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Morning Note 
25-Mar-20 

Market News 
 
Global equity markets experienced a strong bounce yesterday, which has continued this morning on the back of 
further government stimulus. In the US, equities enjoyed their biggest one-day rally since the Great Depression – 
S&P 500 (+9.4%); Nasdaq (+8.1%). The positive momentum continued this morning in Asia: Nikkei 225 (+8.0%); 
Hang Seng (+3.8%); Shanghai Composite (+2.1%). Following a strong day yesterday, the FTSE 100 is currently 
trading 4.5% higher at 5,691. 
 
The dollar slid in a sign of reduced funding stresses ($1.19 vs. sterling), while Treasuries gave up gains to yield 
0.84% for the 10-year. Following two days of strong gains, the gold price has paused for breath at just above the 
1,600 an ounce level. The spread of gold futures and London spot widened to the highest since 1980. 
 
The US Senate reached an agreement on the $2tn stimulus plan, and a text of the bill may be circulated this 
morning, a person familiar said.  
 
The euro area may offer its members credit lines from its bailout fund worth up to 2% of each country’s annual 
output. The plan to tap the facility from the European Stability Mechanism had “very broad support” from finance 
chiefs during a region-wide call yesterday, Portuguese Finance Minister Mario Centeno said. EU leaders are 
expected to endorse the proposal tomorrow.  
 
The Bank of England activated an emergency liquidity facility after banks’ demand for cash soared. It will run a 
Contingent Term Repo Facility on March 26 and April 2 which will lend reserves for a period of three months and 
will compliment existing facilities. Banks bid for £10.66bn on Tuesday and were allotted £7.2bn. 
 
 

 
Source: Bloomberg 
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Morning Note 
25-Mar-20 

Company News 
 
Nike, the world’s leading sports footwear and apparel company, has released results for the third quarter of its 
financial year to 31 May 2020.  
 
Despite the impact of COVID-19, during the three months to 29 February, revenue grew 7% on a currency-neutral 
basis to $10.1bn. NIKE Brand grew 6% to $9.6bn, driven by double-digit growth in NIKE Direct and growth in 
wholesale. The international business (60% of NIKE Brand sales) achieved strong growth in EMEA (+13%) and Asia 
Pacific & Latin America (+13%), while North America (40% of NIKE Brand sales) grew by 4%. 
 
Operations in Greater China were materially impacted as a result of the virus, with revenue down 4%. During the 
first two months of the quarter, revenue grew by strong double-digits, offset by the impacts of COVID-19 beginning 
in late January. At the peak in February, roughly 75% of NIKE-owned and partner stores in Greater China were 
closed with others operating on reduced hours. However, the group acted quickly to leverage its diverse sourcing 
base to serve consumer digital demand. Weekly active users for all of Nike activity apps were up 80%, which 
translated to strong engagement with the Nike commerce app. As a result, digital business in China grew at more 
than 30%. 
 
Overall, Nike Direct grew 13%, driven by digital growth of 36%, which now represents 20% of group revenue. Group 
gross margin fell 80 basis points to 44.4%, due to the impacts from COVID-19, including a lower mix of sales in 
Greater China which is the highest margin geography, as well as increased rebates to wholesale partners and higher 
costs related to factory cancellations to manage future inventory. Selling and administrative expense increased 6%, 
with demand creation expense (i.e. marketing) up 1%. Operating overhead expense increased 8%, driven by wage-
related expenses. Diluted EPS fell 22% to 53c, including a 25c non-recurring, non-cash charge associated with the 
transition to a strategic distributor model in South America. This was in line with market expectations.  
 
The balance sheet is strong – cash and short-term investments stand at $3.2bn – and the group generates a return 
on invested capital in the low-30s. During the last quarter, the company bought back $957m of its own stock as 
part of its 4-year $15bn programme and grew its Q3 dividend by 11% to 24.5c. 
 
Unsurprisingly, the group is not providing guidance for the current quarter and will provide an update on FY2021 
with its results in June. Encouragingly, at present, nearly 80% of stores are open in Greater China with an even 
higher rate in key cities. Last week, the group re-opened its first store in the Wuhan area. So far, the results are 
encouraging. The digital business has accelerated even further over the past month and the group is now seeing 
double-digit increases in retail traffic week-over-week with some stores having already returned to prior year 
levels. Based on the latest trends, Nike Greater China revenue in the quarter to end May will likely be roughly flat 
versus last year.  
 
