CIO MONTHLY NOTE

After one of our hottest months
on record, and with more extra-
hot days forecast for February, the
local equity market is set to dial it
up a notch too.
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The spotlight is firmly on reporting
season, with local corporates set
to deliver a long overdue earnings-
led recovery after two consecutive
negative fiscal years. The forecast numbers look good on
the surface, but let’s not forget the very low base these
increases are coming off.
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The Australian market is looking at a year-on-year
rebound in earnings (market cap adjusted) of around
18%, based primarily on the recovery in the resources
sector. This is clearly a very strong number.

Outside of that, the market is anticipating to be up a
relatively small, but solid, 5.5% for the year, which
highlights the significant impact of resources alone.

Resource companies, and those leveraged to the sector,
are obviously benefiting from improved commodity price
performance. Thankfully, that price recovery has not
resulted in the typical sharp appreciation of the Aussie
dollar, which would make our goods more expensive
globally.

We expect the February earnings period to deliver further
confirmation of domestic market improvement, and the
long overdue earning-led recovery. The local market has
already begun to rally in anticipation.

Key local “bellwether” companies that will be drive the
bulk of the earnings will be the key miners such as BHP
and Rio Tinto, consumer staples like Woolworths and
Wesfarmers, along with CSL and the major banks.
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When it comes to interest rates, we feel there is very
limited scope for any rate rises this year, and despite
some economists suggesting higher cash rates locally, it
really is too early to tell.

Corporate Australia and households would be unable to
adjust to any cash rate increase and we forecast steady
interest rates into 2018 with a small possibility of a cut.

Looking to global markets, we still anticipate a US
economic and earnings recovery to continue on expected
infrastructure spending and tax cuts. The recent US
quarterly reporting season was also quite positive for
equity markets.

In that sense, the US continues to be our favourite market
and the current level of the Aussie dollar, which we
believe will continue to trade between 75 to 80 cents,
provides an opportunity for the investor to accumulate
global assets.
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DISCLAIMER

Contango Funds Management Limited, ABN 52 085 487 421 and Australian Financial Services License Number
237119 (Contango) is a wholly owned subsidiary of Contango Asset Management Limited, ABN 56 080 277
998. Contango has prepared this material for information and discussion purposes only. It does not, and is not
intended to, constitute: (i) an offer, recommendation or advice to purchase of sell any financial products or other
instruments; (ii) research and any view expressed is not considered a recommendation or research report. All
views, opinions and estimates expressed may change without notice and may differ from those view, opinions
and estimates held by other Contango personnel.

Forecasts in this material are predictive in character, based on numerous assumptions including the forecast
outlook for key variables and may be affected by various factors including inaccurate assumptions, risks and
unforeseen events. Accordingly, actual results may differ materially from those forecasted.

Contango, its officers, employees, agents and related bodies corporate believe that the information in this
document is correct at the time of compilation but do not warrant the accuracy of that information. Information
used in this publication which is taken from sources other than Contango is believed to be accurate. Subject to
any contrary provision an any applicable law, Contango and their respective officers, employees, agents and
related bodies corporate provide any warranty as to the accuracy or reliability of such information or accept any
liability to any person who relies on it.

Performance information is historical. Performance returns may vary. Past performance is not indicative of future
performance. Performance has been calculated based on cumulative daily returns excluding any allowance for
fees, expenses and taxes.

Save for statutory liability which cannot be excluded, Contango disclaims all responsibility for any loss or
damage which any person may suffer from reliance on this information or any opinion, forecast, conclusion or
statement in this document whether the loss or damage is caused by any fault or negligence on the part of
Contango or otherwise.



