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Emerging markets
are the place to

be if you want

to make the best
possible returns in
| the future. After
all, that’s where populations

are growing; where the West’s
manufacturing is migrating too;
and where new middle classes
are emerging. Right? Maybe (see
page 28 for one take). Or maybe
not. The latest Barclay’s Equity
Gilt Study suggests something
rather different. Population
erowth 1s not much higher

in emerging markets than in
developed ones, for example,

so the idea that demographics
can drive growth in the latter, but not the
former, holds no water.

More importantly, however,
technological progress is in the process of
flipping from “supporting faster emerging
market growth through globalisation to
undermining it”. Until recently it made
sense to shift your manufacturing abroad:

Adidas 3D-printed shoes

“Until recently, it made sense to shift
manufacturing abroad. It’s not the case now”

VMoNEYWEEK
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From the editor-in-chief...
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needs to be done locally. Go to an Adidas
store in Germany and you can have
custom-fit trainers 3D printed in the

shop. Finally, says Barclays, modern
automation requires “local collaboration™:
robots, workers, managers and engineers
need to be on site to figure out kinks
together. That creates an opportunity cost

for those workers who are used
(hooray!) and boost economic
activity overall.

However, it will also “leave
the rest of the world with huge
productive overcapacity” and
see a sharp fall in returns on
invested capital as a result.
Given that stockmarkets are
very much “in the business of
measuring returns on capital
around the world in real time”,
where does that make you want
to invest? The answer is certainly
not emerging markets. Look at it
like this, says Barclays, and you
might think that the trend for
“underperformance of emerging
market assets and currencies
that began in 2013 1s set to continue over
a multi-year horizon”.

Matthew Lynn does not entirely agree
(see page 14), but I find the case pretty
compelling. If that leaves you thinking
that now might not be the time to up your
emerging market exposure, then turn to
page 20 for Matthew Partridge’s view

on UK banking shares; page 18 for

Max King’s thoughts on the value in
European markets, and the fund he would
buy to benefit; page 5 for a reminder not
to be too gloomy about UK equities; and
page 27 for Richard Beddard’s take on

an interesting firm operating in two very
different markets.

L'W"ﬂ"- (WA NA)

Merryn Somerset Webb
editor@moneyweek.com

you could take advantage of cheap labour  to outsourcing.
costs, but use technology to manage the
complicated supply chains and logistical
challenges that came with doing so.

But if you are looking at things afresh
today, it doesn’t make so much sense.
Automation means it is often cheaper to
use robots at home than people abroad.
And if that is so, why make your product
thousands of miles away from the market
you plan to sell it in? There’s a demand
imperative here too: modern consumers

like a little local specialisation — and that

The upside to Trump’s trade war

This localisation (or at least
regionalisation) of US supply chains
back onshore is already under way, but it
could also soon accelerate. Think about
Donald Trump’s tariffs, says Gavekal
Research’s Charles Gave. If this means that
firms that want to sell in the US have to
produce in the US, produce in the US
they will. This will have several pleasant
effects (for the US). It will push up wages

Good week for:
Jordan Adlard Rogers, a care worker from Cornwall, is celebrating
after DNA tests proved he is the rightful heirto a £50m country
estate and a family trust that provides a “substantial income” from
investments and rent on tenanted farmland. Adlard Rogers
Inherited the estate after his father, who did not acknowledge
him, died of a drug overdose.

Philanthropist of the week

UK medical research got a £1bn boost as LifeArc, a charity
that brings academics’ life sciences research to market, sold
most of its royalty stream from cancer drug Keytruda to a
Canadian pension fund. LifeArc was formed in 2017 from
MRC Technology, part of the Medical Research Council.

Bad week for:

Five European banks, including Barclays and RBS, have been
fined more than €1bn by the European Commission for
suppressing competition by rigging the foreign exchange
market, reports The Guardian. The banks formed cartels to
manipulate the spot market for 11 currencies, including the dollar,
the euro and the pound. The fines are on top ofthose of £1.3bn
imposed by the UK regulator over the same case in 2014.

Almost 400 graduating students at Morehouse
College in Atlanta in the US were pleasantly
surprised this week when former student and
billionaire tech investor Robert Smith (pictured)
announced he would pay off the student debt of
the entire class of 2019. Smith, who was receiving
an honorary doctorate at the time, had already
pledged £1.5m as a gift to the college. “Thisis my
class, 2019,” he said. “And my family is making a
grant to eliminate their student loans.” It is not yet
known exactly how much his generosity could
cost him, reports The Guardian, but it could be up
to $40m. Student debt is becoming a political hot
potato in the US, with the total outstanding
estimated at around $1.5trn.

Jamie Oliver (pictured) has called in the receivers at his restaurant
empire, with up to 1,300 jobs on the line. The company, Jamie
Oliver Group, which includes 23 Jamie’s ltalian restaurants, plus
Its Fifteen restaurant in London and Barbecoa, appointed KPMG as
administrators. Oliver has put £13m of his own money into the
business in recent years to help stave off bankruptcy, and has been
looking for buyers for some time.

Cover illustration: Howard McWilliam. Photos: David Levene/Guardian/eyevine

©Getty Images
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New front In trade war Spooks stocks

Alex Rankine
Markets editor

“Here be dragons,” says Christopher
Beddor on Breakingviews. The White
House’s move against Huaweli, the world’s
second-biggest smartphone maker, “takes
the trade war into uncharted territory”.
The US president has added Huawei to

an export blacklist on national security
grounds. The order prompted Google

to ban the firm from accessing some
features on its Android operating system.
The move follows prolonged attempts

by American officials to persuade allies,
including Britain, to bar Huawei from
involvement in their 5G networks and
potentially stokes “a new tech cold war”.
Stocks were unnerved at the thought.
Domestic Chinese equities slipped by 4%
in three days; America’s S&P 500 has lost
3% from its record high.

Huawei has doubled its global share
of the smartphone market in the last two
years, says Jim Armitage in the Evening
Standard. The latest escalation could
trigger a potentially “devastating crisis™
for the maker of one in five of the world’s
handsets. Google’s move to sever ties
means new Huawei phones will not have
access to security updates or features
such as Google maps. That might give
Trump more leverage with Beijing, but it
also denies consumers access to China’s
“cheaper, better technology”.

Why now?

Donald Trump removed steel and
aluminium tariffs on Canada last week,
while Germany and Japan were cheered
when he granted a six-month delay before
tariffs on imported cars and car parts
take effect. It now appears that the White

*
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BIHLLIISfIHgT Huawer may lead to a tech cold war

House was merely “scaling down conflicts
in other areas” in order to focus on the
confrontation with China, says Arthur
Kroeber in a Gavekal Research note. Some
say this 1s about gaining leverage in trade
talks, but Washington already had plenty.
China exports four times as many goods
to the US as vice versa. The real reason is
that many in Washington regard Huawel
as a genuine security threat, says Kroeber.
They had avoided action until now to
avoid “torpedoing” a trade deal, but with
prospects for an agreement “in ruins” they
saw “an opening for an aggressive move”.

