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➢ Markets put geared strategy in the money 

➢ More mixed data for US inflation analysis 

➢ Aussie jobs data wobbly 

__________________________________________________________________________________________

Overview  

Google – that runs the Woodhall website – is 

upgrading its software soon. We have been told that 

it doesn’t really suit our website and so we will be 

making some changes. We plan to make the site at 

this current address more static – not posting new 

Weeklys etc. We plan to keep the archive of old 

papers at this site and a message to redirect traffic. 

Our full plan is not yet final but we expect we will be 

posting our new papers under Ron Bewley’s 

Linkedin account. We hope to have a few weeks 

overlap where we post both on woodhall.com.au 

and Linkedin. We will keep you informed. 

A smashing week on both the ASX 200 and the 

S&P 500 has resulted in our new geared strategies 

getting well into the money. We are 3.6% up on the 

whole strategy already and each parcel shown in 

the chart is now in the money.  

Chart of the Week: Entry points for two ETFs 
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With a very good close to the week overnight on 

Wall Street, we look more likely than not to add to 

these geared gains on Monday. Do we regret not 

having piled in more? No! We do not want to rely 

too much on these geared ETFs. At this point we 

have 15% of our SMSF assets invested in this 

strategy. 

Betashares points out that a big market fall in one 

day could do serious damage to each geared ETF 

so we are now looking for an additional strategy to 

add to the mix rather than simply adding to this one. 

We’ll keep you informed.  

All eyes have been on US inflation – and its impact 

on tapering and rate hikes – for a very long time. 

Now we are desperately close to the start of 

tapering 

During the week, US CPI inflation came in at 0.4% 

vs an expected 0.3%. The annual inflation figure 

was 5.4%. Many found these numbers troubling. 

But the core inflation – that strips out volatile energy 

and food prices – was only 0.2% for the month and 

4% for the year. Is inflation above the 2% threshold 

transitory or stubbornly needing Fed policy action? 

The Fed minutes from the September meeting 

revealed that they considered a November kick-off 

for tapering. However, the consensus is leaning 

towards December which will be announced at the 

next Fed meeting on November 2nd / 3rd. 

Two particular problems seem to be impacting 

inflation. The first – supply chain disruptions – 
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caused Biden to call an emergency zoom panel at a 

virtual White House. 

There are lots of problems – and chip shortages are 

often listed at the top. It is being argued that chip 

shortages are causing firms to over-order to ensure 

a future supply – a bit like toilet paper stockpiling at 

the start of the lockdowns. While we can reasonably 

expect this part of the supply chain to get back to 

normal, we don’t know how quickly (and we’ll bet no 

one else does either). 

One solution being considered is to bring back 

onshore some or all of that which was sent offshore 

in the big globalisation push. Since certain 

production processes were sent offshore to save 

money, its going to cost more to bring it onshore. 

That will push up domestic prices. However, it is a 

one-off increase but over a long period. Interest rate 

hikes would do nothing to reduce those price hikes. 

So how will the Fed and markets react? Tricky one. 

Another issue in supply-chain management is due 

to the bottlenecks at ports in the US to handle 

China imports and the like. Biden has put the LA 

port on 24/7 at least until the bottlenecks subside. 

However, it was reported on CNBC that the problem 

is deeper than that. They can get the containers in 

but they need chasses and/or rail wagons to whisk 

them away – and there is a shortage. 

Not only is there a deep shortage of chasses, there 

is a 200% import tariff on them. Another inflation 

problem – but is it just a one-off? 

We also have an energy crisis. China is the prime 

example where people are expecting a cold winter 

unless they can get more coal. They’ve now 

integrated the Australia imports that were in bond 

for a year – but who is game to mine more coal or 

even mention it? 

We are not sure we are hearing an honest debate 

because what would be the blowback on anyone 

who said we made a mistake? Shades of an 

Orwellian ‘Four legs good two legs bad’ chant. A 

James Cook University academic just lost his job for 

challenging the orthodoxy – but the dismissal was 

couched in terms of how he related to his fellow 

academics with whom he disagreed. 

And it’s not just coal. Putin was on TV saying winds 

in the summer didn’t produce enough wind power 

and there have been blockages in the pipeline from 

Russia to Europe. While we race to a ‘green world’ 

we seem to have forgotten to look after ourselves in 

the transition! But what is clear is that inflation might 

hang around above 2% for a bit longer than we 

initially thought. But we do not expect inflation 

climbing to the levels witnessed in the seventies or 

even the eighties.  

