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Australian Shares 

Pendal Australian Share Fund 

Market Review 

The strong rebound Australian equity investors had enjoyed since the beginning of 2019 stalled 

somewhat through March, with the S&P/ASX 300 Accumulation Index finishing the month 0.7% 

higher. Beneath the muted headline return, performance diverged across sectors: Resources 

(+1.9%) was aided by the elevated iron ore price, whereas Industrials (+0.4%) was the laggard, 

dragged down by the poor performance of heavyweight Financials (-2.6%). 

At the macro level, US yield curve inversion has some calling for an American recession, while the 

Brexit saga provided a new twist each day as the British parliament neared – and then passed - the 

deadline by which its divorce from the EU was supposed to have happened. 

Turning to the specifics of sector performance, Metals & Mining (+4.3%) outperformed and helped 

Materials (+3.4%) to become the largest contributor to the headline index performance. The iron 

ore miners continued to rise in response to an operations update from Vale. The Brazilian miner’s 

new 2019 volume estimates take into account the effect of mine closures and disruptions from the 

review into the safety of its tailings dams. New guidance suggests that, even with some 

deployment of existing inventory, the cut in volumes will be at the upper end of the market’s range 

of expectations. Fortescue Metals (FMG, +17.3%), Rio Tinto (RIO, +8.4%) and BHP (BHP, +5.5%) 

all outperformed on the view that FY19 iron ore prices will be higher than previously thought. 

Offsetting some of the iron ore miners' gains, Alumina (AWC, -5.1%) and South32 (S32, -2.2%) 

came off as Norsk Hydro and Brazilian prosecutors agreed to the steps by which the Alunorte 

aluminium refinery – the world’s largest – could return to full production. Alunorte has been running 

at 50% production since breaching pollution regulations in early 2018, which has seen tighter 

aluminium markets. Signs of agreement in Brazil potentially signal the end of this sweet spot for the 

Australian-listed producers. 

Elsewhere, Real Estate (+5.4%) managed to post the strongest sector return over the month. The 

housing REITs are showing some signs of life, as auction data has actually come in better than 

expected, even as listings remain depressed and new dwelling stats also continue to fall. The result 

is some nuance in the outlook for the housing-related stocks. A falling 10-year bond yield also 

contributed to the sector's solid performance: Australia's 10-year bond yield dropped to 1.77%, a 

level that was below the lows last seen in mid-2016. 

Outside Real Estate, some key retail stocks also performed well. These include electronics retailer 

JB Hi-Fi (JBH, +15.0%) and Harvey Norman (HVN, +11.7%). It was largely attributable to the 

expectation of a generous Federal budget early in April. 

On the other end of the spectrum, Energy (-4.1%) finished the month in the red as the oil and gas 

stocks were among the period's worst performers. LNG is typically priced off oil, however there has 

been a short-term divergence between the two benchmarks, with LNG weakening as oil remains 

steady. There are a couple of factors at play here, including reports of LNG inventory overbuild 

during the northern hemisphere winter, alongside the recent addition of volumes from the Icthys 

and Prelude projects in WA’s Browse Basin. As such, some investors are tempering their 

expectations for the contracted rates for delivery of Australia gas to Asia. Woodside Petroleum 

(WPL, -4.5%), Oil Search (OSH, -4.8%) and Santos (STO, -1.3%) all weakened in response.  

. 
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Portfolio performance 

The Pendal Australian Share Fund returned 0.75% (post-fee, pre-tax) in March, outperforming its 

benchmark by 0.02%. 

Contributors 

Overweight JB Hi-Fi 

Electronic retailer JB Hi-Fi (JBH, +15.0%) outperformed the market by a double-digit return in 

March, despite the lack of new company specific news. With the Federal government lined up to 

deliver the latest Budget in early April, the market expected some generous spending that will help 

stimulate the domestic retail market. 

Woodside Petroleum, not held 

Domestic gas explorers, including Woodside Petroleum (WPL, -4.5%), fell due to the recent price 

divergence between LNG and oil. The two are typically closely priced, however there has been a 

short-term increase in the spread between the two benchmarks, with LNG weakening as oil 

remains steady. There are a couple of factors at play here, including reports of LNG inventory 

overbuild during the northern hemisphere winter, alongside the recent addition of volumes from the 

Icthys and Prelude projects in WA’s Browse Basin. As such, some investors are tempering their 

expectations for the contracted rates for delivery of Australia gas to Asia. 

Overweight Fortescue 

The iron ore miners continued to rise in response to an operations update from Vale. The Brazilian 

miner’s new 2019 volume estimates take into account the effect of mine closures and disruptions 

from the review into the safety of its tailings dams. New guidance suggests that, even with some 

deployment of existing inventory, the cut in volumes will be at the upper end of the market’s range 

of expectations. Given the view that FY19 iron ore prices will be higher than previously thought by 

many, Fortescue (FMG, +17.3%) outperformed alongside its peers. 

Detractors 

Overweight ANZ 

The ‘Big Four’ banks finished March in the red, as investors refocused on the regulatory capital 

requirement that the Reserve Bank of New Zealand is proposing to impose on the major banks' 

Kiwi subsidiaries. This hurt our positions in ANZ (ANZ, -7.0%). To recap, the RBNZ has been 

contemplating raising the minimum core tier one capital requirement from 8.5% to 16% - versus 

10.5% in Australia. A worst-case scenario would hit National Australia Bank hardest; while only 

16% of its NPAT is NZ-sourced (versus 30% for ANZ), NAB has the lowest existing capital position 

and would have to raise additional capital, also placing further pressure on its payout ratio. ANZ is 

best placed in terms of capital, however the higher allocation of capital against its NZ business 

could see it breach APRA’s limits on offshore capital, perhaps forcing it to partially float its NZ 

subsidiary if the limit does not get relaxed by APRA. 

Overweight Caltex 

Caltex Australia (CTX, -6.3%) pulled back in March. The company delivered an update ahead of 

their share buy-back, with management flagging disappointing trends in their retail petrol business. 

This was ascribed to the lag in higher oil prices flowing through to the pump and there is a good 

chance they will get at least some of this back. Nevertheless, the revelation of a hole in earnings 

only three weeks after their half-yearly report was not well received. CTX is buying back $260m of 

its $6.9b market cap. 
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Not holding Woolworths 

Not holding supermarket giant Woolworths (WOW, +6.0%) detracted from performance in March. 

Despite the lack of new news, WOW rebounded strongly from the lows in February. As previously 

communicated, we believe the supermarket operators are facing a challenging environment, in the 

form of limited top-line growth and higher operating costs. These issues underpin our preference 

for Metcash (MTS, +1.5%) in this space. As a wholesaler, MTS is not under the same pressure 

from renegotiated new employee benefit agreements. At the same time, a lot of the cost pressures 

in supermarkets are in fresh food, which is less of an issue for MTS. 

Strategy and outlook 

The portfolio’s return was largely in line with the benchmark index in March as the market edged 

higher. 

There was a divergence within the portfolio’s resource exposure in March. Whitehaven Coal (WHC) 

was one of the largest detractors, down -8.0% on concerns over the embargo on Australian thermal 

coal at the Dalian port in China’s north. Although the unofficial ban does not directly affect WHC – 

which ships primarily to India, Korea, Japan and Taiwan – there are concerns it might put extended 

pressure on the price of Newcastle coal. 

At this point we remain reasonably sanguine about the medium term outlook for coal, while mindful 

that this issue could continue to drag in the short term. Ultimately, we believe the Chinese 

authorities will be reluctant to pursue a policy which drives the price of its domestically-produced 

coal up too far, given the knock-on effects for power generation and pricing. 

While the coal price wallowed, iron ore continued to forge ahead alongside the consensus earnings 

expectations of its miners. Resilient expectations of Chinese demand, coupled with a likely 

shortage of supply as Brazilian production is disrupted following another tragic tailings dam 

collapse, is seeing a surge in the expected iron ore price for FY19. This saw the portfolio’s holdings 

in both BHP (BHP, +5.5%) and Rio Tinto (RIO, +8.4%) outperform in March. 

Elsewhere there was a positive contribution from several of the portfolio’s more non-consensus 

positions, such as JB Hi-Fi (JBH, +15.0%), Nine Entertainment (NEC, +3.2%) and Metcash (MTS, 

+1.5%). This offset the drag from the overweight in Seven Group (SVW, -8.0%) - which gave back 

some of its strong gains since its half-yearly result - and from the underweight in Woolworths 

(WOW, +6.0%). 

March capped a remarkable quarter in which the market rebounded from its slump in Q4 2018. 

February’s reporting season confirmed that large parts of the Australian market face the twin 

challenges of low revenue growth and higher cost pressures. However, the earnings results and 

outlooks were really no worse than the market expected, and in some cases weren’t as bad as 

some feared. As a result it presented no impediment to the improvement in sentiment on several 

key macro issues, including the pace of Fed tightening and outlook for Chinese growth. 

Looking forward, we would not be surprised to see the market consolidate for a period given its 

strong run. Valuations remain at a reasonable level given prevailing interest rates, although the 

market’s P/E rating may come under pressure if we start to see a material deterioration in the 

outlook for earnings growth. The consensus outlook for ASX200 earnings remained broadly 

unchanged across reporting season and stands at about 5% for FY19. That said, there has been a 

material change in the underlying drivers, as resource stocks continue to see significant upgrades, 

while the remainder of the market continues to see lower earnings expectations. 

