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The Big 

Picture 

The reporting season usually dominates August but world events swept them into insignificance. 

The debt ceiling debacle in the US Congress and the ensuing axing of the US AAA-rating sent 

markets into a tail spin - helped, of course, by continued going-round-in-circles debate among 

European leaders over their debt woes. 

The ASX 200 fell from a modest July-end 4,425 to an intra-day low of 3,800 on Tuesday 9
th
 

August. A spectacular 500 point recovery to the end of August still left us down 2.9%. Just a 

panic attack - but what a panic! Spare a thought for Germany - the DAX down 19% on the month 

and the US down over 5% - but why? Our dollar crashed from a high of nearly $1.11 to under 

parity - and then back to $1.06. We have been arguing that our market has merely been following 

the US when we value our market in $US - and that relationship continues. 

At last the Reserve Bank (RBA) has been softening its rhetoric on interest rates - which partly led 

to the fall in our dollar - but they still hint that the next move will be up - albeit no sooner than the 

end of the year. Markets are pricing in a fall. The next move could go either way. There is a 

strong argument that the next move is down but don't bet your shirt on it. Term deposit rates and 

some fixed term rates have already fallen a little. 

Gold too played a cameo role in August. It hit a new high of $1,917 but fell almost immediately to 

$1,705 on increased margin requirements and rumours that the Italian central bank is selling 

some its reserves - and it is the third biggest holder of gold reserves in the world! With so many 

people calling bubble, it could be a wild ride on gold. When it comes time to sell, buyers might be 

few and far between. 

A lot was riding on Jackson Hole - the annual retreat in Wyoming for central bankers hosted by 

the Federal Reserve's Ben Bernanke. Last year he announced QE2 and some hoped for QE3 this 

time while others were in horror about more money printing. Cool-hand Ben played it well. He 

announced nothing other than he might do something if he feels like it - and the markets loved it. 

And back to reporting season. The number of earnings beating, equalling and missing estimates 

was about a third, a third, a third. Not bad when so many expected downgrades from the 

companies before the season started. The outlook statements were a bit uncertain. Not surprising  

given some were saying we were in a Lehman-like meltdown. Broker forward estimates have 

been revised down a little with the result that our 12-month-ahead forecast for the market has 

dropped from 14% to 10% over the month. Still above average. With many expecting a bit of a lift 

in the second half of the year as the impact of the Japan shutdown recedes, some of our 

company estimates might be revised upwards when the dust settles. The Industrials, Consumer 

Discretionary and Utilities sectors took the biggest downgrades for the year ahead. 
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                     Asset Classes 

Australian 

Equities 

With steel companies shedding large numbers of workers and retail in a spin, some sectors of 

our market are not doing well. We have our market priced at about 12% under-valued with a 

predicted 10% capital gain for the year ahead. Surprisingly, our market did not over-react as 

nearly as much as the US in terms of intra-day jitters - but so many retail investors felt like 

bailing out on that fateful Tuesday when our market fell about 6% in two hours only to finish up 

1.3% on the day. If that is the worst they can throw at us, 4,000 on the index looks like a solid 

bottom. 

Forward price-to-earnings ratios are still below average and earnings don't look to be in too 

much strife. It does seem that people are buying into our market from about 11:30am onwards - 

with talks of one or more sovereign wealth funds taking a shine to us. If you didn't sleep well 

during August, there should be no rush to stack up in equities straight away. Sitting (quietly) on 

hold might give you time to get your breath back. 

If Bernanke says anything wonderful in his extended scheduled FOMC meeting at the end of 

September, a big market rally into Christmas (or is it the holiday season?) like last year might 

catch your attention. 

Foreign 

Equities 

Believe it or not, overseas had it worse. The S&P 500 had six consecutive days of an average 

of 5.4% difference between the high and the low compared to our 3.2%. In essence - the US 

was uncertain but by the time our markets opened we just took the closing price change on the 

chin - like the good Aussie battlers we are. 

At the darkest hour, most of the big-gun fund managers and brokers stuck to their guns. One 

did revise his forecasts down for the S&P 500 - to 1,425 for year end - which would be an 

increase of 31% from the low in only five months. Nice if you can get it. 

