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Index returns at end January 2021 (%)

Australian Equities 1 mth 3 mth 6 mth 1yr

S&P/ASX 200 TR Index 031 1189 1299  -3.11 7.00  10.03 7.86
S&P/ASX Small Ordinaries TR Index 025 1303  18.33 5.38 6.68  11.56 3.97
MSCI World TR Index (AUD) -0.40 6.64 8.84 125 1087 1215  13.05
S&P 500 TR Index (AUD) -0.44 439 7.00 230 1373 1429  16.52
FTSE 100 TR Index (AUD) 024  12.25 776 1746  -0.78 2.77 5.94
MSCI Emerging Markets NR Index (AUD) 366 1064 1597  11.59 632 1347 6.99
S&P/ASX 300 A-REIT TR Index -4.07 893 1592  -13.33 5.55 630 1053
FTSE EPRA/NAREIT Dev. NR Index (AUD Hgd) 053 13.89 938  -15.31 0.39 3.51 7.00
Bloomberg Ausbond Composite 0+ Yr Index 042 080 0.12 1,68 5.36 422 5.45
Bloomberg Ausbond Bank Bill Index 0.00 0.01 0.04 0.29 1.21 1.48 2.40
?:‘G%agzci"’ba' Aggregate TR Index 057 021 -0.14 2.63 4.66 4.09 5.78

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

Australian shares outperformed their global peers in
January, starting 2021 with a modest gain of 0.3%.
Australian equities remain largely influenced by macro
factors surrounding the management of Covid-19, but
the start of earnings season will see a renewed focus on
fundamentals. A rotation out of some expensive growth
pockets into value sectors was evident over the
December quarter and into the new year, driven by
vaccine developments and additional stimulus, while a
significant jump in the iron ore price was the principal
catalyst for a re-rating of the three largest local miners
BHP, Fortescue and Rio Tinto.

JB Hi-Fi released its 1H21 results, which showed an
increase in sales of 23.7% on 1H20. The strong result
was driven by the continued elevated customer demand
for consumer electronics and home appliance products,
as well as the exceptional growth in online sales, up
161.7% to $679 million. BlueScope Steel is expecting
1H21 EBIT of approximately $530 million, exceeding
previous guidance of $475 million. Australian Steel
Products has delivered its strongest domestic mill sales
volume in a decade, while Building Products Asia &
North America delivered a preliminary result
approximately double that of 2H20.

Global equities

Global shares were down over January as vaccine
rollouts hit logistical roadblocks in the US and Europe,
while the emergence of new viral strains of Covid-19
put a dampener on sentiment. With valuations
stretched, some form of correction was to be expected,

but stocks remain buoyed by the economic recovery.
Since reaching their March 2020 low, the rebound in
global equities has been largely led by large cap growth
companies, however their beaten down cyclical
counterparts experienced a pronounced recovery in the
December quarter. Growth companies have been
supported by persistently low interest rates, while value
companies have benefitted from positive vaccine news
and the reopening of economies.

The US S&P 500 Index traded down through January
before moving to fresh all-time highs in early February.
Microsoft’s December quarter results beat estimates,
revealing strong performance from Personal
Computing, driven by home office and schooling needs.
Alphabet (Google) also surpassed expectations, lifting
revenue by 23% on the prior corresponding period,
boosted by YouTube advertising, which delivered a 46%
jump in revenue. Asian markets were a bright spot in
January, with Japan’s Nikkei 225 Index rising 0.8%,
China’s CSI 300 Index gaining 2.7% and Hong Kong's
Hang Seng Index up 3.9%.

Property

Australian listed property had a rough start to 2021,
falling 4.1% in January as reports of new Covid-19 cases
emerged and a drawn-out return to ‘normal’ appeared
more likely. As the vaccine rollout progresses and
lockdown restrictions ease, sold-off sectors such as retail
may continue to strengthen and close the valuation gap
with in-favour sectors such as industrial and specialised.
Non-discretionary retail centres anchored by the big
supermarkets and large format stores (such as Bunnings
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and JB Hi-Fi) have proved resilient, but discretionary
mall valuations have come under pressure as owners
renegotiate rents or offer better incentives to tenants.
With the JobKeeper scheme set to expire at the end of
March, it is anticipated that the government’s code of
conduct for commercial tenancies may also cease at that
time, presenting some uncertainty for SMEs in the short
term.

The December housing report highlighted the strength
of Australia’s residential market, with turnover, prices,
financing activity and dwelling approvals all posting
strong gains. However, while vaccine announcements
are positive for sentiment, until there is a widespread
vaccine rollout, migration numbers (and commensurate
population growth) will remain subdued and
significantly below the levels of previous years.

