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To Our Clients: 

DO THESE TRAITS, CHARACTERISTICS, AND QUALITIES DESCRIBE YOU?  

2017 is upon us and the turn of the year is often a period to take stock of oneself, 

make new resolutions, and plan goals and aspirations for the New Year. In writing 

our first employee letter of calendar 2017, we have decided to reflect upon the 

traits, characteristics and qualities that we believe describe our most important and 

treasured partners at Jefferies. These are the people whom we count on day after 

day, quarter after quarter, year after year, and often decade after decade. No 

organization can ever have enough of these special men and women. Remarkably, 

even if you are fortunate enough to just have a handful of them pulling in the same 

direction in your company, it is amazing what can be accomplished. Human capital 

will always be our most valuable asset at Jefferies and since we believe most of our 

clients feel the very same way, we thought we would share our employee letter 

with each of you as our first quarterly client letter of 2017. 

Our most valuable and prized employee-partners: 

1. Enthusiastically embrace honesty and integrity. It is not in their DNA to cut even 

one corner. They understand that every problem needs to be escalated 

transparently and that, just like we tell our children, “the cover up is always 

worse than the crime.” They “own” our brand and recognize that there are 

thousands of co-workers and their families depending upon them to do the 

right thing every day. 

2. Always put the interests of our clients, our firm and our colleagues ahead of their 

own. They share a sense of responsibility of which they are proud and realize it is 

not an obligation or burden to do the right thing – it is a privilege and honor. 

3. Are creative, flexible, adaptive and hungry for the best solutions for complex 

problems. Our best partners constantly push themselves outside of their 

comfort zones and use all of their partners’ collective abilities at Jefferies to add 

value to our clients every day. At the end of the day, they realize that all we are 

is a collection of people with a common goal of constantly adding value to our 

incredible group of clients as they tackle their most important challenges. 

4. Are hungry, ambitious, and willing to work tirelessly and passionately to achieve 

the firm’s, our clients’ and their own personal long-term goals. They realize it is a 

strength to be “aspirational” and “highly competitive,” and want to be 

measured and rewarded honestly based on their and our firm’s contributions to 

our clients. They understand it is a positive to have long term personal wealth 

creation be one of their goals. They also understand that with that success comes 

the opportunity, luxury and responsibility to give back to society and to others 

less fortunate. 

 

 

JANUARY 2017  

  

IN THIS ISSUE 

Economics and Strategy 

• How can we follow the QE if there is no 

QE to follow? 

• Reflation to Dominate Global Equities  

in 2017  

• U.S. Outlook – 2017: The Year of Fiscal 

Stimulus and Faster Rate Normalization 

• European Outlook – 2017: QE the Only 

Certainty in the Euro Area – Is it 

Enough? Brexit to Start, the Finished 

Product is Anyone’s Guess 

Actionable Ideas for  
Companies and Sponsors 

EQUITY CAPITAL MARKETS 

• M&A-Related Equity Financing 

Continues to Grow 

• Increase in Marketed Follow-Ons 

Versus Blocks   

• U.S. Convertible Issuance Accelerating 

Post-Election  

DEBT CAPITAL MARKETS 

• U.S. Borrowers Migrating to Europe for 

Cheaper Bond and Loan Financing  

• Dividend Recaps and Unfunded Tranches   

• Quick-To-Market Add-On Loans   

MERGERS AND ACQUISITIONS 

• Record Chinese Outbound M&A 

Volume Driven by High P/E Multiples 

and Chinese Bank Financing 

• Surge in Automotive Industry M&A 

Driven by Technology Disruption  

• U.K. Inbound Acquisition Activity Up 

Over 400% Since Brexit 

RESTRUCTURING AND RECAPITALIZATION 

• The Restructuring Dual-Track Strategy  

MUNICIPAL FINANCE 

• Impact of the Incoming Administration 

on the Municipal Market  

Best Research Ideas 

AMERICAS 

• Research Rundown: U.S. Franchise Picks, 

Key Themes, Focus Stocks  

• U.S. Banks: Another New “Normal,” and 

Post-Election Framework Suggests More 

Potential Upside 

• Make Mine an AMG: Consumer 

Implications from Lower U.S. Income Taxes 

EMEA 

• European Franchise Picks List: 12 High 

Conviction Ideas 

• Some of the Parts: Initiating on European 

Auto Suppliers and Global Tire Makers 

ASIA 

• India Equity Strategy: Challenges Beyond 

the Cash Crunch 

• China Telecom Services: Shareholder-

Unfriendly Policy Focus Drives  
Steep Downside  



 

 

 

JANUARY 2017 2 

Investment Banking | Equities | Fixed Income | Wealth Management 

5. Appreciate their team members and our support people, and strive to help, teach and mentor, as well as show 

their appreciation. They remember that it was just yesterday when they were junior and how much it meant to 

them when senior leaders cared about them, took the time to train them, and helped them navigate their own 

career path. Unfortunately every one of us in business also remembers the few senior people throughout our 

own careers who took them for granted, used them for their own self-interest, and never made a personal 

sacrifice to help them in any way. Our real leaders at Jefferies willingly give up smaller accounts, allow juniors to 

help them on large accounts, always bring the junior people who “did the work” to the meetings with clients, 

care about the life balance of the people who support them, and never forget what it was like when they wore 

the shoes of an aspiring junior future leader. 

