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Why not invest your assets 
in the companies you really 
like? As Mae West said, ªToo 
much of a good thing can be 

wonderfulº.

            Warren Buffett

We are all glad 2009 is behind us, 
particularly as we started that year 
with much doom and gloom.  Markets 
and economies have recovered in 2009, 
particularly the global and domestic 
sharemarkets.

We are now focused on 2010 and looking 
for consolidation of the economic recovery 
to gain further traction that is sustainable 
and provide an underpinning of market 
linked investments.

It is still not a given that this will eventuate 
as January and early February 2010 saw 
a market correction as the inevitable 
economic news, particularly the sovereign 
debt issues in Europe, and continued weak 
economic statistics dampened overall 
market sentiment.

The main themes for 2010 will be about the 
following :

1.  The driver of markets will be the 
mighty US consumer as the labour markets 
improve and housing markets rebound.  It is 
all likely to take longer than we anticipate.  
Following the major pump priming from 
the Federal Government, it will now be up 
to the real economy to kick in.

The big issue for 2010 on a global basis 
will be how the US will recover and 
how they will handle government debt 
and de®cits.  There also appears to be 
cracks developing in the con®dence in 
the Obama administration to handle the 
recovery and not put too much regulation 
on the ®nancial sector.  The ®nancial 
regulation trend is inevitable both in 
the US and globally.  It is also noted that 
in Australia, the Rudd government has 
announced withdrawal of the government 
guarantee for banks which will have 
to work its way through the ®nancial 
markets. 

2.  We are also watching China, India and 
other emerging markets to lead economic 
growth at levels signi®cantly above the 
more advanced economies.  For example, 
economic growth in China is projected at 
levels around 10 to 11%, India 7 - 8% and 
Brazil at say 5 - 6% compared to levels of 
around 2 - 2.5% for other more advanced 
economies.  

It is worth noting that in early January fears 
did emerge that there was the possibility of a 
slowdown in China but from relatively high 
levels.  Overall total global economic growth 
is forecasted at around the 3% level.  This is 
still quite a good outcome.

3.  We anticipate that with the overall 
economic recovery, corporate earnings should 
rebound and drive sharemarkets in the next 
cycle.  This will also be in an economic 
environment of relatively low in¯ation, low 
interest rates and the potential weight of 
money still to be allocated to the sharemarket.  
Emerging markets should outperform in this 
cycle with their higher projected earnings 
forecast.

4.  Little old Australia has performed very 
well and not only survived, but did not go 
into recession during 2009, buoyed by the 
very proactive Rudd government stimulus 
packages, booming commodity market, strong 
pipeline of investment and mining projects 
and new infrastructure projects coming on 
line.

Australia has bene®ted by continued low 
unemployment and interest rates even though 
in¯ation will be under pressure in 2010.

Australian GDP growth should reach a  
healthy 4%.

While all appears more positive for the next 
cycle, there are potential risks of a blow 
out in in¯ation and interest rates as they 
reach more normal short term cash rates 
around the 4.75 to 5.00% levels.  This should 
continue to support a higher exchange rate 
to the US dollar but volatility will always 
remain during this cycle.

Of course, the rate of increase in interest 
rates from the historic lows seen in 2009 
to higher levels could lead to a too early 
aggressive stance and limit economic 
growth, however this is unlikely.

It is always about con®dence and market 
sentiment.

Even though there are a number of 
immediate worries to contend with, the 
economic recovery is on an upward trend 
and correction in markets do happen from 
time to time.  It's never easy to make money.

                        2010 Ð ANOTHER CHALLENGING YEAR
   

 
                                   

                                                         
by Ian Murdoch

Ian Murdoch, Partner, Lachlan Partners, Melbourne.
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continued on page 3

Historically 2009 will go down as 
a great year
The December quarter saw a solid 2.7% 
increase in the S&P/ASX 200 index which 
was driven by companies sitting outside 
the top twenty with the twenty leaders 
index falling 2.6%. The Australian market 
underperformed international peers for the 
quarter, however with a 30.8% return for the 
calendar year it was the best year since 1993 
and outperformed many global peers over 
the year.

In the U.S., returns of 7.4% were also 
signi®cantly lower than what was seen 
in the September quarter but it managed 
to perform better than the global market. 
Emerging markets was the area for 
investment in 2009 with a 35.3% return for 
the year and a 6.2% return for the quarter in 
Australian dollar terms. With the Australian 
dollar appreciating signi®cantly through 
2009 the MSCI World index saw a negative 
2.5% return in 2009 in Australian dollar 
terms while the quarter was a positive 1.7%.

We have seen a steepening of the U.S. yield 
curve while the Australian yield curve 
has ¯attened at the short end of the curve, 
following three consecutive rate increases 
by the Reserve Bank of Australia. The U.S. 
had a 52 basis point increase in the 10-
year bond rate from 3.31% to 3.83% while 
in Australia, the 10-year bond rose by 28 
basis points. Australian Government bonds 
haven't performed as well as global bonds, 
with a 0.75% total return against global 
bond returns of 1.1% (hedged), however on 
an unhedged basis global bonds saw a -2.7% 
return for the quarter. Corporate Bonds 
slowed in their recovery returning 2.3% 
for the quarter globally, with Australian 
corporate bonds returning 1.99% for the 
quarter as ®xed interest continues to perform 
better than cash.

