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The Month in Review
Economic and Market Trends

Early indications suggest that the Brexit referendum outcorns may
have a substantial negative impact on the UK, economy. While most
of this evidence is anecdota’ at this siage, business surveys have
slumped, hirng intentcns have plummeted and the Bank of England
(BoE) revealad that its business liaison program had pointed towards
a sharp fall in business invastment intenticns since tha referandum.
In responsc tc this, the BoE cut its policy rate from 0.5% to 0.25%
and re-started its quantitative casing program, purchasing both
govzrnment and corporate bonds. The BoE also anncunced a
funding program for UK banxs and indicated that further stimulus
measuras would lkely bz forthcoming. The aggressive BEcE responze
has also pushed the British currancy lower.

At this stage. the neaative effects of the Brexit referendum appear to
be confired 1o the UK itself. Europzan business confidence remaired
firm in July, while manufaciunng activity in Genmany appears to have
jumpad substantially higher in recent months.

The tone of US ecoromic data also remains favouranle, with non-
tarm payrolls (+255,000) and wages growth (+0.3%) growing strongly
in July. New home sales increased by a faster-than-expectad 12.4%
in July, while the consumer confidence rdex also surged in August.
The Aflanta Federal Reserve currently estimates that annualised
GDP growth in Q3 will ba around 3.5% which would be a markad
acceleration from the pace evident in the first half of 2016.

At the US Federal Reserve's Annual Jackson Fele Conference, Mec
Cheir Janet Yellen stated that the case for a rate hike hed
‘strengthenad’ in recent months. | ler commeants were followed up by
the Fed's Vice Chair Stanley Fischer who sugiested that the first rate
hike could occur as soon as September. The August employment
report wil be very impcrtant for Fed policymakers when deciding
whether a Septzmber rate increase is appropriate.

Japanase palicymakers also announced further easing maasures
over the last month. The Bank af .Japan decided to step up tha pace
of its equity praduct aurchases, while additional fiscal spending
measuras were also urveiled, Both measures, nowever, fell shart of
expactations. Further easing measures are expected in 2016,

The Rescrve Bank of Australia (RBA) cut its cash rate to 1.50%
following ite August policy mecting. The recent disinflation provided
scope for the REA to cut rates, while the RBA was also confident that
tighter bank supervisory measures woulc prevent a further sharp
increase in house prices and housznolc debt. With overall Australian
grow:h just moderate, the RBA decidad that a race cut was justified.

Most of the economic data rzleased over the last month supported
the RBA's decision. The weakness of retail spending evident over the
last & morths persisted in June, with spending rising by just 0.1%.
Indeed, relail sales increesed by just 2.8% over he lasl year, down
from an annual pace of almost 6% Lwo vears ago.

Equity markets were more downbeat in August. Daspite the US
equity market testing new highs, it tinished the menth U.1% lower
Ihe ASX200 fell more sharply (2.3%), daspite the wesker A% |
1.0%). Commodity prices were mixed. Brent oil increased 10.8% in
the month, whila iron ore prices fell 3 7%. Gold prices fall 3.1%.
Comments made by US policymakers in Jackson Hele pushed bond
yields higher as investors reassassed the probability of rate hikes in
2016. The US 10-year yicld increased 13bps to 1.58%. In contrast
the Australian 10-yaar yield fell 5bps to 1.82%.
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The State of NSW
NSW businesses leading the rest of Australia out of the investment doldrums

NSW tirms have responded to the strong growth opportunities ir the State by increasing investment in their businesses.
Ower the year to Jure 2016, NSW busiress investment has increased by 7% compared with a decling of 23 4% n the
rest of the Australia. While this confirms that NSW businesses are substantially more upbeat than their courterparts in
the rest of the naton, the difference is even starker whan viewed over a longer-term perspactive.
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As shown in the chart above, NSW business investment is 30% higher than it was in early 2009. In contrast. investment
in the mining States has naw raturmed to tha level it was in 2009 as the mining boaom unwinds But tha really interesting
comparison Is with the other non-mining States, where investment remains below the level that It was in 2009,
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I'he strength of business INvestment in NSV reflects the pesitive momentum in the economy and the broad-based
naturc of its growth. This is also reflected in the MAB Business Survey, whore NSW has & clear lead across the
nation. The large oipeline of infrastructure prcjects have provided firms with the confidence that activity will remain
heathy for & sustained period, wnile the strangth of the lzhour market is praving to he a magnat for workers which
then underpins the demand for housing and consumer spending. Racord levels ob housing construction are adding
to that mix, while export-oriented firms have also rasponced to the weaker A$ and have boosted sales.

The nfarmaton sohlaned ir 1is RAper i subfect (© change WMot nofes. TGO does not guaranies e ACoURaCK, IFelmess, reuaniify of completeness of the informaricn a7 wil not te
liahla far any amors. amizsian: or actions taken in riance ar fa mformaton o this Repart Yeu abould aund placing any undue relianse on the fowarn loaking infarmatior Any fanvand
lesking Iferrietize ja procietive in natime and may ba affected by raceurate aasumplons o« by kinewn or unknewn raks o unsartalobea. The exsacied wsults ey dffer from the meaults
utmately ecneved. Fast periommance isnota ar of lulre rezuits. [Miz Keport 1z ior te r=cipient oniy and should not pe arcw'ared arthout | Lorp's conzant.
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