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Where are we in economic cycle
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US Recession likely to be protracted

• Consumer lead recession, while slow to emerge will 
ultimately lead to a period of suboptimal growth for 
US economy.

• Tight credit conditions and persistent inflationary 
pressures will ensure downturn is protracted.

• Households begin slow process of deleveraging.
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China and India account for half of global growth

China and India's Contribution to Global Economic Growth
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Inflation is the key risk for the Australian Economy
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Inflation Largely Structural
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Inflation is largely structural

Australia: Housing Market Balance
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Australian Profit and Wage Shares
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Food Prices move sharply higher.. Peak Oil may well be upon us..
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Economy will slow in response to tightening Financial conditions
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Discretionary Spending Squeeze
Calculating Discretionary Cash Flow 

Gross Disposable Income

less Employers social contributions

less Superannuation (employee contributions)

= Disposable Cash Income

plus 'Active' Mortgage Equity Withdrawal

plus Change in Personal Credit
(less changes in margin lending)

= Disposable Cash Flow

less Interest expense

less Food expense

less Rent expense

less Operation of vehicles expense

less Electricity, gas and other fuel expense

less Health expense

less Insurance expense

= Discretionary Cash Flow

Source: GSJBW Research



Confidence at recession levels

Business Confidence: Aust and US
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Economy to slow ....
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The longest period of margin expansion in the post-war period has 
come to an end. Preconditions for margin contraction are in place.

Australia: Margins Cycles and the Terms of Trade
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Operating margins continued to move higher

Goldmans Sachs JBWere Profit Monitor 
Half-yearly EBITDA Margins (ASX300 Industrials ex-Financials, Infrastructure, TLS)
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Market is pricing in modest profit contraction..
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Equity Markets are cheap....
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Considerable risk to profit outlook
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ASX 200 Industrials Propective PER - Rolling 12 Months Forward
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Market will soon focus on 2009 earning which are clearly at risk
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Early Days in this downturn
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Outlook for Equities
• Global equity markets will struggle until we get better clarity as to 

the depth and duration of the economic downturn.

• While global equities are attractively priced; the profit outlook is 
poor and investors looking for a soft landing are likely to be 
disappointed.

• Economic activity in Australia will soften but remain well above 
recessionary levels. Household spending will fall sharply in response 
to tightening monetary conditions.

• Inflation continues to be a major risk as we move into a period of 
resource scarcity.

• Australian shares will continue to follow the lead from global equity 
markets.



Banks Attractively priced but beware the asset cycle

Major's price to underlying EPS 
(1-year prospective pre-tax and pre-provisioning)
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Commercial Banks benefit as NBFI fail
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Banks and Resources Performance Relative to All Ordinaries
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Resources will perform in spite of softer growth

With emerging economy catalysts 

Japan and China
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Japan and China

60

70

80

90

100

110

120

1 3 5 7 9 11 13 15 17 19 21 23 25

60

70

80

90

100

110

120

Months elapsed from OECD LI turning point

1981 Recession

1990 Recession

2001 Recession

CRB spot 

metals Index

CRB spot 

metals Index



LONG PORTFOLIO

Consumer Discretionary Health Care

Austereo Group Ltd. 479,909 0.45% Primary Health Care Ltd. 4,603,315 4.29%

Aristocrat Leisure Ltd. 1,201,600 1.12% 4,603,315 4.29%

Consolidated Media Holdings Ltd. 2,397,754 2.23% Industrials

Crown Ltd. 1,864,900 1.74% Brambles Ltd. 1,335,000 1.24%

News Corp. 6,630,000 6.17% Leighton Holdings Ltd. 2,354,500 2.19%

Sky City Entertainment Group Ltd. 3,317,400 3.09% Macquarie Infrastructure Group 2,264,000 2.11%

TABCorp Holdings Ltd. 3,997,000 3.72% SEEK Ltd. 1,550,090 1.44%

Village Roadshow Ltd Prf A 3,258,698 3.03% Toll Holdings Ltd. 4,123,600 3.84%

West Australian Newspapers Holdings Ltd. 961,000 0.89% 11,627,190 10.82%

24,108,261 22.44% Information Technology

Consumer Staples Computershare Ltd. 2,148,000 2.00%

AWB Ltd. 1,200,850 1.12% 2,148,000 2.00%

Select Harvests Ltd. 1,513,723 1.41% Materials

2,714,573 2.53% BHP Billiton Ltd. 9,299,400 8.66%

Energy Gunns Ltd. 2,164,556 2.02%

Oil Search Ltd. 3,942,500 3.67% Lihir Gold Ltd. 2,085,598 1.94%

Sunshine Gas Ltd. 801,000 0.75% 13,549,554 12.62%

4,743,500 4.42% Telecommunication Services

Financials Reverse Corp. Ltd. 2,133,680 1.99%

Australia & New Zealand Banking Group Ltd. 2,954,310 2.75% 2,133,680 1.99%

AXA Asia Pacific Holdings Ltd. 1,960,200 1.83% Utilities

Babcock & Brown Ltd. 735,000 0.68% AGL Energy Ltd. 3,500,000 3.26%

Commonwealth Bank of Australia 1,794,000 1.67% 3,500,000 3.26%

Goodman Group 1,356,000 1.26%

Henderson Group PLC 3,859,009 3.59% LONGS 107,399,055 100.00%

Lend Lease Corp. Ltd. 3,255,000 3.03%

Mirvac Group 1,260,000 1.17% SHORT PORTFOLIO -39,831,013

Macquarie Group Ltd. 3,488,100 3.25%

National Australia Bank Ltd. 6,585,780 6.13%

QBE Insurance Group Ltd. 2,276,100 2.12%

St. George Bank Ltd. 2,233,560 2.08%

Stockland Australia 1,446,000 1.35%

Tishman Speyer Office Fund 2,836,831 2.64%

Tower Ltd. 2,231,092 2.08%

38,270,982 35.63%


