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My 5 stocks on a fast-paced V-shaped recovery 

Today I share 5 companies I’ve mentioned in my recent webinars that are on the road of a V-shaped
recovery. I think these companies have had their first leg gains but if we dodge a second wave sell off,
they’re likely to be good stocks for the future.

    Sincerely,

 
  Peter Switzer
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5 stocks on a fast-paced V-shaped recovery
by Peter Switzer

 
Two weeks ago I delivered three lists of companies
that analysts tipped had plenty of upside and a huge
proportion of those have delivered since April 27
when they were put on show. Some have been
bought because the upside was so huge; others
because their industries have been challenged from
the virus or the shutdowns. Some were
bought because they were simply unfairly sold off
when the uncertainties of the Coronavirus spooked
the stock market and rattled money markets. 

Government stimulus packages have helped stocks
recover and central bank actions have given greater
stability to bond and related markets that were thrown
into fear when defaults from over-borrowed
companies raised questions about usually very
secure-looking operations. 

This chart shows the extent of the market comeback
for our S&P/ASX 200 Index. 

 

That’s a 20% rebound but we’re still in bear market
territory, which entirely makes sense after a 36.5%
sell off. We’re still down 23%, which says we’re still
in a bear market. 

The US on the other hand, looks a little crazy. The
S&P 500 has rebounded 30%, despite a pretty
ordinary track record against the Coronavirus,
compared to us. The Yanks are only down 13% since
the virus led to the steepest one-day fall since 2008

and the GFC. 

And while I hope their optimism is unbelievably
insightful, I have to worry that a second-wave
outbreak in the US could again smash the stock
market. 

We all have to be aware of this possibility and the
next two months as the US emerges out of lockdown.
This will be a crucial test of this market optimism. 

Clearly, if a second wave sell off happens, stocks
such as Woolworths (WOW) and Coles
(COL), which resisted heavy falls as we went long
food and toilet paper, but which now have lost ground
as optimism is forcing stock players to chase
companies that will rebound if the worst is behind us. 

Here are some companies that have had a nice
rebound and have benefitted from either being in the
tech space or have some qualities that make new age
being in the health and wellness space and have
gained interest in a Coronavirus-health-scared world. 

A number of these I have mentioned in recent
webinars so I’m glad that they have delivered. 

Tyro, EML and ELMO are three such companies. And
when you look at their respective charts, there is a
distinct similarity. At first, the Coronavirus stock
market sell off hit them aggressively but once the
combined effects of the Government stimulus
package met the RBA’s support for banks and the
money market and then we saw Australia’s success
in beating the virus, there has been a significant
share price rebound for those companies that are not
directly smashed by the virus and lockdowns, such as
airlines, travel companies and so on. 

Interestingly, both Flight Centre and Webjet had a
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good week last week, which was earlier than I
expected, given I saw them as ‘buy and
forget’ investments, as long as you had a
two-three-year attitude to them. 

Take a look at these six-months charts and note their
similarity.

1. Tyro (TYR)

2. ELMO (ELO)

3. EML (EML)

4. McPherson’s (MCP)

5. ZipCo (Z1P)

 

All five have a V-shaped recovery. Tyro, ELMO
and McPherson’s are positive (green) for the six
months but ZipCo and EML are far out of the green
territory. 

All except McPherson’s are in the tech space but this
company has tapped into the new age area of health
and beauty. 

As Michael Wayne of Medallion Financial noted, this
company has “a plethora of different businesses”
and some might be benefitting from people being
locked down in their homes. They have baking and
personal care products, which have done well as
we’ve become more home bodies. However, their
growth areas include “being a supplier of health,
wellness and beauty products in Australasia and
increasingly, China,” Wayne pointed out. 

ZipCo, of course, is a rival to Afterpay and the
Tencent play for that company has helped the market
revalue ZipCo’s potential. Wayne doesn’t see this
company’s numbers as
convincing as Afterpay’s, which affects his view on
their potential, especially with retail expected to be
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under post-Coronavirus pressure. 

Wayne really likes ELMO and was tipping the
company late last year at our microcap conference.
He believes their HR and rostering software products
are in big demand and while customers on average
have two of their products, there’s potentially 13 that
could be cross sold. 

On EML, Wayne thinks it has long run potential, but
its gift card and casino-related products are affected
by the restrictions linked to the Coronavirus. That
said, this was a favourite company of Julia Lee of
Burman Invest and performed exceptionally well after
our November micro-cap conference. Julia still likes
the company, though she accepts its share price
potential will be boosted by the eventual eradication
of Coronavirus obstacles to normalcy. 

