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Please note: past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. All return figures reported are before management fees and taxes, and for the period up to 31 March 2012, unless otherwise stated. 

MLC Investment Management meetings and reviews

Within the March Quarter

An important aspect of our investment process is the ongoing monitoring and review of the specialist managers that have been selected for you in each asset class. We have developed a range of manager surveillance tools to monitor their stock selection decisions and the portfolio outcomes of those decisions. However, regular face to face meetings with the investment staff and decision makers at each firm are an essential part of ensuring that the competitive edge that underpinned our original decision to appoint each firm remains intact. Our manager research program is also designed to identify potential new managers for your strategies. 

This chart shows the number of manager meetings and reviews, broken down by broad asset class groups. Our research endeavours totalled 289 meetings for the quarter ending 31 March 2012.
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Observations from recent Research Trip: March Quarter 2012
Stuart Keighran Portfolio Manager - Property and Jonathan Armitage, Portfolio Manager – Head of Equities undertook a research trip in March 2012. They met with more than a dozen investment managers that manager Global Property Securities Portfolios’. The trip was designed to advance our knowledge of global markets and to continue our strategic research of the manager universe. 

There were a number of interesting themes to emerge from the trip:

North America

The strength in the US REIT market was solid over much of 2011 following the considerable fiscal and monetary stimulus that has been pumped into the US economy. These stimulus packages were designed to have a number of effects including driving interest rates lower across the yield curve fuelling investor appetite for yield style products including real estate securities. 

There is an emerging manager set endeavouring to find broader superannuation and retirement solutions for their investors. As a function of the current financial crisis many retirement plans are considerably under funded. A number of managers were keen to discuss their thinking on developing a range of yield style solutions for clients that would be suitable for Defined Contribution plans.

Europe

Much of the discussion was focused on the ongoing European crisis and how this event will continue to impact listed and unlisted real estate markets for some time to come. Few direct markets or listed stocks have been insulated from the fallout. Banks remain focused on repairing their balance sheets and restoring their loan books and hence remain focused on reducing their exposure to commercial real estate.
Market overview
comments by Brian Parker, Investment Strategist

Economic and Market Developments: March Quarter 2012
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Cash 1.1 4.9 4.9 4.4 5.4 5.5

Australian bonds 0.8 10.0 8.4 6.5 7.3 6.6

Global Investment Grade bonds (hedged) 2.2 11.9 9.2 9.5 8.7 8.2

A-REITs 7.1 1.7 3.2 14.8 -13.6 1.3

Global REITs (hedged) 12.0 8.7 15.3 34.2 -4.0 na

Australian shares 8.6 -6.3 -1.4 11.4 -2.1 6.9

Global shares (hedged) 12.5 3.8 8.3 21.5 0.8 5.9

Global shares (unhedged) 10.9 -0.4 0.7 6.2 -4.5 -1.0

Emerging markets equities (unhedged) 13.0 -8.7 -1.9 9.8 -0.1 7.1

US High Yield (Hedged) 6.3 10.1 14.1 27.5 10.0 11.5

Sources: Datastream, MLC Investment Management

Benchmark data include UBS Bank Bill Index (Cash), UBS Composite Index (Aust bonds) Barclays Global 

Aggregate hedged to $A (Global bonds), S&P/ASX300 A-REIT Accumulation Index (A-REITs), UBS Global 

Property Index hedged to $A (Global REITs), S&P/ASX300 Accumulation index (Aust shares), MSCI All Country 

Indices hedged and unhedged in $A (Global shares) and MSCI Emerging Markets Index in $A (Emerging 

Markets), Barclays High Yield Index hedged into $A (US High Yield)

The table below summarises the performance of the major asset classes over periods to the end of March 2012.  Despite a solid recovery in world share markets over recent months, defensive assets still managed to outperform growth assets over the year to March.  The numbers also reveal just how volatile market conditions have been in recent years.  Note, for example, that very strong three year returns have not managed to offset the dramatic losses of 2008, the net result being very disappointing returns from equity markets over the last five years. 

