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AUSTRALIA

Who Has BNPL Pole Position?
While the struggle continues for BNPL supremacy across three continents, the Afterpay revenue model evolves
and the spectre of PayPal looms large.
-How the large BNPL players are faring in Australia, UK and the US
-Will it be first-mover advantage, a duopoly or an oligopoly?
-Comparison between PayPal and Afterpay
-Has there been a revolution in Afterpay’s revenue model?
-Survey results show BNPL may be detrimental for some customers
By Mark Woodruff
Before leaving Australia, on a virtual tour for travel-starved readers, we initially find that Afterpay ((APT))
holds the position as market leader in the domestic market for BNPL. It is the most downloaded, frequently
used app, with the most traffic and unique visitors to the site.
Over in the UK, where the BNPL market will likely remain duopolistic, Swedish-based Klarna has developed and
maintained a strong market share with first-mover advantage. However, since launching in the UK in June of
2019, Clearpay (Afterpay's UK business) has seen a marked step-up in website traffic.
Next, we continue our journey across the Atlantic from the UK, and notice a much more oligopolistic market
structure prevails in the US. There are three main competitors in Afterpay, US-based Affirm and Klarna,
without a clear number one market player.
These are the some of the conclusions drawn by Jarden from recent data on trends and changes in competitive
dynamics in key BNPL markets.
As an overlay to these findings, the competitive threat of PayPal needs to be considered. The company
launched its BNPL product in August 2020 with a rollout through Germany, France, the UK and US, and is due to
launch soon in Australia.
Also, specific to the US competitive landscape, Afterpay recently added non-network merchants to its app.
Does this represent an evolution in the company's revenue model?
Let’s first examine in more detail the more mature market in Australia, by focusing on those players with the
highest market share.
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BNPL in Australia
Afterpay, Zip Co ((Z1P)), Klarna and Deutsche bank-owned Latitude have the highest market share in
Australia. Afterpay has the leading position, likely a result of first-mover advantage into the market. The
company should remain in a strong, dominant position as the economics of scale accumulate, believes Jarden.
Zip Co has less than a third of the traffic of Afterpay. However, over the last 12 months, it has remained a
clear and consistent number two, in front of Klarna. Audience overlap data shows Zip Co and Klarna offer
unique customers compared to Afterpay and the broker believes this could help to justify merchant support for
more than one player at their checkout.
Meanwhile, Klarna has faced greater challenges than some of the more established BNPL providers. This
situation is likely to persist as the original backer, Commonwealth Bank ((CBA)), invests and markets its own
BNPL product offering.
BNPL in the UK
Klarna has developed and maintained strong market share with first-mover advantage in the UK. However,
since launching in June of 2019, Clearpay (Afterpay's UK business) has seen a marked step-up in website traffic,
and in the last six months, has surpassed Klarna. However, Citi notes some caution should be applied to
website data, as Klarna users may prefer to use the app rather than the website.
Klarna continues to lead in app downloads and active users. Zip Co launched in the UK in late 2020, and while
traction to-date is marginal, it is still considered to be in the early-adoption phase.
Jarden feels the BNPL market will likely remain duopolistic as other smaller competitors are unable to make
a material impact in attracting consumers. Both Quadpay (Zip Co’s US entity) and PayPal have launched in the
last 12 months and are yet to release numbers. While Zip Co’s traction to date is marginal, Jarden notes it is
still in the early adoption phase.
BNPL in the US
As mentioned previously, the market structure more resembles an oligopoly in the US, with three main
companies in Afterpay, Affirm and Klarna. At this point in time, a number one player is not as clear as for
other markets. Despite this, Jarden sees unique audiences for each of these key players, which is supportive of
a multi-player market.
While Afterpay leads traffic and engagement, Affirm has the greatest website audience loyalty. Klarna is the
leader for app downloads though Afterpay is making strong progress at closing the gap.
Outside of the big three, Quadpay’s traffic is improving and New Zealand-based Sezzle’s ((SZL)) market share
remains relatively flat.
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Overall, the broker sits above FY21-23 consensus revenue forecasts for Afterpay, Z1P Co and Sezzle, driven by
assumptions on market penetration and global growth. However, the broker sits below consensus margins for
the same three, driven by an assumption that BNPL stocks need to invest to grow their positions.
While it’s thought the performance of these stocks is driven by revenue, it’s important to think of other
metrics. Afterpay is seen as emerging strongest in terms of long-term margin potential by Jarden, followed
by Zip Co, both due to their first mover advantage, balance sheet and scale benefits.
The threat from PayPal
While recognising PayPal is a large, formidable competitor, there are unique customers brought to
merchants from other providers, and there remains an important place for the likes of other financial
payment offerings.
Jarden remains conservative and awaits competition to unfold, despite believing in potential upside risk to
forecast merchant service fees (MSF) for the industry.
The economics of BNPL players remains a long-term valuation driver, and those with the first-mover advantage
will achieve the most favourable economics. Smaller and new entrants, on the other hand, will be challenged
to achieve long-term sustainable profits.
Comparison between PayPal and Afterpay
In a comparison between PayPal and Afterpay, Jarden found that both Afterpay and Zip Co offer unique new
customers to merchants that supports their respective usage.
Another takeaway was that pressure upon MSF resulting from PayPal's entry to the market may not be as strong
as first thought. One of the key BNPL investor push-backs is that competition will continue to erode MSF,
particularly as PayPal's take-rate has declined over the last four years.
However, Jarden takes comfort in that PayPal does not intend to adopt a loss-leader pricing strategy to gain
and/or protect market share. The company recently announced a series of price increases for its US business.
This included lifting the pricing for its core product, which could prove supportive of BNPL MSF margins. In
addition, the decline in PayPal’s take rate has been driven largely by a product mix-shift towards lower take
rate products.
Finally, the comparison illustrated the difficulty of margin comparisons between PayPal and Afterpay. This is
because PayPal is still considered an immature company, with evolving product sets requiring reinvestment.
Recent Afterpay news in the US
The recent addition of non-network merchants to the Afterpay app represents an evolution in the
company's revenue model. The one-time cards may be used at merchants such as Amazon.
Morgan Stanley lists other US merchants including CVS, Dell, Kroger, Macy’s, Nike, Sephora, Target, Victoria’s
Secret, Walgreens and Yeti, representing "almost half of all US ecommerce volume". The broker believes this
could present an opportunity for Afterpay to build relationships and offer its fully integrated BNPL service
at some of these merchants over time.
The addition of this curated Shop Anywhere offering should reduce leakage to competitors, according to Citi.
While the offering is limited to select merchants, it reduces the merchant/supply-side advantage of some
competitors (especially PayPal).
Apart from a boost to purchase frequency in the US, it should also increase customer engagement levels and be
accretive for the net transaction margin. Morgan Stanley expects the merchant fee rates on these cards to
be above Afterpay's current 3.8% take rate.
Shop Anywhere is thought to be a negative for Zip Co’s Quadpay, especially given Citi’s consumer survey
results indicate that Quadpay has a high customer overlap with Afterpay.
However, a key differentiation of Quadpay’s offering in the US is that it offers consumers a true shop anywhere
experience as it can be used at any merchant (online or in-store). The risk from Quadpay’s perspective is that
Afterpay’s addition of non-network merchants reduces the attractiveness of Quadpay’s offering. It could also
put pressure on its volumes and revenue yield as it may need to reduce the consumer fee.
Is lack of regulation harming the consumer?
According to Australian Managing Director of ClearScore, Steve Smyth, survey data shows the BNPL industry is
“flying blind”. This is ultimately to the detriment of consumers' credit records, the effect of which may linger
for several years.
5

for several years.
The ClearScore app is the most popular credit scoring app in Australia with over 400,000 users, and a further
14m worldwide. The consumer credit marketplace and technology firm reveals that over the past eight
months, the number of consumers running up multiple (over three) BNPL debts has jumped to 30%
of users. Meanwhile, the number of users having missed repayments has blown out by 83%. One in three of
these users now admit to having missed repayments.
This compares to a report by the Australian Securities and Investments Commission (ASIC) issued last
November, that one in five users of BNPL miss instalments and have to pay late fees on top of the scheduled
repayments.
Smyth points out that when those debts are sold-on to collection agencies, they will show up as multiple
defaults. This will be the case, even if the dollar amount defaulted is comparatively small.
As there are no external credit health assessment on most BNPL transactions, there is no independent
aggregate picture of the overall financial health of BNPL customers. The level of strain, resilience or
vulnerability to a financial shock of users, simply cannot be ascertained.
Because BNPL providers don't charge interest, they aren't regulated under the National Credit Code as credit
cards and payday loans are. Nor do they have to comply with the responsible-lending and financial-hardship
regulations that come with the Code.
Eight BNPL providers, representing 95% of the market, have signed to a voluntary code of conduct, which came
into effect in March this year. The industry lobby group, the Australian Finance Industry Association (AFIA),
claims this voluntary code negates the need for further regulation.
Patrick Veyret, CHOICE magazine senior policy and campaigns adviser, disagrees and believes "an industry code
is no substitute for a rigorously enforced law".
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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IDP Education Now Top IELTS Provider In India
IDP Education will garner the benefit of the recovery in Indian demand for English language testing after
acquiring British Council's IELTS operations
-A highly strategic acquisition that offers compelling value
-Yet timing of a full recovery in student volumes to Australia remains difficult to predict
-Could instigate further IELTS consolidation between IDP Education and British Council
By Eva Brocklehurst
IDP Education ((IEL)) is now the premier English language testing provider in India, having acquired British
Council's IELTS operations for GBP130m. Importantly, the sharp recovery in Indian business post the recent
lockdown provides an indication of the strength of pent-up demand.
Morgan Stanley considers this a long-awaited first step to global optimisation for IDP Education. Aside from
synergies and accretion, the asset will strengthen the company's position in what is the largest international
market.
The broker estimates British Council administered 413,000 IELTS (International English Language Testing
System) tests in India in 2019 at an average price of $260. In FY22, the number of tests is forecast to rise to
450,000 but Morgan Stanley weights this by ten months in terms of timing. No growth is assumed in FY23 and a
steady fee is also assumed.

IDP will fund the acquisition via existing cash and debt. The cost of the acquisition equates to around 11.7x
2019 earnings (EBIT) and the company expects synergies from delivery cost harmonisation of $6-8bn over 24
months. This does not include longer-term footprint optimisation, dynamic pricing and shared best practice.
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Macquarie assesses IDP can deliver at the upper end of this range but reins in short-term estimates to reflect
the extended period of the pandemic impact and the second wave in India, along with Australia's recovery
being pushed out based on border announcements.
Volume Recovery
Morgan Stanley believes the deal offers compelling financial and strategic value yet amid concerns over the
Indian lockdown, the broker lowers FY21 EBIT by -3.3% on the deferral of IELTS volumes into FY22. The broker
expects Australian borders will remain shut to international students for longer than other destination markets
and assumes FY22 volumes will grow 10% on 2019 levels.
Morgan Stanley lowers student placement volumes to Australia, by around -9%, given the risks around the
timing of re-opening and suspects FY23 will be more representative of the underlying earnings power of the
broader business.
Nevertheless, the broker asserts the upgrade catalyst from the acquisition has eased the perceived
pressure stemming from Education Australia's sell-down of -15% of its holding, out of a 40% stake.
Macquarie suspects the long-term drivers and potential for further acquisitions will overcome this selling
pressure. The broker finds the acquisition attractive because of the strong strategic rationale. Longer-term
opportunities should drive incremental revenue and margins
Moreover, there remains plenty of capacity on the balance sheet as IDP has around $299m in gross cash as of
March 31, 2021. The broker downgrades FY21 and FY22 estimates by -19% and -14%, respectively, to reflect
India's second wave and revised assumptions on the timing of the recovery in students.
Morgans agrees Australian student placement remains the largest swing factor and this is 17% of FY22 group
revenue calculations. Yet the acquisition is highly strategic, the broker asserts. This is the largest country by
volume, at 25% of the 4 million global tests. Indian volume growth has been 21% over 2010-19 and price growth
over this period has been 4.5%.
This is an impressive backdrop which Morgans expects will continue in a normalised environment. IDP ompetes
with British Council in 53 countries, representing 90% of its volumes, and India is the largest market and
therefore the most significant single transaction.
UBS estimates, post the sale of BC India, British Council could potentially have $813m in remaining revenue
that would translate to $155m of EBIT. The broker's analysis has India with 12% of the BC IELTS business while
China represents around 47% and the rest of the world 42%.
Whether British Council intends to divest other regions remains to be seen but Morgans points out public
disclosure suggests this is been a topic at board level for some time.
Goldman Sachs agrees the transaction could open up the opportunity for further consolidation in IELTS
between IDP and British Council in other markets. IDP will acquire four offices and 74 test locations in India.
Post Pandemic
Vaccine rates globally are moving to an inflection point and Macquarie views announcements in Canada/UK as
the clearest guide to what will eventually happen in Australia.
IELTS volumes in India were very strong prior to the fourth quarter of FY21 and should rebound as restrictions
ease and tests are re-booked. The timing of a full recovery in student volumes to Australia is more difficult to
predict.
Goldman Sachs likes the stock because of both IELTS and student placement drivers although this
large transaction could mean the IELTS side grows at a faster pace, albeit through acquisition.
The broker assesses IELTS testing volumes should grow at mid-high single digits over the medium term as global
economies re-open. The test is approved/required not only for international students wanting to study in
Australia, the UK and Canada but also for work visas and other migration.
Goldman Sachs, not one of the seven stockbrokers monitored daily on the FNArena database, has a Buy rating
with a $29.90 target. The database has five Buy ratings and the consensus target is $31, suggesting 3.9% upside
to the last share price.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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The Right Price For Sydney Airport?
As Sydneysiders brace for another week of lockdowns a bidder has emerged for Sydney Airport, surprising the
market and sparking speculation aplenty
-Highly conditional cash offer of $8.25 a share considered reasonable by brokers
-Timing of an earnings recovery for Sydney Airport remains highly uncertain
-Competing bids cannot be ruled out, given appeal of long-duration infrastructure assets
By Eva Brocklehurst
A bidder has rattled the cage of Sydney Airport ((SYD)), disturbing the solitude imposed by the
pandemic, although it is unlikely to bring on a rush of international passengers.
Ord Minnett suspects the offer caught management off guard but at first glance it appears to be fair. Sydney
Airport is an irreplaceable infrastructure asset and the broker points out the consortium comprises credible
investors that have experience in owning airports and are likely to be well capitalised.
Since the onset of the pandemic, Citi assesses a wider-than-usual discount in the pricing of listed
infrastructure assets, particularly airports, compared with the value of infrastructure assets held by unlisted
vehicles.
The broker suspects the proposal is a reflection of this discount and believes it could help provide a base to
value listed airports elsewhere, such as Auckland International Airport ((AIA)), which also closed higher on the
news.