I think all five companies would be good buys, if the
market has a sell off. Their significant bounce-backs
tell us that the market consensus is saying these
companies will be beneficiaries of increased
normalcy. 

ZipCo was a $4 company at the start of the year and
is now $3.48. MCP was a $2.86 stock in January and
is now $2.88. 

EML was a $5.25 stock and is now $3.49, while
ELMO was a $7 stock and is now $7.90 and is set for
a capital raise at $7, which Wayne thinks looks good. 

I think these companies have had their first leg gains
but if we dodge a second wave sell off, they are likely
to be good stocks for the future. 

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 regard to your
circumstances. 
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A breakdown of the banks: Is Westpac still my
pick?
by Paul Rickard

 
Over the last week or so, three of the four major
banks have reported their half year profit results.
Dominated by the provision each bank made for the
Covid-19 pandemic and dividend deferrals, the
results overall were underwhelming. They highlighted
the ongoing pressures banks face – flat to falling
volumes, flat to falling margins, pressure on
non-interest income, additional compliance and risk
management costs and now due to COVID-19, a
material blow out in bad debts. 

When I reviewed these banks exactly 6 months ago, I
nominated Westpac “by a nose” as my  pick, noting
that there was little to choose between them. For
bank shareholders, it has turned out to be a very
disappointing period. Including dividends, Westpac
has lost 40.5% over this period, with NAB and ANZ
only marginally better at -39.6% and -37.0%
respectively. In a relative sense, Commonwealth
Bank (which next reports in August) outperformed,
keeping its loss to 22.2%. 

So is Westpac still my pick? And what do the major
brokers say? Who is their top pick? Here is an
analysis of the three major bank reports and insights
from the major brokers. First, let’s look at their
performance over a number of key attributes. 

Capital 

ANZ:  CET 1 (Common Equity Tier One) ratio is now
at the lower end of its peers at 10.76%. On a
proforma basis, it rises to 10.9%. Some analysts
consider that a capital raising remains a possibility. 

NAB: Announced a $3.5bn capital raising which will
lift its CET 1 ratio upon completion to 11.20%. 

Westpac: CET 1 ratio of 10.81%. 

Covid-19 provision and bad debts 

ANZ: Booked a provision of $1,031m for Covid-19,
total credit impairment charge of 0.53% (as a
percentage of gross loans and advances). Collective
provision is 1.17% of credit risk weighted assets. 

NAB: Booked a provision of $807m for Covid-19, total
credit impairment charge of 0.38%. Collective
provision is 1.21% of credit risk weighted assets.   

Westpac: Booked a provision of $1,619m for
Covid-19, total credit impairment charge of 0.80%.
Collective provision is now the highest at 1.40% of
credit risk weighted assets. 

Dividend 

ANZ: Deferred interim dividend. Committed to
updating the market in August regarding status. 

NAB: Interim dividend of 30c per share, down from
83c in FY19. 

Westpac: Deferred interim dividend. No timetable
outlined, but “the Board will continue to review
dividend options over the course of the year.” 

Operating Performance in FY19 

ANZ: Cash profit from continuing operations and
excluding large notable items such as
customer remediation costs fell by 26% to $2,451m.
Cash profit on a continuing basis down 60%
(cw 1H19) to $1,413m. 

NAB: Cash profit excluding large notable items fell by
24.3% to $2,471m. Cash profit at $1,436m down
51.4% (cw 1H19). 
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Westpac: Cash profit excluding large notable items
fell by 42% to $2,278m. Notable items (including
$1,027m provision for AUSTRAC fine) resulted in a
cash profit of $993m, down 70% cw 1H19. 

Volumes and margins 

ANZ: Home lending portfolio fell by $1bn in the half
year from $265bn to $264bn. Institutional lending
assets grew by 12% . Markets and treasury income
(considered by analysts to be “low quality income”)
rose. Underlying NIM (net interest margin) fell by 4bp
(0.04%) in second half, down 3bp overall. 

NAB: Home lending portfolio fell by $2bn in the half
year from $304bn to $302bn. Business lending flat,
institutional lending up. A fall in markets and treasury
income of $250m impacted the result. The group net
interest margin remained stable at 1.78%. 

Westpac: Home lending fell by $3bn from $449bn to
$446bn. Business loans also down, offset by increase
in institutional loans and increase in New Zealand.
General insurance claims impacted non-interest
income. Overall net interest margin flat, but
down 3bp excluding treasury and markets
contribution. 

