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Market and economic overview

Australia

The Reserve Bank of Australia (RBA) left the
official cash rate on hold in July and again in
early August at 2%, as was widely anticipated
by financial markets.

In August, the RBA made a number of slight
changes to its view of the Australian
economy, once again highlighting its surprise
at the strength in the labour market.

The statement noted “In Australia, the
available information suggests that the
economy has continued to grow. While the
rate of growth has been somewhat below
longer-term averages, it has been associated
with somewhat stronger growth of
employment and a steady rate of
unemployment over the past year.”

This has led the RBA to question the reasons
behind the strength in the recent labour
market numbers, especially given prolonged
below trend GDP growth.

In a speech titled “Issues in Economic Policy”
on 22 July 2015, Glenn Stevens noted that
the better labour market outcomes could be
due to four different factors; statistical noise
in labour force data, the GDP data could be
revised up, the slower wages growth could be
the factor or potential trend growth is lower
than expected.

With this new thinking from the RBA and
contained inflationary pressures the RBA
noted that “in such circumstances, monetary
policy needs to be accommodative”.

The RBA also altered its commentary on the
Australian dollar, noting “"The Australian dollar
is adjusting to the significant declines in key
commodity prices.” This is compared to the

July meeting where the RBA noted “further
depreciation seems both likely and necessary,
particularly given the significant declines in
key commodity prices.” This change in
language follows a 5% fall in the Australian
dollar against the US dollar in July.

Q2 2015 Consumer Price Inflation (CPI) data
was released showing the headline CPI rose
0.7% per quarter and 1.5% per year. This
was a small increase from 1.3% per year in
Q1 2015 with most of the increase due to
petrol prices which rose 12.2% per quarter.
Underlying inflation, the RBA’s preferred
measure rose on average 0.55% per quarter
to 2.3% per year, slightly down from 2.35%
in Q1 2015.

Business confidence and conditions continued
to show a positive rebound. The NAB
Business Confidence Index rose to 10, from
8, higher than its long-term average of 6. The
fall in the Australian dollar, which has now
been in the $US0.70s since mid-January 2015
has helped this recovery.

In contrast the Westpac Consumer
Confidence Index fell 3.2% in July, following
a 6.9% fall in June. Offshore concerns,
particularly the protracted Greek debt crisis
and volatility in the Chinese equity market
have been weighing on consumer confidence.

In contrast, the latest figures on retail sales
showed a 0.7% per month increase in June
2015 and are now up 4.9% per year, driven
by NSW which rose 1.0% per month and the
Household Goods category which rose 2.2%
per month, boosted by property prices in
NSW.

Australian house prices rose 2.8% in July, the
fastest since records began in 1995 according
to RPData-Rismark, this took annual house



price growth to 11.1% per year. On a capital
city basis Melbourne (+4.9%), Sydney
(+3.3%), Brisbane (+0.4%) and Perth
(+0.1%) all rose while Adelaide (-1.1%) fell.

United States

The US Federal Open Market Committee
(FOMC) met on 28-29 July 2015 and as
widely expected, held the Fed Funds target
rate at 0%-0.25%.

The statement released by the Fed was little
changed from the June statement, but with
the addition of some important language
changes. At this stage the Fed considers
progress on the economy towards its dual
mandate as continuing.

Importantly the significant change to the
statement was in this section “The Committee
anticipates that it will be appropriate to raise
the target range for the federal funds rate
when it has seen some further improvement
in the labour market and is reasonably
confident that inflation will move back to its
2% objective over the medium term.”

The Fed only now needs to see some
improvement in the labour market rather
than further improvement as was the case in
June and suggests they are closer to the first
lift off date. Attention is on the timing of the
first interest rate hike, currently expected this
year, with most commentators debating if it
means September or December 2015.

On employment, there were further positive
signs in the month with 223,000 jobs added
in the month of June. The unemployment rate
fell to 5.3% from 5.5% with the total number
of jobs added over the past 12 months now
2.935mn.

