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Agenda

• Outlook for the Global Economy

• Outlook for the Australian Economy 

• Implications for Australian Equities

• Fund Performance 



International Economy

• KEY ISSUES:

– Will US move into recession?

• Impact on Corporate Profits

– Implications for International Growth 

– Implications for Australian economic activity and 
corporate profits



Snapshot of Economic Cycle
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Dƭƻōŀƭ ƎǊƻǿǘƘ ǎǳǇǇƻǊǘŜŘ ōȅ ά.wL/Ωǎέ ŎƻǳƴǘǊƛŜǎ
OECD growth clearly slowed

OECD vs OECD+6 Leading Indicators
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Chinese IP growth is still hovering 
around 20%pa growth
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US Economy-Housing Correction

What happened:

• Easy credit and record low interest rates lead to 
significant over-investment in housing and pricing 
bubble

• Wealth Effect contributed to record housing 
equity withdrawal and dis-saving supporting 
household spending

• Household Debt moves to record levels



US Economy-Housing Correction

Outcome:

• Blow out in sub-prime delinquencies

• Record inventory of unsold homes (10 
months)

• Housing market collapses- prospect of house 
prices falling by 10%+ for 2 years

• Household spending falls sharply 



US Housing Starts 
(millions of units at an annual rate)



aƻƴǘƘǎΩ {ǳǇǇƭȅ ƻŦ {ƛƴƎƭŜ-Family Homes on 
the Market (months)



Rising delinquencies and a mortgage 
resets to prolong the adjustment
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Tightening of credit conditions

Lending credit standards and consumption
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US House prices falling and a long way to go
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Index of Consumer Sentiment



Australian Experience
Our experience with housing bubble in 2003
• Consumption growth fell from 6% to 1% as households 

rebuilt balance sheets moving from dis-savers to savers.
• Adjustment would have been far more severe if not for 

resources boom and emergence of dual economy- NSW 
was close to recession.

US want be so lucky:
• Over building far worse
• Default rates and credit rationing will ensure much deeper 

correction
• No support from exogenous factors (resources boom)
• Limited policy options



US Economy-Credit Crisis

• Banking System:
– $200bn in losses manageable
– Tighter credit conditions
– System risk of banking crisis seen as low

• Households:
– Protracted adjustment in housing market
– Tighter credit conditions-

• Higher cost of borrowing
• Less credit available
• Higher delinquencies



Libor Spread still near crisis high
(3-month Libor minus 3-month T-bills (bps)



Implications for US Corporate Profits 

First consumer recession in 17 years: Household spending 
is 70% of the economy-

• Main concern is with the inflated level of profits- we have 
witnessed a sharp escalation in corporate profits in recent 
years suggesting profitability may have a long way to fall!

• Profit expectations for next year are still far to high at 10% 
growth, a recession is not factored into expectations

CONCLUSION: US Equities to be under pressure in the 
medium term



US Earnings a long way to fall
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Australian Economy
• Structural growth themes continue with strong capital 

investment in mining and infrastructure
• Ongoing fiscal support- $30bn in election spending
• Growth in Australia is reaccelerating, with retail 

sales/consumer confidence driving a pickup in the laggard 
states of NSW,Vic & SA.

RED FLAGS:
• Economy at full employment- Inflation at top end of target 

range
• Interest rates likely to creep higher
• Credit conditions remain constrained for some time
• $A strength 



!ǳǎǘǊŀƭƛŀΩǎ ƭƻƴƎŜǎǘ ŜȄǇŀƴǎƛƻƴ ǘƻ 
ŎƻƴǘƛƴǳŜΧ

Australian Economic Expansions 
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Intensity of use still providing the long 
term growth
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Australian Economy-Desynchronise
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Strong growth continuing but moderating
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high core inflation means ongoing 
pressure on rates
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Financial conditions have tightened

Financial Conditions & Economic Growth (ex farm)
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Australian Equities

• Modest profit growth off an inflated base 
(GDP profit share continues at record levels)

• Earnings momentum slowing with strong $A 
significant headwind given dependence on 
growth coming from offshore

• Valuations are stretch by historic measures.

