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Shaken, not stirred
If you feel a little bit shaken after last week, don't worry. You're not alone. But I'm here to tell you; it's
not time to start running scared yet.
In my article today, I explain what's causing all the fuss and I list all the things that suggest to me, that
although it's going to be a little bit volatile, 2014 will still be a good year for shares.
Also in the Switzer Super Report today, James Dunn has a very in-depth view of the outlook for
commodities and which companies might benefit. Paul Rickard explains why you need to invest
globally, and how to do it, and chartist Gary Stone looks at Reckon and where it might be headed.
Sincerely,

Peter Switzer
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Don't panic. It's just a buying opportunity
by Peter Switzer
I could be wrong, but after Wall Street had its worse
week since November 2011, it now looks like the
overdue pullback, or correction, has a really good
chance of happening. So, how panicky should you
be? And does this lousy start to the year mean it’s
likely that this could be a down year?
Historically speaking, the first two years of a
Presidential term are worse than the last two – it
could be an election thing! Also, mid-term election
years aren’t great for stocks. And then there’s the
January Effect, which says if January is down it does
not augur well for the rest of the year – “as January
goes, so goes the rest of the year.”
Well, the actual history of this relationship keeps me
positive on stocks for 2014. Economist Ed Yardeni
has looked at 67 years of January closes and the
stock-year that followed and it only works 55% of the
time or just under one in two times.
Other historical stories tell us that when you have a
big year for stocks like 2013 in the USA, where the
S&P 500 was up around 30%, then the next year is
often positive. If a recession shows up, then you can
count on a sliding year for stocks, but right now the
global and US economic outlooks are a long way
from the R-word. In addition, while January is often
an up-month, the first quarter generally brings
negative market results.
On the anecdotal front, NYSE traders were at pains
to point out that there was no sense of panic to dump
stocks and, while a 318-point fall sounds big, it’s only
a 1.96% fall, where the weekly drop was 3.5%,
making the 2014 fall about 4.2%.
I think we will see more falls as the S&P 500 slips
under the 1800-level, which is a
psychologically-important data point. Furthermore,
there wasn’t any dip-buying going into the close,

which makes me think there will be more sell-offs in
the week ahead.
The negative side
So, what’s caused this reversal of financial fortunes
in the Big Apple?
Many key market players believe the pullback
is overdue, and it will be healthy for the
market. Also, it will create buying
opportunities.
Those weak HSBC flash PMI numbers for
China, which made everyone think China is
slowing down. It’s too early to write China off
and this negativity could be overdone.
The shadow banking concerns in China could
be spooking some big players and represent a
big question mark for me, though HSBC’s
local chief economist, Paul Bloxham, who is
ex-RBA, isn’t losing sleep over it and that’s
helped me rest easy!
Tapering is expected to start next week, and
every time we’ve got close to the Fed
reducing its monthly $US85 billion
bond-buying, the market has slipped into a
negative headspace.
Tapering has meant bad news for emerging
economies and we’ve seen currencies in a
number of these economies look like they’re
heading for a crisis. There are two reasons for
this. First, there has been a carry-trade, where
smarties borrowed cheap money in the USA
and lent it to economies paying bigger returns.
This is now unwinding as developed
economies are looking stronger and interest
rates are rising in these economies. Also, a
potentially weaker China hits a lot of these
emerging economies quite hard.
Earnings season in the USA has not been
crash hot, and the revenue reports and
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outlook statements have not measured up to
expectations. Also, a lot of top US companies
now export to China and emerging economies
and that could have hit companies such as
GM and IBM
The positive side
Okay, that’s the negative stuff but why do I remain
positive on stocks for 2014, and set for a chance to
buy stocks soon?
First, currency crises are often followed by a
big market bounce-back, as regulators deal
with a problem that was being ignored.
Second, US economic growth recently was
revised up from 3.6% to 4.1%.
Third, the European growth and
debt-management story is miles better than a
year ago, with even Ireland and Greece
getting ticks from the bond market!
Fourth, US banks are in great shape and I
expect lending to start picking up over the
year.
Fifth, J.P.Morgan’s Thomas Lee still believes
US earnings will be the best since the second
quarter of 2012. He told the Wall Street
Journal that earnings per share would be up
8%, which is higher than the 7.2% consensus
call. Like me, he likes the economic story that
is developing worldwide and this should
underpin better profits and then share prices.
Sixth, Indonesia, which saw its currency
clobbered last year, raised 15 trillion rupiah
($1.2 billion) a few days ago when they only
wanted 10 trillion. Last year, its bond raisings
were under-subscribed, so that’s a win for the
optimists.
Seventh, I expected volatility this year and it
happens when liquidity goes from very
available to less available, so get used to it.
But it doesn’t mean the bull market is over.
Eighth, lots of people agree with me that this
is the pullback that is overdue and needed.
“This is a convenient and healthy short-term
pullback,” said David Lafferty, the chief
market strategist for Natixis Global Asset in a
New York Times article.
Ninth, Goldman Sachs boss, Lloyd Blankfein
speaking at the World Economic Forum in

