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The Case for Equity Income Investing

Equity income investing is popular because of the regular payments of dividends,
the possible tax benefit offered by franking credits, and low interest rates offered by
traditional income sources such as cash deposits.

But recent market volatility has some investors asking, is an equity income strategy still
aworthwhile option?

We believe an equity income strategy remains an attractive long-term option for
investors looking for a stable income stream by way of dividend payments. In the
sections that follow, we will explain the potential benefits and risks of this strategy as
well as offer a fresh take on income investing offshore.

Why an Equity Income Strategy?

In the search for income, investors have a number of strategies or asset classes to choose
from. Equity income strategies deliver dividends, fixed income strategies deliver interest
coupon payments, and cash strategies deliver daily or monthly interest payments.

An equity income strategy has the potential to:

1. Enhance Income

With low interest rates, cash and term deposits may not be able to provide you with the
level of income you need to match your liabilities. The average one-year term deposit
rate has dropped significantly over the past five years, from 6.1% p.a. at end February
2011 to 2.40% p.a. at end February 2016."

An equity income strategy offers an opportunity to boost your income return. Figure 1
shows that the current yield of the S&P/ASX 200 index exceeds the prevailing average
one-year term deposit rate. The chart also shows that you would have earned more from
yield than from the share price return of the S&P/ASX 200 over the last 14 years.

What to be Aware of: Companies are able to cut or stop paying dividends at any

time and this is particularly true during times of crisis. For example, during the Global
Financial Crisis a number of companies either suspended or cut dividends as companies
sought to preserve capital. Investors need to consistently monitor any changes in a
company’s dividend policy. In addition, monetary policy can change leading to an
increase in interest rates that, in turn, could result in bonds and deposits providing
better income returns than dividends.
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Figure 1: Stability of Dividend Income Versus Growth in
Global Shares (Including Reinvestment)
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Index returns are unmanaged and do not reflect the deduction of any fees

or expenses. Index returns reflect all items of income, gain and loss and the
reinvestment of dividends and other income. Past performance is not indicative
of future performance..

2. Provide Stable Returns

Over the last 10 years, income returns have provided a
significantly larger proportion of an investor’s total portfolio
growth as compared to capital returns. The chart in Figure 2
shows stable income returns for both the broad S&P/ASX 200
Index and the MSCI Australia Select High Dividend Yield Index
(which represents high yield dividend paying companies) over
the last 15 years. And because income returns have been
consistently higher than returns from capital growth (or share
price appreciation) during this period, they have supported
total equity returns in times of market downturns.

Figure 2A: S&P/ASX 200 Index
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Source: MSCI, as of 31 January 2016.

Index returns are unmanaged and do not reflect the deduction of any fees

or expenses. Index returns reflect all items of income, gain and loss and the
reinvestment of dividends and other income. Past performance is not indicative
of future performance.

What to be Aware of: Past performance is not a reliable
indicator of future performance. While equity income
strategies may be less volatile than other equity strategies, they
still introduce more volatility compared to a cash investment.
Investing in equity income strategies need to be taken with a
long term view.

3. Participate in Rising Markets and Cushion Against

Down Markets

Globally, high quality equity income strategies have offered
the opportunity to participate in market upswings, while
providing potential downside protection in turbulent times.
Figure 3 shows that the S&P Global Dividend Aristocrats

Figure 3: Average Monthly Return in Up and Down Market
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Index returns are unmanaged and do not reflect the deduction of any fees

or expenses. Index returns reflect all items of income, gain and loss and the
reinvestment of dividends and other income. Past performance is not indicative
of future performance.
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Figure 4: S&P/ASX 200 Index Payout Ratio
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Index returns are unmanaged and do not reflect the deduction of any fees

or expenses. Index returns reflect all items of income, gain and loss and the
reinvestment of dividends and other income. Past performance is not indicative
of future performance.

Index held up relatively better than the broad market S&P
Global Broad Market Index in down markets, while performing
nearly at par in upmarkets over a 20 year period from 31
January 1996 to 29 February 2016.

A reason for this is the element of quality that is introduced to
an equity strategy, particularly if the strategy moves beyond
pure yield and focuses on companies that have a consistent
record of growing dividends as well. (Quality characteristics
may be defined by return on equity, debt to equity, and
variability of earnings.). Companies that have shown an ability

Figure 5: High Yield Indices

Growth of $100 Annual Yield (%)
150 10
ﬁ] ..... §
90 6
60 4
30 2

0 May 2012 2014 Jan 0

201 2016

-- MSCI Australia Select High Yield Index (local currency, price return)
S&P High Yield Dividend Aristocrat Index (local currency, price return)

MSCI Australia Select High Yield Index (local currency, rolling 12 month yield)
S&P High Yield Dividend Aristocrat Index (local currency, rolling 12 month yield)

Source: S&P, MSCI, Factset, as of 31 January 2016.

