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MLC’s investment managers regularly provide us with their views on economic conditions and a wide range of other topics. Here 

are some views from their recent quarterly reports that may interest you. Of course, their views may change over time and may be 

different from MLC’s. 

Observations from some of our Australian shares managers 

Alphinity 

“Recent data releases have confirmed that economies around the world are improving following the plunge in activity in April and 

early May. The rate of earnings downgrades has also, consistent with the broader macro data, stabilised. The latter is typically a 

reliable early sign of better times ahead. We cannot help however but feel somewhat uncomfortable about the speed and extent of 

the market rebound. It’s clear that at least some of the improvement in many sectors of the economy has been driven by pent-up 

demand due to the lockdowns. The question is to what extent this will be replaced with new orders and projects? In other words, 

what does the pipeline look like? We are probably a few months away from having a conclusive answer to that question, even 

without further infection outbreaks which would pose further risks to the recovery.  

While we see several risks to the rapid equity market recovery, we believe that it is also probable that we are passed the lows for 

this market cycle. There are several reasons for this: Central banks across the globe have shown their willingness to support the 

financial markets and avoid a repeat of the GFC. Most governments, not the least here in Australia, have also responded rapidly 

with significant support packages. Finally, and this is probably the greatest unknown, the COVID-19 virus, while still showing few 

signs of peaking globally, has at least slowed to a pace that has allowed governments and health systems in most regions to catch 

up and prepare for further outbreaks.” 

Antares Equities 

“Our strategy assumes the coronavirus second wave in Victoria will be contained to Victoria, and that the recovery of the Australian 

economy continues. The large government stimulus will not come off until the end of the September quarter, and therefore 

economic news should be stable over the next quarter. Before these packages expire it is almost certain there will be some 

extensions of support. Less certain is the market’s reaction to news of ever increasing coronavirus infections globally after such a 

strong rally which has seen investors hunting returns and pushed valuations quite high again in many parts of the market. Our 

valuations suggest cyclicals should lead the market if the economic recovery continues.”  

Bennelong 

“Governments around the world have resorted to large-scale fiscal stimulus that is designed to get over the worst of the economic 

impact. Importantly, this largesse has largely found itself in the hands of businesses and households.  

Those who have lost jobs or experienced cuts to their incomes are being supported with mortgage leniency, rental leniency, lower 

petrol prices and other costs of living, and higher unemployment benefits. 

Those with jobs are, in many cases, better off. With lower mortgage rates and less to spend on, consumers have saved like they 

haven’t before for some time. There is significant pent-up demand to spend, with signs of it coming through now in the retail and 

other data. Meanwhile, household net wealth has rarely been higher. 

It is very possible that fiscal stimulus is extended into 2021, possibly only on a slightly lesser scale and in a more targeted way. On 

this point, our Australian governments have fortunately started out with relatively low debt and therefore have more capacity to 

shower further stimulus.” 

Maple-Brown Abbott 

“What are we to make of the stock market recovery? At the very least it seems clear that investors are taking a ‘glass half full’ view 

of the world. Given the actions of global central banks to ensure that the world is awash with liquidity (a necessary step in avoiding 
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the liquidity crunch that was at risk of developing in the initial phases of the bear market), and the downward pressure their policies 

have exerted on interest rates, it is unsurprising that investors are looking for ways to generate returns. In so doing investors have 

largely continued to play the momentum game with the same stocks leading the market this side of the bear market as on the other 

side. As highlighted, valuation often seems to be little more than a factor that gets in the way of a good story in markets that are 

buoyed by large amounts of liquidity. In this environment it is both incredibly frustrating, but at the same time hardly surprising, that 

value has continued to underperform. There were a few periods during the quarter when value looked to be gaining some traction 

but this was not sustained in any meaningful way. However, it is difficult to see how these valuation differentials can be sustained 

and we are very confident of the significant performance upside once the reversal commences.” 

Northcape 

“Investors are now looking through FY21 and into FY22 when pricing stocks and assuming earnings have ‘normalised’ by this year. 

We now find valuations are relatively full and do not provide much margin of safety. The only offset is that long term interest rates 

are now below the level prevailing 12 months ago and this will increase the value of businesses with pricing power (which is a 

relatively small group of companies).” 

