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Summary of Key Views 
Local Headwinds 

 

It was a tough month for markets in June, with global 
markets retreating and most major indices posting 
negative returns on an unhedged basis. The AUD rose 
3.5% against the USD and at the time of writing is at its 
highest level since May 2015. Bond yields also rose on 
the growing view that central banks are likely to be 
cautious on policy tightening, which we flagged in the 
June edition, and the rise in bond yields has adversely 
impacted returns for both domestic and global 
government bonds.  

Our views on asset allocation have not change 
significantly from last month. Valuations across most 
markets continue to look expensive and we are 
monitoring the trajectory of economic indicators. Across 
the key economic regions we are observing a pickup in 
growth, however there is little evidence of inflation. 
Despite signs of improvement in some indicators over 
the last 12 months, particularly in ‘soft indicators’ (i.e. 
indicators based on surveys such as the PMI and 
consumer confidence), we need to see more evidence of 
improvement in ‘hard economic indicators’, including 
sales growth and industrial production to support 
economic growth in the future.  

We have remained cautious in our asset allocation 
positioning and we have further reduced our exposure 
to Australian equities largely based on weaker expected 
earnings growth. On a relative basis we prefer global 
over Australian equities, 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 May 2017 
included: 

Equities 

 

The Australian market was stuck in neutral through 
June as local investors experienced an anti-climactic end 
to what has been an otherwise thrilling financial year. 
The ASX 200 Accumulation Index managed a meagre 
0.17%, led by the Healthcare (+6.11%) and Financial 
(+1.63%) sectors. Materials, despite being the leader over 
12 months (+26.94%) has been trending downwards 
since the end of January. Sirtex Medical, which had a 
very forgettable 12 months, was the highest performer 
in June (+35.53) as investors reacted positively to 
costcutting and a write-off of previous R&D 
expenditure. Financial sector returns came 
predominately from nonbank shares, with Magellan 
Financial Group (+14.54%) and Platinum Asset 
Management (+8.94%) the top performers.  

 

Over the year to June the Australian market returned 
14.09%, underperforming the global index and losing 

momentum in the final quarter. Australian small cap 
shares returned 1.99% in June and have 
underperformed over the year, delivering only 7.01%. 
The start of 2017 saw a large moderation in small cap 
resources shares as the outlook for key commodities 
softened and some exuberance was depressurised. 

Fixed Interest 

Global yields managed to push higher in June, but 
whether this heralds a resumption of the tightening 
cycle remains to be seen. The US 10-year Treasury yield 
rose from 2.20% to 2.31%, shooting higher late in the 
month. While recent CPI releases in both Europe and 
the US have been promising, the numbers have 
moderated in recent months, and core inflation remains 
below central bank targets. The return on US corporate 
investment grade bonds was 0.28% in June with the 
index reaching a new record high, while US high-yield 
debt returned a very modest 0.04%. The BofA Merrill 
Lynch US High Yield OAS expanded slightly in June 
from 3.74% to 3.77% and reaching a high of 3.87% but 
has been predominately flat since the start of 2017.  

 

Global bonds, measured by the Barclays Global 
Aggregate TR Index, returned -0.22% in June (in AUD 
hedged terms) although a number of developed market 
indices have pushed to record highs. Returns on 
Australian corporate bonds were -0.54% while 
government bonds returned -0.70%. The Australian 10- 
year Treasury yield rose from 2.45% to 2.66% after 
rocketing 25bps late in the month. The UK 10-year Gilt 
yield rose from 1.05% to 1.26% in June in the wake of 
the snap general election. The German 10-year Bund 
yield rose from 0.30% to 0.47%, while the Japanese 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 June, losing 4.51%. The 
retailfocused REITs again felt the heat, with Westfield 
Corporation (-5.31%) and Scentre Group (-4.93%) down, 
but sharing in in the pain were diversified property 
groups Abacus (-7.43%), Dexus (-6.33%) and GPT (-
6.33%). The best performing A-REITs in June were the 
higher-yielding units like National Storage Trust 
(+6.90%), which continues to benefit from rising 
property prices, Rural Funds Group (+4.55%), which has 
contracted rental increases of 2.5% or CPI for most of its 
tenants, and Arena REIT (+3.64%), which is currently 
providing a yield around 5.45%. 

 

Global REITs held steady in June, with the S&P Global 
REIT NTR Index returning 0.63% (in AUD hedged 
terms), while the FTSE EPRA/NAREIT Developed NR 
Index managed a modest gain of 0.49% as developed 
market yields moved higher late in the month. With the 
Fed now emboldened and the market pricing in one 
final rate hike for 2017, cap rates and leasing spreads 
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may continue to come under pressure. However, if the 
tightening path remains on the dovish side, 
yieldproducing asset classes like REITs may continue to 
be in demand. 

Alternatives 

Preliminary estimates for June indicate that the index 
decreased by 4.3 per cent (on a monthly average basis) 
in SDR terms, after decreasing by 7.2 per cent in May 
(revised). The decrease was led by declines in iron ore 
and coking coal prices. The rural subindex increased in 

the month, while the base metals subindex declined. In 
Australian dollar terms, the index decreased by 5.3 per 
cent in June. 

Over the past year, the index has increased by 25.0 per 
cent in SDR terms, led by higher coal, iron ore and LNG 
prices. The index has increased by 20.2 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. 

 


