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Overview of asset classes

Asset class Our view Our rationale

Equities   

Eurozone  Neutral Solid earnings growth coupled with a weak euro must be weighed 
up against political instability. Overall, our view is hold, although 
we favour EU industrial exporters and companies in the consumer 
staples sector.

UK  Neutral We are cautiously optimistic about UK equities since monetary 
and fiscal stimulus is likely to eventually fuel growth in the country. 
However, given the current political situation, we choose to remain 
on hold for the time being and favour mainly large cap, export-
oriented stocks and consumer staples.

US  Positive US equity markets have performed better on a relative basis 
and further upside is expected, a view supported by strong 
macroeconomic data. US monetary actions are well aligned with 
market expectations and set the conditions for further appreciation.

Fixed income   

Government bonds  Negative Government bonds are expensive with yields at historical lows. 
However, given the economic and political uncertainty, they may 
provide short term opportunities – such as the discrepancies among 
European countries as well as those between Europe and the USA.

Investment grade bonds  Neutral The European Central Bank stimulus programme continues to 
compress the spreads in the European investment grade universe. 
Although investors could find opportunities in ECB eligible sectors 
(such as utilities, industrials, consumer) we don’t feel the risk-
return trade-off is very attractive.

High yield bonds  Positive Low yields in the investment grade space have led investors to 
consider high yield bonds. Markets are pricing in a high probability of 
default so there is room for yield compression. On a regional level, we 
favour US high yield with both short and long term maturities.

Commodities
  

Oil  Neutral There is no major upside on oil given ample supply and volatile 
demand. We expect crude oil to move within the range of $40 to 
$50 a barrel.

Gold  Positive The recent rally in gold is likely to persist. The precious metal is 
seen as a safe haven in volatile markets and is used against any 
repricing of inflation expectations.

Currencies   

US dollar  Positive The US dollar should be supported by investors’ risk-off attitude 
and a hawkish stance by the Federal Reserve Bank.

Euro  Negative Dovish monetary policy looks set to continue at the ECB.

British pound  Negative Post Brexit referendum uncertainty puts a downward pressure on 
the pound.

Japanese yen  Neutral The risk on/off interplay impacts the Japanese yen. We expect it to 
continue to strengthen in the short term, while any policy actions 
from the Government and the Bank of Japan could make a case for 
reversing its course.
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Buy USD vs EUR 
and GBP

Monetary policy 
divergence 
and post Brexit 
uncertainty will 
provide support for 
the US dollar

4-6

3-4

 ‐ Spot and 
derivatives

Capitalise on 
robust demand for 
gold 

In a volatile 
environment, gold 
may provide a safe 
haven for investors

6-9

3-4

 ‐ Structured 
product

Investment ideas for Q3 2016

Currencies

IdeasCommodities

Equities

Fixed income

Leverage developed 
market smart beta 

Buy FTSE 100 with 
protection

Selection of stocks 
with smart beta 
specification

Investing into 
shorter term futures 
with a lower beta 
compared to direct 
investment into the 
equity index

8-10 5-8

5 3

 ‐ RMS single-line 
stock universe

 ‐ Structured 
product

Short US 10-year 
treasuries

Buy German /  
Sell Italian 
sovereign debt

Buy selected 
investment grade 
bonds in Europe

Structured product 
based on the view 
that the US 10-year 
yield will not fall 
0.9% 

Trading 10-year 
German and Italian 
bonds with an 
expectation for the 
spread difference to 
widen

Picking up the sectors 
with a potential to 
benefit the most from 
the Asset Repurchase 
Programme performed 
by the European 
Central Bank within 
the  investment grade 
universe

6-9 2-5 2-3

3 2 2

 ‐ Structured 
product

 ‐ Derivatives  ‐ Selected single line 
bonds

Idea

Rationale

Expected  
returns (% p.a.)

Risk grade (1-5)

Implementation

Idea

Rationale

Expected  
returns (% p.a.)

Risk grade (1-5)

Implementation

Expected returns are approximate and not guaranteed.
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From our Deputy CIO

Vassilis Papaioannou 
Deputy CIO

All eyes will 
be focused on 
the tug of war 
between political 
developments 
and macro-
economic data.

The Brexit referendum result was a shock to many and will 
have significant repercussions at the European political 
level for the foreseeable future. From an economic 
perspective, the result created the one thing that financial 
markets dislike more than anything else: uncertainty.

This uncertainty has led to dislocations in various asset classes. For instance, we have seen 
sovereign bond yields moving lower while the UK FTSE 100 and S&P 500 are at or above year-
to-date highs. This dislocation raises interesting questions: are lower yields pricing in further 
monetary policy actions (designed to  mitigate the effects of an upcoming recession) pushing 
risky assets higher? Or are equity markets pricing in that political developments will fully align 
with business interests on the back of fragile but uptrend macroeconomic data?

In any case, we think the real economic impact of Brexit will not be felt immediately. The UK 
has not yet activated article 50 of the Lisbon treaty to trigger the negotiation with the EU and, 
considering the importance of the UK is as a trading partner with Germany, there is every 
chance that the ‘divorce’ will be amicable - if indeed it takes place at all. ‘Business drives 
politics’ and - bearing in mind what happened after the recent Greek referendum as well as 
the fact that the new UK Prime Minister is a Bremain supporter - there is every chance that the 
Brexit referendum will end up being regarded as another democratic expression of the people 
with non-binding consequences. In the longer term, the big question for investors is the impact 
of a potential new political divide: establishment versus anti-establishment. The Brexit question 
represents the political conflict rapidly spreading across the globe: Do hardworking, taxpaying 
citizens fundamentally trust or reject half a century of globalisation, integration and innovation? 
Have the promises of the political and economic elite helped improve their daily lives? Or is it 
time for a rethinking and redrawing of our political and economic systems from the ground up? 
This new political mind-set rapidly spreading from Greece to the UK and from France to the 
United States is going to be influenced by developments on the macroeconomic front.

