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ASSET ALLOCATION 

OVERVIEW OF ASSET CLASSES  

Equities 

 Euro area  Positive 

 UK  Neutral 

 US  Neutral 

 Emerging markets   Positive 

 

Fixed income 

 Global corporate investment grade credit  Negative 

 US high yield  Positive 

 US government bonds  Negative 

 UK government bonds  Positive 

 EU government bonds  Negative 

 

Commodities 

 Gold  Negative 

 Oil  Positive 

 

Currencies 

 US dollar index  Neutral 

 EUR  Positive 

 GBP  Negative 

 JPY  Negative 
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MACROECONOMIC OUTLOOK 

UNITED STATES 

Economic growth took a hit at the beginning of 2017, but is likely to pick up pace over the course of the 
coming quarter. 

The advance estimate for Q1 2017 real GDP growth printed at 0.7 per cent quarter-on-quarter (seasonally 
adjusted annual rate), below consensus expectations and significantly lower than in Q4 16 (2.1 per cent 
q/q SAAR). The details, however, are encouraging, given investment, private consumption and exports 
have all positively contributed, despite the unusually warm weather in Q1, which likely depressed utilities 
consumption. Destocking and public consumption were a drag on GDP. 

Overall, recent data printed on the softer side with the ISM Manufacturing Index falling 2.4 points to 54.8, 
on the back of a slower pace of expansion in new orders and employment in April. March retail sales also 
printed weaker, contracting 0.2 per cent month-on-month, in line with a flat reading in personal 
spending. Elsewhere, jobs data continue to grow, albeit at a slower pace, with non-farm payrolls adding 
98,000 new jobs in March and pushing the unemployment rate lower (4.5 per cent, -0.2pp).  

Inflation numbers also surprised to the downside as March CPI slowed to 2.4 per cent year-on-year (-
0.3pp) and core inflation fell 0.2pp (to 2.0 per cent y/y). Yet, despite weaker than expected recent activity 
and price indices, the Federal Reserve reiterated its tightening intentions at its meeting in May and 
described the slowdown in Q1 as “likely to be transitory”. With a healthy labour market and inflation 
above target, the Fed changed tact in March, raising rates by a quarter-point to 0.75-1.0 per cent. 
Markets anticipate the next hike will take place in June, while a reduction in the Fed’s balance sheet 
could come as soon as at the end of this year, underlining our negative view on US fixed income. 

Economics aside, the Trump administration continued to move slowly on the policy front with the 
announcement of its tax package plan, aimed at simplifying personal income filing and lowering 
corporate tax to 15 per cent. However, a general lack of detail or clarity on the financing and feasibility of 
the plan undermined the announcement, leaving markets unimpressed. The necessary approvals by 
Congress are expected only towards the end of this year. On trade, the administration took action, 
announcing an anti-dumping tariff on Canadian lumber, averaging around 20 per cent, which is, apart 
from a small negative effect on the construction sector, unlikely to have any sizable impact on US inflation 
and growth, in our view. Lumber imports only constitute a small share in overall US imports (ca. 0.2 per 
cent). 

Despite recent softness in the data, 
the growth trend is still positive and 
was reflected in corporate earnings, 
which held up optimism with more 
than three quarters of reporting S&P 
companies thus far beating 
estimates. Given the high degree of 
policy uncertainty, however, we 
adopt a more neutral stance on US 
equities in May. 
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Asset class Our view Comment 

Equities Neutral 

We adopt a more neutral tone on US equities in May - data has been broadly positive and strong 

corporate earnings are helping to sustain investor optimism. However, policy uncertainty is weighing 

on stocks and may cap upside from current levels. One alarm bell we note is the growing 

divergence between US stocks and expectations (encapsulated in the Citi Surprise index). 

Fixed 

income 
Negative 

We take a negative-to-neutral view on US fixed income. The US Fed hiking cycle is on track and 

whilst we expect bumps along the way, we don’t expect Yellen to veer from an intention to hike an 

additional two times this year, keeping pressure on US bond prices. 

