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December market performance

JAN UARY Equity Markets Index At Close % Change % Change
—Price Indices 31/12/2017 1 Month 12 Months
2018 Australia All Ordinaries 6167.29 1.80% 7.80%
Japan Nikkei 2276494 0.20% 19.10%
As was strongly anticipated
by the marketg :,he us Eed Hong Kong Hang Seng 2991915 2.50% 86.00%
lifted the funds rateto 1.5% UK FTSE100 7687.77 4.90% 7.60%
in mid-December. Germany DAX 1291764 -0.80% 12.50%
The US economy appears to us Dow Jones 2471922 1.80%  25.10%
be operatingnear capacity, EMU* Euro 100 2978.63 0.60% 5.50%
WIS U B ITETS L World** MSCI — Ex Aus (Gross) (Hedged) 1638538 1.10%  20.00%
of just 4.1%and an
underemp loy ment rate of
8% —the lowest since 2006. Property Index At Close % Change % Change
— Price Index 31/12/2017 1 Month 12 Months
Therecovery in Europe Listed Truss S&P/ASX 300 A-REITS 1389.3 -1.40% 1.30%
continues to defy
expectations, with no sign tered Bt T NTe prrey
- PRI ntere ates ose ose ose
gf Coqf'derl‘_‘;‘? d:m'”'ST”?gt 31/12/2017  30/11/2017 31/12/2016
espite political uncertain
in Germny andSpain, Aust 90 day Bank Bill 180%  174%  1.69%
The Chi h Australian 10 year Bonds 2.67% 2.54% 2.71%
e Chinese economy has
also exceeded expectations US 90 day T Bill 1.39% 1.27% 1.15%
in 2017, expanding by just US 10 year Bonds 2.40% 2.42% 2.38%
under 7% in the first three
quarters. Currency*** AtClose  %Change % Change
The Australian economy is 31/12/2017 1 Month 12 Months
being impacted by weak US dollar AS/USS 0.78 3.25% 8.34%
wages growth, but British pound AS$/STG 0.58 3.26% -1.01%
Decembe_r S Euro AS/euro 0.65 2.31% -4.92%
encouraging jump in
consuer sgerjltimZnt Japaneseyen Aslyen 88.03 3.45% 4.53%
T rade-weighted Index 64.9 2.04% 1.56%

* 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 offuture performance.

Global economies US

December saw positive economic news from In the United States, the final estimate of Q3
major developed markets, with rising levels GDP indicated real growth of 3.2%, which is
of business sentiment and favourable slightly lower than the second estimate

emp loy ment conditions providingasolid reading of 3.3% but still growing at its
foundation for growth. While inflation fastest pace in more than two years. Growth
remains below target, central banks have in consumer spending, which accounts for
begun the process of gradually tightening more than two thirds of the economy, was

monetary policy as labour market conditions revised down 0.1 points to 2.2%.
continueto improve.
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US (continued)

As was strongly anticipated by the market,
the Fed lifted the funds rate at its December
meeting by 25 basis points to atarget range
of 1.25-1.50%. The latest ‘dot plot’ shows
that the Fed continues to expect to lift rates a
further three times in 2018, to 2.25% and to
2.70% by end-2019. CPI figures for
November showed the core PCE index —the
Fed’s preferred measure — move slightly
higher from 1.4% to 1.5% year on year,
however it remains below the headline rate
of inflation and stubbornly at odds with
overall growth and employ ment conditions.
M anufacturingsaw further growth in
December, withthe PM I risingfrom 58.2 to
59.7, with most sub-indices moving into
expansion, while non-farm payrolls recorded
a reasonable jobs gain of 148,000, but well
below the expected 190,000.

Europe

Growth across the 19 eurozone countries has
improved steadily over the past year, and the
recovery has also become more broad-based,
both across different countries and sectors.
In December, the European Central Bank
made a significant upgrade to its 2018
growth forecast for the euro area, lifting its
expected annual growth rate from 1.8% to
2.3%, while the outlook for inflation also
moved higher from 1.2% to 1.4%. Aftera
number of false starts, the Brexit
negotiations between the EU and the UK
have entered the second and decisive phase —
by October 2018, both sides aim to have a
divorce agreement in place, including an
outline of future trade relations. Amid the
summits and party conferences, Prime
Minister May will need to navigate the pro-
and anti-Brexit factions, as well as the
Democratic Unionist Party (DUP),which is
proppingup her government.

