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Australian market commentary
The S&P/ASX 200 Accumulation Index returned 10.2% during the month. Australian equities enjoyed a strong
month (in fact, the best monthly return since 1992) on positive COVID-19 vaccine news, additional quantitative
easing measures locally and increased certainty regarding the US presidential election result. There was a sharp
rotation into value stocks and those deemed “COVID-19 losers” also saw strong support. Australian equities kept
pace with developed markets during the month. In major global developed markets, the DJ Euro Stoxx 50 was up
19.3%. Japan’s Nikkei 225 was up 15.1%, the UK’s FTSE 100 was up 12.7% and the US S&P 500 was up 10.9%.
The Reserve Bank of Australia (RBA) delivered a rate cut and additional quantitative easing to support the recovery
at its 3 November meeting. The cash rate was cut from 0.25% to 0.10%, as was the 3-year yield target. The RBA also
announced that it would purchase AUD100 billion of government bonds (largely around the 5- to 10-year
maturities) over the next six months.
Domestic economic data releases in November were mostly upbeat. Employment rose by 178,800 positions in
October, significantly exceeding market expectations for a fall in employment. The unemployment rate ticked up to
7.0%, which was also better than expectations. The NAB Survey of Business Conditions showed improvement, rising
to 1 in October (from 0 the previous month), with business confidence also turning positive, rising to 5 (from -4).
Retail sales were down 1.1% in September. National CoreLogic dwelling prices saw a second consecutive monthly
rise in November, ending the month up 0.8%.
Capital raisings continued in November. Insurance Australia Group raised AUD 750 million in capital to strengthen
the balance sheet in response to losing their business interruption insurance test case in NSW. GUD Holdings also
raised capital totalling AUD 70 million in order to fund its acquisition of AMA Group’s Automotive Components and
Accessories division.
Sector returns were largely positive in November. The best performing sectors were energy (28.5%), financials
(16.1%) and communication services (13.6%). Real estate (13.6%) and industrials (12.3%) also outperformed the
broader market. Consumer discretionary (8.5%), materials (7.3%), information technology (4.6%), healthcare (2.7%)
and utilities (1.5%) lagged the market. Consumer staples (-0.7%) was the worst performing sector and the only one
to post negative returns.
Energy was the best performing sector on the back of stronger oil prices as the prospect of successful COVID-19
vaccines saw improved future demand prospects for oil. Woodside Petroleum (27.7%), Santos (30.2%), Origin
Energy (29.5%) and Oil Search (41.6%) were the key drivers of sector performance.
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The financials sector continued its outperformance from the month prior, driven by strong performance from the
big four banks: National Australia Bank (24.7%), ANZ (22.2%), Commonwealth Bank (14.6%) and Westpac (14.1%).
Banks benefitted from the value rotation together with reduced tail risks around the credit cycle following a fall in
deferred mortgages and SME loans.
Communication services also outperformed. Key drivers of outperformance included Telstra (14.5%), REA Group
(22.8%) and Seek (21.1%).
The Healthcare sector underperformed as defensives lagged the market. Underperformance was led by Sonic
Healthcare (-5.4%), Ansell (-6.9%) and Pro Medicus (-8.8%). Sector heavyweight CSL (3.4%) also lagged the market.
The utilities sector underperformed with APA Group (-1.3%) and AusNet Services (-4.9%) posting negative returns.
AGL Energy (8.2%) and Spark Infrastructure (3.2%) also lagged the broader market.
The consumer staples sector was the worst performing sector. Key detractors included Woolworths (-3.1%), Treasury
Wine Estate (-6.3%) and Elders (-5.4%). Treasury Wine Estate fell as Chinese tariffs on certain categories of wine were
announced on 27 November. The company admitted demand from China would be extremely limited if the tariffs
remain in place.