Vinva 

“Looking forward, we believe there are a number of reasons to remain cautious on equity markets including 1) fears of a second 

wave of infections following a renewed surge in new cases in the US and an increase in Victorian COVID-19 cases in Australia, 2) 

US-China trade tensions, 3) potential fiscal cliff with JobKeeper and other stimulus scheduled to end by Q4, and 4) elevated 

valuations relative to history although they are likely to be supported by relatively low ultra-low cash and bond rates.” 

Observations from some of our global shares managers 

C WorldWide 

“Central banks and governments have gone all-in to fight the current pandemic-led recession. They have been adding a record 

amount of support and the excess liquidity have propelled most asset prices. The pandemic lockdowns have caused most 

companies to downgrade earnings forecasts, but stock investors have been willing to look through this and the rising trade tensions 

between China and the US. Central to this development has been the gradual opening of societies and the belief and hope of a 

vaccine.” 

Intermede 

“Returning to the topic of valuations, while we struggle to achieve comfort with the price-to-sales multiples of 50+ that the market is 

currently awarding to certain tech businesses, it also makes sense at a basic mathematical level that as denominators (risk free 

rates) employed in valuation calculations approach zero, we might observe rapid expansion of the share prices of businesses 

where the majority of value is perceived as residing far in the future. Perhaps under-discussed currently, however, is the fact that 

this process can work in reverse, so it seems likely to be the case that businesses with the most stretched valuations would be 

vulnerable to any increase in rates. While the most obvious source for such an increase would be (for example) the Chair Powell, 

US Federal Reserve, needing to respond to an unexpectedly sharp V-shaped economic recovery, a recent strategy piece that we 

read with interest also noted that a deflationary scenario could also have a similar impact, except via the real (rather than nominal) 

rate of interest." 

Kiltearn 

“Volatility aside, the trend in the second quarter of 2020 was much like that of the first. Despite a brief value rally in May, and a 

sizeable rebound in absolute valuations, cheap stocks have continued to get relatively cheaper and expensive stocks relatively 

more expensive. The unprecedented impact of COVID-19 and the most recent oil price war has accentuated what was already a 

bifurcated market set-up. Valuation spreads are down from the historically high levels of mid-March but remain extremely wide as 

the trajectory to economic recovery remains unclear. The value opportunity set, whilst still primarily cyclical in nature, is broader 

than a year ago.’ 

Sands Capital 

“We see rising tensions between the US and China as a secular trend driven by a number of factors (including income inequality in 

the US, rising domestic political polarisation in the US, increasing nationalism in China, slowing economic growth in China, 
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increasing competition for influence in developing countries, mutual security concerns in regions such as the South China Sea, etc). 

We believe this global environment is most similar to the ~20-year period at the beginning of the 20th century in the lead up to WWI. 

During that time, the major economic powers of the world had openly divided into two camps politically, but globalisation continued, 

and trade and financial links continued to deepen. Given the historically unprecedented level of global economic integration today 

we see this as the most likely base-case scenario for the world going forward. (Note that we also see a military conflict as an 

extremely low probability event despite looking at the early 20th century as a comp).” 

Tweedy, Browne 

“If you were Rip Van Winkle, just waking up from a six-month long sleep, you might think very little had changed in global equity 

markets since you nodded off, but you couldn’t be more wrong. In early March, it was as if a bomb went off causing a cataclysmic 

decline in equity markets over a three to four week period, followed by, as Jason Zweig has observed, the largest rise for the S&P 

500 in such a short period of time (almost 40%) since 1933. The rapid rise in equity prices over the last quarter has driven 

valuations in some instances north of pre-pandemic record highs. This has indeed been the case for the NASDAQ index in the US, 

and the S&P 500 is just 5% off its all-time high. And this is in spite of a global economy that still remains pretty much in shambles, 

corporate earnings that, while in modest recovery, remain severely suppressed, private and public debt levels that are rapidly rising 

from previous record levels, unemployment rates in the US that remain at multi-decade highs, uncertainty surrounding additional 

stimulus measures, and pandemic infection rates that are spiking in many parts of the world including the world’s largest economy. 

