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Summary of Key Views 
Glass half empty 

As we head into 2016, the divergence between major 
economies is quite stark. The US Federal Reserve (the 
Fed) is confident enough in the US economy to begin 
tightening monetary policy while Asia and Europe 
continue to slow and policy is being eased. This contrast 
in conditions has led to a generally rising USD and 
weakening commodity prices. 

However, Lonsec continues to have doubts over the 
strength of the US economy. At the same time, credit 
spreads have started to widen in the US and this could 
be a leading indicator of problems ahead for the broader 
corporate sector, not just shale oil and gas. 

Whilst we acknowledge US GDP and payrolls have 
been generally robust, thus justifying the Fed to tighten 
interest rates for the first time in nearly a decade, these 
indicators are lagging indicators and our concerns relate 
to the leading indicators like US aggregate company 
earnings (in decline for the past two quarters), corporate 
credit spreads (expanding), manufacturing surveys 
(contracting) and confidence (declining). 

In Australia, the macro-economic environment seems 
stable with GDP growth of 2.5% and employment 
remaining robust but we note that large-cap companies 
on the ASX are struggling for growth and it seems only 
a matter of time before job losses are announced in 
various sectors including Energy (LNG), Retailing 
(WOW/Masters) and Banks.     

Accordingly, Lonsec retains a generally bearish short 
term view with an underweight position in Australian 
equities, slightly underweight in global equities, neutral 
REITs and Australian Fixed Interest, slightly 
underweight International Fixed Interest and an 
overweight cash position. 

 

 

Market developments during November 
2015 included: 

Equities 

The Australian large cap equity market as measured by 
the S&P/ASX 300 Accumulation Index fell -0.7% in 
November. This was in line with weaker global markets 
through the start of November as expectations around 
the US Federal Reserve’s (Fed) tightening began to firm. 
By mid-month, the market was on a sharp path to 
recovery with losses largely recovered by month-end as 
the Fed ramped up its positive communication and the 
European Central Bank (ECB) added to the global 
liquidity equation.  

Declines were led by Materials (-12.2%), Resources (-
11.9%), Utilities (-1.4%) and Consumer Staples (-1.3%). 
Healthcare (+5.2%) rose strongly, as did IT (+4.5%) and 

Financials (+1.6%) on the back of a strong rebound from 
the banks.   

Over the month, divergent signals on global monetary 
policy resulted in rising volatility, with the CBOE VIX 
Index up by 6.7%. Investors re-adjusted their interest 
rate expectations with a December rate hike being 
priced in as an almost certain outcome. This was 
supported by higher than expected jobs data in the US 
and the Fed’s Minutes suggesting the economy was 
strong enough to withstand a start in monetary 
tightening. This was in contrast to expectations of 
further stimulus from the ECB and the Bank of Japan in 
response to weak inflation. The S&P 500 Accumulation 
Index finished the month down -1.3%, while both key 
regional Asian benchmarks were up (Nikkei 225 Index 
+3.5%, Shanghai Composite Index +1.9%).  

Fixed Interest 

Australian bond yields rose after much stronger-than-
expected employment data sharply reduced 
expectations of a near-term rate cut by the Reserve Bank 
of Australia. However, the Bloomberg AusBond 
Composite Index finished the month down -0.88%, in 
contrast to the Bloomberg AusBond Bank Bill Index, 
which comprises lower risk and shorter dated securities, 
finishing 0.17% up.  

US bond yields rose slightly as markets began to 
increasingly price in a December “lift-off” for interest 
rates by the Fed. The Barclay Global Aggregate Index 
(Hedged A$) inched 0.20% higher. Eurozone bond 
yields fell in anticipation of further quantitative easing 
to be announced by the ECB. 

REITs (listed property securities) 

The Australian REIT sector returned -2.8% in 
November, underperforming both its global counterpart 
and the broader Australian equity market. The best 
performing sub-sector for November was Industrial, 
returning +1.0% driven by Industria REIT (+3.9%) and 
360 Capital Industrial Fund (+3.8%). Retail stocks 
reversed recent gains returning -4.8% driven lower by 
Vicinity (-6.9%) and Westfield Corporation (-6.3%).    

Global REITs lost -1.2%, as measured by the FTSE 
EPRA/NAREIT Developed Index. US results were flat 
while ex-US was weaker – with listed real estate in 
developed Asia declining by -2.5% and that of 
developed Europe falling by more than -5%. The decline 
in European REIT prices was not a reaction to the 
terrorist attacks in Paris as shares actually rallied. 
Instead, a stronger dollar accounted for most of the loss 
for US investors.  

Alternatives 

Preliminary estimates for November indicate that the 
index fell by 2.9 per cent (on a monthly average basis) 
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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 © 2015 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. 

in SDR terms, after falling by 0.6 per cent in October 
(revised). Declines in the prices of iron ore and gold 
were partly offset by higher rural prices. The base 
metals subindex fell in the month. In Australian dollar 
terms, the index fell by 3.9 per cent in November. 

Over the past year, the index has fallen by 22.0 per 
cent in SDR terms, led by declines in the prices of bulk 
commodities. The index has fallen by 11.1 per cent in 
Australian dollar terms over the past year.  


