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Paul Rickard: 

Hello, and welcome to the Switzer Report monthly webinar. I'm Paul Rickard, joined today by Raymond 
Chan. Raymond is the head of the Asian Desk with Morgans. Hello, Raymond. 

Raymond Chan: 

Hi, Paul. How are you? Thank you very much for the invitation. 

Paul Rickard: 

Well, I'm sure we're going to make good use of you over the next hour or so. We'll be joined also shortly 
by Peter Switzer. He'll be with us in a few minutes or so. So thanks for joining us for our Switzer Report 
Webinar. We're a week later than normal, because you might recall last week we had our Listed 
Investment Conference, and hopefully many of you got to see that, but that's why we're on this second 
week in September. 

Paul Rickard: 

Of course, we'll be back in the first week of October at our regular time, but we'll be with you for the 
next 60 minutes or so. As I always say at these programs, we like to make sure that we finish within 60 
minutes because I know many of you have got other commitments and that way you can set your 
watch. So we'll finish at exactly 1:30 PM Eastern Standard Time. 

Paul Rickard: 

Now, just before we start, a couple of housekeeping matters. First of all, the obligatory disclaimer. Now, 
I know you get to see this on every occasion, but what it actually means is we don't know anything 
about your actual personal circumstances, financial objectives, or investment needs. And what we hope 



 

 

  Page 2 of 22 

 

is bringing financial information may not be appropriate to you. And just because we're talking to 
another client about something they might want to do, that doesn't mean it's the right thing for you. 

Paul Rickard: 

So as always, we strongly encourage you, if in any doubt, to seek the appropriate professional 
assistance. And that's what that disclaimer essentially says. A couple of housekeeping matters. This is an 
interactive webinar. We've got lots of questions already, and we'll get to those. This is also a chance for 
you to ask questions. Two ways you can ask questions. The first is to click on the raise your hand button 
and we'll unmute you and you can speak to us. 

Paul Rickard: 

We prefer those questions because everyone can get to hear them and see them. The other way of 
course, is that you can click on the Q&A bar and type in your question then it'll come up on the screen in 
front of me. And so keep those questions coming in. We'll try to get to as many as we can. But like 
always, it's better to get in early rather than late because chances are we just won't have enough time. 

 

Paul Rickard: 

Now, that's the end of the housekeeping matters. Just before we start, this is probably a little old 
because a lot has already happened in September, but just a very quick look back at August, I think it 
was the 11th month in a row for the Australian share market to be up. Well, actually I think now down a 
fraction in September following yesterday's hiccup. But look, again, probably not too much to take apart 
from the fact that the markets continue to have strong momentum. 
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Paul Rickard: 

I might just go to the next chart quickly and just look at the sectors and see what comments you've got 
to say, Raymond, in terms of the different parts of the market that are performing and the laggards of 
the market. 

Raymond Chan: 

So I think when we look at the market, as Paul rightly pointed out, we have 11 consecutive months of 
gain. And one more surprise to me is the U.S. market. I look at S&P 500. We have 50 new high being met 
before the end of August for the U.S. market. So we have to go back to the history. When was the last 
time we have 50 new highs in one year? We have to go back to 1964, 1995. Surprisingly, those are the 
years that followed by quite positive return in the following year. 

Raymond Chan: 

And back to last month, Paul rightly pointed out we have a good month. And when we look at the 
sectors, mostly gone up. Why it's gone up, is because we have quite a reasonable reporting season. And 
the sector that's gone down is oil. Well, as I mentioned to Peter in some of our earlier programs, one of 
the key things that we look at this year is ESG. So now suddenly fossil fuel being a bit of typical point at 
the moment, despite the oil price in general has bounced back, but it's interesting to see the energy 
stocks continue to be so down, isn't it, Paul? 

Paul Rickard: 

Yeah. I actually wrote an article about this during the week. Raymond, I don't know if you saw that, but 
just shows you just how big the ESG force at least has become in Australia. Because what was really 
interesting is that our energy sector as you can see on the screen in front of you is down year to date. 
But in the U.S., and we tend to pretty well follow the U.S., was up something like 38%. 
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Paul Rickard: 

And when you think about it, the oil price has largely been trending up, which should be a positive. 
People have been pretty bullish about global growth, which should be a positive. So the momentum, 
you can understand why it's going up in the U.S. Normally, we're really good followers, but it's like all of 
a sudden the Australian fund managers, the super funds suddenly have discovered ESG. They just can't 
own anything that's carbon based, or just enough for them to break. 

Paul Rickard: 

It's been a lot of selling pressure. But there's some interesting things going on, obviously with Woodside, 
and Santos, and Oil Search, BHP. We'll talk about, but it's a distinct lack of under-performance. And the 
other interesting fact that I dug up was to the end of August, over the last 10 years, the return of oil 
energy is negative. So it's been a horrible place to invest. Why would anyone invest in oil? It's also a 
negative in the U.S., which is also interesting, notwithstanding this performance issue, but not as much. 
So it does say something. 

Paul Rickard: 

I guess the other thing there is financials have been strong. The IT sector has been bouncing up and 
down. But it's still overall a pretty positive market. And even with our little hiccup yesterday, which was 
probably overdue. We haven't seen a good sell-off for a while. The market is still basically on a pretty 
upward trajectory. 

Raymond Chan: 

I agree. And our strategist, Michael Knox. Peter just recently interviewed him. Michael Knox most 
recently upgraded the ASX 200 fair value. It's quite aggressive upgrade around the 7,300 points. Well, let 
me say, this is exactly where we are at. However, he come from something like 6,500 points just a few 
months ago all the way upgrade to 7,300. And I asked him why. What contributed the most of the 
upgrade? He said it's the dramatic earnings upgrade on the back of the August reporting season. 

Raymond Chan: 

So I'm with you, Paul. Despite that there's hiccups with the market, a bit of sell-off yesterday, medium 
terms, I think the earning growth will continue to be quite strong. And I guess the investor has to be 
mindful. Especially for the long-term investor, has to be mindful, yes, the volatility is going to hit us more 
and more often. However, if we are long-term for good quality stocks, I think it's still a good place to be 
in terms of the stock market. 

