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The Big 

Picture 

November started with the New York Stock Exchange reopening after 'superstorm' Sandy had 

wreaked havoc on that city - but that was accompanied by a very welcome return to a positive 

read on the China economy - via its 'Purchasing Managers Index' (PMI) -  after two months of 

sub-par performance. Then the US nonfarm payrolls (employment data) number came out of the 

blocks with a read of 171,000 against an expected 125,000 jobs. With the world returning to 

order, there seemed to be only the US presidential election to face last month. 

President Obama retained his hold on the leadership by a convincing margin - almost leaving the 

Republicans in disarray. Markets sold off about 6% in the US on a 'buy the news, sell the story' 

trade. The next cab off the rank was the so-called fiscal cliff. Certain tax and expenditure changes 

in the US kick in on January 1 unless someone does something. The impact of doing nothing - 

which is almost impossible - would be immense - taking about 4% off GDP growth and sending 

the US into recession. But the media needs fuel for its 24 x 7 bulletins and they have pushed this 

story all month.  

The fiscal cliff is a little bit like the Y2K bug that failed to show up for the millennium parties. The 

only question is what kind of a deal will be struck in Congress - not if. The impact on the economy 

looks like being between not much and a little bit. The latest GDP figure (revised) is 2.7% - not 

bad at all. 

China now has its new leadership in place and there seems to be egg on face for all of those 

pundits that predicted a hard landing. Anyone who sifts through all of the data coming out of 

China has to conclude that the bottom of the engineered slow down is well past and the next 

phase of growth is underway. Growth is likely to be around 8% in coming years rather than the 

10% - 12% so often recorded in the last decade. But the China economy has more than doubled 

in size over the last decade - because of that rapid growth - so 8% now is a lot bigger in volume 

terms than 12% a few years ago. 

The falls in stock markets here, in the US and Europe have already been reversed leaving the 

monthly statistics close to unchanged. Markets are a little twitchy on comments from Congress 

but 2012 looks like being a very good year for the ASX 200. Our dollar is fractionally up but most 

other key indexes finished November flat. 

At home interest rates continue to be the focus of attention - largely because of their perceived 

impact on our currency. Another rate cut, which is possible, hurts as many as it helps with savers 

getting squeezed. Turning to equities for those in cash is already well under way with many high 

yield stocks having had a stellar 2012. 
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Asset Classes 

Australian 

Equities 

November started and ended the month flirting with 4,500 - but that doesn't tell the real story. 

Some defensive sectors - like Telecommunications (+3.8%) and Healthcare (+6.6%) - have 

been running really hard while resource-related stocks continue to have difficulty in determining 

whether they were over-sold in the over-sold China story of gloom. We have the Telco sector 

severely overpriced (+9%) and with a capital gain expectation of less than 1% which is not a 

comfortable situation for new owners of those stocks. Healthcare is a little different since CSL - 

the dominant company in that sector - just upgraded profit guidance by 20%! 

With Healthcare stocks up over 40% y-t-d and Telecoms up 30% y-t-d, dividend yields in these 

sectors have been severely eroded unless dividends keep growing. 

Our measures of market sentiment - such as fear, disorder, volatility and exuberance - which 

measure various aspects of how markets react to unexpected events - have all behaved 

beautifully during November indicating to us that the rally of about 11% y-t-d can be supported 

for months to come. 

Foreign 

Equities 

The S&P 500 finished the month almost square and, by our measures, roughly fairly priced. The 

VIX, which measures implied volatility on that market for options contracts, is often considered 

as a measure of fear. It is currently at about 16% when the values during the great bull run of 

2003 - 2007 where largely in the range 11% - 17%. 20% has not been breached for some time. 

So the US market is taking everything in its stride - retracing about 90% of the way up from the 

bottom in 2009 to the top in 2007. Europe is about 45% of the way up. 

The big issue in the US that directly impinges on the market is whether new taxes will affect 

dividends and capital gains. Depending upon the outcome of the fiscal cliff negotiations, a small 

sell-off could be triggered. Alternatively, our forecast of 10% capital gains for the next 12 

months might come good. 

