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Outlook for Investment Markets 

The shock victory of Donald Trump in the U.S. presidential 

election is still working its way through the financial 

markets. One important impact has been immediately 

higher bond yields, which has led not only to capital losses 

for bonds but also losses for “bond surrogate” assets such 

as property and infrastructure. Equities have been less 

affected, principally because of an expected fiscal boost to 

the U.S. economy. The fuller implications of the Trump 

presidency will take some time to become apparent. In the 

meantime, the global economy has been showing some 

signs of a modest pickup in activity, while at home, the 

economy still looks to be growing at a slower-than-usual 

rate, though there is a realistic prospect of faster growth 

in 2017. 

 

Australian Cash & Fixed Interest — Review 

As widely expected, the Reserve Bank of Australia, or RBA, 

left the cash rate unchanged at 1.5% at its latest policy 

decision on November 1. Short-term interest rates have 

consequently also held steady, with the 90-day bank bill 

yield at 1.75%. Long-term interest rates have followed 

post-election U.S. bond yields upwards: the 10-year 

Commonwealth bond yield, which was 2.3% before the 

election, has risen to 2.6%. Higher yields have caused 

capital losses: month-to-date, the S&P/ASX Government 

Bond Index is down 1.4%, though falling yields earlier in the 

year means that it is still 3.3% up year-to-date. The 

Australian dollar has weakened in the wake of the U.S. 

presidential election, largely reflecting the global post-

election rise of the U.S. dollar with the Australian dollar 

dropping from USD 0.77 on election day to USD 0.755 at 

the time of writing. However, the Australian dollar has held 

up against other currencies, and is only marginally lower in 

overall trade-weighted value. It remains up for the year, 

with a trade-weighted appreciation of 4.0%. 

 

 

 

 

Australian Cash & Fixed Interest — Outlook 

The RBA continues to give nothing away about its future 

intentions with the minutes of its latest policy meeting 

saying keeping rates unchanged was the best plan right 

now, but it avoided any clear hint of what is next. Its 

assessment that economic growth would gradually pick up 

and that “underlying inflation was expected to return to 

more normal levels over time” might suggest that it does 

not see any pressing need to do anything in the near term. 

That is how two of the big banks (Westpac and the ANZ 

Bank) see it, and it is also the current pricing in the financial 

futures market. If there is any change in policy, however, 

the current pick is that growth and inflation might turn out 

a bit lower than the RBA expects, and might require some 

additional monetary policy easing, with the Commonwealth 

Bank looking to one further 0.25% cut, and National 

Australia Bank looking to two. 

 

Overseas markets are still coming to terms with the likely 

consequences of the incoming Trump administration. For a 

variety of reasons (discussed in more detail in the 

“International Fixed Interest” section), it seems probable 

that U.S. bond yields will rise faster than earlier thought, 

and that Australian bond yields will follow them upwards.  

The current set of local bond yield forecasts have largely 

been blindsided by these developments—the only one left 

standing as a realistic estimate is Westpac Bank’s pick that 

the local 10-year yield will be 2.9% by the end of next year. 

It is likely local yields could well move higher than that, 

with the usual mix of consequences: capital losses on 

existing bond portfolios, but improving yields on new 

investments. 

 

The RBA has said it would not like to see an appreciation 

of the Australian dollar, and would prefer it lower as a 

contribution to getting inflation back up to 2%. Year-to-

date, the currency has remained stubbornly high, however, 

and at least one major forecaster (Commonwealth Bank) 

thinks it will stay up there, with a (pre-U.S. election) 

prediction of USD 0.76 for the end of next year. But the 

global strength of the U.S. dollar—on the DXY Index of its 
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overall value, it is now at its highest level since 2003—and 

the prospect of rising U.S. interest rates suggest the RBA 

might finally get its way. Although, as in many other 

markets, forecasts are in a state of post-Trump flux, most 

forecasters currently expect some modest depreciation, 

with the other three big banks on average predicting the 

Australian dollar to drop to around USD 0.70 by the end of 

next year. 

