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·  Many of the themes and events that characterised the first quarter rumbled on in April. Political turmoil and unrest 
in the Middle East remained front page news, including the ongoing involvement of NATO forces in Libya. Rising 
energy and other commodity prices remained a key theme, with US dollar weakness. Above-target consumer 
price inflation prompted the European Central Bank to raise interest rates by 0.25% to 1.25%. Standard and 
Poor’s, meanwhile, downgraded its outlook for long-term US and Japanese debt from stable to negative. All major 
asset classes made positive returns in April, when viewed in USD terms.  

Equity Markets  

·  World equities rose 2.3% overall in local currency terms in April, or 4.3% in USD, with significant outperformance 
from Germany and Turkey. Some of the weaker performing equity markets were in Latin America, with Brazil and 
Mexico both declining.  

·  The S&P 500 Composite Index climbed to a 52-week high in April and gained 3.0% in USD terms over the month, 
despite Standard & Poor’s decision to amend their outlook on the long-term credit rating of the US to negative. 
The US stock market continued to benefit from renewed merger and acquisition activity and the robust corporate 
earnings results, as well as stimulatory fiscal and monetary policies.  

·  The eurozone returned 3.4%, buoyed up by very strong performance in Germany, where the DAX rose by 6.7% 
over the month. In USD terms performance was even more impressive, with Germany returning 11.6%. The 
French and UK stock markets both made solid returns, with the CAC40 returning 3.0% and the FTSE 100 
increasing 2.7%, both in local currency terms.  

·  Japan continued to suffer from the damage and disruption created in March by the earthquake and tsunami, 
including supply chain problems, ongoing efforts to contain damage at the Fukushima nuclear plant, disruptions to 
the electricity supply in some areas and other damage to infrastructure. The Japanese Nikkei 225 Stock Average 
returned 1.0% in local currency terms in April, or 3.1% in USD terms. Performance for the rest of Asia was mixed. 
In local currency terms, stock markets in Taiwan and Korea rose 3.9% and 4.1% respectively in April, while 
performance in China lagged its neighbours with a 1.5% rise.  

·  Elsewhere in emerging markets, Turkey performed very strongly with an 8.7% rise in local currency terms. 
Meanwhile the Russian stock market, one of the world’s best performers in Q1 thanks to the rising price of oil, 
gave back some of the gains to decline by 2.7% in April. Emerging Europe as an aggregate returned 0.2% in local 
currency terms but 4.0% in USD. Latin American stock markets significantly underperformed Emerging Europe, 
ending the month 2.8% down in local currency terms. After gains in March, Brazil and Mexico declined in April by 
3.9% and 1.3% respectively.   

Equity Sectors   

·  In the US, healthcare was the best performing sector, in part thanks to rising merger and acquisition activity, 
returning 7.5% over the month. The telecoms, consumer staples and consumer discretionary sectors also all 
performed well in April. While turmoil in some of the MENA oil producing countries rumbled on and the oil price 
consequently continued to rise, the energy sector’s gains in April were a more modest 0.9% as investors took 
profit and paused to reflect whether some energy-related stocks had increased too far too rapidly. So far in 2011 
(to the end of April) the energy sector has increased by 14.8%, while over 12 months it has risen 25.2%.  

·  In Japan, utilities continued to be hit hard by the events of 11 March and the aftermath. The sector fell 5.2% in 
April, after declining 28.7% in March. Globally, the utilities sector gained 4.6% in April, with larger increases in 
Europe and the US. The best performing sectors in Europe were the same as the US with the exception of 
telecoms, which declined in April by 1.1%. 
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·  Within the financial sector, which returned 1.5% globally, the banking industry remained under pressure in April. 
Japanese banks continued to be the most challenged, but banks in the US and the eurozone also declined. In the 
eurozone, the focus remained on sovereign debt in peripheral Europe and inadequate system-wide levels of 
capital, despite some capital raising from European banks. In contrast, UK banks made a small gain in April. 

 

Fixed Income  

·  Government bond returns were generally lower in April, due to mixed economic data releases and renewed 
concerns relating to peripheral European sovereign debt. In addition, Standard and Poor’s (S&P) also revised 
down its outlook for US debt to negative. In credit, spreads generally widened over the month, particularly in 
Europe where the peripheral concerns impacted the spread. According to Bank of America/Merrill Lynch’s Global 
Broad Market Index, aggregate global bond performance improved from the first quarter. The index, which 
includes sovereign, corporate, asset-backed and mortgage bonds, returned 0.9%, after declining 0.1% in the first 
quarter and 1.6% in the fourth quarter of 2010.  

 
·  In government bonds, ten-year US Treasuries sold off initially but over the entire month yields decreased by 16 

basis points. German, Japanese and UK government bond prices also increased, with German bund yields down 
by 14 basis points to end April at 3.21%. German government bonds rallied less than other markets as economic 
data releases continued to suggest good economic growth, particularly in comparison to other European 
countries. The ECB raised interest rates by 0.25% to 1.25% on 7 April and indicated that monetary policy may 
tighten further in 2011. The rally in UK gilts was primarily caused by a lowering of market expectations for an 
interest rate rise in the near future by the Bank of England, as headline CPI inflation fell to 4.0% from 4.4%. 
Japanese government bonds rose slightly in April, with yields falling by five basis points, and inflation-linked bonds 
outperformed nominal amid signs of increasing inflationary pressures. 

 
·  In the peripheral eurozone, government bond investors increasingly differentiated between countries. April was 

the weakest month for peripheral bond spreads since November 2010, with most of the widening concentrated in 
the three weakest nations, particularly Greece. Portugal’s caretaker government officially asked the European 
Commission for a bailout while, towards the end of the month, rumours of Greece restructuring its debt before 
2013 cause peripheral spreads to widen once more. Although also experiencing some weakness, Spanish and 
Italian spreads widened far less.  

 
·  April was generally a positive month for benchmark credit indices. Corporate bonds outperformed government 

bonds across markets, as investor risk appetite grew despite the Japanese earthquake and ongoing unrest in the 
MENA region, and earnings particularly in the US and UK generally exceeded expectations. High yield corporate 
bonds outperformed investment grade in European markets while, in contrast, in the US investment grade bonds 
performed slightly better than high yield. Emerging market debt rallied in April, making up for the 1.6% decline in 
the first quarter by gaining 4% over the month.  
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Commodities  
 
·  Commodity prices showed greater divergence in April. Although they continued to be driven higher somewhat by 

the geopolitical events, they were also affected by signs of slowing Chinese growth, rising inventories and above-
target inflation in many nations. However, the performance of industrial metals, precious metals and agriculture 
sectors also reflected the supply and demand features of their individual markets. In the broader commodity 
space, the CRB commodity index rose 3.1%. 

