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To paraphrase Churchill "Never has SO MUCH been owed by SO MANY for SO LITTLE..." 

 

Volatility – the name of the game 

Markets in the last few years have shown exceptional 

volatility across all asset classes. After a 10 year bull 

market, Gold pulled back more than 22% in AUD 

terms. This was driven by global risk-on sentiment as 

continued printing of money boosted asset prices and 

pushed up market expectations. Stock prices have 

therefore risen on the back of loose Monetary Policy 

rather than fundamentals. The earnings of companies 

listed on the S&P 500 are at all-time highs and we 

remain concerned about the sustainability of these 

earnings. 

 

The downside risk to company profits weighs heavily 

against the upside potential from expanding valuation 

multiples, which we believe is less likely. 

 

While Developed Markets rose to new highs, 

Emerging Markets suffered losses following the sharp 

rise in US real interest rates and exacerbated by the 

recent turmoil in the Middle East. 

 

One thing is clear: Markets are highly uncertain and 

volatile. Asset allocation is therefore vital to our main 

objective of wealth preservation. To protect real 

returns, we must remain diversified and focus our 

exposure to blue chip assets. Our emphasis remains 

on protecting and growing client assets in real terms 

rather than making opportunistic short-term bets. 

 

The current US Government Shutdown 

We are currently in the midst of a US government 

shutdown after Congress failed to agree on a 

resolution to maintain funding. We prefer to look 

past the political noise and focus on the underlying 

businesses we invest in. 

The weight of US debt: 320 Titanics!                                 

The US national debt is up $5 trillion in 3 years since 

we raised it in our October 2010 newsletter. With the 

US about to hit the debt ceiling, it is worth 

considering what this actually means. At the time of 

writing, the US national debt was US$17.2Tn! It is 

rather difficult to imagine this amount of money.  
 

Physically, this debt in $1 bills: 
 

- Would weigh as much as 320 Titanics 

- Stacking the notes on top of one another, the pile would 

go to the moon… 5 times. 

- Laying out the notes lengthwise would wrap around the 

earth 65,168 times. 

 

Another way of looking at it would be to say that the 

US national debt is worth a staggering 2.2 times the 

total amount of gold which has been mined in the 

world since the beginning of time. Clearly this is 

unsustainable and something has to give. But what 

does this mean in terms of wealth preservation? 

 

The US and its “taper-tantrums” 

“Tapering” has been the focus of attention ever since 

the June FOMC (Federal Open Market Committee) 

meeting in which Bernanke laid out a possible 

roadmap for reducing Quantitative Easing (QE). 

 

At its most recent meeting and contrary to consensus 

expectations (although BMF did expect it), the FOMC 

opted to keep the pace of its bond purchases 

unchanged. In short, this is because the 

unemployment rate remained above 6.5% and 

inflation below 2%. 

 

This temporarily reassured markets. The key point to 

take from this is that the Fed's decision to taper will  
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be data driven, not to respond to the whims of 

financial markets. Don’t Fight the Fed… 

 

We expect an initial taper in the coming months as 

private demand picks up on the back of improved 

fundamentals, the Federal spending drag abates and 

fiscal uncertainty subsides once the debt ceiling is 

raised. 

 

Although we are comfortable with the US economy, 

we are keeping a very close eye on markets as 

equities are beginning to look fully valued and a 

short-term pull-back is a distinct possibility. 

 

We expect Janet Yellen to replace Bernanke at the 

helm of the Fed. This will be an important 

development for investors as it implies that the 

threshold for tapering Quantitative Easing and 

eventually raising interest rates will be much higher. 

This is because Yellen, a notorious “dove”, seems 

much more concerned about unemployment than 

inflation. 

 

Europe showing green shoots 

Germany's Chancellor Merkel's ruling party polled 

strongly at the federal election winning easily. We see 

this as a positive for Europe which has been longing 

for some political stability since the beginning of the 

European financial crisis. 

 

Europe's GDP growth finally turned positive in Q2 this 

year after 6 negative quarters. We see substantial 

potential in this region as investment spending, 

postponed during the long recession, picks-up. 

Although the growth is being led by Germany, we are 

seeing attractively valued securities in the European 

periphery offering promising growth prospects. 

Nevertheless, risk of another credit event in Europe 

focuses our investment on sustainable, cash 

generating blue chip companies. 

 

Asia & EMs moving towards uncertainty 

As above, although the timing is uncertain, in the 

medium-term the US Fed must taper and this will 

lead to: 
 

- A stronger USD and therefore weaker Asian & 

Emerging Market (EM) currencies 

- Money to flow from riskier asset classes (EM 

equities) to perceived safety (DM equities) 

The silver lining here is that the key issue is not the 

fundamentals of EM economies themselves, though 

clearly countries with current account deficits are 

much more vulnerable. This means that the time to 

buy EMs, the moment of maximum uncertainty, is not 

too far away and BMF stands poised to selectively 

invest on behalf of our clients. 

 

There are also some exciting developments in EMs. 

China has just embarked on a bold new economic 

experiment and the city of Shanghai has just officially 

opened a Free Trade Zone (FTZ). The FTZ is a great 

example of the government proactively acting in a 

bold way to address the country’s economic issues. 

 

Australia looking expensive 

The Australian market has performed remarkably well 

over the past 6 months despite the peaking of mining 

related investment and the political turmoil 

surrounding the election. Global investors continued 

to support Australian equities as the search for yield 

left them with little else across global equity markets. 

 

We continue to believe that international equities 

offer much more attractive upside potential 

compared to their Australian counterparts. 

Australian equities continue to look very expensive 

with valuations above their 10 year average level. The 

Australian labour market is inefficient, expensive and 

fails to offer the 'can do' attitude we see elsewhere. 

Household balance sheets remain stretched as 

household debt stands at 147% of household income 

compared with 107% in the US. The AUD depreciated 

by 10% this year against the USD. After a brief respite, 

we expect the AUD to fall to 0.80 - 0.85 against the 

USD as the exchange rate remains 14% above its long- 

term average. We forecast a weakening Australian 

economy. 

 

How can you navigate these turbulent and uncertain 

waters? Our clients’ portfolios are positioned to 

preserve their wealth through the storms while 

building prosperity for the future. 
 

Please contact Jill Nes, Martin Becker or Barry Mendel 

should you wish to discuss your investments with us. 
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