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-8.34
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Performance

Although the JMFG Australian Equities Strategy is generally representative of client portfolios, Individual performance may differ from the results above. These differences
can arise due to various issues, some of which may relate to initial timing of investments and cash inflows and outflows. Performance is calculated on a TWRR basis; nonannualised, and includes fees (post 1 Jan 17) and taxes. Strategy Inception for Performance Data is July 1st 2014.

Month in Review – A review of events that influenced the share market in May
The election produced an unusual “up” result for the ASX in May this year – JMFG’s Australian Equities Strategy gained 1.62%, keeping
pace with the ASX All Ordinaries Accumulation Index, which rose by 1.67% for the month. Strongest sectors during the month overall
included Telecommunications 7.3%, Healthcare 3.3%, and Materials 3.2%. Weakest sectors were Consumer Staples -4.2%, Information
Technology -4%, and Energy -3.8%. By comparison, international markets fell substantially – notably, the key American indices NASDAQ 6.0%, DJIA -6.7%, and S&P500 -4.9%, and elsewhere; Japan’s Nikkei 225 -5.6%, Germany’s DAX -2.6%, and China’s Shanghai index -5.8%.
Elixinol Global, a hemp-based foods and nutriceuticals company, was added to the portfolio during May. We increased holdings of The
Citadel Group and St Barbara on price weakness following short-term forecast downgrades, and added to Telstra to strengthen the
defensive position of the portfolio on news that its competitors are unlikely to pull off a merger. We reduced our positions in Macquarie
Group and Netwealth on price strength, and sold out of WBC entirely on the post-election bank rally. The portfolio cash holding at monthend was 9.8%.
The strongest performers for the portfolio during the month included:


Mach7 Technologies +40%, FlexiGroup +30%, and Northern Star Resources +19%

The weaker performers for the portfolio during the month included:


The Citadel Group -37%, St Barbara -17%, and Ioneer -13%

May saw a post-election bounce led by large caps mainly in the Banking and Materials sectors. Expectation that central banks globally will
keep setting rates lower for longer is now built into the market, driving the shift from momentum and growth themed stocks to quality and
stable yield stocks. The shift is likely to continue through the year as economists forecast central banks will continue downward pressure
on lending rates with the perceived risk of global slowdown in the second half of 2019.

Chart/Table of the Month – Global Economic Conditions

We last updated the Global Economic Conditions table in
November 2018. Since then, there have been minor reductions
in growth rates across Europe. Real GDP growth across Europe
has moderated from 1.9% to 1.5%, with France declining from
1.4% to 1.2% and Germany from 1.2% to 0.7%. However, the US
and UK have had slightly stronger growth, with the US at 3.2%
from 3.0% prior and the UK at 1.8% from 1.5% prior. Inflation
levels have generally moderated, by around 0.5% across most
regions while unemployment levels are broadly unchanged.
The measures mentioned above are historical and tell us
nothing of future growth. Interest rates do however offer some
insight into expectations and they have fallen quite dramatically
since November. The US 30-Year Treasury Bond yield has fallen
from a high of 3.4% to its current rate of 2.6%, with the 10-year
falling a similar amount to 2.1%. UK 10-year treasuries have
fallen from 1.7% to 0.9%, German 10-year treasuries from 0.5%
to negative 0.2% and French 10-year treasuries from 0.8% to
0.2%.
Low interest rates provide valuation support for equities via
lower discount rates for high growth, high PER stocks whilst
making high yielding lower growth stocks an attractive
alternative to low yielding bank term deposits and bonds.
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Due Diligence – A closer look at a stock of interest
Telstra
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We previously cut Telstra from the portfolio in May 2017 amid its slow fall from grace that did not appear to be turning around at the
time. The stock continued to slide on news of declines in profits and subsequent pruning of its dividend payment. Prior to the
decline, Telstra was seen as a fairly safe 5-6% yield investment
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The competitive environment for Telstra softened this May when regulator ACCC chose to block the attempted merger of TPG
Telecom and Vodafone Hutchison – thus reducing the mid-term competitive threat to Telstra's 5G network and further entrenching
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Right now, 4G can only operate up to 6GHz, whereas 5G will handle
anywhere between 30GHz and 300GHz. 4G has a peak speed of 1GB per
second; 5G is able to achieve speeds of 20GB per second. In addition,
because of the way 5G uses its spectrum, it can handle up to an additional
1,000 device connections per meter.
This will bring huge improvements to mobile device use. 5G consumers will
see significant speed increases, and since these radio frequencies won’t
already be over-crowded with existing devices, given 5G is entirely new, there
will be little contention and very low latency (data delay) in a network that
can accommodate a much higher payload even when usage becomes
ubiquitous. Also, as more users move to 5G, continuing 4G users will find
their experience also improves with the reduced connection contention.
“In breaking news, Australian gamers and YouTubers flock to Toowoomba
to take advantage of early 5G rollout in the district!”

We see this mobile network improvement likely to win back profits and
confidence for Telstra. Who knows where it will leave the NBN, however.

Global Interest Rates Pointing To Slowdown
Global interest rates have dropped quite dramatically from recent peaks reached last October/November. Rates have typically declined
by 80-100 basis points toward historic lows across most developed economies. The implication is that economic growth has slowed and
is continuing to slow. We highlight in our Global Economic Conditions table overleaf that a degree of slowing has already occurred,
based on Real GDP growth for the last 12 months, relative to those same growth rates last November, as per FactSet consensus data.
The consensus forecast data for Real GDP growth also supports the view that growth will slow over calendar year 2019. UK Real GDP
growth is forecast to moderate to 1.3% for 2019, from 1.8% for the prior 12 months and the U.S. from 3.2% to 2.4%. France and
Germany are forecast to improve modestly but from fairly benign levels, hence not enough to offset slowdowns in the UK and USA.
FactSet consensus data is simply a collection of economic
forecast data from investment banks and research houses
around the globe – it may or may not prove to be accurate,
but the market’s treatment of expected interest rates is
certainly evidence of pricing for a slowdown.
What is interesting about the current slowdown in growth to
date is that unemployment levels have not deteriorated. In
fact, according to current FactSet data relative to last
October/November, unemployment levels have actually
declined further. Other than France at 8.7% (it was 9.1% last
October), all of the other large developed economies are
under 4.0% unemployment levels. China also is under 4%.
The slowdown we are currently having is probably reflected
in slow global wage growth across developed economies, but
it is not reflected in unemployment. Should that continue,
the impact of the slowdown is likely to be less severe on
government budgets.

Important Information - JM Financial Group has made every effort to ensure the accuracy of the information contained in this document. However, no warranty is made as to the accuracy and reliability of the
information. Past performance is no guarantee of future performance. This report does not take into account a reader’s investment objectives, particular needs or financial situation and is general information only.
It should not be considered as investment advice nor be relied on as an investment recommendation. If you would like to discuss further please contact us on +61 (3) 9627 9900.

