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Global share markets in developed 
economies have continued to drift higher 
this year with the US up 4.1%, European 
share market up 4.7% and Australia up 
2.6% as at end of May. 

Underneath the modest rise in share 
markets there has been a bit of a ‘stealth 
correction’ as while the overall indices 
have risen there has been much churning 
at a sectoral level. For example the recent 
fall in many of the US technology stocks. 

In 2013 the gap in relative performance 
between some segments of the market 
was remarkably wide. The segments of 
the market that ran up fast last year 
have generally stopped being the leaders 
in 2014. 

This is largely due to relative 
outperformers becoming stretched 
and expensive which has resulted in a 
rotation to other segments of the market 
rather than an observation that that the 
outlook for the broader economy needs to 
be reassessed. 

While a correction may occur in the 
next few months – after all the last 
four years have each seen mid-year falls 
in share markets - the overall trend in 
share markets is likely to remain up for 
the year. Any uncomfortable dips in 
share markets should be considered a 
buying opportunity as the fundamentals 
supporting share prices are positive. 

In China, targeted policy easing has 
picked up in recent months. This follows 
the slowdown in growth seen in the first 

quarter, and provides confidence that the 
Chinese authorities will ensure growth 
comes in around its target for this year 
of around 7.5%.

This is a positive given some investor 
concerns persist surrounding slowing 
growth, particularly around the slowing 
in the housing sector. The targeted 
measures include redeveloping urban 
shanty towns (estimated US$ 162 
billion in spending) and speeding 
up infrastructure spending on the 
construction of railways, expressways 
and airports to support the country’s 
rapid urbanization along with various 
measures to ease monetary conditions. 

The importance of such measures 
has been underlined by Premier Li 
Keqiang stating that downside risks 
to the economy should be taken 
seriously and that policies should be 
fine-tuned appropriately. This means 
that, if required, more easing measures 
supporting growth are likely. 

Meanwhile the US appears to be picking 
up from its partly winter weather 
affected March quarter slowdown and 
the recovery in Europe is continued 
albeit gradually, which has prompted the 
European Central Bank to provide more 
monetary stimulus.

Global earnings are well placed to 
improve on the back of rising economic 
growth, share market fundamentals 
remain favourable with reasonable 
valuations and monetary conditions are 
set to remain easy for some time. All this 
adds up to a positive backdrop for shares 
and broader economic trends.

In brief – June 2014 edition
 > Despite some prospects of a bumpy 
ride there is a positive outlook for 
shares this year. 

 >  A more selective approach to investing 
in the emerging world is ideally 
now required.

 >  The Westfield proposal  is in a 
holding pattern.

 >  High-frequency trading is not a 
concern in Australia. 
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Emerging differences
Some investors may be surprised that 
emerging markets, as an asset class, have 
been struggling to keep up with their 
developed counterparts over the last year. 
After all, it has been the economic growth 
in the emerging economies that has 
underpinned world growth when many 
of the developed economies (especially in 
Europe and Japan) have been battling to 
break free of recession.

While the prospects for economic 
growth in these nations are superior to 
their developed counterparts, each of 
these economies faces its own unique 
circumstances as they push ahead on the 
development path. 

For example, India has faced a cocktail of 
challenges which includes high inflation, 
low investment, ballooning current account 
deficits and policy deadlocks. This has seen 
its economic growth fall below 5%, the 
lowest level in years. Yet, new opportunities 
have been ushered in. The newly elected 
Prime Minister Narendra Modi and his 
party have come to power on a platform to 
reform the economy, for which they have 
arguably received a strong mandate. Shares 
of Indian companies reacted favourable 
to these developments given the positive 
prospects this change could bring to India’s 
economic outlook. 

On the other hand, Thailand has been 
engulfed in another political crisis. 
Counting May’s coup and disintegration of 
the government, Thailand has endured an 
astonishing 12 military coups, as well as 
seven attempted coups since the 1930s. 
This ushers in another era of uncertainty  
in Thailand. 

While emerging economies may frequently 
be bundled as an asset class, there are 
differences to the opportunities and 
challenges in each of these nations. 
The pathway forward has become a lot 
tougher following the boom they saw last 
decade which led to a degree of reform 
complacency. A more selective approach to 
investing in the emerging world is ideally 
now required.

Westfield’s holding pattern

During the past few months the Australian real estate investment trust market has 
been dominated by merger and acquisition activity including a major debt refinancing 
of the Westfield Group (A$22 billion) in preparation for a proposed restructure. So, 
what’s happening with Westfield and why is it important to Australian investors?

Westfield Group currently comprises approximately 1.5% of the S&P/ASX 200 
Accumulation Index, making it the 12th largest holding for a lot of Australian share 
market investors. 

The Westfield Retail Trust comprises approximately 0.7% of the index, making it 
the 27th largest. Combined, this means that most Australians – through their 
superannuation funds or personal investments – are likely to have an exposure to, 
and interest in, the fortunes of both entities.

Westfield Group announced in December that it would be undertaking a restructure, 
being rebranded as Westfield Corporation. Westfield Group proposed to merge its 
portfolio of stakes in 47 Australian and New Zealand shopping centres with those of 
its earlier spin-off – the Westfield Retail Trust – to create a new entity to be known as 
Scentre Group. 

The restructure would effectively separate its Australian assets from those overseas, 
including in the US and UK, with the former being held by Scentre Group and the latter 
being held by Westfield Corporation.

