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Australian Shares 

Market review 

Australian equities (S&P/ASX300 Accumulation Index) fell by 3.0% in January on the back of 

emerging market (EM) uncertainty.  EM central banks have struggled to keep a lid on both inflation 

and debt, and as a result investors retreated on fears of inheriting contagion risk.  The problem has 

come into focus as the US Fed continues its stimulus cutback thereby in effect sucking liquidity out of 

emerging markets.  At its recent FOMC meeting US policymakers trimmed Quantitative Easing (QE) 

by a further $10 billion, supporting suggestions the Fed’s dovish stance would moderate sooner rather 

than later.  A weak Chinese PMI print late month also weighed on confidence. 

Amid the rotation away from risk, resources (-2.9%) surprisingly outperformed industrials (-3.0%), 

albeit marginally.  Underrated gold names rallied back into favour as precious metals gained on rising 

tail risks.  Energy (-3.8%) and iron equities fell together with crude oil and iron ore.  Consumer 

discretionary (-4.5%) tumbled on a string of downgrades (Super Retail Group, The Reject Shop and 

WOTIF.com) while financials (-3.9%) slipped on general market pessimism.  Utilities (+0.7%) and 

healthcare (+0.3%) meanwhile marched into positive territory on the back of strong earnings stability. 

The Reserve Bank of Australia (RBA) left the cash rate unchanged at 2.50% at its February meeting, 

removing reference in its meeting minutes to an “easing bias” as well as the now devalued dollar.  

The RBA forecasts growth to remain below trend in the near term with unemployment set to rise 

further before it peaks.  However, beyond the immediate future the Board expects the domestic 

economy, buoyed by lower interest and exchange rates, to strengthen.  We anticipate inflation to stay 

consistent with the 2-3 per cent target over the next two years while the cash rate will likely remain 

idle in the first half of the year. 

 

Portfolio performance 

The BT Wholesale Core Australian Share Fund returned -3.86% (post-fee, pre-tax) in January 2014, 

underperforming its benchmark by 0.86.   

Our overweight position in media firm Nine Entertainment (+11.7%) contributed to relative returns.  

Nine recovered its initial IPO dip following strong capture of advertising market share.  The company 

has drawn 38% of the total ad space with a similar percentage in audience viewership.  Advertising 

spend is growing at a reasonable 3-4% though the real revenue injection will come from higher fees 

as customers pay more for congested timeslots.  Nine has historically been hurt by content costs but 

those headwinds are in our belief absent this time around.  We expect the business to remain well-

leveraged to the recovering ad cycle. 
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Our decision to not hold winery Treasury Wine Estates (-24.5%) also contributed to relative returns.  

The company emerged from its trading halt to release a 20% downgrade to earnings.  Management 

pointed to tougher trading conditions as demand from Chinese buyers softened significantly in the 

second half of 2013.  Domestically, reduced discounting in the lead up to Christmas also landed an 

adverse outcome as cost-conscious shoppers shied away from its lower-end wines.  In our view 

Treasury Wine is a business with low pricing power and few competitive advantages.  The company 

does not at this time offer any catalysts for a re-rate. 

Our overweight position in diversified media giant, 21st Century Fox (-8.1%), detracted from relative 

returns.  Fox fell in anticipation of becoming delisted, sparking misguided fears of forced sales below 

existing levels.  This resulted in an early exit even though shareholders would likely be allowed to 

remain on the register.  Fox has been a solid performer for our portfolios and we maintain conviction 

in the franchise. 

Our decision to not hold gold and copper producer Newcrest Mining (+23.7%) also detracted from 

relative returns.  Its share price secured a big boost as gold, in line with historical correlations, jumped 

3.2% in the face of emerging market strains.  This optimism gradually snowballed as the company 

scored back-to-back positives in production with management demonstrating improvement in both 

volumes and cash costs.  High capital requirements and a single commodity exposure still present 

threats to the business though we are gaining conviction in a turnaround.  Cash flows are key in our 

investment case and we will monitor whether levels are sufficient to fund growth without the need for 

recapitalisation. 

 

Strategy and outlook 

Despite the recent sell-off the market appears to be fair value overall.  Domestic banks and insurers – 

beneficiaries for much of 2012 and 2013 – have rallied based on attractive yields and higher margins 

but both are unlikely to push further as payout ratios flatten and bad debts revert to their historical 

average for the banks.  Suffice to say we are underweight companies that rely on unsustainable 

trends for a re-rate.  Where revenue growth remains challenged we look to invest in businesses that 

can undergo ‘self-help’ initiatives to drive the bottom-line.  For those stocks priced for growth, we 

need to be confident that expectations for organic top-line growth can be met with room to spare.   

As always there are pockets of value.  The resources sector, which has been significantly out of 

favour for the past twelve months, is at an interesting juncture.  Amid the prevailing theme of lower 

commodity prices we have seen a large number of miners and energy producers recover through 

initiating cost-outs, cancelling projects, reducing debt, and hiking up dividends.  These self-imposed 

austerity measures can easily be perceived as necessary acts of survival but there a handful of 

companies we feel that have emerged from the process for the better and hence deserve better 

ratings. 

