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Economic Analysis
Market moves

Index returns as at 30 June 2020

3 Months (%) 6 Months (%) 1 Year  
(% p.a.)

3 Years  
(% p.a.)

5 Years  
(% p.a.)

AUSTRALIAN EQUITIES 16.79 -10.55 -7.61 5.24 6.00

GLOBAL EQUITIES 17.82 -7.01 1.30 6.25 7.34

A−REITS 20.22 -21.02 -20.71 2.33 4.73

GLOBAL LISTED PROPERTY 8.37 -22.24 -17.08 -1.98 1.57

AUSTRALIAN FIXED INTEREST 0.53 3.53 4.18 5.57 4.77

GLOBAL FIXED INTEREST 2.27 3.57 5.18 4.73 4.76

CASH 0.06 0.32 0.85 1.53 1.73

AUD/USD 12.59 -1.68 -1.67 -3.53 -2.18

MARKET INDICES: 
S&P/ASX 300 ACCUMULATION INDEX 
MSCI WORLD EX AUSTRALIA NR INDEX (AUD HEDGED) 
S&P/ASX 300 A−REIT ACCUMULATION INDEX 
FTSE EPRA/NAREIT DEVELOPED NR INDEX (AUD HEDGED) 
BLOOMBERG AUSBOND COMPOSITE 0+ YR INDEX AUD 
BLOOMBERG BARCLAYS GLOBAL AGGREGATE TR INDEX (AUD HEDGED) 
BLOOMBERG AUSBOND BANK BILL INDEX AUD
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Quarterly Outlook

Australian Equities
Investor sentiment was on a rollercoaster ride of emotion in the first half of 2020, 
moving from the depths of an imminent recession to the euphoria of a potential ‘V’-
shaped recovery.

The Australian share market as measured by S&P/ASX 300 Accumulation Index 
experienced a swift 35% retracement from February’s all-time highs to a multi-
year low on 23 March, amid heightened fears of a prolonged coronavirus-induced 
shutdown of the entire economy, which to date has been an extraordinary but 
necessary course of action undertaken by the government.

Since the 23 March 2020, to the surprise of many experts, the equity market has 
sharply rebounded, while recent macro data and a number of companies withdrawing 
profit guidance paints a grim picture of the economic damage mixed with heightened 
uncertainty.

During this period, the divergence between the share market’s strong rally and our 
day-to-day reality appeared disconnected. Savvy market participants and ‘robin 
hood’ punters are looking through the short-term noise of dire predictions and 
are instead seeing a better environment ahead, i.e. a sharp recovery anchored by 
significant fiscal and monetary support.

As renowned investors Benjamin Graham and Warren Buffett said: “In the short term 
the stock market is a voting machine, but in the long run it is a weighing machine." 
This is as relevant today as in any other time in history. 

It is apparent that many investors were ‘voting’ for a sharp snapback once the dark 
COVID-19 clouds cleared, and the broad index has approached 6000 points and once 
again moved into bull market territory. Stocks that are leveraged to online retail 
activity have been stand-out performers during this isolation period, including 
Kogan, Temple & Webster, and City Chic. The past three months of hyper growth 
rates in online sales has been the equivalent of the past three years of cumulative 
growth.

Over the first six months in 2020, a key observation has been ‘growth’ stocks 
continuing to outperform ‘value’ stock up until mid to late May. For the past 
month, new market-driven leadership belongs to value companies which typically 
outperforms growth companies when there are identifiable signals of an economic 
recovery. Beneficiaries tend to be the financials, resources and consumer 
discretionary sectors. If this change in market leadership is sustained, it may catch 
some investors by surprise and force them to recalibrate their portfolio positioning. 

Quarterly outlook
Shapes of recovery
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Quarterly Outlook

For the past decade, growth companies have facilitated an ascendency of new 
technologies augmented with significant amounts of intangible assets. The 
structural tailwinds for growth companies are favourable demographic shifts, 
extremely low interest rates, and excess liquidity overlaid with shorter business 
cycles. 

Valuing companies with a large proportion of their value being derived from R&D 
and intangibles has been difficult and problematic for some experts. Reconciling 
valuations using long-established metrics of discounted cash flows, price-to-book 
ratios, or price-to-earnings multiples has been challenging.

Capital raisings 
The uptake in capital raisings since the market hit its recent low point is partially 
attributable to an easing of ASX capital raising rules. The temporary rules, effective 
until the end of July, allow companies to undertake larger placements worth up to 
25% of total shares on issue, as opposed to the long-established 15% limit.

S&P/ASX 300 TR Index three-year rolling returns (% p.a.) to 30 June 2020
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Of the coronavirus induced capital raisings seen so far during this period, 
approximately 85% of the companies that raised capital since March have 
subsequently outperformed the index. Among those names that experienced the 
highest percentage gains from their offer price were Southern Cross Media (117%), 
Ooh!Media (108%) and Webjet (134%) as at close of trade on Friday 19 June.

