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The Big 

Picture 

Only six sleeps to go and we will hopefully have a government that no longer has to negotiate with 

independents and minor parties to formulate local interest policies rather than focusing on getting Australia 

back on track! Elsewhere I have written that Australians have changed their spending habits much more than, 

say, in the USA. On an inflation-adjusted per capita basis, our ‘other personal loans’ data – such as credit 

card balances – is down by 30% from the 2008 high. Debt reduction is the ‘new black’. Household savings 

ratios are back to where they were before the floating of the dollar in 1983 and they have been more stable in 

the last five years than in any previous five-year period on record. There is, in my opinion, pent-up demand 

ready to spend again – but hopefully more responsibly than before the GFC! A clear path from the new 

government could be the catalyst for a return to ‘normal’ behaviour and a brighter future! 

The Syrian conflict is worrying from a humane perspective but also on possible impacts if the USA and France 

decide to intervene. Apart from a spike in oil prices, the major economic issue arises if other Middle Eastern 

countries get involved. Clearly the situation is unpredictable which explains with the British parliament opted 

out of joining with the USA and the US Congress was not recalled to discuss the possible solutions. 

September is the month for which we were primed to expect tapering of US stimulus to begin. After three 

months of hype, the US data just got a bit softer so that it is now possible that the start of tapering might be 

delayed a fraction and start later in the year. A decision is imminent following the September FMOC – akin to 

our RBA board meetings. US unemployment did fall to 7.4% in the release at the beginning of September but 

some of that ‘improvement’ is thought to be a result of a discouraged worker effect. Second quarter GDP 

growth was revised upwards from 1.7% to a healthy, but not strong, 2.5%. 

China has been saving the day, again. On August 1
st
, the PMI (Purchasing Managers Index) for 

manufacturing came in at 50.3 when a sub-50 read was expected. Then the mid-month preliminary read also 

beat 50 – at 50.1 – when only 48.2 was expected – to be the best number in four months. That was a massive 

beat and fuelled a further recovery in resource stocks. The next number is due out today! And it is not just the 

PMI that has strengthened. Both China imports and exports markedly improved – so much so that July set a 

new record for iron ore imports! With iron ore prices so much higher than the experts were predicting at the 

beginning of the year, there is clearly no end to the China boom but some expansions of mining capabilities 

have been curtailed. 

At home, the RBA cut rates yet again to a record low of 2.25%. Too bad if you are a saver or don’t have a 

mortgage (and that’s about ⅔ of us!). Consumer confidence did pick up this month. We still argue that this is a 

result of the election and not rate cuts. Capex (capital expenditure) data came in very strongly with 

expectations for 2013/14 being revised upwards. No more rate cuts are anticipated for at least a couple of 

months. 

The reporting season for Australian stocks is just about over. The bar was set low and so many companies 

came in above expectations – but even so the results were a bit soft. A good proportion of companies 

improved dividends but the impact of those that suspended dividends for the moment resulted in a fall for the 

ASX 200 index. The impact of the broker revisions to their forecasts of dividends and earnings on our forecast 

models has resulted in or 12-month forecast for capital gains on the index has slipped 1% point to 10.4%. 
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Asset Classes 

Australian 

Equities 

The market is fairly priced and high yield sectors are still attracting more than their usual share of attention. 

Our forecast for the end-of-year ASX 200 is still 5,250 – with more upside than downside. In nine of the last 

10 weeks, the ASX 200 has posted a gain – but often a very small one. This sort of rally is so much better 

that the ones that keep making headlines for big gains interspersed by bouts of tears. 

Our index rose +1.6% in August compared to the S&P 500 (-3.1%), the FTSE (-3.1%), the DAX (-2.1%) and 

the World index (-2.3%). It is not possible to be anywhere near certain why we broke the world trend but 

resource-related sectors did do some very heavy lifting: Energy (+3.9%), Materials (+3.7%) and Industrials 

(+4.2%). However, Consumer Discretionary, Consumer Staples and Health were in the same ballpark. 

Financials struggled a little at +0.3% but CBA going ex-dividend impacted the result. 

There was a little extra volatility in our market during August as analysts and the media tried to interpret 

every sentence coming from the Federal Reserve on tapering. It does seem now though that there has 

been so much talk and reaction that the impact of actual tapering will be much more muted than it would 

otherwise have been. 

 

Foreign 

Equities 

The negative returns on many markets during August should be viewed in a broader context. The ASX 200 

beat the FTSE by 4.7% = (+1.6% - (-3.1%)) in August but on the year-to-date the ASX 200 is up +10.5% 

against +8.7% for the FTSE. The world index is now up +10.0% on the same basis. Markets do not always 

move in unison and different signals cause temporary over or under pricing. 

The Q2 reporting season for the US is also now over and it too was a little mixed. Our forecast for the next 

12 months capital gains on the S&P 500 is currently +10.9% - a little above that for the ASX 200 at 10.4%. 

However, the S&P 500 has been stable for months while ours is drifting lower. We have the S&P 500 as 

slightly underpriced. 

 

Bonds US 10 year Treasuries yields stabilised around 2.8% during August. The biggest danger to these long rates 

is if the US economy suddenly undergoes a rapid growth spurt. With so much stimulus sloshing around, 

inflation could then take off and some have speculated US long rates could spike much higher while the 

Fed tries to take back charge. 

The increase in long US Treasuries has naturally impacted on mortgage rates. The softer home sales data 

in the US is attributed by some as due to this increase in rates. That does seem a rather fast transmission 

of cause and effect for us. Rather, home sales were coming from a very low base and some volatility in 

sales is likely as more normal sales levels are again reached. 

