
IS
SU

E 
D
AT

E:
 2

5-
05

-2
01

8 
P 

1-
3 

May 2018 

Client Newsletter 

We strongly recommend that potential investors read the product disclosure statement or investment statement.  
Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL No. 421445 This information must be read in conjunction with the  
warning, disclaimer, and disclosure at the end of this document. This report supersedes all prior reports. 

Summary of Key Views 
Uncertainty is the best fuel for volatility 

Equity markets had a strong month in April with most 
growth assets returning solid single digit returns, 
reversing March’s pullback, but volatility remains an 
issue for investors. Bonds retreated as trade tensions 
between the US and China pushed up yields, with the 
US 10-year Treasury yield breaking through the 3% 
mark for the first time since 2014.  

The recent increase in market volatility reflects Lonsec’s 
view that volatility will be higher than what investors 
have experienced in recent years. Importantly, volatility 
is returning to what we think are ‘normal’ levels, 
following a period of abnormally low levels through 
2017. A similar narrative can be painted for bond 
yields—we have had an extended period of 
extraordinary low bond yields supported by 
quantitative easing programs. 

We believe that the rise in yields reflects the 
‘normalisation’ of rates within the bond market. 
Markets are watching what is happening with inflation 
and whether it will rise beyond what investors have 
factored in. We think inflation will continue to rise, 
however there are some structural deflationary 
pressures that may work to offset the overall 
inflationary picture, including the impact of the aging 
population in many developed countries as well as 
China.  

Furthermore, it is unclear to what extent technology will 
have a deflationary impact on the economy. Market 
volatility is also being fuelled by growing geopolitical 
tensions, most notably the growing protectionist 
rhetoric coming from the US and the prospect of 
retaliatory action from Europe and China. It is too early 
to tell whether the talk of tariffs is a long-term trade 
strategy by the US or political gamesmanship. Either 
way, uncertainty is the best fuel for volatility. 

Our key active asset allocation positions remain 
unchanged and include an overweight position to 
alternative assets and cash. We retain our underweight 
position in Australian property and prefer global 
equities to Australian equities. The rationale for this 
positioning continues to be based on a view that asset 
valuations, while not at extreme levels, generally remain 
elevated, and our expectation that market volatility will 
increase to more normal levels from their recent 
historical lows. 

Market developments during April 2018 
included: 

Australian Equities 

The S&P/ASX 200 Accumulation Index rose 3.8% in 
April, driven by rises in commodity prices, allowing the 
index to rebuild following falls through February and 
March. All sectors were positive, with Energy (+10.7%) 
and Materials (+7.4%) the top performers. Oil and gas 
giant Woodside Petroleum’s Q1 results revealed an 18% 
rise in revenue on Q4, underpinned by both price and 

volume increases. Aluminium had a bumpy ride over 
the month due to uncertainty around President Trump’s 
proposed tariffs. 

After surging to its highest price since 2011, the metal 
plunged 8% to the end of the month, putting a halt to 
the rallying Rio Tinto (+9.9%) and South32 (+15.5%). 
Financials (+0.1%) were flat through the month, with 
AMP (-19.0%) under pressure in the wake of the Royal 
Commission into Financial Services, while insurers IAG 
(+5.6%) and Suncorp (+5.1%) had a positive month. The 
defensive Telecommunications (+1.9%) and Utilities 
(+2.2%) sectors underperformed the index in April as 
the more economically sensitive sectors took centre 
stage. 

 

Global Equities 

The MSCI World ex-Australia Index rose 2.8% in 
Australian dollar terms as global equity markets 
recovered from the previous month. In the US, the S&P 
500 Index gained 0.3%, reaching a high of 2709 points to 
end the month at 2648. While Q1 earnings season was 
mostly met with approval, there were signs of cost 
inflation creeping into results, with the impact felt 
across major Consumer Staples (4.5%) and Industrials (-
2.9%) sector shares. After markets were rocked by  

 

volatility in February, the VIX settled at an average of 
18.0 over April—still higher than the historic lows of 
2017. In Europe, the broad STOXX Euro 600 Index rose 
3.9%, led by the Oil & Gas (+12.1%) and Retail (+8.7%) 
sectors, with a surprise multi-million pound merger 
between British supermarkets Sainsbury’s and ASDA 
announced at the end of the month, which will come 
under scrutiny from regulators. In Asia, Japan’s Nikkei 
225 Index gained 4.7% and Hong Kong’s Hang Seng 
rose 2.4%, while China’s CSI 300 Index was down 3.6%. 

Fixed Interest 

Australian bonds returned -0.35% in April, with 
Australian government bonds returning  
-0.56% and longer-term government bonds (ten years 
plus) returning -1.24%. Globally, the Bloomberg 
Barclays Global Aggregate Bond Index (AUD hedged) 
returned -0.38% as trade tension between the US and 
China put upward pressure on yields, and rising 
commodity prices also forced inflation expectations 
higher. The US 10-year Treasury yield crept above 
3.00% in April—the first time it has broken through  
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since January 2014—however shorter-term rates have 
also risen in line with the Fed’s tightening path, 
producing a very flat looking yield curve. US net 
borrowing totalled $488 billion in Q1 2018, exceeding 
the old record of $483 billion in Q1 2010, with Treasury 
Secretary Mnuchin affirming his faith in the bond 
market's ability to absorb rising government debt. The 
Japanese 10-year yield rose from 0.04% to 0.05%, still 
hovering above the Bank of Japan’s zero yield target. 
The German 10-year yield rose from 0.49% to 0.56%, 
while the 5-year yield rose from -0.11% to -0.06%. 

REITs (listed property securities) 

The S&P/ASX 300 A-REIT Accumulation Index gained 
4.3% in April, with investor concerns about a rising 
interest rate environment unable to hold the sector back. 
After falling through Q1 2018, shopping centre REITs 
bounced back in April, with Westfield (+8.0%) higher as 
directors unanimously urged shareholders to approve 
the $30 billion takeover bid from French property 

behemoth Unibail-Rodamco. Meanwhile, Scentre Group 
(+5.2%) shrugged off fears of a potential Myer collapse, 
saying it could adjust the mix of retailers inside its 
centres if necessary. But it seems retailers should not 
hold out for rent relief in the near future. 

Alternatives 

Preliminary estimates for April indicate that the index 
decreased by 3.8 per cent (on a monthly average basis) 
in SDR terms, after increasing by 0.4 per cent in March 
(revised). Iron ore and coking coal prices led the 
decrease. The rural subindex decreased in the month, 
while the base metals subindex increased. In Australian 
dollar terms, the index decreased by 3 per cent in April. 

 

Over the past year, the index has decreased by 1.4 per 
cent in SDR terms, led by lower iron ore prices. The 
index has increased by 3.1 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. 

 