 
·  Precious metals were once again driven higher by the silver price, which rallied 24.8% in April. In comparison, 

even though the gold price hit new highs in 14 trading days in April, it trailed behind silver with its still significant 
return of over 9%. Interestingly, the rally in gold and silver is much better for US dollar investors than other 
currencies given the weakness of US dollar. Base metals performance was mixed but overall they did not perform 
as well as precious metals. While aluminium ended the month close to three-year high prices, copper and zinc 
both lost value in April. 

 
·  Brent crude oil prices rose higher as the turmoil in some oil-producing countries showed no sign of abating. The 

price of Brent crude increased by 7.9% in April to end the month at USD 126.1/ barrel. Using January data as 
context, Libya provides around 2.0% of global production. Elsewhere in commodities, softs declined significantly 
overall but many foods, including corn and wheat, made strong gains. The Baltic Dry Index continued to suggest 
increased economic activity, surging 17% in April after a 22.3% gain in March.  

 

Currencies  

·  The US dollar continued its decline from the first quarter as foreign exchange markets focused on expected 
interest rate differentials between the dollar and other currencies and on the relative growth in central bank 
balance sheets. The dollar declined notably after Fed Chairman Bernanke clearly signalled towards the end of 
April that the scone phase of quantitative easing, QEII, would end in June but that monetary tightening in the near 
future was unlikely. The dollar slipped 1.8% on a trade-weighted basis. 

·  The ECB announced its first interest rate hike in this cycle, raising rates by 0.25% to 1.25%. Investor expectations 
of further tightening this year from the ECB and forthcoming interest rate rises from the Bank of England helped 
the euro and sterling to both gain more than 4% against the US dollar. Sterling had declined against most major 
currencies except the US dollar in the first quarter, weighed down by a combination of low interest rates, low 
economic growth and higher inflation. However, in April the market started to place greater emphasis on pressure 
on the Bank of England to raise interest rates given high levels of inflation.  

·  The Australian dollar also performed strongly in April, gaining more than 6% against the US dollar. Australia’s 
largest export market, China, has ongoing demand for coal and iron ore, fuelling a boom in Australian mining-
related capital expenditure. The Reserve Bank of Australia is also forecasting above-trend growth and interest 
rates are significantly higher than most of the developed world, at 4.75%. In contrast, the Japanese yen declined 
further in April, on both a trade-weighted basis and by 2.1% against the US dollar.  
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Sovereign Debt Issues 

·  Sovereign debt and banking risks in the eurozone periphery remained key sources of downside risk in markets in 
April. Ireland, Portugal and Greece have all recently been downgraded by some of the ratings agencies. On 6 
April Portugal’s caretaker government officially asked for help from the European Union (EU) as funding costs 
became untenable. At the start of May, outgoing Prime Minister Jose Socrates announced that he had reached an 
agreement for a EUR 78 billion bailout package with the EU and the International Monetary Fund (IMF). The 
Portuguese government collapsed in March when parliament rejected an austerity budget and a general election 
is set for 5 June. Concern by investors over the increased likelihood of a restructuring of Greek debt also plagued 
markets in April.  

·  Looking beyond the issues dogging European sovereign debt, Japan received a negative change in outlook from 
ratings agency Standard and Poor’s. S&P changed its outlook for Japanese long-term sovereign debt from stable 
to negative on concerns that the cost of reconstruction after the devastating earthquake and tsunami in March 
could weaken Japan’s public finances. 

·  S&P also downgraded its assessment of US long-term debt, moving it from stable to negative, although the 
ratings agency did reaffirm its AAA rating for sovereign debt. Despite President Obama’s new USD 4 trillion deficit 
reduction plan, S&P noted that the change in its outlook had been nevertheless caused by the large budget 
deficits and increasing government indebtedness. 

Inflation 

·  In Europe, inflation remained persistently high due to global increases in commodity prices. This was despite 
concerns over sluggish economic growth in some countries, economies operating below full capacity and with little 
pressure from wage demands. The European Central Bank (ECB) met expectations when its repo rate was raised 
by 0.25% to 1.25% on 7 April. In the UK, CPI inflation has remained stubbornly above the Bank of England’s 2% 
target for some time. Despite this, interest rates were kept on hold again at 0.5% at the start of April and 
expectations of a May hike by the Monetary Policy Committee were subsequently priced out when CPI inflation fell 
from 4.4% down to 4.0% in March, year-on-year, causing the gilt market to rally. It is worth noting that recent CPI 
data for April shows inflation rising once again, to 4.5% year-on-year.  

 
·  In the US, meanwhile, US gasoline prices surpassed USD 4/ gallon. However, recent increases in US inflation are 

being viewed by the markets as transitory, with a great focus on the labour market where employment dynamics 
are very gradually improving. Chairman of the Federal Reserve, Ben Bernanke, made it clear in the press 
conference following the FOMC meeting towards the end of  April that while the Fed will end its second phase of 
quantitative easing ‘QE2’ in June, there is unlikely to be any immediate policy tightening. This signal to the 
markets caused the US dollar to fall against most other currencies. 

 
·  In Japan, Tokyo core CPI inflation was positive for the first time in two years at 0.2%, while March Nationwide core 

CPI was negative at -0.1%. Rising commodity prices, large supply chain dislocations since the earthquake and the 
spectre of possible of tax increases all put upward pressure on inflation.  

·  Inflation remained a concern for many emerging markets. In general, they have enjoyed much stronger recoveries 
than their developed counterparts from the downturn but face higher inflation risks, particularly where they have 
higher exposure to commodities prices. For many emerging economies inflation, particularly in agricultural staples, 
has become a difficult theme as higher food costs take on a social policy dimension. The People’s Bank of China 
increased official interest rates by 0.25% in April and also raised the reserve ratio requirement by 0.5% to 20.5. In 
China inflationary pressures remain high, with CPI inflation declining by just 0.1% in April to 5.3% year-on-year. 
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·  The Central Bank of Russia surprised many investors by raising all of its policy rates by 0.25% in April, which was 
a broader move than had been expected. Although food inflation had relatively stabilised, core inflation had 
continued to nudge higher. CPI inflation rose to a 9.6% annual rate in April, up from 9.5% in March. In India, 
inflation also rose to 9% year-on-year in March, pushed higher by energy prices and manufacturing prices.  

