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Global Economy
• Extent of the US slowdown:

– Determinants- Wealth effect from a weak housing 
sector, the impact on US spending

– Inflation trends and Fed response

– Keep an eye on:
• Labour market

• Holiday season retail sales

….as leading indicator for US demand 

• Impact of US slowdown on Exporting economies

Europe, Japan and Emerging Asia (China/India)

– Sustainability of Japanese recover

Markets are assuming weakness in US doesn’t result 
in weakness elsewhere.



Inflation trends will determine extend of US 

downturn

• Inflation risks remain: 

– Commodity prices are easing

– Deflationary benefit from globalisation and productivity 

improvements reversing.

– Weaker spending environment

– Ongoing tightness in labour markets/Democrats to push wages 

higher

– Onus is on inflation data to moderate to prevent a further rate 

increase in Q406

• Growth to slip sub-potential in late-07 prompting first rate cut of the 

cycle in Q407.



Economic Cycle Maturing
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Housing a significant drag on US Growth
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Financial Markets Anticipating soft landing
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Global Growth Slowing

Jun-05 Dec-05 Jun-06 Dec-06 Jun-07 Dec-07
(a) (a) (a) (e) (e) (e)

Global GDP growth 
*1

4.1 4.4 4.8 4.5 3.8 3.7

US GDP growth 
*1

3.1 3.1 3.6 3.5 2.5 2.2

Aust GDP growth 
*2

2.9 2.9 1.9 3.7 4.0 2.2

Aust Official Cash 
2

5.50 5.50 5.75 6.25 6.25 6.00

Aust 10-Year Bond 
2

5.14 5.34 5.70 5.40 5.50 5.75

US Fed Funds 
1

3.01 4.16 5.02 5.25 4.75 4.00

US 10-Year Bond 
1

3.98 4.53 5.01 4.75 4.50 4.75

10-Year Bond Spread (bps) 
2

116 81 69 65 100 100

AUD 
2

0.77 0.74 0.74 0.74 0.73 0.72

ASX200 Target 
2

4277 4763 5074 5300 5475 5675

* Percent change from year earlier.

Source: 
1
 Goldman Sachs Research estimates   

2
 GSJBW Research estimates

Main Forecasts



Australian Economy
• Australia is well positioned as global growth continues to be driven by our 

key trading partners- China, Japan and the US

• Growth in the Domestic Economy has successfully transitioned from the 
consumer to business investment and exports.

• The benefit from Export growth is still to come through, ongoing strength 
in the terms of trade should continue to buttress domestic income.

• While consumer spending has been slow to recover, a combination of 
weaker oil prices, fiscal stymulus (tax cuts) and solid household income 
growth should see household spending improve.

• We expect the economy to move back to trend growth in the next medium 
term following recent weakness.



Economic Growth to improve
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Household income and financial conditions 

continue to be supportive
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Inflation breaks out and RBA responds
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Approaching top of tightening cycle  though 

inflation could still spoil the party

Cash Rate forecasts - GSJBW vs Market 

pricing

5.75

6.00

6.25

6.50

Sep-06 Dec-06 Mar-07 Jun-07 Sep-07 Dec-07

Interbank cash futures GSJBW Forecast

Source: SFE, GSJBW Research estimates

%

Forecasts

As at 19 October 2006.



Snapshot of Australian Economy

Australian Economic Forecasts
CY06(f) CY07(f) CY08(f)

GDP 2.7 3.1 3.5
   Non-farm GDP 2.9 3.2 3.5
   Private Final Demand+ 3.7 2.9 3.9
   Private Consumption 2.8 3.1 3.6
   Business Investment 10.3 2.2 4.7
   Dwelling Investment -2.9 4.7 5.0
   Public Final Demand+ 4.1 4.0 2.8
   Stocks# -0.6 0.0 0.0
   Net Exports# -0.8 -0.1 -0.3
Unemployment Rate* 4.7 5.2 5.2
Core CPI (ex volatile items) 2.5 2.7 2.4
CAD as a % of GDP -5.1 -4.3 -5.2
Cash Rate* 6.25 6.25 6.25
10-Year Bond Yield* 5.50 5.40 6.00
# contribution to growth, * year end, + underlying demand



Market Outlook
• With a modest pick up in the economy expected in the medium term 

companies should be about to deliver acceptable profit growth in 2007.

• Equity markets have delivered solid gains since the correction in the 2nd

quarter and are more likely to consolidate in the short term. 

• International equities still look attractively priced.

• Equities will continue to be supported by strong money flows from: 

– Private equity; 

– Corporate looking for growth as the cycle matures; 

– Ongoing compulsory super contributions.

• Valuations are consistant with long term averages.

• In summary, so long as the earning outlook and valuations are “OK” the 
market will trend higher in the medium term supported by rising global 
equity markets and strong money flows.  



