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Good for the goose
Given the ever-growing talk of a correction, I thought it timely that I stack up the arguments for my
view, which is any sell off should be short lived. Of course like any good economist, I acknowledge the
risks to this too.
Also in the Switzer Super Report today, we have Paul Rickard examine a product that promises to
have an air bag, and discovers that the marketers may have got a little carried away. James Dunn
picks the perfect portfolio for your kids, which includes the likes of CCL and Woolworths, and Barrie
Dunstan examines what is in store for SMSFs from Canberra.
In Shortlisted today, we talk about Telstra and BHP, and in Buy, Sell, Hold – what the brokers say,
Atlas and IOOF get upgrades.
Sincerely,

Peter Switzer
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Could I be wrong on a sell off?
by Peter Switzer
If it’s good enough for the geese, whom I criticize for
being misguided doomsday merchants at the
moment, it has to be good for a gander like me!
What I’m saying is if I objectively criticize those who
say a crash has been due for at least two years now,
I have to be able to defend my own views for
believing we can trust stocks for at least the next 12
months.

“With 41% of S&P 500 companies having reported
results so far, 68% have posted earnings that topped
expectations, according to Thomson Reuters data,
above the long-term average of 63%. On the revenue
side, 62.1% have beaten analysts’ forecasts,
compared with the historical average of 61%,”
Reuters reported.
I rest my case but now I have to look at why I could
be wrong!

So, here goes.
The case against
The case for
Try these arguments:
In a nutshell, I’m saying stocks have a bit to run
because:
We’re not in the euphoria stage of the stock
market. Recall Sir John Templeton defines a
bull market as: “Bull markets are born on
pessimism, grow on scepticism, mature on
optimism, and die on euphoria.” I think we’re
in the optimism phase but there still is some
scepticism around.”
The Fed and central banks, with their easy
money supply policy and low interest rates,
should keep stock markets rising as investors
aren’t getting enough yield out of bonds and
term deposits.
Economies such as the USA, China, Japan
and, to a lesser extent, Europe are improving.
I believe the long, slow grind higher story for
economies and stock markets because of all
the above.
The third year of a US presidency historically
is good for stock markets — could politicians
engineer such a thing in America?
Companies earnings continue to improve and
this justifies higher stock prices and this has
been supported by Reuters on the current US
reporting season.

Goldman Sachs cut US growth forecasts for
the second quarter from 3.1% to 3% but JP
Morgan has 2.6%, while Barclays is at 2.8%
following a weaker than expected durable
goods figure after economists fiddled with the
results to take out some noise in the numbers.
And durable goods are pretty good GDP
indicators.
Wednesday brings an advanced reading on
GDP and if the number is less than plus 3%,
then the US economy contracted for six
months — a technical recession! That could
spook stock markets.
Europe’s reaction to Russia over the
problems in Ukraine could lead to an
economic problem and that’s when stocks
would slide.
German business confidence is dropping and
this economy sells 25% of all Europe’s
exports and it comes as the region’s recovery
is faltering more than I expected at the
beginning of 2014.
Inflation might surprise on the high side, which
could force the Fed, or make investors think it
will force the Fed, to raise interest rates
sooner rather than later and that would hurt
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stocks.
If the boom is over-worked by rates being too
low for too long, then there could be a huge
correction when it happens and so the timing
of the rate rise will be crucial.
The IMF has cut world growth from 3.7% to
3.4% and while I don’t think they are great
forecasters, a downgrade doesn’t help my
bullish stance. (However, the 2015 view is for
4% growth and I like that.)
US employment has been very part-time and
wages are not rising and that could hurt the
US recovery as 75% of US GDP comes from
the great American shopper. Companies such
as McDonald’s and Amazon disappointed
with their profit reports and that could be a
worrying shopping indicator. (Against this, the
number of Americans filing new claims for
unemployment benefits fell to the lowest level
in nearly eight and a half years recently!)
New home sales in the US have had two
worse than expected months and the housing
recovery is important to the economic
comeback. In June, compared to last year,
sales were down 11.5%. (Of course, if
business investment took off to replace
housing investment, then that would be good
but business has not yet lifted its investment
game in the US.)
Bond markets are a little worrying in that US
yields should be rising (and prices falling) as
the stock market heads into record high
territory and it could mean smarties are
cashing up. Against that, it could be those
who think the US economy and Europe will
underperform and will spook stock markets. (I
think these players are wrong but I’m
guessing, hopefully accurately!)

