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It's beginning to look a lot like Christmas
I'm getting excited about what's in store for Christmas. I think it will be Mrs Claus in charge of things
this year, as Janet Yellen gets set to take over the Fed come January. She has already given global
markets a good indication of the tack she'll take, which I think is going to be pretty positive.
Have you been watching the fantastic performance of Freelancer.com since its float on Friday and
wondering why you couldn't get a piece of that action? Well in the Switzer Super Report today, Paul
Rickard explains why, and how you can improve your chances for the next big thing.
We also have the big four facing off against the regionals, in a battle of the banks, from James Dunn.
Gary Stone looks to the charts for possible signs that resource stocks might be about to pick up.
Sincerely,

Peter Switzer
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Has the Santa Claus rally come early or are there
more gifts on the way?
by Peter Switzer
In December, I always try to work out if a Santa Claus
rally is in train for the festive season. History is on our
side but the question is: has Christmas come early
with the Fed boss-in-waiting, Janet Yellen, inside the
Santa suit?
Regular readers know I’ve been pondering where the
overdue correction is. The likes of WAM’s Geoff
Wilson thinks a correction or pullback is way late and
Roger Montgomery says he can’t find any value. But
I have consistently argued that I just can’t find an
economic trigger for a stock price slide and so it
would have to be an unseen X-factor that might knock
market confidence for a six.
Yellen’s present
Charlie Aitken is in an onwards and upwards mode,
since Yellen uttered these words last week: “I
consider it imperative that we do what we can to
promote a strong recovery.” Yellen said when
replying to a question at the Senate Banking
Committee hearing last week. “It’s important not to
remove support, especially when the recovery is
fragile and tools available to monetary policy, should
the economy falter, are limited given that short-term
interest rates are at zero.”
In simple terms, she said she won’t risk hurting the
US recovery, where economic growth came in at
2.8% for the third quarter. This was better than the
2.5% expected by the experts. And by the way, the
US long-term average growth since 1947 is 3.2%, so
it was a promising result.
Yellen’s position rings sweetly for market players,
just like Mario Draghi’s famous “whatever it takes”
promise last year, which helped the European
economic recovery and underpinned the strong stock
market performance we’ve seen since the middle of
2012.

So if Santa has come early, is the general Christmas
rally over, or is Yellen’s gift the gift that keeps on
giving?
There is a market view building that as QE3 tapering
won’t happen this year (it will probably come in
March or even later), then it’s game on for a
predictable Santa Claus rally.
The technical guys say the Dow is in a bullish
ascending triangle pattern, which is another plus for
stocks. Market bear Jesse Colombo came up with
this interesting take, following his recognising of the
triangle in Forbes.com: “How am I able to be a
longer-term bear and a tactical bull at the same time?
It’s very simple: inflating bubbles lead to shorter-term
market gains, until they pop and cause a crisis, and
the current US stock market bubble is no different. At
the end of the day, it’s important to realise that much
of this bull market, including this week’s
Yellen-induced breakout, is driven by Fed monetary
stimulus rather than a genuine, organic economic
recovery.”
So a pop will come, probably when tapering starts.
Who’s the scrooge?
Could there be any other Grinch that could steal
Christmas? Try the Tea Party.
On December 13th – a Friday! – the House
Budgetary Committee in the USA has to come up
with a new plan for the deficit and debt reduction.
Time magazine says “Democrats want to replace the
across-the-board budget cuts known as the
sequester, which will chop $109 billion off the top of
nearly all defence and non-defence programs in
2014, with a mix of targeted spending cuts and tax
revenue generated through closing some tax
deductions.” The Republicans want tax cuts to be on

02

the agenda and the Tea Party wants bigger
conservative reforms, which could cause another
impasse that could spook stock markets.

needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.

