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January market performance

F E B R UARY Equity Markets Index At Close % Change 9% Change
— Price Indices 31/01/2018 1 Month 12 Months
20 18 Australia All Ordinaries 6146.47 -0.3% 8.3%
) Japan Nikkei 23098.29 1.5% 21.3%
The global economy is Hona Kon Hang Sen . .
benefiting from a broad- g ¥ong g>eng 32881.27 9.9% 40.8%
based, cyclical recovery, UK FTSE 100 7533.55 -2.0% 6.1%
supported by higher levels of Germany DAX 13189.48 2.1% 14.3%
investment and
: us Dow Jones 26149.39 5.8% 31.6%
accommodative monetary
policy. EMU* Euro 100 3016.46 3.3% 14.2%
World** MSCI - Ex Aus (Gross) (Hedged 0 0
The US economy ended 2017 ( ) (Hedged) 170149 3:8% 22.9%
on a slightly shaky footing,
although the overall Prop_erty Index At Close % Change % Change
Ao —or — Price Index 31/01/2018 1 Month 12 Months
employment situation i
continues to improve and the Listed Trusts S&P/ASX 300 A-REITS 1250.1 -3.30% 2.90%
bond market is anticipating
further rate hikes. Interest Rates At Close At Close At Close
. . 31/01/2018  31/12/2017  31/01/2017
Growth in Europe continues .
to surprise on the upside, Aust 0 day Bank Bills 1.80% L77% 1.78%
supported by rises in private Australian 10 year Bonds 2.75% 2.58% 2.73%
consumption and business US 90 day T Bill 1.47% 1.39% 053%
investment.
US 10 year Bonds 2.72% 2.40% 2.45%
The Chinese economy slowed
marg'na”)_’ in the December Currency*** At Close At Close At Close
quarter, with GDP growth 31/01/2018  31/12/2017  31/01/2017
fglllng to 6.8% and PMI US dollar A$/USS 0.8l 312% 6.38%
figures lower than expected. -
British pound A3/STG 0.57 -1.79% -5.73%
The _Australlgn economy Euro AS$leuro 0,65 031% 761%
continues to improve, y
although weaker than Japanese yen Alyen 88.07 0.05% 2.95%
expected inflation all but Trade-weighted Index 65.6 1.08% -0.30%

scuppered the chance of a
February rate hike.

* Top 100 European stocks trading on the FTSE

** Price Index (Source: msci.com)

*** All foreign exchange rates rounded to two decimal places (Source: FactSet)
Past performance is not a reliable indicator of future performance.

Global economies UsS
The start of 2018 saw a moderation in The US economy ended 2017 on a slightly
economic data from major developed shaky footing, with the first estimate of Q4
markets, although business investment and GDP recording growth of 2.6%, slowing
favourable employment conditions are from Q3’s growth of 3.2% and lower than
providing a solid foundation for growth. the market’s anticipated 3.0%. Imports,
While inflation remains below target in which subtract from GDP growth, increased
advanced economies, central banks have at their fastest rate in more than seven years,
begun the process of gradually tightening highlighting the challenge facing the Trump
monetary policy. administration in achieving its 3.0% growth
target.
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US (continued)

The manufacturing economy expanded in
January, although at a slightly slower pace
on December, with the ISM manufacturing
PMI falling from 59.3 to 59.1. The core PCE
index — the Fed’s preferred measure of
inflation — was steady at 1.5% year-on-year
for December, still below the headline rate
of inflation and stubbornly at odds with
overall growth and employment conditions.
Non-farm payrolls rose 200,000 in January,
beating the market’s expected 184,000 and
providing further evidence of an improving
jobs picture. To date, wages growth and
inflation have remained well-behaved, but
markets have continued to reassess the
outlook for the Fed funds rate, taking the US
2-year bond yield above 2% for the first time
since September 2008 and the 10-year yield
to just above 2.7%.

Europe

Euro area GDP grew by 0.6% in Q4 (2.7%
year-on-year), slightly lower on Q3’s growth
of 0.7% (2.8% year-on-year). Recent survey
data shows that manufacturing is growing at
the fastest rate in over two decades, while
the services sector enjoyed its best year since
2007. Major European shares leapt to record
earnings early in 2018, despite a rising euro
and falling US dollar. However, the
eurozone may become a victim of its own
success if the currency rises too quickly.
While the ECB does not target the currency,
it has flagged its concern that cheaper
imports could prevent inflation from taking
hold. Employment growth is at a 17-year
high and price pressures are the highest in
over six years. Germany’s GDP grew 2.2%
in 2017, the fastest rate since 2011, with
growth boosted by higher consumption and
the highest employment numbers since
reunification. The ECB’s January policy
vote revealed a continued shift in rhetoric,
pointing to strong cyclical momentum and
rises in private consumption and business
investment. In early February the EU upped
its growth forecast for 2018 from 2.1% to
2.3%, which is broadly in line with ECB and
IMF projections.