Davos, Switzerland said despite the currency
concerns now, he would be long emerging
economies. Given their part role in this market
dive, it tells me that emerging economies
could be a good contrarian play. Goldman
analysts expect both a correction and a good
year for stocks in 2014.
The conclusion is that it’s probably not “buy time”
just yet but as model Rachel Hunter once put it,
talking about the success of the shampoo she was
endorsing: “It won’t happen overnight, but it will
happen.”
We will try to pick it right. The fact that the market did
not have another big down day on Wall Street makes
me think the majority of players don’t want to dump
stocks. However, the emerging economies’ concerns
could keep the question marks over stocks for some
time.
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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Commodity price outlook and shares to buy
by James Dunn
Well, whoever would have guessed: it seems that
even a ‘super-cycle’ is still a cycle.
Every time we see sustained high commodity prices,
supply reacts; and producers commit to new projects.
This new supply tends to come on to the market at
the same time, with a predictable impact on the price.
Hence the saying, “the best cure for high commodity
prices is high commodity prices” – which works in
reverse, too.
We’re seeing this situation all over again, as the
driver of the commodities ‘super-cycle’ of the 21st
Century – China – begins the process of transforming
its economy from one driven by fixed asset
investment and exports, to domestic consumption.
Beijing has set a target GDP growth of 7.5%, down
slightly from 2013’s estimated 7.7%, and well down
on the double-digit rates of growth that were common
in the 2000s.

prices is strong. But in 2014, markets are dealing with
the usual wave of supply that arrives in the wake of
sustained high prices. And despite an upbeat global
economic growth forecast from the International
Monetary Fund (IMF) – a forecast recently upgraded
for the first time in two years – last week’s news that
Chinese manufacturing activity fell in January, for the
first time in six months, put commodity prices under
pressure again.
However, it is not only commodity prices that matter
to Australian commodity producers: there is also the
US dollar exchange rate. A falling Australian dollar
increases the revenues and cash flows of Australian
producers, which will help to cushion their earnings if
commodity prices come down in 2014.
One by one, let’s look at the situation in each of
Australia’s major export commodities.
Iron ore

China’s economy growing by 7.5% still requires a lot
of commodities inputs: that’s what new BHP Billiton
chief executive, Andrew Mackenzie, was thinking in
an August 2013 speech, in which he said that the
mining giant expected the move to a consumer-driven
economy in China to drive even stronger growth in
the demand for commodities used in energy, energy
transfer and food production, such as natural gas,
coal, copper and potash.
Mackenzie said the expected move of 250 million
more people from the Chinese countryside to the
cities over the next 15 years was a major factor in
BHP’s expectation that global demand for
commodities would grow by up to 75% over that
period. By the end of that time, he said, Asia’s
middle class would approach three billion people in
number – all consuming more than they were now.
On that basis, the long-term outlook for commodities

