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Australian Shares 

Market review 

Australian equities (S&P/ASX 300 Accumulation Index) jumped 5.3% higher in July, posting its 

strongest month since late 2011.  Sentiment improved as Federal Reserve Chairman, Ben Bernanke, 

downplayed his plans for tapering and instead reminded investors that any bond reductions are 

conditional on the US first overcoming economic hurdles.  While it remains held back by the fiscal 

drag, the overall health of the US is grinding higher.  This recovery is building during a crucial period 

in the macroeconomic cycle as Chinese growth begins to wane.  China is maturing and the local 

leadership is emphasising a soft transition over far-reaching reforms to address its structural issues. 

Alongside this platform of macro headlines investors warmed to a weaker Aussie dollar, lifting 

investment appetite among those with offshore exposures.  Resources (+10.3%) were major 

beneficiaries, outperforming Industrials (+4.3%).  A small rebound across the broad field of 

commodities also helped miners shed some of the negative stains of late.  Banks and broader 

financials gained on return of the yield theme as well as on general beta movements. 

Discretionary retail and media brands rallied on rate cut expectations, which eventuated in early 

August when the Reserve Bank of Australia (RBA) eased monetary policy further, cutting the cash 

rate by 25 basis points to 2.50%.   

Credit growth remains anaemic despite aggressive easing from the RBA and while the decline in the 

dollar may assist some sectors it also needs to be viewed against a potentially slowing external 

environment. With mining investment slowing and the non-mining sector not growing sufficiently to 

offset the mining sector's relative decline we expect further monetary policy easing from the RBA by 

the end of the year. 

 

Portfolio performance 

The BT Wholesale Core Australian Share Fund returned 5.64% (post-fee, pre-tax) in July, 

outperforming its benchmark by 0.34%.   

Our decision to not hold supermarket giant, Woolworths (1.6%), contributed to relative performance.  

The mega convenience store reported mid-digit sales growth for the year bringing total group 

revenues to $58.5 billion.  Most of the result was driven through higher volumes as food and liquor 

prices deflated over the year.  While this was a relatively good result investors penalised the company 

for its expensive rollout of Masters.  Established as a rival to hardware chain, Bunnings, the new 

brand is expected to weigh on cash flows.  On valuation, we believe the stock trades at a premium. 
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Our small underweight position in global retail property developer, Westfield Group (-1.9%), also 

contributed to relative performance.  Rather than on any stock-specific news, Westfield sold off along 

with the broader REIT sector on a decision from one of Australia’s largest super funds to shift 

allocation away from real estate.  Fundamentally we remain neutral towards the stock as pricing 

pressure from tenants offsets boosts from currency. 

Our overweight position in airline giant, Qantas (-6.7%), detracted from relative performance.  Unlike 

the majority of domestic businesses with offshore exposure, Qantas suffers from a depreciating dollar 

as it makes international travel more expensive  but, more importantly, it drives up costs (leases, fuel, 

maintenance etc.) which are almost entirely denominated in US dollars.  Offsetting this is a slight 

projected increase among domestic passenger growth, driven predominantly through its low-cost 

carrier, Jetstar, and higher US dollar revenues from international freight.  Overall, while short-term 

headwinds persist, we remain convinced that Qantas can slash expenses and lever off its dominant 

position to generate above-average earnings growth. 

Our decision to not hold gold and copper producer, Newcrest Mining (+23.9%), detracted from relative 

performance.  There are two faces of Newcrest; one is the gold mining giant with world class reserves 

and the other is the struggling operator burdened by failed acquisitions (e.g. Lihir).  Years of 

mismanagement and production mishaps have seen cash flows fall as excess balances are absorbed 

in expanding geologically complex sites.  While at current prices the company is slightly undervalued 

we would prefer to see resolution of its cost structure before investment. 

 

Strategy and outlook 

Although markets broke through the psychological 5,000 point mark we remain cognisant that the 

short-term direction of equities is very much influenced by macro factors.  The volatile zigzagging of 

stocks early in the month was a reminder as monetary policies from the US Federal Reserve took 

centre stage.  Bernanke, in trying balance between economic growth and asset price inflation, has 

moderated his stance on tapering, opting to believe the long-term potential of QE will negate any 

immediate side effects of its extension.  We see this decision as an important crutch for equities but at 

the same time are conscious that markets could again speed off on a pervasive search for yield.  In 

truth, our portfolios have become better positioned towards this theme and rather than pile onto 

overcrowded yield stories we have allocated a portion of our portfolios towards a section of the market 

dubbed ‘emerging yield’.  These include companies such as Oil Search and Asciano which are 

nearing their capex inflection points and are preparing to payback on invested capital.  Their 

dividends have the potential to rise substantially, driving yields higher. 

