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The Big 

Picture 

After a year filled with drama, a quiet, sleepy November is what many of us needed while we took stock of our 

investments. The shenanigans over the US partial shutdown and debt ceiling rapidly faded into the distance. 

And so far the US data does not seem to have been affected by the shutdown. Indeed, the US jobs figure at 

the start of the month came in at an increase of 204,000 jobs when only 120,000 were expected by analysts. 

At home, data were a bit soft rather than poor – and there were even bright spots like retail sales coming in at 

+0.8% for the month; Westpac’s consumer confidence was up; but NAB’s business confidence was down – 

but still above pre-election data. 

The Australian dollar has been worrying the Reserve Bank of Australia (RBA) for some time. With further rate 

cuts looking unlikely because of a possible spill-over into property prices; retail sales coming back to strength; 

and unemployment holding steady. In the end, Governor Stevens ‘jaw-boned’ the dollar down with big effect – 

at least for a little while. As King Canute found out when he sat on a throne on an English beach and ordered 

the tide not return – talk can only do so much. 

China’s economy continues to impress and iron ore prices remain at embarrassingly high levels for those 

many analysts claiming that prices would fall to around $80 / tonne in the second half of 2013 – rather than 

oscillating in the current range of $130 - $140. RIO’s share price is up around 30% from its mid-year lows and 

some of the smaller miners have really bounced back even harder! 

On the political front, China is embroiled in a number of confrontations, one of which is a dispute over a 

handful of uninhabited islands in the East China Sea. China just declared a no fly zone but already, USA, 

Japan and South Korea planes have wilfully flown through with no retaliation. The largest island is less than 

half the size of Adelaide’s CBD and the smallest is half the size of an Olympic swimming pool. The issue is 

the surrounding waters with access to all of the fish, oil and gas. Maybe share the resources? 

So with an economic backdrop of gloomy predictions about mining investment and ‘the non-mining economy’, 

it was with complete surprise that the recent CAPEX (Capital Expenditure) data painted such a great picture 

of our future. Investment intentions were at a record for 2013 but there is a surge for greater investment in 

2014! True, mining investment is to be flat – but that is quite different from falling – and the rest is great. 

And so what for the markets? It does seem that the boom in the ASX 200 and the S&P 500 is coming to a 

gentle end. The S&P 500 and the Dow just surpassed record notable figures of 1,800 and 16,000 but we have 

the US market fairly heavily overpriced at +4.6%. Our own market is not overpriced by our measure and 

capital gains forecasts are strong at +9.4% for the next 12 months – but that will seem a lot slower than the 

+14.4% year-to-date in 2013. 

But dividends remain strong at around 4.5% plus franking credits to add to any capital gains. With volatility 

back down to quite low levels, we might get a more modest return going forward but without the big swings of 

2013. The big banks look set to deliver a steady stream of fully franked dividends at a yield of about 5.3%. 

However, capital gains in this sector look to be thin on the ground and much the same goes for Telstra. The 

only ‘known’ problem is the US debt ceiling/shutdown decisions scheduled for January/February 2014. 

However, it has been reported on Bloomberg that the President can issue a decree to resolve the problem 

and it would take a two-thirds majority to overturn him – and that majority does not exist. 
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Asset Classes 

Australian 

Equities 

The ASX 200 lost -1.9% over the month which eroded all of the October over-pricing and a little bit more. 

The Financials sector is struggling to balance the need for high yield from cash leaving the sidelines and not 

having share prices so high that yield is eroded to unacceptably low levels. 

The Energy sector was by far the biggest loser as oil process slipped on the news that an agreement had 

been reached between Iran and six Western nations over nuclear disarmament. No sector gained in price 

over the month. 

Since we now have the market fairly priced, there is limited incentive for the market to correct. However, 

there is some heat in the US market which – if their markets climb much further – that could cause a 

modest correction of 6% - 10% there and that might have a flow-on effect to our market. 

As we glide into the New Year it is worthwhile recalling our position at the start of the year. Our January 1
st
 

2013 forecast for an e-o-y 2013 finish was 5,150 and the market started the year at 4,649. In contrast, an 

Australian Financial Review panel on Jan 1 came up with an e-o-y forecast of 4,677 – or almost flat for the 

whole of 2013! Our e-o-y forecast crept up slowly as the year progressed but it has not been above 5,375 – 

even when the market almost reached 5,450 in late October. Our current forecast for e-o-y 2014 is 5,900. 

Given our very different view for capital gains across individual sectors, there would seem to be a lot of 

scope for making active gains from investing with good fund managers. 

Foreign 

Equities 

The S&P 500 started the year at 1,426 and surpassed 1,800 for the first time in late November for a 

staggering 26.6% year-to-date. The Dow crossed 16,000. One must ask how much of this pricing in the US 

is due to the stimulus package known as QE3. When first it was suggested in May that the programme 

should be slowed down – called tapering – the market fell sharply. As investors get used to the idea, market 

reactions to Fed commentary are becoming more muted. Tapering is most likely to start sometime between 

about March and September 2014.  