However, I think this will be a minor issue
pre-Christmas. With President Obama in trouble over
his healthcare reforms, which could mean 15 million
Americans will lose their healthcare coverage, when
he said it couldn’t happen under Obamacare, the
Tea Party can’t afford to act stupidly to discredit the
Republican Party.
And it comes as Tea Party candidates are being
dumped by voters around America.
The party is over
A special CNBC report showed business interests are
tired of the madhatters in the Tea Party. The report
revealed: “In Alabama on November 5, Republican
Bradley Byrne beat Tea Party favourite Dean Young
for a US House seat in part because the business
community rallied around him. In Virginia, Democrat
Terry McAuliffe bested Tea Party-backed Republican
Ken Cuccinelli, partially because some conservative
business donors wouldn’t give to the GOP
(Republican) campaign – or even switched sides. And
in New Jersey, moderate Republican Chris Christie
crushed Tea Party candidate Seth Grossman in the
primary, and then Democrat Barbara Buono in the
general election because of strong business
support.”
If the Republicans come through the next
Congressional negotiations with no government
shutdown and no threat to the debt ceiling that could,
in turn, threaten a US debt default, then their stocks
could be strong for the mid-term elections next year in
November. Currently, there is talk that Obama could
end up being a lame duck president for his last two
years because he is losing popularity.
Given all this, I’m prepared to start stuffing the
stocking with stocks every time there’s a dip or when
a small cap with potential comes along, which, of
course, the Switzer Super Report is always on the
lookout for.
Important: This content has been prepared without
taking account of the objectives, financial situation or

03

Why you couldn’t buy Freelancer.com (and how to
get your hands on the next hot float)
by Paul Rickard
The remarkable success of the Freelancer IPO (ASX
Code FLN), which saw first day gains on Friday of
220%, led to that all too familiar question – “how do I
get some of the action”? Like many “hot” floats,
Freelancer only floated less than 10% of its shares —
30 million out of a total of 436 million shares – to what
it described as the “general public”, or about 600
lucky shareholders.
Unfortunately, it turns out that the “public” is not very
“general” – and arguably, a pretty big
misrepresentation. The “private private” might be a
better description.
So, who makes up the lucky few who get to
participate – and how can you improve your
chances?
The truisms
The first rule to understand with a float or an IPO is
that unless it is a mega float, if somebody is offering it
to you, you probably don’t want it. The more offers
you get – the more you don’t want it. It is the classic
demonstration of the ‘high school’ economics
demand/supply equation.
As most IPOs have a fixed supply of shares at a fixed
(or narrow range) of price(s), demand is the only
variable. So, if demand isn’t being seen, the chances
are that the suppliers will work harder to find the
buyers. When the market finally gets to clear the
stock (buyers meet sellers on the open market at the
ASX), in all likelihood, it will trade at a discount to its
issue price.
The second rule is that the actual promoter (read
broker or underwriter) matters. The “best” brokers
are involved with the best floats. They are the “best”
because they have access to the best distribution, or
the best research, or have the best track record or

have the best record in “managing” the market after
the stock lists. Smart company boards understand
this – and conversely, the “best” brokers don’t want
to sully their reputation and be involved in dog floats.
Of course, there are exceptions to both these axioms
(in particular, the caveat around mega floats and
household names) and, sometimes, the market gets it
wrong. Also, how a stock fares on opening isn’t that
important in the long run – the market will eventually
recognise the true worth of any company.
The allocation
Typically, there are four groups of investors allocated
stock in an IPO:
The Chairman’s list
Institutions
Broker retail clients
The general public
While most floats will find stock for the first two
groups, the “general public” will only get an
allocation if it is a mega float, or if the brokers are
struggling to sell it to the institutions or their retail
clients through the “broker firm” process. Hot floats,
such as Freelancer, don’t even make it to the
brokers’ retail clients. There is only one critical
requirement that a new company needs to satisfy to
list on the ASX – at least 500 shareholders – and
that’s not hard to satisfy if the stock is hot.
The Chairman’s list is rarely identified separately in
the offer document, as it comes out of the other
allocations. Essentially, a small proportion of the
stock is earmarked for key associates of the
company. It might include non-executive directors
and their families, close friends of the senior
management team, key customers and suppliers,
advisers and other individuals.
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Usually, most companies will look for institutions to
support the float. Institutions bring deep pockets, they
are a ready source to tap for additional capital as the
company grows, and they tend not to be as pesky as
some retail shareholders can be. If more institutions
support the float, it is likely that more brokers will
publish research on the company, which, in turn, will
lead to longer-term support from the institutional
market.

appropriateness of the information in regards to your
circumstances.