During the next quarter, all eyes will be focused on the tug of war between political developments 
and macroeconomic data. Data for unemployment, industrial production, consumer spending, 
manufacturing, and inflation is set to influence the political landscape in the coming quarters. 
The current macroeconomic picture provides some comfort: despite anaemic growth globally so 
far, solid consumer and employment data provide the bedrock for potential growth in the future. 
However, the macro picture is always affected by monetary or fiscal actions and the “lower for 
longer” theme that has dominated for the last few years is likely to continue. With the British pound 
having effectively devalued by more than 10% against the euro and the dollar, governments and 
central banks across the world will be assessing the relative impact on their exporters and own 
currency over the coming quarter and start competing for capital and investment. This should 
prove to be a beneficial impact for corporate profitability and consumer spending.

So, we believe the real economic impact of Brexit is yet to come but that there are reasons 
to be optimistic, not least some encouraging consumer and employment data. Volatility and 
uncertainty will make the waters treacherous but one of our beacons must surely be the firm 
belief that – whatever the political landscape, however significant the obstacles – companies of 
all sizes, whether domestic or international, product or service focused, will continue to innovate 
and trade. Business, in short, will go on.

“

”



rmscapital.com6 | RMS Quarterly Investment Outlook - Q3, 2016 

United Kingdom
The UK economy is in the spotlight. In the aftermath of the Brexit referendum, analysts are 
trying to estimate the economic impact of the result. What will the magnitude and length of an 
upcoming recession be? To what degree will the property sector be affected? How will exporters 
and consumers react to the significant depreciation of the currency?

According to Mark Carney, the Governor of the Bank of England, the impact of the Brexit vote 
will start appearing in the data from August onwards with a preliminary drop of -0.7% in gross 
domestic product in the coming months. UK bond markets are pricing in a 25-50 basis points 
rate cut at the next BoE meeting, and George Osborne, Chancellor of the Exchequer, has 
announced his intention to lower corporate tax to 15% in an attempt to stimulate business. In 
our view, coordinated actions on a monetary and fiscal level should cushion the UK economy.

Rating agencies have downgraded the UK credit outlook, nevertheless, in the nearest term, the 
anticipated monetary policy actions could define interest rate expectations on a government and 
corporate level. We believe inflation in the UK (currently at 0.3%) is likely to be challenged by 
the currency fluctuations in the next two quarters. Meanwhile, we keep a close eye on the ways 
consumers are going to react to any repricing of imported goods and services.

On this note, we used two of our proprietary models to gauge the effect of the recent 
depreciation of the British pound on two levels: UK GDP and the property market.

The table below shows the quarter-on-quarter figures for UK GDP and its components. The final 
Q2 numbers will not be available until the end of the month, but the real question is what lies 
beyond that. As we can see in the data presented below, net exports are the only positive driver 
for the UK GDP in the next quarters within all the GDP components. This points to negative GDP 
growth in the second half of the year.

UK GDP, RMS model forecast

UK GDP Components Q1 2015 Q2 2015 Q3 2015 Q4 2015 Q1 2016 Q2 2016, RMS forecast Q3 2016, RMS forecast

Private Consumption 0.8 0.7 0.8 0.6 0.7 - -

Fixed Capital Formation 1.5 1.2 0.5 -1 -0.1 - -

Gov. Spending 0.4 1 0.3 0.2 0.5  

Net Export -2.9 3.5 -3.3 2.2 -1.2 + +

UK GDP, QoQ 0.3 0.4 0.4 0.7 0.4 - -

Similarly, our UK GDP forecast based on the FX model provides negative projections for the 
quarters ahead. We expect GDP to decline in the next two quarters before bottoming out in the 
first quarter of 2017.

UK GDP, RMS model forecasts based on the FX model

UK GDP QoQ RMS Forecast (FX-Inputs) 

Mar
2012 

Sep
2012 

Mar
2013 

Sep
2013 

Mar
2014 

Sep
2014 

Mar
2015 

Sep
2015 

Mar
2016 

Sep
2016 

Mar
2017 

-0.3 

0.0 

0.3 

0.6 

0.9 

1.2 

Mar. 2012 to Mar. 2017 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Macro outlook

Daria Kuzina 
Macro Analyst
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Similarly, our UK GDP forecast based on the FX model provides negative  projections for the 
quarters ahead. We expect GDP to decline in the next two quarters before bottoming out in the 
first quarter of 2017.

Our UK GDP model uses GBPEUR, GBPUSD and GDP components as input variables. 
This model focuses on currency lagged effects and does not take into account any potential 
monetary or fiscal interventions that could materially affect expectations.

Our second model estimates the impact of Brexit on the property market. This model takes into 
account the financial sector, housing market data and FX fluctuations. The independent variable 
is the year-on-year change of the nationwide price change in the housing market.

The model has proved to be highly accurate for UK house prices estimates. Although we expect 
a mild downward price action on a nationwide level, we don’t think the anticipated ‘crash’ in 
the property market (recent actions by commercial property funds point to this) is going to 
materialise before the Q3 GDP data comes in.

