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Golden age over
These markets are pretty hard to decipher at the moment but we’re still confident that we should get
to 6,000 this year. That rise up will need some heavy lifting from companies like CBA and BHP. Today
Paul Rickard explains why sometimes things are expensive for a reason and CBA is still the pick of the
Big Four.
The US is also another tricky one to read at the moment and when the going gets hard, it doesn't hurt
to look at the charts. In the Switzer Super Report today, Gary Stone provides a technical analysis of
the S&P 500 and tells us why another retracement could be a good thing.
Barrie Dunstan says that SMSF trustees need to brace themselves for the end of the golden age and
James Dunn looks at the best infrastructure buys like Asciano. In Buy, Sell, Hold – what the brokers
say, CBA and CSL get upgraded and Navitas and BHP are on our Shortlist.
Sincerely,

Peter Switzer
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Stock crash coming – NOT!
by Peter Switzer
Last week I got a sick feeling when a US technical
expert, Ralph Acampora, told a conference that he
had a “sick feeling” that stocks could fall 25%! It
came when a lot of smart people were scratching
their heads as to why the US bond market yields
were falling, when they should be rising, given the
general economic belief that the US economy was
heading up.

This chart from the www.financialsense.com website
and Bloomberg shows the good correlation between
the S&P 500 and jobless claims, and so I am ruling
out this concern.

So, was he saying the top US economists I watch,
were wrong on the US recovery? Or was there
something else that insiders were on top of that the
majority of us so-called experts are missing?
I know I was a little concerned when John Howard
asked me if I had heard of a major property problem
in China that the New York Times was talking about.
On closer research that was linked to a Barclay’s
note on Chinese real estate and while they looked at
worst case scenarios, they were largely comfortable
with the outlook for property in China.
The facts, just the facts
To understand why the bond market yield on 10-year
US Treasuries has fallen, and is in fact below the
worrying 2.5% level, let’s run through the possible
reasons to see a reason to panic or to discount this
rubbish about a 25% fall in stocks soon. Sorry, I might
have revealed my hand too soon!
The first reason could be that the US economic
recovery story is not believable and so soon the data
will turn bad and so the bond yield story was a
sensible action from better economists.
However, US factory and housing data is at odds with
this, and one of the best indicators – weekly jobless
claims – is really screaming out loud that the Yanks
are set to grow at around 4 to 5%.

The next issue could be geopolitical worries – think
Vlad Putin and the Ukraine – and while I think some
Europeans could be looking to shift money from the
Eurozone to the safety of the USA, there are other
signs suggesting this is an overblown issue. For
example, the ruble is up about 7% since March and
the Russian stock market is about 20% higher, so I
am downgrading this as a big fly in the financial
market’s ointment.
Another concern is the slowdown in Europe. But
Germany grew at 0.8% for the March quarter while
the expectations were for around 0.4%.
Italy and France underperformed and will have to be
watched and this could explain some shift of money
from the Continent to the USA bond market, which
would bring down yields.
Against this there is a high expectation that the
European Central Bank will bring out its bazooka
again in June and that could easily turnaround stock
market sentiment.

02

The final explanation, which is not really a concern, is
that Europeans, who are used to very low returns on
bonds and deposits, actually like the safety of the US
recovery and thought the 3% returns were good value
and so there was a big rush for US bonds..
This is why there we have the crazy situation of an
expected improving economy in the US, which will
help stocks and then force bond prices down as
people chase stocks and dump bonds, the opposite is
happening.
So, I don’t think there is a hidden US economic
problem. There could be a looming European growth
issue but I suspect the ECB will work hard to fix that.
If it can’t, then stocks might slide, but I reckon we
have few months up our sleeve before that’s going to
happen and by then the Eurozone just might look
better than it does today.
The bottom line is that I would see any stock market
sell-off as a buying opportunity, which is now
sounding like a reliable broken record.
And for those who point to the 12% fall in the Russell
2000 index, just remember that this index was up
39% last year and really needed a correction – big
time.
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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Commonwealth still the top bank
by Paul Rickard
Sometimes there are good reasons why stocks are
expensive – and it pays to invest in those stocks
rather than their cheaper cousins. Commonwealth
Bank (CBA) is one such case. It remains the most
expensive of the major bank stocks, and my number
one bank pick.

kitchen, many dining rooms” approach.

