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A history lesson
The unrest in the Middle East is certainly worrying, and we should all be concerned for the welfare of
those that live there. But the outcome for stocks may not be so bad. I explain why today and how it
could be, what you know I like to call, BO – or a buying opportunity.
Also in the Switzer Super Report today, instead of our regular Shortlisted, Tony Featherstone has
asked three professional investors for their top stock ideas for the next five years. He has some great
ideas of his own too.
Barrie Dunstan tells us how the investment game should be like watching paint dry, in Buy, Sell, Hold
– what the brokers say, Kathmandu and Invocare get upgrades, and Gary Stone explains why the
Aussie dollar is likely to go higher.
Sincerely,

Peter Switzer
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How worrying is Iraq for stocks?
by Peter Switzer
It is so hard to work out how geopolitical risks are
going to hit or hurt the stock market and the very
thought of a Middle East war takes me back to one of
my first TV commentary spots for Nine’s A Current
Affair.
It happened when the US started its military
campaign to drive Saddam Hussein out of Kuwait in
January 1991 after Iraq annexed the country in
August the year before.
Reporter Jane Hansen asked both Rene Rivkin and a
much greener Peter Switzer about the economic and
market effects, especially about the oil price
implications, which I tackled with some confidence
but then she threw me, but not Renee, when she
asked: “Who’s going to win and how long should it
take?”
I said I didn’t know as this was not my expertise but
Rivkin took the punt and tipped a quick US victory
and big positive market reaction. He got the
geopolitical and even the market tip right, with the
Dow Jones index up over 300 points in the three
months to the end of March 1991.
Cause and effect
I know that there is no real rhyme or reason about
geopolitical threats and market behaviour. In fact, I
have often used a political problem that temporarily
hits a stock market as a buying opportunity because,
unless the event is materially going to change the key
drivers of a share price for a company, such as the
price of oil for an airline, then you can assume that it
does not pay to be spooked by something such as
problems in Iraq, Egypt and the Ukraine.
In 2011, a luminary in the world of business made
some big predictions. His name is irrelevant, but what
he predicted and got wrong isn’t.

Looking at 2012 he identified 10 big threats to stocks
and he did it at the end of 2011. His big four, in
ascending order of importance were:
4. China is still at risk of an economic hard landing!
(Yep, even then they were tipping this.)
3. The Middle East and North Africa – the ‘Arab
Spring’ — could disrupt oil production!
2. The United States failure to extend jobless benefits
and payroll tax holiday would hurt GDP. It was also at
risk of another credit downgrade!
1. Eurozone could face a euro break-up if Germany
and the ECB don’t step up!
All four did not happen as forewarned and even the
Arab Spring did not hurt oil supplies and by mid-2012
the stock market took off for a huge share price
surge.
The full story
The warnings about the Eurozone could have chased
Nervous Nellie investors well away from European
stocks but they have boomed since 2012!
This is why I am sanguine about news stories that
can be important in terms of politics and human loss
of life but could have limited impact on how our
investments will perform.
I noted on Saturday that our friends in the USA were
able to finish in positive territory, despite the bad
news out of Iraq. Of course both the Dow and S&P
500 were down for the week and you’d have to cite
the Iraq effect for that.
Right now, stock markets are weighing up the
tightening that lies ahead in monetary policy in the
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USA and the UK, where the Poms’ economy is
coming good. This is probably a bigger market issue,
which I will monitor for you in coming weeks.
And to put Iraq into oil context, it only produces three
million barrels of the 90 millions produced per day.
The US now pumps out eight and a half to nine
million barrels a day and this number grew by a
million this year and is tipped to go up by another
million next year!
This has come about via the shale oil boom in the
USA and it’s now the number three producer in the
world, behind Saudi Arabia on 11 million barrels and
Russia on 10 million.
One clown who should know better argued that oil
could go to US$200 a barrel without Iraq but that
shows you how urgers and short-selling smarties use
these times to spook investors.
Sure, if the war hots up, stocks could slide and it
could provide impetus for that overdue correction, but
I will be piling into the stocks I like, which look a tad
over-valued until we see some better company
earnings and a lower dollar.
And don’t forget US markets sold off pretty heavily
when Ukraine problems emerged earlier this year but
since then their key indexes have hit all-time highs!
When I was put on the spot by Jane Hansen back in
1991 I stuck to what I knew and argued that the
market would go down on the fear of the unknown but
would bounce back if Renee was right with his
geopolitical guess and yep it did rebound – just
another buying opportunity.
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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Chasing yield – AMP’s Corporate Bond Fund
by Paul Rickard
As the Aussie dollar grinds higher, the prospect of a
cut in interest rates is starting to develop a little
momentum. While still well less than 50%, the
probability of the RBA reducing the cash rate further
from 2.5% was practically 0% only a few months ago
– so what has changed?
A tough budget, falling consumer confidence, US
Treasury Bond yields stabilising and now the
European Central Bank paying a negative interest
rate on bank deposits, are all factors starting to make
our interest rates look high, and give strength to the
Aussie dollar (see Gary Stone’s technical analysis
today). While we may not get a rate cut, what is
certain is that any prospect of an increase in the cash
rate is well into the future.
Given this scenario and the thirst for yield so strong
(eg. driving up the prices of hybrid securities), we
thought we should road test one of the more
established corporate bond funds.
The advantages of a corporate bond fund include (on
paper) a higher return than term deposits or
government bonds, and as they usually have a
shorter duration than government bond funds, they
are less exposed to an increase in interest rates. A
downside of course, is the potential for loss due to a
default in the underlying corporate bonds the fund
purchases – so how the fund actively manages this
risk through diversification and security selection
becomes pretty important.