A black cloud over markets

Markets have yet to realise how rapidly the
bilateral relationship between Washington
and Beijing has deteriorated, says Zhiwei

Bonds signal gloom ahead

May has proved a turbulent
month for investors,
prompting many to wonder if
the US bull market that began
in March 2009 —-the longest on
record —is coming to an end.
Those inclined to take a more
negative view on the outlook
for equities are pointing to
sighals coming out of the bond
market. When investors are
fearful they pile into safe
fixed-income assets, such as
government bonds, which
drives down their yields. When
bond prices go up, yields fall.
Yields on ten-year US
Treasury notes dipped as low
as 2.37% last week, notes
Peter Wells in the Financial
Times, close to a 15-month
low reached in March. Yields
on short-dated three-month
bills are higher than those that

MoONEYWEEK 24 May 2019
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lock up your money for ten
years. Such an “inverted yield
curve” has “preceded every
recession since World War Il”.
Equity investors should take
note, says Komal Sri-Kumar
on Bloomberg. “Historically,
the bond market has had

| US —— mlmst
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a better record” than
equities of predicting
economic performance.
Bulls will note, however,
that the inverted yield curve
signal is hardly foolproof, and
while the intensifying trade
war is certainly a major
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Zhang in a Deutsche Bank research note.
President X1 Jinping last week condemned
those intent on “remoulding or replacing
other civilisations”. The American
Congress is currently approving an act that
encourages Taiwan to increase its defence
spending. The trans-Pacific confrontation
1s “spreading beyond” tariffs.

This is likely to create pervasive
uncertainty and volatility over the next
few months, although central bank
action may limit the downside for stocks.
The prospect of the Fed coming to the
rescue at the first sign of trouble has kept
US markets buoyant, says Sarah Ponczek
on Bloomberg. News of weak US retail
sales actually triggered stockmarket gains
last week. “Bad news 1s good again.

As long as it doesn’t involve China.”

headwind (see above), there
are reasons to hope that this
bull market will keep on
running, as |G analyst Chris
Beauchamp points out in City
AM. The US “employment
picture, corporate profits and
retail sales” all suggestthat a
recession is still at least “a
yvear away"”. Indeed, the rush to
buy up safe-haven assets
could be a sign that the market
has not yet peaked. “Money
has ... left the US and
European equity funds this
year,” says Jon Sindreu In

The Wall Street Journal, even
though US first-quarter
earnings topped expectations.
“If the top of the marketis a
point of peak optimism” when
investors go “all-in”, then the
most recent highs are “an
unlikely candidate”.

moneyweek.com
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Investors still too
gloomy about UK

Investors are gloomy about the
prospect of a Brexit deal, but
that means that the worst
scenarios are already in the
price, Jason Hollands of wealth
manager Tilney tells The Times.
UK investors have deserted
their own stockmarket en
masse since June 2016, with
£11.47bn of net inflows into
global equity funds, says
Hugo Cox in the same paper.
That has significantly increased
their exposure to America and
the dollar in particular.

Meanwhile, it’s interesting to
note that for all the Brexit fuss,
the MSCI United Kingdom All
Cap index has “been the least
volatile of any stockmarket
index in the world since 2016,
says Harry Brennan in The Dalily
Telegraph. The strong presence
of multinationals such as
Unilever on the London market
has shielded investors. These
firms make over 70% of their
sales overseas and their
International perspective
eclipses domestic turbulence.

British investors, then,
should take another look at their
home market. Shares are cheap
enough to produce healthy
long-term returns, whatever the
near-term turbulence. With a
juicy dividend yield of 5% the
FTSE 100 is one of the most
attractive markets in the world
forincome-seekers.

British stocks are also on
a cyclically adjusted price/
earnings ratio (Cape) of 16,
cheaperthan Europe and a
bargain compared with
America. As we noted in a
cover story earlier this month,
Cape is a good indicator of
long-term returns.

Reinflating Australia’s bubble

Australia’s voters were “too
scared to rock the country’s
economic boat”, says

Clara Ferreira Marques on
Breakingviews. Australia’s
centre-right prime minister,
Scott Morrison, scored a
shock victory in last weekend’s
general election, defying polls
that had given the opposition
Labor party a clear lead.
Labor wanted to remove tax
breaks and increase spending.
Voters opted for Morrison’s
promise of tax cuts instead.

The country’s benchmark
S&P/ASX 200 rallied 1.7% on
news of Morrison’s surprise
victory to hit an 11-year high,
but investors shouldn’t get
ahead of themselves. There
seems little scope for a surge
in growth.

Australia dodged the global
financial crisis and has gone
27 years without a recession,
but the economy has started to
wobble. In the first quarter, the
annual pace of GDP growth
was a mere 1.3%; the long-term
average 1s around 3%. GDP
only grew by 0.2% in the final
quarter of last year and has
shrunk on a per-capita basis
for two successive quarters.
The US-China trade war has
undermined confidence in
China’s growth prospects,
which bodes ill for Australia’s
coal and iron-ore exports.
When China’s credit boom
slowed in 2014 the Reserve
Bank of Australia stepped
In to cut interest rates, says

_@iStqckphc:tc:s
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The Economist. But that
only pumped up a housing,
and credit bubble. Australian
household debt stands at
200% of disposable income.
(America’s 2007 household

debt peak was 125% of

income.) That bubble is now
hissing air. House prices in
Sydney are down 11.8% in the
12 months to April, says

The Sydney Morning Herald,
while those in Melbourne
registered a 12.6% decline over
the same period. The number
of house sales has fallen 20%

in a year to its lowest level since
1996, says George Tharenou of
UBS. Along with sluggish wage
orowth, the housing slowdown
is proving a “key factor” in
“souring consumer sentiment’,
notes Chelsea Bruce-Lockhart
in the Financial Times.

That hardly bodes well

for consumption.

ouse pr ices in Melbourne have bhpped bv 12% in a year |

-
A last gasp?

Given the inauspicious
backdrop, perhaps it’s no
surprise that the authorities

are contemplating reinflating,
the housing bubble. The
minutes of the last central bank
meeting said a cut in interest
rates would be appropriate

if the labour market did not
improve, and there is also talk
of letting banks relax their
mortgage lending requirements
(tougher rules in this area had
reduced demand).

As consumers have already
gorged on debt and mortgages,
it’s hard to see this moving the
needle; in any case, as we learnt
during the financial crisis in
America and Britain, housing
busts tend to develop their own
momentum regardless of rate
cuts. Australia seems ever more
unlikely to extend its growth
streak much further.

Viewpoint

lot...
legis
legis

“US political gridlock [is good news].
Stocks dislike active government
because legislation shifts the rules,
creating winners, losers and unintended
consequences — and discourages risk-
taking. Gridlock renders a do-little
government. Inactivity gives executives
more clarity to manoeuvre — like an
obstacle course with stationary
obstacles versus one comprised of big,
sharp, painful, fast-moving ones. Which
would you prefer? Central to this gridlock
Is last November’'s US midterm
elections. Every four-year cycle the
midterms create gridlock, a little or a
Hence, US presidents jam all big
ation into their first two years. That
ative flurry stokes uncertainty —
hurting stocks [in] presidential years one
and two. Then, midterms bring gridlock
for years three and four. US stocks have
traditionally celebrated gridlock by rising
in 91% of all third years since 1925."

