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Economic View; ECB stands firm on its views
The ECB firmly placed down a marker of its independence at yesterday’s press conference.
Not only did it signal that its base interest rate is set to rise again in July, it set out its stall very
clearly on the issue of burden-sharing in relation to Greek sovereign debt. Sticking to its
position on the issue, President Trichet stated that it is not in favour of restructuring and
called for avoidance of “any credit event and selective default”. It declined to rule out a
voluntary approach, thus leaving the door open for a “Vienna Initiative”. The problem here is
that Schauble’s letter to the ECB President called for solutions that go beyond that very
approach. A group has been set up at European level to look at whether there can be
voluntary involvement with private creditors that does not trigger a default event, but time is
not on their side and credit ratings agencies have been dismissive of the idea in recent days.

Dermot O’Leary
T +353-1-6419167
E dermot.c.oleary@goodbody.ie

We have said before that the June 20 deadline looked ambitious to get agreement on a
further aid package for Greece given the many headwinds, both within Greece and at
European level. In Greece, the cabinet has approved further austerity measures but
these still have to be passed by Parliament, which is not a certainty. With the ECB and
Germany still poles apart, markets are likely to remain sceptical on resolving this issue
in the short-term. We would be in the same camp.
Home…

Economic View; Residential rental yield up to 5% but probably has more to rise
Within yesterday’s CPI data, the CSO provides the latest information on residential rents, thus
providing us with the opportunity to revisit the issue of rental yields. For the second
consecutive quarter, private residential rents in Ireland increased modestly and are effectively
flat on an annual comparison. At a minimum it appears that stability has returned to the Irish
rental market after a fall of a quarter starting in early 2008. Despite the decline in rents, yields
have increased from unsustainably low levels of c.3% to stand at 5% in Q2 2011 on our
estimates.

Dermot O’Leary
T +353-1-6419167
E dermot.c.oleary@goodbody.ie

Using history as a guide, rental yields in Ireland are still too low. Since 1975, the average
rental yield stands at 8%, but this includes the high interest rate periods of the 1970s and
1980s that we think are not helpful as a benchmark. During the 20-year period from 1990
onwards, rental yields average c.6%, but obviously included the boom years of the mid2000s. One would think that yields do indeed need to return to 6%. Under the modestly
cautious assumption that rents grow at an annual pace of c.2% over the next three years and
house prices fall by 50% peak to trough, we estimate that the rental yield does indeed
increase to 6%. Under the same assumption for rents, the yield would increase to 7.5% if the
peak-to-trough decline touched 60%. Of course, other assumptions would give different
results but the analysis gives some theoretical background to the debate around house prices
and rents.
We would always include the caveat here that these figures use national statistics so
do not capture the regional trends that we know exist. Nevertheless, it is positive to
see stabilisation in rents return. If this trend was to continue it would take some
pressure off the requirement for prices to fall further to complete the adjustment, but
the analysis suggests that national prices still have some more to fall yet.
Home…
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Kingspan; Mixed soundings on UK non-residential sector
The latest Savills Commercial Development Index for the UK shows that 22% of developers
recorded a decline in activity levels in May versus 18% indicating a rise. This gives a net
balance of -4% versus +1% in April and -10% in March. As has been the case for some time
now, the public segment is the weakest, with a net balance of -18%. However, the private
segment did deteriorate, coming in at +6% versus +12% in the previous month. From a
sectoral perspective, industrial / warehouses remain the strongest at +1% but that is down
from +4% in April.

