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Past performance is not a reliable indicator of future performance. Projected earnings are not guaranteed. 

 
February was a challenging month for global markets. While declines were not as sharp as January, not doubt risk 
aversion remains high with investor concerns about the growth outlook impacting risk assets such as equities. The 
correction in equities has been large enough to create more value and has sparked interest with investors. Oil prices 
seem to be stabilising and valuation for safe haven assets such as government bonds are at extreme levels. We continue 
to favour equites over bonds as mainstream monetary policy continues to be supportive of  risk assets. 
 
February saw ASX reporting season in full swing. There were more hits than misses, however, this did not help the 
broader market as a number of  large caps continued to drag on the index. The biggest drag on the domestic market 
was the Financial sector, particularly the Banks. The four major banks have been the subject of  short selling by 
international hedge funds.  BHP reported a 54% decline in year-on-year in EBITDA and removed its progressive 
dividend policy yet managed a 1.4% share price rise. 
 
Bond markets continued to rally with yields falling across all major markets and across the yield curve. In the US we 
see a reduced likelihood that the Federal Reserve will move on rates and this saw the USD$ continue to move lower. 
Unfortunately, the global economic and profit outlook has not improved with supportive monetary policy. Even with 
a lackluster growth and profit outlook, a lot of  bind-bullish news is already discounted in government fixed income 
markets. We feel the risks for yields in the near term are skewed to the upside. 
 
Commodity markets delivered mixed results over the month. While oil and iron ore prices stabilized, gold rose 
strongly. The rise in the gold price reflects investors desire to hold physical assets during periods of  uncertainty and 
negative bond yields as opposed to a risk of  inflation. Cheap commodities have not sparked a fresh growth impulse, 
while the economic adjustment to the debt overhang in emerging markets shows no end in sight. The demographic 
tailwind that supported capital spending in the pre-Lehman period has disappeared, implying structurally weak 
commodity demand in the coming years. Commodity prices have not bottomed with the exception of  zinc and oil. 
 
The AREIT market continued to rally with the sector up 2.9% for the month. The defensive nature of  AREITs and 
attractive yield continues to provide support. This thesis is likely to continue with low bond yields anticipated for the 
foreseeable future. 
 
The RBA kept cash rates on hold with no change to the outlook. Global central banks have also retained very 
accommodative monetary policy. 
 
In conclusion, one does not need to be particularly bullish on earnings to favour stocks over bonds on a medium-
term outlook, even though global equity indexes are likely to provide an uninspiring return. Neither upside or 
downside risks appear especially large in the near term. We are confident that oil has bottomed, European and 
Japanese policy makers will drive short-term interest rates lower and the US Federal Reserve may not increase rates 
this March. This will help mitigate downside tail risk but is unlikely to be enough to sustain an equity bull market. 
Corporate earnings support is required for that. 
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