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January, you've been hanging on me
Midway through the first month of the year is a good time to stop and see if the "January Effect" is in
play. That's the theory that says if January is a good month on markets, so will the rest of the year be.
We have a raft of helpful analysis in the Switzer Super Report to help you pick stocks today. First up,
Paul Rickard reviews the Switzer Super Report growth-biased portfolio.
Also today, James Dunn closely examines five small-cap stocks - including Infomedia and Reckon that you're going to want on your watchlist in 2014. In Buy, Sell, Hold - what the brokers say Rudi
Filapek-Vandyck discovers a banking sector review by Citi results in downgrades for three of the Big
Four - ANZ, CBA and Westpac.
Sincerely,

Peter Switzer
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Invest more as the dollar dives
by Peter Switzer
Take this number down – 1,848.36. It’s the starting
point for the S&P 500 on January 1, 2014 and it will
be used to measure a pretty reliable indicator for what
might happen to stocks this year. It’s called the
January Effect and it says however January goes, so
goes the market for the year.
How low can it go?
On Saturday the key US stock market index ended at
1,838.7 and so we need to see a run of good news –
both economic and earnings – to tick the box called
the January Effect. That’s the story for the USA but
here, for a good year on the local stock market, we
need to see the Aussie dollar continue its slide, even
though it is gritting to see, even the Kiwi dollar, gain
ground on our once mighty,
above-parity-with-the-greenback dollar!
In 2011 we got 1.3791 Kiwi dollars to the Aussie, but
now it’s more like 1.0550 and some expect to see
parity this year!
It all sounds bad, but it really means Aussie
businesses that benefit from a lower dollar will be in
the box seat for higher profits, and share prices will
follow. Noosa looks more attractive on price than
Queenstown for tourists, and that’s the pay-off from
the sinking currency.
The Yanks have built their comeback on a low
greenback and it has been a “beggar thy neighbour”
policy – and we’ve been the neighbour!
On Saturday morning our dollar was down to
US87.7c, and there’s a certain guy from the RBA
who lives in the Shire in Sydney, who would have
been cheering. Glenn Stevens has been wishing for a
US85c Aussie dollar because he does not want to cut
interest rates anymore in case it turns a housing
recovery into a bubble — which it is not in anyway at

