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Come along for the ride
There are a lot of people out there who get scared when things look so good, and this recent run of
all-time highs on Wall Street is no different. It's making a whole bunch of otherwise very smart people
think the end is nigh!
You would know by now that I'm not one of those nervous nellies and today I explain why I think this
bull market still has legs. Paul Rickard joins me on my ride and spells out all the great things that have
happened in the last financial year. It's been a good year - really!
Also in the Switzer Super Report today, James Dunn is back with a look at the best REITs for yield
and in Buy, Sell, Hold - what the brokers say, Rudi Filapek-Vandyck finds that despite daily profit
warnings, things aren't looking that bad. Ansell and McMillan Shakespeare got upgrades.
Sincerely,

Peter Switzer
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All-time highs don’t mean a crash is coming
by Peter Switzer
One of the great fears of investors looking at Wall
Street continually making all-time highs, is the
understanding that the eventual crash of the stock
market, whenever it happens, will follow, you guessed
it – an all-time high.
Over the weekend the Dow hit another all-time high
and the S&P 500 has now hit 22 record closes this
year! So, anyone worried that a big market crunch is
overdue might think 22 is a lot of all-time highs, which
it is.

MarketWatch’s Mark Hulbert recently looked at the
work of Arturo Estrella, now an economics professor
at Rensselaer Polytechnic and who was a senior vice
president of the New York Federal Reserve Bank’s
Research and Statistics Group from 1996 to 2008.
“Based on February’s data, the model gauged the
probability of a recession in the next 12 months at just
1.33%,” Hulbert pointed out. “Though we don’t yet
know what the precise outcome of the model will be
at the end of March, I can confidently predict that it
will not be appreciably different.”

But a more relevant issue to ponder is – what causes
a market crash? The general answer to that is a
recession and it generally happens when there has
been a period of rising interest rates, which is a
part-contributor to the recession.

Still value to be found

The yield curve indicator

“The market is more fair-priced here,” he told CNBC
and he advised viewers to remain “long U.S.
equities” because he thinks stocks will be “higher in
12 months.”

Experts in the markets carefully watch the yield curve
and they get worried when it is inverted with some
arguing that a recession has never happened without
an inverted yield curve!
For those who don’t know what I am talking about
here’s a definition thanks to Investopedia, which
goes like this: “An interest rate environment in which
long-term debt instruments have a lower yield than
short-term debt instruments of the same credit
quality. This type of yield curve is the rarest of the
three main curve types and is considered to be a
predictor of economic recession.”
Now the yield curve has flattened off lately but it’s
not inverted and provided my tips that the US
recovery will be better than doomsday merchants
have been predicting is correct, then it will stay
upward sloping — the opposite of an inverted yield
curve.

Adding to the case for showing no fear for being long
stocks is the view of the chairman and CEO of
BlackRock, Larry Fink.

BlackRock is the biggest market player/funds
manager in the world with more than $4 trillion in
assets under management, so Fink’s view can’t be
dismissed easily.
Fink and others like him believe central banks simply
won’t let stock markets be tripped up by interest
rates rising too quickly. He says gains could be held
back by earnings but he basically believes the central
banks hold all of the aces and they are not going to
let interest rates spoil our stocks party.
Last week Janet Yellen, the Fed boss, virtually said to
all the urgers out there that she was not going to raise
interest rates too soon and it is this that would hurt
earnings per share expectations and then stock
prices. So we’re in the hands of the world’s central
banks and frankly, as they control interest rates, I’m
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pretty damn comfortable being long stocks.
Long in the tooth?
One of the best things I like about being overseas is
that I read more widely than when I’m at home and
USA Today’s John Waggoner actually looked at why
we are spooked about all-time highs? Let’s face it, if
your suburb is the most expensive or fastest growing
do you sell it?
One American market expert I love reading is Sam
Stovall, managing director of U.S. equity strategy at
S&P Capital IQ. He argues that bull markets always
make new all-time highs — “otherwise, the S&P 500
would never have gotten past 13.55 in June 1949, its
first bull market high after the index started at 10.”
But this is the part of his analysis I reckon is worth
noting. First, the average bull market spends about
7% of its life at all-time highs. The current one has
seen all-time highs happen for about 5% of its
existence.
So you could say that this bull market could be
getting long in the tooth but long-term, secular bull
markets like those in the 1980s and 1990s, spent
12% to 13% of their lives at all-time highs!
And I reckon the cunning clan of Janet Yellen and her
merry band of central bankers are determined to keep
their economies stimulated until economies grow
hard, which means they are fighting the one big threat
to stock markets – recessions – and until they look
like they are failing, I am going along for the ride and
so should you!
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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It has been a great year – really!
by Paul Rickard
You wouldn’t know it from all the negativity out there
but financial year 2014 has been a great year for
most investors – really! And the economy hasn’t
done that badly, either. I am indebted to the
CommSec team and Craig James who pointed this
out in a report last Wednesday entitled ‘Economic
Insights: A good year, or a very good year?’ Before
returning to examine how our investments have
performed, let’s take a closer look at the big picture
with the economy.

