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The Big 

Picture 

February came close to being a non-event - at least in terms of some of the data. The ASX 200 

ended just a little above where it started and the gold price fell just a little. February was the 

'healing' month. The Greek debt rearrangements finally seemed to have been sorted - but no one 

really seems to know much about what the new situation is. After the rapid rise in markets in 

January around the world, moderate overpricing set in on the S&P 500 during February. The US 

got a second stellar month on markets while we got nothing to speak of. In fact, the FTSE, the 

DAX and the World indexes each got about 5% growth. 

If 2012 had not been a leap year, the price of gold would have finished up nicely at $1,784 - up 

from $1,731. With $1,800 looking like a reasonable bet for February 29, the price of gold instead 

plummeted below $1,700 in 24 hours. Oil had been climbing up to $110 on the back of issues in 

Iran's nuclear developments but the WTI instead slipped back to $106 - taking some pressure of 

the impact of higher oil prices on US gasoline and, in turn, on the US recovery.  

The US recovery does look strong. There have been very encouraging reads on consumer 

demand and consumer confidence. So much so that the recent higher household savings ratio 

fell significantly. Our savings ratio is stubbornly high at just under 10% - a figure that was 

common before the introduction of credit cards in the 70's and easier home loans - remember 

when you needed a good track record of saving with a specific bank before you could get a home 

loan? 

When, or is it if, our savings ratio falls back to levels common in 1980 - 2007 era there will be a 

massive influx of spending in our economy. I can only speculate why our savings ratio is much 

more than double that in the USA. Is it the political instability in Australia? 

We just witnessed another leadership challenge in the Labor party. Kevin Rudd now sits on the 

back bench but will he really be supportive of the Prime Minister? I think I need subtitles to follow 

this story. 

But what of the future? Rates seem on hold and our employment situation may have stabilised. 

China is still strong, Chairman Bernanke is not inclined to add stimulus through QE 3 as the US 

economy seems strong enough, and Europe seems to keep struggling along. While Europe 

possibly is in a recession, most commentators are suggesting that it will only be a mild recession. 

The Australian dollar - which spent most of the month between $1.06 and $1.08 - is stubbornly 

high. While most people seemed to be predicting parity or below for 2012, Bernanke, putting 

interest rate increases on hold until at least 2014, might have ruined our chances of having a 

reasonable Aussie with which to trade. 

Most Australian-listed companies finished reporting in the February season. It was definitely 

mixed with some companies doing really well but most seemed to just meet expectations or fail. 

The retailers do not look strong. 

Bond yields in the US are too low to create genuine appeal for investors. With many of the world's 

problems seeming a lot less important, the next few months could see gentle growth in world 

markets. Complacency should never be encouraged but our ASX 200 market indicators do point 

to a very settled market ready to take on some growth. 
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Asset Classes 

Australian 

Equities 

Although there was no growth to speak of in the ASX 200, that is not a bad thing. We have the 

market fairly priced at the end of February so a period of consolidation is welcome before a 

genuine rally starts. Market volatility has been back to pre-GFC levels for most of February. Our 

fear and disorder indexes are also good at pre-GFC levels. Our forecast for capital growth over 

the 12 months to February 2013 is over 14%. It is hard to imagine a better set of statistics! 

Of course stuff happens. Any rally will not be along a straight line but at least investors now 

seem to have lost their nervousness that marked the aftermath of the GFC and the European 

debt crisis. 

Foreign 

Equities 

World markets had a very good February with capital growth of about 5% for the second month 

in a row. The Dow took several shots at breaking the 13,000 level for a close. It managed it on 

the 28th but Bernanke's speech took a little heat off on the last day of the month. 

We have the S&P 500 priced at a slightly uncomfortable level. Not enough to warrant a 

correction but a couple of strong days could take that market there. There is an eerie silence 

when it comes to negativity about the markets. 

Bonds The end of 2011 witnessed many European sovereign bonds struggling to get away at 

reasonable yields. The backing of the ECB so far in 2012 to supply liquidity has done the job to 

calm markets. Of course, there will be almost continuous rolling over of debt in the years to 

come but the crisis might be behind it. But here is a lot of hard work and a good dose of 

austerity ahead.  

