Daily Note

Views, news and topics from today’s markets

Friday, 30" August 2019

Morning Round Up

Fiscal stimulus needed in Europe

European Central Bank policy makers appear divided this week after
comments from committee members show opposing views on the return of
bond purchases. The Dutch governor Klaas Knot stated that the economic
outlook isn’t weak enough to warrant the resumption of bond purchases; with
Sabine Lautenschlaeger, an executive board member, stating that
quantitative easing should only be used as a last resort and the council
should retain this firepower. Other board members agree that speculation
over a large stimulus package has been overdone and does not reflect the
latest data. These comments come just two weeks before the Governing
council of the ECB is set to meet to discuss the Euro-zone economy. On the
dovish side Olli Rehn, the Finnish Governor, has called for an “impactful”
package that overshoots expectations. With the ECB likely to revise down its
inflation target due to weakness in CPI data, lower anticipated oil prices and
declining inflation expectations, a large stimulus package would be warranted
in September.

These conflicting views will give Mario Draghi and his executive board
something to mull over as they prepare proposals for the September 121
meeting. Draghi knows that if they fail to deliver a large stimulus package,
they risk tightening financial markets and worsening the already prolonged
slowdown. However, overshooting the stimulus package too early would
mean they don’t have adequate ammunition to stave off any future shocks
that could send the Eurozone economy into recession.

Brexit talks to step up as the risk of a no deal grows

The UK’S Brexit ream will meet with its EU counterparts twice a week during
September as both sides attempt to iron out a deal. However, with both sides
hardening their respective stances on the Irish backstop, hopes of concrete
progress are beginning to fall. Johnson’s latest move to suspend parliament
has led to considerable backlash both from his fellow MP’s and the broader
public. The tight timeline has led Johnson’s opponents to take action to block
a no-deal exit as early as next week. Opposition parties are expected to issue
a joint call for a vote on Johnson’s plan to prorogue parliament.

Conte prepares to return to government in Italy

Giuseppe Conte will lead the new coalition of the anti-establishment Five Star
Movement and the centre-left Democrats after the coalition between Five Star
and the Lega Nord came to end. The new government , which involves two
parties with more closely aligned policies, should provide some stability in
Italian politics. The move has been welcomed by financial markets with Italian
bond yields dropping to just 64bps, nearly a 3% fall in less than 12 months.
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Key Upcoming Events

01/09/2019 US China Tariff increase
06/09/2019 US Nonfarm payrolls
09/09/2019 UK Parliament Prorogued
12/09/2019 ECB Governing Council

Market View

Stock markets have opened strongly again today
as investors become a little more positive on
recent trade developments. China most recent
indication that it will not retaliate on Trumps latest
round of tariffs has helped the market. All sectors
in Europe are in positive territory this morning with
the tadeonal cyclical companies leading the way
higher. Economic data released this morning was
relatively mixed. While Japanese Industrial
production was stronger than expected , Retail
Sales in both Japan and Germany dropped
unexpectedly. The market will be looking toward
inflation data from Europe and the US later today.

Market Moves

Value Change % Change % (;t}a[;lge
Dow Jones 26362 326.15 1.25% 13.01%
S&P 2925 36.64 1.27% 16.66%
Nasdag 7973 116.51 1.48% 20.17%
Nikkei 20704 243.44 1.19% 3.45%
Hang Seng 25725 21.23 0.08% -0.47%
Brent Oil 60.65 -0.43 -0.70% 12.73%
WTI Oil 56.28 -0.43 -0.76% 23.94%
Gold 1526 -2.13 -0.14% 18.95%
€/$ 1.1039 0.00 -0.16% -3.73%
€L 0.9069 0.00 -0.08% 0.89%
£/1$ 1.2171 0.00 -0.08% -4.57%
Yield Change
German 10 Year -0.696 0.00
UK 10 Year 0.451 0.02
US 10 Year 1.5281 0.03
Irish 10 Year -0.077 0.01
Spain 10 Year 0.113 0.01
Italy 10 Year 0.97 -0.0160

