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The Big 

Picture 

At last Q1, 2011, and all of its horrors, is over. In the middle of March, Japan - the third largest 

economy - was rocked by an earthquake almost 1,000 times stronger than the one that struck 

Christchurch the month before. A tsunami followed shortly afterwards. Surprisingly, neither the 

Japan quake nor the devastation around the world earlier in the quarter had much effect on the 

levels of fear in Australian and US stock markets. 

The nuclear disaster discovered on March 15
th
 - the 'ides' of March - did rock markets, but only for 

a few days. It seems that nothing can stop our market from forming 'a base' for a run at 5,000 on 

the S&P/ASX 200. 

A new NSW government was sworn in and the challenge has been set to improve the state's 

infrastructure. Since NSW government debt is only about 2.5% of GDP (compared to 10% to 15% 

for other AAA-rated governments around the globe), it could afford to borrow to get the state 

going again without losing its AAA rating. With the restoration work beginning in Queensland and 

now NSW, Australian growth should start to get back on track after the flood and cyclone induced 

blip in GDP passes us by. 

Retail sales is putting up a fight - albeit through discounting. But building approvals recorded its 

second really bad month on the run. When all is said and done, the Australian economic picture 

remains just about OK - except for the relentless resources boom. 

European debt crises still abound but they are now the 'known knowns" and are probably priced 

into the markets. Similarly, a continued level of unrest in North Africa is becoming old news. The 

only trouble will come if somehow Saudi Arabia gets swept up in the revolt. That would really hurt 

the world economy. 

Despite what has happened, gold didn't do much in March. It did hit a new high but not by much. 

Our dollar fell 4c to 97c in rapid time in the middle of the month but then broke through $1.03 at 

month's end. Pundits have dollar forecasts scattered anywhere between 85c and $1.10 for the 

year's end. 

Naturally our interest rate is unlikely to go up anytime soon. A small decrease got priced in during 

the middle of the month but that has now been eroded as fear about Japan subsided. 

So the future for investors may be getting back to normal (yet again). A little patience might be 

required in the next month or two as investors regroup. Volumes being traded in New York and 

the ASX are a little light showing some lack of conviction, but there was a determined climb in the 

market towards the end of the quarter - albeit just to get back to where we started the year! 
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                      Asset Classes 

Australian 

Equities 

The S&P/ASX 200 finished March less than 10 points above where it started - but it took a quick 

nose dive - otherwise known as a buying opportunity - in the middle of the month. After months 

of the market being just about fair-priced, we measured the market to be about 5% underpriced 

at one point. Of course, if the Japan nuclear reactor actually had gone into meltdown we might 

not be worrying too much about the state of the stock market. 

Energy stocks did well - on the back of higher oil prices and the potential demand for LNG if 

countries walked away from nuclear power. Surprisingly, we measured the quarter as being the 

second quietest quarter since 1985 using dispersion in stock returns as our guide. That is, stock 

returns for the top 200 stocks clung together much more than normal. This lack of dispersion is 

a very good omen. Investors are not fleeing for the exit - just a few traders are taking profits and 

rebalancing. Our capital gains forecast for the market in the next 12 months has now climbed to 

over 17% from 13.5% as the beginning of the year! 

Foreign 

Equities 

Although US stock prices fell as Japan's troubles - and those of North Africa and the Middle 

East came to light, there has been a relentless climb in the S&P 500 to well above 1,300 again - 

and above 12,000 for the Dow. 

Of course Japanese stocks took the brunt of the damage. The big car manufacturers had to 

shut down but they seem to be getting back to business - slowly. 

Bonds It looks like the problems in Ireland aren't getting any better. Several banks will need to be 

bailed out in Ireland and there is talk of some bondholders in that part of the world taking a 

'haircut' - that is not getting back all of the money they invested in bonds. Portugal is joining in 

the fray. It will take years for Europe to look normal. Interestingly during the month, Argentina 

(which actually defaulted a while back) was a better bet than Ireland in terms of bond spreads. 

