NOVEMBER 2019

In the US, trade-exposed
sectors are suffering as a
result of the trade conflict,
but the consumer sector
appears to be holding up
well.

Economic activity in the
eurozone weakened during
the September quarter as
outgoing ECB president
Draghi warned euro-area
fiscal policies were

insufficient.

The UK parliament agreed to
a general election on 12
December after prime
minister Johnson was forced
to ask the EU for an
extension to the Brexit
deadline.

The Chinese Ministry of
Commerce appears
favourable to an interim deal
on trade with the US, but so
far no rollback of tariffs has
been agreed.

The RBA held off on further
rate cuts at its November
meeting, but markets still
expect the cash rate to fall to
0.50% early in 2020.

1 | Market Update November 2019

October market performance

Equity Markets Index At Close % Return % Return
—Index Return* 31/10/2019 1 Month 12 Months
Australia S&P/ASX 200 Index 6663.37 -0.35% 19.28%
United States S&P 500 Index 3037.56 2.17% 14.33%
Japan Nikkei 225 Index 22927.04 5.39% 6.86%
Hong Kong Hang Seng Index 26906.72 3.29% 11.64%
China CSI 300 Index 3886.75 1.91% 26.07%
United Kingdom FTSE 100 Index 7248.38 -1.87% 6.47%
Germany DAX 30 Index 12866.79 3.53% 12.40%
Europe FTSE Eurotop 100 Index 3025.34 0.62% 14.32%
Property Index At Close % Return % Return
— Index Returns* 31/10/2019 1 Month 12 Months
Listed Property S&P/ASX 200 A-REITS Index 1629.80 1.24% 23.56%
e e At Close At Close At Close
31/10/2019 30/09/2019 31/10/2018

Australian 90 day Bank Bills 0.94% 0.94% 1.91%
Australian 10 year Bonds 1.14% 1.02% 2.63%
US 90 day T Bill 1.52% 1.81% 2.33%
US 10 year Bonds 1.69% 1.67% 3.14%
Currency** At Close % Change % Change
H 31/10/2019 1Month 12 Months

US dollar AUD/USD 0.69 2.07% -2.60%
British pound AUD/GBP 0.53 -3.02% -3.99%
Euro AUD/EUR 0.62 -0.15% -1.21%
Japanese yen AUD/JPY 74.38 1.93% -6.97%
Australian Dollar Trade-weighted Index 60.0 1.35% -3.07%

* Closing index values are based on price indices. Index returns are expressed as total returns in local currency.
** All foreign exchange rates rounded to two decimal places.
Past performance is not a reliable indicator of future performance.

Global economies

While no firm agreement has been made,
the US and China appear to be moving to a
phase one deal, which may be followed by
the rolling back of some tariffs. The trade
conflict is starting to bite for the world’s
two largest economies, with economic
data pointing to a continued slowdown in
global growth, especially in the
manufacturing sector.



us

October saw a détente in the US-China
trade conflict, as President Trump
announced the suspension of tariff hikes
on USS$250 billion of Chinese goods, while
China agreed to buy $40-50 billion in US
farm products. The ‘agreement in
principle’ does not roll back the existing
tariffs that China and the US have in place.
To this point, the trade-exposed,
manufacturing and investment sectors
have borne the brunt of the slowdown.
The services sector, which represents
around 85% of the economy, continues to
expand, albeit at a slightly slower rate. The
ISM manufacturing index rose from 47.8 to
48.3 in October, but the sector remains in
contraction. The services sector rose from
52.6 to 54.7, reflecting the robustness of
the consumer sector. While below the
average of recent years, it still falls
comfortably within the expansion zone. In
its latest global growth update, the IMF
projected US GDP growth of 2.4% in 2019
and 2.1% in 2020—clearly not a recession.
Retail spending slowed in September,
falling 0.4%, but the annual growth rate is
4.0% in nominal terms and 3.7% for core
retail sales. Consumer confidence,
however, appears to have rolled over while
CEO business confidence has been
declining for the past six quarters. Clearly,
the uncertainty associated with the trade
wars is having an impact on investment
plans and confidence more generally.
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Europe