 

Australian & International Property — Review 

There has been a common theme across all listed property 

markets: prices peaked a few months back but have 

weakened substantially since, as the prospect of higher 

interest rates in the U.S. and elsewhere became more 

likely. In Australia’s case, the S&P/ASX 200 A-REIT Index 

peaked at the beginning of August and has since dropped 

by 19.5% in capital value. The scale of the recent setback 

means that the total return from the sector year-to-date 

has been effectively reduced to nil (formally, the index has 

returned positive 0.1%). 

 

The same process has played out for global listed property, 

where the FTSE EPRA/NAREIT Global Index in U.S. dollars 

has also been on the slide since early August. The U.S. 

election has delivered a further blow. In terms of net return, 

the index has recorded a loss month-to-date of 4.6%, the 

bulk of it coming immediately after the U.S. election when 

it became evident U.S. bond yields were likely to rise more 

than previously expected. The recent decline means that 

returns year-to-date are negligible, with the index down 

slightly (down 0.4%). Some of the major markets (the U.S., 

Germany, Japan) delivered modest positive returns, but 

the overall outcome also incorporated the post-Brexit 

catastrophe for U.K.-listed property, which returned a net 

loss of 28.2%. 

 

Australian & International Property — Outlook 

The operating performance of listed property remains much 

as one would expect in an economy growing a bit more 

slowly than usual. Most measures show moderate rather 

than strong performance. National Australia Bank’s 

September quarter survey of commercial property showed, 

for example, distinctly modest expectations for rentals and 

capital gains, oversupply relative to demand across many 

markets, and lopsided regional performance, with strong 

conditions in New South Wales and Victoria offset by poor 

to dire conditions elsewhere (especially in Western 

Australia). On the positive side, the property professionals 

surveyed were expecting business conditions to pick up 

from current levels over the coming year, which agrees 

with other indicators suggesting a pickup in wider 

economic activity in 2017. 

 

The big challenge for the sector is that valuations, in a low 

interest rate environment, had been bid up by income-

oriented investors to levels that bore little relation to 

underlying performance. The recent rise in bond yields has 

exposed this frailty, with the eventual November AUD 830 

million listing of the Charter Hall Long WALE REIT a good 

illustrative example. An earlier proposed listing had to be 

redesigned with a smaller issue size and a higher proposed 

yield (6.3% instead of the originally planned 5.3%). Even 

then, the new REIT has struggled in a market where relative 

REIT valuations are being questioned, with its current price 

of AUD 3.63 well adrift of the listing price of AUD 4.00, 

though some of the discount will also reflect the general 

volatility of markets on Nov. 8, its listing date. 

 

The recent sharp falls in REIT prices and the rising dividend 

yield (now over 5.0%) have dealt with a lot of the previous 

overvaluation. On recent Credit Suisse analysis, for 

example, several measures of valuation had either returned 

to historical levels (true of price/net tangible asset value) 

or had even moved into “cheap” territory (yield pickup 

relative to bond yields), though some (such as the sector’s 

P/E ratio) were still on the expensive side. The sharp slide 

since August may consequently have mostly run its course, 

and there is a fair chance prices could now stabilise. While 

bond yields threaten to go on rising, however, there may 

not be strong enough investor appetite to take prices back 

up again. 

 

Global property faces the same issues, writ larger. While 

yields have also improved—the yield on the FTSE 
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EPRA/NAREIT Global Index is up to 3.9%, from 3.75% a 

month ago—the starting point was worse than for the A-

REITs due to the global flood of money in 2015 and 2016 

that had gone hunting for residual yield in the sector.  

 

As in Australia, the fundamental outlook for property is 

reasonable on the back of ongoing, if slower-than-usual, 

rates of global GDP growth. JLL’s latest (September 

quarter) roundup of the global office markets says, “Global 

office demand has remained steady in many of the world’s 

dominant commercial real estate markets in spite of 

various political and economic headwinds,” and it expects 

global growth to translate into modest growth in rentals of 

2%–3% this year, dropping a little to 2% as new supply 

comes on stream. Faster-than-previously-expected growth 

in the U.S. economy will also assist, though as U.S. 

property research company Reis pointed out in an early 

analysis of the likely impact of the Trump administration, 

not all properties will benefit. Trade restrictions, for 

example, could be bad news saying, “Rents and 

occupancies for industrial properties, particularly for 

coastal markets and port cities, depend on trade.” 

