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Introduction & Welcome 
 

Welcome to Wahlstrom Financial Services’ Quarterly Review for the September quarter 2016. This  

document has been created to provide you with information on the current economic  

environment and how the Wahlstrom Financial Services’ Model Portfolios are performing.  

 

This document includes two sections.  The Investment Markets section discusses the local and 

global financial markets and the Model Portfolios section discusses their performance and the 

changes that have been made since the previous Quarterly Review.  

 

The graphs on page 5 and 6 illustrate how the model portfolios have performed in comparison to 

our peer groups and they are positioned for the upcoming quarter. 

 

If you have any questions in relation to this document please contact your adviser on 07 5574 

0667. 
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Investment Markets 

Share markets stronger 

Global share markets made good gains in the third quarter, driven in part by expectations Britain’s deci-

sion to exit the European Union will have little impact on the global economy, further evidence that Chi-

na’s economy is stabilising and some encouraging US and European earnings results. Stocks also benefited 

from further central bank stimulus in both the UK and Japan. In the UK, the Bank of England cut its bench-

mark interest rate in August to just 0.25% and expanded its existing stimulus measures while the Bank of Ja-

pan announced a variety of new stimulus measures at the same time as keeping its policy rate un-

changed. Elsewhere, the European Central Bank disappointed investors by not announcing an extension 

to its existing quantitative easing program while the US Federal Reserve left interest rates unchanged 

throughout the period; the latter contributing to a strong relief rally late in the quarter. 

Limiting the advance were weaker commodity prices 

and heightened geopolitical uncertainty that included 

a failed military coup in Turkey, rising tensions in the 

South China Sea and a reported missile test in North Ko-

rea. Stocks were also negatively impacted by renewed 

concerns about European financials after Deutsche 

Bank fell to a record low amid speculation it will need to 

raise capital. 

Australian shares performed very well over the quarter. 

Contributing to the local market’s advance were strong 

performances by two of the ‘Big Four’ banks – namely 

ANZ and NAB – and our major miners, which together 

make up a large part of the index. Stocks also benefited from the Reserve Bank of Australia’s decision to 

cut interest rates, news the domestic economy expanded at its fastest pace in four years in the second 

quarter, and the US Fed’s decision not to raise interest rates in September. Limiting the local market’s gains 

were weaker commodity prices, a relatively uninspiring June-half reporting season and heightened geo-

political uncertainty. 

RBA cuts interest rates 

The RBA cut the official cash rate to a record low 1.50% in August; the bank’s decision coming in the wake 

of yet another soft inflation reading. The consumer price index rose by a modest 0.4% in the second quar-

ter and was just 1.0% higher for the year. A stronger Australian dollar also likely played a part in the RBA’s 

decision. The local currency had risen more than 4.0% in the two months prior to the bank’s meeting, tak-

ing it to levels that will only make the RBA’s task of rebalancing growth more challenging. Despite some 

speculation the RBA would move again in September, the bank ultimately left rates on hold as officials 

wait to assess the next round of inflation data and the impact of two previous cuts. The RBA concluded its 

most recent meeting by saying that “taking account of the available information, and having eased mon-

etary policy at its May and August meetings, the Board judged that holding the stance of policy un-

changed…would be consistent with sustainable growth in the economy and achieving the inflation target 

over time.” The bank’s September meeting was also the last for Governor Glenn Stevens, who was re-

placed by Philip Lowe. 

Australian dollar stronger 

The AUD strengthened in the third quarter; the local unit benefiting from expectations domestic rates will 

remain on hold until next year, the US Fed’s decision to leave their own rates unchanged, better-than-

expected Chinese growth data and some encouraging employment numbers. The AUD rose 6.1% against 

the British pound, 2.7% against the US dollar (USD), 1.5% against the euro and 1.2% against the Japanese 

yen. The broader Australian Trade-Weighted Index closed the month 2.2% higher. 



Domestic growth resilient 

The local economy expanded further in the second quarter of 2016 with gross domestic product for the 

three months ended 30 June coming in at 0.5%. In saying that, the market had anticipated growth of 0.6%. 

An increase in government spending was the main driver of growth over the period, particularly at the 

state and local government levels. On an annual basis, the economy grew 3.3%; up slightly from the 3.1% 

growth recorded in the 12 months ended 31 March. 

 

Wahlstrom Financial Services’ Model Portfolios in Action 

How are we positioning our Model Portfolios? 

 

At the beginning of the year, our favoured scenario for global equities was for mid-to-low single-digit re-

turns and a gradual rise in long-term interest rates. Whilst this remains the case, we believe low single-digit 

returns are more likely. 

