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The Big 

Picture 

With a General Election now  scheduled for September 14th, we have about eight months of ‘poll’ 

dancing to send us all into a dizzy tailspin. Whoever w ins the election has a big job ahead to restore 

confidence among both consumers and businesses. The next eight months w ill do little to help 

confidence as there will be claim and counter claim – and no proof until after the election. Monetary 

policy lost its mojo in 2012 as seemingly more people lost (through savings) than gained (through 

mortgage holders being only 1/3 of the population and they typically do not tend to reduce their 

repayments). If  a strong government – with a decent majority – is elected, then it could well be off  to the 

races. But will the f irst nine months of 2013 be bad? We just scored about 5% on the ASX 200 in the 

f irst month but the market that keeps on giving will not do so without some sort of correction. 

At the moment w e have our market overpriced by nearly 5% - just shy of the 6% we use as an indicator 

of a possible correction of 6% - 10%, or a prolonged sideways movement. But the problem is deeper 

than that. We have f ive sectors overpriced by more than 9% (Discretionary, Health, Financials, IT and 

Telcos) - which is seriously overpriced by our measures. Investors have been seemingly piling into 

high-yield defensive stocks from cash – as interest rates have fallen – but a correction could wipe out 

the dividend payment in the f irst year for recent buyers. Thereafter, the dividend is still a good play, but 

the current euphoria with high yield might end in tears for some. 

As it happens, we have Energy and Materials stocks priced closer to par. Anyone who followed the 

lemmings on the dive over the ‘China Cliff ’ must be surely hoping that their parachutes will save them 

from crashing to the ground. China came out w ith some truly great data in January. If enough high-yield 

investors rotate from defensives to resources, the market could keep on giving. If not, a correction 

seems inevitable. But that should not stop long-term investors continuing to set their long-term courses. 

Traders can do what they will – we have nothing to offer them. 

China looks great and the US looked good - until two days ago. A GDP read of -0.1% for Q4 of 2012 

looked bad at f irst sight – but hurricane ‘Sandy’ did so much damage to the East Coast of America that 

any number for Q4 w ould have to be meaningless. Their ‘Fiscal Clif f ’ problem is largely behind them – 

but the ‘argy-bargy’ will continue in Congress. The US looks ‘OK’ for 2013. Europe is well over its 

crises. Of course problems do not vanish, but little ones – rather than big ones – seem to be the stuff of 

the future.  

So w hat for Australia? Interest rate cuts may arrive but that is the wrong thing to do. Unemployment w ill 

not get better in the short run – and could get worse. But the indecision from a minority government – 

as an MP gets arrested for fraud (yesterday) and a former Speaker doesn’t look great in the public eye 

– w ill vanish in eight months so long as voters agree on whom should lead them. 

For investors, the future looks clearer than for years. The mega problems have gone away so an asset 

allocation that reflects this current state should be the way to go for most. Perhaps today is not the day 

to go deep in equities – that maybe a few days or weeks away – unless that play is in resources stocks. 
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Asset Classes 

Australian 

Equities 

To back-up a 14.6% capital gain on the ASX 200 over 2012 with a further 5% increase for January 

2013 has the makings of an accident waiting to happen – but only in the short term, and only a little 

one. We are calling (and have been for a few months) that the market will reach well over 5,000 

during 2013 but little – except light – travels in a straight lines! 

What we think will happen in 2013 is that we will have a very strong market – up 12% over the year 

(or more) – but that there w ill be (several) disruptions as the different participants in the market take 

their different positions in different sectors. If I had spare cash at the moment – which I don’t – I w ould 

only increase my holdings of big, strong resources stocks. I do not intend to sell my defensives – 

price f luctuations are a part of life for a long-term investor.  

Without doing a serious analysis, this (from my memory) is the f irst time that the sectors of the market 

have been so far out of kilter. The market has run hard - but hard is too soft a word for the run on 

some (high yield) sectors. Having a good fund manager on your case – or being seriously on your 

own case – is the only w ay to go for short-run profits – but the long-run looks f ine. All of our volatility 

and fear indexes are looking very good for a great 2013. 

Foreign 

Equities 

The S&P 500 kept pace w ith the ASX 200 during January but the FTSE out-performed both by about 

2% - the DAX didn’t.  

The US reporting season for Q4, 2012 has been pretty good (except for Apple). The medium-strong 

2013 for the US macro economy only looks good (but not great) but that is enough for Australia. We 

have the S&P 500 overpriced by about two or three percent over – but their overpricing – by our 

measures – is much more even across sectors than on the ASX.  