UK house prices, RMS model forecasts

UK Nationwide House Price YoY RMS Forecast 
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2013
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2015

Mar
2016
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2016
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11 

13 

Jul. 2013 to Jul. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

UK: Macro view

Asset class Our view Comment

Government 
debt

Neutral  ‐ Low yields will persist, due to political and 
economic uncertainties

 ‐ Spreads could tighten further, driven by the 
expectation that the BoE will carry out more 
easing

 ‐ Increasing demand for longer maturity bonds from 
pension funds striving to generate returns might 
flatten the curve

Corporate debt

Cautiously  
positive

 ‐ Bonds and stocks will benefit from monetary and 
fiscal stimulus in the UK

 ‐ Currency depreciation is likely to benefit export-
oriented large companies

 ‐ Cyclical industries and property market 
performance is expected to fade due to the 
potential economic slowdown

Equities

FX Negative  ‐ GBP is likely to depreciate further, due to the 
monetary easing from the BoE and headwinds on 
the political front
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Europe
The fragile European economy faces challenges on two fronts: absorbing economic fluctuations 
from its largest single trading partner and facing off rising populist, anti-establishment parties 
and candidates that put the European Union’s very existence at risk.

On a macro level, the European economy has been gaining from rising private consumption, 
investments and net exports. With no threat from inflation and high savings rate, consumption 
should support the Eurozone’s GDP. Improvement in the manufacturing sector is reflected 
in the purchasing managers’ index numbers with Germany and Italy being on an upward 
trajectory.

Nevertheless, the Euro area still faces significant risks from its periphery, predominantly Greece and 
Portugal, and - more recently - from Italian banks and their high levels of non-performing loans.

European PMI overview

Eurozone June 2016 May 2016 April 2016 March 2016

Manufacturing 52.8 51.5 51.7 51.6

Services 52.8 53.3 53.1 53.1

Germany June 2016 May 2016 April 2016 March 2016

Manufacturing 54.5 52.1 51.8 50.7

Services 53.7 55.2 54.5 55.1

France June 2016 May 2016 April 2016 March 2016

Manufacturing 48.3 48.4 48 49.6

Services 49.9 51.6 50.6 49.9

Italy June 2016 May 2016 April 2016 March 2016

Manufacturing 53.5 52.4 53.9 53.5

Services 51.9 49.8 52.1 51.2

Spain June 2016 May 2016 April 2016 March 2016

Manufacturing 52.2 51.8 53.5 53.4

Services 56 55.4 55.1 55.3

Source: Bloomberg, June 2016

Our GDP forecast points to healthy growth in the Euro area during the second quarter and a 
deterioration in the third quarter due to an expected fall in consumption (which is the main driver 
of economic growth in the region).

Eurozone GDP, RMS model forecast

Eurozone GDP 
Components

Q1 2015 Q2 2015 Q3 2015 Q4 2015 Q1 2016 Q2 2016,  
RMS forecast

Q3 2016,  
RMS forecast

Private Consumption 0.4 0.3 0.5 0.3 0.6 + - 

Fixed Capital Formation 1.5 0.1 0.5 1.4 0.8 + + 

Gov. Spending 0.5 0.3 0.3 0.5 0.4   

Net Export -0.8 0.7 -0.9 -0.7 -0.3 + + 

Eurozone GDP, QoQ 0.6 0.4 0.3 0.4 0.6 + -

On the equities side, the low interest rate and the ECB’s continued efforts seem to be paying 
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off and this can be seen in our interest rate-driven forecasting model on DAX. We use short 
term and long term interest rates to gauge the performance of the DAX 30 since Germany is the 
bellwether of the European bloc. The model shows positive performance in the coming months 
from an interest rate perspective.

DAX vs RMS model forecasts based on the interest rate-driven model

DAX RMS Forecast (Interest Rate-driven) 

Feb
2014

May
2014

Aug
2014

Nov
2014

Feb
2015

May
2015

Aug
2015

Nov
2015

Feb
2016

May
2016

Aug
2016

8,886 

9,502 

10,118 

10,734 

11,350 

11,966 

Feb. 2014 to Aug. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

On the fixed income front, as of the end of June, we observe sovereign bond yields at 
unprecedentedly low levels, with many countries’ 10-years in negative territory. This is fuelled 
by low rates and cheap money provided by the ECB monetary and credit easing together with 
political uncertainties, which drive investors to safe havens. Moreover, even countries with 
higher risks in their economic and political developments (Italy, France among others) are trading 
below zero. We believe the trend is set to continue in the current environment of uncertainty and 
potentially loosen further away from the ECB this quarter. Nevertheless, markets don’t seem to 
be pricing in the divergence between uncertainties in European sovereigns. The balance is likely 
to revert, with increasing spreads between safer and riskier economies.

European bond yields are deepening in negative territory across the board

Country 1- 
Year

2- 
Year

3- 
Year

4- 
Year

5- 
Year

6- 
Year

7- 
Year

8- 
Year

9- 
Year

10-
Year

15-
Year

20-
Year

30-
Year

Germany -0.62 -0.67 -0.68 -0.66 -0.59 -0.56 -0.48 -0.42 -0.29 -0.16 -0.09 0.11 0.37

Netherlands 0 -0.61 -0.61 -0.59 -0.46 -0.43 -0.32 -0.19 -0.07 0.05   0.5

Finland -0.63 -0.62 -0.61 -0.51 -0.46 -0.34 -0.27 -0.14 -0.05 0.1 0.35  0.52

Austria -0.56 -0.56 -0.54 -0.52 -0.43 -0.39 -0.36 -0.3 -0.01 0.15 0.12 0.59 0.83

France -0.57 -0.59 -0.56 -0.49 -0.39 -0.33 -0.23 -0.13 0.02 0.15 0.49 0.74 0.92

Belgium -0.58 -0.61 -0.57 -0.55 -0.46 -0.37 -0.26 -0.11 0.05 0.19 0.53 0.6 1.03

Ireland -0.39 0 -0.31 -0.26  -0.12 0.05 0.21 0.38 0.44 0.74  1.19

Spain -0.27 -0.14 -0.06 0.06 0.23 0.31 0.53 0.89 1.02 1.19 1.53  2.26

Italy -0.26 -0.08 -0.01 0.1 0.31 0.51 0.69 0.9 1.09 1.27 1.57 1.93 2.29

Source: Pension Partners, RMS FinGroup Ltd Research | As at June 2016
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Europe: Macro view