bonds in the Australian market. It seeks credit
securities from companies with strong management,
and balance sheets that display characteristics such
as sufficient liquidity and low levels of gearing.
In addition to ‘investment grade’ rated securities
(defined as those rated by Standard & Poor’s as
BBB- or higher), the fund may also invest up to a
maximum of 10% in non-investment grade rated
securities (must be BB or B), and up to 15% in
unrated securities. It can also invest in global credit
securities (typically bonds purchased in an offshore
market from an offshore issuer), however it has a
policy of hedging the principal exposure back into
Australian dollars.
It controls credit risk through the application of limits
that restrict exposure to individual issuers (according
to their rating), and in aggregate across ratings
bands. For example, the fund can’t have more than
2% of its assets invested in a single issuer rated in
the BB band (BB+, BB or BB-), and in aggregate, the
fund can’t have more than 10% of its assets invested
in securities rated in the BB band (BB+,BB, or BB-).
At the end of April, the fund had the following profile
across the ratings bands:

At almost $2.2 billion in size, the AMP Capital
Corporate Bond Fund is one of the larger corporate
bond funds. Here is our road test.
Investment profile
The AMP Capital Corporate Bond Fund invests
primarily in ‘investment grade’ rated corporate
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Corporate Bond Fund – Off Platform Class H), plus
expenses of 0.02%. This brings the total cost to
0.77% pa, which is about the norm for an actively
managed bond fund of this nature.
If you invest through a platform or wrap account, the
wholesale version of the fund (AMP Capital Corporate
Bond Fund – On Platform Class A) is available. The
management fee for this version is 0.60% pa.
Performance

Almost 80% of the Fund was invested in domestic
securities, and as the following table of the ‘Top 10
Holdings’ shows, exposure to the largest issuer was
under 4.0%.

The fund was launched in September 2009 and has
performed better than its benchmark (after fees) over
most time intervals. The fund’s performance is
divided into the distribution component (the income it
receives each month which it pays out to unitholders),
and the growth component (representing effectively
the change in the fund’s NTA due to changes in the
prices of the underlying securities).

