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Summary of Key Views 
Local Headwinds 

 

Growth assets were generally flat to negative in July, 
with global market returns hampered by a rising 
Australian dollar, which appreciated 3.8% against the 
USD. Global growth appears to have converged around 
the 2% mark, however inflation does not appear to be 
on the horizon in the near term.  

 

Despite the pull back in global markets in Australian 
dollar terms, the US market pushed on, building to new 
record highs in US dollar terms. Just as interesting is 
that the VIX index, which measures the market’s 
expectation of volatility, reached an all-time low falling 
below 9 for the first time ever. There is growing debate 
as to how to interpret the low level of volatility in 
markets. One interpretation is that is it reflective of 
market resilience, while the other is that it is indicative 
of an impending market correction.  

 

The VIX is one of the indicators we observe within our 
investment committee process and it should be used 
within the context of a broader framework that factors 
in valuation, economic indicators, as well as other short-
term metrics such as price momentum. When we look at 
markets from this perspective we suggest that the 
market may be mispricing volatility and that investors 
have become complacent, especially as markets such as 
the US continue to extend their gains. We will continue 
to monitor the market for any early signs of a transition 
to a higher volatility regime.  

 

Economic indicators have improved, although they are 
not materially above trend, and price momentum 
continues to be strong in equity markets. We believe 
that asset valuations are not cheap, and we remain 
cautious in our asset allocation positioning, further 
reducing our exposure to Australian equities largely 
based on weaker expected earnings growth. On a 
relative view we prefer global equities over Australian, 
however we remain underweight equities overall. We 
continue to hold extra cash with a view of deploying it 
upon an improvement in asset valuations or earnings 
outlook. 

 
Market developments during July 2017 
included: 

Equities 

 

The Australian market had another flat month in July, 
down 0.01%, with gains from the Materials (+3.57%) and 
Financials (+1.25%) sectors propping up the index. 
Within the Financials sector, big four Westpac (+4.29%) 
and ANZ (+3.17%) enjoyed positive gains, while 
nonbank lenders FlexiGroup (+5.75%) and recently 

listed Eclipx Group (+3.92%) rose after reaffirming 
earnings guidance for FY17. Gold miner Saracen 
Mineral Holdings (+14.96%) led the gains for the 
Materials sector, announcing strong drilling results at its 
Carouse Dam and Thunderbox mines.  

 

Healthcare, which added 23.48% in H1 2017, was down 
in July, falling 7.47%. Mayne Pharma (-11.52%) was the 
hardest hit, with further underperformance of its $900m 
generic portfolio acquisition from Teva Pharmaceutical 
Industries. Bucking the trend was Sigma Healthcare 
(+7.26%), which reached a negotiated settlement with 
Chemist Warehouse Group over a disputed supply 
agreement. Australian small shares managed a small 
positive gain, with the S&P/ASX Small Ordinaries 
Accumulation Index returning 0.34%. 

 

The S&P 500 gained 1.93% in USD terms and pushed to 
a new record high, but fell 1.94% in AUD terms as the 
USD weakened. Telecommunications (+2.34%) and 
Information Technology (+0.39%) were the only sectors 
to gain in AUD terms. Heavyweight Verizon 
Communications posted 5.66%, while Facebook Ashares 
rose 7.86% and GPU manufacturer NVIDIA gained 
8.16%. The Dow Jones Industrial Average pushed above 
22,000 points for the first time, with no small thanks to 
Apple, which jumped 3.27% in USD terms before hitting 
a new record high in early August. Reinforcing the aura 
of invincibility for US shares, the VIX, otherwise known 
as the ‘fear index’, closed at its lowest level ever in July 
at 9.36, and even hit an intraday reading of 8.84 (the first 
time the VIX has ever fallen below 9).  

 

Globally, the MSCI World Index lost 1.59% in AUD 
terms, with the Japanese and German markets the main 
drags. The Euro Stoxx 600 Index fell 0.77%, with gains 
from the Resources (+7.74%) and Insurance (+2.89%) 
sectors helping to stem the tide. The DAX fell 3.90% as a 
crisis erupted in Germany’s automotive industry, with 
the big five (Audi, BMW, Daimler, Porsche and VW) 
threatened with multi-billion euro fines for cartel 
behaviour by the European and German competition 
authorities. The French CAC 40 eased 0.95%, while in 
the UK the FTSE 100 Index fell a further 1.65% after 
dropping 4.73% in June. In Asian markets, the Nikkei 
225 Index fell 2.62% while the Shenzhen CSI 300 Index 
was down 1.33%. The MSCI Emerging Markets Index 
rose 1.81%, supported by Chinese and Indian shares. 

 

Fixed Interest 

Global yields were mixed in July, with long-term yields 
in Europe generally rising and spreads narrowing, 
while in the US and UK yields were down slightly. The 
US 10-year Treasury yield fell from 2.31% to 2.30% after 
rising to an early high of 2.39%. The return on US 
corporate investment grade bonds was 0.76% in July, 
with the index reaching a new record high, while US 
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high-yield debt returned 1.15%, with the index similarly 
near record high levels.  

 

The BofA Merrill Lynch US High Yield OAS narrowed 
slightly in June from 3.77% to 3.61% and reached a high 
of 3.85%. Global bonds, measured by the Barclays 
Global Aggregate TR Index, returned 0.37% in July (in 
AUD hedged terms), with a number of developed 
market indices pushing to new record highs. Returns on 
Australian corporate bonds were 0.17% while 
government bonds returned 0.55%. The Australian 10- 
year Treasury yield rose from 2.66% to 2.68%, hitting a 
three-month high of 2.75%. The UK 10-year Gilt yield 
rose from 1.26% to 1.23% in July. In contrast, the 
German 10-year Bund yield rose from 0.46% to 0.54%.  