With US elections coming in the Fall, this is, in our view, no time for complacency.” 

Walter Scott 

“The market has staged an impressive recovery over the course of the quarter in question. Much of the rebound appears to have 

been driven by the large quantities of fiscal and monetary support, as well as the reopening of a number of economies and the 

subsequent evidence of improving demand. A degree of caution is warranted, however. While signs of recovery are to be 

welcomed, we remain in the infancy of any economic turnaround and there is still much uncertainty over its trajectory. Given the 

pace of the snapback in markets, investors appear to be pricing in a relatively benign outcome. How much room this leaves for bad 

news is unclear, but equity markets are likely to experience further volatility should news flow challenge this sunny outlook.” 

Observations from our Australian Real Estate Investment Trusts (A-REITs) managers 

Antares 

“While the initial reaction to the A-REITs due to COVID-19 was materially negative, they have bounced back strongly in the June 

quarter. Some A-REITs required capital raisings to shore up their balance sheets and protect themselves against any future 

adversity in cash flows and asset values. As a result, the A-REITs generally remain in sound shape given the strong balance sheet 

position – relatively lower leverage than GFC diversity of lenders and tenure. In addition, corporate governance practices are 

healthy and capital management strategies seemed sensible as has been the case during the more recent profit reporting seasons. 

The focus from the market will be on valuations for property assets and henceforth on Net Tangible Assets (NTA) per security for 

the A-REITs. We think in the very short-term, retail assets exposed to discretionary spending will be severely impacted. That said, 

equity markets are typically forward looking and currently price the mall-exposed REITs at a 40-50% discount to last stated NTA’s. 

We expect office asset values will decline moderately in the short-term but may suffer more in the medium term as rental growth 

declines due to the shift towards work-from-home. Industrial assets are likely to continue to see appreciation in capital values as 

demand for leasing and acquiring industrial assets remains strong from both tenants and capital markets. 

Notwithstanding the fundamentals, investors should continue to expect higher than usual volatility in the short-term, given the 

decline in economic activity, ongoing news flow regarding COVID-19, unexpected government policy responses and, in general, 

short-term investor sentiment driving stock prices. We believe the portfolio is well positioned to navigate these challenges and 

expected to deliver strong returns over the medium term given the likelihood of a sustained low interest rate environment for an 

elongated duration.” 

Resolution Capital  

“We expect the economic recovery to be bumpy and much will depend upon containment of COVID-19 or a vaccine. Government 

and central bank stimulus are helping the economy through this difficult period, but it remains too early to assess the economic 

damage. The financial markets have recovered strongly this quarter, and capital markets remain open for most issuers.  
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Whilst we don’t necessarily believe COVID-19 has fundamentally changed trends facing real estate, it has certainly accelerated 

them. Retail is the best example, as we anticipate retail store rationalisation and rental reset to occur much faster than otherwise 

expected. The corresponding valuation declines puts pressure on regional shopping centre A-REITs balance sheets. However, 

share prices are currently already incorporating a significant fall in asset prices. Owning the best properties, whether convenience 

or regional shopping centres, is the best defence against the disruption.  

Improved technology makes working from home relatively seamless. Some commentators have written the obituary for the office, 

but we believe this is greatly exaggerated. Nevertheless, office valuations are relatively high, and the rental outlook has 

deteriorated compared to earlier this year. Given the extent of economic contraction and a challenging recovery phase, we are 

more cautious about its return prospects.  

Logistics related property continues to be the golden child. We see little reason why that will change in the immediate future, though 

stick with infill locations, close to the consumer.” 

Observations from some of our global Real Estate Investment Trusts (REITs) managers 

Presima 

“We remain positive on the industrial and datacenter sectors, as demand remains strong. While there will likely be some short-term 

slowdown in most forms of residential, we believe the trends should revert back to historical growth for the multifamily segment. For 

single-family rental and manufactured housing, we see very little disruption and positive tailwinds. One sector that has become 

more controversial is the office sector, with work-from-home (WFH) becoming the norm for most white-collar workers. While the 

experience has shown it can work, it is becoming clear for most that it is not optimal. While we believe WFH will remain part of the 

landscape, we believe it will have limited impact on demand once employees have the green light to return to work. Finally, we 

remain cautious on hotels, retail and healthcare. We believe retail is still facing secular headwinds, while we anticipate that hotels 

will see a deep negative cycle, with a very slow recovery. For the healthcare sector, the challenges posed by the vulnerability of its 

older population has led to challenging fundamentals which will pressure results and could lead to lower demand longer term. 

