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The Big 

Picture 

Equity markets around the world lost ground in June with Australia (-2.5%) falling in line with the world index 

(-2.6%). However, the real story is brighter than that because a recovery started midway through the last 

week of June. Much of the fall and equity market volatility was due to analysts interpretations of statements 

emanating from the Federal Reserve about how they might deal with the end of the stimulus program, QE3. 

Clarity in the last week, together with a downward revision to US economic growth help put ‘tapering’ of QE3 

on the back burner for a little while. The Fed has been clear that removal of stimulus depends upon the state 

of the economy – particularly as measured by unemployment. Of course tapering down QE3 from $85bn a 

month to something less is still a stimulus – albeit a lesser stimulus. It will be quite a while before the US tries 

to repair its balance sheet by paying down the debt. 

China also caused some concern in June. Borrowing rates for business escalated as the China Central Bank 

(PBOC) tried to stem speculative investment while trying to maintain ‘good investments’. The PBOC reacted 

assertively in late June and another problem faded away. Europe remained relatively quiet as the newfound 

expansionary program is being navigated. France and Germany showed some promising growth in Industrial 

Production but unemployment – particularly youth unemployment – remains stubbornly high. 

Poor polling by the Australian government caused a leadership spill. Kevin Rudd now has the task ahead to 

try and turn Labor’s fortunes around. There is every chance he will push back the election from September 

14
th
 so he can mingle in the G-20 meeting in Russia in early September. Not only does he enjoy mixing with 

his ‘peers’, it would look good to an electorate challenged by reassessing Labor’s ability going forward. 

Posturing on both political sides is throwing up unwanted talk about poor economic performance and even a 

recession. Our economy will continue to struggle with rebalancing its sectors to meet new challenges but 

recession is not on the cards. The Australian dollar ended June a far cry from where it started the year and 

that will help large sections of our economy if it stabilises at this or a lower level. 

Commodities prices have not fared well – particularly gold and silver. Gold has now crashed down from over 

$1,900 an ounce to under $1,200 for a brief moment. Gold is not a safe play. It pays no dividend and it has 

been as volatile as equity markets in recent times. 

Investors who moved from cash to high yield stocks such as Telstra and the big banks may have had a shock 

recently. Those who bought last year are still getting a great yield and would not have suffered the paper 

capital loss recent buyers would have felt. Dividend plays should be long term investments so that market 

fluctuations are less of an issue. 

Our forecasts for the ASX 200 have been very much on track for FY2013 and calendar 2013 y-t-d. As a result, 

we feel no need to tinker with our models that suggest an e-o-y estimate of 5,250 and a June 30, 2014 figure 

of 5,500. We have the market currently a little underpriced (-2.9%) but the late June volatility might disturb the 

market’s start to July. 

At home, most analysts favour no change to interest rates for a month or two. US unemployment due out in 

the first week of July is the big number to watch for. It currently stands at 7.6% and the Fed’s target for easing 

QE3 is 6.5%.  7.4% - 7.6% would confirm moderate growth in the US without bringing back the spectre of 

stimulus being taken away. Our unemployment figure stays stubbornly around 5.5%. 
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Asset Classes 

Australian 

Equities 

Just when it looked like back-to-back months of big losses on the ASX 200, the last three days of the 

financial year posted a big gain to restore some faith in the market. Although the gains coincided with the 

change in leadership, it is unlikely that the new prime minister can take any credit. It just so happened that 

the China central bank acted on liquidity and some clarity arose in the QE tapering debate at the same time. 

Of course, going forward it is quite possible that Rudd will make a big difference but the moving of the date 

of the election to an unspecified time does not help business planning. 

Our measure of market mispricing, exuberance, has the ASX 200 priced as a little cheap (-2.9%). Our end 

of FY 2013 forecast (made on June 30, 2012) was 4,950 – a little above the outcome of 4,803 but our 

current measure of exuberance accounts for the difference. Moreover, our calendar 2013 forecast is 

similarly on track so we feel no need to tinker with our models.  

Only Healthcare and Telcos stocks look a little bit expensive but nowhere near as much as they were a 

month or so ago. So the dividend play can get back on the table without fear of capital losses detracting 

from the yield. Of course, those investors who bought the dividend stocks last year could have just sailed 

through this recent correction without worry – trading is far too difficult from which to profit. In some sense, 

we had the correction we had to have to put the market on an even keel. 

So our forecast for the end of 2013 has come down a fraction to 5,250 and our forecast for June 30, 2014 is 

5,500. 

Foreign 

Equities 

All major markets lost ground in June but the S&P 500 had an excellent calendar year to date (+12.6%) 

while the world index rose +7.1% in the first half of 2013. Emerging markets took a beating in June (-5.5%) 

and over the last six months (-6.3%). 

The reaction to the Fed’s floating the idea of tapering off QE3 sometime soon was strong and gives us 

some idea what might happen when it actually starts.  It seems that the data-driven decision is a while off 

which is why markets rallied strong when the US Q1GDP growth was revised down from 2.4% to 1.8%. Bad 

news is good news for the market because it mean stimulus for longer. 

