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The Big 

Picture 

There were a few 'Big Picture' events in January. President Obama gave his 'State of the Nation' 

address, the world's top politicians, bankers and industrialists got together for the World 

Economic Forum in Davos and the Financial Crisis Inquiry Commission (USA) released its 

findings on the cause of the GFC. 

What a difference a year makes - Obama and Davos made their statements last year as well. 

Obama has at last adopted a conciliatory tone with big business. This approach has the makings 

of helping the US rebuild its economic strength. True, he still has to get the Republicans to lift the 

deficit level limit and make sure some of the states don't go completely off the rails. 

At Davos, the bankers don't seem so 'bad' anymore. Importantly, the BRIC countries (Brazil, 

Russia, India, and China) were properly represented this time. And there is increasing talk of 

alternatives to the US dollar for a reserve currency. 

The Crisis Inquiry seems to just blame everybody. Hank Poulson (former Secretary to the US 

Treasury) got singled out for causing panic. A bit harsh given the situation. I presume the 

commissioners didn't panic? 

The last week of January was somewhat surprising for the bond market. Japan bought Euro debt 

saying they wanted to help stabilise the Euro and stop the Yen further appreciating. A couple of 

days later Japan had its own debt downgraded to AA- . This is a time of cooperation! 

The floods have caused massive personal hardship but also volatility in our markets. Rate 

increases are now less likely, increased taxes are on the way, some resources’ exports couldn't 

get away and, most importantly, lots of small and larger businesses in Queensland will be out of 

action for a while. 

No one should worry about the numbers coming out on growth for a few months. People are far 

more important. In the medium term, the spend on infrastructure could give us a really good 

boost. So the short term picture is a little less clear but we should be back on track sooner rather 

than later. 

But just as markets were settling down, the Egypt crisis has confused at least the short-term 

prospects for markets. Egypt is a vital link for Western economies and the Middle East 
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                      Asset Classes 

Australian 

Equities 

Our market got stuck in a tight range - mainly just below 4,800 – until the last couple of days of 

the month when the Egypt crisis naturally spooked investors. With reporting season just about 

to get underway, it seems everyone is worried about companies downgrading not so much 

(past) profits but outlook after the floods. While we are still nearly 300 points below where we 

were on that sunny day in April last year, the US market has breached 28 month highs. 

Patience is a virtue. 

It is still a resource story on our market. Energy, Materials and Industrials (mining related) are 

expected to do the best over the next 12 months but putting all your eggs in one basket doesn't 

work. The market is expected to rise about 14% in the next 12 months. Volatility has now 

returned to pre-GFC levels meaning we are getting less big daily price changes, even when bad 

news is released – but Egypt will be an issue if that crisis continues to escalate. 

Foreign 

Equities 

The US market has had a lovely rally for the last few months breaking 13,000 on the Dow and 

1,200 on the S&P 500 by the end of January. The VIX – which is a US gauge of 'fear'– got 

down to pre-GFC levels until it jumped back over 20 on January 28th. With most pundits 

predicting strong gains for the US market in the first half of the year, it seems like there is one 

less problem for us to worry out. A few are predicting slower growth or corrections later as the 

effect of the US stimulus fades. 

Marc Faber, author of Boom, Doom and Gloom, even thinks US equities are relatively safe at 

the moment although he thinks there might be a 10% correction. He feels that emerging 

markets are over bought and a larger correction may happen there. However, for every 

pessimist there seem to be a gaggle of optimists. Even Jeremy Grantham, the well-known bear, 

is predicting a strong US rally through to October. 

Bonds It seems to be business as usual in bonds. The European government bond situation is at least 

temporarily under control. Some think that in a year or two, one or more of the smaller 

European nations might have to renegotiate how much debt it pays back. Not pretty but 

Argentina went through that a decade or two ago and the world survived. 

Interest 

Rates 

With the floods, any expected rate rises have been pushed well back. Earlier in the month, the 

markets had priced in no increases at all this year. Of course some economists are still going 

for an increase in the second quarter but that might just reflect stubbornness. Last month we 

said one or two and possibly three this year. I'd say it is now much more likely to be one or two 

and possibly none. In due course, they will rise. 

