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Economic & Investment Commentary for quarter ended 30 September 
2013 
 
The September quarter was dominated by political issues.  Expectations of a winding back in the US 
quantitative easing program dissipated and the focus moved to the impasse between the Democrats 
and and the Republicans over the debt ceiling and the Budget.   
 

This impasse resulted in a partial shutdown of the 
US Government and increased volatility in equity 
markets.   A last minute compromise was reached 
with funding provided until 15 January 2014 and 
the debt ceiling issue deferred until 7 Feb 2014.   
 
The projected budget deficit is shown to the left.  
Long term revenues must increase and / or 
spending reduce to bring the Budget back into 
balance.  A further problem is how to fund 
Obamacare.  

 
Meanwhile the US economy continued to grow at a moderate pace.  Although employment growth  
slowed, the housing market continued to show signs of improvement. 
 
Political issues were also at the fore in Australia with a change in Government on 7 September 2013.  
Economic data was positive with a rise in business confidence, increase in discretionary spending 
and an improvement in the housing market emanating from record low interest rates.    However, 
the economy continues to grow at below trend pace with a decline in business investment, especially 
in the mining sector.  Unemployment increased to 5.8% with the participation rate declining and 
employees working longer hours. 
 
Positive economic data from Europe indicated that the region is slowly returning to economic 
growth.  Germany continues to lead the way with positive growth also recorded by countries such as 
France, Ireland and Italy.  Labour markets however remain very weak. 
 
The strength of the Chinese economy continued with higher than expected inflation and a recent lift 
in credit suggesting that authorities may need to reign in overheated sectors. 
 
The decision by the US Federal Reserve at its September meeting to refrain from changes to its asset 
sale program (i.e. quantitative easing) led to a weakening in the US dollar.   The Australian dollar 
appreciated significantly on that day and has since strengthened further following the release of 
stronger than expected economic data particularly out of China.  The RBA decided to leave interest 
rates on hold at its October meeting.   
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MARKETS 
 
The Australian equity market (as measured by the S&P ASX 200 Accumulation Index) finished the 
September quarter up 10.2% and 24.3% for the past 12 months.  
 
While all sectors finished the quarter higher, the 
mining-heavy Materials sector was the strongest 
performer (+16.3%), due primarily to 
commodity price resilience and the weaker 
Australian dollar. Signs of a rebound in 
consumer activity also lead to strong gains from 
the consumer discretionary sector (+14.6%).    
 
Returns from smaller companies (as measured by 
the ASX Small Ordinaries Accumulation Index) 
outperformed large companies, rising 14.9% 
over the quarter.  
 
The August corporate reporting season was 
relatively benign and was characterised by low earnings growth and continued cost reduction, with 
companies generally meeting expectations.   
 
Overseas markets performed strongly with the MSCI World index up 6.5% for the September 
quarter and 22.6% for the 12 months. The strengthening of the Australian Dollar against the US 
Dollar, particularly in September, reduced the quarterly return in Australian Dollar terms to 5.0%.  
Conversely, the downward trend of the Australian Dollar over the full year boosted the 12 month 
return in Australian Dollar terms to 28.4%.  
 
Positive economic data out of China drove their index up 19.0% over the quarter (up 23.7% for 12 
months). However other emerging markets fared less well over the quarter, with the Emerging 
Markets index performing more or less in line with global markets as a whole.   
 
Signs of a turnaround in Europe saw gains of 11.8% for 3 months (39.1% for 12 months) in 
Australian Dollar terms. 
 
US markets were more subdued.  This was not surprising given the events on Capitol Hill.  The 
announcement of the appointment of Janet Yellen to succeed Ben Bernanke was greeted favourably 
by financial markets. 
 
Returns from Japan in local currency terms have started to slow with a quarterly return of 5.7% 
compared to the 12 month return of 63.0%.  Manufacturing and service growth continued, 
supported by a weak yen. 
 
Domestic listed property fell 1.1% for the quarter (+10.0% for the 12 months) as investors took 
profits.  The sector is still trading at an 8% premium to NTA.  Returns from global listed property 
were flat for the quarter (+11.5% for 12 months). 
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Australian and international fixed interest investments finished slightly higher for the September 
quarter. The period was characterised by downward pressure on global bond markets and rising 
yields. US 10 year government bonds touched a two year high of 3.01% before the September 
announcement from the Federal Reserve saw them retreat to 2.61%.  Australian 10 year 
Government bond yields rose marginally over the quarter to 3.81%.   
 
The table below summarises the returns from a number of market sectors. 
 

Sector Index 3 mths 
(%) 

1 year 
(%) 

5 years 
(% p.a.) 