Recommendation; Buy
Closing Price: €7.07
Robert Eason
T +353-1-6419271
E robert.v.eason@goodbody.ie

While the indices measuring current activity levels were weaker, expectations have improved
to +8% (+1% April and 0% March), which represents the strongest reading in 12 months. At a
segmental level, industrial / warehouses was the strongest at +10%.
Overall, the data remains quite volatile with no clear trend emerging. The Nonresidential sector is an important segment for Kingspan, particularly for the insulated
panel business, for which we have factored in broadly flat markets for the UK into
2012.
Home…

Gaming Sector; German Lander delay decision on gambling proposals until October
The leaders of Germany’s 16 states yesterday put back a decision on online gambling
proposals until October. The reason for the delay was to allow the Lander to incorporate the
decision of the EC on whether the German proposals (16.66% turnover tax, online casino
confined to land based licensees etc) comply with EU law. It was also stated that the Lander
want all 16 states on board and all technical issues sorted.

Gavin Kelleher
T +353-1-6410423
E gavin.d.kelleher@goodbody.ie

In terms of yesterday’s announcement, the fact that no particular amendments were
announced is not surprising, in our view. The key event remains the EC detailed
opinion, which is due to be announced on July 18th, and whether the EC finds that the
proposals go against EU law and thus require amendments.
Home…

FBD holdings; May CSO data – Stabilisation in Insurance prices
Inflation data released yesterday for May shows that home insurance is flat mom. This follows
quite a significant move the previous month where prices rose by 3.3% while YTD home
insurance is up 4.5%. Motor insurance, which was up 1.3% in April, has continued on its
upward trajectory seen over the last 12 months, up 0.6% mom, leaving motor insurance up
over 7.5% yoy. For the record, we have motor insurance down 3% this year in our model, so
draw comfort from the continuing positive yoy trends. Also, in today's inflation data, health
cost inflation was down marginally -0.1% mom. There have been increases every month bar
one, since January 2010 and we welcome the reduction in the monthly rate. Additionally, in
relation to claims, the level of road fatalities has decreased by 4.5% yoy in the 12 months to
end May. On an absolute basis the number of fatalities is down significantly, c.14% on the
same 5 month period last year. The improvement coming through could be an indication of
changes in driver behaviour as a result of the increase in the number of speed cameras
visible on the roads coupled with the recent roll out of legislation making driving lessons
compulsory for learner drivers.

Recommendation; Buy
Closing Price: €7.45
Colm Foley
T +353-1-6416042
E colm.j.foley@goodbody.ie

Overall, yesterday's release doesn't really change the outlook for our FBD forecasts
and with the stock trading at 1.2x FY11f NAV, with a dividend yield of 4.6% and
Dividend cover of 4.2x we re-iterate our Buy recommendation and €10 price target.
Home…
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Abbey; Upbeat Bellway statement
Bellway has released a trading update for the seventeen weeks to end May. In an upbeat
statement management notes that uncertainties affecting consumer confidence have
diminished and trading patterns have returned to a more normal state, with the spring selling
season described as “healthy”. Sales rates have increased by 11% yoy for the period and the
Group has already achieved its target for 5% volume growth set out in March, while average
selling prices have increased by 4%, driven by mix. Operating margins continue to improve as
land acquired through the downturn filters through the system. With regard to outlook,
management believes that it can deliver operating margin and volume growth despite a
continued constraint on mortgage supply particularly for first time buyers.

Recommendation; Buy
Closing Price: €5.05
David O’Brien
T +353-1-6419230
E david.a.o’brien@goodbody.ie

Overall, this is an upbeat statement from Bellway that gives us comfort around our
forecasts for Abbey, which will report its full year results in July. At a 25% discount to
NAV, we believe the stock remains cheap and reiterate our buy recommendation.
Home…

Goodbody Stockbrokers thanks you - our clients
In the annual Extel Survey published earlier this week, Goodbody Stockbrokers took 4 of the
7 awards on offer for Ireland, taking 2 of the 4 company awards and 2 of the 3 individual
awards. We would like to thank all our clients who voted for us in the survey and will
endeavour to deliver on your vote of confidence in the coming 12 months again.

Eamonn Hughes
T +353-1-6419442
E eamonn.g.hughes@goodbody.ie

Home…
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