Issue 185, 13 May 2013

Swan's sayonara song
Tomorrow is D-Day for Wayne Swan, but given the likeliness of an Abbott government come
September 14, we're not putting too much weight on tomorrow's outcome. If the new government
doesn't like it, don't be surprised if there's a Mini-Budget in October.
We're also having a bit of a crow when it comes to our calls, read my article below to find out just what
we got right.
You can also follow me now on Twitter at @SwitzerSuper and Paul is @PaulRickard17.
Sincerely,

Peter Switzer
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Feathers in our cap
by Peter Switzer
It’s always nice to get the market prediction caper
right. I appreciate it, as I know how hard it is and
that’s why I have always shot for good value, not for
now but the longer term.

they should be buying opportunities.

That was my base case for BHP-Billiton last Monday
and so it’s nice to see the stock has put on over $2 in
a week.
Of course, stock-tipping, like economic forecasting as
Treasurer Wayne Swan has found out, is a case of
rooster one day, feather duster the next!
Right on the money
That said, I’m really pleased with the crystal ball stuff
I’ve been associated with in the Switzer Super
Report, my daily switzer.com.au blogs and my
Switzer program on the Sky News Business channel
602.
Now even though I’ll do some crowing, I’m aware
that my team and I can’t be complacent.
Our long-term calls on stocks since March 2009 have
been spot on and that has meant we have argued
against term deposits and that old fisherman from
Challenger, who said he “could not wait for the stock
market” to catch up and so went for annuities
instead.
I’ve been happy with our interest rate calls, the
Newcrest prediction, our income portfolio, which did
over 20% last year – that was mainly Paul Rickard’s
work – and his latest growth-oriented portfolio, which
is up around 14% for the four months of this year, my
“Buy in May and stay” and a number other big calls.
Sure, there have been some average calls but let’s
not pre-occupy ourselves with the minimal negatives.
There will be some challenging moments ahead but

I know the Budget always brings a lot of attention but
it has less significance this time, because, if the
blueprint is deemed silly by the eventual Abbott
government, there could be a mini-budget in October.
Quite frankly, I’m tipping the economy to improve
over 2013-14, but it will happen in two halves, with
the second stronger than the first. This will help
Treasurer Hockey see his deficit trim down and it is
ironic that, despite some ordinary budgeting by Mr
Swan in recent years, the Coalition will inherit an
improving economic outlook and budget bottom line.
Growth forecast
I don’t agree with Treasury that we will grow at
2.75% for two years – maybe one – but the second
year will benefit from a lower Aussie dollar, a faster
growing Japan, a Europe that starts looking better by
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year’s end (though there are some better signs
already showing), a stronger US recovery and a
Chinese economy that will eventually surprise its
critics.
Meanwhile, inflation will be low over the next two
years and that will keep interest rates low, which will
be good for many stocks that have not enjoyed the
good run up for bigger income-paying stocks.
I don’t see a bubble here because, as confidence
grows more and more, people will want to chase
ignored smaller cap companies. I know for my
financial planning clients, we’re working on a
strategy to make sure we benefit from the stage in the
cycle when smaller companies play catch up.
One last positive that will help both the economy and
stocks, will be the September 14 election. The long
election campaign, following a hung parliament and a
challenged government, should unleash a sustained
burst of business confidence.

“You will note that even in its worst case scenario of
flat to negative steel growth in China to 2020, the iron
ore price still remains above $100/tonne, which will
still provide excellent margins for low cost producers,
such as BHP, Rio and Vale,” he pointed out.
He also more nastily threw in this barb: “At least it is
based on real analysis rather than just a flaky number
like $20/tonne that some experts are pulling out of
thin air based on a wild guess!”
I like this guy’s feistiness and, like a lot of roosters,
he has a lot of pluck, let’s hope he also has luck!
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