Finally, retail clients may get a look in via the “broker
firm” process (which depending on demand, may
allow brokers to dole out the stock to their best
clients), or if needed, the general public. In the larger
floats where the issuer has some brand name
recognition and the institutions set the price in a
book-build, lead managers often want to create
“demand tension” between the institutions and retail
clients by adjusting the amount of stock available to
each group. This may lead to a higher offer price, or
help to ensure that there is a solid “post IPO”
demand for the stock when it lists.
How to improve your chances
Obviously, we would all like to be on the Chairman’s
list – so if you potentially qualify, don’t be backwards
in asking. Failing this, open an account with one of
the major brokers and start paying some brokerage
with your friendly adviser.
You will need to weigh up the economics of dealing
with an adviser compared to your current brokerage
arrangements, and choose very carefully – access to
IPOs by stockbroking firms, and even within a firm
with different advisers, varies enormously. Put the
hard word on upfront and ask him/her to tell you what
floats they have been involved in.
If this approach doesn’t suit – don’t worry – the
stock market is full of great investment opportunities.
IPOs are just a tiny subset of these opportunities. And
most importantly – don’t forget that if someone is
offering you stock in an IPO, the chances are that you
don’t really want it.
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
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Battle of the banks – regionals v big four
by James Dunn
You have to feel for the Australian regional banks.
They have good niche businesses, strong brands and
customer loyalty, they are profitable and they pay
nice, attractive dividend yields.

big four can leverage their capital base twice as
much.
Hence they have much higher return on equity (ROE)
and return on assets (ROA) than the regional banks.

They’re just not as profitable as the big four.
The playing field
To be fair to Suncorp, Bendigo & Adelaide Bank and
Bank of Queensland, while they compete vigorously
with the big four in the markets they contest, they are
not on a level playing field with the four kahunas.
The big four have stronger pricing power, which
stems from their dominant market positions within a
limited – and regulated – market. The big four have
stronger balance sheets and higher credit ratings:
they have greater access to wholesale funding and
rely less on household deposits. Thus they enjoy at
least a 50 basis point funding cost advantage over
the regionals.
The big banks charge more for loans and pay less for
deposits than smaller banks, hence their average
interest margin is 2.2%, compared with the 1.8%
margin of the regional banks.
Worse – from the point of view of the regionals – is
that the big four banks are allowed by the Australian
Prudential Regulation Authority (APRA) to apply
lower risk weightings to their home loan assets than
the regional banks, because they are “systemically”
more important, and under more intense regulator
supervision.
Thus, the big four have to hold far less capital against
their home loans: they assign an average 16.4% risk
weighting to their home loan portfolios, less than half
the 35% to 40% that other Australian banks must
apply. In other words, holding half the risk buffer, the

Adoption of – and compliance with – the new Basel III
banking rules will cost the regional banks more than
the big four.
The good news
The regional banks can match – or even better – the
dividend yields on offer from the big banks, they just
do so less reliably.
Listed Banks: the tale of the tape

Source: FN Arena, Lincoln Indicators. Yields, PEs
and target prices are forecasts, based on consensus
estimates
Like the big four, the regionals have slightly different
business models, and aspects that make them
unique.
Suncorp (SUN) is a true ‘bancassurance’ business,
a combination of banking and insurance, with a
portfolio of national insurance brands and Suncorp
Bank. Suncorp has experienced a profound
turnaround over the past four years, under chief
executive Patrick Snowball, and has been a star
performer, particularly in the last 12 months, over
which it has delivered a return (including dividends) of
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44%.
But while Suncorp offers the highest dividend yield of
the Australian banking sector, it has cruised to an
altitude that runs higher than the analysts’
consensus target price. Principally, it needs a
resurgence in the housing market in south-east
Queensland to justify its price.
The same applies even more to Bank of Queensland
(BOQ), which has expanded out of its Queensland
base into Victoria, New South Wales and Western
Australia through its owner-managed branch (OMB)
distribution model (however, Queensland still
generates almost 60% of the business). The balance
sheet is still heavily weighted towards home loans,
but BOQ did see strong business loan growth in its
FY13 results.

between Westpac and CBA – both of which Goldman
Sachs rates a ‘sell’ – and NAB, which is its only
‘buy’ at present. And where the banking analysts as
a group still see small upside from present levels for
Westpac, NAB and ANZ, like CBA, they see quite a
bit of room on the downside for the three regionals –
buttressed somewhat on yield grounds.
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.

