MARCH 2021

Economic data confirms a
sufficiently V-shaped
recovery, but growth has not
been even across regions and
downside risks remain.

The $1.9 trillion American
Rescue Plan is set to move
through congress and
includes a third stimulus
payment of $1,400 and
extended unemployment
insurance.

Vaccine rollouts have been
plagued by supply shortages
in Europe but sentiment
indicators are improving as
markets see a path back to
normality.

China has set a relatively
modest GDP growth target of
over 6.0% for 2021, after
being the only major
economy to achieve a
positive growth rate through
2020.

The RBA left the cash rate on
hold at 0.1% at its March
meeting and reiterated its
commitment to the 3-year
bond yield target.

February market performance

Equity Markets Index At Close % Return % Return
— Index Return* 28/02/2021 1 Month 12 Months
Australia S&P/ASX 200 Index 6673.27 1.45% 6.48%
United States S&P 500 Index 3811.15 2.76% 31.29%
Japan Nikkei 225 Index 28966.01 4.75% 39.61%
Hong Kong Hang Seng Index 28980.21 2.46% 14.13%
China CSI'300 Index 5336.76 -0.28% 38.30%
United Kingdom FTSE 100 Index 6483.43 1.58% 1.35%
Germany DAX 30 Index 13786.29 2.63% 15.95%
Europe FTSE Eurotop 100 Index 2935.88 3.11% 7.55%
Property Index At Close % Return % Return
— Index Returns* 28/02/2021 1 Month 12 Months
Listed Property S&P/ASX 200 A-REIT Index 1339.60 -2.64% -11.95%
e s At Close At Close At Close

28/02/2021 31/01/2021 29/02/2020
Australian 90 day Bank Bills 0.03% 0.01% 0.80%
Australian 10 year Bonds 1.87% 1.09% 0.81%
US 90 day T Bill 0.04% 0.06% 1.27%
US 10 year Bonds 1.44% 1.11% 1.13%
B it S
US dollar AUD/USD 0.78 2.41% 20.00%
British pound AUD/GBP 0.56 0.57% 10.78%
Euro AUD/EUR 0.64 1.95% 8.54%
Japanese yen AUD/JPY 83.10 4.01% 16.89%
Australian Dollar Trade-weighted Index 64.5 2.38% 13.16%
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* Closing index values are based on price indices. Index returns are expressed as total returns in local currency.
** All foreign exchange rates rounded to two decimal places.
Past performance is not a reliable indicator of future performance.

accommodative and are helping
households and businesses through the
final stages.

Global economies

Covid-19 cases continue to build globally,
with around 114 million reported cases at
the start of March, but the vaccine
narrative is propelling the economic
recovery forward, even as some regions
face logistical headwinds. Fiscal and
monetary policy remain extremely



us

President Biden marked the distribution of
50 million coronavirus vaccine doses since
taking office, reaching the halfway mark of
the administration’s goal of 100 million
inoculations within the first 100 days. An
independent advisory panel voted to
recommend Johnson & Johnson’s Covid-19
vaccine for emergency use, which would
make a third vaccine available to
Americans. A stellar jobs report for
February showed the labour market
recovery has been even stronger than
expected. Nonfarm payrolls rose by
379,000, well ahead of the consensus
182,000, while January’s reading was
revised upwards from 49,000 to 166,000.
December quarter GDP was revised up to
an annualised 4.1%, while durable goods
orders in January surged 3.4% month-on-
month, surpassing expectations of 1.1%,
boosted by a 7.8% rise in orders for
transportation. The PMI composite index
came in well above expectations in
February at 59.5 (58.8 expected), up from
58.7 in January, while the services index
also surprised to the upside at 59.8 (58.9
expected). Retail sales jumped 5.3% in
January, beating expectations of 1.1%,
marking the largest increase since June
2020 as new stimulus checks helped to
boost consumer spending. Personal
income rose 10.0% in January (9.5%
expected) and personal spending also rose
broadly as expected, gaining 2.4%.
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Europe

