
 

 

1st June 2011 

Woodhall’s Wrap 

Ron Bewley PhD, FASSA 

 

The Big 

Picture 

May was eventful - in a sense. The Federal Budget came and went. There were no big surprises 

nor changes. A carbon tax is on the table but there are as yet no details. The Reserve Bank 

(RBA) has signalled it is inclined to raise rates once or twice this year despite a large part of the 

economy being sluggish. Even these hints of increases keeps are dollar high - but it has at least 

fallen to a few cents off its peak of $1.10, 

Most people are talking about what happens when QE2 ends in June. Will the market slide 10% 

like after the end of QE1? Will QE3 come in to save the day? It all suggests that there might be a 

little volatility but not much more. Some form of QE3 is likely - at some point. At the moment the 

US Treasury is selling bonds to the US Federal Reserve because not enough people want to buy 

them. Hopefully Bernanke has a plan. He has done well to date but a new direction is needed. 

The US economy continues to strengthen - but not by much. The key employment data due out 

on the first Friday of each month is the main guide. Obama needs action on this front by the end 

of the year as he needs to be in election mode come January. 

The never ending saga of the Greek debt raised its head again. The austerity measures they 

agreed to put in place to reduce the debt level from 10.5% to 7.5% of GDP have only yield a 0.5% 

improvement to 10% - but thousands of Greeks are rallying to say they can't take any more. A 

restructuring of Greek debt is now inevitable but this won't please the major Euro economies. 

China continues to be China. Always trying to slow down but seemingly in control. Some are 

talking about property bubbles in China but it is hard to differentiate between the balanced 

opinion makers and the headline-seekers. Problems, if there are any, seem a way off. 

Oil fell nicely below $100 and gold was well off its peak - for a while. Copper - the bellwether 

commodity - is strong and stable. Speculators were flushed out on May 2 when margin calls saw 

silver fall 12% in 11 minutes and other commodities, including oil, had less dramatic falls. 

Our market slipped from 4,823 to just below 4,600 in May - and then we saw one of our biggest 

one-day rallies in ages. There is no sign of a move to lower earnings expectations - yet. Our 

interpretation of consensus is for a 15% gain in the index by the end of May 2012. 

It is hard to know what the catalyst for a big rally will be. All the signs are that the market is settled 

and stable but we need some good news to counter the mumblings and grumblings. Big good 

surprises are much less frequent than the bad ones. Perhaps we will need a good reporting 

season in August to get things going. Meanwhile, in "Groundhog Day" country, we are getting 

repeat after repeat of the 4,600 - 5,000 range each month. 
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                     Asset Classes 

Australian 

Equities 

The market slipped again - mainly set off by the mini-bursting of the commodity price bubble in 

gold, silver and oil. There was plenty of support for the market at around 4,600 so there is no 

need to have any great worries at this stage. 

The banks got hit with talk of property dependency. That makes their expected dividends up to 

nearly 10% including franking credits for those who live in the tax-free world of superannuation 

pensions. If the dividends keep up, we can wait quite a while to get the capital growth. 

The Industrials and Energy sectors are still the ones with high expected total returns. Materials 

have pulled back a little to just above average total returns - but their risk levels mean that 

Materials are not a screaming buy at the moment. 

Foreign 

Equities 

Bloomberg TV reported that Goldman Sachs has a figure of 1,450 for the year-end S&P500 

result. Not bad given the market finished May at a bit above 1,300. We have a forecast of 

12.5% capital growth on the S&P500 by end-May 2012 which is a little bit more conservative. 

Our US measure of exuberance tells me the S&P500 was 6% over-priced on February 16-18, 

2011. This is the signal for its market to correct. Our market was not over-priced at the time but 

took the fall all the same with the US. Currently the S&P500 is priced at about fair value. 

In the recent reporting season, 75% of US companies beat estimates. While this sounds good, 

the inherent biases in the system mean that "75% beats" is normal over the cycle - but it 

certainly wasn't a bad result. 

Bonds When Greek bonds are priced 13% points higher than German bonds, you don't need to be told 

of the magnitude of the Greek problem. A default is priced in but that doesn't mean we won't 

experience a little volatility in bond and equity markets when it happens. 

