
 

The investment outlook for September 2018

 

Month in Review 

Greetings all,  
 
For the month of August, the ASX200 finished up 
1.42%. 
During the month, the Australian market traded at new 
11-year highs.  
This month, the market peaked on August 30th.   
 
Even though the Australian market grinded higher 
during August, the US powered higher.  
The Dow was up 2.7%; 
The S&P500 was up 3.3%.  
Globally, markets were mixed, but emerging markets 
bore the brunt.  
China finished the month weak, with the Shanghai 
Composite losing 5.3% in August.    
 
August was a frenetically busy month.  
There was a lot going on around the edges (a trade war, 
a political coup d’etat). 
But the real news was Australian reporting season.  
The goals for reporting season are: 

1) Keep up with the flow of results; 
2) Avoid the bad ones; 
3) Take advantage of any over reactions; 
4) Have more good ones than bad ones.  

We ticked most of those boxes.  
We came out of reporting season stronger than we 
entered it.  
 
The real new news over the last month was our 
decision to de-risk portfolios.  
Clients who held our Core strategy portfolio reduced 
those positions to zero.  
 
 
 
 

 
 
Those funds are being re-weighted into portfolios that 
can greater handle volatility.  
 
To reiterate, we are not bearish.  
But we are preparing for increased volatility.  
There are more metrics measuring volatility than you 
can poke a stick at, so it is not just good enough to 
suspect volatility will rise.   
There must be a metric applied.  
Below is the clearest chart to we’ve seen to date. 
My good friend Chris Watling from London based 
Longview Economics has produced a body of work 
showing that the investment community is positioned 
for maximum complacency, to the extent only seen 
four times over the last decade.  
It’s not a perfect science. 
It’s more of a dark art.  
That said, when one sees the sign-posts, one is ill 
advised to ignore them.  

To repeat, we are not bearish.  
Volatile markets can be some of the profitable markets 
as opportunities present themselves. 
The secret is to be prepared.   
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Portfolio Strategies 

 Infinitas Income SMA 

 

Key points of note: 

It was a good month for the Income portfolio.  

Two long held positions were exited into strength.  

First, Dexus was sold into strength post them posting a 
better than expected result.  

Typically, the listed property exposures do not do much 
post reporting, so when Dexus rallied, we used it as an 
opportunity to exit.  

Second, the Seven Group preference shares were sold 
post the announcement that Seven Group planned to 
convert them into ordinary shares.  

Over the years, we were very pleased with the 
substantial income that these preference shares paid. 

But we also knew that at some stage, major 
shareholder Kerry Stokes would look to wind up the 
structure.  During August, that restructure was 
announced & we exited, locking into a substantial 
profit.  

In other news, the term that I used last month - 
“mortgage prison” – appears to have become a term 
the mainstream media likes as it appears to have 
become part of the vernacular.  

Mortgage holder refinance rates between the big banks 

continues to fall.  

According to industry data, approx. 40% of mortgage 
refinancing applications are rejected when the 
borrower approaches another bank.  

That is up from approx. 5% twelve months ago.  

If that doesn’t demonstrate cartel type behavior, I’m 
not sure what would.  

Bottom line, good for banks.  

In other banking related news, high LVR mortgages 
continue to make up a smaller percentage of overall 
mortgages.  The table below from our good friends at 
property specialist firm, Sound Property shows that 
banks are demanding more equity for mortgage lending 
than at any time since the GFC. 

Again, good for banks.  

 

Since the sales of Dexus & the Seven Group preference 
shares, the cash level in the Income portfolio has 
reached calendar year highs.  

We are working hard to redeploy that capital wisely.  

Income was received from the Bank of QLD Preference 
shares, Challenger Capital notes, NAB Income Securities 
& Dexus.  
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 Infinitas High Conviction Allcap Australian 
Share SMA 

 

Key points of note: 

Reporting season was mostly kind to us during August.  

There were zero disasters, which is the first rule of 
reporting season.  

We had a few results to hang our hats on.  