We have the US market growing in 2013 by double digits. Again, nothing moves in a straight line. The 

US does not look like impeding our market during 2013. 

Mario Draghi (President of the ECB) looks totally in charge of Europe – thank God - because he is 

doing a great job. So we do not expect any particularly big bad leads from Europe in 2013. The last 

tw o or three years have been hard to deal with for all – and years out, some big decisions w ill have to 

be made – but for 2013, we are not worried about Europe or any other big player. 

Bonds The Fitch 1-year probability of default for Western Europe debt nearly reached a recent low of 1.04% 

from 1.33% at the start of the year and a 2012 year high of 4.05%. This is an excellent sign for 

European bond markets.  

But w ith yields low in so many countries, many are expecting a shift into equities in search of both 

yield and growth. 

Interest 

Rates 

The RBA looks unlikely to cut rates next week but the market is pricing in at least one more cut in 

2013. For over a year, we have maintained that cuts no longer have the same affect that they did a 

few or years so ago.  

Analysts seem to be of the opinion that rate cuts improve unemployment and growth rates in the 

medium term - but anyone who is watching what is actually going on w ill wonder why some heads are 

still stuck in f irst year econ text books.  

People buy nonessential goods and services because they think they will have a job for the 

foreseeable future, not just because the rate on credit is a tiny bit low er. While employment data have 

been strong for the last year – it is the fear generated in the media that spooks consumers and small 

businesses. 

Currency The $A started 2013 at $1.0384 and f inished at $1.0394 but it peaked at $1.0583 during January. 

Oil The price of WTI oil rose about 7% in January and for Brent about 5%. 

Gold The price of gold gained 1% in January but silver gained 7%. 



 

                       Regional Analysis 

Australia Unemployment retuned to 5.4% (for December). Full-time jobs fell by -13,800 but the gain in part-

time employment reduced the loss to -5,500 for total employment. 

Calling an election so early for September 14th is a record and one must w onder why. Electors can 

lose interest even in short campaigns so one has to think that the government has some plan to 

gain from a campaign of exhaustion. The plans seemed to have been derailed the day after the 

announcement when a former Labor MP w as reportedly arrested and charged with 150 counts of 

fraud. The opposition had launched the start of a campaign the weekend before.  

January is typically a sleepy month for Australian news as many are on well-earned vacations. This 

year was no exception but some joy was to be found from our big miners as they posted record 

outputs for Q4 2012. 

China The latest f lash China PMI for manufacturing has now reached a two year high at 51.9. The mood 

of the major forecasters is that the worst (which certainly wasn’t bad) is behind China and the future 

looks strong with growth over 8%. 

Iron ore prices climbed even higher in January from $140 at the start of the year to a peak of just 

under $160 but they now seemed to have settled at just above $140 – a far cry from the September 

2011 low of under $90 when most (but not us!) were calling the end of the China story. 

China also posted some very strong economic data – particularly for imports and exports that 

caught most by surprise. At the same time, inflation came in at about 2.5%. 

U.S.A. The fiscal-cliff  debacle was quickly (partially) solved by breaking the budgetary deadlock into two 

parts – taxes and spending. Obama used his mandate to push a reasonable tax package through 

with a two month delay on sorting out the looming spending cuts. The debt ceiling problem – similar  

to the one in August 2011 that caused the downgrade of US debt from AAA – seems to have been 

delayed until after the expenditure deliberations. 

Optimism seems to be returning to different parts of the economy but not in a particularly consistent 

fashion. Of course, this is much better than a year or two ago when hopes of more QE w as the only 

thing that kept everything together. There is now  lots of talk of ending QE as soon as 

unemployment gets below  6.5% which isn’t as high as it seems and which doesn’t seem that far 

away w ith the current level of 7.8% and well below the double digit f igures that plagued the US in its 

recession. 

Europe Europe continues to be moving forward on resolving its debt issues. Europe passed a f inancial 

transactions tax that is applied to any transaction that involves Europe on at least one side of the 

transaction. Yields on sovereign debt are falling with Italian 10-year debt at 4.30% and Spanish at 

5.15% being so far below the 7% invisible line that marked unsustainable debt rate during the worst 

of the crisis.  

Rest of 

World 

Japan seems to be on a resurgent path including stimulus and talk of currency wars. It remains in 

conflict with China over few disputed islands in the China seas. 

The UK, w hich is only technically part of Europe, is discussing its future role in the EU. It seems  

that the EU is not feeling positive about the UK w anting to cherry-pick which bits of EU policy it  

wants to adhere to. 

 


