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The recession in Australia’s economy brought on by the coronavirus has officially come to an end. 

When the national accounts data was released recently, the quarterly growth in our economy was ahead 
of most estimates and represented the fastest rate of growth since the mid-1970s. However, it is important 
to note that the contraction in the preceding June quarter was of such magnitude that even with this 
strong recovery there remains a significant gap to the pre-virus level of output. The value of all goods and 
services produced in the Australian economy in the March quarter was $506 billion. This same figure for 
the June quarter fell sharply to $468 billion and has now rebounded, but only to $486 billion.

It will remain especially challenging in the current environment to accurately predict future growth, with 
many potentially significant challenges still to be navigated. That said, the current consensus is that the 
recovery remains on track, but that the rate of growth will slow. We are expected to achieve a still healthy 
expansion of comfortably better than 1% per quarter well into next year, such that our annualised GDP 
growth is currently forecast to peak at +5.8% by the middle of 2021. 
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Throughout this year a comment we have shared previously from former US Treasury Secretary Larry 
Summers has remained close to top of mind. In an interview in early April he was asked just how bad the 
situation might get, and also what he expected from the recovery. He replied, “I have the optimistic 
guess—but it’s only an optimistic guess—that the recovery can be faster than many people expect because 
it has the character of the recovery … that takes place every Monday morning.”1 In other words, because 
the economic shutdown was imposed by authorities to deal with the global pandemic, it also meant that 
when it was safe to do so that the economy could be re-opened, and a much quicker rebound than was 
experienced in past crises was possible. We have also said in these commentaries that when confidence 
returns to both the household and business sector, that historically high savings and pent-up demand was 
also very likely to be supportive of this faster recovery narrative. 

Australia’s Household Savings 
Ratio came down slightly in the 
most recent update, but as the 
chart shows clearly it remains 
at close to an all-time high. This 
is measured as the difference 
between household income and 
expenditure, and while income 
has been and will be supported 
by government policy, there is 
still a lot of capacity to sustain 
growth in key areas such as 
retail sales and hospitality for 
some time to come.

So, have we seen the crucial regained confidence mentioned above? The short answer is an emphatic yes.

The chart on the left shows a measure of Business Confidence from the National Australia Bank’s monthly
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survey, who upon the latest update commented: “Business conditions and confidence rose in November, 
continuing to suggest a rapid rebound in the economy as restrictions are eased and state borders open 
up… Overall both confidence and conditions are now above average, and stronger than the period right 
before the pandemic – albeit this partly reflects some “snapback” following the containment of the virus.”2

Similarly, the rise in sentiment in the household sector is shown on the right. “Australia’s consumer 
confidence has surged despite escalating tensions with China, boding well for the country’s recovery from 
the pandemic slump. The increase in sentiment follows the removal of interstate restrictions and vaccine 
progress. Elevated confidence in the housing market suggests further price momentum, which could boost 
household wealth and spending.”3

That confidence in the housing market grows as we continue to see confirmation in each data update that 
predictions from earlier this year of a crash in prices have not happened. Nationally, house prices gained 
+0.8% for the September quarter, bringing the annual increase to +4.5%. Construction activity in the 
residential sector is also expected to remain strong, and importantly a recent analysis remains relatively 
optimistic about the impact of likely lower population growth. “While negative net migration over the next 
two years will reduce the demand for Australian housing … we expect the higher household formation 
rates and tighter housing stock position to offset the weaker population outlook and underpin the near-
term demand profile for new and established housing contruction.”4

To wrap up, it is important that 
we consider this optimism in the 
context of the labour market. 
Here again we can return to the 
words of Larry Summers as we 
observe a recovery that has thus 
far surprised to the upside. We 
track a range of data beyond the 
headline unemployment rate and 
that has been particularly 
important this year. The data 
series here tracks aggregate 
hours worked and goes back to 
the late 1970s. The impact of the 
virus is clear and unprecedented.

It is also important to acknowledge though the unique characteristics of this health crisis induced 
recession, and the substantial and timely policy response from the government and our central bank. 
There is no doubt that both fiscal and monetary policy support has been instrumental in the sharp rebound. 
For comparative purposes we have also highlighted above the last time our economy was in recession in
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the early 1990s. Back then, when the measure of aggregate monthly hours started to decline it happened 
more gradually, but it also lasted much longer. In fact, it took a full four years until the pre-recession level 
of work fully recaptured its previous peak. 

We can measure the overall 
impact by looking at a drawdown, 
which measures not just the depth 
but also the length of the decline. 
Whilst the analysis is obviously 
incomplete as we are not yet fully 
recovered, so far the cumulative 
hours lost is only about a quarter 
of what was experienced in our 
last recession. So, we can be 
cautiously optimistic about our 
labour market recovery, though 
we do expect that growth in 
wages will continue to be modest 
for a few years yet. 