Now Australia’s largest export earner, iron ore has
grown massively as an industry on the back of the
fact that Australia provides nearly 40% of China’s
iron ore needs. When China’s steel-hungry economy
was running on all cylinders, in 2011, the iron ore
price reached record levels at US$181 a tonne.
A year later, though, with the economic downturn in
Europe, (China’s biggest customer) savaging export
demand, China’s economy began to slow and iron
ore slumped below $US90 a tonne. By February
2013, it was back up to $US160 a tonne. Then it fell
in a heap again, to $US115 a tonne by mid-June, on
renewed concerns of a slowing growth in China.
At present, iron ore is trading at US$124.30 a tonne –
better than expectations six months ago – but down
7% for the year so far. Analysts expect that price to
come under pressure this year, as the market
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absorbs about 100 million tonnes of new Australian
supply, and China cuts back its steel production to
ease over-capacity and pollution – which leads to a
build-up of stock-piled ore, weakening demand for
imports. Australia’s Bureau of Resources and Energy
Economics (BREE) tips an average price this year of
$US119 a tonne: longer term, many forecasters
expect a double-digit iron ore price.
Diversified bulk producers BHP Billiton (BHP) and
Rio Tinto (RIO) are major players in the iron ore
market – the commodity generates more than half of
BHP’s earnings and more than 80% of Rio’s
earnings – but the pair has earnings streams in other
commodities. The two are considered under-valued
against the 2014 analysts’ consensus target price:
Rio Tinto by 23%, and BHP by 11%. Australia also
has iron ore producers Fortescue Metals
(FMG), Atlas Iron (AGO), Mount Gibson Iron
(MGX), BC Iron (BCI) and Gindalbie Metals (GBG):
the best value of these appears to be Atlas, with 15%
upside to the consensus target price, and a 2.8%
dividend yield.

supply reduces the nation’s imports. Analysts say
thermal coal prices could even have been lower than
they are if 2014 had not started with severe winter
conditions in North America.
The spot price of thermal coal at Newcastle has fallen
from $US136.30 a tonne in January 2011 to $US85 a
tonne. Hard coking coal has performed even worse,
falling from about $US300 a tonne in early 2010 to
$US143 a tonne.
The boom prices for coal saw a wave of new supply,
much of which is now unprofitable. Coal is
over-supplied globally, and that is depressing the
price. But Peabody Energy, the world’s largest
private-sector coal company, recently estimated that
an increase in global steel production will need an
extra 150 million tonnes a year of coking coal by
2017.
On the stock market, only Whitehaven Coal (WHC),
which produces a mix of coking and thermal coal,
offers attractive value on analysts’ consensus target
price: it is currently priced with 37% upside to the
target price.

Source: Yahoo
Coal
Prices for coking (steel-making) coal have fallen by
60% from the peaks of two years ago, as the Chinese
steel mills try to get coal suppliers to absorb weaker
steel prices, and supply increases. Seaborne coking
coal exports are expected to grow by about 11% in
2014 and Australia accounts for about three-fifths of
that trade.
In the seaborne thermal (electricity) coal market,
prices are approaching four-year lows, as miners
boost production and improving Chinese domestic

Source: Yahoo
Industrial metals
Reading bank and broker projections for the industrial
metals (formerly known as base metals) market is
confusing. Some see higher prices in 2014 on the
back of global economic recovery – assuming
Chinese growth holds up – while some see lower
prices, as high inventories and supply increases put
pressure on the metals.
The market is concerned about a copper surplus in
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2014, but surprisingly strong Chinese demand is
prompting a rethink of pessimistic predictions. The
single-largest copper user in the world is the Chinese
power grid. State Grid Corporation of China, which is
responsible for the maintenance and expansion of
high-voltage transmission lines across most of China,
says it plans to increase spending by 13% this year.
In nickel, the global supply of nickel more than
doubled in 2013, to 180,000 tonnes. With supply
outweighing demand, Danske Bank, for example,
expects copper to end the year at US$7,228 a tonne
(currently US$7,230); nickel to end the year at
US$14,125 a tonne (currently US$14,620), and zinc
to end the year at US$1,985 a tonne (currently
US$2,033.75). But Goldman Sachs is more
pessimistic on the industrial metals, saying the
“strongest supply picture in years” will pressure
some commodities, particularly copper. Goldman
Sachs sees copper ending 2014 at US$6,200 a
tonne.
The major exposures for investors to the industrial
metals market are OZ Minerals (OZL), which owns
and operates the Prominent Hill copper-gold mine
and the Carrapateena copper-gold project, both in
South Australia; Western Areas (WSA), which
produces nickel at its low-cost Flying Fox and Spotted
Quoll mines in Western Australia; Sandfire
Resources (SFR), which runs the DeGrussa
copper-nickel mine in Western Australia; and Sirius
Resources (SIR), which in 2012 discovered the huge
and high-grade Nova- Bollinger nickel-copper deposit
in Western Australia’s Fraser Range. On analysts’
consensus target price, these are all presently
under-valued: OZ Minerals by 8.6%, Western Areas
by 26%; Sandfire Resources by 18% and Sirius by
46%.

