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And they're off
As we all gear up to wind down tomorrow afternoon for the race that stops a nation, market
exuberance is causing us all to worry. Today I put forward my argument for why this time it really is
different and why I don't think we're heading for a big market correction at all.
My view is backed up by our new chartist, Gary Stone, who thinks we might be in for some small
corrections, but the overall direction will be up. You can read Gary's view on the All Ords index, below.
Speaking of racing, James Dunn is tipping Fiorente, Voleuse De Coeurs, Green Moon and Mount
Athos as a box trifecta for Melbourne Cup and Tabcorp and Tatts for your portfolio.
Happy racing!
Sincerely,

Peter Switzer
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This time really is different
by Peter Switzer
One of the greatest mistakes you can make in this
finance and investing caper is to fall for the old
defence of an improbable explanation or argument
that “this time it is different.”
Catching up recently with an old media buddy of mine
– the AFR’s editor-in-chief, Michael Stutchbury – at
the Rupert Murdoch speech for the Lowy Institute, I
couldn’t help tease him about his crusade against
the housing bubble.
He referred to the history of low interest rates and
inflation but that’s when I let him have it with: “This
time it could be different!”
I even hated myself for falling into this trap, as both
Michael and I have been exposed to the same
economic and market theories, as well as real world
experiences, but I have a gnawing feeling that, this
time, it is different.

rates, inflation remains subdued. Ninth, in a place like
Sydney, where most of the housing bubble talk is
focused, the average house price rise over the past
10 years to 31 July, according to RP Data, was just
2.5%!
We are due for a housing recovery and we are due
for a bit of inflation and then some rise in interest
rates, back to something like normality over the next
two years. For me to be supportive of some rate rises
over the next couple of years, shows how different it
is, right now.
It won’t be different forever – inflation will eventually
come from this monetary madness used to help us
avoid a Great Depression, and on that I think I can
say “Mission Accomplished”, without having parallels
made of me to George W. Bush.
The correction

So, what’s different from the history that Michael and
I have shared?

This brings me to the correction — is it different here
too?

The case for

Geoff Wilson of WAM says one is overdue. I think so
too, but what could make us wrong?

First, we’ve never come close to a Great Depression.
Second, we have never seen a monetary expansion
of this kind worldwide. Third, we’ve never seen
economies respond so slowly to monetary
stimulation. Fourth, the economic crunch from the
GFC has been the worst for Europe in our lifetime.
Fifth, we have never lived with a powerhouse called
China, that not only provides demand but pushes
inflation down by lowering the prices we pay for retail
and industrial goods.
Sixth, consumers are repairing their personal balance
sheets and de-leveraging like never before, or at least
in our lifetime. Seventh, Australians are saving at
historically high levels. Eighth, even with low interest

The US and China keep improving economically and
there is a swag of data from both countries this week,
with a jobs report in the former and manufacturing in
the latter, which should excite markets.
Over the weekend we learnt that the ISM
manufacturing report was the best in two and a half
years, so the economy is ticking over positively.
Generally, US company reporting has been positive,
with 355 companies in the S&P 500 having reported,
and 68% beat earnings on a consensus basis, while
53% beat estimates on expected revenues, which all
says the US economy is doing OK.
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As I’ve said before, the Congress could make things
worrying in early December, with another shutdown
possible in early January if the Budget Committee
fails to agree on a plan. And this could roll into
January, but if an agreement does come up, then the
market will keep sneaking higher.
The first real chance of a correction could be in March
or April, when I think QE3 tapering starts, but this will
lead to plenty of buyers coming into the market on the
basis that the Fed would be tapering because the US
economy is getting stronger.
Why is this inability to correct happening? Or why
does it look like a correction could be delayed? And
why, when it comes could it be shallow, provided it’s
not driven by a screwy or weird unexpected event?
Well, it could be because this time things look to be
different!
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.

03

Portfolios rocket ahead – up by over 24%
by Paul Rickard
Often the bogey month for shares, October,
witnessed the ASX powering ahead by 4.0%, taking
price gains since the start of January to 16.7%. In
somewhat of a reversal of the previous couple of
months, the “yield” sectors (financials,
telecommunications) led the market higher.

On a year-to-date basis, the materials sector is still
down 5.2%, while investors, who are overweight
financials, are the major winners.

