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Today’s Stock Traders’ and Investors’ Free Wrap is based on an
EXTRACT from the Introduction to our latest Edition 391 of our
Mentoring style ‘Investing & Online Trading’ Newsletter

2013 Share Market Outlook
By James Gerrish
Disclaimer: The opinions and views on events, market direction and price
targets provided by others in the ‘Investing & Online Trading’ stock market
Newsletter are not necessarily shared by ShareTradingEducation.com.

Our thanks to James Gerrish, Portfolio Manager at Novus Capital Ltd in Sydney for the
following which he wrote at www.mymarketview.com.au on Monday 14th January:
2013 is shaping up as another pivotal year for markets following a 'tiresome' 2012 that saw
some extreme volatility mid-year, culminate in a positive Q4 performance. All in all, the ASX
200 added +14.5% - a result that probably sugar coated some of the complexities that
investors had to deal with throughout the year.
That said, the market is now in a better place and prospects for 2013 seem positive, even
though we'll probably still be reading and hearing about the same old macroeconomic
headwinds and challenges in the year ahead.
At a macro level, Chinese growth is likely to pick up strength post the once in a decade change
of leadership which takes place at the National People’s Congress in March. Most estimates I
read have China growing back up above 8% in 2013 which is clearly good for us, and the
global economy more generally.
One of the main risks I can see in China is inflation but that's unlikely to become a problem
until 2014 or beyond. After the inflationary impacts of their GFC support package, they're
clearly reluctant to stoke up prices, particularly in some areas of their economy such as
housing. This time last year I wrote..,.
One question that does trouble me a little is the challenge facing an economy that is hot in
some parts and cooling in others. Yes, the Government has the tools available to re inflate
prices if things start to come back too hard but how they support some parts whilst dampening
others will be critical.
Property prices for instance are still at elevated levels and the government wants to avoid a
bubble, yet they want to continue to support manufacturing given the slowing demand coming
out of Europe. An interesting conundrum!
As it stands, they've done pretty well so far. They've cut interest rates across the board but
only by about 55bp. They've reduced the Reserve Requirement Ratio for some banks targeting the lenders that support smaller, local manufacturers. They also increased the
flexibility within the banking system so loan rates (and savings rates) can be somewhat
massaged depending on individual circumstances.
`

In essence, they seem to realise that their economy has many dynamic parts and that one size
doesn't fit all. In 2013, infrastructure spend will be one of the biggest supporting factors for
growth.
Disclaimer: Direct investing in the stock market can result in financial loss. Historical results are no guarantee of future returns. No
representation is being made that any account will or is likely to achieve profits or losses similar to those shown. Stock tips or ‘buy’ or sell
recommendations are not provided. This educational information is not designed to replace your Licensed Financial Consultant or your
Stockbroker. It has been prepared without regard to any particular person's investment objectives, financial situation and particular needs. This
information is of a general nature only so you should seek advice from your broker or other investment advisors as appropriate before taking any
action. The decision to trade and the method of trading is for the reader alone to decide. Avestra Capital Pty Ltd (Avestra) AFSL 292464, and
ShareTradingEducation.com (“STE”), as Corporate Authorized Representative of Avestra, disclaims all liability of Avestra, STE and its Associates
for any loss or damage suffered by any person by reason of the use by that person of, or their reliance on any information contained herein,
whether arising from the negligence of Avestra, STE or its Associates or otherwise. Refer also to the full disclaimer at the back of each newsletter
Edition and our Terms of Use.

