
MARKET & ECONOMIC UPDATE:  August 2017 

Market Update

 

Australian Economy 
The RBA cash rate remains on hold for the month at 1.5%. Posi-
tive factors  circulating the labour market, wages growth, non 
mining capex and business conditions all look to support the 
neutral stance of the RBA board. Retail sales had a flat month in 
Australia, but the YoY figure sits at a positive +3.6%. Interna-
tional trade saw a July surplus of AU$460mn. 

 

Housing finance approvals had a stronger than expected month 
with owner-occupiers receiving +2.9% approvals MoM in July.  

Occupancy levels remained stable for the month for Retail 
REIT’s. The unemployment rate sits at 5.6% in line with Bloom-
berg consensus data.  Jobs growth in July came in at a high 
+27.9k and the participation rate was also impressive at 65.1%. 

 

Private sector capex rose 0.8% vs market expectations of 
+0.2%. The 2.7% gain in plant and equipment investment was 
the key reason for the gain. 

Sector Returns ASX 200 
The banks saw a positive  bounce after net interest margins 
were better than expected. The sector benefited from im-
proved funding conditions and recent mortgage repricing.  
However, the intensification of regulatory and political actions 
which were thrust upon the banking sector in FY17 are fast be-
coming the key influence of earnings prospects over the fore 

 

 

 

 

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

Australian Leaders S&P/ASX 200 0.79% 8.39% 

Australian Market All Ords Index 0.79% 8.91% 

US Shares (USD) US S&P 500 0.05% 13.83% 

 The ASX All Ords index closed at 5776pnts up 0.79%. The 
Small Ords increased 2.46%. The S&P500 increased 
0.05% and the Dow Jones was up 0.26%. Overall a solid 
month for the markets. 

 The RBA cash rate remains on hold for the month at 1.5%. 
Positive factors  circulating the labour market, wages 
growth, non mining capex and business conditions all look 
to support the neutral stance of the RBA board. 

 Housing finance approvals had a stronger than expected 
month with owner-occupiers receiving +2.9% approvals 
MoM in July. 

 Private sector capex rose 0.8% vs market expectations of 
+0.2%. The 2.7% gain in plant and equipment investment 
was the key reason for the gain. 

 The Telecommunications sector again was the worst per-
former this week, down 7%. Telstra was the main con-
tributor to this result. 

 The banking sector benefited from improved funding 
conditions and recent mortgage repricing. However, reg-
ulatory and political actions are likely to significantly in-
fluence forecast earning prospects. 

 Hurricane Harvey could create short term spike in oil prices 

as US Texas supply gets disrupted. 

 Iron ore shipments from Australia’s Port Hedland, the 
world’s largest bulk export terminal, fell by 2.1% YoY and 
12% MoM to 37.9 Mt in July. 

 With steel capacity utilization in China roughly at 70-
75%, there is still more than enough scope for China’s 
steel production to rise. Steel prices are rising due to 
stronger demand and increasing restrictions on supply. 

 South32 delivered a result slightly below market, but the 
dividend was ahead and the buy-back topped up. This 
combined with relatively unchanged production guid-
ance seemed to placate the market. 

 Industrial production growth slowed from 7.6% YoY in 
June to 6.4% in July, well below forecasts of 7.1%. The 
slowdown comes as a surprise given the sharp uptick in 
activity in China’s commodity intensive sectors in June. 

 

End of Reporting Season  

See individual fund newsletters for disclaimers 

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

Consumer Staples 6.91% 5.16% 10.64% 

Telecommunications 3.47% -6.58% -29.46% 

Health Care 6.93% -0.17% 1.24% 

Consumer Discretionary 6.58% -1.94% -2.01% 

Utilities 2.22% 3.60% 15.94% 

Financials  34.12% -2.01% 13.96% 

Information Technology 2.02% 1.74% 7.70% 

Industrials 8.08% 4.33% 14.15% 

Energy 4.73% 3.67% 8.64% 

Materials 16.43% 4.64% 24.38% 

Real Estate 8.50% 1.41% -4.38% 



cast period. 

 

The reporting season was positive for the miners with all majors 
significantly lifting dividends. RIO and BHP in particular have 
now instigated a higher dividend payout policy as oppose to 
previous years. Exploration expenditure for these companies is 
likely to be more tailored going forward. Subsequently share-
holder’s will be the beneficiaries of these changes to their capi-
tal management program.  

 

Iron ore shipments from Australia’s Port Hedland, the world’s 
largest bulk export terminal, fell by 2.1% YoY and 12% MoM 

to 37.9 Mt in July. Exports touched a record high of 44.1Mt in 
May, but have fallen steadily for two straight months. Lower 
exports from Port Hedland have helped keep iron ore prices 
elevated in recent weeks. The lift in iron ore prices largely 
reflects stronger steel mill margins. As long as steel margins 
remain elevated, the incentive for steel mills is to purchase 
iron ore to boost steel production in the short term. The one 
constraint to this is spare steel capacity. With steel capacity 
utilization in China roughly at 70-75%, there is still more than 
enough scope for China’s steel production to rise. Steel prices 
are rising due to stronger demand and increasing restrictions 
on supply. 

 

The Telecommunications sector again was the worst perform-
er this week, down 7%. Telstra was the main contributor to 
this result. 

 

Stock Review 

 

South32 delivered a result slightly below market, but the divi-
dend was ahead and the buy-back topped up. This combined 
with relatively unchanged production guidance seemed to 
placate the market. With US$1.14bn of FCF forecast for FY 18 
future returns should also be strong. 

 

STO reported 1H17 underlying NPAT of $156m, a big turna-
round vs the $5m loss in 1H16. STO's primary focus remains 
on cost and debt reduction, targeting net debt of < $2bn by 
the end of 2019, to ensure it has sufficient liquidity to repay 
$1.3bn in loans maturating in 2019.  

 

FIG had a standout result, however without a dividend 
attached the stock price didn’t push as high as it could have. 
The company has no debt and is making way for acquisitions 
in the new period.  

 

Global Markets 

 

The Chinese market saw Fixed asset investment (FAI) growth 
fall from ~8.8% YoY in June to 6.5% in July, below implied 
forecasts. Meanwhile, industrial production growth slowed 
from 7.6% YoY in June to 6.4% in July, well below forecasts of 
7.1%. The slowdown comes as a surprise given the sharp up-
tick in activity in China’s commodity intensive sectors in June. 

While only one data point, the disappointing July data sug-
gests that the recent pick up in commodity prices is likely 
linked with impending cuts to China’s commodity production 
later this year.  

 

 
 

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 31 July  2017 31 August 2017 Change 

$AUD US$0.80 US$0.80  

Oil (Brent) US$52.66 US$52.82  

Gold US$1275/oz US$1327/oz  

RBA Cash Rate 1.50% 1.50%  

Aust 10yr bond 2.678% 2.713%  

US T-bills 0.75% 0.75%  

US 10yr bond 2.27% 2.12%  


