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0412 486 468Economic update

October was another difficult month for financial markets, partly reflecting 
an acceptance among investors that interest rates are likely to remain high 
for longer than was previously anticipated. 

Geopolitical risk ramped up too, following conflict in Israel and Palestine. 

Australian shares were down nearly 4% over the month and overseas 
stock markets closed lower too, not helped by a third consecutive monthly 
decline in the S&P 500 Index in the US.

Rising government bond yields once again acted as a headwind for fixed 
income. Major bond indices closed October lower, both in Australia and 
offshore. 

The gold price also highlighted investors’ general risk aversion, rising in 
value by more than 7%. Historically, gold prices have tended to rise during 
periods of heightened uncertainty. 

Cryptocurrencies also tended to fare well, again highlighting their low 
correlation with other financial assets. Bitcoin values rose nearly 30% over 
the month, for example, and have now more than doubled in the calendar 
year to date.
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AUSTRALIA
Speaking at her first public event since 
taking over as the Governor of the 
Reserve Bank of Australia, Michele Bullock 
suggested Australians might not have 
seen the end of the interest rate hiking 
cycle. 

Minutes from the Reserve Bank’s latest 
meeting were similarly sobering, noting 
that the “Board has a low tolerance for 
a slower return of inflation to target 
than currently expected”. Policymakers 
increased the interest rate by a further 
0.25% on 7 November. 

The CPI print for the September 
quarter (+5.2% year-on-year) showed a 
moderation in inflation from the June 
quarter, but came in above consensus 
forecasts. Again, this was concerning 
given the link between inflation and 
monetary policy settings.  

New Zealand
Attention was focused on the political 
scene in New Zealand, after Christopher 
Luxon’s National Party won 39% of the 
vote in the general election. 

Luxon was in talks with other parties – 
including the ACT Party and the New 
Zealand First Party – in the remainder 
of the month to try and form a coalition 
government. 

Annual inflation for the three months 
ending 30 September showed a 
moderation from the June run-rate and 
also came in below consensus forecasts. 
No further increases in interest rates are 
currently anticipated.

US
The US economy remains resilient and 
appears reasonably unaffected by 
significant increases in interest rates. The 
economy grew at its fastest pace in nearly 
two years in the September quarter, 
boosted by higher consumer spending. 

The labour market in the 
US remains buoyant, which 
appears to be supporting 
confidence levels and 
discretionary expenditure. 

Non-farm payrolls increased 
by 336,000 in September, 
which was nearly double the 
consensus forecast and the 
highest monthly total since 
January. 

Consumer prices in the US 
are still rising at an annual 
pace of 3.7%, which is above 
the Federal Reserve’s target. 
Officials maintain that inflation 
is still too high and that further 
increases in official interest 
rates cannot be ruled out. 

EUROPE 
Borrowers were relieved to 
see a further moderation in 
inflation in the Eurozone, as 
it reduced the likelihood of 
further interest rate hikes in the 
region.

Consumer prices rose 4.3% in 
the year ending 30 September. 
This was the slowest pace for 
nearly two years, albeit still 
more than double the European 
Central Bank’s 2% target. 

Some of the latest economic 
indicators in Germany 
improved. Factory orders rose 
by 3.9% in August, raising 
hopes that overall activity 
levels in Europe’s largest 
economy could be rising. A 
negative GDP growth reading 
for the calendar year remains 
a possibility, however, which 
would undoubtedly dampen 
the growth rate in the broader 
Eurozone. 

Despite the ongoing economic 
weakness in Germany, the 
country looks likely to replace 
Japan as the world’s third-
largest economy by the end of 
this year. 

According to the International 
Monetary Fund, Germany’s 
GDP will exceed Japan’s in USD 
terms in 2023, partly owing to 
weakness in the Japanese yen 
against the US dollar.

At a rate of 6.7% year-on-year, 
inflation in the UK remained 
stubbornly high in September. 
This prompted suggestions 
that the Bank of England might 
need to raise interest rates 
further.

There were mixed signals on 
the labour front in the UK. 
Overall employment fell by 
more than 80,000 in the three 
months to the end of August, 
but wage growth continued to 
quicken and is now outpacing 
inflation, in turn increasing 
the purchasing power of 
employees.

ASIA
Chinese GDP growth data for 
the September quarter released 
in October and were somewhat 
better than anticipated.  

The Chinese economy grew 
at an annualised rate of 4.9% 
during the three-month period, 
boosted by an improvement in 
consumer spending and retail 
sales. 

Notably, electricity 
consumption rose nearly 
10% during the quarter, 
suggesting activity levels in the 
manufacturing sector might 
have picked up. 

That said, problems in the 
property sector are persisting 
and some of the country’s 
largest developers have 
defaulted on their debt 
repayments. The knock-on 
effects of these failures could 
have an adverse influence 
on the economy and might 
jeopardise the official annual 
GDP growth target of 5%. 
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With that in mind, we could see a further 
easing in policy settings in the months 
ahead as authorities in Beijing try to 
ensure their growth targets are achieved. 

Elsewhere, reports suggested the Bank of 
Japan is preparing to announce additional 
spending of around 22 trillion yen (more 
than AUD200 billion). It appears that 
authorities are trying to cushion the 
impact of rising inflation on households 
and stimulate economic activity levels.  

Australian dollar
With the ‘risk off’ tone extending across 
most markets globally, the Australian 
dollar continued to weaken against the US 
dollar.

The AUD declined by a further 1.5% 
(around 1 US cent) against the USD, 
closing October slightly over 63 US cents. 

The AUD performed similarly against a 
trade-weighted basket of international 
currencies (-1.5%), but was little changed 
against selected Asian currencies 
including the Japanese yen. 

Australian equities
AGM season kicked off for ASX-listed 
companies, but like in other major share 
markets globally, sentiment was adversely 
affected by escalating geopolitical 
uncertainty in the Middle East. The S&P/
ASX 200 Accumulation Index ended 
October 3.8% lower.