Economic Data 

·  US economic data was mixed in April, although overall it disappointed. GDP data showing economic growth of 
1.8% quarter-on-quarter annualised in the first quarter disappointed expectations after oil prices served to 
constrain growth. Initial jobless claims data disappointed, printing above 400,000 once again, and the Philadelphia 
Fed manufacturing survey also undershot consensus expectations of 36.5 by some way, registering just 18.5, 
which suggests a moderation in the pace of US manufacturing expansion. However, the Institute of Supply 
Management (ISM) manufacturing and services indices fell in April but remained at elevated levels, and the 
Michigan consumer confidence survey rose to 69.8. Ratings agency Standard and Poor’s revised down their 
outlook on the long-term credit rating of the US to negative. 

·  The eurozone macroeconomic backdrop continued to be generally binary in nature, with a strong core and weak 
periphery. There were improvements in the German labour market, where unemployment fell below three million 
for the first time since 1992, perhaps indicating that German exporters are once again hiring in response to 
demand from emerging markets. The ZEW survey of economic sentiment declined in April, however, and in the 
German IFO survey the current component improved but expectations disappointed. The eurozone Purchasing 
Managers’ Index (PMI) for manufacturing surprised on the upside, printing 57.7 against consensus expectations of 
57.0. In contrast, eurozone consumer confidence disappointed consensus estimates by registering -11.4.  

·  In the UK, GDP data also disappointed expectations. Although the economy returned to positive growth with a 
0.5% expansion in economic activity in the first quarter, this merely recouped the losses from the extremely weak 
winter and meant that over the last two quarters economic growth was flat. The UK economy has the weakest 
growth in the Group of Seven leading industrial nations, despite the Bank of England’s loose monetary policy and 
benefits to trade from sterling weakness. In other April data releases, the GfK measure of consumer confidence 
fell to its lowest level since February 2009, while industrial production for February declined 1.2% month-on-
month. However, the services and manufacturing PMIs for March both registered 57.1.  

·  Elsewhere in Europe, Swedish industrial production rose 16.9% year-on-year in February. The Riksbank 
increased interest rates by 0.25% in April, with CPI inflation rising to 2.9% year-on-year in March. 

·  It is not surprising, given the devastation caused by the earthquake and tsunami in March, that Japanese 
economic data releases in April were weak. The Bank of Japan sharply reduced its growth forecast for the year, 
from 1.6% to 0.6%. Industrial production declined by 15.3% month-on-month in March, a record fall, and April’s 
manufacturing PMI declined to 45.7. In addition to this poor data, the Japanese nuclear crisis was upgraded to 
seven from level five and S&P downgraded its outlook for long-term Japanese debt to negative.  

·  In China, the economy grew by 9.7% in the first quarter (year-on-year) and figures for 2010 retail sales were 
revised up. March retail sales registered over 17% growth year-on-year, significantly exceeding market consensus 
expectations, while jewellery was the biggest growth area, with sales increasing 52.4% over the same period. 
Meanwhile in India, exports continued to surge in March, rising by 43.8% month-on-month. 
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·  Market responses to the various negative events in April, including S&P’s reassessment on the outlook for long-
term US debt, ongoing turmoil within the MENA region and further concerns about sovereign debt issues in 
peripheral Europe, demonstrate that investor risk appetite is still strong. Some conditions that have been 
supporting this in the first part of the year may change, however, as we move through 2011. In particular, the 
tailwinds that loose monetary and fiscal policies have provided in many corners of the globe will start to be 
withdrawn. In some cases this is already happening, with monetary tightening by the ECB and fiscal tightening by 
the British government already taking place. 

Economics  

·  Despite inflation acceleration in some developed economies, we expect headline inflation rates in many 
developed economies to stabilise and trend modestly  lower in 2012 . The Bank of England has indicated that 
it may tighten monetary policy in the coming months, QEII is coming to an end in the US and the ECB has already 
hiked interest rates. Unemployment rates are generally high and unlikely to fall quickly, there is little or no sign of 
accelerating wage growth and in many cases longer-term inflation expectations in financial markets are close to 
central bank targets. 

·  Recent developments in the UK economy appear to be concerning, with data suggesting that persistently high 
inflation and unemployment is resulting in retrenchment by the UK consumer. In its May release of the Quarterly 
Inflation Report, the Bank of England raised its forecast for inflation and lowered the forecast for growth. The 
report notes that overall they expect GDP growth to be below its historic average ‘over the next year or so’. In 
March figures also showed that public sector borrowing reached an all-time high for the month of February, 
suggesting that austerity measures are a long way from taking effect and that the UK faces significant structural 
issues. Although the economy grew 0.5% in the first quarter this means that growth over the last two quarters has 
merely been flat. We continue to take a negative view on sterling (pa rticularly against the euro).   

·  The current strategy taken by politicians in the eurozone is to stall for time and address the most pressing 
symptoms to keep the union together, rather than tackling the underlying issues. Short-term bailouts seem to be 
aimed at avoiding any defaults or major banking crisis until at least 2013, however, the problem has not gone 
away and banks are still chronically undercapitalised. A real long-term solution would first involve some serious 
pain and readjustment for the banking sector. We expect that austerity programmes and slowing yea r-on-year 
growth rates on industrial production will affect t rend growth . 

·  Regarding Japan, the typical pattern of recovery after shock events such as those in March is “V-shaped”, as an 
initial sharp fall in economic activity is followed several quarters later by a reconstruction-led rebound. The historic 
template that investors have focused on is the Kobe earthquake in 1995. Using this as a roadmap for future 
economic activity in the coming quarters, the size of the fall in growth will depend on recovery of essential 
services. For example, car companies are suspending production lines to release pressure on the power grid.  
Having discounted a very challenging near-term picture, we expect more positive support for later in the year for 
the economy. For now the yen remains supported by flows and the preference of domestic investors for 
domestic assets. 

·  In emerging markets there has been an increased focus on tackling inflation, with several EM economies raising 
interest rates and enacting other monetary tightening measures. As many developed nations lag behind in the 
tightening road this may lay the foundations for EM outperformance. We recommend a positive view on short 
duration local currency debt and, in the equity spa ce, exposure to domestic growth stories in Taiwan, 
Thailand and Emerging Europe.  
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·  An elevated oil price through this would be a growing source of risk for global economic momentum. As yet, an oil 
price above USD 100/bbl has not had a deleterious effect on global economic activity. However, if it were to stay 
higher for longer, perhaps due to events in Libya becoming protracted or unrest eventually spreading to larger oil 
producers in the MENA region, the oil price could become a problem. This is because elevated oil price levels not 
only feed inflationary trends but can also damage growth prospects by acting as a tax on consumer spending. The 
tragic events in Japan may also have marginal but supportive consequences for energy prices, as the world’s 
third-largest economy seeks short-term alternatives to nuclear power. Overall, we expect higher energy costs 
to have a moderate impact at current levels, reduci ng global economic growth by around 0.25%. 

