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A weak US dollar means now is the time to invest globally;
Are casino stocks a gamble?  

Charlie Aitken thinks the current weakness in the US dollar is a clear opportunity for
Australian investors to diversify a little by currency, geography, sector and stock. While
no one is certain what comes next, Charlie says having no exposure to 98% of the equity world is not
the way to generate the best risk adjusted returns. 

    Sincerely,

 
  Peter Switzer
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A weak US dollar means now’s the time to
invest globally
by Charlie Aitken

 
I want to extend on a note I wrote in mid-May about
the power of diversification… 

The Australian Dollar has now bounced +25% from its
recent low around 55USc. It is now around 70USc
and nearly flat for the calendar year. 

The AUD bounce is understandable due to
Australia’s handling of COVID-19 being outstanding
(to this point), while our major export trading partner,
China, has re-started its economy well ahead of the
rest of the world. Our major Chinese export, iron ore,
is also commanding record prices above $100t. 

Weakness in the US Dollar itself due to woeful
handling of COVID-19, a very dovish Fed, and then a
breakdown in law and order has driven a perfect
storm of short-covering in the Australian Dollar to
what I consider overbought levels. 

I see this AUD bounce as a clear opportunity for
Australian investors to diversify a little by currency,
geography, sector and stock. 

To my mind what comes next is highly uncertain with
the economic recovery likely to be far more protracted
than the V-shaped recovery in equity markets and the
AUD itself imply. 

There are many potential de-railers of the V-shaped
recovery thesis, ranging from a 2nd wave of
COVID-19 infections, increase in USA/China trade
tensions, continues lawlessness in the USA, and a
slow reopening of the global economy and an
associated period of high unemployment. Profits
downgrades from companies could also be a trigger. 

It’s worth remembering we are right in the
“morphine” stage right now every very
few Australian’s are feeling the pain of the economic

reality due to the fast and large–scale actions of the
RBA, big four banks, and Federal Government. When
the Jobkeeper ends and the banks actually
want you to pay your mortgage, this could be a real
test for the Australian consumer and Australian
economy. This wouldn’t want to be happening
alongside increased trade tension with China that
could lead to a falling iron ore price. 

I see the 2nd half of 2020 being volatile. In fact, with a
US Presidential election in November, it has the
potential to be very volatile. That is why I encourage
you to consider a little diversification while the AUD is
giving you a degree of global purchasing power. 

I want to reiterate the case for diversification. 

The old adage is “don’t have all your eggs in the one
basket”. In terms of investing that is sage advice, but
even more so in a period of unprecedented global
economic turmoil. 

I have been banging the drum about the
diversification attractions of leading global equities for
years. The first slide in my AIM presentation deck is
“why global” and it’s never been more pertinent than
right now. 
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Just to remind everyone if you only invest in
Australian equities you limit yourself to just 1.9% of
the worlds listed equity investment opportunities.
You’ve basically turned your back to the other 98.1%
of the global listed equity opportunity set. That to me
isn’t sensible. 

Similarly, if you only invest in Australian equities you
limit yourself to a market that is dominated by
financials and resource stocks, both of which have
unfavourable performance characteristics in a global
recession.  

However, most importantly, if you only invest in
Australian equities you are resigned to the fact your
portfolio will not have technology stocks, with
information technology and communication services
grossly underrepresented in Australian vs. global and
US equity benchmarks. 

Finally, if you only invest in Australian equities it
means the only currency you have exposure to is the
Australian Dollar, a commodity currency linked to
global growth prospects and Chinese demand for our
natural resources.  

You don’t have to take high risk to achieve solid
positive returns from diversification to world leading
technology companies, most of which are listed in the
United States. You simply have to own a smattering
of the world’s best mega cap technology stocks,
while avoiding anything deeply cyclical or financial. 

