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The Big 

Picture 

Analysts awaited September with nervous anticipation. The economic world, like in a massive game of chess, 

jockeyed for who would be the first to move in the new round of stimulus packages. But everyone delivered 

and more. 

There were statements from the US Federal Reserve and the European Central Bank pledging plans on the 

same day. On top of that China and Japan jumped in with both feet. If this coordinated effort - the biggest and 

best ever - doesn't deliver, duck for cover. 

Of course, stimulus packages are not the answer for long term economic growth but it buys time for 

governments to act without fighting brush fires. 

It will take some time - maybe months - for the stimulus packages to be seen to take effect and most 

economic indicators take a while to be computed before the data are published. Realistically, therefore, it is 

not sensible to expect signs of growth until 2013 - but asset markets can react when they will. Our market 

(ASX 200) at last got above 4,400 - again - where it was at the end of April but then stalled around that 

number. Realistic investors will not pile in - they will take a more measured approach. 

China has deliberately been in slowdown mood for over a year. In my opinion, their economy has now 

bottomed. The new China leadership team starts to take over in a month and it has pledged to deliver 7.5% 

growth for 2012 which is more than enough for us. With a big new infrastructure program and a $56bn 

package of liquidity announced at the end of September, expectations about China's future should start to 

pick up soon. Iron ore prices dropped from around $120 - $130 a ton for $86 in August but they then 

rebounded to $109. Of course the drop caused a lot of concern in the media but the rebound got much less 

press. 

Living in England, as I did during September, it was a pleasure to avoid the negativity of the Australian media. 

The UK is not in good shape - their latest GDP growth was -0.4% - but their debates on TV and the press 

were quite reasonable in a quest for solutions rather than the simple panic that so dominates the discussion of 

the much stronger Australian economy. 

With no big policy statements expected for the remainder of 2012, and the next company reports for Australia 

not due until February 2013, our market should at last focus on economic data and the optimism that should 

accompany the stimulus packages. 

Since our dollar did not fall with commodity prices, some analysts are now calling for a cut in rates - as early 

as tomorrow. While this is possible, it is, perhaps, more likely that the RBA will wait to see how the world 

reacts to stimulus. Key payroll data for the US are due out on Friday but October is likely to be dominated by 

the US Presidential elections. With Obama increasing looking like hanging on for a second term there is no 

silver bullet likely to be fired any time soon. 
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Asset Classes 

Australian 

Equities 

The ASX 200 traded in a fairly tight 139 point range during September and it finished up +1.6% 

for the month. At first the market was calm as it awaited the announcement of stimulus 

packages and then more calm followed as it was realised much of those announcements were 

priced in. Of course, if the Fed and the ECB had not delivered, a sharp fall in the index would 

probably have ended the month. 

With reporting season well and truly behind us, our broker-based forecasts for capital gains 

have held steady above 11% for the next 12 months. However, there have been some major 

realignments across the sectors. Health has done particularly well but we now have that sector 

precariously overpriced at +8.5%. On the other hand, anything to do with iron ore got hit hard - 

too hard in our opinion. We have the market priced at about par (-0.1%) by the end of 

September. 

Our fear and disorder indexes are stable and in the middle of the normal zone so no problems 

there. Volatility has declined to end the month at 9.2% - well below the pre-GFC average of 

12.5%. Indeed, 9.2% is quite close the average during 2003 - 2005 - a particularly quiet period - 

that accompanied the bull run that started in March 2003. 

Foreign 

Equities 

The S&P 500 stayed above 1,400 for the entire month finishing at 1,441. The S&P 500 fared 

better than the ASX 200 with a monthly gain of 2.4%. The DAX was even stronger but the FTSE 

was flat. 

Some of the wrinkles in the sectors of the S&P 500 have been ironed out with our pricing of the 

market just above par at +1.9%. Our forecast for capital gains over the next 12 months has also 

been solid at 11.3%. The VIX and our own fear gauge for the US are back to pre-GFC levels. 

The ingredients - worldwide - seem appropriate to support any rally that might emerge over the 

coming months. 

Bonds European one-year default probabilities fell further over September - from 2.7% at the start to 

2.12% at the end of the month. Five-year default probabilities for that region also fell - from 

15.12% at the start to 13.72% at the end. 

Spain and Italy long-bond rates have also settled below the much feared 7% level.  Spain's 10 

year rate ended September at 5.87% with a reading of 5.07% for Italy - so at least the big panic 

seems to be over for a while.  Spain is reported to be readying itself for a bailout package but, 

as can be noted from the rates, this package is well expected. 