Asset class Our view Comment

Government 
debt

Negative  ‐ Yields are likely to stay in negative territory as a result of the ongoing credit and 
quantitative easing in Europe

 ‐ On a relative basis, debt in the periphery is likely to underperform on the back of 
increasing political uncertainties and economic risks

Corporate debt Cautiously  
positive

 ‐ The Asset Repurchase Programme started in June provides further spreads tightening 
for investment grade

 ‐ High yield debt is likely to outperform due to improving lending conditions to 
businesses and lower probability of default rates compared to other regions

Equities Cautiously  
positive

 ‐ Defensive sectors look the best positioned as the road to further recovery looks bumpy 
for the European equities

FX Negative  ‐ Currency is to stay on the track to further depreciation due to the continuing dovish 
stance from the policymakers

United States of America
Our US outlook remains positive. The economy is benefitting from low interest rates, low 
unemployment and strong private consumption, despite softening investment. Monetary policy 
remains cautiously hawkish with the Federal Reserve closely monitoring global economic 
developments (particularly any sign of destabilisation from Europe). Inflation and labour 
markets are going to be the main determinants according to the Fed’s dual mandate. Inflation 
is expected to stay below 2% over the medium term in line with expectations, and solid US 
payrolls numbers should keep the US economy on track. 

US GDP, RMS model forecast

US GDP components Q1 2015 Q2 2015 Q3 2015 Q4 2015 Q1 2016 Q2 2016, RMS forecast Q3 2016, RMS forecast

Private Consumption 0.4 0.3 0.5 0.3 0.6 + -

Fixed Capital Formation 1.5 0.1 0.5 1.4 0.8 + +

Gov. Spending 0.5 0.3 0.3 0.5 0.4   

Net Export -0.8 0.7 -0.9 -0.7 -0.3 + +

US GDP, QoQ 0.6 0.4 0.3 0.4 0.6 + -

We expect US GDP to remain on track for now and see a mild softness in consumption in the 
quarter ahead. We deployed our proprietary ‘Sum of the Parts’ US GDP model to assess the 
shock absorption potential of the US economy. Our composite forecasting model is based on 
sub-models of the GDP components for the US economy. We get forward looking guidance for 
private consumption, investment and net exports and then combine the “parts” forecasts with 
lagged input from the US GDP series. The graph below shows the model’s forecasts as well the 
actual US GDP on a quarterly basis. Our assessment for Q3 shows some seasonal softness 
which should be in line with market expectations.
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US GDP, RMS model forecast based on the ‘Sum of parts’ model

US GDP Q0Q RMS Forecast (Sum of Parts) 

2008 2009 2010 2011 2012 2013 2014 2015 2016
-12

-9

-3
-6

0
3
6
9

Sep. 2008 to Sep. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Approaching the equities from the macroeconomic perspective, we take into account major 
macroeconomic variables in order to create a forecasting model for the S&P. It incorporates 
changes in industrial production, PMI, 10-year yields, and inflation in a multi-dimensional 
attempt to gauge the price action of the S&P 500 from a macroeconomic perspective. This 
particular model has proved resilient in identifying drawdown periods and sending out early 
warning signals (from February 2008 to July 2009 as well from September 2015 to February 
2016 the model’s forecast was “Sell”). We remain bullish on the US equity markets for the 
coming months.

S&P500, RMS model forecasts based on macro model

S&P 500 RMS Macro Model

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
-28

100

64

136

172
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244

Jun. 2006 to Jun. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

It is important to highlight some divergence on a sector basis from industries with leading 
indicator properties. The next two graphs show the performance of the S&P 500 compared to 
the rail and the transportation sectors. Both sectors are leading indicators to the US economy 
due to their cyclical nature and this divergence is a warning we should heed. 
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S&P500 vs rail sector performance

S&P 500 (LHS) RAIL Sector Proxy (RHS)
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Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

S&P500 vs transportation sector performance

S&P 500 (LHS) Transportation Index (RHS)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
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1,011
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1,559

1,833

2,107

2,498

3,838

5,178

6,518

7,858

9,198

Jun. 2006 to Jun. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

US: Macro view

Asset class Our view Comment

Sovereigns Neutral  ‐ Look less expensive relative to other developed markets

 ‐ For this quarter, they are likely to remain so as the Fed rate hike seems to be off the 
table due to global instability

Corporate debt Positive  ‐ High yield debt is likely to benefit from healthy economic growth in the US and the 
capital inflows from troubled yet cash-rich Europe and the United Kingdom

Equities Positive  ‐ US equities will outperform with the help of continuing growth in the economy and 
capital inflows from other markets in the risk-off environment

FX Positive  ‐ US currency appreciation is likely to persist due to divergence in monetary policies and 
instability emerging from the other side of the Atlantic
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Asset class overview

Equities: Ready to pounce 

Last quarter, stock markets saw periods of abrupt sell-offs followed by recovery across major 
indices worldwide. We expect this volatility to continue in the near term, given the political 
uncertainty in the UK and Europe. The VIX, a measure of volatility, stood at 14.19 at the 
beginning of June, then spiked at 25.76 (+81%) before settling back to 14.77 at the end of the 
month. 

This level of increased uncertainty creates opportunities across markets and sectors. With cheap 
money available and supportive macro data in specific sectors and regions, we are ready to 
pounce on the right stock. 

