
MARKET & ECONOMIC UPDATE:  January 2018 

Market Update 

 
 

Australian Economy 
The AUD finished +3.2% higher vs. a weakening US Dollar,    
despite limited movement in the Australian Trade Weighted 
Index. US bond yields also rallied throughout January as the 10 
Year yield reached 2.7%. Resources have been a major driver in 
the strength of the Aussie Dollar.  

 

The CBA manufacturing PMI fell 1.7pts to 55.4 in January, still 
above the historic average. We head into reporting season after 
a strong half-year for small caps, with the Small Ordinaries   
Index up ~19% since August. Overall the macroeconomic back-
drop has improved significantly, business confidence remains 
high, employment growth is strong, capital spending in mining 
and non-mining is improving steadily, but we are unlikely to see 
this back at the heady days of the resources boom(s). 

 

Sector Returns ASX 200 
Gains in WTI Crude oil (+7.1%) did not benefit Australian Energy 
stocks which finished the month -0.5% lower. Crude oil peaked 
at US$66.50 in January. Australian retail sales figures jumped 

+1.2% in November with the iPhone X and Black Friday sales 
being flagged as the catalysts for the gains.    

 

January 2018 was not a great month for the A-REITs, with the 
sector being sold-off primarily on the back of rising bond yields 
and concerns of a cooling in property markets.  

 

 

 

% Returns to 31 January 2018 Index 1M    1YR  Rolling 

Australian Leaders S&P/ASX 200 -0.45% +7.40% 

Australian Market All Ords Index -0.45% +7.41% 

US Shares (USD) US S&P 500 -0.34% +8.31% 

 The ASX All Ords index closed at 6037 points. The index 
peaked on the 9th at 6,135 points and dipped to a low of 
5,991.9 points on the 22nd of the month.   

 Currency played an important part in January trading, with 
the AUD finishing +3.2% higher vs. a weakening US Dollar, 
despite limited movement in the Australian Trade Weighted 
Index.  

 Outperforming sectors for the month were Healthcare 
+3.2% and to a much lesser extent Technology. Laggards 
were utilities as the potential for higher bond rates, hit  
highly leveraged securities.  

 On a securities basis, CSL, BHP, RMD were the three largest 
contributors to the index, whilst CBA, WBC and CIM were 
the largest detractors.  

 Australian market volatility started to increase in January, 
bouncing off its lows of 10.13 to close the month at 12.36 
percent.  

 As we head into February reporting season it will be critical 
for companies with high multiples to hit and probably     
exceed expectations.  

 The market has been closely following the US bond yields as 
Trump looks to enact a potential tax stimulus and            
infrastructure spend. There appears to be a widening gap 
between what the Fed’s traditional job has been, versus a 
Presidency that it hellbent on stoking economic activity. 

 In oil, markets continued to rally despite higher than       
expected inventory data. OPEC has been quite the           
compliant child, so far seemingly sticking to its compliance 
of reduced supply. We are keeping an eye on the Baker 
Hughes rig index which has picked up in the past few 
months meaning greater US supply should be coming.  

 Gold has been sneaking upwards particularly as there has 
been some weakness towards the US dollar. It has been less 
beneficial to Australian miners however, as the Aussie dollar 
strength has continued.   

 Europe has continues its stellar run and has hinted that it 
can see early signs of an improving inflationary                 
environment. Although ECB’s Mario Draghi was at pains to 
explain that it would be unlikely to raise rates in 2018. 

Volatility Returns 

See individual fund newsletters for disclaimers 

% Returns to 31 January 2018 Weight 1 Month 1 Year Rolling 

Consumer Discretionary 4.65% -0.3% +14.20% 

Consumer Staples 7.32% -0.1% +16.50% 

Energy 5.22% -0.5% +19.3% 

Financials 35.54% -0.8% +0.90% 

Health Care 7.12% +3.2% +22.10% 

Industrials 7.08% -2.1% +17.10% 

Information Technology 1.91% +1.9% +30.60% 

Materials 18.24% +0.5% +13.70% 

Real Estate 3.09% +0.45% +6.19% 

Telecommunication Services 7.83% +0.80% -24.70% 

Utilities 2.01% -4.50% -1.10% 



The Healthcare sector was the top performer for the month 
with IT not too far behind. Overall, the IT sector took the medal 
for the best performing sector for the rolling year. We expect 
technology gains to be a major contributor to the index as 
many firms have now embraced cloud infrastructure.  

 

Stock Review 

 

Given debt levels are now within target ranges for RIO and BHP 
we expect the majority of free cash flow generated to be     
returned to shareholders through increased dividends and 
share buybacks. The free cash flow yields for BHP and RIO are 
similar at 11-12% while for S32 the free cash flow yield rises to 
over 20% under a spot price scenario. 

 

When BHP reports its financial result on the 20th February we 
expect the company will show robust FCF generation and a 
stronger balance sheet with gearing down within its US$10-
$15bn target range. We are also looking for updates on US 
shale exits and other strategy items.  

 

James Hardie (JHX) has had a strong run and should continue 
based on a better than expected result driven by strong US 
margins. Third quarter results driven by continued strength in 
US housing, R&R growth and continued improvement in       
delivered unit costs in 2HFY18.  

 

Global Markets 

 

As we head into Chinese New Year, iron ore inventories at    
Chinese ports have been historically high. We note that spreads 
in the quality of ore have widened dramatically, for example 
the difference between 62% and 58% Fe content is 29%. Some 
reports suggest that there is a growing third market where 65% 
prices are starting to come through, particularly from South 
America. While this will affect the small domestic players and 
Fortescue, we still feel BHP and RIO are well placed by having 
top quartile mines.  

 

The US added 200,000 payrolls in January which fuelled  the sell 
off in bonds as the market increased its expectations that the 
Fed would raise rates. Unemployment held steady at 4.1% as 
did the participation rate at 62.7%. Wage growth was 2.9% in 
January, the strongest number in this cycle along with positive 
revisions to November and December. We note that the vast 
majority of improvement in wage growth has started to come 
through the high income which is disappointing as their        
propensity to consume is lower and more discretionary.  

 

A key development we have been watching is the ability of the 
US to repatriate large portions of funds held by US multi       
nationals in other jurisdictions. We believe a large proportion is 
held in US treasuries as a natural hedge, so it is unlikely to have 
any material impact on the USD. But Trump will be looking to 
use it as a win against his political adversaries.  

 

 

 
 

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 

 

Report prepared by Sara Acar  

sacar@armytage.com.au 

 

Key Indicators 31 December 
2017 

31 January 
2018 

Change 

$AUD US$0.7804 US$0.8057  

Oil (Brent) US$66.61 US$68.96  

Gold US$1309.3/oz US$1348.6/oz  

RBA Cash Rate 1.50% 1.50%  

Aust 10yr bond 2.63% 2.81%  

US 10yr bond 2.41% 2.71%  


