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The subdued outlook for growth

Post the March quarter National Accounts, we review the outlook for growth. Viewed in isolation, the 0.9% real
seasonally adjusted increase in GDP in the March quarter might look a good result. It does not take much digging
into the detail to uncover a less ebullient perspective; indeed, even that 0.9% increase in the March quarter left
growth on year earlier levels at a subdued and sub-trend 2.3%

Inventory Accumulation contributed 0.3% of the 0.9% increase, while Domestic Final Demand was flat. Export
volumes in the March quarter were strong (+5.0%); underpinning a 0.5% Net Export contribution to quarterly GDP
growth. Even that may have been flattered due to less than normal weather related disruptions to export shipments.
The commodity price driven weakness in the Terms of Trade, however, dragged down growth in Real Gross Domestic
Income in the March quarter to +0.2% and -0.2% on year earlier levels.

We view the ABS Trend Estimate of GDP, growing by 0.6% in the March quarter and by 2.2% over year as a
reasonable read through on how the economy is currently tracking.

Understanding the inevitable cross-currents in Australia’s latest National Accounts essentially returns to
understanding the impact of collapsing commodity prices and the monetary policy response they have enabled in
our current low interest rate world.
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We are surprised however, by the recent resilience of the spot iron ore price above $US60 per metric tonne. We
expect the apparent disconnect between the recent pricing of China steel (weaker) and the major input, iron ore
(stronger) to be resolved by iron ore price weakness. Were this not to be the case it would be supportive of national
income, Budget revenues ($US48/MT assumed in the Budget papers) the diversified miners and all else equal the

Australian dollar.
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This is also reflected in the recent
sharp slowing in nominal GDP
growth shown in the chart at left.

The ABS Trend measure of
Nominal GDP growth peaked at
10.0% in the vyear to the
September quarter 2008. Over
the year to the March quarter
2015 it increased by a mere
1.3%.

Weak nominal GDP bears down on
nominal wages growth (the Wage
Price Index +2.3% over the year)
household income growth and
domestically sourced profits.

In this context, Real Household
Consumption  Expenditure at
+2.6% is growing as well as could
be expected.
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To be fair, monetary policy is
working in the areas it is
reasonable to expect its impact to | 30000
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Bunnings and others suggests
retail areas related to housing
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Lower rates may also have been supporting consumption via increased confidence or wealth effects, although the
extent of this is uncertain. The Household Savings Ratio fell by 0.5% in the March quarter and by 1.3% over the
year to 8.3%. The household sector, however, is a net saver. It may also be that very low interest rates have led

to an increased propensity to run down savings to maintain consumption.

Australia: Private New Capital Expenditure
% ABS Current Price Trend Measure, % of Nominal GDP

Spurca: ABS cabng, S615.0 & 53060
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From a monetary policy
perspective, there seems, at best
very little to be gained via a
further reduction in rates from
the household sector.

Nor does it seem reasonable to
expect much change in Business
Investment Intentions from the
first round effect of a reduction in
financing costs. The issue here is
the outlook for returns, rather
than interest expense.

The decline in Mining Investment
is broadly locked in by the
dramatic change in commodity
prices and the extraordinary peak
from which it is now declining.

For Non-mining Investment,
what is required is a better
outlook for profitability based on
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a quantum shift in competitiveness. Absent an unexpected surge in productivity growth, this is most likely to occur
via currency weakness.

The RBA Governor Glenn Stevens observed in a speech on 10 June, 2015: "We remain open to the possibility of
further policy easing, if that is, on balance, beneficial for sustainable growth.”

As we have noted previously, the subdued growth and inflation outlook are not an impediment to further easing,
but to our mind there would be little to be gained from a further easing except to the extent it aided the required
adjustment in the exchange rate. As we have seen so far this year, superficially at least, two easings in monetary
policy (in February and May) have delivered little in this regard. The RBA TWI today is only 3% below the level at
the end of 2014.

Fortunately, we expect two key drivers to work towards a lower Australia dollar over the second half of the year.
Firstly, regardless of whether the Fed commences a gradual tightening of monetary policy at the September, October
or December FOMC meeting, we expect sufficient strength in the US economy from mid-year to support a stronger
US dollar. Secondly, as noted earlier (page 2), the spot iron ore price looks ripe for correction and should also push
the AUD/USD lower. (See chart below). Yes an implicit bias to ease is seemingly in place at the RBA, but we view
monetary policy as on hold until at least August.

