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The Big 

Picture 

November started with a much-needed rate cut for Australia and ended with 37 global banks 

being downgraded by S&P. In the middle, governments and prime ministers changed in Greece, 

Italy and Spain. Sovereign bond yields blew out in Italy and Spain - and a German bond auction 

failed to get away. 

In the US their 'super-committee' failed to resolve anything but the month finished on a high note 

with the biggest increase in US consumer confidence since April 2003 - the start of the big bull 

run - and Black Friday - the traditional start to buying presents for the 'holiday season' - was up 

16% over last year. 

It would be easy to get lost in all of this news but some simple pictures emerge when the dust 

settles on the headlines:- 

The US economy is starting to look strong. A number of statistics beat estimates including retail 

sales and industrial production. Earlier this year, many were predicting a double dip recession for 

the US. While the politicians might still be squabbling, the American consumer is back and 

confidence has returned. Like in April 2003, this about-turn could be the start of the next big rally! 

With Portugal, Italy and Spain facing up to the need for reform, it won't take much for Europe to 

start to get moving. There is an important meeting on December 9 to determine whether some 

sort of fiscal union in Europe is warranted and possible. The meeting could go either way but, 

with Germany having a stutter in its bond auctions, a viable resolution to the euro zone problem 

should not be ruled out. 

China is predicted to slow down a little bit but, being less dependent on exports these days, this 

slow-down is a welcome relief for inflation which might fall from a recent high of 6.5% down to 4% 

in the near future. 

Australia at last has had its rate cut with a possible increase in consumer and business 

confidence to follow. With the markets pricing in at least one more cut soon - maybe even next 

Tuesday - gloom could start to lift at home. The mini-budget on 29 November should have little 

impact - it is mere window dressing. Whether we have a $1bn surplus or deficit at the end of 2013 

matters nought. Our national debt, unlike most, is well under control. Indeed, there is a strong 

argument for nudging the budget into deficit to make sure. I know of no one who thinks it prudent 

to save up the cash to be a first home buyer rather than to take out a sensible mortgage. So why 

the obsession against prudently managed national debt with occasional small deficits? It is only 

the irresponsible debt accumulation overseas which is a significant problem - just like those 

individuals who max out their credit cards with frivolous purchases that get stuck in debt traps. 
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Asset Classes 

Australian 

Equities 

The ASX 200 was well down on the month but it was more of bouncing along the bottom than a 

continued decline. Many stocks now seem exceptionally cheap. We have the market 

underpriced by about 10% but the fundamentals - or earnings forecasts - have strengthened 

over the month. It seems like the market (non)-participants are waiting for the green light before 

they pile in. And like with most relief rallies, they can take off sharply. 

While we might get a little Santa Claus rally from here, it is doubtful if it would take us beyond 

where we were at the end of July. Should we get a rally - which is far less than certain - it might 

be followed by a slow grind up for months with dips on each piece of less-than-good news. It 

will take some time for investors to lick their wounds before they get fully set in the market. 

5,000 at Christmas 2012 seems good at this point. But a lot can happen - good or bad - 

between now and then. 

Foreign 

Equities 

European equities rose sharply near the end of November  - 5% in a day - on the whiff of some 

good news. Imagine what the response will be like if the ECB comes in as backstop for 

sovereign bonds? Although the political deliberations have been pathetically slow, there does 

seem to have been some progress in the last few months. 

The S&P 500 was trading for months in the range 1,120 - 1,220 before breaking out to above 

1,260 during November. It only took a few days for a 100 point correction to take place. 

Volumes on the NYSE have been unusually low. With end-of-year book squaring for fund 

managers looming large, the US may have a little rally at the end of December. 

Bonds Bonds for Italy and Greece spiked above the 'magic' 7% at which point it becomes very difficult 

to repay loans. Even Germany experienced some problems in the bond market but some argue 

yields were too low at around 2%. If Italy and Spain look safer these days, why not put part of 

your allocation into, say, Spain rather than all in Germany at very low rates? Belgium got 

downgraded to AA. S&P downgraded 37 global banks! 

Fitch's estimated 5-year probability of default for Europe jumped up for Europe in November but 

other regions were largely immune from the political machinations. 

Interest 

Rates 

At last we got a rate cut! It is not so much the increased purchasing power it will give some 

consumers and businesses that matters but the confidence that the RBA is now extremely 

unlikely to increase rates for a long time.  

Markets have already priced in further cuts. With no cut possible for the January vacation 

period, February looks more likely than December for the next cut - that  is, until the mini budget 

increased the chance for an immediate cut next week. It doesn't really matter which but rates 

look like being lower by March. 

Currency Yet again we saw it all. From $1.05 at the end of October, the rate cut helped the $A down to 

$0.97 before European rumblings took us back up to parity. 

Oil While our dollar fell during October, oil rose to breach $100 a barrel before settling down just 

under that mark. 

Gold The price of gold settled down to around $1,700 after a brief flirtation at higher levels. The big 

risk at the moment is that Italy, with one of the larger holdings of gold, might start selling gold in 

a serious way to pay down its debt to more manageable levels. Gold fell sharply at the first hint 

of this play. Gold is very much of a speculative play these days. 

 

 

 



 

                       Regional Analysis 

Australia The announcement of a 12.3% increase in business investment for the third quarter was a 

nice way to end the month. Of course, that doesn't mean we haven't got a two speed 

economy but at least bits are moving very quickly. 

The Melbourne Cup rate cut was welcome but overdue. With Christmas around the corner, it 

is touch and go as to whether that is enough to give retail a nice boost. With the dollar now 

firmly off its highs, a rebuilding of the retail sector might start. Parts of it may now be damaged 

forever as consumers got used to bargains less GST delivered to their doors. 

An unexpected move on replacing the Speaker of the House should have little impact on 

actual business done in parliament but it might make the process a little smoother. Thank 

goodness. 

China China is always in the news. Too fast. Too slow. And what about inflation? The media never 

seems to be happy with China - and that is not news. Iron ore did dip in price from its peak but 

then rallied. It appears that a solid pace has taken over for the economy which is much better 

than kick-the-lights-out growth followed by a bust. China looks in control - which is more than 

can be said for most economies. 

U.S.A. The super-committee was charged with coming up with sustainable budget cuts to avert a 

$1.2 trillion cut being forced upon them. As with seemingly every attempt at anything in 

Congress this last year or so, no agreement was reached.  

The presidential election is now only 11 months away. There is talk of some sort of money 

printing (QE) in quarter 1 next year. Perhaps the US economy will sprint to the November line 

as in a three-legged race - reasonably quickly but tied to another competitor to slow them 

down. 

Europe If it wasn't so economically serious, some of the events of Europe would have been hilarious. 

The Greek prime minister wanted to go to the people with the question of whether they 

wanted austerity. For a country bathed in excess since the start of the euro zone, it took the 

sentiment of the Financial Review's quote, "Do you want five years of austerity or five years of 

austerity with a side order of chaos" to pull the referendum. Berlusconi left the Italian 

parliament leaving more time for bunga bunga parties and a new people's party is ruling Spain 

with a big majority. 

But Greece's Head of Statistics is facing criminal proceedings - accused no less than having 

inflated the size of Greece's fiscal problems. 

Rest of 

World 

Japan's exports slowed, which is a worry but we need more data to call a trend. 

While the world is not in great shape, the strength of the bad news seems to be rapidly 

diminishing. Perhaps no news over Christmas as people party might help us start 2012 in an 

appropriate light. The patient has been stabilised and we wish him (or her?) a speedy 

recovery. 

 