So, that’s the stocks’ view that supports me, and
what about the economy?
The Reuters consensus shows annualized growth
picking up to 3% in the April-June quarter, which
makes me content about my economic view on the
US, that it can dodge a technical recession and that
future quarters will be over 3%.
Then we have this unbelievably easy money policy,
low interest rates and market P/Es, which are not
flashing out warning lights, with both company
earnings and even revenue for US companies
surprising on the high side.
I said on Saturday that I think the biggest risk that
could come along to send stocks hurtling earthward
would be a black swan or X-factor event, which by
definition is unseeable.
I’m holding some cash for a sell off but all I will be
doing if that happens will be bargain hunting for
stocks I hold and like.
If you’re more nervous than me, play it like a fund
manager and hold around 30% in cash and hopefully
you can make some money on a 6-7% sell off but this
is all guesswork and timing, which isn’t easy to get
right.
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.

So what’s my conclusion?
I remain in the camp that believes a sell off is likely
but dip buyers could stop a 10% correction. Why?
Well, look at the Goldman Sachs’ note, which tipped
three months of being “neutral” on stocks. It also
said: “This makes the near-term risk/reward less
attractive, despite our strong conviction that equities
are the best positioned asset class over 12 months,
where we remain “overweight.””
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Warning – this airbag might deflate
by Paul Rickard
One of the more infuriating things I have experienced
in the financial services game is briefing advertising
executives about financial products. They just don’t
get it. They don’t understand why you can’t make
claims about investment products similar to the ones
that are regularly made about laundry products, such
as the “whitest of the whites” or about a fizzy drink
being “the real thing”.
No one can ‘predict” how an investment product is
going to perform.
So, when I saw an advertisement last week headlined
“Finally, a share fund with an airbag”, I immediately
suspected that this was yet another case of an
advertising guru not understanding their brief. The
alternative scenario, arguably a little more scarier for
someone who thinks they know something about
investments, was that there really was some new
investment technique that offered all the upside
potential of a share portfolio, with no downside risk.
As you can imagine, I had to find out more.

product, but with the marketing. A share fund that can
deliver share market like returns, without too much
downside risk, can’t be a bad thing. The question is –
will it?
So, let’s start with the product. It is an actively
managed, bottom up share fund. It will also use
equity derivatives and cash to “dynamically cushion”
the portfolio through market cycles, thereby reducing
the magnitude of significant negative returns as they
occur.
The fund will typically have between 35 and 100
stocks (large cap and small cap), and work within the
following asset allocation bands:
Australian equities: 50% to 100%
Cash: 0% to 50%
International assets: 0% to 10%
Derivatives (net effective exposure): 0% to
50%
By actively managing allocations between equities,
derivative protection and cash through market cycles,
it aims to enhance long term performance by
maximising returns when markets rally and
minimising the magnitude of significant losses when
markets fall.

Enter the ‘Perennial Value Wealth Defender’
Road Test – Perennial Value Wealth Defender
Australian Shares Trust
For the record, my beef is not so much with the
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The manager
Perennial Value is a leading active equity manager,
with more than $8.2 billion invested on behalf of
institutional and retail clients. Headed by John
Murray, its flagship fund, the $1.8 billion Perennial
Value Australian Shares Trust, has a pretty robust
track record – strong over the last two years and the
long term, mixed over the medium term, as the
following table shows:

Ultimately, the proof will be in the eating and it is up
to John Murray and his team to show sceptics like me
that our fears were unwarranted. Until he does, this
advertisement should come with a warning.
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.

