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INSIDE:

I have been in the industry for over 20 years I am not 
sure I have ever come back to work after Xmas with 
a headline blaring “Royal Bank of Scotland says sell 

everything”!! It was an extraordinary way to welcome 
in 2016 and has been accompanied by a significant 
increase in equity volatility and negative sentiment. 

It is perhaps worth noting a few things 
though ...

The ASX200 got down to 4918 on 29 September 2015 
and the lowest we have touched during the current 
volatility is 4,842 (on 20 January), so the last month 
for all its volatility and negativity is only 1.5% lower 
than the September lows. 

In the US, the SP500 touched 1,868 on 25 August 
and the lowest it has touched since is 1,860 – less than 
0.5% lower than its lowest point.

That being said, the market has (over?)reacted to 
some negative economic news. The 3 primary issues 
seem to be:

 � China (again). There is little doubt China is in an 
industrial recession however consumer spending is 
rocketing along and driving growth. If you look at 

the entire GDP story including consumer spending, 
it is not as bad as people make out.

 � China devaluing their currency. The market is 
concerned China knows something we don’t and 
is trying to stimulate the economy. It can also be 
explained by Year 11 economics: as your wages 
increase (an issue in China), their cost advantage 
is reduced. Drop your currency and your goods 
get more competitive again as they drop in price. 
In addition China is looking to retain/repatriate 
capital and has started selling US Treasuries. If you 
sell $200bn (according to Bloomberg) worth of US 
Treasuries and repatriate the capital, a reduction in 
the exchange rate gives your return a nice little kick 
along …

 � Price of oil. A decade back we were concerned for 
the world economy because oil was going to hit 
$200 p/barrel and the western world was going 
to grind to a halt. Now there are fears oil will hit 
$20 p/barrel and this is also a disaster. How can 
the market be scared both ways? Simply, there is a 
concern that if oil falls too low, it will be deflationary 
(a very bad thing). Again I think this is a bit of a 

“glass half empty” perspective. If oil falls, petrol 
prices fall. If petrol prices fall, people spend more 
at the shops and this drives consumer spending and 
is stimulatory.

So, long story short, the global economy definitely 
has issues however we are not panicking and neither 
are many of the fund managers we speak with. CSP’s 
buckets strategy is designed to weather just this sort of 
volatility. Our strategy has been to run B1 down during 
the GFC and well into the recovery. We then topped up 
B1 when the market was above 5500 for most clients. 
Now that we are back down, our clients should be well 
positioned with B1 asset to ride out the current period 
of volatility

On a personal front, CSP would like to congratulate 
Ed and Katrina on the arrival of little Annabelle 
(3 weeks early on 31/12 but most convenient for CSP – 
thanks Annabelle!) and we also wish Fritzi all the best as 
she heads to the Philippines for her year school reunion.

Welcome to the Summer 2015-16 edition of the 
CSP Quarterly: what a start to the year!
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The outlook 
for 2016
In terms of considering the outlook for 2016 we first 

discuss the poor start to the year. The reason for this 
weakness can be summarised as follows:

1. China triggering circuit breakers on their equity 
market at the same time as devaluing the currency 
which encouraged investors to rush for the exits to 
liquidate into US$. The Federal Reserve raising at 
much the same time played into investors desire to 
exit Chinese holdings.

2. Growth figures have been a little soft but not 
overwhelmingly negative. In fact there are a few 
green shoots in some Chinese data – service sector 
is strong, property sales improving as are car sales. 
US manufacturing has softened but the economy 
looks reasonably robust.

3. The oil price has been strongly correlated to equity 
markets. This is surprising as we would expect it 
would provide a boost to global growth. However 
the impact of slowing investment in oil projects has 
overwhelmed the consumer benefit at this stage. It 
has been estimated that consumers have saved half 
the positive benefit from the lower oil price. Sooner 
or later the lower oil price should have a benefit (as 
the decline in investment spend will slow).

Overall investors and market participants are struggling 
to clearly annunciate a reason for the fall which suggests 
it is a liquidity driven event more than a fundamental 
event (and should ease over time). Nonetheless the 
overall environment remains challenging. Growth 
remains modest (albeit positive) and the Federal 
Reserve is no longer providing the monetary stimulus. 

When we consider 2016, we are 
considering the following issues:

 � The Australian economy has been responding to the 
lower A$ and we are seeing a range of positive signals 
(low unemployment, increasing infrastructure 
spend). However, offsetting this is the fact housing 
starts will slow, and resource spend will remain low.

