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Pick on someone your own size!
There is no property bubble! Just the beginnings of a bull market. We don't seem to panic when we
hear about the share market running up 20%, but if property runs anything near close to that, we
panic. Read Switzer CIO Paul Rickard's analysis of what's going on below.
And today I look at why SMSFs always seem to get the short end of the stick. Even today we're being
accused of having a possible $450 billion effect on the property market! You can watch my talk with
bubble boy Christopher Joye in our Did you know? below.
Also today in the Switzer Super Report we have a very big call from Charlie Aitken on BHP. He's put
the share back into his high-conviction portfolio after a chat with CEO Andrew Mackenzie and realising
that if his call of 6,000 for the ASX is going to be realised, it needs BHP to outperform.
Sincerely,

Peter Switzer
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Conspiracy against SMSFs has to stop!
by Peter Switzer
There is a conspiracy against self managed super
funds and it has to stop! It’s like a fire started by
those funds that fear the growth of SMSFs and it has
been fanned by an easily-influenced media who are
desperate for sensational stories in a post-election
news drought.
It’s made worse by the fact that Tony Abbott is
playing the cone of silence card, believing that both
business and consumer confidence will be better
served if Government is not continually in the news
for the wrong reasons. I have to confess that sounds
like a sound strategy to me.
So what we have, are vested interest groups joining
with some well-meaning people, who might have
some reasonable concerns about the wrong people in
SMSFs at a time when a housing bubble could
eventually happen.
However, the numbers involved are so small that this
has become a hype-fest. It reminds me of Bob
Dylan’s old song, Hurricane, where the words go:
“Bello and Bradley and they both baldly lied,
And the newspapers they all went along for the ride.”
Okay, that’s enough for my “return fire” stuff, so
let’s look at some facts to hit some of these
anti-SMSF bouncers for a six.
A study by Deloitte actuaries, Russell Mason and
Wayne Walker found the following:
Our current super system of $1.62 trillion will
go to $7.6 trillion by 2033.
12% compulsory super is not enough for a
comfortable retirement but 15% is, so you
might need to make salary sacrifice or
non-concessional contributions to be
materially safe after you end work.

The actuaries say the concessional caps
would be better if they were higher and it
would reduce the 81% of Aussies who pocket
a pension — full or part.
Aussies over 65 will increase 75% to 5.8
million by 2033.
Delaying retirement by five years could pump
up the average super balance by about
$550,000 and you can thank the compound
interest effect for that!
But this was the huge point from the study for
anyone sick of SMSFs being bagged — Wayne
Walker says the Australian super system from
the Government’s perspective, which means
super tax in and super concessions out, will
be cashflow positive within 20 years.
So the wealthier SMSF trustees are NOT the pariahs
who are breaking Treasury’s coffers, which was the
Treasury-pedaled story under the Gillard Government
over the past 12 months.
Deloitte says it’s average wage earners who are
populating the pension system and that’s why
Government should be encouraging greater
contributions via bigger caps on concessional
contributions or with higher compulsory contributions.
I would also argue that getting into an SMSF leads to
greater engagement with your super and that will be
good for the super system as well.
The real-estate ride
Adding to the media pressure on SMSF trustees has
been this housing bubble hype, which my colleague
Paul Rickard puts into de-hyped context in today’s
report. Make sure you read his debunking piece.
The media seems to be suggesting that SMSFs are
adding to a housing bubble, which at the moment
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does not exist.

parliamentary super funds.

These second-rate writers ignore the small proportion
of loans going to SMSFs — under 2% — and they also
ignore the fact that a lot of these people would buy
investment properties outside of super if it was not
slightly more attractive inside super.

With the racing season hotting up over the next
couple of months, it is worthwhile remembering what
Paul Keating once observed: “In a two-horse race,
always back self-interest because at least you know
it’s trying.”

So the higher house price effect is marginal and it
comes when the lack of first homebuyers is
historically significant, which puts downward pressure
on prices.