the moment, by the way.
Stevens knows a lower dollar will push up economic
growth and create jobs, but that’s not all, it will boost
profits as well as share prices. He might not care
primarily about share prices, but he knows rising
share prices will build the snowball of confidence
needed to kick-start the Aussie economic recovery.
A helping hand
But it’s not just a local story — the Yanks and the
Chinese have to play their part.
China needs to keep growing at 7% or so and while
the World Bank fingers China as the biggest risk to
world economic growth, which they say is improving,
the World Bank’s economists still think the world’s
second biggest economy will grow at around 7.7%.
So, I will park my China concerns for the moment to
concentrate on what the USA has to deliver over the
next two weeks.
It’s simple – earnings and economic good news.
December Jobs data aside, US economic releases
have been good enough for the Federal Reserve to
start tapering its QE3 monetary stimulation. However,
there are still some small question marks over the
strength of the economy’s comeback. That accepted,
the Fed’s vote to taper was 11-1 and that says a lot
about the perceived strength of the economy.
On the jobs number – where 74,000 jobs showed up
instead of 200,000 – Jan Hatzius, the chief economist
at Goldman Sachs, said 50,000 jobs were lost
because of the bitterly cold weather in the States. So,
as I argued last week, that jobs number was dodgy.
So, what about US earnings? Some 52 companies in
the S&P 500 index have reported and Thomson
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Reuters says earnings per share is up solidly but the
revenue increases have not been impressive.
And that revenue result, along with outlook
statements from the bellwether companies, could be
a massive determinant of whether or not we get the
January Effect we would love to see. At the moment
only the Nasdaq is up in 2014.
Some good earnings news
On the plus side, 50% of the companies that have
already reported have beaten earnings expectations,
and only 36.5% disappointed. That said, US market
history shows some 60% of companies impress to the
high side when it comes to earnings. So, the pressure
is on.
Of course, the statisticians amongst you know a
sample size of only 52 companies is not believable,
but by week’s end the picture might be substantially
clearer. I feel certain the run of earnings and
economics data will be critical for what happens to
stocks over the next two weeks.
The experts think earnings will be up 7% and if that
doesn’t happen we could see a sell-off or vice versa.
Another market issue could come out of the World
Economic Forum in Davos, Switzerland, which starts
on Tuesday, but I can’t see anything there topping
the economics and earnings show in the USA.
In conclusion, if the Yanks do report well on the
economy and on the corporate front, then the US
dollar will sneak up with stocks and the Aussie dollar
will keep sinking. This will underpin improving profits
in Australian companies and we would have a
GREAT year on the stock market. Without these nice
little dollar ducks all in a row, we could only end up
with a good year for market-players.
Call me selfish but I want a great year and the more
the dollar dives, the more I will invest.
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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Our growth-oriented stock portfolio review
by Paul Rickard
Last week, we updated our income-biased stock
portfolio. This week, we look at our growth-oriented
portfolio.
We have made some changes to the growth-oriented
portfolio, which include sector and stock rebalancing,
baselining for the start of the year, the replacement of
Santos, and the inclusion of Amcor and JB Hi-Fi.
Critically, the purpose of these portfolios is to
demonstrate an approach and methodology to
portfolio construction that SMSFs could apply.
In relation to this growth-oriented portfolio, we need to
state some important caveats upfront. Firstly,
recognising the importance of tax effective income
from dividends to the overall portfolio return, and a
general aversion by many SMSFs to taking excessive
risk, our sector biases are not strong. While there is
an orientation to the sectors and stocks that we
believe will grow over the medium term, our aim is to
design a portfolio that will also track the overall
market reasonably closely, as measured by the
S&P/ASX 200 Accumulation Index. It is only a bias
towards growth.

growth prospects. Overlaying this is a view that the
Australian dollar will decline further this year, which
will favour, in the short- to medium-term, specific
sectors and stocks.
Notwithstanding that ‘health care’ was one of the
better performing sectors on the ASX last year, we
maintain that the growth in healthcare spending by
western governments, together with this being one of
the few industries that Australia can claim a position
of leadership, creates favourable long-term growth
prospects for this sector. We are also marginally
overweight in the so-called ‘cyclicals’ – ‘consumer
discretionary’ and ‘industrials’.
Conversely, the sectors where we propose to invest
less than their index share are ‘financials’ and
‘property trusts’, and to a lesser extent, ‘consumer
staples’ (the so-called ‘defensive’ sectors). With the
banks, revenue growth is low single digit, yields are a
lot less attractive following the increase in their share
prices in 2013, and arguably, they are expensive
compared to their international counterparts.
On a sector basis, our portfolio compares to the
market (S&P/ASX 200) as follows:

Secondly, our universe of stocks to select from is, by
and large, confined to the top 100 stocks. More often
than not, the stocks with the best medium-term
growth prospects will come from outside this group, in
particular, the so-called ‘small’ caps.
With these caveats decked, let’s move onto the
portfolio construction.
Sector biases
Similar to our approach to the income-biased
portfolio, we are applying a ‘top-down’ approach to
the industry sectors, and introducing biases that
favour the sectors that have the best medium-term
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Stocks
Working on the basis that we need at least 10 stocks
for diversification and that once you get over 25, it
becomes pretty hard to monitor, we have selected 22
stocks. This is more than the income-biased portfolio,
reflecting in part the increased risk in stock selection.
Critically, we have biased the stock selection to
companies that will benefit from a falling Australian
dollar – either because they earn a major share of
their revenue offshore, and/or report their earnings in
US dollars.
In the ‘consumer discretionary’ sector, we have
stuck with Crown (one of the best performing stocks
in 2013), and to obtain some exposure to the retailing
industry, added JB Hi-Fi. Like Crown, most of the
retailers ran pretty hard in 2013 as investors prepared
for a pick-up in consumer sentiment. Our sense is
that this still has a little further to go, and while JB
Hi-Fi is expensive, it is probably the pick of the larger
specialty retailers. With ‘consumer staples’,
Woolworths is starting to look cheap relative to
Wesfarmers, and we have reversed the bias on an
index basis to now favour Woolworths.
For the ‘financials’, we continue to avoid insurance
companies, and have taken a marginally overweight
position in the Sydney banks, Commonwealth Bank
and Westpac, and an underweight position in ANZ.
Commonwealth Bank is the clear leader in Australian
banking, and while priced at a premium to the other
banks, the premium is justified. Regional banks ran
hard last year and appear to be now fully priced.
In ‘health care’, we have included CSL, Primary and
Ramsay. Ramsay has been a star performer and is
now trading on a forecast PE of 27.2 – and while on
paper it is just so expensive, management keeps
delivering year after year and we are going to back it
again. Although Computershare is classified as
‘information technology’, its global registry business
provides good exposure to buoyant global stock
markets and the resultant increase in primary market
issues.

