OUTLOOK FOR FINANCIAL MARKETS as at 5/12/2017
I thought I would include in this quarters outlook some facts and figures on the Australian economy
and then conclude what it all means:
•

Unemployment; Our unemployment rate currently sits at 5.5% which, whilst not at recession levels,
is a little high (the last 10 years have been between 4.0% to 6.3%). True unemployment is probably
a bit higher again because there are a higher proportion of people with part time or casual jobs
who would like to work more hours – sometimes referred to as Underemployment.

•

Inflation for the last 12 months as measured by the Consumer Price Index (CPI) sits at 1.8% which
is below Reserve Bank’s target of 2% to 3%. It doesn’t get much lower than this.

•

Real (inflation adjusted) GDP growth was 1.8% for the last 12 months (to 30/9/17) which is well
below the longer-term average of around 3.5%. GDP is short for “Gross Domestic Product” which
is the most commonly used measure for the total value of goods and services produced by the
Australian economy.

•

Australia’s Current Account Deficit as per Australian Bureau of Statistics 5/12/17 Media Release
(refer to attached article) is $9.1 billion, made up of a balance of trade surplus (more exports than
imports) of $3 billion offset by a negative net primary income of $12 billion, i.e. more interest and
dividends paid to overseas than received from overseas. This is mainly because Australia owes
$990 billion more than is owed to us from overseas countries. This hinders our economy’s capacity
to grow at a faster rate.

•

Household debt in Australia is close to record highs, yet growth in consumer spending is meant to
be weak. This is because a disproportionate amount of household borrowing has been used to
finance ever increasing residential property prices, which surely can’t keep increasing at recent
rates. Some commentators are expecting residential property prices to fall. I don’t know if this will
happen, but my hope is that residential property prices go sideways for quite a few years so the
relevant fundamentals like household income and rents relative to property prices can catch up
to where property prices are and restore balance to more normal levels.

•

Interest rates in Australia are still at record lows. The Reserve Bank cut its official cash rate to 1.5%
in August 2016, it has remained there ever since and doesn’t look like changing any time soon.
Other relevant interest rates are 90 day bank bills at 1.77% per annum, Government Bonds at 1.97%
for 3 years and 2.56% for 10 years. Who wants to lend the Australian Government money for 10
years locked in at 2.56% per annum?

•

Currency; $1 Australian buys $0.76 US (in July 2014 it was above $0.94 US and January 2016 it was
below $0.69 US). The Australian Trade Weighted Currency Index is currently 63.8 (September 2014
it was 72.5 and September 2015 it was 59.2). Where is the Australian dollar headed? I’m not sure
but longer term I suspect it will fall versus the $US.

•

Australian share prices as measured by the S & P / ASX 200 are currently 5,985.60. This index was
above 6,000 in April 2015 and above 6,800 in October 2007 over 10 years ago. That said a large
portion of this index is taken up by a handful of stocks, i.e. CBA, Westpac, ANZ, NAB, BHP, RIO,
Woolworths, Wesfarmers, Telstra and CSL make up 42% of the index, which can distort how things
are really performing. I think from a broader perspective (considering the other 2,200+ listed
companies) that prices are everything from cheap to expensive

So, based on the above, Australia is not going backwards, it’s just that it’s going forward very slowly.
That said the above figures are averages or totals including everything, and I firmly believe there are
plenty of good opportunities to invest in quality assets across most sectors (shares, property etc.)
provided the people choosing the investments pick mostly good ones and avoid most poor ones. This
is a function of having the right people (highly skilled, trained with experience) implementing sound
philosophies / approaches to investing and backed by extensive relevant resources.
Looking at financial markets globally in some senses is similar to Australia in so far as there are good
investment opportunities and yet others to be avoided. The key is to be selective in the investments
you (or your manager) choose to back.