While acknowledging the large part that the Fed's tapering rhetoric has played in recent market 

movements, assessing whether markets are offering commensurate returns to match their earnings 

growth profile remains our primary focus.  The upcoming reporting season will be a good litmus test to 

see whether current US market performance holds up to scrutiny.  Early data seems promising with 

an improved budget deficit, growing tax receipts and steady levels of unemployment backing the 

credibility of the run so far.  PE multiples are also reasonably in line with valuations however US 
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currency strength will act as a crimp on foreign earnings.  From a domestic point of view, US dollar 

appreciation is a major positive.  Our long-term dollar-sensitive trades, (e.g. ResMed and Amcor) are 

leveraged to this outcome while on a look-through basis these names offer additional strong engines 

of growth for both earnings and dividends.  Our US investment thesis continues to be positive though 

we do recognise the deceleration in its housing sector as a blemish to the run of recovery.  

Momentum in new finance has slowed as mortgage rates remain stubbornly high relative to falling 

bond yields.  While we have no exposure to this specific sector, we are watchful of the flow-on effects. 

In China data continues to be weak, opening the way for talks of stimulus.  Realistically, any new 

spending package will be used only to jawbone the GDP higher until the October reform 

announcements.  The leadership wants to give the impression of control and will need to hold on to 

growth of at least 7% to maintain confidence.  While there is little respite in terms of actual data the 

Chinese government’s promise to ease on the economic breaks will arguably bolster confidence for 

many resource names.  Despite the heavily discounted nature of raw materials-related industry we 

remain selective in our exposures, preferring names such as Rio Tinto which possess robust balance 

sheets and strong cash flow profiles over the more cyclically-sensitive junior players. 

Domestically, the portfolios have experienced a strong run into reporting season but given 

expectations of muted company disclosures we have opted to shave off risk ahead of company 

results.  Many businesses are not prepared to give guidance pre-election so risks to the downside are 

much higher as investors become more sensitive to bad news.  We consider our portfolios to be 

sensibly defensive. 
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Smaller Companies 

Market review 

Australian smaller companies (S&P/ASX Small Ordinaries Index) jumped 9.8% at the end of July, 

posting their strongest month since the post-GFC rebound in April 2009.  Sentiment improved as 

Federal Reserve Chairman, Ben Bernanke, downplayed his tapering rhetoric and instead reminded 

investors that any bond reductions are conditional on the US first overcoming economic hurdles.  

While it remains held back by the fiscal drag, the overall health of the US is grinding higher.  This 

recovery is building during a crucial period in the macroeconomic cycle as Chinese growth begins to 

wane; China is maturing and the local leadership is emphasising a soft transition over far-reaching 

reforms to address its structural issues. 

Alongside this platform of macro headlines investors warmed to a weaker dollar, lifting investment 

appetite among those with offshore exposures.  Small Resources (+23.8%) were major beneficiaries, 

outperforming junior Industrials (+6.4%).  A light rebound across the broad field of commodities also 

helped miners shed some of the negative stains of late.  REITs and diversified financials gained on 

return of the yield theme as well as on general beta movements.   

Emerging leisure, retail and media brands rallied on rate cut expectations which eventuated in early 

August when the RBA dropped the cash rate by 25 basis points to 2.50%. 

Credit growth remains anaemic despite aggressive easing from the RBA and while the decline in the 

dollar may assist some sectors it also needs to be viewed against a potentially slowing external 

environment. With mining investment slowing and the non-mining sector not growing sufficiently to 

offset the mining sector's relative decline we expect further monetary policy easing from the RBA by 

the end of the year. 

 

Portfolio performance 

The BT Wholesale Smaller Companies Fund returned 6.86% (post-fee, pre-tax) in July, 

underperforming its benchmark the S&P/ASX Small Ordinaries Accumulation Index by 2.95%.   

Our overweight position in energy and civil engineer, Clough (+33.6%), contributed to relative 

performance.  Major shareholder, Murray & Roberts, causing a price spike by offering to buy the 40% 

of Clough it doesn't own for $1.46 per share.  We have issued our intention to exit via this offer.   

Our decision to not hold pharmacy wholesaler, Sigma Pharmaceutical (-15.9%), also contributed to 

relative performance.  Over the month management flagged weaker earnings due to modest uptake 

of their multi-channel strategy.  Sigma spent around $20 million in its supply chain and infrastructure 

in an attempt to wean itself off the Pharmaceutical Benefits Scheme, a federal health policy that 

contributes over half of the company’s revenue.  We believe this exposure to a single component is 

too much of a risk. 
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Our decision to not hold oil and gas provider, Linc Energy (+97.6%), detracted from relative 

performance.  Shares in the resource firm soared as talk of a mega royalties deal cropped up into 

headlines.  The sum is payable by Indian energy giant, Adani, who agreed to pay Linc $2 per tonne of 

coal exported from its Carmichael coal mine.  The mine is expected to produce 60 million tonnes of 

coal a year.  While sizeable we understand the deal has not yet been approved by the Queensland 

Government.  At current price levels we feel there is a great deal of inherent downside in trying to 

speculate on this decision. 

