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The sky is falling
It’s time to buckle up and get ready for a rocky week but you don’t need to catch Chicken Little
syndrome just yet.
The US going through an overdue sell off has been high on my wish list and once we get through this,
I’m looking forward to a Christmas rally. I’m also buying. I think there are plenty of reasons to pick up
Woolworths at $33.
Also in the Switzer Super Report today, we have Paul Rickard look at the popular question of whether
or not it’s better to pay off your home loan or add more to your superannuation pile. The answer might
surprise you.
James Dunn gives us five fantastic companies under 50 cents, Gary Stone shares his technical
analysis of the ASX200 with us and Shortlisted looks at George Boubouras’s picks and one for the
brave from Paul Rickard.
Sincerely,

Peter Switzer
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Stocks will fall, get ready to buy!
by Peter Switzer
Key points

US stocks have gone too high and fair value on the
S&P 500 was around 1880.
An overdue sell off or correction in the US is likely
over the next few weeks.
Janet Yellen wants the QE experiment to work and
won’t raise rates until the US economy and stock
market can take it.

Hold your breath and get ready for a challenging
week on the stock market. A Wall Street finish with
the S&P 500 breaching its 200-day moving average is
not the kind of finish a forever-optimist really wanted
to see.
After Lance Lai, my TV chartist, beat me at tennis on
the weekend, he looked at the charts and said get
prepared for some selling!
Thankfully, I’m not always optimistic, despite what
some may say of me. I’ve been sweating on the
Yanks embracing reality, and the US going through
an overdue sell off was high on my wish list.
The reasoning is pretty simple. First, US stock
markets have gone too high. Based on market
valuations, fair value on the S&P 500 was around
1880. Of course, these valuations make more sense
when the Fed is acting more historically rational but
these have been crazy times so traditional analysis
counts for less nowadays.
However, QE3 will end soon and, sometime in 2015,
interest rates will start to rise. Then normalcy will start
to replace the weirdness that has prevailed on Wall
Street.

unbelievably low volatility. Try a lack of fear with the
VIX index hovering around readings of 13 or lower.
Of course, we should be grateful for all this
weirdness, which includes official interest rates
around zero, as it has worked. The US economy is
defying the doomsday merchants and is growing
nicely and will continue to do so across 2015, driving
the greenback up and our dollar down. All this will
underpin an improving Oz economy — don’t believe
the naysayers, who are too negative on the local
economy.
Sure, I’d like the Abbott Government to give up on
trying to repair the Budget deficit too quickly and
instead concentrate on getting the economy growing
more quickly but it’s hard getting politicians to think
outside the square.
That said, the low dollar plus an improving economy
will help our stock market play catch up with Wall
Street.
Right now, the global negatives are curtailing US
optimism so the overdue sell off or correction is likely
over the next few weeks but I suspect upcoming
company earnings in the States will work against this
current negativity.
The bad news
And boy, there is some negativity out there.
Middle East and Ukraine hostilities aside, Europe is
the real worry, with Germany finding it hard to beat
the Eurozone slow down, on top of the Putin-created
problems for over 6000 German businesses
operating in Russia.

Weirdness?
Well, try no correction for over three years. Try

But there’s more bad news, with Reuters reporting a
Lipper poll of 109 US-domiciled funds invested in
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European stocks, which showed net outflows of $329
million last week, the biggest weekly redemptions
since mid August.
This followed respected German economic institutes
reducing growth forecasts, tipping the German
economy to grow by 1.3% in 2014 and 1.2% in 2015.
These are not great numbers for the “strong man” of
Europe.
Ironically, because of half-hearted central bank
leadership in Europe – and the problems of
integrating 18 economies of the Eurozone to achieve
the fiscal outcomes needed to help Europe grow –
this important economic region to the global economy
is not achieving what the Yanks are. And it will be
years before they do.

One final piece of advice that has stood the test of
stock market time — buy in gloom and sell in boom.
Now is gloom time and that’s why I am thinking
about buying sooner rather than later.
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.

