
 

The investment outlook for January 2019

 

Month in Review 

Happy New Year. 

May 2019 be kinder than 2018.  

 

December did not pan out as expected.  

There was no rally post the US mid-term elections. 

There was no Christmas rally.  

 

The tale of the tape for Dec is as per the below: 

The ASX200 was down 0.12% (but rallied hard at the 
end of the month post bottoming on Christmas Eve).  

The Dow was down 9%; 

The S&P500 was down 8.6%; 

The Shanghai Composite was down 3.6%.   

 

As Australia starts to get back into work this week, 
December already seems like ancient history.  

It is still worth revisiting the 4 key issues that seemed to 
be addressed at the end of November.  

These were:  

US interest rate expectations; 

US/China trade relations; 

The price of oil dropping savagely; 

The Royal Commission.  

 

 

 

US interest rate expectations. 

Remember how everyone was losing their lunch over 
US interest rates rising too fast because the US 
economy was so strong.  

Now some are losing their lunch because now the 
market is factoring interest cuts, because the US 
economy is not expected to keep growing at its current 
rate.  

All this happened over 6-week period, as the below 
chart shows.  

Talk about a pack of economists with too much time on 
their hands.  

Or should I say, a herd of economists. 
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The key issue is, as always, liquidity (in layperson’s 
terms, the ability to get credit).  

Have US interest rate expectations had an impact on 
liquidity?  

The short answer is no.  

But the below table shows that US liquidity has 
tightened. 

Why?  

 

 

 

The reason is oil dropped 38% in less than 2-months. 

This caused any oil/shale/energy related debt to “blow 
out”. 

In Wall Street talk, that means to get slaughtered.  

Any liquidity table or credit spread table or corporate 
bond table will be impacted by that sector.  

This would be a big issue, if it was to be pro-longed.  

It is my view that this will not be the case. 

Exhibit #1 is the table below. 

 

 

Too much US production is unprofitable with oil at its 
current price. 

Therefore, supply will be reduced. 

Therefore, the price of oil will appreciate. 

Therefore, the debt that the oil/shale/energy producers 
have will look a lot healthier when the price of oil 
recovers.  

As you can see, this also addresses the commentary 
regarding the price of oil.  

 

US/China trade relations.  

There was no new news on this front. 

But no news was taken as a negative.  

We still view this situation as being a non-issue.  

 

The Royal Commission.  

Public hearings wrapped up – great.  

But what no-one expected was for the New Zealand 
regulators to announce some of this most stringent 
capital requirements in the world.  

Expectations are for these new requirements to be 
watered down, but that didn’t stop another rout in 
Australian banking stocks. 

The banks with the largest NZ exposure got hit the 
most (ANZ).  The ones with the least exposure did 
better (Comm Bank).  
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*pre fees **pre franking credits ***Income benchmark is compounded monthly

Portfolio Strategies 

 Infinitas Income SMA 

 

Key points of note: 

During December we took a watch & wait approach.   

The mandate for the Income Portfolio is to generate 
income & to not take on overt levels of risk.  

The current weighting show that this is being achieved 
during the most volatile time seen since the GFC.  

Financials made up 21.14% of the portfolio as at the 
end of December.  

This is just over half the weightings that financials 
make-up of the index (37.43%).  

Being underweight financials has been a good thing.  

 

When we drill down further into the banks, we are 
comfortable with our weightings there too.  

In order of weighting, the Income Portfolio owns Comm 
Bank, Bank of QLD, Macquarie & lastly, a small position 
in NAB.  

 

As the below table from Macquarie shows, we’ve 
avoided the most capital constrained bank (ANZ) as the 
full impact of the new New Zealand capital 
requirements are factored in. 

Once we take into account the already announced 
Comm Bank asset sales, Comm Bank may actually be a 
in position where the new rules do not impact them at 
all. 

We view that as the reason why Comm Bank has been 
the best performing of the major banks recently.  