Currencies Neutral 

The dollar should trade range-bound over the course of the month; given the limited progress on 

the legislative agenda and fiscal expansion, we do not envisage a further leg-up in the currency in 

May. 

 

 

UNITED KINGDOM  

The UK economy continues to send mixed signals, with soft and hard indicators pointing in different 
directions. 

The Q1 17 preliminary GDP estimate printed below market expectations at 0.3 per cent q/q (Q4: 0.7% 
q/q), due to a marked slowdown in service sector growth. While all sectors contributed to quarterly 
growth, the pace of expansion also declined in manufacturing and construction. 

The weakness in quarterly growth was compounded by a stark decline in the retail sales index, down 1.4% 
q/q in Q1 – the first negative quarter since Q4 13. A decline in consumer spending is not surprising as 
inflation makes further dents into consumers’ purchasing power. Real core wage growth retreated to its 
weakest level in more than two years (0.3 per cent 3m/y) in February, suggesting that consumers may 
continue to spend less. On the positive side, PMI composite numbers rebounded 1.1 points in March, 
printing at 54.9, as service sentiment rose back above January levels, while manufacturing PMIs jumped in 
April to a three-year high (+3.1pts to 57.3). Overall, data continues to point to a weakening trend, which 
we expect to add pressure to sterling over the coming month, leaving us with a negative view on the 
currency in May. 

March inflation remained above the Bank of England’s 2 per cent target at 2.3 per cent y/y. With Easter 
one month later this year, CPI is 
expected to move above this level in 
April on firmer demand. As the BoE 
decided to tolerate higher levels of 
inflation to support the economy in the 
short-to-medium term and general 
elections are approaching quickly, we 
expect the BoE to keep rates on hold 
at its next meeting on 11 May and for 
the remainder of the year. Given our 
view that economic risks are to the 
downside, we see potential for further 
upside in UK bonds owing to the 
central bank’s accommodative (and 
inactive) stance. 

 

In politics, the key headline last month 
was Prime Minister May’s surprise call 

Divergent paths: UK manufacturing PMIs point to continued growth, whilst 
consumption shows ongoing contraction. 
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for general elections on 8 June. The Conservative party is currently polling 7-11pp above its 2015 election 
result and is likely to secure additional seats in Parliament. The election will also allow May to reshuffle 
her cabinet to position herself better for Brexit negotiations, possibly leading to a more pragmatic 
negotiation approach. The event caught sterling bears off guard, as the probability of a no-deal outcome 
declines with the prospect of a stronger mandate for the UK government. Importantly, the next general 
elections will be delayed from 2020 to 2022 – potentially beyond the Brexit horizon and eliminating the 
risk of a Brexit reversal at the 11th hour. 

Given the political overhang and weakening trend data we take a neutral view on UK equities, until we 
see any directional change in the data. 

 

Asset class Our view Comment 

Equities Neutral 

We are neutral on UK equities in May. Weighing on the asset class, the recent bounce in sterling 

adds pressure to large-cap exporters, whilst higher inflation is damaging to the consumer sector, 

given the impact on retail prices. Yet, we note that the economy continues to grow and thus we do 

not expect meaningful downside from current levels, until we begin to see a worsening of economic 

data. 

Fixed 

income 
Positive 

We take a positive view on UK fixed income in May; the Bank of England has shown a willingness to 

remain inactive (and thus supportive) in monetary policy. Given our view that economic risks are to 

the downside, we see potential for further upside in UK bonds.  

Currencies Negative 

Whilst the announcement of a general election has led to sterling strength in April, data continues 

to point to a weakening trend, which we expect to add pressure to sterling over the coming month. 

As such, we take a negative view on the currency in May. 

 

EURO AREA 

Europe continues to demonstrate strength in its recovery, with an improvement in both, hard and soft 
indicators. 