6. Know that, when the fit is not right with someone in our firm, the situation must be handled with respect, 

kindness and compassion. If it is at all possible or practical, they give as much of a “heads up” in advance as they 

can and they even try to help with the next job placement where there is hopefully a better fit for all parties. Our 

best partners know that treating everyone with courtesy and respect is not just the right thing to do from a 

business perspective, but it is how decent people live their lives. 

7. Never rest on yesterday’s success and are always learning, investing in themselves, adapting to the changing 

environment and reinventing themselves.  They realize that no matter how great a result he or she achieved 

yesterday, last quarter or last year, the only goal that currently matters is building and succeeding today, 

tomorrow, and driving towards the future.   

8. Always help us recruit more of the best and the brightest. They fully understand that the smarter the team around 

them, the smarter they will be. And they know that a diverse team is the right thing for Jefferies not because it’s 

politically correct but because it makes Jefferies a better and more productive company.  They are always on the 

look-out for talent, and it doesn’t matter if it is for their specific business or any other area within the firm. They 

are constantly spreading the word about Jefferies, and always looking to help build our firm. They are also great 

judges of which talent will make a positive long term difference for our clients and our firm. They also serve as 

“gate keepers” to make sure we do our best to keep out everyone who does not share our collective values. 

Importantly, they also recognize that sometimes remarkable talent becomes available and while at first it may 

appear threatening or career limiting in some short sighted way, they fully embrace the concept that new smart A 

players combined with our existing smart A players is great for everyone. That is why they work so hard to 

welcome, integrate, and bond with our new partners immediately.  

9. Understand the importance of their personal work-life balance. They recognize that an unhappy, unhealthy or 

unbalanced person will not survive in the long term.  They realize their family and friends need them to be 

healthy. They also have enough self-respect to know they deserve it for themselves. The demands, challenges and 

pressures are great in our industry. Our best leaders know that if they can’t be good role models themselves in 

this important area, the rest of the firm who looks up to them will get the wrong message on priorities.   

10. Are long-term greedy and never short-term greedy and always rise to the occasion during crunch time. Our best 

partners know that their direct rewards depend upon our clients' success, each of our operating businesses success, 

the overall success of our firm AND their individual success. They recognize that careers and life are long (hopefully) 

and everyone one of us remembers how our co-workers acted not just in good times, but especially in challenging 

times or circumstances. In fact challenging times or difficult circumstances are perfect for magnifying the best in 

someone's character, but they also can do the same for the unfortunate other side as well. Our best partners choose to 

have a career versus a job, and to build lifelong relationships and have the goal of creating a true legacy for themselves 

and for our firm. They also know how fortunate they are to be in this industry and to call Jefferies our home. 
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To our employees, we hope you are well rested (we are) and ready to hit the ground running hard in 2017. Our firm 

is extremely well positioned and we have not been as optimistic of what we can accomplish together since the 

financial crises in 2008 nine years ago. That said, we fully recognize the world can change in a moment and we will all 

stand ready to adapt to whatever comes our way. We accept that everyone is human and we all have our bad 

moments, but we would like to leave you with one question to ponder: “Are you willing to give it your absolute best 

effort every single day of 2017 to embody these important traits so all of us at Jefferies can win together?” 

To our clients, we are tremendously appreciative of your support, partnership and trust. We look forward to seeing as 

many of you as possible in 2017 and are always personally available if we can assist each of you in any way possible.   

To all we wish you and your families the happiest and healthiest New Year! 

Sincerely,   

Rich and Brian 

RICHARD B. HANDLER 

Chairman of the Board and CEO 

1.212.284.2555 

rhandler@jefferies.com 

@handlerrich Twitter | Instagram 
 

BRIAN P. FRIEDMAN 

Chairman, Executive Committee 

1.212.284.1701 

bfriedman@jefferies.com 

mailto:rhandler@jefferies.com
https://twitter.com/handlerrich
mailto:bfriedman@jefferies.com
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Economics and Strategy 

How can we follow the QE if there is no QE to follow?  

Before I write more on the implications of a U.S./Japan U.S. Treasury purchase for yen weakness accord – and to be sure 

this development, if it comes to pass, would create some serious longer-term troubles in EM, commodities and China – I 

want to tackle one other very important issue - the significant changes that are likely in store for U.S. monetary policy.  

Looking back over my seven years of writing for our clients at Jefferies, one basic message permeates all of the trading 

recommendations – follow the QE! And to be sure, this message consistently frustrated many in the investment 

community who felt that our fragile post-crisis global financial markets needed more than just lower risk-free real rates 

to sustain gains. 

The pushback to this thesis certainly waned over the years as global stock markets rose and economies stabilized. But 

beneath the surface there was always a healthy skepticism associated with the power of monetary policy. Even earlier 

this year when the markets swooned, the “See, I told you it doesn’t work” crowd came out in force to proclaim yet 

another victory on their long-standing call for financial Armageddon. But as usual, the Fed executed a dovish 

monetary pivot – and the doomsayers were once again trounced while the risk parity crowd sailed on to another 

post-crisis victory. 

