
December 2018: Not much Christmas cheer for equity markets

This Market Watch is prepared by Colonial First State Global Asset Management as a summary of what’s 
happened during the previous month in domestic and global markets, impacts on investments and how  
investor sentiment may be affected. The content has been reproduced here with permission.

Economics overview
US
• As anticipated, the Federal Funds rate was increased by 0.25 

percentage points. Minutes from the policy-setting meeting 
indicated a likelihood of two further interest rate hikes in 2019.

• This was a concern for some – there had been calls for the 
Federal Reserve to pause its monetary tightening process 
following eight interest rate increases in a little over two years.

• In fact, President Trump persisted in publicly criticising the Chair 
of the Federal Reserve regarding interest rate policy, prompting 
suggestions that his job may be at risk.

• At the same time, Trump proceeded with a partial shutdown of 
the US government; effectively pressuring Congress to approve 
funding for his proposed Mexican border “wall”.

• A further 155,000 jobs were created in the US in November and 
the unemployment rate remained at 3.7%; close to a 50-year low.

•	 Consumer	confidence	and	business	confidence	both	improved	in	
the latest readings; for December and November, respectively.

Australia
• GDP data for the September 2018 quarter were released and 

came in well below expectations. The economy grew 0.3% in the 
three months ending 30 September 2018, versus expectations 
for a 0.6% increase. This dragged the annual pace of growth 
down to 2.8%, from 3.1% previously.

•	 Official	FY19	GDP	growth	forecasts	were	lowered	to	2.75%	in	the	
Government’s	Mid-Year	Economic	and	Fiscal	Outlook	(MYEFO),	
from 3.0% that was anticipated in May.

•	 The	MYEFO	also	suggested	the	Australian	budget	will	return	to	
surplus	in	2020,	following	11	consecutive	years	of	deficit.

• Unemployment has fallen to 5.0%, but wage growth remains 
subdued. Importantly, wages are not exerting much upward 
pressure	on	inflation.	At	1.9%,	inflation	remains	below	the	
Reserve	Bank	of	Australia’s	target	range.	Unless	inflation	rises	
or other indicators improve markedly in the near term, it appears 
unlikely	that	official	interest	rates	will	be	increased	in	2019.

• Business sentiment deteriorated to a 22-month low. This is 
believed to be partly attributable to political instability given the 
recent change in the Prime Minister and a Federal Election that  
is	anticipated	in	the	first	half	of	2019.

• The downturn in home prices gathered pace. Sydney residential 
prices are now down more than 10% from their 2017 peak and 
prices nationally have declined by nearly 5% in the past year.

NZ
• GDP for the September quarter was weaker than expected.  

The economy grew by 0.3% versus expectations of a 0.6% 
increase. The annual pace of growth fell to 2.6%, from 2.8%  
in	the	June	quarter	–	the	slowest	rate	for	five	years.

•	 Interest	rates	remained	at	1.75%	–	with	inflation	under	control,	 
no changes are anticipated in 2019.

Europe
• In the UK, the Brexit debacle became even more shambolic 

when the Parliamentary vote on whether or not to accept  
Prime Minster May’s proposed EU withdrawal deal was 
postponed. The Government was almost certainly going to  
lose the vote, so the Prime Minister decided to return to the  
EU seeking additional concessions before taking a revised  
deal back to Parliament for a vote in January.

•	May	survived	a	vote	of	no	confidence	from	her	own	party	in	
December, prolonging her leadership for the time being at least.

• Unless May is able to get a withdrawal deal approved, the UK  
will have to start preparing for a ‘no deal’ EU exit scenario; 
perceived to be the least palatable solution for UK businesses.

•	 UK	inflation	declined	further,	to	an	annual	pace	of	2.3%.

•	 In	the	Eurozone,	inflation	fell	back	below	2.0%.	This	could	be	a	
concern for the European Central Bank, which has now ceased 
its Quantitative Easing program. It is unlikely that interest rates  
will	be	increased	in	the	near	term	with	inflation	below	2.0%.

•	 The	Manufacturing	PMI	survey	fell	for	a	fifth	consecutive	month,	
suggesting	US	import	tariffs	are	hurting	European	firms.