 

Equities  

·  We retain our broadly neutral stance in equities an d fixed income but, on a strategic basis, continue to 
prefer equities relative to bonds while acknowledgi ng the more difficult environment this quarter . We 
attribute the current softness in equity markets to a natural sell-off in an over-bought market and anticipate range-
bound trading over the next 3-6 months. Both the ending of QE2 and the recent shifts in commodity prices are 
broadly positive for inflation and growth prospects, though provide some uncertainty in the near term. The equity 
asset class remains well supported with low corporate debt levels and high free cash flows, while equity valuations 
are no longer compellingly cheap but around historic norms. We are neutral towards fixed income in general but 
believe that this quarter high yield should remain in favour, with an increase in the inflationary risk premium. 
However, merger and acquisition activity is accelerating and  consequently debt markets are once again 
opening up to private equity investors . Increased investor appetite for floating rate products is driving demand 
for suitable investment vehicles. 

·  For US assets, dollar-based liquidity thus far remains ample, however, QEII will stop at the end of June and the 
possibility that emerging market currencies may rise further will reduce support from reserve accumulation. Equity 
investors may need to focus on the potential for tighter profit margins but slowing economic growth momentum, 
coupled with higher input and financing costs, could mean a more challenging quarter for equities. In the US 
earnings season, companies have generally reported excellent first quarter results and, with the exception of a 
few companies which rely on certain disrupted Japanese supply chains, most outlook statements are broadly 
positive. As a general rule, where companies have more exposure to corporate spending (which we consider as 
both capex and merger and acquisition activity) and less to consumer spending their outlooks are more optimistic. 
We expect this trend to continue through the second quarter and high dividend yields and free cash flows would 
be our measures of choice for this quarter and beyond. 

·  Negative growth in the first half of 2011 is mostly priced into Japanese assets but we expect more positive support 
for Japanese equities later in the year. This view is based on currently attractive book valuations and trending 
return on capital, as well as the anticipation of a weakening yen, based on the government’s need for extremely 
loose monetary policy to meet the demands of reconstruction. We do not see Japan’s expected short-term drop in 
GDP as significant globally. Foreign companies have exported less to Japan in recent years due to weak demand, 
while some Asian economies may benefit as their exports are substituted for lost Japanese output. As a rule of 
thumb we believe that each 1% lower rate of Japanese growth in 2011 than previously forecast removes around 
0.1% from world growth rates taking into account multiplier effects. 

·  Emerging markets regained outperformance over developed markets in March and we retain a slight bias towards 
emerging market stock markets. The dip in oil prices and the excess liquidity in the US remove some of the 
inflationary pressures that have been plaguing the emerging markets and threatening to negatively impact growth 
in the developing world. However, while the opportunities to benefit from fair value remain, growth in emerging 
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markets is far from uniform and we are being tactical within our country selections. We become more positive on 
Latin America in the first quarter, focusing on Brazil, the largest market in the region and retain that view. In our 
view, the market is over-sold and investors’ concerns over inflation are already priced in. We believe there is a 
case for a recovery in relative performance as the recent dip has triggered real money inflows into local assets, 
and earnings estimates for Brazil have improved for the second half of 2011 as the demand outlook for 
commodities has stabilised. We are also positive on emerging Europe, with preferences towards the strong 
Turkish economy and Russia as a view on the energy price.  

·  Our view on Asia is mixed. We are positive on Korea, Taiwan and Thailand because these markets are supported 
by strong domestic demand and could benefit in export terms from lost Japanese output. As a key agricultural 
exporter to China, Thailand’s growth is also supported by higher food prices. We remain neutral on Chinese 
equities, having been negative until recently, because although we expect further monetary policy tightening and 
concerns about a property bubble and double dip persist, we believe negative real interest rates and restrictions 
on real estate investment leave domestic savers the choice of commodities or equities as inflation hedges. We are 
less positive on India, where valuations are relatively high, earnings momentum has peaked, more action is 
needed to prevent inflationary overheating and domestic investors are switching from risk assets into bank 
deposits offering nominal yields of around 9%. 

·  In terms of sectors, the prospect of energy prices remaining high makes us remain positive on energy companies 
for the time being. Current oil and natural gas prices would support potential upside surprises in profits but we are 
conscious that valuations may become stretched, partly due to the potential for “demand destruction” at an oil 
price much higher than USD120/bbl. We also remain positive on technology companies globally, which are 
benefiting from secular demand, and we perceive valuations to be attractive given our strong expectations for 
earnings growth. In contrast we retain a negative view on banking shares in all regions, due to the combination of 
uncertainty over regulatory changes, capital requirements and the potential for reduced profitability in the near 
term due to expectations of higher interest rates in many regions. We have recently upgraded our outlook on 
industrials to neutral but downgraded our view on utilities to negative.  

Bonds  

·  We retain a neutral view on fixed income at the broad allocation level. US Treasuries rallied this week, and while 
the view on US growth is still uncertain we continue to anticipate slow, but positive growth. Provided that the yield 
on the 10 year stays above 3% and commodity prices remain broadly stable, fixed income securities provide good 
diversification in our portfolios. Merger and acquisition activity is accelerating, prompting debt markets to once 
more open up to private equity investors. Although we believe that global government bonds remain overvalued 
we do identify some opportunities in the broader fixed income asset class. In our view, yields on government 
bonds do not compensate for inflationary risks in the long-term. Short-term risks to US Treasury yields centre 
around the end of QEII, which has so far supported prices, while risks to eurozone bonds focus on the potential for 
sustained higher inflation from commodities prices and the ongoing peripheral situation. For Japan, we expect the 
demands of reconstruction will lead to further government borrowing and loose monetary policy, limiting the 
upside prospects for both Japanese government bonds (JGBs) and the yen.  

·  With official eurozone rates raised to 1.25%, the ECB is signalling that monetary policy must address inflation 
across the bloc. In this environment, if interest rates drift higher, we expect corporate bonds to outperform 
government bonds, given the relative health of the private sector. Within corporate bonds, we prefer high yield 
credit over investment grade. Default activity has been minimal and, we expect, likely to remain low. Investors 
should therefore be well-rewarded for the additional risk. We also maintain our preference for local currency 
emerging market debt, as recent rises in interest rates give us confidence that inflation is being addressed and 
offer support for currency values relative to the developed world. 
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Currencies  

·  Since the last Global Strategic Framework we have downgraded our view of the US dollar to neutral. US monetary 
policy is likely to remain accommodative and this will result in an interest rate differential dynamic that is not 
conducive to dollar strength. However, we believe the euro is overvalued, despite the potential for further interest 
rate hikes, because the economy still remains fragile but relatively tight ECB policy will keep it so. Finally, we 
expect UK economic growth to remain poor and inflation to remain stubbornly high and therefore continue to take 
a negative view on sterling against the euro. 