 

Japanese bond prices stabilised in July following the 
successful auction of 5- and 10-year notes. The BOJ 
responded to recent falls in the bond market by offering 
to buy unlimited amounts of 10-year debt at 0.11%, 
effectively setting a floor on yields and providing an 
anchor for 20-year bonds. The JGB market also drew 
relief after the BOJ announced that it will keep 
unchanged the value of bonds it plans to buy through 
its operations in August. Japan’s 10-year yield rose from 
0.01% to 0.08%. 

 

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index had 
another tough month in July, losing 0.15% with a rise in 
bond yields placing some pressure on the sector. 
Retailfocused REITs were mixed, with Westfield 
Corporation (-4.63%) down while Vicinity Centres 
(+7.00%) and Scentre Group (1.98%) were able to shake 
off the Amazon blues. Australia’s largest residential 

developer Stockland lost 4.11%, with cap rates on recent 
major deals tightening. The best performing A-REIT in 
July was popular dividend share Rural Funds Group 
(+8.13%), with diversified farmland property and 
attractive rental agreements. A-REITs are offering a 
current-year distribution yield of around 4.9%. 

 

Global REITs were slightly higher in July, with the S&P 
Global REIT NTR Index returning 1.00% (in AUD 
hedged terms), while the FTSE EPRA/NAREIT 
Developed NR Index managed a more modest gain of 
0.88%. Stronger than expected earnings across the US 
REIT sector supported gains, including from the 
beatendown retail space, helped along by weaker 
earnings from Amazon. Halfway through earnings 
season, apartment, shopping centre, industrial and data 
centre REITs have been the clear winners. Volumes from 
office and retail REITs remain low due to slow 
employment growth from offices taking up leases. 

 

Alternatives 

Preliminary estimates for July indicate that the index 
decreased by 1.0 per cent (on a monthly average basis) 
in SDR terms, after decreasing by 7.1 per cent in June 
(revised). The decrease was led by declines in coking 
coal and LNG prices. Both the rural and base metal 
subindices increased in the month. In Australian dollar 
terms, the index decreased by 3.3 per cent in July. 

 

Over the past year, the index has increased by 17.1 per 
cent in SDR terms, led by higher coal and iron ore 
prices. The index has increased by 13.4 per cent in 
Australian dollar terms. 
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IMPORTANT NOTICE: This document is published by Lonsec Research Pty Ltd ABN 11 151 658 561, AFSL No. 421445 (Lonsec).   
Please read the following before making any investment decision about any financial product mentioned in this document.  
Disclosure at the date of publication: Lonsec receives a fee from relevant fund manager or product issuer(s) for researching 
financial products (using comprehensive and objective criteria) which may be referred to in this Report. Lonsec may also receive a 
fee from the fund manager or product issuer(s) for subscribing to research content and other Lonsec services.  Lonsec receives fees 
for providing investment consulting advice to clients, which includes model portfolios, approved product lists and other financial 
advice. Lonsec’s fees are not linked to the financial product rating(s) outcome or the inclusion of the financial product(s) in model 
portfolios, or in approved product lists. Lonsec may hold any financial product(s) referred to in this document. Lonsec’s 
representatives and/or their associates may hold any financial product(s) referred to in this document, but details of these holdings 
are not known to the analyst(s).  
Warnings: Past performance is not a reliable indicator of future performance. Any express or implied rating or advice presented in 
this document is a “class service” (as defined in the Financial Advisers Act 2008(NZ)) or limited to “general advice” (as defined in 
the Corporations Act 2001(Cth) and based solely on consideration of the investment merits of the financial product(s) alone, 
without taking into account the investment objectives, financial situation and particular needs (“financial circumstances”) of any 
particular person. Before making an investment decision based on the rating or advice, the reader must consider whether it is 
personally appropriate in light of his or her financial circumstances or should seek independent financial advice on its 
appropriateness.  If our financial advice relates to the acquisition or possible acquisition of a particular financial product, the reader 
should obtain and consider the Investment Statement or the Product Disclosure Statement for each financial product before making 
any decision about whether to acquire the financial product.  
Disclaimer: Lonsec provides this document for the exclusive use of its subscribers.  It is not intended for use by a retail client or a 
member of the public and should not be used or relied upon by any other person. No representation, warranty or undertaking is 
given or made in relation to the accuracy or completeness of the information presented in this document, which is drawn from 
public information not verified by Lonsec.  Financial conclusions, ratings and advice are reasonably held at the time of completion 
(refer to the date of this report) but subject to change without notice. Lonsec assumes no obligation to update this document 
following publication. Except for any liability which cannot be excluded, Lonsec, its directors, officers, employees and agents 
disclaim all liability for any error or inaccuracy in, misstatement or omission from, this document or any loss or damage suffered 
by the reader or any other person as a consequence of relying upon it. 
Copyright © 2016 Lonsec Research Pty Ltd (ABN 11 151 658 561, AFSL No. 421445) (Lonsec). This report is subject to copyright of 
Lonsec. Except for the temporary copy held in a computer's cache and a single permanent copy for your personal reference or other 
than as permitted under the Copyright Act 1968 (Cth), no part of this report may, in any form or by any means (electronic, 
mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or transmitted without the prior written 
permission of Lonsec. 
This report may also contain third party supplied material that is subject to copyright.  Any such material is the intellectual 
property of that third party or its content providers. The same restrictions applying above to Lonsec copyrighted material, applies 
to such third party content. 

 


