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The market fluctuations are hard to read and there have certainly been ups and
downs, but what causes the dips and how can global economies recover?
Bourse Communication founder and Managing Director Rod North has been working
within financial market since the 1980s and has seen pretty much all there is to see,
from stock market crashes to the GFC, to the current pandemic, and past recoveries.
He speaks with Jonathan Jackson about where the market is at and what we can
expect as we come out of the pandemic.
Jonathan Jackson (JJ): Rod, thanks for joining us today. You’ve seen pretty
much all there is to see, how does this COVID-19 crash compare with others?
Rod North (RN): Thanks very much, Jonathan, and yes, I think I’ve witnessed
maybe five, nearly six booms and busts, so it's been very interesting to see what's
been happening over the last six months and how that's all played relative to all
those other booms and busts that we've seen, right back even to the 1979 and 1980.
JJ: What have been some of the more memorable events?
RN: Well, I guess probably one of the most defining was the 1987 stock market
crash, because it really happened very, very quickly, and we saw a decline pretty
much overnight on the 19th of October, 1987, by around 40 to 50%.
It basically wiped out an enormous amount of people's wealth overnight. I remember
getting a call from my wife's grandfather, (who at that stage was in his late 80s) the
day after the crash saying, ‘Rod, this is the time to buy’. And of course I was saying,
‘Well, maybe George, the whole world could come to an end, we're not sure. We'd
better keep our powder dry’. But as it turns out, he was actually right on the money
and reminded me for the subsequent years that I really should have not talked him
out of buying shares at that particular point in time.
The market eventually recovered and took quite a while to reach its top in 2007,
when we got to 6,800. Then the GFC hit. I suppose the difference with the GFC, was

that that market dropped over a fairly long period of time, so it peaked in November
2007 at 6,800 and reached its bottom in March 2009, when the index fell to 3,109.
That was a decline of over 50% as well, and I suppose it's quite interesting, because
when you look at the set of circumstances of all those other booms, of '79, '80, which
was the resource boom and bust, the index has just continued to get higher and
higher. At that point, it had got to a thousand for the first time. Then in 1987, we got
to 2,800, and then through to 2007 to 6,800.
The interesting thing that's happened with the current coronavirus, COVID-19 market
correction is we went from really a 10 year bull market up to February this year,
when we peaked over 7000. I think we got to 7,200. And then we were hit by a Black
Swan event, something completely out of the blue, unlike the other booms and
busts, which were very much indicative of perhaps over evaluations in markets and
other economic factors that came to play. This pandemic has created incredible
havoc in the world, and we saw the markets drop through March/April to 40%.
Through May we've seen a building process that's seen the market recover, from
under 5,000.
If you work out the percentages, from top to bottom, that really puts our market now
only down 18.1% from the peak. So you could get people arguing, well hang on a
minute, are we still in a bear market, or are we now in a bull market, because
generally a bear market is indicated when a market is sustainably down by 20% or
more. So it'll be really the test of time over coming weeks looking at how companies
perform through to June 30 that's going to be the key.

Rod North
JJ: Earning are vital?

RN: For all the years I've worked in funds management, and sat on investment
committees at Colonial First State and Australian Unity and Norwich Union, the one
key thing that always drove share prices up was earnings. And the biggest impact
that we've seen in the history of the share market, at the moment, is trying to actually
quantify the earnings effect that the coronavirus has had on so many of the two and
a half thousand companies listed on the ASX.
There will be companies that are defined by this, that won't survive. And I said
sometime back, that the CEOs that were running companies before 20 February this
year when the market peaked, may not be the CEOs that are going to be running the
same companies in six or 12 months. It's going to be a whole different paradigm, I
think.
JJ: I do want to look at industries and companies to watch out for as we move
along here, but I just wanted to take you back a little bit, and look at your
career and why you got into the markets in the first place. Is it still as exciting,
or more exciting for you now with everything going on?
RN: I think it's always been thrilling. I mean, my father was a stockbroker for 40
years, so it was very much in the blood. I used to go in from quite a young age to his
stockbroking firm in Melbourne, from when I was probably six or eight, so it was a
natural sort of fit after I completed my economics degree. I was also doing law, but I
found just law to be a little bit onerous. The attractions of the market, particularly in
the early '80s, was just way too entrancing for me.
I was working initially in share broking for many years, and then in funds
management. I think the beauty of investment markets is that yes, there's so much
happening every day, every week, every month, every year. You know, there's other
things sort of coming to play on the micro, the macro level, the whole sort of
geopolitical stage. When you look at situations like 20 years ago, we had the US as
the most powerful country in the world, with Russia and China sort of nowhere near
that.
The US had a demonstrable position as the biggest and most powerful country in the
world, but in 20 years we've now got Russia and China competing at that sort of level
as well, and it's changed the whole dynamics and geopolitical situation. Which
becomes unpredictable. I guess in all my experience over the last 35 odd years, is
that markets really don't like uncertainty at all. And one thing I would say, despite the
fact that there may have been some green shoots appearing with the market getting
back to over 6,000, and perhaps people thinking, oh, well this could be sort of a short
term decline, and we might only be in a bear market for a short period of time, I think
that uncertainty that we're faced with what's happening both in terms of the
relationships with the US and China, and also what's happening in Hong Kong at the
moment, does create a high level of uncertainty. That prevents people from moving
out of cash back into equities.
JJ: Australia is currently in a fight with China. America is having a fight with
China and there's a presidential election coming up. Do you think that sort of
uncertainty will continue for some time to come?