Despite strong job gains, wages growth has
largely been non-existent. Average Hourly
Earnings was flat in June and 2.0% per year,
while the Employment Cost Index (ECI),
which had been showing signs of acceleration
also retreated. Q2 2015 ECI rose just 0.2%
per quarter, the smallest gain since 1982
when the data begun. This took annual gains
to 2.1% per year, down from 2.6% per year.

The first estimate of Q2 2015 GDP was
released at 2.3% on a seasonally-adjusted-
annualised-rate, up from a revised 0.6% in
Q1 2015 (was -0.2%). Growth in Q2 was

driven by improvements in consumer
spending while weak business investment and
government spending was the laggards.

Inflation also remains subdued. Headline
inflation rose 0.3% per month in June to be
up 0.1% for 12 months. Core CPI (ex food
and energy) is 1.8% per year and the Fed’s
preferred measure of underlying inflation, the
Core Personal Consumption Expenditure, was
1.3% per year stable from May.

The US Dollar Spot Index rose 1.9% in July
and has now risen 19.5% over 12 months

Europe

The European Central Bank (ECB) met on 16
July 2015 and no policy changes were
announced.

The focus in the first-half of the month were
the protracted negotiations with Greece which
in the short-term were largely resolved with
the release of a Euro Summit statement and
as the Greek parliament passed two different
legislations through parliament as a
precondition to commencing official
negotiations for a third-bailout package worth
€86bn. These negotiations are expected to be
concluded by 20 August 2015.

As a result the ECB increased its Emergency
Liquidity Assistance (ELA) for the Greek
banks, allowing them to reopen, albeit with a
weekly withdrawal limit of €420.

Elsewhere in Europe, the ECB released details
of its monthly asset purchases with €61.3bn
in July, ahead of schedule of €60bn, with its
public sector purchases at €51.3bn, with the
ECB, ahead of schedule of €50bn before the
summer slowdown in August.

United Kingdom

The Bank of England (BoE) left policy
unchanged at its 9 July 2015 meeting, as
expected. The Bank Rate was unchanged at
0.5% and the stock of asset purchases
remained at £375bn. Some members of the
BoE over the month detailed that the decision
was becoming more finely balanced and that
a rate hike near the turn of the year could be
appropriate.

The advance estimate of Q2 2015 GDP was
0.7% per quarter and 2.6% per year, slightly
lower than the 2.9% per year in Q1 2015.



Both business services, finance and North Sea

oil output helped growth in the quarter.

New Zealand

The Reserve Bank of New Zealand (RBNZ)
met on 23 July 2015 and cut the official cash
rate by 25 basis points to 3.00% in a widely
anticipated move. This was the second
consecutive rate cut.

In making its decision, Governor Wheeler
noted “a reduction in the OCR is warranted by
the softening in the economic outlook and low
inflation. At this point, some further easing
seems likely.”

Q2 2015 CPI was low at 0.4% per quarter
and 0.3% per year, slightly higher than 0.1%
per year in Q1 2015 but well below the
RBNZ's target of 1-3% on average over the
medium term.

Canada

The Bank of Canada (BoC) met on 15 July
and in a surprise move cut the official
overnight rate to 0.5%. The BoC last eased
policy in January 2015.

In making its decision, Governor Poloz
highlighted downgrades to GDP growth in
Canada, largely reflecting “further
downgrades of business investment in the
energy sector, as well as weaker-than-
expected exports of nhon-energy commodities
and non-commodities.” As result of weaker
growth, there will be higher excess capacity
and additional downward pressure on inflation
and as a result additional monetary stimulus
is required to help the economy return to full
capacity and inflation sustainably to target.

Japan

The Bank of Japan's (Bol) policy board
convened on 15 July 2015 and left its
qualitative and quantitative easing (QQE)
program at an annual increase of ¥80trillion
to its monetary base.

Inflation data remained subdued, headline
inflation was just 0.4% per year in June,
down from 0.5% per year in May. Core CPI
(ex food ex energy) was 0.6%. This remains
substantially below the BoJ target for 2%
inflation around September 2016 and
continues to raise the possibility of further

action by the BoJ. Wages tumbled in June,
down 2.4% per year, compared to +0.7% per
year in May with a change to the timing of
bonus payments the reason.