Looking towards the half-year reporting season in February we expect few surprises because any 

material information tends to get pre-announced.   We will nonetheless get useful insight into how 

companies are viewing the rest of the year, which is always an important influence on the sentiment 

barometer.
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Smaller Companies 

Market review 

Australian small caps (S&P/ASX Small Ordinaries Accumulation Index) fell by 2.8% in January on the 

back of emerging market (EM) uncertainty.  EM central banks have struggled to keep a lid on both 

inflation and debt, and as a result investors retreated on fears of inheriting contagion risk.  The 

problem has come into focus as the US Fed continues its stimulus cutback thereby in effect sucking 

liquidity out of emerging markets.  At its recent FOMC meeting US policymakers trimmed Quantitative 

Easing (QE) by a further $10 billion, supporting suggestions the Fed’s dovish stance would moderate 

sooner rather than later.  A weak Chinese PMI print late month also weighed on confidence. 

Amid the rotation away from risk, small resources (-1.1%) surprisingly outperformed small industrials 

(-3.2%).  Underrated gold names rallied back into favour as precious metals gained on rising tail risks.  

Junior energy and iron equities fell together with crude oil and iron ore respectively.  Consumer 

discretionary names tumbled on a string of downgrades (Super Retail Group, The Reject Shop and 

WOTIF.com) while corporate and mining services both fell on continued weakness in the mining and 

non-mining sectors.  Meanwhile, small telecoms and biotechs held firm on the back of reasonable 

earnings growth. 

The Reserve Bank (RBA) left the cash rate unchanged at 2.50% at its February meeting, removing 

reference to an “easing bias” as well as the now devalued dollar.  The RBA forecasts growth to 

remain below trend in the near term with unemployment set to rise further before it peaks.  However, 

beyond the immediate future the Board expects the domestic economy, buoyed by lower interest and 

exchange rates, to strengthen.  We anticipate inflation to stay consistent with the 2-3 per cent target 

over the next two years while the cash rate will likely remain idle in the first half of the year. 

 

Portfolio performance 

The BT Wholesale Smaller Companies Fund returned -4.01% (post-fee, pre-tax) in January, 

underperforming its benchmark the S&P/ASX Small Ordinaries Accumulation Index by 1.25%.   

Our overweight position in media firm, Nine Entertainment (+11.7%), contributed to relative returns.  

Nine recovered its initial IPO dip following strong capture of advertising market share.  The company 

has drawn 38% of the total ad space with a similar percentage in audience viewership.  Advertising 

spend is growing at a reasonable 3-4% though the real revenue injection will come from higher fees 

as customers pay more for congested timeslots.  Nine has historically been hurt by content costs but 

we believe those headwinds are absent this time around.  We expect the business to remain well-

leveraged to the recovering ad cycle. 
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Our decision to not hold hydrocarbon explorer, Karoon Gas (-26.0%) also contributed to relative 

returns.  As with most junior explorers, Karoon depends on regular cash injections to support drilling 

activities.  So far assets at Poseidon and Brazil hold reasonable value but production remains elusive 

particularly as exploratory costs are on the rise.  Recently the company abandoned its Grace-1 well 

(Browse Basin WA) after failure to locate any meaningful reserves.  We view this setback as a 

testament to why we would rather invest in businesses with a more determined earnings outlook.   

Our overweight position in auto and leisure business Super Retail Group (-19.4%) detracted from 

relative returns.  Elements of retail risk manifested over the month as the company downgraded 

outlook to earnings.  The warning came on the back of weakness in its boating, camping and fishing 

(BCF) division which produced a disappointing same-store growth figure of 1.6%.  Other parts of the 

group, Super Cheap Auto and Rebel Sports, remained robust though costs are expected to rise as 

the company continues to source inventory offshore amid an environment of domestic currency 

depreciation.  We retain our confidence in Super Retail’s ability to restore growth over the course of 

the fiscal year. 

Our overweight position in discount retailer, The Reject Shop (-35.3%) also detracted from relative 

returns.  Shares in the junior consumer store declined following release of a sluggish trading update.  

The key metric, same store sales, faltered despite corporate heads expressing solid growth 

momentum a few months earlier.  The sudden contrast obviously damaged confidence but we believe 

the market has overreacted.  We expect the business to rally back as aggressive discounting from 

major supermarket chains subside. 

 

Strategy and outlook 

Small caps remain undervalued as investors continue to build their portfolios towards the large cap 
end of the spectrum.  Performance differentials between large and small companies have been quite 
noticeable but we expect this to narrow as base-tier names regain their top-line momentum.  Until 
then we believe investors will likely continue to favour large cap yield stocks namely banks which 
have been the major beneficiaries of this carry trade for the past two years.  Going forward however, 
we believe buyers will realise the stream of low-quality earnings that emanate from these stocks and 
rotate elsewhere.  Suffice to say our small cap portfolio aims to avoid companies that rely on 
unsustainable trends for a re-rate.  Where revenue growth remains challenged we look to invest in 
businesses that can undergo ‘self-help’ initiatives to drive the bottom-line.  For those stocks priced for 
growth, we need to be confident that expectations for organic top-line growth can be met with room to 
spare.   

