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2014 A Year of Pick &

Mix & Buying Small Cap

Japanese companies

013 turned out to be a great a

year for financial markets with

the S&P500 recording a whop-
ping gain of 30% and that was the best
year since 1997. The Dow Jones Indus-
trials closed up 26.5%; best since 1995
and the NASDAQ was up the most giving
a 38.3% gain thanks to technology and
Biotech stocks; that was the best since
20009. Biotech and healthcare have been
one of my key themes since 2008 and
the IBB ( Ishares Nasdaq Biotechnology
ETF) putin another stellar year up 57%.

Overall any one just buying a tracker Ex-
change Traded Fund (ETF) did far better
than the majority of Hedge Funds or ac-
tive trading strategies. But that was the
past and in this business you're only as
good as your last trade, what | can say
are the chances of 2014 reaping the
same returns is rather slim. Being an
even year this means its ether an

election year or a mid-term election, it is a
mid-term election which will be held on
4th November it is a mid-term election
which will be held on 4th November, some
months away yet but don’t under estimate
the effect it will have on the markets.

The chart below shows the difference be-
tween odd and even years and you will see
odd years (orange line) historically do bet-
ter.

Historically odd years (such as 2013) do
better as we have no elections to worry
about. So | think 2014 will be more of a
traders Pick & Mix year where we focus
more on stock and individual names ra-
ther than the whole market. We can also
look outside the US for some possible op-
portunities, one area that has caught my
eye again this year are Japanese stocks
but more specifically the smaller cap Japa-
nese stocks which are less export led and
more focused on internal consumption.

Below: S&P500 gains over the last 63 years show that odd years do better than even years, however
we should still expect a positive year end after the 4th November mid term elections are out of the way.
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As many will already know Top Holdings
Shinzo Abe has outlined a
growth strategy for long-term
structural changes that has the
potential to benefit the local
economy and industries. He is
trying to take a leaf of the US
book and let the yen depreciate
and so far doing a decent job.
The Nikki 225 was up over 50%
in 2013 and whilst  don’'t see a

repeat of this gain, | do think we

can get 20 to 25% which is not
[ s7e/ 25 01706/2014)
to be sniffed at. _ Pert
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8. Autobacs Seven Co Ltd

9. Square Enix Holdings Co Ltd

10. CyberAgent Inc
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Japanese small caps currently
sell at relatively lower prices
than their large-cap peers, how-
ever, they are not easy to buy
but this is where Exchange
Traded Funds come in. We can
buy a basket of small cap
shares without needing a local
broker. | like the Wisdom Tree
Japan Hedged Smallcap
(Nasdaq: DXJS) which is curren-
cy hedged and let me explain
more as this makes a big differ-
ence. The ETF has 520 Japa-
nese stocks with no one stock
making up more than 1% so it is
nicely diversified. The ETF has an exposure of
26.68% to Industrials, 24.22 Consumer Discretionary
24.22%, Materials 11.78% and 11.36% in Financials.

You can download a factsheet on the DXJS here
http://t.co/o0sfDYJ8dx9

When we invest in a market such as Japan we effec-
tively have two trades; the trade on the stocks doing
well and the underlying currency in this case the US$/
YEN. DXJS hedges that risk out, after all a 25% gain in
Japanese stocks is no good to use if the USD/JPY
gains 25% as that would net out any returns in the
base currency. Some years ago this happened to me ;
| bought a small mining stock in Canadian dollars but
the GBP/C$ also increased and by the time | had paid
costs and the currency movement any gains had
gone, a lesson | will not forget.
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Above: Weaker Yen has helped the Nikki 225 gain, the ride could become bumpy over the
coming few months however | still see higher year end prices for Japanese stocks.

Now nothing is guaranteed and | don’t expect Japan to
go straight up but | do think 2014 will be a good year
for Japanese small caps and | can see a 25% gain
here. Rather than be clever and try to trade in and out
and perfectly time the market, | would buy some of the
DXJS and just hold it for the rest of the year and then
we can take another look at year end.

