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President’s Message
By Graeme Bottrill

When I wrote my message for the March 2020 edition, we had seen
the drought, the bushfires, and Brexit, etc., but COVID-19 had not 
been declared a global pandemic at that stage.  I wrote back then 
that the mood of the March articles was ‘generally a little more 
positive than not’, even though we had seen some poor results such 
as the AMP loss of $2.5 billion and Telstra’s profit down 7.6%.   
How quickly the mood changed!

Our main concern right now will be our health, and very close after that will be our income 
and our capital.  With that in mind, in this June edition we have brought you articles from 
some formidable experts in investing – all giving their thoughts on what will possibly or 
likely happen, and how we might react.  Many of these articles have been written 
specifically for the AIA.

I read every word as we put the magazine together, and I could not help thinking that this is 
a very impressive collection of thoughts from some of Australia’s best fund managers and 
industry commentators.   The ‘Investors Voice’ is our flagship and it is the one way that we 
communicate regularly with all our members and provide a lasting collection of investing 
information.

If I try to discern a common thread or mood, I find that there is a consistent message of 
seeking quality and not buying beaten down stocks with low prices.  There is a message of 
looking for consistent growth.
Several contributors have the view that a ‘V’ shaped recovery is unlikely and that a 
drawn-out ‘U’ or ‘L’ shaped recovery is to be expected.  Several write of a medium to long 
term for a recovery.
Overall, there is a lot of very meaty reading amongst the commentary of what these fund 
managers and commentators are doing and it will cause us all to give this a great deal of 
thought! 

Our Webinars
After needing to cancel our Annual Investment Summit in March, we then delivered the 
Summit content via a series of six weekly webinars.  These webinars have been very well 
attended, with over 500 tuning in live and up to 300 watching the recording later.
We are continuing the weekly webinars and this will no doubt now become a standard 
element of our member offering.  Suggestions of topics and speakers are welcome of 
course.

The Annual Conference
You will have seen that we had postponed our 2020 National Conference from July to 
October, and now we have had to cancel altogether for 2020.  The likelihood of holding a 
conference was dwindling by the minute, and we had several of our sponsors say that they 
would not be able to attend.  Although this is disappointing, we must now look forward to 
the 2021 conference.  At this stage we cannot be certain of course but we would hope 
that we can hold the conference at the usual time of late July.  Our conference planning 
commences just prior to Christmas, and hopefully by then the situation will be clear.

It’s Time!
By the time you receive this magazine, you will likely have heard that I have stepped down 
from the position as President and also from the Board of the Association.  I joined the AIA 
in 2006 and was appointed to the Board on 1st April 2009, elected as Vice President in 
2012 and President in 2015.  It really has been quite a journey.  I do intend to stay 
connected with the AIA, and I look forward to catching up with you all at various events in 
the future.

Happy investing!
Graeme Bottrill

33



RUDI FILAPEK-VANDYCK

At times, it seems financial markets move in 
mysterious ways, confounding most 
observers and commentators on the 
sidelines.

This is one of those times.

If corporate profits are poised to fall by an 
estimated -30%, with the effect of such falls 
to be further enlarged through emergency 
capital raisings and mass dividend cuts and 
postponements, not to mention the 
commensurate layoffs and reductions in 
capital spending, should the Australian 
share market not be down more than it is?

When we stop looking at the market as one 
broad, general, homogenous complex and 
start paying attention to the many 
divergences and subtleties in play, it turns 
out there is a lot more intelligence behind 
the apparent madness that is confounding 
many an expert, both here and overseas.
Underneath the surface of it all, we discover 
the share price of a2 Milk (A2M) is up 
year-to-date, in excess of 30%, which 
seems sheer madness, until we take note 
of the company's recent market update 
which, yet again, forced analysts to 
increase forecasts and their valuations.

a2 Milk shares are still trading below 
FNArena's consensus price target for the 
stock, with two stockbrokers -Macquarie 
and Citi- suggesting the shares might well 
have double-digit percentage in further 
upside.

This is but one of many aberrations in 
today's share market that is lost on those 
who analyse and draw conclusions from a 
broad, generalised angle.

Not every company is about to suffer a 
-30% retreat in profits. Instead, it can be 
argued a2 Milk shares are still not overly 
"expensive"; not if management continues 
to execute well and keeps releasing 
operational updates that are better than 
market expectations.

SOLVING THE SHARE MARKET ENIGMA

”

”

Most professional investors have struggled 
with the change in share market dynamics

Herein lies the challenge for today's share market investor: the best returns are not 
achieved from picking low valuations or beaten down share prices; superior returns stem 
from items that cannot be seen in financial data or excel spreadsheet calculations, like 
operational consistency, the ability to add value through investment, a dependable moat, 
and an uninterrupted long-term growth trajectory.

A Profession In Deep Pain

Most professional investors have struggled with the change in share market dynamics that 
is not only characterising the share market throughout this year's Bear Market to date; on 
my analysis this change started revealing itself in 2013.

As is typical for the share market, momentum swings from the winners to the laggards and 
the beaten down, and then back to the former winners, so finding any straight consisten-
cies requires a lot of interpretation and analysis and, above all, a longer-term horizon.

Most professional fund managers have found it near impossible to simply beat their key 
benchmark (usually the country's index) over the past seven years. This Bear Market has 
not reversed that trend.

With the ASX200 index down -23.1% over the March quarter, data gathering by Mercer 
shows the median long-only fund in Australia went down by -24.5% over the period. So 
much for warning investors the true value of putting your money with an active manager 
would reveal itself during the darker times.

Best performing throughout the quarter was Hyperion Australian Growth, which fell only 
-12.5% in the first three months of 2020 and is still up 5.8% (before fees) from a year earlier.

The "secret" behind Hyperion's success is not exceptional stock picking. The secret is that 
Hyperion avoids cheap looking, beaten down "value" stocks.
When interviewed by the Australian Financial Review recently, Hyperion's fund managers 
summed up their favourite stocks as CSL (CSL), Cochlear (COH), ResMed (RMD), Macqua-
rie Group (MQG), Xero (XRO), TechnologyOne (TNE), and WiseTech Global (WTC).

In other words: Hyperion is a "Growth" investor. Viewed from yet another angle: Hyperion's 
investment style is very much in sync with the share market dynamics as identified since 
2013.
Alongside the widening gap between "Winners" and "Losers", irrespective of your typical 
share market swings, Hyperion sat mostly on the winning side, including so far this year.

Another outperforming fund is Loftus Peak Global Disruption. Loftus Peak was founded 
seven years ago by Alex Pollak, formerly media analyst for Macquarie Research. The fund's 
performance over the period makes many jealous (or hide behind their desk, depending on 
one's angle).

Loftus Peak fell by the Grand Total of -2.63% in March while total performance for the 
March quarter is a positive 2.11%. Over one year the performance reads 16.40%. The 
average over three years is 19.65% per annum.

Pollak's fund invests internationally, so there is the extra advantage of a weaker Aussie 
dollar, which has also helped Hamish Douglass's flagship performance at Magellan 
Financial ((MFG)).

4

SOLVING THE SHARE MARKET ENIGMA
continued...

In all three examples the solid outperformance stems from 
sticking with the "winners" under post-2013 conditions instead of 
trying to find value among beaten down laggards and corporate 
"losers" from societal and economic changes.

Let's really stick the boot in with a few extra quotes from the 
managers at the helm of Hyperion: the Australian benchmark is 
full of "old world businesses" and "low quality".

Elsewhere in the AFR interview the explicit point is made that 
many of the so-called strong value propositions in today's share 
market, the favourite hunting ground for many an investor, are 
companies losing market share and operating with margins under 
pressure.

These companies are heavily reliant on favourable economic 
conditions to perform well, but in a low growth environment, or 
when the economy is not growing at all, owning shares in such 
companies essentially translates into extra fundamental risk.

What this translates into is that your traditional value-type investor 
is essentially moving up the risk curve, and not investing in 
lower-risk opportunities as has been their mantra over many 
decades.

Mind the Gap

The current share market set-up creates all kinds of dilemmas for 
investors, professional and retail. Should one stick with or further 
add to "winners" like a2 Milk, Fortescue Metals (FMG) and Xero 
(XRO) or should the main focus now change to the laggards, 
many of whom are trading on prices well below valuations and 
target prices put forward by stockbroking analysts?

Recent analysis by Goldman Sachs suggests the gap between 
winners and losers, High PE stocks and the rest of the share 
market, has now blown out to never-before seen proportions; 
wider than during the infamous late 1990s-early 2000 run up in 
new technology, telcos and media companies.

This suggests a market rotation is due, maybe even overdue.

It's not like we haven't seen such rotations taking place already. 
The previous one happened after the short Bear Market during 
the final four months of 2018.

It lasted less than six months, which means it started with gusto 
and oomph in January of that year but by the time investors 
started preparing for the August results season, market momen-
tum swung back in favour of CSL and the like.

The reason for this became clear during the reporting season of 
August which on many accounts proved the worst in Australia 
post-GFC. Investors will also remember the many dividend cuts 
taking place, with Australia one of few countries that saw 
dividends going backwards, including from the banks.

Investors should also note stocks like CSL equally performed well 
during the ASX200's 20% rally during the late 2018-aftermath; 
it's just that laggards and cyclicals, including miners, energy 
companies, mining services providers and financials temporarily 
performed better during that period.

The rotation prior to last year's would be of more concern to fund 
managers at Hyperion and Loftus Peak, as the one that took 
place in the second half of 2016 was equally short - no more than 
five months or so - but that one was extremely violent.
Stocks like CSL and many mid-cap tech stocks fell by -20% or 
more during the period, while BHP, CBA and the like rallied by 
20%, creating an extremely rapid market re-adjustment.

Which type of rotation should investors expect this time around?

The enormously wide gap between winners and losers in today's 
share market suggests the 2016 type looks most preferred, but 
for that to occur a widespread agreement needs to descend 
upon global investors that strong recovery and economic growth 
are on the horizon.

In popular economists' lingo, today's share market is weighing up 
between economic recoveries in the shape of a drawn-out U, the 
excruciatingly slow moving L, and the frustrating W, but not so 
much the quick V-shape.

Only the latter version of recovery could trigger that same type of 
violent rotation that characterised late 2016, or the coming out of 
the 2007-2009 Grand Bear Market post March 2009.

Even then, I still haven't seen anything to suggest otherwise than 
once the world has recovered from this year's global pandemic 
and economic recession, the bigger picture remains a repeat 
from the years past, characterised by low inflation, low bond 
yields, low interest rates, low economic growth, and high debt 
levels.

Expect existing trends to persist, with interruptions, as has been 
the pattern over the past seven years.

Rudi Filapek-Vandyck, Editor of FNArena

FNArena offers independent insights and proprietary tools for self-manag-
ing investors. The service can be trialed for free at www.fnarena.com
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SOLVING THE SHARE MARKET ENIGMA
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Issue 2: The policy response

The policy responses cover those by 
central banks and governments. Central 
banks appear to be taking two courses. 
The first is to reduce interest rates as far as 
practicable; that is, making money 
effectively free. The other is to ensure the 
financial system has sufficient liquidity to 
ensure it doesn’t freeze. We are seeing 
massive injections of liquidity by central 
banks via a scaling up of quantitative 
easing, providing liquidity-support facilities 
to businesses, liquidity support to other 
central banks (currency swaps) and liquidity 
to critical areas of the economy such as the 
repo markets and money-market funds.

We have been impressed with the actions 
taken by the major central banks to date; 
they are acting nimbly, and with scale and 
speed. They appear to be winning the fight 
to head off a liquidity crisis, and will tailor 
responses as issues emerge. At the same 
time, some difficult issues haven’t yet been 
addressed that are likely to put further 
strains on the financial system. One 
unresolved issue is the support to be given 
to sub-investment-grade companies that 
have borrowed in the high-yield and 
leverage-loan markets. Another area to be 
resolved is what happens when many 
companies have their credit ratings 
downgraded from investment grade to 
sub-investment grade. Solving these issues 
is difficult and might require a co-ordinated 
response from governments and central 
banks.