Ken Fisher, the Financial Times

\Venezuelan GDP
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The Venezuelan government
has stopped publishing official
economic statistics, says
Andreas Knobloch in Finanz
und Wirtschaft. No wonder: the
country is in a state of total
collapse. According to the
International Monetary Fund,
the country’s hyperinflation is
getting worse, with the annual
pace of price rises expected to
climb from 2018’s 1,000,000% to
10,000,000%. Falling oil prices
have undermined export
earnings. Shortages, sanctions,
and pervasive corruption wiped
40% and 30% off national
outputin 2017 and 2018
respectively. Annual GDP has
receded to levels last seen in
the 2000s. The “downward
spiral” is likely to endure until
the political stalemate between
the government and the

opposition is resolved.

24 May 2019  MoNEYWEEK
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MoneyWeek's comprehensive guide to this week's share tips

Three to buy
Avast victim to hackers, so there is Yet Paragon, a “challenger” rates and branch closures, but
Shares growing opportunity in the bank, is managing to grow its the investment case is more

This Czech Republic-based

technology security provider

smartphone sector as well as
scope to “upsell” premium

already services to existing users. On
CIVCI St protects 435 13 times 2019 earnings, the
— 1 million people  stock is on a 40% discount
- worldwide, to FTSE 250 peer Sophos.
WA with a focus on 298.75p
[P (csktop users.

Messaging app Paragon Banking Group
WhatsApp The Sunday Times

recently “What a time to be a
became banker.” Low interest rates,

tougher regulation and rising
competition are “squeezing
profit margins on all sides”.

brand” to fall

Three to sell

robust. Today’s bank is a
“leaner and fitter” outfit than
the one that helped nearly sink
Britain’s economy during the
financial crisis a decade ago.

It is also a more “vanilla”
savings and loans organisation
than a risky investment
banking-exposed peer such as
Barclays. Recent performance
has been “rock solid”, if
unspectacular. A yield of 5.2%
and good dividend growth
make the shares “well worth a

look™. 60p

lending book and net interest
margin nonetheless. Almost
90% of new mortgages go

to professional buy-to-let
investors, a niche clientele more
profitable than traditional
mortgage customers. Paragon
may prove an “attractive”
takeover targetin a
consolidating sector. 462.75p

Lloyds Banking Group

The Mail on Sunday

This banking behemoth may
offer its customers low interest

Galliford Try

Investors Chronicle

A profit warning has driven the
shares down to just 0.9 times
forecast book value, but that
doesn’t make Galliford Try a

Just Eat
The Daily Telegraph

company means it is looking
for a growth story to serve
up to investors. Any decision

bargain. This housebuilding, to bolster _
regeneration and construction its food- JUST EAT
business has been hit by project  delivery e g
deferrals and higher-than- operation,

expected contract costs, piling  Uber Eats, _—

poses a real
competitive threat

the pressure onto “wafer-
thin” construction margins.

Uber’s “rocky start” as a public

4

R y Barron’s

T
-
_.I.

“coming to an end”. The firm,
which reported a “stunning”
$3bn operating loss for 2018,
does not have many options if
it hopes to become profitable
one day. Price rises would
reduce passenger numbers and
erode competitiveness against
taxis, while reducing drivers’
pay amid worsening labour
relations — Uber drivers recently
called a global strike — would
aggravate problems with staff

customers “from Canada

to Brazil”. Competition is
intensifying globally, putting
“chunky” underlying profit
margins — currently 49%

in Britain —under pressure.
Slowing order growth
makes the price/
earnings ratio of 26

look “heady”. 622p

\

» .

\ % Uber

A slowing housing market in to Just Eat, o /Awme The cheap turnover. Bulls point to a shift
London and the South East also whose software 2 S ¥ ‘, & 1\ rides at to driverless vehicles, but the
bodes ill for the housebuilding  currently serves ' - ‘ Il Uber technology is still at an early
operation. 556.5p 26 million hungry w’ ﬁ may be stage. $38.83

...and the rest

The Daily Telegraph

The demise of its merger plans
with Asda has triggered a fall
in | Sainsbury’s share price, but
although it now looks cheap,
the debacle leaves it without

a strategy and could prompt

turmoil in the boardroom —
avoid (207p).

fantasy worlds, but repeated
earnings upgrades and a 3.5%
forward dividend yield make
this an investment case “firmly
rooted 1n reality” (4,032p).
Specialist recruitment group
Robert Walters is well-placed
to benefit as ageing populations
and technological change spark

on weakness: it is a “highly
profitable business” with a
more flexible lease model that
appeals to modern businesses

(960p). The risks are high,
but Uber is “streets ahead” of

to net asset value (1,336p).

In a “battered” holiday market,
online retailer On The Beach
has “stormed ahead of its
competition” with a 41% jump
in revenue in the six months to

the end of March (438p). the competition — a
“worthy wager”
The Times ($41.29). Shares

a global “war for talent” in

Insurer Admiral is
(44 bl ]

a “class act”, but

rising costs and

in “efficient”
miner Anglo
American look

Investors Chronicle coming decades (582p).
A £450m government
investment in [T for GPs could  Shares

prove a growth catalyst for North America-focused trust

healthcare software provider
EMIS (1,144p). Games

Workshop caters to fans of

to a portfolio of excellent
businesses at a 26.7% discount

Pershing Square offers exposure

An American view

US hospitals “have switched en masse from paper to digital
records” in the past ten years, says Avi Salzman in Barron's.
That was excellent news for Cerner, one of the health IT firms
that installed and maintained these systems, and the stock
continues to look promising. It should now profit from a new
shift. Medics have hitherto billed on a so-called “fee for service”
basis, but the government increasingly wants to pay based on
outcomes: hospitals have to prove that they are improving
people’s lives. Cerner’s “population health management” system
helps hospitals track patients’ behaviour and thus improve their
long-term health. The group has just started paying a dividend.

MoONEYWEEK 24 May 2019

' reasonable on 8.4 times

earnings (1,910p). Wealth
manager Quilter is well-
(2,120p). Buy oftice positioned in a consolidating
provider Workspace market (142.25p).

Finablr has made a lacklustre debut on the London Stock
Exchange. The Dubai-based payments and foreign-exchange
platform, whose brands include Travelex Holdings, UAE
Exchange and Xpress Money, was priced at 175p for its initial
public offering (IPO), but promptly slipped below 160p. It had
already had to trim its price from the 210p-260p range previously
Indicated. “Investors may have had their fill of fintech flotations
In skittish global markets,” say Clara Denina and Abhinav
Ramnarayan on Reuters. Finablr’'s debut followed Nexi and
Network International; the latter is another payments group
based in the United Arab Emirates. It floated in London in April.

claims inflation
make for “choppy
seas” ahead — avoid

moneyweek.com
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City talk

@ T-Mobile shares gyrated
wildly this week after the head
of the US telecoms watchdog
said he would support the
$26bn merger with Sprint,
only for reports to suggest
that the Department of Justice
would block it. But there is
“little reason” to stop the deal
since “the competition
concerns that effectively
killed off a planned merger of
thetwo in 2014 don't look so
relevant now”, say Jennifer
Saba and Gina Chon for
Breakingviews. The tie-up
would also promote“super-
fast internet that can act

as a backbone for internet-
controlled objects such as
driverless cars”, an important
US strategic goal.