 

The operating fundamentals, however, are likely to take a 

back seat in coming months, while income-oriented equity 

sectors like listed property are forced to confront the 

valuation challenge of higher bond yields. There may well 

be individual sectors and regions that can meet the 

challenge, but overall, the listed property sector started 

from a very overvalued position, and likely has some further 

correction in store before relative valuations are re-

established at more sensible levels. 

 

Australian Equities — Review 

The Australian sharemarket has struggled to make ground 

all year. There have been periods where shares have 

performed well (April/May, July) but each rally has petered 

out, and the market has ended up effectively all square for 

the year in terms of capital gains—the S&P/ASX 200 Index 

is up 0.6%. Dividend income brings the total return up to 

4.9%.  

 

Sectoral differences have been pronounced. In terms of 

capital gain year-to-date, there has been only one game in 

town with the S&P/ASX 300 Metals and Mining Index up 

48.6% on ongoing recovery from the long 2011–15 slump. 

Currently, the only other major sector in the black for 

capital gains is the Industrials, up 1.5%. The heavyweight 

financial sector has remained the biggest drag on 

performance, and is currently showing a 7.6% capital loss.  

  

Australian Equities — Outlook 

There is still no clear evidence of a pickup in the pace of 

domestic business activity, and the run of data continues a 

pattern of two steps forward, one step back. 

 

The three sectoral performance indices compiled by the 

Australian Industry Group are a good example. On the 

latest (October) readings, manufacturing and services both 

returned to growth, but construction slipped back into 

contraction: two lights turned green, but one turned red. 

Other surveys are also throwing up very mixed results. The 

latest (October) National Australia Bank monthly business 

survey showed that the economy, if anything, was slowing 

down, and the National Australia Bank worried “if the 

recent trends were to continue, it would be unsettling and 

imply that the non-mining recovery has started to run out 

of steam earlier than expected.”  

 

On the other hand, Dun & Bradstreet’s latest survey of 

business expectations, for the March quarter of next year, 

showed a completely different world, where: “The 

economy is ending 2016 and moving into 2017 on a 

positive note. Business expectations for future sales 

remain upbeat and this has flowed through to a particularly 

buoyant outlook for profits. If these expectations are met 

in coming quarters, it is likely that the economy will be 

growing at a 3 to 3.5 percent pace, which would represent 

one of the strongest growth phases for Australia since the 

global financial crisis.”  

 

The official data portrays a more downbeat picture, more 

in line with the National Australia Bank view than with Dun 

& Bradstreet’s. Wages growth in September was very 
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modest, growing at a 1.9% year-on-year rate, while the 

latest jobs numbers, for October, showed fewer new jobs 

(9,800) than forecasters had expected (15,000). However, 

more positively, mediocre growth in jobs does not seem to 

be doing consumer confidence a great deal of harm. The 

first of the weekly ANZ–Roy Morgan consumer confidence 

surveys run after the U.S. election showed confidence had 

picked up a little and “remains well above its long run 

average.” 

 

The best assessment seems to be that the economy is still 

growing at a slightly slower rate than usual, and that some 

acceleration is likely over the next six to 12 months (the 

view of the RBA, for example, and also the outlook 

indicated by recent readings from the Westpac- Melbourne 

Institute Leading Indicator Index). If it materialises—and it 

has been “over the horizon” for some time now without 

ever actually coming into view—then the faster pace of 

the business cycle would support the current, modestly 

expensive valuation of Australian equities. On Standard & 

Poor’s estimates, shares are trading on a P/E ratio of 16.2 

times prospective earnings. If not, or if bond yields 

continue to rise and put increased pressure on the relative 

valuation of Australian shares, equities could well extend 

their recent run of underperformance. 

