P1-5

Lonsec

Published January 2021

Month in Review

Index returns at end December 2020 (%)

Australian Equities 1 mth 3 mth 6 mth 1yr 3yr 5yr

S&P/ASX 200 TR Index 1.21 13.7 13.2 1.40 6.73 8.73 7.84
S&P/ASX Small Ordinaries TR Index 2.76 13.83 20.28 9.21 6.57 10.46 3.77
MSCI World TR Index (AUD) -0.43 5.96 9.97 6.12 11.65 11.50 13.66
S&P 500 TR Index (AUD) -0.84 417 9.00 7.86 14.69 13.87 1717
FTSE 100 TR Index (AUD) 0.98 8.88 5.03 -16.86 -1.01 2.00 6.39
MSCI Emerging Markets NR Index (AUD) 2.51 11.18 17.01 .77 6.65 11.49 6.61
S&P/ASX 300 A-REIT TR Index 0.60 13.24 21.60 -3.96 5.85 7.39 11.25
FTSE EPRA/NAREIT Dev. NR Index (AUD Hgd) 2.50 10.63 11.31 -13.74 0.13 2.86 7.25
Bloomberg Ausbond Composite 0+ Yr Index -0.27 -0.10 0.92 4.48 5.42 4.56 5.59
Bloomberg Ausbond Bank Bill Index 0.00 0.02 0.05 0.37 1.26 1.52 2.44
(BAaGCD'agZS'Oba' Aggregate TR Index 0.26 0.79 1.47 5.09 462 455 5.85

Data source: Bloomberg & Financial Express. Returns greater than one year are annualised.
Commentary regarding equity indices below references performance without including the effects of currency (unless specifically stated).

Australian equities

Much like new year celebrations, Australian shares
ended 2020 without fanfare. The ASX 200 added a
modest 1.2% in December to end the year up only 1.4%
in what was a tumultuous year for all markets. The IT
sector was the best performing in December, returning
9.5% over the month and 57.8% over the year.
Unsurprisingly it was Afterpay that led the tech pack in
2020, tripling in value as consumers continued to flock
online and ditch their credit cards. Afterpay announced
that it exceeded $2 billion of monthly underlying sales
in November —more than double the $1 billion of
underlying sales in November 2019. Machine learning
and Al specialist Appen downgraded its 2020 earnings
guidance, citing the impact of lockdowns globally —
especially in California where its heavyweight
technology clients reside—and a weaker US dollar.

CSL announced in December that its Covid-19 vaccine,
developed with the University of Queensland, will not
proceed to phase 2 and 3 trials after it was discovered
that antibodies produced by the vaccine can result in
false HIV positive results. The AstraZeneca vaccines
will be made in Australia by CSL after an initial batch
arrives from overseas. Domino’s was a clear Covid
winner, rising 65.6% in 2020 and reporting a year-on-
year jump in online sales of 21% in FY20.

Global equities

Global shares saw mixed performance over 2020, with
some markets rebounding strongly in the second half
and others finishing the year deep in the red. Overall, it
was a positive year, with the MSCI World Ex-Australia

Index returning 5.7% and the MSCI Emerging Markets
Index returning 7.8% in Australian dollar terms. The US
S&P 500 Index finished on a high, returning 3.8% in
December and 18.4% over the year after rallying to
record highs in the wake of the pandemic. Wall Street
was preoccupied with election-related news in January,
with the Georgia runoffs deciding control of Congress
and the fate of the incoming Biden administration's
economic policy.

European shares fared considerably worse over 2020
compared to the US and Asia. The UK’s FTSE 100 Index
was down 11.6% over the year and France’s CAC
finished 5.0% lower, while Germany’s DAX managed a
modest gain of 3.6%. Cyclical sectors like energy and
financial services were the hardest hit, along with
exposed sectors such as travel and leisure, while
technology shares were the best performing. The pan-
European STOXX 600 Index rose 2.5% in December but
came under pressure amid concerns of a fast-spreading
Covid-19 mutation. The outlook for 2021 is supported
by very accommodative monetary and fiscal policy and
the start of Covid-19 vaccine rollouts.

Property

It was an annus horribilis for listed property, with
almost every sector under pressure due to lockdowns
and social distancing. The S&P/ASX 200 A-REIT Index
fell 4.6% over 2020, while global REITs fared even
worse, down 13.6%. However, some diversified trusts
saw impressive growth over 2020. Charter Hall bucked
the trend with a $3.5 billion outlay on real estate deals
over the year and benefitted from higher demand for

We strongly recommend that potential investors read the product disclosure statement or investment statement.
Lonsec Research Pty Ltd ¢ ABN 11 151 658 561 ® AFSL No. 421445 e This information must be read in conjunction with
the warning, disclaimer, and disclosure at the end of this document. This report supersedes all prior reports.



