
MARKET & ECONOMIC UPDATE:  February 2017 

Market Update

 

Australian Economy 

The annual rate of employment growth in Australia has        
improved from 0.8% to 0.9%. This has been delivered mostly by 
part-time growth, as full-time work appears to be more difficult 
to come by. It also represents a structural shift by a more     
flexible labour force and a reduction in the participation rate as 
our workforce continues to age.   

 

Stocks 

Throughout reporting season many stocks that came out with 
positive earnings growth failed to translate these into share 
gains. This suggests some scepticism of sustainability or that the 
profits were fully baked into the share prices. On the other 
hand, stocks that delivered disappointing results were crushed. 
Even in-line results often weren’t supported unless guidance 
was significantly improved.  

 

A number of regional banks were of particular focus for us to 
see how deep the competition for loans really are by focusing 
on margins. Bendigo and BOQ reported positively yet their 
numbers were a little bit messy, particularly Bendigo with much 
of the increase in profit coming from rising house prices which 
arguably are approaching their peak.  In the big four, CBA’s  
interim result was a standout. However, relative to the other 3 
majors it is priced at a premium due to its higher Return on 
Equity and lower share price volatility.   

Sector Returns ASX 200 

 

 

 

 

% Returns to 28 February 2017 Index 1M    1YR  Rolling 

Australian Leaders S&P/ASX 100 1.67% 22.6% 

Australian Market All Ords Index 1.6% 21.4% 

US Shares (USD) US S&P 500 3.7% 19.5% 

 The ASX/S&P 200 index market closed up 1.62%,    
following positive leads from global markets. 

 Sectors that outperformed were Consumer Staples, 
Healthcare, Financials and Industrials. 

 While the laggards were Materials / Energy and the 
Telecommunications sectors. 

 The Aussie dollar closed the month at $0.7657, closing 
up just a little under 1 percent. It will face a stern test 
in March as the US Fed Reserve meets on the 15th to 
determine whether they will move the cash rate    
higher. Iron Ore prices will play a big part in the dollars 
level as well. Can spot prices hold? 

 Gold is having a more volatile period of late as global 
inflation starts to accelerate and increasing interest 
rates makes it relatively more attractive to hold cash 
versus the precious metal. Despite all this, gold rallied 
late in the month to close up 3.1% at $1,248 per 
ounce. 

 The Dutch elections are also approaching in March, 
soon to be followed by the French in April and the 
Germans in September. Major changes in political poli-
cies is likely to add to market volatility. 

 Any changes to the RBA’s cash rate (Despite Dr Lowe’s 
positive commentary towards the economy) needs to 
be supported by an improving labour market.  

 Controlling inflation in assets, particularly property is 
one thing, but the country is still struggling with a   
reduction in employment hours and stagnating wage 
growth. 

 We continue to believe that the RBA will hold rates for 
now as we see more headwinds than tailwinds.  

 The domestic power market has descended into a 
farce. The SA Government is looking to create a mini-
Brexit by spending tax payer money to create a       
solution outside of the approval process by the       
National Electricity Market. We expect this topic to 
dominate the news in the coming months as power 
prices continue to remain elevated. 

Eyes Now On The US Fed 

See individual fund newsletters for disclaimers 

% Returns to 28 February ‘17  Weight 1 Month 1 Year 

Consumer Staples 6.9% 4.9% 11.2% 

Telecommunications 4.3% -3.1% -12.0% 

Health Care 6.7% 3.8% 10.6% 

Consumer Discretionary 4.6% 1.4% 9.4% 

Utilities 2.7% 2.5% 16.0% 

Financials  38.0% 3.3% 21.3% 

Information Technology 1.2% 2.3% 12.2% 

Industrials 6.4% 3.2% 1.6% 

Energy 4.2% -2.1% 20.0% 

Materials 16.8% -3.7% 43.4% 



Additional stocks that have caught our interest positively     
include Treasury Wines and JB Hi-Fi. TWE strikes us as a great 
growth potential stock with increasing Chinese demand as a key 
driver, the company is increasing it’s footprint in China where a 
number of its middle class population is increasingly consuming 
wine; more specifically, red wine. We note the expansion of 
wine distribution store, 1919 (a Chinese-like Dan Murphy’s for 
lack of a better analogy) as a key driver behind the growth as 
the network is looking to open 5,000 stores. There is also the 
expansion of its US portfolio with the recent purchase of some 
of Diageos assets, further expanding the Berringer footprint. 