Companies’ capital raising motives have typically been in two distinct camps: 

1. For many, capital raisings have been necessary to bolster solvency and near-
term operational liquidity (e.g. Webjet and IDP Education, both of which 
have been severely impacted by the COVID-19 lockdown measures and travel 
restrictions). 

2. For some other companies, it has been an opportune time to strengthen balance 
sheets and thus provide a layer of insurance if the economic malaise continues 
longer than anticipated (e.g. QBE Insurance and Cochlear).

Australian share index performance to 30 June 2020

3 Months (%) 6 Months (%) 1 Year  
(% p.a.)

S&P/ASX 200 HEALTH CARE (SECTOR) TR INDEX AUD 2.31 4.42 27.38

S&P/ASX 200 INFORMATION TECHNOLOGY (SECTOR) TR INDEX AUD 48.69 12.27 19.43

S&P/ASX 200 CONSUMER STAPLES (SECTOR) TR INDEX AUD 7.19 3.82 12.74

S&P/ASX 200 CONSUMER DISCRETIONARY (SECTOR) TR INDEX AUD 30.08 -7.82 2.85

S&P/ASX 200 MATERIALS (SECTOR) TR INDEX AUD 26.23 -1.43 -0.97

S&P/ASX 200 UTILITIES (SECTOR) TR INDEX AUD 5.49 -4.08 -1.94

S&P/ASX 200 TELECOMMUNICATION SERVICES (INDUSTRY GROUP) (TR) AUD 4.95 -5.35 -11.29

S&P/ASX 200 INDUSTRIALS (SECTOR) TR INDEX AUD 15.3 -16.67 -12.64

S&P/ASX 200 A-REIT TR INDEX AUD 19.92 -21.29 -21.33

S&P/ASX 200 FINANCIAL-X-A-REIT (SECTOR) TR INDEX AUD 12.91 -18.65 -21.4

S&P/ASX 200 ENERGY (SECTOR) TR INDEX AUD 28.17 -33.24 -28.66

S&P/ASX 300 ENERGY (SECTOR) TR INDEX AUD 4.74 -18.21 -32.08

SOURCE: FINANCIAL EXPRESS
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Australian growth versus value shares (growth in $10,000)
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Australia and US Economic Activity Tracker

SOURCE: AMP CAPITAL
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Determining how these stocks are going to perform beyond the post capital raising 
bump and into the medium term is dependent on market participants’ views on 
how extensive the coronavirus shutdown will be, how long it will last, and how 
restrictions will be eased and hopefully finally lifted.

Going forward, economic data in the coming weeks and months may continue 
to support the market, but there are ever-present risks to the market’s growing 
expectation of a ‘V’-shaped recovery, including:

• A slowdown in the pace of recovery as some restrictions linger, evidenced by the 
still stringent lockdowns in many countries.

• A second wave of viral outbreaks, resulting in further strict lockdowns or 
a cautious behaviour shift, whereby people no longer feel safe leaving their 
homes.

• A return to the US-China trade war as geopolitical rhetoric spills over, 
undermining the Phase One trade deal signed in mid-January 2020.

There are likely plenty of additional concerns besides those listed above. New 
economic cycles are usually vulnerable and subject to risks. Like any good 
rollercoaster, there will be plenty of twists, steep slopes and inversions to amuse 
thrill seekers. At this point, however, few investors will be too keen for a second ride.
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Global Equities
Global equities rebounded from their March low, which saw the MSCI World ex 
Australia Index AUD up 5.9% during the quarter and in the black by 5.2% for the 
financial year. Investor sentiment recovered during the quarter on optimism that the 
negative economic impact of COVID-19 will not be as severe as initially feared and 
hopes that monetary policy support will avert a deep, prolonged global recession. 

Despite the optimism, spates of volatility continued to hamper global equities 
during the quarter, exacerbated by simmering geopolitical concerns and fears of a 
potentially more disruptive second wave.

US equities surged on the back of the recovery, which saw the S&P 500 Index up 
20.5% during the quarter and 7.5% for the year (in USD terms). The technology and 
healthcare sectors led the charge, best illustrated by the performance disparity 
between the ‘old economy’ Dow Jones Industrial Index and ‘new economy’ NASDAQ 
Composite Index—up 17.8% and 30.6% respectively during the quarter (in USD 
terms).

Year to date, only the NASDAQ Composite Index has regained positive territory and 
continues to close at record highs. The performance of US equities is a far cry from 
fundamentals, with earnings for the S&P 500 estimated to have declined by 43.9% 
during the second quarter—on track to record its largest decline since Q4 2008 
(-69.1%)—and an elevated unemployment rate of 13.3%.