Paul Rickard: 

All right. So let me just move on to the next slide. I want to talk about value stock for a moment. Look, 
I'm going to throw this one to you upfront, but just maybe you could define what do you think of it? 
There is a textbook definition here, but at the end of the day, it's what we all think. Well, what do you 
think are the characteristics of a value stock? 

Raymond Chan: 

Absolutely. Before I start to talk about value stocks, I want to tell you a story. We meet funds manager 
all the time. That's part of my job. And in the old days when we see the funds manager, they would tell 
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us if they're value or growth, but because of the under-performance of the value stocks for the past few 
years, now, those value managers when they come to talk to us, they say, "we're a stock picker". 

Raymond Chan: 

They even shy away to talk about value. But the textbook definition as Paul, you suggested, what is 
value stocks? Value stock or value investing is essentially we look at the stocks that are trading ... 
Investing in stocks that is trading below the intrinsic value. If we go back to the school, if we go back to 
uni, anything with the intrinsic value has got to have earnings. So by definition, there will be a lot of 
industrial company. They have a long track record of earnings that can give us the confidence of the 
valuation. 

Raymond Chan: 

If the share price trades below that value and we think this is a buy, they're in good value. And the 
typical growth stocks in our world, on the other hand, will be those companies that are chasing growth. 
In the traditional term, the growth stocks will be the likes of resources companies. And now the 
difference between the value and growth has become more blurred, and many investor will probably 
argue nowadays that growth stocks will only be the technology stocks. 

Paul Rickard: 

I guess most parts of healthcare would be seen as growth, but some would be probably defensive and I 
guess more value. So that's one area. I guess you'd describe a value company is someone like Telstra. Is 
that a classic example of a value stock? 

Raymond Chan: 

Exactly. The likes of Amcor, Telstra, even the consumer staples like Woolworths, Wesfarmers. They are 
the typical value stocks. And a company subjected to a bit of corporate activities at the moment, 
Tabcorp, they're traditional value stocks. 

Paul Rickard: 

So something that's got pretty reliable earnings, it's going to benefit out of a stronger economy, but it's 
not too volatile, which is all those sorts of cases. Can't do much itself to hugely grow its own business. 
They're value stocks, right? 

Raymond Chan: 

Yep. Agree. 

Paul Rickard: 

So just a little thinking. The proposition here was that we had some value stocks that we thought looked 
attractive. And I'm sure Peter will give us some shortly, but any that really stand out to you at the 
moment? 

Raymond Chan: 

Well, in terms of value stocks, I still like Amcor. I know it's boring. And it was- 

Paul Rickard: 
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Boring is good. Right? Amcor has been a great performer. 

Raymond Chan: 

So what attracted me with Amcor is that their business model is quite easy to understand. They're a 
global packaging business. The packaging businesses usually grow along with GDP. And with the GDP 
growth, they have a lot of cash flow. With the cash flow, they use the cash flow to acquire the 
competitor. So this growth by acquisition is the way they can continue to deliver the shareholder return. 

Raymond Chan: 

And because of the predictable cash flow, they are generally able to pay quite a reliable dividend yield. 
It's not guaranteed, but it's quite a reliable yield they can maintain. And another thing I like about 
Amcor- 

Paul Rickard: 

It's quite a good yield. It's about 4%, isn't it? It's unfranked, I think, but it's about 4%. 

Raymond Chan: 

Absolutely. 

Paul Rickard: 

Paid quarterly. 

Raymond Chan: 

They're pretty good in terms of ... Nowadays, we put money into the bank. Of course, this is not the 
direct comparison, but obviously we don't earn anything from cash. Another thing that attracts me with 
Amcor, its results. They already have three to four results that beat market expectation. However, you 
will wonder why the share price didn't move until recently. I think it's more to do with the currency. 
Remember, with Amcor, they are mostly offshore earnings, especially in U.S. and Europe. 

Raymond Chan: 

The other thing of course is people are chasing growth at the moment, so value was left behind. That's 
why I think despite there's some uplift in the Amcor share price post the recent result, I still think there's 
more upside with this company. So in terms of value stocks, Paul, this is the one I will offer. 

Paul Rickard: 

Well, we might leave it there. That chart looks like they're all over the place, but just look at the right-
hand scale. It's actually a very narrow trading range. I'd liked it at about $15. It's a bit like an income 
stock, but I think there's some upside there. I think the issue with Amcor longer term is the whole, not 
so much ESG, but as packaging, there's pressure on greener type style of packaging, and they're going to 
have to change their product a little bit to cater for consumer demand. But I think they're a great 
company. 

Paul Rickard: 

Let's go to your questions. I'm going to start on the resources. There are lots of questions about BHP and 
Rio. So I've got Xin, Christopher, Sonja, Gerd. There's a couple that have come in today. So they're all 
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along the same lines. We've seen the iron ore price off by almost 45%, I guess, from its freaky high at 
$230. They're up a bit today. What's your take on the BHPs and the Rios and the Fortescues? 

Raymond Chan: 

I guess when we look at the iron ore price, pretty typical topic, isn't it, nowadays. With the iron ore 
price, when it shot all the way up to US$230 per tonne, most people, I think believe they are over-
valued. So a correction is due. However, we need to understand the dynamic of this correction. 
Remember, iron ore is not traded on exchange. They are mostly over-the-counter or on contractual 
basis, that type of trading. 

Raymond Chan: 

And the biggest buyer of course is the steel producer. And they need to use iron ore as a raw material to 
produce steel. At an elevated price, say around $200 per tons, those producers still make a quite a lot of 
expensive iron ore inventory. And they will need to take some time for them to digest. And they are less 
likely to step into the market and catching the falling knife. They want to see the iron ore price stabilise 
before they do the restocking. 