In the US, ahead of the earnings season, we favour telecom and consumer discretionary 
sectors, given their positive earnings growth estimates (7.3% for telecom and 6.6% for 
discretionary sector) and supportive economic conditions (unemployment is 4.7% - the lowest 
since 2007, job openings are at record highs, consumer spending persists and wage growth 
has accelerated at the fastest pace since 2009). We also look to opportunities in cyclical sectors 
such as basic materials, energy, and industrials. We have identified specific stocks based on 
value, quality and minimum volatility characteristics derived from our Smart Beta Selection tool.

In the UK, weakening sterling offers a stronger case for large cap export-oriented companies 
and defensive sectors (utilities, pharma), which we keep in our portfolio allocation. We favour 
FTSE 100 stocks versus FTSE 250 and are waiting to see the effects on the economy of the 
currency devaluation and property correction. The current political vacuum remains a drag on 
economic decisions but the accommodative monetary policy should provide some comfort to 
consumers and businesses. Again we have identified specific stocks from the aforementioned 
defensive sector based on income and quality.

Meanwhile, the road for European equities looks bumpy mainly due to political and macro risks 
from the UK and European periphery (Italy, Greece, and Portugal). On a country level we favour 
Germany and Spain based on their growth prospects and on a sector level we prefer consumer 
staples, utilities and selected export oriented industrial companies on the back of the weakening 
currency. The banking sector in Italy looks the most vulnerable with rising non-performing 
loans (according to European Parliament data, non performing levels in the country’s banks are 
17.5% at the end of 2015 against the average of 5.9% in Europe). Moreover, during the post-
Brexit market sell-off, the Italian stock market proved to be the most vulnerable among other 
developed economies (16% of a quarterly decrease in value for Italian IFTSE MIB against a 10% 
quarterly decrease for MSCI Europe on the back of the Brexit event).

Fixed income: Going with capital

Government debt looks expensive on the back of negative returns in most developed 
economies (with around 76% of bonds trading at yields below 1% in the end of June).

Given the slim pickings within the government debt market, we are overweight on investment 
grade and high yield corporate debt. The European Central Bank started its asset repurchase 
programme in June. This compressed investment grade corporate bond yields further, but there 
are a few opportunities in the ECB eligible sectors (industrials, utilities and consumer sectors 
appear the most attractive, based on a relative assessment). By comparing the weight of the 
industry in the ECB universe and the average yield for bonds maturing in 10 years or less, we 
have chosen the sectors weighing more than 10% and providing a yield above 0.6%.

In the US, we 
favour telecom 
and consumer 
discretionary 
sectors, given 
their positive 
earnings growth 
estimates and 
supportive 
economic 
conditions.

In Europe, we 
prefer consumer 
staples, utilities 
and selected 
export oriented 
industrial 
companies.

“

“
”

”
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We continue to favour high yield since the returns within government and investment grade 
bonds are drying up. On the regional level, we expect relative outperformance of the US 
high yield bonds, triggered by the potential directions of the capital flows and shaping macro 
environment.

Following the continuing post-Brexit uncertainty, the ECB and the Bank of England synchronised 
their efforts to stabilise the situation. With cheap money in troubled Europe and the UK, 
investors are likely to start transferring capital to the US, where we see the most potential for 
growth within the developed economies (we expect growth in the US to stay above 2% in the 
next 12 months, while in Europe and the UK the GDP growth in the second half of the year has 
the potential to slip into negative territory). Coupled with the exposure to growth, US high yield is 
sensitive to oil prices (17% of the US high yield index consist of energy companies) are likely to 
remain stable for now.

At the same time, we see no change in the assessments for probability of corporate default 
levels in Europe where high yield is still traded more than 150 basis points above the five year 
lows. This quarter, we keep our European high yield positions in our portfolio allocation.

Commodities: The road to El Dorado

Gold and silver have been the star performers within commodities this year (up 27% and 47% 
respectively). On the back of the Brexit referendum result, gold turned out to be the front runner 
across major asset classes and yielded 11% since the beginning of June. We believe, gold is 
likely to benefit from the current uncertain market and macro environment, depressed bond 
yield levels in developed markets and more dovish tone of the central banks across the globe. 
Additionally, the British pound and the euro seem to be falling out from safe haven status, which 
creates an even stronger case for future gold outperformance.

Copper seems to be oversupplied at least through Q3, but with seasonal maintenance 
shutdowns of Chinese smelting capacity combined and an emerging positive trend in the futures 
prices, we take a cautiously optimistic stance. Post Brexit vote, metals have found support from 
anticipated global monetary easing.

Currencies: Pounding the land

Mark Carney, Governor of the Bank of England, has provided no support to the British pound 
so far and his monetary actions aim to protect the financial system and mitigate the upcoming 
recession. This has led the pound to be the most underperforming currency over the quarter. 
The recent monetary policy announcement coupled with the stalling economic growth prospects 
in the UK suggest that the weakness of the British currency is likely to persist.

Similarly, the divergence in monetary policies in Europe and US is likely to put more downward 
pressure on the European currency. Europe is surrounded by a cocktail of risks, including the 
post-Brexit contagion, weakness of the Italian banking system and uncertainties from political 
fronts (with Italy posing the most immediate risk with Germany and France problematic in the 
longer term).

Recent volatility, along with the Japanese currency being a safe haven, is likely to support the 
Japanese yen in the near term. Nevertheless, we remain neutral on the yen because we believe 
the Bank of Japan will intervene at levels that start hurting the export sectors.

Investors are likely 
to start transferring 
capital to the US, 
where we see the most 
potential for growth 
within the developed 
economies.

Gold is likely to benefit 
from the current 
uncertain market and 
macro environment.

