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When Sector Concentration Stings  

 

The sector concentrations that had shielded the Australian market from the 
worst of the global equity market route stings investors in June. Australia’s 
2 biggest sectors now face increasing headwinds. 

 

 
 

 
The Australian equity market had been one of the best performing markets this year 
but has been tested in June. Figure 1 below provides a return comparison between 
the S&P/ ASX 300 Index and the MSCI World Index YTD to the end of May. The 
S&P/ASX 300 index was only down -1.6%  while the MSCI World Index (AUD) was 
down -11.8%.1 The biggest driver of this outcome was the different index weights.  

 

Figure 1, below highlights the two biggest sectors in the S&P/ASX 300 Index,  
financials with a weight of +28.3%, and materials with a weight of +24.3%. The 
financials sector was up +2.1% and the materials sector was up +10.3%. In other 
words more than 50% of the index was able to generate positive returns and this 
reduced the losses for the index. In contrast the MSCI World Index has a 22.1% 
weight to Technology which was down -20.9% YTD to the end of May. In Australia 
the technology sector was down even more -26.3%  but had a much smaller impact 
on the total index as it only made up 3.6% of the index. In June the S&P/ASX 300’s 
concentrated weight to financial and materials hurt performance. 

Figure 1: Returns Comparison - S&P/ASX 300 Index vs MSCI World Index (YTD to 31 May 

2022) 

 
  
Source: Factset, SSGA, as at 31 May 2022. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all 
items of income, gain and loss and the reinvestment of dividends and other income as applicable. 
 

In June the S&P/ASX 300 Index was down -9.7% with financials down -12.3% and materials down -13.1%. 
Technology stocks were also down -26.3% but hardly impacted total performance. 
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Figure 2: Returns Comparison - S&P/ASX 300 Index vs MSCI World Index (MTD to 23 June 

2022)   

 
Source: Factset, SSGA, as at 23 June 2022. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all 

items of income, gain and loss and the reinvestment of dividends and other income as applicable. 

 

From December 2015 to December 2021 we have seen a positive relationship between the financial companies 
relative performance and changing expectations of interest rates. From December 2015 to September 2020 falling 
rate expectations were associated with underperformance of the financials. The banking sector typically 
experiences lower net interest margins (NIM) when short term rates decline. From September 2020 to December 
2021 with improving economic sentiment and growing expectations of rising short term rates financials 
outperformed. In June this relationship decoupled. Why might this have happened? 

Figure 3:  Relative Performance of the Financials excluding REITS and the Australian 2 
Year Bond Yield 

 

Source: Factset, SSGA, as at 24 June 2022. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. This information should 
not be considered a recommendation to invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or securities 
shown will be profitable in the future. 
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In 2022 as inflation surprised on the upside and the Reserve Bank of Australia (RBA) raised rates by 75bps, and the 
market factored in even further tightening, investors became concerned about the risk to Australian growth.  With 
rates moving higher there is now a greater risk of an economic slowdown, a softer housing market and lower loan 
growth, all of which has negative implications for the profitability of many financial companies especially the banks. 
With many financials still ranking as relatively expensive2 the financials may be less resilient. 

 

The materials sector is also looking less resilient as risks of softening global growth increase. Economic theory 
suggests slowing global growth is usually associated with lower demand for many commodities, lower commodity 
prices and commodity related companies underperforming.  Empirical analysis supports this theory with periods of 
softening growth expectations (proxied by a flattening US yield curve) being associated with the global materials 
sector underperforming.  

 

The Bottom Line 

The S&P/ASX 300 Index had an incredibly resilient start to 2022 with both materials and financials helping cushion 
our local S&P/ASX 300 index. In June expectations for both global and domestic growth deteriorated. The index 
concentration that helped the Australian market to the end of May hurt investors in June as both Materials and 
Financials underperformed.  A reminder of the risks of an overly concentrated portfolio or index. 
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Footnotes: 
1 Source: Bloomberg Finance L,P., as of 31 May 2022. 
2 Source SSGA Active Quantitative Equities - proprietary valuation method. 
 

 

Important Disclosures 

Issued by State Street Global Advisors, Australia, Limited (AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”).  Registered 
office: Level 14, 420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: ssga.com. 

The views expressed in this material are the views of Bruce Apted, Head of Portfolio Management  – Australia, Active Quantitative Equity 
Team through the period ended 23 June 2022 and are subject to change based on market and other conditions. The information provided 
does not constitute investment advice and it should not be relied on as such.  

All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy is not 
guaranteed.  There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions 
based on such information and it should not be relied on as such.  

Investing involves risk including the risk of loss of principal.  

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market 
and economic conditions. Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency 
values, withholding taxes, from differences in generally accepted accounting principles or from economic or political instability in other 
nations.  

The MSCI World Index is a trademark of MSCI Inc. 

Source: MSCI. The MSCI data is comprised of a custom index calculated by MSCI for, and as requested by, SSGA. The MSCI data is for 
internal use only and may not be redistributed or used in connection with creating or offering any securities, financial products or indices. 
Neither MSCI nor any other third party involved in or related to compiling, computing or creating the MSCI data (the “MSCI Parties’) makes 
any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and the 
MSCI Parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular 
purpose with respect to such data. Without limiting any of the foregoing, in no event shall any of the MSCI Parties have any liability for any 
direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such 
damages. 

Standard & Poor's and S&P are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered 
trademark of Dow Jones Trademark Holdings LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and 
sublicensed by SSGA. The S&P indices are a product of S&P Dow Jones Indices LLC and have been licensed by SSGA. State Street 
Australian Equity Fund is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective 
affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P, nor their respective affiliates make any representation regarding the 
advisability of investing in such product(s). 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, 
contained within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur 
in the future are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its 
experience and perception of historical trends, current conditions, expected future developments and other factors it believes are 
appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks, 
uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future 
performance and that actual results or developments may differ materially from those projected in the forward-looking statements.  

This material is general information only and does not take into account your individual objectives, financial situation or needs and you 
should consider whether it is appropriate for you.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without 
SSGA Australia’s express written consent. 
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