The Q1 17 advance GDP estimate for the euro area printed in line with expectations at 0.5 per cent q/q. 
Details on the expenditure breakdown will not be available until 8 June. 

April PMI numbers signalled a strong start to Q2 activity, with the composite index for the euro area 
inching up to 56.8, from 56.4 in March. The strength was broad based with manufacturing PMIs reaching a 
six year high, mainly driven by a 
significant improvement in France, 
whilst sentiment in Germany retreated 
but remained at elevated levels. 

Looking at the industrial sector, we 
observe mixed developments across 
countries, with a contraction in 
industrial production in France and 
Spain more than offsetting growth in 
the German and Italian industrial sector, 
bringing overall IP growth into negative 
territory (-0.3% m/m). In contrast, the 
retail sector took a more encouraging 
turn, with retail sales rising 0.7 per cent 
m/m in February, due to broad based 
strength in major euro area economies.  

Buy European equities / Sell German bunds -  the beginning of a new 
cycle? Euro Stoxx price index against Germany sovereign 7-10 total return 

 

Source: Bloomberg, May 2017 
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Overall, the economic recovery is becoming increasingly solid, supporting our positive view on European 
equities. 

Loan growth in Q1 showed a healthy development, supported by easing lending conditions and demand 
growth for enterprise, consumer and housing loans, according to the April 2017 bank lending survey. 
Against this backdrop, inflation data printed on the strong side in April, rising to 1.9 per cent y/y (+0.5pp), 
after a sharp drop in inflation in March. This volatility can be mainly attributed to calendar effects as 
Easter fell into the month of April this year, distorting year-on-year estimates. This has been accounted 
for by the European Central Bank, where Mario Draghi stressed that “ongoing volatility in headline 
inflation underlines the need to look through transient developments in HICP”. As anticipated, at the 
April meeting, the ECB left its monetary policy parameters unchanged. Draghi emphasised that risks 
surrounding the euro area growth outlook are moving towards “a more balanced configuration” – 
opening the door to a possible change in the ECB’s forward guidance at the next meeting in June, where 
mentions of downside risks could be removed from the introductory statement. We therefore take a 
negative view on fixed income. 

Politics remains on the agenda in May, as presidential elections go into the second round in France. 
However, latest polls project a comfortable victory for Emmanuel Macron, consistently placing his 
support above 60 per cent, versus Marine Le Pen who has failed to poll more than 40 per cent. As 
headline risks in France abate, we reiterate our positive view on the euro currency, alongside our 
constructive view on European equities. 

 

Asset class Our view Comment 

Equities Positive 

We continue to express a positive view on European equities. As uncertainty around the French 

election subsides (with Macron looking increasingly likely to win), we see little to stand in the way of 

further upside in European risk assets over the coming month.  

Fixed 

income 
Negative 

We take a negative view on fixed income in May. Higher inflation and an improving macro outlook 

should continue to put pressure on the bond market, especially as the prospect of an ECB ‘tapering’ 

becomes increasingly likely.  

Currencies Positive 
Political risk should make way for further economic growth over the coming month, which should 

continue to support the currency’s move higher.   
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HIGH CONVICTION IDEAS 

EQUITIES 

US investment picks 

Ticker Name Price Price 
change YTD 
(%) 

Market 
capitalisation in 
USD 

EBITDA 
margin 

Dividend yield 
(%) 