European equities also rebounded with the MSCI Europe Index up 13.1% during 

This saw the ECB surprise markets by increasing its asset purchase program by a 
further 12%, in addition to the already negative policy rate. Combined with other 
fiscal measures, the region’s unemployment rate has remained near record lows for 
now.

Despite being the first region to enter and subsequently exit the lockdown, the MSCI 
Asia ex-Japan Index only managed to finish the quarter 3.8% higher—albeit reflecting 
the shallower drawdown experienced in the region—and finishing 3.7% higher over 
the year.  The recovery in the region, which began in early March, continued during 
the second quarter led by the Chinese economy which, after contracting by 6.8% 
during the first quarter, is on track to expand in the second quarter with official 

the quarter but was down 5.7% for the year, held back by the large exposure
to financials and cyclically sensitive sectors. While the region is slowly emerging
 from the COVID-19 lockdown, the economy has already taken a significant hit,
 with the OECD forecasting GDP in the region to contract by 9.1% during 2020. 

9
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PMI figures indicating expansion every month since March, and further stimulus 
introduced to encourage spending. Across the broader emerging markets bloc, the 
recovery has generally lagged that of developed countries. The MSCI Emerging 
Markets Index was up 5.0% for the quarter but down 1.5% for the year.

Since reaching their March low, the rebound in global equities has been led by large 
cap growth companies. While these companies are expected to continue benefiting 
from the persistent low rate, low growth environment, small cap and value companies 
are looking more attractive on a relative valuation basis, and could be due for a near-
term bounce, especially if global economic growth gains traction. 

However, the risk of a second wave remains as countries emerge from the lockdown, 
while further deterioration in US-China trade relations and uncertain outcomes 
from the US presidential elections this year will be obvious downside risks to 
monitor. Conversely, any developments in an effective vaccine could propel global 
equities significantly higher.

Such an environment should favour cyclical sectors such as industrials, materials 
and energy that have since lagged the rebound, as well as emerging markets, which 
stand to benefit more broadly from an acceleration in the Chinese economy. From 
a currency perspective, the economically sensitive AUD is expected to continue 
strengthening relative to the USD as the global recovery continues. 

10



JULY 2020

Lonsec Research Pty Ltd ABN 11 151 658 561 • AFSL No. 421 445 • This information must be read in conjunction with the Warning, Disclaimer,  
and Disclosure at the end of this document.

MSCI World ex Australia NR Index three-year rolling returns (% p.a.) to 30 June 2020
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Global share index performance to 30 June 2020

3 Months (%) 1 Year (%) 3 Years  
(% p.a.)

5 years 
(% p.a.)

MSCI AC WORLD NR INDEX AUD 5.98 4.08 10.03 8.82

MSCI WORLD EX AUSTRALIA NR INDEX AUD 5.94 5.18 10.76 9.37

MSCI WORLD EX AUSTRALIA NR INDEX (AUD HEDGED) 17.82 1.3 6.25 7.34

MSCI WORLD EX AUSTRALIA SMALL CAP NR INDEX AUD 10.17 -3.43 5.62 6.52

MSCI EMERGING MARKETS NR INDEX AUD 4.97 -1.53 5.63 5.15

SOURCE: FINANCIAL EXPRESS
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Quarterly Outlook

Cash and fixed interest
The Australian economy experienced mildly contracted economic growth of -0.3% 
in the March quarter of this year. Given the full impact of coronavirus-related 
shutdowns during the early part of the June quarter, this makes it almost certain 
that the Australian economy experienced its first recession in 29 years. The last 
time Australia recorded two negative consecutive quarters of GDP was March and 
June 1991. The decline in Australian economic growth in the first half of 2020 is now 
expected to be relatively mild, at least compared to many other countries. Yet it was 
feared just three months ago that projections were for the worst Australian economic 
downturn since the 1930s. 

Australia’s relatively successful containment of the COVID-19 virus has resulted in 
health outcomes overall tracking better than initially estimated. This has allowed an 
earlier-than-expected easing in lockdown conditions, although some states are faring 
better than others. Combined with federal and state government packages, which are 
providing significant support to business and household income, the economy is now 
expected to perform better for the remainder of this year than previously anticipated. 

Since the COVID-19 outbreak was first diagnosed, it has spread to over 210 countries 
and estimates so far indicate the virus could trim global economic growth by between 
3.0% to 6.0% in 2020, with a partial recovery in 2021. This assumes there is not a 
second wave of infections. In anticipation of a pandemic peak, several countries and 
various US states eased restrictions from early May. However, a few countries and 
some US states reversed course late June to reimpose social distancing guidelines 
and close down businesses that had begun opening as a result of a rise in new 
confirmed cases. 

