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The Big 

Picture 

May was the month of mayhem on the markets. The need for the Greeks to go back to the polls 

spooked everyone and major equity markets fell sharply by six or seven percent. Commodities were 

not spared. WTI oil fell by 16%, Copper by 13%, Silver by 10% and Gold fell by 6%. Unsurprisingly, 

therefore, default probabilities jumped in Western Europe. 

The problem investors are facing is how Greece will exit the Euro if that is what their voters decide. No 

one could form a government for Greece in May so they get a fresh election on June 17. Fortunately for 

the rest of the world, the opinion polls are swinging towards Greece staying in the Euro. Perhaps some 

of this change is due to the softening stance on austerity. Germany is being brought to the table kicking 

and screaming. 

Spain and Italy are not far behind with their problems and the bureaucrats and politicians in Europe are 

moving at their customary snail's pace. Since everybody loses if Europe does not sort itself out, 

presumably they will do so - but the wait is nail-biting. 

The US economy posted its best consumer confidence number since October 2007 in May but ended 

the month with a soft 1.9% GDP print. The Federal Reserve meets at the end of June - as the 'Twist' 

program ends. They seemingly have the will to act with another QE if it is needed but, at the moment, 

it's line ball as to whether its growth is stalling or just moving slowly. Tonight's US unemployment data 

for May should provide a much clearer picture. 

At home not much changes. The miners are coming out saying carbon taxes are putting big projects on 

hold but who knows whether they are bluffing? Certainly there was egg-on-face over Gina Rinehart's 

deal to import 1,700 workers for a WA mine while industrial companies are closing down for good. 

The May budget was just a transfer from one group to another and the obsession with a budget surplus 

lacks common sense. Since it is only a forecast surplus at this point, and we know what happens to 

forecasts, the story in the rear view mirror next year might look quite different. 

Interest rates are now at emergency levels and likely to fall further - but so far the cuts have done little 

to improve consumer confidence or retail. There was an unexpected jump in new home sales in May 

but we need a lot more than that to insulate us from the world at large. 

With the Labor Party doing very badly in the opinion polls it should be a breeze for the opposition but 

Tony Abbott is now behind Julia Gillard as preferred Prime Minister! It says a lot about politics but it 

seems the same around the world. 

China remains our lifeline. Strong statements were made this week that there will be no repeat of the 

2008 stimulus - but a stimulus they will get. So it might be a few months before all of this European 

mess sorts itself out and China is seen growing at the right pace - but it is far too early to turn off the 

lights in Australia. 
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Asset Classes 

Australian 

Equities 

The ASX 200 ended its four-month run of gains with a 7.3% fall in May. The defensive sectors 

did much better than resources - but that is not saying much! The market stayed above 4,000 

the whole month and much of the falls were taken without the wild gyrations of recent years - 

but a fall is still a fall and the market is now only 0.5% up on the year-to-date.  

Europe and China gave our market a double whammy. It is difficult to know how quickly order 

will be restored. Our market is now nearly 8% underpriced using our measure so buying 

opportunities might exist for the brave. Our broker-based forecasts did not fall in May - they 

remain at a very respectable 14% capital gain for the next 12 months. 

Market volatility at the end of April had fallen below pre-GFC levels after months of quite calm 

days in the market. While volatility kicked up again in May, it did so only to an average pre-GFC 

level - but it probably didn't feel that good! 

Foreign 

Equities 

The world market fell by 9%, the S&P 500 by 6% and the FTSE and the DAX each by 7%. At 

least this time we did not overreact to what we saw overseas. 

Although anything is possible at this stage, it seems unlikely that we will get a rally until the 

Greek elections on June 17 - if indeed they choose a government that wants to stay in the Euro. 

Of course anyone who bought Facebook in the IPO will know that they have already lost 20% 

but it was not just Facebook that suffered in the overpriced IT sector. Zynga, Groupon, Netflix 

and others have fared much worse. Investors who chased the next big thing sadly became 

unstuck. 

