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With the Australian share-market hovering at the 

same level in 2006, 2008, 2013 and now in 2016, 

it is obvious that frustration is wearing thin for 

many investors. This frustration has been 

extended after ANZ announced a spike in its bad 

debt charges of another $100 million, causing an 

irrational reaction as the market wiped more than 

$6 billion from its value in a day.     

However, with many people worried about lofty 

valuations in the property market and tired of the 

low returns on term deposits, it seems that braving 

volatility is the best choice of the bunch.  

Even the fund managers continue to promise the 

world and under-deliver, with the latest round of 

evidence from rating agency Standard & Poor’s 

(S&P) showing that USA fund managers 

underperform in 83.2% of share funds, 86.1% of 

real estate funds, 80.4% of global funds, 91.4% of 

emerging market funds and 94.0% of high yield 

bond funds over a 10-year period. These statistics 

are staggering for a mature industry comprising 

the “experts”.   

Yet the DIY investors have not capitalised either. 

Unfortunately, the track-record for do-it-yourself 

investors is even worse than the plight of the fund 

managers (at least in the USA) according to the 

research group Dalbar. In numbers, it is estimated 

that the average DIY investor underperforms the 

market by 2.41%pa when investing in shares and 

4.02%pa for fixed income over a 10-year period. 

WINNING IN THIS BACKDROP 

The noted underperformance is attributable to two 

key factors, notably transaction costs and 

transaction timing. More specifically, research 

shows that DIY investors have the greatest 

tendency to sell when there is market panic and 

buy when there is market euphoria. This is both 

expensive and untimely.   

  

 

  

 

Going forward, it also remains one of the 

greatest challenges for an investor. Do you 

choose an index fund (to avoid the 

underperformance) but by doing so accept an 

average return? Or do you challenge the status 

quo and invest using contrarian principles 

practiced by the likes of Warren Buffett and 

Austin Donnelly? 

TO PUT IT IN TODAY’S CONTEXT…  

Are you a net buyer of ANZ, BHP and RIO or a 

net seller? Should you be overweight to 

healthcare and property trusts, which have 

excelled, or tactically allocate into opportunities 

which have arguably greater upside? Should you 

invest in emerging markets at the current time, 

and if so, should you hedge your international 

exposures? The list of dilemmas for a DIY 

investor goes on and on… 

As a publication, we attempt to provide the 

framework to help you make educated decisions 

on these topics, without forcing your hand. We 

have the Science of Investing for the Australian 

share-market, the Global Zone System for 

international exposures, the core and defensive 

share portfolios for direct shares, plus we 

introduce a new and comprehensive Recession 

Tracker for the economy. 

The Recession Tracker looks and feels similar to 

the Science of Investing, with multiple leading 

indicators that work both in isolation and in 

aggregate, all of which are outlined from pages 

7 to 14 herein. We hope you find it instructive 

and are eager to hear your feedback. 

As a business, we are also meeting to review 

any structural improvements required to our 

business model and we appreciate your 

patience while we strive to provide the best 

investment information with a transparent and 

efficient back-office. 
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TWO MINUTE GLOBAL ECONOMIC UPDATE 

 By economic standards, the world is operating in a relatively uneventful yet volatile environment, 

guided mostly by speculation and expectation management. 

The “risk-on” bucket - comprising emerging market assets, commodity prices, the Australian Dollar 

and other resource-related activities – saw significant increases through March despite a lack of 

compelling data. For example, key commodity prices found support after 12 months of hell, with oil 

prices up as much as +8.5% in March according to S&P and iron ore up +11.5% according to the Metal 

Bulletin. This is all despite the supply/demand landscape remaining mostly unchanged. 

In fact, most asset markets appreciated in March despite the lack of economic guidance to the positive. 

The highlight was in Australia, with the reporting season for corporates generally optimistic and the 

headline GDP result exceeding expectations. Unemployment also fell slightly more than expected to 

5.8% despite per capita incomes remaining delicate. 

More broadly though, expectation management has been the tool of choice with the USA warning of a 

slow-down in rate hikes, key personnel in the UK pledging support to leave the Eurozone and 

Australia’s Reserve Bank warning that it can cut rates “if necessary”. Of course, these messages have 

the power to move markets without necessarily changing anything. 

Going forward, we are likely to see some important numbers soon. The GDP announcements for the 

first quarter of 2016 will start to flow worldwide, with eyes on China as they issue their quarterly GDP 

number on 15th April. Anything below the market expectation of 1.4% could spark market panic.  

     

       

 

EUROPE 
 Europe is generally in decent 

shape, with Spain continuing to 

excel relative to prior years.  

 The refugee crisis is expected to 

dent 2016 GDP, with 

expectations on growth 

slowing. 

 German Chancellor, Angela 

Merkel, is coming under further 

pressure according to the polls. 

ASIA 
 Chinese tensions rise in the South China Sea 

with neighbours. China forecast to deliver 

1.4% GDP growth for Q1 2016.  

 Indian inflation drops significantly to 5.2%, 

prompting speculation of an interest rate 

cut. Expectations are that rates will stay on 

hold. Indian GDP growth remains among 

the world’s highest at 7.3%. 

 Japan reports negative GDP of 0.3%, rising 

inflation of +0.3% and a slightly higher 

unemployment rate at 3.3%.  

USA  
 GDP slightly ahead of forecast at 1.4% annualised, 

however remains below mid-2015 figures.  

 Unemployment looks likely to have bottomed at 

4.9%, with initial jobless claims now at an 8-week 

high and forecasts showing the unemployment rate 

will not improve further through 2016. 

 Federal Reserve issues warning that rate hikes will 

be slower than expected. Expectation is now for 

only two rate hikes through 2016. 

AUSTRALIA 
 Corporate reporting season is in good 

shape and well ahead of expectations, 

with 69% of HY companies increasing 

profit and 91% declaring a dividend.  

 Reserve Bank is expected to cut 

interest rates as inflation pressures are 

low. 

 Unemployment ahead of expectations 

at 5.8%. GDP also beats expectations 

for second quarter in a row. 

MIDDLE EAST 
 Oil is seeing a 

significant rally, up 

8.5% in March. 

 Iran has increased oil 

production following 

the lifting of sanctions. 

 OPEC are set to hold 

two important 

meetings on 17/4 and 

2/6.  

mailto:newsletter@investingtimes.com.au
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2016 - TIMELINE OF KEY EVENTS FOR INVESTORS 

 FOR INVESTORS With so much short-termism and emphasis placed on current events in 

the USA, China and politically in Australia, it can be easy to forget about 

the important longer-term macro events that impact investor portfolios. 

2016 is shaping up to be a very interesting year, with many high-impact 

market related events creating both opportunities and risks. 

Below we summarise a few of the major events that you should be 

aware of: 

Chinese GDP – with increasing scrutiny over China’s ability to navigate 

its 13th 5-year plan, the upcoming GDP announcements on 15th and 

20th April will have a significant impact on the sentiment in global 

markets through 2016. Forecasts seem to suggest the gradual 

slowdown will continue, although any variation will likely prompt a knee-

jerk reaction in global markets. 

OPEC shaping Oil Demand – Oil prices may have regained some of 

their lost ground, however the supply overhang remains a large 

problem for resource rich nations including Australia. OPEC seem to 

have the most painless answer (by cutting back production) and the 

upcoming meetings on 17th April and 2nd June could prove to be turning 

points for better or worse. 

Australian Budget and Election – Australian politics desperately 

needs stability, having gone through four Prime Ministers in as many 

years. 2016 is shaping to be an important year politically, with Malcolm 

Turnbull and Scott Morrison expected to make the most significant 

changes to the superannuation and tax systems in the Federal Budget 

on 3rd May since Peter Costello’s simpler super reforms. Any strategic 

decisions that rely on current tax rules should be implemented before 

this date because change is inevitable. 