As always there are pockets of value.  The small resources sector, which has been significantly out of 
favour for the past twelve months, is at an interesting juncture.  Amid the prevailing theme of lower 
commodity prices we have seen a large number of miners and energy producers recover through 
initiating cost-outs, cancelling projects, reducing debt, and securing additional funding.  These self-
imposed austerity measures can easily be perceived as necessary acts of survival but there a handful 
of companies we feel that have emerged from the process for the better and hence deserve improved 
ratings. 

Looking towards the half-year reporting season in February we expect few surprises because any 
material information tends to get pre-announced.   We will nonetheless get useful insight in how 
companies are viewing the rest of the year, which is always an important influence on the sentiment 
barometer.  
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International Shares 

Market review 

Global Equities started the year on a negative note, with the MSCI World Index ex Australia falling -

1.20%, led by weakness in Emerging markets, as the world started to deal with a potential outflow of 

cash from these regions due to Fed tapering, as well as some disappointing economic data. 

The US saw some investor profit taking on the back of a stellar 2013 return and some high profile 

corporates (Amazon, Citigroup, and Exxon Mobil) delivering disappointing earnings results against 

investor expectations.  This, coupled with some bad weather in the US which affected some economic 

indicators, saw the US S&P 500 index fell -3.6%. 

European markets also fell with the key markets of Germany, France and the UK falling -2.6%, -3.0% 

and -3.5% respectively.  Concerns of flow on effects from emerging markets and fed bond tapering 

weighed on markets, even though data coming out of Europe continues to point to improving 

conditions for an economic recovery. 

Emerging markets and Asian markets were particularly hard hit, with concerns of economies 

struggling with fast falling currencies.  The largest falls were China H-shares (-9.2%) and the 

Japanese Nikkei (-8.5%).  In emerging markets large currency falls were experienced by many 

countries as a result of large capital outflows with the Turkish lira down 16%, and the Argentina peso 

down over 28%.  Additionally the Brazilian market fell -7.5%. 

The Australian dollar fell against most currencies in January; it fell -1.8% against the USD, finishing 

the month at 0.8756.  It also fell -1.1% against the Sterling though rose 0.1% against the Euro. 

 

Portfolio performance 

The BT Wholesale Core Global Share Fund returned -0.70% (post fee, pre-tax) in January 2014, 

outperforming its benchmark by 0.50%.  This was largely due to outperformance in European 

markets, with positioning in Japan and the US also adding positively over the month.   

Thematically, outperformance in Europe was driven by strong results in our earnings quality signals, 

with relative valuation and sentiment measures also contributing positively over the month.  In Japan, 

positive results were due to relative valuation measures outweighing weakness in business quality 

signals.  In the US, relative valuation performed poorly over the month, but was offset by strong 

performance of momentum measures for stock selection.   
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In stock/industry attribution terms: sector tilts were responsible for roughly half of the active returns 

over the month, led by an overweight tilt towards Health Care and underweight tilt from Energy 

stocks.  The other half of the portfolio’s outperformance was attributable to stock positioning within 

industries.  Stock selection within the Information Technology and Consumer Staples sectors was 

particularly strong, outweighing negative results from positioning within the Financials sector.   

At a stock level, strongest active contributions came from: an overweight position in Facebook, a US 

headquartered social media portal; overweight in Boston Scientific, a multi-national medical device 

developer and manufacturer; and underweight in Apple, a US headquartered consumer electronics, 

computing and software multi-national.  Largest detractors were an overweight position in Best Buy, 

an American consumer electronics retailer; GameStop, a US video-game retailer; and overweight 

position in Merck, an American biotechnology company.   

 

Strategy and outlook 

Entering February, the portfolio maintains its largest tilt towards Health Care and is most underweight 

Energy stocks.  Thematically, we are mildly tilted towards higher quality companies with positive 

momentum and away from cheaper industry peers in the US and European markets.  In Japan, our 

active stock positioning is tilted towards cheaper companies, as valuation spreads look slightly more 

attractive.    
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Australian Fixed Income 

Market review 

Australian three-year bond yields declined 11 basis points to 2.84% from 2.95% and the ten-year yield 

declined by 24 basis points from 4.24% to 4.0%, with the 3-10s yield curve flattening to 

116 basis points.  The Reserve Bank of Australia (RBA) left the interest rate unchanged at its 

February meeting.  The RBA noted that economic data over the summer suggests firmer consumer 

demand.  Retail sales have been growing in the last few months.  There are improvement in business 

conditions and confidence but credit growth remains low overall.  House prices have increased further 

over the past few months.  Housing finance rose a further 1.5% in November and 25.8% over the 

year.  The unemployment rate has continued to rise and the RBA expects a further increase.  Inflation 

in Q4 was higher than expected and is expected to remain within the target band.  The higher than 

expected inflation was partially attributed to the pass-through effect of the lower exchange rate, which 

is believed to be helpful to achieve balanced growth in the economy. 

 

Portfolio performance 

The BT Wholesale Fixed Interest Fund returned 1.27% in January 2014 (post-fees, pre-tax), 

outperforming its benchmark by 0.18%. 

Gains in the duration and cross-market strategies were partially offset by losses in FX strategy.  The 

Government bond component outperformed its benchmark with the duration strategy being the main 

contributor.  The Credit component outperformed its benchmark.  Positive performance came from an 

active overweight in industrials and infrastructure, and an underweight in supra-nationals. 

