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The KFM Investment Committee met this week, and the following
summarises our view of the markets over the next six months.

Market Outlook (for next 6 months)
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PNG Macro Environment

KFM maintains the view that medium term economic growth will be
slow, as government infrastructure spending fails to compensate for
falling private sector demand and investment. Sluggish local demand,
completion of the construction phase of the PNG LNG project and ineffi-
ciencies in implementing government spending programs will all con-
tribute to reduce economic activity. We believe inflation will increase
over 2014 towards 5% - 6%, in particular following the 2013 deprecia-
tion of the PNG Kina. We believe the PNG Kina will depreciate in H1
2014, but only marginally against USD.

PNG Cash & Fixed Income

Deposit rates offered by banks continue to be stubbornly low, as excess
liquidity continues. However, interest rates for State securities have
increased at both the short and long end of the yield curve. We expect
short term rates to increase marginally over H1 2014, but to not reach
the BPNG KFR of 6.25%. In 2014, if economic activity and credit demand
remain sluggish, BPNG may relax the statutory deposit requirements
currently in place. We still believe that the most likely scenario for
longer dated securities is that interest rates will stabilise around cur-
rent levels, following an increase in rates in late 2013 due to increased
issuance to finance the budget deficit. We believe these rates are
attractive rates for long term investors, especially compared to our
long term inflation forecast.

PNG Equities

We repeat last month’s comment that “KFM believe that local share
prices should be flat for the next half year, notwithstanding the lack of
liquidity and hence potential for drawdown if sellers emerge.” Lack of
liquidity remains an issue, but dividend yields in excess of bank deposit
rates continue to support share prices.

Global Macro Environment

We are increasingly confident that US economic activity is improving,
and will have a positive impact on confidence, and on the (official)
unemployment rate. That should allow The Fed to reduce QE stimulus
further, and be largely complete by mid 2014. Evidence is emerging of
some pick-up in activity in Europe and China, and by 2014 should be
confirmed. We believe this will also help activity in emerging markets.

International Cash & Fixed Income

We still believe the Fed Funds rate should be effectively zero for a
prolonged period. We expect the US Federal Reserve to reduce Quanti-
tative Easing (QE) by year-end, with little impact on markets which have
factored in an end to QE stimulus.

International Equities

KFM believes US equities appear fully priced, and subject to volatility
as share prices have rallied so strongly through the past year. KFM
have believed for several months that US equities in particular appear
fully valued, but recent confirmation of improving economic conditions
will most likely continue to support prices. Whilst emerging market eg-
uities have underperformed in 2014, we expect this to change in 2014
as global growth should support emerging markets also.

Commodities
KFM still expect oil prices to stay around current levels, and for gold
prices to continue to decline through H1 2014.
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Disclaimer

General Disclosure

This report is for our clients only. All information contained herein is obtained by Kina Funds Management Limited (KFM) and/or Kina Group of Compa-
nies (Kina Group) from sources believed by it to be accurate and reliable. Whilst every care has been taken in the compilation of this Report and all
information is believed to be accurate, no liability is accepted by KFM and/or Kina Group or its subsidiaries, or any of their officers, employees or
agents for any errors or omissions in this Report. All information is provided “as is” without warranty of any kind and KFM and/or Kina Group, in partic-
ular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, or fitness for any partic-
ular purpose of any such information. Opinions and recommendations are subject to change without notice and cannot be relied on without inde-
pendent confirmation. This report is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solic-
itation would be illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situa-
tions, or needs of individual clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular cir-
cumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the
income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original
capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.
Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.

This document is confidential and intended only for authorised clients of KFM and/or Kina Group.
Conflict Disclosures

KFM and/or Kina Group, its Directors, officers, employees or agents may own shares in the Companies stated in this Report, but under no circumstanc-
es shall KFM and/or Kina Group have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or
relating to, any error (negligent or otherwise) or other circumstances or contingency within or outside the control of KFM and/or Kina Group or any of
its Directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, pub-
lication, or delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory, or incidental damages whatsoever
(including without limitation, lost profits), even if KFM and/or Kina Group is advised in advance of the possibility of such damages, resulting from the
use of or inability to use any such information. Past performance of Companies reviewed herein are not, and should not be held as indicators of the of
the entities future performance. The information contained herein is, and must be construed solely as, statements of opinion and not statements of
fact or recommendations to purchase, sell or hold any securities.

KFM and/or Kina Group seeks to do business with companies mentioned in research reports. Accordingly, KFM and/or Kina Group employees and/or
directors may have a conflict of interest. Investors should be aware of this potential for conflicts of interest, and should consider KFM and/or Kina
Group research reports as just one aspect of their investment decisions.