The Data – Then and Now

The big picture
If you ask two economists the same question, you
often get two totally different answers, so it is not
surprising that there is no single way of declaring that
the economy today is better than it was a year ago.
However, by looking at a range of measures, it is
pretty clear that it is no worse off, and arguably, a bit
stronger.
For the 12 months to the end of March, the economy
grew at 3.5%. Over the financial year, growth should
come in at around 3.0% (compared to 2.6% last
year), and is set to grow (according to CommSec) at
3.3% next year. Inflation has ticked up a touch, but
should ease, and unemployment is sitting just below
6%. That disguises a firmer start to the employment
market in 2014, with 98,000 new jobs added in the
first five months, compared to just 60,700 for all of
calendar 2013.
The external scorecard (the financial markets)
conveys a rosier picture. Dollar up, interest rates and
bond yields down, sharemarket up.

Sources: RBA, ABS, S&P
A great year for investors
Apart from those investors who rely on income from
cash or term deposits, financial year 2013/14 has
been a top year. The sharemarket is up by 12.84% to
last Friday (17.66% when dividends are included),
residential property is up by 9.27%, and a narrowing
in credit spreads and a small fall in bond yields,
means fixed income investors will also have enjoyed
a small capital gain.
Let’s start with the property market. While the gain in
home prices has been most marked in Sydney, all
capital cities have outperformed inflation, and on an
aggregate basis, RP Data-Rismark says the market is
up 9.27% so far this financial year.
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Increase in home prices this financial year

Sharemarket total returns by sector this financial
year

Source: RP Data-Rismark Daily Home Value Index,
30 June 2013 to 22 June 2014
With dividends, share market investors are looking at
close to 18% returns this financial year. Interestingly,
all sectors are showing positive returns – and while
investors in the financial sector are being rewarded
with a total return of just over 23%, the worst
performing sector (consumer staples) has still
returned 5%. By historical standards, the gap
between the ‘best’ and ‘worst’ sector is pretty tight.
The financial year picture also disguises a tale of two
halves – while the first half of the year was pretty
strong, the market since the start of 2014 has only
returned 3.24%. Also, sectors like materials bottomed
around June last year – so while it is showing a gain
this financial year, since January 2013, the sector’s
total return is negative at -4.37%.

Source: S&P Accumulation Indices, 28 June to 20
June 2014
Implications for investors
Perhaps the most obvious implication is for us to
snap out of our lethargy and recognize that things are
pretty good. Low inflation, economic growth over 3%,
an Australian dollar near parity, record low interest
rates, unemployment under 6% and high investment
returns are indicators of a strong economy. Let’s feel
the wealth!
More specifically, time to crunch some numbers and
see how our investment portfolio or SMSF has
performed this financial year and compare it to the
market. Any such comparison of course needs to
compare “apples with apples” – so we need to adjust
the expected return according to our asset allocation
and risk profile. With this in hand, the obvious
question to ask is: “how good a job have I done as an
investment manager?”
For example, let’s assume your SMSF has a
‘balanced’ profile (approximately 60% in growth
assets and 40% in income assets), with the asset
allocation as per the following table. Multiplying the
market return by the allocation percentage, we can
calculate the expected contribution from each asset
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class. In this example, the expected return from the
total portfolio is 11.7%.

* Price return on US S&P 500 in AUD, from 28/6/13 to
20/6/13
By comparing the performance of our SMSF to the
expected return, we are in a position to answer in part
the question above and if necessary, take some
action. Of course, the return in the example is
calculated on a ‘pre-tax’ basis – if our fund has a
major weighting in shares paying fully franked
dividends, its ‘after tax return’ may actually be
higher. And, it is the ‘after-tax’ return that counts.
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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REITs offer yield solution
by James Dunn
The Australian real estate investment trust (REIT)
sector has had a good 2014 so far, with the S&P/ASX
200 A-REIT Index racking up a 10.9% gain for the
year to date, well ahead of the benchmark S&P/ASX
200 index itself, which is up 3.2%.
The main reason is yield. A sector with an average
FY14 forecast yield of 5.9% – and 5.5% among the
ten-largest trusts – is going to look fairly attractive.
This average yield figure compares favourably with
the average for the broader market, which is trading
at about 4.5%.