Source: Bloomberg, CF Research August 2019
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Grafton - Solid result but guidance impacted by Brexit. Raised to "Hold” Closing price £6.82

News

Grafton Group reported revenue £1.48bn (+2% YoY), operating profit of £93m (+6% YoY — impacted by IFRS 16) and earnings per
share of 32.6p (+6% YoY). Dividend was raised by 8% to 6.5p and balance sheet strengthened further. Group operating margin
increased by 20bps to 6.8%. The pace of growth has slowed in UK and Ireland with Brexit viewed as the “Elephant in the room”. The
poorly performing Belgium business has been sold for £11m which will result in a non-cash charge of £26m. Grafton completed the
acquisition of Polvo in Netherlands in July, adding 51 branches.

Gavin Slark, Chief Executive Officer commented: "We made good strategic and operational progress in the first half of 2019
which supports the ongoing improvement in the underlying quality of our business. Despite the uncertainty in the U.K., the
Group continues to benefit from the strength of Selco's market position and our higher returning, growth businesses in Ireland
and The Netherlands. Our focus remains on delivering growth in shareholder value and a great experience for our customers
and colleagues."

Grafton’s core UK merchanting segment grew revenue by 1.4% in the period while adjusted operating profit declined by 3%.
Volumes grew by 0.8% but cost inflation modestly weighed on profitability. Leyland and Selco contributed positively to the
group. lIrish merchanting reported 7.4% revenue growth and 12.5% growth in operating profit. Netherlands and Irish retail
(Woodies) reported mid-single digit revenue growth and high single digit profit growth.

Average daily like-for-like Group revenue increased by 3.0 per cent in July comprising growth of 1.4 per cent in UK
Merchanting, 5.9 per cent in Irish Merchanting, 0.5 per cent in Netherlands merchanting, 16.9 per cent in retailing and a decline
of 0.1 per cent in Manufacturing.

Comment

Grafton delivered a solid result, as indicated by its 10% increase in operating cash flow, and we are encouraged that like for like
sales have improved in July to 3%, having contracted in May/June. Albeit, guidance is for continued softness with a hard Brexit
likely to have a imminent negative effect on the business.

Having recommended Grafton as a sell in May at much higher levels, this result would give us much more confidence that
Grafton now looks attractive if it were not for the risk of a hard Brexit. In a note released in July we said that we thought Grafton
could trade down toward £6.50 as sentiment on Brexit weakens. It closed yesterday at £6.82. Having previously recommended
to reduce, we raise our recommendation to “Hold” as we see the 50% chance of Brexit increasingly more priced in and see
merit in the sale of the Belgium business. A hard Brexit would likely see the stock trade down below £6, and a deal would likely
see it trade back up toward £8.25 quiet quickly.

Darren McKinley, CFA | Senior Equity Analyst
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Cantor Publications & Resources

Weekly Trader

On Mondays, we release our weekly note in which we provide a view on equity markets for the coming days,
and highlight a number of equities which we believe provide exposure to the important themes unfolding in
the markets. Our in-house Investment Committee meets on a weekly basis to craft this strategy, thereby al-
lowing clients to dynamically position portfolios to take advantage of the most up to date market develop-
ments.

Click Here

Investment
. J?)’fJSRnIQIeAnL 4 Monthly Investment Journal

Each month our Private Client and Research departments collaborate to issue a publication which highlights
the performance of our flagship products, funds and our Core Portfolio, including the Green Effects fund,
most recent private equity deals and structured product investment opportunities.

Click Here

Investment Forum

Through our investment Forum we bring you the latest market news, investment insights and a series of
informative articles from our experts.