Equities     
  Australia ASX/S&P 200 Accumulation Index 10.2 24.3 7.3 
 ASX Small Ordinaries Acc Index 14.9 1.4 1.0 
  International MSCI World ex Aust Index (AUD) 5.0 28.4 1.8 
 MSCI World Index (AUD Hedged) 6.5 22.6 6.8 
  Emerging Mkts MSCI Emerging Mkts (Net Div) (AUD) 3.5 12.3 3.6 
Listed Property     
  Australian ASX 200 Prop Trust Accumulation Index -1.1 10.0 -5.7 
  International UBS Global REITS Ex-Aust (AUD Hedged) -0.1 11.5 6.4 
Direct Property     
  Australian Australian Mercer Unlisted Property (pre tax) 2.6 8.9 4.2 
Currencies     
  AUD v USD Against US Dollar 2.0 -10.2 3.4 
Fixed Interest     
  Australian UBS Warburg Composite All Maturities 1.0 1.8 6.9 
  International JPMorgan WGBI ex Aus (AUD Hedged) 1.3 3.0 8.0 
Commodities     
  Gold Gold – USD 7.6 -25.0 8.7 
  Oil WTI Oil $/b - USD 6.0 11.0 0.3 
  Base Metals RBA Index Base Metals (weighted currency) -1.1 -11.5 -8.1 

       Source: van Eyk 
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Economic & Investment Outlook 
 
Further economic data released over the September quarter (including out of China and Europe) 
indicate a global recovery is well on its way.   However, the recovery is clouded by actions in the US.   
 
The delay in the tapering of asset purchases indicates that the US recovery is taking longer than 
anticipated.  Indeed, the majority of the Federal Reserve Committee members believe that the 
official interest rate would be no higher than 2% by the end of 2016 indicating a drawn out recovery. 
 
Add to this the growing US Budget deficit, the potentially increasing debt ceiling and, the continued 
political uncertainty and we can see that the global recovery may take longer than expected.    
 
In Australia, economic growth remains below trend.  However, the effect of low interest rates is 
beginning to show with house prices and turnover increasing.   
 
The Reserve Bank of Australia indicated in its October meeting that a substantial degree of stimulus 
has been imparted by the low rates.  The bias for further reductions has been removed and the RBA 
members will examine future data to access whether the next move will be down or indeed possibly 
up.   
 
Australian Shares 
 
Since 30 September 2013, the ASX 200 has continued to rally.   
 
Risks still exist from the eventual removal of global monetary stimulus packages or a worsening of 
the growth outlook in China.  Add to this the fact that unemployment in Australia is worsening and 
the short term strengthening of the Australian Dollar, it is easy to conclude that economic growth 
may moderate.  
 
We do not expect the RBA to further reduce rates in the short term unless the Australian Dollar 
strengthens further. 
 
We therefore remain cautious about adding to Australian Equities holdings and recommend a 
neutral or below neutral position.  We favour smaller companies over large. 
 
Global Shares 
 
Valuations of developed global economies such as the US appear attractive compared to Australia 
(where defensive stocks such as banks and property appear to have been overbought). 
 
Furthermore, although we anticipate that the Australian Dollar may further strengthen in the very 
short term, we expect a weakening in the medium to long term.  As such, this will enhance the 
returns of unhedged portfolios. 
 
Recent declines in emerging markets make these investments increasingly attractive although 
investors should be aware that such investments are volatile and risks such as overly optimistic 
growth figures can have a significant impact.   
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We therefore suggest that investors maintain a neutral exposure to International equities with some 
targeted exposure to higher growth emerging market regions. 
 
Property 
 
The outlook for the Australian listed property trust sector remains relatively positive provided that 
long term bond yields do not rise sharply.  However, the past strength in this sector has been driven 
by a global search for yield rather than underlying fundamentals which are relatively weak. 
 
The property sector is now trading at an 8% premium to the underlying book value, with issues such 
a high office vacancy rates posing a risk to valuations.   As such we recommend an underweight 
exposure to this sector. 
 
In relation to global property, while valuations of global listed property investments are more 
attractive than domestic property, we recommend that investors retain an underweight position to 
this sector due to the risk of a rise in bond yields.  
 
Fixed Interest 
 
We see no change in our position from previous quarters.  Based on current yields, Government 
Bonds in Australia and major developed international markets overseas remain unappealing.  A low 
yield together with the risk of a capital loss (should a sell-off in bonds take place) makes this sector 
particularly unattractive. 
 
In this situation, the only advantage of holding Government Bonds is the advantage of 
diversification, hence mitigating losses if there were to be another global disaster and the 
consequential flight to safely.  However, the relatively low bond yield offers little protection.  
Furthermore their low yields offer an inferior income return to the rates currently available in high 
interest bank accounts. 
 
 
Sources: van Eyk, RBA Board Minutes, Schroders and the IMF. 
 
Please note that the information above is general in nature and does not take into account your personal circumstances, financial needs or 
objectives. Before acting on this information, you should consider its appropriateness having regard to your objectives, financial situation and 
needs. In particular, you should speak to Kevin Smith of The Professional Super Advisers on (02) 9955 5800 prior to acting upon this 
information. 
 