Performance of Perennial Value Australian Shares
Trust to 30/6/14 and S&P/ASX 300 Accumulation
Index
The dynamic portfolio protection strategies will be
overseen by Dan Bosscher, formerly of UBS
Investment Bank. According to Perennial, he heads a
risk management team with over 30 years specialist
experience in this area.
Perennial will charge an investment management fee
of 0.98%pa, and will be entitled to a performance fee
of 15% of the trust’s net return in excess of the
S&P/ASX 300 Accumulation Index. The minimum
investment is $25,000.
Will the airbag stay inflated?
Perennial Value can boast a fairly impressive track
record – so on that score, this fund starts in good
shape. At the end of the day, this is all about the
manager’s competence to identify attractively valued
stocks and get the timing right to implement and
adjust protection strategies.
Protection is not costless, nor is it perfect. Therefore,
an expectation that the fund can “outperform the
S&P/ASX 300 Accumulation Index, while reducing the
magnitude of significant negative returns in falling
equity markets” (the fund’s investment objective),
feels on paper to be a bold claim. While the
magnitude of the negative returns may be reduced, it
doesn’t mean that the fund won’t have negative
returns – something a casual reader of the
advertisement would not fully appreciate.
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The perfect portfolio for kids
by James Dunn
Getting kids interested in the stock market is a very
rewarding experience. Gaining an understanding of
this massively powerful compounding machine for
wealth creation gives young people a head start on
the journey to creating wealth. The longer they can
give their share market investments to work, the more
rewarding the experience is likely to be, because the
share market is ultimately a way of getting rich slowly.
(You can read more about actually buying shares for
kids here.)
According to research firm Andex Charts, the
Australian share market’s main index (since 1980 the
S&P/ASX All Ordinaries Accumulation Index), which
counts all dividends as reinvested, has earned 12.1%
a year, well ahead of both bonds, at 7.4% a year, and
inflation, at 5.2% a year. The stock market’s
performance has turned $100 invested at the
beginning of 1950 (the equivalent of $2,556 in
today’s dollars) into $153,634.
Make it relevant
I am helping a Year Nine student at the moment with
a school project on the share market, and while I am
certainly telling him about this long-term track record
of the market, I’ve found that before that, I have to
make the idea of the market relevant to him – the
things that he knows, and to which he can relate. So
while I am telling him about how an investor buys
shares and becomes a part owner in those
companies, the examples that I use are familiar to
him.
I’ve told him that he can become a part-owner of
Coca-Cola Amatil, and benefit every time someone
buys a Coke, a Fanta, a Powerade or a Mother
energy drink. Or become a part owner of Ardent
Leisure, and earn a margin every time someone buys
a ticket to get into Dream World, or go tenpin bowling
at AMF. Or become a part owner of Amalgamated