Globally, there was a swift and unprecedented public response to the epidemic, with 
central banks engaging in ongoing interventions in financial markets and national, 
state and local governments announcing fiscal policy initiatives to support their 
economies. However, the public epidemic responses have at times been overshadowed 
by a range of geopolitical issues: tensions between the US and China over trade 
issues, the political situation in Hong Kong, the India and China border dispute, the 
Brexit impasse, periodic military flare-ups in the Middle East, and the upcoming US 
presidential elections.

The Reserve Bank of Australia’s (RBA) outlook for the economy and interest rates 
was recently described by Governor Lowe as a world “where there’ll be a shadow from 
the virus for quite a few years”, causing “deflationary forces” and “large output gaps.” 
In other words, slower economic growth and low inflation, with interest stuck “at 
their current level for years.”

12
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Australian cash and fixed interest 
The emergence of the COVID-19 pandemic caused the RBA on 19 March of this year 
to not only take the unprecedented step of an emergency intra-month reduction of 
the official cash rate to 0.25%, but also to implement for the first time unconventional 
monetary policy measures, joining efforts by central banks in other developed 
economies.

The RBA version of unconventional measures included purchases of Australian 
government securities to achieve a target yield of 0.25% for the Commonwealth 
Government Securities (CGS) three-year portion of the yield curve. The RBA 
introduced a Term Funding Facility (TFF) for all Authorised Deposit taking 
Institutions (ADIs) of 0.25%, allowing them an alternative to accessing the domestic 
corporate bond market or retail deposit market for funding. It also implemented 
an increase in the interest rate earned on the overnight RBA exchange settlement 
balances for the banks from zero to 0.10%. All of this to allow additional access and 
reduce funding costs across the entire banking system.

Australia and New Zealand 10-year government bond yields
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As a result of the excess liquidity in the money market system, the unofficial cash 
rate, which up until the end of February of this year was in line with the official cash 
rate at 0.25%, had fallen to 0.14% by the end of June. This ultra-low interest rate also 
caused the 90-day bank bill rate to fall over the same period from 0.89% to 0.10%. 
The newly targeted three-year Commonwealth Government bond fell in line from 
0.67% at the end of February to 0.26% by the end of June. In contrast, the 10-year 
Commonwealth Government bond over this period increased in yield from 0.82% to 
0.89%.

In terms of benchmarks, the Cash market, as measured by the Bloomberg AusBond 
Bank Bill Index, returned 0.06% over the June quarter, compared to the March 
quarter return of 0.26%. Over the year to June, the cash benchmark returned 0.85%. 
The Australian bond market, as measured by the Bloomberg AusBond Composite 
0+ Year Index, increased by 0.53% over the quarter, driven by the RBA targeting the 
three-year yield at 0.25%. This contrasts with the large move lower in bond yields in 
the March quarter that produced a return of 2.99%. Over the year to June, the bond 
market benchmark returned 4.18%.

Given the RBA expects yields out to three years to remain around 0.25% for quite 
some time, returns from the bond market will be increasingly reliant on maturities 
longer than three years to provide yield enhancement, while superior security 
selection by cash and fixed income fund managers will be needed to add value above 
benchmark returns and fees. 

Global fixed interest 
The market volatility so far this year has seen global sovereign bond yields, which 
were previously moving higher in expectations of an improvement in global growth, 
reverse course in March and rally lower in yield as a risk-off investment. The 
realisation that governments would introduce a series of large-scale fiscal programs, 
meaning forthcoming substantial bond issuance and possible concerns about 
sovereign credit ratings, put a halt to this rally. 

The US 10-year Treasury Note, which had ended calendar year 2019 at 1.92%, 
finished the March quarter at 0.67%, and experienced material variations over the 
course of the June quarter to finish at 0.66%. While the US Federal Reserve continues 
to be a major buyer of these notes, yield fluctuations going forward will likely be 
greatly reduced. 

14
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In Europe, additional quantitative easing measures were introduced to allow 
governments, particularly in southern Europe, to issue additional debt to assist their 
domestic fiscal rescue packages. This caused the German 10-year Bund, which was 
already trading at the end of 2019 at a negative yield of -0.19%, to go further negative 
to -0.47% by the end of March, and more recently to -0.46% by the end of June. 

In contrast, concerns about the fiscal stability of the Italian government and their 
banking system saw Italian 10-year bonds as at December 2019 trade at a yield of 
1.41%, before rising to 1.52% by the end of March and then head back down to 1.26% 
by the end of June quarter after assurances of support from the European Central 
Bank (ECB). A similar yield pattern occurred with Greek bonds over the same period, 
which rose from 1.43% up to 1.63% and then back down to 1.20% by the end of June. 
Once again, ECB bond buying programs will assist European sovereign bond yields.

