
Welcome to the first edition of Logical Thoughts for 2021.  A shorter, easier to digest edition

to ease you back into things.

We expect 2021 will be an interesting year on many levels.  So far, we have already seen a

number of interesting events worthy of mention.  

 

GameStop, Bitcoin & Tesla

In late January, pundits on social media banded together to buy shares in a US company

called GameStop, pushing the price up well over 100% in a matter of days.  A reminder of

the nature of share prices – they are subject to the forces of supply and demand, or greed

and fear.

An article in The New York Times (Phillips & Lorenz 2021), succinctly explains how this

happened…

“Short-selling works this way: An investor, who expects a stock price to fall, borrows shares
of that company from another investor for a fee and sells it immediately, hoping that when
the price does fall, they can buy the shares back cheaply, return them to the owner and
pocket the difference.
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How much does it cost?

It’s a risky trade. If the stock rises, the short seller is exposed to losses that are theoretically
infinite. (After all, share prices can keep rising, while they can only fall to zero.) For that
reason, when a bet goes wrong, short sellers rush to repurchase the shares they borrowed so
that they can return them and exit their trades — a process known as covering.

That’s what is happening with GameStop. As retail investors began to buy up its shares and
options — many of them egged on by Wall Street Bets and other forums — its stock began to
surge, forcing the short-selling hedge funds to buy back the borrowed shares at a higher
price, which itself pushed the stock price higher.”

Suffice to say GameStop’s share price subsequently dropped by 60%.  The whole saga has

attracted scrutiny by the regulators and raised questions about the effectiveness of the

regulators themselves.  

Other investments making gossip are Bitcoin and Tesla.  Bitcoin has risen over 350% (in 

 AUD) since August 2020, spurred on by Elon Musk’s recent US$1.5b investment in the

cryptocurrency.  Tesla shares too have soared, up over 300% for the last 12 months. Whilst

news headlines and social media posts may focus on the gains, we’ve seen many comments

indicating these fads are bubbles waiting to burst.  Tesla made it’s first profit only in 2020, and

that was mainly attributable to sales of pollution credits.  Furthermore, the company car sales

represent only a small fraction of total sales worldwide.  It seems that a lot of people are

buying Tesla out of FOMO (fear of missing out) or a promise of technology not yet on the

market.  Imagine if SpaceX, Elon Musk’s spacecraft company listed publicly! Investors in

Tesla do realise they’re not investing in spaceships, don’t they?  How much value do you

place on the CEO of a company?

Whilst they are interesting stories, most of our readers will be largely unaffected by the

movements in GameStop, Bitcoin or Tesla.  So let’s move onto other, not as exciting, but

probably more pertinent matters…

RBA Announcements

The RBA held it’s first meeting for the year and the cash rate was kept on hold. Governor

Philip Lowe stated that the Board does not expect conditions warranting an increase in the

cash rate to occur until 2024 at the earliest.

The RBA announced another $100bn in quantitative easing by purchasing Commonwealth

and State government bonds with the aim to stop the Australian dollar from appreciating,

which in turn should help our exporters and labour market. 

So, whilst official interest rates look set to stay very low for a long while, it remains to be if and

when inflation breaks out higher, here and globally, which in turn will see bond yields rise in

the debt markets. These bond yields are very important for pricing debt like housing

mortgages, business/corporate loans etc. We need to watch this space carefully.
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What Will  be Paid?

Pension Transfer Balance Cap to be indexed

The ATO have announced the Transfer Balance Cap will increase to $1.7m from 1 July 2021. 

 For those who have not yet commenced a superannuation account-based income stream,

this is the maximum starting balance that an individual can have in a tax-free status. This

means couples can have $3.4m in tax-free superannuation based income streams, allowing a

couple under age 65 to draw a minimum income of $136,000 tax-free. Sounds like a lot.

However, let’s not forget that it’s free from PAYG tax, but not free from other taxes like

excises, stamp duty and GST.

Bank dividends to bounce back after 'very grim' 2020

Bank shareholders are set to pocket higher dividends in the year ahead as lower bad debt

charges boost profits and boards are no longer constrained by a regulatory cap on payouts to

investors.

The big four banks' highly prized dividends were slashed last year, as the Australian

Prudential Regulation Authority (APRA) forced lenders to limit payouts to no more than 50 per

cent of profits amid fears of spiralling unemployment, tumbling house prices, and a surge in

soured loans.

Although the economic outlook remains uncertain and boards are tipped to remain

conservative, the worst-case scenarios bankers feared have not eventuated and the market

now expects a significant recovery in dividends, albeit not to their pre-pandemic levels.

APRA removed its dividend cap at the start of this year, as most borrowers granted

emergency deferrals on their loans have resumed repayments.

Peter Gardner, a senior portfolio manager at $1.8 billion fund Plato Investment Management,

said banks' dividend payout ratios would recover significantly, though distributions would

remain below pre-COVID levels. "We certainly expect that bank payout ratios will go from 50

per cent where they have been, to around 70 per cent to 75 per cent," Dr Gardner said.

Banks set aside billions for bad loans last year, and analysts say over the longer term boards

could also announce "write backs" of these provisions, which would further boost profits.

However, Dr Gardner said that was unlikely until vaccines had been rolled out widely and the

risk of further outbreaks was contained.

"Last year was a very grim year for bank shareholders. Looking into 2021, there's a fair bit of

optimism. It's a bit too soon to see buy-backs, but I think what we will see is some surprising

upside in the dividends, particularly if the bad debts are looking a lot more benign than

expected."
Source: Clancy Yeates, SMH
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