 

JBH has reported well in the retail sector and with it’s            
acquisition of Good Guys, it is now a key competitor in a larger 
white goods market. The result looks solid, yet we believe the 
business has more than enough levers to pull to ensure       
profitability remains high. This transaction should help JBH ben-
efit from increased buying power and supply chain efficiencies. 
While the stock looks attractive on fundamentals, we remain 
cautious based on the size and high price of the acquisition. 

 

Mortgage Market Madness 

 

Banks lending behaviour changed this month with attention 
drawn to the recent acceleration in the growth of mortgage 
lending to investors. While owner-occupier lending has slowed, 
the acceleration in investor lending poses a risk to the banks 
financial stability as investors are more likely to sell at the first 
sign of trouble. APRA has put in place lending curbs to no more 
than 10% growth in each banks books to investors. Talks of  
reducing the growth rate to this demographic to 7% and the 
recent moves by the Andrews government to make housing 
more affordable with stamp duty relief for first home buyers is 
making the market nervous as to what else may be amended.  

 

We note that intervention measures in markets particularly by 
Governments rarely work as other loop holes are created or are 
washed away by higher prices. We still need to address the key 
elephants in the room and they are supply, already high debt to 
disposable income and anaemic wage price inflation.  

 

Oil prices hit a speedbump as crude oil stockpiles surged by 8.2 
million barrels last week, well above forecast. US oil inventories 
are now at the highest level since weekly stockpile data first 
started reporting in 1982. We do believe that part of this rise 
was from OPEC exports before restrictions were in place, so it is 
likely to be a little overstated but it is something that we are 
monitoring carefully, particularly the OPEC member               
compliance.  

 

Global Markets 

 

US Fed officials have embarked on a coordinated attempt to 
prepare markets for another interest rate hike at the upcoming 
FOMC meeting in mid-March. Evidence of an improving econo-
my would seem to justify additional monetary tightening, the 
market has however largely factored this move in.   

 

China’s consumer price inflation picked up from 2.1% YoY in 
December to a 32 month high of 2.5%. The increase was slightly 
higher than anticipated—Bloomberg median was 2.4%. Steel 
demand has remained strong largely due to fears of a           
continued depreciation in the Yuan and further delays in a 
proper industry reform. This has been a massive boon for     
Australian iron ore companies who seem more determined 
than ever to hold onto the bounty to pay down debt rather 
than on investing to increase supply.  

 

 
 

For Further Information 

Financial advisers and investment professionals seeking addi-
tional information can contact Adviser Services at: 

 03 9674 0600  
 backoffice@armytage.com.au 
 www.armytage.com.au 
 
 
 

About Armytage 

Armytage Private is a boutique investment specialist majority 
owned by members of its investment team and key executives. 
Founded in 1995, Armytage is a pioneer in Australia’s invest-
ment industry, offering a suite of actively managed IMAs and 
managed funds. 

Armytage is a Value manager with a fundamental investment 
approach designed to identify quality businesses trading at a 
considerable discount to valuation.  The process is guided by 
three fundamental beliefs: 

 Markets are not perfectly efficient and the true value of a 
business is not always reflected in its share price; 

 Undervalued companies can be identified through detailed 
and intensive research; and 

 Capital preservation is critical to wealth creation. 

Products & Services 

Investment strategies offered by Armytage include: 

 Armytage Australian Equity Income Fund 

 Armytage Strategic Opportunities Fund 

 Armytage Individually Managed Account Service 

 

Key Indicators 31 January 2017 
28 February 

2017 
Change 

$AUD US$0.76 US$0.77  

Oil (Brent) US$55.6bl US$56.6  

Gold US$1212/oz US$1249/oz  

RBA Cash Rate 1.50% 1.50%  

Aust 10yr bond 2.70% 2.7%  

US T-bills 0.75% 0.75%  

US 10yr bond 2.46% 2.42%  


