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Australian Shares 

Market review 

The local market (S&P/ASX300 Accumulation Index) shrugged off factional brinkmanship in the U.S. 

to rise 3.9%, its fourth consecutive month of gain.  Confident of a debt ceiling solution, investors 

stationed for a relief rally which came through mid-month, strengthening the run of optimism that has 

carried equities since the start of the year. 

All sectors traded higher with non-property financials (+5.9%) topping the performance table.  Among 

the sector constituents, banks (+6.2%) outperformed.  The trend was more pronounced among 

regional players as opposed to the major lenders.  Discretionary consumer brands (+2.6%) edged 

higher, although personal lending statistics as well as consumer confidence remains weak in the post-

election economy.  Meanwhile, strong import-export data confirmed encouraging signs on the 

resources front, at least at the margin for iron ore.  Chinese restocking activity continued to add 

support for the time being, with prices still elevated well above the market’s forward consensus.   

Locally, the Reserve Bank of Australia (RBA) left the cash rate unchanged at its November meeting.  

The RBA Board continues to monitor effects of past easing decisions and while business confidence 

has risen sharply we remain cautious as to the extent this will translate to materially stronger 

aggregate demand.  Private consumption and investment continues to remain anaemic despite 

improving global economic growth prospects.  With mining investment set to slow and the non-mining 

sector of the economy remaining sluggish we expect growth to remain sub trend.  The Australian 

dollar has also recently appreciated, disabling the rebalance in growth that the RBA is looking for. 

 

Portfolio performance 

The BT Wholesale Core Australian Share Fund returned 3.44% (post-fee, pre-tax) in October, 

underperforming its benchmark by 0.49%.  The portfolio has returned 29.81% for the 12 months to 

October, outperforming its benchmark by 4.98 on a post-fee basis. 

Our decision to not hold gold and copper producer, Newcrest Mining (-12.0%), contributed to relative 

returns.  A strong productive quarterly report failed to ease pessimism surrounding the miner’s 

declining cash flows.  Newcrest relies on its operational profits to help commercialise the Wafi-Golpu 

goldfield, its future growth engine.  However with the price of gold near break-even levels the 

company will not only struggle to support subsequent exploration but will likely scramble to cover off 

maturing debt. 

Our overweight position in iron ore miner, Fortescue Metals (+9.7%), also contributed to relative 

returns.  The company continued to rally on the back of stability in iron ore bought on by a step-up in 

Chinese inventory build.  The longer this demand is upheld, the greater the acceleration in cash flow 
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growth.  Fortescue is less capex constrained than Rio Tinto and BHP and while we believe the long 

term outlook is more questionable relative to the heavyweights, its near-term prospects are positive 

as it continues pay down debt and strengthen its balance sheet. 

Our overweight position in airline giant, Qantas (-15.6%), detracted from relative returns.  The carrier 

fell on announcement of lower yields kindled by legacy decisions to expand capacity.  The manoeuvre 

sought to match an expected increase in passenger traffic which did not eventuate.  While a costly 

hindrance to near-term profitability we believe this issue will dissolve in the next six months.  Once 

formalised, the airline can look to remove a substantial piece of volatility from its earnings.  We remain 

confident in the company’s turnaround project.  Qantas is currently trading at 0.65% of book value 

and is yet to capture the re-rating awarded to other cyclicals. 

Our overweight position in sleep health services firm, ResMed (-4.1%), also detracted from relative 

returns.  The respiratory manufacturer tumbled lower on release of softer than expected first quarter 

revenues precipitated by secession of market share and, more materially, from the fallout in the U.S. 

competitive bidding process.  Although stale news, the latter introduced doubts over whether the 

latest downgrade will be a minor blemish in ResMed's otherwise consistent track record or something 

more disruptive.  We regard ResMed as one of the strongest performers in the market.  Credible 

earnings growth coupled with consistent buybacks give us comfort the stock will continue to 

outperform despite the marginal deceleration.  We will closely assess any changes to the regulatory 

environment that may impact its key earnings engine. 

 

Strategy and outlook 

As the market continues to rise, investors are increasingly questioning the steepening valuation 

levels.  However, with a relatively benign macro environment leading into the Christmas period, it is 

hard to see many immediate catalysts disrupting the mood.  Of course in January we will once again 

have to deal with the next stage of the debt ceiling negotiation, so it is easy to see volatility and 

uncertainty re-emerging.  Beyond that, the first quarter of 2014 will see markets once again focused 

on the likely tapering of the quantitative easing programme. 

Also on the horizon in November is the Chinese ‘plenum’, which may well lead to a different policy 

agenda being set out for 2014 from the one we have seen in 2013, which has been broadly 

supportive for growth in general; commodity prices in  particular.  This may lead to more uncertainty in 

the commodity sectors, particularly around the ‘de-stocking period’ after Chinese New Year. 

On the domestic front, the key thing we’ll be watching for is better news from the retail sector.  The 

period before Christmas is the most important and any concrete evidence of a reverse in consumer 

sentiment, which has been persistently lacklustre, will be supportive for equities and welcomed by 

investors. 
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Smaller Companies 

Market review 

Domestic small caps (S&P/ASX Small Ordinaries Accumulation Index) shrugged off factional 

brinkmanship in the U.S. to rise 2.7%, its fourth consecutive month of gain.  Confident of a debt 

ceiling solution, investors stationed for a relief rally which came through mid-month, strengthening the 

run of optimism that has carried equities since the start of the year. 

