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Index returns at end July 2020 (%)

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

S&P/ASX 200 Accumulation Index 0.50% 7.62% -14.25% -9.87% 5.37% 5.15% 7.39%
S&P/ASX Small Ordinaries Acc. Index 1.39% 9.94%  -10.95% -8.49% 6.47% 7.86% 4.19%
Global Equities

MSCI World TR Index (AUD) 0.63% 3.07% -6.98% 3.62% 12.05% 8.64% 12.82%
S&P 500 TR Index (AUD) 1.42% 3.04% -4.39% 7.60% 16.08% 12.01% 16.52%
FTSE 100 TR Index (AUD) -2.30% -4.39% -23.41% -16.79% 0.07% -1.49% 5.65%
meol (EA“UGE')?'”Q MRS I 458%  758%  -377%  240%  659%  6.65%  5.76%
Real Estate Investment Trusts

S&P/ASX 300 A-REIT Acc. Index 0.63% 6.41% -25.24% -22.25% 2.60% 3.71% 9.32%
(FATSE EHZE/)VNARE'T iy MR cles 123%  3.57% -22.57%  -17.45%  -1.78%  097%  7.50%

Fixed Interest

Bloomberg Ausbond Composite
0+ Yr Index

Bloomberg Ausbond Bank Bill Index 0.01% 0.03% 0.25% 0.73% 1.49% 1.70% 2.64%
Barclays Global Aggregate

0.37% 0.97% 1.55% 3.58% 5.62% 4.58% 5.61%

1.08% 1.79% 2.77% 5.54% 4.96% 4.72% 6.00%

TR Index (AUD Hgd)

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

The recovery in Australian shares was cut short in July
amid reports of growing Covid-19 cases and
anticipation of harsher restrictions in Victoria. Early in
August, the Victorian government announced a state of
disaster and moved to stage four lockdown, which will
see an estimated 1 million people restricted from going
to and from their workplace for at least six weeks, while
only essential businesses including supermarkets and
pharmacies may remain open. The S&P/ASX 200 Index
gained 0.5% over the month, dragged down by the
energy and health care sectors.

Materials performed well over the month, with strong
returns from Fortescue Metals Group (+25.7%) and Oz
Minerals (+24.4%). In early earnings reporting, Rio Tinto
(+4.2%) announced that 1H 2020 EBIDTA fell 6% on the
prior corresponding period due to lower commodity
prices during the half but reconfirmed its 2020
production guidance across all commodities.
Wesfarmers (+3.8%) gave a Covid-19 update following
Victoria’s lockdown announcement: all of the group’s
retail businesses will continue online operations
through home delivery and contactless click and collect,
while Bunnings will remain open for trade customers
only. In FY20, Wesfarmers derived approximately 17%
of retail sales from stores within metro Melbourne.

Global equities

Global shares continued their march higher in July,
rising 0.6% in Australian dollar terms and 3.5% in local
currency terms. With around half of S&P 500 companies

having reported at the time of writing, it is clear
earnings have been severely affected by the pandemic,
although not as badly as anticipated. The US share
market has been supported by the “big four’ tech giants
(Amazon, Apple, Facebook, and Google), all of which
beat estimates.

Amazon (+14.7%) was arguably the biggest winner,
reporting the largest quarterly net profit in its history,
nearly double that of the corresponding quarter in 2019.
Apple (+16.5%) reported revenue of US$59.7 billion,
above estimates of US$52.2 billion, while every major
product line saw year-on-year growth and beat analyst
expectations. Microsoft shares (+0.7%) posted modest
gains as the company tried to salvage a deal to buy
TikTok’s US operations. Across the Atlantic, EU leaders
have been relatively successful in containing the Covid-
19 virus and providing much-needed fiscal support. In
July the European Council approved a €750 billion
package to fund fiscal transfers between member states.
Since March, the euro has been on the rise against the
US dollar as investors see European assets as
increasingly attractive.