Raymond Chan: 

So that will put further pressure into the iron ore price. However, one thing we need to point out is if we 
look at the inventory level for steel, it's still growing despite a lot of talk about say PMI in China going 
backwards. There's some slowdown in China, but the steel production over there is still strong. So I think 
at the moment, based on the fact that we have the iron ore price could stabilise around the current 
level. 

Raymond Chan: 

Of course, our government would love to see that, but even in the eye of the Treasury, if we all 
remember, they have a much lower forecast for the future iron ore price. Same thing with our analysts. 
We think the iron ore price will go down a little bit more in the future year. But in the very short term, 
we think the iron ore price is around the level that seems to be fair. But in medium terms, it will go 
down a little bit more. 

Raymond Chan: 

However, this is not the end of the world. Even if we factored in a lower iron ore price over the next few 
years, it's not like BHP. We still have a valuation of around $45. So I guess there's a lot of talk about the 
iron ore, but if we purely look at fundamentals, we start to see BHP be interesting. 

Paul Rickard: 

So at around about $41 or so at the moment, I guess, where it is at the moment, you think it's in buy 
zone or? 

Raymond Chan: 

Yeah. I think it's in a buy zone. Especially coming from a perspective where I do have someone who 
holds BHP for 40, 50 years. And BHP, unlike the single commodity players, they are less risky. Well, 
resources company already risky, but having a more diversified pool, we're making less risky. A good 
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example is Rio Tinto. Many, many years ago, people would buy Rio Tinto for copper. People don't talk 
about it nowadays. People say Rio Tinto is the iron ore play. 

Raymond Chan: 

BHP, same thing. When iron ore eventually has gone back down, there will be other commodities to 
catch up, but it will just take time. If we take a medium-term view, BHP should do okay. 

Paul Rickard: 

Let's talk about BHP versus Rio versus Fortescue. Do you have a preference there? 

Raymond Chan: 

I think among the three, I think BHP remains my preference. Set aside there's the bigger than usual 
dividend they paid out, we think the dividend will be more normalised in the next 12 months. So even at 
a share price of $41, I think the dividend would be about 5%. Rio, they are more skewed to other than 
iron ore earnings. As I said, while the iron ore price in the short term is pretty much at fair value, over 
the next few years, the iron ore price will go down a little bit more. 

Raymond Chan: 

So in terms of preference, I think I like BHP better. Fortescue is another story. They're the pure play. And 
I know they've tried to go into more green areas, and that will have another set of challenges. Because 
obviously with Fortescue, if they want to go greener, they will have to invest. Such as the hydrogen 
project they talk about. The ammonia project they talk about. That will add up to their cause. 

Raymond Chan: 

But what Fortescue would like to do is they would like to span up and become one of the first green iron 
ore producers and be able to sell those products as a premium to the steel maker, to their end 
customers. And hopefully they will able to take it at a higher price. The key risk with Fortescue, and that 
is the least preferred in my pack. The reason for that is the risk is if the iron ore price over the next few 
years, if it has gone down further, that will eat into their margin. For now, it's good. For now, it's good. 
They talk about Fortescue margin of $50. It's very healthy at the moment. 

Raymond Chan: 

But a concern is, they spend it up. If the iron ore price continues to go down over the next few year, that 
will squeeze into their margin. That's why I've put Fortescue the last. 

Paul Rickard: 

You mentioned Rio and copper. And Phillip's got a question here, Rio re copper. I didn't think copper 
was that important to Rio, but you might like to just share what are your thoughts there. 

Raymond Chan: 

Let me clarify that. Rio Tinto, 20 years ago, people buy Rio Tinto for copper, because at that time, the 
copper was a much bigger part of the Rio business. But nowadays, of course, over 65% of their earnings 
are from iron ore. People now, of course, look at Rio Tinto as an iron ore play. 

Paul Rickard: 
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All right. Now, we're going to start with the resources. I think we've done the Rio, Fortescue, and BHP 
questions. We had a lot of questions on those. So I think we're going to ... I'm not going to ask any more 
of those. For those people who've sent them in, I've seen all the questions. So hopefully we've covered 
that. Let's just deal with the energy side. Let's deal with Woodside. Lots of questions around Woodside, 
because again, it's got the same issue. 

Paul Rickard: 

I suppose, the ESG pressure. It's also got the pressure now from what looks like a good deal with BHP, 
but suddenly BHP shareholders will be owning Woodside. What's your view about how that plays out 
and do you think there's value in Woodside at the moment? 

Raymond Chan: 

In the good old days, If I look at whether Woodside is a good value, I would simply just plot a chart. I 
would compare the oil price with Woodside, they pretty much trade in tandem. But since the beginning 
of the year, the oil price ... And Paul, we discussed earlier. The oil price sort of stabilised, but the 
Woodside continued to go down. So on that basis, Woodside is cheap. But what happened to Woodside 
at the moment is they got some pretty big projects. However, they need a lot of money- 

Paul Rickard: 

This is Scarborough, right? 

Raymond Chan: 

Exactly. And if they want to raise money at the current depressed share price, that will really destroy the 
shareholder value. That's why they're in a catch 22 situation. What the BHP and Woodside come 
together is a pretty brilliant idea. BHP wants to improve their ESG profile. Woodside needs the capital, 
needs the cash flow. And by combining the BHP petroleum business with the Woodside business, the 
access to the cash flow, they got a bigger stake on this massive oil project. 

Raymond Chan: 

So the question is, why is Woodside still yet to perform? I think the issue here is a lot of institutions that 
own BHP, they also own Woodside. And they couldn't quite work out the amount of which side they will 
receive if the merger got approved. What I mean is if the BHP petroleum business merged with 
Woodside, the BHP shareholders will get more Woodside petroleum shares. So until they got a better 
feel of how many Woodside shares they may receive subjected to shareholder approval, they are less 
likely to overweigh or even neutral on Woodside at the moment. And that triggered a bit of under-
performance in Woodside at the moment. 

