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➢ Democrats in disarray 

➢ US deficit jumps by 25% 

➢ Westpac consumer sentiment index rebounds 

__________________________________________________________________________________________

Overview  

The process to choose a Democratic candidate to 

face up against Trump in the November election is 

well under way. Two primaries, Iowa and New 

Hampshire have been and gone. 

As we have said repeatedly, we are not experts in 

politics but we still need to form a view about what 

is going on at least in as far as it will likely affect 

markets and our investments. 

The Iowa caucus was a shambles. We are not sure 

if the result is yet final. At this point ‘our Pete’ 

seems to have pipped Bernie to the post. Pete’s 

claim to fame is that he was mayor of South Bend. 

At 38 he has plenty of time to achieve more in his 

life – so why did the Democrats vote for him now? 

As we understand it, there are two candidates at the 

‘socialist’ end of the spectrum: Bernie and Senator 

Elizabeth Warren. In gender neutral terms we feel 

compelled to afford Warren with the same familiarity 

as the men are receiving. So ‘our Betty’ it is! 

There are any number of non-socialist candidates 

including Pete, Joe, Amy and the soon-to-be 

involved ‘our Mike’ (Bloomfield). If our reading of 

Wikipedia is correct, Bernie, Joe and Mike are 

about the same age (within 1-2 years of each other) 

– in their very late seventies. Betty is 70 (like your 

writer – in fact, Betty is just 6 days younger). Our 

Amy (hard to shorten that name) is 60. 

The reason we are focusing on age is that we are 

quite aware of what it is like to be 70 and we have 

friends who are even older but many are younger 

(and we still have clear memories!). If one of these 

Democrats becomes president in 12-months’ time, 

they will be eight years older after two terms (if re-

elected) in office. 

I can see many people functioning at 78 in eight 

years’ time but late eighties? Bernie looks as 

though he is struggling a bit now. 

On top of the age issue they have the problem of 

splitting the vote. It seems the voters fall neatly into 

groups: either left-leaning (Bernie and Betty) or 

moderate (Joe, Amy, Pete, Mike and the rest). 

Betty is struggling against Bernie and Joe has 

slipped from being front runner to a distant fourth or 

fifth overall. The danger for the moderates is that 

their vote is split across at least three main 

candidates and Mike will make it four. 

So, the left side is only getting about one third of the 

total vote (Bernie + Betty) while the remaining two 

thirds is shared across so many candidates that 

Bernie and Pete are running neck and neck! Go 

figure! Clearly there needs to be some consolidation 

of the moderate group if they are to survive. 

All will become a lot clearer after ‘super Tuesday’ in 

early March when several caucuses will be held on 

the same day (and Mike is expected to be on the 

ballot paper for the first time by then). 

However, the disarray on the Democratic side might 

help it shoot itself in the foot anyway. They seem so 

focused on beating Trump at all costs, their vision 
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seems to be clouded. We can’t recall such hatred 

even in the Kennedy – Nixon contest of 1960. It 

seems to be all about who can beat Trump rather 

than who would make the best president! 

It is widely stated in the media that the incumbent 

president is favoured to win re-election when the 

economy is reasonably strong. So how are our and 

the US economies travelling?  

It was reported that the US budget deficit is now 

25% higher than it was in the corresponding quarter 

of the previous year. That’s OK when interest rates 

are low but it will be a problem when rates start to 

rise – unless, by that time, the deficits have been 

reduced (or better – have become surpluses). This 

reason adds to our view that rates are not going to 

go up appreciably anytime soon. ‘Lower for longer’ 

remains the catch cry. 

The monthly Westpac consumer sentiment index 

was released this week. The index increased from 

93.4 to 95.5. This increase was nothing more than a 

bounce-back from the previous month’s read of 

95.1. 

The important take-away from the chart of the week 

is that this index is still languishing at an 

unimpressive level with pessimists outweighing 

optimists. While the index is not at an alarmingly 

low level – as it was in the GFC and the 1990 

recession, the Australian consumer is not feeling 

comfortable with how the economy is going.  

Chart of the week: Westpac consumer 

sentiment index 
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Contrast that with sentiment in the US. 61% of US 

consumers feel better off than before Trump was 

elected! The US Conference Board’s consumer 

confidence index, shown in the second chart-of-the 

week, is close to an all-time high – certainly around 

the best since the dotcom boom! 

The current US index is currently at 131.6 against a 

100.5 when Trump was elected in November 2016. 

We are still not pro-Trump in all respects but it is 

undeniable that ‘the people’ are materially ‘happier’ 

than at the start of Trump’s first term. Of course, the 

‘intelligentsia’ in the media don’t like to 

acknowledge that. 

Another chart of the week: US Conference 

Board’s consumer confidence index 
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We think Trump will be elected and carry on with his 

market-friendly policies. If Mike gets in, we think he 

will similarly keep markets going. We have no idea 

what Pete and Amy believe in but they could be 

fine. Hopefully we will find out their views if either 

become the Democratic candidate! We don’t see 

how Bernie or Betty could beat ‘our Donnie’ if it 

comes to that. 