 

International Fixed Interest — Review 

The news Donald Trump had been elected U.S. president 

came as an enormous shock to many financial markets, and 

the bond markets were no exception. While investors 

might have expected (or hoped) that a surprise of this 

magnitude would have led to a “flight to safety” into 

government bonds (and so to higher prices and lower 

yields), precisely the opposite occurred. U.S. government 

bond yields rose markedly. On Nov. 8, the day of the 

election, the benchmark 10-year Treasury yield was 1.86% 

before the vote count started, and by the end of the 

following day, it was 2.06%. It subsequently rose as high 

as 2.26% (its close on Nov. 14). At the time of writing, it 

had dropped back a little, to 2.22%, but remains well above 

its pre-election level.  

 

Because U.S. yields affect the relative attractiveness of 

other countries’ bonds, there were knock-on effects in 

other markets, though ongoing easy monetary policy in the 

eurozone and Japan meant the impact was modest. The 

yield on the benchmark 10-year German government bond 

has risen from 0.19% pre-election to 0.31% now, and its 

equivalent in Japan has increased from slightly negative 

(negative 0.06%) to zero. In the U.K., where yields had 

been rising in any event post-Brexit, the 10-year yield rose 

a bit further, from 1.13% to 1.26%. 

 

The result is that bonds have lost ground. The Barclays 

Global Aggregate Index in U.S. dollars is down 2.9% month-

to-date, with the losses concentrated on government 

bonds (down 3.6%), though corporate bonds also fared 

badly (down 2.2%). Falling interest rates earlier in the year 

mean that, year to date, the Global index is still in positive 

territory, with a 3.7% return. Although yields have risen, 

they remain very low by historical standards: the yield on 

global government bonds is still a tad below 1% (0.96%) 

and on global corporate bonds is only 2.65%. 

 

International Fixed Interest — Outlook 

While the outlook remains uncertain—at the time of 

writing, we do not even know, for example, who will be 

nominated to the top economic policy roles in the new 

Trump administration—analysts have been focusing, in on 

two issues in the U.S. 

 

One is the consequences for the operation of monetary 

policy. During the election campaign, the Trump camp 

disparaged the current regime of ultra-low interest rates, 

and expressed a desire for more normal monetary policy. 

Over time, as the current Fed policymakers’ contracts fall 

in, they may well be replaced by people more inclined to 

raise interest rates more rapidly.  

 

The other is the consequence for interest rates of a Trump 

administration running a more expansionary fiscal pol icy. 

Currently, the financial futures market believes there is only 

one small increase in the federal-funds rate on the 

immediate horizon. According to the Chicago Mercantile 
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Exchange’s FedWatch tool, there is a 90% probability of a 

0.25% increase at the Fed’s meeting on Dec. 14. After that, 

the FedWatch calculations are pointing to no further 

increase until mid-2017 at the earliest, and even then, 

there is only a 35% chance of another 0.25% increase. This 

looks a rather low-ball estimate of what might be needed 

in an economy that could be reflecting the unemployment 

and inflation effects of easier fiscal policy (from tax cuts 

and from increased public spending). 

 

In current circumstances, trying to estimate these potential 

impacts is a tall order, but the general direction is clear: 

interest rates in the U.S. look likely to rise earlier and rise 

faster than seemed probable before the election. The first 

sighting shot we have seen on the post-election outlook 

has come from the November Wall Street Journal poll of 

U.S. forecasters, which providentially was run just after the 

election. It showed forecasters expect inflation to run a 

little above the Fed’s 2% target level throughout 2017 and 

2018, and they have raised their expectations for bond 

yields. In the previous month’s poll, they had predicted a 

10-year Treasury yield of 2.3% for end 2017 and of 2.7% 

for end 2018. Those have since been raised to 2.5% and 

3.0%. 

 

Bond yields had been unusually low even before Trump’s 

election, as government and treasurers realised. They filled 

their boots while the going was good, with the latest 

statistics from U.S. data company Dealogic showing 2016 

may well have seen the all-time-record for bond issuance. 