Raymond Chan: 

But if you ask me if this is good value, well, I think it's good value at the moment. Same thing happened 
to coal stocks. Last year, it's hard to get anyone to touch any coal stocks. People think it's dirty, the best 
time is behind them, but look at the coal price. Look at the demand from India. Things can change fairly 
quickly. I don't see there's a big problem of Woodside. Yes, I know it's ESG, but if I purely look at the 
valuation, the valuation is there, Paul. 

Peter Switzer: 
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That's a question from James, Brian and a couple of others. I calculated that something like a billion new 
Woodside shares would be issued. So there'll be a bit of supply, which is always whenever there's 
supply, it just depresses the price action at some stage. Now, we welcome Peter Switzer into the 
broadcast. Hi, Peter. How are you? 

Peter Switzer: 

Good. Thanks, Paul. By the way, I should throw in on that Woodside point that Raymond was making. In 
last night's TV show, I had Rudi Filapek-Vandyck on for about 20, 25 minutes, asking him about what 
value stocks he likes. And he actually threw Woodside in there as one of the value stocks. But he did 
make an interesting point is that it's a really good value play provided they vote in favor of the BHP 
merger. He said, "If they don't ..." He said, "I think I'll be getting out as fast as I could." What do you say 
to that, Ray? 

Raymond Chan: 

I think this is well said, Peter. As I said, Woodside needs capital. They need cash flow, but they are 
straining at the moment. That's evident by the year before when we talked about Woodside looks like 
income stock, but all of a sudden, the board says they have to reduce the dividend. That shocked 
everyone. The reason they need to cut down on the dividend is because they need more cash flow for 
growth. By combining the two businesses, that addressed the problem, and also addressed a lot of 
decision issues, because Woodside will then have controlling stake on some of the bigger projects. 

Raymond Chan: 

So I agree. This I think for Woodside is a no brainer. And for the BHP shareholders, I think it makes sense 
for them to do the deal as well. 

Paul Rickard: 

Let's just deal with the last one on mining. Let's talk about uranium. This is from Michael. There's a few 
questions about uranium stocks. His question is around Paladin, PDN and DYL. I'm just wondering, why is 
uranium suddenly in vogue? Why is there so much hype about uranium? 

Raymond Chan: 

Well, first of all, I have to make a disclaimer. Despite the fact the viewer would know it better. The 
uranium price is on a tear, especially this week. Some of the reasons I've been told is the nuclear reactor 
now step-by-step being reactivated. The other thing is uranium price has been on a sin bin for such a 
long time. It's interesting. Not only uranium, but even if we look at some of the base metals that have 
not been performing for a long time, such as nickel. 

Raymond Chan: 

Nickel, just last night, has gone back up to a 2012 high. There's probably only one reason I can explain, 
apart from the old ESG is some people believe there could be weakness for the U.S. Dollars to come, so 
they need to stock up the commodities. As we all know, the majority of the commodities are priced in 
U.S. Dollars. If people believe there could be U.S. Dollar weakness coming in, a natural hedge would be 
commodity. If people start to believe all this reopening of the economy leads to high inflation, 
commodities will also be the place to go. 

Raymond Chan: 
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So Paul, hopefully I can answer your question on this, but as I say, I'm not good at uranium stocks 
analysis. 

Peter Switzer: 

I also should throw in, Paul. Raymond's colleague in Brisbane, chief economist Michael Knox. I did a 
podcast with Knoxy on Wednesday on our website, worth having a look. Because as Paul would agree, 
Knox is a very good predictor. Put us into a rising dollar a year or so ago and got that absolutely right. He 
thinks that there's going to be a big boom in 2022. And the U.S. budget deficit is just going to blow out 
the back door. 

Peter Switzer: 

And when it does, the U.S. Dollar falls. So that links in well with the idea that, okay a lot of material 
stocks are priced in U.S. Dollar. So if Knox is right on that and the U.S. Dollar falls, it also means Oz Dollar 
goes up, which is consistent with rising material prices. So it's a very interesting point of view. We've got 
to pivot at the moment because there's a bit of question marks about U.S. Dollars growth. I think Knox 
will be proved right in the long run. 

Paul Rickard: 

All right. Last question here on oil companies and resources from Vaughn on Santos and Oil Search. 
They've entered in a definitive agreement to merge. Santos for short-term exposure to that sector. 
Raymond, what's your view on a merged Santos and Oil Search? 

Raymond Chan: 

Well, I think our analysts certainly like the deal. I think that will create a more sustainable business. And 
Santos, very credible, very good management team. I'm very surprised because it wasn't long ago, 
Santos was in a bit of financial difficulties. And the new management coming in, he said, "This is what 
I'm going to do." Few years on, he delivers all that. So I think under the Santos stewardship, I think the 
merger deal will make it a much bigger business. 

Raymond Chan: 

Again, ESG issues aside, I rate management to be a very critical factor in the stock selection process. And 
shareholders should feel very comfortable. The current management of Santos delivered what they said. 

Peter Switzer: 

Paul, FNArena says Santos has a 30% upside. And I've got to say, in all honesty, I feel guilty about Santos 
on one level. I did a speech about three or four years ago. And is it Kevin Gallagher is the CEO of Santos 
now? 

Paul Rickard: 

He was I think with Santos. 

Peter Switzer: 

And he was a CEO of a mining services company that put this conference on, and I was the speaker at 
the conference. And I bagged the crap out of Santos. And he came up to me at the end of the 
conference and said, "Peter, they're our major sponsor for the conference." And within six months ... 



 

 

  Page 12 of 22 

 

Well, I actually said, "Remember Santos had a big fight with Alan Jones in the public arena?" I said, "This 
is just crazy doing this, fighting Alan Jones." Within six months, Knox his name was. David Knox was the 
CEO of Santos? 

Raymond Chan: 

Knox, yeah. 

Peter Switzer: 

Gallagher got the job, and they've gone up ever since. So I have a little bit of involvement in Santos' 
area. I don't hold any stock either. I feel a bit embarrassed by that. 

Paul Rickard: 

Let's move on. So I've got a question here about the banks. So first of all, this one is on ANZ. And it's 
from Christopher. Hi, guys. ANZ has been under pressure of late. Do you think now is a buy? 

