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Investment strategy 

All eyes are on the US, with Donald Trump’s inauguration later this week and markets could be
hyper-sensitive to whatever he says. Today, therefore, I share my investment strategy and explain why
I’m a very conservative ‘risky’ investor!

    Sincerely,

 
  Peter Switzer
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Should your investment strategy be
conservatively risky, like mine?
by Peter Switzer

 
In a week when markets could be hyper-sensitive to
what Donald Trump says with his inauguration
speech on Friday, it got me thinking about what our
investment strategy should be. I hate treating share
investing like punting on the horses.

Let me be very honest here: I’m a very conservative
‘risky’ investor!

I know it sounds like a contradiction in terms but it’s
not, given the changing world we live in where we’re
living into our eighties. When I first looked into
financial planning when someone retired, the more
balanced investor was not a wealth-creator but a
super conservative capital ‘preserver’.

These people wanted to preserve their capital so they
went into term deposits or bonds. However, what they
were generally doing was eating into their capital and
effectively praying that they wouldn’t live too long
and run out of cash!

Well, we’re living a long time and the experts say
many more of us will be hitting 90 and then 100 like
never before, so we can’t afford to close up shop on
investing in shares in our sixties and even our
seventies!

I am 100% exposed to stocks in my super fund —
given a balance of cash for opportunities, and I didn’t
care — too much — when the GFC-crash hit the market
by 50%. My portfolio was better than the index and I
still copped it. However, as I teach about the
vicissitudes of the investing cycle, I was pretty
relaxed about it.

When I saw CBA under $30 and stocks with a great
history of playing dividends, I loaded up on them. As I
am getting older, I was happy to swing my investment
strategy towards companies that pay good dividends

and their track record shows they do it repeatedly.

Let’s imagine you bought CBA at $30 in February
2009 because you believed what I was arguing then.
Your dividend yield on that investment is $4.20 on
$30, which is 14% before franking credits. And then
there’s the capital gain to be acknowledged.

The current share price is $83 or so, and that means
you’ve made 176% capital gain as well. Even if
you’d followed my advice in early November this
year, you could have bought CBA at $69 and on a
$4.20 dividend, your yield would have been 6%
before franking credits.

I know I could do better in individual years if I didn’t
have a dividend and growth-biased strategy, with a
higher priority on dividends. However, I like the fact
that conservative stocks can also be nice capital
gainers over the cycle, especially if you follow my
‘buy the dips’ strategy.

The history of stock markets says that over a 10-year
period, the index will deliver around 10% per annum,
despite two or three bad years. And half of that return
is dividends. Given this, I like to swing my bias for
stocks towards dividends, especially when they’re
franked 100%. Sure, I could miss out on some capital
gains from spectacular capital gain performers — often
small- and mid-caps — but I just like the idea of
investing in companies that consistently pay good
dividends and in particular those businesses that
grow their dividend.

How many stocks do I play with? Well, this is another
aspect of my conservative risky investment strategy,
because I hold around 20 stocks. My mate, Paul
Rickard, teases me for holding so many, but I don’t
like having too much exposure to any crazy
government decision or out of control CEOs!
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Now I’m not telling you that you have to copy me
because your risk profile and goals could be very
different to mine. And in reality, not many of my
financial planning clients would be playing the same
game as me, but as I say, my strategy links to my
goals and appetite for risk.

For this year, my team and I will be on the lookout for
companies that pass my dividend growth test, so
watch this space.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Our high-income stock portfolio for 2017
by Paul Rickard

 
The objective of the high-income stock portfolio is to
deliver tax advantaged income, whilst broadly
tracking the S&P/ASX 200.

Following above market performances in 2013, 2014
and 2016, and marginal underperformance in 2015
(24.36% pa in calendar year 2013 for outperformance
of 4.16%, 8.13% pa in 2014 for outperformance of
2.52%, 1.95% pa in 2015 for underperformance of
0.61%, and 14.48% pa in 2016 for outperformance of
2.68%), we have made some changes to the income
portfolio. These changes reflect our view on the
dominant investment themes for 2017, which we
expect to be:

Interest rates remaining at low levels,
although some upward movement in bond
rates;
The US Fed likely to increase US interest
rates by 0.75%, but probably no move in
Australia by the RBA;
The Australian dollar at around 0.70 to 0.75
US cents, but with risk of breaking down if the
US dollar firms;
Commodity prices remaining reasonably
well-supported;
A positive lead from the US markets and
President Trump;
A moderate pick-up in growth in Australia,
back towards trend levels; and
No material pick up in domestic inflation.

