
 

September 2019 — Over the Horizon Market Commentary by David Offer 
 

September was a positive month for the Australian share market, with the All Ordinaries Index closing at 6,800 points, up 
102 points or 1.5% for the month.  
 
While news headlines focus on matters such as the swings and roundabouts of the US China trade war and Brexit, our 
major investment worry predominately concerns any unexpected future increase in interest rates globally. 
 
Central bank monetary policy is becoming increasingly unconventional and moving further into unchartered waters, 
including with our own Reserve Bank of Australia (RBA).  The three recent interest rate cuts have brought Australia’s 
interest rate setting down to a record low of just 0.75%.  This is a long way removed from the RBA’s setting of 7.25% in 
2008 pre Global Financial Crisis (GFC), 3% in the depths of the GFC and 4.75% in November 2010, just one-year post GFC.   
 
While interest rate cuts have helped prop up employment numbers, inflation has remained elusive and general 
economic activety has remained subdued.  Perhaps greater forces are at play; such as technology facilitating 
deflation and increased bereaucracy and compliance stymying the productivity of Western countries?  However, 
what is not in doubt is that record low interest rates have contributed to a major asset valuation bubble that 
extends across all major asset classes globally including; 
 

 Extreme capital appreciation in long dated debt instruments (bonds) such that returns now offered 
(particularly for soveriegn debt) are either below the inflation rate or offering a negative yield.  This 
traditionally defensive asset class is becoming extremely high risk. 

 Dramatically higher valuations for property and infrastructure assets as investors seek stable long term 
income streams. 

 Higher share market valuations as alternative sources of investment income dry up.  (Relative to other asset 
classes, we see less of a bubble in share markets; with the Australian share market broadly 10% overvalued.)  

 Nominal interest being paid on bank deposits. 
 
With the capacity for future interest rates cuts limited or already factored into investment markets (it is hard to go 
below an interest rate setting of zero!), this perhaps suggest that further investment returns from additional 
stretching of asset valuations will be less likely going forward. As such, unless there is a strong upswing in the global 
economy, we see little prospect of returns that have been achieved over the last decade continuing going forward.   
 



 

While central banks have driven interest rates down over the last decade, our worry is the possibility that any 
future ‘normalisation’ of interest rates upwards could occur outside their control.  For example, should there be an 
unexpected debt default, particularly of soveriegn debt, there would likely be an immediate repricing of debt 
instruments across the board as lenders reassess the risk of losing capital.  This could in turn facilitate further 
defaults.   
 
Any material increase in global interest rates would reduce valuations across all asset classes. 
  
As recently reported in The Australian, Ian Silk, Chief Executive of Australian Super, expects that a good outcome for 
investment returns going forward will be 5% per annum, rather than the 9% historically achieved.  To reiterate, if 
Australian Super generated just over half of the investment return that was achieved in the past into the future, 
then Ian Silk would view that as good!  We doubt that his fund members will share that view but we commend his 
honesty. 
 
Against this difficult investment backdrop, we view direct investment portfolios and Self Managed Superfunds 
(SMSFs) being proactively managed as being positioned to fair relatively better. 
 
This is principally because such portfolios are not forced to invest in overpriced assets simply to conform to an 
investment mandate; such has being required to have a certain percentage of funds in a particular asset class, or 
being required to replicate an index.  Rather, a SMSF or direct portfolio can focus on value and question whether 
each investment held has the potential to generate an appropriate risk adjusted rate of return going forward.   
 
Against the back drop of expensive markets, we will continue to seek opportunies or pockets of value so as to 
endeavour to generate an appropriate risk adjusted rate of return going forward. 
 
If you would like to discuss any matters relating to your portfolio, please do not hesitate to contact our office.  We 
would welcome your call. 
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