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Market Performance to 30 September 2021 (in local currency unless otherwise 
stated): 

 

 
 

Aus Equities 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

S&P/ASX 200 1.13% 9.16% 26.58% 9.37% 10.35% 9.11% 10.63%

S&P/ASX Small Ordinaries Index 3.82% 11.27% 28.95% 9.40% 10.24% 10.39% 7.64%

MSCI Australia Minimum Volatility Index 1.32% 9.18% 19.93% 7.04% 8.02% 8.54% 10.83%

MSCI Australia Value Index -0.92% 6.50% 40.37% 9.92% 9.93% 8.32% 12.45%

MSCI Australia Growth Index 2.07% 11.78% 14.33% 9.75% 12.71% 11.62% 11.30%

MSCI Australia Quality -8.32% 0.81% 16.55% 9.83% 9.23% 5.48% #VALUE!

Global Equities (local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

MSCI ACWI Index -0.44% 7.49% 29.31% 13.46% 13.95% 10.64% 12.44%

MSCI World Quality net Total Return USD Index 0.69% 11.61% 27.30% 18.11% 17.56% 14.16% 15.14%

MSCI World Value Index (USD) 0.04% 4.77% 33.65% 7.93% 9.71% 7.19% 10.47%

MSCI World Growth Index 1.29% 13.36% 27.65% 19.82% 19.13% 15.05% 15.82%

MSCI World Minimum Volatility Index (USD) -0.24% 4.59% 13.73% 7.87% 8.52% 9.08% 10.19%

MSCI World Momentum Total Return Index (USD) 2.36% 11.18% 22.50% 15.08% 17.97% 14.46% 15.45%

FTSE All-World EX US Index (USD) -2.78% 3.71% 26.30% 9.45% 10.09% 6.79% 8.33%

MSCI EAFE Index -0.89% 5.27% 26.51% 8.40% 9.56% 6.45% 8.59%

Regional Equities (local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

S&P 500 1.79% 10.37% 31.79% 16.38% 17.09% 14.12% 16.54%

Nikkei 225 Japan Index 4.07% 3.56% 30.49% 9.61% 14.92% 11.17% 15.43%

MSCI Europe Index -0.21% 7.46% 27.80% 8.30% 8.72% 7.04% 10.24%

FTSE100 0.51% 6.35% 22.89% 1.68% 4.53% 4.79% 7.03%

Emerging Market Equities (local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

MSCI Emerging Markets index -7.83% -2.22% 20.59% 9.14% 9.51% 6.03% 6.39%

MSCI AC Asia Pacific Excluding Japan Index -8.15% -3.94% 18.60% 9.86% 10.38% 7.72% 8.83%

ShangHai Composite 1.10% 7.05% 14.34% 10.99% 6.18% 8.53% 6.68%

Real Assets (local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

FTSE EPRA/NAREIT Develop Index 1.40% 10.08% 30.92% 7.31% 4.61% 8.04% 10.88%

S&P/ASX 200 A-Reit index 4.34% 15.93% 26.24% 8.53% 7.00% 10.75% 12.91%

S&P Global Infrastructure Index 0.12% 4.10% 23.05% 6.61% 5.86% 4.93% 7.76%

Domestic Bonds 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

Australian Bond All maturity Composite 0.62% 1.42% -1.54% 4.16% 3.12% 4.00% 4.54%

Australian Corporate Bond Composite 0.45% 1.09% 1.30% 4.57% 3.98% 4.41% 5.19%

Australian Inflation Linked Bond Composite 0.51% 2.79% 1.78% 5.51% 3.83% 4.35% 4.93%

Bloomberg Australian Bond Treasury 0+ year Index 0.79% 1.81% -2.29% 4.28% 2.97% 4.00% 4.28%

Bloomberg Ausbond Credit FRN 0+ Year Index 0.12% 0.32% 0.95% 1.84% 2.27% 2.48% 3.27%

