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Keep the faith
If you don't read my story today, you really don't want to make money out of stocks — it's all about
having the right investment process and keeping the faith. Barrie Dunstan agrees with me. Today he
explains why now is a good time to check your portfolio foundations, and not to press the panic button.
Also in the Switzer Super Report, Paul Rickard walks us through the SSR portfolios’ performance for
September. Income has done all right and although the growth-oriented portfolio is playing catch-up,
we are pleased to see our dollar bets gradually starting to pay off.
James Dunn looks at four out-of-towners that have turned their regional locations into an advantage,
like Bendigo & Adelaide Bank and in Buy, Sell, Hold – what the brokers say, Woolworths and Tatts get
upgraded. Shortlisted finds more dollar dazzlers and our real estate report examines future trends.
Sincerely,

Peter Switzer
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Now is not the time to lose faith
by Peter Switzer
Sometimes, just when you think things couldn’t get
any worse, life can surprise you, and it does. But
when that happens, it puts you closer to that time
when the news in your life improves and provided you
have a sound approach to living, just like investing,
the good eventually outweighs the bad.
Of course, things for us investors haven’t been all
that bad. The index plus dividends was up 17% for
the financial year and that’s the year that counts for
tax purposes.

This is a great forward indicator for the Oz economy
and should underpin an improving stock market into
2015. However, it should even come earlier than that.
Morgan’s chief economist, Michael Knox, thinks fair
value for the S&P 500 is around 1880 so it might
need an 80-point fall and it could come over October
when QE3 ends. I’m hoping for that so it can clear
the decks for a nice stock market surge over
November and December.
Not glass half empty

Since March 2009, when the secular bull market
started, the capital gain from the stock market plus
dividends has wiped out the crash losses that started
in November 2007.

For the local S&P/ASX 200 index, Knox’s news is
more positive. He says fair value is 5660 and for
year’s end, given earnings expectations, which don’t
look under challenge, the fair value call is 5800 or so.

Glass half full…
As we opened this morning, the S&P/ASX 200 index
was sitting at 5292.9 but it was 6828.7 on 1
November 2007, so we can complain that we’re a
long way from there, while the Yanks are above their
all-time highs created before the GFC.
But all this makes me more comfortable that we have
a few more good years ahead, where we eventually
pass our all-time highs. Part of the reason why we
haven’t gone higher has been the very high level of
the Oz dollar, which now is getting down to a more
competitive territory.
“The recent depreciation of the Australian dollar will
also assist in the transition towards non-mining
sources of economic growth, assist employment in
some industries, such as tourism, and help stem job
losses in manufacturing,” said ANZ’s chief
economist, Warren Hogan, when job ads hit a
19-month high after rising in trend terms for 11
months straight.

I reckon if Knoxy can be right on this, then you guys
might even forget that I once sweated on 6000 by
year’s end.
Adding to my “don’t lose the faith” story are the
views of portfolio manager ST Wong of Prime Value.
Last night I asked him to look at stocks that now look
like value because of the recent stock market sell off,
which, of course, has been related to a falling dollar —
or more correctly, a rising greenback.
ST pinpointed Oil Search, Genworth and Boral as
cases in point that now appealed to him but his whole
analysis reinforced my view that I have expressed to
you here before.
The economics of the post-GFC world worked against
our stock market, except for mining stocks (thanks to
China) and banking stocks (because of our interest
rates and OK economy). However, many other
companies copped the backwash and their time in the
sun lies ahead of them.
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Buying opportunity
More importantly, this falling dollar might be chasing
away foreign investors, fearing a sliding currency but
it actually opens up opportunities for local investors,
who can now buy CBA at under $76.00, where once it
was $83.92! Before this dollar drop stuff is over, it
could easily go lower. But it will be a buying
opportunity for anyone who thinks they like, say, a 5%
plus dividend plus franking credits and, say, a measly
4% capital gain over the next year, which totals up to
at least 10% for CBA — and I am being way
conservative.
In my books, for a conservative investor, that’s a
pretty good return from a quality company that has a
history of paying great dividends, which go up nearly
every year. It’s the kind of company you’d like to buy
more of after the next crash, when its share price
could easily be halved!
Given timing markets isn’t easy, holding stocks that
fit this bill makes a whole lot of sense. And so the
moral of the story is simple — for the long term, have a
sound investment process, and for the short term,
keep the faith!
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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SSR portfolio update – “dollar” stocks make ground
by Paul Rickard
Nervousness on Wall Street and a plunging Aussie
dollar led to a 6% fall in the share market in
September, wiping away most of the gains that have
been made this year. When dividends are added
back in, the S&P/ASX 200 has returned 2.42% this
calendar year.
Our portfolios followed the market down, closely
tracking the overall move. In our ninth review for the
year, we look at their composition and performances.
Our high-income portfolio is up by 3.8% and has
outperformed the S&P/ASX 200 this calendar year by
1.3%, while our growth-oriented portfolio is
fractionally down and has underperformed by 2.7%.

