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INTERNATIONAL

Global Corporate Debt Is Shrinking
Strong profits have driven a decline in global corporate debt for the first year since 2015, leaving opportunity
for investors in the bond market as bond prices decline.
-Global corporate debt declined -1.9% in FY22, while domestic corporate debt declined -21.5%
-Record profits provided opportunity to minimise debt, with energy and mining major beneficiaries
-Opportunity exists for investors in the bond market with prices declining
By Danielle Austin
Strong operating profits in the last year have provided companies an opportunity to pay down debt, with global
corporate debt declining -1.9% to US$8.15trn in the last twelve months as a result. Analysis from Janus
Henderson highlights this marks the first decline in global corporate debt since 2015, with the trend expected
to continue.
Global corporate profits rose 51.4% to a record $3.36trn, buoyed by demand pent up during pandemic
restrictions, but Janus Henderson believes there is still opportunity for further debt reduction in the short
term, anticipating companies to operate more conservatively in the year ahead amid higher costs and a slowing
economy.
The analysts predict global corporate debt will fall an additional -3.3%, or -US$270bn, bringing debt to
US$7.9trn by this time next year.
The sizeable cash flow generated in the last year provided fodder for not only debt reduction, but also capital
expenditure, record dividends and share buy backs. During the year 51% of companies globally reduced debt,
with the remaining 49% increasing debt, but the Janus Henderson analysts highlight debt increases were often
to fund buyback programs or acquisitions.
Globally, elevated energy prices and a strong year-on-year US$412bn operating profit rebound saw the energy
sector deliver the largest net debt decline. The strong year allowed the sector to achieve a -US$155bn
borrowings decline, wiping out the additional debt taken on during FY20 and FY21 and closing out the year
with the sector’s lowest leverage since 2014.
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Mining sector drives home domestic debt reduction
Closer to home, declines in domestic corporate debt in the last year significantly exceeded the global average.
Driven by a cash flow injection from the mining sector, domestic corporate debt declined to its lowest level in
eight years, dropping -21.5% in the last twelve months.
While mining company BHP Group ((BHP)) singularly accounted for two-fifths of national corporate debt
reduction, 80% of Australian companies included in the Janus Henderson Corporate Debt Index repaid debt
during the year.
Globally, elevated cash flows in the year past allowed the mining sector to reduce its debt almost -25%
year-on-year given record cash positions across the industry.

Opportunity for investors in
bond yields
For investors, movements in corporate debt levels offer opportunity in bond markets. The Janus Henderson
analysts note the cost of new bonds have increased to price in rising inflation and expected further rate hikes
ahead, and alongside fast rising corporate bond yields have driven companies to respond by redeeming bonds.
This has seen the value of bonds decline -US$115bn since May 2021, driving better prices that offer opportunity
for investors. For investors, the Janus Henderson analysts prefer lower risk options in defensive sectors, taking
into consideration the significant headwinds facing most sectors at the moment, but note the importance of
being selective given different companies within the same sector face different challenges.
The analysts highlight while both the energy and mining sectors were able to drive down debt in the year past,
4

The analysts highlight while both the energy and mining sectors were able to drive down debt in the year past,
utilities reported a large increase in debt levels amid pressures in the energy market and necessary investment
to support an ongoing energy transition.
With the cash sector remaining cash generative, Janus Henderson expects oil and gas producers will be able to
further reduce debt levels, while slower economic growth will likely see caution dominate in other sectors.
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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AUSTRALIA

Benefits In View For Radiology AI Adopters
After a huge step up in funding over the last three years, artificial intelligence in radiology may be approaching
adoption.
-Integration of AI in radiology has made leaps and bounds amid accelerated investment
-Algorithms support efficiency and accuracy of diagnosis
-Radiologists with development partnerships stand to benefit from short-term efficiencies and longer-term
market gains
By Danielle Austin
While it has taken some time for AI to secure a foothold in the radiology sector, with the technology largely
underperforming initial expectations to date, analysts from Goldman Sachs have highlighted ongoing
investment into the technology has accelerated progress, with revenue generation now on the horizon for the
technology.
Funding for AI in radiology quadrupled in 2018-2021, compared to spending in the preceding three years, has
seen the sector make huge strides forwards in recent years. There are now more than 190 AI algorithms
approved by the FDA, and the industry is highly competitive with more than 200 independent software vendors
vying for share in a market Goldman Sachs is estimating to be worth US$18-25bn, with growth potential
offering substantial further upside.
The broker highlights to date these algorithms do not seek to replace the need for radiologists, but rather
improve or support the efficiency and accuracy of the diagnosis process. Approved algorithms are focused on
improving measurement and image processing, workflow management and visualisation, but the broker sees
potential for further use of AI technology in retrieving patient information and relevant medical information.
The Goldman Sachs analysts also expect productivity improvements that can be achieved in the near- to
mid-term will be able to help mitigate a growing shortage of radiologists and pathologists.
With Australian radiology providers likely to benefit from AI adoption, a number have established development
partnerships, including Integral Diagnostics ((IDX)) with Medica, Healius ((HLS)) with Qure.ai, and Sonic
Healthcare ((SHL)) with harrison.ai. Goldman Sachs notes these relationships provide the AI developers access
to data and feedback to support the creation of algorithms, but also incentivises radiology providers to adopt
the technology.
The broker anticipates clinical benefits for these companies will accrue over time, but given a lack of detail
around the commercialisation strategies of many of these relationships notes it is difficult to predict how an
eventual allocation of gains will play out.
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Australian listed stocks set to benefit
The analysts from Goldman Sachs identified Pro Medicus ((PME)) as the best placed stock to benefit from the
emerging trend of AI in radiology, within the broker’s coverage.
Not only is medical imaging software provider Pro Medicus now generating revenue from its breast density AI
algorithm, it is working to commercialise further AI and continues to work with academic institutions and third
party vendors to develop AI for radiology, which will be hosted through the company’s Visage suite. The
Goldman Sachs analysts note this integration with its Visage platform makes Pro Medicus better positioned than
peers to commercialise AI, and recognises the long-term growth opportunity this could present to the company.
Beyond its AI efforts, the company has maintained steady contract wins and renewed long-standing customers
on favourable terms. While Goldman Sachs has long carried a Sell rating on Pro Medicus because of its higher
share price, the broker has upgraded to a Neutral rating, finding the stock now presents a better risk-reward
balance.
Even more positive is Wilsons, which reiterated an Overweight rating on the stock in June following the
company’s announcement of contract renewals for the Visage platform with both Sutter Health and Wellspan
Health, worth a combined minimum value of $47m. The analysts from Wilsons highlighted renewal pricing
represented a sizeable 67% upside to initial contracts signed in 2014, but also that the long-term contract
renewals, 7-years and 5-years respectively, are a positive sign for the company’s continuing US expansion
campaign.
Elsewhere in the sector, Integral Diagnostics has formed a development partnership with Medica and formed
the MedX! Joint venture. Goldman Sachs carries a Buy rating for Integral Diagnostics.
Analysts from Macquarie recently moved to a Neutral rating on Integral Diagnostics, from a previous
Outperform, accounting for subdued near-term revenue and higher costs for the company. The broker noted
recent acquisitions, including Peloton Radiology, Exact and Horizon, look to provide mid-single digit accretion
in the outer years of its forecast range.
Healius partnered with start-up Qure.ai in mid-2021, initially to integrate the company’s AI solutions into
Healius’ chest x-ray technology. Goldman Sachs carries a Neutral rating for Healius.
The Credit Suisse analysts are also Neutral rated on Healius, and in a wider look at the domestic healthcare
system note Australia’s post-covid volume recovery lags international markets. The broker highlighted staff
shortages and increased uptake in telehealth appointments as key drivers of the trend.
Sonic Healthcare is not only partnered with harrison.ai, whose medical imaging software facilitates AI models
to improve efficiency and accuracy of diagnosis, but holds a 20% stake in the company and formed the
franklin.ai joint venture. Goldman Sachs carries a Neutral rating for Sonic Healthcare.
7

Morgan Stanley, updating on Sonic Healthcare in early July, reiterated that the company remains its top pick
for domestic health services, noting data from Medicare may suggest early signs of recovery across the
diagnostic imaging sector. The broker feels Sonic Healthcare offers superior valuation compared to other
large-cap healthcare stocks. The broker is Overweight rated on Sonic Healthcare.
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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No Quick End To Outflows At Magellan
Outflows continue at Magellan Financial amid weak markets. With further outflows likely ahead, analysts
continue to wait for performance improvement before considering a more positive outlook on the stock.
-Outflows from Magellan Financial continue in the fourth quarter
-Flows of -$5.2bn did demonstrate improvement on third quarter outflows
-Risk remains for further outflows given $17bn global equity funds under management
By Danielle Austin
Another quarter of outflows has been reported by Magellan Financial ((MFG)), as weak markets impacted on
funds under management. The company reported outflows of -$5.2bn for the quarter, but the result was a
notable improvement on the -$18.bn outflows reported for the March quarter.
Fourth quarter flows, comprised of -$1.7bn in retail outflows and -$3.5bn in institutional outflows, drove the
company’s annualised outflow rate to -30%, and saw the company close out the year with funds under
management of $61.3bn.
It was noted a 160-basis points outperformance by the Global Fund in June supported a small funds under
management beat, which was offset by larger net outflows moving into FY23.
For investors, the question remains whether Magellan Financial’s current valuation captures potential further
downside for the company.

Risk of further outflows remains
With $17bn remaining of Magellan Financial’s global equities funds under management and $16bn remaining of
retail funds under management, analysts noted sizeable risk remains for the company to lose further funds
through outflows.
Analysts highlighted global equities funds are at greater near-term risk of outflow, but retail funds, while likely
9

