
 

 

 

Parallels to 1999? 

It’s not so much the levels of financial indices as the speed of moves that is frightening 

some commentators – including ourselves. The risk of aggressive tariffs or other trade 
barriers by the Trump Administration has increased – amid a deteriorating political 
environment. 

 

China – Moving to Slower Growth? 

The signs that China is serious about prioritising a lower environment impact 

above economic growth since the 19th National Congress were evident in a national 
directive to reduce coal production.  

Like many bureaucratic initiatives, it had unintended consequences. Energy shortages, 

price spikes and – in some cases – gas pipelines were not ready for production at the date 
of the cuts. Poorer suburbs just 20 minutes from Beijing were left without heating at all. It 
is -10C at time of writing in most of Hebei Province.  

They backflipped, under protests. But next time, China will be better prepared, and 
they will act again – this is at the core of the current 5 year term of government.  

Stocks and Bond Yields – Frightening Parabolic Curves? 

The Dow Jones Industrial Average fell 666 points on Friday. Amazingly, it was the 
6th largest points fall in history, although this reflects the amount the index has gained 
– it was just 2½%, which does not even register in record percentages.  

Nobody should be seriously alarmed by the fact that US 10-year bonds traded to 2.85% - 
they touched 3% at the end of 2013 on the back of the Taper Tantrum without serious 
harm. The feared interest rate rises came and went without noticeable effect.  

Any serious valuation would have allowed for the possibility of bond yields normalising. 

But financial markets commentators commented on the pace of deterioration - 
and that if anything it was getting worse. Faced with the following chart, investors 

could see no obvious end to the losses: 
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Dow Chart 

The other market showing that type of curve is the US stockmarket. After many years of 
consolidation, with the Dow Jones stuck at 18000 between late 2013 and the end of 2016, 

it responded to the election result with a spike upwards – and then an uninterrupted climb 
through 2017.  

Only right at the end, it turned almost vertical – looking like the late stages of the 

1990’s bull market (albeit at far more sensible valuations than applied back then): 

 
Was February the breakdown?  

Political Gridlock 

The President’s State of the Union speech was widely praised. While the media typically 
sets expectations relatively low, the speech was objectively well crafted. Hitting all of the 

jingoistic, patriotic points; calling out the “bad guys” like North Korea (but using 
sympathetic figures like the Warmbier family and defector Ji Seong-ho; inviting 
bipartisanship while stomping on a number of ideas held dear by Democrats.  

The reactions of the Democratic Congressmen were far from bipartisan. Dressed in black, 
refusing to clap even record low black and Latino unemployment! They looked funereal, 
and that signals their 2018 strategy: Block everything possible, delay all possible 

legislation, and hope to win a majority via the 2018 midterms to change the game.  

Republicans relatiated by releasing a memo outlining alleged illegalities and abuses of the 
legal and intelligence systems by the Obama Administration: The now-infamous Nunes 

memo. It superficially reads much like Watergate: Surveillance by an incumbent 
Administration against the campaign of their political opposition.  

But Russiagate contains a third party – the Russians. They are certainly not an 

homogenous block, and have different motives. Consider two hypothetical, rational actors: 

Former physicist Ivan (55) runs an IT outsourcing business in Samara, Russia, which 
mostly now engages in “click-bait” and small-time phishing scams. His well-educated 

workforce earns around $US500 a month. During campaigning, he is engaged by both the 
Clinton campaign to push anti-Trump fake news on social media, and the Trump campaign 

to run anti-Clinton fake news. He noticed that he got so many clicks that he started 
doing so unprompted.  

Vladimir is a 65yo 8th dan judo master and professional investor. His hobby is politics, and 

he is currently serving the fifth of a maximum two terms as President of Russia. Familiar 
with the intelligence services from his time in the KGB, he engages with the Clinton 
campaign to create a dossier on her opponent. They meet with Don Trump Jr to brief him 

on actions of the Democrat campaign. Whichever side wins, he has kompromat 
(compromising material) on both, and their gratitute for election assistance.  
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Leading Markets 
The Dow Jones, S&P500 and NASDAQ 

soared to new records, +5.88%, +5.73% 
and +7.40% in January, on an expanding 

US economy, growing corporate profits 
and enthusiasm over US tax cuts.  

The MSCI World ex-AUS gained + 3.88% 

and the MSCI Emerging Markets Index 
gained +6.77%.  

US 10-year yields soared +32bp to 
2.72%, and continued to sell off – leading 
a bond market rout in a negative 2018 

bond market globally. German bunds also 
traded +30bp wider. 

