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Carmakers help French dividends motor through
Wednesday, September 28" 2016

Dividend payments made by large cap French companies which
make up the CAC 40 index are set to continue to grow in FY
2016 although the driving force behind dividends has changed
from the previous year.

e Constituents forecast to pay €45.2bn of dividends in FY 2016, up 6% yoy
e 13 firms forecast to keep payments flat in FY 2016, up from nine in 2015
e Banks trading with attractive forward yield, but payout ratios within bounds

2016 is shaping up to be another strong year for French income investors as the
aggregate dividends paid by the CAC 40 over FY 2016 is set to rise by 6% compared
to the previous year. This strong rise means that ordinary dividends payments made
by the country’s large cap stocks will rise above the €45bn mark.

CAC 40: Aggregate payout in EUR billions FY11-FY16e
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These increased payments, combined with the 5% year to date (ytd) fall in the index
means that the average dividend across the index’s constituents will be the highest
since 2012 with a 3.5% forward yield. Interestingly, yield hungry investors, who
have hovered up risk assets on the fixed income side, have yet to warm up to French
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equities despite their attractive yield. Investors have continued to pull money from
ETFs that invest in French equities, according to the Markit ETF Analytics database.

The news isn’t universally however buoyant as the 6% forecasted aggregate
payment growth rate is set to be half that seen in FY 2015 when the index’s
aggregate payment grew by 13%. This relatively slow growth rate reflects a relative
reticence to grow payments in the face of growing uncertainty; something that is
evidenced by the fact that 13 firms are expected to keep their payment flat, up from
nine in the previous fiscal year.

Caution from Banks

Furthermore the dividend growth engine has changed over the last 12 months as
banks, which were the largest contributors to last year’s bumper dividend haul, are
set to hold their payments flat for the year. All three CAC constituent banks, BNP,
Societe Generale and Credit Agricole all boosted their payments by over 50% in the
last fiscal year, but the current low interest environment and coupled with new
capital constraints means that all three firms are forecasted to pay flat dividends in
the FY 2016.

Even in light of the flat payments, the sector still offers a much more attractive yield
than the rest of the index as all three firms are forecasted to yield at least 5% in the
next 12 months. The attractive yield offered across the sector, notably 2.5% more
than that delivered across the index, is driven in large part by a slump bank share
prices due to the tough operating conditions faced by European banks. A further
degradation of operating conditions could turn a hunt for yield in the sector into a
fool’s errand, but the current forecasted payout ratios across all three firms are
roughly within the range communicated by the firms in company presentations.

The largest single dividend payer in the index, energy company Total, is also taking
a cautious approach by keeping its payment flat in the coming fiscal year.

Carmakers revving up

Automakers and their component suppliers are set to defy the relatively anemic
dividend growth seen in many of the CAC 40 sectors as automobile and component
firms are forecasted to pay 35% more dividends on aggregate over FY 2016.

Stock name Index Payout® m CCY  Payout Dividend Yield™
ratio growth FY16

Renault CAC 40 842.8 EUR  24% 19% 4.0%

Michelin CAC 40 528.6 EUR  35% 2% 3.0%

Peugeot SA CAC 40 3234 EUR  20% Initiation 3.0%

Valeo CAC 40 2741 EUR  32% 15% 2.3%

European

Automobiles  STOXX 600 29% 1% 2.7%

& Parts

*Markit Dividends & FactSet number of shares as of publication date
** Markit Dividends & FactSet share price as of publication date

Source: IHS Markit Ltd

This bumper dividend haul for the sector is driven by expectations that Peugeot will
suspend its six year moratorium on payments as its ongoing turnaround plan comes
to fruition. The €323m payments that Peugeot is forecasted to make represents 20%
of the firms estimated net earnings, much less than the rest of its CAC sector peers.
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Short sellers could be in for a surprise as over 5% of Peugeot shares are now out on
loan - something which will become increasingly expensive as it would add 3% to
the cost of keeping their positions open as they would be liable for the dividend
payment.
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The intellectual property rights to this report provided herein is owned by Markit
Group limited. Any unauthorised use, including but not limited to copying,
distributing, transmitting or otherwise of any data appearing is not permitted without
Markit’s prior consent. Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors,
inaccuracies, omission or delays in the data, or for any actions taken in reliance
thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the
Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy
or sell any particular security, financial instrument or financial service. The analysis
provided in this report is of a general and impersonal nature. This report shall not be
construed as providing investment advice that is adapted to or appropriate for any
particular investment strategy or portfolio. This report does not and shall not be
construed as providing any recommendations as to whether it is appropriate for any
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person or entity to “buy”, “sell” or “hold” a particular investment.