Our income and growth portfolios continued to
perform well and better than the ASX, increasing their
relative outperformance to the benchmark indices.
We started our portfolios as a guide for constructing
your own portfolios. You can read more about our
process here.
Performance
The income-oriented portfolio to 31 October is up by
24.31% and the growth-oriented portfolio is up by
25.99% (see tables at the end). Compared to the
benchmark S&P/ASX 200 Accumulation Index (which
adds back income from dividends), the income
portfolio has outperformed by 3.4% and the growth
oriented portfolio has outperformed by 5.1%.

All sectors up in October
All the major sectors increased in October, ranging
from 0.2% for the energy sector to 5.9% for financials.
In somewhat of a reversal of August and September,
the cyclical sectors, such as industrials and consumer
discretionary, lagged the market, as the Aussie dollar
tracked higher to 0.95US. With interest rates now
seemingly on hold, the yield sectors (financials and
telecommunications) attracted renewed investor
interest.

Income portfolio
The income portfolio is overweight financials,
consumer staples and telco, and underweight
materials. It remains within the portfolio sector rules
(see above) with financials representing 49.8% of the
portfolio by market value on 31 October (effectively
overweight with 1.28 times the sector weight), and
materials 14.2% of the portfolio (effectively
underweight at 0.82 times the sector weight).
For income, the portfolio has so far returned 4.2%,
franked to 94.1%. With three of the major banks yet
to pay their final dividend, the portfolio should, for the
year, marginally exceed the forecast dividend yield of
5.23% per annum. Details of the portfolio and its
performance are listed RQSDJH.
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Growth-oriented portfolio
The growth-oriented portfolio is overweight stocks in
the materials, energy and healthcare sectors,
underweight financials and consumer staples, and
broadly index weight the other sectors. Stock
selection in the financials (strong bias towards NAB
and the selection of a regional in BOQ), in the
industrials (with Toll and Brambles), and in consumer
discretionary with Crown, has offset the
underperformance of the material sector stocks.
In keeping with our view that the “pricing gap”
between NAB and CBA has closed, and that the
stellar run of the regional banks is coming to an end
(which means that better risk adjusted value is to be
found again now with the major banks), we have
made some changes (effective 31 October) to our
financial stocks:
Sold our Bank of Queensland (BOQ) holding
(up 64% this calendar year), and re-invested
these funds into Commonwealth Bank;
Sold 25% of our NAB holding – and
reinvested these funds into Westpac shares.
The net effect of these transactions is to institute a
bias within financials towards the major banks, and
then take a broadly neutral (index weight) position
within the four banks.
The portfolio from 31 October isRQWKHIROORZLQJSDJH
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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Income Portfolio

Growth Oriented Portfolio

06

Tabcorp and Tatts - a sure thing tomorrow
by James Dunn
At Spring Racing Carnival time, Tabcorp Limited
(TAH) is very much a stock to have on your side –
because it is a guaranteed winner at the track.
Tabcorp “owns” the Spring Carnival. The company
says that 74% of people who bet on the Melbourne
Cup in New South Wales and Victoria will bet with it.
As the Cup runners are paraded in the mounting yard
tomorrow afternoon, Tabcorp will be processing 2,000
transactions a second.
Good odds
It will do 50 million transactions tomorrow – and you
can take a tiny cut of each of them, if you own
Tabcorp shares.

revenue, just over three-quarters, comes from
wagering; while TattsBet only contributes 21% of
Tatts Group’s revenue – compared to lotteries, which
generate 70% of the top-line. Tabcorp also has
businesses in keno and gaming support services.
Yields racing ahead
These highly defensive revenue streams generate
strong dividend yields. In FY14, Tabcorp is expected
by market consensus to pay a dividend of 15 cents a
share, rising to 16.6 cents a share in FY15. At the
share price of $3.54, Tabcorp is offering a
prospective FY14 fully-franked yield of 4.2%, which
equates to 5.1% for an SMSF in accumulation phase,
and 6% for a fund paying a pension.

Tabcorp is a guaranteed winner tomorrow because it
keeps about 17 cents of every dollar wagered: about
one-third of this is paid to the relevant state
government, about one-third to the racing industry,
and the company keeps the rest. After covering costs
– including an expensive ‘bricks and mortar’ retail
channel – and taxes, about 3 cents of every dollar bet
is clear profit to Tabcorp. That makes Tabcorp one of
the Australian market’s great defensive and most
recession-proof stocks – to put it mildly, Australians
love to punt.

