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Insights from our CIO: The winds of change are coming

Years of accommodative monetary policy combined
with ample liquidity from central banks, remnants of
the global financial crisis of 2008, may be coming to a
gradual end. We are arguably entering a transition
period in the economic environment from one of low
inflation, low interest rates backed by unconventional
monetary policy (quantitative easing), to one of higher
inflation and the potential of higher interest rates.
Adding fuel to inflationary pressures has been a global
pandemic where supply chains have been disrupted like
never before, heightened geopolitical risks with the
Russian invasion of Ukraine, known as the breadbasket
of Europe, putting price pressures on everything from
crude oil, wheat to sunflower oil, and globalisation, the
accepted mantra for economic growth for decades,
which is now under increased scrutiny with talk of a
deglobalised world.

Periods of transition from a market perspective are
always challenging. They are characterised by increased
uncertainty and subsequently increased market
volatility. In such environments it is a balancing act
between defense and offence. In recent years, an
offensive game has been a clear winner, however
defense has become increasingly important. While we
do not have a crystal ball on how high inflation will be
and by how much interest rates may rise, the likely
trend is up. With this in mind, considering assets that
can assist in navigating a higher inflation environment
is important. While there is no perfect hedge for
inflation there are assets that can benefit from a higher
inflation environment. Some of these include real assets
such as infrastructure and property, commodities
including gold, floating rate notes and inflation linked
bonds.

Market developments during
April 2022 included:

Australian Equities

The Australian market closed for the month of April
with the S&P/ASX 200 down -0.85% with seven out of
eleven sectors finishing higher. Utilities led the index
(+9.33%) to continue its strong performance, with
Industrials (+3.47%) and Consumer Staples (+3.29%) all
performing well. The main detractors of the Index were
Technology (-10.37%) and Materials (-4.33%).

High exposure to Resources shares and low exposure to
Technology companies has meant the Australian Share
Market remains an outperformer relative to global
peers. The Technology sector suffered a sizeable selloff
after strong March performance, continuing the trend of
high volatility in the sector. Macroeconomic uncertainty
clouded much of the month’s headlines with the
inflation figures hitting 20-year highs. Australian
investors took precautions flocking to defensive sectors
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over the month leading to the positive performance in
Utilities and Consumer Staples. Market volatility is
expected to remain high in the short-to-medium term
with China’s COVID lockdowns hampering growth
with increasing supply chain issues.

In April, Enhanced Value (+4.92%) and Low Volatility
(3.10%) were the top performing factors. Neutral or
negative performance was seen across most factors with
Momentum (-1.95%) and Growth (-1.92%) being the
weakest factors. Over the past 12 months Enhanced
Value is the top performer (+22.5%).

Global Equities

Global markets descended further over the month of
April as 'zero-COVID' lockdowns in China added to
prolonged geopolitical risk pressures in Ukraine.
Developed markets fell by -3.2% by month end, Global
small caps performed modestly better than their large
cap counterparts closing with a -2.5% loss. Emerging
and Asian markets fared better than the previous
month, falling by -0.2% and -1.6% respectively. Returns
in AUD were assisted by the softer AUD over the month
as signified by the local currency return of the MSCI
World Ex Australia Index (LCL) of -7.0%.

Quantitative tightening signalling from central banks
has joined geopolitical uncertainty as core focuses for
investors as heightened inflation continues to weigh on
investor sentiment. Dividend yield and value factors
were the best performers over the month returning -
1.8% and 2.6% respectively, whilst momentum and
quality factors lagged returning -9.7% and -7.9%
respectively according to MSCI ACWI Single Factor
Indices reported in local currency terms.

Fixed Interest

Fixed interest markets have continued their downturn
throughout April, as monetary policy tightens
internationally in response to continued elevated levels
of inflation. Australia saw yields rise, primarily at the
short end of the yield curve, as first quarter inflation of
5.1% proved higher than expected. The yield for 2-year
Australian Government bonds increased by
approximately 30bps over the course of April, while 10-
year Australian Government bonds increased by only
around 10bps. Credit spreads also continued to widen
over the month, which contributed to the Bloomberg
AusBond Composite 0+ Yr Index returning -1.49% over
the course of April. Market expectations of increasing
interest rates proved accurate, as in their meeting on 3rd
May the Reserve Bank of Australia increased the cash
rate by 0.25%, an action which has seen yields shoot
higher following the announcement.