• The Services PMI was also down and the Composite of the two 
surveys dropped to its lowest level since late 2014, indicating 
broader weakness in the economy.

Asia & emerging markets
• Growth in industrial output in China declined to a 26-year low 

in November and the Manufacturing PMI survey for December 
showed	the	first	contraction	in	two	and	a	half	years.	 
These indicators suggest the introduction of tariffs on goods 
exported to the US are seriously hampering the economy.

• The hope is that domestic, services-based sectors in China can 
fill	the	void.	Retail	sales	grew	at	the	slowest	pace	in	15	years	in	
November, however, suggesting the domestic economy may not 
be offsetting the slowdown in export demand.

• This disappointing data may prompt Chinese policy makers into 
providing additional stimulus to the economy in 2019.

Market Watch



December 2018

2

Market Watch

•	 The	final	revision	to	Japanese	September	quarter	GDP	was	
released and showed a worse-than-expected slowdown. 
The	economy	shrank	0.6%	during	the	period,	with	floods	and	
earthquakes being more costly than earlier thought.

• Japanese industrial production, whilst weak, did not deteriorate 
as much as anticipated. For now, the Bank of Japan maintains 
an	ultra-loose	monetary	policy	designed	to	reflate	the	economy.

Australian dollar 
• The subdued tone of Australian economic data and anticipation 

of further US interest rate hikes in 2019 saw the Australian dollar 
weaken against the ‘greenback’.

• The Australian dollar weakened by -3.6% in December and 
bought 70.42 US cents at month-end.

Commodities
•	 Commodity	prices	were	mixed,	largely	reflecting	uncertainty	

around ongoing US/China trade tensions, concerns over the 
outlook for global growth, and falling global equity markets.

•	 Industrial	metals	were	mostly	lower.	Zinc	(-4.5%),	copper	(-4.4%),	
nickel	(-3.9%)	and	aluminium	(-3.4%)	all	fell,	while	lead	(+2.7%)	
bucked	the	broader	trend,	finishing	higher.

• A slump in global equity markets stoked ‘safe haven’ demand 
for	gold	(+4.8%).	Silver	(+8.6%)	also	posted	strong	gains,	while	
platinum	(-0.3%)	edged	lower.

•	 Oil	prices	(Brent	Crude	-8.4%)	extended	losses	to	hit	15-month	
lows, as oversupply concerns accelerated. There were also signs 
that economic growth – and hence energy demand – is slowing.

•	 Iron	ore	(+6.8%)	finished	higher,	as	Chinese	Rebar	prices	
steadied after posting large losses in November.

•	 Coking	coal	(+9.6%)	had	another	strong	month	against	a	
background of more stringent checks and controls on  
China’s coking coal production. 

Australian equities 
• The S&P/ASX 100 Accumulation Index recovered from  
a	-3.1%	low	to	close	December	up	+0.3%.	The	recovery	led	
by the largest one-day gain since 2009 – a result of positive 
economic data in the US and optimism over upcoming  
US/China trade talks.

•	 The	Materials	sector	provided	the	best	return,	rising	+6.0%	
despite mixed commodity prices. Evolution Mining and Northern 
Star Resources, the two best performing stocks in the sector, 
benefited	from	the	rally	in	the	gold	price.	Sector	heavyweights	
BHP Billiton and Rio Tinto gained on rising iron ore prices.

• The Communication Services and Financials sectors were  
the worst performers, declining -3.6% and -3.1% respectively.  
Within Financials, IOOF Holdings provided the worst return after 
APRA announced it is seeking to impose licence conditions  
on	the	firm’s	regulated	entities	after	alleged	breaches	of	 
industry regulations.

• Communications Services stocks weakened after the ACCC 
expressed concerns over the proposed merger of Vodafone 
Hutchison and TPG Telecom. 

• Positive returns were skewed towards large cap stocks, 
evidenced by the -4.2% decline in the S&P/ASX Small Ordinaries 
Index, where nearly two thirds of constituents fell. BWX provided 
the lowest return in the Small Cap index, declining -52.1% 
after	management	announced	a	downgrade	to	FY19	EBITDA	
expectations, from $40.3m to between $27m and $32m.