With fiscal policy, we are seeing govern-
ments implement four possible packages of 
fiscal responses. One is to compensate all 
businesses for 100% of their lost revenue. 
This would keep balance sheets intact and 
enable businesses to pay all their employ-
ees and key suppliers; for example, 
landlords, lenders and so on. Businesses 
could furlough workers and restart when 
the economy reopens. In this instance, 
there would be a limited rise in unemploy-
ment, despite a hit to GDP, and activity 
would resume when the economy reopens. 
The output gap would be transferred to 
governments and to central-bank balance 
sheets via quantitative easing. This would 
be a V-shaped economic recovery. 
Singapore and Denmark come closest to 
adopting this strategy.

HAMISH DOUGLASS

A deep recession can’t be ruled out

As the world battles with the covid-19 pandemic, our assessment of the economic and 
investment implications depends upon three fundamental issues. These are the duration of 
the output gap, the policy responses to mitigate the output gap, and whether or not the 
crisis will result in fundamental and lasting changes in consumer behaviour. Let’s take each 
issue in turn.

Issue 1: The duration of the output gap

The output gap is the lost economic output a country will experience during a period in 
which the economy is effectively shut down. The longer the output gap, the deeper the 
economic damage. The duration of the output gap will largely depend on the effectiveness 
of the health response taken by governments.

There are two health responses that are being pursued. One is a hard suppression strategy, 
where authorities implement a total shutdown of the economy for, say, six to eight weeks. 
This is likely to be the most effective strategy to minimise the duration of the output gap. 
Following a period of total shutdown, growth in new cases should be near zero. Officials 
should be able to reopen the economy provided they have strong testing, contact tracing 
and monitoring to stop the spread of new cases. For many countries, this might prove to be 
hard to do comprehensively and effectively. External borders would have to remain closed 
to stop imported cases. China appears to be on this path.  

The other strategy is a mitigation strategy where authorities implement a controlled 
social-distancing strategy and keep parts of the economy open as long as possible. This is 
likely to lengthen the duration of the output gap compared with a hard-suppression 
strategy.

Many countries are now pursuing courses in between these two bookends.

Our best guess is that the duration of the output gap ranges from two months to six 
months depending on the effectiveness of the various health responses. Based on the 
measures being pursued by various countries, we would put China at the low end of this 
range, the US and Australia in the middle and many emerging markets at the other end.

The one area that could shorten the output gap is an effective therapeutic being found that 
reduced the mortality rate in the most severe cases. This would enable countries to reopen 
with less fear. We would be surprised if an effective therapeutic could be found and scaled 
globally within six months. There is enormous work being undertaken on testing therapeu-
tics with trials underway with little red tape. We note Johnson & Johnson has announced it 
will commence trialling a vaccine in September. At best, it would only be available for 
small-scale deployment in early 2021. This is unlikely to truncate the duration of the output 
gap.

THE OUTPUT GAP, POLICY RESPONSES
AND CONSUMERS HOLD THE KEY
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gap.

THE OUTPUT GAP, POLICY RESPONSES
AND CONSUMERS HOLD THE KEY
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The second strategy is to compensate 
businesses for some of their revenue loss 
and allow them to meet permitted expens-
es such as wages, interest on loans, rent 
and utilities. Employees would be 
furloughed. The US has a program to lend 
up to US$10 million to companies employ-
ing fewer than 500 people. Under this 
strategy, a large part of the output gap 
would be transferred to governments and 
central-bank balance sheets and the 
remainder would be shared by society. This 
would save many businesses and enable 
them to restart. This combined with an 
effective mitigation strategy would be the 
best chance of a U-shaped economic 
recovery. Germany is following this strategy.

The third strategy is to compensate 
workers for 70% to 100% of lost wages 
(typically capped at the median wage). This 
strategy preserves personal balance 
sheets, but not businesses that have to 
manage fixed costs. The issue here is that, 
outside of wages, the remainder of the 
output gap would fall on businesses, 
landlords, utilities and banks. This is also 
likely to hit property prices. Even if many 
businesses survive, they would emerge with 
additional debt or balance sheets that were 
damaged. This would impede their ability to 
invest and employ as many people as 
before. They would cut costs to survive 
even when the economy restarted. This 
strategy would head off the most-dire of 
economic outcomes, but it is unlikely to 
prevent a deep and prolonged recession 
and a significant jump in unemployment. 
Many western governments are pursuing 
this strategy. These governments might well 
provide additional fiscal support to preserve 
businesses’ balance sheets that could be 
expected to support a stronger economic 
recovery.

The last strategy is zero compensation. A 
country loses 17% to 50% of annual output 
(depending on the duration of the blow to 
the economy). Many businesses would not 
survive, particularly small businesses. The 
property market would crash. Banks would 
face severe loses. This is the depression 
scenario. Fortunately, almost no developed 
country is following this strategy. We fear 
many emerging markets will not have 
effective mitigation strategies and be unable 
to fill a meaningful part of the output gap. 
We are particularly concerned about Africa, 
Latin America, India and emerging coun-
tries in Southeast Asia.

Issue 3: Changes in consumer behaviour

In thinking about the economic and investment implications, investors need to assess the 
effect that the health and economic crisis is likely to have on consumer behaviour. This will 
determine the speed of any economic recovery and create winners and losers in a relative 
sense.

We know that significant events such as the Great Depression of the 1930s and the world 
wars had lasting effects on behaviour; so too will today’s crisis. There are areas such as the 
cruise industry where there is likely to be a lasting effect on consumer behaviour. It is 
possible that the travel industry will experience a fundamental and lasting reduction in 
demand. Retirees will probably not travel overseas like they did previously. Businesses 
might determine much business travel is inefficient and discretionary and that meetings can 
be held just as effectively via video conference.

Other questions investors must ask themselves include: Will there be a fundamental shift in 
consumption patterns? Will people dine out in restaurants less frequently? Will there be less 
conspicuous consumption? Will people change their hygiene habits enough to lead to 
higher demand for cleaning and hygiene products? Will there be a change to how people 
work? Will this lead to increased demand for software like video conferencing? What will 
happen to the savings rate? Will people delay renovations to their homes?

The extent of change in consumer behaviour will depend upon many factors. These include 
the duration of the output gap, the effectiveness of the policy response and the speed and 
shape of the economic recovery.

Conclusion

The situation remains fluid. It is difficult to predict how the next two to 12 months will play 
out.
We think there is a range of outcomes for the economic recovery, from a V-shaped recovery 
(a fleeting recession) to a U-shaped recovery (a mild recession), a prolonged and deep 
recession and, at the pessimistic end, a depression. We believe that for many major 
economies a V-shaped recovery and a depression appear the least likely scenarios. Outside 
of a few countries, a recession (a U-shaped recovery) to a deep and prolonged recession 
appear the most likely outcomes at this point in time. The good news is that governments 
and central banks are calibrating their responses to attempt to mitigate the economic 
fallout.

Hamish Douglass, Chairman and Chief Investment Officer, Magellan Asset 
Management

”

”

A deep recession 
can’t be ruled out
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ROGER MONTGOMERY

HOW TO INVEST INTO AN
UNKNOWABLE FUTURE

Of course, Lampert’s suggestion that 
governments send people to their death 
each day by allowing them to drive is a 
flawed argument but that isn’t the point. 
The narrative is quickly changing direction 
and shifting up the gears.

Obviously, if something hasn’t previously 
occurred in my lifetime I cannot claim to be 
an expert on what happens next, but I can 
make a behavioural guess based on the 
pressure I know that governments feel from 
their voting citizens.

Where to for Australia

On the basis that the Australian Prime 
Minister has accrued some local credits, 
and international plaudits, for his govern-
ment’s handling of the outbreak here, he 
can spend some of that political capital on 
being populist with the next decision. That 
probably means laying the groundwork for 
a staged return to work and economic 
activity.

Indeed, the implementation of an Australian 
tracking app is a very clear step in that 
direction.

Danish physicist, Niels Bohr, is reputed to have quipped that “It is very hard to predict, 
especially the future.” And never has this been more so than right now. Amid a confluence 
of events for which there are no precedents, it is impossible to make perfectly informed 
investment decisions. However, even with this extreme level of uncertainty, I believe there 
are principles investors can use to help guide their decisions.

According to Howard Marks and history, the US has just experienced the greatest pandem-
ic since the Spanish Flu hit in 1918, the greatest economic spasm since the Great Depres-
sion more than 80 years ago, the greatest oil-price decline ever, and the greatest central 
bank/government intervention for just as long.

While biases and experiences will at best provide a flawed view of both what the future 
holds, and what our abilities to discern it to be, we must nevertheless make investment 
decisions into the unknowable.

The greater good versus the economy

The near 20 per cent rally in markets since its lows on 23 March 2020 reflects a majority 
view that a V-shaped recovery is the most likely result of the measures governments and 
central banks have taken to simultaneously stop the spread of the virus and support the 
economy.

The most confounding decision to soon confront governments will be the one that requires 
them to decide how the greater good is best served. Is it best served by saving all lives or is 
it best served by allowing some to die in order that the majority may get back to generating 
economic units of output? Minimising virus deaths and restarting the economy is also the 
most vexing question for investors.

I believe however that question is already being answered in the public domain. A staged 
return to work is not only inevitable but I currently believe likely to begin sooner than 
previously indicated.

One of the predictions I did make recently was that, after Easter, the narrative would turn to 
questioning the wisdom of long-term economic shutdowns. A community movement to 
unlock the lockdowns would commence. This is indeed the case. Even lauded value 
investor Howard Marks has quoted renowned investor Edward Lampert’s April 6 New York 
Sun column in his latest memo:

“We need to get America back to work quickly. Businesses and individuals can adapt 
dynamically to intelligently guard their interests, seek opportunities, and make trade-offs. 
The government can provide the traffic signals and the safety standards. That approach to 
public health is consistent with a free and economically vibrant country, rather than in 
conflict with it. It’s tested on our highways every day.” ”

”

It is impossible to make 
perfectly informed 
investment decisions... 
we must nevertheless 
make investment 
decisions into the 
unknowable

8



9

To help you get the best investment outcomes, ActiveX gives you access 
to boutique fund managers who get actively involved in their investment 
strategy and align their success with yours. 

The ActiveX Ardea Real Outcome Bond Fund (Managed Fund) (XARO) 
and the ActiveX Kapstream Absolute Return Income Fund (Managed 
Fund) (XKAP) are defensive fixed income solutions that aim to provide:

Active ETFs for a  
hands-on approach

Invest via a single trade | ActiveXetfs.comCODES: XARO | XKAP

Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (‘Fidante Partners’) is the issuer of the ActiveX Ardea Real Outcome Bond Fund (Managed Fund) (ARSN 629 403 925) (XARO) and the ActiveX 
Kapstream Absolute Return Income Fund (Managed Fund) (ARSN 632 896 176) (XKAP) (together, Funds) and any funds within the ActiveX series. This information is intended to be general information only 
and not financial product advice and we have not taken your individual circumstances, financial objectives or needs into account when preparing it. Please consider your individual circumstances, seek your own 
independent professional advice and read the Product Disclosure Statement (PDS) before investing in the Funds. The PDS can be obtained from your financial adviser, Link Market Services on +61 1800 441 104 
or on our website www.fidanteactivex.com.au. Past performance is not a reliable indicator of future performance. Only investors who are authorised as trading participants under the ASX Operating Rules or 
Chi-X Operating Rules (as applicable) may invest through the PDS. Other investors may buy units in XARO and XKAP via their broker using exchange codes “XARO” and “XKAP”. 40853/0520

›  CAPITAL STABILITY

›  INCOME STREAM

›  DIVERSIFICATION

HOW TO INVEST INTO AN
UNKNOWABLE FUTURE continued...

As an aside, I cannot tell whether the 
market falls in a second heap over the 
damage to the economy and the length of 
time it takes to recover to pre-COVID-19 
levels, but I can make a bet-worthy 
assumption that we go back to work earlier 
than originally anticipated.