In the previous monthly commentary we promised a discussion covering other parts of the world, including 
Europe, the United Kingdom and the status of Brexit, as well as comments on key exposures in Japan and 
the broader Asia-Pacific region. We ask for your patience on that front, having decided that the economic 
recovery story in Australia warranted the fuller discussion provided above. We will cover these international 
areas in the December note, which will be published early in the new year. 

Whilst 2020 has not yet ended, it was especially encouraging to see such strong portfolio performance 
when the November data was added. As with the drawdown concept above, we track downside impacts 
on portfolio valuations, and are pleased to see that these are now either at or very close to recovering 
their pre-virus levels, allowing for the variations that are inherent to Individually Managed Accounts. 

So, as this will be the last long-form commentary you will receive in an unforgettable year, we take this 
opportunity to thank you sincerely for your continued support during such a tumultuous period. We hope 
that all our investors and advisers enjoy time relaxing with family and friends, and we look forward to 
working with you, and hopefully even catching up in person, in the New Year.

Kind regards, 

Asset Allocation and Investment Committee
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TEN YEAR FORECAST RETURNS 

Australian 
Equities

Inter Eq -  

Dev Mkts
Inter Eq – 

Emerg Mkts
Listed 

Property
HY Income 
Securities

Income 
Securities

Current Yield 3.8% 1.9% 2.1% 4.6% 5.9% 2.7%

+ Currency Impact 0.5% -3.0%

+ EPS Growth (10 Yrs) 4.5% 4.5% 7.8% 2.8%*

+ Valuation Effect -2.1% -2.5% -1.3% -0.2% -3.0%

Index Return (Pre-Tax) 6.3% 4.4% 5.6% 7.2% -2.9% 2.7%

* Forecast Distribution Growth

Please note that the active asset allocation targets mentioned below apply to both the Exchange Traded Fund portfolios managed by Implemented 
Portfolios and the portfolios that own direct shares which are managed by Joseph Palmer & Sons. However, commentary below about individual 
investments is in relation to the ETF portfolios only. 

AUSTRALIAN EQUITIES

Some truly extraordinary returns were delivered in November, so we will let the numbers speak for 
themselves. The benchmark S&P/ASX200 index had a total return of 10.3%, however this was bettered 
by the broad Australian Equities fund in your portfolio, which tracks the ASX50 index (largest 50 rather 
than 200 companies) which added 11.4%. Better yet, our key overweight sector allocation to Financials 
rewarded patience with a remarkably strong 16.3% for the month. Any other time the more modest 
returns from medium and small companies of 7.2% and 5.4% would be highlights, but these still strong 
numbers were definitely outshone this time. 

INTERNATIONAL EQUITIES

Australian Equities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 10.0% 15.0% 20.0% 27.0% 40.0%

Target* 13.5% 20.1% 26.6% 35.6% 51.3%

International Equities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 5.0% 10.0% 15.0% 23.0% 35.0%

Target* 5.2% 10.4% 15.4% 23.4% 34.7%
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Changes in our currency remain an important influence on returns generated from the investments in 
this asset class. In recent times, the Australian Dollar has rallied as the global economy has recovered 
from the depths of the coronavirus crisis. A rising currency holds back the performance of the underlying 
investments which means slightly lower returns in strong equity markets. The compensation for this 
dynamic is that a lower currency boosts returns in falling markets, and your portfolio certainly benefited 
from being unhedged to the weaker dollar earlier this year. We also note that the upward moves in the 
relevant currencies including the Euro and Yen have been more modest than the increase in the 
exchange rate with the US Dollar. 

A very short-term view supports the recently completed decision to adjust exposure within International 
Equities from the Asia-Pacific fund to Japan. The Australian dollar returns were for the month were 3.7% 
for the former and 6.0% for the latter. However, more pleasingly, it was Europe that provided the standout 
contribution to performance in November with 11.5%, where the unloved sectors including Financials 
rallied very strongly.

At our meeting in November, the committee gave in principle agreement to increasing the active asset 
allocation to International Equities and to use the extra capacity to add exposure to the United Kingdom. 
However, we have deferred that decision for now given markets quickly rallied by nearly 15% in the first 
half of the month. An abiding principle in our portfolio management is that higher prices today imply lower 
future returns, and the forecast for the UK equity market changed significantly in very quick time. We will 
monitor the final Brexit negotiations closely and continue to look for a more attractive opportunity to 
potentially add this exposure in the future.

LISTED PROPERTY

Here again we saw a rotation in the underlying sectors that comprise this asset class, which are broadly 
defined as office, retail and industrial. For the last six months or so the industrial related property trusts 
performed quite well, but were outweighed by poor sentiment and much uncertainty about the prospects 
for the office and retail sectors. However, increasing enthusiasm about a return to a more normal pre-
virus life, including strong retail sales data and an expectation that workers would return to their offices, 
proved to be a strong catalyst. The return for November was a very strong +15.6%, and pleasingly your 
investment outperformed the benchmark index for the asset class by 1.7% for the month.

