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The Big 

Picture 

The so-called ‘Great Rotation’ dominated our market during February. Cash has been piling into 

equities in search of a better yield. With term deposit rates barely above 4%, anyone in cash in the top 

tax bracket is going backwards after taking tax and inflation into account. Of course that was a better 

alternative for those who felt not gaining in cash was better than taking a bath in equities. But with the 

major players of China, the US and Europe looking reasonably settled, the high dividend paying stocks 

have started to look so good.  

Interestingly, over the last 12 months or so, the once disparate yields on the high dividend sectors – 

Financials, Property, Telcos and Utilities – have converged to about 5.5%. Stock prices could be 

preserved at these dividend levels but further capital growth looks out of the window for many, many 

months unless earnings and payout ratios improve. Resources stocks looks well priced and China has 

thrown them a life line. 

Our market ran much harder in February – up 4.6% - than the major world markets but we have more 

to catch up. The Dow Jones came within a whisker of its all time high in the last few hours of February. 

What is really good for investor confidence is that there were two really bad days in the last week of 

February for the ASX 200 but the market recovered quickly. The market fell -2.3% on the 21st. On the 

26th it fell 77 points near the open but rallied to close above 5,000. And the market finished the month 

at 5,104 – a fresh four and a half year high. Our fear and volatility indexes are still in the zone to be 

able to sustain a rally but we do have the market quite overpriced at nearly +6%. 

Much of the global euphoria is due to the release of hard data: housing and durable goods in the US; 

mammoth trade data and PMI reads in China; iron ore prices trading above $150 all month compared 

to the $87 low of 2012; recent best confidence reads in Germany and Australia – etc. But not all data 

have been good. Retail in the US and Australia softened. Europe’s GDP, at -0.6%, means their 

recession continues. 

On the soft info side, markets were temporarily spooked by an Italian election that failed to pick a 

winner. The continued bickering on Capitol Hill about ‘sequestration’ (phased in $85bn expenditure cuts 

from today) doesn’t help – but again the market is coping. Why? The US Q4 reporting season just 

finishing was strong. Our reporting season is all but over and it did us proud. Earnings were more or 

less in line with expectations but, importantly, companies are starting to give guidance about the future 

after a few years of “it’s all too hard”. But there were casualties. The CEOs of both RIO and BHP got 

the chop but Kloppers reportedly got a $75m payout – almost as much as the mining tax collected in its 

first six months - $126m! 

The RBA meets on Tuesday. Few are predicting a cut but, interestingly, JP Morgan is predicting one 

cut in May and then three increases in 2014. Bernanke, chairman of the US Fed has also started to 

mumble about increases in its rates – but not yet.  

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 

 

http://www.woodhall.com.au/


 

Asset Classes 

Australian 

Equities 

We estimated the overpricing of the defensive sectors remained throughout February as cash 

searched for a new home. The market made a good gain of 4.6% on the back of January’s 5.0% and 

last year’s 14.6%. Even though there was a -2.3% fall on a single day in February – big at any time - 

the market didn’t get rattled and made +1.3% on the last day. Our fear index remained in the ’normal 

zone’ but volatility did jump up although it has started to retreat. 

The daily average values traded on the ASX during February were the highest since September 2011 

- in the aftermath of the downgrading of US sovereign debt and the re-emergence of the European 

debt crisis. Our market is rising on a strong tide. 

Resource stocks do not yet seem to have joined the party. Iron ore prices throughout February were 

higher than at any time during 2012. Oil prices are reasonable stable above $90 for WTI crude and 

China’s PMI indicator of manufacturing activity beat expectations. Presumably, the cash chasing a 

new home wants a reasonably secure dividend and resources stocks are not designed to do that. 

Resource companies tend to reinvest their earnings in new projects. But when/if the new investors 

become accustomed to being back in equities, the ’second great rotation’ might start as wealth 

moves from defensives into cyclicals.  

Although the market has already reached our e-o-y forecast for the ASX 200 that we made at the 

beginning of the year (5,100), we do not yet expect to make any major changes to our forecasts. We 

now predict 10% growth from here to the end of the year but we need to take the market overpricing 

of nearly 6% into account. A finish such as 5,300 to 5,400 now seems to be the go. That happens to 

be consistent with our long-run mispricing model which generated an e-o-y forecast of 5,400 at the 

start of the year – conditional on all of the then long-run underpricing being eroded by the e-o-y. 

Foreign 

Equities 

With the Dow Jones index flirting with all time highs it is not surprising that the US markets did not 

grow as fast as ours during February. The psychology of markets often seems to stall growth as 

significant milestones are reached. 