1

22 January 2013

Stock Traders’ & Investors’ Free Wrap

The US should see some better growth numbers too, given the private sector deleveraging
process is more or less complete. Corporate America has remained fairly strong albeit with
obvious nervousness (hence the lack of hiring). Once they start to see consumers spending
again, and SME's investing, the big Corporates are likely to follow.
The situation is not as positive in Europe or Japan where we continue to expect ongoing
struggles. I'm sick of talking about Europe and promised myself I'd do less of it in 2013,
however one quick comment must be focused on the ECB and their actions in 2012.
At the start of last year we wrote....
The market can't have a sustained rally until we see that these nations can refinance debt and
it seems that it will take some type of involvement by the ECB to provide the confidence
needed in the market, which in turn will put downward pressure on bond yields.
The ECB came to the party mid-way through last year and in my mind, that was the turning
point for the region.
In Australia, the economy is actually showing signs of fatigue, and a likely uptick in
unemployment as well as continued issues with consumer and business confidence should see
the RBA remain active, and we expect cash rates to be 2.5% by midyear. (NAB expect 2.25%
and ANZ are at 2%). This will be the most influential theme for domestic markets in 2013.
One of the biggest calls by the RBA last year was the prediction that the mining investment
boom would peak lower, and end sooner than they had originally thought. They're now calling
a peak at the end of 2013 and are feeling an obvious need to help stimulate other sectors, - in
the hope they'll take up the slack.
I'm not as sure as the RBA that investment will peak this year. One economist I find insightful
is Adam Carr. He treads his own path and often contradicts main stream thinking - I like that.
He recently wrote....According to estimates last week, still $268 billion in committed
investment projects - an upgrade from previous estimates and over three-times the amount of
mining investment completed over the last year. That was itself a record. Have a look at chart
2 (from the Bureau of Resource Economics) as a reminder.
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Notice how the number of projects fluctuates, but each fluctuation on the downside doesn't
mean the boom has ended. For instance, were we talking about the end of the boom in 201211? No. Also, don't forget there's another couple of hundred billion at the less advanced stage
in addition to the above. As I discussed in my note of November 12 Heading into a 2013 boom,
we're not near a peak. (Source; Eureka Report - Busting the bust myth)
One of the main aspects he cites in other articles is the massive investment in LNG. Although
we might be seeing investment in more traditional mining businesses such as Copper and Iron
Ore taper off, the massive amount of development in gas is more than enough to keep the
boom going.

Current Market Stats

Currently, the ASX sits at 13.1 times
forward earnings, which remains on
the 'cheap side' of historical averages.

We also see collective Dividend Yields
around 5% and when adding in franking
credits, and the expectations towards cash
rates, it adds to the appeal.
`

Also important to note, that's a stat that
covers the entire market - a lot of the
portfolio's we run are yielding 7% or more,
then add franking on top.
`

Disclaimer: Direct investing in the stock market can result in financial loss. Historical results are no guarantee of future returns. No
representation is being made that any account will or is likely to achieve profits or losses similar to those shown. Stock tips or ‘buy’ or sell
recommendations are not provided. This educational information is not designed to replace your Licensed Financial Consultant or your
Stockbroker. It has been prepared without regard to any particular person's investment objectives, financial situation and particular needs. This
information is of a general nature only so you should seek advice from your broker or other investment advisors as appropriate before taking any
action. The decision to trade and the method of trading is for the reader alone to decide. Avestra Capital Pty Ltd (Avestra) AFSL 292464, and
ShareTradingEducation.com (“STE”), as Corporate Authorized Representative of Avestra, disclaims all liability of Avestra, STE and its Associates
for any loss or damage suffered by any person by reason of the use by that person of, or their reliance on any information contained herein,
whether arising from the negligence of Avestra, STE or its Associates or otherwise. Refer also to the full disclaimer at the back of each newsletter
Edition and our Terms of Use.