The bid comes from a consortium of unlisted infrastructure funds and is indicative, conditional and
non-binding. Ord Minnett calculates the offer values equity at $22bn with an enterprise value of $29.7bn.
Sydney Airport's board is assessing the proposal and has made no recommendation as yet. The share price
lifted by 33.9% to $7.78 on the bid announcement which has an indicative price of $8.25 cash.
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Morgan Stanley had a bull case valuation of $8.88 for Sydney Airport, but this was based on a faster recovery in
aviation, allowing for favourable returns on investment along with a benign rates environment, and does not
contemplate a control premium or corporate activity.
Citi assesses the bid price is "healthy and reasonable" and, while Sydney Airport management remarked the bid
price is below the pre-pandemic share price, also points to the dilution from the capital raising in August 2020.
Yet, the broker flags the timing of an earnings recovery is uncertain because of international border closures,
highlighting long-term consensus revisions have been negative since December 2019, potentially
signalling expectations for structural impacts on travel.
While travel may recover from an exceptionally low base currently, revenue and earnings may not reach their
pre-pandemic trajectory for some time.
It may be disappointing a high-quality asset could leave the ASX, yet Morgans points out the mix of
aeronautical, property and car park earnings and defensive growth attributes are almost impossible to
replicate.
Moreover, the immediate investment returns appear sufficiently attractive to entice investors to sell into the
bid, compared to the uncertainty regarding a recommencement of international traffic needed to lift the share
price.
Morgans suspects the share price could fall back to around the July 2 close of $ 5.81 a share if the deal
does not eventuate, but assesses the market is applying a high probability the transaction will proceed and
downgrades to Hold from Add.
For funds with a long-term investment horizon and low return hurdles, the broker suggests the current share
price could look attractive, assuming travel recovers and capital could be released from what appears to be an
under-geared balance sheet.
The broker assesses the offer is broadly in line with the pre-pandemic share price, adjusted for the 2020 $2bn
capital raising. Hence, there is no takeover premium, although Morgans acknowledges the impact on
international traffic from the pandemic remains a major uncertainty.
Jarden, not one of the seven stockbrokers monitored daily on the FNArena database, upgrades to Neutral from
Sell, believing the share price will be driven more by the potential for corporate activity now and less by
operational challenges. The broker's target is raised to $8.25. Depending on the board's assessment, Jarden
expects the stock can trade at these elevated levels.
Conditions/Restrictions
Morgans does not expect the Foreign Investment Review Board will have issues with the consortium. Airport
ownership laws restrict foreign ownership to 49% and cross-ownership to 15%, so the structures of Melbourne,
Brisbane and Perth airports can influence a decision.
This proposal is subject to conditions including UniSuper agreeing to reinvest its equity interest and a
unanimous recommendation by the board.
The consortium comprises IFM Investors, QSuper and Global Infrastructure Management. IFM Investors owned
stakes in major Australian airports (Melbourne, Brisbane) and QSuper owns a stake in Heathrow Airport while
Global Infrastructure Management owns London's Gatwick and City airports.
Another Bidder?
Ord Minnett believes competing bids cannot be ruled out, particularly given the appeal of long-duration
infrastructure assets. The broker moves its target to the indicative price, with some potential for a competing
offer, although assesses the $30bn enterprise value makes it difficult as does the foreign ownership limit.
This also limits potential for Sydney Airport to squeeze more out of the bid, in Ord Minnett's view. Hence,
conditions do not appear overly restrictive especially considering the comment from UniSuper that it does "in
principle, see merit in Sydney Airport being converted from a publicly listed company to unlisted company".
Citi suggests a unique asset such as Sydney Airport will appeal to a range of infrastructure bidders and
therefore there is potential for others to get involved in this process. Additionally, as the proposal is
non-binding, this leaves room for potential engagement should another get involved.
On the other hand, Macquarie believes there are limited numbers of operators that would counter the bid,
although there may be scope for a increase in the bid price to ensure scheme agreement and UniSuper
support.
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The main risk for investors is if the offer fails, although Sydney Airport could then need to make a case
regarding the growth outlook beyond current expectations in order to provide some downside support.
Macquarie highlights, since 2019, there has been a deferral of the re-pricing of airport access fees for at least
two years because of the pandemic, a collapse in international traffic such that it will take to 2025 to be back
at 2019 levels, and domestic airlines grabbing peak slots in the absence of international traffic.
In response, Sydney Airport has scaled the business as well as capital expenditure and is likely to offer no
dividend in 2021 or, in the broker's view, the first half of 2022 as well.
Still, the opportunity for any bidder is not dissimilar to 2019, just deferred to 2023 or 2024, Macquarie adds.
This includes ongoing development around the airport, including consolidating Qantas' ((QAN)) terminals into
one terminal and, by extension, re-pricing of access fees.
Jarden also suspects the development potential of the land bank may be a consideration for the Sydney
Airport board when assessing the value of the bid. The airport has 128 hectares of land at a book cost of
$200-250 per square metre which compares to market values of over $1,000 per square metre for land in south
Sydney.
The database has one Buy rating (Morgan Stanley), five Hold and one Sell (Credit Suisse, yet to comment on
the bid). The consensus target is $6.72, signalling -13.7% downside to the last share price, and compares with
$5.84 ahead of the bid announcement. Targets range from $5.30 (Credit Suisse) to $8.50 (Macquarie).
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Has The Outlook Improved For Banks?
Banks have been in the firing line for some time regarding regulatory issues and concerns over credit
provisioning. Is the outlook any brighter now?
-Banks should experience resilient returns from SME banking operations
-Yet returns are depressed as major banks are holding excess CET1 capital
-Capital management may still be on offer from all major banks
-Macro prudential policies likely first step for regulators to cool housing market
By Eva Brocklehurst
Australia's banking sector has been facing negative news for some time, provoked by several regulatory
slap-downs and concerns over provisioning for the pandemic. Has the outlook improved?
Having sampled the small end of small-medium enterprises (SMEs) regarding attitudes towards merchant
acquirers and banking partners, JPMorgan concludes there are some positive aspects emerging.
In business banking the broker found evidence that this is now a less commoditised relationship compared with
retail banking. Businesses have long relationships with their banks and only around one third of those sampled
considered lending rates to be the most important factor when choosing a business bank.

Only 21% of customers considers it likely they may change their main business bank over the next year. While
50% of this cohort envisaged pricing as the main reason to switch, only half that number would move their loan
for a reduction in interest rates of -20 basis points or less.
Merchants selected reliability, price and fast clearing as the three most important attributes of the
payments system and these have all historically played to Tyro Payments' ((TYR)) advantage, the broker
suggests.
Only 12% of the sample switched providers in the last three years. What did surprise JPMorgan was that 35% of
13

Only 12% of the sample switched providers in the last three years. What did surprise JPMorgan was that 35% of
the sample had experienced an increase in the cost of card acceptance. The opposite was expected to occur as
a result of increasing competition and the broker suspects payments innovations such as me&u possible
contributors.
Given the implications of the survey, JPMorgan suspects banks should experience resilient returns in their SME
bank operations. National Australia Bank ((NAB)) is favoured in this regard as it has the greatest exposure to
SMEs. The business banking division accounts for more than 40% of its earnings.
Expectations of resilient returns from SMEs also supports the rationale for Commonwealth Bank ((CBA)) to
push into this area. JPMorgan envisages a risk that over time, ANZ Bank ((ANZ)) and Westpac ((WBC)) will be
left behind in this market because of a lack of scale and technological advantage.
Morgans prefers ANZ and Westpac, believing these offer the most compelling value of the major banks in terms
of the return on tangible equity (ROTE). The broker emphasises its focus is on tangible equity rather than cash
returns on equity (ROE). ROTE at present is depressed because the major banks are each holding excess CET1
capital.
Morgans is more optimistic that net interest margins can be supported by further drawdowns on the Reserve
Bank's term funding facility, also noting several major banks have recently increased interest rates on some
fixed-rate home loans.
Again, in contrast to other market observers, Morgans expects customer deposit growth will be stronger than
credit growth over the next year. In sum, the broker believes the potential for absolute cost reduction in the
sector over the medium term is real and this should support returns.
Going into the latest coronavirus-related lockdowns, Morgans assesses all four major banks have conservative
collective provisioning levels. While there is potential for some releases, with lockdowns still playing a part,
this is likely to be delayed
The major banks are expected to maintain their current levels of collective provisioning for credit
risk-weighted assets yet the broker continues to believe consensus is too pessimistic regarding the cost of risk.
The cost of risk should remain low for the next couple of years if there is no significant increase in new
impaired assets. Furthermore, in the event of extended lockdowns, Morgans suspects fiscal policy support and
monetary policy measures will be dialled up again and underpin asset quality.
Capital Management
Westpac's pay-out ratio guidance of 60-65% over the medium term is conservative. Morgans asserts the
bank can sustain a ratio of 65-70% over the medium term and neutralise the dividend reinvestment plans.
ANZ remains Morgans' preferred major bank on a value basis, and while CBA's underlying ROTE may be superior
to its peers, current multiples are considered stretched.
Investor interest appears mainly focused on capital management potential at CBA but Morgans considers this is
a probability for each of the major banks and initiatives could be announced as early as the FY21 results.
Nevertheless, the broker would not be surprised if NAB waits for the resolution of the AUSTRAC issue before
embarking on capital management. Admittedly, the reinstatement of lockdowns is clouding the outlook for
asset quality and Morgans acknowledges other banks may also choose to push back the timing of pay-outs.
Credit Decisions
In its May survey, Credit Suisse notes improvement in the times for initial credit decisions across the major
banks. ANZ had the longest turnaround time at 19 days although this improved from the previous longest
turnaround of 23 days.
Small and regional banks were beaten by Macquarie Group ((MQG)) in terms of the improvement in the time
taken for initial credit decisions. Non-banks continue to offer quick turnaround times, currently at half the
length of time taken by the major banks.
House Prices
Morgan Stanley points out growth in house prices slowed in June, although the sector remains exceptionally
strong. Detached house pricing continues to significantly outpace apartments while regional price growth was
similar to the capital city average.
Alongside the strength in house prices debt metrics are also rising. Housing loan approvals continue to set new
records and are 68% above the level of a year ago.
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records and are 68% above the level of a year ago.
This is starting to feed through to credit growth, the broker observes, and housing credit annualised 7% growth
in May. In the Reserve Bank's private sector credit data, housing credit increased 0.6% while business credit
personal credit rose 0.2% over the month.
The bulk of the growth in housing debt has been driven by owner-occupiers and first home buyers, although
Morgan Stanley suspects investor participation will continue to pick up over the second half of 2021.
The broker's forward housing indicator is still below its long-run average, as serviceability remains attractive
and offsets a large overbuild from closed borders. Current rates imply a 40% increase in household sector
debt servicing capacity which should drive further upside in credit supply.
This suggests scope for continued house price strength over 2021. Some tailwinds are reducing, as
housing-specific stimulus rolls off and fixed mortgage rates rise modestly. Nevertheless, Morgan Stanley
considers these to be only incremental headwinds.
A tightening of policy is likely to be the main way to meaningfully slow the housing cycle. While action is likely
to be incremental, at least initially, the broker points out commentary from regulators signals they are closer
to acting.
Macro-prudential policies such as debt-to-income limits are considered the most likely first option for
regulators, maybe early next year. Rate hikes present a more meaningful challenge to the housing market but
Morgan Stanley suspects these are not likely until the second quarter of 2023.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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June In Review: FY21 Closes With Eleventh
Monthly Gain
Gains for the technology sector spurred a 2.3% rise for the ASX200 in June, the eleventh month of gains for
a financial year that returned 27.8%.
-The ASX200 climbed 2.3% during June and the FY21 total return was 27.8%
-In June Technology was the best sector while Financials dragged
-Over FY21 Consumer Discretionary was strongest as Value outpaced Growth
-The average return for the major banks was 52% in FY21
-FY21 commodity prices jumped on average 55%
-Stock and sector picks for the new financial year
By Mark Woodruff
Australian stocks rose 2.3% in June, lifting the ASX200 total return in FY21 to 27.8%, the strongest increase
since the 28.7% return in 2006.
Despite this, the ASX still lagged global markets. Global equities rose 35.8% though the falling US dollar would
have reduced global equity returns to 27.5% if left unhedged.
The ASX200 underperformed the technology-heavy S&P500 by -14 percentage points (ppt) over FY21 and the
MSCI ACWI by -9ppt. The latter is designed to represent the performance of large and mid-cap stocks across 23
developed markets and 27 emerging markets. Due to Brexit, the key laggard in global stocks was the UK, which
the ASX200 outperformed by 10.8ppt.
Over the financial year, the rapid economic recovery, sustained policy support and return of capital allocation
all saw the index move higher on a sustained basis, with September the only down-month.
The rapid economic recovery from the crisis has seen earnings expectations regain pre-covid levels, with
stimulus sustaining elevated multiples.

June performance
In June, Technology was the best ASX sector, rising 13.4%, with returns supported by a decline in bond yields,
despite a hawkish shift by the Federal Reserve during the month. The next best performance came from
Communications and Staples, increasing by 5.6% and 5.3%, respectively.
Financials were the weakest sector in June, falling -0.2%, dragged down by the Banks (-1.3%) though the
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sector had previously outperformed after bank trading updates in May. Without a similar catalyst, the decline
in bond yields in June was likely a drag on returns, notes Macquarie. Not all Financials did poorly in June, with
Diversified Financials rising 3.9%.
Industrials outperformed Resources across all-size indices with mid-cap Industrials the best performing, rising
by 5.9%.
Overall, large-caps increased by 1.9% for the month, which underperformed the mid and small caps
performance of 3.7% and 3.1%, respectively.
FY21 performance
Over FY21, Consumer Discretionary (46.1%) and Financials (40.6%) were the leaders of performance.
Within Consumer Discretionary, Autos was the strongest sub-sector, increasing by 86% as the pandemic drove a
shift of demand in favour of private vehicles over public transport. Consumer Services was next best in
Discretionary, rising by 53%, led by Domino’s Pizza Enterprises ((DMP)) 77% and Aristocrat Leisure ((ALL)) up by
70%.
More important for the Australian market were the big gains in the banks sub-sector. The major banks and BHP
Group ((BHP)) added the most to index performance at a stock level, with the a2 Milk Co ((A2M)) the biggest
detractor.
Utilities was the weakest sector over the last financial year, lagging the index by -46ppt. The sector faced
multiple headwinds over the last year, including low power prices, ESG concerns related to the energy
transition and the valuation headwinds caused by the rise in bond yields.
Cyclical sectors outperformed defensives by 28ppt in FY21, supported by the recovery and expansion phases
of the cycle. Macquarie believes the cycle is slowing, which typically shifts performance in favour of
defensives.
The last financial year also favoured Value, which outpaced Growth by 23.6ppt. This was supported by a
strong cyclical recovery, positive vaccine news and the Democrat’s clean sweep in the US Election, explains
the broker. A boost also came from the combination of stronger inflation and higher bond yields compared to a
year ago. That said, growth outperformed by 2.8ppt in June, driven mainly by gains in technology stocks.
Commodity prices jumped on average 55% as supply pressures and a return of industrial demand saw most
markets tighten. Gold was the only commodity to lose ground, as investors became less risk-averse.
Returns in defensive assets were negligible with cash rising by 0.1% and fixed income -0.8%. Returns for both
would have been eroded by inflation. However, floating-rate and inflation-linked securities returns were more
appealing.
ASX100 best and worst performers in FY21
The ASX100 top performers for FY21 were Lynas Rare Earths ((LYC)), which jumped by 199%, Mineral Resources
((MIN)) 162%, Reece ((REH)) 158%, Nine Entertainment Co ((NEC)) 116% and OZ Minerals ((OZL)), which rose
by 107%.
The bottom performers for the ASX100 were the a2 Milk Company ((A2M)) which fell -68%, AGL Energy ((AGL))
-47%, AMP Ltd ((AMP)) -29%, Northern Star Resources ((NST)) -25% and Origin Energy ((ORG)), which fell
by -18.9%.
Emerging companies
The Small Ordinaries Accumulation index was up 3.1% in June, outperforming the ASX100 by 0.9%. Small
Industrials were up 3.9%, while Small Resources were down -0.4%.
Energy was the best performing sector, up 7.6%, followed by Healthcare 7% and Information Technology rising
by 5.2%. Materials was the worst performing sector over the past month, returning -0.5%, followed by
Industrials up 1.7% and Real Estate rising by 2.2%.
The top small industrial performers in the month included Telix Pharmaceuticals ((TLX)) rising by 31%, Marley
Spoon ((MMM)) 29% and Bubs Australia ((BUB) increased by 26%.
The worst small industrial performers included Nuix ((NXL)) falling by -24%, Genworth Mortgage Insurance
((GMA)) -24% and Brainchip Holdings ((BRN)) declined -22%.
The top small resources performers in the month included Piedmont Lithium ((PLL)) rising by 25%, and Alkane
Resources ((ALK)) 24% and Whitehaven Coal ((WHC)) increased by 26%.
17