Our overweight position in discount retailer, Reject Shop (-4.7%), also detracted from relative 

performance.  The Reject Shop relies on parallel imports, branded products designed for offshore 

markets (e.g. a European Mars Bar), to turn a profit.  These items are significantly cheaper when 

adjusted for currency however, with the Australian dollar weakening over the month, so too did the 

shares of the company.  We continue to rate the convenience store on the back of its store rollout 

growth engine. 

 

Strategy and outlook 

Although markets broke through the psychological 5,000 point mark we remain cognisant that the 

short-term direction of all equities, especially small caps, is very much influenced by macro factors.  

The volatile zigzagging of stocks early in the month was a reminder of this as monetary policies from 

the US Federal Reserve took centre stage.  Bernanke, in trying to balance between economic growth 

and asset price inflation, has moderated his stance on tapering, opting to believe the long-term 

potential of QE will negate any immediate side effects of its extension.  We see this decision as an 

important crutch for equities but at the same time we are conscious that the market could again speed 

off on its pervasive search for yield.  Looking back over the past twelve months we realise the impact 

this rotation can have on smaller companies.  We believe the key to guard against a runaway market 

is to invest in strong, determinable growth stories with distinct competitive advantages in their 

respective fields such as Super Retail and Austbrokers. 

While acknowledging the large part that the Fed's tapering rhetoric has played in recent market 

movements, assessing whether markets are offering commensurate returns to match their earnings 

growth profile remains our primary focus.  The upcoming reporting season will be a good litmus test to 

see whether current US market performance holds up to scrutiny.  Early data seems promising with 

an improved budget deficit, growing tax receipts and steady levels of unemployment backing the 

credibility of the run so far.  PE multiples are also reasonably in line with valuations however from a 

domestic Small Cap Industrials point of view, the likely US dollar appreciation will act as a short-term 

headwind as a number of junior players have costs in denominated in US dollars.  Over a longer time 

horizon a weak local dollar should potentially attract offshore business, compensating margin for 

volume. 

In China data continues to be weak opening the way for talks of stimulus to enter the fray.  

Realistically, any new spending package will be used only to jawbone the GDP higher until the 

October reform announcements.  The leadership wants to give the impression of control and will need 

to hold on to growth of at least 7% to maintain confidence.   While there is little respite in terms of 

actual data the Chinese government’s promise to ease on the economic breaks will arguably bolster 

confidence for many resource names.  Despite the heavily discounted nature of the raw materials-

related industry we remain selective in our exposures, preferring names such as Adelaide Brighton 

that possess dominant market share and strong pricing power over less-established players. 
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International Shares 

Market review 

Global equity markets rebounded in July driven largely by statements from the US Federal Reserve 

that their bond purchasing program would be delayed if economic data did not meet expectations, a 

statement that was greeted by the market as good news for equities.  This statement, coupled with a 

strong reporting season, saw US equity markets reach new highs during the month and return a 

positive 4.9% overall.   

European markets were also strong driven by improving economic data and supportive statements 

from the central banks.  The key standouts were Spain (+8.6%), France (+6.8%) and the UK (+6.5%).  

Asian markets didn’t fare as well, as concerns over a slowing Chinese economy and around Japans 

ability to stimulate its economy saw both these markets return flat (China Shanghai index +0.7%) to 

negative (Nikkei -0.1%) returns. 

 

Portfolio performance 

The BT Wholesale Core Global Share Fund returned 7.87% (post-fee, pre-tax) in July, outperforming 

its benchmark by 0.42%.  Thematically, the outperformance in the US was driven by positive 

performance in our stock-level relative valuation and momentum signals.  Flat performance in Europe 

was driven by positive performance in our stock-level momentum and industry momentum signals 

offset by negative performance in business quality measures.  Flat performance in Japan was driven 

by positive performance in our industry valuation signal offset by negative performance in our stock-

level momentum and industry momentum factors.   

Sector tilts generated minor positive contributions to active returns over the month, with overweights 

to Health Care and Financials driving results.  In the main, results were attributable to stock 

positioning within industries – with strong results gained within Information Technology, Industrials, 

Materials and Energy sectors over the month.   