European Risks – the past eight years have been a recurring 

nightmare for European contagion risks, although this has slowed in 

late 2015 and early 2016 as other global events have taken centre 

stage. However, this is likely to rear its head once again, and the two 

obvious catalysts appear to be the UK “Brexit” referendum on 23rd June 

and a further bailout deal in Greece in mid-July.   

USA Political Vicissitudes – with Barack Obama ready to hand over 

the keys for the White House, the debate surrounding the next 

President is going to attract an enormous amount of attention globally. 

Whether it is Hilary Clinton, Bernie Sanders, Donald Trump or Ted 

Cruz, the world will be watching. The key dates are in mid-July when 

the Democratic and Republican parties nominate their leaders, 

followed by the big event set for 8th November. However, arguably 

more importantly for global markets is the debt limit suspension, which 

will rear its ugly head again in mid-March next year. USA nominal 

government debt is expected to eclipse $20 trillion by this date which 

will almost certainly cause havoc in the Senate and potentially through 

the markets. 

Other Events – every year has its unexpected events and 2016 will be 

no different. Terrorism is an ever-growing concern and economic 

setbacks among the world’s largest economies could spark more 

volatility. Expect the unexpected is a prudent term in the modern world.   

 

  

15 April –      Chinese GDP QoQ. Forecast 1.4% 

3 May –         Australian Fed Budget Released 

23 June –     UK “Brexit” Referendum Vote 

Mid-July –    Greece Requires Bailout Funding 

18-21 July – USA Republican Nominee Selected 

Mid-Aug –    Australian Corporate Reporting 

18 Sept –     Russia Election (for Prime Minister) 

15 Mar ‘17 – USA Debt Limit Suspension Lapses 

8 Nov –        USA Federal Election Date 

5-21 Aug –   Summer Olympics Distraction 

17 April –      OPEC Meeting Russia 

20 April –      Chinese GDP YoY. Forecast 6.8% 

2 June –       OPEC Annual Meeting 

25-28 July – USA Democratic Nominee Selected 

22 Oct ‘17 – German Federal Election 
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HOW LIKELY IS A FINANCIAL CRISIS IN CHINA? 

 China is undoubtedly important to the global economy and with the first signs of rising bad debts, there are enormous concerns surrounding 

China’s ongoing stability.  

Since 2005, China has accounted for 40% of total global growth with the economy growing five-fold in just 15 years. However, jitters are now 

apparent and the past six months has seen the biggest test for emerging markets since the Asian crisis of 1997. A combination of three key 

factors are being cited; enormous growth in shadow-banking, bubbling asset markets and indebted local governments. 

But just how likely is a financial crisis in China? What is their debt position in comparison to other countries and/or history? And what should an 

investor need to know in order to make educated decisions in related markets such as Australia?  

THE DEBT EXPANSION IS FEARSOME 

A scary and newsworthy chart often put forward by media outlets shows the rapid growth in total debt across China. There are many versions 

of these articles, however even highly respected news outlets such as the Wall Street Journal (WSJ) and Bloomberg have caused stir with 

headlines such as “China’s Debt Bomb” and “A Debt Balloon With Nowhere to Go But Down”. 

Of course, they are intended to inform their audience, but they also use such headlines to sell newspapers. Therefore, it is important to obtain 

a balanced view of the data. 

The reality shows two important but contradictory points. Firstly, China’s debt has ballooned relative to history on both a nominal basis and in 

comparison to the size of their economy. In this sense, both the WSJ and Bloomberg are correct. However secondly, this debt expansion was 

from a very low base which means China is still in line with global peers on both a relative and absolute basis.  

A GLOBAL AND AUSTRALIAN COMPARISON 

China’s total debt – accumulated by households, corporates and central/local governments – reportedly rose from 121% of GDP in 2000 to 

158% in 2007 and 282% in 2014. This 161% expansion in debt looks unhealthy, but looks considerably worse in absolute terms.  

Nominal GDP in China is estimated to have grown 

approximately 474% in the fourteen years to 2014, 

meaning the nominal total debt position has increased 

over 12x from around US$2.1 trillion to $28.2 trillion.  

In comparison, no other country 

has ever encountered the same 

debt expansion on both a 

relative and nominal level. 

However, before everyone runs 

for the hills it is important to also 

illustrate the debt position of 

other key economies that many 

consider “perfectly safe”.  

Even after factoring in the 

misunderstood shadow 

banking, Australia faces very 

similar levels of total debt as 

China according to the Bank of 

International Settlements. 

Worse still are many of the 

world’s most mature 

economies; including Japan, 

the UK, France and the USA. 

On this basis, China appears to 

be on track. The only problem 

is whether they can handle the 

next inevitable bad debt cycle. 

 

Definition of Shadow-Banking - the Financial Stability Board (FSB) defines 

shadow banking as credit intermediation involving entities and activities (fully or 

partially) outside the regular banking system. This lacks the regulations of banks. 
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It would be imprudent to brush off China’s debt expansion, including the 

shadow banking, on the basis of a global comparison. There are many 

valid reasons to be cautious about China’s debt expansion. Firstly, the 

composition of the debt is considerably different to its Western peers, 

with a much greater portion of higher risk corporate debt (especially 

lower grade non-financial corporate debt). In China, corporate debt 

represents 67% or two thirds of total debt compared to Australia which 

has closer to one third in corporate debt.    

This debt composition is important on many levels, no less because it 

affects the speed and severity of any financial crisis, should it occur, 

plus it tends to lack the same levels of regulation and hence attracts 

riskier lending. This is a major risk for an economy known for volatility.  

BAD AND DOUBTFUL DEBTS 

Using the analogy of an individual that over-leverages on debt, it can be 

universally agreed upon that the greater the amount of debt relative to 

assets or income, the greater the risk of a severe collapse. For example, 

a couple earning $200,000pa with a $2 million home and a $1.8 million 

debt faces severe risk if either the asset or income falls. On the contrary, 

it also provides the greatest opportunity for growth if the asset value 

grows at a rate greater than the interest expense. On a country level, 

this is no different, and for China a high debt level creates this leverage.  

The lesson from the PIGS crisis in Europe was that the real risk of a 

financial crisis comes from two sources; rising interest costs (rising bond 

yields typically beyond 7%) or a spike in bad and doubtful debts; or both.  

At present, the effective borrowing rate for China, assessed via its bond 

yield, is healthy at 2.88%. Therefore, the real risk would be a spike in 

bad and doubtful debts, similar to that seen in ANZ in recent weeks. 

 

 

 

 

 

 

WILL WE SEE A SPIKE IN BAD DEBTS? 

Whether we will see a spike in bad debts in China will relate to the ability 

of corporate China to meet its debt obligations. In the current 

environment, this is heavily reliant on three issues; 1) the overall 

exposure to resource-related debt, 2) whether the property market 

stabilises to constrain defaults, and 3) whether Chinese capital outflows 

can be constrained. In many ways, this is no different to Australia, with 

the possible exception of capital outflows.  

BAD DEBT CYCLES IN CHINA VERSUS AUSTRALIA 

 The biggest difference between China and its global peers is the 

historical analysis of bad debt cycles, with Chinese downturns 

far more severe and worrisome than Western counterparts. For 

example, a commonly cited downturn was the 1997 Asian debt 

crisis, which wiped more than 10% of bank assets in China. To 

put this in perspective, a similar episode today based on current 

Chinese debt levels would create a financial crisis up to 3.5x 

bigger than the 2007 crisis in the USA. This is scary stuff. 

WHAT TO DO? 

It would seem contradictory to expect and/or fear a financial 

crisis in China without expecting something similar in Australia 

or elsewhere in the indebted Western World. In reality, the 

backdrop of high debt and high asset prices are a common 

theme among many of the world’s most important economies, 

including households in Australia.  

Regardless of whether you think a crisis will occur, it is 

reasonable to worry about the impact a Chinese financial crisis 

would have on the global economy (including share-markets), 

particularly because of its size and historical volatility. Emerging 

market bond spreads are one way to monitor proceedings, as 

this is the markets way of telling us the risk of corporate debt, 

which China happens to have a lot of. Asset prices are another 

area to monitor, as a sharp fall in either property or equities could 

be an obvious trigger for a rise in defaults and the 

commencement of a bad debt cycle. 

