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6,000 is on the table but, for how long?  

 Interest rate cut and oil prices recovery 

 Jobs in Australia are OK  

 Greek debt problem pushed four months down the road  

__________________________________________________________________________________________

The Big Picture 

In an exciting turn of events, the prospects for the 

Australian stock market look much brighter this 

month than last. The price of iron ore seems to 

have stabilised at noticeably above $60 / tonne. The 

price of oil even rose over February. The Reserve 

Bank of Australia (RBA) cut rates by 0.25%. It was 

an action-packed month for investors after a slightly 

depressing second half for 2014. 

In our analysis of broking-based forecasts of 

dividends and earnings that we use to predict stock 

market movements, the news is indeed good. Our 

forecasts for the Energy sector over the next 12 

months – including companies like Woodside 

Petroleum and Origin Energy – dropped from above 

+15% in mid 2014 to -15% at the end of January 

2015. Then, in a spectacular turnaround, the 

forecasts climbed back above +15% during 

February! Problem over. 

Because of the size of the Energy sector, our 

forecasts for the ASX 200 climbed to make 6,000 

look quite likely this year – and maybe it could even 

stay there. Of course, with big numbers like 6,000 

the market might need to take a few runs at that 

level before it sticks. And then the 1
st
 November 

2007 all-time high of 6,829 will at last be in sight! It 

was the 4
th
 February 2008 that 6,000 was last 

recorded (during the day). 

We have the fair market price for the ASX 200 at 

5,700 so we see this overpriced market moving 

sideways for a while. If it shoots up, I will be taking 

profits as I believe 6,000 is not yet sustainable. 

Given the RBA cut rates once after 17 months of 

constant low rates, it is almost duty-bound to cut at 

least one more time this year. Otherwise it would 

look stupid as 0.25% doesn’t do much on its own. 

The downside is that when rates have to start 

increasing – say in early 2016 – they have an 

awfully long way to go to get back to normal rates 

of, say, 3.5% - 4.5%. The shock of sharp rate rises 

will catch some out and investors and their advisers 

need to be at the ready. 

Shock was expressed by some at the start of 

February when unemployment rose from 6.1% to 

6.4%. However, employment only fell by -12,200. 

These numbers dance around. The Bureau’s trend 

unemployment stayed constant at 6.3%. 

US labour data were again strong but the US Fed is 

not in a hurry to raise rates. 

Some people worry about Greece and the Ukraine. 

I am worried about the latter on humanitarian and 
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economic grounds but not so Greece. The Ukraine 

cease fire lasted but a few hours. Putin is being 

forced in a corner and he is potentially dangerous – 

but psychology is outside of our expertise. 

I was at an international conference in February and 

one of the esteemed speakers was part of the team 

with the German Chancellor, Angela Merkel, and 

others when the Greece debt restructure was being 

negotiated three years ago. If I may paraphrase him 

from memory, he said “we forgave Greece about 

70% of their debt three years ago because there 

was no way they could pay it back. Three years on 

they are back to where they then were in debt. 

There is no medium term solution. This is a country 

where paying taxes is not considered part of the 

fabric of life.” 

A four month extension to Greece’s bailout has 

been agreed but this problem is not going away. 

Fortunately it is too small an economy for us to 

worry about. So let’s move on. Last time around, 

half of Europe was in trouble and the knock-on 

effect loomed large. That problem has largely gone 

away. 

 

Asset Classes 

Australian Equities 

It is hard to wipe the smiles from investors’ faces. 

Although we have the market fairly priced at 5,700, 

the intra-day high of nearly 5,950 on the 19
th
 

February took me straight back to the good old 

days. With our original e-o-y target for 2015 at 

5,900 we have already been there – albeit 

precariously overpriced. Our updated view is now 

for an e-o-y of 6,050 and a possible high of 6,450. I 

do not intend to miss this run. It has been a long 

time coming. 

Reporting season has been, as always, a bit mixed. 

I have observed many companies having their 

prospects upgraded by broking analysts – a few 

others were savaged. But our market rose a 

massive +6.1% in February making it +9.6% for the 

year-to-date. 

The high-yield play – investing in the likes of banks, 

property, Telstra and Utilities – is still very much the 

play but resources stocks did come back in 

February after having been heavily sold down. With 

more rate cuts on the horizon, cash is certainly not 

king. But watch out! When rates start to rise, they 

will rise quickly! High yield stocks could then take a 

small beating with capital losses wiping out recent 

yields. As soon as the RBA minutes talk of 

tightening I will start taking profit. But this is unlikely 

to be a bloodbath – it is just a matter of keeping 

focus and not holding on to stocks for no good 

reason. 