The IHS Markit Eurozone Composite PMls
present a grim picture of slowing growth
and declining inflation. The index suggests
that activity in the eurozone will be lucky
to have grown by 0.1% in the September
quarter, with flagging momentum at the
start of the December quarter. In
Germany, the manufacturing sector
outlook is described as “simply awful” as
trouble in the auto industry and Brexit
uncertainty have paralysed order books.
According to the survey, September saw
“the worst performance from the sector
since the depths of the financial crisis in
2009.” The weakness in German
manufacturing has led to calls for the
government to abandon its commitment
to balanced budgets and allow fiscal policy
to provide stimulus. Industrial production
(excluding construction) fell 5.5% over the
year to August and has fallen 7.0% since
the recent peak in November 2017. France
and Italy are also close to stalling and Spain
has seen growth slow to the joint-lowest in
around six years. Outgoing ECB president
Mario Draghi said the eurozone economy
faced a much more “prolonged sag” than
was expected even a few months ago.
Those hoping for a timely Brexit resolution
have again been disappointed. The British
people will head to the polls on 12
December, with a four-corner contest that
could prove risky for prime minister
Johnson.

China

The Chinese economy slowed to an annual
growth rate of just 6.0% in the September
quarter—the slowest pace in almost 30
years. However, to put this growth in
perspective, the Chinese economy is more
than 2.5 times the size it was in 2009,
while GDP per capita has doubled over this
period. Over the past 12 months a
downturn in industry, trade and
construction underpinned the weaker GDP
result, partly offset by solid service sector
performance. Industrial production in
September was up a surprising 5.8% year-
on-year, from 4.4% in August, while retail
sales grew by 7.8%, up from 7.5%.
Investment growth was 5.4%, with
manufacturing sector investment weak,
while utilities and transport spending are
not showing a large response to significant
political and financial support for local
government authorities in 2018-19. China
has taken a relatively cautious approach in
dealing with the slowing economy.
Stimulus to date has largely avoided
dramatic increases in government
spending and the central bank has also
mainly used the reserve requirement ratio
for banks instead of sweeping interest rate
cuts. In October another cut in the reserve
requirement ratio was announced,
although the fear is that this easing may be
too little, too late to prevent a more
serious downturn.



Asia region

As in several other countries, weakness in
Japan’s manufacturing sector is being
offset by continued strength in the services
sector. The Jibun Bank Japan Services PMls
suggest GDP growth in the September
quarter may come in at around an
annualised 1.0%. The Bank of Japan’s
quarterly Tankan survey indicates that
sentiment among large manufacturers fell
to its lowest level in more than six years,
while the external sector remains
precarious. Exports fell 8.2% over the year
to August, with exports to China falling
12.1%, those to South Korea falling 9.4%,
and those to the US falling 4.4%. Exports
are suffering from the global slowdown
and the strength of the Japanese yen,
while imports have fallen 12% over the
year. The sales tax was increased from 8%
to 10% in October and there is some
evidence that supermarket sales fell
sharply early in the month. The
government had introduced a reward
points system for shoppers, which involves
the use of a cashless payment method to
smooth out demand. In India, economic
data points to weaker growth, while the
IMF cut its forecast for 2019 GDP growth
from 7.3% to 6.1%. Growth over the April—
June period was only 5.0%, the slowest
pace in six years. While inflation ticked
higher in September, the market still
expects the Reserve Bank of India to cut
rates by a further 25 basis points in
December.
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Australia

The Reserve Bank of Australia cut rates to
a record low 0.75% in early October, it's
third move since June. The aggressive
approach taken by the RBA over recent
months is partly in response to the global
trade uncertainty and the domestic
housing sector slowdown. Easing policy
globally and a rising unemployment rate
locally made the case for an easing bias a
relatively simple one. However, the
economy’s response to the easing cycle,
along with moves by APRA to free up some
lending capacity and the government’s tax
cuts, has been subdued, at least to date.
The labour market remains strong, with
jobs growth of 14,700 in September.
Annual growth in employment is 2.5%,
while hours worked are up 1.9%. Although
the unemployment rate edged down to
5.2%, jobs growth has proved insufficient
to absorb the growing workforce resulting
from a solid 1.6% growth in population and
rising workforce participation rates. The
latest NAB survey data confirm the sluggish
state of the economy, although the mining
and finance industry sectors seem to be
faring better than other industries,
particularly retail. The government, despite
reporting a balanced budget for the first
time in 11 years, seems intent on
maintaining a strong fiscal position. While
commendable for the long term, this
stance appears to ignore the opportunity
for an upgrade and expansion of
infrastructure spending at a time when
borrowing rates are at record lows.



EQUITY MARKETS

The S&P/ASX 200 Index fell
0.4% in October, with IT
shares losing steam and
financials down ahead of full-
year reporting season.