Last Wednesday’s March Quarter trading update
from the CBA showed a better than expected
increase in underlying cash profit of approximately
15% ($2.2 billion for Mar Qtr 2014 versus $1.9 billion
Mar Qtr 2013), and importantly, positive “jaws”
(revenue increased at a faster rate than costs). This
reconfirmed their leadership in the banking stakes
and why they deserve their premium pricing. And
don’t be too scared by their elevated price of almost
$80.00 – if you believe (like we do) that the ASX 200
is headed for 6,000, Commonwealth Bank will hit the
$88.00 mark.

NAB: Still paying the price for past investments,
particularly in the UK. Has been trying to grow market
share in retail banking in Australia through price
leadership – the jury is very much out on how
successful this strategy will prove to be. Strongest in
business banking, although not where the growth is at
the moment. New CEO takes over shortly.

Comparing the banks
In the oligopoly of Australian banking, there really
isn’t that much difference between the four major
banks. The differences are more nuances around
strategy, positioning and investment, and of course,
the impact of leadership. Here is the qualitative
summary.
Commonwealth: Arguably has the strongest
leadership team. Market leading shares in all major
banking markets in Australia, with the exception (and
possibly a strength) of business banking. The leader
in technology, with its investment in a new core
banking platform/customer management system
giving it a key competitive advantage.

ANZ: Differentiated strategy with its investments in
Asia/Pacific, which now account for 24% of group
revenue. Domestically, lags in the retail market, with
only 15% market share of the mortgage market.

Looking at the numbers below, Commonwealth Bank
stands out with the highest Return on Equity (ROE),
second lowest expense to income ratio, and the
standout increase in cash earnings. Westpac is the
best-capitalised bank, has the best expense to
income ratio and its ROE, although some distance
from CBA, is higher than the other banks.
While NAB’s expense to income ratio has
deteriorated, in part, due to some one-off penalty
costs in the UK, the reported increase in cash
earnings was entirely due to a reduction in bad and
doubtful debts and the benefit of foreign exchange
movements. Underlying operating income actually fell
by 1.2%, while costs increased by 2.9%. When the
benefits of foreign exchange gains are excluded, ANZ
increased revenue by 3.6%, whilst holding the cost
increase to only 1.7%.
ANZ has the lowest Tier 1 Capital ratio and may find
this inhibits some of its growth plans or is pressured
by the market to consider boosting its capital position.

Westpac: Has the strongest Australian franchise of
any of the four MTBs. Slightly differentiated strategy
through its multiple customer brands (Westpac, St
George, Bank of Melbourne, Bank SA) and “one
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unemployment, or too rapid business credit growth;
higher interest rates leading over the medium term to
higher bad debts and in the short term, making bank
shares less attractive to yield investors; or material
competitive threats to the oligopoly from other players
or disruptive new technologies.
¹ Increase in cash earnings compared to prior
corresponding period (ANZ, NAB, Westpac: 1H14 vs
1H13; CBA Mar Qtr 14 vs Mar Qtr 13)
² Group Operating Expense to Group Operating
Income (ANZ, NAB, Westpac: HY ending 31/3/14;
CBA: HY ending 31/12/13)
³ Return on Equity (ANZ, NAB, Westpac: HY ending
31/3/14; CBA: HY ending 31/12/13)
? Common Equity Tier 1 Capital Ratio (all banks as at
31/3/14)
Brokers and pricing
Commonwealth Bank is priced at a material premium
to the other banks, trading on a forward PE multiple
of 15.3. This compares to the NAB, which is only
trading at a multiple of 12.5. On one measure, CBA is
trading at a 23% premium to the NAB.
In terms of “broker sentiment” and target prices, the
brokers are pretty neutral. On a scale of -1.0 to +1.0
(where -1.0 is most negative, +1.0 is most positive),
all the banks are rated between 0 and 0.1.