China

The Chinese economy slowed marginally in
the December quarter, with GDP growth
falling to 6.8% after averaging 6.9% in the
first three quarters of 2017. A clampdown on
factory pollution, a further lift in borrowing
rates, and tighter financial conditions in the
shadow banking sector are likely to have
dampened growth. China has already
experienced a decline in fixed investment
spending, with growth of just 7.2% year-on-
year in December, while many housing and
property activity indicators are pointing to a
slowdown after a recovery in 2016.
Industrial production recovered slightly from
6.1% year-on-year to 6.2% in December,
while January’s official PMI was 51.3, down
from 51.6 in December and below
expectations. Overall, it appears that the
authorities feel it is prudent to restrain
growth, particularly while the global
backdrop is relatively stable. Interest rates
for corporate borrowers increased on
average by close to 50 basis points in 2017,
and this may see a slowdown in 2018.

Asia region

The latest Nikkei Manufacturing PMI survey
for the Asia region (excluding mainland
China) showed a strong start to 2018. Nine
of the 11 Asian economies surveyed saw an
expansion of manufacturing activities in the
month, with the ASEAN region returning to
growth after contracting at the end of 2017.
The upbeat figures echo the IMF’s
optimism, which revised its global growth
outlook to 3.9% for both 2018 and 2019. In
Japan, the Tankan survey showed the best
business conditions for big manufacturers
since 2006. The Bank of Japan kept
overnight interest rates steady at -0.1%,
maintaining its target for 10-year Japanese
government bonds at around 0.0%, and
indicating it will continue to purchase bonds
at “more or less the current pace” of ¥80
trillion per year. The Bank expects domestic
demand to grow and exports to “continue
their moderate increasing trend on the back
of the growth in overseas economies”.

Godfrey Pembroke Market Update (February 2018

February 2018

Australia

The economic outlook for Australia has
improved in recent months with evidence of
a recovery in business investment now
complementing the very strong labour
market and business conditions data. The
RBA’s February monetary policy statement
was undeniably more bullish compared to its
December release, but nevertheless the board
opted to keep the cash rate on hold at 1.50%,
with inflation still low but expected to move
higher. Australia’s CPI reading for the
December quarter was 0.6% (1.9% over 12
months), unchanged on the September
quarter. While slightly below expectations,
and all but scuppering any possibility of a
rate hike, inflationary pressures appear to be
gradually taking hold nationally, although
this is mostly evident in the eastern states.
Employment conditions continue to
improve, with total employment growth of
3.4% through 2017, and full-time
employment growth a solid 3.7%.
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Australian equities
EQ U I TY Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
|\/| AR KET S Australian S&P/ASX 300 Acc. 1237%  7.47%  899%  8.05%

S&PIASX 50 Acc. 9.44%  655%  9.13%  7.96%
Developed market shares S&P/ASX Small Ordinaries Acc. 2235% 1382%  639%  2.83%
rose 3.8% and emerging

market shares rose 6.8% in

The S&P/ASX 200 Accumulation Index fell 0.5% in January, pulled down by yield-sensitive
local currency terms.

utilities and property. Positive returns were achieved by the healthcare sector (+3.2%), driven
The German DAX Index by large gains from Sirtex Medical (+66.2%) following a proposed $1.6 billion takeover bid
rose 2.1%. from US cancer care provider Varian, and gains from Resmed (+13.5%), with the sleep

The Euro 100 index rose disorder device maker announcing a 13% lift in sales revenue for the second quarter. The IT
3.3% and the broad STOXX sector (+2.0%) also managed to gain, led by Altium (+14.7%), along with solid returns from
Euro 600 Index rose 1.6%. Wisetech Global (+9.5%) and Computershare (+2.5%).

The Japanese Nikkei 225 Defensive sectors such as utilities (-4.5%) were down, with AGL (-3.8%) and APA Group (-
Index rose 1.5%. 3.2%) lower, along with industrials (-2.1%) and the major financials sector (- 0.8%). Banks
came under pressure after a flat month in December, offset by gains from asset managers
including Perpetual (+8.3%) and IOOF Holdings (+2.8%). The modest fall in Australian shares

The US Dow Jones Index

rose 5.8%, pushing to record

highs but falling late in the was of course only a taste of what was to come in early February, with a global sell-off leading

month. to a 4.7% drop in the ASX 200 and hitting defensive shares and small caps the hardest.

