September 2020 — Over the Horizon Market Commentary by David Offer
September was the first negative month for our share market since March, with the All Ordinaries Index falling 3.8%
to close at 6,009 points. However, this loss appears fleeting, with our share market already up 5% for the month of
October at the time of writing. This month’s recovery has been off the back of a rising US share market and an
overwhelmingly favourable reception within Australia to the recently announced Federal Budget.
Let’s hope that this year’s Federal Budget is a once in a lifetime event, as Australia racks up a forecast deficit this
year (2020/21) that is estimated to be $213 billion or 11% of GDP. As per the charts below, this is the largest deficit
since World War II. Over the next few years, our national debt will swell to levels not seen since the 1950s.

The key fiscal measures announced in the budget were:
o

o
o
o
o
o
o
o
o
o

a bring forward of the July 2022 tax cuts to July 2020. This will raise the start of the 32.5% tax rate
bracket to $45,000 from $37,000 and raise the start of the 37% tax rate bracket out to $120,000 from
$90,000 and increases the low income tax offset. It will mean tax cuts of $83 a fortnight for someone on
$80,000 and $99 a fortnight for someone on $140,000 and refunds for higher tax already paid since July;
instant expensing for tax purposes for any investment undertaken by businesses with turnover up to
$5bn until 30 June 2022 and the ability to offset losses against previous profits to generate a tax refund;
a reinstatement of R&D tax breaks;
a new JobMaker wage subsidy tied to employing young people to partly replace JobKeeper;
$1.2bn to subsidise 100,000 new apprentices;
an extra $3bn in infrastructure spending to state governments on a “use it or lose it” basis;
more support for housing with an expansion of the First Home Loan Deposit scheme;
$1.3bn in initial funding to help encourage manufacturing;
more health spending and on aged care; and
more stimulus payments for welfare recipients.

While not a mainstream view, we can’t help but feel that within this budget our Federal Government is excessively
hitting the panic button with the cost being significant financial detriment to our Nation. Future generations will be
consigned with the obligation to foot the bill and going forward Australia will be much less equipped to deal with
the next crisis that will inevitably occur.
By way of comparison, consider Western Australia as a region that has emerged from the virus lockdowns much
earlier than much of the East Coast and especially Victoria. Off the back of much more modest stimulus, WA looks
set to end 2020 on a more prosperous footing than how we began the year. Queensland and South Australia are
also building momentum. As such, in time we expect NSW and Victoria will follow suit with their economic recovery
once lockdown restrictions ease. It is possible that excessive economic stimulus ends up being applied, the result
being an eventual overheating of our national economy.
At the current time there are multiple factors pointing to a rapid economic recovery. This includes;







Record accommodative monetary policy with interest rates at 0.25% and an expectation they will fall
further to just 0.10%.
Record accommodative fiscal policy with this year’s deficit $213 billion with money being pumped directly
into the economy (contrasted to WWII when comparable deficits where used to fund the war effort).
Recovering property markets (excluding Victoria).
Breaking of the East Coast drought and reasonable commodity markets (especially iron ore and gold).
A low oil price.
A temporary reduction in immigration which should assist in a rapid decline in the unemployment rate.
Medium term this is likely to reverse as Australia is viewed as a desirable country to emigrate to. When at
full employment, further population growth will become an economic stimulus.

A full century on, we may be set for a repeat of the Roaring 20s.
A key determinant for a successful recovery will be the finding of a suitable vaccine for Covid-19. On this front the
news is positive with 44 vaccines presently in clinical trials on humans.

PHASE 1 SAFETY TRIALS: Scientists give the vaccine to a small number of people to test safety and dosage as well as
to confirm that it stimulates the immune system.
PHASE 2 EXPANDED TRIALS: Scientists give the vaccine to hundreds of people split into groups, such as children and
the elderly, to see if the vaccine acts differently in them. These trials further test the vaccine’s safety and ability to
stimulate the immune system.
PHASE 3 EFFICACY TRIALS: Scientists give the vaccine to thousands of people and wait to see how many become
infected, compared with volunteers who received a placebo. These trials can determine if the vaccine protects
against the coronavirus. In June, the F.D.A. said that a coronavirus vaccine would have to protect at least 50% of
vaccinated people to be considered effective.
EARLY OR LIMITED APPROVAL: China and Russia have approved vaccines without waiting for the results of Phase 3
trials. Experts say the rushed process has serious risks.
APPROVAL: Regulators in each country review the trial results and decide whether to approve the vaccine or not.
During a pandemic, a vaccine may receive emergency use authorization before getting formal approval. Once a
vaccine is licensed, researchers continue to monitor people who receive it to make sure it’s safe and effective.
Pfizer and BioNTech could seek approval before the end of October and Oxford, AZ and Moderna by the end of the
calendar year.
Anthony Fauci, the head of the US based National Institute of Allergy and Infectious Diseases Centre stated on 23
September that he expects to see phase 3 data in November and from there it will be a relatively quick process to
license. In fact, a number of companies are manufacturing ‘on risk’. They are assuming their respective vaccines
will be approved and wish to enable their vaccine to hit the market as quickly as possible.
Australia has ordered 3.8 million doses of the Oxford vaccine. It is likely these will be received in January and
February to treat 1.9 million of Australia’s more elderly and at risk through the delivery of 2 courses of the vaccine
(an initial injection and subsequent follow-up booster shot).
Thereafter, under a $1.7bn commitment, Australians will get priority access to more than 84 million doses of the
Oxford University/AstraZeneca vaccine, and another being developed by the University of Queensland in
partnership with CSL. By mid 2021 it is likely that all Australians who wish to have been vaccinated will have been.

If so, one could expect domestic travel to return to normal by mid next year. A slower return to international travel
is expected however as an influx of Covid-19 would still have negative ramifications as no initial vaccine is expected
to be entirely effective.
Our expectation is that as the national economy recovers, more traditional companies (when compared to recently
emerging technology companies) exposed to the broader economy will rebound strongly. We have listed numerous
examples of such companies in our monthly letter over recent months.
It may be time to add Australia’s beleaguered banking sector to this list. As well as lower than expected bad debts,
the sector will benefit from higher medium to long term interest rates (a likely outcome of the economy
rebounding) as well as the Federal Government announcing the abolishment of the responsible lending rules on
budget night. This is intended to restore balance to the banking system after 10 years of regulatory creep that has
seen the pendulum swing to far away from ‘borrower beware’ to ‘lender beware’. The onus is now once again
placed on the consumer to ensure they will be able to repay a loan. While a sensible outcome, it does significantly
diminish the significance of the recent Royal Commission into the banking sector.
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