
 

 

Melbourne, 1 June 2018 
  
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 Scala Private website 
www.scalaprivate.com  
  

                                                              
Caption Filmauro 1977 
 
Italy: Un borghese piccolo piccolo (An average little little* man) 

 

*A double “little” in Italian can be interpreted also as mean.  

The above multi-award winning movie interpreted by Alberto Sordi is an old movie that perfectly 
describes the Italian low middle class and it is quite terrifying how normal can become pure violence, if 
pushed enough. 

It describes an average low middle class man in Italy with an average only child. While walking to the 
shops the child is accidentally killed in a gun robbery. The mother breaks down and dies of sickness. 
The father, after a while, decides to track down, torture and kill the gunner. After, he goes back to be 
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his normal self – until, at the end of the movie, you see him in an altercation with young mean teenager 
and you see in his eyes what will happen next. 

In Italy, M5 Star and the League (two populist parties) are forming a new government. And the Italian 
middle class has been exterminated by the German/European elites like the only child of the movie. 

Now the low middle class can exact revenge. 

There is some scaremongering and insults (yes) between the new Italian Government, Germany and 
France. 

What happens next in Italy has the potential to destroy Europe as we know it. You could ask, reading 
the news, “wasn’t it all good?”. Yes, for the North European countries and for the rich. For the lower 
middle class it is still a tunnel without light at the exit. 

The graph tells the real story: 

 

Italian politicians, almost in the Roman Empire tradition, took the best ideas of the failed anti-Euro 
Greek revolution, improved them and made it work. 

The main points are:  

• citizenship guaranteed income (well the “Medicare” was invented by Mussolini) 

• Mass deportation of illegal migrants (circa 500,000) 

• New tax rate – only two brackets in Irish – Eastern Europe style 

• Minimum pension and no raising of the pension age 

• Revision of Italy’s debt vs Europe 

• better relations with Russia (the US sanctions damage Europe, not US) 

• A strange mini-BoT (mini Italian Treasury Bond that works like an alternative currency to the Euro) – 
almost a Quantitative Easing for people, not the banks. 

Due to the amount of debt, strategic importance and large industrial base, Italy cannot be bullied into 
submission by Germany. And Germany is very scared by Italy as, before the Euro, every time Italy 
devalued the Lira – Germany went into recession. And potential economy minister Paolo Savona is 
already at the centre of a Euro storm. 

He is a professor famously critical of the Euro German system where Germany dictates what Europe 
should be about. Already Chancellor Merkel and the main German newspaper Der Spiegel heavily 
criticized the choice and Italian Europhile (or pro elite) President Matarella is wavering. It is creating a 
clear issue where the election of a minister in a sovereign nation is influenced by another nation. 
Imagine if China would oppose the election of an Australian Minister due to anti-Chinese ideas.  

The real issue is that Europe has been created as a monetary union and not a fiscal or a federal union.  



 

 

Italy out of Europe is scary for everybody. Imagine Ferrari, Alfa Romeo, food, precision instruments 
40% cheaper if Italy exits the Euro. It is a terrifying prospect, especially for Germany – world’s 3rd 
largest exporter. 

Moreover, if the populist model works Greece, France, Spain, Portugal will follow. And around the globe 
there are a few candidates for a revolution. 

Even in Australia, where the divide between have and have-nots is growing larger, the main parties will 
be at risk from a serious populist party. 

Do not accuse the populists. From 2008 the rich minority increased their wealth from 42.5% to 50.1% 
in 2017 and the ultra-rich (as wealth beyond USD50 million) increased 500% since 2000 (Font: Credit 
Suisse).  

A man reaps what he sows (Galatians 6:7). Germany crushed Greece in 2015 – denying reforms and 
plunging an entire population into financial oblivion and now it has Italy to deal with – a much more 
formidable adversary. But the market consequences (positive or negative) will be not now. 

Update 28 May 

President Mattarella, in an unprecedented move, turned down the elected government due to (his own 
words) the financial repercussions from the European partners (Germany) and the markets and rating 
agency. 

While legally within his power, morally this is unacceptable (one unelected man decides what is good 
for the country against the vote. Not democratic).  