Holdings and clip the ticket on their friends going to
the movies at Greater Union cinemas. He gets that.
I want to put a portfolio together for my young friend
Mitch – a mix of companies that he knows, and
companies that will benefit from the longer-term
trends that will affect the world in which Mitch will
grow into adulthood.
First of all, I want him to invest in the share market.
By that I mean I want him to lock away in his portfolio
the long-term return from the share market, by buying
and holding one of the exposures that gives investors
precisely that.
We could consider an ASX-listed exchange-traded
fund (ETF) like the iShares MSCI Australia 200 ETF
(IOZ) or the SPDR S&P/ASX 200 Fund (STW), both
of which track the performance of the Australian
share market fairly closely. However, I want him to
look at two listed investment companies (LICs) with
actively managed portfolios: Australian Foundation
Investment Company (AFI) and Argo Investments
(ARG).
Over the last 10 years, AFI’s net tangible asset
(NTA) per share – plus franking credits – has
returned 11.8% a year to June 2013, compared to
10.9% a year for the S&P/ASX 200 Accumulation
Index. Argo gives 15-year figures: on a similar basis,
ARG has returned 9.4% a year, versus 8.3% a year
for the S&P ASX All Ordinaries Accumulation Index. I
am happy to recommend that Mitch put some money
into either AFI or ARG: they are very well-managed
investment companies and pay good dividends.
Things he understands
Now to pick up on some strong themes that will
shape Mitch’s world.
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Healthcare will be tough to sell to Mitch, because
15-year-old boys don’t have much experience with
hospitals. But I hope to convince him that Ramsay
Health Care (RHC) is an outstanding stock to benefit
from increasing health spending, because it picks up
on everyone else’s health needs, from birth to aged
care. Ramsay owns 151 hospitals and medical
centres across Australia, France and Indonesia and
has excellent continued growth prospects. Ramsay
has grown total returns (shares and capital growth) by
almost 39% a year for the last five years.
Another way for Mitch to tap into this theme might be
the iShares Global Healthcare ETF (IXJ), an ETF
that gives him an investment (in A$) to an index of
global healthcare stocks, including Johnson &
Johnson, Novartis, Pfizer, Roche, Merck, Glaxo
SmithKline and Bayer. This stock should increase in
value for him as healthcare costs rise globally: it has
generated 15% a year over the last five years.
To get Mitch to relate to his portfolio more, I want him
to buy Coca-Cola Amatil (CCL), to benefit from its
stellar portfolio of beverage brands, pricing power and
strong presence not only in Australia, but Pacific
growth markets of Indonesia and PNG. Indonesia, in
particular, has a beautifully positioned demographic
pyramid, ensuring a steady supply of young people
with growing spending power over the next few
decades, and they are likely to spend big on CCL’s
brands. (I won’t tell Mitch yet about the company’s
alcohol strategy, but its swag of alcoholic beverages
– such as Jim Beam, Famous Grouse and Maker’s
Mark – and its move into brewing in Australia, are
also growth areas.)

has the advantage of being a cleaner, lower-emission
fuel than coal. While it might make more sense in the
portfolio of a 15-year-old to look for a really good
renewable energy company, there really aren’t any
such candidates on the Australian market and I think
Mitch will enjoy quite a few years of gas-driven
success in Woodside.
The growth story of China and its effect on the
resources sector has a long way to go. The best way
to pick up on this remains BHP, which is a massive
shipper of iron ore, but also has petroleum, copper
and coal to boost its earnings. Longer-term, potash
could be a major growth area for BHP, and also make
it a way to play a similar boom in ‘soft’ (agricultural)
commodities as it has ridden in ‘hard’ (resources)
commodities.
Lastly, I want to combine in one stock the two themes
of Australia’s huge growth in superannuation and the
growing realisation that Australians need to invest
overseas, both for opportunities and diversification.
Magellan Financial Group (MFG), which runs six
global investment funds, is an excellent stock that has
generated 84% a year in total return for shareholders
over the last five years, but still has plenty of
potential: the group manages $25 billion on behalf of
investors, but reckons it can at least double that.
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.

Supermarket giant Woolworths (WOW) is another
strong performer that justifies a long-term buy, being
the major player in Australian supermarkets. There
would have to be a very profound change in
Australians’ shopping habits for Woolworths to come
under pressure, and the move into the home
improvement market with Masters (in joint venture
with Lowe’s) has only just got going.
Things he needs
On the energy front, Woodside Petroleum (WPL),
the largest oil and gas producer in Australia, has very
good long-term growth opportunities in gas, which

