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The Month in Review
Economic and Market Trends

The tentative directional shift in Chinese economic momentum that
we foreshadowed last month gained traction over March in response
to the government's announcement that it will provide a large fiscal
infrastructure stimulus package. Industrial production jumped from
5.9% yly to 6.8% y/y in March, while growth in fixed asset investment
— which is essentially business investment — rose from 10.2% y/y to
10.7% yly. Not only did the data show a pick-up in economic activity
in recent months, but the acceleration also exceeded market
expectations. And this, in turn, has done much to reassure investors
about the trajectory of the Chinese economy over 2016.

Data in the US were slightly more positive. The US manufacturing
sector — which lost momentum in late 2015 — regained strength in
March, with the |1SM manufacturing index rebounding to 51.5 from
49.5 in February (a reading above 50 denotes rising activity). At the
same time, employment grew by a strong 215,000 in March,
exceeding estimates of a 205,000 rise and jobless claims fell to their
lowest level since 1973 Inflation in the US remained higher than the
last several years. Core consumer prices rose by 2.2% yly in March,

At its April policy meeting, the US Federal Reserve (Fed) watered
down its previous concerns surrounding the risks around global
growth and financial stability. That said, Fed members were still
monitoring those risk factors closely. And while data showed a
slowdown in consumer spending in Q1, the Fed cited that the superb
strength in the labour market should underpin household expenditure
in 2016. Overall, the Fed kept open the possibility of a rate hike in
June, although changes to the policy setting will be data dependent.

The Bank of Japan (BoJ) greatly disappointed market expectations at
its April policy meeting as it decided not to ease policy further despite
its failure to achieve its inflation and wages growth targets. The BoJ
cited reduced tail risks - such as a hard landing in China or a
recession in the US - as the reason behind its inaction, although the
Bank maintains a heavy easing bias. Nonetheless, its decision
resulted in a sharp decline in the Nikkei (-8%) and an appreciation in
the Yen (+5%), both of which, if sustained, will hurt GDP growth

Australian inflation was stunningly low in the March quarter. Overall
consumer prices fell by 0.2% g/g (1.3% y/y) in Q1, partly due to large
declines in some volatile prices, such as petrol and fresh food. But
the main surprise was that even after such items are excluded, the
underlying pace of inflation was just 0.2% in Q1 and 1%4% over the
past year. Not only is this the weakest pace of inflation in 25 years, it
also confirms that inflation is well below the bottom end of the 2-3%
target band. Also, the broad-based decline in inflation is gathering
momentum. Other local data were also weak. Retail sales were flat in
February, following a tepid 0.3% gain in January. Private-sector
house approvals fell by 1.2% (-5.1% y/y). Meanwhile, the RBA
acknowledged at its April policy meeting that the stronger A% - if
sustained - would make the growth outlook “more complicated”.

The surprise fall in inflation in Q1 forced markets to price in a higher
chance that the RBA will cut interest rates in May. (At the time of
writing, the RBA cut rates to 1.75% at its May meeting). In April, the
90-day bank bill fell 14bps to 2.15%. In the long-end, the Australian
10-year yield increased a meagre 3bps to 2.52%. The rebound in oil
prices (+22%) in April supported inflationary expectations. The US
10-year yield increased 6bps to 1.83%, while the German 10-year
yield almost doubled from 0.15% to 0.27%. Despite its strong rally
earlier in the month, the A$ finished 0.7% lower at 76 US cents.
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The State of NSW
Employee earnings grew the fastest in NSW in 2015

A particular problem for the Australian economy in recent years has been very weak income growth. Over 2015, however, the
total earnings of NSW workers increased by 4.1% - more than double the pace of growth of the next fastest State. This is, of
course, good news for the NSW economy, as it supports the retail sector and the housing industry as well as general confidence
in the economy. There are three main factors that determine how strong employees’ actual wages will grow.
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First, there is the change in the wage rate itself. If this is supported by strong productivity growth, then this is a positive
development. However, if it is simply at the expense of lower profits, then it is not sustainable. Second, workers could shift from
low-paid jobs to higher-paid jobs. This doesn't usually have a great impact on overall earnings growth, although it may be a
factor when there is a large boom (and subsequent bust) in a sector with very high pay, such as mining. Third, if the demand for
labour is particularly strong, then workers will be able to shift from part-time to full-time work and obtain more overtime which
also results in workers taking home more pay.

% yy Employment Growth by State - 2015 Market Movements and Economic Data
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Looking more closely at NSW's strong outcome for 2015 reveals that an increase in the wage rate only explains part of the
healthy result. That is, earnings growth for ordinary full-time workers increased by 2.3% over 2015. This is higher than the
inflation rate of 1.7%, but is certainly consistent with a sustained increase in employment and investment. Rather, it appears that
itis the strong hiring demand in NSW that has ensured employee earnings grew by more than 4% over 2015, as some workers
shifted to full-time employment, overtime increased and extremely low levels of industrial action resulted in very few working
days lost. In other words, the extremely healthy growth of employee incomes in 2015 that set NSW apart from all the other
States appears to have been driven by the strength and confidence of NSW businesses which have very strong demand for
labour, boosting take-home pay of workers which, in turn, underpins the future growth of the NSW economy

The information contained in this Report iz subject to change without notice. TGorp does not tee the acouracy, timeliness, relisbility or of the i and will not be
liabie for any errars, omisaions or actiona taken in reliance on the information in this Report. You should aveid placing any undue reliance on the forward locking infarmation. Any forward
looking infarmation is predictive in nature and may be affected by inaceurate assumptions or by known or unknown risks or uncertainties. The expacted results may differ from the resulte
ultimately achieved. Past perfo iz nota or i ion of future results. This Rewort is for the recigient enly and should mot be circulated without TGor's consent.
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