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FROM OUR CIO

Vassilis Papaioannou 
CIO

Markets expect 
more clarity on US 
tax and trade policy 
within the next few 
months.

The French 
presidential 
elections will trigger
repricing across
asset classes.

The most efficient 
approach to unlock 
profits is active 
diversifcation.

The first three months of 2017 delivered generous returns 
for investors in developed and emerging equity markets.   

Government bond yields reached new 
12-month highs during the quarter only to fall 
back because of a dovish hike by the Fed, the 
ECB being reluctant to taper any further, and 
a dangerous mix of political and geopolitical 
developments. Commodities proved a 
mixed bag, with precious metals bouncing 
back, while copper and energies were in 
consolidation mode.

The key takeaway from the first quarter is 
that the major consensus trades (US dollar, 
financials, industrials) underperformed despite 
the popularity of the reflation theme in most 
strategists’ research notes. The reflation 
theme not only remains intact, but we expect 
global growth to accelerate in line with 
healthy inflation. Consumer spending remains 
strong, global manufacturing and industrial 
production readings foreshadow positive 
developments in the global gross domestic 
product. In this context, our main theme for 
the second quarter - and most probably for 
the remainder of the year - is long equities / 
short bonds, with the Eurozone being one of 
our favourites geographies.

Several events are important this quarter from 
political and economic perspectives. First 
and foremost: the outcome of the French 
presidential elections will trigger repricing 
across asset classes. We remain optimistic and 
confident that a pro-Euro, pro-free market 
candidate will win and this will favour our 
long European equities / short German bunds 
investment theme.

On the other side of the Atlantic, the Trump 
administration has now experienced first-hand 
the power of Congress to apply checks and 
balances to the Presidency. With immigration 
and healthcare already between a rock and 
a hard place, financial markets expect more 
clarity on tax and trade policy within the next 
few months. Tax reform, regulation roll back, 
as well as more visibility on international 
trade relations will directly impact consumer 
spending, the labour market and the financial 
sector of the largest economy in the world. 
Upcoming G7 and G20 summits, an OPEC 
meeting, Iran’s presidential elections, as well 
a Federal Open Markets Committee meeting 
and the legislative actions of Congress to 

avert government shutdown will likely provide 
more fuel to the reflation trade and create 
more volatility in global markets.

Our risk-on approach is not blindsided by 
the current political or geopolitical risks, 
nor by the discrepancy between current 
growth trends and expectations reflected 
by consumer or business surveys. We 
remain active in our approach: always trying 
to identify investment opportunities and 
avoiding myopia. The next step up in terms 
of risky assets will require an alignment 
of positive developments on political, 
macroeconomic and fundamental levels. It is 
likely that the old saying “sell in May and go 
away” will prove prescient, but it is equally 
likely that specific trends in bond or equity 
markets are just beginning to play out.

Our investment philosophy is that where 
there is risk, there is opportunity. The most 
efficient approach to unlock profits is active 
diversification on three levels: asset class, 
strategy, and time. A portfolio that uses a 
multi-asset approach and employs different 
strategies (directional, market neutral, 
systematic, fundamental) on different trading 
time horizons increases the probability of 
financial longevity significantly.

Staying true to this concept of three-level 
diversification, we have substantially increased 
the number of investment ideas we present 
this quarter: from the 18 we had in the last 
outlook to 32 in this one. We offer ideas 
across asset classes (global or regional, 
thematic or factor-based), across strategies 
(conventional single securities selection, long/
short, or systematic) and across time horizons 
(from three to 12 months).

As ever, we’re committed to our investors 
and our readers – and that means consistently 
delivering unconstrained investment 
expertise.

Enjoy the read,

Vassilis Papaioannou
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SCORECARD

A review of how the views and ideas from our Q1 2017  
investment outlook performed.

Asset class Description Q1 performance, %: 
January - March 2017

INVESTMENT IDEAS

Equities Implement Developed Market Smart Beta strategies 2.02
Buy global financials 5.80
Buy global infrastructure 4.12
Buy emerging markets (Russia, Brazil and India) 9.99
Buy Sweden / Sell Norway 2.01
Buy Switzerland / Sell UK 0.72

Fixed income Buy Bobl vs. Buxl 3.01
Buy credit single lines 2.43
US interest rates 1.50
UK inflation - RPI 1.30
US inflation trade 0.75
Buy exotic bonds 1.94

Commodities Buy copper 6.57
Oil income note 4.00
Buy wheat / Sell soybean 2.65
Buy silver / Sell gold 5.78

Currencies Buy dollar index -0.95
Buy emerging markets (BRL & RUB) 6.34

 Positive    Negative
Source: Bloomberg and Dolfin research, March 2017
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OVERVIEW OF ASSET CLASSES

EQUITIES   

UK 	Neutral The first cracks in consumer strength, together with a slowdown in investment and the overhang 
of political uncertainty during Brexit talks should prevent UK equities from reaching new highs.

Eurozone 	Positive European stocks still have room to outperform based on fair valuations, strong and steady 
macroeconomic fundamentals, and the ongoing quantitative easing programme.

US 	Positive Stretched valuations will increasingly weigh on equities, despite strong macroeconomic data, 
solid job growth and optimistic small business and consumer surveys. With equities at all-
time highs, stock picking takes centre stage in the investment process.

Emerging 
markets

	Positive We are broadly positive on the emerging market space, given our neutral stance on the US 
dollar and the robust growth rates in the emerging markets space. We particularly favour India, 
Russia, Thailand, Malaysia, and Indonesia.

FIXED INCOME   

Government 
bonds

	Negative From a yield standpoint, US treasuries look relatively attractive, although we see government 
bond yields as set to rise for most core markets. As such we remain cautious overall, especially 
in longer maturities in Europe.

Investment 
grade bonds

	Neutral US investment grade bonds look expensive from a spread perspective, in spite of relatively 
attractive headline yields.  US IG spreads remain in line with European IG despite the 
increasingly late cycle business behaviour emanating from US issuers. In Europe, the risk of 
an ECB “taper” looks set to rise in 2017, which would be negative for the segment. In GBP, 
interest rate risks remain contained for now and the BoE is forced to remain accommodative 
subject to macro and political developments. 

High yield 
bonds

	Positive Short dated global high yield bonds offer attractive valuations. Healthy economic growth, a 
bullish tone in equity markets and a recovery in energy prices should support the space. Longer 
dated bonds offer an attractive carry although spread upside is limited from current levels. 

COMMODITIES
  

Oil 	Positive The announced IPO of Saudi Aramco sets the bar high for crude oil prices. The improving 
demand from DM and EM countries together with a possible extension of OPEC production 
cuts could lead to a new, higher range.

Industrial 
metals 

	Positive Industrial metals should continue to move higher in the first quarter, driven by increased 
demand from consuming industries as well as more favourable supply-demand dynamics.

Gold 	Negative We foresee a continued downward trajectory for gold, led by a hawkish US Fed and improving 
fundamentals in previously vulnerable regions. 

CURRENCIES   

US dollar 	Neutral The post-Trump rally in the dollar looks to have come to a halt mainly due to the inability of 
the Trump administration to deliver on its promises on the key pre-election themes. The Fed 
remaining on a hiking cycle should provide support, but new highs seem unlikely. 

Euro 	Positive A pro-Euro elected French president together with hints of hawkishness by the ECB could 
lead the EUR higher versus its main trading partners.

British pound 	Negative The pound shall remain between a reluctant to act BoE and a weakening economy during the 
Brexit negotiations with the latter weighing more on the currency.

Japanese yen 	Negative Interest rate differentials (versus other developed markets) and the BoJ’s commitment to 
boosting exports and corporate profitability point to a weaker yen.

Emerging 
markets

	Positive We are positive on Mexican peso, Malaysian ringgit, and Thai baht mainly due to improving 
macroeconomic data in the corresponding countries.
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INVESTMENT IDEAS FOR Q2 2017

Asset class Idea Description Expected returns  
(%, p.a.) 

Risk grade  
(1 - 5)

Implementation

Fixed income Sell German 
government  
10-year bonds

Short position on German 10-year 
government debt

4-6 4 Futures

Fixed income Buy flattener in 
US government 
bonds

Buy US 2-year Treasuries / Sell US 
10-year Treasuries

4-6 4 Futures / bonds

Fixed income Buy (US treasuries 
+ UK gilts) / Sell 
German bunds

Buy US and UK 10yr debt / Sell 
German 10-year debt

4-6 4 Futures / bonds

Fixed income Buy high yield 
(momentum)

Buy selective single bonds from 
global high yield issuers

4-6 3 Single Bonds

Fixed income Buy non-rated 
/ high yield 
commodity 
credits

Buy single bonds with a focus on 
commodity-related credits

4-6 3 Single Bonds

Fixed income Buy global 
investment grade 
bonds

Buy single bonds within global 
investment grade

1-3 2 Single Bonds

Fixed income Fed funds Futures trade playing Fed rate 
hiking cycle

1-3 2 Futures

Fixed income Buy UK credit Buy single bonds within UK credit 4-6 3 Single Bonds

Fixed income Buy exotics Buy single bonds within preferred 
exotic / frontier markets

4-6 3 Single Bonds

Fixed income Buy emerging 
markets

Buy single bonds within preferred 
emerging / markets

4-6 3 Single Bonds

Fixed income US inflation Structured product offering fixed 
coupon should inflation remain 
above 1.5%

5 2 Structured 
Product

Equities US smart beta 
strategy

A basket of single stocks utilising 
our smart beta investment tool

8-10 3 Single Stocks

Equities European Smart 
Beta Strategy

A basket of single stocks utilising 
our smart beta investment tool

8-10 3 Single Stocks

Equities UK Smart Beta 
Strategy

A basket of single stocks utilising 
our smart beta investment tool

8-10 3 Single Stocks

Equities Asia Smart Beta 
Strategy

A basket of single stocks utilising 
our smart beta investment tool

8-10 3 Single Stocks

Equities Buy global 
defence

Basket of single stocks capturing 
the theme of growing global 
defence spending 

8-10 3 Single Stocks

Equities Buy global 
financials

Basket of single stocks with a focus 
on the financial sector

8-10 4 Single Stocks

Equities Buy global 
income

Basket of global single stocks with a 
focus on income generation

6-8 3 Single Stocks

Equities Buy European 
preferred sectors

Basket of European single stocks 
in preferred sectors, set to benefit 
from an improving economic 
environment

10-12 3 Single Stocks
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Currencies CommoditiesIdeas

Equities Fixed income

INVESTMENT IDEAS FOR Q2 2017

Asset class Idea Description Expected returns  
(%, p.a.) 

Risk grade  
(1 - 5)

Implementation

Equities Thematic - "Brexit 
M&A"

Basket of UK single stocks susceptible 
to heightened M&A activity

10--12 4 Single Stocks

Equities Thematic - "fade 
Trump"

Basket of ETFs capturing sectors/
themes that have been hurt by 
President Trump

6--8 4 ETFs

Equities Buy emerging 
markets

Basket of ETFs in preferred 
emerging markets; India, Russia & 
South Africa

6--9 4 ETFs / Futures

Equities Buy Asia 
emerging 
markets

Basket of ETFs in preferred Asian 
emerging markets; Thailand, 
Malaysia and Indonesia

6--9 4 ETFs

Equities Buy Europe / Sell 
Dow Jones

Pair trade based on the 
outperformance of the Euro Stoxx 
versus the Dow Jones

6--8 2 ETFs / Futures

Equities "Twin Win" - S&P 
500

Structured note based on increasing 
volatility in US equity markets

15 3 Structured 
Product

Equities Sell US volatility 
(VXX) on a 
hedged basis

Options trade based on declining 
volatility in US equity markets

10 3 CFDs / Options

Commodities Energy pair trade 
(sell Crude / buy 
Brent)

Pair trade based on the 
outperformance of crude oil versus 
gasoline

4--6 3 ETFs / Futures

Commodities Oil - options 
based strategy

Options trade based on 
rangebound trading of oil

10 4 Options

Commodities Buy metals 
(aluminium, 
copper, platinum, 
nickel)

Basket of favoured metals; 
aluminium, copper, platinum and 
nickel)

8--10 4 Futures

Commodities Buy agriculture Buy agriculture ETF 6--9 4 ETF

Commodities Thematic – El 
Niño 

Buy commodities susceptible to 
price rises as a result of El Niño

6--9 5 ETFs

Commodities Commodity 
basket

Structured product linked to 
positive return of commodity basket

8--17 4 Structured 
Product
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UNITED KINGDOM
The UK economy has shown remarkable resilience since 
Brexit, but weakness may lie around the corner. 

The economic picture has remained surprisingly strong since June, when the British opted to 
leave the European Union. GDP increased 0.7 per cent in the fourth quarter on a quarter-on-
quarter (QoQ) basis and 1.9 per cent on a year-on-year (YoY) basis. Of particular note were 
export numbers, showing that a weakening currency continues to act as a positive tailwind. 
In the fourth quarter, exports climbed 4.6 per cent, following a drop of 2.1 per cent in the 
third quarter. Industrial production has held steady, as has expansionary manufacturing and 
services activity, which have both pointed to continued growth. March manufacturing and 
services PMI numbers were 54.2 and 55.0 respectively. This positive trend has provided relief 
to policy makers, especially given the upward growth revisions of the Bank of England and the 
International Monetary Fund at the beginning of the year.

Yet despite a level of resilience seen so far in the economy, certain data is beginning to stutter 
and we foresee a slowdown in the economy for 2017.

UK GDP, Dolfin forecast

UK GDP components (% change, QoQ) Q2 2016 Q3 2016 Q4 2016 Q1 2017,  
Dolfin forecast

Q2 2017,  
Dolfin forecast

Private consumption 3.0 2.6 2.9  

Fixed capital formation 0.1 -0.1 1  

Government spending 1 0.3 0.4   

GDP 1.7 2 1.9  

Our forecast shows directional move from previous value and does not target the magnitude change 

Source: Bloomberg, Dolfin research, April 2017

In the chart below, we show UK GDP YoY against the lagged path of the yield differential 
(spread) between the 10-year UK government bond and 3-month UK Libor rate, which acts 
as a predictive variable. The GDP rate and (lagged) spread have historically shown a strong 
correlation; as the spread moves downwards, this could act as a warning sign that GDP will 
begin to trend lower.

UK GDP vs. UK 10yr-3m spread (lagged) 

UK GDP YoY (%) UK 10 yr-3m ield spread (lagged)
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Source: Office for National Statistics, Dolfin research, April 2017 

MACRO OUTLOOK
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One of the most obvious signs of a slowdown in data has been in retail sales. Despite a more 
positive number in February (4.1 per cent year-on-year), the trend has been downwards – and 
this at a time when consumer confidence is pointing to a weakening trend (the GfK Consumer 
Confidence Index remained at -6 in March, down from -5 at the start of the year). In the chart 
below, our autoregressive model forecasts that retail sales shall fall from current levels over the 
coming quarter.

UK retail sales YoY, Dolfin forecast

UK retail sales YoY Dolfin forecasting model
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Source: Bloomberg, Dolfin research, April 2017

Past performance is not a guide to future performance.

Against the backdrop of a turn in data, we expect the Bank of England to continue to adopt 
a dovish approach to monetary policy, with interest rates maintained at 0.25 per cent and a 
continuation of their corporate bond purchasing programme.

As demonstrated by the multi-decade lows seen in the unemployment rate, which fell to 4.7 per 
cent in January, this easing has helped support the economy; however, our expectation is that the 
BoE will increasingly find itself between a rock and a hard place as data starts to weaken at a time 
when inflation remains elevated. Indeed, in February, inflation increased to 2.3 per cent YoY, the 
highest level in over three years, exceeding the central bank’s stated target of 2 per cent.

While the BoE is stuck in a balancing act between weakening data and rising inflation, our 
main inflation model for UK RPI suggests an easing of the upward movement over the coming 
quarters. The RPI model is based on the lagged fluctuations of the GBPUSD exchange rate. 
Given our expectation that inflation will begin to slow in the second quarter, this lends support 
to the view that the BoE will maintain a dovish stance.

UK RPI YoY, Dolfin forecasting model

UK RPI YoY Dolfin forecasting model

Mar
2011

Mar
2012

Mar
2013

Mar
2014

Mar
2015

Mar
2016

Mar
2017

Sep
2017

% change  
6

5

4

3

1

0

2

Source: Bloomberg, Dolfin research, April 2017 
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Adding to this view, we expect Brexit negotiations to act as a force keeping the BoE on 
the sidelines with respect to policy action. This view is predicated on our expectation that 
European leaders will adopt a harsh tone in negotiations in what is an important election year 
in key countries such as France and Germany. In such an environment, we expect the BoE to 
err on the side of caution with respect to monetary policy, which should in turn add pressure 
to the British pound.

Quantifying our expectations for the currency, we draw on two FX forecasting models; one for 
GBPUSD and one for GBPEUR. The first is based on gilts as a predictor and delivers a negative 
view for the coming quarter. The second model is based on the lagged impact of GBPUSD and 
also produces a negative forecast.  

GBP / USD exchange rate vs. Dolfin forecasting model

GBP USD Dolfin forecasting model
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Source: Bloomberg, Dolfin research, April 2017 

GBP / EUR exchange rate vs. Dolfin forecasting model

GBP EUR Dolfin forecasting model
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Source: Bloomberg, Dolfin research, April 2017 

Against the increasingly negative view on both the economy and currency, we take a neutral-
to-negative view on price action in UK gilts for the coming quarters. Such a view is driven by 
expectations that gilt yields will, at least partially, move upwards in line with rising yields in 
both the US and Europe. Supporting this view, we show a UK gilts forecast, that incorporates 
impulses from fixed capital formation and the equity market and suggests modest price 
declines over the coming quarters.
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UK gilts vs Dolfin forecasting model

UK Gilts Dolfin forecasting model
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Source: Bloomberg, Dolfin research, April 2017 

In equity markets, the momentum this year has been moderately positive, with the FTSE 100 
trading up in low single digits amidst further clarity on the government’s Brexit plan and steady 
earnings growth. However, we expect this trend to moderate. The FTSE 100 has historically 
traded in line with GDP, and the average course of economic activity (in this case, lagged) acts 
as a good predictor for the equity market. Given the slowing momentum in (lagged) GDP 
growth, this could act as a warning signal for the UK equity index.

FTSE 100 vs UK GDP QoQ 3m rolling avg. (lagged) 

FTSE 100 UK GDP QoQ 3m rolling average (lagged) (RHS)
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Source: Nationwide, Dolfin research, April 2017 

Adding to this view, the FTSE 100 has broadly traded in line with UK retail sales. Once again, 
given the divergence in the two data points, this could act as a sign that the FTSE has limited 
upside from current levels (as expressed in the chart below).
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FTSE 100 vs. retail sales

FTSE 100 UK retail sales YoY (RHS)
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ASSET CLASSES: MACRO VIEW
Equities 	Neutral   – We expect weakening data to act as a restraint on upside to equities over the 

coming quarter, at a time when the pass-through effects of the weakening 
currency start to fade.