At a stock level, strongest active contributions came from overweight positions in: GameStop, an 

American entertainment software retailer; Boston Scientific, a global developer and manufacturer of 

medical devices and solutions; and Philips, a Dutch multi-national engineering and electronics 

conglomerate.  Largest detractors from active returns came from an underweight position in Apple, a 

US personal computing and consumer electronics multi-national, an overweight in 21st Century Fox, 

a US multi-national mass media corporation split by Newscorp in June 2013; and an underweight in 

Facebook, an online social networking company 
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Strategy and outlook 

Entering July, the portfolio maintains its largest tilts towards Health Care and Financials (notably 

Insurance) sectors and is most underweight Energy and Consumer Discretionary companies.  In 

Europe and Japan, we remain mildly tilted towards higher quality companies with positive momentum 

and away from cheaper industry peers, In the American market 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 bond yields declined in July.  The three-year yield fell 21 basis point to 2.54% from 2.75% 

and the ten-year yield decreased 3 basis points from 3.76% to 3.73%, with the 3-10s yield curve 

steepening to 119 basis points.  As widely expected, the Reserve Bank of Australia (RBA) cut interest 

rates by 25 basis points to 2.5% at its August meeting after leaving them unchanged at the July 

meeting.  In its August report, the RBA noted the Australian economy had been growing below trend 

over the past year, with unemployment edging higher while inflation had been consistent with the 

medium term target.  Though the monetary policy easing over the past 18 months has supported 

interest-sensitive spending and asset values, the pace of borrowing has remained relatively subdued. 

During July the NAB business survey reported a second decline in a row. June building approvals 

also continued to fall after May was revised down.  The economy added more jobs but was not strong 

enough to prevent the unemployment rate from rising to 5.7%.  Retail sales were weaker than 

expected after the previous two months were revised down.   

 

Portfolio performance 

The BT Wholesale Fixed Interest Fund returned 0.82% in July (post-fee, pre-tax), slightly 

underperforming its benchmark by 0.04%. 

The cross-sector strategy was the main positive contributor in the alpha overlay, but this was offset by 

the macro strategy.  The Government bond component underperformed its benchmark with duration 

and relative value strategies being the main detractors.  Meanwhile. the Credit component 

outperformed its benchmark.  Positive performance came from an active overweight in Infrastructure, 

Utilities, and Real Estate, while an underweight in supra-nationals detracted from performance. 

 

Strategy and outlook 

With mining investment slowing and the non-mining sector not growing sufficiently to offset the mining 

sector's relative decline we expect that further monetary policy stimulus will be required.  Credit 

growth continues to remain anaemic despite aggressive easing from the RBA and while the decline in 

the Australian dollar may assist some sectors it also needs to be viewed against a potentially slowing 

external environment.  We expect further monetary policy easing from the Reserve Bank by the end 

of the year.   



 

Fund Manager Commentary – July 2013  11 

International Fixed Income 

Market review 

International markets were focused on the tapering of Quantitative Easing in the US in July.  The July 

FED meeting minutes were more dovish than the market expected, with board members expressing 

concerns about rising mortgage rates and persistently low inflation, which dipped to the lowest levels 

seen since June 2011.  However, Bernanke’s testimony before Congress still envisaged a tapering of 

asset purchases sometime later this year.  Retail sales were weak on the back of declining consumer 

confidence.  The labour market continued its recovery with steady unemployment rate and rising job 

openings.  Q2 advance GDP growth was 1.7% following a downward revision to Q1.  Europe was 

relatively quiet in July although ongoing concerns about developments in Greece, Egypt and Portugal 

continued to weigh on investors’ minds.  Euro-area manufacturing PMI continued its improvement and 

recorded the best reading since January 2012, and the services PMI also improved for the third 

month in a row.  The European Commission’s economic sentiment index rose 1.2 points to 92.5 in 

July.  Over the month, the US ten-year yield rose 9 basis points while the UK and Japanese ten-year 

yields declined 9 and 5 basis points, respectively.  Australia outperformed the US with the ten-year 

bond yield spread decreasing by 13 basis points to 1.14%.  The Australian dollar continued to 

depreciate sending the trade-weighted index 2.8% lower..  Commodities and equities were stronger 

during July. 

 

Portfolio performance 

The BT Wholesale Global Fixed Interest Fund returned 0.40% in July (post-fee, pre-tax), 

underperforming its benchmark, the JP Morgan Global Traded Index, by 0.13%. 

The physical allocation to domestic credit performed strongly contributing outperformance of 0.05%.  

The PAFI overlay however detracted the difference, with negative performance in duration and credit 

hedges within macro strategies responsible for the bulk of the losses.   

