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Market Watch 

Market and economic 
overview 

Australia 

Interest rates are anticipated to 

remain on hold due to June’s 

underlying inflation lift, soft 

economic activity and the 

persistent strength of the 

Australian dollar. While 

uncertainty around the transition 

of economic growth from mining 

towards non-mining sectors 

continues, a cut to interest rates 

is unlikely. However, sharp 

deterioration in the global 

environment and/or a further 

appreciation in the Australian 

dollar could change this outlook. 

 

United States 
 
We expect the first increase in the 
Federal funds rate to be around 
mid-2015. However, the US 
economy has shown a positive lift 
from weakness witnessed earlier 
in the year, with the June 
employment and GDP data 
providing policy makers with 
some level of comfort that they 
are closer to meeting their dual 
mandate of optimal labour 
participation and price stability. 

 
Eurozone  
 
The European Central Bank’s 
decision to lower rates to record 
low levels was justified and timely 
given the prospect of deflation in 
the region. July inflation surprised 
with a year-on-year gain of just 
0.4% with even weaker readings 
expected in August and 
September before price pressures 
gradually pick up. 

 

UK 
 
The UK continued its stellar 
recovery overtaking its pre-
recession peak in June. However, 
more timely data has shown 
mixed results, heightening 
uncertainty for the economic and 
interest rate outlooks. While the 
Bank of England kept policy on 
hold. we expect interest rate rises 
are unlikely to be moved higher 
until there is evidence of an 
absence of economic slack 
particularly in the form of stronger 
wages growth. 
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Japan 
 
Disappointing data suggests the Japanese 
economy is struggling to regain momentum 
following the slowdown induced by the 
consumption tax hike. Despite this, the Bank of 
Japan remains optimistic that it is on track to 
meet its 2015 and 2016 inflation targets and 
have not indicated a need for further stimulus. 
 
China  
 
Stimulus measures introduced to address weak 
GDP growth appear to be starting to work. 
July’s official Purchasing Managers' Index 
report recorded its most robust monthly 
performance since April 2012, and the Q2 year-
on-year GDP increased to 7.5% (coincidentally 
this is the nation’s annual growth target).  
 

Asset class outlook                        

Asset class performance as at end July 2014 

Domestic equities 

Australian and developing equity markets 

outperformed strongly in July which was the 

strongest positive month since February this 

year. The upward surprise to underlying inflation 

for the June quarter, combined with recent soft 

activity data, and persistent strength in the 

AUD, points to monetary policy being on hold 

for the foreseeable future. There is a relatively 

benign outlook for price pressures so the RBA 

will be able to keep policy unchanged until there 

is evidence that the economy is gathering 

stronger momentum. The latest data has been 

encouraging, but with headwinds and 

uncertainty still facing the economy, growth is 

likely to remain moderate.   

Global equity markets 

Global equities were broadly weaker for July, 

falling -0.25%% (MSCI World ex AU). 

Geopolitical concerns intensified in July with 

additional economic sanctions imposed on 

Russia given its involvement in Ukraine and 

escalating military operations in Gaza between 

Israel and Hamas led to uncertainty amongst 

investors as we approached month end. 

Despite this, industrial sentiment surveys (PMIs) 

across EM surprised to the up-side resulting in 

regional outperformance for both equities and 

credit in July.  

A poor expected return outlook, geopolitical 

risks and the prospect of rising US interest rates 

may result in significant headwinds to further 

equity market gains and increase volatility. 

Shown in the graph following is US equity 

volatility (measured by the VIX index) which 

spiked upwards towards the end of July due to 

geopolitical tensions. 

 

Source: Bloomberg and Advance Asset 

Management 

 

Cash, Bonds and Fixed Interest 

Cash: In terms of Reserve Bank of Australia 
(RBA) monetary policy actions, there continues 
to be little priced into money markets for 
the next twelve months in terms of changes 
to the official cash rate.  
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Australian Fixed Interest: As US quantitative 
easing continues to taper, interest rates globally 
may begin to rise from their low levels across 
the next year. This in turn may have a negative 
impact on the value of fixed interest assets, 
including in Australia. Mixed data in Australia 
has kept interest rates on hold to date. 
 

Bonds: Bond markets gained some support 
despite growing concerns of higher rates in the 
US. Global fixed interest markets (+0.5%) 
outperformed domestic fixed interest (+0.3%) 
and cash (+0.2%). 

 

Commodities and Currencies 

Commodities: We think many commodities are 
now fairly priced and see reasonable returns 
from the asset class over the next year. The 
individual commodities also play a valuable role 
in a diversified portfolio, acting as a hedge 
against inflation and geopolitical shocks 
 
Currencies: The USD gained further ground 
against the EURO (+2.2%) and was stronger 
across the G10 currencies over the month. The 
AUD weakened -1.5% in July and is now 2c off 
its recent high of 95c. We would expect 
weakening in the Australian dollar, particularly 
against the USD as the US economy improves 
and the US Fed gets closer to tightening 
monetary policy. The euro and Japanese yen 
are likely to remain weak as the authorities 
there continue with easier monetary policy. 
 

 Source: Bloomberg and Advance Asset 
Management 
 

Property and Real Estate Investment Trusts 
(REIT) 
Economic momentum in US is looking slightly 
more promising while emerging market growth 
has so far remained resilient which combined 
with still record low global interest rates, this 
bodes well for REITS. 
 
If political and other risks begin to provide 
headwinds for global equity markets then 
REITS with a higher yield component of total 
return have the potential to outperform equities.  
 
Global REIT dividends as shown below. 
Australian REITs currently offer a dividend yield 
of approximately 4.5%, a 1% premium to 
Australian 10 year bond yield of 3.5%. 
 

 
Source: Bloomberg and Advance Asset 
Management. 
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