Global divergence in central bank policies remains a key theme and will likely drive further market volatility 

over the coming months. The European Central Bank is now buying corporate bonds (in addition to gov-

ernment bonds) while the Bank of Japan recently announced two major policy changes; namely the set-

ting of a 10-year yield target and a commitment to allow an inflation overshoot. These new measures mark 

a shift in the Bank’s emphasis from monetary expansion to interest rate control. Whilst the US Fed may be 

moving slower than we had anticipated at the beginning of 2016, it is our view that the steady tightening 

of the US labour market will put enough upward pressure on inflation to trigger one rate hike in the final 

quarter of this year. 

Looking at the different regions, we think the worst of the US corporate profits downturn may now have 

passed; though we remain underweight US equities due to the poor value they currently offer, and due to 

the likelihood that rosy profit expectations for the year ahead may be subject to downgrades.  

In contrast, the potential negative impact of Brexit on Europe and the UK is still yet to be fully determined. 

However, it’s not all bad news. Europe’s economy had been improving prior to the vote, the pound’s de-

cline will provide support and equity market valuations are reasonable in both regions. That said, the impli-

cations of Brexit will take months to work through, so more volatility seems likely. 

Finally, we’re still cautious on the outlook for emerging markets. Whilst monetary policy remains accommo-

dative and recent economic indicators are improving, the potential for a US Fed rate hike in 2016 is putting 

some upward pressure on the USD, which is a headwind for the emerging markets story. A recent stabilisa-

tion in commodity prices may be supportive of emerging markets in the near term. 

 



 

General Disclaimer 

 

Wahlstrom Financial Services Pty Ltd, ABN 43 078 015 988, is a Corporate Authorised Representative of Millennium3 Financial Services Pty Ltd ABN 61 094 

529 987 an Australian Financial Services Licensee number 244252. Millennium3 Financial Services Pty Ltd and Wahlstrom Financial Services Pty Ltd are not 

responsible for the advice given regarding lending.  This information (including taxation) is general in nature and does not consider your individual cir-

cumstances or needs.  Do not act until you seek professional advice and consider a Product Disclosure Statement.  The views and opinions expressed 

within this letter are those of the author and do not necessarily reflect those of Millennium3 Financial Services Pty Ltd. 
 

Important Information 

 

Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFS Licence 247185 (“RIM”). This information is provided for the use of licensed finan-

cial advisers only. In no circumstances is it to be used by a potential investor for the purposes of making a decision about a financial product or class of 

products. This information has been prepared without taking account of investors’ objectives, financial situation or needs. This information has been 

compiled from sources considered to be reliable, but is not guaranteed. Past performance is not a reliable indicator of future performance.  

Any potential investor should consider the latest PDS in deciding whether to acquire, or to continue to hold, an investment in any Russell product. The 

PDS is currently available and can be obtained by phoning (02) 9229 5111 or by visiting www.russell.com.au. RIM is part of the Russell Investment Group 

(“Russell”). Russell or its associates, officers or employees may have interests in the financial products referred to in this information by acting in various 

roles including broker or adviser, and may receive fees, brokerage or commissions for acting in these capacities. In addition, Russell or its associates, 

officers or employees may buy or sell the financial products as principal or agent.  

Potential impact of the recent US Presidential election 

November 2016 saw the surprise election of Donald Trump as the next President of the United States and 

this is leaving many people to wonder how this will affect them. 

 

During the first week markets swung sharply on the Trump victory. The initial reaction saw the ASX300 

plunge  by almost 4% to a low of 5020, however by Thursday the 10th of November ASX 300 was trading 

at 5280, around the level of the end October and a 5% swing from the intra-day low and is now at 

around 5,443. The US dollar experienced similar volatility with the DXY index, an average of the US dollar 

versus the other major currencies, initially falling by 4% before more than reversing this in the subsequent 

24 hours. 

 

The market reaction over the first few days had 

illustrated the opposing economic forces of the 

upcoming Trump Presidency. The initial reaction 

was one of fear and uncertainty, with the poten-

tial reversal of trade agreements and a rollback 

of globalisation coming to the fore. But by late 

afternoon (AEDT) markets appeared to em-

brace Trump’s election and clean sweep, with 

rising bond yields an early sign, only to be fol-

lowed by the US share market rising through the 

day and more than reversing the 5% fall in S&P 

500 futures. The focus seems to have shifted 

(rather quickly) to what positive changes Trump 

may make. 

 

Recent weeks have seen a lot of movement in interest rate markets. It’s likely that rates will continue to 

rise gradually. This is a reminder that although rising rate environments tend to be challenging for bonds, 

asset class can still play the critical role of diversifying the equity portion of the overall portfolio. Yes, bonds 

will trail equities during the good times, but they have historically demonstrated their worth during those 

unexpected, trying periods, which usually don’t announce themselves in advance.  

 

Our Product Steering Committee will be continually monitoring the markets over the coming months but 

do not expect any drastic impact to affect its portfolios. 

http://www.russell.com.au/
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