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A minute to midnight?
When we're busy talking about what's going to happen to shares this year, sometimes it's hard to look
a bit further into the future and try to determine how long this rally will last. Today I look at the
investment clock. It's tricky to work out exactly where we are, but it does gives us some idea of what
time it might be good to be a bit bearish - which I'm calling for 2016.
Also in the Switzer Super Report, Paul Rickard looks at what's been driving the market, Geoff Wilson
explains why he added Select Harvest and Azure Healthcare to his portfolios, and Rudi
Filapek-Vandyck finds in Buy, Sell, Hold - what the brokers say a downgrade for Westpac.
Our Shortlisted looks at Leighton Holdings and Computershare and Gary Stone examines Rio's future.
We also explain an upcoming increase in concessional contribution limits for superannuation.
Sincerely,

Peter Switzer
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How long can this bull market last?
by Peter Switzer
A number of subscribers and some attendees at a
conference I spoke at last Friday asked me what time
it was on the investment clock. So today, I’ll have a
crack at telling you what time it is.
When I am asked about how long the bull market will
last, I usually answer it using the observation of Sir
John Templeton – “Bull markets are born on
pessimism (2009-10), grow on scepticism (2011-12),
mature on optimism (2013 -2015), and die on
euphoria (2016????).”
I think we have two good years left before I will look
for the kind of developments that KO a good bull
market. The classic sign is inflation, leading to rising
interest rates, which then leads to money moving out
of stocks into bonds and term deposits. That said, I
don’t think rates will be high enough to be a rival for
stocks with dividends for at least two years.

dollar.”
The easiest portrayal of the investment clock was
created by my old mates at Bourse Communications
(see below). Unfortunately, there are no clear cut
current factors that tell you that we are definitely at 8
o’clock, which is rising share prices, because at 9
o’clock we have rising commodity prices. We are
past that stage, but if the global recovery kicks in
better than expected this year, we could be again at a
9 o’clock position. At 11 o’clock, we have “easier
money” and that exists now, as does rising “real
estate values”.
It makes me think that in Australia we are somewhere
between 9 and 12, with the period of “rising interest
rates” ahead of us, followed by falling share prices.

This is why I think some time after 2016 could bring a
stock market slump. But what does the investment
clock say about my speculation?
The recovery stage
This is what Trevor Greetham, the Asset Allocation
Director at Fidelity, says about the clock: “The
investment clock is spending a second month in the
disinflationary recovery stage, because the world
economy is experiencing a US-led upturn in growth,
as fiscal headwinds ease and confidence returns. At
the same time, excess capacity and the slowdown in
China are lowering inflationary pressures.”
He likes the lack of inflationary pressure, which
should allow the big central banks to maintain
relatively easy stances, despite the pick-up in growth.
He holds “large overweight positions in
developed-market stocks, particularly the US and
Japan, as these countries benefit from a stronger US

When will it end?
Given yesterday was the anniversary of the March 9,
2009 comeback of the stock market, and given a bull
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market is lucky to last 10 years, I’d say 2016 looks
like a good time to get worried about stocks.
I don’t think the USA, nor us here in Australia, will
start raising interest rates until year’s end and the
Yanks could even wait until 2015. We would then be
in the last two years of President Obama and the US
stock market is a great riser in the final years of a
presidency.
And by then, Europe would be growing and inflation
should be kicking up and that’s why 2016 looks like it
could be 1 o’clock, and look out for 2 o’clock.
Clearly, the time gaps on an investment clock can be
shorter or longer than the period before or after, and I
think the rarity of the economic circumstances that
has followed the GFC – with easy money policies and
central bank action to keep growth going – means
that the rising rates period could be slower and longer
than times in the past.
And easy money won’t end soon. I’m calling 10:45
but as I say, if I throw in my Templeton view, I won’t
be worrying about the time until 2016. So until then I
will enjoy higher share and property prices and if I
were borrowing for property, I’d be fixing for five
years!
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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Is the Rio phoenix rising?
by Gary Stone
Rio Tinto (RIO) is a world leader in finding, mining
and processing the earth’s mineral resources and is
listed on three stock exchanges – ASX, LSE and
NYSE. Like most resource companies, RIO’s share
price has been in decline for three years since
February 2011. However, over the last three months
there have been early signs of a potential change in
RIO’s share price.
Price breakout
The three-year weekly chart below shows the price
action as it has unfolded. The falling and rising black
trend lines show a long-term symmetrical triangle of
lower weekly highs and higher weekly lows. Also
depicted in blue are two long-term support and
resistance zones that date back to 2005 (off the left of
the chart). The combination of these two simple
technical analysis techniques help us gain an insight
into the RIO share price setting up for a potential
breakout to the upside, or downside.