Raymond Chan: 

My turn? 

Peter Switzer: 

You're the expert. 

Raymond Chan: 

Peter, you go first. 

Peter Switzer: 

Well, look, if an arrangement takes 7% upside ... But Paul, you're our banking expert. You want them to 
oscillate between one or the other. What do you reckon? 

Paul Rickard: 

I just think, you find with the banks, a bit of rotation occurs. For some reason, everyone got excited to 
buy ANZ a few months ago. Roared ahead of the other two majors. Suddenly people discovered that 
NAB in the last month or two, it roared head, and ANZ, it's been sold off. There's not much to choose 
between them. ANZ's half year result was probably a little more disappointing. I think NAB for longer 
term shows opportunity, but it's still CBA and the rest. And I think that's the way you treat them a little 
bit. 

Paul Rickard: 

So what I do find about the banks is I don't think the analysts really understand banking, so I don't put a 
lot of faith on analysts on banks because they've been very, very wrong over the long-term. But anyhow, 
that's just my view. Of the banks at the moment, you've got to say maybe Westpac is starting to look like 
good value again because it's been a laggard, but I think banks are fairly fully priced. It's just a gut feel, 
but there's not a lot of choice out there. So Raymond, how are Morgans seeing the banks? 

Raymond Chan: 
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If I look at the CoreLogic figures, suddenly when we talk about banks, the critical part is the mortgage. 
Our Australian residential properties, their value already approach $9 trillion. So that's certainly far 
bigger than the stock market. One of the things I heard from CoreLogic is in terms of the household 
balance sheet and the like, it's improved in quite dramatic shape. 

Raymond Chan: 

And in short term, as long as there's not much risk in terms of the arrears, in terms of bad debts, I think 
the bank will continue to be in a position to revise, reverse their provisions. What it means is the 
shareholder should expect higher dividend payout. But in median times, I agree with Paul. In terms of 
share price, I think we see limited upside in terms of share price because we don't buy banks for growth. 
We mainly buy banks for yield. 

Raymond Chan: 

And they are still a good yield machine, especially for a lot of people who look for yield, continue to be a 
good place to be. And in terms of preference, we like Westpac and ANZ. There's some risk with NAB 
because of the bigger exposure in the business area. And many people love Commonwealth Bank. We 
think Commonwealth Bank is a little bit pricey at the moment. So the CBA buyback may be a good 
opportunity to consider. 

Paul Rickard: 

I might just deal with a question on that from Tai I think, it is about what do you expect to scale back for 
the CBA buyback to be? I think it will be heavily scaled back. I think there's a minimum amount, from 
memory, 180 shares, but if it goes the way of the other buybacks of this ilk, you should only accept a 
buyback if your tax rate is right. I would expect in the order over, around about, you'll only get about 
20%. So I could be wrong by a mile, but my advice, if you want to participate, tender them all because 
you will be scaled back. If you want to add to that, Raymond, please do. Otherwise, I'll move on. 

Raymond Chan: 

Please move on. 

Paul Rickard: 

All right. Let's go to a question here from ... We've got a question from Craig on the line, I think. Jon. 

Craig: 

G'day guys, just wondering with all this energy talk, BetaShares Global Energy ETF Currency-Hedged, 
ticker code FUEL. Just want to get your thoughts on that. Thanks. 

Paul Rickard: 

Raymond, is that an ETF you're familiar with? 

Raymond Chan: 

Yeah, absolutely. I can talk about that. I think first of all, that ETFs are relatively new to the Australian 
market, but on a global basis, this is a very big thing. In fact, in the U.S., half of the trading volume is 
attributed to ETFs already. And BetaShares is one of the ETF providers that has been growing very, very 
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quickly. One thing few offer is Aussie Dollars hedged. With the way we look at the potential weakness in 
the U.S. Dollars, I think this may not be a bad idea to look at. 

Raymond Chan: 

And ETFs can offer the transparency, but the key risk, of course, we all have to be aware is, if we look at 
an ETF provider, we have to look at each of the individual products, try not to invest in any product with 
market cap below $40 million, because those are the ones that have got a risk of closing. Last year 
alone, there was quite a number of products being closed because not enough scale. 

Raymond Chan: 

So investment aside, we have to understand whether the product is suitable for you. And I'm sure you 
can get more information from the website. 

Paul Rickard: 

And Peter, just strategically, would you be hedged at the moment? 

Peter Switzer: 

Oh yeah, for sure. I think the Aussie Dollar ... Look, if we get a month or two of concerns around U.S. 
growth and all those sorts of things which have snuck into the debate. And I'll be talking about it 
tomorrow with the Switzer Report anyway. Then the Aussie Dollar could come down a little bit and the 
U.S. could go up. But eventually, I think what's going to happen is we're going to see strong growth in 
2022. I think the American Congress will fight it out over debt ceilings, and they'll increase the debt 
ceiling. 

Peter Switzer: 

I love Churchill's quote on Americans. Americans will do the wrong thing until ... Something like that. 
Until they have to do the right thing. So eventually they'll do the right thing. They'll raise the debt 
ceiling. And there'll be a boom in the U.S. The deficit will blow out even further. The U.S. Dollar will go 
down, we'll go up. So I'll be hedging, for sure. And I think the idea of an ETF linking into energy prices is a 
good idea, but Raymond makes a good point, which I haven't made before. The size of the ETF is very 
important. 

Paul Rickard: 

All right. It is important. And that relates to a question from Ken. Are there any ETFs that offer U.S. 
global exposure that you would recommend as value stocks that also provides some annual yield? I think 
you identified one, Raymond. 

Raymond Chan: 

That one is more like not a traditional ETF, but it's still a ETF. Let me explain it. It's not a traditional ETF 
because they're not trying to mirror the index, but- 

Paul Rickard: 

Sorry. We're talking about Magellan here, right? Magellan Global Equities? 