Interest 

Rates 

In what must be a first, nearly all forecasters reported by the media expected a cut in rates, 

there was no cut, and the big four banks increased rates by differing amounts. Governor 

Stevens is hinting that rates are on hold for the moment. 

At 4.25%, the official rate has never been lower since the current system of interest rate policy 

was introduced in 1990 - except for a short period during the GFC. With China strong, the US 

gaining in strength, Europe not too bad and Australia OK, why would we need emergency 

settings for interest rates. On hold they should be! 

With the banks arguing that the costs of funds from overseas caused the rate hikes, and the 

RBA agreeing, it is going to be more interesting to watch the four banks in coming months than 

await the RBA decision on the first Tuesday of each month. 

Currency Our dollar has been a little more stable this month - just a two cent range. But the dollar at 

$1.07 is too high for our exporters and import competing industries. There is little anyone can 

do about the situation but if the dollar remains stable at this level, the result is far better for 

business than with a wildly fluctuating dollar. 

Oil WTI oil and Brent prices climbed over the uncertainty of supply from Iran. The WTI, the US 

reference price - got close to $110 before slipping back to $106. While these prices are 

considered high, they are not at levels to threaten the growth story.  

Gold Gold looked relatively safe as it climbed gently during February but the $80+ fall on the last day 

of the month further backs the story that gold is not as safe as some people once thought. 

 

 

 

 



 

                       Regional Analysis 

Australia Political wrangling dominated the Australian scene in February. Kevin Rudd failed in his 

attempt to become Prime Minister for a second time but then vowed to fight to support Julia 

Gillard into the next election. If there is a new-found solidarity in leadership, that might help 

investor sentiment.  

The economic data has been quite reasonable. Trend unemployment held steady at 5.2% 

accompanied by a modest increase in trend employment. With rates on hold - but 0.5% below 

where they were last October - the late 2011 increases in unemployment may have been 

arrested 

China China has been struggling to bring down its growth rate from double digits to about 8% for 

several years. The target in the five-year plan is for 7.5%. Since China has about double the 

GDP it had less than a decade ago, 7.5% of that big number is much bigger than 10% of the 

previous levels of GDP. The China slow-down story is overstated. While there will always be 

some variation as commodity prices and inventories change, the long run trend, and hence 

our prospects are pretty solid. 

After the carefully-engineered slow down has taken hold, China is now cutting the reserve 

requirements for its banks to aid credit for business growth. Inflation jumped up a little but it is 

2% below its peak in mid 2011. 

U.S.A. US consumers are back in town. Confidence and spending are up and the talk of a double dip 

recession is a distant memory. The turbulence is around the race for the Republican 

nomination for the November presidential election. The lead keeps changing with the early 

leader now a distant last. But the improvements in employment might render this race a side 

show.  

The incumbent president usually gets a second term unless things are seriously wrong. While 

Obama was looking like a one-term wonder, the change in the economy over the last six 

months might save him. Of course Republicans and Democrats will still have to slog it out in 

Congress. While the short-term future for the US is strong, they must address their massive 

debt problem as it will otherwise balloon out of control as baby boomers retire and need more 

medical care. 

Europe After so many meetings and negotiations since the Greek debt problem jumped into the 

spotlight early in 2010, it seems that the second big hurdle was cleared in February. However, 

with so many players in this game it is really difficult to keep up. 

The IMF, now led by the former French Finance Minister, doesn't want to get to involved until 

Europe has done its bit. As I have been arguing for some time, the main players know what to 

do and have the means to do it - they just want to cut the best deal - and that takes lots of 

meetings and noise. 

Rest of 

World 

Issues in Iran and Syria are not good but they do not seem set to have any major impact on 

asset markets. On the other hand, there was some bright news on the economic front from 

Japan and South Korea towards the end of the month. 

The London Olympics are getting close and the Lord Mayor is spending big to put on a great 

show - even bring back red double-decker buses at about $1.5m a pop. Hopefully the games 

will be successful and give a much-needed boost to the British economy. 

 