While the outperformance against the benchmark is a
strong positive, the benchmark only comprises
‘investment grade’ securities whereas the fund can
invest up to 10% of its assets in sub-investment
grade securities.
Our view

Interest rate positioning is managed by ensuring that
the duration of the total assets of the fund are within
18 months of the fund’s benchmark, the UBS Credit
Index 0+ (the standard industry benchmark for
corporate bonds). At 30 April, the fund was positioned
shorter with a modified duration of 1.61 years
compared to the benchmark of 2.95 years.
Management fees
AMP Capital charges a management fee of 0.75% on
the retail version of the product (AMP Capital

The AMP Capital Corporate Bond Fund is a
well-diversified fund, with a credible and consistent
performance record. Its size of almost $2.2 billion is
arguably an advantage in this case, as scale can be
important in achieving a diversified portfolio of credit
securities.
Distributions are paid monthly, either in cash or can
be automatically re-invested in the fund. The
minimum investment is $30,000, which can be
initiated via the PDS, which is available here.
For those looking for a little extra yield and willing to
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accept a little more risk than the risk involved in
investing in government bonds or term deposits, this
is certainly a fund worth considering.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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The best stock ideas for the next five years
by Tony Featherstone
Broker reports and newspapers are full of investment
ideas and stock tips. They have their place, but look
closely and you’ll notice many recommendations are
based on 12-month price targets and designed for
institutional investors with a shorter-term outlook.
Rarely do you see recommendations designed for
investors with a five-, 10- or 20-year outlook. Of
course, it is impossible to value stocks so far into the
future and, as the Global Financial Crisis showed, a
passive buy-and-hold strategy can be dangerous in
volatile markets.
But there is arguably too much “bottom-up”
investment coverage on stocks or funds when what
matters most for long-term investors is nailing
“top-down” trends. Evidence abounds that choosing
the right asset-allocation strategy is more rewarding
than stock picking in the long run.
Moreover, identifying powerful industry trends and
thematic ideas that will run for years, and positioning
portfolios to benefit, can be rewarding.

demographic or social trends that will profoundly
affect investment markets in coming decades. The
others are: incredible growth in middle-class
consumers in Asia and other emerging markets; the
urbanisation of capital cities in developed nations; the
continued move to a services economy; and the
effect of digitisation on business models.
What happens when the number of Asian
middle-class consumers increases by about sixfold to
3.2 billion by 2030, according to forecasts in the
Australia in the Asian Century whitepaper? Or when
the Sydney and Melbourne populations almost double
by 2050, creating even stronger demand for new
buildings, transport infrastructure, and extra space in
the suburbs as more people live in apartments?
Or when products become increasingly
commoditised, bought for the lowest price online, and
we spend even more time and money on services?
Or when the “internet of things” and other
technologies radically reshape business models (as
has happened already), creating new online
services?

The next big things
Consider some of the most powerful long-term trends.
The move from print to internet advertising was no
secret, yet many investors avoided stocks such as
REA Group, Seek and Carsales.com because they
looked expensive on Price Earnings (PE) multiples.
Or they sold these stocks far too early.

I could go on with these and other trends. But the
point is: SMSFs need an eye on the most powerful
trend that will run for years and decades – not the
next quick idea, unless they have an active
investment approach or are trying to outperform the
market through trading.
What the pros say

The ageing population is another no-brainer. SMSFs
that bought high-quality healthcare or property stocks
leveraged to an ageing population have mostly done
well. Yes, stocks such as Ramsay Health Care look
fully priced, but they have huge demographic
tailwinds behind them.
I believe an ageing population is one of four key

With that in mind, I asked three professional investors
to name key trends investors should watch over the
next five years and beyond – their “foresight” idea.
The twist was they also had to name a trend they had
missed in the past five years – their “hindsight idea”.
Although it sounds easy, buying stocks based on
trends can tricky because the valuation usually
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captures the early part of the trend.
Sebastian Evans
Managing director
NAOS Asset Management
Foresight: Infrastructure and construction stocks are
interesting. Think about the amount of money that
needs to be spent in the coming decades to replace
ageing infrastructure in capital cities as the population
grows. We’ll need better rail, road and other utility
infrastructure. Construction stocks such as Transfield
Services, Leighton Holdings and Lend Lease Group
could be entering a sweet spot. Transfield is our
preferred pick. This trend has a long way to run.
Another favoured trend is traditional media. We feel
the media industry might have just got over the
“hump”, with a few newspapers overseas kicking
goals as investors pay for content online. I expect
more newspapers to focus on premium content and
for more consumers to accept they have to pay for
such content online. After so many years of pain, the
media industry might do better than many realise in
the coming decades, from current valuations. Our
preferred picks on valuation grounds are Ten Network
Holdings and APN News and Media.
Hindsight: Many investors underestimated how
much the market would pay for dividend “yield”. Most
stocks with high, reliable yields now trade on
excessive valuation multiples. But investors have
been willing to pay much more for yield because
there are few alternatives, given record-low interest
rates. This is a dangerous trend that will turn around
at some point, creating significant capital losses that
quickly wipe out the benefits of a few extra points of
yield.
Nathan Bell
Research director
Intelligent Investor Share Advisor
Foresight: The recapitalisation of western banks will
be one of the great trends this decade. After being
decimated during the GFC, US banks have
recapitalised and the same trend is emerging in
Europe and the United Kingdom. At the same time,
the US, European and UK economies are slowly
improving, which is helping their local banks. We

