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Prosponaut Q4 2011

Macroeconomic: ECB continues to subsidise banks

Our basis scenario, described in April 2010, of a decreasing EUR is in our opinion nearby.   The ECB will further create Euros.  This policy enjoys the full support of Sarkozy who wants to be re-elected as a president on april 24. On the hand, Merkel wants the ECB to be independent.  Remark that she no longer forbids the ECB to buy state obligations.  She made a turning point.  Draghi says that the ECB cannot buy state obligations according to its statutes, but at the same time he gives the banks approximately Eur 600 billion for 3 years so that they can buy state obligations of the weak countries.  This worked well because the 3-years Italian yield has decreased from 7.5% to 5.5%.  Thanks to these hidden subsidies (the banks lend at 1% on 3 years and receive 5.5% from for example Italy on 3 years) the banks can reinforce their own capacity further.  On the other hand, the Italian 10-year yield did not decrease. By the end of February the ECB plans such a second operation  (before the USD swap lines expire in the beginning of March).  The ECB runs no risk as long as the depositos in Euro do not diminish or escape the euro zone. Moreover it has been permitted that the banks give paper of less quality in pawn to the ECB and even also cords of mortgage loans (will the banks supply because of this aggressive mortgage loans to the to individuals in the coming years?)  All this is EURO negative and grant positive.  

In the short term, there are still 4 positive elements for the markets to go up: China looses its monetary policy in anticipation of the power transfer in august 2012, the ECB can still decide to ....(zijn bazooka in te zetten), the American economy and housing market shows signs of convalescence and the negative diagrid in which weak countries are forced by Europe to accept aid (where state paper is replaced EFSF paper) has stopped temporarily.  For this reason heavy new speculation against the weak countries will not happen immediately anymore.  As from the summer on, the ESM takes over the role of the EFSF.  The ESM will impose no obligatory losses anymore to private creditors of weak countries, but can be used for banks to recapitalise.  

We now have come to a negative point for the markets.  As from the French presidential elections stakes are high that the harder line of Merkel will be followed.  This will be necessary for her re-election.  Our scenario is that weak countries will have to request aid at the IMF (the IMF gets up to Eur 200 billion extra from Europe on a special account or in the common pot of all countries.  Especially Germany wants this and this is deflatoir and EUR positive).  The IMF will only give mony when there gets depreciated. (Remark that in that way, the German line of deflation will be followed. This is Euro-positve, gold-negative, negative for markets).  Certain banks could go bankrupt and will then be saved by the ESM.  

In case of large rescue operations this will lead to higher financing interests for the ESM and for the stronger European countries.  Buying already strongly decreased assets in weak countries where debt has already been diminished to a maintainable level could be interesting. (for example the bond OTE). 

Individual stocks or bonds 

Dynasty fine Wines (1.8 HKD) shares rose approximately 20% after our buy recommendation of 3 months ago.  The high cashposition of approximately 1 HKD by proportion of, apprehended in the Chinese Yuan, the schuldenvrij are, the low appreciation, the 100% exposure on the Chinese consumer and the high turnover increase makes the share at these level to one portfolio spread out of our favourites in a good.  We still advise to buy.  

Singapore Telecom (3.10 SGD) is the largest telecom company of Singapore.  They also have interests in India, the Philippines, Australia ea.  They qoute approximately 10x free cash-flow and pay a gross dividend of 5.5%, which means 4,12% net.  The stock is attractive. 

Lafarge 4.75% to 23/03/2020 in EUR is on sale at 83.5%.  This gives you a net yield of 6.55% per annum net of withholding tax of 21%. Lafarge is the major building materials group which Albert Frère holds a strong stake. In case of problems, the shareholders lose all their money first and then come the bondholders under the current legislation. Despite the relatively high indebtedness of the company, we believe that Frère will do everything to create shareholder value and we dare to buy these bonds. Moreover, they are also very active in the Middle East.
Joost Olbrechts

Investment Manager

Karakter Invest

[image: image1.png]_1199091851.bin

