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REGIONAL MARKETS UPDATE

EUROPE (2.5 STARS – NEUTRAL)
EUROZONE AGGREGATE
·
Advance Eurozone PMI composite at 53.3 in Aug 16, up from a finalised 53.2 reading in Jul 16
·
Adv Consumer Confidence fell to -8.5 in Aug 16 from a -7.9 reading in Jul 16
·
Retail sales rose 1.6% y-o-y in Jun 16, from a 1.6% growth rate in May 16
·
ZEW survey (expectations) rose to 4.6 in Aug 16, up from -14.7 in Aug 16
·
Sentix Investor Confidence rose to 4.2 in Aug 16, up from 1.7 in Jul 16
GERMANY
·
Advance composite PMI at 54.4 in Aug 16, down from a finalised 55.3 level in Jul 16
·
Factory orders fell -3.1% y-o-y in Jun 16, after an upward-revised 0.0% change in May 16
·
ZEW survey rose for both the expectations survey and the current situation reading
·
IFO surveys recorded a decrease across the board for the business climate, current assessment and expectations surveys
FRANCE
·
Preliminary PMI composite rose to 51.6 in Aug 16, up from an upward finalised 50.1 level in Jul 16
·
Industrial production fell -1.3% y-o-y in Jun 16, down from a 0.5% rate in May 16
·
Bank of France business sentiment rose to 98 in Jul 16, INSEE business confidence fell in Jul 16
UNITED KINGDOM
·
Preliminary PMI Composite fell to 47.5 in Jul 16, down from 47.7 in Jun 16
·
Retail sales ex auto fuel rose 5.4% y-o-y in Jul 16, up from a 3.9% increase in Jun 16
·
Retail sales ex auto fuel rose 1.5% m-o-m in Jul 16, up from a -0.9% decrease in Jun 16

MARKET OUTLOOK
European companies on aggregate (as represented by the benchmark Stoxx 600 Index) saw their downward revisions to their earnings
estimates month-to-date, with 2016’s and 2017’s estimated earnings lowered by -0.5% and -0.7% respectively (as of 29 August 2016). Year-to-date,
2016’s and 2017’s estimated earnings have been revised downwards by -8.4% and -2.3% respectively. On a sector basis, the basic resources sector
continued to enjoy upgrades to their earnings estimates, with the sector seeing a 10.2% upward revision month-to-date. On the other hand, the oil &
gas sector saw a -2.1% downgrade to their earnings estimates, reversing from the 2.8% upgrade seen in July. European banks continued to see
downgrades in their earnings (a -1.5% downward revision over the month), while companies from the travel & leisure sector also continued to see
downward earnings revisions (of -2.5%), with tourist service provider TUI and airlines like Air France and EasyJet seeing EPS downgrades.
Composite PMI readings have started to show divergences across Europe, with UK’s PMI seeing huge declines post-Brexit, while PMI readings
on the continent (France, Germany, Spain, Italy) have generally held up in July. Consequently, the preliminary composite PMI readings for the
Eurozone Aggregate came in at 53.3 in August, up slightly from a prior 53.2. The German ZEW indicator of economic sentiment rebounded in August,
coming in at 0.5 from July’s -6.8 reading. Similarly, the Eurozone ZEW Survey Expectations also saw a rebound in August (came in at 4.6) after
plunging in July. The Sentix Investor Confidence reading also rebounded in the month of August, following a prior decline. The recent rebound in
confidence surveys could suggest that businesses and consumers are of the view that Brexit has limited impact (would not have significant effect on
the economy). However, with regards to confidence within the UK, it remains too early to assess.
Across the English Channel from the continent, the Bank of England (BOE)’s Monetary Policy Committee (MPC) announced a package of
monetary easing measures – a move which was largely expected by the consensus given the central bank’s previous guidance in July and
expectations for policy-makers to address the post-Brexit economic fallout. Other than a lowering of the UK’s benchmark Bank Rate (by -25 basis
points) to 0.25%, the BOE would be increasing the size of its asset purchase programme. The British central bank would be purchasing up to GBP
10 billion worth of corporate bonds, and will purchase GBP 60 billion worth of UK sovereign bonds monthly as well, taking the total stock of these
asset purchases to GBP 435 billion. Additionally, the BOE is also launching a new Term Funding Scheme (TFS), which allows UK banks and building
societies to borrow up to GBP 100 billion over the next year to reinforce its rate cut, reduce the effective lower bound of the benchmark Bank Rate
to a little above 0.0%, charges a penalty if banks don’t lend and covers all types of lending – allowing to reinforce the pass-through effect of a cut in
rates. BOE Governor Mark Carney described these measures as “timely” due to the combination of a weaker outlook and the lags in the transmission
of monetary policy. The British central bank have also lowered their GDP forecasts for 2017 to 0.8% (2016 GDP growth forecast remains at 2.0%).
The benchmark Stoxx 600 Index rose 0.4% over the month of August to bring year-to-date losses to -6.2% (in local currency terms as of 29
August 2016). As of this current juncture, the European equity market trades at 16.3X and 14.4X 2016’s and 2017’s estimated earnings, representing
a premium relative to its fair PE ratio of 13.5X. Thus, we maintain our 2.5 Stars “Neutral” rating on the European market at this juncture.
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