07

Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Analysts are very reluctant to lower their valuations
and price targets, maybe with the exception of
specific resources stocks. Another positive is that
resources stocks, bulk commodity producers and
explorers in particular, remain the main targets of any
negative revisions to profit estimates. On the positive
side we find insurers, energy companies and selected
cyclicals including Incitec Pivot, Western Areas and
BlueScope Steel, while Alumina Ltd continues to
enjoy renewed interest and upwards momentum for
aluminium.
In the good books
Atlas Iron (AGO) was upgraded to Neutral from
Underperform by BA-Merrill Lynch as weak results
have now been laid bare and iron ore prices have
stabilised, limiting near-term downside. That said, the
broker thinks material upside will continue to be
limited by oversupplied iron ore markets and
uncertainty regarding future growth plans. The target
is raised to 60c from 50c. See also AGO downgrade.

on revenue, capex and cash flow. Further
improvements will depend on the longer-term outlook
and the broker awaits the investor briefing on August
1.
IOOF (IFL) was upgraded to Buy from Neutral by Citi.
Given recent weakness in the share price, Citi is
upgrading to Buy from Neutral and reducing the
target to $9.15 from $9.30. The broker expects June
reports should deliver another quarter of strong flows
into the company’s flagship platforms. The broker
thinks some of the market scepticism regarding the
Shadforth acquisition is misplaced. Additional
revenue should be able to be generated in a way that
Shadforth in isolation could not achieve.
Sims Metal Management (SGM) was upgraded to
Outperform from Neutral by Macquarie. The broker
believes overcapacity in the scrap metal market will
remain an issue and turning Sims around will take
some time. However, if the new CEO can deliver on,
even a part of, his ambitious new strategy for the
company, the risk is skewed to the upside. SGM
should return to net cash by FY16 on the broker’s
estimates, which allows some room for the odd
stumble along the way.
In the not-so-good books
Atlas Iron (AGO) was downgraded to Underperform
from Neutral by Macquarie. While the broker expects
Atlas to ship less lower grade ore ahead, it has
adjusted its grade discount forecast to 10% from 5%.
Forecast earnings fall 45% and 78% in FY14-15. See
also AGO upgrade.

Drillsearch Energy (DLS) was upgraded to Neutral
from Underweight by JP Morgan based on the
improved sector-relative valuation as the stock
retreats from its April highs. The target is raised to
$1.60 from $1.56 and JP Morgan increases FY15
earnings forecasts by 8%. The quarterly result beat
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is currently reflecting a favourable claims
environment. Having pre-released its result
“surprise”, there’ll be no more surprises at the
actual result release, the broker suggests.
Downgrade to Neutral. Target unchanged at $6.20.
Investa Office (IOF) was downgraded to Neutral from
Buy by BA-Merrill Lynch, following the stock’s
performance over the past year. While speculation of
a possible takeover may underpin the share price, the
broker thinks the current trading range factors most
upside into the stock. Merrills has analysed the
potential impact if either GPT (GPT) or Mirvac (MGR)
acquired Investa. In both instances the broker
envisages limited capacity to pay above the current
share price.

Australand (ALZ) was downgraded to Neutral from
Outperform by Credit Suisse. Residential margins
drove a 30% increase in earnings in the first half. The
company has reiterated guidance for 20-25%
earnings growth in 2014 and 10-15% in 2015 and
2016. Credit Suisse expects an 11% fall in FY17
residential earnings as the cycle moderates. The
broker thinks the Frasers’ offer will be hard to beat
and a counter offer from Stockland (SGP) is unlikely.

Nufarm (NUF) was downgraded to Neutral from
Outperform by Credit Suisse. A month ago the broker
was confident in its Outperform rating for Nufarm,
driven by growth in Brazil. But in the interim, soft
commodity prices have fallen in the region and may
yet fall further, pressuring farmers to turn to cheaper
pesticides, and the broker has cut earnings forecasts.
Earnings Forecast

