
Tuesday 24th January 2012   

CONTENTS 

 
 
 

Market View: Greek debt talks 

drag on 

 

 

Siemens: Q112 numbers weaker 
than expected 

 

 

McDonald’s: Solid Q411 expected 
 
 
 
 
 
 
 

IRISH PAPERS TODAY 

INTERNATIONAL PAPERS TODAY 

 
Govt. moves to cut cost of €63bn 
bank rescue package 
(The Irish Times) 
 
 
Property prices are back “in the 
reach of workers” 
(The Irish Independent) 
 
 
Shatter to unveil bankruptcy rules 
(The Irish Times) 

 
Germany open to boosting crisis 
fund 
(Financial Times) 
 
 
End of era for Japan’s exports 
(Wall Street Journal) 
 
 
Europe spars over Greece 
(Wall Street Journal) 

Market View 

European equities are trading lower this morning as the Greek debt restructuring talks remain stubbornly 

unresolved. The negotiations to date have been largely ignored by the markets however the process has 

dragged on leaving uncertainty over Greece’s second bailout which has a precondition relating to a deal. 

The talks which are taking place in Athens between private bondholders and government officials appear to 

have reached an impasse with each side stating publicly that they won’t move on the terms relating to the 

coupons and maturities of the new Greek debt which is expected to be created as a result of the talks. Else-

where, Germany yesterday stated it would consider rolling €250bn from the EFSF into the ESM when the 

new fund is up and running in July. This move would increase the ESM’s firepower to €750bn however Ger-

many will expect fiscal concessions for these new funds. Ahead of next month’s Bank of England meeting, 

comments from Adam Posen kept the possibility of additional QE on the table. The MPC member stated 

that the Bank’s growth and inflation forecasts would indicate the decision whether to expand the Bank’s 

bond purchasing programme. In the Middle East, Tehran has been hit by EU sanctions which will ban oil 

imports from Iran starting July. The move, which was widely expected, has not impacted oil markets greatly 

this morning however as traders will be watching the situation carefully to see if the vitally important ship-

ping lanes in the Persian Gulf are impacted by heightened tensions between the West and Iran. Key earn-

ings today include McDonald’s, Apple and J&J, while economic data is light with the Richmond Fed the only 

release of note at 15:00. 

Siemens - Buy                    Previous Close €78.53                            Target €103.00 

As flagged by management on the 10th of January, Siemens has issued weaker than expected Q112 num-

bers this morning, reporting a 17% decline in basic EPS to €1.64 (consensus at €1.68) from a 2% increase 

in revenue to €17.9bn, shy of market expectations of €18.3bn. New orders in the quarter were down 5% at 

€19.8bn, with market expectations set at €20.5bn, impacted by a difficult comparative period, given the 

number of large contracts won in Q111. On a divisional basis, Energy, which accounts for 30% of profits, 

reported an 8% increase in revenue to €6.2bn although new orders were down 11% (€7.2bn). Healthcare 

(23% of profits) reported a 1% increase in revenue to €3.2bn and a 4% increase in new orders to €3.3bn. 

Industry (35% of profits) saw revenue grow 5% to €4.7bn, but orders slipped 2% to €4.9bn. In the newly 

created Infrastructure & Cities Division (12% of profits), project delays saw revenue and new orders down 

3% and 6% to €4.1bn and €4.7bn, respectively. The company notes that in a tough quarter, European cli-

ents are becoming more conservative on capital expenditure given the underlying economic conditions. 

That said, management believes that the second half of year will see a recovery and has confirmed its pre-

vious full year guidance. Given management’s statements in January, a weak first quarter was expected, 

but with results coming in below revised expectations, the stock is trading down today. Up 6% year-to-date 

and 21% in the past four months, Siemens’ business and geographic diversity make it well placed to 

weather current macro-economic conditions and we would look to use any weakness to Buy into a diversi-

fied industrial play, backstopped by a well covered dividend, currently yielding at 3.9%. 

McDonald’s - Buy       Previous Close $100.95                         Target $105.00 

McDonald’s releases Q411 results before the open of the US markets at 12.58 today. The company is ex-

pected to report an 8% growth in earnings per share to 25c from revenue of $3.42bn. Growth is expected to 

be spread evenly across all regions with a c.6% increase expected in the US, Europe and APMEA. The 

market will pay close attention to the same store sales (SSS) number, a key indicator of sales growth as it 

only includes older restaurants. Expectations are for McDonald’s to post SSS for December of above 7% 

helped by better menu pricing and the introduction of new products. The market will also look for an update 

on the expected 4.5%-5% increase in commodity costs for FY12 outlined last October. Management’s out-

look on trading conditions will also be important particularly in Europe which is at risk of recession and 

where the company makes up almost 40% of its operating profit. The world’s biggest restaurant chain cur-

rently trades on 16.6x forward earnings, a dividend yield of 2.83% and provides investors with stability of 

earnings in an unstable climate- Buy. 
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