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The Big 

Picture 

At home in March, we got a GDP read of 0.4% and an unemployment rate increase from 5.1% to 

5.2%. Total employment fell by 15,000 but full time employment held steady. These data paint a 

picture of Australia in struggle street. It is not bad but, given a strong resources sector, a bit more 

should be expected. 

Most are calling for a cut in rates and most are expecting that to happen in May, not April. We still 

maintain that it is not rates that are the problem - they are at historic lows for the non-GFC period. 

It is confidence that is the key. The household savings ratio remains at elevated levels as people 

try to pay off debts for fear of more to come. Cutting rates might lower mortgage repayments - but 

then again might not with banks setting their own agenda - but won't that just go into savings?  

The month ended with European Finance Ministers bolstering up its rescue package to avert any 

new credit problems in its sovereign debt. Spain brought down a budget that pushes aside a 

Greek-style stand-off but how does a country grow with such an austerity package? Talking of 

which, what will happen to Australia if the budget slashes spending so as to bring our budget into 

surplus? 

The US continues to look as though it has shaken off its blues. Consumers continue to be 

confident and spend but their tech sector, which has been booming, took a hit after the bell on the 

last day of the quarter. Groupon found it made an error in its accounting practices so that its Q4 

earnings result should have been -$15m not +$15. While the more traditional tech sector looks 

strong - including Apple - novelty type businesses might well have been over-rated in recent 

times. 

It is hard to work out what is going on in Iran and North Korea. While their nuclear positions are 

disturbing, western sabres do not seem to be rattling as hard as if a threat was imminent. 

Our stock market has behaved beautifully this year-to-date. It rallied quickly to around 4,300 

eroding the mispricing built up in the European debt saga of late last year - then increased 

steadily and calmly. The last two months' capital gains on the ASX 200 have been 0.9% and 

0.8% with lower volatility than we averaged before the GFC began. While these numbers are not 

massive, continued growth at this pace and in this manner - together with healthy dividends - 

would be very good for investors. 

An interesting thing happened in the market at the end of the month. After struggling to break 

4,300 for some time, the market jumped across the line but it was the defensive sectors of 

Consumer Staples, Health Care and Utilities that led the charge. Could conservative investors 

who were sitting in cash be creeping back into the market through the 'safe door'? 
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Asset Classes 

Australian 

Equities 

Another month of just sub 1% growth in the ASX 200 continues to build that base for a good 

long rally. All of the other indexes such as fear and volatility are also in good shape with an 

expected capital gain of 14.5% over the next 12 months. 

The market did struggle to get past 4,300 - the value we calculated to be fair value for March. 

The Materials sector seems way oversold on the back of scary stories about China. On the last 

day of the month, RIO started to shake off that negativity. 

Our new measure of (very) long mispricing puts the market at around -15% so whichever line 

we take, 2012 is shaping up nicely - and Europe is on the back burner, the US is on the front  

foot, and China is turning the ship around. 

Foreign 

Equities 

The US had another stellar month of +3.1% against our +0.9%. US consumers have got the bit 

between their teeth and things look good as the Federal Reserve says that it still is prepared to 

intervene to keep the growth story going. The world market grew at 1%. 

As we see it, the major problem is that we have the S&P 500 as being overpriced by 3.3% - 

down from a peak of 4.8% during March. Since we believe that +6% is a trigger for a possible 

correction or prolonged sideways move, a calm April - say less than 3% for the month - for the 

US would help us as any sharp moves from a US correction usually rapidly translate into 

corrections on our market. 

Bonds The sovereign bond market in Europe has settled down nicely now that Europe is unified in 

tackling the problem head on. It is difficult to see how a problem can arise in the short run as so 

many people have tackled the problem from so many angles. Of course, in the long run, 

economic growth in Europe is an issue. 