And while there is indeed a risk that 
everything turns to pot economically or 
takes longer to recover, the market appears 
to be well aware of those risks. Indeed, 
vision of the world’s busiest cities empty 
with tumbleweed blowing across the 
streets, and the IMF forecasting a 3 per 
cent contraction is all we need to know the 
economy is shot. Everyone can see that, so 
it has already been weighed and assessed 
by the market.

But the IMF is also forecasting a 5.8 per 
cent rebound the following year, the US 
Federal Reserve announced they’d be 
buying junk bonds last Friday, and Apple 
sales in China are surging.

Chinese government data reveals a strong 
rebound in iPhone sales with Apple 
shipping an estimated 2.5 million iPhones in 
March, up from approximately 500,000 
units in February. While approximately 20 
per cent lower than March 2019 levels, the 
V-shaped experience in China may be a 
precursor to experiences in western 
democracies once the virus is contained, 
and a staged return to activity gains some 
momentum.

Taking the next step of forecasting individual 
company revenues and profits is still a step 
too far but it is also worth appreciating 

running valuation models today could 
actually be a waste of time.  It is impossible 
to know what revenues and profits will be in 
a year or two, and in any case, it is 
extremely risky to invest on such a 
short-term basis.

Far less risky is it to invest with a five, ten or 
even twenty-year horizon in mind. On that 
basis you could argue that the sharply lower 
prices delivered by the COVID-19 outbreak 
have been a gift. And remembering the 
Fed’s recent announcement that it would 
begin supporting the junk bond market, 
‘Don’t fight the Fed’ may be a very handy, if 
not ultimately profitable, aphorism.

Roger Montgomery, 
Founder and Chief Investment Officer, 
Montgomery Investment Management
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should their positions also. In the current environment earnings certainty of companies has 
to be questioned and vigilantly monitored. While we believe the high-quality nature of the 
companies in our own portfolio means that their earnings are considerably less uncertain 
than the broader market, if we make adjustments to the earnings in the current environment 
we would expect that the current market multiple of the broader market is likely to be closer 
to our portfolio multiple than what is currently stated. While there are always opportunities 
to be found by value-focussed investors, they must especially remain hyper-vigilant about 
earnings risk to positions in their portfolio through this period. 

Once the market settles down, we believe that it will start differentiating between compa-
nies reliant on the economy for growth and those that have organic growth options. Given 
we are a growth investor, we believe that the best performing economic environment for 
growth investing is one where the economy is strengthening rather than weakening as it is 
at the moment. There is not much growth investors can do about this other than making 
sure that forecasts have accommodated the earnings downturn. 

Protective shields
If the domestic and global economies should remain under pressure over the next 12 
months, quality growth companies will be affected, but less so than the average company, 
due to the following reasons:

Firstly, when companies face reduced demand for their goods and services, this eventually 
becomes a liquidity issue as EBIT levels decline and, in some cases, turn negative triggering 
debt covenants. Our view is that portfolios, particularly those with a heightened exposure to 
growth stocks will be best protected where they have low debt levels. In the instance of our 
portfolio it has interest cover on the portfolio >20times, primarily as a result of our upfront 
interest cover requirement in companies.

Secondly, such growth portfolios are protected to some extent from deflation. Quality 
companies possessing competitive advantages in our portfolio are in a better position than 
the average company to maintain pricing levels. In our portfolio these businesses are not 
capital intensive. They are able to better use their funding sources to trade through these 
tough times.

Thirdly, portfolios oriented towards businesses in the growth phase of their life cycle are not 
solely reliant on the economy for growth. In times where consumption shrinks these 
businesses have shown an ability to expand their market share. The combination of high 
returns on invested capital and organic growth models, these businesses do not rely on 
cheap debt or equity to take advantage of growth opportunities.

Looking ahead with confidence
We would imagine that members of the Australian Investors Association apply good 
processes and stock analysis when constructing their portfolios. While no two portfolios are 
the same, some familiar names from our portfolio may also appear in theirs. Looking 
forward we can say that our portfolio return profile is as attractive as any other time since 
the GFC and this has really piqued our interest - even provided a little a cautious excitement 
amongst the investment team, particularly should the recovery be quicker than perhaps 
expected. 

Investors who have done the research to find quality companies to introduce to their 
portfolio should have confidence that notwithstanding market volatility, over a medium to 
long term those companies should deliver strong performance for your portfolio.

Dr Manny Pohl, MD of ECP Asset Management

ECP is the investment manager of the ASX-listed LIC Flagship Investments Limited. The website 
contains more articles and content like this and you can subscribe for regular article and video updates 
https://www.flagshipinvestments.com.au/
 

In the bulletin we wrote to investors in 
March we said that we expected that the 
average price-earnings ratio of the stock 
market would expand and push stock 
prices higher (than their March lows). When 
this happens, portfolios with higher 
exposure to growth stocks are positioned 
to receive a boost from the growth in 
earnings and the re-establishment of the 
price-earnings premium that high-quality 
growth businesses typically enjoy. We don’t 
know how long the current situation will last 
or what shape the recovery will be, but we 
can be confident that with a three to 
five-year horizon great companies will 
continue to provide shareholder value and it 
is during these times that a world-class 
investment process comes to the fore. 

Target quality companies with high 
IRRs
Our investment portfolio targets high-
quality, low capital-intensive growth 
companies that have a sustainable 
competitive advantage with the portfolio 
weighting determined by the expected 
return from the investment as determined 
by a risk-adjusted Internal rate of return 
(IRR). In our process, we calculate a 
five-year IRR for each investment in our 
portfolio. As a result of combining all the 
IRRs of the stock in the portfolio we can 
calculate an overall IRR or expected total 
return for the portfolio.

The current forecast IRR for the portfolio is 
currently sitting at around 13.4% having 
peaked at a high of 19.0% during the 
depths of the March sell-down. The last 
time our IRR was that elevated was in 
2008, and the subsequent investment 
performance was strong in both absolute 
and relative terms over several years. 

The investment horizon of investors whose 
portfolio comprises high-quality, low 
capital-intensive growth companies is 
longer than most investors, and we believe 
there is significant capital appreciation 
potential for these portfolios once risk 
premiums decline more in line with long 
term historical averages. 

Closely monitor earnings
While our own forward portfolio PE fell and 
rose along with the market, we are still 
holding a premium to the overall market 
and investors in quality growth stocks 
should not be particularly concerned

\

Ensuring that one’s emotions are kept out of investment 
decisions is paramount and when the markets overreact 
to these predictions, what is certain is that Armageddon 
does not occur. The closest the world financial system 
came to total collapse was during the GFC when cool 
heads and steady hands averted a total disaster. During 
the SARS (also a Coronavirus) outbreak between 
February 2003 and July 2003 the ASX All Ordinaries 
only dropped 5.35% to 2,778.4 during February and by 

DR MANNY POHL

While we are not qualified to assess the 
humanitarian impact of the virus, nor can 
we say how long the whole situation will 
last, we thank the medical and scientific 
community for their efforts in trying to solve 
the problem and caring for those impacted. 
We also acknowledge those leaders in the 
world who are providing rational, clear 
guidance to maintain the safety of the 
population.

As was the case during the GFC in 2008, 
investors quite correctly are concerned 
about the recent volatility in the public 
markets and the impact this has on the 
future value of their investments. Unlike the 
GFC, the current panic that is evident in the 
investment markets has been fuelled by the 
forecasts and predictions made in the 
media by various “experts” on the likely 
impact of the virus. It seems that it has 
been forgotten that on many occasions, the 
expert forecasts which caused the pande-
monium turned out to be totally incorrect. 
The best known of these massive errors in 
judgement were Y2K and the Club of Rome 
oil predictions.

The Y2K Scare or “Millennium Bug” 
occurred at the turn of the 21st century 
when it was feared that computers would 
stop working on December 31, 1999 
causing massive disruption to Banks, 
Insurance Companies, Hospitals, and 
Government Departments. The problem 
arose in the 1960s and 1970s, when 
engineers used only two-digit codes to 
represent the year to save on storage 
space which was very costly at the time. 
When the millennium rolled over, systems 
remained intact. However, the point is that 
many institutions spent billions of dollars 
and countless hours on the problem in an 
attempt to avert the risk which never 
materialised.

QUALITY OUTPERFORMS
GROWTH INVESTING IN TIMES OF UNCERTAINTY
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Ensuring that one’s emotions
are kept out of investment 
decisions is paramount

Another illustration of experts getting it totally wrong was a report for 
the Club of Rome, called “The Limits to Growth”, which was written by 
a team of researchers at MIT in 1972 and based on a computer 
simulation of exponential economic and population growth with a finite 
supply of resources. They attempted to model the interaction between 
earth systems and human systems and concluded that petroleum 
would run out after 31 years with world reserves depleted by 50 billion 
barrels by 1990. In fact, by 1990 unexploited reserves amounted to 
900 billion barrels — not including the tar shales where a single 
deposit in Alberta contains more than 550 billion barrels. In times of 
crisis human ingenuity and resilience always comes to the fore.

December 2003 was at 3,306.0 (+19.0%). During the GFC, September 2008 to June 2009 
the All Ords moved from 5,209.2 to 3,937.8 (-24.4%) and by December 2009 it was back 
up to 4,882.7 (+24.0%).

The economics of a business
At ECP, our investment philosophy is that the economics of a business drives long-term 
investment returns. For us, finding high-quality businesses with strong balance sheets 
means we are confident to back management to manage presented issues. Markets are 
also notorious for over-reacting to temporary themes and having a long-term approach 
enables an investor to see turbulence as a normal part of the market. In turbulent times it is 
important to keep a clear focus on the fundamentals of the businesses when navigating the 
uncertainty presented, enabling one to capitalise on this market feature. 

During February and March, high-quality companies were marked down along with the 
poor-quality companies in a complete reversal of the ebullience of the previous year with 
whole sectors being sold off indiscriminately. As we have discussed in presentations to AIA 
members throughout Australia, understanding the potential impacts of COVID-19 on each 
company and its ability to grow their economic footprint is of paramount importance. This 
now requires a significant amount of extra research and information gathering.

Holding good quality companies in times of volatility
Our own process focuses on investing in high-quality growth businesses, which means that 
the average price-earnings ratio of our companies through time is normally well above the 
market average price-earnings ratio. In times of uncertainty, higher PE companies tend to 
be sold down more heavily than lower-priced companies and investors should not be afraid 
of holding on to good quality companies in times of volatility. The recent stock market 
turmoil has resulted in debt and equity risk premiums moving to multi-decade highs and 
once equity markets stabilize, risk premiums will decline to more sustainable levels.
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should their positions also. In the current environment earnings certainty of companies has 
to be questioned and vigilantly monitored. While we believe the high-quality nature of the 
companies in our own portfolio means that their earnings are considerably less uncertain 
than the broader market, if we make adjustments to the earnings in the current environment 
we would expect that the current market multiple of the broader market is likely to be closer 
to our portfolio multiple than what is currently stated. While there are always opportunities 
to be found by value-focussed investors, they must especially remain hyper-vigilant about 
earnings risk to positions in their portfolio through this period. 

Once the market settles down, we believe that it will start differentiating between compa-
nies reliant on the economy for growth and those that have organic growth options. Given 
we are a growth investor, we believe that the best performing economic environment for 
growth investing is one where the economy is strengthening rather than weakening as it is 
at the moment. There is not much growth investors can do about this other than making 
sure that forecasts have accommodated the earnings downturn. 

Protective shields
If the domestic and global economies should remain under pressure over the next 12 
months, quality growth companies will be affected, but less so than the average company, 
due to the following reasons:

Firstly, when companies face reduced demand for their goods and services, this eventually 
becomes a liquidity issue as EBIT levels decline and, in some cases, turn negative triggering 
debt covenants. Our view is that portfolios, particularly those with a heightened exposure to 
growth stocks will be best protected where they have low debt levels. In the instance of our 
portfolio it has interest cover on the portfolio >20times, primarily as a result of our upfront 
interest cover requirement in companies.