The worst small resources performers included De Grey Mining ((DEG)) falling by -20.2%, Gold Road Resources
((GOR)) -18% and Westgold Resources ((WGX)) declined -17%.
The Technology sector
Technology was the best ASX sector in June rising by 13.4%, while the ASX technology index was up 10.3%
versus the ASX100 increase of 2.0%. WAAAX stocks rose by 16.5%, while in the US the Nasdaq100 technology
index increased 8.1% for the month.
Within the ASX technology index, the best performers included Altium ((ALU)) jumping 30%, Marley Spoon 29%
and Yojee ((YOJ)) climbed by 28%.
Macquarie notes Computershare’s ((CPU)) performance, with a 7.6% gain in June. This backs-up the 10.6% rise
in May, when the Technology sector was down -10%.
The worst performers in the ASX Technology Index included Digital Wine Ventures ((DW8)) falling by -29%,
Laybuy Group ((LBY)) -26% and Cirralto ((CRO)) down by -23%.
Within Credit Suisse’s technology sector coverage the order of preference among those with an Outperform
rating are Xero ((XRO)), Life360 ((360)), Audinate ((AD8)), Altium, Iress ((IRE)) and Infomedia ((IFM)).
Sector rotation from technology is a risk, due to rising rates. However, the broker sees multiple companies
under coverage with strong, multi-year compounding growth outlooks, which can continue to perform well.
Within travel names there’s considered upside for Corporate Travel Management ((CTD)) and Webjet ((WEB)),
as global travel resumes in late 2021 and into 2022. Flight Centre ((FLT)) will also benefit from this thematic.
However, due to longer-term Leisure division concerns it is the broker’s least preferred exposure in travel.
Australian Banks
The major banks had a very strong year, but they underperformed the ASX200 in June.
During the 2021 financial year, the average return of the major banks was 52% and regional banks climbed
56%. ANZ Bank ((ANZ)) and Bank of Queensland ((BOQ)) were the best performers.
In June, the average total shareholder return of the major banks was -1.7%, falling behind the ASX200
performance of 2.3% in June. Commonwealth Bank ((CBA)) rose 0.2%, which was ahead of the -2% fall for ANZ
Bank, -2.3% for Westpac ((WBC)) and -2.7% for National Australia Bank ((NAB)).
The regional banks fared best with Bendigo & Adelaide Bank ((BEN)) and Bank of Queensland rising 1.4% and
1.8%, respectively.
Morgan Stanley believes the banks will continue to outperform the ASX200, given a continuing earnings
upgrade cycle, a better outlook for revenue growth, and large capital management prospects. Additionally,
they have a lower overall risk profile and relative valuation appeal. Within the sector, the broker expects an
increasing focus on company-specific operating performance.
Financials ex-banks
Financials ex-banks outperformed the market in June. Afterpay ((APT)) was up 32%, in part on Paypal raising
BNPL prices and US affiliate partnerships. Computershare was up 7.6%, and is Morgan Stanley’s top pick for
rate leverage.
Magellan Financial Group ((MFG)) rose 9% though the broker thinks its retail flows remain under pressure, while
Macquarie points out the group benefits from stronger returns from technology stocks and a stronger US dollar.
Australian consumer sector
The Consumer sector outperformed the ASX200 in June, as Retail led with a 6.4% gain for the month, closely
followed by Staples, up by 5.3%.
Within Staples, Inghams Group ((ING)) and Metcash ((MTS)) were the strongest, up around 13%, with Bega
Cheese ((BGA)) and Costa Group ((CGC)) the only underperformers.
In terms of outlook, Macquarie has switched to favouring Coles Group ((COL)) over Woolworths ((WOW)) within
Staples. As for Discretionary, Outperform ratings are maintained for Wesfarmers ((WES)) and Harvey Norman
((HVN)), as they continue to benefit from strong housing activity.
In Travel, the broker maintains an Outperform on Flight Centre and Webjet, as the global vaccine rollout
continues and both balance sheets are considered strong enough to sustain current volatility.
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REITs
REITs ended the financial year up 33.2%, outperforming the ASX200 by 5.4%, while the outperformance in June
was 3.6%. Over the past 12 years, REITs have outperformed equities in eight out twelve years.
Globally REITs have returned 27.7% in the last 12 months, with the developed markets return of 30.4%,
significantly outperforming the emerging markets return of 6.6%.
In Australia, Outperformers in June included Home Consortium ((HMC)), which rose by 14.8%, Ingenia
Communities Group ((INA)) 10.0%, Charter Hall Group ((CHC)) 9.7%, Goodman Group ((GMG)) 9.7% and
Growthpoint Properties ((GOZ)) increasing by 8.3%.
Underperformers for the month included Lendlease Group ((LLC)) falling by -6.8%, National Storage REIT
((NSR)) -2.7%, Cromwell Property Group ((CMW)) -1.5% and Scentre Group ((SCG)) edging up by 0.7%.
Outperformers over the 12 month period included Home Consortium lifting by 103%, Arena REIT ((ARF))
71.1%, Charter Hall Group 64.1%, Centuria Capital Group ((CNI)) 61.5%, and Aventus Group ((AVN)) up by 59.1%.
Meanwhile, underperformers for this period were Lendlease Group down by -5.9%, Cromwell Property Group
rose 5.0%, Waypoint REIT ((WPR)) 6.7%, GDI Property Group ((GDI)) 7.4% and National Storage REIT up by 12.3%.
In news during the month, a majority of REITs have announced revaluations, with cap rates tightening -25bps
on average.
Nominal Australian ten-year bond yields tightened -18bps across June to 1.53%, reflecting greater market
confidence that long-term inflation can be contained, explains JPMorgan. Ten-year real bond yields, more
relevant for property and REIT pricing, ended the month down -6bps to 0.53%.
Revaluations to date have generally been better than Credit Suisse expected. It was not considered surprising
that Industrial portfolios achieved meaningful valuation uplift of around 10-11% relative to the December 2020
level, largely due to cap rate compression. Neighbourhood Retail was also stronger and Regional malls were
weaker, but not by as much as expected/implied by the market.
Office values trended slightly higher and alternative sectors like childcare, as well as long WALE (weighted
average lease expiry) retail also achieved healthy gains over the half year.
Credit Suisse’s sector forecast is for a total shareholder return (TSR) of 3.0%, including a 4.1% dividend
yield on a weighted-average basis, being an around 2.5% spread over the ten-year bond.
The sector yield spread over bonds remains above the longer-term average of circa 2.0%.
In theory, this spread should be supportive of the sector, but the broker suggests investors will continue to
favour REITs with strong balance sheets, favourable industry structure, and an earnings growth outlook.
Interest Rates
In June, the Federal Reserve’s hawkish turn precipitated sharp moves, including the flattening in the US yield
curve, in the sharpest compression since January 15, 2021. There was an indication that tapering and
ultimately tightening might be closer than previously envisaged.
Rate strategists at JPMorgan expect the US yield curve to steepen by around 40bps into the year end, with a
further 10bps of steepening into June 2022.
The Australian ten-year bond tightened -18bps across the month in the sharpest monthly compression since
September 2020, ending the financial year at around 1.53%.
JPMorgan continues to forecast higher yields in the second half, with ten-year yields reaching 1.95% by the end
of 2021. US economic outperformance and further tapering discussions are expected to drive real yields higher.
Commodities
The CRB Commodity Index was up 3.7% for June.
Two of the most inflation and growth-sensitive metals fell, with gold down -7.2% to US$1770/oz, while copper
fell -8.6%.
Iron ore was stronger in June, up 7.5% to US$215.5/t and Brent Crude rose 8.4% to US$75.1/bbl.
Thermal coal rose 13.3% for the month and 39.9% for the quarter.
Foreign Exchange
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The US Dollar Index (DXY), a measure of the value of the US Dollar relative to a basket of foreign currencies,
rose 2.9% during June. This was the largest uplift since the reaction to Donald Trump's election in November
2016.
In JPMorgan's estimations, a projected 40-50bpt increase in US ten-year yields this year equates to a 6-7%
increase in the US dollar.
The Australian dollar fell -3.1% for the month to land at US74.98 cents at financial year’s close.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Lendlease’s Earnings Visibility Shrouded
Successful cost reductions and divestments could provide desperately needed visibility to Lendlease’s value
following last week’s profit warning, but brokers want greater clarity over future earnings drivers
-Brokers suspect there’s more negative news ahead for Lendlease
-Clarity needed on future operational performance
-Review expected to target major cost savings
-Potential for re-rating over medium term
By Mark Story
Given that Lendlease Group’s ((LLC)) first half to December 2020 core $205m net profit after tax was below
consensus expectations of $213m, the global property developer’s profit warning issued on 1st July shouldn’t
have been too much of a shock for the market.
Lendlease's guidance to FY21 core operating profit after tax of $375-410m, -16% below consensus forecasts,
revealed that the pandemic is weighing more heavily on near-term development earnings than brokers
previously expected. Lendlease also flagged delays with International Quarter London (IQL) as a contributing
factor to not hitting consensus.
Much of the profit cut relates to cities going in and out of lockdown during the past financial year which halted
work across numerous office, retail and residential projects.
Recently appointed CEO Tony Lombardo highlighted that covid weighed heavily on operating conditions, with
London being one of the hardest hit. As a case in point, slower lease-up and/or weaker rents at the first two
residential for rent buildings at Elephant Park are expected to reduce profits from the level previously
recognised, hence impacting FY21 earnings.
Lombardo also flagged claims relating to historical projects completed prior to the sale of the engineering
business could see Lendlease incur an additional provision in the range of -$90m to -$175m after tax in fiscal
2021. While the impact to the business remains uncertain in timing and magnitude, the group expects FY21
profit after tax of $200-320m.
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New business model evolving
Reflecting lower development earnings in the near term and a slower ramp-up in activity, Citi has reduced its
FY22 earnings forecasts to $578m which is -8% below consensus. But having concluded that the drivers of
Lendlease’s profit announcement are predominantly one-off or timing-related, the broker’s longer-term
forecasts remain largely intact.
Taking some comfort from development progress in Sydney, Melbourne and Milan, Citi retains a Buy
recommendation but lowers its target price to $15.97 to reflect lower forecast earnings.
Overall, the broker continues to see scope for a multi-year re-rating for Lendlease as the business model
evolves. Based on the $112bn development pipeline, Citi also sees the potential for the stock to re-rate over
the medium term, especially once the non-core business is exited.
Citi expects the wide-ranging review of the business being undertaken by Lombardo to lead to cost savings and
sees the continued simplification of Lendlease as a positive. The broker expects to see an increased focus on
the group’s $110bn development pipeline and scope to grow the $38bn funds management platform.
While Macquarie concedes a medium-term focus on key business priorities would be positive, the broker
suspects this could result in near-term earnings dilution. The broker notes every -1% reduction in costs could be
a 3.4% benefit to earnings per share (EPS) in FY22.
Investment strategy: Urban regeneration & funds management
While Morgan Stanley’s mid longer-term thesis for Lendlease’s urbanisation pipeline has not changed, the
broker’s near-term conviction remains subdued, and is forecasting FY21 core net profit of $392.5m.
An update on Lombardo’s wide-ranging review will come on 16 August at the company's FY21 result release.
Morgan Stanley, which has an Equal-weight rating and $13.00 target price, also suspects a material cost savings
target is likely to be announced.
Ord Minnett suspects Lombardo’s restructure could result in annualised cost savings of $50m per annum. The
broker maintains a Hold recommendation on Lendlease, but its target price increases to $13.00 from $12.80
due to an increase in the broker’s net asset value estimate.
While Ord Minnett expects the development pipeline to drive materially higher stabilised earnings, earnings
recovery is in the broker’s view a FY23-plus story.
Meanwhile, Citi believes Lendlease's growing global urban regeneration pipeline and the funds management
business should drive medium-term earnings growth for the company, with earnings visibility increasing over
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time.
Including profit at Milan Innovation District, profits at Tower 2, One Sydney Harbour, and Melbourne Quarter
this results in around $250m from urban regeneration.
The broker also notes the improvement in the group’s liquidity and capital position post the April 2020 equity
raising helps secure capital needed to fund the development pipeline, while also taking advantage of other
near-term opportunities.
Macquarie notes there are 12 projects which Lendlease may execute on in FY22 versus five in FY21. However,
given the smaller nature of these projects, the broker concludes the group’s ability to achieve significant
growth in EPS appears difficult.
Like Citi, the broker also suspects Lendlease’s review of the short to medium-term impacts of the pandemic on
its operations may result in a delay in achieving production, work in progress and project commencements.
Macquarie, which has a Neutral rating and $11.47 price target, reminds investors the group’s reliance on these
profit items to achieve targeted returns has risen, hence reducing earnings visibility. To reflect lower
development profits, the broker’s core EPS forecasts for FY21, FY22, and FY23 have been lowered by -10.1%,
-5.5%, and -6.5% respectively.
While Macquarie admits normalised EPS value appears to be emerging, the broker wants to see negative
earnings momentum cease and greater earnings visibility to give confidence targeted return hurdles can be
met.
From Macquarie’s perspective, growth needs to be driven by the development business unit. Given a gradual
recovery in communities and a reduction in apartment settlements in FY21, the broker wants to see growth in
the urban regeneration book.
While Lendlease has provided little clarity around FY22 profit drivers, given substantial deals still closed in
FY21, UBS believes the trajectory remains positive. Based on future growth potential, UBS maintains a Buy
rating and target price of $13.00.
The broker sees a three-year net profit compound annual growth rate of 12% from the base of the broker’s
revised FY22 profit forecast. Longer term, UBS sees the $100bn development pipeline as supportive of
Lendlease with governments keen to support projects/planning/partnerships to drive a post-covid economic
recovery.
Risks
With an update on the business review to come, Macquarie also suspects there could be more negative news
before the market can focus on the medium-term growth outlook. As a result, post the business update the
broker reduced FY22 operating earnings expectations by -5%, -13% below prior consensus.
In short, Macquarie doubts construction and investments are enough to drive the financials (profit & loss) in
FY22 towards consensus expectations.
The broker admits there are positive aspects to the financials in FY22, including the absence of Elephant Park
write-downs, a recovery in communities and funds/asset management earnings, plus a recovery in
co-investment earnings.
However, the broker believes headwinds remain, including the absence of a $30m development fee in military
housing, and a full year impact of the sale of a 25% stake in the group’s retirement book.
Macquarie’s bottom-up approach highlights potentially $481m of sell-down opportunities in FY22. But given
risks to delays, an 80% risk factor weighting results in $385m of earnings in the broker’s forecasts.
Near term, Citi believes virus-related slowdown in activity remains a major risk. Other key risks to achieving
forecasts and target price flagged by the broker include an inability to attract third party co-investment, a
wave of settlement defaults, and material cost overruns on fixed price construction contracts.
The FNArena database shows three Buy and three Hold or equivalent broker ratings. The consensus target price
is $13.23, suggesting 17.6% upside.
If you are reading this story through a third party distribution channel and you cannot see charts included, we
apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Upside Potential For ASX As Rates Rise
The business position of ASX remains strong as does cash flow, while there is potential upside in the future
from rising interest rates
-Annual listing fees should increase as a result of strong equity markets
-Increased volatility at the short end of the interest-rate futures market
-Listings revenue and derivatives should provide long-term growth for ASX
By Eva Brocklehurst
Amid headwinds to interest income and derivatives ASX Ltd ((ASX)) managed a mixed trading outcome to end
the second half. The company's business position remains strong as does cash flow while there is potential in
the future from rising interest rates.
That said, volumes for both cash equities and futures fell markedly in the second half, while capital raising was
affected by subdued secondary listings. The smoothing of revenue over multiple years should largely insulate
the balance sheet from any major impact in this regard, Citi suggests, while UBS considers IPO activity a bright
spot.
The exchange's $12.6bn of initial capital raisings leads to an increase in revenue forecasts for listings. Annual
listing fees should increase as a result of the significant rise in equity markets through to May 31, 2021.

The drop in cash value in the second half did come off a record high and hence it was always going to be
difficult to match. Still, the final outcome was worse than Citi expected, with a -27% fall for June. Futures
volumes have fallen -14% compared with the prior June.
UBS believes derivatives are starting to show some spark, with interest-rate futures up 8%. Within this, the
ten-year bond is relatively flat and growth has been driven by 90-day bank bill futures, which were up 77%.
This suggests increased volatility at the short end of the curve. Nevertheless, UBS notes the three-year bond
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This suggests increased volatility at the short end of the curve. Nevertheless, UBS notes the three-year bond
futures were relatively flat, despite the increased volatility. As a result, the broker remains cautious about the
outlook for futures volume growth.
Valuation
The stock appears to be expensive now and Citi downgrades to Sell from Neutral. The business may be
high-quality and have stable earnings but the growth outlook is subdued, Credit Suisse adds, although trading
on 30x FY22 estimates, the stock is considered fair value and the broker's Neutral rating is reiterated.
A more positive case could be found for the longer-term, Credit Suisse acknowledges, and investors may
consider this is a reasonable entry point for a quality business that is cyclically depressed in some areas.
Ord Minnett considers ASX an "infrastructure-like" stock, albeit trading on rich multiples. Earnings growth into
FY22 is expected, led by annual listings and derivatives. The main upside is the potential from interest-rate
leverage.
Outlook/FY21 Result
Total market value traded fell to $138.3bn in June, down -24%. June is a cyclically strong month so it appears
to Ord Minnett the lower trading trends in terms of value have continued.
The market share for ASX in cash market trading was 82.1% compared with 82.3% a year ago. The main issue
going forward, the broker asserts is the depressed volumes in derivatives, although there is signs a floor has
developed.
The Reserve Bank of Australia's July statement around yield curve control is expected to affect sentiment going
forward. Ord Minnett expects strong equity values and fee increases could mean annual listing fees rise 17% in
FY22.
The broker estimates ASX invested $24m in the Sympli property settlement technology for a 49.5% shareholding
and expects opportunities will subsequently be expanded on. Brokers also expect updates on the distributed
ledger technology replacement for CHESS amid a plan to go live in April 2023.
On the positive side, Ord Minnett concludes there is reasonable long-term growth with limited competition,
and earnings power from listings revenue and derivatives. Together these segments make up around 55% of
revenue.
Some commentary on growth prospects is expected in the FY21 results yet whether this will sufficiently affect
forecasts is questionable, in Citi's view and, on balance, unlikely. Yet the broker does anticipate an update on
commodity futures as well as the Sympli investment and DataSphere, an open data platform.
FNArena's database has five Hold ratings and two Sell. The consensus target is $71.54, suggesting -5.6%
downside to the last share price. Targets range from $65.87 (Morgans, yet to comment on the update) to
$76.50 (Ord Minnett).
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Downside Risks Loom For Magellan Financial
Downside risks are looming to consensus estimates for Magellan Financial in FY22 after a record quarter of
outflows
-Global Fund materially below benchmark over one year
-Retail flows may have improved slightly during the month of June
-Magellan Financial's base remains resilient and balance sheet is strong
By Eva Brocklehurst
The June quarter provided the largest quarterly outflows on record for Magellan Financial Group ((MFG)).
Morgan Stanley is one broker that does not believe the current share price captures the downside risks to
consensus flows nor increased earnings volatility from growing principal investments.
The broker assesses global equity funds drew the bulk of the outflows and envisages downside risk to consensus
estimates going into FY22. Funds under management (FUM) was up 3.6% in June to $113.9bn and up 7.4% over
the quarter, driven by strong markets.
This was offset by -$351m of net outflows comprising -$260m in retail and -$91m in institutional. The last time
Magellan had such a large retail outflow was in March 2020, the broker notes. The performance fees earned
during the second half of $17.6m appear to be driven by the high conviction strategies.

