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Australian Shares 

Market review 

Australian equities posted a 10.31% gain in a quarter dominated by central bank action around the 

world. The year started with a series of interest rate cuts by banks in Europe before the Reserve Bank 

of Australia surprised the market with a cut in early February, sparking a strong rally in equities. 

Concerns that the US Federal Reserve may look to hike rates on the back of strong gains in 

employment weighed on the market for much of March. However, confirmation that the Fed needs to 

see further evidence of economic strength before raising rates saw equity markets finish on a positive 

note. 

In Australia the local earnings season was reasonable, but not inspiring. Aggregate earnings 

expectations across the market deteriorated slightly over reporting season, to around -2% for FY15. 

This was largely driven by downgrades in resources. The remainder of the market ex-resources is 

expected to deliver roughly 7-8% earnings growth. It was cost control, rather than revenue growth, 

which drove earnings. At the same time, the trend towards increased dividend payouts continued. 

Corporate guidance generally suggested companies are not overly optimistic about the near-term 

operating environment. 

Higher-beta cyclicals generally did well during the market’s surge in February, with Consumer 

Discretionaries (+17.9%) posting the strongest gains for the quarter. Health Care (+12.7%) also did 

well on a combination of strong growth prospects and, for several stocks, an exposure to the US 

market.  

The Energy sector (-4.4%) lost ground as the oil price continued to weaken, despite a period of 

relative stability mid-quarter. There is some possibility of supply interruptions as a result of the 

intensifying conflict in Yemen, however this has been offset by the likely introduction of Iranian oil 

reserves into international supply as a result of its agreement to curtail its nuclear programme. 

 

Portfolio performance 

The BT Wholesale Core Australian Share Fund returned 10.18% (post-fee, pre-tax) in the March 

quarter 2015, underperforming its benchmark by 0.13%. Positive contributors included Qantas and 

ResMed while Twenty-First Century Fox and BlueScope detracted from relative performance.   
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Contributors 
 

Qantas  

Shares in airline Qantas (+30.0%) maintained their strong upward momentum over the quarter. This 

was partly driven by a positive first half earnings result that revealed a return to profitability for the 

carrier. We retain a positive outlook on the company and believe in management’s ability to deliver on 

their Transformation Program. Several industry factors are also likely to bode well for share price 

performance, including the cessation of the capacity wars with rival Virgin. This is in addition to the 

prospect of improved margins on the back of a decline in fuel costs. 

 

ResMed 

Respirator developer ResMed (+34.5%), posted another solid quarter as investors continued their 

rotation into the Health Care sector. The stock has several tailwinds operating in its favour, including 

the weaker currency, given its offshore earnings exposure. Over the longer term, we see further 

upside potential for the company based on its strong existing and proposed product suite, as well as 

improvements in efficiency stemming from technology investment.  

 

Macquarie Group 

Diversified financials group Macquarie (+31.5%) continued its strong run over the period. Investors 

have bid the stock higher on the back of a pleasing earnings result and upgraded forward guidance. 

Looking ahead, several divisions are poised to do well in the current environment; the markets area 

stands to benefit from increased volumes, while positive flows are likely to bode well for the funds 

management area. We believe these factors are likely to boost the company’s growth profile, which 

lends support to our investment case. We also believe the stock is relatively more attractive than 

others in its peer group from a valuations perspective.  

 

Woolworths 
Supermarket giant Woolworths (-1.63%) reported disappointing earnings and capitulated by admitting 

what we have believed for some time - that its prices are too high for its supermarkets business. From 

a broader perspective, many divisions appear to be going backwards. Further, there is some doubt 

over whether the incoming business heads can turn around their respective areas in the absence of 

well-defined and articulated plans from management. Looking ahead, we believe the company is 

likely to continue to underperform, which reaffirms a need to remain underweight. 

 

Detractors 
 

Twenty-First Century Fox 
Fox’s share price fell (-0.6%) for the quarter. The poor performance stemmed from a greater-than-

anticipated impact from the US dollar’s appreciation on offshore earnings. Yet, the greenback’s 

ascent also helped ameliorate the effect on the Australian dollar value of the stock. At its current price 
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the media giant appears cheap. The team remains overweight the stock and supports the idea of a 

recovery premised on strong underlying operations. More specifically, the divestiture away from 

European channels and a focus on developing media content is a positive.  

 

BlueScope 
Steelmaker BlueScope (-25.02%) saw its share price suffer alongside persisting concerns over a glut 

in global steel supplies. This in turn has caused a contraction in the spread for the producer, which 

has had a negative impact on the company’s Australian operations. However, there are 

counterbalancing positive factors that have underpinned our moderate overweight positioning. This 

includes the company’s leverage to the domestic property market via a strong product offering. 

Additionally, the weaker currency is also likely to offer a degree of support. 

 

Suncorp 
Suncorp (-1.38%) ended the quarter on a negative note as investors sold down the stock in the wake 

of the cyclone season in Queensland. The damage caused is likely to raise claims and have a 

negative impact on company earnings. More broadly, the insurers have been punished given the 

downturn in the insurance cycle. Yet looking ahead, we believe the company is in a better position 

relative to its peers given its more diversified business lines, as well as offering an appealing dividend 

yield.  

 

Toll 
Toll Holdings (+52.6%) stole headlines during the quarter on an announced takeover offer from Japan 

Post, outshining a relatively lacklustre earnings result from the company. The stock has been held 

underweight on the basis that the underlying business has seen little improvement in recent years and 

there has been a lack of impetus for a turnaround. 

 

Strategy and outlook 
 

The Core portfolio was broadly in line with the index in the first quarter. A return to profitability from 

Qantas was beneficial, as was indications from Macquarie Group’s management that the company 

should meet the top end of their earnings expectations for the year. ResMed was also a notable 

contributor. The major detractor was the off-index position in Fox, which gave back some of its strong 

contribution to performance over the previous months. 

We increased the exposure to Macquarie Group and JB HiFi over the reporting season. Macquarie 

Group is one of the few companies enjoying cyclical tailwinds, benefiting from low-cost funding, 

increased trading volumes and a depreciating currency. We like the fact the company has increased 

its exposure to annuity-like assets, such as asset management and aircraft leasing, and is less 

dependent on transaction-driven investment banking. JB HiFi delivered a surprisingly good set of 
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results, given the challenging environment of the past six months. It is displaying good cost control 

and improved cash flow and should deliver high single-digit earnings growth for FY15.  

The portfolio took advantage of the discounted block sale of US-listed Chevron Global Energy’s stake 

in Caltex Australia to establish a position in the latter. The company has changed its strategy in recent 

years, moving from a focus on refining oil to one of distribution and marketing. This has resulted in 

greater predictability of earnings and cash flow and seen it behave more as a defensive consumer 

play, with less cyclicality than in the past. In this sense, it compares well with other defensive 

consumer companies. 

We lightened up the position in Suncorp following its results. We have been conscious for some time 

that it is in a sweet spot in terms of profit margins and that the environment in its general insurance 

business would become incrementally more competitive. This dynamic has started to emerge and, 

while the company has a diversified profile and the ability to fund at least one more special dividend, it 

is entering a more challenging period.  

In aggregate, equity market valuations look high compared to history. However they do not look 

stretched when viewed through the lens of Australia’s extraordinarily low interest rates and the current 

level of QE-fuelled foreign interest in Australian equities. We would not be surprised to see the market 

consolidate for a period to digest its recent gains, however we think that a significant correction is 

unlikely, barring some unforseen geopolitical event. 

It is also interesting to note the dramatic convergence in yield in the market. The combination of 

strong performances from traditional high yield companies – such as banks and REITs – and 

increased payout ratios from the rest of the market has driven the yield dispersion in the market to its 

lowest point in 15 years. Banks are only yielding a 60bp premium to the market average – the lowest 

in ten years. The combination of this convergence and possible hikes in the US suggests that there 

may be some rotation in the market, away from the defensive “bond proxies” that have done so well in 

recent times. We continue to prefer high-quality cyclicals – particularly those which may be rewarded 

for an increased dividend yield. 
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Smaller Companies 

Market review 

The S&P/ASX Small Ordinaries posted a 7.30% gain in a quarter dominated by central bank action 

around the world. The year started with a series of interest rate cuts by banks in Europe before the 

Reserve Bank of Australia surprised the market with a cut in early February, sparking a strong rally in 

equities. Concerns that the US Federal Reserve may look to hike rates on the back of strong gains in 

employment weighed on the market for much of March. However confirmation that the Fed needs to 

see further evidence of economic strength before raising rates saw equity markets finish on a positive 

note. 

At home, the local earnings season was reasonable, but not inspiring. Aggregate earnings 

expectations across the market deteriorated slightly over reporting season, to around -2% for FY15. 

This was largely driven by downgrades in resources. The remainder of the market ex-Resources is 

expected to deliver roughly 7-8% earnings growth. It was cost control, rather than revenue growth, 

which drove earnings. At the same time, the trend towards increased dividend payouts continued. 

Corporate guidance generally suggested companies are not overly optimistic about the near-term 

operating environment. The small cap sector underperformed the large caps; the resource sector 

weighed on both, but this was offset by strong performances from banks in the large cap space.  