By that stage, the AUD/USD should be weakening enough to allow the RBA to leave rates unchanged.

Australian Dollar and the Spot Iron Ore Price
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GENERAL RESEARCH DISCLAIMER, WARNING & DISCLOSURES

This document is provided by Evans and Partners ABN 85 125 338 785, holder of AFSL 318075.
Please see our website at www.evansandpartners.com.au/uploads/default/source/2015/04/58751.ResearchConflictofinte.pdf for important information regarding Evans

and Partners research.

The information is general advice only and does not take into consideration an investor’s objectives, financial situation or needs. Before acting on the advice, investors
should consider the appropriateness of the advice, having regard to the investor’s objectives, financial situation and needs. If the advice relates to a financial product that is
the subject of a Product Disclosure Statement (e.g. unlisted managed funds) investors should obtain the PDS and consider it before making any decision about whether to
acquire the product.

The material contained in this document is for information purposes only and does not constitute an offer, solicitation or recommendation with respect to the purchase or
sale of securities. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Investors should be aware that past performance is not an
infallible indicator of future performance and future returns are not guaranteed.

Any opinions and/or recommendations expressed in this material are subject to change without notice and Evans and Partners is not under any obligation to update or keep
current the information contained herein. References made to third parties are based on information believed to be reliable but are not guaranteed as being accurate.

This document is provided to the recipient only and is not to be distributed to third parties without the prior consent of Evans and Partners.
EVANS AND PARTNERS DISCLOSURE OF INTERESTS

Evans and Partners and its respective officers and associates may have an interest in the securities or derivatives of any entities referred to in this material. Evans and
Partners does, and seeks to do, business with companies that are the subject of its research reports.

EVANS AND PARTNERS CORPORATE RELATIONSHIP DISCLOSURE

Company Nature of Relationship

ANI Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months. Evans and Partners is acting as
Capital Markets Advisor for Fife Capital Funds Limited (as responsible entity of the Australian Industrial REIT “ANI”) in relation to 360 Capital Investment
Management Limited's (as the responsible entity of 360 Capital Industrial Fund) unsolicited, off-market takeover bid to acquire all outstanding units in ANI, and
will receive a fee for acting in this capacity.

ASH Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.

AUl The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and Partners is unable to give Sellers advice in respect to
a sale of this security.

BENPC, BENPF Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.

CGL Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months. A Director of Evans and Partners
Pty Ltd is a director of The Citadel Group Limited.

CTNG Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.

DUI The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and Partners is unable to give Sellers advice in respect to

a sale of this security. Evans and Partners has been appointed as Placement Agent in respect of the company’s renounceable rights issue and will receive fees
for acting in this capacity.

EGI Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.

HSO Evans and Partners has arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12 months.

MBLPA Evans and Partners has arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12 months.

MPL Evans and Partners has arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12 months.

MQG A director of Evans and Partners Pty Ltd is a director of Macquarie Group Limited.

NAB Evans and Partners has arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12 months.

REG Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.

SWM A director of Evans and Partners Pty Ltd is a director of Seven West Media Limited

TGG Evans and Partners Pty Ltd has been appointed as Sponsoring Broker in relation to the 1 for 4 pro-rata entitlement offer of Templeton Global Growth Fund Ltd

(TGG) and will receive fees for acting in this capacity.
RESEARCH ANALYST CERTIFICATION

I, David Jarman hereby certify that all the views expressed in this report accurately reflect our personal views about the subject investment theme and/or company securities.
We also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this report.

RESEARCH ANALYST DISCLOSURE OF INTEREST

I, David Jarman, and/or entities in which | have a pecuniary interest, have an exposure to the following securities and/or managed products: BHP, CBA, CSL, DXJ, HEWG, IEU,
IVV, MPL, NAB, S32, WOW, Evans & Partners International Managed Fund (Unhedged), IML Equity Income Fund and Macquarie Asia New Stars No.1 Fund.

DISCLAIMER Except for any liability which cannot be excluded, Evans and Partners, its directors, employees and agents accept no liability or responsibility whatsoever for
any loss or damage of any kind, direct or indirect, arising out of the use of all or any part of this material. All information is correct at the time of publication; additional
information may be available upon request.
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