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Index returns at end December 2019 (%)

Australian Equities 1 mth 3 mth 6 mth 1yr 3yr Syr

S&P/ASX 200 Accumulation Index -2.17 0.68 3.06 23.40 10.26 8.97 7.86
S&P/ASX Small Ordinaries Accumulation Index -0.29 0.76 3.89 21.36 9.98 10.65 4.13
MSCI World TR Index (AUD) -0.86 4.27 9.21 28.59 14.33 12.73 12.83
S&P 500 TG Index (AUD) -0.87 4.65 10.73 31.68 16.42 15.14 16.39
FTSE 100 TR Index (AUD) 1.29 5.91 7.75 22.21 9.80 6.85 7.91
MSCI Emerging Markets NR Index (AUD) 3.40 7.30 6.91 18.61 12.68 8.87 6.26
S&P/ASX 300 A-REIT Accumulation Index -4.24 -0.73 0.40 19.57 9.54 11.21 11.63
FTSE EPRA/NAREIT Dev. NR Index (AUD Hgd) -0.27 0.61 6.29 21.15 7.98 6.83 10.74
Bloomberg Ausbond Composite 0+ Yr Index -1.64 -1.32 0.63 7.26 5.14 418 5.74
Bloomberg Ausbond Bank Bill Index 0.07 0.24 0.52 1.50 1.72 1.91 2.87
Barclays Global Aggregate TR Index (AUD Hgd) -0.28 -0.76 1.56 7.19 415 4.20 6.27

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 sold off in December, ending 2019 on
a sour note for what was otherwise a stellar year for
equities. The S&P/ASX 200 Index returned 23.4% over
2019, with the strongest performance coming from the
Health Care sector (+43.5%), including large gains from
CSL (+48.9%) and Resmed (+37.6%). Although it
represents a smaller proportion of the index, the IT
sector (+33.5%) also had a very strong 2019. AfterPay
(+136.1%) was one of the highest returning shares of the
year, while Xero (+90.4%) and Appen (+75.1%) also
thrived in the ‘risk on” environment.

Meanwhile, the Consumer Discretionary sector (+32.4%)
pushed back against the ‘retail is dead’ narrative,
exemplified by JB Hi-Fi (+70.1%), which reported 3.5%
growth in sales in its September annual report, defying
its short sellers and proving that in-store and online
experiences are both valuable for consumers. In
December, the Materials sector (+1.6%) produced the
only meaningful gain, while the defensive Ultilities
sector (+0.8%) was flat. Every other sector was in the
red, with the largest fall coming from Consumer Staples
(-8.1%), dragged down by Metcash (-14.3%) and
Treasury Wine Estates (-13.2%). Communications
(-5.8%) was also hit hard due to falls from telcos and a
13.5% drop in Southern Cross Media Group.

Global equities

Global share markets had a strong finish to 2019, at least
in local currency terms, with developed markets
returning 2.4% in December and 27.4% over the year.
The US S&P 500 Index posted 31.5% for the year —its
best annual return since 2013. Perhaps unsurprisingly,

23 of the top 50 performing shares over 2019 were from
the Information Technology sector, including Apple
(+9.9%), which ended the year with market cap of
US$1.3 trillion. Interestingly, the Health Care sector,
which is the second-largest sector in the S&P 500 after
Technology, did not produce a single top-50 performer.

Markets watched trade developments between the US
and China closely and appeared optimistic that a “phase
one’ deal would be successful. European markets
entered the new year with some early gains as the
German DAX 30 Index prepared to push past its
previous all-time high of 13,560 at the start of 2018.
Markets were rattled by the US assassination of Iran’s
top military general, which resulted in retaliatory strikes
from Iran, but so far equity markets have contained
their anxiety over the possibility of a broader gulf
conflict. Asian markets delivered impressive results
over 2019, with China finishing the year strong with a
7.0% return from the CSI 300 Index in December and
39.2% over the year. Japan’s Nikkei 225 Index returned
1.7% in December, bringing the year-end return to
20.7%.

Property

The S&P/ASX 200 A-REIT Index lost 4.4% in December
in a horrid month for listed property, taking the shine
off an impressive 2019 marked by the success of large
diversified managers. Topping the leader board for
2019, however, was Ingenia Communities, which was
only brought into the ASX 200 in the December
rebalance and gained 65.9% over the year. While two of
its resident owned homes have been affected by the
bushfires, and tourism revenue is anticipated to be

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

December 2019

negatively impacted, results are still expected to be
within the guidance range. Dwelling approvals rose in
November by 11.8%, bouncing back from October’s
sharp fall of 7.9%. Total approvals are down 3.8% over
the past 12 months but are now up 3.3% on a rolling
three-month basis, the first positive gain since April
2019. While this is broadly consistent with the
improvement in the property market witnessed in the
second half of 2019, the sector is fairly volatile, mostly
due to the high-rise segment.

