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US congratulates itself for doing the obvious to avert catastrophe  

 Republicans and the US have serious egg-on-face 

 China keeps on importing iron ore and its Industrial Production is back in double figures 

 NAB business confidence is at a two year high 

__________________________________________________________________________________________

Overview 

We used the analogy of a drum solo at a rock 

concert in the 70s two weeks ago in this newsletter 

to describe the pointlessness, the bother, and the 

inevitability of the end of the debt ceiling debacle in 

the US. Well it all ended on the eve of the ‘Day of 

Default’. The lead guitarist, Barack ‘The Edge’ 

Obama, came back to pick up the riffs but his 

vocals lacked punch – where is Bono these days? 

Not only did nobody win – as Obama said – but 

everybody lost. At least children can now go to 

sleep safely in their little beds knowing that it can’t 

be repeated before Santa comes a calling. But will 

Santa bring presents to the little Republicans? The 

children who sit in the House of Representatives 

are undeserving. 

The fiasco is unlikely to be re-enacted in 

January/February when the deadlines kick in again 

after the push-back. The Republicans completely 

misjudged the public’s ire and they can’t afford 

another lost battle. After all it is only the ‘Tea Party’ 

whack-job faction that is the source of the problem. 

Senator Ted Cruz, not to be confused with the ‘Top 

Gun’ actor, no longer needs to read out Dr Seuss in 

the Senate as part of a Filibuster. I seem to recall 

many happy times reading to my son from that 

same author – ‘and that somebody is me’. It 

certainly was in Cruz’s case. 

And Bloomberg reported that the Secretary of the 

Treasury has quietly gained special powers in the 

just-completed deliberations to kick the can down 

the road until around June without any Republican 

support. If that is correct, it could have a big impact 

on markets but it didn’t seem to get any extra 

coverage. 

There is no way any meaningful decisions can 

come from just a couple of months of deliberations 

from a bipartisan Congressional budget committee. 

Our money at Woodhall is on a resolution that will 

quickly push the debt ceiling out for at least a year 

because the discussions are suddenly so cordial, 

meaningful and ever so fruitful! 

China made its usual contribution to sanity. A 

bucket load of data came out last week and the 

upshot is that the data were pretty damn good. 

Slowdown, what slowdown! There is as much egg-

on-face in the part of the Australian analysts’ camp 

as there is on Capitol Hill. 

And at home the NAB business confidence read 

came in at a two-year high. Business conditions, 

though, were not good so that it looks like the 

optimism is on a promise rather on an experience. 

Abbott and his team have time to get their act 

together but it would be a great idea not to wait too 

long. 

The really good news, though, is that there is 

nothing known on the horizon that is likely to 
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become a negative shock. At last! Gone is the next 

leg of the European debt crisis, fear that the China 

controlled slowdown would not work like clockwork 

and, at home, the impact of yet another new leader, 

tax or just any old policy. 

Of course natural disasters and the like always 

come unexpectedly and, sadly, they can be 

devastating. But Europe, the UK, the US and China 

economies at worst look OK and some are 

promising – very promising. Japan could be the big, 

largely unexpected, positive shock. Japan Prime 

Minister Shinzo Abe hasn’t put a foot wrong since 

regaining power early this year and he has a plan. 

So with an extended period of calm possibly in 

sight, what might we expect? Well a lot of the good 

times seem to have already been priced in. The 

S&P 500 reached a fresh all-time high this last 

week and the ASX 200 reached a fresh five-and-a-

bit-year high. We have neither of these markets as 

being significantly overpriced but – since we have 

them a little overpriced – there is a limit on possible 

future paths. 

 

Our market expectations 

2015, yes 2015, is shaping up to be a great year 

and we might get there without any real pain. But 

wounds first need to be licked. At least the run up to 

2014 and the first few months of 2014 might be a 

little of two steps forward and one back. Investors 

might shudder at the first few baby corrections but 

then a serious bull run could get going. 

We are looking for brokers and companies to revise 

their forward estimates upwards – and possibly 

quite upwards. February 2014, our next major 

reporting season, will tell it all. However the 

nervousness caused by the expected introduction of 

tapering might start around the same time. Our 

latest estimate for breaching 6,000 on a sustainable 

basis is still 2015. Any much earlier and it might 

look like a sell signal! 