Foreign Equities 

Wall Street posted new all-time highs – yet again – 

and the S&P 500 gained +5.5% on the month. With 

the Fed on hold with rates for some time, US 

equities look fine but some companies disappointed 

in Q4 reporting. We think US stocks are only a tad 

overpriced so they have plenty of upside. Our end-

of-year forecast is 2,230 and the index currently 

stands at 2,105. 

European stocks have been up and down over the 

Ukraine and Greece but some stability and strong 

growth is returning. Many are talking about upside 

in world markets but we think that most of that 

action is likely to be in the US – but we diversify 

because nobody is certain. 

Bonds 

The ECB starts its 1.1 trillion euro QE programme 

this coming month. Nobody knows what will happen 

but US Treasury yields have risen sharply over the 

month. 

Fitch’s default probabilities for Europe have settled 

back after a brief flurry in January/February. The 

market is not pricing in imminent defaults in 

European bonds.  

Interest Rates 

The RBA surprised most economists by cutting the 

official rate from 2.5% to 2.25%. It is not clear what 

the RBA sees that others do not. Either way, 0.25% 

on its own would make the Bank look silly so we 

expect one or two more cuts reasonably soon – and 

possibly even a double cut of -0.5%. 

US economists keep changing their minds 

backwards and forwards about when the Fed will 

raise rates – between June 2015 or sometime in 

2016. The answer depends upon the latest jobs 

data. While the market currently seems to be 

leaning towards September, we think the Fed will 

err on going a bit later rather than hiking too soon 

and spooking business and markets. 

Denmark has its currency pegged to the euro so it 

has found itself cutting rates four times so far this 

year already! 

If the US does start raising rates while others are 

still cutting it could lead to some disarray in 

markets. 
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Other Assets 

Iron ore prices seemed to have settled down at well 

above $60 / tonne and, as a result, the share prices 

of the likes of BHP and RIO got a boost after having 

been oversold. 

Oil prices have actually increased in recent weeks 

taking pressure off Energy sector stocks and the 

market more generally. 

 

Regional Analysis 

Australia 

Markets over-reacted to a jump in the 

unemployment rate to 6.4% but the fall in 

employment of -12,200 was small compared to the 

+41,000 new jobs created in the previous month. 

The Westpac consumer confidence index jumped 

up from 93.2 to 100.7. A big jump but 100 is the 

dividing line for a positively thinking economy! 

Most of the other data listed in February was a bit 

soft but not bad. The RBA is forecasting growth of 

+2.25% for 2015 which is a little below trend. The 

RBA also forecast unemployment to peak in June 

2015 at 6.5%. 

No one could have missed (or ignored) the 

leadership woes in Canberra. Whomever you vote 

for or like, the current situation is deflecting the 

government from getting the job done – indeed any 

job done. A leadership spill now seems inevitable. 

China 

China’s Purchasing Managers’ Index (PMI) for 

manufacturing came in on the 1
st
 March at 49.9 – 

just below the 50 that signals constant economic 

growth – up from 49.8 the month before. 

China is adding controlled and directed stimulus to 

keep its economy on track. With a chunk of 

February taken up by the Lunar New Year 

celebrations, we need to wait at least until next 

month to get a good read on the state of play. As 

the Lunar New Year moves in the calendar year-to-

year, statistical data usually get distorted around 

this time. 

 

USA 

The US had another strong month with employment 

data. There were +257,000 new jobs added but 

unemployment rose back to 5.7%. The monthly 

average for new jobs in 2014 was +246,000 from 

+193,000 in 2013. 

But the big news in February was that there was a 

material improvement in wages growth – which the 

Fed had signalled it is focusing on. Wal-Mart is 

even talking about raising wages to attract staff 

from its competition! These are the first real signs 

that life is returning to normal in the US. 

Europe 

The new Greece government is negotiating hard 

with the troika (ECB, IMF and European 

Commission) to get out of the austerity conditions 

for its bailout. At the final hour, a deal was reached 

to push back the decision until June with interim 

funding. What is clear is that the problem will never 

be resolved – at least in the next few decades. 

Greece has defaulted approximately every other 

year for more than a century; tax collection is not an 

accepted way of life; and some government 

pensions kick in at 50 at similar rates to their wages 

while working! 

Germany sprang back to life posting +0.7% growth 

in the latest quarter. That converted to +1.6% for 

the year. Not bad when some pundits had been 

predicting a recession for 2014! 

Rest of the World 

Another cease fire was nutted out for Ukraine-

Russia but in only lasted a few hours. Further 

sanctions on Russia are being considered. 

After two quarters of negative growth, Japan posted 

+2.2% in the latest quarter. Of course, the negative 

quarters did not mark a meaningful recession – it 

was just that people brought forward activity to 

before April 1
st
 as a big sales tax hike loomed. 

Growth was spectacular in Japan for the two 

quarters prior to April 1
st
. We did the same when 

GST was brought in for Australia in 2000.

 