think Australian banks are expensive and that select
offshore banks such as the Bank of Ireland and Bank
of America Merrill Lynch offer better value. Obviously,
to capitalise on this trend you must be willing to invest
offshore.
Another key long-term trend is the move to online
shopping. As with the recapitalisation of western
banks, the best opportunities to play this trend are in
overseas stocks such as United Parcel Service, Inc
and FedEx Corporation. It is hard to get pure
exposure to the move from traditional retailing to
online retailing via the Australian sharemarket. UPS
and FedEx are incredible businesses with dominant
market positions. Yes, they are expensive, but both
will benefit from the trend in online shopping, and the
need to transport goods bought on the internet. This
trend will last for decades.
The move from internet advertising to mobile
advertising on smartphones is another long-term
opportunity. Again, the best opportunities are
overseas: Facebook Inc, for example. We also think
the big internet stocks in Australia, REA Group, Seek
and Carsales.com, will have a lot more staying power
than many people realise. The market may not have
fully valued their potential to expand overseas and
build big offshore businesses, as was the case with
Seek’s investment in China. Or their potential to
disrupt markets in other ways, such as REA one day
displacing real-estate agents.
Hindsight: We missed the strength of the Australian
housing market after the GFC. We thought the
housing market would come under intense pressure,
as was the case overseas, and that it would weigh on
housing-related stocks, such as REA Group. More
costly, though, was underestimating the pricing power
that REA Group had over real estate agents who
have been spending more money to distinguish their
advertisements. This meant REA Group didn’t need
to sign up many new agents to rapidly increase
profits. This stopped us from buying REA Group,
which has been an exceptional performer.
Angus Geddes
CEO
Fat Prophets
Foresight: I am bullish on India and have allocated
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about 25% of my SMSF to opportunities there. India
is about 10 years behind China, but has a lot of
entrepreneurial energy, a rapidly growing middle
class, and improving policy settings that will stimulate
growth.
I remain bullish on Japan, having invested up to 30%
of my SMSF there in 2009. That investment did little
until 2012, when the Japanese market took off.
Although those gains have paused this year, the
medium-term outlook is favourable. After 23 years of
deflation and a bear market, the recovery in
Japanese shares has a long way to run. I invested in
Platinum Asset Management’s Japan Fund, which
outperformed its benchmark index.
I have also become more bullish on China, and
expect an explosive rally in Chinese stocks in the
next six to 12 months. Despite its strong economic
growth, China’s sharemarket has underperformed
developed markets since 2007. Its sharemarket
appears to be “rebasing” (using technical analysis)
and at some point this year it will have to catch up to
China’s economic outlook, which is not as bad as
many feared. In my view, the supposed slowdown in
China is last year’s story.
Hindsight: I underestimated the strength in smalland mid-cap telecommunication stocks. We had
some telcos in the portfolio – M2 Group, Amcom
Telecommunications and MyNetFone, but not
enough. Partly, it was because I moved a lot of SMSF
assets in 2009/2010 to capitalise on opportunities in
undervalued offshore markets.
Tony Featherstone is a former managing editor of
BRW and Shares magazines. All prices and analysis
at June 13, 2014
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
Mining and resources stocks dominated the
downgrades in the later part of last week with Downer
EDI getting three downgrades after it lost a major
source of business. Kathmandu received an upgrade
after at least one broker found renewed confidence in
the retail outlook and Invocare received an upgrade
on the unhappy news that the number of deceased
should revert to trend.
In the good books
Orora (ORA) was upgraded to Buy from Neutral by
Citi. A combination of earnings stability, limited capex
and strong cash flow should allow the stock’s
leverage ratio to fall sharply. As the longer-term
agenda is yet to be determined, the broker thinks this
should provide an ideal opportunity for capital
management. Citi has reduced FY14 and FY15 profit
forecasts and adjusted risks, leaving open the
potential for an upside surprise.