Interest 

Rates 

The RBA meets tomorrow, Tuesday, to again determine interest rates. Any more cuts this year 

seemed to be well off the table for most of September but the dogged buoyancy of the Aussie 

has caused a number of analysts to be pricing one or more cuts starting as early as tomorrow. 

In our opinion, the RBA has shown itself to be measured in its deliberations. With it being far too 

early to judge the possible impact of the global stimulus packages, it seems likely the RBA will 

wait to watch movements over the coming months before it acts. We still believe that at some 

distant point, the next move is likely to be up rather than down. 

Currency Most analysts attributed much of the rise in the Aussie to above parity to be due to the strength 

in commodity prices. Therefore, those analysts argue the Aussie should have fallen with 

commodity prices. As a result, they are calling for a rate cut to help remove the perceived floor 

in the Aussie. Of course, not all commodity prices have fallen with the price of iron ore. Food 

prices are strong and even the bellwether copper price rose 8% over September. 

Oil Brent oil fell 2.5% in September and WTI fell by 4.5%. 

Gold The price of gold strengthened by 6% to close September at $1,774. No doubt this strength is 

due to the perceived inflation that may follow the stimulus packages down the track. 



 

                       Regional Analysis 

Australia Unemployment fell from 5.2% to 5.1% but no one is being fooled into thinking that this is a sign of 

economic strength. Employment has been flat for most of the year and conditions are not even 

across sectors and states. Rates remained on hold. 

With much talk of the end of the China boom, related stocks took a pounding in September. It will 

be interesting to watch how the two speed economy plays out in the months ahead. The Australian 

PMI for manufacturing remained below 50 in September but there was a big improvement from 40 

to 45. Retail sales were down -0.8% but this was on the back of a 1% increase in the previous 

month due to the government money being handed out to families. Therefore, the two-month result 

is for flat retail sales after adjusting for the family package. 

China The official China PMI for manufacturing came in at 49.2 from 50.1 - the previous result. Both of 

these figures are consistent with a steady-as she goes growth. However, the services version of the 

PMI surprised on the upside at 56 from 55. As China transitions from an export driven economy to a 

services/domestic consumption driven economy, more results like this are expected. 

There has been a lot of negative talk about China in recent weeks. However, they did announce a 

one trillion yuan infrastructure package in September that can be compared with the four million 

yuan package that was used in 2008 to stimulate it out of the world recession. China also 

announced at the end of September a $56bn package to provide liquidity on the finance sector.  

With the new party leadership team taking over from the start of November, it is unlikely that it will 

want to fail to not look in control of the economy. 

U.S.A. The US Presidential race is in full swing and Mitt Romney, the Republican candidate, seems to 

have lost some of his momentum. If Obama is re-elected at the start of November, some stability in 

the US government might return. 

US economic data has continued to be on the borderline of OK and not so good - which is why the 

Federal Reserve announced the QE3 stimulus package. It has no defined end and so it is expected 

that it will continue as long as necessary to help put that economy in gear. 

Europe The ECB President, Mario Draghi, seems to be establishing himself as a real leader in the vacuum 

that was European politics. He announced a well-received bond buying program and the German 

courts concluded that it participation in this scheme is legitimate. 

In the UK, there seems to be a renewed optimism following the successful summer of sports. There 

are cuts being made to benefits programmes but these seems to be much needed reorganisation of 

how programmes should be administered. For example, limits are being placed on the rent given to 

people in expensive areas such as London so that packages have more uniformity across the 

country. Recipients are being encouraged to think where they should live - as those in work must - 

rather than just receive hand-outs to support unrealistic life styles. 

The Lib-Dem party that is in coalition with the Tory government had its annual conference. It had 

announced that it wanted to start cuts on the 'top 10%'  rather than at the bottom - until it was 

realised that the top 10% included senior nurses and department heads in some schools! Perhaps 

they meant start with people in dark suits driving nice cars.  

Rest of 

World 

Japan is in conflict with China over some barren islands in the South China seas. The result  has 

included social unrest in parts of China such as Japanese department stores being attacked. It is 

not clear why this conflict has escalated but some argue that there are undiscovered oil and gas 

fields potentially nearby. Japan has joined the stimulus brigade with a ten trillion yen boost to its 

bond purchases. 

The Syrian conflict also continues to cause great concern - again with no obvious end in sight. 

Indeed, the whole region that was the 'Arab spring' does not seem to have transitioned into 

democracy in the manner in which it was hoped. 

 