The weakness of 
the British currency 
is likely to persist 
and there is more 
downward pressure on 
the European currency.

“

“

“

”

”

”
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Idea: Buy European stocks Equities

Implementation 
Selected single-line securities of European issuers

Investment horizon
6-12 months           

Expected return
8-10%

 

RMS Europe Income Index TR S&P Div AristocrEUR 350 TR

2012 201320112005 2006 2007 2008 2009 2010 2014 2015
6

100

53

147

194

241

335

288

Rationale
In the anticipated uncertain environment, we favour 
stocks with strong balance sheet coupled with solid 
and persistent dividend growth. Using our proprietary 
methodology, we selected stocks from RMS Europe 
Income Stock Index for mid and large cap companies 
in Western Europe. Our picks are represented by the 
following sectors: consumer staples and exporters 
from industrials, health care, information technology 
and telecommunications.

  
The value of your investment may rise or fall as past performance is not a guide for the future performance. 
Rebalancing takes place quarterly, at the last business day of March, June, September and December (other 
RMS indices are available upon request). 

Selected names can be found below. The entire portfolio is available upon request

Ticker Name MarCap  
($ billion)

Country Sector

SWMA SS Equity Swedish match ab 6.51 SE Consumer Staples

ORK NO Equity Orkla asa 8.98 NO Consumer Staples

ICA SS Equity Ica gruppen ab 6.68 SE Consumer Staples

DELB BB Equity Delhaize group 10.95 BE Consumer Staples

AH NA Equity Koninklijke ahold nv 18.39 NL Consumer Staples

REC IM Equity Recordati spa 6.25 IT Health Care

SECUB SS Equity Securitas ab-b shs 5.57 SE Idustrials

KNEBV FH Equity Kone oyj-b 24.01 FI Industrials

BB FP Equity Societe bic sa 6.74 FR Industrials

ATCOA SS Equity Atlas copco ab-a shs 30.63 SE Industrials

ADEN VX Equity Adecco group ag-reg 8.73 CH Industrials

ERICB SS Equity Ericsson lm-b shs 25.20 SE Information Technology

ELISA FH Equity Elisa oyj 6.37 FI Telecommunication Services

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. 

Year  
(Jan-Dec)  

RMS Europe 
Income Index

S&P Div 
AristocrEUR 
350 TR

2006 19.07 22.89

2007 1.09 -8.43

2008 -34.94 -38.06

2009 41.64 41.80

2010 23.38 12.67

2011 -1.38 9.40

2012 26.27 14.64

2013 20.42 20.25

2014 14.59 12.69

2015 16.854 10.15

Past performance is not a guide to future performance.

Annual Gross Performance (%) 
Cumulative Performance – RMS Europe Income Stock Index –  
Gross Return (USD, June 2005 –June 2016)



RMS Quarterly Investment Outlook - Q3, 2016 | 17rmscapital.com

Idea: Buy stocks in the United Kingdom Equities

Implementation 
Selected single-line UK stocks 

Investment horizon
6-12 months           

Expected return
8-10%

RMS UK Index TR FTSE 100 TR GBP

2012 201320112005 2006 2007 2008 2009 2010 2014 2015
6

100

53

147

194

241

335

288

Rationale
Despite the challenges surrounding the UK economy, 
we think that large corporates with strong balance 
sheets remain resilient. We believe there are a 
number of stocks with a potential to outperform 
conventional stock indices due to lower market 
pricing combined with a better economic momentum 
and a healthy corporate sector. The selected 
stocks represent consumer, health care, utilities 
and telecommunications sectors from our internally 
developed RMS Income Stock Index. Our proprietary 
stock selection methodology is based on the on three 
factors: value, minimum volatility and momentum.

.

The value of your investment may rise or fall as past performance is not a guide for the future performance. 
Rebalancing takes place quarterly, at the last business day of March, June, September and December (other 
RMS indices are available upon request)

Selected names can be found below. The entire portfolio is available upon request

Ticker Name MarCap  
($ billion)

Country Sector

INF LN Equity Informa plc 6.27 GB Consumer Discretionary

NXT LN Equity Next plc 9.38 GB Consumer Discretionary

IHG LN Equity Intercontinental hotels grou 7.21 GB Consumer Discretionary

ULVR LN Equity Unilever plc 141.79 GB Consumer Staples

MRW LN Equity Wm morrison supermarkets 5.81 GB Consumer Staples

TSCO LN Equity Tesco plc 18.97 GB Consumer Staples

SBRY LN Equity Sainsbury (j) plc 5.93 GB Consumer Staples

AZN LN Equity Astrazeneca plc 74.95 GB Health Care

VOD LN Equity Vodafone group plc 80.23 GB Telecommunication Services

PNN LN Equity Pennon group plc 5.18 GB Utilities

CNA LN Equity Centrica plc 16.23 GB Utilities

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. 

Year  
(Jan-Dec)  

RMS UK Stock 
Index

FTSE 100 
TR GBP

2006 12.97 11.50

2007 21.53 14.43

2008 6.57 7.36

2009 -17.66 -28.33

2010 29.78 27.33

2011 13.60 12.62

2012 -0.68 -2.18

2013 11.59 9.97

2014 20.59 18.66

2015 0.41 0.74

Past performance is not a guide to future performance.