These yield gyrations did have an impact on the Bloomberg Barclays Global 
Aggregate TR Index (AUD Hedged), which as at 30 June returned 2.27% over 
the quarter and 5.18% over the year. This contrasts with the December quarter’s 
performance of -0.76% and 12-month return of 7.19%. Large central bank 
interventions in the developed world bond primary and secondary markets have 
significantly reduced market volatility and will provide a sense of defensive security 
this year, albeit with extremely low yields and, in some cases, negative yields for bond 
investors. 

Credit 
The market volatility year to date has seen the Australian iTraxx investment grade 
credit index spread continue to tighten over the quarter from 175 bps as at the end 
of March after reaching a high of 245 bps on 23 March to 88 bps by the end of June. 
Australian credit spreads are expected to continue to remain well bid as issuance by 
financial institutions remains subdued due to strong growth in bank deposits, with 
negligible interest rates and the low cost option of the RBA’s TFF funding facility 
making it cheaper to borrow at 0.25% than at an investment grade spread of 88 bps. 

Globally both Investment Grade and High Yield spreads tightened over the quarter 
as central bank monetary intervention had a positive impact on credit spreads. The 
North American Investment Grade CDX Credit Index spread over the quarter to June 
narrowed to 76 bps from 141 bps as at the end of March. The North American High 
Yield equivalent was 657 bps at the end of March and finished at the end of June at 
516bps.
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In Europe, the iTraxx Investment Grade Index spread by quarter-end was at 66 bps 
from 110 bps as at the end of the March quarter. The European iTraxx Crossover 
Index spread (which includes high yield corporates) over the same period was 381 
bps from 574 bps. These strong corporate credit rallies saw the Bloomberg Barclays 
Global Aggregate Corporate TR Index (AUD Hedged) return 7.45% for the June 
quarter and 5.63% for the year. While central banks continue as part of quantitative 
easing programs to selectively purchase corporate credits, active buying of quality 
names will remain robust.

Australian fixed interest three-year rolling returns (% p.a.) to 30 June 2020
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Emerging markets 
The sharp reduction in global trade from March of this year had a major impact on 
emerging market sovereign debt in the March quarter. This concern was echoed 
by the major ratings agencies either putting on negative credit watch or outright 
downgrading the sovereign ratings of countries with fiscal and balance of payment 
deficits. This market volatility can be seen in the performance of the JP Morgan 
EMBI Global Core Index (AUD Hedged), which in the June quarter was up 12.5% but 
still down 4.0% year-to-date and -1.1% over the past 12 months to the end of June.

These concerns also flowed through to emerging market credit spreads. The CDX.
EM, or emerging market credit default index spread, as at the end of March had 
widened out to 352 bps. Nevertheless, with an easing in COVID-19 concerns, the 
CDM.EM index spread by the end of June narrowed to 195 bps. Lonsec highlights 
that although attractive in a yield sense, emerging market debt does come with 
high market volatility brought on at times by factors such as geopolitical risks, a 
strengthening US dollar, and other idiosyncratic factors.
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Property and infrastructure
In the June quarter 2020 Australian Property Securities bounced back 20.2% (as 
measured by the S&P/ASX 300 Index) after the previous quarter’s -34.0% fall, and 
the sector outperformed the broader Australian Equities index (+16.5%). The year to 
June 2020 was still showing a poor performance, with the Australian Property sector 
down -20.0%, significantly underperforming Australian Equities (-7.7%).

Although markets have recovered recently, Global Property Securities – AUD hedged 
(+8.6%) trailed Global Equities – AUD hedged (+17.8%) for the June quarter 2020, with 
unhedged property returns (-2.1%) hindered by the recovery in the Australian dollar. 
For the year to June 2020, Global Property Securities performed poorly (AUD Hedged 
-17.6% and Unhedged -14.6%), lagging the Global Equities index which managed to 
finish in positive territory (+1.1% AUD Hedged).

Global property markets 
Presima1 has best characterised the global property sector into the following three 
categories depending on COVID-19 impact and recovery potential.

Category 1: Companies that have seen impacts that will offset each other or that 
could even see a net benefit from changes in habits. For example: Data Centres 
(greater bandwidth usage), Industrial/Logistics (e-commerce boom) and Self-storage 
(impacted more by life events, but more competition on pricing).

Category 2: Companies that will see an impact on cash flows that could affect short-
term dividend payouts, but that will also see a rebound once the situation stabilizes. 
These include Multi-family, Single Family residential rental (occupancy and pricing 
more resilient than owning), Manufactured Housing (more demand viewed safer 
than retirement communities), Student Housing (overseas students can’t travel) and 
Office (work from home impact likely to be cyclical; medical and laboratory space 
very solid).

Category 3: Companies that will see a significant hit to operations and financial 
conditions. These companies might have been in industries that were already 
seeing headwinds, for example Retail (Malls hit harder than grocery-anchored 
centres), Hotels/Lodging (demand evaporated, gradual recovery), Triple-net (most 
experiential shut), and Healthcare/Seniors housing (occupancy and costs under 
pressure).