stickier, are still expected to see sizeable outflows.
With four of FNArena’s database brokers updating on Magellan following the release of fourth quarter results,
the analysts across these brokerages were largely in agreement that improved performance would need to be
evident to support a more positive outlook on the stock. Two of these brokers are equivalent Neutral rated and
two are equivalent Sell rated, while between them the brokers carry an average target price of $11.43.
Macquarie estimates outflows equated to -$1.2bn in April, -$2.5bn in May and -$1.5bn in June. Not only does
the broker anticipate outflows will reach -$10.2bn in the next financial year, with an expected -$4.8bn in the
first quarter, it sees further potential downside to forecasts.
The broker has adjusted its earnings per share forecasts -2.1% for FY22 and -10.2% for FY23, and -10.0% for the
years following, attributing the declines to lower performance fees and expected funds under management
declines driven by market movements.
Importantly for investors, the Macquarie analysts find the downside to Magellan’s outlook is already captured
in the current share price following a recent de-rating. Macquarie is Neutral rated with a target price of $11.50.
Magellan Financial’s funds under management as at the end of the fourth quarter were a miss on Morgan
Stanley’s expectations, but the broker acknowledges that performance not only improved in the quarter, but
longer-term performance also looks to be improving.
The Morgan Stanley analysts also noted distributions of $0.4bn for July were in-line with forecast. Morgan
Stanley is Underweight rated and holds a target price of $11.00.
Fourth quarter outflows were slightly worse than Credit Suisse analysts had predicted, but this broker has
highlighted sizeable risk remains to Magellan Financial’s retained funds under management. Credit Suisse is
estimating global equities outflows of -$8.5bn in FY23, as well as retail fund outflows of -$5.0bn.
Credit Suisse anticipates catalysts will continue to be negative in the near-term and drive ongoing outflows,
and fund performance improvement would be necessary for the broker to take a more positive outlook on the
stock. Credit Suisse remains Neutral rated, while its reduced target price of $12.00 was largely attributed to
its updated sum of the parts valuation.
Noting that Magellan Financial’s funds under management position declined -8% during the period, and
updating forecasts to account for fourth quarter results, Ord Minnett has lifted its expected outflows in the
coming financial year by $5bn. The broker is now forecasting the company will deliver outflows of -$12bn in
FY23, representing its more cautious view on the year ahead.
Ord Minnett highlighted it is yet to see evidence of sustained improvement in flows, or of a return to inflows,
and that it remains concerned about the impact of pricing pressure in a competitive environment on flows. Ord
Minnett is Lighten rated with a target price of $11.20.
The lowest target price, on our observation, is now Jarden's with its previous target of $10.10 lowered to
$9.75. No surprise thus, Jarden, not part of the core seven brokers monitored daily by FNArena, has an
Underweight rating for the stock, which in easy stockbrokers lingo is equivalent to Sell.
Jarden too sees continued material outflows colouring the asset manager's outlook and without any immediate
plans to reset costs for operating the business. The one positive remark made in Jarden's latest update is it
believes the majority of sizeable institutional outflows are now in the past.
Still, a further -$8.2bn in institutional outflows is anticipated for FY23, equal to circa -21% of institutional
funds under management.
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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Material Matters: Copper, Aluminium, Iron
Ore, Lithium & Bauxite
A glance through the latest expert views and predictions about commodities: Recession scenarios for
aluminium, copper and iron ore; preferred ASX lithium stocks and one small-cap bauxite stock.
-Copper to fare worst under Credit Suisse recession analysis
-Iron ore less exposed than industrial metals
-A material fall for lithium prices?
-Australian bauxite exports set to prosper
-Shaw and Partners identifies one small-cap bauxite stock
By Mark Woodruff
Recession scenarios for copper, aluminium and iron ore
After analysing the impact of a recession upon commodities, Credit Suisse concludes copper and aluminium
prices would both feel the negative impact.
While aluminium prices may already be near lows and could find support from both constrained supply and
higher energy/input costs, the broker sees potential for copper prices to fall for a longer period, due to a new
wave of supply coming onboard.
The broker remains constructive on iron ore and is also positive on coal prices in the event of a recession, with
elevated thermal coal prices from the ongoing global energy crises providing a floor.
In recessionary times, Morgan Stanley also notes that iron ore is less exposed compared to other industrial
metals that are more susceptible to consumer-focused end-markets.
A positive view on coal prices means analysts at Credit Suisse see more resilience for BHP Group ((BHP))
compared to Rio Tinto ((RIO)); the latter would be weighed down by its aluminium exposure.
While Fortescue Metals Group ((FMG)) would benefit from its lack of base metals exposure, it would fare the
worst by comparison to the major miners in a downside scenario for iron ore prices, explains the broker.
Stepping away from these scenarios, Credit Suisse cites China’s determination to accelerate infrastructure
spending to reach its GDP goal as part support for a recovery in iron ore prices into 2023. Low iron ore port
inventory levels are also expected to provide support.
For the second half of 2022, Morgan Stanley sees some downside risk for the iron ore price during the usually
quiet summer months in China for steel end-use demand. There are already signs of a looser iron ore market,
with Chinese port inventories building up last week for the first time since mid-February.
Also, current crude steel output in China is on-track to overshoot the National Development and Reform
Commission’s (NDRC) objective to reduce the country’s full-year steel production, explains the broker. As a
result, the NDRC is expected to pursue production curbs in the second half of the year, with the aim to
prioritise quality over quantity.
However, Morgan Stanley expects a return of price support by autumn in China, due to a higher marginal cost
of supply and a recovery in China's steel margins.
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A material fall for lithium prices?
Credit Suisse sees a risk that the lithium market could return to balance (or even oversupply) in 2023 with the
advent of new supply and the prospect of a global economic slowdown lowering electric vehicle demand. It’s
thought this outcome could result in a material fall for lithium prices, with a potential overshoot to the
downside.
As a result, the broker remains Neutral rated for Allkem ((AKE)) and Pilbara Minerals ((PLS)) and reduces their
12-month target prices.
It’s estimated Pilbara Minerals is most at risk in a downturn versus peers (as margins may migrate downstream)
and the target falls to $2.40 from $3.00, though capital management upside may attract yield investors.
Allkem is preferred for a greater chemicals exposure. Allkem's target falls to $11.00 from $14.70. Target prices
are also reduced because Credit Suisse adopts an increased weighted average cost of capital to better reflect
rising interest rates and increased volatility.
The analysts remain positive on Outperform-rated Mineral Resources ((MIN)), which has iron ore and lithium
exposure, due to numerous potentially positive catalysts over the next 12 months. It’s felt material volume
growth from the Wodgina project, to be sold into a still buoyant lithium market, provides a solid hedge for
prices.
Macquarie agrees and keeps Mineral Resources as one of its preferred stocks in the broader Resources sector,
though disagrees on the outlook for Pilbara Minerals. Along with IGO Ltd ((IGO)), Pilbara Minerals is considered
a preferred Australian producer of lithium, and both are assigned an Outperform rating.
The broker also likes Outperform-rated Allkem (price target $17.00) for its unique exposure to lithium brine in
South America and spodumene production in Australia.
Macquarie’s overall positive view on lithium is underpinned by solid recent prices, which appear to be
unaffected by market concerns around costs and downstream demand.
The bauxite market
Shaw and Partners believes Australian exporters of bauxite are well placed to benefit both in terms of
volume and potentially higher prices.
While China was the world’s largest producer of bauxite in 2018, the country begun to exhaust its reserves of
quality bauxite, much the same way as it did with iron ore in the 2000’s.
Bauxite is a naturally occurring material which is predominantly used as a feedstock for the manufacture of
alumina, which in turn is predominantly used to produce aluminium.
There has been growth in alumina refining capacity in China and a decline in domestic production, explain the
analysts, and the country has now emerged as the largest importer of bauxite (140Mt in 2022). There are three
major exporters of bauxite to China; Guinea (around 85Mt), Indonesia (15Mt) and Australia (30Mt).
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Over the next decade, the broker expects the bauxite market to tighten as Chinese imports increase and
Guinea remains under a transitionary military-led government. In addition, it’s thought Indonesia will soon halt
bauxite exports, as was the case for the period from January 2014 to January 2017.
While production continues in Guinea, Chinese money has paid for most of the country’s bauxite development,
and additional investment is uncertain in the current political climate, suggest the analysts.
With this attractive demand/supply backdrop, Shaw and Partners draws attention to Buy-rated Metro Mining
((MMI)), which recently outlined a low-risk pathway to increase the capacity of its Bauxite Hills operation (in
far North Queensland) to 7Mt from 4Mt.
Volumes are locked in (much at fixed pricing) and 90% of freight costs are fixed for the next two years at
attractive rates, suggest the analysts. It’s felt the market is under-estimating how de-risked the company now
is, following two difficult years.
At the close of trade yesterday (July 11), shares in Metro Mining were trading at 2.2cps. Shaw and Partners has
a Buy rating for the company with a 12-month target price of 8cps.
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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Chile Wants Higher Taxes For Copper Miners
New tax reforms in Chile have the potential to weigh upon earnings for some ASX-listed copper miners.
-Higher proposed taxes for copper miners in Chile
-Goldman Sachs sees largest impact for BHP Group
-Scenario analysis for three ASX-listed miners
-Impact on new investment decisions
By Mark Woodruff
A tax reform package proposed by Chile’s Finance Minister on July 1 includes higher taxes for copper
producers, to be implemented at the beginning of 2024.
While the newly proposed system remains subject to changes, Goldman Sachs believes the likelihood of a
royalty replacing the current mining profits tax is high. The broker doesn’t currently incorporate these changes
into forecasts, though runs a scenario analysis for major Australian miners operating in Chile.
The largest potential negative impact relates to BHP Group ((BHP)), the analysis suggests. The Big Australian
has exposure via the Spence copper project and its 57.5% interest in the Escondida copper mine. Rio Tinto
((RIO)) also owns 30% of Escondida, while South32 ((S32)) has a 45% interest in the Sierra Gorda copper mine in
Chile.
The existing mining profit tax results in an overall effective tax rate of 5%-14%, in addition to the corporate tax
rate of 27%. Also, several tax stability agreements were signed between mining companies and the Chilean
state, dating back over a decade in some cases. These include an exemption from new taxes and royalties,
though Goldman Sachs notes around 50% of these agreements with foreign companies expire in 2023.
Given these stability agreements, even if the bill were to be approved in its current form, the broker doesn’t
expect any material negative EPS impact for Australia miners until 2024.
Under the new proposals, companies producing between 50-200ktpa of copper will pay a royalty/tax of 1%-2%.
A rate of 1%-4% will apply to those companies producing above 200ktpa, with an additional tiered royalty rate
of 2%-32% on profits when copper prices are in the range of US$2-5/lb.
Highlighting the moveable-feast nature of the tax reform package, Morgan Stanley points to changes since July
1 to the Royalty bill by Chile’s Senate. It’s thought these latest changes will only come as an incremental
negative surprise for Chilean-exposed equities.
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Scenario analysis by company
For BHP Group, Goldman Sachs estimates a possible negative EPS impact of around -10% from FY25, as the
Escondida stability agreement expires at the end of 2023. An around -10% decline in net asset value (NAV) is
expected, based on the broker’s long run copper price forecast of US$4.1/lb.
A -5% EPS decline is expected for Rio Tinto from FY24 and a NAV impact of around -4% from a reduction in
longer-dated cash flows from Escondida.
Taking into account the most recent Royalty bill changes in the Chilean senate, Morgan Stanley estimates an
around -1% erosion to attributable net present value, based on a long-term copper price scenario of
US$3.50/lb. Assuming a more bullish US$4.5/lb scenario, the impact would rise to circa -2%.
Goldman Sachs sees a minor EPS impact until FY29 for South32, as the Sierra Gorda tax stability agreement
expires at the end of 2028. It’s believed any significant NAV impact is mitigated by an agreement with
Sumitomo for a tax indemnity in relation to potential changes in the Chilean tax regime that is enacted prior
to 31 December 2025, up to an agreed cap.
South32 negotiated the purchase of its interest in Sierra Gorda with Sumitomo last year for a price tag of
$2.05bn.
Impact of new proposals on investment decisions
At best, Macquarie believes the new proposal will cause delays to project approvals. At the very worst it would
stop investments from going ahead, unless a tax stability agreement is already in place.
As the global project pipeline is heavily weighted towards Chile, the broker estimates a halt in investment
would result in the removal of such material tonnage as to require a higher long-term incentive price to
motivate projects.
Goldman Sachs also sees possible delays in project approvals until well into 2023. This especially applies to BHP
Group, with possible development timeline risks to the company's around US$20bn copper pipeline, more than
half of which relates to Chile.
The proposed mining royalty could also impact future investments at Escondida, explain the analysts,
impacting upon both BHP Group and Rio Tinto.
As South32’s Sierra Gorda project has a tax stability agreement to the end of 2028, Goldman Sachs believes the
company could likely push ahead with the fourth milling line, for which a feasibility study is due in mid-2022.
Conclusion
While Morgan Stanley expects the market to react negatively toward global copper miners that have a
15

substantial Chile footprint, more confirmation is awaited on exact fiscal terms.
There is also potential for further modifications as the Royalty bill returns to Chile’s Lower House and then to
the President.
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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ESG FOCUS