Fixed income: 
Government 
debt

	Neutral   – Although a dovish BoE should support prices, yields should partially trade in 
line with the US and Europe resulting in overall neutral price action.

Fixed income: 
Corporate 
debt

	Neutral   – Interest rate risk, together with an accommodative BoE, will set a muted tone for 
investment grade spread performance.

Currencies 	Negative  – We expect the pound to start weakening as Brexit uncertainty and slowing 
fundamentals undermine the case to hold the currency.
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UK property market overview
As seen in late 2016, the UK residential property market remains resilient in spite of growing 
uncertainty surrounding the upcoming Brexit negotiations. In January, UK property transactions 
increased 0.3 per cent YoY, a surprise given that property sales were relatively strong in the first 
quarter of last year on the back of pull-forward activity ahead of the stamp duty hike in April.

Health in the housing market has been mirrored by recent growth predictions made as part of 
the UK budget, where the Office for Budget Responsibility announced a forecast 4 per cent 
growth rate in 2018.

The resilience in house prices can be seen in the chart below, which shows that although not 
growing, UK housing has broadly stabilised. The chart also shows the growing price divergence 
between house price growth in greater London and the UK more broadly, a phenomenon, 
which began mid-way through 2016. 

UK asking prices YoY vs. Greater London asking prices YoY

UK Rightmove National Asking price YoY UK Rightmove Greater London Asking price YoY
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Source: HM Revenue and Customs, Dolfin research, April 2017 

The healthy demand in UK property is matched by an upward trajectory in housing starts and 
mortgage approvals, both meaningfully above 2008 levels, and showing little fallout from 
Brexit uncertainty.

BoE mortgage approvals vs. UK housebuilding starts

BoE mortgage approvals UK housebuilding starts (RHS)
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Source: Bloomberg, Dolfin research, April 2017

Against this fairly robust backdrop, we note that the listed UK property index - in this case 
expressed through an ETF, iShares UK property ETF (IUKP), which provides exposure to 80 
per cent of all UK REITS - has been discounting future resilience of the UK housing market 



dolfin.com14 | Dolfin Quarterly Investment Outlook - Q2, 2017 

for several years, having reached highs in 2015. This trend, as of yet, has not aligned with 
other metrics of economic health – this is encapsulated in the chart below, which shows UK 
employment at multi-year highs.

UK listed property index (IUKP) vs. UK employment (RHS) 

UK listed property index (IUKP) UK employment % (RHS)
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Source: Bloomberg, Dolfin research, April 2017

This divergence could be regarded as a warning signal for UK property; as the first signs of 
economic growth begin to falter, this could put pressure on property prices. That being said, if 
economic data continues to show resilience, we would expect listed property to move higher.

With this dynamic in mind, we do not expect a meaningful price movement (upside or 
downside) from current levels and expect listed property market (and property more broadly) 
to remain supported – since June, support has been driven by depreciation of the currency, 
drawing international buyers into the market.

UK listed property index (IUKP) vs. GBPUSD

UK listed property index (IUKP) GBP USD (RHS)
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Source: Bloomberg, Dolfin research, April 2017

Tempering the moderately benign outlook for UK property, there is a growing concern around 
affordability, particularly in London, where despite a slowdown in growth, property continues 
to remain meaningfully less affordable than elsewhere across the country. In the chart below, 
we show the listed property index (again, using the IUKP ETF) against affordability indices, 
which looks at mortgage payments as a percentage of take-home pay for first-time buyers – in 
London, this ratio has moved from 50 per cent of take-home pay to over 65 per cent in the 
space of Five years.
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UK listed property index (IUKP) vs. property affordability indices

UK listed property index (IUKP) Nationwide UK affordability index (RHS) Nationwide London affordability index (RHS)
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Although we do not envisage a scenario where London’s international cachet subsides 
meaningfully, we do expect prices to move lower in London, partly driven by the large 
discrepancy in affordability seen across regions.

To conclude, we maintain a pragmatic view on the UK housing market and expect minimal 
correction in house prices, driven both by robust fundamentals as well as a supportive central 
bank. In our final chart, we forecast the most common UK mortgage type, 2-year fixed 
(inverted) against the lagged effect of the listed UK property index. Should the forecast be 
proven correct, the BoE will maintain an accommodative position for UK borrowers – this in 
turn, should also help sustain UK property prices.

UK listed property index (IUKP) (lagged) vs. UK 2yr fixed mortgage (inverse) 

UK listed property index (IUKP) (lagged path) UK 2 yr fixed mortgage (inverse) (RHS)
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EUROPE
The European economy is showing broad-based strength 
both in core and periphery.

European countries are beginning to show signs of broad economic strength, including those 
‘laggards’ that have failed to match Germany’s growth rates in recent years. GDP has expanded 
at a moderate pace in France and Italy (0.4 per cent and 0.2 per cent QoQ respectively) while 
in Spain expansion has been more meaningful (0.7 per cent QoQ). Although on a year-on-year 
basis, growth has been more moderate, the trend has been upwards.

We expect this to continue, with growth across all components to GDP. The DAX (Germany 
equity index) is discounting positive developments for the Eurozone economic activity with 
GDP, having rallied over the past quarter.

European GDP, Dolfin forecasting model

Eurozone GDP components (% change, QoQ) Q2 2016 Q3 2016 Q4 2016 Q1 2017, 
Dolfin Forecast

Q2 2017,  
Dolfin Forecast

Private consumption 1.9 1.8 1.9  

Fixed capital formation 3.8 2.4 5.1   

Exports 2.5 2.7 3.8   

GDP 1.6 1.8 1.8  

Source: Bloomberg, Dolfin research, April 2017

DAX index vs European GDP

DAX index European GDP YoY (RHS)
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Elsewhere, PMI levels have continued to point to expansion, with manufacturing activity 
continually strong in both the core and periphery; in the latest PMI numbers for February, all 
major European economies posted healthy numbers.
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European manufacturing PMI (the number above 50 indicates expansion) 

Country Q2 2016 Q3 2016 Q4 2016 Q1 2017

Germany 54.4 52.8 55.2 57.1

France 49.7 52.7 53.1 56.8

Italy 52.6 51.1 52.9 54.2

Spain 55.7 54.1 55.5 56.8

Source: Bloomberg, Dolfin research, April 2017

As was the case in the previous quarter, the periphery continues to outperform versus Germany. 
Taking Spain as an example, industrial production jumped 6.9 per cent in January (despite a 
slight fall in February), although both exports and imports posted healthy gains in the fourth 
quarter (2.0 per cent and 1.8 per cent respectively QoQ).

In light of this more encouraging picture (both in Spain and more broadly), the European Central 
Bank has slowly started to alter its policy language in acknowledgment that economic risks have 
receded; at the March ECB meeting, President Mario Draghi, said the bank did “not anticipate 
that it will be necessary to lower rates further”. In doing so, Draghi and the ECB opened the door 
to both rate rises and tapering of its highly accommodative bond-buying programme. 

Supporting this phenomenon has been the steady rise in Eurozone inflation, which has reached 
new highs in recent months. Although Italian and French CPI have risen at a more subdued 
pace (1.6 and 1.3 per cent YoY respectively in February), in Spain and Germany the pace has 
been more meaningful (3.0 and 2.2 per cent YoY respectively in February). Whereas preliminary 
inflation figures in March have shown a weakness to this trend, our forecasts suggest that 
inflation should continue rising over the next quarter. In the chart below, we use the German 
bund and crude oil prices as explanatory variables in our forecasting tool – this chart indicates 
further upside to inflation.

European CPI YoY vs. Dolfin forecasting model
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With a steady growth in inflation and shifting policy rhetoric emanating from the ECB, we would 
note potential implications for the Euro over the course of the next quarter, particularly once 
political risks subside in the second half of Q2.

Using a proprietary forecasting model, which is reliant on inflation and crude oil, we expect EUR 
to remain under pressure over the near term, prior to bouncing back and moving towards 1.10, 
in line with French election uncertainty prior to 7 May.

EURUSD vs. Dolfin forecasting model

 EUR USD Dolfin forecasting model
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Turning to fixed income, inflation has been a good indicator of future bond yields, as shown in 
the chart below – according to the direction of European CPI, we would expect the yield of the 
German 10-yr (Bund) to rise (i.e. prices to fall) in line with rising inflation.

European CPI vs. Bund yield
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Overall, we maintain a neutral-to-negative view on fixed income price returns over the coming 
quarter. Given positive economic fundamentals and healthy inflationary pressures (as above), the 
excessively dovish policy of the ECB has come into question, despite Draghi remaining steadfast 
in his defence of the ECB’s monetary policy. Although we do not expect stimulus to be altered 
over the coming quarter, we do see the dynamics as having turned a corner within Europe and 
expect limited price appreciation from hereon in (assuming no surprises in the French election).

In the forecast below, we use EURUSD and EU consumption as variables, comparing to the Bund 
price. The forecast suggests that prices should remain at current levels over the coming quarter, 
with risk to the downside (i.e. rising yields).
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Bund price vs. Dolfin forecasting model

 Bund price Dolfin forecasting model
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Looking more closely at fixed income, we also see scope for further steepening on the German 
government bond curve. Although the ECB continues to purchase securities yielding below the 
deposit rate, we expect shorter dated core bonds to outperform as longer dated bonds are 
damaged by their sensitivity to the gradually improved economic sentiment and are pressured 
higher by rising US government bond yields. 

In the chart below, we show the ratio of prices of the 30-year German bond security (BUXL) and 
the 5-year German bond security (BOBL). We then compare to the lagged path of the German 
equity index (DAX), which has been a good indicator for the fixed income ratio. Using this 
forecast, we show that the BUXL/BOBL ratio should remain at current levels, if not move lower – 
this indicates steepening of the curve. 

DAX index (lagged) vs. BUXL/BOBL

 DAX index (lagged) BUXL/BOBL ratio (RHS)
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On the equities front, we expect the near term to be centred on political risk, which has 
remained front and centre over the past quarter. Although in the Netherlands, Geert Wilders’ 
anti-EU, anti-immigration, anti-Islam party failed to make gains in elections, the French election 
in May looks set to be more closely contested. Although centrist, pro-EU candidate Emmanuel 
Macron is expected to beat populist, anti-EU candidate Marine Le Pen in the final round of 
voting, we expect uncertainty to hang over European equities prior to 7 May.

Should, as expected, political headwinds subside over the coming month, we anticipate that 
European equities shall continue to move higher, owing to the positive fundamentals, feeding 
into company earnings. 

The chart below supports this, with German equities (DAX index) compared to forecasting, 
which draws on EU exports, inflation and Bunds.
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DAX index vs. Dolfin forecasting model
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From a relative value standpoint, we would expect the broader European equity index (Euro Stoxx 
50) and French equities (CAC index) to experience some catch-up versus German equities (DAX 
index) over the coming quarters, given the underperformance over a multi-year time period.

French equities vs. Euro Stoxx 50 vs. German equities
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ASSET CLASSES: MACRO VIEW
Equities 	Positive  – We expect European equities to perform strongly in Q2, particularly once 

uncertainty fades following the French election.

Fixed income: 
Government 
debt

	Negative  – We expect steepening of the European yield curve. Adjustments to the 
quantitative easing programme could favour the short end of the curve, 
although improving fundamentals and higher inflation expectations should 
push yields higher on the long end.

Fixed income: 
Corporate 
debt

	Neutral   – Compressed yields in the European investment grade universe should remain 
supported by ECB’s Corporate Sector Purchase Programme, despite rich 
valuations.

Currencies 	Positive  – Once the overhang of the French election subsides, we expect the euro 
to rebound alongside equities on the back of strong macroeconomic 
fundamentals.
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UNITED STATES OF AMERICA
The US economy continues to demonstrate strength, despite 
growing political uncertainty. 

Although fourth quarter GDP growth failed to match the heady levels of the third quarter, growing 
2.1 per cent QoQ versus 3.5 per cent previously, on a year-on-year basis, GDP reached 2.0 per 
cent, the highest level of 2016. Within the headline figure, private consumption and private 
investment growth were notably strong (3.5 per cent and 9.4 per cent QoQ respectively).

We expect a continuation of the broad expansion in the economic cycle, with moderately positive 
GDP growth shown in the first quarter, followed by acceleration later in the year. 

US GDP, Dolfin forecast

US GDP components (% change, QoQ) Q2 2016 Q3 2016 Q4 2016 Q1 2017,   
Dolfin Forecast

Q2 2017,   
Dolfin Forecast

Private consumption 4.3 3.0 3.5  

Fixed capital formation -7.9 3 9.4  

Government Spending -1.7 0.8 0.2  

GDP 1.4 3.5 2.1  

Source: Bloomberg, Dolfin research, April 2017

Looking at one variable correlated to GDP, Private Consumption Expenditure – a measure of prices 
- the trend is suggestive of a moderate uptick in growth.

US GDP YoY vs. PCE YoY (lagged) 
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As to whether the US economy will accelerate to the 4 per cent GDP growth envisioned by 
President Donald Trump, remains to be seen. Despite a slate of ambitious policies, Trump and his 
team have as of yet failed to deliver on core policy proposals aimed at stimulating the economy, 
including a fiscal-backed infrastructure plan and lowering of corporate taxes. Although it remains 
quite possible that Trump will ultimately deliver on these promises, this is likely to gain traction in 
the second half of the year, if not in 2018.

Elsewhere, retail sales have been robust (5.7 per cent growth in February) and manufacturing PMI 
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data has reached levels this year (57.7 in February) not seen since 2014. As with PCE, PMI data has 
been a good leading indicator of future GDP growth, as is evidenced in the chart below, which 
further adds to the case for GDP strength

US GDP YoY vs. PMI (lagged) 
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Turning to inflation, the general trend has been upwards-moving, with the Consumer Price Index 
rising to 2.7 per cent in February, from 2.5 per cent in January. The strength of this number was 
driven by sustained gains in CPI for services, albeit offset by softness in prices for commodities and 
goods.

Although CPI has now reached highs not seen since 2012, the Federal Reserve’s inflation target 
is specified in terms of core PCE, which has remained anchored at a slightly lower level (1.8 per 
cent in February). However, in the minutes of the most recent Federal Open Market Committee 
meeting, some participants noted that core PCE inflation, which has persistently remained below-
trend, is expected to reach the stated 2 per cent target this year.

Bearing in mind the central bank’s inflation expectations, our forecasting shows a mixed message 
for prices over the coming quarter. Using our dollar forecasting model, we expect a slowing of 
(PCE) inflation over the next few months.

PCE YoY vs. Dolfin forecasting model

PCE YoY Dolfin forecasting model
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That being said, we also use the Chinese currency as a means of predicting price rises within the 
US. Using this method, with CNY (against the US dollar) as a (lagged) leading indicator, the forecast 
suggests inflationary pressures building, given China’s (historic) role as an exporter of inflation to 
the rest of the world.
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PCE YoY vs. USDCNY (lagged)

PCE YoY USDCNY (lagged) (RHS)
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With respect to monetary policy, the Federal Reserve has changed tact over the course of the first 
quarter, raising interest rates by a quarter-point to 0.75-1.0 per cent and widening the interest rate 
differential versus other developed economies. Although a rate hike was not anticipated at the 
start of the year, the Fed did not alter the pace of hikes and still expects two rate rises over the 
course of the year.

Emerging from the minutes of the Fed’s March meeting were the first discussions around reducing 
the swollen balance sheet, following years of quantitative easing as well as adapting the current 
reinvestment policy of US treasuries. Although we do not expect this to be a concern for the 
coming quarter, any scaling back of the Fed’s balance sheet will have wider repercussions going 
forward.

Regarding the dollar, we adopt a more neutral tone over the coming months. Whereas the 
Fed has committed to raising rates in 2017 - widening the interest rate differential with other 
developed economies - given the slower pace of hikes expected, we do not anticipate meaningful 
strengthening of the currency. Presenting a rolling vector autoregressive model based on the 
components of US GDP - the model considers the lagged effects of consumption, investments, 
government spending and net exports – we expect the dollar index to trade sideways in the 
coming quarter.

Dollar index vs Dolfin forecasting model

Dollar index Dolfin forecasting model
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Moving to treasuries, we also anticipate a flat-lining in price movement in Q2, despite expectations 
at the start of the year of a sharp fall in prices. Given the more dovish approach the Fed has taken 
to rate rises this year, price falls are expected to be more moderate (meaning a slight rise in yields).

US Treasury prices vs Dolfin forecasting model

US Treasury prices Dolfin forecasting model
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Against the backdrop of a more moderate outlook for the dollar and bonds, we temper our 
outlook for equity markets in the second quarter. 

Fundamentals are strong, with robust corporate profitability and upward revisions of future 
earnings. Yet despite this, valuations are stretched and investors could well run out of patience 
should Trump not meet heightened expectations, especially given markets are already at multi-year 
highs – this is encapsulated in the chart below, which shows major sentiment / optimism indices at 
multi-year highs.

NFIB Small Business Optimism index vs. University of Michigan Sentiment index (RHS) 
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Overall, we adopt a neutral tone for US equities. Although fundamentals are healthy and 
Trump could well deliver on his pro-market policy proposals, we are mindful that much rests on 
expectations at this stage. Quantifying this view, we forecast the S&P 500 using a multi-variant 
model based on the Japanese yen, Baltic Dry Index, Chinese renminbi, US treasuries and dollar 
index. This model suggests a more neutral path over the coming quarter.
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S&P 500 vs Dolfin forecasting model

S&P 500 Dolfin forecasting model
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ASSET CLASSES: MACRO VIEW
Equities 	Neutral   – Market expectations are high, running the risk of failing to match the reality of 

Trump’s policy agenda, despite strong fundamentals, which should feed into 
corporate profitability.

Fixed income: 
Government 
debt

	Negative  – US government debt is still rich and we expect 10-year yields to rise on the back 
of higher growth prospects. 

Fixed income: 
Corporate 
debt

	Neutral   – Although higher grade corporate issues are richly valued, shorter-dated 
high yield offers relatively attractive opportunities. In high yield, we expect 
continued positive performance driven by healthy economic growth and a 
robust corporate sector.

Currencies 	Neutral   – Whereas the Fed should continue on a hiking cycle in the second quarter, the 
moderate pace of hikes anticipated urges us to take a neutral view on the 
dollar.
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JAPAN
Japan experienced mixed results in its economic 
performance towards the end of 2016 with GDP holding at 
1.2 per cent in the final quarter (QoQ), some way from the 
peak of 2.2 per cent QoQ reached in the second quarter. 
Elsewhere, investments and exports have continued to 
increase with continued YoY growth of exports and imports 
of 8.4 per cent and 3.6 per cent respectively in the fourth 
quarter. Balancing this positive story, public demand stalled, 
falling -0.3 per cent QoQ.   

