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Introduction from  
Peter Switzer

“If I wanted to be optimistic and 
you know I do want to be, I’d remind 
you that even though we look at 
calendar year performance for our 
stocks, in reality the financial year 
is more important as we pay tax on 
what we’ve done up until June 30 
next year.
And while we’ve lost about 10% since 
the start of the year, over the financial 
year 1 July 2017 to 30 June 2018, the 
capital gain was about 10%. Throw in 
dividends and grossing up and it was 
a very good financial year.
The question is: can the second half 
of the current financial year deliver 
the positive circuit-breakers to set 
stocks alight? On 19 December, the 
Fed boss, Jerome Powell could not 
quite give enough to get Wall Street 
positive, though he did imply that 
the central bank would not be a huge 
roadblock to equities.
In many ways, the big news that 
could kickstart stocks to head higher 

Regards,

PETER SWITZER
Founder, Switzer Financial Group

will be President Donald Trump and 
what he can do to reduce the fear 
and loathing around the trade war 
concerns.
This Report largely believes a 
comeback for asset prices is likely 
but you have to expect volatility 
and stock-picking will still be an 
important strategy. John McGrath’s 
take on property is a must read and 
as always the thoughtful analysis by 
Paul Rickard, Tony Featherstone and 
James Dunn is bound to have you 
well prepared to make money in 2019.

“I’m not 
changing 

my 
relatively 

positive 
view on 

the stock
market.” 
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“Can the bull market keep going in 2019?” That’s the 
question I cop nowadays everywhere I go, unless it’s “Will 
house prices collapse?” In previous times, the most asked 
question I fielded (even before “How you going Switz?”) was 
what’s going to happen to interest rates? But now we have 
the feeling they’re on hold until 2019 and maybe 2020, though 
AMP Capital’s Shane Oliver thinks the next move in rates will 
be down! Shane and I have often agreed on matters economic 
on my TV show over the past 10 years but occasionally we 
joust on the subject of who knows the Aussie economy best 
and neither of us could claim victory over each other.

On the subject of 2019 and investing, I’m not for changing 
my relatively positive view on the stock market but the 
magnitude of my positivity has been reduced in recent weeks 
because of the latest forecasts on the US economy, which 
have been downgraded from being in the 3% region, which 
is great growth, down to the 2% band, which is OK growth. 
Now remember these are simply forecasts from the likes of 
Goldman Sachs and they can be wrong. But other investment 
banks have lowered their calls on future US growth and the 
markets are blaming the Fed boss, Jerome Powell, for raising 
interest rates too quickly.

In early December, Mr Powell basically told markets that he 
isn’t going to cook the economy by being too bolshy on rates 
and Wall Street liked what it heard. The predicting types in 
money markets, who are surveyed, did some refiguring and 
foretold that the March 2019 rate rise would be delayed to 

June and the number of expected rises were reduced from 
3 to 2. All this reinforces the view that 2019 will be a slower 
growth year and therefore US stocks will still climb higher but 
at a slower rate. Also, profit growth will fall as the economy 
slows and that determines how fast stock prices can rise.

The sell-off, which clobbered the stock price and market 
value of thousands of US stocks, including some of the big 
names of the tech world, means that many of these stocks 
are cheap enough to power the market higher in 2019. This 
chart of Apple’s share price captures the recent fear and 
loathing for stock players.

CAN THE BULLS KEEP 
RUNNING IN 2019?

By Peter Switzer

I’m not changing my positive view but the magnitude of my 
positivity has been reduced in recent weeks.

| Peter Switzer |

Chart 1: Apples Share Price    Source ASX
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The Fed is trying to reduce rate-rise worries but President 
Trump is still stirring the pot and what is said between now 
and the end of February, when the 90-day trade war truce 
ends will have a big bearing on what stocks do.

If  Donald can crack an acceptable deal with China on 
tariffs and growth forecasts are marked up because the Fed 
lightens up on rate rises, then that should help US stocks. 
The third year of a President is usually the best for stocks, 
followed by the fourth or election year — funny that — but 
as Wall Street has had a long run up since the GFC, a lot of 
positives need to stack up to KO the negatives, which can 
include those external to the US.

These include a China slowdown, Brexit complications for 
the UK economy, the EU with budget issues with Italy and 
now France is locked into violent protests about the high 
cost of living. 

Then there are Saudi-OPEC-oil price problems and Donald 
Trump with his unusual political approach all looking like 
potential threats to economic growth and higher stock 
prices. 

Back in September, Ellen Zentner, who is the chief U.S. 
economist and a managing director at Morgan Stanley and 
who has had the most accurate economic forecasts among 
the nation’s top economists for the years 2014 through to 
2017 predicted: “Growth is expected to slow significantly 
in 2019, as the impulse from fiscal policy fades and trade 
acts as a restraint on economic activity.” That said, Ellen 
expected two rate rises starting in March for next year and 
the Fed is now signalling that it might be June before there’s 
another rate rise. And in fact, there might not be any more 
rises, which could easily help US growth stay up there in 
2019 and 2020, when President Trump will need it ahead of 
his re-election plans.

Now to Australia’s stock market outlook and let’s start with 
the economic outlook and the figuring of Morgan’s chief 
economist, Michael Knox from his Quarterly Institutional 
Presentation — December 2018. You don’t have to be an 
economist to work out that we’re expected to be a stellar 
performer. Knox, like the OECD, the RBA, the IMF and most 
economists, doesn’t expect a house price collapse that could 
cause a recession and the numbers opposite show that.

Knox, who is regarded as one of the best econometricians 
and forecasters in the country, has unemployment falling 
from 5.1% now to 4.8%. He sees China’s growth as slower but 
only falling from 6.7% this year to 6.2% next. Meanwhile, 
India, a new important export customer, is likely to grow 

at 7.4% next year after growing at 7.3% this year. Clearly the 
economic story, according to Knox, shouldn’t hold back stocks 
going higher, so what are the head winds apart from Trump?

What are the headwinds apart from Trump?

• The trade war effects on China — on December 10 Chinese 
exports came in at 5.4% higher, rather than the predicted 
10%, and our stock market fell 2.2%.

• Wall Street’s ups and downs.

• The Royal Commission and its effects on bank share 
prices and bank lending and then the economy.

