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Newsletter – January 2009 
 

Out Of Adversity Comes Opportunity 
 
Looking back on 2008 – what a momentous 
memorable and for some, a ghastly year. Most 
people are glad to see the back of 2008 and are 
eagerly but gingerly looking forward to 2009. 

2008 was dominated by global financial issues 
including sub-prime, declining property values, record 
declines in local and international stock markets, a 
change of guard in the US and frozen credit markets.  

Most predictions for 2008 were decimated by the 
voracity of the world’s financial and economic decline. 
Valuations and fundamentals became meaningless 
as even quality stocks were swept up in the flood of 
indiscriminate redemptions, exacerbated by high 
levels of margin loans. From its peak in November 
2007 to its trough in November 2008, the Australian 
market collapsed by 50%. 

The China miracle theme stumbled badly, initially 
obfuscated by the Chinese Olympics and the 
concurrent cut back in production to reduce pollution 
levels. 

Hard and soft commodity prices fell rapidly in 
response to the stumble. 

Western world property values declined on average 
by 20%+ as Bank lending, including mortgage lending, 
dried up and the Western consumer realised he could 
no longer use his home as an ATM. 

An unprecedented savings surge and reduction in 
spending commenced in small steps to begin to 
rectify the spending excesses of the past decade by 
consumers and corporations alike. 

The USA, leading the world in the biggest financial 
crisis the world has seen since the Great Depression, 
cut interest rates to their lowest levels in decades, 
nearly to a point whereby it could cost  the 
Saver/Investor to invest their cash in a Money Market 
account! 

There was no escaping the rout, as even those with 
no debt were affected too. Hard hit are the retirees 
and savers who have depended on interest income 
as rates were slashed by the World’s major central 
banks by around 75%. 

As fear grips the global market, we see 
unprecedented opportunities arising. 
 
2009 – Quo Vadis? 

Interest Rates and Record Dividend Yields 

Interest rates are set to go lower locally, probably a 
further 1.25% decrease from the current 4.25% bank 
rate down to around 3%.  
 

Daily cash management trusts are already close to 
this level with term deposits only slightly higher. 

With inflation in Australia around 5%, cash investors 
are earning negative real returns and eroding their 
asset bases. 

Dividend yields in many of the top ASX 200 
Companies are offering compelling rates, provided 
that these yields can be maintained in the light of 
anticipated earning decreases. 

Our analysis of yields of 10 selected top ASX 200 
companies highlights that even if the distributions for 
these 10 companies are halved, the yields will still be 
around 5%, 2% above that of anticipated interest 
rates in the next few months. This is before franking 
credits have enhanced returns. With reference to the 
chart below, the last time the market offered a 
dividend yield of 7%+ was in 1974. 

Globally, certain large cap corporate bonds and 
convertibles are offering extremely attractive running 
yields to maturity. We are accessing these 
international assets through our long established ties 
with the World’s largest Private Banks. 
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   Source: UBS Wealth Management 
 

Stock Markets – Local and International 
 
The reward for risk has changed in favour of 
reward.  Price to earnings valuations are at multi-
decade lows, discounting what we believe to be a 
longer duration and more negative situation than may 
actually occur. The value in the market is indicated by 
the chart above which shows a Price/Earnings ratio of 
around 10 times for both the Australian and 
International markets versus an average P/E of 
around 17 times, a phenomenon not seen for nearly 
20 years in Australia and 27 years internationally. 
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The stock market indicators are usually 6 to 9 months 
ahead of the economy and we are of the opinion that 
most of the dire news has been factored in. Further, 
the positive impact of globally co-ordinated stimulus 
packages, which world leaders are itching to 
implement, will only become visible in the latter half of 
2009.  

The Australian Government and the Reserve Bank 
have recognised the perils and are now acting swiftly, 
albeit a year too late, to minimise the impact of the 
Australian recession. A budget deficit is inevitable.  

We expect the Australian ASX 200 to finish the year 
up by at least 10% excluding dividends from its 2009 
opening of 3,722, on the back of a global recovery of 
oversold shares, the search for attractive income 
yields, and the major exporters benefitting from 
increased earnings resulting from a weaker A$.  

We still urge caution and wish to maintain high cash 
balances as we have been advocating.  

We will, however, be pro-actively buying into the 
market over the next 12 months.  With the risk/reward 
balance being strongly in favour of long-term gains, 
we do not want our clients to miss the opportunities. 
 
Inflation 
 
We expect the prices of goods to fall for most of 2009, 
resulting in temporary disinflation. Excess stockpiles 
still need to clear through the system, which can take 
12 months.  

But we are looking beyond 2009. This short-lived 
period of price disinflation is not going to last long. 
We will be positioning portfolios for the onset of 
inflation instead of timing the turn in the cycle. 

On the back of record low interest rates, the largest 
money-printing exercise in history and increasing 
fiscal deficits, how can inflation be avoided?  

Beneficiaries of the reflation programme will include 
those strong stock market companies that can pass-
on inflation to their customers and protect their 
margins, high replacement cost assets like residential 
property (further stimulated by the increased first 
home owners grant), listed property, infrastructure 
and of course, gold. 
 
Gold 
 
Gold was one of the very few shining lights of 2008 
as it has held its own whilst other asset and currency 
classes were annihilated. 

Again we expect Gold to increase in value over the 
year, in spite of a possible correction in the interim. 

The fact that bullion dealers do not have current stock 
of gold coins or bars, indicates the true demand for 
gold as an inflation hedge and a true currency. 
 
We propose that gold should account for 5%-10% of 
a portfolio, whether via gold shares, gold funds or 
physical gold. 
 

 
Resources 
 
We believe that resource stocks and related hard and 
soft commodity prices and oil, will remain weak this 
year and trade sidewards. We expect China to under-
achieve its target growth rate of 8%. 
 
Currencies 
 
The A$ has behaved like an emerging currency in the 
past year, as indeed it should being a predominantly 
resources linked currency. Its vulnerability was 
exposed as the euphoria over higher commodity 
prices ended and the wide interest rate differential 
closed. 

With interest rates falling further and a weak resource 
markets for most of 2009, we expect the A$ to trade 
within a broad range of $0.55 to $0.75 against the 
US$. 

Our outward looking approach to globally diversify our 
portfolios into overseas assets and currencies over 
the years through BMF International Asset 
Management  was a positive boost to our clients’ 
portfolios as the currency weakened from its peak of 
0.98 to its low point of 0.60, a fall of 39% relative to 
the US$. 
 
All Cashed Up and Ready to Go 
 
Our strategies of holding on to cash, globally 
diversifying, avoiding leverage, and realising profits in 
2007 and early in 2008 prior to the outright collapse 
of Lehman Brothers and world markets, have 
positioned us well to enjoy the upside of these 
markets.  
 
We are confident that our strategies will ensure a 
continuation of our significant long-term market 
outperformance.   

We look forward to our frequent inter-actions with you 
to capture these opportunities. 
 
About BMF Asset Management 

BMF Asset Management is a unique, completely 
independent wealth management business based in 
Sydney, able to access global knowledge, research 
and product for our clients.  

Through BMF International Asset Management  we 
offer direct international portfolios, which we manage 
together with the world’s premier wealth managers.  

Our services include a Family Office for our clients 
whose needs are broad and sophisticated. Working 
with Barry Mendel Frank & Co Services, this further 
covers income tax and tax planning, estate planning, 
accounting, audit and compliance. 
 
Barry Mendel, Jill Nes and Saul Borowitz – 13Januar y 2009 
 
Note:  This newsletter constitutes general advice only and should 
not be relied upon without consulting your financial adviser 