The changes to our portfolio are fairly minor and are:

A general re-balancing within sectors, with
minor changes to some of the individual stock
weights;
A marginal reduction in the financial sector,
with the effective weight falling from 50.4% to
47%;

The addition of Tabcorp to the portfolio.

The portfolio is forecast to generate a yield of 4.90%,
franked to 87.4%. Importantly, we expect that this
portfolio will moderately underperform relative to the
benchmark price index in a strong bull market, and
moderately outperform in a bear market.

Construction rules

Before detailing the portfolio, let’s recap on the
construction rules that have been applied to develop
the portfolio. These are:

we used a ‘top down approach’ looking at
the industry sectors, and introduced biases
that favour lower PE, higher yielding sectors;
so that we’re not overly exposed to a market
move, we have determined that in the major
sectors (financials and materials), our sector
biases will not be more than 33% away from
index. For example, the ‘materials’ sector
weighting on the S&P/ASX 200 is currently
16.2%, and under this rule, our possible
weighting is in the range from 10.8% to
21.69% (i.e., plus or minus one third or 5.4%);
we require 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too
hard to monitor), and have set a minimum
stock investment of $3,000;
we confined our stock universe to the ASX
100;
we have avoided stocks from industries where
there is a high level of exogenous risk, such
as airlines;
we prioritise stocks that pay fully-franked
dividends and have a strong track record; and
within a sector, the stocks are broadly
weighted to their respective index weight,
although there are some biases.
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On a sector basis, we are underweight materials
stocks, and marginally overweight financial stocks,
otherwise our sector biases are relatively small. We
are avoiding real estate (potential impact of higher
interest rates, plus lack of franking on real estate
investment trusts), and health care (low dividends
and pricing multiples). And although it looks like we
are very overweight industrial stocks, this is more a
classification issue as Transurban and Sydney Airport
are not your typical “industrial” stocks. Our portfolio
compares to the S&P/ASX 200 sectors as follows:

* ASX 200 index weights as at 30 December, 2016

Portfolio

Our income-biased portfolio per $100,000 invested
(using prices at the close of business on 30
December 2016) is

Forecast returns

Using consensus analyst forecasts from FNArena,
portfolio has the following characteristics:

Forecast PE for 2017: 18.2 (16.1 if Sydney Airport

and Transurban are excluded)
Forecast Dividend Yield for 2017: 4.90% pa
Franking: 87.4%

For an SMSF in the accumulation phase, the forecast
4.90% dividend yield will translate to an income return
of 5.95% pa (after tax). For a fund in pension phase,
the income return will increase to 7.00% pa.

In a bull market, we expect that the income biased
portfolio will underperform relative to the standard
S&P/ASX200 price index, due to the underweight
position in the more growth-oriented sectors and the
stock selection being more defensive. And conversely
in a bear market, it should moderately outperform.

We will monitor the portfolio and report back each
month in the Switzer Super Report on its
performance.

On Thursday, we’ll look at our growth-oriented
portfolio.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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5 new ETFs
by James Dunn

 
With the desire for direct investments among
self-managed super funds (SMSFs) seemingly well
entrenched, 2016 saw a flurry of product
development in the exchange traded fund (ETF)
arena.

The range of ETFs available to Australian investors
continues to expand, and has gone well beyond
simply opening up opportunities to invest in different
asset classes and overseas markets: the newer
generation of ETFs specialise in offering targeted
access to different ways of looking at the existing
asset classes, all with the aim of locking-in highly
precise investment allocations.

Here are five of the most interesting.

