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REGIONAL MARKETS UPDATE

EUROPE (3.0 STARS – ATTRACTIVE)
EUROZONE AGGREGATE

Advance reading of Eurozone PMI composite at 54.3 in Jan 17, down from a finalised score of 54.4 in Dec 16

Advance Consumer Confidence rose to -4.9 in Jan 17 from a finalised -5.1 reading in Dec 16

Retail sales rose 2.3% y-o-y in Nov 16, down from an upward-revised 3.0% rate in Oct 16

ZEW survey (expectations) rose to 23.2 in Jan 17, up from 18.1 in Dec 16

Sentix Investor Confidence rose to 18.2 in Jan 17, up from 10.0 in Dec 16
GERMANY

Advance composite PMI at 54.7 in Jan 17, down from a finalised 55.2 level in Dec 16

Factory orders rose 3.0% y-o-y in Nov 16, after a 6.3% increase in Oct 16

ZEW readings rose for both the current situation and expectations surveys in Jan 17

IFO surveys recorded an increase for the current assessment survey, but a decrease in business climate and expectations surveys in Jan 17
FRANCE

Preliminary PMI composite rose to 53.8 in Jan 17, up from a finalised 53.1 level in Dec 16

Industrial production rose 1.8% y-o-y in Nov 16, up from a -1.8% decrease in Oct 16

Bank of France business sentiment at 102 in Dec 16, INSEE business confidence declined in Dec 16
UNITED KINGDOM

Preliminary PMI Composite rose to 56.7 in Dec 16, up from an upward-revised 55.3 in Nov 16

Retail sales ex auto fuel rose 4.9% y-o-y in Dec 16, down from a downward-revised 6.4% rise in Nov 16

Retail sales ex auto fuel declined -2.0% m-o-m in Dec 16, from a downward-revised 0.2% rise in Nov 16

MARKET OUTLOOK
As European companies (of the benchmark Stoxx 600 Index) report their results of 4Q 16, thus far, 70% of them have posted positive sales surprises
and 57% of them have posted positive earnings surprises. Spanish bank Banco Santander and IT giant SAP beat both revenue and earnings estimates
in 4Q 16, while Fiat and Novartis underperformed their earnings targets. 4Q 16 is expected to be the second consecutive quarter that European corporates
post year-on-year earnings growth, ending the ‘earnings recession’ seen in the Western developed markets since 3Q 14.
European companies on aggregate (as represented by the benchmark Stoxx 600 Index) saw relatively minor changes to their earnings estimates
since the start of 2017 – with 2017’s estimated earnings revised by 0.02% and 2018’s estimated earnings revised -0.20% (as at 30 January 2017). On a
sector basis, European insurers and financial service firms as a whole saw minor downgrades to their 2017 estimated earnings, while banks (including
the likes of Credit Suisse, Banco Santander, HSBC, Intesa Sanpaolo, ING, RBS, UBS) saw upgrades to their 2017 and 2018 EPS estimates. Resource
companies continued to enjoy upward earnings revisions month-to-date, with 2017’s and 2018’s earnings revised 10.27% and 6.30% respectively.
European oil and gas firms however, saw slight EPS downgrades since the start of the year.
British Prime Minister Theresa May has officially announced that the UK would go for a ‘hard Brexit’, and that the UK would officially trigger Article
50 to leave the European Union (EU) in March this year. Negotiations with EU officials are expected to continue, with issues like trade policy in much focus
as the UK charts her future as a non-EU member moving forward. Despite the dark clouds of uncertainty facing Western Europe, various sentiment
indicators suggest that business confidence is holding up well. Momentum among UK manufacturers and services have steadily risen, and across the
English Channel on the continent, PMI readings across Spain, Italy and France have also recorded increases, suggesting that the outlook for investment
and continued job growth remains intact. Consequently, the Eurozone aggregate composite PMI readings remained in expansionary territory, with
aggregate manufacturing momentum gradually rising since 2H 16. Investor confidence have also held up well despite uncertainties stemming from the
political sphere, boding well for the performance of European asset markets.
On 19 January 2017, the European Central Bank (ECB) left its benchmark policy rates unchanged. The central bank also maintained its asset
purchase programme, reiterating that asset purchases will continue "at the current monthly pace of EUR 80 billion until the end of March 2017 and that,
from April 2017, our net asset purchases are intended to continue at a monthly pace of EUR 60 billion until the end of December 2017, or beyond, if
necessary, and in any case until the Governing Council sees a sustained adjustment in the path of inflation consistent with its inflation aim." ECB President
Mario Draghi also highlighted during the press conference that the recent pickup in inflation data was mainly due to higher energy prices and a low base
effect, and that "there are no signs yet of a convincing uptrend in underlying inflation". The ECB also stressed that it remains ready to increase the size
and duration of quantitative easing "if the outlook becomes less favourable", dispelling concerns that the central bank was 'tapering' its stimulus and
tightening policy.
Over the course of January since the start of 2017, the benchmark Stoxx 600 Index has risen 0.31% (in EUR terms as at 30 January 2017), with banks
and materials companies in general leading year-to-date performance. As of the current juncture, the European equity market trades at 14.9X and 13.6X
2017’s and 2018’s estimated earnings, as compared to its fair PE ratio of 13.5X. European corporates are projected to see their earnings grow by 11.3%
this year and by 9.6% in 2018. Although the region has a heavy political calendar (Brexit schedule and negotiations, elections in core EU-members Holland,
France and Germany), various indicators and data points suggest that the recovery on the continent is increasingly entrenched. We advocate investors
not to speculate on the outcomes of these political events as they remain difficult to anticipate. We are keeping an eye on overall valuations at the
moment as we retain a 3.0 Stars “Attractive” rating for the European equity market.
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