For FY15, the prospective nominal yield is 4.7%,
equivalent to 5.7% for a fund in accumulation phase,
and 6.7% for a fund in pension phase.

The other stock that is a guaranteed winner
tomorrow, and on every other race day, is Tatts
Group (TTS), which – although better known as a
lottery operator – offers tote and fixed-odds betting in
Queensland, South Australia, Tasmania and the
Northern Territory, through its TattsBet division.

For FY15, Tatts Group’s prospective nominal yield is
5.2%, equivalent to 6.3% for a fund in accumulation
phase, and 7.4% for a fund in pension phase. That’s
not bad for yields based on highly resilient cash flows
– if you don’t mind that those cash flows come from
the pockets of the nation’s punters.

The traditional state TAB businesses run by Tabcorp
and Tatts still represent almost 70% of the $26 billion
wagered in Australia every year. The pair make up a
highly lucrative wagering duopoly, but differ in the
focus of their revenue: the lion’s share of Tabcorp’s

The risks

The consensus expects Tatts Group to pay a
dividend of 15.3 cents a share in FY14, rising to 16.4
cents a share in FY15. At $3.18, that puts Tatts on a
prospective FY14 fully franked yield of 4.8%, which is
effectively 5.8% to a self-managed fund in
accumulation phase, and 6.9% to a fund paying a
pension.

That is not to say that life is all plain sailing for the
stock market’s bookies.
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Both took a hit in FY13 from changes to Victoria’s
poker machine licence regime, designed specifically
to end the Tatts-Tabcorp duopoly. The new
regulation, which took effect in August, scrapped the
pair’s licences and took away their cut of $2.6 billion
of poker machine spending in Victoria. In response,
Tabcorp’s net profit fell 63%, to $126.6 million; while
Tatts’ earnings fell by 22%, to $247.3 million.
But for its continuing operations, Tatts’ full-year
revenue jumped 11% to $2.95 billion, while net profit
surged 40.8% to $227.4 million. Tabcorp reported a
2% rise in revenue from continuing operations, but a
15.6% fall in earnings.
Then there is the clear and present danger of the
entry of a big online wagering competitor from the
British Isles. William Hill, one of Britain’s biggest
wagering operators, spent $700 million setting up
shop in Australia through the purchase of
TomWaterhouse.com.au and Sportingbet (which
owns Centrebet) in March this year. The Sportingbet
and Centrebet brands will disappear, while the
TomWaterhouse.com.au brand will remain until
December 2015.
Sportsbet, owned by Irish bookmaking firm Paddy
Power, and the Australian arm of UK online betting
exchange Betfair, are also major competitors. (Betfair
is slightly different because it allows punters to bet
against each other, rather than against Betfair, and
takes a cut of each transaction.) And just two months
ago, famous British punting name Ladbrokes arrived
in Australia with the $22.5 million purchase of local
company Gaming Investments, which runs
bookmaker.com.au.
Market makers

Through strong customer management i.e. barring
consistent winners – the corporate bookmakers are
enjoying gross margins of up to 14%. They also pay
only 2 cents of every dollar of revenue to the racing
industry, they do not have Taborp’s expensive
branch network costs, and they pay less in tax than
Tabcorp and Tatts, because they are usually
domiciled in the low-tax Northern Territory – which
hosts no less than 12 corporate bookmakers. All told,
the corporate bookmakers could be netting 6 cents of
every dollar of revenue as profit – which is why the
big British firms have jumped into Australia with such
gusto. They want to cut Tabcorp’s and Tatt’s lunch.
Tabcorp has the great advantage of the iconic brand
in wagering – TAB – and its digital platforms
complement its retail distribution business in New
South Wales and Victoria. The British threat is
smaller for Tatts Group, because it relies less on
wagering revenue, but it cannot ignore either a
suddenly more competitive wagering business, and
will need to be on its marketing and product
development toes.
But remember, these two still win on every bet. And
while I’m picking winners, here is my Melbourne Cup
box trifecta:
Fiorente
Voleuse De Coeurs
Green Moon
Mount Athos
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.