It is like in Australia, the Governor General refuses to swear in an elected Party under pressure from the 
Queen and the English financial markets. 

Even the Germans made matters worse – Mr. Oettinger, European Budget Commissioner, said “the 

market will show Italians how should they vote”. He had to retreat and apologize as Italy should be a 
democracy without the markets teaching a lesson. Otherwise the market will be taught a lesson in 
democracy. 

Then on 1 June, finally a League-M5Star government has been allowed, as the polls showed a complete 
populist dominance if elections would have been held again – a plebiscite against Europe. 

What happens next? It depends on how much the League and M5Star can stay together. They will try 
to subvert the “European Union by Germany” via subtler means. While 2016-2017 showed a few 
defeats for the Euroskeptics – 2018 shows a different side. Italy, with Poland, Hungary and Slovenia is 
squarely in the Euroskeptic side. 

USA 

The US just had one of the best reporting quarters ever and that is why May has been more positive 
than usual. 

President Trump and his team continues his crazy presidency where one moment you can be the best 
friend and the other you can be the sworn enemy. 

While the US is preparing for the North Korean meeting, his security adviser Bolton (and VP Pence) 
proposes a Libya model for the denuclearisation of North Korea. Problem is that Gaddafi renounced its 
nuclear weapons, only to be killed in a NATO led revolution. Not really the best deal for Kim, or anybody 
sane. 

In two days, President Trump said the meeting is cancelled and then it could still happen. The confusion 
is so total that the State Department is still preparing for the 12th June meeting as it was happening. 

President Trump also scrapped the Iran nuclear deal. While Europe is trying its best to save the deal, a 
real fallout could build the basis of a major Middle Eastern conflict. 

Also, every day there is a different news on the China tariff front. Or the NAFTA (North America Trade 
Deal). Or the steel tariffs that hit the US allies (Germany, Canada, Mexico). And tariffs bring inflation.  
Unfortunately, the US Administration resembles more and more the imperial court during the fall of the 

Roman Empire. 



 

Between all the noise, President Trump wound back most of the legislation that was put in place to 
protect the financial system from the greedy banks. 

The market learnt to ignore the noise, but it is ready to jump on the news if something really adverse 
happens. 

Europe 

The German economic empire is in double jeopardy. On one side President Trump is squarely aiming his 
anger at German exports. Merkel tried to fight President Trump also on the Iran deal, but German 
companies decided to abide President Trump (not to forego the tax cut) and not Merkel. An Italy retreat 
from the European German model would be another blow to the export-based German economy. 

The tell tale of the situation is the German 10 year Bond. It erased almost 2 years of reflation 
(improving economy indicator) in 2 weeks. 

Don’t be fooled by the good business headlines, there is a lot of poverty and the division between have 
and have-nots is growing. 

In France, only this week, 12 different unions are on strike in France (and I mean violent strikes). 

In Spain the President Rajoy has lost a no confidence vote – now Pedro Sanchez, Socialist, rules as 
Prime Minister. It is not against Europe – but surely it will look closely at the Italian developments. 

And Italian markets are starting to have a contagion effect on Portugal, Spain and Greek assets. 

In a sense this is a major moment for Europe – there are essentially two decisions to make: 

- Shifting the austerity policies from absolute austerity (German style) to an austerity with 
growth 

- Remain the slave of the US or start making its own foreign policy. 

This decision will shape Europe destiny in the years to come.  

Russia 

Russia showed the world the first real use of terminator robots. Russian Special Forces for the first time 
publicly used robots to exterminate a 11 team IS cell in Dagestan. The video was quite graphic (in 
Russian style) and clearly, the robots were not programmed to take prisoners. Meanwhile the soldiers 
were taking video with their phones. Robots 11 – Human Terrorist 0. 

On the economic side, Russia is turning more to the Middle East, Asia and South America to offset the 
continuous sanctions from the US.   

Middle East 

Israel and Iran are on the verge of open warfare. 
 
Israel continues to pummel Iranian positions in Syria and, for the first time, Iran shot a warning salvo 
into the Golan heights (just the day after President Trump cancelled the Iranian deal). Israel cabinet 
meetings from May are held in a maximum security underground facility. 
 