Meanwhile the coronavirus, being ‘re-branded’ as 

COVID-19 (because it falls off the tongue?), is 

buffeting markets. We gleaned from Wikipedia that 

around 12,000 people died from (‘ordinary’) flu in 

2018 in the US. We simply don’t know how to 

process the relative severity of the problems. But 

the quarantining of people – though helpful in 

containing the virus – does cause bottle-necks in 

production and the supply chain. 

We have noted particularly strong cross-sectional 

volatility over the last two weeks. Stocks like TWE, 

in particular, are riding the roller-coaster. We expect 

this volatility will settle down in the coming weeks 

and our portfolio will then do fine. Meantime, we just 

sit quietly waiting for a health resolution. 

Our reporting season, that is well underway, has 

produced many big winners and losers with no clear 

pattern yet emerging. However, our broker-based 

capital gains forecasts (chart A-4) have 

strengthened in recent times to 8.4% today from 

around 5.5% a few months ago! 

Our labour-force stats are due out on Thursday. We 

expect the moderate strength to continue. No big 

problems for now but it would be good if someone 

in power did some good sometime soon! We think 

we can hear the Kinks ‘Tired of waiting for you’ 

refrain playing on the jukebox. 
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Market expectations 

Our start-of-year 2020 eoy forecasts for the ASX 

200 are given in Table 1 (left column) together with 

the latest calculations (right column) and last week’s 

(middle column) for comparison. Chart 1 includes a 

trace of the index to compare with the forecast 

highs and lows. 

Table 1: ASX 200 range forecasts for 2020 

Forecast

CY20

Low 6,350 6,650 6,750

High 7,550 7,800 7,850

End 7,200 7,400 7,450

Fair value 6,750 6,900 6,900

Exuberance -1.3% 2.0% 3.2%

ASX 200 6,684 7,023 7,130

14-Feb-2020

Forecast origin

31-Dec-2019 7-Feb-2020

 

Note: the latest forecasts in the right-hand column do not provide 

updates of the original forecasts in the left column of numbers. 

Rather the latest forecasts facilitate an assessment of the degree 

to which the original forecasts are on track, or not. Moreover, 

exuberance is assumed to be eroded over a 12-month period and 

so the ‘latest’ forecasts are less reliable the closer is the current 

date to the end-of-year and the greater is any mispricing.  

Chart 1: Graphical representation of Table 1 
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Note: the low and high are based on ‘normal’ volatility levels. The 

‘high-volatility’ low allows for well above normal volatility and a 

breach of which starts to suggest the base-line forecasts may no 

longer be relevant. The dashed black lines are derived from 

average volatility assumptions; the dot-dash line corresponds to 

high volatility. 

The eoy forecast for 2020 (left-hand column in 

Table 1) was 7,200 with a forecast high of 7,550 

and a forecast low under normal volatility of 6,350. 

The ‘high-volatility’ forecast low was 5,900. The 

updated eoy 2020 forecast (Table 1, last column) is 

7,450. Fair value is 6,900.   

It should be stressed that when markets are heavily 

mispriced, the speed with which mispricing is 

eroded is key to making a good forecast. In this 

table we assume that it takes 12 months to erode 

the mispricing which is possibly a very conservative 

assumption.  

Our eoy 2020 forecasts for the S&P 500 are given 

in Table 2. Because overnight data are not available 

to us until the afternoon, the latest data for Wall 

Street will usually be presented for the day before 

the ASX 200 in this Weekly that we try to post at 

around 10am on a Saturday. 

Table 2: S&P 500 range forecasts for 020 

Forecast

CY20

Low 3,060 3,160 3,180

High 3,630 3,690 3,700

End 3,450 3,490 3,490

Fair value 3,100 3,190 3,200

Exuberance 4.0% 4.9% 5.5%

S&P 500 3,231 3,346 3,374

Forecast origin

31-Dec-2019 6-Feb-2020 13-Feb-2020

 

Note: see notes for Table 1. 

Chart 2: Graphical representation of Table 2 
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Note: see notes to Chart 1. 

Our original forecast for eoy 2020 was 3,450 with a 

high of 3,630 and a low of 3,060. The ‘high-volatility’ 

low was 2,830. 

The updated eoy forecast for the S&P 500 is 3,490. 

Fair value is 3,200  

 

Market stats  

Our market volatility index (Chart A-1 to be found in 

the Chart Appendix) is below average at 10.2%.  

Our Fear Index (Chart A-2) is in the zone at 8.6%. 

The VIX stands about average at 13.7. Our 

Disorder index (Chart A-3) is in the zone at 0.6%. 

Our updated 12-month capital gains forecast (Chart 

A-4) is +8.4%.  The market is significantly over-

priced at +3.2% (Chart A-5). So that leaves the 

adjusted rolling 12-month capital gains’ forecast at 

+4.9%. The comparable 12-month adjusted capital 

gains forecast for the S&P 500 stands at about 

+4%.  