Of the $20.4 billion racing turnover, 31%, or $6.3
billion is transacted online, with the bulk being retail,
on-course or telephone betting. Online has a much
bigger share (52%) of the smaller sports betting
market, which turns over $3.2 billion a year.
In online wagering, Tabcorp holds the biggest share
of the market, at 26%, but Sportsbet (21%) and
William Hill/Tom Waterhouse (21%) are barking at its
heels. Betfair has 14% and Tatts has 6%, with other
companies and other TABs accounting for the rest.
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Short-term All Ords retracement, means long-term
gain
by Gary Stone
Shallow pullbacks are a sign of a strong market. If
this market continues its strength then, from a
technical analysis perspective, there is a high
probability that the All Ords will have another shallow
pullback from its current position.
Future direction
A really strong market may only experience a 14.6%
Fibonacci retracement to 5,330, which would roughly
coincide with the previous high in the trend. A strong
market may experience a 23.6% Fibonacci
retracement to 5,254 and a slightly weaker market to
a 38.2% Fibonacci retracement to around 5,131.
All three of these Fibonacci levels are shown on the
chart above. Technical analysis is not an exact
science, so these levels should be interpreted more
as a zone than an exact level.
The All Ordinaries index is now poised for a breather
in the short term. This may present an opportunity to
enter the medium to long term up trend that has a
high probability of continuing for some time to come.

The blue rectangle shows the strong 5,100 – 5,200
support zone for the All Ords. If this zone does not
hold in any retracement, this might be a sign of more
serious weakness and a much lower equities market
in Australia.

The way up
Today’s chart shows how the All Ordinaries has risen
from a low of 4,355 nearly a year ago on 16
November 2012. The initial All Ordinaries rise was
followed by a 70.7% Fibonacci (technical levels
determined by the Fibonacci sequence) retracement
to the middle of 2013.
From there, the All Ords has enjoyed another strong
rise from 4,633 in June 2013 to 5,437, its highest
close since June 2008. In this last leg up, the All Ords
has experienced shallow retracements along the way,
with the deepest being a 23.6% pull back to 9
October.

The case for a short-term shallow retracement over
the next week or so is supported by similar analyses
of the S&P500, Nasdaq Composite and DAX indices.
On the upside, and after the short term retracement
discussed here, my analysis shows that the All
Ordinaries index could be headed for a target zone of
around 5,840, but not in a straight line. More on this
over the next few weeks.
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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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Strong share market gains have been met by a wave
of downgrades in ratings for individual stocks by
securities analysts. The market is pricing in future
growth, while analysts are being left with a general
feeling that growth is not yet materializing.
The tension between these two opposing forces is
also apparent in responses to local bank results.
While price targets for ANZ Bank and National
Australia Bank have moved higher, alongside
increased estimates, both banks received
downgrades in ratings on the back of strong share
price gains.
In the good books
Kingsgate Consolidated (KCN) upgraded to Neutral
from Sell by Citi. September quarter production was
in line with the broker’s expectations. FY14 guidance
of 190-210,000 ounces implies no growth on FY13
and the broker thinks that getting the Thai IPO away
on attractive terms will be hard. Hence, the planned
debt restructure and funding for growth at Nueva
Esperanza and Bowdens is uncertain but the
recommendation was upgraded as reasonable
valuation support is seen emerging.

Woolworths (WOW) was upgraded to Neutral from
Underperform by Credit Suisse and to Overweight
from Underweight by JP Morgan. First quarter sales
in food and liquor were solid, but Credit Suisse thinks