This is now hurting stock market confidence but it
won’t be terminal and I expect a rebound before
Christmas and a pretty good year for stocks in 2015.
Even today, ANZ’s CEO Mike Smith predicted no
significant fallout from the Fed’s ending of QE3 and
also pointed to Japan’s commitment to adding to
liquidity along with even Europe, which will embark on
a version of QE.
It’s hard to say how low our market will go but I’m
concentrating on stocks that I wanted to buy two
months ago that now look attractive.
Buy in gloom
I mentioned in Saturday’s report that a stock like
Woolworths looks more attractive at $33, especially
compared to its $37 plus price in June.
One final point to justify my optimism, not for now, but
for later this year and rolling into 2015, is the fact that
the Fed will not rush to raise rates. US analysts were
surprised that the Fed minutes showed concern for
the global outlook. This is unusual for Americans.
They are very hometown-focused.
That said, Janet Yellen wants this QE experiment to
work and she won’t raise rates until she knows the
US economy and stock market can cop it.
This is great news for optimists and bulls.
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Your home loan or your super?
by Paul Rickard
Key points

When interest rates are low, it’s usually better to
put extra cash into super if you can salary sacrifice.
The downside is that you tie it up until your
preservation age, which for most people is 60.
If you can’t salary sacrifice, it’s still better to put
money in super over the mortgage if you’re
confident you won’t need it and that the super
fund’s performance will be higher than your
mortgage rate.

“Your home loan or your super” is not like that old
Andrew Denton TV program titled “Your money or
your gun”, but rather the question I get asked almost
as often as “where to invest”.
That is – I have some extra cash – so do I pay off my
mortgage, or put the money into super?
And just before you tune out because, like many
SMSF trustees, you have already paid off your home
loan, the chances are that in your extended family,
someone is paying off a mortgage.
Mathematically, in these periods of low home loan
interest rates and reasonable investment returns –
the answer is pretty clear-cut – put the money into
super. Definitely, if you have the capacity to salary
sacrifice, and even if the super dollars are from your
own cash, it will often still make sense. However,
there are some downsides with super – so let’s deal
with these first.

those in their thirties today, the preservation age will
be further increased to at least age 62 and possibly
age 65. One other downside is that you can’t use
your super monies as security for a loan.
For many people, there is also an emotional upside in
paying off their home loan early, and in some cases,
the benefits here are very real. Financially, however,
the maths wins.
The maths, with salary sacrifice
To demonstrate the maths, let’s assume that you
have the capacity to pay an extra $500 off your home
mortgage each month –or to reduce your take home
salary by $500 a month and have the gross amount
salary sacrificed by your employer into super.
With the mortgage, we will assume it is for $300,000,
the interest rate is 5.0% per annum, and you are
currently paying this off a little quicker than the 25
year schedule at $2,000 per month (the schedule
amount would be $1,753). You now increase your
repayment to $2,500 per month.
Table 1 shows the impact of increasing your
mortgage payment by $500 per month. After 10
years, you owe $105,897 compared to $183,538 – an
improvement (or additional mortgage reduction) of
$77,641.
Table 1 – $300,000 Mortgage, interest rate 5%

The super downsides
The main downside is that once you put money into
super, you can’t get your hands on it. If you were
born after 1 July 1964, you can’t access your super
until age 60 – and there is a very high chance that for

Now for the super option. We will assume that your
gross salary is $100,000 per annum, your effective
marginal tax rate is 39% (37.0% plus Medicare of
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2.0%), and that you reduce your take home salary by
$500 a month. To do this, over a year you will salary
sacrifice $9,836 into super or $820 per month. After
the super fund pays tax at 15%, $697 will be invested
in super.
Further, we will assume that your super fund earns an
investment return of 7.0% per annum after tax.
Table 2 shows the impact of investing this amount in
super each month. After 10 years, your super is worth
$120,640.
Table 2 – Salary Sacrifice into super, investment
return 7.0% pa