ESG Focus: Keeping The Bastards Honest
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
ESG Focus: Keeping The Bastards Honest
Big capital is shifting from the carrot to the stick as it prepares to wheel out ESG litigation, which is set to
become a new investment opportunity – an asset class in its own right.
-SEC to mandate on climate disclosure by year-end
-ESG litigation may be a route to profit and a market hedge
-Impact investors eye the litigation opportunity
-Auditors and lawyers prepare for the banquet
-Real estate and low-carbon markets come into focus
By Sarah Mills
The founder of the Australian Democrats, Don Chipp, coined the phrase “keep the bastards honest” in 1980 to
describe the party’s mandate.
It was a pledge which would propel it to become Australia’s third major party and a cogent political force in
the Australian Senate.
But in 2000, the party fell on its sword and dishonoured its core branding by passing the goods and services tax
(GST) in clear contradiction to its mandate and the will of the people. The Australian Democrats evaporated
into political history virtually overnight.
The party had no mechanism to keep itself honest.
It was a timeless and salutary lesson that applies equally to ESG.
Without a “keep the bastards honest” mechanism, the green transition too could crumble, but the founding
fathers of ESG foresaw this and wrote one into the transition blueprint - litigation.
Litigation, once a David versus Goliath struggle between small interests and corporations, is about to become a
battle of the Titans as global hedge funds and asset managers move to protect their assets and build new
revenue sources. It's Greed versus Greed.
The stakes are high and rising.
Bloomberg Intelligence says ESG investments are forecast to rise to US$50trn by 2025, compared with roughly
US$40trn at the end of June 30, 2022.
Many are forecasting ESG litigation could be the next blow to strike markets as big capital shifts from the
carrot (of rewarding compliance with capital), to the stick.
Many others are considering it a lucrative investment opportunity and market hedge.
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A Friendly Heads Up
Calvert’s Executive Vice President Chief Responsible Investment John Wilson was visiting Australia recently.
He has the distinction of being a member of the US Sustainability Accounting Standards Board, which is
establishing the ESG metrics that US companies will be mandated to report upon in their 10K annual filing
reports.
Wilson says it isn’t quite time to nail down a universal international ESG standard yet, but he offered a friendly
reminder that the US Securities Exchange Commission (SEC) is expected to mandate emissions reporting for US
companies at the end of this year.
The upshot, he says, will be litigation.
Nuts and bolts of the SEC legislation
Under the mandate, all US publicly-traded companies will be required to describe on the Form 10K their
governance and strategy towards climate risk and their plan to achieve any target they have set.
They will be required to disclose Scope 1 (their own emissions) and Scope 2 (their energy emissions) targets and
gain independent verification for carbon emissions estimates.
Reporting on Scope 3 emissions is a different kettle of fish.
Not all publicly-traded companies will have to report on Scope 3 emissions - only companies who have already
set goals and are reporting on Scope 3 metrics will be held accountable. Scope 3 disclosure will be phased in
subject to safe harbor protections and will not be required of smaller companies.
Still, reporting on Scope 1 and Scope 2 emissions is a mammoth task in itself.
Wilson says the global auditing community is readying itself for the mandate, (more on that later).
And the lawyers are sharpening their knives.
ESG To Supercharge Litigation Funds
Litigation funds are designed to address the structural problems of capitalist systems.
“One way to deliver shareholder value is to cut corners and hide behind balance sheets and lawyers, which is
an unfortunate consequence of business in the 21st century,” notes Edward Truant CEO of Slingshot Capital Inc.
“This is particularly the case when the cost of litigation pales in comparison to its advantages and it can be
highly inefficient.”
But as the “S” in ESG takes centre stage in investors' mandates, and as the world’s investment powerhouses
face material losses from corporate ESG failures, investors are seeking new ways to protect their investments,
hedge their exposures, and find new avenues of profit.
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Litigation funds ticks all three boxes.
ESG Litigation – A Route To Profit
And the big guns are starting to mosy on up to the ESG OK Corral.
Investors everywhere, from asset managers to hedge funds are recognising the profitability and power of ESG
litigation in the global transition.
With US$50trn at stake, the legal spoils are expected to be considerable.
The Hedge Fund Journal says hedge funds may approach ESG breaches in two ways:
-consider taking short positions in issuers they suspect of misstating ESG disclosures; or
-seek to recover through litigation monies lost in long positions through misstatements.
“Should funds wish to litigate on this basis, specialist third-party funders are likely to be keen to underwrite
the claims,” notes the journal.
Listed litigation funds are already eyeing the lucrative market.
Burford is considered the world’s largest litigation fund, it is publicly listed with a market capitalisation of
roughly $4bn according to Bloomberg Law.
Another big-hitter is Harbour Litigation Fund the world’s largest privately owned litigation funder, which
gained $1.541bn through third-party capital raised and claims a 76% success rate on its website.
Closer to home, Omni Bridgeway ((OBL)) is a publicly listed company on the ASX and boasts a market-cap of
roughly $1bn.
Investment in such companies offers a natural hedge, and it is likely more ESG litigation funds will list to
attract the growing pool of capital.
ESG litigation encompasses human rights, environmental protection, climate change, equality, indigenous
rights, and other critical causes.
Observers also see the litigation funding theme playing out in the tech sector and offering support for small
providers against large customers who steal intellect property, in a bid to encourage innovation during the
transition.
Already, specific subsets of ESG are attracting attention.
For example, Burford has established its “Equity Project” which has been “designed to close the gender gap in
law by providing an economic incentive for change through a $50m capital pool earmarked for [litigation
finance matters] led by women".
ESG Litigation and Impact Investment
Slingshot Capital’s Truant expects ESG litigation will become a new asset class.
While the Litigation Finance Journal notes the industry has yet to establish itself as such, it is definitely
considered a key component to the emerging ESG asset class of impact investing, and is likely to position itself
as such.
“Make no mistake, litigation finance is impact investing!” states the journal.
“Litigation finance is instrumental in driving societal, environmental and governance change.”
This is a key distinction, given experts expect impact investors may enjoy greater recourse in the courts, which
we discuss further below, and attract greater capital.
When assessing a litigation fund, the Litigation Finance Journal suggests that investors look beyond returns
generated by litigation to the social and environmental impact lens of the fund, as this will determine the
amount of capital it attracts and its defensive characteristics.
The journal says ESG litigation funds (and many funds that include standard ESG issues) should be classified as
impact investing for the purposes of portfolio allocation as discussed here.
Truant agrees.
“Every single wealth management firm, including Blackrock, Morgan Stanley and UBS … have recognised that
making a difference is becoming increasingly important to the investor community,” says Truant.
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“So for a nascent industry looking to ‘stand out from the crowd’ and given the demand for impact investing
and the inherent societal benefits associated with its service offering, the industry is best served by ensuring
litigation finance is included in the impact investing conversation.”
World’s First Listed ESG Litigation Fund Hits The Market
This month, Aristata Capital secured GBP40m of capital in its initial closing for its first impact litigation fund
(impact-investing is an ESG asset class), Aristata Impact Litigation Fund (AILF 1).
The fund was anchored by The Soros Economic Development Fund; Capricorn Investment Group’s Sustainable
Investors Fund; and several foundations and family offices.
Aristata Impact aims to have a hard cap of GBP100m.
Litigation Finance Insider notes the fund aims to deliver “above-market, uncorrelated returns from
investments in commercial litigation”.
Impact Investors May Have The Advantage
Pundits believe that ESG litigation may be more successful in the impact-investing context.
According to the Global Investment Network, impact investments comprise $230bn in assets under
management globally and JP Morgan expects this to rise to $1trn by the decade’s end.
The Hedge Fund Journal notes that traditionally “reliance has proved a difficult hurdle in courts but says it
may prove simpler to evidence where an investor is bound by a mandate to invest only in a sustainable
business.”
This is the market that the Aristata fund is targeting.
“Aristata is proving that investors don’t have to choose between achieving financial returns and driving social
and environmental impact,” said Rob Ryan, CEO of Aristata Capital in a recent press release.
“Our impact focus is a powerful competitive advantage ... (which) will drive attractive and competitive returns
for our investors in a new market segment, while also enabling us to carry out our mission of closing the
justice gap in commercial litigation where the system favours commercial strength and penalizes those
without.”
According to Litigation Finance Insider, Aristata aims to “produce significant and measurable impact across a
global portfolio of claims, including human rights, environmental protection, climate change, equality,
indigenous rights, and a range of other critical causes while still providing investors with above market,
uncorrelated returns from investments in commercial litigation.
Auditors Rubbing Their Hands And Watching Their Backs
Calvert’s Wilson notes that the global auditing community has been preparing for the introduction of the SEC
rules.
On the one hand, new disclosure mandates offer a windfall of work via third-party verification. On the other,
they pose legal risks.
The Big Four accounting firms are already separating their audit divisions out from their consulting divisions, to
avoid accusations of conflict of interest, ahead of regulation.
In the UK, the Financial Reporting Council set a deadline of June 2024 for the Big Four accounting firms to
separate their audit practices from the rest of their operations to avoid conflicts of interest, although reforms
have supposedly been watered down or delayed.
The SEC has also initiated a review of potential consulting conflicts, and in Asia, the Securities and Futures
Commissions and Hong Kong Monetary Authority have also been touting the need for more transparency on ESG.
The Wall Street Journal quotes SEC Enforcement Director Gurbir Grewal as saying:
“You will see that we will have a firm commitment moving forward to continue to target deficient auditing by
auditors, auditor independence cases and earnings management.”
But analysts believe separation should be worth the Big 4’s while, freeing them to move into the independent
verification market for banks and other financial institutions.
Supercharging Real-Estate And Low-Carbon Markets
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Fortune Magazine argues in a recent article that the threat of disclosure and litigation is likely to supercharge
real-estate decarbonisation and low-carbon markets.
“There are implications for the larger business community and real estate, one of the most significant
contributors to greenhouse gas emissions,” says the article.
Real estate generates at least 40% of global emissions, with the United Nations Environment Programme
estimating it is the world’s largest contributor to greenhouse gases.
“The real-estate sector must quickly adopt new practices to create the impact at scale to fast-track
decarbonisation efforts by 2030,” says Fortune.
The real-estate sector has largely been flying under the radar as investors have focused on utilities and energy
production, but that is about to change.
In March, The SEC has called for real-estate investment trusts (REITs) to report on Scope 1, Scope 2, and Scope
3 emissions almost immediately.
In some good news for Australia, Australian REITs are leading world in decarbonisation, according to Credit
Suisse. Now they just have to maintain the lead.
Meanwhile, pressure is on tenants to be transparent about their energy consumption, which should also lead to
retrofits and the use of new materials.
Push back from US investors
The SEC’s plans to mandate disclosure by year end are not popular within many quarters of the US business
fraternity, which are baulking at the cost.
According to the SustainAbility Institute and ERM, companies that voluntarily report on the risks from climate
change pay on average $677,000 a year to gather the data.
Bloomberg says business groups backed by Republican legislators question the SEC’s foundation-stone assertion
that carbon emissions is a “material” fact that should be declared in corporate financial statements.
Whether this will result in a legal stoush that tests the science surrounding climate change has yet to be seen.
A Case Of Diminishing Returns?
Many also question whether ESG litigation will be a viable long-term investment.
They argue that a few unsuccessful court cases will cause the corporate sector to pull its head in and toe the
line, resulting in a big reduction in the current business opportunity.
Slingshot Capital’s Truant disagrees.
“[It is true] I can’t think of another asset class that is more impactful than litigation finance in terms of
seeking justice and ensuring the companies and individuals that have been damaged at the expense of
another’s actions are compensated,” says Truant.
“If litigation finance as an industry is successful, then taken to its logical conclusion, there is scenario where
litigation finance is so effective that it changes the way in which corporations make decisions as they strive to
ensure that their decisions are not adversely and illegally damaging other businesses and thereby diminishing
the need for litigation finance altogether.”
But: “Call me a skeptic, but I don’t believe human behaviour, regardless of incentives, will ever change that
significantly, and so I am going to continue to invest in litigation finance.”
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Second Half Equity Strategy
Various institutions provide their outlooks for inflation, monetary policy and commodity prices and offer
portfolio recommendations to counter current risks.
-Recession or no recession?
-How to protect against stagflation
-Local equity preferences
-A wider view of global risks
By Greg Peel
JPMorgan’s global research team rather understatedly notes the first half of 2022 has been “difficult for
investors”. While a fall to date for the S&P500 of -20% is seen as “modest” compared with -35% in the 2020
covid crash and -50% in the GFC, the reality is a “typical cross-asset portfolio”, implying a mix of stocks, bonds
and cash, has declined more than any other downturn since the GFC given a simultaneous decline in stock and
bond prices.
The major driver has been a sudden shift from the Fed to aggressive monetary tightening in order to address
inflation which is ironically, as JPMorgan notes, out of the Fed’s control, given it is driven by energy and food
inflation, covid-disrupted supply chains and the war.
The most recent step-up in Fed aggression has led to markets fearing such action will lead to economic
recession. This leaves economists and strategists in a difficult position, JPMorgan suggests, of guessing whether
central banks will make another mistake (alluding to the Fed’s failure to respond to inflation and post-covid US
economic recovery until the midnight hour) and simply compound the damage produced by years of
underinvestment in energy, the impact of covid lockdowns and the war.
But JPMorgan’s economists do not see a recession materialising in 2022. The probability of recession has
certainly increased meaningfully, but the economists see global growth accelerating from 1.3% in the first half
of 2022 to 3.1% in the second.
This is linked to a forecast decline in global inflation from a 9.4% annualised rate in the first half to 4.2% in the
second, which would allow central banks to pivot and avoid producing a downturn.
This forecast is connected to two critical assumptions.
Firstly, that China’s growth will accelerate to 7.5% (annual) in the second half from as good as zero in the first.
As the first half reflected the impact of widespread lockdowns, JPMorgan’s forecast must thus assume no
further lockdowns, despite no change to China’s zero-covid policy.
The second is an assumption the second half will bring progress towards a solution in Ukraine or at least a
lasting ceasefire, easing geopolitical fears.
We note that the Soviet war in Afghanistan lasted ten years before the Russians withdrew. Yeltsin’s war on
Chechnya last two years, before Putin came back three years later for another eight years, and then withdrew.
The war in Ukraine has been underway for a bit over four months.
On JPMorgan’s assumptions, the economists still believe in the commodity supercycle, and view
commodity-related assets, sectors and countries as both a valuable source of returns and a hedge against
inflation.
JPMorgan is among many financial institutions who released their second half market strategy reports in June,
which reflect a lot of time and effort to produce, so much has transpired in the meantime. JPMorgan is but
one house which, drawing upon the history of high-inflation periods, recommend commodities as an inflation
hedge.
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But are commodities really a hedge against inflation? Commodity prices are inflation – energy, food, fertiliser,
metals/minerals… Since the end of June, the falls in commodity prices brought about by recession fears and an
assumption of “demand destruction” have only accelerated, and most notably oil prices fell -20% to below
US$100/bbl, before recovering slightly.
For JPMorgan’s forecast of 4.2% second half global inflation to prove accurate, it will only be largely because of
falling commodity prices, and if inflation numbers begin to turn down meaningfully from this month, central
banks may yet ease off the accelerator and recession fears will abate.
The near-term end-point for inflation will still be beholden to the longevity of the war, Chinese lockdowns (or
not), lack of spare capacity in oil production and the “stickiness” of wage inflation.
JPMorgan’s view is there will be no recession, but markets are pricing in recession. On that basis risky assets
are too cheap. US small cap stocks currently trade near the lowest valuations ever, with many market segments
down -60-80%.
“Positioning and sentiment of investors is at multi-decade lows. So it is not that we think that the world and
economies are in great shape, but just that an average investor expects an economic disaster, and if that
does not materialize risky asset classes could recover most of their losses from the first half. Our bullish and
out-of-consensus view is hence a forecast of a lost year, ie a recovery of [first half] losses in risky assets.”