Bonds Western Europe 5-year default probabilities climbed from 15.1% to 17.2% over May. The latest 

Italian bond auction did not meet its target and money flows into US Treasuries as a safe haven 

- so much so that some are talking about a bubble forming. If it is a bubble and it bursts money 

might flow back into equities. 

Interest 

Rates 

Westpac has predicted another four cuts this year. While they might turn out to be correct, we 

reiterate it is not rate cuts that we need, it is an increase in confidence. The Reserve Bank has 

lost its hold over the banks as funding from overseas climbs in price. A stable government with 

the newly forming European view that we need to soften our stance on austerity would do far 

more than any rate cut would give us now.  

Currency Our dollar tumbled from $1.045 to $0.973 over May on the back of deep falls in commodity 

prices. It seems that sell now and ask questions later became the investment mantra for many. 

Although below parity is much better than the $1.10 we touched a while ago for the slower in 

the two-speed economy, stability in a lower currency would be needed to reverse their 

problems. No relief yet for manufacturing and retail. 

Oil The fall in WTI oil prices from $105 to $88 a barrel was probably due as much to a more 

optimistic view over the Iran situation as a general slide in commodity prices. Brent Oil fell 13%  

with the differential over WTI increasing a little. These falls are good news for the US motorist 

as the driving season gets underway. It should further help their level of confidence. 

Gold Gold fell from $1,660 an ounce to $1,566 - a 5.6% decline - in May. It is now flat for the year-to-

date. Silver took another beating - falling 10% in May - but also flat for the year-to-date. 

 

 

 



 

                       Regional Analysis 

Australia When Tony Abbott's race for the exit in parliament becomes the story of the month, you know 

we have problems. Factory closures and big miners threatening to put some projects on hold 

paint a grim picture. There is no simple fix. Structural imbalances take a long time to adjust to. 

We need more people in the mines but, naturally, displaced workers on the east coast do not 

want to move. The answer is not subsidies - that would just make Australians pay more for 

what they get. Training and education help - and maybe some short-term incentives to 

relocate. 

House prices have slipped 5% in the last 12 months confirming there is a lot more to 

confidence than rate cuts. 

China Today's PMI number came in at 50.4 from 53.3 - with an expectation of a slip to only 52.0. 

Since above 50 means growth, 50.4 is not good but they only just stopped their tightening 

cycle and started touching the accelerator. It took only a few months in 2008/9 to rapidly 

reverse the  China slump. 

Much media space has been given to the China statement that they will not repeat the 2008 

program. Was anyone expecting them to? Perhaps they do not want to be seen as reacting to 

Europe. 

U.S.A. The consumer came back in force this year. In six months it has gone from 'woe is me' to as 

good as it was in October 2007 when the world seemed a happy place and Obama was not 

yet the Democratic candidate. 

Of course unemployment is still high at 8.2% and May's number is due out tonight. While 

economists' expected GDP today to come in at 2.2% growth, the 1.9% disappointed. If the US 

economy gets worse, presumably a new QE will come in. If it stays the same, the Fed will 

possibly let the economy plod along for a while. 

Europe Greece is still under the spotlight but Spain, Italy and Ireland are waiting in the wings. 

Although in principle austerity to get budgets back in balance is a good idea, if it is done too 

harshly, growth cannot happen and the social consequences are dire. Germany was leading 

the pack wanting the PIIGS countries to pay their dues but now there is a growing call for 

some stimulus. The Europeans are fighting as hard as ever with the French IMF president 

making a speech about Greece would not have had a problem if they had paid their taxes. 

With some sovereign bonds yields climbing back to the 7% danger level the ECB and others 

must act quickly. But Europe did avoid a 'technical recession' with growth coming in at 0%. 

Germany saved the day with 0.5%. But the situation is actually no better than if Europe had 

come in with a small negative growth. 

Rest of 

World 

With the Olympic Games not far off, many people will flock to London and other European 

cities. What will they make of it all? Of course the games started in Greece. Look at it now. 

Indian growth was not what was expected and needed. The call that they are not China has 

some credibility. With Europe spending less on developing countries' exports, everyone feels 

some of the pain. 

 