US Treasuries are also in for a ride when QE2 stops this month and before whatever QE3 might 

be kicks in. 

Interest 

Rates 

Given what the RBA Governor said, we should expect one or two rises in the rest of this year - 

and maybe as early as June 7. More likely though is a rise in July or August with the other 

increase on hold to see what pans out in the coming months. It seems Glen Stevens is trying to 

talk down house price speculation rather than the broader inflation target - or worrying about the 

impact on employment in the lower speed economy. 

Currency Thankfully, our dollar has fallen back from $1.10 - at least for the moment. With tiny murmurs 

discussing rate rises starting in the US there is some chance we won't go back above $1.10 - 

but I wouldn't bet on it. Still, if we don't raise rates soon we could slide back to near parity in a 

few months. In the long run, the old range $0.75 - $0.85 is likely - but when does the long-run 

kick in? 

Oil Oil dramatically fell from over $110 to under $100 in days at the start of May. With driving 

season about to start in the US, at least that keeps gasoline under $US4 per gallon - apparently 

a key level - and confidence up. 

Gold The price of silver took off much faster than gold in recent months only to correct on the first 

business day of May. Since a lot of commodities are bought on margin - either directly, or 

indirectly though Exchange Traded Funds - an increase in margins brought silver back about 

28% in a week. Gold and oil fell less sharply. 

The behaviour of prices this month should be a warning signal for any investors who are not 

also professional traders! 

 

 



 

                       Regional Analysis 

Australia Parts of the Australian economy look a little bit soggy. However, savings data show that the 

ratio of savings to (savings + consumption) on a household basis fell from around 15% in the 

late seventies to negative in 2005-6. That ratio has now seen a rapid rise to 10%. In one 

sense that reversal in behaviour on aggregate spending from negative to 10% is a bit like 

households losing an extra 10% of their income in tax. The money is there (and because it is 

not tax they can get it back!) - it's just that people are paying off debts instead. When that ratio 

stabilises (and it seems to have just done that in the last few quarters) or retreats to say 5%, 

there will be a major stimulus in growth. 

GDP growth will be a shocker in June because of all the coal mines shutting down (and other 

things) during the Queensland floods. The next number should then reverse that impact as 

most or all of the mines are back in business. 

 

China China was largely steady as she goes in May. One big broking house just cut its China growth 

forecast from 10% to 9.4%. Given that it is hard to measure growth that accurately - and the 

world called for China to grow at 8% in 2008 -  I can't understand what the fuss is about. 

China is strong and likely to stay that way. Decimal points don't matter! 

 

U.S.A. The Democrats and Republicans still haven't agreed on lifting the deficit ceiling - a necessary 

evil to keep the US from defaulting. Lots of huffing and puffing until some little piggy blows 

"the House" down. 

There is a definite sign of further strengthening of the US economy in May. With so many 

statistics published each month, there is no surprise that the picture is a little mixed - but the 

balance looks solid. 

 

Europe Well the Royal Wedding has come and gone and much fun seems to have been had by many, 

not least of which by Pippa, the new Duchess of Cambridge's sister. Germany is strong, aided 

by a weak Euro, but there is no love lost between the big nations and the satellite PIGS 

nations. The Austrian finance minister said something like "If the Greeks cheated their way 

into the Euro, they can pay the price to stay in it." Not exactly warm and fuzzy. 

Of course the sizes of Greece and Portugal are not enough to worry the world economy. It is 

the perceived impact of European unity and how lost sheep are brought back to the fold that 

counts. 

 

Rest of 

World 

World growth forecasts have been revised down - partly because of the Japan disasters. The 

main school of thought seem to think that growth will pick up again later in the year. 

Mark Faber, author of Gloom, Doom and Boom's prediction earlier in the year hasn't (yet?) 

come true for emerging markets. He predicted a 30% fall for them and 10% for the US. Well 

the US, like us, got a bit of sell off but the 30% certainly hasn't eventuated. They did get a 6% 

fall and rise and fall but, as yet, emerging markets seem to be range trading like us. 

 

 


