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Reporting season strong – but what about the macro data?  

 Strong Australian reporting season  

 China data mixed  

 Australia deals with its waning manufacturing sector  

__________________________________________________________________________________________

The Big Picture 

After five years of being bombarded by big news 

stories, the post-GFC world is going to seem very 

quiet indeed. The emerging markets ‘crisis’ I wrote 

about last month was all but forgotten after only one 

week! 

But February and August are the main times for 

listed companies to show their accounts and set a 

course for the future. One has to say this reporting 

season that just ended was pretty good – although 

a few companies naturally went astray and paid the 

price. As a result, our ASX 200 index rose back to 

the high of 2013 making the January ‘correction’ 

extremely short-lived. With the S&P 500 reaching all 

time highs at the end of February, both markets 

seemingly took a breather to glide into March. And 

that’s not such a bad thing. 

Each month always kicks off with the Purchasing 

Managers’ Index (PMI) from China – and the rest of 

the world. At the start of February, China’s number 

dipped to 50.5 – a six-month low. Then the US 

came in with its lowest read in eight months – but 

Europe delivered a really good 54.0. 

In other China data, exports blasted in at 10.6% and 

credit growth was really strong. China house price 

inflation slowed – which is great because nobody 

wants a housing bubble – but the media interpreted 

this as a bad sign of a slowing China! The mid-

month ‘flash’ HSBC PMI disappointed too. 

But today, the official PMI beat the market 

expectation of 50.1 with a 50.2 read after 50.5 last 

month. Although this is an eight month low, it does 

show China is in a stable growth position. 

At home, the dominoes are falling over in 

manufacturing. Toyota will close its manufacturing 

in 2017 and SPC Ardmona is in trouble. Qantas is 

axing 5,000 jobs and is up to its wings in debt 

issues. Where will it all end? 

From time to time countries have sectors that just 

have to change. Subsidies for ever just kick the can 

down the road. I do find the Qantas story a bit hard 

to swallow. They have a business model to 

preserve market share which is costing them heaps 

and the taxpayer is meant to fund these wilful 

losses. As John Hewson said last week, the ratings 

agencies rate Qantas as junk and the government 

is considering helping it to borrow more! And claims 

that we all need a national airline doesn’t sit well 

with travellers hunting for cheap fares from any 

carrier on-line. Apparently, only about 16% of 

Aussies travel on the Flying Kanagroo! And only 1 

in 10 cars is made in Australia. Consumers vote. 
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There has been some good data at home. Retail 

sales were very strong for the second month in a 

row; NAB’s business confidence and conditions 

surveys were up; but unemployment climbed to 

6.0% - the highest in a decade. Since 

unemployment doesn’t get much below 4% and it 

reached 10%+ in the aftermath of the 1982/3 and 

1990/1 recessions, 6% isn’t the end-of-the world 

(except for those without a job). Moreover, 

unemployment tends to lag behind other economic 

indicators so it is unlikely to get better until these 

other improvements take hold. 

There has been a marked change in the calls for 

interest rate changes. A few are still hanging on to 

more cuts but most now seem to see the next 

change as up – but maybe not until 2015. BT’s 

Chris Caton has called for the first increase to be by 

mid-2014. 

But just as February was ending, some poor data 

came in on capital expenditure (capex) intentions. It 

was not surprising the mining capex would be down 

but the rest of the market isn’t picking up the pieces. 

The danger is that the May budget might make 

matters worse rather than better! We need that 

infrastructure investment on stream soon. 

The US has been quiet. Anything bad seems to be 

blamed on the harsh east-coast winter. And the 

debt-ceiling rise that stopped the nation in late 2011 

and late 2013 went through in February without so 

much as a whimper. 

But the new Fed Chair, Janet Yellen, gave a hint 

that the economy might not be as strong as many 

thought when tapering was announced in 

December. As a result, there may be some pauses 

in the tapering of bond buy-backs – a point we 

suggested would be necessary last December – 

and that might introduce a little volatility in equity 

markets. 

Japan is struggling with a lower GDP growth rate of 

1% after starting the year off with a couple of very 

good 4%’s. Given that they plan to double the 

sales-tax rate in April to start to pay off debt, 

Japan’s future is not assured. But the architect of 

that economic policy has reiterated his vow to throw 

the kitchen sink at the problem. 