Greece is negotiating possible further help from Europe but this discussion had little impact on the wider 

economic world. The probability of default for Western Europe is currently about where it started the year – 

and before the Cyprus crisis. 

 

Interest 

Rates 

The RBA meets again on Tuesday September 3
rd
 to deliberate on rates. With an election on Saturday next, 

it is really hard to see the RBA moving now. Indeed, some recent data suggest that we may have already 

bottomed in our interest rate cycle. 

My long held position is that ‘economists’ have been focusing on text book solutions. If the next government 

inspires confidence, the surge into a new future could be enormous. Interest rates may have to rise quickly 

to stem the pent-up demand! 

 

Other 

Assets 

All of the major commodity prices (copper, oil, gold and silver) were well up and our dollar fell -1.0% in 

August. 

 

  



 

Regional Analysis 

Australia The economic statement in August acknowledged things are worse and getting worse than previously 

thought. Unemployment, currently at 5.7%, is expected to rise above 6% in 2014 – if not before – and the 

peak during the GFC was only 5.8%! Growth estimates for the year ahead are below trend but not by too 

much. The big question is whether companies and consumers have been holding back on decisions until 

they know what the new playing field looks like. If there is no mining, nor carbon, tax will people behave 

differently than they have in recent times?  A surge into 2014 is possible under those circumstances. 

China At the start of the month, the Purchasing Managers Index for Manufacturing (PMI) came in at above 50 on 

the 1
st
 August – and the usually lower HSBC preliminary estimate on the 22

nd
, also beat 50. China is 

looking good – as it always was – unless one took an unhealthy view to follow the herd. Iron ore prices 

are staying up at elevated prices ($130 - $140 /tonne) when the pundits were predicting a ‘typical 

seasonal slump’ in Q3 ore prices. Even Australian Capex data (Capital expenditure data and intentions) 

last week – including the mining industry – showed some promise for 2013/14. On top of that, China 

Industrial Production came in at 9.7% against an expectation of 8.4%. In hindsight it is clear that there has 

been a carefully managed slowdown and its economy is gliding to more sustainable growth.  Sam Walsh, 

the RIO chairman, gave an upbeat presentation on China and iron ore. 

U.S.A. It was with much relief that some of the recent US data has been a little soft. That slows down the process 

of tapering (reducing stimulus). The preliminary Q2 GDP growth figure of only 1.7% was just revised 

upwards to 2.5% on the back of better trade data. Everyone is hoping for slightly strengthening data for 

the US. A slowing economy would be disastrous – but so would a booming economy as that would cause 

rapidly rising rates to quell the surge. GDP at 2.5% is about as good as it gets for the moment. The July 

read on unemployment saw the rate fall from 7.6% to 7.4% - starting to get close to the 6.5% line in the 

sand that will define that much of the economic problems have been left behind. The August 

unemployment update comes out on the first Friday of each month. A 7.5% or 7.4% for the next read 

would be good – 7.2% could be a bit scary! 

The annual Federal Reserve / World Central Bank fest held at Jackson Hole, Wyoming produced almost 

nothing. Previously, big announcements were made there – like the start of QE last year – but Ben 

Bernanke, the Fed Chairman, took his bat and ball home not turning up for the first time since he was in 

the Chair at the 2006 conference. Obama famously called the end of his term in a Charlie Rose interview 

on Bloomberg TV a few months ago. It really matters who come next. Janet Yellen, the once hot favourite, 

is a fading star and Obama’s ‘political’ favourite, Larry Summers, is gaining ground. As one Bloomberg TV 

guest said, “You wouldn’t vote for Larry based on his dress sense or people skills”. He is unusual. Both of 

his parents were professors at the University of Pennsylvania (an Ivy League School) and Larry has two 

uncles (Ken Arrow and Paul Samuelson) who were each awarded a Nobel Prize in Economics. Larry 

entered MIT – the top high tech university in the world – at age 16. Clearly he is super-smart, but does he 

listen? The fear is that he will axe stimulus too quickly. 

The FOMC (like our RBA board meetings) sits this month. Will it be tapering starting in October – or will 

they wait for December? It seems likely to be one or the other. So many choices will have been 

crystallised by New Year’s Eve. 

Europe There has been much talk about another deal for Greece debt but there are now bigger waves in a bath 

tub. Default probabilities are staying low. With Europe starting to emerge from recession, that credit crisis 

is thankfully fading into a distant – but nasty – memory. 

Rest of 

World 

Japan just scored higher-than-anticipated inflation and that is great news! Admittedly at 0.7% over the 

year, inflation is not high but Abe is pulling his country out of the deflation that has ‘lost’ a decade or two 

from its growth path. 

On the other hand, India is slipping downhill. Its currency, the rupee, fell by over 3% in one day last week. 

Emerging markets are doing it tough as people speculate about the end of stimulus in the US with a 

consequent increase in ‘safe’ US Treasury yields. Christine Lagarde has called for a coordinated 

approach to transitioning to a post-stimulus world. The US Fed was less than impressed in that idea.  

The Syria situation has caused volatility in currencies and oil prices. Britain has voted not to enter Syria – 

leaving possibly yet another US ‘solution’. However France looks likely to partner the US if that is what is 

needed. As dreadful as a situation in which civilians are bombarded by chemical weapons is, it is not clear 

we know who is on which side and why – and who is doing the bombing. Hopefully a UN task force can 

help the civilians without yet another Middle East conflict involving foreign forces. 

 