@ Holidays inthe Thomas
Cook boardroom “should
have long ago been
cancelled”, says James Moore
in The Independent. The tour
operator has announced a
“thumping” pre-tax loss of
£1.46bn for the last six
months. Part of the downturn
Is due to economic
uncertainty combined with
rising hotel and fuel costs,
but the “dead weight” of
accumulated debt, which
has “smashed through the
f1bn barrier”, has made
things much more difficult.
No wonder shareholders
“have been jumping for the
lifeboats”. Chinese tour
operator Fosun could jump
in with a bid, but it could end
up “throwing good money
after bad”.

® A Morgan Stanley report
raised eyebrows this week as
it slashed its “bear-case”
price target for Tesla shares
from $97 to $10. The stock is
currently selling for $205.

In this worst-case scenario,
Tesla will miss its China

sales target by 50%. Overall
demand for Tesla’'s cars looks
lacklustre — it delivered just
63,000 cars in the first quarter
—and it needs to expand
“aggressively” inthe Middle
Kingdom, but the trade war is
putting this strategy at risk.
Tesla is also still burning far
too much cash.

moneyweek.com

Feeding frenzy in takeaways

Amazon Is re-entering the online takeaway market with a stake in Deliveroo -
and 1t isn't only rivals who should be worrled Matthew Partndge reports

UK food-delivery platform Deliveroo has
announced that Amazon has become a major
investor in its business through a new $575m
funding round, notes Sam Shead in Forbes.
This increases the overall amount invested in
Deliveroo to $1.53bn, giving it “a war chest to
cement its position” at home and finance
further growth. Amazon, meanwhile, is
“buying its way back into the meal-delivery
market”, which is expected to be worth
$365bn by 2030, after its own service,
Amazon Restaurants, “floundered”.

Amazon’s investment in Deliveroo could
well be the “amuse-bouche” for a broader
tie-up, says Alex Webb on Bloomberg, and there
are “a lot of reasons [why that] would make
sense”. First, it’s a good idea for Amazon to
maintain a foothold in the food-delivery markets
as rival food platforms in Latin America and
India “are already extending into products such
as pharmaceuticals and groceries, and that
approach could spread to other regions”.
Another, more positive reason is that combining
deliveries from Amazon and Deliveroo means
both companies could make more efficient use of
their delivery network during slack periods.

An Amazon-Deliveroo collaboration may
be good news for the two firms involved,
but their competitors won’t be happy, says
Dominic Walsh in The Times. Indeed, shares
in Just Eat fell by 8% on the news, as it faces
“further pressure on delivery fees” and more
discounting. Further bad news comes from
Uber’s initial public offering last week. The
transportation network company will probably
use at use at least some of the $8.1bn raised to
expand its Uber Eats delivery business. Just Eat
isn’t the only firm under pressure in a sector
“that epitomises the promise and profligacy of
Silicon Valley”, says Stephen Wilmot in The
Wall Street Journal. Indeed, when news of
Amazon’s investment hit the wires, “shares in
Delivery Hero and Takeaway.com, which offer

Amazon c GIISId{??S ﬂ}rs a tasty mmsel

similar services to Deliveroo in other markets,
also cratered”. Mergers to shore up profitability
are unlikely while money is “flowing so freely”
into the sector; for now, investment will finance
further rapid growth.

Do we still need restaurants?

It isn’t just rival delivery firms who should

be worried by Amazon’s partnership with
Deliveroo, says Tim Bradshaw in the Financial
Times. Deliveroo has been investing in “ghost
kitchens”, which prepare food in cheap,
anonymous locations, such as converted
shipping containers in car parks. The idea

is to “use a combination of advanced food
preparation, underused real estate and
algorithm-driven optimisation” to bypass
restaurants entirely, in order to “lower overheads
and increase output”. Whichever delivery service
ultimately comes out on top, “the food industry
is about to be disrupted just as thoroughly as
department stores and taxi operators”.

Michael O’Leary is winding
down his racing operations “in
order to spend more time with
his family”, says Alistair
Osborne in The Times. But after
Ryanair’s latest results, you
have to wonder if he'd have
done better to give up the
airline and keep the horses.
Ever since Ryanair’s dispute
with the pilots’ unionin
September 2017, the airline has
“been struggling to hit former
heights”; the shares have
halved from their peak.
They slipped again early
this week thanks to a 29%
drop in full-year profits to
€1.02bn after tax.
Ryanair’'s problem is that
many of its costs, notably rising
fuel prices, are “out of its

Ryanair struggles to regam altitude

hands”, while it is being
forced to slash fares in order
to maintain growth, says

Ed Cropley for Breakingviews.
Still, ancillary revenue was the

“one bright spot” as
everything from food and
drinks to reserved seats and
priority baggage jumped 19%
to €2.4bn, a third of all the
airline’s top line”. Indeed, if

Ryanalr Is able to replicate last
vear’'s “bumper” performance
by flogging “ever more
expensive on-board snacks”,
this could add another €455m
to Ryanair’s top line, “all but
wiping out the budgeted rise Iin
fuel prices”.
. It's not just Ryanair thatis
feeling the pinch, as easyJetis
also struggling owing to
iIntense competition and a
public “increasingly looking to
save every penny and cent”,
says Jim Armitage in the
Evening Standard. The group
lost £275m in its winter half,
butitis working very hard
to reduce costs, and “this
self-help will set [easyJet]
up well for when times,
eventually, improve”.

“sales of
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Theresa May “made her final big gamble”
as prime minister on Tuesday, offering
Labour a “new deal” that included the
possibility of a second EU referendum,
say Laura Hughes, George Parker and
Sebastian Payne in the Financial Times.
However, her ten-point plan, aimed at
cross-party consensus, was “declared
dead on arrival” by angry Conservative
eurosceptics, and Labour leader Jeremy
Corbyn called it a “repackaging of the
same old bad deal”. MPs are due to vote
on May’s new offer in the first week of
June, but the vote has not been confirmed
and some Tory MPs are calling for May

May’s last stand

The prime minister's “new deal” smelt fishily familiar. MPs are likely to pass on it. Emily Hohler reports

to stand down “rather than risk another

humiliation in the House of Commons”.

Going down like a lead balloon
May’s “package of concessions” includes

a commitment to conclude alternative
arrangements to replace the Irish backstop
by December 2020, “so that it never needs
to be used”, and a parliamentary vote
on whether the deal should be subject to
a referendum, say Henry Zeffman and
Oliver Wright in The Times. The new deal
also leaves Britain, in effect, as a “rule-
taker from Brussels on workers’ rights,
the environment, goods and foodstuffs”,
says the F'T. No wonder it went down like
a lead balloon, says Harry Yorke in The
Daily Telegraph — 26 Conservative MPs
who backed the deal in March, including
Boris Johnson, Dominic Raab, David
Davis, Iain Duncan Smith and Jacob
Rees-Mogg, said they would “switch back
to opposing it”, while sources close to the
20-strong group of Labour MPs in Leave-
voting seats have “indicated that only a
handful will switch sides”. The DUP and
Labour confirmed they will reject it.