Our baseline strategy of following the QE kept us in the U.S. reflation trade from 2010-2014, the Japanese reflation 

trade from 2013-2015 and the European reflation trade in 2015. However, when the commitment to QE in Japan and 

Europe became questionable at the end of 2015, we abandoned both. We have only recommended following the QE 

if there was a clear commitment to expand its breadth in the event that the economic outlook started to darken. The 

ECB and Bank of Japan failed on that front. And it was only the Fed which ultimately stayed completely committed to 

QE-style policies until a reflationary recovery was fully in place. 

In retrospect, our long-time trading strategy could be characterized more as a combination of QE following and QE 

commitment – BOTH were necessary for success. And our pivot back to a “spoos and blues” strategy at the start of 

2016 was really just a slightly different bet on the “conditional” commitment component. Not of course a 

commitment to restart QE, but rather a commitment to pivot towards more monetary accommodation in the event 

that the U.S. outlook deteriorated. It was just a bet on the Fed reaction function. 

But in looking ahead to U.S. monetary policy under a Trump administration, we will clearly lose this commitment 

structure. Trump will immediately have two FOMC governors to appoint, as well as a vicechair for financial stability. 

Then, in early 2018, he will appoint a new chair and vice-chair for the FOMC. 

To be sure, these newcomers will NOT be in favor of using QE-style monetary policies except under the most extreme 

of circumstances. And they will not be easily pivoted into a dovish stance upon every minor deterioration in the 

economic outlook. In fact, most of the names floated for these positions signed a petition in the WSJ back in 2010 

against QE2 – and by the time we got to QE3, most were penning, in major financial publications, vitriolic tirades on 

Fed policy gone wild. There is a seismic shift in the Fed policy reaction function looming, and it is highly unlikely we 

can return to a strategy of following the QE in the U.S., since there will be no QE to follow. 

Thus, the question becomes, what do we follow? Well, as highlighted in my first post-Trump commentary, the new 

policy levers to consider in the U.S. are fiscal, regulatory, trade, and immigration. 
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And for now, the market seems set on following just the fiscal and regulatory shifts. Lower taxes, higher spending, 

and less regulation have ratcheted expected real rates of return on capital higher. The dollar, spoos, and bond yields 

are therefore rising. But of course monetary policy will likely move real rates even higher via the Trumpian 

institutional shift discussed above. This implies the dollar and bond yields have even further to run (which in turn is 

not great news for spoos). For the moment, the only macro trades which stand out are a stronger dollar and higher 

rates – In particular, shorter term rates. But even then, the risks associated with lower expected real rates of return on 

capital from protectionist trade and immigration policies lurk in the background. There are sadly many moving parts 

on this new policy front. And in the end only one thing is quite clear: This new world is much more complicated than 

the old one with an effective and committed QE-driven Fed. 

Of course we could pivot to Japan and Europe, where QE is still in place; but as mentioned above, those 

commitments still look dubious. Nonetheless, as I’ve previously written, the Japan story does look quite intriguing 

only because the U.S. fiscal expansion will endogenously accelerate a Japanese monetary expansion. So in a sense 

there is a yield curve control (YCC) plus U.S. fiscal policy driven commitment to Japanese QE which could certainly 

reaccelerate the long NKY (Nikkei 225) / short yen reflation trade. But honestly, I’m just not overly excited about any 

global risk assets given the prospect of higher real rates in the U.S. – especially when these higher rates are likely to 

generate some systemic risks in commodities, EM and China (which I promise I will elaborate on in the next note). For 

now, and as I mentioned in my last two notes, the stronger dollar, especially against the yen, is really the only 

standout macro trade which comes out from all this analysis. 

But going forward I suspect there will be many new opportunities for those focused on a traditional bottoms-up 

approach to trading. The QE-dominated world of the past seven years masked individual corporate and sector 

weakness as ubiquitous credit was delivered to even the weakest and most leveraged non-financial companies. One 

of the most common complaints I heard from the equity long/short community over this time was “QE is killing my 

shorts.” With tax, spending, and regulatory policies likely to have very different effects across both sectors and 

companies, those who dig deeper into corporate-level balance sheet leverage, taxation structure, and regulatory 

impediments will likely be handsomely rewarded. And without a QE backstop, weaker business models will have a 

higher probability of failing while stronger business models will have a higher probability of succeeding. 

Naturally, I will leave these deep dives at the corporate level to my sector specific equity research colleagues at 

Jefferies. But it suffices to say that their work will take on even more importance as we move forward into a brave new 

U.S. market without any QE to fall back upon.  

 — David Zervos, Chief Market Strategist 

Reflation to Dominate Global Equities in 2017 

Reflation will be the dominant theme for global equity markets in 2017. With Trump’s policies set to mean higher 

growth and inflation in the U.S., as well as China exporting inflation for the first time in four years, global equities will 

take their direction from the steepening of yield curves. This should mean that low PE and PB stocks will do well. This 

is good news for active investors. The main risk for equities is if the dollar strengthens too fast and U.S. rates were to 

rise too quickly. 

A regime shift occurred almost overnight following Trump’s victory. Trumponomics: fiscal relaxation and 

protectionism are both inflationary and USD bullish. The unfolding of Trump’s policies will occur at a time when 

wages are increasing – buy the U.S. consumer. The shift in temperature for the U.S. economy from monetary stimulus 

to fiscal has finally changed perceptions over inflation. This ought to mean that the flow of money emanating from 

fixed income will seek stocks with pricing power. 
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Despite better economic growth in 2016 and an improvement in headline inflation, investor sentiment remains 

depressed towards European bourses. A front-loaded election cycle in 2017 has once again raised question marks over 

the viability of the euro system. However, it would seem a lot of the bad news is in share prices with many stocks trading 

below 1.25 times book. Europe is cheap, the corporate sector in most cases is running free cash-flow while investor 

sentiment is bearish. A change in the inflation temperature might be the first catalyst to reignite investor appetite.  