Australian market outlook
The ongoing global COVID-19 situation remains fluid with countries such as the US experiencing record high
COVID-19 fatalities, while many European countries are back in lockdown due to second and third waves.
Meanwhile Australia and other countries are emerging from lockdowns. The hopes of a vaccine solution by late
2020 or early 2021 to help allow a pathway back to normality became clearer in November. We now have three
vaccine candidates from Pfizer, Moderna and AstraZeneca that look promising together with Chinese and Russian
vaccines that are also touted as being successful.
The prolonged period of elevated risks appears to be reducing as uncertainties around COVID-19, the global trade
war and US election —to name a few—are clearing up. We always believed that two conditions precedent were
required for the value rotation to take hold: clearing the US election and positive news on either a vaccine or
therapeutic protocols. Both occurred in the same week in early November, spurring a market rally and sharp
rotation into value.
The global business cycle continues to surprise on the upside with strong Purchasing Manager’s Index (PMI) and
Institute of Supply Management (ISM) data helped by the unprecedented and quick government interventions.
With vaccines on the horizon, economies are likely to start the long road of recovery out of the pandemic-induced
economic shock.
Interest rates have essentially been anchored by central bank intervention globally while inflation expectations are
showing a recovery from low levels. This setup has historically been positive for value as bond yields trickle up,
resulting in a steepening of the yield curve.
M&A is likely to be part of the recovery process given the low interest rate environment, and cash position of private
equity and corporates. The earnings yield to debt yield gap remains wide and thus corporates can buy earnings
growth very cheaply with debt.
The banks appear to be well provisioned and we expect increased profits and dividends going forward over the
next few years.
Despite the recent rotation and thus sharp rally in value, it has still materially underperformed growth over the past
12 months and has a long way to reverse this underperformance. We have seen in the past that value typically
outperforms for at least 12 months after a major trough in earnings.
The tough decade for value investors has created attractive investment opportunities that a well-disciplined value
investor can harness. Our process is well positioned to take advantage of the opportunity set that requires a longterm investment horizon that looks through the current uncertainty, and a detailed bottom-up focus that identifies
attractively priced companies that we believe are positioned to be rewarded in the economic recovery.

For sophisticated investors only • www.nikkoam.com.au

2

Australian Equity Monthly

Contact us
Nikko AM Limited
Level 26, One International Towers Sydney, 100 Barangaroo Avenue
Barangaroo NSW 2000, Australia
GPO Box 3881, Sydney NSW 2001, Australia
Phone:
Fax:
Email:

+ 61 (0) 2 8072 6300
+ 61 (0) 2 8072 6304
enquiries.au@nikkoam.com

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute investment advice or a personal
recommendation and it does not consider in any way the suitability or appropriateness of the subject matter for the individual circumstances of
any recipient.
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this material will not affect Nikko AM’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual stocks, sectors, regions or countries within this document does not imply a recommendation to buy or sell.
Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.
United Kingdom and rest of Europe: This document constitutes a financial promotion for the purposes of the Financial Services and Markets Act
2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).
This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United Kingdom by the FCA
(122084). It is directed only at (a) investment professionals falling within article 19 of the Financial Services and Markets Act 2000 (Financial
Promotions) Order 2005, (as amended) (the Order) (b) certain high net worth entities within the meaning of article 49 of the Order and (c) persons
to whom this document may otherwise lawfully be communicated (all such persons being referred to as relevant persons) and is only available to
such persons and any investment activity to which it relates will only be engaged in with such persons.
United States: This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any
investments. This document should not be regarded as investment advice. This document may not be duplicated, quoted, discussed or otherwise
shared without prior consent. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered
broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser.
Singapore: This document is for information only with no consideration given to the specific investment objective, financial situation and particular
needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to
do so, you should consider whether the investment selected is suitable for you. This publication has not been reviewed by the Monetary Authority
of Singapore. Nikko Asset Management Asia Limited is a regulated entity in Singapore.
Hong Kong: This document is for information only with no consideration given to the specific investment objective, financial situation and particular
needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to
do so, you should consider whether the investment selected is suitable for you. The contents of this document have not been reviewed by the
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Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed
corporation in Hong Kong.
Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is responsible for the distribution of this information in Australia. Nikko AM
Australia holds Australian Financial Services Licence No. 237563 and is part of the Nikko AM Group. This material and any offer to provide financial
services are for information purposes only. This material does not take into account the objectives, financial situation or needs of any individual
and is not intended to constitute personal advice, nor can it be relied upon as such. This material is intended for, and can only be provided and
made available to, persons who are regarded as Wholesale Clients for the purposes of section 761G of the Corporations Act 2001 (Cth) and must
not be made available or passed on to persons who are regarded as Retail Clients for the purposes of this Act. If you are in any doubt about any
of the contents, you should obtain independent professional advice.
New Zealand: Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562) is the licensed Investment Manager of Nikko
AM NZ Investment Scheme, the Nikko AM NZ Wholesale Investment Scheme and the Nikko AM KiwiSaver Scheme.
This material is for the use of researchers, financial advisers and wholesale investors (in accordance with Schedule 1, Clause 3 of the Financial
Markets Conduct Act 2013 in New Zealand). This material has been prepared without taking into account a potential investor’s objectives, financial
situation or needs and is not intended to constitute personal financial advice, and must not be relied on as such. Recipients of this material, who
are not wholesale investors, or the named client, or their duly appointed agent, should consult an Authorised Financial Adviser and the relevant
Product Disclosure Statement or Fund Fact Sheet (available on our website: www.nikkoam.co.nz).
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.
This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.
Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.
United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.
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Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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