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Disclaimer	  

FOR FINANCIAL ADVISER USE ONLY 
 
This information has been prepared and issued by SIRA Group Pty Ltd, ABN 15 106 922 
641, AFSL 278423. It contains factual information and general financial product advice 
only and has been prepared without taking into account the objectives, financial situation 
or needs of any individual. The information provided is not intended to be a substitute for 
professional financial product advice and you should determine its appropriateness 
having regard to you or your client’s particular circumstances.  
 
While all care has been taken in the preparation of this document (using sources 
believed to be reliable and accurate), no person, including SIRA Group Pty Ltd, accepts 
responsibility for any loss suffered by any person arising from reliance on this 
information. 
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Key	  Issues	  

•  Will	  Fed	  raise?	  
•  Will	  that	  affect	  share	  markets?	  
•  China	  sJll	  slow	  
•  Paris	  Climate	  Conference	  
•  Commods	  just	  keep	  on	  sliding	  
•  AU	  economy—turning	  up?	  
•  AU	  market	  
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Fed	  Funds	  at	  emergency	  level	  
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The	  Taylor	  Rule	  
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FED FUNDS RATE
NOMINAL GDP GROWTH
(US_TAYLOR_RULE)



But	  Fed	  follows	  earnings	  
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Labour	  market	  Jghtening	  
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Recent	  weakness	  to	  reverse	  
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Will	  rate	  rise	  affect	  market?	  
	  

Price=EPS/discount	  rate	  
i.e.:	  
	  

Price	  =	  EPS/EY	  or	  Price	  =EPS/Bond	  Yield	  	  
or	  EPS/cash	  rate	  

	  
	  

(Confidence	  reflected	  in	  EY/PER,	  mostly)	  
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RelaJonship	  not	  obvious	  
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Market	  cheap	  rel	  to	  bonds	  
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E/Y	  way	  above	  Fed	  Funds	  
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EPS	  uncorrelated	  with	  int	  rates	  
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EPS	  mostly	  cyclical	  
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Bonds	  do	  respond	  to	  rate	  rises	  
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US	  Share	  Mkt	  Conclusion	  

•  Fed	  will	  start	  raising	  Fed	  Funds	  rate	  this	  
December	  

•  Rise	  will	  be	  slow	  and	  cauJous	  
•  This	  will	  have	  liele	  impact	  on	  overall	  share	  
market	  

•  But	  will	  drive	  up	  bond	  yields	  
•  Low	  likelihood	  of	  US	  recession	  
•  Bull	  Market	  will	  conJnue,	  with	  blips	  
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China	  sJll	  struggling	  
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Shif	  to	  services	  
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World	  growth	  picking	  up.	  A	  liele.	  
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Commodity	  prices	  sJll	  falling	  
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…	  which	  means	  A$	  will	  be	  weak	  too	  
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Paris	  Climate	  Conference	  
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Technology	  adopJon	  curves	  
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The	  Learning	  curve	  
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InnovaJon	  adopJon	  
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Tesla	  
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Coal	  just	  too	  expensive	  
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Since	  Copenhagen	  (2009)	  ,	  wind	  down	  60%,	  solar	  80%	  



China	  coal	  imports	  down	  
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India	  won’t	  save	  us	  
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Peak	  coal	  
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Thermal	  coal	  price	  plunge	  

26th	  November,	  2015	   Professional	  Development	   31	  

 24

 40

 60

 80

100

120

140

160

180
200

98 00 02 04 06 08 10 12 14

THERMAL COAL PRICE (US$)
      
      

COAL, US$

(COAL)



Other	  commods	  falling	  too	  
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Australian	  econ	  should	  be	  weak	  ..	  
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Econ	  strengthening	  

26th	  November,	  2015	   Professional	  Development	   34	  

-6

-4

-2

 0

 2

 4

 6

 8

10

12

01 03 05 07 09 11 13 15
-8

-6

-4

-2

 0

 2

 4

 6

 8

10

AUSTRALIA LEADING AND COINCIDING INDICES
CALCULATED BY SIRA GROUP; LEADING INDEX SHIFTED FORWARD 6 MONTHS
SHADING SHOWS AU RECESSIONS

YOY SIRA AU LEADING INDEX, LAGGED BY 6 MONTHS
YOY SIRA AU COINCIDING INDEX - Rt Hd
(ASTCOINCLEAD15)



Unemployment	  rate	  falling?	  
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Business	  &	  Cons	  Confidence	  rising	  
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Earnings	  to	  recover	  
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Cash	  rate	  on	  hold?	  
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Australia	  usually	  follows	  US	  
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Summary	  

•  AU	  economy	  stronger	  than	  expected	  
•  Cash	  rate	  on	  hold,	  for	  now	  
•  Bond	  yields	  rising	  (yield	  play?)	  
•  Industrial	  EPS	  should	  recover	  somewhat	  
•  US	  Market	  likely	  to	  hold	  up	  
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