We continue to see attractive opportunities in the market. In particular, we like mining and 

infrastructure services, which are enjoying the cyclical tailwinds of increased capex spending and 

transport infrastructure investment. We are also positive on the near term outlook for iron miners as 

supply disruption supports a higher price. Several of our highest conviction stocks are among the 

more cyclical parts of the economy, including Qantas and Nine Entertainment, where we see 



 6 

compelling valuation coupled with company-specific opportunities to deliver attractive shareholder 

return. 

Pendal Smaller Companies Fund 

Market review 

Underperforming its large cap counterpart, the S&P/ASX Small Ordinaries Accumulation Index 

finished March in the red, with a minor loss of -0.1%. Sector performance was mixed, with Small 

Resources (-2.0%) meaningfully lower while Small Industrials (+0.4%) recorded marginal gains. 

The subdued March result capped a strong quarter which saw the S&P/ASX Small Ordinaries 

Accumulation Index gain 12.6% following the volatility of late 2018. The market’s aggregate 

valuation has rebounded almost to it previous highs of 2018 and stands at 16.8x next-12-month 

price/earnings, an 11% premium to its five-year average. 

Amongst the 11 sectors, performance divergence was evident. On one side of the spectrum, 

Information Technology (+5.0%), Real Estate (+2.8%) and Healthcare (+1.5%) were the strongest 

performers over the month; whereas Financials (-5.2%), Energy (-5.1%), Materials (-1.7%) and 

Utilities (-1.4%) finished March in the red. The rest of the sectors only recorded marginal gains and 

losses within 1%. 

Within IT, Wisetech Global (WTC, +20.1%) and Afterpay Touch (APT, +13.6%) continued to lift the 

sector higher. For the former, in order to continue supporting its strategic inorganic growth, the 

international logistics service provider announced a ~$280m capital raising, which was largely 

done in the form of institutional placement ($250m). As previously communicated by management, 

WTC has been expanding its geographic presence through mergers and acquisitions. The strategy 

has proven successful to date and as such, the capital raising was well received by the market. 

Offsetting some of these gains, Appen (APX, -4.8%) and Altium (ALU, -1.6%) were the largest 

performance detractors of the sector. Appen announced its acquisition of US-based Figure Eight 

Technologies for US$175m, with a maximum contingent payout of US$125m based on incremental 

FY19 subscription revenue targets. Management expects the acquisition to increase the quality of 

the company's revenues and enable greater participation in the AI market. In order to fund the 

upfront payment, Appen also arranged a placement deal for A$285m, which potentially weighed on 

its stock performance over the month. 

Outside IT, some solid outperforming stocks worth noting include long-beleaguered department 

store operator Myer (MYR, +61.0%), infant formula manufacturer Bellamy's (BAL, +36.2%) and 

rare earth miner Lynas (LYC, +18.8%). Shareholders of MYR reacted positively to the company's 

latest 1H19 results where net earnings were 3.1% higher. There are a few contributing factors 

including better cost management and margins, as well as the removal of unprofitable products. 

BAL on the other hand advanced over the month after trading sideways for the past six months. 

The manufacturer recently launched its new formula which has helped the company to improve its 

brand awareness. This bolstered investor sentiment. Management also indicated they are hopeful 

of receiving approval from China's State Administration for Market Regulation during this year. 

Lastly, Lynas recorded a double-digit gain after receiving an acquisition offer from Wesfarmers. 

The proposed deal valued LYC at $1.5b, and represented a 45% premium to the company's then 

closing price. Nevertheless, management rejected the offer. 

Turning to the other side of the ledger, vehicle fleet leasing/fleet management company Eclipx 

Group (ECX, -67.6%) suffered significant losses after management downgraded FY19 guidance, 

due to fewer car sales and below-expectation lease earnings. The update also saw McMillan 

Shakespeare (MMS), which was previously in merger talks with ECX, leave the negotiation table. 

Similarly, weak FY19 results from Sigma Healthcare (SIG, -14.6%), where EBITDA fell by 17.5% 

and net earnings declined by 33.1%, weighed on its stock performance. The pharmaceutical 

company also rejected a merger offer from peer Australian Pharmaceutical Industries (API, +7.8%). 
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Portfolio performance 

The Pendal Smaller Companies Fund returned a flat 0.00%post-fee, pre-tax) in March, 

outperforming the S&P/ASX Small Ordinaries Accumulation Index by 0.12%. 

Contributors 

Underweight St Barbara (SBM)  

Gold miner SBM fell -23.9% as management announced material changes in the feasibility of the 

Gwalia Mass Extraction project in Western Australia. The outcome is significant capex and higher 

operational risk than first thought as well as a delay in commissioning. This disappointed the 

market, despite upgraded production guidance for the company’s Simberi mine in PNG. We do not 

hold SBM, instead gaining gold exposure via Independence Group (IGO) and Regis Resources 

(RRL). 

Overweight Ryman Healthcare (RYM.NZ)  

Ryman Healthcare (RYM.NZ) is a New Zealand-listed company which develops, owns and 

operates retirement villages in New Zealand and Australia. The stock has made steady gains over 

the first quarter, which were boosted by a sell-side upgrade in March. RYM continues to benefit 

from structural tailwinds of an aging population and low funding costs. At the same time, RYM has 

several competitive advantages over its competition, including scale, better geographical locations 

and an established brand. 

Detractors 

Overweight Eclipx Group (ECX) 

ECX’s trading update in March revealed significant deterioration in its Right2Drive and Gray’s 

divisions, as well as in its core commercial and consumer leasing earnings. We had previously sold 

a material portion of our position following the announcement of the scheme of arrangement with 

McMillan Shakespeare (MMS), retaining a stake given we saw merit in the tie up. However, a 

trading update saw the deal fall through, and with risks emerging given a leveraged balance sheet 

in a tougher operating environment, we have sold out of our position. 

Overweight Seven Group Holdings 

SVN consolidated in March, giving back some of its recent strong gains (but remains a material 

outperformer over the year to date). We continue to see SVW’s growth underpinned on a multi-year 

basis by the pipeline of transport infrastructure projects on the east coast. At the same time, mining 

services is showing signs of life as companies begin to commission new mines – and embark on 

fleet maintenance – following several years of tight purse strings. 

Strategy and outlook 

The position in Eclipx dragged, as did the holding in mining and infrastructure services play Seven 

Group, which gave back some of its recent strong gains. The small cap tech stocks surged again 

and our underweight here, avoiding companies such as Afterpay Touch and Wisetech, also 

detracted from relative performance. 

This was more than offset, however, by strong performance from the portfolio’s New Zealand-listed 

stocks – Ryman Healthcare and Mainfreight – as well as from its preferred technology stock, 

Technology One. 
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While March’s market result was subdued, it capped a strong quarter which saw the S&P/ASX 

Small Ordinaries Accumulation Index gain 12.6% following the volatility of late 2018. The market’s 

aggregate evaluation has rebounded almost to it previous highs of 2018 and stands at 16.8x next-

12-month price/earnings, which stands at an 11% premium to its five year average.  

This is obviously not a ‘cheap’ market, but it is important to recognise the skews that exist below 

this headline number. The relatively small cohort of high growth tech stocks, for example, are 

trading at a 1-year forward price/earnings of 35.8x; a 113% valuation premium to the rest of the 

small caps market, Health care, too, stands out at 21.9x. The upshot is that there are material parts 

of the market which are not at demanding valuations and where compelling opportunities can be 

found. 

The caveat is, of course, that there are also material parts of the market facing cyclical or structural 

headwinds. Part of the reason that tech and healthcare are priced so richly is that they are one of 

the few parts of the market which are offering reasonable organic growth. 

That said, the small cap universe is rich with diverse and niche opportunities for us to explore. We 

are focused on companies with demonstrable cash flows in parts of the market which are enjoying 

some form of tailwinds or which are better placed to withstand the currents of subdued economic 

growth or business model disruption. 

Examples include essential services and supplies (eg Bapcor and Mainfreight), infrastructure and 

mining services (eg Seven Group, Monadelphous), unique growth strategies (eg Webjet, Costa 

Group) and technology stocks which have not attracted the same valuation premium as some of 

their higher-profile peers (eg Technology One). 

International Shares 

Pendal Concentrated Global Share Fund 

Market review 

Global share markets retained their positive trajectory of this year, with investors seemingly taking 

comfort on progress being made in US-China trade negotiations. Sentiment was further supported 

by a forecast by the US Federal Reserve indicating it would not raise rates this year. Markets were 

pushed higher despite signs of weakness in economic growth, particularly in Europe. The 

prevailing positive sentiment led the benchmark MSCI World ex Australia (A$) Index to close 1.5% 

higher. 

Positive tones on the macroeconomic front supported gains in the US share market, with a number 

of growth-oriented stocks continuing to ascend after the significant sell off late in 2018. However, 

lingering concerns on growth prospects for the US considering the duration of its economic 

expansion and a downward revision to the earlier estimate of US economic growth led investors to 

steer towards defensive sectors, which saw Real Estate and Utilities deliver good gains. At the 

month’s close, the S&P500 registered a 1.8% gain, while the NASDAQ had risen by 2.6%. 