Annual Gross Performance (%) Cumulative Performance – RMS UK Stock Index –  
Gross Return (USD, June 2005 – June 2016)
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Idea: Buy United States stocks Equities

 

Implementation 
Selected single-line securities of US issuers

Investment horizon
6-12 months           

Expected return
8-10%

RMS NorthAm Income Index TR S&P 500 Div Aristocrt TR

2012 201320112005 2006 2007 2008 2009 2010 2014 2015
6

100

53

147

194

241

335

288

Rationale
The recent dynamics show that US remains in 
a healthy shape, compared to other developed 
economies. We can see the unemployment on historic 
lows, fast wage growth and improvements for broader 
activity measures (expressed in PMI staying below 50). 
With this in mind, we have a broader selection for the 
US stocks via utilising our internally developed RMS 
North America Income Stock Index. The stocks show 
attractive valuation, positive earnings and cash flow 
trend among other quality factors.

The value of your investment may rise or fall as past performance is not a guide for the future performance. 
Rebalancing takes place quarterly, at the last business day of March, June, September and December (other 
RMS indices are available upon request). 

Selected names can be found below. The entire portfolio is available upon request

Ticker Name MarCap  
($ billion)

Country Sector

YUM US Equity Yum! Brands inc 33.78 US Consumer Discretionary
TGNA US Equity Tegna inc 5.04 US Consumer Discretionary
LEG US Equity Leggett & platt inc 6.86 US Consumer Discretionary
LB US Equity L brands inc 19.30 US Consumer Discretionary
HAS US Equity Hasbro inc 10.47 US Consumer Discretionary
GPC US Equity Genuine parts co 15.14 US Consumer Discretionary
DRI US Equity Darden restaurants inc 8.02 US Consumer Discretionary
BBY US Equity Best buy co inc 9.87 US Consumer Discretionary
GIS US Equity General mills inc 42.57 US Consumer Staples
CL US Equity Colgate-palmolive co 65.36 US Consumer Staples
DGX US Equity Quest diagnostics inc 11.51 US Health Care
ROK US Equity Rockwell automation inc 14.95 US Industrials
FAST US Equity Fastenal co 12.82 US Industrials
ETN US Equity Eaton corp plc 27.35 US Industrials
DOV US Equity Dover corp 10.75 US Industrials
CHRW US Equity C.h. robinson worldwide inc 10.60 US Industrials
TXN US Equity Texas instruments inc 62.91 US Information Technology
LLTC US Equity Linear technology corp 11.12 US Information Technology
BR US Equity Broadridge financial solutio 7.70 US Information Technology
ADI US Equity Analog devices inc 17.40 US Information Technology
RS US Equity Reliance steel & aluminum 5.56 US Materials

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. 

Year  
(Jan-Dec)  

RMS North 
America Income 
Stock Index

S&P 500 Div 
Aristocrt TR

2006 20.78 17.30

2007 9.74 -2.07

2008 -25.82 -21.88

2009 24.64 26.56

2010 22.69 19.35

2011 13.05 8.33

2012 11.54 16.94

2013 30.27 32.27

2014 15.70 15.76

2015 1.26 17.30

Past performance is not a guide to future performance.

Annual Gross Performance (%) Cumulative Performance – RMS North America Income Stock Index –  
Gross Return (USD, June 2005 – June 2016)
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Implementation 
FTSE dividend futures structured product

Investment horizon 
1-2 years

Expected return 
5-8%

Rationale
The performance of FTSE 100 dividend futures has 
been resilient since the momentous British vote to 
leave the EU (see chart below). Despite the financial 
sector cutting dividends, we believe that due to a 
weaker pound, many of the exporting companies 
within the FTSE 100 will perform well in the short 
term thus providing a stable dividend yield for the 
index. 

Investing into shorter term futures, like the 2017 
and 2018 maturities can provide a lower beta 
investment than direct investment into the equity 
index itself.

Products may range from delta one certificates 
which track the futures performance to accelerated 
participation notes or income plays.

2016 dividend future 2017 dividend future FTSE Index
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2016
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2016
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2016
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2016
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2016
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2016

Jul
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Source: Bloomberg, RMS FinGroup Ltd Research | As at July 2016

Idea specific risks 
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ UK economy stepping 

into a recession 

 ‐ A contagion effect from 
a deterioration in the UK 
banking sector leading 
to jeopardised financing 
conditions for the UK 
corporates

 ‐ Companies abruptly 
cutting dividends 
causing a decrease in the 
dividend cover ratio

Idea: Buy FTSE 100 with protection Equities

FTSE 100 vs 2016 and 2017 futures, historical price (USD, rebased as at Jan 2016)
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Implementation 
Structured income product on 10-year US  
interest rates

Investment horizon
6 and 9 months

Expected return 
6-9%

Rationale
Following the result of the British EU referendum, 
interest rates in the developed world fell even further. 
The US 10 year rate is now at historic lows. The Fed 
appears to be pulling back from its tightening cycle 
through 2016 given the fragility of some markets but 
we do not expect rate cuts.

Given the risk aversion and uncertainty which 
looks likely to persist for some time, we look to 
take advantage of both the higher volatility and 
historically low rates to develop an income product 
in the form of short term reverse convertibles.

US 10 year rates 65% put strike 60% put strike

Jul
2010
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Jul
2011
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Jan
2016

0.4

2.8

2.2

1.6

1.0

3.4

4.0

1.3

Jul. 2006 to Jul. 2016 

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Below is an indication of the levels of income investors can achieve

Tenor Put Strike 60% Short rates Coupon p.a.

10 year reference: 6 Month 60% 0.81 6.83%

10 year reference: 6 Month 60% 0.81 8.00%

Tenor Put Strike 65% Short rates Coupon p.a.

6 Month 60% 0.81 6.83%

9 Month 60% 0.81 8.00%

Idea specific risks 
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ The product is essentially 

short rates at the put 
strikes with some gearing. 
Taking the 60% put strike 
product, investors’ capital 
is only at risk if the US 
10 year rate falls below 
0.81%. 