In the US, housing data continues to improve, reflecting
lower mortgage rates and reasonable income growth.
The NAHB builder sentiment index rose to a 20-year
high while housing permits surged to the highest level
since 2007.

Fixed income

Through 2019 the yield on the Australian 10-year
Treasury fell from 2.32% to 1.37%, reflecting weakening
economic conditions and a reversal in monetary policy
as the RBA shifted into an easing cycle with three rate
cuts. However, it remains above its recent low of 0.89%

ASX 200 share movements

in October. Australian government bonds returned
-1.9% in December but were up 7.6% through 2019,
compared to 7.1% from corporate bonds. In the US, the
bond market reacted nervously to the US
administration’s assassination of Iran’s military general
Soleimani, reflected by a nine basis-point drop in the US
10-year Treasury yield.

On the monetary policy front, the US Fed kept the funds
rate steady at 1.50-1.75% in December while the latest
FOMC dot plot shows the Fed has downgraded its
projections for the funds rate, which is now expected to
remain on hold through 2020 and to rise to 1.90% at the
end of 2021. Yields were generally higher in December.
The UK Gilt 10-year yield rose from 0.69% to 0.82% over
the month as the general election results produced a
sizeable Conservative majority, while the yield on 10-
year German Bunds rose to -0.17%, the highest rate in
seven months. The yield on the five-year Bund rose just
above zero for the first time since July 2019 and the
Japanese 10-year yield rose from -0.08% to -0.02%.

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

Best performers

Silver Lake Resources 20.72%
Gold Road Resources 18.58%
Northern Star Resources 17.94%
Xero 17.81%
Nufarm 16.97%

Worst performers

Jumbo Interactive -27.34%
SmartGroup Corp -23.31%
Whitehaven Coal -16.19%
Metcash -14.33%
WiseTech Global -14.33%

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

Best performers

Avita Medical 696.30%
PolyNovo 231.09%
Emerchants 208.47%
Fortescue Metals Group 155.13%
Magellan Financial Group 141.93%

Economic News

Australia

The Australian economy enters 2020 growing well
below potential growth rates, with excess capacity in the
labour market and inflation slightly under 1.0%, below
the target rate. This suggests the RBA maintains a bias
to cutting cash rates further. Indeed, RBA Governor
Lowe signalled that the “effective lower band” for the
cash rate was 0.25%, and against a background of weak
capex, wages and GDP data, markets moved to factor in
further policy easing towards this level by mid- to late-
2020. September quarter inflation data showed core

Worst performers

Costa Group Holdings -64.10%
Pilbara Minerals -55.20%
Mayne Pharma Group -43.87%
Eclipx Group -40.33%
St Barbara -40.24%

inflation of 1.5%, with little sign of upward pressure.
Despite the weak growth trends, Australia is on track to
achieve a budget surplus in 2019-20, although the Mid-
Year Economic and Fiscal Outlook (MYEFO) revealed
that the forecast budget surplus was cut from $7.1
billion to $5 billion, and included a downgraded
forecast for economic growth from 2.75% to 2.25%.

It's not yet clear what the full economic impact of the
extreme bushfires is, but they have likely created
significant disruption to supply chains and
infrastructure, as well as directly harming industries
such as tourism and farming.
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Prime Minister Morrison announced that the
government will invest $2 billion in the new National
Bushfire Recovery Agency (NBRA), which involve a
joint effort between states, territories and local
governments.

November’s employment figures showed a rise of 4,200
full-time jobs and 35,700 part-time jobs (seasonally
adjusted), bringing the unemployment rate down 0.1
points to 5.2%. The participation rate remained steady at
66.0%. To the end of November, 155,000 full-time jobs
and 84,000 part-time jobs have been added over 2019,
but a rising population and participation rate has seen
the unemployment rise slightly from 5.0% to 5.2%.
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Australia’s manufacturing sector underwent its second
consecutive month of contraction, according to the AIG
Manufacturing Index, rising 0.2 points to 48.3 but
remaining below 50 (which indicates expansion). The
Production index fell 1.0 point to 48.7 and the
Employment index fell 1.3 points to 46.0. Finished
stocks fell 8.2 points to 44.4 and Input Prices fell 5.1
points to 58.9. While the food and beverages sector is
performing well and is above its long-term average,
every other sector is struggling.

Australia’s consumers can’t seem to shake their negative
mindset, which has seen consumer spending deteriorate
in September’s national accounts, despite recent tax cuts
and a series of RBA rate cuts. The Westpac Melbourne
Institute Index of Consumer Sentiment fell from 97.0
to 95.1 in December, with respondents recall of
economic news the most unfavourable in four years.
The ‘finances vs a year ago’ sub-index fell 3.6% in
December and the ‘finances, next 12 months’ sub-index
slipped 0.5%. These components are down by 9.5% and
7.0% respectively on a year ago.