Top five FY15 distribution yields

Source: Morgans

An improved sector
Another factor in the strength of the local REIT sector
is the much-improved balance sheet strength of the
A-REITs – with average gearing levels down from
about 40% at the end of 2007 to 29% at present
(25.7% among the ten-largest trusts) – and investors
know in the high-quality REITs they are receiving
strong rental flows paid through to them in
distributions. However, with FY14 yields ranging from

4% to 8.5%, there is quite a range of quality and
predictability that has to be negotiated.
The upsurge in mergers and acquisitions activity in
the sector has also given impetus to the REITs’ stock
prices. Australand Property, Stockland Group and the
Westfield twins have been prominent risers, and this
has driven re-pricing of the sector as a whole. (Last
week the contentious plan to merge the Westfield
Group’s Australian and New Zealand property assets
with Westfield Retail Trust, to form a new retail REIT,
to be known as Scentre Group, with the remaining
Westfield Group portfolio of shopping centres in the
US, UK and Italy to called Westfield Corporation, was
passed by Westfield retail trust’s unitholders, having
already been okayed by Westfield Group
shareholders. Scentre Group will also incorporate
Westfield Group’s Australian and New Zealand
property funds management and development
business).
Also, the market fundamentals in the various property
sectors are mostly favourable for investors, with
residential property leading the way, industrial
property a healthy market and retail improving –
although the Budget-inspired hit to consumer
confidence could, if sustained, derail this recovery,
and office property the weakest sector.
Most property trusts go ‘ex distribution’ at the end of
June, with distributions to be paid in August. The
REIT sector passed through “confession” season
with no revisions on guidance, and analysts are
expecting a healthy June 30 reporting season from
the sector, led by residential and commercial
developer Australand, which is expected to boost its
June half distribution by more than 20%, on the back
of the recovery in the residential market.

07

The price factor
However, as is normal when a sector has had a
strong run, most of the REITs appear fully priced.
According to broking firm Morgans, there are only
three REITs trading at a discount to their net tangible
assets (NTA) figure
Top three discounts to net tangible assets (NTA)

Westfield Group (WDC), which is rated “buy” by
Bank of America-Merrill Lynch and Deutsche Bank,
“outperform” by Credit Suisse and “neutral” by
Macquarie and UBS; office trust GDI Property Trust
(GDI), also rated an “outperform” by Credit Suisse;
specialist retirement living REIT Ingenia Communities
(INA) and Sydney-Melbourne trust Australian
Industrial REIT (ANI), which is rated “buy” by UBS.
New kids on the block
Ingenia is a good example of the newer breed of
REITs, which have opened up niche opportunities
away from the standard
office/retail/industrial/residential menu that the sector
has traditionally hosted.

Source: Morgans
Another way of looking at REIT prices is to check
them against the consensus target prices of the
analysts that cover them. On this statistic, more
REITs are at discounts to consensus target price than
at discounts to NTA (see accompanying table), with
the best of them being Astro Japan Property Trust
(AJA), a diversified REIT specialising in Japanese
property, with 34 retail, office and residential
properties, located mainly in Tokyo. To be
comfortable investing in Astro Japan Property Trust
you have to have a confident view on Japanese
property: JP Morgan, for one, has such a view,
placing a recent “overweight” recommendation on
AJA.

Top five discounts to analysts’ consensus target
price

Source: FN Arena, Stock Doctor
Also in the discount to consensus forecast table are