Following strong growth in the third
quarter, Europe's economy contracted
0.4% in the December quarter as the
pandemic tightened its grip on the
continent, while the EU was forced to cut
its growth forecast for 2021 from 4.1% to
3.7%. The race to inoculate has been
derailed by logistical challenges and
shortages. In Germany only 6% of the
population has received the first dose,
while the German government was forced
to reverse its decision not to authorise the
AstraZeneca vaccine for people over the
age of 65. Across the channel, over 20
million people in the UK have received
their first doses of the vaccine, coinciding
with daily case numbers at their lowest
since September 2020. Prime minister
Johnson announced a four-stage plan to lift
restrictions in England, with all restrictions
on social conduct to be lifted by June.
Overall, the recovery story remains intact
albeit dilated. The economic sentiment
index for the eurozone improved from 92.0
to 93.4 in February as the outlook for
vaccine rollouts and easing of restrictions
bolstered confidence. The IHS Markit
Eurozone Manufacturing PMI surprised in
February, lifting 2.9 points to 57.7 against
expectations of a fall to 54.3. January’s
retail sales came in well below
expectations, falling 5.9%, while the
unemployment rate held steady at 8.1%.

China

After managing economic growth of only
2.3% in 2020, its weakest in decades, the
Chinese government is aiming for a
significant rebound in 2021. At the opening
of this year’s National People’s Congress,
Premier Li Kegiang announced a growth
target of over 6.0%, which appears almost
modest compared to the IMF’s estimate of
8.1% growth for 2021. The Chinese
authorities appear to be focused on the
quality of growth, including reform and
innovation, rather than pure numbers.
China is relying on two domestically
developed vaccines and is competing with
Russia in conducting ‘vaccine diplomacy’
throughout central Asia, although based on
data from Brazil, China’s Sinovac jab
showed an efficacy rate of just over 50%,
which is well below Pfizer’'s 95% efficacy
rate. China aims to have 40% of its
population vaccinated by June as health
authorities fear they are lagging the rest of
the world. February’s official
manufacturing PMI came in at 50.6, down
from 51.3 on the prior month and below
the 51.1 expected. The Caixin
Manufacturing PMI also missed, falling
from 51.5 to 50.9 versus 51.5 expected.
China’s exports grew at a record pace in
the January and February period, spiking
60.6% year-on-year, well above
expectations, while imports rose 22.2%.



Asia region

Japan’s vaccine campaign has stalled due
to shortages, with only limited doses of the
Pfizer vaccine available until increased
supplies can reach Japan from Europe,
which is expected to be around May.
Japan’s GDP is expected to expand 3.0% in
the fourth quarter, down from 5.3% in the
previous quarter, while the yearly rate is
expected to move lower to 12.8%. Retail
sales growth fell from -0.2% to -2.4% year-
on-year in January, while preliminary
industrial production numbers revealed a
rebound of 4.2% in January following the
1.0% contraction in December. Japan’s CPI
improved to an annual rate of -0.6% in
January, up from -1.2% in December, as
the pandemic continued to drag on
consumption. South Korea began its
immunisation drive in February, giving
nursing home staff and residents doses of
the AstraZeneca vaccine, and plans to
inoculate 70% of its population by
November. South Korea has managed to
contain daily cases in the low hundreds,
which is down from a spike of over 1,000
per day in December. As one of the
countries most devasted by the pandemic,
with more than 11 million cases, India has
declared it is ready to act as ‘the pharmacy
of the world’. India’s Serum Institute—the
world’s largest manufacturer of vaccines—
is producing the AstraZeneca vaccine and
hopes to produce 1 billion doses by the
end of 2021.
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Australia

The rollout of the AstraZeneca vaccine is
set to begin in March as the first 300,000
doses landed in Sydney, with 1.2 million
more doses due shortly from Europe
before Australian partner, CSL, begins
production of 50 million doses. The federal
government said Australian health
professionals will soon be delivering over
500,000 vaccinations a week, with general
practitioners set to assist in the Covid-19
vaccine rollout in coming weeks. Health
Minister Greg Hunt confirmed that
Australia will keep its international borders
shut for at least another three months with
over 40,000 Australians still stuck overseas.
GDP grew 3.1% in the December quarter,
taking the yearly rate from -3.8% to -1.1%.
The result marked the second straight
strong quarter of growth as the economy
continues to recover from Covid-19 led
restrictions helped by high levels of
monetary and fiscal stimulus. Household
consumption rose 4.3% in the quarter,
after posting a record 7.9% gain in the
previous quarter, while government
spending rose for the tenth straight
quarter, up 0.8%. Employment rose 29,100
in January, falling short of the expected
40,000 new jobs, however the
unemployment rate fell to 6.4%, below
expectations of 6.5%, marking the lowest
rate since April 2020 as the economy
emerges from the pandemic shocks.