Over the past year, ongoing developments in Europe and their potential to derail global growth, political battles over the US Budget, and concerns over the durability of Chinese growth have all made their contributions to the dour mood of financial markets.  However, market sentiment has clearly improved over the past few months, although in our view, the world remains a highly uncertain environment in which to invest.   

Developments in Europe have continued to dominate market sentiment over recent months.  While earlier fears that Europe’s woes could trigger a renewed global financial crisis and another global recession have eased considerably, there has been little, if any, progress in dealing with the underlying structural problems plaguing the Eurozone.   Europe’s strategy to slash and burn its way to growth and prosperity is failing.

The intervention of the European Central Bank (ECB) in European bond markets in the second half of 2011 did help in bringing down borrowing costs for the most troubled European sovereign borrowers.  Further, the ECB’s decision to provide massive amounts of long term funding for banks in the Eurozone significantly improved conditions in European money markets, where short-term funding sources for banks were in danger of drying up in the latter stages of 2011.  

However, it remains the case that European banks retain substantial exposures to peripheral European sovereign bonds – exposures that are worth far less than their book value, casting doubt over the balance sheet strength of many Eurozone banks.

In Greece, further austerity measures, combined with a ‘voluntary’ restructuring of some privately-held Greek sovereign debt, resulted in a reduction in Greece’s overall public debt outstanding, and allowed the Greek Government to receive a further injection of bail-out money.  However, the reduction in Greece’s public debt burden that resulted from the deal is grossly inadequate.  Economic conditions in Greece remain utterly dire, further austerity is simply making matters worse, and consequently, Greece’s fiscal crisis remains unresolved.  

Elsewhere in Europe, economic and fiscal conditions in Portugal, Spain and Ireland are such that further action from the ECB and more bail-out money will eventually be required.  Longer term, there is no guarantee that the Euro will survive in its current form – at some point, Greece and perhaps other Eurozone economies will come to view that the cost of leaving the Euro is less severe than the cost of staying.

Across the Atlantic, the US economic news has continued to pleasantly surprise, although overall growth is solid rather than spectacular.  Employment growth remains reasonably solid, despite a softer headline employment result for March, reported after the end of the quarter. The private sector has now added jobs every month for more than two years, the number of layoffs has declined considerably, and unemployment continues to grind its way lower.  The flow of credit to business resumed during 2011 – commercial and industrial loans are now growing at an annual rate of close to 10%.  Consumers continue to grow their spending, and have made more progress in restoring their balance sheets to health than their counterparts in other economies. 

For some time now, MLC has highlighted in a range of our communications how the deleveraging cycle has restrained economic growth during the recovery from the worst of the GFC.  Deleveraging the global economy is a multi-year process, and it is virtually impossible to predict how long the process will take and how far it needs to go, although different countries and sectors (the US consumer for example) are further advanced in the process than others.  In short, the need for either households (US, UK, parts of Europe, Australia) or sovereigns (virtually everywhere apart from Australia, Canada, Scandinavia, and much of non-Japan Asia), or both, to delever will act as a restraint on growth for some years to come.

Elsewhere, despite concerns about the durability of growth in China, particularly in the wake of efforts by the authorities to rein in inflation and excessive property investment, growth remains very solid, and the authorities have both the ability and willingness to use the arms of policy to promote growth.  

That said, we remain somewhat cautious of the fact that in recent years, economists and financial markets have put a great deal of faith in the ability of the Chinese authorities to manage the Chinese business cycle.  While their confidence appears well justified – the decisive steps to stimulate growth during the worst of the GFC did much to restore confidence not just in the Chinese economy but elsewhere – the optimistic consensus about the outlook for Chinese growth is not without risk.  At some point, the Chinese economy will require rebalancing away from capital investment as a source of growth and towards private consumption.  Capital spending remains close to half of China’s GDP, an unsustainable level, but when, and how fast that level declines, is highly uncertain.  

