Quality Listed Portfolios
Monthly Market Update – September 2021
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Global
A long-awaited market correction started to come through in September sparked by a number of issues, including:
•

Pending default of China’s largest property developer - Evergrande

•

Congress wrangling over lifting the US$28.5 trillion debt ceiling

•

Inflation issues related to rising energy costs and supply bottlenecks

•

US Federal Reserve proposing to reduce or taper its bond purchasing program from November 2021

•

Ongoing COVID issues

The Evergrande news seems like the most worrisome, but we find it hard to see it becoming a big issue outside of China.
Chinese property is mostly financed via Chinese debt and equity and any losses will be borne by these investors. Further, the
Chinese government itself has precipitated the situation with a crackdown on property developers via its 'three red line' policy
which aimed to reduce leverage in the sector. It should have known Evergrande issues would come and now it must decide
how to deflate its property bubble in an 'orderly' manner. Given the Chinese government has absolute control over the
economy and Banks, we expect a restructure that minimises damage to the broader economy and population but does lead
to losses for equity and debt holders. Property construction represents around 30% of the Chinese economy and the most
likely outcome is slower Chinese growth moving forward. This has direct implications for Australian exports, like iron ore, but
the market has already adjusted for this. We believe Evergrande issues will be contained to China and developed markets will
move on. However, investors will need to think carefully about investing in China.
The US government is still trying to pass a US$3.5 trillion ‘budget reconciliation’ bill and a US$1 trillion infrastructure package
but has hit its self-imposed US$28.5 trillion public debt limit. The Democrats have been wrestling with Republicans to get the
public debt limit extended (once again) but both sides have agreed to a short-term funding deal and to delay debate until
December 2021. To give some context, the US government is already running a circa US$2.5 trillion budget deficit and has
accumulated US$28.5 trillion in public debt, which is equivalent to a public debt/GDP ratio of 135% (Australia is around 50%).
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The Fed has signaled it is ready to start tapering its $120bn/month in bond purchases in November. It is becoming more
worried about inflation. However, the tricky part is that US payroll numbers have been soft in recent months, casting some
doubt over economic growth and employment. This is why market commentators are beginning to talk about stagflation meaning stagnation with inflation.
We think US payrolls are being depressed by ongoing COVID issues, storms in the Southern States and government welfare
payments (which will soon expire). Payrolls should gradually improve, and this will lower concerns over stagflation and the Fed
beginning to reduce its asset purchases. In addition, the US 3Q21 reporting season begins shortly and it is likely the market will
change its focus from macro issues to bottom-up company earnings.
The remaining issues of inflation and Delta are inextricably linked and ongoing vaccination rollouts and new antiviral drugs to
treat COVID continue to suggest that the worst of COVID will be behind us in 2022. Inflation issues should subside as supply
chains recover.

Australia
The Australian share market’s run of 11 straight gains ended in September, with equity markets down and bond yields rising.
The economy is headed for a weak start to FY22, with the iron ore price falling significantly and Australia’s largest states (by
GDP), NSW and Victoria, in lockdown for most of the first half of FY22.
However, markets are about the future and here the news is good with double-vaccination rates headed for 80% by early
November 2021, which is expected to lead to a return of ‘normal’ social and economic activity. In addition, the Federal and
State governments and RBA continue to provide very accommodative financial conditions.
The Australian dollar remains depressed by Australia’s lockdowns and worries over China. China will most likely remain the
main influence in the short term but the expected economic recovery in 2022, should provide support.

Outlook
China and inflation seem to be the two main risks. We expect Chinese property issues to be largely contained within China and
we expect inflation issues to subside as economic activity recovers in 2022. The rollout of vaccination programs and the
development on new anti-viral drugs, gives us confidence that the worst of COVID should be behind us in 2022.
With financial conditions very accommodative and economic activity likely to recover in 2022, it seems unlikely that the bull
market is over. We remain cautiously optimistic and expect equity markets to recover into Christmas.
The key known risks ahead seem to be:
1.

COVID pandemic (expected to fade in 2022);

2.

Inflation (supply bottlenecks and ESG transition issues);

3.

China (Xi pivoting back to Mao policies and property bubble);

4.

Regulatory interventions (ongoing in various sectors); and

5.

Geopolitical tensions around trade, security and sovereignty.

The next key events on the calendar include:
•

US 3Q21 reporting season

•

G20 meeting in Italy - 30-31 October 2021

•

UN Climate Change conference, Scotland - 31 October - 12 November 2021

•

US Federal Reserve meeting – 3 November 2021

•

Australian AGM season - November 2021

•

Australian Bank reporting season - November 2021

•

US $28.5 trillion public debt limit - must be resolved by December 2021

Bill Keenan
Principal, Portfolio Manager
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Warnings, Disclosure and Disclaimer
Date issued: Tuesday, October 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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