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Markets shook off geopolitical events – or did they?  

 MH17, Gaza, Iraq, Argentina, and Portugal – but markets charged on!  

 China and BHP deliver  

 Reserve Bank has its hands tied  

__________________________________________________________________________________________

The Big Picture 

Our market kicked off to a great start to the New 

Financial Year in July – and that was in spite of a 

number of unconnected geopolitical events. Then, 

after our market closed for the month, European 

and US markets all took big hits. 

Nothing really new happened during the last 

session of the month. The Argentine default 

situation was well known and their last one just over 

a decade ago had little impact on our world. Putin 

was Putin, etc.  

What this was telling us was that the investors were 

ready to focus on company earnings and the 

strengthening global economy. Market volatility 

remained low – but not too low. Some 

commentators have talked of complacency. But 

anyone who looks at the data before the onset of 

the GFC in 2007/8 will realise current levels of 

volatility were the norm in the ‘good old days’!  

For much of 2014, China-sceptics have been talking 

doom and gloom, holding on to any statistic that 

suited their cause. China advertised that they were 

going through a controlled slow-down in economic 

growth to ensure stability in the long run. 

After a string of improving China Purchasing 

Managers’ Indexes (PMI), the all important GDP 

growth came in spot on in July at 7.5%. Not only did 

that beat expectations but it makes their target of 

7.5% for 2014 not only achievable – but likely to be 

beaten! 

BHP delivered its quarterly production results in 

July and smashed expectations. Other miners also 

did extremely well and the Materials sector – that 

includes mining – grew by +7.7% in July propelling 

the broader ASX 200 to be up +4.4%. Even after 

falling -2% overnight, the S&P 500 was up a very 

impressive +4.5% for July. 

Was the sell-off on Wall Street just profit taking after 

a stellar month? We won’t know for a few days but it 

was comforting that our market opened on the 1
st
 

August losing only about half of what Wall Street 

shed. Not one of the commentators on Friday 

morning came up with a compelling reason for there 

being a looming correction. 

But it’s not just China. The US jobs data also 

smashed expectations and their unemployment rate 

fell to 6.1%, and that is only just above our 6.0%! 

On top of that, the US just posted +4.0% GDP 

growth for the second quarter. 

At home, things are less promising. A consumer 

confidence read did improve but CPI inflation came 

in a bit too high for comfort. That means the 

Reserve Bank of Australia (RBA) cannot reduce the 
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official interest rate even if it wanted to. With 

unemployment stuck between 5.8% and 6.0% for 

months means the RBA cannot raise rates for fear 

of making things worse. Its hands are tied. The only 

tool they have left is ‘jawboning’, or trying to talk the 

economy up or down. 

But our key statistics get released on August 7
th
 in 

the form of the Labour Force survey. There was a 

blip up in unemployment last month but it was well 

within statistical sampling. If unemployment drops 

back from 6.0% to the trend level of 5.9% or below 

– all will be well – and that’s what we expect. If it 

sticks at 6.0% or deteriorates, we are left with a 

difficult situation. The RBA has its hands tied and 

government policy is in turmoil. 

 

Asset Classes 

Australian Equities 

The ASX 200 managed to hit a fresh six year high 

but it usually seems to get ‘sticky’ each time it 

climbs to new round number such as 5,500. But this 

time it blasted through 5,600 at the first attempt and 

with no overnight lead from the US to help it. The 

next day the gains stuck – again without help from 

Wall Street – so is this the start (not the end) of the 

bull-run? Even the -2% last session on Wall Street 

didn’t send our market into a spin. A modest open 

of -1% is not exactly a disaster. But it did mean 

5,600 didn’t stick for long. 

Our analysis had painted a slowing growth figure for 

our market – down to about 6.0% for the 2015 

financial year – but in the last few days, our 

forecasts for Materials and the broader index have 

started to improve. Bring it on! 

The stellar results from some of the big miners 

seem to be forcing analysts to lift their expectations 

and, with them, our expectations. In fact, the glint of 

hope in the last few days of July suggests that such 

an upgrade is well under way. 

Expected yields for the high-yield sectors 

(Financials, Property, Telcos, and Utilities) have 

been stuck together in the mid 5% - 6% range (and 

many of these stocks carry fully-franked dividends). 

As a result, capital gains in these sectors are limited 

by the need to preserve a sufficient yield to attract 

investors into equities. 

Other sectors offer some promising expected 

returns and so following a good fund manager, 

rather than ‘hugging’ the index, might bring better 

returns and reasonable outperformance. 