Index returns are unmanaged and do not reflect the deduction of any fees

or expenses. Index returns reflect all items of income, gain and loss and the
reinvestment of dividends and other income. Past performance is not indicative
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to consistently grow their dividends over time tend to have
stronger balance sheets and businesses.

What to be Aware of: An equity income strategy will not
always outperform the return on a broad market index like
the S&P/ASX 200 or the S&P 500. It is not uncommon for high
quality companies to go through periods of underperformance
relative to other companies, such as high growth companies.

Considering Global Equities

It can be difficult to create a diversified equity income
portfolio in Australia because of the market’s concentration
toward financials and resources companies. Figure 4 shows
that the resources sector has been the dominant driver of
increasing dividend payout ratios in recent years, but that has
recently been clouded in uncertainty because of the
industry’s outlook.

One way of increasing diversification is by investing in global
equities. Global equities as a source of income may have been
overlooked in recent times partly because dividend yields of the
global equity broad market index (MSCI World ex-Australia
Index) has trailed dividend yields of the S&P/ASX 200 over the
last 10 years.? But there are now attractive opportunities in
global equities.

Figure 5 shows that the gap between Australian high
yield equities and global high yield equities is narrowing,
making global equities an attractive option for income-
focused investors.

Previously available only to institutional investors,
global equity income strategies are now easily accessible
using cost-efficient ETF products as building blocks of an
income portfolio.

Although international high yield investments do not carry
franking credits, they may offer investors other benefits that
have the potential to enhance overall portfolio performance,
including access to attractive equity valuations in potentially
undervalued markets and benefit from structural trends across
the global economy, including growth in emerging markets.

However, investors should consider that foreign
exchange fluctuations and political risk may impact the
investment outcome.

Quick Summary

Australian Equities Global Equities

Franking Credits ~ Yes No

Limited diversification because Bigger universe of
of dominance of the financial and  companies, across

Diversification resources sectors sectors and regions

Risks Concentration risk Currency, political risks
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Conclusion

In today’s low rate environment, equities can provide attractive
income returns compared to cash or bonds and offer a potential
stable income stream for investors. However, investors need to
take into account the Australian market’s concentration when
building their equity income portfolio and consider global
equities to improve diversification.

SPDR ETFs for Income Investing

Investors must balance the benefits of the strategy with

potential risks, including the risk that companies may cease to
issue dividends or reduce their payouts in difficult markets, as
well as currency and political risks related to global investing.

Our suite of SPDR ETFs allows investors to build a diversified income or yield seeking portfolio.

Fund ASX Code Benchmark

SPDR S&P Global WDIV S&P Global Dividend Aristocrats Index
Dividend Fund

SPDR Dow Jones Global  DJRE Dow Jones Global Select Real Estate
Real Estate Fund Securities Index

SPDR MSCI Australia SYI MSCI Australia Select High Dividend
Select High Dividend Yield Index

Yield Fund

SPDR S&P/ASX 50 Fund ~ SFY S&P/ASX 50 Index

SPDR S&P/ASX 200 0ZF S&P/ASX 200 Financials Ex-A-REIT Index

Financials Ex A-REIT Fund

SPDR S&P/ASX 200 Listed SLF
Property Fund

S&P/ASX 200 A-REIT Index

Description

Tracks an index representing high yielding
companies from the S&P Global Broad
Market. Index with a history of stable or
increasing dividends.

Tracks an index representing global REITs
and real estate operating companies.

Tracks an index of listed Australian
securities that aims to achieve a higher
than average dividend yield.

Tracks an index of the 50 largest securities
by market capitalisation in Australia.

Tracks an index of listed Australian
securities involved in the financial sector
(except those that are classified as
Australian Real Estate Investment Trusts).

Tracks an index of the leading listed
property vehicles in Australia and
represents diversified exposure to the
Australian listed property market.

* Dividend yield is at 29 February 2016. Past performance is not indicative of future performance.

' RBA Statistical Tables, Retail Deposit and Investment Rates, March 2016.

2 Source: SSGA, S&P, MSCI and Factset, 31 January 2016.
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Management Costs (%)

0.50
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Dividend Yield* (%)
5.30
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4.79



Income Strategies for a Low-Rate Environment

ssga.com | spdrs.com.au

For public use.

State Street Global Advisors Australia Services Limited Level 17, 420 George
Street, Sydney, NSW 2000. 1300 665 385.

Issued by State Street Global Advisors, Australia Services Limited (AFSL Number
274900) (ABN 16 108 671 441) ("SSGA, ASL"). Registered Office: Level 17, 420 George
Street, Sydney, NSW 2000, Australia. T: +612 9240 7600. F: +612 9240 7611.

Investors should read and consider the Product Disclosure Statement (PDS) for the
relevant SPDR® ETF carefully before making an investment decision. A copy of the
PDS is available at spdrs.com.au. The material is general information only and does
not take into account your individual objectives, financial situation or needs. It should
not be considered a solicitation to buy or sell a security.