• The Hayne recommendations for punishing and fixing 
up the financial sector and then the Government’s and 
Labor’s response to the Royal Commission’s suggestions 
for reform.

• The uncertainty connected to the May election.

• Media hype headlines about a house price collapse.

• Any big price falls in house prices that would surprise 
economists, along with the OECD, who expect us to have a 
soft landing. 

Despite housing fears, consumer confidence remains 
buoyant, even after 15 months of house price drops but 
against that, the big rise in employment and the fall in 
unemployment positives are offsetting the negatives out 
there. I think our stock market will be on a rising trend but 
the slope will be subdued because the question marks over 
financial companies, which make up 33% of the stock market, 
will hold back the pace of the rise of the S&P/ASX 200 index. 

| Peter Switzer |

Chart 2: Quarterly Institutional Presentation      Source: Michael Knox

2017 2018 2019

Australia 2.4% 3.5% 3.3%

USA 2.2% 2.9% 2.7%

EU 2.4% 2.1% 1.9%

Real GDP Growth

“If Donald can crack an acceptable deal on 
tariffs, that should help our stocks...”
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So we will be dependent on Donald Trump and the Fed for 
the direction of our stock market until February, when the 
Hayne recommendations will be released and hopefully 
the Government and Labor will outline their responses. I 
think certainty about what the plans will be for changing 
bank and insurance company practices will help stocks 
go higher and despite an election, we could see another 
leg up for stocks.

Hopefully, the most likely future PM, Bill Shorten, won’t 
portray himself as anti-business and that would be a plus 
for stocks and super funds. This CNBC chart (see below) 
shows how we are now in the best time for stocks, so let’s 
hope Donald Trump, Xi Jinping, Bill Shorten and Scott 
Morrison don’t get in the way of shares going up in price. 

Don’t just accept my best guess. Above is a collection of 
best guesses from Thomson Reuters, Morningstar, REIA 
and AMP Capital all wrapped up in one table.
 
It shows Aussie shares are tipped to be 8% higher, while 
US stocks would have an 11.5% upside in local dollar 
terms. A careful look at the table shows other assets, such 
as Australians listed property trusts, are tipped to be 7% 
higher in 2019, while unlisted infrastructure bonds could 
gain 9%.  You have to hope this table is absolutely on the 
money, as it predicts a pretty good year for 2019.

| Peter Switzer |

Chart 3: Average Half-Year Returns for 37 Markets                 Source: CNBC

Table 1: Investment returns for major asset classes                        
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“Hopefully, the most likely future 
PM, Bill Shorten, won’t portray 
himself as anti-business...”

| Peter Switzer |

— Peter Switzer
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HOW TO PLAY THE AUSTRALIAN 
STOCK MARKET IN 2019

By Paul Rickard

Forecasting market movements as we make our way into the new year.

Following two years of double digit returns, the 
Australian share market endured a pretty tough 2018. After 
peaking in late August, the local market followed Wall Street 
down in the last quarter and is likely to finish in the red for 
the year.

President Trump’s trade war, and the impact this is 
having on investors who are starting to think that 
economic growth in the USA might be peaking, as well as 
the fallout from the Royal Commission into misconduct 
in the Banking, Superannuation and Financial Services 
Industry, were the standout factors.

Trump also kept markets on edge with his spat with North 
Korea over nuclear weapons and exerted considerable 
pressure on Saudi Arabia  and other OPEC members to 
increase oil production ahead of new sanctions on Iran. 
This was one of the major drivers for the sharp drop in the 
oil price from almost US$75 per barrel in late September 
to US$50 a barrel in November. 

He criticised US Federal Reserve Chair Jerome Powell 
over the pace and extent of US interest rate increases. 
Interestingly, Powell has recently switched tack and 
now says that US rates are “just below neutral.” The US 
President has had a massive impact on markets in 2018. 
Going into the third year of office, it is hard to see this 
changing in 2019.

He is managing a US economy that it is running at close 
to full capacity (unemployment is now below 4%) and 
the likelihood is that growth will start to cool a touch as 
the impact of the company tax cuts washes through the 
system and higher interest rates soften demand. 
His spat with China over trade could cause even greater 
damage, and while he is the master “gameplayer”, he has 
imposed tariffs of 10% on US$253bn of Chinese goods and 
the threat to lift the rate to 25% and impose tariffs on the 
remaining US$267bn of Chinese exports to the USA, while 
stayed until early February, is still out there. 
Locally, Australia faces an early Budget and then a Federal 
Election in the first half of the year. The most likely date 
is Saturday 18 May, the last day that a half Senate election 

| Paul Rickard |

can be held in conjunction with an election for the House of 
Representatives.

Markets hate the uncertainty of an election and traditionally, 
perform poorly in the lead up. Consumers also tend to delay 
major purchases which can impact the short term earnings 
of retailers and other consumer dependent stocks.

I don’t expect 2019 to be any different, although five months 
out, Bill Shorten is a very firm favourite to become Australia’s 
31st Prime Minister. His set of “investor unfriendly” policies, 
which include changes to negative gearing, a cut in the 
discount rate applied to taxing capital gains on assets 
owned for more than 12 months, stopping the re-funding in 
cash of unused franking credits (the so called ‘retiree tax’) 
and a cap on the increase in health insurance premiums, 
will dampen sentiment.

But, there could be a silver lining for the market with the 
ALP’s retiree tax, as investors are flooded with cash from 
companies accelerating capital returns and the payment 
of dividends. Franking credits aren’t of any value to the 
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company, so Boards across Australia will be considering 
whether an early distribution to shareholders of surplus 
franking credits  is appropriate. 

This will translate into off-market buybacks, special 
dividends and the accelerated payment of ordinary 
dividends normally payable in the second half of the year 
into the first half. Candidates for off-market buybacks 
include Woolworths and Caltex.

On the economic front, the  September quarter GDP 
outcome of an economy growing at  0.3% alludes to 
challenges ahead. The lack of wage growth, a run-down 
in household saving and a property market coming off 
the boil mean that consumer sentiment remains sluggish 
and casts doubt over the Reserve Bank’s bullish forecast 
of growth around 3.5%. Interest rates look to be on hold 
for the foreseeable future, and while the Aussie dollar 
is always vulnerable to the downside, it is very well 
supported around 70 cents.