The big banks are looking to be getting a bit toppy 

(yields have been driven down to 5.3%) but a slight 

correction in stock prices would have no real effect 

on the dividend stream. ANZ, NAB and WBC report 

in two or three weeks. But will the prices fall by 

more than the dividends when they go ex-div? A 

game of cat and mouse might be due as cash 

holders seek dividends and dividend holders seek 

growth. It is not a time to be asleep at the wheel 

even if the broader index marches on in a straight 

line. 

Market Stats 

World markets grew strongly over the week with the 

ASX 200 gaining +1.7% and the S&P 500 gaining 

+2.4%. At home, only Utilities lost ground (-0.9%) 

but Financials (+2.6%) arguably gained too much. 

That sector’s exuberance (Chart 6) stands at +5.7% 

which is a little too close to the +6.0% trigger point 

that indicates a possible correction or prolonged 

sideways movement. But with reporting season 

near at hand for ANZ, NAB and WBC, the race for 

three dividend payments in just over a year is hot. 

The expected yield for the sector has been pushed 

down to +5.3%. 

Volatility (Chart 1) and Fear (Chart 2) never got out 

of hand during the debt ceiling debate and both are 

currently benign. 

Capital gains projections (Chart 4) have stabilised 

at around 9.5% - at least for the moment. But, with 

market exuberance (Chart 5) at +2.1%, our adjusted 

capital gains forecast is just +7.5% for the 12-

months ahead. 

Gold gained sharply on the week – as did our dollar 

with it pushing through 96c. As we argued a month 

or so ago, a Yellen appointment as Fed Chair would 

give our dollar upward momentum – possibly back 

to parity. 

 

The debt ceiling fiasco 

As everyone expected – and as we wrote in our 

October 1
st
 Wrap – the US did not default and the 

partial government shutdown ended. The 

Republicans pushed it as hard as they could but got 

no concessions on Obamacare – although one of 

two senior politicians reportedly scored a lucky dip 

out of the pork barrel. I think one got a dam on the 

Ohio River for being a good boy! 

The Republicans lost face, reputation and popularity 

in the polls from the fiasco. They cannot afford to 

repeat their behaviour when the topic comes up 

again (January 15 for the next shutdown and 

February 7 for the ceiling). 

Some estimate that the cost to GDP is of the order 

of 0.5% points for Q4 – but remember the US 

annualise their growth rates and so the impact on 

the quarter is all but negligible. Overseas 

confidence and reputation have been seriously 

damaged but most Americans are so insular that 

they couldn’t give a damn – a sort of Rhett Butler 

moment in ‘Gone with the Wind’. 
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Interestingly, China spoke out by calling on the 

world to ‘de-Americanize’ and a major China 

ratings’ agency actually downgraded US debt from 

A to A
- 
and put it on negative watch. Nice! Fitch also 

put its rating on the US on negative watch. After 

Obama much more than just pointing fingers at 

China for currency manipulation, Toyota for 

questionable accelerators and BP for pollution, 

Obama might get his comeuppance.  

 

China data 

At the start of the week China exports came in with 

a slight negative growth but imports were up +7.4% 

which was more than expected. Some suggest the 

export data may be an aberration due to some 

seasonal effect but it is one to watch.  

China had an all-time record import of iron ore in 

September which was up +14.7% on the year 

before! Atlas Iron, Mount Gibson and RIO all came 

in during the week with great Q3 productions stats. 

And remember, the price of iron ore fell below $90 / 

tonne in September 2012 but is now pretty solid at 

above $130. Prices for iron ore stocks rose strongly. 

So much, then, for those calling an end to the China 

boom in May 2012 which they reiterated in mid 

2013 because of a much-misunderstood PMI read! 

On Friday, China GDP came in at 7.8% - up from 

7.5% - and far from the 6% some were calling for 

only months ago. The quarter-on-quarter figure of 

2.2% looks really, really good – shades of 8+% 

growth on the horizon. Retail sales came in at 

13.3% and Industrial Production was 10.2% - up 

from 9.1% and firmly back in double figures! 

 

Tapering 

It will take some time for the debt ceiling problems 

to exit stage left; Janet Yellen almost certainly takes 

the helm at the Fed at the end of January; and US 

data are not that great. Tapering is unlikely to 

commence until well into 2014 as we have stated 

for some time. We are likely to get the delayed 

September nonfarm payrolls data this coming week 

(probably on Tuesday night) but the number after 

that may be adversely affected by the shutdown. 

As control of tapering and QE3 in general are data 

dependent, there can be little useful ‘clean’ data to 

view until the first Friday in December. So nobody 

can make a reasonable call until March. 