Fixed income

Australia’s yield curve has seen a notable steepening in
recent months. Rates at the short end of the curve are
being held down by the RBA, while longer-term rates
are rising as optimism surrounding vaccine

ASX 200 share movements

developments builds and inflation expectations rise. At
its February meeting the RBA left the official cash rate at
0.1% but expanded its bond purchase program —due to
finish in mid-April —announcing it will purchase an
additional $100 billion of bonds issued by the federal
and state governments. Other unconventional monetary
policy measures, namely yield control on 3-year
Treasuries and the Term Funding Facility, remain
unchanged.

The US yield curve, as measured by the spread between
the 10-year and 2-year government bond yields, reached
its steepest level since late 2017, with Biden’s win
paving the way for more fiscal stimulus. There are fears
that inflation could return to markets as the pandemic
subsides and large-scale stimulus washes through the
economy, however current inflation rates are still low.
In Australia, the CPI increased by just 0.9% over the
year to the December quarter and wages are rising at
the slowest rate on record. In the US, the core PCE
inflation rate (the Federal Reserve’s preferred inflation
measure) was 1.5% year-on-year to December.

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

Best performers

Avita Therapeutics 34.21%
Bingo Industries 32.38%
Pro Medicus 25.41%
Lynas Corp 20.10%
Nufarm 18.29%

a
Worst performers

PolyNovo -32.22%
Cooper Energy -16.67%
Nanosonics -14.82%
Adbri -14.33%
Link Administration Holdings -13.87%

S&P/ASX 200 share performance for the year to Janua
Best performers Worst performers

Afterpay 250.45%
Lynas Corp 121.29%
Fortescue Metals Group 118.49%
Netwealth Group 115.79%
Mineral Resources 109.42%

Economic News

Australia

New positive Covid-19 cases in New South Wales and
Victoria have prompted increased testing and tracing to
prevent further outbreaks. New South Wales will
remain open to Victoria and will only close its borders
as an "absolute last resort", according to Premier
Berejiklian. As Australia prepares for its vaccine rollout,
the federal government reaffirmed its confidence in the
AstraZeneca vaccine. Oxford University said work was
underway to develop a new generation of vaccines that

Southern Cross Media Group -65.46%
Flight Centre Travel Group -60.21%
IOOF Holdings -54.64%
Avita Therapeutics -50.89%
Oil Search -44.31%

will protect against emerging variants of the virus.
Meanwhile Australia’s recovery continues and has been
most evident in the labour market. The unemployment
rate fell from 6.8% to 6.6% in December, lower than the
6.7% expected, as the recovery in the labour market
continued to outperform expectations. 50,000 jobs were
added over the month, following the strong 90,000
increase in November, while the participation rate rose
from 66.1% to 66.2%. Retail sales fell 4.1% in December
and were weaker than expectations of a 2.5% decline as
shoppers pulled back in the crucial lead-up to
Christmas, resulting in declines across five of the six
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retail industries. Australia’s trade balance rebounded in
December to a surplus of $6.8 billion but fell short of
expectations of $7.7 billion.

Australia’s manufacturing sector continues to expand,
with the AiG Manufacturing PMI for the combined
months of January and December rising 3.2 points to
55.3. Manufacturers reported stronger and more broad-
based recovery over the summer holiday period. The
Markit flash manufacturing PMI showed a 1.5-point
rise to 57.2 in January, with goods producers enjoying
the fastest expansions in both sales and production in
over three years.

Sentiment remains strong with the Westpac-MI
Consumer Sentiment Index lifting to 109.1 in February
from 107.0 in January. With the JobKeeper program set
to be phased out at the end of March, the ability of
consumers to look ahead with confidence is critical. The
‘time to buy a dwelling’ index fell 3.1% and is now 8.6%
below its peak in November. The decline in recent
months suggests that increases in house prices may
already be starting to weigh on the purchasing
sentiment.

Global

The pandemic still looms large across the global
economic landscape, with over 100 million confirmed
Covid-19 cases worldwide at the start of February. The
gradual rollout of vaccines is offering hope that a new
normal can be achieved despite early logistical
roadblocks and shortages in some regions. The Covid-19
situation in the US is improving while Europe is
bringing new outbreaks under control.

In the US congress is negotiating President Biden’s
proposed US$1.9 trillion stimulus package, which
includes US$1,400 payments to low-income workers.
Covid-19 vaccines have begun rolling out across the
country as daily confirmed cases continue to fall.
President Biden issued new executive orders to
accelerate the production of vaccines and protective
equipment, establish a Covid-19 testing board, and
mandate mask wearing on public transport. US
December quarter GDP rose 4.0%, in line with
expectations, building on the large 33.4% rebound in the
September quarter.

Despite pulling back from 60.5 in December, the ISM
manufacturing PMI was robust at 58.7 in January and
marked the eighth consecutive month of growth. The
drop in the index was led by a slowdown in new orders,
production, and new export orders. Durable goods
orders rose 0.2% in December, missing expectations of
0.9% growth.