• Little prospect of further re-rating of 
Australian equities Vs International peers



Industrial Earnings under pressure-
Resources doing better

Australia : GSJBW Analyst EPS Growth Estimates 

as at 06 September 2007 as at 19 July 2007

FY06 FY07(E) FY08(E) FY09(E) FY07(E) FY08(E) FY09(E)

ASX 300 23.7 11.9 11.4 14.8 12.3 9.9 13.7

ASX 300 Industrials 11.0 11.8 9.2 10.5 10.8 10.1 9.9

Ex- Financials, TLS 12.0 12.4 12.0 14.6 11.8 12.5 13.8

Major Banks 14.3 11.5 10.2 8.2 11.8 9.6 7.9

Small Industrials 13.1 13.5 11.3 10.9 15.9 11.2 11.5

ASX 300 Resources 52.8 12.0 15.3 22.3 14.9 9.7 20.5

MSCI Universe 25.1 12.3 11.3 15.7 11.5 9.8 14.9

Profit Drivers: Industrials Ex-Financials, TLS

Sales growth (% pa) 10.4 7.8 7.2 7.0 8.0 6.5 6.5

EBITDA growth (% pa) 10.2 13.1 10.2 10.9 15.5 9.3 10.0

NPAT growth (% pa) 15.4 14.5 11.3 13.9 14.0 11.6 13.7

EBITA/Sales margin (%) 9.9 10.6 10.9 11.5 10.7 11.0 11.5

PER

ASX 300 18.6 16.7 15.1 13.2 16.8 15.3 13.5

ASX 300 Industrials 20.0 17.9 16.4 14.8 18.1 16.4 15.0

Ex- Financials, TLS 23.6 21.1 18.9 16.5 21.0 18.8 16.5

Major Banks 16.7 15.0 13.6 12.6 15.1 13.7 12.7

Small Industrials 21.6 19.1 17.2 15.6 18.4 16.7 15.0

ASX 300 Resources 16.2 14.7 12.8 10.5 14.4 13.2 11.0

Source: GSJBW Research estimates



Earnings revisions turn negative!
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Valuations have moved to historically 
ƘƛƎƘ ƭŜǾŜƭǎΧ

ASX 200 Industrials Propective PER - Rolling 12 Months Forward
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Australia has been rerated relative to 
Ǝƭƻōŀƭ ǇŜŜǊǎΧ

ASX200 Industrials / MSCI World - Relative PER (12mth forward)
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Australian Equities

Summary:

Australian equities are expensive reflecting the 
strong underlying economic fundamentals. As the 
market has been re-rated the risk of 
disappointment increases- the stronger currency 
and capacity constrains are key risks here. 

With international markets under pressure and 
valuations looking stretched, price appreciation is 
unlikely to exceed profit growth in the year ahead 
i.e 5-10% appreciation.



Wilson Leaders Ltd

• As we move into a more challenging 
market, Wilson Leaders is well positioned  to 
deliver superior performance and  the 
contribution of the manager will become more 
relevant and hopefully more appropriately valued 
by investors. 

• The ability to short sell expensive securities and 
to adopt appropriate hedging strategies to 
ǇǊƻǘŜŎǘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ŎŀǇƛǘŀƭ ǎƘƻǳƭŘ ƘŜƭǇ 
distinguish Wilson Leaders from other funds in a 
fully valued market.



Relative Performance

WILSON LEADERS LIMITED

COMPARATIVE 
PERFORMANCE

1 MONTH (August 2007) 6 MONTHS 1 YEAR

PORTFOLIO ALL ORDS Relative PORTFOLIO ALL ORDS Relative PORTFOLIO ALL ORDS Relative

Wilson 
Leaders

4.3% 1.7% 2.5% 14.2% 9.5% 4.7% 34.4% 27.8% 6.6%

2 YEARS (ANNUALISED) 3 YEARS (ANNUALISED)

PORTFOLIO ALL ORDS Relative PORTFOLIO ALL ORDS Relative

Wilson 
Leaders

30.9% 23.9% 6.9% 27.4% 25.6% 1.7%


