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Exhibit 1 - The ‘Great Moderation' is Over Then and now... it's a different world

United States 1982 2011%
Fed funds rate 12% 0.25%
10-year bond yield 14% 2%
=== 1980 - 2000s trend
Monetary base $149 billion $2.6 trillion
/é Budget deficit as % of GDP -2.2% -10.1%
/ Household debt-to-GDP ratio 471% 88.3%
» / Inflation rate, % yoy 8.9% 3.8%
g Savings rate 1.9% 4.5%
E Unemployment rate 8.5% 9.1%
~ Profit margins (national accounts)®  9.6% 17.5%
S&P 500 P/E ratio (1year trailing) 8.0x 14.0x
S&P 500 cycle adjusted PES 7.8x 20.3x
. S&P 500 dividend yield 57% 2.3%
Time
Demographics Medianageis27  Median age is 56
- average age of baby boomer
 September 2011,
Chart for illustrative purposes only. # Calculated by the Bureau of Economic Analysis in the U.S. in calculating the national accounts.
Source: Census, Bloomberg, Thomson Reuters Datastream, Newton. $ Used 10 years of earnings to remove the effect of the economic cycle from the PE calculation.

1 http://www.gailfosler.com/commentary/chart-of-the-week/the-return-of-the-%£2%80%9Cold-
normal%E2%80%9D
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Despite poor returns for investors
in risk assets in recent years, we are
highly unlikely to be standing on the
cusp of a new secular bull phase for

financial assets.
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Exhibit 2 - A More Volatile World

* Debt drag on growth, variable pace and

— 20005 - ? trend nature of deleveraging

= State intervention: we believe policy settings

create distortions and encourage speculative

capital flows
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c
5 A~  \ * We observe that structural market developments
2 e e e and ‘innovations' exacerbate volatility
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Time

Chart for illustrative purposes only.
Source: Newton

2 Census, Bloomberg, Thomson Reuters Datastream, September 2011.
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In a normal functioning economy,
in which price signals are set by
market forces, we suggest that
the financial system exists as
an intermediary between those
with sources of (often limited)
capital and those with projects
for deploying it. In our view

the current environment looks

profoundly different.
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Bank-of-England-figures-show.html
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With cash interest rates being
held at close to zero, and longer-
term risk-free interest rates on
government bonds also artificially
low, we believe that risk is being

systematically mispriced.
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If our perspective is correct,
investors' idea of risk should,
we believe, return to more
traditional concerns about
losing money, rather than

missing out on gains.
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7 The Benefits, Misperceptions and Rationale for the Multi-Manager Approach, Tony Earnshaw,
Northern Trust Global Investments, 2006.

A PERSPECTIVE ON RISK AND RETURN IN A DELEVERAGING WORLD



Exhibit 3 - Characteristics for a Lower Return, Volatile Market

* Active, flexible approaches
== 2000s - ? trend

* Emphasis on income

= Strategies that seek to reduce volatility,

Returns

— protect capital and aim for asymmetry

—— . — — of return

* 'Return based' objectives

Time

Chart for illustrative purposes only.
Source: Newton

We believe relative risk is
increasingly likely to be synonymous
with absolute

risk, which implies, in turn,

that a strategy designed to

preserve capital may also

be likely to produce strong

relative returns.
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Strategies need to be flexible

enough, in our opinion, both to
accommodate very significant
variations in asset allocation and
also, more importantly, to focus on
very specific characteristics (such
as particular regions, sectors and

industries) within asset classes.
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8 Credit Suisse, Global Investment Returns Yearbook, (2011) and Elroy Dimson, Paul Marsh and Mike
Staunton, Triumph of the optimists: 101 Years of Global Investment Returns, (Princeton University Press,
2002); Copyright © 2011 Elroy Dimson, Paul Marsh and Mike Staunton.

9 Thomson Reuters Datastream, 01.02.12; total return of FTSE All Share Index, 12.31.80 - 12.31.00.
10 Thomson Reuters Datastream, 12.31.11.
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Although, in our opinion, volatility
is clearly an important element of
risk, we believe it is only one of the
many risks facing investors. Indeed,
in our view, an over-emphasis on
volatility as the major risk can

be dangerous.
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11 www.asx.com.au/products/absolute_return_funds.htm, accessed 01.11.12.
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The current debt crises in the

western world are so intractable
that it is highly likely that “financial
repression” (in the form of both
long- and short-term interest rates
set by the authorities at below the
rate of inflation) should continue
to be a preferred policy for some

time to come.
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Exhibit 4 - Bond Markets

Real 10-year government bond yields (yield less headline CPI)
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Source: Thomson Reuters Datastream, Newton as of December 31, 2011. Past performance does not guarantee future results. Yields fluctuate.
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Investors can no longer rely on
historic relationships to provide
indirect hedging or diversification

benefits.
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12 http://www.telegraph.co.uk/finance/financialcrisis/8854125/French-and-German-relief-as-
Greek-haircut-not-expected-to-trigger-CDS.html

13 Thomson Reuters Datastream, Newton, January 2012; past performance is not a guide
to future performance.
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