Utilities (+1.7%) was the only sector to 
finish the month in positive territory, 
partly thanks to a solid contribution from 
Origin Energy (+4.0%).  

The Materials sector was another relative 
outperformer, falling ‘only’ 0.8%. Gold 
miners including Silver Lake Resources 
(+24.3%), Gold Road Resources (+17.0%) 
and Regis Resources (+16.1%) benefited 
from the rising gold price. Gold has 
historically been perceived as a ‘safe 
haven’ asset and can appreciate during 
periods of economic and/or geopolitical 
uncertainty. 

Mixed earnings results 
from large US tech names 
dampened sentiment towards 
the IT sector (-7.6%). Weebit 
Nano (+4.1%) was the only 
stock in this area of the market 
to make positive progress – 
the announcement of a new 
commercial agreement with 
DB HiTek and the company’s 
first quarter activities report 
were well received by 
investors. 

All Healthcare (-7.2%) stocks 
in the ASX 200 fell over the 
month. Telix Pharmaceuticals 
and Healius were among the 
worst performers, both falling 
by more than 20%. 

Small caps typically 
underperformed their large 
cap peers, with the S&P/ASX 
Small Ordinaries Index falling 
5.5%. 

The Small Financials sector 
(-13.1%) was the worst 
performing area of the 
market, partly owing to 
disappointing performances 
from Credit Corp, Tyro 
Payments and Magellan. All 
three of these stocks lost 
around a third of their value.

Global equities
Persistent talk of a slowdown 
in economic growth rates 
as higher interest rates are 
digested, is hindering share 
markets.

The MSCI World Index declined 
by 1.0% in Australian dollar 
terms. Returns were worse still 
in local currency terms. 

In the US, the S&P 500 Index fell 
2.1% – the third consecutive 
monthly decline. The Index 
has not had such a long losing 
run since March 2020, around 
the beginning of the COVID 
pandemic. 

The S&P 500 Index has not 
fallen for four consecutive 
months for more than a decade 
and will hopefully avoid 
repeating this with a positive 
return in November. 

Generally speaking, third-
quarter earnings released by 
listed companies in the US were 
underwhelming. This added 
to concerns over potential 
implications of fresh conflict 
in the Middle East and saw 
investors rein in their appetite 
for risk. 
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It was a similarly downbeat story 
elsewhere, with most large share markets 
in Asia and Europe closing October 3% to 
4% lower. 

In Japan, the Nikkei registered its fourth 
consecutive monthly drop (the first time 
this has occurred for more than a decade) 
and Chinese shares fell in both China and 
Hong Kong.

Switzerland was the worst performer in 
Europe, with the SMI closing the month 
down more than 5%. 

The weakness extended to emerging 
regions too. The MSCI Emerging Markets 
Index lost nearly 4% of its value in local 
currency terms and returned -2.0% in 
AUD.

Listed property
Global property securities struggled in 
October, consistent with weakness in 
broader share markets. 

The FTSE EPRA/NAREIT Developed Index 
returned -4.5% in Australian dollar terms. 

Concerns that inflation will be sticky 
in nature and see interest rates remain 
higher for longer dampened sentiment 
towards REITs. The latest CPI data in the 
UK and Canada, for example, highlighted 
the general persistence of inflationary 
pressure in key regions.

The increase in geopolitical tensions was 
also unhelpful and all major markets saw 
declines over the month.

Spain (-1.6%) and France (-2.4%) fared 
better than most. Generally speaking, 
European markets held up relatively well 
given the encouraging moderation in 
inflation in the region. 

J-REITs in Japan also outperformed most 
global peers.

Laggards over the month included 
Canada (-7.4%), Singapore (-6.4%) and 
Hong Kong (-6.3%).

Global and Australian 
Fixed Income
The sharp sell-off in global fixed 
income markets continued as 
bond yields trended higher in 
all major regions.

Yields on 10-year government 
bonds in the US breached the 
5% threshold in mid-October, 
for the first time since 2007 
before the Global Financial 
Crisis. Treasury yields closed 
the month up 0.36%, to 4.93%, 
as investors accepted that 
borrowing costs are likely to 
remain high for an extended 
period. 

The upward move in Treasury 
yields acted as a strong 
headwind for the performance 
of global bonds. The Bloomberg 
Global Aggregate Index (AUD 
hedged) returned -1.9%.

Yields on 10-year Japanese 
Government Bonds rose 
0.18% over the month. Since 
yields were just 0.76% at the 
beginning of October, this was 
an extraordinarily large move. 

By month end, yields were 
hovering not too far below the 
Bank of Japan’s revised 1.00% 
upper limit. The central bank 
might therefore be required 
to intervene and support the 
bond market if selling pressure 
persists and if yields continue 
to rise. 

Sovereign bond markets in 
Europe were more stable, with 
benchmark 10-year yields 
rising only 0.07% in the UK 
and closing the month slightly 
lower in Germany. 

Moves in the Australian market 
were even more extreme than 
in the US. 

Yields on 10-year Australian 
Commonwealth Government 
Bonds rose 0.44% over the 
month, following the release 
of generally resilient economic 
data and the high inflation print 
for the September quarter.

Yields on shorter-dated bank 
bills rose too, which lifted the 
prospective returns from cash 
and other AUD-denominated 
short-term investments.

Global CREDIT
Economic indicators remain 
quite resilient in most 
regions, which augurs well for 
activity levels and corporate 
profitability. On the other hand, 
there is still a risk that interest 
rates could be raised further, in 
turn increasing borrowing costs 
for companies. 

Combined with some lacklustre 
quarterly earnings releases 
from US-listed firms, concerning 
developments in the Middle 
East saw investors moderate 
their risk appetite. Credit 
spreads widened against 
this background, which was 
a headwind and prevented 
corporate bonds from making 
more meaningful progress. 

Global credit still managed to 
generate a small positive return 
however, thanks to the receipt 
of regular coupon income. 

Combined with credit spreads 
that have been reasonably 
stable recently, higher risk-
free rates have significantly 
increased prospective returns 
from credit. As a result the asset 
class has enjoyed inflows from 
income-oriented investors, in 
particular.

