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Was that the pause? 

 Yellen’s call on tapering  

 Europe looking good  

 Aussie capex gloom  

__________________________________________________________________________________________

Overview 

Janet Yellen, the new Fed Chair, made it crystal 

clear that the US economy might not be as strong 

as they thought it was late last year. As a result, the 

implicit tapering plan of reducing the bond buy-back 

by $10bn per month might be altered in the face of 

new data. Markets rallied on the comments. 

Since that statement, US GDP growth for Q4 was 

revised down from a promising 3.2% to a modest 

2.4%. US consumer sentiment was up a fraction 

and new home sales were the highest in five years. 

And as I write, President Obama is speaking on 

possible Russian intervention in the Ukraine. So, as 

I have written often over the last two or three 

months, the US situation is not done and dusted 

and bond-buy backs might spill over into 2015. 

There is no harm in that and it may even support 

markets. 

The US is also considering raising the minimum 

wage from $7.25 per hour to just over $10! 

Someone reported on CNN said he was finding it 

hard to bring up two children on the minimum wage. 

At a 40 hour week, the US minimum wage 

translates into an annual salary that is less than our 

old-age pension for a single person! 

Those against raising the minimum wage – largely 

known as Republicans – say that any increase 

would make business suffer. As income inequality is 

discussed in the big international gab-fests – like 

Davos – doesn’t anyone point out that the world’s 

greatest economy is just that because it wilfully has 

an underclass? Our minimum wage isn’t too flash 

so we shouldn’t shout too loudly. 

The brightest news of the week – in my opinion – 

was the report that the bond yield in Spain got down 

to the level it was in 2006 – before the credit crisis 

erupted. Ireland achieved the same feat a couple of 

months or so ago. Unemployment is still 

unacceptably high in Europe but at least things are 

coming together and Mario Draghi, the ECB 

President, keeps reiterating that he will continue to 

do what it takes. 

Canada came in with a GDP of 2.9%, beating 

expectations, and Japan’s Industrial Production 

came in at 4%. So there is a lot overseas to be 

moderately happy about but we can’t say the same 

about our own economy. 

Our capital expenditure expectations (Capex) were 

dismal. Everyone expected mining investment to be 

poor but there was no glimmer of hope in the rest of 

the economy. Qantas came out with its begging 

bowl during its report of its financial position. 

Taxpayers vote with their feet by not flying Qantas 

too much (apparently only about 16% fly that way) 

so why should they pay for something they don’t 

want? Meanwhile Qantas is expanding certain 

services when they can’t even fill the ones they fly. 

And who will be next to ask for more?  

 



1 March 2014 - Woodhall Weekly  

2 
 

Market expectations 

We started the year with our 2014 ASX forecasts for 

e-o-y at 5,850; a low of 5,150; and a high of 6,150.  

Although our market is back around the Jan 1 level, 

our e-o-y forecast has dropped to 5,750. 

Interestingly, I use the same methodology on the 

S&P 500 and that e-o-y is rising over time! With our 

market spot on fair pricing and our market 

measures all in the zone, last week’s breather 

(-0.6%) might be all we need to take a charge at a 

post-GFC high. 

But let’s not forget that the accumulation index for 

the ASX 200 (that is when dividends – but not 

franking credits – are included and reinvested) 

reached all time highs late last year. Our dividend 

yield is so much higher than that on the S&P 500 

our two price indexes are not really comparable as 

indicators of the returns in the two countries. 

 

Market stats 

Volatility (Chart 1) is down to single figures, 

Disorder (Chart 2) is low and Fear (Chart 3) is just 

in the normal range. With exuberance (Chart 5) at 

only +0.0%, all of the usual conditions for a 

continued rally are there. The slide in capital gains 

expectations (Chart 4) has been arrested – at least 

for the moment. 

No sector is particularly overpriced (Chart 6) so with 

reporting season over, we should all be looking for 

buying opportunities. Next week I will take a look at 

how analysts’ expectations evolved over the 

season. Analysts need a week or two to update 

their models. 

The SPI futures are up +21 points for Monday. 

While a good lead didn’t always help us last week, 

things look more settled with Qantas out of the way. 

A massive amount of data will be released this 

week starting with China’s PMI at lunchtime today. 

Fingers crossed for some nice surprises? Watch out 

for non-farm payrolls in the US on Friday and all of 

the PMI’s from around the world on Monday and 

Tuesday. Take nap on Tuesday afternoon as the 

RBA will not raise rates. 

 

 

 

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. 

ASX forecasts - We have further supplemented our 

forecasting process for the ASX 200 by including 

not just a forecast of the peak (at some unspecified 

time during the year) but also the low. Thus, we 

now have an end point (e-o-y forecast) and a range 

for the whole year. Naturally, on a rising market the 

low is more likely to occur earlier in the year and the 

high nearer the end. Since we publish our forecasts 

to the nearest 50 points to reduce the sense of false 

accuracy a change of just a couple of points can 

kick the forecast over by 50 points at around the 25 

and 75 marks. 

Australian debt ceiling – Labor brought in a debt 

ceiling in mid 2008 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! 

China’s shadow banking – In essence, the China 

government dictates what all banks must lend at 

and pay for deposits. As a result, if a potential 

borrower is deemed too risky at the prevailing rate, 

the banks refuse to lend (rather than increase 

borrowing rates as may happen here). The ‘failed’ 

borrower may then seek funding from the shadow 

banking system that is not so regulated. 

It appears that any defaults in the shadow banking 

system would be covered by the Central Bank so 

there would not be the sort of contagion problems 

that arose in the US and Europe. However, a 

serious round of defaults in China would put a bit of 

a brake on growth. 

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. 
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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 usually 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 
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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 