Importantly, we don’t think interest rate hikes would 

do anything to help the situation. These are grounds 

for stagflation – growth being subdued by higher 

interest rates but inflation impervious to the action. 

In the short-run, the US is doing very well. Earnings 

season just started and many big banks reported 

very well. CNBC reported that Goldman Sachs 

‘crushed expectations.’ Markets rallied hard and 

even retail sales smashed expectations: -0.2% was 

expected and they rolled in at +0.7%. So much for 

forecasters! 

China’s data were a bit hard to read. Imports 

missed at +17.6% (in US dollars) while exports 

recorded a promising +28.1% also in US dollars. 

We had some puzzling numbers at home. The 

Labour force data revealed a 4.6% unemployment 

rate from 4.5% but -138k jobs were lost. The 

participation rate fell to a 15-month low of 64.5%. 

We have just had the first week of freedom after a 

15-week or so lockdown. We shuffled down to 

Neptune’s Palace at Sydney’s Circular Quay to 

resume our monthly get-togethers. The food was 

even better than we remembered – Chicken 

Kapitan, Mongolian lamb and egg fried rice after an 

equally excellent seafood San Choy Bow! But there 

weren’t that many who shared our need for a good 

lunch. Much emptier than just before the lockdown. 

We are close to 80% fully vaccinated (and 90% with 

one or more jabs) in NSW. It’s not going to get any 

better than this. In the beginning we strictly adhered 

to advice – whether or not we agreed with it. It’s 

time to run free like the little lion in Born Free. 

The new NSW Premier tried to move rapidly to a 

freer society including international travel from 

November 1st. ScoMo doesn’t share his view. 

Where will it end up? We’re going to see our kids 

and grandkids tomorrow for the first time since June 

(we didn’t get ScoMo’s memo that was OK to get 

together for Fathers’ Day). Of course, we will 

continue to use masks and socially distance but 

when can we shake hands again? What more do 

we need to do? We can almost hear Peggy Lee 

singing, ‘If that’s all there is my friends, then let’s 

keep dancing.’ 

While we are dancing (or at least trying to!) we are 

happily invested in equities – some geared – but a 

little more cash than normal while we look for a new 

opportunity in equities. There is likely to be some 

more volatility as people try to interpret inflation 

signals. We will stay calm and take advantage! 
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Market expectations 

Our start-of-year 2021 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 2021 

Forecast

CY21

Low 6,450 7,100 7,150

High 8,250 7,650 7,700

End 8,050 7,450 7,500

Fair value 6,500 7,450 7,450

Exuberance 1.2% -1.8% -1.3%

ASX 200 6,587 7,320 7,362

15-Oct-2021

Forecast origin

31-Dec-2020 8-Oct-2021

 

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. We certainly waited until after the peak 

The eoy forecast for 2021 (left-hand column in 

Table 1) was 8,050 with a forecast high of 8,250 

and a forecast low under normal volatility of 6,450. 

The ‘high-volatility’ forecast low was 6,050. The 

updated eoy 2021 forecast (Table 1, last column) is 

7,500. Fair value is 7,450.   

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 2021 forecasts for the S&P 500 are given 

in Table 2. Because overnight data are not available 

to us until the afternoon, 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 2021 

Forecast

CY21

Low 3,680 4,280 4,320

High 4,800 4,610 4,630

End 4,690 4,480 4,510

Fair value 3,610 4,440 4,450

Exuberance 4.1% -1.0% -0.2%

S&P 500 3,756 4,400 4,438

Forecast origin

31-Dec-2020 7-Oct-2021 14-Oct-2021

 

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 2021 was 4,690 with a 

high of 4,800 and a low of 3,680. The ‘high-volatility’ 

low was 3,480. The updated eoy forecast for the 

S&P 500 is 4,510. Fair value is 4,450  

 

Market stats  

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

the Chart Appendix) is average at 12.3%.  Our Fear 

Index (Chart A-2) is above the zone at 13.3%. The 

VIX stands at above average at 16.3. Our Disorder 

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

Our updated 12-month capital gains forecast (Chart 

A-4) is +6.9%.  The market is under-priced at -1.3% 

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

month capital gains’ forecast at +8.2%. The 

comparable 12-month adjusted capital gains 

forecast for the S&P 500 stands at about +6.5%.  

Sector pricing (Chart A-6) is such no sectors are in 

the danger zone or even significantly over-priced. 

All other sectors are inexpensive or cheap. 
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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 

 