Expense growth 

ANZ: Operating expenses excluding large notable
items up 1%, flat if adjusted for foreign exchange
movements. 

NAB: Operating expenses excluding large notable
items up by 0.4% for the half year. 

Westpac: Operating expenses excluding large
notable items and asset write-downs up 1.4% for the
half year. 

Strategy 

ANZ: No change under CEO Shayne Elliott. An
Australasian retail and commercial bank. Focus on
productivity and operational agility, with prudent risk
settings. 

NAB: New CEO Ross McEwan firmly in the driver’s
seat, with a new Executive Leadership Team. Focus

on a simpler, more streamlined business with clear
accountability. Separation and divestment of MLC
being prioritised. 

Westpac: New CEO (Peter King) and Chairman.
Focus on simplification and improving risk
management. Flagged potential sale or
dis-investment of wealth businesses (superannuation,
wealth platforms such as Panorama, life insurance,
general insurance etc) by combining in new specialist
business unit and conducting strategic review 

What do the brokers say? 

The major brokers are positive on the banking sector.
Within the sector, there is no clear standout. 

The following tables lists broker recommendations
and target prices, and consensus forecasts, for the 3
major banks (source: FN Arena). It highlights that the
differences between the banks are very much at the
margin. While strong conclusions are hard to draw,
the following statements can be made: 

NAB is the most preferred bank, although it
has the least “upside” to reach its target price
(13.1% from $16.08 to $18.28 vs 23.8% for
ANZ); 
Macquarie and Ord Minnett prefer NAB, while
UBS opts for ANZ and Westpac is Morgans’
pick; 
On multiples, the brokers have NAB trading
on a multiple of 11 times FY21 earnings, while
ANZ and Westpac are trading on 10 times
(the FY21 year forecasts exclude any
“notable” items); and 
Dividends are forecast to return to around
100c per share in FY21. This year, the
forecast ranges from 46c for ANZ to 68.3c for
NAB, the latter higher due to the payment of
an interim dividend. 
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Bottom line 

Westpac raised the largest provision to cover
COVID-19 and its collective provision of 1.40% is
arguably more conservative than the other banks. At
10 times FY21 forecast earnings, it is cheap

historically (for many years, it was the clear “number
2” behind the Commonwealth Bank in terms of
pricing multiples). Divestment of its wealth
businesses may ease any pressure on capital and
associated earnings pain. The flipside, it has a new
CEO, the Austrac provision may be insufficient, and it
has hard yards to do on risk and compliance. 

National Australia Bank (NAB) is now in good
shape in regards to capital, but its provision for
COVID-19 may need to be topped up. It is doing a
better job on costs, and earnings were hit by a fall in
volatile markets and treasury income. CEO Ross
McEwan is firmly in the driver’s seat, but the bank
has a long way to go to bring its technology up to
scratch and simplify its processes. On multiples, it is
trading at a small premium to both ANZ and
Westpac. 

ANZ’s capital position could yet be challenged, with
some analysts speculating that a raising may be
required. It is probably doing the best job on costs,
but balance sheet growth is coming from its
institutional business (an area that had been
de-prioritised). With the brokers, it has the highest
target price. 

Despite the major brokers being more supportive of
NAB, I am going to stick to Westpac by a nose over
NAB. ANZ a further half head behind. But it is all quite
marginal. 

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 regard to your
circumstances. 
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4 rebounding stocks currently under $1
by James Dunn

 
With the effects of the Coronavirus Crash still
washing through the share market, there are plenty of
stocks picking up the pieces and getting back to
business – but with a share price well down on where
it once was. Here are four stocks that find themselves
down below $1 but show all the ingredients
necessary for a rebound out of measured-in-cents
territory. 

1. Atomos (AMS, 64 cents)
Market capitalisation: $119 million
Analysts’ consensus valuation: n/a 

Atomos is an Australian tech company that is a global
leader in its niche of digital video technology: the
company’s products connect to cameras and allow
film and photography creators to edit, enhance and
upload the content. 

Atomos’ big opportunity is in democratising the
production of high-quality video content – it says its
product portfolio addresses a US$10 billion ($15.4
billion) market. 

The company’s products give content creators a
faster, higher-quality and more affordable production
system. Atomos is a “prosumer” company, because
it sells into the professional end of video content
creation, as well as the consumer end. It says it has
three major markets: Entertainment, which is
production companies producing high-quality content
for TV, cinema and streaming platforms; Pro Video,

which is advertising, events, corporate, broadcast and
education; and Social, which is people creating and
sharing video content on social media platforms. 

