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The Big 

Picture 

2011 was another year to forget. The Australian market posted a miserable return (ex dividends) 

of -14.5%. The US, with its dysfunctional government and housing market, posted a zero return 

on the S&P 500. Europe, with its dysfunctional government and austerity packages, posted a 

return on the German market of about the same as ours. 

Where did it all go wrong for us? For the first nine months of 2011, our market kept pace with the 

S&P 500 - if we valued our market in $US. The massive gyrations in our dollar over the year 

eventually seemed to have helped to frighten off foreign investors. The volumes traded on our 

market fell more than normal as we slid into the New Year. 

There was certainly change afoot. Governments were voted out, overthrown or severely 

challenged in many countries surrounding the Mediterranean. But so far, little benefit, if any, has 

been seen in the markets. The US occupation of Iraq ended with little fan fare. Remember that 

the 2003 - 2007 bull run started the same week that the US and other countries invaded Iraq? 

Forecasts for 2012 seems more clustered than normal. A choppy first half and a recovery second 

half is the consensus. To me, this seems like forecasters are trying to give themselves six months 

breathing space to come up with a coherent story. 

With our interest rate being cut for the second time in two months in December, that might be 

enough to stop our dollar rocketing back to $1.10 and beyond. It is important for our dollar to 

settle down and at a level below $US1.00 - preferably below $US0.90. 

There is plenty of good news around for those who want to listen. The US just had its best initial 

jobless claims in December since their recession began. US consumer confidence jumped up in 

December to be at the level they had before the debt-ceiling debacle began in August. There 

were even signs of some life in US housing. Company earnings in the US also remain strong. 

China is in a lot better shape than many seem to admit. The China economy was running ahead 

of itself early in 2011 but its government has deliberately and skilfully brought growth down to 8% 

or so. That is the range the world has 'recommended' for China since the start of 2008. Double 

digit growth is not sustainable. And since most Chinese pay cash for their houses - or take small 

loans - they do not have the leverage problem that was the curse of the rest of the world in 2008. 

Australia remains in a good position to be steered through the turmoil that is bound to continue. 

There will be some bad weeks and maybe months. Our market has a lot of catching up to do but 

it will take more stability in government, exchange rates and commodity prices to make 2012 a 

great year. But, as we saw at the end of November, the ASX 200 had its second best week ever 

at the first hint of the European crisis being resolved. If it does get resolved, blink and you will 

miss the recovery in our markets. 
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Asset Classes 

Australian 

Equities 

December wasn't a bad month for our market. But there was no Santa Claus rally. There have 

not been two consecutive years of negative returns since the early 1980's. Three has never 

happened - but that doesn't mean that rule can't be broken. Earnings and dividend forecasts are 

strong. Our market is underpriced by over 6% by our measures and our broker-based forecast 

for the next twelve months is 11.5% - plus dividends. Not bad if it plays out that way. 

Markets don't always - or even usually - do what they should. However, we can say that the 

long-term still looks bright. It's just that global leaders and natural disasters can take markets 

well away from where they should be for quite some time. After two bad years, our patience is 

tested to the limits but that is exactly when patience can be most rewarding. 

Foreign 

Equities 

Somehow the S&P 500 finished the year where it began - 100 points off the high but 160 off the 

low. The DAX collapsed mid-year but struggled to finish better than many would have expected 

in August. We think it is important to remember that a large number of analysts were calling for 

a double-dip recession in the US as recently as mid year. While current US growth and jobs are 

less than spectacular, the Citigroup index of surprises shows that for the last 6 months, most 

economic data surprised on the up-side. It takes a long time to lift the gloom from our psyche. 

Bonds 2011 was all about bonds - particularly sovereign bonds. The debt-trap caught up with the 

PIIGS countries and threatened to infect all of Europe. Meeting after European meeting was 

called to finally sort out the debt mess. One or two meetings got a little bit closer to a conclusion 

but the underlying issue remains the same. The Germans do not want to rescue those who paid 

scant regard for fiscal prudence over the previous decade - unless they have to. 