Secondly, such growth portfolios are protected to some extent from deflation. Quality 
companies possessing competitive advantages in our portfolio are in a better position than 
the average company to maintain pricing levels. In our portfolio these businesses are not 
capital intensive. They are able to better use their funding sources to trade through these 
tough times.

Thirdly, portfolios oriented towards businesses in the growth phase of their life cycle are not 
solely reliant on the economy for growth. In times where consumption shrinks these 
businesses have shown an ability to expand their market share. The combination of high 
returns on invested capital and organic growth models, these businesses do not rely on 
cheap debt or equity to take advantage of growth opportunities.

Looking ahead with confidence
We would imagine that members of the Australian Investors Association apply good 
processes and stock analysis when constructing their portfolios. While no two portfolios are 
the same, some familiar names from our portfolio may also appear in theirs. Looking 
forward we can say that our portfolio return profile is as attractive as any other time since 
the GFC and this has really piqued our interest - even provided a little a cautious excitement 
amongst the investment team, particularly should the recovery be quicker than perhaps 
expected. 

Investors who have done the research to find quality companies to introduce to their 
portfolio should have confidence that notwithstanding market volatility, over a medium to 
long term those companies should deliver strong performance for your portfolio.

Dr Manny Pohl, MD of ECP Asset Management

ECP is the investment manager of the ASX-listed LIC Flagship Investments Limited. The website 
contains more articles and content like this and you can subscribe for regular article and video updates 
https://www.flagshipinvestments.com.au/
 

In the bulletin we wrote to investors in 
March we said that we expected that the 
average price-earnings ratio of the stock 
market would expand and push stock 
prices higher (than their March lows). When 
this happens, portfolios with higher 
exposure to growth stocks are positioned 
to receive a boost from the growth in 
earnings and the re-establishment of the 
price-earnings premium that high-quality 
growth businesses typically enjoy. We don’t 
know how long the current situation will last 
or what shape the recovery will be, but we 
can be confident that with a three to 
five-year horizon great companies will 
continue to provide shareholder value and it 
is during these times that a world-class 
investment process comes to the fore. 

Target quality companies with high 
IRRs
Our investment portfolio targets high-
quality, low capital-intensive growth 
companies that have a sustainable 
competitive advantage with the portfolio 
weighting determined by the expected 
return from the investment as determined 
by a risk-adjusted Internal rate of return 
(IRR). In our process, we calculate a 
five-year IRR for each investment in our 
portfolio. As a result of combining all the 
IRRs of the stock in the portfolio we can 
calculate an overall IRR or expected total 
return for the portfolio.

The current forecast IRR for the portfolio is 
currently sitting at around 13.4% having 
peaked at a high of 19.0% during the 
depths of the March sell-down. The last 
time our IRR was that elevated was in 
2008, and the subsequent investment 
performance was strong in both absolute 
and relative terms over several years. 

The investment horizon of investors whose 
portfolio comprises high-quality, low 
capital-intensive growth companies is 
longer than most investors, and we believe 
there is significant capital appreciation 
potential for these portfolios once risk 
premiums decline more in line with long 
term historical averages. 

Closely monitor earnings
While our own forward portfolio PE fell and 
rose along with the market, we are still 
holding a premium to the overall market 
and investors in quality growth stocks 
should not be particularly concerned
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Ensuring that one’s emotions are kept out of investment 
decisions is paramount and when the markets overreact 
to these predictions, what is certain is that Armageddon 
does not occur. The closest the world financial system 
came to total collapse was during the GFC when cool 
heads and steady hands averted a total disaster. During 
the SARS (also a Coronavirus) outbreak between 
February 2003 and July 2003 the ASX All Ordinaries 
only dropped 5.35% to 2,778.4 during February and by 

DR MANNY POHL

While we are not qualified to assess the 
humanitarian impact of the virus, nor can 
we say how long the whole situation will 
last, we thank the medical and scientific 
community for their efforts in trying to solve 
the problem and caring for those impacted. 
We also acknowledge those leaders in the 
world who are providing rational, clear 
guidance to maintain the safety of the 
population.

As was the case during the GFC in 2008, 
investors quite correctly are concerned 
about the recent volatility in the public 
markets and the impact this has on the 
future value of their investments. Unlike the 
GFC, the current panic that is evident in the 
investment markets has been fuelled by the 
forecasts and predictions made in the 
media by various “experts” on the likely 
impact of the virus. It seems that it has 
been forgotten that on many occasions, the 
expert forecasts which caused the pande-
monium turned out to be totally incorrect. 
The best known of these massive errors in 
judgement were Y2K and the Club of Rome 
oil predictions.

The Y2K Scare or “Millennium Bug” 
occurred at the turn of the 21st century 
when it was feared that computers would 
stop working on December 31, 1999 
causing massive disruption to Banks, 
Insurance Companies, Hospitals, and 
Government Departments. The problem 
arose in the 1960s and 1970s, when 
engineers used only two-digit codes to 
represent the year to save on storage 
space which was very costly at the time. 
When the millennium rolled over, systems 
remained intact. However, the point is that 
many institutions spent billions of dollars 
and countless hours on the problem in an 
attempt to avert the risk which never 
materialised.
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Another illustration of experts getting it totally wrong was a report for 
the Club of Rome, called “The Limits to Growth”, which was written by 
a team of researchers at MIT in 1972 and based on a computer 
simulation of exponential economic and population growth with a finite 
supply of resources. They attempted to model the interaction between 
earth systems and human systems and concluded that petroleum 
would run out after 31 years with world reserves depleted by 50 billion 
barrels by 1990. In fact, by 1990 unexploited reserves amounted to 
900 billion barrels — not including the tar shales where a single 
deposit in Alberta contains more than 550 billion barrels. In times of 
crisis human ingenuity and resilience always comes to the fore.

December 2003 was at 3,306.0 (+19.0%). During the GFC, September 2008 to June 2009 
the All Ords moved from 5,209.2 to 3,937.8 (-24.4%) and by December 2009 it was back 
up to 4,882.7 (+24.0%).

The economics of a business
At ECP, our investment philosophy is that the economics of a business drives long-term 
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means we are confident to back management to manage presented issues. Markets are 
also notorious for over-reacting to temporary themes and having a long-term approach 
enables an investor to see turbulence as a normal part of the market. In turbulent times it is 
important to keep a clear focus on the fundamentals of the businesses when navigating the 
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be sold down more heavily than lower-priced companies and investors should not be afraid 
of holding on to good quality companies in times of volatility. The recent stock market 
turmoil has resulted in debt and equity risk premiums moving to multi-decade highs and 
once equity markets stabilize, risk premiums will decline to more sustainable levels.
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Although this list of CRMs is geared to the industrial requirements of the EU, it is relevant to 
most, if not all advanced economies.  The US, UK, and other countries have generated 
similar lists with the majority of CRMs common to all. 

Geology and geography are key factors

We have no control over where economic mineralisation occurs - and many critical metals 
are located in countries which introduce a new set of problems, i.e. political risk and supply 
chain transparency; the latter is becoming a mandatory requirement of many Original 
Equipment Manufacturers.  For example, about 70% of the world’s cobalt is produced in 
the DRC and the remaining 30% is supplied by 10 or so other countries, none of which 
satisfy more than 5% of annual demand.  This is the reason why investors got behind a 
number of cobalt stocks in 2016 and 2017, including Cobalt Blue (ASX:COB), Clean Teq 
(ASX:CLQ), Australian Mines (ASX:AUZ), and several others, and, as is typical in minerals 
exploration, there is a long trail of project failures.  

According to the EC’s 2017 list of CRMs 87% of Antimony is produced by China; over 60% 
of Borate is produced by Turkey and the US; about 80% of Hafnium is produced by France 
and the US; 73% of Helium by the US; 87% of Magnesium by China; and 84% of Tungsten 
by China.  Metal ownership and control is a strategy at the country and the company level, 
some have and are executing their strategies very well, many are not.

Figure 1 – European Commission CRM’s with largest producing country identified

Where would a supply disruption leave us?

As can be seen in the chart above the label ‘critical’ goes hand in hand with a supply 
monopoly or duopoly.  The result – many consuming countries are starting to recognise that 
metal dependency is a liability and that the security of their metal supply is important.  Many 
are also realising that achieving metal supply security is an almost unobtainable goal for a 
number of reasons, including cost structures and skills requirements.  

The policy maneuvering in the ongoing US-China trade war was highlighting this, the 
COVID-19 pandemic slammed the reality home – showing us what a supply shock could 
look like.  This time the risks were made obvious with surgical masks and ventilators, which 
can be manufactured with short lead times – next time it could be the supply of critical 
metals for any number of reasons, and the development of these projects requires very 
long lead times and an economically viable deposit.  The tide is going out and we have now 
had a glimpse of who is naked.

Tungsten is 
the most 
critical metal”

”

PAUL LOCK

WHY IS THE MOST CRITICAL METAL
ON EARTH CRITICAL?

Warren Buffet famously said “You only find 
out who is swimming naked when the tide 
goes out”. A great metaphor for our 
situation today, on a number of fronts, as 
COVID-19 has shown us that many 
governments have been swimming naked 
for a long time – particularly when it comes 
to metal supply security.

The issue of critical metals has been 
gaining traction for several years.  The 
Electric Vehicle (EV) and Lithium Ion Battery 
(LIB) boom brought the issue into the open 
in late 2015 when explorers and investors 
realised that there would be a massive 
shortfall in lithium, cobalt, and other battery 
metals – with the exception of a few 
forward thinkers such as Orocobre 
(ASX:ORO), Neometals (ASX:NMT), and 
Galaxy Resources (ASX:GXY), before this, 
lithium may as well have been clay.  

The term “critical metals” applies to a suite 
of metals which are critical to an ongoing 
and functioning industrial sector and which 
are critical for technological innovation and 
advancement.  Many of these metals are 
not commonly known and they are used in 
relatively small quantities.  In many cases 
the deposit grades are in the vicinity of 
1,000ppm or 0.1%, and lower – therefore 
mining costs on a per unit basis can be 
very high.  

The resource grade of the leading non-Chi-
nese tungsten mine, Masan Resources’ Nui 
Phao tungsten project in Vietnam, is about 
0.2% tungsten trioxide (WO3).  Nui Phao is 
a peer group leader because it has very 
good economics, in part because it is 
located in a low cost environment.  Capital 
and operating costs are key hurdles for 
most metal projects.

In 2017 the European Commission (EC) 
published a list of twenty seven Critical Raw 
Materials (CRM) for the security of the 
European Union, the fourth triennial update 
of this list is due later this year.  
12

If you’re emigrating, buying or selling foreign  
property or sending money to loved ones,  
we can help you save time and money with:

 � Excellent exchange rates

 � Personal account management 

 � Expert insights 

 � 24/7 transfers 

 � No transfer fees 

With us you can also fix a rate in advance  
with a forward contract or target an  
exchange rate with a limit order. 

Get in touch and  
quote ‘AIA’ to receive  

preferential rates! 

� +61 7 5560 4444 
� info@torfx.com.au

Fast, free  
Currency Transfers 

TorFX Pty Ltd, Suite 202, 25 Elkhorn Avenue, 
Surfers Paradise, Queensland 4217, Australia. 
AFS Licence number 246838. TorFX Pty 
Limited under the Anti-Money Laundering 
and Counter Terrorism Financing Act 2006 
is regulated by the Australian Transaction 
Reports and Analysis Centre ‘AUSTRAC’.  
TorFX Pty Ltd ABN 27 103 142 829.

WHY IS THE MOST CRITICAL METAL
ON EARTH CRITICAL?  continued...

Why are we here

Policy is partly to blame for this situation - poor policy is a key 
contributing factor, driven by short termism and a failure to 
understand that economic security requires a broad-based 
economy with complete supply chains.  Hollowing out of indus-
tries and the parallel loss of skills is the cost – the US now imports 
most of its rare earth requirements; Australia has always exported 
most of its metals in concentrate form – a common theme across 
many modern economies and the result of uncompelling policy 
settings and uncompetitive cost structures.  