 

Asset Classes 

Australian Equities 

February started weak with the ASX 200 slumping 

to 5,070 on February 5
th
 after having started the 

year at 5,352. All that lost ground was reversed in 

the next few weeks. A strong reporting season 

didn’t hurt that bounce back. The index climbed 

+4.1% in February. 

Our modelling has the next 12 months being a bit 

softer than what actually happened in the last 

couple of years. We are now predicting 2014 to end 

at about 5,750 with a high during the year at just 

over 6,000. So soft does not mean bad – it just 

means moderate. 

One of the reasons for the slow-down is that about 

half of the index is in the high-yield space and those 

capital gains have already been made to drive 

yields down sustainable levels in the mid to high 5% 

range. 

All of our other indicators suggest that the market 

can cope with a prolonged rally – just slowly. But, 

with the Lunar New Year still affecting China data 

and snow affecting US data, it will be mid April 

before we start to get a clear read. Indeed, analysts 

might start to upgrade their earnings forecasts after 

our strong reporting season. 

Foreign Equities 

All of the major markets had a very strong February. 

Emerging Markets struggled by comparison but still 

nearly made 2% for the month. 

Our modelling for the S&P 500 has a much brighter 

future for the US market than Australia’s. With 

record highs on the S&P 500, markets may well 

take a breather before the next rally starts – and 

2,000 this year looks like a possibility. 

Bonds 

Probabilities of default fell even further in February 

meaning that the European debt crises are fading 

into the past. Spain just posted its lowest yield since 

2006 and Ireland previously hit a similar level. 

The new round of tapering talk might have some 

impact on US Treasuries but Emerging Markets 

could lose out. 

Interest Rates 

It seems extremely unlikely that rates will be cut on 

Tuesday. Indeed, it is unlikely that they will be cut 

again. That being said, rate increases don’t seem 

likely any time soon given the latest capex data. 

Other Assets 

Gold prices continued their run up to $1,326 an 

ounce. WTI Oil was up strongly on the month and 
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our dollar climbed +2.1%. Copper is a little bit 

softer. 

 

Regional Analysis 

Australia 

After seven months of unemployment being range-

bound at 5.7% - 5.8%, at last there was a breakout 

– to 6.0%. The ABS’ trend estimate – their preferred 

measure that smooths out the wrinkles – is just 

below the ‘6 level’ at 5.9%. 

But it would be wrong, I think, to start speculating 

that the economy is charging downhill. There are 

too many good signs around. Despite all of the 

gloom about manufacturers being in economic 

trouble, business confidence is looking strong. 

Consumers say they have the wobbles but they 

have been out spending in style. 

There is some sort of vacuum in Canberra. The 

Coalition government is not scoring the runs that 

many of us hoped for or expected. Is it just a 

blockage in the Senate that might clear when the 

new Upper House is sworn in for July? Labor has 

scored some major successes in the polls – but 

polls don’t restore economic growth. 

China 

The China Bulls and Bears continue to size each 

other up. Our take is that its economy is on track for 

about a steady 7% growth so some numbers will 

look a little bit better and some a little bit worse as it 

continues on a stable growth path. And the 

February PMI number confirmed that. 

USA 

The USA has had much of its data covered affected 

by snowdrifts so it is hard to tell how the economy is 

travelling. Surprisingly, commentators and analysts 

seem to be giving them a fair go to show what they 

are made of rather than running for cover. There 

seems to be a growing optimism that might be 

snowballing into summer. 

Janet Yellen did question the strength of the US 

economy – but only in the mildest of terms. That Q4 

GDP growth just got revised down to 2.4% from 

3.2% confirms that slight weakness. 

Europe continues its delivery of modest growth 

signals. The growth is not even but, on average, 

gains have been made. 

Rest of the World 

Unfortunately there is conflict in the Ukraine and 

Venezuela. The former is a little worrying given the 

posturing by both Russia and the USA. For years 

Venezuela lived off its oil reserves with scant regard 

for economic policies. The citizens are now trying to 

deal with rampant inflation. 

Although Japan’s GDP was a little disappointing, its 

Industrial Production came in at a strong 4%. And 

Canada recorded 2.9% growth for the last quarter. 

So, all in all, the economic world is looking quite 

good. Let’s hope the Ukraine and Venezuela 

problems can be solved without too much nmore 

hardship. 

 

 

 