While demand has been the greatest differentiator across sector performances, it is noteworthy that supply has slowed across the 

board and we expect limited new supply in most sectors in the short-term. Eventually, we believe new starts will be targeted to clear 

certain areas of demand such as in the industrial and datacenters sectors.”  

Resolution Capital  

“Answering how ‘we’ pay for the government’s largesse is above our pay-grade but it seems that it must weigh on long term real 

economic growth.  We will be fascinated to see the outcome of moral hazards, understand the true extent of non-performing loans, 

learn about the veracity of Modern Monetary Theory, the social wage (also termed negative income taxes), and the merits of a four 

day work week. But we will be equally intrigued about the management and outcome of the forthcoming US election, the terms of 

Brexit and how China its increasingly bellicose attitude is manifested. The market loves something to worry about and being 

outwardly nervous has served it well, complacency is a greater threat to constructive investment markets. 

Clearly it would be irresponsible to be dismissive of the impacts and ongoing risks of COVID-19, or hopefully the chances of a 

vaccine.  

With a seemingly overwhelming amount of information to digest, we think it is important to simply recognise that certain areas of the 

economy have contracted and that the recovery is likely to be stunted and irregular. Hence real estate markets face a challenging 

period. Ultimately, we think our investors will be best served by focusing on those areas of the real estate market which are best 

placed to thrive if not survive the eventual passing of the challenge. We see little to alter the approach we’ve taken, secular trends 

we witnessed before COVID-19 are unlikely to be altered/broken and in many respects have simply been reinforced. Strong 

balance sheets provide extra protection and durability.” 

Observations from some of our fixed income managers 

Amundi, global multi-sector bonds 

“Going forward, we expect to see pockets of elevated volatility. After a deep recession in the first half of 2020, due to lockdowns 

across the world, the global economy should gradually rebound in the second half of 2020. Unprecedented coordinated action from 
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governments and central banks should continue to support the real economy and provide liquidity to financial markets to limit short-

term defaults.  

We believe that global markets will continue to switch between risk-off (fear of a second wave of infection and weak economic data) 

and risk-on (lower infection rate, hopes for a vaccine and economic recovery) modes. Politics will come back to the forefront (US 

presidential elections, Brexit, China and Hong-Kong tensions...).  

We will continue to see low interest rates over the next few quarters, as major central banks are purchasing assets at an 

unprecedented rate and absorbing governments’ massive new financing needs.” 

Antares, Australian bonds  

“In the very near term two key challenges face the Australian economy. Firstly, with the Australian Federal government looking to 

taper the run-rate on its fiscal spending, the government will hope to do so without adversely impacting on household spending and 

growth. Secondly, additional price deferrals or ongoing weakness in core inflation would point to a more entrenched deflationary 

impulse for the Australian economy posing a significant challenge to the Reserve Bank of Australia’s (RBA’s) growth and inflation 

forecasts. If the latter were to occur the RBA would be compelled to take official cash interest rates towards 0% and engage in 

outright quantitative easing (QE) bond buying, placing further downward pressure on bond yields.” 

Insight, global government and global absolute return bonds  

“Markets have moved very rapidly to price in an orderly reopening of economies as well as a V-shaped recovery. There are 

meaningful risks around a potential economic recovery, including a possible second wave of the virus as well as another lockdown 

should virus cases surge again globally (not our base case). 

Other events which could lead to market volatility include the upcoming US elections, as well as trade relations between the US 

and China deteriorating and potentially fueled by the Hong Kong situation. With Brexit negotiations between the UK and Europe 

continuing, there could be some unhelpful headlines coming from those talks. We are also in the midst of second quarter earnings, 

and although market expectations are for very poor results, there is still the potential for both upside and downside surprises 

relative to expectations.  

