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A Reflection - Why we are different at BMF... 
 

� We are pretty obsessed with asset allocation - we're concerned about wealth preservation, first and  

foremost, and will only then layer wealth creation 

� We listen to our clients and ensure that their priorities are aligned with ours in current uncertain 

circumstances 

� We connect you with global companies not readily available in Australia 

� We are constantly looking for trends and opportunities early on 

� We remain vigilant and on high alert for any “Black Swan” events, hence why we steadfastly invest only in 

highly liquid transparent investments  

 

BMF Asset Management comfortably beat the markets... Index Investors lost as the ASX 200 benchmark index 

closed down 2.6 per cent in 2010. 

Just tracking an index can be far more risky than an active strategy which aims to preserve and grow capital. 

 

Our clients benefited by being overweight Gold as Gold returned 28 per cent in its record-breaking run.  

  

The A$ as previously noted in our BMF newsletters is beholden to China mainly and India secondly - any pullback 

from China's resource binge will severely impact the $A, for this reason alone we continue to believe that 

diversification into other currencies is prudent. 

There are no quick fixes to the excesses of the past - more pain is needed for people to change their ways.       

The European circumspect austere qualitative approach is in our opinion superior to the obese quantitative US 

approach, in the long term.  

   

At BMF, we invest in a select short, focused list of a few managers - managers we believe in, trust and regularly 

talk to are Platinum, Aberdeen, UBS, DWS, Perpetual, BlackRock Gold and Orbis. 

On shares we draw from our vast database, we dissect, debate, discuss and then assimilate and create our own 

shortlist. We don't get every selected share right, but we do get most right and aim to outperform the market 

index by at least 5%. 

 

Interest rates and the concomitant effect on the Aussie: 
 

� The $A is too strong - we believe that the RBA increased rates too gung-ho, too much, too soon 

� Interest rates have been hiked in 2010 by 26% up to 4.75% 

� The  $A is up 12% year on year 

� We believe the RBA will pause interest rate hike rates this year 

� We expect the banks will issue bonds to assist with their funding shortfalls, partly replacing deposits 
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Australian Equity markets 

Australians are holding back a record amount of cash. The Australian Prudential Regulation Authority reported 

that $1.34 trillion is held on deposit with financial institutions – 63% higher than pre the 2008 global financial 

crisis. 

The ASX 200 benchmark index closed down 2.6%, but in US dollar terms the ASX200 was up 16% compared to a 

13% increase in the MSCI All Country World Index. 

The share market's price to earnings level of 12 times is near historical lows. In our opinion at these levels the 

market is relatively cheap. 

 

Global Economics, the Euro, Equities, Bonds and Currencies Outlook and Strategies 

Equities should do better than bonds as yields could rise sharply assuming the Western World continues to 

recover. 

For 2010, the MSCI All Country World Index was up 13%. 

The US Dow Jones index and the FTSE were both up around 10%, the German Dax was up 16%. 

Europe DJStoxx 50 was down 6% and the Japan Nikkei 225 down by 4%. 

 

We believe social unrest in Europe will probably worsen with economic austerity being the common 

denominator with social disorder spreading across European boundaries. 

Portugal, Spain, Italy and now Belgium (Austria looming too?) are likely to struggle with sovereign debt crises.   

The emphasis on Europeans for 2011 is likely this year to be about saving their Countries rather than saving their 

banks. Bank Bonds could be under pressure. 

The Euro will survive - for now - it has to.  

 

To quote Angela Merkel in her televised New Year address: "We have to strengthen the Euro and it is not only a 

question of money. The Euro is more than just currency. It is our good fortune that we Europeans are united. A 

united Europe is the guarantor for our peace and freedom. The Euro is the basis of our economic well-being. 

Germany needs Europe and our common currency, for our own good, and for coping with global challenges." 

The Euro is a symbolic and political project - economics and politics are inseparable. 

 

The cost of Euro departure is almost too dire to comprehend. Most, if not all, countries will choose to stick 

together in the poorly managed patch-worked Euro Club. 

Germany is committed to carrying the rest of Europe - the finances of Germany and the rest of the Euro zone 

are so intertwined. As per the Bank of International Settlements, Germany had 446 billion Euros invested in the 

5 problem counties in the Eurozone. Any disconnect between Germany and the Eurozone would effectively 

bankrupt the German banking system, the current German economy would crumble, and their political 

reputation would be shattered at the collapse of the Euro. 

