
MARKET & ECONOMIC UPDATE:  May 2017 

Market Update

 

Australian Economy 
The ASX had a rough month with the fullness of the Federal 
Budget creating some mayhem, particularly in the financial 
sector. While we would love to be supportive of the              
Government’s return to surplus target, we note 2 things. 1. The 
banks themselves don’t believe the revenue raise from the 
bank tax will be as high as Government forces; 2. We would 
need to see construction continue its growth along with a    
major rebound in the retail sector to hit those high GDP growth 
figures. These 2 sectors are the largest employers and without 
growth, wage price inflation will likely remain below trend.   

 

Unemployment moved back to 5.7% after what looks like some 
statistical anomalies in the previous months spike to 5.9%. Our 
currency drifted intra-month but started to turn around as the 
US seems likely to aim to keep their dollar as low as possible. 
Expect the Trump machine to put some pressure on Yellen to 
keep the Fed rate low.   

 

The property market showed its first sign of weakness as prices 
on the CoreLogic measure fell by 1.1% MoM in May. The last 
decline was in November 2015. This weakness is not             
necessarily an indication of a crash. Auction clearance rates 
came in at 75% in May which suggests demand remains        
resilient, despite the often quieter winter months.  

Sector Returns ASX 200 

 

 

 

 

 

% Returns to 31 May 2017 Index 1M    1YR  Rolling 

Australian Leaders S&P/ASX 200 -2.8% 11.7% 

Australian Market All Ords Index -2.6% 10.2% 

US Shares (USD) US S&P 500 1.2% 15.0% 

 The ASX/S&P 200 index finished the month of May down 
3.4%, yet global markets proved far more resilient with 
all major markets in the black, except for China which 
was off a more modest 1.2%. 

 In France, Emmanuel Macron powered to victory and 
looks set to enter Government with a majority for his La 
Republique en Marche. 

 There has been some commentary on the prospect of 
issuing 50yr Treasuries in the US to defer the additional 
debt pile. The issue is whether or not it will dampen the 
market for 30yr as it will be a test on liquidity.  

 Domestically, the dollar was down half a cent to $0.7431 
vs the Greenback. 

 Unemployment reversed the surprise jump in March, 
falling 0.2% back to 5.7%.  

 Interestingly, share market volumes in Australia were 
excellent with flows up 16% over pcp and the last day of 
trade was double the previous days suggesting some 
heavy rebalances occurring at the end of the month. 

 We survived the budget although the banks did not fare 
well with the Government surprising the big four (plus 
Macquarie) by adding a bank tax.  

 Other items of note were further infrastructure plans, 
more superannuation changes and approval for the    
National Disability scheme.  

 Despite increases in investor lending rates, we note that 
APRA’s March numbers for lending looks incredibly 
strong. Domestic housing loans are up 7.7% YoY          
recording $1.51bn in new loans. 

 We note the optimistic figures from the Government’s 
projected GDP growth figures to return us to a surplus in 
2021. Why we like a bit of positive thinking we are going 
to need a big boost in commodities and a turnaround in 
retail to hit these lofty numbers.  

 China’s gold imports were 108t in April, we estimate 
from analysis of Chinese customs data, down from 139t 
in March but higher than the 79t recorded in the same 
month of 2016. 

 Gold closed the month at $1,271 p/oz. Largely flat, but 
rallied off an intra month low of $1,219. 

Banks Take a Beating  

See individual fund newsletters for disclaimers 

% Returns to 31 May ‘17  Weight 1 Month 1 Year 

Consumer Staples 7.15% -0.5% 10.0% 

Telecommunications 3.66% 3.4% -26.0% 

Health Care 6.92% -2.1% 4.1% 

Consumer Discretionary 4.78% 0.0% 6.4% 

Utilities 2.79% 0.8% 24.3% 

Financials  38.62% -9.2% 5.0% 

Information Technology 1.12% -0.7% 3.6% 

Industrials 6.65% 4.7% 9.1% 

Energy 4.19% 2.0% 13.5% 

Materials 15.77% -0.3% 21.7% 



The big four banks have fallen from their recent highs after  
being blindsided with a 6bps budget levy on their liabilities. We 
think that this levy can be further adjusted if the raised amount 
insufficient to meet the Government's target. Regional banks 
including BOQ, BEN, SUN and AMP should benefit from a more 
even playing field in Interest Only and Investor Mortgages.  

 

Westpac completed the second leg of their sell down in BT and 
added an additional 10bp to their capital ratio. This takes their 
remaining stake to sub 10% which is in an escrow period and 
delivered 19.2% of issued capital into investors hands at a nice 
discount. Armytage took part in this transaction and at the end 
of the month, had booked a nice little 4% profit.  

 

Superannuation continues to be the political bunny. Constantly 
getting its ears and tail pulled for political savings and gain. In 
saying that, after years of maximum contributions being placed 
into the tax efficient structure, economically it is becoming a 
drag. And with the doubling of the public service over the last 
decade, they need to be fed too. Apparently.  

 

The budget includes a $75bn input for infrastructure over a 10 
year (gradual) roll-out time frame. This should provide for a 
medium term source of support for the economy rather than a 
short term boost to activity. We expect mining services to pick 
up in the near to medium term as engineering and construction 
should provide leverage to a potential industrial boom. We are 
active in this sector of the market.  

 

Stocks and Sectors 

 

We continue to keep an eye on the retail sector which hasn’t 
been getting much positive press exposure. Part of the problem 
is the lack of stock leading to a generic product offering where 
price is the key determinant of a purchase. We do not yet know 
the full impact of Amazon and when it is likely to fully hit the 
Australian market however, the new retail platform will allow 
for full transparency in product information. Thus creating a 
more efficient experience between brands, distributors and 
consumers. Amazon will likely cap PE multiples on retailers such 
as JB Hi-Fi and Harvey Norman and are likely to steal market 
share from companies like Myer with weak underlying business 
models.    

 

Telstra has had a very small victory with the ACCC by not open-
ing up regional roaming restrictions. We don’t see this as the 
finale in this saga as Vodaphone has appealed to the Federal 
Court and it is a very good chance that they will be able to suc-
ceed as arguably this will create additional competition to the            
consumer.  

 

Global Markets 

 

US imports increased at a rate of 0.8% MoM whilst exports  
delivered 0.3% increase MoM, there were sharp declines in    
automotive and consumer goods exports which were partially 
offset by strong rises in food and beverage exports.  

 

We remain concerned that some of the low-doc lending      
practices that created the overheating of the US property    
market are starting to create defaults in auto. We will be keep-
ing a close eye on delinquencies.  

 

Unemployment hit a 17-year low of 4.3%; the Fed is likely to 
hike interest rates even though trend employment growth has 
slowed and core inflation remains below target. 

 

 
 

For Further Information 

Financial advisers and investment professionals seeking         
additional 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             
investment 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 30 April  2017 31 May  2017 Change 

$AUD US$0.75 US$0.74  

Oil (Brent) US$51.41 US$50.01  

Gold US$1252/oz US$1280oz  

RBA Cash Rate 1.50% 1.50%  

Aust 10yr bond 2.574% 2.387%  

US T-bills 0.75% 0.75%  

US 10yr bond 2.33% 2.20%  