In particular, the extra capabilities that Atomos’
range brings to professional film creators has made it
a ubiquitous name in this field around the world, with
product lines dating from the original Ninja
(introduced in 2010), the Ninja Blade, Ninja Star,
Inferno and Shogun products, the latest of which is
the Shogun 7 on-camera monitor/recorder that allows
the filmer to see how the content will look on the
audience’s TVs: Shogun 7 is a portable master
recording and production station. 

Atomos is in this group of stocks because all
investors need tech growth exposure; and Atomos
has it in spades. I would rather it hadn’t surged 21%
on Friday, but as stocks rebound from the
Coronavirus crash, you can’t expect to find bottoms
all the time. The peak price of $1.73 in 2019 looks, in
hindsight, a bit frothy too soon – Atomos was floated
at 41 cents in December 2018 – but AMS is a
profitable company that is a huge name in a growing
field. 

2. MotorCycle Holdings (MTO, 82 cents)
Market capitalisation: $51 million
Analysts’ consensus valuation: 93.5 cents
(Thomson Reuters), $1.24 (FN Arena) 

MotorCycle Holdings, which runs 30 motorbike
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dealerships and has 11% share of the Australian
market, became a market darling after floating at $2
in April 2016. The stock cruised to as high as $5.22 in
November 2017, but the gloss came off the duco as
investors realised that the new motorcycle sales
across the industry were entering a slide, on the back
of the drought in rural areas and traditional buyers
cutting back on discretionary spending in a weaker
economy. 

Before Covid-19, in January, CEO David Ahmet said
he felt that the three-year slide in new motorcycle
sales across the industry was close to hitting a
bottom. For the half-year ending December 31, 2019,
MTO’s revenue rose by 3.1%, to $178.2 million,
while motorbike sales edged 3.5% higher, to 10,198.
Of these, new bike sales were up by 1%, to 5,206,
but used bike sales were much stronger, up 6.2% to
4,992. The company’s Harley-Davidson sales
jumped by 15%, boosting revenue from new
motorbike sales by 4%, and gross profit 27%. But net
profit slipped by 8%, and the company did not pay an
interim dividend, keeping the money for acquisition
opportunities. 

As with virtually everything in the discretionary
spending space, it is difficult to know how motorbikes
will fare coming out the other side. The pandemic has
affected MTO’s sales, but “due to the uncertainty of
this trend and the duration of these impacts we are
unable to provide financial guidance at this time” –
which is understandable. But time spent in lockdown
and isolation might just have strengthened the dream
for many people, of getting on the bike and
blowing-out stress with a long ride. And the
widespread rains will help agricultural demand. 

At 82 cents, MTO trades on a historical
price/earnings (P/E) ratio of 9.7 times earnings – and
the forecast P/Es in the market are well below that, if
forecasts mean anything in the current
market. MotorCycle Holdings has been a sound
dividend payer, but has now passed on two
consecutive six-month dividends, so that has to be
factored-in to a total return decision. But at these
levels, MTO looks quite capable of returning to a
three-digit share price. 

3. Resolute Mining (RSG, 95 cents)
Market Capitalisation: $1 Billion

Analysts’ consensus valuation: $1.305 (Thomson
Reuters), $1.25 (FN Arena) 

Down from $2 in August, Africa-focused gold miner
Resolute looks to be very good value below $1, after
a very solid quarter in March 2020. Resolute owns
and operates three gold mines in Africa – Syama in
Mali, Mako in Senegal and Bibiani in Ghana – and the
mines produced more than 110,000 ounces of gold
during the March 2020 quarter, which was a record
quarterly production for the company. Syama and
Mako accounted for the lion’s share, generating
nearly 100,000 ounces of the quarterly production,
with Syama producing 57,531 ounces of gold at an
all-in sustaining cost (AISC) of $US1,083 an ounce
(A$1,706) and Mako producing 42,186 ounces at an
AISC of $US694 an ounce (A$1,093). 

In April, Resolute Mining sold its Ravenswood mine in
Queensland, which has operated for 15 years, to a
consortium comprising of resources private equity
fund EMR Capital and Singapore-listed company,
Golden Energy and Resources (GEAR). Resolute will
receive cash proceeds of up to $300 million
comprising $100 million worth of upfront value, up to
$50 million linked to the average gold price over a
four-year period, and up to $150 million linked to how
Ravenswood performs for EMR as an investment. 