The reason I remain attracted to leading global mega
cap technology stocks is unchanged. They produce
the best returns on their capital base. I’ve shown you

this table before but today I think it’s more relevant
than ever. It’s a proprietary AIM table and it shows
how much capital a given sector requires to operate
and the returns they generate from that capital. 

 

The thin green bar is Information Technology, the big
flat fat grey blob is Financials. This return on capital
deployed analysis is why we own no financials and
have 25% of the fund in IT. Financials simply don’t
make an acceptable return on the capital they have
deployed. If you’re wondering why NAB shares are
the same share price as 25 years ago, refer above. If
you’re wondering why NAB needs a bucketload of
dilutive equity capital again, refer above. 

The other clear attraction of mega cap global
technology stocks is balance sheet. There are
fortress balance sheets that own between $20b and
$150b of cash. In a time of economic crisis those
fortress balance sheets are a huge strategic
advantage as we explored in last week’s Switzer
Report article. It also allows mega cap global
technology stocks to continue with large cap stock
buyback programs, funded from free cashflow. 

I believe you are being given an opportunity via AUD
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strength to diversify globally. By that I don’t mean
selling Australian equities to buy global equities. I
always tell people you should be reinvesting your
excess Australian dividends in global equities. It’s
not like the average SMSF needs more Australian
bank shares! They in reality need more exposure to
the structural growth sectors of the world such as IT
that simply aren’t represented in any meaningful way
on the ASX. 

Diversifying globally is far easier for Australian
investors than it used to be. You can buy direct US
equities, buy units in a fund, buy a global LIC, and
buy a global ETF to name a few ways. Nowadays the
structures are in place for individual Australian
investors to easily and cheaply (low transaction costs)
gain exposure to global equities. Even the minimum
investment levels at most global fund managers have
been lowered to around $20,000. 

Don’t get me wrong, investing globally isn’t risk free,
but you will lower the overall risk of your portfolio by
diversification to what are the best companies in the
world. 

The time to allocate to global equities is when the
AUD is relatively strong and global equity markets are
offering specific pockets of what I feel will be solid
medium-term returns. I believe that is right now and I
encourage you think about a degree of global
diversification over the next few months. 

None of us are certain of what comes next: However,
I am certain of having no exposure to 98% of the
equity world is not the way to generate the best risk
adjusted returns. 

Next week I plan to write about the investment case
for Berkshire Hathaway, a US company that has all
the attributes you should seek in an investment. 

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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Would I invest in Webjet and Flight Centre or
gamble on Crown and Star Entertainment
Group?
by Tony Featherstone

 
 The share market is convinced a domestic-travel
recovery is imminent as health restrictions continue to
ease, based on rallies in tourism-related stocks this
month. 

Webjet (WEB) is up 84% from its 52-week low. Flight
Centre Travel Group (FLT) is up
52%. Helloworld Travel (HLO) is up more than
fourfold from its 67-cent low at the crisis peak. Qantas
Airways (QAN) and Sea Link Travel Group (SLK)
have also rallied off their lows. 

With New South Wales and Victoria opening for
interstate travel this month, and the Federal
Government confirming a Trans-Tasman travel
“bubble” is possible later this year, investors are
betting consumers will be desperate to travel. 

Short covering also explains the rallies. Travel stocks
were among the hardest hit as the crisis erupted in
February and traders bet on heavy share-price falls.
As tourism stocks rally, the “shorts” are having to
cover their positions, pushing prices higher. 

Still, I would not get carried away with recent price
gains or chase most tourism-related stocks higher.
The sector is rife with uncertainty. The risk/reward
equation does not stack up for all but a handful of
tourism-related stocks that can weather the storm. 

Yes, Webjet, Flight Centre and other travel stocks
looked oversold amid panic selling. And after recent
gains, those stocks are still trading at a shadow of
their previous highs. 

But it is impossible to get a read on their FY20
earnings and even FY21 earnings because so much
depends on virus containment, government policy
and consumer sentiment. 

Contrarians might lick their lips at this equation. I
prefer beaten-up sectors like the banks, a position I
outlined last month in this report, as a recovery play. 