In the graph below, we chart year-on-year GDP growth against variables including inflation, exports 
and the currency, which have historically proven good predictors of future direction of growth. 
As the chart shows, we expect GDP to move higher over the coming quarter, peaking at a level 
around 2 per cent year-on-year.

Japan GDP, Dolfin forecast

US GDP components (% change, QoQ) Q2 2016 Q3 2016 Q4 2016 Q1 2017,  
Dolfin Forecast

Q2 2017  
Dolfin Forecast

Private consumption 0.6 0.3 1  

Fixed capital formation 1.7 1.1 2.1   

Government Spending -4.2 1 1  

GDP 0.9 1.1 1.6  

Source: Bloomberg, Dolfin research, April 2017

Japan GDP vs Dolfin forecasting model
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Turning to inflation, the trend has been mixed over the past few months and Japan has struggled 
to post a positive number in recent months; in January, CPI (ex-fresh food) moved to 0.1 per cent, 
the first time it moved above 0 since 2015 – however, the number then fell to -0.1 per cent in 
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February. Our expectation is for this (extremely) moderate inflationary trend to continue into the 
second quarter of 2017. In our forecast, we incorporate changes in the yen versus the US dollar and 
the euro to capture the effects on price movements – this forecast suggests that inflation will move 
towards 1 per cent. 

Japan CPI vs Dolfin forecasting model
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In its January outlook, the Bank of Japan supported a more positive picture, citing an increase in 
energy prices in the short-term and an improvement in the output gap over the medium-term. This 
positive view, itself, relies on highly supportive monetary policy, which shows no sign of let up; the 
BoJ continue to cap 10-year bond yields around zero, maintain short term interest rates at -0.1 per 
cent and conduct ¥ 80,000bn of assets purchases per year. As rates begin to normalise in the US, 
and elsewhere, interest rate differentials continue to be exacerbated.

Given this highly accommodative monetary policy, we expect government bonds to remain 
supported around current levels – in the chart below we show the inverted, lagged returns of 
USDJPY to forecast future returns of the Japanese 10-year yield and suggestive that some rise in 
yield in the near term should make way for falling yield over the medium term. 

Japan 10yr yield vs USDJPY (lagged) (inverted)
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Owing to the wide (and growing) dichotomy in rate differentials between the US and Japan, we 
expect ongoing repercussions for the currency and specifically anticipate a weakening yen versus 
the dollar. The relationship can be seen below and is suggestive of further weakness should the 
spread in government bonds continue to trend wider. In Europe the relationship has not been as 
close – however, we expect this to change, with strengthening of euro versus the yen over the 
coming quarter given the need for the Japanese currency to remain weak to boost corporate 
profitability and exports.
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USDJPY vs US-Japan 10yr yield spread
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EURJPY vs German-Japan 10yr yield spread
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Moving to equities, the Nikkei (the large-cap Japanese equity market) has historically traded 
inversely with the yen given the importance of the weaker currency in boosting competitiveness 
amongst Japanese companies – this can be seen in the chart below.

USDJPY vs Japanese equities (Nikkei) 
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With further depreciation in the yen expected, some upside to current equity price can be 
envisioned over the coming quarter. However, given the mixed economic data, we take a neutral-
to-positive view on the asset class. In the chart below, we use the currency and 10-year yields as 
variables to forecast the path of the Nikkei, which lends weight to our view.

Japanese equities (Nikkei) vs. Dolfin forecasting model
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Of concern to Japanese policy makers, and a risk to our outlook, has been the continual ire 
expressed by the incumbent US President around global trade imbalances. Given Japan has 
the United States’ second largest trade gap (at $69 billion) any trade war could have damaging 
repercussions for the Japanese economy. However, at this stage, this remains a peripheral risk, 
owing to the relatively strong start in foreign relations between the two leaders.

ASSET CLASSES: MACRO VIEW
Equities 	Neutral   – Although a weakening yen should support equities, mixed economic data may 

cap upside.

Fixed Income 	Positive  – We take a positive view on fixed income, owing to the BOJ’s highly supportive 
environment for the asset class, and increasingly at odds with other central 
banks.

Currencies 	Negative  – Interest rate differentials and supportive monetary policy should support 
should act as a weight on the currency over the coming quarter. 
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AUSTRALIA 
The Australian economy delivered a surprise jump in GDP 
back into expansionary territory in the fourth quarter, 
growing 1.1 per cent QoQ, following a drop of 0.5 per cent 
in the third quarter. As has been the case in recent months, 
Australian growth has been supported by stabilisation 
in China, recovering commodity prices, and steady 
domestic consumption, all of which were core components 
underlining growth in the final quarter. 

Australia’s swing back into growth in Q4 ensured the country avoided its first recession in 25 years. 
Forecasting the future path of Australian GDP, we use industrial commodities and the currency as 
variables and run a rolling vector autoregressive model. This forecasting shows economic activity 
stabilising at current levels over the coming quarter.   

Australian GDP YoY vs Dolfin forecasting model
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Further to this, GDP is positively correlated to iron ore (the country’s largest export). Iron ore has 
rallied from lows seen at the end of 2015, supportive of Australian growth. However, it is worth 
noting that over the medium-term, we expect prices to fall, as Beijing scales back fiscal stimulus, 
weighing on steel production. Although not of concern for the coming quarter, we continue to 
monitor this variable, owing to its relationship with GDP.

Aside from GDP, PMI, the manufacturing performance index, has also surprised to the upside, most 
recently surging to its highest level in almost 15 years in February. In the chart below, PMI is shown 
against Australian GDP.
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Australian GDP YoY vs Australian Manufacturing PMI
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Turning to monetary policy, following two rate cuts last year, the Reserve Bank of Australia 
is not expected to take further action over the next quarter. There is an element of slack in 
unemployment figures, the February figure was 5.9 per cent YoY, and inflation, at 1.5 per cent YoY 
in the fourth quarter, remains well below the 2-3 per cent target set by the RBA. Both sets of data 
suggest that the central bank will not wish to tighten monetary policy over the near term.

In the absence of expected action by the central bank, we anticipate that the Australian dollar will 
be driven by other variables over the coming quarter. In the chart below, we analyse the lagged 
effects of copper, gold and New Zealand dollar (Dolfin forecasting model) against the Australian 
dollar. The model calibration has historically captured the evolution of the currency with a degree 
of accuracy and suggests that the currency will move towards 0.85 (versus the US dollar) over the 
coming quarter.

Australian dollar vs Dolfin forecasting model
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Singling out copper, we can see that the red metal is closely correlated with the currency. 
Juxtaposed to iron ore, our view on copper is more favourable over the coming quarter. Although 
recent strength has partly been driven by near term supply disruptions (with several large copper 
mines temporarily shutting down on strike action), the fundamentals are favourable, driven by 
strengthening prospects for global growth. This in turn, should support the Australian dollar, as can 
be seen in the chart below, which compares the currency to copper (HG1 future price).
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Australian dollar vs copper
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In contrast to our favourable view on currency, we turn more neutral on Australian equities over 
the coming quarter and would expect the divergence between the Australian dollar and Australian 
equities (seen in the chart below) to reverse over the near term.

Australian dollar vs Australian equity market (ASX) 
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Using our macroeconomic model, we highlight the importance of Australian and Chinese GDP, 
Australian exports as well as the domestic currency as factors in forecasting the return of Australian 
equities (ASX). Modelling the ASX based on lagged impulses from the aforementioned variables, 
we receive marginally negative expected performance of the Australian equity index.
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Australian equity market (ASX) vs. Dolfin forecasting model
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ASSET CLASSES: MACRO VIEW
Equities 	Neutral   – We expect neutral-to-negative equity returns over the next quarter- although 

GDP growth may weaken, stabilising Chinese data should cap downside.

Currencies 	Positive  – We are positive on the Australian dollar in Q2, given support from 
commodity markets, particularly copper.
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CHINA 
During the National People’s Congress event in March, 
Premier Li Keqiang lowered the country’s GDP growth target 
to 6.5 per cent for the coming year - the lowest figure in two 
decades - setting the stage for a slower range of growth 
numbers over the coming quarters. 

Although the Chinese authorities are lowering growth expectations, GDP figures continue to show 
a reasonable level of strength, growing 6.8 per cent in the final quarter of 2016.    

Driving the strength in GDP growth can partly be attributed to exports, which have partially recovered 
from lows seen in 2015 - exports rose 7.9 per cent in January (the first rise in almost a year) on the back 
of weakness in the currency and demonstrating its importance in the restoration of growth momentum.

China GDP YoY vs. exports YoY
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Also on a positive note, retail sales hit a year-to-date high in December 2016, rising 10.9 per cent 
and PMI numbers have held at highs seen at the end of last year (manufacturing PMI was 51.8 in 
March).

As the chart below shows, PMI data has demonstrated a positive correlation to GDP growth and 
suggestive that aggregate output (GDP) should continue to expand.

China PMI vs. China GDP YoY
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The Producer Price Index has risen at the fastest pace in several years on the back of strong 
raw material prices. This signals stabilisation in the world’s second largest economy and is also 
suggestive of more positive tailwinds globally.

China PMI vs. PPI YoY
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Looking to currency, last year’s theme was of relentless weakening. However, it has strengthened in 
the first quarter of this year, a trend we expect to continue going into the second quarter. Although 
FX capital outflows remain negative, they are well below their peak at the start of last year. Since 
the People’s Bank of China is no longer aggressively propping up the currency and is targeting a 
broadly stable level of CNY, we expect the currency to normalise around current levels.

The Chinese equity index has historically acted as a leading indicator of directionality in the 
currency, and was a precursor for the easing off in CNY strength we foresaw in our previous 
quarterly outlook. The below model, reiterates our expectation that the renminbi will continue to 
normalise over the coming next quarters, in the absence of any political shocks.

USDCNY vs. Chinese equities (Shanghai index) (lagged) 
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Although the equity market indicates a stabilising currency, of its own accord we expect a 
movement upwards over the next quarter. Chinese equities have historically correlated with 
GDP growth, a relationship, which seemingly broke down several years ago. As GDP growth has 
stabilised, the equity market is testing a move upwards once more.
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China GDP YoY vs. Chinese equities (Shanghai index) 
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From a different angle, Chinese equities have also shown a moderately positive correlation to 
US PMI data. This can be seen when comparing PMI to Chinese equities. In the chart below, we 
compare the variable to the FXI, which is the US-listed China Large-cap ETF, which tracks the 
FTSE China 50 index; this ETF is widely seen as the most accessible US investment vehicle for 
Chinese equity exposure, with a focus on ‘new China’ and including stocks within technology and 
communications sectors.

US PMI increased for a further month in February and its elevated levels, supportive of improving 
conditions in the US, is by this measure, a positive for Chinese equities. 

Chinese equities (FTSE China 50 index / FXI US) vs. US PMI
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Although the Chinese picture is looking moderately rosy in many respects, we do highlight several 
risks to the economy over the course of the quarter. 

The first of these is the growing divergence between consumer price inflation (CPI) and producer 
price inflation (PPI). Such divergence calls into question China’s transition to a consumer-led 
economy (which would drive consumer prices higher). 
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China CPI YoY vs. PPI YoY
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A further risk is of any escalation of ‘trade-war rhetoric’ between the United States and China. 
Although Trump and his team have restrained from labelling China a currency manipulator, 
given the record US trade deficit (which widened to its greatest level in five years in January), 
readjustment of trade terms is a growing risk to China and threatens to derail any recovery in 
growth trends.

ASSET CLASSES: MACRO VIEW
Equities 	Positive  – Rising global growth trends and positive GDP growth in China itself should 

support Chinese equities over the coming quarter.

Currencies 	Positive  – We are positive on the renminbi in Q2 based on expectations that 
China may wish to avoid weakening of the currency to at a time of trade 
negotiations with Trump. 
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INDIA 
India has shown remarkable economic resilience in recent 
months, with broad-based growth trends presenting a rosy 
picture. With respect to GDP, growth marginally slowed to 7.0 
per cent in the final quarter of 2016, from an upwardly revised 
7.4 per cent increase in the third quarter. However both 
private and government consumption registered double-digit 
annual growth rates (10.1 and 19.9 per cent respectively).    

Broadly positive data has surprised markets, given it was released against the backdrop of a colossal 
overhaul of the monetary system, whereby Prime Minister Narendra Modi’s government took the 
unprecedented step of clamping down on India’s huge parallel economy. The move to demonetise 
larger denomination notes (Rs 500 and Rs 1,000) led to a 70 per cent reduction in cash circulation, 
with damaging repercussions anticipated to the economy, at least over the short-term.

Although it is possible that growth estimates have not yet fully captured the fallout from 
demonetisation, the Indian economy has so far remained broadly resilient.

Tied to Modi’s overhaul to the monetary system, inflation has remained anchored below 4 per cent, 
suggestive that consumption has yet to fully shrug off the demonetisation process. As such, it is 
unlikely that the Reserve Bank of India will raise policy rates over the next quarter. Our forecasting 
model supports this, indicating a weakening CPI trend.

India CPI YoY vs. Dolfin forecasting model  
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In rates, government borrowing costs have continued to move lower, as we saw in the first quarter. 
However, based on our forecasting of 10-year yields (currently at 6.75 per cent), which uses the 
lagged path of Indian CPI we expect yields to remain at these levels over the next two quarters.
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10y India government bond yield vs Dolfin forecasting model
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With bullish economic prospects (and increasingly positive investor sentiment), Indian equities have 
been some of the best performers within emerging markets over the course of the first quarter – a 
trend we expect to continue.

Sentiment has been supported by Modi’s success in the recent Uttar Pradesh elections, the 
country’s most populous state, home to more than 200 million people. A huge win among voters 
bolsters the PM’s policy agenda and should be seen as supportive for the Indian economy’s growth 
path. This in turn, should continue to drive equity prices higher.

The lagged path of the INR (versus USD) has also been a driver of equity returns over time. The 
chart below suggests that a lagged depreciation of the INR should bolster the next leg up in the 
Indian equity market.

Indian equities (NIFTY 50) vs Dolfin forecasting model
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A risk to this view is the growing divergence between Indian equities and the Indian 10-year yield.
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India equities (NIFTY 50) vs. 10yr Indian government bond yield
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ASSET CLASSES: MACRO VIEW
Equities 	Positive  – We are constructive on Indian equities given the supportive political 

environment, low inflation and moderately strong economic growth.

Currencies 	Positive  – With limited dollar strength anticipated, we expect INR to remain 
supported.
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RUSSIA 
Russia continues to recover from a painful recession and 
burdensome economic sanctions, driven by the US and 
Europe. Russian GDP growth has been slowly emerging from 
negative territory and finished the end of 2016 flat; compared 
with a fall of 4.5 per cent annual GDP growth in mid-2014, 
fourth quarter GDP in 2016 was 0.3 per cent.     

The Russian economy’s reliance on crude oil prices remains acute. 60 per cent of Russia’s exports 
and 30 per cent of GDP relate to energy commodities. Although this highlights the vulnerability 
of the Russian economy to oil (crude price is around $50 per barrel), the Ministry of Finance has a 
greater degree of flexibility because the Russian budget is currently

Russia GDP YoY vs. oil 
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Elsewhere, Russian business conditions look strong, with manufacturing and service PMI data above 
50 (indicating expansion). In March these PMI metrics reached historical highs, with manufacturing 
data posting a level of 58.3. Higher commodity prices globally translated into a higher positive 
trade balance for the final quarter of 2016, largely driven by faster export growth.

On 24 March the Russian Central Bank cut interest rates by 25bp from 10.00 per cent to 9.75 per 
cent based on fading inflation expectations and improving economic growth. This decision to cut 
rates in March was not anticipated by markets, but overall sentiment has been positioned towards 
easing monetary policy and markets did not move significantly on the surprise cut. Given a trend 
indicating lower inflation and a stronger ruble, further easing is possible.

Although the Ministry of Finance has made recent comments stating that the ruble is overvalued, 
this has failed to result dampen investor fervour for the Russian currency (which provides an 
attractive carry trade versus other emerging economies). Coupled with the high carry, improving 
economic fundamentals should support the ruble over the next quarter.

In anticipation of a higher ruble, we would expect Russian equities to rally, given the positive 
correlation they have expressed historically. This is shown in the chart below, where we show the 
currency against the RSX, which is an ETF providing exposure to the MVIS Russia TR Index, which 
tracks the largest publicly traded Russian companies.
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RUBUSD vs. Russian equities (RSX) 
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On the political front, there remains an element of uncertainty. In the US, the Trump administration 
has cooled on its pro-Russia rhetoric and there have been few signs as of yet that sanctions shall be 
lifted. In Europe, the rhetoric remains hardened, albeit a Marine Le Pen win in May, would likely see 
a thawing of relations.

ASSET CLASSES: MACRO VIEW
Equities 	Positive  – Although concern over further sanctions creates an overhang for Russian 

equities, valuations are cheap at a time when the economy is showing the first 
green shoots of recovery.

Currencies 	Positive  – Attractive carry and improving fundamentals should support the ruble. 
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ASSET CLASSES: MACRO VIEW

Fixed income: Elusive value 
Risk euphoria led developed market bond 
yields to new 12-month highs over the quarter, 
even if a perceived “dovish-hike” from the Fed 
in mid-March inspired a US treasury rally back 
towards where they began the year.  

Janet Yellen remained characteristically 
accommodative in tone and the stability of 
the Fed “dot plot” set in motion substantial 
position covering. Going into the meeting the 
market had set itself at record short levels in 
anticipation of a hike and a higher probability 
of signals that the Fed was set to change 
gears with respect to its forward-looking 
hiking expectations. In Europe the picture 
remains mixed, with the ECB also retaining a 
broadly dovish tone, although a number of 
members tested in public the idea of the ECB 
hiking earlier than expected and potentially 
embarking on the hiking cycle before the 
end of the QE programme. The debt of 
semi-core and peripheral European nations 
had something of a bumpy ride throughout 
the quarter, led by France as the political 
hot potato now sits squarely in the lap of the 
French voting public. Of the semi-core and 
periphery, Spain outperformed and Belgium 
underperformed. 