Sector pricing (Chart A-6) is such that Health 

(+14.5%) is in the danger zone. IT (5.9%), 

Discretionary (+5.4%) and Property (+3.6%) are 
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significantly over-priced. All others sectors are 

slightly over-priced or cheap. 

Chart 3 shows an interesting angle on the yield 

play. Our composite yield sector (Financials-x-

REITS, REITS, Telcos and Utilities) and the ‘other’ 

(seven) sector moved roughly together for 2015, 

2016 and the first half of 2017.  

Since then the yield play went nowhere. After a brief 

resurgence in 2019 yield has again been going 

nowhere. The ‘other index’ performed very strongly 

except for a brief dip in Q4 of 2019.  

Chart 3: Total returns indexes for ‘yield’ and 

‘other’ aggregated sectors 
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SMSF Share Portfolio 

We last rebalanced our share portfolio in our SMSF 

on 3rd February 2020. We kept the style at 100% 

High Conviction. There are 16 stocks in the 

portfolio. No adjustments were made to the new 

model portfolio prescription.  

Table 3: Total returns from SMSF portfolio 

Period Portfolio ASX 200 Alpha

Since inception 14.3% 9.7% 4.6%

5 years 12.4% 8.6% 3.8%

3 years 18.1% 12.1% 6.0%

2 years 23.8% 15.1% 8.7%

1 year 33.5% 22.4% 11.1%

6 months 17.7% 13.2% 4.5%

3 months 1.5% 5.2% -3.7%  

Note: Since June 25th 2014. Returns include dividends. For 

periods above one year, the returns are annualised. 

The performance of domestic equities in our SMSF 

portfolio – including various rebalances – against 

the ASX 200 since late June 2014 is shown in Table 

3. That corresponds to an outperformance of +4.6% 

p.a. (annualised) since inception. The portfolio has 

been returning +14.3% p.a. 

In Table 4, we show the performance (including 

dividends) of the individual stocks since the last 

rebalance.  

We have no stocks beating the index by more than 

10% since February 3rd 2020 and one stock (TWE) 

trailing by more than -10%. 

Table 4: Individual stock total returns  

ALL AMC AZJ BHP CIM CPU CSL CWY

Return 4.4% -4.8% 2.0% 1.2% -3.8% -2.8% 6.4% -2.5%

Alpha 1.4% -7.8% -1.0% -1.8% -6.8% -5.8% 3.4% -5.6%

LLC MQG RMD RWC TWE VUK WPL XRO

Return 0.6% 4.9% 9.2% 6.0% -9.2% 10.9% -2.4% 1.5%

Alpha -2.4% 1.9% 6.2% 2.9% -12.3% 7.9% -5.5% -1.6%  
Note: Since February 3rd 2020. Returns include dividends.  

The returns chart (Chart 4) shows the recent 

performance using colours to denote the different 

rebalanced portfolios.  

Chart 4: SMSF and ASX 200 total returns  
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Note: the different coloured sections show the impact of 

rebalancing. 
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Chart Appendix 

Chart A-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 A-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 A-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. 
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Chart A-4: 12-month 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 A-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 A-6: Sector exuberance 
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Notes: The estimates in this chart are based on the same notions as for Chart 

A-5. More detailed information on mispricing is contained in our companion 

weekly publication in the same section of our website 
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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. 

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!!! 

Bad debt, good debt – Whether one is referring a household or 

national debt, the classification implies the following. Good debt is 

expected to produce income or other returns in the future – such 

as from infrastructure spending or buying a principal place of 

residence. Bad debt is used to finance ‘recurrent’ expenditure such 

as pensions or family holidays. 

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! 

Brexit – on 23rd July 2016 Britain voted to leave the European 

Union. The process is expected to take at least two years and 

negotiations must take place to engineer a smooth transition. 

CAIXIN (formerly HSBC) flash PMI – CAIXIN 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 1st 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. 

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. 

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. 

High-Yield Sectors: by this, we mean Financials, Property, Telcos 

and Utilities. 

International Monetary Fund (IMF) – Managing Director, 

Kristalina Georgiera (French), since 1st Oct 2019. The IMF is 

charged with fostering global monetary cooperation. 

ISM - Institute of Supply Management produces a ‘PMI-like’ 

number for the US economy. Like the PMI, 50 is the cut off 

between improving and worsening expectations. 

Long-run mispricing – Our 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. 

MYEFO (Mid-year economic and fiscal outcome) is a mid-year 

update on the Australian Budget situation – usually in December. 

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 

official statistics are published in the first few days of each month – 

with China on the 1st. 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. Note also the existence of the 

CAIXIN measure and its ‘flash’ or preliminary estimate. 

Savings ratio – In Australia, the ratio of net savings to household 

disposable income defines the savings ratio.  

Short-run mispricing – Our 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. 

Tapering – It was 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. Of course, less new jobs are needed when the economy is 

running at full employment. 
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