The trifecta of unresolved trade tensions, the economies 
in both the USA and Australia easing back a touch and 
an election in Australia suggests that a more defensive 
portfolio orientation is required. While we are still in a 
cyclical bull market, gains are going to be more muted.

Trump remains the absolute wildcard in this equation. 
The third year of a US Presidency is typically a good one 
for markets, and if China and the USA are able to reach 
an accommodation on trade, services and intellectual 
property, then the US market will get a strong boost. Once 
we get through the election, the Aussie market will follow.  
There is however the risk of the “black swan” event we 
can’t foresee, President Trump doing something really 
crazy or the US Congress commencing impeachment 
proceedings.

Bottom line for me is I think the risk/reward trade-off 
favours a more defensive orientation, and that is how I 
intend to play the Australian share market in 2019.

Large Caps or Small Caps? 
Somewhat surprisingly in 2018, the big cap stocks have 
outperformed the rest of the market. As the table below 
shows, the top 20 stocks, which make up about 45% of the 
total market capitalization, have returned (on a total return 
basis including dividends) -1.2% in 2018. On a relative 
basis, this is 1.5% better than the broader market’s return 
of -2.7%. A small difference, but it comes after two years 
of underperformance by the big cap stocks. Surprising, 
because it has been a pretty tough year for the 4 major 
banks and they are ranked 1st (CBA), 3rd (Westpac), 5th 
(AMZ) and 6th (NAB) in market capitalisation. 

| Paul Rickard |

On the other hand, the midcap stocks (as measured by 
the Midcap 50 Index which represents stocks ranked 51st 
to 100th in market capitalization) has underperformed 
in 2018 following  two years of strong outperformance in 
2017 and 2016. 

Mean reversion? Perhaps, but I also think that it reflects 
investors adopting a slightly more defensive orientation in 
the latter part of 2018. I think this trend is going to continue 
in 2019 with investors looking for a little more safety and 
supported by the winding up of the Royal Commission. A 
bias towards large cap stocks (See Table 1).

Which sectors?
The table below lists the 11 industry sectors for 
the Australian share market according to the GICS 
classification methodology. It shows the sector weighting 
as a proportion of the S&P/ASX 200, the return (including 
dividends) for 2018 and the return for calendar 2017 and 
2016 (See Table 2).

Two matters stand out. Firstly, the variability of the returns, 
ranging from -13.6% to +15.8% in 2018, and secondly, the 
lack of consistency from year to year. So, getting the view 
right on each sector, in terms of whether you should be 
overweight, underweight or neutral (index weight), can 
have a pretty big impact on portfolio performance.

“Australia faces an early Budget and then a 
Federal Election in the first half of the year...”

Table 1: Index returns (2018 to 30 November)

Table 2: Sector Returns (2018 to 30 November)
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1. Financials - overweight
The major banks have been laggards over the last couple 
of years. The Royal Commission (RC) had a bigger impact 
than anticipated in 2018 and more recently, concerns 
about the state  of the housing market have dampened 
investor sentiment. While largely growthless, capital 
positions are sound, interest margins are stable, bad debts 
remain at record low levels and there are still enormous 
opportunities to take out cost. 7% plus yields will 
complement low single digit EPS growth. Downside risks 
to this scenario are the RC recommending something 
totally out of left field (due to report on 1 Feb) or a severer 
housing downturn. That said, I’m expecting the major 
banks to have a better year in 2019 and will be playing 
this sector with an overweight bias. I am less excited by 
the insurers or diversified financials.

2. Materials - underweight
Our major raw materials producers, BHP and Rio, have 
been strong performers over the last few years on the 
back of an improving commodity price cycle, productivity 
increases, disciplined cost management, and prudent 
management of their balance sheets. But with the outlook 
for world and Chinese growth a little more subdued and 
cost pressures starting to emerge, the value in being long 
these stocks has diminished.
Ultimately, a position in this sector comes down to a 
view about commodity prices. I can’t see the case to 
recommend an overweight position and hence propose 
to be underweight. Non-metal material companies, such 
as Amcor or Orora, have appeal, butthey will also be 
pressured if growth in the USA slows.

3. Health Care - index weight
The best performing sector on the ASX over the last 
10yrs, 5yrs, 2yrs and 1yr, not a sector to be short as 
the tailwinds of an ageing population and increasing 
demand for health services keep blowing. Some of the 
stocks are expensive compared to global healthcare 
peers. Index-weight.

4. Industrials - underweight
This sector is arguably misnamed, because some of 
the leaders (such as Transurban and Sydney Airport) 
aren’t really industrials in the classic sense. Although 
a sustainably lower dollar in the mid to low 70s 
should arguably help this sector, nervousness about 
the election and the potential policies of a new ALP 
Government could impact sentiment. Because of the 
variety of companies that the sector covers, it is largely 

| Paul Rickard |

a stock by stock proposition.

5. Real Estate – index weight
With interest rates staying low and demand for east coast 
office and industrial property strong, investor interest 
in trusts focussed on these sub-sectors will be fairly 
resilient. Caution around trusts trading at significant 
premium to NTA and shopping centre (retail) trusts. The 
ALP’s change to franking credits may also lend support.

6. Consumer Discretionary - underweight
Electoral nerves and a weakening housing market 
could place pressure on this sector. Post the Coles 
demerger, Wesfarmers has moved to this sector and 
is the largest stock. Amazon’s ongoing build-out of its 
local offer will pressure retailers. Like Industrials, very 
much a  stock by stock proposition but hard from a 
macro position to recommend anything other than an 
underweight position.

7. Consumer Staples - underweight
Although Woolworths, Coles and Metcash have worked 
hard to improve their service offering and price 
competitiveness, the supermarket wars show no signs 
of abating and the major retailers will be challenged 
to grow earnings. The companies partly facing 
the Chinese consumer, such as A2 Milk, Bellamy’s, 
Blackmores and Treasury Wine Estates,  could 
also be challenged. A defensive sector, moderately 
underweight.