over, it is $35,000. The employer’s super guarantee
contribution, of 9.5%, and any salary sacrifice
contribution is included in this cap – so if a person is
earning (say) a salary of $200,000 and the employer
is paying $19,000 in super, there isn’t going to be
much opportunity to salary sacrifice.
Next, putting money into super rather than a home
loan works much better when home interest rates are
low, and/or investment returns from super are high. If
interest rates are at 10.0% per annum, it is far less
attractive.
Critically, the example above has assumed an
average annual return from super of 7.0% after tax.
Historically, this is a reasonable and fairly
conservative assumption to make, and the 10-year
period helps to normalise some of the swings in the
market. However, if your super is invested in a very
defensive option, or if the strategy is reviewed over a
short-term horizon, you may not get that sort of
return.
Finally, the strategy works best at higher marginal tax
rates. As discussed above, however, those paying tax
at 49% (45% plus 2% Medicare and 2%Tempory
Budget Repair Levy) probably won’t have much
opportunity to salary sacrifice.
The maths, without salary sacrifice

Table 3 compares the two alternatives. After 10
years, the super option is worth $42,999 more!!
Depending on your age, this could potentially be used
to repay a good chunk of your mortgage.
Table 3 – Mortgage vs. Super (with salary
sacrifice) – $500 per month

Same example – $500 extra in your mortgage
account each month, or $500 into super.
The $500 into super is from your after tax dollars – so
no tax to pay when it hits the fund – however, this
time, it is only $500. Table 4 shows that it is worth
$86,524 after 10 years, assuming an investment
return of 7.0% per annum after tax.
Table 4 – Personal super contribution of $500 per
month

Financially, there is no argument – the super option
wins hand down. However, there are, as you probably
suspect, some important caveats.
Firstly, you need to have room within your
concessional contributions cap to salary sacrifice. For
most people, this cap is $25,000 – if you are 50 or

As Table 5 shows, you will be marginally better off in
super, however it does come with those strings
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around lack of accessibility.
Table 5 – Mortgage vs. Super (no salary sacrifice)
– $500 per month

Again, this favours super when investment returns
are high relative to the home loan interest rate.
Bottom line
If you can salary sacrifice, put the money into super
rather than paying off your home loan.
If it is your own cash, then put it into super if you are
sure you won’t need it and you are confident that
your investment return in super will be higher than
your home loan interest rate.
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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Five stocks under 50 cents
by James Dunn
Key points

E&A is a quiet achiever in the resources industry
which has met guidance, but seen its share price
come off.
eServGlobal is a global leader in its field of
‘mobile money’ solutions and has entered a JV
with Mastercard.
Real estate investment trust Ingenia announced
an institutional placement to raise$45 million and
an entitlement offer to raise$44 million.

When stocks are cheap, it’s time to go bargain
hunting. Here are five industrial stocks under 50 cents
to put on your watch list.
E&A Limited (EAL): 48.5 cents, market cap. $62
million.
Like all service providers to the resources industry,
E&A Limited (EAL) has seen its share price come off
this year, but it is a quiet achiever.
E&A Limited (EAL)

operate in the sectors of heavy mechanical and
electrical engineering; water and fluid solutions;
maintenance engineering and plant construction; and
investment and advisory.
About 53% of revenue comes from the oil and gas
industry, followed by mining and quarrying (21%),
infrastructure (17%), renewable energy (4%), defence
(3%) and financial Services (2%). Queensland LNG
and CSG (coal seam gas) is emerging as a major
growth area for the company.
For the first half of FY14, EAL met its guidance for a
record half-year result, with revenue up 19.8%, to
$116.8 million, and net profit up 7.3% to $4.4 million.
For the full-year, revenue surged 17%, to $234.6
million, while net profit at $7.7 million, was virtually
unchanged. The fully franked full-year dividend of 5.5
cents was an increase of 10% on last year.
At 48.5 cents, EAL trades on an historic
price/earnings (P/E) ratio of 7.5 times and a historic
fully franked yield of 11.3%. But the stock is lightly
traded.
EServGlobal (ESV) 49 cents, market cap. $124
million

Source: Yahoo!7 Finance, 13 October 2014
EAL is a South Australian-based investment company
that operates eight wholly owned subsidiaries across
the mining, resources, defence, water, energy and
financial services industries. These businesses

eServGlobal is one of those rare Australian
companies that is a global leader in its field – ‘mobile
money’ solutions. ESV’s mobile payment
technology, HomeSend, is an international remittance
system that enables people to transfer money via
their mobile phones.
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EServGlobal (ESV)

diversified portfolio of seniors living communities
across Australia. Its real estate assets are valued at
$355 million and include lifestyle parks, rental villages
and deferred management fee villages.
Ingenia Communities (INA)