 

Commodities  

·  We retain a general preference for commodities and view the recent selloff as secular event and therefore 
indicative of some profit taking and unwinding of extreme positioning rather than a sign of fundamental changes to 
investors’ assessments of the macroeconomic environment. However, we are currently revising our views on 
agricultural commodities due to the flooding in Mississippi which is also having spillover effects on oil refining 
capacity in the US. While there has been no reported demand destruction wrought by oil, the IEA reported in its 
March Oil Market Report that oil demand showed its first month of near-zero growth since the summer of 2009. 
This perhaps presages a weaker driving season in the US and might have some impact on growth, though these 
risks are mitigated by developing world commodity demand. 

·  Commodities continue to be good risk diversifiers in late stage economic cycles. We favour industrial and precious 
metals and those sectors that have significant exposure to Chinese demand. We also expect energy prices to 
remain elevated due to developments in the Middle East and North Africa. Our view of UK property is mildly 
constructive for those portfolios required to hold the asset class, however, we harbour some concerns over 
refinancing in 2012. 
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A Closer Look at the US Economy 

·  The US economy entered 2011 with increasing evidence that the recovery was on a much firmer footing than it 
had been six months previously. Consequently, economists upgraded forecasts for US GDP on the back of 
impressive economic momentum, an extension of the Bush tax cuts and a halt in payroll tax. This optimism 
appeared justified as Q4 2010 GDP was confirmed at 3.1% and the unemployment rate registered successive 
declines of 0.4% (the largest 2-month decrease since 1958). The composition of growth appeared to be 
particularly encouraging as it appeared that GDP growth was being driven by private consumption rather than by a 
cyclical upswing in inventory rebuilding as had been the case during much of 2010. 

·  However, economic momentum waned in the latter part of the first quarter as a result of a combination of higher 
oil prices and Japan-related supply disruptions.  Furthermore, regional survey data also began to point towards a 
slowdown in the rate of growth. Initial estimates for Q1 GDP suggest annualised growth of 1.8%; a disappointing 
figure given that the bellwether ISM manufacturing survey has now remained above 60 for four months in a row 
for the first time since H1 2004. 

·  Despite this soft patch of data, we feel that this slowdown should prove transient as several factors (such as an 
unexpectedly sharp decline in the volatile defence spending component of GDP and a weather-related slowdown 
in commercial structures investment) should be reversed.  Currently, it would appear that real GDP growth in 2011 
should be closer to 3% than Q1 data suggests. 

·  The arguments supporting capital expenditure, including strong corporate balance sheets, temporary legislative 
incentives and increased evidence of a pick-up in bank lending, still remain persuasive.  The April release of the 
Federal Reserve’s Senior Loan Officer Survey suggested that banks continue to ease lending standards for small, 
medium and large firms.  Private consumption should also benefit from aggregate wage and salary growth; this is 
supported by the robust latest non-farm payrolls reading.  This would suggest that policymakers should view the 
recovery as theirs to lose. 

·  Recent rises in the oil price have implications for both growth and inflation. In terms of growth, every recession 
since 1973 has been preceded by or coincided with oil price rises of 50% year-on-year. This would imply an 
average price of $117 per barrel throughout Q2. It is possible, however, that zero-interest rate policy may mean 
that the transmission mechanism of higher oil prices to growth is slightly different. One effect of lower interest 
rates is that it reduces the debt interest payments of consumers; the ratio of consumer financial obligations to 
disposable income is at its lowest level for fifteen years.  This may act to insulate the consumer from higher oil 
prices. Higher oil prices will, however, act as a drag upon net exports; they represent a deterioration of the terms 
of trade of the US. This is reflected by the tight correlation between oil prices and the US import price index. 
Despite robust export growth, net exports have actually contributed negatively to GDP growth suggesting that 
external balances are the key transmission mechanism of higher oil prices to the US economy. 

·  The US continues to experience a divergence between headline and core inflation. Higher oil prices have been 
the main driver of the recent uptrend in headline CPI; the latest reading rose to 3.2%. Despite headline pressure, 
the latest core inflation reading of 1.3% attests that underlying inflation remains benign.  Whilst estimates of the 
output gap are notoriously unreliable, a headline unemployment rate of 9% suggests that the US still possesses a 
significant amount of spare capacity. This should ensure that unit labour costs remain muted thereby precluding a 
wage-price spiral. Further to this, longer-term inflation expectations remain well-anchored.  The main upside risk 
to core inflation would be that an ongoing recovery in the labour market would push down rental vacancy rates 
thereby increasing rents (the largest single component of the CPI basket). This trend remains in its infancy and 
consequently, we would expect core inflation to remain at levels which should enable the Federal Reserve to 
continue reinvesting the principal repayments of maturing securities after the expiry of its QE2 programme.   
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Examining US Industrials  

·  US industrials have been one of the best performing sectors of the S&P in the past twelve months, returning 
18.5%. Such is the strength of the sector’s relative outperformance that there have been fears that – with 
valuations near cyclical highs and margins at industry peaks – the outperformance had run its course. Given the 
reasonably heterogeneous nature of the sector, in many ways this is true. Some of the early cycle names have 
begun to look expensive now that we are clearly through this initial cyclical upswing, defined by an ISM (Institute 
of Supply Management index) above 50 and rising. We now believe that we are in the mid-cycle phase where the 
ISM remains above 50 but begins to fall back. This does not constitute a perfect situation for industrial companies 
but remains, nonetheless, favourable. Analysis of the margin structure and composition of the sector, however, 
suggests that there is more juice to come, provided an ameliorative macroeconomic backdrop. As such we are 
overweight to the sector on a net basis (including underlying manager exposure). 

·  The investment thesis for US industrials is simple. It is a sector that we like because it has growth above GDP, it 
offers a good way to access faster growing emerging markets and the leading companies display strong pricing 
power and have enjoyed record margin expansion. There have been three central perceived headwinds faced by 
the sector. Firstly, that current high valuations would inevitably lead to a period of de-rating and subsequent 
underperformance; secondly, that the sector is vulnerable to a mid-cycle macro slowdown and; thirdly, that 
margins have peaked and would decline in a world of rising input costs and decreasing capacity. It seems that 
these fears have been over played. 

