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Summary of Key Views 
Divergence increasing? 

 

Markets continued their positive trajectory over the 
March quarter. From an Australian perspective, the 
quarter saw traditional ‘defensive’ sectors such as 
Healthcare, Utilities and Consumer Staples outperform, 
which contrasted with previous quarters where energy 
and materials sectors were dominant. We also witnessed 
a cooling of the ‘Trump trade’ as investors expressed 
concern about US President’s ability to execute his pro-
growth policy agenda. Geopolitical risks also took 
centre stage, as tensions with North Korea and the 
looming French presidential elections came into focus. 

 

As indicated in the last issue of the Investment Outlook 
Report, we are seeing increasing divergence in 
valuations between regions across a variety of sectors. 
That said, nothing is looking like a ‘screaming’ buy on 
traditional valuation measures, such as the cyclically 
adjusted prices earnings ratios (CAPE) and, conversely, 
some markets continue to look expensive. Interestingly, 
we have seen the bond yield curve steepen in the US as 
well as Australia, suggesting that bonds are trading not 
far from fair value. In terms of business cycle indicators, 
PMIs, unemployment figures and consumer confidence 
have generally been positive. 

 

Momentum signals continue to be strong across equity 
markets, while risk measures such as the CBOE VIX 
index remain low. Interestingly, indices such as the 
CBOE SKEW Index, which measures the level of tail risk 
hedging via out-of-the money options, is elevated. This 
suggests that, despite the strong momentum in equity 
markets, investors are keen to maintain a level of 
protection. Tail risk events are difficult to predict, 
however periods where market momentum is high and 
volatility is low can be indicative of a market pull back. 

 

Our asset allocation tilts have not changed since last 
quarter. We continue to hold a slight underweight 
exposure to equities and listed property, and an 
overweight exposure to alternatives and cash. We 
continue to monitor asset price valuations and the 
strength in earnings in equity markets, the trajectory of 
the business cycle, and risk factors. 

 
 
Market developments during March 
2017 included: 

Equities 

The Australian market powered on through March, 
returning 3.32% during the month with all sectors 
gaining. The index delivered 4.82% in Q1 2017, with the 
12-month return holding at a non-trivial 20.49%. In 
March, the Healthcare sector (+5.62%) built on solid 
gains made through the start of the year, led by Ansell 

(+13.06%) and Sirtex Medical (+12.23%), which is 
catching up with the sector after disappointing results in 
December. Heavyweight CSL (+7.06%) continued to 
push higher after upgrading its guidance in January.  

 

March was another strong month for Consumer Staples 
(+5.59%), with a2 Milk (+23.98%) still benefitting from 
rival Bellamy’s fall from grace, and Australian 
Agricultural Co (+16.90%) was boosted by higher cattle 
prices and strong demand for beef. Materials (+0.78%) 
was the worst performing sector in March, posting only 
marginal gains after falling 3.03% in February. The 
biggest losses came from Resolute Mining (-19.25%) and 
Oz Minerals (-13.77%). Small cap equities 
underperformed the top 200 in March, with Resources a 
drag (-3.00%) while Industrials (+4.56%) gained.  

 

 

Fixed Interest 

Global yields generally ended flat in March, after some 
movements higher earlier in the month. While rates 
have been trending higher since October 2016 and yield 
curves have steepened, investors appeared to embrace 
duration again in the latter part of the month, reflected 
in longer-term fund flow. The US 10-year Treasury yield 
ended where it started the month at 2.39%, after rising 
to an intra-month high of 2.63%. While recent CPI 
releases in both Europe and the US have been 
promising, the numbers have moderated in recent 
months, and core inflation remains well below central 
bank targets. The return on US corporate investment 
grade bonds was -0.18% in March, while US high-yield 
debt returned -0.14%. For the first time since October 
2016, credit spreads showed a material expansion, with 
the BofA Merrill Lynch US High Yield OAS rising from 
3.74% to 3.92%.  

Global bonds, measured by the Barclays Global 
Aggregate TR Index, returned 0.03% in March (in AUD 
hedged terms). Returns on Australian corporate bonds 
were 0.56% while government bonds returned 0.42%, 
with the yield on Australian 10-year Treasuries falling 
slightly from 2.72% to 2.70%. The UK 10-year Gilt yield 
fell from 1.15% to 1.14% in March – softer since its 
postBrexit high of 1.51% in January. The German 10-
year Bund yield rose from 0.21% to 0.33%, while the 5-
year Bund rose from -0.58% to -0.39% and has been 
persistently negative since October 2015. Since turning 
positive in November 2016, Japanese 10-year yields rose 
modestly in March from 0.06% to 0.07%. 

REITs (listed property securities) 

 

The S&P/ASX 300 A-REIT Accumulation Index added 
0.71% in March after an impressive bounce-back in 
February. The big gainers were Rural Funds Group 
(+7.01%) and Hotel Property Investments (+5.69%), 
while the index was dragged down by losses from 
shopping centre giants Scentre Group (-1.61%) and 
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Vicinity Centres (-2.08%), with slowing wage growth 
starting to bite (as well as the spectre of online retail). 

The A-REIT market has displayed remarkable resilience 
but has struggled in the uncertain rate environment, 
with the index ending March where it began at the start 
of 2017. However, while rising yields will put pressure 
on A-REIT values, the sector may continue to be a 
source of stability, especially if equity markets become 
more volatile through 2017. 

Globally, REITs were under renewed pressure in March, 
with the S&P Global REIT NTR Index returning -0.18% 
(in AUD hedged terms), while the FTSE EPRA/NAREIT 
Developed NR Index was down 1.51% as global yields 
moved higher. With the Fed signalling two more 
potential rate rises for 2017, cap rates and leasing 
spreads may continue to come under pressure, but if the 

tightening path remains on the dovish side, yield 
producing asset classes like REITs may continue to be in 
demand. 

Alternatives 

Preliminary estimates for March indicate that the index 
was unchanged (on a monthly average basis) in SDR 
terms, after increasing by 3.7 per cent in February 
(revised). An increase in the price of iron ore was offset 
by a lower coal and oil prices. The rural subindex 
increased slightly in the month, while the base metals 
subindex decreased slightly. In Australian dollar terms, 
the index increased by 0.5 per cent in March. 

Over the past year, the index has increased by 50.1 per 
cent in SDR terms, led by higher coking coal and iron 
ore prices. The index has increased by 43.2 per cent in 
Australian dollar terms. 
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