Patrick Hess from the European Central Bank said it well, when 

he was quoted as saying, “a domestic financial crisis is not 

unlikely to happen in China, and very likely to spread globally, 

should it indeed happen. To implement all the reforms necessary 

to avert a Chinese crisis is almost a “mission impossible,” or at 

least very difficult in the complex Chinese policymaking context, 

which involves a high degree of institutional overlap, conflicting 

goals and interests, and political bargaining. Even such a strong 

leader like Xi Jinping cannot change this context”. 

At present, it could be plausibly stated that China faces its 

greatest debt-related risk since the 2007 GFC and possibly since 

the 1997 Asian Crisis, with capital outflows and asset values 

showing weakness. For now, Xi Jinping seems to be aware of 

the risks and we have seen the introduction of numerous reforms 

in recent times to counter or reduce these risks, and property 

values appear to have commenced a mild recovery.  

Recent economic data shows the debt-train continues in China 

as it continues stimulating to avoid further capital outflows. 

However, rather ironically, the more China borrows the greater 

the risks become. In summary, investors should exercise a high 

degree of vigilance and monitor Chinese developments very 

closely.  
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A growing frustration seems to be taking hold among Australian DIY investors. Investment returns have not been in the range many 

need/expect, which has vast implications on retirement projections and cash-flow. A major question on people’s minds is why we haven’t 

recovered past the GFC record highs? 

The answer to this question boils down to the simple principle behind the Price/Earnings ratio. Buying when P/E’s are low and selling when 

P/E’s are high has been a favourite pastime for many talented investors, however it is commonly accepted that the average P/E ratio of the 

overall market will hover around 15-20x over the long-term. This means the only way share prices can ever see a sustainable rally is if corporate 

earnings are also increasing.  

SIMPLE IN THEORY, DIFFICULT IN PRACTICE. 

This brings us to the story today. As we know, some industries have flourished over the past seven to eight years (think healthcare and utilities), 

but many have not. In aggregate, we have gone nowhere, with ABS data confirming we have not seen an extended increase in corporate 

profits since their peak in 2007. This is illustrated in the chart below: 

 From 1994 to 2000, corporate profits 

stagnated, especially in industries outside 

mining, causing lacklustre share-market 

returns in Australia of just +20.2% for the 

six-year period excluding dividends.  

 From 2000 to 2007, we saw corporate 

profits increase sharply, both in mining and 

ex-mining, and share-prices followed. 

Capital values experienced an increase of 

+109.3% for the seven-year period.  

 From 2007 to today, we have again seen 

corporate profits stagnate, this time led by 

the downturn in mining. The same 

unsurprising result has seen lacklustre 

share-market capital returns of -10.5%.  

ADJUSTING EXPECTATIONS 

It would be optimistic to expect the overall market to reach its 1st November 2007 height of 6,828 without a commensurate increase in the 

profits of corporate Australia. If and when this will happen would seem likely to be determined by the extent of a recovery in the mining sector. 

In the meantime, investors have two options: 1) tactically invest in investments which can achieve sustainable growth; or 2) adjust expectations 

and focus on other components of the investment return. For example, one way many of the corporates in Australia have tried to disguise their 

lack of earnings growth is via their investor-friendly dividend policy, which remains an underrated component of the investment return especially 

in a low-growth environment. Isolated cases such as BHP Billiton have illustrated the risk of over-emphasising the dividend, however the 

dividend backdrop for Australia remains healthy overall. In fact, an interesting comparison below shows that Australian share-market has 

significantly underperformed peers such as the USA in capital returns, yet manages to capture much of this difference once accounting for 

dividends (imputation credits would further narrow this gap). For this reason, the home bias should be expected to continue.  

 

 

WHY WE AREN’T AT RECORD HIGH’S 

 

Bear market  

Bull market  

Bear market  

The performance gap narrows 

on a total return basis  



 
 

   

Issue 380 – 31st March 2016  7 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

NEW AND COMPREHENSIVE  

 

 
It is a reality that Australia will encounter a recession at some point in the future, and when a recession hits it will take a lot of people by 

surprise. More than likely, markets will suffer sizable falls and the 25+ year expansion phase could easily turn into a painful period of 

contraction as the population adjusts its perception on Australia’s ongoing prosperity. All it takes is two negative quarters of GDP in a row. 

The Investing Times has long-held the view that a recession is something to be aware of, but not necessarily fearful of. Predicting a recession 

is a tall order and not something for a novice to consider. There is however scope for understanding the economic environment that would 

create such an event and there is a sizable knowledge gap we hope to fill. 

From the outset, it needs to be made clear that we are not in the business of “predicting” recessions. We are, however, in the business of 

helping investors understand related economic factors and utilise all our data sources to help provide insight into the likelihood of a future 

recession. With some skill and probably some luck, it might just help you to avert any future crisis with sufficient lead times to act.  

Note: We conducted research 

comprising over 100,000 cells 

of data and assessed 

recessionary risk from various 

angles such as correlations, 

probabilities and causation. 

The result of this research 

contained 10 indicators, 3 of 

which can be considered 

directly attributable to 

economic growth and 7 

indirect leading indicators.  

 

 

 

 

 

 

 

 

 

 

Recessions in Australia 

with the tracker providing 

an 80% probability 

The GFC and 

Eurocrisis had a 60% 

probability of recession 

 

RECESSION TRACKER 

Recession Measure Typical indicator of a recession if…

Household Spending Spending growth is less than 0.5% and deteriorating

Property Spending Dwelling formation growth is negative and deteriorating

Business Investment Fixed capital private investment growth is negative and deteriorating

Corporate Earnings Growth Earnings growth has deteriorated over past six months

Borrowing Rate Treasury bond yield curve is inverted (negative) and deteriorating further

Historical GDP Growth Past year GDP growth is less than 2%

Workforce Productivity Growth in total hours worked is less than 1%pa and deteriorating 

Retail Sales Retail sales have deteriorated over past six months

New Home Building Housing starts have deteriorated over past six months

Employment Growth Employment growth rate is negative
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BACKGROUND TO THE RECESSION TRACKER AND SCORING SYSTEM 

 

 

In the pages that follow, we outline 10 economic factors that are closely aligned with precipitating a recession. Using the aggregate of these 

indicators in similar vogue to the scoring system for the Science of Investing, we are able to attribute the approximate prospect of a recession 

based on the number of indicators that are positive versus negative. What we found is that an aggregate score of less than five (0 to 4) has 

very little chance of negative growth at 0.8%, whilst a score of five or more (5 to 10) has a 63.6% chance.   

To say this simply, we’re merely 

trying to find the 10 strongest links to 

a recession, then pull them together 

into a number between 0 and 10; 

where 0 represents no chance of a 

recession and 10 represents a 100% 

chance of a recession. 

We have comprehensive data on all 10 indicators since 1979, and the link between the indicators and future economic growth is very strong 

(correlation is 0.59 in real time, 0.61 with a 3-month lead time and 0.49 with a 6-month lead time). This gives us statistical confidence that the 

10 indicators are valid measures of recession-risk in the future. 

  

 

 

 

 

 

 

 

 

 

INDICATOR 1: HOUSEHOLD SPENDING 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.48% 0.81%

Probability of Negative GDP in Next Quarter 21.4% 3.8%

Worst Next Quarter GDP Result -1.0% -1.2%

Best Next Quarter GDP Result 1.7% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP -0.13% 0.86%

Probability of Negative GDP in Next Quarter 63.6% 0.8%

Worst Next Quarter GDP Result -1.2% -0.1%

Best Next Quarter GDP Result 1.4% 2.3%

CURRENT STANCE 

Household spending is relatively 

stable at the current time with the 

most recent reading showing growth 

of 2.6%pa. This is a positive signal 

and would not suggest there is a risk 

of an impending recession. 

