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INTERNATIONAL

Investment Strategies For A Global Recovery
As the global economy swings from the recovery phase to expansion there are important policy and market
implications for investors
-2021 is set to be the strongest year for global growth since 2007
-Australian sector and stock preferences
-Are we set for a commodities super cycle?
By Mark Woodruff
Commentary in US financial markets has transitioned from recovery to expansion. The recovery has been
enabled by the size of the monetary and fiscal stimulus to date and the relative lack of structural damage.
Additionally, unemployment has reversed quickly, bankruptcies have been contained and banks have excess
capital in many cases. Sentiment is also being assisted by the commitment of the US Federal Reserve to not
raise rates until inflation is above 2%.
As usual financial markets are forward looking and towards the end of 2021 there is additional upside risk from
the Biden Administration's plans for a reported US$3 trillion infrastructure and education package. In addition,
corporate profit growth that is not expected to peak until 2022 and a successful vaccine rollout builds on the
momentum.
However, the shift toward expansion investors now has investors grappling with inflation expectations and
speculation around the timing of any tightening of monetary policy, which has resulted in recent volatility on
bond markets.
On equity markets the style pendulum swings between growth and value while discussions around a commodity
super cycle gather pace. Differentials in recovery phases and interest rates across geographies are also
impacting currency movements which play a part in equity allocation decisions between developed and
emerging markets.
While the global economy is back to pre-covid-19 levels, the recovery has been uneven. Asia is leading the way
and China’s industrial activity has recorded strong growth so far in 2021, but a sustained recovery in Europe
remains elusive.
With all these variables and more it is timely for investors to review how portfolio managers worldwide are
adjusting their exposures. However, let’s first review the macroeconomic outlook.
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Global growth and interest rates
Strategists at ANZ Bank forecast 2021 is set to be the strongest year for global growth since 2007. Those
economies within the bank’s coverage which didn’t return to pre-covid-19 levels of activity last year are
considered likely to do so this year.
Because consumption is on such a strong footing, ANZ believes growth is more sustainable than the post-GFC
growth spurts proved to be. Household debt servicing in a range of economies including the US, Australia and
New Zealand is at the most advantageous levels in decades.
Rather than bankruptcies rising sharply during the crisis, in many economies they have actually fallen. While
unemployment rose sharply in 2020, it has declined unusually quickly in many economies, with
under-employment also declining in some cases. As a result, banks have generally not finished this crisis with
an overhang of non-performing loans which might normally crimp lending appetite and encourage caution.
The bank notes the inflation dynamic out of the covid-19 crisis is quite different to that emerging from the
GFC twelve years ago. This is already being indicated by the US bond market which is pricing five year inflation
to average 2.3%, which is ahead of the Fed’s stated 2% hurdle.
The money market strategists at the ANZ feel inflation seems to be something of a given. Base effects, supply
chain constraints, shipping tightness, and strong commodity prices suggest most economies will report
meaningfully higher inflation this year. However, for inflationary pressures to persist beyond calendar 2021
(the bank’s expectation), labour markets will need to continue to tighten at a meaningful pace.
The Fed’s stated intention is to be late in tightening interest rates. If the Fed is later in tightening than
normal, then presumably once it starts to hike, it will need to move more quickly than normal, outlines ANZ.
Other central banks, most notably the RBA, have adopted a similar ‘later’ stance.
According to Citi strategists the global macro environment is reflationary and they have revised global growth
forecasts higher and suggest risk assists should be bought on weakness. They have a bias toward equities and
commodities over credit and government bonds.
The preference for equities overall is due to the combination of strong global economic data momentum, loose
monetary policy and high cash balances. This is a judgement call that rising rates will not undermine equities
at a time of strong growth momentum.
Also, while QE is ongoing, dips in equities are shallow and should generally be bought. This next dips could be
linked to tax selling in April or broader tax hikes in the US.
Citi also invokes history by noting the 2013 tapering sell-off did not lead to major pull-backs in developed
market equity risk. And that was a time when the Fed was more hawkish and growth momentum was weaker
than it is in early 2021.
Within equities, the investment bank leans toward the US (materially higher fiscal stimulus) and Japan over
Europe and emerging markets (EM).
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Taking the counter view on growth, Oxford Economics feels the level of global GDP is unlikely to return to its
pre-crisis path and therefore the path for stock market earnings will be lower. Also, yields are likely to remain
low in the medium term despite mounting public debt levels. Finally, disinflationary forces are expected to
remain strong in the recovery, and inflation will continue to behave in a weakly pro-cyclical manner.
The leader in global forecasting argues that while inflation has the potential to ruin 2021 for investors in both
advanced economies (AE) and EMs, they see no signs of lasting pressures that might turn a temporary spike into
a lasting overshoot. Meanwhile, current concerns may yet give way to further risks of deflation as policy
stimulus is withdrawn.
The US economy and stockmarket
Morgan Stanley continues to believe the consequence of the extraordinary actions taken by major governments
and central banks to alleviate the impact of lockdowns and social distancing will see the return of inflation and
ultimately a gradual increase in long term interest rates.
However, the investment bank now also expects that this surge in fiscal and monetary stimulus will bring
forward growth and possibly shorten the current economic cycle, though it is important to note the current
economic cycle still has years ahead.
The bank has confidence in higher equity markets over the next twleve months, supported by the Democrats'
plans for an infrastructure and education package, upside from a successful vaccine rollout and corporate
profit growth.
Morgan Stanley remains overweight equities, credit and commodities and underweight in bonds and cash
and continues to rotate out of relatively over-valued early-cycle assets and move towards more attractive
mid-cycle investments.
In the US, mid-cycle investments are regarded as automotive manufacturing, retailing, consumer durables,
consumer apparel and capital goods.
Morgan Stanley has adopted an even-weight exposure to the US to reflect the rotation away from relatively
more expensive growth/technology stocks, which represent the largest weights in the S&P500 Index
Despite underwhelming February inflation numbers, Citi doesn’t doubt that near term inflationary pressures
are prevalent. Input costs for manufacturers have risen with commodity prices on strong demand and supply
chain disruptions. The recent Fed Beige Book and National Federation of Independent Business (NFIB) surveys
have signaled that businesses are struggling to hire dis-incentivised workers, which suggests stronger wage
growth on the horizon.
ANZ agrees and expects both core and headline US inflation are set to pick up notably in coming months. This is
due to a number of factors including a sizeable jump in food and energy prices and fiscal stimulus bolstering
household spending power. Additionally, there will be some pass-through of higher input prices as
manufacturers face supply bottlenecks amid stronger-than-expected demand for durable goods.
Importantly, the analysts don't see any of these factors being persistent and expects these inflationary
pressures to slowly dissipate over time. The expectation is for headline inflation to average 2.5% year-on-year
in 2021 and ease to 2% in 2022. Inflation is unlikely to be a problem, at least in a sustained way until maximum
employment is reached, which is not anticipated prior to the end of 2022.
Meanwhile ANZ has doubled its US GDP forecast for 2021 to 6% from the 3% estimate of late last year, which
would be the fastest pace of annual growth since 1984. It’s anticipated the level of GDP will surpass its
pre-pandemic high of quarter four 2020 in quarter two of 2021.
The outlook has improved since the start of the year when the Democrats secured Senate seats in Georgia, to
secure control of the Upper House, making passage of certain bills more likely. The other positive has been the
faster-than-expected distribution of vaccines.
However, not all assessments for US equity markets are positive. According to Oxford Economics, valuations
are so lofty the analysts find it hard to be positive in either the short term or the next five years.
Investors are told to expect long-term rotations in favour of non-technology and non-US assets as markets
could be on the verge of a multi-year trend of US equity underperformance and a bear market in the US dollar.
They believe the bull’s argument for the US based on low real rates is testing its limits, particularly given
valuation gaps.
Oxford Economics sees the reversal of two trends that could potentially start a convergence of the
extreme valuation gap between the US and the rest of the world.
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Firstly share buybacks (via negative equity dilution) have boosted US EPS growth relative to other markets over
the past decade. However, the amount of shares repurchased has collapsed this year as the boost from tax
reform has faded. Buybacks will likely remain muted over the next few years as corporate sector looks to
rebuild cash buffers and repair balance sheets. There’s also a risk the Democrats could introduce legislation
that limits the attractiveness of buying back shares.
Additionally, until now, rising technology industry concentration has provided US companies with greater
pricing power. This could now be changing with the growing emphasis on antitrust enforcement in the US,
particularly in the context of a Democrat-led government.
When Citi analyses metrics pertaining to the S&P500, it seems quite obvious US stocks are trading fairly
expensively. While not as outlandish as during the tech boom in 1999-2000, there are parts of the growth space
that seem excessive at 10-30 times revenues, despite their attractive long-term futures.
The investment bank calculates that 54% of the S&P500’s value is now attributable to profit growth. The large
proportion in and of itself is not extreme given an expected strong recovery, boosted by stimulus dollars and
large savings. However, after an 80% rebound in equity prices since the lows of March 2020, it is fair to suggest
that much of the good news is getting priced in and the upside potential becomes more limited from here.
Citi believes fiscal stimulus supports its longstanding view of opportunities in the travel, leisure and hospitality
sectors, especially as vaccines allow people to get out more over the next few months.
From a style perspective, growth stocks could get a bid later this year and the small caps’ joy ride is likely
nearing its end, particularly given buoyant investor sentiment that often mean forthcoming risk-off
consequences.
In concluding comments, Citi's strategists worry that too many investors are excited about GDP growth north of
6%, without fully understanding what is being discounted in share prices, especially when sentiment analysis
shows euphoric mindsets.
The macro strategy team at Macquarie sees the current rise in yields as a “light” version of the 2013 “taper
tantrum”. In 2013, real yields increased 180 basis points (bps), compared to only 45bps so far this year. The
team notes the increase in real yields had little impact on the S&P500 in 2013, with the index rising around
30%.So rather than being a headwind, increasing yields are often accompanied by a rise in equities.
However, falling valuations are considered a greater risk in 2021 than in 2013 as there are now higher-starting
PEs, and there is a negative correlation between real yields and valuations. The rise in real yields is likely to
continue to drive the rotation to stocks that benefit from higher yields such as value and financials.
The Australian Economy
ANZ Bank expects GDP in Australia to rise 4.2% through 2021 and 2.7% through 2022. With population growth
much lower than usual, these growth rates are much stronger than trend. On a per capital basis the forecast is
for GDP growth at 3.6% in 2021 and 1.8% in 2022, well above the average of 0.9% recorded in the five years to
2019.
Over the next year or so the bank sees a range of strong tailwinds that will drive economic growth. Monetary
policy is set to remain extremely accommodative, with the RBA planning to keep the cash rate at 0.1% until at
least 2024. Fiscal policy will be winding back, but measures put in place to support housing and investment will
support growth in 2021 and early 2022.
In addition, global growth should be particularly supportive, with massive fiscal stimulus in the US driving
strong growth there and supporting a robust global recovery. This should also help underpin elevated
commodity prices.
Consumer spending has bounced back well as restrictions lift and sentiment improves, and households have a
large buffer of savings. Strongly rising house prices will also support consumers this year, according to the
strategists at ANZ.
Housing prices are being supported by low mortgage rates and the prospect of this continuing for an extended
period. Meanwhile, housing construction is rebounding sharply supported by the federal HomeBuilder scheme,
other government support and low interest rates. Finally, business investment has already turned higher, and
the bank expects a solid recovery through 2021.
Given the bank’s view on the wages outlook, inflation is not expected to lift above 2% until 2023 at the
earliest. Australia needs the unemployment rate to be in the 3’s for an extended period for wages growth to
lift enough to push actual inflation sustainably into the 2 to 3% range that the RBA is monitoring.
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Australian Sharemarket
Despite having successfully navigated the pandemic so far, the Australian share market continues to lag global
peers particularly the US, due to a lack of exposure to growth. By mid-March the Australian market had yet to
fully recover to the February 2020 peak and remained -4.4% below that peak, compared with global markets
which in aggregate were 17.5% higher.
This underperformance is driven by the structural differences between the US and Australian markets.
Australia has an absence of growth stocks to the same degree as the US, with the S&P500 being comprised of
26% of technology stocks and 13% of health care stocks. Instead, our market capitalisation is largely made up of
resources and banks.
Recent actions taken by the RBA to buy government bonds to bring down long-term interest rates are a strong
indication monetary policy will remain accommodative. For this reason T. Rowe Price has doubts around the
ability of interest rates to derail the recovery.
The global investment management firm has tilted portfolio positioning towards more domestic exposures to
reflect a stronger economic performance of the Australian economy. They also expect growth stocks to
continue to do well should there be a contained yield environment. To fund these portfolio changes profit was
taken on defensive growth names and exposure to offshore earners was somewhat reduced.
Australian sector and stock preferences
At a sector level in Australia, Citi is positive on resources, building materials and retail. In resources, the
analysts expect elevated commodity prices, strong cash flow, and high dividends to continue. The
fundamentals in Chinese steel production are also expected to remain supportive while the supply of iron ore
continues to be constrained.
The majority of resource sector outperformance has been driven by earnings and Citi believes there is
potential for further outperformance. As a result the investment bank remains optimistic about fundamentals
supporting BHP Group ((BHP)), RIO Tinto ((RIO)) and Fortescue Metals Group ((FMG)).
Whilst the banks have always paid a steady portion of the dividends in the market, the most significant growth
has come from resources, particularly the three above-mentioned stocks. Dividends in the sector have grown
from a modest $8.4bn in FY16 to a staggering $57bn in FY21. They comprised 56% of FY21 total market
dividends (up from 14% in FY16) and Citi's resource analysts expect this level of dividend to be sustained into
FY22.
The building materials and retailing (both staples and discretionary) sectors have shown solid earnings growth
relative to FY20 levels. Both sectors have also underperformed the market of late, despite upgrades to
earnings, points out Citi.
A resurgent housing cycle should generate building and renovation activity. Positive impacts from greater
housing churn activity should spill over to retailers such as Harvey Norman ((HVN)), Nick Scali ((NCK)) and
Bunnings, which is owned by Wesfarmers ((WES)). Structural change in household spending should mean
permanently higher levels of retail spending.
Wilsons believes the combination of rising long-term rates, rising inflation expectations and a steepening yield
curve suggests the market will seek out cyclicals and other reflation beneficiaries.
Wilsons screens for equities with strong value, momentum metrics and a bias towards conventional inflation
beneficiaries. The resulting shortlist includes Adairs ((ADH)), Champion Iron ((CIA)), Nick Scali, SkyCity
Entertainment ((SKC)), Super Retail Group ((SUL)), Pact Group ((PGH)) and Ooh!Media ((OML)).
Wilsons also predicts sizeable returns for many services-based businesses as the ‘service reopening’ thematic
will likely gather momentum across the second half of 2021 and into 2022 as global lockdown restrictions are
eased. Consumer behaviour change will simply be the directing of spend from the household to a local holiday
within Australia until overseas travel becomes viable in early 2022.
The private wealth management firm likes Sydney Airport ((SYD)) in order to gain exposure to services-based
spending as recent February traffic numbers showed the second-best month for domestic traffic volumes since
covid-19 hit. Whilst profitability is heavily exposed to international travel, a lower valuation versus
pre-covid-19 suggests a much larger ‘margin of safety’, which should better protect investors if the reopening
was delayed. Additionally, Aristocrat Leisure ((ALL)) is favoured as it will benefit from the economic reopening
via traditional land-based gaming machine sales.
On the flipside, goods consumption growth is expected to soften and potentially will go negative, as services
spending accelerates. Preferred goods exposures are to Reliance Worldwide ((RWC)) and Super Retail Group.
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Both companies are likely to see another round of earnings upgrades driven by buoyant activity levels relative
to expectations, which are not considered to be captured in the share price.
Wilsons have elected not to play travel companies like Flight Centre ((FLT)), Corporate Travel Management
((CTD)), Qantas ((QAN)) and Webjet ((WEB)) as valuations look to have more than captured the potential
improvement in activity. Also, there remains a high degree of uncertainty as to when international travel can
resume.
Other service-based companies Atlas Arteria ((ALX)) and SkyCity Entertainment also interest Wilsons on the
“service reopening” thematic. Both have depressed earnings and valuations in-line or below pre-covid levels.
In-line with the move towards more attractive mid-cycle investments for US equities, Morgan Stanley believes
housing-linked sectors should benefit from expansionary fiscal stimulus. This sector view is supportive of
positions in Goodman Group ((GMG)), REA Group ((REA)), Stockland ((SGP)), Super Retail and Wesfarmers.
Other more mid-cycle investments favoured by Morgan Stanley are the major banks and the resources sector in
general with a preference towards industrial and base metal exposures. The order of preference for banks is
Westpac Bank ((WBC)), ANZ Bank ((ANZ)), National Australia Bank ((NAB)) and Commonwealth Bank ((CBA)).
Rcommended resources exposure includes BHP, Oil search ((OSH)), OZ Minerals ((OZL)), RIO Tinto and Sandfire
Resources ((SFR)).
Rate Sensitive Stocks
Macquarie also expects higher bond yields, with the rise driven more by real yields, and has performed a
review of their effect upon ASX valuations, leaving out the resources sectors.
From a starting point for which the ASX200 price earnings (PE) ratio is already high, the broker calculates a
very strong negative correlation with a rise in yield. That is a rise in yields will negatively impact shares. This
correlation becomes even stronger if only industrial shares are considered.
On a sector basis, the negative effects of a rise in real yields are the greatest for staples, healthcare,
discretionary retail, technology, and media. However, based on current PE levels, the potential contraction in
PE’s looks greatest for technology and media, explains Macquarie.
ASX100 stocks with the most negative correlations to real bond yields are forecast to be Goodman Group, ASX
((ASX)), ResMed ((RMD)), Woolworths ((WOW)), Wesfarmers, CSL ((CSL)), Altium ((ALU)), REA Group, IDP
Education ((IEL)), Qube Holdings ((QUB)), Charter Hall Group ((CHC)), Coles ((COL)), Cochlear ((COH)), Fisher
& Paykel Healthcare ((FPH)) and Seek ((SEK)).
With the expectation of rising bond yields, Macquarie has also increased exposure to financials including
Westpac, ANZ, Janus Henderson ((JHG)) and Computershare ((CPU)). In the investment bank’s view, the
current retracement in reopening trades (eg lower oil and lower yields) is a response to a third wave in Europe
and negative vaccine news. Nonetheless, this is seen as a buying opportunity in reflation trades and a bias
towards value should be maintained.
Bond yields aside, Macquarie also recently updated its strategy portfolio to boost exposure to insurance via
Suncorp Group ((SUN)), QBE Insurance Group ((QBE)) and Insurance Australia Group ((IAG)).
Energy sector exposures were also increased via Woodside Petroleum ((WPL)), Ampol ((ALD)), Worley ((WOR)),
Origin Energy ((ORG)), BHP and Seven Group Holdings ((SVW)).
Finally, stocks that benefit from the travel boom were added including Qantas, Sydney Airport, Flight Centre
and Crown Resorts ((CWN)) for when borders reopen.
Europe
A multi-year recovery in the global trade cycle should boost the more open markets in Europe. Oxford
Economics expects a robust recovery in world trade next year, which will be positive for old-economy
cyclicals. The expectation of continued US dollar weakness supports this view, as it is typically reflationary for
global trade.
However, ANZ Bank has revised down its euro area GDP forecast for 2021 to 4% from 5%, to reflect the slow
start to the European Union’s (EU) vaccination program. Quarter two is expected to be a period of transition
toward a second half recovery as social conditions normalise and the stimulatory effects of the EU’s Recovery
Fund will emerge.
The bank’s analysis shows that the presence of a very large output gap and a relatively slow recovery to
pre-pandemic levels of GDP will combine with structural traits to deliver a subdued inflation outlook in the
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medium term.
Asian Economies
It is advanced economies that would seem to be at greater risk of any eventual taper tantrum than Asian
economies, according to ANZ Bank. Somewhat unusually, Asia is likely to lead monetary tightening this cycle.
China began restricting liquidity in 2020. Being at the forefront of hiking rates is quite different from the
post-GFC experience for Asia.
The bank expects interest rate hikes in 2022 for South Korea, Indonesia, Malaysia, the Philippine, and
Thailand. Along with improved current account dynamics, this is likely to give the region substantial resilience
against the Fed’s eventual shift towards tightening, even if it is some time away.
Japan appears to hold widespread appeal for portfolio managers at present. T. Rowe Price maintains its
exposure given the country is highly levered to global trade, which is expected to improve as global economies
re-emerge over the coming months. Leading economic indicators are finally breaking through the expansion
levels.
Domestic Japanese stocks are a global reflation play, with positive correlations to PMIs and bond yields, while
solid earnings reports are confirming the global recovery. The Bank of Japan is expected to maintain its
accommodative stance despite minor changes forecast in March.
In recent quarters exports and production have been substantive drivers of growth. Exports of
automobile-related goods and IT have been notably strong. Exports of capital goods are increasing in
synchronicity with stronger global industrial activity, particularly out of China, notes ANZ.
Morgan Stanley is similarly upbeat and recently added a hedged Japanese equities allocation to model
portfolios, while strategists at Oxford Economics agree and believe that for those investors willing to take on
risk in developed markets, both the UK and Japan appear to be the place to allocate additional funds, due to
attractive entry levels.
Emerging Markets
T. Rowe Price likes emerging markets for exposure to cyclical areas of the economy that should benefit from
broad global recovery. Current tailwinds include the Chinese economy remaining strong, US dollar weakness
and attractive equity valuations relative to developed markets.
Negative factors include the potential for fading stimulus in China going forward, limited ability to enact fiscal
stimulus (excluding China) and vaccine supply and distribution infrastructure that are well behind developed
markets.
Citi feels that the current enthusiasm for emerging markets could face some challenges if the US dollar
appreciates as they forecast. There are also concerns over China, including the recent National People’s
Congress guidance to relatively low GDP growth of above 6% in 2021. With financial stability a key concern,
contracting growth in money supply is likely to keep growth stable, but less supportive of outperformance
from here.
In addition, fiscal consolidation will be larger than expected, as China’s micro, small and medium enterprises
(MSME) will face a double-whammy impact on their cost side. Firstly, a resumption of social security
contribution and secondly rising borrowing costs, which in turn may slow job creation and wage growth this
year. This is not good news for a consumption rebound.
Finally, as China is the largest weighting in emerging markets and peak Chinese stimulus is behind us, the
investment bank has reduced the EM Asia equity allocation to neutral.
While Citi sees Central and Eastern Europe, Middle East and Africa (CEEMEA) and the Latin American region
(LatAm) suffering from a rising US dollar, equities have failed to retrace back to pre-covid-19 levels as yet.
This combined with their relative weakness on containment means that there is a greater opportunity for them
to benefit from global reopening and vaccine deployment. LatAm and CEEMEA have been strongly lagging on
the vaccine front, but will likely catch up in the second quarter.
ANZ, on the other hand, has a more robust view on China and believes the economy has already returned to its
potential level of GDP, with the forecast for 2021 at 8.8%.
China’s industrial activity is undeniably strong with exports in the first two months of 2021 rising 60%
year-on-year compared with a -17.2% fall in 2020. Consumer appetite is solid and online spending, express
deliveries, box office revenues and local tours received a strong boost during the Lunar New Year holiday.
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Commodity super cycle?
Commodity markets have climbed to their highest level since 2018 on hopes for a rebound in demand as the
global economy reopens and travel resumes later this year.
A super-cycle is defined as an extended period of strong demand for a wide array of commodities, leading to a
surge in prices. This will then end with a collapse in demand and a decline in prices. Such cycles tend to
roughly coincide with periods of rapid industrialisation in the global economy.
As noted in the opening paragraphs, the world recovery has been uneven across different regions. However,
with governments doubling down on support for their economies with ongoing fiscal and monetary measures,
the spectre of synchronised global growth is not far away, according to ANZ.
This has emboldened investors to become increasingly bullish on the commodity sector outlook. Fund flows
into commodity EFTs have been strong and money managers’ net positioning in the futures market in copper,
oil, and corn have surpassed levels seen during the last bull run in 2010-11.
However, the ANZ is exercising restraint in forecasting a super cycle despite many factors in favour including
the strong outlook for commodities amid ongoing stimulus measures and supply constraints. Also, the current
rally has all the hallmarks of a commodity super-cycle, including unexpectedly strong demand and an ongoing
supportive macroeconomic backdrop including a weaker US dollar.
Many of these short to medium term drivers remain tenuous, according to ANZ. China has already indicated it
will ease stimulus measures later this year and the government is also cautious on the property sector, with
new lending requirements likely to moderate growth in investment.
Infrastructure investment in China may also lag and as a consequence ANZ sees growth in steel demand
moderating in the coming years. This is likely to weigh on the prices of steel making raw materials, such as
iron ore and coking coal.
Climate change policies are also expected to weigh on demand in certain sectors. Growth acceleration in the
electric vehicle (EV) industry has the potential to weigh on gasoline and diesel fuel in coming years. With
gasoline and distillate making up around half of all crude oil consumption, these developments could have a
sizeable impact on demand. Finally, supply-side issues in the oil market are also expected to ease.
On the other hand, T. Rowe Price feels a new commodity super-cycle could be emerging with cyclical and
secular trends finally in commodities favour, particularly among industrial metals. The worldwide push for
cleaner, greener energy may keep upward pressure on commodities such as copper, platinum, and lithium for
years to come, as many have limited supply.
Citi agrees with T. Rowe Price and is calling for a base metals super-cycle and a bullish stance on oil, though
this is on a more cyclical basis. After collapsing in 2020 amid the pandemic-driven shock, oil prices have
reached recent highs as demand has gradually recovered and supply has not kept pace. This is partially due to
supply cut agreements from OPEC.
Apart from the favourable demand-supply backdrop, Citi points out good hedges for an inflationary
environment are few and far between. Commodities could therefore benefit form a virtuous cycle, whereby
inflation fears lead to investment inflows into commodity markets, which can then raise inflation fears even
further.
Gold prices have climbed over 40% since 2018, and Wells Fargo believes that more gains lie ahead. Prices have
pushed higher on the back of trends including low global real interest rates, excessive money printing and a
weak US dollar. These trends remain largely intact and Wells Fargo remains a gold bull with a 2021 target
range of US$2,100-2,200/oz. Another important tailwind for gold in 2021 and beyond is dwindling supply growth.
Gold and other precious metals may act as a volatility hedge to portfolios diversifying away from low
fixed-income yields, and agricultural commodity prices may continue to climb on rising demand.
Bonds and credit
Wells Fargo believes the near 40-year bull market in bond prices is winding down. Interest rates are
expected to rise modestly and then remain near historical lows, likely negating the opportunity for significant
capital gains in fixed income.
In today’s low-yield environment, income investors should consider allocations to high-yielding fixed-income
classes, including corporate bonds and emerging market bonds.
On that point, Citi has upgraded US high yield to Neutral from Underweight as history suggests high yield
spreads follow a similar path to equities in the current economic environment. Equity valuations enjoy a
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‘Goldilocks’ environment when inflation is a ‘little positive’, as at the moment. When there is deflation the
situation is not-so-great and when inflation is greater than 4% a painful de-rating process ensues.
Oxford Economics’ view on weak inflatio, leads to a paring back of an Underweight position in government
bonds. While the view remains for higher US bond yields over the medium term, technically the sell-off in the
ten-year bonds looks stretched.
Currencies
Citi’s foreign exchange team thinks the US dollar may be bottoming with some plausible strengthening as the
economy reopens and bond yields increase.
Against a challenging backdrop of lockdowns and vaccine shortages the European Central Bank (ECB) is
stepping up bond purchases in the second quarter to prevent rising sovereign bond yields from getting too far
ahead of the business cycle. ANZ Bank believes this will reinforce the negative term structure of interest rates
and provide a headwind for the euro, which the ECB will embrace given the persistent undershoot in inflation.
For the Australian dollar, ANZ maintains a year-end target of US82c and expects the currency to outperform
most G10 peers as the global recovery matures. As the flag-bearer for global reflation, the combination of risk
appetite and confidence in global growth is expected to be supportive.
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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Spotlight Falls On Financial Platform Earnings
ANZ Bank is probably looking for a significant reduction in the rate paid to financial platform providers, which
is likely to have a significant impact on earnings
-New terms with Netwealth not yet agreed, significant reduction in deposit rates likely
-Upside exists if the Reserve Bank increases the cash rate
-Both Netwealth and Hub24 should still deliver substantial growth
By Eva Brocklehurst
As many in the market suspected, with the Reserve Bank flagging an official cash rate that could remain static
at very low levels for a couple of years, margins earned by financial platform providers such as Netwealth
((NWL)) and Hub24 ((HUB)) could be squeezed.
ANZ Bank ((ANZ)) has raised the issue in the minds of investors by providing a 12-month notice period to
terminate the current pool of cash deposit arrangements with Netwealth. Any re-pricing is likely to have a
material impact on earnings as cash margins drop straight into EBITDA (operating earnings) for
both Netwealth and Hub24.
The move was not unexpected, Morgans asserts, although no new terms have been agreed, which infers ANZ is
looking for a change in the rate provided. Netwealth remains in negotiation with ANZ as well as other banks.