hard to monitor), with a stock universe
confined to the ASX 100;
Within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
Of course, we looked for companies that pay
franked dividends and have a consistent
earnings record.
The growth-oriented portfolio takes a very different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium-term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).

Portfolio recap
Performance
In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and
‘Growth-Oriented Portfolio’.
The purpose of these portfolios is to demonstrate an
approach to portfolio construction. As the rule sets
are of critical importance, we always commence a
review by briefly recapping the key portfolio
construction processes applied.

The income-oriented portfolio is up by 3.76% and the
growth-oriented portfolio is down by 0.30% (see
tables at the end). Compared to the benchmark
S&P/ASX 200 Accumulation Index (which adds back
income from dividends), the income portfolio has
outperformed the index by 1.34% and the
growth-oriented portfolio has underperformed by
2.72%.

The income portfolio is forecast to generate a yield of
5.01%, franked to 90.4%. The construction rules
applied include:
Using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
To minimise the market tracking risk, adopting
a rule that says our sector biases in the major
sectors (financials, materials and consumer
staples) will not be more than 33% away from
index;
Identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too

Financials take a beating as “dollar” stocks make
ground
The big banks got clobbered in September, with the
financials sector finishing in the red with a return of
-6.5%. On a year-to-date basis, however, the sector
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is keeping pace with the market, with an overall return
of 2.4%.

through the selection of stocks from the ‘industrial’
sector.

All sectors, with the exception of healthcare, were
weaker. Depressed iron ore prices continued to
impact the major miners, such as BHP and RIO, with
the materials sector giving up 6.3%. On a
year-to-date basis, it is down by 6.2%.

With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark price index in a strong bull market, and
moderately outperform in a bear market.

The ‘healthcare’ sector held its ground, with a
number of stocks that will benefit from a weaker
Aussie dollar, such as CSL, Resmed and Ramsay
performing relatively strongly. This was also the case
in the ‘industrials’ sector, where stocks set to
improve earnings from a lower Aussie dollar made
some headway.
Year-to-date, the best performing sectors are
property trusts with a return of 13.9%, utilities at
12.6% and healthcare at 9.2%.
The table below shows the sector weights (as a
proportion of the S&P/ASX 200), and performances
(total return) for the month of September and for the
2014 calendar year.

For the first nine months of the year, the portfolio is
marginally outperforming the index. This is now
largely due to stock selection, rather than sector
biases. The inclusion of stocks such as Leighton,
Orora and Dexus is compensating for the poor
performance of stocks such as Primary and AGL. A
slight bias to stocks that will benefit from a weaker
Aussie dollar, such as Brambles, is also assisting.
The income portfolio is forecast to generate a yield of
5.01% in 2014, franked to 90.4%. With most
companies now having declared their final dividend
for the year, we can now confidently predict that the
realised yield on the portfolio should marginally
exceed the original target.
Our income-biased portfolio per $100,000 invested
(using prices as at the close of business on 30
September 2014) is as follows:

Income portfolio
The income portfolio is overweight ‘financials’,
‘consumer staples’, ‘utilities’ and
‘telecommunications’; underweight ‘materials’ and
‘consumer discretionary’; and broadly index-weight
the other sectors. It also includes an allocation to
‘property trusts’ (formally called the A-REIT sector),
and somewhat more exposure to the “cyclicals”