Source: FN Arena, using closing prices on 16 May
2014

At some stage, the cycle will turn – however it is hard
to see this in the next 12 months.
So the question is – “which bank”?
Despite the pricing premium, my order matches the
market pricing:
1. Commonwealth
2. Westpac
3. ANZ
4. NAB
Is the Commonwealth Bank too expensive? Well, in
recent times on a ratio of PE multiples, it has been
38% more expensive than the NAB, so on this count
probably not. It is now yielding only 5.0%, which
means that it will need to continue to exceed
forecasts to sustain its premium pricing. Westpac is a
slightly cheaper option, and possibly more attractive
on a pure yield basis.
Finally, if you are looking for a reason to consider the
most expensive banks, the following chart from
Westpac’s profit announcement makes for
interesting reading. Over the last 10 years,
Westpac’s dividend has grown at a compound
annual growth rate of 9.5% compared to its major
bank peers of only 5.3%. When you consider that one
of these three peers is the Commonwealth (I am
guessing it will at least have matched Westpac), it
does put into perspective the performance of the ‘A’
banks (Commonwealth and Westpac) compared to
the ‘B’ banks (ANZ and NAB).

My ranking
I don’t subscribe to the “banks are overpriced”
theory, simply because there are no signs of the
forces that could really threaten earnings or make
bank shares less attractive. These would most likely
be a pick up in bad debts due to higher
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Dividend CAGR to FY13^2 (%)

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
Conflicting signals from the US and Europe and
growing concerns about the negative undertone in
Chinese property markets have seen the Australian
share market struggle to keep positive momentum
alive this month. Not helping matters, the underlying
trend in stockbroking analysts’ assessment appears
to now have made a turn for the worse.
In the good books
Commonwealth Bank (CBA) was upgraded to Neutral
from Sell by UBS. UBS found the March quarter
trading update repeated prior updates, which is a
positive when the business is going well. Cash profit
of $2.2 billion was slightly higher than expectations.
Consistent with the other banks CBA is reporting low
bad debt charges. The Sell rating that was in place
was based on stretched absolute valuations but UBS
notes the stock continues to outperform and unless
there’s higher interest rates, an economic shock or a
broad based correction CBA could stay expensive.
There’s limited upside but it’s attractive.

CSR (CSR) was upgraded to Hold from Reduce by
CIMB Securities. The FY14 result was in line with the
broker’s expectations. Going forward, housing
activity should boost volume and earnings. CIMB’s
one concern is valuation and the pace of recovery
that’s factored into expectations. With the stock
coming back to more reasonable levels, the broker
thinks CSR is now fair value.

Outperform from Neutral by Macquarie. Transfield
has completed its debt refinancing and reconfirmed
second half guidance. The latter is a particular relief
for a market concerned about TSE’s big second half
earnings skew, and confirms contract execution is
going reasonably well. TSE needs to confirm more
secured revenue going forward but renewed financial
flexibility, positive execution and the promise of more
private sector infra outsourcing in the budget provide
a more positive outlook. See also TSE downgrade.
In the not so good books
Primary Health Care (PRY) was downgraded to Hold
from Buy by Deutsche Bank. The cut in the budget to
Medicare rebates will be offset by co-payments to
some extent and Primary should be able to maintain
earnings, but the bulk-billing model is now dead.
Despite changes likely to be required by the Senate,
the uncertainty now created is enough to see the
broker pull back to Hold. At least initially, there will be
an abrupt drop-off in GP visits and thus flow-through
pathology etc, the broker predicts, before things
normalise again in about a year.
Sonic Healthcare (SHL) was downgraded to Hold
from Buy by Deutsche Bank. The broker suggests
pathology visits could fall further than GP visits, given
a reassessment of the need for blood work if it is no
longer free. Approximately 50% of SHL earnings is
impacted by the budget. The Senate may yet have a
say, but on the uncertainty the broker has cut its
target to $17.50 from $19.25 and its rating to Hold.

Transfield Services (TSE) was upgraded to
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encouraging betting on local production and reducing
operating expenditure.
Transfield Services was (TSE) downgraded to
Underperform from Neutral Credit Suisse. Transfield
has completed $745 million in debt restructuring and
Credit Suisse is upgrading the target to $1.15 from
92c to reflect a lower risk premium. While this
refinancing is an incremental positive, the broker finds
there are challenges still. The stock appears slightly
expensive and Credit Suisse is downgrading the
rating to Underperform from Neutral. See also TSE
upgrade.
Earnings Forecast