Importantly, in the last week of the year, Italy got two bond auctions away - a short and a long-

term bond on consecutive days. The short-term did quite well and a significant portion of the 10-

year went for just under 7% (7% has become the magic number for sustainability of rolling over 

debt). That counts as a mild success. The first quarter of 2012 is the time of reckoning. A lot of 

European debt has to be rolled over in Q1 and the next European 'meeting' is scheduled for 

March. 

Interest 

Rates 

The second interest rate cut came at the beginning of December and no RBA meeting is 

scheduled for January. There is a lot of support for another cut in February and another later in 

the year. That doesn't seem likely unless Europe implodes and freezes up the global credit 

market. Either way, it seems likely that the link between the RBA rate and home-loan rates is 

going to fracture very soon. Home loan rates may not fall during 2012 - at least not by much. 

Currency Our dollar started 2011 at $US1.016 and finished at 1.021 - but the range from the peak of 

$US1.10 to the low of $US0.95 was too big to be healthy. Business cannot successfully operate 

with such uncertainty. 

With no prospect of a rate hike in this country for some time, and with the US having no room to 

cut, our dollar might average under parity for 2012. Even if commodity prices improve as 

China's position is better understood, the rampant enthusiasm for commodities that was present 

at the start of 2011 is unlikely to return quickly. 

Oil The relationship between West Texas Intermediate Oil and Brent Oil prices broke during 2011. 

WTI is more relevant to the US and Brent to the rest of the world. WTI was far more volatile 

than Brent in 2011. The rise of WTI from $75 to $100 in the last quarter was not matched by 

Brent range of more like $105 - $115 during the same period. 

Gold Gold - now at $1,564 - seemingly lost any remaining safe-haven status since the $1,900+ mid-

year peak. Silver had an even more volatile ride. While those who bought gold 'cheap' might be 

feeling good, I wouldn't be surprised if any sort of resolution to the European situation this year 

makes a big dent in those paper profits.  



 

                       Regional Analysis 

Australia Not much happens in January in Australia - except the bad stuff like floods, cyclones and 

bush fires. Let's pray for no bad stuff but prayers might be wasted on good economic news 

soon. February is important for reporting season. If the outlook statements are as good as 

current forecasts suggest - and the European debt rollovers go on without too much of a 

problem - there is a chance for a February rally. 

Our market has slipped behind comparable world markets. Being a small market, we can be 

ignored in times of trouble but, when the haze eventually lifts, the rewards could be really 

solid. 

China China is on at least a 15-20 year strong growth path. There will be a little wobble or two along 

the way. If there is one this year - and we are not expecting one - how quickly can China take 

control? In 2008-9 - the global recession - China bounced back within 6 months. 

Inflation has come down from a massive 6.5% to a respectable 4.2% - in a few months. They 

now have room for expansion if necessary. Stock markets can move quickly in a day, a week 

or a month. But with China's pace of government, I wouldn't want to be on the wrong side of a 

bet against China recovering strongly within 2012 - if it indeed falters. Long term plans are 

important. 

U.S.A. Believe it or not, the USA is the growth story of December and into Q1 of 2012! As each good 

'number' came through, doomsayers ignored them - until now. The evidence is now 

overwhelming that the USA is in recovery mode - steady but not strong. 

The important focus for 2012 is how the US elections (early November) will shape up. It could 

go either way - instability or a kick-in stimulus for markets. Obama has to try and pull the stops 

out. The Republicans seem to be in disarray.  

Europe Europe is beautiful at Christmas time. Snow, fairy lights, feasts and candles. Let's hope their 

leaders come back feeling refreshed. If anybody on earth needs to make a New Year's 

resolution it is this group of key European leaders. If they resolve to do what has to be done, 

next Christmas will be great. If they don't, the politicians won't have jobs - but neither will a lot 

of other Europeans. 

Rest of 

World 

Perhaps Samoa pulled of the coup of the rest of the world for 2011. They have moved the 

international date line (that flipped around them to be near the USA in timing) to now be close 

to Australia, New Zealand and Asia in time. Since 'we' are its major trading partners, they 

have effectively gone from a 4 day week to a 5 day week. Is that austerity or just productivity. 

An example to us all. 

A very Happy New Year to you all. I would like to wish you a prosperous New Year but I don't 

want to tempt fate. We deserve it, we are earning it, we need it - but the Grinch can steal 

other things besides Christmas. 

 