Credit Suisse also considers consensus forecasts are too high, at net flows of $3-4bn per annum in
FY22-23. This view stems from the June quarter outflows and the weak performance in the Global Fund, which
was materially below benchmark on a one-year time horizon and more modestly below benchmark across
three- and five-year horizons.
Over the longer term the track record is strong but the Global Fund has now underperformed -16.8% over one
year, -1.2% per annum over three years and -0.3% over five years. Meanwhile, the Infrastructure Fund
was -9.4% below benchmark for one-year but outperformed over longer horizons.
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Morgans is more confident, assessing the net outflows as "relatively minor" and reflecting the relative
saturation of Magellan's funds in retail portfolios. The broker believes the base earnings are resilient and there
are longer-term growth options from new products. The balance sheet is also strong.
The broker acknowledges relative investment performance needs to be better for sentiment to improve and
market direction will influence the short-term earnings trajectory. Over the longer term, Morgans
believes growth will be supported.
UBS notes retail flows improved slightly during June and does not consider the level of outflows in the June
quarter material in the overall context, while acknowledging a softer medium-term performance is clearly
having an effect and pointing out the company is no longer providing monthly flow numbers.
The broker notes the new FuturePay product procured $6m in net inflows in the first month, taking FUM to
$17m. FuturePay is the company's retirement income product and has a target yield of around 4.25% per
annum and a 1% management fee. Distributions will be paid monthly and grow quarterly with inflation.
Yet Macquarie highlights, while early investors receive some income certainty, any outperformance generated
from their capital will be used to provide protection for subsequent investors, which reduces the appeal of
being an early investor.
Loyalty Scheme
Credit Suisse notes the loyalty scheme's significance has deteriorated and it is likely to be discarded.
Magellan has provided incentives to participate in fund raising by offering loyalty units valued at up to 7.5%.
These were offered on close-ended LICs (listed investment companies) and have begun trading at a discount to
net asset value.
Activist investors, the broker asserts, have now agitated for a transition to open-ended vehicles to close the
discount. Credit Suisse suspects this will likely lead to outflows of -$100-200m, signalling the scheme is not as
lucrative as previously expected.
FNArena's database has two Buy ratings, four Hold and one Sell (Morgan Stanley). The consensus target is $
51.34, signalling -4.4% downside to the last share price. Targets range from $47.50 (Macquarie, yet to
comment on the update) to $58.05 (Morgans). The dividend yield on FY21 and FY22 forecasts is 3.9% and 4.4%,
respectively.
See also, Magellan Becalmed on April 13, 2021.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Material Matters: Thermal Coal, Battery
Minerals
A glance through the latest expert views and predictions about commodities: energy & metals, thermal coal;
battery minerals; nickel; and alumina
-As mobility improves demand for energy will increase and spending on durable goods will soften
-Gradual decline in thermal coal prices expected, back to cost support by 2023
-Australian producers increasingly favoured for lithium supply
-Rise in nickel demand for stainless production turns market to deficit
-Alumina needs supply disruptions to keep pace with aluminium price
By Eva Brocklehurst
Energy Versus Metals
Morgan Stanley assesses the outlook for commodities favours energy over metals, a reversal of the relative
performance since the outbreak of coronavirus. Metals have outperformed energy commodities as energy
demand suffered considerably from a decline in mobility.
A surge in durable goods expenditure meant metals demand on the other hand was more resilient. As mobility
picks up, spending on durables is softening and the broker expects when the world returns to normal this will
continue.
As the under-supply ends in 2022, Morgan Stanley expects oil prices will need to rise to a level where demand
erosion kicks in. On the other hand metals are in a period of supply recovery and now trading above incentive
price levels, showing signs of under-investment.
Over the medium term the outlook is different, as shareholder pressure has already led to a sharp decline in
investment in oil & gas. Moreover, in the longer term several metals will need to pay a critical role in the
energy transition and this transition will eventually become a demand headwind for energy consumption.
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Thermal Coal
Morgan Stanley emphasises the current elevated price for thermal coal is not the new normal, although it will
take a while for the tightness in the market to unwind. The broker envisages a gradual decline back to cost
support at US$75/t by 2023.
Power demand in China and constrained domestic supply is squeezing the coal market amid seaborne supply
disruptions. Furthermore, demand from north-east Asia for the summer has pushed the Newcastle thermal
benchmark to a 10-year high of US$135/t. Supply in the high energy segment is particularly tight.
Morgan Stanley expects it will take time for both China's domestic supply and seaborne supply to catch up with
demand. At the current 70% premium the washing of high-ash coal has also become attractive. The broker
expects modest surpluses in 2022 and beyond.
Seaborne supply is expected to gradually contract but the market remains sizeable, supported by new power
plants in developing parts of Asia. Seaborne demand is expected to fall on average by -1% per annum during
the 2020s.
This will be mainly due to a -3% fall in demand in the Atlantic basin with a shift from China in Northeast Asia to
developing Asia and the Pacific basin. The main import growth markets are Vietnam, The Philippines, Pakistan
and Bangladesh.
Nevertheless, the broker points out the rapid fall in renewable capital costs could put planned capacity
additions in Asia at risk. This has played out in Vietnam already while plans for 10 coal-fired plants with a
cumulative 6GW were recently cancelled in Bangladesh.
Battery Minerals
Macquarie has raised forecasts for battery materials demand by 13-17% over 2021-23 amid policy tailwinds and
lower costs. As a result lithium carbonate and hydroxide price forecasts are raised by 6-13% for 2021-25 and
spodumene prices lifted 7-30%. Spodumene prices have reached US$690/t and the price differential between
lithium hydroxide and lithium carbonate has also widened.
The broker reports downstream enquiries for lithium hydroxide have increased in China and switches its
preference to to Australian-based production, with IGO Ltd ((IGO)) and Pilbara Minerals ((PLS)) preferred over
Orocobre ((ORE)) and Galaxy Resources ((GXY)) ahead of their proposed merger.
Credit Suisse agrees geopolitical trends towards supply chain security favour Australian producers, particularly
Pilbara Minerals. Yet the broker believes it would take "modelling gymnastics" to justify valuations beyond the
current share prices. Longer term projects and expansions remain at the tentative stage.
The broker incorporates some additional price upside from uncontracted spodumene volumes in a tight market
amid merger synergies for Orocobre/Galaxy Resources and upside potential for Pilbara Minerals.
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amid merger synergies for Orocobre/Galaxy Resources and upside potential for Pilbara Minerals.
In graphite, Syrah Resources ((SYR)) is approaching ramp-up which if successful could mean a re-rating, Credit
Suisse asserts.
Meanwhile, on the battery theme, Audi has announced it will introduce its last internal combustion engine
(ICE) vehicle in 2026. Macquarie believes this is part of the company's preparation for the upcoming Euro 7
emissions standards that could be implemented as early as 2025.
The broker suspects other governments may follow suit, with most major car manufacturers having already set
dates for cessation of ICE production, albeit commencing from 2030.
Nickel
The nickel market swung to a large deficit in the first half of 2021 because of growth in demand and slower
than expected supply. Macquarie estimates, in the first half, nickel consumption rose by 21.4% while supply
grew 6.6%, suggesting a deficit of 76,000t of nickel, equivalent to 5.5% of consumption.
This is because a significant draw-down on stocks. The rise in demand reflects a large recovery in stainless steel
production globally and a more than doubling of demand from the electric vehicle market.
Oversupply is still expected to emerge because of a major increase in Indonesian capacity, with Macquarie
noting there are over 2mtpa in NPI (nickel pig iron) projects likely to be in place by 2023. The broker suspects
ore supply constraints could mean this capacity will not be needed, rendering obsolete the proposals by the
Indonesian government to limit new project construction.
Alumina
The alumina price has been struggling to keep pace with aluminium, and Macquarie notes the price ratio is at
its lowest since the fourth quarter of 2006. A surplus in the alumina market outside of China has increased, as
import demand from within China has been affected by higher freight rates.
China's domestic supply has also grown strongly. Yet refining capacity continues to be added globally and
because of a lack of capacity constraint the whole industry is expected to remain in surplus over the next few
years.
In China the broker calculates1.6-2mtpa of new capacity will be added each year from 2021 to 2023. This year,
supply growth reflected not just new projects but also re-started capacity.
Macquarie points out China has been the market of last resort for seaborne supply of alumina and global
production is recovered from pandemic-related cuts. For prices to go much higher the market needs some
disruptions.
There has been some discussion on constraining alumina capacity in China yet the country is a net importer, so
there is still some room to domestic capacity to grow.
Potential risks to supply could come from environmental policy, as alumina does not emit as much carbon as
aluminium but it does still pollute, and ore export restrictions from major suppliers if they were to encourage
local refining/smelting investment.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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ESG Focus: It's Easy Being Green - For Now
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
ESG Focus: The Name’s Bond – GSS Bond
The green, social and sustainable use-of-proceeds bonds market is staging an invasion of the traditional bond
market and, while it’s early days, the bridgehead has been claimed.
-State of the GSS bond market
-The name’s bond – green bond
-Pricing, risk and the waning greenium
By Sarah Mills
The green, social and sustainability (GSS) use-of-proceeds bond markets have paved the way for the broader
sustainability-linked finance market, which is expected to extend its tentacles across every business in the
world over the next two decades.
Combined, the pair should transform the world’s finance markets into one that is permanently and
inextricably linked with ESG priorities.
ESG finance is tipped to become the new normal; making the very terms “ESG”, or “green”, or “sustainable”,
or “social”, redundant; the term being subsumed under the general finance banner to become business as
usual – part of the licence to operate.
The world’s biggest capital holders are driving the change; and governments are largely aligned.
ESG finance is designed to underpin the fourth industrial revolution and the green transition, creating a new
world that will be scarcely recognisable by 2050.
Great disruption breeds social upheaval, so social goals have been paired with environmental goals in a bid to
smooth the path.
Even pre-pandemic, the UN estimated that meeting the 17 UN Sustainability Development Goals would require
global investments of US$5trn to US$7trn a year through to 2030 – a huge funding gap requiring both public and
private sectors.
Asia Pacific countries alone will have to invest 5% of GDP to achieve the UN SDGs, and another US$1trn a year
to address climate change, according to the Asian Development Bank.
All this compares with official development assistance to the area of US$150bn a year, and workers
remittances of US$450bn a year.
Post-covid, the cumulative loss in output from the pre-pandemic path is projected to grow from US$11trn over
2020-21 to more US$28trn over 2020-2025, according to the International Monetary Fund.
As a result, covid has advanced the “social” use-of-proceeds bond on to the scene with a bang, giving the
market a massive leg up; and while cumulative volume and value is still only a fraction of the green bond
market, it is expected to grow sharply over the next four years.
This article on use-of-proceeds bonds (which is one of a series of four on ESG finance) is divided into three
parts.
The first concentrates on broad trends in GSS markets, then takes a dive into the green bond market.
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The second examines transition and sovereign bonds; the third covers social and sustainability bonds.
Given all GSS bonds are likely to share certain characteristics, these are covered in this story given the green
bond market is the most mature.
It will be accompanied by smaller stories on related subjects.

State of the green, social and sustainability (GSS) market
According to the Climate Bonds Initiative’s (CBI) Sustainable Debt – Global State of the Market 2020 report,
cumulative green, social and sustainability (GSS) use-of-proceeds bonds issuance has hit US$1.7trn in labeled
markets with almost 10,000 instruments issued under GSS labels since 2006.
GSS issuance is currently dominated by the euro, a factor The Economist suggests might improve the euro’s
capacity to remount a challenge to the greenback – its previous push being scarpered by the global financial
crisis.
Cumulative green issuance (the major market) has passed US$1trn. The CBI forecasts that 2021 is poised for
another record high as money flows from Europe and the US into ESG projects.
Sustainability bonds hit US$316.8bn followed closely by social bonds at US$315.6bn. Social and sustainability
themes achieved higher volumes in 2020 than all the previous years combined, a harbinger of the flood to
come, courtesy of covid.
Sovereign GSS bond issuance hit US$97.7bn from 22 sources – again green themes dominated but sovereign
social bonds were issued for the first time in 2020 by Chile, Ecuador, Guatemala and Luxembourg. Mexico and
Thailand also introduced sustainability bonds.
Much of this investment has focused on middle and high-income emerging markets, further ostracising
lower-income economies, but this is expected to change.
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Outcomes are important for GSS bonds. They are typically use-of-proceeds bonds, in which the proceeds are
earmarked for specific sustainability projects.
Covenants ideally include disclosure of corporate or government activities and use of proceeds. This is
particularly important in developing markets in which transparency is poor.
A little background and recent developments
Big capital determined decades ago that one way to achieve the UN SDGs was to commit US dollars to
public-private partnerships for infrastructure.
While this remains the goal, the US has been a bit slow on the uptake, creating a window of opportunity for
Europe but the reluctance of US investors is to a large part understandable.
According to Responsible Investor, the UN SDG’s fail to include anything about return, let alone risk sharing,
leaving everyone passing the buck.
It claims this lack of balance between risk and return is holding back private investment.
This is true to some extent and suggests there will be growing lobbying from some quarters to force
governments to shoulder more risk.
But the funding-gap calculations suggest that it’s all hands on deck to get the transition and fourth industrial
revolution safely to shore; that the lobbyists’ chances of success may be less than they might have been ten
years ago; and that most will be swept up in the vast tide of capital regardless.
And, in the spirit of the “Who Cares Wins” mantra of the transition architects, it is likely to be the early boats
that catch this tide.
“Ecocide” - casting the criminal nets across boards and governments
Meanwhile, legal nets are being crafted and cast to aid the transition.
A definition of ecocide was drafted in June, which is to be considered by the International Criminal Court:
“Ecocide means unlawful or wanton acts committed with knowledge that there is a substantial likelihood of
severe and either widespread or long-term damage to the environment being caused by those acts.”
This will have major ramifications for boards, corporationsa nd governments, and depending how far the law
extends: individual directors and politicians (although this appears unlikely at this stage).
Where sovereign states fail, the international court is expected to prove the final arbiter, once ecocide gains
the status of an international crime.
According to Comar Molle in Lexology, “serious allegations of ecocide could prove incredibly costly for any
enterprise”.
Molle advises that corporate boards should work with ESG counsel to audit current business practices, review
risk disclosures, and prepare a long-term, multi-jurisdictional ESG strategy.
Elsewhere, on June 28, the EU Council adopted the European climate law for the purpose of achieving a
climate-neutral EU by 2050.
Environmental risks are rising for investors in the world’s capital markets and, at the very least, is likely to
result in ratings imposts on corporations and other issuers.
Moody’s Investors Service recently estimated that ESG risks are a material credit consideration in 85% of its
ratings decisions for private sector issuers in 2020, up from 32% in 2019.
Of the more than 8,700 rating actions analysed, 71% mentioned social risk factors, 53% referred to governance
issues, and 13% cited environmental factors, with many containing references to more than one ESG
consideration, reflecting the growth in social risks post pandemic.
Meanwhile, Responsible Investor notes the EU is likely to launch a consultation on the functioning of the ESG
ratings market, alongside plans for the general financial sector.
In July, the Australian Federal Court gave final orders that entrenched into Australian Law a government
minister's "duty of care" to avoid causing personal injury or death to Australian children when approving new
coal projects.
Green bonds claim the bridgehead
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Spearing the GSS bond market has been the green bond, establishing a bridgehead into traditional bond
markets.
Green issuance funds projects that decarbonise industry and the environment and help mitigate climate
change.
The market is set for profound transformation as investors begin to align strategies to net zero emissions
ambitions across asset classes, says Morgan Stanley.
The Net Zero Asset Managers Initiative, launched six months ago in December 2020, has 128 signatories
representing US$43trn in assets under management - nearly half the world's funds. Asset managers are signing
up daily, more than US$1trn lobbing in in the first week of July alone.
Green bonds have dominated global GSS issuance for the past decade save for the covid-inspired leap in social
issuance in 2020 and 2021; and are likely to regain ground once the global economy recovers and the green
transition gets underway.
A record total of US$290bn green bonds were issued in 2020, up 9% on 2019, according to the CBI. The average
size of instrument rose 19% to US$171m says CBI.
Yet this represents just 3% of global debt issuance, suggesting an avalanche of issuance to come.
According to Environmental Finance, green bonds are mostly used for refinancing. They are less flexible in
terms of payment schedules and timing than bilateral loans, revolving credit facilities and other facilities.
The majority of green bonds are held in non-green bond funds and exchange-traded funds.
Meanwhile, the EU announced its sustainable finance strategy in July, setting out detailed milestones and
measures for the financial sector, companies and households to reach the bloc's climate goal.
It hinted that mortgages may become the first asset class in the world to receive preferential capital
requirements based on their green quotient - but that's for another story.
It also suggested it would crack down on greenwashing and loose ratings systems.
The fundamental things apply
The market has a mature and dedicated investor base and most green bond labels adhere to the Green Bond
Principles (GBP).
Issuers must establish a Green Bond Framework (GBF) that states how the bond proceeds will be use, and
which should be aligned with the principles.
The GBPs advise that the proceeds must:
-

be used for environmentally sustainable activities;
have a process for determining product eligibility;
manage the proceeds in a transparent fashion that can be tracked and verified; and
report annually on the use of proceeds – although some issuers report twice a year.

