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Summary of Key Views 

Growth bounce but risks remain 

Equity markets have rallied on the back of a rebound in 
commodity prices. Despite these gains we remain 
cautious on risk assets, preferring to hold a greater 
allocation to cash and alternative assets relative to our 
strategic asset allocation, ahead of equities and global 
bonds, which has been our positions since late 2015. 

We do expect volatility in market to continue as central 
banks continue to grapple with experimental monetary 
policy. We are also yet to see material deleveraging in 
economies coupled with the uncertainty surrounding 
US elections, a potential for a UK ‘Brexit’ and continual 
political pressures in Europe stemming from the large 
flow of migrants into Europe, which is having a 
significant influence on the political situation in Europe. 
This is coupled with a lack of ‘value’ across most key 
sectors. 

While we remain cautious in our asset allocation 
positioning we will look to increase our allocation to 
equities as we see an improvement in the macro 
economic environment, valuations become more 
attractive and overall market and economic sentiment 
shows signs of improvement. 

 

Market developments during April 2016 
included: 

Equities 

Following a brief retreat early in the month, the 
Australian share market continued to recover from its 
February lows, with the S&P/ASX 200 Index finishing at 
5252.20 points at the end of April – only slightly below 
2016’s starting value of 5295.90. Returns on Australian 
equities, as measured by the S&P/ASX 200 
Accumulation Index, were 3.37% in April and -4.93% 
over the year to end, down on March’s returns but still 
promising for equities investors. 

Large gains from Materials (14.19%) and Energy (7.65) 
drove returns, with softer growth from Financials 
(1.68%) as the market digested mixed earnings results 
from the big four. Industrials returned only 1.58% 
during the month, but are still the highest performing 
sector over a 12-month period, returning 15.26% to the 
end of April. Losses from Consumer Discretionary  
(-1.36) and Utilities (-0.39) weighed down index returns. 

Small cap shares underperformed slightly in April, with 
the S&P/ASX Small Ordinaries Accumulation Index 
returning 3.04%, but small caps have continued their 
outperformance over a 12-month period, providing 
better protection against market falls through 2015 and 
into the start of 2016. 

 

With central banks holding the line on rates, global 
markets were largely flat or downward pointing 
towards the end of the month. Following the Federal 
Reserve’s announcement that rates would be kept on 

hold, the S&P 500 Index slid -1.42% to end the month up 
0.27%. Likewise, European markets were down 
following inaction from the ECB, with the German Stock 
Index (DAX) losing -3.80% to end the month up 0.74%, 
and the FTSE 100 Index dropping -2.19% to finish up 
1.09%. 

European markets continued to brace for the UK’s 
Brexit vote, to be held in June, with the Bank of England 
planning to offer additional liquidity options for banks 
around the date of the referendum. The Brexit vote has 
been blamed for some of the recent market turmoil, and 
the BoE faces a significant challenge in in how it frames 
its messaging around future interest rates changes. 

Financial markets were supported by rising commodity 
prices, with crude oil sitting comfortably above US 
$45/b late in the month, although market returns have 
moderated since March. The MSCI World ex Australia 
NR Index gained 1.19% in April, with weak results from 
Asian markets. The Nikkei 225 Index lost -0.55%, the 
Shanghai Shenzhen CSI 300 Index lost 1.91%, while the 
Hong Kong Hang Seng Index gained a modest 1.40%. 

Fixed Interest 

Australian bonds returned a modest 0.26% in April as a 
rise in longer-dated yields constrained bond values. 
Recent declines in share and oil prices have made low 
risk assets attractive, although confidence is slowly 
returning to the market. The Australian 10-year 
Treasury yield rose from 2.49 to 2.52 after reaching a 
high of 2.65 during the month, while 2-year yields fell 
slightly from 1.89 to 1.86. 

Global bonds, as measured by the Barclays Global 
Aggregate Bond Index, returned 0.31% in April amid 
falling yields on corporate investment grade and high 
yield bonds. Monthly returns on global corporate 
investment grade and high yield debt were 3.64% and 
1.38% respectively. The Bank of America Merrill Lynch 
US High Yield Option-Adjusted Spread fell from 8.37 to 
7.59 during April, easing recession worries. 

Government bond yields underwent significant 
expansion in April, despite a softening in the Fed’s 
outlook and the ECB’s expanded asset purchase 
programme. The US 10-year Treasury yield rose from 
1.77 to 1.83, and the UK 10-year Gilt yield rose from 1.41 
to 1.60. The German 10-year Bund yield rose from 0.15 
to 0.27, and the 5-year Bund yield moved slightly higher 
from -0.33 to -0.29. The Japanese government, by far the 
most indebted in the world, was the exception to rising 
yields, with the 10-year yield pushing further negative 
from -0.04 to -0.08. 

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index retuned 
2.76% in April, underperforming the market but still an 
attractive source of yield for investors, helped by an 
even more dovish RBA following weak inflation figures 
at the end of the month. Concerns remained among 
some investors about the perceived risk associated with 
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high A-REIT valuation multiples, including potentially 
unsustainable distributions, but property supply and 
demand fundamentals have continued to hold up 
outside of mining-exposed Perth and Brisbane. 

Globally, REITs returned -0.86% in March (in AUD 
hedged terms), while the FTSE EPRA/NAREIT 
Developed NR Index lost -0.74%. In the US, REITs 
returned -2.19% in USD terms, although it remains one 
of the most resilient high-yield sectors and popular for 
dividend and retirement portfolios, attracting large 
inflows of foreign capital. 

Alternatives 

Preliminary estimates for April indicate that the index 
rose by 2.0 per cent (on a monthly average basis) in SDR 
terms, after increasing by 6.3 per cent in March 
(revised). Increases in the prices of iron ore and coking 
coal were partly offset by lower LNG prices. The base 
metals subindex was little changed, while the rural 
subindex rose in the month. In Australian dollar terms, 
the index rose by 0.6 per cent in April. 

Over the past year, the index has fallen by 9.4 per cent in 
SDR terms, led by declines in the prices of base metals. 
The index has fallen by 7.0 per cent in Australian dollar 
terms over the past year. 