Listed Property No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 5.0% 5.0% 10.0% 10.0% 10.0%

Target* 5.3% 5.2% 10.3% 10.3% 10.1%
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HIGH YIELD INCOME SECURITIES

We remain 100% underweight here as the forecast return is not sufficient to compensate for the risks. 
The average compensation provided for the extra risk in unrated debt, compared to more secure debt, 
has fallen dramatically over recent months. We do not consider it likely that the committee will decide to 
add exposure in this asset class for the foreseeable future. 

INCOME SECURITIES & CASH

Income Securities No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 40.0% 40.0% 30.0% 20.0% 0.0%

Target* 52.2% 50.4% 37.6% 25.3% 0.0%

Cash No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 30.0% 15.0% 10.0% 5.0% 5.0%

Target* 23.8% 13.9% 10.1% 5.4% 3.8%

At their November meeting the Reserve Bank of Australia took interest rates down even further, moving 
the Cash Rate from 0.25% to 0.10%. Perhaps more importantly they promised to keep rates at these 
levels until there was a substantial recovery in jobs, and acceptance that inflation was sustainably back 
within their target band. The RBA has communicated very clearly that they expect that rates are likely to 
be kept at these historically low levels for at least the next few years. 

That presents a very significant ongoing challenge to portfolio management. In years past it has been 
reasonable to expect that the defensive part of your portfolio would provide a return of say 3% to 5%, or 
even higher if you’re prepared to look back further. That is simply not going to be the case in the short to 
medium term future. All investors need to accept that traditionally defensive investments such as term 
deposits and government bonds now provide less than 1% pa. The committee continues to seek out 
possible alternatives that provide better returns but still with an acceptable level of risk for this part of 
your portfolio. The options here are very limited though. 

HY Income Secs No. 1 No. 2 No. 3 No. 4 No. 5

Neutral 10.0% 15.0% 15.0% 15.0% 10.0%

Target* 0.0% 0.0% 0.0% 0.0% 0.0%
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We confirm that we remain comfortable with the exposure to preference shares issued by our major banks. 
At current prices these are proving returns of around 3% to 3.5%, and importantly for their defensive 
character, the banks are well capitalised. In our most recent meeting we did give consideration to 
increasing the exposure to these investments, but on balance felt the current levels were appropriate. 

* The Target weights outlined above reflect both the active asset allocation stance as determined by the committee and also the impact of market 
price changes as portfolios use a floating weight regime for securities within an asset class, and asset classes within each of the respective 
Investment Programs.
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ASSET CLASS TIPPING POINTS

The key message here is that returns across the range of asset classes shown below are all lower, which 
is entirely expected given the very strong performance in November. The committee opted to increase the 
target allocation to Listed Property to reflect that recent strength, moving now to a modest Overweight 
from the previous Neutral. This will provide room to add exposure if we see prices pull back from recent 
highs. Overseas, we are pleased with the move to rebalance within International Equities, primarily from 
Asia-Pacific to Japan, a change that is supported by the relative forecasts for each. Finally, while the return 
is lower, we so still assess Financials in Australian Equities within our Cheap valuation band, and so will 
watch closely further moves closely but maintain the Overweight stance for now. 

Source:

1. W Cohan, “Grim As It Is Now, Larry Summers Guesses Recovery Could Be Faster Than Anticipated” – Vanity Fair. 2-Apr-2020.
2. NAB Markets Research, NAB Monthly Business Survey – November 2020
3. J McIntyre, “Confidence Surge Boosts Recovery Optimism” – Bloomberg. 12-Dec-2020.
4. L Huynh, “Australian Residential Construction Outlook - Laying the Foundations for Growth” – Citi Research. 7-Dec-2020.
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NOTE: It is important to note that each portfolio is managed to its own mandate, which can mean that activity mentioned above is not reflected 
in your own portfolio. This may be because it is more beneficial to your portfolios after tax performance to complete the trading at a different 
time or may be due to individual customisation that you have requested. This flexibility is an integral part of the investment process. If you would 
like to discuss the tailoring of your portfolio please contact your Adviser.

DISCLAIMER: The information in this commentary has not been verified by Implemented Portfolios but is believed to have come from reliable 
sources as noted in the acknowledgements. No Liability is accepted by Implemented Portfolios, its Directors, officers, employees or contractors 
for any inaccurate or incorrect information. The information is a broad commentary and there is no intention that a client should act on the 
information without seeking professional assistance from their own advisers (legal, tax, accounting, financial Planning) for suitability in respect of 
their unique circumstances.  
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