P 2-5

Lonsec

Month in Review

Published January 2021

access to industrial and logistics assets during the
pandemic. This was in stark contrast to shopping centre
REITs Vicinity Centres and Scentre Group, which fell
35.5% and 27.4% respectively over the year. Australia’s
housing market is improving but the Reserve Bank
notes that the recovery is uneven and there has been
considerable variation in price changes across capital
cities. A clear factor has been the slowdown in
population growth due to border closures and the
decline in net overseas migration.

The US experience has been marked by the permanent
closure of well-known chain-store branches and iconic
brands filing for bankruptcy. With the holiday season
over, a further wave of bankruptcies is expected. The
pandemic has prompted investors to diversify into
alternative assets such as childcare, healthcare, and data
centres, which are less tied to the broader economy than
mainstream commercial sectors and office space.

Fixed income

The end of 2020 saw further recovery in yields, thanks
in part to positive vaccine news, which has boosted
equities and narrowed spreads between corporate and

ASX 200 share movements

government yields. The US 10-year Treasury yield rose
from 0.84% to 0.93% in December, before lifting above
1.0% in early January on the back of Democrat victories
in the Georgia runoff. As widely expected, the US
Federal Reserve left the target range for the funds rate
unchanged at 0.00-0.25% during its December meeting.

The Fed will continue to increase its holdings of
Treasury securities by at least $80 billion per month and
agency mortgage-backed securities by $40 billion until
substantial progress is made towards achieving the
inflation objective. Central bank officials have indicated
they are less concerned about potential overshooting of
inflation. The Fed’s Charles Evans said, “getting
inflation moving up with momentum and delivering
rates around 2.5% is important for achieving our
inflation objective in as timely a manner as possible.”
Central bank bond buying programs have helped soak
up high levels of government debt issuance in the fight
against the pandemic. In Australia, money market rates
are still close to zero and the yield on the 3-year
government bond is in line with the RBA’s 0.10% target.

S&P/ASX 200 share performance for the month to December

Best performers

IGO 37.44%
Fortescue Metals Group 28.52%
Credit Corp Group 24.95%
Afterpay 24.20%
Whitehaven Coal 24.15%

Worst performers

Mesoblast -45.91%
Appen -21.74%
Service Stream -20.13%
IDP Education -18.88%
a2 Milk Co -17.15%

S&P/ASX 200 share performance for the year to December

Best performers

Afterpay 303.01%
Fortescue Metals Group 150.32%
Mineral Resources 136.07%
Netwealth Group 106.94%
PolyNovo 96.95%

Economic News

Australia

NSW is on high alert following a Covid-19 outbreak in
Sydney’s Northern Beaches, while a new, more
infectious strain of the virus has been identified
throughout the country, including four in Victoria and
one case of a quarantine hotel worker in Brisbane. Prime
minister Morrison said “Australia should not be at the
front of the queue” when it comes to vaccines given the
relative success of Australia’s containment measures
and the more pressing need in other countries to bring

Worst performers

Southern Cross Media Group -62.03%
Avita Therapeutics -61.71%
Flight Centre Travel Group -60.04%
Unibail-Rodamco-Westfield -49.35%
IOOF Holdings -48.50%

the virus under control. An agreement between the
Australian government and Pfizer was finalised on
Christmas Eve, with 10 million doses to be made
available for a March rollout if the vaccine is approved
by regulators. Australia also has vaccine agreements
with Oxford-AstraZeneca and Novavax.

The RBA minutes for the December meeting revealed
the board believes it will take some time for output in
Australia to reach its pre-pandemic level. Members
acknowledged that “the recovery in the labour market
was more advanced than expected” but noted there was
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still significant spare capacity that would remain a key
policy challenge for some time.

Australia’s labour market continues to recover, with
90,000 jobs added in November, including 84,200 full-
time jobs. Employment in Victoria increased by 74,000
following October’s increase of 82,000. The
unemployment rate decreased 0.2 points to 6.8% (1.7
points higher than a year ago) and hours worked
increased by 42.8 million hours (2.5%) to 1,752 million
hours.

