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POLITICS, THE FED AND REPORTING SEASON 

 

Scott Dixon, Managing Editor of the Investing Times 

 

What a big month for the investment universe 
with a mix of underwhelming economic data, 
political turnover and diverged company 
reporting causing share-market volatility both 
locally and abroad. 

Politically, Australia joined an exclusive group 
by becoming a country that has had five 
changes of leadership in five years. From 
Rudd to Gillard to Rudd, then Abbott and now 
Malcolm Turnbull, we have had four changes 
of seat with only one decided by an election.  

This coincided with a global correction and an 
increase in volatility following the Federal 
Reserve’s decision to hold interest rates amid 
global growth concerns. September has seen 
the S&P500 down -3%, the Nikkei down -8%, 
the Hang Seng down -4% and the All Ords 
down -3%. Australia has clearly been 
impacted and sentiment remains tarnished 
while the world figures out if China is in a 
temporary slump or a permanent catastrophe.     

Some commentators have even been cheeky 
enough to proclaim that Australian GDP is 
now four times slower than Greek GDP, with 
the June reading of 0.2% marginally behind 
Greece at 0.8%. Of course, this is overstated 
as the Greek economy has fallen by -28.2% 
nominally since March 2009 whilst Australia 
has increased by +28.6%.  

The silver lining to this negativity is that it has 
helped valuations to resemble something that 
looks far more sustainable and quite possibly 
even attractive. 

While the current state of Australian politics 
requires thick skin, it is of less relevance to 
sentiment and corporate profitability than 
Chinese developments. 

The political turmoil and footy finals have also 
masked what is otherwise an important 
period on the investment calendar - the 
reporting season.  

 

 

It is officially over and for the most part 
confirmed what we already knew. Healthcare, 
utilities, and anything that benefits from low oil 
prices reported well. A few surprises were in 
store including Qantas, which has finally 
delivering something for those who endured 
years of pain. 

To the contrary, any company that merely 
mentioned the term commodities seemed to be 
down sharply. It is a sector testing the nerves 
of investors, with miners, the energy producers 
and anyone who supplies this sector with 
services all suffering badly.  

IN THIS ISSUE 

While a major focus of this report is on the 
reporting season, we also tackle the macro 
recessionary risks in Australia and touch on the 
fixed interest dilemma globally. 

Towards the rear there is a piece dedicated for 
all the pre-retirees out there and we tackle the 
usual SMSF issues. 

RELEASE OF OUR NEW REPORT 

In addition to the above, enclosed with this 
issue is the new release of a project that has 
taken many hours of dedicated research 
behind closed doors. We have labelled it the 
“Science of Investing” because of the statistical 
evidence that underlies its methodology. 

In essence, it is a centralised place to monitor 
asset allocation signals for equities with a 
back-test that is rigorous and long enough to 
take seriously. 

On this note, we value your feedback and I 
actively encourage you to write to me at 
scott@investingtimes.com.au with your 
thoughts/challenges/ideas as we are dedicated 
to continually improving. 

Happy investing and we hope you enjoy it. 
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TWO MINUTE GLOBAL ECONOMIC UPDATE 

 
The market continues to be fixated on a combination of three global proceedings: the Greek crisis, 

US interest rates and Chinese weakness.  

Perceived weakness in China and the flow on effects of subdued commodity prices are arguably the 

most important macro events for Australian investors. The first fact to understand is the Chinese 

economy is not slowing; it is the rate of growth that is slowing. A number of Chinese key data 

releases continue to point to a slowing growth rate however it is important to note that Chinese GDP 

growth remains positive and is still among the fastest growing nations in the world despite the 

weakening activity indicators. The stimulus measures introduced in recent months are also yet to be 

seen in the numbers. 

Australian markets are showing interesting reactions though. Over the past 12 months, Australian 

property is up 14.3%, bonds up 6.3%, cash up 2.5% and shares down -5.2% excluding dividends.  

Elsewhere, the US economy continues to strengthen on most measures. The Federal Reserve have 

some hard decisions to make, but all roads appear to lead towards raising interest rates.  

 

  

 

 

ASIA 
 China sees corporate profits in the 

industrial sector fall by -8.8%YoY. Hank 

Paulson calls that China has “run out of 

steam”. 

 India has some of the world’s highest 

interest rates. Current official rate is 

7.25% and 1 year term deposits earn 7.25-

8.00%. However, inflation continues to 

slow, which creates an opportunity for 

interest rate cuts. Retail inflation now 

3.66%, well behind the official inflation 

target of 6%.  

USA 
 Janet Yellen has a health scare but appears to be 

ok. This comes at a key time for the Federal Reserve 

with interest rate decision looming. 

 John Boehner steps down as House leader. This is 

rumoured due to an expected government 

shutdown in December. 

 Carl Icahn gives stern warning the USA needs to 

raise rates to avoid potential catastrophe. 

 US financials report in October which is creating 

some nervousness in markets.  

AUSTRALIA 
 Malcolm Turnbull overthrows Tony 

Abbott and places Scott Morrison as 

Treasurer. 

 Scott Morrison spooks SMSF 

members as he says he is “open” to 

super tax changes. 

 Property prices in Sydney and 

Melbourne appear to be cooling 

with auction clearance rates, 

building approvals and housing 

finance all said to be slowing. 

EUROPE 
 Tsipras wins election in Greece 

with 43% of vote. 

 Pro-independence in Catalonia 

strengthens as it gets the 

majority vote in referendum. 

Spanish Government will block 

any move through the courts. 

 Government bond yields in 

Europe remain near historic 

lows, showing the markets 

don’t see contagion risk from 

Greece. Greek bond yields are 

8.2%, Spain 2.0% and Germany 

0.7%. 

 

MIDDLE EAST 
 Saudi Arabia is said to 

be cashing in on its 

foreign reserves as it 

desperately tries to 

hold its economy amid 

the oil price slump. 

 The oil price has found 

stability slightly below 

$50 a barrel. 

mailto:newsletter@investingtimes.com.au
http://www.investingtimes.com.au/


 
 

   

Issue 376 – 30
th

 September 2015  3 

   

  

AN HONEST APPRAISAL OF AUSTRALIAN GDP 

 Australia is doomed for recession, say global economists.  

UBS, Goldman Sachs and Morgan Stanley have all reported 

concerns and this has left many Australian’s gripped by the 

thought of a recession.  

Put frankly, it scares us. Less jobs, lower share-markets and 

the fear of a depression all ring in our ears. But it is amazing 

that something so fearful is so poorly understood.  