Swan song
So, with only four months to go before that important
poll, I have tagged tomorrow’s economic show and
tell of the Treasurer’s — the sayonara Budget.
One last thing, for those who jumped on board my
BHP call, my BHP expert has sent me his latest
reconnaissance on the company. Have a look at the
chart below, which is a price forecast for iron ore to
2020 under three different scenarios, done by
Citibank.
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Stock in focus – Coca Cola Amatil
by Greg Fraser *
Supermarkets and soft drink competitors have taken
advantage of Coca-Cola Amatil’s stubborn
resistance on pricing of its premium brand to guzzle
some market share in the grocery channel.
Managing Director, Terry Davis, fessed up at the
company’s annual meeting to tell investors that CCL
would see operating earnings from its Australian
beverage division slip by 8 to 9%, due to the heavy
competition that has eroded volumes.
Strategic slip-up
The principal reason for the market share loss has
been CCL’s rising price premium to its major
competitor, which has now reached about 50%. Even
taking into account the immense brand strength
enjoyed by CCL, a price gap of that magnitude is
unsustainable.
This is a rare strategic slip by Terry Davis, now in his
thirteenth and final year in charge at the company.
We are reminded of a similar stubborn streak when
Telstra refused to match market prices for its mobile
phone services, when the Next G network was first
built under former chief executive, Sol Trujillo. Telstra
paid a heavy price, as market share rapidly shifted to
its competitors, despite the inferior networks.
The grocery channel is very important to Coca-Cola
Amatil, as it accounts for approximately 50% of the
division’s earnings. CCL has until now refused to
succumb to the price and promotional activity of its
competitors but will belatedly respond in kind.

The interesting thing to watch will be just how
aggressive CCL needs to be to rein in some irrational
pricing from Schweppes, which is not making any
money. CCL may only have to soften its pricing a
little, to restore some sense of order to the market.
CCL’s pricing formula for concentrate from The Coca
Cola Company is slanted towards volume growth, so
if CCL can skew its volume more to the route trade
and away from the grocery trade, it will benefit in the
long run.
As a consequence, although first half earnings will get
whacked, second half earnings (always more
important as it includes the Nov/Dec period) should
recover sufficiently to deliver a flat EBIT outcome for
the FY13 year ending 31 December.
Food and drink
More bad news for CCL appeared in its food division
at SPC Ardmona, where cheap, imported private
label food is swamping locally produced goods due to
the high Aussie dollar. Davis lamented the threat to
local manufacturing jobs in the food industry but the
reality of cheaper overseas product, regardless of the
difference in labour rates, means little to consumers,
who will stack shopping trolleys with the cheapest
cans available.
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CCL expects SPC Ardmona to chop group earnings
by 2 to 3% in FY13.
The good news is that CCL is now just eight months
away from re-entering the Australian premium beer
market and is well advanced with its plans. The brand
portfolio and brewing capacity are evolving, and will
be matched to CCL’s powerful distribution and
marketing muscle, to have a decent crack at
regaining the 15% share of the premium market.

peak period of its capital expenditure commitments.
When this happens, free cash flow generally
increases quite rapidly, providing capital management
opportunities for the Board.
With the share price reacting negatively after the
profit guidance downgrade, we think this is a good
opportunity to buy this stock, as the valuation now
looks more appealing.

Davis noted the Australian beer market represented a
more than $1 billion EBIT opportunity. In partnership
with international brewers Grupo Modelo, Carlsberg
and Molson Coors, CCL should make a good fist of
this strategy.

* Greg Fraser is head of research at Kimber Capital

Offshore opportunities
In addition, CCL is making good progress with its
strategy in Indonesia as 10% volume growth is being
driven by GDP growth of 6%, and a significant
commitment to the local market in terms of
infrastructure, product and distribution by CCL and its
parent company.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

