CIO MONTHLY NOTE

The long-term outlooks for both
global and domestic equity
markets remain positive, following
the very strong rally of the past six
months. The market has priced in
improved global economic
conditions and higher commodity
prices, along with the subsequent
increase in earnings.

While global growth will continue to increase steadily
over the next few years, markets have already priced in
further earnings upgrades for the short term. Given the
recent strong performance of equity markets some
consolidation is also expected.

It's also important to reflect that forecasts for the
emerging market and developing economies will
continue to outpace advanced economies with China’s
structural growth story continuing for the decade ahead.

At a domestic level, Australian market valuations are not
cheap compared to historical levels as, after a very
positive half-year reporting season, the market is now
pricing in the well anticipated earnings recovery.

It’s a similar story in the US, with equity market valuations
also above long-run historical benchmarks, thanks to
anticipated stimulus and improved economic conditions.
The US reporting period currently underway will be a
good indication of the momentum of US earnings.

It's important to consider the different but
complimentary aspects of both local and global equities.
While Australian equities receive consistently higher
dividends, global equity markets provide investors with
access to growth opportunities that are under-
represented in the local market, and have less
concentration in certain sectors.
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One of most obvious examples is the IT sector, which
makes up just 1.3% of the Australian market but 16.1% of
the MSCI All Countries World Index. The growing middle
classes in many emerging economies will continue to
drive growth for healthcare, technology and consumer
staples, which will make them a larger component of the
global investment universe in years to come.

The benchmark index for Australia — the ASX/S&P 300 —
comprises just 300 companies, compared to the 2500
companies in the MSCI All Countries World Index.

Thus, the local large cap equity market offers investors a
good consistent dividend stream, more so than global
equities — yet those global equities offer lower yields but
more growth opportunities in different sectors. The key
point is that global and domestic equities are
complimentary, and offer opportunities to blend and
diversify portfolios.

Comparing a typical domestic equity growth fund and a
global growth fund the differences in outcomes become
even starker.

The Australian share fund delivers a dividend yield around
4.5% net (5.8% grossed up), compared to 1.5-2.0% yield
for a global growth fund. In contrast, the global growth
fund targets more growth and has earnings (EPS) growth
of 15.5% 1 year forward compared to 4.5% for the
Australian share fund.

And let’s not forget that it’s all about the long run, with
domestic equities averaging a return of 13.9% per annum
since 1959. So, hold on tight for a possible rocky ride
ahead, and remember - you're in it for the long haul.
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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.