China

Recent Chinese data indicates a slight loss of
momentum in recent months. Although
China’s official PM I picked up t051.8 from
51.6, the Caixin PM I droppedto itslowest
level in five months. M easures of industrial
production and investment also appear to
have softened, while policy tightening has
focussed on the property sector. Sales by
value and by floor space are now declining

at a rate unmatched since early 2015, and
construction activity and prices are also
easing. China’s CPIwas lower in November,
posting1.7% year on year, down from 1.9%
in October and below the expected 1.8%.
Thechallenge for the Chinese authorities is
slowing the growth in credit without
severely puncturingthe economy, and to
date they have been successful.

Asia region

In Japan, Q3 GDP growth was revised up to
an annualised 2.5% from a preliminary
estimate of 1.4%, and just shy of the 2.6%
recorded in Q2. The main drivers of growth
were corporate investment and net exports,
offset by acontraction in domestic
consumption. Inflation is estimated at 0.7%
for fiscal year 2017, and 1.1% for 2018.
Consumer prices are still lagging in an
economy that appears to be growing at a
steady pace, thwartingthe Bank of Japan’s
attempts to achieve its 2% inflation target.
The EU and Japan have finalised their free
trade deal, creating the world’s largest open
economic zone with over 600 million people
and accounting for 30% of global GDP. The
deal cuts tariffs, introduces cooperation on
standards and regulations, and opens up
public procurement markets.
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Australia

While there was no monetary policy meeting
of the RBA in January, December’s minutes
revealed the board’s continued ambivalence
towards domestic conditions. Wages remain
stableat a low rate, despite the 3.3% increase
in awards and minimum wages in the
September quarter, and this appears to have
impacted household spending. On the flip
side, non-mining business investment has
continued to rise, especially in the services
sector, and labour market conditions
continue to improve, with additional growth
in employ ment —including full-time
positions —through November. Ina surprise
turnaround, consumer sentiment rose 3.6%
in December, reflecting consumers’ growing
satisfaction with local conditions, but no
doubt helped by the RBA'’s ‘wait and see’
approach on interest rates.
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EQUITY
MARKETS

Developed market shares
rose 1.9% and emerging
market shares rose 2.6% in
local currency terms.

The German DAX Index
fell 0.8%.

The Euro 100 index and the
broad STOXX Euro 600
Index both rose 0.6%.

The Japanese Nikkei 225
Index rose 0.2%.

The US Dow Jones Index
rose 1.8% in December,
pushingto record highs

through the month.

Australia’s S&P/ASX All
Ordinaries Index rose 1.8%.
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Australian equities

Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
Australian S&P/ASX 300 Acc. 11.94% 8.76% 10.20% 8.33%
S&P/ASX 50 Acc. 9.46%  7.01%  9.52% 8.13%
S&P/ASX Small Ordinaries Acc. 20.02% 14.38%  7.39% 2.59%

The S&P/ASX 200 Accumulation Index rose 1.8% in December, with the energy and materials
sectors rallyingin the final month of 2017, outperformingthe index by 4.6% and 4.4%
respectively. Drivingthe energy index was Beach Energy (+18.6%), which expanded its
interests in offshore gas fields, along with Whitehaven Coal (+15.8%), as coal prices held their
gains through December. Within the materials sector, gold producer St Barbara (+19.4%)
topped the leaderboard, announcing record-low production costsand boosted by ahigher gold
price. BlueScope Steel (+12.9%) was another big gainer, trading higher after announcing a
profit upgrade and benefiting from the US corporate taxcuts.

The telecommunications sector (+5.5%) had a positive month in December, led by TPG
(+10.4%), which managed to recoup some of its losses through the year, and gains from
Telstra (+5.8%), in the wake of a horror year for investors. Consumer discretionary shares
(+3.9%) enjoyed a solid month, with gains from Ardent Leisure (+17.1%), which divested the
last of its non-core assets in December, and Tabcorp Holdings (+15.1%), with shareholders
voting to approve the long-anticipated merger with Tatts Group. Utilities (-4.5%) took a hit, in
part affected by arise in domestic bond yields, with APA Group (-8.6%) and Spark
Infrastructure (-3.8%) the worst performers for the month.

Sector 1 Month 3 Months 1 Year
Energy 6.52% 18.28% 23.48%
Materials 6.11% 13.07% 24.21%
Industrial 5.46% 6.24% -18.40%
Consumer Discretionary 3.75% 10.41% 12.59%
Consumer Staples 2.94% 16.67% 26.67%
Health Care 1.69% 10.62% 22.67%
Financials (ex Property) 0.42% 4.35% 7.57%
Info Tech 0.39% 6.54% 6.99%
Telcos -0.48% 8.09% 26.24%
Utilities -0.93% 5.49% 19.64%
Property -4.48% 3.26% 9.85%
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BIG MOVERS
THIS MONTH

Going up
1 Energy 6.5%
1 Materials 6.1%

! Telecommunications  5.5%

Going down

U Utilities

U Industrials

U Healthcare
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Global Equities