 

Strategy and outlook 

With the last two inflation data releases coming out higher than expected the next key piece of data 

that may dictate the timing of the next monetary policy move is first quarter inflation data released in 

late April.  The RBA attributed a higher pass through of the falling currency as being a potential cause 

for the higher fourth quarter inflation.  Should this prove not to be the case the Bank may end up in 

the unenviable situation of rising unemployment and inflation that is near the top of their inflation 

target band.  Prior to that, the focus will continue to remain on how emerging markets react, 

particularly if quantitative easing continues to be tapered in the United States.  We expect the 

Reserve Bank to remain on hold in the first half of the year. 
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International Fixed Income 

Market review 

The international market was dominated by the Fed’s decision to continue tapering and to reduce 

bond purchases by another $10 billion a month.  Elevated manufacturing PMIs and strong ADP 

employment results together with other improving economic data lead to an expectation of strong 

nonfarm payrolls.  However nonfarm payrolls were much weaker than expected, partially due to the 

weather.  Still, a lower participation rate helped to reduce the unemployment rate to 6.7% from 7.0% 

previously.  In the month, retail sales data was weaker than expected due to soft motor vehicle sales.  

The housing market was also weaker with declining NAHB homebuilder sentiment housing starts and 

building permits.  Both new home sales and existing home sales fell more than expected.  The first 

estimate of fourth quarter GDP was 3.2% with broad-based strengthening in consumption.  Euro-area 

December manufacturing PMI increased 1.1 points to 52.7 and France continued to be the laggard.  

CPI inflation continued its down trend with the headline prices rising 0.8% year-on-year and core 

inflation 0.7% year-on-year.  Over the month, the US and UK bond yields declined by 38 and 32 basis 

points, respectively.  The Japanese bond yield rose by 12 basis points.  The Australian bond yield 

underperformed the US with the spread rising by 15 basis points.  The Australian dollar depreciated 

and the trade weighted index fell by 1.74% over the month.  Risk assets (equities and commodities) 

weakened over the month. 

 

Portfolio performance 

The BT Wholesale Global Fixed Interest Fund returned 1.98 in January 2014, outperforming its 

benchmark the JP Morgan Global Traded Index by 0.09% 

The physical allocation to domestic credit performed strongly contributing outperformance of 0.07%.  

The PAFI overlay also added, with positive performance in Duration and Cross-Market strategies 

being offset by somewhat from the FX and Curve strategies. 

 

Strategy and outlook 

As widely expected, the Fed decided to continue tapering its QE program.  Although the Fed is still 

committed to maintaining an accommodative monetary policy for longer by forward guidance, its 

credibility is challenged by market expectation on a stronger recovery track than Fed’s forecast.  In 

addition, demographic changes have reduced labour force participation and are recognised as the 

reason for unemployment rate to fall below Fed’s threshold sooner than expected.  International 

capital flow from emerging markets has started to manifest and a fast outflow will be destructive for 

the less developed economies.  
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Credit 

Market review 

Cash credit market spreads tightened over January on the back of renewed market optimism for 

global growth.  Whilst economic indicators were mixed during the month, weaker China growth data 

and the FOMC meeting resulted in a more subdued market bid level at month end.  Iron ore prices 

softened 6% during the month as China data weakened.  The strongest outperformance by sector 

contribution was infrastructure with the total sector’s margin to swap tightening 46 basis 

points basis points to 151 basis points basis points.  In contrast to physical credit resilience, credit 

default swaps widened in sympathy with increased market risk aversion on the back of equity markets 

weakening.  The Australian iTraxx, US CDX, and Euro Main finished 8, 9 and 12 basis points wider, 

respectively. 

 

Portfolio performance 

The BT Wholesale Enhanced Credit Fund returned 0.93% (post-fee, pre-tax) in January 2014, very 

slightly underperforming its benchmark by 0.01%.   

Positive performance came from active overweights in the infrastructure & utilities.  Negative 

performance came from underweights in offshore banks and supra-nationals.   

Activity over the month was primarily centred around selectively participating in new issuances. 

 

Strategy and outlook 

Our macro credit view is positive.  Fundamentally we view the regional macro growth outlooks in Asia, 

North America and Europe positively, albeit not without risks, and are bullish in the longer term.  

Further, we believe domestic physical credit spread levels will be supported by a soft but benign 

domestic environment for investment grade issuers.  We do not expect credit spreads to markedly 

tighten over 2014, but as levels are not at historically tight there remains some room for contraction.   

Risks to the downside include growth disappointing in China, America and Europe.  Further, recent 

ructions in the emerging markets attributed to the US Fed tapering resulting in events such as Turkey 

raising domestic interest rates could cause future market contagion.  We continue to recommend a 

defensive approach that is flat with overweights in operationally resilient sectors such as utilities, 

staple industrials and infrastructure that provide a higher yield to index returns.
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Cash 

Market review 

There was no Reserve Bank of Australia (RBA) meeting in January, with the market focusing on 

domestic data and offshore events in assessing the likely path for monetary policy.  The key domestic 

economic data release during the month was fourth quarter inflation data, which came out higher than 

expected and saw the market discount the probability of the RBA acting on its slight easing bias in the 

near term.  The annual CPI trimmed mean and weighted median came out in the upper half of the 

Bank’s 2-3% inflation target at 2.6% (expectation was 2.3%). 