ANZ is the primary banker to the sector, providing similar arrangements to most specialist platforms. Morgans
calculates retail term deposit rates are a fair proxy for the current rates the major banks will be looking to
provide the platforms and, based on term deposit rates, ANZ is likely looking for a significant reduction.
As Goldman Sachs notes, both platforms have delivered strong growth in funds under management and
administration (FUMA) in recent years and typically cash has represented around 5-10% of this over time.
Both pay interest to customers that leave cash on the platform and generate this interest via passing cash
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through to a bank as a deposit. The current agreement provides Netwealth with 95 basis points over the cash
rate on deposits.
Goldman Sachs points out domestic banks can raise retail term deposits at around 30 basis points above the
cash rate and 3-5-year wholesale funding at around 50 basis points. Hence, the Netwealth contract was
becoming relatively expensive.
Citi had expected ANZ would lower the rate offered to both providers, given the low cash rate environment.
With Netwealth and ANZ not yet agreeing on a new ratethe main uncertainty centres on what cash margin
Netwealth will ultimately end up with.
Assumptions
Citi, having already assumed a -25 basis points compression in cash margins, increases this to -40 basis points
for Netwealth and -30 basis points for Hub24 and now expects both companies will earn around 65 basis points
on platform cash balances.
Upside exists if the RBA increases the cash rate. Industry consolidation should also result in more rational
pricing. Competition from new entrants remains a risk, although Citi notes new operators typically take time
to gain traction.
Goldman Sachs moves to an assumed cash rate plus 50 basis points for both and estimates for earnings per
share (EPS) are downgraded for FY21-23 by -0-15% for Netwealth and -1-10% for Hub24. The broker anticipates
the agreement with Hub24 should insulate earnings for a little longer as it is contracted to the end of the first
half of FY23 (December 2022).
While its downgrades are not insignificant, the broker emphasises the growth profile of both platforms remains
strong. Hence, the market is likely to return its focus to the medium-term outlook for growth in FUMA and
margin optimisation, both of which remain encouraging.
Morgans factors in a -30 basis points reduction in the deposit rate for both Netwealth and Hub24. The broker
calculates, all else being equal, every 10 basis points move away from its assumption affects FY23 estimates
for EPS by 4% for Netwealth and 5% for Hub24.
Value
Citi believes downside risk is limited for both stocks and a reduction in cash margins to more sustainable levels
will actually remove one of the key bear points hovering over the sector. The broker has upgraded Netwealth
to Buy and maintains a Buy rating on Hub24, expecting solid earnings growth will continue as market share
increases.
Netwealth has less execution risk, in the broker's opinion, as Hub24 has to integrate recent acquisitions, yet
the latter has higher earnings leverage. Morgans retains an Add rating on Hub24 but a Hold rating on
Netwealth because it is trading close to fair value.
The broker expects both companies will continue to gain significant market share and deliver ongoing
long-term growth. Ultimately, both can also absorb the impact of a rate reduction and still deliver substantial
growth.
JPMorgan, not one of the seven stockbrokers monitored daily on the FNArena database, is more bearish,
retaining Underweight on Netwealth with an $11.80 target and downgrading Hub24 to Underweight, with an
$18.30 target, assessing both are exposed to re-pricing risk. Goldman Sachs, also not one of the seven, retains
a Buy rating on Hub24 and Neutral rating on Netwealth with targets of $24.58 and $15.18, respectively.
The database has three Buy ratings and two Hold for Hub24. The consensus target is $25.37, suggesting 19.6%
upside to the last share price. The consensus target for Netwealth is $16.01, suggesting 17.7% upside to the
last share price. There is one Buy rating (Citi) and four Hold.
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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Sunny Outlook For Select Harvests
Despite the NSW floods almond harvest volumes at Select Harvests are unchanged, although softer prices have
driven a reduction in earnings forecasts
-Exchange rates detracting from a firming almond price
-Positive outlook for almond prices beyond FY21
-Attractive outlook for production growth
By Eva Brocklehurst
Almond pricing over 2021 has been softer for Select Harvests ((SHV)), which has driven a reduction in broker
earnings forecasts. Despite disruptions in NSW, the company's outlook for harvest volumes is unchanged.
Wilsons was encouraged by the trading update, as the impact from floods across NSW is modest and production
costs are broadly consistent with expectations. The NSW orchards account for around 21% of total harvest area
along with a lower share of production.
Select Harvests has confirmed 50% of its crop has been harvested, with favourable conditions across South
Australia and Victoria. Despite the rain in NSW, the harvest of the more sensitive nonpareil variety had been
achieved.

Crop volume forecasts of more than 27,700t are confirmed and more than 10% of the delivered crop has been
processed. While the company has guided to flat costs for growing and processing, harvest costs will ultimately
depend on the degree of drying required from the rain-affected portion of the crop.
Orders for 20% of the forecast crop are currently sitting at $6.60/kg compared with $6.70/kg in February and
the company, Citi suspects, is no longer anticipating a firming in prices for the current season. Exchange rates
are also detracting from a firming almond price, with 70% of the crop now hedged at US$0.73 having previously
been 50% hedged at US$0.72.
13

As a result, the broker reduces FY21 average almond price forecasts to $6.30/kg, noting higher-grade nuts are
typically sold earlier. Yet Wilsons assumes almond prices improve around 9% from current levels for FY21.
In Bell Potter's view, pricing, crop size and costs imply FY21 operating earnings (EBITDA) of $14-28m and a net
loss in FY21 of -$700,000. Considering the current conditions, the broker downgrades net profit estimates by
-21% for FY22 and -2% for FY23.
As the almond pricing cycle is at a historically low level, Bell Potter reduces the discount rate to 8.0% from
9.5%, effectively countering the material downgrades to estimates, which lifts the target to $6.00 from $5.70.
A Hold rating is maintained as the broker does not envisage a compelling value proposition at current levels.
Citi remains constructive regarding almond prices beyond FY21 and has a Buy rating with a $6.50 target. The
broker continues to believe the stock is attractive at this point in the almond price cycle and net profit
should grow at 40% compound out to FY23.
This will be driven by a rebound in almond prices on lower Californian supply and the acquisition of the
high-yielding Piangil orchard as well as a normalisation of water costs. The industry expects a small US crop
this year and initial 2021 US crop prices are up, with the potential to move higher dependent on any carryover
in volume from 2020.
Wilsons remains attracted to the earnings upside associated with further production growth at Select Harvests
and a full recovery in the almond price, although warns the timing and trajectory of a recovery is likely to
influence the share price from here on. The broker continues to assess the risk/reward is biased to the upside
and retains an Overweight rating with a $6.67 target.
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

14

www.fnarena.com

AUSTRALIA

AGL's Plans For Separation
AGL Energy has decided on a parting of ways and will separate its business into two. As always, the devil will
be in the detail
-No guidance update, weak electricity pricing outlook
-Offtake agreements between the two critical to value
-How can PrimeCo be self-sustaining?
By Eva Brocklehurst
As it looks to the future and mulls what to do with outdated coal-fired generation, AGL Energy ((AGL)) has
decided a separation will be best for all concerned. Management has signalled the split will be internal at first
until key details are worked out.
AGL will divide its business into retail, working title NewAGL, and generation, PrimeCo, and finalise the
structures during FY22.
There is little financial information regarding the capital structure, offtake (a contract is expected to be
struck between the two entities) and final asset allocations, which make it difficult to assess just how
investors will greet the decision.