Australian Market 2009 Dec 09 
Quarter

S&P/ASX 200 30.8% 2.7%

Twenty Leaders 34.7% -2.6%

Financials 46.9% 13.7%

Materials 51.9% 4.3%

Small Ordinaries 32.7% 2.0%

Global 

Dow Jones 18.8% 7.4%

Nasdaq 43.9% 6.9%

FTSE (UK) 22.1% 5.4%

MSCI World ($AU) -2.5% 1.7%

MSCI Emerging Market ($AU) 35.3% 6.2%

Source: FactSet

Interest Rates Rate at 31 
Dec 09

Rate at 30 
Sept 09

RBA Cash Rate 3.75% 3.00%

Aust 10 Year Bond 5.73% 5.45%

Aust 90 day Bills 4.33% 3.43%

US 10 Year Bond 3.83% 3.31%

Commodities Dec 2009 
US$

Quarter 
Change

CRB Index 484.42 12.5%

WTI Oil 79.36 12.4%

NYMEX Gold 1,095.20 8.7%

LME Copper 7,345.00 19.7%

LME Lead 2,390.00 5.1%

LME Aluminium 2,206.00 19.2%

LME Nickel 18,475.00 6.6%

Zinc 2,569.00 34.3%

Outlook

Con®dence that the economies of the world 
are recovering continues to grow with 
its usual setbacks. The cycle has seen a 
signi®cant downswing in Europe and the 
U.S. and to a much lesser extent in Australia. 
With economic recovery becoming more 
probable a survey by Bloomberg of 2009's 
most accurate commodity forecasters expect 
17% growth in oil, corn, gold and palladium.

The outlook for the global economy 
continues to improve. IMF forecasts 
suggest Asia will grow by 5.8% in 2010 far 
higher than the 1.3% predicted for the G-7 
economies and global growth of 3.1%, but 
well short of the 6.7% average recorded for 
the region over the past decade. In¯ation 
has turned positive in the U.S. alleviating 
concerns of continued de¯ationary problems 
for the economy. Globally in¯ation remains 
low but is beginning to rise and in time 
could become an issue with all the stimulus 
in the global economy.

As we indicated last quarter the next phase 
of the cycle should shift from hesitant 
uneven recovery where we remain, to general 
recovery.  However, it's all about when.

Asset Classes

The prevailing conditions still give us 
con®dence in growth assets.

Australian Equities ± remain well 
positioned with companies with solid 
growth expectations being positioned 
well. The resources and energy sectors are 
where we would expect good performance 
with improving global economic growth 
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and strong growth in emerging markets such as China, 
India and parts of Central and South America. Maintain 
tactical overweight positions.

Global Equities  ± investors should remain biased to 
emerging markets. While Asia is a key part of that, we 
favour a broader investment across the entire emerging 
market economies to provide better diversi®cation and 
allow for access to more opportunities. 

Property  ± to perform more traditionally with listed 
property and potentially unlisted property funds 
providing opportunity for reasonable growth with good 
income through the quarter. International property 
remains a means of diversi®cation. Maintain a strategic 
neutral weight.

Fixed Interest  ± we consider listed hybrid securities, term 
deposits and corporate bonds as opportune given the 
available yield. We recommend being diversi®ed across 
corporate and government bonds with holdings in term 
deposits and cash accounts for liquidity purposes. 
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Interest Rates

The Reserve Bank of Australia tightened interest rates  each 
month during the December quarter, the ®rst time we ha ve 
had three successive interest rate rises in one quart er. The 
of®cial cash rate has now increased from an historic  low of 
3.0% to 3.75%. The RBA has indicated that, ªthe Boar d has 
moved at recent meetings to lessen gradually the degr ee of 
monetary stimulus¼º and given the current rate rema ins 
lower than at any point in history prior to the glob al 
®nancial crisis, it seems likely there will be a fur ther rate 
rise in March after pausing in February. Two 25 basi s point 
increases would take us to the previous low point o f 4.25% 
seen in the last interest rate cycle in 2002.

Global monetary policy remains expansionary and the 
market continues to look for signs indicating that interest 
rates will rise sooner than anticipated. The U.S. Feder al 
Reserve has warned repeatedly that this economic 
recovery will be slow, supporting a continuation of its 
policy of near-zero interest rates for a while longer,  saying 
that the U.S. economy was only now recovering from 
recession and warning that the pace of recovery will be 
slow. 

Interest rate futures continue to factor in the ®rst  rate 
hike for August. The Federal Reserve Bank continues th e 
stimulus as indicated in the minutes of the December 
Board meeting with plans to buy $US1.25 trillion of  agency 
mortgage-backed securities and $US175 billion of age ncy 
debt in the ®rst quarter of this year before gradual ly 
slowing the pace of its purchases ªto promote a smo oth 
transition in marketsº.

The European Central Bank has already announced a 
measured program for progressively withdrawing its 
emergency stimulus measures, shortening the maturiti es of 
the funding it has been offering and narrowing the r ange of 
securities it will accept as collateral. Most of its programs 
will end in March.

Strategy

Equities and growth assets generally remain a key 
investment and remain opportune in a cyclical upswi ng 
which we now appear to have commenced.  With markets 
just back in zone 5, and even though the `easy' pro® ts 
may no longer be available, a lot of upside is left in these 
markets. 

Tactical tilts toward resources, energy and quality 
companies with sound growth potential are likely dr ivers 
of further outperformance. Australian equities remain a 
key focus due to our economic resilience underpinned 
signi®cantly by our proximity to South East Asia an d 
current economic stability.  

Also, given the great longer term deposit rates, it is  worth 
locking in some of the longer term rates just in case the 
recovery is not as fruitful as we are all imagining.

Jamie Nemtsas, Partner, Lachlan Partners, Melbourne.