Source: First Sentier Investors
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Seven key charts for investors to 
keep an eye on

iNTRODUCTION
At the start of this year, we thought shares would have reasonable returns albeit it wouldn’t be smooth sailing given 
ongoing issues around inflation, interest rates, the risk of recession and geopolitics. So far so good. This note updates 
seven key charts we see as critical for the investment outlook.

Source: Bloomberg, AMP

Source: Bloomberg, AMP

Chart 1 – global business    
conditions PMIs
A big determinant of whether share markets can 
move higher or resume the bear market in US and 
global shares that started last year, will be whether 
major economies slide into recession and, if so, how 
deep that is. Our assessment is that the risk of a 
mild recession is high (particularly in Australia), but 
that at least a deep recession should be avoided. 
Global business conditions indexes (PMIs) – which 
are surveys of purchasing managers at businesses – 
will be a key warning indicator.

So far, they have proven resilient. While slowing 
again after a bounce – partly due to China – they 
are at levels consistent with okay global growth.

Chart 2 (and 2b) – inflation
Of course, a lot continues to ride on how far key 
central banks raise interest rates. And as has been 
the case for the last 18 months or so the path of 
inflation will play a key role in this. Over the last six 
months the news on this front has continued to 
improve with inflation rates in key countries rolling 
over. US inflation has now fallen from 9.1% YOY a 
year ago to 3% in June and our US Pipeline Inflation 
Indicator – reflecting a mix of supply and demand 
indicators – continues to point to a further decline. 
This reflects a combination of lower commodity 
prices, improved supply, lower transport costs and 
easing demand. Just as goods price inflation led on 
the way up, it’s now leading on the way down with 
services inflation rolling over as well. 

Australian inflation is lagging the US by 6 months, 
but our Australian Pipeline Inflation Indicator 
suggests inflation here will continue to fall, even 
though we did see a rise in the September quarter 
of 1.2 per cent due to the uncertainty brought on 
by the Israel and Palestine conflict. The RBA has 
maintained its position in holding rates higher for 
longer to stop inflation. Our assessment is that the 
RBA is close to the top with rate cuts starting in 
February next year.

Source: Bloomberg, AMP
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Chart 3 – unemployment and 
underemployment
Also critical is the tightness of labour markets as 
this will determine wages growth which has a 
big impact on services inflation. If wages growth 
accelerates too much in response to high inflation, 
it risks locking in high inflation with a wage-price 
spiral which would make it harder to get inflation 
down. Unemployment and underemployment 
are key indicators of whether this will occur or 
not. Both remain low in the US and Australia 
(putting upwards pressure on wages), but there 
is increasing evidence that labour markets are 
cooling. Wages growth is still rising in Australia 
(with the announcement effect of faster increases 
in minimum and award wages adding to this) but 
wages growth in the US looks to have peaked.

Chart 4 – longer term inflation 
expectations
The 1970s experience tells us the longer inflation 
stays high, the more businesses, workers and 
consumers expect it to stay high and then they 
behave in ways that perpetuate it – in terms of 
wage claims, price setting and tolerance for price 
rises. The good news is that short term (1-3 years 
ahead) inflation expectations have fallen sharply 
and longer term inflation expectations remain in 
the low range they have been in for the last three 
decades. This is very different from 1980 when 
inflation expectations were around 10% and a deep 
recession was required to get inflation back down. Source: Macrobond, AMP

Source: Bloomberg, AMP
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Source: Bloomberg, AMP

Chart 5 – earnings revisions
Consensus US and global earnings growth 
expectations for this year have been downgraded 
to around zero with a 10% rise next year and for 
Australia the consensus expects a 3% fall this 
financial year.

A recession resulting in an earnings slump like 
those seen in the early 1990s, 2001-03 in the US 
and 2008 would be the biggest risk but recently 
revisions to earnings expectations have been 
moving up.

Chart 6 – the gap between earnings 
and bond yields
Since 2020, rising bond yields have weighed 
on share market valuations. As a result, the gap 
between earnings yields and bond yields (which 
is a proxy for shares’ risk premium) has narrowed 
to its lowest since the GFC in the US and Australia. 
Compared to the pre-GFC period shares still look 
cheap relative to bonds, but this is not the case 
compared to the post GFC period suggesting 
valuations may be a bit of a constraint to share 
market gains as current uncertainties suggests 
investors may demand a risk premium over bonds 
similar to that seen post GFC as opposed to what 
was seen pre GFC. Australian share valuations look 
a bit more attractive than those in the US though 
helped by a higher earnings yield (or lower PEs). 
Ideally bond yields need to decline and earnings 
downgrades need to be limited.

Chart 7 – the US dollar
Due to the relatively low exposure of the US 
economy to cyclical sectors (like manufacturing), 
the $US tends to be a “risk-off” currency. In other 
words, it goes up when there are worries about 
global growth and down when the outlook 
brightens. An increasing $US is also bad news for 
those with $US denominated debt in the emerging 
world. So, moves in it bear close watching as a key 
bellwether of the investment cycle. Last year the 
$US surged with safe haven demand in the face of 
worries about recession, war and aggressive Fed 
tightening. Since September though it has fallen 
back as inflation and Fed rate hike fears eased and 
geopolitical risks receded. And after stalling over 
the last six months, it’s since broken down again. A 
further downtrend in the $US would be a positive 
sign for investment markets this year, whereas 
a sustained new upswing would suggest they 
may be vulnerable. So far it’s going in the right 
direction.

Source: AMP

Source: Reuters, AMP

Source: Reuters, AMP
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Three reasons to err on the side of optimism 
as an investor

iNTRODUCTION
The “news” as presented to us has always had a 
negative bend, but one could be forgiven for thinking 
that it’s become even more negative with constant 
stories of disasters, conflict, wrongdoing, grievance 
and loss. Consistent with this it seems that the worry 
list for investors is more threatening and confusing. 
This was an issue prior to coronavirus – with trade wars, 
social polarisation, tensions with China, worries about 
job loss from automation and ever-present predictions 
of a new financial crisis. Since the pandemic higher 
public debt, inflation, geopolitical tensions and rising 
alarm about climate change have added to the worries. 
These risks can’t be ignored but it’s very easy to slip 
into a pessimistic perspective regarding the outlook. 
However, when it comes to investing the historical 
track record shows that succumbing too much to 
pessimism doesn’t pay.

