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The Month in Review
Economic and Market Trends

In Cictober, long-dated bond yields rosa substantially. This shift has
oeen driven by three developments. kirst, markets are bacoming
resigned to the Fed raising rates in Dacamber. Second, nvestors are
alsc questioning whethar cantral banks in Japan and Europe have
reached the limit of thair unconventional policy measures. Third,
there are soms early signs that inflation is beginning to pick up.

In the JS, socme positive economic data wil keep the US central
oank cn track for a December interest rate hike. The US ecancmy
grew at & 2 8% annualisad pace in the Seplember quarter, which is
the strongast pace snce 2014. At the same timz, the Cmployment
Cast Index ncreased by 0.5% n Q3 wnich suggests that wages
growth is picking up. The main disappointrznt for the US in October
was the weakness i consumer sentiment which appears to havs
oeen hamed by uncertainty akead of the upcoming =lection.

Following the Zuropean Central Bank’s (ECE) October policy
meeting, ECB President Mario Draghi said that extending its
quantitative easing programme (C1E) hayond March 2017 was not
discussed. | nis disaoponted some Investors wno were looking for
some reassurance that the ECB remained committed to QE following
a news arficle which raported that some ECH officials wers
considering how the ECB might go about tapsaring its bond
ourchases. While this acded fo upward pressura or long bond yields,
Craghi did indicate that a "sudden stop [in QEj is not in anyboay's
mind. lts not somathing thal people naturally conternplale”.

In China, producer prices are rising for the first time in 4 years. The
comkinafion of higher commaodity prices and the weaker Chinese
currency has enablzd Chinese firms to raise their local-currency
denominated selling prices while keeping their export orice
anchanaed. This development will be a pos tive for the profitaoility of
the Chinese corporate sector in the near term. The Key question for
nvestors, however, is whether the Chinzse authorities will continue
{0 allow the Chineszs Renminbi 1o depreciale, which would un
counler 1 their public slalements. In addition, il he currency were o
weAken much e lhze it would exer pressure on those fnns wilh

| IS%-d=anominatec horrowings, which are already facing higher
funding costs in the waka of the 1S money-market reforms

In Australia consumer prices rose by 0.7% in the September quarter
and by 1 3% cver the past yeaar, while undsrlying inflation was |ust
0.4% in Q3 and 1.7% over the past year. While this 15 <till well balow
the bottom and of the Reserve Bank of Australia's (RBA) 2-3%
nfiation target, it was in line with expectations and markets became
more confident that the R3A would keep palicy on hold. That sad,
there are fow signs that nflationary oressures are re-cmarging. and
30 it could be too 2arly for the RBA to declare victory.

Long-dated bond vields were the big movers cver October. The US
30-year vield rose by 2Gbos, while 10-year vields increased by
23bps. Australian bond yields were particularly hard hit, with the 10-
yedl ©GS yield increasing by 44bps 10 2.35%. This sell-oll refleclzd
a stronger inflation oullook. 10-year Break-even infllalion rales in
Bushialia incieased 24 bps o 179% The helly increass in bond
yields was also associatad with weaker equity markets, at I2ast in the
LIS and Australia The S&PSCA fell by 1 9% while s Australian
marka: declined by 2 2% Stock markets in narts of Europe and Asia
fared better, with the German market ricing by 71.5% and th2 Nikkai
Jumping by 5.9%. The A% fell by 0.7% against its US counterpart over
October, but was stronger against the Euro and Yen.
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The State of NSW
First-home buyer activity is not as bad as the data suggests

According to the Statistician, the percentage of first-home buyers (FHH) applying for mortgage loans has tallen
from around 35% of all loans to le2ss than 10% in arcund 6 years. Over time, the percentage of FHB mortgage
apolications has averaged around 20% cof the tctal. It is true that the rapid increase in house prices n NSW has
reduced housing a‘fordanility, and therefare the ability for FHBs to enter the market. but the data may he
ovarstating the impact to the overall FHB cohorl for thrae reasons. First, the data only captures those who apply for
loens through a financial institution, and not those who can gain finance elsewhere — like borrowing from family.
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Sacond, anecdotal information suggests that some FHBs are breaking into the property market by buying an
investment property, rather than becoming cwner occupiers. Mareover, invesior loan data are not broken into FHBs
and non-FHEBs. If that person then used the capital gan from their investment oroperty to use as a deposit for an
owner-occupied haema, they would na longer ba considered a FHE and so would not be recorded anywnere
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Last, the Stalistician has had trouble measuring FHD activity because “some ienders were repotting onfy loans
exlended (o first horme buyers who had also received & First Hoime Owrier Granl, instead of alf first horne buyers.”
While the Statstician has tried to correct these data, It Is pcssible that ingering 1ssues remain. Uverall, we believe
that FHE activity is trending closer to the long torm average than the data would suggost.

Ihe Alomation con'aned i Mz fepsit @ subject o crange witicul notce. | Lomp d2es not guaraniee Me acouLrecy, imeliness, relisbiity of comgietenass of the irfcmation and Wik nof be
Jiakle farany ammes, amesien: oractiang fsken iv relanca an tha Rfmsting n this Repert vou sheud aunid placing any Ladue reliance on the frrvand lanking informatinn Any forasrd
Jooking infarmation is predictive in nakine ana may be affscted by hecourete assumpfions or by hnown or Lnknowr Fsks ar unserahbes, The expected results may oiffer fram the resulta
wiimatels achieved. Past perfommance iz nat a querean'es or indcation of wivre resahs, This Report k& 'o: the maoicien! only srd showid mat be cirzulated withou! TCorp's consent,
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