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The FED has for the 2nd time in a row over delivered meanwhile USD bonds rallied 

 Dr. Copper, normally a very good leading indicator, has risen more than 13% in 
2019.  The rent for container ships is for the first time since two years rising. 
China’s credit market is stimulated by the government. As a consequence China’s 
PMIs have stopped falling. All these indicates a reacceleration of economic 
activities.

 Therefore, we  agree with the positive global growth outlook for H2 2019, which 
would support our opinion that for the rest of 2019 bond investors should earn the 
coupon and rate level or spread changes should not dominate returns. Another 
implication is that the default rate of non investment grade bonds should stay at 
(very) low levels until the end of 2019.

 The Fed has for the 2nd time in a row over delivered. Not only will there be no rate 
hike in 2019 but also the balance sheet reduction will slow in May and end 
completely in September 2019. And even the CPI outlook is now in line with 
market participants expectations, i.e. the Fed expect disinflation. As an immediate 
consequence the US 10-year treasury yield dropped almost 10 basis points. 

 USD corporate bonds rallied after the Fed announcement and US-dollar 
depreciated against most other currencies, which gives additional support for 
emerging markets and might be reflected in the next PMI data release. 

Dr. Copper has risen around 13% in 2019: Will global growth pick up?

Emerging market PMIs rise, while the PMIs for developed countries still fall
 The German council of economic experts has cut their GDP forecast by 50%. They 

expect that Germany will grow 0,8% in 2019 Like most commentators they expect 
that the global economy will re-accelerate in H2 2019.

 Last week the ECB has reduced their GDP growth outlook for the Eurozone. This 
week the Swiss SECO has as well reduced their growth outlook for 2019, both 
however, emphasize that in H2 2019 and especially in 2020 we will see a 
reacceleration of growth.

 Bond and equity markets have risen although the global growth outlook got 
weaker. US high yields for instance are up around 6.5%, most of the return came 
from a spread tightening of around 115 basis points. In case of an anticipated  
recession one would expect losses, spread widening and rising default rates. 
Nothing of this has happened.

 Economic indicators are mixed. While the aggregated PMI for developed 
countries is still falling the aggregated PMI for emerging markets has risen in 
2019. Both are in the growth area (above 50). Digging deeper, Swiss Industrial PMI 
has risen above 55, i.e. purchasing manager expect an acceleration of 
international exports. The US non manufacturing PMI is even higher at 59.7.  
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European High Yield
UPDATE: Jaguar Land Rover Automotive PLC

Bond Parameters:

 Country: United Kingdom
 Industry: Auto Manufacturer
 Rating (Fitch): Ba3 / negative outlook
 Coupon: 5.625%
 Maturity:  01.02.2023 
 Indicative Bid-Ask:  97.0 – 98.0
 Yield to Maturity: 6.19%
 Issue Size:  500$ mln
 LTV: 0%

Company Profile:

 Jaguar Land Rover (JLR) is a UK car manufacturer of premium passenger cars and all-
train vehicles. It produces mainly in the UK and generates its sales volume in Europe 
(40% including UK), North America (21%), China (24%) and other markets. JLR is 100% 
owned by Tata Motors Ltd. (Ba2 rated). The company faces like all car manufacturers 
the challenge of developing alternative fuel vehicles and unknown Brexit implications 
to its production plants in the UK.

Financial Indicators :

 Revenues : 24’635$ mln (2018); 25’786$ mln (2017)
 EBITDA: 2’274$ mln (2018); 3’443$ mln (2017) 
 EBITDA Margin: 9.2% (2018); 13.4% (2017)
 Net Debt: -1’156 mln (2018) -1’949$ mln (2017)
 Net Debt / EBITDA: -0.51.2x (2018); -0.571x (2017)

Investment Rationale:

 The company is net debt positive, i.e. has more cash and short term investments than 
debt. We therefore believe that the company will not default over the remaining life of 
the presented bond. However, the Debt/EBITDA ratio stood at a very high level of 4.8x 
at the end of 2018.

 The strong JLR-brand is well established in the premium segment and the company 
sells its cars globally. The model line-up is very attractive, recently they launched  
successfully the Jaguar F-Pace (as well as E-Peace and I-Peace), the new Land Rover 
Discovery and the Range Rover Velar.

 The main issue at the moment is the negative free cash flow generation due to higher 
capex and R&D spending for developing and producing alternative fuel vehicles. The 
uncertainty of Brexit is as well negatively affecting the rating as the largest market is 
still Europe and most cars are produced in the UK.

 Remarkable is that the company has grown its car sales modestly (1.7%) in 2018. The 
large cash position and the strong owner make us comfortable that there won’t be a 
default risk over the remanning life time of the selected bond and we consider the 
actual yield to maturity over 6% as attractive. 

Price Development:

We appreciate your interest.

If you like to read more, please contact us.
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