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Finishing Strongly
Market comment
The final quarter of the 2021 financial year saw the
Australian market (ASX300 including dividends) continue
its upward march, returning 8.5%. Since the initial Covid
panic in March 2020 there has been only one negative
month, September 2020. Economic news in Australia
continued to be positive with unemployment falling back
to pre-Covid lows and job vacancy statistics suggesting
further improvement lies ahead. While a Covid flare-up
late in the quarter puts some risk around the durability of
the recovery, we’ve been through lockdowns so many
times now it appears that the market doesn’t fear its
impact too much, notwithstanding the greater relative
scariness of the Delta strain.
The year to June 2021 will go down as one of the better
periods for the share market in recent years. At +28%, it
ranks alongside some of the very best since the ASX300
was established three decades ago. The average annual
return over that period has been 10.4%, with many more
ups than downs.

Commodity prices remained generally well supported
across the June quarter, reflecting a building economic
recovery in many parts of the world. Bulk commodities
were the clear winners: Iron Ore was up 39% in $A
terms; Thermal Coal, used in power generation, was up
41% and Metallurgical Coal, used in the making of steel,
rose 48%. Energy prices were also strong: Brent and
Tapis Oil up 20% and light crude from the US up 25%
while Gas prices in the US rose by +40%. Some base
metals also showed strength: Lead up 18%, Aluminium
and Nickel up 15% and Copper up 8%.
Despite the very strong energy prices mentioned above,
however, companies in the Energy and Utilities sectors
on the Australian market performed quite poorly across
the quarter, falling 2% and 5% respectively. This is a
little perplexing one would normally expect the oil price
and share prices of energy producers to be quite closely
related. Much better outcomes however were achieved
from Consumer Discretionary and IT companies (both
+12%) and Consumer Services (+11%). Materials
companies, which include resources, building materials
and chemical producers, and Financials also did well,
rising close to 10% overall. Real Estate and Healthcare
companies were essentially market-performers.

Portfolio comment

The $A lost a cent over the June quarter, moving from
$US0.76 to $0.75 even though it spent most of that time
above $0.77. Global markets were mixed as usual and
Australia performed in the middle of the pack, similar to
China but better than the UK, Germany, Italy, Singapore,
and New Zealand. Some markets however delivered
returns greater than 10%, including the US, France, and
Canada. Japan had a zero return for the quarter as that
market contemplates imminently hosting the Olympics at
the same time as battling virus breakouts.
Performance*

The Fund performed in line with the market over the
June quarter. Considering the amount of volatility over
the period there were few stand-out companies. It
benefitted most from a diverse group of companies,
including tech exposure Megaport, industrial property
developer Goodman Group and waste management
company Cleanaway. The largest detractors from
performance were Qantas, hurt by more lockdowns, and
hospital operator Ramsay Healthcare. Being underweight
gaming machine maker Aristocrat Leisure in the quarter
also hurt.
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*Returns are calculated after fees have been deducted, assuming reinvestment of distributions. No allowance is made for tax. Past performance is not a reliable
indicator of future performance. Source: Fidante Partners Limited, 30 June 2021.
^The Fund changed investment manager and investment methodology on 12 July 2010, at which time Alphinity Investment Management commenced managing the
Fund and started the transitioning of the portfolios to a structure consistent with Alphinity’s investment views. The transition was completed on 31 August 2010. The
inception date for the returns for the Fund is 1 September 2010. For performance relating to previous periods, please contact the Fidante Partners Investor Services
team on 13 51 53 during Sydney business hours.
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Market outlook

Portfolio Outlook

So was that it? Have bond yields already peaked? While
many commentators – ourselves included – expected the
yield of longer-dated bonds to rise as the reduction of
monetary stimulus through the bond market (a.k.a.
tapering) approached, the exact opposite has happened in
the last month or so. When Jerome Powell, Chair of the US
Federal Reserve Bank (Fed), said it is now “talking about
talking about” tapering market participants sent bond yields
lower, and “growth” stocks, which tend to benefit from less
abundant earnings growth and lower interest rates, higher.
The market’s view now is that the Fed will rein in economic
growth and inflation before more drastic action is required
down the track.

With most of the positive earnings growth surprise potential
still concentrated in Resource companies, we retain a solid
exposure to the sector. Within that however, we have
further skewed the positions towards diversified miners BHP
and Rio Tinto, as we see in them the greatest potential for
further earnings upgrades in addition to healthy dividend
payments in coming months. Copper miner Oz Minerals has
been a favourite company of ours and management has
hardly put a foot wrong over the last several years.
However, with consensus copper price expectations now
close to the spot price (which is up 60% over the last 12
months) and the company’s growth projects largely
reflected in the share price, which has doubled in the same
period, we continued to reduce our position.