Index/Benchmark (% pa) 1 Year 3Years 5Years 7 Years
Global MSCI World Ex Aus (Gross) in AUD 13.38% 11.01% 18.42% 14.09%

MSCI World Ex Aus (Gross) in Local 18.69% 9.69% 13.3% 10.81%

Currency

MSCI World Small Cap ($A) 13.56%  12.98% 19.80% 14.65%
Emerging  MSCI Emerging Mkts Free 27.09% 10.76% 10.43% 6.60%

MSCI AC Far East Free (ex Japan) 28.44% 9.90% 11.44% 7.67%

The M SCI World ex-Australia Index returned 1.1% in December in local currency terms but
was flat in Australian dollar terms. The US S&P 500 Index rose 1.0% in US dollar terms,
pushingto record highs through the month, but was down 2.2% in Australian dollar terms,
with modest gains from the telecommunications and energy sectors. In Europe, the broad
STOXX Euro 600 Index rose 0.6%, driven predominately by resources sector shares including
Glencore (+14.8%) and Anglo American (+14.0%). In Asia, the Chinese CSI 300 Index rose
0.6%, Japan’s Nikkei 225 Index gained a modest 0.2%, and Hong Kong’s Hang Seng added
2.5%. South Korea’s KOSPI fell 0.4% but has managed to hold firm in the face of a stressful
few months on the peninsula.

Property

Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
Australian S&P/ASX 300 A-REIT Acc 6.44% 11.28% 13.38% 13.65%
Global ;L%E EPRA/NAREIT Dvex AUST R Hdg 8.20%  6.14% 9.82% 10.45%

The S&P/ASX 300 A-REIT Accumulation Index (which includes distributions) returned
0.12% in December. Westfield gained 13.3% as the Lowy family accepted a $32 billion
takeover offer from European giant Unibail-Rodamco. Other gainers through December
included Viva Energy (+3.7%) and Hotel Property Investments (+3.5%), while ArenaREIT
was the worst performer (-8.3%). Over the past year, property securities have returned 6.4%,
including distributions, underperforming international property securities, which have returned
8.2%. However, A-REITs are still outperforming currency -hedged global REITs over three,
five and seven years.
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Fixed Interest

Index/Benchmark (% pa) 1Year 3Years 5Years 7 Years
Australian Bloomberg AusBond Composite O+ Yr 3.66% 3.05% 4.15% 5.66%
Australian 90 Day Bank Bill 1.75% 2.04% 2.33% 2.94%
Global BarCap Global Aggregate Index -0.78% 353% 6.69% 5.98%
BarCap Global Agg. Index Hedged 3.68% 4.09% 4.94% 6.39%

Australian bonds returned -0.52% over December, with Australian government bonds
returning -0.62%, and longer-term government bonds (ten years plus) returning1.06%. The
Australian 2-year government bond yield rose from 1.75% to 2.00%, while the 10-year yield
rose from 2.50% to 2.63%, reaching a high of 2.71% mid-month. In the US, 10-year
government yields were slightly lower, moving from 2.42% to 2.40%.

Globally, the Bloomberg Barclays Global Aggregate Bond Index (A$ hedged) returned 0.24%,
with yields in major developed markets flat or expanding. Japanese 10-year bond yields rose
from 0.03% to 0.04%, still close to the Bank of Japan’s zero yield target. The German 10-year
yield rose from 0.37% to 0.42%, while 5-year yields rose from -0.31%t0 -0.21% and appear to
be slowly moving back towards positive territory. The UK was the exception to risingyields in
December, with the 10-year Gilt yield falling from 1.33% to 1.19% as uncertainty around
Brexit negotiations and trade with the EU set in.

Australian dollar

The Australian dollar gained 3.3% against the US dollar in December and 2.0% on a trade-
weighted basis as commodities rallied through the month. The Australian dollar hit a low of
0.75 against the US dollar early in the monthto closeat 0.78. The US Dollar Index fell a
further 1.0% in December after moving higher through September and October.

The information contained in this Market Update iscurrent as at 31/12/2017 and is prepared by Lonsec Research Pty Ltd ABN 11 151658 561 AFSL 421445 onbehalfof
National Australia Bank and its subsidiaries.

Any advice in this Market Update has been prepared without taking accountofyour objectives, financial situation or needs. Because ofthis you should, before acting on any
advice, consider whether it is appropriate to your objectives, financial situation and needs.

Past performance is not areliable indicator offuture performance. Before acquiring a financial product, you should obtain a Product Disclosure Statement (PDS) relatingto that
product and consider the contents ofthe PDS before making a decision aboutwhether to acquire the product.
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