For the proposal to go ahead votes of greater than 75% were needed from both the 
Westfield Group and Westfield Retail Trust shareholders.

The deal went to a shareholder vote on the 29th of May with almost 98% of Westfield 
Group shareholders. However, the shareholder vote for the Westfield Retail Trust fell 
just shy of the 75% threshold.

For now, this means the proposal is in a holding pattern. No date has yet been set for 
when another vote, on possibly an amended proposal, will take place.

High-frequency trading is not a concern in Australia
Controversy around high-frequency trading has mounted following the publication of the book Flash Boys by financial journalist Michael 
Lewis. In the book, Lewis claims high-frequency traders — using powerful computer algorithms and high-speed cable networks plugged 
directly into exchanges’ computer systems — have rigged the market at the expense of ordinary investors. 

According to Joe Kassel, AMP Capital’s Head of Equities Dealing and Exposure Management, high-frequency trading is not a concern in 
Australia: “Australia’s market is vastly less fragmented and complex than other similarly advanced markets. That is, less than 20% of trades in 
Australia are executed via high-frequency trading compared to 55% in the US. This is indicative of fewer opportunities for ‘electronic front-
running’ in the domestic market,” says Kassel.

Commenting on the longevity of the practice Kassel adds: “My view is that the market is rapidly catching up with what has been going on 
and the playing field is levelling very quickly. This can be seen by the declining market share and profits of high frequency trading.”

Last year, the Australian Securities Investment Commission introduced ‘market integrity rules’ to provide brokers with governing principles 
on best execution strategies.



Indices: Global shares: MSCI World ex AU Accumulation, Asian shares: MSCI AC Far East ex JP Accumulation, Emerging market shares: MSCI Emerging Markets Accumulation, Australian Shares: 
S&P ASX 200 Accumulation Index AUD, Global bonds: Barclays Global Aggregate Index Hedged AUD, Australian bonds: UBS Composite All Maturities Index AUD, G-REITs: UBS WARBURG Global 
Investors Index Accumulation Hedged AUD, A-REITs: S&P ASX 200 A-REIT Accumulation Index AUD, Direct Property: Mercer Unlisted Property Index, Cash: UBS 90 Day Bank Bill Index AUD. 

Important note: While every care has been taken in the preparation of this information, AMP Capital Investors Limited (ABN 59 001 777 591, AFSL 232497) makes no representation or warranty 
as to the accuracy or completeness of any statement in it including, without limitation, any forecasts. Past performance is not a reliable indicator of future performance. This information has 
been prepared for the purpose of providing general information, without taking account of any particular investor’s objectives, financial situation or needs. An investor should, before making any 
investment decisions, consider the appropriateness of the information, and seek professional advice, having regard to the investor’s objectives, financial situation and needs. Certain information 
in this website has been obtained from sources that we consider to be reliable and is based on present circumstances, market conditions and beliefs. We have not independently verified this 
information and cannot assure you that it is accurate or complete.

Economic indicators

Gross domestic product (annual rate %)* Latest Current Previous 1 year ago

World (IMF/OECD) 2013 2.8 n/a 3.3

Australia Mar-14 3.5 2.7 2.1

China Mar-14 7.4 7.7 7.7

European Union Mar-14 0.9 0.5 -1.1

United States Mar-14 2.0 2.6 1.3

Inflation (annual rate %)* Latest Current 3 months ago 1 year ago

Australia Mar-14 2.9 2.7 2.5

China Mar-14 2.4 2.5 2.1

European Union Mar-14 0.5 0.8 1.7

United States Mar-14 1.5 1.5 1.5

Official interest rates (%)* Latest Current 3 months ago 1 year ago

Australia May-14 3.50 2.50 3.00

China May-14 2.80 3.15 2.68

European Union May-14 0.25 0.25 0.75

United States May-14 0.25 0.25 0.25

Bond yields (%) Latest Current 3 months ago 1 year ago

Australia 3Y May-14 2.74 2.99 2.60

Australia 10Y May-14 3.66 4.08 3.36

United States 2Y May-14 0.37 0.42 0.29

United States 10Y May-14 2.48 2.72 2.13

Exchange rates

Official interest rates (%)+ Latest Current 3 months ago 1 year ago

Australian Dollar / Chinese Renmimbi May-14 5.8144 5.4992 5.8818

Australian Dollar / Euro May-14 0.6821 0.6479 0.7398

Australian Dollar / Great British Pound May-14 0.5549 0.5340 0.6324

Australian Dollar / Japanese Yen May-14 94.6941 91.3424 96.8100

Australian Dollar / United States Dollar May-14 0.9307 0.8949 0.9588

Share market analysis

Sharemarkets (in local currency) 5yrs (%pa) 3yrs (%pa) 1yr (%) 3 months (%) 1 month (%)

Australia : ASX 300 Accum 12.1 9.7 16.1 2.6 0.6

Germany : DAX 15.0 10.9 19.1 2.6 3.5

global emerging markets : MSCI in AUD 5.1 2.8 7.4 2.9 3.0

Japan : Nikkei 9.0 14.7 6.2 -1.4 2.3

United Kingdom : FTSE 100 9.1 4.5 4.0 0.5 1.0

United States : S&P 500 15.9 12.6 18.0 3.4 2.1

**Data is most current available 
+Rates are expressed as 1 Australian Dollar 
(IMF/OECD) purchasing-power-parady