Source: Yahoo!7 Finance, 13 October 2014
Earlier this year, HomeSend got a massive tick of
approval when card giant Mastercard Inc. entered a
joint venture with ESV and its original partner
Belgacom to build HomeSend into a global payment
hub. Mastercard holds the majority stake (55%) of the
joint venture, while eServGlobal owns 35% and
Belgacom 10%. The joint venture will enable
cross-border remittances and domestic
person-to-person transfers between mobile money
accounts, payment cards, bank accounts or cash
outlets, to or from anywhere in the world.
ESV says it is poised to attack two different – but
related – markets, with enormous potential. The first
is the US$654 billion that migrants working in
first-world economies send home to developing
countries – $436 billion through official channels, and
$218 billion through unofficial channels. ESV expects
HomeSend to be the largest processor of digital
remittances globally by 2018. The second market is
the 2.5-billion working-age adults in the world, who
are unbanked.
For the half-year ended 30 April 2014, ESV lifted
revenue by 24%, to $16.9 million, while the net profit
of $20.5 million represented a $23 million turnaround
from the $2.5 million loss a year earlier. Recurring
revenue was 45% of the total. The full-year result –
due out in November – will need to cement ESV as a
profit-maker.
Ingenia Communities (INA): 45 cents, market cap.
$305 million
Real estate investment trust Ingenia Communities is
a specialist retirement living REIT that is well-placed
to benefit from Australia’s ageing population.
Formerly known as the ING Real Estate Community
Living Group, Ingenia owns, manages and develops a

Source: Yahoo!7 Finance, 13 October 2014
The rental villages are operated under the Garden
Villages brand; the deferred management fee (DMF)
villages are branded Settlers Lifestyle: while the
Active Lifestyle Estates brand is the group’s
manufactured home estates (MHEs) portfolio. The
MHEs are at the ‘affordable accommodation’ end of
the retirement living market: Ingenia buys caravan
parks and tourist villages in areas with a large and
growing over-50s population, and places
manufactured homes on the sites.
For the year to 30 June 2014, Ingenia lifted revenue
by 60% to $45.8 million, with underlying profit up
97%, to $11.6 million. (On a ‘continuing operations’
basis, underlying profit more than tripled.) Net profit
was $11.5 million, compared to a loss of $10.3 million
in FY13, which was caused by a one-off $15.6 million
write-down of discontinued operations. The full-year
distribution was 1.15 cents, up 15%.
Last month, Ingenia announced an institutional
placement to raise $45 million and an entitlement
offer to raise $44 million, to buy three Lifestyle Parks
initially, and assess a further pipeline of possible
acquisitions.
Laserbond Limited (LBL), 11.5 cents, market cap.
$10 million
Laserbond is a unique company on the stock
exchange. It is a surface engineer, using its
proprietary technologies to extend the life of industrial
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components so that they do not need to be replaced.
Laserbond says it can extend machinery life by four
to five times its original service life on average, at a
fraction of the cost of purchasing new equipment.

terminals, and mobile terminals, as well as the new
contactless terminals – both countertop and mobile
(WiFi and Bluetooth) – that handle transactions on
PayWave (VISA) or PayPass (MasterCard)
technology.

Laserbond Limited (LBL)
Smartpay Limited (SMP)

Source: Yahoo!7 Finance, 13 October 2014
Where this business becomes highly relevant is that
most of the industries that use Laserbond are facing
huge pressure from increasing costs. Laserbond’s
customers come mostly from the mining, metal
refining and smelting, power generation, road and rail
transport and oil and gas drilling and exploration
sectors. The company re-surfaces their equipment or
surface-engineers new components and replacement
parts to extend their service life. It either works on the
parts at its Sydney and Adelaide workshops or sends
a team to the customer’s site.
Laserbond reported a strong result for the year ended
30 June 2014, with revenue of $10.9 million – down
19% – but a net profit of $638,149, compared to a net
loss of $4.3 million in FY13. Earnings per share
(EPS) were 0.73 cents, compared to –5.1 cents in
FY13. The company paid a fully franked dividend for
FY14 of 0.4 cents a share. The company has $2.6
million of cash on the balance sheet and very little
debt.
It is a really promising little stock – but the big
problem is that it is tiny, and very illiquid.