S&P500
Most US investment houses are forecasting the S&P500 to close 2022 above where it is now (3900), albeit
having lowered their targets from prior levels.
Yet there remains a prevailing view that an ultimate bottom is not yet been seen, and the 3400-3500 range is
the popular target.
The assumption is that despite the bear market of the first half, the impact of the Fed’s aggressive rate hikes
and quantitative tightening are yet to be fully felt. The net S&P500 price/earnings multiple has fallen from
lofty heights at the beginning of 2022 to around 15x now, but 15x is the historical average. Hence sentiment
has only fallen from overblown to average, which does not reflect the below-average sentiment one would
expect if a recession is in the offing.
But the question of whether the US is headed for (or already in) recession splits the market. As does the
question of whether a -20% pullback for the S&P500 reflects a recession already being priced in. Another
prevailing view is that earnings forecasts for the June quarter are too high, and not reflective of margin
headwinds, which is why the index must yet go lower before a true bottom is in.
That question will begin to be answered this week, when the first major earnings results are released.
24

Citi’s strategists are not of the view earnings forecasts are too high.
Citi has set a year-end target for the S&P500 of 4200, down from a prior 4700, implying low double-digit
upside in the second half. Earnings resilience is a key differentiator to the strategists’ view.
Fed hawkishness and the rising real rate impact on valuations has been a defining feature of the first half
drawdown, as stubborn inflation has persisted. But Citi believes this is mostly priced into the current index
level and PE multiple. Better than feared earnings and signs of peaking rates, combined with bearish investor
positioning, support a positive second half risk/reward set up, the strategists believe.
Citi’s year-end S&P net earnings forecast is at the higher end of consensus and the strategists apply an 18-19x
PE multiple to that number to reach 4200. However:
“Recession probability, timing, depth and duration all need to be considered. Lingering inflation and risk of
stagflation have not been resolved. Earnings risk is a bigger issue for next year, in our view.”
Global
Speaking globally, Macquarie is among those believing analyst earnings revisions are lagging equity prices, but
notes this is “common” in volatile markets. While PE value spreads have contracted, the strategists note they
are still above long-term averages (globally).
This suggests further downside risk to company fundamentals.
Central banks are poised to do “whatever it takes” to counter “hot” inflation, and weak fixed income returns,
struggling equities and strength in commodities have “followed the playbook” set by previous periods of high
inflation.
Looking back as far as the 1960s, Macquarie finds stronger equity returns from Value compared to Growth and
on a sector basis, strong returns for energy and defensive sectors of healthcare and consumer staples. Sector
returns to date in 2022 are also largely following the script, the strategists note, for high inflation regimes.
Over a longer term horizon, Growth at a Reasonable Price (GARP) and Defensive Value remain Macquarie’s
preferred exposures given the challenging outlook.
Local
Screening for both GARP and defensive value, Macquarie singles out eight Australian stocks that stand out:
QBE Insurance ((QBE)), Suncorp Group ((SUN)), Coronado Resources ((CRN)), Mineral Resources ((MIN)),
Woodside Energy ((WDS)), Santos ((STO)), Viva Energy ((VEA)) and Westpac ((WBC)).
Macquarie has an Outperform rating on all of the above bar Woodside and Westpac, for which it has Neutral
ratings.
Drawing upon academic research from 2021, Macquarie notes that in general, inflation is bad news for fixed
income assets and generally a tougher time for equity strategies. Commodities, in aggregate, had a “perfect
track record” of generating positive real returns during the eight regimes identified as inflation periods (in
contrast to normal periods where commodities generate single low digit returns). Momentum and quality work,
with small negative real return to value, whilst size fares somewhat worse.
Although we note three of the eights stocks selected above are ASX top 20 members.
Recession is not a foregone conclusion, suggests Morgans, but monetary tightening is upon us. Investors are
thus advised to keep duration short on fixed income and equity.
For fixed income, this implies short maturities rather than long. For equities, it implies profitable businesses
generating solid cash flows today, rather than growth companies valued off longer term earnings potential.
Morgans believes the rises in global government bond yields and falls in equity prices have further to run.
Government bond yields have typically peaked shortly before the end of central bank tightening cycles and the
strategists expect most major central banks to continue hiking rates over the next 12 months.
The increase in government bond yields, as well as the threat of slowing global economic growth, will keep risk
assets such as equities under pressure. This environment may see some continued widening in credit spreads.
Morgans suspects markets will start to turn a corner later this year as tightening cycles near terminal levels.
Tactically the strategists prefer a portfolio closer to home (Australia) with economic conditions holding up and
inflation concerns less acute than global peers. In Morgans’ view, strong employment conditions will provide an
offset against a backdrop of falling house prices and weaker consumption.
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Yet Morgans removes its Overweight stance on Australian equities in the September quarter acknowledging the
near-term risks.
A resilient earnings outlook assisted by higher commodity prices, in the strategists’ view, will see Australia
outperform global peers, but Australia is not immune to the inflationary backdrop. Morgans recommends an
Overweight position in cash given the risk of heightened volatility over the next few months.
Retaining a preference for inflation protection, with escalating prices unlikely to unwind given the
supply-chain challenges and higher energy costs, Morgans also suggests non-traditional return streams
(alternative assets) including unlisted real assets and commodities, have the potential to add value and
diversification.
Exchange-traded funds provide for such investment.
Globally, Morgans is Underweight equities due to a risk of central bank over-tightening and a deteriorating
outlook in Europe and China. Despite sharp falls, the strategists believe US equities remain overvalued.
Morgans is Neutral on Australia equities, believing above-average earnings growth will be harder to come by.
The strategists prefer a targeted portfolio approach favouring the reflation trade – financials and energy – and
quality cyclicals with strong market positions that can absorb rising costs.
The Wider Picture
In the first half of 2022, the war in Ukraine hindered the recovery of the global economy in the post-pandemic
stage, ICBC notes. In the second half, ICBC believes the global economy is experiencing a “triple change”.
The first change is that global stagflation is materialising in the short term, the second is money supply is
shifting from external to internal in the short-medium term (central banks moving to quantitative tightening
from quantitative easing), hence a global economic recession is expected to be “more notable”, and third is
that in the medium to long term, anti-globalisation and geopolitical risk is intensifying global trade
protectionism (such as energy and food) which may worsen geopolitical conflicts.
ICBC expects the Fed and the ECB to further prioritise inflation control in the second half, accelerating
monetary tightening in tandem. Facing the deep correction of global assets, on the one hand emerging markets
will raise interest rates at the same time to curb inflation and prevent capital outflow, and on the other hand
some commodity-exporting countries may turn to champion global energy and food protectionism and use their
commodity pricing advantage to hedge against the potential capital outflow and currency devaluation.
ICBC thus offers a dire warning. From a global perspective, the increasing imbalance between global food
supply and demand is pulling more countries into food crises. Should more and more developing countries and
emerging markets fall into the quagmire of serious food shortage, it cannot be ruled out that geographical
famine may trigger a new round of military conflict.
If this is the case, the global economy may be hit even harder.
For China, four positive factors will support the full recovery of the economy over the second half of the year,
ICBC believes, namely an infrastructure rebound in sight, a consumption rebound in sight, supply chain
resilience to smooth the pace of export decline, and a weakening drag from real estate industry. ICBC
forecasts 5% GDP growth in 2022.
“The capital market can be quite certain about China’s economic recovery in the second half of the year. At
the same time, China’s inflation pressure is significantly lower than that of other major economies, and it has
relatively ample policy wriggle room.”
Again we see no mention of further lockdown risk.
Note that ICBC stands for Industrial & Commercial Bank of China, which is state-owned.
A New Paradigm?
If there is one thing Denmark’s Saxo Bank disputes, it is that central banks will be able to return inflation to a
targeted 2-3% level.
In its outlook for the September quarter, and for the balance of the year, Saxo argues that the market fails to
understand that we have shifted into a new paradigm for the economy, inflation and the incoming policy
response. Inflation will prove a “runaway train” that central banks can only chase from behind until the
inflationary dynamics result in a crash into a hard recession.
But that eventual recession won’t mean that we are set for mean reversion back to disinflation and calm
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conditions, Saxo warns. That’s because inflation is here to stay, driven by de-globalisation and supply-side
shortcomings from decades of underinvestment in the physical world, as policy was over-geared toward
pumping up leverage and ever greater financialisation of the economy.
In equities, Saxo argues the market has undergone one of its largest sentiment shifts in the past 100 years in
just six months. This was after it dawned on the market that the famed “Fed put” has been thrown out the
window as the Fed finally realised it must focus single-mindedly on tightening conditions until inflation is
reined in.
The “Fed put” refers to market confidence that if US equity markets begin to tumble on tighter monetary
conditions, the Fed will reverse course to ensure stability.
Under Saxo’s macro theme that the supply side of the economy has suffered underinvestment, the new
landscape for equities should favour tangible assets such as logistics, commodities, renewable energy,
infrastructure and defence.
The energy sector is the only positive sector in US equities this year and, with its rising importance in equity
indices, Saxo foresees a potential crisis in environmental, social and governance (ESG) funds due to their
significant underweight in oil and gas stocks.
Given its focus on inflationary risks due to the physical world being unable to keep up, Saxo admits it is
“interesting” that its commodities outlook notes that commodities are fretting risks to the downside in the
short to medium term as the market predicts an incoming recession due to the policy tightening and a demand
adjustment after severe price rises over the last year.
But for the longer term, decades of underinvestment in capacity and the need for the metal-intensive push for
a more carbon-neutral future leave Saxo convinced that commodities remain in a rising super-cycle.
By implication, good for Australia.
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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Weekly Ratings, Targets, Forecast Changes 08-07-22
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 July 4 to Friday July 8, 2022
Total Upgrades: 8
Total Downgrades: 2
Net Ratings Breakdown: Buy 59.03%; Hold 33.98%; Sell 7.00%
For the week ending Friday July 8 there were eight upgrades and two downgrades to ASX-listed companies
covered by brokers in the FNArena database.
Austal headed up the table for the largest percentage increase in target price after announcing a contract
worth up to US$3.3bn for detailed design and construction of up to eleven offshore patrol cutters for the US
Coast Guard.
Macquarie felt the contract de-risked the company’s outlook and raised its rating to Outperform from Neutral
and its 12-month target price to $2.65 from $1.91. The contract will cover shipyard overheads, which will allow
more room to bid on future projects, according to Citi.
Citi also highlighted the Mobile division is more sophisticated and diversified than a few years ago and raised
its target to $2.91 from $2.35. Hold-rated Ord Minnett was more cautious and noted the valuation impact of
the contract win is difficult to assess given uncertainty around the expected margin.
On the flipside, Newcrest Mining received the largest percentage fall in target price. Across Ord Minnett’s
commodities coverage, average net present values were reduced by -15% and its rating for Newcrest was
lowered to Hold from Buy, while its target was slashed to $23 from $29.
From the same starting point of $29, Citi also reduced its target to $22 due to rising cost concerns and a lower
consensus copper price expectation. The target was also impacted by a marking-to-market of commodity
prices, partially offset by a lower Australian dollar. Lower commodity price forecasts at UBS also resulted in a
$22.40 target, down from $26.20.
The only commodities exempt from lower price revisions by UBS were thermal coal, the broader Energy sector
and lithium. The broker highlighted a constructive outlook for lithium prices and exceptional cashflows are
expected to fund transformational growth for Allkem (and IGO and Mineral Resources), even as prices fall by
up to two-thirds by the end of 2023.
This positive view was responsible for Allkems's position atop the table for largest percentage increase in
forecast earnings last week. On the other hand, Star Entertainment received the largest percentage decrease.
Morgans downgraded its rating to Hold from Add while the findings of the Bell Review (due August 31) are
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awaited.
The broker lowered its FY22 earnings forecast (to align with consensus) by -28% to take account of higher
operating costs and expressed a preference for gaming stocks like Jumbo Interactive and Lottery Corp, which
are exposed to higher potential earnings growth from lotteries.
Judo Capital was next on the forecast earnings downgrade list. While an Outperform rating was retained,
Macquarie is concerned about loan impairments as rates rise, a position not helped by the company’s sub-scale
operation. Also, the loan book is skewed to SME’s and Judo Capital is thought to have easier underwriting
standards than peers in that segment.
However, following an update on loan growth by management, Macquarie conceded prospectus targets
continue to be met. Ord Minnett also noted ongoing market share gains in the SME lending market and retained
its Buy rating.
Last week, Ord Minnett initiated coverage on Lottery Corp with an Accumulate rating, which increased the
number of covering brokers in the FNArena database to five, though had the effect of lowering the company’s
average forecast earnings within the database.
The broker noted Lottery Corp’s capacity to generate profits and deliver hefty returns to shareholders, though
highlighted the consensus margin expansion forecast from digital penetration may be overdone. More
positively, the broker noted a capital-light business model and defensive earnings that may come in handy
should the economic backdrop worsen.
Total Buy recommendations take up 59.03% of the total, versus 33.98% on Neutral/Hold, while Sell ratings
account for the remaining 7.00%.
Upgrade
ANSELL LIMITED ((ANN)) Upgrade to Buy from Accumulate by Ord Minnett .B/H/S: 3/2/1
Ord Minnett conducts its quarterly currency revisions for healthcare companies and finds a very modest
benefit to companies reporting in Australian dollars.
Ansell is upgraded to Buy from Accumulate on valuation grounds. Target price is steady at $33.
AUSTAL LIMITED ((ASB)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 3/1/0
Austal has been awarded a contract worth up to US$3.3bn for detailed design & construction of up to 11
Offshore Patrol Cutters for the US Coast Guard and Macquarie comments this contract de-risks the company's
outlook.
There will be more tender opportunities for the company over the year ahead and Macquarie upgrades to
Outperform from Buy.
Earnings estimates have received a boost, putting a rocket underneath the price target; to $2.65 from $1.91
prior.
DACIAN GOLD LIMITED ((DCN)) Upgrade to Neutral from Underperform by Macquarie .B/H/S: 0/1/0
Macquarie upgrades its rating for Dacian Gold to Neutral from Underperform following an all-scrip takeover
offer by Genesis Minerals ((GMD)) that values the company at $0.12.
The broker's target price rises to $0.10 from $0.09 to reflect the takeover and a $12.6m placement to Genesis
Minerals, which will
enable exploration drilling and stockpile processing to continue.
MCMILLAN SHAKESPEARE LIMITED ((MMS)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 3/1/0
Minister for Climate and Energy Chris Bowen confirmed at a National Press Club address the government could
cut the 5% tariff on electric vehices and abolish fringe benefits tax on affordable electric vehicles (EVs) priced
up to $77,565 from July 22.
Macquarie says the policy offers a tax advantage for Novated Leases and expects it should boost the
salary-package market share and conversion, compared with other distribution channels.
Macquarie considers the near-term earnings impact to be immaterial but considers the potential upside to
medium-term earnings from the fringe-benefits tax policy should support the company's multiple.
The broker notes that the lifetime cost of an EV is up to -50% less than an internal combustion vehicle and
running costs are also cheaper.
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Rating is upgraded to Outperform from Neutral. Target price falls to $11.20 from $12.59 to reflect the
de-rating in Small Industrials price-earnings ratios.
OZ MINERALS LIMITED ((OZL)) Upgrade to Add from Hold by Morgans .B/H/S: 3/3/0
As a direction for value investors, Morgans upgrades its rating for OZ Minerals to Add from Hold. Traders are
cautioned to delay investment until there's more clarity around the Carrapateena mine and the direction of
the copper price.
This advice follows the recent 2022 management guidance downgrades, combined with weaker copper prices
and higher assumed 2022-24 cost assumptions.
The broker lowers its 2022-23 earnings (EBITDA) forecasts by -8-13% and the target price falls to $23.12 from
$26.65.
PLATINUM ASSET MANAGEMENT LIMITED ((PTM)) Upgrade to Neutral from Underperform by Credit Suisse
.B/H/S: 0/3/2
Credit Suisse downgrades it EPS forecasts for asset managers by -16% on average for FY23, after allowing for
market movements in the second quarter just finished.
The broker upgrades its rating for Platinum Asset Management to Neutral from Underperform on valuation and
in the belief earnings will improve after a period of improved fund performance. The target falls to $1.80 from
$1.90.
WOODSIDE ENERGY GROUP LIMITED ((WDS)) Upgrade to Buy from Neutral by UBS .B/H/S: 5/2/0
With supply availability continuing to tighten the global oil market UBS has lifted its Brent oil forecast to
US$104 a barrel in FY22, up from US$95 a barrel, and to US$95, US$85 and US$80 a barrel through to FY25,
driving earnings per share increases across the sector ranging 8-25% to FY24.
While the broker sees better value with Santos ((STO)), it does note Woodside Energy should benefit from
higher spot LNG prices, with UBS lifting its forecast for North Asian spot LNG by an average 40% through to
2026.
The Woodside Energy rating is upgraded to Buy from Neutral and the target price increases to $34.25 from
$32.00.
WOOLWORTHS GROUP LIMITED ((WOW)) Upgrade to Neutral from Sell by UBS .B/H/S: 1/4/1
UBS is generally more positive on the grocery sector, with survey results obtained by the broker suggesting
food inflation has gained momentum faster than anticipated, with the sector achieving multiple price rises in
the last year.
With cost of living pressures expected to drive a resurgence of private label goods, and the broker
expects Woolworths Group and Aldi to make market gains, while Coles Group and IGA ((MTS)) lose share.
Coupled with a strong trading result for Woolworths Group in April and May, the broker increases its earnings
per share forecasts 6% and 9% through to FY23.
The rating is upgraded to Neutral from Sell and the target price increases to $37.00 from $36.00.
Downgrade
NEWCREST MINING LIMITED ((NCM)) Downgrade to Hold from Buy by Ord Minnett .B/H/S: 4/3/0
With commodity markets taking a hit in recent weeks as the market becomes increasingly focused on a
potential economic recession, Ord Minnett's average net present value has declined -15% across its
commodities coverage, but does expect macro economic conditions to improve in the second half of the year.
The broker notes it now prefers BlueScope Steel ((BSL)) and South32 ((S32)) to Newcrest Mining.
The rating is downgraded to Hold from Buy and the target price decreases to $23.00 from $29.00.
STAR ENTERTAINMENT GROUP LIMITED ((SGR)) Downgrade to Hold from Add by Morgans .B/H/S: 3/2/0
As part of a preview of FY22 results for five gaming stocks under coverage that report in August, Morgans
expects the best earnings growth from those primarily exposed to lotteries. These are represented by Jumbo
Interactive and Lottery Corp.
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For Star Entertainment, the broker lowers its FY22 earnings (EBITDA) forecast (to align with consensus) by -28%
to $220m to take account of higher operating costs. The rating falls to Hold from Add while the findings of the
Bell Review (due August 31) are awaited.
The target price falls to $3.10 from $4.00.
Total Recommendations