 

We think that the Eurozone's delicate balance between inflation and growth will delicately tip the scales 

towards inflation whilst the US will brazenly continue to favour growth and disregard inflationary implications 

for now. 

 

The $US will probably remain weak as the Fed is set on keeping it down. By contrast the European Central Bank 

prefers to fight inflation and is beholden to Germany which prefers higher interest rates. 
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China 

� China will continue as per China's rules and discretion - a new chapter in China's story will unfold  

� China is buying up European debt, and has started buying Greek and Portuguese debt 

� China is expected to double bilateral trade by 2015 

� China will become the 21st century's British Empire as it buys up the Developed World's debt and global 

companies (your children /grandchildren should probably learn Mandarin) 

� The US could carry out its threat to block Chinese imports, if it does further geo-political tension will brew  

� China is expected to continue to grow at least at 7% pa as this is the minimum seen to keep the poor from 

demanding political reform. 
 

Commodities 

Hedge funds are long in commodities - commodities have had a stellar run and could be in for a correction.  

Take some profits and spread the commodity exposure wider than only the big two Australian resource 

companies.  

We are suggesting to our clients that they invest internationally more directly. We have identified a few 

international commodity shares in our BMF International share database. 
 

Hedge funds: 

Alternatives /Hedge funds – they have disappointed and we don't like their lack of liquidity or opaqueness.  

We prefer to do our own hedging via asset allocation. 
 

BRIC (Brazil, Russia, India and China) + S = BRICS 

S = South Africa - as proxy for Africa (as Australia is a proxy entree for Asia) is set to join the BRIC nations and 

could result in the new acronym BRICS.  

South Africa deserves exposure at least indirectly via the Aberdeen Emerging fund managers, whom we met 

with personally this month, and also via other fund managers of similar ilk. 
 

GOLD 

We continue to like and believe in gold. We have often in our previous newsletters espoused why and we 

reiterate our views that gold offers currency diversification, hard asset allocation and is a fundamental store of 

wealth. We emphasize our call to hold the raw bullion rather than the ETF's and to own gold exposure partly via 

direct shares and partly via our preferred global gold managed funds. 

Gold will step up and become a reserve currency, as in the longer term defaults and debt restructuring look to 

be inevitable in the USA. 

One of our directors this month visited one of the largest Gold vaults in Zurich holding in excess of $US 25 billion 

in gold, silver, platinum and palladium. The value of precious metals held there has increased many fold over the 

past few years.  

Gold was up 28% in 2010. 
  

Oil 

We expect Oil to surpass the $100 per barrel mark, based on pure supply and demand fundamentals. We have 

identified a few local and international shares to leverage off the current and anticipated increased oil price. 

This price increase will impact inflation, unfortunately. 
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In 2011, we believe:  

� Oil will surpass $100 

� The Euro will weaken 

� The US$ will strengthen 

� The A$ will weaken 

� The British Pound will strengthen 

� Equities will outperform bonds 

� Selected Australian and Global equities will return over 10% 

� Certain Technology and Healthcare shares will excel 

� Agribusiness remains a preferred theme 

� Resource stocks need to include international names, other than BHP and RIO 

� Australian housing will drift 

� Geo political conflict will escalate 

� European discord will accelerate 

� Japanese stocks offer value  

� Increased government control and interference will occur 

� Merger and acquisition activity internationally will reach a frenetic pace 

� Taxes will be increased  

� The devastating Queensland floods will exact a toll on our GDP and the Aussie Dollar barometer 

� The Australian government will call an early election 

� The Government Guarantee on Australian deposits up to $1m will be withdrawn 

 

Our 2010 scorecard: 
 

� We did call Gold right 

� We benefitted by our Emerging Markets exposure 

� We  were bullish on Resources 

� We were proven right by being underweight Banks and Retail 

� Our Agri-theme performed well 

� Our international portfolios outperformed the world markets 

� We outperformed the ASX200 by 7% 

� But, we didn't predict the Icelandic volcanoes... 

We are happy with our performance, having added real value to our clients’ assets, whilst being firm on asset 

allocation and portfolio preservation. 

We're ready to embrace 2011, our 30th year looking after our clients. 

Should you wish to discuss the above or any other issues, please contact Jill Nes, Saul Borowitz, Barry Mendel.            
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