Smartpay has more than 45,000 EFTPOS terminals
under rental contract in New Zealand and Australia:
Smartpay provides the terminals, service and support
to merchants in return for a monthly fee.
For the year ended 31 March 2014, Smartpay lifted
revenue by 37% to NZ$22.9 million, while its full-year
net profit of NZ$1.7 million was a $6.7 million
turnaround on the loss of NZ$5 million the year
before. The rebound would have been even better if it
were not for a $1 million negative currency
adjustment.
Smartpay’s move into the Australian market is the
potential game-changer. It is early days, but given the
size of the market, and the very few direct
competitors, Australia is the big growth opportunity.
Smartpay is doing some promising things, but it is not
yet a dividend payer.
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.

Smartpay Limited (SMP): 23 cents, market. cap.
$40 million
New Zealand-based payment solutions provider
Smartpay Limited (SMP) is front-and-centre of the
move to contact-less payment. Smartpay supplies
countertop broadband and dial-up EFTPOS
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Key points

Lend Lease was upgraded to Outperform on the
back of a better growth outlook.
Mirvac Group was upgraded on the basis of the
outlook for its new acquisition of Birkenhead
Point.
NIB Holdings was upgraded following a de-rating
of the stock over the past few months.

Stockbroker views and changes had a clear positive
undertone last week. This expressed itself through 16
upgrades for individual stock ratings, which were only
offset by four negative revisions. Stockbroking
analysts went bargain hunting in the face of a stock
market correction that showed, at times, signals of
irrationality and even of fear.
In the good books
Deutsche Bank upgraded Adelaide Brighton
(ABC) to Hold from Sell. Deutsche Bank still has
concerns regarding further potential for contract
losses but believes WA activity is robust and this
should underpin reasonable growth in cement
volumes. Recently announced acquisitions may have
been expensive, but the broker believes it makes
sense for the company to vertically integrate in
markets where it has a dominant position in cement.

Deutsche Bank upgraded GWA Group (GWA) to
Hold from Sell. The company’s latest restructuring
efforts will make 164 people redundant and increase
its import-sourced product to 100%, excluding Dux
and Brivis. Deutsche Bank considers the move was
inevitable, given the significant cost differential with
imports. GWA expects to achieve $4 million in
annualised savings. Deutsche Bank believes the sale
of both Dux and Brivis are on track for FY15.
Shareholders will likely receive a capital return
because of a lack of franking credits by the FY15
result.
Credit Suisse upgraded Lend Lease (LLC) to
Outperform from Neutral. CS analysts have
returned from the company’s Investor Day with more
conviction in the growth outlook for the years ahead.
On this basis, they argue the stock deserves to be
re-rated, notwithstanding the already impressive
looking performance the shares put in over the year
past. Also, management has indicated it will seek to
increase offshore exposure in the face of only
moderate growth domestically.
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Credit Suisse upgraded Mirvac Group (MGR) to
Outperform from Neutral. The stock has fallen 9%
since its FY14 result and underperformed the sector
by 5.3% so Credit Suisse considers the price is now
attractive. In line with its capital recycling strategy,
Mirvac has acquired Birkenhead Point for $310
million, which will be 0.4% accretive in FY15. The
exposure to CBD retail lifts to 36% from 24%. Credit
Suisse notes the car parking site may support a
residential development which would play into
Mirvac’s skills in mixed use development.
JP Morgan upgraded NIB Holdings (NHF) to
Neutral from Underweight following a significant
de-rating of the stock over the past 1-2 months. Nib
faces short-term pressures on profitability but, for the
most part, the broker believes this is factored into
guidance. Still, with the impending listing of Medibank
Private and rising lapse rates JP Morgan remains
cautious.
JP Morgan upgraded Transpacific Industries
Group (TPI) to Overweight from Neutral. After the
fall in the share price since the FY14 result, JP
Morgan is upgrading to Overweight from Neutral. The
broker observes the company has been through the
pain of significant asset re-basing and, with a
de-geared balance sheet, additional capital
management options become available. The broker
estimates the company could buy back 10% of its
stock, retain a net debt/earnings ratio of less than one
and realise an 8% uplift to FY15 underlying earnings.
JP Morgan considers a share buy-back would be the
most value accretive transaction for shareholders.

