
 

 

Melbourne, 1 September 2016 

  

BEYOND THE NEWS 
 
Welcome to the newsletter of Scala Private Wealth called ‘Beyond the News’ 

where you will gain some insight into what is really behind the news that could 

impact your investments.   

 

As usual, you can get more up to date news in the blog linked to my Scala Private 

website www.scalaprivate.com  

 

 
 

 
 

A tale of two markets 

 

The two graphs above explain the dangers of this market more than 1000 words 

can. 

The first picture is the SP500 since 2009 – a big rally underpinned by money 

printing by the US Federal Reserve and the others like European Central Bank, 

Bank of England, Bank of Japan and People’s Bank of China. 

 

The second chart, courtesy of Mason Stevens, is from the CPB Netherlands 

Bureau for Economic Analysis and represents the volume of international shipping 

from the same date – a good proxy for the real economy and commerce. 

 

http://www.scalaprivate.com/


 

 

While I was writing this, the 7th largest container shipping company, the South 

Korea’s Hanjin Shipping, filed for bankruptcy. 

 

Now you understand why everyone is watching the Federal Reserve. If the Fed 

fails, the stock market will go and chase the real economy.  

Interestingly there is a Deutsche Bank study that separates the Reserve Banks 

actions from the market and it establishes that it accounts for 40% of the current 

rally (SP500 at1,500 – instead than over 2,100). 

 

Macroeconomics 

 

USA 

 

The battle for the US election on 8th November is keeping us entertained. The real 

polls (without skewedness by pro-Clinton media) gives an advantage to Clinton. 

The reality is much closer, but still with Clinton on top. 

It is quite intricate to explain in a brief newsletter, but looking beyond the numbers 

this election is more for Clinton to lose it than Trump to win. There are only 4 states 

that could really sway the elections and most of them have a large immigrant 

electorate. Clinton can still lose the election as more and more email leaks (which 

will climax in October) show how many conflicted interests she has. Already the 

right parties called her potential Crook-in-Chief (as a tease of Commander-in-

Chief). That Bill Clinton got impeached for a sexual relation and Hillary could get 

elected with such a tarnished background is quite shocking to me. 

 

The US institutional investors are completely unprepared for a Trump victory. 

 

Federal Reserve Chairman Yellen just announced that the Fed could raise interest 

rates. This could induce some volatility in the market and strength in the US Dollar. 

More interestingly, she said that there is a need of fiscal policy and not just 

monetary policy. This is to say that the various monetary policies (quantitative 

easing, negative rates etc) are nearing the end of their efficacy and the Government 

should start doing something for the economy. This will be a space closely 

monitored by the institutional investors. 

 

 

Europe 

 

Brexit update – all the fearmongering for now seems a bunch of elitist lies. Retail 

spending in August has beaten massively expectations and now Reed (the largest 

UK online advertiser) said that the labour market is on fire after Brexit with a 

+8% month on month. Other data depicts a less bright picture – but anyway not 

gloom and doom as painted by the media. 

 

The rest of Europe has been pretty calm as most of the people are on holiday. 

 

Apple has been asked to pay Euro 13 Billion in unpaid taxes from the European 

Union. This could signal a new phase where Europe tries to implement a fiscal 

union – not just monetary. Such a move would have a lot of consequences. 

 

 

 

 

 



 

 

Asia 

 

The situation has been calm, but it hides two potential issues.  

First economical: if the Federal Reserve increases the rates, the US Dollar will 

strengthen and restart the malaise of the Asian economies. 

 

Secondly, people and markets are miscalculating the potential risk of a real 

conflict in the South China Sea. China, with a few speeches, has shed the 

pretence of a benevolent superpower and starts to show its aggressive stance. 

The other nations are growing more uncomfortable, but above all the new Filipino 

President Duterte (considered the Wild Trump of the East) is starting to talk more 

vehemently about China imperialism and being even confrontational. Before you 

laugh at a war between China and the Philippines, be reminded that there is a 

Mutual Defense Treaty with the USA. China is actually quite good at stirring the 

pot until there is a real risk of a US intervention (funny, a bit like a children 

game) – but accidents can happen.  

 

 

An example: 

 

The number of Japanese jet fighters’ sorties to intercept Chinese warplanes in 

2005 was 12 per year – in 2015 the number was 562! 

