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Summary of Key Views 
Low volatility, high momentum — a marriage 
made in heaven? 

Many market commentators, including us, have 
commented on the low level of volatility in the market. 
The CBOE VIX index, which measures the implied 
volatility for S&P 500 options, is currently at very low 
levels, suggesting that the market is pricing in a low 
level of risk. At the same time, market momentum has 
been strong. This can be seen by looking at simple price 
momentum indicators such as the 50- and 200-day 
market moving averages as well as market trade 
volumes. Both measures indicate that market 
momentum is positive. 

 

Valuations, while not at extreme levels, are certainly not 
cheap, and the equity-bond yield differential has also 
narrowed, making allocating capital increasingly 
challenging. As discussed in previous editions of the 
Investment Outlook Report, we have seen an 
improvement in economic indicators, however over the 
past month economic signals have been mixed, 
particularly in the US. We believe that in the short term, 
markets may continue their upward trajectory, however 
environments characterised by strong momentum and 
low expectations of risk can by symptomatic of risk 
being mispriced and the risk of a tail event increasing. 
In such environments, we encourage investors to be 
cautious and to be selective in their investment 
decisions. 

 

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 April 2017 
included: 

Equities 

The Australian market had a mixed month in April, 
posting a return of 1.03%, weighed down by negative 
performance from the Materials (-0.15%) and Energy (-
0.63%) sectors, and a challenging month for Consumer 
Staples (-2.58%). The main gains came from the 
Industrials sector (+4.37%), with strong gains from 
Brambles (+10.59%) following its announcement that it 
is on track to meet its 5% sales growth target. Brambles 
took a big hit in January due to challenges with its US 
pallets business, and again in February after 
disappointing earnings. After hitting a low of $9.04 in 
March, shares finished April at $10.34.  

 

Another recovery story came from the much-maligned 
Bellamy’s, which gained strongly late in the month to 
post a return of 22.38% with the installation of new 
management, as well as continued demand for 
Australian baby formula from the Chinese market. 

Meanwhile, the pain continued for telcos Vocus 
Communications (-21.99%) and TPG (-13.85%), with 
investors continuing to question key acquisitions, 
including Vocus’s Nextgen purchase, while TPG’s 
organic growth (excluding the performance of recent 
acquisition iiNet) has disappointed investors. 

 

The US market rally continued unabated through April, 
with the S&P 500 gaining 3.05% in AUD terms and the 
Dow Jones Industrial Average price index posting 
3.59%. This despite a disappointing GDP reading of 
only 0.7% for Q1 2017. Gains came from the Information 
Technology (+4.80%) and Consumer Discretionary 
(4.71%) sectors, with strong performance from Alphabet 
Class A shares (+11.47%) and Western Digital (+10.32%). 
Industrials (+4.02%) also had a strong month, led by 
Caterpillar (+13.60%) and CSX (+11.64%). Interestingly, 
equity market gains have coincided with a fall in yields 
in major markets, as well as a fall in the US dollar. With 
valuations starting to look high in the US, investors are 
holding out for the President’s proposed tax cuts to be 
made law, which are needed to consummate the 
reflation trade.  

 

Globally, the MSCI World Index gained 3.57% in AUD 
terms, boosted by Europe and emerging markets. The 
EuroStoxx 600 Index rose 5.79%, with aircraft 
manufacturers Safran (+13.08%) and Airbus (+10.51%) 
leading the gains. The French CAC 40 returned 7.11% in 
April, gaining 8.49% from a mid-month low as 
Emmanuel Macron firmed as the likely victor in the 
French presidential election. In the UK, the FTSE 100 
Index gained 4.14% in AUD terms but was down in 
sterling terms, losing 1.63%. In Asian markets, the 
Nikkei 225 Index gained 3.67% while the Shenzhen CSI 
300 Index returned a more modest 1.50%. The MSCI 
Emerging Markets Index rose 4.24%, supported by gains 
from the Taiwanese and Indian markets. 

Fixed Interest 

Global yields fell in April, continuing a downward 
trend started in the previous month. While rates have 
been trending higher since 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 2.39% to 
2.28% after reaching an intra-month low of 2.17%. 
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 1.03% in April, while US 
high-yield debt returned 1.17%. After some moderate 
expansion in March, the BofA Merrill Lynch US High 
Yield OAS narrowed from 3.92% to 3.81%.   

Global bonds, measured by the Barclays Global 
Aggregate TR Index, returned 0.74% in April (in AUD 
hedged terms). Returns on Australian corporate bonds 
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were 0.62% while government bonds returned 0.79%. 
The Australian 10-year Treasury yield fell 12 bps from 
2.70% to 2.58%, after reaching a low of 2.46% – the 
lowest level since November 2015 but still above the 
historic low of 1.87%. The UK 10-year Gilt yield fell 
from 1.14% to 1.08% in April – softer since its 
postBrexit high of 1.51% in January. The German 10-
year Bund yield was steady at 0.32%, while the 5-year 
Bund remained around -0.39%. The Japanese 10-year 
yield fell from 0.07% to 0.01%, where it threatens to 
again turn negative after six months in the black.   

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index added 
2.56% in April as investors returned to yield. Generation 
Healthcare led with a return of 10.73% after responsible 
entity APN Funds Management announced it had 
received an off-market bid from NWH Australia Asset 
Co. Abacus Property (+6.48%) gained as investors saw 
continued demand for industrial property, and 
Goodman Group (+4.78%) moved closer to selling more 
than $800 million in assets in the UK. Amazon is 
considering Goodman’s $50m Oakdale Industrial Estate 
for its first Australian warehouse. 

Globally, REITs were under renewed pressure in March, 
with the S&P Global REIT NTR Index returning -0.18% 

(in AUD hedged terms), while the FTSE EPRA/NAREIT 
Developed NR Index was down 1.51% as global yields 
moved higher. With the Fed signalling two more 
potential 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 April indicate that the index 
decreased by 3.5 per cent (on a monthly average basis) 
in SDR terms, after decreasing by 1.7 per cent in March 
(revised). A decline in the iron ore price more than 
offset an increase in the coking coal price. Both the rural 
and base metals subindices decreased slightly in the 
month. In Australian dollar terms, the index decreased 
by 2.0 per cent in April. 

 

Over the past year, the index has increased by 38.6 per 
cent in SDR terms, led by higher coking coal and iron 
ore prices. The index has increased by 36.1 per cent in 
Australian dollar terms. 
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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 © 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. 

 