Three reasons why worries might seem 
more worrying
Some might argue that since the GFC the world has 
become a more negative place and so gloominess or 
pessimism is justifiable. But given the events of the last 
century – ranging from far more deadly pandemics, the 
Great Depression, several major wars and revolutions, 
numerous recessions with high unemployment and 
financial panics – it’s doubtful that this is really the case 
viewed in the long term sweep of history.

There is no denying there are things to worry about at 
present – notably inflation, political polarisation, less 
rational policy making and geopolitical tensions – and 
that these may result in more constrained investment 
returns. But there is a psychological aspect to this 
combining with greater access to information and the 
rise of social media to magnify perceptions around 
worries. All of which may be adding to a sense of 
pessimism.

Firstly, our brains are wired in a way that makes us 
natural receptors of bad news. Humans tend to suffer 
from a behavioural trait known as “loss aversion” in that 
a loss in financial wealth is felt much more negatively 
than the positive impact of the same sized gain. This 
probably reflects the evolution of the human brain in 
the Pleistocene age when the key was to avoid being 
eaten by a sabre-toothed tiger or squashed by a woolly 
mammoth. This left the human brain hard wired to 
be on guard against threats and naturally risk averse. 
So, we are more predisposed to bad news stories as 
opposed to good. Consequently, bad news and doom 
and gloom find a more ready market than good news 
or balanced commentary as it appeals to our instinct 
to look for risks. Hence the old saying “bad news and 
pessimism sells”. This is particularly true as bad news 
shows up as more dramatic whereas good news 
tends to be incremental. Reports of a plane (or a share 
market) crash will be far more newsworthy (generating 
more clicks) than reports of fewer plane crashes this 
decade (or a gradual rise in the share market) ever will. 
As a result, prognosticators of gloom are more likely to 
be revered as deep thinkers than optimists. As English 
philosopher and economist John Stuart Mill noted 
“I have observed that not the man who hopes when 
others despair, but the man who despairs when others 
hope, is admired by a large class of persons as a sage.”
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Secondly, we are now exposed to more information on 
everything, including our investments. We can now check 
facts, analyse things, sound informed easier than ever. 
But for the most part we have no way of weighing such 
information and no time to do so. So, it’s often noise. 
As Frank Zappa noted “Information is not knowledge, 
knowledge is not wisdom”. This comes with a cost for 
investors. If we don’t have a process to filter it and focus 
on what matters, we can suffer from information overload. 
This can be bad for investors as when faced with more (and 
often bad) news, we can freeze up and make the wrong 
decisions with our investments. Our natural “loss aversion” 
can combine with what is called the “recency bias” – that 
sees people give more weight to recent events in assessing 
the future – to see investors project recent bad news into 
the future and so sell after a fall. As famed investor Peter 
Lynch observed “Stock market news has gone from hard to 
find (in the 1970s and early 1980s), then easy to find (in the 
late 1980s), then hard to get away from”.

Thirdly, there has been an explosion in media competing 
for attention. We are now bombarded with economic 
and financial news and opinions with 24/7 coverage by 
multiple websites, subscription services, finance updates, 
dedicated TV and online channels, chat rooms and 
social media. This has been magnified as everything is 
now measured with clicks – stories (and reporters) that 
generate less clicks don’t get a good look in. To get our 
attention, news needs to be entertaining and, following 
from our aversion to loss, in competing for our attention, 
dramatic bad news trumps incremental good news and 
balanced commentary. So naturally it seems the bad news 
is “badder” and the worries more worrying than ever which 
adds to a sense of gloom. The political environment has 
added to this with politicians more polarised and more 
willing to scare voters.

Google the words “the coming financial crisis” and it’s 
teeming with references – 270 million search results at 
present – and as you might expect many of the titles are 
alarming:

“A recession worse than 2008? How to survive and thrive”.
“Could working from home cause the next financial crisis?”
“Economic crash is inevitable”.
“Three men predicted the last financial crisis – what they’re 
warning of now is terrifying”.
“How China’s debt problem could trigger a financial crisis”.

People have always been making gloomy predictions of 
“inevitable” and “imminent” economic and/or financial 
disaster but prior to the information explosion and social 
media it was much harder to be regularly exposed to such 
disaster stories. The danger is that the combination of the 
ramp up in information and opinion, combined with our 
natural inclination to zoom in on negative news, is making 
us worse investors: more distracted, pessimistic, jittery and 
focused on the short term.

Three reasons to be optimistic as an 
investor
There are three good reasons to err on the side of 
optimism as an investor.

Firstly, without a degree of optimism there is not 
much point in investing. As the famed value investor, 
Benjamin Graham pointed out: “To be an investor 
you must be a believer in a better tomorrow”. If you 
don’t believe the bank will look after your deposits, 
that most borrowers will pay back their debts, that 
most companies will see rising profits over time 
supporting a return to investors, that properties will 
earn rents, etc. then there is no point investing. To be 
a successful investor you need to have a reasonably 
favourable view about the future.

Secondly, the history of share markets (and other 
growth assets like property) in developed, well 
managed countries, with a firm commitment to 
the rule of law, has been one of the triumph of 
optimists. Sure, share markets go through bear 
markets and often lengthy periods of weakness – 
where pessimists get their time in the sun – but the 
long term trend has been up, underpinned by the 
desire of humans to find better ways of doing things 
resulting in a real growth in living standards. This is 
indicated in the next chart which tracks the value 
of $1 invested in Australian shares, bonds and cash 
since 1900 with dividends and interest reinvested 
along the way. Cash is safe and so fine if you are 
pessimistic but has low returns, and that $1 will have 
only grown to $250 today. Bonds are better, and that 
$1 will have grown to $903. Shares are volatile (and 
so have rough periods – see the arrows) but if you 
can look through that, they will grow your wealth 
and that $1 will have grown to $811,079. 