Short-term pain, long-term gain 

To recap, I have written favourably about tourism
stocks many times in the Switzer Report over the past
decade, largely because of the unfolding boom in
Asian middle-class consumption. It was a no-brainer
that more Asians would holiday here. 

I am not as bullish now about tourism, in the short
term, for three reasons. 

First, there is too much uncertainty with international
travel. It is not only a case of Australia eventually
lifting overseas travel bans. Other countries need to
lift their international tourism bans and that depends
on how they combat COVID-19. Many are still
struggling with the virus. 

Second, the argument that Australia is on the cusp of
a domestic-travel boom is spurious. Nobody doubts
people are itching for a holiday and that local travel
appeals with overseas markets closed. But that will
not make up for the loss of international tourists. 

Moreover, I am not convinced Australians will flock to
holiday hotspots. Millions of Australians have lost
their job or are paying bills courtesy of government
wage subsidies. Deferring or downsizing your next
holiday seems logical given job insecurity. What
happens when wage subsidies end or are tapered
from September? 

Expect more people to “downsize” their holiday: a
shorter break they organise themselves, a driving
holiday, caravanning, camping or staying at a
cheaper hotel. Or holidaying in regional areas, which
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is good for small businesses but less so for
ASX-listed companies that are mostly exposed to
tourism assets in capital cities. 

Others might prefer to stay at home. Health fears
over the virus or concerns that holidays will be less
enjoyable due to social-distancing rules could
dampen travel plans. These issues might not deter
young tourists, but they could affect the travel
confidence of plenty of older ones. 

Third, even domestic travel depends on State
governments, such as in Queensland, lifting crazy
travel restrictions. Buying stocks that can jump up or
down on a politician’s whim (or the latest polling
numbers) is too risky. 

I hope I am wrong. My family is in north Queensland,
so I would love to see the travel industry recovery
quickly, and travel stocks regain their mojo. For now,
it is better to miss the early rally until greater earnings
certainty emerges. 

Better ways to play the sector 

Being bearish on tourism does not mean avoiding the
sector altogether. Instead, it requires taking a
“bottom-up” approach to company analysis,
choosing tourism-related stocks that are more
defensive, or those with a strategic rationale, such as
takeover. 

Webjet is an example. I included the online travel
group in my column on takeover targets for this report
on May 13 at $3.24 a share. Webjet has rallied to
$4.33 since that story. Webjet is well funded after its
capital raising and could attract a bid from a global
travel firm. 

Chart 1: Webjet 

 

Source: ASX 

Casino operator Crown Resorts (CWN) was included
in my two-part series on potential takeover targets on
May 6. The trigger for that story came after news that
United States private equity giant Blackstone Group
had bought about 10% of Crown shares at $8.15
each. 

I wrote at the time: “Buying casinos when the sector
is on its knees due to COVID-19 must appeal to
private equity. For all the immediate problems,
integrated casino resorts have an attractive long-term
outlook, amid the coming boom in middle-class
consumption in developing countries this decade.”
Crown has rallied from $9.26 to $10.17 since that
story. 

Chart 2: Crown Resorts 

Source: ASX 

I also wrote favourably on Sydney Airport (SYD) and
Auckland International Airport (AIA) for this report on
April 22, noting: “… It is hard to see how the news can
materially worsen for Sydney Airport. The drop in
passengers, greater than analysts feared, cannot go
much lower.” 

Sydney Airport has mostly drifted sideways since that
story and Auckland International Airport is up from
$5.46 to $6.40. Both stocks look modestly
undervalued and owning infrastructure monopolies is
safer for portfolio investors to position for a long-term
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tourism recovery. 

Crown, Sydney Airport and Auckland International
Airport still appeal for long-term investors, with or
without takeover. After recent gains, I am holding off
on Webjet, for now. 