Macquarie suggests AGL is tapping into the growing need for "green", as being a coal-fired generator it is
becoming compromised. Separation ensures there are strong ESG (environmental, social & governance)
credentials for NewAGL.
PrimeCo will have the bulk of the business and the polluting element and its influence on the structural
changes in energy markets could be stronger as an independent entity, in the broker's view, promoting a fairer
outcome for the orderly closure of thermal coal-fired assets across the National Electricity Market.
Yet Ord Minnett considers it unlikely the retail business (NewAGL) will take significant wholesale price risk by
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signing long-term power purchase agreements with PrimeCo, and so PrimeCo cannot be structured as an
infrastructure asset - with higher gearing and distributions.
So this would leave the latter exposed to spot pricing. Furthermore, the exposure to coal, leverage to
wholesale prices and weak spot prices currently makes it difficult for the broker to envisage how PrimeCo can
attract investors as a stand-alone entity. Given the challenges, Ord Minnett downgrades to Hold from
Accumulate.
Morgans notes AGL did not update earnings guidance at the announcement and conditions remain weak. The
draft default market offer prices for eastern states other than Victoria are softer for FY22 and futures prices
are well below levels of FY19.
The broker had anticipated that if AGL wanted to split its assets it would need to tie the two businesses
through an offtake agreement and this is considered critical to determining the value of each entity.
Nevertheless, the broker believes the strategy makes sense, although the devil will be in the detail as to how
much PrimeCo will lean on NewAGL before it can be self-sustaining.
Downside risks are envisaged by Goldman Sachs, with increasing capital intensity for NewAGL as well as cost
duplication and declining vertical integration. Corporate appeal may increase for NewAGL while the reverse
could occur for PrimeCo, which has potential to be considered critical infrastructure that
limits foreign ownership options.
Meanwhile, AGL has also bought a 51% stake in Ovo Energy, with an agreement to use its proprietary
cloud-based technology platform called Kaluza in Australia. Macquarie notes this is similar to the Origin Energy
((ORG)) investment in Octopus/Kraken. It is unclear whether any licence fees are involved.
NewAGL
Over time, Morgan Stanley expects NewAGL will develop into a carbon-neutral integrated generator/retailer,
although agrees the main uncertainty lies with initial offtake agreements. The broker anticipates stable
margins and reasonable debt capacity and considers the new entity will be attractive with re-rating potential.
The carbon footprint will drop dramatically for NewAGL as the only emissions will come from peaking
generation. Macquarie points out this should immediately expand the investor interest as AGL was considered
un-investable in some segments because of the coal portfolio.
Moreover, the shift to firming from just earning baseload generation means the new company is no longer as
sensitive to the forward curve. Carbon price risk becomes immaterial. In addition, unplanned outages to the
gas fleet will be lower as these are relatively new and more reliable. Profitability will stem from selling
variable volume at fixed price and buying variable priced volume.
Earnings growth will come from corporates that explicitly target 100% renewables as well as Victorian and
Queensland policies of 50% renewables. Assuming NSW finally gets going, Macquarie calculates the market will
need to replace 46TWh of energy from coal generation in the next nine years.
The broker also points out the structural changes will require NewAGL at least to maintain an
investment-grade credit rating. To this end, asset sales of $400m have been announced including Newcastle gas
storage and Silver Springs, ensuring debt levels will remain flat in FY21.
Yet Crib Point LNG import terminal plans have been rejected by the Victorian government, which Goldman
Sachs suggests will probably require AGL to re-position its gas strategy. AGL has estimated total committed
expenditure to date is $130m.
Morgans asserts that at current futures prices, NewAGL will need to effectively transfer value to PrimeCo by
underwriting its offtake for a period. Still, the broker concedes it possible NewAGL may re-rate higher, given a
number of low-carbon listed electricity retailers in New Zealand trade on much higher earnings multiples,
although there are major differences between the two markets.
PrimeCo
So, what's in the deal for PrimeCo which, as Macquarie points out, will now have the largest carbon footprint in
Australia from its coal-fired asset base? The broker answers this by noting the same problems shareholders
found with the current AGL Energy will be no worse with the new entity.
Index funds will remain key investors as long as the business stays in the ASX100. Customers will include large
retailers such as AGL, aluminium smelters and some very large industrial users.
The business is also likely to benefit from the bulk of cost savings, as lower minimum operating levels and
potentially idling of generation should lead to lower costs. A growth path is less obvious, although AGL has
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emphasised the latent value in existing sites where batteries and additional gas capability can be added.
Morgan Stanley notes this could be one of the main benefits of the new structure going forward, yet the
business will have rising reliability costs over time, re-contracting pressures and around $1.4bn in rehabilitation
costs.
It may be able to negotiate risk-sharing contracts for closure, based on the precedent set by Yallourn for 2028.
Morgan Stanley suspects investors will value PrimeCo using discounted cash flows, carbon price scenarios, debt
amortisation and near-term un-franked dividends.
If AGL is successful in its separation, moreover, the broker anticipates further thermal generator carve-outs
will occur in the industry, but highlights the challenges of limited debt and equity appetite.
Based on current modelling, Ord Minnett estimates PrimeCo will generate earnings (EBIT) of $352m in FY21,
falling to $183m in FY22 and $100m in FY23 and assumes 60% of current valuation will come from new NewAGL
and the remainder from PrimeCo.
Goldman Sachs, not one of seven stockbrokers monitored daily on the FNArena database, envisages increased
uncertainty for investors and continued downside risk to earnings into FY22, retaining a Neutral rating and
lowering the target to $10.45.
There are three Hold ratings and three Sell on the database. The consensus target is $10.11, signalling 5.7%
upside to the last share price. Targets range from $9.28 (Morgan Stanley) to $11.00 (Ord Minnett). The
dividend yield on FY21 and FY22 forecasts is 8.7% and 6.8%, respectively.
See also, How Can AGL Energy Broaden Its Appeal? On March 22, 2021.
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Material Matters: Bulks, Gold And Lithium
A glance through the latest expert views and predictions about commodities: bulks; gold; and lithium
-Strong momentum in major miners likely, even if iron ore eases
-Gold prices expected to strengthen longer term as inflation builds
-Recovery in lithium gaining momentum
By Eva Brocklehurst
Major commodity stocks are down -18% on average from their respective 52-week highs and JPMorgan envisages
downside is now priced in. Importantly, reflation dynamics and a strong global recovery should underpin miners
and the broker remains Overweight on the sector.
Moreover, JPMorgan suspects major mining stocks could perform despite headline commodity weakness, even
though their correlation to iron ore remains high. Numerous episodes are cited where stock performance has
diverged from the trajectory of the material.

Bulks
Macquarie incorporates stronger demand and upgrades iron ore, manganese and thermal coal forecasts for
2021 by 18%, 22% and 17%, respectively. This has transformed the earnings outlook resulting in upgrades for
South32 ((S32)), Jupiter Mines ((JMS)) and Mount Gibson Iron ((MGX)) to Outperform.
The broker also highlights the outlook for both aluminium and silver have transformed the cash flow prospects
of South32, and this stock is now trading at a free cash flow yield of around 10%, although lacks the near-term
earnings upside of the iron ore producers.
In iron ore, a buoyant pricing environment provides strong upgrade momentum although there is minimal
upside now to the broker's FY21 forecasts under a spot price scenario.
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For FY22 a spot price scenario generates 84% higher earnings for Rio Tinto ((RIO)) and Fortescue Metals
((FMG)) and 55% higher for BHP Group ((BHP)) on the broker's numbers. Macquarie reiterates Outperform
ratings on all three.
In the mid-cap bulk miners the broker prefers Mineral Resources ((MIN)) and Champion Iron ((CIA)), as both
have upside risk at spot prices and are planning to double iron ore production. Mineral Resources also has
exposure to lithium, as Kemerton is expected to start production in the next year.
Yet Morgan Stanley expects downside to forward iron ore prices, highlighting the asymmetric impact of China's
steel production cuts. The broker believes China's environment-related curtailments could tighten the steel
market, expecting production there to decline -0.3-2.3% in 2021, instead of another year of growth.
This will tighten the seaborne market significantly and require higher steel prices before producers outside of
China lift production. In turn, Morgan Stanley anticipates headwinds for iron ore and forecasts a price of
US$160/t in the second quarter and significantly lower at US$100/t in the fourth quarter of 2021.
With iron ore coming off a high the price of other steel making ingredients such as metallurgical (coking) coal
remains relatively low. Morgan Stanley notes seaborne metallurgical coal is much more exposed to the market
outside of China than iron ore.
A rebound in steel production ex-China should therefore push the price up from the current lows caused by
China's import ban on Australian coal. The broker forecasts an Australian hard coking coal price of US$140/t in
the fourth quarter.
In coal, the change to Macquarie's earnings outlook is mixed. A better outlook for thermal coal has driven
material upgrades to estimates for Whitehaven Coal ((WHC)) and New Hope Corp ((NHC)).
In contrast, a weaker outlook for metallurgical coal prices drives a -61% reduction to the broker's 2021 earnings
for Coronado Global Resources ((CRN)) while modest upgrades to 2022-25 estimates reflect a strong boost in
thermal coal prices.
Macquarie also likes the sulphate of potash developers within its bulk commodities coverage, and in this
regard Mineral Resources is the preferred pick. Furthermore, Salt Lake Potash ((SO4)) and Kalium Lakes
((KLL)) are fast approaching first production and there is material upside.
Gold
Credit Suisse has reduced its 2021 gold price forecasts to US$1,900/oz and 2022 to US$2,100/oz. A reduction in
risk aversion has led to a drop in gold price expectations, although long-term structural support still exists.
Hence, Credit Suisse expects short-term gold prices could remain under pressure, amid expectations the US
Federal Reserve will raise nominal rates before 2023. The US Treasury yield curve has steepened considerably
in recent weeks despite the Fed's commentary signalling near-zero rates through to 2023.
Yet rates appear destined to be below money supply growth, given government fiscal deficits, which in turn
will fuel inflation and boost demand for assets such as gold, in the broker's view.
The Fed anticipates 2021-23 inflation rates of around 2.0-2.2% and as a result Credit Suisse expects gold prices
will strengthen as inflation builds, while bond rates are capped through Fed intervention.
The main risk is if the Fed suddenly becomes hawkish and actually raises rates. In the gold sector, Credit Suisse
considers the most compelling value opportunity is Northern Star Resources ((NST)) which offers 27% upside to
its base case valuation. In the middle of the sector Regis Resources ((RRL)) and St Barbara ((SBM)) offer the
most attractive value.
Macquarie continues to prefer Evolution Mining ((EVN)) and Northern Star, as both offer superior production
growth. Evolution Mining also has strong copper exposure, providing some insulation in a weak gold price
environment.
The broker reduces earnings forecasts for the gold sector to reflect a stronger outlook for the Australian dollar
and Capricorn Metals ((CMM)) is upgraded to Neutral following recent share price weakness while other
recommendations are unchanged.
Morgan Stanley expects downside for gold and silver into 2022 and no longer anticipates a weaker US dollar,
agreeing the risk is if real yields move higher into 2022 with potential upside to the US dollar as the US
recovery outpaces other markets.
The broker suggests rising bond yields and a rebound in the US economy are putting pressure on the gold price
along with strong equity markets and envisages ongoing support for gold in the US$1700-1750/oz range but also
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a likelihood it will drift lower over the rest of 2021.
Morgan Stanley expects silver could outperform relative to gold but there is ongoing risk to the downside over
the rest of 2021 as a recent failure to break higher signals the gold price, real yields and the US dollar are
dragging on silver.
Lithium
JPMorgan assesses a recovery in lithium demand and price is gaining momentum. As the market tightens,
sourcing lithium is being prioritised over grades. The broker envisages opportunities in the sector now that
stock prices have pulled back.
The view is reinforced by the increasing importance of strategic supply and the carbon footprint of production
for the electric vehicle industry. Moreover, JPMorgan suggests this has ramifications for all producers of EV
raw materials such as lithium, copper, nickel, cobalt and graphite.
The broker's preference in the sector is IGO Ltd ((IGO)) while Galaxy Resources ((GXY)) and Orocobre ((ORE))
are upgraded to Overweight. Assessment of the former now includes James Bay and more battery grade at Sal
de Vida.
JPMorgan is Neutral on Mineral Resources, ahead of developments on its iron ore projects, and Underweight on
Pilbara Minerals ((PLS)), as its valuation appears stretched.
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Material Matters: Oil, Base Metals And Softs
A glance through the latest expert views and predictions about commodities: oil; base metals; softs; and carbon
-Upbeat outlook for energy stocks as demand accelerates
-Strengthening economies drive demand for base metals
-Yet significant rise in Indonesian production dents nickel outlook
-Grain supply/demand dynamics improving
By Eva Brocklehurst
Oil
Macquarie increases forecasts for Brent oil by 20% for 2021 and 7% for 2022, anticipating it will peak at
US$72/bbl in the third quarter of 2021. In doing so, Oil Search ((OSH)) is upgraded to Neutral as the
risk/reward is considered more balanced.
Given a dislocated oil market during the pandemic made it difficult to finalise transactions, the broker expects
it will now be easier with higher oil prices in 2021 and this will help both Oil Search and Woodside Petroleum
((WPL)) sell down stakes in Alaska and Senegal, respectively.
Macquarie now prefers Woodside Petroleum and Beach Energy ((BPT)) in the large cap energy stocks and
Karoon Energy ((KAR)) and Senex Energy ((SXY)) in the smaller stocks.
Morgan Stanley is upbeat about energy stocks, too, envisaging demand growth will substantially outperform
supply in crude markets and US natural gas, anticipating the oil market will be structurally undersupplied
throughout 2021.