Source: ASX, Bloomberg, RBA, AMP
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As Peter Lynch has pointed out “More money has been 
lost trying to anticipate and protect from corrections 
than actually in them”.

On a day to day basis it’s around 50/50 as to whether 
shares will be up or down, but since 1900, shares in the 
US have had positive returns around seven years out of 
ten and in Australia it’s around eight years out of ten.

So, getting too hung up in pessimism on the next crisis 
that will, on the basis of history, drive the market down 
in two or three years out of ten may mean that you end 
up missing out on the seven or eight years out of ten 
when the share market rises. Here’s one final quote to 
end on.

Source: AMP

This does not mean blind optimism where you get 
sucked in with the crowd when it becomes euphoric or 
into every new whiz bang investment obsession that 
comes along (like Bitcoin or the dot com stocks of the 
1990s). If an investment looks too good to be true and 
the crowd is piling in, then it probably is – particularly 
if the main reason you are buying in is because of 
huge recent gains. So, the key is cautious, not blind, 
optimism.

Finally, even when it might pay to be pessimistic 
and hence out of the market in corrections and bear 
markets, trying to get the timing right can be very 
hard. In hindsight many downswings in markets like 
the GFC look inevitable and hence forecastable, and 
so it’s natural to think you can anticipate downswings 
going forward. But trying to time the market – in terms 
of both getting out ahead of the fall and back in for 
the recovery – is difficult. A good way to demonstrate 
this is with a comparison of returns if an investor is fully 
invested in shares versus missing out on the best (or 
worst) days. The next chart shows that if you were fully 
invested in Australian shares from January 1995, you 
would have returned 9.3% pa (with dividends but not 
allowing for franking credits, tax and fees).

If you were pessimistic about the outlook and managed 
to avoid the 10 worst days (yellow bars), you would 
have boosted your return to 12.2% pa. And if you 
avoided the 40 worst days, it would have been boosted 
to 17.1% pa! But this is very hard, and many investors 
only get really pessimistic and get out after the bad 
returns have occurred, just in time to miss some of the 
best days. For example, if by trying to time the market 
you miss the 10 best days (blue bars), the return falls 
to 7.2% pa. If you miss the 40 best days, it drops to just  
3% pa.

Covers Jan 1995 to March 2023.  
Source: Bloomberg, AMP

Daily and monthly data from 1995, data for years and decades from 
1900. Source: ASX, Bloomberg, AMP

“No pessimist ever discovered the 
secrets of the stars, or sailed to an 
uncharted land, or opened a new 
heaven to the human spirit”. 

– Helen Keller
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Differences in the returns of various 
super funds have primarily been driven 
by whether the funds are invested in 
unlisted or listed assets.  

Super fund returns are always in the 
spotlight around the end of the financial 
year. This is when funds publish their 
annual performance results and send 
statements to members, and when 
researchers publish tables comparing 
fund returns. 

Going forward, fund members may notice 
a wider than usual gap between the 
performances of various super funds.  

A large part of the difference in returns 
this year comes down to whether – and 
how much – super funds have invested in 
unlisted assets. 

In recent years, super funds have been 
under pressure due to their practices 
around “lumpy” revaluations for unlisted 
assets concerning the quality, accuracy 
and frequency of revaluing unlisted 
assets.

Millions of super members are in the dark 
about these practices – and therefore 
about how much their investment is really 
worth. 

In July 2022, the Australian 
Prudential Regulation Authority 
(APRA) released final revisions 
on Prudential Standard SPS 
530, Investment Governance 
to ensure better member 
outcomes through updated 
requirements that increase 
stress-testing, valuation 
and liquidity management 
practices.  

The enhancements to 
strengthening investment 
governance have been in effect 
from January this year. 

What are unlisted 
assets?
Unlisted assets are investments 
that are not traded through 
a public exchange or market, 
such as the Australian Securities 
Exchange (ASX) or the New York 
Stock Exchange (NYSE).  

Investors in unlisted assets can 
either directly own the asset or 
invest with others through an 
unlisted trust.  

The most common types of 
unlisted assets are:  

• Unlisted property – from 
small property syndicates 
with assets such as 
neighbourhood shopping 
centres to multi-billion-
dollar unlisted property 
trusts which own major 
CBD office buildings, large 
shopping centres or hotels. 

• Unlisted infrastructure – 
development or ownership 
of roads, rail, ports, airports 
and utilities. 

• Private equity – invest in 
or own private companies, 
including early stage 
investments in technology 
companies. 

• Private credit – involves 
lending to privately owned 
businesses.

Super fund performance and unlisted assets
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What are listed assets?
Listed assets are those that are traded on 
a stock exchange or share market, such as 
the ASX or NYSE.

The most common type of listed asset is 
shares, also known as equities.   

Other listed assets include:

• Listed property – offers the ability to 
invest in a diverse portfolio of large 
properties through an Australian real 
estate investment trust or real estate 
investment trust on an international 
share market. 

• Listed infrastructure trusts – trusts 
that invest in major infrastructure e.g. 
roads, rail and airports.  

• Bonds – issued by a company or 
government to raise money which 
constitute a loan from an investor. 

• Exchange traded funds (ETFs) – 
collection of assets that track the 
performance of a major investment 
index e.g. the S&P 500 Index.  

• Managed funds – money from a 
number of investors which is pooled 
to buy investments.

How are unlisted and listed 
assets valued?
The difference in how unlisted and listed 
assets are valued is what affects super 
fund returns at any given time.  

Over the past months, central 
banks globally have sharply 
increased their interest rates in 
response to inflation. 

Rises in global and Australian 
interest rates have been quickly 
factored into prices for assets 
listed on stock exchanges. The 
result was an immediate fall in 
prices and losses for investors.  

However, these significant 
changes may not yet be reflected 
in the valuations of unlisted 
assets.  