In September, the Bank of Japan (BoJ) pledged to target a zero yield on 10-year Japanese Government Bonds until 

deflation is finally beaten. The BoJ Governor promised to keep increasing the monetary base until inflation is above 

2%. In essence, the BoJ is committed to keeping nominal yields pegged near zero and allowing inflation to rise. The 

equity market remains attractive: 30% of the stocks are trading below book value while the running yield spread 

(dividend plus buyback yield minus treasury yield) is still around 2%. 

Asia is set for another character test as the U.S. moves its policy setting from monetary to fiscal in 2016. The 

Association of Southeast Asian Nations (ASEAN) has left its rates too low versus the U.S. and will probably need to 

tighten rates to defend their exchange rates. In contrast, China has accepted an inflationary route and will allow the 

renminbi (RMB) to weaken. North Asia sits in the ‘middle ground’ with a soft cushion to external threats but directly 

competing with China’s export machine.  

Jefferies sees three themes to watch. Firstly, the likely collapse of the Trans-Pacific Partnership will help China to 

engage in bilateral trade deals and extend its influence through ASEAN. In turn, this will allow for a wider introduction 

of the RMB. Secondly, Asian central banks will need to live with a stronger dollar and this may mean tightening policy 

earlier than anticipated. Lastly, Korea and Taiwan will need to manage a path between their declining prowess in 

global trade and the fact that China is stretching its political and economic power ever closer to their countries. 

— Sean Darby, Global Head of Equity Strategy  

U.S. Outlook – 2017: The Year of Fiscal Stimulus and Faster Rate Normalization 

The U.S. economy was on track to continue to grow and had generated faster growth prior to the November election. If 

enacted, Donald Trump’s fiscal proposals will shift the economy to yet a higher gear. These domestic fiscal policy proposals 

are pro-growth and will promote a stronger consumer sector, improved labor market conditions for semi-skilled and 

unskilled workers and increased investment spending. Reduced regulation will also free resources for more productive uses.  

As it now stands, however, Trump’s approach to financial deregulation is inconsistent. His immigration policy is anti-

growth, and the more audacious of his trade policies are potentially both anti-growth and destabilizing. Trump’s biggest 

challenge will be to finance his stimulus proposals against the backdrop of a U.S. fiscal condition that is already deteriorating.  

The U.S. is the dominant global economy, and the election has greatly enhanced U.S. growth prospects due to lower 

taxes, reduced regulation and increased infrastructure spending. GDP growth will accelerate to 2.7% in 2017.  

The U.S. economy is overwhelmingly dominated by a large, diverse and growing service sector and, consequently, 

domestically oriented. This is why the U.S. economy is resilient and survived a long list of crises since 2009. Despite 

the extended length of this cycle, the expansion will not end any time soon.  

The U.S. labor market will continue along an erratic path toward full employment. The primary missing pieces of the 

labor market picture have been sustained job growth for semi-skilled and unskilled labor, as well as sustained wage 

growth. Infrastructure spending will enhance job prospects for semi-skilled and unskilled labor, and there are already 

stirrings of faster wage growth.  
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U.S. inflation has accelerated primarily because commodity-based goods prices have become less of a drag on 

headline inflation. Inflation will continue to accelerate as the convergence of service prices and commodity-based 

goods prices continues. Inflation will exceed the Fed’s 2% target in Q1 and approach 3% by year-end 2017.  

Federal Reserve monetary policy has been complicated by the combination of the advanced stage of the U.S. business 

cycle relative to the rest of the world, the behavior of commodity markets, as well as volatile risk and currency 

markets. Prospects for U.S. fiscal stimulus further complicate the picture.  

There are divisions within the FOMC, and a growing number of Fed officials want to move further away from the zero 

bound on rates. At the December FOMC meeting, seven of the more dovish members raised their fed funds rate 

projections to raise the median forecast. With a shift to an expansionary fiscal policy, the Fed will eventually pursue a 

more aggressive normalization process after the stimulus is in place. 

We expect Janet Yellen to serve out her term and be replaced with a more rules-based Chairman in 2018. Over time, 

Trump appointees will change the composition of the Board, and the FOMC will become less dovish. With few friends 

in Washington, Fed independence will be in the political crosshairs.  

— Ward McCarthy, Chief Financial Economist 

European Outlook – 2017: QE the Only Certainty in the Euro Area – Is it Enough? Brexit to Start, the Finished 

Product is Anyone’s Guess 

In Europe, the outlook for 2017 feels strangely familiar, with political uncertainty of one kind (the Brexit vote, the U.S. 

election, the Italian Referendum) being replaced with political uncertainty of another, related to domestic elections 

and the start of Brexit negotiations. In the background, the one steady force remains the ECB – committed to carry on 

with QE through 2017, with tapering potentially only becoming a story in 2018. And while the euro area economy 

continues to grow and unemployment is steadily declining, the recovery is still too weak for the ECB’s liking. 