At the end of November 2013, the first breakout to the
upside above both the resistance zone and the
declining trend line occurred. Since that breakout, the
Rio weekly share price has closed below the
declining trend line just once and has completed a
second new high since the breakout.
The last two weeks has seen the Rio share price fall
sharply back to the old resistance zone, which has
now become a support zone. Whilst Rio’s share
price remains above the declining black trend line,
does not fall below the bottom of the $62 – $65
support zone and does not fall below its previous low
of $62.89, then the probability of Rio rising remains
high.
What is the risk?
If these three criteria do not hold, then for the upside
to still be a possibility, although at a lower probability,
the Rio share price will need to remain above the
rising black trend line, $58, or, as a last resort above
the lower support zone of $52.
Given further evidence, such as the Continuous
Commodity Index rising strongly (see the Switzer
Super Report story from two weeks ago), a slow but
building switch of funds from industrial and banks
stocks into resources stocks and other
resource-based exchanges starting to perform better,
there is a high probability that the Rio share price
should continue to rise.

At the end of June 2013, the weekly price closed
below the rising black trend line, but the fall was
arrested by the support zone between $52 and $55.
Price rose back into the symmetrical triangle and
above this support zone. Price continued to rise
towards the resistance zone between $62 and $65
and the declining black trend line.

More cautious investors should wait for Rio to make a
new high above $71 but those prepared to act on dips
may consider a longer-term position on this current
dip.
Remember that there are no guarantees, so a stop
loss should be placed below $52 to limit losses
should the RIO share price fall for any reason,
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including any new negative information that may
become known in the future. Remember the RIO
price fell 80% during 2008 from $125 to $25!
Gary Stone is the founder and managing director of
Share Wealth Systems.
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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Gold and mid-caps lead the market higher
by Paul Rickard
It’s been hard to ascertain what’s been driving the
market lately but a closer analysis reveals that
mid-cap stocks are leading the market higher. Since
the start of 2014, the S&P/ASX 200 is up by 2.06%
(3.25% if dividends are included), closing on Friday at
5462.3. Over this same period, mid-caps are up by a
staggering 6.06%.
The following table shows the performances of the
major indices from 1 January 2014 through to the
close on Friday. The top 20 stocks are lagging the
overall market, being up on average by 1.11%. At the
other end, the micro-caps are broadly on par with the
market, with the S&P/ASX 300 performing in line with
the S&P/ASX 200.

Mid-caps stocks are classified as the smallest 50
companies in the ASX 100 in terms of index market
capitalisation. Winners in the mid cap space since
January include Aurora Oil & Gas (up 38.1%), Seek
(up 36.1%), Leighton Holdings (up 28.6%),
OzMinerals (up 24.4%), Boral (up 22.0%), Beach
Energy (up 20.3%), Adelaide Brighton (up 18.5%),
James Hardie (up 18.2%), Navitas (up 18.0%),
Carsales.Com (up 16.7%) and Flight Centre (up
15.2%).

performance is close to flat (as shown by the
accumulation index).
The smallest sector, information technology, which
only accounts for 0.9% of the overall index, is the
standout – up 9.24% since the start of the year.
Computershare (CPU) and Carsales.com are the
main stocks in this index.
And putting gold stocks to one side (the gold index is
up a massive 36.3%), what are the main themes to
emerge? Well, we are not quite seeing a repeat of
2013 or, for that matter, the foreshadowed sector
rotation that many experts predicted, however the
early trends appear to be:
Cyclical sectors are performing more strongly
(consumer discretionary, industrials);
The resource sectors (excluding gold stocks
and energy) are lagging;
Two of the major yield sectors (financials and
consumer staples) are lagging, although when
dividends are added back in, the difference is
relatively small. Two of the others (utilities and
property trusts) are performing better than the
market, although these two sectors were
amongst the laggards of 2013.

Sectors
All of the main GICS sectors are showing positive
returns (see table below), with the exception of the
telecommunications sector. This is largely a result of
the performance of Telstra (which dominates this
sector), which is down 3.4% since January. However,
when the dividend of 14.5 cents is added back in, the

Index changes negative for some stocks
On Friday, S&P Dow Jones announced its quarterly
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rebalance of the S&P/ASX indices, which will take
effect after the close of trading on 21 Friday March.
While some of these changes really don’t mean that
much (whether a stock is in the ‘top 20’ or the ‘top
50’ is more about ego than anything else), they can
be quite material when the index is one of the
benchmarks used by major fund managers.
For example, many index funds (including ETFs)
base their performance on the S&P/ASX 200 – so if
a stock drops in or out of this index, this can cause
new buying demand or selling pressure as these style
of funds adjust their holdings. Additionally, broker
analysts and others typically only follow the major
stocks – so dropping out of an index will sometimes
result in reduced analyst coverage and over time,
reduced institutional interest.
These are the changes due to take effect.