 

Other Highlights  
US unemployment remained steady at 

4.1%, entrenching multi-decade lows. 

Donald Trump levied a 30% tariff on 

imported solar panels, extending Obama 
Administration anti-dumping sanctions. 

Janet Yellen’s final meeting saw the Fed’s 

benchmark interest rate unchanged at 
1.25-1.50%. US core CPI was +1.8% (up 

+0.1%), but forecast to rise in justifying 
50-75bp of rate hikes in 2018.   

China and Taiwan disagreed over new air 

routes near Taiwan.  

India forecast accelerating growth 

towards 7% in the FY18/19 fiscal year. A 
planned budget deficit of 3.3% GDP for 
fiscal 2019 reflects further social 

spending.  

China’s manufacturing PMI eased in 

January, falling to 51.3 (-0.3). As the 
government tackles polluting industries 

and high debt levels, there is growing 
consensus of slower 2018 growth. 

The Eurozone grew +2.5% in 2017, a 

decade high. The end of Greek secession 
fears, and elections of pro-EU 

Administrations, provided renewed 
certainty for investment. Europe and 
Japan provided the growth surprises in 

2017, along with return to growth in 
Brazil and Russia (+1.1% in Q2).  

Germany set a new record low 3.6% 
unemployment but France unemployment 
rose to 9.7% (+0.2%). 

The UK is seeking a post-EU free trade 
agreement with China.   

Domestic 
The ASX200 fell slightly, losing -0.45% 

on a stronger $A despite firmer 
commodity prices. This was despite 

bonds only weakening -19bp wider to 
2.82% - better than peers. The Small 
Ordinaries marginally underperformed 

with -0.54%, following a +22% year. 

The Trans-Pacific Partnership trade pact 

was revived to contain 11 remaining 
countries (ex-USA).  

Annual house price growth was 3.2% YoY 

to January (down 1% after prices 
fell -0.3% in January itself, according to 

CoreLogic). Mortgage approvals fell to 
61,000 in December. Sydney had the 
biggest monthly and quarterly downturn, 

as unprecedented supply was completed.  

Prices rose +0.6% in Q4, consistent with 

Q3 but above the +1.9% p.a. average for 
2017. Petrol, travel and tobacco 
dominated. Excluding oil, the trimmed 

mean (+0.4% QoQ / +1.8% YoY) 
provided no threat to monetary policy.  

Unemployment rose to 5.5% in 
December, on a participation rate of 
65.7% (+0.2%, and +0.9% over 2017). 

+34,700 new jobs was consistent with 
2017’s record year, with +15,100 full-

time. Monthly hours worked fell -0.2%.  

Retail trade soared +1.2%, and 
apartment approvals +11.7% (although 

house approvals fell -0.2%). 

The current account deficit expanded 

to -$628m despite firmer commodity 
prices, taking the trend negative.  

 

Commodities and Currency 
WTI oil soared to $64.89/bbl (+7.40%). 

Gold was firmer at $1,344 (+2.89%).  

The $A continued to strengthen, gaining 

+3.50% to US80.73c. US Treasury 
Secretary Mnuchin condoned a weaker 
$US. 

Iron Ore finished flat at $72.05 following 
earlier strong gains.  

Base metals were higher in January. 
Nickel (+10.61%), Tin (+10.08%) and 
Zinc (+8.50%) were higher. Copper and 

Aluminium eased -1% from multi-year 
highs.  
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KEY FINANCIAL MARKET DATA – AS AT 31ST JANUARY 2018 (UNLESS SPECIFIED) 
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        1 Growth Assets   0% - 20% 
        2 Growth Assets 21% - 40% 
        3 Growth Assets 41% - 60% 
        4 Growth Assets 61% - 80% 
        5 Growth Assets 80%+ 

 

 

 

 

 

 

 

 

 

 

 

 

For any queries, please contact: 

 

Disclaimer  

The information provided in this document is meant for the general interests of clients of CPG Research & Advisory 
only and does not constitute a recommendation or an offer to invest. This document does not take into account the 
investment objectives, financial situation or particular needs of any particular investor. Before making an investment 
decision or acting on any of the information or recommendations contained in this report, the investor should consider 
whether such recommendation is appropriate given the investor’s particular investment needs, objectives and financial 
circumstances. We recommend you consult your CPG Research & Advisory adviser for advice that addresses your 

specific needs and situation before making investment decisions. All information and recommendations expressed 
herein constitute judgements as of the date of this report and may change without notice. This document should not 
be provided to a retail client or investor, as defined by the Corporations Act.  
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