Most European share markets registered gains for the month, although their progression moved 

towards a risk-off mode. One of the catalysts for this was commentary from the European Central 

Bank (ECB), whereby the Board cut growth forecasts and revised their guidance to leave interest 

rates unchanged “at least to the end of 2019”. Pushing out expectations of monetary tightening 

impacted the interest rate sensitive Financials and growth oriented sectors, leaving defensive 

sectors like Consumer Staples, Health Care and Utilities to support the overall market. Germany 

came into closer focus after its 10-year government bond yield fell below 0% to send bond 

valuations higher. The Manufacturing component of its Flash PMI measure of industrial output fell 

to its lowest level since 2012. Germany’s DAX equity market index ended the month largely 
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unchanged, while the UK (+2.9%), France (+2.1%) and Italy (+3.0%) led the region to an aggregate 

1.6% gain. 

Asian equity markets registered mixed fortunes this month. China (+5.1%) set pace for the region 

to continue a rally that began with the Lunar New Year as expectations of a resolution on the trade 

issue supported sentiment. Hong Kong (+1.5%) and Taiwan (+2.4%) were also higher. India 

(+7.8%) was the best performing market after exhibiting a pre-election rally with opinion polls 

indicating a return to Government for the Modhi administration and a continuation of its pro-growth 

reformist agenda. At the other end of the spectrum, Japan (-0.8%) and Korea (-2.6%) languished 

on economic growth concerns and downward revisions to corporate earnings expectations as well 

as weak readings on their respective manufacturing surveys. These are particularly important 

indicators for export oriented economies.  

The Australian dollar as relatively unchanged against the US dollar but stronger against the euro 

and British pound. In commodity markets the oil price’s continued to strengthen, up 5% for the 

month to close at US$60.10 per barrel as Russia, Saudi Arabia and other top exporters constrained 

production in response to a growing oversupply. 

Portfolio performance 

The Pendal Concentrated Global Share Fund returned -0.15% (post fee, pre-tax) in March, 

underperforming its benchmark by 1.64%. 

Tragedy weighs on Boeing’s share price 

Boeing (-15%) was a drag on the Fund’s performance this month, a clear reflection of the market’s 

response to the tragic loss of a second 737 MAX8 aircraft. Boeing represents 3% of the Fund’s 

holdings, a position we initiated in January 2017. As investors, we are taught to focus on the facts 

and not let emotions or market speculation cloud our views.  

The facts on Boeing are:  

 346 people travelling in Boeing 737 MAX8 aircraft were tragically killed in two separate aircraft 

crashes five months apart.  

 MAX8 aircraft have been grounded by regulators around the world, and numerous 

investigations are underway to determine the cause of both accidents.  

 The share price fell around 20% from its highs at the beginning of March.  

We have detailed our investment case for Boeing in previous reports. However, when a stock falls 

20 % in a short space of time, our investment process requires us to revisit the investment case, 

taking into account the new information. 

In wanting to respect those grieving the loss of life associated with the crashes, it is not appropriate 

to dissect the potential financial implications of the tragedy at this time. However, we have spent 

the last few weeks listening to company conference calls, taking note of industry and regulatory 

reports and engaging with the company directly. As a result of that work we decided to add to our 

position when the share price dropped during the month. In adding to the position we have been 

able to retain Boeing at a circa 3% weighting in the Fund.  

Boeing management have subsequently acknowledged that the activation of the Manoeuvring 

Characteristics Augmentation System (MCAS) played a role in both tragedies and are planning to 

release a software update, with an associated comprehensive pilot training and education program. 

Boeing management have also made the decision to cut 737 production rates from 52 to 42 planes 

per month effective mid-April. We will continue to focus on the facts as they come to light and 

closely monitor the ongoing investigations into the cause of the crashes. 
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Overreaction at Discovery 

Our holding in pay TV content company, Discovery Inc (-7%), also contributed to 

underperformance in March.  

Essentially, the share price was impacted by: 

 Lack of earnings guidance for the full year; and 

 AT&T’s decision to repackage and reprice content. 

The company’s fourth-quarter operating income reported at the end of February exceeded 

expectations by about 4%. In part this was a reflection of the revenue growth and cost synergies 

from Discovery’s acquisition of Scripps Networks Interactive. Although the market was 

disappointed with the lack of specific earnings guidance, we expect continued synergies to offset 

the incremental increase in operating costs associated with investment in their digital strategy. We 

also remain comfortable that the balance sheet deleveraging is on track. 

Discovery’s content is distributed through AT&T’s pay TV offerings as well as other network 

operators. During March AT&T announced a decision to repackage and reprice its ‘skinny bundles’ 

package through streaming subsidiary, Direct TV Now. These skinny bundles replace channels 

from AMCX, Discovery, Viacom and A&E with HBO. Direct TV Now only has 1.6m subscribers and 

is unprofitable for AT&T. However, the impact on Discovery is negligible as revenue from this 

distributor accounts for less than 1% of total affiliate revenue. Given the slimmed down version of 

the offering we expect Direct TV Now to continue losing subscribers. Should those subscribers 

move to the alternate providers—Hulu or Sling TV providers—Discovery should benefit considering 

the content deals signed with these operators last year. 

Growing market share and strong guidance drives P&G higher 

It was pleasing to see our holding in home and personal care company, Proctor & Gamble (P&G, 

+5%) perform well this month. P&G is a relative newcomer to the Fund, which we initiated a 

position in December last year. While the release of Nielsen data on market share for February 

suggested gains have been made, we believe the driver behind the strong share price this year is a 

growing appreciation by the market of the portfolio restructuring that has been underway at the 

company over the past 10 years, refined in particular over the last three years. As a result, the 

portfolio has been rationalised from 200 to 65 brands operating in 10 core categories. 

Investment in the brands has been maintained, with local managers being incentivised to respond 

quickly to market developments. As a result, P&G enjoy the largest market share in seven of their 

ten core categories. Initiatives at the supply chain level are producing cost savings and at the same 

time, product price increases have not impacted sales. We are comfortable with management’s 

guidance for 4% organic sales growth this year and believe the market’s scepticism regarding 

restructure of the P&G portfolio will dissipate over time as they deliver on organic sales guidance. 

Strategy and outlook 

March capped of a successful quarter for markets. Debate as to what are the implications of the 

Federal Reserve actions (or lack of) and the subsequent inversion of the yield curve means for 

equity markets, however continues. While volatility in markets has subsided, lower volumes 

suggest uncertainty on the outlook by investors. While we a cognisant of macro conditions our real 

focus is owning companies that are equipped with robust business models, have nimble 

management teams and dominant market shares. We buy these companies when valuations are 

compelling and when we have the confidence they are able to withstand, but also prosper 

regardless of what the economic cycle may have to offer. We believe owning a concentrated 

portfolio of businesses, rather than having indiscriminate broader market exposure is the best way 

to optimise investment performance. 



 11 

Pendal Core Global Share Fund 
(managed by AQR Capital Management) 

Market review 

Global share markets retained their positive trajectory of this year, with investors seemingly taking 

comfort on progress being made in US-China trade negotiations. Sentiment was further supported 

by a forecast by the US Federal Reserve indicating it would not raise rates this year. Markets were 

pushed higher despite signs of weakness in economic growth, particularly in Europe. The 

prevailing positive sentiment led the benchmark MSCI World ex Australia (A$) Index to close 1.5% 

higher. 

Positive tones on the macroeconomic front supported gains in the US share market, with a number 

of growth-oriented stocks continuing to ascend after the significant sell off late in 2018. However, 

lingering concerns on growth prospects for the US considering the duration of its economic 

expansion and a downward revision to the earlier estimate of US economic growth led investors to 

steer towards defensive sectors, which saw Real Estate and Utilities deliver good gains. At the 

month’s close, the S&P500 registered a 1.8% gain, while the NASDAQ had risen by 2.6%. 

Most European share markets registered gains for the month, although their progression moved 

towards a risk-off mode. One of the catalysts for this was commentary from the European Central 

Bank (ECB), whereby the Board cut growth forecasts and revised their guidance to leave interest 

rates unchanged “at least to the end of 2019”. Pushing out expectations of monetary tightening 

impacted the interest rate sensitive Financials and growth oriented sectors, leaving defensive 

sectors like Consumer Staples, Health Care and Utilities to support the overall market. Germany 

came into closer focus after its 10-year government bond yield fell below 0% to send bond 

valuations higher. The Manufacturing component of its Flash PMI measure of industrial output fell 

to its lowest level since 2012. Germany’s DAX equity market index ended the month largely 

unchanged, while the UK (+2.9%), France (+2.1%) and Italy (+3.0%) led the region to an aggregate 

1.6% gain. 

Asian equity markets registered mixed fortunes this month. China (+5.1%) set pace for the region 

to continue a rally that began with the Lunar New Year as expectations of a resolution on the trade 

issue supported sentiment. Hong Kong (+1.5%) and Taiwan (+2.4%) were also higher. India 

(+7.8%) was the best performing market after exhibiting a pre-election rally with opinion polls 

indicating a return to Government for the Modi administration and a continuation of its pro-growth 

reformist agenda. At the other end of the spectrum, Japan (-0.8%) and Korea (-2.6%) languished 

on economic growth concerns and downward revisions to corporate earnings expectations as well 

as weak readings on their respective manufacturing surveys. These are particularly important 

indicators for export oriented economies.  

The Australian dollar as relatively unchanged against the US dollar but stronger against the euro 

and British pound. In commodity markets the oil price’s continued to strengthen, up 5% for the 

month to close at US$60.10 per barrel as Russia, Saudi Arabia and other top exporters constrained 

production in response to a growing oversupply. 

Portfolio performance 

The Pendal Core Global Share Fund returned 0.87% (post-fee, pre-tax) in March, underperforming 

its benchmark by 0.62%. 