revisited the outlook for Kathmandu, which suggests
the company is benefiting from the resilience of the
outdoor sector and is increasingly emphasising
brand, ranges and quality. These supporting factors
lend more confidence to the broker’s view and the
rating is upgraded to Outperform from Underperform,
taking into account the recent fall in the share price.
Ramsay Health Care (RHC) was upgraded to
Outperform from Neutral by Credit Suisse after the
company provided more details about the acquisition
of 83.43% of Generale de Sante. Credit Suisse thinks
the metrics are reasonable and, strategically, the
acquisition provides longer-term exposure to a
hospital system with a number of attractions such as
universal health care coverage and choice public and
private.
In the not-so-good books
ALS Ltd (ALQ) was downgraded to Sell from Hold by
Deutsche Bank. The FY14 result revealed improving
organic revenue growth but Deutsche Bank believes
this is more than reflected in the share price. There is
also the risk of disappointment in management’s
expected recovery of geochemistry volumes.

Invocare (IVC) was upgraded to Neutral from Sell by
Citi. Over the past 12 months the stock has declined
17% in absolute terms and underperformed the
S&P/ASX200 Healthcare Index by 21%. Citi expects,
after a weak FY13, the number of deaths will revert to
trend in FY14 and earnings growth should improve
accordingly.
Kathmandu (KMD) was upgraded to Outperform from
Underperform by Credit Suisse. Credit Suisse has

Downer EDI (DOW) was downgraded to Neutral from
Buy by Citi, to Underperform from Neutral by Credit
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Suisse and to Neutral from Buy by UBS.

Earnings Forecast

BHP-Mitsubishi’s early termination of Downer’s
Goonyella coal contract not only wipes out 7% of
mining work in hand and 2% of group earnings but
Citi notes it brings into question the future of the
company’s contract at the similarly sized Blackwater
mine. The broker has cut forecast earnings by 6%
and 9% in FY14-15. In the absence of a material
recovery in the coal price, Credit Suisse suspects the
trend to in-house operations and a reduction in
pre-stripping could become more broadly based,
which implies ongoing risk to Downer’s contract
mining. While accepting that Downer has executed
strongly in a difficult environment and there are
opportunities inherent in a strengthening balance
sheet, UBS thinks the trend of taking jobs in house
and scope reductions will continue.
Skilled Group (SKE) was downgraded to Neutral from
Outperform by Credit Suisse. The broker has reduced
FY15 earnings estimates by 14%, based on a more
cautious view on both workforce services and
engineering and marine. Credit Suisse acknowledges
the valuation is undemanding but remains torn
between two views. These are “Buy, with time on
your side” or “Hold on and wait for the upside”.
Current operating conditions mean the rating veers to
the latter.

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.

11

A$ continues to show strength
by Gary Stone
Since May 28, 2014 the Australian dollar (AUD) has
continued to strengthen, rising from 92 cents to 94
cents. These two price zones represent important
support and resistance areas and provide an insight
into where the Aussie dollar might be headed in the
short to medium term.
There are many variables that drive the Aussie dollar
and trying to remain up to date on all of them and
what effect they may have is exhausting and nigh on
impossible. Which is why I go to the charts to
determine the probability of the direction in the
timeframe that might affect my offshore investments.
Why would a DIY SMSF investor want to know the
direction of the AUD?
Prior to the early 2000’s most DIY Australian
investors couldn’t really do anything about the
movement of the Aussie dollar as it was difficult to get
access to currency instruments in small enough lots
with low enough costs to hedge or profit from such
movements.
In recent times access to currency spot market
instruments and other instruments such as currency
futures, forward outright swaps, currency options and
CFDs of futures contracts have become easily
accessible at very low cost. What used to be the
domain of large financial institutions and large
corporates has now moved all the way down the
investing spectrum to DIY investors.