 

Strategy and outlook 

Volatility has fallen back to record lows as speculation around QE tapering settles down, and 

consensus on details begin to be ironed out.  In contrast to the Fed, the BOE and ECB started to 

provide forward guidance to signal their commitment to low interest rates for longer.  Economic data 

in Europe is showing signs of stabilising but there are still substantial political risks and the progress 

of the banking union is disappointing.
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Credit 

Market review 

Credit spreads tightened over July as investors took a more positive view of prospective US Federal 

Reserve tapering actions. , Robust US corporate balance sheets and emerging prospects of improved 

macro-economic conditions in Europe also helped relieve the pressure 

The Australian iTraxx, US CDX, and Euro Main finished 12 basis points, 12 basis points and 20 basis 

points tighter, respectively. 

The Industrial and Supra-national sectors underperformed the index while the strongest 

outperformance was noted in domestic senior bank debt   

 

Portfolio performance 

The BT Wholesale Enhanced Credit Fund returned 1.08% (post-fee, pre-tax) in July, outperforming its 

benchmark by 0.04%.   

Positive performance came from active overweights in Infrastructure, Utilities, and Real Estate, while 

negative performance was experienced in our Supra-nationals underweight.   

Activity over the month was primarily centred around increasing exposure to infrastructure. 

 

Strategy and outlook 

Fundamental credit indicators have turned neutral.  Our macro credit view is neutral in the near term – 

however the potential for further increased market volatility persists as investors re-position under an 

uncertain regime of waning quantitative easing.  Longer term, we expect credit markets to turn from 

neutral to bullish as underlying growth momentum in the US and Europe supports a more positive 

sentiment in credit.  This outlook is not without risk such as the dissipation of the US growth 

momentum or European sovereign debt hurdles.  While China is slowing down, we do not expect 

growth to materially drop below stated government targets.  Given the outlook, we recommend a 

defensive approach that is flat to slightly long the credit index with overweights in operationally 

resilient sectors that we expect to outperform in the near term, such as Utilities, Staple Industrials and 

Infrastructure.
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Cash 

Market review 

The Reserve Bank of Australia slashed 25 basis points off the cash rate to 2.50% at its August 

meeting.  The Reserve Bank’s accompanying statement remained consistent with previous months.  

The Reserve Bank noted that the Australian economy has been growing below trend and is expected 

to remain subdued as the economy adjusts to a lower level of mining investment.  Inflation is 

consistent with the medium term target and the inflation outlook does provide scope for further 

monetary policy easing should that be required to support demand.  The Reserve Bank also noted 

that the exchange rate has depreciated by around 10% since April and that further depreciation would 

help foster a rebalance of the economy. 

However despite an easing dollar, business conditions remain extremely weak in Australia.  The NAB 

business survey for June showed that business conditions fell to their lowest level since May 2009.  A 

weak trading environment and falling profitability combined with poor employment levels drove the 

result.  The survey concluded that the outlook remains concerning, with weak forward indicators 

(forward orders, capacity utilisation and employment conditions) suggesting little improvement in the 

near term. 

Inflation data released in late July confirmed that inflationary pressures remained contained currently 

and continues to provide scope for further monetary policy easing.  Second quarter trimmed mean 

CPI rose by 0.5%, resulting in an annual inflation rate of 2.2% and towards the bottom end of the 

Reserve Banks 2-3% target band.   

The unemployment rate rose to 5.7% in June despite payrolls increasing by 10,300 albeit led by a 

weak composition while full-time employment fell by 4,400. 

The Australian dollar fell during the month, with the trade weighted index (TWI) declining by 2.8%.  

Short end yields rallied strongly following Stevens’ comments and saw 90 day bank bill yields end the 

month at 2.67% (15 basis points lower than the June month end close).  The yield curve continued to 

steepen, with three year bond yields rallying by 21 basis points to 2.54% and ten year bond yields 

rallying by 3 basis points to 3.73%. 

July was a strong month for equity and credit markets.  This strength was on the back of US Federal 

Reserve Governor Bernanke assuring markets that talk of “tapering” did not imply that “monetary 

policy will be any tighter at any time in the foreseeable future”.  A reasonable US reporting season, 

supportive US economic data (stronger payrolls and manufacturing) and encouraging European 

economic numbers (better than expected manufacturing and unemployment rate) also assisted with 

market sentiment.  However, on the flip side weighing on markets, Chinese manufacturing continues 

to slow and domestic unemployment and business conditions are deteriorating as mentioned above. 

The Australian iTraxx tightened 12 basis points to close July up 124 basis points.  Physical credit 

spreads also narrowed as selling pressure subsided with buyers returning. 
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Portfolio performance 

Managed Cash 

The BT Wholesale Managed Cash Fund returned 0.24% in July (post-fee, pre-tax), slightly 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.  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 59 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 0.27% in July (post-fee, pre-tax), slightly 

outperforming it's benchmark. 

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

The portfolio has outperformed its benchmark by 1.67% over the past 12 months. 

