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Market Watch 

Market and economic 
overview 

Australia 

The Reserve Bank of Australia 

(RBA) indicated that official 

interest rates would remain on 

hold for the foreseeable future 

with the high Australian dollar, 

rising unemployment and/or a 

sharp deterioration in global 

tensions unlikely to prompt a cut. 

The focus has shifted to the 

potential negative consequences 

of extremely low interest rates. 

United States 
The US Federal Reserve (Fed) 

has still not provided clarity on the 

timing of the first funds rate hike 

since 2006. It has highlighted 

continued uncertainty surrounding 

the degree of slack in the 

economy with August labour 

market indicators softer than 

expected but heading in the right 

direction.  

Eurozone  
The European Central Bank 

(ECB) surprised markets by 

announcing a further cut in 

interest rates and plans to start 

buying asset-backed securities 

and covered bonds from 

Eurozone banks. This move was 

prompted by signs that the 

region’s economic momentum 

has weakened and mounting 

disinflationary pressures. 

UK 
The release of the Bank of 

England’s (BOE) Quarterly 

Inflation Report did not provide 

insight into when the first official 

interest rates hike will be 

implemented but implied that it 

would be “gradual and limited”. 

Conflicting signals mean the BOE 

is content to leave policy 

unchanged with market 

expectations of a hike most likely 

in Q1 2015. 

Japan 
Japan’s economy contracted 

sharply in Q2 with latest data 

suggesting that an expected Q3 

rebound will not be strong enough 

to support the Bank of Japan’s 

(BOJ) goal for 2% inflation by 

FY2016. Both the government 

and BOJ officials reiterated their 

commitment to continue with 

highly accommodative monetary 

policy. 

Latest  monthly commentary from the Investment Markets 

Research team at BT.  
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China  
China announced new measures to support the 

economy on the back of April’s fiscal and 

monetary stimulus plans. These measures may 

help to stabilise short-term growth but over the 

longer term, structural reform remains crucial to 

sustainable growth. Declining property market 

prices and stresses in the shadow banking 

sector are headwinds faced by the Chinese 

economy. 

 

Asset class outlook                        

Asset class performance as at end August 

2014 

 

Domestic equities  

Australian equities struggled as monetary 
conditions looked to be on hold for some time 
yet. Australian economic data was mixed and 
continues to suggest demand conditions remain 
weak. The RBA appears cautiously optimistic 
that the economy can continue to growth at a 
moderate pace as non-mining investment 
gradually picks up.   

Global equity markets 

Developed global equities were stronger in 
August with equally positive returns from 
emerging markets. The US market had its 
strongest month of returns since Feb off the 
back of US profit reporting season that 
continued to deliver results better than the 
market’s expectations. In Europe, despite 
evidence that the economic recovery in the 
region has stalled, equity markets were 
surprisingly resilient.   

 
Risks still remain in economies and the outlook 

for returns is modest. 

Shown in the graph following is the performance 

of world equity indices over August 2014. 

Equities moved higher by the end of August 

however Australian and Asian shares lagged 

the rise of other developed equity markets. 

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.  

Australian Fixed Interest: The RBA has 
affirmed that interest rates are likely to be on 
hold for the coming year and further rate cuts 
are unlikely given data showing that the 
economy slowed in June. Australian fixed 
interest was outperformed by global fixed 
income markets. 

Australian Fixed Interest: Australian fixed 
interest has offered higher returns in recent 
months when compared to international fixed 
interest but we anticipate modest returns in the 
next twelve months below that of Cash returns 
or International fixed interest. 

Bonds: After a weak start to the month, 
fixed income markets recovered well and 
bond indices across the risk spectrum 
ultimately generated positive gains.  
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Commodities and Currencies 

Commodities: Commodities underperformed in 
August with livestock and energy showing 
declines 
 
Currencies: The AUD remained well supported 
over the month after touching an intra-month 
low of 92.62 US cents. The AUD also found 
support against the other majors, appreciating 
versus the British Pound and Euro over the 
month. 

Source: Bloomberg and Advance Asset 
Management 
 
 

 

 

 

 

 

 

 

 

 

 

Property and Real Estate Investment Trusts 
(REIT) 
 
Global REITs (+3.1% hedged) was the 

strongest performing asset class alongside 

global equities for August and outperforming 

domestic REITs (1.7%). 

Australian REITs currently offer a premium 

dividend yield compared with Australian bonds. 

 

Source: Bloomberg and Advance Asset 
Management. 
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