In the last couple of years the REIT sector has been
augmented by:
Generation Healthcare REIT (GHC), the only
listed REIT that invests solely in healthcare
assets. The portfolio of seven properties
includes hospitals, medical centres,
laboratories and other purpose-built
healthcare facilities.
Arena REIT (ARF), a REIT consisting of two
sub-trusts stapled together, one investing in
healthcare property, the other in childcare
property.
APDC Group (AJD), the only listed REIT that
owns data centre assets. AJD has a portfolio
of two operational data centres in Melbourne
(M1) and Sydney (S1), and another under
construction in Perth (P1). AJD has one
tenant, listed data system operator NEXT DC
Limited (NXT), under long-term leases.
National Storage REIT (NSR), a specialist
self-storage REIT that is the third-largest
self-storage provider in the Australian market,
with 62 centres in six states storing goods for
23,000 residential and commercial customers.
Folkestone Education Trust (FET), a
childcare property trust that owns a portfolio of
351 early learning centres.
These have all added the ability to target in a REIT
portfolio investment “themes” outside the main
property sectors.
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The broker view
Broker Morgans reckons the way to play the REIT
market at present is to look for office REITs with
exposure to office with long-weighted average lease
expiries – for example GPT Group (GPT) and
Cromwell Property Group (CMW) – given soft
tenant demand and increasing supply in some
markets.
Morgans also likes 360 Capital Office Fund (TOF),
which it says is one of the few pure-play office REITs
in the market, offering investors a simple business
model focused on suburban office markets;
Also on its list of favourites are good-quality industrial
property REITs – namely BWP Trust (BWP) and
Industria REIT (IDR) – which have a favourable
near-term outlook, with ongoing tenant demand
driven by internet retailers and businesses looking to
upgrade their logistics infrastructure; and
Morgans rounds its picks off with its preferred
residential play, which is Stockland Group (SGP).
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
Changes in stockbroker ratings for individual stocks
remained in balance during the week ending Friday,
June 20. But underlying the trend remains supportive,
despite daily profit warnings hitting investor
sentiment.

and, amidst other demanding valuations and/or
downside risk to earnings, the stock could be a good
place to park.

All in all, overall activity continues to be dominated by
corporate profit warnings, but thus far these warnings
have come from smaller cap stocks in consumer
related sectors, traditional media and in IT services.

Orora (ORA) was upgraded to Outperform from
Neutral by Credit Suisse. Corrugated box volumes
seem steady, enabling Orora to translate cost savings
into profit, as expected. The broker assumes value is
sourced from earnings growth and not a stock
re-rating.

In the good books

In the not-so-good books

Ansell (ANN) was upgraded to Buy from Hold by
Deutsche Bank. The broker believes the company is
on track to deliver within guidance, despite the slow
economic recovery. Management is expected to
focus on lifting organic growth via new products and
bedding down acquisitions. The company has also
enjoyed a material benefit from ongoing weakness in
raw material costs.

Alumina (AWC) was downgraded to Underperform
from Neutral by BA-Merrill Lynch. Merrills believes the
market is pricing in an alumina price surge which is
neither evident nor imminent. The broker does not
believe a “nickel style” price surge is about to
happen. While recognising the Indonesian export ban
has put pressure on Chinese refineries, the broker
observes the alumina refining market remains in
surplus.

McMillan Shakespeare (MMS) was upgraded to
Outperform from Neutral by Credit Suisse. The stock
has fallen around 17% over the last month reflecting
a combination of concern over the CEO’s
resignation, uncertainty over earnings and regulatory
risk. The broker does not think this concern is justified

CFS Retail (CFX) was downgraded to Underperform
from Neutral by Credit Suisse. The stock has
outperformed the A-REIT sector by 1% since
December, supported by the broader yield rally,
improved retail sales and internalisation of
management. Credit Suisse has made a deeper
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analysis of the operations and valuation metrics and
moves the rating to Underperform from Neutral. The
broker expects average net operating income growth
of 3.0% to 2016.

Earnings Forecast

Echo Entertainment (EGP) was downgraded to
Neutral from Buy by Citi. The company’s trading
update was positive, with revenue accelerating since
the March quarter. Citi upgrades earnings forecasts
by 11% in FY14 and 7% in FY15. The broker notes
The Star is outperforming the Queensland properties
and gaming spending per visitor has benefited from
external driver and a revamped loyalty program. But
Citi downgrades as, while the company is delivering
on cost savings and revenue trends are stronger, a
more bullish stance requires evidence of longer-term
market share gains.
nib Holdings (NHF) was downgraded to
Underperform from Neutral by Credit Suisse and to
Neutral from Overweight by JP Morgan. The
company has outlined a strategy to address
increased churn and claims inflation and is confident
it can deal with the current margin decline. Credit
Suisse has lowered FY14 and FY15 earnings
forecasts by 5.1% and 3.5% respectively. Nib
highlighted margin pressures due to claims inflation
but also outlined counter-measures and announced
capital management initiatives. JP Morgan believes
margins can be restored in FY15 on premium
increases but notes that despite the negative
reaction, the stock has outperformed recently and
enjoys a premium valuation. Time to pull back to
Neutral.
Westfield Retail (WRT) was downgraded to
Underperform from Neutral by Macquarie. The broker
still believes Westfield Retail shareholders will be
paying too much for the benefits afforded by the
Scentre proposal, but has assessed WRT’s value on
the assumption the proposal goes ahead. Scentre
would have a subdued earnings growth profile,
susceptible to further downside risk on dilutive asset
sales, and dividend growth will be restrained by
relatively high gearing, the broker warns. If the deal
does not proceed, WRT is already trading at the
broker’s target.

