
USING COMMODITY MOVES TO FIND
OPPORTUNITIES IN AUSTRALIA
Christopher Gannatti — Global Head of Research

03/19/2015

One of the biggest defining market movements of 2014 was the shocking decline in

commodity prices1 —especially oil. The Bloomberg Commodity Index lost almost 20% of its

value over the year. Big Moves Create Big Opportunities     Whenever markets are faced

with such surprises, the critical question to ask is whether opportunities have been

created. When we looked at the performance of global equity markets—specifically those

in the developed international space—we saw that one market that tends to be highly

leveraged to commodities has tended to lag others over the past few years, a period

strongly influenced by central bank activity.2 That market is Australia.   Australia

Lags While Other Developed Markets Deliver Strong Returns (12/31/12–3/2/15)       

 For definitions of

terms and Indexes in the chart, visit our glossary. • Since End of 2012, Developed   

Market Equities Have Been Strong:     Europe—for all its issues—is up nearly 50%

cumulatively over this period. The U.S., in nearly a straight upward trend, is up 55%.

The impact of Abenomics is quite clear in Japan over this period—up more than 83%.   •

Australia Up Only 6.4% Since End of 2012: The performance of Australia—definitely a

major developed international market in its own right—has clearly been different. One

big reason for this is Australia’s currency, which has depreciated 25.3% cumulatively

over this period against the U.S. dollar. Another factor most certainly tied into both

Australia’s equity market and currency performance has been the lackluster performance

of commodities, since the country is a major global commodity supplier. What about

Valuation? On a forward price-to-earnings (P/E) ratio basis, Australia trades at about

16.9x, which is less than the United States.4 Australia’s dividend yield5 at the end of

2014 was about 5%—more than twice that of the United States.6 For those more worried
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about U.S. valuations with markets at or near record highs, it’s possible that Australia

could be worth a look. Even the euro area7 relatively high dividend yield over 3% was not

a match for Australia’s. We also looked at the nearly 45 years of available history for

the MSCI Australia Index, to place Australia’s dividend yield at the beginning of 2015

into a more appropriate historical context. The median dividend yield to end any year

was 3.8%, and 2014 ended, as we said, at nearly 5.1%, placing it eighth out of the 44

available data points.8 Years following dividend yields above the median level,

historically speaking, have been associated with higher average returns than years

following dividend yields below the median level. Of course, there is no way to know

what future returns could be, but it is an interesting way to look at where Australia

ended 2014 relative to its own historical context. China May Provide Stimulus in   

2015, Which Could Be Good for Commodity Demand China’s growth slowed to just below

7.5% during 2014, its slowest pace of economic growth in 24 years. Already, 2015 has

seen a 0.5% reduction in the required reserve ratio. This is roughly equivalent to

injecting $100 billion into China’s economy.9 There have also been reports that Beijing

may approve 300 infrastructure projects worth a total of $1.1 trillion in 2015. This

could be linked to even larger plans for industry specific stimulus, including oil and

gas pipelines, health, clean energy, transportation and mining.10 While anything to do

with China’s government is far from certain, we think that the bottom line is that

China’s demand for the natural resources that Australia can provide may increase.

Thinking about Australia’s Equity Indexes All equity indexes are not created equal,

and that is very apparent in Australia. On a market capitalization-weighted basis,

Australia’s equity market11 is over 50% exposed to Financials.12   Introducing the

WisdomTree Australia Dividend Index for Broader Sector Exposures (as of 3/2/15)

 In our opinion, any

time any index has a greater than 50% exposure to a single sector, there is significant

risk. We remind investors that Australian equities are more than just Financials and

that options exist to be more broadly exposed to this market.         1Refers to the

performance of the Bloomberg Commodity Index from 12/31/13 to 12/31/14. 2We looked at the

period from 12/31/12 to 3/2/15. This period encompassed quantitative easing from the

United States and Japan and announcements of quantitative easing from the European

Central Bank. 3European Monetary Union refers to the 19 countries that use the euro as

their currency. 4Source: Bloomberg, with data as of 3/2/15. 5Refers specifically to the

trailing 12-month dividend yield. 6Source: Bloomberg, with data as of 3/2/15. 7Euro area

refers to the universe of the MSCI EMU Index. 8Sources: WisdomTree, MSCI, with data

extending from 12/31/69 to 12/31/14. 9Mark Thompson, “China Pumps $100 Billion into Banks

to Boost Economy,” CNN Money, 2/4/2015. 10Steven Yang et al. “China Said to Accelerate $1

Trillion in Projects to Spur GDP,” Bloomberg Business, 1/5/15. 11Refers to the MSCI

Australia Index universe. 12Source: Bloomberg, with data as of 3/2/15.

Important Risks Related to this Article

Investments focused in Australia are increasing the impact of events and developments

associated with the region, which can adversely affect performance.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Bloomberg Commodity Index Total Return      : formerly known as Dow Jones-UBS Commodity

Index Total Return (DJUBSTR), tracks a broadly diversified basket of commodity futures

contracts.

Abenomics  : Series of policies enacted after the election of Japanese Prime Minister

Shinzo Abe on December 16, 2012 aimed at stimulating Japan’s economic growth.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Price-to-earnings (P/E) ratio    : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Median : The median is the value within a dataset at which 50% of all observations occur

above and 50% occur below.

WisdomTree Australia Dividend Index     : Index designed to measure the performance of

dividend-paying companies in Australia. At maximum the 10-largest Australian dividend-

paying companies are selected from each of the 10 sectors on the basis of their market

capitalizations. Weighting is by dividend yield.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.

MSCI EMU Index : A free float-adjusted market capitalization-weighted index designed to

measure the performance of the markets in the European Monetary Union.
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