Recommendation Changes

Broker Recommendation Breakup

Broker Rating
Order
Company
Upgrade
1
ANSELL LIMITED
2
AUSTAL LIMITED
3
DACIAN GOLD LIMITED
4
MCMILLAN SHAKESPEARE LIMITED
5
OZ MINERALS LIMITED
6
PLATINUM ASSET MANAGEMENT LIMITED
7
WOODSIDE ENERGY GROUP LIMITED
8
WOOLWORTHS GROUP LIMITED
Downgrade
9
NEWCREST MINING LIMITED
10
STAR ENTERTAINMENT GROUP LIMITED

New Rating

Old Rating

Broker

Buy
Buy
Neutral
Buy
Buy
Neutral
Buy
Neutral

Buy
Neutral
Sell
Neutral
Neutral
Neutral
Neutral
Sell

Ord Minnett
Macquarie
Macquarie
Macquarie
Morgans
Credit Suisse
UBS
UBS

Neutral
Neutral

Buy
Buy

Ord Minnett
Morgans

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
ASB AUSTAL LIMITED
2
WDS WOODSIDE ENERGY GROUP LIMITED
3
TLC LOTTERY CORPORATION LIMITED

New TargetPrevious
2.565
34.453
5.200

Target Change Recs
2.190
17.12% 4
33.553
2.68% 7
5.183
0.33% 4

New TargetPrevious
25.647
3.680
12.760

Target Change Recs
28.190
-9.02% 7
3.860
-4.66% 5
13.108
-2.65% 4

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
NCM NEWCREST MINING LIMITED
2
SGR STAR ENTERTAINMENT GROUP LIMITED
3
MMS MCMILLAN SHAKESPEARE LIMITED
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3
4
5
6

MMS
ANN
OZL
BAP

MCMILLAN SHAKESPEARE LIMITED
ANSELL LIMITED
OZ MINERALS LIMITED
BAPCOR LIMITED

12.760
29.602
22.210
7.851

13.108
30.352
22.771
7.919

-2.65%
-2.47%
-2.46%
-0.86%

4
6
7
7

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
New EF Previous EF Change Recs
1
AKE ALLKEM LIMITED
66.211
56.795
16.58% 7
2
WDS WOODSIDE ENERGY GROUP LIMITED
465.866
442.473
5.29% 7
3
ORG ORIGIN ENERGY LIMITED
30.595
29.063
5.27% 6
4
NHC NEW HOPE CORPORATION LIMITED
104.000
99.250
4.79% 4
5
STO SANTOS LIMITED
126.329
122.290
3.30% 7
6
DRR DETERRA ROYALTIES LIMITED
32.460
31.928
1.67% 5
7
GOR GOLD ROAD RESOURCES LIMITED
10.600
10.467
1.27% 3
8
WPR WAYPOINT REIT LIMITED
16.367
16.167
1.24% 3
9
PNI
PINNACLE INVESTMENT MANAGEMENT GROUP LIMITED
40.433
40.000
1.08% 4
10
JIN
JUMBO INTERACTIVE LIMITED
52.325
51.775
1.06% 4

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
SGR STAR ENTERTAINMENT GROUP LIMITED
2
JDO JUDO CAPITAL HOLDINGS LIMITED
3
TLC LOTTERY CORPORATION LIMITED
4
IAG INSURANCE AUSTRALIA GROUP LIMITED
5
TYR TYRO PAYMENTS LIMITED
6
EML EML PAYMENTS LIMITED
7
RHC RAMSAY HEALTH CARE LIMITED
8
29M 29METALS LIMITED
9
ASB AUSTAL LIMITED
10
IDX
INTEGRAL DIAGNOSTICS LIMITED

New EF Previous EF Change Recs
-3.240
-2.040
-58.82% 5
0.425
1.000
-57.50% 4
12.892
16.153
-20.19% 4
18.757
20.186
-7.08% 7
-3.062
-2.862
-6.99% 5
4.500
4.833
-6.89% 3
116.072
124.572
-6.82% 5
11.653
12.278
-5.09% 4
19.115
19.915
-4.02% 4
13.182
13.614
-3.17% 5

Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Uranium Week: The Push For Nuclear
As the EU votes in favour of including nuclear power in its green taxonomy, and further reports support the
energy source, the uranium market becomes summer-quiet.
-Summer vacation time slows uranium spot market
-EU votes in favour of nuclear
-IEA pushed nuclear barrow
-Australian miners labeled 'oversold'
By Greg Peel
Interest in the spot uranium market slowed to a crawl last week given shortened weeks in both the US and
Canada and the start of the North American summer vacation season, as well as reluctance to trade ahead of a
resolution on the issue of the Canadian cargo ship stuck in St Petersburg.
Industry consultant TradeTech reports only four transactions totalling 400,000/lb U3O8 equivalent were
concluded in the spot market. A lack of buying interest saw TradeTech’s weekly spot price indicator fall
-US$2.90 to US$47.60/lb.
TradeTech’s term price indicators remain at US$52.00/lb (mid) and US$53.00/lb (long).
The Canadian-owned cargo ship had been engaged to pick up a load of Russian enriched uranium for delivery to
US utilities under contracts signed prior to the invasion of Ukraine. The Canadian government has since passed
a law banning exports from Russia, regardless of pre-existing contracts.
Green Machine
Last week the European Parliament voted in favour of including gas-fired and nuclear power as transition
sources in the EU’s sustainable taxonomy. For the proposal not to be passed into law, 20 of the EU’s 27
member states would need to vote against the move.
While there was some controversy surrounding the inclusion of a fossil fuel and nuclear energy (heavy emitter
prior to reaching capacity) when the proposal was first made, the subsequent European energy crisis will likely
now have members champing at the bit to vote yes.
In another vote for nuclear energy, an International Energy Agency report released last week – Nuclear Power
and Secure Energy Transitions: From Today's Challenges to Tomorrow's Clean Energy Systems – stated that in
countries which choose to continue or increase their use of nuclear power, it can reduce reliance on imported
fossil fuels, cut CO2 emissions, and enable electricity systems to integrate higher shares of solar and wind
power.
Notably, TradeTech suggests, the report adds that building sustainable and clean energy systems will be
harder, riskier, and more expensive without nuclear.
Yet another report, published last week by the Breakthrough Institute based in Berkeley, California states that
with the proper investment and policy support, advanced nuclear energy has the potential to become a key
component of a future US clean energy system.
The analysis employs "a high-resolution nationwide model of the United States electricity sector to
demonstrate how advanced nuclear reactors might play a major role in a least-cost plan to transition the
power grid entirely to clean energy sources by 2050, assuming that the first advanced reactors are available
for deployment by 2030".
Sucked in to Volatility
In the June quarter, base metals exhibited the worst price performance since 2008, TradeTech notes, as fears
of recession drove lower demand (countering earlier strength on the Shanghai reopening). Base metals traded
on the London Metals Exchange declined by over -25%
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Over the same period, uranium spot prices rose 10%. Despite uranium's positive price performance in
comparison to other commodities, downward pressure continues to subdue upward price movement as
investors pursue redemptions and profit-taking in uranium equities in order to cover losses in sectors such as
other commodities, cryptocurrencies, tech, and others.
This was evident among Australian listed mining stocks. Bell Potter notes ASX uranium equities are on average
down -44% versus the ASX300 Resources Index of -19%.
The sell-off, in the broker’s opinion, has been indiscriminate in the case of Boss Energy ((BOE)) and Paladin
Energy ((PDN)) and completely irrespective of broader uranium market fundamentals and company-specific
situations. The April sell-off has created an interesting opportunity to build/establish positions in either of
these two companies, Bell Potter suggests.
Boss announced in early June it had reached a final investment decision for its Honeymoon uranium asset, with
a target date for first production around the end of 2023. Paladin, which signed a tender award with US utility
Duke Energy in March, will look to reach a final investment decision for its Langer Heinrich mine in July.
Uranium companies listed on the ASX:
ASX
CODE
BKY
BMN
BOE
ERA
PDN
PEN
VMY

DATE
11/07/2022
11/07/2022
11/07/2022
11/07/2022
11/07/2022
11/07/2022
11/07/2022

LAST
PRICE
0.3900
0.1800
1.8800
0.2100
0.6200
0.1600
0.1900

WEEKLY %
MOVE
11.43%
0.00%
- 0.53%
0.00%
3.33%
- 5.88%
0.00%

52WK
HIGH
$0.64
$0.44
$3.10
$0.58
$1.12
$0.35
$0.33

52WK
LOW
$0.14
$0.12
$0.14
$0.16
$0.41
$0.12
$0.09

P/E

CONSENSUS
TARGET

UPSIDE/DOWNSIDE

$2.600

38.3%

-66.3 $0.800

29.0%

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 - 14 Jul 2022
See Guide further below (for readers with full access).
Summary:
By Greg Peel
Week Ending July 7, 2022.
Last week the ASX200 was again dragged down by commodity prices early on but fought back over the week on
a Wall Street bounce, at least until parts of China started locking down again this week.
While there’s a little more green than red on the table for last week, there was only one change in short
position of one percentage point more so, again, it was otherwise mostly a case of shuffling the deckchairs.
Shorts in gold miner St Barbara ((SBM)) rose to 6.9% last week from 5.8%. The stock took a big hit two weeks
ago when the miner announced another deferral of a final investment decision on its Simberi project in PNG.
St Barbara has since redeemed itself with a better than expected production report this week, but has not
made up the lost ground.
On the subject of gold, winner of the steady climber award over recent weeks has been gold miner Regis
Resources ((RRL)). Regis is no stranger to the top end of the table and has again been hindered by production
issues. It snuck up to 9.0% shorted last week from 8.6%.
Bellevue Gold ((BGL)) is another which has been hanging around at the low end of the table for some time,
while last week we welcomed back another peer in the form of De Grey Mining ((DEG)).
We also welcomed a newbie in the form of Deep Yellow ((DYL)), which has just snuck in at the bottom of the
table on 5.0%. The uranium explorer/developer has interests in Namibia, where peer Paladin Energy’s ((PDN))
mine is located. Paladin is 6.9% shorted.
Weekly short positions as a percentage of market cap:
10%+
FLT
NAN
BET
SQ2

