
MARKET & ECONOMIC UPDATE:  October 2017 

Market Update

 

Australian Economy 
The RBA backed the global trend of tightening monetary policy, 
keeping rates on hold at 1.5% for the 13th consecutive month, 
driving the AUD 1.2% lower throughout October. The High 
Court ruling on parliamentary citizenship has increased political 
uncertainty likely having an adverse impact on investor         
confidence in the Australian Dollar.  

 

Australian jobs growth remained strong in September. The   
unemployment rate fell to the lowest level since early 2013 and 
firms are reporting it is the most difficult since 2009 to get   
labor. Business confidence numbers have also remained robust 
but this has not led  to wage price inflation or the intention to 
change jobs.  

 

Falls in commodity prices and Australian terms of trade over 
the past six years have been a determining factor in weakening 
average real wage growth. Australia’s terms of trade and 
productivity performance will dictate wages growth in 2018 
and 2019. Real hourly wages growth will likely track broadly 
sideways for the next year to eighteen months as lower terms 
of trade continues, unless a period of strong bulk and metals 
demand ensues for an extended period so that employers can 
gain confidence that incomes will be there to apply a catalyst to 
re-set wages.  

 

Sector Returns ASX 200 

 

 

 

 

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

Australian Leaders S&P/ASX 200 3.79% 16.06% 

Australian Market All Ords Index 4.06% 15.45% 

US Shares (USD) US S&P 500 2.22% 21.12% 

 The ASX All Ords index closed at 5976 points. Despite the 
recent bounce, from a regional and global perspective 
Australia has been a laggard performer. The MSCI World 
index released a YTD total return of 15.9%. 

 The RBA held rates at 1.5% for the 13th consecutive 
month. We are unlikely to see much movement here in 
the short term unless we see an improvement in inflation 
and wage price growth.  

 Australian job growth remained strong in September 
with forward looking indicators pointing to some        
moderation in jobs growth by early 2018. However, real 
hourly wage growth we believe is likely to track broadly 
sideways for the next twelve to eighteen months.  

 President Trump, as expected, has nominated Jerome 
Powell as the next Fed Chairman to replace Janet Yellen 
in February.  

 In Europe, the economies of the large Western countries 
appear to be continuing to deliver on their positive          
momentum. Spain is perhaps the only major risk with the 
Catalans looking to gain independence in an action that 
has been deemed unconstitutional by the incumbent 
Government.  

 The Technology sector led the market for the month 
whilst the Real Estate sector drifted in to last position for 
total monthly returns. 

 The market movers for the month were Commonwealth 
Banks, Westpac, National Australia Bank, CSL and      
Macquarie.  

 The laggards in the market were construction stocks 
Lend Lease / Fletcher Building, Iron Ore exporter For-
tescue Metals and financials Bendigo Bank / Perpetual 
Funds Management.   

 The market’s appetite for new issues has been insatiable. 
From Bendigo Banks hybrid issue, to the resource sector 
and to merger and acquisitions. Nufarm, Worley and  
IOOF, all chased capital for acquisitions along with a   
Congo line of resource companies, particularly anything 
with Lithium or Nickel.  

Techs taking the lead 

See individual fund newsletters for disclaimers 

% Returns to 31 October 2017  Weight 1 Month 1 Year 

Consumer Discretionary 5.95% 4.49% 7.61% 

Consumer Staples 6.91% 5.45% 17.22% 

Energy 5.12% 5.85% 17.32% 

Financials 33.98% 3.34% 17.48% 

Health Care 7.02% 5.45% 18.14% 

Industrials 8.21% 4.64% 23.13% 

Information Technology 2.64% 9.05% 26.64% 

Materials 16.61% 4.17% 19.10% 

Real Estate 8.42% 1.43% 9.50% 

Telecommunication Services 3.00% 2.84% -23.21% 

Utilities 2.15% 4.39% 24.81% 



Technology led all sectors for the month whilst Real Estate took 
to the back of the line. Though underperforming the ASX200, 
financials added the most value to the index. 

 

Iron Ore price continued to trade in two different markets as 
the Chinese importers look to curb pollution. Our research 
points to most of the inventory being held at port is the sub 
quality c.58% grade ore. This is the commodity Fortescue ex-
ports after failing to reach a blending agreement with Vale pre-
viously.  

 

Base metals and oil should continue to benefit from the       
positive global growth backdrop with a revival in the USD     
remaining a potential risk factor. The surge in oil prices has 
been spurred by the reduction in global inventories and the 
positive supply and demand environment.  

 

Stock Review 

 

Bank of Queensland’s (BOQ) elevated mortgage spreads       
coupled with shrinking branch footprint, inferior systems and 
greater capital requirements continue to impact BOQ’s ability 
to grow. However, BOQ provides an excellent yield and        
management seem to be managing the low growth                
environment as well as possible. Considering the 4 majors have 
pulled back from global markets and sold off underperforming 
assets, they are focused on competition and cost out in the 
Australian banking sector. This should be viewed as a positive 
for the domestic customer.  

 

Wesfarmers (WES) reports saw strong Bunnings sales, strong 
Kmart results and weak Target results. Coles sales momentum 
continued to slow particularly with fresh food deflation, the 
stock was down 2% on the day and is facing stiff competition 
from the improving Woolworths and expanding Aldi.  

 

 

Global Markets 

 

Despite the October bounce, the Australian share market has 
lagged relative to regional and global market performance.   
Australia’s CY18 earnings growth forecast pf 4-5% is               
significantly lower than global and regional benchmarks. The IT 
sector has been a major contributor to overseas markets, whilst 
Australia lost out on momentum from a lack of IT exposure.  

 

The Chinese government is pushing some of its biggest tech 
companies; including Tencent, Weibo and a unit of Alibaba to 
offer the state a stake in them and a direct role in corporate 
decisions. While the authoritarian government already exerts 
heavy sway over businesses through regulation, a management 
role would give Beijing a direct hand in innovative companies 
that service hundreds of millions of Chinese.  

Yet they appear to be willing to entertain opening up the     
financial sector. Time will tell how Trump’s Asian trip will help 
open up global markets.  

 

 
 

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 September 
2017 

31 October 2017 Change 

$AUD US$0.7834 US$0.7656  

Oil (Brent) US$55.7 US$61.05  

Gold US$1274/oz US$1271.8/oz  

RBA Cash Rate 1.50% 1.50%  

Aust 10yr bond 2.838% 2.668%  

US 10yr bond 2.32% 2.37%  


