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The Big 

Picture 

Few people outside of the USA could pinpoint Wyoming on a map, and almost no one could locate Jackson 

Hole in that state, but all month we have all been waiting for what would come out the meeting there last 

night. Each year Central Bankers from around the globe congregate there. And this is the place from where 

the Fed Reserve Chairman, Ben Bernanke, launched his QE programmes. The world expects QE3 or is it 4? 

Most thought, and many still think - like me, that the September 12th FOMC meeting (Fed Reserve) is from 

where that announcement will come. The aggregate markets have been quiet around the world waiting for 

action. Bernanke said enough last night to keep us all on the edges of our seats. So far so good.  

Perhaps surprisingly, ECB President, Mario Draghi, also said enough last night. It must have been quite an 

inspirational meeting for the ultra-conservative bankers. Draghi was so fired up in this former Wild West 

location that he gave the 17 European leaders in the euro only 24 hours to digest his new bond-buying plan 

before they start debating it. So it is entirely feasible that we will get the simultaneous announcement of two 

stimulus packages that could set markets alight. 

China is struggling to inspire our market. Their comments on their growth, iron ore and steel sent shivers 

through markets around the world. For investors who watch more than the headline ASX 200 - which is 

holding up fine compared to some previous months - anyone exposed to China - particularly iron ore - might 

think the Gulf of Mexico hurricanes made it across the Pacific. This is a serious question but it is not being 

given serious air time. If we listen to the headlines, China was going gang-busters for the next 10 - 20 years 

and now it is all over. Many stocks in the resource sector have fallen 50% from their September/August highs. 

Meanwhile, defensive stocks look seriously over-priced by our measures. Something has to give. It is not 

possible that China woke up one morning and suddenly noticed it's over. It reminds of the time in late 2008 

when China revoked on receiving shipments of iron ore from Mount Gibson saying they couldn't afford it - 

then a few months later they tried to buy the company. Is this part of a negotiation process? Perhaps. 

Europe has been relatively quiet - except for Spain asking for a delay while they consider bailout conditions. 

Importantly, default probabilities in Europe have come well off their recent highs - as have yields on long-

dated bonds. Growth is negative or slow in Europe but that is not news. 

The US continues to have mixed data. There is increasing support for US housing to have bottomed and 

starting to improve - the key ingredient in this mix - or is it mess? Real and meaningful analysis cannot be 

conducted until after the November elections in the US. By then Bernanke will have his cards on the table, 

Europe maybe sitting around a table - and China will be watching us from a position of strength - and yes, the 

Americans will have chosen someone to lead them. But like in Australia, the UK, and Europe - it is not easy to 

find a great leader. Romney's Tampa Republican Conference this week seems to be delighting at least his 

supporters. Clint Eastwood stole the show though - it seems to have been a week dominated by the Wild 

West - but divided the country with his off the cuff pretend chat with Obama about what Barack would like 

Clint to say to Mitt on his behalf. 

By the way, the Reserve Bank will comment on interest rates on Tuesday and Labour market data are out 

shortly after - but who cares? Look to China, the US and Europe for the market moving news. 

Woodhall Investment Research Pty Ltd  (ABN 17 141 486 160). 
General Advice Warning: This note has been prepared without taking account of the objectives, financial situation or needs of 
any particular individual.  Any individual should, before acting on the information in this note, consider the appropriateness of 
the information, having regard to the individual's objectives, financial situation and needs and, if necessary, seek appropriate 
professional advice. Past returns are no guarantee of future performance. 
 www.woodhall.com.au 

 



 

Asset Classes 

Australian 

Equities 

The ASX 200 - by observing market closes - is measured and happy. To look at individual 

stocks and sectors there is mayhem. As I stated in the 'Big Picture', markets are awaiting news 

so it is truly amazing that the market has been almost static while the sectoral returns have 

gyrated. 

The China story has spooked so many that mid-tier and smaller mining and mining services 

companies have been smacked around the ears in the last week of August. Whether this price 

action is an over-reaction - as often happens - or a genuine repricing will not be known for some 

time. What is so apparent is that investors and/or traders will bail out quickly at any sight of 

blood.  

Boart Longyear is one of the world's biggest drilling companies. It is based in Utah but listed on 

the ASX. On August 30
th
 it reported near record profits in line with expectations - good it seems 

- but its value lost about 37% on the day because it said the future was uncertain! It is now 

about 60% off from where it was just a few months ago. It lost another 4% the next day after 

rising on the open as did many of its peers that also reported well. 

From our analysis of broker forecasts of dividends and earnings forecasts, the future is bright at 

about 11.2% for the next 12 months' capital gains. Is the current mayhem justified or the time 

when investors should take advantage of the fearful? Only time will tell but this price action 

shows the benefits of diversification. The market as a whole was up again this month. 

There is an old saying in broking that 'shake the tree' and get the weak out of the market. That 

is my view for a lot of what has just happened - for what it is worth. 

