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ECB action benefits consumer shares

Despite stubbornly low inflation which looks set to hurt revenue growth in the near term, investor
sentiment in European consumer focused companies has shown signs of resilience.

- European focused consumer exposed ETFs are on track for their first quarterly inflow in four

quarters

- Both staples and discretionary shares have seen little appetite from short sellers
- Short interest in retailers has shown signs of spreading beyond UK firms in recent months;
average demand to borrow continental retailers is up by 50% from a year ago

Eurozone consumer prices fell for the first
time since the recession according to the
latest data from the European Central Bank
(ECB). This latest survey of prices across the
region, spurred on by falling oil prices and
weak consumer spending, looks set to
compound problems in consumer focused
companies. These firms have already been
struggling due to their heavy exposure to the
region’s slack economic climate which
showed consumer confidence trend lower in
the closing months of the year according to
the European  Commission  consumer
confidence indicator.

Consumer confidence in Europe
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Faced with the prospects of a downward
spiral in prices, the ECB’s recent quantitative
easing move was aimed at halting what has
historically been a destructive feedback loop.

These steps were generally well received by
the market over the last few weeks, according
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to ETF flows; a useful tool for measuring
investor sentiment.

ETF investors return to consumer sector

ETF investors had broadly avoided the
European consumer sector over much of last
year as evident by the fact that investors
withdrew their cash from funds exposed to
European consumer sectors over the last
three quarters of 2014. These outflows
totaled over $270m for the year; roughly 17%
of the total assets managed by the 31
consumer focused products at the start of the
year.
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Investors appear to have had a change of
heart regarding the sector over the last few
weeks however, as European consumer
focused ETFs have experienced over $71m
of inflows so far this month. This trend puts
the first quarter on track for its best ever
performance since the third quarter of 2013.

compiled by markit


https://www.ecb.europa.eu/stats/prices/hicp/html/inflation.en.html

Markit Equities Research

markit

Both branches of the consumer tree have
benefited from the resurgent ETF flows in the
last few weeks, as the inflows have been
roughly evenly split among products exposed
to discretionary and staples sides of the
consumer divide.

Investor’'s faith in the sector has played out
well so far as the both the largest products
tracking the broad consumer discretionary
and staples sectors, SPDR MSCI Europe
Consumer Staples ETF and SPDR MSCI
Europe Consumer Discretionary ETF, have
outperformed the broader Stoxx 600 index
since the start of the year; both returning
over 10%.

Short sellers avoid

Short sellers have also been largely avoiding
the sector in the wake of the recent ECB
moves. Demand to borrow constituents of the
previously mentioned SPDR consumer
discretionary and staples ETFs had tapered
off somewhat in the weeks leading up to the
start of the year. There has been no large
surge in shorting activity in the wake of the
recent strong performance, which indicates
that shorts are not actively trading on a short
term trend reversion.
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Retail shorts move beyond UK firms

The outlook is not universally bright however
as retail short sellers, which had largely
confined their attention to UK firms over the
last year, have started to focus their
attentions onto the continent.
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Retail constituents of the SPDR MSCI Europe
Consumer Staples ETF have seen short
interest double in the last 18 months, owing in
large part to UK firms Sainsbury’s and
Morrison’s, which have seen covering of late.

Non UK-based retailers within this ETF have
seen the opposite trend however, as average
demand to borrow shares of continental
constituents has ticked up since the start of
the year to 2.8% of shares outstanding.

This increase was driven by French retailers
Carrefour and Casino.
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Short sellers are not solely focused on French
firms, as Spanish firm Distribuidora
Internacional De Alimentacion Sa and
German retailer Metro have also seen
demand to borrow climb to new highs
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