After Renzi’s resignation, we can very likely add Italy into the mix of countries heading to the polls next year – The 

Netherlands (15 March: Parliamentary Elections), France (23 April: first round of Presidential elections; 7 May: second 

round), the UK (4 May: local elections) and importantly Germany (September: Parliamentary Elections). 

In fact, as UK Secretary of State for Exiting the EU, David Davis, has highlighted there are 15 political events between 

now and when the UK leaves the EU (just before the European Parliament elections in May 2019) that could change 

the eventual outturn of the Brexit negotiations.  

As ever, the ECB probably lives in hope of Brussels moving to complete the project, binding countries closer together 

and reducing the risk of re-domination coming back into the equation. They will also no doubt hope that countries 

with fiscal space (Germany) will make use of it, and that when it comes to Brexit, logic will prevail so Europe probably 

ends up with something like the Continental Partnership proposed over the summer.  

But, the ECB like the rest of us live in the world as they find it, not as they would wish it to be. As was the case a year ago, 

the more realistic hope is that divergent monetary trends, with the U.S. raising rates and the ECB still easing policy, will 

lead to a much weaker euro. The Bank of England meanwhile will be pushing for transitional arrangements to ensure 

that the UK and the rest of the EU do not face a cliff two years after triggering Article 50. One thing is clear: exiting the EU 

will be a long tortuous process.  FULL REPORT 

— David Owen, Chief European Financial Economist 

 — Marchel Alexandrovich, European Financial Economist 

http://www.jefferies.com/CMSFiles/Jefferies.com/Files/Insights/Jeff2017EconomicOutlook_DavidOwen.pdf
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Actionable Ideas for Companies and Sponsors 

EQUITY CAPITAL MARKETS 

M&A-Related Equity Financing Continues to Grow 

Equity offerings related to acquisitions represented 20% of all U.S. equity issuance in 2016, an increase of over 60% 

from the 2010 through 2015 average. This growing use of equity to finance M&A has been driven by clients 

broadening their use of equity financing across various phases of the M&A spectrum, including (i) pre-funding with 

no identified acquisition; (ii) concurrently funding with an acquisition announcement; or (iii) post-announcement 

funding to repay any temporary financing that was put in place. Investor receptivity to these offerings remains strong, 

as evidenced by minimal file-to-offer discounts, upsized transactions, and strong aftermarket performance. 

Increase in Marketed Follow-Ons Versus Blocks 

Throughout most of 2016, the preferred sell-down method for selling shareholders has been block trades, which have 

accounted for greater than 80% of all secondary follow-ons. Recently however – with the risk-on market backdrop – 

issuers and sponsors have increasingly used fully marketed offerings, and during the last 4 weeks, one-third of all 

follow-ons were executed on a marketed basis, representing the most active 4-week period for marketed  

follow-ons in 2016. Because marketed offerings allow issuers to generate demand from a broader set of investors, it 

can set up issuers for better execution on future block sell-downs by increasing liquidity from a larger, more diverse 

shareholder base. 

U.S. Convertible Issuance Accelerating Post-Election 

Convertible issuance has accelerated materially since the election, particularly in sectors benefitting from expected policy 

changes under the incoming administration. Investor receptivity has been strongest for new offerings in sectors tied to 

less regulation and increased infrastructure/government spending such as energy, industrials, and defense. Additionally, 

given rising interest rate expectations, the convertible product has become a more attractive refinancing alternative, as 

many companies look to refinance existing floating rate loans. Convertible issuance has historically peaked in years of 

high Fed Funds rates, such as 2001 and 2007, when the Fed Funds rate peaked at 6.5% and 5.25%, respectively.  

DEBT CAPITAL MARKETS 

U.S. Borrowers Migrating to Europe for Cheaper Bond and Loan Financing 

Strong demand for leverage loans and high yield bonds by European investors has resulted in U.S. issuers, at record 

levels, tapping into the liquidity and tighter terms available in Europe. According to S&P Global Market Intelligence, 

2016 has seen more European issuance from U.S. borrowers than any other year since 2008, with 2016 volume from 

such issuers up 94% through December 15th versus the same period last year.  

For the 3-month period ended December, U.S.-based single-B rated issuers have on average financed term loans at 

[72] basis points lower in Europe than if they had raised the financing in the U.S. Looking at the year as a whole, U.S.-

based single B-rated issuers have on average obtained term loan financing in Europe that is 74 basis points tighter 

than in the U.S. market. Similarly, cross-border high yield bond deals have seen the Euro tranches price tighter than 

their USD counterparts. 

Dividend Recaps and Unfunded Tranches 

As demand for leveraged loans continues at elevated levels, a record level of dividend recaps have come to market 

throughout December, and the related lender approvals on amendments necessary to allow the dividend recap have been 

consistently achieved. Current demand has been driven by continued cash flows into the market, including CLO volume, 

which in November totaled $10.3 billion, a 17-month high, as well as U.S. loan funds and ETFs continuing to see inflows. 
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In addition, the strength of the loan market has evolved to where loan investors are now willing to invest in 

“unfunded tranches.” These tranches, not funded at inception, allow issuers to borrow for future uses using the 

capital when needed for upcoming acquisitions and capital spending events. 

