
Key Indices 
Index Aug 2009 Sep 2009 Change Change Commodities Aug 2009 Sep 2009 Change 
S&P ASX200 4,479.1 4,743.6 264.5 5.91% Oil - WTI 69.96 70.61 0.9% 
All Ordinaries 4,484.1 4,739.3 255.2 5.69% NY Gold 952.20 1,008.00 5.9% 
S&P ASX Property 875.3 958.5 83.2 9.51% Cash Rate 3.00% 3.00% 0.00 
Dow Jones 9,496.3 9,712.3 216.0 2.27% 90 Day Bank 3.49% 3.38% -0.11 
S&P 500 1,020.6 1,057.1 36.5 3.57% 10 Yr Bonds 5.48% 5.45% -0.03 
FTSE 100 4,908.9 5,133.9 225.0 4.58% 
Euro Stoxx 50 2,775.2 2,872.6 97.5 3.51% 
SSE Comp Index 2,667.7 2,779.4 111.7 4.19% 
Hang Seng 19,724.2 20,955.3 1,231.1 6.24% 
Nikkei 225 10,492.5 10,133.2 -359.3 -3.42% 
Currencies         
AUD/USD 0.8431 0.8826 0.0395 4.69% 
AUD/JPY 78.2055 79.0191 0.8136 1.04% 
AUD/GBP 0.5173 0.5518 0.0345 6.68% 
AUD/EUR 0.5875 0.6038 0.0163 2.78% 

 
Market & Economic Commentary  
September was another strong month as the recovery in global 
equity markets continues. Australian equities rose 5.9% with 
continuing signs of economic and earnings recovery.  

While we can point to underlying strength in the Australian 
economy for the performance, the rally has not been confined to 
Australia and some of the large, poorer performing economies 
have also posted strong gains over the quarter, as increasing 
evidence of global economic recovery has emerged.  

Over the quarter, the UK’s FTSE rose about 21%, the Dow Jones 
15%, Hong Kong’s Hang Seng 14% and Germany’s DAX was up 
about 19%. By stark comparison, Japan continued to struggle 
with the Nikkei up around 1.5% and China’s Shanghai Composite 
actually lost 6.1%, after a weak month in August (but remains up 
52% for the year).  

Domestically, our higher interest rates have combined with 
stronger commodity prices to support and strengthen the 
Australian dollar. This week’s rise in the cash rate to 3.25%, 
while other Central Banks maintain a hold will further underpin 
Australian dollar strength. Some analysts are predicting US0.90-
0.95 and even parity between the Australian and US dollars in 
2010 as interest rates are now expected to rise quickly to more 
normalised levels of between 4% to 5%. 

While the RBA raised rates this week sighting an improving 
economic outlook, the recovery remains fragile and subject to 
potential setbacks. The RBA is seeking to head off the 
development of asset bubbles in a low interest rate environment 
and counter any signs of emerging inflation. The underlying 
resilience of the economy means that the emergency interest rate 
settings are no longer appropriate. However, in the months ahead, 
the RBA will need to juggle interest rate policy settings, 
balancing the potential for an inflationary breakout against the 
stalling of a still fragile economic recovery. 

For example, uncertainty remains over the housing market. The 
end of September marks the first scale back of the Government’s 
first home buyer’s grant. Credit pressure remains on multi unit 
developers and residential building approvals are sluggish, falling 
0.l% in August. Housing prices are again rising (particularly in 
Melbourne, Darwin and Sydney) increasing pressure on 
affordability.  

Also, while unemployment is lower than previously forecast, it is 
still expected to rise and under-employment remains a significant 
issue. Despite this, personal lending (credit cards, personal loans, 
margin lending) is on the increase for the first time in eleven 
months and retail spending remains significantly more buoyant 
than expected.  On the other hand, business lending continues to 
contract.  

The seven month long rally in the share market reflects the early 
rerating of equities as signs of economic recovery emerged. The 
prospect of improved earnings and profitability have seen PEs 
expand substantially from the March lows, of around 10x to around 
16x forward earnings. An earnings recovery for corporate Australia 
now needs to be evidenced to consolidate these gains. The risk is 
not only the speed and scale of this recovery, but also that earnings 
revisions could disappoint expectations. 