Raymond Chan: 
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Exactly. So Magellan is the one I like to hold for quite some time. And some will or may say, "Hey, 
Magellan over the past one to two years, they have not performed as well." However, we look at the 
fundamentals view and the way they see the market. I do agree. They've got a strong team. They have 
good funds under management. They have the economics of scales. One thing you have to be mindful of 
is with the international shares, the yield is not guaranteed. Because most of the yield, by the end of the 
day comes from the underlying income or profit. 

Raymond Chan: 

Any profit will be ... Any realised profit will be paid out, any income will be paid out. So there will be 
some yield. However, this is not guaranteed. And also when we look at the international exposure, it's 
more for the portfolio diversification. If we're going to chase yield, you probably have got better 
opportunity in the Australian market. 

Paul Rickard: 

So I think the stocks you're talking about there are MGE, which is the un-hedged version, and MHG 
which the hedged version from Magellan, right? 

Raymond Chan: 

Yep, absolutely. And nowadays, when we say hedged ... Australian currency hedged, nowadays they 
make it very affordable. In the good old days, we needed to have an Aussie Dollars hedged product. 
Investor would have to pay far more, like 50 basis point more just for the benefit of the hedging. But 
nowadays, the funds manager, many of them offer the hedge version, they make it really affordable. 
And this is something I guess investors can take advantage of. 

Paul Rickard: 

So let's go to the actual fund manager. So as opposed to the funds you can invest in, which they're just 
investing for you, run by Magellan, let's go to actually investing in the manager itself. So you own shares 
in the group. This is a question from Murray. Thanks for the great discussion. Your thoughts, please, on 
MFG, which is Magellan Financial Group, recent under-performance and outlook? 

Raymond Chan: 

Very good question. If we look at MFG, we have to also look at the chart of say, PNI, Pinnacle. Pinnacle is 
all the way up whereas MFG have some tough time. When we look at their result, the result is good. 
However, as I mentioned earlier, because of the under-performance, there is some risk of fund outflow, 
with the funds management business, they've got momentum. When the funds coming in, they will just 
keep coming in. But when there is hesitance, you will see it's harder for the funds manager to grow. 

Raymond Chan: 

At the current level, however, Magellan, I think is a good value. It's a good buy, I think, for a more 
assertive investor. The reason I say why it's a buy is because another reason people are concerned about 
Magellan at the moment is because of their principal investment, say the Barrenjoey investment, where 
they have to invest a lot of money upfront. However, down the track, they will able to make a lot of 
revenue out of this principal investment. 

Raymond Chan: 
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So I think the short term because of the fund flow momentum, because of the principal investment, the 
share price goes so down. But at the current level, I think this is pretty attractive really. 

Paul Rickard: 

Any views on Magellan, Peter? 

Peter Switzer: 

Well, I think it's going to be a buy at some time. I think Ray, his argument's basically right, at this point in 
time, I just don't think the chart is telling me it's time to get in. It's still a little bit, I'd like to see it bounce 
along around $40 before I get in, but you are a courageous investor. I wouldn't be surprised if it went a 
bit lower, but also I think we're getting close to a stage where they'll build a base. And I think you're 
right, good quality company behind it all. Had a bad year and it's been reflected in the share price, but I 
think it will make a comeback. 

Paul Rickard: 

I'm probably a bit more bearish, but I think you're right. It is a great company, but just watch the funds 
flow statement. Every month they tell you the inflows and the outflows. And I think you'll find that a few 
financial planners are shifting their clients out of Magellan. So that's why the share price is going down a 
little bit. And that's because of under-performance. So there's two things a fund manager has got to do. 
One is it's got to perform. And secondly, it's got to be able to distribute in the market well, and Magellan 
does that and had done the performance really well, but it's just come off the boil a bit, and that's 
probably why you're seeing pressure on the share price. 

Paul Rickard: 

So I think that comes in every month. This month's, again, if you took away the market movement 
showed on the retail funds side, that they had gone backwards. So I think that's why the share price has 
come under pressure a bit. Quite a few questions here. From Shabbir, thanks for the great show. 
Thoughts on Ansell, then from Martina. What are your thoughts on Ansell? It recently reported quite 
well, aside from some projected risks in material costs and short-term impact of plant closures due to 
COVID. 

Paul Rickard: 

Their product pipeline looks innovative, and given the ongoing threat of COVID, it's clear that the need 
for PPE of high quality will continue to be needed. I guess they would probably once have been 
considered to be a value stock. Probably been a bit more growthy lately, but what are your thoughts on 
Ansell, Raymond? 

Raymond Chan: 

Well, the recent result, when we look at it, as you say, Paul, is below market expectation on high cost. 
When we look at Ansell all the way through, we always look at the raw material they use. This is 
something they can't control. And the other thing, I guess when people look at the result, they will say, 
now we're in high demand of the product, and why they can still underperform? So this is the one I'd 
actually be a little bit skeptical. 

Raymond Chan: 
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And I think I would stay on the sideline, watch it a little bit. Let's see the next result, we see better 
improvement before stepping back. 

Paul Rickard: 

So you're skeptical, and you think they do have a problem in terms of the input cost? Is that what 
you're- 

Raymond Chan: 

Yeah. I think this is one thing that can't really control, the number cost. That it's hard for them to control 
the cost. That's my view anyway. 

Paul Rickard: 

A question here from Colin. I might throw this one to you, first of all, Peter. Is it time to take profits from 
Medibank Private and Telstra? 

Peter Switzer: 

Really good questions. I think Telstra's still got a little bit more upside. I know you and I thought $3.75 
would be the time you'd want to get out, but I think it's got a little bit more upside at the moment. They 
seem to be doing things right where historically they did things wrong. So Andy Penn actually has been 
leading that company better than other leaders have in the past. But I wouldn't think the upside is going 
to be massive. You'll probably get $4.10, $4.20 probably the most, but still you get pretty good gain if 
you're stuck in there. 