This month, BOQ flagged the closure of some
branches – expected to be ones it runs itself, rather
than OMBs – as it tries to lower costs and improve
the performance of its retail banking arm. The bank is
also trying to extend its reach by using mortgage
brokers and its Virgin Money business, which it
bought from Richard Branson for $40 million in April.
Again, this is a high-yielding stock, but over-valued
according to the analysts’ consensus.
What makes Bendigo & Adelaide Bank (BEN) unique,
is its community branch distribution model, which
focuses on a community banking network in locations
that the majors have neglected, or vacated; in a
relationship that sees the local communities and
Bendigo Bank share the profits.
This symbiotic focus has allowed Bendigo to grow its
branch network at a much greater rate than the big
four, and even with most bank transactions moving
online, the network has been a strong driver of
Bendigo’s profits. (That said, Bendigo was the only
bank to experience rising bad and doubtful debts
(BDDs) in FY13, on the back of its agribusiness
exposures.) Bendigo, too, is an attractive stock on
yield grounds – particularly for SMSFs – but appears
significantly over-valued at the current price.
Broker Goldman Sachs rates the three regionals as
‘neutral,’ the same rating it applies to ANZ Bank.
That ranks their attractiveness as somewhere in
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Is it time to buy mining services stocks?
by Tony Featherstone
The old share market saying “buy stocks when
everybody else is selling” is hard to put into practice.
Mining services companies are a good example. After
being smashed this year, a few look like good value;
most are value traps that could still crunch portfolios.
Investors could not get enough of mining services
stocks in 2010 and 2011 as Australia’s staggering
resource investment boom peaked. Then commodity
prices fell; several large mining projects were
deferred or cancelled; and big resource companies
sought cost savings from service providers.
The carnage
The result was a sea of earnings downgrades from
mining services stocks in 2012-13, and tumbling
share prices. Former market darling Monadelphous
Group slumped from a 52-week high of $28.48 to
$17.54, and Forge Group fell from almost $7 to $4.18.
Then there were disasters such as Boart Longyear,
down from a 52-week high of $2.38 to 40 cents.
Several smaller mining services stocks are also down
70 to 80% from their price highs, and the carnage
continued this month with Ausdrill announcing a profit
downgrade and Forge expected to follow (it was in a
trading halt as this newsletter published).
The Forge news was particularly troubling, given
problems from two of its key projects – and their
possible effect on FY14 earnings – were not flagged
at the annual general meeting, only weeks earlier.
The potential for nasty profit surprises – and highly
dilutive capital raisings – reinforces the dangers of
investing in the troubled mining services sector, and
questions whether governance, generally, in the
sector is keeping pace with the magnitude of earnings
risks.

The Forge trading halt was also a brutal, timely
reminder that the unwinding of the resource
investment boom has a long way to run, and that
mining services stocks, which look cheap on average,
can get a lot cheaper yet.
Buyer beware
But every stock has its price. Forge, for example, now
trades on forecast Price Earnings (PE) of about 5.7
times, according to consensus analyst forecasts,
although earnings risk is high. Resource project
accommodation company Decmil Group is on 7.6
times. Ausdrill has a forecast PE of 4.8 times 2013-14
earnings.
Cheap? Maybe. A buy? No. For one thing, the E
(earnings) in the PE equation has high uncertainty for
most mining services companies, given the risks of
further resource project cut-backs. In fact, it’s hard to
think of any share market cohort with lower earnings
visibility right now than mining services.
Moreover, mining services stocks are not great
long-term investments at the best of times. These
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companies typically have high fixed costs, high
working-capital requirements, and are prone to
having expensive equipment sitting idle and
depreciating rapidly when demand slows. They are
not set-and-forget investments for long-term
investors, such as self-managed superannuation
funds, and need to be traded through the mining
investment cycle.
Caveats aside, the best opportunities usually emerge
when investors give up on sectors. For all the gloom,
there have been a few stellar mining services stocks:
Clough surprised the market with earnings upgrades
and should be fully acquired this year. A new player,
accommodation provider Titan Energy Services,
turned heads with stronger-than-expected profits and
a soaring share price.