EQUITY MARKETS

Australia’s S&P/ASX 200
Index rose 1.5% in February,
led by the Materials (+7.3%),
Financials (+5.2%) and
Energy (+2.4%) sectors.

The US S&P 500 Index gained
2.8% in February in US dollar
terms, ending the month at
3,811 points, just below the
index’s all-time high.

In Europe, Germany’s DAX 30
Index climbed 2.6%, while
France’s CAC 40 Index
jumped 5.6% and the UK’s
FTSE 100 Index rose 1.6%.

In Asian markets, Japan’s
Nikkei 225 Index rose 4.8%,
Hong Kong’s Hang Seng Index
rose 2.5%, and China’s CSlI
300 Index fell 0.3%.

Global developed market
shares rose 1.6% and
emerging market shares fell
0.1% in Australian dollar
terms.
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Australian equities

Index/Benchmark (% pa) 1 Month 1Year 3Years 5Years 7Years

Australian ~ S&P/ASX 200 Acc. Index 1.45% 6.48% 7.39%  10.74% 7.37%
S&P/ASX 50 Acc. Index 1.99%  3.33%  7.31% 10.26%  6.65%
S&P/ASX Small Ordinaries Acc. 1.55% 17.18%  7.21% 11.70%  8.13%
Index

Earnings season revealed a corporate environment still impacted by Covid-19, with
earnings down in aggregate and companies opting to hold more cash, although the lift in
dividends has been a key positive development for Australian investors. Cyclical shares
have benefitted from greater confidence, spurred on by the vaccine rollout and the return
to more normal economic conditions. After falling out of favour during the pandemic,
major banks have reported dividend increases and rising payout ratios. The sticking point
has been the recent rise in yields, which has had a significant impact on growth sectors
such as IT, although fundamentals remain largely unchanged. Recent earnings releases
include Woolworths, which reported 1H21 sales growth of 11% on the prior corresponding
period. Australian Food total sales grew 11%, benefitting from Covid-19 related demand,
but sales moderated over 2Q21 as pandemic restrictions eased. CSL’s interim 1H21 results
showed exceptionally strong performance from its influenza vaccine business Seqirus,
which reported a 38% jump in revenue on the prior corresponding period, compensating
for Covid-19 related headwinds in plasma collection. A2 Milk reported a 16% fall in revenue
and 32% decline in EBITDA driven by disruptions in the daigou and CBEC distribution
channels as travel restrictions limited demand.

Investment Index/Benchmark returns*
S&P/ ASX 200 Index

Sector 1 Month 3 Months 1Year
Materials 7.34% 15.49% 39.71%
Financials ex-Property 5.20% 6.97% 1.20%
Energy 2.44% 2.84% -9.93%
Communications -0.27% 1.78% 8.44%
Industrials -1.77% -7.29% -10.68%
Property -2.64% -6.20% -11.95%
Consumer Discretionary -2.92% 2.62% 18.33%
Health Care -2.94% -9.36% -8.05%
Consumer Staples -4.64% -0.45% 2.87%
Utilities -8.02% -13.04% -21.01%
Information Technology -8.92% 0.09% 56.92%

*Total returns based on GICS sector classification



BIG MOVERS
THIS MONTH

Going up
ff Materials +7.3%

1 Financials
ex-Property +5.2%

1 Energy +2.4%

Going down

U Information
Technology -8.9%

U utilities -8.0%

U consumer Staples -4.6%
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Global Equities

Index/Benchmark (% pa) 1 Month 1Year 3Years 5Years 7Years
Global MSCI World Ex Australia Index 1.64% 7.79% 11.11% 12.32% 11.65%
(AUD)
MSCI World Ex Australia Index 267% 26.56% 10.91% 13.64% 10.14%
(LCL)
MSCI World Ex Australia Small 4.15% 17.11% 11.07% 13.17% 11.42%
Cap Index (AUD)
Emerging MSCI Emerging Markets Index -0.14% 13.30% 6.58%  13.40% 9.51%
(AUD)
MSCI AC Far East Index 0.17% 14.38%  8.06% 12.76% 11.32%
(AUD)

Global equity markets had a positive month in February despite rising yields spooking
investors and raising the prospect of inflation. The S&P 500 Index rose 2.8% over the
month and has gained a remarkable 31.3% over the past 12 months since the end of
February 2020, before the world entered lockdown. Reaching the end of reporting season,
S&P 500 companies reported positive earnings growth in aggregate for the first time since
Q4 2019. However, only five out of eleven sectors delivered positive growth, with earnings
from technology, materials and financials doing the heavy lifting. Value shares continued
their rally through the start of 2021, but performance has not been uniform, with cyclical
stocks benefitting strongly from renewed confidence while value with a quality bias has
struggled. European shares joined in the global rally in February as vaccine progress and
stimulus measures pushed the Stoxx 600 Index higher and just shy of its February 2020 all-
time high. Value and cyclical sectors such as banks, commodities producers and travel
companies have been leading the reflation trade-driven advance. In Asian markets, Japan’s
Nikkei 225 Index rose 4.8%, Hong Kong’s Hang Seng Index rose 2.5%, and China’s CSI 300
Index fell 0.3%.