Retail trade rose a seasonally adjusted 7.1% in
November, following a 1.4% rise in October, as
Melbourne retail stores were able to open for a full
month (excluding Victoria, turnover was up only 2.6%).
Growth occurred across all states except South
Australia, which was subject to a brief lockdown. At the
industry level, clothing, footwear and personal
accessory retailing saw the biggest rise (+26.7%),
department stores had a strong comeback (+21.1%), and
household goods retailing benefitted from strong
growth post-lockdown.

Optimism abounds according to the latest Westpac-MI
Consumer Sentiment Index, which lifted to 112 in
December from 107.7 in November. Westpac noted that,
after only eight months, it seems clear that sentiment
has fully recovered from the Covid recession. The
‘economy, next 12 months” sub-index rose 9.9% to 111.9,
a ten-year high, thanks to Australia’s relative success in
combatting the pandemic. The ‘economy, next five
years’ sub-index rose 5.9% to 121.1, the strongest
reading since December 2009.

Global

The global economy continues to recover as investors
weigh the impact of further lockdowns against the
optimism of vaccine rollouts and fiscal support. Covid-
19 cases are still rising in the US and Europe and the
distribution of vaccines are not expected to bring an
immediate end to social distancing, but confidence is
improving, reflected in rising equities and longer-dated
yields.

A projected victory in the two Georgia Senate runoff
elections has handed Democrats control of Congress
and the White House, raising the prospect of higher
taxes and big spending on a third coronavirus package.
President-elect Biden described the $900 billion stimulus
passed in December as a “down payment”, and will call
on congress to pass additional measures, including
more direct payments and aid to cities and states. More
election drama ensued as the House and Senate
formalised Biden's electoral college win. The Senate
voted against the objections raised by a group of
Republican members and senators, paving the way for
Biden’s inauguration on 20 January.

Economic indicators point to a continued recovery
despite record daily Covid-19 numbers. December’s
ISM Manufacturing PMI came in at 60.7, beating

estimates of 56.6 and marking the seventh straight
month of rising manufacturing activity and the
strongest growth rate since August 2018. Housing starts
rose to an annualised rate of 1.55 million in November,
surpassing expectations of 1.53 million, while housing
permits jumped to an annualised rate of 1.64 million,
ahead of expectations of 1.55 million. Nonfarm payrolls
fell 140,000 in December, a large miss on expectations
for a 71,000 lift in employment, and down from an
upwardly revised 336,000 increase in November.

US 10-year yield rose back above 1.0%
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The UK has been inoculating people with the Pfizer
vaccine on an emergency basis and became the first
country in the world to start deploying the AstraZeneca
vaccine. The UK expects to have inoculated its most
vulnerable groups by mid-February. The EU approved
the Pfizer vaccine on 21 December and is set to approve
the Moderna vaccine, however distribution efforts have
been stymied by logistical issues.

England entered a strict new lockdown following the
seventh day in a row of more than 50,000 daily
infections and the spread of a more contagious variant
of the coronavirus. Germany has also extended its
national lockdown by three weeks until 31 January to
regain control of rising infection rates. A post-Brexit
trade deal was approved by the British parliament,
offering a moment of victory for prime minister Johnson
who promised voters he would “get Brexit done”.

On the economic front, the Bank of England left its
policy rate unchanged at 0.1% during its December
meeting and maintained its bond-buying program at
£875 billion, taking a wait-and-see approach amid
potential fallout from the trade deal and the Covid-19
situation. The eurozone manufacturing PMI improved
to 55.2 in December, lagging expectations of 55.5, while
the Markit Composite PMI rose to 49.1 from 45.3,
behind the expected reading of 49.8.

The Chinese economy continues to power along.
Industrial production improved 0.1% to an annual rate
of 7.0% in November and in line with expectations,
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boosted by fiscal stimulus measures, while year-on-year
retail sales rose 0.7% to 5.0% (versus 4.4% expected).
The Caixin manufacturing PMI for December fell from
54.9 to 53.0, running below expectations of 54.8 but still
posting its eighth consecutive month of expansion. The
unemployment rate came in at 5.2%, below expectations
of 5.5%.

Japan’s September quarter GDP was upgraded from an
annualised real 21.4% to 22.9%. Private consumption,
which accounts for more than half of Japan’s GDP, was

revised from a drop of 4.7% to a sizeable rebound of 5.1%.

According to a survey conducted by Japan’s Center for
Economic Research, the world’s third largest economy is
projected to grow 3.4% over the next fiscal year (running
to March 2022). Japan’s government is hoping for a
significant improvement in consumer spending once
vaccines become widely available, boosted by fiscal
incentives to get the retail economy moving.