Gold
Gold is the most unpredictable of all the metal
markets, with supply and demand sometimes taking a
back-seat to gold’s role as a currency and
investment not correlated to share and bond markets.
Gold did not have a good year in 2013, with the spot
price losing 28%. But to put that in context, gold has
more than doubled in value since the US Federal
reserve started its quantitative easing (QE) program
in 2008.
In gold’s favour is the fact that there is strong
demand for the yellow metal in China, India and
Japan. However the improving US economy and the
‘tapering’ – and eventual ceasing – of the Fed’s
asset-buying program, may take away one of the
major reasons for owning gold. Danske Bank expects
the gold price in 2014 to average US$1203 an ounce
for gold – significantly lower than the current price of
US$1261.80.

Source: Yahoo
For Australian gold stocks, the hammering over the
last year has pushed many into bargain-basement
territory: the country’s largest producer, Newcrest,
has had a horror few years, but sits 7.5% below the
analysts’ consensus target price. Evolution Mining
(EVN) is 30% below target, Northern Star
Resources (NST) has 24% upside to make up, while
St. Barbara (SBM) and Regis Resources (RRL)
show consensus upside of 16% and 24%
respectively. Some of the ASX-listed offshore
producers show more mouth-watering projected
upside: Perseus Mining (PRU), which mines in
Ghana, shows 64% upside, Mineral Deposits (MDL),

Source: Yahoo
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which mines in Senegal, has 82% to make up, while
Brazil/Ghana producer Troy Resources (TRY) is
trading at less than half its analysts’ consensus
target price.
Oil
Despite repeatedly receiving a new set of alarming
Middle East headlines to bolster it, crude oil did not
have a great year in 2013, with West Texas
Intermediate (WTI) rising by 2% in US dollars and
Brent, the North Sea benchmark, losing 5% over the
year.
WTI has traded around US$100 a barrel for three
years as weak demand has been offset by the old
standby of Middle East (and African) turmoil. But a
lessening in some of that turmoil is widely expected to
be bad for the oil price in 2014, as Libyan shipments
recover from near-collapse in 2013 and Iranian oil
returns to the global market after the nuclear
sanctions deal.

Source: Yahoo
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.

Further boosting supply is the continuing US shale
revolution: Deutsche Bank expects US shale to add
one million barrels a day to global supply for the third
year in a row. If Chinese manufacturing and
economic growth data were to disappoint throughout
the year, the oil price would come under pressure.
In the liquefied natural gas (LNG) export market, spot
prices peaked at $19.40 in 2013, as LNG replaced
nuclear energy as Japan’s main source of power,
following the meltdown at Tokyo Electric Power
Company’s Fukushima plant in March 2011.
Australia is increasing gas output, as are US
producers, where shale extraction is driving a
production boom. This increase in supply is likely to
put LNG prices under pressure, particularly if Japan
starts to re-boot its reactors.
Among the Australian petroleum majors, Woodside
Petroleum (WPL) is trading close (1.8% lower) to its
analysts’ consensus target price, with Santos (STO)
DQG2LO6HDUFK 26+ appearing to offer better value,
at discounts of 12.6% and 15% respectively. But
Woodside’s FY14 forecast yield of 6.04% outstrips
Santos’ yield of 2.3% and OilSearch’s yield of 0.6%.
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Look offshore for returns
by Paul Rickard
Last year was a fantastic year to be invested
offshore! The US stockmarket rose by almost 30%,
the little Aussie battler, or dollar, fell by more than
15%, and so returns of 45% for investors were not
uncommon. Two of the leading managed funds did
even better – the Platinum International Fund did
47.2% after fees, the Magellan Global Fund even
better, at 48.7% for the year.

