
 

The investment outlook for May 2018 

 

Month in Review 

 

Greetings all,  
 
For the month of May, the ASX200 closed up 1.1%. 
That only tells half of the story. 
The ASX200 rallied for the first half of the month, 
getting within 4 points of the January 10th market high 
of 6150. 
Then the ASX200 spent the second half of the month 
selling off, giving back most of those gains.   
 
The Dow was up 1.41%. 
The S&P500 was up 2.41%.  
The Shanghai Composite was up 0.46%.  
 
There was a lot going on during May.  
The Federal budget that was released at the start of the 
month was quite benign.  
This was a good thing considering every budget since 
2010 has precipitated all-in political brawls.  
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

The Royal Commission into banking continued.  
The attached table shows the performance of the 
banking sector, as at the end of May.  
As you can see, they have all been harshly dealt with, 
apart from Macquarie Bank.  

 
The reality is, as much as the war stories from the 
public hearings are traumatic, these mainly relate to 
businesses the banks have either sold or are selling. 
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Portfolio Strategies 

 Infinitas Income SMA 

 

Key points of note: 

The Income portfolio benefitted from strong 
performance for the month from the NAB Income 
Securities, Qube Notes & the Seven Group Preference 
shares.  Property exposure Dexus also had a strong 
month.  On the flip side, the Income portfolio was 
impacted by the ongoing banking sector weakness.  Of 
the 23.14% invested in equities, over half of the 
exposure (14.09%) is invested in banks.  At the risk of 
being accused of plagiarizing the plot of “Groundhog 
Day”, the Royal Commission into Banks continues to 
impact the sector.   

This sentiment driven weakness will pass.  

The residual position in AGL Energy was sold & QBE was 
purchased.   

Why QBE?   

The reasoning is three-fold.  

Firstly, global insurance premiums are rising (see table 
below).  

Next, approximately a third of QBE’s “float” (premiums 
received & invested) are in short term US money 
markets, all of which have been benefiting from rising 
US interest rate rises. 

Lastly, QBE generates most of its income in US dollars.  
The higher the USD goes, the better it is for QBE.  

We are of the view that QBE would have to try pretty 
hard to get in the way of these ongoing trends. 

 

During the month, income was received from the Bank 
of QLD Capital notes, Challenger Capital notes, NAB 
Income Securities and the Seven Group Preference 
shares.   
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 Infinitas Core Australian Share SMA 

 

Key points of note: 

The Core strategy had a decent May performing in line 
with the ASX200. 

This was despite the banking sector weighting.  

Strong performance was delivered from Dexus, Sydney 
Airport, Rio & Macquarie Group.  

We view the Macquarie performance as a pre-curser to 
what to expect from the rest of the banking sector.  
Macquarie had a strong month, rallying 7.7%, making 
multiple all-time highs.  Macquarie is now up over 42% 
from its year lows.   

Has anything really changed during that time?  The 
answer is no.  

All that has happened is the market is comfortable 
putting a higher price on the annuity style earnings of 
Macquarie (see blue component of pie chart below).  

 

We expect the same to happen with the rest of the 
banking sector.  Post the public hearings of the Royal 
Commission ending, we expect the price paid for the 
banks to increase.  

During the month we reweighted some of the Westpac 
position into Bank of QLD.  Challenger & Cleanaway 
were sold.  We increased the weighting to Sydney 
Airport & added QBE.  

Zero income was received during May.  

 Infinitas High Conviction Allcap Australian 
Share SMA 

 

Key points of note: 

The reason the Allcap portfolio performed so strongly 
was due to the underweight position in banks.  

Strong performance was delivered by Macquarie, 
Orora, Rio & Emeco.  

Emeco was the standout performer for the month, 
rallying 34.6% from its month low.  Even more pleasing, 
additional stock was taken up via an entitlement issue 
at a substantial discount. 

We’ve had external validation of the Emeco story, as 
we dug up the below table on Emeco’s competitor, 
Coates Hire.   

Bottom line, when the worm turns in the equipment 
hire space, it turns ferociously.  

 

In some ways May was the ideal month for Allcap. 

Exposure to the best performing sectors, underweight 
the poorer performing sectors & all while maintaining a 
substantial cash weighting.  

During the month we bought Bank of QLD and sold 
Challenger & Cleanaway.  We increased the size of the 
Emeco position via the entitlement issue & added QBE 
to the portfolio.  

Zero income was received during May.  
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 Infinitas High Conviction Socially Responsible 
SMA 

 

Key points of note: 

The constraints around the Socially Responsible 
strategy are becoming stark, at this time. 

The cash weighting of 32.11% is close to all-time highs.  

This is a function of the lack of potential investments 
that meet our socially responsible filters.  

That said, the portfolios positions in Dexus & Orora 
were rewarded during the month.  

The banking positions detracted from performance.  

During the month, we reweighted some of the Westpac 
position into Bank of QLD.  We also sold Challenger & 
Cleanaway.  Sonic was upweighted & we added QBE to 
the portfolio.  

Zero income was received during May.  
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Outlook for June

Again, globally, things look fine.  

This Italian flare up & the on-going on-again, off-again 
US tariff bloviating resembles an episode of Game of 
Thrones.   

The bottom line is, the big economies look good, albeit 
for different reasons.  

 

China continues to look good.  

China moves when there are liquidity moves.  

If we see China looking to cut interest rates, it 
increased liquidity. 

That would be good for Chinese markets.  

The below chart on Chinese 2-year bonds shows that 
Chinese interest rate expectations continue to drop, 
signaling future interest rate cuts.  

 

Another aspect of the Chinese market is that the 
volatility has dropped substantially.  

Below is a table showing how 2 years ago, daily market 
moves of 2% to 4% were the norm. 

Now, China is putting a lot of developed markets to 
shame.  

Daily moves greater than 1% are becoming rarer and 
rarer. 

 

 

The US continues to go from strength to strength.  

People need to ditch all fears of a US recession in 2018.  

The sign posts to recession all are liquidity related.  

When liquidity dries up, recessions are a certainty. 

As you can see from the below chart from Longview, 
the US has zero liquidity issues.  

 
Whether the positive global economic outlook 
translates to positive equity market performance, 
which remains to be seen.  
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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. 
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