Property

Australian REITs were mixed over July as the economic
pain from the pandemic rolled on. Shopping centres,
which play a prominent role in the A-REIT index,
remain affected by reduced foot traffic and struggling
tenants. Scentre Group (-6.0%) gave an update on its
half year results, noting that the carrying value of its
property portfolio as at 30 June 2020 will be down
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approximately 10% from the end of 2019, with Covid-19
impacts the overriding reason. Meanwhile, some
diversified and industrial funds have held up
reasonably well during the crisis. Charter Hall's Long
WALE REIT (+8.2%) has been spared the worst despite
one of its tenants, Virgin Australia, vacating its Brisbane
headquarters.

Centuria Industrial REIT (+3.8%) has similarly
weathered the storm, reporting funds from operations
per unit of 18.9 cents in FY20, in line with its revised
guidance. Centuria will launch a $341 million rights
issue to fund the purchase of the Telstra Data centre in
Clayton, Melbourne. In the US, REITs returned 3.6% in
US dollar terms, boosted by warehouse and industrial
REITs (+12.5%) and dragged down by shopping centres
(-10.2%) and hotels (-7.8%). Globally, developed market
REITs returned 1.4% in Australian dollar hedged terms.

Fixed income

July saw further compression in yields and a tightening
in spreads as central bank liquidity continued to flood
the market. In the US, the Fed intends to hold the funds

ASX 200 share movements

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

Best performers

HUB24 43.44%
Pilbara Minerals 40.00%
Netwealth Group 33.89%
ALS 29.42%
Pinnacle Investment Management Group 28.83%

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

Afterpay 156.32%
Fisher & Paykel Healthcare Corp 109.70%
Fortescue Metals Group 109.00%
Domino's Pizza Enterprises 91.65%
Silver Lake Resources 87.02%

Economic News

Australia

The Australian government warned that the economy
likely shrunk at its fastest pace in recorded history in the
June quarter, while the budget deficit will be the biggest
since World War II as payments were extended to
businesses and job seekers. The prime minister said the
harsher lockdowns in Victoria would reduce GDP by
between $7 billion and $9 billion in the September
quarter, while the total hit to GDP is forecast to be
around $12 billion. At its August meeting the RBA left
interest rates on hold and maintained its target for the 3-

rate near zero until the economy has weathered the
pandemic. Broad support from the Fed and its presence
in the ETF market have helped to tighten spreads across
both investment grade and high yield segments. The
Fed also includes “fallen angels’ in its corporate bond
purchases, while the European Central Bank has been
more targeted in its approach, resulting in euro high
yield being more exposed to volatility.

A hunt for yield in the US market has also seen
investors shift up the credit curve. The return on US
high yield corporate bonds was 4.7% in July in US dollar
terms, the highest monthly return since October 2011.
According to the RBA, Australian government bond
markets are functioning normally and have seen a solid
increase in issuance. The yield on 3-year government
bonds has been mostly in line with the RBA’s 0.25%
target, although it has been slightly higher in recent
weeks, prompting the Bank to resume purchases in the
secondary market. The yield target will remain in place
until the RBA is satisfied it has brought the inflation and
unemployment rates in line with its objectives.

Worst performers

TPG Corp -100.00%
Avita Therapeutics -32.56%
Adbri -30.50%
AMP -21.02%
Monadelphous Group -17.65%
TPG Corp -100.00%
Southern Cross Media Group -82.68%
oOh!media -79.42%
Flight Centre Travel Group -74.48%
Webjet -71.28%

year yield curve at 0.25%. In his statement Governor
Lowe said the worst of the contraction has passed, but
the outlook remains highly uncertain, especially given
Victoria’s move to stage four lockdowns. The recovery
is expected to be gradual and highly contingent on how
the pandemic evolves.