Inventory is likely to normalise by mid year and spare capacity go back to 2019 levels by the end of the year.
Oil demand in non-OECD countries has largely recovered while weakness in global demand is concentrated in
the OECD, where vaccination programs for coronavirus are most extensive.
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the OECD, where vaccination programs for coronavirus are most extensive.
The broker cites Israel, which is leading the charge in vaccinating its population, noting there is only a lag of
short duration between rolling out vaccinations and mobility statistics improving. This should bode well for the
recovery in global oil demand.
Nevertheless, the broker expects limitations to the rally in oil prices and Brent could overshoot US$70/bbl in
the third quarter of 2021 when inventory drawdown accelerates.
Longer-term, Morgan Stanley believes the global LNG market is entering a multi-year “up cycle” while still
expecting an oversupplied LNG market during northern summer. The market should then improve in 2022 and
shift to a shortfall by 2023.
Base Metals
A V-shaped economic recovery, rising inflation expectations and weakness in the US dollar are providing upside
across the metals segment, although Morgan Stanley suspects much of the upside has been realised.
The main tailwinds are strong GDP growth and inflation. In base metals, while the broker envisages some
potential for fresh strength throughout the second quarter of 2021, downside is likely for year-end in copper,
nickel, zinc and lead.
Morgan Stanley notes the aluminium market has tightened dramatically on a combination of short term and
structural factors. China's move to decarbonise is putting pressure on its domestic smelter costs and output,
pushing prices in Shanghai higher and opening up the arbitrage to draw in metal from elsewhere.
There is still supply growth for aluminium in 2021, so the broker expects some short-term risks to the downside
but favours aluminium among the base metals.
Macquarie notes, since 2000, the contribution to annual copper demand growth outside of China has averaged
a decline of -0.4% compared with China's average demand growth of 10.5%.
While China remains the largest single contributor to the increase in copper demand to 2025, the broker
assesses the rest of the world is starting to pull its weight. The strong growth outlook is expected to be funded
from cash flow and a solid dividend stream maintained.
Macquarie reiterates OZ Minerals ((OZL)) as its preferred play in base metals as the stock offers an impressive
growth profile and greatest leverage to stronger gold prices from the base metals sector. Electrification and
the energy transition represent a material shift for the demand drivers of copper and hereby lies significant
upside for Sandfire Resources ((SFR)) as well.
While Sandfire offers the greater leverage to copper, the broker acknowledges it comes with higher
development risk. In FY21, Western Areas ((WSA)) and Mincor Resources ((MCR)) have downside risk in a spot
nickel scenario. Macquarie reduces nickel prices across its forecast horizon by -2-8%, the one negative aspect
of its revamped base metals outlook.
The broker points out reality has confronted the nickel market, given the significant rise in production in
Indonesia. Prices have corrected sharply on news that Tsingshan, the world's largest producer, intends to raise
2023 capacity to 1.1mtpa.
The broker's preference for pure nickel exposure is Nickel Mines ((NIC)) as it is expected to double production
over the next three years, yet 2022 estimates are cut by -7%. Developments at Mincor and Panoramic
Resources ((PAN)) offer the potential for some positive catalysts over the short term.
Macquarie believes Chalice Gold Mines ((CHN)) offers a unique exposure to future palladium and platinum
production through its Julimar discovery and, although exploration is at an early stage and a maiden resource
for the deposit is not expected until later this year, confirmation of economic mineralisation presents material
upside to the base case.
Softs
Morgan Stanley envisages improving supply-demand dynamics for grains over the short term because of higher
feed consumption. Longer term the risk is to the downside.
The broker prefers sugar over grains, envisaging a small short-term surplus amid a large rise in anticipated
output from Brazil and India. Upside stems from longer-term maturities that are at levels where Brazilian
producers will prioritise ethanol, risking shortages elsewhere.
Carbon
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Morgan Stanley assesses fair value is most likely to be the incentive price for climate change technologies such
as green hydrogen and carbon capture & storage. This is consistent with its 2030 carbon price forecast of
EUR90/t, even if initially new technologies are more expensive and need subsidies as support.
Less supply and rising demand will likely drive prices higher and the broker envisages upside risk above
EUR50/t for carbon allowances by mid 2021 followed by some softening in the second half before momentum
resumes in 2022.
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ESG Focus: Materiality Matters - Part 3
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/
Materiality And The Green Theme
In Parts 1 and 2 of this series, we examined First Sentier’s approach to materiality, focusing on the “S” in ESG,
but this article focuses on green materiality – last but definitely not least.
- Beware the great global greenwash
- Biodiversity shaping up as key area of focus
- Climate disclosure right here and now
- The EU taxonomy is almost upon us
- Materiality in utilities, infrastructure and electrification
By Sarah Mills
Climate change and environmental themes are in the spotlight, and 2021 is being billed as the year of
renewable energy and electrification.
Trillions of dollars will move over the next few years into these sectors – one of the largest funds transfers in
market history.
This transfer began seriously several years ago and will accelerate, causing volatility in nearly every market
sector, but particularly fossil fuels, as funds are transfused from old industries into new ones.
The European Union has earmarked E$1trn to the sector in its green deal; Biden has pledged US$5trn in his
Build Back Better campaign (and his stimulus bills have just passed the Senate); Britain has announced a net
zero target; and China has committed to net zero by 2060.
BetaShares CEO Alex Vynokur recently estimated that the additional investment required to achieve a global
zero carbon-emissions economy by 2050 will be US$1trn-US$2trn a year in the decades to come.
Blackrock CEO Larry Fink recently advised that the climate transition presented a “historic investment
opportunity”, describing it as “tectonic shift”; and that we were witnessing the beginning a long but rapidly
accelerating shift.
All companies will be caught up in the transition and reorganising companies’ energy and water useage, supply
chains, human capital and environmental impacts will come at a cost.
Those with the deepest pockets and most sustainable, circular strategies (which is likely to include some level
of innovation) are pegged to be those with the best chance of surviving the next two decades.
Sharp-nosed sustainability innovators with access to big capital are also expected to succeed.
Companies in industries targeted for disruption are the most vulnerable.
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Beware the great global greenwash
Institutions, financiers and advisers all around the world are jostling for pole position in the stimulus stakes;
and the arena is expected to attract more than its fair share of shysters.
For investors, determining materiality will be crucial.
Green-washing is already commonplace, and investors everywhere are working hard to isolate the most
material issues to long-term sustainability.
Or as Fink describes it: “the sustainability premium”.
Wrong decisions could prove costly. Many corporations will fail. The most sustainable (or fittest) will survive.
Legal suits are already on the rise for institutions accused of green-washing, and this is shaping up as a
significant risk for investors.
German giant DekaBank was recently sued over a misleading fund impact calculator and that is just a warning
shot across the industry bow.
A recent landslide European Parliament vote warns of stronger corporate liability rules on human rights and
environmental issues.
Legal precedents are being established but most governments prefer to use the carrot rather than the stick and
are working hard at building transparency and accountability around the issuance of green stimulus.
In this article, we check out these materiality benchmarks and frameworks, and the growing emphasis on
judicious portfolio allocation as a way of boosting returns.
Recognising a delay in the arrival of reporting frameworks, we examine the available issues and metrics, such
as the UN Sustainable Development Goals (SDGs) that First Sentier believes can prove a guide to environmental
materiality.
Linking social and green materiality
Before continuing, just a quick reminder that green sustainability is about more than environmental issues.
In Parts 1 and 2 of this series (links below), we examined First Sentier’s approach to dealing with materiality in
emerging economy supply chains, and the growing institutional focus on mental health, gender and modern
slavery.
These social materiality issues will be very important for those investing in manufacturing industries and
technologies supporting the green transition and other SDG goals.
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This social filter may also prove a useful first-stage green-washing filter.
For example, founders of the ESG Olympics, Friends Provident Foundation; Joffe Trust and Blagrave Trust
found that many ESG proposals from asset managers failed on social aspects in particular.
Responsible Investor also notes that some sustainability goals come at zero cost, so one assumes that any
company that isn’t implementing them is probably not trying hard enough – another green-washing filter.
For example, on the environmental front, adoption of renewable energy sources and moving from paper to
digital should reduce costs and improve efficiency within the short to medium term, and encourage energy
providers to improve energy supply.
Areas of portfolio focus
It’s early days yet and the transition offers something of a smorgasbord for investors in terms of ESG metrics.
First Sentier suggests that isolating areas of focus can help investors simplify decision-making.
Another filter is to isolate the key threats to corporate sustainability during the transition, and apply these to
investment decisions.
First Sentier is choosing specific United Nations Sustainable Development Goals (SDGs) as areas of focus among other options; and then targets specific indicators that it believes it can both influence and obtain an
outcome.
Biodiversity – one of the belles of the ball
On the environmental front, First Sentier has chosen biodiversity (which is considered to be mutually
dependent with climate change) as one area of focus.
First Sentier’s approach to biodiversity at the moment is to map risks across its portfolios to identify
companies that are most exposed to biodiversity-related risks; and many other institutions are doing the same.
Biodiversity is shaping up as a major ESG priority and is being considered one of the defining filters for a
company’s “Social Licence to Operate”.
Chief Sustainability Officer & Global Head Sustainability Strategy, Advisory and Finance, Credit Suisse, Marisa
Drew, notes that nature is critical to the global economy and is valued at US$125trn; and that biodiversity is
critical to maintaining that value.
“An estimated investment of up to US$967bn is required each year if the decline in biodiversity is to be
reversed by 2030,” says Drew, in the Unearthing investor action on biodiversity report; an excellent
collaboration with Responsible Investor for those seeking more information on the topic.
“On the surface, this figure seems large, but it pales in comparison to global subsidies for high carbon-emitting
activities that contribute to the biodiversity losses in the first place."
Drew’s statement is one of the first clear indications of a large impending switch from fossil fuel subsidies to
sustainability initiatives.
The fossil fuel industry is one of the most heavily subsidised industries in the world and fossil fuel investors are
likely to be keeping an eye peeled to the final decision of the post-2020 global biodiversity framework at the
UN Biodiversity Conference COP 15 in May, together with decisions on related topics, such as capacity building
and resource mobilization.
The biodiversity frameworks are also aimed at providing a market mechanism to arbitrate on increased
competition between industries for a slice of the rapidly dwindling natural pie (nature represents nearly half of
global GDP).
Bankable projects soon in the pipeline
Drew’s comments are also a fairly clear indication of the size of the investment prospect.
At nearly US$1trn a year, Drew notes the mobilisation of resources to protect biodiversity represents an
opportunity for big capital globally, and says the task for leaders now is: “the creation of investible and
structured opportunities for investors to deploy their capital. “
Investors have been shying away from biodiversity themes given the lack of bankable options, measurement
standards, and internal expertise.
But it is estimated that in roughly two years, biodiversity standards will be established.
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Enter the Task Force on Nature-Related Financial Disclosures (TNFD).
Like the Task Force on Climate Disclosure, the TNFD will contribute to the creation of a framework that will
help financial institutions identify and mitigate the impact of their actions on nature and biodiversity.
Along with frameworks such as the UN SDGs and the sustainability accounting standards, these should go some
way to helping investors measure materiality in the sector.
But many investors are attempting to position and educate themselves in the biodiversity space well
beforehand.
Biodiversity is being prioritised by governments globally
More than 130 countries have been called upon to commit an initial US$500bn to support nature conservation
worldwide.
The final decision of the post-2020 global biodiversity framework will be made at the UN Biodiversity
Conference COP 15 in 2021, together with decisions on related topics, such as capacity building and resource
mobilisation.
Just recently, the UK Treasury urged the private sector to take action on biodiversity in its Dasgupta Review.
To gain their social licence to operate, companies will be expected to price in nature-based externalities to
their operations – a user-pays model.
Already, BHP Group ((BHP)) for example, has a section on its website dedicated to Biodiversity and Land, of
which it owns or manages more than 8 million hectares of land and sea.
The biodiversity report surveyed 327 fund managers from more than 35 countries.
About 51% of fund managers believe biodiversity will be one of the most important topics facing the investor
community by 2030.
The sectors institutional investors believe are most at risk from biodiversity loss are: food and beverages, 80%;
healthcare, 39%; and consumer goods, 35%.
Respondents identified the top three causes of biodiversity loss that are most significant globally as:
agriculture and aquaculture (66%); climate change and severe weather (60%); and pollution, such as domestic
wastewater, agricultural effluents, solid waste, and airborne pollutants (51%).
They identified the main business risks associated with biodiversity loss as:
-

reduced productivity of natural systems, 79%;
supply chain risk, 58%;
reduced quotas/reduced access to land and resources, 39%;
reputational risk, 36%; risk of litigation/regulation 30%;
changing consumer preferences, 20%;
sustainability requirements and labels, 19%;
financing risk, 13%;
other, 6%; and don’t know, 1%.

Climate disclosure is right here, right now
Biodiversity impact investing may be a good two years off, but renewable energy is right here, right now.
Trillions of dollars of capital will be funnelled into the sector globally over the next few years.
Global carbon markets are progressing. There are 64 carbon pricing initiatives covering 46 national
jurisdictions and 35 sub-national jurisdictions now operating.
The main risk for investors is that of disruption. What one invests in today could be gone tomorrow.
Determining the most sustainable companies throughout this period will be critical.
The obvious disruptee in the early stages of the transition is the fossil fuel industry; but more will follow.
FNArena will cover the area in more detail in our renewable energy series but this article centres on measuring
materiality.
Recent news surrounding green materiality includes:
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- the UK publication of draft TCDF reporting guidance for pension schemes;
- The introduction of the ESG bond framework for UK local authorities issuing ESG municipal bonds.
- warnings of sovereign credit downgrades linked to climate action, including Australia;
- a Fitch warning that sovereign credit ratings at risk from stranded assets;
- a massive downgrade of Exxon, Conoco and Chevron by S&P, exacerbating stranded-asset concerns;
- the Climate Law Initiative says Japanese company directors will be liable for climate decisions;
- the head of the French central bank urging the European Central Bank to “green” its collateral requirements
and bond purchases;
- the introduction of the Carbon Border Adjustment Mechanism (CBAM) in Europe, which will tax imports that
have not priced in carbon;
- The International Civil Aviation organisation has established a scheme requiring operators to purchase carbon
offsets to cover their emissions above 2020 levels, starting from 2021; and
- ramping up of the operationalisation of the EU taxonomy to support the EU green deal.
A review of the EU emissions trading scheme is scheduled for 2021; clean legislation is anticipated in the US
over the balance of 2021; and China plans to launch its national emissions trading scheme later this year.
The European Union Taxonomy could be upon us within a month
While SDGs offer an interim materiality screen, institutions are preparing for the rollout of various global
reporting frameworks, the most imminent of which is the EU taxonomy.
Europe has linked the receipt of sustainable stimulus dollars to adherence to the EU taxonomy (EUT), a set of
reporting standards to be included in non-financial statements. It is a matter of legal compliance.
Institutional investors and asset managers promoting their investment products as “sustainable” will need to
explain exactly how the EUT criteria apply to their products, so as to marginalise green-washers.
Companies seeking funds will have to meet the same compliance standards as institutions.
The ambitious date for implementation of the taxonomy suggests it could be here within a month. It is hard to
overstate the importance of this date to investors.
Once in place, trillions of dollars in impact and innovation funding will flood the globe. Its sole purpose:
disruption.
The EUT framework earmarks the following six activities for funding largesse:
-

climate change mitigation; climate change adaptation;
sustainable use and protection of water and marine resources;
transition to a circular economy; pollution prevention and control; and
protection and restoration of biodiversity and ecosystems.

To be eligible for funding, a company or institution must:
- identify whether their products and services meet one of the above objectives;
- verify whether the eligible activities meet the technical screening criteria;
- perform due diligence to ensure “Do No Significant Harm” (to all other objectives) is honoured; and
- perform due diligence on whether the company or issuer has met the ILO Core Labour Practices (speaking
again to social materiality).
Focusing on the green activities, Morgan Stanley has isolated 122 US companies with eligible revenue.
For example, it has just included 15 insurance companies under Objective 2: Climate Change Adaptation.
The analyst notes that this objective covers two types of activities: those that are adapted to material
physical climate risks; and those that reduce that risk in other economic activities and/or address systemic
barriers to adaptation.
It nominates 15 insurance companies that qualify based on their underwriting of climate-related hazards and
thought leadership in modeling and pricing of climate change; including Warren Buffet’s Berkshire Hathaway.
“Do No Harm” is a big obstacle for amateurs weighing materiality.
Most investors can figure out whether products and services are aligned, but determining that they do no harm
is another level of labour altogether.
The 18-page Morgan Stanley report on just one of the EU objectives gives some idea of the complexity of the
task.
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It also suggests a competitive advantage for larger companies with deeper pockets to ensure alignment when
pitching for funds.
Global climate disclosure booms as Asia jumps in the ring
Meanwhile, the Asian Science-Based Targets initiative (SBTi) framework grew to 47% from 8% in one year and
carbon foot-printing for listed equities grew to 79% in 2020 from 19% in 2019, according to the Asian Investor
Group on Climate Change.
The group interviewed investors representing $1.9trn in assets in its Net Zero Investment in Asia survey and
found decarbonisation strategies had been adopted by more than 40% of respondents.
Malaysia plans to launch a principles-based green taxonomy in 2021 based on the EU’s version, while the
Taiwan financial regulator will finalise a sustainable finance taxonomy by year end.
Singapore is consulting on a green taxonomy and Japan is working on harmonizing its ESG disclosure with
European taxonomies.
The survey found more than 70% of asset managers plan to launch a climate-related fund within two years.
US materiality frameworks on the way
US President Biden is also promising trillions but the links to materiality are still being established.
A founding member of the US Public Company Accounting Oversight Board, Daniel Golelzer has called on
Congress to grant the body additional powers to establish audit standards for ESG.
Golelzer argues that the institution should be allowed to inspect audits on ESG and set standards on the topic
given auditors are increasingly being asked to provide assurance for corporate ESG reporting; and given the
proliferation in ESG funds and the importance of audits to investor capital allocation.
The PCOAB’s task is to conduct annual inspections of accounting firms that provide independent audits to
more than 100 public company clients; and triennial inspections of those with few company clients.
Also in the United States, the Securities Exchange Commission has said international disclosure frameworks are
key to supporting asset management companies in ESG decision-making.
And the US Sustainability Accounting Standards Board merged with the Global Reporting Initiative to form the
Value Reporting Foundation, which will create a global set of accounting standards for sustainability.
These are still two years away.
Meanwhile, the Australian Prudential Regulation Authority (APRA) revealed it is developing a climate
vulnerability assessment “to both uplift the scenario analysis capability and strengthen the understanding and
management of climate-related risks within the financial sector".
Institutions relying heavily on portfolio allocation
In late 2020, the forum for Sustainable and Responsible Investment stated that US sustainable investment
assets had $17trn – or $33% of all US professionally managed assets.
But it is widely acknowledged that only a minor percentage of these investments could genuinely be described
sustainable.
Simple screens rarely translate to genuine outcomes benefiting people and planet.
And, as we have noted repeatedly, successful ESG investing is all about outcomes: we discussed the notion
that impact (or genuine sustainability) is joining the old risk-and-reward paradigm at the hip in previous
articles.
Successful ESG investing is also about portfolio allocation, according to Responsible Investor.
“Asset allocation is critical – the conscious choice of which asset classes to invest in – is said to provide upwards
of 80% of a portfolio’s financial returns (the rest being instrument selection, such as stock picking),” says RI
“… So it is the most important choice an investor can when seeking to generate real-world investments.”
RI notes that at present, sustainability is being viewed as a trade-off with risk and reward – but argues that this
is a fundamental misconception which is about to change.
“Sustainable factors often do not enter the asset allocation debate. When they do, they are typically
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considered at the end of the process and treated as a constraint.”
The solution to overstatement and under-delivery is dispensing with the trade-off paradigm and instead
embedding sustainability in the asset allocation process – from future asset-price forecasts to the asset-class
universe, says RI.
To do so, there are three pragmatic and return-maximising actions asset allocators can take.
1. Understanding where environmental and social themes meet inflation, productivity and economic growth
and investing accordingly; and recognising that improved governance is also clearly linked to long-term
performance.
2. Utilising attractive fixed-income use-of-proceeds investments, such as Multilateral Development Bank debt,
which can fully replace conventional AAA-rated sovereign exposures in an asset allocation framework; and
green bonds, which exclusively fund sustainable projects; and lobbying for new instruments such as
waste-reduction bonds, which opens a broader range of sectors to use-of-proceeds bonds.
3. Focus on public market strategies over hedge funds; examine private markets in the impact space, which
includes opportunities in microcredit, renewable energy, agricultural finance, sustainable infrastructure and
impact growth, private equity.
For the smaller investor, these markets can be harder to access without an institutional vehicle; but at least
understanding these asset allocations can help those directing their funds through institution to avoid
green-washers.
"By addresing the source over 80% of portfolio returns, we can overcome our industry's challenge of
overstatement and under-delivery," says RI.
And, for those who still prefer to go solo, knowledge is power.
RI also advises against recent strategies of relying on tax breaks and price-support mechanisms such as carbon
credits, given subsidies can be removed.
We have seen this in the solar industry, when subsidies were withdrawn once the industry out-competed fossil
fuels on price, leading to a collapse in share prices.
"We have witnessed how this support can quickly be taken away and the risks investors face if they relied upon
subsidies to support underlying assets."
RI advises that the removable of renewable energy subsidies, or threat thereof, has changed the investment
game.
Power Purchase Agreements and blindly chasing subsidy dollars are carrying higher risk; and investors need to
focus on construction, says RI, harking back to our previously noted importance of asset allocation in
sustainable investing.
“As the renewable energy sector continues its shift away from subsidies and the PPA space grows ever more
crowded, investors should look for a third way to scout out strong opportunities offering stable, long-term
returns".
So institutions have already switched their focus to integrating portfolio-wide decarbonisation goals.
Materiality in utilities and infrastructure
Given taxonomy and standards are still pending, we return to First Sentier to examine the available and
simpler materiality assessment tool of SDG alignment, and influenceable indicators.
Utilities and infrastructure is one of First Sentier’s areas of focus.
To achieve its climate goals; the institution is focusing on the progression of listed infrastructure companies
towards:
- decarbonisation and electrification;
- net zero emissions; and
- to a company’s ability to deliver on green energy and infrastructure.
In the listed infrastructure space, First Sentier is taking a long-term view and assessing companies’ actions now
towards achieving these climate targets beyond the life of the current executive management team – out to
the 2040s and 2050s.
It will also seek to more systematically measure impact and press boards for more comprehensive climate
reporting.
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As with its other areas of focus, the institution chooses SDG indicators that it can influence and which offer
easily assessable milestones against which to hold corporations accountable.
The main SDGs for listed infrastructure are:
-