dollar. The big question is: when might the Aussie
dollar strengthen and when might it weaken?
The AUDUSD chart
The daily chart below shows two indicators, a five-day
swing chart overlaid on the AUDUSD price on the
upper graph and a momentum indicator on the lower
graph called the SIROC.
These two indicators are used to attempt to eliminate
the small up and down gyrations in the price, or what
can be called the ‘noise’, by smoothing the price
movement. The idea is to make the visual reading of
the chart easier to interpret and ultimately less
subjective and open to conjecture, opinion and
emotion.
To do this I use some simple rules to determine
whether there is a high probability the Aussie will
strengthen against the US dollar, my motivation being
to insure my US dollar share holdings against falling
in value due to the Aussie strengthening. Of course,
the opposite is also true, when the Australian dollar
declines my US dollar share holdings appreciate in
value.
Notice how the lower SIROC indicator (blue line) is
closely aligned in a smooth manner to the AUDUSD
price movement in the upper graph.

In my view the main reason that an SMSF investor
would and should want to not only determine the
direction of the Australian dollar, but also take some
action, would be to hedge any US dollar or other
currency investments that they may have offshore. To
achieve this, when the Australian dollar strengthens
against, say, the US dollar, an investor would buy the
Australian dollar and when it weakens, sell the Aussie
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hedge position.
But hang on, many commentators, myself included
(see Switzer Super Report 16th December 2013),
have longer-term forecasts of a much lower Aussie
dollar. That may still eventuate, but in the meanwhile
an objective analyst just has to objectively analyse
the data before them, believing that “anything can
happen”. In the short to medium term the trend is up
so I have to go with that.

Source:Beyond Charts
On Thursday last week, June 12, 2014, the conditions
of my simple rules were met so I opened a hedge to
the value of my current US dollar share holdings. The
conditions were:
1. The blue SIROC line is rising and placed
above its green 13-period moving average
line.
2. The AUDUSD must have broken above the
previous 5-day swing high, shown by the red
horizontal line. This occurred when the
AUDUSD closed above 94.08 cents

The breakout above US94.08 cents could yet prove
to be a false breakout or it could continue
strengthening immediately, enforcing the breakout. A
false breakout could see the Aussie dollar move back
to US92 cents again and even lower. But while the
objective conditions that I have outlined above hold, I
am a buyer of Aussie dollar against the US dollar.
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.

The hedge will remain open until the blue SIROC line
drops below its green moving average.
Such a set of rules will not hedge every pip of
movement but it will insure against a large part of a
large move in a strengthening Aussie dollar which is
ultimately what one needs to insure against.
Where to for the Aussie?
The rise from below US87 cents in January 2014 to
above US94 cents in early April has consolidated
over the last two months in a sideways rectangle
pattern which is a continuation pattern, having tested
the support zone of US92 cents twice.
These technical conditions, amongst others, tell us
that the odds are in favour of the Aussie rising further
against the US dollar. Which is why I opened the
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How to win the investment game
by Barrie Dunstan
With up to half a million amateur chief investment
officers in more than one million SMSFs running more
than $550 billion of assets in Australia, there’s no
shortage of people offering investment advice. But
the chances are many trustees are offered
well-meaning, generic advice, which may not be
well-timed for their specific SMSF.
Perhaps the best, basic advice for SMSF investors is
to “know yourself” – as in knowing your investment
style. This goes beyond what normally comes under
the heading of style: it’s not about value versus
growth investing or the advantages of technical
versus fundamental analysis. Rather it’s about how
an investor plays the game of share investment.
The rules of the game
Yes, game. Way back last century John Maynard
Keynes described the stock market as a game (like
snap or musical chairs). That’s still so, though now
it’s perhaps more like tennis. Think of the difference
between amateur and professional tennis players.
The amateur’s main aim is defensive; to keep the
ball in play by avoiding errors. The professionals,
however, are aggressive; they try to hit winners and
will risk hitting close to the sidelines and baselines.
The same applies to amateur versus professional
investors.