Peter Switzer: 

Medibank Private. Well, Paul, you always make the point. This is the leader in the industry. It's doing 
things better than it has before. I'd be inclined to stick with it. I think both of these are probably worth 
sticking with, unless you are going to sell and going to something that is a little bit more adventurous 
like Ansell. By the way, Ansell, the analysts thinks there's 22% upside for Ansell. So I just think only if you 
made good money and you want to go on to something else would you sell. Otherwise, they look like 
two good long-term holding stocks at this point in time. 

Paul Rickard: 

Raymond? 

Raymond Chan: 

With Telstra, recently when we talked to them, we talked about ... Obviously, they did a good deal on 
the infrastructure. And the management suggests, I didn't really ask for it. Someone actually knocked on 
my door and paid a very good price for my infrastructure. So I would think that there could be upside 
when they continue to unlock on the infrastructure side of it. The other thing, of course, TPG is going 
through a bit of volatility at the moment. That also works in the benefit of Telstra in terms of sentiment. 

Raymond Chan: 

So I think there will be a bit more upside for Telstra. Current yield, if my memory serves me right, is 
around 4.1%. We think it's still sustainable. And on the top of that, there will be more special dividends 
or capital management should they continue with their infrastructure sale. On the Medibank Private, 
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well, a bit over our valuation at this stage. But it's a good stocks. Those who participated in the initial 
privatisation will do really, really well. 

Raymond Chan: 

For the long-term holder, you will see a lot of capital gain. So the question is whether your tax position 
allows you to sell or you would just prefer to hold onto the company with a pretty good quality income. 

Paul Rickard: 

So just following up on a previous question from Vaughn. Maybe a quick one, Raymond. Would you exit 
Pinnacle into Magellan given Pinnacle is hitting all-time highs and Magellan is almost a buy? 

Raymond Chan: 

Very interesting. Magellan is very early stage. When it continues to shoot up, it shot up in momentum. 
So the momentum is really strong with Pinnacle. And if you look at the fund flow, especially one of the 
funds managers they have a stake in, Hyperion. Hyperion has a massive funding flow going in. So I guess 
in a very short term, I wouldn't do the switch. You would love to see the momentum turn before you do 
that, because funds management is a scale business. 

Raymond Chan: 

With additional funds under management, it wouldn't cost you more to manage. So the profit margin is 
significant. So I wouldn't do just yet. And I think I would just take Peter's advice. Just if you are not 
already in Pinnacle, just hold on. If you're not in any of those, Magellan may be a good starting point, 
but the limbo. 

Paul Rickard: 

A couple of questions about the Milton and Washington H. Soul Pattinson merger, which really 
Washington H. Soul Pattinson is just taking over Milton and delisting it. So one from Andrew, do you sell 
now if you already have Washington H. Soul Pattinson. Question from Linda, which of the two 
companies would benefit from the proposed Soul Pattinson Milton merger? If you're a Milton 
shareholder, it's a great exit point. And you end up with Soul Pattinson shares and you can then decide 
whether you want to exit those or not. That's the way I would look at it. Do you have any comments on 
that, Raymond? 

Raymond Chan: 

I think I agree with you, Paul. And also if you're not in both of the stocks, one of the alternative ways, if 
you believe the Millner family will continue to deliver, one of the alternative ways is to invest in 
Brickworks. Brickworks have a fixed decoding in Soul Pattinson. So that can indirectly benefit from it. But 
if you're already a holder of Soul Pattinson, I think given the management long track record, I think you 
feel comfortable to stick with them for long term. 

Paul Rickard: 

It is a great exit point for Milton shareholders, right? 

Raymond Chan: 

It does. 
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Paul Rickard: 

Christmases has come at last, and I regret now having sold my Milton shares a couple of years ago, but 
what I would do is just take the Soul Pattinson shares and sell those and take the cash that way, but 
anyhow. Let's move on. A question here from Peter about PME. Do you have any views about PME? 
Hopefully we've got that on the screen, Jon. Do we? 

Raymond Chan: 

Yep. So PME, I don't really closely follow their stocks. They're certainly doing really well. Peter, do you 
have any view on PME? 

Peter Switzer: 

Well, Pro Medicus has been a really good performer. And I just think probably it's going to find it hard to 
replicate the great performance we're seeing. You can see it does go up in steps. I've got to say, Paul, 
what I'll do is I'll get Mike Gable to just do his chart analysis on Pro Medicus. I haven't got any inside 
company news on the company apart from it has really delivered pretty well. 

Paul Rickard: 

Let's go to a couple of real under-performers. This is from David. Orica and AGL have been on a 
downward trend for a while. AGL's certainly been on a huge downward trend. I'm reluctant to let them 
go. Do you see a medium term recovery for these two? 

Raymond Chan: 

Very good question. Well, the one thing we know is Orica were here for the past a number of decades, 
and they're likely to be here for the next X number of decades. So this is a comfort factor. The issue with 
Orica, we have to be mindful of, they have a relatively big client both in coal mining and also gold 
mining. So those may drag on their revenue. So this is one thing we have to be mindful. 

Raymond Chan: 

And the result has yet to see a turnaround point. But for a long-term veteran investor, you may have 
some, but clearly the technical train has not been turned. The result has not shown any excitement for a 
lot of people to get sent into the stocks. 

Paul Rickard: 

Well, Orica has been off my radar mainly because I just got sick of the excuse of the fact that the market 
for explosives was being softened because the miners weren't buying. So they don't seem to have a lot 
of control, I guess, over a lot of their fate. What about AGL, which I get a lot of questions ... We get a lot 
of questions about, Peter. But AGL, it's hit some new lows again this week. No sign yet of a bottom. I 
thought it was buy about $7.25, but now we're a dollar out. Just let me get a different take. I might 
throw that one to you first of all, Peter. 

Peter Switzer: 

Analysts think 22% upside, but they've been saying that kind of thing for a long time, Paul. I just think 
that the problem is someone who's in AGL and they've lost a lot of money. Look, I think there will be a 
turnaround for this stock, but I do not think it'll go anywhere near its old share price. And I think it's 
going to take some time before we see AGL turn around. It's got so many curve balls. You got 
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government policy, you've got ESG concerns. You've got town battles over whether they want the 
products in their town. 