Southern Cross Media (SXL) was downgraded to Sell
from Neutral by Citi. Kyle and Jackie O did a runner
from 2DayFM and Southern Cross has suffered more
than expected. Ratings for the group as a whole have
fallen 18% and not just in the breakfast slot, the
broker notes. SXL’s combination of 2Day and
TripleM has now lost its number one east coast
position for the first time in five years.
SP AusNet (SPN) was downgraded to Neutral from
Outperform by Macquarie. The FY14 results were
ahead of Macquarie’s forecasts but distribution
guidance for FY15 was flat. The broker believes
infrastructure valuations are stretched and while SP
AusNet’s multiples are more modest, they carry
greater uncertainty regarding tax disputes and
litigation. The broker prefers Spark Infrastructure
(SKI) where the tax issues are nearing resolution.
Tabcorp (TAH) was downgraded to Hold from Buy by
Deutsche Bank and to Sell from Neutral by UBS.
Deutsche Bank estimates an increase in the race
fields product turnover fees to 2.5% from 2.0%
standard and 2.0% from 1.5% premium would cost
Tabcorp 8% of earnings and thus reduce valuation by
8%. This is the worst-case scenario and the states
may not take up the model, or Tabcorp might be able
to get something back. UBS thinks the Victorian
report could be a precursor to further changes in
industry funding requirements. This would mean an
increased cost for Tabcorp and UBS thinks the
company will try and offset this by increasing yields,

FNArena 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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Top infrastructure picks
by James Dunn
With this month’s federal Budget trumpeted as an
“infrastructure Budget,” the sharemarket’s
infrastructure stocks should have liked it, and it
appears they did.
None were given direct jobs or handouts, but the
estimated $50 billion of infrastructure spending on
roads, rail and ports outlined in the 2014 Budget over
the next six years – a $9 billion increase – can be
expected to flow through into significant work.
The spending includes Stage 2 of the East West Link
road tunnel project in Melbourne, the North-South
Road Corridor in Adelaide, the Toowoomba Second
Range Crossing in Queensland and the Perth Freight
Link project linking Perth Airport with Fremantle Port.
More importantly, the Budget outlines a way for state
governments – which are asset-rich but cash-poor –
to privatise assets and commit the funds raised to
new infrastructure, and receive a 15% funding
commitment from the commonwealth in return for this
“asset recycling.” The idea is to kick-start growth in
infrastructure funding that is not reliant on just this
Budget.
The infrastructure spending is touted by the
government as an essential part of underpinning the
economy’s transition from being driven by resources
investment to spending across the non-resources part
of the economy. The engineers and contractors are
just as happy to work in both areas: a boost to
infrastructure spending won’t suddenly galvanise the
sector – it is more a case of keeping it humming.
Contractors
Major contractors Leighton (LEI) and Lend Lease
(LLC) will be at the front of the queue for new
infrastructure work, particularly road funding: both are
involved in consortiums short-listed for the East West

Link project for example, and will be involved in other
work flowing from the Budget. Leighton currently has
$41 billion of work in hand and has guidance in place
for a full-year underlying net profit of between $540
million–$620 million.
Although the analysts that follow Leighton see it as
fully-priced at the moment: the consensus target price
is $19.70, which is 4% below the current price of
$20.55. However, it is trading on a 5.2% projected
fully franked yield for FY15.
Lend Lease – which gets 21% of its earnings from
construction and engineering – is also well placed to
extend its reach in infrastructure. Lend Lease recently
struck deals to build a $2.65 billion twin-tunnel tolled
link at Sydney’s NorthConnex Motorway and is the
preferred tenderer for the third package of Pacific
Highway upgrade contracts, worth about $580 million.
Lend Lease is also arguably fully valued by the
market, with a share price at $13.70 trading 4%
above the analysts’ consensus target price, of
$13.16. Its FY15 forecast yield of 3.5% is not exciting,
either, especially with 30% franking.
Roads
Toll-road owner and operator Transurban Group
(TCL) stands to benefit from the Budget’s spending
boost to the East West Link road tunnel project in
Melbourne. Transurban is not part of the East West
Link Stage One project – it does not like the tolling
model, under which the state government will hold
control of the tolling company for the east-west link
before selling it in the longer term – but the East West
Link will boost the traffic on Transurban’s City Link.
Although it is not a partner in East West Link,
Transurban is funding a $850 million upgrade to the
Western Link of CityLink, the Bolte Bridge-West Gate
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Freeway interchange and Tullamarine Freeway. The
project will address congestion and improve safety at
critical points in the corridor as well as enhance the
Integration of the East West Link into City Link.
Transurban also benefits from the NorthConnex
project in Sydney, which will link the M1 Pacific
Motorway to its Hills M2 toll-road.
Like Leighton and Lend Lease, Transurban is not a
hidden story on the sharemarket: its share price, at
$7.31, is comfortably above the analysts’ consensus
forecast of $7.02. But there is a 5.4% forecast yield
on FY15, franked at 25%.
Engineering group RCR Tomlinson (RCR) is another
business that could benefit from the Budget boost to
the East West Link road tunnel in Melbourne. RCR’s
Infrastructure division has a growing specialty in the
HVAC (heating, ventilation and air conditioning) work
for tunnelling: it is currently working on the Legacy
Way Road Tunnel in Queensland, and sees East
West Link as a major growth opportunity for the
division.
Analysts that follow RCR Tomlinson have a target
price of $3.60 on the stock: at $2.95, RCR trades
about 18% below that. Its forecast yield (FY14)
stands at 3.4%, fully franked.