Not all is lost – some Israeli and Saudi newspapers hinted that there are secret talks between Israel and 
Iran brokered by Russia– promptly denied, but the latest Syrian Government attack close to Israel has 
been conducted without Hezbollah or Iranian support.  
 
The Syrian government clearly has won the war, but all the main parties refuse to acknowledge this and 
the war is slowly transforming to a Syrian/Israel war. 
 
Also, Israel and Hamas had a showdown. There is ample coverage in the media. I just add that both 
parties behaved badly. Hamas provoked Israel even compelling people to close shop and go and make a 
violent protest in order to infiltrate operatives and Israel used maximum force with sniper and crowd-
control drones to defeat them. 
  
A real serious accident could easily spark a major war. The major issue is that there is a part of the 
political Israel system that sees the war with Iran unavoidable. In this view a war is better now when Iran 
is still not fully embedded in Syria and President Trump is fully supportive than later. Again, reminiscent 



 

of the First World War, when the German military saw a confrontation with Russia unavoidable and better 
sooner than later. 
 
Turkey is becoming more and more an Islamic dictatorial place. It has taken Afrin in Syria (with the tacit 
assent of US and Russia) and now is taking Ibid (reminiscent of the UK and France letting Hitler taking 
over Austria and Czechoslovakia). Still, money is money, and the US is selling its most advanced fighters 
F-35 to Turkey. An insane move as the technology will filter through to Russia. 
All this warmongering comes at a cost.  The Turkish economy is a disaster and probably will need an IMF 
bailout, not to implode. 
 
The Saudi and Gulf countries (plus USA and UK) keep on going on with some of the worst massacres and 
cholera outbreak the world has ever seen (not covered by the Western media as the friend of the West 
are the evil conquerors). The Houthis are starting to lose and already the Gulf countries are starting to 

fight within themselves. 
 
Asia 
 
China is showing off its military power and consolidating its hold on the Chinese sea. It installed anti-ship 
missiles on its purpose built island and even landed strategic bombers there (yes, they can reach 
Australia). 
 
It is also tightening the grips in China. It introduced in May a “social credit system”. It is a system that 
combines credit data and internet behaviour data to assign citizens a score. If they fail, various levels of 
consequences will happen – the first is not allowed to travel. Already 9 million Chinese have been denied 
air or train tickets. The Big Brother is watching. 
 
ZTE, one of the main Chinese telco (shortlisted to build the Australian 5G network), has been accused in 
a Texas court to be a spy organization designed to infiltrate via bribes networks of international partners. 

The case is due to its behaviour in Africa and logically denied. There are quite a few sources that, in any 
case, show that Chinese mobile phone, smart TV and computers always have back door system left open 
for the Chinese Government. 
 
Now China, unless a major war happens, has the de facto dominance of the South Pacific Sea. It is also 
consolidating its China-Pakistan-Iran friendship belt. 
 
India is trying to be not too aggressive with China, but President Modi ordered to start developing a 
robotic -AI powered military force. 
 
Australia 
 
Australia just had the lamest Budget ever. Tax cuts in a few years (depending on which government will 
be in charge) and a normal infrastructure spend. Quite lame, as if all was good in Australia. 
 

The spike in energy price has already eaten the potential future tax savings! Disappointed is a very kind 
word. 
 
There are also minor super changes. One of them is that now a superfund will be able to have 6 members. 
I worked in the sector in Australia for over 10 years – never saw anyone even think of a 6 member 
superfund. 
 
The three years superfund compliance regime is a nice bonus and overdue, but per converse a real loss 
for accountants. 
 
Now we have AMP, ANZ and CBA charged, for different reasons, for criminal offences. I remember when, 
after the Global Financial Crisis, the government was touting we had the best banking system in the 
world.  
 
 
 
 



 

Superannuation Productivity Commission (SPC) 
 
The SPC released a very damning report. A lot of default superfund choices are chronically 
underperforming (over 30%) and accumulating fees in multiple accounts (and losing a staggering $3.9 
trillion per year). The impact is felt mostly on young people with low balances. 
 
More interesting for me is that finally (I am talking about this since 2010) someone talks about my very 
big issue with the outperformance of the Industry fund. 
 