Quick-To-Market Add-On Loans 

As the incoming administration begins to make its mark, many companies are concerned that there is a risk that 

investors sideline their capital. Issuers are addressing these concerns by bringing quick-turnaround loan transactions 

to market. Toward this end, since the presidential election, 36 loan deals for over $33 billion have been launched and 

priced within one week, thereby avoiding the risks of typical longer marketing periods. This volume of quick-to-

market deals has been largely comprised of both incremental loans, many of which were to fund dividends, and 

repricings which have tightened existing spreads by an average of 50 basis points.  

MERGERS AND ACQUISITIONS 

Record Chinese Outbound M&A Volume Driven by High P/E Multiples and Chinese Bank Financing  

Chinese outbound M&A this year stands at $236 billion through the end of November, already making it the biggest 

year on record. Several factors are driving this trend, but two of the more notable are the following: 

First, the P/E arbitrage between Chinese companies and their comparable U.S. and European targets is enormous, as 

shown below. This is having two significant effects on the acquisition appetite of Chinese buyers and their willingness 

to be preemptive buyers. First it has made the cost of equity financing extremely attractive for Chinese corporates, 

and second it has made acquisitions highly accretive to their equity valuations, even at high acquisition multiples. 

Forward 2017 P/E Mainland China U.S. Europe 

Consumer 54.5x 23.6x 21.8x 

Healthcare 52.8x 30.6x 30.3x 

Industrials 55.2x 21.8x 20.5x 

Technology 65.7x 28.5x 25.7x 

 

Second, local Chinese lenders, encouraged by the Chinese provincial governments, are providing most of the financing. 

State-owned lenders have arranged almost 70% of the syndicated loan financing backing this year’s overseas Chinese 

deals, which has enabled Chinese acquirers to target larger companies in a broader array of industries. 

Surge in Automotive Industry M&A Driven by Technology Disruption 

Digitization, increasing automation, and new business models are giving rise to four disruptive technology-driven trends in 

the automotive sector: (1) diverse mobility, (2) autonomous driving, (3) electrification, and (4) connectivity. Technology 

already accounts for over one-third of vehicle costs and is expected to rise dramatically over the next 10 years.  

Automotive companies are not strategically positioned to develop technological innovations as quickly as consumer-

oriented technology companies like Google, Tesla, Apple and Samsung. However technology companies do not have the 

ability to mass produce automobiles. This has led to a perfect storm for partnerships and consolidation, and as a result, a 

growing number of companies have begun strategically targeting various categories within the automotive ecosystem.  

Over the next five years, Jefferies expects to see significant M&A activity by both technology and automotive OEMs / 

suppliers in: assisted driving/autonomous software; driver safety tools; connected vehicle/driving data; fleet 

telematics; vehicle-to-vehicle communication; and auto cybersecurity.  
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U.K. Inbound Acquisition Activity Up Over 400% Since Brexit 

The into-U.K. M&A market has always been the most open to foreign transactions compared to other European 

countries, in part as a result of the regulatory and investor openness towards foreign takeovers. Following Brexit, the 

value of sterling has fallen to levels not seen since the crash in the early 1980s. With sterling down since Brexit over 

14% versus the U.S. dollar, and 9% versus the Euro, there is a tremendous opportunity for foreign companies to 

capitalize on this significant increase in buying power relative to U.K. companies. This has been evidenced in Q3, with 

announced inbound M&A activity into the U.K. rising to U.S. $49 billion, 450% ahead of Q2 2016 of U.S. $9 billion, 

and this momentum is continuing into Q4 with more than U.S. $30 billion announced. 

RESTRUCTURING AND RECAPITALIZATION 

The Restructuring Dual-Track Strategy 

In an analogous manner to the IPO/Sale dual track, a distressed company can simultaneously pursue the sale of its 

business, while negotiating with creditors to convert some or all their debt to equity. The results of the M&A process may 

either be used to effectuate the restructuring or to provide invaluable market data regarding the valuation of the business to 

serve as a benchmark for the conversion of debt to equity.  

The dual-track strategy offers several benefits including: (1) the opportunity to value the business with a control 

premium through a sale process; (2) valuable market data for companies in bondholder discussions, as the valuation 

level that can be achieved in a sale will drive the negotiating leverage of the bondholders; (3) the ability to sell parts of 

the business to satisfy creditor demands in a restructuring through partial debt pay-down or to enhance liquidity; and 

(4) providing the Board with multiple restructuring alternatives and the opportunity to leverage firm offers for the 

entire business against creditor valuations and views on debt capacity. 

MUNICIPAL FINANCE 

Impact of the Incoming Administration on the Municipal Market 

The municipal market has seen bonds cheapen in the post-election period to levels not seen since the post taper-

tantrum period in 2013. This dynamic has created opportunities for investors, as well as challenges for issuers 

regarding timing to market. While much of the recent post-election sell-off in municipals can be attributed to inflation 

concerns around pro-growth policies and increases in Treasury rates, there are some municipal market-specific 

concerns largely focused on the following: 

 Infrastructure Spending – Some investors are concerned that the administration’s goal of spending up to $1 

trillion on infrastructure projects over the next ten years would create a glut of supply in the municipal market. 

Jefferies view is that the municipal market has seen new money supply contract at an average annual rate of 1.2% 

over the last decade. Accordingly, we view any incremental portion of the Trump infrastructure spending plan 

that gets earmarked for traditional municipal market financing as constructive for our market.  