16.0
12.4
11.9
11.0

No changes
9.0-9.9
RRL
In: RRL
8.0-8.9%
PNV, EML, WEB
Out: RRL, KGN
7.0-7.9%
MSB, KGN, CXO, ZIP, LKE, ING
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In: KGN

Out: OBL

6.0-6.9%
SBM, PDN, CCX, IEL, OBL, CUV, BGL, VUL, TPW, MP1, ADH, PBH
In: OBL, SBM

Out: AMA, NEA, NHC

5.0-5.9%
NEA, PNI, NHC, AMA, MFG, IMU, BOQ, APX, DEG, FFX, SYR, PME, ANN, DYL
In: NEA, NHC, AMA

, DEG, DYL

Out: SBM, HUM, JBH

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

0.3

0.3

NAB

0.5

0.5

ANZ

0.4

0.4

NCM

0.5

0.6

BHP

0.2

0.2

RIO

0.7

0.6

CBA

0.8

0.8

STO

0.3

0.3

COL

0.6

0.7

TCL

0.5

0.7

CSL

0.3

0.2

TLS

0.1

0.1

FMG

1.4

1.3

WBC

1.2

1.1

GMG

0.8

0.8

WDS

1.0

1.0

JHX

0.4

0.3

WES

0.6

0.4

MQG

0.4

0.5

WOW

0.6

0.7

To see the full Short Report, please go to this link
Guide:
The Short Report draws upon data provided by the Australian Securities & Investment Commission (ASIC) to
highlight significant weekly moves in short positions registered on stocks listed on the Australian Securities
Exchange (ASX). Short positions in exchange-traded funds (ETF) and non-ordinary shares are not included.
Short positions below 5% are not included in the table below but may be noted in the accompanying text if
deemed significant.
Please take note of the Important Information provided at the end of this report. Percentage amounts in this
report refer to percentage of ordinary shares on issue.
Stock codes highlighted in green have seen their short positions reduce in the week by an amount sufficient
to move them into a lower percentage bracket. Stocks highlighted in red have seen their short positions
increase in the week by an amount sufficient to move them into a higher percentage bracket. Moves in excess
of one percentage point or more are discussed in the Movers & Shakers report below.
IMPORTANT INFORMATION ABOUT THIS REPORT
The above information is sourced from daily reports published by the Australian Investment & Securities
Commission (ASIC) and is provided by FNArena unqualified as a service to subscribers. FNArena would like to
make it very clear that immediate assumptions cannot be drawn from the numbers alone.
It is wrong to assume that short percentages published by ASIC simply imply negative market positions held by
fund managers or others looking to profit from a fall in respective share prices. While all or part of certain
short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
“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.
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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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In Brief: Business Risk, Regional Banks,
Telecommunication Infrastructure, Classifieds
Weekly broker wrap: Rising business risk and stress, near-term benefit for regional banks, telecommunications
infrastructure retains premium, classifieds comparison.
-Insolvencies on the horizon amid rising business risk and stress
-Regional banks likely to gain near-term benefit from rising rates
-Recent sales suggest rising rates not weighing on telecommunications infrastructure premiums
-Positive outlook for automotive listings, employment listings likely to normalise
By Danielle Austin
Slow acceleration on insolvency action raises business risk and stress
CreditorWatch has demonstrated increased insolvency risk for some industries as the Australian Taxation
Office, and many financiers, remove grace periods for companies in arrears, exposing those who have been
trading unprofitably since 2020. Further, CreditorWatch highlighted that amid rising rates, the cost of debt is
only increasing.
Analysis by CreditorWatch revealed almost all industries saw an increase in the number of businesses in arrears
by 60 days or more, and while construction remains the sector with the largest number of late payers, the
CreditorWatch June Business Risk Index found the highest risk levels in the Food and Beverage and Arts and
Entertainment sectors.
Insight from Jarden has revealed business insolvencies have risen slightly, still remaining significantly below
normal levels, but commentary from insolvency and restructuring partners suggests business stress is rising.
These insolvency advisors noted they have experienced an increase in customer engagement as debt overhang,
cost pressures, supply chain constraints, labour issues and rising rates all drive up business stress.
With insolvencies brought by the Australian Taxation Office largely subdued over the last two years, analysts
had been predicting a ramp-up in activity post-election, but acceleration has been slower than expected.
Jarden is now anticipating the ATO will step up collection and enforcement of overdue lodgements in the next
year, highlighting collectable debts in FY21 were up 50% on pre-covid levels and are expected to have now
increased a further 25%.
The threat of insolvency remains a key issue within the construction industry, with the sector already
approaching pre-covid levels and expected to rise. Jarden noted most of this insolvency activity comes from
smaller businesses with less than $1m in liabilities, but with many subcontractors taking on trade credit
insurance given the outlook, risk may be passed to insurers.
The broker also highlighted homebuyers are likely most at risk of having projects left incomplete, given they
are more likely to be unable to fund a higher cost build and less likely to litigate if builders walk away from
unprofitable contracts. Jarden sees growing risk of pipeline work not being completed. Outside of the
construction sector, Jarden highlighted manufacturing, tech, aged care, transport and discretionary retail as
key industries at risk of insolvency.
Regional banks react to rate rises
Morgan Stanley has zeroed in on how rising interest rates will impact on the regional banks within its coverage.
The Morgan Stanley analysts are anticipating a quick and aggressive rate hiking cycle will deliver benefits to
the regional banks in the near-term, but drive increased mortgage and deposit competition next year.
The broker finds Bendigo & Adelaide Bank ((BEN)) better positioned for upcoming rate hikes than peer Bank of
Queensland ((BOQ)). It was highlighted that rate-insensitive deposits account for 20% of Bendelaide’s total
funding, but only 10% of Bank of Queensland’s funding, likely delivering the former a larger benefit from rate
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hikes. While the broker lifted its forecast for Bendelaid's FY23 reported margin 13 basis points, it expects any
benefit derived by Bank of Queensland to be largely offset by competition.
That said, Morgan Stanley expects both regional banks to deliver above system growth in FY23 and FY24.
Morgan Stanley notes Bank of Queensland (for which the broker is Overweight rated with a target price of
$8.10) offers a longer-term pathway to improved profitability, but likes the company’s clear strategy and
roadmap, while Bendigo & Adelaide (Equal Weight rated, with a target price of $10.00) offers above-peer
leverage to rising rates - more confidence in emerging margin benefits and cost improvements would drive a
more positive outlook from the broker.

Interest rates not a deterrent to premiums on telecommunications infrastructure
Analysis by JP Morgan suggests the premium demanded in the sale of Spark New Zealand’s TowerCo stake
highlights ongoing demand for telecommunications infrastructure despite the current rate rising environment,
and signifies a positive for Telstra ((TLS)) and its potential to monetise InfraCo in coming months.
The broker highlighted the NZ$900 sale represented a 38x earnings multiple, in line with other recent sales in
Australia, and with Telstra set to be in a position to monetise its InfraCo interest in October the Goldman Sachs
analysts note high premiums suggests bidders won’t be deterred by higher interest rates. Goldman Sachs had
previously assumed a 21.6x earnings multiple valuation for the InfraCo assets, which it describes as some of
the highest quality telecommunications infrastructure assets in Australia.
Pre-rate rise, similar transactions saw TPG Telecom ((TPG)) demand a 32x earnings premium for the sale of its
towers, Uniti Group ((UWL)) demand a 28x premium for its yet to be settled sale, and Telstra demand a 28x
premium for the sale of Amplitel.
Auto positioned to be major classifieds beneficiary post-covid
With volumes of classified advertisements anticipated to normalise in the post-covid environment, Goldman
Sachs has provided insight into its medium-term outlook for the sector.
The broker remains largely positive on property listing volumes, expecting commissions to decline to allow for
larger advertising spend within existing budgets in a positive outlook for both REA Group ((REA)) and Domain
Group ((DHG)). Goldman Sachs analysis showed sufficient market size to support growth for both of these
companies. The broker is Buy rated on both REA and Domain with target prices of $164.00 and $4.20. Noting
39

companies. The broker is Buy rated on both REA and Domain with target prices of $164.00 and $4.20. Noting
average earnings compound annual growth rate for classifieds is 11%, the broker predicts REA will deliver a 12%
growth rate and Domain a 14% growth rate through to FY25.
For employment listings, the broker remains more cautious. Goldman Sachs notes Seek ((SEK)) is the most
cyclical company in its classifieds coverage, and it anticipates the company will face both volume and depth
headwinds in a normalising labour market. The broker highlights greater emerging earnings risk for Seek, on
which the broker is Sell rated with a target price of $22.70, despite a number of meaningful growth drivers.
The broker is predicting Seek to achieve an 8% earnings compound annual growth rate through to FY25.
With volume normalisation already underway for automotive listings, the broker notes reduced near-term risk
for Carsales.com ((CAR)), for which it is currently not rated. Further, Goldman Sachs analysts anticipate a
successful transition to a transaction-based model offers meaningful earnings upside, and is forecasting a 10%
earnings compound annual growth rate through to FY25. When considering potential investment, Goldman
Sachs finds automotive classifieds best placed to experience upside risk to volumes, and employment the worst
placed.
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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Treasure Chest: Janison Education Looks
Poised
FNArena's Treasure Chest reports on money making ideas from stockbrokers and other experts. Shaw and
Partners anticipates a positive share price re-rate for Janison Education.
By Mark Woodruff
Whose Idea Is It?
Analysts at Shaw and Partners
The subject:
A unique opportunity for investors to take advantage of a longer-term potential re-rate of the Janison
Education ((JAN)) share price.
Shaw and Partners believes positive drivers for Janison Education from covid will soon become more apparent,
while a recent material reset of the cost base has led to a nimbler business.
The pandemic has presented both challenges and opportunities for the provider of digital assessment
platforms, assessment products and exam tests services. While the adoption rate and size of the addressable
market has increased, ongoing covid disruptions and resulting resource constraints at schools have weighed,
explains the broker.
The company’s Assessment Platform is the global benchmark for high-volume, high-stakes exams, and its
Educational Assessment products are flagships in the market, according to Shaw. Primary clients include
schools, education departments, higher education organisations and accreditation bodies across Australia, New
Zealand, Europe, the US and Asia.
The positive drivers from covid, explain the analysts, include a greater acceptance of digital testing and an
improved school capability, with a lower barrier to adoption. Given students fell behind during remote learning
during the pandemic, more focus is now anticipated on testing and interventions.
Shaw initiates coverage with a Buy rating and 12-month price target of $0.80, which implies around 85% upside
to the current share price, which has taken a tumble from an all-time high of $1.45 in November last year.
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More info:
Prior to a recent trading update, Janison Education had guided to over 45% revenue growth versus the previous
corresponding period in the second half of the financial year.
Unfortunately, new guidance was for revenue growth in excess of 20%, after delays to contract signings due to
the ongoing impacts of covid, which resulted in the deferral of $3-4m of high-margin revenue out to FY23/24.
As a result, Buy-rated Bell Potter lowered its price target to $0.70 from $0.90.
Bell Potter continued to see numerous positives, including a reset of the cost base and operating structure via
the integration of acquisitions and consolidation of the company's legacy assessment platforms.
Additionally, the company still expects to be cash break-even in FY23, which Shaw believes adds further
weight to the cost base reset and its sustainability through FY23. As the company’s operating results and
cashflow are seasonally skewed to the first half, a positive catalyst is expected when investors see
improvement at first half results in February 2023.
Back in late March, Overweight-rated Wilsons (target $1.41) was attracted to Janison’s material operating
leverage as the business continued to shift towards higher-margin platform revenues.
According to the broker, hybrid schooling conditions had accelerated the company’s move into the consumer
market with the launch of Direct-To-Parent. This new opportunity was thought to “open up the floodgates” for
increased subscription revenues and diversification of end-customers (parents and schools).
In March this year, Taylor Collison highlighted the acquisition of Academic Assessment Services, which was
expected to form a crucial piece of the Direct-to-Parent offering. The acquisition also fitted with the
company's overall strategy of acquiring analogue test providers and converting to a digital format. The broker
retained its Speculative Buy rating and set a $1.18 target price.
Considering the share price traded at a similar price level during the GFC bear market back in 2008/09, it's
probably fair to say Janison has taken its time before properly landing on investors' radar during the 2020
pandemic when the share price surged above $1.40, only to subsequently revert back to where it traded in
late 2019.
One major difference is Janison has more products, more customers and more revenues this time around,
though the company is not yet profitable. That milestone might be reached in FY24.
If Shaw's projections are anything to go by, revenues are set to accelerate in the two years ahead, and the
bottom line might do better than simply breaking even by then.
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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TREASURE CHEST

Treasure Chest: Trend Up For IDP Education
FNArena's Treasure Chest reports on money making ideas from stockbrokers and other experts. Today,
Goldman Sachs reports a quicker than anticipated recovery in international student arrivals should benefit IDP
Education's growth.
By Danielle Austin
Whose Idea Is It?
Analysts at Goldman Sachs
The subject:
With international student arrivals into Australia equating to 74% of pre-pandemic levels in May, analysts at
Goldman Sachs believe volumes will reach pre-pandemic levels in FY23, before exceeding them in FY24.
These trends should directly benefit IDP Education ((IEL)), whose business model was significantly impacted by
pandemic restrictions on international student movements.
More specifically, Goldman Sachs analysis anticipates volumes across FY22 to be 68% of pre-pandemic levels
and roughly in line with pre-pandemic levels in FY23, before growing 15% in FY24 and 10% annually following
that in the medium-term.
This represents a step up in the brokers anticipated pathway to volume recovery, with Goldman Sachs in April
guiding volumes would only reach pre-pandemic levels in FY24.