BetaShares Australian Ex-20 Portfolio Diversifier
ETF (ASX code: EX20)

Not many major world share markets are as
concentrated as Australia’s. By market value, the
ASX is dominated by a handful of large stocks: the
top 20 stocks account for more than 60% of the total
value of the benchmark S&P/ASX 200 Index. The top
seven stocks represent almost half of the index.
Therefore, these stocks account for most of the
movement of the index.

So, if you own a broad Australian index ETF or index
fund, more than 60% of your investment will be in this
in a group of whales, including the big four banks,
Telstra and BHP Billiton. In effect, your portfolio is
over-exposed to Australian banking, with resources
and telecommunications representing about the
extent of your diversification.

This has been exacerbated in recent years as the
requirement for income has driven many investors
(especially SMSFs) into those high-yield stocks

where the yield is relatively safe. That means the
likes of Telstra (which offers a grossed-up yield of
8.6%–8.8% over FY17 and FY18, based on analysts’
consensus forecasts) and the big four banks (where
yields range from 8.1%–8.6% in FY17 and
8.1%–8.5% in FY18).

If your share portfolio contains the big yield stocks,
you are to a large extent doubling-up, if you also own
a broad Australian index ETF or index fund. EX20
solves this: it tracks the performance of the 180
stocks that are in the S&P/ASX 200, but not in the
S&P/ASX 20. In this way, it reduces portfolio
concentration and diversifies an Australian share
portfolio into other sectors. Managed for 0.25% a
year, the EX20 is a very handy portfolio tool.

iShares Edge MSCI Australia Minimum Volatility
ETF (MVOL)

ETF issuer iShares last year brought to the Australian
market the first ETFs designed to pick up the return
from particular “factors” in the stock market, which
are stock characteristics that have been observed
over the long term to be fundamental underlying
drivers of equity return.

This is “smart beta” investing, which is an approach
based around building a different index to the
traditional broad market-capitalisation-based indices,
so as to harvest a different return – staying within the
same asset class, in this case shares.

One of the most common smart beta factors is
volatility – specifically, low volatility, the stocks that
historically have fluctuated in price less than the
overall index.

These stocks tend to be more mature companies that
rely less on continued economic growth. They tend to
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fall by less in market downturns, which is good for
helping a nervous investor sleep better at night, but
for that added safety layer, these stocks also tend not
to rise as much in market rallies. Low-volatility stocks
also tend to have higher-than-average yields.

This opens up one of the drawbacks of the factor ETF
approach: because of its criteria, the MVOL portfolio
is heavily weighted to the same stocks that dominate
SMSF portfolios already, such as the big four banks
and Telstra.

With that in mind, investors could try the same
approach in global stocks, by using the iShares Edge
MSCI World Minimum Volatility ETF (WVOL). This
fund tracks the minimum-volatility strategy applied to
the large and mid-capitalisation stock universe across
23 developed markets. Both ETFs are managed for
0.3% a year.

Bear in mind that WVOL is not currency hedged,
meaning that investors are taking currency risk. But
some investors don’t mind unhedged global
exposure – they view the currency exposure as
another layer of diversification away from Australian
dollar denominated assets.

ANZ ETFS Euro Stoxx 50 ETF (ESTX)

After ending 2016 with their first down year in five,
European stocks might not be on the radar of many
Australian investors, but the Eurozone could be a
good investment destination this year: it will benefit
directly from any pick-up in global growth. (However,
with elections in the Netherlands, France and
Germany in 2017, political risk will be a constant).
Nevertheless, given that 50% of European companies
derive their revenues from outside Europe – and 20%
of European sales go to the US – any positive
reaction to the Trump administration policies will likely
be felt on Eurozone exchanges.

And particularly, in the Eurozone’s large-cap stocks
– which makes the ANZ ETFS Euro Stoxx 50 ETF a
potentially attractive way to play this scenario. It
tracks Europe’s main blue-chip index, the Euro
STOXX 50 Index, which contains 50 of the largest
stocks from 12 countries within the Eurozone. (It does
not include UK-based companies). Many of these are
not really European stocks, in the same way that the

Dow Jones Industrial Average heavyweights are not
really US stocks – they are global mega-caps.