Moreover, after being pummelled in 2011 and 2012,
the S&P/ASX 300 Metal and Mining Index is up
almost 4% so far this quarter – off a dreadfully low
base. Optimists hope signs of stabilisation in Chinese
economic growth and a higher-than-expected iron-ore
price will be a turning point for resource stocks,
which, in turn, will eventually flow through to mining
services companies.

forecasting error high.
Second, choose mining services stocks with a
blue-chip client base, preferably BHP Billiton, Rio
Tinto and Fortescue Metals Group, and exposure to
projects in production. Lowest-cost producers have a
much better chance of coping with further commodity
price falls and maintaining more projects. Avoid
service providers with high exposure to smaller
resource companies and exploration projects, for they
are usually the first to be pulled when capital-raising
is problematic and cash flow wanes.

Third, focus on balance-sheet strength. Low net debt
relative to equity is vital. Mining services companies
with sound balance sheets have a much better
chance of surviving the sector fallout and acquiring
weakened competitors. Expect more sector
consolidation in the next 12-18 months.
Finally, seek a high margin of safety when buying
mining services stocks. Or, put another way, a bigger
share-price discount to the company’s intrinsic or
true value, to compensate for extra risk. Whatever
your estimate of fair value, make sure to buy the
mining services stock at least 10-20% below it.

The golden rules

The pick of the bunch

Value seekers wanting to buy mining services stocks
should focus on four broad rules. First, stick to the
best-quality companies with a long-term record of
high return on equity (ROE). The past is even more
important when earnings visibility is low, and

Two mining services stocks stand out at current
prices – the first, Monadelphous Group is an
investment-grade company for portfolio investors.
The second, Calibre Group, is a contrarian idea for
speculators at this stage.
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Monadelphous (ASX Code MND) meets most
requirements of the framework set out above. It has
an exceptional long-term record, with an ROE
consistently near or above 50% over eight years, and
is arguably Australia’s best-quality, and
best-managed pure mining services company.

iron price has held up better than many expected
when the company listed. It won a few decent
contracts in August and September, and several key
management changes have been made in the past
few months, with it yet to appoint a managing director
after former boss Rod Baxter resigned in June.

Monadelphous earns a chunk of its revenue from
blue-chip clients such as BHP Billiton and Rio Tinto
and is involved in large engineering construction
projects, maintenance and industrial services, and
infrastructure. Its balance sheet is strong, with
reasonably low net debt relative to equity.

Calibre had $50 million in cash and short-term
investments at the end of FY13, which compares with
the current $100 million market capitalisation. The net
debt to equity ratio of around 20% is better than a lot
of small mining services companies.

Monadelphous looks okay on the valuation front –
though is not a screaming buy. The consensus mean
of analysts estimates compiled by Thomson Reuters
is a 12-month share-price target of $19.30 at June
2014, versus the current price of $17.60. That implies
Monadelphous is trading at a 9% discount to fair
value, which should be just enough for long-term
value investors, who hold the stock for at least three
years and tolerate bouts of share-price volatility.
It would be prudent to wait until Monadelphous has its
annual general meeting tomorrow, in case it follows
other mining services companies and downgrades its
earnings guidance. The stock might get cheaper yet if
earnings expectations fall, and give more ammunition
to the many short-sellers, who are betting on that
happening.
The other mining services idea, Calibre Group (ASX
Code CGH), is a higher-risk play. Calibre raised $75
million through an Initial Public Offering and listed in
August 2012 with a $1.62 issue price – just as the
iron-ore price tumbled. Its $477 million valuation at
listing has sunk to $100 million, after savage earnings
downgrades in its first year as a listed company. It
was one of the worst-performed floats in years.
I always keep an eye on floats that attracted strong
institutional support at listing, but were smashed in
the first year as listed companies, for the market
usually gives up on them, overlooking an emerging
stabilisation and then recovery. Calibre, for example,
traded as low as 26 cents in the past 52 weeks – and
has spiked a few cents higher this month.