When tapering does start we might expect a little extra volatility but in a controlled fashion as the tapering 

will probably start very slowly. Since our market has only risen by 14.4% compared to the US 26.6%, we 

might not fully react to any negative leads from the US. 

The decoupling between the two markets started in November.  We went down -1.9% over the month while 

the S&P 500 went up +2.8%. The world gained +1.6% and Emerging Markets fell -0.1%. 

Bonds With tapering expected, bond yields at the long end should rise while the price of the bonds will fall. Since it 

seems unlikely that the US will increase its official rate until at least 2016, the yield of short-dated bonds 

should be less affected. 

European debt remains relatively stable with the Fitch one-year probability of default only climbing a fraction 

from its recent low for the year. 

Interest 

Rates 

The official rate remained on hold at 2.5% last month and no change is expected on Tuesday 3
rd
 December. 

With no meeting scheduled for January, the next chance is February. It seems as though we are at the 

bottom of the interest rate cycle.  

The RBA, in desperation to depreciate the dollar, could go one more time but what type of signal would that 

send to prospective home buyers? It is quite possible the next move is not until 2015 and that would be up! 

France and the Netherlands just lost their AAA ratings but Spain went from negative watch to stable and 

Cyprus went up a notch from CCC+ to B-. Not bad at all. 

Other 

Assets 

The ‘Aussie’ started November at 94.90 cents and dipped below 91 cents towards the end of the month. 

Gold prices also struggled losing -5.3% for the month or -24.6% for the y-t-d. 

Oil and copper prices also lost ground. 

 

 

 



 

Regional Analysis 

Australia Although it is only a poll, having the new government trail the opposition 52-48 on two-party preferred is a 

bit of a surprise. No opposition has ever come back so quickly but Abbott is well ahead of Shorten.  

The Coalition is managing to get itself tied up in knots – boats, foreign investment, carbon tax and spying 

– although the spying on Indonesia apparently took place under the previous government. While it might 

be sound policy to take things calmly and smoothly, a few runs on the board would go down well. 

The data are better than many expected. Unemployment is steady at 5.7% when a few months ago, many 

were calling for a peak above 6% in 2014. That might not now happen. Just over a thousand jobs were 

created in October but nearly -3,000 full-time jobs were lost. 

The CAPEX data were pretty damn good. Given the dire predictions of two speed economies, 

manufacturing not stepping up to the plate, and a sharp end to the mining boom, one could be forgiven for 

thinking the experts got it all wrong (again?).  

There is no doubt that things are a bit soft but the all important expectations (consumer confidence, 

business confidence, CAPEX and labour hiring) are not too bad. We have long argued we needed a 

stable government and not rate cuts to bring about these changes. Since we have both cuts and a 

majority government both camps can argue success. But it really doesn’t matter. It is success that counts. 

China The experts largely got China wrong too. All of the Purchasing Managers Indexes (PMI) for manufacturing 

have been above 50 for some time. Iron ore prices are solid and high despite the increased supply. BHP 

and RIO are planning expansions. 

There was some doubt in mid October when China exports were reported to have shrunk from the year 

before but a +5.6% bounce-back in exports reported in November clinched that one. And China Industrial 

Production came in at 10.3% and Retail Sales at +13.3%. 

The political hierarchy held its Third Plenary Meeting and came up with the idea of doubling the size of the 

China economy between 2010 and 2020. No half measures there. That’s like plucking an extra current 

China – the second biggest economy – out of thin air before Japan hosts the World Cup! 

U.S.A. The US politicians have largely kept a low profile during November – at last. Data are a little mixed but 

strength is gaining. To quote Janet Yellen, the Federal Reserve Chair nominee, “the US economy has 

made good progress but has further to go”. 

Carl Icahn, the billionaire businessman, is less than convinced about the strength of the US markets. He 

is calling a correction but he is one few to be expressing such negativity (expect for the perennial bears!) 

Europe Europe dodged another recession with growth coming in at just +0.1% from +0.3% in the previous 

quarter. S&P downgraded France’s debt from AAA to AA+ and France is looking like a battler. But, at the 

end of the month, Germany came in with its best economic confidence data in 18 months. 

Rest of 

World 

Iran has negotiated a resolution with six western powers about its nuclear programme. In a four day 

meeting, something was achieved but we are not sure what. On conclusion, President Obama declared 

that they had stopped development of Iran’s nuclear programme and the removal of some bits and pieces 

of their arsenal. But the Iran President contemporaneously announced that the agreement was a clear 

endorsement of Iran’s right to have a nuclear programme! Anyway, oil prices fell on the news. And the 

negotiations are scheduled to start again in six months time. 

Japan – and others – seems to be upsetting China over a number of issues including the disputed islands 

in the East China Sea. China needs to assert itself as a major power now that it is the second largest 

economy. But who wants to move over to give China room? Presumably no one but we are going to have 

to. One of the dangers to future world growth is an unnecessary row getting out of hand with China. 

But Japan ended the month with its highest inflation in 15 years – at +0.3% – but they are so happy 

because ‘Abenomics’, the economic policy named after Prime Minster Shinzo Abe, is doing its best to end 

the two lost decades of deflation – and they nailed it! 

 