Add to this the fluctuations 
in unlisted infrastructure and 
unlisted property funds, which 
many super funds are directly 
invested in, and the valuation of 
unlisted assets becomes a bigger 
issue.  

Essentially, the difference in 
performance lowers returns in 
super funds, especially those 
holding mainly listed property, 
while funds holding mainly 
unlisted property have not yet 
been affected.  

However, as unlisted property 
trusts go through their valuation 
cycles, downward returns are 
expected to be reported in those 
trusts, due to the significant 
devaluation risks in the higher 
interest rate environment.

Why is liquidity in super 
funds important? 
Super is a long term investment 
and while you are accumulating 
your retirement savings, you may 
not need regular access to your 
money. However, super funds do 
need the flexibility to buy and 
sell investments to manage risk, 
respond to market conditions and 
take advantage of opportunities 
that arise.  

Super funds also need to 
maintain liquidity to meet the 
redemptions of retiring investors, 
so the liquidity of investments is 
crucial at a fund level.

Source: Colonial First State 

Timing of valuation

• Unlisted assets are typically 
valued at set intervals. 
For example, quarterly or 
annually. 

• Listed assets are valued 
every day. Investors decide 
daily how much they are 
willing to pay for shares in 
the company or trust.  

Method of valuation

• Valuations of unlisted 
assets are often made 
using historical or point-
in-time factors. For 
example, unlisted property 
valuations are partly based 
on past sales of similar 
properties, which may have 
been completed when 
market conditions were 
different. As a result, values 
for unlisted assets are often 
different for the same asset 
in a listed market. 

• Listed assets are valued by 
investors in an organised, 
open and transparent 
market. Valuations are an 
accurate, up to the minute 
reflection of what willing 
buyers and sellers in a 
market will pay. 

Continued criticism is that 
valuations arranged by asset 
owners could lead to biased 
results if asset owners judge the 
value of their own investments 
too generously.

How does valuation 
timing impact your 
super’s performance? 
The difference in valuation 
timing means changes in 
economic, competitive and 
market conditions are reflected 
in the value of listed assets 
more rapidly than unlisted 
assets. Therefore, listed asset 
values are affected more in the 
short term by market ups and 
downs versus unlisted assets.  
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YOUR STARTING POINT
In the initial stages of constructing a 
portfolio of diverse investments, it is 
likely you will have made a deliberate 
decision about how much money to hold 
in different asset classes.

ASSET CLASS HOLDING %

Cash 10

Fixed interest 15

Property securities 20

Australian shares 35

International shares 20

100%

The way your portfolio is spread across 
different assets is known as your “asset 
allocation”. Over time, movements in 
investment markets can mean your asset 
allocation changes, perhaps significantly, 
even though you haven’t actively 
changed the weightings yourself. 

For example*, if share markets streak 
ahead, the relative value of your 
shareholdings may increase quicker than 
the rest of your investments, so over time 
the value of your portfolio could look 
more like this:

ASSET CLASS  % (start) % (later)

Cash 10 5

Fixed interest 15 10

Property securities 20 15

Australian shares 35 45

International shares 20 25

100% 100%

* This example has been provided for 
illustrative purposes only.

It may seem that the increase 
in shares as a proportion of 
your portfolio is a good thing. 
However as shares are a higher 
risk asset, this also means that 
the overall risk level of your 
portfolio may have increased 
beyond a level you are 
comfortable with. Unless you 
are happy to take on more risk, 
it may make sense to rebalance.

Rebalancing your 
portfolio
The process of rebalancing 
typically involves bringing a 
portfolio that has changed in 
value, back to the initial asset 
weightings you had in place 
at the start. This can be done 
by selling some investments 
and purchasing more of those 
underrepresented investments. 

Yes, the process of rebalancing 
means you may incur capital 
gains tax on any profits made 
on sale of some investments. 
But if you don’t rebalance, you 
may find yourself overexposed 
to a market fall in one particular 
asset class.

The importance of rebalancing
Investing is more than choosing different assets. It also involves managing your portfolio on an 
ongoing basis to achieve personal goals.

It is worth reviewing your 
portfolio on a regular basis to 
see if rebalancing is necessary.

Professional support 
with rebalancing
If the idea of reviewing your 
portfolio and taking active steps 
to rebalance the weightings 
on a regular basis sounds like 
hard work, one option is to 
use a managed investment 
where the asset allocations 
are set and a professional 
investment manager does all 
the rebalancing on your behalf.

Source: BT 

1 https://www.bt.com.au/personal/investments/learn/managing-your-investments/the-importance-of-rebalancing.html
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When contemplating home ownership or refinancing 
an existing mortgage, we typically face the decision of 
choosing between a fixed rate or variable rate home 
loan. While both options have their merits, deciding 
whether or not to fix your home loan requires careful 
consideration of various factors. 

This guide provides a comprehensive analysis of the 
pros and cons of fixing your home loan to help you 
make an informed decision.

Understanding fixed rate home loans
A fixed rate home loan is a mortgage with a set interest 
rate that remains constant for a predetermined period, 
typically between one to ten years. This means that 
regardless of market fluctuations, your monthly 
mortgage repayments will remain unchanged during 
the fixed period. After the fixed period ends, the loan 
usually reverts to a variable rate unless you choose to 
refinance or renegotiate.

Pros of fixing your home loan
Fixed home loans come with a range of benefits, with 
the common thread through each being predictability 
and a degree of financial certainty. 

• Payment stability – One of the most significant 
advantages of a fixed rate home loan is the 
predictability it offers. With a fixed interest rate, 
you can budget more effectively as your mortgage 
payments remain consistent, making it easier to 
manage your finances.

• Protection from rate increases – If interest rates rise 
during your fixed term, your mortgage repayments 
will remain unaffected. This can provide peace of 
mind and protect you from potential financial strain 
due to increased borrowing costs.

• Long term planning – Fixed rate home loans are 
beneficial for individuals who prefer long term 
financial planning and want to secure a consistent 
interest rate over several years.