Income includes dividends declared and payable.
*AGL rights following 1:5 renounceable issue at
$11.00, assumed sold on last day of rights trading at
$2.62. **Assumes 37.5% Leighton shares sold in
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partial offer at $22.50, repurchased on 30/4 at
$19.08.

growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 30
September 2014) is as follows:

Growth portfolio
Similar to our approach to the income portfolio, we
applied a ‘top down’ approach to the industry
sectors and introduced biases that favour the sectors
that we feel have the best medium-term growth
prospects. The growth-oriented portfolio is overweight
‘healthcare’, ‘consumer discretionary’ and
‘industrials’; underweight ‘financials’ and ‘property
trusts’; and largely index weight the other sectors,
including ‘materials’.
Critically, we have biased the stock selection to
companies that should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, or report their
earnings in US dollars – such as CSL, Amcor,
Brambles, Computershare and BHP. Other biases
include Woolworths over Wesfarmers; CBA and
Westpac over ANZ and to a lesser extent NAB; and
the selection of Crown and JB Hi-Fi.
At the end of May we decided to make some changes
to the portfolio. We reduced our exposure to the
‘materials’ sector by selling our holding in Rio for a
loss of $391, exited our holding in Primary Health
Care for a loss of $291 and replaced this with
Resmed, and increased our exposure to the
‘consumer discretionary’ sector through additional
holdings in Crown and JB Hi-Fi.
The portfolio is lagging the index by 2.7%. While this
is an improvement on the relative position at the end
of August, the market clearly doesn’t agree with our
exposures to Crown and JB Hi-Fi. We remain
confident that both these companies have sound
medium-term growth prospects and are reasonably
priced. However, with the short sellers in control of JB
Hi-Fi, there may not be much relief in the short term.

Income includes dividends declared and payable.
*Prices of Crown (new), JB Hi-Fi (new) and Resmed
(new) as at 30 May. ** AGL rights following 1:5
renounceable issue at $11.00, assumed sold on last
day of rights trading at $2.62.
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.

During September, we started to see some return
from our stock selections favouring a lower Aussie
dollar – with relatively strong performances from CSL,
Brambles, Resmed, Amcor and Computershare.
At this point, we are going to hold with the portfolio
and continue to monitor it closely. Our

06

Four regional gems for your portfolio
by James Dunn
Australia being a highly urbanised nation, it will come
as no surprise that the nation’s listed companies are
also predominantly city slickers, with 96% of
ASX-listed companies having their headquarters in
the capital cities, according to a 2013 study by Dr
Thomas Sigler of the University of Queensland.
But in that 4% of companies that have their corporate
headquarters outside a capital city, there are some
interesting situations – and the list is actually growing.
The most recent addition was in August, when
Launceston-based organic baby food company
Bellamy’s Australia (BAL) made a solid debut on
the ASX, turning its $1.00 issue price into an opening
trade of $1.31. Bellamy’s has subsequently pushed
that premium out to $1.395, valuing it at $266 million.
Here are some of the ASX’s best-performed regional
gems.
Bendigo & Adelaide Bank (BEN, market cap. $5.5
billion)
Although it is no longer a wholly regional bank –
having rolled out its “community bank” concept into
capital-city areas – Bendigo & Adelaide Bank (BEN)
still has its headquarters in the central Victorian city of
Bendigo. The homespun bank is clearly doing
something right, with FY14 revenue up 6.3% to $1.43
billion, cash earnings up 10% to $382.3 million, new
loan approvals up 16%, and the net interest margin
improving by 5 basis points, to 2.24%.