RN: Yes, I do, and I think even when we look back six or 12 months, we could say,
well, the economies around the world were basically pretty sound. Australia wasn't
looking like it had any chance of going into a recession. You know, there was a
potential chance that we could have been in surplus, or certainly the budget would
be balanced. The US had a very powerful economy with the lowest unemployment
rate in a very long time, and a share market with the Dow at an all-time high.
Singapore is going into a recession for the first time in 50 years. It just shows you
how things can very much turn on a dime. Governments have had to throw billions of
dollars at this market and we really don't know what's ahead of us, other than we do
know that it is very likely that Australia will go into a recession for the first time in 50
years.
JJ: In terms of your book, Understanding the Investment Clock and the
philosophy behind that, where are we sitting?
RN: I think we're clearly in the recession phase. We reached the top of the market,
which was midnight on the 20th of February. I think we were all rather hopeful that
the party might have continued for a bit longer. And I think when the party was over,
we saw the market move out of that boom phase into what is the recessionary
phase, which sort of takes us through to around 2 to 2:30 on the investment clock.
That now has to play out as to whether we come out of that relatively quickly or it's
going to take six to 12 months.

There are also macro events to consider in this. Two months ago, President Trump
looked like a shoe in to be re-elected in November for a second term of four years.
Now, with the BLM movement and a pretty formidable candidate in Joe Biden, who
was the Vice President for two terms, that contest is going to be a tough one. And
the ramifications of that, if America ends up in the hands of the Democrats again,
could be a whole different economic rationale compared to what the Republicans are
like in terms of growing and building business, and supporting small and bigger
enterprises. I think, we are going to be very volatile over the course of the next six
months.
JJ: Will we come out of this period?

RN: The reality is we will. There's always good news at some point, but the most
difficult thing is to try and pick when that is.
JJ: There's a lot of investors that have come into the market that possibly
don't necessarily know exactly what they're doing, and they're seeing what
they think are bargains that might just go ballistic at some point in time. What
is your advice to those people?
RN: I think you've got to do an enormous amount of due diligence and research into
those companies, and you've really got to look at what it is that's going to drive their
earnings higher over the next few years. If you can't come up with a compelling
enough reason that those earnings are going to be able to increase, those stocks
have got to be looked at very cautiously. It might be so in the case of the banks. The
banks have a lot of provisioning to do, they've been under enormous pressure since
the Royal Commission. The focus now has got to be back on the customer, as
opposed to the last 20 years, where it's been on the shareholder and shareholder
returns. And in some cases with the banks, it's been shareholder returns at any cost.
And any exposure to create revenue, even in dealing in areas that perhaps many
directors of some of those banks weren't even aware of.
Even airline stocks, for example, we can't just assume that airlines are going to fly
and behave in the same way that they did beforehand. People will be a lot more
conscious about sitting closely to other people on planes, and the fact that airlines
are going to have to spend a lot of money to make sure that that environment is
clean and protected, and ensure that people don't get on planes that are sick. So
perhaps airlines may be attractive because their share price is cheap, but they may
not be the place to invest in, because they're going to have to change their paradigm
and perhaps deliver something that's quite different. Even the seating formations
might need to change, which would be a big capital cost for companies like Qantas
and Boeing, in the US, to change for it to be acceptable.
That's going to play out over the course of the next six to 12 months.
And the other thing that's happened too is people have been forced, in the last
couple of months, to embrace the digital age, and technology, which has been
available to us. There are so many benefits now to be able to use technology, like
Zoom, for example, for meetings, that maybe you don't need to be jumping on an
aeroplane and flying to Sydney in the first instance. So I think once people change
habits, and behave in a different way, they may not go back to the way they did
business before.
We are facing a huge paradigm shift.
In part 2 of our interview with Rod North, we look at further impacts of COVID-19 on
the economy and the stocks to watch as we come out of the pandemic.
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