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Summary of Key Views 

Batten down the hatches 

Markets have certainly started the year with a bang, 
exhibiting extreme levels of volatility on the back on 
uncertainty around China’s stock market, following the 
government’s misguided attempts to control trading 
activity on the Shanghai bourse. This has been coupled 
with broader concerns around the strength of China’s 
economy and its currency as it attempts to transition 
away from an export based economy to a consumer 
based one. There has also been heightened geopolitical 
risk with reports of North Korea testing a nuclear device 
and increased tensions between Saudi Arabia and Iran. 
Such events are difficult to predict and nor should we 
try to. However, are they symptomatic of a broader 
increase in market volatility in 2016? Possibly. 

We’ve experienced a tremendous bull market over the 
past six years with equities (notably US equities) 
through to bonds all experiencing strong returns, well 
above what Lonsec would expect over the long term. 
Much of the price appreciation in equity markets has 
been supported by unconventional monetary policy 
such as quantitative easing (QE), which has seen interest 
rates and the US dollar go down. There has also been a 
relative decline in market volatility, until recently. 
Despite this rise in asset prices, corporate revenue and 
earnings growth figures have not really matched the 
market exuberance and economic indicators have been 
mixed. 

In 2015, many of these supporting trends started to 
reverse with the Fed winding up QE and tightening 
monetary policy, the USD appreciating strongly, 
commodity prices falling rapidly and credit spreads 
expanding. Volatility also increased in late 2015. One 
way of measuring volatility is the VIX index, which 
measures the implied volatility of index options. 
According to the VIX, 2015 was a year of two halves; 
prior to August 2015 the VIX was relatively benign, with 
volatility only picking up in the second half of the year. 
Volatility has certainly not reached the heights of 2008, 
however we note that periods of low volatility are 
typically followed by a period of increased volatility. 

With the US market experiencing a major bull market 
over the past six years supported by QE, 2016 may see 
more risk to the downside. Geopolitics will continue to 
play a role in market volatility and events such as the 
US election could also be a factor. 

Clients should note that Lonsec has maintained a 
cautious outlook since July 2015 and this has been 
reflected in our tactical asset allocation 
recommendations. Ultimately, the best way to mitigate 
risk is to ensure appropriate asset diversification within 
investment portfolios and to match the investment 
strategy (i.e. Conservative, Balanced, Growth) with the 
clients’ risk profile and stage of life.  

 

Market developments during December 
2015 included: 

Equities 

The Australian equity market, as measured by the 
S&P/ASX 200 Accumulation Index, fell heavily in the 
first half of the month, dragged down by global equities 
as well as collapsing commodity prices. However, 
starting mid-month, the domestic market staged a 
substantial rally, rising almost 8% to finish the month 
up 2.7% in local currency terms. This result was one of 
the best performing markets globally, closing the year at 
5295.5 points. With the exception of Energy (-3.5%) and 
Industrials (-0.1%), value was added across the 
remaining sectors, led by Financials (+17.6%), Consumer 
Staples (+5.0%) and Discretionary (+3.1%). The standout 
ASX 200 performer for the 2015 calendar year was 
Blackmore’s which gained 519.4%; Slater & Gordon took 
the biggest loser trophy – down -86.3%. 

The S&P/ASX Small Ordinaries Accumulation Index 
outperformed its large cap counterpart, gaining 3.9% in 
December. Over the calendar year small-sized 
companies outperformed the S&P/ASX 200 by 7.6%. The 
small Autos & Components sector grew fastest out of 21 
ASX sub-industries.   

The two big drivers of activity on global sharemarkets 
in December were the oil price and the US Federal 
Reserve meeting. Oil prices continued to fall after the 
International Energy Agency warned that the global oil 
oversupply could worsen next year, while the market 
spent the first half of the month burdened by the 
expectation of an expected rise in the federal funds rate 
– which finally occurred on 16 December with an 
increase of 25 basis points. Although investors appeared 
to greet the decision positively on the day of the 
announcement, US sharemarkets gave back the gains of 
December 15 and 16 in the subsequent two days. The 
S&P 500 Accumulation Index finished the month down -
2.0%. The key Asian regional benchmarks were mixed 
over December: Nikkei 225 (-3.6%), Shanghai Composite 
(+4.6%), and Hong Kong Hang Seng (-0.4%).   

In 2015, the major countries that are still stimulating 
their economies saw the best sharemarket gains: the 
German DAX rose by 9.6% while the Japanese Nikkei 
rose 9.1%.  

Fixed Interest 

Domestically, the Bloomberg AusBond Composite 
Index gained 0.33% in December while the Bloomberg 
AusBond Bank Bill Index, which comprises lower risk 
and shorter dated securities, gained 0.19%.  

Globally, government bond yields were little changed 
during the month. More concerning for fixed income 
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investors was fear of a possible ‘crash’ in the junk 
bond market following a spike in yields on junk 
bonds. Third Avenue Management announced that it 
was suspending investor withdrawals from its junk 
bond fund, soon followed by similar announcements 
from several other funds. The Barclay Global 
Aggregate Index (Hedged A$) lost -0.1% for the 
month.  

The Federal Open Markets Committee raised its target 
federal funds rate to 0.25-0.50% at its December 16 
meeting after years of market anticipation. Also, Fitch 
Ratings lowered Brazil’s sovereign credit rating to BB+ 
with a negative outlook to December 2016, citing a 
deeper-than-expected recession, fiscal instability and 
political uncertainty. This moved the bonds from 
investment grade to high yield.  

  

REITs (listed property securities) 

The Australian REIT sector, as measured by the 
S&P/ASX 300 A-REIT Accumulation Index, returned 
4.0% in December, outperforming its global 
counterpart and the broader Australian large cap 
market. The major corporate action for the month saw 
Dexus Property Group (DXS) and Investa Office Fund 
(IOF) announce an agreement under which Dexus 
would acquire Investa. DXS and IOF shares rose 1.0% 

and 7.3% respectively on the day of the 
announcement.   

Gains for global REITs were not as strong with the 
FTSE EPRA/NAREIT Developed Index gaining just 
0.6% for the month. New Zealand was the top 
performing region in USD terms (+4.3%). The worst 
performing region over the month was the UK (-4.6%) 

Alternatives 

Preliminary estimates for December indicate that the 
index declined by 4.9 per cent (on a monthly average 
basis) in SDR terms, after declining by 3.1 per cent in 
November (revised). The decline was led by the prices 
of iron ore and oil. The base metals subindex declined 
slightly in the month while the rural subindex was 
little changed. In Australian dollar terms, the index 
declined by 6.0 per cent in December. 

Over the past year, the index has fallen by 23.3 per 
cent in SDR terms, led by declines in the prices of bulk 
commodities. The index has fallen by 17.1 per cent in 
Australian dollar terms over the past year. 