Have we over-leveraged into housing and mining? Yep. Has 

our Government gone mad? Probably. Is corporate Australia 

struggling at the moment? Sure is. But is there something left 

to give in Australia? … Absolutely. 

See, the thing is that households around Australia are doing 

quite well, at least according to the statistics. Unemployment 

might be creeping up, but Australian households are still 

spending in all the areas they should be. And this is the 

primary reason Australia is not in recession. It is also the 

reason Australia is not showing the signs of entering a 

recession (at least not for now).  

Therefore, the purpose of this article is not to provide a 

comprehensive piece on Australia – this would require a thesis 

per topic – but it is intended to provide an honest appraisal of 

GDP and where we stand with perspective.  

LET’S START WITH RECESSION RISKS 

Sure, we can feel it with unemployment rising, the mining boom 

is waning and businesses are struggling. But a true picture 

requires us to understand the underlying components of Gross 

Domestic Product or GDP. 

This starts with economics 101 – where we define a technical 

recession as two consecutive quarters of negative GDP on a 

seasonally adjusted basis.  

The key element here is the calculation of GDP, which 

is done quarterly via a standardised global formula as 

follows: 

GDP = Household Consumption + Government 

Consumption + Fixed Capital Formation (Building 

of Private Dwellings, Business Investment and 

Government Infrastructure) + Exports – Imports. 

What this really means is that it is the sum of every 

single purchase we make, every single product we 

send and receive from offshore and basically every 

other dollar that isn’t stuffed under your pillow.  

So what does Australia’s backdrop look like? 

 

 

 

The below chart is unlikely to light your inner fire with excitement 

but it is important in understanding GDP and the risk of recession. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

It requires a keen eye, but the chart above should depict that 

households represent approx. 55% of the economy, the 

government just under 25% and the remainder to private 

investment (both business and property related).   

What isn’t clear in the pie chart is that it is the everyday people 

that have been our saving grace for the past 24 years. Household 

consumption has not only accounted for over 55% of the 

economy, it has been incredibly stable over the entire period since 

1991, even despite the prolonged falls in Gross National Income 

Per Capita. The June 2015 figures showed that, with the exception 

of cigarettes and more recently transport (attributable to the falling 

oil price), everything in the household bucket is going up as it 

should be. 
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AN HONEST APPRAISAL OF AUSTRALIAN GDP (continued) 

 This isn’t to undermine the importance of our resources sector – as seen in the next chart – but the reality is that while the mining boom has 

been the celebrity Australian households have done the heavy lifting.  

This heavy lifting has been such that according to the latest figures, if we isolated households and removed the headwinds from a mildly 

shrinking government and the unwinding of the mining boom, the Australian household economy is growing solidly with annualised growth of 

2.5%. A major portion of this is seen to be attributable to sustained population growth.  

THE MINING HEADWIND 

But this isn’t to ignore the mining headwind. The 

problems in mining are twofold; with a combination 

of falling commodity prices hurting exports but also 

mining business investment as shown in this chart.  

As they say, all good things must come to an end 

and we are now experiencing this fall back. 

Thankfully, this reversal has been slow enough to 

date that the $10 billion headwind to GDP (as 

circled) has been stomached by Australian 

households.  

THE OPTIMIST WITHIN 

It is also important to note that this decline in business investment is excellent news for the sustainability of the Australian economy in the 

long-term. The six-fold expansion in business investment over the past 20 years was never going to last forever, so while a mellow economy 

might seem frustrating at the current time, we may be saving ourselves from what could otherwise have been an economic disaster.   

 

 

 

 

 

 

 

Ben Bernanke’s key strength was his rigorous analysis of the Great Depression and one way of learning about future recessions is to 

understand prior data sets.  

When it comes to recessions of the past, we know two things. Firstly, the most well-known “recession predictor” is the yield curve (taking 

the 10 year Government bond yield and subtracting the two or five year Government bond yield) which has a long history of pointing out 

recessions. But secondly, we also understand that recessions generally stem from a negative feedback loop which can be seen in unusual 

ways. Specifically, one such measure shows that every time vehicles, furniture and renovations have experienced a downturn at the 

same time, the economy has fallen into recession. 

The whip-saw effect that can be seen in the 

chart makes it hard to see, but when you put 

together the three factors they seem to make a 

powerful recessionary blow. There are a few 

reasons why this might be more than mere 

coincidence, with the main theory that 

vehicles, furniture and renovations are 

confidence measures as opposed to staple 

purchases. But whichever way you interpret it, 

there is a 100% strike rate since records 

commenced in 1975.  

For now, all three are positive and this is 

seemingly good news for the economy.  

 

THE UNIQUE NATURE OF RECESSIONS 
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THE GLOBAL AGING PREDICAMENT 

 John Bogle once proclaimed that an investor’s bond exposure 

should roughly equal their age. Therefore, a 45 year old should 

have 45% in bonds and an 80 year old should have 80%. 

The theory is that we become more reliant on stable outcomes 

as we age and hence require a more conservative asset mix. 

However, it is becomingly increasingly obvious that the 

application in today’s world is a nightmare.  

Global interest rates are at rock bottom with many countries at 

or near 0% plus the added stimulus of quantitative easing. This 

was like a grandmas ancient remedy and the countries who 

applied it have seen their economies improve and asset values 

balloon. Specifically, the US, UK, Eurozone and Japan are in 

the mix with Australia marginally behind. 

The problem of course wasn’t whether rate cuts and stimulus 

would work – that was always going to be to the affirmative. 

The problem was going to be the unwinding of such extreme 

measures. 

We are only just starting to see the first effects of this 

prolonged implication. The US via the Federal Reserve had 

hinted to markets they were expecting to increase interest 

rates from September, but have decided to push this back. The 

UK and Bank of England are now starting to hint at the same 

path. 

But no one seems to be talking about what the unwinding of 

stimulus will look like for fixed interest investors, which will be 

one of the biggest themes to hit baby boomers becoming more 

reliant on defensive asset choices. 

AGE MAKES US CONSERVATIVE 

As a retiree in the 21st century, it has become clear you need to 

maintain a portfolio of some description that will replace your 

income. Businesses have shuffled that responsibility to us and 

Governments are taking a gradual step back by pushing out 

social security entitlements. 

The fact (generally) is that as we age, our tolerance for risk 

decreases. And this decrease in risk tolerance equates to a 

greater portion of a portfolio being allocated to defensive asset 

classes - predominately cash, term deposits and bonds – all of 

which are providing negligible real yields.  

A CONSERVATIVE INVESTORS NIGHTMARE 

The worst nightmare for bond and fixed interest investors is a 

low starting yield with a rising interest rate outlook. To 

understand this properly we need to first go back to basics. A 

bond is just like a term deposit, but can be traded in a 

secondary market.  