More info:
Analysts from Buy-rated UBS (target price of $34.60) noted visa approvals into Australia suggested May was a
softer month for volume improvement, with approvals down -6% month-on-month in April, but noted
collectively the last three months have seen a step change in recovery momentum.
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While the broker sees recent momentum as positive for the outlook of domestic student placement volumes, it
also notes rising inflation could present some risk to continued earnings recovery. Highlighting IDP Education’s
growth potential, UBS finds the stock an attractive buy for investors at its current valuation given the
relatively low multiple compared to the stock’s three-year average.
While a return of students into Australia is a positive for the company, Goldman Sachs also highlighted the
positive growth occurring in international markets. The broker had previously highlighted opportunity in the
northern hemisphere, reporting in April that student placement volumes in international markets had already
exceeded pre-pandemic levels, with visa approvals for the UK and Canada 57% and 44% above pre-covid levels
in the first half of FY22 respectively.
Goldman Sachs believes the UK and Canada markets present significant opportunity for IDP Education. With the
company holding only 2-3% market share in each of these international markets, compared to the 15% share it
holds in the Australian market, further penetration of these regions offers sizeable opportunity to IDP
Education.
The analysts estimate international student placements in both regions have already increased at a 20%
compound annual growth rate between FY19 and FY22.
Goldman Sachs highlighted students from India are key to a continuation of this trend, with Indian students
entering the UK market increasing from around 20,000 in FY19 to more than 100,000 in the first three months
of FY22.
Back in April, analysts from Morgan Stanley observed IDP Education’s continuing investment into digital and
operational improvements during the pandemic should see the company take market share in a post-pandemic
world. The broker (Overweight rated with a target price of $35.00) is forecasting an average 250 basis point
group margin improvement between FY23 and FY25.
Morgan Stanley finds IDP Education’s premium justifiable and a reflection of the company’s high quality
growth, with the broker forecasting an earnings per share compound annual growth rate of 40% through to
FY25.
Currently four of the seven stockbrokers monitored daily by FNArena cover this company. The average target
price calculated from these four is $35.175, suggesting IDP Education shares are trading no less than -42%
below potential.
Goldman Sachs is not included in these four. Its rating is Buy with a twelve month price target of $35.50.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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RUDI'S VIEWS

Rudi's View: Corporate Profits - The Next
Challenge
In this week's Weekly Insights:
-Corporate Profits - The Next Challenge
-Conviction Calls
By Rudi Filapek-Vandyck, Editor FNArena
Corporate Profits - The Next Challenge
The first six months of 2022 have not been easy to navigate for investors, but the next challenge might turn
out to be just as tricky with analysts forecasts looking too rosy and companies potentially too optimistic about
their ability to absorb the many changes happening while also maintaining their profit margin.
While much attention is going out to local retailers and other consumer-related companies, as share prices for
the likes of Nick Scali ((NCK)), Super Retail ((SUL)), Temple & Webster ((TPW)) and Wesfamers ((WES)) might
have been over-sold (at least for the medium term), one sector that has equally caused a lot of damage to
investment portfolios is the local mining sector.
It was not simply a matter of macro-factor selling either as companies including OZ Minerals ((OZL)), St
Barbara ((SBM)) and Dacian Gold ((DCN)) fessed up to what should have been on every investor's mind
beforehand: miners might have been enjoying strong price rises for their raw products, but those companies in
the field are equally users of electricity, diesel, gas, and other commodities, while higher transport costs and
staffing problems, not to mention excessive rain on the East Coast and yet another wave of covid infections
further add to operational risks.
Sure, the prospects of an economic recession in key countries next year should be on every investor's mind, but
what about cost pressures right here, right now?
The team of metals and mining analysts at JP Morgan believes the upcoming reporting season won't be pretty
for the sector, with cost inflation accelerating while worker absenteeism remains a problem too.
JP Morgan has now factored in more conservative forecasts, but still, the team is forecasting "the current
doom-and-gloom to last through the July/August reporting season (negative news flow) before a more
constructive macro backdrop (China reopening) helps support the sector".
More conservative projections have led to reduced valuations and JP Morgan reports the average cut in Net
Present Value (NPV) has been -15% across the sector. Only one company received a downgrade in rating;
Newcrest Mining ((NCM)) moved to Neutral from Overweight. OZ Minerals, post public shellacking, was
upgraded to Overweight from Neutral.
While expecting the weeks ahead might prove a real challenge for investors in the sector, the team at JP
Morgan has nominated four sector Top Picks: OZ Minerals, BlueScope Steel ((BSL)), IGO Ltd ((IGO)), and
South32 ((S32)).
As Evolution Mining ((EVN)), equally post-shellacking, is now seen trading near five year-lows, this stock has
become the broker's most preferred among gold producers.
****
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The upcoming results season won't simply be an extended line-up of negative corporate confessions, of course.
There will be surprises to the upside. Plus some share prices will be seen as having fallen too far, even after
releasing disappointing operational numbers.
A recent preview published by stockbroker Morgans on the local gaming sector singled out Jumbo Interactive
((JIN)) as one company that is likely to report strong growth numbers in August, followed by yet another year
of strong growth in FY23. The analysts are equally positive about Tabcorp spin-off The Lottery Corp ((TLC)).
While noting Morgans' projections for Jumbo are slightly below market consensus, the company is the only one
whose forecasts have not been downgraded ahead of August.
The other companies are BlueBet Holdings ((BBT)), Star Entertainment ((SGR)), Tabcorp Holdings ((TAH)) and
The Lottery Corp, as well as Aristocrat Leisure ((ALL)) which does not report in August; the company only just
released its six-monthly update in May.
Equally important: with the notable exception of Star Entertainment and Tabcorp, all four other companies are
Buy-rated ('Add') at Morgans, with price targets that are double-digit percentages above present share prices
(except for Tabcorp).
****
One sector that remains on investors' radar are discretionary retailers. The Big Questions that to date remain
unresolved:
-have share prices sunk too low?
-is it too early to expect the end of downgrades?
-what if next year proves The Bottom for this sector - how will investors respond in the meantime?
Similar to Morgans on gaming stocks, analysts at Jarden have cut their forecasts for ASX-listed discretionary
retailers, many of those reductions are significant, in particular for FY23. But Jarden also suggests a general
uptick in consumer confidence can translate into significantly less risk for the sector, which would make share
prices look "cheap".
Judging from Jarden's revisions in forecasts, the news from upcoming results releases will look a lot less dire
from household goods than from companies selling fashion or recreation goods.
Jarden has tried to apply multiple filters to identify which companies in the sector might be great value at
present and its screens generated a positive outcome for Woolworths ((WOW)), Flight Centre ((FLT)), Domino's
Pizza ((DMP)) and Accent Group ((AX1)).
Those that screened negatively: Harvey Norman ((HVN)), JB Hi-Fi ((JBH)), Nick Scali, Super Retail, and Beacon
Lighting Group ((BLX)).
****
These are but early attempts in what soon will become an avalanche in analyst updates and revisions ahead of
and during the August reporting season in Australia, which is still 2-3 weeks away.
Meanwhile, another quarterly season of corporate reports is about to start in the US. Investors will be glued at
their screens to find out whether, as just about everyone assumes, market forecasts need a significant re-set.
For Australian investors, freshly emerging trends in the US might be translated onto the ASX.
One additional complication for US markets is the negative impact from a stronger US dollar. As pointed out by
Morgan Stanley this week, a simple math on S&P500 earnings is that for every percentage point increase
year-on-year, EPS growth is negatively impacted by 0.5x.
Given the USD is currently up by 16% year-on-year, this implies EPS in the US is facing a headwind of -8% just
from the currency.
Therefore, concludes Morgan Stanley, the recent rally in stocks is likely to fizzle out before too long.
More Weekly Insights to read:
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-Minus 20% https://www.fnarena.com/index.php/2022/07/07/rudis-view-minus-20/
-Quo Vadis, Corporate Profits?
https://www.fnarena.com/index.php/2022/06/02/rudis-view-quo-vadis-corporate-profits/
-Trend Is Turning For Corporate Profits:
https://www.fnarena.com/index.php/2022/05/12/trend-is-turning-for-corporate-profits/
Conviction Calls
Albert Edwards became an instant celebrity during the bear market of 2008/09 when his index projections first
looked ridiculous, then eerily accurate.
But fame in global finance doesn't stick. Not when the next decade turns into a raging bull market and you're
still doing your utmost best to highlight and emphasise the potential negatives.
And that, we should all realise, is Edwards' job at Societe Generale. His often outlandish views do not
correspond with his employer's official prognosis - Edwards is specifically employed to offer the 'what if'
scenarios, as in: what if the world goes pear-shaped in the year ahead?
That said, Edwards has been reflecting back on the 2008-experience of late, and more specifically how energy
and mining stocks held up back then, while the rest of markets got shredded into little pieces, until both
sectors too had to give in to the gravity-pull of the GFC bear market.
Thus far, Edwards observes, 2022 is pretty much following the same scenario, with small differences in timing.
His conviction thus remains undeterred:
"Soft-landing advocates must now face the overwhelming evidence of economic collapse and extricate their
heads from the sand."
The Ukraine war is keeping oil prices elevated for longer, but Edwards predicts it won't change the broader
picture in that oil prices too will eventually respond to the severe recession that is coming. His key surprise
has been in weakening agricultural commodities. But then again, this simply feeds into his view that energy
prices cannot stay where they are.
The Big Surprise over the next six months, Edwards predicts, will be a collapse in global CPI surveys as
commodities deflate and a deep recession announces itself. Get prepared for 10-year bond yields returning
below 1% is his credo.
"...a cyclical bust awaits and that will feel very much like a full-blown return to deflation."
The simplest of warnings here is that, back in 2008, just about everyone smiled (if not laughed) when hearing
about Edwards' predictions early in the year, but six months down the track a general sense of awe had
overtaken the initial ridicule.
Was 2008 the one lucky gambit or will 2022 cement Edwards as the one to turn to during bear markets?
The answer, as Bob once sang, is still blowing in the wind...
****
Societe Generale's Albert Edwards is not, however, the most bearish of market commentators this year. He's in
a very tight contest for that title with the team of strategists at Saxo Bank where the ruling view is the
Everything-in-a-Bubble has now well and truly burst.
Our best guess, posits the team, is the S&P500 will ultimately correct some -35% from its peak while the
market finding its bottom could take as long as the middle of next year.
"The V-shape recovery will not happen this time and the bear market will likely not exhaust itself until the
new generation of investors that went all-in on speculative growth stocks, Ark Invest funds, Tesla and
cryptocurrencies have fully capitulated."
Saxo is preparing for inflation to remain structurally high, for yet another crisis in Europe, as the world of
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crypto-assets is facing a Big Clean Up, likely resulting in much stricter regulation (than otherwise would have
occurred), while a come-back for fossil fuels is sending clean energy commodities "off the rails".
Industrial commodities will go into hibernation, to be awoken again later on as the global economy is facing an
L-shaped recovery trajectory. Saxo refers to prior bear markets of 1970s, 2000 and 2007 and the fact after
each of those, economies took around four years to recover.
Saxo says companies to own this time around are energy producers and quality industrials that pay a dividend,
with strong earnings and cash flows to sustain those dividends while fending off the pressure from higher rates,
wage inflation and additional inflationary pressures.
The key conclusion to draw from Saxo Bank versus Edwards is there can be multiple scenarios to potentially
push this year's bear market onto much lower levels.
****
Shifting towards the here and now on equity markets, David Rosenberg of Rosenberg Research (I've mentioned
him before) remains steadfast in his view that what is occurring in July is simply a short-term relief
rally/bounce from heavily oversold conditions.
Best to leave this uptrend to shorter-term traders, suggests Rosenberg, as investors should treat it as a
counter-movement inside an overall downtrend.
Rosenberg continues to preach investment portfolios should be conservative and defensive with the Federal
Reserve over-estimating real strength in the US economy. Soon Powel & Co will be forced to pause in their
tightening process, albeit it will be too late to avoid a recession, remains Rosenberg's view.
Inflation will be replaced by another period of deflation, with much lower bond yields, if Rosenberg's
predictions prove correct.
****
Tim Toohey, Yarra Capital Management's Head of Macro and Strategy, offers a glimpse of optimism in that
he still anticipates a challenging third quarter for equity markets this year, but Q4 might bring along the "line
in the sand" when quities might enjoy the early beginnings of a genuine rebound.
Toohey's time schedule is based upon a number of assumptions:
-The Fed will stop tightening around September as economic data deteriorate
-Falling commodity prices and bloated inventories will soon have US inflation starting to surprise to the
downside
-The RBA too will complete its tightening cycle before year-end, at around 2.35% and while Australia should
avoid a recession, growth next year will be scant
The silver lining for markets, suggests Toohey, is that interest rates will likely be lower than what the bond
market is currently pricing.
"September-October should be the time to re-enter and take advantage of some relatively indiscriminate
selling in quality equity names."
****
Strategists at UBS remain steadfast in their prediction that earnings forecasts are not only too high, the
process of re-adjustment to a much tougher environment will last until (at least) February next year.
Meanwhile, investors are advised to take a much more defensive stance with UBS guiding towards companies
that should outperform in times when inflation is high and interest rates rising, while the growth outlook is
decelerating.
UBS's selection of Best Ideas has been expanded with Metcash ((MTS)), Transurban ((TCL)) and TPG Telecom
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((TPG)), as well as ANZ Bank ((ANZ)) and Steadfast Group ((SDF)), plus lithium miner IGO ((IGO)).
Stocks that have been removed from the list are Northern Star Resources ((NST)) and South32 ((S32)), Westpac
((WBC)), GUD Holdings ((GUD)), Nine Entertainment ((NEC) and Select Harvests ((SHV)).
Have kept their inclusion: BHP Group ((BHP)), Origin Energy ((ORG)) and Santos ((STO)) for Resources
exposure; Computershare ((CPU)) and QBE Insurance ((QBE)) in Financials; and Amcor ((AMC)), IDP Education
((IEL)), James Hardie ((JHX)), NextDC ((NXT)), Qantas Airways ((QAN)), Seven Group Holdings ((SVW)),
Stockland ((SGP)), Treasury Wine Estates ((TWE)), and Wesfarmers ((WES)).
UBS's Best Ideas also comes with a Least Preferred section, which saw the removal of Inghams Group ((ING)),
Telstra ((TLS)) and Woolworths ((WOW)) and the fresh inclusion of Harvey Norman ((HVN)), InvoCare ((IVC))
and Macquarie Group ((MQG)).
Those who've kept their Least Preferred status are Adbri ((ABC)), Charter Hall Long WALE REIT ((CLW)),
Insurance Australia Group ((IAG)), and Magellan Financial Group ((MFG)).
****
Traditionally, analysts at Bell Potter select their top picks for the year ahead at the conclusion of each
financial year. This year, it has to be said, the selected Stock Picks for FY23 show a remarkable absence of
large cap companies.
Is Bell Potter trying to outperform the Big Bear through small cap champions? Or is this merely a reflection of
the broker's belief that, twelve months out, the local share market shall be back in full bull market mode?
Bell Potter's selections traditionally are done sector by sector, so here goes the list for FY23:
-Listed Investment Companies; L1 Long Short Fund ((LSF)), PM Capital Global Opportunities Fund ((PGF)), and
WAM Alternative Assets ((WMA))
-Agricultrure and Fast Moving Consumer Goods; Select Harvests, Costa Group ((CGC)), and Nufarm ((NUF))
-Technology; TechnologyOne ((TNE)), Life360 ((360)), and Nitro Software ((NTO))
-Diversified Financials; Perpetual ((PPT)) and Pendal Group ((PDL))
-Industrials; IPD Group ((IPG)), DGL Group ((DGL)), Pentanet Ltd ((5GG)), Cluey ((CLU)) and Ai-Media
Technologies ((AIM))
-Healthcare: Telix Pharmaceuticals ((TLX)), Paradigm Biopharmaceuticals ((PAR)), Avita Medical ((AVH)),
Immutep ((IMM)), Lumos Diagnostics ((LDX)), Aroa Biosurgery ((ARX)), and Pacific Edge ((PEB))
-Base Metals & Gold; Aeris Resources ((AIS)), Nickel Mines ((NIC)), and Capricorn Metals ((CMM))
-Energy; Beach Energy ((BPT)), Strike Energy ((STX)), and Boss Energy ((BOE))
-Strategic Minerals; Liontown Resources ((LTR)), Alpha HPA ((A4N)), and Arafura Resources ((ARU))
****
Technology analysts at JP Morgan have repeated their preference for Xero ((XRO)) -Top Pick for the sectorwhile Hub24 ((HUB)) remains their least preferred stock in the Australian sector for the second half of 2022.
Technology stocks that are currently Overweight-rated at JP Morgan are Altium ((ALU)), Bravura Solutions
((BVS)), Iress ((IRE)), NextDC, Superloop ((SLC)), Tyro Payments ((TYR)), WiseTech Global ((WTC)); all in
addition to Xero, of course.
A recent sector update by Goldman Sachs analysts had them highlighting positive views for Xero and Megaport
((MP1)).
JP Morgan's Top Pick among Emerging Companies remains Iress while the Bottom Pick (least preferred) remains
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Flight Centre ((FLT)).
****
A warning from MFS Portfolio Manager and Global Investment Strategist, Robert M. Almeida, Jr.; while it
has become popular by today's Finance Commentariat to predict future outcomes through historic parallels and
averages (the average bear market lasts, the average return from the bottom, etc), ultimately it is the degree
of prior excess that will determine the outlook for today's equity markets.
"The length of the business cycle is irrelevant. What matters is the level of excess and the magnitude of the
needed rebalancing process. That determines how much further we may still have to fall."
Almeida is worried about corporate margins in the face of obvious revenue and cost input pressures.
"Companies are telling investors they can maintain historically high profit margins despite rising recession
risks and rapidly rising costs. History suggests otherwise."
****
Wilsons' Focus List is Overweight Energy, copper and EV materials, Neutral on gold and Underweight iron ore.
Exposure to these themes runs via BHP Group, Santos, Woodside Energy ((WDS)), OZ Minerals ((OZL)), Northern
Star, and Allkem ((AKE)).
Banks are equally Overweighted with exposure to National Australia Bank ((NAB)), Westpac, ANZ Bank, and
Judo Bank ((JDO)).
Exposure to Cyclical Value comes with Qantas Airways, Seven Group Holdings, and Tabcorp Holdings.
For Quality Cyclicals, the list includes Macquarie Group ((MQG)) and James Hardie ((JHX)).
For Structural Growth, included are Aristocrat Leisure, Goodman Group ((GMG)), Seek ((SEK)), and Pinnacle
Investment Management Group ((PNI)).
Xero and Telix Pharmaceuticals ((TLX)) represent the High Growth segment for the local market while Quality
Defensives include CSL ((CSL)), Insurance Australia Group, Telstra, HomeCo Healthcare and Wellness REIT
((HCW)), Lottery Corp ((TLC)), and Cleanaway Waste Management ((CWY)).
There's always room for the one Hidden Value punt and in Wilsons' case, that one remains with News Corp
((NWS)).
****
Software has now become a 'Value' proposition on the ASX, argue Jules Cooper and Josh Goodwill, sector
analysts at Shaw and Partners. Their portfolio of stocks under coverage currently consists of 17 ASX-listed
companies, of which only three are not Buy-rated.
Both WiseTech Global and Pushpay Holdings ((PPH)) have a Hold rating, while the duo continues its dislike for
Iress, rating it a Sell with no upside on the horizon.
Most preferred sector exposures are Whispir ((WSP)), Gentrack Group ((GTK)), Keypath Education International
((KED)), Elmo Software ((ELO)), and ReadyTech Holdings ((RDY)).
****
It's probably a sign of the general caution that has crept into the financial community's mindset when both
authors of an optimistic share market review, albeit from a technical analysis perspective, go out of their way
to not seem too positive about the market's outlook.
And so it is that the July strategy update for US equities by Canaccord Genuity expresses the belief that "a
bottom" might be in for US markets, but it might not be "the bottom".
For what it is worth, "a bottom" traditionally stems from too negative sentiment (oversold conditions) while
51