Global

There remains a great deal of geopolitical uncertainty,
but markets are more upbeat about the economy than
they were in August 2019 when the yield curve
inverted. However, while an economic recovery is
possible, earnings per share (EPS) growth is muted, tax
cuts in the US have not had a sustained impact on
spending, and China’s stimulus measures remain
relatively modest.

By the end of 2019 markets were optimistic that a “phase
one’ trade deal could be reached between the US and
China, which would see a lowering of tariffs. A Chinese
delegation is set to arrive in Washington DC on 13
January to sign the agreement. According to the
statement from the United States Trade Representative's
Office, the agreement would require China to make
structural reforms and change its trade practices in the
areas of intellectual property, technology transfer,
agriculture, financial services and currency.

However, subsequent phases dealing with
discriminatory treatment of foreign investors and the
massive subsides provided to state-owned companies
may prove more problematic. Meanwhile, the US
assassination of Iranian general Soleimani added to an
already highly uncertain geopolitical environment. On
the economic data front, the news was slightly more
positive.

September quarter GDP growth for the US was revised
up to 2.1% from 1.9%. The record expansion is now 41
quarters long, although the compound annual growth
rate of 2.3% p.a. is the slowest expansion of the post-war
period. The US payrolls data for November was better
than expected, with 266,000 jobs added (versus an
expected 190,000), which saw the unemployment rate
drop to 3.5%. Wages growth for the private sector eased
back to 3.1%, although for non-supervisory production
workers wages growth is now running at 3.7%.

Europe’s manufacturing sector continues its decline. In
Germany it is contracting at its fastest rate since the GFC
and only in France and Greece is the sector seeing any
growth. The services sector, while it is expanding, is
growing slowly while inflation remains well below
target at an annualised 1.3% across the eurozone. The
most recent data show industrial production fell 2.2%
over the year to October 2019, driven by a large fall in
German output of 6.3% over the period. The German car
industry has been in a slump since the diesel scandal
and is now facing falling sales while having to meet the
cost of investing in electric vehicles.

Calls for a boost in government spending have come
from a range of sources including Christine Lagarde, the
new president of the ECB, as well as the OECD and,
surprisingly, the Bundesbank. In the UK, the
Conservative Party won the election in a landslide with
365 seats to Labour’s 202. The Conservatives now have a
commanding majority of 80 seats in Parliament. In
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Scotland the picture was radically different as the
Scottish National Party (SNP) won 56 out of 59 seats and
renewed the push for national independence. The result
allows the government to pass its European Union
withdrawal bill, which would activate a transition
period lasting until the end of 2020.

Recent economic news out of China has been more
upbeat. A range of better-than-expected data releases
and, of course, the expectation of a “phase one’ trade
deal with the US, supported the view that a more
significant downturn in Chinese growth could be
averted (at least for now). These positive developments
also mitigate the immediate need for additional
stimulus to support growth targets.

The official manufacturing PMI was steady in
December at 50.2 after edging back into expansion the
previous month. Meanwhile, the Caixin PMI, which is
more focused on the private sector, fell to 51.5 from 51.8
the previous month. The improved PMI data was
reinforced by better-than-expected outcomes for
industrial production and retail sales. Investment
spending, however, continues to languish, up only 5.2%
over the year to November 2019. The easing measures
undertaken over the past 12 months appear to have
alleviated fears of a major downturn. Inflation in China
rose to 4.5% in November, driven by a 110% surge in
pork prices as African swine fever swept through
China’s hog herds.

Commodities

Metals moved higher in December with gains from
Copper (+5.3%), Tin (+4.1%), Nickel (+2.6%) and
Aluminium (+2.3%), while Lead (-0.5%) and Zinc (-0.1%)
were mostly flat. Gold rose 4.0% to US $1,522.81/0z. In
oil markets, the Brent crude spot price rose 5.9% to US
$68.30 per barrel and WTI crude rose 6.1% to $61.66.

Currencies

The Australian dollar moved higher in December from
US$0.68 to $0.70, responding to positive trade news, but
faded at the start of 2020 as the bushfires gave rise to the
possibility of an RBA rate cut as early as February.
Drought- and fire-stricken farmers will be hoping for a
lower dollar to help boost the value of agricultural
products overseas.

Over the three months to the end of December 2019 the
Australian dollar rose 4.1% against the US dollar, 1.1%
against the euro and 4.5% against the Japanese yen and
fell 3.5% against the British pound.
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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 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 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 © 2020 Lonsec Research Pty Ltd (ABN 11 151 658 561, AFSL No. 421445) (Lonsec). This report is su%ject 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 (Cthﬁ, 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
permission of Lonsec.

This report may also contain third party supplied material that is subject to co¥yright. Any such material is the intellectual
property of that third party or its content providers. The same restrictions applying above to Lonsec copyrighted material, applies
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