 

The only reason your fixed interest funds ever see a capital gain is 

because the underlying bonds are “fixed” and hence more valuable 

to other people as yield’s fall – in other words, people want 

yesterday’s yields so much that they are willing to pay a premium to 

buy it off you.  

For the past 10+ years, this has been the theme – so much so that it 

has created prolonged periods of capital gains.  

The problem is fixed interest coupons don’t see increases the same 

way as a property’s rent and company’s dividend will increase over 

time. Therefore, the only way a bond or fixed interest fund achieves 

a capital gain is if tomorrow’s investor is desperate for yesterday’s 

yield and thereby bids up the price. 

The reality going forward is that fixed interest yields are already 

incredibly low - so low that the real yield (after inflation) is negative 

in most of the key economies.  

Why on earth would people accept a negative return with no risk? 

THE ONLY WAY OUT FOR FIXED INTEREST 

If investors continue to expect capital gains in fixed interest, they 

have an unrealistic expectation that tomorrow’s investor is more 

willing to accept a lower rate of return (lower than an already 

negative real return). We admit that stranger things have happened.  

But to make matters worse, the only way out of this stimulus 

dilemma for global economies is to raise rates as we have already 

seen from the Federal Reserve and Bank of England. This inevitable 

interest rate reversal will likely be a very slow grind, but what is clear 

is that they will eventually revert to something closer to long-term 

averages which are far higher than today. 

That means tomorrow’s conservative investors are likely to do the 

opposite of chasing yesterday’s yield – they will avoid it and take 

tomorrow’s higher yield instead. Supply and demand dictates the 

secondary market will likely have less demand as rates increase 

which all else being equal will create capital losses in a “low risk” 

asset class. 

The most common holdings for Australians are to be invested via a 

managed fund and many of these funds have enviable records with 

6-8%+ returns and very low risk.  

Of course, an investor can elect to hold the bond or hybrid directly, 

meaning that they can patiently wait for maturity and avoid the risk 

of a capital loss.  

To summarise in 29 words, the fixed interest outlook could create 

some serious disappointment in the years ahead. Therefore, if you 

plan to follow John Bogle’s advice, take care with your defensive 

asset selections.  
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CURRENT POSITION AND MARKET MOOD 

The normal trading range for the All Ords now resides between 4,667 and 6,718 points (between Zones 2-4) according to the Zone System. 

With the All Ords positioned at approximately 5,169 at the time of writing, it is moderately under-valued in the long-term. Specifically, the 

market is sitting in Zone 4 but with negative momentum.  

According to the Zone System, it would be prudent to remain vigilant but a gradual increase in asset class exposure is beginning to look 

sensible. 

.   

AUSTRALIAN SHARES – ZONE SYSTEM RANKING  

 The 30 Year View (1985 – 2015) 

BLUE-CHIPS VERSUS SMALL CAPS 

As can be seen from the two charts above, the blue-chip basket (resembled as the ASX50) almost recovered back to their 2007 highs in early 

2015. Meanwhile, the small company’s basket (resembled as the ASX300 but excluding the top 100 stocks) has failed to recover at all since 

2009. The story that underlies this is earnings, so while the small caps basket appears more attractively priced, it does come with added 

volatility in both price and earnings of the underlying constituents. 

.   



 
 

   

Issue 376 – 30
th

 September 2015  7 

SECTOR ROUNDUP – POST REPORTING SEASON 

 

ENERGY  

The energy sector has been decimated in the past 12 months, with every 

single stock in the ASX300 Energy index delivering a negative return except 

Caltex. Caltex is an odd one, as a net beneficiary of lower oil prices but still 

announcing a 23.9% fall in revenue. The reporting season confirmed what we 

already knew, that anything related to oil exploration or production has had 

their profits fall off a cliff. 

Going forward, book values are being impaired whilst P/E ratios and dividend 

yields can’t be trusted until earnings demonstrate some stability.  It remains a 

sector for the brave, albeit with upside potential. 

In this edition, we are broadening our coverage of the ASX GICS sectors to include greater transparency and insight following the recent 

reporting season. Conceptually, we urge investors to continue to pursue diversification across most (if not all) asset types and market 

sectors.  

You will note we have included a bridged version of the Zone System on each GICS chart. The limited data availability for each segment 

means that we can only provide medium-term valuation guides (approx. one business cycle) as opposed to our preferred two business cycle 

long-term validation lines. 

Nevertheless, there is plenty of activity on a sector-by-sector level so the following should hopefully prove insightful. 

 

 

In similar vogue to the energy sector, materials have suffered 

dramatically following the fallout in commodity prices. Australia’s 

resources sector remains large, with 39 of the top 300 companies in this 

space. Unfortunately only half (19 out of the 39) have returned a positive 

result over 12 months and 54% (21 out of 39) over three years. 

Going forward, the fundamentals will be subject to harsh criticism until it 

becomes clear where China and the commodities cycle reside. We still 

see value, but investors must brace for volatility. 

Top 5 Interests – WPL, OSH, CTX, ORG, STO  Avg P/E 26.7x  Avg Div Yield 3.28% Avg P/BV 0.78x 

  

MATERIALS  

Top 5 Interests – BHP, RIO, AMC, NCM, S32  Avg P/E 17.2x  Avg Div Yield 2.77% Avg P/BV 1.31x 

  

CONSUMER STAPLES 

Top 5 Interests – WES, WOW, CCL, TWE, BKL  Avg P/E 32.4x  Avg Div Yield 1.87% Avg P/BV 2.20x 

  
Consumer staples seem to have lost their non-cyclical touch in recent 

years with blow-outs from Coca-Cola Amatil and more recently 

Woolworths/Metcash hurting sentiment. Reporting season showed the 

defensive nature of their revenue streams, with results far less volatile 

than other sectors.  