Both small industrial (+3.2%) and resource (+1.0%) sectors traded higher.  Key outperformers 

financials and broader industrials lifted on the back of positive sensitivity to the market upturn and 

strong pick-up in business confidence respectively.  Meanwhile, strong import-export data confirmed 

encouraging signs on the commodities front, at least at the margin for iron ore.  Chinese restocking 

activity continued to add support for the time being, with prices still elevated well above the market’s 

forward consensus.   

Locally, the Reserve Bank of Australia (RBA) left the cash rate unchanged at its November meeting.  

The RBA Board continues to monitor effects of past easing decisions and while business confidence 

has risen sharply we remain cautious as to the extent this will translate to materially stronger 

aggregate demand.  Private consumption and investment continues to remain anaemic despite 

improving global economic growth prospects.  With mining investment set to slow and the non-mining 

sector of the economy remaining sluggish we expect growth to remain sub trend.  The Australian 

dollar has also recently appreciated, disabling the rebalance in growth that the RBA is looking for. 

 

Portfolio performance 

The BT Wholesale Smaller Companies Fund returned 3.10% (post-fee, pre-tax) in October, 

outperforming its benchmark the S&P/ASX Small Ordinaries Accumulation Index by 2.36%.  The 

portfolio has returned 25.81% in the 12 months to October on a post-fee basis, 22.96% above 

benchmark. 

Our overweight position in waste management and industrial recycling business, Transpacific 

Industries (+16.8%), contributed to relative returns.  The business is gathering traction in turnaround 

as long-standing concerns surrounding debt levels are alleviated through divestment initiatives.  

Senior leaders have recently voiced intentions to offload the company’s New Zealand assets to not 

only minimise the company’s financial leverage but also to reduce its high fixed costs.  We regard the 

decision as an important step to rebuilding Transpacific’s capacity to return capital to shareholders. 

Our overweight position in currency payment firm, OzForex (+30.0%), also contributed to relative 

returns.  The newly-listed company caters to the smaller end of the remittance market where demand 

for attractive rates of exchange has not been adequately serviced.  OzForex delivers on this missing 

facet by acting as an intermediary to committed parties rather than an end supplier.  With this 

competitive advantage in place we expect growth to accelerate as customers rotate away from the 
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major banks.  The resultant expansion has a two-fold effect on earnings as the business profits on 

both the service revenue and from the interest accrued prior to delivery. 

Our overweight position in hormone engineer, Acrux (-18.8%), detracted from relative returns.  Acrux 

is known for its key product Axiron, a testosterone supplement for men which contributes the bulk of 

revenues.  Growth has been rapid in recent years due the product’s success in the U.S..  The U.S. 

commands the largest market for the drug but over the month Acrux also gained access to Germany, 

the world’s second largest market.  We predict short term cash flows to accelerate as Axiron begins to 

take a foothold in Europe. 

Our overweight position in home improvement business, DuluxGroup (-2.5%), also detracted from 

relative returns.  Despite the light pull back in performance we continue to regard Dulux as a quality 

play on consumer confidence.  Unlike others in the building materials industry, Dulux does not 

specifically require a resurgence in the primary residential market (i.e. new homes) to outperform.  Its 

core revenue engine (60%) revolves around home maintenance and renovations ensuring earnings 

stability even during depressed housing conditions.  Going forward we believe Alesco (doors, 

windows and garage subsidiary) will provide an extra layer of earnings as construction levels pick up. 

 

Strategy and outlook 

As the market continues to rise, investors are increasingly questioning the steepening valuation 

levels.  However, with a relatively benign macro environment leading into the Christmas period, it is 

hard to see many immediate catalysts disrupting the mood.  Of course in January we will once again 

have to deal with the next stage of the debt ceiling negotiation, so it is easy to see volatility and 

uncertainty re-emerging.  Beyond that, the first quarter of 2014 will see markets once again focused 

on the likely tapering of the quantitative easing programme. 

Also on the horizon in November is the Chinese ‘plenum’, which may well lead to a different policy 

agenda being set out for 2014 from the one we have seen in 2013, which has been broadly 

supportive for growth in general; commodity prices in  particular.  This may lead to more uncertainty in 

the commodity sectors, particularly around the ‘de-stocking period’ after Chinese New Year. 

On the domestic front, the key thing we’ll be watching for is better news from the retail sector.  The 

period before Christmas is the most important and any concrete evidence of a reverse in consumer 

sentiment, which has been persistently lacklustre, will be supportive for equities and welcomed by 

investors. 
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International Shares 

Market review 

Global equity markets rose significantly in October despite political uncertainty in the U.S. culminating 

in the closure of the Federal Government for a fortnight, however strong 3rd quarter earnings from 

U.S. companies and a continued pledge from the U.S. Federal Reserve to continue its stimulus 

program saw the S&P 500 market hit new highs, rising 4.5% over the month. 

European equities were also very strong in October, continuing their recent stellar performance.  

