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Rates Lower than the Great Depression
Yield on 10-Year Treasury Bond

36 years of 
declining rates 
boosting Asset 
Prices

1773AD, Captain Cook 
crosses Antarctic Circle

}

1929-39, The Great 
Depression



Australian rates at historic lows
Pressure on savers

17.5%

1.5% (91% decline)



“Cash is a liability” 2017
“cash is king” 1990



Nil income assets fetch the most
Basquiat



Nil income assets fetch the most
USA



Nil income assets fetch the most
NSW



Nil income assets fetch the most
NSW



Nil income assets fetch the most
NSW



Nil income assets fetch the most
Victoria



Nil income assets fetch the most
USA



PE Ratio at near record highs
S&P500 Shiller PE*

*12mfwd PE at 99th percentile 
since 1976

*Average inflation-adjusted earnings from the previous 10 years, a.k.a. 
Cyclically Adjusted PE Ratio (CAPE Ratio)



Australian Experience
Near prior extremes
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ASX 200 Ex Banks, Resources - 1 Year Forward PE Multiple

Average PE = 18x. (7% higher than October 2007)
Growth in forecast earnings = 19% of appreciation in 5yrs 
PE Expansion = 81% of appreciation in 5yrs



Equal-Weighted Total Return by Quality
12 months to December 31, 2016

-5.1%
-3.5%

-2.5%

7.0%
8.6%

7.1%
8.4%

9.8% 9.7%
10.7%

9.9% 9.6% 10.0%

12.9%

17.0%

19.7%

21.9%

24.4%
26.0% 25.7%

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%



Yield = 
10%

Growing Income versus Yield
How to put yourself in danger 



Growing Income versus Yield
How to put yourself in danger 

One dollar in 1977 is worth just 16.74 cents in 
today.*

*Based on inflation statistics from ABS 1977-2017.  High 
12.20% 1977, low 1% 1992.  Average 4.58%



Growing Income versus Yield
How to put yourself in danger 



Growing Income in practice



Growing Income in practice



Growing Income in practice



ROE and Growth
The test

Has each dollar used to finance growth created 
more than a dollar of long term market value?



ROE and Growth
Value creation or destruction? 



ROE and Growth
Other evidence

Fortune looked at 1000 of the largest stocks in the US: 

Only 6 of the 1000 companies averaged over 30% ROE over the 
previous decade (1977-1986)

Only 25 of the 1000 companies averaged over 20% ROE and had no 
single year lower than 15% ROE

These 25 “business superstars were also stock market superstars” as 
24 out of 25 outperformed the S&P 500 during the 1977-1986 
period.

Last stat is valuable; Even in top performing backtests of low P/B or 
low P/E groups, 50-66% of stocks outperform the market not 96%.



Is Value being Created?
Not related to Price in the short term



Is Value being Created?
Not related to Price in the short term

REA Group $m $m

Year 2007 2016/17 Change ROIE Delta

Equity Contributed 56 97 41 73%
Profits Retained 11 584 573 5209%
Borrowings 8 0 -8 -100%
Profit* 15 253 238 38.76% 1586.67%
*e2017



BHP versus REA
12 Month Price Performance Comparison

#Past performance is not indicative of future performance



BHP versus REA
10 Year Price Performance Comparison

#Past performance is not indicative of future performance



Is Value being Created?
Reece Ltd



Is Value being Created?
Reece Ltd



Income & Value Creation.
Reece Limited



Is Value being Created?
ARB Ltd



Is Value being Created?
ARB Ltd



Income & Value Creation.
ARB Limited



Is Value being Created?
Virgin Australia Holdings



Is Value being Created?
Virgin Australia Holdings



Income & Value Creation.
Virgin Australia Holdings



Income & Value Creation.
BHP



Income & Value Creation.
REA



Disclaimer

Important Information:

This document has been prepared by Montgomery Investment Management Pty Ltd (ABN 73 139 161 701) (AFSL
354 564) (Montgomery).

The information provided in this document does not take into account your investment objectives, financial
situation or particular needs. You should consider your own investment objectives, financial situation and
particular needs before acting upon any information provided and consider seeking advice from a financial advisor
if necessary.

Portfolio Performance is calculated after fees and costs, including the investment management fee and
performance fee, but excludes the buy/sell spread. All returns are on a pre-tax basis.

Future investment performance can vary from past performance. You should not base an investment decision
simply on past performance. Past performance is not an indicator of future performance. Investment returns
reviewed in this document are not guaranteed, and the value of an investment may rise or fall.

This document is based on information obtained from sources believed to be reliable as at the time of compilation. 
However, no warranty is made as to the accuracy, reliability or completeness of this information. Recipients should
not regard this document as a substitute for the exercise of their own judgement or for seeking specific financial
and investment advice. Any opinions expressed in this document are subject to change without notice and
Montgomery is not under any obligation to update or keep current the information contained in this document.

To the maximum extent permitted by law, neither Montgomery, nor any of its related bodies corporate nor any
of their respective directors, officers and agents accepts any liability or responsibility whatsoever for any direct 
or indirect loss or damage of any kind which may be suffered by any recipient through relying on anything
contained in or omitted from this document or otherwise arising out of their use of all or any part of the
information contained in this document.

Montgomery, its related bodies corporate, their directors and employees may have an interest in the
securities/instruments mentioned in this document or may advise the issuers. This document is not an offer or a
solicitation of an offer to any person to deal in any of the securities/instruments mentioned in this document.



Thank You

The Montgomery
[Private] Fund

The Montgomery
Fund

Montaka Global 
Access Fund

The Montgomery

Global Fund

Montgomery 
Alpha Plus Fund