As noted in the previous article, Europe is leading the standards charge and the EU Taxonomy is likely to guide
future national taxonomies.
The EU Green Bond Standard (GBS) is aligned with both the EU Taxonomy and the CBI’s framework.
The components of the EU Green Bond Standard are:
- Alignment of “use of proceeds” with the taxonomy;
- Publication by issuers of a Green Bond Framework;
- Mandatory reporting on “use-of-proceeds” (allocation reporting) and environmental impact (impact
reporting);
- Independent verification of compliance by issuers with Green Bond Frameworks.
The EU taxonomy also sets our criteria for certain water infrastructure.
The growing demand for certification
Green bond certification, such as that provided by the CBI, is becoming increasingly common
While voluntary, certification is expected to soon become a de-facto requirement for issuers.
It may also one day be used to transform the vanilla bond market (as we discuss below).
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It may also one day be used to transform the vanilla bond market (as we discuss below).
Certification requires greater specificity within the above GBP parameters, including accounting methodology
and qualifying investments.
The CBI notes certification is growing with US$51.5bn in issuance certified in 2020, taking cumulate certified
issuance to US$154.7bn by the end of that year.
According to the CBI Green Bond Summary H1202, certification grew 6% to roughly 25% of green bond issuance.
There is pre-issue certification and post-issue certification.
The CBI has certification criteria for standard green energy generation; energy efficient transport; and
low-carbon building investment.
Certification for other industries are in the pipeline; including hydropower, bioenergy, wave and tidal energy,
recycling, disposal of waste; and pollution control; nature based assets such as lands, forestry and coastal
infrastructure; and green and hybrid water infrastructure.
The EU goes one step further on the certification front with its EU green bond standard which links eligibility to
criteria listed in its EU taxonomy, and demands third-party opinions.
Meanwhile, in a potentially transformative experiment, the Danish government is linking green certification to
traditional vanilla bonds, which if adopted could have flow-on affects. We discuss this in a separate article.
Decarbonising is a systemic challenge
When it comes to decarbonising, there are three types of emissions that companies need to consider:
- Scope 1 emissions are emissions from owned or controlled resources of a firm;
- Scope 2 emissions refer to indirect emissions from the generation of purchased energy such as gas or
electricity; and
- Scope 3 emissions include all other indirect emissions that occur in a firm’s value chain from upstream inputs
such as resources, present stream such as employee travel, and downstream emissions through its distribution
chain.
At present, most issuance revolves around Scope 1 emissions, in one particular area of a firm.
But increasingly, green bond issuance is likely to be tied to reductions in company-wide emissions, and an
entity’s entire carbon footprint.
Pricing, risk and the green premium
According to CBI Green Bond Pricing the Primary Market, H2 2020 report, there was evidence of a growing
“greenium” in both public and private issuance but the picture is shifting rapidly.
“On average both Euro and USD green bonds gained high book cover and greater spread compression than
vanilla equivalents, and green investors were allocated a greater percentage of deals (56%) than ever on
average, demonstrating that treasurers attach value to the diverse investor base that green bonds are known
to attractive.” says the report.
But this reflected partly on the rush to green assets as a safe-haven during the covid crash, and greeniums are
on the wane.
Nordea Bank finds that green bond outperform in risk-off periods when they offer greater resilience than
vanilla bonds, but warns of nuances.
The bank says this reflects that issuers have been large, stable and forward-looking entities with established
governance structure; that green bonds are rarely issued by oil companies which took the worst hit; and that
buyers are largely long-term investors such as pension funds and insurance companies that hold to maturity.
So while dedicated green bonds should provide a cushion for sell-offs, the Association for Financial markets in
Europe points out greeniums are on the decline, thanks to record issuance.
The greenium fell from roughly 9 basis points in 2020 to virtually nil in April of 2021.
“The number and diversity of green bonds have reached levels that make the behaviour of green and non-green
bonds similar,” says Nordea. “Green bond indices can now be compared to non-green bond indices.”
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Baker McKenzie notes green bonds may attract a small premium in the secondary market.
According to the Asian Development Bank:
“ESG bonds tend to trade closely with conventional bond counterparts as mainstream investors are generally
unwilling to pay for an ESG label on pari passu assets.
“In fact, an ESG premium on such issuance, while no doubt attractive to bond issuers and possibly capable of
incentivising new supply, would likely be offset by the corresponding reduction of investment attractiveness
for bond buyers.
“Rather, several countries, including Japan have established subsidy programs to offset the additional costs to
issuers of preparing green or social bond frameworks such as consulting and ratings expenses.”
Goldman Sachs notes that in the less liquid US-dollar market, green issuers are commanding a greenium of
about 10 basis points.
But the bank says that both in Europe and the US, the scarcity premium is shifting to social and sustainability
bonds, which are offering at 20 basis point average premium in euros, and about 36 basis points in US dollars.
Still, it’s not all about the money for green issuers. There’s reputation, credentialing and positioning to
consider, and this is forecast to be sufficient to continue to drive strong demand.
All eyes peeled to carbon intensity
This article has been divided into two for ease of reading. The next half delves into global developments
around the bid to create a liquid, fungible green bond market
Carbon intensity is likely to emerge as the global-benchmark hero, while experimentation with green
certification in vanilla bond market could transform capital markets.
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Weekly Ratings, Targets, Forecast Changes 02-07-21
Weekly update on stockbroker recommendation, target price, and earnings forecast changes.
By Mark Woodruff
Guide:
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.
For the purpose of broker rating correlation, Outperform and Overweight ratings are grouped as Buy, Neutral
is grouped with Hold and Underperform and Underweight are grouped as Sell to provide a Buy/Hold/Sell
(B/H/S) ratio.
Ratings, consensus target price and forecast earnings tables are published at the bottom of this report.
Summary
Period: Monday June 28 to Friday July 2, 2021
Total Upgrades: 3
Total Downgrades: 13
Net Ratings Breakdown: Buy 54.08%; Hold 38.92%; Sell 7.00%
For the week ending Friday 2 July, there were three upgrades and thirteen downgrades to ASX-listed
companies by brokers in the FNArena database.
Two separate brokers downgraded the rating for Collins Foods. UBS continues to like the story though
downgraded the rating to Neutral from Buy, given a few concerns including the recent share price rise and the
current lockdowns during school holidays.
With the share price trading within 10% of Morgans’ newly-lowered target price, (to $12.82 from $13.38), the
broker also decided to lower the rating to Hold from Add. Contributing to the downgrade was management’s
guidance for a higher D&A expense. Additionally, the broker feels FY22 growth for KFC Australia will be more
modest, after effectively delivering two years of growth in FY21.
In a big week of news for AGL Energy, the company had the largest percentage decrease in forecast target
price by brokers in the FNArena database last week. Management provided an update on the separation of its
assets and also indicated FY21 earnings will be at the lower end of the guidance range.
Morgan Stanley assesses the "new AGL", the proposed energy retailer, has attractive re-rating potential on
financial grounds with exposure to renewables growth. On the other hand, the other part, named Accel, may
be excluded from many institutional mandates in view of its carbon intensity. Uncertainty reigns and, as with
many demergers, the upside for investors is difficult to quantify, the broker asserts.
Meanwhile, IGO earned the largest percentage increase in forecast target price by brokers. This came as
Credit Suisse lifted near-term lithium pricing forecasts, incorporating exponential lithium demand for EV
batteries. An increase by the broker in forecast earnings also reflected the Tropicana divestment, accounting
adjustments and changes to the assumed capital structure.
The increase in lithium price forecasts by Credit Suisse also resulted in both Pilbara Minerals and Orocobre
sitting atop the table for largest percentage increase in broker forecast earnings estimates in the FNArena
database last week.
The broker notes lithium prices have risen sharply since February and doesn't believe this is temporary. Pilbara
Minerals remains Credit Suisse's top pick in the sector for many reasons including management's track record
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and a simpler hard rock resource.
Apart from the new lithium price forecast from Credit Suisse, Orocobre benefited from the agreed merger
with Galaxy Resources, from which the broker sees ample value upside.
Nanosonics had the largest percentage fall in forecast earnings. Mind you, only one broker in Morgans updated
research, and even then sounded slightly upbeat. The broker feels the company’s investment in R&D is
delivering, after the launch a new digital platform, AuditPro. The analyst had already allowed for a second
instrument-disinfection product in FY23 forecasts, so makes no adjustments. However, FY21 forecasts were
lowered to reflect an exchange rate adjustment to consumables.
Finally, Lendlease was next in terms of a percentage fall in earnings by broker in the FNArena database.
Long-suffering shareholders were told by management that estimates for FY21 profit will be -13%-20% below
consensus estimates, due to project delays and profit write-backs in London.
Morgan Stanley describes near-term profitability as appearing to be murky, and suspects current consensus
estimates will have to come down materially, to reflect the uncertain earnings in the near term. Credit Suisse
is more sanguine. While still awaiting more detail, the broker doesn't feel the company’s Construction and
Investment segments are going to be materially worse than expected.
Total Buy recommendations take up 54.08% of the total, versus 38.92% on Neutral/Hold, while Sell ratings
account for the remaining 7%.
Upgrade
AMCOR PLC ((AMC)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 5/2/0
Macquarie is forecasting a solid FY21 result for Amcor, with the company guiding to a 14-15% earnings per
share increase.
The broker believes the growth cycle has peaked, meaning the company will be facing more volatility and
lower equity returns in a slowing cycle. Despite this, Macquarie notes Amcor has generally performed well in a
volatile market and continues to guide to a solid FY22 result.
Macquarie has also highlighted Amcor has improved raw materials management, and attributes this to the
company being more proactive regarding emerging markets.
The rating is upgraded to Outperform and the target price increases to $16.56 from $16.42.
PENDAL GROUP LIMITED ((PDL)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 4/1/0
As a sector, Credit Suisse estimates asset managers are trading at a -20% discount (near all-time lows) to the
market and upgrades earnings by 1-2% on average. Sector flows have improved and are now less negative, but
the price earnings discount has persisted.
The broker upgrades Pendal Group to Outperform from Neutral, given it is trading at a P/E discount to three
prominent peers, yet its flows are tracking better than all three.
There's considered scope for both a P/E re-rate and upside risk to earnings should flows further accelerate
from this point, explains the analyst. The target price is raised to $8.90 from $7.90, and the stock is now
Credit Suisse's most preferred in the sector.
TELSTRA CORPORATION LIMITED ((TLS)) Upgrade to Add from Hold by Morgans .B/H/S: 4/1/0
Telstra surprised Morgans with the early divestment of a 49% stake in its InfraCo towers business. Bids were due
by December 2021 but the deal will be consummated in 1H22. It's considered a good deal for shareholders as
Telstra keeps control and a high price was attained.
It also shows management is serious about taking steps to continue releasing value, points out the broker. The
rating is upgraded to Add from Hold and the target price rises to $4.19 from $3.33.
The company will use roughly 50% of the proceeds to pay down debt. The balance (around 11cps) will be
returned to shareholders.The analyst has consistently said shares are worth circa $4.50 per share if the sum of
the parts is able to be realised.
See also TLS downgrade.
Downgrade
AUCKLAND INTERNATIONAL AIRPORT LIMITED ((AIA)) Downgrade to Sell from Neutral by UBS .B/H/S: 1/3/1
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In light of the Auckland International Airport's enterprise value having recovered to pre COVID-19 levels, and
the unlikely return to unrestricted international travel before FY24, 12 months longer than market
expectations, UBS has lowered the company's rating to Sell from Neutral.
The broker has pushed back the start of NZ border re-opening by 3 months to mid-2022, reflecting a
slower-than-expected vaccine rollout.
To reflect a slower-than-expected recovery in international passengers, UBS has lowered net profit forecasts by
-54%, and -17% in FY23 and FY24, well below market consensus.
UBS has incorporated an extended period of retail rental abatements, deferral of aeronautical PSE4 reset until
FY24, and a substantial reduction in capital expenditure from pushing back the new domestic terminal and
second runway.
Price target is lowered to NZ$6.65 from NZ$7.30.
AUTOSPORTS GROUP LIMITED ((ASG)) Downgrade to Neutral from Outperform by Macquarie .B/H/S: 1/1/0
The company has produced strong operating margins over FY21 as demand continues to outstrip supply.
Despite some production limitations supply has performed in line with expectations.
Autosports has also acquired and 80% interest in John Newell Mazda, Alexandria. The purchase price is $12m in
goodwill and $4m for the net asset interest, to be funded by existing cash.
Macquarie expects operating margins will remain elevated for the majority of FY22 but following the recent
share price performance downgrades to Neutral from Outperform. Target is raised to $2.50 from $2.15.
BORAL LIMITED ((BLD)) Downgrade to Equal-weight from Overweight by Morgan Stanley .B/H/S: 2/3/0
Morgan Stanley commends Boral for its actions on the balance sheet and the sale of assets at attractive prices
yet believes these are now reflected in the share price.
Boral has outperformed the ASX200 by 41% since January and the broker's building materials coverage by
18%. Capital management is now factored in, the analysts suggest.
Following the US divestments Boral will be a mature, Australia-focus construction materials operator. From
here transformation benefits should boost earnings but outside of this future growth is less obvious to the
broker.
Rating is downgraded to Equal-weight from Overweight. Target is $7.60. Industry view is in-line.
COLLINS FOODS LIMITED ((CKF)) Downgrade to Neutral from Buy by UBS and Downgrade to Hold from Add
by Morgans .B/H/S: 0/2/0
A strong first half result by Collins Foods beat UBS's profit estimate by 8%, driven by impressive
like-for-like sales in KFC Australia. However, the result was considered to not have benefited from as much
potential 2H21 operating leverage, given the strong top line.
The broker considers KFC Europe was challenging, however, post the Dutch acquisitions (8 stores), the business
is well placed for the recovery over the next 12-24 months.
The analyst continues to like the story though downgrades the rating to Neutral from Buy, given a few
concerns including the recent share price rise and the current lockdowns during school holidays. The target
price rises to $12.85 from $11.65.
After Collins Foods' FY21 result, Morgans' revenue/earnings forecasts are broadly unchanged, while higher D&A
guidance leads to -2-3% EPS downgrades. It's felt FY22 growth for KFC Australia will be more modest
after effectively delivering two years of growth in FY21.
The company reported 13% earnings (EBIT) growth and 18% profit growth in FY21, with KFC providing all the
uplift, points out the analyst.
The broker highlights softening KFC growth in the result, as the base to cycle becomes elevated, with the
opposite in Europe. With the stock now trading within 10% of the target (lowered to $12.82 from $13.38),
Morgans lowers its rating to Hold from Add.
EVOLUTION MINING LIMITED ((EVN)) Downgrade to Underweight from Equal-weight by Morgan Stanley
.B/H/S: 2/3/2
The main opportunities are the expansion of Red Lake and Cowal underground and are now incorporated into
Morgan Stanley's forecasts, which limits further earnings upside.
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The broker expects substantial expansion at Red Lake despite the execution risks, with the project reflecting
34% of DCF value. Cowal is expected to reach its target of 350,000 ounces per annum by FY24 and reflects 42%
of DCF value.
Rating is downgraded to Underweight from Equal-weight as Morgan Stanley believes there is better gold
exposure elsewhere. Target is $4.30. Industry view: Attractive.
INGHAMS GROUP LIMITED ((ING)) Downgrade to Neutral from Outperform by Macquarie .B/H/S: 3/2/0
While Inghams Group is a defensive stock Macquarie finds better options are available in times of greater
volatility. The broker believes the growth cycle in markets has peaked and downgrades to Neutral from
Outperform.
Some uncertainty is created by a major retail contract that is up for renewal in the first half of FY22 and
Macquarie suspects the customer could represent 37% of group revenue.
A large proportion of volume is unlikely to be at risk, the broker asserts, but there remains some risk of either
volume loss or margin pressure. Target is raised to $4.03 from $3.98.
MAAS GROUP HOLDINGS LIMITED ((MGH)) Downgrade to Hold from Add by Morgans .B/H/S: 0/1/0
Following share price strength, Morgans moves to a Hold rating from Add and increases the target to $5.85
from $4.35. It's felt several announced acquisitions/investments will contribute meaningfully to near-term
earnings and deliver further medium-to-longer-term value.
The business acquisitions and property investments have a total upfront consideration of $92.2m, comprised of
$62.7m in cash and $29.5m in scrip, with deferred consideration and earn-outs totalling $31.5m.
Australian corporate debt facilities have risen to $200m from $160m, and $100m in commercial property
finance facilities has been secured. After this strengthening of balance sheet capacity, the analyst feels
further M&A will be pursued.
NETWEALTH GROUP LIMITED ((NWL)) Downgrade to Underperform from Neutral by Credit Suisse .B/H/S:
2/2/1
Following an around 25% appreciation in share price over the last quarter, Credit Suisse lowers Netwealth
Group's rating to Underperform from Neutral, solely on valuation grounds. The target price rises to $16 from
$14.40.
The company continues to attract significant flows and grow market share, and the broker expects this to
continue.
REECE LIMITED ((REH)) Downgrade to Underperform from Neutral by Macquarie .B/H/S: 0/1/3
Macquarie reviews its investment thesis and downgrades to Underperform from Neutral on valuation grounds.
The broker suggests the stock has had a strong run and while the fundamentals are supportive the valuation
more than fully discounts any earnings upside.
The main risk to this view is if the trading environment stays stronger for longer. Macquarie expects the FY21
result will feature strong trading, given positive market commentary from Australian and US peers. Target is
steady at $19.40.
RELIANCE WORLDWIDE CORP. LIMITED ((RWC)) Downgrade to Neutral from Outperform by Macquarie
.B/H/S: 3/3/0
While Macquarie believes the trading environment is supportive the valuation upside is now more limited.
Comparables will firm as FY22 progresses so any impetus to growth should be derived from well-executed
M&A, in the broker's opinion.
Macquarie considers the current valuation more than adequately balances the risk/reward. Rating is
downgraded to Neutral from Outperform. Target is raised to $5.50 from $5.30.
TELSTRA CORPORATION LIMITED ((TLS)) Downgrade to Neutral from Buy by UBS .B/H/S: 4/1/0
With the key catalysts to UBS' Buy rating having played out through rational competition in mobile, the
TowerCo sale, and no further dividend cut, the broker has lowered the rating on Telstra Corp to Neutral.
Telstra plans to return half the proceeds to shareholders, invest -$75m in regional connectivity, with the
remainder earmarked to pay down debt.
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Key upside risks noted by UBS include even more favourable mobile market conditions, 5G use case
upside, further corporate activity around Telstra's Infrastructure assets, and more cost initiatives.
The TowerCo sale drives earnings per share upgrades of around 1%, and the price target increases to $3.90
from $3.70.
See also TLS upgrade.
WOOLWORTHS GROUP LIMITED ((WOW)) Downgrade to Underperform from Neutral by Credit Suisse .B/H/S:
1/2/1
Credit Suisse assesses Woolworths is trading at around a 36% fair value premium to Coles Group ((COL)).
Furthermore, the combined market value of Woolworths and Endeavour Group ((EDV)) post demerger is around
4.5% higher than the June 23 closing price.
The broker downgrades Woolworths to Underperform from Neutral on the basis of valuation. Trends in
supermarkets/grocery expenditure are yet to normalise and Credit Suisse is forecasting trend growth of 8% in
the fourth quarter of FY21 from a 2019 base. Target is unchanged at $32.92.
Total Recommendations

Recommendation Changes

Broker Recommendation Breakup

Broker Rating
Order
Company
Upgrade
1
AMCOR PLC
2
PENDAL GROUP LIMITED
3
TELSTRA CORPORATION LIMITED
Downgrade
4
AUCKLAND INTERNATIONAL AIRPORT LIMITED
5
AUTOSPORTS GROUP LIMITED
6
BORAL LIMITED
7
COLLINS FOODS LIMITED
8
COLLINS FOODS LIMITED
9
EVOLUTION MINING LIMITED
10
INGHAMS GROUP LIMITED
11
MAAS GROUP HOLDINGS LIMITED
12
NETWEALTH GROUP LIMITED
13
REECE LIMITED