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 simple story is that APRA funds – industry and
retail funds run by financial institutions – are all
worried that they are losing their best customers with
high balances to the SMSF sector. These groups
understandably would gild the lily by looking at what
could go wrong with SMSFs, and the media is going
along for the ride.
Ironically while APRA has shown some concern
about SMSFs getting into property (so has ASIC and
even the RBA shown some interest in the issue) the
ATO, which actually runs SMSFs, is comfortable with
the sector!
All groups are worried about property spruikers but
there are also stock market and bond fund spruikers
out there and I haven’t seen any newspaper articles
on these groups!
Better performance too
A further irony is that a recent Rice Warner study
showed SMSFs outperformed professional fund
managers by 3% over a seven-year comparison
period! These were gross of fees figures and so when
you throw in the fees, there’s a very big case for
sensible people, with wise investment strategies and
with good balances in their funds, to consider an
SMSF. And that’s why there is a conspiracy to bring
them down. We here at the Switzer Super Report will
make sure that Tony Abbott, Joe Hockey and the
responsible minister – Arthur Sinodinos – gets to hear
both sides of this one-sided, grubby smear story
against SMSFs.
Fortunately, I bet a lot of these Coalition and even
Labor pollies have an SMSF as well as their
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BHP Billiton – the free cash machine of the future
by Charlie Aitken
Last week I flew down to Melbourne and met with
Andrew Mackenzie, CEO of BHP Billiton.
BHP @9.00% of the ASX200 is obviously an
important stock for all investors and for perceptions of
Australia.

delivering higher volumes of commodities into high
prices, from its place at the bottom of the cost curve.
BHP clearly illustrates its FY14 NPAT leverage via
commodity and currency in the table below.

Mackenzie is of Scottish heritage and, like all good
Scotsmen, watches the pennies very closely. I
believe you can look forward to a period of BHP being
run hard, very hard, with a ‘through the business’
focus on productivity, margins and free cash
generation.
It’s worth noting Mackenzie has even appointed a
group “productivity officer”, who reports directly to
him. The business unit leaders have been given
productivity benchmarks and I suspect it’s fair to say
we all could be underestimating the cost out story at
BHP. It’s worth noting BHP reduced controllable
costs by $US2.7 billion in FY13, with Mackenzie only
in control for two full months of FY13.
This cost out story is coming at a time of increased
group production. While all of us, myself included, get
besotted with daily moves in spot commodity prices,
it’s easily missed that BHP, through new production
coming on line and debottlenecking existing
production, has guided to 8% group production
growth in FY14 and 8% again in FY15 on a copper
unit equivalent basis. Considering the scale of BHP’s
existing production base, that is solid (16%)
production growth on any measure. It’s also worth
noting, this is bottom of the commodity cost curve
production growth, due to BHP’s tier 1 asset base,
so highly profitable in the current commodity price
environment.
While BHP is significantly more diversified by
commodity than its peers, the company still has
significant leverage to commodity prices. BHP is

