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Cruising to Christmas 

 Thanksgiving in the US dampens market enthusiasm 

 Germany is looking good 

 China, Japan and US squabble over uninhabited islands    

__________________________________________________________________________________________

Overview 

The US Thanksgiving Day (and a half) holiday was 

always going to stifle market developments last 

week. There was some positive news, though. Iran 

came to resolve the nuclear dispute with six 

Western countries. Oil prices fell as a result. 

However, little seems to have been achieved in the 

four-day Iran meeting. Obama claimed he had 

stopped Iran going forward and the Iran President, 

Hussan Rouhani, claimed the text gave him 

authority to enrich uranium. Isn’t it great when 

everybody wins? And they get to do it all again in 

six months. The big winner seems to have been the 

US delegation. They got to agree a resolution (any 

resolution?) just in time to get home for turkey and 

pumpkin pie on Thanksgiving! 

The Case-Shiller house price index in the US also 

pleased with an 11% gain over the year. Data 

continues to be mixed – with a leaning to good, but 

not good enough to accelerate the start of tapering. 

Germany seems to be getting back into the sunlight 

with good data on economic confidence – the 

highest in 18 months. France is struggling. We 

continue to think the main European problems are 

behind us but it will be at least 2015 before we see 

exciting data from across the region. 

China has been in dispute with Japan for some time 

over the ownership of some little uninhabited 

islands closer to the China mainland than Japan. 

China lifted its game last week by declaring a no fly 

zone over and around the islands but the US sent a 

B-52 or two through the zone without seeking 

permission – then followed Japan and South Korea 

in a fly pass. 

The largest of these disputed islands is about half 

the size of the Adelaide CBD and with even less 

night life. The smallest island is about half the size 

of an Olympic swimming pool. But there are fish, oil 

and gas aplenty in the surrounding waters for the 

eventual owners.  Isn’t the obvious solution to share 

rights to the resources as in the North Sea – and to 

hell with the islands? 

Talking of islands, the main IT guy from CBA just 

bought an island off the coast of Italy for $4m – but 

even he seems now to be in dispute. The Italy 

government wants it back in government hands. 

With former Italy Prime Minister Silvio Berlusconi 

kicked out of parliament because he is a convicted 

criminal – he might be looking for a new venue for a 

farewell bunga-bunga party. 

At home, the lack of measured progress by the 

Abbott government seems to have let Labor get into 

the lead 52-48 in the latest two-party preferred 

Nielsen poll. But Abbott remains well ahead of 

Shorten, man-on-man. 
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The foreign investment decision over Graincorp is 

not helping the Coalition’s status as a business-

friendly government. 

The big news at home was contained in the CAPEX 

(Capital Expenditure) data. The investment 

intentions for 2014 surged up from the record 

breaking 2013. Mining investment intentions are flat 

but these data really impressed. The market didn’t 

really react – possibly because of a lack of a lead 

from the US. 

Next week will be big. China kicks off the week 

tomorrow (Sunday) with its manufacturing PMI 

official read. The latest month HSBC flash read was 

down from 50.9 to 50.4 while last month’s official 

PMI was up from 51.0 to 51.4. A read above 51 

should inspire resource stocks. Above 52 and .... 

The US non-farm payroll data are out on Friday 6
th
. 

Last month surprised with a 204k increase in jobs 

over an expectation of only 120k. Another read 

above 200k may start talk of tapering from early in 

2014. A read well below 200k will likely put off 

tapering until the second half of 2014. The 

associated unemployment number is of less interest 

because the jobs being gained are said to be low 

paying ones. And in the US, the minimum wage is 

only just above $7 an hour. They have nothing to 

spend other than on food. 

 

Market expectations 

After the recent high of 5,441 on the ASX 200 in 

late October, the market has gone sideways – in a 

range of around 5,300 – 5,400 – in line with our 

measure of exuberance that suggested that the 

market was overpriced by nearly +4% in late 

October.  

With the market now at just below fair price and our 

capital gains forecast at +9.4% for the next 12 

months, we do not expect a big rally any time soon. 

However, we have found that exuberance can go 

up to +6% without collateral damage so we cannot 

rule out a bit of froth. However, our e-o-y target 

remains solid at 5,375; 5,600 for June 30 and 5,900 

for e-o-y 2014. 

 

Market stats 

It was a very quiet week on the ASX 200 due to the 

short week in the US. We finished down -0.3% 

while the S&P 500 just snuck its nose in front.  

Energy took the biggest hit (-2.5%) but Staples was 

not far behind (-2.2%). IT (+1.2%), Health (+1.0%) 

and Financials (+0.9%) were the only winners. 

Since it is also the end of the month, it is worth 

noting that our broader index was down (-1.9%) and 

Energy took a hammering (-6.3%). With various 

countries complaining about the Iranian situation, it 

probably won’t take long for oil prices to jump up 

from the -3.7% fall the WTI took over the month. 

The S&P 500 rose +2.8% over the month – that is 

+4.7% more than our market. But with the US 

market severely overpriced at +4.8% that market 

won’t go up much more unless it corrects 6% - 10%, 

or move sideways for a very long time. 

While exuberance (Chart 5) is slightly cheap 

(-0.3%) for the ASX 200, Financials are still a tad 

expensive at +3.7% (Chart 6). Energy is looking 

really cheap (-7.5%) but there might also be some 

bargains in Utilities (-3.5%) and Industrials (-2.9%). 

The adjusted capital gain forecast for the ASX 200 

over next 12 months sits at +9.6% with an expected 

yield of 4.6%.  The yield forecast on Financials is 

5.3% or 40 bps below the expected yields in 

Property, Telcos and Utilities. 

A correction in the S&P 500 would have some spill-

over into our market. Since our market is not hot, a 

correction here could present a great opportunity to 

get set for a bumper 2014! 

Volatility (Chart 1) is down to single digits and Fear 

(Chart 2) and Disorder (Chart 3) are in the zone – 

so all is well so long as the US doesn’t upset the 

apple cart. 

 

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. 

Australian debt ceiling – Labor brought in a debt 

ceiling in mid 2018 of $75bn to self-impose some 

fiscal discipline during the onset of the GFC. Within 

seven months that ceiling was almost trebled to 

$200bn and it has since been raised to $300bn 

during Labor’s term in office. Since before 2008 we 

had no debt ceiling that is equivalent to an infinite 

ceiling!!! 

Black Friday – This term is used for the Friday 

after Thanksgiving in the US to denote the start of 

the shopping season for the holidays. Black refers 
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to the accounts going back into the black from 

increased sales – it is certainly not a negative term! 

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 
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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 