With ‘materials’, we are roughly index weight in the
‘metals and mining’ sub-sector, through exposure to
the major miners BHP and RIO. We have avoided
gold stocks, and included both Orica and Amcor. As
a supplier and manufacturer of commercial
explosives and mining chemicals, Orica also provides
exposure to the mining industry. The newly demerged
Amcor brings exposure to a global flexible and rigid
plastics business.
Portfolio
Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 31
December 2013) is as follows:
Forecast returns
Using consensus broker forecasts from FN Arena, the
portfolio has the following characteristics:
Forecast PE for 2014: 16.08
Forecast Dividend Yield for 2014: 4.29%
Franking: 85.1%
For an SMSF in the accumulation phase, the 4.29%
dividend yield will translate to a return of 5.07% pa
(after tax), and for a fund in pension phase, the
income return will increase to 5.85% pa.
Of course, as a growth-biased portfolio, our
investment timeframe is in the three- to five-year
range, and while short-term investment performance
(including dividends) is important, our aim is to deliver
slightly above-market performance over that
timeframe. We will keep a close eye on the
growth-biased portfolio, and report back in coming
editions of the Switzer Super Report.
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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Five small caps for 2014
by James Dunn
Small-cap stocks are a hard area to investigate.
Broker research is thin, and you have to do most of
the hard yards yourself. To help out, here are five
small-cap stocks we’ve examined that are worth
putting on your watchlist in 2014.
Infomedia Limited (IFM)
Share price: 61.5 cents
Market cap: $187.55 million
One-year total performance: 53.18%

East-Africa) region, 27% from Asia-Pacific, and 27%
from North America. In FY13, revenue rose by 6.6%
to $48.7 million, while net profit was up 19% to $10.1
million, beating the company’s guidance by 6%. IFM
paid a dividend of 2.82 cents a share, up from 2.4
cents a share in FY12. But in FY13 only the final
dividend (of 1.55 cents a share) was fully franked.
Infomedia is debt-free and had $9.3 million of cash at
30 June 2013.
The company has forecast FY14 sales revenue
growing by 8%–12% and net profit rising by 10%
–19%. At 61.5 cents, the consensus dividend forecast
of 3 cents a share puts it on a prospective FY14 yield
of 4.9%, fully franked. The company is well-positioned
as ‘big data’ leads carmakers toward collaboration
with third-party IT providers like Infomedia. The
company also benefits from a weaker A$ against the
US$ and euro. On analysts’ projections, IFM sits
about 15% below the consensus target price of 73
cents.

Source: Yahoo
One of the Australian stock market’s true global
success stories – but still little-known by investors –
Infomedia provides IT solutions to the after-sales
parts and service sector of the global car industry.
Infomedia supplies online parts selling systems,
menu pricing systems, a range of publications, data
analysis and information research for carmakers. The
core of the system is the electronics parts catalogue,
Microcat, the online parts ordering system Microcat
Market, and the Superservice suite of sales tools,
launched in 2011. Infomedia describes the combined
online offering as the “Microsoft Office” for
automotive after-sales.
More than 70,000 car dealers in more than 185
countries subscribe to Infomedia’s products: 46% of
revenue comes from the EMEA (Europe-Middle