 For example, if at 
maturity, the 10 year rate 
was at 0.70%, investors 
will lose circa 22% of 
invested capital. The 
income is paid in any 
case however

Idea: Short US 10 year treasuries Fixed 
Income 

US 10 year rates, historical performance
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Fixed 
Income 

Implementation 

Investment horizon 
3 months

Expected return 
2-5%

Rationale
This trading strategy is based on the spread 
between the 10-yr German and Italian bond. At 
the height of the European crisis, the Italian 10-
yr was trading 460 bps higher than its German 
counterpart. Post Brexit vote and in anticipation 
of further economic fluctuations in the coming 
quarters, we expect the spread to widen. This can 
be implemented via buying the Bund future and 
selling the Italian one. A market neutral strategy with 
low level of risk and no beta characteristics gives 
direct idiosyncratic exposure to the German/Italian 
economic and fiscal characteristics. 
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Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Idea specific risks  
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ Coordinated action by EU 

Commission and ECB to 
consider the issuance of 
Eurobonds

 ‐ Risk-on environment 
where investors turn their 
attention to non-negative 
yielding 10-yr bonds

Idea: Long German Bund / 
Short Italian BTP

Yield Spread: 10yr Italian - 10yr German
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Fixed 
Income 

Implementation
A basket of single-line securities of  
European issuers 

Investment horizon 
12 months

Expected return 
2-3%

Rationale
The Asset Repurchase Programme started by the 
European Central Bank in June provides stimulus 
for further spreads tightening for investment grade. 
There are still few opportunities in the ECB eligible 
sectors (industrials, utilities and consumer sectors 
appear the most attractive, based on a relative 
assessment). By comparing the weight of the 
industry in the ECB universe and the average yield 
for bonds maturing in no more than maximum in 10 
years, we have chosen the sectors weighing more 
than 10% and providing the a yield above 0.6%.
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The presented yield is the average for RMS buy list recommendations with maturity up to 10 years | As at June 2016

ISIN Issuer Name Gross 
YTM* (%)

S&P Moody’s Fitch Sector Short 
Name

Rationale

XS0327443460 E.on Intl 
Finance BV

1.4 BBB+ Baa1 BBB+ Utilities EOANG 
R 6 
10/30/19

The company has a growing free cash flow 
from 2011 which represents GBP 2.6bn in 
2016 and has a Total Debt/EBITDA ratio of 
about 2.1. E.ON also has a solid cushion of 
cash (cash and short term investment) of 
about GBP 9.5bn.

FR0011400571 Casino 
Guichard 
Perrachon

2.9 BB+ - BBB- Consumer, 
Non-
cyclical

COFP 
3.311 
01/25/23

The company has sufficient liquidity position 
(EUR 4.6 bn in cash and equivalents), good 
availability of revolvers, and stable free cash 
flow margin over the last 3 years. Company’s 
Net debt/EBITDA is around 3.5x and EBITDA/
Interest is 2.7x. Geographically, 45% of 
revenues comes from France, 47% from 
South America, and 8% from Asia.

More names are available upon request
Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Idea specific risks  
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ An unexpected reversal 

move in the asset 
repurchase programme 
performed by ECB

 ‐ Idiosyncratic risk per 
specific issuer

Idea: Buy Selected European  
Investment grade bonds

Relative attractiveness of the ECB repurchase universe vs RMS “buy” rating universe
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Commodities 

Implementation 
Gold protection note

Investment horizon 
1 year

Expected return 
9% annually

Rationale
Both gold and silver have been the star performers 
within commodities this year up 27% and 47% 
respectively. More recently post Brexit, gold 
performed very strongly, up 11% since the beginning 
of June.

Coupled with an uncertain market and potentially a 
weaker US dollar caused by the Fed’s more dovish 
tone, gold should hold its price well.

We have been looking at ways to deliver a short 
term income and growth product using gold as an 
underlying. A one year structure provides investors 
with a 9% p.a. income payment and full return on 
invested capital in six months if the gold spot price 
remains at or above this initial level. 

Otherwise, the note continues for a further six 
months providing investors with 125% participation 
in any upside in the gold spot price from initial. For 
example, if the gold price was up 10% at maturity, 
investors would receive 12.5%.
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Gold spot price (USD) 80% protection barrier

Source: Bloomberg, RMS FinGroup Ltd Research | As at June 2016

Idea specific risks  
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ If the gold price falls more 

than 20% of the initial 
level and remains lower 
by the maturity, capital 
is at risk. For example, 
a 1% fall in gold price 
below the initial one 
would result in a 1% loss 
in capital.

Idea: Capitalise on robust  
demand for gold

Gold spot price, historical performance
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Implementation 
Structured products with partial protection, or 
warrants benefiting from weakening euro and 
sterling currencies

Investment horizon 
6 months

Expected return 
4-6%

Rationale
The quantitative easing programme in the euro 
area and geopolitical uncertainties around the 
uncertainties around the consequences of the EU 
referendum in Britain are likely to weaken both the 
euro and sterling further.

Divergence in monetary policy between the Fed 
and the ECB is likely to add further weakness to the 
EUR/USD. We expect the EUR/USD to trade at 1.05 
by the end of 2016.
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Idea specific risks  
(these risks could have 
an adverse effect on 
performance of the idea)
 ‐ Reverse in monetary 

policies in US, Europe 
and the UK and market 
timing.

Idea: Buy USD vs EUR and GBP Currencies

GBP/USD remains sensitive to political risk
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RMS Investment Toolkit

Many of the ideas and strategies in this Investment Outlook were developed using 
the RMS Investment Toolkit, a suite of modelling, analysis and product selection aids 
developed in-house by our Investment team.

Incorporating decades of investment expertise into these tools, empowers our client relationship managers and the intermediaries we work with 
to 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 Tookit 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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