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Market Commentary (cont)

Trader’s Corner (cont):
Option of the Month
Sell Aviva September 460 puts @ 8p

Strike price at 15-month lows and stock is supported by a 4.2% dividend yield. There is 32% potential 
upside to the average broker price target of 648p. Premium equates to an annualised yield of ~10.4%. 

Click here to view our guide to the Traded Options Market.

Recommended Investment:
iShares Europe Ex-UK GBP Hedged ETF (EUXS.L)

Following the recent market turmoil with Greece installing capital controls and calling a referendum on 
whether they wish to effectively keep the Euro or revert to the Drachma, it may seem strange to be rec-
ommending investing in European equities. However, we believe a Greek exit would not lead to a systemic 
crisis in Europe. The financial impact is material, but when spread across a region of 400m people, it can 
easily be contained - the entire stock of Greek Government debt would increase debt/GDP ratios across 
the Eurozone by just 3%. The remaining peripheral nations have either restructured successfully and are in 
recovery (Portugal, Spain and Ireland) or are undergoing painful reforms (Italy). Moreover, if the rest of the 
Euro area were ever going to engage in a GREXIT, it would be much better to do so while the ECB is doing 
QE. The central bank could accelerate QE or even implement a type of “whatever it takes” OMT (10 year 
LTROs) to limit any adverse reaction in financial markets.

Our bullish sentiment on European stocks has been much written about in our Market Commentaries this 
year, which can be summarised as:

1-ECB Quantitative Easing

2-Aggressive liquidity actions from the ECB

3-Corporate deleveraging/de-equitisation

4-Positive investor flows/capital allocation

5-A weak Euro. Even if the Euro just stabilises at current levels, this still gives the biggest FX tailwind to 
earnings for close to 20 years

6-European equities have just recorded more earnings upgrades than downgrades for the first time in four 
years. Of the 13 sectors seeing upgrades,11 are cyclicals. This cyclical leadership gives bottom-up confirma-
tion to the turn in top-down indicators, such as the PMI

7-Improving European earnings trends with 10-15% earnings growth expected in 2015

8-Relative valuation. Whilst European equities are neither cheap nor expensive on absolute valuation met-
rics, stocks have never been so cheap vs government or corporate bond yields. This relative attraction of 
equities remains super strong
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Recommended Investment (cont):
Sterling based investors can obtain exposure to this theme through a new ETF that hedges the risk of 
further depreciation in the Euro. The iShares Europe Ex-UK GBP Hedged ETF trades on the London Stock 
Exchange in sterling and provides physical exposure to 331 European shares including such names as Nes-
tle, Novartis, Roche, Bayer, Sanofi, Novo Nordisk, Total, Banco Santander, Anheuser-Busch and Daimler. The 
ETF incorporates a monthly hedge through the purchase of one month forward FX contracts.

As most ETFs tend to be passive in nature (they try to track a benchmark, rather than outperform it), the 
fees are very low – just 0.40% in this case. This is slightly higher than the average for ETFs but considering 
that it removes the currency exposure and the associated hassle of doing it yourself, we feel this represents 
good value.

Investment Bank Credit Suisse last week re-iterated its Eurostoxx 50 target of 4,000 to year-end. That 
represents 16.8% potential upside from the current level and is a good entry point for investors looking 
for a second chance to get back in.
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