Southern Cross Electrical Engineering (SXE)
Share price: 74 cents
Market cap: $119.5 million
One-year total performance: –34.77%

Source: Yahoo
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Perth-based Southern Cross is a specialist provider
of electrical and instrumentation (E&I) services to the
resources sector, in construction and over the life of a
project. Southern Cross is exposed to the LNG, iron
ore, coal seam gas (CSG), precious and industrial
metals, and coal sectors. Major customers include
Rio Tinto, BHP, BP, MCC Sino Iron, Silver Lake
Resources and AngloGold Ashanti. In late 2012,
Southern Cross formed a 50:50 joint venture with
Irish-based global oil and gas E&I specialist Kentech
– known as KSJV – to tap into the Australian LNG
industry, winning its first contract in September 2013,
for E&I work at the Australia Pacific LNG project on
Curtis Island in Gladstone.
Over FY13 and so far in FY14, the company has
racked up a series of impressive contract wins,
starting with a $100 million contract at Rio Tinto’s
Cape Lambert iron ore port – SXE’s largest ever
contract – and followed by a $40 million contract at
AngloGold Ashanti’s Tropicana gold project in
Western Australia and a $29 million contract at Rio
Tinto’s Yandi iron ore mine expansion. Southern
Cross has continued the momentum this month,
winning two contracts from Rio Tinto, the first a $40
million electrical and instrumentation job at the Cape
Lambert port and the second a $10 million electrical
and instrumentation sub-contract at the Nammuldi
iron ore mine.
In FY13, Southern Cross lifted its revenue by 26% to
$278 million, and boosted net profit by 27% to $17.3
million. Revenue has tripled since FY11 – by the
fourth quarter of FY13, it was running at an
annualised $400 million. The dividend was lifted by
one-fifth, to 2.7 cents a share, fully franked. At 74
cents, SXE is trading on a prospective price/earnings
(P/E) ratio of 5.9 times earnings and a 4.3% yield –
and a long way short of Macquarie’s target price of
$1.22.
Reckon (RKN)
Share price: $2.10
Market cap: $269.02 million
One-year total performance: –10.3%
The business model of small-business accounting
software company Reckon has been fairly simple
over the years: it has held the rights to distribute the

Quicken and QuickBooks products of US giant Intuit,
the biggest chunk of its revenue. But since March
2012, when the company announced that its Intuit
deal would cease on Feb 2014, Reckon has had to
convince the market that it could develop its own
products, and its own ‘cloud’ strategy.

Source: Yahoo
The business model of small-business accounting
software company Reckon has been fairly simple
over the years: it has held the rights to distribute the
Quicken and QuickBooks products of US giant Intuit,
the biggest chunk of its revenue. But since March
2012, when the company announced that its Intuit
deal would cease on Feb 2014, Reckon has had to
convince the market that it could develop its own
products, and its own ‘cloud’ strategy.
Reckon has effectively remade itself as a
multi-platform software developer, giving customers
the choice between desktop, hosted and cloud – but
with a growing emphasis on the cloud.
The Quicken and QuickBooks products have been
rebranded Reckon Accounts. Reckon’s own cloud
accounting application, Reckon One, was launched in
2013, including a mobile application. Its professional
services division has its own cloud application, APS
Private Cloud. Reckon’s fully integrated document
management system Virtual Cabinet has been
introduced across all of the company’s markets.
Reckon has invested heavily in its mobile strategy, in
both Reckon One and the Reckon Pay mobile
payments service – linked with NAB – that will be
launched early this year.
RKN now has to prove itself, but the signs are
encouraging. The share price has struggled since the
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Intuit divorce was announced, and appears still about
13% –15% under-valued on consensus target price
grounds. The take-up of Reckon One will be pivotal
this year. In the meantime, holders should be able to
pick up a 4.9% yield in FY14.
Empired (EPD)
Share price: 66 cents
Market cap: $62.74 million
One-year total performance: 47.72%