WHY IS IT AN INDICATOR? 

The amount of money households 

spend on everyday goods and 

services is the number one 

determinant of economic growth. It 

represents more than half of GDP at 

55.7% and is thus a directly 

attributable indicator and of significant 

importance to any GDP insight.  

Household spending changes tend to 

change instantaneously with the rate 

of economic growth, however given 

that consumer confidence tends to go 

in cycles it is still a useful tool to 

foresee future recessionary risks. 

 

The observations have been heavily 

skewed to the left because of 

Australia’s long run of economic growth. 

The link between the leading indicators and 

future economic growth is strong. Low scores = 

higher future GDP. High scores = lower GDP. 
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INDICATOR 2: BUSINESS INVESTMENT 

 

 

INDICATOR 3: DWELLING FORMATION 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.45% 0.87%

Probability of Negative GDP in Next Quarter 15.6% 2.6%

Worst Next Quarter GDP Result -1.2% -0.5%

Best Next Quarter GDP Result 1.4% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.21% 0.90%

Probability of Negative GDP in Next Quarter 22.2% 1.7%

Worst Next Quarter GDP Result -1.2% -0.4%

Best Next Quarter GDP Result 1.1% 2.3%

CURRENT STANCE 

Home building remains strong in 

Australia, although the most recent 

reading has shown a slight 

deterioration in the growth rate to 

8.8%. This is still a strong growth rate 

and does not indicate a recession. 

WHY IS IT AN INDICATOR? 

Dwelling formation refers to the 

activities involved in new and used 

private houses, including alterations 

and renovations.  

It now accounts for 5.3% of the entire 

economy and is thus seen to be 

strongly correlated with the overall 

economic growth rate. Similar to 

household spending, it is seen to be 

an indicator of consumer confidence 

and thus has the ability to act as a 

leading indicator for economic growth. 

An encouraging signal involves a 

positive and/or growing rate. 

 

CURRENT STANCE 

Business investment in Australia has 

deteriorated significantly following the 

mining downturn and is currently at its 

lowest growth rate since the 1983 

recession at -3.9%. This is a 

recessionary signal. 

WHY IS IT AN INDICATOR? 

Technically called ‘private fixed 

capital formation’, business 

investment is a direct line in the GDP 

calculation of the Australian Bureau of 

Statistics (ABS) and thus has a direct 

effect on recessionary conditions.  

Business investment accounts for 

20% of GDP so it’s thus seen to be a 

very important component and 

indicator for future recessions. Apart 

from its direct impact, it is also a clear 

signal of business confidence which 

has flow on effects for future GDP 

results.  
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INDICATOR 4: CORPORATE EARNINGS GROWTH 

 

 

INDICATOR 5: YIELD CURVE CHANGES 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.56% 0.89%

Probability of Negative GDP in Next Quarter 14.0% 1.0%

Worst Next Quarter GDP Result -1.2% -1.0%

Best Next Quarter GDP Result 1.4% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.80% 0.77%

Probability of Negative GDP in Next Quarter 4.8% 5.6%

Worst Next Quarter GDP Result -0.2% -1.2%

Best Next Quarter GDP Result 1.6% 2.3%

CURRENT STANCE 

The bond yield backdrop continues to 

look typical of for an expanding 

economy, with a positive bond yield 

spread of 0.56%. This suggests that 

the market does not foresee a future 

recession. 

WHY IS IT AN INDICATOR? 

The yield curve simply refers to the 

difference in ‘borrowing rates’ on 10 

year bonds versus 5 year bonds. If the 

10-year bond pays a higher rate than 

the 5-year bond, this is seen to be 

normal, however when the opposite 

occurs it is seen to be the markets 

way of pricing for a recession.  

Across the globe, there has been a 

very strong long-term connection 

between the shape of the yield curve 

and the risk of recession. The link in 

Australia has been relatively weak but 

remains an insightful measure of risk.  

 

CURRENT STANCE 

Corporate earnings are very weak at 

the current time, mostly due to the 

downturn in mining profitability. The 

current growth rate is -10.3% which 

increases the risk of a future 

recession. This is a negative signal. 

WHY IS IT AN INDICATOR? 

Corporate earnings refer to the 

profitability of businesses in Australia 

and is a data series produced by the 

ABS. 

If the average company is highly 

profitable, it makes sense that the 

overall economy will be expanding. 

With this logic, we can see a strong 

correlation between the current status 

of corporate Australia and the future 

growth rate of the country. The risk of 

recession is seen to increase when 

corporate profitability is deteriorating 

on average.  
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INDICATOR 6: HISTORICAL GDP GROWTH 

 

 

INDICATOR 7: WORKFORCE PRODUCTIVITY 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.43% 0.84%

Probability of Negative GDP in Next Quarter 25.0% 1.6%

Worst Next Quarter GDP Result -1.2% -0.2%

Best Next Quarter GDP Result 2.3% 1.9%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.44% 0.86%

Probability of Negative GDP in Next Quarter 24.1% 0.9%

Worst Next Quarter GDP Result -1.2% -0.1%

Best Next Quarter GDP Result 1.8% 2.3%

CURRENT STANCE 

The total number of hours worked in 

Australia is quite strong at the current 

time, up 2.8%. This is the strongest 

growth rate since 2012 and would 

indicate the likelihood of recession is 

low in the short to medium-term. 

WHY IS IT AN INDICATOR? 

The driving force behind an economy 

is the workforce. The more people 

work, or the more efficient they 

become, the stronger the economy 

tends to be. 

There are many useful measures to 

track workplace productivity, however 

the most useful measure tends to be 

the total number of hours worked as 

this factors in population growth and 

demographic changes. A low and/or 

falling work ethic increases the risk of 

recession, whilst a growing rate is a 

positive sign for the future economy.   

 

CURRENT STANCE 

The current annual economic growth 

figure of 2.5% is marginally below the 

long-term average but stable. With the 

growth rate above 2.0%, this seems to 

indicate the risk of a recession is low 

in the short-medium term. 

WHY IS IT AN INDICATOR? 

It makes intuitive sense that the risk of 

recession is higher if the economic 

growth rate is off a lower base. For 

example, it would seem highly unlikely 

for a recession to occur from a base 

of 5% or more, but would be far more 

plausible to slide into recession from a 

growth rate of 2% or less.  

This momentum effect is a powerful 

force behind economic growth (both in 

Australia and globally), and for this 

reason the historical GDP growth rate 

can be an insightful measure for 

future recessionary risks. 
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INDICATOR 8: RETAIL SALES 

 

 

INDICATOR 9: NEW HOME BUILDING APPROVALS 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.11% 0.82%

Probability of Negative GDP in Next Quarter 33.3% 3.6%

Worst Next Quarter GDP Result -1.2% -1.0%

Best Next Quarter GDP Result 0.8% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.57% 0.96%

Probability of Negative GDP in Next Quarter 11.8% 0.0%

Worst Next Quarter GDP Result -1.2% 0.0%

Best Next Quarter GDP Result 1.8% 2.3%

CURRENT STANCE 

New housing starts has been a well-

documented theme in recent years 

and has endured volatility. The most 

recent reading of -8.1% would seem 

to indicate that the risk of recession is 

increasing.     

WHY IS IT AN INDICATOR? 

The process to build a house begins 

with a housing approval or ‘housing 

start’. This commitment is a clear sign 

of confidence that the economy will 

hold up, and marks the 

commencement of a long list of 

transactions that eventually push the 

economy forward.  

The new housing starts data is subject 

to volatility, however, if more people 

are committing to build a new home, 

more people are signalling their 

confidence in the economy. This 

reduces the risk of a future recession.    

CURRENT STANCE 

Retail sales continue to experience 

slow growth, although it remains 

stable at 2.8%. While this is not 

conducive for rapid GDP expansion, it 

does not appear to show any risk of 

an impending recession.    

WHY IS IT AN INDICATOR? 

Retail sales is a vital component of 

household spending and is a very 

useful measure of the future direction 

of the economy. If consumers aren’t 

shopping and money isn’t passing 

through people’s hands, the economy 

is unlikely to be growing with 

conviction.  

