
 

 

1st January 2011 

Woodhall's Wrap 

Ron Bewley PhD, FASSA 

 

The Big 

Picture 

While many of us were eating turkey and ham with our nearest and dearest, China lifted its 

interest rate again by 0.25%. Commentators expect them to have three more over the next year. 

A well thought out and controlled response to Chinese inflation. At home we look safe from a rate 

rise for a good few months. Our next one is more dependent on what happens in the US than at 

home. 

Nouriel Roubini, an NYU professor, has dined out for three years on a wrong prediction. He 

argued in 2006 that the financial markets would collapse on the bursting of a housing bubble. He 

got part of it right but he claimed there would be a depression lasting a very long time – and he is 

struggling to give up his Dr Doom tag with his latest predictions. But the US economy has really 

started to come back into its own. The bulls are running down Wall Street while the shoppers 

have returned to Fifth Avenue. Dr Doom bought a $5.5m apartment in New York last month 

presumably on the gains from his predictions (and an academic’s salary?). So even he is now a 

(closet) optimist! 

The Australian economy has begun to show a few cracks. The non-resource sector is only 

crawling along. Employment was very strong – it is the retail sector that is really hurting. But is it 

that retail used to earn super normal profits and now that Santa can come down the broadband 

rather than the chimney, there is now a realistic level of competition? 

Our government (or lack thereof) is a worry. The regulatory body, ACCC, has found problems 

with the NBN Co broadband project. Gillard looks uncertain on all fronts. Will she still be in the 

Lodge next Christmas? Her government has faced attacks with less confidence than our 

cricketers did on Boxing Day. 2011 will be the year big questions will be asked about minority 

governments, independents and Greens. 

2010 ended with Europe covered in snow causing chaos in travel plans and families getting 

together for the big day. Parts of Australia were battered by serious storms and sweaters were 

worn on Christmas Day. It must be Global Cooling – we were too successful in combating the 

warming! 

Taking lots of different economic forces into account, we are heading for a really good twelve 

months starting sometime soon. 2011 might turn out to only be quite good but when the US 

Federal Reserve starts to smile in a few months time, markets might take off, our dollar may get a 

well-earned rest and return to eighty something cents, and the bull run may be off and running. It 

is too hard to try and predict when this will start but who cares? A good 2011 and a great 2012 

should be enough to get those smiles back and reward us for the patience we showed in 2010. 
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                      Asset Classes 

Australian 

Equities 

Australian equities gyrated over the year but finished up more or less where they started. It 

seems some of this lack of performance was due to a strong dollar on the back of the resources 

boom. The US and UK both posted around double digit returns while their underlying 

economies struggled. 

The Santa Claus rally didn’t get very far. Why do people draw strong behaviours from such a 

small sample of a few good Christmas rallies? Broker forecasts for 2011 are aiming for an 

above average year – around 15%. However, when the US starts to talk about rate increases in 

the US, there may be a lot of volatility in our market for a month or two. If we expect it, then we 

shouldn’t worry. 

Foreign 

Equities 

The US market got above the pre-Lehman Brothers level (15
th

 September 2008) before 

Christmas without pulling straight back. Owing to their weak dollar, those US companies with 

big overseas exposure have started to do very nicely – an export-led recovery with retail 

following close behind. US forecasters are going for 10% - 15% capital growth in 2011. 

The Australia-England rivalry on the sporting field is legendary but there is only one team in the 

stock market race. At the end of 2007 – before the GFC – the FTSE was about 100 points 

above the ASX in the mid 6,000 level. Three years later we are trailing the Poms by more than 

1,200 points. The FTSE is close to 6,000 while the ASX struggles to take a run at 4,800.  

The only explanation we can come up with is the negative impact of the strength of our dollar. If 

we revalue are market first in sterling, then in US dollars (ie hedged for a foreigner) we beat 

both markets. Our judgement is that is quite possible we will get a big kick up when our dollar 

starts to depreciate – after the US talks of rate rises. 

Bonds Pimco, the world’s biggest bond fund, posted a monthly loss at the end of 2010 and one of its 

principals put in a substantial amount of his own wealth into that fund in what looks like a show 

of support (so why wasn’t his money in that fund before?). Pimco has also raised its growth 

forecasts for the US. Is this the end of the ’new normal’ – an expression they coined for their 

belief a new lower growth rate will characterise our futures? 

The boom days of bonds look over but we never know for certain what will happen next so 

holding bonds for diversification is still a good idea for the non-aggressive investors.  