Once again positive economic data led to more optimism of a good recovery story and some good 

value in European markets.  The Euro Stoxx rose 6% in October, with Germany (+5.1%) and the UK 

(+4.2%) both producing strong returns. 

Asian shares were mixed, with both the Japanese and the Chinese markets falling; the Nikkei 

returned -0.9% and the Shanghai Composite -1.5%.  .   The Hong Kong Hang Seng Index returned a 

positive 1.5%.  Overall emerging markets rebounded on the back of the continued stimulus from the 

U.S. Fed. 

The Australian dollar finished the month higher against most currencies.  It rose strongly against the 

U.S. dollar, rising 1.5% to finish the month at 0.9456.  It also rose 1.0% against the Euro and 2.4% 

against the sterling. 

 

Portfolio performance 

The BT Wholesale Core Global Share Fund returned 2.58% (post-fee, pre-tax) in October, slightly 

outperforming its benchmark by 0.03%. 

The Fund outperformed the benchmark over October 2013, due to outperformance in European and 

East Asian markets (largely Japan), while North American performance was in line with the 

benchmark.   

Thematically, the outperformance in Europe was driven by positive performance in our earnings 

quality and momentum-based stock selection signals outweighing negative performance in our 

industry selection valuation factors.  The outperformance in Japan was driven by positive 

performance in our stock-level valuation and earnings quality signals outweighing negative 

performance in our momentum factors – which detracted at both stock and industry levels.  In North 

America, positive performance in our valuation and momentum signals offset negative performance in 

our management signalling theme. 

Sector tilts made a minor positive contribution to active returns over the month, due to overweight 

positions in Consumer Staples and Telecommunication Services sectors, along with an underweight 

to Industrials, which underperformed the broader market in October.  In the main, the portfolio’s 

outperformance was due to stock positioning within industries.  Stock selection within the Industrials 

and Utilities sectors drove outperformance, offset somewhat by negative results from positioning 

within the Information Technology sector.   
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At a stock level, strongest active contributions came from overweight positions in: McKesson, a U.S. 

medical supplies and pharmaceuticals distributor; Associated British Foods, a British food processing 

and retailing multi-national; and Gas Natural SDG, a Spanish natural gas utility operating in Spain, 

Italy & Latin America.  Largest detractors were underweight positions in: Amazon, a U.S. domiciled 

online retailer; Apple, a U.S. headquartered consumer electronics, computing and software multi-

national; and BP, a British multi-national oil and gas company. 

 

Strategy and outlook 

Entering November, the portfolio maintains its largest tilts towards the Health Care and Financials 

(notably Insurance) sectors and is most underweight Energy and Industrials.  Thematically, we remain 

mildly tilted towards higher quality companies with positive momentum and away from cheaper 

industry peers in European markets.  However 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 

The Australian three-year bond yield rose 29 basis points to 3.00% from 2.71% and the ten-year yield 

rose by 21 basis points from 3.81% to 4.02%, with the 3-10s yield curve flattening to 102 basis points.  

The Reserve Bank of Australia (RBA) left the cash rate unchanged at its October meeting, noting in 

its statement that global growth is running a bit below average, albeit with reasonable prospects of a 

pick-up next year.  While expressing its concern about the level of the Australian dollar, the RBA 

expects the Australian economy to grow a bit below trend in the near term as the economy adjusts to 

lower levels of mining investment.  Early signs of improvements in households and business 

sentiment were observed, although retail sales and business conditions remained below average.  

Employment data was weaker than expected with sharply lower participation rate.  Headline CPI 

inflation ran at 2.2% year-on-year and was consistent with the medium-term target.  However, the 

RBA noted that there is evidence of a shift in savers’ behaviour in response to declining return on low-

risk assets, even with the growth of labour income moderating.  The full effects of recent interest rate 

cuts are expected to continue supporting interest rate sensitive spending and asset values. 

 

Portfolio performance 

The BT Wholesale Fixed Interest Fund returned -0.23% in October (post-fee, pre-tax), 

underperforming its benchmark by 0.17%. 

The duration and cross-market strategies were the main positive contributors in the alpha overlay, but 

this was offset by the FX and macro strategies.  The government bond component underperformed its 

benchmark with the duration strategy being the main detractor.  The credit component outperformed 

its benchmark.  Positive performance came from active overweights in industrials, infrastructure and 

utilities, whilst negative performance was experienced in an underweight in supra-nationals. 
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Strategy and outlook 

The stronger building approvals data may provide some indication that dwelling construction is 

starting to respond to rising house prices.  RBA Governor Glenn Stevens referred to this in late 

October, saying "some rise in housing prices is part of the normal cyclical dynamic, (in) that it 

improves the incentive to build".  The non-mining sector however will need more than just the housing 

sector responding to accommodative monetary policy for trend economic growth to occur in 2014.  

The NAB Business Conditions Survey continues to indicate that other non-mining sectors of the 

economy remain weak, something we don’t expect to turn around quickly.  With economic growth 

remaining sub trend and significant policy easing having already occurred we expect the RBA to 

remain in a wait-and-see mode until early to mid-2014.   
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International Fixed Income 

Market review 

International markets were dominated by the continued fiscal policy debate in the U.S. in October, 

with failed negotiations culminating in the U.S. Government shut down in the first half of the month.  

