
 

Woodhall Investment Research Pty Ltd. (ABN 17 141 486 160); www.woodhall.com.au 
 

General Advice Warning: This note has been prepared without taking account of the objectives, financial situation or needs of any particular individual.  Any individual 

should, before acting on the information in this note, consider the appropriateness of the information, having regard to the individual's objectives, financial situation and 

needs and, if necessary, seek appropriate professional advice. Past returns are no guarantee of future performance. 

 
 

  

7 December 2013  

Woodhall's Weekly  
 

 
 
   

Ron Bewley PhD, FASSA 

 

Correction over  

 Drum rolls for payrolls data  

 China PMI stacks up 

 Qantas quandary 

 A new Bewley has arrived!     

__________________________________________________________________________________________

Overview 

The much-anticipated US non-farm payrolls data 

came out overnight. Since the previous month’s 

figure at 204,000 caused a stir in the tapering 

debate – and the mid-week GDP read of +3.6% (up 

from an initial estimate of +2.8% and an expectation 

of +3.0%) sent markets falling, last night’s number 

was key. Two big numbers on the run might signal 

an early start to tapering and a small number would 

put that decision on hold. 

At 203,000 (with an expectation of 185,000) and the 

previous month revised down to 200,000, the 

markets went wild. The Dow was up +198 points on 

the day. What is really good about this pair of 

numbers is that it seems the US economy is at last 

getting some traction but it is not that hot. So we get 

growth plus tapering – for now. 

Some are saying that the Fed meeting on 17
th

 – 18
th
 

December now has twice the chance of announcing 

the start of tapering. I still think they need more 

evidence because it would be a real drama if the 

next number was weak and tapering had already 

started. And what’s another $85bn among friends? 

March is possible but I will wait until January if I am 

going to bring my forecast forward from mid 2014. 

The so-called beige book – which is a Federal 

Reserve economic report – again described growth 

during the week as ‘modest to moderate’ which is 

neither too hot nor too cold. While the macro GDP 

figure overshadows the regional analysis in the 

beige book, it is comforting to note that growth is 

occurring across various parts of the country. 

China kicked off the week last Sunday with its 

official manufacturing PMI read. It came in at 51.4 

against a consensus estimate of 51.1 and a read of 

51.4 the previous month. Pretty damn good! Iron 

ore prices climbed a little over the week almost 

touching $140 / tonne and that took many of the 

relevant stock prices with them. 

Our GDP figure came in at a limp +0.6% for Q3 

against an expectation of +0.7%. The equivalent 

figure for annual growth was +2.3% against an 

expectation of +2.6%. That the previous quarter 

(Q2) was revised upwards from +0.6% to +0.7% 

means that the economy is stable but it is travelling 

below trend growth. 

Our retail figure was a bit more promising at +0.5% 

for the month – following up the big ‘beat’ of +0.8% 

for the previous month. The Reserve Bank did not 

cut interest rates at its meeting on Tuesday and 

does not meet again until February. 

The Qantas and General Motors (Holden) saga 

reached new heights. Both want government 

handouts (more precisely handouts from the 

taxpaying community). It is totally unreasonable for 

taxpayers to subsidise any company such as these 
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two on an ongoing basis. Each has competitors that 

offer similar products and services at the same or 

lower price so there is a double whammy. The 

taxpayer subsidises and pays possibly more for 

these products and services if they ‘buy Australian’. 

It seems that a ‘too big to fail’ argument is being 

put. That is, the impact of jobs and communities is 

too high to allow these companies to cut jobs and/or 

exit the market. 

So what is the solution? I do not know and I expect 

most people on TV do not know either. The 

Productivity Commission seems to be the 

appropriate body to produce a thoughtful response. 

And whatever that response turns out to be, it must 

include a phased out end to subsidy. 

 

Market expectations 

The recent falls in the ASX 200 brought the index 

down from the October peak of 5,441 to 5,186 – 

close to the forecast we made on January 1 at 

5,150! Our current e-o-y target is still 5,375 with 

three weeks to go. A nice kick up now makes both 

forecasts right? And the SPI futures are up +25 

points for Monday. 

The great thing about this correction is that all 

sectors are now cheap and so those who sold bank 

stocks at the peak can get back in – or rotate into 

another sector. The long-run is still bright. Investors 

just got a bit ahead of themselves in Quarter 3 – 

spurred on by some overly optimistic analysts! 

Our forecast for the next 12 months – allowing for 

the current level of underpricing – is +12.4% and an 

e-o-y 2014 of 5,900. Our dividend forecast is up a 

notch to 4.7%. 

 

Market stats 

We were calling for a correction in Financials since 

the October 26
th

 version of this Weekly. Well 

Financials are now cheap (Chart 6) and are ready 

to be bought again. The expected yield is up to 

5.5%. Actually every sector is now cheap so a 

thoughtful rebalance can be made – particularly by 

those with some cash arriving from dividend 

payments on 16
th

 – 19
th

 December from three of the 

big four. 

In spite of all of the market gyrations caused by 

taper talk, Volatility (Chart 1), Fear (Chart 2) and 

Disorder (Chart 3) are all reasonably well contained. 

Furthermore the heat in the S&P 500 that we 

warned about last week has dissipated so there is 

every chance of a rally building from here. Of 

course, non-farm payrolls and Fed speak may 

cause a little volatility between now and mid-Jan. I 

think debt ceiling and shutdown in the US are 

rapidly becoming non-issues. 

The capital gains forecast (Chart 4) held up during 

the week. That together with mispricing takes the 

forecast for the next 12 months at +12.4%. A sharp 

figure indeed for those wishing to give share 

certificates for Christmas – and a bonus of 4.7% 

dividend yield – and wait, there’s more – franking 

credits. 2014 is shaping up to be a good year but I 

still think 2015 will be better! 

The big change over the week is that the Industrials 

capital gains forecast rose +4% points up to 16.1%. 

With that sector underpriced at -5.5%, the adjusted 

gain forecast is +22.4% 

So we lost -2.5% over the week while the S&P 500 

finished flat. But our 5% correction is done and 

dusted in time for a good Christmas. 

 

Grandson 

I just became a grandad on Monday which, for me, 

outshines all other news! Here is a photo of William 

John Bewley with his dad, Mike, and me.  Will is the 

first of that next generation. 

Three very happy Bewley’s with more watching! 
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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 

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. 

US non-farm payrolls data – are published on the 

first Friday of each month. They are generally 

considered to be the most reliable indicators for 

employment and unemployment in the US. Roughly 

speaking, a 200,000 increase in jobs is considered 

strong – particularly in the context of the tapering 

discussions. 
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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 

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

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

30-Nov-2013 6-Dec-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 