6: Clean water and sanitation;
7: Affordable and clean energy;
9: Industry innovation and infrastructure;
11: Sustainable cities and communities;
12: Responsible consumption and production:
13: Climate action

First Sentier’s Portfolio Manager, Global Listed Infrastructure, Rebecca Myatt, notes opportunities in the
decarbonisation of power generation; electrification of transportation; and decarbonisation of industrial
processes and heating.
“Net zero ambitions need to be translated into short and medium term targets.,” says Myatt.
“Management teams need to be fully aligned and we need to hold management teams accountable.
“We only invest where management operates the business effectively and in the interests of all stakeholders.
“Those that don’t look after their customers, employees, suppliers and larger community are unlikely to be
rewarding long-term investments.”
First Sentier presents examples of corporations that have made good decisions in US states in which regulation
has been enacted.
“Its significant investment in renewable energy with limited, if any, impact to customer bills aligns Xcel Energy
with SDG7 (Affordable and Clean Energy: ensure access to affordable, reliable and sustainable and modern
energy for all 7.2),” says Myatt.
Australia’s AGL Energy ((AGL)) would no doubt want to know how to achieve such a goal without destroying
shareholder value.
Electrification – decarbonisation is the buzz word
First Sentier also nominated electrification as an area of focus.
The institution will be investing in environmentally friendly technologies, supporting innovation, and the rollout
of cleaner, cheaper and healthier private and public transport, decarbonising the energy sector, ensuring
buildings are more energy efficient, and working with international partners to improve global environmental
standards.
This appears to fall under SDG 12: Responsible Consumption and Production, Target 12.6: Encourage
companies, especially large and transnational companies, to adopt sustainable practices and to integrate
sustainability information into their reporting cycle.
First Sentier’s chosen indicator here is 12.6.1: Number of companies publishing sustainability reports – a fairly
easy hurdle for most companies.
A quick glance at the ASX300 shows many lodged sustainability reports in FY20. The quality of many of the
reports may leave something to be desired, but it is the first step in ensuring corporate compliance.
Several Australian companies have already lodged green bonds, which meet the Responsible Consumption and
Production Target.
Woolworths ((WOW)) raised $400m from institutional investors in 2019 in one of the country’s first green bond
issues.
The company worked with the UK-based Climate Bonds Institute to create a benchmark for the carbon
intensity of its supermarket sites, which provides a framework to assess Woolworths progress towards
decarbonising.
Woolworths has earmarked the funding for solar panels, LED lighting, hybrid or HFC-free refrigerators and
cutting down on plastic wrapping on fruit and vegetables.
Many may have noticed the amount of plastic on Woolworths fruit and vegetables has skyrocketed in the past
two years, spiking possibly just before the green bond was issued – rather puzzling.
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However, plastic on fruit and vegetables also has a carbon trade-off in that it preserves shelf life, reducing
transportation costs.
Still, it is $400m in cash-cow Woolworths’ kitty, and a solid investment for institutional investors.
A final note on disruption
Australia’s media industry still stands as the gold standard in disruption for this country – yet it is a cautionary
tale of what not to do, rather than how to innovate for survival.
A combination of: boys clubs, management dominated by political personalities with a strong focus on the
present and on personal and longstanding power bases; as opposed to innovative, inclusive visionaries;
contributed to one of the greatest losses of prestige and power witnessed in one decade.
The demise gradually accelerated in the first ten years, before snowballing in the final ten.
It was that first decade that was critical to ensuring masthead survival. By the time the second decade
dawned, industry dominance was, for many, unsalvageable.
It is likely climate disruption will follow a similar trajectory.
Michael West conducted a brilliant interview at The Adelaide Writers’ Festival (now on youtube), titled The
Land of Mates and Favours.
It is well worth watching from an ESG point of view, particularly given institutions are ramping up engagement
with sovereign bond issuers over fossil fuels.
But it also talks to the cultural challenges Australia and Australian companies face in periods of disruption.
Unlike the United States and many nations, where innovation is welcomed, innovators are shouldered out by
corporate politics in this country, given oligopolies have no need to take real risks, simply by virtue of
belonging to the club.
Investors would do well to assess their portfolios with this in mind given the “clubby” nature of Australian
business, which may even stymie corporate decarbonisation among the willing as the price to be paid for
remaining in “the club”.
Materiality Matters Part 1
(https://www.fnarena.com/index.php/2021/03/16/esg-focus-materiality-matters-part-1/)
Materiality Matters Part 2
(https://www.fnarena.com/index.php/2021/03/22/esg-focus-materiality-matters-part-2/)
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/
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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Why All This Fuss Over Bond Yields?
It is fair to say most Australians don’t understand bond yields, or even know with certainty what a bond is. This
article is a 101 lesson in what a government bond is, and why suddenly stock markets have been running away
in fear of them.
-What is a bond?
-Why are bonds issued?
-What’s inflation got to do with it?
-Why are bond yields impacting stock markets?
By Greg Peel
What is an equity?
Few Australians do not know what an equity, or share, is, but to understand bonds it is best to begin with a
comparison.
When you invest money in the stock market, by buying shares, you are entrusting in that company to increase
the value of those shares. The end result is you might become rich, or might never see that money again.
Aside from capital gain, an investor may be looking for an income stream from dividend payments. The
decision to pay dividends, and the amount of any payment, is entirely at the discretion of the company’s
board. There is no obligation.
Newer companies in a growth phase will typically not pay dividends, or perhaps just token dividends, while
longstanding companies tend to be reliable payers.
For some companies, dividend payments fluctuate with economic cycles. Witness Australia’s iron ore miners
being the biggest dividend payers of all right now. That could well change down the track.
Equities are an open-ended investment. One can sell out at any time, or hold on for retirement. Equities do
not have a maturity date.
Equity investment represents the largest allocation in any standard investment portfolio (not counting direct
investment in a property). The second largest allocation typically goes to fixed income (including bonds). This
is our starting point.
What is a bond?
A popular alternative to investing in equities, which come with capital risk, is to put your money away in the
bank where it’s safe. Depositing money in a bank equates to lending the bank your money, for which you are
paid interest. The rate you are paid on your money is at the discretion of the bank.
Bank deposits can either be open-ended, such as a savings account, for which interest rates can rise and fall
over time, or have a specific maturity, as is the case with term deposits. A term deposit comes with a fixed
interest rate for a fixed period.
Given Australia’s is a sound and well-regulated economy, a bank deposit is essentially “risk free”. The regulator
(APRA) ensures banks are carrying sufficient amounts of capital to ride out any crises, the central bank (RBA)
acts as the “lender of the last resort” to banks, and if necessary, the federal government will guarantee
deposits up to a certain amount (as was the case in the GFC).
An Australian government bond is basically a term deposit, but with the government rather than a bank. Bonds
have a maturity date, and pay interest, and at the end of the life of the bond you get your money back.
In buying a bond, you are lending money to the government, for which you receive interest. Australian
government bonds are also considered “risk-free”, as are the government bonds of other “first world”,
developed economies.
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Not necessarily so in emerging or unstable countries. Argentina, for example, has a long track record of
defaulting on its government bonds.