The Indonesian and PNG business is expected to
deliver most of CCL’s earnings growth over the next
few years, so while a hiccup in the still dominant
Australian beverage division is unwelcome, it does
not indicate any fundamental change in the business
overall.
CCL is also now at the point where it has passed the
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Investing in government bonds – when to bother
by Paul Rickard
My first job in financial markets was as a government
bond trader for an investment bank – in fact, I spent
almost a decade and lost quite a bit of hair doing this
– so you may be a little surprised to hear that I am not
getting too excited about the launch of government
bond trading on the ASX.
While it will make it easier for SMSFs and others to
invest in government bonds, it is not new. Contrary to
the many misinformed commentators, small investors
have always been able to invest in government
treasury bonds – the Reserve Bank has offered a
small bond facility for more than 25 years! This old
service will now be closed to new purchases.
ASX trading
Let’s start with the new service. From Tuesday 21
May, investors will be able to buy or sell on the ASX,
Australian Government Exchange-Traded Treasury
Bonds (or eTBs) and Exchange-Traded Treasury
Indexed Bonds (or eTIBs). These bonds will trade on
the ASX like other hybrid or income securities and
have a face value of $100.

semi-annual coupon (or interest) of 3.25% per annum
(on 21 April and 21 October each year), and has a
face value of $100.
Taking an example – an SMSF may wish to purchase
200, 3.25%, 21 April 2029 ETBs. On 21 May, the eTB
may cost $105.00, so the fund would pay $21,000
(plus brokerage) for $20,000 face value of eTBs. If
the fund holds the eTBs until maturity, it will receive
$325 of interest every six months ($3.25 / 2 x 200),
and on the maturity date in 2029, the principal (face
value) of $20,000.
Five Exchange-Traded Indexed Bonds are also being
listed. eTIBs can provide protection against inflation,
with the coupon (or regular interest payment) and the
face value increasing each quarter, with changes in
the Consumer Price Index. The longest eTIB is the
2.5% 20 September 2030 bond, which will trade on
the ASX under the code GSIQ30. This treasury
indexed bond was first issued in September 2010,
and through indexation, the adjusted face value has
grown to $107.59.
How to trade

Technically, eTB and eTIB holders will hold a CHESS
Depositary Interest (CDI), which represents an
underlying Australian Government treasury bond.
These CDIs enjoy all the benefits of owning a
government treasury bond (payment of interest,
repayment of principal on maturity), and can be
converted into the underlying bond. Market makers,
institutions and stockbrokers will be able to make the
conversion, which should mean that the eTBs trade at
roughly the same price as the institutional/wholesale
bond price.
Initially, the ASX will be listing 16 different eTBs, with
maturity dates from one year out to 16 years. The
longest bond matures on 21 April 2029 and will trade
under the ASX stock code GSBG29. It pays a

Like any share or income security – access your
broker online (or via the phone), key in the ASX code,
the number of units (face value of $100 per unit), your
bid price – click the mouse, and you are now the
owner of treasury bonds. Settlement will occur in
three business days, and you will receive a CHESS
holding statement in the mail. Coupons (interest) will
be paid to the bank account you nominate.
The Government has developed a reasonably smart
website that contains the terms of each bond and
other information – go to
www.australiangovernmentbonds.gov.au.
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Why bother?
SMSFs and private investors aren’t faced with the
size constraints that institutional investors sometimes
face – they are small enough to invest in most things.
Rightly or wrongly, a perverse outcome of the GFC is
that “retail” interest rates are now considerably
higher than “wholesale” or “institutional” rates. Why
should an SMSF invest in a five-year treasury bond
when it can increase its return, over and above the
government bond, by around 1.5% to 2.0% per
annum by investing in a “government guaranteed”
term deposit?

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

While there are limitations with the guarantee (it only
applies on deposits of $250,000 on a per name per
institution basis), there is enough choice out there
with so many “government guaranteed” Authorised
Deposit Taking Institutions and other low-risk
fixed-income securities, such as Waratah bonds from
the NSW state government.
When to bother
There will be times when it makes sense to look at
the eTB or eTIB markets. Firstly, most banks won’t
issue term deposits beyond five years – so if you
want a fixed-income portfolio with a long duration, or
think interest rates are going to fall, then an ETB is
the way to go. Secondly, if the market develops some
real liquidity and you have an informed view on
interest rates, you can potentially trade bonds like
shares. Brokerage and transaction costs through the
bid/offer spread become really critical here, so it is
much harder to cover your transaction costs with
bonds than it is with shares. Finally, eTIBs may suit
investors concerned about the real value of their
retirement assets and incomes, although in an era of
low inflation, the attraction of an eTIB is less strong.
And if I haven’t diminished your enthusiasm by now,
have a look at the closing government bond yields on
Friday. I am the first to admit I have been wrong
about the bond market this year. That said, I can see
no real downside risk in not holding bonds at these
levels – a yield to maturity of 3.47% for 15 years does
nothing for me.
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Weekly broker wrap – BLD, CCL and DOW action
by Rudi Filapek-Vandyck
The week ending on Friday 10 May saw seven
upgrades being outnumbered by no less than 20
downgrades, as the Australian share market
continued its strong run upwards.