3

22 January 2013

Stock Traders’ & Investors’ Free Wrap

4

Dividend
yields
also
compare favourably to
Bond yields.
Although
the
market
remains
somewhat
undervalued based on
historical multiples, we
have seen a recent rally in
stock prices which has
been on the basis of PE
expansion
rather than
growth in earnings.
That's not necessarily a
reason to be alarmed yet,
as bullish phases preempt earnings growth however it's growth in
earnings
that
support
sustained moves higher. So we do need to see some signs of earnings optimism by Q2 at the
latest.
Here's another take on market PE's which is a more dynamic way of viewing its relationship
with different periods within the cycle.
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Market Outlook
I expect the ASX 200 to be above 5000 by year end. This is built somewhat on the improving
macro backdrop, but more so on the impact of domestic monetary policy which I think will;
1. Reduce the appeal of alternative assets (mostly cash), and
2. Ultimately bring down the AUD towards 90c which, although is still high from a
historical context, would be at a level that wouldn't pose too much of a headwind for
business.
I think the second point there is the contentious one. I've been looking for the AUD to come
back for the past few months but it just hasn't despite the tightening interest rate differential
between us, the US & Europe.
One of the main impacts the Dollar has from an equity markets point of view is the
attractiveness or otherwise of our market to overseas funds. If our market falls, the AUD is
likely to fall as well, making it even cheaper. If we rally, the AUD is also likely to move higher
making it even more expensive.
So, because of these factors, I think any weakness (3-5%) in our market will be bought into,
while its hard to see our market really kicking into gear given the impact of the currency.
That's one of the reasons why our target is around the 5000 level by year end - and not
higher.
That said, if we do see any type of Central Bank intervention in our currency markets, where
the RBA offer up some of their currency reserves , which prompts weakness in the AUD, that's
likely to be the catalyst for the market to really kick into gear. In my mind, that's the time to
go a lot heavier into equities and it should be the start of the next real bullish phase in the
market (not just a bear market rally).
I know this is an optimistic call and it will be met with some decent scepticism however its
harder to argue with charts. We've had 12 years of a secular bear market - history shows they
generally last about 9.4 years in the post-world war two era.
So, if we have any faith in past experience, we've got to be conscious that at some point,
probably soon, we will come out of this broad range trading environment and head into an
upward bias.
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A few observations
1. Stock markets don't necessarily track underlying economic performance
This has been particularly obvious with the strong stock market performances in Europe and
the US, where economies remain relatively weak. Contrast this with China, where the economy
is strong, stocks only added +3% in 2012. This theme has also been obvious in Australia over
the past few years where our stock market has underperformed other developed economies
despite our underlying economic metrics showing relative strength.
So, economic strength or otherwise doesn't necessarily have a high correlation to market
performance, and markets can indeed overcome economic headwinds. What really counts is
the policy being rolled out by Central Banks and Governments. China had a tightening bias
throughout 2011/2012, but it now seems they're more likely to start easing again. In Australia,
our Central Bank was sluggish to react to global issues and we had relatively tight monetary
policy - now the RBA is clearly in an easing mode.
2. Political incompetence is being increasingly tolerated
by markets and even though we'll continue to see Republican's & Democrat's - Labor and
Liberal's, dominate headlines, we're unlikely to see the market react as violently to politicly
driven news flow as we saw in 2011/12.
On the domestic front, we've got an election coming up this year and the current Govt finds
itself in a toxic position, helped only by the considerable doubts about the Oppositions ability
to manage the treasury benches, not to mention their inability to put forward anything that
borders on constructive policy.
It may sound harsh, but this lack of faith in either political party renders them both liabilities to
economic growth and I've little confidence in either Gillard or Abbott as our PM...(surely the
Libs have a better candidate...?). Anyway, one positive coming from this year’s election could
be the fate of the Independent's, who have held way too much power in the parliament since
the compromised Govt took office.
3. Market information & commentary is instant,
and the ease that sometimes uneducated opinion finds an audience has made it increasingly
confusing for investors to decipher what's valid and what's not. With so much noise,
contrasting opinion, real time updates and sensationalism from some parts of the media, its
been hard to maintain clarity of thought - that theme unfortunately is one that will continue
and expand in the years ahead.
Although information is good and knowledge is power etc, I think at times it can be
counterproductive when we're in the business of making medium to longer term investment
decisions. I think this year, more than most, it will be important to understand the macro
backdrop, but not get caught up in its noise. Instead, focus attention more towards analysing
sound investments.
The concept of yield support - a big theme in 2012 that is set to continue
This concept has built momentum over the past 12 months, and is likely to continue into the
first half of 2013 at least. Cash rates have come back from 4.75% at the end of 2011 to
3.00% now and if we reach our estimated level of 2.5% by mid this year, that would equate
to a fall of 2.25% - or in other words, if you've got a $1m sitting in the bank earning the cash
rate, instead of getting $47,500 pa, you'll get $25,000 pa.
In contrast, a diversified portfolio of shares and fixed interest securities can yield more than
7% plus franking. Granted, there will be some capital volatility however the return differential
is quite significant.
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I suspect this is a conversation that will be had by many of the 910,000 Self Managed Super
Fund Trustees now in Australia, that control about 30% of the $1.4 trillion in superannuation
funds domestically.
That figure collectively has risen by $117.5 billion - the second-highest figure on record - in
the year to June 30.