This blue-chip focus distinguishes ESTX from the
other four Europe-focused ETFs on the ASX, which
are more broadly based. ESTX gives investors
access to global household names like L’Oréal,
BMW, Siemens, Daimler, BNP Paribas, Unilever,
Airbus, Philips and Nokia. Managed for 0.35% a year,
ESTX is also unhedged, so investors take Australian
dollar currency risk.

BetaShares Global Cybersecurity ETF (HACK)

Several ETF issuers have launched global sector
ETFs on the ASX, aiming to pick up on thematic
exposures: last year’s launch of the ‘Global Sectors
Series’ from BetaShares was in this vein, targeting
sectors such as global banking, healthcare, energy
and agriculture/food.

But one exposure that Australian investors had not
been offered before in a single stock was
cybersecurity, a major growth industry. Global
spending on cybersecurity has risen at about 8% a
year since 2011, reaching $US82 billion ($111 billion)
in 2016, and is projected to grow to more than
US$100 billion by 2019, as governments, companies
and individuals try to protect their data.

BetaShares’ Global Cybersecurity ETF (HACK) is
designed to track the performance of the Nasdaq
Consumer Technology Association Cybersecurity
Index, which covers the performance of the leading
firms in the global cybersecurity industry. This
includes global giants such Symantec and Cisco, as
well as emerging leaders such as FireEye, Barracuda
Networks and Proofpoint.

While almost three-quarters of the index is made up
of US companies, HACK also picks up emerging
players from other tech hotspots such as the
Netherlands, Israel and Japan. This is a sector that
will only continue to grow, and grabbing a diversified
exposure to it through HACK could make for a
well-targeted tactical portfolio tweak that gives a
return uncorrelated to broader economic growth.
Managed for 0.67% a year, HACK is also unhedged.
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Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Trump v super rules: Which will have a bigger
impact on your investments?
by Barrie Dunstan

 
Investors will need all their concentration to avoid
being mugged by President-elect Donald Trump. Any
hopes that Trump will tone down his approach once
in the Oval Office appear to have been dashed by last
week’s shambles of his first press conference.

For investors wanting more details on Trump’s tax,
trade and economic policies, they got mainly bluster
and bullying of the press. Trump failed to give the
markets any more detail on several policy moves.
Instead he opened up new skirmishes with the
pharmaceutical industry and ran his news conference
like a spoiled child, refusing to take a question from
major news channel CNN.

Disappointed markets reacted badly. Some investors
fear that, for all Trump’s promises of
business-friendly economic policies in the long-term,
these may come at the cost of erratic short-term
announcements and off-the-cuff comments attacking
companies. Investors may have to learn to live with a
president who seemingly tweets at will and thinks in
140-character word-bites.

Clearly, President Trump is going to be hard work for
electors and investors; he is over-turning much of the
past accepted behaviour of presidents. His term may
coincide with turning points in the markets – but some
are probably thinking that he doesn’t need to make
things worse.

So, what’s the solution for investors over the next
four years? It might be hard on those who live on
day-to-day movement in the share market, but this
may be a time to ignore most of the noise from
politics and concentrate on the things that really
matter.

The historical, long-term records of US presidents
and markets show that there is only a very slight

difference in investment returns under Republican or
Democratic presidents. Of course, that’s averaged
over a couple of centuries of market returns, but it
indicates that other factors rather than politics drive
markets.

If investors can look beyond Trump’s stream of
consciousness twittering, and concentrate purely on
economic and business numbers, there is probably
some encouragement for the share market, both on
overseas markets and here in Australia. The US
economy does seem to be strengthening and profits
recovering.

As long as investors can see Trump’s
unprecedented tax cuts coming and big infrastructure
spending unleashed, inflation, rather than deflation,
looks more likely. Equity investors aren’t going to
complain if US policy errs on the inflationary side.

The Australian picture, however, is less certain as
investors will be watching the next GDP numbers and
hoping for positive, rather than negative GDP growth.
To some extent, that’s reflected in our local share
indices which, unlike the US and UK near peak
levels, are still some way off their high.

Macro factors aren’t helpful. Local interest rates are
edging higher, the Australian dollar is inconveniently
firming (which, if sustained, could dull some of the
gains from higher metal prices).

