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Summary of Key Views 
Is complacency our biggest risk? 

 

Market returns were mixed in May. Australian equities 
and REITs were negatively impacted by ‘outside factors’ 
as markets reacted to the tabled bank levy and REITs 
were adversely impacted on the news that Amazon will 
be launching their retail platform in the Australian 
market. Conversely global markets continued their 
positive trajectory and bonds performed in line with 
expectations. 

 

Our view on markets has not changed from last month. 
Valuations across most markets continue to look 
expensive (albeit not at extreme high levels) and we 
continue to monitor the trajectory of economic 
indicators. Despite signs of improvement in some 
economic indicators over the last 12 months, 
particularly in ‘soft’ indicators (i.e. indicators based on 
surveys such as the PMI and consumer confidence), we 
believe that many of the ‘hard’ economic indicators such 
as sales growth and industrial production have not been 
as buoyant.  

 

The US Federal Reserve has recently raised rates, 
however there is some debate as to whether the Fed is 
overestimating the threat of inflation. Furthermore, we 
are watching China. Global economic growth has been 
supported by China’s turbo charged fiscal expansion 
which commenced in January 2015. In more recent times 
China has begun tightening monetary policy, and how 
successfully China will be able to ‘tap on the breaks’ will 
be important. A pullback in China will have 
implications for global growth and particularly 
Australia’s economic growth. 

 

As we have communicated in previous issues of the 
IOR, risk in markets is being priced in at very low levels, 
while market price momentum is very strong. 
Valuations are stretched and economic growth is at 
trend, yet markets have generally continued their 
upward trajectory. In this environment, it is our view 
that the market is underestimating risk.  

 

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. 

 
 
Market developments during May 2017 
included: 

Equities 

The Australian market pulled back in May, posting a 
return of -2.75%, with losses driven by Financials (-
7.16%). After riding a tide of positive sentiment since 

November 2016 – and taking the index with them – the 
big four banks faced something of a reckoning in May, 
with ANZ (-11.24%) and Westpac (-9.26%) the hardest 
hit. The reversal of fortunes also continued for the 
Materials sector (-0.17%), with losses from Fortescue 
Metals (-8.66%) and Mineral Resources (-5.52%). While 
some shares managed to gain, including Syrah 
Resources (+20.18%) and Saracen Mineral Holdings 
(+12.37%), these have struggled to find a floor after 
coming off the lofty highs of August 2016. Conditions 
generally benefitted the bond proxies in May, with 
Telstra (4.27%), APA Group (+4.59%) and Spark 
Infrastructure (+8.43%) making headway. Qantas 
(+18.16%) led the gains for the Industrials sector 
(+4.71%), while shares in Sydney Airport (+7.98%) were 
given a boost on speculation the Chinese government 
may be interested in financing Sydney’s proposed 
second airport at Badgerys Creek.  

 

US market momentum showed signs of slowing in May, 
but the wheels are still firmly in place. The S&P 500 
gained 1.87% in AUD terms following a return of 3.05% 
in April, pushing to new record highs, while the Dow 
Jones Industrial Average price index posted 0.92%. 
Gains were again driven by the Information Technology 
sector (+5.01%), while Utilities (+4.86%) was another 
solid performer, with consistent returns delivered across 
the sector, including from the world’s largest producer 
Duke Energy (+5.55%) as well as Dominion Resources 
(+5.91%). Consumer Staples (+2.85%) were also back in 
favour, with names like Philip Morris (8.08%), CocaCola 
Co (+5.38%) and Wal-Mart Stores (+5.25%) gaining. 

 

Globally, the MSCI World Index gained 2.68% in AUD 
terms, boosted by Europe and emerging markets. The 
EuroStoxx 600 Index rose 5.38%, with Utilities (+13.35%) 
and Telecommunications (+10.13%) the big winners, 
with gains from major energy supplier EDF (+29.74%) 
and Vodafone Group (+16.45%). The French CAC 40 
returned 4.01% in May, continuing April’s gains early in 
the month but flattening as parliamentary elections 
approached. In the UK, the FTSE 100 Index gained 
5.17% in AUD terms, but flattened late in the month as 
the result of the general election became increasingly 
uncertain. In Asian markets, the Nikkei 225 Index 
gained 3.66% while the Shenzhen CSI 300 Index 
returned 3.28%. The MSCI Emerging Markets Index rose 
3.43%, supported by gains from the Chinese, Hong 
Kong and Korean markets. 

  

Fixed Interest 

Global yields fell further in May, continuing a 
downward trend that began in March. While rates 
began trending higher in October 2016 and yield 
curves have steepened, investors have appeared to 
embrace duration again, reflected in longer-term fund 
flow. The US 10-year Treasury yield fell from 2.28% to 
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2.20%, moving down from its March highs. 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 1.19% in May, while US 
high-yield debt returned 0.83%. After some moderate 
expansion in March, the BofA Merrill Lynch US High 
Yield OAS narrowed further in May from 3.81% to 
3.74%. 

 

Global bonds, measured by the Barclays Global 
Aggregate TR Index, returned 1.04% in April (in AUD 
hedged terms) and is now at record highs. Returns on 
Australian corporate bonds were 1.03% while 
government bonds returned 0.92%. The Australian 10- 
year Treasury yield fell 19 bps from 2.58% to 2.39% – the 
lowest since November 2016 but still above the historic 
low of 1.87%. The UK 10-year Gilt yield fell from 1.08% 
to 1.05% in May as the electorate prepared for a general 
election, with yields still substantially softer than the 
post-Brexit high of 1.51% in January. The German 10- 
year Bund yield fell from 0.32% to 0.30%, while the 5- 
year Bund fell from -0.39% to -0.43% and the Japanese 
10-year yield fell from 0.07% to 0.01%. 

 

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index lost 
1.00% in May. The retail-focused REIT’s were hit the 
hardest, with Westfield Corporation (-6.61%), Vicinity 
Centres (-4.17%) and Charter Hall Retail REIT (-2.68%) 
all losing. As a sign of the continued transformation of 
the retail sector, Goodman Group (+4.81%) – whose list 
of tenants will include Amazon – continued to rise as it 

solidified its strategy to cater to ‘last-mile’ delivery and 
take advantage of the growth in online shopping. Other 
winners in May were Propertylink Group (+6.25%), 
which moved closer to finalising the sale of its Pitt Street 
assets, and Centuria Industrial REIT (4.90%), which won 
backing to consolidate its office funds. 

 

Global REITs were also down in May, with the S&P 
Global REIT NTR Index returning -0.14% (in AUD 
hedged terms), while the FTSE EPRA/NAREIT 
Developed NR Index managed a gain of 0.52% as 
developed market yields tracked lower through the 
month. With the market expecting two further Fed 
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 May indicate that the index 
decreased by 6.8 per cent (on a monthly average basis) 
in SDR terms, after decreasing by 4.4 per cent in April 
(revised). The decrease was led by declines in iron ore, 
coking coal and thermal coal prices. The rural subindex 
increased in the month, while the base metals subindex 
declined. In Australian dollar terms, the index 
decreased by 4.5 per cent in May. 
 
Over the past year, the index has increased by 32.6 per 
cent in SDR terms, led by higher coal and iron ore 
prices. The index has increased by 27.1 per cent in 
Australian dollar terms. 
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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 
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without taking into account the investment objectives, financial situation and particular needs (“financial circumstances”) of any 
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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. 

 