Peter Switzer: 

Of course, you've got activist shareholders involved as well now. It's just too many curve balls for my 
liking. I actually hold a couple of AGL shares because of dividend reinvestment plans, and they keep 
sending them to me, but there's no way in the world I'm going to add to it. 

Paul Rickard: 

What about you Raymond? What's the Morgans view on AGL? 

Raymond Chan: 

I agree. We think despite the reason result in line with expectation, but of course that expectation was 
revised down already. In medium terms, we think the earning profile will continue to go down 
unfortunately. So I think it's a stock that looks cheap, but continues to be cheap. So it looks like a classic 
value trap for us. 

Paul Rickard: 

Pam asked questions about upside long-term from Macquarie Bank and Qantas. Why don't we just deal 
with Macquarie Bank, and Qantas we... 

Peter Switzer: 

Well, Macquarie keeps defying our logical conclusions about it being priced to perfection, just keeps 
going up, up and up. It probably will keep going up, probably not at the same pace that we've seen in 
recent times. Qantas, it'll definitely go up once the borders are open. I think there'll be a first leg up, it's 
already have one first leg up. There'll be another leg up probably in December, January when 
international borders look open. And by the middle of next year, will probably get up again. 

Peter Switzer: 

But if I had to pick between the two, I think Qantas is probably giving you more upside in the short term, 
but Macquarie is a great long-term hold. 

Raymond Chan: 

So in my point of view, like Macquarie, of course, we all know is upgraded and that lead to consensus 
upgrade again this week because of the guidance they provided. Well, we think Macquarie is a little bit 
pricey. And while it looks like a core position, but it's probably time to trim down. But whether I would 
move from Macquarie to say Qantas, I'm just not good at airline investment. It's fair to say I don't make 
a lot of good money out of investing in airlines in the past. So just personal preference. This is probably 
not the one that I would invest into it, despite there's clear benefit on the reopening trade. 

Paul Rickard: 

And then we're just running short on time here, but one question here from Michael. What are your 
thoughts and future outlook for Sigma Healthcare? Is the outlook good, bad or ugly? Do you have any 
comments on Sigma? A company that was quite high on the radar once, but it's slipped off for the last 
few years. Is that a stock that you follow perhaps? 
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Raymond Chan: 

For me, I don't closely follow the stocks, but we look at they have two parts of business is the chemist 
business and also the healthcare distribution business. This is not the one I follow closely, but if I have to 
look at the chemist business out there, I wouldn't look beyond Chemist Warehouse. Chemist 
Warehouse, of course, it's not listed. However, eventually this is a company to be put on the market, I 
would be more excited to look at Chemist Warehouse, despite it's not a direct comparison, but it's so 
similar and I can see better growth in Chemist Warehouse. 

Paul Rickard: 

Maybe the final question around gold stocks from Janet. How about Northern Star, 12 months low, time 
to buy? Thanks, Jen. I guess it depends on really what your view on gold is. So I might throw that first of 
all to you. I know it's a stock you'd like if you like gold, Peter, is that right? 

Peter Switzer: 

I haven't bought Northern Star yet, but she's probably getting me interested, Janet. I think gold is going 
to go up over the next two years. But probably more in the second year of my first two years, rather 
than the first. But Northern Star looks nice, pretty good value, it's a good company. But I actually got 
talked into Newcrest by you, Paul. We were talking about the copper part of that. So I eventually will go 
into Northern Star, but it'll be when I get scared about inflation and all those sorts of things. At the 
moment, I'm not. 

Paul Rickard: 

And Raymond, your preferred gold stock? 

Raymond Chan: 

I think I will stick with Newcrest, but I just have to be mindful with the viewer. They will have a site 
under maintenance over the next quarter, if my memory serves me right. So you will see a dip in 
revenue over the next one or two quarter, but this is just for maintenance. That may send further share 
price weakness on Newcrest, but in terms of gold stocks, I prefer Newcrest being strong cash flow, 
strong project, and also with their increasing profile in copper production. 

Paul Rickard: 

Well, we're on the largely on the same card there. So that's good to know. Look, folks, we're out of time. 
It's bang on 1:30 and we like to finish these on time. So we know you've got other commitments. Just 
before I do, first of all, just to thank you, Raymond. Thanks so much for joining us. The head of the Asian 
Desk at Morgans. It was great to have you on the program, and we look forward to having you back 
again. So thanks for answering those questions with so much clarity and insight. 

Paul Rickard: 

And then I might just throw to you, Peter. I'm not sure there's a big night in the U.S. coming up, but 
you'll be writing about it tomorrow, or you're looking to anything in the States tonight- 

Peter Switzer: 

Remember, the Dow is now down four days in a row. There are a lot of reasons for it. There's a lot of 
negativity, but one of the strongest reasons is that the S&P 500 has boomed this year. And it's been 
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overdue for a bit of a sell-off. And there's going to be question marks around the debt argument in 
Congress. You've got inflation concerns on one hand. Will the Federal Reserve start tapering earlier than 
expected? All of these things are good reasons to explain why the market's coming off the boil. 

Peter Switzer: 

But if the market does drop 5 or 7%, I will be telling all our subscribers, this is a buying opportunity 
because 2022 will be a rebound year, not only for Australia and the U.S., but for the global economy. 
And even China might start spending and growing faster in 2022. 

Paul Rickard: 

Well, you can read Peter, tomorrow, for all our subscribers. You'll be getting up bright and early as 
always. 

Peter Switzer: 

Yep, without a doubt. Love it. 

Paul Rickard: 

A lot better in life, I guess Peter, but you'll be up bright and early. Look, thanks for joining us, Peter. 
Thanks, Raymond. It's been great to have you on the program. For everyone else, that's the end of the 
show. We'll be back, of course, next Thursday at 12:00 PM, that's Eastern Standard Time for Boom, 
Doom, Zoom. And our monthly webinar, we're back on the first Friday in October. We'll see you then. 
Thanks for joining us. Good afternoon. Happy investing and have a great weekend. 

 