 8. Energy - overweight
In 2018, OPEC demonstrated moderate success in 
managing oil production and matching this to demand. 
The oil price dropped from almost US$75 in late 
September to just over US$50, but hasn’t been able to 
break below. In the past, this level has been very well 
supported. Notwithstanding that the global growth 
outlook is more subdued, I am inclined to play this sector 
moderately overweight. A risky call.

9. Communication Services - index weight
Have Telstra and TPG bottomed? Possibly. As a “value” 
play, probably looks okay, although margins in the 
mobiles market will remain under pressure. Can’t see 
a positive re-rating for the sector in the short term. 
Index-weight

10. Information Technology - index weight
Sector weighting is small. Very much a case of a “stock by 
stock” proposition.

11. Utilities - overweight
This sector cheapened considerably in 2018, and 
with interest rates seemingly on hold and investors 
seeking more defensive options, could see renewed 
interest in 2019. A risk is whether Government 
intervention in the wholesale energy market 
continues, causing more downward pressure on 
wholesale electricity prices and hurting the profit of 
leaders such as AGL. Moderately overweight. 

What Will be the best and Worst 
performing sectors in 2019? 

Here is my take on each sector (in descending 
order of market capitalization)...
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3 STOCKS TO CONSIDER IN 2019
By Tony Featherstone

And some to discard or prune in preparation for fresh opportunities.

| Tony Featherstone |

2019 could be the Year of the Answer for global 
equities markets. Well, if not clear-cut answers then at 
least some clarity on key questions confounding bulls 
and bears. 

Four questions stand out; two global, two local. The 
biggest is the pace of United States interest-rate rises. 
Having assumed rate rises would continue into 2019, the 
market is pricing in fewer (or even no) rate rises. That 
implies the US economy is poised to slow next year, a risk 
reflected in lower-than-expected job figures in December. 
The second question is the US/China trade war. Witness 
this month’s volatility in global equities when investors 
panicked that the US/China trade truce would be short-
lived. An escalating trade war will weigh on global growth 
and on China, which is bad news for Australia.

Locally, the top question of 2019 is whether Sydney and 
Melbourne property markets have a hard or soft landing. 
Most commentators favour a moderate, manageable 
cooling in property prices that doesn’t crunch the banking 
sector or economy. But Australia’s weaker-than-expected 
growth figures this month reinforced the property 
slowdown’s effect on household consumption.

The fourth question is regulatory/political uncertainty. 
It’s not just the effect of the Hayne Royal Commission on 
banking regulation. It’s the upcoming Aged Care Royal 
Commission, energy-market reforms, State and Federal 
elections, and government swamping industries with 
extra regulation. A Labour Government, almost certain, 
according to opinion polls, will add to uncertainty with 
its negative gearing and franking policies.

Nobody knows for sure how these issues will play 
out. My view is US rate rises will be slower than the 
market expects, the US/China trade war will have more 
brinkmanship before being resolved, Australian property 
prices will have a manageable landing and regulatory/
political uncertainty will have a larger negative impact 
than markets expect. 

One certainty is continued high market volatility in 2019 
as the answers to these four questions become clear. Put 
another way, larger market sell-offs and rallies as bulls 

and bears slug it out. Volatility in October was a taste of 
what’s ahead in the next 12 months. 

If I’m right, 2019 will be another challenging year for share 
investors, but also a year of extraordinary opportunity 
and bargain hunting. Value is rapidly returning to global 
and Australian equities after a horrendous sell-off since 
October. However, this is no time to be invested fully in 
equities or to take aggressive bets on pricey  stocks. I’m 
not convinced this downtrend has run its course.

Make no mistake: there will be terrific bargains in 2019, 
possibly in oversold cyclical stocks later in the year. For 
now, I’m focusing on defensive names and do not see the 
latest sell-off as another “buy the dip” situation before 
a next big run higher, although that view could change  
quickly if the extent of recent market falls continues.

Once we get through a difficult 2019, my medium-term 
view on Australian equities (1-3 years) is bullish. The 
economy is still in good shape, population growth is 
a tailwind and, unusually, we are having a property 
correction during record-low interest rates and low 
unemployment. Addressing an overheated property 
market and rampant household debt when conditions are 
robust (rather than during a crisis) is vital to setting up 
economic and market gains in the medium term. 

The upshot is the next 12-month period is a time to 
reposition portfolios for medium-term gains. To be 
careful, patient and value focused. To be defensive. To 
preserve capital. That thinking informs my three stock 
ideas for 2019: Coles Group, UK-focused bank CYBG and 
Auckland International Airport. They are stocks I’d buy 
now because of their defensive qualities, yields and 
valuations. These stocks should be relatively less affected 
if the market storm worsens.

Investors who want to pounce on higher-growth stocks 
during market sell-offs in 2019 could consider: Macquarie 
Group, Unibail-Rodamco-Westfield, BHP Billiton, ResMed, 
Xero, IDP Education, Reliance Worldwide Corporation, G8 
Education, REA Group, Seek, James Hardie Industries, 
Carsales.com and Invocare.
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1. Coles Group (COL)

I follow demergers closely for the Switzer Report, 
principally because they have a habit of outperforming in 
the year after being set free from their parent company. 
That will be true of supermarket giant Coles, demerged 
from Wesfarmers this year. Coles’ consumer-staples 
offering has defensive qualities in a slowing Australian 
economy; households might cut back on discretionary 
items but they still need to eat. Also, big supermarkets 
are less affected by online competition compared to 
discretionary retailers. 

Although competition from Woolworths and, 
increasingly, Aldi is growing, Coles’ sheer scale should 
underpin moderate earnings and dividend growth. 
The well-run supermarket has shown it can innovate 
through clever pricing and promotions and should 
be invigorated as a standalone business that is not 
competing for capital within Wesfarmers. Coles won’t 
star, but an expected 5.1% yield, fully franked, should 
take the total return to low double-digits; an attractive 
outcome given its defensive qualities and evaluated 
market risks. 

Coles also listed on ASX at a significant valuation discount 
to Woolworths – about 4 PE points on some broker numbers. 
Woolworths deserves to trade at a valuation premium to 
Coles, but not by that much, creating scope for a steady re-
rating of the latter. (See above Chart 1: Coles). 

| Tony Featherstone |

2. CYBG Plc (CYB)

The National Australia Bank spin-off halved from its 
52-week high of $6.36. The UK regional bank’s earnings 
disappointed in FY18 and Brexit remains a risk. Poor 
sentiment towards bank stocks also contributed to 
CYBG’s big sell-off. 

