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Summary of Key Views 

July rebound but we remain cautious 

Equity markets rebounded in July after ‘the Troika’ 
came to the rescue of Greece, once again, and the 
Chinese government came to the rescue of the Chinese 
share market. While both outcomes are far from ideal, it 
was enough to restore confidence in July. 

While financial market conditions remain very 
accommodative in terms of very low interest rates and 
inflation, global growth prospects continue to be 
downgraded. Despite this, the US Fed remains 
confident in the US outlook and seems determined to 
increase the US cash rate in the short term, which is also 
leading to USD strength. 

Speaking of currencies, the Chinese government has 
thrown ‘a spanner in the works’ by breaking the 
Yuan/USD peg for the first time since 1994, and 
allowing the Yuan to depreciate by more than 4% in 
August. This has generally been taken as a negative by 
financial markets because it implies another round of 
‘currency wars’ with China looking to make its exports 
more competitive. At the same time, Chinese consumers 
will lose some purchasing power. This could add as a 
drag on developed economies and will add to 
deflationary forces. 

Turning to the global economy, conditions remain very 
diverse with the US closer to its first interest rate rise 
since the GFC, while Asia and Europe continue to ease 
monetary policy. It seems overall that the ‘deflation 
grind’ situation of overcapacity, increased competition 
and falling prices is a more likely situation than the 
‘inflation surprise’ situation of growth and inflation 
surprising on the upside. Even in Australia, it is 
becoming evident that competition has increased 
markedly in many sectors including Finance, Retailing 
and Resources which make up around 60% of the local 
share market. 

As we move into the September quarter, Lonsec has 
become a little more concerned about the potential for a 
correction in the US share market which has been quite 
resilient since January 2015. We are concerned that the 
outlook for a US interest rate hike in 2015, combined 
with a rising USD, could be enough for investors to take 
profits in the second half of 2015. 

While the Australian market has already retreated 
around 10% since April 2015, it would still be 
vulnerable to a correction in the US, so we remain 
cautious on International and Australian equities, in the 
short term. We note however, that the Australian 
market would offer quite good value on a price/earnings 
and yield basis if it retreated further and this would 
most likely be a great long term buying opportunity.  

 

 

Market developments during July 2015 
included: 

Equities 

The Australian ‘large cap’ equity market, as measured by 
the S&P/ASX 200 Accumulation Index, ended the month on 
a positive note closing just shy of the 5700 mark, gaining 
4.40% over July. The domestic market performed well in 
local currency terms, though it underperformed other 
markets in US dollar terms given the fall in the Australian 
dollar. A sharp fall in long-term interest rate expectations 
(10-year government bonds -0.25%) supported the ASX 200 
as defensive sectors performed strongly. Health Care was 
the best performing sector after a very strong 4Q earnings 
release by Resmed and a positive announcement from CSL. 
The latter claiming it expects to settle the acquisition of the 
Novartis influenza vaccine business much sooner than 
forecast, boosting FY16 revenues. As was the case globally, 
Resource sectors were the worst performers due to 
significant weakness in the commodities market. ‘Value’ 
stocks underperformed ‘Growth’ names by 7% during July, 
taking their cumulative underperformance to over 90% 
since mid-2012 according to Goldman Sachs.  

The S&P/ASX Small Ordinaries Accumulation Index 
underperformed its large cap counterpart, up 1.56%. 
This underperformance is further magnified when 
assessed over the 12 months to July.  

 Global equity markets managed to post gains, although it 
was U.S. and European markets which did the heavy 
lifting, with the S&P 500 Accumulation Index up 8.11% 
while the NASDAQ Index hit a record high during July. 

European markets rallied as the Greek government 
accepted Europe’s terms for a bailout. The German DAX 
+1.15%, French CAC +4.08% and UK FTSE +1.33% all 
posted good gains. Globally, Resource sectors such as 
Energy and Mining underperformed while Consumer 
Staples, Utilities and REITs outperformed.  

Emerging markets, particularly China, underperformed as 
measured by the MSCI Emerging Markets Index which was 
down -1.84%. Chinese stocks continued the selloff that 
began in June, provoking Chinese authorities into 
announcing a series of unprecedented measures aimed at 
stabilising the market. Such measures included a total freeze 
on new share sales and trading halts on eventually half of 
mainland China’s listed stocks. The Shanghai A Shares 
Index posted its worst calendar month loss since August 
2009.  

 

Fixed Interest 

The Australian fixed interest market, as measured by the 
Bloomberg AusBond Composite Index, was up 1.30%. 
The Bloomberg AusBond Bank Bill Index, which 
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comprises lower risk and shorter dated securities, 
finished 0.18% higher.  

The Global Fixed Interest market, as measured by the 
Barclays Global Aggregate Index (Hedged A$), also 
edged up close to 1.0%.  

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index gained 
5.67% in July. Over 12 months to July, the Index is up 
21.02%. However growth is beginning to moderate as 
the domestic economy faces headwinds from its 
dependency on resources, a weakening Australian 
dollar, and challenging leasing conditions driving 
elevated vacancy rates and incentives.  

The G-REIT market, as measured by the FTSE 
EPRA/NAREIT Developed Index (A$) Hedged 
underperformed versus its domestic counterpart but 
still posted a 4.55% gain for the month. 

Alternatives 

Preliminary estimates for July indicate that the index 
fell by 5.0 per cent (on a monthly average basis) in 
SDR terms, after rising by 1.5 per cent in June 
(revised). The largest contributors to the decline in 
July were the prices of iron ore and coking coal. The 
base metals and rural commodities subindices both 

fell in the month. In Australian dollar terms, the index 
declined by 1.7 per cent in July. 

Over the past year, the index has fallen by 20.2 per cent 
in SDR terms, led by declines in the prices of bulk 
commodities. The index has fallen by 8.5 per cent in 
Australian dollar terms over the past year. 