If iron ore, oil and Australian dollar prices were to
average what they did in Q1 for the entire of FY14,
and all other things being equal, on my rough back of
the envelope calculations that would see BHP
consensus NPAT forecasts lifted by between US$2.5
billion to US$3 billion.
The current consensus forecast for BHP FY14 NPAT
is US$13.8 billion. My calculations suggest BHP
consensus FY14 NPAT would need upgrading by
between 18% and 21% if the average commodity
price trends of Q1 FY14 were evident all year.
The current consensus USD EPS forecast for FY14
for BHP is $2.57. Under the what if scenario above,
that could climb to between US$3.03 to US$3.10.
My point is, even on Q1 average received prices
alone, BHP consensus estimates for FY14 are too
low. Of course, analysts won’t do what I do above
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and extrapolate those trends for the entire FY14, they
will do baby step upgrades, as they get each
quarterly production report and then multiply by
average prices. Anyway you cut it, BHP is cum
consensus upgrades. That is an inflection point in
itself after a multi-year downgrade cycle.
When you focus back on BHP Ltd listed on the ASX
and translate everything back to Aussie dollar, the
investment arithmetic for BHP even pre consensus
upgrades is solid. Ditto FY15.
On FY14 current Australian dollar consensus
forecasts, BHP Ltd, is trading on a PEG ratio less
than 1 times and progressive dividend yield of 3.58%.
EV/EBITDA is also a low ratio at 7.21 times before
upgrades.
Free cash flow
Even on the current consensus view, BHP generates
FY14 free cash flow of AUD $1.70. That is
underestimating the free cash flow BHP can produce
this year and beyond, as capex peaks and
sustainable cost out/productivity drives reap rewards.
In BHP’s FY13 results pack, they had one very clear
slide titled “our plan will deliver substantial growth in
free cash flow”, and in my conversation with
Mackenzie the words “free cash flow” were
mentioned often in terms of strategic focus.
The chart below shows consensus FY14 free cash
flow estimates for BHP over the last 12 months. The
current estimate is simply too low.

Progressive dividend is now truly progressive
Only one third of BHP Ltd is held directly by domestic
mums and dads. That equates to roughly 500,000
domestic individual direct shareholders, about two
thirds the percentage and number of shareholders
that the major banks and TLS have on their registers.
On that analysis, BHP Ltd is directly under-held by
individual Australian investors. What could change to
bring more mums and dads onto BHP’s register?
The obvious answer is the sustainable fully franked
dividend yield.
This is where I am going to fall on my sword and
reverse my view of the last decade. I now think in a
period of rising compulsory superannuation
contributions and an ageing Australian population,
that BHP’s progressive US dollar dividend policy,
and the certainty of income that brings, is appropriate
to a primary listing in Australia. In fact, it could
actually drive a re-rating on BHP as US dollar
dividends step up and the Australian dollar bubble
bursts.
If the mums and dads of Australia get more
confidence in the certainty of the BHP progressive
dividend policy, and that progressive dividend policy
drives BHP to deliver a bank-similar fully franked
dividend yield, then BHP’s P/E will expand as more
and more individual investors buy BHP for income
certainty.
Mackenzie made a point of reminding me the
progressive dividend policy is in US dollars. Note the
step up in the 2H FY13 Australian dollar dividend as
the Aussie fell. Note the step up in AUD 2H FY13
dividend despite the profit fall in the half.

So what will BHP do with all this free cash flow?
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in that rally from here.
The chart below shows BHP underperforming the
ASX 20 (XTL) on a common performance base over
12 months. Under the top-down and bottom-up
scenarios I believe for BHP this gap will close in
favour of BHP.
My simple view is Mackenzie is going to be good for
BHP and BHP is going to be good for medium-term
investors.

In summary, under Mackenzie, I think BHP is going to
be the free cash machine we all hoped it would be. I
just don’t think you’re going to wake up one morning
under Mackenzie’s leadership and by surprised by a
$50 billion tilt at some other company. We might
actually be surprised how “boring” BHP becomes,
but boring is good when you are at the bottom of the
cost curve and increasing production, while
simultaneously stripping out costs and reducing
capex.
The funny bit is the best total returns BHP
shareholders generate will be past the peak of
commodity prices as the free cash flows.

Go Australia, Charlie.
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.

Earlier this year I made a clear strategic mistake. I
took BHP and RIO out of my high conviction portfolio
at what was the bottom for the year. I lost my nerve
for a variety of reasons I regret in terms of BHP, not
RIO, which remains an inferior company. I kept FMG
in, which was at least one small reprieve.
After sitting down with Mackenzie, revisiting our BHP
models, looking at consensus, looking at global PMI
readings, looking at global growth, looking at relative
value in the Australian equity market, and considering
the federal governments re-engagement with big
business, I am going to right that wrong and reinstate
BHP to my high conviction portfolio.
There is simply no mathematical possibility I can be
right on my 6000 Index call without BHP participating
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Lots of noise, but no housing bubble
by Paul Rickard
There is no housing bubble in Australia.

stages of a bull property market.