investment rules. He says the first rule in investment
is ‘don’t lose money’ and the second rule is ‘don’t
forget the first rule.’ In the GFC downturn, when the
S&P/ASX 200 index fell 49% between September
2007 and January 2009, an investor fully invested in
the index shares needed a 96% rise in the index to
recover their original position. As it turned out, that
recovery took six years. That’s assuming the investor
remained 100% invested in shares; if they reacted to
the losses and sold some shares, it would have taken
longer.
Right now, many SMSFers looking at the share
market will be feeling confused: there is no shortage
of reasons to remain bullish, while at the same time
nagging doubts – now, including, international
hostilities – keep emerging.
Not to mention some widely varying predictions for
some key economic factors –like the exchange rate.
As Peter noted on Saturday, forecasts on the $A can
be quite polarised; you can take your pick between
parity with the $US this year or 85c in December and
80c in December 2015.
In reality, no one knows what will influence the share
market, let alone when. Investors can only make their
best guess and then assess how much pain they can
absorb if markets retreat – and whether they have the
diversification and the patience to ride out the
worst-case scenario.

Amateurs may lack some skills and thus the
confidence to play an aggressive game and most –
especially SMSF investors – are loss averse: their
pain from losses is often twice as great as the
pleasure from profits. This is magnified the closer
they get to retirement, but there is more than
psychology involved: avoiding losses also makes
good sense.

Of course, most investors want to achieve long-term
growth and that means seeking winners on the share
market. But, as in the game of tennis, if they are
tempted always to hit winners, it’s important to
remember the limitations in their game and not let the
ideas of growth obscure the other side of any strategy
– mitigating losses.

Warren Buffett recognised this with his two

When markets are bubbling it’s easy to be tempted

14

and lose sight of Warren Buffett’s rule. After all, it’s
much more exciting picking winners. But another
investment great – Paul Samuelson who won the
Nobel Prize for economics in 1970 – had this advice
for the thrill seekers: “Investing should be like
watching paint dry or grass grow. If you want
excitement take [some money] and go to Las Vegas.”
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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Property engine starts to rev again
by Staff Reporter
This week the preliminary clearance rate came in at
66.6% across capital cities, compared with 60.6% last
week. At the same time last year, the clearance rate
was 63.3%.
Weekly clearance rate, combined capital cities

In Sydney, the median price of a house came in at
$752,500 after 2,080 sales were made. In Melbourne,
after 2,064 sales, the median price of a house stood
at $501,000. Across the capital cities, 6,755 house
sales were made and the combined median price was
$569,482.
Capital city private treaty median prices

Sydney performed quite strongly this week,
consistent with its performance so far this year. The
preliminary clearance rate for Sydney came in at
71.7%, as opposed to 67.3% last week.
Melbourne’s clearance rate performed above its
normal trend this week at 69.6%, compared with
62.4% last week.

Sydney’s home values over the week are up by
0.2%, and have increased by 16% since this time last
year. Melbourne’s values decreased by 0.5% across
the week, and were up by 8.7% over the year.

Capital city auction statistics (preliminary)
Capital city home value changes

A total number of 2,098 auctions took place across
capital cities this week. In Sydney, RP Data collected
results for 598 auctions, and from these, 429 were
cleared. In Melbourne, there were 753 auctions
collected, with 524 cleared.

And where are homes selling quickest? RP Data
reported this week that houses took 54 days to sell in
Perth , and 59 days in Sydney – making them the two
cities to record the shortest time on market over the
12 months to March 2014. Overall, houses are selling
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much quicker than the same time last year – an
average of 80 days compared to 94 days.
Research analyst, Mr Kusher, says, “The fall in
average time on market at a national level is a clear
sign that the amount of sales in picking up and sellers
are becoming more empowered at the time of
negotiation.”

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 is less scope for negotiation and discounting,
you will typically find that a property sells quicker
which is the scenario currently at play.”
Top 25 council areas with the shortest average
time on market for houses – 12 months to March
2014

17
Powered by TCPDF (www.tcpdf.org)