1 Presima, Global Real Estate Securities, presentation, 30 June 2020
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Global real estate securities markets were similarly severely affected by the 
COVID-19 pandemic, and consumers’ restricted movements translated into 
the largest falls for retail stocks on record. This was a continuation of negative 
trends already underway, especially in the mall sector (Macy’s department store 
bankruptcy) where the outlook remains particularly challenging. In the US, Simon 
Properties’ bid for rival mall owner Taubman’s has been abandoned. While the 
valuations at the bottom of the recent market slump have tempted some Managers 
to pick up deep value stocks (e.g. Scentre), other stocks like Unibail-Rodamco have 
higher gearing and are still being avoided.

As restrictions have been eased, shopping traffic and in-store sales are recovering, 
yet the online sales avenue received a huge boost worldwide during the lockdown 
conditions. The disruption to rentals for the lockdown period is likely to be shared 
between tenants and landlords in different proportions in various parts of the 
world. Going forward, rentals may continue to be renegotiated and the full extent of 
economic decline is yet to be seen.

Hotels and Lodging was another major casualty of the travel restrictions across the 
globe, with Price/NAV falling by the end of March 2020 to 50% below the longer-term 
average (-5% discount).

Australian and global property three-year rolling returns (% p.a.) to 30 June 2020
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Quarterly Outlook

The best performing sub-sectors included Data Centres/Communication Towers 
and Industrial sectors, which have been beneficiaries of the increased demand 
due to work-from-home lockdowns and generally a continuation of the digital and 
e-commerce revolutions. While elevated valuations have kept some Managers on the 
sidelines, those that rode this trend have generally outperformed.

Multi-family (apartments) and Single Family homes constitute the bulk of the 
residential rental sector, along with Manufactured Housing (mainly retirement 
homes). All of these operate on a rental model which has proven to be more resilient 
in previous economic downturns. While there will be some impact from higher 
unemployment, the sector is seen as a safer haven than companies exposed to new 
housing sales.

Continental Europe/UK has seen a similar pattern by property sector type, with 

Regionally Hong Kong has seen a major impact from the restrictions on tourists 
from the mainland and the political unrest has hurt non-discretionary retail. China’s 
recovery is being reflected in increased travel (air and rail back to 50–60% of pre-
COVID levels), with property development companies launching new projects and 
prices starting to rise. Japanese developers remain relatively well priced compared to 
J-REITs (40–60% premiums), although the former have been improving governance 
and dividend payouts to narrow this gap. Office vacancies remain very low in Tokyo, 
so fundamentals remain positive.

2 UBS Clarion, Global Property Securities Fund – Portfolio review and market update, May 2020

US REITs: Strongest and weakest sub-sectors

Strongest sub-sectors Year to 
May 2020 Weakest sub-sectors Year to 

May 2020

DATA CENTRES / COMMS (US) +24% TO 27% RETAIL REGIONAL MALLS (US) -62%

INDUSTRIAL (US) +19% RETAIL (CONTINENTAL EUROPE) -49%

CONTINENTAL EUROPE* 0% TO +8% HOTELS (US) -46%

UK* -3% TO -13% RETAIL OTHER (US) -38%

SPECIALTY/STORAGE (US) -9%/-11% HONG KONG* -25% TO -35%

APARTMENTS (US) -11% AUSTRALIA - RENTAL -31%

SOURCE: DWS PRESENTATION TO LONSEC, JUNE 2020

* SOME SUB-SECTORS AMALGAMATED INTO REGIONS BY LONSEC

German residential and storage sub-sectors performing reasonably well. 
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In the wake of the COVID-19 pandemic, global REIT earnings are being revised 
down, with CBRE Clarion’s estimate for calendar 2020 reducing from +4.8% to -3.7%, 
with a recovery expected in calendar year 2021 (+12%). As at 31 May 2020, the Global 
REIT sector is trading at a -13% discount to Net Asset Values and US REITs at a -8% 
discount, with both being below the ten-year average of between zero and -5%). Global 
property securities dividend yields are in the 3.3–5.8% range.2

With central banks expected to keep interest rates low for some time, the yield spread 
of REITs to bonds remains attractive (approximately 4–5%), continuing the relative 
attractiveness argument for listed property. Private real estate, although reflecting 
higher asset values for some time, have tended to see valuation reductions in the wake 
of the assessed impact on the property sub-sectors. Transactions for high quality 
assets in sought after sectors have continued in various parts of the world.

Australian listed property markets 
A-REITs have experienced a significant fall relative to general equities in the wake 
of the COVID-19 travel restrictions and lockdowns. As global markets steadied, 
Australian Property Securities also bounced back over the quarter to June 2020 by 
20.2% (measured by the S&P/ASX 300 Index), albeit still down -20% for the year to 
date, and significantly worse than Australian Equities (-7.7%).

