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The end of a financial year is traditionally a period of reflection, before we return our focus to the future 
and the long-term returns forecast from this point hence. In so many ways though these are not normal 
times, so we will dispense with this review quite quickly, before moving on to discuss the current state of 
the recovery in terms of the economy, the financial markets and most importantly - your portfolio.

In recent commentaries, we have written about quite good annualised returns from the start of 2019 to 
now, though much of that performance arrived in the first half of last year. As a result, looking at the just 
completed financial year incorporates a flatter second half of 2019, to be followed by a significant crash 
in equity markets from the high in February, and an incomplete recovery from late March onwards. The 
Australian share market delivered a total return of -6.7% for FY20, held back by a particularly weak 
Financial sector where the same number was -20.7%. One part of the market that produced a positive 
result was medium sized companies, though this was a meagre but still welcome +1.1%. The Resources 
sector delivered -6.2%, smaller companies -9.4% and the Listed Property sector was particularly impacted 
by the coronavirus crisis and had a total return for the financial year of -21.7%. 

We will however, risk being repetitive to remind you how strong the start to calendar year 2019 was, by 
noting that the 18 month annualised returns for the broad Australian market (S&P/ASX200 index) are 
+8.1%. Risky assets do not deliver their returns in a consistent manner, and you should expect that they 
will continue to make sharp moves in both positive and negative directions. One other thing we can also 
be very confident about is that traditional defensive assets are not going to provide much at all in the way 
of income. The world’s central bankers have explicitly confirmed that we are in a ‘lower for longer’ interest 
rate regime. So, while defensive assets will continue to be an important diversifier in your portfolio, the 
most significant part of your future returns will come from shares and listed property.
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This chart shows very clearly the 
state of our progress with regard to 
the coronavirus. The yellow bars on 
the right represent the spike in 
cases recorded in Victoria, with 
which we are all very familiar. This 
is a critical test of the policies in 
place, and we will know within a 
week or two if the specific 
lockdowns, border closings and 
contact tracing will be effective at 
suppressing this current and any 
future new clusters of the virus. 

Given that uncertainty, we must at this point still acknowledge that there is a big caveat to any views we 
express. We do expect that the authorities will deal with the situation in a reasonably effective manner, 
and that we will not see unchecked growth in virus cases and a need for further wide scale lockdowns 
across the country. Should that prove not to be the case, then we will of course communicate any changes 
to our views and forecasts, and any portfolio actions that the investment committee may agree as being 
necessary at that time. 

For now, analysts don’t expect that the Victorian lockdown measures and border closure will derail the 
economic recovery. Noting that most other states are expected to re-open their borders, other than with 
Victoria, in coming weeks, they conclude: “A slowdown in activity will occur in the Melbourne suburbs 
directly locked down to the extent people affected can’t work or consume as many goods and services as 
they usually would. What is more important nationally is that states continue with reopening so that 
households and business can continue slowly returning to more normal daily activities.”1

We have used this chart before and 
share the latest version again as it 
is still among the most important 
that we monitor. In the top right-
hand corner, you will see a very 
small green bar. That bar represents 
the business sector returning to a 
net positive stance when they were 
asked about their confidence in the 
outlook. The bottom panel 
measures current conditions, and 
whilst it remains red, there has also 
clearly been quite a big 
improvement.
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Treasurer Josh Frydnenberg will provide a budget update in late July, and before that the Prime Minister 
has regularly confirmed that the government will continue to provide policy support for those that continue 
to need it. It will likely be more targeted though, reflecting the reality that impacts in different sectors of 
the business community have been quite varied. Major banks have also outlined that they will provide 
extended repayment deferrals, and the Reserve Bank Governor committed to ongoing monetary policy 
support in the statement following the bank’s June meeting. 

“The Board is committed to do what it can to support jobs, incomes and businesses and to make sure that 
Australia is well placed for the recovery. Its actions are keeping funding costs low and supporting the 
supply of credit to households and businesses. This accommodative approach will be maintained as long 
as it is required. The Board will not increase the cash rate target until progress is being made towards full 
employment and it is confident that inflation will be sustainably within the 2–3 per cent target band.”2

To paraphrase and return to the language used at the onset of this crisis, whilst we are not yet to the 
other side of the gap that has to be bridged, the bridge nonetheless remains in place and will be 
strengthened and extended where that needs to occur. 

The share market in Australia has spent the last month or so consolidating the strong initial bounce from 
the late March low. We also remain very cognisant of the fact that whilst there are some encouraging 
signs in data such as the business survey shown in the charts above, collectively we will remain susceptible 
to negative sentiment shocks.

People are slowly returning to work, but at the same time more people will return to look for jobs and as 
a result we will likely see the unemployment rate increase in coming months. Recently Treasurer 
Frydneberg has acknowledged the headline rate of unemployment is being held down by the government’s 
policies, and the real underlying rate is something more like 13%. Moreover, in a couple of months’ time 
we will get confirmation of just how deep the Q2 contraction was when GDP is reported in early September. 

There is an old cliché in investing that says that equity markets often need to climb the wall of worry. 
There has been no shortage of gloomy, even outright catastrophic, predictions since the onset of this 
crisis, and assuredly there will be many more in coming weeks and months as we continue to navigate 
the path to an eventual recovery. We should be particularly sceptical about reaching conclusions in the 
midst of the crisis that things will never be the same again. History shows there is plenty of resilience in 
both markets and investors.

At every bump along the recovery path, there will be a temptation for investors to believe they can go to 
cash, wait out the turmoil, and then re-enter markets to capture the upside when it does arrive. To be 
very clear, this has never been, nor will it be, our approach to managing your portfolio. Ample evidence 
exists to refute the efficacy of such short-term portfolio decision making. Indeed even the greatest 
investors of all time often struggle to successfully manage their portfolios in this manner over any 
reasonable length of time. 
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What we will do is continue to incorporate the latest available information in our long-term views and 
make what we believe to be prudent adjustments to your portfolio that balance risk and reward. Finally, 
we will continue to be as transparent as we can in communicating our current thinking with you, and as 
always continue to encourage you to seek any further context or explanation through your Adviser. 

Kind regards,
Asset Allocation & Investment Committee
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Asset Class Tipping Points
The tables below indicate good value on offer in many of the asset classes depicted, however we remain 
comfortable taking a somewhat cautious approach at this time. A good example of this is Listed Property 
which looks Cheap but comes with much uncertainty, especially with respect to the outlook for the office 
and retail sub-sectors. Ordinarily with these expected long-term returns we would expect to have an 
Overweight stance in place, rather than the current Neutral that we have elected to maintain for now. 
Elsewhere with an expected restoration of dividends to come from the banks in the second half of the 
year, Financials do look good value, but here we are persisting with the existing Overweight position.
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NOTE: It is important to note that each portfolio is managed to its own mandate, which can mean that activity mentioned above is not reflected 
in your own portfolio. This may be because it is more beneficial to your portfolios after tax performance to complete the trading at a different 
time, or may be due to individual customisation that you have requested. This flexibility is an integral part of the investment process. If you would 
like to discuss the tailoring of your portfolio, please contact your Adviser.

DISCLAIMER: The information in this commentary has not been verified by Implemented Portfolios but is believed to have come from reliable 
sources as noted in the acknowledgements. No Liability is accepted by Implemented Portfolios, its Directors, officers, employees or contractors 
for any inaccurate or incorrect information. The information is a broad commentary and there is no intention that a client should act on the 
information without seeking professional assistance from their own advisers (legal, tax, accounting, financial Planning) for suitability in respect of 
their unique circumstances.