The Fed decided to keep the current pace of QE, citing considerable risks surrounding fiscal policy as 

one of the primary reasons in the FOMC meeting minutes.  The minutes characterised economic 

growth as moderate and expected inflation to eventually return to desired levels.  On economic data 

the month started with strong readings from the leading indicators but grew more mixed as the 

sentiment was clouded by the government shutdown.  The NFIB index fell modestly and NAHB 

homebuilder sentiment fell and home sales declined with broad-based weakness.  Consumer 

sentiment was impacted too and retail sales data was weaker than expected.   

In the Euro area, the broad based manufacturing PMI saw its first decline after four months of 

improvements.  The October flash PMI and the small decline in the German IFO Index pointed to a 

moderate GDP growth in Q4.  ECB continued its forward guidance and President Draghi 

characterised the recovery as “weak, fragile and uneven” and the hint of new LTRO became more 

formal.  The UK GDP in the third quarter grew at 0.8% quarter-on-quarter and was in line with 

expectation.  Over the month, U.S. and U.K. bond yields declined by 6 and 10 basis points, 

respectively.  Japanese bond yields declined by 9 basis points.  Australia underperformed the U.S. 

with the 10-year bond yield spread rising by 27 basis points.  The Australian dollar continued its 

appreciation and the trade weighted index rose by 1.26% over the month.  Equities continued to rise 

but commodities fell over the month. 

 

Portfolio performance 

The BT Wholesale Global Fixed Interest Fund returned 0.96% in October (post-fee, pre-tax), 

underperforming its benchmark, the JP Morgan Global Traded Index, by 0.08%. 

The physical allocation to domestic credit performed strongly contributing outperformance of 0.08%.  

The PAFI overlay however detracted, with negative performance in duration and curve being offset by 

positive performance FX strategies. 
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Strategy and outlook 

Although U.S. politicians managed to agree on a temporary solution for the fiscal situations, 

postponing the debt ceiling by a few months, there will be growing concerns about the disruption of 

the fiscal uncertainty.  Fed is hijacked by the fiscal policy and market consensus is expecting the QE 

tapering not to start until Q1 next year.  The recent economic data has been below market 

expectation, suggesting the economy is negatively impacted, which further validates the market 

consensus of postponed tapering.  On the back of this, the temporary relief for Asian currencies from 

capital outflows will be extended.   
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Credit 

Market review 

Cash credit markets spreads tightened over October on the back of more positive indications of global 

growth and the announcement of the 11th hour agreement between the major U.S. political parties to 

suspend the debt ceiling and enter budget negotiations.  During the month index performance was 

driven in part by strong primary issuance by BBB infrastructure companies and a bid for SSAs.  

Again, iron ore prices remained solid and data out of China continued to support growth between 

7-8%.  The strongest contribution by sector was telecommunications, with Telstra bonds being seen 

to offer solid relative value after underperformance over the prior quarter.  The Australian iTraxx, U.S. 

CDX, and Euro Main finished 20 basis points, 9 basis points and 11 basis points tighter, respectively. 

 

Portfolio performance 

The BT Wholesale Enhanced Credit Fund returned 0.13% (post-fee, pre-tax) in October, flat to 

benchmark.   

Positive performance came from an active overweight in industrials, infrastructure and utilities, whilst 

negative performance was experienced in underweight supra-nationals.   

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

 

Strategy and outlook 

Our macro credit view continues to be neutral.  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.  But this is tempered by the inevitable but not necessarily imminent tapering of the Fed's 

quantitative easing.  Longer term, we expect credit markets to turn from neutral to bullish as 

underlying growth momentum in the U.S., Europe and China support a more positive sentiment in 

credit.  This outlook is not without risks, such as the dissipation of growth momentum in the U.S. or 

European sovereign debt hurdles.  Given the outlook, and whilst near-term market volatility could 

potentially escalate on a number of event risks, we recommend a defensive approach that is flat with 

overweights in operationally resilient sectors such as Utilities, Staple Industrials and Infrastructure.
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Cash 

Market review 

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

The statement was largely consistent with previous months with the Bank continuing to expect 

economic growth to be sub-trend as the economy adjusts to lower levels of mining investment. 

September's NAB Business Survey showed business confidence rising to its highest level in 3 ½ 

years, although business conditions remain more subdued.  It showed forward indicators including 

orders, stocks and capacity utilisation point to future improvement in business conditions, although 

the employment outlook remains poor.  Business confidence appears to have been buoyed by the 

recent federal election, with low borrowing rates and improving consumer sentiment also likely 

contributors.   

Third quarter inflation data beat market expectations.  Headline inflation rose 1.2% for the quarter, 

taking the annual rate to 2.2% for the year.  Utilities posted solid rises with electricity prices (+4.4%), 

property rates and charges (+7.9%) and water and sewerage (+9.9) all contributing to the higher than 

expected number.  The trimmed mean rose by 0.7% for the quarter, taking the annual rate to 2.3%. 