Looking forward, we still consider the vast 
majority of the European government bond 
market to hold little value for the coming 
quarters, even after recent weakness. The 
combination of expensive relative valuations 
and an ECB that may soon guide more 
strongly towards finite tapering and/or a 
rate hike, leaves most core markets exposed 
to sharp retracement risks in the coming 
6-12 months. We are particularly wary of 
German government bonds with the German 
government itself vocal in its disapproval of the 
central bank-induced depressed yield levels, 
which punish savers, and offer no protection as 
inflation creeps higher. We expect volatility to 
rise as the French elections draw nearer, even 
if the probability of Marine Le Pen winning 
office appears to be waning with each day that 
passes. Such volatility should present relative 
value opportunities; with the most obvious 
being to add French versus German bond 
papers should the spread between the two 
countries widen faster than that versus other 
semi-core countries.

With regards to credit, we turn increasingly 
cautious on EUR investment grade, especially 
industrials and utilities. The longer dated 
BBB segment in EUR has been the issuance 

sweet spot for many “tourist” issuers as global 
companies have taken advantage of record 
low rates in the EUR space. However, with the 
ECB now testing the market’s reaction to a 
reduction in expansionary policy and amidst 
a combination of relatively unattractive yields 
and investor indigestion, we are wary of the 
crowded nature of positioning here and the 
potential for a widening of spreads. From a 
relative standpoint we are more constructive 
on financials in Europe, including subordinated 
bonds such as additional tier 1 securities. In 
the US, we also consider US investment grade 
to be expensive, from a spread perspective. 
Whilst acknowledging that rising government 
bond yields have added 40-50bps to US 
IG yields since last September, we feel that 
spreads here are too tight. The US is in 
the later stages of a prolonged cycle and 
shareholder-friendly activity looks only set to 
grow in the coming quarters. 

We also see limited upside for high yield 
spreads at the universe level, whilst 
acknowledging that at present there are no 
pressing reasons for any sustained weakness 
in the coming quarter. We prefer to focus on 
single name stories and non-rated issuers in 
this space, where we can identify realisable 
catalysts in the coming years.

The EUR high yield market is artificially tight, 
including in the single-B segment, which has 
now compressed compared to the higher 
quality BB segment. The space has benefited 
from the crowding-out driven demand of 
EUR investors who have been pushed out 
along the quality curve in the hunt for yield. 
Whilst optically the US looks more attractive, 
the differential between the two markets 
is eroded if we incorporate the currency 
differential. The relative valuations of high 
yield would be called into question should 
rates rise higher again, as would any sustained 
weakness in equity sentiment. Furthermore 
we can expect the US high yield segment 
to remain correlated to oil given the high 
number of oil-sensitive issuers in the universe. 

Equities: Reality check
Equity markets have delivered further gains 
in 2017, with developed markets returning 
between 6-8 per cent in the first quarter. 
Yet in recent weeks, this euphoria has been 
questioned, particularly in the US, where a pro-
growth policy agenda has yet to materialise. 

In the US, we expect a pause in upward 
momentum, as expectations around 

“We consider the 
vast majority of 
the European bond 
market to hold 
little value.”
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Trump’s policy goals meet the hard reality of 
congressional negotiations. Trump’s recent 
failure to repeal Obamacare, has led markets 
to call into question the President’s legislative 
agenda. Until there is further confirmation 
that Trump can move his policies through 
congress, we expect US equities to remain 
range-bound around current levels.

That being said, we do not discount the 
possible impact of continued positive 
macroeconomic trends, driven by robust GDP 
numbers, low unemployment and a healthy 
consumer. To this, one should add higher 
inflation expectations and a supportive central 
bank, which at this stage, shows no sign of 
aggressively hiking. As such, whilst political 
concerns remain, we have a preference for 
those sectors within the US which should 
benefit from positive growth momentum and 
rising inflation expectations; namely, financials, 
industrials, basic materials, oil & gas.

US earnings are expected to grow at similar 
levels over the next quarter. We expect banks 
to outperform due to meaningfully higher 
trading revenues and fading headwinds 
relating to the regulatory agenda.

In the UK, we have a neutral-to-negative view 
on equity markets. Following the double-digit 
returns delivered following Brexit, the FTSE 
100 has failed to make significant headway 
year-to-date, a trend we expect to continue. 
As weakening data begins to bite, particularly 
amongst the UK consumer, we foresee 
slowing profit growth. 

Furthermore, the pass-through effects of 
a weaker sterling, long a tailwind to UK 
exporters, are beginning to wane, further 
adding to our argument for weaker growth. 

Whilst Brexit is not of immediate concern, 
given the prolonged negotiation period 
once Article 50 is triggered, we foresee a 
scenario whereby negative headlines, for 
example around the exodus of banks to 
other European financial centres, impedes 
sentiment and weighs on markets.  

At a sector level, we prefer those segments 
that historically have been more immune 
to a slowing economy. We have screened 
sectors based on a scenario where we see 
weaker GDP, coupled with rising inflation 
and a weaker currency (versus the US dollar). 
As such, we have a preference for basic 
materials, healthcare, oil & gas and telecoms. 
Basic materials (and oil & gas) remain in 
recovery mode, following several years of 
underperformance versus the broader market. 

We favour healthcare and telecoms, as they 
have shown resilience (and stable cash flows) 
in a more negative economic environment. 

Our outlook for European stocks 
remains positive. Europe has consistently 
underperformed the US and UK markets, a 
trend that continued into 2017. Yet with this 
in mind, valuations remain compelling (and 
cheap relative to other markets) – next year’s 
Euro Stoxx aggregate price/earnings multiples 
are 13.4x against the S&P 500 at 16.2x. 

The economics support the European case 
for the second quarter, with positive trends 
in GDP growth and PMI and a healthier 
inflationary path.

As it has often been the case in Europe, 
political risk remains a threat to sentiment, 
and indeed to our constructive view. The 
French election will be decided in May and 
a market-friendly candidate (Macron / Fillon) 
is expected to defeat Marine Le Pen in the 
final round. However, were Le Pen to prevail, 
we would expect European risk assets to fall 
sharply. This scenario is not our base case (see 
our special report), and we would see any 
weakness in European stocks in the run-up to 
the election as a buying opportunity. 

From a sector standpoint, we have a preference 
for financials, chemicals, basic materials and oil & 
gas. All such sectors have historically performed 
well in an environment in which the economy is 
growing, inflation is healthy and yields are rising, 
all of which play into our base case scenario for 
Europe over the coming quarter. 

With respect to Japan, we see JPY equities 
as a hedge against rising yields in the US; as 
rates diverge between the US / Japan, the 
yen should continue to weaken, acting as 
a tailwind for export-orientated Japanese 
companies and their corporate profits. 

In emerging markets, we continue to have a 
preference for Russia and India. Whilst the 
Russian equity market rally has fizzled out in 
2017, in line with a falling oil price, the market 
remains cheap at a time when the Russian 
economy shows signs of turning a corner. 
India continues to benefit from positive 
economic dynamics and steady inflation.

Elsewhere, there are more idiosyncratic 
opportunities in Asia, namely in Thailand, 
Malaysia and Indonesia, where positive currency 
dynamics suggest these countries’ equity 
markets should do well in the second quarter.

“Europe has 
consistently 
underperformed the 
US and UK markets 
so valuations remain 
compelling.”
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“We are positive 
on oil, both on 
improving demand 
dynamics and 
also the return of 
OPEC to ‘active 
management.”

Commodities: On the up
As an asset class, commodities continue to 
act as a useful diversifier within multi-asset 
portfolios and an effective hedge against 
inflation. Within the current context of 
growing inflationary momentum around the 
world, we continue to see value in allocating 
to the asset class. 

At a high level, we expect commodities 
to increase over the next quarter. Dollar 
strength, a meaningful headwind to the asset 
class over the past quarter, is beginning to 
wane, as the US Fed maintains a more dovish 
party line with respect to their rate hiking 
cycle. Furthermore, GDP growth rates, both 
in developed and emerging markets are 
gaining momentum, which should support 
commodities more broadly. 

Aside from broad-based catalysts for 
commodities, growing fiscal / infrastructure 
spending (notably in the US) was a focus of our 
Q1 outlook and we expected Trump’s grand 
plans to be supportive for the asset class, 
notably for metals, which we are overweight 
for the second quarter. This infrastructure 
theme has been called into question following 
President Trump’s recent failure to repeal 
Obamacare, which has called into question 
his ability to score policy wins in congress, and 
pushed back the timeline on his fiscal-backed 
spending plans. Whilst this concern cannot be 
discounted, there are growing signs that Trump 
may now wish to prioritise infrastructure this 
year, following his embarrassing defeat over 
healthcare reform. Any increase in news-flow 
around growing fiscal spending should be 
supportive for metals.

Trump aside, China’s firmer than expected 
economic growth is also supportive for 
industrial commodities (again, metals in 
particular). With perceived reduced event risk 
from the world’s second largest economy, 
commodities should trade more in line with 
fundamentals over the coming quarter.

These fundamentals are increasingly 
favourable - demand / supply dynamics 
suggest upside to current levels, with the 
supply of metals unable to respond to 
the growth in demand at present given 
commodity producers have been reducing 
capital expenditure over the past three years 
to prop up their balance sheets.

We have an overweight for metals in the 
second quarter, with a preference for 
aluminium, copper, nickel and platinum. 

In the oil market, the future trajectory of 
prices appears less clear. The oil price has 
fallen almost 10 per cent over the past 
quarter, much of this move over the course 
of several weeks, as markets have been 
caught off guard by rising US shale output. 
Indeed since September, US oil production 
has climbed roughly 125,000 barrels-per-day 
(bpd) on average each month, pushing total 
production above 9 million bpd; a faster 
pace of growth than the original shale boom, 
which began in 2011. With high levels of shale 
production in the US, we do not foresee a 
meaningful rally in oil prices above $50p/b.

However, despite supply concerns, we 
are positive on oil, both on improving 
demand dynamics and also driven by the 
return of OPEC to ‘active management’ 
of the commodity. As can been seen with 
the greater-than-expected compliance of 
the Vienna agreement (a deal to curtail oil 
production by OPEC countries), the cartel is 
proactively supporting the oil price. In light 
of the potential IPO of Aramco (the Saudi 
Arabian national oil company), we expect this 
support to remain in place for the foreseeable 
future and would be comfortable adding to 
oil on any sustained weakness.

In contrast to oil, gold has been the darling of 
the commodities market in the first quarter, as 
political, economic and financial uncertainty 
has remained elevated in the early months 
of 2017, prompting safe-haven buying and 
portfolio diversification the precious metal. 

Whilst we do not discount a scenario where 
event risk remains elevated, especially should 
Trump face further failures in his policy 
agenda, we take a negative view overall on 
gold. Given the rally in the metal year-to-date, 
we would be comfortable selling at a level of 
$1250-1500.

Elsewhere within commodities, we favour 
select soft commodities, notably coffee, corn 
and sugar, where we see favourable supply-
demand dynamics. 

Currencies: Dollar bulls retreating
Investors have increasingly called into 
question the ‘Trump trade’, as optimism 
around the President’s economic plans, at 
least in the short term, have faded. In such an 
environment, the dollar index has fallen from 
102 to 100 over the course of Q1.  Adding to 
this weakness has been the Fed’s guidance 
as to further interest rate hikes. Whilst the 

“We expect 
commodities
to increase over the 
next quarter.”
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Fed hiked in March, their rhetoric was dovish, 
causing the dollar to weaken, a move it has 
yet to fully recover from.

From this point onwards, further dollar 
strength is dependent on a change to the 
Fed’s slow pace of tightening and projected 
low terminal rate, something we do not 
expect to occur over the next quarter. Whilst 
the Fed may wish to get ahead of the curve 
by hiking rates in May – a positive for the 
dollar - this is not our base case. We have 
a neutral view on the dollar for the second 
quarter and see 102-103 as a toppish level.

Whilst we anticipate a flattish path for the 
US dollar index, we expect some positive 
momentum for the Euro in the coming 
quarter. On the one hand, the central bank has 
maintained an element of dovishness in their 
policy messaging, which has kept the euro 
under pressure, but on the other hand, positive 
fundamentals and rising inflation should 
support the currency over the coming months.

Furthermore, we believe that the French 
election has kept an element of overhang 
on the currency as investors have not fully 
discounted the possibility of a Le Pen win. 
Given our expectation that Macron will take 
power in May, this should act as a further 
tailwind for the euro in the second quarter.

With respect to the British pound, ‘Brexit 
fatigue’ has taken over markets, with sterling 
finding a floor, in spite of the negative news 
flow. As the UK serves its divorce papers to 
the EU, invoking Article 50, we do not expect 
meaningful fallout in the pound versus the US 
dollar or euro.

However, neither do we expect appreciation 
from current levels. Whilst markets have 
added support to sterling on pockets of 
better-than-expected data (such as retail 
sales) and inflationary concerns, we expect 
tough negotiations to drive the currency 
lower, especially against the euro, where we 
see less stumbling blocks to further strength.

In the emerging market space, sentiment, 
more broadly, has improved over the course 
of the first quarter as fears around Trump’s 
trade rhetoric have subsided. We have a 
preference for the Mexican peso, which was 

one of the greatest casualties of Trump’s 
victory in November. In recent weeks, senior 
figures from Trump’s administration have 
moderated their trade stance on Mexico.

 Coupled with signs of an improving economy, 
the currency remains undervalued, despite 
the recovery rally this year, and we would be 
happy adding to a position.
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IDEA: SELL GERMAN GOVERNMENT  
10-YEAR BONDS

Implementation
Futures

Investment 
horizon
3-6 months

Expected return
4-6%

Rationale
We continue to see scope for sustained weakness in longer maturities of the German 
government bond curve. The German economy is in rude health and inflation is 
rising. In addition, German ministers themselves complained recently that domestic 
savers were being punished by ECB-induced low rates across the curve. However, 
for technical reasons we consider shorter-dated bonds as likely to remain stickier at 
current low yield levels. We see potential in the 10-year (and 30-year) sections of the 
curve, where we feel improving inflation expectations and future transient ECB policy 
will have a meaningful negative impact. 

Firstly, we consider it possible that the ECB amends its capital key, which could reduce 
its buying of German government bonds. Secondly, the ECB could also signal a 
willingness to taper faster than currently expected, which would also lead to weakness 
in German government bonds.  

Alternatively, should the ECB choose to remain behind the curve with respect to 
curtailing its expansionary policies, inflation expectations should be further boosted, 
which in turn would damage 10-year bonds. Lastly, we expect German bonds to suffer 
from continued upward pressure from rising US bond yields. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Disappointing data in 
Europe

 – A sharp flattening of the US 
yield curve driven by the 
long end

Fixed income
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IDEA: BEAR FLATTENER IN US  
GOVERNMENT BONDS

Implementation
Futures / bonds

Investment 
horizon
3-6 months

Expected return
4-6%

Rationale
The Fed has now embarked on a rate hiking cycle, with 25bp increases already seen in 
Dec 2016 and March 2017 and Janet Yellen currently guiding for two further rises in 2017.

Inflation expectations will be driven by a combination of factors including economic 
growth, upward wage pressure from low unemployment and potential government 
fiscal stimulus. In this context the Fed expects inflation to average 1.9 per cent in 
2017 whilst consensus estimates (as of March), see inflation at 2.4 per cent in 2017.

We expect any positive surprises with regards to economic growth or inflation to be 
met by expectations for a faster hiking path from the Fed, which should temper the 
ability of the long end to underperform the short end, thereby favouring a flattening 
bias within a multi-month timeframe. The US output gap is expected to be positive by 
the end of 2018 (see below). Our analysis shows that a positive output gap will stoke 
higher inflation, also driving expectations for a faster pace of hikes in the US and a 
flatter curve.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Inflation fails to pick up, 
and Fed decide to be more 
dovish than data suggests

Fixed income

US 10yr-2yr spread vs.output gap (inverted)   
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Predictions based on CPI   
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US 10yr-2yr spread vs.CPI YoY 30m lagged  
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Finally, we can see that the relationship between the 10-year and 
2-year Treasury follows the same path as that of year-on-year CPI with 
a lag of around 30 months. Monitoring this relationship also highlights 
the potential for a flattening of the yield curve in the coming periods.
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IDEA: BUY (US TREASURIES + UK GILTS) / 
SELL GERMAN BUNDS

Implementation
Futures / bonds

Investment 
horizon
3-6 months

Expected return
4-6%

Rationale
We believe that German government bond yields have fuel to rise in the coming 
months, and we also believe that they will underperform other core country bond 
yields, notably the US and UK. Broadly speaking, amidst a reflationary backdrop we 
believe global bond yields will be pressured higher in the coming periods. Starting with 
the US, in this context we note that the spread between German 10-year bunds and 
their US counterparts is trading at its widest level since the creation of the euro. Having 
registered very poor performance in the last six months we expect USTs to find support 
not far from current levels.

Whilst US yields have already corrected higher thanks to a bullish outlook and a hiking 
fed the dynamics for UK government bonds is somewhat different. Brexit fears are 
leading to a more prudent approach from the Bank of England that makes it very 
complicated for it to raise rates in the short term. The key issue, prior to any rate 
hikes in the UK, is the uncertainty around future trading arrangements, which provide 
a downside risk to UK economic activity. It is also worth noting that in the March 
meeting, the BoE Committee asserted that the judgements underpinning February’s 
Inflation Report - which implied no need to raise interest rates this year - “remain 
broadly on track”.  

Taking both cases into account we believe that the spread between a combination of 
US and UK bonds versus their German counterparts will tighten in coming months, as 
German government bonds are deemed unattractive from a relative value standpoint 
and come under pressure for the number of reasons stated separately, and UK and US 
government bonds outperform (on a relative basis), for different reasons. 

As such we consider the positive carry characteristics of this pair, together with the 
potential for over 20bps of tightening an attractive proposition for investors unwilling 
to take a pure directional view in the core rates segment.  