The US S&P 500 Index rose
2.2% in US dollar terms, with
a robust consumer sector still
providing momentum in
equities.

The STOXX Europe 600 Index
rose 2.2%, the German DAX
30 Index rose 3.5% and the
UK’s FTSE 100 Index fell 1.9%
as Brexit woes continued.

In Asia, China’s CSI 300 Index
rose 1.9%, Hong Kong’s Hang
Seng Index rose 3.3%, and
Japan’s Nikkei 225 Index rose
5.4% on hopes of a trade
deal.

Global developed market
shares excluding Australia
rose 0.5% in Australian dollar
terms and emerging market
gained 2.1%.
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Australian equities

Index/Benchmark (% pa) 1 Month 1Year 3Years 5Years 7Years

Australian S&P/ASX 200 Acc. Index -0.35% 19.28%  12.56% 8.47%  10.44%
S&P/ASX 50 Acc. Index -037%  21.62%  12.94% 7.94%  10.33%
S&P/ASX Small Ordinaries Acc. -0.50% 14.41%  10.38% 9.61% 6.70%
Index

Following relatively strong performance in the September quarter, the outlook appears
mixed across most sectors. Australian shares were in the red in October, dragged down by
the Information Technology (-3.9%) and Financials (-2.8%) sectors. Optimism among
investors is being driven by monetary stimulus, signs of a recovery in the housing market,
and a soft Australian dollar, which boosts earnings from foreign operations. Working in the
opposite direction is sluggish wages growth, relatively weak building and construction
activity, and an uncertain global outlook. Returns for interest rate sensitive sectors (e.g.
Utilities and Property) are expected to continue to be supported by the search for income
and historically low bond yields. Financials remain under pressure from an industry
perspective with bank profit growth expected to be moderate due to constrained lending
and net interest margin pressures. IT stocks are trading at expensive valuations and look
increasingly vulnerable without supportive earnings growth. Health Care (+7.6%) was the
standout sector in October, with giants CSL (+9.6%) and Resmed (+7.2%) both contributing
to the performance, while among the Industrials (+3.0%) Sydney Airport (+9.3%) and Seven
Group (+7.7%) were among the top gainers.

Investment Index/Benchmark returns*
S&P/ ASX 200 Index

Sector 1 Month 3 Months 1Year
Health Care 7.58% 8.68% 33.75%
Industrials 2.97% 0.41% 24.91%
Utilities 1.39% 0.13% 17.19%
Property 1.24% -0.36% 23.56%
Consumer Discretionary 0.87% 4.09% 20.86%
Energy 0.46% -0.76% 2.04%
Communications -1.49% -7.34% 15.52%
Materials -1.86% -6.42% 20.01%
Consumer Staples -2.20% -0.62% 19.53%
Financials ex-Property -2.82% -1.44% 15.77%
Information Technology -3.94% -4.26% 22.29%

*Total returns based on GICS sector classification



BIG MOVERS
THIS MONTH

Going up
1 Health Care 7.6%
M Industrials 3.0%
I Utilities 1.4%
Going down
U Information

Technology -3.9%
U Financials

(ex-Property) -2.8%
U Consumer Staples -2.2%
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Global Equities

Index/Benchmark (% pa) 1 Month 1Year 3Years 5Years 7Years
Global MSCI World Ex Australia Index 0.48%  15.60% 15.70% 13.10% 17.02%
(AUD)
MSCI World Ex Australia Index 1.93% 1230%  11.77% 8.52%  11.65%
(LcL)
MSCI World Ex Australia Small 0.73% 10.68%  13.79%  12.65% 17.08%
Cap Index (AUD)
Emerging MSCI Emerging Markets Index 2.10% 14.84% 10.98% 8.08% 9.33%
(AUD)
MSCI AC Far East Index 2.57% 14.01%  11.58% 11.15% 13.78%
(AUD)

The trade wars have weighed on business sentiment, which is taking its toll on
manufacturing and export-sensitive sectors across several regions, particularly Europe,
Japan and China. However, the services sector has remained relatively resilient, driven
primarily by the robust US consumer sector, which is enjoying healthy balance sheets,
steady employment and wage growth, and low interest rates. Emerging markets remain in
the passenger seat of the ongoing trade wars, which saw emerging market equities
remaining under pressure. Export-dependent economies such as China, Taiwan and South
Korea continue to feel the negative impact, which has been exacerbated by tensions
between Japan and South Korea. Global developed market shares (ex-Australia) gained
only 0.5% in October in Australian dollar terms as the global outlook moderated. The US
S&P 500 Index rose 2.2% in US dollar terms, led by the Healthcare (+5.0%) and Information
Technology (+3.8%) sectors. European shares, measured by the STOXX Europe 600 Index,
gained a modest 0.9%, with a bounce from the auto sector (+6.9%) and construction
(+3.5%).

