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The markets are getting ready for another leg up! 

 Is China data soft or is China about to run hard?  

 The true believers are coming back in the US 

 The little Aussie battler won’t lie down 

__________________________________________________________________________________________

The Big Picture 

Last month I flagged life that in the markets was 

getting quieter in the post-GFC era. Well, we had 

another crisis – in Crimea (Ukraine) – and yet 

another China slowdown story – but we only lost a 

little on our market – and the S&P 500 too was flat 

in March! Life is relative. These signs are indicative 

of good times ahead but we have a little way to go 

before we all feel like that. 

I see our ASX 200 climbing up about 300 points to 

the end of the year while the S&P 500 might be on 

a charge – to cross that ‘magic’ 2,000 level before 

Christmas. Our market seems more likely to gain 

traction towards the end of the year. 

But the overriding theme that I see is a Western 

World that is slowly building impressive strength 

and an Asia economy that is stable and growing at 

an impressive and stable rate (but not quite stellar 

anymore). I see our market being a little muddled 

for a few months – we do have to digest a Federal 

budget – and then I see it running harder into the 

close of 2014 as China reignites its economy – if 

necessary.  

If I am wrong and we get ‘up there’ quicker, and 

with less angst, I would be very happy. What I don’t 

see with current information is anything like the 

trauma of recent years returning. Even as I turn 65 I 

feel that I have plenty of time to wait for the really 

good times – but I will not be caught dithering on 

the side-lines trying to time the market. I fully 

understand why some investors were more cautious 

in previous years. But the pall of gloom is lifting and 

some see it evaporating sooner than others. 

China is going in one of two directions. It might be 

totally in control and going strongly forward or it is 

stalling a fraction. If it is stalling, the hot money is on 

China unleashing an appropriate stimulus package 

to get things back to where they want them to be. 

Either way, China is likely to be really good at the 

end of 2014. The only question is, ‘Does the China 

economy experience a soft Quarter 2’?   

As Rhett Butler said in the iconic movie “Gone with 

the Wind”, “Frankly (my dear), I don’t give a damn”. 

As a long term investor, I have no time for jumping 

in and out of asset classes in the hope of extracting 

an extra dollar. I can close my eyes and forget 

paper profits and losses if I feel that they are but 

temporary aberrations. I am only interested in long-

term gains. But I appreciate that some investors 

can’t live like that and they should do what is right 

for them – with the appropriate advice! 

Dr Ben Bernanke recently passed the baton to Dr 

Janet Yellen as Chairman of the US Federal 
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Reserve. She happens to be the first female chair 

but, more importantly, she was and is the best for 

the job – just as Bernanke was the best at his 

appointment. Together they have been formidable 

and they are still doing an amazing job. 

I find it strange that some say that Bernanke’s 

stimulus programmes didn’t work because of a 

plethora of reasons. Since we have no data on what 

would have happened if Bernanke (and now Yellen) 

didn’t do what they did, it is IMPOSSIBLE to know 

what would have happened in any other paradigm. 

Of course, I could be wrong in my assessment of 

the Fed during the GFC but I have not seen one 

‘proper’ defensible reason to suggest that an 

alternative policy would have been better. 

But the best bit is – and it may have taken a few 

years to get here – the world is reasonably quickly 

back-on-track. And Yellen is the person to make it 

happen in the USA going forward. 

Just when some were prepared to pronounce the 

Australian economy dead, the data bounced back 

with some very impressive labour market data. Not 

all local data have been so good – and the 

squabbling in Canberra isn’t helping. But even the 

Governor of the Reserve Bank of Australia was 

talking up the economy last week! 

So hopefully it is clear where I stand on world 

growth. I have been cautiously optimistic for some 

time but I am almost ready to remove ‘cautiously’ 

from my opinion. Of course, as always, the need to 

diversify risks and use an asset allocation to match 

one’s risk profile never goes away. 

 

Asset Classes 

Australian Equities 

The ASX 200 finished March a whisker away from 

where it started. Indeed, the market only gained 

+0.8% in whole of the first quarter. Materials – 

including mining stocks – took the biggest hit 

(-4.2%) for the month. Financials (+2.9%) was the 

major counterweight. 

Although the month and quarter have largely been 

flat, the range for the index was reasonably large – 

at 168 points from the high to low for March. That 

being said, our volatility and fear indexes were more 

or less contained throughout the month. In other 

words, the fall into March and then the rise back to 

the where it started happened in a very controlled 

fashion. Panic did not set in.  

Investors should always keep front of mind that 

equities on average are expected to have a higher 

return than bonds because they are inherently 

riskier. The difference in expected returns is called 

the equity risk premium. 

Our rolling one-year-ahead capital gains forecasts 

for the index continued to slide over March. 