“By adding the opportunity for a second
referendum [and] a customs union, and by

Seeking con

threatening that she will stop her successor
from reversing anything by implementing
binding legislation, this was perhaps the
oreatest hijacking of the referendum yet
seen,” says Iain Duncan Smith in The
Daily Telegraph, who can think of “no
more effective way” of encouraging voters
to desert the Conservatives and vote for
the Brexit Party in the European elections.
The Brexit confusion means that these
elections, which historically have low
turnouts, “stand to be consequential”,
says Yasmeen Serhan in The Atlantic.
They will provide a “snapshot of where
the public stands on Brexit” three years on
from the referendum, and perhaps most
importantly, “signal which voters are most
mobilised to turn out in future elections”.
Whatever happens, we can be “pretty
sure” that Theresa May is on her way
out, says James Blitz in the Financial
Times. Assuming she departs without
a deal, this — along with what looks to
be a “thumping victory” by the Brexit

The PM is on ber way out

......
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Party in the European elections — will
define the nature of the Tory leadership
contest. May’s failure will suit those like
Johnson who want to “ram home a harder,
cleaner Brexit”, splitting the party and the
country. The idea that a clean, no-deal
Brexit would “work out just fine because
of the provisions of the World Trade
Organisation (WTO) treaty” simply isn’t
true, say Anand Menon and Catherine
Barnard in The Guardian. If Britain leaves
without a deal, many of the laws that
govern our interaction with the EU will
simply “cease to apply”. This will “mean
significant problems”, particularly relating
to travel and trade, including potentially
“crippling” tariffs and border delays. “No
other major trading nation trades purely
on WTO terms.” To take just one example,
750 UK-based TV channels will have

to stop broadcasting in Europe or move
there. The “no-deal slogan is appealing in
its simplicity”, but its supporters should be
honest about the consequences.

-
b

¥ Europe is now a “cacophonous’

" M political landscape
it
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Populists gain ground in Europe

Europe’s cohesion “is under
siege”, says Bloomberg.
Populist groups anticipate
“sizable gains” in this week's
European elections, “giving
them more power than ever
before” over the institutions at
the heart of the EU. Although
the “Brexitfiasco” has lessened
the appeal of leaving the EU
(60% of Europeans believe
membership is a good thing),
populists want to “undermine it
from within”, halting the push
for greater integration,
curtailing the authority of
Brussels and limiting the EU’s
ability to insist on adherence to
“democratic norms”. While itis
true that Brussels is “prone to
regulatory excess and plagued
by a lack of popular legitimacy”,

its flaws “pale in comparison
to the dangers posed by its
critics”. Left unchecked, the
contagion of populism will
“corrode Europe’s identity
as ademocratic union”

and “weaken Europe’s
influence abroad”.

As it stands, these elections
are set to create the most
“fragmented and fractious
European parliament” in
history, say Patrick Scott
and Ashley Kirk in The Daily
Telegraph. The two largest
groups, the centre-right
European People’s Party and
centre-left Socialists &
Democrats, are expected to
“shed support”, while
eurosceptic parties, notes
Romesh Ratnesar on

Bloomberg, are “on track to
win more than one third of the
seats”, forming a unified voting
bloc with real clout.

At both national and
pan-European levels, leaders
need to understand what
is fuelling populism -a
“cacophonous” landscape
thatis ideologically and
demographically diverse -
and come up with “concrete
solutions”, says Bloomberg.
Above all, this means expanding
economic opportunity for the
poor, reforming Europe’s
Immigration system and
making EU institutions more
accountable. This won’t be easy
and itwon’'t happen overnight,
“but for the sake of Europe’s
future, it needs to start now".

moneyweek.com
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Betting on
politics

Saturday’s election in
Australia (see right)
proved embarrassing for
bookmaker Sportsbet,
which not only sustained
huge losses on winning
bets on the Liberal-
National coalition, but
also incorrectly paid out
on a Labor victory two
days early. Overall, itis
reported to have lost

a total of A$5.3m.

By contrast, the

two handicap bets
Irecommended, at 1.11 on
Betfairand 4/6 on Bet365,
both paid off, as did my
recommended bets on
the coalition candidates
in Aston (Victoria) at 1/6,

Australia confounds the pundits

The centre-right retains power on a tax-cutting agenda. Matthew Partridge reports

In the run up to
Saturday’s election in
Australia, the Labor
party was ascendent

in every opinion poll,
with almost all pundits
expecting it to remove
the Liberal-National
coalition from power,
says Katharine Murphy
in The Guardian. When
the votes were counted,
Prime Minister Scott
Morrison ended up
“the hero of the hour”,
managing “to snatch
victory from the jaws

him to victory, says
The Times. However,
the decisive issue was
probably climate change.
Morrison exploited
economic modelling
that “purported to
show that the 45%
reduction in carbon
emissions proposed

by Labor would cost
167,000 jobs”. And
Labor’s opposition to
the planned Carmichael
coal mine led to

large swings to the
coalition in important

Kooyong (Victoria) at 1/5
and Casey (Victoria) at
2/5, as well as in Hughes
(New South Wales) at 1/5.
Indeed, not only did
the coalition win in each
of those constituencies,
but the Liberal
candidates managed to
increase their share of
the vote in Aston and
Hughes. Even in Casey,

Queensland marginals.

Morrison’s victory
could therefore have “global implications”, says
The Straits Times. Australia’s share of global
emissions may make it “a minnow” compared with
China or the US, the world’s top two greenhouse-
oas polluters. But Morrison’s exhortation to voters
to choose between “jobs or climate” means that
the Carmichael project is now much more likely to
o0 ahead. If it does, “billions more tonnes” of coal
will be available to export and burn in places such
as India, “fuelling global warming and a growing
climate crisis”.

The election outcome in Australia has therefore
revealed “the urgent need to broaden the message
for reducing carbon emissions, and to separate it
from the divisive culture wars afflicting Western
democracies”, says The New York Times.
Morrison’s victory “does not necessarily mean he
will do nothing about greenhouse gases”. Indeed,
with growing pressure from the young for action
on climate change, and from the candidates who
pushed a climate-change agenda who did win,
there’s still a chance that he could confound the
pundits and take a lead on the issue. After all,
Australia is a country “where the ravages of
man-made climate change are most evident”.

Nationalist right crumbles in Austria

Sebastian Kurz also fired the
interior minister, Herbert Kickl.
Thatwas a “bridge too far” for
the rest of the Freedom Party

of defeat”. This means Scott Morrison: “the bero of the hour”
that after three years of
turmoil, which has seen both major parties replace
their leader, Australia has ended up “back where

it started when former prime minister Malcolm

Turnbull won the 2016 election by one seat”.

