
 

The investment outlook for February 2019

 

Month in Review 

Greetings 

Last month it was Happy New Year 

This month it’s Happy Chinese New Year.  

 

It is the year of the pig.  

We would prefer this pig. 

A happy, content, golden pig.  

 

Not this pig.  

Not the wild, unkept, unpredictable pig.  

 

 

 

January was strong.  

The ASX200 was up 3.9%. 

The Dow was up 7.3%. 

The S&P500 was up 8.01%. 

The Shanghai Composite was up 4.8%.  

The rebound was welcome after December’s drubbing. 

 

So why the rally?  

There were two key issues that appeared to drive 
global markets. 

Both were reversals of themes from late 2018. 

 

Last month, there were concerns US interest rates were 
rising too fast.  

In January, US Federal Reserve chair Jay Powell 
changed his tune.  

Instead of flagging ongoing interest rate hikes in the US, 
his commentary during the month now makes it likely 
US official interest rates will be on hold at 2.25%-2.50% 
for the rest of 2019. 

The Federal Reserve going from an interest rate rising 
bias to an on-hold stance was lapped up by global 
markets.  

What a difference a month makes! 

 

Domestically, it’s hard to see the Australian Reserve 
Bank moving from their current 1.5% for the rest of 
2019.   
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No doubt, we’ll see commentators try make themselves 
useful by saying interest rate policy is on a knife edge.  

Bottom line, it isn’t.  

 

The second major issue from last month that reversed 
was the price of oil rallied.  

The price of oil had dropped 38% from October to the 
end of the year. 

All US energy companies were getting squeezed on 
their debt.   

The size of the energy sector in the US is approx. 20%-

25% of the US economy. 

There was a fear that liquidity squeeze would spread to 
the broader economy.  

Energy prices rallied & the debt squeeze subsided.  

 

You put the two above issues themes together & you 
get a decent global rally.  

 

 

 

*pre fees **pre franking credits ***Income benchmark is compounded monthly

Portfolio Strategies 

 Infinitas Income SMA 

 

Key points of note: 

During January we made minimal changes.  

We were comfortable with our holdings in banking 
sector & didn’t want to make any changes to the key 
exposures to Comm Bank, Macquarie or Bank of QLD 
prior to the Royal Commissioner’s final report.  

Post the final report yesterday, we remain comfortable 
with those holdings.  

 

While the recommendations from the Royal 
Commission still have to be legislated, the banking 
sector will be breathing a huge sigh of relief.  It all also 

appears that the non-bank financials will be paying for 
the sins of the entire sector. 

Now it’s over to a gaggle of politicians. 

 

We are looking forward to half-year reporting season.  
We have a substantial list of companies we’d like to 
buy.  The companies on that list all exhibit strong 
cashflow growth & dividend growth.  The plan is that 
reporting season will present us the opportunity to 
enter these positions.  

 

The only changes made during January were: 

• Reducing a previous series of Westpac notes 
post the purchase of the most recent series.  

 

During the month, income was received from the: 

• Vanguard Fixed Interest ETF; 

• Macquarie Income Securities; 

• Qube notes.  
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 Infinitas High Conviction Allcap Australian 
Share SMA 

 

Key points of note: 

January was a good month for investors.  

In a market that was up 3.9%, the Allcap strategy was 
up 6.19%.  

How was this substantial outperformance achieved in 
January?  

Simply put, we had exposure to the two best 
performing companies in the ASX100.  

Fortescue (up 34.8%) & Worley (up 21.5%).  

We also had exposure to one of the best performing 
companies in the ASX300. 

Healius (previously known as Primary Healthcare) was 
up 30.5%.  

All these holdings were based on our key themes we 
are positioned in.  

 

With regards to Fortescue, it is their leverage to cartel 
style pricing in the iron ore market. 

With regards to Worley, it was their leverage to cartel 
style pricing in the energy market.  

Lastly, Healius was the second domestic healthcare 
exposure we have owned that has been bid for.  

Domestic healthcare has been very kind to us as a 
previous holding – Healthscope – was bid for last year. 

We are now looking for another domestic healthcare 
exposure that will benefit from political largesse during 
the pending NSW state & federal elections.  

 

That’s the good news. 

Now the bad news.  

I refer to my comment regarding AMP from last 
month’s commentary: 

 

 “At some stage, a punch-drunk market will see the 
value in AMP’s book of assets.”  

 

As per my pre-month end email, we exited AMP & 
booked a substantial loss on the position. 

My above comment stands. 

But the market appeared to be remarkably well 
informed of the Royal Commission outcomes prior to 
the official release of the report.  

Banks were strong in the lead up to the final report 
(banks would happy with the final report).  

Non-bank financials were weak (non-bank financials 
will struggle).  

No matter how right we think we are, when the market 
tells us we are wrong we will act.  

AMP may be a valuable book of assets, but it looks like 
they will continue to get cheaper.  

 

That said, even including the AMP loss, the portfolio 
substantially outperformed the market.  

Please note, the month end cash weighting is an 
anomaly.  

This was a result of selling AMP right before more end.  

We have already started to deploy that cash.  

 

During the month, income was received from: 

• ASX200 Financials ETF.  
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Market Outlook for February 

Now that: 

• US interest rate outlook is pretty clear; 

• Energy prices appear stable; 

• The Banking Royal Commission is done; 

 

We can get back to the meat & potatoes of portfolio 
management. 

That is: 

• Reporting season; 

• Navigating to be the beneficiary of political 
largesse during the upcoming electoral cycles.  

 

As previously mentioned in the portfolio commentary, 

we are avoiding any big exposures to the cooling 
domestic housing market. 

We are also targeting companies that are likely to 
harvest franking credits prior to the expected change in 
policy.  

  

We expect a lot of companies will blame the following 
for poor results this reporting season: 

• BREXIT; 

• China/US trade war; 

• Housing market; 

• Currency weakness (or strength). 

The bottom line is, we look through all that & plan to 
buy “the right stuff” at the right prices.  
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Bernard Gresser 

Bernard has over 20 years’ experience 
in the financial services industry, 
primarily being focusing on portfolio 
development & management. 

Author 

 

About Us 

Infinitas Asset Management is a boutique financial 
adviser and investment manager. 

Our clients include private individuals, family offices, 
self-managed superannuation funds, foundations and 
not-for-profit groups. We welcome new advisory 
clients with $1m+ of superannuation or investment 
money to invest using our separately managed 
accounts (SMA) or clients with $5m+ in our 
individually managed accounts (IMA). 

At the core of our investment philosophy is a 
commitment to invest mindfully and with care.  We 
focus on the generation of income from secure 
investments and are conservative guardians of our 
clients’ hard-earned capital available on Macquarie 
Wrap, Smart Wrap & Emerald Wrap platforms. 

This report is written by Bernard Gresser. 
For additional information, please contact: 

+61 (02) 8252 3203 
office@infinitasmgt.com.au 
 

Disclosure & Disclaimer 

This document is prepared by Infinitas Asset Management Ltd (ABN 78 129 953 724 | AFSL 326087). The information is 
based on historical data and should not be interpreted as an indication or guarantee of future performance. The preparation 
of this document does not take into account your personal objectives, financial and taxation situation or needs. You should, 
before acting on this information, seek professional advice from a licensed and qualified advisor to evaluate your investment 
goals and personal circumstances. 

The directors and staff of Infinitas Asset Management Limited have interests in many of the stocks discussed, recommended 
and included in our model portfolios. Infinitas and a related entity, Veritas Securities Limited, may seek corporate advisory 
and securities underwriting relationships with companies discussed, recommended and included in our model portfolios. 