Prior to the release of the inflation data, the market had priced in an increasing probability of further 

monetary policy easing  following weak labour market data.  The unemployment rate remained 

unchanged at 5.8%, due to a fall in the participation rate from 64.8% to 64.6%.  Employment growth 

was weak, falling by 22,600 jobs in December.  The components emphasised further the weak state 

of the labour market, with full time employment falling by 31,600 jobs.   

The NAB Business Survey showed a surprising lift in business conditions.  According to the survey 

business conditions rose to a 2 ½ year high, rising from -4 to +3, with the transport, wholesale and 

services industries reporting the strongest gains.  The manufacturing and construction industries were 

the notable exceptions.  The report advised some caution when it stated that “the sustainability of the 

jump may be questionable given subdued forward orders, a run down in stocks (although this may be 

involuntary), and still low capacity utilisation”. 

The supply side of the housing market is responding to strong house price gains with overall building 

approvals rising to close to their cyclical highs despite recording a 1.5% month on month decline in 

November.  The November data showed a surge in house approvals offsetting a fall in multi-dwelling 

apartment approvals.  House approvals rose 6.0%, driven by strength in NSW and Victoria, the 

strongest result since May 2012.   

Offshore events saw volatility rise in bond and equity markets, primarily driven by emerging markets.  

Sharp falls in emerging market currencies occurred and led to various central banks taking steps to 

stem capital outflows, including Argentina, South Africa, India and particularly Turkey, who lifted their 

official rate from 7.75% to 12.0% in one step.  The HSBC PMI data for China was also weaker than 

expected, dropping below 50 to 49.5 (a reading greater than 50 implies manufacturing expanding, sub 

50 implies contracting).   

In the United States, non-farm payrolls data released was significantly weaker than expected, rising 

by 87,000 jobs against expectations of a 200,000 gain.  Adverse weather conditions in the United 

States may explain some of the weakness.  The Fed announced further tapering at its January 

meeting, adding agency mortgage backed securities at a pace of $30 billion per month (down from 

$35 billion) and longer-term treasury securities at a pace of $35 billion (down from $40 billion) in 
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February.  The committee reaffirmed that a highly accommodative monetary policy stance will remain 

appropriate for a considerable period after the asset purchase program ends and the economic 

recovery strengthens. 

Risk aversion from emerging market volatility and the weaker payroll data in the United States saw 

bond yields rally strongly and equity markets fall in January.  Australian three- and ten-year bond 

yields rallied 11 and 24 basis points respectively to end the month at 2.84% and 4%.  The 90-day 

bank bill yield fell 1 basis point to 2.63%.  US ten-year bond yields rallied 38 basis points to 2.65%.  

The Australian dollar fell by 2% against the USD to 0.8748 and the trade weighted index (TWI) fell by 

1.7%.   

 

Portfolio performance 

Managed Cash 

The BT Wholesale Managed Cash Fund returned 0.22% in January 2014 (post-fee, pre-tax), flat to 

benchmark. 

Portfolio positioning remains similar to previous months.  Asset backed commercial paper continues 

to offer an attractive spread relative to bank bills, although the weighting in the fund is likely to reduce 

as commercial paper issuance in the market declines and spreads tighten.  Term deposit exposure 

has typically been invested out to the three and six month part of the curve, which offers a better 

spread and remains attractive when the yield curve normalises.  The weighted average maturity of the 

fund was 56 days at the end of the month.  The fund is well positioned to outperform in the coming 

months. 

Enhanced Cash 

The BT Wholesale Enhanced Cash Fund returned 0.29% in January 2014, outperforming its 

benchmark by 0.07%. 

Positive performance came from the industrials, financials and mortgage backed securities sectors.  

The portfolio has outperformed its benchmark by 0.99% over the past 12 months.   

Activity during the month included investing in short term corporate notes.   

As at the end of the month, the portfolio had a credit spread of 75 basis points over bank bills, interest 

rate duration of 0.10 years and the credit spread duration was 1.62 years. 
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Strategy and outlook 

The RBA left the cash rate unchanged at 2.50% at its February meeting and removed the easing bias 

and the reference to the overvalued Australian dollar.  The Bank expects growth to remain below 

trend for a time yet and for unemployment to rise further before it peaks.  The Bank also stated that 

beyond the short term growth is expected to strengthen, helped by continual lower interest rates and 

the lower exchange rate and that inflation is expected to remain consistent with the 2-3 per cent target 

over the next two years.   