Our investment process involves monitoring seasonal data, that is, how markets have traded on a 

monthly basis over the last two decades.  On average, volatility and credit spreads tend to widen from 

July through to October each year.  With market liquidity improving in July, it gave us an opportunity 

to take profits on some of the exposures in the portfolio.  Activity during the month included reducing 

weights in industrial, resources and utility sectors while increasing the portfolio’s cash weighting. 

As at the end of the month, the portfolio had a credit spread of 62 basis points over bank bills, interest 

rate duration of 0.10 years and the credit spread duration was reduced to 1.33 years. 

 

Strategy and outlook 

With mining investment slowing and the non-mining sector not growing sufficiently to offset the mining 

sectors' relative decline we expect that further monetary policy stimulus will be required.  Credit 

growth continues to remain anaemic despite aggressive easing from the RBA and while the decline in 

the Australian dollar may assist some sectors it also needs to be viewed against a potentially slowing 

external environment
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Australian Property 

Market review 

The S&P/ASX 200 REITs had a weak month (-0.70%) compared to the broader share market (+5.2%) 

with many investors rotating for general equities with higher growth.  A feature in recent months has 

been international 'carry trade' investors selling out of their REIT holdings, while domestic 'yield' 

investors remain on the sidelines. 

Over the 2012-13 the financial year, REITs delivered a very healthy 16% total return, below the 

broader equities market (+22.8%). 

Major REIT news in July centred around the internalization or possible privatization of CPA and CFX.  

Over a busy month for news flow, key events were: 

1. Commonwealth Bank proposed the internalisation of Commonwealth Property Office (CPA) 

and CFS Retail (CFX) 

2. Dexus acquired 14.9% of CPA’s units through a forward contract 

3. CapitaLand will continue to hold its 59.3% investment in Australand 

4. CFX announced the conditional sale of four sub-regional assets to Pacific Retail REIT for 

$447 million 

5. Mirvac sold a 50% stake in its 200 George Street, Sydney development to AMP Wholesale 

Office Fund for~$317 million on a 6.5% cap rate 

6. Investa acquired 99 Walker Street, North Sydney for $125m on a yield of ~7.9% 

7. Goodman Group raised A$775 million of new equity for its European fund and US$500 million 

for its China fund. 

July's main market theme was the rotation of investors into growth and risky assets.  Concerns about 

bond yields abated somewhat as US Fed Chairman Ben Bernanke sounded increasingly dovish on 

tapering their $85 billion bond buying programme.  At present, we do not see much scope for 

markedly stronger yields across the globe and therefore we remain constructive on the REIT sector 

outlook despite recent selling. 

On the economic front, US data was generally stronger; payrolls were higher than expected at 195k, 

as was the manufacturing ISM at 50.9.  US retail sales were soft, up a mere 0.40% versus 

expectations of 0.80%.  In Australia, the economy is deteriorating: unemployment of 5.7% is at a four 

year high.  Residential building approvals for June were much lower (-6.9%).  The RBA left rates on 

hold at 2.75% in July, but cut by 25 basis points to a historic low of 2.5% in August, with many 

commentators expecting at least another rate cut before the end of 2013. 

Within listed property, office trusts were the best performing sector (+0.6%); diversifieds were also 

solid (+0.5%) and industrial was the weakest sector (-3.3%). 
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Portfolio performance 

The BT Wholesale Property Securities Fund returned -1.15% in July (post-fee, pre-tax), 

underperforming the REIT index by 0.45%.   

The main detractors were CFS Retail (underweight), and Commonwealth Property Office 

(underweight); both of these stocks were higher on takeover speculation fuelled by Commonwealth 

Bank’s decision to review internalisation options. 

Attribution 

 

Trust Positive Trust Negative 

Westfield Retail Trust 0.07% CFS Retail Property Trust -0.18% 

Investa Office Fund 0.04% Commonwealth Property Office  -0.17% 

Arena Reit 0.04% BWP Trust -0.11% 

Aspen Group 0.03% Astro Japan Prop Tst -0.04% 

Westfield Retail Trust 0.03% Dexus Property Group -0.03% 

 

Portfolio changes 

During July, the portfolio trimmed its holdings in Westfield Retail (underweight) and GPT 

(underweight). 

Top ten active positions 

 

Overweight Underweight 

Core Plus Industrial Fund CFS Retail Property Trust 

Dexus Property Group Commonwealth Property 
Office Fund 

Investa Office Fund Westfield Retail Trust 

Federation Centres Cromwell Property Group 

Aspen Group Shopping Cent Austl Prop 

 

Strategy and outlook 

While the recent sell off in bond markets has dented returns, the outlook for the REIT sector remains 

positive provided that long-term bond yields do not rise sharply.  The main factor at play at the 

moment is register rotation with many international 'carry trade' investors slowly being replaced by 

domestic yield investors.   