The June quarter CPI release reported a 1.9% fall in
consumer prices (versus -2.0% expected), the largest
recorded fall in the index’s 72-year history. The
quarterly fall was largely driven by plunging childcare
(-95.0%), slumping automotive fuel prices (-19.3%), and
a fall in pre-school and primary education (-16.2%). The
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federal government announced a $15.6 billion expansion
of the JobKeeper program, of which $13 billion is
estimated to flow to Victoria.

The unemployment rate came in as expected, rising
from 7.1% last month to 7.4% in June, the highest rate
since late 1998, with the participation rate rising to
64.0% from 62.7% in May. Total employment rose by
210,800 in June, mostly in part-time employment, with
the rise in the unemployment rate a result of an increase
in the labour force, with the ABS noting that around
70% of the newly unemployed were not in the labour
force in May.

Retail sales rose slightly more than expected in June,
gaining 2.7% (versus 2.4% expected) and following on
from the 16.9% increase in the month prior. Cafes and
restaurants saw the biggest recovery over the month,
rising 27.9%, but department stores are still feeling the
pinch, falling 12.1%. The trade surplus increased from a
downwardly revised $7.34 billion in May to $8.20 billion
in June, less than the $8.80 billion surplus expected.
Exports rose more than imports, increasing by 3.0% and
1.0%, respectively.

The AIG Manufacturing PMI moved further into
positive territory, lifting 2.0 points to 53.5 in July. July’s
expansion was driven by the two largest manufacturing
sectors: the food & beverage and machinery &
equipment sectors. All other sectors are reporting
difficult trading conditions due to the impact of Covid-
19 and the underlying weakness of residential
construction. Expansion in new orders slowed (down
3.0 points to 52.7), with all other activity indices
expanding at a faster rate than in June (see table below).

The Westpac-Melbourne Institute Index of Consumer
Sentiment fell to 87.9 in July from 93.7 in June,
reversing the impressive gains made in the previous
month. Sentiment has been rocked by the resurgence in
Coronavirus cases over the last month and the
deteriorating situation in Victoria. The ‘economy, next
12 months’ sub-index recorded the biggest decline,
slumping 14% in July to be 25% below pre-Covid levels.

Global

The impact of the Covid-19 pandemic on the global
economy has been profound, especially in emerging,
low-income economies with limited health care
capacity. Hopes of a V-shaped recovery faded as Covid-
19 cases worldwide ticked over 15 million, although
policy settings remain incredibly favourable as central
banks and governments support economies via
monetary easing and fiscal measures. Cyclical indicators
such as unemployment figures and PMIs remain weak
but are showing signs of improvement as the global
economy adapts to the pandemic.

The impact of the coronavirus caused US GDP to shrink
by an annualised 32.9% in the June quarter (-9.5%
quarter-on-quarter), slightly better than the expected
34.1% fall. Contractions were seen almost everywhere,

particularly in personal consumption and exports, while
federal government spending jumped. The recovery in
consumer confidence faltered in July, slipping from 98.3
to 92.6 and missing expectations of 94.5. The
expectations component was the largest drag, slumping
from 106.1 to 91.5.

The July ISM Manufacturing PMI increased to 54.2 from
52.6 in the previous, ahead of the expected 53.6, while
construction spending disappointed in June, falling
0.7% (versus +1.0% expected) following a revised 1.7%
fall in the prior month. Despite adding 9.3 million jobs
over the past three months, total employment remains
12.9 million below its February level and economists
fear some job losses may prove permanent. US
unemployment stood at 10.8% in July.

Congressional Democrats and White House officials
remain at odds over further stimulus packages,
prompting President Trump to sign a measure to
provide an additional $400 per week to workers
displaced due to the virus. At its 31 July meeting, the
Federal Reserve left the target rate unchanged at 0.00—
0.25%, as expected.

