
Highlights :

The euro is 
still weaken-
ing

New Italian 
government

The index is likely to stop 
falling and rebound, with 
support at 8500. On the 
upside, there is a gap to be 
filled around 9250.

Overview

Political developments in Italy – with the co-
alition government collapsing followed by an 
unexpected agreement to put it back togeth-
er – have caused major stress in the global 
financial markets. The yield on Italian 10-year 
sovereign bonds jumped 70 basis points to 
3.13% between 25 and 29 May, before fall-
ing back to 2.52%. The euro has also contin-
ued its losing streak, and is now down more 
than 7.5% against the dollar since its February 
peak, while the banking sector has dragged 
European equity markets lower. 

Now that Italy has formed a government, 
some investors remain sceptical about the 
country’s commitment to the euro. The trauma 
surrounding European sovereign debt and the 
Greek crisis of 2012 is still fresh in the memory. 
However, we do not expect the same turmoil 
this time around, because today’s situation 
is very different. Firstly, Italy is a much more 
integral part of the European economy than 
Greece, in terms of both banking and trade, 
giving all parties a major incentive to resolve 
the issues. Italy is the eurozone’s third-larg-
est economy, accounting for more than 15% 
of the region’s GDP compared with less than 
3% for Greece. The eurozone has also seen 
above-average growth in the last 18 months. 
With stronger labour markets, a healthy global 
economy, less austerity and a euro exchange 

rate that is 14% below its 2008 peak, the eu-
rozone economy’s foundations are more ro-
bust than they were during the Greek crisis, 
although the region’s economic growth has 
recently slowed slightly.

The main difference is that there seems to be 
much less risk of contagion than at the time 
of the Greek crisis. The ECB has now es-
tablished the European Stability Mechanism 
(ESM), giving eurozone countries in financial 
difficulties instant access to financial assis-
tance programmes. 

However, we see little chance of that mecha-
nism being used. We believe that the Italians’ 
attitude to the euro has improved in the last 
five years and is now positive.

ITALY: FOR OR AGAINST THE EURO?

Key data

(values from the Friday preceding publication)

USD/CHF EUR/CHF SMI EURO 
STOXX 50 DAX 30 CAC 40 FTSE 100 S&P 500 NASDAQ NIKKEI

MSCI 
EMERGING 
MARKETS

Latest  0.99  1.15  8'618.54  3'453.54 12'724.27  5'465.53  7'701.77  2'734.62  7'554.33  22'171.35  1'130.22 

Trend 3 2 2 2 2 2 3 3 1 2 3

%YTD 1.43% -1.57% -8.14% -1.44% -1.50% 2.88% 0.18% 2.28% 9.43% -2.61% -2.44%

4'000

5'000

6'000

7'000

8'000

9'000

10'000

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Swiss Market Index

Highest     01/06/07  9'531.46
Lowest      09/03/09  4'307.67

N°461
4 June
2018



This document is provided for your information only. It has been compiledfrom information collected from sources believed to be reliable and up to date, with 
no warranty as to its accuracy or completeness.By their very nature, markets and financial products are subject to the risk of substantial losses which may be 
incompatible with your risk tolerance.Any past performance that may be reflected in this documentis not a reliable indicator of future results.Nothing contained 
in this document should be construed as professional or investment advice. This document is not an offer to you to sell or a solicitation of an offer to buy 
any securities or any other financial product of any nature, and the Bank assumes no liability whatsoever in respect of this document.The Bank reserves the 
right, where necessary, to depart from the opinions expressed in this document, particularly in connection with the management of its clients’ mandates and 
the management of certain collective investments.The Bank is a Swiss bank subject to regulation and supervision by the Swiss Financial Market Supervisory 
Authority (FINMA).It is not authorised or supervised by any foreign regulator.Consequently, the publication of this document outside Switzerland, and the sale of 
certain products to investors resident or domiciled outside Switzerland may be subject to restrictions or prohibitions under foreign law.It is your responsibility to 
seek information regarding your status in this respect and to comply with all applicable laws and regulations.We strongly advise you to seek independentlegal 
and financial advice from qualified professional advisers before taking any decision based on the contents of this publication.

SPOTLIGHT ON STOCKS

Kraft Heinz Company 
(ISIN: US5007541064, price: USD57.64)

The company is currently suffering from pres-
sure associated with a mature food industry 
and a highly competitive market, particularly 
in the USA. Almost 50% of its revenue still 
comes from condiments and sauces (25%) 
and cheese and dairy (22%). However, these 
product segments are expected to see annual 
organic growth of only 1.5% in the next five 
years.

There has been a sharp correction in the share 
price since the start of the year (-26%), which 
has taken the valuation back to a reasonable 
level (2018 P/E of 15.3). Initiatives to boost 
productivity, cut costs and drive product in-
novation, along with solid sales growth out-
side the USA, are improving the outlook for 
margins. 

In addition, with the backing of its two ma-
jor shareholders (3G Partners and Berkshire 
Hathaway), the company has enough financial 
resources to carry out a major acquisition to 
boost its global growth.

Buy with a target of USD70.

Dufry AG 
(ISIN: CH0023405456, price: CHF135.90)

The world’s leading duty-free retailer held an 
investor day in Zurich on Thursday. 

Dufry is maintaining the dividend policy it ad-
opted earlier this year, promising to pay out at 
least CHF3.75 per share, equating to a yield 
of 2.8%. That would still leave free cash flow 
of CHF200-300 million, which could be used 
on acquisitions.

Sales are expected to grow 5-7% this year, 
with higher passenger numbers likely to ac-
count for 3-4 points of that growth and the 
rest coming from investments and new con-
cessions. Management recently announced 
that it had signed new contracts with three 
cruise operators, a segment that saw rapid 
growth in 2017.

In valuation terms, the enterprise value/EBIT-
DA ratio of 9.0x is attractive, and the stock is 
trading at 12 times expected 2019 earnings.

Buy with a target of CHF170.
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