Foreign Equities 

The S&P 500 repeatedly hit fresh all-time highs on 

the back of a solid quarter for reporting season. Our 

analysis of broker forecasts suggests that the S&P 

500 could gain another 12% over our 2015 financial 

year. 

The jury is out on the real reason behind the July 

31
st
 sell-off. It is hard to ignore solid earnings. With 

US nonfarm payrolls (jobs) out tonight, a good 

number again above 200,000 should help Wall 

Street get back on track. However, some are 

starting to worry about the data being so good as to 

bring official rate hikes sooner than previously 

expected. Fed Chair Yellen did rule that out though. 

Bonds 

There is nothing yet in Fitch’s probabilities of default 

to suggest that the banking news from Portugal and 

Spain are causing markets any real angst. Similarly, 

Argentine’s ‘selective default’ grade by S&P has 

had no significant ripple effects.  

Interest Rates 

There seems almost no chance rates will go up or 

down here in the rest of this year and maybe not in 

a large part of the next. The same is true in the 

USA. 

However, the longer people get used to emergency 

rate settings – now more than five years – the 

harder it will be to adjust to normality when it 

returns. There may well be additional market 

volatility when rates do start to rise. 

Other Assets 

Iron ore prices started July in the low nineties (US 

dollars / tonne) but rose nearly to $100 before 

slipping back to where they started. But, on a 

monthly basis, the last two monthly averages have 

seen small gains. 

Copper, gold and the Australian dollar finished July 

just about where they started. 

 

Regional Analysis 

Australia 

Confidence is returning after the budget – as it 

normally does – and growth is solid but not strong. 

Retail sales fell by -0.5% and unemployment rose 

from 5.9% to 6.0%. +15,900 new jobs were created 
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but the full-time component fell by -3,800. However, 

the number of hours worked increased by +0.9%. 

All-in-all this was a reasonable result when taken in 

conjunction with previous months to form the 

Australian Bureau of Statistics’ preferred trend 

estimates. 

The B20 meetings in Australia during July 

seemingly showed our business leaders off in a 

very good light. Perhaps this forum will help 

strengthen business confidence and investment. 

China 

China started July with an official PMI read of 51.0 

which was up from 50.8 the month before. In fact, 

from the recent low of 50.2 in January – which is 

still above the 50.0 needed for improving conditions 

– and today’s read of 51.7 means that in each 

month of this year there has been an improvement 

over the month before. 

GDP growth at 7.5% excited analysts as it shows 

the China mini-stimulus program is working. Other 

statistics such as Industrial Production and Retail 

Sales also pleased. So any residual problems 

concerning China’s economy should have passed 

by now. 

USA 

Nonfarm payrolls (employment) came in at 

+288,000 – which is the fifth straight month above 

+200,000. Unemployment fell to 6.1% but Federal 

Reserve Chair, Janet Yellen, was quick to point out 

that rates are still on hold for quite some time – 

possibly until late 2015. 

Yellen said she was happy with stock market 

valuations except for some areas of IT and Biotech. 

The S&P 500 kept hitting fresh all-time highs. 

And then US growth came in at 4.0%, a full 

percentage point above expectations, but Yellen is 

still a ‘dove’. Steady as she goes! 

Europe 

There was some confusion early in July when one 

of the largest banks in Portugal missed a few 

payments. The doomsday merchants talked of 

contagion but the whole story was overblown and 

has largely gone away. 

Of course the Russia-Ukraine issue is causing 

concern about the stability of the supply of gas from 

Russia. There is a delicate balance between getting 

Russia to back off Ukraine and having Russia deal 

a bigger blow in return. 

On a positive note, UK GDP growth just came in at 

+0.8% for the last quarter making it the fastest, 

current growth story in the G-7 countries. It also – at 

last – surpassed the GDP level before the GFC 

began! 

Rest of the World 

Japan reported core inflation at 3.3% which is great 

as they are trying to distance themselves from the 

previous deflationary period. However, this figure 

includes the effect of increasing the sales tax in 

April. Perhaps Japan needs a little more stimulus. It 

has not been easy for Prime Minister Abe to deliver 

on his ‘three arrows’ policy to reform the economy. 

But he seems to be trying hard and is getting 

support. 

Thankfully the Israel-Gaza conflict seems to be 

coming to a conclusion – for the moment. 

While there has been much human suffering from 

the Baltic to the Persian Gulf, our markets have 

continued to function. Of course it would be better if 

more of these conflicts could be resolved quickly 

and with less pain and suffering. 

And S&P downgraded Argentina into default 

territory – for the second time in a couple of 

decades – but we lost no sleep last time. 

 