The US labour market is showing signs of weakness,
with non-farm payrolls disappointing in January,
gaining only 49,000 versus expectations of 105,000. The
unemployment rate fell to 6.3%, well below the 6.7%
expected, while average hourly earnings lifted 0.2% for
the month. New home sales rose 1.6% in December,

missing expectations of 1.9%. Housing starts surprised
to the upside in December, coming in at a 1.67 million
rate, well above the expected 1.56 million. At its January
meeting the Federal Reserve made no changes to its
policy settings but noted that the pace of recovery has
moderated in recent months.

Australian government bond spreads are widening

1.8
1.6
1.4
1.2
1.0
0.8
0.6
0.4
0.2
0.0

—
—
o
N

2020 4
2021

2012 1
2013 1
2014 4
2015 1
2016 1
2017 4
2018 1
2019 A

- Spread between 10-yr and 2-yr AGB yields

Source: Bloomberg

The European Union imposed tougher restrictions on
visitors from outside the bloc, with travellers from
countries with a higher infection rate than the EU (more
than 25 Covid-19 cases per 100,000 people over 14 days)
required to enter quarantine. In the UK, home secretary
Priti Patel outlined new rules for tighter border controls
amid unprecedented pressure on the UK health service.

Eurozone December quarter GDP contracted 0.7%
(versus -1.0% expected) following a downwardly
revised 12.4% growth rate in the September quarter. The
contraction was largely due to Covid-19 restrictions,
with major economies Italy and France contracting 3.0%
and 1.3% respectively. January’s Markit Manufacturing
PMI printed in line with expectations at 54.8 but slipped
back from 58.3 in December as new orders dropped.

As expected, the European Central Bank kept its key
rate unchanged at zero at its January meeting, while the
Bank of England also left its monetary policy settings
unchanged, holding the repo rate at 0.1% and total QE
purchases at £875 billion. Policymakers are still
forecasting the economy to recover quickly to pre-
pandemic levels as the vaccination program leads to an
unwinding of Covid-19 restrictions, however the Bank
of England added that banks should prepare for the
possibility of negative interest rates.

China has been among the frontrunners in the global
vaccine race, with late-stage trials underway for the
Sinovac-developed CoronaVac in at least 16 countries
across Asia, Africa and Latin America. China is making
hundreds of millions of doses available to low-and
middle-income countries as part of its vaccine
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diplomacy push. With the new Biden administration
installed, the US state department said it can “walk
andchew gum” when it comes to fostering a more
constructive relationship while also holding China
accountable for human rights abuses and sustaining
America’s military and technology advantage.

On the data front it appears China’s economic recovery
has hit a rough patch. The Caixin Manufacturing PMI
fell to a seven-month low in January at 51.5, down from
53.0 in December and missing expectations of 52.7. Both
output and new orders rose at softer paces, while export
sales fell for the first time in six months due to the
resurgence of Covid-19 infections globally.

Japan’s economy, which was battling recession even
before the pandemic hit, remains in precarious shape.
According to the IMF, Japan’s GDP is expected to grow
by 2.3% in 2021 following an estimated fall of 5.3% over
2020, but much depends on how the pandemic plays
out. Amid a spike in new Covid-19 cases, the Japanese
government extended its state of emergency in 10
prefectures including Tokyo and Osaka and is urging
companies to cut the number of workers in their offices
by 70%. Japan’s unemployment rate came in at 2.9% in
December, unchanged from November’s downwardly
revised rate and below expectations of 3.0%.

Commodities

As the coronavirus loosens its grip on the global
economy, oil demand is likely to rise. In short, the oil
market has come a long way since prices turned
negative during the height of the pandemic. At the same
time, artificial supply constraints imposed by OPEC+
will provide additional support to prices. Brent and WTI
crude prices both gained in January, ending the month
at US$55.25 per barrel and US$52.16 per barrel
respectively.

Base metals were mostly stronger in January, with gains
in Tin (+12.1%), Nickel (+6.5%), Lead (+1.5%) and
Copper (+1.2%) and falls in Zinc (-6.2%) and Aluminium
(-0.1%). Gold fell 2.5% to end the month at US$1,847.65
per ounce.

Currencies

The Australian dollar was weaker in January, falling
0.7% against the US dollar to end the month at USD
0.76, but has been rising consistently since the depths of
the pandemic, thanks to a weaker US dollar and rising
commodity prices. The RBA’s bond purchases have
helped to lower interest rates and ensure the dollar is
lower than it otherwise would be.

Lonsec Research Pty Ltd ¢ ABN 11 151 658 561 ® AFSL No. 421445  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 5-5

Lonsec Published February 2021

Month in Review

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

isclosure of Investment Consulting services: Lonsec receives fees for providing 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 reliable 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 FinanciaFAdvisers 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).
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right to withdraw the document 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,
Lonseg, its directors, officers, employees and agents disclaim all liability 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.
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