Also importantly, any weakness may not come from Australia with 
its relatively strong economy. The reality is that the US, UK and 
Europe remain economically weakened having borrowed trillions 
to prop up their economies and financial institutions with high 
unemployment and depressed housing markets.  Over time, the 
stimulus packages and interest rate settings will have to be 
unwound and normalised. It is only at that stage that it will become 
evident whether the economic foundations have been soundly 
reconstructed. Evidence to date simply confirms the stimulus 
strategies have been effective in stabilising the global economy and 
financial system, not fixing the underlying problems. Successfully 
unwinding the stimulus measures that have been put in place will 
be crucial. 

Whilst we are aware that value is now less apparent in the share 
market, we are maintaining an overweight bias given that we have 
only just moved into Zone 4 and given the vast amount of cash 
reserves globally that remain uncommitted. Equity investors should 
be aware of the chance for increased volatility especially if interest 
rates rise rapidly, however the medium term trend should remain 
positive. At this point, we are inclined to increase attention on 
stock selection, rather than taking a broad based index approach. 
Those investors who went overweight early via an index exposure 
may like to consider taking some profits. 
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Price Charts – past 90 days 
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Figure 1- AUD/USD Source: Factset 
Red lines are 7 day moving average  
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Figure 2- All Ords Source: Factset 
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Figure 3- Dow Jones Source: Factset 

 

Long Term Share Table 

Code Aug 2009 Sep 2009 Change  Change Code Aug 2009 Sep 2009 Change  Change 
AGK- 13.96 13.67 -0.29 -2.08% ORG-ASX^ 15.31 16.32 1.01 6.60% 
AMP- 6.36 6.52 0.16 2.52% ORI-ASX^ 22.58 23.50 0.92 4.07% 
ANZ- 21.29 24.39 3.10 14.56% OSH-ASX^ 6.27 6.45 0.18 2.87% 
ASX- 33.10 35.20 2.10 6.34% QBE-ASX^ 22.88 24.06 1.18 5.16% 
BHP- 36.80 37.73 0.93 2.53% RHC-ASX^ 10.50 10.97 0.47 4.48% 
BXB- 7.43 8.08 0.65 8.75% RIO-ASX^ 56.11 59.24 3.13 5.58% 
CBA- 46.00 51.75 5.75 12.50% SEK-ASX^ 5.38 5.51 0.13 2.42% 
CCL- 9.91 9.81 -0.10 -1.01% SGP-ASX^ 3.78 4.08 0.30 7.94% 
CPU- 10.11 11.16 1.05 10.39% SHL-ASX^ 13.98 14.21 0.23 1.65% 
CSL- 32.21 33.46 1.25 3.88% TAH-ASX^ 6.71 7.13 0.42 6.26% 
CWN- 7.91 8.93 1.02 12.90% TCL-ASX^ 4.04 4.10 0.06 1.49% 
GMG- 0.62 0.67 0.05 7.26% TLS-ASX^ 3.26 3.27 0.01 0.31% 
GPT- 0.62 0.69 0.07 11.38% TOL-ASX^ 7.97 8.53 0.56 7.03% 
HST- 1.81 2.23 0.42 23.20% WBC-ASX^ 24.37 26.25 1.88 7.71% 
IOF- 0.55 0.56 0.02 2.75% WDC-ASX^ 12.66 13.90 1.24 9.79% 
LEI- 36.95 36.17 -0.78 -2.11% WES-ASX^ 25.13 26.49 1.36 5.41% 
LGL- 2.77 2.80 0.03 1.08% WESN- 25.30 26.55 1.25 4.94% 
MAP- 2.56 2.84 0.28 10.94% WOR-ASX^ 28.47 29.71 1.24 4.36% 
MQG- 50.80 58.79 7.99 15.73% WOW- 28.02 29.25 1.23 4.39% 

 