Building approvals for September were also strong, rising by 14.4% for the month.  The better than 

expected number was driven by the volatile ‘private sector dwellings excluding houses’ component 

which rose 31.8% for the month.  Private sector house approvals rose by 1.5% for the month to be 

7.7% higher over the year.  Private sector credit growth has however remained anaemic, rising by 

only 3.3% over the past year. 

In the U.S., during the two-week U.S. Government shutdown in early October most of the focus was 

on whether the debt ceiling would be lifted to avoid potential U.S. sovereign default, something that 

eventually occurred after much disruption and political manoeuvring.  Prior to the issue being 

resolved, however, the prospect of a default saw one-month treasury bills rise from 5 basis points to 

around 50 basis points.  The shutdown, associated disruption and some weak labour market data 

released later resulted in expectations for tapering being pushed back from late this year to early to 

mid-2014.  Chinese economic growth showed positive momentum with third quarter economic growth 

expanding by 2.2% and resulting in an annual growth rate of 7.8%    

The Australian dollar rose by 1.3% in October on a trade weighted basis.  The AUD peaked at 0.9758 

against the U.S.D, before closing at 0.9463.  Australian bond yields ended the month higher with 

three and ten-year bond yields closing at 3% and 4.02% respectively.  The bank bill yield curve 

remains flat and was largely unchanged, with 90 day bank bills closing at 2.60%. 
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Portfolio performance 

Managed Cash 

The BT Wholesale Managed Cash Fund returned 0.22% in October (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 portfolio 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 portfolio 

was 52 days at the end of the month.  The portfolio is well positioned to outperform in the coming 

months. 

Enhanced Cash 

The BT Wholesale Enhanced Cash Fund returned 0.30% in October (post-fee, pre-tax), 

outperforming its benchmark by 0.08%.   

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

whilst slightly detracting from performance was the duration hedge trade.  The portfolio has 

outperformed its benchmark by 1.23% over the past 12 months.   

We positioned the portfolio defensively leading into the mid-month U.S. debt ceiling deadline by 

entering a duration hedge, however as U.S. Treasuries sold off as the market started building in a 

U.S. default premium, our bonds followed.  This was very surprising to us given we assumed a flight 

to safe assets would have occurred.  We closed the duration hedge as our technical analysis models 

triggered a stop signal.  After the U.S. debt ceiling was raised, we repositioned the portfolio to take 

advantage of our more constructive view on credit markets.  Activity included increasing exposure to 

domestic senior bank and mortgage backed securities sectors; this was funded out of cash.   

As at the end of the month, the portfolio had a credit spread of 80 basis points over bank bills, interest 

rate duration of 0.06 years and the credit spread duration was 1.70 years. 
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Strategy and outlook 

The stronger building approvals data indicates dwelling construction is starting to respond to rising 

house prices and RBA Governor Glenn Stevens said in late October "some rise in housing prices is 

part of the normal cyclical dynamic, (in) that it improves the incentive to build".  The non-mining sector 

however will need more than just the housing sector responding to accommodative monetary policy 

for trend economic growth to occur in 2014.  The NAB Business Conditions Survey continues to 

indicate that other non-mining sectors of the economy remain weak, something we don’t expect to 

turn around quickly.  With economic growth remaining sub-trend and significant policy easing having 

already occurred we expect the RBA to remain in a wait and see mode until early to mid-2014. 
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Australian Property 

Market review 

The S&P/ASX 200 REIT Accumulation index was up 2.6% over the month, underperforming the 

broader market by 1.4%.  The office REITs were the best performing category over the month led by 

Dexus Property Group (+8%) and Investa Office (+5.4%).  The 10-year bond rate was up 

18 basis points over the period to 4.03%, however a pick-up in business confidence outlook has led to 

a perception that office vacancy rates are as bad as they will get and that the office market will 

improve from here.   

During the month there was a partial U.S. Federal Government shutdown (the first since 1995) as 

U.S. Congress failed to pass its budget.  Eventually Congress agreed to provide funding until 

7 February 2014, when the issue will return to the fore.   

Major REIT news in October included the announcement that DXS and CPPIB had submitted an 

indicative, non-binding proposal to acquire all units in CPA via an informal trust scheme.  The 

consideration was to be in the form of $0.68/cash per security and 0.4516 DXS stapled securities, 

equating to a $1.15 price for CPA.  The offer was swiftly rejected by the responsible entity of CPA.    

Other major news included FKP raising $232 million at $1.30, a 53% discount to NTA, with the 

proceeds to be used to pay down debt.  Stockland Group used this opportunity to exit their 11.6% 

stake in FKP.  At the GPT strategy day the group announced a $10 billion incremental FUM target, 

with no timing or additional details, however upgraded their FY13 EPS guidance to 6%.   

On the economic front, the NAB Business Conditions Survey improved to -4.2, from its August four-

year low of -7.4, with the business confidence component jumping significantly from 4.1 to 12.3.  

Residential building approvals were up 14.4% to an annualised rate of 196,000, the highest level 

since March 2010.  Australian house prices were up 5.5% year-on-year, with Sydney house prices 

+8% year-on-year.   
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Portfolio performance 

The BT Wholesale Property Securities Fund returned 2.73% in October (post-fee, pre-tax), 

outperforming the REIT Index by 0.09%.   