The Star Entertainment Group (SGR) 

The casino operator appeals after heavy share-price
falls this year. The Star slumped from a 52-week high
of $4.93 in late 2019 to $1.52 at the crisis peak in late
March. The stock has rallied to $3.17 and has further
to run, albeit at a slower pace, from here. 

Demerged from Tabcorp Holdings in 2011 (then
known as Echo Entertainment Holdings), the well-run
company owns The Star casino in Sydney, The Star
Gold Coast and the Treasury casino in Brisbane.
Each integrated resort has hotels, restaurants,
nightclubs and bars. 

With international and domestic tourism cancelled
during the crisis, The Star stood down around 8,500
staff, executed an additional $200-million debt facility,
deferred its dividend and accessed the Federal
Government’s JobKeeper program. 

The Star has many headwinds. Short term, the loss of
international tourists and a slowly recovering
domestic tourism market will weigh on earnings this
year and next. In early 2021, the new rival Crown
Sydney casino is expected to open, taking a huge
chunk of Sydney’s casino market and possibly The
Star’s revenue. 

The Star accounts for almost two thirds of group
earnings. Although Crown Sydney will target higher
rollers and VIP customers, the new casino will be a
formidable competitor to The Star, given Crown’s
sparkling new facilities and location. 

Star’s plans to redevelop its Sydney harbourside
complex to include a new 66-story tower were
rejected by the NSW Independent Planning
Commission last year. 

Nevertheless, the Star was performing solidly in a
difficult casino market before COVID-19 and the new
Sovereign room for private gaming and high-end

Oasis lounge/restaurant were due to open in May and
June 2020 respectively, just in time for The Star’s
phased reopening this month. 

The big news this week was the NSW Government
extending The Star’s exclusivity as the only casino
provider of Electronic Gaming Machines (EGMs) in
Sydney. EGMs are The Star’s main competitive
advantage against Crown Sydney. 

Sydney’s casino market looks like being segmented
into high rollers and wealthier international and
domestic customers at Crown Sydney; and a higher
proportion of domestic customers at The Star, many
of whom favour the venue for its slot machines. 

EGMs are an early beneficiary of health-restriction
easings. SkyCity Entertainment Group (SKC), owner
of casinos in New Zealand and Adelaide, this week
said EGM revenues in Auckland and Hamilton since
the easing of restrictions were 80% of average daily
revenue in the eight months to February 2020. 

That suggests gaming businesses are experiencing a
“V-shaped” recovery, despite ongoing
social-distancing and mass-gathering restrictions.
That is good news for SkyCity – a reason why its
shares rallied this week – and bodes well for The Star
and other casinos that rely on pokies. 

There is also evidence overseas that casinos have
had more of a V-shaped recovery than other sectors
after COVID-19 restrictions were eased. After staying
at home for weeks, many consumers were eager to
have a bet at their local casino and seek
entertainment. 

Longer term, The Star has the $2.6-billion Queen’s
Wharf development in Brisbane underway (50%
SGR) and says construction is on time and budget.
The integrated resort, due to open in late 2022, has
an eye-catching design and should dominate the
high-end Brisbane entertainment market. 

At the Gold Coast casino, the first joint-venture tower
is expected to open in FY22 and pre-sales for the
second tower are underway. 

Competition risk from Crown Sydney and construction
risk at the Queensland casinos have been the main
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market concerns on The Star Entertainment Group.
EGM exclusivity strengthens The Star in Sydney and
construction risk is reducing as the Queensland
developments continue. 

Federal and State governments will be itching for
Queensland casino projects to proceed smoothly,
given the number of jobs they will create in the next
few years in a depressed labour market.  The projects
are fortuitously timed given international and
domestic tourism markets should be in full swing by
2022. 

With more than $700 million in cash and undrawn
debt, The Star is well placed to weather a prolonged
COVID-19 downturn, without needing a dilutive equity
capital raising. 