China

Q2 2015 GDP data was released mid-month
showing annual growth of 7%, slightly
stronger than expected and no change from
Q1 2015. While this was positive more
frequent indicators of economic activity have
shown weakness with the Caixin
Manufacturing PMI (formerly called HSBC)
falling to 47.8 for July, the lowest in 2 years
and is well below 50. Both domestic demand
and new export orders were weak.

The People’s Bank of China (PBOC)
announced it had proposed to allow the
Renminbi to trade in a wider band, currently
at +-2% per day. This could possibly allow
faster depreciation against the US dollar.

Policy measures announced in July were
focussed on stabilising the equity market and
included; reducing transaction costs,
suspending initial public offerings, expanding
finance channels for brokers and amongst
others the PBOC providing liquidity support.

Australian dollar

The Australian dollar moved lower against all
major cross currencies in July, helped lower
by sharp falls in commodity prices, with
moves against the US dollar the largest. The
Australian dollar fell 5.2% against the US
dollar to $US0.7308 and is now well below its
10-year average ($US0.88) and its post-float
average of $US0.76.

The Australian dollar also fell against the
Sterling (-4.7%), the Euro (-3.9%), the
Japanese yen (-4.1%) and the New Zealand
dollar (-2.7%).
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Commodities

e Commodity prices fell sharply in July,
weighed down by volatility in the Chinese
equity market, escalating concerns of a
weakening demand profile and a supply
overhang. As a result commodities heavily
linked to China fell the most; oil, copper and
iron ore.

e The Brent crude oil price fell 20.8% to
$US47.1 / barrel. The signing of the long-
awaited nuclear non-proliferation with Iran
led to assumptions of a ramp of oil supply
from the country if oil trade sanctions are
reduced or removed.

e The iron ore price, as measured by the
benchmark price of iron ore delivered to
Qingdao China - 62% Ferrous Content fell
10% to $US53 a metric tonne.

e Metal prices (apart from tin +17%) were
weak led by copper (-9.3%), nickel (-7.8%)
and zinc (-4.2%).

e The gold price also fell, down 6.5% in July to
$US1096 an ounce, the lowest price in five
years.

GOLD LOWEST IN FIVE YEARS
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Australian equities

e Australian shares rebounded strongly from
their June weakness, with the S&P/ASX 200
Accumulation Index adding 4.4%.

e Defensive yield stocks — including Health Care
and Consumer Staples — were typically
among the best performers, reflecting a
significant drop in bond yields globally.

e There was a fair amount of scrutiny on capital
requirements in the banking sector and
possible recommendations from the
regulator, APRA. Three of the ‘big four’
lenders increased borrowing costs on
mortgages for property investors in an effort
to dampen loan growth in that segment.

e The Materials sector was the only area of the
market not to register gains. Commodity
prices resumed their downward trend, with oil



and iron ore closing the month ~20% and
~10% lower respectively.

All attention has now shifted to the ‘reporting
season’. During August, most ASX-listed
companies will release their earnings for the
six or 12 months ending 30 June 2015.
Investors will be keeping a close eye on the
tone of outlook statements as well as the
financial results themselves.

Listed property

A-REITs benefited from investors’ focus on
defensive yield stocks in July. The S&P/ASX
200 Property Accumulation Index enjoyed a
strong start to the new financial year, adding
5.7%.

The effect of currency movements was
reflected in the performance of individual
stocks. Westfield Group (+10.0%), and other
stocks which derive a meaningful proportion
of their earnings offshore, benefited from
further weakness in the Australian dollar.

Other retail-oriented stocks including Scentre
Group (+5.6%) were supported by data that
reaffirmed healthy conditions for non-
discretionary retail sales.

There remained a fair amount of corporate
activity in the sector. The most significant
deal was the sale of a portfolio of office
assets by Investa Office Fund (+4.2%) to
China-based CIC. The sale was reported to be
worth around $2.5 billion.