Many countries in Asia have limited mineral resources yet have the 
largest concentrations of industry - consider Japan, the Asian 
tigers, and China, and the scale of their industrial sectors.  
Companies like Lynas Corporation (ASX:LYC), Altech Chemicals 
(ASX:ATC) and Redflow (ASX:RFX) need to manufacture in South 
East Asia for cost reasons.  This is essential to remain competitive 
and impacts all levels of the supply chain, including exploration 
and mining.

Explorers are positioned well

The policy shifts required to reverse the situation may happen 
overnight but the results will not be seen for years, even decades 
– why?  As most explorers and developers will testify, to identify 
and develop a mineral resource is difficult, to produce a positive 
feasibility study based on realistic price assumptions is more 
difficult, to get into production is very difficult.  This means that 
very few projects get past the feasibility stage and funded into 
production.  This also means that those projects which have the 
potential to produce are quite valuable.  

What does this mean for the resource sector?  

As identified in Figure 1 above several countries all but control the 
CRMs.  COVID-19 has ushered in a heightened awareness of 
CRMs, policy shifts should result in a greater focus on exploring 
for and developing CRM projects, and for ASX listed explorers this 
does not just mean in Australia – CRM security is not just about 
geography, it is about metal supply security - the opportunity is 
global. 

Which metal is the most critical metal?

Tungsten is the most critical metal.  Over 80% of the tungsten 
supply is controlled by China. The EU’s tungsten recycling rate of 
42% is a strong indication of how important tungsten is as well as 
how important supply independence is – part of the EU’s CRM 
strategy is to increase recycling.  There are over 30 listed compa-
nies globally representing over 40 tungsten projects, but that is 
only 40, many projects are remote, low grade or situated in high 
cost environments.  Consider the failed and now delisted Wolf 
Minerals and its Hemerdon (Drakelands) Tungsten and Tin Project 
in England, which failed due to its low grade and high costs.  

On the ASX the active tungsten explorers and developers include 
Tungsten Mining (ASX:TGN), Specialty Metals International 
(ASX:SEI), King Island Scheelite (ASX:KIS), and several others.  
There have been very few new tungsten projects in the last 10 
years, although the soon to be listed Pan Asia Metals (PAM) and 
its Khao Soon Tungsten Project is one.  Khao Soon is one of the 
largest tungsten projects in South East Asia; it leads on grade 
and like the Nui Phao tungsten project in Vietnam it is also one of 
the few tungsten projects which has the potential to lead on cost 
and value add what it mines.

In a sense tungsten is the CRM canary in the coal mine -  
although there are plenty of tungsten projects in the pipeline 
most are remote, have low grades, or are situated in high cost 
environments.  Remoteness, grade and cost often go hand in 
hand and amplify the CRM issue.  This is the case for all critical 
metals and in essence this is why they are on the CRM/ list.  

It is unlikely that any critical metals will drop off the CRM list any 
time soon.

Paul Lock, Managing Director, Pan Asia Metals Limited
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ALEX COOK

ROBOTS AND ARTIFICIAL INTELLIGENCE
ON THE FRONT LINE

As COVID-19 spread across the world, causing global lockdowns and record volatility in 
financial markets, investors have seen equity markets tumble more than 30%, unprecedent-
ed policy responses from central banks, and oil futures trade negative.

One investment theme that may merit the attention of investors is a sector of the technolo-
gy industry that appears likely to have an important role to play in the fight against 
COVID-19 - Robotics and Artificial Intelligence (A.I.).

The field of robotics has seen increased applications since the pandemic began, with 
robots being used to assist in the fields of retail and consumer products, healthcare and 
aged care facilities. While the subject of robots entering the workforce has been discussed 
at length, the argument now has another dimension - will COVID-19 speed up the use of 
robots in the workplace? Further, A.I. is shaping up to play a key role in the detection of 
outbreaks and development of a vaccine.

Retail and robots
As the world entered lockdown, e-commerce took centre stage. Even before the pandemic, 
retailers were under increased pressure to satisfy the growing demands of consumers and 
outperform their counterparts in a fiercely competitive industry. Popular retail and digital 
marketing platform Listark, combining the data of over 850 US e-commerce stores, 
calculated a 28% increase in revenue since the U.S. entered a state of emergency.

U.S. retail eCommerce revenue

Source: Listark , 30 April 2020

In order to manage this demand, retailers such as Amazon and Walmart have increased 
their usage of robots in their warehouses, not only to ensure acceptable levels of 
hygiene/social distancing, but also to assist with the management of inventory scanning, 
materials handling, and cleaning .

Looking at the future use of robots, a report by McKinsey, titled The future of the last mile , 
estimated that autonomous vehicles will make up 85% of deliveries by 2025. Further, the 
Retail Analytics Council  has predicted that the speed at which robots are deployed into the 
retail sector will increase due to COVID-19.
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The field of 
robotics has 
seen increased 
applications 
since the 
pandemic began...

1. https://www.listrak.com/covid19
2. https://www.bbc.com/news/technology-52340651
3. Parcel delivery the future of last mile, 2006, McKinsey&Company 
4. https://edition.cnn.com/2020/04/07/business/grocery-stores-
robots-automation/index.html
5. https://www.bbc.com/news/technology-52340651
6. https://www.scmp.com/tech/e-commerce/article/3051597/
chinas-e-commerce-giants-  deploy-robots-deliver-orders-amid
7. https://www.nasdaq.com/articles/technology-and-the-elder-
ly%3A-how-it-can-help-battle-the-loneliness-epidemic-2020-05-01
8. https://www.cnbc.com/2020/04/03/covid-19-proves-the-need-for-
social-robots-and-robot-avatars-experts.html
9. https://www.forbes.com/sites/cognitiveworld/2020/03/19/how-ar-
tificial-intelligence-can-help-fight-coronavirus/#2d48c24f4d3a
10. https://www.bloomberg.com/news/articles/2020-04-07/coronavi-
rus-giving-ai-a-chance-to-prove-it-can-be-force-for-good

ROBOTS AND ARTIFICIAL INTELLIGENCE
ON THE FRONT LINE continued...

Health and aged care robotics developments
The pressure that hospitals and healthcare workers are currently under due to COVID-19 
cannot be overstated. In helping them battle the virus, robots have emerged as an ally on 
the front line. In South Korea, robots are being used to take patients’ temperatures , and 
more broadly they are being used to disinfect hospital corridors and are helping healthcare 
workers manage routine tasks so they can spend more time with sick patients. Further 
reports have noted that robots are delivering meals to people following public health orders 
to stay at home .

Another area where robots have proved invaluable during this crisis has been in aged care 
facilities. In order to ‘flatten the curve’, social distancing has been employed, and as a 
result, those that are more susceptible to the virus, such as the elderly, have seen a sharp 
decline in social interaction. A recent report by NASDAQ  highlighted the numbers of elderly 
who live alone and how limited social interaction can exacerbate mental health issues. 
Technology can be used to potentially assist in combatting these issues through ‘social 
robotics’ designed to interact with the elderly and isolated persons.

The innovation of social robotics has led many professionals in the field to claim that “the 
impact of COVID-19 may drive further research in robotics to address risks of infectious 
disease” . While robotics in healthcare has been developing for a number of years and is 
proving its worth during this period of upheaval, robotics has found a new catalyst for 
growth in improving the social conditions of those isolated.

Source: R. Murphy, V. Gandudi, Texas A&M; J. Adams, 
Centre for Robot-Assisted Search and Rescue, CC BY-ND

Using Artificial Intelligence to combat pandemics
The benefits of deploying A.I. more broadly since the outbreak of the coronavirus are 
quickly becoming more apparent. This is due not only to its potential ability to speed up 
drug discovery and development, but also to its ability to detect future outbreaks.

An example of this was a warning sent out by the Canadian artificial intelligence platform 
Blue Dot on 31 December 2019 . The company, which uses natural language processing 
and machine learning to cull and analyse data from hundreds of thousands of sources, sent 
a warning to its customers to avoid Wuhan. BlueDot was also able, using information like 
global airline ticketing data, to identify the cities that were highly connected to Wuhan, and 
therefore anticipate where the infected might be traveling. Their warning was issued nine 
days before the World Health Organisation released its statement alerting people to the 
emergence of a novel coronavirus.

This highlights the ability of A.I. algorithms 
to sift through the massive amounts of data 
available and potentially recognise anoma-
lies before outbreaks reach pandemic 
status.

Additionally, A.I. has the potential to assist 
with the development of a vaccine. While 
the ethical dilemmas of using A.I. to combat 
pandemics are important to understand, 
COVID-19 has given A.I. a platform to 
highlight it can be a ‘force for good’  . For 
example, Chinese tech giant Baidu has 
developed an algorithm which has the 
ability to analyse the biological structure of 
COVID-19 and thus help scientists develop 
a vaccine.

The future response to pandemics
With COVID-19 at pandemic levels, 
countries globally have begun to rely heavily 
on the use of robotics and A.I. to combat 
the virus. As a result, these sectors have 
become heavily entwined with the fields of 
retail and health care, and by all accounts 
will see their development occur at a more 
rapid pace. While it will be important to 
monitor this development from a social 
standpoint, the pandemic has opened up 
an incredible opportunity for the advance-
ment, use and deployment of robotics and 
A.I.

How to gain exposure to the Robotics 
and Artificial Intelligence thematic
A simple and cost-effective method of 
accessing this thematic is through the 
BetaShares Global Robotic and 
Artificial Intelligence ETF (ASX: RBTZ), 
which provides exposure to many of the 
leading companies expected to benefit 
from the increased adoption and utilisation 
of Robotics and A.I. The Fund invests in 
companies involved in industrial robotics 
and automation, healthcare and artificial 
intelligence and offers a convenient way for 
investors to gain access to a field which 
could see its development further acceler-
ated in response to the pandemic we are 
experiencing. Please note that, while the 
Fund provides exposure to most of the 
activities described in this article, it does 
not necessarily provide exposure to all the 
companies mentioned – please refer to the 
Fund page above for more information on 
current portfolio holdings.

Alex Cook, Betashares
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will see their development occur at a more 
rapid pace. While it will be important to 
monitor this development from a social 
standpoint, the pandemic has opened up 
an incredible opportunity for the advance-
ment, use and deployment of robotics and 
A.I.

How to gain exposure to the Robotics 
and Artificial Intelligence thematic
A simple and cost-effective method of 
accessing this thematic is through the 
BetaShares Global Robotic and 
Artificial Intelligence ETF (ASX: RBTZ), 
which provides exposure to many of the 
leading companies expected to benefit 
from the increased adoption and utilisation 
of Robotics and A.I. The Fund invests in 
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and automation, healthcare and artificial 
intelligence and offers a convenient way for 
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companies mentioned – please refer to the 
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Alex Cook, Betashares
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ANTHONY DOYLE

SHORT-TERM PAIN, LONG-TERM 
GAIN IN EMERGING MARKETS

In the short-term, the Covid-19 global pandemic has given rise to material concerns about 
the economic health of countries across the developed and developing world. However, the 
virus does not eradicate the long-term case for an exposure to emerging market equities. 
Emerging markets continue to offer many opportunities, supported by structural growth 
drivers such as urbanisation and lifestyle changes. This will drive demand for different 
goods and services in underpenetrated markets.

In China, activity drew to a halt in the first couple of months of 2020, which in the 
short-term can have a devastating impact on an economy. In March we saw a sharp 
rebound in activity as the Chinese economy began to return to normalcy. Of course, we 
must acknowledge that we live in a joined-up world, where the spread of the virus to 
Europe and the US will impact both supply and demand, but China provides us the 
evidence that there is a path to recovery. 

As we move forward, the real effect on China’s economy will become evident; whilst policy 
makers have been relatively measured thus far. Looking ahead it is feasible that more 
traditional stimulus may be provided in the form of infrastructure investment. 