The US did provide some strong reports for Q4 earnings during the month. Not spectacular but strong 

enough to keep a floor under the market. The sequestration starting today was at one time thought to 

be important as government expenditure goes through phased cuts of $85bn. But the world seems to 

be over all of this politicking. We know that time and time again these problems get solved but all of 

the fuss and brinkmanship builds as deadlines are approached. Perhaps the big end of month surge 

was really due to durable goods orders (excluding transportation) seen as being a very strong read. 

That, along with a good set of numbers in housing, is the stuff of an American recovery. 

Bonds Fitch’s probabilities of default kicked up a little at the end of the month as the Italian election spooked 

some. The danger is, after all of the good work over the last six months, the indecisive general 

election might shortly induce another election and a government that wants to renege on the policies 

that have brought stability. However, a big 5 and 10 year Italian bond auction went well at the end of 

the month so that fear might have passed. 

Interest 

Rates 

The RBA is unlikely to cut rates on Tuesday but might make one more cut this year. A lot depends on 

how they interpret the investment expenditure intentions survey results released yesterday. Q4 

CAPEX came in at -1.2% when +1.0% was expected by market economists. Clearly not a good result 

but these types of data are fairly volatile and business intentions in Q4 could have been very different 

from those of today with the new global optimism. However, intentions for 2013/14 did come in at the 

top of the range of expectations. Overall, these data were a little mixed. 

JP Morgan seems to be the first house making calls for increases in rates – three during 2014 in fact. 

One day rates will rise again but there seems little point in repositioning one’s investment strategy at 

this stage. 

Other 

Assets 

The $A slipped over one cent during February. WTI oil prices slipped -5% during February and Brent 

fell -3%. Copper prices fell by 4% but iron ore prices remained solid at $150+ a ton. The price of gold 

had a few jitters during February as discussions about ending the US QE program emerged taking its 

price under $1,600. 



 

                       Regional Analysis 

Australia Unemployment remained at 5.4% (for January). Full-time jobs fell for the second successive month 

(this time by -9,800) but the gain in part-time employment of +20,200 produced a net gain of 

+10,400 for total employment. Of course, full-time jobs are worth more to the individuals concerned 

and the economy as a whole so the quite reasonable headline unemployment number of 5.4% is 

not telling the whole truth. 

The Westpac confidence figure came in at a best-in-two-years number. Some interpret this 

improvement as a result of rate cuts but this seems far-fetched as cuts have been going on for over 

a year with previously no measurable impact. Rather we think it is the notion of an imminent new 

government with a mandate to solve the economy’s problems that is bringing confidence. 

With the Greens party splitting from Labor (but committed to supporting the government in supply 

and no confidence votes) it seems to be positioning more for the election rather than breaking away 

due to some particular current issue. With both Gillard and Abbott not having great support, they 

may need to watch their backs (the Ides of March are on the 15th of this month). Any change would 

need to be made sooner rather than later so the campaigns can be engineered accordingly. 

China The February 1st PMI of 52.3 surprised a market expecting 51.5. The intermediate ‘flash’ PMI of 

50.4 released on the 25th wasn’t that flash but these two measures are quite different. The 

intermediate number measures manufacturing activity of smaller companies and the main one 

measures activity of larger companies. The next official number – due today – will tell the real story. 

But the big story of the month is the change in the pecking order of the biggest trading nations. 

Great Britain, with its then Empire on ‘which the sun never sets’, held the number one position up 

until the Second World War. The US then took its spot. As of 2012, China’s trade (exports plus 

imports) became the biggest in the world and it looks like it will keep it for a while. Of course, having 

China in our own backyard is good for us – and that’s not just mining. It could include agriculture, 

education, consumer goods and health. Cochlear – the bionic ear manufacturer - already has set 

foot in China and CSL is a world class supplier of various health products including plasma. 

U.S.A. The so-called sequestration starts today. In years gone by sunset clauses were put on certain 

government programs to ensure that spending was contained. Highly targeted cuts start today and 

they will affect defence, education, health and more. Obviously the US has to face up to its long-

term debt issues but it does seem somewhat arbitrary to do it like this. Presumably some cuts will 

go through, some will be renegotiated and some will be averted. The market does not seem worried 

This policy is much less important than the ‘fiscal cliff’ of January 1st  - about one quarter of its size - 

that would have forced significant tax increases on almost everyone. 

Europe Cyprus turned up as a debt crisis problem but that island is too small to cause any of us concern. 

Italy is a potential problem with its election not yet producing a governing party. If they could 

successfully sell their 5 yr and 10 year bonds yesterday, the big players are clearly not worried. 

The UK lost its Aaa status as Moody’s downgraded its sovereign debt. 

Rest of 

World 

A meteor crashed in to Russia. It was apparently about half of the size of football pitch and landed 

1,500km from Moscow while the G-20 finance ministers were holding their conference. I wonder if 

they were warned? 

Syria has at last received aid from the US. 

 