The sector remains fragmented, with the big three – Wesfarmers, 

Woolworths and Coca-Cola Amatil showing much better fundamentals 

than the sector by large. For example, the dividend yield among the big 3 

averages 5.15% against an equal weighted sector average of 1.87%. 
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  FINANCIALS  

Top 5 Interests – CBA, WBC, ANZ, NAB, MQG  Avg P/E 13.75x  Avg Div Yield 4.80% Avg P/BV 1.34x 

  

INFORMATION TECHNOLOGY  

Top 5 Interests – CPU, CAR, MYO, XRO, IRE  Avg P/E 31.1x  Avg Div Yield 1.82% Avg P/BV 5.12x 

  

TELECOMMUNICATIONS  

Top 5 Interests – TLS, TPM, SPK, MTU, VOC  Avg P/E 21.50x  Avg Div Yield 1.01% Avg P/BV 4.59x 

  

CONSUMER DISCRETIONARY  

Top 5 Interests – CWN, REA, ALL, TTS, HVN  Avg P/E 20.90x  Avg Div Yield 3.40% Avg P/BV 2.08x 

  
The mixed bag of 52 retailers, online, media, gambling and even a funeral 

provider makes this sector difficult to judge as one. Overall, the 

performance in recent years has resembled something closer to what 

should be the consumer staples index, with 48 of the 52 companies in the 

sector delivering a positive result over the past 3 years (Billabong, Myer, 

Ten Holdings and Seven-West media being the drags).  

This is definitely a sector to assess one at a time. Price to Book Value 

ratios are incredibly varied, with the five biggest holdings (listed above) 

having ratios of 1.7x, 10.3x, 7.4x, 1.7x and 1.7x respectively.  

IT is a relatively small industry in Australia, but nonetheless contains 

many of the “sexy” stocks that we can’t help but be enticed to look at. 

The reporting season was generally a bad one for IT, with more stories 

than dollars banked. This seems to be a regular theme in the sector and 

requires perspective against some horrible fundamental valuations. The 

equal-weighted P/E ratio of 31.1x is concerning.  

Computershare and Iress have had a tough time lately and their 

announcements were unsurprisingly dull. Carsales reported well though. 

Another small sector in Australia, dominated by Telstra which is 6x 

bigger than TPG as the next biggest competitor. The sector has 

experienced strong price growth in the past four years with a recent 

correction for Telstra a timely reminder that nothing lasts forever. Telstra 

reported a relatively dismal result with 1.2% revenue growth and profit 

slipping -0.9%.  

Going forward, it seems difficult to justify the valuations and the scope 

for significant and sustainable earnings increases. It is worth noting the 

consolidation theme outside of Telstra. 

The financial sector can be roughly broken up into four categories; 

banks, insurers, A-REIT’s and asset managers. The sector now 

accounts for 47% of the overall market, which is incredibly concentrated 

around the big four banks.  

Banking stocks have been punished in recent times, with many 

concerned about APRA regulations on investor lending and any 

implications on the housing market. However, asset managers and A-

REIT’s have been the star performers. The recent pullback should instil a 

healthy scepticism of the sector and benefit its sustainability. 
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  UTILITIES  

Government regulated revenue streams, high debt levels and large   

cap-ex budgets typify the utilities sector. Even their profitability is better 

assessed using free cash-flow than the typical earnings figures of other 

sectors. But this isn’t a reason to fear the sector and post-GFC 

performance has shown this. 

Utility providers continue to deliver consistent results and gradually 

increase their dividends. A question remains over whether the stellar run 

can continue but they deserve ongoing examination, especially for 

income-seeking portfolios.  

 

The industrials sector always seems to have a handful of standout 

performers and then the dogs of the ASX right next to it. For example, 

who would have thought Qantas could rise 150% in a year while 

Monadelphous crashes by 50%. Reporting results were pretty reflective 

of price performance with a clear distinction between those who benefit 

from lower oil and those who don’t. 

The traditionally defensive end of this sector (the airports, toll roads, etc) 

has run relatively hard in a short space of time with profit margins that 

look exceedingly unsustainable. This is something to keep a watchful 

eye on.   

Top 5 Interests – AGL, AIA, DUE, AST, MYT  Avg P/E 23.80x  Avg Div Yield 5.66% Avg P/BV 1.36x 

  

INDUSTRIALS  

Top 5 Interests – TCL, BXB, SYD, AZJ, AIO  Avg P/E 18.20x  Avg Div Yield 3.74% Avg P/BV 2.09x 

  

HEALTHCARE  

Top 5 Interests – CSL, RHC, RMD, SHL, COH  Avg P/E 24.55x  Avg Div Yield 2.32% Avg P/BV 2.31x 

  
What a stand-out performer, exhibiting both defensive characteristics 

with strong growth profiles. This has been a dream run for the sector but 

has recently shown its first signs of getting the wobbles.  

The sector itself continues to have the structural underpinnings of a 

stellar run in performance (aging population, etc), although many of the 

major stocks are deriving much of their revenue overseas and price 

performance has been partially attributable to P/E ratio expansion which 

is unsustainable. Even the laggards such as Primary Healthcare 

managed to post a profit increase of 19.4%, although the paper gain did 

little to help its share price.   

    
A CRYSTAL BALL INTO THE NEXT REPORTING SEASON 

With Christmas just around the corner and February not far behind it, a blink of an eye will see the next reporting period upon us. Sadly, it 

seems the same themes will be apparent as any recovery in oil and commodity prices are unlikely to flow through to the bottom line in time. 

One theme which may stand out is the fall of the Australian Dollar. It could be worth keeping a close eye on those businesses that earn the 

majority of profits offshore as these companies are likely to report well. As always though, take the crystal ball with a pinch of salt. 
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  CORE SHAREMARKET UPDATE 

 Every month since 1994, the Investing Times has produced a list of shares that exhibit “core” attributes. This is considered an ideal way of 

structuring a portfolio and the merits of such methods remain as true today as they did in the 20 th century. As always, we outline our 

current core portfolio, but in the same vogue to how we analysed the portfolio in February, we want to share with you the evidence on why 

the Investing Times core portfolio is beneficial to our readers.  

EVIDENCE OF THE CORE PORTFOLIO SUPERIORITY 

In the August reporting period, we assessed 143 companies out of the top 200 that reported their results. Of this, 17 of our 23 core 

holdings reported (11 reported full-year and 6 half-year results). Below is an outline of the comparative result, broken down into those who 

reported full-year results and those who reported their half-year results: 

As can be seen above, the companies in the core portfolio that reported their full-yearly results (CBA, BHP, WES, WOW, IAG, COH, 

RHC, AGL, BXB, TCL and SGP), in aggregate produced superior results to the broader market in all categories except dividends and 

cash holdings. Naturally, this included outperformers such as Ramsay Health Care and some clear underperformance, but the weighted 

average of these core holdings was more than enough to outperform the broader market in revenue and profit despite the underwhelming 

results from the likes of BHP, TCL and WOW.  

Similarly, the half-year reporting results of the core portfolio (AMP, CCL, SYD, RIO, WPL and WFD) were superior to the overall market in 

all segments except dividend growth. It is worth noting that the volatility in earnings was mostly to the upside, with AMP, SYD and WFD 

all reporting >100% increases in profit.  