No doubt, there will be lingering changes in demand and behaviours, and some of China’s 
largest companies are well positioned to capitalise on the appetite for e-commerce and 
home entertainment. More broadly, technological advancement will remain persistent, 
deriving benefits for component manufacturers across China, Taiwan and South Korea. In 
due course, once the disruptive forces of the virus have subsided, we anticipate the 
continued roll out of 5G, and greater emphasis on the internet and connectivity will become 
one of the permanent effects of Covid-19.

India remains a large and interesting domestic economy, but it faces some challenges. The 
country is behind the curve on testing for the virus outbreak, and quarantine and lock down 
measures have recently been announced. The scope for any large-scale fiscal stimulus is 
limited in an economy which was already slowing. The equity market has sold off sharply, 
with financials bearing the brunt of investor fears. The extent to which de-risking has taken 
place has been indiscriminate, with quality financials with solid balance sheets faring very 
poorly too. In short term, there will of course be some impact, however, we maintain the 
view that good quality companies remain well placed over the medium to long-term. 

At this juncture the reform agendas of some of the developing world’s largest economies 
has become secondary to the potential effects of Covid-19. Brazil has seemingly started to 
falter; with high levels of government debt, and the stock market and currency have 
suffered heavy losses. Those losses have been compounded by the extent to which 
Brazilian stocks went into this crisis at relatively expensive levels. Both Brazil and Mexico - 
the largest economies in the Latin America region - are marred by the lack of certainty 
regarding government strategy for dealing with the virus, although Central Banks have 
sought to play a role by cutting rates and providing liquidity. 

Certainly, for the resource rich Latin America and Emerging EMEA regions, the outlook for 
commodities is critical. No doubt the effects of a lower oil price are being felt from Colom-
bia to Mexico and from Russia to Saudi Arabia. The oil market unravelled as discussions 
between Russia and Saudi Arabia broke down and the demand shock given Covid-19 
began to take hold. In the short-term we could see oil decline further before stabilising in 
the medium term. The implications for oil producing nations are very different. Here Russia 
can weather a significantly lower price than Saudi, however, we would anticipate that such 
a material decline in the price will drive the need for pragmatism and bring stakeholders 
back to the negotiating table in time.

Emerging 
markets continue 
to offer many 
opportunities

”

” SHORT-TERM PAIN, LONG-TERM
GAIN IN EMERGING MARKETS continued...

In the interim, Russia has a strong balance sheet and low-cost production, making it the 
most resilient to these tough conditions. In the Middle East, the situation is more serious. 
Across the Gulf Co-operation Council (GCC) currencies are pegged to the US Dollar so 
there is limited ability to rebalance these economies and their respective budgets with FX 
devaluation. Furthermore, most of GCC countries have fiscal break-even points at oil prices 
close to $70 (and much higher for Saudi on a standalone basis). Here, we expect more 
austerity measures that will hit GDP growth. More broadly, a lower oil price is helpful to a 
beleaguered South Africa, however, there is leverage in the system and question marks 
regarding government ability to support the economy. 

Central Bank activity is unprecedented, albeit in the emerging world the ability of govern-
ments to respond to the crises will be mixed. Central bank activity leads economic activity; 
setting the backdrop for stock markets. If we consider the attractiveness of emerging 
market stocks today, at a high-level valuation the market looks attractive following the sell 
off - on a price-to-book basis the MSCI Emerging Markets Index is trading at levels 
comparable to the Global Financial Crisis. 

Traditionally more expensive markets such as India have seen the premium to the wider EM 
Asia region collapse. China’s resilience and apparent recovery mean that valuations look 
more expensive relative to the wider emerging markets, although in absolute terms we are 
not concerned. Elsewhere, we are prompted to revisit opportunities where valuations look 
exceptionally cheap; in markets such as South Africa, and in industries where the sell-off 
has been particularly punishing. 

Source: UBS as at 16/4/20. YCC light blue bar stands for yield curve control.

We anticipate that conditions will remain volatile and investors should anticipate that with 
such big dislocations it may take some time for market participants to take stock and for 
the dust to settle. We have long argued that despite the headlines, emerging market 
equities offer an abundance of structural growth opportunities, which lends support to a 
positive view on the asset class. 

There are pockets of long-duration growth which underpin the argument for being structur-
ally positive, with companies operating in significantly underpenetrated categories. These 
are attractive characteristics for the discerning investor, as these areas of the market can 
offer long-term sustainable growth.

Anthony Doyle, Cross-Asset Specialist, Fidelity International

© 2020 FIL Responsible Entity (Australia) Limited. Fidelity, Fidelity International and the Fidelity 
International logo and F symbol are trademarks of FIL Limited.
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the dust to settle. We have long argued that despite the headlines, emerging market 
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positive view on the asset class. 

There are pockets of long-duration growth which underpin the argument for being structur-
ally positive, with companies operating in significantly underpenetrated categories. These 
are attractive characteristics for the discerning investor, as these areas of the market can 
offer long-term sustainable growth.

Anthony Doyle, Cross-Asset Specialist, Fidelity International

© 2020 FIL Responsible Entity (Australia) Limited. Fidelity, Fidelity International and the Fidelity 
International logo and F symbol are trademarks of FIL Limited.



STEPHEN KOUKOULAS

LIVING WITH FALLING PRICES
AND FALLING WAGES

One nasty economic side effect of the 
COVID-19 driven lockdowns is a fall in 
prices for many goods and services and a 
drop in wages and other income.

A collapse in demand as the economy 
plunges into the deepest downturn since 
the 1930s Great Depression means that 
prices in many areas have to be cut to clear 
the market. 

Witness global oil prices and the associated 
drop in bowser prices which are down 
around 40 per cent in the past few months. 
Filling up for well under $1 a litre might save 
drivers a few dollars, but as an economic 
indicator, it is bad news as it reflects a 
collapse in demand as driving falls and air 
travel slumps.

The same is unfolding in the rental market 
for residential property.

There are some large reductions in asking 
rents as the number of foreign university 
students and tourists coming to Australia 
has crashed due to the closing of the 
borders as the government works to 
contain the spread of COVID-19. What is 
also happening in the rental market is that 
Airbnb properties are being made available 
for longer term lease, meaning there is a 
flood of empty rental property on the 
market.

In this scenario, the only question is how far 
rents will fall.

Investment returns are also low

This deflationary impetus is also showing 
up in a collapse in returns on saving and 
investments.

With official interest rates just above zero, 
term deposit interest rates are around 1 per 
cent. Think of what that actually means. 
If you are lucky enough to have saved 
$100,000 and you get that 1 per cent 
interest rate, at the end of a year you will 
collect just $1,000 in interest payments. 

At the same time, the return on investing in 
the stock market has taken a blow, not just 
because of the loss of wealth with the 
sharp falls in share prices over the past 
three months, but also because of cuts or 
cancelling in dividend payments from many 
large companies.

Here's how to live through deflation. Image: Getty

At the same time, if you are lucky enough to have a job, wages in many sectors have been 
reduced as workers accept the harsh reality that the only way for many businesses to stay 
afloat is to trim wages and / or the number of hours worked per week. In both instances, 
the take home pay of many workers is down compared with just a few months ago.

The problem with deflation

If the community expects an extended period of falling prices, they will defer making their 
purchase. This is entirely rational as every consumer knows it is usually better to pay, say, 
$98 for an item in a few months than it is to pay $100 today.

Which is why the post-COVID-19 economic policy framework will be so important. It will be 
vital that demand from consumers and the business sector are both strong. Strong, so that 
most or all of the jobs lost during the lockdown come back, giving workers an income that 
they can spend, which in turn helps the business sector to produce more goods and 
services which in turn helps to boost employment – and so the virtuous cycle goes.

When this happens, it will see deflation pass and hopefully, as the Reserve Bank of Australia 
is wishing for, inflation to return to the 2 to 3 per cent target. 

If or rather when this happens, it will mean the economy will be humming along with strong 
growth, unemployment will be low and wages growth back above 3 per cent.

Happy days.

Unfortunately, the end of deflation and the return to these good times is still a reasonably 
long time away and it does require economic policy to be pro-growth when the COVID-19 
health crisis has passed.

Stephen Koukoulas, Managing Director, Market Economics Pty Ltd

Published with permission, first seen on Yahoo Finance AU 5 May 2020

The post COVID-19 economic policy 
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CHAD PADOWITZ

AS DIVIDENDS ACROSS THE WORLD
GET CUT, WHERE TO FOR INCOME?

In the UK, Barclays, RBS, Lloyds, HSBC, and Standard Chartered 
all cut their 2020 dividends entirely. Companies in Europe, the 
USA and Australia are largely following suit. At their recent interim 
results announcement, the NAB reported a 64% cut to its 2020 
dividend, while the ANZ and Westpac deferred all of theirs. 
In Australia the major banks make up around a quarter of the ASX 
200’s dividends alone.

While valuations have come down and some previously overval-
ued stocks are now looking more attractive, this won't help those 
looking for yield in the short to medium term. In fact, looking back 
over the last 22 odd years the ASX 200 has seen very little capital 
growth; with the contribution to total shareholder return – surely 
the most important measure of company success - coming largely 
from dividends and their reinvestment. 

ASX 200 1997 - 2020

Source: Talaria, Bloomberg

During this period investors have received a 7.4% p.a. total return, 
however the overwhelming contribution to this total return 
stemmed from income, not capital gain.

Even more striking is the chart below that shows that over the last 
5 years the price return is negative, which is only just offset by 
dividends for a very modest overall total return - and this is only at 
the early stage of dividends being cut! 
 
ASX 200 2015 - 2020

Source: Talaria, Bloomberg

While the ASX has historically been a strong dividend payer, the 
same trends can be seen in other equity markets. While the S&P 
500 has seen stronger capital improvement, the gap between 
price and total return over the same period is still notable. 

S&P 500 1997-2020

Source: Talaria, Bloomberg

The Dividend Swap Market, which suggests the scale of dividend 
cuts for this year but more importantly further into the future, 
shows that a further decline is being priced for 2021. In the US 
and Europe, dividend cuts of 35% to over 50% respectively are 
anticipated.

So, with reduced or even no income for the foreseeable outlook, 
investors will need to look elsewhere to generate it. 

A solution lies not in the stocks themselves, but in the process of 
buying them. Selling put options to enter stock positions 
generates a premium for the potential buyer, regardless of 
whether the stock is ultimately bought or not. It creates: 
 • a downside buffer to first loss, 
 • more consistent income, 
 • reduces portfolio volatility, and 
 • diversifies the sources of return.

This means that in periods such as now, investors have some-
where else to go for income. Further, as option premium increas-
es with volatility, an uncertain environment in most cases 
increases income from this source.

There are still some pundits forecasting a ‘v’ shaped recovery, 
but with earnings declines and possible depression style 
conditions, it will take time for dividends to return to more normal 
levels.  More likely is this cut to dividends will continue at least 
into 2021 with a recovery to prior levels taking 3-4 years, creating 
greater uncertainty for investors, and retirees in particular. 

Fortunately, there is an alternative.

Chad Padowitz, Chief Investment Officer, 
Talaria Asset Management
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AS DIVIDENDS ACROSS THE WORLD
GET CUT, WHERE TO FOR INCOME?
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ALIBABA

Two of its most promising businesses 
include Alibaba Cloud Intelligence (founded 
in 2009), which is one of the world's largest 
cloud-computing businesses, and Ant 
Financial (established in 2004, 33% owned 
by Alibaba), which is China’s largest 
payments and digital financial services 
platform. In addition, Alibaba operates 
China’s leading digital advertising platform, 
emerging international e-commerce 
platforms (AliExpress and Lazada), one of 
China’s leading online-food delivery and 
local-services platforms (Ele.me), a logistics 
business that supports the delivery of 
millions of items daily (Cainiao), a grocery 
business pioneering online-offline integra-
tion (Hema) and a leading digital media and 
entertainment business (Youku). Together, 
these businesses are supporting enterprise 
digitalisation in China and, in aggregate, 
have helped Alibaba notch revenue growth 
of 48% p.a. over the past five years.