EV / EBITDA 
adjusted 

PE 
next 
year 

ROA 

CONSUMER, CYCLICAL 

QVCA US LIBERTY 
INTERACTIVE CORP 
Q-A 

21.3 6.7  9,609,923,878  18.2 - 8.2 12.0 3.2 

KORS US MICHAEL KORS 
HOLDINGS LTD 

38.0 -11.5  6,179,408,256  28.8 - 5.7 9.5 28.5 

CONSUMER, NON-CYCLICAL 

AAN US AARON'S INC 37.5 17.3  2,674,184,687  10.1 0.293098853 7.6 14.3 5.2 

CNC US CENTENE CORP 77.1 36.3  13,273,997,016  3.8 - 6.4 14.5 3.6 

DLX US DELUXE CORP 72.8 1.7  3,530,117,646  24.9 1.6 8.8 13.1 11.4 

PPC US 
PILGRIM'S PRIDE 
CORP 

25.2 32.6  6,256,441,408  11.3 - 6.4 11.8 13.9 

PINC US 
PREMIER INC-CLASS 
A 

33.7 11.1  4,695,485,167  30.1 - 11.9 16.0 3.8 

TECHNOLOGY 

XRX US 
XEROX CORP 7.0 21.4  7,095,756,320  12.4 3.6 7.8 8.1 2.6 

UTILITIES 

AGR US AVANGRID INC 43.7 15.3  13,524,462,363  33.2 4.0 8.3 18.3 2.1 

PCG US P G & E CORP 66.6 9.5  34,017,332,776  27.9 2.9 9.1 17.4 2.8 

 

Source: Bloomberg – all data as of 03/05/2017 
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UK investment picks 

 

Ticker  Name Price Price 
change  
YTD (%) 

Market 
capitalisation in 
GBP 

EBITDA 
margin 

Dividend 
yield (%) 

EV / 
EBITDA 
adjusted 

PE 
next 
year 

ROA 

BASIC MATERIALS 

SYNT LN 

 

SYNTHOMER PLC 496.4 29.7  1,687,168,137  19.1 2.276390046 7.4 16.2 12.1 

COMMUNICATIONS 

MONY LN MONEYSUPERMARKET.COM 351.7 19.6  1,912,269,514  37.5 2.800682508 13.2 18.9 31.2 

PAYS LN PAYSAFE GROUP PLC 454.2 22.3  2,199,675,720  28.6 - 8.6 11.4 7.5 

CONSUMER, CYCLICAL 

INCH LN INCHCAPE PLC 849.0 20.9  3,560,516,673  4.2 2.803297908 9.4 12.2 4.7 

TUI LN TUI AG-DI 1128.0 -3.0  6,621,790,749  7.5 4.7 7.3 10.8 8.0 

WMH LN WILLIAM HILL PLC 298.5 2.9  2,560,500,849  19.4 4.2 10.1 11.4 6.9 

CONSUMER, NON-CYCLICAL 

BVIC LN BRITVIC PLC 669.5 18.1  1,764,746,893  15.4 3.659447349 9.5 13.2 7.8 

SN/ LN SMITH & NEPHEW PLC 1276.0 4.5  11,166,495,408  26.0 1.9 12.5 17.8 10.8 

INDUSTRIALS 

SMIN LN  SMITHS GROUP PLC 
1661.0 17.3  6,568,573,525  16.9 2.5 9.5 17.1 9.8 

TECHNOLOGY 

PTEC LN 
PLAYTECH PLC 966.5 17.0  3,067,135,588  48.5 2.9 8.1 12.5 9.3 

 

Source: Bloomberg – all data as of 03/05/2017 
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Euro area investment picks 

 

Ticker Name Price Price 
change 
YTD (%) 

Market 
capitalisation in 
EUR 

EBITDA 
margin 

Dividend 
yield (%) 