Currently, at +6.8% for the year ahead to March 

2015, the forecast is above average annual 

historical returns which we estimate to be +5.1%. 

However, our forecast on January 1
st
 was +2% 

points higher at +8.8%. 

Materials’ capital gains forecasts contributed most 

to this decline – largely because of some gloom 

over China. However, the Lunar New Year (at the 

beginning of February this year) distorts lots of data 

so a clear, rational opinion cannot readily be formed 

about China until well into April. 

That iron ore prices recovered strongly at the end of 

March is a very encouraging sign. The other side of 

the coin is that China will likely swiftly stimulate its 

economy if things weaken. As a result of these 

dynamics, it is quite possible that the second 

quarter – to June 30
th
 might be a bit soft for 

Materials stocks. Either way, the second half could 

see forecasts and stock prices in the Materials 

sector rise as analysts adjust to a ‘new normal’ for 

China – that is, sustained growth after the controlled 

slowdown. 

Foreign Equities 

New highs were again reached on the S&P 500 but 

that market too was fairly flat over March and the 

first quarter. However, the same could not be said 

for the UK and Europe. The Ukraine situation had a 

more negative and lasting effect on that region’s 

markets than those in the US and Australia. 

Bonds 

With US tapering well under way and the Federal 

Reserve talking up rates from mid-2015, yields have 

already started to rise from artificially low levels. 

Fitch’s probabilities of default on debt have 

remained at very low levels for Europe backing up 

the notion that the crisis is behind us and the 

building has begun. The impact of the Crimean 

crisis barely caused a blip in these probabilities. 

Interest Rates 

Unsurprisingly, the RBA kept rates on hold at 2.5% 

at home in March and today. There is a building 

consensus that the next move is up. Two big banks 

revised their forecasts in March of two more cuts 
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this year: one now has only one cut pencilled in and 

the other has gone for the next move being up! 

Given the state of our labour market and the level of 

inflation, a rate increase looks some way off and 

most likely around early 2015. But when rates do 

start to rise, they might do so reasonably quickly. 

The RBA has a watching eye over property prices, 

inflation, unemployment and our dollar – and only 

has one instrument, the official interest rate, to 

control all four. 

Other Assets 

It was a bad month for many commodities including 

gold, silver, copper and oil. However, the Aussie 

dollar headed off in the other direction reaching 

nearly $US0.93 today. 

Iron ore prices did slip into March but price spiked 

up just at the end. They started the month at $118 / 

tonne and quickly dipped under $105 but finished at 

nearly $117. 

Regional Analysis 

Australia 

Unemployment stayed fixed at 6.0% at the last read 

but the recent trend has been up. I still think we are 

at or near the peak in unemployment – but it may 

be a while before unemployment starts to fall.. 

The employment data release in early March was, 

however, a blockbuster! So-called ‘experts’ again 

expected about +10,000 to +20,000 new jobs over 

the month of February but we got +47,000 new jobs 

(of which +80,500 were full-time jobs and the 

-33,500 were the part-time jobs lost). Of course, it is 

most likely a slice of this gain in jobs was due to 

statistical aberrations but our economy is definitely 

not falling into an abyss.  

I find it worth reflecting on some local 

commentators’ analyses of occasional ‘too good’ 

data from China. They often claim China rigs its 

data when this happens but we definitely have a 

world’s-best-practice Australian Bureau of Statistics 

that just produced a ripper! Stuff just happens with 

data – especially when they are based on small 

samples such as our employment data. 

On top of the labour market data, NAB’s business 

confidence index was stable but Westpac’s 

consumer confidence index slipped below 100 to be 

the lowest read since last May. 

Importantly, Treasurer Hockey has announced 

moves to fuel infrastructure expenditure by giving 

superannuation funds better opportunities to 

participate. If it comes off, such a move might bring 

a big boost to our economy as a whole and to 

related industries. 

China 

Some of the recent China data have been a bit soft. 

The ‘official’ PMI (Purchasing Managers Index) for 

manufacturing release on March 1
st
 was just better 

than expectations at 50.2 but it was down from the 

previous month (50.5) and, indeed, at an eight 

month low.  

The mid-month HSBC ‘flash’ PMI disappointed at 

48.1 but that survey is based on a sample of only 

420 small and medium-sized companies while the 

official National Bureau of Statistics (of China) PMI 

canvases the views of 3,000 companies from 

across the board.   

The April 1
st
 PMI official release came in at 50.3, a 

fraction higher that the month before but markets 

apparently were not too impressed. In a nutshell, 

the official PMI should be compared to the 

comparable number the month before and not 

another, preliminary, number based on a much 

smaller sample. 