Click here

investment FORUM
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Regulatory Information

Issuer Descriptions: (Source: Bloomberg)

Grafton Group: Grafton Group PLC manufactures and retails building supplies
Historical Recommendation:

Grafton Group: We raised our recommendation to Hold on 30 August 2019

http://www.cantorfitzgerald.ie/research disclosures.php

This material is approved for distribution in Ireland by Cantor Fitzgerald Ireland Ltd. It is intended for Irish retails clients only and is not intended for
distribution to, or use by, any person in any country where such distribution or use would be contrary to local law or regulation. Cantor Fitzgerald Ire-
land Ltd (“CFIL”) is regulated by the Central Bank of Ireland. Cantor Fitzgerald Ireland Ltd is a member firm of the Irish Stock Exchange and the Lon-
don Stock Exchange.

Where CFIL wishes to make this and other Cantor Fitzgerald research available to Retail clients, such information is provided without liability and in
accordance with our terms and conditions that are available on the CFIL website.

No report is intended to and does not constitute a personal recommendations or investment advice nor does it provide the sole basis for any evalua-
tion of the securities that may be the subject matter of the report. Specifically, the information contained in this report should not be taken as an offer or
solicitation of investment advice, or to encourage the purchased or sale of any particular security. Not all recommendations are necessarily suitable for
all investors and CFIL recommend that specific advice should always be sought prior to investment, based on the particular circumstances of the in-
vestor either from your CFIL investment adviser or another investment adviser.

CFIL takes all responsibility to ensure that reasonable efforts are made to present accurate information but CFIL gives no warranty or guarantee as to,
and do not accept responsibility for, the correctness, completeness, timeliness or accuracy of the information provided or its transmission. This is en-
tirely at the risk of the recipient of the report. Nor shall CFIL, its subsidiaries, affiliates or parent company or any of their employees, directors or
agents, be liable to for any losses, damages, costs, claims, demands or expenses of any kind whatsoever, whether direct or indirect, suffered or in-
curred in consequence of any use of, or reliance upon, the information. Any person acting on the information contained in this report does so entirely
at his or her own risk

All estimates, views and opinions included in this research note constitute CANTOR IRELAND'’s judgment as of the date of the note but may be sub-
ject to change without notice. Changes to assumptions may have a material impact on any recommendations made herein.

Unless specifically indicated to the contrary this research note has not been disclosed to the covered issuer(s) in advance of publication.

Past performance is not a reliable guide to future performance. The value of your investment may go down as well as up. Investments denominated in
foreign currencies are subject to fluctuations in exchange rates, which may have an adverse affect on the value of the investments, sale proceeds, and
on dividend or interest income. The income you get from your investment may go down as well as up. Figures quoted are estimates only; they are not
a reliable guide to the future performance of this investment.

Conflicts of Interest & Share Ownership Policy

It is noted that research analysts' compensation is impacted upon by overall firm profitability and accordingly may be affected to some extent by reve-
nues arising other CANTOR IRELAND business units including Fund Management and Stock broking. Revenues in these business units may derive in
part from the recommendations or views in this report. Notwithstanding, CANTOR IRELAND is satisfied that the objectivity of views and recommenda-
tions contained in this note has not been compromised. Nonetheless CANTOR IRELAND is satisfied that the impartiality of research, views and rec-
ommendations remains assured.

Analyst Certification

Each research analyst responsible for the content of this research note, in whole or in part, certifies that: (1) all of the views expressed accurately re-
flect his or her personal views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by that research analyst in the research note.

email : ireland@cantor.com web : www.cantorfitzgerald.ie

CALB/,WR ; g Dublin: 75 St. Stephen’s Green, Dublin 2. Tel: +353 1 633 3633.

4 Twitter : @cantorlreland i Linkedin : Cantor Fitzgerald Ireland

Cantor Fitzgerald Ireland Ltd is regulated by the Central Bank of Ireland. Cantor Fitzgerald Ireland Ltd is a Member Firm of The Irish Stock
Exchange and The London Stock Exchange..
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