the September result was mixed. Discretionary
business was poor, although unlikely to negatively
impact FY14. Woolworths is seen juggling a number
of challenges and opportunities across the
discretionary retail business. Credit Suisse upgraded
to Neutral from Underperform after valuation
adjustments. Woolies’ September quarter sales
growth fell short of JP Morgan, but was of good
quality with a solid performance from food and liquor.
Issues still remain with weak hotels and Big W, a
struggling Masters and competition from Aldi, but
food and liquor momentum is improving and that’s
83% of earnings, the broker notes.
In the not-so-good books
Asciano (AIO) was downgraded to Underperform
from Neutral by Macquarie. The message Macquarie
received from the first quarter update is that there’s
little sign of an economic recovery. Management did
maintain guidance for positive underlying earnings
growth but below FY13, implying 0-13%. The weak
outlook points to a downside risk to expectations.
BT Investment Management (BTT) was downgraded
to Neutral from Buy by UBS. The FY13 result showed
the strong growth trajectory and UBS expects the
breadth and quality of the fund offering should
support flow and FUM momentum. This is now
factored into forecasts so there’s little room for
disappointment.
Fortescue Metals (FMG) was downgraded to Sell
from Hold by Deutsche Bank. The broker has
undertaken a comparison of Pilbara iron ore majors
Fortescue, BHP Billiton (BHP) and Rio Tinto (RIO).
Using numerous financial metrics, the broker
concludes FMG is expensive on a net present value
basis given long-run earnings margin expectations.
FMG is de-gearing rapidly but financial risks remain.
Lend Lease (LLC) was downgraded to Neutral form
Outperform by CIMB Securities and to Neutral from
Buy by UBS.
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Stockland (SGP) was downgraded to Hold from Buy
by Deutsche Bank. The AGM commentary confirmed
further residential volume improvement in the
September quarter. Deutsche Bank believes the
company is on track to slightly exceed the top of the
guidance range of 4% to 6% earnings growth in
FY14. The rate of growth is considered priced into the
shares and the rating is downgraded to Hold from
Buy.
Transfield Services (TSE) was downgraded to Neutral
from Outperform by Macquarie. Transfield has had a
good run in the last two months and Macquarie thinks
some profit taking might be in order. The company
reiterated guidance at the AGM for profit of $65-70
million and the broker believes a big second half is
required even more so this year because of the timing
of restructuring costs. The rating is downgraded to
Neutral from Outperform and the price target is raised
to $1.58 from $1.16.

CIMB agrees with peers elsewhere and with
management at Lend Lease that the future looks
bright and solid growth should be on the horizon.
Unfortunately, the sale of its stake in the Bluewater
Project is likely to be deferred to FY15, which triggers
an adjustment in forecasts. CIMB has come to the
conclusion that investors are likely going to remain
cautious until a clearer picture emerges on what
FY16 is going to look like. UBS expects Lend Lease
to benefit from the improving macro environment but
it will take some time.
National Australia Bank (NAB) was downgraded to
Neutral from Outperform by CIMB Securities. CIMB
was positioned above consensus and thus NAB’s
FY13 report fell short. Making matters worse is that
the analysts see limited scope for upside surprises
and/or further re-rating for the shares. CIMB has cut
EPS forecasts by 3.2% in FY14 and 4.0% in FY15.
The stockbroker’s “blended target” falls 3.7% to
$34.40. CIMB thinks the market will start focusing on
the “worries” again, including life insurance in
Australia, on the other hand, NAB’s growth should
outpace the peers. ANZ Bank is preferred in the
sector.

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.

Spring fever in the property market
by Penny Pryor
The auction clearance data for the major capital cities
again highlights the differences between Sydney and
Melbourne. Sydney’s initial clearance rate for the
weekend was 81.2%, with 473 reported auctions (see
table 1 below). Melbourne also recorded an above
70% rate – 74.7% – but there were only 81 reported
auctions, as Melbournians headed to the racetracks
to celebrate Derby Day.

The RP Data national weighted auction clearance
rate for capital cities was 72% on the weekend.
Despite all the talk of a property boom, this rate is
now hovering near levels seen in 2009 and 2010 (see
graph 1 below).
Graph 1: Weekly clearance rate, combined capital
cities

Table 1: This Saturday, 2 November 2013

In the revised data for the previous week, Melbourne
was at full tilt for another Super Saturday. Its initial
76.9% was revised down to 75.6%, but it saw a
massive 1,141 reported auctions, from 1,356
properties listed (see table 2 below). Sydney saw a
bigger revision downwards, with its initial number of
83.2% revised to 77.7% a week later.

And the capital city home value changes show that
the price increases are concentrated in Sydney and
Melbourne, which are up by 11.8% and 7.7%
respectively (see table 4 below). Perth has also
experienced strong growth, but this is starting to
flatten out, with the mining capital recording a
negative number for the past month.

Table 2: Saturday, 26 October 2013

This time last year, rates were still hovering around
the 60% mark for both Sydney and Melbourne (see
table 3 below), with just 276 and 70 properties sold
respectively in each capital city.
Table 3: Saturday,3 November 2012

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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Did you know?
It's Melbourne cup tomorrow! Well, of course you knew that, but if you want to know who the bookies are
backing following Tom Waterhouse when he appeared on my show.
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