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German automakers idle on

Almost a month after Diesel-gate at Volkswagen, European automakers look to have recovered
from an acute sell off but previous signs of weakness linger on, clouding the road ahead for the

global industry.

— Global automakers second from bottom of the September sector PMI
— VW volatility subsides to initial reaction levels as markets digest the impacts of the blunder
— European auto part suppliers Autolivand Grammer highly shorted pre Diesel-gate

VW the catalyst

The global automotive sector had already
shown signs of being under pressure in
August 2015 with weak PMI data, coupled
with meagre sales levels reported out of
China. Prior to the scandal, BMW, Daimler
and Volkswagen shares had retreated 6%,
3.3% and 10%, respectively, as Chinese
equities began to falter.
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More weak PMI data released for September
2015 indicated that production levels had
fallen further at global automobiles and auto
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parts companies, priming markets for the
recent increased volatility.

Made in America

News of the scandal saw significant falls in
German carmakers’ stocks. Additionally, the
increased uncertainty impacted the industry’s
credit metrics. However, despite the scandal
impacting European carmakers specifically,
the segment is still outperforming Asia and
emerging markets year to date on average.

The clear winners of the sector thus far are
US carmakers, who have benefitted from
lower oil prices despite a stronger dollar
making imports more attractive.
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Time the best healer

The negative sentiment and increased
scrutiny will undoubtedly plague German
automakers for some time. Volatility levels
continue to remain at scandal levels for VW,
after falling 13% (as measured by 90 day
ATM Implied Volatility below).
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Volkswagen 90 day ATM Implied Volatility
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VW started off the year with the lowest levels
of implied volatility across ten global
European and US automakers. Levels rose
sharply as the emissions news broke,
sending shares plummeting. Though its stock
fell 51% in the days following news of the
emissions scandal, shares in VW have
recovered by 27% in recent weeks. This
return to normalcy is reflected in the options
implied volatility.
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Though options implied volatility seems to
indicate a return to normalcy, short interest in
VW shares seem to indicate that the
company is not out of the woods. Its short
interest more than tripled to 2% of shares
outstanding on loan since the news broke last
week. The other major European carmakers
have not seen much in the way of short
interest, despite the recent headwinds.

Parts makers see the action

With German carmakers under additional
pressure due to the fallout created by VW,
short sellers are targeting component
manufacturers such as Grammer and Autoliv,
who may be affected by the scandal as it
continues to play out.
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German based Grammer supplies interior
components and has seen short interest
increase since March to 10.5% of shares
outstanding on loan.
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Headquartered in Stockholm, Autoliv supplies
airbags, seatbelts and other components to
the auto industry. Shares outstanding on loan
have increased to 11.2%.

compiled by markit



markit

Markit Equities Research

To read this article on our commentary
website please click here.
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