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GLOBAL INVESTOR  CHRIS WRIGHT

Time to search out the next best bet

After six years in which Australian eI T TEVOIIR OVETER
shares have outperformed global WORLD IS YOUR OYSTER
equities, long-term trends (and a Best Japan funds MSCI index performance (including
bit of common sense) dictate that Iyr " 3w 5¢  Iw dividends) as at Dec 29, 2006
the pendulum is due to shift - if af g % %
pa_ epa P Eoerging Asi
not immediately, then soon. Gold merging Asia
But where to go? The world's a oldman Sachs JBWere JapanFund 048 947 094 - -501 i
big place and the outlook varies D
dramnl.lcally fromul:sginn to rsg'lon INVESCO Asian Share Fund -356 1577 526 -518 o
ha.sto start with the Unitad States: Platinum Japan Fund -518 17.01 1439 928 a8
for-a start, most global equities
funds in Australia allocate about Best Asia funds Japan
half their funds to the US
stockmarket, and secondly. the US  Fidelity China Fund 875 NAv NAv NAv %
economy has a direct i on 1o S B e e e
almost every other economy on Challenger China Share Fund 67.76 MNAv NAv NAv
earrh.Aus‘n'allaslndudad
The picture doesn't look great. Premium China Fund 4797 NAv NAv NAv
S(mSﬂtetthp:LmMﬂsursG Pexpects
gross domestic t (GDP)
growth of only 2.2 per cent in Best world growth funds
2007; chief economist
Probyn calls it “a good year to K2 Select Inter Absolute Return B298
wager against the economy"’. ST R R T e
m I.'IkB many thls p‘BUl's. he Mro neagead oional cquity imust LUSE
sXpoEs. _"nha‘ hBL esl}s St Zurich Hedged Inter Share Fund 19.22
use for a slowing of growth that
deesn't trigger a recession, high Source: Morningstar, MSCI
inflation or high interest rates.
“After all, business investment had the bright idea of putting aslab "~ need to
remalnsruhust.ﬂmdragfrom of money into a Europe mutual fund iourvlew 'sthat compete in the global marketplace
1 trade is and  at the time of the euro’s inception, And managers are becoming more
mespil]owrfromhousmgm believing it to herald a new era of ]
consumer spending should be needed five years Chln'a S "ap|d interests.” She argues Europe will
limited by tight labour markets, to get his money back. But lately, wthis attractive in 2007
solid income ha.end healthy Ei ing the UK) has gro
balan 2 H
I‘;lwhnld ce sheets,” he started to look a lot better . Sustalnahle.’ Japan
The oil price is an issue here; finally spending money, which is Japan, though,
the recent softening in this market  leading the economic union out of to Europe last year.
increases the chance of a soft the doldrums,” Citigroup Global While many were
rather than a hard landing. Wealth chiel about Europe’s potential and were
All this suggests a US investment Paul Guidone told in Japan the
sharemarket that doesn’t shoot the hlsprwmbanhngdnnsma reverse was true: people finally
lights out but doesn’t fall through a  recent note. “Meanwhile, European accepted that Japan was back in
either. business confidence has reached business and so put money in, only
“Stocks still have a way to run,”  heights not seen in half a decade.” to find that the market
Probyn says. “Of course, they will  Nevertheless, Citigroup as an relatively flat, rising about 8 per
run faster if the Fed institution that
delivers some rate cuts.” growth, which hit 2.7 per cent in It's worth recapping the reasons
Hans Kunnen, head of 2006, peaked then will fall people were enthusiastic about
investments markets research at back to 2 per cent in 2007. For the Japan originally, though. There's no
Colonial First State, has a similar UK, it predicts a slip back from longer much question that Japan
line of reasoning but a more 2.5t 2.2 per cent. has emerged from recession: every
optimistic view. Be that as it may, it doesn’t indicator you can bring to mind
“If official US interest rates fall necessarily make Europe a place the view. Companies
and their economy continues to avoid for investment. The 21 per more profitable, banks are better
grow, the US market could well get cent rise in the MSCI Europe Index capitalised, the consumer is
excited,” he says. “The rest of the spending more and property prices
world would most likely follow are climbing. Last year may
and, as long as earnings grow or perhaps have been a necessary
are maintained, that would not be for breath after a terrific run
awd thing.” in the Tokyo stockmarket the
Kunnen notes the huge influence previous year, and by world
mergers and acquisitions Japan today looks
mddwtdaamhkelymhnveun cheap. The 12-month
kets. “The forward P/E for the Japan MSCI
frenzy seen in Australia is not index is 17, compared with a
unique,” he says. “Takeover 15-year historical of 34.
activity is rampant around the Merrill Lynch is among the
Nothing pushes up share prices poised to recover in 2007, in our
quite like a round of takeover tilts, view,” says a citing
and if the behaviour of 2006 consumer demand as a driver.
continues in 2007, then markets s earnings are poised to
should climb strongly regardless of benefit from improved terms
the broad ic rationals rising productivity and the
As in Australia, this trend is return of moderate pricing power.
being driven by the extraordinary Merrill likes “domestic demand-
muscle of private equity firms laggards™ best, such as
around the world. Qantas is a big banks and retailers, as well as
deal, but private equity electronics and car
investments three times the size
are happening in the US with

andacious jumbo bids are
commonplace in Europe and
Japan too.
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Asia

The rest of Asia performed
exceptionally well in 2006: the
MSCI Asia ex-Japan Index rose
27 per cent in 2006, driven in
particular by strong growth in
China and India. The big question
aboulﬁsinlsl‘nwrtwdlperfurmﬂ
the US weakens. In previous years,
the two were closely linked: US

overweight China, Japan, Taiwan,
Korea and Singapore; be
particularly bullish on Asian
financial stocks and the tech sector;
be neutral on Hong Kong, Malaysia
and Thailand; and be
on Indonesia and - guess where?
Australia. A few specific investment
ideas, for those of a daring bent,
HﬂudeNldecOorpmJapm
Daewoo Shipbuilding and Marine in
Korea and China Netcom (listed in
Hong Kong).

Merrill Lynch is equally excited
aboutﬁsu,expecungﬂumam
mdlam]eaddnmy 'a]t.hougha:.a
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expensive.” More to the point, India

is expensive: it's trading at 18 times

forward earnings, very high for an
market.

emerging

But when most investors look at
Asia, what they're really thinking
about is China. That's what
happens when a country grows by
more than 9 per cent a year for a
quarter of a century. Last year was
one of the few in recent memory
when that economic

equities
look like US Treasury bonds). The
decision to make on China is: is this
sustainable? And am [ going to be

gmw‘ihlsscmumhleandﬂmn
has a long way to go. This will
create enOrmous opportunities
i