Japan’s Nikkei continued to correct sharply through June but it did rise 73% during FY 2013 to its late May 

peak! A small correction is therefore inconsequential for most. 

Bonds Bond markets retreated sharply on the back of the tapering story. US 10 year yields rose from around 1.6% 

to 2.5% pushing mortgage rates above 4% for the first time in a while. Thus far, it doesn’t seem likely that 

this increase in rates is enough to dampen the encouraging housing recovery in the US. 

Default probabilities in Europe rose slightly in June from 1.41% to 1.64%. They peaked at 1.89% during the 

Cyprus banking crisis but they broke through 4% in the 2012 debt crisis. This slight increase does not signal 

any looming problems. 

Interest 

Rates 

The RBA meets again on Tuesday July 2
nd

 to deliberate on rates. Almost no one is expecting a change on 

that day and, indeed, the uncertainty about the election date makes it difficult to change rates without 

seemingly making a political statement in months to come. However, the mood of most analysts is that 

there should and will be at last one more cut this year. Macquarie still has 2% or three cuts marking the 

bottom of the cycle. 

We still maintain that interest rate cuts were not the solution to improve business and consumer confidence. 

Only near certainty in the policy making process will bring that on. Whether that comes before the election 

is an open question but there is often a honeymoon period for a new leader and so a turnaround can now 

happen before the election. Should confidence bounce back rates may well start to climb back to traditional 

levels during 2014. 

Other 

Assets 

Gold, silver and copper continued their beatings in June with the price of gold falling below $1,200 an ounce 

for the first time in about three years and well below the $1,900+ peak. The price of oil stabilised. Our dollar 

slipped another -3.9% in June making the fall over 2013 to date in excess of -10%. 

 

 

 



 

                       Regional Analysis 

Australia The month of June ended with a return of Kevin Rudd as Prime Minister. Give the election must be held 

this year – and there is a period of a caretaker government before that election – the new Prime Minister 

and Cabinet have little time to alter economic policy. However, there is an opportunity to openly discuss 

desired directions. It is highly unlikely that there will be no significant changes but Rudd has stated clearly 

that no changes will be hinted at without first discussing matters in Cabinet. The next couple of weeks 

should determine the extent of possible changes. 

Unemployment fell to 5.5% and +1,100 jobs were created. Although these statistics do have large 

sampling error, the last few months have shown a remarkable resilience in the face of the much talked 

about end of the mining boom. It must be emphasised the mining boom statement be interpreted 

carefully. The ramping up of exploration appears to have largely ended but the production and export of 

resources has not. 

There has been talk in recent times of a possible recession in Australia. This is nothing but political argy 

bargy in the run-up to the election. A recession in the foreseeable future is highly unlikely. Of course some 

jobs will be lost in some sectors – that is always happening. The high dollar undoubtedly affected certain 

sectors but the fall from the peak of $1.10 to $0.92 in recent times is a major change. What matters is at 

what level the dollar will eventually settle. A falling dollar that was not taken into the planning process for 

business can also have a destabilising influence. 

 

China The June 1 print of China’s manufacturing PMI was 50.8 against an expectation of 50 but the ‘flash’ 

reading on June 20
th
 of 48.3 was a big miss against an expectation of 49.4 and 50 which is the division 

between improving conditions and those that are not as good as current.  

Iron ore prices have been largely stable over June but new supply is predicted for later in the year that 

might bring the price down – not a fall in demand from China! 

China did produce a scare towards the end of the month when talk of a credit crunch arose. The banking 

system reacted swiftly and largely removed the problem. The government is trying to alter the way 

business is conducted in China. They want less speculation and more solid long-term growth. Problems in 

the balance are bound to happen from time to time but the government has an enviable track record over 

the last five or six years to act decisively. 

 

U.S.A. Economic data in the US continues to show solid but only moderate growth. During June, the FOMC 

(Federal Open Market Committee) floated the idea of tapering off the QE3 program. The result on the 

market was very negative but it seems some didn’t think through the issues. At present, the additional 

stimulus is $85bn per month. To taper the stimulus means that there will still be an expansion of the 

balance sheet – say at $65bn per month. Even when the new stimulus tapers to zero, there is no 

necessary contraction of the debt. Rates are still expected to remain low for a long time. Moreover, the 

Fed has stated that it thinks unemployment needs to fall to 6.5% before they think the economy is strong 

enough to live without QE. Unemployment is currently 7.6% and so it looks like it will be a year before the 

target 6.5% is reached. 

 

Europe The negativity from Europe appears to be lessening as the months go by. Clearly it will be a number of 

years – at least – before it gets back to its former strength but the policy settings are now conducive for 

some growth. In June both Germany and France posted reasonable gains in Industrial Production. 

 

Rest of 

World 

Japan remains in the news as ‘Abenomics’, the policies of the new President Abe, take hold. 

 

 