Interest 

Rates 

The RBA rate, at 4.25%, is as low as it has been since 1990 except for a few months during the 

GFC - the so-called emergency settings. While most economists are predicting another cut 

soon - and there may well be one - we do not think a rate cut will solve any major problem in 

economic growth. Consumers are saving as much as they can so any increase in disposable 

income after mortgage repayments seem like going straight into reducing debt - not spending. 

Consumers need confidence. 

Currency Our dollar fell nearly 4% this last month taking it down to $1.04. While commodity prices are still 

strong, the dollar may not fall too much more but some are again calling for a fall of up to 20%. 

We still believe predicting the dollar is a mugs game but a dollar at this level hurts big swathes 

of our economy. 

Oil The WTI oil price fell 4% in April while Brent oil was flat. The old story of WTI oil prices stunting 

US growth came back but it can't be that there is some critical point in oil prices would trigger a 

slow down - surely it is shades of grey. 

Gold Gold fell 4% over April while silver plummeted 13%. Neither seem like safe haven asset 

classes. Both have been more volatile than the ASX 200 over the last 12 months. But it is not all 

metals that are suffering. The bellwether commodity, copper, held its price over the month. 

Since copper has a variety of industrial uses, we prefer to look at copper prices for a sign of 

what might be to come in world growth. 

 

 

 

 



 

 

                       Regional Analysis 

Australia Bob Carr has been ushered into the Australian Labor government through a senate vacancy. 

Whether this appointment does anything to settle the political process down is yet to be seen. 

But the rout of the ALP in the Queensland elections, following last year's rout in NSW, might 

herald a rethink of government policy. 

Both the steel industry and the car industry are recent beneficiaries of government support. 

While some action might be warranted in the short run, subsidies - which were pulled back by 

Paul Keating in the mid 1980s - are no answer to long-term growth. Australia needs a 

coherent strategy to cope with a commodities' super cycle. 

China China releases its PMI read on manufacturing later today. The 'flash' number a week ago was 

not flash at all so any revision for tonight's number will be chewed over by analysts worldwide. 

For us, China is the new Greece. China does not have a problem but the media needs bad 

news from somewhere in this vacuum of happiness. With Greece off the front pages 

doomsayers look elsewhere for news. 

We win either way.  If, as we suspect, the target growth of 7.5% will be exceeded - just as the 

old target of 8% was succeeded in four of the previous five years, China and hence Australia 

are fine. If there is a little soft spot in the China economy the government has flagged it will 

kick start the economy with a few cuts in the reserve ratio - allowing them to lend more to 

business. 

So the worst case scenario seems we could have six months of slower growth in China - as at 

the end of 2008 - and then strong growth. The good case is continued strong growth. Who 

cares? 

U.S.A. The US data continues to be good but of course there are occasional slightly softer numbers. 

As consumer confidence rises - and it beat expectations on the last day of March again - 

consumer spending stays up, people get hired and there is even more money for spending. 

The US does, however, have a serious problem. It needs to fund its baby boomers as they 

retire and get a little bit sicker. The real problem is close to a decade off but the US needs to 

do something before it gets there. With the courts now challenging Obama's heath care plan, 

there is not going to be a simple solution to the problem. Some people have to agree on 

something in the US or they are all in trouble. Another fight to the wire. If only politicians 

worldwide put their countries ahead of politics what a wonderful world it would be. 

Europe The European debt crisis is starting to fade into a distant memory. Unlike last year, the 

leaders swiftly took control this month to bolster up the bailout fund should more money be 

needed. Spain has taken control of its budget deficit. 

All of this means slow or negative growth for a while in Europe. While that is not good for 

Australia, it is a lot better than if they were strong and China and the US were suffering. 

Rest of 

World 

The North Korean gesture of pointing some missiles in our direction is certainly a bit worrying 

but is it a credible threat or a gesture from the new leader? There is hope that China can play 

a role in this situation with its Western allies. On the other side of the globe, Iran is doing its 

nuclear thing and a threat to oil supply is possible. Saudi Arabia can come in to help if that 

situation eventuates but so far, everyone is muddling along. 

 