The Industrials sector (+0.2%) lagged the index, dragged down by mining contractors with Chinese 

authorities cutting the year’s GDP growth target to 7%, resulting in further iron ore price weakness, 

even as the government raised the possibility of stimulus measures to arrest the pace of growth 

decline. Energy (+4.2%) also underperformed as the oil price continued to fall, despite the possibility 

of supply interruptions as a result of the intensifying conflict in Yemen. This was due, in part, to the 

possibility of Iranian oil reserves joining international supply as a result of its agreement to curtail its 

nuclear programme. The tiny Utilities sector (+18.4%) surged ahead, driven by strong profit growth for 

power provider ERM Power. Technology (+13.4%) also did well, on the back of software services. 

 

Portfolio performance 

The BT Wholesale Smaller Companies Fund returned 9.35% (post-fee, pre-tax) over the March 

quarter, outperperforming its benchmark the S&P/ASX Small Ordinaries Accumulation Index by 

2.05%.   
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Contributors 

Super Retail Group  

Super Retail Group enjoyed an outstanding start to the year. Several factors combined to drive this 

outperformance. Initial indications suggested that the retail sector Christmas sales revenue was better 

than many expected, albeit with the help of some hefty discounts. At the same time, lower fuel prices 

and the expectation of lower interest rates revived investor interest in the sector, on the premise that 

consumer discretionary incomes may be improving. The stock’s 4.7% yield also helped, given a 

broader market appetite for high-dividend stocks. We believe the stock is one of the strongest 

retailers in the domestic landscape. Moreover, a number of popular brands within its stable have 

generated above-industry growth despite relatively challenging trading conditions.  

Mayne Pharma Group 

The stock surged in mid-February on news the company was raising capital to acquire several US 

trademarks in order to grow its business there. This should result in substantial revenue growth, 

particularly for flagship products such as its Doryx brand of acne treatment cream. Institutional 

businesses made aggressive bids for the equity placement in a show of approval for Mayne’s 

expansions plans. 

 

Detractors 

 

Regis Resources 
 
Gold miner Regis Resources fell on reports that its full year production would come in at the lower 

end of expectations. This is due in part to heavy rainfall hampering operations at its open-cut Garden 

Well mine. The stock recovered some of these losses later in March as its half-yearly results revealed 

a 23% increase in revenues and a significant reduction in debt. 

 

GWA International Limited  
 

Building fixtures supplier GWA International slid over the period. This was likely tied to the negative 

currency impact on the company’s imports exposure. The team is overweight the stock as a potential 

turnaround play. As a ‘late cycle stock’ it may benefit from the momentum in domestic housing. While 

pricing is not its strong suit, it should be able to capitalise on volume as it enters what may be a 

positive news cycle. Further, the stock may have a solid run from here given recent supply chain 

restructuring efforts.   
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Strategy and outlook 
 

The portfolio outperformed the index in the first quarter, driven by good stock selection within 

pharmaceuticals, retailing and real estate investment trusts. Various consumer discretionaries also 

did well as the market sought cyclicality and beta. 

We booked some profits in Dulux Group and in gold miner Independence Group early in the quarter 

following strong price gains. We increased the position in Asaleo Care, a maker of personal care and 

hygiene products which we expect to reap the rewards of recent investment in its product range. We 

also added to the existing stake in Mantra Group, which is benefiting from its diversified stream of 

hotel management-related businesses. 

In aggregate, equity market valuations look high compared to history. However they do not look 

stretched when viewed through the lens of Australia’s extraordinarily low interest rates and the current 

level of QE-fuelled foreign interest in Australian equities. We would not be surprised to see the market 

consolidate for a period to digest its recent gains, however we think that a significant correction is 

unlikely barring some unforseen geopolitical event. 

There is a marked dispersion in earning expectations and outlook across the market, with resource-

related companies facing significant earnings declines, while other companies and sectors look set to 

deliver decent growth despite the broadly lacklustre economy. This provides a rich environment for 

stock-picking. In particular, we are looking for companies that offer niche products, robust franchises 

or compelling “turnaround” stories.  
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International Shares 

Market review 

Global equities performed strongly in Australian dollars with the MSCI World ex Australia (in AUD) 

returning 9.57%, with QE-enhanced regions Europe and Japan performing the strongest, whilst the 

US lagged most other regions. 

The potential for a rate rise in the US sooner rather than later saw the market go sideways for most of 

the quarter but a fall in the Australian dollar versus the US dollar saw returns in Australian dollar for 

the S&P500 of 8.1% for the quarter. Consumer Discretionary and Health Care stocks were the 

strongest performers buoyed by continuing strong economic data, whilst Banks and Utilities were 

worst performers with rising rates and poor earnings results dragging on returns. 

In Europe the announcement of quantitative easing saw the start of a large rally in equities, with the 

Eurostoxx 50 returning a strong 17.5%, with the German DAX being the main driver returning 23.3% 

and the French CAC index also strong returning 17.8%. 

Asian markets were also strong, driven by stimulatory monetary policy in China, India and Japan. 

Japanese equities rose amid strong corporate earnings and optimism that companies would begin 

raising dividends and delivered a strong 10.1% for the Nikkei Index. The Hang Seng index returned 

5.5%.   

The Australian dollar continued its fall against the US dollar, dropping another 7% over the March 

quarter. On a trade weighted basis the fall was -4.8% as a strong rise against the euro (+5%) offset 

the falls elsewhere. 

 

Portfolio performance 

The BT Wholesale Core Global Share Fund returned 10.04% (post fee, pre-tax) in the quarter to the 

end of March 2015, outperforming its benchmark by 0.47%. The outperformance was driven by North 

American stock positions, while the European portfolio underperformed and developed Asian 

positions ended the quarter flat against local benchmarks.  

Thematically, the outperformance in North America was driven by a strong performance of the direct 

and indirect momentum signals, outweighing negative performance out of relative value signals.  

Momentum signals were also generally positive in European & Asian markets, though outweighed by 

poor performance of relative value and company quality signals in Europe and weakness in investor 

sentiment themes in developed Asian markets.  
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Active stock and sector positioning both contributed to active performance over the quarter. At a 

sector level, the overweights in Health Care and underweight in Energy contributed most 

meaningfully, while the overweight in Utilities was the sole notable detractor.  Stock positioning within 

sector groups was also a positive contributor, notably within Energy & Financials, while stock 

selection results within the Consumer Staples sector was the weakest over the quarter.  

At a stock level, strongest positive contributions came from overweight positions in:  

• Valero Energy, a US based transportation fuels manufacturer & distributor 

• Biogen, a US multi-national biotechnology company 

• Humana, a US health insurance company 

Largest detractors were:  

• an underweight in Gildan Activewear, a Canadian clothing manufacturer 

• an underweight in BBVA, a Spanish multi-national banking group 

• an overweight in Hewlett Packard  

                                                                                                                                                                                                                                                   

Strategy and outlook 

 

Entering April, the Fund maintains its largest tilts towards Health Care and Information Technology 

sectors. Largest underweights were in the Energy and Materials sectors. Thematically, we are mildly 

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

peers in all regions.   
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Australian Fixed Income 

Market review 

Australian three-year bond yields declined by 40 basis points to 1.71% from 2.11% and the ten-year 

yield declined by 44 basis points from 2.77% to 2.33%, with the 3-10s yield curve flattening to 62 

basis points. At its February meeting, the Reserve Bank decided to cut the cash rate by 25 basis 

points to 2.25 per cent. The Bank noted that the US economy continued to strengthen, but the Euro 

area and Japanese economies were both weaker than expected and China’s growth was in line with 

policy makers’ objectives. The Reserve Bank expects the domestic economy to continue growing at a 

below-trend pace with the unemployment rate gradually moving higher. With growth in labour costs 

subdued, inflation will remain consistent with the target over the next one to two years, even with a 

lower exchange rate. The Reserve Bank believes the exchange rate remains above its fundamental 

value, although it has declined noticeably against the US dollar. The housing market has continued to 

be bolstered by low interest rates. Residential property prices and housing finance continued to climb 

with the support of low lending rates. The capex survey shows the fall in mining investment has not 

filled by non-mining investment with further decline in investment expectations. 

 

Portfolio performance 

The BT Wholesale Fixed Interest Fund returned 3.27% in the March quarter 2015 (post-fees, pre-tax), 

outperforming its benchmark by 0.60%. 

The duration, yield curve and FX strategies in the alpha overlay were the primary contributors. The 

Government bond component outperformed its benchmark with duration and relative value strategies 

being the main contributors. The Credit component underperformed its benchmark. Negative 

performance came from a swap curve and an underweight in selected European supra-nationals in 

the 5-7 year tenor. Positive performance came from an overweight in financials and real estate. 
 