In aggregate, Australian property securities
continue to offer investors healthy dividends.
The FY16 dividend yield of 4.9% is slightly
higher than that of the broader Australian
share market.

Offshore property securities also registered
gains in July, with the UBS Global Property
Investors' Index rising 3.5% in USD terms.
The UK (+6.1%) was the top performing
region, closely followed by Continental Europe
(+6.0%). On the negative side, the Singapore
market (-6.6%) was a notable
underperformer.

Global developed market equities

Global developed equity markets were
predominantly stronger in July, post a
resolution to the Greek debt crisis and as

markets remained sceptical the US Federal
Reserve will begin lifting interest rates in
September. Government bond yields traded
lower in the month, boosting demand for
yield stocks in particular. All major markets
apart from Canada, Hong Kong and Singapore
recorded positive gains.

It was Q2 2015 earnings season over the
month and especially in the US most earnings
releases hinted at positive surprises. At the
time of writing 74% of S&P500 companies
had beaten earnings estimates, although only
49% beat sales estimates. In Europe, 64% of
companies that had reported beat earnings
estimates, the highest since data started to
be kept in 2009. In Japan, 60% of the Topix
companies that have reported beat earnings
expectations and 58% beat sales
expectations.

The Chicago Board Options Exchange SPX
Volatility Index, a market estimate of future
volatility, spiked at 20 on 9 July at the height
of the Greek debt crisis before falling to 12 at
the end of the month.

Overall the MSCI World Index rose 1.7% in
USD terms after falling 2.5% in June. The
Index rose 7.2% in AUD terms given the 5%
depreciation against the US dollar in the
month.

The S&P 500 Index rose 2% in the month,
the Dow Jones was up 0.4% and the NASDAQ
rose 2.8%. MSCI Energy (-6.2%) and MSCI
Materials (-4.9%) fell heavily in the month
given weakness in the oil price and the metal
space.

Equity markets in Europe were stronger on
the near-term resolution of the Greek debt
crisis, although implementation risks remain.
The German DAX rose 3.3% in July, France
was up 6.1%, Spain was +3.8% and Italy
was +4.8%. The UK FTSE 100 was up 2.7%
for the month.

The Athens Stock Exchange was closed for
the month of July and reopened on 3 August
2015.

In Asia, the Japanese Nikkei 225 rose 1.7%
over the month while Hong Kong (-6.1%)
recorded sizeable losses given the volatility
on the various mainland Chinese equity
indices. Singapore also retreated, down 3.5%
for the month of July.
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Global emerging markets

e Emerging market (EM) equities fell sharply in
July, down 6.9%, taking the losses over three
months to 12.8%, in US dollar terms. The
MSCI Emerging Markets Index continued to
underperform the broader developed market
index with concerns focussed on US dollar
strength and the first interest rate rise in the
US, weakening commodity prices and the
equity market volatility in China.

e The Shanghai Composite Index lost 14.3% in
July with most of the losses early in the
month prior to a range of measures being
introduced to reduce volatility. Markets in
Latin America also weakened on commodity
price falls. The Ibovespa Brasil Sao Paulo
Stock Exchange Index fell 4.2% as the Banco
Central do Brasil lifted the official SELIC rate
to a 9-year high of 14.25%, the sixth rate
hike this cycle. The central bank suggested
this was the last rate hike.

Global and Australian developed
market fixed interest

e Bond markets continued to trade in a volatile
fashion in July. In major markets, 10-year
government bond yields traded in a wide
range between 25 and 45 basis points. The
exception was again the Japanese bond
market, where the 10-year JGB yield traded
within a 15 basis point range. Whilst the
volatility witnessed in markets mimicked last
month, in contrast to June, major bond yields
fell in July. In the US, UK, Germany and
Australia, 10-year bond yields ended the

month between 10 and 25 basis points lower
than the start of the month.

e The 10-year US Treasury yield traded in a 29
basis point range during the month and
finished July down by 17bps at 2.18%. The
market again focussed on data throughout
the month, searching for signs to whether or
not the US Fed will hike rates in September.

e The German bond market followed suit with
US markets and was relatively volatile in July.
The 10-year German bund yield started the
month at 0.76%, traded as high as 0.99%
and as low as 0.61% in the month before
closing the month at 0.64%.

