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If the Government introduces a carbon tax how will this impact 
the Australian share market? Which sectors and businesses 
will be most affected?     
The main issues with the carbon tax involve the shifts in relative 
competitiveness that they can induce.  In an environment where a high A$ 
is already a huge competitiveness issue for manufacturers, adding another 
tax which reduces their competitiveness versus offshore peers without the 
same impost, is an extremely material issue.  Clearly, aluminium 
companies, steel companies and other obvious large emitters are the most 
severely impacted.  The profits and return on capital of much of this 
universe of companies is already under pressure, which is why we are 
concerned that common sense does not give way to political 
grandstanding. 
 
 
How will the development of National Broadband Network 
(NBN) impact Australian companies and their performance?  
There is no doubt that a modernised telecommunications network can be a 
vital productivity tool for individuals and businesses alike.  We are all 
aware of the massive impact that the digital world has had on the economy 
and remaining competitive versus global peers is essential. This should not 
be the debate.  Network modernisation is mandatory.  However, the 
necessity of its development is a different issue to its execution and the 
structure and process around the NBN has been far from optimal.  The 
trend towards high levels of government involvement and regulation is one 
we would continue to discourage. 
    
 
In your opinion will Australian banks be significantly impacted 
by the Basel III regulatory requirements in relation to liquidity 
and leverage?   
There’s not much doubt in the aftermath of the global financial crisis that 
the trend to increasing regulatory requirements is going to impact every 
bank in the world and Australian banks are no exception. The upside is 
that Australian banks have largely adjusted to this with tier 1 capital ratios 
already higher than they were during the crisis. In our view, it is the 
adaptation to far lower rates of credit growth that will prove the greater 
challenge for major banks moving forward.   
 
 
With no further fiscal stimulus in sight what is the outlook for 
the retail consumer goods sector?  
The first point in relation to fiscal stimulus is its connection to the wisdom 
of the Government’s spending.  While it did give a short burst of activity in 
consumer spending through handouts, we view this as an example of 
extremely unproductive expenditure.  Short term, one off consumer 
spending might give the sector a boost but there is absolutely no durability 
to that growth.  The second point is that over the past couple of years 
domestic savings rates have risen very sharply in the private sector.  This 
is in part a response to perceived global uncertainty and in part uncertainty 
in regard to the wisdom of government spending.  Overall, we believe 
retailers must adapt to a lower spending environment based on 
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 sustainable savings rates. 
  
  
In terms of its impact on the retail consumer goods sector, the like-for-like 
sales growth we’ve seen in recent years has been a function of constantly 
reducing savings rates.  We’ve had a one-off adjustment which has been 
relatively painful for the retail sector however they will have to get used to 
low or negligible rates of sales growth.  This will mean store roll out 
programmes will have to be adjusted and as a result we are very cautious 
about retailers who have aggressive store rollout strategies and plans to 
constantly win market share. 
 
 
In your opinion are any sectors in the markets overheating and 
potentially a bubble waiting to burst? 
Bubble is always a dangerous word in that the line between exuberance 
and slightly over-valued is never definitive.  We are of the view, particularly 
in the small resource sectors where there are now large amounts of market 
capitalisation for undeveloped deposits and very little deployed capital, that 
valuations are extremely overheated.  In these cases we think long term 
valuations will go nowhere near justifying current share prices.  That does 
not mean that we believe the entire resource sector is in a bubble because 
on the other side there are a lot of good, low-cost producing resource 
businesses that in no way have outlandish resource valuations.  The BHPs 
and RIOs fall into that category.   In any situation where markets are coming 
off the back of a 10 year boom on which people have made a lot of money 
speculating, there are always elements of a bubble.   
 
 
 Sector Positioning 
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The Australian market is dominated by the resources and 
finance sectors.  Which other sectors do you see as offering 
potential for growth going forward?  
The resource and finance sectors have become big on the back of the 
respective resource and credit booms.  Logically, the sectors offering 
growth going forward are going to be outside of resource and financial 
services.  There is a lot of structural change going on in the economy at the 
moment and we think there are going to be some pretty interesting 
opportunities in areas such as online retail, how we buy and sell goods, 
healthcare by virtue of the aging population, logistics and distribution to 
name a few.  There are a lot of things happening that could give rise to 
some very interesting businesses in the future.  
 
There are some very powerful trends now in how younger people are 
spending their money including not buying in shops and buying online.  This 
means that the businesses that need to service them are logistics 
businesses rather than shopping centres. Other trends include declining 
readership of newspapers and changed usage of media.  Such pervasive 
trends will result in many businesses having their business models 
challenged while conversely there are a lot of businesses that could grow 
very quickly as structural changes continue to eventuate.  In our view, the 
likes of healthcare, logistics and infrastructure are very interesting elements 
of the economy.   
 
 
What impact has the strong A$ had on the portfolio?  Are you 
concerned about this changing and how do you protect the 
portfolio? 
There’s a very interesting confluence of events occurring around the world 
resulting in the current tension in world currency markets.  Quantitative 
easing, the very aggressive monetary approach taken by the United States, 
is causing investors to desert the US dollar and reinvest elsewhere in the 
world.  The fact that the Reserve Bank of Australia has been very sensible 
and disciplined in its approach has meant the A$ is a currency in which 
people have a lot more confidence.  However it doesn’t mean that an 
exchange rate of A$1.10/US$1 is fair value. 
 
As a result all Australian companies generating earnings offshore are being 
very significantly challenged.  Examples include News Corp, QBE, CSL and 
Computershare amongst others, all of which earn a significant amount of 
their revenues offshore or have businesses trying to sell into global markets 
in Australian dollars.  We position our portfolio on the assumption that some 
degree of normality will eventually be restored rather than extrapolate the 
current position. 
 
 
Schroders has been underweight property since 2006.  What 
needs to change before your increase holdings to weights 
equivalent to the S&P/ASX 200 benchmark or higher? 
The way we invest in everything is to be as objective as humanly possible 
and never let emotion overcome rationality.  We look at the cash flow yields 
on property stocks and compare them with what we can get elsewhere in 
the market.  The issue with property, whether it’s retail shopping centres 
yielding around 5.5% or office properties yielding around 7-7.5%, is that 
these cash flow yields are very low compared to less risky assets.  The 
bond rate in the market is not much lower than the yield on the average 
regional shopping centre. In our view there is no doubt that the cash flows 
from a regional shopping centre are not as safe as a bond.  Taking an 
objective view we will only invest in property when we think the cash flow 
yields reflect a sensible risk premium over assets that are less risky.   
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sources or which was otherwise reviewed by us.  Schroders does not give any warranty as to the accuracy, reliability or completeness of information 
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not a reliable indicator of future performance. Unless otherwise stated the source for all graphs and tables contained in this document is Schroders.  For 
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