infrastructure support services from Main Roads
Western Australia (MRWA), managing the-fibre optic
network behind WA’s street lights for a period of up
to five years. The contract wins are perfect examples
of the kind of higher-margin, multi-year, multi-million
dollar managed services work that Empired has set
itself to land – the company expects to contest $150
million worth of work in FY14.
Net profit has grown from $200,000 in FY11 to $2.1
million in FY13. In FY13, Empired lifted revenue by
8%, to $48 million, and boosted net profit by 68%, to
$2.1 million. A maiden dividend of half a cent a share,
fully franked, was paid. At a trailing (FY13) yield of
0.76%, EPD is not a yield proposition – but at least
it’s a start. The stock is a capital gain prospect for
patient investors: keep in mind, though, that traded
volume is low.
Quickstep Holdings Limited (QHL)

Source: Yahoo

Share price: 23.5 cents
Market cap: $93.04
One-year total performance: 50%

Perth-based IT services provider Empired positioned
itself for a big year in FY14, with some significant
announcements in late 2013.
First, in August, Empired partnered with fellow IT
house Oakton to land a multi-million dollar services
contract with gold miner Barrick Gold Corporation to
supply a fully managed Oracle service for Barrick’s
core financial accounting system, including real-time
replication, in the Asia Pacific region. Empired will
provide the infrastructure and managed services
through its cloud computing platform, FlexScale.
Then, on one day in September, Empired announced
a $15 million acquisition of east coast Microsoft
specialist OBS; a $15.5 million equity capital raising
to pay for it; and a three-year, $50 million contract –
which it termed a “game-changer” – with an
un-named mining company to design and implement
core operational mining systems to replace the
miner’s legacy technologies.
Empired followed these successes in October by
winning a hotly contested $46 million tender for

Source: Yahoo
While the headlines proclaim gloom for Australian
manufacturing, composite-materials specialist
Quickstep begs to differ. At its Bankstown facility in
Sydney, Quickstep makes advanced carbon-fibre
parts for aircraft, and hopes to extend this work into
car parts.
In February 2011, Quickstep signed a long-term
agreement with Northrop Grumman Corporation to
make parts for the F-35 Lightning II (Joint Strike
Fighter) aircraft, which will be flown by the Royal
Australian Air Force (RAAF) as well as ten other air
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forces. Quickstep will make 21 different parts for the
JSF program: the supply agreement is worth up to
$700 million to the company, over 20 years. At peak
production rates, Quickstep says revenue from the
JSF contract will reach $40 million a year. The first
parts were delivered in April 2013.
In March 2012 Quickstep won an international tender
to supply wing flaps for the C-130J ‘Super Hercules’
military transport aircraft, as sole supplier. The US$75
million deal will see 24 sets of wing flaps delivered
each year until 2018. The first production order was
for 24 sets of wing flaps, worth US$12 million
(Quickstep only counts actual purchase orders in its
‘firm’ order book, which at 30 June 2013 stood at
$30 million.) Quickstep expects the Super Hercules
contract to generate revenue of between $75
million–$100 million over the next five years, with
deliveries beginning in the current financial year.
Quickstep is also working on licensing its patented
Quickstep Process and resin spray transfer (RST)
technology, which can potentially produce
carbon-fibre parts at very low cost: RST is being
evaluated by German carmaker Audi, while in July
2013, the Quickstep Process struck its first licence
deal, with Russian company, ORPE Technologiya,
which will produce large carbon-fibre shields for
satellite launching, in a €4.2 million ($A6 million) deal.
Aerospace exposures are very rare on the Australian
Securities Exchange (ASX): Quickstep is the only
listed Australian company that offers investors
exposure to the fast-growing carbon-fibre market. But
it does not currently make a profit and its potential
must be weighed against that.
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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What the gurus – Bill Gross, Jeremy Grantham and
Ray Dalio – are saying
by Barrie Dunstan
All the 2014 investment forecasts have been made
and it shouldn’t surprise Switzer Super Report
readers that stockbrokers and investment managers
think it will be another good year for share investors.
This may well be so: several indicators look
favourable, interest rates are low and the real estate
market is pulsing with confidence.
The guru review
But investors should be aware several influential
overseas investment giants have concerns about the
medium-term health of investment markets. Bill
Gross, managing director of $2 trillion manager
PIMCO, recently mused about the investment
approach of what he called “investment laboratories”
such as his group, Jeremy Grantham’s GMO and
Ray Dalio’s large hedge fund group Bridgewater.
PIMCO worries about the uncertain future from low
interest rate policies and the potential realisation that
investment markets can’t keep rising in such an
environment. For those seeking a timing hint, Gross
can’t be definitive: the disillusionment might be
gradual rather than sudden – but he is adamant if
economic policies can’t produce the growth the
markets are expecting, investment managers will
move away from traditional asset classes.
At Bridgewater, Ray Dalio – fresh from a 2013 result,
which saw Bridgewater’s two mega hedge funds
underperform – thinks it’s going to be hard to
produce added value (or alpha) in future. He says
rising asset prices will cause equity returns to
average out at 4% over the next 10 years. Despite his
group’s hundreds of specialists, which analyse every
conceivable piece of data, Dalio says: “I think going
forward most investors are not going to be able to
produce alpha.”
GMO’s Jeremy Grantham, who is a value investor in