These developments – plus excellent results from
near-surface exploration drilling programs at satellite
deposits north and south of Syama, which have given
high-grade oxide gold intercepts, and
boosted Resolute’s confidence in extending overall
mine life – have Resolute looking fairly robust. FY
2020 guidance (Resolute is a calendar-year reporter)
is for 430,000 ounces of gold production, at an AISC
of US$980 an ounce ($1,519). This excludes
Ravenswood. 

The main caveats are that margins are lower than
RSG’s peers, and the fact that the sale of
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Ravenswood means that Resolute is solely
African-based, which increases the political risk – for
example, Mali, home of the company’s main
operation is plagued by jihadi terrorism. The French
Army is working with the Malian government to pacify
the country, but Resolute readily admits that terrorist
risk has increased, and it continues to take all the
safety measures that it can. 

4. Starpharma (SPL, 96.5 cents)
Market capitalisation: $360 million
Analysts’ consensus valuation: $1.73 (Thomson
Reuters), $1.75 (FN Arena) 

Biotech Starpharma is commercialising products
based on its proprietary dendrimer technology: the
company holds more than 100 granted dendrimer
patents covering a range of classes of this type of
molecule. There are two main programs at the
moment, sexual/female health, and drug delivery. 

In the sexual/female health
field, Starpharma’s VivaGel product is based on its
proprietary dendrimer SPL7013, astodrimer sodium, a
man-made nanoscale compound that is anti-viral, and
blocks bacteria. The VivaGel technology has gone
into applications such as the treatment and
prevention of bacterial vaginosis (BV), prevention of
sexually transmitted infections (STIs) and as an
anti-viral coating for condoms. 

Not surprisingly, having a successful anti-viral product
– which is also effective against diseases such as
HIV, herpes, hepatitis B and the Zika virus
– Starpharma put SPL7013 through lab tests against
SARS-CoV-2 virus, the coronavirus that causes
COVID-19. Melbourne-based 360Biolabs tested
SPL7013 on the live SARS-CoV-2 virus, and SPL
reported last month that the lab found that its
compound had “significant activity” against the virus.
It was tested in comparison to Gilead’s
compound remdesivir, which is considered a leading

candidate for the treatment of COVID-19 and is in
human clinical trials. SPL reported that that it was
“the best performing test compound against
SARS-CoV-2 in the laboratory’s assay to date.” SPL
is snow talking to regulators about what kind of
product it could produce using the compound, that
could be effective against the virus. 

The other main application
for Starpharma’s dendrimers is to enhance the
properties of other drugs: this approach is known as
“drug delivery” because it is about working to ensure
that the right amount of the drug is delivered to the
right part of the body at the right
time. Starpharma’s dendrimer drug delivery
technology platform, known as DEP, has three
products –  DEP docetaxel, DEP cabazitaxel and
DEP irinotecan –  in clinical development in patients
with solid tumours. Starpharma’s partnered DEP
programs include a multi-product DEP licence with
British-Swedish pharma giant AstraZeneca, which
involves the development and commercialisation of
two novel oncology compounds, with potential to add
more: in June last year Starpharma signed a
Development and Option agreement with
AstraZeneca for a DEP version of one of
AstraZeneca’s major marketed oncology medicines. 

Earlier this month, SPL completed the first phase of
an anti-cancer clinical trial with some strong results:
the trial tested the company’s DEP irinotecan
treatment against colo-rectal, breast, and pancreatic
cancers. According to Starpharma, its treatment
showed some positive tumour-shrinking results and
fewer severe side-effects. 

Starpharma is picking up interest because of its
COVID-19 news – condoms that fight coronavirus is
as good a news angle as any – but taken all together,
its technology is doing plenty of interesting things,
and the stock looks like it probably won’t stay under
$1 for much longer. 

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 regard to your
circumstances. 
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Are we in a bull-market or a bear-market?
by Percy Allan

 
On a short-term timeframe, the US share market went
bullish on 13 April and the Chinese share market
followed on 6 May. The Australian share market is
still flirting with that prospect but isn’t there
yet (see chart below). On a longer-term basis, all
stock markets are still bearish. 

Technical analysis 

America’s S&P 500 index’s red 10-day trend line is
above its blue 30-day trend line though its momentum
has slowed. 

 

China’s Shanghai share index’s red 10-day trend
line is above its blue 30-day trend line and its
momentum has recently quickened. 

 

Australia’s All Ords index’s red 10-day trend line
remains below its blue 3-day trend line and its
momentum has slowed. 