If retail sales are falling, there is a 

reasonably high likelihood that a 

recession could be impending as 

consumer confidence becomes 

dented. History has shown that this 

connection with GDP is strong.  
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INDICATOR 10: EMPLOYMENT GROWTH 

 

 

SUMMARY 

 

 

 

CURRENT RECESSION RISKS 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.46% 0.82%

Probability of Negative GDP in Next Quarter 29.4% 2.3%

Worst Next Quarter GDP Result -1.2% -0.4%

Best Next Quarter GDP Result 2.3% 1.9%

CURRENT STANCE 

Total employment growth in Australia 

is currently strong with a reported 

expansion rate of 2.6%. This is the 

strongest growth rate in five years and 

would seem to indicate that a 

recession is unlikely in the near-term. 

WHY IS IT AN INDICATOR? 

Similar to the workforce productivity 

indicator, the employment rate is of 

vital importance for the future 

prospects of the Australian economy.  

The total employment growth figure is 

a more useful measure than the 

unemployment rate because it 

accounts for new additions to the 

workforce. While the employment 

growth figure tends to have a strong 

instantaneous correlation with GDP, 

the indicator has also proven to be an 

effective measure for future 

recessionary risks. 

Overall, the current economic backdrop appears conducive for future economic growth. Three of the ten economic indicators are currently 

showing weakness, whilst the other seven are showing stability and/or strength. It is relatively normal for at least one indicator to be negative 

whilst the economy grows, and using the historical analysis since 1979, we can say that the likelihood of a recession in 2016 is quite low. In 

fact, our data suggests the likelihood of a negative GDP announcement in the next quarter is approximately 4.5% with the average result 

showing a positive outcome of +0.6% for the quarter.   

 

 

 

 

 

 

 

Going forward, it will be interesting to see any changes to this model and how this correlates to future GDP announcements. For now, the 

model seems to indicate that the economy is in relatively good shape. 

Recession Measure Typical indicator of a recession if… Current Status

Household Spending Spending growth is less than 0.5% and deteriorating POSITIVE

Property Spending Dwelling formation growth is negative and deteriorating POSITIVE

Business Investment Fixed capital private investment growth is negative and deteriorating NEGATIVE

Corporate Earnings Growth Earnings growth has deteriorated over past six months NEGATIVE

Borrowing Rate Treasury bond yield curve is inverted (negative) and deteriorating further POSITIVE

Historical GDP Growth Past year GDP growth is less than 2% POSITIVE

Workforce Productivity Growth in total hours worked is less than 1%pa and deteriorating POSITIVE

Retail Sales Retail sales have deteriorated over past six months POSITIVE

New Home Building Housing starts have deteriorated over past six months NEGATIVE

Employment Growth Employment growth rate is negative POSITIVE
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  INFORMATION BEHIND THE RECESSION TRACKER 

 It is our hope that you find the ten indicators useful and are interested in seeing these evolve on a regular basis. The data has been sourced 

from the most reputable providers (majority from the Australian Bureau of Statistics and Reserve Bank of Australia), which gives us confidence 

that the information portrayed accurately reflects the state of the Australian economy over time. 

However, like any research model, it is also subject to various weaknesses. In this case, the largest weakness is a lack of data during a period 

of regular recessionary conditions. Of course, this is something to be thankful for in Australia as we have all enjoyed the benefits of living in an 

economy that has not had an official economic setback in 25 years. We were also aware of the risks of “data-mining”, an activity used by many 

research houses that fit the data to the model rather than letting the outcome of the model ‘just be’. For example, the link between the bond 

yield curve and recessions was very weak in Australia under our analysis. However, we know in a global context that the relationship between 

the yield curve and recessions is expected to be strong. Therefore, we did not change the model because we have conviction it will help provide 

insight on future recessions if/when they should arise.    

At present, we have 36 years of detailed observations, which is strong but not infallible. Over time, we would like to build upon the current 

research and as more observations become available we can increase the conviction of the model. 

As can be seen below, the average results of the running scores (0 to 10) have proven very useful at predicting future economic conditions, 

with low scores (0 to 4) having much more economic success than high scores (5 to 10). However, it is important to remind readers that this is 

an imperfect science. We cannot, and will not, guarantee readers of our ability to predict future recessions as it is simply impossible to do so 

with 100% accuracy. With that said, a model that is correct the majority of the time should trump judgements with no basis at all. We therefore 

hope you can use the information to make more informed decisions related to the economy. 

 

  

 

SIDE NOTE TO THE RESEARCH: 
As we analysed the various data inputs, 

many economic factors took us by surprise. 

For example, global trade measures such 

as exports, imports and terms of trade had 

little to no correlation with the future risk of 

recessions. The same applied to 

Governmental finances. Logic would 

suggest otherwise, as exports and 

government spending directly impact the 

bottom line of GDP. However, our analysis 

confirmed that these links are 

overemphasised to the most part. 

 

Indicator Summary 0 1 2 3 4 5 6 7 8 9 10

Average Next Quarter GDP 1.07% 0.91% 0.92% 0.59% 0.37% 0.47% 0.10% -1.00% -0.73% N/A N/A

Probability of Negative GDP in Next Quarter 0.0% 0.0% 0.0% 4.5% 0.0% 33.3% 50.0% 100.0% 100.0% N/A N/A

Worst Next Quarter GDP Result 0.5% 0.4% 0.2% -0.1% 0.0% -0.4% -0.4% -1.0% -1.2% N/A N/A

Best Next Quarter GDP Result 1.9% 1.8% 2.3% 1.8% 1.0% 1.4% 0.6% -1.0% -0.5% N/A N/A

SOURCES AND DEFINITIONS 

Throughout the research, we accessed data from numerous sources. Below is a list of major sources that were considered and are duly 

referenced in no particular order: 

ABS, Reserve Bank of Australia, World Bank  

Our research is proprietary, however if you wish to request more information please send your request to info@investingtimes.com.au. 

 
Disclaimer: The advice provided in this newsletter is general advice only and therefore your particular objectives, needs and financial 
position have not been considered. Before making a decision on the basis of the advice, you need to consider, with or without the assistance 
of a financial advisor, whether the advice is appropriate in light of your particular needs, objectives and financial circumstances, and when 
applicable obtain a relevant Product Disclosure Statement and read it.  
 

“The Investing Times” – ABN 37884594495 - Providing financial and investment wealth creation strategies since 1971. 

GDP Economic Growth - Direct Leading Indicators Correlation
Correlation 

With 3mth Lead

Household Impact

Households ;  Final consumption expenditure: Percentage changes ; 0.52 0.38

Housing Impact

Private ;  Gross fixed capital formation - Dwellings - Total: Percentage changes ; 0.55 0.46

Business Impact

Private ;  Gross fixed capital formation - Machinery and equipment - New: Percentage changes ; 0.51 0.42

Private ;  Gross fixed capital formation - Non-dwelling construction - Total: Percentage changes ; 0.41 0.22

Private ;  Gross fixed capital formation: Percentage changes ; 0.62 0.49

Government Impact

General government ;  Final consumption expenditure: Percentage changes ; 0.02 0.05

General government ;  Gross fixed capital formation: Percentage changes ; 0.03 -0.03

Trade Impact

Exports of goods and services: Percentage changes ; 0.11 0.07

Imports of goods and services: Percentage changes ; 0.47 0.30

mailto:info@investingtimes.com.au
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Where are global valuations today according to the Zone System? 