There has been over USD 6 trillion year-to-date, which 

threatens to beat 2006’s full-year record of USD 6.6 trillion.  

 

The treasurers recognised that some normalisation— 

certainly in the U.S., less so in the eurozone and Japan—

was always inevitable, and seem to have had more of a 

finger on the pulse than yield-desperate investors did. The 

normalisation now looks to be under way, and will likely 

create difficulties in coming months both in the bond 

markets, especially in more peripheral subsectors like 

emerging markets and junk bonds, where yields had been 

driven too low for the inherent risks, and in other markets 

exposed to higher bond yields (notably property, and equity 

market “bond surrogates,” such as utilities). 

 

International Equities — Review 

The unexpected U.S. election result has again been the 

main influence on recent developments. In the U.S., the 

initial reaction was to sell equities, so much so that the 

weight of selling triggered “circuit breaker” provisions in 

the futures market. Overnight trading in December S&P 500 

futures, as the election count was underway, at one point 

pushed prices down by 5%, triggering the “circuit breaker” 

process (trading could continue, but the price was not 

allowed to drop below the 5% loss level). 

 

Once the immediate surprise was absorbed, however, 

markets turned their mind to the likely policies of a Trump 

administration (discussed further below), and had an 

entirely different reaction. Fiscal policy, in particular, was 

expected to turn more supportive of economic activity, and 

share prices benefited, with the S&P 500 Index at the time 

of writing 1.75% up on its level when the polls closed, and 

6.5% up year-to-date. 

 

Other major markets were also unsure what to make of the 

U.S. outcome. In Japan, for example, the Nikkei initially 

dropped by 5.4% on Nov. 9, but it has subsequently risen 

strongly, and is now 4.0% up on its pre-election level. In 

Germany, shares prices are a little higher (up 1.7%) than 

they were before the election result. In the U.K. they are a 

little lower (down 1.4%). 

 

Some emerging markets, however, were predicted to be 

potential losers from a Trump win, most obviously, Mexico, 

where the main benchmark index, the IPC, slumped by over 

7% from its pre-vote level. The Mexican peso has dropped 

by almost 10% against the U.S. dollar (from 18.3 pesos per 

U.S. dollar to 20.3). But the link between the U.S. election 

and emerging market equities has not been watertight. 

Russia, for example, might have been expected to have 

been a beneficiary, but Russian share indices showed little 

net movement. In China, a likely target of trade restrictions 
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under a Trump administration, the Shanghai Composite 

Index has risen 1.8% since the election. 

 

The net immediate effect is that a stronger U.S. market, 

mixed outcomes in other big economies, and weaker 

emerging markets have broadly cancelled out, with the 

MSCI World Index in U.S. dollars up 0.4% month-to-date. 

Year-to-date, the index is up by 2.1% in capital value and 

by 4.1% including the taxed value of dividends, which 

makes for a marginally positive outcome after allowing for 

the Australian dollar’s 3.4% rise against the U.S. dollar. 

Among developed markets, the U.S. has been the standout 

performer. Among emerging markets (which overall are up 

by 6.1% in U.S. dollar terms) the big winners have been 

Brazil and Russia. 

 

International Equities — Outlook 

The markets’ attention has been heavily focused on what 

the new Trump administration will aim to do. At the time 

of writing, there was only the campaign record to go on, as 

new appointees had not been named to the incoming 

executive, and one major uncertainty was the degree to 

which campaign rhetoric might or might not translate into 

policy reality. Another uncertainty was how the different 

agendas of the Republican-controlled Senate, House of 

Representatives and White House might or might not be 

reconciled. 

 

Analysts’ early conclusions were that the Trump 

administration would be likely to provide a sizeable fiscal 

stimulus to the U.S. economy, with both tax cuts and 

increased government expenditure (particularly on 

infrastructure) likely to be in play. Deregulatory initiatives 

might also boost some sectors: bank and energy shares 

rallied on expectations of regulatory rollback. The short-

term outlook for business activity in the U.S. consequently 

looked likely to be stronger than anticipated pre-election. 