Morningstar’s $3.90 valuation for The Star suggests
it remains undervalued against the current $3.17,
despite the recent price rally. The stock suits
investors with at least a three-year timeframe or
preferably longer, given the development pipeline. 

Casinos have many challenges but high-profile
integrated resorts in Sydney, Brisbane and Gold
Coast have strong long-term prospects as the
middle-class consumption boom in Asia continues.
And as more Asians holiday in Australia, visiting or
staying in our casinos. 

If you want to bet on tourism stocks, stick to the big
casinos. As they say, the ‘house always wins’ in the
long run.    

Chart 3: The Star 

 

Source: ASX 

  

Tony Featherstone is a former managing editor
of BRW, Shares and Personal Investor magazines.
The information in this article should not be
considered personal advice. It has been prepared
without considering your objectives, financial situation
or needs. Before acting on information in this article
consider its appropriateness and accuracy regarding
your objectives, financial situation and needs. Do
further research of your own and/or seek personal
financial advice from a licensed adviser before
making any financial or investment decisions based
on this article. All prices and analysis 3 June 2020. 
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
In the good books 

BINGO INDUSTRIES (BIN) was upgraded to Buy
from Neutral by Citi 

Citi lowers FY20 forecasts by around -8% to reflect
weaker waste collections and post collections
volumes. Volumes are expected to return to trend
growth from the second half of FY21. The broker still
expects Bingo Industries can reach its long-run
margin target of around 30%. The broker also
suspects consensus estimates and expectations for a
market share war are overdone. Rating is upgraded
to Buy/High Risk from Neutral/High Risk and the
target lowered to $3.10 from $3.30. 

COSTA GROUP HOLDINGS (CGC) was upgraded
to Add from Hold by Morgans 

Morgans assesses the outcome of the 2020 citrus
crop is the main risk for the remainder of the year and
will be the determinate of whether guidance is
achieved. The broker also believes Costa Group has
done a good job of navigating pandemic-related
challenges. Amid signs the headwinds are
moderating, Morgans upgrades to Add from Hold.
Target is raised to $3.60 from $3.05. 

JB HI-FI (JBH) was upgraded to Outperform from
Neutral by Macquarie 

Macquarie envisages potential for JB Hi-Fi to surprise
to the upside at the FY20 results. Recent feedback
has indicated strong demand for electronics and
hardware continued throughout May. The broker also
notes discretionary expenditure has been propped up
by the increased earnings of
the JobSeeker population as well as indications that
funds from early superannuation access went
towards discretionary expenditure. While the effects

will wear off in September as the JobKeeper winds
up, the pace at which the Australasian economies are
reopening has underpinned a more positive view on
the outlook. Rating is upgraded to Outperform from
Neutral and the target raised to $41.00 from $35.60. 

NEWCREST MINING (NCM) was upgraded to Buy
from Neutral by UBS 

The Australian dollar gold price has increased by
18% over the year to date driving the ASX gold index
24% higher. However, UBS notes relative
performance among stocks has diverged with
Newcrest Mining underperforming. This has created
an opportunity to consider rotating into Newcrest and
the broker upgrades to Buy from Neutral. Target is
raised to $35 from $33. 

VICINITY CENTRES (VCX) was upgraded to
Outperform from Neutral by Credit Suisse 

Vicinity Centres has recently reported that 50% of
retailers in its centres were open in the first week of
May. The impact of rent relief on earnings remains
unclear. While Credit Suisse is unable to quantify the
impact of the pandemic with any certainty, FY20-22
estimates are reduced by -8.0-14.5% to reflect the
potential impact of rent relief and negative re-leasing
spreads. The company appears to be more inclined
to take other capital management options, including
cutting the dividend, rather than raising equity.
Nevertheless, the broker considers the downside is
captured in the current price and upgrades to
Outperform from Neutral. Target is reduced to $1.93
from $2.38. 