Bendigo & Adelaide Bank (BEN)

Source: Yahoo!7 Finance, 7 October 2014
The full-year dividend was boosted by 3 cents, to 64
cents a share. Bad and doubtful debts were up
17.2%, but that was a better than expected effort.
It was a solid result, but what Bendigo shareholders
have come to expect. The bank is showing total
return of 12.8% a year over five years, 21.1% a year
over three years, and 27.2% in the last 12 months.
At a share price of $12.10, an expected FY15
dividend of 67 cents a share translates to a fully
franked yield of 5.5%, or 5.9% on the expected FY16
dividend of 71 cents. Bendigo is 2% short of its
consensus price target of $12.35.
NIB Holdings (NHF, market cap. $1.25 billion)
Workers at BHP Steelworks, Mayfield, established
the Newcastle Industrial Benefits (NIB) Hospital Fund
in 1952. Australia’s sixth largest health fund,
Newcastle-based NIB was the first (and so far only)
Australian health fund to demutualise and list on the
ASX, which it did in November 2007.
NIB has been an outstanding performer on the stock
market. Its five-year total return (capital gain plus
dividends) figure is 29% a year. Over three years, it
has returned 35.9% a year, while over the last 12
months it has delivered 37.1%.
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NIB Holdings (NHF)

Retail Food Group (RFG)

Source: Yahoo!7 Finance, 7 October 2014

Source: Yahoo!7 Finance, 7 October 2014

About 280,000 of NIB’s 330,000 policyholders
became shareholders. Institutions got the shares at
88.5 cents following a book-build: the shares opened
at $1.14. The stock now trades at $2.85.

In August the company added the 236-outlet Cafe2U
mobile coffee franchise and the 70-restaurant La
Porchetta chain to its stable. RFG’s restaurants
serve more than 10 million pizzas a year. The
company also roasts more than 1.42 million kilograms
of coffee annually through the Evolution Coffee
Roasters Group, Caffe Coffee and Barista’s Choice
coffee brands.

For the financial year 2013-14, NIB lifted earnings per
share (EPS) by 3.9% to 15.9 cents, and its dividend
by 10%, to 11 cents (plus a 9-cent special dividend).
Revenue rose by 15% to $1.53 billion, while claims
were up 12% to $1.2 billion.
While NIB is expected by analysts to struggle to boost
EPS in 2014-15, the dividend is forecast to increase
by a further cent, to 12 cents, putting NIB on a fully
franked yield of 4.3%. The analysts’ consensus price
target for NIB, at $3.21, is about 12.6% higher than
the current price.
Retail Food Group (RFG, market cap. $739
million)
Gold Coast-based Retail Food Group (RFG) is the
master franchisor and intellectual property owner of
the Donut King, Michel’s Patisserie, Brumby’s
Bakery, Esquires Coffee, Pizza Capers Gourmet
Kitchen, Crust Gourmet Pizza Bars, The Coffee Guy
and bb’s cafe franchise chains.

Company outlets are spread across Australia, New
Zealand, China, Papua New Guinea, Saudi Arabia,
Indonesia, Singapore and the USA.
Established in 1989 and listed in 2006, RFG has
pumped along beautifully on the stock market. Its
five-year total return figure is 21.4% a year. Over
three years, it has returned 38.2% a year, while over
the last 12 months it has delivered 23.5%.
For the year ended 30 June 2014, RFG lifted revenue
by 10.1%, to $128.8 million, and net profit by 15%, to
$36.9 million. However, EPS was up just 2%, to 26.5
cents, while the full-year dividend was boosted by
2.25 cents or 11.4%, to 22 cents.
Looking forward to FY15, the analysts’ consensus
forecast expects RFG to lift EPS by 10%, to 29.2
cents, and the dividend by two cents, to 24 cents.
That would price RFG on a fully franked yield of
4.7%, but the analysts’ consensus price target sees
RFG over-valued for now, at $4.70 versus the current
share price of $5.13.
Webster (WBA, market cap. $159 million)
Agribusiness outfit Webster (WBA) is headquartered
well off the beaten track, in the tiny north Tasmanian
town of Forth. From there it operates two businesses,
Walnuts Australia and Field Fresh Tasmania, which
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makes it the southern hemisphere’s largest producer
of walnuts, and Australia’s largest onion grower and
exporter.
Webster (WBA)

