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September 2010 – The post-
GFC investment environment. 
What can history tell us?

February 2011 – An 
Investment Roadmap. Key 
investment themes for 2011

December 2010 – The rise 
and rise of the Australian 
dollar – stretching the 
friendship

July 2011 – Investing in the 
Australian housing market –
Stairway to Heaven or close to 
the precipice
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Any opinions expressed in this presentation constitute our judgement at the time of issue and 
are subject to change. We believe that the information contained in this presentation is correct 
and that any estimates, opinions, conclusions or recommendations are reasonably held or 
made as at the time of compilation. However, no warranty is made as to their accuracy or 
reliability (which may change without notice) or other information contained in this 
presentation. To the maximum extent permitted by law, we disclaim all liability and 
responsibility for any direct or indirect loss or damage which may be suffered by any recipient 
through relying on anything contained in or omitted from this presentation.
This presentation contains general information and may constitute general advice.  It does not 
take into account any person’s particular investment objectives, financial situation or individual 
needs.  It should not be relied upon as a substitute for financial or other specialist advice. It 
has been prepared solely as an information service for financial advisers and should not be 
distributed to clients.
Before making any decisions on the basis of this presentation, you should consider the 
appropriateness of its content having regard to your particular investment objectives, financial 
situation or individual needs.  
Opinions expressed constitute our judgement at the time of issue and are subject to change.  
The presenter is a representative of MLC Investments Limited. MLC Investments Limited ABN 
30 002 641 661 105-153 Miller Street, North Sydney NSW 2060 is a member of the National 
group of companies.
MLC Investments Limited is the issuer of the MLC MasterKey Unit Trust.  Information about 
the MLC MasterKey Unit Trust is contained in the current Product Disclosure Statement 
(‘PDS’), copies of which are available upon request by phoning MLC on 131 831 or on our 
website at mlc.com.au.
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Source: Datastream as at 12 September 2011
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Global Market Correction since April 2011
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US 10 Year Treasury Yield

1.5

2

2.5

3

3.5

4

4.5

5

5.5

12-Jul-05 12-Ju l-06 12-Jul-07 12-Ju l-08 12-Jul-09 12-Jul-10 12-Jul-11

Recession / Deflation a lert

Boom  / In flation a lert

Source: Datastream

����������������

�����
�������������������������������

�����
�������������������������������

�����
�������������������������������

�����
���������������� ��� �	�������������
�������������
�	���������	�������������
�������������
�	���������	�������������
�������������
�	���������	�������������
�������������
�	��������

$
� 	������	��������	 ������	���	 
����� �	

QE 1

QE 2
QE 3?



7

7

Gold Bullion
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Government Net Debt
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What debt ?

“Zone of Worry”
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Chinese Monetary Policy tightening
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Source: Steven Keen’s Debtwatch
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Expect 10-15% price declines followed by 
sluggish price moves for 5 - 10 years
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Source: : Goldman Sachs

�
#����	�))
� �(�����	��	�	��1
�	�
�����
�	
���
�������������
���������
��
���
�
�������'(�� ���
�	
���
�������������
���������
��
���
�
�������'(�� ���
�	
���
�������������
���������
��
���
�
�������'(�� ���
�	
���
�������������
���������
��
���
�
�������'(�� ���




16

16

Source: Datastream, ABS

Household debt as a % of disposable income
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Source: Datastream, ABS
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Reasonable affordability is around 3 x median incom e
A median score between 4.1 and 5.0 x is “seriously unaffordable”
A score above 5.1 x is “severely unaffordable”

By way of comparison: 
Hong Kong was ranked 325 th (score of 11.4) 
London 311 th (score of 7.2) and 
New York 289 th (score of 6.1)

Source: 7th Annual Demographia International Housing Affordability Survey
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Source: Reserve Bank of Australia  (excludes non-housing non-financial assets)

Aggregate Household Gross Assets
September 2010 = $6.5 trn
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Expected Returns

(Average annual returns over next 5 years)
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Source:  MLC Investment Management  - variable according to household circumstance and needs 
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� Shares  - looking cheap provided earnings hold up - volatility likely to stay high though

� Dividend focus - will provide the lion’s share of total returns
- more stable than capital gains and very tax effective 

� Cash - Good returns but term deposit rates starting to fall.  Not particularly tax effective

� Gold  - disaster insurance not an long term investment opportunity at $1,900 oz

� Residential Property - beware because of poor affordability and rising interest rates

� Commercial property - more attractive & better yields but watch out for retailing

� Diversification - crucial in a highly volatile, uncertain environment

� Dollar cost averaging - systematically buying (not selling) cheap assets 

� Active management - passive management can’t avoid Greek bonds !