We have witnessed subtle changes to global valuations in recent times according 

to the Zone System. The “risk-on” markets of emerging Asia and Brazil saw a 

significant rebound from their low bases. Many markets which were in Zones 1 

or 2 only twelve months ago (USA, Germany, England and China) are now 

considered much more reasonably valued. Japan has bucked the trend and 

remains overvalued according to the Zone System, despite an -11.5% fall over 

the past 12 months. At the lower end, Australian small caps and Malaysian 

equities have relatively outperformed, and we would suspect this has some 

mean-reversion at play given they were both undervalued 12 months ago 

according to the Zone System. Greece continues to struggle despite glaring 

undervaluations, however given the lack of profitability in corporate Greece, it 

could take many years before any mean-reversion takes place. Going forward, 

we see attractive valuations in India, Malaysia and Hong Kong. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

LARGE-CAP VS SMALL CAP DIVIDE 

While Australian small caps have outperformed large caps on a relative basis, the below charts show that both indices have failed to provide 

any sustained net gains for investors in absolute terms. Going forward, both indices appear reasonably undervalued with upside potential. 
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All Ords – 5 Year Zone System Small Ords – 5 Year Zone System 

ZONE SYSTEM RANKING – GLOBAL APPLICATION 

 

A global market 

in Zone 5 has 

significantly 

outperformed a 

market in Zone 1 

GLOBAL ZONE SYSTEM Current Zone  12 Months Ago Index Type 1 Month 3 Months 6 Months 12 Months

Australia

Broad market 4 3 All Ords Index 4.1% -3.6% 1.8% -12.1%

Small caps 4 4 ASX Small Ordinaries Index 4.0% -0.7% 10.0% -0.4%

USA

Top 500 2 1 S&P500 Index 5.4% -0.4% 6.0% -1.6%

Small caps 3 1 Russell 2000 Index 4.4% -5.0% -1.9% -13.8%

Europe

Germany 3 1 DAX 3.7% -8.3% 2.0% -17.7%

England 4 2 FTSE100 0.2% -2.2% 0.7% -9.8%

Greece 5 4 Athex Composite Share Price Index -1.9% -1.3% -4.8% -19.7%

Americas

Brazil 5 5 Bovespa 16.0% 14.5% 10.2% -2.9%

Developed Asia

Japan 1 1 Nikkei 225 6.1% -10.7% -2.2% -11.5%

Hong Kong 5 3 Hang Seng 6.5% -7.2% -2.4% -18.3%

Taiwan 4 2 Taiwan Weighted 3.5% 4.4% 6.4% -9.2%

Emerging Asia

China 3 1 Shanghai Composite 10.8% -15.8% -2.4% -20.5%

India 5 4 BSE 30 10.2% -3.0% -3.1% -9.4%

Malaysia 5 4 KLSE Composite 3.0% 0.7% 5.1% -6.9%

Best performer Worst performer 
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   CORE SHAREMARKET UPDATE 

 Every month since 1994, the Investing Times has produced a list of shares that exhibit “core” attributes. The ongoing stability of this portfolio 

has been considered a hallmark of the Investing Times publication, and while it has experienced times of pressure, the underlying structure 

exhibits core principles that have proved to be an ideal way of structuring a portfolio. As always, we outline our current core portfolio overleaf, 

however following the reporting season we wanted to share a transparent insight into the key reporting results of the core portfolio.  

EVIDENCE OF THE CORE PORTFOLIO SUPERIORITY 

In prior assessments of the core portfolio, we have been able to positively illustrate the superiority of the core portfolio. However, the past 

six months have proven to be a difficult environment for a diversified selection such as the core portfolio, with both outstanding and 

disappointing results skewing the overall data. More specifically, unique reporting results from South32 who reported a misleading loss of  

-2007%, Woolworths who reported fall in profit of -176% due to its Masters provision, BHP Billiton -220% and AGL Energy -245%, pushed 

down the headline profit growth of the portfolio despite excellent overall results from Cochlear, Ramsay Health Care, Coca-Cola Amatil, 

Sydney Airport, Transurban Group, Stockland and Westfield Corp.  

Overall, we assessed 138 companies out of the top 200 that reported their results, and compared this to 17 of the 23 core holdings that 

reported. Below is a transparent outline of the comparative result, broken down into those who reported full-year results and those who 

reported their half-year results: 

Note: The companies in the core portfolio that reported full-year results (above) were RIO, WPL, CCL, AMP, SYD and WFD. The 

companies that reported their half-yearly results (below) were CBA, BHP, S32, WES, WOW, COH, RHC, AGL, IAG, BXB, TCL and 

SGP.  

 

It would be worth disclosing that the macro events, especially related to mining, financials and property securities, heavily skewed the data 

in the reporting period. The core portfolio has produced an equal-weighted result of -3.5% over 1 year and +7.8% over 3 years and we 

remain confident in the ability for the portfolio to produce positive risk-adjusted outcomes over the long-term. 

Half-Year Reporting
Core Portfolio 

(12 out of 23) 

 ASX200 Market 

(136 out of 200)
Difference

Revenue and Profit Statistics

Total Revenue Growth 33.2% 0.2% 33.0%

Total Profit Growth -204.0% -46.6% -157.4%

%  of companies that were profitable 66.7% 89.7% -23.0%

%  of companies that lifted or maintained cash levels 41.7% 52.2% -10.5%

Dividend Statistics

Dividend growth -3.4% 7.5% -10.9%

%  of companies that paid dividends 91.7% 91.2% 0.5%

%  of companies that lifted dividends 58.3% 62.8% -4.5%

%  of companies that maintained dividends 25.0% 13.9% 11.1%

Volatility

%  of companies that were stable (less than a 100%  change in profits) 58.3% 71.3% -13.0%

Full-Year Reporting
Core Portfolio 

(6 out of 23) 

 ASX200 Market 

(27 out of 200)
Difference

Revenue and Profit Statistics

Total Revenue Growth -3.4% 3.8% -7.2%

Total Profit Growth 232.6% -67.2% 299.8%

% of companies that were profitable 83.3% 82.0% 1.3%

Dividend Statistics

Dividend growth -9.3% -7.9% -1.4%

% of companies that paid dividends 100.0% 96.3% 3.7%

% of companies that lifted or maintained dividends 83.3% 81.5% 1.8%

Volatility

% of companies that were stable (less than a 100%  change in profits) 50.0% 55.6% -5.6%



 
 

   

Issue 380 – 31st March 2016  17 

             

CURRENT CORE LIST  
Conceptually, the core portfolio remains very stable over time which reduces transaction costs and tax implications. We abide to this concept, 

however are always seeking opportunities that could improve the robustness of the portfolio. Below is the core portfolio that we believe 

positions investors for stable yet positive outcomes. We remain confident in its ability to produce a) healthy and stable returns b) diversification 

c) dividend stability and d) capital preservation. While the volatility of the portfolio has certainly been tested in recent times, the relative 

performance has held up on an after tax and brokerage basis. We therefore maintain a strong preference for businesses that are likely to 

deliver outperformance over the long-term and across multiple business cycles.  

 

NO CHANGES TO THE CORE HOLDINGS TABLES –  

General volatility, especially around commodities, continues to enhance the fundamental appeal of many companies in the core portfolio. A 

patient and long-term view remains prudent for the core component of a portfolio and we believe that the level of diversification in the core 

portfolio, both across industries and companies, not only reduces overall risk but also allows enough concentration to deliver upside in 

businesses with proven earnings models.       