Maybe in a couple of years’ time when price growth
is rampant and there is something to “prick” the
bubble – like new supply of housing stock – but not
yet. There is lots of noise, and many alarmist
headlines.

The case for a ‘bubble’

The latest instalment came last Thursday, after the
RBA published its semi-annual ‘Financial Stability
Review’. “DIY super funds take $80bn property
bite”, The Australian screamed. The Australian
Financial Review wasn’t much better. Only in the
accompanying table did The Australian show that
commercial property accounted for 77% of this
exposure, and neither saw fit to mention that as a
proportion of all assets, the total exposure by SMSFs
to residential property is a tiny 3.5%. Yes – you read
it correctly – 3.5%.
This morning we have “SMSFs effect on property is
$450bn elephant in the room” again in the Australian
Financial Review. This is based on “high-level”
analysis by Christopher Joye (see Peter’s chat with
“Bubble boy” here).
Today, our mainstream financial media is so bereft of
considered analysis there is almost no reason to
subscribe – so it is only alarmist headlines that will
draw you in. Alarmism, unfortunately, sells.
The regulators (such as APRA and the RBA) are also
making noises. This “jawboning”, however, is being
done to make sure that the banks don’t get carried
away, keep lending standards high and don’t let the
situation develop where a ‘bubble” could quickly
take hold. The regulators are doing what they are
supposed to do.
Let’s look at the respective cases for and against the
“bubble” – and why I think we are just in the early

Just troll the web and you will see numerous articles
on this. Google “Australian property bubble” – and
you’ll find millions of pages of references, there is
even a special Wikipedia article on this!
Essentially, the case comes down to the following
arguments:
Australian housing is ‘expensive’, more so
following the GFC and the corrections that
occurred in other countries. Ratios such as
‘house prices to incomes’ or ‘house prices
to rents’ are discussed. Dr Nigel Stapledon of
UNSW has produced an index called
‘Australia’s Real Home Price Index’, which
shows a marked acceleration in “real” home
prices since the late 90’s.
Australia’s four major banks are very
exposed to housing. Investors drive the
market, and household indebtedness is high.
Groups such as the IMF join the chorus,
warning in a report last November that
“residential mortgages are the banks’ single
largest asset, and a combination of high
household debt and elevated house prices
increases the risk in this portfolio”.
As Chart 1below show, Australian financial
institutions have over $1.13 trillion of home
loans, which represents 63% of their total
loans and advances. This is high by
international standards. Investors are also
active, with 33% of all housing loans
outstanding being for investment property.
New home loan approvals show that investors
have been a little more active of late,
accounting for 35% of the market in the June
quarter.
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Chart 1 – Residential Housing Loans (All ADIs)

The case against
A “bubble” (if it exists) needs something to “prick” it
– so what could trigger this? Rising interest rates?
Rapidly rising unemployment? New supply of housing
stock?
We can rule out interest rates, which are destined to
stay low by historical standards for some time. And
although unemployment and underemployment have
been increasing, if the new Government gets its act
together and creates a better environment for
business, it is hard to see this deteriorating rapidly.
Moreover, if the rest of the world switches on the
growth engine, Australia won’t be left behind.