New Rating

Old Rating

Broker

Buy
Buy
Buy

Neutral
Neutral
Neutral

Macquarie
Credit Suisse
Morgans

Sell
Neutral
Neutral
Neutral
Neutral
Sell
Neutral
Neutral
Sell
Sell

Neutral
Buy
Buy
N/A
Buy
Neutral
Buy
Buy
Neutral
Neutral

UBS
Macquarie
Morgan Stanley
UBS
Morgans
Morgan Stanley
Macquarie
Morgans
Credit Suisse
Macquarie
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13
14
15
16

REECE LIMITED
RELIANCE WORLDWIDE CORP. LIMITED
TELSTRA CORPORATION LIMITED
WOOLWORTHS GROUP LIMITED

Sell
Neutral
Neutral
Sell

Neutral
Buy
Buy
Neutral

Macquarie
Macquarie
UBS
Credit Suisse

Recommendation
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
PDL PENDAL GROUP LIMITED
2
COL COLES GROUP LIMITED
3
MTS METCASH LIMITED
4
S32 SOUTH32 LIMITED
5
AMC AMCOR PLC
6
IGO IGO LIMITED

New RatingPrevious
70.0%
60.0%
75.0%
86.0%
64.0%
20.0%

Rating Change Recs
50.0%
20.0% 5
43.0%
17.0% 5
58.0%
17.0% 4
71.0%
15.0% 7
50.0%
14.0% 7
8.0%
12.0% 5

New RatingPrevious
-75.0%
20.0%
60.0%
40.0%
50.0%
29.0%
-60.0%

Rating Change Recs
-50.0%
-25.0% 4
40.0%
-20.0% 5
80.0%
-20.0% 5
60.0%
-20.0% 5
67.0%
-17.0% 6
43.0%
-14.0% 7
-50.0%
-10.0% 5

New TargetPrevious
7.840
3.500
4.053
8.548
15.460
17.692
5.240
4.080
17.151

Target Change Recs
7.008
11.87% 5
3.386
3.37% 7
3.922
3.34% 4
8.348
2.40% 5
15.140
2.11% 5
17.494
1.13% 5
5.207
0.63% 6
4.070
0.25% 5
17.131
0.12% 7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
REH REECE LIMITED
2
NWL NETWEALTH GROUP LIMITED
3
ING INGHAMS GROUP LIMITED
4
BLD BORAL LIMITED
5
RWC RELIANCE WORLDWIDE CORP. LIMITED
6
CSL CSL LIMITED
7
AGL AGL ENERGY LIMITED

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
IGO IGO LIMITED
2
S32 SOUTH32 LIMITED
3
MTS METCASH LIMITED
4
PDL PENDAL GROUP LIMITED
5
NWL NETWEALTH GROUP LIMITED
6
COL COLES GROUP LIMITED
7
RWC RELIANCE WORLDWIDE CORP. LIMITED
8
ING INGHAMS GROUP LIMITED
9
AMC AMCOR PLC

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
AGL AGL ENERGY LIMITED
2
CSL CSL LIMITED

New TargetPrevious Target Change Recs
7.884
8.878
-11.20% 5
299.471
300.186
-0.24% 7

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
PLS PILBARA MINERALS LIMITED
2
ORE OROCOBRE LIMITED
3
RIO RIO TINTO LIMITED
4
BAP BAPCOR LIMITED
5
S32 SOUTH32 LIMITED
6
BHP BHP GROUP LIMITED
7
ECX ECLIPX GROUP LIMITED
8
CHC CHARTER HALL GROUP
9
MGR MIRVAC GROUP
10
WPL WOODSIDE PETROLEUM LIMITED

New EF Previous EF Change Recs
-0.223
-0.307
27.36% 4
-4.667
-5.326
12.37% 7
1918.173 1842.796
4.09% 7
37.251
35.823
3.99% 7
16.056
15.558
3.20% 7
463.798
453.013
2.38% 7
22.367
21.933
1.98% 3
57.683
56.683
1.76% 6
13.417
13.250
1.26% 6
186.934
184.845
1.13% 7
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Negative Change Covered by > 2 Brokers
Order Symbol
Company
New EF Previous EF Change Recs
1
NAN NANOSONICS LIMITED
1.975
2.475
-20.20% 4
2
LLC LENDLEASE GROUP
61.292
67.437
-9.11% 6
3
GXY GALAXY RESOURCES LIMITED
2.638
2.831
-6.82% 6
4
MTS METCASH LIMITED
24.165
25.778
-6.26% 4
5
IAG INSURANCE AUSTRALIA GROUP LIMITED
14.757
15.329
-3.73% 7
6
IEL
IDP EDUCATION LIMITED
19.820
20.420
-2.94% 5
7
ASB AUSTAL LIMITED
22.393
22.855
-2.02% 4
8
APT AFTERPAY LIMITED
-19.331
-19.017
-1.65% 7
9
PNI
PINNACLE INVESTMENT MANAGEMENT GROUP LIMITED
33.667
34.167
-1.46% 3
10
AGL AGL ENERGY LIMITED
85.382
86.156
-0.90% 5
Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Uranium Week: Kazaks Announce 2023
Production Plans
As the uranium spot price increases by 1.5% for the week, the world's largest producer and seller of uranium
plans to keep 2023 production steady at 2022 levels.
-Kazatomprom plans to keep 2023 production steady
-Lotus Resources announces results from drilling program
-Uranium spot price climbs by 1.5% for the week
By Mark Woodruff
Kazakhstan uranium producer Kazatomprom plans to maintain 2023 uranium production at a similar level to
2022.
CEO of the world’s largest producer and seller of natural uranium, Galymzhan Pirmatov said "Consistent with
our market-centric strategy, we intend to continue exercising commercial discipline, which will result in 2023
production remaining -20% lower than previously planned subsoil use contracts levels, keeping production
essentially flat in 2022 and 2023."
“Although the uranium market is starting to show signs of improvement, including an increase in long-term
contracting interest, a thinning spot market, and slightly improved pricing, we still find ourselves in a position
where adding tonnes back into the market in 2023 would be unlikely to maximise returns for our shareholders."
The impact of Kazatomprom’s decision is to reduce uranium production by -5,000tU (approximately -13mlbs),
roughly 10% of global production.
ASX-listed Lotus Resources ((LOT)) recently announced it will soon begin a drilling program, marking the first
uranium exploration drilling program at the Kayelekera Uranium Project in Malawi in more than 15 years.
The company also plans to advance a number of technical studies, including ore sorting test work and power
assessments.
The company has again updated the market with results from the initial phase of the ore testing work,
indicating uranium grades of the ore increased by up to 100%, when compared to the original feed sample.
This validates the company’s view that ore sorting has the potential to both increase the feed grade (annual
production) and extend the life of mine through utilising low-grade ores as plant feed.
Uranium pricing during the week
TradeTech’s weekly Spot Price Indicator is US$32.70/lb, up US$0.50/lb from last week’s Indicator.
Uranium Pricing-During the month
TradeTech's monthly spot price rose US$1.00 to close out June at US$32.40/lb.
A total of 5.6mlbs U3O8 equivalent involving 35 transactions traded hands during June, with utilities, traders,
producers and financial entities all participating as buyers, reports TradeTech.
The mix of buyers, along with the expectation of sellers for further price increases caused prices to rise over
the course of the month. The expectations of sellers were raised due to anticipated additional buying from
funds and financial entities in July.
The monthly uranium spot price indicator has increased nearly 9% so far in 2021.
The Exchange Value currently sits nearly 8% above the 2020 average Exchange Value of US$30.15/lb. The
average Exchange Value for 2021 is US$30.28/lb.
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TradeTech's mid-term price indicator for June 30 is US$32.40/lb, up US$0.90/lb from last month, while the
long-term price indicator remains unchanged at US$35.00/lb.
In the term uranium market, eight transactions involving delivery of over 3mlbs U3O8 equivalent in the term
delivery window were reported in June, reports TradeTech.
Term uranium buyers included utilities, producers, and traders, which represents a departure from the norm,
as utilities typically dominate as buyers in the term uranium sector.

Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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The Short Report - 08 Jul 2021
See Guide further below (for readers with full access).
Summary:
Week Ending July 1, 2021.
Last week saw the ASX200 chop around, running fast to get nowhere.
The most notable event in Short Land last week was that of four stocks dropping out of the 5%-plus shorted
table, and none coming in. This leaves a mere 17 stocks on the table – a table which back in the day could
number in the 40s.
Nothing like a bull market to shake out the shorts, although the index is currently struggling to make any fresh
headway.
In last week’s report I’d noted Kogan ((KGN)) shorts had fallen to 10.6% from 11.8%, ahead of the announced
Sydney lockdown. Kogan proved popular with lockdown inmates last year. But last week shorts bounced back
up to 11.5%.
Otherwise the only other movement of note last week was that of coal miner New Hope Corp ((NHC)), which
appeared at 6.8% shorted from below 5% previously.
New Hope’s share price has been on a run-up this week on surprisingly strong thermal coal prices that have
seen brokers upgrading their forecasts, and in Credit Suisse’s case, upgrading to Outperform to make three
from four Buy or equivalent ratings in the FNArena broker database.
Late last month the shares dropped sharply on an announced convertible note issue, which implies dilution
when the note is converted to equity from debt.
Given such issues effectively offer stock (via a call option) at a discount, one can short the stock to arbitrage
out that discount and collect the coupon in the meantime. In other words, shorting New Hope is not a strategy
based on expecting the share price to fall.
Nor an attack from ESG extremists.
Weekly short positions as a percentage of market cap:
10%+
KGN 11.5
WEB 11.0
No changes
9.0-9.9
FLT
No changes
8.0-8.9%
ING, EOS
Out: TGR, RSG
7.0-7.9%
Z1P, TGR, RSG, TPW
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Z1P, TGR, RSG, TPW
In: TGR, RSG
6.0-6.9%
NHC, MTS, MSB, A2M, IVC, BGL
In: NHC
5.0-5.9%
JBH, EML
Out: WAF, BVS, MP1, ALK
Movers & Shakers
Nothing this week.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
ALL

0.1

0.2

MQG

0.2

0.2

ANZ

0.8

1.0

NAB

0.9

0.9

APT

1.8

1.9

NCM

0.1

0.1

BHP

4.1

4.2

RIO

0.2

0.3

BXB

0.4

0.5

TCL

0.6

0.6

CBA

0.5

0.6

TLS

0.2

0.2

COL

0.6

0.6

WBC

0.8

0.9

CSL

0.2

0.2

WES

0.2

0.3

FMG

0.5

0.6

WOW

0.3

0.3

GMG

0.2

0.2

WPL

1.0

1.0

To see the full Short Report, please go to this link
Guide:
The Short Report draws upon data provided by the Australian Securities & Investment Commission (ASIC) to
highlight significant weekly moves in short positions registered on stocks listed on the Australian Securities
Exchange (ASX). Short positions in exchange-traded funds (ETF) and non-ordinary shares are not included.
Short positions below 5% are not included in the table below but may be noted in the accompanying text if
deemed significant.
Please take note of the Important Information provided at the end of this report. Percentage amounts in this
report refer to percentage of ordinary shares on issue.
Stock codes highlighted in green have seen their short positions reduce in the week by an amount sufficient
to move them into a lower percentage bracket. Stocks highlighted in red have seen their short positions
increase in the week by an amount sufficient to move them into a higher percentage bracket. Moves in excess
of one percentage point or more are discussed in the Movers & Shakers report below.
IMPORTANT INFORMATION ABOUT THIS REPORT
The above information is sourced from daily reports published by the Australian Investment & Securities
Commission (ASIC) and is provided by FNArena unqualified as a service to subscribers. FNArena would like to
make it very clear that immediate assumptions cannot be drawn from the numbers alone.
It is wrong to assume that short percentages published by ASIC simply imply negative market positions held by
fund managers or others looking to profit from a fall in respective share prices. While all or part of certain
short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
48

“short covering” may spark a short, sharp rally in that share price. However short positions held as an offset
against another position may prove merely benign.
Often large short positions can be attributable to a listed hybrid security on the same stock where traders
look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
positions may form part of a short stock portfolio offsetting a long share price index (SPI) futures portfolio – a
popular trade which seeks to exploit windows of opportunity when the SPI price trades at an overextended
discount to fair value. Short positions may be held as a hedge by a broking house providing dividend
reinvestment plan (DRP) underwriting services or other similar services. Short positions will occasionally need
to be adopted by market makers in listed equity exchange traded fund products (EFT). All of the above are
just some of the reasons why a short position may be held in a stock but can be considered benign in share
price direction terms due to offsets.
Market makers in stock and stock index options will also hedge their portfolios using short positions where
necessary. These delta hedges often form the other side of a client's long stock-long put option protection
trade, or perhaps long stock-short call option (“buy-write”) position. In a clear example of how published
short percentages can be misleading, an options market maker may hold a short position below the implied
delta hedge level and that actually implies a “long” position in that stock.
Another popular trading strategy is that of “pairs trading” in which one stock is held short against a long
position in another stock. Such positions look to exploit perceived imbalances in the valuations of two stocks
and imply a “net neutral” market position.
Aside from all the above reasons as to why it would be a potential misconception to draw simply conclusions
on short percentages, there are even wider issues to consider. ASIC itself will admit that short position data is
not an exact science given the onus on market participants to declare to their broker when positions truly are
“short”. Without any suggestion of deceit, there are always participants who are ignorant of the regulations.
Discrepancies can also arise when short positions are held by a large investment banking operation offering
multiple stock market services as well as proprietary trading activities. Such activity can introduce the
possibility of either non-counting or double-counting when custodians are involved and beneficial ownership
issues become unclear.
Finally, a simple fact is that the Australian Securities Exchange also keeps its own register of short positions.
The figures provided by ASIC and by the ASX at any point do not necessarily correlate.
FNArena has offered this qualified explanation of the vagaries of short stock positions as a warning to
subscribers not to jump to any conclusions or to make investment decisions based solely on these unqualified
numbers. FNArena strongly suggests investors seek advice from their stock broker or financial adviser before
acting upon any of the information provided herein.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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The Wrap: Retail, BNPL, Oz Dividends
Weekly Broker Wrap: Discretionary retail unwinding, BNPL regulatory hurdles, special dividends expected
-Snap lockdowns to undermine discretionary retail earnings/share prices
-Proposed EU-based consumer credit regulations may affect growth for Afterpay/Zip Co
-Major rebound in buybacks, special dividends, and return to normal dividend payout ratios on the cards
By Mark Story
Discretionary retail: Lockdowns tarnish second half earnings
Despite the accelerated vaccine roll-out nationally, Jarden sees the real risk of Australia remaining closed for
longer, which will likely delay the reopening trade.
To reflect snap lockdowns in NSW and Victoria, partial lockdowns in QLD, WA and the NT, plus a growing cost
of doing business pressures (CODB), Jarden has cut FY21 earning per share (EPS) forecasts by an average -5%
across a handful of discretionary retailers.
The broker suspects softer trading updates at results in August (ex-food), together with weaker cash flow and
comments on rising CODB may put discretionary retailer share prices under pressure. The broker also believes
snap lockdowns have materially reduced risk of second half positive earnings surprises.
Most impacted, in Jarden’s view, are electronics/leisure/outdoor retailers, including Super Retail Group
((SUL)), Accent Group ((AX1)), JB Hi-Fi ((JBH)), Harvey Norman ((HVN)), Premier Investments ((PMV)) (locally)
and The Reject Shop ((TRS)) of the companies the broker covers.
With the exception of food, Jarden sees lockdowns as a net negative for sales, due in part to insufficient time
for consumer behaviour to change. The broker notes without Jobkeeper or rent reductions retailers would bear
the full cost without the sales.
Fueling Jarden’s caution of growing pressure points for discretionary retail in FY22 is the cycling of strong
demand, which may see sales turn negative for many retailers as trading activity returns closer to trend.
Additional pressure points highlighted by Jarden include the return of promotions as stock availability
improves, cost pressures, and household cash flow turns negative.
Meanwhile, Jarden favours companies that should benefit from a global reopening and/or improving long-term
return on invested capital (ROIC), including Flight Centre Travel ((FLT)), Premier Investments ((PMV)), Beacon
Lighting ((BLX)), Lynch Group ((LGL)) and Domino’s Pizza Enterprises ((DMP)).
With undemanding FY22 consensus forecasts not appearing to appropriately reflect improvements in housing
churn and house prices, Citi’s preference within small cap retail remains housing retailers.
The broker highlights Beacon Lighting and Nick Scali ((NCK)) as both emerging from FY21 with stronger balance
sheets that can be used to drive shareholder value.
Citi, which has Buys on Beacon (target price $2.21) and Nick Scali (target price $12.05) expects both stocks to
benefit from the improving housing cycle. While Beacon will face challenges in cycling the strong comparables
from July/August 2020, Citi expects like-for-like sales to continue to grow compared to July/August 2019.
Citi also suspects both its in-house and consensus FY22 expectations for Nick Scali may turn out to be
conservative given the elevated order book at end of April 2021, forex tailwinds, and the strong housing cycle.
Citi also has Buy recommendations on Baby Bunting ((BBN)) and Michael Hill International ((MHJ)) with price
targets of $6.22 and $0.93 respectively. Given the relatively non-discretionary nature of the category, the
broker suspects Baby Bunting could have relatively less downside than other listed retailers, should conditions
slow.
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Citi also expects Michael Hill to continue to deliver increased sales and margin growth on the back of strategic
initiatives, including a loyalty program, omni-channel strategies and digital sales.
Overall, given that covid lockdowns have coincided with many retailers cycling strong comparables from the
previous period and a likely reduction in consumers' disposable income, Citi sees downside risk emerging for
store-based retailers for July/August 2021 trading updates.
Citi has Neutral ratings on City Chic Collective ((CCX)), Accent Group, and Lovisa Holdings ((LOV)). Due to its
greater online exposure, strong sales and earnings growth prospects for the next two years, City Chic remains
the broker’s favoured small cap retailer with international exposure.
BNPL: EU regulations could impact Afterpay/Zip Co
UBS believes the recently proposed update to the European Union’s rules on consumer credit, which is
expected to provide greater clarity on exactly what consumers are signing up for, has broader implications for
Buy Now, Pay Later (BNPL) services.
Proposed EU regulations, which highlight potentially detrimental products due to the high costs they entail,
high fees in case of missed payments, plus myriad other concerns are consistent with the broker’s view that
regulation of BNPL will increase.
UBS notes the degree of regulation proposed at the early stage of the development of Afterpay’s ((APT)) and
Zip Co’s ((Z1P)) businesses in the EU is higher than that imposed in the A&NZ and US markets at an equivalent
stage.
As relatively early-stage payment disruptors, UBS reminds investors that both Afterpay and Zip Co are exposed
to numerous commercial, regulatory and technological risks. The broker suspects this regulation may impact
growth, with more onerous credit checks potentially reducing the sign up to new services.
While the interpretation of unsolicited sale of credit to consumers is unclear, UBS sees a risk this may impact
the ability of BNPL services to partner with merchants to actively grow their customer bases through
promotions.
As a case in point, the broker highlights that Afterpay unilaterally increases consumer credit limits over time
based on repayment behaviour. While the directive currently appears to ban this for credit cards and
overdrafts, UBS sees a risk that BNPLs may also be prohibited from doing so.
The broker has Sell ratings for both Afterpay ($42.00 price target) and Zip ($5.60 price target).
Oz dividends: Returns boost for investors
Due to sound capital management activities, Martin Currie Australia expects to see strong growth in the
dividend income from high-quality Australian companies.
The equity specialist believes high franking balances and high levels of cash companies are holding, on largely
under-geared balance sheets, plus over-provisioning for bad debt levels during covid bodes well for rising
earnings and dividends at the August 2021 results.
Equally encouraging, adds Martin Currie, are signs of greater optimism in the outlook statements and a restart
in capex spending. Based on its analysis of the strength of Australian corporates, Martin Currie expects to see a
flurry of on-market buybacks, off-market buybacks, special dividends, and rebound in dividend payout ratios.
The equity specialist is already witnessing heightened activity from companies such as Boral ((BLD)), which
started an on-market buyback scheme in April.
While off-market buybacks were scarce in 2020, Martin Currie expects banks to use this method in 2021 to
return their excess regulatory capital to investors, and suspects CommBank ((CBA)) could be the first to move.
Martin Currie also reminds investors that companies with strong earnings during and post-covid, including
consumer, non-bank financials and resources sectors may also have the capacity to pay one-off discretionary
dividends in addition to the half-yearly dividend schedule.
Given their low debt and substantial cash on their balance sheet, Martin Currie suspects Wesfarmers ((WES))
and JB Hi-Fi ((JBH)) could potentially return capital through either special dividends or an off-market buyback.
The equity specialist expects to see better payout ratios within construction and materials, with companies
like CSR ((CSR)), Fletcher Building ((FBU)) and Adbri ((ABC)) already increasing or reinstating dividends in
combination with special dividends or buy backs.
In addition to expected off-market buybacks, the lifting of APRA’s restriction of dividends - to less than 50% of
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statutory profits - should see banks return payout ratio levels to between 60 to 70%.
At the first half 2021 result banks stated their preference for using the surplus capital to reduce share count
rather than payout a special dividend. However, Credit Suisse also suspects second half FY21 could signal
heightened returns to shareholders.
Credit Suisse is forecasting $6bn of buybacks each for ANZ Bank ((ANZ)), National Australia Bank ((NAB)), and
Westpac ((WBC)) and $8bn for CommBank through on-market buybacks spread over two years.
The broker notes there is upside to its buyback forecasts if the banks utilise more of their surplus and/or
execute structured off-market buybacks, particularly for Westpac, which has the highest franking balance at
$3.5bn.
Due to Westpac’s large franking balance, Credit Suisse assumes the bank is able to distribute a larger amount
of capital and franked dividends to shareholders and could potentially buyback 12% of its shares.
Martin Currie Australia is part of Franklin Templeton.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Johns Lyng Grows In Catastrophe And Strata
Johns Lyng Group is consolidating its position in strata and building management while also embarking on a
large catastrophe-related work contract
-Strong increase in earnings from Bushfire Recovery contract win
-Growth from several acquisitions and cross-selling opportunities
-Significant opportunity in strata management for Johns Lyng Group
By Eva Brocklehurst
Integrated building services company Johns Lyng Group ((JLG)) has provided a snapshot of its next growth
phase, consolidating its position in strata and building management and obtaining a new contract with Bushfire
Recovery Victoria.
There is an expected $55.5m in catastrophe-related work which has been funded by both the Commonwealth
government and the Victorian government to clean up and ensure a safe environment on private properties
after the recent storms.