The account underperformed the benchmark for the month due to negative performance in the US 

and Europe strategies while the Japan strategy performed in line with the benchmark for the 

period. Underperformance in the US was due to negative performance in our valuation and stability 

signals outweighing positive performance in our momentum factor. The underperformance in 
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Europe was due to negative performance in our valuation signal outweighing positive performance 

in our momentum and management signalling factors. Flat performance in Japan was driven by 

positive performance in our momentum signal offset by negative performance in our valuation 

factor. 

Negative performance in stock selection within the Health Care sector outweighed positive 

performance in stock selection and industry selection within the Financials sector. In terms of 

sector positioning, we are currently overweight in Health Care while being underweight in 

Financials. 

Strategy and outlook 

Relative to long term attractiveness, we see value as less attractive in the US, while more attractive 

in Europe and Japan. 

Australian Fixed Income 

Pendal Fixed Interest Fund 

Market review 

Australian bond yields experienced a significant fall that was shared by global peers over the 

month. The decline appeared tied to more dovish messaging from central banks, as well as 

emerging concerns over the outlook for the US economy. These developments overshadowed 

wavering trade war and Brexit-related headlines. In Australia, the Reserve Bank of Australia (RBA) 

left rates unchanged at 1.50% as widely-expected and its accompanying March statement offered 

few changes. Subsequent communication highlighted weakness in house prices and the negative 

effects on household consumption. In turn, expectations for a rate cut increased further, with two 

reductions now priced in by year-end. Data-wise, fourth-quarter GDP figures revealed a weak 0.2% 

pace of growth over the quarter, which brought the year-on-year rate to 2.3%. Labour data was 

mixed with only around 4,600 jobs added, yet a drop in participation helped the unemployment rate 

fall by 0.1% to 4.9%. Meanwhile, leading indicators were weak, with business and consumer 

confidence both falling as well as retail sales growing a meagre 0.1%. In terms of market 

movements, Australian 3- and 10-year yields fell 23 basis points (bp) and 33bp to 1.40% and 

1.77% respectively. The three-month BBSW saw a more modest decline of 10bp to 1.77% and the 

OIS-BBSW spread narrowed further. 

Portfolio performance 

The Pendal Fixed Interest Fund returned 1.73% in March (post-fees, pre-tax), underperforming its 

benchmark by 0.09%. 

The Fund’s underperformance in March was driven by the alpha overlay. The FX strategy was the 

largest drag due to long US dollar positions versus both emerging market (EM) currencies and the 

euro. The Duration strategy also detracted from EM positioning, including a long China duration 

trade that suffered as sentiment towards the trade war improved. Similarly, an improvement in risk 

appetite hurt the defensive positioning in the Macro strategy, including a European crossover 

versus main trade. The Relative Value strategy experienced a smaller loss over the month from the 

receive position in US real yields. The Cross-Market strategy also slightly underperformed from a 

long New Zealand versus short Australia position, while the Yield Curve strategy added to 

performance on a NZ curve steepener. 



 13 

Strategy and outlook 

The RBA left the cash rate unchanged at its meeting in early April. A slight tweak in the statement 

was seen to indicate a move towards potential easing with a note that it will “set monetary policy to 

support sustainable growth in the economy”. As recent economic growth numbers have 

disappointed, the next move in the near term for monetary policy is more likely an easing.  

However, with the cash rate at 1.50% the hurdle for further policy easing is high. Previously, the 

catalyst was most likely to come from inflation disappointing or the labour market deteriorating. A 

deteriorating global economic environment can be added to the mix. Economic growth prospects 

for Europe in particular look poor and the inversion of the US yield curve, albeit briefly, has 

garnered headlines about the possibility of the US heading into recession in the near to medium 

term. Global trade data does not indicate positive momentum. 

The RBA remains upbeat on the outlook for the labour market and increasing tightness feeding into 

wage inflation which in turn, should generate increasing underlying inflation. With the 

unemployment rate at 4.9% and expected to fall only to 4.75% by June 2021 according to the 

RBA’s forecasts, it is difficult to envisage wage inflation pressure rapidly increasing. However, the 

labour force participation rate is around historically high levels that has kept the unemployment rate 

more elevated than would otherwise be the case. 

Inflation has continued to disappoint, with the trimmed mean remaining below the RBA’s 2-3% 

target band since March 2016. Its forecasts imply that underlying inflation will only rise above 2% in 

the second half of 2020. The risk is more likely that inflation continues to undershoot the RBA’s 

forecast. The economy continues to be supported by elevated commodity prices and a large 

pipeline of infrastructure investment. The upcoming Federal election will likely see the RBA on hold 

in the near term; however, further monetary policy easing in the latter half of the year cannot be 

ruled out. 

International Fixed Income 

Pendal Global Fixed Interest Fund 

Market review 

Global bond yields experienced a significant fall that was tied to more dovish messaging from 

central banks, as well as emerging concerns over the outlook for the US economy. These 

developments overshadowed wavering trade war and Brexit-related headlines. The Fed’s 

communication was perceived as more dovish, with the majority of Committee members no longer 

anticipating additional hikes this year, as well as indicating a need to be “patient” on further 

increases. In combination with softening economic data, market-implied pricing shifted to an 

eventual cut from the Fed over the next year. Meanwhile, US data varied with the weaker data 

prints including a meagre 20,000 increase in jobs and a drop in ISM Manufacturing from 56.6 to 

54.2. In Europe, the European Central Bank (ECB) also adjusted its policy stance to a more dovish 

leaning at its March meeting. This included updated forward guidance and a new targeted longer 

term refinancing operations (TLTRO) program. Most eurozone leading indicators weakened over 

the month, including a -0.6 point drop in the Composite PMI reading to 51.3. In Asia, Chinese 

policymakers announced a lower growth target of between 6% and 6.5%, from the previous 

“around 6.5%”. Finally in terms of market movements, US 2- and 10-year yields dropped 25bp and 

31bp to 2.26% and 2.41%, respectively. 
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Portfolio performance 

The Pendal Global Fixed Interest Fund returned 2.11% in March (post-fees, pre-tax), outperforming 

its benchmark by 0.19%. 

Over the month, the Duration and Relative value strategies were the largest contributors, while the 

Yield Curve, Macro and Cross-Market strategies detracted and the FX strategy slightly 

underperformed. The portfolio risk level started at 6 risk units and increased steadily through the 

month to finish at 10 risk units by month-end. 

The Duration strategy was the largest contributor over the month. Significant profits were 

generated from long duration positions along the yield curves in various markets. Long duration 

positions were added in the US along the yield curve with a focus on the front end, which 

contributed the largest profits. We started to take profits in the US market towards the end of the 

month. In Australia and New Zealand, our long duration positions were focused on the front end of 

the curves. We also added to our core long duration position in the front end of the Swedish krona 

curve. In Emerging Markets, we added long duration positions in South Korea and China, both of 

which performed well over the month. As of the month end, we retained long duration positions 

across the major markets, with a focus on the front end of the yield curves. 

The FX strategy slightly detracted from performance over the month. Throughout the month we 

kept a long USD bias against emerging market currencies. Gains in PHP offset the losses in IDR. 

Our short KRW and CNH positions, expressed in options, were largely neuttral in impact. As of the 

month end, we retain a small short position in CNH and a small long position in MXN. 

The Yield Curve strategy was the largest detractor over the month. Losses were mainly incurred 

from steepening positions in NZD, which were stopped out in the month. Profits were taken earlier 

in the month from the steepening positions in the US. Towards the end of the month we added 

flattening positions in the Eurodollar strip, expecting a more dovish stance from the Fed from the 

second half of 2019 onwards. In Europe we added a flattening position between the German Bund 

and Buxl with a minor loss as of the month-end. 

The Macro strategy detracted from performance over the month. Losses were mainly from the 

Cross Over-Main and CDX HY-IG decompression trades. Both trades were closed out during the 

month. Towards the end of the month we added outright buy protection positions in CDX HY and 

CDX EM, with a minor loss. The CDX HY flattening position was largely muted in impact over the 

month. 

The Relative Value strategy added substantial gains over the month. All gains were contributed by 

the received US real yields position, which was one of the best performing trades of the month. 

The Cross-Market strategy detracted from performance over the month. Losses were mainly from 

long New Zealand vs short Australia in the front end of the curves, which were stopped out during 

the month. The long Europe vs short Japan position in the long end of the curve was also closed 

out in the month with a small loss. There are no remaining trades in the Cross-Market strategy as 

at month end. 

In the physical component, the change of benchmark in January enabled the Fund to move in line 

with other long-dated government bond funds Pendal manages. We maintained an overweight to 

WATC through the quarter, as well as an underweight to 10-year government bonds versus 

overweight 8- and 13-year government bonds. 

Strategy and outlook 

It would appear that the “everything bubble” is back, with Australian 10-year government bond 

yields touching their all-time low and the local share market within 100 points of its all-time highs. 

What began as a souring global growth story has now accelerated into a central banks story. Led 
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by the now famously dubbed “Powell Pivot” in January, smaller central banks have begun to 

capitulate to the deteriorating macro climate—both at home and abroad. Since last month we have 

been increasing the weight of our positioning towards the Duration strategy and away from the 

Macro strategy. The market has high hopes for Chinese stimulus reinvigorating deteriorating global 

growth. However, our base case scenario remains that the ongoing Chinese stimulus is about 

managing down the path of growth and not about reversing its course. To that end, we remain long 

duration globally and we are looking for opportunities to add to and diversify our existing positions. 