CYBG has much work to do. The mid-size bank is dwarfed 
by the UK’s big-five banks, has a lower return on equity 
and poorer-quality franchise – reasons why NAB spun-
off its UK business after years of weak performance.

But every problem is an opportunity and every stock 
has its price. CYBG has much scope for operational 
improvement as management drives efficiency gains, 
better customer service, product development and 
stronger marketing. 

CYBG’s takeover of Virgin Money, approved in October, is 
a good move as Virgin Money has earnings upside. 

At $3.22, CYBG is on a prospective Price Earnings (PE) 
multiple of 7 times. The total return (including dividends) 
is down 44% over a year – an astonishing fall for a bank. 

Macquarie values the bank at $5 share, expecting near-term 
pricing pressures to continue but “long-term value at current 
levels”. CYBG, the UK’s largest challenger bank, looks badly 
oversold on that view. (See Chart 2: CYBG above).

“The upshot is the next 12 month period is a time to 
reposition portfolios for medium-term gains. To be 

careful, patient and value-focused.”

Chart 1: Coles                Source: ASX Chart 2: CYBG                Source: ASX

Here is a snapshot of the three stocks to consider for your portfolio:
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3. Auckland International Airport (AIA)

I have written favourably about the New-Zealand airport 
operator several times for the Switzer Report and it 
remains a preferred idea. AIA’s one-year total return 
(including dividends) is 21% and over three years its 
average annual return is 11%, Morningstar data shows. 
AIA makes this list for three reasons. First, its defensive 
qualities. Like Sydney Airport, AIA is a monopoly in its 
market and better placed to withstand a slowing economy 
and market. As NZ’s largest airport it handles more than 20 
million international and domestic passengers annually.

Second, AIA has significant scope to expand its 
commercial property portfolio thanks to its large land 
bank and will benefit from ongoing retail redevelopment 
at its terminals. 
Like Sydney Airport, AIA is superably leveraged to growth 
in inbound Asian tourists. Asia’s unfolding middle-class 
boom and its effect on Trans-Tasman tourism has been 
one of my favourite themes.
Third, AIA’s valuation still appeals. Its forecast PE multiple, 
using consensus analysts, of 31 times FY19 is high, but 
less than comparable listed airports. Sydney Airport, for 
example, is on 40 times, although it deserves a premium 
as it is a higher-quality asset in my view. 

Morningstar values AIA at $6.90 a share, suggesting the 
stock is fully valued at the current price. I expect AIA to 
do better than that and provide a low double-digit return 
in 2019 (with dividends) – a decent result given the risk 
profile. 

AIA is not without risk: regulatory challenges are a 
recurring concern amid pushback on its proposed per-
passenger fee pricing from the New Zealand Commerce 
Commission. But AIA will perform better than many 
stocks if the market turbulence increases in 2019.
(See Chart 3: Auckland International Airport)

| Tony Featherstone |

Chart 3: Auckland International Airport  Source: ASX
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Each stock below is a quality, well-run company with good long-term prospects. But, for now, looks overvalued given 
market conditions and is a candidate for profit taking. That said, if markets continue to tumble at the current rate, it 
will be time for buying, not selling. None of the stocks below should be considered as “avoids” or warrant immediate 
selling. Rather, some judicious trimming of exposures from investors who sensibly want to lift the cash holding in 
portfolios so they can rotate into cheaper stocks in 2019 as opportunities emerge.

1. Qantas Airways (QAN)

The iconic airline operator is a tough inclusion 
on this list. It is one of Australia’s best-run 
companies in my view and an 18% fall from the 
52-week high suggests the stock’s overvaluation 
has already unwound.

Qantas has had many tailwinds in the past two 
years: an international and domestic tourism 
boom, good consumer confidence, lower fuel 
prices and weak competition. It capitalised on 
these conditions superbly, but its peak may 
have passed for now. 

Qantas would look a lot more interesting below 
$5 and might get there in a hurry.

| Tony Featherstone |

2. Shopping Centres Australasia Property Group (SCP)

The sub-regional and neighbourhood shopping 
centre has been one of my favoured Australian 
Real Estate Investment Trusts (AREITs) over 
the past few years. SCP’s one-year annual total 
return (including distributions) is 21% and over 
three years it is 13%. 

SCP is benefitting from Australia’s strong 
population growth and I like its exposure to 
consumer staples (through anchor tenant 
Woolworths) and lower exposure to discretionary 
retail. 

After its rally this year, SCP is on a premium to 
Net Tangible Assets (NTA) of about 18% on my 
calculations. 

Beware AREITs on high NTAs in this market, 
amid signs that the sale prices for smaller 
shopping centres are slightly easing relative to 
their book values. SCP is a well-run AREIT with 
good long-term prospects to service a larger 
population. Its valuation premium has just run 
too far, too fast, for now, in this market. 

Here are two stocks that look overvalued:

Chart 4: Qantas Airways                        Source: ASX Chart 5: Shopping Centres Australasia Property Group          Source: ASX
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3 BUYS & 3 SELLS FOR 2019
By James Dunn

There are opportunities out there for those who go looking.

I nominated baby goods retailer Baby Bunting in April, as a fallen 
star (https://switzersuperreport.com.au/3-fallen-angels/): the stock 
had been caught up in the general fear that no retailer could survive 
the arrival of Amazon Prime in Australia – especially as the stock 
market knew that Amazon was a major player in the baby goods 
category in the US. 

But there has been a huge change of view in the market since then, 
with Baby Bunting now viewed as dominating its market, and 
heading down the track towards Bunnings-like status in the $2.4 
billion baby goods sector. The discounting problems that caused 
Baby Bunting to slash its profit guidance in November 2017 have 
now washed-through the sector – Baby Bunting reported a 9% rise 
in revenue to $303 million in FY18, but a 29% fall in net profit to 
$8.7 million – and its profit guidance for FY19 was lifted in October 
and then again in November, on the back of strong sales in the 
first 20 weeks of the financial year. Baby Bunting has been re-rated 
significantly, but still looks very rewarding buying at these levels. 