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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Shortlisted
by Penny Pryor
After a big run up last week, Leighton Holdings is on
our watch list.
“Leighton Holdings huge run last week seemed to
come out of nowhere,” Paul Rickard said. And it was
also unusual, given that it had one of the biggest
short positions on the 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.

But major-shareholder Hochtief Australia Holdings
has been using the creep provisions to buy more
stock to boost its holding to 58.77%, and this morning
has made an off market offer that would increase its
holdings to 74.23%. (Pro rata offer to buy three
shares for every eight shares held by other
shareholders, at $22.15 plus the already announced
interim dividend of 60c).
“On the buy side, Telstra continues to languish – with
at least one very active seller. In a relative sense, it is
good value around current levels” Paul says.
Peter thinks Computershare (CPU) is now looking
expensive (up 9.0% this year).
“The only people not tipping Computershare are taxi
drivers and when they start giving me tips, I liquidate
my portfolio,” he says.
Meanwhile, Charlie Aitken is extending his East
Coast property boom predictions to high-end property
for Sydney, which he says is being priced like
London, New York and Hong Kong, where global
money competes with domestic buyers.
“I just have a feeling the high-end Sydney property
market is going to go bananas in the next few years
and locals will be priced out of the equation by
foreigners and expats coming home. This is exactly
what has happened in London, New York and Hong
Kong,” he says.
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The greatest reality show on earth – the stock
market!
by Geoff Wilson
It seems in this day and age almost any environment
and any job can be turned into a reality TV show.
What you need is tension, unpredictability and
drama…welcome to the latest reporting season in the
stock market! If it was ever made into a TV show, the
title ‘Biggest Loser’ would take on a whole new
meaning.
While there are quiet periods when investing,
reporting season is not one of them. In a month,
around 1,700 companies announce half (or full) year
results. Investors then rush around trying to digest a
great deal of information and update views, financial
models and shift portfolios (if required) within a very
short period of time.
Well, this February was no different. If you recall, late
last year we shifted out of many stocks towards cash
as we felt they had run ahead of our assessed fair
values.
Results support valuations
It was a relief to most investors (I imagine) that
results generally justified an ASX 200 Index around
5400. So despite some volatility in January, when the
Index tested 5000 again, the Index has moved back
to the highs it tested last November. It will be
interesting to see if it can move through this range
this time.
As a brief summary (kindly provided by Deutsche
Bank), 58% of companies reported better than
expected results and 47% of companies experienced
analyst upgrades – while it was the best results
period in years, in terms of corporate growth rates.
It’s worth pointing out that much of this improvement
has come from cost cutting and improved
productivity. Having said that, some companies, such
as Seek Limited (SEK), Carsales (CRZ), REA Group
(REA and the company behind realestate.com.au),