VIVA ENERGY GROUP (VEA) was upgraded to
Add from Hold by Morgans 

Morgans suggests the recent sell-off in Viva Energy
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shares is overdone. Refining market conditions
remain depressed but the recent divestment of
property has ideally positioned the balance sheet,
suggests the broker. There is potential for a relief
rally, stemming from initial signs that traffic activity is
recovering, the report suggests. The broker upgrades
to Add from Hold. Target is raised to $1.90 from
$1.47. 

In the not-so-good books 

AFTERPAY (APT) was downgraded to Hold from
Add by Morgans 

The stock is trading at its highest multiples compared
with historical averages. Morgans upgrades earnings
forecasts for the next two years because of improved
revenue and bad debt assumptions, based on recent
trends. However, the rating is downgraded to Hold
from Add on valuation grounds. Target is raised to
$46.00 from $33.11. The fact Tencent has taken a
5% stake in the company is an advantage, in the
broker’s view, providing substantial options going
forward. 

ALACER GOLD (AQG) was downgraded to
Neutral from Buy by UBS 

The Australian dollar gold price has increased by
18% over the year to date driving the ASX gold index
24% higher. However, UBS notes relative
performance among stocks has diverged. Alacer Gold
is downgraded to Neutral from Buy because of the
share price outperformance. Target is raised to
$10.30 from $9.50. 

ATLAS ARTERIA (ALX) was downgraded to Hold
from Add by Morgans 

Atlas Arteria is undertaking a capital raising via a
$420m institutional placement and share purchase
plan of up to $75m. Proceeds are to be used to repay
the debt related to the APRR investment. Morgans
recommends clients take up the offer as the price
represents at least a 12% potential return compared
with the target, which is reduced to $6.98 from $7.21.
Given the recent strength of the share price and
reduction in the target, the potential return at current
prices has compressed to 5%. Hence, Morgans
downgrades to Hold from Add. 

EVENT HOSPITALITY AND ENTERTAINMENT
(EVT) was downgraded to Neutral from Buy by
Citi 

The share price has increased 52% since March 23
and, as a result, Citi downgrades to Neutral from Buy.
The downgrade relates to risks to the cinema division
outlook and the valuation of property. While the hotel
division should benefit from a resurgent domestic
tourism sector, the broker still expects challenges
from lower corporate travel because of increased use
of videoconferencing. Citi also suspects Event
Hospitality will try to avoid raising equity and/or selling
assets. New debt, however, may have higher
borrowing costs or restrictions on dividends and
growth capital expenditure. Target is raised to $9.75
from $7.45. 

EVOLUTION MINING (EVN) was downgraded to
Neutral from Buy by UBS 

The Australian dollar gold price has increased by
18% over the year to date driving the ASX gold index
24% higher. However, UBS notes relative
performance among stocks has diverged. Evolution
Mining has improved 63% over the year to date,
outperforming peers. From here, UBS believes a
higher gold price or material improvement in
operations is required and downgrades to Neutral
from Buy. Target is $5.50. 

FREEDOM FOODS GROUP (FNP) was
downgraded to Hold from Add by Morgans 

The company’s high-margin products have been
severely affected by the restrictions relating to the
pandemic. Morgans downgrades forecasts materially,
expecting it will take time for the out-of-home channel
to fully recover. The broker believes Freedom Foods
needs to closely manage its balance sheet or an
equity raising will be required. As earnings will take
time to recover and multiples are stretched, the
broker downgrades to Hold from Add. Target is
reduced to $4.33 from $5.05. 

IRESS (IRE) was downgraded to Accumulate from
Buy by Ord Minnett 

The company has announced a $170m capital raising
and will acquire OneVue Holdings ((OVH)) at an
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implied equity value of $107m. In the near term, the
acquisition is dilutive but offers longer-term upside
potential. While Iress has withdrawn guidance,
trading in the year to April has been in line with
expectations and there is no material impact from the
pandemic thus far. Ord Minnett updates forecasts and
reduces the rating to Accumulate from Buy. Target is
lowered to $11.85 from $12.65. 