It is also worth noting that the dividend capabilities of the core portfolio remain very healthy with every company in the list declaring 

dividends.  

 

Full-Year Reporting
Core Portfolio 

(11 out of 23) 

 ASX200 Market 

(143 out of 200)
Difference

Revenue and Profit Statistics

Total Revenue Growth 12.8% 0.4% 12.4%

Total Profit Growth -30.7% -31.9% 1.2%

%  of companies that were profitable 90.9% 81.8% 9.1%

%  of companies that lifted or maintained cash levels 36.4% 51.7% -15.4%

Dividend Statistics

Dividend growth -2.0% 6.5% -8.5%

%  of companies that paid dividends 100.0% 89.5% 10.5%

%  of companies that lifted dividends 45.5% 63.0% -17.5%

%  of companies that maintained dividends 27.3% 22.0% 5.3%

Volatility

%  of companies that were stable (less than a 100%  change in profits) 90.9% 69.9% 21.0%

Half-Year Reporting
Core Portfolio 

(6 out of 23) 

 ASX200 Market 

(27 out of 200)
Difference

Revenue and Profit Statistics

Total Revenue Growth 4.5% -0.3% 4.8%

Total Profit Growth 52.8% -45.5% 98.3%

% of companies that were profitable 100.0% 100.0% 0.0%

Dividend Statistics

Dividend growth -7.3% 3.5% -10.8%

% of companies that paid dividends 100.0% 96.3% 3.7%

% of companies that lifted or maintained dividends 50.0% 96.3% -46.3%

Volatility

% of companies that were stable (less than a 100% change in profits) 50.0% 70.4% -20.4%
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CURRENT CORE LIST  

As always, we review the core portfolio with a view to balance the following objectives: a) healthy and stable returns b) diversification c) 

dividend growth and d) capital preservation. The overall stability of the portfolio has allowed it to maximise returns on an after tax and 

brokerage basis and we therefore have a strong preference for businesses that are likely to deliver outperformance over the long-term.  

 

UPDATE TO THE CORE HOLDINGS TABLES 

There are no changes to the core portfolio. 

 

CORE SHARE LIST UPDATE  

 

Data to 25 September 2015. Source: Factset, AFR Share Tables 

ASX Code Name
Price 

25/09/2015

Dividend 

Yield (incl 

Franking)

Dividend 

Growth 

Rate %

P/E Ratio

Earnings 

Growth 

Rate%

P/BV
Return on 

Equity

Debt to 

Equity

$1,000 for 

1 Year

$1,000 for 

3 Years

CORE PORTFOLIO

Banks

CBA C'wlth Bank  of Aust 71.44$     8.4 4.7 12.8 1.1 2.4 17.8 N/A 1,067$     1,168$       

WBC Westpac Banking 29.95$     8.8 4.6 12.3 9.8 2.0 15.5 N/A 1,048$     1,151$       

ANZ ANZ Banking Grp 27.00$     9.6 8.5 10.0 21.3 1.7 14.9 N/A 972$        1,106$       

NAB National Aust Bank 29.79$     9.5 4.2 12.2 -13.8 1.7 11.8 N/A 1,029$     1,141$       

Mining and Energy

BHP BHP Billiton 22.93$     10.5 36.9 49.1 -35.9 0.9 5.6 46.0 852$        977$          

RIO Rio Tinto 48.95$     8.7 16.9 20.9 -19.4 0.3 5.6 49.0 912$        1,028$       

S32 South32 1.42$       - - - - 0.6 -8.9 9.5 - -

ORI Orica 15.40$     7.2 2.1 9.8 -2.1 1.3 14.2 54.7 830$        882$          

WPL Woodside Petroleum 29.07$     13.6 43.4 9.0 54.8 1.2 12.8 24.5 792$        1,028$       

Consumer

WES Wesfarmers 39.15$     7.3 5.3 18.1 12.4 1.8 9.6 26.3 977$        1,095$       

WOW Woolworths 24.89$     8.0 1.5 14.6 -0.4 2.8 19.7 42.4 764$        993$          

CCL Coca-Cola Amatil 8.90$       6.2 -25.0 24.9 -25.4 4.0 14.0 111.0 1,056$     908$          

Healthcare

COH Cochlear 85.50$     2.9 -25.2 33.4 55.2 13.2 42.6 59.9 1,205$     1,105$       

RHC Ramsay Health Care 60.26$     2.4 18.8 32.6 11.9 6.7 23.4 172.8 1,239$     1,389$       

Utilities

AGL AGL Energy 16.20$     5.6 5.6 48.6 19.8 1.3 2.7 44.9 1,262$     1,087$       

AST AusNet Services 1.35$       7.3 - 204.5 -65.2 1.5 0.7 230.0 1,026$     1,153$       

Insurance

AMP AMP 5.55$       6.7 13.0 16.0 29.2 2.0 17.1 189.9 1,108$     1,154$       

IAG Insurance Aust Grp 4.81$       8.6 -25.6 15.4 -32.9 1.7 11.8 24.5 861$        1,110$       

Industrials

BXB Brambles 9.72$       3.3 3.7 20.0 26.8 4.5 21.7 108.2 1,064$     1,153$       

Infrastructure

SYD Sydney Airport 6.08$       4.0 4.4 98.5 -13.8 8.6 8.6 540.5 1,439$     1,299$       

TCL Transurban Grp 10.10$     4.3 14.3 - -30.5 3.1 -6.2 207.3 1,322$     1,237$       

Property

SGP Stockland 3.84$       6.3 - 10.0 8.4 1.0 10.6 40.6 1,030$     1,116$       

WFD Westfield Corp 9.75$       3.4 32.5 18.0 -40.6 2.1 13.7 68.6 1,348$     1,209$       

AVERAGE POSITIONING 7.2 5.0 18.0 0.35 1.8 12.8 54.7 1,055$     1,113$       
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  DEFENSIVE SHARE PORTFOLIO (DSP) FOR INCOME  

 The Investing Times has been managing the proforma share portfolio, the IT DSP, since March 2000. The IT DSP is a portfolio of 
Australian shares selected from companies in the ASX 200 and the outperformance remains exceptional against the benchmark index.  

Share selection for inclusion or deletion is based 
on four quantitative screens, which allow for the 
selection of financially robust companies without 
emotive input. The IT DSP does not invest in 
Australian Real Estate Investment Trusts (A-
REITs). 

 

WHAT COMPANIES ARE OUT? 

