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SUMMARY

March saw further good news about the pace
of global economic recovery, with the OECD
revising up its forecasts for global growth, and
strong employment and growth figures reported
in both Australia and the US. Financial markets
received the better news on growth with mixed
feelings. Their concern is that the US economy
will start to overheat sooner than expected,
leading to higher inflation and tighter monetary

policy.

The US bond market was the focus of these
concerns, with yields rising through the month
and impacting a range of other markets. Gold
and emerging market equities both fell because
of the higher bond yields and the associated
stronger US dollar. In the US equity market, the
S&P500 index posted a 4% gain despite a fall
in the Price/Earnings ratio. The message from
this is that equity investors were encouraged
by the prospect of better profits growth from the
stronger economy. REITs and infrastructure
equities also had a good month despite the
concerns about higher bond yields.

The A$/US$ eased from around US$0.783 at
the end of February to around US$0.765 at the
end of March as the US dollar strengthened
against other currencies and the iron ore price
declined.

e, u.@‘
~ MARCH SAW EURTHER GOM

EWS, ABOUT-THE PAGE.OF
oL ECONOMIT-RECOVERY

-



ECONOMIC SNAPSHOT

EQUITY MARKETS GENERALLY HAD A
GOOD MONTH DESPITE ONGOING CONCERNS
IN THE US BOND MARKET
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MARCH 2021 KEY DEVELOPMENTS

March saw further good news about the pace of global economic recovery, but global investors
were unsure whether this would mean good news for profits or bad news for inflation. Volatility
in equity markets reflected the balance of these forces in investors’ minds from one day to
another.

Among the good economic news, the OECD revised its forecasts for global growth this year
from 4.2% to 5.6% and from 3.7% to 4.0% for 2022. The OECD cited the rollout of COVID-19
vaccines and the big fiscal stimulus in the US as key factors behind the improved outlook. The
OECD also revised up its forecasts for Australia, with GDP growth in 2021 now expected to be

4.5% (previously 3.2%) and 3.1% in 2022.

Local economic news included the ABS reporting that GDP grew 3.1% in the fourth quarter of
2020, which was more than generally expected. By the end of 2020 GDP was only 1.1% below

its level a year earlier. The figures showed strong consumer spending in areas linked to
reopening the economy (e.g. recreation, hospitality and spending on vehicles) as well as a

sharp drop in household savings.

The NAB Business Survey showed both business confidence and conditions rising to their
highest levels in a number of years. Surveys also showed improvements in consumer
confidence. Employment in February rose by just under 89,000 and the unemployment rate fell
from 6.3% to 5.8%. These figures were better than expected by the markets.

In the US, the labour market figures were also
better than expected. Employment rose 916,000 in
March and the unemployment rate fell to 6%.
Indicators of manufacturing activity rose strongly,
with the national ISM manufacturing PMI at its
highest level since 1983. The ISM’s service sector
index also posted solid gains in March.

Meanwhile in China, there were more signs of
economic activity slowing down as the authorities
seek to moderate the growth of finance in the
system. Nevertheless, China is still expected to
achieve a robust rate of growth this year.

Financial markets received the better news on
global growth with mixed feelings. This applied
especially to the US where Congress passed the
US$1.9 trillion stimulus package and talk has

begun on another massive package to address
infrastructure needs and other matters. The
markets worry that the economy will start to
overheat sooner than expected, leading to higher
inflation and tighter monetary policy.

The US bond market was the focus of these
concerns. The yield on 10 year US government
bonds rose from 1.45% at the end of February to
1.75% at the end of March. The yield on inflation
protected bonds (TIPS) rose from -1.04% to
-0.68% over the same period. The difference
between the yields on these two types of bonds
reflects the market's expectations of inflation.
These expectations were around 2.15% at the
start of March and 2.4% by the end of the month.
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The markets are concerned central banks are
being too blasé about inflation risks and the
need to keep interest rates down. However, both
the Reserve Bank and the US Federal Reserve
reiterated that they do not see inflation as a
problem for some time and will be maintaining
current interest rate settings for another 2-3
years.

The higher US bond yields impacted a range of
other markets. For example, the price of gold fell
again as the TIPS yields rose. Gold is very
sensitive to the direction of TIPS yields.
Emerging market equities fell because much of
these nations’ external debts are denominated in
US dollars. As US yields and the US dollar rise,
both of which happened in March, so EM
equities tend to underperform.

In the US equity market, the NASDAQ had a
volatile month and finished March not much
higher than February’s close. The NASDAQ
index is populated by stocks that do less well
when inflation expectations and bond yields are
going up. In contrast, the broader S&P500 index
posted a 4% gain in March. Importantly, this was
achieved despite a fall in the Price/Earnings
ratio. The message from this is that equity
investors were encouraged by the prospect of
better profits growth from the stronger economy.

REITs and infrastructure equities also had a
good month despite the concerns about higher
bond yields. Prospects for reopening economies
as vaccines are rolled out, and the impact of Mr
Biden’s infrastructure program would have
helped these sectors.

The A$/US$ eased from around US$0.783 at the
end of February to around US$0.765 at the end
of March. This reflected the decline in the iron
ore price, as well as some strength in the US
dollar as US bond yields rose more than those in
other countries.

4 | MARCH 2021



ECONOMIC SNAPSHOT

MAJOR MARKET INDICATORS

31-Mar-21 Changes over periods shown:*
1 Month 3 Months 6 Months 12 Months

USA  0.07% -0.01% -0.01% -0.01% 0.05%

Europe  0.00% 0.00% 0.00% 0.00% 0.00%

10 Government bond yields

USA 1.73% 0.28% 0.81% 1.05% 1.06%

Europe -0.28% -0.02% 0.30% 0.24% 0.18%

uity markets

AREITs 3244 4.4% -2.4% 9.6% 36.7%

Topix 1978 6.1% 9.6% 21.7% 41.0%

MSCI Emerging Markets 1319 -1.5% 2.2% 22.0% 55.5%
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Aud TWI  64.20 -0.5% 1.3% 5.8% 17.4%

Euro/Usd  1.1727 -3.4% -4.2% 0.0% 6.9%

Commodity markets

Qil 60.6 -1.6% 25.2% 51.2% 195.2%

Coal 86.1 0.0% 10.1% 65.5% 30.0%

*For cash rates and bonds the changes are % differences. For the rest of the table, % changes are used.
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