Meanwhile, we continue to take a more tactical approach to credit markets as spreads remain tight 

and the risk-reward balance is skewed to the downside. 

Credit 

Pendal Enhanced Credit Fund 

Market review 

Australian credit realised a strong positive return in March, driven by a large fall in underlying 

yields, tightening of credit spreads and healthy accruals. The drop in yields was alongside a more 

dovish shift from global central banks. At the same time investors looked past the noise of trade 

war headlines and Brexit rumblings.  

Despite a reasonable backdrop for risk assets, issuance was relatively light over the month. 

Following issuance in January and February, none of the big four domestic banks issued paper 

during March. The largest deals were from offshore financials including A$1,250m by MUFG Bank 

and A$700m from Rabobank. Within General Corporates there was also a large issue of A$450m 

from Incitec Pivot. The combination of lighter issuance and strong demand kept pressure on 

spreads.  

The Australian iTraxx index (Series 30 contract) traded in a 6bp range finishing the month 2.5bp 

tighter to +66.5bp. The new Series 31 contract finished the month at +75.5bp. Physical credit 

spreads also closed the month 2.5bp narrower, with the best performing sectors being domestic 

banks and utilities tightening 6 and 3bp respectively. The worst performing sector were resources 

and telecoms which only narrowed 1bp each. Semi-government bonds underperformed widening 

1bp to government bonds.     

Portfolio performance 

The Pendal Enhanced Credit Fund returned 1.37% in March (post-fees, pre-tax), underperforming 

the benchmark return by 0.01%. 

A fall in underlying rates, tightening of credit spreads and accruals made a positive contribution. 

Positions in infrastructure and utilities, where the Fund is overweight, performed in line with the 

credit index.  

There were no portfolio purchases over the period, while exposure to QIC, KDB, Wells Fargo and 

Hyundai Capital was reduced. 

Strategy and outlook 

Our overall credit view is cautiously constructive. We have been constructive on corporate 

fundamentals, but are also wary appetite for credit has demonstrated varying sensitivity to 

geopolitical developments. This has been driven by macro concerns, including trade wars as well 

as fears that troubles for specific US corporates such as GE could reflect broader systemic issues. 
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However, we believe corporate fundamentals on balance are healthy for the bulk of investment 

grade issuers. Balance sheets are generally strong and earnings are improving, as evidenced by 

solid corporate earnings seasons in the US and Europe.  

Further, Australian domestic issuers have not increased balance sheet leverage over the past 

several years. The major Australian banks have stronger capital ratios than were held in previous 

years, which should support domestic financial stability. Moreover, the weight of the Royal 

Commission has finally been lifted from their shoulders.  

From a macro standpoint, we acknowledge risks have risen due to increasing volatility across 

markets in the past six months. This has been driven in part by flare-ups of geopolitical risks, such 

as the ongoing trade war ructions. That said, the impact of developments such as trade wars and 

attitudes towards monetary policy normalisation have shown a tendency to shift quickly as the story 

evolves. For example, the headwind for risk-assets from the Fed’s hike in December was quickly 

replaced by a tailwind as greater policy flexibility was subsequently emphasised in January.  

On the domestic economy, growth has softened, but is more evenly balanced than previous years. 

There are further risks to the downside as weak wage growth and the house price correction 

threaten to dampen consumption. As such, we continue to recommend a defensive approach with 

any overweights held in operationally resilient sectors such as Utilities and Infrastructure that 

provide higher yield to index returns. 

Cash 

Pendal Managed Cash Fund and  

Pendal Enhanced Cash Fund 

Market review 

Australian bond yields experienced a significant fall that was shared by global peers over the 

month. The decline appeared tied to more dovish messaging from central banks, as well as 

emerging concerns over the outlook for the US economy. These developments overshadowed 

wavering trade war and Brexit-related headlines. 

In Australia, the RBA left rates unchanged at 1.50% as widely-expected and its accompanying 

March statement offered few changes. The meeting minutes later revealed more in-depth 

discussions by the Board surrounding the weakness in house prices and the perceived effects on 

household consumption. This was echoed in communication by board members through the month 

and continued the more dovish language adopted by the central bank in February. In turn, 

expectations for a rate cut increased further with two reductions now priced by year-end. This 

contributed to a decline in OIS rates, while separately repo rates fell and translated to lower funding 

costs for the banks. 

Data-wise, fourth-quarter GDP figures revealed a weak 0.2% pace of growth over the quarter, 

which brought the year-on-year rate to 2.3%. On a per-capita basis, GDP fell -0.2%, indicating 

population growth had outstripped the increase in output for the second consecutive quarter. 

Labour data was mixed, with only 4,600 jobs added, yet a drop in participation helped the 

unemployment rate fall by 0.1% to 4.9%. Meanwhile, leading indicators were weak with business 

and consumer confidence both falling as well as retail sales growing a meagre 0.1%. 

Finally in terms of market movements, Australian 3- and 10-year yields fell 23bp and 33bp to 

1.40% and 1.77%, respectively. The three-month BBSW saw a more modest decline of 10bp to 

1.77% and the OIS-BBSW spread narrowed further. In the US, 2- and 10-year yields dropped 25bp 

and 31bp to 2.26% and 2.41%, respectively. As a result, the AU-US 10 year yield differential fell a 
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small 2bp further into negative territory. At the same time, the Australian dollar finished the month 

little changed. 

Australian credit realised a strong positive return in March, driven by a large fall in underlying 

yields, tightening of credit spreads and healthy accruals. The drop in yields was alongside a more 

dovish shift from global central banks. At the same time investors looked past the noise of trade 

war headlines and Brexit rumblings.  

Despite a reasonable backdrop for risk assets, issuance was relatively light over the month. 

Following issuance in January and February, none of the big four domestic banks issued paper 

during March. The largest deals were from offshore financials including A$1,250m by MUFG Bank 

and A$700m from Rabobank. Within General Corporates there was also a large issue of A$450m 

from Incitec Pivot. The combination of lighter issuance and strong demand kept pressure on 

spreads.  

The Australian iTraxx index (Series 30 contract) traded in a 6bp range finishing the month 2.5bp 

tighter to +66.5bp. The new Series 31 contract finished the month at +75.5bp. Physical credit 

spreads also closed the month 2.5bp narrower, with the best performing sectors being domestic 

banks and utilities tightening 6 and 3bp respectively. The worst performing sector were resources 

and telecoms which only narrowed 1bp each. Semi-government bonds underperformed widening 

1bp to government bonds.     

Portfolio performance 

Managed Cash 

The Pendal Managed Cash Fund returned 0.16% in March (post-fees, pre-tax), underperforming 

the benchmark by 0.01%. 

The Fund remains well positioned to outperform, with a higher running yield than the Index. 

Themes and credit exposure remain consistent with prior months, with excess spread from A-1 

rated issuers and yield curve positioning likely to be the main driver of outperformance. The Fund 

ended the month with a weighted average maturity of 60 days (maximum limit of 70 days). The 

RBA is unlikely to tighten monetary policy in the near term and yields further along the curve 

offered better relative value. The weighted average maturity had consistently been longer than 

benchmark for this reason. With the market pricing in the possibility of further monetary policy 

easing, the bank bill curve has flattened significantly. Consequently, longer dated yields do not look 

as attractive unless monetary policy easing does occur. 

Enhanced Cash 

The Pendal Enhanced Cash Fund returned 0.27% in March (post-fees, pre-tax) outperforming the 

benchmark by 0.10%. 

The portfolio outperformed the benchmark in March. Positive performance came from financials 

and industrials sectors.  

Activity included investing in the infrastructure sector funded out of cash.  

As at the end of the month, the portfolio had a credit spread of 60bp over bank bills, interest rate 

duration of 0.15 years and credit spread duration of 1.25 years.  

Strategy and outlook 

The RBA left the cash rate unchanged at its meeting in early April. A slight tweak in the statement 

was seen to indicate a move towards potential easing with a note that it will “set monetary policy to 

support sustainable growth in the economy”. As recent economic growth numbers have 

disappointed, the next move in the near term for monetary policy is more likely an easing.  
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However, with the cash rate at 1.50% the hurdle for further policy easing is high. Previously, the 

catalyst was most likely to come from inflation disappointing or the labour market deteriorating. A 

deteriorating global economic environment can be added to the mix. Economic growth prospects 

for Europe in particular look poor and the inversion of the US yield curve, albeit briefly, has 

garnered headlines about the possibility of the US heading into recession in the near to medium 

term. Global trade data does not indicate positive momentum. 

The RBA remains upbeat on the outlook for the labour market and increasing tightness feeding into 

wage inflation which in turn, should generate increasing underlying inflation. With the 

unemployment rate at 4.9% and expected to fall only to 4.75% by June 2021 according to the 

RBA’s forecasts, it is difficult to envisage wage inflation pressure rapidly increasing. However, the 

labour force participation rate is around historically high levels that has kept the unemployment rate 

more elevated than would otherwise be the case. 

Inflation has continued to disappoint, with the trimmed mean remaining below the RBA’s 2-3% 

target band since March 2016. Its forecasts imply that underlying inflation will only rise above 2% in 

the second half of 2020. The risk is more likely that inflation continues to undershoot the RBA’s 

forecast. The economy continues to be supported by elevated commodity prices and a large 

pipeline of infrastructure investment. The upcoming Federal election will likely see the RBA on hold 

in the near term; however, further monetary policy easing in the latter half of the year cannot be 

ruled out. 