The DSP has seen turnover due to the lack of profitability in the 

mining and mining services sectors. See below:  

- Cardno  

- Monadelphous Group 

- Myer Holdings  

- NRW Holdings  

It also systematically sold the following:  

- SMS Management and Technology – meets the criteria 

on almost all levels, however the earnings yield of 4.9% is 

marginally below the sell signal.  

- Insurance Australia Group – meets the criteria on 

almost all levels, however the dividend cover of 1.08 is 

marginally below the sell signal. 

- Toll Holdings – successful bid by Japan Post 

 

PORTFOLIO RULES 

The DSP also uses the portfolio rule to buy up or sell down if the value 
of a stock is either half of the average holding size of the portfolio or 
double the average holding size. Under this criterion, no stocks 
qualified for ‘doubling up’ or ‘pairing back’ since last September. 
 
The DSP relies on set criteria around four quantitative screens based 
on a) value b) profitability c) stability and d) safety. 

WHAT COMPANIES ARE IN? 

- Bendigo and Adelaide Bank – operates through Retail Banking, 

Third Party Banking, Wealth, and Rural Banking segments. It 

operates approximately 520 branches, 105 customer service 

agencies, and 1,700 ATMs in Australia. 

- Genworth Mortgage Insurance - engages in loan mortgage 

insurance business in Australia. The company facilitates 

residential mortgage lending through transferring risk from 

lenders to lenders mortgage insurance (LMI) providers, primarily 

for high loan-to-value ratio residential mortgages.  

 

Ratio Type To Buy a New Share To Sell an Existing Share

Gross Dividend Yield >7.50% <4.00%

Earnings Yield >8.00% <5.00%

Dividend Cover >1.25x <1.10x

Debt Level (Debt / Equity) <35.00% >65.00%

# Company Name Code
Gross 

Dividend

Earnings 

Yield

Dividend 

Cover
Debt Level Action

1 Adelaide Brighton Ltd ABC 5.7% 7.2% 1.8 33.6%

2 ANZ Ltd ANZ 9.6% 10.0% 1.5 N/A

3 Bendigo&Adelaide Bk BEN 9.4% 9.3% 1.4 N/A IN

4 Cabcharge Australia Ltd CAB 9.4% 12.8% 1.9 32.9%

5 Commonwealth Bbank of Australia Ltd CBA 8.4% 7.8% 1.3 N/A

6 Cardno Ltd CDD 9.7% - -5.2 59.2% OUT

7 Downer EDI DOW 10.4% 14.1% 1.9 26.6%

8 Genworth Mortg Ins GMA 15.6% 25.6% 2.4 5.7% IN

9 Insurance Australia Group IAG 8.6% 6.5% 1.1 24.5% OUT

10 JB Hifi Ltd JBH 6.7% 7.2% 1.5 40.6%

11 Monadelphous Group Ltd MND 21.2% 18.5% -24.2 6.3% OUT

12 Myer Holdings Ltd MYR 19.8% 5.7% -20.3 51.7% OUT

13 National Australia Bank Ltd NAB 9.5% 8.2% 1.2 N/A

14 NRW Holdings Ltd NWH #N/A #N/A #N/A 110.8% OUT

15 QBE Insurance Group Ltd QBE 4.7% 6.5% 2.0 32.6%

16 SMS Management & Technology Ltd SMX 4.9% 4.9% 1.4 4.1% OUT

17 Toll Holdings Ltd TOL #N/A #N/A #N/A #N/A OUT

18 Westpac Banking Corp Ltd WBC 8.8% 8.1% 1.3 N/A
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        THINKING OF RETIRING? THINGS TO CONSIDER… 

 The conversion from accumulation mode to retirement or pension 

mode is one of the most challenging components in one’s financial 

life. 

The desire to retire as soon as practical leaves many wondering 

what a sufficient superannuation balance should look like and 

whether an early retirement might leave them short of funds in later 

life. 

In order to comprehend this, there are a few important themes that 

you must be clear on. The first and most important thing to consider 

is the amount of income you require in retirement. Some people 

prefer a nominal figure such as $1,000pw, but some prefer to think of 

it as a percentage of your expenses through working life. Everyone 

will have a different situation (debt, no debt, holiday plans, etc) but 

the most practical rule of thumb is to set your expected retirement 

expenses at somewhere in the vicinity of 75% of your working life 

expenses.  

Once you have established your “need” of income, you can begin to 

consider your opinion on the most effective way to achieve this 

income. This is one of the most misunderstood components to the 

retirement process but requires your careful consideration. In 

essence, you have three options to access your retirement savings: 

OPTION 1 - LIVE OFF THE INCOME  

Here we are talking about dividends, interest and other forms of 

income from your investments. A well-structured portfolio can have 

the timing of distributions spread across the year so that you can live 

solely off the income and never touch the capital. A handy tip is to 

create a dividend calendar as a fruitful way to understand your 

income schedule. It is important to warn that living off your income 

can leave you exposed to ‘chasing yield’ (potentially taking more risk 

than you would otherwise want to take) and also means you may 

have to be willing to adjust your lifestyle to suit the prevailing yields 

on offer.  

OPTION 2 - SYSTEMIC WITHDRAWAL PLANS  

This is the simplest but most dangerous method. It basically requires 

you to select a nominal figure every month and this will be 

automatically deducted from your portfolio. You may decide that this 

withdrawal amount should go up with inflation each year, or some 

prefer to assume that your expenses will gradually decrease as you 

age.  

The advantage is that you are not reliant on yield which allows you to 

make unbiased investment decisions. However, this method has 

seen many people draw down their capital too quickly, especially 

when a financial crash occurs. If you think this method is the best for 

you, then it is very worthwhile reading the research around safe 

withdrawal rates (SWR). This is a large body of research into 

financial history on how much you can safely withdraw without 

blowing your last dollar, with history suggesting a cap of 4%.  

 

 

OPTION 3 - THE USE OF ANNUITIES 

A lifetime annuity is a financial product that promises income for life 

and no investment risk.  

Companies such as Challenger and AMP offer retirees a multitude 

of options that allows you to “guarantee” a set amount of income per 

month, quarter or year. At the most extreme example, these 

annuities require you to give away your capital in return for the 

promise of an income for life (regardless of how long you live). The 

idea is that annuities are the most secure way to achieve an income 

in retirement because they are not subject to investment risks.  

While counterparty risks (the risk of the annuity provider going 

bankrupt) need to be considered, they are highly regulated to 

minimise such exposure. The main downside is that the rates on 

offer are often lower than what can be expected to be achieved by 

investing yourself. For example, a $1,000,000 lifetime annuity for a 

65 year old currently promises $34,340 per year (linked with 

inflation) or $45,620 per year (no inflation increases). This equates 

to a yield of 3.4% and 4.6% respectively. 