LOVISA HOLDINGS (LOV) was downgraded to
Sell from Buy by Citi 

Citi downgrades to Sell from Buy, following the
V-shaped recovery in the share price, up 219% since
March 19. The broker does not envisage downside
risks are factored into consensus net profit forecasts,
which assume FY22 will more than double FY20. The
broker envisages risks stemming from costume
jewellery underperforming the broader discretionary
retail category as well as dependence on shopping
centres for foot traffic. There is also the prospect of a
slower roll-out of stores and exposure to countries
that have experienced a greater impact from the
pandemic. Target is reduced to $5.85 from $6.90. 

NORTHERN STAR RESOURCES (NST) was
downgraded to Sell from Neutral by UBS 

The Australian dollar gold price has increased by
18% over the year to date driving the ASX gold index
24% higher. However, UBS notes relative
performance among stocks has diverged and
Northern Star has outperformed, lifting 31%. As a
result, the broker downgrades Northern Star to Sell
from Neutral, raising the target to $14.50 from
$13.70. 

PRO MEDICUS (PME) was downgraded to Neutral
from Buy by Citi 

Pro Medicus has been awarded a five-year contract
worth $22m by
Chicago-based Northwestern Memorial Healthcare,
which UBS considers is further validation of the
Visage viewing platform. Material upside is envisaged
from this contract. The company has not experienced
any major delay or deferral from the pandemic.
However, the broker reduces FY20 and FY21
revenue estimates by -7% and -5%, respectively, to
account for a more conservative recovery in elective

examination volumes. Rating is downgraded to
Neutral from Buy as, despite the growth outlook, the
valuation risks are considered evenly balanced.
Target is raised to $29.65 from $29.30. 

THE STAR ENTERTAINMENT GROUP (SGR) was
downgraded to Neutral from Buy by Citi 

Star Entertainment has achieved tax certainty
regarding the NSW government’s gambling tax
regime, moving to fixed tax rates as expected. Citi
increases FY20 estimates for operating earnings by
10% following the re-opening of Sydney, although
acknowledges the pace of recovery remains
uncertain. Rating is downgraded to Neutral from Buy
as, once Queens Wharf in Brisbane is operating and
earnings normalise, the free cash flow no longer
offers a significant margin of safety, given competitive
pressures and VIP restrictions. Target is raised $3.10
from $2.95. 

SUPER RETAIL GROUP (SUL) was downgraded to
Neutral from Buy by UBS 

UBS downgrades Super Retail to Neutral from Buy
and increases earnings (EPS) estimates for FY20-22
by 8-26% to reflect improved trading conditions.
Target is raised to $8.70 from $7.50. Over the
medium to longer term UBS suggests the company is
well-placed to emerge from the pandemic in a
stronger position, however given the share price
performance and near-term earnings risk the
risk/reward is considered balanced. 

VICINITY CENTRES (VCX) was downgraded to
Hold from Accumulate by Ord Minnett 

Vicinity Centres has raised $1.2bn equity via an
underwritten placement at $1.48 a share along with a
share purchase plan. Ord Minnett believes covenant
and liquidity pressures were not the trigger but rather
the board elected to keep gearing below the upper
end of the target range. This is a big dilution for
investors to wear, in the broker’s view. In addition,
the company will not pay a second half distribution.
The stock has bounced since early April and is now
trading in line with valuation. Ord Minnett downgrades
to Hold from Accumulate and lowers the target to
$1.70 from $1.80. 
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The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
major Australian and international stock brokers: 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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Questions of the Week
by Paul Rickard

 
1. I’ve just been reading about TraCRs available
on the CHI-X exchange. I hadn’t heard of them
before. A google search brought up an article
predicting they would be a game-changer for
SMSFs. Any thoughts on them compared to direct
investment in US shares? How does Deutsche
benefit from these products? 