Australian Property 

Pendal Property Securities Fund 

Market review 

The ASX 300 AREIT Index was up 6.2% in March, outperforming the broader market (+0.7%) by 

5.5%. On a rolling 12 months AREITS are +26%, outperforming the broader market by over 14%. 

AREITs have been driven by a falling bond rate and strong commercial real estate values, 

particularly for office and industrial assets. Globally REITs were up 3.7% for the month, with 

AREITs leading the pack. 

March was a busy month for the AREITs with Dexus/Dexus Wholesale Property Fund acquiring 

GPT’s 50% interest in the MLC Centre in Sydney for $800m, a 3% premium to last book value. The 

DXS acquisition was funded by a $425m convertible note offer with a fixed coupon of 3.2% and 

conversion into equity at a 20% premium to its current price in 2026. Dexus also confirmed it was 

the front runner for the acquisition of the $1.4b 80 Collins Place, Melbourne development. Charter 

Hall Education trust also acquired a portfolio of 13 childcare centres for $75m and raised $120m in 

equity to fund the acquisition and improve balance sheet capacity. Scentre Group issued $800m of 

10 year euro denominated MTN’s swapped back into $A debt at a 168bp margin. Stockland also 

issued $200m of 5 year MTN’s at a margin of 158bp. 

Following the postponement of the increase in tariffs on goods from China, global markets rallied 

with developed markets up 3.4% and emerging markets up 1.1%. Unexpected very soft data out of 

Germany (China is its biggest export market) saw bond yields across the world firm, with German 

bunds negative, the first time since 2016. The US yield curve flattened with the spread between 10 

year and 2 year rates narrowing 6bp, with the 10 year bond closing down 31bp to 2.41%. The 

Australian yield curve flattened with the spread narrowing 9bp with 3 year bonds down 25bp to 

1.39% and 10 year bonds -33bp to 1.78%. 

Australian GDP was soft for a second consecutive quarter at +0.2% and as such the RBA left rates 

on hold. The NAB Business survey was weak as were retail sales (+0.1%). Westpac consumer 

confidence fell to 98.8 (from 103.8) and private sector credit growth was weak at +0.3%. Despite 
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the weakness in the broader economy, the unemployment rate decreased 10bp to 4.9%, although 

this was a result of the participation rate falling 20bp to 65.6%. 

Portfolio performance 

The Pendal Property Securities Fund returned 5.86% in March (post-fee, pre-tax), underperforming 

its benchmark by 0.18%. 

The portfolio underperformed over the month with positive attribution from overweight positions in 

Charter Hall Group and underweight positions in Vicinity Centres, Cromwell Property Group, BWP 

Trust and Abacus Property Group. Overweight positions in GDI Property Group, National Storage 

REIT and Rural Funds Group and underweight positions in Stockland Trust Group and Shopping 

Centres Australia detracted from performance. 

Strategy and outlook 

The AREIT sector is now priced on an FY19 dividend yield of 4.6%, a PE ratio of 19.4 times and a 

42% premium to NTA, well above its long-term average of 16%. Cap rates are unlikely to compress 

any further from current levels and asset valuation improvements will be dependent on income 

growth and tenancy retention. Non-dominant discretionary malls with high specialty occupancy 

costs are actually expected to fall in value in the short to medium term. Balance sheets are stable 

with sector gearing at 28%. 

International Property 

Pendal Global Property Securities Fund 
(managed by AEW) 

Market review (in US$) 

Performance of the global property securities market (on an ex-Australia basis) as measured by the 

FTSE EPRA Nareit Developed Index rebounded in March, posting a total return of 3.6%. Asia 

Pacific (+4.9%) was the strongest performer, followed by North America (+3.2%) and Europe 

(+2.9%). Results were positive across the Asia Pacific region. New Zealand (+5.4%) posted the 

largest increase, followed by Japan (+5.2%), Hong Kong (+5.0%) and Singapore (+3.2%). Results 

in Europe were largely positive. Finland (+12.0%) posted the largest gain, followed by Norway 

(+7.7%) and Austria (+7.0%). The United Kingdom (-1.9%) and Spain (-0.2%) were notable 

negative performers within the region. Within North America, the US and Canada returned 3.3% 

and 1.8%, respectively. 

Portfolio performance 

The Pendal Global Property Securities Fund returned 3.55% in March (post-fee, pre-tax), 

underperforming the benchmark by 0.13%. 

North America 

The North America portfolio returned 3.03% in March before fees and taxes, trailing the FTSE 

EPRA Nareit North America Index by 20 basis points. Underperformance relative to the benchmark 

was driven by both negative sector allocation results and negative stock selection results. 

Regarding sector allocation, negative results were driven by the portfolio’s underweight to the 
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outperforming triple net lease sector as well as an overweight to the underperforming regional mall 

sector. In terms of stock selection, results were weakest in the shopping center, triple net lease, 

and hotel sectors and were strongest in the apartment, industrial, and diversified sectors. Among 

the portfolio’s holdings, top individual contributors to relative performance included overweight 

positions in outperforming Americold Realty Trust (COLD), American Assets Trust (AAT), and 

National Retail Properties (NNN). Detractors most notably included a lack of exposure to 

outperforming Realty Income (O) and overweight positions in underperforming Host Hotels & 

Resorts (HST) and Retail Properties of America Class A (RPAI). 

Europe 

The European portfolio returned 2.86% in March before fees and taxes, slightly underperforming 

the regional EPRA benchmark by one basis point. Marginal underperformance relative to the 

benchmark was driven by negative country allocation results, which were mostly offset by positive 

stock selection results. Regarding country allocation, negative results were attributable to the 

portfolio’s lack of exposure to the outperforming Belgium and an underweight to the outperforming 

Switzerland. Conversely, the portfolio’s overweight to the outperforming Norway was a notable 

contributor to relative performance. In terms of stock selection, results were strongest in the United 

Kingdom, Spain, and Netherlands and were weakest in Sweden, Germany, and France. Among the 

portfolio’s holdings, top contributors to relative performance included overweight positions in 

outperforming Vonovia SE (Germany), Fabege AB (Sweden), and Entra ASA (Norway). Detractors 

most notably included overweight positions in underperforming Unite Group PLC (United Kingdom) 

and Workspace Group PLC (United Kingdom), and an underweight position in outperforming LEG 

Immobilien AG (Germany). 

Asia 

The Asia portfolio returned 4.83% in March before fees and taxes, slightly trailing the regional 

EPRA benchmark by nine basis points. Modest underperformance relative to the benchmark was 

attributable to the portfolio’s small cash balance, which was a detractor to relative performance 

given the regional benchmark’s positive absolute performance for the month. In terms of stock 

selection, positive results in Singapore were offset by negative results in Japan and Hong Kong. 

Country allocation results were neutral. Among the portfolio’s holdings, top contributors to relative 

performance included a lack of exposure to underperforming Japan Retail Fund Investment 

(Japan), CapitaLand Mall Trust (Singapore), and Daiwa House Residential Investment (Japan). 

Detractors included an underweight position in outperforming Henderson Land Development (Hong 

Kong) and overweight positions in underperforming Advance Residence Investment (Japan) and 

Activia Properties (Japan). 

Active Balanced 

Pendal Active Balanced Fund 

Markets review 

The strong rebound Australian equity investors had enjoyed since the beginning of 2019 stalled 

somewhat through March, with the S&P/ASX 300 Accumulation Index finishing the month 0.7% 

higher. Beneath the muted headline return, performance diverged across sectors: Resources 

(+1.9%) was aided by the elevated iron ore price, whereas Industrials (+0.4%) was the laggard, 

dragged down by the poor performance of heavyweight Financials (-2.6%). 

Turning to the specifics of sector performance, Metals & Mining (+4.3%) outperformed and helped 

Materials (+3.4%) to become the largest contributor to the headline index performance. Elsewhere, 

Real Estate (+5.4%) managed to post the strongest sector return over the month. The housing 
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REITs are showing some signs of life, as auction data has actually come in better than expected, 

even as listings remain depressed and new dwelling stats also continue to fall. A falling 10-year 

bond yield also contributed to the sector's solid performance: Australia's 10-year bond yield 

dropped to 1.77%, a level that was below the lows last seen in mid-2016. 

Outside of Real Estate, some key retail stocks also performed well, while Energy (-4.1%) finished 

the month in the red as the oil and gas stocks were among the period's worst performers.  

Global share markets retained their positive trajectory of this year, with investors seemingly taking 

comfort on progress being made in US-China trade negotiations. Sentiment was further supported 

by a forecast by the US Federal Reserve indicating it would not raise rates this year. Markets were 

pushed higher despite signs of weakness in economic growth, particularly in Europe. The 

prevailing positive sentiment led the benchmark MSCI World ex Australia (A$) Index to close 1.5% 

higher. 

Positive tones on the macroeconomic front supported gains in the US share market, with a number 

of growth-oriented stocks continuing to ascend after the significant sell off late in 2018. However, 

lingering concerns on growth prospects for the US considering the duration of its economic 

expansion and a downward revision to the earlier estimate of US economic growth led investors to 

steer towards defensive sectors, which saw Real Estate and Utilities deliver good gains. At the 

month’s close, the S&P500 registered a 1.8% gain, while the NASDAQ had risen by 2.6%. 

