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Inverted US yield curve: Negative 10-year Government yield in EURO, JPY and CHF 

 The actual drop in US yields was caused by weaker PMI data out of Europe. The 
US industrial PMI data which was published at the same day like its European 
pendants, was weaker than expected but stayed in the growth area while the 
German PMI is reaching recession levels.

 The US the Fed has managed to surprise the market by a significant U-turn and to 
become extremely dovish. We do not rule out, that Fed will restart buying bonds. 
Given the actual shape of the yield curve we reckon that an efficient way to do 
that would be to buy bonds at the short end to lower yields. 

 Having said that, this would as well imply a rate cut. Market participants expect a 
cut in 2020 and give to a cut in 2019 a likelihood of around 25%.

 During the last week, corporate bonds have slightly lost value due to spread 
widening, but the overall the effect was minor. 

 In Turkey due to local elections bonds and equities have lost significantly value. 
This forced the central bank to increase its policy rate. As a consequence the cost 
for borrowing lira increased sharply and the currency weakened further. We 
recommend to wait with an entrance until the situation calms down, but this 
cloud be down the road an interesting buying opportunity. 

Not only an inverted yield curve, but also negative yields in JPY, EUR & CHF

US 10-year-3-month yield spread is negative: US recession in 12-24 months? After the German council of economic experts has cut their GDP forecast by 50% 
the market got surprised by very weak industrial PMI data for Germany and the 
Eurozone. The 10-year bund yield dropped below 0%. 

 The 10 –year government bond yields for JPY, CHF and Euros are at the moment 
all below 0%. More than USD 10’000 bln (i.e. almost 10% more than one week ago) 
of  all globally outstanding bonds have a negative yield to maturity. 

 In the US the 10-year government  bond yield dropped further and stands now at 
around 2.4%, meanwhile the 1-month to 1-year bucket of the yield curve has a 
higher yield level than the 10 year bond!

 The yield curve has inverted. The 10-year 3-month US yield spread is negative, 
while the 10-year 2-year spread is still slightly positive. Based on last year’s 
research from a local fed bank, this spread is the best indicator to predict a 
recession.

 The question is; will we see in the next 12-24 months a recession? The jury is still 
out. However, this spread needs to stay for longer below zero in order to be more 
accurate as a predictor. In the nineties there were two occasions where the 
spread was for a short period of time close or below zero and there was no 
recession over the next 24 months. 
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Speculative / Emerging Market 
Update: Fortune Star BVI / Fosun International

Bond Parameters:

 Country: Virgin Island
 Industry: Property & Casualty Insurance
 Rating (Moody’s): Ba2  / stable outlook
 Coupon: 6.875%
 Maturity:  31.01.2021
 Indicative Bid-Ask:  101.70 – 102.00
 Yield to Maturity: 5.66%
 Issue Size:  500 mln
 LTV: 50%

Price Development:

Company Profile:

 Fosun international headquartered in Shanghai is an investment holding company, 
With a diversified corporate portfolio. The company manufactures steels, develops 
property, manufactures pharmaceuticals and owns retailers, financial service 
providers and gold and iron miens. In terms of revenue by segment the insurance 
and finance business forms the largest sector with 32%, followed by health business 
(25%) and commercial real estate business (25%). The Happiness Ecosystem 
(tourism, hotel, entertainment, culture) counts for 13% of revenue and 5% comes 
financial investments.

Financial Indicators:

 Revenues: $ 6’832 mln (H1 2018); $ 13’028 mln (2017)
 EBITDA: $ 1’740 mln (H1 2018) $ 4’333 mln (2017)
 EBITDA Margin: 25.5% (H1 2018); 33.2% (2017)
 Net Debt: $ 10’272 mln (H1 2018); $ 12’695  mln (2017)
 Net Debt / EBITDA: 2.95x (H1 2018); 2.93x (2017)

Investment Rationale:

 Fosun has just reported key figures (the whole figure set was not yet available) of its 
full 2018 result. Total revenue increased YoY by 24% mainly driven by the health and 
happiness segment.

 The company managed to beat analysts expectations for profit. The net income 
climbed 2 percent to USD 2’000 mln. The profit in the insurance and investment 
segment  was under pressure while the finance segment was up 13%.

 Fosun has successfully transformed from a investment company mainly invested in 
cyclical industries such as steel, mining and property to a broadly diversified 
services company. Around 70% of its revenue comes from non cyclical investments 
such as insurance, tourism and health care.

 Moody’s critics that the liquidity situation is week but manageable, as 5% of its 
balance sheet is invested in liquid securities. However, this pulls the rating down to 
ba2 (non investment grade) level. Other factors used to calculated the rating are 
rated investment grade, e.g. the quality of assets, the business and geographical 
diversity.

We appreciate your interest.

If you like to read more, please contact us.
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