Have the right amount of risk and get good advice!
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� Roll up and down the investment risk spectrum – e.g. 
switching between Horizon funds to manage risk

� Equity income approaches – focus on dividends with reduced 
equity market risk

� Absolute return strategies – more dynamic asset allocation and 
risk management

� Alternative asset classes  - different asset class exposure 

Think differently about investment strategies
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Tax on polluters to reduce pollution and to encoura ge us to buy cleaner energy sources

� $23 per tonne - indexed at 2.5% pa for 3 years then becomes a market traded price with carbon caps

� Mining industry - mining industry will receive reduced fuel excise credits (currently pays no fuel excise)

� Coal Industry - most Australian coal mines emit little carbon but users of coal will be affected

� Subsidies - significant subsidies have been offered to affected industries and to households

� Profit impact - depends on ability to pass on carbon tax through higher prices
- impact varies significantly but between 0-10% for most companies and perhaps only
1-2 % off aggregate EPS growth by 2013

� Macro Impact - reduce GDP by 0.1% pa assuming other countries do the same
- increase CPI by less than 1% in 2013
- raise approx $8-9 bln in 2013 FY of which $4.2 bln compensates households and
$3.2 bln compensates business  

Much smaller macro impact than the GST
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• Near term - 2011 H1
• Reduce growth & raise inflation

• Disrupt mining & agricultural exports

• Impact negatively on affected farmers, businesses and households

• Interest rates on hold

• Longer term - 2011 H2 onwards
• Major reconstruction effort - concentrated in certain regions

• Qld a major beneciary

• Boost economic growth by up to 1-1.5% but not spread evenly

• Support construction industry – shortage of skilled workers?

• Industry recovery? Agriculture & tourism – wait and see

• Tax levy & other spending cuts to pay the bill 

• Interest rates to potentially rise further
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� Deficit > $49.4 bn in 2011 FY, $22.6 bn in 2012 FY, surplus $3.5 bn in 2013 FY

� Growth >  2.25% in 2011 FY & 4% in 2012 FY

� Inflation >  3.25% in 2011 FY,  2.75% in 2012

� Sources of Growth

� booming mining investment and disaster reconstruction

� moderate consumption and weak residential construction

� Positives > Spending on Labour force training and migration to boost workforce

� Concerns >  Very slow recovery in budget deficit despite the mining boom
>  Many of the measures not impacting for 2-3 years
>  No sovereign wealth fund to bank the benefits of the mining boom
>  No tax reform 
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Source: Datastream

Housing & Bonds have been the outperforming asset c lasses

75

100

125

150

175

01-Dec-05 01-Dec-06 01-Dec-07 01-Dec-08 01-Dec-09 01-Dec-10 01-Dec-11

Shares (All Ords accumulation index)

Cash (overnight)

Housing (Capital City index)

Bonds (Australian composite total return index)

Value of $100 invested in 
December 2005

�����
�&���������
�������'((7������
�&���������
�������'((7������
�&���������
�������'((7������
�&���������
�������'((7�� ��� ������������������&�������������������&�������������������&�������������������&��
 �
�
�
 �������

����
�

�
�������

����
�

�
�������

����
�

�
�������

����
�

�




34

34

85

90

95

100

105

110

115

120

125

130

135

Q1 2008 Q1 2009 Q1 2010 Q1 2011

China Australia

US Germany

UK Japan

Ireland Greece

Cumulative real GDP index
Q1 2008 =100

Source: Datastream

�
������������
������������
������������
������������ ��� +��8���������

�&
�������������+��8���������

�&
�������������+��8���������

�&
�������������+��8���������

�&
�������������� ��� ������-�#��
���-�9������������

���������-�#��
���-�9������������

���������-�#��
���-�9������������

���������-�#��
���-�9������������

���

'��	��#  ��	���
#��� ��
(��	���

���	*

Multi - tiered



35

35

=�	�
#����	������	�����	�	��
(���
:������2���	
������������
��������+������������
��� �����:������2���	
������������
��������+������������
��� �����:������2���	
������������
��������+������������
��� �����:������2���	
������������
��������+������������
��� ������ ��� �����
�
��

���

��������
�
��

���

��������
�
��

���

��������
�
��

���

���



36

36

Australian Equity Market Returns
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Recent bumper stickers in the US
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$96$220-290Leatherman Charge tool

$9-10$20CDs (Lady GaGa)

$774$949Apple iPad 2

$32,337$79,591BMW 3 series sedan

$93$200Merrill urban sport shoe

$122$219GPS Garmin 4.3”

$7-9$18Cinema ticket

$6-8$20-21Books (Harry Potter)

$30-60$150-200Men’s Business shirt

Overseas / 
Internet # *

Australia #Item

# list / advertised price
* A$ equivalent – doesn’t include shipping to Australia – uses US$1.07 exchange rate
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Asset Class Historical Risk vs Returns
(20 years to end 2009)

Cash

Aust FI

Aust LPTs

Aust Shares

Alternatives

Direct Prop

Int Shares (u/h)

Residential Prop

0

2

4

6

8

10

12

0 5 10 15 20 25

Volatility (SD % pa)

R
et

ur
n 

(%
 p

a)

���
��	�
#����	���#���	��
�	1#���)�� 	����	

Source:  Goldman Sachs

1	��&�

���	
�������	��
�����
�
����������	�	���1	��&�

���	
�������	��
�����
�
����������	�	���1	��&�

���	
�������	��
�����
�
����������	�	���1	��&�

���	
�������	��
�����
�
����������	�	���



40

40 Source: Datastream

,���	�� #������	�
��
 ���	������
#�����������

�&���%�����#�����������

�&���%�����#�����������

�&���%�����#�����������

�&���%�����

Industrial Commodity Prices

0

50

100

150

200

250

300

350

400

02-Feb-07 02-Feb-08 02-Feb-09 02-Feb-10 02-Feb-11

Coal

Iron Ore
Copper

Price Index 
2007 = 100



41

41

Source: : Goldman Sachs
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Scenario Probability Weighted Real Returns (June 20 11)

-10%

-5%

0%

5%

10%

15%

20%

25%

Domestic
Equity

Global equity
Unhedged

Global equity
Hedged

Emerging
Markets
World

Unhedged

Domestic
cash

Short duration
Diversified

Debt

All maturities
Diversified

Debt

Domestic
nominal

government

Domestic
nominal

corporate

Global
nominal

government

Global
nominal

corporate

Domestic
inflation linked

Global high
yield debt
(extended

credit)

R
et

ur
n 

%
 p

.a
.

-10%

-5%

0%

5%

10%

15%

20%

25%
Average of best 10% tail

Average of worst 10% tail

Probability weighted expected returns

Long-term 'normal' return

(7 years, 0% tax with franking credits, pre fees, pre alpha)

       

Source: MLC Investment Management



43

43

�������	?���������
��
�������	����������
���	��
�������	����������

• Michael joined MLC Investment Management as an Investment Strategist in July 2010.  
Prior to that, he was Head of Asset Allocation at UBS Global Asset Management in 
Australia and Global Head of Asset Allocation and Investment Strategy at Aberdeen Asset 
Managers in London.

• He graduated with a BEc from the University of Adelaide, and subsequently joined the 
Department of Treasury in Canberra as a research officer.

• At MLC, Michael is part of the capital markets research team, and is responsible for 
communicating MLC’s Manager of Managers Investment process to the market place as 
well as involvement in the formulation of the Strategic Overlay for diversified funds including 
the LTAR and Horizon series of funds.  

• Michael has written numerous articles, as well as undertaken presentations and training to 
a wide range of clients and audiences, on topics related to the investment outlook, asset 
allocation and risk management.  He has worked and presented in Asia Pacific, the Middle 
East, North America and, Europe.

• Michael is a member of the Morningstar Regional Expert Panel on Asset Allocation.


