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OPEC upsets the apple cart  

 Falling oil prices good for consumers but not energy companies  

 New stimulus packages from Japan, Europe and China 

 Will we get a rate cut? 

__________________________________________________________________________________________

The Big Picture 

Falling oil prices helped to subdue our stock market 

over November but it was the Organization of the 

Petroleum Exporting Countries’ (OPEC) decision 

not to cut the oil supply that ripped into our energy 

sector on the last trading day of the month. 

The new paradigm of cheap iron ore and cheap oil 

has thrown many plans into disarray, but what of 

the future? Markets typically react swiftly and 

harshly on negative news. 

Cheap oil will help motorists and leave more money 

to spend on other goods. That release of spending 

money will help boost our consumer confidence and 

business activity. 

Before the OPEC decision on the 27
th 

of the month, 

analysts were becoming increasingly optimistic on 

world growth after three major economies 

announced new stimulus plans: Japan, Europe, and 

China. 

Japan’s economy was struggling after it hiked its 

sales tax rate on April 1
st
. People brought forward 

many purchases before that date so that growth 

was exceptionally strong in the first quarter of 2014. 

Consequently, growth was negative in Q2 and Q3. 

However, some people are calling this behaviour a 

recession rather than a policy-induced aberration. 

But Prime Minister Shinzo Abe called an immediate 

election on the news and a delay in the next 

planned sales tax increase that had been scheduled 

for 2015. 

The Bank of Japan (BoJ) also increased its stimulus 

programme and involved the Japan Government 

Pension fund. In effect, the BoJ is buying a large 

quantity of Japan government bonds from the 

pension fund while allowing the fund to double its 

holding of Japanese and international equities. This 

move will allow the fund to earn a higher return as 

Japanese bonds yield very little. Indeed the two-

year bond yield is negative! 

Mario Draghi, the President of the European Central 

Bank (ECB), foreshadowed a new one trillion euro 

stimulus programme over the next two years. 

European data at the end of November were mixed 

but at least there were positive signs starting to 

emerge from Europe. 

China was not to be left out. It announced a 

$US40bn ‘Silk Road’ infrastructure programme to 

link China and Europe – just as Marco Polo 

travelled so long ago but on inferior roads without 

our iron ore exports! 

China also cut interest rates for the first time in two 

years. China is very serious about keeping its 

economy on track. 

At home, we found out that the labour market 

remains soft but nowhere near recession levels. 

There is good growth in full-time jobs while part-
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time jobs continue to be more volatile – as is usually 

the case. Unemployment stands at 6.2% which is 

well below the double-digit level we see in 

recessions. 

A month ago, most analysts were of the opinion that 

the Reserve Bank of Australia (RBA) would sit on its 

hands at least until mid 2015. At that point, it was 

thought that the next move would be up. 

But two confusing messages arrived within hours of 

each other a few days ago. Dr Phillip Lowe, RBA 

Deputy Governor, announced at a dinner that our 

economy could withstand an interest rate cut 

without fuelling house-price inflation. 

That would likely have changed analysts’ 

expectations but, before the analysts ate their next 

breakfasts, the Organization for Economic Co-

operation and Development (OECD) advised us to 

raise rates before mid 2015!  

So where does this leave us? The US is still 

remaining soft on monetary policy with expectations 

for their first rate hike likely after 2015. The most 

likely option for us is that rates will be on hold until 

the US moves. It would take really bad labour force 

data to cause a rate cut – and that doesn’t look 

likely to happen. 

 

Asset Classes 

Australian Equities 

Stocks on the ASX 200 – almost across the board – 

were hit badly during November. The broader 

market was down -3.9% over the month in contrast 

to the gains made on Wall Street (+2.5%) and 

elsewhere. 

We have the ASX 200 underpriced by about -5%. 

That is, while our market stands at 5,313, we have 

estimated ‘fair price’ to be round 5,600. That means 

our market could spring back quickly to finish the 

year at a six-year high. 

Energy (down -13.2%) and Materials (down -5.6%) 

were the biggest losers in November. The high-yield 

stock like the big banks and Telstra did quite 

reasonably. The high-yield ‘play’ is still on and 

paying dividends and growth. 

While the year-to-date (y-t-d) from December 31
st
 

2013, is negative, re-invested dividends take the 

gains for the y-t-d to a reasonable +3.5%. If we look 

at the sector gains – including re-invested dividends 

– some sectors have been real stand outs with the 

following having had double-digit y-t-d returns 

including dividends: Health (+17.8%), Property 

(+21.6%), Telecommunications (+15.8%) and 

Utilities (+13.8%). Franking credits in super funds 

would take those figures even higher. So it matters 

what your financial planner and fund managers 

have been doing with your money! 

Foreign Equities 

It was almost ‘anywhere but Australia’ on stock 

markets in November. In addition, unhedged 

investments (meaning the investor does not take 

out ‘insurance’ against currency moves) largely did 

even better for Australian investors. 

The promise of no rate rises for possibly the whole 

of 2015 in the US, and possibly even government 

bonds buy-backs by the ECB, make many foreign 

markets a potential good investment for the next 12 

months. 

Of course new factors can always come into being 

and so markets must be closely monitored. 

Bonds 

With the US Federal Reserve having stopped 

buying back its government bonds as of last 

October (2014) – known as (tapering) Quantitative 

Easing – US Treasuries are off their trainer wheels. 

There has been no material adverse impact as yet. 