Internationally the global tightening cycle has been
ramping up in an effort to combat inflation. The US
Federal Reserve raised the federal funds rate target by a
full 50bps on the 4th of May. Rising global yields have
resulted in a return of -2.88% for the Bloomberg Global



P2-2

Aggregate Index (AUD Hedged), with currency
fluctuations resulting in the unhedged variant returning
-0.12%.

REITs (listed property securities)

The domestic and global REIT indexes slowed during
April, with the S&P/ASX 200 A-REIT Index (AUD) (X]JO)
returning 0.6% for the month and global REIT’s,
represented by the FTSE EPRA/NAREIT Developed Ex
Australia Index (AUD Hedged), retracing by - 4.1%,
giving back its March advances. The S&P/ASX 200 A-
REIT index has returned -6.6% YTD. Global REIT’s,
especially within the industrial sector, experienced a
sharp sell off in late April after Amazon’s CFO stated
"we have too much space right now versus our demand
patterns" (Nareit, 2022). Australian infrastructure
performed well during April, a result of strong
inflation-linked revenue potential, with the S&P/ASX
Infrastructure Index TR advancing 6.1% for the month,
15.9% YTD.

April was quiet on the M&A front for the Australian A-
REIT sector. Dexus (ASX: DXS) announced a Share Sale
and Purchase Agreement with Collimate Capital
Limited, a wholly owned subsidiary of AMP Limited, to
acquire their real estate and domestic infrastructure

equity business. Consideration includes $250m in
upfront cash and an earn out consideration of $300m,
subject to various factors.

The Australian residential property market experienced
a +0.3% change month on month represented by
CoreLogic’s five capital city aggregate. Hobart was the
worst performer (-0.30%), with Sydney (-0.20%) and
Melbourne (0.0%) not far behind. Adelaide and Brisbane
continued to show strength, advancing 1.9% and 1.7%
MoM respectively.

Alternatives

Preliminary estimates for April indicate that the index
increased by 3.4% (on a monthly average basis) in SDR
terms, after increasing by 7.2% in March (revised). The
rural and non-rural indices increased in the month,
while the base metals index decreased. In Australian
dollar terms, the index increased by 1.7% in April.

Over the past year, the index has increased by 39.9% in
SDR terms, led by higher LNG, coking coal and thermal
coal prices. The index has increased by 39.1% in
Australian dollar terms.

IMPORTANT NOTICE: This document 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 document.
Disclosure at the date of publication: Lonsec receives a fee from relevant fund manager or product issuer(s) for researching

financial products (using comprehensive and objective criteria) which may be referred to in this Report. Lonsec may also receive a
fee from the fund manager or product issuer(s) for subscribing to research content and other Lonsec services. Lonsec receives fees
for providing investment consulting advice to clients, which includes model portfolios, approved product lists and other financial
advice. Lonsec’s fees are not linked to the financial product rating(s) outcome or the inclusion of the financial product(s) in model
portfolios, or in approved product lists. Lonsec may hold any financial product(s) referred to in this document. Lonsec’s
representatives and/or their associates may hold any financial product(s) referred to in this document, but details of these holdings
are not known to the analyst(s).

Warnings: Past performance is not a reliable indicator of future performance. Any express or implied ratin? or advice presented in
this document is a “class service” (as defined in the Financial Afvisers Act 2008(NZ)) or limited to “general advice” (as defined in
the Corporations Act 2001(Cth) and based solely on consideration of 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. Before making an investment decision based on the rating or advice, the reader must consider whether it is
personally appropriate in light of his or her financial circumstances or should seek independent financial advice on its

aﬁpro riateness. If our financial advice relates to the acquisition or possible acquisition of a particular financial product, the reader
should obtain and consider the Investment Statement or the Product Disclosure Statement for each financial product before making
any decision about whether to acquire the financial product.

Disclaimer: Lonsec provides this document for the exclusive use of its subscribers. It is not intended for use by a retail client or a
member of the public and should 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 document, which is drawn from
public information not verified by Lonsec. Financial conclusions, ratings and advice are reasonably held at the time of completion
(refer to the date of this report) but subject to change without notice. Lonsec assumes no obligation to update this document
following publication. Except for any liability which cannot be excluded, Lonsec, its directors, officers, employees and agents
disclaim a]Fl) liability for any error or inaccuracy in, misstatement or omission from, this document 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. 421445) (Lonsec). This report 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 report 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 report 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 appring above to Lonsec copyrighted material, applies
to such third party content.