In the not-so-good books
CIMB Securities downgraded GI Dynamics (GID)
to Hold from Add. EndoBarrier sales have been
halted in the EU until CE Mark compliance is
achieved. The temporary halt to shipments is not a
recall but is because of inadequate vigilance and
reporting systems. It does not apply to product
currently owned by hospitals or distributors. CIMB is
disappointed by the apparent lack of adequate
internal controls, given EndoBarrier has been
commercialised for more than five years.

JP Morgan downgraded Nufarm (NUF) to
Underweight from Neutral because of the 24%
increase in the share price since the FY14 result.
Target is reduced to $4.80 from $4.90. The company
may exhibit good earnings growth in the longer term
but the broker observes low returns are likely in the
medium term because of the working capital
requirements, high growth aspirations and an
increased investment in capitalised R&D.
UBS downgraded Technology One (TNE) to
Neutral from Buy. Technology One has
outperformed the ASX small cap industrials index by
50% over the past 12 months and UBS wonders
whether the earnings upside potential from the shift to
a cloud-based model has been factored into the
share price. The broker concludes the answer is now
likely to be “yes”. While uncertainties linger as the
cloud offering is refined, UBS has reduced FY15-16
earnings estimates by 4-5% and lifted FY18-20 by
6-8%.

11

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 – US dollar earners and WOW
by Penny Pryor
Key points

George Boubouras still likes CSL, Resmed,
Macquarie.
Paul Rickard still likes the yield play, and Arrium
as a high-risk trading idea.
Peter Switzer likes Woolworths at $33.

The only thing that seems to be certain at the
moment is that things will continue to be uncertain. Or
as Charlie puts it, volatility is the new normal.
US dollar earners
The lower dollar will be “music to the RBA”.
“[The lower dollar] is an easy way to help out
corporate Australia, that has been a little bit lazy on
the structural reform. They still need that assistance
in this transition phase,” fund manager
extraordinaire, George Boubouras says.

“Where is the part of the market that says ‘buy
me’,” Paul asks.
Of course, there is the US dollar earners mentioned
above but as George says, some of these are at the
margins.
“There is only so much of the CSLs and US dollar
earners etc. that you can have,” Paul says.
On Saturday, Peter picked out Bank of Queensland’s
record cash profit of $301.2 million – beating its own
expectations.
“This is a good sign for Queensland as well and it
comes as NSW is really growing nicely,” he said.
He’s also a buyer of Woolworths at $33.
“I’ve been waiting for a better price.”
One for the brave

His favourites are still the likes of CSL, Resmed,
Computershare, Macquarie Bank and Brambles “at
the margin”.

Paul also suggests Arrium (ASX Code ARI), the
former OneSteel, as a high risk trading idea.

“It’s about getting exposure to Australian companies
with US dollar earnings because you’re going to get
those upgrades coming through once the currency
volatility dies down,” he says.

“Following the very cold response to its fully
underwritten 1:1 rights issue at 48c, you would have
to think there is some value around the current price
of 34c. 52 week high is $1.87,” he says.

The yield play

“It’s hard to imagine this company failing.”

Paul Rickard has this to say on the dividend payers
like the big banks and Telstra.

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.

“I don’t think the yield play is over, yet” he says.
The problem is, there is nothing else much to buy at
the moment.
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ASX200 nearing support
by Gary Stone
Key points

The charts are telling us to expect further falls.
4986 is an important resistance level.
If this support level holds, then a sharp rise
following is likely.

breakout above the 50% retracement resistance
zone, it has been a support zone on three occasions.
This support zone roughly straddles a 100-point
range between 4950 and 5050. In my technical view,
this is the last bastion of support that must hold to
arrest this decline if it gets that far.