Global Bonds (Local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

Barclays US Treasury Total return (USD) 0.11% 1.62% -3.55% 4.85% 2.16% 2.68% 2.24%

Barclays Global Aggregate Composite AUD Hedged 0.44% 1.18% -0.57% 4.16% 2.74% 3.95% 4.90%

Barclays UK Government All Bonds Total return index (USD) -1.27% -0.28% -6.76% 3.48% 1.14% 4.04% 4.01%

German Bonds (Euro) 0.13% -0.54% -2.54% 1.55% 0.25% 1.61% 2.29%

Global Credit (Local Currency) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

US Investment Grade Credit 0.25% 3.93% 1.73% 7.45% 4.57% 4.72% 4.91%

Global Investment Grade Credit 0.04% 2.87% 2.76% 6.28% 4.03% 3.57% 4.03%

Barclays US Corporate High Yield AUD Hedged 1.01% 3.78% 11.29% 5.68% 5.99% 6.02% 8.18%

European High Yield or BB rated bonds 0.65% 2.20% 9.30% 4.42% 4.37% 4.38% 7.56%

Emerging Market Debt (USD/AUD) 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

JP Morgan EMBI Global Core Index (AUD Hedged) -0.87% 3.23% 3.66% 4.61% 3.18% 4.84% 6.53%

Commodities 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

Gold spot in USD -2.50% 1.27% -7.84% 13.34% 5.58% 5.20% 0.75%

Gold spot in AUD 1.93% 6.78% -9.94% 13.22% 6.88% 8.04% 3.83%

Crude Oil Prices: Brent 5.91% 21.71% 86.40% -1.48% 10.19% -2.90% -2.68%

CRB Commodity index (USD) 8.37% 21.90% 53.70% 5.41% 4.22% -3.01% -2.80%

CRB Commodity index (AUD) 13.36% 28.81% 50.13% 5.43% 5.43% -0.36% 0.28%

LME Index (USD) 4.30% 12.63% 46.18% 12.91% 12.00% 4.75% 2.68%

LME Index (AUD) 9.10% 19.02% 42.79% 12.93% 13.30% 7.61% 5.94%

Iron Ore (USD) -50.75% -32.61% -10.47% 17.01% 13.08% 3.90%

Iron Ore (AUD) -48.99% -29.49% -13.41% 16.64% 14.17% 6.59%

FX 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

USD index (USDX, DXY) 2.04% 0.88% -0.54% -0.48% -0.35% 1.31% 1.88%

AUDUSD Spot Exchange Rate -4.50% -5.26% 2.56% 0.09% -1.13% -2.64% -3.11%

AUDJPY -3.58% -3.71% 8.18% -0.58% 0.83% -2.37% 0.75%

AUDEUR -2.35% -4.52% 2.19% -0.16% -2.01% -1.47% -1.52%

AUDGBP -1.91% -3.63% -2.98% -1.20% -1.98% -0.06% -1.60%

Other 3 Month Return 6 Month Return 1 Year Return 3 Year Return 5 Year Return 7 Year Return 10 Year Return

HFRX Index Performance (in AUD) -0.14% 3.93% 16.91% 7.60% 6.02% 4.78% 4.24%

HFRX Trend Following in AUD -0.90% 0.76% 5.53% 2.59% 1.42% 0.97% 0.41%
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Over the quarter we saw equity markets peak in early to mid-August before volatility surrounding 
the situation with Evergrande in China, and uncertainty about future Fed tapering caused some 
increased volatility. Bond yields rose as equity prices fell, but over the full quarter most asset classes 
posted positive returns. We made few changes to the portfolios, apart from putting our excess cash 
to work in very high quality, highly rated liquid short-term fixed interest instruments, as well as 
reducing our relative overweight in Australian equities. However, for those who read our regular 
updates you would be aware that we have been anything but passive in this period, scouring the 
globe for investment opportunities and data to help guide us as to the regime we are currently in 
but, more importantly, likely to enter into. We summarised this in a regime diagram that expands 
upon the 4-quadrant system used by the likes of Bridgewater, Gavekal and PIMCO: 
 

 
 
We will revisit this in the outlook section.  
 
