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Australian companies are looking strong  

 The August reporting season has revealed some gems  

 Geopolitical events fail to adversely impact on markets 

 Reserve Bank has rates on hold  

__________________________________________________________________________________________

The Big Picture 

The news in August was dominated by a strong 

reporting season for ASX-listed companies and a 

continuing stream of concern over geopolitical 

events in Ukraine/ Iraq/ Syria/ Gaza. The latter 

arguably cause a -3.5% sell-off on the ASX 200 in 

the first week of August – which is nowhere near 

enough to be classified as a market correction – 

while the former then bolstered returns to new post-

GFC highs towards the end of the month. 

Some of the good news on the stock market 

produced share buy-backs and special dividends. 

Our yield-hungry superannuation market must have 

loved this news, especially as, say, Telstra’s buy-

back includes a hefty slice of franking credits. 

Of course the geopolitical news is disturbing for all 

of us and tragic for those directly involved. 

However, the stance taken by the US in particular 

has seemingly placated markets. Company 

earnings drive share prices and geopolitical angst at 

worst serves to take prices away from their fair 

prices for relatively short periods of time. 

China started the month of August with another 

strong read on manufacturing but a mid-month 

‘flash’, or preliminary, read was a bit softer than 

expected. As always, the first week or two of each 

month is when most of the important data are 

dropped. 

US labour market data were strong enough, the 

Reserve Bank of Australia kept rates on hold, and 

our employment data were flat. The statistic to 

stand out was our unemployment read. After many 

months holding at just under 6.0%, June’s figure 

jumped over 6.0% and July’s figure released a few 

weeks ago startled at 6.4% - the same level as that 

in the US – an economy that is coming out of a so-

called ‘Great Recession’. 

All is not bad with our 6.4%. The ABS occasionally 

makes important changes to the sample of 

households it uses to construct the labour market 

statistics. This was one such month and so it is not 

yet possible to work out what part of the 6.4% is 

due to trend changes and what part is a statistical 

artefact. No need to worry (yet) but at least 

business confidence is improving. 

The unemployment data put an end to any 

speculation that rates here might increase any time 

soon. Inflation data put paid to rates going down. 

Goldman Sachs, the last big house to be predicting 

a further cut this year, withdrew its forecast cut. So 

it seems rates will be on hold or quite a long time. 
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The US Federal Reserve held its annual Jackson 

Hole (Wyoming) conference of the world’s central 

bankers. Not too much came out of the meeting but 

the US is questioning the ‘quality’ of its labour 

market data. To some extent, their 6.4% 

unemployment disguises people having had to 

accept jobs well below the pay and skills of the jobs 

that the same people held before the Great 

Recession. 

It seems that the Fed will give us plenty of warning 

of any rate hike there. On the other hand, the Bank 

of England is starting to show signs of wanting to 

increase their rate sooner rather than later. 

Monitoring the possible behaviours of central 

bankers over the next year or so will be important 

for long-term investors. At some point, fund 

managers will need to tilt their portfolios a little more 

to growth and a little less to yield. 

 

Asset Classes 

Australian Equities 

The ASX 200 reached fresh post-GFC highs but the 

best news came in the form of broker upgrades of 

dividends and earnings. Our computations on these 

data to produce 12-month-ahead capital gains 

forecasts rose strongly over the month of August to 

peak at +7.6% but the pulled back a little over the 

last couple of days on a weakening Industrials’ 

sector – but that recent change could just be noise 

resulting from analysts reviewing their models. 

While the climb from 6% to 7.6% in capital gains 

forecasts may not seem that much to some, most of 

the gain came from improvements in the Materials 

space. Mining companies and the rest were 

battered down to slightly negative gains going into 

June – on the back of concern over China economic 

growth. Renewed confidence over China has 

brought the Materials’ forecast up to +5.6%. 

Volatility and our fear index have remained at 

moderate to good levels despite the geopolitical 

risks. While movements on the Russia-Ukraine 

border are not stable, it seems that something a lot 

worse will be needed to shake the market. 