Bendigo & Adelaide (BEN) was downgraded to
Neutral from Buy by BA-Merrill Lynch. The broker is
downgrading to Neutral from Buy. The bank is
fundamentally attractive and better positioned from a
regulatory perspective compared with the majors but
its recent performance is reflected in the share price,
in Merrills’ view. The stock is up 14% since April,
while the sector is up 3%. The broker acknowledges
a key risk in relation to the Great Southern class
action has now been removed, as an agreement has
been concluded with investors.
Insurance Australia (IAG) was downgraded to Neutral
from Outperform by Macquarie. IAG has
pre-announced an insurance margin well ahead of
guidance. But notwithstanding synergies from the
incorporation of the Wesfarmers’ business, the rate
of premium growth is slowing and IAG’s share price
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The above was compiled from reports on FNArena,
which 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 – Telstra caution and earnings buys
by Penny Pryor
We’ve been talking a lot about Telstra lately. Last
week Charlie Aitken loved it in his European vacation
themes and James Dunn also suggested it was a
great buy on Gen Y tastes.
“I still think Telstra will be a $6.00 stock over the next
12 months as earnings and dividend upgrades come
through and the market pays a higher multiple each
day for a stock the increasingly digital economy
simply can’t open for business each day without,”
Charlie said.

“What is happening so far is that earnings
expectations for Australian companies in general
have held up quite well for the year, which is usually a
positive, but they have been falling over the past two
months leading into reporting season and that is
normally a bad sign,” he said on Switzer TV last
week.
But don’t worry too much, overall results and
announcements shouldn’t be too much of a
disappointment.

Way back in 2012, Switzer Super Report expert Paul
Rickard said Telstra was on the way up towards $5.

“This year I don’t think it’s going to be bad,” Rudi
says.

“Assuming the Telstra Board doesn’t do anything
mad like go on the acquisition trail, I think we will see
shares reach $4.50 within a few months and over the
medium term, a move up towards $5.00 is not out of
the question,” he said in October 2012.

When asked to list companies that might surprise,
Rudi preferred to focus on stocks where earnings
results ultimately won’t matter to share price, like
BHP.

Paul has been tracking it upwards over the past two
years, urging readers to buy on dips in February and
April.
Charlie called his $6 target on Telstra back in April
too.
But perhaps it’s now getting a bit toppy. There is no
doubt that Telstra is the Internet giant of the future.
But the question is whether or not that is already
priced in. Paul is concerned that it is well past buy
territory and starting to look expensive. It’s not time
to sell but definitely time to keep a close watch.
Earnings season
As we head into end of year earnings season for
companies, SSR expert and founder of FN Arena,
Rudi Filapek-Vandyck, is expecting a
“schizophrenic” period.

“BHP is going to have a good year now but they are
looking forward to a negative growth year. That’s not
necessarily going to keep the share price down,” he
said.
A fall in the Aussie dollar should help BHP, as will the
share buyback, which is now back on the table after
some good production results.
Rudi also reiterated his call on his oil and gas
favourites – Origin and Santos.
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

Pressure on SMSFs moves from gearing to income
by Barrie Dunstan
Many in the SMSF area probably think that the recent
warning from David Murray in the preliminary report
from the Financial System Inquiry on borrowing in
SMSFs overstates the threat.
“ . . . if allowed to continue, growth in direct leverage
by superannuation funds, although embryonic, may
create vulnerabilities for the superannuation and
financial systems,” the report said.
The gearing genie
The worries probably reflect the views of those used
to the stricter regulatory approach of APRA, as
distinct from the light touch of an over-worked ATO
coping with half a million smaller, independent
SMSFs.
While the percentage of geared residential properties
within SMSFs is still low, continued talk of a property
asset bubble will fuel the fears of pessimists, who
argue that gearing exaggerates the effects of a
downturn in asset values.
(Cynics might think better policy would have been to
crack down much earlier on real estate floggers luring
some SMSFs into dangerous borrowings.)
In any case, David Murray and his colleagues are
serious. They are seeking more comments on their
report’s preliminary assessment whether it would be
good policy to “restore the general prohibition on
direct leverage of superannuation funds on a
prospective basis.”
While this is a preliminary draft from the committee,
the gearing genie is out of the bottle. Stand by for
another furious debate on borrowings by super funds.
In the meantime, closing date for submissions to
Treasury is September 5.