·  In terms of valuations, Figure 1  demonstrates that the industrials sector trades at a premium to the market but 
remains at a reasonable discount to the other high growth sectors, such as energy and health care. Industrials’ 
aggregate earnings expectations stand at +17% for the next two years (Figure 2 ), justified by the strong positions 
of companies in their end markets and their pricing power.  

·  High valuations have been supported by relative margin highs. This has been an area of significant contention but 
is supported by a structural improvement in margins through the last two decades as companies increase their 
efficiency levels (largely thanks to cost arbitrage with emerging markets), surprisingly low inventory levels 
supporting demand levels, and below average capacity utilisation – allowing companies to increase supply without 
adding capacity (and cost) – shown in Figure 3  and Figure 4  below. Where capacity has been added, it has been 
in low cost environments. Furthermore cost pressures, at least on a headline basis, are being passed through with 
relative ease by industrial companies. How sustainable this is, is yet to be seen but recent earnings releases 
indicate that it is.  

·  Valuations are further supported by a growing dynamic of M&A, which is likely to become more of a prevalent 
theme given the strength in corporate balance sheets, currently high free cash flow generation and cheap cost of 
debt. This is likely to be a theme of the mid-late cycle. 

·  Macro growth rates may slow from previously elevated levels but these companies remain some of the best 
exposed within the US market to secular growth themes. Growing US infrastructure spending, Japanese 
rebuilding and emerging market manufacturing upgrades are the most obvious of several demand tailwinds. 
Beyond the fundamental issues, a further crucial tailwind is the weakness of the US dollar. Its weakness on a 
trade weighted basis gives US industrials a key advantage in their end markets over competition from the euro 
zone and Scandinavia. 

·  The risks to this view remain largely macro driven, such as rolling over of growth rates, the sustainability of 
demand etc., and given the strong performance of the sector it is also vulnerable to some profit taking. Despite the 
risks, however, we view this as a sensible place to be exposed to risk in what is a reasonably uncertain equity 
world.  
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Figure 1 
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Figure 3 
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High Yield – Still Room for Return 

·  High yield has been the stand out asset class in terms of risk-adjusted returns over the last two years. Risk 
appetite turned upward in March 2009 and, since then, US equities have returned 92% with 19% volatility whilst 
high yield has matched this return but with only 4.5% volatility. Surely this is too good to last and allocations 
should be reduced? 

·  High yield is a cyclical asset class which, like equities, tends to disappoint during periods of financial stress and 
economic downturn. Whilst we believe that growth momentum waned over the first quarter, and that financial 
sector strength is a fragile plant, official policy mix worldwide is aimed at avoiding increased risk and diminished 
activity. As such we feel that structural underperformance is unlikely for high yield bonds. 

·  Our core belief is that interest rates will rise over the next two years in developed economies but that the pace of 
these rises will be slow given excess capacity and financial fragility. In this environment, the bid for yield in most 
guises, including high yield bonds, is likely to remain strong.  

·  Turning to specifics of valuation, figure 1  suggests that in terms of normal metrics that it is difficult to conclude 
that high yield is particularly expensive. 

Figure 1 – High Yield Summary 

 

 

 

 

 

 

 

 

 

 

 

 

 

·  Starting with spreads: Figure 2  shows that the Option Adjusted Spread for US high yield over treasury bonds is 
close to the average seen over the last 27 years.  At worst this could be construed as a neutral signal. Spreads 
compared to Investment Grade credit are slightly overbought and could best be regarded as an amber sign 
(figure 3 ). However, these spreads can go lower and remain thus for long periods during periods when financial 
conditions are loose (as was the case in 2004-2007). Loose financial conditions, as mentioned above, seem to be 
a reasonable assumption for now. 

Spreads  0 
Spreads over Treasuries 0 
Spreads over Investment Grade 0 
Spreads within the market 0 

Cyclicality  1 
Default rate 1 
Distressed 1 
Upgrades/downgrades 1 

Issuance  0 
Size of new issuance -1 
Quality of new issuance 0 
Use of proceeds 1 
Sector  breakdown 0 

Leverage  1 

Debt Maturity profile -1 

Good 1 
Neutral 0 
Warning -1 
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·  One possible bear signal for the glass half empty brigade is the risk of an increase in default rates. Figure 4  
suggests that these are low and history suggests that they will rise from the 2-3% level. Our sense is never say 
never but focus on fundamentals. A trawl through normal ratios suggests that if valuations are extended, issuer 
fundamentals will likely keep them so for a while yet. Thus leverage of high yield companies is low (figure 5 ), 
spread relative to risk is reasonable (figure 6 ) and interest coverage is above average (figure 7 ). 

·  Historically, high yield underperformance and rising defaults have been associated with issuance being focussed 
on a narrow spread of industries, low quality companies getting access to market, or funds being used for 
acquisitions rather than refinancing of existing obligations on improved terms. Figures 8-10 suggest that these 
risks are absent for now. Taking these risks together and looking at the current valuation of high yield suggests 
that there are limited reasons to reduce exposure at present.  

·  We take this analysis further in figure 11 . Here we have proxied five scenarios for returns, with the central case 
remaining unchanged but sees a slight rise in defaults and no change in yields. In scenarios 2 and 3 there is rate 
risk with a general rise in bond yields impairing returns significantly. Scenario 4 - the bull case - depends on strong 
cyclical tailwinds and Scenario 5 - the bear case, is based on outright recession and a rise in defaults. 

·  Taken together, the normal conditions for a bear market in high yield bonds- recession, poor quality issuance, 
rising defaults and extended balance sheets hardly exist. The outright bull case of accelerating economic growth 
after strong recovery over the last year seems more likely but at a low probability. The most likely case-no yield 
change and no spread change gives a reasonable annual return with the potential to exceed this return as 
investors chase income and spreads grind narrower. If we have seen the best of high yield, we are still some way 
from seeing the worst. Whilst there are good arguments, as we enter the last 10-15% of returns, for reducing 
exposure to illiquid credits there is a weak argument at best for abandoning the asset class. Stay tuned and stay 
invested is our view. 
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Figure 3 
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Figure 5 
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Figure 7 
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Figure 9  
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Figure 11 

 

 

 

 

 

 

 

 

 

 

Return Scenarios

Govt Bond Spread Default Loss High Yield

Starting Point 2.60% 4.70% 1.50% 7.30%

Scenarios Yield Change Spread Change Default Loss Retur n

1. As we are 0.0% 0.0% 1.5% 5.8%

2. Moderate Spread Widening 0.0% 1.0% 2.5% -0.8%

3. Moderate Cyclical Slowdown -0.5% 1.0% 2.5% 2.0%

4. Upside Risk 0.0% -1.0% 1.0% 14.7%

5. Downside Risk -0.5% 2.5% 4.9% -10.4%
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Category 

 

