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Ongoing concerns over the sovereign debt crisis in Europe and fears of a global
recession led leaders in the US, Europe and UK to initiate further measures to spur
on the economy.

Taking action

The US Federal Reserve (Fed) enacted more monetary policy after its scheduled
September Federal Open Market Committee (FOMC). “Operation twist” will see the
US central bank selling shorter dated bonds in order to buy longer dated bonds in an
attempt to flatten the yield curve.

In the meantime, the European Central Bank (ECB) announced the resumption of
covered bond purchases to begin early November. Also, additional liquidity extending
to 12 and 13 months will be provided to the region’s financial services companies.

In the UK, the Bank of England announced the resumption of quantitative easing (QE)
with some £75bn of gilts to be purchased over a four month period.

What impact has this activity had on the markets?

The poor performance in August continued through to what was a volatile September
guarter. Global equities declined more than 15% while European equities
underperformed the broader regions, falling nearly 25%.

Undoubtedly the biggest event hanging on market sentiment, driving much of the
negative sentiment seen in markets was based on the concerns of the magnitude and
contagion effect a Greek default may cause.

Compounding negative sentiment, Italy and several US and French banks had their
ratings downgraded over the month. Investor confidence was boosted by France and
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Germany declaring their support for Greece to remain in the euro zone and the ECB
announced joint action with five major central banks to increase liquidity. However,
announcement for the US Fed’s “operation twist” failed to excite the market and
provide any catalyst for stabilisation.

These concerns kept volatility elevated and were a significant factor in driving
investors out of risk assets and global equities.

While the Australian market was broadly poor, the resources and smaller companies
suffered the most from the extended investor risk aversion.

Commodity prices fell as declining growth expectations erased any upside scenario
from investors’ minds hitting our resource market.

What’s the outlook for investment markets?

We expect the market to favour growth assets over defensive assets over the next
two or three quarters. We then expect a forward looking market to become more
defensive as we get closer to the end of 2012 where political uncertainties will remain
elevated.
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