Global Equities are attractively priced
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Australian Equities have been revalued and 

look less attractive
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Market Valuation



Australian Equities still look OK

ASX 200 Industrials ex-Banks Prospective PER - Rolling 12 Month Forward
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Australian Market - Relative 

Valuation
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Australia Vs World Relative Valuations

CY07 P/E

Australia World
Relative 

Prem/Disc

Energy 13.1 9.3 40.9%

Materials 8.8 10.2 -13.7%

Industrials 18.0 15.2 18.4%

Consumer Discretionary 16.9 16.5 2.4%

Consumer Staples 17.8 16.8 7.0%

Health Care 20.7 17.0 21.8%

Financials 14.9 12.8 16.4%

Telcos 15.4 14.4 6.9%

Market 14.0 14.3 -2.1%



Key Sector Allocation

• Banks (22%)

– Strong earnings momentum continues 

for time being but..

– Credit environment will deteriorate

– Fully valued

• Defensive: (5%)

– Sector continues to look expensive as 

market pays up for so called 

defensive earnings

• Resources (20%)

– Slowing global growth.

– Industrialisation of China/India 

Ongoing supply issues

– +’ve earnings revisions

– Valuations OK.

• Global Growth (11%)

– Will perform irrespective of cycle-

Newscorp, Aristocrat, Brambles, 

SingTel, JamesHardie, Resmed, ABC 

Learning.

• Deep Value: (7%)

-Agricultural Stocks: Incitec Pivot, 

Graincorp, AWB. 

-Amalgamated Holdings.

• Emerging Growth (20%)

– Credit Corp

– Melbourne IT

– Reckon



Investment Philosophy

The Manager believes the best investment opportunities are found in 

well managed companies with strong fundamentals that can be 

purchased below their “appraised value”. 

• a history of superior returns

• management with a track record

• businesses with a capacity to grow. 

• attractively priced on an absolute value basis



7 Habits of Highly Successful Investors

• Invest on a fundamental basis

• Question conventional beliefs

• Avoid companies that are performing well above trend

• Avoid the most popular companies 

• Avoid companies that are beneficiaries of speculative capital

• Invest for the medium term.

• Opportunities found in periods of significant change



Qualitative Research Process

• Business Quality 

• Management Appraisal 

• Valuation

• Risk Assessment

Each measures is separately scored from 1-5. A high score (5) is 

supportive of the investment case, a low score (1)

compromises the investment case.



Company Analysis

Suppliers

Customers

Competitors
Industry 

Environment

• Pricing Power

• Returns

• Barriers to Entry

• Regulation

• Technology

• Product Substitution

• Growth

COMPANY



KEY PORTFOLIO STOCKS  RANKED BY ACTIVE POSITION

(Qualitative Ranking from 1-5)

Valuation

Business Management Valuation Upside Total Score Active Weight

News Corporation Inc 4 3 4 15% 3.7 7%

Rio Tinto Limited   4 4 3 10% 3.7 6%

James Hardie Industries 4 4 5 25% 4.3 5%

St George Bank Limited 4 5 3 5% 4.0 4%

Sigmapharma 4 4 4 23% 4.0 3%

Oil Search Limited  3 3 3 10% 3.0 3%

Fairfax (John) Holdings 3 1 5 25% 3.2 3%

Mayne Group Limited 3 4 4 14% 3.6 3%

Lend Lease Corporation 3 2 4 15% 3.0 2%

Computershare Limited 4 3 3 5% 3.2 2%

Brambles Industries 5 3 4 8% 4.0 2%

Westpac Banking Corp 5 4 3 5% 4.0 2%

They all score > 3 out of 5

Weak Management



Absolute Return Approach

Absolute Return Manager Index Aware Manager

Objectives •Positive absolute returns

•Beat the market over longer term

• Manages risk to avoid capital loss

•Funds objective is to outperform the 

benchmark

•Manages risk to the benchmark

Strengths •Investment decisions based on real 

business value

• Capital protection when markets are 

over extended

•Can Anticipate fund performance-track 

benchmark within tracking error range

Weakness •Difficult to forecast short term 

performance

•Funds Performs Poorly during market 

weakness

•Investment decisions based on relative 

value



Absolute Return Manager’s Tool Kit

• Flexibility on asset side of balance sheet 

to move between cash and equities

• Flexibility on funding side of balance sheet 

to access a cheap source of funding by 

short selling securities that are over valued 

or employing debt when appropriate. 
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EQUITY VALUATIONS

Cheap Some Value Fair Value Little Value Expensive

ASSETS

Equity XXX XX XX XX X

Cash X XX

FUNDING 

Borrowing XX X

Shorts X X XX

Shareholders

Funds

XX XX XX XX XX

Balance Sheet Structure Through Cycle



We have a broader investment universe

• Most funds are long only funds that are fully 
invested through the cycle. The investment 
universe is typically restricted to companies with 
a particular style bias- either value or growth. 

• We can profit from investing in all segments of 
the market, companies with both value and 
growth characteristic, companies that are 
attractively priced and companies that are 
expensive.