Source: Yahoo!7 Finance, 7 October 2014
Webster is a counter-seasonal exporter, able to offer
fresh walnuts and onions to its markets in the
opposite six months to the northern hemisphere
crops. As such, Webster exports its onions to 16
countries worldwide, and its walnuts to eight
countries.
Almost 80% of walnut sales are to overseas
countries, led by Italy (34%), China (22%) and Hong
Kong (10%), while onion sales are almost 90%
offshore, with Germany (51%) and Japan (16%) the
major markets.
For FY14, despite the currency headwinds, Webster
delivered revenue of $65.7 million, up 6.3%, and net
profit of $8.3 million, up 19%. The full-year dividend of
3.5 cents was an improvement of one cent, or 40%,
on the 2.5 cents paid in FY13.
Webster has been a splendid investment in recent
years, generating five-year total return of 20.3% a
year, three-year return of 50.4% a year, and 44.4%
over the past 12 months. It’s trading at $1.15, but the
analysts who follow it have a consensus price target
on the stock of $1.43. Volume is very low in Webster,
and it is difficult to buy decent licks of stock.
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
Falling share prices in September have triggered a
“let’s go bargain hunting” response from local
stockbrokers. Beaten down resources stocks and
popular industrials that have been pushed back these
past weeks in particular featured heavily in
recommendation upgrades.
In the good books
Bank of Queensland (BOQ) was upgraded to Buy
from Hold by BA-Merrill Lynch on the back of
recent share price weakness. BA-ML points out the
current regulatory background should favour the
regionals vis-a-vis the Big Four in Australia. Small
upgrades have been put in place for cash EPS
estimates. Also, dividend estimates for the years
ahead have been lifted.

Dexus Property (DXS) was upgraded to
Outperform from Neutral by Macquarie. Despite
Dexus’ underlying business is struggling to grow
against a backdrop of challenging market conditions,
the broker has closely reviewed the group’s property
portfolio and has decided there are 16 assets that
could deliver trading profits, beyond the seven
already identified by DXS. The broker thus believes
DXS can continue to deliver growth in distributions
and on the basis of the fall in share price, has
upgraded to Outperform.
Goodman Group (GMG) was upgraded to Buy
from Underperform by BA-Merrill Lynch. BA-ML
has revisited forecasts for Goodman Group and at the
end of the exercise has come out with a higher price
target, to $5.80, and an upgrade in rating. Amongst
the factors mentioned in support of these moves are
a robust growth profile for the year ahead (6-7%),
financial de-risking and growth in development work.
Goodman Group is now one of the stockbroker’s top
picks in the sector, along with Stockland (SGP) and
Federation Centres (FDC).
Lend Lease (LLC) was upgraded to Buy from
Neutral by BA-Merrill Lynch. The broker notes
continued Australian housing strength means
upcoming launches of product at Darling Square and
Barangaroo, as well as recent infrastructure wins,
underpin the company’s capacity to make market
share gains. Upcoming investments in the US and
Kuala Lumpur will also provide greater diversity of
development earnings, leading the broker to expect
Lend Lease to outperform the Australian focused
developers, should domestic residential demand
slow.
Tatts Group (TTS) was upgraded to Buy from
Neutral by UBS. The broker has decided a
discounted cash flow model is more appropriate than
an earnings multiple model in valuing Tatts’ lotteries
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business, given the long-dated nature of licences.
The switch results in an increased net valuation.
Taking this into account and noting the company has
underperformed the index this past month, the broker
has upgraded to Buy, suggesting TTS is a high
quality defensive with an attractive yield.
Western Areas (WSA) was upgraded to Buy from
Hold by Deutsche Bank. Deutsche Bank has
updated views and projections for bulk commodities
and metals. The underlying theme is that while bulks
may see some support from restocking in Q4, any
sustainable cyclical turnaround in the Chinese
property market may take another six months.
Deutsche Bank prefers base metals and remains
cautious on high cost iron ore producers and on gold
producers.
Woolworths (WOW) was upgraded to Outperform
from Underperform by Macquarie. Fourth quarter
comparative sales growth disappointed the broker,
but Macquarie’s recent analysis of headline inflation
across a basket of supermarket goods supports an
improvement in the outcome for the first quarter of
FY15. The near term news on Big W and Masters is
subdued but Macquarie believes the decline in the
share price has resulted in an improved value
proposition.