 � Banks are offering very strong yields and steady 
growth. Balance sheets are strong (post raisings) and 
the lift in mortgage rates should support earnings. 
We are not seeing signs of deterioration in the credit 
cycle or housing, and as such, remain constructive 
on the banks.

 � Resources will be more difficult to predict given 
the volatility in commodity prices and earnings. 
Resource earnings have fallen from 33% of the ASX 
200 earnings to 11%, with much of this already 
reflected in company market caps. We continue to 
look for signs of improvement, given most investors 
remain negative regarding the outlook.

 � While the Chinese economy remains soft with 
manufacturing indicators showing little signs of 
life, China has been undergoing significant levels of 
fiscal and monetary stimulus.

 � As suggested in our November commentary, the 
better earnings growth opportunities are likely to 
remain outside the top 20 stocks. We continue 

to see issues in industry structures in the larger 
companies and mid-cap growth stocks should 
benefit in an environment where growth is scarce 
and interest rates are low. The market has pushed up 
valuations on these companies with a strong growth 
outlook, a thematic which has been supportive for 
our portfolios during the year, and we expect it to 
continue into 2016.

 � We remain cautious on defensive names with high 
yields. These stocks have baked in lower yields 
for an irrational period of time into valuations, 
and in the face of the US normalising interest 
rates, performance in these segments becomes 
more challenging.

 � We continue to support segments of the economy 
exposed to the lower A$ that are growing—tourism, 
agricultural exports and education. We continue to 
also support stocks exposed to offshore markets 
(particularly US$).

From a valuation perspective we see 
three factors impacting the outlook for 
the market:

1. The PE of the market is 14.5x, which is in line with 
long term averages and reasonably cheap compared 
to the current low interest rates.

2. If bond yields trade towards 3.3% then we think 
Australian equities can trade towards 16.5x (6% 

earnings yield). This would represent bond yields 
trading at 55% of the equities earnings yield, which 
is a more-than-appropriate discount for the greater 
volatility of equities.

3. Earnings growth has been flat for the past few years 
as the market cycles the deterioration in resource 
earnings.

The Outlook in summary

The outlook should begin to improve (5–7% growth) 
from here given that:

 � Resource earnings have already fallen (law of small 
numbers applies)

 � Currency will continue to provide a tailwind for 
exporters

 � A small improvement in domestic demand will have 
outsized impact on profits, given the level of cost 
cutting that has been occurring

 � It is offset by a slowdown in housing-related activity. 
In summary, despite the current volatility caused 
by macroeconomic concerns (driving flows across 
borders), we can see a good platform for 2016 and 
remain optimistic. Earnings should begin to grow 
from a low base, while yields should be supportive 
for valuations, combined with a grossed-up 
dividend yield of ~6.5%.

Source: Jamie Nicol, Chief Investment Manager, DNR Capital
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Mind the gap!
When it comes to personal protection, Australians are 
making a worrying return to a ‘she’ll be right’ approach, 
with fewer than one in five checking their levels of personal 
insurance.

WE’RE MORE LIKELY TO INSURE OUR CAR THAN 
OURSELVES
Personal insurance often plays second fiddle to other types 
of cover. Assets that we own and are “tangible” are often 
seen to be more important to insure than ourselves … Are 
you starting to see that something is potentially out of kilter 
here?

 �  76% of Australians claim to insure their car, yet only 33% 
also claim to have life cover and just one in five (20%) 
claim to have income protection insurance.

 � One in three (35%) Australians rate their home as their 
most important insurable asset.

 � Only 26% rate life insurance as the most important form 
of cover.

 � Protection against loss of income (11%), total and 
permanent disability (10%) and chronic illness or injury 
(9%) all rank poorly as a priority to insure.#

A LACK OF CONFIDENCE IN PERSONAL INSURANCE
The bottom line really is that the average Australian 
generally doesn’t hold a lot of confidence in personal 
insurance products.

Around one-third (31%) of Australians are ‘very confident’ 
their car insurance will meet their financial needs if a claim 
is lodged. By contrast, just 20% are confident that life cover 
will meet their financial needs – a figure that falls to 14% for 
total and permanent disability (TPD) insurance.