Strategy and outlook 
 

The Reserve Bank of Australia left the cash rate unchanged at its April meeting. The market had 

assigned close to an 80% probability that the Reserve Bank would ease monetary policy, something 

that we agreed with. As reluctant as the Reserve Bank may be to ease monetary policy further from 

an already low rate, the facts are that Australia’s growth prospects in the nearer term are even worse 

now: the plunge in commodity prices will continue to weigh on economic growth via reduced company 

tax revenue and even further diminishing mining investment (although the remaining pipeline is 

limited). The Reserve Bank is looking to the currency to fall and assist in rebalancing growth but 
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interest rate differentials remain supportive for the Australian dollar.  Rather, the RBA is waiting for the 

Federal Reserve to start tightening policy that may result in the US$ strengthening. The issue is that 

US dollar strength is weighing on US growth and likely to delay any policy tightening. Given the fall in 

commodity prices the Australian dollar should be lower, according to the Reserve Bank. The longer 

they wait the uglier it will be: we view the Reserve Bank as being behind the curve and expect further 

monetary policy easing.     
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International Fixed Income 

Market review 

International markets were dominated by central banks activities. The Swiss National Bank surprised 

the market with a 50 basis point cut, taking deposit rates even more negative, and abandoning the 

EUR/CHF 1.20 floor. The ECB commenced the public QE purchase of EUR60 billion a month until 

September 2016. As expected, the FOMC dropped the “patient” sentence in the monetary policy 

statement. However, the statement remained dovish and Fed Chair Yellen emphasised the data-

dependence of the Fed policy from here and it is unlikely to lift the target fed funds rate in the next 

couple of meetings. The “dot plot” is consistent with the expectation that the Fed is to tighten 25 basis 

points at September and December meetings.  

The PBoC announced a cut to the Reserve Requirement Ratio (RRR) and cut its benchmark rate by 

25 basis points on a noticeable slowdown in economic activity. China’s National People’s Congress 

lowered its growth target to around 7% from the previous 7.5%.  Over the quarter, US and UK bond 

yields were down 25 and 18 basis points, respectively. The Japanese bond yields rose by 8 basis 

points. Australian bond yields outperformed the US with the spread declining by 19 basis points. The 

Australian currency depreciated and the trade weighted index fell by 4.81% over the quarter. Equities 

and commodities entered a period of consolidation over the quarter. 

 

Portfolio performance 

The BT Wholesale Global Fixed Interest Fund returned 3.41% in the March quarter 2014 (post-fees, 

pre-tax), outperforming its benchmark by 0.63%. 

The physical allocation to domestic credit added value over the quarter as credit accrual from a 

benign credit market delivered returns. Positions within the alpha overlay were taken in Duration, 

Yield Curve, Relative Value, Cross-Market, FX and Macro credit strategies. The majority of returns 

came from the Duration and FX strategies, however all the strategies implemented added to the 

above benchmark result for the quarter. 
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Strategy and outlook 

The ECB commenced its public QE program during the period. With the economies still worrying 

about deflation risks, central banks around the globe will continue to be dovish and a low interest rate 

environment will persist. Although the US recovery remains on track, the Fed remains cautious in 

order to avoid policy error of tightening too early. It replaced the “patient” sentence with an 

unambiguously dovish “dot plot”. China’s cut on growth target was consistent with its accumulated 

economic imbalance and committed political will on reform. We also expect the slowing of China to 

have a negative impact on the surrounding Asian economies. With mega easing in Europe, weak 

global growth and high geopolitical risks, we expect US dollar strength to continue. 

  

Fund Manager Commentary – March quarter 2015  15 



 

Credit 

Market review 

Over the quarter ending March, physical credit markets’ spread to swap marginally tightened. The 

muted performance of physical credit was driven by global growth concerns, weak commodity prices, 

and geopolitical risk. During the quarter, with the ECB announcing the introduction of quantitative 

easing, supranational paper rallied in January. Throughout the quarter the geo-political risk 

associated with Russia’s actions in Ukraine, and Greek elections created headwinds for the markets. 

Global oil prices have been on a wild ride throughout the quarter but overall have ended slightly 

weaker than starting levels. Of more concern on a domestic front is the price of iron ore dropping to 

approximately US$51 per tonne - 20% below the start of quarter prices and below S&Ps price 

assumption of US$65/mt for 2015. 

 From a fundamental bottom up perspective both US and Australian corporates reported semi-annual 

and quarterly results, respectively. The results in the US were positive with the overall market 

expectations of sales and earnings surprising marginally on the positive side. In Australia, results 

were below expectations as industrials (including mining service companies) reported weaker results 

than anticipated. 

Domestic data released during the quarter exhibited a softening outlook with slower growth on the 

back of commodity price declines.  The best performing sectors in physical credit have been supra-

nationals and high rated European bank offshore senior. Credit default swaps were tighter by quarter 

end. The Australian iTraxx was tighter by 15bp while the US CDX, and Euro Main finished 3bp and 

13bp tighter, respectively. 

Portfolio performance 

The BT Wholesale Enhanced Credit fund returned 2.22% in the March quarter 2015 (post-fees, pre-

tax), underperforming the benchmark by 0.16%.  

Negative relative returns came from an underlying swap movement along the curve, whilst a positive 

relative performance came from an active overweight in real estate and transport. 

Activity over the quarter was primarily centred on managing swap exposure along the curve with 

increased market volatility and in repositioning along the curve. 
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Strategy and outlook 

Combined with a slower global growth outlook that has resulted in stalling market performance, 

increased volatility, and increased headwinds from geopolitical event risk, we view it as prudent to 

take a short term neutral view on our outlook. On a spread to swap basis the domestic credit index 

stabilised in February to quarter end after widening marginally over the past quarter. Whilst we 

maintain a more sanguine medium to longer term view we believe recent volatility will persist and 

possibly increase in the near term and be injurious to credit performance. 

Going forward in the near term risk markets will continue to battle headwinds against the implied 

growth outlooks from commodity price weakness, combined with ECB actions, uncertainty over 

Greece and shifting expectations on US Fed raising rates. The recent volatility in oil prices continues 

to be a drag on the markets and high yield energy issuers and the recent increase in US oil inventory 

levels could be a harbinger of further weakness. 

Whilst the global growth pulse is waning we continue to be constructive on global growth 

underpinning corporate creditworthiness, with companies continuing to drive cost reductions in place 

of stronger top line growth. 

 Domestically, we see growth stagnating and we continue to recommend a defensive approach that is 

flat with overweights in operationally resilient sectors such as utilities, staple industrials and 

infrastructure. They provide a higher yield to index returns as we don’t foresee continued strong 

compression of spread to swap as experienced in the prior years. 
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Cash 

Market review 

The Reserve Bank of Australia eased monetary policy once during the first quarter, reducing the cash 

rate by 25 basis points to 2.25% at its February meeting. The Reserve Bank’s Statement on Monetary 

Policy was released in mid-February with forecasts for economic growth and inflation revised down 

since the November statement. The Reserve Bank expects growth for 2015 to be between 2.25% and 

3.25% (revised down by 0.25%) and between 3% and 4% in 2016. Based off these forecasts the 

Reserve Bank does not see a return to trend growth until the second half of 2016. On inflation, the 

Reserve Bank revised their 2015 and 2016 forecasts lower by 0.25% to a midpoint of 2.5%. On the 

currency the Reserve Bank continues to see the exchange rate, despite the depreciation, as being 

above its fundamental value given the significant falls in key commodity prices and is providing less 

assistance in delivering balanced growth in the economy.   

Offshore events dominated in January with central banks active, commodity prices and the Greek 

election being the main focus. The Swiss National Bank surprised the market with a 50 basis point 

cut, taking deposit rates even more negative, and abandoning the EUR/CHF 1.20 floor. The Swiss 

franc appreciated sharply, gaining 20% against the EUR and 12% against the US dollar. The Bank of 

Canada also surprised the market with its decision to ease monetary policy during the month, cutting 

by 25 basis points to 0.75%. The Bank of Canada cited weaker terms of trade and the adverse impact 

on incomes and wealth as one of the reasons for the decision. 

The European Central Bank launched a larger than expected Quantitative Easing (QE) program, 

purchasing EUR60bn per month from March. The program is open ended, with purchases intended to 

be carried out until at least September 2016, although according to the statement can be continued 

“until the Governing Council sees a sustained adjustment in the path of inflation that is consistent with 

the aim of achieving inflation rates below, but close, to 2% over the medium term”. 

The Greek election took place in late January, with the anti-austerity Syriza Party securing victory and 

forming a coalition with the Independent Greeks. Greek ten year bond yields were volatile during the 

month, trading as low as 8.41% prior to the election before selling off aggressively to end the month at 

11.17%. Greek bank stocks suffered sharp falls late in the month, falling by around 25% on the 28th 

January. 

Domestic fourth quarter inflation was released in late January. Headline inflation was weaker at 0.2% 

for the quarter and 1.7% for the year. The preferred trimmed mean and weighted median were both 

higher than expected for the quarter, although prior quarter revisions saw the annual trimmed mean 

rate in line at 2.2% and the weighted median at 2.3% (versus an expectation of 2.2%). 

Fund Manager Commentary – March quarter 2015  18 



 

The fourth quarter GDP released after the March RBA meeting was in line with expectations, rising by 

0.5% for the quarter and resulting in annual growth of 2.5%. Net exports were the strongest 

contributor, adding 0.7% for the quarter and 2% for the year. Reflecting the decline in commodity 

prices, real Gross Domestic Income (GDI) rose by only 0.1% for the year - this is one that we watch 

closely and does not bode well for the direction of the unemployment rate. Wage inflation data 

confirmed that the labour market remains weak, with annual wage inflation at 2.5% being the lowest 

since the series started in 1998. 