In the not-so-good books
BT Investment (BTT) downgraded to Neutral from
Outperform by Credit Suisse. Credit Suisse has
lowered earnings estimates driven by weak equity
markets in the September quarter. The target is
reduced to $6.55 from $7.30 because of the roll off of
the FY14 earnings in the valuation, which benefitted
from very high performance fees. Hence, the rating is
lowered to Neutral from Outperform.

Grange Resources (GRR) was downgraded to
Underweight from Overweight by JP Morgan. JP
Morgan has factored in lower iron ore price estimates
for 2015/16 on the back of demand-side softness and
higher than expected supply. The recommendation is
downgraded on a sector relative basis, given Grange
Resources’ high cost structure, continued deferral of
sales and operational risks at Savage River.
Orora (ORA) was downgraded to Underperform
from Neutral by Credit Suisse. If the Australian
dollar moves another 10% against its US, NZ and
euro counterparts, it will be neutral for Orora’s
accounts. Transaction revenue exposures offset
procurement exposures.
Recall Holdings (REC) was downgraded to Sell
from Neutral by Citi. Media is speculating that Iron
Mountain is in talks to acquire Recall for US$2-2.5
billion. Recall has denied the talk. Citi points out the
difficulty in determining any future offer is the
likelihood of regulatory restrictions, given market
concentration issues. Despite a higher valuation
based on new FX assumptions, Citi considers the
current share price is above fair value.
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Earnings Forecast

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 – Oil Search and Boral
by Penny Pryor
It’s been a bumpy ride, with stocks down 6% in
September, but it’s the perfect time to go looking for
opportunities and value.
Portfolio manager at Prime Value, ST Wong, says
that the falling share market has hit the larger
companies harder.
“A lot of offshore selling has been happening through
September but a lot of it has focused on the large cap
companies and I think that’s where the value has
emerged,” he says.

result, according to Wong – but it is also well
leveraged to housing starts and approvals in the short
term and an expected increase in governments’
infrastructure spend over the longer term.
“Over the medium term, as infrastructure kicks
through in Qld and NSW, Boral is quite well placed,”
Wong says.
Boral (BLD)

Wong is keen on Oil Search (OSH) and Boral (BLD),
both companies that had big share price slides in
September but which might have a brighter future.
Oil Search might be down 6 to 7% on the back of falls
in the oil price but it has also, for a long time, been
developing its LNG plant as an alternative energy
source.
Oil Search (OSH)

Source: Yahoo!7 Finance, 7 October 2014
On Saturday, Peter also reminded readers that the
trend is your friend…until it bends.
“Of course, if you’re a bit of a punter, you would buy.
Even if you do and the market does move down
again, I don’t think it will be far, given the US reaction
to the Jobs Report.”
His conclusion is that we’re now very much in
“buying opportunity territory.”

Source: Yahoo!7 Finance, 7 October 2014
“What investors are getting right at this minute is
really the potential for the further scaling up of that
plant,” Wong said yesterday.

Paul Rickard likes Computershare (CPU). It’s one of
the companies that will do well on a falling Aussie
dollar as it has so much of its operations overseas
and also reports in US dollars.

And Boral might be off 10% over the month of
September – primarily on a poorly received financial
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Computershare (CPU)

Source: Yahoo!7 Finance, 7 October 2014
And definitely read James Dunn’s article today for
four out-of-towner stocks that are using their regional
positions as an advantage.
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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Stress-test your investments
by Barrie Dunstan
Like frequent flyers, frequent investors can tend to
ignore the safety briefing each time they take off. Now
might be the time to pay a little more attention. As
with an airline flight, that doesn’t necessarily mean
there is an imminent danger; it just acts to raise
awareness.
The local share market, like the US market, has been
jumpy. Unlike Wall Street, our market is below its
peak levels and has been easing recently, largely
because the Australian dollar has been weakening
and exacerbating fears about China and iron ore
prices. But this might not necessarily be the time to
switch from Australia to Wall Street because, if there
is turbulence ahead, it is more likely to involve
international geopolitical events.
Swan lake
A lot of day-to-day movements in the share market
simple follow daily market commentaries on the
minutia of regular data, which sends traders rushing
from one side of the boat to the other. The big worry,
however, may be the appearance of a “Black Swan”,
which catches everyone completely off guard. Nassim
Nicholas Taleb, who coined the term in his 2001
book, defines a Black Swan event as something
outside regular expectations (what the experts call an
outlier), that has an extreme impact (like the Lehman
Brothers collapse) but, once it happens, becomes
explainable and predictable (as all the experts who
missed it explain why).
New York University’s Nouriel Roubini, who is
credited with forecasting the 2008 collapses, last
week noted that investors seemed complacent in the
face of several worrying geopolitical factors and
wondered what might disturb the markets. He
carefully avoided the phrase “Black Swan” but
suggested “markets tend to disregard the risks of
events whose probability is hard to assess, but that