underpriced asset classes, worries about another
bubble, fed by a resumed housing boom in the US.
GMO says share markets are rising despite
disappointing growth and will probably continue to
rise under the Fed’s stimulus. Grantham thinks the
market could rise 20% to 30% in the next one or two
years . . . before the inevitable bust. Over the next
7-year forecast period, he is forecasting negative real
returns.
So what do investors do?
GMO argues, over the Grantham’s summary: “Be
prudent and you’ll probably forego gains. Be risky
and you’ll probably make some more money, but you
may be bushwhacked and, if you are, your excuses
will look thin.”
These are the views of some of the smartest
investment groups, using lots of brain power, but
when it comes to precise timing in the markets, few
people can get it entirely right – hence Grantham’s
final remarks.
Of course other factors influence the Australian share
market: the local economy, interest rates, corporate
earnings plus China. But these may have less
influence if there is a major global meltdown. It’s
already apparent from a few days in January where
the New York market has gone into a brief funk,
followed by Australia, that these are edgy times.
For private investors, there’s still no alternative
strategy to stock picking – finding undervalued stocks
– and investing for dividends and safe, steady growth.
Plus diversification across all asset classes, including
even unpopular ones like global markets.
Internationally, for instance, there have been very
good, long-term returns from the Platinum Group’s
international fund – more than 13% per annum since
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inception almost 19 years ago – which shows local
investor Kerr Neilson can match it with some of the
international big names. The younger Magellan
Group has also performed brilliantly in recent years.
At a time when big investment managers are
concerned whether company earnings can rise to
validate higher PE ratios, the consolation for investors
is that both these groups are stock pickers seeking
undervalued stocks and markets.
A final warning: chasing higher returns by using
leverage to invest in assets can be risky when the
music stops. Leverage can spoil even a good
investment and too much reliance on borrowed funds
can turn even a reasonable investment into a
potential disaster.
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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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The past week proved unexpectedly busy with
resources and related cyclicals dominating on the
upgrade side, while reliable industrials, including the
major banks, otherwise known as yesteryear’s
outperformers, are clearly dominant when it comes to
receiving downgrades.
In the good books

increase in dividend to AWC from Alcoa, which could
be passed on to shareholders given no debt. The
broker is forecasting a 7.3% fully-franked 2015
dividend yield for AWC after a more subdued 2014.
Goodman Group (GMG) was upgraded to Overweight
from Neutral by JP Morgan and to Buy from Hold by
Deutsche Bank. In previewing their expectations for
REITs in 2014, both brokers suggest a challenging
year with rising bond rates, lower trust income growth
and fewer earnings benefits from lower debt. That
said, following relative underperformance in 2013, JP
Morgan expects solid valuation support around
healthy transaction markets. Deutsche Bank predicts
large caps with growth are set to outperform. On this
basis, GMG has been upgraded.
Incitec Pivot (IPL) was upgraded to Buy from Neutral
by BA-Merrill Lynch. The stock is trading at a 15%
price-earnings discount to the ASX200, with 10%
being the long-term average. To this backdrop, add
16% earnings-per-share growth compared with 5%
for the ASX200 and the broker’s belief that industry
headwinds have abated, and Merrills provides a
compelling case for an upgrade.