Positive attribution came from our overweight positions in Federation Centres, FKP Limited and 

Dexus Property Group.  The main detractors were Charter Hall Retail (underweight), Commonwealth 

Property Office Fund (underweight) and CFS Retail Property Fund (underweight). 

Attribution 

 

Trust Positive Trust Negative 

Federation Centres 0.17% Charter Hall Retail -0.06% 

FKP Limited 0.10% Commonwealth Property Office  -0.06% 

Dexus Property Group 0.10% Core Plus Industrial Fund -0.06% 

Investa Office Fund 0.06% CFS Retail Property -0.05% 

Westfield Group 0.03% Westfield Retail Trust -0.05% 

 

Portfolio changes 

During October, the portfolio increased its underweight positions in GPT Group and Westfield Group 

to fund a position in an IPO Australian Industrial REIT as well as participating in the FKP equity issue.   

Top ten active positions 

 

Overweight Underweight 

Core Plus Industrial Fund CFS Retail Property Trust 

Federation Centres Westfield Retail Trust 

Investa Office Fund Commonwealth Property 
Office Fund 

Dexus Property Group GPT Group 

Goodman Group Cromwell Property Group 
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Strategy and outlook 

The sector is priced on an FY14 dividend yield of 5.7% and a PE ratio of 14.9x.  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. 

  



 

Fund Manager Commentary – October 2013  20 

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 remained positive in October, returning 3.4%.  Europe 

(+4.8%) and North America (+4.1%) both posted gains for the month, while Asia (-0.2%) was slightly 

down.  In Europe, all countries with the exception of Norway (-3.1%) and Switzerland (-1.4%) were in 

positive territory.  The strongest performer was Italy (+10.6%), followed by Sweden (+6.3%), the U.K. 

(+6.0%), and the Austria (+5.3%).  Within the North American region, the U.S. and Canada returned 

+4.3% and +0.9%, respectively.  In Asia, results were mixed.  Singapore (+3.2%) and New Zealand 

(+0.2%) were in the positive territory, while Japan (-2.1%) and Hong Kong (-0.6%) were in negative 

territory. 

As at 31 October, the portfolio had 59.97% allocation to North America, 17.52% allocation to Europe 

and 18.16% allocation to Asia. 

 

Portfolio performance 

The BT Wholesale Global Property Securities Fund returned 3.01% in October (post-fee, pre-tax), 

underperforming its benchmark by 0.54%. 

Stock selection return attribution was negative and regional allocation return attribution was neutral. 

The North America and Asia (ex Australia) components of the portfolio underperformed the 

benchmark and detracted from the fund’s returns while the European component outperformed the 

benchmark.  

The largest contributors to performance were lack of exposure to Digital Realty Trust and overweights 

in American Assets Trust, Kilroy Realty Corp and RLJ Lodging Trust. The major detractors were 

General Growth Properties, Dupont Fabros Technology, Kimco Realty Corp, and Essex Property 

Trust. 

The North American portion of the portfolio underperformed the UBS North America Investor’s Index.  

Underperformance relative to the benchmark was primarily attributable to negative stock selection 

results in the apartment, regional mall, and industrial sectors, which were partially offset by positive 

results in the diversified, hotel, and manufactured home sectors.  Among the portfolio’s holdings, top 

individual detractors to relative performance included a lack of exposure to outperforming General 

Growth Properties (GGP), as well as overweight positions in underperformers Equity Residential 

(EQR) and DuPont Fabros Technology (DFT).  Contributors included a lack of exposure to 

underperforming Digital Realty Trust (DLR), and overweight positions in outperformers American 

Assets Trust (AAT) and Kilroy Realty (KRC).  Sector allocation had a slight negative impact, mainly 

driven by the portfolio’s underweight in the outperforming triple net lease and health care sectors.  
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The portfolio’s small cash balance was also a detractor from relative performance in light of the REIT 

sector’s positive absolute performance for the period. 

The European segment of the portfolio performed relatively in line with the UBS Europe Investor's 

Index as negative stock selection results in the U.K., Sweden, and Netherlands were largely offset by 

positive results in France, Germany, and Finland.  Among the portfolio’s holdings, top contributors to 

relative performance included a lack of exposure to underperforming Swiss Prime Site AG 

(Switzerland), and underweight positions in underperformers Icade SA (France) and LEG Immobilien 

AG (Germany).  Individual detractors included overweight positions in underperformers PSP Swiss 

Property AG (Switzerland) and Unite Group Plc. (U.K.), as well as a lack of exposure to outperforming 

Intu Properties Plc. (U.K.).  Country allocation had a positive impact on relative performance, mainly 

driven by the portfolio’s underweight in underperforming Switzerland and overweight in outperforming 

Sweden and the U.K.; however, these effects were offset by the portfolio’s small cash balance which 

was a detractor in light of the property securities sector’s positive absolute performance for the period. 

The Asian section of the portfolio modestly outperformed the regional UBS benchmark.  Modest 

outperformance relative to the benchmark was attributable to the portfolio’s cash balance which was a 

contributor in light of the property securities sector’s negative absolute performance for the period.  