Foreign 

Equities 

From an Australian perspective, it is hard to accept that the S&P 500 and the FTSE have 

already exceeded their 2007 highs once dividends have been re-invested - while we are 

struggling to tread water. The S&P 500 has been above 1,400 every day for three weeks (OK it 

was 1,399.48 last Thursday) even before stimulus is announced. 

For the first time in a while, our broker-based forecasts for the S&P 500 and the ASX 200 for 

the next 12 months have the S&P 500 fractionally in the lead at 11.5%. We have the S&P 500 

as being only fractionally overpriced by our measure and so it would have room to rally. 

Bonds European one-year default probabilities were climbing to a high near that was experienced 

around the tech wreck and 9/11 but they have now fallen from about 4% in late July down to a 

much more manageable 2.7% now. And with that improvement, sovereign long bond yields 

have retreated to high but much safer levels. Spain is trying to get more information about the 

conditions for a bailout before it commits but Draghi's comments have to help further when 

markets open next week. 

Interest 

Rates 

The RBA meets next Tuesday to determine interest rates. While a rate cut is always possible it 

is not the consensus view. Although the China story at the end of last week might have the RBA 

board on its toes, it must be happy about the Jackson Hole outcomes. The next rate move 

might well be up - but not for many, many months. 

Currency The Aussie came off its month's high of $1.06 to finish the month close to at $1.03. Given the 

supposed relationship between the Aussie and commodity prices, many have commented that 

the fall in commodity prices has not been passed on. Of course, foreign sovereigns see 

Australia as relatively safe and their interest in our rates works in the opposite direction to 

commodity prices.  

Oil Brent oil climbed 6.5% in August following a 12.8% gain in July. The WTI price was up 9.7% in 

August to finish at $96.47. 

Gold The gold price climbed from $1,621 at the start of August to just under $1,700 - possibly due to 

the expectation of stimulus packages which might fuel inflation. 



 

                       Regional Analysis 

Australia Iron ore prices were hovering around $130 a tonne until recently and have quickly slid to under $90. 

While this could well be an over-reaction to demand and supply conditions - iron ore prices are far 

more 'opaque' than, say, copper - the impact on miners and their plans has been sharp. The wealth 

of the billionaire's club has been eroded and the opportunity for the government to get their hands 

on mining profits is fading. Nevertheless, the government just announced a $4bn plan for dental 

health - admirable in itself - but it does seem to be getting close to an election. 

There has been no particular direction from recent data releases and local news of any substance 

seems unlikely to change things soon.  We are as reliant on the rest of the world - in particular 

China - as usual. 

China China has done amazing policy moves to get inflation down from over 6% to under 2% in about a 

year and have growth glide down to sustainable levels. The real issue at the moment is not so 

much the level of growth in China - it looks like the soft landing was achieved - but how that growth 

will be achieved in the future. The recent talk has been that they want far more reliance on the 

domestic consumer rather than infrastructure and that is why steel might be in less demand. 

Although there is a changeover in leadership taking place in China, it is hard to see that the 

infrastructure spend will even stand still - let alone fall. China has said repeatedly that it does not 

want to be seen as the saviour for the world economy. In the high political stakes game that is their 

currency, their relationship with the US and trade, it is not beyond the realms of possibility that there 

may be a bit of bluffing going on.  

The data has not shown the mining boom has peaked. With US and Europe seen to be refuelling 

stimulus, commodity prices could be boosted through monetary policy. Copper - the bellwether 

commodity - is well up from recent lows and stable - and somewhere around the average for the 

2005 - 2012 period. 

China has just been given the go-ahead to buy a huge Queensland cotton farm - but under tight 

conditions - and this 'agriboom' seems to be the next big thing for us. 

U.S.A. The US race for the presidency is in full swing with the Republic Conference just finishing and the 

Democratic Conference just starting. Whoever wins, the euphoria from chest beating, the regular 

appearance of the Hollywood glitterati, and Ben Bernanke's stimulus hopes makes for a resurgence 

of confidence in the USA. 

Data continues to be mixed. Unemployment is stubbornly high - as Bernanke 'lamented' at Jackson 

Hole. There are signs of life in housing and Apple is conquering the tech world with its billion dollar 

court victory over Samsung having been found to breach patents. 

Europe Just over a month ago Mario Draghi famously said he would do 'whatever it takes' to save the euro. 

He certainly is having a go as so doing - given the way he has led the debate among European 

leaders. Whether he is successful is another matter - given past performance for Europe to agree 

on anything - but 'where there is faith there is light and strength' as my hometown's motto goes. 

Rest of 

World 

Iran is disturbingly making progress in building a deep underground site for the production of 

nuclear fuel. Prices fell in Japan in July and its industrial production slumped. At least Japan 

enjoyed an unusual prominence in the Olympics - especially in the pool. There are plenty of 

problems in the rest of the world - as asylum seeks will attest.  

 