 

The Global share index’s red 30 day-trend line
remains below its blue 300-day one, suggesting the
secular bear market isn’t yet over. 
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Gold continues with strong momentum over a
nine-month framework but other Australian asset
classes (property, finance and resources) still show
negative momentum, although resources less so. 

 

Gold wins globally over a 9-month period, with only
USA stocks enjoying positive momentum over the
same timeframe. Other developed and emerging
stock markets remain in the doldrums. 

 

Bull-v-Bear contest 

On the pandemic crisis, the bulls say “it’s all over,
red rover”. New cases have been plummeting in Italy
and Spain since late March and in New York since
early April, with no sign yet of a second-wave
outbreak. The rise outside New York is because it
started there later and hasn’t yet peaked. And the
plateauing in Britain hides its fall in London but its rise
elsewhere as the virus ripples out. 

Bulls say the economy will quickly bounce back
because it was caused by a mandated shutdown,
which, once lifted, will see consumer and investor
sentiment soar. Many companies have discovered
innovative ways to market their products and saved
money on shifting to remote working (including
offshoring), which will lift their profits in future. Zombie
companies (e.g. Virgin) have fallen by the wayside
and will be replaced by others with stronger balance
sheets. This creative destruction will give the share
market a new lease of life.  

 

Source: 
https://www.afr.com/world/north-america/inside-ameri
ca-s-pandemic-six-months-from-polling-day-2020050
8-p54qzw 

The bears say “not so fast”, since a second
Coronavirus wave is likely, once lockdowns phase
out. The capacity of each country’s intensive care
units to cope with new cases will dictate the extent to
which restrictions are reintroduced. The world is
going through its first depression (a real fall in GDP of
over 10%) since the 1930s and once governments
remove special welfare support measures, consumer
spending will plummet further. In Australia’s case, 5
million workers are on Jobkeeper subsidies and 1.6
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million are receiving Jobseeker payments. That
means over half the Australian workforce (12 million)
is on welfare. 

By the end of September, Jobkeeper ends and
Jobseeker halves to the previous Newstart rations.
Treasury says if the lockdown is over by July, then
850,000 of the 6.6 million on work welfare (13%)
should be back at work. That still leaves over 5.7
million in limbo without adequate income security. 

Bears paint a scenario where businesses start
recovering over the next three months, as restrictions
are eased in three steps, but the economy then
re-slumps, as the welfare mat is removed from over
5.7 million stranded workers. Also immigration,
overseas tourism and new foreign student intakes are
closed until a COVID-19 vaccine is found, which will
act as a brake on the Australian economy well
beyond the end of the domestic lockdown. 

The bulls say the government will have no choice but
to extend welfare measures and/or mount a massive
capital works program to jump start the economy,
once the lockdown is over. If need be, this will be
funded by the Reserve Bank buying government
bonds and holding them indefinitely. The cost to the
government will be nil since the RBA will return the
bond coupon income as dividend payments to the
Commonwealth Treasury. 

Furthermore, Australian mining exports (iron ore, coal
and gold) remain strong (thanks to China returning to
work) so our trade surplus is growing (thanks also to
falling imports). This is strengthening the Australian
dollar, which has also been buoyed by the
international acclaim of Australia’s successful
handling of the pandemic, compared with its
shambolic management in Europe and America. 

The spat between bulls and bears will continue. What
we know at this stage is that share markets here and
abroad have risen from the trough reached on March
23 but since mid-April, this rally has slowed (lost
momentum), except in China, where the economy is
now almost back to normal after ending its 11 week
lockdown on 7 April. 

Everyone is watching China because if the pandemic
returns there with a vengeance, it’s a bad omen for

the rest of the world now easing out of lockdown. But
if China keeps steaming ahead, the bulls will be
elated. They shall want to keep stock markets
powering on, notwithstanding corporate earnings
outlooks for companies both here and abroad being
drastically revised down. Also, balance sheets need
replenishment after run ups in debt and run downs in
working capital. But stock markets try to look beyond
immediate circumstance to what the world will be like
on the other side. Here the bulls say, “just fine” and
the bears say, “severely impaired”. 

Only time will tell who’s right. 

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 regard to your
circumstances. 
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
Upgrades and downgrades for individual ASX-listed
companies were in perfect balance for the week
ending 8 May 2020. 

FNArena counted 15 for each change in
recommendation by the 7 stockbrokers monitored
daily. 

