
Financial Markets – February 2018 Review 

 

February marked the return of volatility to financial markets, with the continued trend of rising 

United States bond yields being a key area of focus for investors.  Highlights for the month were as 

follows: 

• Global equities were sold down 

heavily early in the month before 

recovering much of their lost 

ground. 

• Global bond yields increased. 

• Australia moved against the 

international trend with its share 

market in positive territory and 

bond yields declining slightly. 

  

The upward momentum in United States bond yields that was present in January continued in 

February.  Adding to the upward pressure on yields was the release of January hourly wages data for 

the U.S., which showed the annual growth rate increasing from 2.7% to 2.9% - the highest growth 

rate since June 2009. Viewed as a sign that inflationary pressure was on the rise, the news of the 

higher wages growth triggered both a jump in bond yields and a correction on equity markets. 

Higher bond yields reduce the attractiveness of equity market investments in relative terms. The 

correction that took place on share markets effectively boosted the future earnings yield available 

on equities, thereby helping to restore the margin between prospective returns from “risk free” 

government bonds and equities. 

Global equities finished the month 3.7% lower, 

with all major markets closing in negative 

territory. The United States, the U.K., Japan 

and Hong Kong all recorded falls of between 

3% and 4%. Larger falls were recorded in 

Germany (down 5.2%) and China (down 6.4%). 

The average decline across emerging market 

economies was 3.9%. As indicated on the 

accompanying chart, Japanese and European 

markets are now in negative territory for the 

past quarter. This contrasts to the U.S. where 

strong price growth in December and January 

outweighed the losses experiecned in 

February. 

For Australian investors with unhedged currency exposures, much of the decline in global shares was 

offset by the impact of a depreciation in the Australian currency. As is often the case in periods of 

weakening equity market sentiment, the $A fell over February from U.S. 80.7 cents to U.S. 77.9 

cents. This exchange rate impact restricted the average decline in global equity valuations for 

unhedged Australian investors to just 0.4% for the month.  

Asset Class Return Feb-18 3 Months Annual

Australian Equities 0.4% 1.7% 10.1%
Global Equities - Unhedged -0.4% -0.4% 16.0%
Global Equities - Hedged -3.7% 1.1% 14.7%
Australian Listed Property -3.2% -6.2% 0.5%
Global Listed Property -6.4% -8.2% -6.5%
Global Listed Infrastructure -5.3% -7.3% 5.0%
Australian Fixed Interest 0.3% -0.5% 2.9%
Global Fixed Interest -0.2% -0.7% 2.1%
Cash 0.1% 0.4% 1.7%
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Although the Australian share market did participate in the global sell-off early in the month, the 

subsequent recovery was strong enough to the see the S&P ASX 200 Index finish the month in 

positive territory, with an increase of 0.4%. In annual terms though, the local market’s 10.1% gain 

still lags the global market average increase of 14.7%. In contrast to the U.S., a relatively soft 

domestic economy has kept inflationary pressures here subdued. This was evidence by the 

December quarter inflation and wages growth data, which showed respective annual increases of 

just 1.9% and 2.1%. News of this lack of inflationary pressure may have been a factor contributing to 

the performance differential between Australian and overseas markets over February.  

Also contributing to the positive result on the 

local market last month was the healthcare 

sector, which gained 7.0%. Being largely export 

orientated, this sector benefited from the 

weaker $A, as well as its defensively positioned 

businesses in a month of increased 

uncertainty. As was the case in December, the 

more interest rate sensitive sectors of the 

equity market performed poorly, with listed 

property (down 4.1%) and utilities (down 1.7%) 

being amongst the weakest sectors. Resource 

and energy stocks reversed some recent gains, with energy finishing 3.7% lower and resources down 

just 0.9%. In addition to the significant macro-economic and overseas influences on the Australian 

market last month, the profit reporting season also influenced individual stock price movements. 

Although broadly positive, profit reporting did tend to result in magnified falls in specific stocks in 

cases where results and outlook statements were short of market expectations.  

With U.S. bond yields continuing to increase 

and Australian yields falling marginally, the 

rare situation where U.S. yields traded above 

Australian yields prevailed over February. 

10-year U.S. Government bond yields rose 

0.15% over the month to finish at 2.87%. 

This followed a more significant 0.32% 

increase in January. The equivalent 10-year 

Australian yield closed virtually unchanged 

at 2.81%, with inflation expectations in the 

U.S. now materially above those in Australia. 

Portfolio Positioning 

Our portfolios have been well positioned for an environment of rising interest rates with 

underweight allocations to interest rate sensitive assets. These positions are being retained as rising 

wage pressures across key economies may result in further interest rate increases.   

Although the outlook for earnings growth remains strong and may continue to provide support for 

equity markets in the months ahead, recent events have increased the need for a cautious approach 

to equity market exposure. Concerns over inflation and rising bond yields will potentially be a re-

occurring thematic over the course of 2018. 
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Important Information  

The following indexes are used to report asset class performance and calculate the benchmark returns for this model 

portfolio: ASX S&P 200 Index, MSCI World Index ex Australia net AUD TR (composite of 50% hedged and 50% unhedged), 

FTSE EPRA/NAREIT Developed REITs Index Net TRI AUD Hedged, Bloomberg AusBond Composite 0 Yr Index, Barclays Global 

Aggregate ($A Hedged), Bloomberg AusBond Bank Bill Index, S&P ASX 300 A-REIT (Sector) TR Index AUD, S&P Global 

Infrastructure NR Index (AUD Hedged). 

 General Advice Warning: This website contains general information only. It does not take into account your objectives, 

financial situation or needs. Please consider the appropriateness of the information in light of your personal circumstances 