The SPC requested performance data (and attribution of performance by asset class) to 208 funds. Only 
114 responded. Just 5 could deliver the key metrics of performance attribution. 
 
This is quite scary indeed. Most likely indicates that performances are boosted by special reserves or 

unlisted assets. Very easy way to be the top performers if you do not have to justify where the 
performances are coming from. 
 
It is scary as the performance figures compounded at 7% per annum are the ones used in their models  
to test the ability of the Super funds to discharge pensions and it will become critical after 2030 when the 
grey-hair population will be dominant in Australia. 
 
Of War and Peace 
 
1914 is the year that started the First World War, leaving a death toll of over 20 million. 
Apart from the black-swan event – the pattern is very similar to what is happening now. 
Pre-1914 
Technology was advancing at a very fast pace, cars – train – airplanes 
A lot of crises were erupting everywhere (1898 Nile, Morocco 1905 and 1911, Balkan crisis 1912-1913 
The reigning empire (UK) was declining and a new empire emerging (German-Austrian Hungarian). 

Industrialization was creating a new super rich elite and vast number of workers/slave. 
Japan embraced the Western industrialization process and showed the world that a non-Western power 
could rise very fast. 
Then there was the trigger-assassination of the Archduchy Ferdinand killed by a shady terrorist called 
Black Hands and sponsored by a rogue part of the Serbian Secret Services. It followed a pogrom (mass 
killing) of Serbs (over 1,000 houses and shops were burnt – killed number unknown). 
Pre-2018 
Technology is advancing at a very fast pace – AI, 3D printing, Internet of Things 
A lot of crises are happening everywhere (Ukraine, Libya, Syria, surge in conflict India/Pakistan, 
assertiveness of China, Korea). 
The reigning empire is declining (US) and the new is rising (China) 
Digitization is creating a transnational cast of super rich and populism and migration are displacing the 
poor. 
All Asia is embracing the Western digitization. 
Only a trigger is missing. Hence everyone should be paying attention to the President Trump killing of the 

JCPOA (Iranian deal). 
In 1914 there was a major line of thought in the German army that it would be better to confront Russia 
that year than after. There is a similar strategic thinking in Israel politics. Better to deal with Iran now – 
Trump is fully supportive of Israel and Iran is still not yet fully embedded in Syria. 
If something serious happens between Israel and Iran – we have the Black Swan that could spark a World 
War 3 (Iran is backed by Russia and China). And you can easily image someone planning a “Black Hand” 
scenario. 
I am not predicting a major war – but the elements are all there. 
By the way the assassination of the Archduke happened 28 June and until August 1914 it looked like one 
of the various other crisis (the official start was 28 July). 
Historian Gary Sheffield argues that in reality war was brought forward by “First, decision-makers in Berlin 
and Vienna chose to pursue a course that they hoped would bring about significant political advantages 
even if it brought about general war. Second, the governments in the entente states rose to the 
challenge.”. 
Sounds familiar to President Trump’s America First to me. Unfortunately. 
 
 



 

Fake news 
 
There is an incredible rise of fake news in the share market. They are created by short sellers and 
computer driven and ASIC, busy with the Royal Commission, is powerless. 
Some examples: 
Bluesky, fund manager, (the managing company, without influence on fund or private equity) has been 
accused to be inflating its assets under management (notwithstanding having independent auditors). It 
lost almost 70% from being one of the best middle cap stories. 
 
After Pay Touch, an electronic buy now/pay later system – has been accused not to check the credit 
worthiness of the client – while, in reality, it was all back checked by the banks. Lost and recovered 20%. 
 
Treasury Wines has been accused of slow sales to China due to Chinese political pressure. The Chinese 

government declared the fact as fake news and the share rebounded. 
 
Markets – where we are now 
 
The market showed incredible resilience in May – as the US reporting season was one of the best and 
some geopolitical overhangs seemed to recede (North Korea, China tariff wars). We are not out of the 
woods yet and, as I said before, I do not see new highs until November, after the US Mid Term elections. 
Just euphoria and then scary moments. 
 