With the last two inflation data releases coming out higher than expected the next key piece of data 

that may dictate the timing of the next monetary policy move is first quarter inflation data released in 

late April.  The Bank attributed a higher pass through of the falling currency as being a potential cause 

for the higher fourth quarter inflation.  Should this prove not to be the case the RBS may end up in the 

unenviable situation of rising unemployment and inflation that is near the top of their inflation target 

band.  Prior to that, the focus will continue to remain on how emerging markets react, particularly if 

quantitative easing continues to be tapered in the United States.  We expect the RBA to remain on 

hold in the first half of the year.     
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Australian Property 

Market review 

The S&P ASX 200 REIT index produced a total return of 0.5% for the month of January, 

outperforming the broader market by 350 basis points.  The month saw global equity markets post 

their biggest falls since August 2013.  Major catalysts for the falls were a weak 49.5 PMI reading from 

China (anything under 50 indicates contraction) as well as fears about defaults in China’s shadow 

banking system.  This saw a flood of capital leave emerging markets seeking the safety of US 

Treasuries.  Over the month the US 10-year bond firmed 38 basis points to 2.6%.  Australian bonds 

firmed 24 basis points to end the month at 4.00%.   

The best performing REIT category during the month was the diversified REITs led by GPT.  The 

responsible entity of CPA rejected GPT’s bid for CPA, stating that DXS/CPPIB’s offer was superior.  

GPT chose not to lift its bid, and not leaving empty handed managed to secure $1.2 billion of assets 

from DXS/CPPIB.  Up until this point investors had deserted GPT fearing they would overpay for 

CPA.  This change of heart and the decision to commence a buyback led to a material 

outperformance of GPT during the period.  The worst performing REIT category was industrial, with 

market concerns about a potential sell down of CIC, from the group’s largest shareholder (owning 

9.8%). 

Other news for the month included Investa Office Fund raising $229 million through a USPP in three 

tranches across tenors of 11, 13 and 15 years.  The debt was priced at 173 basis points over US 

treasuries.  CFS Retail Property Trust announced its comparable specialty retail sales for the year to 

31 December 2013 with sales up 1.7%, driven by DFO outlets (+10.2%) and supermarkets (+4.1%).  

Meanwhile the market continues to wait for clarity on the Westfield Retail Trust and Westfield Group 

reorganization with documentation expected in March 2014.   

On the back of the softer China outlook the $A fell 2% to a three year low against the USD.  The 4Q 

CPI data was stronger than expected at 0.8% (quarter-on-quarter) with food prices impacted by poor 

weather.  The higher than expected CPI appears to have reduced the chances of further rate cuts.  

The unemployment rate was flat over the period at 5.8%.  While employment growth has been 

slowing with virtually no employment growth in 2013, the participation rate continues to drift lower to 

64.6%.  On the positive side, retail sales were +0.7%for the month and building approvals were +22% 

(year/year). 
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Portfolio performance 

The BT Wholesale Property Securities Fund returned 0.14% in January 2014 (post-fee, pre-tax), 

underperforming the REIT Index by 0.27%. 

Positive attribution came from our overweight positions in the unlisted Charter Hall Industrial Fund 

and National Storage REIT (a new IPO which listed in December), while underweight positions in 

Shopping Centres Australia and Commonwealth Property Fund also assisted performance.   The 

main detractors over the period were our underweight position in GPT Group as well as our 

overweights positions in Arena Reit and Federation Centres.   

 

Attribution 

Trust Positive Trust Negative 

Charter Hall Industrial Fund 0.09 GPT Group -0.23 

National Storage REIT 0.05 Arena Reit -0.09 

Commonwealth Property Office  0.05 Federation Centres -0.08 

Shopping Centres Australia 0.05 Aspen Group -0.08 

Ingenia Communities Group 0.05 Astro Japan Property Trust -0.04 

 

Portfolio changes 

During January we increased our underweight position in CFS Retail, reduced our overweight position 

in Goodman Group as well as exiting our interest in Commonwealth Property Office Fund completely.  

These funds were deployed in increasing our position in Mirvac Group, increasing our overweight 

position in National Storage and reducing our underweight position in GPT Group. 

Top ten active positions 

Overweight Underweight 

Core Plus Industrial Fund CFS Retail Property Trust 

Federation Centres GPT Group 

Investa Office Fund Commonwealth Property Office  

Australand Property Group Westfield Group  

Hotel Property Investments  Cromwell Property Group 

 

Strategy and outlook 

The sector is priced on an FY14 dividend yield of 5.8% and a PE ratio of 14.1.  Earnings and balance 

sheets are stable with sector gearing currently standing at 29%.  We expect supportive funding costs, 

positive spread investing and cost cutting to drive earnings and the performance of the sector in the 

medium term.  
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International Property 

Market review 

Performance of the global property securities market (on an ex-Australia basis) as measured by the 

UBS Global Real Estate Investors Index started off the year in the positive territory, returning 2.0% 

during the month of January.  North America (up 3.9%) posted the largest gains, while Asia (down -

1.8%) and Europe (down -0.6%) were slightly down.  Within North America, the US and Canada 

returned 4.3% and -4.0%, respectively.  In Asia, all countries with the exception of Japan (up 2.0%) 

were in the negative territory for the month.  The weakest performers were Hong Kong (down -8.1%), 

New Zealand (down -1.7%), and Singapore (down -1.4%).  In Europe, results were mixed.  Italy (up 

9.9%) gained the most ground, followed by Sweden (up 3.4%), and the UK (up 3.3%).  France (down 

-6.0%), Belgium (down -3.9%), and Norway (down -3.8%) were the weakest performers. 