No appetite for change
One of the reasons for Labor’s shock defeat was
that it “completely misread the nation’s appetite
for widespread economic change”, says Stefan
Boscia in The Spectator Australia. Labor promised
a “spending spree” if elected, paid for by “ending
a range of tax concessions and loopholes that
disproportionately benefit older and wealthier
Australians”. While a more “charismatic and
likeable” politician may have been able to sell such
an “expansive” agenda to the electorate, in the
hands of Bill Shorten, Labor’s leader, it “simply
scared people off”. Labor’s strategy “ignored the
fact that Australia is an economically successful
country that is naturally wary of change”.
Morrison drew a contrast between his plans for
“tax cuts for low- and middle-income households™
and Labor’s promises “to increase levies on capital
gains, superannuation [that is, pensions] and family
trusts to pay for social spending”, and that helped

the closest of the
four contests, Liberal
Tony Smith (pictured)
stillmanaged to win on
second preferences by a
margin of just under 9%.
Admittedly, since the
bets were at short odds,
they didn't make a huge
amount of money, but a
return of 29% is still
pretty decent.

Given that the
Australian polling
companies came in

Western countries to limit their
co-operation with Austria.

Kurz may now strengthen his
party’s position in a new election

Heinz-Christian Strache:
promised contracts for cash

fora tremenc_iqu_s _ (FPO), and its ministers resigned If he can win over disgruntled
amount of criticism in en masse. With the coalition Freedom Party voters, says
the aftermath of

between that party and Kurz's
Austrian People’s Party now
over, Kurz has agreed to call
fresh elections in September.
Ditching the far right may be a

Matthew Karnitschnig for
Politico. By contrast, Europe’s
far-right parties are likely to face
“uncomfortable questions” on
the eve of the European

Morrison’s victory, it may
seem strange that one of
the lessons from this
election from a betting
perspective is to pay

@Getty Images

attention to opinion
polls. If you had looked at
them closely you would
have seen that Labor’s
lead narrowed as

polling day approach,
and was never big
enough to justify the
landslide that some
bookies and betting
markets were predicting.

moneyweek.com

A “lurid” video showing
Austria’s vice-chancellor and
Freedom Party leader Heinz-
Christian Strache “promising
state contracts for cash” to a
woman claiming to be a relative
of a Russian oligarch has
brought down the Austrian
government, says Jonathan
Tirone for Bloomberg. Strache
was forced to resign. Chancellor

blessing in disguise for Kurz,
however, says Valerie Hopkins in
the FT. Even before the coalition
was formed, the FPO earned
Intense criticism for signing a
co-operation agreement with
Vladimir Putin’s United Russia
party. Despite this, the FPO was
given control of all three of
Austria’s intelligence services,
prompting the agencies of other

elections about their own
relationships with “unsavoury
Russian actors”, as they have
generally pursued “a similarly
Russia-friendly strategy” to the
FPO. At the very least, the other
far-right parties are likely to try
to distance themselves from the
Austrians, complicating efforts
to unite Europe’s far-right parties
Into a new political alliance.
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Another meltdown in Scunthorpe

Scunthorpe

News

Tallinn, Estonia

TransferWise co-founders cash in: Taavet Hinrikus and Kristo Kdaarmann,
founders of money transfer platform TransferWise, along with other staff, sold
$292m worth of shares this week. The sale implied that the whole company was
worth $3.5bn —more than double its valuation at the last funding round in 2017
—making it Europe’s most valuable fintech firm. Hinrikus and Kdarmann set up
the business in 2011 to cut the cost of transferring money between London and

their native Estonia by matching up people making payments in either direction.

It now processes £4bn in payments every month and employs 1,600 people,
with plans to hire a further 750. It is unusual in the world of fintech start-ups in
that it is not losing money. It made a profit of £6.2m in the year to March 2018.
TransferWise has raised $689m in funding to date; the latest round means that
it faces no pressure to go public, something the founders are loath to do.“Why

would we?” Hinrikus asked Steve O’Hear on techcrunch.com this week.

British Steel goes bust... again: British Steel has
been placed in liquidation, threatening 5,000 jobs.
Most are at its Scunthorpe plant, along with a
further 20,000 in the supply chain. The company
returned to profit after it was bought by private-
equity firm Greybull Capital for £1 in 2016, but
soon fell back on hard times with the price of
steel falling and energy prices rising. However,
after the EU suspended issuing carbon credits to
UK businesses, it sought a £120m loan from the
government to buy certificates to cover carbon
emissions. Greybull asked for a further £75m to
cover costs caused by uncertainty over Brexit,

whic.
Euro

1 had led to a slowdown in orders from
pean customers. The requested sum was then

reduced to £30m. The government, while claiming
it will leave “no stone unturned”, said it was
hampered by rules on state aid. Greybull has been
criticised for the nature of its financial support of

British Steel. It accrued £33.8m in interest on loans
it made at 9.6% and took £250,000 a month in

management fees.

Cajamar, Brazil

France’s I’Oréal for €1bn.

Goodbye to the Avon Lady: Brazil’s Natura
Cosméticos has agreed to buy Avon Products.
The price had yet to be revealed. London-based
Avon is listed on the New York Stock Exchange,
and its closing price on Tuesday valued the
company at $1.4bn. Barring any last-minute
glitches, the deal would spell the end of a company
credited with pioneering the direct-selling model.
Its “Avon lady” sellers once went door-to-door in
the US, peddling the brand’s cosmetics. However,
the intervening decades have seen tastes change,
and Avon has struggled to keep up with savvier
rivals using social media to sell beauty products
online. The South American cosmetics company

is the biggest in Brazil, with a market valuation
of $6bn. In 2017, it bought The Body Shop from

The way we live now: an island exclusively for cruise ships

Towns and islands around the world
are restricting the number of cruise
liners that can dock at the same time
to avoid being overrun, says

Ben Clatworthy in The Sunday Times.
As a result, operator Royal Caribbean

International has come up with its own

solution to the “cruise ship crush”: its
own island. “Perfect Day at CocoCay”
Is a £250m venture to be built at the
edge of the Berry Islands in the
Bahamas. The Caribbean “idyll” will
boast the tallest water slide in North
America, a helium-balloon ride taking
holiday makers 130m up in the air, a
500m zip line and the largest

MoONEYWEEK 24 May 2019

freshwater swimming pool in the

region. The only way to get there is by

cruise ship. Luckily, CocoCay can

accommodate two at a time, including

Royal Caribbean’s Symphony of the
Seas: the world’s biggest cruise ship
capable of carrying 6,680 passengers
and 2,200 crew over 18 decks.
CocoCay will have restaurants, bars
and the first bungalows built over
water in the Bahamas, with packages
starting at £230 per person for four
nights. Royal Caribbean says
passengers will be able to “soak up a
slice of Bora Bora” —another tropical

Idyll located almost 6,000 miles away.