Not surprisingly, how that adjustment takes place has important implications for Australia.  Iron ore accounts for around 60% of Australia’s exports to China, which is the destination of just under a quarter of our total exports. 

The Australian economy has performed reasonably well over the past year, although national accounts data show that the economy overall has now been growing at a below-trend pace for the past several years.  However, the boom in Australia’s terms of trade (courtesy of very high prices for key commodity exports) means that growth in our national income has significantly outstripped GDP.  

Moreover, the multi-speed economy remains alive and well.  For any business, industry, or region exposed to mining or benefiting from the enormous amount of work going on that feeds the mining boom, economic conditions have remained very favourable.  

Elsewhere, the picture has been far more mixed.  Consumers are still growing their spending, but less of that spending is occurring at traditional retail outlets, and consumers are more cautious in their attitude to personal credit.  Housing activity indicators such as building approvals and housing finance remain subdued, and house prices are drifting lower across much of the nation.  Undoubtedly, the strength in the Australian dollar is having an adverse effect on a range of industries and businesses, from traditional manufacturers, to our major universities, that compete against institutions in the US and elsewhere for overseas students.   

 While the global environment will continue to pose challenges in 2012, and consumers remain more cautious than they have been in some years, overall growth seems likely to remain reasonably solid in Australia, underpinned by a massive pipeline of mining-related investment activity.  In the event that growth disappoints or threatens to disappoint, Australian policymakers have a good deal of room for manoeuvre: unlike in most other countries, interest rates can be cut further and fiscal policy could be eased without seriously threatening Australia’s financial standing.  Moreover, the Australian dollar has plenty of room to fall should the global backdrop turn even uglier.

 We continue to view the outlook for the world economy and financial markets as a highly uncertain one.  While risk and uncertainty are facts of life for investors, the current environment is one that seems much more uncertain than usual – there are a wide range of paths the world could take from here.  

Risk cannot be avoided, it has to be managed.  Periods of heightened uncertainty are not times to be dogmatic with any macroeconomic forecasts.  At MLC, we have never relied on point forecasts for the world or Australian economy either in designing strategic asset allocations or adjusting allocations under our Strategic Overlay program.  What we are endeavouring to do is to design portfolios and look for investment strategies that will allow investors to weather tough times such as these, and to increase the reliability of future investment outcomes.  
Brian Parker

Investment Strategist
April 2012
Important information

This information has been provided by MLC Investments, ABN 30 002 641 661 a member of the National Australia Bank group of companies, 105-153 Miller Street, North Sydney 2060. This material was prepared for advisers only. 

This communication contains general information and may constitute general advice.  Any advice in this communication has been prepared without taking account of individual objectives, financial situation or needs. It should not be relied upon as a substitute for financial or other specialist advice. Before making any decisions on the basis of this communication, you should consider the appropriateness of its content having regard to your particular investment objectives, financial situation or individual needs.  

You should obtain a Product Disclosure Statement or other disclosure document relating to any financial product issued by MLC Investments Limited (ABN 30 002 641 661) and MLC Nominees Pty Ltd (ABN 93 002 814 959) as trustee of The Universal Super Scheme (ABN 44 928 361 101), and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the Product Disclosure Statement or other disclosure document is available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au. 

An investment in any product offered by a member company of the National Australia Bank group of companies does not represent a deposit with or a liability of the National Australia Bank Limited ABN 12 004 044 937 or other member company of the National Australia Bank group and is subject to investment risk including possible delays in repayment and loss or income and capital invested. None of the National Australia Bank Limited, MLC Limited, MLC Investments Limited or other member company in the National Australia Bank group of companies guarantees the capital value, payment of income or performance of any financial product referred to in this publication.

Past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. Please note that all performance reported is before management fees and taxes, unless otherwise stated. 

The specialist investment managers are current as at the date this communication was prepared.  Investment managers are regularly reviewed and may be appointed or removed at any time without prior notice to you.
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