Thirdly, as would be expected in a “bullish”
property market, the demand signals are
strong. Prices are increasing (Chart 2),
auction clearance rates are high (Chart 3),
‘time on the market’ is decreasing. We have
been covering this in the Switzer Super
Report for some time now – arguably a very
normal reaction to a sustained period of low
interest rates.
Chart 2 – Capital City Home Value Changes to 29
Sept

Supply of new housing stock is the most likely trigger,
but all the signs are that any material increase is
years away. In fact, developers are still reeling from
the GFC when new finance suddenly dried up, and
there has been very little pick up. This is highlighted
in Chart 4 below, which shows lending by all banks to
the commercial sector (i.e. non households). Lending
today for land development/subdivision and for
residential housing is running at approximately half
that of the peak in December 2008 – and there has
been negligible change over the last 12 months.
Chart 4 – Commercial Property Lending (All ADIs)

Chart 3 – Weekly Clearance Rates to Sept 29 –
Source RP Data

So, let’s rule out the supply trigger. What about the
state of our banks and household finances?
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Well, the household balance-sheet has improved. As
the RBA notes, ”households are continuing to exhibit
more prudent management of their finances than a
decade ago”. The Household Saving Ratio has
increased to around 11% (Chart 5).
Chart 5 – Household Saving – Percent of
Household Disposable Income

And with our financial institutions, there are no signs
of pressures arising from their exposure to housing.
Housing loans that are past due or impaired have
remained steady at 0.7% over the last 12 months,
0.2% less than its peak in 2011.
Some bubble!
Conclusion

Household indebtedness, as measured by ratios such
as debt to income, debt to assets, interest payments
to income have all improved. Mortgage holders are
holding the highest recorded level of mortgage
buffers (amounts in offset accounts and redraw
facilities) at 14% to outstanding mortgage balances,
or approximately 21 months of total scheduled debt
repayments (Chart 6).

While parts of the Sydney property market are quite
hot, an overall annual price increase of 5.8% for the
five capital cities is not huge – the share market has
done more than 20% over this period. Bank balance
sheets are not stretched, households are not showing
signs of financial distress and perhaps, most
importantly, supply of new housing stock is a long
way from hitting the market. When I see the
residential equivalent of the cranes and pits, and hear
of people queuing to buy Gold Coast property “off the
plan” – then I will start to think we might be in a
bubble. It will probably happen – at the moment
though, we are just in the early phases of a bull
market.
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.

Chart 6 – Mortgage Repayment Buffers –
Sources: RBA, APRA
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
All in all, activity from stockbroking analysts remains
fairly subdued amidst low volatility and low volumes in
the share market and as the investment community
prepares for AGM season and financial results from
most of the banks. In the background there remains a
widespread feeling that many stocks are not
particularly cheap, with earnings yet to announce
themselves in many cases.
In the good books
Australand (ALZ) was upgraded to Overweight from
Neutral by JP Morgan. Residential real estate was the
best performing real estate asset class in the first half
of 2013 and JP Morgan is forecasting this to continue
in the second half. It therefore sees strong earnings
growth in train for the developers and has upgraded
Australand to Overweight from Neutral as it has the
most earnings sensitivity to residential price growth.

which should take pressure off a tight balance sheet.
The broker expects a successful ramp-up of
DeGrussa and thus a significant de-risking of SFR at
the operating and funding level. The broker suggests
SFR looks cheap compared to peers PanAust (PNA)
and OZ Minerals (OZL).
Skilled Group (SKE) was upgraded to Outperform
from Neutral by CIMB. Skilled has won a $200 million
contract at Ichthys for the Engineering and Marine
division, which highlights the group’s capacity to
convert large oil and gas opportunities into orders.
CIMB upgraded forecast FY15 earnings by 5% on the
strength of the contract, but suggests this could prove
conservative group-wide, given additional earnings
potential in other divisions.
In the not-so-good books
Alacer Gold (AQG) was downgraded to Underperform
from Outperform by Credit Suisse. Alacer has sold its
Australian businesses of Higginsville and South
Kalgoorlie. The transaction price of $40 million was
below the broker’s $62 million valuation. The
company has severed its links with Australia and the
focus is now squarely on Copler. For Credit Suisse,
the medium term production outlook there remains
quite uncertain.