 

Portfolio performance 

The BT Wholesale Global Property Securities Fund returned 2.47% in January 2014 (post-fee, pre-

tax), outperforming its benchmark by 0.02%. 

The US segment of the portfolio modestly underperformed the UBS North America Investor’s Index by 

6 basis points.  Underperformance relative to the benchmark was attributable to negative sector 

allocation results, which were partially offset by positive stock selection results.  Sector allocation’s 

negative impact on relative performance was mainly driven by the portfolio’s underweight in the 

outperforming health care and triple net lease sectors.  In terms of stock selection, results were 

strongest in the office, regional mall, and industrial sectors and weakest in the apartment, shopping 

centre, and triple net lease sectors.  Among the portfolio’s holdings, positive contributors to relative 

performance included a lack of exposure to underperforming General Growth Properties (GGP) and 

Brookfield Office Properties ( BASIS POINTS BASIS POINTSO-CA), and an overweight position in 

outperformer Boston Properties (BXP).  Detractors included overweight positions in underperformers 

Boardwalk REIT (BEI.UT-CA) and Host Hotels & Resorts (HST), as well as a lack of exposure to 

outperforming Realty Income Corporation (O).   

The European portion of the portfolio outperformed the regional UBS benchmark by 32 basis points.  

Outperformance relative to the benchmark was attributable to positive country allocation results, 

which were partially offset by negative stock selection results.  In terms of stock selection, results 

were weakest in the UK and, to a lesser extent, Finland and Germany and strongest in Netherlands 

and Switzerland.  Among the portfolio’s holdings, detractors to relative performance included an 

underweight position in outperformer Capital & Counties Properties Plc. (UK), and a lack of exposure 

to outperforming Kungsleden AB (Sweden) and Big Yellow Group Plc. (UK).  Positive contributors 

included an overweight position in outperformer Hammerson Plc. (UK), and a lack of exposure to 

underperforming Fonciere des Regions (France) and Icade SA (France).  Country allocation’s positive 
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impact on relative performance was mainly driven by the portfolio’s underweight position in 

underperforming France and overweight positions in outperforming UK and Sweden.   

The Asian part of the portfolio outperformed the regional UBS benchmark by 27 basis points.  

Outperformance relative to the benchmark was attributable to positive stock selection results in Japan 

and, to a lesser extent, Singapore, which were partially offset by negative results in Hong Kong.  

Among the portfolio’s holdings, positive contributors to relative performance included overweight 

positions in outperformers Japan Prime Realty Investment Corporation (Japan), Orix JREIT (Japan), 

and Japan Logistics Fund, Inc.  (Japan).  Detractors included an underweight position in outperformer 

Nippon Prologis REIT, Inc.  (Japan), a lack of exposure to outperforming Activia Properties, Inc.  

(Japan), and an overweight position in outperformer Hang Lung Properties Limited (Hong Kong).  

Country allocation had a neutral impact. 

.  
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Active Balanced 

Market review 

Equity markets started 2014 on a weak note as concerns over emerging market issues spreading to 

developed markets and some poorer economic data saw many investors take profits from a strong 

2013. Emerging market (EM) central banks have struggled to keep a lid on both inflation and debt, 

and as a result investors retreated from the region on fears of inheriting contagion risk.  The problem 

has been brought into focus as the US Fed continues its cutback in stimulus thereby in effect sucking 

liquidity out of emerging markets.  In its recent FOMC meeting US policymakers trimmed QE by a 

further $10 billion, propping up suggestions the Fed’s dovish stance would moderate sooner rather 

than later.  A weak Chinese PMI print late month also weighed on confidence. 

Australian equities (S&P/ASX300 Accumulation Index) fell by 3.0% in January on the back of EM 

uncertainty.  Amid the rotation away from risk, resources (-2.9%) surprisingly outperformed industrials 

(-3.0%), albeit marginally.  Underrated gold names rallied back into favour as precious metals gained 

on rising tail risks.  Energy (-3.8%) and iron equities fell together with crude oil and iron ore.  

Consumer discretionary (-4.5%) tumbled on a string of downgrades (Super Retail Group, The Reject 

Shop and WOTIF.com) while financials (-3.9%) slipped on general market pessimism.  Utilities 

(+0.7%) and healthcare (+0.3%) meanwhile marched into positive territory on the back of strong 

earnings stability. 

Global equities also fell, with the MSCI World Index ex Australia down -1.20%, led by weakness in 

emerging markets.  China and Japan saw the largest falls at -9.2% and -8.5% respectively.  The US 

market fell -3.6%, and European markets on average fell around -3.0%. 

Fixed interest markets were positive as investors sought the security of bonds amidst the equity 

market volatility and uncertainty.  Australian and global bonds each saw positive months, with 1.09% 

and 1.89% returns respectively for January. 

The Reserve Bank of Australia (RBA) did not meet in January, however consensus is that it will keep 

rates on hold for the short term.  However the Australian dollar falling and some signs of inflation 

increasing may be seen as cause for the RBA to hike rates sometime in 2014. 
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Portfolio performance 

The BT Wholesale Active Balanced Fund returned -1.58% (post-fee, pre-tax) in January 2014, 

underperforming its benchmark by 0.91%  

Underperformance was mostly driven by negative returns out of growth assets, especially domestic 

equities. 