have a major impact on confidence when they do
occur.”
He argued that, while global markets might seem
“rationally complacent”, financial contagion (like the
GFC) couldn’t be ruled out because markets were,
as always, poor at pricing low probability, high impact,
tail risks. In other words, an outlier event or Black
Swan.
Now all this doesn’t mean a Black Swan event is
looming – they aren’t obvious until they occur – but it
does remind investors to keep their eyes on
geopolitical events as well as corporate earnings and
economic data. If the worst does happen, they want
to be able to avoid complaining “I didn’t see that
coming.” For investors saving for their retirement, it’s
not so much about forecasting a big dip as making
sure your portfolio isn’t devastated.
Risk protection
This means investors should be asking “what if”?
How vulnerable am I to a retreat in the stock market
or in property? Can I still maintain the portfolio’s
income, especially if it is paying out a pension?
It means investors should re-check their main
investment compass – their asset allocation strategy
– before piling into more shares or hybrids or property
or cash. These days, this process should include a
check on broad geographical spread. At the individual
stock level, it means looking to see if any large
individual holdings seem vulnerable. (Remember, you
never go broke taking a profit, especially if it’s not
taxable.)
If the portfolio still doesn’t look over-strained, there’s
still the option of giving it an upgrade by weeding out
the poor performers. This provides a chance to
refresh the portfolio with stronger stocks or add to
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existing holdings at better prices – or simply add
temporarily to cash holdings.
If investors have followed this routine, they should be
well equipped and, more importantly, mentally
prepared to ride out any short or long term
disturbances. Most damage is done when investors
panic and over-react. Sometimes it’s best to avoid
the usual reaction of “don’t just sit there, do
something”, and instead, as someone who has done
a proper portfolio safety check, “don’t do anything,
just sit there.”
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.

16

Property buyers have eye on RBA
by Staff Reporter
The national clearance rate across the combined
capital cities came in at 65.7% this week, compared
to 70.9% last week. According to research house RP
Data, this fall is largely due to softening demand in
Melbourne.

Capital city home value changes

Weekly clearance rate, combined capital cities

What’s next for residential?
Sydney’s clearance rate was 77.4% this week,
compared with 76.9% last week. The Labour Day
long weekend and NRL Grand Final resulted in a
temporary drop in auction volume levels (Sydney’s
held only 465 auctions, while Melbourne’s held 887).
Melbourne’s clearance rate also dipped this week to
65.6% compared to 77.3% last week, and 71.3% this
time last year.
Capital city auction statistics (preliminary)

In an interview on Switzer TV last week, Louis
Christopher of SQM Research said momentum in
Sydney is likely to continue if current interest rate
levels remain, and forecasted 8-12% capital growth
across 2015. In Melbourne, he expects 5-9% growth.
Christopher also expects a national property market
increase of 5-9% in the next 12 months, but he said
the key will be whether the Reserve Bank of Australia
(RBA) introduces macro-prudential tools to limit levels
of investor lending.
The RBA is currently in discussions with APRA about
steps that might be taken to reinforce sound lending
practices, with particular focus on investor finance.
No steps have yet been taken.

Across the combined five capitals of Sydney,
Melbourne, Brisbane, Adelaide and Perth, the weekly
change in home values was 0.6%, while the year to
date change was 6.7%.

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.

17
Powered by TCPDF (www.tcpdf.org)