The big bond debate though is about US treasuries. Quantitative easing (or increases in the 

money supply) is nearing the end of the QE2 stage. Some commentators are saying the US 

economy is getting sufficiently strong for all of QE2 not to be needed. On the other hand, some 

are saying QE3 might be needed - and there are analysts in the middle view as well. Whoever 

is right, the phasing out of QE will have to be done with some delicacy. But how much better 

does it feel now compared to this time last year - and especially the year before? 

Interest 

Rates 

We don't think anyone of note is expecting a rate hike before July at the earliest. Some are 

expecting no more increases in 2011 at all. We still think one and maybe two rate hikes might 

surface this year. The good thing is, if we get rate hikes, the economy must be doing well! 

Currency The dollar has gyrated over an 8c range this month. Until recently, the groundswell support for 

an end of year forecasts was for a modest decline to around 90c - 95c. However, since the 

resurgence after Japan, forecasters are coming out of the woodwork with numbers such as 

$1.08 and $1.10. 

Only a brilliant person or a fool would hang his hat on a short term prediction for the Aussie. We 

still think the dollar will head down over the next twelve months but it could take a leg-up first. 

Oil Oil was the big talking point for March. With the WTI being well above $100 a barrel - about 

$106 at the end of March, some forecasters are again predicting the worst. If Saudi Arabia does 

not become a major problem and Libya comes under control, somewhere around $100 seems 

the go. If Saudi Arabia gets caught up - write down any big number you can think of. That 

doesn't seem likely though. 

Gold With all of the major catastrophes in March it is somewhat surprising that gold didn't go much 

higher than it did. That behaviour makes it look like this is the top of the market at around 

$1,440. 

 



 

                       Regional Analysis 

Australia Unemployment again stayed low at 5% but employment was down 10,800. However, full time 

employment gained while part time employment more than offset that. Not a bad result.   

Retail sales at 0.5% was modest but at least that is positive. 

Anyone can be forgiven for getting a little confused about carbon taxes, resources taxes and 

the rest. There seems to be some realignments among the ranks but it looks more likely now 

that a less aggressive stance against business will be taken 

China Those suggesting China might slow down seem to have vanished from the media. Of course, 

in the fullness of time, China's demands for certain raw materials will change - but that seems 

years off. 

U.S.A. The US economy continues to look stronger. There are many more good numbers than not so 

good - and that is reflected in the strong increase in the S&P 500 over the first quarter. 

When QE ends, the US dollar will strengthen. That will slow US exports down but it seems 

that the organic growth within the US is sufficient to keep the momentum going. 

The US housing market is still struggling - but who is surprised by that? Some talk of a double 

dip in the housing market exists but flat seems a better description with a few bumps along 

the way. 

Europe The riots in London over austerity measures are serious - but it reminds us more of the work 

of the professional rioters that surface from time to time rather than an uprising to rival those 

elsewhere. 

Prince William gets married at the end of April. The English (and others) love a good Royal 

bash so that should help the economy along unless the threatened BA strike takes hold. It 

could be the Tower for anyone trying to ruin the celebrations. Commoners won't stand for it! 

Apparently William will not be getting a wedding band. Who would blame him with gold at 

record high prices? 

Ireland will take a long time to recover from the hole it dug itself. It should be a lesson to other 

countries and states thinking of attracting business and tourists through 'bribes'. 

Rest of 

World 

Again this month, it is the 'rest of the world' that is the main focus. Whether we look to riots or 

inflation in energy and food prices some countries face bleak prospects. There have been an 

unusual number of major non-economic-driven disasters that have caused inflation in food 

prices. Of course such inflation is tougher on those that spend most of their income on food. 

This problem is not going to go away but it does look more like a spike in a gentle upward 

trend rather than a problem that will stop world economic growth. 

Gaddafi is reportedly sitting on 143 tonnes of gold ($6bn plus) that he can use to fund his 

reaction to the Libyan riots. This reserve means the Libyan situation might take quite some 

time to resolve but the world's reaction has seemingly been swift, co-ordinated and not 

dominated by US-speak. With no foreign troops in Libya, we can hope for a situation that will 

not get out of control. 

 