The pandemic has exacerbated and accelerated structural shifts that have been 
underway in Australian property over the past few years, with different ramifications 
for each sector. The Retail sector is experiencing an annus horribilis. Consumer 
sentiment was weak given the devastating summer bushfire season and the 
structural shift towards online retail. The COVID-19 pandemic may be the straw 
that breaks the camel’s back for retailers that cannot sustain large physical store 
networks.

In response to the fall in income from retail properties in particular, the government 
responded with the National Cabinet Mandatory Code of Conduct for dealing with 
SME commercial leases, which sought to balance the interests of tenants and 
landlords in a proportionate manner.

Shopping mall and retail strip landlords have been most affected, with more grocery-
anchored centres the best placed. Grocery and hardware sales actually increased as 
consumers stocked up on staples and other household items during the lockdowns.

21



JULY 2020

ISSUE 41

Lonsec Research Pty Ltd ABN 11 151 658 561 • AFSL No. 421 445 • This information must be read in conjunction with the Warning, Disclaimer,  
and Disclosure at the end of this document.

INVESTMENT OUTLOOK REPORT

lonsec.com.au

As Australian states progressively emerge from lockdown, it is anticipated that retail 
rents will come under pressure as tenants demand either significant rent reductions 
or incentives. Major listed companies issued large capital raisings in March and 
April 2020, so balance sheets are better positioned compared to the GFC. However, 
dividends have in many cases been cut or even cancelled. The outlook for non-
discretionary retail remains grim and depends in large part on the continuation of 
government support programs or a relatively quick economic recovery.

The Logistics/Industrial sector has been relatively resilient to the downturn. This is 
attributed to the sector continuing to benefit from the expansion in online commerce, 
both from the demand for ‘last-mile’ sites and the provision of logistics facilities 
and services to supply goods. Tenants continue to face a very limited supply of well-
located warehouses, logistics and distribution centres with good transportation links 
and population proximity. Despite the COVID-19 uncertainty, asset valuations in this 
sector have remained firm.

Going into the crisis, Office sector vacancies were at or near record lows in the 
Sydney (4.0%) and Melbourne (3.4%) CBDs, with solid rental growth and falling 
incentives. However, the lockdowns saw a shift to working from home arrangements, 
and while some states have lifted restrictions, this may result in tenants re-
evaluating office space needs. While this conceivably reduces the office area required 
by business, social distancing and spacing restrictions may have a countervailing 
effect.

While the near-term outlook remains uncertain, the office sector is underpinned 
by record infrastructure spending over the next four to five years ($90 billion in 
NSW and $60 billion in Victoria), and the fact that a significant portion of the 
approximately 685,000 square metres of new supply coming to market in these 
two cities over 2019–22 has already been pre-committed. Higher-quality A-grade 
assets with strong national and international tenants on long leases are expected to 
continue providing resilient income.

The Residential sector has received significant government support from the 
JobKeeper and JobSeeker programs, the launch of the $25,000 Homebuilder 
program, and other incentives by various state governments. Further easing of 
lending criteria by APRA in addition to loan repayment deferrals by the major banks 
has lent further support.
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All of this has helped to prevent a home loan default cascade of fire sales. With 
Australia’s borders currently shut, migration numbers for CY2020 are expected 
to fall significantly relative to previous years, and with unemployment high (albeit 
induced by the COVID-19 pandemic), the outlook for new residential property sales is 
likely to be subdued.

cycle pre-COVID, has extended its late-stage duration as a result of ‘lower for much 
longer’ monetary policies. Despite deferrals and cancellations of dividends by 
some REITs, Australian Property Securities still offer attractive yields relative to 
both bonds and cash (3–4% yield differential). Sectors with structural tailwinds 
(logistics/industrial/specialised) are expected to enjoy more resilient cashflows and 
distributions, and as a result will continue to trade at a premium to those sectors out 
of favour (e.g. retail malls and shopping strips).

Global infrastructure markets 
During the June 2020 quarter, although there was a recovery in Global 
Infrastructure Securities – AUD hedged (+8.1%), the sector still underperformed the 
broader Global Equities – AUD hedged (+17.8%) with unhedged infrastructure returns 
(-1.9%) held back by a stronger Australian dollar. For the year to 30 June 2020, the 
returns from Global Infrastructure Securities (AUD hedged -7.9% and unhedged 
-7.2%) was disappointing, underperforming Global Equities (AUD hedged +1.1%).

Infrastructure was not overly defensive during the market declines in late February 
and early March 2020. Airports (travel bans) and Pipelines (energy price volatility) 
were the major detractors. The outlook for Airports remains negative, with travel 
bans continuing to be in effect in many parts of the world. APAC (the owner of 
Melbourne Airport and partially owned by the AMP Core Infrastructure Fund) does 
not expect air traffic to return to pre-pandemic levels until the end of 2023. 

