
High quality, cheap stocks – ANZ, Ansell

by Roger Montgomery

Is there anything worth buying?

If you like to get comfortable with a warm blanket or a
glass of red (or perhaps both) before commencing
your reading of the Switzer Super Report, today I am
not giving you the chance. Today we ask the question
on many investors’ minds.

Let’s cut straight to the heart of the matter. Experts
have been telling us for some time that the market is
expensive. The current circumstances however are a
little more complex.

According to Ray Dalio, legendary founder of hedge
fund giant Bridgewater & Associates, the prices of
risky assets (shares) are high and the expected
returns are low relative to traditional levels. But he
adds, these aren’t traditional times. Interest rates are
at zero and liquidity is unusually high. Under those
conditions, the stock market isn’t displaying
unusually stretched valuations. Cash returns are
terrible and while investors aren’t thinking about how
much worse the loss of capital could be, there aren’t
many signs that they should be worried yet.

That said, other experts such as Jim Paulsen at US
Manager Wells Capital Management notes that the
P/E ratio of the median US stock is actually at a post
war record high.

The bigger risk we believe is not an outburst of
inflationary growth that causes the US Federal
reserve to raise rates. No. The bigger danger lurks in
US economic growth entering its seventh year, which
as former US Treasury Secretary Larry Summers
noted, is the “typical life-expectancy of recoveries.”

When recessions have hit in the past, the US Fed has
needed to cut rates by 3 or 4%. With rates at near
zero, this is not an option.

Ray Dalio concurs “Additionally, in our opinion,

inadequate attention is being paid to the risks of a
[economic] downturn in which central bankers’
abilities to ease are significantly impaired.”

When QE was first announced many observers noted
that the US was merely ‘kicking the can down the
road.’ What Summers and Dalio are alluding to, is
that the ‘can’ might be losing some of its momentum
from that original kick.

The conclusion however might be that rates could
stay low for some time and calls for US rates hikes
later this year might be premature.

If that is the case then markets may stay supported
for a time. One might reasonably expect the support
to remain until one of three things happen. Those
triggers could be rising interest rates, declining
liquidity and/or investors turning their attention to a
deteriorating economic environment.

So what are the companies that we reckon are high
quality and cheap in the market today? I could of
course produce a long hypothetical list but I could
also simply go through those that we have backed
with real money.

Here’s the list in alphabetical order, followed by a
quick description of each company. Do keep in mind
that Montgomery funds own these shares and may
have purchased at current, lower, much lower or
higher prices. In short we are incentivized to see
them rise, so please seek and take personal
professional advice before transacting in any stock
listed below.

Australia and New Zealand Bank (ASX: ANZ)

Australia and New Zealand Banking Group Limited,
through its subsidiaries, provides various banking and
financial products and services to retail, small
business, corporate, and institutional customers in
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Australia, New Zealand, the Asia Pacific region, the
Middle East, Europe, and the United States.

Ansell (ASX: ANN)

Ansell Limited designs, develops, and manufactures
protective solutions worldwide. The company
operates in four segments: medical, industrial, single
use, and sexual wellness. The medical segment
provides perioperative safety products, such as
medical, surgical, and examination gloves, as well as
healthcare safety devices to prevent allergic reactions
and staff injuries for patients and healthcare
professionals. The industrial segment provides hand,
foot, and body protective solutions, such as clothing,
suits, and fall protection products for automotive,
chemical, metal fabrication, machinery and
equipment, food, services and agriculture,
construction, mining, do-it-yourself,
janitorial/sanitation, military, first responders,
household goods, and military industries.

Challenger (ASX: CGF)

Challenger Limited operates as an investment
management firm in Australia. The company operates
as an issuer of annuities and a provider of listed and
unlisted investment products and services to
institutional and retail clients.

Henderson Group (ASX: HGG)

Henderson Group plc is an asset management
holding entity. Through its subsidiaries, the firm
provides services to institutional, retail clients, and
high net worth clients. It manages separate
client-focused equity and fixed income portfolios. The
firm also manages equity, fixed income, and balanced
mutual funds for its clients. It invests in public equity
and fixed income markets, as well as invests in real
estate and private equity. Henderson Group plc was
founded in 1934 and is based in London.

Infomedia (ASX: IFM)

Infomedia Ltd develops and supplies electronic parts
catalogues and service systems for the automotive
industry worldwide.

IMF Bentham (ASX: IMF)

IMF Bentham Limited investigates, manages, and
funds litigation and arbitration claims primarily in
Australia and the United States. The company’s
litigations include commercial claims, insolvency
claims, and group actions. It offers funding for
litigation and investigations preliminary to litigation;
payment of adverse costs orders; strategic planning,
monitoring, and managing of litigation; factual
investigation; and assistance in facilitating
settlements and maximizing the value of each claim.

iSentia (ASX: ISD)

iSentia Group Limited, a software-as-a-service
business, provides media intelligence solutions in
Australia, New Zealand, and Asia. The company’s
products include Connect, which is a media database
covering press, radio, television, online, and social
media; Assisted News Distribution that sends media
release to a mass media audience; Launchpad; Two
Social, which offers social media services; and
Newsboost, a media release sharing site and online
newswire. It also provides transcription service for
radio or television news items; Slice, a media
monitoring package; BuzzNumbers, a social media
listening platform, which provides industry monitoring,
reporting, workshops and insights.

McMillan Shakespeare (ASX: MMS)

McMillan Shakespeare Limited provides
remuneration, asset management, and finance
services to public and private organizations in
Australia. It operates in two segments, group
remuneration services and asset management. The
group remuneration services segment provides
salary-packaging services, remuneration policy
design; fringe benefits tax, goods and services tax,
and BAS reporting; and motor vehicle lease
management services. The asset management
segment offers financing and ancillary management
services associated with motor vehicles, commercial
vehicles, and equipment.

M2 Group (ASX: MTU)

M2 Group Ltd provides telecommunications services
under the brand names of Commander, Engin,
iPrimus, and Dodo. The company, formerly known as
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M2 Telecommunications Group Limited, was founded
in 1999 and is headquartered in Melbourne.

Medibank Private (ASX: MPL)

Medibank Private Limited, an integrated healthcare
company, provides private health insurance and
health solutions in Australia and New Zealand. Its
health insurance services include hospital insurance
for private patients; ancillary or extras cover; and
private health insurance for international students and
visitors to Australia, as well as life, travel, and pet
insurance services.

Magellan Financial Group (ASX: MFG)

Magellan Financial Group Limited engages in funds
management. It provides investment management
services for high net worth, retail, and institutional
investors.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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