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Flight to safety in Europe 
due to French elections (Le 
Pen win) leading to a Bunds 
rally

 – Unexpected turn of events 
in Brexit talks causing a flight 
away from UK assets

Fixed income
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IDEA: BUY HIGH YIELD (MOMENTUM)

Implementation
Buy a basket of single 
bonds

Investment 
horizon
3-6 months 

Expected return
4-6%

Rationale
We expect outflows from the lower beta segments of the fixed income universe to 
continue apace, driven by improving economic conditions and steadily rising rate 
expectations. In the current market context the case for holding selective high yield bonds 
remains strong, given that a solid fundamental backdrop and readily available financing 
for issuers should hold default rates steady at very low levels for the foreseeable future. To 
determine our list of bonds below, we employ momentum screening across our universe 
of suitable global high yield issuers – this enables us to determine those bonds that have 
favourable price trend dynamics for the coming periods.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – A general risk off tone in the 
credit market

 – Idiosyncratic risks for the 
specific issuers

Fixed income

List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross yield* (%) Moody’s rating Country Currency
US878742AV70 TECK RESOURCES LIMITED TCKBCN 4 3/4 01/15/22 3.85 B1 Canada USD

US780153AU63 ROYAL CARIBBEAN CRUISES RCL 5 1/4 11/15/22 3.53 Ba1 US USD

US03938LAX29 ARCELORMITTAL MTNA 6 1/4 02/25/22 3.89 Ba1 Luxembourg USD

US212015AH47 CONTINENTAL RESOURCES CLR 5 09/15/22 4.71 Ba3 US USD

US552953CA78 MGM RESORTS INTL MGM 6 5/8 12/15/21 4.00 B1 US USD
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds
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List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross 
yield* (%)

Moody’s 
rating

Country Currency Adjusted 
leverage

USG0446NAJ30 ANGLO AMERICAN CAPITAL AALLN 4 7/8 05/14/25 4.45 Ba1 UK USD 1.8x

XS1560991637 LOUIS DREYFUS CO BV LOUDRE 4 02/07/22 3.34 NR NL EUR 4.2x

XS1222731215 TRAFIGURA FUNDING SA TRAFIG 5 04/27/20 3.21 NR Luxembourg EUR 6.6x

XS1582433428 TRAFIGURA GROUP PTE LTD TRAFIG 6 7/8 PERP 8.01 NR Singapore USD 6.6x
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds

List of selected bonds - rationale

Name Rationale
Anglo American Anglo American alongside other metal names has seen its credit metrics improve markedly over the past 18 months in 

light of asset disposals and capex cuts that has led to sharp cuts in net debt. Company ratings have subsequently been 
upgraded and we expect this trend to continue as the company reports further solid earnings and additional deleveraging 
in the coming quarters, ultimately leading to a return to investment grade status in the coming 12 or so months. 

Louis Dreyfus Louis Dreyfus is a privately owned market leader in agricultural commodities trading. Turnover is above $55bn and margins 
are in the 2 per cent area. The company is in the top five (volume) of most of the products in which it is active.  The company 
is currently unrated although we see a rising probability of a rating being obtained in the future. In addition we see an 
increasing motivation from the company to invite a strategic partner into the capital or to IPO a part of the business. 

Trafigura Trafigura is a leading commodity trading and logistics house. As a market leader within its core activities of oil/petroleum 
and metals/mining, turnover for the company is $98bn with margins of 2.3 per cent. Whilst energy prices remain at low levels 
(historically), Trafigura is benefiting from increasing volatility within commodities markets, notably in oil. It is important to 
note that a fall in commodity prices does not directly impact the bottom line, assuming volumes traded are maintained. In 
the coming quarters we do not discount the possibility of Trafigura undergoing an IPO nor obtaining a rating. 

IDEA: BUY NON-RATED / HIGH YIELD  
COMMODITY CREDITS

Implementation
Buy a basket of single 
bonds

Investment 
horizon
3-6 months 

Expected return
4-6%

Rationale
We expect commodity related high yield and non-rated credits to perform strongly 
on the back of a more benign forward trajectory for the US dollar and further solid 
indications of demand and economic growth in commodity countries. In addition to 
the fundamental context we favour non-rated securities and idiosyncratic themes that 
can exhibit uncorrelated spread performance compared to their peer group (currency 
and equivalent rating). To bolster the case for the names below we see the names as 
possessing identifiable and realisable catalysts in the coming 6-12 months which can 
also provide scope for significant outperformance.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – A general risk off tone in the 
credit market

 – Idiosyncratic risks for the 
specific issuers

Fixed income
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IDEA: BUY GLOBAL INVESTMENT  
GRADE BONDS

Implementation
Buy a basket of single 
bonds

Investment 
horizon
3-6 months 

Expected return
1-3%

Rationale
The investment grade market faces a multitude of risks as we enter the second 
quarter. Firstly, from a relative value perspective we expect to see asset allocators 
steering clear of European investment grade (where durations are at all-time highs 
alongside near all-time lows in yields). In turn, US investment grade performance 
remains under threat from rising rates driven by a hiking Fed and the soon-to-be 
announced fiscal measures of the new government.  In this difficult context we 
recommend investment grade investors focus on financial issuers, where fundamentals 
are correlated to improving GDP, rising inflation and higher bond yields. In addition, 
it is important to remember that the ECB has acted as a backstop for European 
industrials and utilities for the past year, as its bond buying programme has driven 
spreads lower. However, with the economic picture now improving and Mario Draghi 
already signalling that the rate of expansion will drop, we see scope for more hawkish 
rhetoric in the coming months with respect to forward bank policy.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Dramatically higher interest 
rates

 – Weakness in credit spreads
 – Idiosyncratic risks

Fixed income

List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross yield* (%) Moody’s rating Country Currency
US172967JT97 CITIGROUP INC C 4.4 06/10/25 4.02 Baa3 US USD

XS1385999492 CLOVERIE PLC ZURICH INS ZURNVX 5 5/8 06/24/46 5.43 A2 Switzerland USD

US46625HJY71 JPMORGAN CHASE & CO JPM 3 7/8 09/10/24 3.57 Baa1 US USD

XS1398336351 MERLIN PROPERTIES SOCIMI MRLSM 2.225 04/25/23 1.62 BBB Spain EUR

XS1379158048 PETROLEOS MEXICANOS PEMEX 5 1/8 03/15/23 3.04 Baa3 Mexico EUR

XS1501166869 TOTAL S.A. TOTAL 3.369 PERP 3.47 A2 France EUR
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds

List of selected bonds - rationale

Name Rationale
Citi Group / J.P. 
Morgan

We expect US investment bank fundamentals to continue to improve as rates rise, trading and investment banking fees 
climb and regulation shows further signs of having peaked.  The larger banks benefit from strong brand recognition which 
should bolster the outlook for those banks with cross border/continent reach covering both developed and emerging 
regions.  Bullet maturity subordinated bonds look attractive, owing to their strong IG ratings, yields and scarcity value. 

Cloverie Certain subordinated insurance credits look attractive for their ratings and fundamentals should be supported in a rising 
rate environment. We see recent underperformance in the USD bonds as an attractive entry point.

Merlin Properties We consider Merlin Properties an attractive proposition owing to its spread versus both rating and maturity, and relative 
attractiveness versus its peer group. The firm is well placed to benefit from the next leg higher in the Spanish property cycle. 

Petroleos 
Mexicanos

Pemex benefits from the backing of the Mexican government who have stated their intent to help bolster the company's 
credit metrics in coming periods, in addition to supporting the company's approach to forming joint ventures with 
other oil majors to share costs and pre-fund new projects. The bonds will remain somewhat sensitive to oil and currency 
fluctuations and we are comfortable on both fronts for the coming quarter.

Total Total hybrids provide investors with an attractive yield for a blue-chip, well rated company with a robust credit profile. We 
are reassured by the company's pending strategic plan, which tagrets an improvement in profitability, as well as recent 
deleveraging and balance sheet strenghtening. Recent restructuring has lowered the company free-cash-flow breakeven point.
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IDEA: FED FUNDS

Implementation
Futures

Investment 
horizon
3-6 months 

Expected return
1-3%  
(218% based on capital 
employed – margin)

Rationale
The Federal Reserve has signalled for two hikes over the remainder of 2017, but 
there remains an element of uncertainty over the timing of these rates, despite Yellen 
suggesting that they will be well telegraphed in advance. One school of thought 
suggests that any hike will occur in a meeting when a press conference is lined up, 
which would imply that the meetings in play are June, September, and December. 
However, when looking at the June meeting, the market is implying a 47.3 per cent 
chance of a 25bp hike and 6.2 per cent chance of a 50bp hike - in effect, slightly over 
50 per cent chance of a hike. With the month of May being discounted, with a 13.3 
per cent chance of a rate rise, we see little downside in going short the May Fed 
futures, or even a strip of May and June futures, for any potential surprises by the 
Fed in their timing and magnitude of the move. As discussed in the US bear flattener 
trade, the output gap in the US indicates the potential for a more hawkish Fed with a 
faster pace of rate hikes.

The second table below provides us with a guideline of what returns we can expect 
from a short Fed funds futures position based on one contract equivalent. We have 
created the following three scenarios;

 – 25bp hike in May meeting
 – 25bp hike in May and no hike in the June meeting
 – No hike in May and 25bp hike in June. 

The market currently implies a 15.5 per cent chance of a 25bp hike in May and a 
51.1 per cent chance of a 25bp hike or more in June. Given the current value of the 
May and June futures, we are able to create a returns payoff for various scenarios. 
The most profitable scenario would be an unexpected hike in May, where we see a 
potential return of 6.6x for every dollar we put at risk. 

Whilst this return profile for the May futures is attractive, we are conscious of the fact 
that the Fed has indicated a limited number of rate hikes for this year. Shorting the 
June futures would allow us two chances to capture a hike and provide us exposure to 
a potential surprise hike in May as well, but at the expense of a lower return profile. 

This leads us to believe the optimum trade would be to short an equal-weighted 
basket of May and June futures where we still have a return that is comparable should 
the hike happen in May whilst retaining the chance to make a smaller profit should it 
occur in June. Should there be no rate hike in May or June, we also will be exposed to 
a lower loss than an outright June exposure.

In terms of sizing, we note that each contract has a margin of $344 and would look 
at calculating the maximum potential loss that could be occurred should no hike 
occur. So for example, for a $10m portfolio, we would look to put at risk say 10bp 
of performance ($10,000), which would equate to 40 contracts ($13,760 of margin 
required) split between the May and June contracts evenly. Should a happen in May, 
we would see a return of almost 30bp ($29,940). 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Federal Reserve sees dovish 
data and opts to keep rates 
on hold

Fixed income
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Current implied probabilities of US interest rate activity

Meeting Prob of hike Prob of cut 0.75-1 1-1.25 1.25-1.5 1.5-1.75 1.75-2 2-2.25 2.25-2.5

05/03/2017 16% 0% 85% 16% 0% 0% 0% 0% 0%

06/14/2017 51% 0% 49% 45% 7% 0% 0% 0% 0%

07/26/2017 58% 0% 42% 45% 12% 1% 0% 0% 0%

09/20/2017 77% 0% 23% 44% 27% 6% 0% 0% 0%

11/01/2017 79% 0% 21% 42% 29% 8% 1% 0% 0%

12/13/2017 87% 0% 13% 34% 33% 15% 3% 0% 0%

01/31/2018 88% 0% 13% 33% 33% 16% 4% 1% 0%

Trade payoff

Short May futures Short June futures Short May & June futures
Scenario 1 Scenario 1 Scenario 2 Scenario 3 Scenario 1 Scenario 2 Scenario 3

Fed action May 25bps 25bps 25bps 25bps 25bps no hike no hike

Fed action June no hike 25bps no hike no hike 25bps no hike

Potential profit 830 667 288 - 748.5 81.5 -

Potential loss -125 -375 -375 -375 -250 -250 -250

6.6 1.8 0.8 3.0 0.3

IDEA: FED FUNDS (CONTINUED)

Fixed income
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IDEA: BUY UK CREDIT

Implementation
Buy a basket of single line 
securities

Investment 
horizon
3-6 months 

Expected return
4-6%

Rationale
With the UK having triggered Article 50 in the first quarter, we expect a certain level 
of uncertainty to take hold over UK risk assets. However, in the fixed income space, 
we see attractive income opportunities in certain sterling high yield credits. We 
expect theBank of England to put something of a floor on potential spread widening 
during the Brexit process, as it remains committed to maintaining financial stability 
during the exit negotiations, and stand on hand to intervene should the currency 
meaningfully deteriorate. Furthermore we do not expect to see large volumes of 
issuance in the space, whilst the outlook for corporate profitability remains healthy for 
certain sectors, at least in the near term. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Risk-off mode in the market 
or Brexit related volatility

 – Idiosyncratic

Fixed income

List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross yield* (%) Moody’s 
rating

Country Adjusted 
leverage

XS1514268165 LADBROKES GROUP FIN PLC LADLN 5 1/8 09/08/23 5.15 - UK 2.8x

XS1195502031 JAGUAR LAND ROVER AUTOMO TTMTIN 3 7/8 03/01/23 3.10 Ba1 UK 1.0x

XS1573181366 VIRGIN MEDIA SECURED FIN VMED 6 01/15/25 5.63 Ba3 UK 5.6x

XS1412547660 WILLIAM HILL PLC WMH 4 7/8 09/07/23 3.99 Ba1 UK 1.5x
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds

List of selected bonds - rationale

Name Rationale
Ladbrokes Group The ongoing merger between Ladbrokes and Coral should lead to significant synergies for the combined structure, with a 

positive impact on company financial metrics and FCF generation. Fitch subsequently affirmed the company rating at BB 
in 2016, resolving a watch negative status that had previously been assigned. 

Jaguar Land Rover Jaguar Land Rover results contribute over 80 per cent of revenues and income to the parent company results. We foresee 
fundamental improvement and positive cash flow generation in the coming periods. Metrics are strong for the BB+ 
category and we consider it probable, based on existing information, that JLR will be upgraded to investment grade 
status over the coming quarters.

Virgin Media Virgin Media is the leading cable operator in the UK and Ireland, and is wholly owned by Liberty Global Group, 
the world’s largest TV and broadband company. We have a positive view on bonds owing to the company’s strong 
fundamental health including resilient cash flows and stable revenues, with attractive carry and some potential price 
appreciation over the next 6-12 months.

William Hill William Hill is now well braced to withstand rising sector regulatory risk and the challenges presented by its online 
business.  From a credit standpoint metrics are reassuring with positive cash flow generation and net debt to EBITDA that 
is well entrenched below 2x and within the companies target range. The sector as a whole is in a consolidatory phase and 
we see it likely that William Hill plays a part in this trend as it looks to increase market share. 
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IDEA: BUY EXOTICS

Implementation
Buy a basket of single line 
securities

Investment 
horizon
3-6 months 

Expected return
4-6%

Rationale
Within global high yield we continue to see value in specific African and Central 
American fixed income over the coming quarter. We favour countries with relatively 
low political risk (for the region in question), attractive entry points and demonstrable 
strong technical demand for the issuer, as derived from visible supportive buying of 
bonds by portfolio managers in previous bouts of weakness. We are also comforted 
by the International Monetary Fund’s conciliatory tone in recent times towards certain 
countries within these regions.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Risk-off mode in the market
 – Idiosyncratic risk
 – A reversal in OPEC policy

Fixed income

List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross yield* (%) Rating Country
USP37878AC26 BOLIVIA GOVERNMENT BOLIVI 4 1/2 03/20/28 4.67 BB Bolivia

XS1076436218 INTERNATIONAL BANK OF AZ IBAZAZ 5 5/8 06/11/19 N/A B- Azerbaijan

XS1003557870 REPUBLIC OF GABON GABON 6 3/8 12/12/24 6.90 B+ Gabon

XS1056386714 REPUBLIC OF ZAMBIA ZAMBIN 8 1/2 04/14/24 7.87 B Zambia
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds
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IDEA: BUY EMERGING MARKET CREDIT

Implementation
Buy a basket of single line 
securities

Investment 
horizon
3-6 months 

Expected return
4-6%

Rationale
With certain emerging economies coming out of recession we see value in pockets of 
emerging market fixed income. Overall, and in spite of recent performance, emerging 
market fixed income still looks attractive versus developed country counterparts. 
Within this segment we focus on regions where we have a positive view on economic 
fundamentals (including the ability to withstand a potentially rising US dollar) and an 
understanding of the underlying external and internal factors driving the sentiment of 
associated risky assets and bonds. 

We take comfort from the importance the market places on fundamentals (both 
macroeconomic and idiosyncratic) for EM issuers, without the burden of needing 
to assess Central Bank headline risk in most (but not all) regions with respect to 
Quantitative easing etc, as looks set to become the case in Europe, the UK and the US. 

In the credit space, when selecting issuers we look to identify “off the radar” 
opportunities that offer a premium over equivalent issues, be it for maturity, rating 
or sector. We expect such issues to be less correlated with the broader market tone, 
all the while paying a higher yield that will offer more protection in the event that 
interest rates continue to rise.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Dramatically higher interest 
rates

Fixed income

List of selected bonds
Illustrative bond selection (the entire list is available upon request)

ISIN Issuer Name Gross yield* (%) Moody’s rating Country Currency
USP01703AB65 ALPEK SA DE CV ALPEKA 5 3/8 08/08/23 4.44 Baa3 Mexico USD

XS0547082973 GOLD FIELDS OROGEN HOLD GFISJ 4 7/8 10/07/20 4.60 Ba1 South Africa USD

XS1128996425 MTN MAURITIUS 
INVSTMENTS

MTNSJ 4.755 11/11/24 5.44 Baa3 South Africa USD

USP04808AC88 RUSSIAN FEDERATION RUSSIA 4 3/4 05/27/26 4.11 B3 Russia USD

USY20721BN86 REPUBLIC OF INDONESIA INDON 4 3/4 01/08/26 3.78 Baa3 Indonesia USD
Source: Bloomberg, Dolfin research, March 2017 
*Assuming yield-to-worst for callable bonds
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IDEA: US INFLATION

Implementation
Structured product 

Investment 
horizon
12 months

Expected return
5%

Rationale
With the US at or approaching full employment, it is expected that any fiscal stimulus 
implemented by the future administration may have a significant impact on inflation 
as demand outweighs supply in the national economy. We therefore highlight the 
fairly defensive fixed income trade idea below to benefit from these circumstances.

This product will pay 5 per cent per annum and protect investors’ capital in full unless 
US CPI year-on-year falls below 1.5 per cent (current levels are at 2.7 per cent). If the 
inflation rate does fall below 1.5 per cent, investors will lose 0.66 per cent for every 1 
basis point below 1.5 per cent, the CPI level is. Investors cannot lose more than their 
initial investment

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – US CPI falls below 1.5% 
year-on-year

 – Rates rise, resulting in re-
investment risk

Fixed income
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IDEA: US SMART BETA STRATEGY

Equities

Implementation
A basket of single stocks 

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
We have developed a proprietary methodology for a dynamically managed stock 
selection strategy. In the case of the US, we employ factors, value and quality which 
should benefit in a more benign, positive economic environment (our base case for the 
region). US equities are then screened against these factors, providing the below output. 