Australia’s S&P/ASX All

Ordinaries Index fell 0.3%. Sedia 1 Month 3 Months 1 Year
Healthcare 3.11% 5.66% 24.49%
Info Tech 2.49% 10.27% 35.49%
Telcos 0.77% 4.60% -16.36%
Materials 0.46% 8.77% 19.10%
Consumer Staples 0.21% 5.22% 24.21%
Consumer Discretionary -0.20% 4.44% 17.41%
Energy -0.28% 10.85% 22.26%
Financials (ex Property) -0.74% 0.31% 9.01%
Industrials -2.01% -0.78% 22.64%
Property -3.23% 1.75% 8.53%
Utilities -4.35% -5.90% 3.96%
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Global Equities
B I G M OVE RS Index/Benchmark (% pa) 1 Year 3 Years 5 Years 7 Years

T H | S M O N T H Global MSCI World Ex Aus (Gross) in AUD 1881%  11.13%  18.44%  14.18%
MSCI World Ex Aus (Gross) in Local 21.67% 11.09% 1426%  11.41%

Going up Currency
1 Healthcare 3.1% MSCI World Small Cap ($A) 16.39%  1181%  1856%  14.06%
Emerging ~ MSCI Emerging Mkts Free 3265%  1079%  11.64% 7.66%
M Info Tech 2.5% MSCI AC Far East Free (ex Japan) 35.31% 11.65% 14.96% 10.50%

fi Telecommunications  0.8%
The MSCI World ex-Australia Index returned 3.9% in January in local currency terms and

) 1.8% in Australian dollar terms. The US S&P 500 Index rose 5.6% in US dollar terms, pushing
Going down to a new record high of 2690.16 points during the month, before dropping early in February as
the market underwent a major correction and volatility spiked. January’s gains were driven by
the consumer discretionary (+9.3%) and IT (+7.6%) sectors, with strong leads from Netflix
(+40.8%) and Amazon (+24.1%), while Apple (-1.1%) was down after a lacklustre quarter. In
Europe, the broad STOXX Euro 600 Index rose 1.6%, driven by financials and resources,

U Industrials while in Asia the Chinese CSI 300 Index rose 6.1%, Japan’s Nikkei 225 Index gained 1.5%,
and Hong Kong’s Hang Seng added 9.9%.

U Utilities

U Property

Property
Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
Australian  S&P/ASX 300 A-REIT Acc 8.08% 746% 1167% 12.74%
FTSE EPRA/NAREIT Dv ex AUS TR Hdg 7.40% 3.31% 8.57% 9.81%
Global AUD

The S&P/ASX 300 A-REIT Accumulation Index (which includes distributions) fell 3.25% in
January, with higher yields bringing the sector under pressure. Arena REIT (+1.3%) was able
to defy the trend with a positive return in January after falling through December, but
diversified managers including Abacus Property (-9.9%) and Mirvac Group (-6.4%) felt the
heat from their commercial property portfolios. Globally, the EPRA/NAREIT Developed
Market Index (AUD hedged) fell 1.3%, outperforming domestic REITs but still
underperforming over longer periods. US REITS, measured by the MSCI US REIT Index, had
a rough start to the year, falling 4.3%, but with the first earnings reports of the season showing
positive signs on the back of strong retail sales.
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Fixed Interest

Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
Australian Bloomberg AusBond Composite 0+ Yr 2.75% 2.41% 4.14% 5.48%
Australian 90 Day Bank Bill 1.75% 2.01% 2.31% 2.90%
Global BarCap Global Aggregate Index 0.75% 1.15% 6.47% 5.20%
BarCap Global Agg. Index Hedged 3.24% 3.10% 4.86% 6.27%

Australian bonds returned -0.27% over January, with Australian government bonds returning
-0.35%, and longer-term government bonds (ten years plus) returning 1.02%. The Australian
2-year government bond yield fell slightly from 2.04% to 2.03%, while the 10-year yield
underwent significant expansion, moving from 2.67% to 2.81% and reaching a high of 2.87%
mid-month.

Globally, the Bloomberg Barclays Global Aggregate Bond Index (A$ hedged) returned -
0.69%, with yields in major developed markets rising. In the US, investment grade bonds
returned -0.96% while high yield debt returned 0.60%. The US 10-year treasury yields
rocketed higher, moving from 2.40% to 2.72%. Japanese 10-year bond yields rose from 0.04%
to 0.08%, moving further from the Bank of Japan’s zero yield target. The German 10-year
yield rose from 0.42% to 0.70%, while 5-year yields moved into positive territory for the first
time since September 2015, rising from -0.21% to 0.10%.

Australian dollar

The Australian dollar gained 3.1% against the US dollar in January and 1.1% on a trade-
weighted basis as commodities continued to rally. The Australian dollar ended the month at
0.81 against the US dollar. The US Dollar Index fell a further 3.3% in January and has fallen
10.4% over 12 months.

The information contained in this Market Update is current as at 9/02/2018 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. Because of this you should, before acting on any
advice, consider whether it is appropriate to your objectives, financial situation and needs.

Past performance is not a reliable indicator of future performance. Before acquiring a financial product, you should obtain a Product Disclosure Statement (PDS) relating to that
product and consider the contents of the PDS before making a decision about whether to acquire the product.
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