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MARKET OVERVIEW 

Global equities advanced in the 

second quarter, despite sharp 

declines in May. Easing monetary 

policy by the world’s central banks 

and optimism over trade talks 

between the US and China rallied 

markets in June, helping equities rise 

4.00% in the quarter, as measured by 

the MSCI World Index in US-dollar 

terms. Year to date the index is up 

approximately 16.98%. US and 

European stocks led markets; 

Japanese and emerging markets also 

rose. Financials and cyclicals did well, 

while resources stocks 

underperformed. Value stocks trailed 

growth stocks by a wide margin.  

Escalating US trade tensions with 

China and Mexico jolted markets in 

May as the US imposed additional 

tariffs on goods from China and 

warned that all goods could be subject 

to tariffs if the two countries could not 

reach a compromise. China then 

retaliated with tariffs of its own. The 

imposition of restrictions on exports of 

US technology to Chinese telecom 

equipment maker Huawei 

Technologies in May further increased 

tensions. Investor sentiment improved 

in June, as the US suspended 

scheduled tariffs on Mexican goods 

and agreed to resume trade talks with 

China during the Group of 20 summit 

at the end of the month.  

Easing monetary policy also buoyed 

markets. Expectations that the US 

Federal Reserve could begin to cut 

interest rates sent stocks higher, while 

weakening economic data from the 

European Union fuelled hopes for 

future interest-rate cuts from the 

European Central Bank.  

The S&P/ASX 300 Index rose sharply 

during the second quarter, 

appreciating by 8.05% in local-

currency terms (and 19.84% year to 

date). Returns were positive across all 

sectors with the exception of energy, 

which underperformed on the back of 

falling oil prices. Communication-

services stocks outperformed as 

some major companies reported 

better-than-expected earnings. Strong 

performance from big names in 

healthcare such as Healius and 

ResMed showed significant growth 

throughout the quarter.  

The conservative Liberal Party 

secured a surprise win after 

campaigning on a platform of 

economic stability in May, driving the 

outperformance in the financials 

sector. Nonetheless, GDP growth 

forecasts continued to decelerate 

throughout the period. High household 

debt, weakened wage growth and 

falling house prices consistently 

weighed on consumer sentiment 

throughout the quarter. This led the 

Reserve Bank of Australia to cut rates 

to a record low to help consumers and 

reduce unemployment.   

PORTFOLIO PERFORMANCE 

In the second quarter, the portfolio 

rose in absolute terms and 

outperformed its benchmark, the 

S&P/ASX 300. Security selection 

drove the outperformance, as 

contributions within the materials 

sector outweighed losses within 

healthcare. Sector selection was 

overall negative, as gains from an 

underweight to energy were negated 

by an underweight to financials, which 

detracted.  
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An overweight to gold producer 

Northern Star Resources was the 

leading contributor due to company 

margins being supported by a strong 

performance from AUD gold.  

Our lack of exposure to South32 

contributed as the mining and metals 

company underperformed the market. 

The softening of key commodities—

alumina, aluminum and thermal 

coal—combined with eased 

operational results for 1Q:19 in South 

African coal and alumina.  

Medical equipment manufacturer 

ResMed contributed on the back of its 

1Q:19 report, which showed a 

continuation of strong growth across 

its devices, consumables and 

software businesses.  

Our underweight to Commonwealth 

Bank of Australia (CBA) and lack of 

exposure to Australia and New 

Zealand Banking Group detracted as 

banks rallied after a period of 

underperformance due to the 

reelection of the more bank-friendly 

Coalition government.  

Qantas Airways underperformed due 

to concerns about the weak consumer 

and the effect on discretionary travel. 

We believe Qantas can manage 

capacity to mitigate this issue.  

POSITIONING AND OUTLOOK 

During the quarter, our largest share 

purchase was of private health 

insurance company Medibank 

following the reelection of the sitting 

government, which should result in a 

more favourable pricing environment 

for health insurers.  

We purchased shares of transmission 

company Spark Infrastructure due to 

is strong cash flows and reduced 

regulatory risk.  

We added to our holdings in 

Insurance Australia Group (IAG), as 

we continue to see IAG as a premium 

play, uncorrelated to the rest of the 

economy, with a strong balance sheet 

that will enable capital management.  

