Economic and market update

07 July 2016

Bob Cunneen

Senior Economist and Portfolio
Specialist

Bob reviews events in
Australian and
overseas markets
during June.

How did markets perform in June?

Global shares drifted lower in early June with concerns over Britain’s pending
referendum on whether to remain part of the European Union (EU). The surprisingly
decisive vote for Britain to exit the EU, known as ‘Brexit’, caused initial alarm in
markets by raising the possibility of Scotland’s independence as well as concerns
over European political stability.

However some share markets recovered their balance in the final week of June with
soothing comments from Britain’s central bank and the recognition that UK’s exit may
take some time. Surprisingly UK’s FTSE 100 Index recorded a strong 4.4% gain for
June given the benefit of a sharply weaker currency and expectations for an imminent
interest rate cut. US shares ended flat for the month while the Euro Stoxx 50 Price
Index fell by 6.5% with concerns that European economic integration has been set
back. Japan’s Nikkei 225 Index was particularly weak (a 9.6% fall) given the sharp
surge in the Japanese yen which penalises their exporters. Australian shares fell with
the S&P/ASX200 Accumulation Index down 2.5% for the month.

Global government bond yields edged lower in the opening weeks of June with the
soft US employment report. The US Federal Reserve’s (Fed) decision to keep interest
rates steady at June’s policy meeting was expected. However the Fed'’s lowering of
interest rate forecasts over coming years added some momentum to the fall in bond
yields. Britain’s surprise decision to exit the EU only accelerated this fall further.
Despite losing their AAA credit rating, British government bonds saw a remarkable
decline in yields after the Brexit vote. Australian government bonds rallied strongly
given concerns over European political risk.

The Australian dollar (AUD) managed mild gains against the US dollar given the more
cautious interest rate forecasts of the Fed as well as gains in commodity prices. Both
gold (+8.8%) and iron ore (+11%) recorded strong price gains in June. However the
AUD was weaker against the Japanese yen given the sudden flight to safety following
the Brexit outcome.

What were the key factors driving markets?

Britain’s decision to leave the EU generated considerable turbulence in markets as
well as European politics. European economic integration could come under severe
pressure if countries decide to have a vote on EU membership.

US economic data was mixed in June. A disappointing May payroll report with
subdued jobs growth caused some anxiety over economic growth prospects. However
there were more encouraging gains in consumer confidence, retail spending, house
prices and sales activity.

China’s economic activity data stabilised in June. China’s industrial production was
steady at 6% annual growth while retail sales were robust at 10% growth. China’s
residential property markets remain exuberant with strong 6% annual price gains for
new house prices.

Australia recorded solid economic activity. Australia’s March quarter GDP data shows
the nation’s economy expanded by 3.1% over the past year. Strong growth in
consumer spending, housing construction and exports have managed to offset the
downturn in mining investment. Australia’s labour market achieved solid growth in new
jobs for May with the unemployment rate remaining steady at 5.7%. The National
Australia Bank's business survey shows positive business conditions, suggesting that
the Reserve Bank of Australia’s decision to cut interest rates in May has been
supportive ahead of July’s Federal election.
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Want more information on performance?

For commentary about performance over the last 12 months, please access our ‘2016 financial year in review’ article and video
available at mic.com.au and on nabam.com.au

Important information

This communication is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705) (MLC), a member of the National Australia
Bank Limited (ABN 12 004 044 937, AFSL 230 686) group of companies (NAB Group), 105-153 Miller Street, North Sydney 2060.

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial situation or
needs and because of that an investor should, before acting on the advice, consider the appropriateness of the advice having regard to their
personal objectives, financial situation and needs.

You should obtain a Product Disclosure Statement (PDS) relating to the financial product mentioned in this communication issued by MLC
Investments Limited, and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the PDS is
available upon request by phoning the MLC call centre on 132 652 or on our website at mic.com.au.

An investment in any product referred to in this communication is not a deposit with or liability of, and is not guaranteed by NAB or any of its
subsidiaries.

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the market.
The returns specified in this communication are reported before management fees and taxes.

Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the
information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably held
or made as at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without notice) or
other information contained in this communication.

This information is directed to and prepared for Australian residents only.

MLC may use the services of NAB Group companies where it makes good business sense to do so and will benefit customers. Amounts paid
for these services are always negotiated on an arm’s length basis.

MLC Investments Limited ABN 30 002 641 661 AFSL 230705. Part of the

m aNAB company Nationgl Agstr.a.lia Bank Qroup of Companies. An investment with MLC is not a
deposit or liability of, and is not guaranteed by, NAB.
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https://www.mlc.com.au/personal/investments
https://nabam.nab.com.au/resources---insights/white-papers---investment-updates/investment-insights-investors