Looking at the bank funding mix above, it shows a lot of new money has gone into term
deposits, attracted by high interest rates and pretty aggressive deals by banks & building
societies as they diversified their sources of funding, away from more volatile International
debt markets, to domestic deposits.
That money has been earning decent returns as cash rates have been relatively high.
Unfortunately for savers, that's no longer the case and investors are looking for income
elsewhere. That's not a new theme - I actually wrote about it in last years report (click here) however it's one that I expect will continue throughout 2013……
Another strategy that served us well in 2012 was having a relatively high allocation to fixed
interest securities such as Bonds, Subordinated Notes & Hybrids, and we'll continue to
maintain allocations to this area of the market.
That's helped to reduce portfolio volatility, increase yield and offer retirees a more balanced
income stream throughout the year (most pay quarterly distributions). Although we still hold a
number of these securities, the majority are trading well over face value which has lowered
yields. Generally speaking, we'll now prefer to look at new issues as they arise rather than buy
above face value on market……

What About Cyclicals in 2013?
This brings up the obvious question of what now for cyclicals? Higher beta stocks that pay less
in dividends, retain more profits for growth and are generally linked to global economic
expansion.
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Contrary to some views mid last year, I don't think this part of the mkt is dead, and it will roar
back to life if we see (as expected) an up tick in China and continuing improvement from the
US.
That said, I think the performance of some companies over the past few years has rendered
them 'no go' areas for a portion of investors - and that's a valid decision. We all learn from our
experiences and the misconception that BHP was bullet proof, China would continue to grow
unabated, and Newcrest was the 'must have' Gold company in Australia, have proven
somewhat misguided.
By their very nature, the earnings of cyclical stocks are more volatile than some of the high
quality industrials we've got listed on the ASX, but it cuts both ways. They'll under perform in
times of weakness, and outperform in times of strength. The real issue was not in the stocks
themselves, but the sometimes unrealistic expectations of those that owned them.
If your portfolio has these stocks, as many do, you'll get a lower yield with more capital
volatility. When things are good, you'll get more capital growth than your more defensive
neighbour, but you've got to accept the added gyrations when they occur. Like many things in
life, it's a trade off - and there's no such thing as the Holy Grail when it comes to investment.
I guess the biggest lesson here is understanding the way in which things trade in a portfolio,
and constructing a portfolio that is suitable for your stage of life.

To Sum Up
I'm optimistic about the opportunities 2013 can bring. There are certainly risks around and I'm
fully aware of the complexities that face investors globally. I can say with a degree of
certainty, that markets won't rise in a linear fashion, there will be pullbacks along the way and
these will be our opportunities. I don't think we're in a market yet that needs to be chased.
When the short term sentiment is bullish, hold your positions and enjoy the ride. When
markets pull back, as they invariably do, selectively add sound investments to your portfolio.
>>>>

To Continue Reading, Either:
1.

Download This Week’s Edition 391
for only $6.90 >>>
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2.

Become a Scholar Now to claim your
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Now you can follow Jim Berg & discover in 2013:
 WHICH stocks /shares to Buy
 WHEN to Buy and, most importantly
 WHEN to SELL
This is NOT a publication of general commentaries or articles on how the stock market works,
leaving you without a track to follow.
In contrast, every weekly Edition of the ‘Investing & Online Trading’ Newsletter will:
Teach you how Jim Berg thinks and how he trades his own money,
step-by–step and
Provide you with Jim's own Watch Lists of shares / stocks to help you identify
potential new trading opportunities
That’s why our Members are not simply newsletter ‘readers’. We prefer to regard them as
‘Scholars’ - in pursuit of profound and specialist knowledge:
1) To create additional income in the short term and
2) Ultimately, the skills and capital needed to be able to trade / invest
for a living and achieve financial independence.
Special Offer: Become a Scholar of Jim’s mentoring-style Newsletter today and you will also
gain instant access to download your FREE Bonus Welcome package, worth $194:

Free Stock Selection Tool

Free Trading Plan Guide:

($97 value)

(another $97 value)

There is no lock-in contract, so you may cancel at any time.

To discover more, Click Here Now >>>>
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Have You Downloaded Your FREE `Harsh Reality’ Report Yet?
Protection of capital and profits is a vital key to your long term
survival and profitability in the market.
A simple, yet highly effective, method to outperform was highlighted
in
‘Why Retirement May No Longer Be An Option
- The Harsh Reality Fund Managers Do Not Want You to Know’.
It is now available as a Special Free Report which you can
download easily by ‘liking’ us first at our new Facebook page:
`

Download your FREE ‘Harsh Reality’ Report >>>
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