ASX 100 Investment Universe
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Investment Universe-Value Manager
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ASX 100 Investment Universe-Growth Manager

MXG

PPX

MCW

QAN

DRT

CPA

GAN

IOF

IPG

IIF

MGR

CEU

BPC

GPT

MOF

MAP

ALZ

TCL

BSL

WDC

SGP

SEV

CCL

LNN

CNP

ILU

OST

FCL

TLS

MTS

STO

RIO

AWB

AMC

MGQ

NAB

BLD

CGF

PMN

LLC

BOQ

ADB

MIG

BBI

ABC

ABS

BEN

CSR

CBA

HVN

ORG

CTX

RHC

SUN

ANZ

IAG

OSH

LHG

HDR

SGM

WBC

NUF

COA

ZFX

CML

BHP

AMP

RCD

AXA

DOW

SGB

BIL

ANN

LEI

QBE

JHX

AWC

NCM

CSL

UGL

WES

RIN

PPT

WPL

WOW

EXL

WOR

ASX

RMD

SFE

PBL

UTB

BNB

OXR

COH

WAN

SIP

FGL

ALL

BBG

VALUE                                                                         GROWTH

S
H

O
R

T
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
 L

O
N

G

Cheap

Expensive



Profit from Short Selling Expensive Securities

Expensive  
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Sell Expensive stocks reinvest proceeds in cheap stocks

Cheap

Expensive
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The approach to shorting is exactly 

the same- just the opposite

Investment Philosophy
The Manager believes the best ñshortingòopportunities are found in 

poorly managed companies with weak fundamentals that can be 
sold for more than their “appraised value”.

We are looking for companies with:

• A history of inferior returns

• Management with a poor track record

• Businesses that are highly competitive and struggling to grow. 

• Securities that are expensive on an a range of valuation measure



7 Habits of Highly Successful Investors

• Invest on a fundamental basis

• Question conventional beliefs

• The best opportunities are often found in periods of significant change

• Same principals for identifying shorting opportunities just the opposite

• Invest in those companies that are operating below their full potential, these companies are 
more likely to surprise.  Sell companies that are performing well above trend they are more 
likely to be fully valued (Short). –

• Look for “quiet achievers”.  Sell the most popular companies the good news is more than 
likely priced in (Short)

• Invest in industries where capital has been rationed. Sell industries that have benefited from 
speculative capital (Short)

• Invest for the medium term as investors are typically myopic pursuing short term results. Sell 
companies that offer investors short term rewards at the expense longer term value (Short) 



Company Analysis

INDUSTRY 

ENVIRONMENT
COMPETITORS

CUSTOMERS

SUPPLIERS

TELSTRA

DISRUPTIVE TECHNOLOGY

- Voice Over Internet (Skype)

- Mobile Substitution

• Regulator encouraging 

competition

• Diminishing Returns

EXPENSIVE ON P/E OF 16 times (2008) 

CASINOS

REGULATION

SUPPLIERS

INDUSTRY 

ENVIRONMENT

• Limited number of players• STRONG GROWTH 

– New territories

• Beneficiary of 

technical developments 

(Video machines)

Improving manufacturing 

costs

• Regulated monopolies with superior 

economics

• Strong pricing power

• Outsource manufacturing to Taiwan

ARISTOCRAT

CHEAP ON A P/E  OF 12 (2008 Adj)

SELL BUY



KEY SHORTS POSITIONS       

Poor 

Businesses

Weak 

Management Expensive

Business Management Valuation Upside

Total 

Score 

Active 

Weight

Telstra Corporation 2 1 3 -5% 2.3 -3%

Foster's Group Limit 3 1 2 -5% 2.6 -2%

MIG 3 1 3 -10% 2.6 -1%

Alumina Limited     4 3 1 4% 2.6 -1%

Qantas Airways Limit 1 5 3 0% 2.0 -1%

Amcor Limited       1 2 3 0% 2.3 -1%

Downer 2 3 1 -17% 2.0 0%

Harvey Norman 3 4 1 -17% 2.6 0%

Pacific Brands 

Limited 1 2 2 -15% 2.3 0%

Paperlinx Limited   1 2 2 -19% 2.0 0%

They all score less < 3 out of 5



Building Short Portfolio-Taking Advantage of 

Expensive Equities

As at 31 

January 2006

As at 28 

February 2006

As at 31 

March 2006

As at 30 April 

2006

Investment 

Type $m

% of 

net 

assets $m

% of 

net 

assets $m

% of 

net 

assets $m

% of 

net 

assets

Listed Securities 65 102% 70 109% 80 116% 87 126%

Fixed interest 

and Cash 4 6% 2 3% 0 0% 2 4%

Gross Assets 69 108% 72 112% 80 116% 89 130%

Short positions -5 -8% -8 -12% -11 -16% -20 -30%

Net Assets 64 100% 64 100% 69 100% 69 100%



Key Messages

We are targeting superior returns as we have 
some clear advantages over a typical fund.

• we can participate and profit in all segments of 
the market

• short selling is a cheap source of funding when 
asset values are expensive

• we can manage our exposure to equities and 
protect the companies capital through the cycle 
by actively managing both sides of the 
companies balance sheet. 



Fund Performance

Gross Performance 1 month 3 month 6 month

Financial 

YTD

Wilson Leaders Ltd 6.6% 10.6% 16.6% 27.0%

All Ords Accum 4.8% 9.4% 13.2% 24.5%

Relative Performance 1.8% 1.2% 3.4% 2.5%