DECIDE ON YOUR PREFERRED METHOD 

Once you know the income you require and the way you want to 

manage your money in retirement, you are finally in a great position 

to understand how much capital you need. 

For example, if you wish to live off the income and require say 

$50,000pa, a focus on higher yielding stocks (assuming capital risks 

are less important to you) could easily be achieved in the current 

Australian market with a $1,000,000 portfolio (plus the benefits of 

franking credits as a tax refund). Although, it is worth disclaiming 

that a diversified approach should include bonds and cash, which 

are only offering yields of 2-4% and would require closer to 

$1,500,000. 

This might be compared to a systemic withdrawal plan. $50,000 

could be achieved at any level of capital, but you need to consider 

what a safe withdrawal rate is for your ideal asset allocation. Using 

the research compiled both in Australia and abroad, a balanced 

investor (50% growth assets, 50% defensive assets) is said to be 

able to “safely” withdraw somewhere around 4% on average. 

Therefore, $50,000 would require $1.25 million invested. 

Lastly, you may decide that a portion (or all) of your income should 

be secured. An annuity of $50,000 per year linked to inflation will 

require a down-payment of approximately $1,456,000. 

FINAL THOUGHTS       

As they say “there is more than one way to skin a cat” and every 

situation is unique. This is further complicated by the great unknown 

of where investment markets are heading, the future availability of 

the Age Pension (a topic we haven’t even touched on in this article), 

future tax implications, fees and individual risk tolerances. 
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  SMSF NEWS  

 
UPDATE ON SMSF ALERTS 

The Australian Tax Office has not issued any taxpayer alerts since 

their 30th April warning against dividend stripping arrangements. 

This is a quiet period for the ATO and much better than the manic 

period in 2012 where no less than seven taxpayer alerts were 

issued. 

For those that missed the April alert, the warning went out to 

individuals who are near retirement and using their SMSF as tax 

avoidance vehicles rather than for the sole purpose of retirement.   

According to the ATO, these are “arrangements where a private 

company with accumulated profits channels franked dividends to 

a self-managed superannuation fund (SMSF) instead of to the 

company's original shareholders. As a result, the original 

shareholders escape tax on the dividends and the original 

shareholders or individuals associated with the original 

shareholders benefit as members of the SMSF from franking 

credit refunds to the SMSF.” 

“The ATO is concerned that contrived arrangements are being 

entered into by individuals (typically SMSF members approaching 

retirement) so that dividends subsequently flow to, and are 

purportedly treated as exempt from income tax in, the SMSF 

because the relevant shares are supporting pensions. The 

intention is for the original shareholders of the private company 

and/or their associates to avoid 'top-up' income tax on the 

dividend income; and for the SMSF to receive a refund of the 

unused franking credit tax offset, which is available for tax free 

distribution to its members.  

This arrangement has features of dividend stripping which could 

lead to the ATO cancelling any tax benefit for the transferring 

shareholder and/or denying the SMSF the franking credit tax 

offset.”  

SMSF’S AND EMPLOYEE CONTRIBUTIONS  

Kasey MacFarlane, the ATO's acting assistant commissioner has 

recently provided some words of wisdom for SMSF members in 

accumulation phase. Her statements relate to the new 

SuperStream obligations and more specifically what you need to 

tell your employer if you want them to contribute directly into your 

SMSF.  

SuperStream is in transition phase and is an effort by the 

Government to “provide a consistent, reliable electronic method of 

transacting linked data and payments for superannuation”. The 

big winners under SuperStream standard are individuals, with 

faster rollovers and an easy tracking system to find lost super. 

Employers are arguably the ones who will find SuperStream the 

most onerous, and small businesses (less than 20 employees) 

take full effect on 1 July 2016. 

 

 

Ms MacFarlane suggested that employees with SMSFs can help 

out their employers and must provide relevant e-commerce details 

including the SMSF’s ABN, bank account details, and electronic 

service address. 

She said, “A trustee that doesn’t provide (this information) will get 

an error message telling employers to provide employees with a 

super fund choice form. If it is not sent back in 28 days, the 

employer will contribute that money to the default fund. The 

money is not lost but then you have to go through the whole 

admin process to retrieve the funds”. 

Therefore, unless you want to have multiple super funds and deal 

with the rollover process it is in your best interests to provide all 

the required details promptly. 

PEER-TO-PEER LENDING VIA A SMSF 

Peer-to-peer lending or P2P, is a relatively new concept to 

Australians but has been gaining traction following recent success 

in the UK and USA. It has its staunch critics; however record-low 

interest rates have seen this industry flourish. 

The Australian market is still embryonic, but there is some 

evidence to suggest that SMSF’s are getting involved. One of the 

P2P participants, RateSetter, have publically said that SMSF’s are 

starting to get active and have been taking up more than 25% of 

their loan book.  

The majority of SMSF loans via the P2P platform are apparently 

for automobile finance, which has allowed borrowers that would 

otherwise go to the major banks to seek a reduced rate. 

According to RateSetter’s website, the returns available under this 

platform are in the vicinity of 5.4% for 1 year, 8.5% for 3 years and 

9.9% for 5 years. 

If customer reviews are anything to go by, RateSetter Australia 

has 32 reviews on the independent site 

www.productreviews.com.au and all of them are 5 stars. However, 

the majority of them are from the borrower at application stage – 

where there are no risks – and no reviews at the back end when 

things inevitably go wrong from time to time.  

Note from the editor: The Investing Times has a long history of 

being conservative when it comes to new products and in this 

case it is no different. For those desperate for greater yields, you 

may wish to investigate further. However, it is hard to justify P2P 

lending as a defensive asset given the increased risk profile (why 

do the banks charge such a high rate on trade finance if there 

wasn’t any risk?). Be careful and do your due diligence. 

 

 

http://www.productreviews.com.au/
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FIXED INTEREST AND CASH UPDATE 

 

All rates are provided by Canstar.com.au. We utilise rates from the 

following providers: AMP, Bank of Melbourne, Bankwest, Bendigo 

Bank, BOQ, Commonwealth Bank, ING Direct, Macquarie, NAB, 

RaboDirect, St George Bank, Suncorp Bank, Ubank and Westpac. 

 

RESERVE BANK RATES OUTLOOK 

The Reserve Bank of Australia is holdings its own ammunition for 

now as it lets the global giants battle it out. Glenn Stevens seems 

pleased that the Australian Dollar has fallen which does bode 

well for Australian competitiveness. This stability in interest rates 

should be welcomed by everyday Australians. While many are 

calling for cuts to boost the local economy, this only makes life 

more difficult on the back end if we over-stimulate.  