Perseus Mining (PRU) was upgraded to Neutral from
Sell by Citi. The broker has upgraded gold price
forecasts and earnings across the sector and thinks
things can only get better for Perseus.
Sandfire Resources (SFR) was upgraded to
Outperform from Neutral by Macquarie after
renegotiating payment terms on its debt obligations,
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Nufarm (NUF) was downgraded to Underperform
from Neutral by BA-Merrill Lynch and to Sell from
Neutral by UBS in the wake of FY13 results. Merrills
believes the company faces significant growth
challenges, including the recent fall in soft commodity
prices, rising global grain stocks and intense rivalry in
Australia – to name a few reasons. Profit estimates
have been reduced by 4% and 2% in FY14 and FY15
respectively. UBS questions whether the company
can generate sustainable free cash flow while the
domestic business is under competitive margin
pressure.
Sydney Airport (SYD) was downgraded to Neutral
from Buy by BA-Merrill Lynch. Merrills is downgrading
to Neutral from Buy as the benefits from the ATO
settlement are now priced in. The broker had only
minor concerns with the first half result and has made
no major changes to earnings forecasts. It’s just that
Sydney now looks fairly valued.
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.
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 emerging market outlook – are they worth
buying?
by James Dunn
Emerging markets are a volatile place to invest, but
that’s their attraction for many investors. It sounds
counter-intuitive, but adding a notoriously volatile
asset class to your portfolio can help reduce the
portfolio’s overall volatility, while adding to its
potential return.
Over the last decade, the sector has been
popularised by the BRIC acronym – standing for
Brazil, Russia, India and China – coined by Goldman
Sachs’ Jim O’Neill in 2003. Those four large
emerging markets make up most of the sector’s
benchmark, the Morgan Stanley Capital International
(MSCI) Emerging Markets Index, and have been the
mainstay of the Emerging Markets’ return.
The growth story
The BRIC countries – particularly China – have been
strong generators of economic growth. The
economies of the four BRIC countries grew at an
average annual rate of 6.6% between 2001 and 2010,
twice as fast as the global economy and four times
the rate of the US.
The BRICs slowed a little to 6.3% growth across 2011
and 2012, but that’s still booming compared to a
global economy – held down by struggling Europe
and the US – that managed only 2.3% growth in
2012. The World Bank does not even expect that
growth rate to be repeated in 2013: it is looking for
something less than 2.2%.
While a country’s share market returns and its gross
domestic product (GDP) growth do not always match,
there are two major attractions of the emerging
markets as an investment theme. The first is
exposure to the huge growth of new consumers –
hundreds of millions of them – that are coming
onstream as the emerging markets move up the GDP
per capita ladder. The second is an investment that is

not strongly correlated to the developed-world
markets, particularly the US market. That is where the
diversification angle of emerging markets is handy.
Recently, the emerging markets’ growth story has
been slammed by the inflation emerging from the
western central banks’ quantitative easing (QE):
programs, which have now been joined by the
‘QE-on-steroids’ program of the Bank of Japan.
With interest rates and bond yields in the developed
markets at historic lows, QE has sent floods of “hot”
money into property and shares in the developing
nations. Inevitably, that has flowed into food inflation,
which has become a problem for governments.
The emerging markets slumped in June, when the
MSCI Emerging Markets Index fell by 6.8% in US$
terms, because the US Federal Reserve chairman
Ben Bernanke spoke of the Fed preparing to end – or
at least “taper” – QE, and end the supply of cheap
money. This caused sell-offs in emerging markets
stocks, bonds and currencies.
But with Bernanke seemingly back-tracking on this
determination in September, the emerging markets
have recovered some ground.
Below is a comparison of the MSCI World Index
(which covers 23 developed-world countries) with the
MSCI Emerging Markets Index (which covers 21
emerging markets) and the MSCI BRIC Index. The
developed markets have done best in the recent past:
the emerging and BRIC markets have performed best
over 10 years.