‘Taper tantrums’ did not arise even though they 

were very much feared a year ago. 

Fitch (the ratings agency) measures probabilities of 

default for bonds in certain regions. While the West 

European one-year default probability is near its 

2014 high, it has fallen from the November peak 

and it is not materially higher than at most other 

times in the year. 

In other words, markets are taking all of the 

geopolitical events such as IS, Ukraine and Ebola in 

their strides. 

Interest Rates 

Dr Phillip Lowe went to great lengths to say that our 

markets were much better able to take a rate cut 

than many had previously thought. On the other 

hand, the OECD is seemingly worried by our 

property prices when it called for a rate hike within 

the next six months. 

The US Federal Reserve has given strong hints that 

it will not raise its official rate anytime soon – 

possibly after 2015 ends! This move takes pressure 

off the RBA needing to raise our rate yet. 
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Other Assets 

Iron ore prices got as low as $68.50 (after starting 

2014 at around $135) but they recovered slightly at 

the end of November. At this price, companies like 

Atlas Iron may be losing money but the likes of 

BHP, RIO and Fortescue are still making good 

profits from iron ore. 

Oil prices took a very big hit in November and 

accelerated the decline into the end of the month on 

news from OPEC that they would take no action to 

support prices.  

With shale oil coming on stream in the US the 

energy sector is under a lot of pressure in the 

coming months and possibly for very much longer. 

This OPEC decision looks like a planned action to 

take shale oil head on. 

Gold prices have been fluctuating above and below 

$1,200 in November. Our dollar lost ground on the 

month from $US0.8805 down to $US0.8491. 

 

Regional Analysis 

Australia 

The political squabbling now ranks with that when 

the previous government was in power. It seems 

that our political system throws up MPs and 

Senators in numbers that give minority parties most 

of the power. Something has to change on that front 

if we are to avoid gridlock 

After much debate about the quality of our labour 

market statistics, the latest data show that all 

categories of trend employment (male or female, 

full-time or part-time) are up on the y-t-d. 

Unemployment is up +0.3% points y-t-d with 

females coming off second best (+0.6% against 

+0.2% for males). But few analysts seem to be 

predicting unemployment will get much worse. 

GDP figures will be out this week. Most expect 

growth will remain solid but below trend. 

China 

The massive news from China was its cutting of the 

official interest rates. Since it is the first time in two 

years that it has done this, it is clear that they have 

their eyes on the prize. Latest growth figures had 

GDP growing at +7.3% but just below the target of 

+7.5%. 

China signed a free-trade agreement with Australia 

at the November G20 meeting held in Brisbane. 

This accord could really help our agricultural sector 

exports. 

China’s Purchasing Managers’ Index (PMI) for 

manufacturing came in on the 1
st
 November at 50.8.  

Today’s read was 50.3. Both are well above the ‘50’ 

that divides expansion from contraction. China is on 

a stable growth path.  

USA 

The mid-term US elections produced Republican 

majorities for both houses on Capitol Hill. President 

Obama will find it even harder to get anything done 

in his last two years.  

US unemployment stands at 5.8% but, as Fed Chair 

Janet Yellen says – not all 5.8%’s are the same. A 

lot of US workers are now working in lower paid, 

lower skill jobs than before the GFC. Average 

wages went up only +2.0% over the year and that 

was only marginally ahead of inflation at +1.7%. 51 

million people live off food stamps – that’s about 1 

in 6 Americans! Minimum wage in the US is around 

$A17,000 a year from full-time work! Thanksgiving 

Day and Christmas turkeys are not eaten by all in 

that land of plenty. 

US GDP growth for Q3 was revised upwards from 

+3.5% to 3.9% which is strong But it seems too 

much to hope for that the US economy will surge 

hard from here – so it’s moderate growth rather 

than strong until something happens to change their 

world. That could be a stronger Europe, better 

politics or Russia coming back to the fold.
 

Europe 

Spain’s unemployment rate is now the lowest in 2 

years – at just over 23% from a peak of just over 

25%! Greece ended its six years of recession with a 

positive quarter of growth. Since their GDP has 

fallen by a third in that 6 year period, it will have to 

rise another 50% just to get back to where it started 

the recession! But recovery comes in baby steps. 

German inflation came in at 0.5% in November. 

Their 2-year government bond yield is negative like 

Japan’s (ours is about 2.5% and the US 2-year yield 

is about 0.5%). Deflation is the big worry. That is 

when inflation is negative (prices are going down) 

because it encourages people and businesses to 

delay purchases. 

Draghi is also a worry if he doesn’t actually do what 

he says he is going to. Analysts are starting to think 

that the ECB will indeed start buying back 

government bonds in the next few months. That 

should help avert recession and deflation. 
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Rest of the World 

Although no-one has seemingly solved the issues in 

Ukraine, Syria, Iraq and elsewhere, there is less 

media attention. Is the media just getting bored or 

are the risks from these geopolitical situations 

diminishing? Only time will tell. But markets do not 

seem to be worried. 

Russian President, Vladimir Putin, went home early 

from the G20 because he wanted some catch-up 

sleep. Everyone assumes he had enough of the 

cold shoulder for lunch. 

At least Putin wore the same uniform as the 

Chinese Premiere at the APEC meeting in 

November – unlike Tony Abbot and others. Russia 

has resources and two common borders with China. 

If we push them into an alliance, we are worse off in 

Australia. 

 

 