 

The longer-term outlook, however, may have deteriorated. 

Fiscal stimulus will add (potentially substantially) to the 

level of U.S. government debt. Antitrade and anti-

immigration policies could reduce the long-term growth 

rate of the U.S. economy (as well as that of the world 

economy). As well, the risk of geopolitical setbacks may 

well have risen. While there could be better relations with 

some countries (with, for example, Russia over the war in 

Syria), the tone of the Trump campaign on foreign policy 

was generally confrontational. 

 

At this point, forecasters are only beginning to revise the 

immediate outlook for the U.S. economy. The November 

Wall Street Journal poll of American forecasters, taken 

immediately after the election, showed forecasters had not 

yet made any change to their expectations for GDP growth 

in 2017, which remained at 2.2%, but had raised their 

expectations for 2018 from 2.0% to 2.3%. The likelihood is 

that there will be more revisions upwards in coming 

months. The exact numbers may be secondary: the more 

important takeaway is that forecasters have changed their 

view from an expected slowdown to an expected 

acceleration in the U.S. in 2018. The recent rise in U.S. 

equities may well be accurately signalling a turn for the 

better in the near-term outlook for American corporate 

profitability. 

 

With politics dominating the news, the economic 

fundamentals have been something of a sideshow, but 

both in the U.S. and globally, they too have been providing 

some indication of stronger support for corporate 

performance. 

 

In the U.S., the new jobs numbers have been solid 

(191,000 in September, 161,000 in October), and wage 

growth has been accelerating with the 0.4% rise in October 

well above forecasters’ expectations. Better pay-packets 

seem to be working their magic on consumer confidence: 

it appeared to have wobbled in October (on the University 

of Michigan’s index), but recovered in November. The 

survey was taken before the election result, so it remains 

to be seen how it has fared since, but is seems to be 

translating into a spend-up in the shops. Retail sales have 

been impressive, rising by a very strong 1.0% in September 

and by a further 0.8% in October. Overall, the U.S. economy 
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was travelling reasonably well even before the likelihood of 

more stimulatory fiscal policy. 

Global economic activity has also been strengthening to 

some modest degree. The various surveys compiled by 

Markit show a consistent picture of a pickup in 

performance. By industry, for example, every single one of 

the 23 sectors covered in Markit’s latest (October) Global 

Sector Purchasing Managers’ Index was growing, with 

Markit commenting: “The global economy witnessed a 

broad-based acceleration in growth by industry in October, 

led by the technology sector.” 

 

Markit’s regional surveys showed the same improvement. 

In Europe: “The rate of eurozone economic expansion 

gathered pace at the start of the fourth quarter. Output 

rose at the quickest pace since January,” and in China the 

data “indicated the fastest expansion in Chinese business 

activity since early 2013.” Japan was also a bit better than 

before: “the overall Nikkei Composite Output Index posted 

above the 50.0 no-change mark for the first time in three 

months (51.3). Moreover, the latest reading was the 

sharpest since January.” Overall, at global level, as 

measured by the JP Morgan Global Manufacturing and 

Services PMI: “The start of the fourth quarter saw a solid 

improvement in the rate of global economic expansion. 

Output rose at the quickest pace in almost a year, driven 

by the sharpest growth in new orders over the same 

period.” 

 

On the plus side, in summary, the near-term economic 

fundamentals appear to have improved for international 

equities. On the minus side, even allowing for modestly 

better profit prospects, valuations remain expensive by 

historical standards, and if bond yields continue to rise, 

overvalued equities could come under pressure on relative 

valuation comparisons. Emerging markets look riskier than 

before, mainly because of likely increased barriers to trade. 

Global equities, for now, look like a cautious “hold,” though 

any stronger conclusion will await greater clarity from 

Washington on the new administration’s intentions.  

  

Performance periods unless otherwise stated generally 

refer to periods ended November 16 2016.  
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