Most European share markets registered gains for the month, although their progression moved 

towards a risk-off mode. One of the catalysts for this was commentary from the European Central 

Bank (ECB), whereby the Board cut growth forecasts and revised their guidance to leave interest 

rates unchanged “at least to the end of 2019”. Pushing out expectations of monetary tightening 

impacted the interest rate sensitive Financials and growth oriented sectors, leaving defensive 

sectors like Consumer Staples, Health Care and Utilities to support the overall market. Germany 

came into closer focus after its 10-year government bond yield fell below 0% to send bond 

valuations higher. The Manufacturing component of its Flash PMI measure of industrial output fell 

to its lowest level since 2012. Germany’s DAX equity market index ended the month largely 

unchanged, while the UK (+2.9%), France (+2.1%) and Italy (+3.0%) led the region to an aggregate 

1.6% gain. 

Asian equity markets registered mixed fortunes this month. China (+5.1%) set pace for the region 

to continue a rally that began with the Lunar New Year as expectations of a resolution on the trade 

issue supported sentiment. Hong Kong (+1.5%) and Taiwan (+2.4%) were also higher. India 

(+7.8%) was the best performing market after exhibiting a pre-election rally with opinion polls 

indicating a return to Government for the Modi administration and a continuation of its pro-growth 

reformist agenda. At the other end of the spectrum, Japan (-0.8%) and Korea (-2.6%) languished 

on economic growth concerns and downward revisions to corporate earnings expectations as well 

as weak readings on their respective manufacturing surveys. These are particularly important 

indicators for export oriented economies.  

The Australian dollar as relatively unchanged against the US dollar but stronger against the euro 

and British pound. In commodity markets the oil price’s continued to strengthen, up 5% for the 

month to close at US$60.10 per barrel as Russia, Saudi Arabia and other top exporters constrained 

production in response to a growing oversupply. 

Australian bond yields experienced a significant fall that was shared by global peers over the 

month. The decline appeared tied to more dovish messaging from central banks, as well as 

emerging concerns over the outlook for the US economy. These developments overshadowed 

wavering trade war and Brexit-related headlines. In Australia, the Reserve Bank of Australia (RBA) 

left rates unchanged at 1.50% as widely-expected and its accompanying March statement offered 

few changes. Subsequent communication highlighted weakness in house prices and the negative 

effects on household consumption. In turn, expectations for a rate cut increased further, with two 

reductions now priced in by year-end. Data-wise, fourth-quarter GDP figures revealed a weak 0.2% 

pace of growth over the quarter, which brought the year-on-year rate to 2.3%. Labour data was 
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mixed with only around 4,600 jobs added, yet a drop in participation helped the unemployment rate 

fall by 0.1% to 4.9%. Meanwhile, leading indicators were weak, with business and consumer 

confidence both falling as well as retail sales growing a meagre 0.1%. In terms of market 

movements, Australian 3- and 10-year yields fell 23 basis points (bp) and 33bp to 1.40% and 

1.77% respectively. The three-month BBSW saw a more modest decline of 10bp to 1.77% and the 

OIS-BBSW spread narrowed further. 

The US Federal Reserve’s tilt to a more neutral stance in January continued to buoy risk appetite 

and lift global equities during the month. This was alongside optimism towards a positive outcome 

to US-China trade negotiations that took place in Washington late in March. Although there was no 

formal agreement between both sides, some perceived progress and the indefinite delay of a 

proposed US tariff increase was well-received by markets. Economic data was less supportive for 

risk assets. US GDP figures revealed a softer 2.6% annualised growth rate for the fourth quarter 

and Eurozone GDP growth printed at a preliminary 0.2% quarterly growth rate. German GDP 

figures revealed the region’s largest member had narrowly avoided a technical recession, while its 

Italian counterpart was not as fortunate. In terms of market movements, the US 2- and 10-year 

yields increased by 6 basis points (bp) and 9bp to 2.52% and 2.72%, respectively. 

Portfolio performance 

The Pendal Active Balanced Fund returned 1.07% (post-fee, pre-tax) for the month of March, 

underperforming its benchmark by 0.13%. 

The Fund’s return for March was largely driven by its exposure to Australian and offshore equity 

and property markets. Listed property was particularly strong this month, owing to lower bond 

yields. Australian and international fixed income also made positive contributions to returns this 

month. 

Performance relative to the benchmark was relatively neutral this month, although a general tilt 

towards growth assets added to performance.  

The key factors influencing the alpha generated through active management were stock selection 

outcomes within Australian equities. Within the Australian equity strategy, overweight positions in 

JB Hifi and Fortescue Metals Group, together with holding no exposure to Woodside Petroleum 

contributed to performance, although somewhat offset by overweight position in ANZ Bank and 

Caltex, in addition to holding no exposure to Woolworths.  

Within the global equities portfolio, the Concentrated and Core strategies underperformed their 

benchmarks (pre fees) although they all performed in line with our expectations. However, the 

European Value and Emerging Markets strategies delivered significant outperformance this month. 

The Alternatives strategy delivered a total return (before fees) of -0.45% versus a cash return of 

0.17%. Within our Alternatives core portfolio the Managed Futures and Dedicated Short Bias 

strategies delivered gains, while the Equity Market Neutral and Opportunistic strategies detracted 

from returns. From a tactical perspective, the Alternatives strategy continues to operate at slightly 

less than its long term risk target. 

In relation to our tactical positioning within the Alternatives component of the Fund, the main 

contribution came from our positioning in bond markets, with gains from long positions in Australia, 

Germany and the US.  

Since the end of March we have added new long positions in US and Australian equities and 

switched to a long position in Gold. 
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Strategy and outlook 

Underlying asset markets have been trending higher in 2019, reflecting the prevailing influence on 

market sentiment from macroeconomic and political uncertainties. This is set against the generally 

positive earnings results of corporates and the more benign development of credit spreads. Despite 

the short term decline we saw at the end of 2018, markets have demonstrated a strong rebound 

this year which highlights the importance of remaining invested through longer periods. 

The Fund’s performance through the past quarter has highlighted the importance of remaining 

invested in a long term strategy. The Fund’s performance also exhibits the benefit of having a well-

diversified and disciplined investment strategy that can smooth returns from underlying assets 

which tend to be more volatile in isolation. We also structure the Fund to take advantage of 

temporal dislocations in markets through the use of modelling to guide tactical and dynamic asset 

allocation practices. These are useful in capturing trends and other well documented behavioural 

biases that prevail in market psychology.  

We are unreservedly active in our approach to identifying and capitalising on opportunities to grow 

our investors’ retirement savings beyond what could otherwise be achieved through relying solely 

on market returns. We also seek to manage risks to those retirement savings through using the 

levers of tactical and dynamic asset allocation. Taken together, these approaches can have a 

synergistic effect in sourcing additional returns and managing risks. 

The domestic market is likely to be preoccupied with issues like the upcoming Federal election, 

developments in the housing market and policy direction of the RBA. Looking further afield, 

investors are likely to remain alert to the prospects for growth in Europe, China, the UK and the US. 

Each market is facing well-publicised issues which have the potential to negatively impact 

retirement savings in worst-case scenarios.  

Regardless of short term market gyrations, we are always focused on continual improvement 

through a rigorous, research-based approach and are focused on ensuring the funds are well 

positioned to achieve their long term objectives. 
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Performance as at 31 March 2019 

 

 

F YT D 1 year 2 Years 3 Years 5 Years Since

(pa) (pa) (pa) (pa) Incp. (pa)

Australian Shares - All Cap

P endal A ustralian Share F und A P IR  - R F A 0818A U

Total Return (post-fee, pre-tax) 0.75 10.99 -0.56 1.01 8.07 7.77 10.84 7.65 9.83

Total Return (pre-fee, pre-tax) 0.82 11.21 -0.16 1.61 8.93 8.63 11.72 8.51 10.83

Benchmark 0.73 10.92 1.59 3.12 11.74 7.21 11.39 7.39 9.85

P endal Imputat io n F und A P IR  - R F A 0103A U

Total Return (post-fee, pre-tax) 0.51 9.72 0.44 1.98 10.68 7.10 10.55 6.73 9.38

Total Return (pre-fee, pre-tax) 0.59 9.96 0.89 2.68 11.68 8.07 11.55 7.69 10.40

Benchmark 0.73 10.92 1.59 3.12 11.74 7.21 11.39 7.39 8.64

P endal F o cus A ustralian Share F und A P IR  - R F A 0059A U

Total Return (post-fee, pre-tax) 0.76 11.39 -1.14 0.57 7.62 8.54 12.10 9.31 9.07

Total Return (pre-fee, pre-tax) 0.82 11.59 -0.78 1.14 8.18 9.82 13.27 10.42 10.17

Benchmark 0.73 10.92 1.59 3.12 11.74 7.21 11.39 7.39 7.49

P endal Ethical Share F und A P IR  - R F A 0025A U

Total Return (post-fee, pre-tax) 0.82 11.70 -0.52 1.41 7.82 7.45 10.69 7.91 8.41

Total Return (pre-fee, pre-tax) 0.90 11.97 -0.04 2.14 8.85 8.48 11.74 8.94 9.47

Benchmark 0.73 10.92 1.59 3.12 11.74 7.21 11.39 7.39 8.03

Australian Shares - Mid Cap

P endal M idC ap F und A P IR  - B T A 0313A U

Total Return (post-fee, pre-tax) 0.14 8.06 -7.19 -5.55 -0.26 9.73 11.63 11.46 9.77

Total Return (pre-fee, pre-tax) 0.22 8.30 -6.77 -4.91 0.44 11.15 12.93 12.82 11.92