countries (for example, Japan, through the iShares
MSCI Japan ETF, ASX Code IJP, which tracks the
MSCI Japan Index), or sector ETFs (for example,
iShares Global Healthcare ETF, ASX Code IXJ,
which tracks the S&P Global Healthcare Index.
However, most investment activity is in the following
six ETFs.

Although history says it is extremely rare for one
asset class to be the best performer two years in a
row, the outlook for offshore investing is still
reasonably favourable, with world economic growth
trending up, and an expectation that the Aussie dollar
has a little further to fall. Moreover, the long-term
numbers suggest that an exposure to offshore
equities should be a core part of most SMSF
portfolios.
Of course, you can get exposure by buying individual
shares directly – for example, Apple, Pfizer, GE, etc –
however for most SMSFs, that proves to be too hard
(and arguably, high risk), so the ‘managed’ option
will suit. Let’s review the two main options – ETFs
(exchange traded funds) or managed funds – and
some individual funds within each category.
Exchange traded funds
The key thing to remember about ETFs, is that they
are passively managed funds that track an index –
your return will be whatever the performance of the
index is, less a small management fee. While some of
the managers are “better” at tracking the index
and/or charge a smaller management fee and/or
arrange better secondary market liquidity on the ASX
– the critical decision is what index to “invest” in.
For most investors, it comes down to the USA versus
rest of the world versus emerging markets, or some
combination of these. You can also invest in specific

Returns are to 31 December 2013, and net of any
management or other fees.
Source: Switzer Super Report
Managed funds
There is a plethora of fund managers with unlisted
international funds. Broad market based, almost
index style funds are dying and being replaced by
lower cost ETFs, so most unlisted managed funds are
now actively managed. The managers’ investment
style and their investment theme, as well as the
countries they invest in, are important considerations.
The current market stars include Platinum and
Magellan. We have thrown in Epoch (via Grant

07

Samuel) into the mix, and as their styles are quite
different, there is quite a degree of “manager risk”. If
you are considering investment via an active
manager, some diversification by spreading your
investment across a couple of managers may make
sense. Here is the run down on these managers.
Platinum International Fund
Platinum, the funds management house founded by
Kerr Neilson in 1994, has been a hugely successful
Australian funds manager. The flagship International
Fund, a $9.9 billion fund, has delivered investors
13.44% per annum since inception in 1995. The $4.1
billion Platinum Asia Fund, established in 2003, is up
16.48% per annum. There is also a European Fund, a
Japan Fund, an International Brands Fund, an
International Health Care Fund and an International
Technology Fund.

beneficiaries of the one billion new consumers that
will emerge in the major developing markets of the
world, in particular China and India, over the next 15
years. Magellan buys the stocks that produce the
goods and services that these consumers will buy.
This means it buys global stocks that have big chunks
of their revenue coming from developing economies.
For example, its top portfolio holdings at present are
eBay, Oracle, Microsoft, Lowes, Target, Visa, Tesco,
Nestle, DirecTV and Yum! Brands. Consumer
defensive is the largest sector, at 17.3% of the fund,
with payments at 14.6% and mass-market retail at
13.7%. The fund is concentrated, holding about 27
stocks.
Since inception in July 2007, the fund has returned
11.0% per annum. Over the last 12 months, the fund
returned an impressive 48.7% – and over the last five
years, 16.1% per annum.