Upside potential
One stock that does have upside, and which will
benefit from the Budget, is Asciano (AIO),
Australia’s only combined rail freight and port
operator. Asciano’s analyst followers have a
consensus target price of $6.30, which sits
comfortably (10%) above the current price ($5.73),
although its FY15 fully franked yield of 2.8% is not a
great bonus.
Asciano is expected to benefit from some of the more
behind-the-scenes projects likely to be kick-started by
the Budget, with the national freight rail network in
line for a significant infrastructure upgrade: work such
as replacing some of the older timber bridges, which
can potentially cut hundreds of kilometres out of the
freight journeys, particularly on the eastern seaboard.
The potential for productivity gains for Asciano is
quite high.
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.

Other engineering stocks considered likely to benefit
over the medium term from the 2014 Budget include
Downer EDI (DOW), UGL (UGL) and Transfield
Services (TSE). Best value there on consensus price
forecast grounds appears to be Downer EDI, which is
8% short of its analysts’ consensus price, with a 5%
yield (70% franked.)
Given the focus on road funding, another way to
invest in the Budget boom is the actual road-building
materials providers. Cement suppliers Boral (BLD)
and Adelaide Brighton (ABC) should benefit here,
as should steel supplier Bluescope (BSL). Of this
trio, analysts see most price-upside value in
Bluescope and Boral, although neither has a
compelling dividend yield, at 1.9% and 3.6%
(forecast) respectively.
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Is the golden era for super over?
by Barrie Dunstan
For superannuation fund investors, the Abbott
government at least stuck to its promises of no new
adverse changes in its current term. But the super
industry now needs to stay alert and prepare for
almost certain variations, especially as several major
government inquiries loom.

the percentage of pensioners on a part-pension
declining slightly into the future. With more than $1.7
trillion now in super, however, this is more a case of a
lack of direction – lax means testing for the age
pension and a failure to make people rely more on
their super savings rather than the age pension.

Coalition antagonistic

Product development

And investors need to be realistic in their
expectations: the Coalition has in the past shown it is
antagonistic to super in general and to the industry
funds in particular.

After two decades, little has been done to engineer
proper retirement income products to distribute
pensions from the growing super accounts. Instead,
Peter Costello’s over-generous tax-free status for
payouts creates a major problem in the more
stringent budgetary conditions.

Already, much to the delight of many employers, the
timetable for taking the contribution rate to 12 % of
salary has been extended by a three-year pause: the
9.5% in the coming financial year doesn’t rise to 10%
until 2018-19. (The Coalition has form in this area;
Peter Costello famously reneged on a promise about
contributions before the 1996 election.)
But by 2016, it can be assumed that any guarantees
for superannuation are off. By then, the government
will have received the White Paper on taxation and
will also have the report from the inquiry into the
financial system chaired by David Murray.
Superannuation can hardly escape major scrutiny
and change – concessions for super are a major topic
in the current tax reform debate and superannuation
now dominates the financial industry.
If any government is serious about ensuring people
have enough savings for their retirement, rising super
fund balances are one obvious, long-term, aim. This
should be an argument not to delay increasing
compulsory contributions to 12%.
But critics argue that more than two decades of super
haven’t reduced the claims on the age pension and
the long-term outlook is only marginally better, with

