
 

July 2019 — Over the Horizon Market Commentary by David Offer 
 

July was a positive month with the All Ordinaries Index up 2.95% to close at 6,896 points.  Until the end of July, for 
the first 7 months of the calendar year, our share market returned an unexpected 20.8% in capital growth, which 
further improved to 23.3% with the inclusion of dividends. With such strong year-to-date performance, at some 
point we were arguably due for some market weakness.  In that regard, August has delivered.  At the time of writing 
this letter, our share market is off 6% for the month thus far. 

• It feels like share markets globally are participating in a tug-of-war. Pulling the market down are three 
key negatives; 
 
The trade war between the US and China; with the longer and deeper it progresses, the greater the 
likely impact on overall world economic growth being reduced.   

• A general growing of tensions in the world generally; whether this be a deterioration in relationships 
between the US, China and Russia, Chinese expansionist policies and the current push back being 
experienced with current Hong Kong demonstrations, a more provocative Iran or the ongoing Brexit 
saga.  These issues create tension and often unforeseen outcomes or headwinds.  (The Hong Kong 
demonstrations may directly impact Australia as a hard response by China could see a flight of Hong 
Kong people and their capital to Australia.)   

• Anaemic profit growth for corporate Australia and much of the corporate world in general.  Thus far the 
Australian full year profit reporting season shows little evidence of sustained and broad profit growth.  
Initial results are patchy at best.   

 At the other end of the tug-of-war rope, and until recently propelling share markets globally higher, has been the 
dramatic fall in the pricing of yields for debt securities and particularly sovereign debt.  This commenced at the start 
of the calendar year when the US Federal Reserve ceased their tightening of monetary policy by stopping their 
policy of regularly increasing US interest rates.  Fast forward 7 months and much of the Western World is once 
again approaching negative interest rates and even more so than what occurred in 2016.  This may be occurring in 
either nominal terms (below the relevant nation’s inflation rate) or real terms (less than zero).   

When you are guaranteed to lose money in either nominal or real terms, the prospect of potentially losing money 
on share markets suddenly looks much more attractive.  As such, it is primarily this lack of alternative to share 
investment globally that is providing a significant amount of upward momentum for share markets in general. 
  
By way of example, Australian 10-year government bonds are now yielding 0.88% per annum.  This is a historic low 
and is put in perspective by the following 20-year graph of the 10-year Australian Federal Government bond rate. 
 



 

 
  
With Australia’s inflation rate currently at 1.6%, in real terms, the Australian Federal government is effectively 
borrowing money for free!  Assuming our Federal Government rolls over existing debt as it matures at an interest 
rate of just 1% that was previously (say) 3.5%, on current gross national debt levels of approximately $550 billion, 
this net interest saving of 2.5% would translate to a saving of nearly $14 billion per annum.  Australian tax payers 
would hope that in time this would greatly enhance the Federal Government’s annual budget position.   
  
Plummeting interest rates on global debt has provided an unexpected boom for investors in fixed interest 
investments.  Due to plummeting yields on new bonds being issued, existing higher yielding bonds that were issued 
in prior years have appreciated significantly in value.  This has propelled bond funds to double digit returns for last 
year as evidenced by the following table; 

 

 



 

The significance of this cannot be underestimated as the global bond market (estimated at approximately $100 trillion in 
size) is far greater in value than that of global share markets.   Bond funds also feature extensively within Australian 
mainstream superannuation products as illustrated by the asset allocation of the (industry fund heavyweight) Cbus 
Conservative Growth (read ‘balanced’) fund.   This presently shows a current allocation of 26% to Fixed Interest 
investments. 
  

 
  
The above Cbus asset allocation would have delivered solid returns over the last decade. However, I strongly 
suspect that the next 5 years will paint a different story. Nearly all asset classes are arguably inflated and with 37.5% 
of the portfolio (cash and fixed interest) likely to be yielding no more than 2%, there is scope for significant capital 
loss to be incurred to boot. 
 
For the Australian share market, the clear winners of this negative interest rate environment have been our largest 
capitalised companies that appear to have benefited from Index Fund inflows.  Likewise, a few select ‘growth’ 
sectors; in particular the technology and healthcare sectors.  However, there are many pockets of our share market 
that appear quite neglected and, share price wise, have performed dismally over the last year.  As such, for those 
investors willing to have funds invested outside the major corporates or select sectors in favour, substantial value 
can be found.  With that said, the volatility displayed by these shares presently offering value has been remarkably 
high and this can test investor resilience.   
 
With this in mind, when considering such investments, investors need to be prepared for a bumpy ride. Likewise, to 
accept it is unlikely one will be buying such shares at the bottom of their trading range. To minimise the downside 
volatility, one needs to be willing to make multiple purchases in such shares so as to end up with a reasonable 
overall average entry price.   
 



 

In the main, we remain very cautious towards share market investing at this time. We recommend lower than 
average portfolio weightings towards shares, a reasonable cash component to ensure ample liquidity to take 
advantage of subsequent opportunities that may arise as well as meet other commitments such as ongoing pension 
payments.  Likewise, to ensure a high degree of diversification within investment portfolios.  Ideally, this would 
extend to some non-share market related investments; predominately for stability and income generation. 
  
At least being cautious of share markets at this time is better than being terrified of global bond markets.  We have 
zero investment exposure across client portfolios to this asset class.  This difference in asset allocation for our 
superannuation portfolios is a clear point of differentiation to mainstream superannuation funds.  
 
As part of meeting our annual compliance obligations, please CLICK HERE to access your annual Fee Disclosure 
Statement (FDS) for the 2018/19 financial year. 
  
If you would like to discuss any of the above or your FDS, please not hesitate to contact my office. 
 
David Offer   
Investment & Financial Advisor 
phone: 08 9791 9188 
fax: 08 9791 9187 
email: david.offer@horizonis.com.au 
website: www.horizoninvestmentsolutions.com.au 
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