Expectations for a further rate cut at the March meeting increased following the release of CAPEX 

data. The report was very weak with not only mining investment falling (no surprise) but also non-

mining investment intentions disappointing (a fall of 3.1% against prior corresponding period). 

The Reserve Bank left the cash rate unchanged at its March meeting. According to the meeting 

minutes the board wanted time to assess the impact of the February rate cut and there were 

“advantages in receiving more data to indicate whether or not the economy was on the previously 

forecast path”. The meeting minutes show that the housing market will not stop further policy easing: 

outside of Sydney and Melbourne house prices have grown by only 3% year on year. They also 

stated that they will continue to work with other regulators to assess and contain risks that might arise 

from the housing market. 

The NAB business survey will not have provided the Reserve Bank with much comfort. Despite 

easing monetary policy, business confidence actually fell over the quarter. According to the survey the 

index is now at the lowest level since before the Federal election and is well below its long run 

average. Business conditions were largely unchanged and points to below trend rates of activity. 

In the United States, the FOMC meeting minutes were more dovish than what was expected. 

According to the minutes “many participants indicated that their assessment of the balance of risks 

associated with the timing of the beginning of policy normalization had inclined them toward keeping 

the federal funds rate at its effective lower bound for a longer time” and that “a premature increase in 

rates might dampen the apparent solid recovery in real activity and labour market conditions”. 

Commodity prices continued to fall sharply. Iron ore fell by over 20% and oil was down by over 10% 

over the quarter, and both are down by around 50% over the past year. Australian 90 day bank bill 

yields ended the quarter 54 basis points lower at 2.23%. Three and ten year bond yields rallied by 40 

and 44 basis points respectively to 1.71% and 2.33%. 

Credit markets performed well in the March quarter with spreads finishing tighter. The market was 

supported by a larger than expected quantitative easing program by the ECB, the Fed’s patience in 

raising rates, Greece receiving a loan extension from the Eurozone and China easing banking 

standards and cutting its rates. However there were a few factors that saw some volatility in markets - 

continued weakness in commodity prices, fears over the Greek election outcomes, concerns over 

Greece’s loan extension negotiations and tensions in the Middle East.   
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January was a volatile month with credit markets ending weaker. Pressuring credit markets was the 

continued weakness in commodity prices (oil prices fell $5.1 to $48.2 due to an oversupplied market 

place and slowing global demand concerns), fears over the Greek election outcomes and the World 

Bank lowering its global growth forecasts (global economy would grow 3% in 2015, below a forecast 

of 3.4% made in June). However, later in the month, a larger than expected quantitative easing 

program by the ECB of at least €1.1 trillion, equivalent to 12% of the Eurozone’s gross domestic 

product (The €60 billion of purchases each month will include €45b of sovereign bonds, €10b of 

existing asset backed securities and covered bonds and €5b of bonds issued by agencies and 

European institutions such as EIB and KFW) and a “patient” in raising rates Federal Reserve 

statement supported markets.   

Credit markets carried its good form into February, helped by dovish commentary from the US 

Federal Reserve (remaining patient in raising rates), Greece receiving a loan extension from the 

Eurozone after Greece softened its stance towards debt repayment.  China easing banking standards 

(cut the reserve requirement ratio (the amount of cash that banks must hold as reserves) by 0.5% to 

19.5%) and reduced the benchmark one-year loan by 25bps to 5.35% and the one-year deposit rate 

by 25bps to 2.5% were all supportive. 

Credit markets also performed well in the month of March with spreads finishing tighter. A number of 

factors supported the market - the ECB starting its European bond buying program, China easing 

rates by another 25bps (noting deflationary risks and the property market slowdown) and a dovish 

Federal Reserve Chair who said she expects rates to normalise gradually and will be “data 

dependent”.   

Conversely, there were however concerns over Greece’s loan negotiations and secondly tensions in 

the Middle East where Saudi Arabia moved heavy military equipment including artillery to areas near 

its border with Yemen suggesting the Saudis could be preparing for air strikes. The concern is that 

while Yemen is not a major oil producer (130,000 barrels per day or 0.2% of global output), it is 

located at the very centre of global energy flows, on the Bab el-Mandeb strait, the 4th largest choke 

point for oil shipments in the world according to the Energy Information Agency. The possible blocking 

of this area would be a disruption to crude production and transport in the region, potentially 

alleviating pricing pressure on global oil oversupply. However, the overall oil price softness over the 

month was primarily driven by increased likelihood of a lift on restrictions on Iran’s oil sales as 

negotiations with the UN move closer to striking a new nuclear accord. 

The Australian iTraxx index (Series 22 contract) traded in a wide 25bps range finishing the quarter 

15bps tighter to +80bps. The new Series 23 closed the month at +90.5bps and rolled at +10.5 to 

Series 22. Physical credit spreads were generally a little tighter. The best performing sectors were 

supranationals (9bps narrower) and offshore banks (7bps tighter) on the back of the supportive ECB 

Quantitative Easing program.  However resources were 4bps wider given the fall in commodity prices 

and semi-government bonds underperformed by widening 8bps to Commonwealth Government 

bonds given the reduced likelihood of asset sales in certain states. 
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Portfolio performance 

Managed Cash 

The BT Wholesale Managed Cash Fund returned 0.63% in the March quarter 2015 (post fee, pre-

tax), underperforming the benchmark by 0.04%.   

Portfolio positioning remains consistent with prior quarters and the fund remains highly liquid. The 

weighting to A-1 rated issuers was increased in the last quarter of 2014 as this exposure offers a 

higher margin and is more liquid than term deposits that are no longer breakable under APS210. 

Asset-backed commercial paper continues to offer an attractive spread relative to bank bills, although 

the weighting in the fund is likely to reduce as commercial paper issuance in the market declines and 

spreads tighten. The weighted average maturity remains longer than index and ended the quarter at 

66 days. We continue to expect further monetary policy easing from the Reserve Bank. 

 

Enhanced Cash 

The BT Wholesale Enhanced Cash Fund returned 0.71% in the March quarter 2015 (post fee, pre-

tax), outperforming its benchmark by 0.04%.  

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

curve and the itraxx position slightly detracted from performance. The portfolio has outperformed its 

benchmark by 0.54% ((post fee, pre-tax) over the past 12 months.  

In January with credit spreads widening and our technical analysis models triggering a short signal, 

we closed our long iTraxx position early in the month. Later in the month as the new Greek anti-

austerity government was announced, we entered a short itraxx and a long duration position to hedge 

against a potential increase in market volatility. 

February saw credit spreads narrowing and our technical analysis models triggering a neutral signal, 

we closed our short iTraxx position early in the month. Other activity included reducing exposure to 

offshore banks whilst increasing exposure to domestic banks, auto ABS and industrial sectors. 

Activity in March included adding to mortgage backed securities exposure whilst reducing resources 

exposure. A long futures duration position was entered given our view that the RBA will cut rates in 

the new future.   

As at the end of the quarter, the portfolio had a credit spread of 65 basis points over bank bills, 

interest rate duration of 0.29 years and credit spread duration of 1.35 years. 
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Strategy and outlook 

The Reserve Bank of Australia left the cash rate unchanged at its April meeting. The market had 

assigned close to an 80% probability that the Reserve Bank would ease monetary policy, something 

with which we agreed. As reluctant as the Reserve Bank may be to ease monetary policy further from 

an already low rate, the facts are that Australia’s growth prospects in the nearer term are even worse 

now - the plunge in commodity prices will continue to weigh on economic growth via reduced 

company tax revenue and even further diminishing mining investment (although the remaining 

pipeline is limited). The Reserve Bank is looking to the currency to fall and assist in rebalancing 

growth but interest rate differentials remain supportive for the Australian dollar.  

Given the fall in commodity prices the Australian dolalr should be lower, according to the Reserve 

Bank. The longer they wait to cut rates the uglier it will be; we view the Reserve Bank as being behind 

the curve and expect further monetary policy easing.  

Fundamentally we are constructive on investment grade credit as leading indicators are supportive, 

balance sheets are strong, earnings are positive and high yield defaults are low. We are also positive 

on credit markets given the ongoing commitment from global central banks to continue to maintain 

stimulatory monetary policy, as well as the ECB buying corporate bonds and asset backed securities 

as part of the quantitative easing program. There are some risks that we are carefully monitoring - the 

impact of lower oil prices on high yield energy issuers and oil producers such as Russia, geopolitical 

risks on market liquidity, potential Greek debt restructure, the impact of a rise in the Feds Funds rate 

(when it eventually occurs) on markets, increased shareholder friendly activity (share buy backs, 

increased dividend payments and merger and acquisitions) to the detriment of the balance sheet, and 

the quantity of corporate bond issuance versus smaller dealer inventory capacity which may pose a 

concern for liquidity in the future.  
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Australian Property  

Market review 

The REIT sector generated a total return of 9.22% for the March quarter.  The major driving force of 

REIT outperformance was a sharp fall in bond rates over the quarter with the 10 year bond rate down 

50bp (to close the year at 2.31%). The Australian dollar (versus the US dollar) was also weak over the 

quarter falling US3c (to close the year at US77.5c).   