In the meantime, most self-funded retirees’ income
comes from portfolios, which depend on a volatile
stock market (and, potentially we are told, a
crisis-prone world economy). Bonds as an
alternative? There has been interminable talk – but
little progress – about developing a public market in
bonds.
Annuities? Canberra has shown little enthusiasm for
reforms, which could make it feasible to develop a
major market in annuities. Even now, as annuities are
starting to make a little headway here, the UK
government – which led the way in prescribing these
products for retirees – is deserting annuities. And,
even if interest rates do eventually recover, now is the
worst time to be relying on fixed interest securities to
back an annuity income.
Then there is the rising pressure for tax reform. The
Budget backlash focussed on so-called middle class
welfare; the tax concessions for super, which favour
the well-off, clearly will be a focus in the tax white
paper. In addition, other strategies, like negative
gearing and discounted capital gains will be under
scrutiny. And, from a prudential regulatory viewpoint,
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will the Murray report be relaxed about allowing
SMSFs to be the only super funds to gear up to buy
investments?
Finally, while it will have a very long-term impact, any
move to extend the retirement age to 70 may have an
earlier flow-on by putting pressure on the government
progressively to lift the access age for super to
prevent premature draw-downs.
Of course, all this is in the future and any changes
would be prospective rather than retrospective. But,
for all super investors, it raises the prospect that we
may have seen the best of a golden era in our
superannuation system.
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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S&P500 reaches another all-time high
by Gary Stone
With plenty of ‘guessing’ happening amongst the
financial world’s commentariats on where the US
equities markets may be headed, we will join the
banter with yet another view.
As such I preface this article by stating that the
analysis below is not a prediction but a view based on
the probabilities of technical patterns and how
markets move.
Secular bull market in US equities continues to
advance
The ‘guessing’ game has stepped up in recent
weeks, because the S&P500 and Dow Jones
Industrial Index (DJIA) have recently achieved
all-time highs, again.
In Q4 2012 and February 2013 I raised the subject on
Peter Switzer’s TV show that a breakout of the range
shown between the upper and lower red horizontal
lines in the monthly chart below would potentially end
the secular bear market in US equities and begin a
new secular US equities bull market. That breakout
occurred in April 2013 when the S&P500 closed
above 1576.09 for the first time ever. Bar a few days
it has traded above that level for over a year now.
That breakout signaled the change from secular bear
to secular bull market in US equities. Despite this, the
majority of private investors are still not convinced of
the equities bull market in the United States.

Source: Beyond Charts
Over the last year the S&P500 has moved towards its
first major target, the 1920 – 1925 zone, shown by
the lower blue horizontal line on the chart above
being the 138.2% Fibonacci Projection. It hasn’t
quite reached that zone yet and it may not in this
particular run-up.
Over the longer term, around nine to 10 months from
now, it is my view that the S&P500 is headed towards
its next target around the 2130 – 2140 zone, which is
the 161.8% Fibonacci Projection.
But before then, there are some shorter-term
technical issues that need to be resolved.
What may happen at this level?
To analyse what may happen around the 1900 level
on the S&P500 we need to step down to a weekly
chart which is shown below. The monthly chart above
spans 20 years from 1994 to current, whereas the
weekly chart below covers the last seven years from
2007 starting with the 55% decline in the 2008 bear
market.
Firstly, 1900 is a big round number and big round
numbers often have an effect on shorter-term
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investors who tend to lose some confidence waiting
to see what others may do, especially when the big
round number is reached after a sustained run-up.
The S&P500 has moved sideways for two months
now, since it reached 1880 at the end of the first
week in March – it is still at this level now eight weeks
later, which indicates indecision.
Secondly, the retracements since mid-November
2012 have been shallow relative to typical
retracements on equities markets. At some stage the
S&P500 does need to have a deeper retracement, a
breather, to catch its breath whilst on its bull run.
The 1920 – 1925 zone, or the 138.2% Fibonacci
Projection, could be a high probability area for such a
retracement to occur but, technical analysis not being
a science, the S&P500 doesn’t have to exactly reach
that zone; it may have already got close enough.

previous high of the secular bear market, that is,
1576.
Another possibility from the current level is that a
shallower retracement occurs, to the 1815 – 1825
zone, before the S&P500 continues on its secular bull
market run. This will merely delay the inevitable
deeper retracement.
Lastly, there is still the bullish scenario, which would
see the S&P500 soldier on directly from these levels
without any retracement at all, the current sideways
move being a sufficient breather. If it did, it would be
a very bullish indication showing how strong this bull
market actually is. However, such a move would still
carry the probability of a deeper, and maybe a
steeper, retracement occurring at any time in the
future.
This is why I favour a retracement from these levels,
or around the 1920 – 1925 zone. It would make for a
healthier secular bull market and lower the probability
of highly volatile retracements down the track.
Gary Stone is the Founder and Managing Director of
Share Wealth Systems.