Nickel producer Western Areas has dropped sharply in price since 
July, from levels above $3.60, as the nickel price has come off 
from its highs of more than US$7 a pound, to levels under US$5 a 
pound. It wasn’t supposed to be like this: investors felt back then 
that nickel was poised to run, given its prominent role in electric-
vehicle batteries. Supply – as it usually does – flowed in to spoil 
the picture, this time from Indonesia and the Philippines. But rising 
Chinese demand is seeing nickel stockpiles fall and it is likely that 
the market has moved into deficit, where it should stay for several 
years – enabling the nickel price to rise. That should play into the 
hands of Western Areas, which runs two of the best producing 
nickel mines, Flying Fox and Spotted Quoll, in Australia, and with 
its recent purchase of Odysseus (acquired through Cosmos) appears 
to be another high-quality nickel asset. 

Western Areas needs a nickel price rise to comfortably fund 
bringing Odysseus to mining, but it looks like it will get that: it also 
looks as though the global market will require plenty of high-grade 
nickelsulphide supply into the next decade, and Western Areas is 
very well-placed to meet that demand. Western Areas is debt-free, 
with more than $150 million in the bank as at the June 30 result. 

Here are 3 stocks to consider buying in 2019:

| James Dunn |

1. Baby Bunting (BBN, $2.16)
Market capitalisation: $272 million
FY19 forecast yield: 3.7%, fully franked
Three-year total return: –0.2% a year 
Analysts’ consensus target price: $2.72

2. Western Areas (WSA, $1.93)
Market capitalisation: $527 million
Estimated FY19 dividend yield: 1.8%, 
fully franked
Three-year total return: –3.1% a year
Analysts’ consensus target price: $3.00
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There is no shortage of people who would argue that digital payment 
app Afterpay Touch deserves to be below, in the sells: priced at 240 
times expected FY19 earnings, a price/earnings (P/E) multiple that 
screams “trouble.” Stocks priced for perfection usually disappoint: it 
only takes one stumble for them to fall badly, and it is not as if there 
are no potential banana-skins lying in wait for Afterpay. 

The company’s platform, which allows retailers to offer their 
customers the ability to buy products on a “buy now, receive now, pay 
later” basis – with the credit assessed and funded by Afterpay – has 
proven highly successful, almost to the point of becoming a verb, in 
the way that people will “Uber” somewhere, they “Afterpay” for stuff, 
in four instalments. It appeared that success had come at a price, 
however, and that Afterpay would be dragged into this month’s Senate 
inquiry into payday lenders, lease-to-buy schemes and “buy now, pay 
later” providers; but the company got strongly onto the front foot with 
its submission to the inquiry, saying that its customers use it as a 
tool to help them budget and manage their money, not as a source 
of credit. Corporate regulator, the Australian Securities & Investments 
Commission (ASIC) also wants the power to more closely regulate the 
buy-now-pay-later sector. 

These concerns pulled back the APT share price from the high-$19 
levels in August, to current levels, which are still outlandish for a stock 
expected to earn 4.9 cents a share in FY19. But all of this ignores the 
real reason to buy Afterpay – its progress in entering the US market. 
It announced last month that less than six months after launching in 
the US, more than 300,000 consumers and more than 900 retailers had 
transacted with Afterpay in the US, and it had a pipeline of another 
1,300 retailers moving on to its platform. The US is a market more than 
ten times the size of Australia, and ultimately, that’s the main game for 
Afterpay – and the company is exceeding expectations there.

| James Dunn |

Market capitalisation: $2.7 billion
FY19 forecast yield: no dividend expected
Three-year total return: n/a
Analysts’ consensus target price: $19.15

3. Afterpay Touch (APT, $11.97)

Here are 3 stocks to consider selling in 2019:

1. ASX (ASX, $58.71)
Market capitalisation: $11.3 billion
FY19 forecast yield: 3.8%, fully franked
Three-year total return: 17.7% a year
Analysts’ consensus target price: $57.25

A stock market under pressure means less revenue for the operator of 
that market, and that is the likely scenario for ASX Limited heading 
into 2019. The recent (and ongoing) market correction is likely to 
hit ASX’s revenue from capital raisings over the next six months 
at least, and it can take some time to recover from a downturn 
in that part of the business. Analysts did not like the company’s 
warning with its FY18 result that its costs were rising more than 
expected. ASX is a regulated monopoly – it does have some minor 
competition from alternative exchanges Chi-X and National Stock 
Exchange (NSX), but it is still the dominant local stock, derivative 
and options trading exchange. ASX is the only organisation licensed 
to operate securities clearing and settlements services in Australia 
for exchange-traded securities and derivatives, which represents 
46% of its revenue. As a stock ASX has been a very sound performer, 
because of its high margins and return on capital, and has become 
known as an income stock, but at 24 times expected earnings, it 
has simply become pricey, and a weakening market is the last thing 
such a multiple can afford. 

“Stocks priced 
for perfection 

usually 
disapoint. It 

only takes one 
stumble for 

them to perform 
badly”



15www.switzer.com.au
| James Dunn |

The bottler of the black stuff has returned a derisory –1.8% a year 
over the last five years – meaning significant opportunity cost 
for investors as well as a loss – and in the wake of the company’s 
investor day event last month, that doesn’t look like changing 
anytime soon. CCL finds earnings growth very hard to come by. 
Price pressures, concerns about sugar and the introduction of 
container deposit schemes have all been drawbacks for the core 
Australian beverages business, which is struggling – although CCL 
has bitten the bullet and decided to sell its canned fruit operation 
SPC, which will improve the underlying earnings base. Indonesia 
and Papua New Guinea had a good year in 2017, but market growth 
rates are holding the company back; the New Zealand and Fiji 
businesses are going OK, and alcohol and coffee is a bright spot in 
Australia and New Zealand, albeit from a low base. 
Coca-Cola Amatil says 2019 will be another transitional year, and 
that simply is not what long-suffering shareholders want to hear, 
particularly when there is considerable nanny-state scrutiny on 
the core product. The company’s main focus is on seeing-through 
its “Accelerated Australian Growth Plan” and unlocking growth in 
Indonesia, but earnings growth will be stagnant this year (Coca-
Cola Amatil is a December year-end reporter) and in 2019, and 
there are no good reasons keeping investors in the stock.