During the quarter the ECB started its QE program - an open ended sovereign QE program at a pace 

of EUR60bn/month extending to at least September 2016. This resulted in extremely low sovereign 

bond rates across the core EU countries and we even saw corporate issuance with a negative 

coupon. Approximately 30 countries across the globe undertook some form of monetary policy 

loosening over the period. All eyes are now on the US Fed to initiate its first interest rate hike with the 

market split between a June and a September 2015 commencement date. US bonds were down 33bp 

to close the quarter at 1.92%.  

The RBA cut rates over the quarter to 2.25%, and in March 2015 signalled that “further easing of 

policy may be appropriate over the period ahead”. The NAB business confidence index declined to 0 

from +3 in January and the Westpac consumer confidence index also fell 1.2% month/month, which 

was peculiar given the February 25bp interest rate cut. The economy added 15,000 jobs, which 

combined with a lower participation rate led to a slightly lower unemployment number of 6.3%. Other 

notable domestic news for the quarter was that iron ore prices were down another 16% for the quarter 

and oil prices (WTIS) fell 14% over the quarter. 

Major REIT news over the quarter was corporate activity with Federation Centres and  Novion  

announcing a merger agreement with an all scrip offer at an implied price of $2.55 for Novion. The 

major shareholder the Gandel Group (holds 26.98%) has agreed to vote in favour of the merger in the 

absence of a higher offer. Morgan Stanley also advised that it would sell the balance sheet assets of 

Investa Property Group as well as the management rights to IOF and its wholesale fund. Depending 

on price, this may provide IOF with an opportunity to internalize. There were also a few capital 

raisings with GPT raising $325M in equity to buy back its exchangeable securities from Singaporean 

sovereign wealth fund GIC, resulting in a perpetual interest saving of 7.7% pa. The securities had a 

face value of $250M, but were purchased for $325M. Abacus announced a $121M partially 

underwritten 1:12 accelerated non-renounceable entitlement offer to pay down debt and for future 

acquisition opportunities. National Storage also announced a $57M placement with the proceeds 

used to repay debt and for acquisition opportunities.   
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 Portfolio performance 

The BT Wholesale Property Securities Fund returned 9.05% in the December quarter 2014 (post-fee, 

pre-tax), underperforming its benchmark by 0.17%.    

The portfolio performed in line with the benchmark for the March quarter. Overweight positions in 

Novion Property Group and underweight positions in Scentre Group, Charter Hall Retail REIT, Ingenia 

Communities Group and Abacus Property Group added to performance. The main detractors were 

from our overweight positions in GPT Group, Stockland Trust Group and Aspen Group as well as our 

underweight positions in Cromwell Property Group and Federation Centres. 

Attribution 

 

Trust Positive Trust Negative 

Scentre Group 0.11 GPT Group -0.07 

Novion Property Group 0.07 Stockland Trust Group -0.04 

Charter Hall Retail REIT 0.07 Cromwell Property Group -0.04 

Ingenia Communities Group 0.07 0.07 Aspen Group -0.04 

Abacus Property Group 0.06 Federation Centres -0.04 

 

 

Strategy and outlook 
We are currently overweight the industrial, residential and triple net trusts funded by underweights in 

retail and office trusts. The sector is priced on an FY15 dividend yield of 5.1% and a PE ratio of 17.5x. 

Earnings and balance sheets are stable with sector gearing currently standing at 32%. We expect 

falling funding costs, positive spread investing and cost cutting to drive earnings and the performance 

of the sector in the medium term. Given AREITs do not presently have the best cost of capital (a 

mantle held by both pension and sovereign funds) we do not expect significant equity capital issuance 

for some time. 
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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 rose 6.95% during the March 2015 quarter. 

Portfolio performance 

The BT Wholesale Global Property Securities Fund returned 6.56% in the March quarter 2015 (post-

fee, pre-tax), underperforming its benchmark by 0.39%. 

Stock selection returns were positive while regional allocation returns were negative. The North 

America component of the portfolio underperformed the benchmark while Asia and Europe 

outperformed.  

The largest contributors to performance over the quarter were Forest City, Gagfah, Extra Space 

Storage, Faberge, and Kilroy Realty. The major detractors over the quarter were RLJ Lodging, 

Vornado Realty Trust, Mitsubishi Estate, Essex Property, and Boardwalk Real Estate.  

The North American portfolio returned -0.22% before fees, underperforming the UBS North America 

Investors Index by 600 basis points. Performance relative to the benchmark was attributable to 

positive stock selection results, which were offset by negative sector allocation results. Regarding 

stock selection, results were strongest in the diversified, hotel, and shopping centre sectors and 

weakest in the apartment, health care, and industrial sectors. Among the portfolio’s holdings, top 

positive contributors to relative performance included overweight positions in outperforming Forest 

City Enterprises, Inc. Class A (FCE.A), Extra Space Storage (EXR), and Kilroy Realty (KRC). 

Individual detractors included overweight positions in underperforming Boardwalk REIT (BEI.U) and 

RLJ Lodging Trust (RLJ), and a lack of exposure to outperforming Essex Property Trust (ESS). 

Negative sector allocation results were largely attributable to the portfolio’s small cash position, which 

was a detractor in light of the REIT sector’s positive absolute performance. The portfolio’s overweight 

to the underperforming hotel sector was also a notable detractor, which was partially offset by an 

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

sector, both of which were contributors.  

The European portfolio returned 21.09% before fees, outperforming the UBS Europe Investors Index 

by 530 basis points. Outperformance relative to the benchmark was attributable to positive stock 

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

selection, results were strongest in the United Kingdom, Germany, and Sweden and weakest in 

Switzerland, France, and Finland. Regarding country allocation, negative results were driven by the 

portfolio’s underweight to the outperforming Switzerland and overweight to the underperforming 
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United Kingdom and Netherlands. Among the portfolio’s holdings, top positive contributors to relative 

performance included a lack of exposure to underperforming Intu Properties Plc. (U.K.) and 

overweight positions in outperforming Unite Group Plc. (U.K.) and Fabege AB (Sweden). Detractors 

included a lack of exposure to outperforming Swiss Prime Site AG (Switzerland) and Icade SA 

(France), and an underweight position in outperforming Immofinanz AG (Austria). The portfolio’s small 

cash position was also a detractor in light of the REIT sector’s positive absolute performance for the 

period.  

The Asia portfolio returned 2.85% before fees, outperforming the regional UBS benchmark return by 

92 basis points. Performance relative to the benchmark was attributable to both negative country 

allocation and negative stock selection results. Regarding country allocation, negative results were 

mainly driven by the portfolio’s overweight to the underperforming Japan and underweight to the 

outperforming Singapore. In terms of stock selection, results were weakest in Japan and Singapore 

and strongest in Hong Kong. Among the portfolio’s holdings, top individual contributors to relative 

performance included overweight positions in outperforming HongKong Land Holdings Ltd. (Hong 

Kong) and Kenedix Retail REIT (Japan), and a lack of exposure to underperforming Daiwa House 

Residential Investment Corp. (Japan). Top detractors included overweight positions in 

underperforming Mitsubishi Estate Co. Ltd. (Japan) and Advance Residence Investment Corp. 

(Japan), and a lack of exposure to outperforming Aeon Mall Co. Ltd. (Japan). The portfolio’s small 

cash position was also a detractor in light of the REIT sector’s positive absolute performance for the 

period.  

 

Strategy and outlook 
 

North America 

The US economy appeared to slow a bit during the first quarter but remains healthy relative to most 

other global economies. While job growth continued to be very strong through February, most other 

economic indicators fell short of heightened expectations over the past several months.  Additionally, 

the March employment report was a big disappointment with a mere 126,000 jobs created and 

downward revisions to January and February.  Several factors appeared to be contributing to the 

softer environment.  First, the US dollar appreciated dramatically over the past three quarters as 

quantitative easing in other countries pushed bonds yields to new lows and made US income flows 

more attractive.  This has translated into international flows into US bonds, real estate, and other 

yield-producing assets. The dollar strength has weakened US manufacturing exports and hurt the 

international earnings of US multinationals.  Second, the fall in oil prices has removed a key source of 

growth in the economy.  We believe the net impact on the overall US economy from lower oil prices is 

positive, but thus far, consumers have not spent much of the disposable income freed by falling oil 

prices on anything else.  Third, a very difficult winter and port activity slowdown due to labor troubles 
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in the Port of Los Angeles likely added some additional temporary weakness to many US economic 

metrics. 

Despite the soft data, the economy is still expanding, and the Federal Reserve removed the “patient” 

language from its statement in March.  This is widely interpreted to mean that they could begin raising 

rates as soon as June, though in reality that likelihood has decreased with each weak economic data 

point.  The Fed also boosted the US REIT market when it suggested that the pace of interest rate 

increases would be more gradual than in prior cycles.  With no inflation apparent, the Fed can afford 

to be patient even if the wording of its statement has changed. 