From an Australian equities perspective, negative returns for one of our key overweights 21st Century 

Fox and a rally in gold producer Newcrest (which we do not hold) caused us to underperform the 

index.  From a global equities perspective the portfolio saw outperformance from our positioning in 

European markets, with positioning in Japan and the US also adding positively in January. 

From a tactical perspective our overweight equities positions as well being overweight oil and copper 

and underweight gold detracted from returns. 

 

Strategy and outlook 

Despite the recent sell-off the market appears to be fair value overall.  Domestic banks and insurers, 

which had rallied for much of 2012 and 2013 based on attractive yields and higher margins are both 

unlikely to push out further as payout ratios flatten and bad debts revert to their historical average for 

the banks.  Suffice to say we are underweight companies that rely on unsustainable trends for a re-

rate.  Where revenue growth remains challenged we look to invest in businesses that can undergo 

‘self-help’ initiatives to drive the bottom-line.  For those stocks priced for growth, we need to be 

confident that expectations for organic top-line growth can be met with room to spare.   

Globally the focus will be on how the US economy progresses from the Federal Reserve tapering of 

their bond purchases and, importantly, how the housing and consumer sectors hold up with higher 

rates.  The impacts to emerging markets need to be contained as any contagion could derail the 

current trajectory of markets. 

Bonds will also trade in line with these expectations and our view is that volatility will increase and 

overall we could see a year where we end up higher in equities and higher in bond yields, but the path 

to get there could be quite bumpy. 

From a portfolio perspective we continue to reman overweight equities and underweight fixed interest, 

as well as underweight gold and overweight oil and copper. 
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Performance as at 31 January 2014  

 

 

 

 

 

 



 

 

 

For more information 
Please call 1800 813 886,  
contact your Business 
Development Representative 
or visit btim.com.au 

All returns calculated by BT Investment Management (Fund Services) Limited, ABN 13 161 249 332, AFSL 431426 (BTIM).  No part 

of this Fund Manager Commentary (Commentary) is to be circulated without this page attached. 

This Commentary is dated 14 February 2014 and has been prepared by BTIM.  The information in this Commentary is for general 

information only and should not be considered as a comprehensive statement on any of the matters described and should not be 

relied upon as such.   

The information contained in this Commentary may contain material provided directly by third parties and is believed to be accurate 

at its issue date.  While such material is published with necessary permission, neither BTIM nor any company in the Westpac Group 

of companies accepts any responsibility for the accuracy or completeness of this information or otherwise endorses or accepts any 

responsibility for this information.  Except where contrary to law, BTIM intends by this notice to exclude liability for this material.   

This Commentary has been prepared without taking into account your objectives, financial situation or needs.  Furthermore, it is not 

intended to be relied upon for the purpose of making investment decisions and is not a replacement of the requirement for individual 

research or professional tax advice.  Because of this, before acting on this information, you should seek independent financial and 

taxation advice to determine its appropriateness having regard to your individual objectives, financial situation and needs.   

BTIM does not give any warranty as to the accuracy, reliability or completeness of the information contained in this Commentary.  

This Commentary is not to be published without the prior written consent of BTIM.   

An investment in the portfolios referred to in this Commentary is not an investment in, deposit with or any other liability of the 

Westpac Banking Corporation (ABN 33 007 457 141) (the Bank) or any other company in the Westpac Group of companies.  BTIM 

is a member of the Westpac Group.  An investment in the funds is subject to investment risk, including possible delays in repayment 

of withdrawal proceeds and loss of income and principal invested.  Neither the Bank, BTIM nor any other company in the Westpac 

Group stands behind or otherwise guarantees the capital value or investment performance of the funds or any particular rate of 

return.   

Performance data (post-fee) assumes reinvestment of distributions and is calculated using exit prices, net of management costs.  

Performance data (pre-fee) is calculated by adding back management costs to the (post-fee) performance.  Past performance is not 

a reliable indicator of future performance.  The term ‘benchmark’ refers to the index or measurements used by an investment 

manager to assess the relative risk and the performance of an investment portfolio.   

BTIM is the issuer of the following products: 

 BT Wholesale Core Australian Share Fund 
 BT Wholesale Imputation Fund 
 BT Wholesale Focus Australian Share Fund 
 BT Wholesale Ethical Share Fund 
 BT Wholesale Smaller Companies Fund 
 BT Wholesale MidCap Fund 
 BT Wholesale Core Global Share Fund# 
 BT Wholesale Global Fixed Interest Fund 
 BT Wholesale Enhanced Credit Fund 
 BT Wholesale Fixed Interest Fund 
 BT Wholesale Property Investment Fund 
 BT Wholesale Global Property Securities Fund 
 BT Wholesale Managed Cash Fund 
 BT Wholesale Enhanced Cash Fund 
 BT Wholesale Active Balanced Fund 

A product disclosure statement (PDS) is available for each of the above products and can be 

obtained by contacting BTIM on 1800 813 886, by visiting btim.com.au.  You should consider 

the relevant PDS in deciding whether to acquire, or to continue to hold, the product.  BT® is a 

registered trade mark of BT Financial Group Pty Ltd and is used under licence. 

# AQR began managing international equity for BT Financial Group in June 2006. 