Over the quarter, an Australian investor would have been best positioned in mid and small cap 
equities and away from Value, invested in A-REITs as well as in Commonwealth Government 
Securities (Australian Government Bonds) – though over the last 12-months Value equities were the 
pick of the litter and credit a better place to invest, as were global REITs - which is precisely how we 
were positioned. Globally, Growth equities were the darlings over the quarter as was high-yield 
credit, yet over the year Value equities, small caps and credit were the top performers. The Japanese 
Nikkei put in a good showing as well. 
 
Evergrande dominated much of the press over the quarter, so we have re-produced our update 
here on our views regarding the situation. However, in short, the market seems to have factored in a 
default from Evergrande, though we think a restructuring and some form of state control is the 
more likely outcome:  

EM equities (Value)

IG Credit (Floating rate) Value and min vol equities DM Value equities

Long Volatil ity Put option replication Precious metals

‘Defensive’ currencies IG Credit (floating rate bonds and loans)Commodities

Quality equities Gold, commodities IG Credit (floating rate loans)

Put option replication High yielding currencies High yielding currencies

Cash Real Property

ECONOMIC GROWTH

Cash Quality equities Growth equities

Put option replication ‘risky’ currencies EM equities (Growth & 

Precious metals Min Vol Equities min vol bias)

Long volatil ity Long Duration Bonds Short volatil ity

High yielding, defensive currencies Duration Commodities

Long duration bonds Short volatil ity Relative value currencies

Cash EM equities (quality) High yield credit

(Goldilocks)(Secular decline)
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Recession, High inflation Low growth, High inflation High Growth, High inflation

Recession, Deflation Low growth, Low Inflation High Growth, Low inflation

(secular stagnation) (Stagflation) (Reflation)
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Evergrande 
 
Since the initial eruption in news regarding Evergrande, we have refrained from providing an 
opinion as it appears everyone seems to have a view and we didn’t want to add to the noise. 
However, it has gotten to the point that we think the ‘experts’ on twitter are just confusing investors 
and it might be time to cut through the opinions and give our clients some filters for all the 
information given on the matter. 
 
Dan Miles sat down with Shane Wang, Innova’s head of Quantitative Research and a native citizen 
of China, to get his informed perspective. He spoke with some detail and authority on matters that 
don’t appear to be well covered by the sea of twitter comments, but are very real considerations 
when trying to understand the situation. The goals of the Chinese Communist Party (CCP), their 
rhetoric and 5-year plans were all discussed. 
 
Why this is unlikely to be a “Lehman Moment” 
 
Uday Kotak, the Indian Billionaire banker has called Evergrande ‘China’s Lehman moment’ – Shane 
doesn’t believe this to be the case. Evergrande is currently the world’s most indebted property 
developer owing 1.9T RMB ($300B USD), which is roughly half the amount owed by Lehman before 
its collapse. However, the biggest difference is in the underlying assets this debt is secured against. 
In the case of Lehman, drastically overpriced low quality, sub-prime housing was borrowed against 
by less-than-secure counterparties, then repackaged into complex structures that were supposed 
to diversify the risk and on-sold at higher prices with their new higher credit ratings (and also 
owned and held by Lehman as collateral to lend against). But the value of the assets and the 
counterparties associated was near zero. This isn’t the case with Evergrande, having nearly $500B 
RMB of land alone, as well as owning valuable property in prime locations. 
 
Shane points out that the CCP sticks very close to its 5-year plans. The 12th 5-year plan (we’re 
currently in the 14th) was a focus on low-cost housing to aid affordability, and a recognition the 
property market was getting too expensive. By the 13th plan, they recognised the over-indebtedness 
of the banks and corporations because of this, so the focus was on deleveraging, primarily in the 
property sector. So, this is not a Lehman-type issue where the regulator probably recognised the 
over-indebtedness of the institution but allowed it to happen (with terrible consequences), but was 
something recognised years ago that they attempted to address through banking regulation and 
forced deleveraging. 
 