Biotech don’t expect 57% in 2014

We are just a few trading days into 2014 and the IBB
ETF is current up around 6% already however whilst
Biotech should have a good year it would be wrong to
expect another 50%+ year but | do think we can have
some individual shares that will continue to produce
great gains.
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. . . . . VIVO - Meridian Bioscience Inc - Monthly OHLC Chart
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Below: 2 weeks into the year and nearly all the biggest gainers are healthcare
which includes pharmaceuticals and biotech.

biologicals under cyclic guanosine monophos- Stock  Company Sector Price Chg Chg
phate (CGMP) conditions for use by biophar— ICPT Intercept Pharmaceu_tlcals Inc Health Care 466.30 589.81 99.42
. . . CNAT Conatus Pharmaceuticals Inc Health Care 14.06 117.83 -
maceutical and biotechnology companies NBIX Neurocrine Biosciences Inc Health Care 19.00  103.32  24.87
engaged in research for new drugs and vac-  EPZM  Epizyme nc I 72l P2 -

. . CYTK Cytokinetics Inc Health Care 9.12 40.29 64.14
cines. The Company operates in three seg- CTIC Cell Therapeutics Inc Health Care 2.64 38.22 46.92
ments: U.S. Diagnostics, European Diagnos- ssMo  sangamo Biosciences Inc Health Care 18,58 3369 13111

. . . MM McClatchy Co/The Cons. Discret. 4.48 31.76 3.98
tics and Life Science. AMPE  Ampio Pharmaceuticals Inc Health Care 9.48 31.42 98.61

. . . FEYE FireEye Inc Technology 56.70 30.27 -
A theme | covered in previous newsletters is  imu  iImmunomedics Inc Health Care 5.96 2946  57.53
profiting from the tools and devices that bio- #GNX  Zogenixinc Health Care 445 1 29.36 .
. . ey s MGNX  MacroGenics Inc Health Care 35.48 29.35 -
tech companies need in other words it’s like ¢ Endocyte Inc Health Care 1373 865 R
selling picks and shovels to gold miners in KEYW  KEYW Holding Industrials 1698 2612  5.91
: f P f PCYC Pharmacyclics Inc Health Care 132.80 25.59 83.07
the gOId r_USh' The blg r?ame in this fleld I_S APFC American Pacific Corp Materials 46.48 24.75 141.32
Thermo Fisher Scientific (NYSE:TMO) which RCPT  Receptos Inc Health Care 36.04  24.95 .
had a great 2013 up around 60% and the up XKOMA XOMA Corp Health Care 8.33 24,22 180.42
. . . . . GALE Galena Biopharma Inc Health Care 6.20 24.19 22418
trend continues. Meridian Bioscience is a GEWVA Synageva BioPharma Corp Health Care 80.36 24.17 39.81
smaller player trading at a fair valuation and | Fcsc  Fibrocell Science Inc Health Care 5.01 24.05 8.27
. . NEO MeoGenomics Inc Health Care 4.47 23.62 45.97
can see more _UpSIde' _Currently $27 | think XOM Intrexon Corp Health Care 29.22 23.32 -
we can see this stock in the $40’s by year GCAP  Gain Capital Holdings Inc Financials 9.24 23.04  83.62
end. Another stock | have mentioned in previ- 6™ GTxInc Health Care 203 23.03
P Pandora Media Inc Technology 32.67 22.82 189.76
ous updates and has been a regular on the ¢, Frontline Ltd/Bermuda Energy 457 2233 1472
100% buy list is Grifols SA (GRFS) and is sit- ENOC  EnerNOCInc Industrials 21.05 22.08 46.47

. . . . . . EHTH eHealth Inc Financials 56.72 22.05 69.18
tmg ata new all tlme_hlgh' Its listed in Spam AY1 Acuity Brands Inc Industrials 132.53 20.97 61.41
but also has a US ||St|ng as an ADR. OMED  OncoMed Pharmaceuticals Inc  Health Care 35.54 20.90 -

SNTA Synta Pharmaceuticals Corp Health Care 6.29 20.23 -41.91

Risk Warning All trading and investing involves risk and you should only invest what risk capital that you can afford to lose.
These trading ideas are based on buying Exchange Trading Funds or stocks outright, should you decide to spread bet then oth-
er risks will be present. Only speculate with money you can afford to lose. Spread betting may not be suitable for all readers,
therefore ensure you fully understand the risks involved. Past performance is not necessarily a guide to future performance. Ulti-
mately all investment decisions are made by you. Insider Trader does not advise when to open or close a transaction. If you
choose to open a transaction it is based on your own judgement and research and at your own risk. It is the responsibility of visi-
tors to this Site to ascertain the terms of and comply with any local law or regulation to which they are subject.