The sector is priced on an FY14 dividend yield of 5.6% and a PE ratio of 15.1time earnings and 

balance sheets are stable with sector gearing currently standing at 29%.  We expect falling 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, bounced back in July, returning 1.2%.  Performance in 

Europe (up 6.6%) was up the most, followed by North America (up 0.9%), while Asia (down -1.7%) 

was down.  Within Europe, all countries were in the positive territory.  Norway (up 10.6%) was the 

strongest performer, followed by Austria (up 9.1%), Sweden (up 9.0%), and the UK (up 8.1%).  In 

North America, the US and Canada returned 0.9% and 0.3%, respectively.  In Asia, results were 

mixed.  New Zealand (up 5.2%) and Singapore (up 1.2%) were in the positive territory, while Japan 

(down -4.4%) and Hong Kong (down -1.0%) were both down for the month. 

 

Portfolio performance 

The BT Wholesale Global Property Securities Fund returned 0.79% in July (post-fee, pre-tax), 

underperforming its benchmark by 0.39%. 

As at 31 July, the portfolio had 62.88% allocation to North America, 17.33% to Europe and 18.12% to 

Asia. 

The North American segment of the portfolio underperformed the UBS North America Investor’s 

Index.  Underperformance relative to the benchmark was attributable to negative stock selection 

results, which were partially offset by positive sector allocation results.  In terms of stock selection, 

results were weakest in the health care, shopping centre, and industrial sectors and strongest in the 

apartment and, to a lesser extent, diversified sectors.  Among the portfolio’s holdings, individual 

detractors to relative performance included a lack of exposure to outperforming Kimco Realty (KIM) 

and General Growth Properties (GGP), and an overweight position in underperformer Equity 

Residential (EQR).  Positive contributors included a lack of exposure to underperforming Digital 

Realty (DLR), and overweight positions in outperformers RLJ Lodging Trust (RLJ) and American 

Assets Trust Inc.  (AAT).  Positive sector allocation results were mainly driven by the portfolio’s 

underweight in the underperforming health care sector and overweight in the outperforming storage 

and hotel sectors.   

The European portion of the portfolio modestly underperformed the UBS Europe Investors Index.  

Underperformance relative to the benchmark was primarily driven by negative stock selection results, 

which were partially offset by positive country allocation results.  In terms of stock selection, results 

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

Switzerland.  Among the portfolio’s holdings, detractors to relative performance included a lack of 

exposure to outperforming Segro Plc.  (UK) and Grainger Plc.  (UK), and an overweight position in 

underperformer PSP Swiss Property AG (Switzerland).  Positive contributors included a lack of 

exposure to underperforming Swiss Prime Site AG (Switzerland), LEG Immobilien AG (Germany), and 

Gagfah SA (Germany).  Positive country allocation results were mainly attributable to the portfolio’s 

underweight in underperforming Switzerland and overweight in outperforming UK and Norway.   

The Asian section of the portfolio underperformed the regional UBS benchmark.  Underperformance 

relative to the benchmark was attributable to both negative stock selection and country allocation 
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results.  In terms of stock selection, results were negative in Japan, which were partially offset by 

positive results in Hong Kong and, to lesser extent, Singapore.  Among the portfolio’s holdings, 

detractors from relative performance included an underweight position in outperformer Aeon Mall Co.  

Ltd.  (Japan), and overweight positions in underperformers Japan Prime Realty Investment Corp.  

(Japan) and Industrial & Infrastructure Fund Investment Corp.  (Japan).  Positive contributors included 

a lack of exposure to underperforming Activia Properties Inc.  (Japan) and Mori Hills REIT Investment 

Corp.  (Japan), and an overweight position in outperformer CapitaMall Trust (Singapore).  Negative 

country allocation results were mainly driven by the portfolio’s lack of exposure to outperforming New 

Zealand, which was partially offset by the portfolio’s overweight in outperforming Singapore. 
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Active Balanced 

Market review 

The S&P/ASX300 Accumulation Index rose +5.3% in July, with Resources (+10.3%) underpinning the 

market’s strong returns and significantly outperforming the Market ex Resources (+4.1%).  Small caps 

(S&P ASX Ex 100 +9.8%) significantly outperformed large caps (S&P ASX 100) (+5.0%).  The large 

increases in resources stocks were driven by the fall in the Australian dollar, higher crude oil prices 

and a general uplift in economic data from offshore. 

Global equity markets rebounded in July driven largely by statements from the US Federal Reserve 

that their bond purchasing program would be delayed if economic data did not meet expectations, a 

statement that was greeted by the market as good news for equities.  This statement, coupled with a 

strong reporting season, saw US equity markets reach new highs during the month and return a 

positive 4.9%.   