Evergrande is not the same. The underlying assets are very valuable, not sub-prime mortgages. The 
debt is very large but spread across roughly 300 banks comprising approximately 150 retail banks 
and 150 non-bank financial institutions (NBFIs). Looking at that simply, the exposure averages 
roughly 6.3B RMB per institution. One of these larger exposures is to Minsheng bank, a retail bank 
with a market value of 200B RMB, trading at a valuation of 0.3 times price-to-book. Those familiar 
with valuation ratios would recognise this as a very low valuation (Australian banks typically trade 
around 1.5 to 1.8 times), so the impaired value of their Evergrande (and other property development) 
exposures seems more than factored in by the market and looks able to be contained, given they 
have plenty of other non-impaired assets to absorb the hit. Further, only $15B USD of debt is issued 
in USD, meaning the majority of the problem can be contained in China, massively reducing the 
contagion risk that we saw with Lehman. If, however, this Evergrande debt had been restructured 
and on-sold to investors and institutions all over the world, yes, there would be much greater 
contagion risk, however the 13th CCP 5year plan (about 7 years ago) didn’t allow them to do this, so 
we don’t believe this is a likely problem. 
 
This began with the one-child policy 
 
Shane believes the entire situation can be traced back to the ageing demographic issue due to 
China’s previous one-child policy. Whilst all eyes are on the property market now, property price 
growth has been accelerating in the first-tier cities for over 10 years, as there is a large concentration 
of wealth sitting with the older generation who are the prime owners of property. In addition, there 
is an excess of property inventory building up in the periphery where smaller developers have 
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struggled. The employment market is hotly contested in China, so those well-educated younger 
generations are being driven to the first-tier mega-cities of Shanghai, Beijing, Guangzhou and 
Shenzhen because that is where the highest paid jobs are, however most of the available residential 
property is owned by the older and wealthier generation. In fact, it is estimated that between 70% 
and 80% of Chinese residents’ wealth is tied up in property. Therefore, the CCP recognised many 
years ago that something had to be done about affordability and pressure was put on developers as 
well as freeing up development in peripheral cities – yet the demand didn’t materialise in the 
periphery since the work didn’t exist there. So now, they find themselves in the situation where they 
can’t allow property prices to fall dramatically in the major cities as it would wipe out a large 
proportion of the nation’s wealth, and be contradictory to their “common prosperity” narrative.  
 
“Common Prosperity” and likely CCP thoughts/actions 
 
The current market focus is on Evergrande and their 1.9T RMB ($300B USD) of debt, and whether 
they’ll be allowed to fail. However, Shane believes this to be unlikely, at least in the traditional sense. 
Whilst all eyes are on Evergrande, there are other highly indebted developers as well. The second 
most indebted is Country Garden China at 1.7T RMB; Vanke at 1.5T and Greenland China (who have 
development exposure in Sydney’s CBD) currently with 1.3T RMB of debt. Combined they hold more 
than 6T RMB of debt – that’s a big number. If Evergrande are forced to sell their property assets to 
meet their liabilities, their most indebted competitors are not in a position to buy, driving down the 
price and forcing them to mark down the value of their own properties – leading to a vicious cycle 
of over-indebted property developers all trying to sell assets at fire sale prices but there not being 
enough buyers to fill the demand. Given the inventory excess in the second-tier cities already, this 
will drastically affect property values in the first-tier cities and wipe out massive levels of wealth 
amongst the populace – completely flying in the face of the “common prosperity” narrative that Xi 
Jinping has been promoting. 
 