We sold DuluxGroup following the 

Foreign Investment Review Board’s 

approval on the deal between Nippon 

Paint and the painting and coating 

manufacturing company.  

We sold Apple on concerns that the 

trade wars would affect sales.  

Lastly, we added to shares of 

Westpac and trimmed our position in 

CBA as we reweighted among our 

Australian bank holdings. 

Furthermore, the royal commission 

into financial services made a number 

of referrals to regulators for further 

consideration, which noted CBA as 

being at greater risk when compared 

with its peers.  

Looking at the Australian market 

overall, we see business sentiment 

remaining solid, helped by the end of 

the mining bust, signs of a turn in non-

mining capex and exposure to public 

sector infrastructure spending. 

Employment continues to be strong 

but is showing signs of weakening. 

Even so, households are under 

pressure. Wage growth is at a record 

low. Consumption remains weak, and 

house prices continue to decline. 

Tighter credit conditions are likely to 

continue as a result of the banking 

royal commission and other regulatory 

actions.  

In this environment, the portfolio aims 

to deliver returns in line with its 

benchmark, protecting on the 

downside with less volatility. The 

portfolio has a lower beta than the 

market and attractive free cash flow. 

Our fundamental insight aims to 

reduce our exposure to stocks with 

cyclical pressure, balance-sheet 

stress or negative events. 
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MSCI makes no express or implied warranties or representations, and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a basis for other indices, any securities or financial products. This report is not approved, reviewed or produced by 
MSCI. 

This document has been issued by AllianceBernstein Australia Limited (“ABAL”) (ABN 53 095 022 718 and AFSL 230698). The information in this document is 
intended only for persons who qualify as “wholesale clients,” as defined in the Corporations Act 2001 (Cth of Australia), and should not be construed as advice. This 
document is provided solely for informational purposes and is not an offer to buy or sell securities. The information, forecasts and opinions set out in this document 
have not been prepared for any recipient’s specific investment objectives, financial situation or particular needs. Neither this document nor the information contained 
in it are intended to take the place of professional advice. You should not take action on specific issues based on the information contained in the attached without 
first obtaining professional advice. Past performance is not indicative of future performance. Projections, although based on current information, may not be realised. 
Information, forecasts and opinions can change without notice and ABAL does not guarantee the accuracy of the information at any particular time. Although care 
has been exercised in compiling the information contained in this document, ABAL does not warrant that this document is free from errors, inaccuracies or omissions. 
ABAL disclaims any liability for damage or loss arising from reliance upon any matter contained in this document except for statutory liability which cannot be 
excluded. No reproduction of the materials in this document may be made without the express written permission of ABAL. This information is provided for persons in 
Australia only and is not being provided for the use of any person who is in any other country. The results presented above do not reflect the deduction of 
investment-management fees; your return will be reduced by the management fees and other expenses incurred in the management of your account. For example, a 
AU$100 million account paying a 0.50% annual fee with a given rate of 10% compounded over a 10-year period would result in a net-of-fee return of 9.5%. 
Investment advisory fees are described in Part 2A of AllianceBernstein’s Form ADV. 

AB Managed Volatility Equities Fund - MVE Class (“MVE-Class”) APIR ACM0006AU is a unit class of the AllianceBernstein Managed Volatility Equities Fund 
(“Fund”) (ARSN 099 739 447). AllianceBernstein Investment Management Australia Limited (ABN 58 007 212 606, AFSL 230 683) (“ABIMAL”) is the responsible 
entity of the Fund and is the issuer of units in the Fund. ABIMAL has appointed AllianceBernstein Australia Limited (ABN 53 095 022 718, AFSL 230 698) (“ABAL”) 
as the investment manager of the Fund. ABAL in turn has delegated a portion of the investment manager function to AllianceBernstein L.P. The MVE-Class’ Product 
Disclosure Statement (“PDS”) is available by contacting the client services team at AllianceBernstein Australia Limited at (02) 9255 1299 or at www.alliancebernstein. 
com.au. Investors should consider the PDS in deciding to acquire, or continue to hold, units in the Fund. This information is for exclusive use of the wholesale person 
or other Qualified Investor to whom it is provided and not to be relied upon by any other person.  

This information is for exclusive use of the wholesale person or other Qualified Investor to whom it is provided and not to be relied upon by any other person.  It is not 
intended for retail or public use and may not be further distributed without the prior written consent of ABAL. 
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