 

CORE SHARE LIST UPDATE  

 

Data to 26 March 2016. Source: Factset, AFR Share Tables, FT 

ASX 

Code
Name

Price 

27/03/2016

Market 

Cap

Dividend 

Yield (incl 

Franking)

Dividend 

Growth 

Rate %

P/E Ratio

Earnings 

Growth 

Rate%

P/BV
Net Asset 

Backing

$1,000 for 

1 Year

$1,000 for 

3 Years

CORE PORTFOLIO

Banks

CBA C'wlth Bank  of Aust 74.82$     127.8 8.0 4.7 13.6 1.1 2.5 28.3 891$        1,105$       

WBC Westpac Banking 30.85$     102.9 8.7 2.8 12.0 3.6 2.0 13.1 889$        1,085$       

ANZ ANZ Banking Grp 24.02$     70.1 10.8 1.7 8.8 2.3 1.3 16.9 755$        1,026$       

Mining and Energy

BHP BHP Billiton 17.00$     54.6 9.2 36.9 -25.4 0.6 14.7 677$        886$          

RIO Rio Tinto 42.30$     17.9 10.0 20.2 -33.0 0.3 25.2 824$        962$          

S32 South32 1.55$       8.2 0.6 2.3

ORI Orica 15.81$     5.9 7.0 1.7 1.9 3.7 839$        900$          

WPL Woodside Petroleum 26.94$     22.2 8.1 -48.2 615.1 -98.8 1.0 23.6 825$        974$          

Consumer

WES Wesfarmers 42.09$     47.4 6.9 5.3 19.2 12.4 1.9 5.1 999$        1,062$       

WOW Woolworths 22.45$     28.5 7.4 1.5 -0.4 2.6 2.2 790$        908$          

CCL Coca-Cola Amatil 8.71$       6.7 6.6 3.6 16.9 4.8 2.8 1.1 852$        884$          

Healthcare

COH Cochlear 101.70$   5.8 3.0 -25.2 34.4 55.2 16.2 3.2 1,125$     1,172$       

RHC Ramsay Health Care 62.42$     12.6 2.5 18.8 30.9 11.9 6.8 -0.3 919$        1,256$       

Utilities

AGL AGL Energy 18.43$     12.4 5.1 5.6 19.8 1.4 7.2 1,248$     1,106$       

AST AusNet Services 1.51$       5.3 7.4 13.1 -65.2 1.6 0.8 1,039$     1,131$       

Insurance

AMP AMP 5.77$       17.1 6.7 7.7 17.3 33.4 1.9 1.6 949$        1,087$       

IAG Insurance Aust Grp 5.47$       13.3 7.6 -25.6 21.4 -32.9 1.9 1.4 971$        1,057$       

Industrials

BXB Brambles 12.26$     19.4 2.6 3.7 23.7 26.8 5.6 0.9 1,068$     1,154$       

Infrastructure

SYD Sydney Airport 6.68$       14.9 3.8 8.5 52.4 375.4 10.8 -2.8 1,313$     1,324$       

TCL Transurban Grp 11.26$     22.9 4.0 14.3 255.9 -30.5 3.8 3.0 1,215$     1,264$       

Property

SGP Stockland 4.21$       10.1 5.8 8.8 8.4 1.2 3.9 994$        1,116$       

WFD Westfield Corp 10.08$     20.9 3.4 -17.7 6.6 501.7 1.6 6.1 1,075$     1,188$       

AVERAGE POSITIONING 17.5 6.9 4.2 18.3 3.60 1.9 3.4 965$        1,078$       
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DEFENSIVE SHARE PORTFOLIO – MARCH 2016  

 The Investing Times has been managing a proforma share portfolio, the IT DSP, since March 2000. The IT DSP is a portfolio of Australian 
shares selected from companies in the ASX 200 using a fundamental quantitative criterion.  

The IT DSP does not invest in Australian 
Real Estate Investment Trusts (A-REITs). 
Share selection for inclusion or deletion is 
based on four quantitative screens, which 
allow for the selection of financially robust 
companies without emotive input. 

 

THE SCREENS 

The DSP relies on set criteria around four quantitative 
screens based on a) value b) profitability c) stability 
and d) safety. 

In March 2015, we made 2x minor changes to the criteria 

as we believe these provide a better risk-adjusted 

outcome and we expected to reduce volatility in the 

portfolio. The changes were: 

- ROE changed to the Earnings Yield. The rationale 

is that ROE uses book value equity whereas the 

Earnings Yield reflects market value. This is a more 

accurate assessment of the profitability and 

removes accounting bias. 

- Debt level changed to Debt/Equity. The prior use of 

Debt/(Debt + Assets) had a tendency to provide 

biased outcomes against non-capital intensive 

businesses that were productive and stable. 

WHAT COMPANIES ARE OUT? 

- Nil changes.  

WHAT COMPANIES ARE IN? 

- WAM Capital – meets criteria on all levels. WAM is an exchange 

traded fund engaged in making investments in listed companies. The 

Company's investment objectives are to deliver a stream of dividends; 

to provide capital growth, and to preserve capital. It focuses on 

investing in growth companies with an emphasis on undervalued and 

under-researched stocks that are listed on the Australian Securities 

Exchange. The Company invests in sectors, such as financials, 

consumer discretionary, industrials, healthcare, information 

technology, telecommunication services, consumer staples, utilities, 

materials and energy. The Company's trading opportunities include 

participating in initial public offerings, placements, block trades, rights 

issues, corporate transactions (such as takeovers, mergers, schemes 

of arrangements and restructurings), arbitrage opportunities, life 

insurance corporation (LIC) discount arbitrages, relative value 

arbitrages and trading market themes and trends. 

 

Ratio Type To Buy a New Share To Sell an Existing Share

Gross Dividend Yield >7.50% <4.00%

Earnings Yield >8.00% <5.00%

Dividend Cover >1.25x <1.10x

Debt Level (Debt / Equity) <35.00% >65.00%

# Company Name Code
Gross 

Dividend

Earnings 

Yield

Dividend 

Cover
Debt Level Action

1 Adelaide Brighton Ltd ABC 5.32 6.29 1.68 N/A

2 ANZ Ltd ANZ 10.76 11.36 1.50 N/A

3 Bendigo&Adelaide Bk BEN 10.63 9.80 1.32 N/A

4 Cabcharge Australia Ltd CAB 8.79 10.20 1.67 29.9%

5 Commonwealth Bank of Australia Ltd CBA 8.02 7.35 1.31 N/A

6 Downer EDI DOW 9.17 11.11 1.73 33.4%

7 Genworth Mortg Ins GMA 15.90 14.93 1.33 11.0%

8 JB Hifi Ltd JBH 5.81 6.25 1.54 0.0%

9 National Australia Bank Ltd NAB 10.77 9.62 1.28 N/A

10 QBE Insurance Group Ltd QBE 6.64 6.41 1.38 33.6%

11 Westpac Banking Corp Ltd WBC 8.66 8.33 1.37 N/A

15 WAM Capital WAM 9.04 10.64 1.68 0.1% IN

EQUAL-WEIGHTED AVERAGE 9.13 9.36 1.48 0.18

Note regarding the Defensive Share Portfolio (DSP): In the current environment, with volatile earnings outcomes and generally low equity 

values across the ASX200, many “would-be” investment opportunities have been ruled out due to low dividend payout ratios, negative earning 

yields and/or high debt to equity ratios. Therefore, we have seen the portfolio size diminish using this fundamental investment technique 

below the ideal composition of 15-25 stocks, and for this reason, we caution that concentration risk is monitored and avoided where possible. 
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HYBRID SECURITIES, ALTERNATIVE ASSETS AND OTHER SPICY OPTIONS  

 

TERM DEPOSIT – SMSF CURRENT RATES (29/03/16) 

 

All rates are provided by ubank.com.au.  

 

Covered calls involve the strategy of trading put options on equities already owned. 

This strategy is worth mentioning because there are a number of courses available 

claiming to offer up to 8%+ returns per month with little outlay. The truth is that this 

strategy can indeed deliver as much as 8%+ per month with seemingly little risk, 

however this can quickly turn and a trail of failed stop-losses has led to numerous 

stories of traders who lost their money. Therefore, before you sign on the dotted line, 

keep in mind that Warren Buffett is claimed to be the best investor of all time and he 

has averaged ‘just’ 20.8% per annum over his investing life. Anything offering more is 

likely to be too good to be true.  

Peer-to-peer lending is gathering steam globally, although is yet to have a significant 

impact in the Australian market. However, the idea that a non-regulated intermediary 

can match a willing lender with a willing borrower (that doesn’t want to use the bank 

as a funding source) should be viewed with caution. 

Structured products are generally marketed in the lead up to 30th June – and while 

these products are very complex, their unique structure can provide an opportunity to 

bring forward a tax deduction and gain a leveraged exposure to the share-market over 

a fixed period. These products can be very successful, however they also tend to hide 

significant fees inside the structure and thus have a history of burning investors. Only 

consider these if you have a thorough understanding of how they work. 

