
 

The investment outlook for October 2018

 

Month in Review 

Greetings all,  
 

For the month of September, the ASX200 was down 
1.3%. 

It was a busy month, with a lot of volatility within all 
sectors. 

However, the overall market traded in a very tight band 
& that masked the volatility we saw during the month. 

While the Australian market grinded lower during 
August, the US grinded higher.  

• The Dow was up 1.97; 

• The S&P500 was up 0.57%.  

Globally, most markets were poor, but in China, the 
Shanghai Composite closed up 3.5% for the month. 

The real story was where it traded along the way. 

After closing at 2725 at the end of Aug, the Chinese 
benchmark traded as low 2600 intra-day during 
September, before rebounding to 2821 to close the 
month. 

Our strategy during September was to continue the   
re-weightings that were started during the previous 
month.  

This strategy of “tapping the breaks” & increasing our 
holdings in companies that could be described as more 
value-oriented. 

A value-oriented company is one that may be out of 
favour with the broader market, but still has very sound 
fundamentals.  

 

 

This strategy was partially vindicated as during the 
month we saw a lot of market darlings take a tumble. 

 

In my commentary from last month, I said that 
September is one of my favourite months of the year.  

This September was no exception.  

We genuinely love applying all the analysis that we do 
during & post reporting season. 

This year, some of that work was masked by the 
wholesale “risk-off” positioning we saw globally (apart 
from the US). 

It looks as if a lot in the investment community are 
putting their feet up until after the US mid-term 
elections.  I can assure you that we are not.  

That said, US mid-term election day, Tuesday 6th 
November (the Wednesday after the Melbourne Cup 
Australian time) is marked in bold in the calendar.  

Due to popular demand, I will not be publishing any 
predictions.  
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*pre fees   **pre franking credits ***Income benchmark is compounded monthly

Portfolio Strategies 

 Infinitas Income SMA 

 

Key points of note: 

During August, we cashed in some larger positions. 

During September, we have been working hard to 
redeploy that capital wisely. 

That said, we are being patient & think in the current, 
choppy environment, we’ll wait for a few positions to 
come to us.   

During the month, we locked in some pre-hurricane 
profits in QBE. 

We also topped up the holding in Bank of QLD.  

Lastly, at the end of their substantial capital raising, we 
bought toll road owner/operator Transurban over two 
tranches.  

Toll roads are a lot like airports.  We complain about 
the costs involved, but to be practical, we are 
compelled to use them.  The secret to investing in toll 
roads (just like airports) is to buy them when everyone 
is questioning their business model.  That is exactly 
what we have done with Transurban. 

Dividend income was received from Comm Bank, 
Macquarie Group Capital notes & the Westpac Capital 
notes.  

The Infinitas Brains Trust ™ did some analysis on 

dividends comparing forecasts from before reporting 
season to forecasts after reporting season. 

The table below very telling. 

 

In our current investment universe, just look at the 
quantum of the top 5 dividend upgrades, versus the top 
5 dividend downgrades. 

This tells us that dividend upgrades will be few & far 
between over the next 12 months.  

Why? 

Because we see a lot of smart companies doing two 
things. 

1) More off-market buy-backs before the next 
Federal election (July 2019 at the very latest); 

2) More on-market buy-backs in the future 
considering the potential (yet to be set in 
stone) for franking credits usefulness to be 
reduced.  

Most importantly, it tells us analysis like the table 
below from our good friends at Macquarie to be built 
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on shaky foundations.  

It is very, very unlikely we will see the dividend growth 
they are forecasting from 2018 into 2019.  

The secret is to navigate the stormy waters. 

Not to pretend it is plain sailing.  

Needless to say, the Infinitas Brains Trust ™ is all over 
this.  

 

 Infinitas High Conviction Allcap Australian 
Share SMA 

 

Key points of note: 

In a volatile month, we were tracking well & deploying 
cash. 

Then the news regarding a Royal Commission into the 
aged care sector was announced.  

We held a position in aged care provider Japara, which 
we exited immediately. 

It seems like knowing what the ABC’s 4 Corners 
program will broadcast ahead of time is a way to avoid 
losses.  

We continue to monitor the sector, but one Royal 
Commission at any one time is enough for us.  

Rolling onto the other Royal Commission (yep, it’s 
Groundhog Day), we continue to like Comm Bank & 
AMP over all others in the sector. 

Comm Bank’s pending demerger of all its divisions will 
be messy (not unlike the making of a gourmet sausage).  
However, the result will be a good outcome (also, not 
unlike the eating of a gourmet sausage) as the 
separated divisions will be valued more highly than 
they are now as one conglomerate.  

Think Standard Oil Trust in 1911 when Rockefeller was 
ordered to break up his business.  

 
With regards to AMP, we have to think laterally.  

If every single AMP planner walked out the door 
tomorrow, it would reduce AMP’s liabilities by over 
$A1.2bill.  

Think of AMP along the lines of a James Hardie-like, 
asbestos liability ridden company. 

If liabilities go down, stock price go up.  

Other activity in the portfolio this month included: 

• shaving the Freedom Foods position back 
slightly (which then came off the boil); 

• topping up on more Origin Energy (part of 
Australia’s energy cartel); 

• locking in profits on QBE, pre-hurricane (as 
per the Income portfolio); 

• buying into Transurban (as per the Income 
portfolio).  

With reference to my comments regarding buying 
“value” over market “darlings”, this was no better 
demonstrated with our positioning in the healthcare 
sector.   

We bought positions in Healthscope & Primary 
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Healthcare.   

We can think of no better positioning than domestic 
healthcare providers going into an election cycle.  

On the flipside, market darling Sonic has dropped (less 
than 30% of their revenue comes from Australia).  

Also, as you all know, we have zero position in CSL (& 
you all know the reasons why).  

CSL dropped over 15% from its month high.  

Time will tell if this trend continues.  

Dividends from reporting season started to drop in this 
month.  

The big ones were from Comm Bank & Rio Tinto.  

AMP & Healthscope also paid out decent dividends too.  

As per the Income portfolio commentary, we are 
positioning the portfolio to take advantage of these 
expected off-market buy-backs.  We did that with Rio 
Tinto (we actually took some profit into the buy-back 
cut-off).   

We expect more companies to announce off-market 
buy-backs full of franking credits in the run up to 
Christmas (which is less than 3 months away).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Market Outlook for September 

As per last month, we are not bearish. 

Also, we are deploying cash. 

It’s just that we are taking some more “value” on board 
at the moment. 

Right now, the Australian market isn’t expensive, but it 
isn’t cheap. 

The table from my good friend, Chris Watling, from 
Longview Economic shows this to be the case. 

 

Regardless of what happens during October, we expect 
the end of October/start of November to be a bit on 
the quiet side as markets go into election mode.  

That said, we are busier than a dog that just found a 
can of tennis balls.  
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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. 