As it became clear that rates would not be rising as soon or as quickly as some REIT investors had 

feared, US REITs continued to outperform the broader equity market.  REITs returned 4.75% in the 

first quarter of 2015, well ahead of the 0.95% delivered by the S&P 500.  The combination of lower 

expectations for Treasury yields and the US-centric earnings of REITs likely helped the group 

outperform (US REIT earnings are largely in dollars and thus less impacted by dollar strength than 

S&P 500 earnings). US REITs continue to be slightly above long-term normalized valuations but 

remain well within “fair value” range.  REITs continue to look relatively expensive versus other 

equities, in line with historical averages versus their underlying real estate, and substantially more 

attractive than their historical average versus bonds as REIT dividend yields offer a healthy spread to 

bond yields.  Along with this yield cushion, earnings growth should offset the impact of slow to 

moderate increases in interest rates, though we expect some volatility in the REIT market near Fed 

policy decisions. Going forward, we expect gains to be driven more by these improving earnings 

fundamentals than by additional multiple expansion. 

Despite a slightly weaker economic environment, real estate fundamentals remained strong in the first 

quarter.  Apartment vacancy rates were steady despite substantial construction deliveries over the 

past year as the Millennial generation that recently became the nation’s largest demographic group 

started to find jobs and form households, soaking up the new supply.  Vacancy rates in other property 

types continued to trend downward slowly.  Supply risk continues to be limited on a national level 

outside of apartments.  A few select office and industrial markets are seeing new supply, but in most 

cases it is being built to fill very strong demand in these same markets.  (A few oil-sensitive markets 

such as Houston are expected to deteriorate somewhat as substantial new supply runs into 

weakening demand, but they are the exception.)  Nationally, rents are now moving up in all property 

types, and some longer-lease property types are transitioning into an environment where leases will 

be signed at higher rents than the in-place ones, providing a boost to net operating income.  Overall, 

for the sector, we expect average cash flow growth to be in the high single digits in 2015 and 2016. 

 

 

Europe 
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European REITs outperformed the general equity market, as measured by the FTSE Eurotop 100 

Index, which increased by 16.2% in local currency terms. In January, the European Central Bank 

(ECB) fulfilled its “whatever it takes” promise with the announcement of a large quantitative easing 

program, and the impact on the already illiquid Euro-zone government bond market will be large.  The 

hope is that this program will boost bank lending and revive the export market as the Euro declined 

strongly against major currencies. Prior to this program, the Euro-zone economies had already shown 

their first signs of growth, and it is likely that this will continue now that quantitative easing is effective. 

This environment is very favourable for stable yielding assets like real estate, and the investment 

market for properties with long leases is very strong. Meanwhile, the economy in the United Kingdom 

has been back on a growth path for a couple of years now, and the market expects that interest rates 

will have to move up in coming years. Although inflation is close to zero due to the sharp decline in oil 

prices, this is only temporary, and the gap between bond yields in the United Kingdom and the Euro-

zone is widening. Still, the United Kingdom is an attractive market for real estate as rental growth is 

picking up and is already very strong in some subsectors. Looking ahead, the current low interest rate 

environment coupled with a slowly recovering economy in Continental Europe is positive for a stable 

yielding asset class like real estate. In the United Kingdom, the gap between property yields on the 

one side and bond yields and real estate financing costs on the other side continues to be high. 

Although interest rates are expected to rise in the UK, this will in most submarkets be compensated 

by rental growth. The investment market in Europe continues to be strong, and attractive value growth 

is expected, especially in Continental Europe. Overall, European REITs are trading at a 20% premium 

to net asset values. European REITs offer an attractive, relatively low risk and growing earnings yield 

of 4.3%, and the dividend yield is 3.1%.   

Asia 

The UBS Asia Investors index returned 0.5% in US dollar terms in the first quarter of the year with 

Japanese REITs and Hong Kong property stocks underperforming. Japanese REITs were one of the 

best performing sectors in 2014 and, coupled with relatively unattractive valuations, investors did 

some profit-taking in the first quarter of 2015. Hong Kong property stocks were hampered by a new 

round of tightening measures on mortgages in February, aimed to take the heat off the continuously 

strong residential market. Australian property stocks outperformed during the quarter as the semi-

annual reporting season reinforced themes consistent throughout 2014, i.e. strong residential sales 

momentum offsetting challenging occupier markets in most of the commercial asset categories. 

Additionally, management teams were more upbeat, pointing to positive net absorption in Sydney and 

Melbourne office markets and improving specialty retail sales figures. Singapore property stocks also 

outperformed during the quarter, primarily driven by one developer, Keppel Land, which received an 

unconditional cash offer from its parent, Keppel Corp, for the remaining 45.4% of shares it does not 

own at a 20-26% premium to the last traded price of the stock.  Looking ahead, we view current 

valuations in Asia Pacific as mixed. REITs, with the exception of Japan, are trading at a small 

premium to net asset values (NAVs). JREITs are trading at a significant premium, which we believe 

has priced in some amount of positive property fundamentals in that market.  The developers, on the 
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other hand, are trading at discounts to NAVs. A number of these developers, whilst having exposure 

to the residential development business, continue to own and manage a number of high quality 

commercial assets. In most instances, commercial properties account for a substantial proportion of 

the company’s NAV. Overall, we see better relative value and risk-adjusted returns in the developers. 
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Active Balanced  

Market review 

The Australian equity market had a very strong start to the year, with the S&P ASX 300 Accumulation 

index gaining 10.31%. The cut by the RBA in February along with the start of QE program in Europe 

saw the index come close to 6000 during the quarter, with higher yielding sectors benefitting the most 

such as Banks (+14.3%, acc.) and Utilities (+13.7%). Health Care (+11.8%) and Consumer 

Discretionary (+14.3%) also outperformed.  

Unsurprisingly, falling commodity prices saw Energy (-3.7%) lag.  

Global equities also performed strongly in Australian dollars with the MSCI World ex Australia (in 

AUD) returning 9.5%, with QE regions Europe and Japan performing the strongest, whilst the US 

lagged most other regions. 

With the potential for a rate rise in the US sooner rather than later, equities moved sideways for most 

of the quarter but a fall in the Australian dollar vs the US dollar saw returns in Australian dollar for the 

S&P500 of 8.1% for the quarter.  Consumer Discretionary and Health Care stocks were the strongest 

performers buoyed by continuing strong economic data, whilst Banks and Utilities were the worst 

performers with rising rates and poor earnings results dragging on returns. 

In Europe the announcement of QE saw the start of a large rally in equities, with the Eurostoxx 50 

returning a strong 17.5%, the German DAX returning 23.26% and the French CAC index also strong 

returning 17.8%. 

Asian markets were also up, driven by stimulatory monetary policy in China, India and Japan. 

Japanese equities rose amid strong corporate earnings and optimism that companies would begin 

raising dividends, delivering a strong 10.06% for the Nikkei Index. The Hang Seng index returned 

5.5%.   

The Australian dollar continued its fall against the US dollar, dropping another 7% over March quarter, 

although it didn’t move as much on a trade weighted basis (-4.8%). 

The Reserve Bank of Australia finally dropped the cash rate in February by 0.25% to 2.25% - the first 

drop in over 14 months.  The market is pricing in further rate cuts, with a continued rally in bond yields 

tallowing Australian government bonds to produce strong returns over the March quarter. 
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Portfolio performance 

The BT Wholesale Active Balanced Fund returned 7.61% (post fee, pre-tax) in the March quarter 

2015, outperforming its benchmark by 0.93%.  

The Fund has now returned a strong rolling 12 month return of 18.86%, 3.84% above benchmark.   

Returns for the March quarter were driven by very positive equity markets both domestically and 

globally, a strong property market domestically and continued stimulatory policies from central banks 

globally.  

For the quarter we had positive contributions across most of our active strategies with the strongest 

contribution coming from our Global equity and Global fixed interest strategies both adding 1.3% and 

0.75% above their indices respectively. 

Our Australian equity exposure outperformed as our exposure to US dollar stocks (e.g. Qantas)  

added value.  

Our Fixed interest strategies outperformed their index as we were overweight government bonds 

which outperformed for the month as investors started to price in further rate cuts in Australia as well 

as the bond purchases in Europe.  

Our alternatives exposure had a very strong quarter returning 2.36% above the cash index driven by 

our managed futures and macro strategies, as well as our pure alpha fixed interest strategy that did 

well out of both fixed interest and currency markets. 

From a tactical perspective our overweight Equities stance added value. Our underweight to oil, 

copper and gold also contributed strongly. Overall we added 0.54% from our tactical positioning for 

the quarter and over 1.1% for the rolling 12 months. 

 

Strategy and outlook 
The biggest driver of markets now is the US Federal reserve.  The data out of the US has become 

more mixed of late and is seeing a pause in expectations of rate rises. However the expectations of at 

least one rate rise in 2015 continues to be the consensus view. What is more uncertain is the impact 

of the rate rises on asset classes including equities and credit. 