We suspect the last word might not yet have been said
about inflation, as there are now more companies talking
about having pricing power (i.e. being able to pass higher
input costs on to the selling price of their product) than at
any time in the last decade or so. An increase in the supply
of bonds as the US Government looks to fund its everincreasing budget deficit and roll over existing debts might
be another reason for bond yields to reverse course.
Not much has changed from a domestic corporate earnings
perspective. Earnings growth expectations have been
further revised upwards for both the financial year just
finished (FY21) and the one just started (FY22). FY21
earnings growth, which will be confirmed in the upcoming
August reporting season, is likely to come in at well over
20%, a very strong outcome even when compared to the
weak FY20. However, the bulk of the earnings growth can
be explained by a rebound in Bank earnings, following
overly pessimistic bad debt assumptions in the past, and
strong commodity prices. More recent positive earnings
growth revisions have been even more concentrated in the
Resource and Energy sectors. And while many Resource
stocks are trading at low earnings multiples, sell-side
analysts’ commodity price assumptions are starting to catch
up to spot prices which limits the potential for further
upgrades – at least for the remainder of the year.
In summary, while we cannot rule out a return to some sort
of Goldilocks scenario, in which economic growth is solid but
not so high as to trigger interest rate increases, it is
increasingly difficult to find areas of the market for which
earnings are either not already looking close to as good as
they can get or, for companies whose earnings are yet to
recover, share prices that are not already factoring in a lot
of positive future earnings news.
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While we are skeptical about bond yields staying at current
levels, and as a result continue to be underweight
Technology, which is the most expensive sector in the
market, we have continued to diversify the portfolio by
adding more strucural growth companies in recent months.
A few months ago we added Domino’s Pizza Enterprises,
attracted by that company’s accelerating store rollout in
Japan and Europe; more recently we added Aristocrat
Leisure and Resmed. Both have been in the portfolio before
but a lack of earnings upgrades kept us out recently.
Aristocrat has an enviable position in slot machines in US
casinos and a solid platform for growth in online gaming. Its
most recent result showed that the company is now poised
for solid earnings growth with further upside potential, in
our view. Resmed has had some challenges with the lagged
impact on demand for its sleep apnea products due to a
decline in sleep diagnostics during Covid. Testing is now
recovering and a significant global product recall by its
major global competitor, coinciding with Resmed’s launch of
its new S11 airflow generator, is also providing the company
with an opportunity for a step-change in market share
globally.
The upcoming August reporting season will, as always, be
an important test of the investment theses for many
portfolio holdings. The portfolio achieved a strong score
card in the February interim reporting season and, while
share prices, earnings expectations and the economic
enviroment have continued to evolve since then, we believe
– supported by recent management commentary – that
most of the companies that did well in February will also
report solid numbers in August.
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BTW
“Early to bed, early to rise, makes a [person] healthy,
wealthy, and wise”. So says the proverb, although the
causal link has never been definitively established. We
all must be sleeping really well then: we are wealthy and
we are healthy (see BTW2 on p4). Are we wise? Might
be best to leave that topic for another day…
The fact you are reading this suggests you care about
your wealth, and Alphinity is pleased to be able to
provide products to assist you in building that. We are
always interested to see the annual Credit Suisse global
wealth survey, the 2021 version of which was released
this month. It examines the state of peoples’ wealth
around the world and it’s always intriguing to see how
well Australia fares in this respect. While the strength or
otherwise of the $A can have an impact from time to
time (all countries’ metrics are expressed in $US), in
recent years we have tended to end up close to the very
top. Credit Suisse’s home market of Switzerland
generally ends up #1.
This year Australia came in at #4, with average wealth
(total assets net of debt) of $US483,760 per adult.
Switzerland topped the list with a $US673,960 and was
followed by the USA at $US505,420 and Hong Kong at
$US503,340. Our friends across the Tasman were not
far behind in 8th place with $348,200. Between us and
New Zealand were the Netherlands, Denmark, and
Belgium.
More pleasing however is that Australia is the highestranking country in the world when it comes to median
wealth, with $US238,070 per adult. Median wealth is the
point at which there are just as many adults with higher
wealth as lower wealth. This means our wealth is shared
more equally than most wealthy places: the rich here
are not as super-rich and the poor are not as super-poor
as in some countries. The US for instance is often
perceived as a place where there is great inequality and
the Credit Suisse report supports that: average wealth is
half a million dollars but that is distorted by a relatively
small number of people with obscene amounts of wealth
– Musk, Gates, Buffet, Bezos, Zuckerberg et al – which
increases its average a lot. Median wealth in the USA is
$US79,000, just a third of ours. New Zealand also scores
highly in the equality stakes, coming in at #4.
Switzerland, with the highest average of wealth, has the
6th highest median wealth with $146,730.