Stock selection had a neutral impact as positive results in Hong Kong and Singapore were offset by 

negative results in Japan.  Among the portfolio’s holdings, top positive contributors to relative 

performance included overweight positions in outperformers Suntec REIT (Singapore) and CapitaMall 

Trust (Singapore), and a lack of exposure to underperforming Mori Trust Sogo REIT (Japan).  

Detractors included overweight positions in underperformers Kenedix Realty Investment Corporation 

(Japan) and Japan Prime Realty Investment Corporation (Japan), as well as an underweight position 

in outperformer Global Logistic Properties Limited (Singapore).  Country allocation also had a neutral 

impact. 

 

Strategy and outlook 

At quarter-end, the outlook remained volatile in the face of rising interest rates and policy uncertainty.   

Notwithstanding the U.S. Federal Government shut-down and the impasse in Congress, a potentially 

much more damaging debt ceiling deadline looms ahead in the early part of the fourth quarter.  At 

quarter-end, policy uncertainty and the delay in tapering manifested in a decline in US Treasury yields 

from the highs reached in early September.  We believe this is a temporary effect, however, as the 

focus in the fourth quarter is likely to return to the Federal Reserve and its tapering timeline.  For the 

REIT market, a key determinant of where values are headed is exactly how fast and how far interest 

rates rise once they begin to move up again, as still seems likely.  A rapid interest rate increase of 

several hundred basis points would clearly be a negative for REIT values (not to mention the entire 

bond market), but this seems an unlikely scenario as such an abrupt shock could lead to a recession, 

an outcome that the Federal Reserve is keen to avoid.  Given the already slow growth in the U.S. 

economy, it is much more likely that the Fed will be exceedingly cautious in withdrawing liquidity from 

the market, leading to moderate interest rate increases.  While the cushion in spreads has eroded 

since May as interest rates have climbed, REIT implied cap rate spreads were near their long-term 
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averages at quarter-end with an estimated cushion of another 100+ basis points.  This cushion should 

allow REIT values to hold up well in an environment of moderate increases in interest rates, 

particularly as REIT income growth is in the high single digits. Outside of interest rate concerns, 

conditions remain favourable for real estate fundamentals.  Supply risks continue to be minimal, with 

only the apartment sector back to long-term norms.  U.S. job growth has been modest but fairly 

steady despite the fiscal cliff and sequester in the first half of 2013, and this has contributed to 

ongoing declines in property market vacancy rates.  Rents are now moving up in all property types, 

and some longer-lease property types will soon transition into an environment where leases will be 

signed at higher rents than the in-place ones, a substantial positive for net operating income.  As a 

group, REITs should continue to grow earnings in this environment.  However, as the Fed transitions 

to a more normalized posture we expect that results driven by leasing fundamentals, balance sheet 

quality, and capital allocation acumen will be more differentiated than the highly correlated returns we 

have seen during the quantitative easing era. 

After six quarters of declining GDP readings for the Eurozone, it looks like the European economies 

are finally beginning to pick up. While this doesn’t mean that the pain in the Eurozone is over, there 

should be a gradual relaxation of fiscal policies as economic indicators are looking up for most 

countries. For the United Kingdom, where the GDP readings have been a bit more positive in the last 

few years, it looks like the economy has also turned the corner. Bond yields in Europe continue to 

rebound from their all-time lows in the third quarter. Although it’s likely that this trend will continue, for 

now, the economy and inflation are not yet strong enough to push yields back to levels we saw before 

the financial crises. Higher bond yields reduce the relative attractiveness of a safe yielding asset class 

like real estate. The positive correlation between bond and property yields has slowly increased over 

the last several decades as real estate has become a more mature investment class. That said, the 

gap between property yields and bond yields is still very wide from a historical perspective. Bond 

yields have moved in significantly in the last 10 years while property yields haven’t moved down 

much. This means there is a sufficient cushion for bond yields to rise before the gap between the two 

asset classes is back at its historical average level. Further, we believe that property income will grow 

as there’s a lack of new good quality commercial real estate in most markets. Once the economic 

growth continues to pick up, demand for space will improve and rents are expected to respond 

quickly. The prospects for European REITs are fairly good as the sector should perform relatively well 

in a low growth and low inflationary environment. In this environment, bond yields are expected to 

stay relatively low which could lead to further modest value growth for real estate as the gap between 

bond and property yields is still high. Earnings are expected to grow as well, and a more stable 

economic environment will lead to rental growth as new construction and vacancy rates are low in 

most real estate markets. The REITs continue to have access to very cheap financing which reduces 

their overall cost of debt. European REITs are trading at a discount of around 2% to their net asset 

values. The European REITs offer an attractive and relative low risk earnings yield of 5.6%, and the 

dividend yield is 4.2% as not all earnings are paid out as a dividend. We believe that the sector is 

fairly valued. 

The Asia property securities market outperformed in the third quarter, driven largely by strong 

performance in Japan.  In general, the REITs underperformed the developer stocks as valuations 

were relatively less attractive and investors were concerned about the impact of higher interest rates 
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in the future on both the net operating income and property values.  Within the region, Japan was the 

best performing market as a combination of good news such as the ruling Liberal Democratic Party 

(LDP) winning convincingly in the Upper House election and Tokyo being awarded the 2020 Olympics 

affirmed investors’ confidence that 'Abenomics' should continue to yield positive results for Japan. 

