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Share markets around the globe reached new highs over the December quarter. Investor 
sentiment was buoyed by lower short term interest rates and signs of progress in trade 
discussions between the U.S. and China. Highlights for the quarter included: 

• The announcement of a preliminary trade 

pact between the USA and China 

• Global share markets rallied despite 

economic growth data remaining relatively 

subdued 

• Impeachment proceedings against President 

Trump had little impact on share market 

direction 

• Longer term bond yields increased despite 

lower short-term cash rates 

 

International Equities 

The short correction across global equity markets recorded in August appears a distant 
memory as global share markets advanced an average 7.5% over the 3-months to December. 

This brings the annual gain 
to 27%.  
Although there have been 
few signs of a pick-up in 
global economic growth, 
key indicators of activity 

have at least stabilised 
and fears of recession 

have softened. The 
loosening of monetary 
policy and subsequent 
lowering of cash rates 
over the second half of 
2019 appears to have 
boosted general 

confidence; as has the more recent “pause” in the trade war between China and the United 
States. Phase One of a new agreement announced between the two nations appears to have 
removed any immediate prospect of further trade tariff increases.   None-the-less, existing 
tariffs of up to 25% remain in place for the time being, which still may have negative 

consequences for global trade and economic growth in the period ahead. The U.S. led the 

Asset Class Return 3 Months Annual

Australian Equities 0.7% 23.4%
Global Equities - Unhedged 4.3% 27.7%
Global Equities - Hedged 7.5% 26.8%
Australian Listed Property -0.7% 20.1%
Global Listed Property 0.6% 21.1%
Global Listed Infrastructure 2.9% 22.4%
Australian Fixed Interest -1.3% 7.3%
Global Fixed Interest -0.8% 7.2%
Cash 0.2% 1.5%
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global equity market higher over the quarter, with a jump of 8.9% in the S&P 500 Index. 

Increases across Europe and Japan were at similar levels. Both Hong Kong and China also 
enjoyed rises of close to 8%, despite continuing protests in Hong Kong. The United Kingdom 

share market responded positively to the greater certainty around both political leadership 
and the Brexit process following the UK election on December 12th. The U.K. market rose 

2.5% in the month of December, following weakness earlier in the quarter. 
 

Australian Equities 

Although the calendar year of 2019 saw the Australian share market delivering its best 
annual performance in a decade (up 

23%), the local market finished the 
year on a relatively weak note. The 

S&P ASX 200 Index rose by just 0.7% in 
the December quarter, following a 

2.2% decline in the month of 
December. A range of concerns around 

individual companies, consumer 
spending trends, failed mergers and 

supermarket profit trends dragged the 
market down. Also of note, was a 

negative 6.4% return from the financial 
sector, with banking stocks led lower by muted loan growth and rising regulatory and 

customer remediation burdens. Revelations that Westpac had systematically breached the 
Anti-Money Laundering and Counter-Terrorism Financing (AML-CTF) Act weighed heavily on 

the sector. 
There were, however, some positive developments on the local market over the quarter. 

Healthcare was a standout, with strong price rises from Resmed (up 11%) and CSL (up 18%) 

reflecting improved earnings outlooks. With more optimism over the global growth outlook, 
resource and energy stocks performed well as commodity prices were generally firm. The 

energy sector was also boosted by a takeover bid for Caltex, which rallied nearly 30% over 
the quarter. 

 

Fixed Interest & Currencies 

A  further 0.25% reduction in the 
overnight cash rate was made by the 
Reserve Bank at the start of October. At 
0.75%, the cash rate has reached a new 
record low.  In a key speech by the 
Australian Reserve Bank Governor, Mr. 
Lowe, the possibility of further interest 
rate cuts was confirmed if the bank’s 
economic growth expectations are not 

met.  It was also confirmed that the  bank 
does not envisage reducing the cash rate 
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below the functional minimum of 0.25%. Although remaining a possibility, the Governor 

suggested that central bank buying of government bonds through a “quantitative easing” 
program was unlikely. 

Despite the lower cash interest rates, longer term bond yields rose over the quarter with 
Australian yields appearing to be dragged higher by overseas trends. The U.S. 10-year 

Treasury Bond yield jumped from 1.68% to 1.92% over the quarter, with its Australian 
counterpart recording a 0.36% increase to 1.37%. The rise in bond yields resulted in bond 

prices falling, creating negative returns for fixed interest investors. The firming of local bond 
yields may have helped support the value of the Australian dollar, which rose U.S. 2.6 cents 

to close the quarter at U.S. 70.1 cents. 
 

Outlook and Portfolio Positioning 

The significant rally across global equity markets over the December quarter highlights again 
how sensitive share prices are to broader market sentiment, which can be somewhat 

detached from underlying fundamentals. Although there has been little movement in real 
economic data, the pessimistic fears of a global recession a few months ago have been 

swiftly replaced by renewed optimism over the health of the global economy as we move 
into 2020. The share market has shown to be a barometer of these mood swings. The short 

term nature of these sentiment changes highlights the ongoing need for a long term focus 
on investments and economic fundamentals.  

Notwithstanding the current buoyant mood on share markets, some cause for caution 
remains. Global economic growth data continues to provide little evidence of any material 

recovery and could still be subject to the negative influences of the tariff programs 
remaining in place on trade between China and the United States. In addition, in the months 

ahead the uncertainty over the outcome of the November U.S. election may become an 
increasing concern for markets. With the U.S. dominating much of the share market growth 

that has taken place over recent years, valuation opportunities outside of the U.S., and in 
emerging markets in particular, may become more compelling in the year ahead. 
The rise bond yields over the December quarter supports our view that bond yields 

bottomed earlier in 2019. Despite the increase in yields recorded in recent months, longer 
term bonds still provide insufficient compensation (return) for the risk that inflation and 
shorter term interest rates will ultimately rise in future years. As such, a bias to shorter term 
interest rate durations (terms) is being held in our portfolios. Although this wil l result in low 
yields being received on defensive investments in the shorter term, it provides portfolios 
with a degree of flexibility and reduces the impact of capital loss should there be any further 
rise in bond yields. 
 
 
I mportant Information  
The following indexes are used to report asset class performance: ASX S&P 200 Index, MSCI World Index ex Australia net AUD TR (composite 
of 50% hedged and 50% unhedged), FTSE EPRA/NAREIT Developed REITs Index Net TRI AUD Hedged, Bloomberg AusBond Composite 0 Yr 
Index, Barclays Global Aggregate ($A Hedged), Bloomberg AusBond Bank Bill Index, S&P ASX 300 A-REIT (Sector) TR Index AUD, S&P Global 
Infrastructure NR Index (AUD Hedged). 
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