Upgrades were mostly reserved for stocks that
haven’t as yet fully participated in the share market
rally, though strong results from the likes of Collins
Foods and Pushpay Holdings equally attracted one
upgrade to Buy. 

Qube Holdings received two upgrades during the
week. Only one of the 15 upgrades did not move
higher than Hold/Neutral. The recipient is Medibank
Private. 

On the opposite side of the ledger, JB Hi-Fi stole the
show with no less than three downgrades following a
strong result release which came with an equally
strong share price performance. 

Other stocks receiving downgrades include
Transurban (2x), Alumina Ltd, ResMed, Seek and
coal producer New Hope Corp. 

Four of the 15 downgrades shifted to a fresh Sell. 

The week’s table for most positive revisions shows
sizeable increases for the likes of PushPay Holdings,
Alacer Gold, Crown Resorts and Tyro Payments. 

Negative revisions are still multiple times larger and
here Air New Zealand crowned itself the week’s
biggest loser, followed by Qantas, Virgin Money UK,
and AP Eagers. 

Out-of-season reporting season in Australia is now in

full swing and investors’ focus will be firmly focused
on CommBank (trading update, not a financial
result), Pendal Group, Amcor and Xero this week. 

In the good books 

BEACON LIGHTING GROUP LIMITED (BLX) was
upgraded to Add from Hold by Morgans B/H/S:
2/0/0 

Beacon Lighting is the only retailer under Morgans’
coverage not to provide a virus-related update. This is
possibly because as a trade supplier, Beacon’s
stores have remained open. The broker suspects
stay-at-home demand may have buffered earnings,
supported by a lack of large-scale competition.
Consumer sentiment will no doubt remain volatile as
the reality of high unemployment and a weak
economy hit home, but Morgans upgrades to Add
from Hold on valuation. Target falls to 93c from 97c. 
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CLEANAWAY WASTE MANAGEMENT LIMITED
(CWY) was upgraded to Add from Hold by
Morgans B/H/S: 4/2/0 

The virus impact on Cleanaway Waste
Management’s operations has largely netted out to
flat, given falls in demand for collections in
Commercial & Industrial, other than supermarkets,
have been offset by increased residential collections.
The company says it’s still on track to meet prior
FY20 guidance but has
withdrawn guidance nonetheless. Morgans assumes
relatively flat earnings across FY20-21 before lifting
again from FY22. Target falls to $2.12 from $2.17,
upgrade to Add from Hold. 

GROWTHPOINT PROPERTIES AUSTRALIA (GOZ)
was upgraded to Outperform from Neutral by
Credit Suisse B/H/S: 2/1/0 

Credit Suisse considers the stock at a relatively
attractive entry point for those wanting metropolitan
office and industrial exposure. Government tenants
contribute 24% of income, listed entities 57% and
large private companies 15%. The broker cannot rule
out an equity raising, as sector peers with gearing of
over 30% have recently raised equity, largely for
defensive reasons, but considers Growthpoint, being
internally managed, has less incentive to do so.

Rating is upgraded to Outperform from Neutral and
the target is reduced to $3.15 from $4.28. 

MEDIBANK PRIVATE LIMITED (MPL) was
upgraded to Hold from Lighten by Ord
Minnett B/H/S: 1/6/0 

Medibank Private has highlighted the benefits from
fewer claims, which Ord Minnett suggests is offset by
a promise to give much of this back, although this will
be difficult to assess. The broker considers health
insurers are defensive exposures in a tough time,
particularly if concern around health treatments
increase post the pandemic. The broker expects a
low level of claims for some time and notes dividend
trends are also favourable. Rating is upgraded to
Hold from Lighten. Target is steady at $2.70. 

PEOPLE INFRASTRUCTURE LTD (PPE) was
upgraded to Add from Hold by Morgans B/H/S:
2/0/0 

People Infrastructure is raising $17.6m at $1.10 to
strengthen the balance sheet in the crisis but also to
provide for acquisition opportunities which are
expected to emerge as a result. Morgans has slashed
earnings per share and dividend forecast on dilution.
Target falls to $2.66 from $3.82. But given this still
suggests 50% upside, the broker upgrades to Add
from Hold. 

PUSHPAY HOLDINGS LIMITED (PPH) was
upgraded to Outperform from Neutral by Credit
Suisse B/H/S: 2/1/0 

FY20 results were strong. The highlight for Credit
Suisse was the acceleration in digital transactions
over the last six weeks, reflecting the impact of the
pandemic on church attendance. The broker
assumes a strong uplift over FY21 as well, given a
structural shift to digital payments. Earnings
estimates upgraded 35% for FY21 and 38% for FY22.
Rating is upgraded to Outperform from Neutral and
the target is raised to NZ$6.54 from NZ$4.53. 

