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EDITOR'S LETTER

SPENDING BIG TO GET
AHEAD OF THE GAME

organ Stanley will acquire financial

services company E*TRADE in an all-stock

transaction valued at $13bn. E*TRADE
stockholders will receive 1.0432 Morgan Stanley
shares for each E*TRADE share.

The deal boosts Morgan Stanley’s foothold in the wealth
management sector. E*TRADE holds over 5.2 million client
accounts, and $360bn in retail client assets. These will be
added to Morgan Stanley’s 3 million client relationships
and $2.7trn in assets. Shareholders from both companies
are expected to benefit from cost savings of around
$400m from maximising efficiency in infrastructure.
Furthermore, there is scope for funding synergies of
$150m by optimising E*TRADE’s $56bn in deposits.

E*TRADE CEO Mike Pizzi will join the bank and continue
to run the firm within the Morgan Stanley brand. He will
report to Morgan Stanley chair and CEO James Gorman.

In addition, he will join the Morgan Stanley operating and
management committees. One of E*TRADE's independent
directors will also join the Morgan Stanley board.

"E*TRADE represents an extraordinary growth
opportunity for our wealth management business and
a leap forward in our wealth management strategy.

The combination adds an iconic brand in the direct-to-
consumer channel to our leading adviser-driven model,
while also creating a premier workplace wealth provider
for corporations and their employees,” said Gorman.

"E*TRADE's products, innovation in technology, and
established brand will help position Morgan Stanley as
a top player across all three channels: financial advisory,
self-directed, and workplace. In addition, this continues
the decade-long transition of our firm to a more balance

Patrick Brusnahan, Editor

sheet-light business mix, emphasising more durable
sources of revenue.”

“Since we created the digital brokerage category nearly
40 years ago, E*TRADE has consistently disrupted the
status quo and delivered cutting-edge tools and services
to investors, traders, and stock plan administrators,’ added
Pizzi. "By joining Morgan Stanley, we will be able to take
our combined offering to the next level and deliver an
even more comprehensive suite of wealth management
capabilities. Bringing E*TRADE’s brand and offerings
under the Morgan Stanley umbrella creates a truly exciting
wealth management value proposition and enables our
collective team to serve a far wider spectrum of clients.”

The deal is subject to customary closing conditions,
including regulatory approval; it is expected to complete in
the fourth quarter of this year.

Huge deals such as these are becoming more
common, and it shows that firms are willing to spend
highly to survive. This acquisition, similar to Charles
Schwab splashing $26bn on TD Ameritrade, shows that
wealth management, often seen as an aging industry, is
recognising that technology needs to be brought into the
fray quickly.

It also shows a willingness to look outside their own
organisation. Many firms believe that solutions and be
made in house. Huge players such as Morgan Stanley can
certainly do that, but not with enough speed to market.

While the deal is expected to close at the end of
the year, the process is much faster than building
technological prowess from scratch. Numerous firms will
see this, if they have not already, and more money will be
spent, and more companies bought, this year. m

GET INTOUCH WITH THE EDITOR AT: PATRICK.BRUSNAHAN@VERDICT.CO.UK
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Coronavirus is having an'astounding effect on everything,

and financial services'isino exception. Major banking groups
including Goldman Sachs, UBS and Credit Suisse have asked

workers in Hong Kong to work from home if'they have recently
travelled from China. So, how are markets reacting and how will

financial firms cope? JRaipie [Sramsmaliam asks the experts

CYRIQUE BOURBON, BROWN SHIPLEY

Trying to gauge the precise impact of coronavirus on China
and the world economy is still, at present, an impossible task.
There remains enormous uncertainty around the potency

of the virus, how effective control methods will prove, and
ultimately how long or short-lived the outbreak will be.

The immediate impacts are, of course, clear. There is
evidently a direct impact on the affected region; Wuhan is

a major transportation hub in the region and an important
production centre for the already battered automobile
industry. The psychological impact on consumer confidence
could, meanwhile, further undermine the already weakening
overall consumption in China, as witnessed during the SARS
outbreak. It is also very clear that travel, tourism and leisure
industries worldwide could take a severe direct hit.

Knock-on effects of the crisis on other sectors are also
already visible. For example, the sharp drop in the oil price is
a direct consequence of the expected onslaught on air travel.
However, while markets logically discounted the increased
risk premium into the most directly exposed travel and
leisure sectors, they also concluded pharma and health care
stocks should profit from the crisis. And safe-haven assets At present, we maintain our existing allocation views,

such as German government bonds, treasuries, gold, the recommending diversified portfolios where our favoured
Swiss franc and Japanese yen have also profited. Investors safe-haven assets remain gold, US treasuries as well as the
holding on to a well-managed diversified portfolio have thus  Japanese yen. Investors should remember not to panic and
largely been shielded from the crisis. hold on to their defensive positions as part of a diversified
strategy, and closely monitor the situation for signs that the
outbreak gets under control.

adjustment in risk premia after the very strong performance
over the last few months. A correction could open up new
and more interesting investment possibilities.

Moreover, many see the Corona-story as just the spark that
capital markets needed for a healthy and arguably overdue
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FEATURE | CORONAVIRUS

KINGSWOOD

CHRIS TOWNER,
CHATHAM FINANCIAL

With every outbreak of a deadly virus, the
global economy is dealing with the unknown.

The scale of the pandemic and the economic
damage it might cause remain unknown
until the spread is contained. At the time of
writing, the novel strain of coronavirus is far
from contained. Today’s death toll was the
highest yet, with 97 reported and for those in
the UK, things are now closer to home: the
number of confirmed cases has doubled from
four to eight.

Nevertheless, there is a limited sense
of panic in Europe. Previous — and more
deadly — viruses such as SARS were contained
eventually. However, despite the coronavirus
having a lower mortality rate than SARS,
with less than 2.5% of infections leading to
fatalities, it is certainly more infectious. Some
8,000 people contracted SARS globally, and
so far, more than 40,000 people have been
infected by the coronavirus.

As the spread of this contagion accelerates,
so too does the economic damage. While
the initial outbreak was during the Chinese
Lunar New Year celebrations, and so had a
limited impact on economic output,
the question now is how quickly
China will be able to resume
full production. Today
S&P lowered its forecast
for Chinese GDP
growth from 5.7%
to 5% in 2020; by
contrast, a decade ago
the world expected
China to grow by 10%
every year.

‘The coronavirus also
impacts global currencies. The
two safe haven currencies other
than the US dollar are the Swiss franc and
the Japanese yen. Given Japan's proximity to
China, it can hardly be perceived as safe from
a potential pandemic. Therefore, the Swiss
franc, much to the annoyance of the Swiss

authorities, has seen huge inflows.
On the other hand, the Australian dollar,

probably the most sensitive currency to

this crisis outside of China, has weakened.

The Australian economy has become

increasingly reliant in feeding
rampant Chinese growth over
the last 10 years. Australia
is still reeling from
wildfire damage and
now it must deal with
Chinese economic
growth slowing down.
With interest rates
already set at historical
lows of 0.75%, Australia
is fast running out of road
for further stimulus. Just like
the presumed 10% GDP growth
from China 10 years ago, the Australian
dollar used to be considered a high yielding
commodity play. Now it looks set to join
the ever-growing group of low-interest-rate
currencies. W

www.privatebankerinternational.com | 17