Currency People are now really seeing the impact of a high dollar on our economy. Retailers have joined 

the tourism and education sectors in pain. Our dollar has been hanging around parity all month. 

But when it falls, as surely it will, the drop could be swift. When the US starts to run without its 

trainer wheels - probably after June and maybe as long as 18 months away - the fall should 

start. Until then the dollar will go wherever it pleases. 

Oil Oil started January looking as though it was heading towards $100 but lost steam and shot off 

towards $80. Possibly more for hedge funds than the real world. Nothing seemingly to worry 

about - but over $100 would hurt the US motorist and flow on effects. 

Gold After peaking at a little over $1,400 in early December, gold seemed to be heading below 

$1,300 – until the flick up at the end of January. While we think the peak may well have passed 

us by, some are still calling for a big rally up.  

Too many of the world's economic problems are falling into place for a safe haven that might 

have been needed last year. Egypt seems to be about people trying to remove their leader after 

30 years in office. There seems to be a simple solution at hand. 

 



 

 

                       Regional Analysis 

Australia January is usually a quiet month for news but the floods, cyclones and more have kept people 

busy. The economic fallout seems to be contained. Insurers and banks seem to be in control. 

There will be a spike up in inflation due to the floods but that will follow a reading last month 

that was well below expectations.  

Interest rates will rise only if the RBA thinks them necessary. That is, if our economy 

struggles, rates won’t rise. If they do rise it is because we are doing ‘too well’ and the RBA 

wants to keep us in check! It is hard to see what news could come about to cause a rate rise 

before July. 

The employment print in January wasn’t a strong as most (all?) economists were expecting. 

Unemployment is very low but job creation stalled. Less people looked for work. 

China China continues to tackle economic management – and it seems to be winning. The last thing 

we want is a slowdown in China growth – but if it does you can count on them stimulating it 

back up pretty quickly. We do want inflation to be in check and with everyone seemingly 

playing games with their currencies, it makes it harder for them to do so. 

U.S.A. With the bulk of Q4 reporting season over, about 75% of companies beat estimates on 

earnings and revenue. That being said, there is an inbuilt bias. In the last two US recessions 

50% still beat! 

The positivity on the US markets continues to strengthen. With Obama seeming to get down 

to working with the Republicans in his State of the Nation address, a breaking of the 

stalemate of the last year or two could really help.  

US GDP is now above where it was before the GFC! It looks like a V-shape to me. All this talk 

of L-shape (depression), W-shape (double dip) and U-shape (elongated bottom) must start to 

fade. Unemployment is lagging but it usually does. And when it does start to fall after a 

recession, the fall can be swift. What we don’t know is how people will react when QE2 

(stimulus) starts to fade. Is the private sector strong enough? By then it looks like it will be. 

Europe Except for the Irish prime minister’s resignation, the European crises seem to be stabilising. 

The ski-resort of Davos again hosted the World Economic Forum and while it was searching 

for a collective growth, it looks more like the place to be seen than a place where decisions 

are made. At $19,000 a ticket (if you paid your $52,000 annual subscription) you would want 

to be spotted on TV a few times. 

The UK’s GDP growth was softer than anyone would like but Germany powers on. It is a year 

of delicate balance, healing and moving forward. 

Rest of 

World 

Japan must have felt bad when it got its credit rating cut just after helping out in a bail out of 

European debt. Japan never really recovered from its ‘lost decade’ of slow growth which is 

prompting some to speculate other nations might now lose their decades. The Japan asset 

bubble preceding its economy’s downfall was arguably much worse than what the rest of the 

world has seen – except for maybe Ireland and Greece. 

The Egypt riots are a worry – not only because of the tragic loss of life – but also the impact it 

could have on the relations between the West and the Middle East. Egypt has been a major 

player in soothing relationships. It is far too early to speculate what might happen.  

 