Why does the government need my money?
As Australians are more than aware, governments either run a budget deficit or budget surplus. A deficit in any
one year implies the government is spending more (through welfare, defence, health, infrastructure, so on and
so forth) than it is earning (primarily through taxes).
A government’s annual budget is little different to any average household budget. If you spend more than you
earn in any year, the difference has to come either from savings (surplus) or through borrowing money
(deficit). A household budget typically includes various debt servicing obligations, from the mortgage to the
car loan to credit cards.
When the government is running a budget deficit, that deficit has to be covered. This is done by borrowing
money from Australians, either from individuals, or from super funds, other funds and corporations, or from
offshore investors.
To borrow money, the government issues bonds across different maturities. The “benchmark” maturity is the
ten-year bond, which is indicative of an economy’s perceived health into the future, but not too distant a
future.
Right now the Australian government, and virtually every government, is borrowing money hand over fist to
fund rescue packages (such as JobKeeper) and economic stimulus measures (such as infrastructure) to get us
safely out of the covid mess. To do this the government issues bonds.
Were covid to never have happened, the Australian budget would by now have been in a significant surplus
(thanks to commodity prices), suggesting the government need not borrow any money and thus not issue any
bonds.
However, governments always issue bonds, be the budget in deficit or surplus. In times of surplus, the money
may not be immediately needed but it is important to maintain a “liquid” bond market in a first world
economy as the “risk-free” bond rate is a benchmark for all other capital markets, and government bonds
offer a safe alternative investment for all Australians via their super or other funds. Fund managers need to
"roll over" bonds in their portfolios that have matured, in order to maintain that investment. To do so they
need the government to continue to issue new bonds, even in times of surplus.
One might have assumed the benchmark for capital markets would be the RBA overnight cash rate and at the
shorter end of things, time-wise, this is indeed the case. But Australian banks are unusual in the world in
pricing, say, a 30-year mortgage rate based on the overnight interest rate.
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pricing, say, a 30-year mortgage rate based on the overnight interest rate.
American banks price a 30-year mortgage off the government 30-year bond rate. Apples to apples.
So how does a government bond work?
The Basics
Government bonds typically have a face value of $100. This means one can lend the government money in
increments of $100, making bond investment accessible to most Australians. (Corporate bonds typically begin
at $10,000, but we’ll examine corporate bonds another time).
If you buy a ten-year government bond for $100, in ten years the government will pay you back $100. Each year
the government will pay you interest on that loan at a rate fixed at the time of issue (just like a term deposit).
The fixed interest rate on a bond is known as the “coupon”. For the sake of easy maths, let’s say you buy a
ten-year bond with a coupon of 1%. This means as well as getting your money back in ten years, each year
you’ll be given a dollar. So your net gain over ten years is $10, on top of your money back.
Whoopee, you say, but these are the unfortunate times we live in, since the GFC, not just covid. But at least
you know your money is safe.
What we can deduce is that a $100 dollar ten-year bond at 1% is actually worth $110 by the time it matures.
Except for one problem.
The price of milk
That problem is inflation. We all well understand inflation – it’s why we were paying a lot less for a litre of
milk, in face value terms, ten years ago, and will be paying a lot more in ten years’ time.
(This writer well remembers working in a pub as a uni student when the price of a schooner was 72c, in 1980.
Now you can’t buy that same schooner for less than $7.00.)
The inflation implication is that when you get your $100 back in ten-year’s time, it’s not really worth $100. It
is at face value, but not in today’s money.
And not only that, as each year goes by that $1 interest payment you’re receiving is also diminished in value in
today’s money terms. That $110 in total you were coveting will gradually pay for fewer and fewer schooners
over time.
The last reading of Australia’s headline CPI, for the December quarter, was an annual 0.9%. This quite simply
means your 1% annual interest payment is eroded each year in “real” terms by 0.9%, so in reality your “real”
interest rate is 1.0-0.9 = 0.1%.
And your original $100 will by maturity have been eroded by inflation over a full ten years.
Which begs the question, why on earth would you buy a government bond? The simple answer is if you want to
keep it safe, where else can you put it?
One year term deposit? Currently you’ll get 0.1% before inflation. The stock market? Well your money’s not
safe there. Investment property? If you can afford it, and be approved for a loan, but you’re not entirely safe
there either.
In some countries, government bonds are currently paying negative interest rates. Well that’s plain stupid, as
it implies you are paying the government to have your money. Who would do that?
The answer is many, many people, mostly pension funds, large corporations and even other governments.
Because other than that money being safe, if the inflation rate is also very low, in “real” terms you can
actually be ahead if positive inflation is actually lower (in absolute terms) than the negative interest rate on
offer.
So if we consider all of the above, we can move on to why the ten-year bond rate has been rising recently
(here and offshore) and why everyone is subsequently becoming panicked, as is evident in a volatile stock
market.
Presently, every daily movement of the ten-year bond rate can either sends stocks soaring or plunging.
Pricing a Bond
Now I hope you’re sitting down, because I have to tell you something.
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There is no such thing as a daily ten-year bond rate.
For there to literally be a daily ten-year rate, the government would have to be issuing new ten-year bonds
every day. It doesn’t – it only does so periodically. And a ten-year bond is only a ten-year bond on the day it is
issued.
The next day it is a 9-year, 364-day bond. In five years, it is a five-year bond. What you bought five years ago
is still a ten-year bond, but it’s half way through its life. And you have by now received half of the interest
payments due.
While government bonds can be purchased on issue, like shares they are thereafter traded in a secondary
market.
A ten-year bond can change hands in the secondary market every day for ten years and, like shares, at
different prices. However, unlike shares, government bonds are not exchange-listed (they used to be). To
access the secondary market (or primary bond issue), a small investor must trade through a retail bond broker.
Which brings us to bond prices.
To explain bond pricing I will use today’s (day and time of writing) numbers. The government ten-year is
trading on a yield of 1.69%, and a price of $98.11. Face value is $100 and the coupon rate is 1.5%.
Except it doesn’t exist. Rather, these numbers are calculated to provide for an indicative yield. This is done by
interpolating between the prices of already issued bonds across the “yield curve”.
If you take all yields, from the overnight cash rate, through 30-day, 90-day and one-year bank bill rates and
onto three-year, five year and twenty-year government bond rates and draw a line between them, ie join the
dots, you have a yield curve.
That curve can be drawn through the current trading prices of all ten-year bonds on issue, which now have
9,8,7, 6 etc years to maturity, and all the twenty-year bonds, that similarly have 19, 18…15, 14 years left, and
somewhere on that line is the daily ten-years-from-now point. Using actual rates, a fictitious daily ten-year
bond yield can be calculated.
(Sort of, but hang on just a moment.)
This is also used as the benchmark price for ten-year bond futures but let’s not go there at this stage.
So, back to our fictitious ten-year bond numbers above. The first thing that sticks out is the bond paying 1.5%
interest is yielding 1.69%, and the bond that’s going to give $100 back in ten-years’ time, plus annual interest
payments, is only worth $98.11.
It is important to note the lower the price of a bond, the higher the yield. To understand this better, consider
dividends on stocks.
Every day in the paper (or in real time on today’s media), you can check what the share price of a company
was yesterday/is now and what its dividend yield is. The dividend yield is useless information, as it reflects
only the yield based on the last dividend payment, which might be six months ago.
More relevant is an analyst’s forecast of dividend yield for the year ahead. It may only be a forecast, thus not
guaranteed, but it is more relevant than historical yield. And most importantly, that yield is calculated off the
current share price, hence telling you the yield you might be able to achieve if you bought now.
If you already own the shares, your own dividend yield could be a lot different. As an example I’ll use some
whacky numbers but they make it easier to grasp.
Let’s say you bought your shares at $10 last year and now they’re trading at $20. After you bought them, a $1
dividend was paid, implying a yield of 10%. The next year, a $2 dividend was paid, again implying 10%. But you
bought your shares for $10, so your own yield is actually 20%.
The lower price implies a higher yield. If the shares had actually fallen to $5 and the company paid $2, your
yield would be 40%! But that’s assuming a company that’s lost half its value would still pay out a full $2. It
more likely would this time pay much less, or nothing.
The lesson here is to be wary of too-spectacular yields.
We can see from this example if prices are lower (your $10 entry versus today’s $20 price), then the dividend
yield is higher on the lower price.
The same is true in the bond market. We know that a bond will pay the same coupon (dividend) every year, so
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if you buy on issue in our example, you’ll get 1.5% or $1.50 every year.
If you buy now, when the price is $98.17, the actual yield at the moment is more than 1.5%, and also
incorporates the rest of the coupon payments ahead, adjusted for “real” returns, ie inflation, and the “real”
value of the $100 you get back and…as is the case in all markets…demand and supply.
We know that today’s share price is a reflection not of the company’s last earnings result, and/or last dividend
payment, but of what the market forecasts the next earnings result might be, and the next dividend, and the
year after that and the year after that…
It is also a reflection of how many shares are on offer. Have you ever wondered why Afterpay trades at over
$100 when the much bigger Westpac trades only at $24? It’s because Westpac has a lot more shares on issue.
Similarly, the price of a bond in the secondary market will reflect how many of the same maturity the
government has issued (supply), and at what maturity bond investors are looking to buy (demand). During
times of budget surplus, bond issuance is scant (low supply). Right now, the Treasurer is borrowing with his
ears pinned back (huge supply).
So while I said earlier the fictitious ten-year bond yield represents a mathematical interpolation, in reality the
market is setting the price based on demand/supply.
The extent of government bond issuance determines the supply-side, but what determines demand, or lack
thereof?
Why yields have been rising
When the covid crisis hit (and the GFC before it), central banks were very swift to cut cash rates to zero (or as
good as) and then to use other tools, such as purchasing bonds themselves (QE), to effectively keep rates very
low right out to 3-5 years.
So, if the central bank is a guaranteed buyer of bonds (or even just threatens to be), there is your initial
demand right there.
The RBA has not to date been buying government bonds out to ten years, other than to cap any “market
distortion”, which it did a little while ago when the ten-year yield shot up wildly.
But when covid hit it was not just central banks buying bonds. The sheer uncertainty the virus presented
caused an investor rush into the safety of government bonds, even at near zero (or negative) rates. When a
government issues bonds, it still needs someone to buy them.
But now, economies are beginning to “reopen”. Vaccines are rolling out. Forecasts for 2021 economic growth
(GDP) are rising by the day. The need for the safety of keeping money in bonds is waning. Yet governments will
still need to keep borrowing, to keep issuing bonds, to pay for the money they will still need to spend.
Another US$1.9trn stimulus package is now being implemented in the US. Here, we await the May budget. We
know what’s ending (eg JobKeeper) but that does not signal the end of necessary government spending.
Since November, investors have been selling out of bonds. Hence bond prices fall, and bond yields rise. A lot of
that money has found its way into the stock market. But recently, the symbiotic relationship between bond
yields and the stock market has begun to impact.
While actual bond traders don’t talk much of inflation, more of demand/supply, stock investors here and in the
US have become increasingly worried about a more rapid economic rebound out of covid than was originally
perceived, leading to rising inflation, leading to bonds being of lesser value (as explained above re milk and
beer).
Central banks disagree, particularly here and in the US, that there is any inflation threat that would cause
them to to start easing back QE and other policies and eventually to increase cash rates. Not when there are
still so many unemployed, for one. There will likely be a bit of an initial inflation spike, but it won’t last until
the unemployment/underemployment rate meaningfully drops.
But the market has its own ideas, or more importantly, fears. And a market in fear is a market in which rational
decisions go out the window. Sell now, ask questions later. The same is true for bonds.
But what’s it all got to do with the stock market?
I suggested above a “symbiotic relationship” between share prices and bond yields. In theory, if the stock
market is rising it implies the economy is growing, or believed to be set to grow ahead.
But one reason the market turned tail one year ago from its covid nadir and shot up like a rocket is because
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interest rates were so low.
As is currently the case in the property market, house prices are rising because mortgage rates have never
been so low. Low rates also mean businesses can borrow cheaply to invest in growth, or just keep the wolves
from the door before things return to normal.
But what now has become very important is the aforementioned “risk-free” rate.
The risk-free rate is, again, an imaginary concept. The theory goes that if you invest your money in stocks you
would want to be achieving at least the available risk-free rate of return because in buying stocks you are
taking on risk.
As discussed earlier, a proxy for the risk-free rate is the government ten-year bond rate because it is as good
as guaranteed (and Australia has an AAA credit rating).
If you buy shares you are looking to earnings and dividends in the years ahead. As discussed, those earnings will
be discounted by inflation over the period. As the ten-year rate is capturing inflation expectations, in order to
forecast a target price today for all those expected future earnings a discount is applied, each year, at the
risk-free rate, to bring them into today’s dollars.
The higher the bond rate, the steeper the discount rate, hence the greater the discount on today’s valuation,
hence the lower the share price.
Higher rates have prompted recent growth-to-value (and cyclicals) rotation in stock markets, most evident in
the recent sharp pullback of the US Nasdaq.
“Value” stocks are typically the old plodders which have been beaten down during covid due to no fault of
their own, and over a greater period overlooked as investments when there are far more exciting prospects in
this new age.
“Cyclicals” may be old or new, but specifically trade in line with the ebbs and flows of the economy, which
last year having ebbed is now beginning to flow again.
The most obvious “growth” stocks at this time are the new age “disruptors”, mostly online and/or cloud-based
and doing nothing more than providing an old world service (eg BNPL) using new world software. The value
that lays in these stocks, as perceived by the market, is not what they earned last year (or half) but what they
are set to earn in the future.
Some may not even have made a profit yet, as they reinvest revenues for growth.
If the risk-free rate (bond yield) goes up, the discount to today’s value on future earnings becomes greater,
hence valuations are lower, and hence share prices fall.
So therein lays the irony of the symbiotic relationship, and why so often recently good news has been bad.
Economy recovering? Good? Rates set to go up as a result? Bad! Somewhere in between is an equilibrium, the
perfect balance of economic growth and interest rates, stock prices and dividends.
Somewhere out there lays Shangri-La. No one knows where that is. Nor is there such a thing as market
equilibrium, because human emotion (and these days computer emotion) leads to market volatility, such that
the market is always trying to trend towards equilibrium but passes through it, and way past it, up or down,
every time.
Should I invest in bonds?
You probably already do. Most super funds run a so-called “balanced portfolio”, which is traditionally split into
60% equity investment and 40% fixed income (including bond) investment. Or 35% fixed income with 5% in cash,
ready to be deployed when needed.
The reasoning behind this “balance”, appropriate for the average super investor who knows little about such
matters, and is not inclined to, is it provides a spread of risk/reward. 40% of your investment is “safe”, but
provides only a small return, while 60% of your money is at risk, potentially providing a large return.
The idea is that the safety of fixed income acts as a counter to the risk of equities through the economic cycles
from here to retirement. When one goes up the other goes down, and vice versa, but over time the end result
is favourable.
Right now, it’s not really working that well. Recently, if bond prices have fallen (yields rise), stock markets
have fallen, for reasons outlined above. In other words, everything’s losing money.
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Yet we live in interesting, and unprecedented, times. Forget the Spanish flu – stock markets were around then
but the preserve of the rich. There was no central bank, there was no such thing as super, etc, etc. Beer was
cheaper though.
So right now, bond investment does not look all that enticing, given (a) yields are still historically low and (b)
stocks are not (net) going up as the balance. It will all settle down again down the track, one day. It always
does, at least until the next crisis.
Government bonds, nonetheless, are still a safe haven.
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 26-03-21
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 March 22 to Friday March 26, 2021
Total Upgrades: 11
Total Downgrades: 6
Net Ratings Breakdown: Buy 54.05%; Hold 38.33%; Sell 7.62%
For the week ending Friday 26 March there were eleven upgrades and six downgrades to ASX-listed companies
by brokers in the FNArena database.
Macquarie downgraded Resolute Mining to Sell from Buy while Citi downgraded to Neutral from Buy after the
company was advised to cease all activities after Ghana’s Minerals Commission advised its lease on the Bibani
gold mine had been terminated. The impact on the slated US$105m Bibiani divestment to Chifeng at this stage
is unknown. The termination of the lease is unexpected and the company is seeking legal advice.
GrainCorp sits atop the table for the largest percentage increase in target price by brokers last week. This
comes after management revealed new operating initiatives are expected to generate an additional $25m in
annualised operating earnings by 2023-24. International expansion is expected to contribute a further $15m by
2022. Credit Suisse upgrades to Outperform from Neutral while Morgans notes no other ASX-listed agribusiness
has greater leverage to improved seasonal conditions on the east coast of Australia and a bumper grain crop.
Next on the table was Xero. Credit Suisse upgraded to Outperform from Neutral and points out the share price
had deflated since a strong rally in late 2020 while recent data shows four months of more than 20% revenue
growth.
Unibail-Rodamco Westfield had the largest percentage fall to target price after Ord Minnett downgraded to
Sell from Hold as the broker’s European research counterparts have recently reduced their target price by
-13%, which partly reflected the impact of a stronger Australian dollar.
Despite releasing pre-announced first half results, Citi downgraded the rating for Sigma Healthcare to Neutral
from Buy on valuation concerns and lowered its target price. Macquarie sees medium-term risks from a
reliance on sales to Chemist Warehouse.
Also in defiance of a first half earnings beat, Credit Suisse downgraded Domain Holdings to Neutral from
Outperform on management guidance for FY21 total costs that will be significantly higher than expected. Costs
are also expected to step up in FY22 on account of the reversal of the JobKeeper/Zipline benefit.
Afterpay headed the list last week for the largest percentage fall in earnings forecasts by brokers in the
FNArena database. Macquarie lowered the terminal growth rate forecast to 3% from 4.5% and cut the target to
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$120 from $140. No cause for panic over a potential period of industry consolidation though, as the broker
expects a better longer-term outlook afterwards.
Insurance Australia Group experienced the second largest decline in broker earnings forecasts. Of the four
brokers’ updates, two felt claims relating to the recent NSW floods were manageable, one felt they could lead
to a catastrophe event and add to reinsurance pricing pressure while Credit Suisse resumed coverage with an
Outperform rating.
Senex Energy was the leader in terms of positive revision to broker earnings forecasts for the week. However,
this should be ignored as brokers adjusted their financial models for a company share consolidation.
The real ‘leader’ was New Hope Corporation after first half earnings and a four cent dividend exceeded broker
forecasts. This was driven by higher than expected realised prices and a cost reduction at Bengalla. Thermal
coal prices have increased around 100% since the lows of mid- 2020.
Brickworks would have been an interested observer of New Hope’s result, given a 39.4% interest in Washington
H. Soul Pattison, which in turn owns 61.1 % of the coal company. Brokers upgraded earnings forecasts after
first half results for Brickworks showed stronger contributions from the Investments and Property segments
though building products North America was weaker than expected.
Readers will recall from above that Sigma Healthcare was downgraded by Credit Suisse to Neutral from Buy on
valuation grounds. The company also experienced a reduction in the average target price by brokers in the
FNArena database. This, of course, does not preclude a simultaneous lift in average earnings forecasts by those
same brokers.
Total Buy recommendations take up 54.05% of the total, versus 38.33% on Neutral/Hold, while Sell ratings
account for the remaining 7.62%.
Upgrade
AGL ENERGY LIMITED ((AGL)) Upgrade to Neutral from Underperform by Macquarie .B/H/S: 1/3/3
AGL Energy flagged a potential structural change with the potential separation of Loy Yang A (LYA). Macquarie
considers this possible in specie distribution a positive as it broadens the investment appeal of the stock.
A separate and low-geared LYA would have a fully franked yield close to 4.0-4.5%, calculates the broker, and
should have surplus cash flow to engage in share buybacks.
The analyst increases the rating to Neutral from Underperform on the potential strategic shift. Additionally,
current power prices are considered to be capturing the impact of government policy and oversupply. Target
price reduces to $9.84 from $10.85.
BENDIGO AND ADELAIDE BANK LIMITED ((BEN)) Upgrade to Outperform from Neutral by Macquarie .B/H/S:
1/4/1
Macquarie believes the regional banks are more leveraged to improving deposit pricing and following a period
of underperformance upgrades Bendigo & Adelaide Bank to Outperform from Neutral.
The main downside risk stems from smaller margin benefits from improved pricing compared with estimates.
Estimates for earnings per share are increased by up to 7% for FY21-23. Target is raised to $11.00 from $10.25.
COMMONWEALTH BANK OF AUSTRALIA ((CBA)) Upgrade to Neutral from Underperform by Macquarie
.B/H/S: 0/5/2
Macquarie earnings estimates for the major banks by 1-2%. While stretched valuations and longer-term
headwinds make it difficult to be bullish, the broker recognises the relative appeal of banks in the current
environment.
Macquarie switches its preference to regional banks over the majors while upgrading Commonwealth Bank to
Neutral from Underperform following recent underperformance. Target is raised to $81.50 from $80.00.
CSL LIMITED ((CSL)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 4/3/0
Today's upgrade by Credit Suisse is eye-catching for two reasons: firstly, the broker's forecasts for FY22
sit -11% below market consensus, with the analysts not excluding market consensus remains cum further
downgrades.
Secondly, Credit Suisse addresses the upcoming competition threat from argenx FcRn
CIDP product-in-development which could, theoretically, upend the global plasma market.
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Bottom line: Credit Suisse believes even if FcRn would prove extremely successful, global plasma would
regardless continue growing. The broker has formulated scenarios of 10% per annum or 7% growth per annum
(bear case).
Upgrade to Outperform from Neutral with a price target of $315 (versus $320 previously). Small changes have
been made to forecasts.
GRAINCORP LIMITED ((GNC)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 4/0/0
Credit Suisse has increased medium-term forecasts to align with the company's new guidance for
through-the-cycle earnings. The broker also upgrades FY22 amid expectations of another above-average east
coast crop.
The broker has frequently argued that the market has underrated cost reductions over recent years while
noting the addition of capacity to the east coast grain industry peaked several years ago. This has created a
stable competitive environment.
Credit Suisse upgrades to Outperform from Neutral and raises the target to $5.59 from $5.06.
NETWEALTH GROUP LIMITED ((NWL)) Upgrade to Buy from Neutral by Citi .B/H/S: 1/4/0
While uncertainty remains on what cash margins Netwealth and Hub24 will be able to earn in the future, the
broker believes further downside risk is limited and the reduction in cash margins is to more sustainable levels.
The broker expects both platforms will deliver strong earnings growth. Netwealth offers less execution risk,
the broker notes, as Hub24 has to bed down acquisitions, but Hub offers greater earnings leverage.
Netwealth upgraded to Buy from Neutral. The depression in cash margins takes the target down to $16.10 from
$16.95.
PREMIER INVESTMENTS LIMITED ((PMV)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 2/4/0
Premier Investments reported a first-half FY21 net profit of $188.2m, above Ord Minnett’s forecast of $176m.
Premier Retail operating earnings at $237.8m came in above the broker's $230.4m estimate and guidance of
$221–233m. An interim dividend of 34c was declared which was below Ord Minnett's 44c expectation.
In the broker's view, Premier Retail operating income margin expansion and Smiggle providing leverage to
reopening following covid will position Premier Investments well to manage a difficult comparable period in
some brands especially Peter Alexander from 2020.
Ord Minnett upgrades its rating to Accumulate from Hold with the target price rising to $27 from $24.
POLYNOVO LIMITED ((PNV)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 2/0/0
Macquarie continues to believe Polynovo is well-positioned to increase its share within existing indications.
Moreover, entry into new indications with sizeable markets, such as chronic wounds and hernia, should support
growth over the medium to longer term.
There is a degree of short-term uncertainty related to the pandemic, the broker acknowledges. Rating is
upgraded to Outperform from Neutral. Target is raised to $3.20 from $2.75.
REA GROUP LIMITED ((REA)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 2/3/1
Macquarie, after surveying real estate agents nationally to understand their preferences regarding REA Group's
and Domain Holdings' platforms, asserts the shift in mix is benefiting the former.
The survey points to usage of higher depth tiers being greater for REA Group. Rating is upgraded to
Outperform from Neutral and the target is lifted to $171.70 from $158.00.
Macquarie also believes REA Group can lift prices because of a larger audience and capture a larger share of
marketing budgets.
WISETECH GLOBAL LIMITED ((WTC)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 1/2/0
Macquarie assesses the pandemic-affected downgrade is now behind the business and expects revenue growth
will moderate to 22% out to FY23, driven by higher base and fewer acquisitions.
Slower growth will allow the company to focus on quality. Macquarie upgrades FY21 growth estimates and,
transferring coverage to another analyst, upgrades the rating to Outperform from Neutral. Target is $33.
XERO LIMITED ((XRO)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 2/2/1
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Credit Suisse welcomes the recent Planday acquisition, believing the segment has attractive metrics which
complement the existing business. The strong share price rally late in 2020 disconnected the stock from
fundamentals, assures the broker.
The share price has deflated since and is currently slightly below where it was mid November, Credit Suisse
observes. The broker believes Planday is an attractive acquisition and, amid further positive data points, the
broker suggests Xero has experienced four months of more than 20% revenue growth, based on positive
industry data.
Rating is upgraded to Outperform from Neutral and the target is raised to $136 from $119.
Downgrade
DOMAIN HOLDINGS AUSTRALIA LIMITED ((DHG)) Downgrade to Neutral from Outperform by Macquarie
.B/H/S: 1/5/0
Macquarie, after surveying real estate agents nationally to understand their preferences regarding REA Group's
and Domain Holdings' platforms, asserts the shift in mix is benefiting the former.
The survey points to usage of higher depth tiers being greater for REA Group. The broker downgrades Domain
Holdings to Neutral from Outperform. Target is reduced to $4.33 from $5.81.
Strong revenue growth from the residential cycle is considered a positive but this is offset by relatively softer
yield growth, in the broker's view.
RESOLUTE MINING LIMITED ((RSG)) Downgrade to Underperform from Outperform by Macquarie and
Downgrade to Neutral from Buy by Citi .B/H/S: 0/1/1
Resolute Mining has received notice from Ghana's minerals commission advising that its lease on the Bibiani
gold mine has been terminated. The company has been advised to cease all activities.
Resolute Mining was in the process of selling Bibiani to Chifeng Jilong and close the deal this month. The
termination of the lease is unexpected and the company is seeking clarification.
Macquarie suspects it is unlikely the sale will go ahead, at least in its current form. The sale is removed from
the broker's estimates and the rating is downgraded to Underperform from Outperform. Target is reduced to
$0.55 from $1.00.
Citi cuts the rating to Neutral (high risk) from Buy (high risk) and reduces the target to $0.75 from
$0.90 after news of the termination of the mining lease for Bibiani. The impact on the slated US$105m Bibiani
divestment to Chifeng at this stage is unknown.
Activities at Bibiani (Ghana) are to cease after the termination. The analyst is disappointed, to say the least,
especially when this news is coupled with recent industrial action at Syama and the contested circa US$66m in
VAT and other tax balances in Mali.
The company is seeking legal advice regarding validity, appeal rights and any recourse. Citi still expects the
company can meet its debt repayment obligations either way without the need for capital though the outlook
could change on gold weakness or further geopolitical events.
SIGMA HEALTHCARE LIMITED ((SIG)) Downgrade to Neutral from Buy by Citi .B/H/S: 1/4/0
Citi observes the FY21 result was heavily affected by the pandemic, restructuring and the start of the Chemist
Warehouse contract. Sigma Healthcare has reiterated an underlying operating earnings target of $100m for
FY23.
Citi considers the shares fully valued and downgrades to Neutral from Buy. Management has indicated a focus
on M&A now there is greater capacity on the balance sheet.
The focus is also on growth and dividends as opposed to a share buyback although this remains an option.
Target is reduced to $0.70 from $0.75.
UNIBAIL-RODAMCO-WESTFIELD ((URW)) Downgrade to Sell from Hold by Ord Minnett .B/H/S: 0/1/3
Ord Minnett's European research counterparts have recently reduced their target for
Unibail-Rodamco-Westfield by -13%. As a result the broker lowers its target to $3.70 from $4.50. This also
reflects the impact of a stronger Australian dollar.
As the stock is trading at a significant premium to the new target the rating is downgraded to Sell from Hold.
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The broker's counterparts believe the outlook is cloudy as the company is looking to execute on a challenging
de-leveraging plan.
Yet, increased confidence surrounding shopping centres should emerge as the pandemic wanes, supporting the
shares.
WESTPAC BANKING CORPORATION ((WBC)) Downgrade to Neutral from Outperform by Macquarie .B/H/S:
5/2/0
Increasingly, Macquarie believes upside risk from cost reductions are being captured in estimates. The broker is
cautious about the significant management turnover and the effect on the short-term outlook.
Given relative outperformance recently, the rating is downgraded to Neutral from Outperform. The main
downside stems from an inability to prevent market share losses without sacrificing margins. Target is raised
to $25.75 from $25.50.
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8
WBC WESTPAC BANKING CORPORATION