At the micro level, some growth stocks are revealing
their riskier side. There has been an unsettling uptick
in corporate naughtiness – stocks like Bellamy’s,
Primary Health Care, and now Sirtex are showing that
there can be a difference between growth and fashion
in stocks. Higher yielding stalwarts – banks and
infrastructure – no still have dependable attractions.
Property is losing its attraction for SMSF investors,
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with residential markets clearly peaking.

Super-imposed on this are ominous rumblings on the
global front. Once again, President Trump looks like
he will push boundaries rather than make diplomatic
soothing noises. This need not lead to outright
conflicts; hopefully, we will just see more games of
diplomatic “chicken” to resolve standoffs.

Markets can’t anticipate any outbreak of serious
global conflict – as they haven’t had to since the start
of the Cold War. Instead, investors simply will need to
maintain their default, long-term position that
diplomacy will prevail.

So, given that SMSF investors have no real long-term
alternative to investing or to a leaning to equities, the
big decisions have been made. This means that
starting out in 2017, investors could usefully spend
their time concentrating on ensuring their fund’s
strategy is ready for the changes coming on July 1
and fine-tuning their portfolios.

The wide-ranging July 1 legislative changes may
have been temporarily overlooked in the recent
Trump rally. The new limits on tax-exempt balances
and on contributions will make people carefully
consider their asset mixes, both in and outside super.

Every SMSF investor should be checking with their
superannuation adviser in the next month or so
because chances are the biggest influence on their
SMSF could be Treasurer Scott Morrison’s new rules
rather than President Donald Trump’s new regime.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Hot stock tips: Western Areas and Bluescope
Steel
by Bernadette Morabito

 
This week, CMC Markets’ Michael McCarthy
“thinks” he likes Australian-based nickel sulphide
explorer and producer Western Areas (WSA) after its
share price trouncing on Friday.

“Assuming there’s no announcement to the ASX
about a problem today, this looks like a buying
opportunity to me,” he says.

“Nickel prices have, in my view, bounced off support,
and Nickel is a key play in an improving economy.”

Western Areas grabbed investor attention last week,
after falling 19.21% to $2.65 on Friday. That’s down
from its 52-week high of $3.44.

The share price was dented after reports that
Indonesia eased its export ban on nickel ore –
leading to expectations of increased supply.

Indonesia banned the shipment of low-grade nickel
ore back in 2014 to encourage higher-value smelting
industries.

1-year chart – Western Areas (WSA)

Source: Yahoo!7 Finance

Gary Stone of Share Wealth Systems likes flat
product steel producer Bluescope Steel Limited
(BSL), after the share price showed signs of technical

strength.

“BSL’s share price has recently broken above two
important resistance levels; the 50% upwards
retracement of its three-year decline from July 2009
to July 2012, and the fairly strong resistance zone of
$9 to $9.75,” he says.

“This could put BSL on a path towards and above its
next resistance levels of $11.50 and $14.20.”

Bluescope Steel previously closed at $10.13 – down
from its 52-week high of $10.40.

1-year chart – BlueScope Steel (BSL)

Source: Yahoo!7 Finance

Evan Lucas of IG Markets likes the US banks this
week after they displayed “real strength” and a solid
earnings season.

In response to earnings results, shares in Wells
Fargo rose 1.4%, while JP Morgan rose 0.5% and
Bank of America rose 0.4%.

“The selling of Australian banks last week opens a
better point for this week,” he notes.

However Lucas is “off energy” this week.
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“[The] oil price risk is building, and energy has
powered up over the past three weeks. Taking profit
here and looking to oil rebase.”

McCarthy dislikes Whitehaven Coal (WHC) this week,
after identifying two “good reasons” to sell. One
being operational issues, and the other, “[an]
underlying coal price that is vulnerable to further
falls.”

Our Super Stock Selectors is a survey of prominent
analysts, brokers and fund managers. Each week we
ask them to name a stock they like, and one they
don’t like. We purposely ask for ‘likes’ and
‘dislikes’ instead of recommendations, so it provides
an idea of what the market is looking at, rather than
firm buys or sells

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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