Alibaba is well placed to record impressive 
earnings growth in coming years. The 
company is positioned to benefit from 
growing consumer spending in China and 
rising online penetration in rural cities. 
Network effects, user data insights, 
economies of scale and an ability to 
outspend competitors are sealing Alibaba’s 
market supremacy across many e-com-
merce segments. The synergies across 
Alibaba’s many units attract and retain 
people to its sites, which presents opportu-
nities to cross-promote, hone algorithms 
and monetise data through targeted ads. 
The cloud arm, which is twice the size of its 
next Chinese rival, is well positioned to add 
to its 1.4 million paying customers that 
include more than half of the A-share listed 
companies in China and 80% of Chinese 
technology companies. All up, Alibaba’s 
wide reach presents as a unique opportuni-
ty to benefit from China’s digital transforma-
tion and shift to a consumption economy.

Alibaba comes with risks, to be clear. One 
that is common to Chinese stocks is that, 
to skirt government restrictions on foreign 
ownership of ‘sensitive’ businesses, foreign 
investors can gain exposure to Alibaba only 
by investing in ‘variable interest entity’ 
structures where they don’t own shares in 
the operating companies directly. Another 
risk is interference from the Chinese 
government and its omnipotent regulatory 
powers. Although these market nuances 

Top this for a company head’s farewell to 
staff. A tearful Alibaba co-founder Jack Ma 
wore oversized purple-tinged glasses, a 
studded leather jacket with chains, a 
braided long-haired wig, and sang Chinese 
pop songs; accompanied by two other 
co-founders, a rock-star-decked Lucy 
Peng, and Joe Tsai, who opted for a 
‘Marilyn Monroe’-style dress and a blonde 
wig. And these were just some of the antics 
at a four-hour celebration in front of 60,000 
employees in September last year, in the 
eastern Chinese city of Hangzhou, to mark 
Ma’s achievements and the e-commerce 
giant’s 20th birthday.[1]

The company that earned 377 billion yuan 
(US$56 billion) in revenue in fiscal 2019 had 
much to celebrate. Alibaba, with more than 
60% market share, is the leading e-com-
merce marketplace operator in China, 
which is one of the world’s fastest-growing 
online retail markets thanks to rising 
incomes, the proliferation of smartphones 
and the fact that traditional western-style 
retailing never fully developed in the 
country. 

Alibaba’s domestic consumer-to-consumer 
platform Taobao (launched in 2003) and its 
business-to-customer platform Tmall 
(launched in 2008) that houses the world’s 
most valuable brands have 820 million 
monthly users today. The platforms 
generate transactions worth almost 
US$950 billion a year, an amount twice that 
of Amazon’s. Alibaba is behind the world’s 
largest shopping event; the company’s 
annual ‘Singles Day’, which on November 
11 last year notched a record US$38.4 
billion in sales across Alibaba’s main 
e-commerce sites.

And e-commerce is just one of Alibaba’s 
businesses. The company has used the 
profits from its lucrative e-commerce arm to 
expand into other large, fast-growing and 
often-complementary industries. 

”

”

An out-there 
e-commerce company 
has become 
critical to China’s 
digital transformation

create uncertainty for foreign shareholders, 
the probability of them transpiring into 
material shareholder losses for high-profile 
companies such as Alibaba is considered 
to be low, particularly given the importance 
of foreign capital to the Chinese economy. 
Another risk is that Alibaba competes for 
the attention and business of Chinese 
consumers in a dynamic market against the 
formidable Tencent, JD.com and Meituan-
Dianping. Notwithstanding the intense 
competition, Alibaba is likely to deliver the 
earnings growth in coming years that justify 
its risks.

Four reporting segments

In 1999, Ma was one of 18 people who 
gathered in his small, shared apartment in 
Hangzhou to form Alibaba. The company’s 
first initiatives were to create the 
English-language global wholesale market-
place Alibaba.com and a domestic-based 
marketplace, now known as 1688.com, for 
domestic wholesale trade. By the end of 
2001, Alibaba.com had more than one 
million registered users and within another 
18 months the company was profitable.

Skip to 19 September 2014 and Alibaba, 
after 15 years of excelling in e-commerce 
and branching beyond by organic invest-
ment, acquisition, forming alliances and 
minority investments, emerged as one of 
the world’s most valuable technology 
companies, raising a record US$25 billion 
for its New York Stock Exchange debut.  

Alibaba’s secondary listing on the Hong 
Kong Stock Exchange in 2019 was just as 
successful for the company now under 
CEO Daniel Zhang that reports its earnings 
across four key segments. The ‘core 
commerce’ division earned 86% of group 
revenue in fiscal 2019 from commission 
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Two of its most promising businesses 
include Alibaba Cloud Intelligence (founded 
in 2009), which is one of the world's largest 
cloud-computing businesses, and Ant 
Financial (established in 2004, 33% owned 
by Alibaba), which is China’s largest 
payments and digital financial services 
platform. In addition, Alibaba operates 
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local-services platforms (Ele.me), a logistics 
business that supports the delivery of 
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tion (Hema) and a leading digital media and 
entertainment business (Youku). Together, 
these businesses are supporting enterprise 
digitalisation in China and, in aggregate, 
have helped Alibaba notch revenue growth 
of 48% p.a. over the past five years.

Alibaba is well placed to record impressive 
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by investing in ‘variable interest entity’ 
structures where they don’t own shares in 
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government and its omnipotent regulatory 
powers. Although these market nuances 
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incomes, the proliferation of smartphones 
and the fact that traditional western-style 
retailing never fully developed in the 
country. 

Alibaba’s domestic consumer-to-consumer 
platform Taobao (launched in 2003) and its 
business-to-customer platform Tmall 
(launched in 2008) that houses the world’s 
most valuable brands have 820 million 
monthly users today. The platforms 
generate transactions worth almost 
US$950 billion a year, an amount twice that 
of Amazon’s. Alibaba is behind the world’s 
largest shopping event; the company’s 
annual ‘Singles Day’, which on November 
11 last year notched a record US$38.4 
billion in sales across Alibaba’s main 
e-commerce sites.

And e-commerce is just one of Alibaba’s 
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profits from its lucrative e-commerce arm to 
expand into other large, fast-growing and 
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the probability of them transpiring into 
material shareholder losses for high-profile 
companies such as Alibaba is considered 
to be low, particularly given the importance 
of foreign capital to the Chinese economy. 
Another risk is that Alibaba competes for 
the attention and business of Chinese 
consumers in a dynamic market against the 
formidable Tencent, JD.com and Meituan-
Dianping. Notwithstanding the intense 
competition, Alibaba is likely to deliver the 
earnings growth in coming years that justify 
its risks.

Four reporting segments

In 1999, Ma was one of 18 people who 
gathered in his small, shared apartment in 
Hangzhou to form Alibaba. The company’s 
first initiatives were to create the 
English-language global wholesale market-
place Alibaba.com and a domestic-based 
marketplace, now known as 1688.com, for 
domestic wholesale trade. By the end of 
2001, Alibaba.com had more than one 
million registered users and within another 
18 months the company was profitable.

Skip to 19 September 2014 and Alibaba, 
after 15 years of excelling in e-commerce 
and branching beyond by organic invest-
ment, acquisition, forming alliances and 
minority investments, emerged as one of 
the world’s most valuable technology 
companies, raising a record US$25 billion 
for its New York Stock Exchange debut.  

Alibaba’s secondary listing on the Hong 
Kong Stock Exchange in 2019 was just as 
successful for the company now under 
CEO Daniel Zhang that reports its earnings 
across four key segments. The ‘core 
commerce’ division earned 86% of group 
revenue in fiscal 2019 from commission 

fees, memberships and advertising on 
Alibaba’s e-commerce platforms. Core 
commerce also includes revenue generated 
from the sale of goods (i.e. first-party sales), 
primarily through Alibaba’s New Retail 
initiative, Hema, as well as revenue 
generated from the provision of logistics 
services (through Cainiao) and local 
services (through Ele.me and Koubei).

The next most important division is cloud 
computing, which earned 7% of Alibaba’s 
revenue by providing cloud solutions. The 
unprofitable ‘digital media and entertain-
ment’ segment attracted 6% revenue from 
membership fees and advertising. This 
revenue was mainly derived from Alibaba’s 
online video platform, Youku, and online 
browser, UCWeb, as well as through 
diverse content platforms that provide film, 
online ticketing, music, news, literature and 
gaming.

The other division is the loss-making 
‘innovation initiatives and others’ segment, 
which earned 1% of revenue. Within this 
division are found the company’s operating 
system, navigation technology, AI-powered 
voice assistants and smart speakers, and 
enterprise-communication software, where 
revenue is typically generated through 
software or annual fees.

With so many dominant positions across so 
many industries likely to ensure that these 
four segments generate strong growth over 
time, the party marking Alibaba’s next 
birthday of note could be the most bizarre 
yet. 

Michael Collins, Investment Specialist, 
Magellan Asset Management

Sources include company filings and website, 
Bloomberg and Hoover’s, a Dun & Bradstreet 
Company.
____________________________________
[1] See Reuters. ‘Tearful Ma bids Alibaba farewell 
with rock star show.’ 9 September 2019. 
reuters.com/article/us-alibaba-jackma-
idUSKCN1VU0VY
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As a fund manager focusing exclusively on junior resource companies, we are naturally 
fixated on the heightened tensions emerging between West and East. Members of the AIA 
would likewise be observing closely, cognisant of the daily dialogue in that conversation. At 
present that may be focused on service industries like tourism and education but has 
moved on to soft commodities barley and beef.  Hard commodities seem to occupy a 
special place and thus far remain largely immune from political intrigue, and some are 
bouncing back hard and fast from early COVID19 impacts.

China drives commodities 
We always hear a lot about China in the media regarding commodities and that is because 
they are an important driver of global demand - in fact China is the biggest game in 
resource town. 

China is the major part of global demand for hard commodities. The world’s largest 
importer of oil, and the world’s largest consumer of many metals including iron ore and 
copper, China consumes approximately half of the world’s metals and mining resources - 
more than double the proportion it consumed when we had the SARS outbreak in 2002.

China accounts for 53% of the world total steel production, which requires iron ore, 
manganese, coking coal plus/minus vanadium, molybdenum and other specialty metals. It 
simply is in every conversation about hard commodities.

Rebound
China rebounded strongly in April and that is a real theme of what we are seeing. It may be 
pent up demand releasing itself after lockdowns in China in February and March, but it is 
clearly there. For example, industrial production rose 3.9% year-on-year in April after 
collapsing 13.5% in the January-February period. An interesting piece of data potentially 
reflecting Chinese infrastructure stimulus is that China excavator sales rose 60% in April yoy 
while auto sales rose 4.4% yoy.

The Bank of China has pledged a yet “more powerful” monetary policy response to the 
virus. As a result, total financing came in at CNY3,090bn in April which translates into a 
12.0% yoy growth - the strongest in nearly two years.

Anecdotally, traffic in Beijing is reported to be even busier now than it was the same time 
last year. That again may be partly as a result of pent up travel demand, and perhaps more 
people are driving than catching public transport to avoid the possibility of catching Covid. 

Transport and Fuel
Looking to transport and energy, crude oil inventories in China have shrunk in recent weeks 
after rising to record levels in Q1. And in April China became Australia's biggest market for 
LNG, receiving 40 cargoes, above last April's total of 36.

So, while there is a threat of trade disputes between our two countries, this does not yet 
appear to have affected energy and hard commodities. 

In terms of automotive sales, in April vehicle sales in China rose 4.4% yoy although 
passenger car sales fell 2.6%. While EV battery demand in the first quarter tumbled along 
with EV sales, China’s announcement that the government would extend EV purchase tax 
exemptions for two more years until the end of 2022 should mitigate a fall-off in EV sales in 
China.

Also, the impact of the recent oil price collapse on EV sales in China may be muted, 
because China’s gasoline pricing mechanism does not allow price adjustment in gasoline if 
the crude oil price drops below US$40/bbl. So, the Chinese consumer is not going to 
benefit to the same extent in terms of ICEs using fuel.