Calibre’s trailing PE is 4.2 times. Valuation service
StocksInValue estimates Calibre’s current intrinsic
value at 53 cents a share, rising to 57 cents in 2014
and staying there in FY15, which compares with a 31
cent share price. If StocksInValue is right, Calibre
trades at a decent discount to fair value, provided it
can stabilise earnings. The valuation, appropriately,
has factored in a lot of bad news – but possibly too
much at current prices.
Calibre is not a stock for conservative portfolio
investors. But experienced contrarian investors, who
are comfortable with higher-risk turnaround situations,
could do worse than follow the stock for any signs of
operational improvement.
Some big-name fund managers were happy with a
$477-million valuation for Calibre just 15 months ago.
Now that it’s worth a quarter of that, few seem to be
looking at it. Any recovery, however, could take years
to play out, with plenty of volatility likely along the
way.
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.

Calibre has exposure to iron-ore projects, and the
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Chart of the week – focus on resources
by Gary Stone
When conducting analysis to determine where
resource stocks may be heading in the near to
intermediate future, one of the main charts, amongst
others, that I consult is the Continuous Commodity
Index ($CCI). The $CCI is a benchmark of
performance for commodities prices. It is an equally
weighted index using 17 commodity futures prices.
Each commodity represents 5.88% of the index.

retracement level of the commodities bull market that
ran from December 2008 to April 2011, as indicated
on the above CCI chart by the magenta ellipse on the
lower left.
This makes a case that support for commodity prices
will once again hold at these levels, meaning that
commodities prices could potentially have another
attempt at rising from these current levels.
The risks and opportunities
Of course, there are no guarantees. If this support
zone doesn’t hold, then expect commodity prices to
fall further, thereby greatly reducing the chances of
rising resources stock prices in Australia and around
the world.

Chart reproduced with permission from Beyond
Charts www.beyondcharts.com.
The above weekly chart of the CCI provides three
important insights into commodities price action over
the last three to four years:
1. There is a very strong support zone between
498 and 508, as shown by the blue rectangle
on the CCI chart.
2. A potential projection zone exists between
595 and 605.
3. A long term descending triangle has formed
since September 2010.
The support zone is substantiated by two strong
technical analyses. Firstly, the support zone was a
resistance zone back in 2009/2010 (and earlier) and
a support zone on three occasions since June 2012,
as shown by the blue rectangle.
Secondly, the support zone coincides with the 50%

Technically, to support a bearish case for commodity
prices, a 14-month descending triangle has formed
and is nearing its apex. This means that a breakout
one way or the other is nearing, probably in the next
three to four weeks.
If a breakout occurs on the upside, then the first
target would be around the 550 level in the CCI and
then the 595 – 605 zone. The index would only rise if
commodity prices rose, which would undoubtedly
lead to rising resource stock prices.
If a breakout to the downside occurs, then expect a
fall in the CCI down to the 450 – 465 zone and a
corresponding fall in resource stock prices.
The big guns
The second chart below shows the relationship
between both BHP (blue) and RIO (green) to the
Continuous Commodities Index (red). All three charts
are ‘based’ at 12 January 2007, showing the relative
relationship between BHP, RIO and the CCI. Note the
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high correlation in direction.
Since July this year, both BHP and RIO have rallied,
despite commodity prices not rising. This is clearly
seen on the extreme right of the chart below.
The story, two and a half years in the making, is
building to a climax that I believe will be resolved this
side of Christmas. Either commodity prices will rally
from the CCI support zone, thereby justifying the
early runs by BHP and RIO over the last four months
and leading to a rally in resource stocks. This might
be the impetus needed by the small to mid cap
resource stocks in Australia to also rally. Or the
descending triangle will hold sway and commodity
prices will fall taking BHP, RIO and many other
resource stocks to lower prices. Let’s watch with
interest as this climax approaches…

Chart reproduced with permission from Beyond
Charts www.beyondcharts.com.
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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A month of super Saturdays
by Penny Pryor
Despite dismal weather in some capital cities,
property buyers flocked to the auctions on the
weekend. Last week was the second hottest
seven-day period for real estate auctions so far this
year, according to RP Data.
The preliminary auction clearance rate was 69.6% for
the week, compared to 68.3% the previous week (see
graph 1 below) as the number of properties that went
under the hammer rose to 2,813 from 2,548.
Graph 1: weekly clearance rate, combined capital
cities

In Sydney, the preliminary auction clearance rate was
just over 80 at 80.6% and, in Melbourne, it is also
edging higher at 73.3% (see table 1 below).