Managed Funds 

Fund Aug 2009 Sep 2009 Change  Change % 
Aberdeen International Equity Fund 0.7583 0.7737 0.0154 2.03% 
Arrowstreet Emerging Markets 0.8342 0.8685 0.0343 4.11% 
Arrowstreet Global Equity 0.7600 0.7594 -0.0006 -0.08% 
Arrowstreet Global Equity (Hedged) 0.7967 0.8130 0.0163 2.05% 
Ausbil - Australian Active Equity Fund 2.7075 2.8384 0.1309 4.83% 
Ausbil - Australian Emerging Leaders 2.2666 2.3521 0.0855 3.77% 
Black Rock - Global Allocation Aust Cls D 0.9523 0.9750 0.0227 2.38% 
BlackRock Direct Property Fund 0.8329 0.8374 0.0045 0.54% 
CFS Wholesale - Geared Share Fund 3.1375 3.4159 0.2784 8.87% 
Deutsche Thematic Global (Hedged) 0.6342 0.6586 0.0244 3.85% 
Deutsche Thematic Global (Unhedged) 1.1789 1.1964 0.0175 1.48% 
Eley Griffiths Group - Small Cos 1.4661 1.5360 0.0699 4.77% 
Perpetual Exact market Cash 0.9784 0.9811 0.0027 0.27% 
Platinum Asia Fund 2.1516 2.1884 0.0368 1.71% 
Platinum International 1.5271 1.5431 0.0160 1.05% 
Tyndall Australian Share W'Sale 1.9579 2.0699 0.1120 5.72% 
UBS Cash Fund 1.0532 1.0531 -0.0001 -0.01% 
Vanguard Australian Fixed Interest Fund 1.0773 1.0896 0.0123 1.14% 
Vanguard WS Australian Government Bond Index Fund 0.9641 0.9641 0.0000 0.00% 
Vanguard WS Australian Shares High Yield Fund 1.2614 1.3261 0.0647 5.13% 
Vanguard WS Australian Shares Index Fund 1.6771 1.7705 0.0934 5.57% 
Winton Global Alpha Fund 1.0269 1.0468 0.0199 1.94% 

 
 



Key Market Indicators 
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Fig 4 – CBOE Volatility Index [VIX] (past 12 months) Source: 
Factset Red line is 7 day moving average 
The VIX index is a measure of US equity market volatility over a 30 day period. 
It is quoted in percentage points per annum with the value expressing a forward 
looking, implied annual volatility figure. For example, a VIX value of 35 
represents an annualised implied volatility of 35% for the S&P 500 index over 
the next 30 days. 
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Fig 5 – Interest Rate spread – 3 month USD London Interbank Offered 
Rate [LIBOR] / 3 month US Treasury Notes Source: Factset 
We have graphed the interest rate differential between what the 3 month US 
dollar Libor rate compared to the yield on a 3 month US treasury note over the 
past 12 months. The key point to identify is that the smaller the spread between 
the 3 month Libor rate and the 3 month US Treasury Note yields, the lower it 
costs banks to borrow in the short term. 

Corporate Actions of Interest 

Company Code Issue Closing Date 
Myer Group T.B.C. Initial Public Offering of new shares in Myer.  23 October 2009 

 
 

What you should know this month 

Myer Group – Initial Public Offering 
With a Price Earnings ratio of up to 17.3 times and no sales growth over the last two years the turnaround in Myer in the hands of Private 
Equity has been a cost cutting exercise where this is priced for the equity holders to squeeze the last drop out of the company. While the 
margin growth is impressive we don't see this at the higher end of the price range as overly compelling and would not be recommending 
to clients. Whilst we would not be surprised with some sort of stag opportunity in the early days of trading that would be purely 
speculation. The data doesn’t support investment at the top end of the price range in our view which does not make the Myer offer overly 
compelling unless it was priced at the very bottom of the range which we would suspect is unlikely. 
 
 

Notice: Lachlan Wealth Management Limited ABN 30 111 060 587 ("Lachlan"), Australian Financial Services Licence No. 289986. For information 
relating to our financial services you should refer to Lachlan's Financial Services Guide. 

Disclaimer: This material contains purely factual information and/or general advice; it does not constitute personal financial product advice. This 
information does not take into account your personal objectives, financial situation or needs and you must determine whether it is appropriate in terms of 
your particular circumstances. Before acting on general advice you should consider the appropriateness of the advice having regard to your situation. We 
recommend you obtain financial, legal and taxation advice before making any financial investment decision. Past performance is not an indication of 
future performance; a Product Disclosure Document should be read prior to investing in any managed investment. This information is confidential. 

Time Limitation: As economic and market conditions are constantly changing the recommendations in this report are only valid for thirty (30) days from 
the date of presentation. 
Research Reports: If attached, please ensure you read the research reports in relation to each of the recommended investments before proceeding. 