Bonds Although the European debt crisis has not vanished - and will not for possibly decades - the 

problem seems to have been contained - and much of the credit should go to Mario Draghi who 

leads the ECB. 

Greece looks like getting better deals but it is not off the hook. Nevertheless, bond yields are 

well off their critical levels. With the German economy slowing down, more work needs to be 

done to stimulate growth. 

Interest 

Rates 

We didn't get a rate cut on Melbourne Cup Day as half the market expected and they are 

pricing in a cut for next week with about the same chance. The talk now is very much about the 

official rate starting with a '2' sometime soon. With deposit rates well down, retirees stuck in 

cash will hurt even more. Each 25 basis point cut takes a bigger proportionate cut in savers' 

interest payments. 

Currency The $A retraced its October fall of about a one cent during November.  

Oil The price of WTI oil gained nearly 2% in November while Brent was flat. The cease fire on the 

Gaza Strip possibly helped bring some stability in pricing but now Egypt is gaining prominence 

for its internal disputes. 

Gold The price of gold moved in a range of $1,681 to $1,748 over November but it finished the month 

flattish. 

 

 

 



 

                       Regional Analysis 

Australia There was a big increase in full-time employment (+18,700) but a fall in part-time work took the total 

figure to 10,900. It is a good sign that full-time work is replacing part time - it shows confidence by 

employers. The reverse happened as we slipped into the GFC. 

Capital expenditure for Q3 came in below expectations but it was a reasonably solid figure of 2.8%. 

While there is talk of the need to find work to replace that in the mining sector, the CEOs of BHP 

and RIO - who both happed to make presentations on the 28th - talked of continued growth but at  

a slightly slower pace. 

China The official China PMI for manufacturing for the last four months came were 50.1, 49.2, 49.8 and 

now 50.2. With 50 being the cut-off between 'worse than' and 'better than usual, the bottom of the 

engineered slow down seems to have occurred in August. The next number for November is due 

any day. Given the big improvement in the unofficial 'flash PMI', a good result over 51 is quite 

possible. Our resource stocks should fare well in that eventuality. 

The price of iron ore is very much impacted by China's demand and its stockpiling. As China ran 

down its stockpile, ore prices fell from $140 to below $90. The subsequent re-stocking caused a 

bounce back to a fairly stable price around $120. All this happened in a few months! 

U.S.A. Presidential elections and Thanksgiving (and the presidential pardon for a couple of turkeys) 

dominated November. The 'Black Friday' sales in the day between Thanksgiving on a Thursday and 

the weekend (so called as it is associated with the first day of holiday season sales that put retailers 

back in the black) were strong - up 13% on the year before. 

With the Democrats having had a convincing win, the stale-mate in Congress that characterised 

much of 2012 should dissipate. Of course the fiscal cliff negotiations will still be tough but Obama's 

mandate means that any failure to reach a reasonable solution will fall at the feet of the 

Republicans.  

Not all data in the US are strong. The recent improvement in housing seems to have paused but a 

Bloomberg survey of confidence in the US came in with the best result in a decade! Problems not 

over - solutions starting. 

Europe The UK economy continues to struggle but, with a Canadian about to run the Bank of England (the 

first foreigner ever), will things change? It seems that the issue is about some of the trading 

irregularities in the banking sector are the reason - rather than the ability for Britons to lead 

themselves. 

The endless meetings in Europe continue without any real signs of progress but that is a lot better 

than the previous regime of falling into hole. European stock markets are happily growing - 

admittedly partly because of their companies global presence. 

Europe fell back into recession with a growth rate of -0.1%. Would we have been that much happier 

with a read of +0.1%? No. Recession is just a name so it is shades of interpreting growth rates, 

rather than strict classifications,that count. 

Rest of 

World 

In a momentous occasion, Palestine  was admitted to the United nations, albeit with 'non-member 

observer status'. This result, coupled with the Israeli-Gaza cease-fire in November might form the 

base for a more peaceful region. But the US, Israel and Canada, amongst others, voted against the 

resolution. 

 