Table 2: Last Saturday, 9 November 2013

This time last year the auction clearance rates were
still much lower, at 58.5% in Sydney and 61.9% in
Melbourne, with 289 and 488 properties sold in those
cities respectively (see table 3 below).
Table 3: Saturday,17 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.

Table 1: This Saturday, 16 November 2013

And the revised data for the week before shows a
drop in the auction clearance rate in Sydney to 75.7%
and Melbourne coming in at 71.6% (see table 2
below). But don’t be put off by the lower numbers.
The number of properties actually being sold at
auction is on the rise, with 535 in Sydney a week ago
and 597 in Melbourne.
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Broker movements this week were driven by quarterly
and half yearly results, with James Hardie and CSR
getting the most attention. Both pleasantly surprised
on the upside, although there are always brokers who
fail to be impressed by the crowd and chose to go
their own way, which in this case was down.

Australia and New Zealand, along with steady
earnings in the Philippines.

In the good books

Citi upgraded CSR to Neutral from Sell following its
first half results. An improving market helped CSR to
a first half that beat Citi’s forecasts by 13%. The
broker has lifted FY14-16 profit by 19-29% on
improved margins and product mix in building
products, as well as lower cash costs in aluminium
and an increased market appetite for property sales.

Deutsche Bank upgraded James Hardie (JHX) to Buy
from Hold following second quarter results, which
were hard to fault. The quarterly result gives the
broker the confidence to increase the terminal
earnings margin assumption to 25% from 20%.
Moreover, the 6-10% primary demand growth in FY14
is expected to accelerate into FY15, as it appears to
Deutsche Bank the market sentiment towards fibre
cement is shifting, because of a reduced cost focus.

Credit Suisse upgraded James Hardie to Outperform
from Neutral, while UBS downgraded to Sell from
Neutral (see below).

Credit Suisse and Macquarie also upgraded CSR to
Outperform from Neutral. Macquarie says the first half
results suggested the Viridian recovery is continuing
while building products showed an improvement.
Meanwhile, aluminium earnings have been protected
by the weaker Australian dollar.
In the not-so-good books
Graincorp Limited was downgraded to Neutral from
Overweight by JP Morgan. The recent speculation
about the ADM offer, and that it may be vetoed by the
Australian government, means the probability it won’t
go ahead, for JP Morgan, has been raised to 30%.
Incorporating a higher risk premium reduces the
present value of the offer to $11.46. The price target
remains at $12.93.

Citi also upgraded to Neutral from Sell, noting key
markets have finally moved in sync and James
Hardie has upgraded FY14 profit guidance after a
strong September quarter. Underpinning the
guidance is the expectation of increases of more than
20% in US margins, as well as improvements in

14

Singapore Telecom (SGT) was downgraded to
Neutral from Overweight by JP Morgan.
The second quarter profit was 9% below JP
Morgan’s estimates. Optus revenues declined 6%.
The broker thinks Vodafone’s recovery, when it
happens, is likely to hit Optus harder than Telstra
(TLS). The brightest spot in SingTel’s report was
Singapore, where wireless revenue grew 7%. JP
Morgan has reduced FY14-16 earnings estimates by
6-7% and revised the price target to SG$3.88 from
SG$4.15.
James Hardie was downgraded to Sell from Neutral
by UBS. The strong September quarter result may
have given the share price a big lift, but UBS is wary
about the trend continuing. The broker has
downgraded to Sell from Neutral. The quarterly result
showed a rise in US volumes of 25% and a 4% price
increase but UBS does not feel this justifies a 15%
increase to what was an already stretched valuation.

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.

What the experts say
In our Thursday report, Ron Bewley told us how he was changing his sector allocation and last week on my Sky
TV show, George Boubouras explained what he is doing to protect his own wealth. You can watch it here.
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