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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Shortlisted – buy the bellwethers
by Penny Pryor
FN Arena editor Rudi Filapek-Vandyck is not as
bullish as some Switzer Super Report experts and
appearing on Switzer TV last week said the current
market was “exceptionally frustrating”.
He hasn’t been too impressed by the run of profit
warnings, particularly in media and IT, but says in this
kind of environment it’s a good idea to buy the
traditional “bellwethers” or the stocks “that have very
little chance of announcing a profit warning” on dips.
“I’m still very much in favour of Flight Centre,” he
said when asked to name his top picks.
“I still like Invocare and if I had to think of a third one I
would still add, on weakness, .. more Amcor to my
portfolio because you do get the international
exposure and lets not forget CSL.”
One of Peter’s favourites ever since he met its CEO
a few months back has been Ardent Leisure (AAD).
At the beginning of March Peter told SSR readers
that: “I was impressed with Ardent Leisure’s Greg
Shaw, when I interviewed him this week on Switzer.”
he said.
“His subtle positivity about his company’s prospects
were not all Dreamworld, in my opinion. This was a
stock I brought to you via Geoff Wilson a few months
back and it does look like the ducks are lining up
nicely for the company.”
Since then, the stock has rocketed from $2.30 to over
$2.70 and that’s from a base of about $1.70 this time
last year.

Ardent Leisure (AAD)

Last week Equity Trustees chief investment officer,
George Boubouras drew our attention to James
Hardie, which closed on Friday at $13.77. He has a
price target on the company of around $15.50 by mid
July next year.
EQT added the company to its portfolio to get
additional exposure to the housing and building
construction cycles in Australia and also offshore.
“Current valuations, while not cheap, are justified
following ongoing recovery within their markets,” he
says.
“The building cycle continues to have upside and the
current accommodative monetary policy will continue
to act as a tailwind over the coming year. A stock like
this would be a potential sell when global conditions
require some tighter monetary policy. That would be
more of a 2016 issue.”
Important: This content has been prepared without
. the objectives, financial situation or
taking account of
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 steadies off peak
by Staff Reporter
This week the preliminary clearance rate across
capital cities came in a little higher at 66.6%,
compared with 65.5% last week. The clearance rate
this time last year was 66%.

Capital city auction statistics (preliminary)

Weekly clearance rate, combined capital cities

Despite this medium term stability, the level of
appreciation in 2013 is obvious when the current
clearance rate is compared to the rates in the
previous two years of 44.7% and 54.1%.

The median price for a Sydney house this week came
in at $745,000 after 2,188 sales were made. In
Melbourne, after 2,033 house sales were made, the
median price came in at $510,000. Across the
combined capital cities, after 6,875 sales were made,
the median price for houses stood at $571,708.

Capital city private treaty median prices

In Sydney this week, the preliminary clearance rate
was 71.9% – which is up from 69.3% last week. The
Sydney market has been most reflective of the stable
national clearance rate – the rate has had little
variance during the past three months, with a high of
76.1% and a low of 67.3%.
In Melbourne, the preliminary clearance rate was
69.1% compared to 69.2% last week. Melbourne’s
performance last week was at the best it had been for
three months, so it is a positive sign for the market
that the numbers remain strong this week.

The monthly home value changes for Sydney was up
0.5%, while Melbourne’s values decreased by 1.5%
over the month. The annual home value change in
Sydney has lifted by 15.9%, and 8.8% in Melbourne.
Across the combined capital cities, the annual change
came in at 10.2%.
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Capital city home value changes

Some analysts are suggesting that further market
gains from here are going to be hard won. According
to RP Data research director Tim Lawless, the
Australian property market is coming out of its peak
growth phase after two years of very strong values.
Six month annualised value growth figures peaked in
November 2013 at 14.3%.
Lawless also analysed housing finance data released
by the ABS which show that the value of investment
finance commitments was at a record high – up 2.3%
in April and 29.8% year on year. He has also noted
that investment lending has outpaced growth in
capital city home values.
Lawless says that as the proportion of lending to
investors is at near to record highs, the banking
sector regulators might start to become
uncomfortable with housing market investment levels.
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?
Last week Marty Switzer filmed the Switzer TV show live from the Vinnies CEO sleepout at Carriageworks
Sydney. You can check out some of his interviews here . You can also still support the cause by donating here
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