 

 

There was some media attention to the level of debts and defaults in the Chinese 

economy, but, with the market in holiday mode, it failed to catch the investors’ 

interest. 

 

Australia 

 

Australia has been quiet and the only shake up has been by Treasurer Morrison 

that reminded us that the Budget could well reach AUD1 billion in a decade if 

legislation is not passed to address it. Naturally I do not think that the speech will 

sway the Labour Party in any way. 

 

Funny enough as soon as some banks started to call for the AUD to go over AUD80 

cents, the Australian Dollar started to fall. As usual. 

 

Rest of the World 

 

After the attempted coup, Turkey did a Russian pivot and immediately you can see 

the results. 

 

Turkey invaded northern Syria, with the blessing of Russia, Iran and Syria and all 

combined these forces are hunting the Kurds (American allies) and Islamic State. 

A blessing from Russia, Iran and the Syrian Government simply means – we do not 

attack you immediately. But as usual with guests – the welcome is quite short. 

 

Anyway Iran, Russia and the Syrian Government are the winners and, while the 

fight is still going on, the games are done and the current fighting is more of a 

clean-up (90% of the weapons and petrol were passing via Turkey – so once Turkey 

changes side – game over). For now, the big losers are the Americans. 

 



 

 

At this point, unless Turkey overstays its welcome – Game Over. If Turkey 

overstays the welcome, the Syrian war easily could become a Third World War 

(Turkey, NATO, US, Australia, Japan versus Russia, Iran and China (China pledged 

support to Syria)). The danger is a convergence of interest in Aleppo. 

 

 

 

Markets – where we are now 

 

 

Quite a boring August indeed, but the eerie calm usually precedes wild swings. So 

between US elections and Federal Reserve actions we need to be very alert in 

September. Also new data from the US show that circa 80% investors have a 

positive bias…which is a contrarian indicator. 

 

I am fully aware that the Federal Reserve will try and sustain the markets and 

probably create a positive bias pre-election – but when you are a small retail 

investor and out there are big games – better take a low profile. Last week we 

cashed in some positions, increasing the overall liquidity. 

 

 

Our Key Investment Changes – Why? 

 

We had a good string of positions that benefitted from a good earning season in 

Australia in the mid-caps, but let’s be unconventional and focus on the bad news. 

 

Crown Castle International is a wireless infrastructure REIT in the US and lost 8% 

since we bought it. It had a great corporate result with even an 8% dividend 

increase, but it went down. 

 

Examining the position carefully and you see that approximately 3.5% loss is due 

to the currency movement (strong AUD). Then 1% is due to the dividend just 

announced.  The reminder of the loss is real, but due to the portfolio construction. 

This share is a defensive stock (being infrastructure/ REIT) which generally 

underperform in positive market and outperform in negative markets and it also 

relates to bond yields. So we keep the stock as it is doing exactly what should be 

doing. 

 

Superannuation Fact: A 65-year-old couple will need $702,000 in savings to be 

confident of affording the ASFA Comfortable Retirement Standard, which is 

currently $58,922 per annum for 65-year-old couples.  

  

Insurance Fact: Life insurance products sold in Australia include term life 

insurance and disability income insurance. Australian insurers are unusual in 

providing a lump sum Total and Permanent Disability insurance. Life insurers also 

sell superannuation investment products. Life insurance in Australia is sold through 

intermediaries (such as brokers) as well as direct to the consumer, in fact Australia 

is one of the leading countries when it comes to selling life insurance through direct 

channels. 

 

 

Sporting fact: the five Olympic rings represent the five major continents of the 

world and the colours of the rings have at least one colour of the flag of each 

participating nation. 



 

 

 

 

AND FOR SOME FUN…. 

 

 

Curiosity 
                                                                                                                                                              

Australia is moving 7cm north every year. It is the fastest moving continental 

landmass in the world. 

 

..and finally…. 

 

Standing in the park, I was wondering why a Frisbee gets larger and larger the 

closer it gets. Then it hit me. 

______________________________ 
 
 

The information contained in this newsletter is general advice only.  It does not take into 
consideration your personal financial situation, goals or needs. You must consider the 
appropriateness of the advice prior to acting on this information. Please seek advice from 
us or your financial adviser and read the Product Disclosure Statement/Financial Services 
Guide of the product you are considering prior to investing in that product. 