 Tax Reform – Some investors are concerned that lower marginal tax rates will reduce demand for tax-exempt 

municipal bonds. Jefferies view is that there is limited historical correlation between changes in federal income tax 

rates and municipal bond demand. We do not believe that the proposed reduction in the personal income tax rate 

will have a materially deleterious effect on municipal bond demand. The effects of a reduction in the corporate tax 

rate, however, are less certain. 

 Healthcare – With hospital bonds constituting approximately 10% of the municipal market, the new 

administration’s pledge to repeal “Obamacare” in the first 100 days of his Presidency has materially impacted 

hospital bond prices. Jefferies believes a symbolic repeal of some of the linchpin provisions of the Affordable Care 

Act is the most likely outcome and that Congress will consider a three-to-four year transition period before repeal 

is implemented.  
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Best Research Ideas 

AMERICAS 

Research Rundown: U.S. Franchise Picks, Key Themes, Focus Stocks 

Jefferies released a new research report that revisited the Franchise Picks, introduced a new Jefferies Focus list, and 

offered slides on some of the firm’s most compelling themes. The constituents of the list were left unchanged, with 

significant outperformance continuing vs. the S&P 500 since inception in December 2013. Jefferies aims to include 

stocks with differentiated analysis, where risk reward skews compelling, and analyst conviction is high. The 24 stocks 

currently on the Franchise Pick list are: ABBV, ATVI, ALLY, GOOGL, BLL, BA, COH, CSC, DISH, FLT, HAIN, HAL, IR, KEY, 

MUSA, NFG, NVDA, NWL, OC, PYPL, RRC, SRCL, TMUS and URBN.  FULL REPORT 

— Jefferies U.S. Equity Research 

U.S. Banks: Another New “Normal,” and Post-Election Framework Suggests More Potential Upside 

Jefferies conducted an analysis assessing the additional upside potential to U.S. bank stocks based on the tax policy 

and rate scenarios being contemplated by the market. The analysis suggests there could still be meaningful upside 

despite the recent post-election rally. The report includes a revised earnings model, with the bull case earnings 

scenario implying a 20% potential lift to 2018 EPS on average across the firm’s coverage of banks. This analysis factors 

in +50 basis points in Fed rate hikes, a 10% cut in tax rates and modest incremental growth in loans and fees. If the tax 

rate cut goes to 15%, the lift could be in the 30-35% range. Based on price targets, Jefferies sees upside in the upper 

single digits on average across covered stocks, and the report includes several upgrades and downgrades.  FULL REPORT 

— Ken Usdin, Equity Research Analyst, Banks 

Make Mine an AMG: Consumer Implications from Lower U.S. Income Taxes 

Jefferies analyzed Donald Trump’s proposed income tax brackets in order to understand the impact on consumer 

stocks. Higher earners seem to be particularly well positioned, depending on eventual offsets, such as reduced 

deductions. Electronics, home improvement, building products, jewelry, power sports, apparel, consumer finance, 

aftermarket auto and convenience stores were all highlighted by Jefferies analysts as likely net beneficiaries of lower 

income taxes. The report notes that when examining the two personal income tax cuts enacted since 2001, 

discretionary outperformed both times by an average of 14%.  FULL REPORT 

— Jefferies U.S. Equity Research 

  

https://javatar.bluematrix.com/pdf/gom5UGCc
https://javatar.bluematrix.com/pdf/SlJkS4qs
https://javatar.bluematrix.com/pdf/T8RLzp9f
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EMEA 

European Franchise Picks List: 12 High Conviction Ideas 

The Jefferies European Franchise Picks is a new product containing high conviction, buy-rated ideas from the European 

Research Team. The initial list includes: Novartis, Smith & Nephew, AB InBev, British American Tobacco, Bouygues, Just 

Eat, AP Moeller-Maersk, Airbus, Fiat Chrysler, Credit Agricole, Danske Bank and Aviva. The report provides a one-pager 

on each stock, identifies the basis for the firm’s conviction behind each call, and offers various investment themes and 

styles captured in the selections. Stocks will be added to the list as new opportunities arise.  FULL REPORT 

— Jefferies European Equity Research 

Some of the Parts: Initiating on European Auto Suppliers and Global Tire Makers 

Jefferies sees continued structural growth for European suppliers driven by the evolution of the value of cars, but 

sentiment is tempered by a more competitive industry structure and challenging environment for operating leverage. 

The firm expects global auto production growth to slow to 1% in 2017, and while long term growth is undoubted, 2016 

may have seen the peak of excitement on electrification and advanced driver assistance systems. Jefferies believes 

investors should focus attention on traditional & even sometimes “legacy” businesses that have been excessively de-

rated. On tires, Jefferies forecasts 5% annual profit growth mid-term despite reversal of some of the net pricing tailwind. 

Conti, Faurecia, Goodyear and Autoliv are rated Buys, with Valeo and Michelin as Underperforms.  FULL REPORT 

— Ashik Kurian, Equity Research Analyst, Auto Parts 

ASIA 

India Equity Strategy: Challenges Beyond the Cash Crunch 

Jefferies believes the recent demonetization move is part of a process to fight corruption and unaccounted wealth, 

with several more moves likely to come. However, the implications for the listed universe aren’t too rosy, at least in 

the near term. Wealth destruction and risk aversion mean growth will slow, primarily in consumer discretionary. 