Pipeline stocks were hit by a combination of a fall in demand for energy due to 
COVID-19 shutdowns and OPEC failing to come to an agreement on constraining 

infrastructure managers in the sector primarily derive their revenue from contracts 
tied to volume rather than oil or gas prices. Pipeline stocks are expected to recover 
over time as the market recognizes the disconnect between company earnings and 
energy prices. 

3 UBS Clarion, Global Infrastructure Securities Fund presentation, May 2020

We believe the Australian real estate market, which was already late in the 

oil supply. Most pipeline stocks, whether they specialize in oil or gas, held by 
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Cell Towers and Data Centres have performed strongly and are valued at high 
multiples by historical standards. These are two sectors where demand for 
communications has increased during the pandemic lockdown periods.

Emerging Markets continues to be challenged with the economic outlook worsening 
due to COVID-19. The S&P Emerging Markets Index AUD returned -29.8% in the six 
months to 30 June 2020, bringing the returns over three years to -9.4% per annum.

As at 30 April 2020, the global listed infrastructure sector was priced at a forecast 
12.4x EV/EBITDA multiple (about 10% below its long-term level compared to US 
equities) with an estimated 3.8% dividend yield.3

24



Important Notice: This publication is published by Lonsec Research Pty Ltd ABN 11 151 658 561, AFSL No. 421445 (Lonsec). Please read the 
following before making any investment decision about any financial product mentioned in this publication.
Date prepared: 9 July 2020. Release authorised by: Lukasz de Pourbaix. Warnings: Lonsec reserves the right to withdraw this publication 
at any time and assumes no obligation to update this publication after the date it is published. Past performance is not a reliable indicator of 
future performance. The information contained in this publication is obtained from various sources deemed to be reliable. It is not guaranteed 
as accurate or complete and should not be relied upon as such. Opinions expressed are subject to change. This publication is but one tool to help 
make investment decisions. The changing character of markets requires constant analysis and may result in changes. Any express or implied 
recommendation, rating, or advice presented in this publication is a “class service” (as defined in the Financial Advisers Act 2008 (NZ)) or 
limited to “general advice” (as defined in the Corporations Act 2001 (Clth)) and based solely on consideration of data or the investment merits 
of the financial product(s) alone, without taking into account the investment objectives, financial situation and particular needs ("financial 
circumstances") of any particular person.
Warnings and disclosure in relation to particular financial products: If our general advice relates to the acquisition or possible acquisition 
or disposal or possible disposal of particular classes of assets or financial product(s), before making any decision the reader should obtain and 
consider more information, including the Investment Statement or Product Disclosure Statement and, where relevant, refer to Lonsec’s full 
research report for each financial product, including the disclosure notice. The reader must also consider whether it is personally appropriate in 
light of his or her financial circumstances or should seek further advice on its appropriateness. It is not a “personalised service” (as defined in the 
Financial Advisers Act 2008 (NZ)) and does not constitute a recommendation to purchase, hold, redeem or sell any product(s), and the reader 
should seek independent financial advice before investing in any financial product. Lonsec may receive a fee from the fund manager or product 
issuer (s) for reviewing and rating individual financial product(s), using comprehensive and objective criteria. Lonsec may also receive fees from 
the fund manager or product issuer(s) for subscribing to research content and services provided by Lonsec.
Disclaimer: This publication is for the exclusive use of the person to whom it is provided by Lonsec and must not be used or relied upon by any other 
person. No representation, warranty or undertaking is given or made in relation to the accuracy or completeness of the information presented 
in this publication which is not verified by Lonsec. Financial conclusions, ratings and advice are reasonably held at the time of completion but 
subject to change without notice. Lonsec assumes no obligation to update this publication after the date it is published. Except for any liability 
which cannot be excluded, Lonsec, its directors, officers, employees and agents disclaim all liability for any error or inaccuracy in, misstatement 
or omission from, this publication or any loss or damage suffered by the reader or any other person as a consequence of relying upon it.
Copyright © 2020 Lonsec Research Pty Ltd (ABN 11 151 658 561, AFSL No. 421 445) (Lonsec). This publication is subject to copyright of Lonsec. 
Except for the temporary copy held in a computer's cache and a single permanent copy for your personal reference or other than as permitted 
under the Copyright Act 1968 (Cth), no part of this publication may, in any form or by any means (electronic, mechanical, micro-copying, 
photocopying, recording or otherwise), be reproduced, stored or transmitted without the prior written permission of Lonsec.
This publication may also contain third party supplied material that is subject to copyright. Any such material is the intellectual property of that 
third party or its content providers. The same restrictions applying above to Lonsec copyrighted material, applies to such third party content.