Glossary 

Abenomics – Japan’s Prime Minister Shinzo Abe 

came to power early in 2013 and has brought a new 

economic style to managing that economy. 

FOMC – The Federal Open Market Committee 

determines monetary policy in the United States. It 

can be thought of as being similar to our Reserve 

Bank board. 

GOP – stands for Grand Old Party which is an 

alternative name for the US Republican Party. 

HSBC flash PMI – HSPC publishes an alternative 

to the official PMI for China. It is based on a survey 

of predominantly small to medium sized firms – 

unlike the official version. The number on the 1
st
 of 

the month gets much less attention than the official 

but the preliminary, or ‘flash’, reading gets attention 

as a read a week or two before the official numbers. 

Long-run mispricing – This measure is based on 

analysing trends over more than a century of data. 

The average period of over- or under-pricing is 

about 18 months. That is, we do not expect the 

market to rapidly approach its fair value. 

Short-run mispricing – This exuberance measure 

is our mispricing statistic reported in Chart 5. It is 

based on 12-month-ahead forecasts of the ASX 

200. Please see the notes under Chart 5. 

PMI – This acronym stands for Purchasing 

Managers Index. There is one for most countries 

and separate statistics for manufacturing and 

services. Manufacturing typically gets more 

attention. The statistics are published in the first few 

days of each month – with China on the 1
st
. A 

reading less than 50 means the sector is 

decreasing in its growth rate – so If China growth 

slows from 8% to 7%, its PMI should be below 50. If 

the US speeds up from 2% to 2.5%, its PMI should 

be above 50. 

Savings ratio – In Australia, the ratio of net savings 

to household disposable income defines the 

savings ratio. It does not include superannuation 

contributions. 

Tapering – It is the name given to the exit strategy 

from QE3. It is not a tightening monetary policy – 

just an increasingly less accommodative stimulus. 
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Chart 1: Market volatility 
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Notes: The solid black line depicts the average volatility since 

January 2010; the lower dotted line depicts the average volatility 

pre the GFC; the higher dotted line depicts the average level of 

volatility during the GFC - up to December 2009. The brown line is 

a daily estimate of the ASX 200 index volatility. 

 

Chart 2: Fear index 
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Notes: The fear index is a measure of 'excess' volatility denoting 

behaviour outside the open/close values each day. The two dotted 

lines depict the band in which the fear index resided before the 

GFC in two thirds of days. Extended periods below the lower 

dotted line might indicate complacency. Extended periods, or 

extreme values, of the index above the higher dotted line might 

indicate a propensity for the market to overreact in an irrational 

manner. 

 

Chart 3: Disorder index 
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Notes: The disorder index measures the degree to which the 11 

sectors' daily returns move in harmony. The two dotted lines depict 

the band in which the disorder index resided before the GFC in two 

thirds of days. Extended periods below the lower dotted line might 

indicate belief that there is little information to have different 

impacts on different sectors. Extended periods, or extreme values, 

of the index above the higher dotted line might indicate investors 

and traders are lurching from sector to sector in search of a new 

trend. 

 

 

Chart 4: 12-month-ahead capital gains forecasts 
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Notes: Each business day we update our estimates for capital 

gains on the ASX 200 for the following 12 months. For example, 

the left-most estimate on the vertical axis is a forecast for the 12 

months concluding today. The right hand estimate is for the 12 

months from today. 

Chart 5: Market exuberance 
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Notes: Exuberance is our measure of mispricing on the ASX 200. 

A value below the solid black line denotes the market is perceived 

to be cheap and above that line expensive. Experience suggests 

that exuberance above +6%, denoted by the dotted line, is an 

indicator of a potential correction of 6% to 10% - or for the market 

to move sideways for an extended period. 

 

Chart 6: Sector exuberance 

-6%

-4%

-2%

0%

2%

4%

6%

8%

E
n

e
rg

y

M
a
te

ri
a
ls

In
d

u
s
tr

ia
ls

D
is

c
re

ti
o

n
a
ry

S
ta

p
le

s

H
e
a
lt

h

F
in

a
n

c
ia

ls

P
ro

p
e
rt

y IT

T
e
lc

o

U
ti

li
ti

e
s

A
S

X
 2

0
0

E
x

u
b

e
ra

n
c

e

12-Oct-2013 18-Oct-2013  

Notes: The estimates in this chart are based on the same notions 

as for Chart 5. More detailed information on mispricing is contained 

in our companion weekly publication in the same section of our 

website 