European markets were also strong driven by improving economic data and supportive statements 

from central banks.  The key standouts were Spain (+8.6%), France (+6.8%) and UK (+6.5%).  Asian 

markets didn’t fare as well, as concerns over a slowing Chinese economy and around Japans ability 

to stimulate its economy saw both these markets return flat (China Shanghai index +0.7%) to negative 

(Nikkei -0.1%) returns. 

Bond markets returned to positive territory in July as the concerns over the Fed easing bond 

purchases diminished and allowed bond yields to stop rising.  Both Australian and global bonds 

posted positive returns of 0.86% and 0.53% respectively. 

The Australian dollar was lower amongst most currencies in July, falling for the fourth straight month 

against the USD (-1.7%) and finishing the month at USD0.8982.  The Euro and Japanese Yen both 

appreciated against the US and Australian Dollar over the month, while the British pound ended the 

month flat against both currencies. 

 

Portfolio performance 

The BT Wholesale Active Balanced Fund had returned 3.50% in July (post-fee, pre-tax), 

outperforming its benchmark by 0.21%.   

Returns were driven by a rebound in the Australian share market and a fall in the Australian dollar 

which resulted in very strong positive gains for global shares. 

Our Australian equities exposure outperformed the benchmark in July again, driven by strong 

performance in US related stocks which benefitted from the fall in Australian dollar relative to the US 

dollar. 

Our international equity exposure also outperformed on the back of strong performance in stock 

selection in Japan and Europe. 
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From a tactical perspective our short commodities exposures especially in gold and copper and long 

equity exposures added value to the portfolio over the month. 

 

Strategy and outlook 

Although markets broke through the psychological 5,000 point mark we remain cognisant that the 

short-term direction of equities is very much influenced by macro factors.  The volatile zigzagging of 

stocks early in the month was a reminder of this as monetary policies from the US Federal Reserve 

took centre stage.  Bernanke, in trying to walk the line between economic growth and asset price 

inflation, has moderated his stance on tapering, opting to believe the long-term potential of QE will 

negate any immediate side effects of its extension.  We see this decision as an important crutch for 

equities but at the same time we are conscious that markets could again speed off on a pervasive 

search for yield.  In truth, our portfolios have become better positioned towards this theme and rather 

than pile onto overcrowded yield stories we have allocated a portion of our portfolios towards a 

section of the market dubbed ‘emerging yield’.  These include companies such as Oil Search and 

Asciano which are nearing their capex inflection points and are preparing to payback on invested 

capital.  Their dividends have the potential to rise substantially, driving yields higher. 

While acknowledging the impact tapering rhetoric has had on markets, assessing whether markets 

are offering commensurate returns to match their earnings growth profile remains our primary focus.  

The upcoming reporting season will be a good litmus test to see whether current US market 

performance holds up to scrutiny.  Early data seems promising with an improved budget deficit, 

growing tax receipts and steady levels of unemployment backing the credibility of the run so far.  PE 

multiples are also reasonably in line with valuations however US currency strength will act as a crimp 

on foreign earnings.  From a domestic point of view, US dollar appreciation is a major positive.  Our 

long-term dollar-sensitive trades, (e.g. ResMed and Amcor) are leveraged to this outcome while on a 

look-through basis these names offer additional strong engines of growth for both earnings and 

dividends.  Our US investment thesis continues to be positive though we do recognise the 

deceleration in its housing sector as a blemish to the run of recovery.  Momentum in new finance has 

slowed as mortgage rates remain stubbornly high relative to falling bond yields.  While we have no 

exposure to this specific sector, we are watchful of the flow-on effects. 

In China data continues to be weak opening the way for talk of stimulus to enter the fray.  

Realistically, any new spending package will be used only to jawbone the GDP higher until the 

October reform announcements.  The leadership wants to give the impression of control and will need 

to hold on to growth of at least 7% to maintain confidence.  While there is little respite in terms of 

actual data the Chinese government’s promise to ease on the economic breaks will arguably bolster 

confidence for many resource names.  Despite the heavily discounted nature of raw materials-related 

industry we remain selective in our exposures, preferring names such as Rio Tinto that possess 

robust balance sheets and strong cash flow profiles over the more cyclically-sensitive junior players. 

From a tactical asset allocation perspective we remain overweight in equities across Australia and the 

US.  We have now switched to underweight bonds across all regions.  In commodities we continue to 

remain underweight both gold and copper and flat in oil.   

Overall our expectations are for continued volatility although we still expect modest rises to year end 

in equities especially in Australia once we see the election completed. 
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Performance as at 31 July 2013  
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