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➢ Trump tests positive to COVID 

➢ Bank credit checks loosened 

➢ Nonfarm payrolls miss expectations 

__________________________________________________________________________________________

Overview  

We were amazed at the reporting of the first 

presidential debate. Yes, Trump is a bombastic 

chap and he tried to bully Biden. But who reported 

what Biden said – or rather didn’t say? 

We are not likely to invite Trump for a beer after 

work – even if we thought he might accept. He’s not 

our ‘cup of tea’ as the English say. But he has done 

a lot for the economy and arguably more than 

Obama did in twice the time. 

Obama was trying to show a ‘cool’, ‘woke’ persona 

and he did it very well. His only claim to fame 

seems to have been Obamacare which, at best, 

was a first attempt at solving a healthcare problem. 

Let’s go through some of the points in the debate. 

We watched the whole thing and found it riveting. 

Not for the ‘intellectual’ types (although we have 

some reasonably impressive credentials) but for 

people who want to gain insight into how the US 

economy is evolving (or is it devolving?) 

The first debating point was on Trump’s nominee for 

the Supreme Court. Trump said it was his right to 

nominate (which it seems to be). Biden said the 

voters should have their say. Well, like it or not, 

Trump was elected by the people and he has two 

and a half months to run on his elected term. They 

call him President Trump for a reason! 

So, if Biden has a point, at what point in a four-year 

term does an elected president cease to be a duly 

elected president? Over to you Joe! 

And what about Trump’s handling of COVID-19? 

Anyone who claims that they knew what was going 

on in Q1 is a liar. Look at the different approaches 

that countries (and states) took. In hindsight, the UK 

made a mess of it; different states in Australia had 

very different success rates. 

When one is standing in the middle of the road with 

the headlights bearing down, it is hard to know what 

to do. For Biden to say he would have done a better 

job is impossible to judge. He didn’t do anything at 

the time. Talk is cheap after the event. (By the way, 

if Woodhall had been in power we can tell you we 

would have eradicated the virus within a week 

without shutting anything down! Yes, we are that 

good! And, no, we are not going to tell you how we 

would have done it). 

We do not know the totality of what Biden said at 

the time in Q1 but he was against shutting down 

links with China. No one can predict what would 

have happened under Biden. 

And then there is appeal to what ‘scientists’ say! We 

(me) trained in the science faculty at a top-level 

university. Scientists don’t often (usually) agree. 

And when a scientist says up to 200,000 people 

would have …, what is the likely number? In the 

next Bledisloe Cup, we could reasonably predict 

that Australia could win by up to 20 points. It is 

certainly possible and reasonable, but New Zealand 

is more likely to win!! 

And on the tax returns. Trump apparently paid $750 

income tax in each of 2016 and 2017. The first 

question is – did he cheat and/or evade tax? No 
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one suggested that. Property developers (we think) 

make most of their money out their capital gains. In 

this country at least, a gain is only taxable when it is 

realised. Developers on the ‘roulette wheel’ make 

big gains on the wins and sometimes go bankrupt 

on the losses. 

If Trump’s return is not one of evasion (which is 

illegal) then we must look at whether Biden paid 

more tax than he was obliged to do! The important 

question is, was Trump a lot less successful as a 

businessman than he claimed in public so he didn’t 

need to pay tax? That is the real question. 

And on the economy? Australia has a great 

standard in that when parties are going to an 

election, they have to say how they will pay for their 

promises. We saw none of that in the first US 

debate. 

But, as of last night, Trump has tested positive to 

COVID-19 – so what next? We wish Trump well 

(and Biden if he also gets it but, so far, he is still 

negative) but there is a massive succession 

problem. 

In Australia and the UK, the PM is followed by the 

next in line from the party. But, in the US, if Trump 

is (hopefully) well but judged by whomsoever, not fit 

to lead, the VP Pence takes over. Fine! But he has 

been hanging out with Trump so if he gets it too, 

Nancy Pelosi takes the role.  

Since Trump and Pelosi (Democrat leader of the 

House) hate each other more than the couple in 

Kramer vs Kramer (or was it the War of the 

Roses?). Would she have the power to overturn 

Trump’s Supreme Court nominations and all of the 

other things? We’ll all need to wear hard hats if 

Pelosi gets the reins. 

Lost in all of the US debate ‘agro’ is that the RBA 

loosened credit checks on the big four banks – so 

much so that three of the big banks’ stocks rose by 

more than 6% on the day. 

That when Bill Evans (Westpac guru) called the 

RBA to cut to 0.1% next Tuesday caused the $A to 

tumble. Since Tuesday is also Budget Day, who 

knows what will happen? Historically the bank 

doesn’t move on Budget Day but these are not 

normal times. 

Obviously, the Government will kick in a big 

stimulus on Tuesday. Will it be enough? No one 

knows (but some will claim they know). We hope 

they go in on the upside because the cost of going 

in low ball is something we do not want to consider. 

If the patient dies on the operating table, that’s it. 

But if the doctors are over zealous we can sort out 

over-billing later. 

The US nonfarm payrolls came in overnight. 

Newswires called it a miss but there were 661,000 

new jobs but expectations were for 800,000. 661k 

would have been the biggest number since 1983 

excluding the recent virus-affected numbers. 