Platinum is usually pigeon-holed as a “value” fund,
meaning that it buys stocks it thinks are trading well
below intrinsic value, but this description doesn’t tell
the whole story. Platinum’s team are stock-pickers,
but they think with a macro-economic ‘thematic’
perspective. The Platinum team, now led by
co-founder Andrew Clifford, resists easy
classification: it is almost an absolute-return hedge
fund. The Platinum team sees the world as their
oyster, they will buy stocks from anywhere, any
industry, whether large-cap or small-cap, they are
prepared to sell short, and to move heavily into cash
if they can’t find value at any particular time.

Grant Samuel Epoch Global Equity Shareholder
Yield Fund

Platinum actively manages its currency exposure,
being prepared to take positions for profit. The
International Fund has improved its performance over
the last year (recovering from a couple of
disappointing years), and over the long term, the
track record is very strong. Investors who are
prepared to take a long-term view are unlikely to be
disappointed.

The hedged version of the fund ($262 million) has
returned 16.47% a year over the past five years,
while the unhedged version ($1,064 million) has
generated 8.96% a year. However, the performance
gap has reversed somewhat over the last 12 months,
with the unhedged fund returning 43.29% for the year
and the hedged fund 25.66%. With investors sensing
the Aussie dollar has further to fall, more than 80% of
inflows are going into the unhedged fund.

A different approach to Magellan and Platinum (and
which sits well between them in a portfolio) is that of
Epoch Investment Partners, whose Global Equity
Shareholder Yield Fund – offered in Australia through
Grant Samuel Funds Management – targets a
dividend return of at least 4.5%. Epoch tries to add
another 1.5% a year from share buybacks or other
capital management, and with 3% from capital
growth, Epoch targets a total return of about 9% a
year.

Magellan Global Fund
Fund performance and key data
Established in 2007, the rapidly growing $5.1 billion
Magellan Global Fund is managed by a team led by
Hamish Douglass, rightly considered an excellent
investor. A key to the Magellan strategy is to be
positioned in the stocks that will be the major

The table below show the performances of the
individual funds to 31 December 2013. These are net
of any fees and costs, which are measured by the
MER or Management Expense Ratio.
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* Magellan also charges a performance fee on excess
returns.
With James Dunn.
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.

Did you know?
I had Phil Ruthven from IBIS World on the show last week to talk about the industries that will fly this year.
Watch his predictions here.
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Time to reckon with Reckon
by Gary Stone
Reckon is an information technology business that
has been undergoing a transformation in its core
products over recent times.

The big picture view is that the Reckon share price
rose by more than 200% over two and half years and
has now consolidated with a 38.2% Fibonacci
Retracement over two and three-quarter years.

This shows clearly in its share price, which has
tracked sideways over the last two and three-quarter
years in a range between $2.00 and $2.70.

Time to get in

A robust past
Reckon’s strong financial performance, that took its
share price from 85 cents late in 2008 to $2.74 in
early 2011, is still in tact, despite the product and
service transformation that it is undertaking.
During this phase of price consolidation, a strong
support zone has formed between $2.00 and $2.08,
shown on the chart by the lower blue rectangle.
This coincides closely with a 38.2% Fibonacci
Retracement at $2.02.
A weaker support/resistance zone has also formed
between $2.21 and $2.27, shown on the chart by the
upper blue rectangle. This coincides closely with a
23.6% Fibonacci Retracement at $2.29.

Technically, the Reckon chart is poised for a
potentially low-risk high-reward position. Being close
to a strong support zone, an active investor with a
medium term horizon could place a stop loss at
around $1.95, just below the support zone. This
would represent around a 10% loss if the share price
should fall to that level.
The placement of the stop loss is to protect one’s
capital should sentiment turn negative towards
Reckon for whatever reason. The stop loss is placed
just below the strong support zone, in recognition that
there would be a high probability of Reckon’s share
price continuing to fall lower should it break below the
support zone, at least to around the $1.80 level in the
first instance, and, possibly, lower thereafter.
On the upside, the Reckon share price could move
towards its previous all-time high around the $2.70 –
$2.75 zone, representing a near 30% profit, or a 3:1
reward to risk.
Those with a longer-term view may look to an even
higher share price should Reckon management be
able to continue the financial performance that they
achieved in the past. This would become evident if
the Reckon share price broke out to a new all-time
high above $2.74.