High yield index option adjusted spread (%)
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Source: BofA, Federal Reserve Bank of St Louis

The flash estimate for eurozone June quarter GDP came
in as expected, falling 12.1%, making it the largest
contraction on record as lockdowns continued to impact
global demand. Inflation remained subdued in July,
with the yearly rate at 0.4%, slightly above the 0.2%
expected. In positive news, the July Markit composite
PMI printed at 54.8 in July, ahead of expectations of
51.1, with both manufacturing and services returning to
growth as more businesses began reopening.

In Germany, GDP for the June quarter fell 10.1%, worse
than the expected 9.0% fall, taking the year-on-year rate
to -11.7%. Incredibly, Germany’s unemployment rate
held steady at 6.4%, with a surprise jump in
employment of 18,000. France, Italy and Spain also
reported double-digit falls in Q2 GDP. Europe is under
threat from a second wave of Covid-19 infections, with
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the French government describing the situation as
“under control but fragile”, while Britain’s health
secretary said, “I think you can see a second wave
starting to roll across Europe, and we've got to do
everything we can to prevent it from reaching these
shores.” In signs of lockdown fatigue, around 17,000
people marched through the streets of Berlin to protest
restrictions and mask-wearing, while easyJet announced
it would schedule additional flights to meet better than
expected demand during the European summer.

China’s June quarter GDP came in above expectations,
with the yearly rate increasing to 3.2% (2.5% expected),
following a -6.8% reading in the previous quarter and
becoming the first country to report growth since the
beginning of the pandemic. Industrial production
recovered in June, with the year-on-year rate increasing
from 4.4% to 4.8% (4.6% expected), while retail sales
disappointed, rising from a -2.8% year-on-year rate to -
1.8% in June, well below the expected +0.4% yearly rate.

The Caixin Manufacturing PMI for July came in above
expectations of holding flat at 51.3, rising to 52.8 and
posting the third consecutive rise in factory activity as
consumer demand continues to pick up following the
impacts of the coronavirus. Flooding in southern China
has destroyed roads, property and farmland, and
displaced millions of people from their homes.

China's Ministry of Emergency Management estimated
the direct economic cost of the disaster is around $21
billion. Preliminary research indicates that the floods
could shave 0.17% from China's 2020 GDP. A World
Health Organization team arrived in Wuhan where the
outbreak was first detected to begin laying the
groundwork for an international investigation into the
cause of the Covid-19 virus, including how it was
transmitted from animals to humans.

Commodities

Qil prices rose through July, hitting five-month highs in
early August following a large drop in US crude
inventories, which fell by 7.4 million barrels in the week
ending 31 July. The Brent spot price rose 3.6% to
US$43.13 per barrel and the WTI spot price 2.1% to
US$40.10 per barrel.

Metals gained strongly over the month, with increases
in Zinc (+13.2%), Nickel (+7.7%), Tin (+7.0%), Copper
(+6.6%), Lead (+6.0%), and Aluminium (+5.8%). Gold
rallied 10.8% in July to US$1,975.86 per ounce and
pushed above $2000 in early August.

Currencies

The Australian dollar continued its upward trend in
July, appreciating 3.2% in trade-weighted terms and
rising from US$0.69 to $0.72. While Australians are not
travelling much presently, holidays could prove more
expensive when the pandemic is over. A ballooning US
budget deficit is contributing to a weaker US currency,
while Australia’s relative success in containing the
pandemic has supported the dollar.
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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 product(s) referred to in this document. Lonsec’s representatives and/or their associates may hold the
product(s) referred to in tﬁls 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 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 FinanciarAdvisers 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 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,
Lonsec, 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 cf;mage sufg fered 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 sug]ect 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 (Cth), no ]il art 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 cog)yright Any such material is the intellectual
property of that third party or its content providers. The same restrlctlons applying above to Lonsec copyrighted material, applies
to such third party content.


http://www.lonsec.com.au/aspx/IndexedDocs/general/LonsecResearchConflictsofInterestPolicy.pdf