Our largest banking exposure was Bank of QLD, which 
was up 7.6% for the month, was the best performing 
bank.  

Our position in QBE delivered with the company 
posting its first positive earnings surprise in five years 
(but seems more like ten years to QBE watchers).  

Our position in Australia’s largest UHT milk producer, 
Freedom Foods, continues to perform.  This year they 
will process over half a billion liters of milk.  Even 
though Freedom Foods is not a cheap company on a 
PER basis, it is relative value when compared to the rest 
of the Australian listed companies exposed to the 
Chinese consumer.  

On the negative side, we sold Blackmores pre-result.  
There was a profit, but a lot was left on the table.  

We also sold long standing position Seek post-result.  A 
great return was locked in, but they have continued to 
rally.  

We continued to action a few real strategic plays during 
August. 

Post it dropping 20% plus for the month, we bought an 
initial stake in Origin Energy.  

The attached graphic from the Weekend AFR tells the 
picture.  

 

Origin is part of the cartel. 

While ever the Australian energy market resembles 
hubs managed by cartel style pricing, the cartels are 
worth investing in. 

An interconnector trips, the cartels achieve spike 
pricing.  

When cartels achieve spike pricing, the cartels laugh all 
the way to the bank.  

The cartels laugh all the way to the bank, regardless of 
who sits in the big chair in Canberra.  

We continued to build our position in AMP.  

The AMP result was fine, as was their dividend.  

What was more than fine, was the data that showed 
that AMP lost net 38 financial planners during the 
quarter. 

This means that AMP now has 38 less BOLR (buyers of 
last result) contracts/liabilities on the books (table 
below).  

The less liabilities AMP has, the better it is for 
shareholders. 

May David Murray’s reign of terror continue. 
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We also increased our position in the banking sector in 
an innovative way.  

We purchased a small position in a banking exchange 
traded fund (ETF).  

This allowed us to buy a basket of the biggest banks in 
Australia more efficiently than buying each of them 
individually.  

Just like the Income portfolio, the Allcap portfolio has a 
lot of cash, approx. 27%. 

In the last 24 hours – post month end – we have 
already started to deploy that cash.  

This reporting season was good in that regard. 

A lot of quality companies have shown themselves to 
be compelling value. 

As you read this month end update, we are already 
taking advantage of that.  

There was zero income received for the month. 

That will change in September & October as it will rain 
dividends.  
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Market Outlook for September 

September is one my favourite months of the year.  

We’ve just come out of August, reporting season has 
finished & Spring is in the air.  

This is typically where the Infinitas Brains Trust reflects 
on the all results & annual reports that have been 
produced and apply our thematic style investing 
approach. 

Think globally, position equity portfolios locally.  

Some key themes are quite prevalent at this time.  

Firstly, the Australian equity market is taking a turn for 
the worse as far as its components are concerned.  

As of now, five companies of the ASX200 index either 
are pay-day lenders or non-bank lenders.  

When we expand that out to the ASX300 index, that 
number increases to ten.  

Non-bank lenders & pay-day lenders are the first to feel 
the crunch when the music stops, even for a second.  

This is one of the reasons we think the over Australian 
market is due for more volatility. 

Next, most, not all, growth stocks are overvalued.  

CSL is regularly referred to as expensive in the extreme 

when compared to global pharmaceuticals & even 
global medical device companies.  

That’s before everyone wakes up to the fact they have 
torched the better part of $US500mill in China on an 
acquisition that has not delivered.  

CSL is not Robinson Crusoe in that regard. 

We now have to factor in politics.  

As of August, Australia is in election mode even though 
the latest a Federal election could be held is mid-2019.  
Victoria & NSW also have state elections pending.  

Also, the first week of November are the US mid-term 
elections.  

As we saw last time we were in the middle of the US 
electoral cycle, expect the unexpected.  

We have to keep reiterating, we are not bearish.  

We just expect to see the current, prolonged period of 
complacency make way for more volatility.  

More importantly, we are prepared to take advantage 
of that.  
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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. 