CSL Limited (CSL) and Domino’s (DMP) have
continued to grow strongly. The price to earnings
(P/E) ratios these stocks now trade at is very high.
It’s little surprise that these companies are either
exploiting the Internet and a structural shift in
consumer behaviour, or are growing internationally.
Some major domestic-focused companies, such as
Suncorp Group (SUN), Coca Cola Amatil (CCL) and
Pacific Brands (PBG) have struggled to deliver
growth reflecting the low growth environment
Australia now finds itself in.
Good shape
One standout for me was how healthy most corporate
balance sheets are (most management consultants
would say ‘under-geared’). The GFC was a big
scare for company boards and de-leveraging has
been the trend since 2008. Many companies now
have net cash on their balance sheet. While this puts
them in a better position to survive, it reduces their
leverage to any sort of pickup in the economy.
The very general feedback from our meetings with
company management about the economy is that the
outlook is flat and growth is patchy. The only sector
which is experiencing strong growth is residential
housing, driven by low interest rates. Companies that
are tied into this sector are generally more upbeat. If
governments ramp-up infrastructure spending, this
will help too and some of the really bombed-out
market sectors may see better periods ahead.
The biggest concern amongst investors appears to be
the outlook for China and of course, it’s a huge driver
for the likes of BHP Billiton (BHP), Woodside
Petroleum (WPL) and Rio Tinto (RIO). The share
prices of all three are still well below their 2011 highs,
while the big industrials that pay reliable dividends
have done the Index’s heavy lifting over the last five
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years.
Our picks
I remain cautious about many high yielding stocks
that are fully priced on our metrics but remain
confident of finding low risk opportunities that help us
grow our investors’ capital and continue to pay them
a steady and growing stream of fully franked
dividends.
The stocks we have bought after the last reporting
season are Azure Healthcare (AZV), Select Harvest
(SHV) and Sirtex Medical (SRX).
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
The number of rating changes for individual stocks
dropped dramatically in the first week post the
February reporting season. Nothing unusual, given
the frantic pace of changes in the last two weeks of
reporting season and the fact that the share market
overall has put in a splendid performance throughout
the period.
One extra factor that is going to impact on share
market indices this month is the latest round of
additions and removals announced by Standard and
Poor’s on Friday (see Paul Rickard’s article).
Judging by the numerous changes, smaller resources
stocks and mining services providers are losing
further importance in this market, while industrials
remain on the up. Among the many new names that
will increasingly appear on funds managers’ radar
are recent listings such as Cover-More, Pact Group,
Orora and Veda Group. It can be argued those stocks
represent the changing nature of the Australian share
market.
In the good books
Beach Energy (BPT) was upgraded to Outperform
from Neutral by Credit Suisse. The broker notes
Beach has leverage to the rising prices for east coast
gas, without the exposure to the downside of the
export LNG projects. The company, the broker
reminds, also has a quality oil business in the
Western Flank. The broker has upgraded the target to
$1.90 from $1.55, observing that material upside
beyond this clearly hinges on the success in
unconventional assets.

ResMed (RMD) was downgraded to Neutral from
Overweight by JP Morgan.

JP Morgan says the US Centre for Medicare and
Medicaid Services has injected uncertainty into the
state of reimbursements for sleep apnea equipment
after calling for public comment on “bundling” for
durable medical equipment (the introduction of
bundling to dialysis triggered a 30% reduction in
usage of injectables). The broker says the private
payer market might also try and moderate resupply
through bundling. Hence, while the overall ResMed
outlook appears promising, the broker believes the
downside risk is large.
Westpac Banking (WBC) was downgraded to Neutral
from Buy by BA-Merrill Lynch. The rally in the share
price over the past month leaves the stock above
Merrills’ target. The key reason for the prior Buy
rating was capital strength relative to peers –
Commonwealth Bank (CBA), in particular. Now that
CBA has decided not to neutralise the dividend
reinvestment plan, Merrills observes Westpac’s
share price is a beneficiary. Westpac is now at
price/earnings parity with CBA and this suggests to
the broker there’s limited scope for outperformance.

In the not-so-good books
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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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A long weekend for the property market
by Penny Pryor
Long weekends in Southern states put a breather on
auction activity over the weekend, with the
preliminary weighted average clearance rate for the
seven capital cities dropping to 70.4% from 74.2% the
previous week. The total number of properties put up
for auction fell sharply over the week to 1506, from
2712. The number of properties put up for auction in
Melbourne dropped to 330 from 1334.

Melbourne, despite the lower auction activity, had the
biggest jump of 1.7% and home values there are now
11% higher than they were a year ago.

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.
There was no holiday in Sydney today and the
auction clearance rate rose above 80% again to
80.2%. In Melbourne, the clearance rate dropped to
63.3% on the low volume, compared to well over 70%
the previous week.

Home values are still relatively robust, with all cities
RP Data monitors – Sydney, Melbourne, Brisbane,
Adelaide and Perth – experiencing increases over the
week, although Perth was up by just 0.1%.
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Super news – concessional caps lifted
by Penny Pryor
The concessional contributions cap has been
increased for everyone aged under 50 from $25,000
to $30,000 from 1 July 2014. The increase was
included in an update on the Australian Taxation
Office website late last month.
It’s the first time the concessional cap has risen in
five years.
Concessional caps for people aged over 49 have also
risen to the same as those aged 59 or over i.e.
$35,000.
The cap on non-concessional contributions (i.e. those
contributions made from after-tax income) has risen
from $150,000 to $180,000.
That means that the bring forward rule on
non-concessional contributions – that allows you to
role three years of non-concessional contributions
into one year – makes the three-year cap $540,000
instead of $450,000.
There is still the possibility that the caps could be
frozen at the May budget.
The ATO has also released information around how
the excess concessional contribution charge (ECC) is
calculated if you make contributions that exceed the
caps. Information on both the increase in caps and
ECC can be found on the ATO’s website here.
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?
If you missed our monthly Webinar on Friday don't despair, you can listen to Switzer Super Report experts Paul
Rickard and Geoff Wilson answer subscriber questions here.
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