Canaccord Genuity is conservative in its estimates and assumes a 12-month period for work to be completed.
Additional work in public and common areas may also be forthcoming.
No material mobilisation costs are expected and operating earnings (EBITDA) margins are anticipated to be
consistent with existing and similar work at around 11.5-12.0% . Canaccord Genuity increases its estimates
for FY22 catastrophe revenues to $130.5m which results in EBITDA increasing to $15.2m from this segment.
FY23 estimates are also raised in line with what is expected to be the benefits from phase two of the related
work from Bushfire Recovery Victoria. The broker increases its target to $5.05 from $4.50 yet, based purely on
valuation, downgrades to Hold from Buy.
Bright & Duggan
Meanwhile, the company's Bright & Duggan business has expanded its management operations, acquiring three
businesses one of which, Change Strata Management, manages a portfolio of around 3000 lots across 75 strata
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schemes and has a 2.4% market share.
The other two are Structure Building Management and Shift Facilities Management, taking the company's
presence in the NSW strata market for management and servicing to 80,000 lots.
Change Strata will be a direct bolt-on while the latter two hold management contracts with 58 Sydney
buildings encompassing more than 7250 lots and will form part of a new entity called Bright & Duggan Facilities
Management. The vendor will have a 25% stake in the new entity. Consideration for the three is $8m, funded
through cash, debt and equity.
Bell Potter upgrades FY22 forecasts for earnings per share by 13.9% following the catastrophe-related contract
win and the anticipated contribution from the acquisitions, albeit the latter are not considered material to
group earnings.
The broker remains positive on the outlook as Johns Lyng has large amounts of work in hand, but based on
revised estimates considers the stock fully valued and retains a Hold rating with a $4.80 target.
Moelis considers the expansion of building management a significant positive step as the company will be able
to consolidate both strata management and building management.
These will provide growth on a stand-alone basis as well as a large cross-selling opportunities including repairs
and maintenance. Revenue is also annuity style and at a higher margin than the core business. Moelis upgrades
estimates for FY21 and FY22 by 2.2% and 16.3%, respectively.
There are several more potential catalysts, the broker assesses, including combustible cladding work in
both Victoria as well as other states along with further M&A across strata and building management. Moelis
retains a Buy rating with a $5.67 target.
The opportunity in strata management is a critical component of Goldman Sachs' view on the stock, reflecting
both an increase in market share and the ability to capture the cross-selling opportunities.
The broker suspects strata management could grow to be as large as the building services business, which
generates more than $300m per annum in revenue. Facilities management can also capture more share of
repairs and maintenance work. Goldman Sachs has a $5.00 target with a Buy rating.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On

54

www.fnarena.com

TREASURE CHEST

Treasure Chest: Has Nanosonics Been Too
Successful?
While some views on Nanosonics remain positive, recent research highlights the company may become a victim
of prior success
-Nanosonics is highly leveraged to new hardware installations
-Is the capex-sensitive healthcare sector conducive to hardware upgrades?
-Goldman Sachs finds it difficult to justify the current valuation
By Mark Woodruff
Recent times have been frustrating for the shareholders of infection control technology company Nanosonics
((NAN)), as the share price is currently marginally lower than two years ago and approaching the lows reached
at the height of pandemic concerns.
Since early 2020 there have been expectations for new product launches and a recovery in both capital and
consumables sales to justify high historical growth rates.
In looking at a price graph, investors with a charting bent may be sensing a value opportunity, as current levels
appear to provide support at around $5. But then, chartists sometimes eschew research, and the latest
offering from Goldman Sachs suggests caution may be warranted.

The biggest stumbling block is the company’s impressive past, according to Goldman Sachs, with compound
annual growth rates (CAGR) for sales of over 35% during FY15-20. This has resulted in a premium share price
valuation relative to the sector.
The broker cites a range of factors that makes it hard to rationalise such a valuation. This includes US
penetration rates approaching 70%, which make the remaining opportunity smaller and harder. Competition
also potentially threatens further capital sales and the sustainability of consumables revenue.
In addition, momentum from regulatory tailwinds is fading and geographical expansion opportunities are less
attractive than in the US. Finally, there’s the development pipeline, which has disappointed against
expectations.
On this latter point, the biggest risk to Goldman Sachs’ Sell rating is a material, successful product launch.
New hardware installations and flow-on effects
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New hardware installations and flow-on effects
The broker highlights the company is highly leveraged to both new hardware installations and the trend in
procedure volumes. It’s thought the most attractive component of the business model is the recurrent revenue
stream from the disposable cartridges necessarily/exclusively used in its trophon disinfection systems.
However, underlying demand conditions and capital expenditure levels across the US hospital channel became
far more challenging through the early phases of the pandemic. The broker now expects around 4,800
installations in FY20-21 versus 6,000 previously. This deficit in turn drives a material impairment to the
broker’s mid-term consumables and services sales growth profile.
While Nanosonics may be able to drive new unit sales through upgrades of existing systems (partly incentivised
by the removal of service contracts on legacy systems), this does not add to the net installed base, and hence
the recurrent consumables streams.
Prior to the pandemic, part of the company’s narrative was that hardware would be upgraded as the existing
installed base matured beyond its useful life. However, Goldman Sachs finds age alone is rarely sufficient to
drive material upgrade cycles in the more capex-sensitive healthcare sectors. Additionally, given developments
associated with covid-19, it’s believed this driver will be less of a focus through the mid-term.
Goldman Sachs, not one of the seven stockbrokers monitored daily on the FNArena database, yesterday
downgraded its rating for Nanosonics to Sell from Neutral and lowered its 12-month target price to $4.93 from
$5.50.
Bell Potter, also not one of the seven, is aligned with Goldman Sach's view and has a Sell rating with a $4.50
price target. The broker notes covid restrictions are impacting recruitment for clinical trials in the US, which
suggests delays for a new product. Additionally, the outlook for revenues in Europe are impacted by ongoing
government failures to contain the pandemic.
The company is covered by four of the seven stockbrokers monitored daily by FNArena. They hold quite
different views as to investment prospects.
Citi sets a Sell rating and $4.30 target price and is concerned the current share price implies an accelerated
launch in a significantly-sized market. Meanwhile, Ord Minnett maintains a Hold rating and $5.40 target.
By contrast, UBS is in the positive camp, expecting revenue and operating income to benefit from an expansion
of the installed base, and sets a target price of $7.00 with a Buy rating.
After the recent launch of a new digital platform, AuditPro, Morgans was enthusiastic about its potential,
though no changes were made to the broker’s existing forecasts. The Add rating was unchanged, with a target
price of $6.57.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Rudi's View: The Trend Is Still Our Friend
In this week's Weekly Insights:
-The Trend Is Still Our Friend
-Conviction Calls
-Research To Download
The Trend Is Still Our Friend
By Rudi Filapek-Vandyck, Editor FNArena
The ASX200 Accumulation Index, which combines share price appreciation with dividends paid, closed off FY21
with a total return of 27.80%.
It wasn't the best performance ever, also because back in 2007 the average dividend yield was higher, but
eleven months of the twelve posted a positive return and every market veteran will assure us: this had never
happened before.
Indeed, past data analysis conducted by Bell Potter's Richard Coppleson revealed the best index performances
in terms of number of positive monthly returns post 1993 had previously stopped at ten out of twelve. In the
past 28 years only FY07 managed to post a better result, delivering 28.66% in total for investors.
As is standard practice, that formidable index performance was achieved amidst continuous calls for "too much
investor exuberance", "excess liquidity and cheap money-inspired bubbles" and predictions the next Wile E
Coyote experience surely must be around the corner. It's only a matter of time!
I have steadfastly believed such criticism to be misguided. Firstly, because financial markets look ahead and
what they see is a sharp economic recovery, albeit not in a straight line, underpinned by supportive
governments and central banks. Most importantly, however, is that share prices have been supported by
strong, continuous upgrades to market forecasts.
For investors there is at least one valuable lesson to be learned from the experience of the twelve months
past: never bet against a market that is supported by continuous upgrades to profit (and dividend) forecasts. In
Finance, it's not necessarily the actual data point that is most important, but rather the direction of the trend.
And the trend in profit projections, both in Australia and elsewhere, has thus far remained positive for ten
successive months.
****
It goes without saying, forward economic projections and corporate profit forecasts are not the only factors
that guide equity markets. The past has shown equities can deliver a positive return even when profit
forecasts are negative, and vice versa, but when corporate outlooks are supported by ongoing positive
revisions, the share price usually responds to the upside, and remains well-supported.
What goes for individual shares equally applies to markets as a whole. Rising forecasts, even if they prove
misguided further-out, make present day share prices look cheaper. Thanks to the strength of this year's
upgrades, the local share market became less expensive even as the ASX200 added 12.90% since the start of
the new calendar year.
To prove my point, investors should consider that analysts have been lifting their FY21 profit projections by
between 15-20% on average for most markets. Very few indices have gained more than seems justified by those
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numbers. The S&P500 gained 14.9%. The average gain for developed markets has been 14.5%, when measured
in local currencies. Emerging Markets, on average, only advanced by 8.1%.
In Australia, the largest improvement in profit forecasts went to the energy and materials sectors, with
financials a lagging third. No surprise thus, the ASX20 has beaten all other indices in Australia over the past six
months with a gain of 16.13% ex-dividends. Equally noteworthy, on assessment of Morgan Stanley, the Small
Ordinaries is no longer trading at a discount to the ASX100.
The direct result of all of the above combined is that the average Price-Earnings (PE) ratio for the ASX200 has
fallen to 17.5x from 20x in January and late last year. It is true, markets can become cheaper even as they
rise to fresh record highs. The one sector that stands out in terms of valuations becoming cheaper and
cheaper, including on relative and historical comparisons, are resources companies; oil&gas, mining and mining
services.