Commodities

Oil extended its rally through December and into early
January as vaccine rollout plans were laid out and
stimulus efforts supported the energy sector. In January
Saudi Arabia pledged additional, voluntary oil cuts of 1
million barrels per day in February and March. The
production cuts are part of a deal under which most
OPEC+ producers will hold production steady in the
face of new coronavirus lockdown restrictions.

Metals were mixed in December, with gains in Tin
(+9.2%), Nickel (+3.6%) and Copper (+2.5%), and falls in
Lead (-3.7%), Aluminium (-3.2%) and Zinc (-1.4%). The
Gold spot price rebounded over the month, rising 6.5%
to US$1,894.36.

Currencies

The Australian dollar continued to strengthen in
December, rising 4.2% against the US dollar and
appreciating 3.1% in trade-weighted terms. The
ballooning US fiscal deficit and the promise of further
debt-driven stimulus has put pressure on the US dollar,
while rising commodity prices and a relatively strong
economic situation at home are a tailwind for the
Australian currency.
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Important notice: This document is published by Lonsec Research Pty Ltd ABN 11 151 658 561, AFSL No.421445 (Lonsec). Please
read the following before making any investment decision about any financial product mentioned in this document.

Disclosure at the date of publication: Lonsec receives a fee from the fund manager or product issuer(s) for researching the financial
product(s) set out in this document, using comprehensive and objective criteria. Lonsec may also receive a fee from the fund
manager or product issuer(s) for subscribing to research content and other Lonsec services. Lonsec’s fee is not linked to the
rating(s) outcome.

Lonsec does not hold the Eroduct(s) referred to in this document. Lonsec’s representatives and/or their associates may hold the
product(s) referred to in this document, but details of these holdings are not known to the Analyst(s).

Disclosure of Investment Consulting services: Lonsec receives fees for providin§1 investment consulting advice to clients, which
includes model portfolios, approved product lists and other financial advice and may receive fees from this fund manager or
product issuer for providing investment consulting services. The investment consulting services are carried out under separate
arrangements and processes to the research process adopted for the review of this financial product.

For an explanation of the process by which Lonsec manages conflicts of interest please refer to the Conflicts of Interest Policy which
is found at: http://www.lonsec.com.au/aspx/IndexedDocs/general/LonsecResearchConflictsofInterestPolicy.pdf

Warnings: Past performance is not a relia}ljale indicator of future performance. Any express or implied rating or advice presented in
this document is a “class service” (as defined in the Financial Advisers Act 2008 (NZ)) or limited to “General Advice” (as defined in
the Corporations Act 2001(Cth)) and based solely on consideration of the investment merits of the financial product(s) alone,
without taking into account the investment objectives, financial situation and particular needs ('financial circumstances’) of any
particular person. It is not a “personalised service” (as defined in the Financial Advisers Act 2008 (NZ)) and does not constitute a
recommendation to purchase, redeem or sell the relevant financial product(s).

Before making an investment decision based on the rating(s) or advice, 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. If our
advice relates to the acquisition or possible acquisition of particular financial product(s), the reader should obtain and consider the
Investment Statement or Product Disclosure Statement for each financial product before making any decision about whether to
acquire a financial product. Lonsec’s research process relies upon the participation of the fund manager or product issuer(s).
Should the fund manager or product issuer(s) no longer be an active participant in Lonsec’s research process, Lonsec reserves the
right to withdraw the §ocument at any time and discontinue future coverage of the financial product(s).

Disclaimer: This document is for the exclusive use of the person to whom it is provided by Lonsec and must not be used or relied
upon by any other person. No representation, warranty or undertaking is given or made in relation to the accuracy or
completeness of the information gresented in this document, which is drawn from public information not verified by Lonsec.
Financial conclusions, ratings and advice are reasonably held at the time of completion but subject to change without notice.
Lonsec assumes no obligation to update this document following publication. Except for any liability which cannot be excluded,
Lonsec, its directors, officers, employees and agents disclaim all %iability for any error or inaccuracy in, misstatement or omission
from, this document or any loss or damage suffered by the reader or any other person as a consequence of relying upon it.
Copyright © 2021 Lonsec Research Pty Ltd (ABN 11 151 658 561, AFSL No. 421445) (Lonsec). This report is sugject to copyright of
Lonsec. Except for the temporary copy held in a computer's cache and a single permanent copy for your personal reference or other
than as permitted under the Copyright Act 1968 (Cthr)), no part of this report may, in any form or by any means (electronic,
mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or transmitted without the prior written
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This report may also contain third party supplied material that is subject to copyright. Any such material is the intellectual
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