Benchmark 0.00 10.73 -4.01 -0.90 5.39 9.61 12.39 11.31 5.71

Australian Shares - Small Cap

P endal Smaller C o mpanies F und A P IR  - R F A 0819A U

Total Return (post-fee, pre-tax) 0.00 10.39 -6.50 -5.20 0.49 9.10 9.34 8.40 12.80

Total Return (pre-fee, pre-tax) 0.10 10.73 -5.92 -4.32 1.74 10.46 10.69 9.75 14.10

Benchmark -0.12 12.59 -2.83 -1.76 5.78 10.29 11.40 7.97 7.68

Australian Shares - Micro Cap

P endal M icro C ap Oppo rtunit ies F und A P IR  - R F A 0061A U

Total Return (post-fee, pre-tax) 2.00 13.86 -0.11 4.28 7.56 13.08 15.34 15.47 17.77

Total Return (pre-fee, pre-tax) 2.61 14.65 1.03 5.78 9.44 15.19 17.65 18.67 22.76

Benchmark -0.12 12.59 -2.83 -1.76 5.78 10.29 11.40 7.97 3.25

International Shares

P endal C o re Glo bal Share F und A P IR  - R F A 0821A U

Total Return (post-fee, pre-tax) 0.87 10.74 -4.66 1.01 4.45 9.28 10.72 10.77 5.79

Total Return (pre-fee, pre-tax) 0.95 11.01 -4.20 1.75 5.45 10.33 11.78 11.83 6.94

Benchmark 1.49 11.50 -0.87 6.42 12.30 12.81 13.71 12.78 7.44

P endal Glo bal Emerging M arkets Oppo rtunit ies F und -  WS A P IR  - B T A 0419A U

Total Return (post-fee, pre-tax) 4.12 9.70 4.22 4.27 5.03 12.11 14.30 10.51 10.66

Total Return (pre-fee, pre-tax) 4.23 10.06 4.95 5.36 6.51 13.67 15.89 12.10 12.80

Benchmark 1.00 8.94 3.60 4.63 -0.02 11.45 13.66 9.34 10.07

P endal C o ncentrated Glo bal Share F und A P IR  - B T A 0503A U

Total Return (post-fee, pre-tax) -0.15 9.71 1.88 6.00 10.93 14.27 N/A N/A 14.17

Total Return (pre-fee, pre-tax) -0.05 10.01 2.40 6.78 12.00 15.52 N/A N/A 15.46

Benchmark 1.49 11.50 -0.87 6.42 12.30 12.81 N/A N/A 12.89

Property

P endal P ro perty Securit ies F und A P IR  - B T A 0061A U

Total Return (post-fee, pre-tax) 5.86 15.79 13.39 16.84 28.04 12.71 10.92 14.95 8.08

Total Return (pre-fee, pre-tax) 5.92 15.97 13.76 17.42 28.87 13.45 11.64 15.70 8.90

Benchmark 6.04 14.38 12.43 14.66 25.92 12.17 10.19 14.90 7.89

P endal Glo bal P ro perty Securit ies F und A P IR  - R F A 0051A U

Total Return (post-fee, pre-tax) 3.55 14.14 7.56 8.11 16.13 8.90 6.68 9.05 9.34

Total Return (pre-fee, pre-tax) 3.63 14.41 8.07 8.86 17.19 9.90 7.66 10.05 10.34

Benchmark 3.68 14.53 7.62 7.83 15.55 8.26 6.75 9.28 9.05

Fixed Interest

P endal F ixed Interest  F und A P IR  - R F A 0813A U

Total Return (post-fee, pre-tax) 1.73 2.87 4.36 4.25 5.76 4.32 3.35 4.47 6.39

Total Return (pre-fee, pre-tax) 1.77 3.00 4.62 4.64 6.28 4.85 3.86 5.00 6.94

Benchmark 1.82 3.43 5.75 6.33 7.20 5.22 4.17 5.07 6.66

P endal Glo bal F ixed Interest  F und A P IR  - R F A 0032A U

Total Return (post-fee, pre-tax) 2.11 2.16 4.17 2.65 3.26 2.68 1.91 4.07 5.87

Total Return (pre-fee, pre-tax) 2.15 2.29 4.44 3.05 3.81 3.23 2.45 4.62 6.45

Benchmark 1.92 2.51 5.01 4.33 4.50 3.74 2.77 4.91 6.81

P endal Enhanced C redit  F und A P IR  - R F A 0100A U

Total Return (post-fee, pre-tax) 1.37 2.64 4.11 4.83 5.48 4.57 4.21 4.72 5.74

Total Return (pre-fee, pre-tax) 1.41 2.76 4.35 5.19 5.96 5.04 4.68 5.19 6.27

Benchmark 1.38 2.66 4.18 4.99 5.79 4.71 4.26 4.77 5.86

Cash & Income

P endal Enhanced C ash F und A P IR  - WF S0377A U

Total Return (post-fee, pre-tax) 0.27 0.74 1.15 1.80 2.34 2.62 2.77 2.72 4.84

Total Return (pre-fee, pre-tax) 0.30 0.80 1.28 1.99 2.60 2.87 3.02 2.98 5.18

Benchmark 0.17 0.52 1.00 1.52 2.02 1.88 1.90 2.13 4.78

P endal M anaged C ash F und A P IR  - WF S0245A U

Total Return (post-fee, pre-tax) 0.16 0.47 0.96 1.44 1.90 1.84 1.89 2.09 6.32

Total Return (pre-fee, pre-tax) 0.18 0.53 1.07 1.61 2.12 2.06 2.11 2.32 6.62

Benchmark 0.17 0.52 1.00 1.52 2.02 1.88 1.90 2.13 6.39

P endal M o nthly Inco me P lus F und A P IR  - B T A 0318A U

Total Return (post-fee, pre-tax) 1.03 2.93 2.28 3.09 4.26 4.48 4.32 4.52 5.39

Total Return (pre-fee, pre-tax) 1.09 3.10 2.61 3.59 4.94 5.16 5.00 5.20 6.06

Benchmark 0.13 0.37 0.75 1.13 1.51 1.51 1.55 1.84 2.79

Diversified

P endal A ct ive B alanced F und A P IR  - R F A 0815A U

Total Return (post-fee, pre-tax) 1.07 7.11 -0.39 1.10 4.84 5.94 7.38 7.08 7.54

Total Return (pre-fee, pre-tax) 1.15 7.36 0.09 1.82 5.84 6.96 8.40 8.10 8.61

Benchmark 1.20 7.81 2.15 4.51 9.26 7.31 8.84 7.69 7.50

(%)
1 M o nth 3 M o nths 6 M o nths
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All returns are calculated by Pendal Fund Services Limited ABN 13 161 249 332, AFSL No: 431426 (PFSL, Pendal). No part of this 

Fund Manager Commentary (Commentary) is to be circulated without this page attached. 

This Commentary is dated 17 April 2019 has been prepared by Pendal. The information in this Commentary is for general 

information only and should not be considered as a comprehensive statement on any of the matters described and should not be 

relied upon as such. The information contained in this Commentary September contain material provided directly by third parties 

and is believed to be accurate at its issue date. While such material is published with necessary permission, neither Pendal nor any 

company in the Pendal Group of companies accepts any responsibility for the accuracy or completeness of this information or 

otherwise endorses or accepts any responsibility for this information. Except where contrary to law, Pendal intends by this notice 

to exclude liability for this material. 

This Commentary has been prepared without taking into account your objectives, financial situation or needs. Furthermore, it is 

not intended to be relied upon for the purpose of making investment decisions and is not a replacement of the requirement for 

individual research or professional tax advice. Because of this, before acting on this information, you should seek independent 

financial and taxation advice to determine its appropriateness having regard to your individual objectives, financial situation and 

needs.  

Pendal does not give any warranty as to the accuracy, reliability or completeness of the information contained in this 

Commentary. This Commentary is not to be published without the prior written consent of Pendal.  

Performance figures are calculated in accordance with the Financial Services Council (FSC) standards. Performance data (post-

fee) assumes reinvestment of distributions and is calculated using exit prices, net of management costs. Performance data (pre-

fee) is calculated by adding back management costs to the (post-fee) performance. Past performance is not a reliable indicator of 

future performance. The term ‘benchmark’ refers to the index or measurements used by an investment manager to assess the 

relative risk and the performance of an investment portfolio.  

Pendal is the issuer of the following products: 

Pendal Australian Share Fund ARSN 089 935 964  

Pendal Smaller Companies Fund ARSN 089 939 328 

Pendal Concentrated Global Share Fund ARSN 613 608 085  

Pendal Core Global Share Fund ARSN 089 938 492 # 

Pendal Global Fixed Interest Fund ARSN 099 567 558  

Pendal Enhanced Credit Fund ARSN 089 937 815  

Pendal Fixed Interest Fund ARSN 089 939 542  

Pendal Property Securities Fund ARSN 089 939 819  

Pendal Global Property Securities Fund ARSN 108 227 005  

Pendal Managed Cash Fund ARSN 088 832 491  

Pendal Enhanced Cash Fund ARSN 088 863 469  

Pendal Active Balanced Fund ARSN 088 251 496 

A product disclosure statement (PDS) is available for each of the above products and can be obtained by contacting Pendal on 

1800 813 886, or by visiting www.pendalgroup.com. You should consider the relevant PDS in deciding whether to acquire, or to 

continue to hold, the product.  

# AQR began managing international equity for BT Financial Group in September 2006. 

For more information contact your  

key account manager or visit pendalgroup.com. 