the authors suggest it will require a change from the Federal Reserve for investors to look through the
upcoming weakness in the economy and corporate profits before US markets can rally from "the bottom" during
this year's bear market.
Alas, Canaccord sees inflation decelerating, but also remaining at a level too high during the second half of
2022, which means the Federal Reserve will stay in tightening mode, irrespective of the slowdown in global
economic growth.
Real liquidity, as measured by Canaccord through M2 money growth plus equity and bond mutual funds and
ETFs, minus industrial production growth rates, has now dropped to a level that historically has been
associated with an economic recession, points out the July strategy report.
Going all the way back to the 1970s, today's reading has never been as far into negative territory as... during
the 1970s.
****
Two trends have become impossible to ignore among this year's share market analysts and strategists:
-a growing acceptance that economic recessions are on the horizon
-short-term optimism that share markets, at least for now, might be poised for more relief and further
potential upside
Both trends have been combined in Longview Economics' most recent strategy update in which Chief Market
Strategist Chris Watling expresses his optimism for global equities on a 1-4 months timeframe.
That optimism, it turns out, is based on Longview's in-house technical modeling, as well as on the observation
that lower prices for energy and commodities should be a positive for technology stocks and the broader
outlook for inflation and economies.
In addition, the technology sector has just experienced its worst de-rating in 40 years, which, history suggests,
should feed into at least a prolonged recovery rally, if not a fresh bull market, argues Watling.
The bad news stretches beyond the current rally for equity markets, as Longview has now joined the experts
who believe an economic recession has pretty much become unavoidable.
Like so many other sophisticated market analysts, Watling is paying close attention to global liquidity, which
seems to have peaked in April and money supply is since contracting rather rapidly.
On current trajectory, points out Watling, and if the Fed doesn’t pivot quickly, money is becoming too tight
for the US economy, at a level of growth which has historically led to recessions in the following year.
As pointed out in the chart below, a reading of between 60-70 on the Longview Liquidity Indicator suggests a
high risk for economic recession in the US. The latest reading surged beyond 70.
"All of which suggests that the likelihood of a recession in 2023 is growing (and is now more likely than not,
i.e. >50% probability). If correct, then as has been widely discussed, earnings for 2023 are too high (consensus
is for S&P500 earnings growth of 9.1% in 2023 and 8.6% in 2024). In recessions, forward consensus earnings
typically fall by between 16% and 40%. "
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More Weekly Insights to read:
-Balancing Between Opportunity & Risks:
https://www.fnarena.com/index.php/2022/06/30/rudis-view-balancing-between-opportunity-risks/
-Not the Bottom, Not The End:
https://www.fnarena.com/index.php/2022/06/23/rudis-view-not-the-bottom-not-the-end/
-Double Your Protection:
https://www.fnarena.com/index.php/2022/03/17/rudis-view-double-your-protection/
(This story was written on Monday 11th July, 2022. 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 $480 (incl GST) for twelve months or $265 for six and can be purchased here (a subscription
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to FNArena might be tax deductible):
https://www.fnarena.com/index.php/sign-up/
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These Terms and Conditions of Use, and Disclaimers constitutes your agreement with FNArena Ltd
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as well as any other publications (including articles) FNArena may publish on its website, or
anywhere else, from time to time.
Please read the contents of this page carefully as it contains important legal information and
disclaimers. By entering and perusing the website, reading the Australian Broker Call, or, if you are
subscriber, by entering the password protected part of the website, you acknowledge that you have
read, understood and accept this agreement.
By accepting this agreement you acknowledge, understand and accept the following:
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or anywhere else, from time to time.
6. Reference to “publications” in this agreement means any material, including articles, published or
put in print on the FNArena website, or anywhere else, whatsoever, and includes FNArena’s
weekday periodical, Australian Broker Call, and any other periodicals FNArena may publish from
time to time.
7. Reference to a “visitor” means, you, a visitor to this website, and includes a subscriber to
Australian Broker Call as well as any other publications or periodicals FNArena may, from time to
time, publish through its website.
8. FNArena is a media company which employs financial journalists to report financial news.
FNArena’s journalists perform the required research and collect the information that is, ultimately,
each day, published on this website and in FNArena’s news periodicals. As is obvious, the process by
which the information is collected and delivered to you is a purely journalistic one and, therefore,
the comments, opinions and recommendations FNArena reports on this website are not the
opinions of FNArena or any of its journalist or other employees. FNArena is ONLY and specifically a

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

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

take responsibility for their quality, content or suitability.
22. FNArena is not responsible for claims made by advertisers on the FN Arena website or in any of
its periodicals. Such advertisements are included solely for the convenience of visitors, and do not
constitute any endorsement by FNArena of any products or services advertised. FNArena does not
check the accuracy of the statements made by the advertisers. You assume sole responsibility for
the access and use of third party links and pointers from the FN Arena website, as well as any
purchases you may make from those third parties (including advertisers).
23. All the content, information and material made available on this website are provided to you “as
is” and without warranty of any kind from FNArena whether express or implied, including, but not
limited to, implied warranties of merchantability and fitness for a particular purpose, title, non‐
infringement, security or accuracy, nor does FNArena endorse or take any responsibility for the
accuracy or reliability of any opinion, advise or statement made through the FN Arena website, its
periodicals, or for making good all or part of any loss and/or damage that may have been caused by
the visitor’s reliance on any information, advise, product or service obtained from a linked website.
24. FNArena is not liable for any copyright infringements incurred by any outside content or
information contributors, or by third parties who have links to this website, or advertise on this
website.
25. FNArena reserves the right to make any and all changes to the FN Arena website, including the
publications and periodicals, at its sole discretion without notice to you. FNArena reserves the right
to deny access to this website or its information to anyone at any time.
26. This agreement shall be deemed to include all other notices, policies, disclaimers, and other
terms contained in the FNArena website, provided, however, that in the event of a conflict between
such other terms and the terms of this agreement, the terms of this agreement shall prevail.
27. FNArena shall have the right, at its discretion, to change, modify, add or remove terms of this
agreement at any time. Changes shall be effective immediately. Notification of any such changes
shall be made herein, therefore, you are strongly advised to read these terms each time you wish to
access the FN Arena website or any periodical.
28. No permission is granted to copy, distribute, modify, post or frame any text, graphics, video,
audio, software code, or viewer interface design or logos. The entire FNArena website, including the
publications and periodicals, is subject to copyright with all rights
reserved. The information contained in the website, including the publications and periodicals, shall
not be published, rewritten for broadcast or publication or redistributed in any medium, or for any
other reason whatsoever, without prior written permission from FNArena.
29. All original content is the copyrighted property of FNArena.
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This Report should be read in conjunction with our terms and disclaimer on page 17. 
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