Source: Beyond Charts

Either way, Reckon’s current technical and
fundamental setup supports taking a 10% risk, or
lower, at an entry price between $2.00 and $2.15 to
maximise upside potential.
Gary Stone is the founder and managing director of
Share Wealth Systems
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
As overall activity among stockbrokers is ramping up
ahead of this year’s pivotal February reporting
season, the number of rating upgrades for individual
stocks is almost twice as high as the number of
downgrades.
Popular themes this month remain sold-down
resources stocks (seemingly too cheaply priced thus
upgrades follow), and still elevated valuations for
defensive industrials for whom questions continue to
arise regarding feasible growth in the year(s) ahead.
In the good books
Woolworths (WOW) was upgraded to Outperform
from Neutral by Credit Suisse. Credit Suisse thinks
accelerating supermarket growth is likely to lead to a
re-rating and expects like-for-like sales growth will
more closely match rival Coles this year and
Woolworths may even better Coles in at least one of
the next several quarters. Credit Suisse suspects that
the agreement with the ACCC to cap fuel discounts
will have less impact on Woolies. The main negative
potential for Woolworths is a critical event such as the
exit from the Masters business by Lowe’s or
termination of the project by Woolworths. Still, the
broker thinks the likelihood of such an event is low.
Macquarie Group (MQG) was upgraded to Buy from
Neutral by Citi. Macquarie’s earnings should benefit
from a strengthening capital market cycle, in Citi’s
view. The broker believes there is significant upside
for the company from the impending divestments by
JP Morgan, Morgan Stanley and Deutsche Bank. Citi
considers the buyers of these divested businesses
will not have the resources and experience to match
Macquarie.

Perpetual (PPT) was upgraded to Neutral from Sell
by UBS. December quarter funds under management
grew 9.4%, or 4.7% excluding the Trust Co
acquisition. UBS expects synergies with Trust should
underpin the earnings profile. The broker is cautious
regarding weak net flows and constrained top-line
growth, but expects leverage to a rising domestic
equities market will offset the weak organic story. See
also PPT downgrade.
Grange Resources (GRR) was upgraded to
Overweight from Neutral by JP Morgan. Grange’s
quarterly production report provided some insight into
the potential cash flow from Savage River. Grange
generated $21 million in cash over the quarter,
despite paying $11 million in dividends, to post an 8%
cashflow yield. Production was actually a little below
expectation so it was all about lower costs.
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In the not-so-good books
Perpetual (PPT) was downgraded to Neutral from
Outperform by Macquarie. Perpetual saw net $400
million of equities net inflows in the first half
compared to $800 million net outflows in the first half
last year. With marginal accretion expected from the
Trust Company acquisition, the broker expects profit
to hit the top of the guidance range. But the share
price has outperformed the market by 30% since the
FY13 profit result and the PE is at a 30% premium to
the market.
See also PPT upgrade.

ResMed (RMD) was downgraded to Neutral from
Outperform by Macquarie. The broker is positive
about the long-term prospects because of an
under-penetrated market, strong position and
undemanding valuation, but observes the market
seems to be already picking a rebound in pricing.
Near-term, there are earnings risks with perhaps
overly optimistic revenue expectations and Macquarie
suspects there will be a better entry point than at
current levels.
Toll Holdings (TOL) was downgraded to Underweight
from Overweight by JP Morgan. The broker expects
the first half to be flat on a constant currency basis.
While the depreciation of the Australian dollar should
help translated earnings, JP Morgan expects the
market to focus on the underlying trends.
Wesfarmers (WES) was downgraded to Neutral from
Outperform by Credit Suisse. Credit Suisse has
downgraded the rating to Neutral from Outperform

because the stock has outperformed over 2013. The
broker expects 2014 to be the year of capital
management for Wesfarmers, which should provide
yield support for the share price and increasing
defensive characteristics. Outperformance for
earnings is considered largely dependent on
accelerating retail spending in FY14 and on coal
prices in FY15.

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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