moneyweek.com
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Hangzhou, China
Alibaba’s sales soar: The  official statistics that consumption economy,”
Chinese tech giant has showed nationwide he said. Alibabais
predicted thatitsannual  retail growth for April expanding into food
revenues will increase had slowedto 7.2% —-the  delivery and growing its
by a third to Rmb500bn slowestrise for 16 years.  presence in less
(£57.2bn) this year.Inthe  Alibaba’s vice-chairman, developed parts of
first quarter, sales rose Joe Tsal, shrugged off China. The trade war has
by 51% year-on-year to any suggestion that the dampened Alibaba’s
Rmb93.5bn. Alibaba, slowdown could be due share-price growth,
known as the Chinese to China’strade war with  which makes no sense,
Amazon, derives 83% of  the US, citing strong says Stefan Redlich
its revenues fromonline  domestic demand. on Seeking Alpha.
retailing, which suggests “We are not concerned After all, “Alibabais a
_ - China’s shoppers are in with slowing exports growth monster [with]
TR P P =T N “fine fettle”, says Louise = growth... because stellar quarterly results”
‘ﬁ}l_’;lfﬂbq’ SJ‘J? T”” Pmﬁm‘* from C{gf”"'w Jp— Lucas in the Financial Chinais shiftingfroman  andacompelling
S '?I-ﬁ-' 10 a consumeti econonty — ; 2
ia Times. That contradicts exporteconomytoa long-term outlook.
Jakarta
Jokowire-elected
in Indonesia:
President
Joko Widodo
(pictured),
commonly

Johannesburg

Diamonds lose their sparkle: Diamond miner and trader

De Beers blamed “macroeconomic activity” for a 25% slump
in sales in May to $415m, compared with $554m the previous
year. While this time of the year tends to be slower anyway
because the industry has already restocked following the busy
Christmas period, the latest disappointing sale underscores

a wider trend in the market: falling prices caused by a glut in
the supply of small diamonds. De Beers has been able to keep
its prices relatively stable so far this year, but this could prove
short-lived. Diamond buyers have been struggling to turn a
profit as end-user demand has been stagnant, says Thomas
Biesheuvel on Bloomberg. A weaker Indian rupee has also
added to the problems by making the gems more expensive
for Indian manufacturers, who cut or polish about 90% of the
world’s stones. De Beers is 85% owned by the London- and
Johannesburg-listed mining giant Anglo American, and it sells
diamonds at ten sales a year, known as “sights”, in Gaborone,
the capital of Botswana. Meanwhile, a shift towards synthetic
diamonds is also rattling the industry. All eyes will be on future
sales, but the global diamond market looks unlikely to enjoy a
recovery any time soon.

moneyweek.com

known as Jokows1,
has been declared
the winner of the
Indonesian presidential election.
With all of the votes finally counted
after last month’s poll, Jokowi
secured 55.5% of the vote, compared
with his rival Prabowo Subianto’s
45.5%. However, the result will not
be final until any complaints have
been resolved, say Hannah Beech

and Muktita Suhartono in The New
York Times. Subianto is a former
general whose ties with hardline
I[slamists alarmed many in the world’s
third-largest democracy. Jokowi is
Indonesia’s first elected president to
come from outside the military and
the country’s ruling class. However,
he performed less well in conservative
areas, and his choice of a cleric as his
running mate prompted fears that his
reformist agenda may be undermined.
Investors reacted to the news

with wary optimism: the Jakarta
Composite index rose by just 0.75%.

Mumbai

Prime minister set for re-election: As India’s
seven-phase general election drew to a close
early this week, exit polls suggested that
Prime Minister Narendra Modi (pictured)
was set for a second term in office, giving

him another five years at the helm of the

world’s fastest-growing economy. They showed
his Bharatiya Janata Party (BJP)-led National

Democratic Alliance winning between 267 and 350 seats in India’s

543-seat parliament, note Iain Marlow and Bibhudatta Pradhan

in Bloomberg. In that case, the BJP will have a strong electoral

mandate to forge ahead with economic reforms that it has struggled

to implement and allow Modi to “push forward an agenda that
includes a boost in infrastructure spending, support for farmers and
measures that appeal to Hindu nationalists”. The polls reassured
jittery investors, says Holly Black on Morningstar. India’s stock-
market, the Sensex, climbed 2.6% as they were released, its biggest
rise since March 2016. The final result had yet to be announced as

MoneyWeek went to press. The polls are “notoriously inaccurate”,

as Bloomberg points out, but a “stable government committed to

economic reforms” is certainly the best possible outcome.
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Briefing

Africa’s ambitious free-trade deal

Populism and trade wars have put globalisation into reverse. African nations are bucking the trend with
a comprehensive agreement that will create a vast new trade bloc. Alex Rankine reports

What is happening?

The African Continental Free Trade

Area (AfCFTA) comes into force at the
end of this month. The deal creates one

of the world’s largest free-trade areas by
slashing tariffs across a $2.5trn market

of 1.2 billion people. Fifty-two African
states are now committed to cutting duties
on 90% of goods and 27 countries have
signed a protocol providing for freedom
of movement. Rwandan president Paul
Kagame hailed the deal as a “new chapter in
African unity”. The accord bucks a global
trend as populism and trade wars on other
continents set globalisation into reverse.

How integrated is Africa?

Poor infrastructure, elaborate customs
procedures and high tariffs — currently
averaging 6.1% — have long hampered the
development of intra-African trade.

The Gambia, for example, currently exports
more to South Korea and the Netherlands
than it does to neighbouring Senegal.

All told, trade between African states
accounts for just 15% of the continent’s
trade. In the EU the equivalent figure is
67% . The intention is for AfCFTA to be
a stepping-stone to more comprehensive
pan-African integration, with a customs
union in the pipeline. The more distant
dream is to create a frictionless single
market allowing a South African factory
to import parts from Niger to make

into a product to be sold in Egypt, says
Tom Rees in The Daily Telegraph.

The AfCFTA is certainly ambitious, says
Vera Songwe for the Brookings Institution
think tank. It extends beyond goods — the
stuff of a traditional free-trade deal —to
include services, investment, intellectual
property and possibly e-commerce.

Has this been tried before?

Plans for a pan-African common market
date back to 1980, when the predecessor
organisation of the
current African
Union (AU)
announced the Lagos
Plan of Action,
which envisioned the creation of an African
Economic Community (AEC) modelled on
Europe’s EEC by the millennium. In 1991
African leaders signed the Abuja Treaty

to achieve that goal, but implementation
has been slow. Efforts have instead been
focused on sub-regional groupings. One of
the oldest is the Southern African Customs
Union (SACU), which dates from 1910

and sees five southern African states apply

a common external tariff. Three other
regional trade blocs joined forces in 2008 to
start work on the African Free Trade Zone
(AFTZ), a nominal free-trade area that runs
up the entire east side of the continent from
Cape Town to Cairo. In west and central
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“The more distant dream is
to create a frictionless single
market across Africa”

AFRICAN CONTINENTAL FREE TRADE AREA
CREATING ONE AFRICAN MARKET

#ATCFTA2018 | 17-21 March 2018 | Kigali,Rwanda
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Africa, 14 mainly francophone nations
share common currency arrangements
through the CFA franc. Integration within
most of these groupings remains shallow,
says Olu Fasan on the International Growth
Centre blog. The best performer has been
the East African Community (EAC), which
includes Kenya and Tanzania. It has had a
common market since 2010 and a customs
union since 2005.

What are the challenges?