This material is of a general nature only and does not constitute personal advice.

It does not constitute investment advice and it should not be relied on as such. It
does not take into account any investor’s particular investment objectives, strategies,
tax status or investment horizon. You should consult your tax and financial advisor.
There is no representation or warranty as to the current accuracy of, nor liability for,
decisions based on such information and State Street shall have no liability for
decisions based on such information.

This document may contain certain statements deemed to be forward-looking
statements. All statements, other than historical facts, contained within this
document that address activities, events or developments that SSGA expects,
believes or anticipates will or may occur in the future are forward-looking
statements. These statements are based on certain assumptions and analyses
made by SSGA in light of its experience and perception of historical trends,
current conditions, expected future developments and other factors it believes
are appropriate in the circumstances, many of which are detailed herein. Such
statements are subject to a number of assumptions, risks, uncertainties, many of
which are beyond SSGA's control. Please note that any such statements are not
guarantees of any future performance and that actual results or developments
may differ materially from those projected in the forward-looking statements.

All information has been obtained from sources believed to be reliable, but its
accuracy is not guaranteed. There is no representation or warranty as to the current
accuracy, reliability or completeness of, nor liability for, decisions based on such
information and it should not be relied on as such.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and
may trade at prices above or below the ETF's net asset value. ETFs typically invest by
sampling an index, holding a range of securities that, in the aggregate, approximates
the full Index in terms of key risk factors and other characteristics. This may cause the
fund to experience tracking errors relative to performance of the index.

Diversification does not ensure a profit or guarantee against loss. Sector ETFs
products are also subject to sector risk and non-diversification risk, which generally
results in greater price fluctuations than the overall market. Brokerage commissions
and ETF expenses will reduce returns and transaction costs will also be incurred
when buying or selling units of an ETF on ASX markets. ETF units may only be issued
to or redeemed directly by persons called “Authorised Participants”.

STATE STREET
GLOBAL ADVISORS.

SPDR

Bonds generally present less short-term risk and volatility than stocks, but contain
interest rate risk (as interest rates rise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually
pronounced for longer-term securities. Any fixed income security sold or redeemed
prior to maturity may be subject to a substantial gain or loss.

SSGA, ASL is the issuer of interests and the Responsible Entity for the ETFs which
are Australian registered managed investment schemes quoted on the AQUA market
of the ASX or listed on the ASX and it is also the AQUA Product Issuer for SPY.

State Street Bank and Trust Company (ABN 70 062 819 630) (AFSL number 239679) is
the trustee of, and the issuer of interests in, the SPDR® S&P 500® ETF Trust, an ETF
registered with the United States Securities and Exchange Commission under the
Investment Company Act of 1940 and principally listed and traded on NYSE Arca, Inc.
under the symbol “SPY”. SSGA ASL is the AQUA Product Issuer for the CHESS
Depositary Interests (or “CDIs”) which have been created over units in SPY and are
quoted on the AQUA market of the ASX. The rights of CDI investors are different to
those of investors in an Australian registered managed investment scheme and
investors should read the applicable PDS before investing to understand the
additional risk factors associated with investing in CDIs.

An investment in SPDR funds or SPY CDIs do not represent a deposit with or liability
of any company in the State Street group of companies including State Street Bank
and Trust Company and are subject to investment risk including possible delays in
repayment and loss of income and principal invested. No company in the State Street
group of companies guarantees the performance of SPDR funds or SPY CDls, the
repayment of capital or any particular rate of return.

SPDR and Standard & Poor's® S&P® Indices are trademarks of Standard & Poor's
Financial Services LLC and have been licensed for use by State Street Corporation.
The Dow Jones Global Select Real Estate Securities Index is a product of S&P Dow
Jones Indices LLC or its affiliates and has been licensed for use by SSGA. MSCI
Indices, the property of MSCI, Inc. (“MSCI”), and “ASX", a registered trademark of
ASX Operations Pty Limited, have been licensed for use by SSGA. SPDR products are
not sponsored, endorsed, sold or promoted by any of these entities and none of these
entities bear any liability with respect to the ETFs or make any representation,
warranty or condition regarding the advisability of buying, selling or holding units in
SPDR products.

Standard & Poor's®, S&P® and SPDR® are registered trademarks of Standard &
Poor’s Financial Services LLC (S&P); Dow Jones is a registered trademark of Dow
Jones Trademark Holdings LLC (Dow Jones); and these trademarks have been
licensed for use by S&P Dow Jones Indices LLC (SPDJI) and sublicensed for certain
purposes by State Street Corporation. State Street Corporation’s financial products
are not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their
respective affiliates and third party licensors and none of such parties make any
representation regarding the advisability of investing in such product(s) nor do they
have any liability in relation thereto, including for any errors, omissions, or
interruptions of any index.

The whole or any part of this work may not be reproduced, copied or transmitted or
any of its contents disclosed to third parties without SSGA's express written consent.
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