EV / EBITDA 
adjusted 

PE 
next 
year 

ROA 

COMMUNICATIONS 

WKL NA 
WOLTERS KLUWER 39.8 15.5  12,003,414,343  26.2 1.986921583 10.5 16.1 5.8 

CONSUMER, CYCLICAL 

RMS FP HERMES 
INTERNATIONAL 

446.8 14.6  47,163,134,811  36.5 0.839395635 20.5 35.6 19.7 

SFER IM SALVATORE 
FERRAGAMO SPA 

28.9 28.7  4,871,279,400  22.5 1.593901623 11.8 21.5 17.4 

CONSUMER, NON-CYCLICAL 

BAYN GR BAYER AG-REG 112.4 13.4  92,948,933,619  23.1 2.4 9.0 13.3 6.3 

HEIA NA HEINEKEN NV 83.2 16.7  47,906,137,323  22.0 1.6 11.6 19.1 3.9 

REC IM RECORDATI SPA 34.2 27.0  7,147,897,832  31.7 2.0 15.70054995 24.8 15.7 

SAN FP SANOFI 87.4 13.6  113,228,700,483  28.3 3.387890624 10.6 14.5 4.5 

INDUSTRIAL 

MTX GR MTU AERO ENGINES AG 133.0 21.1  6,913,400,000  12.6 1.4 #N/A N/A 17.1 5.8 

HO FP THALES SA 98.3 6.7  20,875,454,093  12.1 1.6 9.7 17.8 4.3 

TECHNOLOGY 

STM IM 
STMICROELECTRONICS 
NV 14.9 37.8 

                                        
13,557,099,850  13.1 1.5 9.2 17.9 2.4 

 

Source: Bloomberg – all data as of 03/05/2017 
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FIXED INCOME 

Our top picks 

 

Security name Issuer name Maturity Coupon 
(%) 

Price YTW 
(%) 

Duration 
(years) 

S&P Seniority Country 

EUR 

CONSUMER, NON-CYCLICAL 

XS1560991637 LOUIS DREYFUS CO BV 07/02/2022 4 103.744 3.23 4.40 NR Sr Unsec. NE 

XS1268496640 EUROFINS SCIENTIFIC 
SE 

30/01/2023 3.375 107.77 1.98 5.08 NR Sr Unsec. LX 

XS0881803646 EUROFINS SCIENTIFIC 
SE 

#N/A Field 
Not 
Applicable 

7 113.107 2.34 2.56 NR Jr Subord. LX 

ENERGY 

XS1379158048 PETROLEOS 
MEXICANOS 

15/03/2023 5.125 111.724 2.98 5.22 BBB+ Sr Unsec. MX 

XS1196817156 KINDER MORGAN 
INC/DELAWA 

16/03/2022 1.5 102.715 0.99 4.72 BBB- Sr Unsec.  US 

XS1501166869 TOTAL S.A. #N/A Field 
Not 
Applicable 

3.369 101.919 3.21 8.09 A- Jr Subord. FR 

FINANCIALS 

XS1398336351 MERLIN PROPERTIES 
SOCIMI 

25/04/2023 2.225 104.663 1.46 5.44 BBB Sr Unsec. SP 

XS1241701413 INMOBILIARIA 
COLONIAL SA 

05/06/2023 2.728 107.827 1.46 5.58 BBB Sr Unsec.  SP 

XS1028959671 VONOVIA FINANCE BV 08/04/2074 4.625 106.924 1.14 1.88 BBB- Jr Subord.  NE 

XS1508392625 ATF NETHERLANDS  
BV 

#N/A Field 
Not 
Applicable 

3.75 101.664 3.55 5.20 BB+ Jr Subord.  NE 

XS1346228577 AXA SA 06/07/2047 3.375 106.099 2.74 8.60 BBB+ Subord.  FR 

UTILITIES 

PTEDPUOM002
4 

ENERGIAS DE 
PORTUGAL SA 

16/09/2075 5.375 109.121 2.96 3.58 B+ Subord.  PO 

          

 
Source: Bloomberg – all data as of 03/05/2017 
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Source: Bloomberg – all data as of 03/05/2017 

 

 

Source: Bloomberg – all data as of 03/05/2017 

 

 

 

 

 

 

  

Security name Issuer name Maturity Coupon 
(%) 

Price YTW 
(%) 

Duration 
(years) 