Property

Index/Benchmark (% pa) 1 Month 1Year 3 Years 5Years 7 Years
Australian  S&P/ASX 200 A-REIT Acc Index 22.64% -11.95% 5.37% 4.72% 8.88%
Global FTSE EPRA/NAREIT 3.93% -3.80%  3.90%  4.45%  5.47%

Developed Ex Australia
Index (AUD Hedged)

Australian listed property continued to trend down through February as Covid-related
headwinds—including the longer-term consequences of how occupiers utilise property
going forward—were exacerbated by the rise in yields. After bearing the brunt of lockdown
measures, shopping centres were in the green over February, with gains from Vicinity
Centres (+6.8%) and Scentre Group (+5.5%). National Storage REIT released its 1H21
results, with underlying earnings growing 14% and storage revenue rising 12%, boosted by
occupancy and rate growth. Service station and convenience store owner Waypoint REIT
(formerly Viva Energy) released its FY20 results, announcing a 7.0% rise in total income and
a 6.1% rise in distributable earnings. CorelLogic data showed Australian house prices rose
2.1% in February—their fastest rate in 17 years— with growth in every capital city thanks
to improving economic conditions. According to the ABS the value of new housing loans
rose 10.5% in January and is up 76% since its May 2020 low. In the US REIT market, the
post-vaccine sector rotation has been the prevailing theme as investors favour reopening-



sensitive sectors such as retail, hotels and offices over ‘essential’ sectors like housing,
industrial and technology.

Fixed Interest
Index/Benchmark (% pa) 1 Month 1Year 3 Years 5 Years 7 Years

Australian  Bloomberg AusBond -3.58%  -2.80% 3.99% 3.25% 4.19%

Composite 0+ Yr Index

Bloomberg AusBond Bank Bill 0.00% 0.21% 1.16% 1.44% 1.74%
Index
Global Bloomberg Barclays Global 2.60% -13.12%  4.06% 1.95% 4.41%

Aggregate Index (AUD)

Bloomberg Barclays Global -1.56% -0.18% 4.19% 3.54% 4.52%
Aggregate Index (AUD
Hedged)

The main story through February was the continued rise in longer-dated yields and a
steepening of the yield curve, with implications for equity market valuations and central
bank policy. For context, the spread between the Australian 10-year and 2-year yields was
177 basis points at the end of February 2021 versus 28 basis points at the same time in
2020. While QE and lower cash rates have done the job of flattening the short end of the
yield curve, the long end has proved more stubborn. The RBA minutes for the February
meeting noted the risk of ceasing the bond purchase program when the market widely
anticipated an extension, stating it could lead to “unwelcome significant upward pressure
on the exchange rate”. Regarding its yield curve control policy, the RBA will “consider
whether to shift the focus of the yield curve target from the April 2024 bond to the
November 2024 bond” later this year. In the US, Treasury yields rose from 1.11% to 1.44%
over February and continued to push higher in early March. Spreads on municipal bond
yields have narrowed notably, reflecting expectations of additional fiscal stimulus and aid
to state and local governments, while spreads on corporate bond yields over Treasury
yields have also narrowed.

Australian dollar

The Australian dollar resumed its upward climb in February, gaining 2.4% against the US
dollar to end the month at USD 0.78, boosted by record trade figures. Rising yields, led by
the US Treasury market, could represent an obstacle for the Australian dollar moving
higher, while the RBA is committed to keeping monetary policy as accommodative as
possible, but fundamentals remain robust.

The information in this Market Update is current as at 10/03/2021 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. Before making any decisions
based on the content of this document, 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. Past performance is not a reliable indicator of future performance. Before acquiring a financial product, you should obtain and read the
corresponding Product Disclosure Statement (PDS) and consider the contents of the PDS before making a decision about whether to acquire the product.
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