Global equities
• As anticipated last month, ongoing US/China trade tensions 

and fears over slowing global growth has resulted in another 
negative month for global equities, culminating in both the worst 
December quarter and worst calendar year for global markets 
since	the	“GFC”	in	both	local	currency	and	US	dollar	(USD)	
terms.	The	weakness	of	the	Australian	dollar	(AUD)	over	these	
periods helped to insulate Australian investors to a degree and 
the	MSCI	World	Index	finished	the	month	down	“only”	-4.1%	in	
AUD terms with the corresponding returns over the quarter and 
year	still	being	a	disappointing	-10.9%	and	+2.0%	respectively.

• The Australian market was one of the stronger performers  
for the month in spite of the local currency weakness.  
The UK’s FTSE 100 was also an outperformer – down only 
-3.5% in local currency, despite ongoing turmoil surrounding 
Brexit and the country’s leadership. UK mining stocks enjoyed 
stronger returns on trade talk optimism and continued weakness 
for	sterling.	Japanese	equities	fell	away	in	the	final	week	of	
the month to be the worst performing of the major developed 
markets. A combination of disappointing factory output and an 
appreciating	Yen	(a	result	of	its	safe-haven	status)	saw	the	 
Nikkei 1000 fall -10.3% in local currency terms over December.

• Emerging markets managed a second month of positive returns 
in AUD – entirely a result of the weaker Australian currency.  
MSCI Emerging Markets Index rose 1.0% in AUD, but fell -2.5% 
in local currency terms. MSCI Latin America was the strongest 
region,	up	3.0%	in	AUD	(the	Mexican	peso	jumped	as	key	
lending rates were increased to 8.25% – the highest level in over 
a	decade).	MSCI	Asia	was	the	laggard,	up	only	0.5%	in	AUD.	
MSCI China was one of the worst performing markets over  
both the month and year, down -6.0% and -18.6% respectively  
in local currency terms, on the potential outcomes of both the  
US trade dispute and the shadow banking crackdown.

Global and Australian Fixed Interest
• Many investors favoured defensive exposures as equity markets 

sold off, supporting demand for government bonds.

• Benchmark 10-year US Treasury yields dropped 33 bps over 
the month, closing at 2.68%; the lowest level since January. 
Comments	from	Federal	Reserve	officials	on	the	US	interest	rate	
outlook for 2019 were more ‘hawkish’ than expected. Even this 
provided only temporary respite from falling yields.

• Elsewhere, 10-year yields declined by 9 bps and 7 bps in the UK 
and Europe respectively. In Japan, a 9 bps move lower pushed 
10-year JGB yields into negative territory.

• There appears to be an increasing acceptance that global 
growth could tail off in 2019. Activity levels in the US appear 
likely to moderate from an exceptionally strong 2018 and we 
have started to see signs of a slowdown in Asia. Ongoing Brexit 
issues	continue	to	hamper	business	confidence	and	capital	
expenditure in Europe. A ‘no deal’ scenario could have negative 
implications for growth rates in the UK and Continental Europe.
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• In Australia, 10-year CGS yields closed at 2.32%, the lowest level 
in more than two years and a drop of 27 bps in the month.

•	 Yields	moved	lower	partly	as	investors	suggested	the	RBA	might	
be	forced	to	lower	interest	rates.	At	this	stage,	officials	continue	
to suggest the next move in rates is likely to be upward.

Global credit
• Credit spreads continued to widen in December, having risen 
significantly	in	the	previous	month.

• Spreads widened sharply as soon as the minutes of the most 
recent Federal Reserve Board meeting were released. There are 
ongoing concerns over US corporates’ ability to absorb higher 
interest rates.

• The spread on the investment grade Bloomberg Barclays Global 
Aggregate Corporate Index widened 12 bps, closing the month 
at 1.55%. Unsurprisingly, high yield issuers performed poorly too, 
with	the	Bank	of	America	Merrill	Lynch	Global	High	Yield	Index	
(BB-B)	spread	closing	December	95	bps	higher,	at	4.59%.
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