Meanwhile, in the background to what appears to be
rising risk appetites, securities analysts are
increasingly zooming in on what might go wrong, and
where. Doubts remain about the non-mining segment
of the Australian economy, with consensus forecasts
for earnings in 2014 still deemed too optimistic.
The key question is, now the Australian dollar has
embarked on a weakening path, whether a positive
impact from a weaker currency and lower interest
rates will be enough of an offset?
It should come as no surprise that analysts often
disagree. Of the 27 actions over the past week, three
companies appeared in both the upgrade and
downgrade side of the ledger. This week, we take a
look at the differing views on those three companies.

Boral (BLD)
JP Morgan upgraded the company to Neutral from
Underweight. The broker noted Boral has started to
have some serious issues with the weather, after
what was a fairly issue free 1H. The 3Q report
unwound all the good weather upside that was
accumulated, with 3Q earnings falling $19 million
short of management’s expectations. The FY net
profit guidance was pegged at $90-$105 million,
although stripping out the chaff shows an underlying
net profit of just $19 million. That’s how tough it is out
there, said the broker. JP Morgan’s FY13 net profit
forecast was cut by 27%, with FY14-15 down around
10%. That being said, the broker still thought net
profit will double in 2014 on the back of announced
cost savings, the reversal of some one-offs and
hopefully a still ongoing recovery in the US.
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BA-Merrill Lynch downgraded the company to Neutral
from Buy. It doesn’t believe the company has done
enough to stem the fall in earnings in the wake of last
week’s trading update. The Australian market has,
quite simply, disappointed against the broker’s
expectations, hence the downgrade to Neutral, with
earnings forecasts cut by 34% and 25% in FY13-14.
An Underperform rating might have been on the
cards, but for the obvious housing recovery in the US
and growth opportunities in Asian plasterboard, the
broker pointed out.

earnings forecasts were cut by 9.3%, 11.7% and
14.9%.

Coca Cola Amatil (CCL)
JP Morgan upgraded to Overweight from Neutral. The
magnitude of the weakness in last week’s trading
update surprised JP Morgan. Contrary to many, the
broker decided the resultant share price sell-off
provided a good buying opportunity, although
acknowledging the focus on the earnings downgrade
and the potential for further downgrades near term.
The broker said buying in at current levels provides
benefit from a change in the market’s focus from
near-term earnings to accelerating free cash flow and
surplus capital. A recovery in earnings in the second
half is also expected, although the broker’s earnings
forecasts were revised down 8.8% for 2013, 6.8% for
2014 and 5.5% for 2015.
But the company was downgraded to Underperform
from Neutral by CIMB and downgraded to
Underperform from Buy by BA-Merrill Lynch. They
didn’t like the trading update.

Downer EDI (DOW)

Post the AGM, CIMB said earnings are about to turn
quite a bit more volatile, especially in Australia, now
that Pepsi’s Project Zero is approaching completion.
CIMB is also predicting further cash and non-cash
charges, which could well lead to a de-rating. Seeing
downside risk on both a relative and absolute basis,
the recommendation was downgraded.

Credit Suisse upgraded Downer to Outperform from
Neutral, as it liked what it heard at the investor day for
the most part, with FY13 looking to be on track. FY14
looks a little less certain, with net profit for that year
trimmed by 3.5%, given the end market focus on
cutting costs. With shares in line with the sector, and
at a 34% discount to the market, plus offering a yield
of 5.4%, CS felt confident in upgrading its call.