The easing of containment measures has led to a bounce in survey data, increasing market and our expectations for an economic 

recovery to start in Q320, although the shape remains uncertain and will vary across countries.  Hopes for a 2H20 recovery, 

combined with ongoing powerful policy support will remain the main drivers of the outlook for markets, although concerns over a 

second wave and re-opening of economies could lead to spikes in volatility on the way.” 

Loomis, global high yield bonds and loans 

“Progress to a vaccine and good antivirals needs to be greater than backsliding to lockdowns for risk markets to trade up. Virus 

infection cases in the US have been picking up, but we think the key question is intensive care unit (ICU) bed capacity. That was 

the driver of lockdowns in March, and we think that will be the driver going forward. Anything that bears on that question, including 

overly-short antibody immunity, will be relevant to the ICU-bed question.  Second, but very important, is the US election results in 

November. A Democratic sweep, which is now an odds-on favourite, could mean higher taxes, more regulations, longer lockdowns, 

and more anti-business sentiment from Washington than we would expect from a balanced Washington. Markets rationally would 

be worried about those outcomes, though they have yet to show that worry.” 

Muzinich, global high yield bonds and loans 

“The first key issue is what is the shape of the global economic recovery path and which sectors will rebound (eg manufacturing) 

and which ones will lag (eg transportation, leisure, gaming…).   

The second key issue is will global interest rates stay low?  We believe they will but there could be certain sovereigns that could get 

pressured because of too much debt.   

The third key issue is the US presidential elections in November.  We think there will be some volatility regarding the impact of 

corporate earnings (potential higher taxes).  We will direct our research analysts to incorporate what higher tax rates means for 

their companies and integrate into our credit decisions. 
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The fourth key issue is US/China deteriorating relations. This could have a deleterious impact on global trade and confidence.  We 

think this will be a very long and drawn out issue.  We need to watch our exposures to companies with large exposures to China 

markets or that significantly source their product or supplies from China.” 

Wellington, global non-government bonds 

“We continue to believe the measures enacted by major governments and central banks around the world should support further 

credit spread tightening in the short-term. However, additional fiscal measures will be necessary to support the global economy, 

and renewed credit spread widening is certainly possible given the severity of the economic downturn. Tremendous uncertainty 

around the political, economic and public health implications of reopening economies remains.  

The fundamental credit metrics of leveraged companies are particularly vulnerable to deterioration as global economic activity 

slows. Moreover, renewed market volatility would constrain many companies’ access to capital markets.  

There is tremendous uncertainty around the public health implications of reopening economies and economic, political and public 

health risks remain heightened. Renewed market volatility and credit spread widening is therefore possible. Periods of market 

volatility can be self-fulfilling, as they tighten financial market conditions, heightening political and economic risks. While market 

volatility and secondary market liquidity have always been related, we now find more liquidity disappears per unit of volatility than in 

the past. Prolonged volatility could further impair secondary market liquidity.” 

 

 

Important information 

This communication is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705) (MLC), a member of the National Australia 

Bank Limited (ABN 12 004 044 937, AFSL 230 686) group of companies (NAB Group), 105–153 Miller Street, North Sydney 2060. 

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial situation or 

needs and because of that an investor should, before acting on the advice, consider the appropriateness of the advice having regard to their 

personal objectives, financial situation and needs.  

You should obtain a Product Disclosure Statement (PDS) relating to the financial product mentioned in this communication issued by MLC 

Investments Limited, and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the PDS is 

available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au.  

An investment in any product referred to in this communication is not a deposit with or liability of, and is not guaranteed by NAB or any of its 

subsidiaries. 

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the market. 

The returns specified in this communication are reported before management fees and taxes.  

Any opinions expressed in this communication constitute our investment managers’ judgement at the time of issue and are subject to change. 

We believe that the information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations 

are reasonably held or made as at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change 

without notice) or other information contained in this communication.  

This information is directed to and prepared for Australian residents only. 

MLC may use the services of NAB Group companies where it makes good business sense to do so and will benefit customers. Amounts paid 

for these services are always negotiated on an arm’s length basis. 

The investment managers are current as at the date this communication was prepared. Investment managers are regularly reviewed and may 

be appointed or removed at any time without prior notice to you. 