This concept of common prosperity implies a transfer of wealth more evenly across the population, 
so likely a redistribution from property and property developers towards innovative technologies, 
entrepreneurs and those that can help increase economic productivity. However, simply wiping out 
a huge chunk of the value of individuals balance sheets (given the very heavy concentration of 
wealth in the property market) is the antithesis of this common prosperity goal. Evergrande hold 
deposits from middle-class citizens waiting for the development of their property, as well as large 
investors that seem to have misjudged the risk in the company. These citizen’s deposits also include 
large amounts of borrowing from various banking institutions, which are integral to the functioning 
of the financial system. Whilst the CCP is less concerned about wealthy investors, it cares deeply 
about the wealth effect of the middle-class citizen and its banks. At the same time, they are 
contending with the moral hazard of simply bailing out over-indebted property developers. To bail 
out Evergrande may lead to less-than-ideal behaviour from the other large developers as they may 
feel their size would allow them to be bailed out too (sound familiar1?). So, Shane’s view is that they 
are likely going to try and save the property values, but not the company. Forced liquidation will be 
allowed, thereby hurting equity holders and the lower-tier debt holders, but if a buyer can’t be 
found for these excess properties across the other developers, as well as the excess inventory in 
second tier cities, this may become nationalised low-cost housing. Evergrande may end up being 
taken over by another institution and restructured, but property price liquidation managed by the 
state to ensure values are held stable, but unlikely to grow for some time. In addition, Shane can see 
the CCP forcing bonuses paid to the senior management and equity holders of Evergrande having 
to be paid back, as they have grown exceptionally wealthy during this property boom but perhaps 
acted irresponsibly – so in the interests of common prosperity, forcing bonuses to be re-paid and a 
restructuring of the business so equity holders are forced to see a drop in the value of their shares, 
while the property prices and debt held in banking institutions is underpinned by the state is a 
logical course of action. They want the other developers to realize there is no free lunch – whilst they 
may be too-big-to-fail, the senior executives and stock-holders will be forced to bear the pain of 

 
1 We’re referring here to the moral hazard of bailing out banks in the US during the GFC, and the promotion of 
poor behaviour this may have led to due to the ‘too-big-to-fail mentality’ 

mailto:operations@innovaam.com.au


   

Innova Asset Management  |  Suite 3.02, Level 3, St Martins Tower, 31 Market Street, Sydney NSW 2000 

Phone: (02) 8203 9130 | Email: operations@innovaam.com.au | Website: www.innovaam.com.au 

 

6 

2021 |

their actions while the citizens and financial institutions are supported to allow the ongoing 
facilitation of wealth transfer from the few to the many over time.  
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Portfolio Positioning: 
• Cyclical companies, value equities, Emerging markets (ex-China) and short duration (less 

interest-rate sensitive) debt instruments are our preferred allocations at the moment. This 
includes regions such as the UK and Europe. We continue to have concerns around the US 
market, trading at valuation ranges only ever seen before in the tech bubble, but pockets 
within the US look fine.  

• Given the unprecedented stimulus from Governments and Central Banks globally, we 
believe Gold continues to be a likely beneficiary, though it has done nothing for some time 
now. However, we don’t want all parts of our portfolio doing well at the same time, because, 
invariably, that would mean all would go down together in a sell-off.  

• We have taken a deliberate position in value equities and value regions/sectors. Whilst this 
took a hit in June, it has made it back in September and early October – time will tell if this 
continues, but we think the weight of evidence is on our side 

• Government bonds remain unattractive (apart from real yielding bonds), but the recent sell-
off has them back on our radar 

 
Asset Class Tilts: 
 

Asset Classes we are tilting towards 
• We have tilted to equity markets that have more attractive valuations – European equities, 

Emerging markets and Asia (including Japan). Our preference for robust and sustainable 
earnings growth may become easier with global economic growth accelerating as 
economies open up again, yet supply-chain bottlenecks remain a problem. Value equities 
have rallied recently while Emerging markets have suffered from the spill-over effect of 
China; however, we do not focus on short-term events that can’t be modelled or predicted. 
Their valuations continue to look reasonable, and generally they are beneficiaries of 
expanding economic growth 

• We maintain a bias to high-grade credit and loans, as well as inflation protection and non-
correlated sources of return 