Incomes outcomes
There is, however, another potential future threat to
SMSFs – the report wants to improve the retirement
incomes system, which it says in one of the major
deficiencies in our system. This view is becoming
valid: the FSI report shows that pensions (and not
lump sums) paid from super funds have now narrowly
taken over as the major outflow.
The main thrust of the report’s discussion seems to
be to force future retirees into some sort of annuity or
guaranteed income product. This emphasis on
institutional products is in contrast to the more
individualistic approach of SMSF members.
In raising this point, the report notes that Australia is
the only developed country with a mandated super
system, which does not have a structured pension
framework. The report says this raises worries that
retirees will have difficulties coping with longevity risk
(running out of money) and other investment risks.
It suggests a range of possible retirement income
solutions – improved financial advice, incentives for
better retirement income products, some default
options or even mandating retirement products in the
later stages of retirement.
A pandering to the actuaries’ love of annuities? A
rise in the nanny state? An unnecessary interference
in people’s rights to make their own decisions?
Whatever the reaction, it’s a clear sign that the
climate is changing in Canberra.
More talk
So it was no surprise that last week, Treasury issued
a discussion paper on how to encourage appropriate
income products, such as deferred lifetime annuities
for retirees. As part of the debate, it also canvassed
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questions on the minimum payout rules for existing
account-based pensions.
After years of neglecting the retirement income
questions, it seems there may be movement in
Canberra. It will, however, need some delicate
footwork to make changes in this area. On one hand,
the new products will need institutional backing; on
the other hand, the biggest balances are in the hands
of SMSFs whose trustees will have their own views
on managing their own income.
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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CSL – a watch on the technicals
by Gary Stone
CSL Limited (ASX:CSL) is a $31.7 billion market
capitalised company and is an ASX20 Index
constituent. It is the tenth largest listed company in
Australia by market cap and is the country’s largest
listed health stock and therefore would be a key
holding in many managed funds and SMSFs.
From September 2011 to March 2014, CSL’s stock
price performance was stellar, rising 176%. And then
there were dividends too.
However there are some strong technical signs that
CSL’s share price might be in for some noteworthy
underperformance compared to the wider market and
there may just be a price retracement of some
significance.

is an indication of being over bought.
The two retracements that CSL experienced
were 78.6% and 38.2% Fibonacci
Retracements, respectively. The first
retracement is shown bottom left and the
second is in the middle of the chart.
The first retracement in 2002 to 2003 was a
fall from $17.33 to $4.31, a fall that was just
over three quarters of the rise CSL had
achieved from its initial listing in 1994. The
second retracement in 2008 to 2011 was a fall
of just over a third (38.2%) of the 2003 to
2008 price rise.

Technical signs of potential weakness
The first chart below, a 14-year weekly chart, shows
CSL’s fall in the 2002/2003 bear market, its
subsequent rise in the 2003 to 2007 bull market in
Australia, the fall and consolidation during the 2008
bear market and, lastly, its brilliant price performance
from September 2011.
There are four technical points to make over this
period to set up the technical case for potential price
weakness over the next few months:
The 2003 to 2007 price rise halted at between
the 261.8% and 314% Fibonacci Projections,
shown by the two horizontal black lines in the
middle of the chart. These are projections
measured relative to CSL’s price decline in
the 2002/2003 bear market, shown at bottom
left of the chart.
CSL’s price has recently reached a similar
projection between the 261.8% and 314%
Fibonacci Projections, shown at top right of
the chart. Reaching, or nearly reaching 314%,