Telco Vocus Group is an awfully long way from the $9.25 peak in 
2016, and although it has rebuilt from the depths of the $2.20s earlier 
this year, its rebound looks like stalling. Vocus is another stock in 
a transition year, as it struggles to find the right structure with its 
suite of brands – including M2 Commander, Dodo and iPrimus 
– and its business units, which are enterprise and government, 
wholesale and international, consumer and New Zealand. 

The company has had a string of bad publicity, ranging from 
having to compensate NBN customers for selling them onto plans 
with unattainable speeds, to video of non-existent security at one 
of its New Zealand data centres going viral. 

Vocus has finished laying the Australia-Singapore Cable – which it 
took over, along with the North-West Cable System, when it bought 
Nextgen Networks in 2016 – and now has the fibre and network 
infrastructure in place to generate growth, but analysts see ongoing 
weakness in its consumer and small to medium business (SMB) 
business units holding it back. In FY18, revenue grew 4% to $1.9 
billion, while net profit was down 16% to $127.1 million. New CEO 
Kevin Russell is committed to turning the company around, and 
should be able to point to earnings growth in FY19, but analysts 
feel the market is being asked to pay too much for that growth. 

2. Coca-Cola Amatil (CCL, $8.33)
Market capitalisation: $6 billion
FY19 forecast yield: 5.3%, 67.8% franked
Three-year total return: 3.5% a year
Analysts’ consensus target price: $8.20

3. Vocus Group (VOC, $3.38)
Market capitalisation: $2.1 billion
FY19 forecast yield: no dividend expected
Three-year total return: –22% a year
Analysts’ consensus target price: $2.62

“There are opportunities out there for 
those who go looking.”
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WHAT’S AHEAD FOR PROPERTY?

By John McGrath

The fundamentals underpinning property values in Australia remain solid. Rock solid. 
What we are seeing now is an important part of every major asset cycle – a correction in 

values after a sustained period of growth. 

| John McGrath |

“There is zero chance we will see a collapse like this. 
There would have to be a global economic ice age...”
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| John McGrath |

A friend chatted to me over coffee recently. He was 
disappointed and concerned that property values were all 
falling and even more distressed about a TV programme 
that predicted a seismic 40% drop in values in the 
near future. As I listened, I wondered how many other 
Australians were sitting with this same fear.

Firstly, I pointed out that in Sydney (and Melbourne), the 
5–10% drop we’ve seen so far followed a growth cycle 
that added 60–100% to property values overall. Many 
Australians owned property for the entire duration of 
this cycle and therefore have enjoyed the full benefit. I 
suggested he consider shifting his view. In reality, his 
particular property had gone up by 70% and that included 
the recent 10% correction in his area. 

Next I addressed the sensational and erroneous theory 
being bandied about by some purported experts that 
there is another 40% drop in values to go. There is zero 
chance we will see a collapse like this. There would have 
to be a global economic ice age to generate this sort of 
slump and then it wouldn’t matter where your cash 
was tied up, we’d all be in trouble! The fundamentals 
underpinning property values in Australia remain solid. 
Rock solid. What we are seeing now is an important part 
of every major asset cycle – a correction in values after a 
sustained period of growth. 

Remember, it was only Sydney and Melbourne that had 
significant growth (over 50%) in recent years. The rest of 
Australia has had pretty subdued price increases post-
GFC. I’ve heard the “40% overvalued” theory four times 
in my 35 years in property. It’s like the same groups are 
chasing the same headline impact every time the market 
corrects. Not once has this provocative prediction come 
true – or even close to it. It won’t this time, either. 

So, what’s next? Sydney and Melbourne prices might 
correct by another 5% to a maximum of around 10%. In 
2019, I see the strong possibility of a mini rebound as buyer 
demand grows at adjusted pricing levels. It’s impossible 
to pick the top or bottom until they are behind us but 
my instincts tell me the market has corrected quickly 
and we are within a few percentage points of new price 
benchmarks. 

Only three things could change this. A spike in interest 
rates over the next 24 months, which would return us to 
the long-term average of around 7%. Banks tightening 
lending even further. Unemployment escalating rapidly. 
None of these are likely to happen. I believe the worst of 
this correction is already over and we’re in for a much 
softer landing than many pundits predicted. 

Meanwhile, it couldn’t be a better time for first home 
buyers. With the bank of mum and dad by their side, 
along with generous stamp duty concessions and 
government savings initiatives, there are excellent 
opportunities to get a foot in the door after a long period 
of difficulty. Within the broader market, I believe there is 

still solid demand across most price points but lending 
restrictions are ruling many buyers out. In the long run, 
it’s strengthening our broader financial system but the 
market needs time to adjust. 

As our major cities become more crowded, congested and 
expensive, will more people trade off size for location? 
Will people sacrifice a bedroom or garden to live closer 
to the CBD? 

As Uber Eats feeds more Australians, will kitchens become 
less important or even vanish in some instances? Will 
young families and empty nesters pull the rip cord on 
city life and escape to our vibrant, re-emerging regional 
centres that are readily available within a 90 minute 
radius of the capitals? 

Will Brisbane and South East Queensland finally get 
their time in the sun? The Sunshine State is once 
again Australia’s favourite destination for internal 
migration and most importantly, the economy is 
turning a corner. Prospects for investment up north 
are as good as I’ve seen them. 

Finally, a note on Sydney. You might think this great city 
has reached its limits, with affordability far too strained 
and little room for further capital growth in the medium 
term. I disagree. We are on the cusp of what will go down 
in history as the great renaissance of Western Sydney.  
Massive new infrastructure, billions in new investment 
and tens of thousands of new jobs are about to emerge in 
Sydney’s most affordable region, where prices have the 
most room to grow. We hope this provides fresh insights 
and ideas for your benefit into the future.

To read the full McGrath Report:
 https://issuu.com/mcgrathestateagents/

“I believe the worst 
of this correction 

is already over 
and we’re in for a 

much softer landing 
than many pundits 

predicted.”

 https://issuu.com/mcgrathestateagents/
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INVESTING IN ASIA IN 2019

By Mary Manning, Portfolio Manager, Ellerston Capital

Asian companies and stock markets have been casualties in 2018 of the Trump trade 
war but the contrarian smarties want a piece of them if a trade war peace breaks out.