Life insurance is of course, more complex than car 
insurance for example. A car has a “market” or “real” value 
and this is the amount insured. However insuring your 
income, or your life for that matter actually takes some 
expertise. The process can be daunting if you “go it alone”, 
and in the end the outcome might not be what you had 
intended. This is where too often than not, getting this 
insurance falls into the “too hard” basket.

That is where CSP can help. We help our clients to get 
the amount of protection that they need, and that they can 
reasonably afford. We aim to make the process as simple 
as possible, and help you to work through the complexities 
and all of the documentation that is required. Don’t go it 
alone. It’s not worth it.

DON’T JUST GOOGLE IT!
The BT Financial Health Index 2014 indicates that 
Australians are increasingly turning to the internet to 
research financial decisions. (80%) and family or friends 
(73%) when it comes to making decisions on insurance.

Internet research is a good starting point. It will help you 
find out what in fact you do or don’t already know. However, 
applying the theory to your own personal circumstances is 
a complex process whereas seeking professional advice will 
actually make the process a lot simpler!

It is important to ensure that you have enough insurance, 
that it is structured properly, and that you will in fact be able 
to successfully claim on the policy in the future!

1 The BT Australian Financial Health Index 2014, a nationally representative 

sample of n=4,450 Australians aged 18+, looking at their attitudes towards 

finance, money and retirement.

Source: http://insights.bt.com.au/mind-the-gap/
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Disclaimer: The information contained in this newsletter is general information only. It is not intended to be a recommendation, offer, advice 
or invitation to purchase, sell or otherwise deal in securities or other investments. Before making any decision in respect to a financial product, 
you should seek advice from an appropriately qualified professional. We believe that the information contained in this document is accurate. 
However, we are not specifically licensed to provide tax or legal advice and any information that may relate to you should be confirmed with your 
tax or legal adviser. Please refer to the Product Disclosure Statement (PDS) before investing in any products mentioned in our newsletter. The 
information is current as at the date on this document.

With compliments from  
Chick St Clair & Partners

Suite 1201, Level 12
54 Miller Street
North Sydney NSW 2060 

P 02 9925 0522
F 02 9925 0533
E mail@csp.com.au

Chick St Clair & Partners ABN 29 110 058 618 is a Corporate Authorised Representative of
The Advice Exchange Pty Ltd ABN 55 107 629 194 Australian Financial Services Licence No 278937
Registered Office: Level 2, 177 Toorak Road, South Yarra, 3141

we are experts in helping you  
make smart decisions about money  

so you can live the life you want

7 tips to build and protect your 
“hard earned” wealth  in 2016

If you have been working for some time now, 
navigating that space in between having a family, 
building your savings and investments, and dealing 

with your mortgage and other debts, all whilst keeping 
half an eye on your retirement savings, these tips are for 
you! Prioritise what is keeping you up at night, and give 
us a call to discuss how we can help.

1.  Manage your risk

 � Protect  your salary/wages with the right type and 
level of insurance.

 � Protect the assets you own. These are the “tangible” 
assets like your home, car, contents etc.

2.  Protect the wealth you have worked so 
hard for over the years

 � For your family – seek professional advice on how 
to protect and plan your estate.

 � Ensure it is tax effective – get the right advice.
 � Ensure that your loved ones receive as much as 
possible, by ensuring that your plan is structured 
correctly, and in a tax effective manner.

 � Provide for guardianships – Ensure those you have 
entrusted with your children are well provided for.

3.  Get the best mortgage and finance 
solution available

 � The difference of 0.25-0.5% in an interest rate 
could make a lifetime of difference.

4.  Invest for the future

 � Super is really just a “tax-effective” enforced 
vehicle for savings. Get on the band-wagon!

 � If you are in the “middle of your working lifetime” 
there is no time better than now to make your 
super work hard for you – get in the right fund, 
with the most relevant investment profile for 
your needs.

 � If you are away from the workforce looking after the 
family, continue to contribute to your super where 
you can.

5.  Maximise your earning capability

 � If you are taking that career break do your best 
to stay involved and remain connected to the 
workforce whilst having kids.

 � Make learning a lifelong pursuit.

6.  Understand what you are spending

 � Keep track of it in a way that suits you, and that isn’t 
a hassle. There are many great apps out there that do 
a great job managing your personal cash flow.

7.  Have a “Plan B”

 � If you continue investing in your super as you are 
now, would it be enough? What if you want to 
retire before you are 70? You might need another 
solution, to work hard alongside your super.