• Rate environment predictability – When market 
interest rates are expected to rise, fixing your home 
loan can be a wise decision as it allows you to lock 
in a lower rate before the increase takes effect.

Cons of fixing your home loan
Whilst fixing your home loan can be beneficial, you 
should be aware that it can have its drawbacks under 
certain market conditions. 

• Limited flexibility – The main drawback of a fixed 
rate home loan is its limited flexibility. If you decide 
to sell your property or refinance during the fixed 
period, you may be subject to break fees, which can 
be substantial.

• Missing out on rate drops – While you are protected 
from rate increases, you will also miss out on 
potential savings if market interest rates decline 
during your fixed term.

• Higher initial rates – Fixed rate home loans often 
have slightly higher interest rates than variable rate 
loans to account for the lender’s risk associated with 
locking in a rate.

• Smaller extra repayments – Many fixed rate home 
loans limit the level of extra repayments you can 
make during the fixed period, reducing your ability 
to pay off your mortgage faster.

Should you fix your home loan?

Key takeaways
• An understanding of the benefits of fixing your home loan, including payment stability, protection from 

rate hikes and certainty over long term financial planning. 

• The potential drawbacks to consider when choosing to fix, such as missing out on rate drops, higher initial 
repayment rates and restrictions on the level of additional repayments.



Informed Investor - November 2023 Page 15 

Factors to consider before fixing your 
home loan
Consider the current economic conditions and interest 
rate forecasts. If interest rates are at historical lows and 
are expected to rise in the near future, fixing your home 
loan might be a prudent choice.

Assess your financial stability and capacity to handle 
potential rate fluctuations. If you value the certainty of 
fixed payments and can afford the slightly higher rates, 
a fixed rate loan could be suitable.

Evaluate your long term plans and how they may align 
with your mortgage. If you anticipate selling your 
property or refinancing in the near future, a variable 
rate loan might offer more flexibility.

Conduct a thorough comparison of fixed and variable 
rate home loan offers from various lenders. Analyse 
interest rates, fees and loan features to find the most 
suitable option.

Making the decision
Seeking professional advice can ease the decision 
making process. Consult with a mortgage broker 
or financial adviser to understand your individual 
circumstances better. They can provide personalised 
advice based on your financial goals and market 
conditions.

Another option to consider is to split your loan, fixing 
a portion and leaving the rest as a variable rate. This 
strategy combines the benefits of both options, 
offering some stability and the potential for savings.

It’s also important to review your loan on a regular 
basis, rather than setting and forgetting. If you opt for a 
fixed rate, it’s essential to periodically review your loan 
to ensure it still aligns with your financial objectives. 
Circumstances may change, and refinancing could 
become a viable option.

Summary
Deciding whether to fix your home loan involves a 
careful analysis of your financial situation, future plans 
and the prevailing economic climate. A fixed rate home 
loan can provide stability and protection against rising 
interest rates but may limit your flexibility and potential 
savings. On the other hand, a variable rate home loan 
can offer more flexibility but it does expose you to 
interest rate fluctuations.

Ultimately, the right choice depends on your individual 
circumstances, risk tolerance and long term financial 
goals. Consulting with a mortgage broker or financial 
adviser can be invaluable in helping you make an 
informed decision that aligns with your unique needs 
and preferences. Remember that both fixed and 
variable rate loans have their merits and the best 
option is one that suits your specific situation and 
future plans.

Choosing the right home loan structure will set you 
on a path towards a secure and comfortable financial 
future, so it is important that you take the necessary 
time to get it right.

Source: MLC
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Why do markets move so 
much? 
Markets are influenced by many things 
– industrial, economic, political and 
social factors can all have an impact. 
For example, consumer and business 
confidence affect spending and therefore 
company profits. 

Global trade and production naturally 
affect economic growth. Poor political 
and fiscal decisions in some countries may 
lead to a flow on effect in other countries 
who are owed money. And of course, 
natural disasters can cause major damage 
to any economy with no warning. 

During times of market volatility, it’s 
important to remember one of the 
fundamental principles of investing – 
markets move in cycles.

What is the effect of 
market volatility on 
super funds? 
In times of market volatility 
your super balance may decline 
but it is important to remember 
that markets move in cycles. 
Volatility is a natural part of 
the economic cycle. Markets 
are influenced by a range of 
factors and are inherently 
unpredictable.

The Australian Securities & 
Investments Commission (ASIC) 
states that, ‘negative returns 
from time to time are not 
inconsistent with successful 
long term investment’. History 
demonstrates that over the 
long term, the general trend 
of share markets has been 
upward.

Don’t lose sight of the 
bigger picture
Super is a long term investment. 
Shares, which usually 
form a large part of most 
balanced super accounts, are 
also generally a long term 
investment. They are designed 
to provide capital growth over 
a period of five years or more. 
Think in years, not days.

The time frame for super may be 
20 years or more, so short term 
volatility shouldn’t diminish 
the long term potential of your 
investments. Growth assets 
(such as shares) tend to fluctuate 
in the short term but have 
historically provided excellent 
returns for investors over the 
long term.

Understanding market volatility
Many investors become concerned when volatility occurs in global financial markets – particularly 
about the impact on their superannuation and other investments. In times like these, it’s important 
to understand the causes of market movements and how to minimise your risk.
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When sharemarkets fall in value, it may 
be tempting to sell up. However, trying 
to time the market by selling now and 
buying back later is a risky strategy that 
rarely results in investors coming out 
ahead. By taking a long term view of 
investing, you can ride out any short 
term fluctuations in the market and take 
advantage of growth opportunities over 
the long term.

Diversification
Diversification is one of the most effective 
ways of managing volatility. It can help 
deliver smoother, more consistent results 
over time. Your investment may benefit 
by being spread across a variety of asset 
classes, including shares (domestic and 
global), fixed income, cash, direct and 
listed property and alternatives.

This diversification should help soften the 
effects of any sharemarket falls as some 
asset classes often tend to do well whilst 
others are struggling. Also, spreading 
your assets around means you are less 
reliant on any one asset class at any 
particular time.