Overall, we view Asia REITs trading at a small discount to our capital market values and real estate 

values after factoring in potential cap rate changes in the medium term. On a relative basis, the 

developer stocks are offering better value. We do recognize the risk of higher interest rates in the 

medium term, in particular in Hong Kong and Singapore, but on the flip side, we see monetary policy 

tailwinds in Australia and Japan as both of their Central Banks are firmly on the easing mode.  We 

expect market volatility to remain high as the transition from a low interest rate environment to a 

higher one is unlikely to be seamless. Supply of commercial properties around the region is expected 

to remain low over the next few years. Hence, should higher rates be supported by a U.S. economic 

recovery, stronger net operating income levels could offset a rise in cap rates. 
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Active Balanced 

Market review 

The local market (S&P/ASX300 Accumulation Index) shrugged off factional brinkmanship in the U.S. 

to rise 3.9%, its fourth consecutive month of gain.  Confident of a debt ceiling solution, investors 

stationed for a relief rally which came through mid-month, strengthening the run of optimism that has 

carried equities since the start of the year. 

All sectors traded higher with non-property financials (+5.9%) topping the performance table.  Among 

the sector constituents, banks (+6.2%) outperformed.  The trend was more pronounced among 

regional players as compared against the major lenders.  Discretionary consumer brands (+2.6%) 

edged higher, although personal lending statistics as well as consumer confidence remains weak in 

the post-election economy.  Meanwhile, strong import-export data confirmed encouraging signs on 

the resources front, at least at the margin for iron ore.  Chinese restocking activity continued to add 

support for the time being, with prices still elevated well above the market’s forward consensus.   

Global equity markets rose significantly in October despite political uncertainty in the U.S. with the 

closure of the Government for a fortnight, however strong 3rd quarter earnings from U.S. companies 

and a continued pledge from the Fed to continue its stimulus program saw the S&P 500 market hit 

new highs, rising 4.5% over the month. 

European equities were also very strong for the month, continuing their recent stellar performance.  

Once again positive economic data led to more optimism of a good recovery story and some good 

value in European markets.  The Euro Stoxx rose 6% in October, with Germany (+5.1%) and the UK 

(+4.2%) both producing strong returns. 

Asian shares were mixed, with both the Japanese and the Chinese markets falling, the Nikkei 

returned -0.9% and the Shanghai Composite -1.5%.  While the Hong Kong Hang Seng Index returned 

a positive 1.5%.  Overall emerging markets rebounded on the back of the continued stimulus from the 

U.S. Fed. 

The Australian dollar finished the month higher against most currencies.  It rose strongly against the 

U.S. dollar, rising 1.5% to finish the month at 0.9456.  It also rose 1.0% against the Euro and 2.4% 

against the sterling. 

Bond markets were mixed in October with Australian bonds having a small negative return of -0.06% 

while global bonds were up 1.04%, buoyed by the Fed's decision not to cut their bond purchasing 

program. 
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Portfolio performance 

The BT Wholesale Active Balanced Fund returned 2.00% in October (post-fee, pre-tax), slightly 

underperforming its benchmark by 0.15%.   

October saw positive returns from all asset classes except for Australian fixed interest, with Australian 

shares and global property producing the strongest returns for a second month in a row. 

From an active contribution perspective, our global shares, Australian property and alternatives 

exposures contributed positively, whilst our Australian shares and global property were negative 

contributors. 

In global equities exposure an overweight to European equities plus some emerging markets helped 

drive outperformance.  Domestically our holdings in Qantas and Resmed detracted as did not owning 

ANZ shares. 

From a tactical perspective we reduced all our positions for the month due to the uncertainty created 

by the shutdown of the U.S. Government and the potential for a default on their liabilities.  As the 

month ended and an outcome was reached, we reinitiated our previous positions for the start of 

November. 

 

Strategy and outlook 

With tapering and debt ceiling negotiations off the immediate agenda, we expect markets to remain 

well-supported within an environment of low macro risks.  Dodging political posturing has become a 

regular feature of the calendar and while it certainly creates uncertainty the real threat comes not from 

these congressional sideshows but from the fact that the Fed’s QE program is not working.  U.S. 

policymakers are aware of this and will likely constrain their expansion of liquidity early next year.  

Although the move will conceivably increase volatility, we reiterate our philosophy which places 

fundamentals above the behavioural impacts emanating out from the global backdrop.  In our 

experience, companies with earnings growth are rewarded in the long run and our portfolios continue 

to support names such as 21st Century Fox that offers certainty without the sensitivity to macro 

affairs. 

We remain of the view that equity markets can go higher from here based on a rebound in earnings 

and a more conducive economic environment.  This will not be without some volatility as continued 

political issues in the U.S. and a slowing domestic economy will see markets react to any bad news. 

As we head into November we have reinstated our tactical positioning to be overweight equity 

markets across the globe, underweight fixed interest in Australia, and overweight key commodity 

markets in gold, copper and oil. 
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Performance as at 31 October 2013  

 

 

 

 

 

 



 

 

 

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 November 2013 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. 