Factors used in smart beta analysis

 – Value such as price to cash-flow, dividend yield and trailing price to earnings
 – Quality such as EV/EBITDA and gross profit margin

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – The performance of value 
stocks can be affected by 
volatile market conditions

 – Stock prices can be 
vulnerable to negative 
surprises on the corporate 
earnings front

US smart beta - sector breakdown   

Consumer Discretionary

Consumer Staples

Industrials
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Utilities

Source: Bloomberg, Dolfin research, March 2017

US smart beta - historical performance  
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US smart beta - illustrative stock selection

Name Price YTD  
change

Market  
cap

EBITDA / 
Revenue

Dividend 
yield

EV / 12m 
EBITDA

Next yr 
PE

Sector

Large Cap
BEST BUY CO INC 48.5 13.7  15,001,149,065 6.4 2.8 4.4 12.4 Cons Disc
GENERAL MOTORS CO 34.2 -1.9  51,185,448,913 12.0 4.4 2.1 5.7 Cons Disc
MAGNA INTERNATIONAL INC 56.1 -3.7  21,471,408,540 10.6 2.6 5.0 6.5 Cons Disc
VERIZON COMMUNICATIONS INC 49.2 -7.9  200,654,400,000 34.1 4.7 7.5 12.4 Telecos
AMEREN CORPORATION 54.6 4.0  13,240,580,927 37.9 3.2 9.0 18.3 Utilities
ENTERGY CORP 75.7 3.0  13,635,950,343 11.4 4.6 22.2 15.5 Utilities
EXELON CORP 35.8 0.9  33,160,836,391 27.7 3.7 7.9 12.5 Utilities
FIRSTENERGY CORP 31.5 1.6  13,958,702,681 -43.0 4.6 - 12.7 Utilities
Mid Cap
AARON'S INC 29.3 -8.6  2,083,641,505 10.1 0.4 - 11.4 Cons Disc
MICHAEL KORS HOLDINGS LTD 38.0 -11.5  6,179,408,256 28.8 - 5.7 9.8 Cons Disc
PILGRIM'S PRIDE CORP 22.4 18.1  5,568,456,386 11.3 - 6.4 10.9 Cons Stap
AIR CANADA 13.6 -0.3  3,714,146,145 14.9 - 3.4 3.9 Industrials
WEST CORP 24.2 -2.4  2,014,629,127 27.9 3.7 7.9 7.9 Industrials
XEROX CORP 7.3 26.1  7,370,230,390 12.4 3.4 8.0 8.4 IT
TERNIUM SA-SPONSORED ADR 26.0 7.5  5,206,318,714 21.4 3.9 4.1 8.2 Materials
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: EUROPEAN SMART BETA STRATEGY

Equities

Implementation
A basket of single stocks 

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
We have developed a proprietary methodology for a dynamically managed stock 
selection strategy. In the case of Europe, we employ factors, momentum and value 
which should benefit in a positive economic environment (our base case for the 
region). European equities are then screened against these factors, providing the 
below output. 

Factors used in smart beta analysis

 – Momentum such as price to 52-week high and Total Return 6m
 – Value such as price to cash-flow and dividend payout

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – The performance of value 
stocks can be affected by 
volatile market conditions

 – Stock prices can be 
vulnerable to negative 
surprises on the corporate 
earnings front

European smart beta - sector breakdown   
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Source: Bloomberg, Dolfin research, March 2017

European smart beta - historical performance  
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European smart beta - illustrative stock selection

Name Price YTD  
change

Market  
cap

EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next yr 
PE

Sector Country

Large Cap
UNILEVER NV-CVA 46.2 18.0  137,874,785,246 18.0 2.8 13.1 20.5 Cons Stap UK
ENGIE 13.1 8.3  31,975,292,194 11.2 7.6 7.6 12.9 Utilities France
VINCI SA 73.9 14.2  43,594,918,312 15.7 2.8 8.8 14.8 Industrials France
KERRY GROUP PLC-A 74.2 9.3  13,069,096,088 13.2 0.8 16.6 19.2 Cons Stap Ireland
HEINEKEN HOLDING NV 74.8 13.1  21,553,320,856 22.0 1.8 8.3 18.3 Cons Stap NL
KONINKLIJKE DSM NV 64.2 12.6  11,638,413,750 14.8 2.7 10.2 16.0 Materials NL
KONINKLIJKE KPN NV 2.8 -0.7  11,931,091,531 35.7 3.6 7.2 21.0 Telcos NL
WOLTERS KLUWER 39.5 14.7  11,918,883,256 26.2 2.0 10.5 16.0 Industrials NL
Mid Cap
JCDECAUX SA 32.7 17.2  6,956,684,748 15.5 1.7 13.9 25.7 Cons Disc France
SARTORIUS STEDIM BIOTECH 57.6 -4.0  5,309,578,944 25.5 0.7 20.8 24.6 Health Care France
GECINA SA 126.0 -4.1  7,992,764,640 153.1 4.1 13.0 23.8 Real Estate France
AZIMUT HOLDING SPA 16.2 2.2  2,322,155,396 40.8 6.2 - 11.9 Financials Italy
GLANBIA PLC 18.1 14.7  5,359,907,109 11.9 0.9 15.1 18.3 Cons Stap Ireland
VISCOFAN SA 48.0 2.5  2,238,374,846 27.9 3.0 10.9 17.0 Cons Stap Spain
CIE AUTOMOTIVE SA 18.4 -0.9  2,367,150,000 14.1 2.2 9.1 10.3 Cons Disc Spain
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: UK SMART BETA STRATEGY

Equities

Implementation
A basket of single stocks 

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
We have developed a proprietary methodology for a dynamically managed stock 
selection strategy. In the case of UK, we employ factors, low volatility and income 
which have historically shown more defensive qualities in a weakening economic 
environment (our base case for the region). UK equities are then screened against 
these factors, providing the below output. 

Factors used in smart beta analysis

 – Low volatility such as beta
 – Income such as dividend pay-out and dividend yield

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – The performance of value 
stocks can be affected by 
volatile market conditions

 – Stock prices can be 
vulnerable to negative 
surprises on the corporate 
earnings front

UK smart beta - sector breakdown   
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Source: Bloomberg, Dolfin research, March 2017

UK smart beta - illustrative stock selection

Name Price YTD  
change

Market  
cap

EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next yr PE Sector

Large Cap
CARNIVAL PLC 4592.0 11.3  33,962,271,455 29.3 2.4 9.5 13.5 Cons Disc
ITV PLC 214.6 4.0  8,638,528,130 23.6 3.4 12.4 12.7 Cons Disc
BRITISH AMERICAN TOBACCO PLC 5291.0 14.5  98,644,310,244 35.7 3.2 19.7 16.9 Cons Stap
DIAGEO PLC 2289.0 8.6  57,681,761,351 31.6 2.6 17.4 20.1 Cons Stap
TESCO PLC 185.2 -10.5  15,136,091,313 4.4 - 8.1 18.7 Cons Stap
GLAXOSMITHKLINE PLC 1654.0 5.9  81,332,140,941 15.9 4.8 21.6 14.4 Health Care
INTL CONSOLIDATED AIRLINE-DI 526.5 19.4  11,114,435,802 17.2 2.0 3.4 6.5 Industrials
BT GROUP PLC 313.5 -14.6  31,220,991,607 33.4 4.6 6.7 10.8 Telcos
CENTRICA PLC 216.0 -7.9  11,830,376,106 13.3 5.6 4.8 12.0 Utilities
NATIONAL GRID PLC 1011.5 6.3  37,929,870,000 37.7 4.3 12.2 15.4 Utilities
Mid Cap
GREENE KING PLC 697.5 -0.1  2,161,505,405 22.7 4.6 9.2 9.7 Cons Disc
WILLIAM HILL PLC 287.2 -1.0  2,463,570,666 19.4 4.4 10.1 11.0 Cons Disc
EASYJET PLC 1009.0 0.4  4,007,830,062 14.3 5.3 5.7 11.3 Industrials
HOWDEN JOINERY GROUP PLC 422.6 9.8  2,658,161,236 21.7 2.5 7.8 13.8 Industrials
PAYSAFE GROUP PLC 462.9 24.8  2,243,211,219 28.6 - 8.6 11.2 IT
DS SMITH PLC 433.9 6.2  4,103,528,116 10.5 3.1 9.8 12.9 Materials
INMARSAT PLC 834.5 11.0  3,780,798,818 59.8 5.1 7.7 18.4 Telcos
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: ASIAN SMART BETA STRATEGY

Equities

Implementation
A basket of single stocks 

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
We have developed a proprietary methodology for a dynamically managed stock 
selection strategy. We have then employed several factors, which have historically 
resulted in excess returns, versus the broader market. The factors employed when 
screening stocks within Asia are the result of the optimisation process inside our 
proprietary framework. These include minimum volatility, value, and quality. 

Factors used in smart beta analysis

 – Low volatility such as beta
 – Momentum such as price to 52-week high
 – Sentiment such as analyst ratings
 – Value such as EPS growth
 – Quality such as EV/EBITDA

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Stock performance can be 
affected by volatile market 
conditions

 – Stock prices can be 
vulnerable to negative 
surprises on the corporate 
earnings front

Asian smart beta - sector breakdown  
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Asia smart beta - historical performance  
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Asian smart beta - illustrative stock selection

Name Price YTD 
change

Market cap EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next 
yr PE

Sector Country

HONDA MOTOR CO LTD 3262.0 -4.5  5,908,879,538,660 8.0 2.8 8.9 9.5 Cons Disc Japan
JARDINE CYCLE & CARRIAGE LTD 45.1 9.4  17,825,156,589 13.2 2.3 9.8 13.0 Cons Disc Singapore
WOOLWORTHS LTD 26.7 10.9  34,432,599,877 4.6 3.6 8.6 20.5 Cons Stap Australia
WOODSIDE PETROLEUM LTD 32.3 3.5  27,168,848,122 67.1 4.9 8.9 16.4 Energy Australia
CSL LTD 126.5 26.0  57,516,492,040 27.1 1.4 17.5 26.4 Health Care Australia
DAIICHI SANKYO CO LTD 2482.5 3.8  1,760,120,658,998 17.7 2.8 10.9 25.1 Health Care Japan
CK HUTCHISON HOLDINGS LTD 95.5 8.6  368,215,412,825 20.4 2.8 12.1 9.5 Industrials HK
ITOCHU CORP 1556.5 0.3  2,588,287,512,976 3.8 3.5 20.6 6.2 Industrials Japan
QANTAS AIRWAYS LTD 3.9 17.7  7,151,298,787 17.7 4.7 3.6 7.4 Industrials Australia
FUJIFILM HOLDINGS CORP 4302.0 -3.0  2,213,919,881,856 12.5 1.6 6.5 14.5 IT Japan
FUJITSU LTD 674.8 3.9  1,396,848,290,132 6.8 1.3 4.5 11.3 IT Japan
NEWCREST MINING LTD 23.5 15.9  17,987,620,460 39.3 0.4 9.3 19.0 Materials Australia
HONGKONG LAND HOLDINGS LTD 7.6 20.7  17,975,443,799 176.8 2.5 4.8 18.8 Real Estate HK
NIPPON TELEGRAPH & TELEPHONE 4829.0 -1.7  10,123,488,895,630 27.1 2.5 5.2 11.5 Telecos Japan
SINGAPORE TELECOMS 3.9 7.4  64,009,388,889 29.3 4.5 14.3 15.2 Telecos Singapore
Source: Bloomberg, Dolfin research, March 2017 
 

IDEA: ASIAN SMART BETA STRATEGY 
(CONTINUED)

Equities
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IDEA: BUY GLOBAL DEFENCE

Equities

Implementation
A basket of single stocks

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
Following a multi-year period of materially lower defence spending, there are signs 
that certain countries are planning a ramp-up in expenditure. 

Nowhere is this more likely than in the US, where President Trump has pledged a 
10 per cent increase to US defence spending in 2018 ($639bn); defence, was one 
of the few areas of Trump’s first budget proposal, where financing was increased, as 
opposed to reduced. Consistent with his campaign messaging, President Trump has 
pledged to rebuild the US armed forces, which has fallen in recent years (see below 
chart). We expect this to continue to support defence stocks over the coming months.

The US has also made continual noises, and threats, around the low levels of defence 
spending amongst its allies (notably in Europe) and only four countries within NATO 
currently meet the alliance’s defence spending target of 2 per cent of GDP (see 
below chart) – this represents a hypothetical $94 billion shortfall. Should the Trump 
administration continue to threaten the alliance, it may prove more difficult for major 
economies to avoid a rise in spending - an additional support for defence stocks.

Spending aside, geopolitical tensions are slowly rising, notably in Asia, where 
aggressive posturing threatens to turn into conflict. Any flare-up in tensions would 
likely also support our theme. 

To capture the theme, we have constructed a global portfolio of stocks, with revenues 
predominantly (or wholly) focused on the defence sector. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – President Trump fails to 
receive congressional 
support for his defence 
spending pledge

 – Downturn in the global 
economy, removing defence 
spending priorities
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IDEA: BUY GLOBAL DEFENCE 
(CONTINUED)

Equities

Global defence - illustrative stock selection

Name Price YTD 
change

Market cap EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next 
yr PE

Country Defence 
revenue (%)

BAE SYSTEMS PLC 636.5 8.1  20,324,554,768 11.2 3.3 10.2 13.8 UK 40%
MEGGITT PLC 441.6 -3.7  3,425,638,346 21.7 3.4 11.0 12.0 UK 100%
QINETIQ GROUP PLC 281.9 7.3  1,599,053,092 13.6 2.1 10.2 16.9 UK 64%
ULTRA ELECTRONICS HLDGS PLC 2068 6.5  1,459,846,613 17.7 2.3 11.7 14.1 UK 100%
DASSAULT AVIATION SA 1192.7 12.3  9,840,711,270 10.3 1.0 14.8 18.1 France 100%
THALES SA 90.08 -2.1  19,143,987,462 12.1 1.8 9.6 16.3 France 100%
ELBIT SYSTEMS LTD 41020 5.2  17,535,182,017 12.9 1.6 10.7 17.5 Israel 100%
FMS ENTERPRISES MIGUN LTD 12120 17.1  1,114,426,243 35.3 3.5 8.2 - Israel 84%
LEONARDO SPA 13.29 -0.4  7,683,618,750 13.1 1.1 7.5 11.0 Italy 50%
LIG NEX1 CO LTD 80800 0.4  1,777,600,000,000 7.3 1.2 14.7 15.2 S Korea 94%
AEROSPACE INDUSTRIAL DEVELOP 38.4 0.5  34,877,238,835 15.3 2.6 10.3 14.1 Taiwan 45%
AEROVIRONMENT INC 27.5 2.5  645,022,043 6.0 - - 53.9 US 75%
GENERAL DYNAMICS CORP 187.74 8.7  56,954,815,406 15.2 1.8 11.3 17.8 US 100%
LOCKHEED MARTIN CORP 268.68 7.5  77,869,694,689 14.3 2.7 11.9 19.0 US 89%
STURM RUGER & CO INC 55.85 6.0  986,548,251 25.6 3.2 5.3 12.0 US 82%
UNITED TECHNOLOGIES CORP 111.93 2.1  89,732,799,159 17.7 2.4 10.6 16.0 US 71%
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: BUY GLOBAL FINANCIALS

Equities

Implementation
A basket of single stocks

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
Financial stocks look set to benefit from an improving global economic picture, given 
their high correlation to GDP growth.

In both the US and Europe, we expect bank earning margins to improve, both 
driven by higher trading activity (amongst investment banks), and also given the 
improvement to the 10yr-2yr government bond yield spread, a key indicator of the 
slope of the yield curve. Banks are sensitive to the yield curve as they borrow on the 
short-term markets and then lend for longer terms – thus a steeper curve, is good 
for profitability. Having bottomed in 2015-2016 (see below chart), this spread is now 
widening in both the US and Europe.

In the US, financials have already been performing well since Trump’s presidential win, 
driven by expectations of a lower regulatory burden and potential for lower corporate 
taxes, both core policy proposals of Trump’s campaign. The US banks are also 
beginning to benefit from healthier net interest margins (the measure of difference 
between interest income earned generated by financials and the amount of interest 
paid out to their lenders) as the US Federal Reserve continues on its path to rate 
normalisation. We expect the trends to continue, further adding support to US banks. 

In Europe, the ‘reflation’ theme is slowly beginning to play out, as GDP growth and 
inflation have begun to pick up. These tailwinds should feed into earnings, which 
have remained compressed over a multi-year time frame. Adding to the positive 
macroeconomic backdrop, in which rates are slowly creeping up (see below chart), 
balance-sheet restructuring is slowly turning a corner, at the same time as punitive 
regulation begins to subside. Given many European banks trade at depressed 
multiples, we expect a re-rating of the sector over the coming quarter.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Economic growth fails to the 
downside, hurting financial 
stocks

 – Geopolitical risk – e.g. a 
Marine Le Pen win in the 
French election

US and German 10yr vs. 2yr spread 
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IDEA: BUY GLOBAL FINANCIALS 
(CONTINUED)

Equities

Global financials - illustrative stock selection

Name Price YTD 
change

Market cap Dividend 
yield

Price-to-
book

Next yr 
PE

Country

RAIFFEISEN BANK INTERNATIONA 21.08 21.3  6,934,047,211 - 0.7 8.5 Austria
BNP PARIBAS 60.33 -0.4  75,254,689,329 4.5 0.8 9.5 France
CREDIT AGRICOLE SA 12.4 5.3  35,291,696,122 4.8 0.7 10.0 France
UNICREDIT SPA 13.88 1.3  30,892,098,237 - 0.4 9.1 Italy
BANCO BILBAO VIZCAYA ARGENTA 6.909 7.7  45,368,744,707 5.4 1.0 10.4 Spain
BANK OF AMERICA CORP 23.59 6.7  236,181,731,006 1.3 1.0 11.2 US
CITIGROUP INC 59.68 0.4  165,007,162,119 1.1 0.8 10.2 US
HARTFORD FINANCIAL SVCS GRP 48.13 1.0  17,817,209,517 1.9 1.1 10.7 US
M & T BANK CORP 154.49 -1.2  23,754,659,555 1.9 1.6 15.7 US
METLIFE INC 52.4 -2.8  56,972,265,280 3.1 0.9 9.0 US
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: BUY GLOBAL INCOME STOCKS

Equities

Implementation
A basket of single stocks

Investment 
horizon
3-6 months

Expected return
6-8% annually

Rationale
We have developed a proprietary methodology for a dynamically managed stock 
selection strategy. We have focused on income as a factor when considering a basket 
of stocks. 