The biggest problem 1s that Nigeria,

the continent’s biggest economy and

most populous nation, has yet to sign. The
country’s manufacturing interests have been
lobbying hard for special protections, citing
fears of “dumping” by more competitive
foreign industries. With more than 190
million people, Nigeria’s large internal
market means that its leaders feel a less
pressing need than smaller neighbours to
secure access to a wider African market.
Even if Nigeria

does eventually get
onboard, planned
negotiations on
competition rules,
investment and intellectual property rights
will provide plenty of opportunity for
more fireworks between the continent’s
protectionist powers and more liberally
inclined governments in countries such as
Ethiopia, Rwanda and Ghana.

Would Nigeria make a difference?

The UN forecasts that if Nigeria joins the
AtCFTA then intra-African trade could
grow by more than 50% in the next five
years as the continent taps into latent
economies of scale. Yet even without a
trade deal, much has gone right in Africa
in recent years. GDP per head south of
the Sahara is up 40% since the year 2000,
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Africa is set to become one of the world’s
largest free-trade areas
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notes The Economist. The biggest drag
comes from relatively weak performance in
recent years by the “big two” of Nigeria and
South Africa, but the IMF forecasts that
sub-Saharan growth will hit 3.5% this year,
with notable strength from east African
states such as Ethiopia and Rwanda.

So all good news then?

The “elephant in the room” is rising debt,
says Yinka Adegoke for Quartz. Brookings
reports that “at least” 14 African states are
either in debt distress or at high risk after a
decade of easy loans from China to finance
infrastructure developments. Chinese
trade with sub-Saharan Africa increased
226% between 2006 and 2018, reports
The Economist, as Bejjing poured money
into railways, factories and ports. More
grimly, China is also now the top supplier
of arms in the region. The EU remains the
continent’s largest trading partner for now,
with $156bn worth of trade last year, but
China is not far behind on $120bn.

What about democracy?

The proportion of democracies on the
continent has doubled since 1999, notes
Daniel Treisman of UCLA. The 2018
[brahim Index of African Governance,
which tracks factors such as rule of law,
human development and human rights,
shows that roughly three-quarters of
Africans live in countries where governance
has improved in the past decade. That is
good news for investment and trade.

The demographics also suggest that the
region will play an ever-greater role in
global atfairs: by 2050, one in four humans
are projected to live in Africa as the
working-age population booms. Successful
implementation of the AfCFTA can only
help enhance the benefits that will flow
from these positive trends.

moneyweek.com
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Investment strategy

Are your dividends at risk?
vodafone

\lodafone cut its dividend by 40%
earlier this month. How can you
avoid similar disappointments?

John Stepek
Executive editor

In November last year, telecoms group Vodafone
said that it would maintain its dividend for
the financial year. Chief executive Nick Read
faced down market scepticism, saying that
he was cutting costs and looking at selling
phone masts to raise funds. The market wasn’t
convinced. Until last week, Vodafone was
trading on a dividend yield (dividend per share
as a percentage of the share price) of around
9% . That’s when it succumbed to the inevitable
— it slashed (“rebased”, in corporate speak) its
payout by 40%, as the cost of investing in next-
generation technology (5G) continued to climb.
It’s not the only FTSE 100 stock whose
dividend is at risk (see below). So is there
any way to shield yourself from dividend
disappointment? One obvious figure to look
at before you consider buying
any stock on the basis of its
dividend yield is dividend cover.
You simply divide earnings per
share (EPS) by dividend per
share. A dividend cover of below one shows that
the company’s earnings don’t cover its dividend
payout, and suggest that the dividend is therefore
on borrowed time. Vodafone, for example, had
dividend cover of 0.9. Ideally, cover would be
above two, although this is rare at the moment.
You can also go deeper with this analysis by
considering where the money to pay the dividend
is coming from. For example, is cutting costs to
pay a dividend really a great idea? If these costs
can be cut so readily, then why were they there
in the first place? Cover is a basic measure and
doesn’t work uniformly. But it’s a starting point.
Another useful warning flag is the dividend
yield itself. The clearest indicator that Vodafone

“A very useful
warning flag is the
dividend vyield itself”

Roam abroad at
No extra cost

1"Tﬂdﬂfﬂ_ He h_ iZEI-S recen ﬂ_‘}r 5!.::15 bed I Is p a}, out) ¥

was heading for a cut was its extraordinarily
high yield of more than 9%. If a blue-chip share
yields 9% at a time when a bank account offers
you maybe a bit over 1% if you’re lucky, that tells
you that investors don’t believe it will be paid.

Looking at dividend cover
and yield won’t, of course,
protect you from unexpected
events. Any company involved
in resource exploration, for
example, can be hit by natural or operational
disasters. Any company operating in the drugs
business might be storing up a future liability
in the form of side effects that only become
apparent over the long term.

As a result, the boring truth is that there’s only
one near-certain way to protect yourself from
dividend cuts, and that’s to diversify. You need to
own a range of stocks across a range of industries
so that if one cuts its dividend, your income isn’t
entirely ruined. And while the FTSE 100 is on an
attractive yield right now, much of this is being
provided by a handful of companies —so it also
makes sense to diversify internationally. We look
at some options in the box below.

How to secure your dividend payout

Vodafone may have cut its
dividend, but several other big
FTSE payers have a question

borrow $1.4bn to pay its
dividend”, which cannot be
sustained in the long run.

are UK-focused with dividend
reserves covering more than
a year’'s worth of payouts

m

mark hanging over their
dividends, notes The Daily
Telegraph. Utility groups
Centrica and SSE are both
under pressure (without even
considering the threat of
potential nationalisation).
Meanwhile, Vodafone's
fellow telecoms group BT is
also under scrutiny —its
dividend has been maintained
for now, and as aresultityields
more than 7%. But its plans to
build its 5G network will be
expensive, and as Phil Oakley
notes in Investors Chronicle, its
dividend payout is almost
entirely uncovered by free cash
flow, meaning that it “had to

moneyweek.com

So what are the best options
for diversifying your dividends?
You could build a portfolio
of high-yielding stocks: by
picking 16 to 20 from different
Industries, you can diversify
away the majority of individual
stock risk, and insulate yourself
from individual nasty surprises,
such as the Vodafone cut.

If you don’t fancy building
your own income portfolio,
another option isto investin an
iIncome-focused investment
trust. Trusts have the facility to
smooth out dividend payments
over time by storing reserves in
good times and paying them
out in harder times. Trusts that

include Dunedin Income
Growth (LSE: DIG), which
vields nearly 5% and trades
at a discount of nearly 10% to
net asset value (NAV), and
whose top holdings include
Prudential and Unilever; and
Merchants Trust (LSE:
MRCH), which yields 5%,
trades at a slight premium,
and holds big names such as
BP and GlaxoSmithKline.

For more global exposure,
look at Murray International
(LSE: MYI), which trades at a
small premium to NAV, yields
more than 5%, and invests in
a wide spread of equities
from around the world.

Rakesh
Jhunjhunwala,
founder, Rare
Enterprises

“The China-
America spaton
trade is a great
opportunity for
India,” reckons Rakesh
Jhunjhunwala, the billionaire
investor often described as
India’s answer to US tycoon
Warren Buffett. With the
Indian government taking
steps to make it easierto do
business in the infamously
bureaucratic nation, “l don't
see any reason why growth
In India will not come back
with a bang”, Jhunjhunwala
tells Tanvir Gill of CNBC.
India’s economy has been
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