JOHN FORWOOD

CHINA, CHINA, CHINA -
AND FOR GOOD REASON
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Altium Designer: Software for the design of PCBs; 
Nexus: A collaborative, cloud enabled PCB design solution; 
TASKING: Software for the design of embedded systems 
development; and 
Octopart: An electronic parts search and discovery engine. 

Shares in Altium (ASX:ALU) were hit hard during the onset of 
COVID-19. However, they have recovered extremely well, with no 
signs yet of slowing down. How much more upside can we 
expect from the share price?

We revisited Altium on 14 April after the Company withdrew its 
previous guidance for the 12 months to 30 June 2020 (FY20). The 
stated guidance for FY20 (as at February 2020) was for revenue 
to be at the lower end of the US$205-215m range and for 
EBITDA margin to be in the range of 37-38%.

The withdrawal of guidance in the latest trading update was 
related more to the uncertainty on the impact of COVID-19, rather 
than any tangible evidence of COVID-19 having an impact on the 
business. Notwithstanding this, we identified in our recent report a 
number of factors that may have negative implications for group 
revenue over the short term in light of the ongoing COVID-19 
crisis. But the broader questions for investors are: Do these alter 
the fundamentals and ALU’s premium market rating; and how 
effective are the Company’s mitigating strategies likely to be?

About Altium
Altium develops and sells software and hardware for the design 
and development of electronic products. The Company is one of 
the largest providers globally of printed circuit boards (PCB) 
design software and has an estimated market share of ~26%. 
ALU has four key products: 

i.
ii.
iii.

iv.

Key Fundamental Drivers
1.     Strong Product Offering
The Company released its latest version of Altium Designer (Altium 
Designer 20) in late 1H20. In addition, ALU further committed to 
Altium Nexus development. These two products represent the 
core Altium technologies that the Company intends to use in 
order to achieve market leadership. 

The increase in new Altium Designer seats of 19% and record 
growth of 16% in the subscription base to 46,693 subscribers in 
1H20 places the Company on track to reach the target of 
100,000 subscribers by 2025. 

In addition, the Company has started the process of rolling out its 
new cloud platform, Altium 365. This is the first step to connect 
the design space to the supply chain and manufacturing floor. In 
less than three months since launch, over 90 companies are using 
Altium 365 and have hosted their component libraries on this 
platform.

2.     Highly Adaptable Business Model
On face value, the Company’s dependence on perpetual licence 
sales means that any revenue impact from COVID-19 will be high 
margin. Over the short term, there is expected to be a margin 
impact on the basis that the Company will need to invest more 
heavily in sales and marketing to offset COVID-19 pressures. 

Balanced against this cost pressure, underlying demand for 
ALU's product remains unchanged. Accordingly, sales momen-
tum is to be maintained into FY21, albeit with a material step-up 
in sales and marketing required. While this implies that margin 
pressure is likely to continue into FY21, it is worth noting that the 
Company has a strong history of generating operating leverage. 
Since 2H16, revenue growth has consistently outpaced operating 
expenses growth. 

Further, the business model is highly adaptable to be able to 
work digitally/remotely, with marketing and direct selling currently 
conducted through the internet and via telephone.

3.     Strong Balance Sheet 
ALU is in a net cash position (US$80.7m as at 31 December 
2019) and the Company is strongly cash generative. These 
factors have allowed the Company to internally fund acquisitions 
as well as pay steadily-increasing dividends. In the recent trading 
update, the Company commented that cash reserves have 
continued to grow.

Fundamental View
ALU is well placed to navigate the difficult operating environment 
over the short term arising out of COVID-19. Despite the revenue 
impact short term, we contend that the fundamentals have not 
changed from a longer-term view. Taking a lesson from history, it 
is believed that GFC impacts were relatively minimal on the PCB 
design software markets; noting a larger focus on Research & 
Development (design and prototyping) to capture the next wave 
of demand as economic conditions improved. Accordingly, it is 
likely that COVID-19 economic impacts will not affect ALU's 
ability to achieve its FY25 revenue and margin targets.

Other catalysts for the shares include: i) Commercialisation of the 
relationship with Dassault Systemes and ii) Potential for ALU to 
be a takeover target. 

Following the recent re-rating in the shares, ALU is trading on a 
1-year forward P/E multiple of ~46x. While this multiple appears 
pricey, it is worth noting that the multiple is still at the lower end of 
the ~40-60x range that the shares have traded on over the past 
few years.

Charting View
ALU has been trading well since the March lows, forming higher 
highs and lows and steadily rising higher. We believe that the 
share price should continue to head higher from here. There will 
be some short-term resistance at current levels, however if we 
don’t see a major rejection in price, then it should be able to push 
through. That would then lead to a retest of the $40 level.

Michael Gable, Managing Director, Fairmont Equities.

22

Iron Ore
Turning to bulk commodities, iron ore has 
really surprised on the upside with China’s 
iron ore imports increasing sharply in April - 
up 19% yoy. 

The price of 62% iron ore rose 8% to 
US$86/t in a month due to a decline in port 
inventory in China. Shipments from Brazil 
have fallen and Chinese domestic 
production has been sluggish. We think the 
demand for iron ore is due to Chinese 
stimulus. China is reliant on Australian iron 
ore imports, with Australia accounting for 
63% of total imports.

Copper a barometer
With regards to demand for base metals, 
copper is a barometer of the global 
economy and we have seen China refined 
copper production rising 6.5% yoy in April. 

In addition, local governments in China 
have begun offering incentives to compa-
nies purchasing base metals, in a move to 
avoid inventory pile ups. Meanwhile, 
supplies of copper concentrates from 
South American mines have been impacted 
by Covid, and TC/RC charges levied by 
smelters have been slashed as a result.

While in the longer term several leading 
forecasters are now predicting a copper 
surplus in 2020 (CRU, Sonami, Fitch), this is 
not in evidence at the moment with copper 
stockpiles falling in China throughout April.

Zinc and Nickel
In terms of zinc, galvanized sheet output 
grew 14% yoy in March and is expected to 
have remained strong in April, supported by 
the rise in construction/infrastructure 
activity. Meanwhile, mine supply of zinc 
concentrates from Peru in particular has 
dried up during Covid shutdowns. However, 
in May given that Peruvian mines have 
begun reopening, that could flow to reduce 
tightness in the market. 

CHINA, CHINA, CHINA -
AND FOR GOOD REASON continued...

Nickel is another interesting barometer of 
industrial production. It is an essential 
component of stainless steel.  Chinese 
stainless-steel output rose 9% yoy in April, 
increasing 180,000 tonnes to 2.22mt (SMM 
News). So positive news here also. Supply 
of nickel pig iron ores, from leading lateritic 
ore producer the Philippines, has been 
affected by Covid shut-downs but these 
mines are also now reopening. 

Gold always important
Over the last few months, the Lowell 
Resources Fund has moved to over 50% of 
the portfolio invested in gold, and we have 
had some great successes in the gold 
sector such as ASX listed Predictive 
Discovery and De Grey Mining. Gold is 
always important to the junior resources 
sector, but especially today with ultra-low 
real interest rates. 

What we are seeing with regards to 
demand for gold is fascinating. The gold 
price is in record territory particular in 
non-US currencies but also in USD. Seeing 
it at a price of US$1,700/oz is a 30% 
increase on where it was 12 months ago 
below U$1,300/oz, with credible 
commentators forecasting that it is going to 
strengthen further.

What is fascinating to us is that most of that 
buying has come from ETFs while the 
physical market, which is primarily China 
and India, has all but collapsed. Jewellery 
demand has fallen by an annualized rate of 
-41% compared to the average from 
2009-2019, which is astounding.

Gold is almost in a battle between East and 
West: a struggle between very weak 
physical demand from the East, in China 
and India, versus strong investor inflows 
from the West – dominantly through ETF’s. 

By Scotia Bank’s estimation, the loss in 
physical demand, is 5x larger than the 
increases in investment demand. This 
indicates that the traded price has discon-
nected from the underlying physical market. 

This happens occasionally and could simply 
mean that the physical holders are also 
selling. Anecdotally, in Hong Kong and India 
there are some significant Covid driven 
cash-flow gaps of some big gold traders 
that need to be filled - salaries paid etc - 
while businesses are in shut down.

Its unknown territory
What we are seeing globally places us in 
unknown territory in modern times. Every-
one, particularly those investing in and 
exposed to the junior resources space, is 
watching China like a hawk. It is the first 
country to begin coming out of virus 
lockdowns and investors everywhere are 
looking for signs as to how that is being 
managed and watching for any potential 
flare ups.

While we have seen some low prices for a 
number of base metals, we are seeing 
strong demand out of China in general 
where April has resulted in a really solid 
rebound. We will watch that closely to see 
how that continues.

The cure for low metal prices
In terms of metal prices, the ultimate cure 
for low prices is low prices themselves. Falls 
in the price of base metals are already 
flowing through to delays or cancellations in 
the development of new mines. 

In the mid-term, as the world pulls out of 
the recession, we are going to see demand 
for metals pick up further and the supply 
chains will see tightness. 

As a result, members of the AIA can expect 
stronger prices when forecast economic 
recovery takes hold, and in some or even 
many commodities and metals you can 
expect shortfalls and significantly higher 
prices. 

The cyclical nature of the sector is a major 
reason that investing in the junior resources 
sector of the market requires close monitor-
ing and a medium to long term investment 
horizon.

John Forwood, CIO of 
Lowell Resources Funds Management

Lowell Resources Funds Management is the 
investment manager of the ASX-listed investment 
trust Lowell Resources Fund (ASX: LRT). Our 
website contains regular videos on content such 
as this and you can subscribe for regular articles 
and video updates www.lrfm.com.au ”

”

China consumes approximately 
half of the world’s metals and 
mining resources 
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number of factors that may have negative implications for group 
revenue over the short term in light of the ongoing COVID-19 
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The Company released its latest version of Altium Designer (Altium 
Designer 20) in late 1H20. In addition, ALU further committed to 
Altium Nexus development. These two products represent the 
core Altium technologies that the Company intends to use in 
order to achieve market leadership. 

The increase in new Altium Designer seats of 19% and record 
growth of 16% in the subscription base to 46,693 subscribers in 
1H20 places the Company on track to reach the target of 
100,000 subscribers by 2025. 

In addition, the Company has started the process of rolling out its 
new cloud platform, Altium 365. This is the first step to connect 
the design space to the supply chain and manufacturing floor. In 
less than three months since launch, over 90 companies are using 
Altium 365 and have hosted their component libraries on this 
platform.

2.     Highly Adaptable Business Model
On face value, the Company’s dependence on perpetual licence 
sales means that any revenue impact from COVID-19 will be high 
margin. Over the short term, there is expected to be a margin 
impact on the basis that the Company will need to invest more 
heavily in sales and marketing to offset COVID-19 pressures. 

Balanced against this cost pressure, underlying demand for 
ALU's product remains unchanged. Accordingly, sales momen-
tum is to be maintained into FY21, albeit with a material step-up 
in sales and marketing required. While this implies that margin 
pressure is likely to continue into FY21, it is worth noting that the 
Company has a strong history of generating operating leverage. 
Since 2H16, revenue growth has consistently outpaced operating 
expenses growth. 

Further, the business model is highly adaptable to be able to 
work digitally/remotely, with marketing and direct selling currently 
conducted through the internet and via telephone.
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2019) and the Company is strongly cash generative. These 
factors have allowed the Company to internally fund acquisitions 
as well as pay steadily-increasing dividends. In the recent trading 
update, the Company commented that cash reserves have 
continued to grow.
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ALU is well placed to navigate the difficult operating environment 
over the short term arising out of COVID-19. Despite the revenue 
impact short term, we contend that the fundamentals have not 
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of demand as economic conditions improved. Accordingly, it is 
likely that COVID-19 economic impacts will not affect ALU's 
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be a takeover target. 

Following the recent re-rating in the shares, ALU is trading on a 
1-year forward P/E multiple of ~46x. While this multiple appears 
pricey, it is worth noting that the multiple is still at the lower end of 
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be some short-term resistance at current levels, however if we 
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Michael Gable, Managing Director, Fairmont Equities.
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