Factors used in smart beta analysis

 – Income such as dividend payout and dividend yield

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Income stocks underperform 
the broader market

 – Stocks scale back their 
dividend payouts

Global income - illustrative stock selection

Region Name Price YTD 
change

Market 
cap

EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next 
yr PE

Country

Europe ENGIE 13.1 8.3  31,975,292,194 11.2 7.6 7.6 12.9 France
CIA DE DISTRIBUCION INTEGRAL 21.7 -2.1  2,860,098,750 2.8 6.0 2.3 15.6 SPAIN
RED ELECTRICA CORPORACION SA 18.0 0.1  9,712,386,000 77.2 4.8 10.3 13.7 SPAIN
TOTAL SA 47.5 -2.6  116,485,146,429 13.6 5.2 8.4 10.5 France
VINCI SA 73.9 14.2  43,594,918,312 15.7 2.8 8.8 14.8 France

UK CENTRICA PLC 216.0 -7.9  11,830,376,106 13.3 5.6 4.8 12.0 UK
EASYJET PLC 1009.0 0.4  4,007,830,062 14.3 5.3 5.7 11.3 UK
WILLIAM HILL PLC 287.2 -1.0  2,463,570,666 19.4 4.4 10.1 11.0 UK
SSE PLC 1483.0 -5.2  14,860,166,565 4.4 6.1 13.8 12.2 UK
ROYAL DUTCH SHELL PLC-A SHS 2085.5 -6.5  175,801,514,599 11.7 6.9 11.0 11.8 NL

US CEDAR FAIR LP 68.5 6.6  3,847,432,078 34.8 5.0 11.2 17.6 US
GENERAL MOTORS CO 34.2 -1.9  51,185,448,913 12.0 4.4 2.1 5.7 US
FIRSTENERGY CORP 31.5 1.6  13,958,702,681 -43.0 4.6 - 12.7 US
STAPLES INC 8.7 -4.3  5,650,908,250 0.9 5.5 - 9.9 US
COVANTA HOLDING CORP 15.5 -1.0  2,026,860,286 18.6 6.5 14.5 79.2 US

Asia CROWN RESORTS LTD 11.8 9.3  8,602,335,325 41.0 7.5 6.3 20.2 Australia
SANDS CHINA LTD 36.0 6.8  290,576,741,220 29.5 5.5 19.5 21.3 Macau
CHINA MERCHANTS PORT HOLDING 22.6 17.5  59,341,593,485 64.1 3.8 14.6 13.2 HK
AURIZON HOLDINGS LTD 5.1 1.6  10,525,454,333 32.3 6.8 11.7 19.1 Australia
FORTESCUE METALS GROUP LTD 6.1 3.6  18,994,168,721 43.2 7.5 3.9 9.3 Australia

Source: Bloomberg, Dolfin research, March 2017 
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IDEA: BUY EUROPEAN SECTORS

Equities

Implementation
A basket of single stocks

Investment 
horizon
3-6 months

Expected return
10-12% annually

Rationale
Within Europe, our expectation is for acceleration in economic growth, with a broad-
based increase in GDP amongst Eurozone countries. We also expect inflation to 
remain supported, following a multi-year period of extreme lows in CPI. 

Based on this expected scenario, we have chosen sectors, which have historically 
benefited in this positive scenario. These sectors are: chemicals, oil & gas, telecoms 
and basic materials. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Our scenario fails to play out.
 – Our chosen sectors 

underperform the broader 
European equity market

European sector breakdown  

Chemicals

Oil & Gas

Telecoms

Basic Materials/Industrials

Source: Bloomberg, Dolfin research, March 2017

Asian smart beta - illustrative stock selection

Name Price YTD 
change

Market cap EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next yr 
PE

Sector

Chemicals AIR LIQUIDE SA 106.4 0.7  41,361,344,220 25.7 2.4 12.1 18.4 Ind. Gases
AKZO NOBEL 78.0 31.2  19,675,993,062 15.0 2.1 7.8 17.8 Spec. Chems
ARKEMA 92.5 -0.5  7,006,644,123 16.5 2.2 6.8 13.1 Div. Chems
BAYER AG-REG 107.2 8.1  88,648,805,018 23.1 2.5 8.8 12.9 Pharma
SOLVAY SA 114.7 2.3  12,059,323,782 19.1 3.0 7.1 12.9 Div. Chems
KONINKLIJKE DSM NV 64.2 12.6  11,638,413,750 14.8 2.7 10.2 16.0 Spec. Chems
COVESTRO AG 74.1 13.6  14,999,175,000 16.9 1.8 7.3 16.7 Spec. Chems

Oil & Gas TOTAL SA 47.5 -2.6  116,485,146,429 13.6 5.2 8.4 10.5 Integ. Oil & Gas
GAMESA CORP TECNOLOGICA SA 22.1 14.9  15,083,920,194 16.5 1.2 6.1 16.6 Hvy Elec. Equip.
SBM OFFSHORE NV 15.4 2.9  3,276,784,532 34.5 1.4 12.3 11.5 Oil & Gas E&S

Telecoms ORANGE 14.5 0.4  38,557,520,403 26.5 4.5 5.9 12.7 Integ. Telecoms
FREENET AG 30.3 13.2  3,878,968,175 12.0 5.3 13.0 15.0 Wireless Tel.
DEUTSCHE TELEKOM AG-REG 16.4 0.1  76,584,270,790 30.8 3.7 6.0 15.8 Integ. Tel.

Basic 
Materials

STORA ENSO OYJ-R SHS 11.2 9.7  8,947,273,450 11.8 3.3 9.4 13.3 Paper Products
NAVIGATOR CO SA/THE 3.8 15.7  2,710,715,000 25.2 4.2 7.5 14.1 Paper Products
WIENERBERGER AG 20.0 21.4  2,354,061,083 12.8 1.3 6.8 14.8 Const. Materials
ACS ACTIVIDADES CONS Y SERV 31.9 6.2  10,031,507,257 5.5 3.6 6.9 12.6 Const. & Eng.
EIFFAGE 73.1 10.4  7,171,775,217 15.6 2.1 8.2 13.2 Const, & Eng.

Source: Bloomberg, Dolfin research, March 2017 
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IDEA: THEMATIC – “BREXIT M&A”

Equities

Implementation
A basket of single stocks

Investment 
horizon
3-6 months

Expected return
10-12% annually

Rationale
Whilst uncertainty hangs over Britain’s post-Brexit future, the sharp devaluation in the 
currency, coupled with greater resilience in the UK economy, has laid fertile ground for 
American and Asian counterparts to swoop in on British companies. In a recent report, 
KPMG noted that despite the fall-out from Brexit, in 2016, cross-border activity was down 
only 3 per cent year-on-year (in deal value). Given historically cheap funding costs and large 
cash piles sitting on balance sheets globally, 2017 looks set to continue with this resilience. 

Our analysis draws on the FTSE 350 index, initially removing those companies that have 
seen their share price rise by more than the corresponding depreciation in the currency 
(-18 per cent). We have then used a number of metrics, which have historically proven 
to be demonstrative amongst acquisition targets (see below table). This draws on an 
extensive report from Intralinks and Cass Business School, who highlight five financial 
measures that are statistically significant predictors shown in acquisition targets.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Stock performance can be 
affected by volatile market 
conditions

 – Stock prices can be 
vulnerable to negative 
surprises on the corporate 
earnings front

Brexit M&A - illustrative stock selection

Name Price YTD 
change

Market cap EBITDA / 
revenue

Dividend 
yield

EV / 12m 
EBITDA

Next yr 
PE

Sector

DEBENHAMS PLC 53.5 -6.7  656,270,939 8.7 6.4 5.3 8.6  Cons Disc
HALFORDS GROUP PLC 352.1 -1.0  701,089,661 11.1 4.9 7.2 12.0  Cons Disc
KINGFISHER PLC 319.8 -8.6  7,156,705,052 9.1 3.2 6.8 11.7  Cons Disc
MARKS & SPENCER GROUP PLC 338.6 -3.3  5,501,328,487 11.0 5.5 7.6 11.8  Cons Disc
PETS AT HOME GROUP PLC 182.1 -23.8  910,500,000 16.0 4.4 9.6 11.8  Cons Disc
RANK GROUP PLC 208.9 7.1  816,137,875 19.4 3.2 6.1 12.6  Cons Disc
WHITBREAD PLC 3893.0 3.1  7,138,765,470 24.7 2.4 11.8 15.0  Cons Disc
WILLIAM HILL PLC 287.2 -1.0  2,463,570,666 19.4 4.4 10.1 11.0  Cons Disc
ASTRAZENECA PLC 4957.0 11.7  62,735,899,220 32.5 4.5 11.2 15.6 Health Care
BERENDSEN PLC 765.0 -11.5  1,329,156,706 30.2 4.3 5.8 12.2 Industrials
CARILLION PLC 220.1 -6.8  946,990,438 4.2 8.4 6.9 6.3 Industrials
EASYJET PLC 1009.0 0.4  4,007,830,062 14.3 5.3 5.7 11.3 Industrials
GO-AHEAD GROUP PLC 1709.0 -23.7  734,997,184 5.2 5.7 4.0 8.2 Industrials
ROYAL MAIL PLC 420.5 -9.0  4,205,000,000 4.4 5.4 13.0 11.2 Industrials
STAGECOACH GROUP PLC 207.7 -3.9  1,191,435,234 8.5 5.6 5.3 9.4 Industrials
COMPUTACENTER PLC 740.5 -7.4  908,504,418 3.6 3.0 7.2 13.0 IT
Source: Bloomberg, Dolfin research, March 2017 
 

Brexit M&A - financial metric

Financial metrics Decile
Growth
    Sales growth Top and bottom 30%
Profitability 
    EBITDA / sales Bottom 40%
Leverage
    Debt / EBITDA Bottom 40%
Liquidity
    Current assets / liabilities Bottom 40%
Valuation
    EV / EBITDA Bottom 40%
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: THEMATIC – “FADE TRUMP”

Equities

Implementation
A basket of ETFs

Investment 
horizon
3-6 months

Expected return
6-8% annually

Rationale
Since Trump’s electoral win in November 2016, markets have been swept up by a 
sense of euphoria, predicated on reflationary expectations and a pro-growth policy 
agenda. The prospect of greater fiscal spending and lighter regulation, key tenets 
of this agenda, have led to markets favouring certain sectors, whilst punishing those 
deemed to be ‘victims’ of Trump’s presidency.  

Evidence that Trump’s plans may face challenges has come to the fore with his failure 
in repealing Obamacare, which in turn has delayed tax reform / infrastructure plans 
and led to a pause in markets in mid-March. 

With Trump having taken charge of the presidency for two months now, we take 
stock of those markets/sectors that have underperformed since early November and 
compare to the broader US indices (below table). For those investors that envisage 
diminishing euphoria, we have created an equal-weighted basket of these sectors 
which we would expect to outperform on a ‘fade Trump’ scenario. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Trump delivers on policy 
promises 

‘Fade Trump’ - illustrative security selection

Name Price YTD change Price change since US election (in USD)
ISHARES GLOBAL CLEAN ENERGY 8.6 8.5 -0.2
KOSPI INDEX 2161.1 6.6 9.4
ISHARES MSCI MEXICO CAPPED 51.6 17.4 -2.0
ISHARES CHINA LARGE-CAP ETF 38.7 11.6 5.9
SPDR S&P RETAIL ETF 41.6 -5.6 -0.5
Average 7.7 2.5
S&P500 5.4 10.3
Russell 2000 0.9 14.2
Source: Bloomberg, Dolfin research, March 2017 
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IDEA: BUY EMERGING MARKETS  
(INDIA & RUSSIA)

Equities

Implementation
ETFs or Futures

Investment 
horizon
3-6 months

Expected return
6-9% annually

Rationale
We favour select emerging markets, which should continue to benefit from both 
global growth trends and idiosyncratic catalysts. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Growth fails to materialise in 
select emerging markets

 – Geopolitical risks escalate, 
driving a broad sell-off in 
equity markets

Emerging market equities (India & Russia) vs. CRB commodities index  
(Chart 1) 
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Emerging market equities (India & Russia) vs. US PMI  
(Chart 2) 
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EM portfolio construction

Emerging market Allocation
India 50%
Russia 50%
Source: Bloomberg, Dolfin research, March 2017 
 

India has shown remarkable economic resilience in recent months, with 
steady investment and consumption and lower levels of inflation. With 
widespread support for Modi’s ambitious reform agenda supporting 
investor sentiment, we anticipate further upside in Indian equity markets. 

In Russia, the economic story has been more painful, but the country 
is emerging from recession and business conditions look strong. With 
further easing of monetary policy anticipated, historically supportive of 
Russian equities, we continue to favour the emerging market. 

In Chart 2, we track the emerging markets basket against the CRB 
Commodity Index, which demonstrates a high correlation. Given our 
expectation of further upside in commodities, based on rising global 
growth levels, this is supportive of the trade.

The portfolio is also compared with US PMI data, which also 
demonstrates a positive correlation – we would expect the EM basket 
to trade upwards in line with current PMI levels.
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IDEA: BUY ASIAN EMERGING MARKETS  
(INDONESIA, MALAYSIA, THAILAND)

Equities

Implementation
ETFs

Investment 
horizon
3-6 months

Expected return
6-9% annually

Rationale
With more resilient Chinese growth, US dollar strength tailing off and robust 
consumer spending, select Asian economies look increasingly attractive as investment 
opportunities. We have a preference for Indonesia, Malaysia and Thailand. 

Decomposing a basket of these markets, the key drivers are the Malaysian ringgit and the 
Thai baht, which both have a positive correlation to the proposed equities.

Looking at the price action of the Thai baht, returns have a high correlation to 
international reserves (see Chart 1), which have continued to move upwards in recent 
months (suggesting upside to THB). The currency is also correlated to Thai GDP, 
which we have shown (lagged path) in Chart 2 – if GDP remains at current levels or 
moves upwards, THB should appreciate against the USD. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Growth fails to materialise in 
select emerging markets.

 – Geopolitical risks escalate, 
driving a broad sell-off in 
equity markets

THB / USD vs. Thai international reserves (Chart 1)  
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THB / USD vs. Thailand GDP YoY (lagged path) (Chart 2) 
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MYR / USD vs. Crude oil   
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MYR / USD vs. Dollar index (inverted)  
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With respect to the ringgit, crude oil is a major factor driving the currency. Given we do not expect crude to fall further from current levels, this is 
supportive for the currency (and for the proposed Asia EM equity basket). Furthermore, the performance of the ringgit has a negative correlation with 
the dollar index. In the final chart, we show the currency against the inverted dollar index. We do not expect the dollar index to rise significantly from 
current levels in the absence of concrete fiscal plans from a Trump presidency.

IDEA: BUY ASIAN EMERGING MARKETS  
(CONTINUED)

Equities



dolfin.com76 | Dolfin Quarterly Investment Outlook - Q2, 2017 

IDEA: BUY EURO STOXX /  
SELL DOW JONES

Equities

Implementation
ETFs / Futures

Investment 
horizon
3-6 months

Expected return
6-8% annually

Rationale
Global equity markets continue to trade around all-time highs, having rallied both 
year-to-date and since Trump’s victory in the November US election. Following these 
sharp increases, valuations are rich (see below table) and we feel it is worth looking to 
relative value within equity markets.

The Dow Jones Industrial Average index has been a key beneficiary of this post-
election rally, returning almost 18 per cent since November. 

In contrast, European stocks have not experienced such an increase in prices, with meaningful 
underperformance versus the US over year-to-date as well as 1, 3 and 5 year periods. 

As the European recovery in growth continues, this has slowly begun to feed into earnings, 
which again, has been an area where the US has outperformed over the past few years. 
Corporate profit growth in Europe is now outpacing earnings from US companies for the 
first time in 18 months, with European companies reporting an 11 per cent rise in profits 
year-on-year, versus a 5 per cent average growth seen amongst US companies. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Growth fails to materialise 
in Eurozone countries and 
earnings growth slows / 
reverses.

 – US market outperforms 
on success of Trump’s pro-
growth policy agenda

Equity valuations

Feb-17 Dow Jones 
Industrial Average

Euro Stoxx 50

Price / Earnings 20.98 19.21
Price / Book 3.59 1.58
Dividend Yield 2.33 3.45
EV / Sales 2.22 1.42
EV / EBITDA 11.75 9.05
Average Profit Margin 9.87 5.98
Source: Bloomberg, Dolfin research, March 2017 
 

Sector weights

Euro Stoxx 50 Dow Jones 
Top sector weights Top sector weights
Banks 15% Retail 11%
Healthcare 8% Banks 11%
Energy 7% Technology 10%
Insurance 7% Defense 10%
Telecoms 7% Healthcare 7%
Autos 5% Manufacturers 7%
Chemicals 5% Energy 6%
Source: Bloomberg, Dolfin research, March 2017 
 

Equity pair (Euro Stoxx / Dow Jones) vs. EPS growth YoY
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Source: Bloomberg, Dolfin research, January 2017

At the same time, we expect US equity 
indices to take a pause following their 
aggressive rally since November. Whilst 
pro-growth, fiscal–backed plans remain 
on the table, many of Trump’s pro-
growth policies are unlikely to become a 
reality this year.

Notwithstanding the fact that Europe 
continues to face political headwinds 
of its own (Brexit, French elections, 
rising nationalism), the Euro Stoxx offers 
broad sector exposure, and should 
benefit from domestic growth as well 
as improving global growth trends. For 
example, the largest exposure is to 
financials, which are slowly returning 
to profitability following several painful 
years, as well as export-driven sectors 
(e.g. energy and manufacturing), which 
should benefit from a weaker Euro and 
broader, positive global growth.
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IDEA: ‘TWIN WIN’ – S&P 500

Equities

Implementation
Structured product

Investment 
horizon
2-3 years

Expected return
15% annually

Rationale
With equity market volatility at historic lows and geopolitical risks throughout 2017 
having the potential to upset the equity markets, we present a ‘Twin Win’ note linked 
to the S&P 500. A ‘Twin Win’ note benefits if levels of volatility increase over the term 
therefore experiencing movements in the underlying. From the payoff table below, you 
can see that investors receive an absolute return on the index up to a lower protection 
barrier (set at 75 per cent of current index levels). This provides investors with piece of 
mind and also a hedge to other portions of their equity market allocation. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Volatility remains low and 
there is little movement in 
the index

 – The index declines and the 
downside barrier is breached

Payoff table

Performance  
of the S&P 500

Performance -  
no barrier event

Performance -  
barrier event

50% - 50%
55% - 55%
60% - 60%
65% - 65%
70% - 70%
75% 125% 75%
80% 120% -
85% 115% -
90% 110% -
95% 105% -
100% 100% -
105% 105% -
110% 110% -
115% 115% -
120% 120% -

Source: Bloomberg, Dolfin research, March 2017 
 

S&P 500 vs. note barrier 
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IDEA: SELL US VOLATILITY (VXX) ON A 
HEDGED BASIS 

Equities

Implementation
Short equity via CFDs and 
options 

Investment 
horizon
3-6 months

Expected return
10% annually

Rationale
Since the start of the year, equity markets have maintained a positive tone, with little 
to suggest a shift in this stance. With our view that risk will remain firmly on the table 
over the second quarter, spikes in volatility will tend to be short-term events – such 
events have become ‘known knowns’, allowing traders to price this into the term 
structure. We could be set for a new regime of low volatility where US volatility trades 
in a tight range this year. 