Alumina (AWC) was upgraded to Outperform from
Underperform by Credit Suisse. Last month the
broker maintained an Underperform rating on AWC
based on expectations of low alumina/aluminium
prices and a too-high A$. The A$ has since fallen and
alumina prices have rallied off their lows but more
importantly, the shift to spot trading in alumina has
picked up pace. This would mean a substantial

Credit Suisse has upgraded JB Hi-Fi (JBH) in a
sector review to Outperform from Neutral and lifts the
target price to $23.06 from $21.75. Strong in-store
and online Christmas trading with electronics made it
one of the best performers in December. Discounting
appeared negligible and prices were stable. CS
expects retailers overall will outperform in 2014 and
offer strong growth across the board.
Mt Gibson Iron (MGX) was upgraded to Outperform
from Neutral by Macquarie. Macquarie has
undertaken extensive remodelling of its iron ore
producer/developer valuations based on both
individual factors and adjusted A$ and iron ore price
assumptions. Mt Gibson is among those offering

13

“excellent” exposure to expanding pellet and lump
premiums and has been moved onto the broker’s
preferred list, with an upgrade to Outperform.
Citi upgraded Super Retail’s rating to Neutral from
Sell following the sharp sell-off that followed the
disappointing market update. Prior to the correction,
Citi was convinced the shares were too expensive.
This has now been corrected with the addition that
any upside is believed to remain limited until the
market gets more comfortable with growth at what is
arguably Australia’s prime retailer.
In the not-so-good books

growth and reliability of margins for Australian banks.
Yet they also downgraded three out of the Big Four to
Neutral. The reason is that valuations are “quite full”
and projected total returns remain below 15% for the
year ahead, which is the cut off to warrant a Buy
rating in Citi’s universe. Minor adjustments have
been made to estimates. Commonwealth and
Westpac were the other two downgrades.
Australand Property Group (ALZ) was downgraded to
Neutral from Overweight by JP Morgan. In previewing
its expectations for REITs in 2014, the broker
suggests a challenging year with rising bond rates,
lower trust income growth and fewer earnings
benefits from lower debt. That said, following relative
underperformance in 2013, the broker expects solid
valuation support around healthy transaction markets.
On a sector relative basis, Australand is downgraded.
Investa Office Fund (IOF) was downgraded to
Underweight from Neutral by JP Morgan and to Hold
from Buy by Deutsche Bank as a result of the same
reviews by the two brokers.
Iluka Resources was downgraded to Neutral from
Outperform by Credit Suisse. December quarter sales
recovered strongly from a weak September and Iluka
believes demand is on the mend. On the downside,
mineral sands prices declined by more than the
broker expected. Iluka’s sales volumes are likely to
be erratic going forward under the new spot trading
system.
Due to a technical glitch, this week’s update runs
from Monday to Monday, instead of ending on Friday.
This anomaly will be rectified next week.

JPMorgan has downgraded ARB Corp (ARP) to
Neutral from Overweight ahead of its interim report
next month, citing the resources slowdown and the
effect of fringe benefits tax changes on fleet demand.
The broker expects a soft result as domestic
challenges overshadow export growth potential
arising from a lower $A.
ANZ Bank (ANZ) was downgraded to Neutral from
Buy by Citi. This week’s banking sector update is
one of seemingly contradictory conclusions. Citi
analysts have become more positive on earnings

The FNArena database tabulates the views of eight
major Australian and international stock brokers:
BA-Merrill Lynch, CIMB, Citi, Credit Suisse, Deutsche
Bank, JP Morgan, Macquarie and UBS.
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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Did you know?
My son Marty Switzer has been holding the fort on my Switzer TV show over the past two weeks and last week
he spoke to Simon Bond, shares expert at Morgans, for his unique view on the markets. Watch the interview
here.
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