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We expect continued market volatility this week with risks to the downside remaining. Markets remain
focused on the downside risk to growth from reduced government spending, the slowdown in the US
and the continued sovereign debt crisis in Europe. Key economic indicators disappointed last week
including nonfarm-payrolls, the US ISM manufacturing and the Chinese PMI releases. The resur-
gence in economies over the last 9 months is increasingly being perceived as a normalisation of in-
ventory levels as opposed to a demand led recovery. This is being followed by government and con-
sumer deleveraging resulting in the threat of deflation. The main event next week will be the ECB
press conference following its interest rate decision where we expect the base rate to remain on hold
at 1%. Any lack of details or urgency on the policies needed to address the underlying European debt
problems could undermine investor sentiment. In terms of currencies we see a resumption in Euro
weakness in due course and our preferred play is to be short €/£. Charts point to further market
weakness but at that point both p/e valuations and excess dividend yield over government bond
yields should provide support. The sectors most vulnerable to further weakness against this volatile
backdrop are the financial and oil sectors. Sectors that should outperform include food retail, pharma,
telecoms and utilities. The lack of clarity surrounding the European bank stress tests, reduced lending
narrowing net interest margins, continued lack of liquidity in the euro banking system and increasing
regulation risk will all weigh on bank shares. Poor oil price action and concerns over the BP problems
suggests further oil sector weakness.

Trading Recommendations

Index Hedge Analyst: Oliver Gilvarry

In light of the continued volatility in equity markets, we recommend that traders who are initiating new
longs consider using a hedge until an improvement in key economic data points is seen. The instru-
ments we recommend using to implement this strategy are futures contracts or index ETFs. This par-
ticular view reflects our belief that the recent pullback should be used as an opportunity to buy compa-
nies with high quality assets and earnings.

Tullow Oil - Buy

Very few market participants dispute the quality of Tullow Oil's assets but up until recently they ap-
peared to be fully priced. The recent drop off in the market has afforded investors an opportunity to
add a high quality explorer to their portfolio. On Tuesday, the company will issue a trading/operational
update which will bring the market’s focus back towards the stock.

Previous Close (1046p) Target (1470p) Analyst: Brian Gallagher

CRH - Buy Target (€21.50)

CRH will issue a trading update this week on Wednesday the 7" of July. We expect the group to reiter-
ate that its US materials business, its largest business segment, is performing well as it continues to
benefit strongly from the US infrastructure stimulus spend. Revenues from this division will also be
boosted by the recent dollar strength of the US dollar versus the euro. The amount of small scale ac-
quisitions made during the year will also be a key focus in the statement, in addition to the potential or
likelihood of any large scale deals during the rest of the year. In terms of risks going into the statement,
any comments on the extent of the recent slowdown in the US residential sector and in some of its
European markets will be closely watched.

Previous Close (€16.78) Analyst: Stephen Taylor

C&C - Buy Previous Close (€3.23) Target (€3.90) Analyst: Edward Keeling

After a year of repositioning the group in terms of market segment and geographic exposure, C&C’s
management are now completely focused on operational success. It is entirely concentrated on
achieving volume growth in the UK and delivering shareholder returns. We believe management will
deliver growth rates in excess of market estimates reflecting a better route to market and broader prod-
uct offering. It is also encouraging to note recent positive industry comments from UK pub groups
which point towards continued sales momentum in the UK LAD alcohol market.

Ryanair - Buy Previous Close (€3.65) Target (€4.70) Analyst: Edward Keeling

Last week Ryanair's CEO Michael O’Leary made comments that in the last couple of weeks bookings
have been very strong. This combined with our belief that Ryanair fares will benefit from less capacity
in the industry, slower growth rates and increased route rationalisation gives us confidence ahead of
the airlines Q1 results on July 20th. Although, the actual results will be negatively impacted by the
volcanic ash disruptions earlier in the year, such positive comments suggest there is little risk to the
airline’s guidance for full year net profits to rise by between 10% - 15%. This combined with the pros-
pect of a 30c a share dividend payable in October, we expect will continue to provide support to Ry-
anair’s share price. Next Catalyst: Traffic figures 6" July.

Irish Financials Analyst: Oliver Gilvarry

Financials finished lower last week despite the fact that the ECB approved the extension of the Bank
Guaranteed Scheme. The Irish Government is now backing new bond issues and investor deposits
with terms of less than 5 Years until the end of December (this facility was previously set to expire at
the end of September). News that the take up (€132BIn) at the ECB 3 month repo facility, prior to the
expiry of the first of the one year (€442BIn )repo was less-than-expected failed to provide any upside
for Irish Financials. Furthermore, news that Ireland had ‘officially’ emerged from the recession did little
to temper negative investor sentiment as quarterly GDP rose to 2.7%. A closer look at this number
revealed that once foreign company profits were removed, Gross National Product, fell -0.5%. Overall
conditions in the banking sector remain very strained as poor funding conditions and higher interbank
rates stifle optimism and growth.

This Week’s Market Events

MONDAY

Corporate
British Airways PLC TRAFFIC

Economics
PMI Services GE, PMI Services EC, PMI Com-
posite EC, PMI Services UK, Sentix Investor
Confidence EC, Euro-Zone Retail Sales (MoM)

TUESDAY

Corporate
EasyJet PLC TRAFFIC, Persimmon TRADE,
Tullow Oil H1 TRADE

Economics
ISM Non-Manf. Composite US, ABC Consumer
Confidence US,

WEDNESDAY

Corporate
Finnair Oyj TRAFFIC, Air Berlin PLC TRAFFIC,
SAS AB TRAFFIC, Marks & Spencer Group Q1
TRADE, CRH TRADE

Economics
Euro-Zone GDP EC, Factory Orders GE, MBA
Mortgage Applications US

THURSDAY

Corporate
Man Group Plc TRADE & AGM, AIR France-
KLM AGM, Babcock International Group AGM

Economics
Trade Balance GE, Imports SA GE, Current
Account GE, Exports SA GE, Ind Prod UK,
Manu Prod UK, Ind Prod GE, BOE Announces
RATES UK, ECB Announces Rates EC, Initial
Jobless Claims US, Consumer Credit US

FRIDAY

Corporate
Austrian Airlines TRAFFIC, Deutsche Lufthansa
TRAFFIC

Economics
Consumer Price Index GE, Total Trade Balance
UK, PPI Input UK, PPI Output UK, Wholesale
Inventories US
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