Banks will hurt more from a growth slowdown and asset quality issues than they benefit from higher CASA and rate 

cuts. Low end consumption might be the lone bright spot. Jefferies set an updated Nifty target of 7500.  FULL REPORT  

— Govindarajan Chellappa, India Equity Strategist and Head of India Equity Research 

China Telecom Services: Shareholder-Unfriendly Policy Focus Drives Steep Downside 

After multiple rounds of fund raising and restructuring, Jefferies believes that China’s telecom industry will likely be 

increasingly used as a tool to spur the growth of other sectors, supporting China’s Internet+ and “Made in China 

2025” initiatives. In the firm’s view, the government will likely continue pressing for lower prices, rapid coverage 

expansion and technology and data speed upgrades. Jefferies believes that this will translate into top line pressure and 

stubbornly high capital expenditures for all three telecom operators. The firm maintains Underperform ratings on 

China Mobile, China Telecom and China Unicom, seeing between 17% to 20% downside to shares.  FULL REPORT 

— Edison Lee, Equity Research Analyst, China Telecom Services 

  

https://javatar.bluematrix.com/docs/pdf/734508ce-7b72-42a7-87e0-574388afc7cc.pdf
https://javatar.bluematrix.com/docs/pdf/bd54e84b-ad44-464c-9aa8-0950f7c817e5.pdf
https://javatar.bluematrix.com/pdf/jO5pFS7K?id=asia_equities_sales@Jefferies.com)
https://javatar.bluematrix.com/pdf/lzTZ9tB8
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IMPORTANT DISCLOSURES 

This material has been prepared by Jefferies LLC, a U.S.-registered broker-dealer, employing 

appropriate expertise, and in the belief that it is fair and not misleading. Jefferies LLC is 

headquartered at 520 Madison Avenue, New York, N.Y. 10022. The information upon which this 

material is based was obtained from sources believed to be reliable, but has not been 

independently verified; therefore we do not guarantee its accuracy. This is not an offer or 

solicitation of an offer to buy or sell any security or investment. Any opinion or estimates constitute 

our best judgment as of this date, and are subject to change without notice. Jefferies LLC and 

Jefferies International Limited and their affiliates and their respective directors, officers and 

employees may buy or sell securities mentioned herein as agent or principal for their own account.  

In the United Kingdom this material is approved by Jefferies International Limited and is intended 

for use only by persons who have professional experience in matters relating to investments falling 

within Articles 19(5) and 49(2)(a) to (d) of the Financial Services and Markets Act 2000 (Financial 

Promotion) Order 2005 (as amended), or by persons to whom it can otherwise be lawfully 

distributed. In the member states of the European Economic Area, this document is for distribution 

only to persons who are “qualified investors” within the meaning of Article 2(1)(e) of The 

Prospectus Directive. For Canadian investors, this document is intended for use only by professional 

or institutional investors. None of the investments or investment services mentioned or described 

herein is available to other persons or to anyone in Canada who is not a “Designated Institution” as 

defined by the Securities Act (Ontario). For investors in the Republic of Singapore, this material is 

intended for use only by accredited, expert or institutional investors as defined by the Securities and 

Futures Act and is distributed by Jefferies Singapore Limited, which is regulated by the Monetary 

Authority of Singapore. Any matters arising from, or in connection with, this material should be 

brought to the attention of Jefferies Singapore Limited at 80 Raffles Place #15-20, UOB Plaza 2, 

Singapore 048624, telephone: +65 6551 3950. In Australia this information is issued solely by 

Jefferies LLC and is directed solely at wholesale clients within the meaning of the Corporations Act 

2001 of Australia (the “Act”) in connection with their consideration of any investment or 

investment service that is the subject of this document. Any offer or issue that is the subject of this 

document does not require, and this document is not, a disclosure document or product disclosure 

statement within the meaning of the Act. Jefferies LLC is regulated by the Securities and Exchange 

Commission and the Financial Industry Regulatory Authority, under the laws of the United States of 

America, which differ from Australian laws. Jefferies LLC has obtained relief under Australian 

Securities and Investments Commission Class Order 03/1100, which conditionally exempts it from 

holding an Australian financial services license under the Act in respect of the provision of certain 

financial services to wholesale clients. In Japan this material is issued and/or approved for 

distribution by Jefferies (Japan) Limited to institutional investors only. In Hong Kong, this material is 

issued and/or approved for distribution by Jefferies Hong Kong Limited and is intended for use only 

by professional investors as defined in the Hong Kong Securities and Futures Ordinance and its 

subsidiary legislation. In India this material is issued and/or approved for distribution by Jefferies 

India Private Limited. Recipients of this commentary in any other jurisdiction should inform 

themselves about and observe any applicable legal requirements in relation to the receipt of this 

material. Jefferies International Limited is authorized and regulated in the United Kingdom by the 

Financial Conduct Authority. Its registered office is at Vintners Place, 68 Upper Thames Street, 

London EC4V 3BJ; telephone +44 20 7029 8000; facsimile +44 20 7029 8010. 

This communication is being provided strictly for informational purposes only. This information is 

not a solicitation or recommendation to purchase securities of Jefferies and should not be construed 

as such.  

Reproduction without written permission of Jefferies is expressly forbidden. All logos, trademarks 

and service marks appearing herein are the property of Jefferies LLC. 
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