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13t March 2020
Thoughts on Recent Events

As many of you would be aware US, European and Australian stock indices have fallen as investors
grapple to understand the impact of COVID-19 on economies around the world. Following initial
cuts to official interest rates it seems likely that further monetary stimulus will be provided by
governments including the increasing probability of quantitative easing to sure up liquidity.
Domestically, Scott Morrison announced a range of fiscal measures designed to boost economic
activity and help to avoid a recession.

Some interesting points to consider:

o Exposures to cash, fixed income and alternative assets can offset the fall in equity valuations.

¢ Whilst share valuations have fallen, dividends haven’t. Companies like to smooth their
dividends over time. They never go up as much as earnings in the good times and so rarely
fall as much in the bad times.

e When thinking of any long-term asset such as shares, over 90% of their value is dependent
on profits more than 12 months out. Thus, a few quarters of deteriorating profits should not
have a long-term impact on valuations.

e The recent correction is quite possibly providing the best buying opportunities since the GFC
10 years ago.

e For long term investors, as opposed to short term speculators, price fluctuations have only
one significant meaning — an opportunity to buy wisely when prices fall and to sell wisely
when they advance a great deal.

¢ One of the primary reasons individuals can fail as long-term investors is they pay too much
attention to what the stock market is currently doing and react to it.



How the different asset classes have fared:
(As at 29 February 2020)

10 Yr 5Yr 3Yr 1Yr YTD 6 Mo 3 Mo 1 Mo
Asset Class % p.a. % p.a. % % % %
Cash’ 2.82 1.85 1.68 1.30 0.16 0.48 0.23 0.08
Australian Bonds? 5.89 4.45 5.98 8.98 3.21 1.35 1.51 0.86
International Bonds® 6.36 4.47 4.97 9.33 3.05 1.69 2.75 1.21
Australian Shares* 7.90 6.37 8.54 8.24 -3.77 -0.99 -5.59 -8.08
Int. Shares Unhedged® 12.60 10.29 13.95 15.73 -0.74 5.61 -1.60 -4.83
Int. Shares Hedged® 11.31 6.95 7.12 4.54 -8.83 0.29 -6.74 -8.44
Emerging Markets Unhedged’ 6.32 6.35 10.72 7.76 -2.43 713 1.59 -1.91
Listed Infrastructure Unhedged® 13.11 10.49 14.33 16.47 1.96 2.37 1.90 -5.56
Australian Listed Property? 11.95 9.12 10.30 12.31 1.31 -2.17 -2.98 -4.69
Int. Listed Pty Unhedged"® 12.15 6.98 9.71 12.69 0.53 -0.41 -3.66 -5.01

1 Bloomberg AusBond Bank 0+Y TR AUD, 2 Bloomberg AusBond Composite 0+Y TR AUD, 3 Bloomberg Barclays Global Aggregate TR Hdg AUD, 4
S&P/ASX All Ordinaries TR, 5 Vanguard International Shares Index, 6 Vanguard Intl Shares Index Hdg AUD TR, 7 Vanguard Emerging Markets Shares
Index, 8 FTSE Developed Core Infrastructure 50/50 NR AUD, 9 S&P/ASX 300 AREIT TR, 10 FTSE EPRA/NAREIT Global REITs NR AUD

Australian and global share markets plunged in February due to concerns about the coronavirus’s
impact on global growth and corporate profits. The US S&P 500 recorded its fastest correction since
the Great Depression, falling by 12 per cent over six days from its record closing high on February 19.
Australian and international bond yields fell, and the Australian dollar depreciated against the US dollar.

Cash and Fixed Income

Australian and international bond yields fell in February to record lows in many countries, including
Australia, as investors flocked to safe-haven assets due to developments and risks associated with the
coronavirus. Investors bought bonds, pushing bond prices up and bond yields down, as expectations
for monetary easing increased due to concerns about the impact of the coronavirus on global growth.

Earlier in the month, the Reserve Bank of Australia (RBA) kept the cash rate unchanged at 0.75%. On
February 28, following sharp falls in equity markets, the US Federal Reserve issued a press release
stating that they will use their tools to act as appropriate to support the economy as the coronavirus
poses evolving risks to economic activity. This statement signaled that the Federal Reserve would likely
cut rates at its meeting in March.

Australian economic data was mixed over the month and was overshadowed by news about the
coronavirus. Retail sales fell by more than expected in December after Black Friday sales pulled
forward spending in November. Employment data was mixed; employment growth was stronger than
expected (driven by part-time jobs) but the unemployment rate increased unexpectedly to 5.3%,
underemployment rose, and wages growth remained subdued. House prices strengthened further in
January and housing loan approvals also continued to increase, led by owner-occupiers. However,
housing credit growth, which relates to the stock of housing debt, remained subdued because new
lending has been offset by a faster repayment of existing mortgages.



The Australian share market plunged by 8.1% in February, led by losses in the information technology,
energy and materials sectors. Losses in the Australian share market were concentrated later in the
month following a rapid escalation in new coronavirus cases outside China, notably in South Korea,
Italy and Iran. This raised concerns that the coronavirus will disrupt economic activity more deeply and
for longer than had been initially expected by the market. Australia’s export earnings will be significantly
impacted, particularly in the tourism, education and resources sectors, since China accounts for nearly
one-third of Australia’s exports. The uncertainty that the coronavirus creates will likely also negatively
affect domestic spending. The Australian share market continues to face significant uncertainty and
there is likely more volatility to come.

A number of Australian companies reported profit results in February for the half year to
December 2019. Only 53% of companies reported an increase in profits compared to a year ago, and
several companies issued profit downgrades related to the impact of the coronavirus.

International share markets (hedged) fell sharply by 8.4% in February due to renewed concerns about
the impact of the coronavirus on global growth following a large increase in new cases outside China.
However, unhedged international shares were partly cushioned by a depreciation in the Australian
dollar, falling by 4.8%. The coronavirus is a fast-developing situation and it is too early to tell how
persistent the effects of the coronavirus will be on global growth and at what point the global economy
will return to an improving path. Chinese economic activity has experienced a severe decline, global
supply chains and international travel have been disrupted and global consumer spending may start to
be impacted as households become more cautious. The uncertainty created by the coronavirus will
likely result in further volatility in financial markets.

The US profit reporting season for Q419 continued in February, with most companies surprising to the
upside. However, a number of US companies, including Microsoft, Apple, Walmart and Nike,
announced that their near-term revenues will likely fall short of guidance due to the fallout from the
coronavirus outbreak.

The Australian dollar depreciated by around 3% against the US dollar over the month to its lowest level
since 2009 due to negative risk sentiment and increased concerns about the impact of the coronavirus
in Australia’s export earnings.
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