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➢ ASX 200 and S&P 500 in correction territory 

➢ US Treasuries at all-time low 

➢ Fed likely to cut in March (but to no avail) 

__________________________________________________________________________________________

Overview  

What a difference a week makes! Our index fell 

-9.8% over the week (or just over 10% from the 

previous day’s all-time high) with every day being a 

humdinger. However, as we can see from the chart, 

that fall was not sharp enough to take us to the ‘buy 

(dotted) line’ at normal volatility levels. 

Chart of the week: ASX 200 and forecasts 
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The S&P 500 futures suggested a strong overnight 

gain a couple of times as our market closed – but, 

by morning, it was the same old story. Of course, 

the S&P 500 also lost enough to earn ‘correction’ 

status. 

It wasn’t just the equity markets that took a hit. 2- 

and 10-year Treasury notes hit all-rime lows but the 

yield spread did not invert. Last week we noted that 

the CME Fedwatch tool predicted a 10% chance of 

one Fed cut in March. That figure reached 100% 

yesterday! Today, after Jay Powell spoke to calm 

markets at 2:30pm Eastern, the tool assigned a 

94% chance of a double cut on March 19th! 

We don’t see how a 25 bps or even a 50 bps cut will 

assist the supply chain problems – but they will 

probably cut for show. 

The question everyone is asking is, ‘how much 

further can the markets free fall?” We have both 

markets heavily over-sold (-6.9% for the ASX 200 

and -7.0% for the S&P 500) but with volatility high 

(VIX at 39.6 and our market volatility [Chart A1] at 

30.6), there’ll be no rush to fill our boots. 

Importantly, Wall Street made a spectacular 

recovery today in the last 20-30 minutes of trading. 

It still finished 24 points down on the day but it was 

over 80 points down minutes before! Since it was 

the last trading day of the month, there may have 

been some window dressing so we will not read too 

much into that. However, it is hard not to speculate 

that much of the correction may now be over. 

To us, it seems the economic problem is more 

about the impact of quarantining larges numbers of 

people in a variety of countries. They are holding 

football matches in parts of Italy with no spectators. 

Handshakes are being banned at some training 

grounds in the English Premier League. Some pop 

concerts and international conferences have been 

cancelled. The list goes on and on. Economic 

growth and company profits must be affected and 

some of these losses will never be recovered. 

We read that China data earlier in the week broke 

down mortality rates by age. About 18% of the 80+ 
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group that contracted the virus have passed away. 

That rate halved for the 70-80 group and was much 

less than 1% for all groups under 50. There were 

zero deaths for the under 10s. 

We think economies and markets will quickly 

rebound when the coast clears. Apparently, the 

virus spread is already abating in China and some 

commentators are calling some parts of industry in 

China are getting back to work. 

We think we could buy in on the ASX 200 on 

Monday and make a profit in the not too-distant 

future. However, we might be able to buy it even 

cheaper if we delay a little. We note from Chart 1 

that the buy signal has not yet been breached but 

the S&P 500 trigger in Chart 2 has. 

Coronavirus health problems will not vanish in a few 

weeks so we will pounce like a tiger when 

confidence starts to return with us being prepared to 

miss the bottom by a little. 

In the meantime, we can chill out by watching the 

US primaries farce as super Tuesday approaches. 

Bernie is already older than any sitting president 

ever was (Reagan at 77 at the end of 8 years). At 

77 and 78 Biden, Bloomberg and Sanders really 

need to let us know who their vice-presidents would 

be before the Democrats can reasonably decide. 

While we do not wish anyone any harm, life 

expectancy for US males at these ages is about for 

an additional 10 years – which is only just two years 

longer than the typical double term in office that 

presidents sit. 

At the other end of the spectrum, Pete Buttigieg 

(38) would be younger than the youngest ever 

elected president (Kennedy at nearly 44) even after 

a full four-year term in office. 

And if we think back to the start of this sell off, 

markets were at an all-time high after a month of 

coronavirus considerations. The sell-off started 

straight after Bernie got a big win in the Nevada 

primary! 

We understand that there are about 15% of super-

delegates (not pledged to vote for a particular 

candidate) drawn from past and present party 

elders. They can and do gang up to take another 

candidate ahead of any less desirable leader. And, 

as Obama and Trump found out, being president 

doesn’t mean you can push your policies through. 

The US Republic set up is designed to help the 

lawmakers guide the nation on a moderate course. 

We think the primaries and the coronavirus issues 

will be well behind us long before the November 

elections 

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 6,750 6,250

High 7,550 7,850 7,500

End 7,200 7,450 7,300

Fair value 6,750 6,950 6,900

Exuberance -1.3% 3.0% -6.9%

ASX 200 6,684 7,139 6,441

28-Feb-2020

Forecast origin

31-Dec-2019 21-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 

7,300. 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 
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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 3,180 2,900

High 3,630 3,700 3,520

End 3,450 3,500 3,420

Fair value 3,100 3,210 3,200

Exuberance 4.0% 5.2% -7.0%

S&P 500 3,231 3,373 2,979

Forecast origin

31-Dec-2019 20-Feb-2020 27-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 3,420. 

Fair value is 3,200  

 

Market stats  

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

the Chart Appendix) is well above average at 

30.6%.  Our Fear Index (Chart A-2) is above the 

zone at 15.1%. The VIX stands well above average 

at 39.6 Our Disorder index (Chart A-3) is in the 

zone at 1.0%. 

Our updated 12-month capital gains forecast (Chart 

A-4) is +8.3%.  The market is significantly under-

priced at -6.9% (Chart A-5). So that leaves the 

adjusted rolling 12-month capital gains’ forecast at 

+15.8%. The comparable 12-month adjusted capital 

gains forecast for the S&P 500 stands at about 

+18.5%.  

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

(+4.9%) is the only sector that is over-priced. All 

others sectors are 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 – until, perhaps during the last few weeks. 

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 12.3% 7.7% 4.6%

5 years 10.4% 6.2% 4.3%

3 years 14.7% 8.6% 6.1%

2 years 16.3% 7.8% 8.5%

1 year 20.3% 8.6% 11.6%

6 months 1.5% 0.9% 0.6%

3 months -9.0% -5.2% -3.8%  

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 +12.3% p.a. 

In Table 4, we show the performance (including 

dividends) of the individual stocks since the last 

rebalance.  
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We have one stock (CWY) beating the index by 

more than 10% since February 3rd 2020 and two 

stocks (RWC and WPL) stocks trailing by more than 

-10%. 

Table 4: Individual stock total returns  

ALL AMC AZJ BHP CIM CPU CSL CWY

Return -6.9% -8.7% -9.9% -11.8% -16.0% -14.5% -0.6% 15.2%

Alpha -0.4% -2.2% -3.5% -5.4% -9.6% -8.0% 5.9% 21.7%

LLC MQG RMD RWC TWE VUK WPL XRO

Return -0.4% -4.7% 2.5% -23.5% -11.2% -9.1% -16.9% -14.2%

Alpha 6.1% 1.8% 8.9% -17.1% -4.7% -2.7% -10.4% -7.7%  
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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