Iron ore prices did slip about -8% over the month to 

below $90 / tonne. That took the gloss off the iron 

ore miners share prices such that the sector lost 

-3.9% on the month. 

The Healthcare sector did gain of +6.4% on the 

month which was way ahead of the remaining 

sectors.
 

Foreign Equities 

The S&P 500 did cross 2,000 for the first time in the 

last week of August. Not surprisingly, the market 

seemed to be taking a breather thereafter but it 

ended the month at 2,003! That index gained +3.8% 

in August compared to a flat market (-0.1%) for 

Australia. 

Bonds 

The rally in bonds continued with US 10 year 

Treasuries getting back down to around 2.3%. 

Fitch’s one-year probability of default for Europe fell 

back below 1% after a brief period above that level 

on the Ukraine-Iraq crises. 

Interest Rates 

Our official interest rate continues to be on hold with 

little likelihood of a change soon. No major 

forecaster has a cut pencilled in. 

Other Assets 

Iron ore prices fell over August to reach a price 

which is the lowest since 2009. Most other 

commodity prices were stable over August. 

 

Regional Analysis 

Australia 

NAB’s business conditions index came in at a two 

year high and business confidence also got a boost. 

So it was no surprise to see Retail Sales come in at 

the best in five months and well above 

expectations. 

Total employment fell by only -300 persons but that 

figure is made up of part-time and full time jobs. 

Full-time employment increased by a creditable 

+14,500 only to be offset by an almost matching fall 

in part-time employment. This strength in full-time 

positions is one reason why the increase in the 

unemployment rate had little negative impact on the 

market. 

The strength of company balance sheets revealed 

in the August reporting season also adds to a better 

feeling about our economy than some other figures 

suggest. 

China 

China’s Purchasing Managers’ Index (PMI) for 

manufacturing came in on the 1
st
 August at 51.7 
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which is well above the ‘50’ that divides expansion 

from contraction and it was also above expectations 

(51.4). 

The mid-month HSBC ‘flash’ PMI did disappoint but 

that measure is known for its variability because of 

the small size of the sample that survey employs. 

Iron ore prices spent the month in the ‘nineties’ 

(dollars/tonne). Good enough for the big miners but 

line ball for some of the juniors. 

USA 

Nonfarm payrolls (employment) came in at 209,000 

which is not enough to cause speculation on 

interest rate hikes – and nor is it poor enough to 

question the strength of the recovery. 

Obama has been playing a key role in the four 

major geopolitical arena. ‘No boots on the ground’ 

means no US protracted war and that helps 

markets feel more secure. Nevertheless, he did 

order air strikes and other measures to support 

those being oppressed. 

Europe 

The ECB kept rates on hold and economic growth is 

not strong. Perhaps surprisingly, Greek national 

debt was upgraded two notches by a ratings’ 

agency. The Portuguese banking crisis has 

subsided. 

The beheading of a US journalist by ISIS (Islamic 

State terrorist group) in Iraq naturally caused great 

concern and horror around the world but Britain has 

an added worry in that the ‘executioner’ has been 

provisionally identified as being British. As in 

Australia, Britain is actively discussing how to deal 

with those of its citizens that are so disillusioned as 

to join terrorist groups abroad. 

Modern data analysis techniques have (or are likely 

to have) identified the individual in the video used 

by ISIS. Apparently, a number of Britons (some dual 

nationals) freely travel to Turkey and then cross the 

border into Iraq. It seems likely that authorities will 

soon have to introduce better policies to deal with 

such issues. 

Rest of the World 

The Israel-Gaza conflict seems to be getting less 

attention than it would if the Ukraine and ISIS 

terrorists were not so problematic. The issues are 

far too complex for an economist to shed any useful 

light on. However, it does seem that a major 

escalation of unrest would be needed to disrupt 

Western markets.   

 