Asian markets grinded lower for most of 2018 with 
the MSCI Asia ex Japan Index (USD) falling 22% from its 
January high to the middle of December. 

Our analysis of past market corrections in Asia suggests 
that this sell off is likely closer to the end than the start. 
As such, we enter 2019 with cautious optimism of a 
better year for Asian markets. 

Two key events to monitor for Asian markets in 2019 
will be the outcome of the trade war and the direction of 
interest rates in the US. 

On the trade war, the meeting between Donald Trump 
and Xi Jinping at the G20 summit on December 1 
seemed to increase the likelihood of a negotiated 
outcome. However, the subsequent arrest of Huawei’s 
CFO in Canada over alleged violations of US sanctions 
on Iran has again escalated US/China tensions and 
complicated ongoing trade negotiations. 

We do not expect the Huawei issue will go away quickly, 
which means the supply chain stocks could remain 
under pressure for the foreseeable future. So while we 
like technology as a sector, our preference heading 
into 2019 is in the China internet names such as 
Baidu, Alibaba and Tencent rather than tech hardware 
companies. 

On US monetary policy, the recent comments by 
Chairman Powell that US rates are “just below” the 
neutral level could provide a supportive backdrop for 
many Asian markets in 2019. That’s because Emerging 
Markets as an asset class typically outperforms during 
periods of slowing/falling US interest rates and a 

depreciating US dollar. We have recently added stocks in 
current account deficit countries such as Indonesia and 
the Philippines to position for this outcome. 

India is another country that could benefit from a more 
dovish US monetary policy. India has been an overweight 
for Ellerston Asia since inception and continues to provide 
attractive opportunities as it is the fastest growing major 
economy in the world. Stocks we like in India are Larsen 
& Toubro, Jubilant Foodworks, Reliance Industries and 
Hindustan Unilever. 

“We enter 2019 with cautious optimism 
of a better year for Asian markets.”

| Mary Manning |
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The clear opportunity in markets is the extreme value 
presented by cyclical assets, in a world that is growing 
reasonably well with mild inflation. To be avoided are 
highly priced secular growers, especially in tech, and 
more interestingly in safety – in low volatility/high 
quality businesses – much beloved by both algorithmic 
traders and investors seeking safe havens. 

The outlook for corporate profit growth into 2019 appears 
solid, if unspectacular. However, many equities globally 
are priced for dire outcomes. The result could be strong 
performance for cyclical assets in 2019 and beyond. 

Many major markets are trading cheaply: for instance Korea 
on 8 times earnings, China on 9 times, Germany on 11 times 
and Japan on 12 times. Many fine companies are trading on 
trivial valuations: for instance Samsung on 6 times, BMW 

6 GLOBAL OPPORTUNITIES IN 2019

By Julian McCormack, Investment Specialist, Platinum Asset Management

Platinum Asset Management has always thought outside the square and for those 
looking for ideas think cheap, quality cyclical companies are the plays for 2019

“The outlook for corporate profit 
growth into 2019 appears solid.”

| Julian McCormack |

on 7 times, Daimler on 6 times, Itochu on 6 times earnings, 
Skyworks Solutions on 10 times, Glencore on 8 times . 

Once upon a time it was hard to find a stock on 10 times 
earnings! Cyclicals are cheap! We think there is a significant 
divergence between investor perception and reality – 
investors are pricing dire outcomes in the global economy. 

It is entirely possible that there will be a continued de-
rating of financial assets, which were buoyed by the easy 
money policies of the last 10 years, such as high flying 
tech stocks and high quality, bond-like stocks. The global 
economy, however, is in reasonable shape, growing at 
approximately trend rates. 

Indeed – this is precisely why rates are rising!
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Company BMW Daimler Samsung Itochu Glencore Skyworks 
Solutions

P/E ratio 7x 6x 6x 6x 8x 10x

Earnings 
yield

14% 17% 17% 17% 13% 10%

Source 1: MSCI, Credit Suisse. Current as at 2 December 2018. All multiples on a “next twelve month” basis. 
Source 2: FactSet. Current as at 2 December 2018.

| Julian McCormack |

“The global economy, however, is 
in reasonable shape, growing at 

approximately trend rates.”
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What’s your top share pick for 2019?

Austin Engineering (ANG.ASX)

ANG manufactures customised truck trays for mining 
clients around the world with manufacturing sites in 
Australia, Sth America, Nth America and Asia. The truck 
trays are designed to suit each mine’s specific conditions 
- minimising weight and maximising tonnage moved.

Austin Engineering looks well placed for strong 
performance in 2019 as it transitions from a turnaround 
story to a growing business with strong expected 
cashflow.

The turnaround under MD Peter Forsyth (formerly a 
manager at equipment leader Caterpillar) has been 
impressive to date, with the final piece in the puzzle being 
the sale of the Chile crane hire business ,which is expected 
in the coming months. This will greatly improve the 
balance sheet and focus the business on its core activity. 
Peter has also signalled his confidence in the business, 
recently purchasing 300,000 ANG shares on market.

Why are your management and our 
investment teams so confident for 2019?

Truck trays are designed to last 5-7yrs with the moving 
of ore wearing down the steel bodies over time. Truck 
installation in the last boom peaked in 2012, particularly 
in WA and miners have been running the gear very hard 
since to the point that the replacement cycle cannot be 
pushed out further. With healthy cashflow we expect that 
miners will start the very large replacement cycle needed 
with some encouraging signs of this already seen in 2018. 
Austin is well placed to capture this work given their 
leading engineering position globally.

MY PICK FOR 2019
In the gold rush days, the people selling picks and pans made more 
than the guys using them to get rich. We look at a company selling 
truck trays to miners and there’s a truckload of money in this business.

“From a turn around story to a growing 
business with strong expected cashflow.”

| Andrew Smith |

Portfolio Manager, Perennial Value Small and Microcaps & Investment Manager 
for eInvest Future Impact Small Caps Fund (Managed Fund)
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PETER SWITZER’S NEW BOOK:
‘JOIN THE RICH CLUB’

COMING SOON!