Both Japan and Korea are entering the ‘normalisation’ phase, fuelled by strong digital growth and significant week 
over week increases. From 16 March, all NIKE-owned stores, outside of Greater China, Japan and Korea were closed 
to help curb the spread of COVID-19. However, the group is using its experience in China to help support the 
business. The plan includes tight cost management and daily global demand and supply optimisation, while shifting 
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the distribution focus to digital in the face of temporary retail store closures. Performance will be driven by the 
amount of inventory on hand relative to the pace of digital demand, store re-openings, and traffic patterns. 
Positively, going into this period, the group was experiencing a very strong pull market for Nike globally, with some 
of the highest rates of full price sell through ever experienced. 
 
We remain positive on the long-term outlook for the business, with the company well placed to benefit from a 
growing market driven by increased consumer demand for healthier living and the shift to personalised products. 
Nike has a strong brand, an impressive track record of product innovation, and is seeking to be more personal with 
its consumers, at scale.  
 
These resilient results highlight the group’s strong consumer proposition and ability to flex its business model. The 
shares bounced by 15% during yesterday’s strong trading session and then by a further 12% in after-hours trading 
post the release of the results. 
 
 

 
Source: Bloomberg 
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Deutsche Wohnen is a German residential property company, which owns and rents out apartments, mainly (c. 
70%) in Greater Berlin. The shares have been very weak over the last year as a result of increased regulation and, in 
particular, the threat of a rent freeze in Berlin which came into force on 23 February 2020.  
 
This morning, the company released its 2019 results. At the end of the year, the group’s portfolio consists of c. 
164,000 residential and commercial units with a fair value of around €23.4bn, and a Nursing and Assisted Living 
portfolio with around 12,200 beds and apartments. The value of the residential units corresponds to 28.8x in-place 
annual rental income or 22.4x current market rent. The EPRA NAV per share grew 11% to €47.02. 
  
Funds from operations (the operating result after interest and taxes, or FFO1) rose 11.5% to €538m, just above 
guidance of €535m. Rental income grew 6.6%. The group achieved like-for-like (LFL) rental growth of 3.4%, to 
€6.94/sqm, ahead of the 3% guidance. In-place rents for existing tenants only rose by 1.5%. In Greater Berlin, the 
increase was 3.7%. The LFL vacancy rate remains very low, at 1.8%, highlighting the ongoing mismatch between 
supply and demand in the group’s markets.  
 
The group’s financial position remains robust, with the loan-to-value falling from 36% to 35.4%, within the group’s 
35%-40% target range. The average cost of debt was 1.3%, with 88% hedged.  
 
As part of its strategy to improve the quality of its portfolio, the group continued to sell non-core properties, raising 
proceeds of €767m in the year. The gross margins on disposals remain high (35%), despite the high proportion of 
below average quality product sold.  
 
During the year, the group invested €469m on maintenance and refurbishment, up 13%, with a focus on energy-
efficient refurbishment. Only 30% of refurbishment investments involved modernisation investment that can be 
passed on to tenants. Looking forward, however, and in response to the rent freeze, the group has adjusted its 
investment plans. Although projects in Berlin that have already been announced and started will be completed, 
new construction in the city will be put on hold. The focus on new development and capex projects will be outside 
of Berlin.  
 
The dividend was raised by 3% to €0.90 (2.6% yield). The company is also undertaking a €750m share buyback, with 
38% completed at an average price of €35.77, a significant discount to NAV. 
 
The group has disclosed the potential financial implication of the Berlin rent freeze, highlighting that rental income 
of €500m will be affected, with rental loss expected to be €9m in 2020 and €31m in 2021. This translates into 4%-
5% of total income which is at risk.  The overall guidance for the 2020 is for flat FFO 1 and 1% LFL rental growth.  
 
With German 10-year bond yields currently trading in negative territory, we believe the yield on offer from the 
residential property sector remains relatively attractive. A rent freeze will lead to lower levels of construction at a 
time when cheap debt will increase demand for assets that provide a yield. In time, this will put upward pressure 
on prices. 
 
The shares currently trade on a 30% discount to the end 2019 NAV and have been marked up by 6% this morning. 
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Source: Bloomberg 
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