On the one hand, this reflects the unraveling -temporarily or otherwise- of the so-called reflation trade since
mid-March as global bond yields are no longer rising. On the other hand, we should never underestimate the
impact of investor sentiment. Doubts have crept in and weighed upon share prices for your typical cyclicals as
investors worry about slowing growth in China, but equally whether 2022 might not be a straightforward
extension of the economic recovery this year.
In this context, it remains remarkable that the price of iron ore has continued its upside surprise thus far in
2021, but equally that most sector analysts remain convinced prices will reset at lower levels in the year(s)
ahead. Stockbroker Morgans issued a stern warning to investors recently: when prices start declining (not 'if'),
it'll be the direction in the (new) trend that counts for more than the actual data. Morgan Stanley has
suggested financial results and oversized dividends in August will mark the final Hurrah! for Australia's large
cap iron ore miners.
Such forecasts might still be proven wrong, but they are preventing shares for the likes of BHP Group ((BHP)),
Rio Tinto ((RIO)) and Fortescue Minerals ((FMG)) to reach full potential. FNArena's consensus targets are
currently $50.50, $135.50 and $22.35 respectively (only Fortescue is trading slightly higher) but if we were to
take guidance from the bulls in the market, Macquarie and Ord Minnett, these share prices could be 30% higher
next year.
****
Contrary to popular belief, the scepticism that surrounds the iron ore sector is widespread throughout the
Australian share market. One observation in support of that statement is the fact that stockbroker's valuations
and price targets are rising by less than the improvement in profit forecasts.
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The second observation is that few stocks are trading above consensus price target with the August reporting
season less than four weeks away. Analysts are positioning for a cracker of a season which should lead to
further rises in FY22 forecasts and higher targets.
Again, those prospects are not necessarily already reflected in today's share prices. As at Monday, 5th July
2021, a little over one quarter (111) of the 434 ASX-listed stocks actively covered by the seven stockbrokers
monitored daily by FNArena are trading above target. This means nearly three-quarters are still trading below
target.
When I limit my data analysis to the ASX100, the percentage of stocks trading above target rises to one-third.
If I concentrate on the ASX20, only four stocks are trading above target: CommBank, Wesfarmers, Fortescue
Metals and -only just- Transurban.
I think the conclusion is obvious: unless analysts' forecasts are completely out-of-whack with reality for the
year(s) ahead, this is not a share market valued to the absolute maximum. Far from.
****
Citi analysts, for one, don't think analysts' forecasts are unrealistic. If anything, their top-down analysis
indicates current EPS growth projections for FY22 in the US, and elsewhere, are still too low. It is their view
that further upgrades should be forthcoming, predominantly for the cyclicals (miners, energy, etc).
This then feeds into their expectations that the value trade -cyclicals and financials- will make a come-back in
the second half because share prices usually respond positively to improving forecasts. Current forecasts for
average EPS growth globally sit around 39% for FY21, with anticipated growth of 10% for FY22.
Citi's top-down analysis suggests FY22 global EPS growth should be closer to 20%, or 10% above where current
forecasts are.
Macquarie analysts are equally positive about EPS growth for Australian companies this year and next. On their
estimates, FY21 EPS growth is running at 27%, on average, followed by 12.3% next year. Resources companies
are expected to deliver 61% growth in FY21, but only 4.6% in FY22.
Macquarie too sees further potential for cyclicals.
Looking forward to the upcoming August reporting season, Macquarie reminds investors the February 2021
reporting season generated the highest upgrades to analysts' forecasts in two decades. While it appears that
global cyclical momentum is now past its peak, Macquarie thinks there is still plenty of momentum left to turn
August into another positive reporting season.
FNArena's own statistics on corporate results in Australia support the ongoing optimism. After the February
season generated the best statistics analysts had seen in decades, the minor reporting season since has equally
proved a positive experience. On FNArena's assessment, of the 49 companies that have reported financial
results post-February no less than 55% beat expectations while 24.5% missed. Target prices on average lifted by
3.72%.
While the latter two data points are not exceptionally good, they are positive nevertheless. But never in the
history of the FNArena Corporate Results Monitor has the percentage of "beats" come out this high. The highest
percentage thus far was 49% in between August last year and February, followed by 47% of beats in February.
Those statistics, and all results included, can be viewed on the website:
https://www.fnarena.com/index.php/reporting_season/
****
All of the above also suggests things are likely to become less straightforward into 2022, if not later this year.
In simple terms: earnings forecasts won't be rising forever. When they stop trending upwards, and possibly start
declining, they might just be the trigger that pulls down a share market that remains expensive on historical
metrics.
Citi analysts suggest that moment of reflection (if we can call it that) might well arrive before year-end, at
around the same time as when many an analyst expects the Federal Reserve to start talking tapering, if not
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talking about talking about possible future rate hikes.
Macquarie doesn't necessarily disagree, but makes the timing dependent on the pace of slowing for the global
economy over the months ahead. Irrespectively, Macquarie thinks while the upcoming August reporting season
should continue the positive momentum for local earnings forecasts, by February next year all the oomph
might have evaporated and the number of corporate disappointments might spike a lot higher.
It is not difficult to see why many an institutional portfolio has adopted a more cautious stance recently, or
why Quality stocks are making a come-back. If the expectations as expressed by Citi and Macquarie, among
others, prove correct the year ahead will gradually start differing from the year past, and risk will increasingly
reveal itself.
A more cautious investor will probably use the August reporting season to start making preparations for riskier
times ahead. Others should be aware that trying to squeeze the maximum out of momentum won't forever be
the risk-free trade it has been thus far.
In the short-term, it appears as yet too soon to genuinely worry about sell-downs and corrections. Though that
time may not necessarily be too far off either.
Conviction Calls
Strategists at stockbroker Morgans have called out retail and online stocks as looking "vulnerable" for the
second half of the running calendar year.
This call coincides with the view that banks & other financials, energy and select cyclicals remain poised to
outperform against a background of elevated, though transitory inflation.
Morgans' list of Best Ideas contains no less than 41 stocks, many of which have featured numerous times in
Weekly Insights over the months past. So let's zoom in on the latest adjustments, which have seen Spark
Infrastructure ((SKI)), TechnologyOne ((TNE)), ANZ Bank ((ANZ)), Sonic Healthcare ((SHL)), Reliance Worldwide
((RWC)), Tyro Payments ((TYR)) and Whitehaven Coal ((WHC)) all being added.
On the other end, Universal Store ((UNI)), Baby Bunting ((BBY)), Westpac ((WBC)), Aristocrat Leisure ((ALL)),
Zip Co ((Z1P)), Breville Group ((BRG)) and Jumbo Interactive ((JIN)) are no longer included.
****
Small cap specialists at JP Morgan ("emerging companies") have reiterated their Top Pick remains Tyro
Payments while least preferred, or bottom pick, remains Flight Centre ((FLT)).
Elsewhere, those responsible for the Australian Model Portfolio at JPMorgan got tired of waiting for when
exactly Newcrest Mining ((NCM)) would be ready to start delivering a positive contribution. They have thus
decided to replace Newcrest with Incitec Pivot ((IPL)).
JPMorgan is among those experts who believe the market has been wrong-footed by the Federal Reserve, but
in-house conviction remains intact the current lull in share prices for value stocks won't last. JPMorgan's model
portfolio retains a skew towards cyclicals with materials and banks the largest represented sectors.
Rhipe ((RHP)) has now been replaced with Tyro Payments. APA Group ((APA)) has been replaced with Origin
Energy ((ORG)). Nine Entertainment ((NEC)) has been added.
JPMorgan's year-end target for the S&P500 stands at 4400, alongside with the forecast for the yield on US
10-year Treasuries to end the year near 1.95%, with Fed tapering to be formally announced in December,
followed by two rate hikes in 2023. Oil is expected to break US$80/bbl, but industrial metals face headwinds
from a slowing China. Plus a more hawkish Fed should strengthen the USD.
****
Technology sector analysts at Credit Suisse have released their sector preferences in Australia. In order of
preference: Xero ((XRO)), Life360 ((360)), Audinate Group ((AD8)), Altium ((ALU)), Iress ((IRE)) and Infomedia
((IFM)).
The analysts have most concerns about Appen ((APX)), though they currently rate the stock Neutral.
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The analysts have most concerns about Appen ((APX)), though they currently rate the stock Neutral.
****
Wilsons' Focus List no longer includes Reliance Worldwide or Super Retail Group ((SUL)). Instead, Insurance
Australia Group ((IAG)) and Telstra ((TLS)) have been added.
The list further includes ANZ Bank, Aristocrat Leisure, Afterpay ((APT)), Aventus Retail ((AVN)), BHP Group
((BHP)), CSL ((CSL)), EML Payments ((EML)), Goodman Group ((GMG)), James Hardie ((JHX)), Macquarie Group
((MQG)), National Australia Bank ((NAB)), Northern Star Resources ((NST)), News Corp ((NWS)), OZ Minerals
((OZL)), ResMed ((RMD)), Santos ((STO)), Seven Group ((SVW)), Sydney Airport ((SYD)), Transurban Group
((TCL)), Telix Pharmaceuticals ((TLX)), Worley ((WOR)), and Xero.
Research To Download
RaaS on Betmakers Technology Group ((BET)):
https://www.fnarena.com/downloadfile.php?p=w&n=996DC612-AB6B-C636-AB87052F6571D273
RaaS on Future First Technologies ((FFT)):
https://www.fnarena.com/downloadfile.php?p=w&n=997993E8-9B50-DBA1-F5751954A2F7F058
RaaS on Nanovue ((NVU)):
https://www.fnarena.com/downloadfile.php?p=w&n=9980B41D-CFAB-DF87-A6A7616653312C98
(This story was written on Monday 5th July, 2021. It was published on the day in the form of an email to
paying subscribers, and again on Thursday as a story on the website).
(Do note that, in line with all my analyses, appearances and presentations, all of the above names and
calculations are provided for educational purposes only. Investors should always consult with their
licensed investment advisor first, before making any decisions. All views are mine and not by association
FNArena's – see disclaimer on the website.
In addition, since FNArena runs a Model Portfolio based upon my research on All-Weather Performers it is
more than likely that stocks mentioned are included in this Model Portfolio. For all questions about this:
info@fnarena.com or via the direct messaging system on the website).
****
BONUS PUBLICATIONS FOR FNARENA SUBSCRIBERS
Paid subscribers to FNArena (6 and 12 mnths) receive several bonus publications, at no extra cost, including:
– The AUD and the Australian Share Market (which stocks benefit from a weaker AUD, and which ones don't?)
– Make Risk Your Friend. Finding All-Weather Performers, January 2013 (The rationale behind investing in
stocks that perform irrespective of the overall investment climate)
– Make Risk Your Friend. Finding All-Weather Performers, December 2014 (The follow-up that accounts for an
ever changing world and updated stock selection)
– Change. Investing in a Low Growth World. eBook that sells through Amazon and other channels. Tackles the
main issues impacting on investment strategies today and the world of tomorrow.
– Who's Afraid Of The Big Bad Bear? eBook and Book (print) available through Amazon and other channels. Your
chance to relive 2016, and become a wiser investor along the way.
Subscriptions cost $440 (incl GST) for twelve months or $245 for six and can be purchased here (depending on
your status, a subscription to FNArena might be tax deductible):
https://www.fnarena.com/index.php/sign-up/
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TERMS AND CONDITIONS OF USE, AND DISCLAIMERS
These Terms and Conditions of Use, and Disclaimers constitutes your agreement with FNArena Ltd
with respect to your use of its FNArena website, its weekday news periodical, Australian Broker Call,
as well as any other publications (including articles) FNArena may publish on its website, or
anywhere else, from time to time.
Please read the contents of this page carefully as it contains important legal information and
disclaimers. By entering and perusing the website, reading the Australian Broker Call, or, if you are
subscriber, by entering the password protected part of the website, you acknowledge that you have
read, understood and accept this agreement.
By accepting this agreement you acknowledge, understand and accept the following:
1. Reference to “FN Arena” and “FNArena” means reference to FNArena Ltd, its journalists,
directors, other employees, affiliates, agents, associates and subsidiaries.
2. FNArena Ltd is the owner of the FN Arena website and brand name.
3. Reference to “we” or “us” is reference to FNArena.
4. Reference to “this website” or the “FNArena website” means reference to www.fnarena.com, and
includes reference to FNArena’s weekday news periodical, Australian Broker Call, as well as any
other publications (including articles) FNArena may publish on this website, or anywhere else, from
time to time.
5. Reference to “news periodicals” means reference to FNArena’s weekday periodical, Australian
Broker Call, as well as any other periodicals FNArena may publish from time to time on this website,
or anywhere else, from time to time.
6. Reference to “publications” in this agreement means any material, including articles, published or
put in print on the FNArena website, or anywhere else, whatsoever, and includes FNArena’s
weekday periodical, Australian Broker Call, and any other periodicals FNArena may publish from
time to time.
7. Reference to a “visitor” means, you, a visitor to this website, and includes a subscriber to
Australian Broker Call as well as any other publications or periodicals FNArena may, from time to
time, publish through its website.
8. FNArena is a media company which employs financial journalists to report financial news.
FNArena’s journalists perform the required research and collect the information that is, ultimately,
each day, published on this website and in FNArena’s news periodicals. As is obvious, the process by
which the information is collected and delivered to you is a purely journalistic one and, therefore,
the comments, opinions and recommendations FNArena reports on this website are not the
opinions of FNArena or any of its journalist or other employees. FNArena is ONLY and specifically a

matter‐of‐fact reporter of industry signals suggesting price direction probability of some shares.
FNArena simply delivers the information – it does not create it.
9. Although FNArena obtains the information published herein from sources deemed to be reliable,
and given and received in good faith, it cannot and does not guarantee its accuracy. FNArena does
not take any responsibility either for the financial soundness or for the correctness of statement
made or opinion expressed in the data or content reported by FNArena, and cannot and does not
guarantee the reliability and accuracy of the opinions of the brokers whose opinions,
recommendations and forecasts it reports.
10. FNArena publishes this website, all publications and its periodicals strictly for convenient
personal, non‐commercial, educational and informational purposes of its subscribers only. Our goal
is to provide the subscribers with a convenient starting point of potentially useful, but not
comprehensive, content that can educate or otherwise enhance a visitor’s knowledge base and
frame of reference.
11. FNArena is NOT a stock broker or financial or trading advisor, nor is it an advisory service of any
kind, and no advice or recommendations on investments or trading are made nor implied on this
website. Nothing contained in this website is intended to be, nor shall it be construed as, advice or
recommendation. Any investment or other decisions made by you must be based solely on your own
evaluation of the targeted subject for investment, and your financial circumstances and investment
objectives, and FNArena will not be held liable for any such investments and decisions.
12. It is distinctly understood and accepted that the shares referred to in the FNArena website,
FNArena’s publications and/or periodicals have not been recommended by FNArena. The content
and or any comments found of this website, including the content and/or comments published in
any publication and/or periodicals published by FNArena, do not constitute a recommendation or
endorsement by FNArena with respect to any company, security, share or investment or any
financial or investment product.
13. This website makes no representations, and, to the extent allowed by the law, specifically
disclaims all warranties, express, implied or statutory, regarding the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any material contained in the
website.
14. Before making an investment decision, you must do your own research and rely on your own
examination of the share, and the risk involved, and not on what you read on the FNArena website,
or in any publication or periodical. The content of this website is provided strictly for convenient
personal, non‐commercial educational and informational purposes only and FNArena shall not be
held liable for any investment decisions, sales or purchase decisions, which you may have made
based on what you have read on this website or in the periodicals published by FNArena from time
to time, or in any other publications FNArena may publish on its website, or anywhere else, from
time to time. Anyone who makes investment decisions based on what they read on this website
does so at their own risk, and agrees that they cannot hold FNArena responsible and/or liable for
any loss whatsoever.

15. It is your responsibility to evaluate the completeness, accuracy and usefulness of any content
made available on this website. If you are unsure, or in doubt about the meaning of any information,
you should consult your financial advisor.
16. FNArena does not guarantee any returns on investments made in any share mentioned on this
website by the visitors. As any investor well knows, any investment opportunity, strategy or concept
involves a degree of risk and investors should not invest any funds unless they can afford to take the
risk of losing their investment. FNArena strongly suggests that you consult your own financial
advisors regarding the soundness of any intended investments, strategies or concepts, and discuss
with such advisor your individual investment needs and goals. You may also wish to consult the
broker who expressed the opinion we have reported on in the news periodicals we publish.
17. FNArena shall not be held liable to any visitor of the FN Arena website, or any reader of its
periodicals and/or publications, or anyone else who may have relied on this website, directly or
indirectly, for any inaccuracies in the printed material found on the FN Arena website, in the
periodicals and/or other publications, any typing errors, omissions, interruptions, timeliness,
completeness, deletions, defects, failure of performance, computer virus, communication line
failures, alterations of, or use of any content herein, regardless of cause, for any loss or damage
resulting therefrom.
18. Under no circumstances, including, but not limited to negligence, shall FNArena be liable for any
direct, indirect, incidental, special or consequential damages that result from the use of, or the
inability to use, the FNArena website, and any or the FNArena’s publications and/or periodicals.
19. As a condition of use of the FNArena Website, FNArena’s publications and periodicals, you agree
to indemnify FNArena and all those affiliated with it from and against any and all liabilities, expenses
(including legal costs) and damages arising out of claims resulting from your use of the FNArena
website, FNArena’s publications and periodicals. If you are uncertain about this agreement or the
contents of the FNArena’s website, or are dissatisfied in any shape or from, with the content of the
FNArena website, or any of the publications or periodicals, or you do not agree with these terms and
conditions, your sole and exclusive remedy is to discontinue using the FNArena website, FNArena’s
publications and periodicals.
20. FNArena may, from time to time, publish advice, opinions and statements of various third
parties, other than the ten stock brokers, and various other information and content providers.
FNArena does not represent or endorse the accuracy or reliability of any advice, opinion, statement
or other information provided by these third parties. Reliance upon any such opinion, advice,
statement, or other information is at your own risk.
21. The FNArena website may contain links and pointers to websites maintained by third parties.
FNArena does not operate or control in any respect any information, products or services on such
third‐party websites. Third party links are included solely for the convenience of visitors, and do not
constitute any endorsement by FNArena of any products or services provided by the third party link
owners or operators. FNArena has no control over any websites that we might link to and does not

take responsibility for their quality, content or suitability.
22. FNArena is not responsible for claims made by advertisers on the FN Arena website or in any of
its periodicals. Such advertisements are included solely for the convenience of visitors, and do not
constitute any endorsement by FNArena of any products or services advertised. FNArena does not
check the accuracy of the statements made by the advertisers. You assume sole responsibility for
the access and use of third party links and pointers from the FN Arena website, as well as any
purchases you may make from those third parties (including advertisers).
23. All the content, information and material made available on this website are provided to you “as
is” and without warranty of any kind from FNArena whether express or implied, including, but not
limited to, implied warranties of merchantability and fitness for a particular purpose, title, non‐
infringement, security or accuracy, nor does FNArena endorse or take any responsibility for the
accuracy or reliability of any opinion, advise or statement made through the FN Arena website, its
periodicals, or for making good all or part of any loss and/or damage that may have been caused by
the visitor’s reliance on any information, advise, product or service obtained from a linked website.
24. FNArena is not liable for any copyright infringements incurred by any outside content or
information contributors, or by third parties who have links to this website, or advertise on this
website.
25. FNArena reserves the right to make any and all changes to the FN Arena website, including the
publications and periodicals, at its sole discretion without notice to you. FNArena reserves the right
to deny access to this website or its information to anyone at any time.
26. This agreement shall be deemed to include all other notices, policies, disclaimers, and other
terms contained in the FNArena website, provided, however, that in the event of a conflict between
such other terms and the terms of this agreement, the terms of this agreement shall prevail.
27. FNArena shall have the right, at its discretion, to change, modify, add or remove terms of this
agreement at any time. Changes shall be effective immediately. Notification of any such changes
shall be made herein, therefore, you are strongly advised to read these terms each time you wish to
access the FN Arena website or any periodical.
28. No permission is granted to copy, distribute, modify, post or frame any text, graphics, video,
audio, software code, or viewer interface design or logos. The entire FNArena website, including the
publications and periodicals, is subject to copyright with all rights
reserved. The information contained in the website, including the publications and periodicals, shall
not be published, rewritten for broadcast or publication or redistributed in any medium, or for any
other reason whatsoever, without prior written permission from FNArena.
29. All original content is the copyrighted property of FNArena.
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