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Outside the Square - July 2010 
 

The Global and Local Financial and Geopolitical Volatility Continues. 
  
Locally we've ridden the RSPT Rudd waves , taken the opportunity to lock in cash at higher rates due to the 
Australian Banks need and desire for more funding, have been slightly battered due to concerns 
about Europe and are now considering the impacts around a slowing China and looming federal election. 
  
Internationally we've been unsurprised by the predicted developments in Europe, the hung parliament 
and resultant increase in taxes  in the UK, the small pullback in Chinese GDP growth and the 'have 
we/haven't we  turned the corner' scenario in the US. 
  

Asset allocation and Wealth Preservation are our mantras. 
  
We are constantly looking at and are cognisant of being nimble, adjusting the portfolios where necessary to 
take in the rapidly changing and varying global scenarios whilst simultaneously sticking to our overall game 
plan, being disciplined and working within our BMF solid framework. 
 

Head and Heart matters we currently grapple with include: 
  
 Inflation or is it Deflation? 

 Gold - is it a Bubble or is it actually still grossly undervalued? 

 Is Cash king? Only in Australia? What about inflation? What happens when the Government 
guarantees expire next year?  

 Australian Equities - are they offering value? 

 International Developed markets - which ones will deteriorate or prosper?  

 Emerging markets - how much exposure to have? 
 

Our views and analyses point us to the following: 
 

On Inflation and deflation   

We actually don't know which one will play out - we suspect that Inflation will tip the fulcrum as 
Governments need to inflate assets to reduce the overall debt to asset ratios.  
Unprecedented quantitative easing (aka printing money) is synonymous with cheap money and eventual 
rising of asset values, particularly equities and property, is likely to result.  

Deflation will be the winner if Governments’ excessive debt burdens are indeed paid down dramatically 
resulting in austerity drives and weaker consumer spending, due to spending cut backs and lower prices if 
supply  in some sectors overtakes demand (think China & India). 
 

On Gold 
 

The debate continues, however we anticipate gold will continue to appreciate in our current world. 
We do expect it to go higher as it is a beneficiary of our likely Inflationary scenario. 
Gold remains the ultimate store of wealth, it has stood the test of time and it needs to remain an important 
holding in every portfolio. Our selected shares, funds and bullion have outperformed all other asset classes.  
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On Cash 
 

Cash is good, but in Australia. In International developed Markets the returns are pitiful and in many 
countries the bank guarantees cannot be relied upon. 
In Australia the returns are attractive, the Big 4 banks are still strong and can be relied upon. The net returns 
after inflation will be negligible however, but for now, we're happy to hold cash in Australia as a reasonable 
allocation of your portfolio. 
  

On Australian Equities 

We have our core list of BMF approved equities - those shares whose PE ratios are hovering around single 

digits. We're focused on total returns including dividend yields and ensure that those dividends are well 

covered or adequately covered depending on the underlying share.  

Our carefully selected mix of shares that will prosper and grow and provide real returns  in both inflationary 

and deflationary conditions and will benefit whether China's ascent continues at the rapid pace or pulls-back 

to a lesser pace or, whether the Aussie dollar approaches parity or settles back to its long term mean 

around 70c  .  

On International markets 
 

The Global markets are operating at 2 speeds - one sluggish speed for the Developed Markets and a higher 
speed for Emerging Markets. 
 
We have been and are continuing to shift our clients’ exposure from  the developed to the emerging 
markets, subject to stringent parameters and nurturing the balance between global developed equities 
which will benefit from their lower currency (for example the Euro), and focusing on preferred sectors 
including IT and Health Care, and of course Asia. 
 
Please contact Barry Mendel, Saul Borowitz or Jill Nes should you wish to discuss any of the above or to 
request advice on the positioning and structuring of your own portfolio. 
 

 Did You know.. 
 

 34% of the world’s largest  2000 companies are now based in Asia  

 Unemployment in the US in 1933 was 25% , today it is around 10% 

 If US monetary deposits were to be backed by gold, the gold price would have to reach                           
$US 6,800 per ounce  

 The bulk of economic growth - nearly 90% - over time stems from technological change driven  by 
the cycle of invention , innovation and diffusion 

 The Australian Stock market is only 2% of World Stock Markets 

 The average Australian home ownership period is 17 years 

 US$ 5 trillion needs to be re-financed globally within the next 3 years 

 RBA Home loan interest rate in the early 1990’s were around 17% 

 All the Gold ever produced in the world would fit easily into an Olympic swimming pool 

 50% of the top 20 ASX companies have 2012 forward PE ratios of less than 10 
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Note: This newsletter constitutes general advice only and should not be relied upon without consulting your financial adviser 