Interest 

Rates 

No rise in December and the RBA has flagged that it should be a while before the next rise – 

maybe as late as June/July. At 4.75% that rate is still at the low end of ‘normal’. It now looks like 

only one or two rises this year – three at a push. 

A moderating interest rate scenario augurs well for a stable housing market in most regions. 

The IMF just came out with a statement that Australian house prices are 5% - 10% overvalued. 

No cause for concern. But rushing out now to buy investment properties doesn’t seem smart 

unless you have specialist knowledge of the property/region. 

Currency The dollar hung around the high 90’s in December with a few breaches of parity. The steam 

seems to have gone out of the appreciation. The forecasts of $1.20 by some are starting to look 

a bit silly. The next move is likely to be down. As the US strengthens and we carry on, the 

interest rate differential between the two countries will narrow. The interest rate differential is a 

major determinant of our dollar. When it will narrow is very unclear but a big drop before the end 

of the year might catch unwary travellers out. 

Oil Oil has breached the $90 level but doesn’t seem to be on a particular course to anywhere. The 

fundamentals of solid world growth underpin the level. Of course a crisis could cause a spike. 

Gold Gold breached $1,400 before pulling back to just below that mark for much of December. At 

65% above the price at the end of 2007 and 215% above the end of 2004 level, who wants to 

bet it will go much higher as the world recovers? And it is a bet as gold has no other purpose! 



 

                       Regional Analysis 

Australia December started with a great labour market result. But only 290,000 households are 

sampled each month to get a reading. A flat (low) unemployment level is going to vary more 

through month-to-month statistical precision than from fundamentals. It is meaningless to try 

to guess the next level when we are already at about full employment. 

GDP was a bit weak this quarter but some of that was due to the timing of certain big events. 

Almost everyone expects a good stable growth path. But the government does need to watch 

the retail sector, banks, tourism and education. The last thing we want the government to do 

(with its track record on roof insulation, school buildings and broadband) is to do anything silly. 

We don’t want them to again jump in with both feet with an ill-considered plan. 

The big revelation is the change in our savings behaviour. The debate around 1990 was that 

savings rates were far too low – even negative sometimes! But without any obvious directive 

savings rates have climbed to a massive 10%. If Aussies start to spend a bit more back to say 

the 5% levels, the rush of cash into retail will be overwhelming. 

China Well we did get cheap lobster for Christmas – a story as we led last month’s issue with. Much 

of China’s huffing and puffing has settled down. North Korea is a problem but China seems to 

have a position which helps China and the rest of us. 

China puts out a plethora of production figures. In a key industrial print last month, growth fell 

from 15% to 11% but is predicted to stay there. If China grows too fast, bubbles will form and 

burst. If it grows too slowly Australia will suffer. And if China’s growth jumps up and down, the 

uncertainty is a negative for us.  

The important thing is, China knows what it is doing and, unlike us, has the political clout to do 

it. The resources boom will not last forever. They will turn a little more to Africa and South 

America (as well as themselves) but that evolution is likely to be slow and other countries will 

come on stream – India and the rest. 

U.S.A. For the first time in three years watching Bloomberg TV, there is a wave of optimism for the 

markets and the economy. Some of that view may be due to the extension of the Bush tax 

cuts. Some may be due to weak-dollar driven exports and some might be due to consumers 

feeling safe enough to spend their wages. During the GFC US savings rates went from 0.6% 

to 6% - a massive statement of fear of unemployment and debt repayments. 

The tech-sector is doing particularly well and people are now talking of rate rises. No one 

seems to be predicting even talk by the Fed of a rate rise before mid year but it now seems 

likely Bernanke will smile before Christmas. We’re not sure about Obama smiling – he has his 

work cut out trying to come to terms with one needing more than oratory to lead a country.  

Europe Well the USA, England and Australia only got four votes between them for hosting the World 

Cup. Let’s move on. The German economy goes from strength to strength. And the irony is 

that if you had invested a thousand pounds in the FTSE at the height of the market in 2007, 

and reinvested the dividends, you would have more than a thousand pounds now. Of course, 

if you had invested $1,000 then you would have less than $1,000 now. It’s a dollar story. 

Ireland’s debt got downgraded 5 notches by Moody’s. But Ireland has a higher per capita 

income than Germany, it has about the lowest corporate tax rate (about 20% less than us) 

and its teachers are just about the highest paid in Europe. That was a bubble. Joining the 

European Union was like winning the lottery for the average Irish citizen. Now it’s welcome to 

the real world. It will be tough for them. 

Rest of 

World 

The North Korea story is important. But they are so dependent upon China. North Korea is 

really poor. They need partners. We suspect China is up to the task. 

 