¢ Movements in the UK Gilt market followed the
trends in the US Treasury and German bund
markets. The yield on the 10-year gilt traded
in a 40 bps range in July and overall
decreased by 14 bps to 1.88% over the
month.

e In Japan the 10-year JGB yield fell 5 bps to
0.41%, and traded in a relatively narrow
range of 14 bps.

e In Australia the benchmark 10-year
government bond yield fell by 25 bps to
2.76% in July. The 10-year government bond
traded in a wide range, starting the month at
3.01% and reaching a high of 3.12% and low
of 2.68% during the month.

BOND YIELDS FALL IN JULY

= (Germany
UK Australia

Source: Bloomberg as at 31 July 2015

Global credit

e Over the month global credit spreads widened
by 5 bps with the Barclays Global Corporate
Aggregate spread closing at 1.44%. The
Barclays European Aggregate Corporate
Index closed at 1.15%, narrowing by 7 bps in



July, and the Barclays US Aggregate
Corporate Index finished the month at
1.46%, widening by 9 bps. US High Yield
credit spreads also widened last month with
the Bank of America Merrill Lynch Global High
Yield index (BB-B) spread closing 16 bps
wider at 4.30%.

Index return

Asian credit markets also widened slightly in
July, with the JPMorgan Asia Credit Index
(JACI Composite) average spread widening
by 3bps to 2.65%.

Australian credit spreads widened slightly

over the month and the average spread of

the Bloomberg AusBond Credit Index relative

to swap moved from 87 bps to 89 bps.

Index Level in Base 1 month 12 month

Currency
S&P/ ASX200 Index 5,699 4.4% 1.2%
S&P / ASX 200 Accumulation Index 50,742 4.4% 5.7%
MSCI WORLD (AUD) 6.5% 32.8%
MSCI World Net Index AUD Hedged 2.8% 14.5%
Dow Jones Index 17,690 0.4% 6.8%
UK FTSE 100 6,696 2.7% -0.5%
German DAX Index 11,309 3.3% 20.2%
France CAC Index 5,083 6.1% 19.7%
Japan - Nikkei 20,585 1.7% 31.8%
Hong Kong — Hang Seng 24,636 -6.1% -0.5%
MSCI EM (EMERGING MARKETS) (AUD) -2.6% 9.7%
US 10 year bond yield 2.18% -17bps -38bps
Australia 10 year bond yield 2.76% -25bps -75bps
UBS All Maturities Composite Bond Index 8,507 1.3% 6.7%
90 Day Bank Bill Index 2.15% Obps -50bps
Bloomberg AusBond Bank Bill Index 8,289 0.2% 2.6%
S&P / ASX 200 - A-REIT Accumulation Index 38,925 5.7% 21.1%
UBS Global Real Estate Investors Index (Net TR) AUD | n/a n/a n/a
Hedged
AUD/USD (end of month) 0.7308 -5.2% -21.4%
Oil price $US47.12/barrel -20.8% -52.0%
Gold price $US1095.82/ounce -6.5% -14.6%
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Want more information?

For more information, visit our website colonialfirststate.com.au/investments, contact your local Business
Development Manager or call Adviser Services on 13 18 36, Monday to Friday, 8am to 7pm (AEST).

This document has been prepared by Colonial First State Investments Limited ABN 98 002 348 352, AFS Licence 232468 (Colonial First State) based on
its understanding of current regulatory requirements and laws as at 6 August 2015. This document is not advice and provides information only. It does
not take into account your individual objectives, financial situation or needs. You should read the relevant Product Disclosure Statement available from
the product issuer carefully and assess whether the information is appropriate for you and consider talking to a financial adviser before making an
investment decision.
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