12

MSCI Emerging Markets and BRIC Indices versus
World Index

ASX-listed Emerging Markets Exchange-Traded
Funds (ETFs)

How to get access
On the Australian Securities Exchange (ASX), there
are eight exchange-traded funds (ETFs) that give
investors emerging-market exposure through one
listed stock: these are shown in the table below. For
example, the iShares MSCI Emerging Markets ETF
(ASX code: IEM) tracks the MSCI Emerging Markets
Index, while the iShares China Large-Cap ETF (IZZ)
tracks the FTSE China 25 Index, which represents
the performance of the largest companies in the
Chinese stock market that are available to
international investors.
The iShares Asia 50 ETF (IAA) tracks an index
composed of 50 of the largest Asian stocks from the
Hong Kong, Korea, Taiwan and Singapore markets.
The iShares MSCI BRIC ETF (IBK) tracks an index of
the top Brazilian, Russian, Indian and Chinese
stocks, while the other ETFs follow the MSCI indices
of the South Korean, Hong Kong, Taiwanese and
Singapore stock exchanges.

The more traditional route is to invest in unlisted
emerging markets funds, which are usually available
both for direct investment and through platforms (on
which the advertised minimum investment of
wholesale funds can be much lower). As shown in the
table below, the best Australian emerging markets
funds have been strong performers – most notably,
the CFS Wholesale Global Emerging Market Fund
and the Aberdeen Emerging Opportunities Fund – but
there is a wide range of performance. Most of these
funds are unhedged, too.

The ETFs provide a quick, simple way to diversify a
portfolio, through one simple trade on the ASX, for
normal share brokerage costs, and the investor can
put in whatever amount they like. The ETFs cost less
than most traditional managed funds and are more
transparent, because the portfolio holdings are
publicly disclosed as often as daily.
All of the iShares ETFs are unhedged, meaning that
investors buying in A$ face currency risk on top of the
share market risk they take. This can both augment
and detract from the final performance of the
investment in A$.
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Top Australian unlisted emerging markets funds
(to August 2013)

A broadly diversified exposure like the IEM will suit
many investors – for example, it will pick up a
high-potential country like Indonesia, but it will also
have exposures you might not necessarily want, in
Africa, Asia, Europe and Latin America. There is the
ability to be more targeted with some of the other
ETFs, even down to individual country level.
In the managed funds, you entrust the manager with
choosing a portfolio of stocks from emerging markets,
rather than simply receiving the index performance
that the ETFs give you. This may suit some investors,
but make sure that (a) you are happy with the
portfolio, and (b) you can get access to the fund
cheaply through a platform.
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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Sydney property strong, Melbourne takes breather
for GF
by Penny Pryor
The property market, as measured by the auction
clearance rate, continues to chug along on the East
Coast of Australia, with clearance rates of 81.5% in
Sydney and 75.8% in Melbourne (see table 1 below).
But Melbourne’s number is coming off a very, very
low number of properties listed – largely due to it
being AFL grand final weekend.

The most expensive property sold in Sydney was a
three-bedroom unit in the exclusive North Shore
suburb of Kirribilli, which went for $4.7 million. And
Melbourne still managed the sale of a $1 million
property despite grand final activity, although the
most expensive properties in Adelaide and Brisbane
went for much more (see table 4 below).

This week Paul Rickard explains why there’s no
property bubble, and these strong clearance rates are
just evidence of activity returning to a market that has
been in the doldrums for some time.
The revised data for last week shows that Sydney is
maintaining a clearance rate of just over 80% and
Melbourne is gradually edging up into the mid to late
70% bracket (see table 2 below).

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.

And the same data a year ago shows that it was also
grand final weekend in Victoria, with just 34
properties listed in Melbourne, compared to 324 in
Sydney, which means the Melbourne clearance rate
of 76.9% should not be given much attention.
Sydney’s rate was still in the early 60s at 60.1% (See
table 3 below).
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Did you know?
I spoke with property pundit Christopher Joye last week on my Switzer TV show. You'll understand why 've
started calling him 'bubble boy' after you watch this.

And if you want to be part of our next webinar on Friday register today! We have just a few places left but you
can still register here.
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