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Transition – Some predictions
• The bond market has woken up. The US FED has moved cash rates , Europe will 

follow in 2018 but Japan remains in a coma;
• The Trump “bump” moves from positive to anguish. How long will the Industrialists 

of the US wait before they pull the plug and overrule Wall Street and the 
Republican Party? 

• QE continues – sanitized in Europe (FY19) – madness continues in Japan
• China moves aggressively to clean up its environment. With this comes 

technological advancements that will shake the industrial world at a time when the 
US threatens to withdraw from its global leadership role;

• Technology ensures that inflation is not a present or discernable problem. This is 
important to understand as bond yields retrace to above inflation over the next 
few years;



Transition – Some predictions

• Technology will ensure more energy, with more storage and which is cleaner and 
continually develops over the next decade;

• Russia and the Middle Eastern block, historically funded by oil and energy, will enter a 
“fiscal down draft” caused by abundant and cleaner energy sources that hold down the 
cost of energy; 

• Government debt everywhere increases and no one seems concerned. 
• Low inflation means that whilst world interest rates will rise – they don’t have far to 

travel.
• Meanwhile Australia rolls along with a hideously high level of household debt – hoping 

that my prognosis for interest rates is correct!
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What I am thinking about 

• The PER expansion cycle for equity markets is at a mature stage. Higher bond 
yields will become a feature of FY 18.  Earnings will need to lift to offset the PER 
pressure. 

• PER contraction is not good for Australian equities as we do not have earnings 
growth.

• US corporations are cashed up and were being “encouraged” to repatriate trillions 
of cash (estimate of US$2 trillion) but Trump’s leadership now puts this in doubt.

• Chinese hold over $1 trillion of US bonds. Could Trump create a Chinese sell down 
and weaken US bonds?



What I am thinking about 

• Energy (oil) market continues to be destabilized – OPEC and Russia can’t engineer a price 
rise. 

• Fiscal policy to return. The ongoing role of QE will be questioned in 2018 – but not in 
Japan. 

• Excessive Australian household debt maintains concerns for the residential property 
market. 

• Meanwhile Australia is aging and too many retirees are underfunded.
• Australian investment cycle not robust, employment and wages growth moderate. 
• Chinese outbound tourism the stabilizer for Australia economy in a low growth period. 



Well – we were warned!
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The world is growing – but slowly – G20 2.4%
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Inflation under control in major economies – G7 1.4%
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Fund Managers not on the list!
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The creation of free money – Central Bank balance sheets
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QE to continue – ECB to sanitize – Japan on drugs

… while monetary expansion could be reaching its limits

Source: National central banks, Haver Analytics, Barclays Research



Yields on ten year bonds – most below inflation
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Inflation



US cash rates expected to be 3% by late 2019 – Australia?
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Government debt – does anyone care?
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Source: IMF, Bloomberg, CEIC, Capital Economics



European cash rates - NEGATIVE – Won’t move till 2018
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US stock market supported by ultra low interest rates
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Corporate earnings across the world have stalled for over 3 years

Source: Capital Economics



US market – 22% are IT companies
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Technology stocks driving the US equity market
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FAANGS – THE “IT REVOLUTION”
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US corporations stockpiling $2 trillion in tax havens

Source: SEC Filings, Audit Analytics, CE



Technology absent from the Australian market
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Trump Bump

Tech Rally



CHINA v TRUMP - Cheap Chinese imports into US

Source: Thomson Datastream, Capital Economics

2% over 12 years



Chinese trade surplus continues to grow – mainly with the US 

Source: CEIC, Capital Economics

$40 billion 
per month. 
$20 billion 
against US



Chinese devaluation against USD – Trump has a point 
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15% devaluation 
over 3 years



Chinese capital outflows hold down Yuan

Source: CEIC, Capital Economics



AUSTRALIA  - Our super balances – Average retiree underfunded
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Australia’s equity returns 
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No capital gain for 10 
years

Negative return for 10 
years – despite 20% 
return last 12 months

REITs recovered GFC 
disaster – but overshot



Australian share market returns dominated by dividends
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Biggest challenge for Australian investors – earnings growth

Source: MSCP, RBA, Thomson Reuters



The Australian Share Market
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Australia’s trade destination – its China by a mile
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Australia’s investment focus on dwellings not production

Source: Thomson Datastream



Australia’s major exports – the third leg is LNG
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$50 billion 
export earner



$A holds until 2018 - LNG peaks – then import consumption grows 

Source: RBA Chart Book

Trade surplus 
appears



Net foreign liabilities $1 trillion
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20 years of growth and household debt
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Australia’s household debt
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Source: BIS



Sydney average house at 14 times average income
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So long as interest rates stay low – we are safe!
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Source: Reserve Bank of Australia



Understanding the household sector – disposable income $1 trillion
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Net wealth $7 trillion

Dwellings $5 trillion

Financial assets $3.5 
trillion of which super is 
$2.1 trillion

Mortgage debt $1.6 trillion
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Employment growth – 200,000 net increase in 12 months
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Wages growth is slowing
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Aging baby boomers – 1.1 million passing 75 in next 5 years
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Australia’s population growth – 300k immigrants in 2009 
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Workforce growth 
270k per annum



Tourism boom - Lots of visitors – but too many departures!
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Baby boomers travelling Chinese arrivals



Chinese tourism – but Australia still not in top ten
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THE BIG FORECASTS – NEXT 3 YEARS

• TRUMP WON’T LAST THE DISTANCE
• INTEREST RATES WILL TAKE 3 YEARS TO NORMALISE
• OIL IS IN TROUBLE
• COAL IS IN BIGGER TROUBLE
• INFLATION IS NO WHERE TO BE SEEN
• TECHNOLOGY, DISRUPTION, TECHNOLOGY, DRAMATIC CHANGE!
• AUSTRALIA IS A PEDESTRIAN ECONOMY FOR NEXT FEW YEARS SUPPORTED BY TOURISM
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Suggested Viewing – Fireside Chat: Robert Friedland

Available from the Clime Investing Report –
www.clime.com.au/investing-report-archive/fireside-chat/
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Thank you.


