If cash is king, who will see the
emperor’s new clothes?

Peter Walsh

Director, Retail Business

PortfolioConstruction Conference 2008

P




.er...1N 18371

247196_FI_charts  11/2/2008




The Story in 2008

» Where is all the money going?

» What opportunities exist in fixed income today

» What are the risks of fixed income, cash and term deposits

> How
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Change Iin Net Fund Flows

12 months ending March 2007 and March 2008
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Opportunities in Fixed Income

Risk/Return of major asset classes to July 2008
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Opportunities in Fixed Income

Correlation of major asset classes to July 2008

Aust Shares '044 '039 '042

Global Shares -0.39 -0.25

Listed Property -0.42

Aust Fixed Income -

Cash -0.39 -042

Global Fixed Income -0.25

Source: Morningstar Direct




Opportunities in Fixed Income

Diminished opportunities in country bets

TEN-YEAR SPREAD BY COUNTRY
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Opportunities in Fixed Income

| ncome sectors are more Compl ex

Cross—-Currency

Currency Currency Hedges

US High Yield .
forwards Options

Government US CMBS

Semi-governments Agencies

Supranationals

1985 1990

Source: Putnam Investments.
Sector opportunities are shown for illustrative purposes only.

Futures Swaps
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Opportunities in Fixed Income

Top Down to Bottom Up

Duration

Currency

1000+ Securities

Emerging
Markets

: Debt
Euro High Macro

Yield Research

Currency

US High
Yield

GLOBAL Country
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Structure
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Construction

Bank Implementation Agency
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Opportunities in Fixed Income

Inefficiencies to exploit

» Currency — not all investors are return oriented and hence
deviations from fair value exist

» Term structure — real v nominal rates, mispricing of
volatility

» Credit — different models, different views on size, volatility
and correlation of default rates

» Liquidity — sensitivity to ratings or short time horizons
creates forced sellers




Risks of Income |nvestments
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Risks of Income |nvestments

Liquidity risk v credit risk

High-Yield Corporates spread to swaps
1,200 - g P P P

Spread history

Last 624
High 1,030
Average 489

Loss history

Last
High
Average

1,000 -

800 - Low 210 Low

600 A

400 A

200 I I I I I I I I I I I I I I I I

AN DO O NP N>THNO O DO OND D ™

NTONTNTNT N NT NT NS NS RNT RN NN

Source: Lehman Brothers.

WL

247196_F|_charts  11/2/2008 12




Risks of |ncome |nvestments
Liquidity risk v credit risk

Investment-Grade Corporates spread to swaps

Spread history Loss history
Last 162 Last

High 193 High
Average 56 Average

Low -15 Low

Source: Lehman Brothers.
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Risks of Income |nvestments

Liquidity risk v credit risk

0 AAA rated CMBS spread to swaps
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Positioning risks with clients

Returns following the 1994 bond crisis
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Positioning risks with clients
Sub-prime MBS supply | l—»
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Positioning risks with clients

INVESTOR EDUCATION

Alternating Bond Market Leadership

Arnnual returns for key indexes (1996-2007) ranked in order of performance (highest to lowest).
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itionina risks with clients

» Every sector finishes in the Top 2 as well as the Bottom 3
positions — diversification matters.

» Global Bonds (Hedged in A$) outperform Australian Bonds
9 of the past 10 years - they can't be ignored!

» High Yield is as likely to finish at the top of the table as the
bottom — Credit bets it can't be your only diversifying idea!

» The average difference between best and worst sectors in
any one year is over 24%!




Summary

» Money in cash and term deposits has to come out at some
point

» These still have risks and may not be the best long term
strategy for clients

» The opportunities in the new world of Fixed Income have
never been better!

» Now is the time to position the risks, and the opportunities,
with astute clients




Questions
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Putnam’ s Worldwide Income Fund

» World-class fixed income capabilities
» Captures the entire “wheel” in a risk controlled manner

» Positioned as an alternative to global fixed Income funds with
more diversification than other income / yield funds

» Targets Cash plus 3% pa over rolling 3 year periods
» Diversified by credit quality with high average (typically A)

» Highly rated by Research Houses




PUTNAMINVESTMENTS
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Putnam Investments cannot guarantee the accuracy or completeness of any statements or data contained in this
material. Putnam Investments disclaims any obligation to provide any updates on the subject in the future. Past
performance is not a guarantee of future results. Derivative instruments may at times be illiquid, subject to wide
swings in prices, difficult to value accurately and subject to default by the issuer. Strategies that use leverage
extensively to gain exposure to various markets may not be suitable for all investors. Any use of leverage exposes
the strategy to risk of loss. In some cases the risk may be substantial.

This material is for investment professionals only. It may not be distributed to the public.

Prepared for use with wholesale investors in Australia by Putnam Investments Australia Pty Limited, ABN,50 105
178 916, AFSL No. 247032. This material has been prepared without taking account of an investor's objectives,
financial situation and needs. Before deciding to invest, investors should consider whether the investment is
appropriate for them.
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Let’s start thinking about...

This session was:
1. awful

2. mediocre

3. good

4. excellent

Gizmos brought to you by

aavcis CONFERENCE




Let’s start thinking about...

_Time’s Up!
~ This session was:
2. mediocre
3. good
4, excellent

Gizmos brought to you by

WEALTH MANAGEMENT SOLUTIONS
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