Local 

-1M Dollar  

Euro 

 

Local 

-3M Dollar  

Euro 

 

Local 

-12M Dollar  

Euro 
World -1.2 -0.9 -3.6 3.7 4.9 -0.8 9.4 14.0 8.7 
North America 0.1 0.1 -2.6 5.9 6.1 0.3 16.2 16.7 11.3 
     S&P 500 0.0 0.0 -2.6 5.9 5.9 0.1 15.6 15.6 10.3 
     Nasdaq 100 0.0 0.0 -2.7 4.8 4.8 -0.9 16.0 16.0 10.6 
    Canada 0.1 0.3 -2.4 5.6 7.9 2.0 20.4 25.6 19.7 
Japan -7.6 -8.6 -11.1 -2.2 -4.2 -9.5 -9.2 2.4 -2.4 
    Jasdaq -6.7 -7.5 -10.2 -1.9 -3.1 -8.3 -3.6 8.8 4.8 
Europe - MSCI -1.8 -0.8 -3.4 2.2 6.6 0.7 6.0 13.3 8.0 
     UK -0.8 -2.2 -4.9 1.0 3.4 -2.2 8.7 14.9 9.5 
    Europe ex UK -2.3 0.0 -2.6 2.7 7.9 2.0 5.3 13.1 7.9 
Asia Pacific 1.2 1.9 -0.4 2.0 1.8 -2.8 6.4 12.3 11.2 
Emerging Markets 4.3 5.9 3.1 0.7 2.1 -3.5 13.6 18.8 13.3 
    Asia 5.8 7.1 4.3 0.7 1.6 -4.0 16.1 19.6 14.0 
    Latin America 1.9 3.6 0.8 -1.0 0.9 -4.6 5.6 14.1 8.8 
    Europe 3.7 5.5 2.6 6.3 11.8 5.7 20.4 23.4 17.6 
          
Large Cap  -0.7 -3.3  4.9 -0.8  14.4 9.1 
Small Cap  1.4 -1.3  6.6 0.7  24.2 18.4 
Growth  0.0 -2.7  4.9 -0.8  16.2 10.8 
Value  -0.7 -3.3  5.5 -0.3  15.7 10.3 
          
BONDS          
US -0.1 -0.1 -2.7 -0.2 -0.2 -5.6 4.7 4.7 -0.2 
Germany -1.0 1.7 -1.0 -2.3 3.3 -2.3 1.0 5.9 1.0 
UK 0.4 -1.1 -3.7 -0.8 1.6 -4.0 5.2 11.1 6.0 
UK Index Linked 0.7 -0.7 -3.4 0.0 2.4 -3.2 6.5 12.6 7.3 
Japan 0.1 -1.0 -3.6 -0.6 -2.7 -8.1 2.0 15.0 9.7 
          
Investment Grade  0.7 -2.0  2.7 -2.9  7.1 2.1 
High Yield  0.7 -2.0  4.9 -0.9  14.2 8.9 
Emerging Market  1.3 -1.4  1.0 -4.5  8.7 3.6 
          
CURRENCIES          
Euro/$ 2.7   5.8   4.9   
Euro/£ 3.9   3.6   -2.0   
$/Yen 1.2   2.2   -11.3   

Notes: 1Price Index 

Indices 
Equities 
World – MSCI World 
North America – MSCI North America 
Canada – Toronto 300 
UK – FTSE All Share 
Europe Ex. UK- MSCI Europe Ex. UK 
Japan – Topix 
Asia Pacific – MSCI Asia Ex. Japan 
Emerging Markets – MSCI Emerging Mkts 
Large/Small cap – S&P Citigroup World 
Growth/Value – S&P Citigroup World 

Bonds 
US – JPM U.S. Govt. Bond Index 
Germany – JPM Germ. Govt. Bond Index 
Gilts – Fta Govt. All Stock 
UK Index Linked – Fta Brit. Govt. Index Linked 
Japan – JPM Japan Govt. Bond Index 
Investment Grade – Salomon Global Broad Index 
High Yield – Merrill Lynch Global Index 
Emerging market – JP Morgan EMBI 

Source: Thomson Datastream 
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 PE 

Price/ 
Normalised 
EPS��� �  

Dividend yield 
% P/Cashflow P/Book value 

Equity Risk 
Premium (3) 

IBES EPS 
Growth 
% 

IBES Revisions 
– Estimate 
Changes, % (4) 

IBES Revisions 
– Upgrade Rate, 
%(5) 

Equity Market 2010 2011 2012 Curr  Avg (2) Curr  Avg (2) Curr Avg (2) Curr  Avg (2) Curr  Avg (2) 2009 2010 +5 yr  2010 2011 2010 2011 

World 14.9 12.9 11.3 14.1 21.3 2.7 0.0 8.5 0.0 2.0 0.0 6.6 2.3 15 14 13 8 12 0.1 1.0 

US 16.1 13.7 12.1 18.1 0.0 1.9 0.0 10.9 0.0 2.6 0.0 4.3 0.0 17 14 11 29 31 2.5 2.4 

Japan 14.2 11.3 10.6 23.7 50.8 2.7 0.0 4.7 0.0 1.0 0.0 3.1 -0.6 26 13 23 -24 -10 -13.1 -3.0 

Europe 12.7 11.2 10.0 19.7 18.3 4.1 0.0 7.2 0.0 1.7 0.0 6.1 2.6 13 13 12 -6 -4 -0.3 -0.2 

Europe ex UK 12.8 11.6 10.2 13.0 20.0 4.2 0.0 7.0 0.0 1.6 0.0 6.5 3.2 10 14 12 -8 -5 -1.0 -0.5 

Germany 12.0 11.4 9.9 14.5 21.1 4.0 0.0 4.4 0.0 1.8 0.0 6.1 2.6 6 15 10 24 30 -0.3 1.2 

France 11.8 10.5 9.4 10.4 22.6 4.6 0.0 4.2 0.0 1.5 0.0 8.8 3.8 13 11 10 -3 -6 1.2 0.7 

UK 12.6 10.6 9.6 11.6 15.4 3.8 0.0 7.6 0.0 1.8 0.0 7.7 4.0 19 10 14 2 0 1.0 0.5 

Australia 16.1 13.7 11.7 15.3 17.0 5.7 0.0 9.7 0.0 2.0 0.0 5.8 3.4 17 8 14 -30 -32 -0.6 1.4 