Source: Beyond Charts
Deeper retracement
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If the deeper retracement does occur from these
levels then the probability is that the S&P500 could
retrace to the 1690 – 1730 zone. This is around the
23.6% Fibonacci Retracement level shown on the
chart above, the second lowest dotted blue horizontal
line. This is a cluster Fibonacci zone where three
other Fibonacci levels that are not shown on the chart
above, also coincide.
Such a retracement would ruffle the feathers of most
investors, especially those that do not have a good
big picture perspective of how equities markets move.
However, in my view, such a retracement would be
healthy for the equities secular bull market, provided
it doesn’t go much deeper than the 1690 level. It is
important that any retracement remains above the

14

Shortlisted – Navitas, BHP
by Penny Pryor
Paul Rickard today writes about Commonwealth Bank
(CBA) still being the best of the bunch. It’s obviously
on his short list at a price of $88.
You can see what it’s been trading at lately in this
share price chart.
Commonwealth Bank (CBA)

kind of support that the government should be giving,
because we want to invest the dollars where we have
a competitive advantage, not where we don’t have
it,” he said.
Navitas (NVT) is another company that could be
favorably exposed to the Budget changes to
education.
Switzer expert and head of investment strategy and
chief economist at AMP Capital, Shane Oliver,
believes that the Australian dollar may be about to
resume its downward trend.

In a February article Peter said: “And by the way, I
wouldn’t be surprised to see CBA at $80 this year
some time but I don’t care if it doesn’t get there, as it
has been a great stock for someone like me with a
SMSF.”
It hit $80 just three months after that statement!
So don’t be put off by those that are saying the
banks are too expensive and definitely don’t be
selling the banks that are still offering great franked
dividend yields.
Manny Pohl, founder and chief executive officer of
ECP Asset Management, speaking on the Switzer
show on Sky Business during the week, credited the
Budget for playing to the country’s strengths with a
focus on medical research and education.
Although he doesn’t hold it at the moment, Pohl said
Cochlear (COH) was a great example of Australian
medical innovation.

“With Australian dollar short positions now largely
unwound, it’s likely that the short covering rally in the
Australian dollar, that saw it rise from a low of
$US0.8660 in January, is over and that the broad
downtrend is likely to resume,” he said in his
weekend update.
That is good news for companies that report in US
dollars and earn a large chunk of their revenue
offshore like CSL, Amcor, Brambles, Computershare,
BHP and Rio.
BHP, which has continued its focus on costs under
new CEO Andrew Mackenzie, is also still on Charlie
Aitken’s watchlist.
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“That’s Australian expertise that’s done
phenomenally well on the global stage and that’s the
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Property market steadies
by Staff Reporter
This week, the preliminary auction clearance rate
across capital cities was 65.4%, a fraction higher than
last week’s rate of 65%. At the same time last year,
the clearance rate was recorded at 67.3%. These
lower clearance rates are starting to build the case for
if not a cooling, definitely a stabilisation, in the
property market.

week, while Melbourne’s were down by 1.55. The
annual change in the combined five capitals is 10.8%,
slightly lower than the 11.1% recorded the previous
week and adds more fuel to the argument that the
property market may have plateaued.
Capital city home value changes

Weekly clearance rate, combined capital cities

The numbers may be slightly lower but the market
remained relatively stable, despite the concern the
Federal Budget might have spooked away buyers.
The number of auctions also jumped from 1,514 to
2,177.

Sydney’s median dwelling price was $690,000 this
week after 1,491 sales, while Melbourne’s was
$485,000 after 1,376 sales.
Capital city private treaty median prices

The Sydney market performed weaker than last
week’s 73.3% however, with the preliminary
clearance rate coming in at 70.9%. Melbourne had a
preliminary clearance rate of 64.5%, higher than last
week’s rate of 61.9%.
Capital city auction statistics (preliminary)
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Home values in Sydney dropped by 0.4% over the
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