Source: Beyond Charts
However, the most important technical sign of
impending price weakness is the ‘head and
shoulders’ pattern, a bearish pattern, which is shown
in the daily chart below. This pattern has formed over
the first half of 2014.
The ‘head and shoulders’ is depicted by the black
lines with two ‘shoulders’, the lower peaks on either
side of the ‘head’, a higher peak, in the middle. The
‘head and shoulders’ has a ‘neckline’, the upward
slanting red trend line, which forms the signal line
upon which to act.
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up trend.
Fundamental signs of potential weakness?
CSL has been a near ‘life member’ since the 1990s
of Share Wealth Systems Gold Medal List of
fundamentally sound stocks on the ASX of which
there are only 13 stocks that currently qualify for the
Gold Medal List.

Source: Beyond Charts
Nice name for a pattern but what does it mean?
Technically, the right ‘shoulder’ is a lower peak than
the ‘head’, meaning that price has not been able to
make a new high, the first sign of weakness. The
‘neckline’ is a support line that is drawn at the two
troughs at either side of the ‘head’. The above
‘neckline’ is as good a ‘neckline’ as one might see
on a ‘head and shoulders’ pattern.
CSL’s price action has followed the technical
analysis ‘head and shoulders’ bearish pattern to the
book having tested the ‘neckline’ twice by
attempting to rise above the ‘neckline’ after falling
below it, and failing both times.
All these technical signs combine to signal a high
probability that CSL’s price might undergo a period
of weakness.
From here, the odds are that CSL’s price will make a
new low below $66.16 and move lower or consolidate
in a wide ranging sideways movement for some
weeks or even months.

However, over recent years, CSL’s rate of growth in
dividends per share (DPS) and earnings per share
(EPS) has been declining.
CSL has long been viewed as a growth stock and
under such a banner, if it still fits, can sustain a high
PE ratio. But it also carries the tag of being a
defensive stock and if the All Ordinaries gathers
some steam from current levels, the defensive tag
may weigh down CSL relative to other stocks.
From a technical analysis charting perspective,
CSL’s current price situation relative to its past share
price movements provides textbook material from
which investors can learn aplenty. Let’s see how this
one plays out.
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

Where a share price retracement ultimately heads is
always difficult to determine, as there are so many
variables that will play a role. Using Fibonacci
Retracements alone, in brackets, the projections are
$66 (14.6%), $61.80 (23.6%), $55 (38.2%) or even all
the way to the midpoint of the last 176% run-up,
$$49.50 – $50.
Of course, if support holds at any of these levels and
CSL moves higher to make a higher high, then this
would signal an arresting of the share price fall and
might indicate a resumption of CSL’s long standing
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Weather still cold but property still hot
by Staff Reporter
This week, the preliminary auction clearance rate
across the capital cities cooled a little to 67.3%
following the three-month high of 70.7% last week.
Weekly clearance rate, combined capital cities

Sydney was the standout performer, with a clearance
rate of 75.9%. That compared to last week’s rate of
76.9%. Melbourne recorded 66.1%, down from last
week’s 69.6%.
Capital city auction statistics (preliminary)

cities was $525,000 after 6,964 houses were sold at
private treaty. The median unit price came in at over
$460,000, after 2,958 units were sold.
Capital city private treaty median prices

Australian Property Monitors calculated that Sydney
price growth had increased by 3.1% during the June
quarter, raising Sydney house prices to a new median
record of $811, 837. House prices in Melbourne were
up by 1.7% in the June quarter.
RP Data calculated the average time on market for
houses in Sydney at 31 days and just 28 days for
units. In Melbourne, houses remained on the market
for around 44 days, while units remained on the
market for longer at 52 days.

RP Data’s Robert Larocca says Sydney is
experiencing strong auction results on a consistent
basis. Larocca also says the variable national
clearance rate is likely off the back of the Melbourne
auction market. Even though Melbourne’s clearance
rates vary week to week, results are still stronger than
a year ago and the variable results are not affecting
how many homes are offered at auction.

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 median house price across the combined capital
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