
 

January 2020 — Over the Horizon Market Commentary by David Offer 
 

The local market reached a new all-time high in January with the All Ordinaries Index hitting 7,260 points.   By the end of 
the month the market had given back some gains but still ended up returning 5%, with the index finishing at 7,121 points.  
The sectors that made the greatest contribution to overall performance were financial (1.4% points) and healthcare 
(1.3% points). 
Most market gains came in the first two weeks of January and largely caught up on the weaker performance experienced 
in the last few weeks of December. The rising market has pushed valuations higher and the forward price-to-earnings 
multiple for our share market was 17.9x at month end. 
Our share market performance was surprising given global fears around the coronavirus and Australia’s economic 
reliance on China.  Demand for safe haven investments was high with the yield on 10-year Australian government bonds 
pushed back below 1%, a move of 42bps since the start of the year.  It was a similar situation with our currency and the 
flight to safety saw the Australian dollar fall close to 5% against the U.S. dollar to finish the month trading at 67 cents to 
the US dollar. 
Economic data out over January was mixed. The housing market continues be a point of strength (hard to imagine from 
WA!) and nationally prices rose 1.0% over the month.  Loan approvals remain strong.  The labour market report was also 
positive for December, with 29,000 jobs added and the unemployment rate falling to 5.1%. Not so positive was that a 
large portion of jobs created were for part-time employment. 
Headline inflation was 1.8% in the fourth quarter and core inflation was 1.6%. This is still below the 2% target set by the 
Reserve Bank of Australia.   
Rising house prices and falling unemployment did not boost consumer confidence.  Under the heat of a summer of 
bushfires, consumer sentiment wilted in January.  Time will tell whether the recent rains experienced on the east coast 
will bring with them a subsequent rebound in consumer confidence.  
While the share market is pushing record highs, the concentration of shares on our share market means that this can be 
attributed to a small number of companies with significant share market capitalisations.  Across the broader share 
market, there are a number of interesting situations, often created by one off circumstances that in time should be 
resolved.   
 
One example is Treasury Wines, a former share market darling that has come back to Earth, as the share price graph 
below illustrates. 
  
Treasury owns a portfolio of premium wine brands.  The Company has experienced strong growth into Asia over the 
last 5 years, with profits growing accordingly. This year, on the back of over-supply of wine in the US and 
Coronavirus likely to stall wine sales growth in China, profits are expected to be flat. The share market reaction has 
been brutal, with the share price falling over 40% for the financial year to date.    
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If Coronavirus follows a similar path to SARS, once the virus is contained, there is likely to be a rebound in Chinese 
consumer spending as consumers shake out of their systems the confines they have had to endure while the virus was 
circulating.   
As such, there is the potential for profit growth to resume post 2020 and in turn this should see a share price recovery.  
  
Another company that has experienced a significant share price fall and is subsequently of interest is engineering firm 
Cimic; formerly Leighton Holdings.   
  
Cimic has reported $1.8 billion in post-tax provisions and impairments as it exits the Middle East.  The share price has 
reacted accordingly.  However, the underlying business is performing well, the Company still holds close to $1 billion in 
cash and at $27.39, is trading on undemanding market multiples. 
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Cimic is 72.68% owned by German company Hochtief.  It would not surprise if at some point the parent group made a takeover 
offer to buy out minority interests. 
 
Both Treasury Wines and Cimic have experienced significant volatility in their respective share prices.  While it would be nice to 
buy at the bottom of the market for these two respective shares, this is ultimately unlikely.  In considering investments such as 
these, investors need to be willing to buy multiple parcels of shares so as to be able to average down should the need arise.   
 
 



 

 
If you would like to discuss any of the above companies or other aspects of your portfolio, please do not hesitate to 
contact our office. 
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