• We have a tactical allocation to cash to take advantage of price anomalies when they 
present themselves, though we would prefer not to hold such large cash allocations since 
cash isn’t offering a real yield. We are looking to alternative forms of cash to enhance return 
where possible without taking undue risk, which can be seen in our short-term fixed 
income allocations in portfolios 

 

Asset Classes we are tilting away from 
• We remain tilted away from US equities based on valuation, and growth style equities in 

particular, though maintain some exposure through our Quality equity exposure 
• We have not taken on excessive credit or duration risk in the fixed income component of 

our portfolios, as we don’t believe investors are being compensated for the risk they are 
taking. Within credit, we believe the highest grade credit exposures are not offering 
sufficient return or yield for the risk inherent in them; however, the investment grade space 
below the A rating level seems reasonable 

• We have little exposure to Growth style equities given their stretched valuations, however 
we maintain an allocation in Australian equities to hedge our value exposure since true 
‘Quality’ exposure is hard to come by due to the large sector biases in the market. 
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Asset Classes we have a neutral position in 
• We are fairly neutral to Real Assets and Australian equities due to valuation levels and 

questionable underlying fundamentals. Australia’s re-opening has been slower than the 
rest of the world, and we believe this could act as a drag on company performance. Select 
infrastructure assets look attractive, particularly in a slow growth environment or the 
outside chance of rising inflation over the next 3 to 5 years 

• We remain neutral on Global equities, predominantly because of the very high weighting to 
the US.  
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It would be hard to argue that we aren’t at an inflection point in markets. More data is becoming 
available suggesting the shift from transitory to structural inflation is gaining in evidence and 
momentum, though it is not yet a sure thing. 42%2 of the US CPI is made up of housing-related 
costs, ‘Shelter’ (including owners equivalent rent, and rent of primary residence) being about 1/3rd – 
expectations of future inflation have not moved much since 2014, with expectations of around 5.5% 
p.a. (roughly) to suddenly spiking above 9% since the start of 2021: 
 

 
 
Combine this with positive global growth indicators in the major markets of Europe and the US, and 
you have an environment of increasing inflation and increasing growth – but we can’t ignore 
valuations. Choppy waters are clearly ahead, and throw in uncertainty around China and the crystal 
ball of future predictions is as murky as ever. We believe that in this environment we want a bias to 
attractively (or at least reasonably) priced assets with potential for growth, but we aren’t overpaying 
for them – as they could get crunched if inflation fears really start to take hold. Remember, inflation 
is largely a psychological thing (see above expectations chart for Rent), and we can see expectations 
changing about critical items such as food as well (which makes up roughly 15% of CPI): 
 

 
2 Source: U.S. Bureau of Labor Statistics 
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 – when consumers, producers and investors are convinced that the price of goods are going up 
more than they have been told, the value of a dollar’s earnings next year are worth less than they 
were previously, so companies trading on high valuations tend to get hurt badly. It is interesting to 
note that in the past Federal reserve minutes we saw the word ‘transitory’ mentioned roughly 9 
times in March, 6 times in June and not at all in September. Perhaps it is becoming harder to 
argue? Either way, we prefer to concentrate on the evidence. Supply bottlenecks, material 
shortages and poor pricing power at either the producer or consumer level mean we are still in the 
transition, and until more pricing power, higher employment participation and greater negotiating 
power reside with the worker, we don’t think structural inflation is a sure thing as yet. However, if it 
is, or we are transitioning to that regime, cyclicals, materials and value companies tend to do well, 
as does the debt associated with them (as long as it is floating rate debt, not fixed rate). We would 
likely reduce (not remove) our long duration positions in Sovereign bonds, since higher inflation 
may mark the end of the bond bull market, but not necessarily the start of a bear market. These are 
the positions in the top right segment of the chart from above and is the largest ‘position’ in our 
portfolios, though we have hedges in place in case we are wrong. Going forward, we believe being 
flexible and research intensive will be key, and an evidence-based approach should greatly reduce 
the risk of being caught out or making speculative calls that turn out to be wrong. 
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