 

 

 

The only changes made during December were: 

Taking profits on the long-held Macquarie Capital 
notes; 

Taking up a small allocation in the new Westpac Capital 
notes issue.  

 

During the month, income was received from: 

• NAB; 

• The now sold Westpac; 

• Westpac Capital notes.  
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 Infinitas High Conviction Allcap Australian 
Share SMA 

 

Key points of note: 

There is no need to tell you how volatile December 
was.   

By the time the Australian marker had bottomed on 
Christmas Eve, it had dropped 15.1% from its 11-year 
high which was reached at the end of August.  

 

As you can see from the table from Macquarie below, 
apart from resources (globally referred to as materials), 
there was not much Christmas joy during December.  

 

 

 

As we are a week into the month, it is worth noting 
that: 

• All but one holding is up on its December end 
closing price; 

• Healius (the company formally known as 
Primary Healthcare) has come under takeover 
since the end of the month.  

So, it’s been a good start to the month.  

 

After a month of outperformance, we reweighted out 
of BHP back into Rio & a new position in Fortescue.  

Over the next month, we expect BHP to give up some 
of that outperformance, just like Rio did post it’s buy-
back closing.  

 

As with the Income Portfolio, we are very comfortable 
with our weighting to banks in the Allcap Portfolio. 

In order of weighting, the Allcap portfolio has 
exposures to Macquarie, Bank of QLD & Comm Bank.  

 

One more point of interest was AMP’s performance 
over the month. 

We are very well aware we went too early in AMP.  

That said, the below table shows that even with the 
ongoing Royal Commission dramas & non-stop media 
coverage, AMP was: 

• Up for the month; 

• The 2nd best performing company in the 
diversified financial sector.  

The table below (again from Macquarie) shows that 
litigation funder IMF was the only company in the 
sector that outperformed AMP.  
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At some stage, a punch-drunk market will see the value 
in AMP’s book of assets.   

 

Apart from the resource reweighting mentioned above, 
the only other change to the portfolio was purchasing 
more Macquarie, which as at month end was the 
largest position in the portfolio.   

 

During the month, income was received from: 

• ASX200 Financials ETF.  

 

 

Market Outlook for January 

Last month I received some positive feedback regarding 
my definition of strategy, so here it is again.  

Strategy: The narrative that describes where we think 
things will end up in the medium term. 

Our strategy view is that most of the commentary that 
says politics is moving markets can be discarded. 

Everything can be navigated. 

That includes the Australian electoral cycle.  

That includes BREXIT. 

That includes whatever is going on in the US politically.  

 

Whenever too much risk is being priced into assets, 
they tend to be a bargain. 

Whenever not enough risk is being priced in, they tend 
to be expensive. 

This is not being contrarian. 

It is more a case of being counter-intuitive.  

 

Case in point: the gnashing of teeth over Apple 
announcing that Chinese iPhone sales will be below 
expectations.  

This was the end of the world for Apple (it’s not) & the 
end of the world for the Chinese economy (also, it’s 
not).  

Bottom line, if you live in mainland China, why would 
you buy an iPhone, when you can buy a Huawei phone 
for half the price?  

Huawei is the world’s number #2 smartphone maker, 
but apart from sponsoring the Canberra Raiders, most 
of Australia hasn’t heard of them. 

& from the way the business commentators in the US 
speak about the company, they have less of an idea of 
what Huawei is.  

Anecdotally, we can see that Huawei phone sales are 
“as strong as an niu” (niu means ox in Mandarin).  

We say anecdotally, as Huawei isn’t listed & therefore it 
isn’t required to post quarterly numbers like Apple 
does.  

  



ABN 78 129 953 724 
AFSL 326087  

  
  

+61 (02) 8252 3203 | office@infinitasmgt.com.au | Level 10, 65 York St, Sydney, NSW, 2000 
6 

 

 

 

  

 

 

 
 
 

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 
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