The US had a (quarterly) reporting season too. The consensus was that it was one of the better. 

Earnings good, macro bad - so how does that work? Well some strength in earnings is due to 

the cost cutting that puts workers on the street but, if the market is a leading indicator of the real 

economy, the economists' forecasts might just be wrong for GDP. They have been known to be 

wrong before! 

Bonds 10-year US Treasuries dipped below 2% with some calling for a low of 1.76% - but, of course, 

they bounced back. Interestingly, PIMCO, the biggest bond fund in the world with two guru-

status leaders pulled totally out of treasuries a while back This is now seen as a big mistake. It 

just goes to show that even gurus switching in and out of assets can backfire. 

Interest 

Rates 

Westpac got a lot of mileage out of its call for a 1% fall in rates in the next year - but it is not 

getting must traction. Yes, a cut of 0.25% is possible - some say likely, but the RBA chief has 

his heels dug in. With house prices still soft and inflation in range - except for the effect of a few 

flood-stricken veggies, there is no need to increase rates and there is a strong case for at least 

putting them firmly on hold - as Bernanke did for the next two years in the US. Our governor 

earns about five times as much as Bernanke but it doesn't look like he knows five times as 

much about managing expectations. I wonder if they would like to swap roles for a while? 

Currency Our dollar traded in a 10 cent range over August. Things were looking good for us at $0.99 but 

with a rise back above $1.06, relief is not yet on the way. With US rates firmly on hold and 

China far from being in trouble, the only way we can get the currency down is to talk rates 

down. See above! 

Oil Oil was nudging $100 (WTI) in July but took a journey below $80 in the middle of August. It 

bounced back half way by month end. With Libya looking like it might come back on stream, 

$100 a barrel might not be seen again for a while. 

Gold Gold broke through $1,900 in August but it didn't take much to send it scurrying back to $1,700. 

When the world sorts itself out, gold will fall sharply. Just a matter of time. 



 

                       Regional Analysis 

Australia Political uncertainty still blunts our investment push. Retail is hurting but Harvey Norman did 

post a 9% improvement in profits. The employment print was not positive but they do only 

sample about 29,000 households to see who has a job and who wants one. We will need a 

few months to see if a trend is established. 

With the Illawarra shedding a town-full of people from its workforce there are calls for 

Australians to buy our products first. While in the short-run this may work a little, like internet 

shopping - why pay more than we have to? It has been the way of the world that change 

comes. The famed Tolpuddle marchers and the Luddites tried to resist mechanisation in 19th 

century England. Where would we be now if they had won? Of course it would be helpful for 

governments to set policies in place beforehand to smooth out these transitions! But the latest 

official capital expenditure figures are booming - even outside of mining! 

China The hard-landing for China school of thought has gone quiet. The latest PMI data is a tiny bit 

soft but that is what we all wanted because China was creaking at the seams. Inflation is still 

high but the consensus is that it has already peaked. 

U.S.A. The squabble between the Democrats and the Republicans over the debt ceiling was 

reminiscent of a Monty Python sketch - so good on S&P for downgrading their debt over their 

circus. There are no short term debt issues but the US is not addressing its structural 

problems while it berates Europe for not looking after its! 

There was a feeding frenzy over the call for a double dip recession until one retail figure - 

+0.6% for the month - quietened them down. The numbers coming out of the US are not great 

for sure. All it took was for Bernanke to say the data was not that bad for the market to kick in 

a strong rally. 

Europe Riots and looting in England, Italians going back on their austerity resolutions but two Greek 

banks were well-received for merging to shore up defences. It's hard to know where it will all 

end up. They know how to solve the problem but the Germans are fed up with bailing out less 

hard-working neighbours - but if they go down, so will Germany. Painful to watch but it is hard 

to see them not solving the problem when they have to - even if root-canal therapy seems like 

a more pleasant alternative. 

Rest of 

World 

Japan is getting back on its feet after the nuclear shutdown and this bodes well for that part of 

the world that depended on its output - in particular in the motor vehicle industry. 

The Rugby World Cup comes to New Zealand in September, Australia won the tri-nations and 

Cadel Evans became the first Aussie to win the Tour de France. At least sport keeps our eyes 

off the 24 hour business news that so confuses us all! 

 

 


