
 

April 2019 — Over the Horizon Market Commentary by David Offer 
 

By this Sunday we will thankfully have the Federal Election behind us. 

Labor is still expected to cross the line first but, thanks to a supreme effort by Scott Morrison, the result will likely be a lot 
closer than what was previously expected.  Not that this is reflected in current betting markets, with Sportsbet presently 
offering only $1.15 for a Labor win versus $5.50 for a Coalition victory. 

With a Labor win likely, Australian politics appears set for a lurch from the Centre to the Socialist Left, with a big taxing 
and big spending Government set to follow.  However, in all probability, a hostile Senate probability awaits the new 
Shorten led Labor Government.  We will have to wait and see if Labor will be able to pass any or all of its higher taxes into 
law.  We suspect Labor will have no problem in commencing its spending commitments, but will only have partial success 
in implementing its higher tax agenda.  As such, we would not be surprised if Federal Government debt continues to 
spiral upwards, particularly if economic activity slows and demand for Australian commodities ease. 

The issue of proposed banning of franking credit refunds is one area of particular Senate contention and, in this area, 
Federal Labor definitely needs to do some work. 

Even if one accepts Bill Shorten’s argument that Franking Credit refunds are a ‘gift’, there are several major flaws.  One 
issue is that future retirees that qualify for the Age Pension (post 28 March 2018), that hold shares in self-managed 
superannuation will not be eligible for Franking Credit refunds.  However, they will be entitled to a refund if the same 
retiree holds the shares in their own name.  This suggests that retirees will be effectively forced to withdraw their fully 
franked shares from their government mandated retirement vehicle being ‘superannuation’ once in retirement and of 
Age Pension age!  Wasn’t the point of superannuation to provide an income stream to fund one’s retirement ….? 

Further, that for retirees to be eligible for Franking Credit refunds to be contingent on being eligible for Age Pension is 
going to force many to actively seek ways to obtain Age Pension entitlements.  From discussions held to date, this grates 
many retirees that previously had no desire to seek ongoing government support in retirement.  However, due to 
proposed Federal Government policy, they now feel that they will be forced to seek Age Pension benefits into the future.  
An influx of retirees going onto Age Pension to continue to receive Franking Credit refunds is hardly going to save the 
Federal Government money! 

Another major flaw is that the level of franking credit benefits a superannuation member in retirement will receive will, 
in many instances, depend on the status and contributions of other members of the same superannuation fund.  That a 
retiree’s after tax income can be in part determined by others again reflects poor government policy.  

Frustratingly, Federal Labor wants to implement many policies from 1 July 2019.  This includes the banning of franking 
credit refunds for those not eligible for Age Pension.  However, with legislation still to be put to Parliament and then 
legislated through the Senate, it is unrealistic that this will be done by June 30.  As such, share investors and especially 
self-funded retirees, will be in the unpleasant situation of not knowing what they will be entitled to (read ‘what their 
income will be’) over this period. 

Nevertheless, we are actively considering solutions to Labor’s proposed policies and will start to put these forward post 
the election should the expected Labor win transpire. 

Turning towards investment markets, April was a positive month for our share market, with the All Ordinaries Index 
climbing 157 points and closing near a 12-month high of 6,418 points.  However, with the current weakness we have 
experienced thus far in May (at the time of writing our share market has retreated 91 points or 1.42%), the annual ‘Sell in 
May and Go Away’ mantra may again hold true.  The following chart shows the annual seasonality historically 
experienced by the Australian share market. 



 

 

The above annual seasonality largely held true for the last 12 months and with our share market recovering 18% from last 
December’s low point (a similar story in most share markets globally), we are arguably due for at least a mild correction on the 
Australian share market.    
 
The table below summarises the largest 10 companies listed on the Australian share market; 
 

Company Price Market 
Value 

2020 
Forecast PE 

2020 
Forecast 

Yield 

Recovery 
from Dec low 

CBA $72.57 130B 13.6 5.9% (FF) 11.2% 
BHP  $36.52 109B 13.0 6.5% (FF) 20.5% 
Westpac $26.90 93.5B 12.0 7.0% (FF) 15.4% 
CSL $197.79 90.6B 29.9 1.5% (FF) 14.3% 
ANZ $26.10 74.9B 10.4 6.3% (FF) 13.6% 
NAB $24.24 71.5B 10.8 6.9% (FF) 7.6% 
Woolworths $33.39 43.7B 25.8 2.9% (FF) 23.2% 
Wesfarmers $36.30 41.5B 19.7 4.3% (FF) 19.4% 
Telstra $3.45 40.9B 15.1 4.5% (FF) 27.3% 
Macquarie $117.50 37B 13.4 5.0% (FF) 13.7% 
 

 



 

These 10 shares total $732.6 billion in market value and represent 37% of the entire value of the Australian share 
market.  Further, the big 4 banks alone represent nearly 19% of the Australian share market.  These companies have all 
performed well over the last 6 months.  However, it is arguable that a number of these companies no longer offer compelling 
value and hence gives cause to believe our share market may be due for a breather.  (While Australian banks are on reasonable 
PE multiples and offer above average dividend yields, they offer limited growth for the foreseeable future. Of the above 
companies, our preferences are ANZ, NAB and Macquarie.) 
That is not to say that value does not exist on our share market at present.  The following represents ASX 100 shares we are 
willing to purchase at this time; 
 

Company Price Market 
Value 

2020 
Forecast PE 

2020 
Forecast 

Yield 
Origin $7.26 12.8B 11.3 3.4% (FF)  
Lend Lease $13.67 7.7B 10.0 5% (FF) 
Boral $4.67 5.5B 11.5 6.1% (50% F) 
Challenger $7.74 4.7B 11.9 4.5% (FF) 
Link  $7.57 4.1B 17.4 3.4% (FF) 
CYBG 
(Clydesdale) 

$3.44 3.1B 6.8 6.1% (0% F) 

Mineral Resources $14.94 2.8B 10.8 5.0% (FF) 
 
In saying that, the recovery in the Australian share market has been confined to relatively few shares and namely Australia’s 
largest Companies.   
 
As discussed in last month’s letter, outside the ASX 100, we also like Nufarm at current prices. 
 
As such, we recommend a reasonable level of cash continue to be retained within share portfolios at this time but, given 
we see value in a number of companies, we are also willing to selectively acquire where appropriate. 
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