See downgrade below. 

In the not-so-good books 

ALUMINA LIMITED (AWC) was downgraded to
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Neutral from Outperform by Credit Suisse B/H/S:
2/3/1 

Credit Suisse suspects a V-shaped recovery is
unlikely without a 2009-type stimulus from China to
underpin commodity markets. Base metal forecasts
have been reduced out to 2022. Alumina prices are
downwardly adjusted in line with a negative outlook
for aluminium, which drives material earnings
downgrades for Alumina Ltd over the next two years.
Rating is downgraded to Neutral from Outperform and
the target lowered to $1.65 from $1.80. 

DOMAIN HOLDINGS AUSTRALIA LIMITED (DHG)
was downgraded to Reduce from Hold by
Morgans B/H/S: 5/0/1 

Morgans finds the Domain Holdings share price has
run too far and thus the recommendation has been
pulled back to Reduce from Hold. Target price
remains $2.46 but note the share price is trading well
above it. The analysts do make a point in that if
trading conditions reported in April were to last longer
than two months, this translates into further downside
risk to consensus earnings forecasts and thus also
the valuation. No changes have been made to
forecasts. 

JB HI-FI LIMITED (JBH) was downgraded to Hold
from Add by Morgans and to Hold from

Accumulate by Ord Minnett B/H/S: 1/6/0 

JB Hi-Fi had a strong third quarter with meaningful
sales growth in the JB Australia and The Good Guys
businesses. Morgans believes the trend will continue
till early May, further reporting no escalation in costs
as well as intact gross margins. FY20 EPS estimates
revised upwards by circa 7% while reduced by -3%
for FY21 on account of having to cycle
strong comparables next year and potential
pull-forward of demand. Morgans is positive but
cautious and downgrades its rating to Hold from Add
with target price at $35.67. 

Sales growth accelerated in late March and remained
strong in April and the beginning of May. Despite JB
Hi-Fi being a winning retailer based on category and
location, Ord Minnett now envisages less valuation
support. Further upside would require more
confidence in the external environment and this is
difficult, given rising unemployment. The broker
downgrades to Hold from Accumulate while raising
the target to $37.00 from $32.50. 

MIRVAC GROUP (MGR) was downgraded to
Neutral from Outperform by Macquarie B/H/S:
4/2/0 

The broker has reviewed how the office space has
performed in previous economic downturns since
1990 and now assumes declines in value of -10-15%.
Incorporating asset value declines for Mirvac of -12%
(office), -18% (retail) and -1% (industrial), the broker
cuts its target to $2.21 from $2.68. Mirvac has a solid
balance sheet and a solid track record of returns but
the broker sees limited near term upside, rather
further downside for residential and greater
headwinds for office and retail than are reflected in
the share price. Downgrade to Neutral from
Outperform. 

PUSHPAY HOLDINGS LIMITED (PPH) was
downgraded to Neutral from Buy by UBS B/H/S:
2/1/0 

UBS notes the share price has risen 21% on the back
of the FY20 result. The broker considers the current
valuation fairly reflects improved demand but believes
it is too early to forecast higher terminal penetration
or higher revenue synergies from the CCB cross
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selling. Rating is downgraded to Neutral from Buy
and the target rises to NZ$5.75 from NZ$5.25. 

See upgrade above. 

SEEK LIMITED (SEK) was downgraded to Reduce
from Add by Morgans B/H/S: 3/2/1 

Seek’s 20% share price appreciation over the last
month seems hard to fathom, Morgans suggests, as it
has occurred against a backdrop of continuing
declines in job ad volumes. The broker is more
bearish, erring on the side of caution given it seems
obvious, to Morgans, there will not be a V-shaped
recovery in ad volumes. To that end, the broker
retains a $15.55 target and double-downgrades to
Reduce from Add. 

Earnings forecast 

Listed below are the companies that have had their
forecast current year earnings raised or lowered by
the brokers last week. The qualification is that the
stock must be covered by at least two brokers. The
table shows the previous forecast on an earnings per
share basis, the new forecast, and the percentage
change. 

The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
major Australian and international stockbrokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans,
Ord Minnett and UBS. Important: This content has
been prepared without taking account of the
objectives, financial situation or needs of
any particular individual. It does not constitute formal
advice. Consider the appropriateness of the
information in regard to your circumstances. 
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