11 million jobs have been refilled in the last little 

while – but oh so many more to go. The 

unemployment rate fell to 7.9% against an expected 

8.2% but the participation rate did increase (the 

discouraged worker effect). The Fed had predicted 

the rate would be 7.6% by year-end. They seem to 

be on the money. 

With Congress still squabbling over the next 

stimulus bill and airlines reeling, this is not a time to 

fail to act. 

If it was a miss on nonfarms and Trump has, 

indeed, been admitted to the military medical 

centre, the overnight fall of -0.9% on Wall Street 

seems tame. Our measure of mis-pricing on the 

S&P500 is close to fairly priced (+0.6%) but the IT 

sector (9.5%) is back above ‘the magic line which 

causes us some concern. 

Trump is apparently in good spirits but he is a bit 

fatigued (who isn’t in their seventies?). What is not 

clear is the extent to which campaigning can 

continue. Boris Johnson reportedly worked too hard 

when he had the virus and so it affected him more. 

And, before we forget, China put in another good 

manufacturing PMI at 51.5 

With only three sleeps to go before the Budget/RBA 

Board day, we wait with baited breath. We are 

optimistic that enough will be done to keep the 

market (and the economy) on track. However, it will 

not be a one-off solution.  

Even though a vaccine might soon be available, it 

will presumably be many months before ordinary 

folk get a ‘shot’ at it! Quite rightly, the early batches 

will go to healthcare workers, first responders and 

the like. 

We are amazed at how few people in Sydney are 

wearing masks in the street, buses, shops etc. We 

proudly wear our mask wherever we go.  

If Tuesday goes well and we don’t get a major new 

wave in Australia, we remain positive (for the 

market not the virus). We’re not so sure about the 

US. Was it Churchill who said “We can trust the US 

to do the right thing, after they’ve tried everything 

else”? 
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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 5,900 5,700

High 7,550 6,500 6,300

End 7,200 6,400 6,200

Fair value 6,750 6,100 6,100

Exuberance -1.3% -2.6% -5.2%

ASX 200 6,684 5,965 5,792

2-Oct-2020

Forecast origin

31-Dec-2019 25-Sep-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 

6,200. Fair value is 6,100.   

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 2020 

Forecast

CY20

Low 3,060 3,200 3,330

High 3,630 3,540 3,640

End 3,450 3,490 3,580

Fair value 3,100 3,350 3,360

Exuberance 4.0% -3.2% 0.6%

S&P 500 3,231 3,247 3,381

Forecast origin

31-Dec-2019 24-Sep-2020 1-Oct-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 3,580. Fair value is 3,360  

 

Market stats  

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

the Chart Appendix) is above average at 21.2%.  

Our Fear Index (Chart A-2) is above the zone at 

12.2%. The VIX stands above average at 27.3. Our 

Disorder index (Chart A-3) is in the zone at 0.9%. 

Our updated 12-month capital gains forecast (Chart 

A-4) is +26.8%.  The market is cheap at -5.2% 

(Chart A-5). So that leaves the adjusted rolling 12-

month capital gains’ forecast at +33.3%. The 

comparable 12-month adjusted capital gains 

forecast for the S&P 500 stands at about +26.5%.  

Sector pricing (Chart A-6) is such that the Property 

sector (+3.1%) and IT (+3.3%) are significantly 

over-priced. The other sectors are only moderately 

over-priced or cheap. 
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SMSF Share Portfolio 

We last rebalanced our share portfolio in our SMSF 

on 3rd August 2020. There are 23 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 8.6% 5.5% 3.1%

5 years 9.2% 7.1% 2.2%

3 years 7.8% 4.5% 3.2%

2 years 3.8% 0.8% 3.0%

1 year -13.4% -7.9% -5.5%

6 months 12.5% 13.7% -1.2%

3 months -5.7% -3.5% -2.2%  

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 +3.1% 

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

been returning +8.6% p.a. 

We have three stocks (ALL, APT and SGR) beating 

the index by more than 10% since August 3rd 2020 

and three stocks (A2M, NCM and WP) trailing by 

more than -10%. 

Table 4: Individual stock total returns  

A2M ALL ALX APT AZJ BHP BXB COL

Return -28.0% 15.8% -8.0% 19.8% -5.7% -5.2% -6.2% -6.2%

Alpha -26.7% 17.1% -6.6% 21.1% -4.4% -3.9% -4.9% -4.9%

CSL CWN LLC MQG NCM NHF RHC RIO

Return 2.9% 1.7% -0.7% -1.8% -12.1% -6.5% 7.0% -8.2%

Alpha 4.2% 3.0% 0.6% -0.5% -10.7% -5.2% 8.4% -6.9%

SEK SGR SHL SUN WBC WOW WPL ASX200

Return 0.9% 22.7% 2.3% 0.1% 1.3% -5.4% -15.3% -1.3%

Alpha 2.2% 24.0% 3.7% 1.4% 2.6% -4.0% -14.0%  
Note: Since August 3rd 2020. Returns include dividends.  

The returns chart (Chart 3) shows the recent 

performance using colours to denote the different 

rebalanced portfolios.  

Chart 3: 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 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 red 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 former Prime Minister Shinzo Abe came to 

power early in 2013 and has brought a new economic style to 

managing that economy. PM Suga has vowed to continue the 

policies. 

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 was expected to be finalised by the end of 

2020 but negotiations continue. 

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. 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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