 

The markets continued to be buoyed by liquidity from both the ECB and the Bank of Japan who 

continue to do what they can to stimulate their economies. The equity and bond markets are reacting 

well to this injection but the underlying fundamentals still remain weak and are concerning. 
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Australia’s growth prospects in the nearer term are even worse now: the plunge in commodity prices 

will continue to weigh on economic growth via reduced company tax revenue and even further 

diminishing mining investment (although the remaining pipeline is limited). The Reserve Bank is 

looking to the currency to fall and assist in rebalancing growth but interest rate differentials remain 

supportive for the Australian dollar. We therefore see rate cuts as being inevitable over the next few 

months. 

 

Volatility will continue to play a part this year as investors struggle with valuations on all asset classes. 

However, with negative bond yields in play relative value seems reasonable. We have recently 

readjusted some of our exposures via a review of our strategic asset allocation to increase our 

alternatives exposures slightly to help with this increased volatility. 

 

Whilst we are very happy with the exceptionally strong returns the Fund has generated over the last 

12 months, we would expect a more normal return profile to return over the next year - especially with 

lower cash rates and lower risk-free government bond rates.  
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Fund performance – quarter ended March 2015 
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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 
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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: 
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	Australian Shares
	Market review
	Australian equities posted a 10.31% gain in a quarter dominated by central bank action around the world. The year started with a series of interest rate cuts by banks in Europe before the Reserve Bank of Australia surprised the market with a cut in ea...
	In Australia the local earnings season was reasonable, but not inspiring. Aggregate earnings expectations across the market deteriorated slightly over reporting season, to around -2% for FY15. This was largely driven by downgrades in resources. The re...
	Higher-beta cyclicals generally did well during the market’s surge in February, with Consumer Discretionaries (+17.9%) posting the strongest gains for the quarter. Health Care (+12.7%) also did well on a combination of strong growth prospects and, for...
	The Energy sector (-4.4%) lost ground as the oil price continued to weaken, despite a period of relative stability mid-quarter. There is some possibility of supply interruptions as a result of the intensifying conflict in Yemen, however this has been ...
	Portfolio performance
	Strategy and outlook  The Core portfolio was broadly in line with the index in the first quarter. A return to profitability from Qantas was beneficial, as was indications from Macquarie Group’s management that the company should meet the top end of th...
	We increased the exposure to Macquarie Group and JB HiFi over the reporting season. Macquarie Group is one of the few companies enjoying cyclical tailwinds, benefiting from low-cost funding, increased trading volumes and a depreciating currency. We li...
	The portfolio took advantage of the discounted block sale of US-listed Chevron Global Energy’s stake in Caltex Australia to establish a position in the latter. The company has changed its strategy in recent years, moving from a focus on refining oil t...
	We lightened up the position in Suncorp following its results. We have been conscious for some time that it is in a sweet spot in terms of profit margins and that the environment in its general insurance business would become incrementally more compet...
	In aggregate, equity market valuations look high compared to history. However they do not look stretched when viewed through the lens of Australia’s extraordinarily low interest rates and the current level of QE-fuelled foreign interest in Australian ...
	It is also interesting to note the dramatic convergence in yield in the market. The combination of strong performances from traditional high yield companies – such as banks and REITs – and increased payout ratios from the rest of the market has driven...

	Smaller Companies
	Market review
	The S&P/ASX Small Ordinaries posted a 7.30% gain in a quarter dominated by central bank action around the world. The year started with a series of interest rate cuts by banks in Europe before the Reserve Bank of Australia surprised the market with a c...
	At home, the local earnings season was reasonable, but not inspiring. Aggregate earnings expectations across the market deteriorated slightly over reporting season, to around -2% for FY15. This was largely driven by downgrades in resources. The remain...
	The Industrials sector (+0.2%) lagged the index, dragged down by mining contractors with Chinese authorities cutting the year’s GDP growth target to 7%, resulting in further iron ore price weakness, even as the government raised the possibility of sti...
	Portfolio performance
	Strategy and outlook  The portfolio outperformed the index in the first quarter, driven by good stock selection within pharmaceuticals, retailing and real estate investment trusts. Various consumer discretionaries also did well as the market sought cy...
	We booked some profits in Dulux Group and in gold miner Independence Group early in the quarter following strong price gains. We increased the position in Asaleo Care, a maker of personal care and hygiene products which we expect to reap the rewards o...
	In aggregate, equity market valuations look high compared to history. However they do not look stretched when viewed through the lens of Australia’s extraordinarily low interest rates and the current level of QE-fuelled foreign interest in Australian ...
	There is a marked dispersion in earning expectations and outlook across the market, with resource-related companies facing significant earnings declines, while other companies and sectors look set to deliver decent growth despite the broadly lacklustr...

	International Shares
	Market review
	Global equities performed strongly in Australian dollars with the MSCI World ex Australia (in AUD) returning 9.57%, with QE-enhanced regions Europe and Japan performing the strongest, whilst the US lagged most other regions.
	The potential for a rate rise in the US sooner rather than later saw the market go sideways for most of the quarter but a fall in the Australian dollar versus the US dollar saw returns in Australian dollar for the S&P500 of 8.1% for the quarter. Consu...
	In Europe the announcement of quantitative easing saw the start of a large rally in equities, with the Eurostoxx 50 returning a strong 17.5%, with the German DAX being the main driver returning 23.3% and the French CAC index also strong returning 17.8%.
	Asian markets were also strong, driven by stimulatory monetary policy in China, India and Japan. Japanese equities rose amid strong corporate earnings and optimism that companies would begin raising dividends and delivered a strong 10.1% for the Nikke...
	The Australian dollar continued its fall against the US dollar, dropping another 7% over the March quarter. On a trade weighted basis the fall was -4.8% as a strong rise against the euro (+5%) offset the falls elsewhere.
	Portfolio performance
	Thematically, the outperformance in North America was driven by a strong performance of the direct and indirect momentum signals, outweighing negative performance out of relative value signals.  Momentum signals were also generally positive in Europea...
	Active stock and sector positioning both contributed to active performance over the quarter. At a sector level, the overweights in Health Care and underweight in Energy contributed most meaningfully, while the overweight in Utilities was the sole nota...
	At a stock level, strongest positive contributions came from overweight positions in:
	 Valero Energy, a US based transportation fuels manufacturer & distributor
	 Biogen, a US multi-national biotechnology company
	 Humana, a US health insurance company
	Largest detractors were:
	 an underweight in Gildan Activewear, a Canadian clothing manufacturer
	 an underweight in BBVA, a Spanish multi-national banking group
	 an overweight in Hewlett Packard
	Strategy...

	Australian Fixed Income
	Market review
	Portfolio performance
	The duration, yield curve and FX strategies in the alpha overlay were the primary contributors. The Government bond component outperformed its benchmark with duration and relative value strategies being the main contributors. The Credit component unde...
	Strategy and outlook  The Reserve Bank of Australia left the cash rate unchanged at its April meeting. The market had assigned close to an 80% probability that the Reserve Bank would ease monetary policy, something that we agreed with. As reluctant as...

	International Fixed Income
	Market review
	International markets were dominated by central banks activities. The Swiss National Bank surprised the market with a 50 basis point cut, taking deposit rates even more negative, and abandoning the EUR/CHF 1.20 floor. The ECB commenced the public QE p...
	The PBoC announced a cut to the Reserve Requirement Ratio (RRR) and cut its benchmark rate by 25 basis points on a noticeable slowdown in economic activity. China’s National People’s Congress lowered its growth target to around 7% from the previous 7....
	The physical allocation to domestic credit added value over the quarter as credit accrual from a benign credit market delivered returns. Positions within the alpha overlay were taken in Duration, Yield Curve, Relative Value, Cross-Market, FX and Macro...
	Strategy and outlook
	The ECB commenced its public QE program during the period. With the economies still worrying about deflation risks, central banks around the globe will continue to be dovish and a low interest rate environment will persist. Although the US recovery re...

	Credit
	Market review
	Over the quarter ending March, physical credit markets’ spread to swap marginally tightened. The muted performance of physical credit was driven by global growth concerns, weak commodity prices, and geopolitical risk. During the quarter, with the ECB ...
	Global oil prices have been on a wild ride throughout the quarter but overall have ended slightly weaker than starting levels. Of more concern on a domestic front is the price of iron ore dropping to approximately US$51 per tonne - 20% below the start...
	From a fundamental bottom up perspective both US and Australian corporates reported semi-annual and quarterly results, respectively. The results in the US were positive with the overall market expectations of sales and earnings surprising marginally ...
	Domestic data released during the quarter exhibited a softening outlook with slower growth on the back of commodity price declines.  The best performing sectors in physical credit have been supra-nationals and high rated European bank offshore senior....
	Portfolio performance
	Negative relative returns came from an underlying swap movement along the curve, whilst a positive relative performance came from an active overweight in real estate and transport.
	Activity over the quarter was primarily centred on managing swap exposure along the curve with increased market volatility and in repositioning along the curve.
	Strategy and outlook
	Combined with a slower global growth outlook that has resulted in stalling market performance, increased volatility, and increased headwinds from geopolitical event risk, we view it as prudent to take a short term neutral view on our outlook. On a spr...
	Going forward in the near term risk markets will continue to battle headwinds against the implied growth outlooks from commodity price weakness, combined with ECB actions, uncertainty over Greece and shifting expectations on US Fed raising rates. The ...
	Whilst the global growth pulse is waning we continue to be constructive on global growth underpinning corporate creditworthiness, with companies continuing to drive cost reductions in place of stronger top line growth.
	Domestically, we see growth stagnating and we continue to recommend a defensive approach that is flat with overweights in operationally resilient sectors such as utilities, staple industrials and infrastructure. They provide a higher yield to index r...