Property

Index/Benchmark (% pa) 1 Month 1Year 3 Years 5Years 7 Years
Australian  S&P/ASX 300 A-REIT Acc 1.24% 2356%  12.67% 12.39% 13.13%
Global FTSE EPRA/NAREIT Developed Ex 1.85% 20.24%  10.05% 8.58% 11.14%

Australia Index (AUD Hedged)

From a macro perspective, Australian real estate capital values appear to be late in the
cycle, with ‘lower for longer’ monetary policies extending cycle duration. Moving forward,
growth is likely to be driven by asset-level net operating income growth, rather than
further capitalisation rate declines. The retail landscape is experiencing a bifurcation and
‘flight to quality’, where foot traffic (and dollars) are increasingly flowing to shopping
centres that are grocery anchored or have a mix of experiential retail offerings in densely
populated primary trade areas. Despite capitalisation rates falling to historic lows, the
logistic and industrial sector continues to enjoy robust investor demand. The rise of e-
commerce has translated into higher tenant demand for well-located warehouses, logistics
and distribution centres with good transportation links and population proximity.
Sentiment towards the residential sector has continued to improve on the back of the
RBA’s successive interest cuts and APRA easing its credit lending guidelines, which is
filtering through to prices for mainly existing houses. In the US, retail securities (especially
Shopping Centres) have performed reasonably in recent months, in line with the broader



market switch to value stocks. While this is unlikely to herald a prolonged period of
outperformance, it demonstrates that investors recognized that parts of the retail sector
had been over-sold.

Fixed Interest

Index/Benchmark (% pa) 1 Month 1Year 3 Years 5 Years 7 Years
Australian  Bloomberg AusBond -0.49% 10.06% 4.86% 4.97% 4.80%
Composite 0+ Yr Index
Bloomberg AusBond Bank Bill 0.08% 1.65% 1.77% 1.98% 2.22%
Index
Global Bloomberg Barclays Global -1.45% 12.69% 6.24% 7.22% 7.41%
Aggregate Index (AUD)
Bloomberg Barclays Global -0.28% 9.75% 3.87% 4.70% 5.02%
Aggregate Index (AUD
Hedged)

After a brief pause, the RBA continued its easing bias in October with a 25-basis point
reduction in the cash rate to a historic low of 0.75%. The decision was taken in order to
support employment and income growth, and to provide greater confidence that inflation
will be consistent with its medium-term target. Australian government bond prices moved
higher in September, in tandem with its US and German counterparts as risk-off sentiment
dominated the past quarter. However, the trend reversed somewhat through October with
demand for safe-haven assets weakening as investors flocked back to risk assets. Australian
bonds returned -0.5% in October as yields edged back up, while global bonds, measured by
the Bloomberg Barclays Global Aggregate Index, fell 0.3% in Australian dollar hedged
terms. Going forward it is expected that global yields will continue to remain at low levels
with most central banks returning to easing mode amid sluggish growth outlook. Spreads
have been gradually widening since the end of August but are still narrow, with the 10-year
minus 2-year spread at around 17 basis points at the end of October.

Australian dollar

The Australian dollar has remained in the 67-69 US cent range since the end of July,
constrained by the lower interest rate outlook and falling commodity prices. The US dollar
remains relatively stable despite Fed easing, mostly due to the lack of attractive
alternatives. Should the Fed follow through with rate cuts as implied by the market (which
expects a rate of 1.25% by early 2021), the Australian dollar may start to see some
appreciation against the greenback.

The information in this Market Update is current as at 12/11/2019 and is prepared by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421445 on behalf of National Australia
Bank and its subsidiaries. Any advice in this Market Update has been prepared without taking account of your objectives, financial situation or needs. Before making any decisions
based on the content of this document, the reader must consider whether it is personally appropriate in light of his or her financial circumstances or should seek independent
financial advice on its appropriateness. Past performance is not a reliable indicator of future performance. Before acquiring a financial product, you should obtain and read the
corresponding Product Disclosure Statement (PDS) and consider the contents of the PDS before making a decision about whether to acquire the product.
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