.  

 

 

Traditional investment options should never lose 

their place in an investor’s portfolio, however with 

many predicting an environment of sub-par 

returns for the foreseeable future, some investors 

are willing to look elsewhere. 

Thankfully, we have not experienced an episode 

of headline defaults or frozen funds for many 

years, however the lingering memories of Basis 

Capital in Australia and Long-Term Capital 

Management abroad show that we must not 

become complacent. The Investing Times is a 

conservative publication that preaches a long-

term disciplined approach to investing, therefore it 

is against the grain of this publication to discuss 

what we would call “spicy” investment options. 

However, from time to time it is a topic worthwhile 

discussing, if only to deter people and/or raise 

scepticism. 

Hybrid securities are exactly as they sound – a 

hybrid between a bond and a share. The 

Australian market for hybrids is reasonably 

narrow, but it is an effective funding source for the 

big four banks. With current yields-to-maturity of 

between 5-6% depending on the contract and 

term, they do offer additional returns compared 

with a term deposit. Some reasonable examples 

that are currently investable via the ASX are 

CBAPC, ANZPD and WBCPD. While hybrids are 

generally not dangerous, they should not be 

considered a replacement for traditional fixed 

income investments. The problem with hybrid 

securities as a defensive asset is that they act as 

a value-add in good times but can cause capital 

losses when you need the capital the most. 

Managed future funds are far more “black-box” 

but have an excellent track record – for example, 

the Winton Global Alpha and Aspect Diversified 

Futures funds have returned 12.1%pa and 

15.1%pa respectively after fees over the past 3 

years (and even higher since their respective 

inception dates). Anyone with exposure to these 

funds would have been very happy in recent 

years. However, given the high fee structure, high 

leverage and lack of insight into their investment 

process, they should be viewed with a healthy 

level of ongoing scepticism. For long-term 

investors reliant on capital preservation, any 

investment in this space should generally be 

capped at around 10% of your total portfolio, and 

possibly 5% per fund where possible.     

 

     

ONLINE SAVING ACCOUNTS – SMSF’S (29/03/16) 

 

Institution 1 month 3 months 4 months 6 months 9 months 12 months

ANZ 2.00% 2.25% 2.25% 2.30% 2.00% 2.40%

Bankwest 2.00% 2.75% 2.75% 3.00% 2.00% 2.80%

Commonwealth Bank 1.90% 2.35% 2.35% 1.90% 1.90% 2.35%

CUA 2.00% 2.40% 2.40% 2.60% 2.60% 3.00%

HSBC 1.90% 2.25% 2.25% 2.30% 2.00% 2.30%

ING DIRECT n/a 2.70% 2.70% 3.00% 2.70% 3.00%

Macquarie Bank 2.10% 2.90% 2.90% 2.90% 2.85% 2.85%

ME Bank 2.30% 2.40% 2.40% 2.50% 2.50% 3.00%

NAB 2.00% 2.25% 2.25% 2.35% 2.05% 2.40%

RaboDirect 2.35% 2.70% 2.70% 2.80% 2.80% 2.85%

St.George Bank 2.00% 2.40% 2.40% 2.45% 2.00% 2.45%

Suncorp Bank 1.80% 2.65% 2.65% 2.85% 2.80% 2.65%

UBank 2.20% 2.81% 2.81% 3.01% 2.81% 3.01%

Westpac 2.00% 2.35% 2.35% 2.40% 2.00% 2.45%

Institution Product
Maximum 

Interest Rate

Standard 

Variable Rate

ANZ Business Online Saver 1.95% 1.30%

Bankwest Business Telenet Saver Account 1.60% 1.60%

BOQ Business WebSavings Account 2.75% 1.70%

Citi Ultimate Business Saver 2.15% 2.15%

Commonwealth Bank Business Online Saver 1.30% 1.30%

ING DIRECT Business Optimiser 3.00% 2.25%

NAB Business Cash Maximiser 1.30% 1.30%

RaboDirect High Interest Savings - SMSF 3.20% 2.50%

Suncorp Bank Business Saver Account 2.15% 2.15%

UBank USaver SMSF 2.56% 2.16%
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 STATISTICS ON MONEY AND HAPPINESS 

 a 

 

Disclaimer: The advice provided in this newsletter is general advice only and therefore your particular objectives, needs and financial 
position have not been considered. Before making a decision on the basis of the advice, you need to consider, with or without the assistance 
of a financial advisor, whether the advice is appropriate in light of your particular needs, objectives and financial circumstances, and when 
applicable obtain a relevant Product Disclosure Statement and read it.  
 

“The Investing Times” – Providing financial and investment wealth creation strategies since 1971. 

 
POST 

PO Box 233 Ringwood VIC 3134. 

 

WEBSITE 

www.investingtimes.com.au 

 

EMAIL 

accounts@investingtimes.com.au 

 

We spend so much time analysing markets and global data, yet we rarely take a moment to reflect on the purpose of our laborious activities. 

It has been famously said that every human is seeking happiness and purpose, with each entitled to their own opinion on what matters most. 

With happiness at the forefront of our minds, it is 

interesting to see a growing field of study on 

“happiness economics”, which is primarily designed 

to answer the world’s hardest and longest running 

questions: What makes us happy? Does additional 

money make us happier? And is health or money 

more important to our happiness?  

The OECD is at the forefront of this research and their data is freely available to download via their website http://stats.oecd.org/. Naturally, 

we took advantage of this opportunity and ran similar tests to those that we sequence on monetary matters. What we found is largely 

common-sense, although fascinating and worth reminding ourselves as we venture through our financial lives. 

WHAT SEEMS TO MATTER: 

1. Money – around the world there is a 0.66 correlation between income and happiness on average. There is also a 0.43 correlation 

between a person’s total wealth and their happiness. This link between income and happiness is one of the strongest of all (at least 

statistically speaking); marginally surpassing other factors such as health, education and social networking. An interesting 

comparison involves the difference between the 20% highest income earners versus the 20% lowest income earners in the OECD 

countries. The analysis consistently showed that money was important, although its importance seems to diminish the wealthier 

you get. For example, the correlation between personal earnings and happiness is strongest for low and middle income earners at 

0.65 and 0.66 respectively than for high income earners at 0.32.  
 

2. Health – around the world there is a 0.64 correlation between a person’s self-reported health and their happiness. This is also a 

very strong factor and tends to increase as income levels grow. Interestingly, the “self-reported” health has a higher correlation to 

happiness than a person’s actual health or life expectancy (which also has a reasonable correlation of 0.38). We found it noteworthy 

that Australia’s self-reported health is among the world’s highest at 85%, despite us having among the world’s highest obesity rates.  
 

3. Social Networks – around the world there is a 0.51 correlation between the strength of a person’s social network and their 

happiness. Consistent with other data, it showed that people with higher incomes tend to have marginally stronger social networks. 
 

4. Education –the link between education and happiness is not as strong as many initially assume. Officially, there is a 0.17 correlation 

between education and happiness, which shows a weak but positive connection. Interestingly, the link between education and 

happiness also diminishes as personal incomes increase.   
 

5. Long-term unemployment – there is a high negative correlation of -0.56 between the long-term unemployment rate and average 

happiness level. Expectedly, a higher unemployment rate is linked to those with lower education standards and lower wealth. 

   

  

Australia's Wealth Divide
Top 20% of 

Earners

Bottom 20% of 

Earners

Happiness (Life Satisfaction) 7.4 7.2

Self-Reported Health 93 76

Student Skills (Score) 559 467

Long-Term Unemployment Rate 0.61% 1.81%

Note on Money and Happiness: None of the above is likely to make you change your day job, although it is nice to provide clarity on 

what matters most to the average human. In Australia the wealth divide clearly still exists, although this pleasingly seems to have a 

relatively small impact on one’s ability to find happiness. Maybe it is not all about money after all.   


