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The Big 

Picture 

Last month I started my report with the statement, "May was the month of mayhem on the 

markets". I love alliteration. June turned out to be the month of not much happening - except 

tension - and bucket loads of that. As it turned out, the Greeks voted in a government that doesn't 

want to self destruct, the US extended "Operation Twist" - a mild mannered stimulus program - 

and, importantly, left the door open for more stimulus. As chance would have it, we were living off 

a GDP read that looked a lot better than it really was. But the big news happened in the last few 

hours of the financial year. Europe started to sort itself out. It is not yet all sorted but the first 

murmurings were very positive indeed. 

The details are still coming out but Europe has almost announced a substantial fiscal stimulus 

package - about $US150bn - and a reasonable mechanism to support its private banks. There is 

a long way to go but this is the best news from Europe on its economy for so long. But it must 

have been hard for Chancellor Merkel to capitulate on austerity on the same day her team was 

knocked out of the Euro 2012 football (soccer) competition by Italy of all countries. At least 

Germany beat Portugal and Greece! (England was again an embarrassment - the usual 0-0 after 

extra time and lose on penalties to Italy)  

Although Europe has been centre stage, other regions deserve a mention. The US is OK, 

Australia is OK, China is good, but Japan just had its Industrial Production for the month fall by 

3.1% - but that was more or less in line with expectations. South Korea is "preserving its fiscal 

power" in case Europe becomes a bigger problem. 

Back home, I still worry about where we are heading. We certainly do not have the problems of 

most countries in the world but are we making the most of what we have got? With the latest 

$40bn industry rescue package, the carbon tax, the mining tax, the low ratings for both major 

political parties, and the stalled consumer confidence, Australia needs some special leadership to 

get us through all of this Euro-stuff and more.  

I feel the most optimistic I have since the May debacle started - and maybe much more. Cool 

heads, clear heads are needed now more than ever. Sitting on the sidelines and watching the 

market jump ahead - if it does - could be a real cost. But it also seems likely that someone, at 

some point, will remember something we should have done. To me it looks like we need a 

measured approach to what might be a new dawn on the back of Europe. It could fizzle or fly. Not 

watching could be costly. That's why diversification pays in the long run! 
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Asset Classes 

Australian 

Equities 

Our market rallied hard on the last day of the financial year and then the US went into overdrive 

that night. We have a great lead coming into the new financial year. Our statistics are looking 

very, very good. Fear and volatility are at acceptable levels, fundamentals are strong and the 

market is underpriced by about 7%. That means we think the fair price for the market today is 

about 4,400 with strong growth to follow. If the ECB  cuts rates this week - as expected - and 

QE3 starts soon in the US - as expected - there is every chance for our market to rally hard into 

Christmas.  

Since the road ahead is always uncertain, and the long-run problems of Europe and the US still 

need to be solved, any rally may not last too long. The good thing for us is the China story of a 

slowdown looks increasing oversold. We have resource stocks as much as 20% underpriced. 

Long-term investors (who didn't sell) maybe can sit tight and wait for their nest eggs to grow. 

Anyone totally in cash must be enviously eyeing 10% dividends (including franking credits) 

available on a number of quality stocks. 

Foreign 

Equities 

Is it a one-day wonder? Global markets rallied hard on the last day of the year but there are no 

obvious obstacles for this optimism to last for at least a little while. We have been arguing for 

some time that the solution in Europe was known but that hardball negotiating would drag it out 

until everyone took their dose of medicine before the fatted lamb was brought to table. To us it 

looks like Germany has softened, Greece has been reasonable and there is general relief that 

we might have no bad news of substance for a little while. 

With a substantial fiscal stimulus in Europe, and the US extending Operation Twist and looking 

like providing even more stimulus, China is looking much stronger even without its turnaround 

for stimulus. Commodity prices might not be that strong (but WTI oil did jump nearly 10% in one 

day to close the year) but the big resource companies are still heavily into expansion. 

Bonds European sovereign debt looked wobbly during June. Spanish debt crossed the 7% alarm bell 

level so the question is whether the new European position will dramatically reduce those 

yields. We think that the direct approach to recapitalising private banks will go a long way to 

bringing these yields down. Friday night's bond auctions were very good for Spain and Italy 

If the new found optimism becomes a life-sized "risk on” trade, money may flow from bonds to 

equities - and that is why many smart portfolios back both. 