The intense debate is around Federal Reserve interest rates. Currently the Feds rates are at 1.5%-1.75%. 
Normally the peak of interest rates is about 4.7% off the lows. The peak is usually around 5% (5.25% in 
2006). But since in the middle of the crisis the rate bottomed at -2.99%. So the peak of this cycle should 
be around 2.5% or three hikes away. Looking at the FED statements in 2018 there are at least 2 rate 
hikes. And then a hike in March 2019. 
 

Why it is so important? Six months after the peak usually a recession ensues. The current data points at 
an October 2019 recession. The portfolio must be reset to defensive/value oriented strategies, but timing 
is of the essence as between 1993 and 2008, defensive and value underperformed 6 months before the 
peak and overperformed for one year after the peak. 
 
Calling the peak right is the name of the game. 
 
Moreover, there are a lot of moving pieces. 
 
-Fed tightening increase inflation forecast, decrease liquidity and put pressure on Emerging Markets. 
-China Vice Premier Liu He is strongly against credit-driven stimulus - the major force behind China’s 
resilience. 
-Oil led recovery historically leads to sharp losses in equities and bonds. 
 
About inflation in the US. It is coming. Probably after the US summer period. 



 

 
 
Source: Capital Group, Thomson Reuters 
 
All this is true, but at this moment the market is still strong, and we are in a state of flux. 
 
Real Estate 
 
CoreLogic Research house reported the first year on year real estate decline (-.04%) since 2010 with 
house sellers having to reduce prices by 10%. But from the start of the year Sydney lost -4.2% and 
Melbourne lost -1.4%. 

 
Canada has always been a good forecaster for Australia. Similar economy (real estate, banks, energy vs 
real estate, banks and commodities) and structure large concentration in few metropolises. Also in Canada 
there has been massive boom on real estate. 
 
As we all know the real estate market in Australia has been sliding, but where is the bottom? Looking at 
Canada, without major Black Swan. The bottom should be between 9 to 12 months in the future.  
It should be not a super shock. Vancouver lost circa 10% - Australia should lose a bit more (12-15%) as 
the interest rates in Canada never went as low as ours. More a healthy retreat than a serious issue. But, 
with an average Melbourne Sydney price of $1 million, it is still a loss of $150,000 per property. 
 
Interesting that the Australian Government always affirmed that the Chinese demand did not influence 
excessively the Australian residential market. The data from 2017 show a 10% less demand from Chinese 
investor. I even found a nice graph for Sydney that shows who is lying (note graph not updated to 2018 
– Sydney prices are down circa 4%). 

 



 

 
Our Key Investment Changes – Why? 
 
My “island reversal scenario” worked quite well and we added some positions on the value side of the 
market. As it is not easy to find we are looking everywhere – from South Korea and Japan to Sweden and 
Finland. After a quite good April, we increased the cash levels aggressively as our strategy is real return. 
We achieved our objectives – so now we are more focussed on protection. 
 

Value is much harder to analyse as you cannot rely excessively on technical analysis, but into a deep 
fundamental knowledge and research of the corporation.  This means both skills and access to leading 
research. 
 
We are adding “falling angels” (good company that have good valuation but fell due to mishaps). This 
strategy will have some short-term pain – but allow us to buy good companies for the next cycle. 
 
Oil and Gold 
 
The predicted consolidation has finally arrived. It is brutal, but healthy for the long term. 
 
Curiosity 
 
NASA found an “alien asteroid” (extra solar system asteroid) orbiting Jupiter. It is the second alien asteroid 
ever found and the first permanent resident. NASA identified it as it is one of the very few solar system 
objects that orbits in the opposite direction of everything else (retrograde orbit). 
Its importance is that it shows that some elements (like water) could have come to Earth and the solar 
system from other galaxies. It is called (514107) 2015 BZ509 or "BZ”, 3 kilometres large and of unknown 
composition. 
 
AND FOR SOME FUN…. 
                                                                                                                                                       
..and finally….the joke (or not?) of the month! 
 
A bank manager was filling out a job application when he came to the question: "Have you ever been 
arrested?" He answered no to the question. The next question, intended for those who answered the 
preceding question with a yes, was "why?" Nevertheless, the bank manager answered it "Never got 
caught." 
 

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. 