One of the great ways to get a feel for the future direction of 

interest rates is the Taylor rule. This is a formula used by 

economists that takes into account the key variables of GDP and 

inflation to gauge the appropriate interest rate. Right now, the 

Taylor Rule for Australia shows that we should have interest 

rates of above 2%, which might be part of the reason Stevens is 

holding off. 

 

 

 

 

 

 

 

 

TERM DEPOSIT – CURRENT RATES (25/09/15) 

 

BANKS HOLDING OFF ON TERM DEPOSITS 

The banks continue to tighten the screws on deposit holders and 

we are seeing less meaningful “specials” in the cash markets 

than in recent memory. There are a few reasons why this might 

be the case.  

Firstly, term deposits on issue continue their holding pattern 

despite the banks attempts to widen margins. Tier 1 ratios for the 

banks remain healthy which means they are not actively chasing 

further capital out of “necessity”. Secondly, the majors seem 

more interested in net interest margin and business lending FUM 

than term deposit retention. 

 

 

 

 

 

 

 

For fixed income investors this is less than ideal.  

Going forward, your cash and term deposit allocation will depend 

on your view of why you hold cash. The first principle is that all 

investors should have some allocation to cash for liquidity 

purposes, especially retirees who should hold at least 12 months 

pension payments for this purpose. Following that, some 

investors will desire term deposits as it is still Government 

guaranteed and a secure return, albeit with uninspiring interest on 

offer. For others the holding of cash follows a similar ideology to 

Warren Buffett, as it is the perfect form of ammunition while you 

sit patiently awaiting a suitable investment opportunity. 

These can all be sensible reasons for holding cash and 

everybody’s situation will be unique.  

A COMPARISON TO GLOBAL TD’S  

While we may feel that term deposits are offering a pittance over 

the past 24-36 months, it should be noted that rates in other parts 

of the world are experiencing far worse conditions. 

Term deposits in the USA are currently yielding just 1.25% for a 1 

year term. The UK is very similar with 1.0% available for a 1 year 

TD. But the worst of the bunch is Japan, where a term deposit will 

only get you 0.2% for 1 year.  

  

 

 

TERM DEPOSIT RATES RETURN AVAILABLE

1 Month 2.35%

3 Months 2.76%

6 Months 2.96%

9 Months 2.80%

1 Year 2.95%

2 Years 3.00%

3 Years 3.15%

4 Years 3.20%

5 Years 3.50%
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Disclaimer: The advice provided in this newsletter is general advice only and therefore your particular objectives, needs and financial 
position have not been considered. Before making a decision on the basis of the advice, you need to consider, with or without the assistance 
of a financial advisor, whether the advice is appropriate in light of your particular needs, objectives and financial circumstances, and when 
applicable obtain a relevant Product Disclosure Statement and read it.  
 

“The Investing Times” – Providing financial and investment wealth creation strategies since 1971. 

Q. In the last edition I really liked your chart showing US 

unemployment falling.  Does this mean you think they will raise 

interest rates sooner than we think? And if so, can you please 

explain the impact to Australians? 

A. This is a very convoluted and tricky question but here is an 

attempt to answer succinctly. In general, there is a strong argument 

that the USA has made the right decision by taking brave action with 

their combination of zero interest rates and quantitative easing. 

Unemployment falling is evidence that the stimulus is working. 

However, this does not mean the unwinding of “cheap money” will 

be a pleasant one either… In the interests of being concise, there 

will be significant impacts across a number of key areas: 

1. Currency. All else being equal, if the USA raises interest 

rates, this will cause the Australian Dollar to fall. This will 

benefit export-based businesses in Australia and 

predominately those who earn the majority of earnings 

offshore (QBE, RMD, CSL are all examples). The reason is 

primarily because the interest rate differential is one of the 

biggest driving forces behind currency movements. However, 

it is important to disclaim that currency prices move on 

expectations, meaning that the move is already likely priced in. 

2. USA Stocks. Financial theory says that rising interest rates 

will cause USA stocks to fall. We are not convinced on this 

relationship as historical analysis has been inconclusive. 

However, we are convinced that USA stocks are expensive 

and a large part of this reason is not due to “cheap money” but 

rather to no other choice. I.e. if you were a USA retiree with 

cash rates offering 0%, would you be happy to sit tight? You 

need an income so are forced to chase yield and accept risk in 

the process.   

3. Bonds. Currently, the Australian bond market is heavily 

impacted by offshore purchases, especially from the USA. If 

interest rates rise, USA investors are far more likely to deposit 

their money at home than chase marginal yields offshore. All 

else being equal, this reduces demand and will put a 

downward bias on bonds. 

4. Australian corporate earnings. We would expect only a 

subtle impact on earnings which is likely in favour of exporters 

or those who earn their revenue offshore. 

 

 
POST 

PO Box 233 Ringwood VIC 3134. 

 

WEBSITE 

www.investingtimes.com.au 

 

EMAIL 

accounts@investingtimes.com.au 

 

Q & A 

 

 

Q. Would you suggest opening an account with NABtrade 

to access the global markets you mention using the Zone 

System? I particularly like the look of Malaysia but I can’t 

see any other way of getting exposure without taking the 

entire emerging market index.  

NABtrade is a very interesting concept. By opening an 

account, investors gain access to an international trading 

platform and this has practically opened the floodgates on 

your investment universe.  

It was already hard enough tracking the 2,100 odd stocks 

on the ASX with screening techniques, let alone the 

10,000 plus additional choices that are now available to 

investors who take this path. 

Overall, the NABtrade account provides great flexibility 

and you are quite right that it is one of the only ways for 

an Australian to directly access these global markets we 

analyse using the Zone System. It is worth noting that 

there are fellow competitors who are also providing a 

similar service, such as CMC Markets so do your due 

diligence.  

It also needs to be disclaimed that these international 

trading platforms come with some added dangers. The 

biggest uncontrollable factor is that any trades through 

NABtrade or otherwise is that your trades will be 

unhedged and therefore carry an element of currency 

risk. There are also foreign exchange conversion fees 

(generally up to 3%) plus withholding tax in the country of 

investment. 

So using your example about Malaysia being in Zone 5, 

we agree that using the international share platform 

through NABtrade is one of your only options. However, 

assuming you select the ishares ETF or similar, you 

would need to factor in the Malaysian Ringgit which is not 

currently used under our analysis.  

The alternative is that some managed funds carry 

Malaysian exposure but there are no managers actively 

offering a Malaysia fund at the current time.   

  

 