Why is Australia so well off? A number of factors
contribute but compulsory superannuation, which has
forced most workers to save a meaningful proportion of
their income for the last 30 years, is a big factor. This
has grown into an enormous pool of assets, a bit over
$A3 trillion, which is bigger than the country’s annual
economic output, around $A2 trillion). Thank you Mr
Keating!
Covid has turned out to be pretty good for wealthy
people. Almost all countries showed hefty increases in
average and median wealth, largely thanks to huge
amounts of economic stimulus around the world, and
zero interest rates which sparked booming share and
housing markets almost everywhere. In Australia, for
instance, wealth in $US rose by 13% on the prior year
and in many other countries it was up double digits too.
Wealth fell by about 5% in Hong Kong, although one
can probably attribute this to other factors being in play
there, such as the pro-democracy crackdown and exit of
expats which has hit property values. Still Hong Kong’s
average and median wealth remain very high at
$US503,340 (average, #3) and $US173,370 (median,
also #3): much wealthier and more equal than across
the border in China (average $US67,771; median
$US24,067). It is intriguing that China would rather
impose its own system onto Hong Kong than replicate
Hong Kong’s clearly successful economic model.
The number of millionaires per country is also measured
in the survey. Credit Suisse found that there were 1.8
million $US millionaires (adults with a new worth of
about $A1.3m) in Australia at the end of 2020 – up from
1.4 million the year before. Of course, this used to be
quite an impressive claim; these days it just means you
have a decent wedge of equity in a house in one of our
major capital cities. There are 56 million millionaires
around the world, 22 million of which are in the US. But
our relative equality is again shown by the proportions:
with 9.4% of the adult population we are second only to
Switzerland, 15% of whose population is a millionaire.
The US comes in a close #3 with 8.7%.
What does the future hold? No one really knows but for
what it’s worth Credit Suisse forecasts a continuation of
the upward trend, projecting a further 39% increase in
overall global wealth by 2025. It expects the robust
recovery from the Covid recession (which was mercifully
brief in Australia) to continue, and our number of
millionaires to increase by 50% – to 84 million – by
then. Our own number is supposed to rise by 70% to a
bit over 3 million. China’s number is expected to almost
double, from 5.3 million to 10.2 million, although will
remain well short of the 28 million they say will be in
the US at that time.
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BTW2
Being rich doesn’t necessarily mean being happy but it
does seem to correlate somewhat with being healthy.
Bloomberg, which seems to have stats on pretty much
everything, measures relative health in its Healthiest
Countries Index. The most recent report we could locate
was from pre-Covid 2019: there were some purporting to
be from 2021 and 2021 but they generally referred back
to the 2019 Bloomberg report. A bit has happened on the
health front since then which might make the assessment
a bit different now but at that point the healthiest country
in the world was Spain. It was followed by Italy, Iceland,
Japan, Switzerland, Sweden and, at number seven,
Australia. Singapore, Norway and Israel rounded out the
top ten.
One could make up some common themes out of this.
The Mediterranean diet (Spain, Italy, Israel); primarily
fish-based diets (Iceland, Japan, Sweden, Norway); and
wealth as per the previous article (Switzerland, Australia,
Singapore). Wealth of course is not completely positive
for health. It does enables some good health outcomes
(for instance good housing, access to drugs and medical
care), but equally predisposes people to the negative
aspects of prosperity: hypertension, alcohol consumption,
obesity, and sedentary lifestyles. Wealth didn’t help the
US however which ended up in 35th spot: inequality was
enough to offset that. China was not that far behind,
52nd, and is rising quickly.

Would Covid have changed the situation much if
Bloomberg re-ran its data today? Probably it would: the
fact that hundreds of thousands of people died in rich
western countries with supposedly good health systems,
like the USA and UK, while deaths in China were
suppressed (according to official numbers at least)
means that China might now rank ahead of its rival.
Bloomberg used data to arrive at its conclusions. The
starting point was mortality from communicable
diseases, life expectancy and the probability of surviving
various life stages, followed by risks of adverse
outcomes from the abovementioned lifestyle factors and
measures such as availability of fresh air, clean water
and good sanitation. There were 169 countries assessed
by Bloomberg – a further 30 had insufficient information
available so were not scored – but sadly at the lower
end of the scale
were the longsuffering SubSaharan African
countries which
made up 27 of
the 30 bottom
countries. The
very last spot
was held by
Sierra Leone.
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