Understand your risk profile
All investments carry some risk. How 
much risk you’re willing to accept will be 
influenced by your financial situation, 
family considerations, time horizon and 
even your personality. If market volatility 
has caused you to reassess the way you 
feel about risk, it’s important that you 
see your financial adviser to discuss any 
necessary changes to your financial plan.

Understanding the 
implications of withdrawing
Before you withdraw from an investment 
you should understand all the 
implications, risks and costs involved.

Locking in your losses. If the value 
of your investment is falling, you are 
technically only making a loss on paper. 
A rise in prices could soon return your 
investment to profit without you doing 
anything. Selling your investment makes 
any losses real and irreversible.

Incurring capital gains tax (CGT). 
Make sure you know what your 
CGT position will be before selling 
any asset.

Losing the benefits of 
compounding. If you’re thinking 
about making a partial withdrawal 
from an investment, remember 
that it’s not just the withdrawal 
you lose but all future earnings 
and interest on that amount.

Key takeaways
Keep in mind that:

• Super is a long term 
investment designed to 
generate sufficient money so 
you can enjoy your retirement.

• Diversification is an important 
part of a long term super 
investment strategy. To 
create the lifestyle you want 
in retirement, it may be 
necessary to invest in growth 
assets like shares so that your 
returns stay ahead of tax and 
inflation.

• It may be beneficial to ride 
out the bad times in order to 
achieve long term growth.

Your financial plan was designed 
exclusively for you to suit your 
investment objectives and risk 
profile. It’s important to stay 
focused on your long term goals.

 
Source: Colonial First State
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Factor investing, also commonly called “smart beta” has 
become prominent in recent years as investors seek 
to enhance portfolio returns and diversification while 
keeping volatility low.

These factors have generated returns due to the 
following three reasons: an investor’s willingness to 
take on risk, structural impediments, and the fact that 
not all investors are perfectly rational all the time.

Factors are not new – they have been present in 
portfolios for decades. But exchange traded funds 
(ETFs) have helped to revolutionise how investors 
access these historically rewarded strategies by 
capturing the power of factors in a transparent and cost 
effective way.

What are Factor ETFs? 
Remember how hard it used to be to book a vacation? 
We used to spend hours on the phone with a travel 
agent, then wait days, even weeks for them to work 
their magic. And that magic came with a high fee 
because only travel agents had access to the important 
information needed to book our vacation.

But the information that was once only available to 
travel agents is now available to anyone – within 
seconds. Travel sites have made finding the perfect 
hotel cheaper, faster and more efficient.

The same is true for investing. For years, active 
managers used teams of analysts to find stocks that 
seemed more likely to outperform. And as an investor, 
you had to pay a lot in fees to access that thinking.

Many of the traits that active managers have looked for 
(like buying underpriced or quality stocks) are called 
factors. And just like you no longer need to call a travel 
agent to book an affordable, quality vacation, you no 
longer need to pay large fees for active managers to 
choose the right stocks based on factors.

What are the Factors? 
There are five factors that have historically proven to be 
drivers of return:

• Quality, which identifies companies with strong 
and healthy balance sheets. 

• Minimum Volatility, or stocks that are less volatile 
than the broad market. 

• Size, which targets smaller, more nimble 
companies. 

• Momentum, which seeks stocks on an upswing.  

• Value, which targets stocks that are inexpensive 
relative to their fundamentals.

Factor Investing explained
Global markets are made up of dozens of asset classes and millions of individual securities, making 
it challenging to understand what really matters for your portfolio. But there are a few important 
drivers that can help explain returns across asset classes – these are known as Factors.
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How do Factor ETFs fit in a portfolio? 
Factor ETFs deliver the time tested power of Factors 
in a low cost and tax efficient investment vehicle, 
revolutionising access for everyday investors.

The diagram below shows how factors play a critical 
role in meeting the return demands of a typical investor 
while keeping a lid on cost.

Understanding how factors work can help you capture 
their potential for excess return and reduced risk. Given 
the Factors are driven by different phenomenon, they 
are generally lowly correlated, and performance tends 
to vary in certain market regimes. The performance of 
various Factors over the past market cycle shows why a 
dynamic approach to Factor allocation matters.

For instance, while the Momentum factor has been 
the prime beneficiary of a more than decade long 
stock market bull run (as low rates and, more recently, 
pandemic induced shutdowns powered technology 
stocks) this has since given way to Value and to an 
extent Quality.

This makes sense intuitively – with the post pandemic 
economic restart, growth became more widely 
available and was no longer the preserve of a select few 
companies in Tech. Value stocks – those that have low 
prices relative to fundamentals – returned to favour. 

Factor Strategy What does it do?

Single Factor

Targets exposure to a factor that has been a longterm driver of returns, such as:
• Value: Stocks discounted relative to fundamentals
• Quality: Financially healthy companies
• Momentum: Stocks with an upward price trend
• Size: Smaller, more nimble companies

Multifactor Seeks to provide diversified exposure to a variety of factors

Minimum Volatility Invests in a balanced portfolio of stocks that displays lower overall risk to the broad market

Fixed Income Targets exposure to historically rewarded factors in fixed income securities to seek better risk-
adjusted returns

Furthermore, from the third quarter of last year, amid 
surging inflation and Fed hawkishness, Quality –
marked by profitable growth companies with superior 
pricing power – began to shine.

Again, this is what you might expect. High-quality 
stocks with more stable earnings, stronger balance 
sheets and higher margins are better placed to weather 
an uncertain economic outlook. 

In this market regime, the Quality factor offers 
portfolios a degree of resiliency. Similarly, investors 
looking for downside protection in a volatile market 
environment might add exposure to Minimum 
Volatility strategies to seek reduced risk.

Conclusion 
All in all, Factor Strategies allow both small and large 
investors to be nimble and dynamic. Who said finding 
the right portfolio mix is expensive and difficult? Factor 
Investing makes it as easy as booking a hotel.

Source: BlackRock


