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Global
The Global economy continues to recover from the COVID-19 pandemic, but the recovery is patchy. The US, China and the UK
are making steady progress, while Europe, Japan, India and Brazil are still dealing with virus outbreaks. In addition, recent US
data has been a little softer than expected. This patchiness has calmed inflation fears (for now) and bond yields have
retreated.
With interest rates remaining very low, Equity and Commodity markets have been given the ‘green light’ to continue their
strong rally. However, beneath the surface, there has been a continual trend of investors switching from ‘growth‘ sectors to
‘value’ sectors, mainly on the fear of higher inflation and interest rates ahead. Accordingly, Technology and Healthcare sectors
have been volatile, while Banks and Resources continue to do well. Property and Infrastructure sectors also continue to
recover as economic activity returns and interest rates remain generally low.

Australia
The economic recovery has been stronger than expected, with the RBA expecting growth to be 4.75% in 2021 and the
unemployment rate to fall below 5.0%. In addition, the March CPI figure was surprisingly low at 1.1%. This ‘Goldilocks’
scenario has led to a strong rally in the Australian share market.
Strong growth and a buoyant iron ore price have led to the FY21 Federal Budget deficit ‘improving’ to -$161bn (from -$200bn)
but a big spending FY22 Federal Budget will keep the deficit out at -$106bn or 5.0% of GDP. Gross public debt will continue to
ratchet up towards $1.2 trillion or 50% of GDP. It seems Australia is headed for never-ending budget deficits, following in the
footsteps of the US.
At the same time, the RBA continues to hold the short-end of the yield curve (from cash to 3-year bonds) down at 0.10% and
will continue to do so until inflation is sustainably within its 2-3% target range. The RBA is targeting a low unemployment rate,
which should eventually lead to wage inflation and then general inflation. The RBA expects it will take until 2024 to achieve its
objectives.
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Recent weakness in the USD and strong commodity prices has seen the AUDUSD rally back to the $0.78 level. It does not seem
the AUD will weaken until commodity prices (particularly iron ore) fall.
On a negative note, relations with China do not seem to be improving and it seems we are in for a ‘Cold War’ with China. At
this stage, it is not really hurting Australia, with iron ore buoyant but one by one, China seems to be targeting our exports and
it looks like LNG could be next. In addition, China seems to be increasing pressure on Taiwan, which could bring the West
(including Australia) into conflict with it. This is one risk to keep an eye on.

Outlook
The outlook generally remains positive for growth assets (equities, property and infrastructure), on the prospect of economic
growth rebounding and still very accommodative fiscal and monetary policy. However, the prospect of rising inflation and
interest rates does pose a short-term risk to bonds and eventually equity market valuations. Much depends on the pace of
economic recovery, post COVID vaccines, and whether inflation is transitory or sustained. Other risks include: East/West
relations and regulatory intervention in various sectors, which seems to be on the rise in recent years.
The next key events on the calendar include:
RBA meeting – 1 June 2021
US Fed meeting – 15 and 16 June 2021
US 2Q21 reporting season – July 2021
Australian FY21 reporting season – August 2021
Bill Keenan
Principal, Portfolio Manager
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Warnings, Disclosure and Disclaimer
Date issued: Wednesday, May 12, 2021
This document is provided by Bluebird Portfolio Services Pty Ltd (Bluebird), ABN 91 620 481 218, AFSL 503266.
General Securities Advice
Any advice provided in this document, is general in nature only and does not take into consideration an investor’s objectives, financial
situation or needs. Before acting on the advice, the reader must consider whether it is personally appropriate considering his or her
financial circumstances or should seek independent financial advice on its appropriateness.
Past performance is not a reliable indicator of future performance.
Disclosure
Bluebird DOES NOT accept fees or gifts from companies or product issuers.
Bluebird and its respective officers may have an interest in the securities or derivatives of any entities referred to in this material. See
https://www.bluebirdportfolios.com.au/documents for a list of Director shareholdings. The analyst hereby certifies that all the views
expressed in this report accurately reflect their personal views about the subject investment theme and/or company securities.
Disclaimer
The material in this document has been obtained from sources believed to be true but neither Bluebird nor its associates make any
recommendation or warranty concerning the accuracy, or reliability or completeness of the information or the performance of the
companies or portfolios referred to in this document.
Any opinions and or recommendations expressed in this material are subject to change without notice and Bluebird is not under any
obligation to update or keep current the information contained herein. References made to third parties are based on information believed
to be reliable but are not guaranteed as being accurate. Although every attempt has been made to verify the accuracy of the information
contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically
excluded by Bluebird, its associates, officers, directors, employees and agents. Except for any liability which cannot be excluded, Bluebird,
its directors, employees and agents accept no liability or responsibility for any loss or damage of any kind, direct or indirect, arising out of
the use of all or any part of this material.
Recipients of this document agree in advance that Bluebird is not liable to recipients in any matters whatsoever otherwise recipients should
disregard, destroy, or delete this document. All information is correct at the time of publication. Bluebird does not guarantee reliability and
accuracy of the material contained in this document and is not liable for any unintentional errors in the document
This communication is intended for the named recipients only. It is confidential and may contain information which is privileged or
personal. If you are not an intended recipient, you must not disclose or use this communication for any purpose. If you have received this
communication in error, please call us and then destroy the communication or delete it from your computer system.
COPYRIGHT © 2021 Bluebird Portfolio Services. This report is subject to copyright. Except for the temporary copy held in a computer’s
cache and a single permanent copy for your personal reference or other than as permitted under the Copyright Act 1968 (Cth), no part of
this report may, in any form or by any means (electronic, mechanical, micro-copying, photocopying, recording or otherwise), be
reproduced, stored or transmitted without the prior written permission of Bluebird. This report may also contain third party supplied
material that is subject to copyright. Any such material is the intellectual property of that third party or its content providers.
www.bluebirdportfolios.com.au
bill.keenan@bluebirdportfolios.com.au
M: 0403534426
T: 03 8840 7886
Exchange Tower, Level 1, 530 Little Collins Street, Melbourne, VIC 3000.
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