TraCRs (or transferrable custody receipts) allow you
to buy US shares in Australian dollars in Australia.
They trade on Chi-X (which is an alternative
exchange to the ASX). This is seamless to most
investors – you just place your order through your
broker’s online investing platform. They settle on
CHESS. There are around 30 companies quoted. 

For example, you can buy a share in Amazon under
the code TCXAMZ.  It will be quoted and settled in
Australian dollars. While you aren’t technically a
shareholder in Amazon, you will have the same
entitlement to dividends and other corporate actions,
and upon payment of a small fee, you can convert
the TraCR to an underlying share. 

Deutsche is a market maker, whose job it is to make
sure that the TraCRs trade on Chi-X close to the
underlying share value. So for example, if Amazon
shares rise by 2% on Wall Street, the TraCR here
should also go up by around 2% (assuming the
Aussie dollar doesn’t move). 

What do I think? You are right, it does make it really
easy to invest offshore, and for SMSFs, they don’t
need to open up a separate international share
trading account or purchase foreign currency. The
main issue locally is going to be liquidity – and when I
looked today at the spread between the bid and offer,
it was around 1.25% to 1.5%. Also,
while CommSec and CMC clients can access Chi-X,
not all brokers offer this service. Early days. 

2. I’m interested in investing in cyber security.
What is your opinion onBetashares global
cybersecurity ETF (HACK)? Any other
suggestions? 

I like the idea of HACK. However, it is a passively
tracking index ETF (it tracks the NASDAQ Consumer
Technology Association Cybersecurity Index). While
its performance on paper looks ok (1 year to 30 April
5.78%, 3 years 15.9% pa), it has quite badly
underperformed compared to the NASDAQ 100 index
(25.27% and 23.48% pa for 3 years) so I don’t know
what this says about cybersecurity or the stocks that
make up the index. 

No locally listed direct alternatives. There are other
technology ETFs, such as ROBO and ACDC from
ETF Securities. 

3. Is it a good time to invest in gold stocks?
Evolution Mining (EVN) has been referenced a few
times by Julia Lee in your interviews. What is
your view and preference?

I am no gold bull but a lot of people are, and it is
definitely in an uptrend (in US dollars). They argue
that 0% interest rates, Central Banks printing money
and USA/China tensions will see gold maintain its
“safe-haven” status and generate ongoing demand. 

My advice to gold bulls is just to buy the GOLD ETF
(the ASX code is GOLD). Only two risks – gold price
and the Aussie dollar. If you want to leverage and
take 4 risks (gold price, Aussie dollar and cost/volume
of production), buy gold shares. Evolution Mining is a
good mid-tier miner. Analysts, however, think it is
over-priced with a consensus target price of $4.88
compared with a last market price of $5.85. 

4. What do you think of Sydney Airport (SYD) and
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Transurban (TCL) to buy now?

I think both stocks are a touch stretched, and while I
like them at the right price, I don’t think either
represents great value at the moment. 

The broker analysts largely agree. On Transurban
(TCL), they have a valuation of $13.25 compared to
the current price of $14.95, so potentially 11.4%
overvalued. On recommendations, there are 2 buys,
3 neutrals, and 2 sells. The forecast distribution yield
is just 3% for FY20 and 3% for FY21 (largely
unfranked). 

With Sydney Airport (SYD), they are a little more
positive, with 3 buys, 2 neutrals and 2 sells. The
consensus target price is $6.40, 4.5% higher than the
current market price of $6.12. The forecast
distribution yield is 0.3% for FY20 and 3.7% for
FY21. 

One of the things that concerns me is the competition
risk for Sydney Airport from the new Western Sydney
Airport. I seem to be the only one talking about it –
but I reckon at some time in the next couple of years,
the market will latch on to this. 

Would you like your share questions answered by
Paul Rickard? Submit your question here.  

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. 

Powered by TCPDF (www.tcpdf.org)

14Thursday 04 June 2020

https://switzersuperreport.com.au/ask-tell-diy-super/
http://www.tcpdf.org