	Cash
	Market review
	The Reserve Bank of Australia eased monetary policy once during the first quarter, reducing the cash rate by 25 basis points to 2.25% at its February meeting. The Reserve Bank’s Statement on Monetary Policy was released in mid-February with forecasts ...
	Offshore events dominated in January with central banks active, commodity prices and the Greek election being the main focus. The Swiss National Bank surprised the market with a 50 basis point cut, taking deposit rates even more negative, and abandoni...
	The European Central Bank launched a larger than expected Quantitative Easing (QE) program, purchasing EUR60bn per month from March. The program is open ended, with purchases intended to be carried out until at least September 2016, although according...
	The Greek election took place in late January, with the anti-austerity Syriza Party securing victory and forming a coalition with the Independent Greeks. Greek ten year bond yields were volatile during the month, trading as low as 8.41% prior to the e...
	Domestic fourth quarter inflation was released in late January. Headline inflation was weaker at 0.2% for the quarter and 1.7% for the year. The preferred trimmed mean and weighted median were both higher than expected for the quarter, although prior ...
	The fourth quarter GDP released after the March RBA meeting was in line with expectations, rising by 0.5% for the quarter and resulting in annual growth of 2.5%. Net exports were the strongest contributor, adding 0.7% for the quarter and 2% for the ye...
	Expectations for a further rate cut at the March meeting increased following the release of CAPEX data. The report was very weak with not only mining investment falling (no surprise) but also non-mining investment intentions disappointing (a fall of 3...
	The Reserve Bank left the cash rate unchanged at its March meeting. According to the meeting minutes the board wanted time to assess the impact of the February rate cut and there were “advantages in receiving more data to indicate whether or not the e...
	The NAB business survey will not have provided the Reserve Bank with much comfort. Despite easing monetary policy, business confidence actually fell over the quarter. According to the survey the index is now at the lowest level since before the Federa...
	In the United States, the FOMC meeting minutes were more dovish than what was expected. According to the minutes “many participants indicated that their assessment of the balance of risks associated with the timing of the beginning of policy normaliza...
	Commodity prices continued to fall sharply. Iron ore fell by over 20% and oil was down by over 10% over the quarter, and both are down by around 50% over the past year. Australian 90 day bank bill yields ended the quarter 54 basis points lower at 2.23...
	Credit markets performed well in the March quarter with spreads finishing tighter. The market was supported by a larger than expected quantitative easing program by the ECB, the Fed’s patience in raising rates, Greece receiving a loan extension from t...
	January was a volatile month with credit markets ending weaker. Pressuring credit markets was the continued weakness in commodity prices (oil prices fell $5.1 to $48.2 due to an oversupplied market place and slowing global demand concerns), fears over...
	Credit markets carried its good form into February, helped by dovish commentary from the US Federal Reserve (remaining patient in raising rates), Greece receiving a loan extension from the Eurozone after Greece softened its stance towards debt repayme...
	Credit markets also performed well in the month of March with spreads finishing tighter. A number of factors supported the market - the ECB starting its European bond buying program, China easing rates by another 25bps (noting deflationary risks and t...
	Conversely, there were however concerns over Greece’s loan negotiations and secondly tensions in the Middle East where Saudi Arabia moved heavy military equipment including artillery to areas near its border with Yemen suggesting the Saudis could be p...
	The Australian iTraxx index (Series 22 contract) traded in a wide 25bps range finishing the quarter 15bps tighter to +80bps. The new Series 23 closed the month at +90.5bps and rolled at +10.5 to Series 22. Physical credit spreads were generally a litt...
	Portfolio performance
	Strategy and outlook
	The Reserve Bank of Australia left the cash rate unchanged at its April meeting. The market had assigned close to an 80% probability that the Reserve Bank would ease monetary policy, something with which we agreed. As reluctant as the Reserve Bank may...
	Given the fall in commodity prices the Australian dolalr should be lower, according to the Reserve Bank. The longer they wait to cut rates the uglier it will be; we view the Reserve Bank as being behind the curve and expect further monetary policy eas...
	Fundamentally we are constructive on investment grade credit as leading indicators are supportive, balance sheets are strong, earnings are positive and high yield defaults are low. We are also positive on credit markets given the ongoing commitment fr...

	Australian Property
	Market review
	The REIT sector generated a total return of 9.22% for the March quarter.  The major driving force of REIT outperformance was a sharp fall in bond rates over the quarter with the 10 year bond rate down 50bp (to close the year at 2.31%). The Australian ...
	During the quarter the ECB started its QE program - an open ended sovereign QE program at a pace of EUR60bn/month extending to at least September 2016. This resulted in extremely low sovereign bond rates across the core EU countries and we even saw co...
	The RBA cut rates over the quarter to 2.25%, and in March 2015 signalled that “further easing of policy may be appropriate over the period ahead”. The NAB business confidence index declined to 0 from +3 in January and the Westpac consumer confidence i...
	Major REIT news over the quarter was corporate activity with Federation Centres and  Novion  announcing a merger agreement with an all scrip offer at an implied price of $2.55 for Novion. The major shareholder the Gandel Group (holds 26.98%) has agree...
	Portfolio performance
	Strategy and outlook

	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 rose 6.95% during the March 2015 quarter.
	Portfolio performance
	The BT Wholesale Global Property Securities Fund returned 6.56% in the March quarter 2015 (post-fee, pre-tax), underperforming its benchmark by 0.39%.
	Stock selection returns were positive while regional allocation returns were negative. The North America component of the portfolio underperformed the benchmark while Asia and Europe outperformed.
	The largest contributors to performance over the quarter were Forest City, Gagfah, Extra Space Storage, Faberge, and Kilroy Realty. The major detractors over the quarter were RLJ Lodging, Vornado Realty Trust, Mitsubishi Estate, Essex Property, and Bo...
	The North American portfolio returned -0.22% before fees, underperforming the UBS North America Investors Index by 600 basis points. Performance relative to the benchmark was attributable to positive stock selection results, which were offset by negat...
	The European portfolio returned 21.09% before fees, outperforming the UBS Europe Investors Index by 530 basis points. Outperformance relative to the benchmark was attributable to positive stock selection results, which were partially offset by negativ...
	The Asia portfolio returned 2.85% before fees, outperforming the regional UBS benchmark return by 92 basis points. Performance relative to the benchmark was attributable to both negative country allocation and negative stock selection results. Regardi...
	Strategy and outlook
	North America
	The US economy appeared to slow a bit during the first quarter but remains healthy relative to most other global economies. While job growth continued to be very strong through February, most other economic indicators fell short of heightened expectat...
	Despite the soft data, the economy is still expanding, and the Federal Reserve removed the “patient” language from its statement in March.  This is widely interpreted to mean that they could begin raising rates as soon as June, though in reality that ...
	As it became clear that rates would not be rising as soon or as quickly as some REIT investors had feared, US REITs continued to outperform the broader equity market.  REITs returned 4.75% in the first quarter of 2015, well ahead of the 0.95% delivere...
	Despite a slightly weaker economic environment, real estate fundamentals remained strong in the first quarter.  Apartment vacancy rates were steady despite substantial construction deliveries over the past year as the Millennial generation that recent...
	Europe
	European REITs outperformed the general equity market, as measured by the FTSE Eurotop 100 Index, which increased by 16.2% in local currency terms. In January, the European Central Bank (ECB) fulfilled its “whatever it takes” promise with the announce...
	Asia
	The UBS Asia Investors index returned 0.5% in US dollar terms in the first quarter of the year with Japanese REITs and Hong Kong property stocks underperforming. Japanese REITs were one of the best performing sectors in 2014 and, coupled with relative...

	Active Balanced
	Market review
	Portfolio performance
	The Fund has now returned a strong rolling 12 month return of 18.86%, 3.84% above benchmark.
	Returns for the March quarter were driven by very positive equity markets both domestically and globally, a strong property market domestically and continued stimulatory policies from central banks globally.
	For the quarter we had positive contributions across most of our active strategies with the strongest contribution coming from our Global equity and Global fixed interest strategies both adding 1.3% and 0.75% above their indices respectively.
	Our Australian equity exposure outperformed as our exposure to US dollar stocks (e.g. Qantas)  added value.
	Our Fixed interest strategies outperformed their index as we were overweight government bonds which outperformed for the month as investors started to price in further rate cuts in Australia as well as the bond purchases in Europe.
	Our alternatives exposure had a very strong quarter returning 2.36% above the cash index driven by our managed futures and macro strategies, as well as our pure alpha fixed interest strategy that did well out of both fixed interest and currency markets.
	From a tactical perspective our overweight Equities stance added value. Our underweight to oil, copper and gold also contributed strongly. Overall we added 0.54% from our tactical positioning for the quarter and over 1.1% for the rolling 12 months.
	Strategy and outlook

	Fund performance – quarter ended March 2015