Since Trump came to power in November, the S&P 500 realised 10-day volatility has 
kept to this script, trading below 10. Given this trend, the VIX, the index of implied 
volatility, has traded sideways in a range with traders maintaining a steep term 
structure. A consequence of this has been that the iPath S&P 500 Vix short-term 
future has been on a downward trend. 

With volatility expected to remain low (priced into the market), it is possible to take 
advantage of the downward nature of the VIX term structure embedded into the VXX 
ETN, by shorting the equity and at the same time hedging the exposure by buying a 
put on the S&P 500.

We note that a 30 June at-the-money put spread on the S&P 500 would cost ~2.4 per 
cent (for a USD 1m position, the put would cost us $24,000) , since any sell off in S&P 
would require a spike in the VIX. We would use this premium as the basis for working 
out how much VXX we should be selling. With VXX at ~16.44, we note that we would 
need a 16 per cent move in VXX over the quarter on a 150k position to recover 
the value of this option. However, whilst this appears to be a large move, historical 
analysis indicates that in the first quarter of 2017, VXX has declined by almost 40 per 
cent; 25.1 per cent in the fourth quarter of 2016 and 38.3 per quarter in the third 
quarter.  Our scenario table below shows the potential PnL impact on the position 
due to moves and we do caution investors that there may be some mark-to-market 
volatility since this is for PnL at maturity. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Volatility remains low and 
there is little movement in 
the index

Implied volatility (VIX index) vs. iPath S&P VIX short-term future ETN 
(VIX US Equity)   

Implied volatility (VIX index) (LHS) VXX US (RHS
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Implied volatility (VIX index) vs. iPath S&P VIX short-term future ETN 
(VIX US Equity)  

S&P 500 (LHS) VXX (RHS inverted)

Nov-16Jan-17Mar-17 Sep-16 July-16 May-16 Mar-16 Jan-16

1800

2100

2000

1900

2200

2300

2400

2500

140

100

120

80

60

40

20

0

Source: Bloomberg, Dolfin research, March 2017



Dolfin Quarterly Investment Outlook - Q2, 2017 | 79dolfin.com

Equity valuations

S&P Move
-20% -15.00% -10% -5.00% 0% 5.00% 10%

VX
X 

M
ov

e

80% 56,000 6,000 -44,000 -94,000 -144,000 -144,000 -144,000 
70% 71,000 21,000 -29,000 -79,000 -129,000 -129,000 -129,000 
60% 86,000 36,000 -14,000 -64,000 -114,000 -114,000 -114,000 
50% 101,000 51,000 1,000 -49,000 -99,000 -99,000 -99,000 
40% 116,000 66,000 16,000 -34,000 -84,000 -84,000 -84,000 
30% 131,000 81,000 31,000 -19,000 -69,000 -69,000 -69,000 
20% 146,000 96,000 46,000 -4,000 -54,000 -54,000 -54,000 
10% 161,000 111,000 61,000 11,000 -39,000 -39,000 -39,000 
0% 176,000 126,000 76,000 26,000 -24,000 -24,000 -24,000 

-10% 191,000 141,000 91,000 41,000 -9,000 -9,000 -9,000 
-20% 206,000 156,000 106,000 56,000 6,000 6,000 6,000 
-30% 221,000 171,000 121,000 71,000 21,000 21,000 21,000 
-40% 236,000 186,000 136,000 86,000 36,000 36,000 36,000 
-50% 251,000 201,000 151,000 101,000 51,000 51,000 51,000 

Source: Bloomberg, Dolfin research, March 2017 
 

Yellow area could potentially happen but we see remote 
chance as VXX to potentially be over reacting

Grey area 
represents scenario 
unlikely to happen 
as would require 
a complete 
breakdown of 
the relationship 
between volatility 
and S&P move. 

i.e. Markets 
improve and 
volatility materially 
increases at same 
time or market sells 
off and voaltility 
sells off.

IDEA: SELL US VOLATILITY (VXX) ON A 
HEDGED BASIS (CONTINUED)

Equities
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IDEA: ENERGY PAIR  
(SELL CRUDE / BUY BRENT)

Commodities

Implementation
ETFs / Futures

Investment 
horizon
3-6 months

Expected return
4-6% annually

Rationale
The pair trade is based on the spread of industrial production against the energy pair 
(sell Crude / buy Brent). The first chart shows the spread of US and German industrial 
production (IP) compared to the energy pair trade (sell Crude / buy Brent). The IP 
spread is trading at -4, which is not currently reflected in the pair trade. At this level of 
IP spread, we would expect the pair trade to trade closer to 0.85 i.e. 10 per cent from 
today’s levels. 

In the second chart, the energy pair trade (sell Crude / buy Brent) is compared to 
the equity pair, Dow Jones vs. DAX. Based on our expectations of European equity 
outperformance (versus the US), we anticipate that the energy pair trade will draw 
lower to reflect this.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – US shale production 
surprises to the upside

 – OPEC fails to control oil 
production

Energy pair  (sell Crude / buy Brent vs. US / Germany industrial 
production spread   

Energy pair (sell Crude/buy Brent) (LHS) Spread - US/Germany industrial production (RHS)
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Energy pair  (sell Crude / buy Brent vs. Dow Jones / DAX) 
  

Energy pair (sell Crude/buy Brent) (LHS) Dow vs. DAX (RHS)

Mar-12Mar-10Mar-06 Mar-14Mar-08 Mar-16

0.75

0.85

0.8

0.9

0.95

1

1.05

1.0

1.20

1.60

1.40

1.80

2.00

2.20

Source: Bloomberg, Dolfin research, March 2017



Dolfin Quarterly Investment Outlook - Q2, 2017 | 81dolfin.com

Commodities

IDEA: OIL – OPTIONS-BASED STRATEGY

Implementation
Options on crude oil 
futures

Investment 
horizon
3-6 months

Expected return
10% annually

Rationale
After declining by more than 10 per cent over the course of March 2017, WTI 
crude oil futures are now trading around $48 per barrel. With short-term directional 
uncertainty still on the cards, we consider a custom Iron Butterfly options strategy to 
take advantage of a move in either direction. This structure allows us to benefit from a 
movement in either direction, with the risk to the trade being a large move either side. 

We believe that $55-60 per barrel should act as good resistance, both technically and 
fundamentally. From a fundamental perspective, we note that as prices increase, US 
shale production becomes more viable, leading to greater oil supply diluting any OPEC 
moves to increase price. Conversely, should the price fall too far, we see the opposite 
argument come into play, with shale production dropping off and OPEC looking to firm 
up the price. As such on the downside, we believe that $35-40 per barrel should act as 
a strong support. Our belief is thus that whilst we are unable to determine at this stage 
the directionality of oil, we can envisage a scenario where it remains range bound.

The options structure requires no initial outlay and has a potential profit of $5 (or just 
over 10 per cent return) on either side of $48, with max profit achieved at $53 on the 
upside and $43 on the downside. 

The risk to the trade lies in where we have sold out-of-the money options to fund 
the structure - the breakeven lies at $57.5, at which point the structure becomes net 
short two futures contracts. The downside breakeven lies at $38.5, at which point the 
structure becomes net long two futures contracts.  We do not envisage a move beyond 
these breakeven levels at present. 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Upside Risk: Unexpected 
geopolitical conflicts could 
cause oil prices to spike past 
our 57.5 breakeven levels

 – Downside Risk: With net 
long speculative futures 
positioning close to record 
highs, continued growth in 
global stockpiles with no 
immediate action by OPEC 
could cause an avalanche of 
selling pressure past our 37.5 
breakeven levels

Payoff structure  

Crude oil price
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WTI crude oil futures 
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Key commodity producers - Chart 1

Aluminium Canada, China, Russia

Copper Chile, China

Nickel Canada, Philippines, Russia

Platinum Russia, South Africa

Source: Bloomberg, Dolfin research, January 2017

IDEA: BUY METALS (ALUMINIUM,  
COPPER, PLATINUM, NICKEL)  

Commodities

Implementation
Futures 

Investment 
horizon
3-6 months

Expected return
8-10% annually

Rationale
Global growth trends point to further support for select metals and we have a 
preference for aluminium, copper, platinum and nickel (Chart 1). 

Whilst fiscal / infrastructure spending (notably in the US) have been called into 
question in the first quarter, we expect an infrastructure spending plan to be a priority 
for Trump, following his failure to repeal Obamacare.

Trump aside, certain metals have favourable demand / supply dynamics, which should 
also support prices for metals in our basket.

We focus on the GDP growth rates of major commodity producing countries – 
namely; China, Russia, Canada, Chile and South Africa (see Chart 2).

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – A potential loss of 
momentum in China

 – US growth and infrastructure 
spending fails to materialise

Metals basket (aluminium, copper, nickel, platinum) (LHS) vs. 
composite GDP growth rate (RHS) - Chart 2  
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Metals basket (aluminium, copper, nickel, platinum) (LHS) vs.  
Citi Inflation Surprise index (RHS) - Chart 3  
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The composite GDP growth rate for these countries is closely 
correlated to the metals basket. Given our constructive view on global 
growth, we anticipate a positive read-across into the performance of 
our metals basket over the next quarter.

Adding to this view, the metals basket (Chart 3) has also demonstrated 
a moderate correlation to the Citi Inflation Surprise Index, which 
measures price surprises relative to market expectations. This index 
has continued to move upwards over the past several months; we 
would expect a correspondent increase in our metals basket.
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Implementation
ETF (DBA)

Investment 
horizon
3-6 months

Expected return
6-9% annually

Rationale
As the global reflation trade makes headway, the agriculture sector should benefit 
(Chart 1). 

The DBA is an ETF tracking the DBIQ diversified agriculture index, which is comprised 
of futures contracts on the most liquid and widely traded agricultural commodities. 

Looking at the DBA ETF against US inflation (Chart 2), there has historically been 
a high correlation given that growing prices in agricultural produce signals a pro-
growth, inflationary environment. We expect the divergence between these two 
variables to tighten.

 

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – Global reflation fails to 
materialise 

 – Supply of crops within the 
DBA surprise to the upside

Commodities

IDEA: BUY AGRICULTURE

DBA US (LHS) vs. US CPI YoY (RHS) - Chart 2  
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DBA US (LHS) vs. Baltic Dry Index lagged (RHS) - Chart 3

Baltic Dry Index - lagged (LHS) DBA (RHS)
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DBA US - composition - Chart 1

Cattle 14%

Soybeans 13%

Wheat 13%

Corn 13%

Sugar 12%

Hogs 10%

Cocoa 9%

Other 18%

Source: Bloomberg, Dolfin research, January 2017

In chart 3, we show the DBA ETF against the lagged path of the Baltic Dry 
Index, which tracks the price of raw materials travelled by sea. Again, the 
two variables have demonstrated a correlation and suggest that the DBA 
ETF is likely to trend higher. 
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IDEA: THEMATIC – EL NIñO 

Commodities

Implementation
ETFs (buy coffee, sugar, 
wheat)

Investment 
horizon
3-9 months

Expected return
6-9% annually

Rationale
The irregular fluctuations in temperature between the ocean and atmosphere in 
the equatorial pacific, commonly termed El Niño and La Niña, have widespread 
implications for weather, water supply and food production. In recent weeks, the 
National Oceanic and Atmospheric Administration, the US agency focused on the 
conditions of the oceans and atmosphere, has signalled that an El Niño may set in 
over the next few months. 

In such a scenario, crop production can be meaningfully hampered, with downpours 
or droughts across the world, threatening crop yields and prices.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – An El Niño weather pattern 
fails to materialise

Commodity basket (coffee, corn, sugar) (LHS) vs.  
NOAA Climate Prediction Center index (RHS) (Chart 1)  
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El Nino commodities map (Chart 2)

Chile
Impact: Wet weather
Commodities: copper

India
Impact: Reduced monsoon
Commodities: rice / sugar

Indonesia
Impact: Reduced monsoon
Commodities: rice / suger

Brazil
Impact: Wet weather
Commodities: coffee

Australia
Impact: Drought
Commodities: wheat

Source: Bloomberg, Dolfin research, March 2017

In such a scenario, we propose a basket of commodities, which would 
typically experience price appreciation (namely, coffee, sugar and wheat). 
In Chart 1, we show the commodity basket against the official temperate 
gradients provided by the NOAA, which measures sea surface anomalies 
in the pacific ocean, against our basket of commodities.

As Chart 2 shows, the sea temperature has increased driven by above 
average increases in the eastern Pacific. Such increases to temperature 
have historically indicated that an El Niño is soon to arrive – in such a 
scenario, we would expect our commodities basket to rise.
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Commodities

IDEA: COMMODITY BASKET

Implementation
Structured Product - auto-
call linked to a commodity 
basket

Investment 
horizon
12 months

Expected return
8-17% annually

Rationale
Across most Western economies, there is growing talk of fiscal spending, mainly via 
infrastructure projects. With this in mind, and coupled with stronger than expected 
demand in China, we believe that the energy and metals sectors should benefit. By 
combining WTI Crude Oil, Copper, Gold and Platinum, Dolfin can structure an auto-
callable structured product paying 17% p.a. if all underlying indices are above current 
levels, measured every six months. In addition, investors’ capital is protected in full 
unless one or more underlying indices declines by more than 40 per cent from where 
they trade now at maturity.

Idea specific risks

These risks could have an 
adverse effect on performance 
of the idea.

 – A potential loss of 
momentum in China

 – US growth and infrastructure 
spending fails to materialise

 – Commodity prices decline 
aggressively

Historical return of commodity basket components
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DOLFIN INVESTMENT TOOLKIT

Many of the ideas and strategies in this investment outlook were developed using the 
Dolfin Investment Toolkit, a powerful suite of modelling, analysis and product selection aids 
developed in-house by our Investment Management team.

Incorporating decades of investment expertise into these technology-driven tools empowers our client relationship managers and the financial 
intermediaries we work with to promptly offer investors valuable insights and ideas that align their specific circumstances with market conditions 
to help them achieve their goals.

Unusually wide-reaching and sophisticated in its capabilities, the Toolkit includes:

Smart Beta  
Bonds

Options 
Monitor

Smart Beta EquitiesStatistical Arbitrage

Commodities  
& FX Predictor 

Signal AggregatorClient Portfolio Risk 
Decomposition

Equities ValuationMacro Monitor and Inter 
Market Relationships

Mutual & Hedge 
Funds Ranking and 

Risk Decomposition

This tool delivers vital insights 
from the options world, with 

multi asset class functionality.

A screening tool for selecting single bonds, 
Smart Beta Bonds allows us to examine 
different sectors and consider factors such as 
profitability, capital structure, credit quality, 
probability of default, and liquidity when 
making recommendations.

A stock selection and portfolio formation tool, 
Smart Beta Equities allows users to select across 
sectors, market cap, currency, region and smart 
beta factors. It uses more than 50 fundamental 
filters and considers factors such as value / 
income, growth, momentum, minimum volatility, 
quality, and sentiment.

The Statistical Arbitrage tool identifies 
potential opportunities by running  

co-integration checks per asset class.

A valuation tool that assesses the actual fair 
value of a company versus current market 
cap, Equities Valuation focusses on return 
on invested capital by estimating unlevered 
free cash flow and total invested capital.

This macro tool identifies inter-market 
relationships as well as triangular and lead 

lag effects. It also has a GDP component 
breakdown and forecasting capabilities.

This is a vital tool in that it allows users to 
extract and understand the real driving forces 

in a portfolio. It provides standard risk factor 
decomposition and correlation analysis.

This tool offers risk decomposition and 
replication on a mutual fund and hedge fund 

level as well as six and 12 month guidance 
based on Stochastic Efficient Frontier ranking.

A screening and forecasting tool; 
the Commodities & FX Predictor is 
a heat map that shows sensitivities 
and macro linkages and uses a 
macro differential model.

A quantitative driven tool that combines various 
econometric methodologies to deliver forecasts 
across asset classes, Signal Aggregator enables 
users to input BBG tickers and then receive 
forecasts from a combination of univariate and 
multi variate specifications.

1.  10.  

2.  9.  

3.  8.  

4.  7.  

5.  6.  
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For more, email info@dolfin.com, visit dolfin.com, or follow us on Twitter @dolfinhq.
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This is a financial promotion issued by Dolfin Financial (UK) Ltd (Dolfin). This document is for information purposes only and does not take into account specific 
circumstances of any recipient. The information contained herein does not constitute the provision of investment advice. It is not intended to be and should not be 
construed as a recommendation, offer or solicitation to acquire, or dispose of, any of the financial instruments and/or securities mentioned in this document and will not 
form the basis or a part of any contract or commitment whatsoever. Investors should seek independent professional advice and draw their own conclusions regarding 
suitability of any transaction including the economic benefits, risks, legal, regulatory, credit, accounting and tax implications.

The information in this document is based on public data obtained from sources believed by Dolfin to be reliable and in good faith, but no representations, guarantees 
or warranties are made by Dolfin with regard to accuracy, completeness or suitability of the data. Dolfin has not performed any independent review or due diligence 
of publicly available information regarding an unaffiliated reference asset or index. Dolfin does not have an obligation to update, modify or amend this document or to 
otherwise notify a reader thereof in the event that any matter stated herein, changes or subsequently becomes inaccurate.

This communication may contain trading ideas where Dolfin may trade in such financial instruments with customers or other counterparties. Any prices provided herein 
(other than those that are identified as being historical) are indicative only, and do not represent firm quotes as to either size or price. The past performance of financial 
instruments is not indicative of future results. You may get back less than the amount you invested. No assurance can be given that any financial instrument or 
companies described herein would yield favourable investment results.

Dolfin and or its affiliates may act as a principal or agent in the instrument(s) and or its derivative mentioned herein. Dolfin may perform or seek to perform investment 
banking, wealth management and or asset management service for issuers mentioned herein. Neither Dolfin nor any of its respective directors, officers or employees 
accepts any responsibility or liability whatsoever for any expense, loss or damages arising out of or in any way connected with the use of all or any part of this document. 
Dolfin may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not imply that Dolfin endorses, recommends or 
approves any material on the linked page or accessible from it. Dolfin does not accept responsibility whatsoever for any such material, nor for any consequences of its use.

This document may not be reproduced, redistributed or passed on to any other person or published, in whole or in part, for any purpose, without the prior, written consent 
of Dolfin. The manner of distributing this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession 
this document may come are required to inform themselves about and to observe such restrictions. By accepting this document, a recipient hereof agrees to be bound by 
the foregoing limitations.

Dolfin is the trading name of Dolfin Financial (UK) Ltd, a company authorised and regulated by the Financial Conduct Authority (552894) and registered in England and 
Wales, registered number 07431519.

Copyright © 2017 Dolfin Financial (UK) Ltd. All rights reserved.