Asia ex Japan 14.7 12.7 11.2 15.6 16.2 2.4 0.0 10.6 0.0 2.4 0.0 5.6 3.9 16 14 17 0 4 1.2 0.4 

Latin America 12.8 11.3 10.2 20.1 14.8 2.6 0.0 9.1 0.0 2.6 0.0 4.2 6.0 14 10 14 -17 -11 -0.1 -1.2 

Emerging Europe 8.8 7.6 7.0 15.2 20.5 2.3 0.0 5.5 0.0 1.6 0.0 5.4 3.1 17 8 n.a -27 -15 6.5 7.0 

Note: (1) Source IBES. (2) All averages are 1984- where available. (3) Equity Risk Premium is versus US real interest rates. (4) "Est changes" is number up-down/forecast changes. (5) "Upgrade rate" is change to 

earnings level in past 3 months.  
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 Price to book value Price to cash earnings Price to earnings Dividend Yield % 

 Current Trend Current Trend Current Trend Current Trend 

Energy  ��� � ��� � ��� � ��� � ���� � ���� � ��� � ��� �
Materials  ��� � ��� � ��� � ��� � ���� � ���� � ��� � ��	 �
Industrials  ��	 � ��� � ��� � ���� � ���	 � ���� � ��� � ��� �
  Capital Goods ��� � ��	 � ���	 � ���	 � �
�� � ���
 � ��� � ��� �
  Commercial Services & Supplies ��
 � ��� � ���� � ���� � ���
 � ���� � � �� � ��	 �
  Transportation ��� � ��� � 
�� � 
�
 � �	�� � ���
 � ��� � ��
 �
Consumer Discretionary  ��� � ��	 � ��� � ���� � ���	 � ���� � ��� � ��� �
  Automobiles & Components ��� � ��
 � ��
 � ��	 � ���
 � ���� � ��� � ��� �
  Consumer Durables & Apparel ��
 � ��� � ��� � ���� � ���� � �
�	 � ��� � ��� �
  Hotels Restaurants & Leisure ��� � ��� � ���� � ���� � ���
 � ���� � ��� � ��� �
  Media ��� � ��� � 
�� � �
�� � �
�� � 	��� � ��� � ��� �
  Retailing ��� � ��� � ���
 � ���� � �
�	 � ���� � ��
 � ��� �
Consumer Staples  ��� � ��� � ���� � �	�� � ���	 � ���� � 	�� � ��	 �
  Food & Drug Retailing ��� � ��� � 
�� � ���
 � ���	 � ���� � ��
 � ��
 �
  Food Beverage & Tobacco ��� � ��� � ���� � ���� � �	�� � ���� � ��� � ��	 �
  Household & Personal Products ��� � ��� � ���� � �
�� � �
�� � ���� � ��� � ��� �
Health Care  ��� � ��� � ���� � ���� � ���� � ���� � ��� � ��� �
  Health Care Equipment & Services ��� � ��� � ���
 � ���� � �	�� � ���� � �� � � ��
 �
  Pharmaceuticals & Biotechnology ��� � ��	 � ���
 � �
�
 � ���
 � ���� � ��� � ��� �
Financials  ��� � ��� � ���� � ���� � �	�� � ��� � ��� � ��� �
  Banks ��� � ��� � �� � ��� � ���� � �
�� � ��� � ��� �
  Diversified Financials ��� � ��� � ���� � ���� � ���� � �	�	 � ��� � ��� �
  Insurance ��� � ��� � �� � 
�� � ���� � ���
 � ��� � ��� �
  Real Estate ��� � ��� � ���
 � �	�� � ���� � ���
 � ��� � ��� �
Information Technology  	�� � ��� � ���� � ���� � ���	 � ���� � ��� � ��� �
  Software & Services ��� � 
�	 � ���� � �	�
 � �
�� � �	�� � ��� � ��� �
  Technology Hardware & Equipment ��� � ��
 � ��� � �	�
 � �	�� � ���� � ��
 � �� 
 �
Telecommunications Services  ��� � ��� � ��� � ��� � �	�� � 	��� � ��� � 	�� �
     Diversified Telecommunications ��
 � ��� � ��� � ���� � ���� � �
�	 � ��� � ��� �
     Wireless Telecommunications ��� � ��
 � ��� � 	�
 � ���
 � � ���� � 	�� � ��	 �
Utilities  ��	 � ��� � ��� � ��� � ���� � ���	 � ��� � 	�� �

 � � � � � � � �
Total Market  ��� � ��� � ��� � ���� � ���� � ���� � ��� � ��� �

Price to book, price to cash earnings, price to earnings and dividend yield figures are top-down sector aggregates; the trends are 20 year historic means. For Food & Drug Retailing, Food, Beverage & Tobacco, 

Household & Personal Products, Health Care Equipment & Services, Pharmaceuticals and Biotechnology, Diversified Telecoms and Wireless Telecoms, all top-down trends are 6 year historic means. This is due to the 

non-existence of these sector classifications under old MSCI aggregation. In these cases only the history available under current classifications has been used. For Financials and Diversified Financials, the price to 

cash earnings trends are 6 year historic means, as the old MSCI aggregation did not generate figures for these multiples. Bottom-up valuations Implied growth figures are annual percentage growth rates derived from 

bottom-up, company-specific calculations; the trends are 12-year historic means. 



 

 

45  

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Services 
Authority.  Registered office: 33 King William Street, London, EC4R 9AS.  Tel: 020 7743 3000.  Registered in England 
No. 2020394.  For your protection telephone calls are usually recorded.  BlackRock is a trading name of BlackRock 
Investment Management (UK) Limited. 
 
Past performance is not a guide to future performance.  The value of investments and the income from them can fall 
as well as rise and is not guaranteed.  You may not get back the amount originally invested.  Changes in the rates of 
exchange between currencies may cause the value of investments to diminish or increase.  Fluctuation may be 
particularly marked in the case of a higher volatility fund and the value of an investment may fall suddenly and 
substantially.  Levels and basis of taxation may change from time to time. 
 
Any research in this document has been procured and may have been acted on by BlackRock for its own purpose.  
The results of such research are being made available only incidentally.  The views expressed do not constitute 
investment or any other advice and are subject to change.  They do not necessarily reflect the views of any company 
in the BlackRock Group or any part thereof and no assurances are made as to their accuracy. 
 
This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any 
BlackRock funds and has not been prepared in connection with any such offer. 
 
This material is for distribution to Professional Clients (as defined by the FSA Rules) and should not be relied upon by 
any other persons. 

©2011 BlackRock, Inc. 

 

 

 

 

 

Abbreviations: 

MSCI – Morgan Stanley Capital International 
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