Interest 

Rates 

The RBA meets on Tuesday to determine interest rates. Chances are they will do nothing as 

our data looks OK and Europe might be off the table. A wait and see seems appropriate but 

who knows how central bankers think? There is every chance interest rates are at a low. As we 

have said in recent newsletters, the current emergency settings were unnecessary - the people 

want to know what carbon and mining taxes mean for them. Consumer confidence did not rise 

as rates were cut! 

Currency The dollar continues to go where it wants. The brief period under parity was too brief to help 

industry.  

Oil Two months ago WTI oil was $105 - then this month it fell to mid a $70 range only to jump to 

mid $80 range on the last day of the year. At least pump prices in Australia and the US helped 

consumers - at least for a little while. However, EU sanction on Iran are now fully in force so the 

best might be behind s for a while. 

Gold The price of gold continues to gyrate more than any long-term investor should be comfortable 

with. The share price for Newcrest - our major gold miner - fell by nearly 50% in 2011/12 from 

its peak. Gold is not for the feint hearted. 

A big question for gold investors to ask themselves is if the European problem is really solved, 

where will the price of gold go? 

 



 

                       Regional Analysis 

Australia A lot happened in June - Qantas, Fairfax, New Corp, David Jones and the rest. Not everybody 

is doing well and some are doing badly. Restructuring has been going on for centuries. 

Agricultural workers from shovels to tractors - hand weavers to looms - and armies of people 

doing mental arithmetic to computerisation. The world carried on and it will again but people 

have to re-skill and, perhaps, re-skill more than once in a lifetime. 

Australia is in a marvellous position that it has resources to help negotiate these twists and 

turns of evolution. The answer is never just to prop up that which would fall over without 

assistance. It must be about education and training - and foresight. The budget surplus 

forecast already looks dead in the water. We do not need a surplus anymore than Europe 

needs one at this time. We have governments to follow the twists and turns of the global 

economy to smooth out our economic outlook! 

China It is rare that I feel a single newspaper article just does it for me but Michael Pascoe's piece 

last week about China PMI numbers (Purchasing Managers Index signifying economic activity 

in a particular sector) had me shouting "oi oi oi" a month before the London Olympics. Pascoe 

worked out that a number such as the 48 we just got is not a measure of contraction (being 

less than the 50 cut off) it is a relative measure for average Industrial Production (currently 

about 15%). So China doesn't grow at 15% - big deal. The analogy is that if you take your foot 

off the accelerator, your car doesn't go backwards - you just don't get a speeding ticket! 

China inflation has been pulled right back to low levels and a stimulus programme is under 

way. China would like to be doing well and, unlike the rest of the world, they know how to do 

it! A twenty-year election cycle helps enormously! 

U.S.A. There is little doubt that US data got a bit softer in the last month or two. 2012 started very 

well and that was a hard act to follow. Bernanke - the Fed Chairman - seems very much in 

control. He extended "Operation Twist" that is designed to reduced long-term interest rates 

and left the door open for another injection of stimulus. The Presidential election is just over 

four months away. A big thrust to the line is quite possible. 

Europe Cyprus put its hand out for a bailout but who even knew they are part of the Eurozone? 

Europe has been a disaster for years but, at last, there is light at the end of the tunnel. We 

have seen lots of false starts but it is going to be hard to go back on this one. There is a 

credible solution - until the next crisis. Nothing is forever but six months or a year is feasible. 

The gloves are off! 

Now that Germany is backing a concept of stimulus and a common banking regulator, the 

foundation is there for progress - and no turning back. While growth may not be strong in 

Europe for some time, at least the chance of being a problem for China and the US  is fading. 

Rest of 

World 

It is easy to forget the rest of the world when all this economic stuff is going on - but there are 

some very serious problems. Syria is certainly a big issue on human rights and parts of Asia 

(Japan and S Korea) are struggling. So are the boat people. At least Egypt got a 

democratically elected President at last. 

But if we expand the concept of the rest of the world to be people "not like us" we can include 

our homeless and others doing it tough. A bunch of CEOs slept out in the cold last week to 

raise awareness and cash. I suspect the less fortunate would love to face the dilemma of 

whether to invest in cash, gold or equities. Their asset allocation "pie chart" includes shelter 

and food and very little else - and that's if they are lucky. 

 