New TargetPrevious Target Change Recs
6.088
5.420
12.32% 4
22.808
21.315
7.00% 5
26.258
24.765
6.03% 6
9.200
8.750
5.14% 7
108.083
105.250
2.69% 6
11.826
11.619
1.78% 7
80.714
80.500
0.27% 7
25.836
25.800
0.14% 7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
URW UNIBAIL-RODAMCO-WESTFIELD
2
IGO IGO LIMITED
3
DHG DOMAIN HOLDINGS AUSTRALIA LIMITED
4
SGR THE STAR ENTERTAINMENT GROUP LIMITED
5
AGL AGL ENERGY LIMITED
6
SIG
SIGMA HEALTHCARE LIMITED
7
IAG INSURANCE AUSTRALIA GROUP LIMITED
8
CSL CSL LIMITED

New TargetPrevious Target Change Recs
4.260
4.660
-8.58% 4
6.250
6.738
-7.24% 5
4.828
5.075
-4.87% 6
4.027
4.165
-3.31% 7
10.807
10.951
-1.31% 7
0.680
0.684
-0.58% 5
5.529
5.558
-0.52% 7
297.300
298.014
-0.24% 7

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
SXY SENEX ENERGY LIMITED
2
NHC NEW HOPE CORPORATION LIMITED
3
BKW BRICKWORKS LIMITED
4
SIG
SIGMA HEALTHCARE LIMITED

New EF Previous EF Change Recs
30.573
0.812 3665.15% 6
7.508
3.915
91.78% 4
98.620
56.975
73.09% 5
3.554
2.660
33.61% 5
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5
6
7
8
9
10

KAR
KMD
PMV
IPL
OSH
FSF

KAROON ENERGY LTD
KATHMANDU HOLDINGS LIMITED
PREMIER INVESTMENTS LIMITED
INCITEC PIVOT LIMITED
OIL SEARCH LIMITED
FONTERRA SHAREHOLDERS' FUND

4.000
8.879
148.150
14.161
18.342
29.751

3.367
7.582
132.917
13.461
17.648
28.735

18.80%
17.11%
11.46%
5.20%
3.93%
3.54%

3
3
6
7
7
3

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
APT AFTERPAY LIMITED
2
IAG INSURANCE AUSTRALIA GROUP LIMITED
3
OGC OCEANAGOLD CORPORATION
4
URW UNIBAIL-RODAMCO-WESTFIELD
5
NST NORTHERN STAR RESOURCES LTD
6
SBM ST BARBARA LIMITED
7
CPU COMPUTERSHARE LIMITED
8
HUB HUB24 LIMITED
9
NCM NEWCREST MINING LIMITED
10
ALD AMPOL

New EF Previous EF Change Recs
-16.514
-10.643
-55.16% 7
17.300
20.850
-17.03% 7
11.998
13.690
-12.36% 4
54.715
61.468
-10.99% 4
57.893
62.742
-7.73% 6
20.476
21.408
-4.35% 5
71.253
72.977
-2.36% 7
27.080
27.680
-2.17% 5
194.105
198.058
-2.00% 7
118.283
120.683
-1.99% 6

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.

46

www.fnarena.com

WEEKLY REPORTS

Uranium Week: Nuclear’s Role For Climate Goals
As uranium prices continue to rally, the spotlight falls on efficient nuclear technologies as part of a low-carbon
energy mix.
-New and more efficient nuclear technologies
-Another mining company buys physical uranium
-Spot uranium price climbs nearly 3%
In a key speech last week, Nuclear Energy Institute (NEI) President and CEO Maria Korsnick stressed that nuclear
energy is the key to achieving the Biden administration’s ambitious climate goals.
"While we need to scale up every carbon-free source available, no other source can match nuclear energy's
unique combination of attributes," said Korsnick. The value of nuclear energy's reliability has become even
more apparent over the past year, with US nuclear power plants working on through the "unprecedented"
conditions of the pandemic and devastating winter storms across the southern US.
Nuclear has become the second-largest source of electricity in the US overall and surpassed coal for the first
time ever, Korsnick added, while addressing the NEI’s annual State of the Nuclear Energy Industry event.
"Technologies such as small modular reactors, micro-reactors, and other advanced designs will make nuclear
even more efficient, even more affordable and even more versatile. These reactors will come in different
sizes and designs. They will be able to change their output, pairing perfectly with more variable sources such
as wind and solar."
In further support of nuclear’s role as part of a low-carbon energy mix, King Lee from the World Nuclear
Association highlighted nuclear energy can be used to produce low-carbon hydrogen via several efficient
processes.
Speaking at a workshop organised by the United Nations Economic Commission for Europe (UNECE), Lee noted
that nuclear energy can generate low-carbon hydrogen in a number of ways. These include low-temperature
water electrolysis using nuclear electricity, steam electrolysis using nuclear electricity and heat and
thermochemical processes using nuclear heat.
Steam reforming of methane is another process and while not low-carbon, the use of nuclear heat to provide
the thermal energy needed would reduce natural gas consumption by about -30%, Lee explained.
He highlighted a 2020 Lucid Catalyst study which looked at using new advanced modular reactors. By utilising
new manufacturing-based methods such as modular construction, it could deliver hydrogen on large scale for
around US$1 per kilogram.
Company news
The trend for uranium miners to buy physical uranium on the spot market continued last week. ASX-listed
developer Boss Energy ((BOE)) announced it had raised $60m and has entered binding agreements to purchase
1.25mlbs.
The company says the acquisition of uranium inventory will deliver benefits for the company, including an
enhanced financial position to support the re-start of the Honeymoon Uranium Project and increased flexibility
in project funding and offtake negotiations with customers.
Uranium pricing
TradeTech's Weekly U3O8 Spot Price Indicator closed out the week at US$30.50/lb based on the most recent
transactions, significant outstanding demand and increasing offer prices. This is an increase of US$0.85/lb over
last week's Indicator.
The Weekly Spot Price Indicator is 13% higher than a year ago, when the pandemic began to exert its influence
on global commodities markets with companies worldwide taking action to mitigate the potential spread of the
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coronavirus though their operations.
Transaction volumes in the uranium spot market ticked up again this week as buying interest, led by producers
and investors, brought traders and end-users into the market, explains industry consultant Tradetech. So far,
the total spot market transaction volume for March 2021 is nearly 8mlbs U3O8, placing the current month
among the highest-volume periods - most of which have occurred in the last five years.
Over the last two weeks, TradeTech's uranium spot price indicator has exhibited heightened volatility in light
of increased transaction volumes in the spot market led by widespread producer and investor buying. Following
a two-month long downward trend in 2021, in which the uranium spot price declined to US$27.40 from
US$30.40, the spot price has since increased over 11%.
TradeTech's term price indicators are US$31.25/lb (mid) and US$35.00/lb (long).
The loss of legacy contracts is placing more pressure on existing producers. Aside from raising capital and
buying inventory, other producers are actively pursuing ways to cut expenses and lock in minimum term
delivery commitments at lower prices, in order to provide revenue for ongoing operations until the market
improves.
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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The Wrap: Packaging; Insolvencies;
Commodities, Debt & Banks
Weekly Broker Wrap: Amcor's upside; covid insolvencies; commodities recovery; public debt, mortgage
restrictions; scams
-Amcor trading on attractive valuations
-Transition to green economy not driving the super-cycle
-Ten-year yield of 3.5% a trigger point for questioning debt sustainability
-Next macro-prudential round may focus on limiting high DTI lending
By Mark Story
Packaging: Amcor benefits from above-average volume trends
Solid packaging volume trends across both food and beverage categories bode well for Amcor ((AMC)). The
consumer packaging company is benefiting from US and EU monthly rolling three-month food volume growth up
11% and 5% respectively versus the previous period; and US sports drinks and soft drinks up 15% and 6% versus
the previous period.
UBS believes these support the organic growth outlook for Amcor, and help offset short-term raw material
headwinds. Driven by the recovery in oil prices and supply outages due to the recent US freeze event, Amcor's
key input cost, PET resin has increased significantly in the March quarter, up around 50% versus the period prior.
The broker expects the raw material inflation impact for Amcor to be most pronounced in the fourth quarter
FY21, with resin pricing likely to moderate through the June quarter as PET production normalises.
When Amcor reports its thrid quarter earnings in early May, UBS expects the company to at very least reiterate
its FY21 guidance of 10-14% EPS growth, underpinned by solid organic volume growth, merger synergies and
buy-back accretion.
UBS is attracted to Amcor's leading position across key global consumer packaging markets, which helps
underpin FY21 earnings per share (EPS) growth of 14% and a solid dividend yield of around 4%.
Looking into FY22/23, the broker expects EPS growth to moderate to around 6%, but notes this could be
supplemented by further share buy-backs or M&A given Amcor's surplus free cash flow (FCF) of circa US$450m.
Valuation also appear attractive to UBS, with Amcor trading at a one-year forward P/E of 16x, a 33% discount
to the ASX200 Industrials versus a long term average discount of 10%; and a 27% discount to S&P500 versus a
long term average discount of 5%.
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Insolvencies up: But no tsunami as originally feared
CreditorWatch expects Australia's new insolvency regime (effective 1 January 2021) to open the
‘administration’ flood gates for companies that only managed to stave off going bust due to covid measures,
allowing a temporary freeze on trading while insolvent.
What’s compounding the expectant rise in companies entering administration is the end of the JobKeeper wage
subsidy that artificially propped up many ‘zombie’ businesses, which without government measures would have
otherwise failed. Best estimates by the Australian Securities and Investments Commission (ASIC) suggest an
additional 3000 businesses would under normal trading conditions have entered administration after becoming
insolvent last year.
Based on a 61% jump in external administrations in February 2021 versus January 2021, CreditorWatch suggests
this trend is turning around. While CreditorWatch doesn’t expect the tsunami of insolvencies anticpated last
year, the digital credit reporting agency expects to see sustained increases in administration numbers until
they reach normal levels.
Given that it’s no longer viable for relaxed insolvent trading rules and artificial stimulus measures to continue,
CreditorWatch believes the onus is on businesses to assess their potential exposure to debtors that may be
heading towards insolvency.
McGrathNicol Restructuring urges companies to look downstream at their customers and assess their solvency.
Equally important, adds McGrathNicol, second-guess if suppliers are still financially viable, and where the risk
exposures are within the supply chain.
McGrathNicol expects to see a rise in company-led restructuring through 2021, with stakeholders like the
federal government, the Australian Taxation Office and the banks likely to be more willing to support
restructuring solutions than in the past.
McGrathNicol is witnessing loan-to-own transactions as a growing trend in restructuring, where the lender
takes control of the business using the insolvency process to restart the business and implement a new business
model.
Commodities: Super-cycle rhetoric overcooked
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Without the industrialisation and urbanisation of an economy like India and/or Vietnam, Commbank’s global
economics and markets research team does not believe we are on the cusp of another commodity super-cycle.
While some parallels can be drawn to the great inflation period in the US from 1965-1982, Commbank believes
meaningful comparisons with what’s now playing out are seriously overdone. The bank expects it to take
several years before the US labour market is tight enough to spill over into faster growth in wages and
consumer price inflation.
Having concluded that transition to a decarbonised economy, supply constraints, and reflation are not key to
the next super-cycle, the analysts argue that a cyclical recovery better explains the current recovery in
commodity prices.
Commodities heavily exposed to the green transition, like lithium, copper and nickel, are most at risk of
tightening in the medium term. But Commbank points out ambitious decarbonisation goals are straying
significantly from current policy settings, and even in the post-covid world, stimulus measures have not
prioritised a green economy.
As a result, Commbank argues that the global transition to a green economy is not the structural driver of a
super-cycle today. If the super-cycle expectations are truly baked in, Commbank would have expected capital
expenditure as a ratio of cash flow would at very least be rising, rather than falling to its lowest level since
2004.
Commbank believes a green transition will eventually happen. But the bank’s concerned that the speed of the
transition may be slower than country ambitions suggest, due to the sizable cost of energy transition and an
unclear pathway to decarbonisation.
While not taking action on climate change is too costly for governments and policymakers the greater
challenge, argues Commbank, is the sacrificing short to medium term economics for the longer term benefits
of acting on climate change now. When looking at the current ‘green’ stimulus to date, Commbank concludes
that it is difficult to project that the world is on track for rapid decarbonisation.
Having concluded that supply constraints look more like a risk than a base case, Commbank thinks it’s too
early to surmise that supply is incapable of plugging a shortfall later this decade. While a commodity-wide
assumption of a short-fall isn’t justified just yet, Commbank concedes that a current covid economic recovery
could lead to market tightness in several commodities in the near-term.
The bank can see a stronger case for copper and nickel markets facing supply challenges in the medium term,
especially if the world decarbonises quickly.
US public debt: Serviceability in question
With US federal debt expected to rise to around $35tn in 2023, UBS questions whether the corresponding
debt-to-GDP ratio – which rises from its December 2020 level of 129% to 133% at the end of 2023 – is simply too
high.
This metric scales debt by the size of the economy by comparing a stock (debt level) with a flow (GDP). One
way to think of it is to take the discount stream of future income to compare to the stock of debt.
But while comparing the debt/GDP ratio over time for this purpose implicitly assumes the discount factor is
roughly stable, UBS reminds investors during the last 40 years Treasury yields have trended sharply lower.
In lights of these dynamics, the broker argues that a more appropriate measure of debt sustainability is
interest-expense-to-GDP, which since 2003 has been well below the early 1990s peak.
UBS projects this ratio through 2023 using interest expense as a percentage of public debt -- the average cost
of debt. The measure is highly correlated with the 10 year nominal rate.
By roughly translating 10 year yields to interest service costs, the broker concludes that if the 10 year
returned to 2019 yield levels of 2.4%, interest expense as a share of GDP would go to 3.4% at the end of 2023.
UBS notes that this level is well below the 4.7% peak observed in 1991.
Under UBS’s projections of GDP and further fiscal stimulus, the broker calculates that if the 10 year yield went
to 3.4%, the interest-expense-to-GDP ratio would roughly equal the 1991 peak. While a yield of 3.4% is not in
UBS’s forecasts, the broker concedes that given the 10 year hit 3.2% as recently as 2018, it is clearly possible.
Given that in 1991 there was not a strong view that public debt was too high, UBS takes a 10-year yield of
around 3.5% as the point where sustainability should begin to be questioned, not the tipping point where it
becomes a problem.
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UBS also reminds investors that even Chair Powell in a recent interview echoed similar sentiment when, he
stated: "Given the low level of interest rates, there's no issue about the United States being able to service its
debt at this time or in the foreseeable future."
Banks: Different macro-pru solutions now required
While the risk of macro-prudential tightening has increased in Australia in light of rising house prices and very
low interest rates, JPMorgan expects any action taken by the regulator APRA to be more nuanced than
previous efforts, especially with interest-only and investor lending both under control this cycle.
At a recent Banking Summit, APRA Chairman Wayne Byres did not see cause for immediate alarm. Speaking
specifically on risks in the housing market, Chairman Byres made it clear APRA has no mandate to target the
level of house prices, or to improve housing affordability.
Byres also noted that while household debt levels are undeniably high, serviceability of debt is being supported
by historically low interest rates.
Nevertheless, assuming the pace of house price growth continues, JPMorgan expects APRA action later this
year. Having concluded that low interest rates in tandem with government support for first time buyers are
driving house prices higher, the broker concludes a different package of solutions is now required.
JPMorgan envisages future APRA actions potentially involving either a focus on limiting high debt to income
(DTI) lending, and/or increasing focus on loans approved with slim net income surpluses (NIS).
Commenting on APRA’s previous macro-prudential measures – including the 10% investor growth cap in
December 2014, followed by a 30% of flows cap on interest-only lending in March 2017 – JPMorgan noted that
the major bank share prices traded down -2% to -4% in the days immediately following the implementation of
these restrictions.
However, within a couple of weeks share prices were broadly unchanged from levels immediately prior to the
announcements. In both cases, the broker notes banks used this as a repricing event, with net interest margin
benefits helping to offset lower loan growth versus the absence of any macro-prudential initiatives.
JPMorgan expects system housing credit growth to increase to around 5%-6% in FY21-22, with the major banks
growing at 3.6% on average in FY21 and 3.8% in FY22 - losing share to Macquarie Group ((MQG)) and second-tier
banks.
LVR: A new point of customer differentiation
While front book (new mortgages) pricing on higher loan to value ratio (LVR) loans has probably reached the
low point, Macquarie suspects banks are progressively differentiating customers based on their LVRs (as do the
UK banks). Despite the process requiring better systems, and bringing with it social implications, Macquarie
notes that a differentiated approach to product pricing appears to be in its infancy.
The broker also suspects that with a large proportion of the back-book (existing mortgages) having low LVRs,
there’s an ongoing risk to mortgage margins and profitability over the medium term.
After a prolonged period of little differentiation among customers, Macquarie is witnessing banks starting to
use differentiated product pricing (owner-occupier versus investor) and more recently, LVR-based pricing.
Using the UK experience – where materially lower rates are offered for lower LVR mortgages - the broker
concludes that should a similar margin differentiation to UK banks (across products) hypothetically fully flow
through Australian banks’ portfolios, there’s a likely 5-20bps impact to group margins.
Westpac ((WBC)) would be the most impacted while ANZ Bank ((ANZ)) would be the least impacted. However,
given the product and regulatory differences, Macquarie doesn’t expect pricing differential in Australia to
reaching the levels in the UK, and views it as an additional headwind contributing to mortgage margin
compression and lower returns.
Given that the flow into high LVR loans has been increasing, with 80%-plus LVR mortgages accounting for
around 42% of mortgage flow, the impact of differentiated pricing is likely to be much smaller than estimates
would suggest. However, Macquarie notes that given the increased proliferation of fixed loans, customers may
be more inclined to shop for deals when their fixed rate expires, and their LVRs may be lower at that point.
Furthermore, if some of the recommendations from the ACCC were to be implemented, the broker suspects
back-book customers with low LVR may be more inclined to switch if the rate differential was attractive.
Commenting on the banking sector overall, Macquarie retains a Neutral sector view, with preference for the
regionals over the majors. While stretched valuations and longer-term headwinds make it difficult to be bullish
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about the bank sector, the broker recognises the relative appeal of banks in the current environment with its
preferred exposures being Bendigo & Adelaide Bank ((BEN)) and ANZ.
Investment scams to top $100m
While data acquired by UK-based Finbold indicates Australians lost $65 million to investment scams in 2020, the
losses are projected to surge 51.9% in 2021 to $100 million. With the ACCC recording over $14 million in
payment redirection scam losses by businesses already this year, Finbold is also projecting annual losses of
around $100 million.
Highlighting a link between digital transformation and the coronavirus pandemic on the increase in scams,
Finbold’s report suggests different forms of scam losses are expected as fraudsters exploit new ways to prey on
victims.
For example, with advancements in technology, scammers continue to deploy sophisticated hacking, including
new phishing techniques that include spoofing. Scammers are also increasingly leveraging social engineering
and impersonating individuals and organisations to steal credentials and money.
Equally concerning in light of sophisticated hacking, Finbold notes that despite the pandemic not being fully
contained, more people will still turn to digital platforms for managing finances.
The top five scams in Australia in 2020 highlighted with the Finbold report include: Investment fraud (39%),
dating and romance (23%), false billing losses (11%), or $19.32 million, threats to life and arrests (7%), and
remote access scams (5%).
Commenting on the current outlook of scams and the future, the research report highlighted a notable uptick,
with the first two months of 2021 already accounting for around 30% of last year's value.
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 - 01 Apr 2021
See Guide further below (for readers with full access).
Summary:
Week ending March 25, 2021.
The ongoing zig-zag of the ASX200 continued into last week –this time a rally– and again into this week. Net
result, not much.
While the number of stocks with short positions of 5% or more remained unchanged last week, as the table
below suggests there was actually quite a lot of position reduction going on.
All up there was a total of no less than seven short position movements of one percentage point or more.
Webjet ((WEB)) shorts jumped to 12.0% from 10.8% -- a no-brainer with Brisbane going back into lockdown.
Flight Centre ((FLT)) shorts rose to 8.7% from 7.9%.
I noted last week that Tassal Group ((TGR)) shorts had moved from 13.0% to 11.5% and back to 13.0% over
three weeks, and perhaps this represented a blip in ASIC data. Last week they were back to 10.1%.
The stock did rally last week nonetheless on “inside” trading. “Inside” trading should not be confused with
“insider” trading. The former reflects company executives buying/selling their own stock which is perfectly
legal as long as sufficient disclosures are made, and there are no subsequent share price-moving
announcements made (drawing an ASIC investigation).
The latter reflects buying/selling by parties either inside the company or out privy to share price-moving
information which the company has not yet made public. This can result in gaol time.
Then we have Bravura Solutions ((BVS)), the shorts of which have moved from 6.6% to 7.7% and last week down
to 5.2% over a period in which the share price did not much. It has since dropped fairly sharply. Draw your own
conclusions.
Covid-beneficiary Temple & Webster ((TPW)) spent all month rallying before tipping over last week. It’s back
at 6.0% shorted from below 5%.
Avita Medical ((AVH)), Myer ((MYR)) and Freedom Foods ((FNP)) all dropped out of the 6% range to below 5%
last week.
Avita has been trending down all month while Myer has rallied post earnings result. So likely profit-taking in
one and short-covering in the other.
Freedom Foods went into a trading halt last June at $3.00 and came back on last week at 48c. A great
opportunity to close out longstanding shorts and head off to lunch.
No Movers & Shakers this week.
Weekly short positions as a percentage of market cap:
10%+
WEB 12.0
TGR 10.1
No changes
9.0-9.9
No stocks, no changes
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8.0-8.9%
FLT, ING
In: FLT, ING
7.0-7.9%
RSG, MTS
Out: FLT, ING, BVS
6.0-6.9%
IVC, JBH, TPW, A2M SSM
In: JBH, TPW