But it was the export growth data release (in this 

case a fall) of -18.1% from the year before that 

panicked many investors in mid-March. Imports 

were rock solid at +10%. Industrial Production – 

which was recently in double digit growth – came in 

at +8.6% when +9.5% was expected. Iron ore 

prices stabilised at above $110 / per tonne – well 

above the break-even point for the big miners like 

BHP and RIO – and jumped back up at the very end 

of the month. 

It is hard to tell yet to what extent this recent data 

softness is due to the seasonal effect caused by the 

Lunar New Year – or the result of the brakes having 

been tapped a bit too hard in the planned slowdown 

to a growth of 7.5%. The first market reactions were 

negative but the second round effect could lead to a 

charge upwards. 

There is now a lot of speculation that China might 

pump in some stimulus. On previous occasions, 

China acted swiftly and with great impact. So the 

worst case seems to be that China has a soft 

second quarter with a growth spurt in the second 

half of 2014. 

While all of this management of economic growth 

has been going on, China has doubled the size of 

the band in which it allows its currency to move. 
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This development was seen as a big step towards 

China having a floating currency such as ours.  

Recent predictions estimated that the China 

banking system will soon be bigger than the sum of 

those in USA and Europe. 

Some wags responded by saying the European 

currency traders will then have to start to do the 

night shift – like we do now – to cope with the time 

differences when trading!  

It is so hard to envisage the world that my new 

grandson will live through. I was born just as my 

country of birth (Britain) was ceasing to ‘rule the 

waves’ handing over the baton to the US. And I 

might just witness the next baton change to China! 

USA 

The S&P 500 reached new all-time highs on the 

back of some moderate looking data. Janet Yellen, 

the new Chair of the Federal Reserve, stamped her 

authority on the new position with a very strong 

press conference. She revealed that the previous 

‘trigger’ of 6.5% unemployment for possible rate 

increases has been abandoned. The Fed will keep 

its eye on many statistics. 

However, it was the second major point that 

temporarily shook markets. It looks like the bond 

buy-back programme, known as QE3, will be wound 

back by around the end of the year in the so-called 

tapering programme. Yellen announced that rates 

may start to rise as early as six months after the 

end of tapering – or the middle of 2015. 

At first, the spectre of non-zero rates was taken as 

being negative. But, on second thoughts, the 

market started to come to terms with the fact that 

the economy looks likely to be strong enough to 

withstand – and maybe need – rate hikes. 

The nonfarm payrolls (employment) data came in at 

+175,000 (not massive but at least moderate) with 

unemployment jumping back a notch to 6.7% after 

having been 6.6% the month before. The US ISM 

manufacturing read (akin to the PMI in other 

countries) came in at a big 55.0 against an 

expectation of 53.4. And consumer confidence was 

up too! Clearly, things are starting to happen in the 

USA but not quite everywhere just yet. 

It will be important to watch the next labour market 

read on Friday night. A number above 200,000 

might cause a lot of excitement. 

Europe 

Germany is at last considering allowing the ECB to 

print money to help stimulate its economy and those 

of its neighbours! 

The month of March ended with President Obama 

visiting the region in an attempt to improve trading 

relations. A Chinese delegation visited France at 

the same time. It is refreshing that these meetings 

are no longer about rescue packages but about 

improving normal trading relations. 

Rest of the World 

They seemingly held a fake referendum in Ukraine 

for Russia to take back control of the Crimean 

Peninsula (where the British ‘Charge of the Light 

Brigade’ was decimated by Russian canons in 1854 

because Lord Raglan charged down the wrong 

valley!) only to be followed by some pretty ordinary 

sanctions on a handful of individuals. While the 

potential conflict is having some effect on markets, 

it does seem to be contained – for the moment.  

Perhaps it will be like Syria last year. No nation 

wants an all out conflict but scant regard is being 

paid to the welfare of the individuals on the ground. 

Let’s at least hope the British don’t start a charge 

into Crimea again! 

On the positive side, the IMF looks set to deliver a 

bailout package for Ukraine of $20bn depending on 

the extent to which its desired reforms are to be 

enacted. 

Brazil just had its debt downgraded from BBB to 

BBB
-
 by S&P so it is now only one notch away from 

a junk rating – just in time for the World Cup. 

Japan is far ahead of Brazil and many other nations 

but its Q4 GDP growth was revised down to +0.7%. 

Today Japan made a big hike in the sales tax to 

help cut government debt. 2013 started with growth 

of around 4% on stimulus. 2014 could be a close-

run race to keep its economy on track while taxes 

are rising. But at least last week’s consumer 

spending data looked good and yesterday’s PMI of 

53.4 was well above the ‘neutral’ 50 level 

New Zealand raised its official rate in March – the 

first developed nation so to do! But then again, the 

Governor of the NZ Reserve Bank’s job depends on 

the inflation rate being kept below some bound!

 

 