S&P Seniority Country 

USD 

BASIC MATERIALS 

USG0446NAJ30 ANGLO AMERICAN 
CAPITAL 

14/05/2025 4.875 105.707 4.17 6.62 BB+ Sr Unsec.  EN 

USQ12441AB91 BHP BILLITON FIN USA 
LTD 

19/10/2075 6.75 113.859 4.77 6.69 BBB+ Jr Subord.  AU 

XS1218432000 GLENCORE FUNDING 
LLC 

16/04/2020 2.875 101.414 2.49 2.84 BBB Sr Unsec.  US 

XS1405766384 POLYUS GOLD INTL LTD 28/03/2022 4.699 101.001 4.54 4.41 BB- Sr Unsec.  JE 

USG0446NAJ30 ANGLO AMERICAN 
CAPITAL 

14/05/2025 4.875 105.707 4.17 6.62 BB+ Sr Unsec.  EN 

ENERGY 

XS0918200998 TRAFIGURA BEHEER BV Perp 7.625 103.289 4.43 0.94 NR Subord.  NE 

FINANCIAL 

XS1385999492 CLOVERIE PLC ZURICH 
INS 

24/06/2046 5.625 108.87 4.47 7.07 A Subord.  IR 

Security name Issuer name Maturity Coupon 
(%) 

Price YTW 
(%) 

Duration 
(years) 

S&P Seniority Country 

GBP 

CONSUMER, CYCLICAL 

XS1533915564 ASTON MARTIN CAPITAL 
HOL 

15/04/2022 5.75 103.035 4.97 3.58 B- Sec.  JE 

XS1195502031 JAGUAR LAND ROVER 
AUTOMO 

01/03/2023 3.875 104.897 3.06 5.25 BB+ Sr Unsec.  EN 

FINANCIAL 

FR0011034065 CNP ASSURANCES 30/09/2041 7.375 116.52 3.43 3.82 BBB+ Subord.  FR 
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GLOSARRY 

 

Dividend yield: the most recently announced gross dividend, annualised based on the dividend 
frequency, then divided by the current market price. 

Duration: the measure of sensitivity of the price of a bond to a change in interest rates, expressed in 
number of years. 

EBITDA margin: measure in percentage, calculating the relation of earnings before interest, taxes, 
depreciation and amortisation to revenue. Calculated as: EBITDA / revenue * 100 

EV / EBITDA adjusted: Enterprise value to adjusted earnings before interest and taxes value. Adjusted 
EBITA excludes the effect of abnormal items. Calculated as: enterprise value / adjusted trailing 12-month 
operating income 

Harmonised index of consumer prices (HICP): An indicator of inflation, harmonised across EU member 
states. 

Institute of Supply Management: a professional supply management organisation providing PMI data in 
the US. 

PE next year: price earnings ratio calculated on next year earnings per share estimates. Calculated as: 
Last price / expected next year earnings 

Purchasing Managers Index (PMI): an indicator of the economic health of the manufacturing or services 
sectors. In the US, the PMI data is provided by the Institute of Supply Management, whilst in the UK and 
Europe, the PMI is provided by Markit. 

Return on assets (ROA): indicator of how profitable a company is relative to its total assets, in 
percentage.  

Saar: The seasonally adjusted annual rate is a rate adjustment that attempts to remove seasonal 
variations in the data. 

Standard & Poor’s (S&P): the rating agency, which determines an issuer’s ability to meet payment 
obligations. A bond with a rating of BBB- or above is deemed investment grade. A bond with a rating of 
BB+ or below is deemed high yield. 

Seniority: the order of repayment in the event of a sale or bankruptcy of the issuer. Senior debt must be 
repaid before subordinated debt is repaid. 

Yield to worst (YTW): an estimate of the lowest yield that you can expect to earn from a bond when 
holding to maturity, absent a default. 
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About Dolfin 

Dolfin is an independent investment firm - unhindered by outdated technology or legacy thinking - offering highly diversified yet 
tightly integrated solutions that span custody, trading, asset management and structuring. We serve financial intermediaries, 
institutional investors and private clients, providing them investment expertise with digital agility. 

For more, email info@dolfin.com, visit dolfin.com, or follow us on Twitter @dolfinhq. 

 

Disclaimer 

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 
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