Out: SSM, FNP, AVH, MYR, BEN

5.0-5.9%
ALK, JBH, PNV, EOS, MP1, BGL, MSB, BEN, BVS, SSM
In: BVS, BEN, SSM, BGL

Out: JBH

Movers & Shakers
See above.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
ALL

0.1

0.2

MQG

0.6

0.7

ANZ

1.1

1.1

NAB

1.2

1.2

APT

2.1

1.4

NCM

0.4

0.4

BHP

3.8

3.7

RIO

0.3

0.3

BXB

0.2

0.2

TCL

0.6

0.7

CBA

0.6

0.7

TLS

0.3

0.3

COL

0.2

0.2

WBC

0.9

0.9

CSL

0.2

0.2

WES

0.5

0.5

FMG

0.6

0.6

WOW

0.2

0.3

GMG

0.2

0.2

WPL

0.7

0.8

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.
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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,
“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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CSL, The Answers
By Rudi Filapek-Vandyck, Editor FNArena
Since listing in June 1994, the performance of CSL ((CSL)) has been nothing but spectacular, with the stock
ultimately growing into the ASX200's largest constituent, beating the far more familiar household names of
CommBank and BHP Billiton.
It took the better part of the past 2.5 decades, but Australian investors eventually warmed to Australia's
largest and most successful biotech company, even though it never offered a genuine "yield" to get excited
about and the valuation never looked "cheap".
But CSL performed when others couldn't, and it kept on simply doing that, until the global pandemic and
calendar year 2020 arrived.
Just when it seemed nothing could ever possibly go wrong for Australia's number one business success story, it
somehow did.
While the Australian share market has enjoyed one of the strongest bull markets in living memory, the CSL
share price has sagged, clocking up its worst relative performance since the IPO 26 years ago.
Below is an attempt to explain the "why" behind this remarkable turn of events. More than a simple
company-specific expose, it might as well be treated as an informative and educational vivisection of the share
market in general, and the past twelve months specifically.
Answer #1: No More Buyers Left
Can an investment ever become too popular?
In overseas markets, particularly in the US, teams of quant analysts are regularly sifting through fund manager
statements, drawing up rankings for popular ownerships in an attempt to determine which stocks are
over-loved and which ones are temporarily under-owned. Such insights might prove pivotal when exploring the
next trading opportunity.
The situation of CSL in Australia is somewhat different.
For most of its ASX-listed existence, the stock did not feature prominently on many active funds managers'
radar. Too expensive, would be the standard response for a long while, in particular during the years of
Commodities Super Cycle and strong outperformance from the Big Four major banks.
And frankly, CSL as the topic of conversation among retail investors was simply non-existent. No yield. A high
valuation. A complex science and investment-based business model. Predominantly active in overseas markets.
Who in their right mind would possibly invest in it?
Meanwhile, CSL shares kept on rising through the local rankings. Member of the ASX200. Then followed the
ASX100, the ASX50, the ASX20, the Top10, the Top5.
Nothing grabs the attention of investors as much as a steady and persistent outperformance, and the fact CSL
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grew ever more important for the local index meant the business and its share price were consistently
outperforming the broader market, in particular near the top where it counts.
On my observation, things started to change in 2016, maybe 2017. Public conversation shifted from "expensive"
to "you pay up for quality" and more and more investors, both professional and retail, joined the fan club.
What helped growing enthusiasm was that CSL shares kept on keeping on. First past $100, then $200, and even
$300 was not a bridge too far.
By late 2019, a local survey among investors put CSL up as a must-own stock for the second year in a row. In
hindsight, it was then I started to feel a little less comfortable. But, of course, as soon as markets entered
2020 and the global pandemic hit, no such doubts seemed valid with the CSL share price, true to its form and
reputation, surging as high as $339.14.
What happens when everyone is on board with a guaranteed good thing? It means there are no logical buyers
left when money starts shifting elsewhere. So, when parts of the investment community started to
concentrate on greener pastures elsewhere, there was no money on the sideline waiting for the opportunity to
get in.
In fact, that money on the sideline last year was very much looking elsewhere because the opportunities to be
had were of the once-in-a-lifetime kind, leaving early safe havens and outperformers like CSL hanging high and
dry.
To answer today's first question: there most definitely is a danger with having convinced the last of the
sceptics, as share prices need a marginal buyer to provide natural support.
That marginal buyer was not around, or had other interests, when the CSL share price pulled back from its
all-time high last year.

Answer #2: It's All Relative
Most share market analysis focuses on company specific features (bottom up) or starts with a macro view (top
down), but both omit the fact that relativity is equally important in the share market, in particular during
times of extraordinary circumstances and a heavily polarised asset spectrum.
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Why would an investor buy into 4% yield when 5% is still on offer? Why buy into a stagnant business when
plenty of growth is around? Why hold on to a falling share price when so many others are trending upwards?
The rise of CSL's popularity stems to a large degree from the fact most old economy stalwarts on the ASX were
starting to be challenged in their growth path, and many local management teams (and boards) did not have a
ready-to-be-executed answer or response.
Yes, the past five years have thrown up multiple tech success stories including Afterpay, Altium and Xero
(sorry, New Zealand), as well as a2 Milk (sorry again), Lovisa Holdings, and Netwealth but at the top, where
most institutions allocate their funds, the Australian landscape gradually turned grey and bleak.
From banks to insurers, to property developers and shopping mall owners, not to mention energy companies,
utilities and miners; all revealed their weaknesses when confronted with a low growth, highly disruptive
environment and only a few large cap companies in Australia managed to offer sustainable, consistent and
reliable growth. CSL was one of those few.
As happens elsewhere: what becomes rare but remains in demand will receive a big reward. Hence the shift in
market attitude: CSL is not expensive, it's of rare quality, and that deserves a premium.
Of course, the Big Reward came about one year ago when most stocks in the market got smashed amidst panic,
forced selling and the threat of a global pandemic.
While low quality cyclicals, small caps and cash gobbling business models de-rated by -50% and more, shares
like CSL found new friends who pushed up the share price onto a new all-time high.
But now that dynamic has changed and those prior castaways are offering potential growth of 50% and more,
plus in some instances the return of shareholder dividends.
By now the over-ruling question has become: why holding on to a company that only offers little growth, with
no yield, while I can get both in spades elsewhere? Many investors don't spend five seconds thinking about it.
Answer #3: A Parasol Or An Umbrella?
The importance of relative comparisons is firmly backed up by history. In simple terms: when it rains
everybody starts looking for an umbrella, but as soon as the sun shines the race is on to secure an umbrella on
the beach.
CSL is a big, sturdy, dependable umbrella that keeps us dry during times of heavy weather, but it's not a
parasol.
Twelve years ago, when four years of synchronised global economic growth came to naught and disintegrated
into the Global Financial Crisis, CSL shares went into the quagmire priced in the mid-$30s. It came out the
other end at around the same level.
It was a truly astonishing result considering the broad market sank more than half in value, with banks and
resources stocks faring a lot worse.
However, 3.5 years later CSL shares were still battling to stay above $30. Nobody wants a high-quality
umbrella when the mindset is: let's go to the beach!
Answer #4: Aussie, Aussie, Aussie!
Sometimes the odds are stacked in your favour, and multiple narratives merge into one giant support for the
share price, and sometimes the exact opposite happens.
Once central bankers had found a way to pull the world out of the fraudulent mess created by the US financial
industry, global optimism was awakened and this pulled the Australian dollar to parity and beyond against the
greenback. AUD/USD at 1.13. Remember those days?
Those were also the days that local exporters and profits derived in foreign currencies had a giant mountain to
climb. No surprise, the local healthcare sector remained out of favour while the Aussie dollar enjoyed its
moment in the sun. Once AUD/USD had peaked in 2012, the CSL share price started moving upwards.
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Today's situation is not as extreme, but important nevertheless. AUD has quickly risen from below 0.60 to near
0.80. The move since the start of 2021 has been from circa 0.70 to, say, 0.77. That's a 10% increase. In three
months.
At its lowest point two weeks ago, the CSL share price was down in excess of -13% when measured from the
start of the calendar year.
Every analyst who has investigated historical correlations will confirm during times like these, CSL shares and
the Aussie are very much intertwined with each other, as direct opposites.
Answer #5: My Name Is Bond, Not 007
Never witnessed anything like it before. Ever. Such was the mood of veteran asset managers and professional
investors in late 2019.
Share markets, including here in Australia, had become gripped by extreme polarisation whereby winners kept
on winning and laggards never seemed to attract anything but temporary attention from investors.
The result was a valuation gap most had never witnessed in their active careers. Then came the dividend cuts
in Australia, followed by the global pandemic, and that relative valuation gap between winners and laggards
blew out further to an extent that could not possibly be sustained.
The elastic band between Growth and Value has narrowed considerably, as should be expected, but what
really got the momentum switch into acceleration was the advent of ready-to-use vaccines plus rising yields on
government bonds the world around.
Before long, the global narrative morphed into "inflation is coming". Investors buy protection through energy,
financials and cheaply valued cyclicals.
They reduce exposure to technology and highly priced quality and growth stocks. Again, CSL finds itself on the
wrong side of market momentum.
Answer #6: Covid Is Kryptonite
Very few contest the fact CSL is one of the most successful and best managed companies on the local bourse,
but just like Superman is weakened by Kryptonite, the covid-19 virus spreading throughout the USA still is
preventing donors from visiting plasma collection centres and this is weighing down the global plasma industry,
of which CSL remains the most efficient operator.
Because there is a lead time of approximately nine months, today's below-trend industry collection data will
weigh upon growth numbers in FY22. While nobody expects the current situation to remain in place forever,
the market is waiting for concrete evidence the industry is picking up.
CSL has the advantage of operating the world's second largest virus vaccine business, which is booming and
thus offering a natural offset, but investors understandably want to see improvement in the largest and core
part of the business.
Pre-covid, CSL was operating the largest and most efficient global network of collection centres while also
investing most in additional capacity, grabbing the lion share of annual industry growth, but these advantages
don't count for much when supply remains under pressure.
And so we wait. For the Biden administration to successfully roll out vaccines. For life without lockdowns. For
industry collection data to signal the worst is in the past, and growth in plasma collection is returning.
Answer #7: Fear Is Stronger Than Fact
Does anyone remember when Amazon was coming to Australian shores? And how did that work out for local
retailers such as JB Hi-Fi ((JBH)) and Harvey Norman ((HVN)), or for a direct local competitor such as
Kogan.com ((KGN))?
The most insightful answer probably comes from Booktopia ((BKG)) which listed late last year but would never
have been able to IPO in the year leading up to Amazon's arrival. Yet, here we are, with Booktopia reporting
record growth and with both company management and analysts forecasting ongoing strong growth numbers
for the years ahead.
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Admittedly, the Booktopia share price hasn't exactly performed strongly post the initial fresh listing
excitement, but there are many factors in play, and it remains early days yet to make any sort of firm
judgment.
Meanwhile, JB Hi-Fi shares recently set a fresh all-time record high, while Kogan shares did so last year, and
Harvey Norman -believe it or not- is finally closing in on the all-time high reached in 2007 (pre-GFC).
A similar fear has gripped parts of the investment community regarding a potential new class of drugs that
might impact on sales of immunoglobulin (Ig), which is the bread and butter for the likes of Grifols in Spain,
Takeda in Japan, Octapharma in Switzerland, and CSL in Australia.
Without getting lost in healthcare techno-lingo, US-based biotech argenx is currently trialling a FcRn drug for
Chronic Inflammatory Demyelinating Polyneuropathy (CIDP), and showing great promise. CIDP is a rare
condition with only 40,000 patients being treated annually, but it does account for circa US$3bn of the
US$12.8bn of global annual Ig sales. In other words: a highly successful argenx market entrance can potentially
put a big dent in the plasma industry's annual sales.
This is probably where the comparison with Amazon meets the reality of every day life inside hospitals and the
healthcare industry in general. For starters, argenx is currently the front runner for this new industry but,
assuming everything works out well from here onwards, a genuine competitive threat might not be seen until a
number of years from today.
A recent industry study by Credit Suisse gives a successful argenx FcRn product launch a 70% chance by 2025
with an estimated peak potential of US$1.2bn in annual sales years later. This remains less than half of the
current US$3bn in annual Ig sales that would be affected.
Not surprisingly, Credit Suisse analysts believe market fears about this new upcoming threat look "too
pessimistic". On Credit Suisse's assessment there is no shortage in demand, hence Ig lost to FcRn will simply
find a customer elsewhere.
Others have expressed similar views and forecasts, while not necessarily having conducted a similar survey of
US neurologists to produce an in-depth industry report in the same fashion as Credit Suisse did. Grifols' share
price since January 1st looks quite similar as CSL's.
argenx is not the sole competitor aiming to make an impact, not by the slightest. Takeda, and others, have
been cranking up competition in so-called Specialty Products; high margin, strongly growing market segments.
Local analysts, in response, have been scaling back their growth projections for CSL in coming years.
The bottom line remains the same, however, and this is that CSL will very much continue growing its business,
profits and dividends in the years ahead, occasionally impacted or interrupted by external factors such as
currencies, government policies and competition.
Which is why I believe last week's upgrade to Outperform with a twelve months price target of $315 might
prove quite the pivotal event for shareholders and investors in the company.
Following their recent industry study, Credit Suisse analysts have positioned their CSL EPS forecast for FY22
-11% below market consensus, but still decided to upgrade the stock.
The difference, say the analysts, between a base case scenario for Ig sales and the bear case scenario is
between 10% growth per annum and 7% growth per annum between 2025-2030.
Credit Suisse's updated projections imply CSL will report negative EPS growth in FY22, followed up by a strong,
double-digit rebound in FY23. History suggests such an outcome looks but plausible. But as today's expose
shows, it ain't the only factor impacting on the share price, not by a long stretch.
Research To Download
Recent research reports by Research as a Service (RaaS) that can be downloaded:
-Stealth Global Holdings ((SGI)):
https://www.fnarena.com/downloadfile.php?p=w&n=D6311338-B76B-59BC-36F8578D08B8D850
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-Rent.com.au ((RNT)):
https://www.fnarena.com/downloadfile.php?p=w&n=D6493443-E334-736F-3D4B77ADAA0C0CA2
-Amaero International ((3DA)):
https://www.fnarena.com/downloadfile.php?p=w&n=D65174F7-D468-1E25-5592798BB643BC3E
(This story was written on Monday 29th March, 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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