The ASX200 (XJO) has had a torrid time over the last
seven weeks, falling 491 points, or 8.65%, from a
high of 5679 to Friday’s close of 5188.
The question on everybody’s mind is whether the
stock market decline will continue from here or
whether this is it?
In short, the charts are telling us that we should
expect further falls but to what extent and for how
much longer nobody can know with certainty.
ASX200 chart
Click here to view a larger image
The weekly chart below gives some insight into how
far the decline may go and where we might expect
some support – or where buying of stocks will start
gaining control over selling.
The left side of the chart shows the 2008 bear market
decline, which puts all the price movement in the
ASX200 since then into context.

Source: Beyond Charts
There is a possibility that the decline might hold at the
lowest upward slanting black trend line, which is
around 5138.
Finding support

An important level in the context of the 2008 bear
market is the 50% retracement level, which is
highlighted on the chart by the magenta ellipse.

If these support levels do not hold, then the next
support levels below those discussed are 4830 and
4630. Whilst at this stage falling that low is unlikely,
anything can happen in financial markets.

This level, which is 4986, has since formed an
important resistance and support zone. Note how
many times the horizontal blue rectangle through the
centre of the chart was a resistance level from which
price fell once it reached this zone or slightly rose
above it before falling. I count seven occasions
between September 2009 and April 2013. Since the

If these support levels mentioned above do hold, then
it is highly likely that the ASX200 will see a sharp rise,
at least as sharp as the fall that has occurred over the
last few weeks. Similar sharp rises occurred in July
and December 2013 and in February 2014, all directly
after sharp falls. That typically is how equity prices
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behave, they often tend to rise and fall at an inverted
gradient to the one that preceded the fall or rise.
If a sharp rise does ensue from these levels, as
buyers regain control over sellers believing bargains
are to be had, expect resistance in the first instance
at the upper horizontal blue rectangle shown on the
chart, which is another 100-point range between 5375
– 5475. If an up-trend develops from there to coincide
with the expected Christmas rally, then expect
resistance at each of the up-trending black trend lines
and at the horizontal red and green lines, all of which
technically align pretty well.
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.
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What’s at play for property?
by Staff Reporter
Key points

Capital city auction statistics (preliminary)

The national clearance rate was 68.7%, up from
66.9%.
Sydney and Melbourne are still the strongest
markets.
Infrastructure developments should see further
growth in Sydney this year.

This week the auction market improved, with an
average clearance rate of 68.7% — 1.8 percentage
points higher than the previous week.
Weekly clearance rate, combined capital cities

Senior economist for the Domain Group, Andrew
Wilson, says the inner west continues to report
Sydney’s highest suburban clearance rate, closely
followed by the north shore. Wilson says the recent
RBA decision to keep interest rate settings on hold for
the fourteenth consecutive month, will continue to
bolster sales during spring. In Melbourne, the outer
east and the inner east were the leading suburban
regions.
Capital city private treaty median prices

Research house RP Data says auction volumes are
rising and are projected to reach a high in the last
week of October.
Sydney’s clearance rate was 75.8% this week,
compared to 76.4% last week. Australia’s other
leading property market, Melbourne, recorded a
clearance rate of 67.2%, compared to 69.1% last
week.

What’s driving the market?
In addition to China’s growth, and the competition
between investors and first home buyers, the 2014
McGrath Report explains how prestige property and
emerging urban hubs will drive demand and prices for
the next 12 months and beyond – particularly in
Sydney.
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“Political and economic stability, rising business
confidence and increasing overseas demand is
driving new momentum in prestige property after
several years of post-GFC stagnation,’’ says
McGrath.
McGrath is predicting material prices in excess of $2
million for luxury properties this year.
Infrastructure developments that are unlocking parts
of the Sydney region, creating job opportunities, and
reducing travel time, are also likely to contribute to
price value increases.
McGrath named Old Toongabbie, Parklea, Lalor Park
and Werrington Downs as four of the nation’s top 10
“fastest selling” suburbs for houses, with an average
selling time of 12-15 days.
He identifies three “major growth areas” in Sydney
as hot spots for their proximity to new employment
opportunities, and affordability over the long term.
These include the Western Sydney Employment
Area, the South-West Growth Centre, and the
North-West Growth Centre.
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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