BA-Merrill Lynch said Coca-Cola Amatil’s trading
update didn’t instil much confidence. The broker
thought the reduction in Australian earnings could be
attributed to more intense competition from Pepsi,
and increased competitiveness by major retailers.
While the company blamed cyclical factors, the
broker is worried the news may signal increased
structural risk in the grocery industry. FY13-15

But Macquarie downgraded it to Neutral from
Outperform, reducing forecast earnings by 4% and
12% in FY13-14 after the investor day. Management
has delivered well in the past 12 months, the broker
noted, and revenues have grown at double-digit rates
over the past three years. But the revenue profile
begins to flatten into FY14. The broker dropped its
target to $5.00 from $5.55 and at 9.8 times FY13
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forward earnings, Downer is not expensive, the
broker suggested, but until there is more certainty
around FY14 revenues, the multiple is very unlikely to
expand.
The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie and UBS. For the
purpose of broker rating correlation, Outperform and
Overweight ratings are grouped as Buy, Neutral is
grouped with Hold and Underperform and
Underweight are grouped as Sell to provide a
Buy/Hold/Sell (B/H/S) ratio.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Auction clearance rates – rate cut revival
by Penny Pryor
The weekend after a surprise rate cut, auction
clearance rates hovered around 70% for both Sydney
and Melbourne and were higher in Adelaide as well.
The number of properties sold at auction was solid,
as was the total value. The median price was down
slightly on the previous week, but the preliminary
results we show here from the weekend are always
updated during the week, with the previous week’s
results giving a much more reliable indicator of that
week’s clearance activity than the Saturday just
gone.

But what is important is that the latest results are
stronger than they were a year ago, and have been
for some months, indicating a sustained improvement
in the property market as is evidenced by the table
below.

For example, the results for Saturday (below), show
that of the number listed for Sydney i.e. 356, there
were only 265 reported auctions.

The results for Sydney for the previous week (below)
show of the 394 properties listed, there were 333
reported auctions, which sold for a median value of
$925,000. Melbourne always has a higher number of
listed properties for auction than are actually
reported, but the number of reported auctions is
always revised up the following week. In Melbourne’s
case this often results in a clearance rate which is
higher. For example, its clearance rate for Saturday 4
May is now 75.6%, compared to the 70.6% that was
initially reported.

Sydney had the most expensive property sold at
auction – a six-bedroom house sold in Roseville, 12
kilometres north west of the CBD, for $3.7 million –
and also the most affordable with a two-bedroom unit
being sold in Cabramatta, 30 kilometres south west of
the CBD, for $190,000.
The most expensive property sold at auction in
Melbourne was a four-bedroom house in Brighton, 11
kilometres south east of the CBD, which went for
$1.82 million. The most affordable was a
two-bedroom unit, which sold in Footscray, five
kilometres west of the CBD, for $270,000.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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The week ahead
Australia
May 13 Housing finance (March)
May 13 Credit and debit card lending (March)
May 13 NAB Business survey (April)
May 14 Lending finance (March)
May 14 Federal budget
May 15 Wage price index (March quarter)
May 15 New car sales (April)
Overseas
May 13 China economic data (April)
May 13 US Retail sales (April)
May 15 US Producer prices (April)
May 15 US Industrial production (April)
May 16 US Consumer prices (April)

Chart of the week
Labour data out last week was better than expected, but given yesterday was Mother's Day, let's take a look at
female participation rates over the last decade.

The female participation rate has increased four percentage points over the past 10 years alone, and in 2011, of
the 357,500 working women who were pregnant, just 42% had access to a paid maternity scheme. Of that 42%,
87% took advantage of that scheme in some form.
Whatever side your political bread is buttered on, the argument is building for some kind of universal maternity
scheme. Yes, there is a significant cost to business, but businesses also need to consider the cost of losing
female employees, or staff turnover, which Mercer estimates to be anywhere between 50 to 150% of an
employee's annual salary.
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