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Newsflash
A new month and the thirty ninth issue of Viewpoint from FP.
This document will be made available on our website
www.financial-partners.biz

R

isk assets stumbled somewhat in October. Although the
returns in nominal terms were negative from equities,

for example, the monthly returns hide a strong start to the
month, followed by weakness. Market participants almost
seem to have paused for a period of introspection following
the near euphoria since March this year. This pause is a positive
in a way as it provides the wider investing public a moment to
stop and reconsider what has driven these recent rises in equity
prices. One likely source of this buy side pressure is the wall
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of money flowing into investment assets from the Quantitative
Easing (QE) programmes globally. Every purchase made of debt
using the QE funding, must have provided a seller of the debt with
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capital. As a result, the QE funds are disseminating throughout
the investible universe. The recipient of sale proceeds from QE
may not wish to reinvest the proceeds at prevailing interest
rates. This, coupled with a generally improving sentiment may
make the equity market attractive. From a fundamental point of
view, the economic data remains mixed and in many instances
is only improving insofar as it is not getting any worse. The end
of de-stocking has provided something of a fillip to growth and
purchasing managers’ surveys, which reflects gentle to moderate
improvements in business conditions. It is clear, however, that
the recent equity market weakness has increased uncertainty
somewhat and this is clearly reflected in the VIX index which
has returned to the levels of September 2008 and June 2009.
Volatility has declined in recent months, but it is still well above
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the pre-crunch levels that are just visible on the left hand side of
the chart on the next page.
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understandable in light of earnings compression, especially
post Lehman’s bankruptcy in 2008. However, strong gains
in corporate earnings projected for next year bring forward
PERs to more reasonable levels. Bloomberg’s composite
has a forward PE of 16 times at present index levels and this
appears reasonably attractive, for the MSCI World. Despite
this, equities were down for the month, with the MSCI World
returning -1.8% in US Dollar terms. Equities are significantly
up 22.7% year to date, however, and this is despite poor
returns in both January and February before the developed
markets turned in March.
Fixed income in general performed reasonably well in

Emerging markets equities have led the developed markets

October, benefitting from this increased investor uncertainty,

since turning in 2008 and October saw a continuation of this

with credit and high yield proving resilient to the softness in

trend. In fact, despite softening towards month end from a

equity markets towards the month’s close. US High Yield,

mid month peak of nearly +7%, GEM ended just in positive

for example added 1.8% in the month to bring its year to

territory, posting a return of 0.1% in US Dollar terms. Viewpoint

date return to 52.2% in US Dollar terms and European High

continues to believe that the headwinds faced in the emerging

Yield performed similarly in October to bring the year to date

markets are more cyclical than structural and therefore these

returns to 72.6% in euro terms. According to Moody’s, the

economies should continue to provide relatively superior

default rate for global speculative grade debt hit 12.4% in

returns when compared to developed markets. That process

October, which is the highest level since the great depression.

is likely to be a gradual one, however, and does not preclude

However, the pace of corporate defaults is decelerating and

the increased volatility that has traditionally accompanied an

Moody’s claims that its trailing rate is near a cyclical peak. As

investment in emerging markets equities.

BCA assert, there are factors such as the rebound in equity
markets, general improvement in the environment for risky

Within the currency markets, the recent dollar weakness

assets, and strong gains in corporate credit quality which

continued amongst most major currencies. This was even the

support the case for a gradual decline in the default rate. The

case for Sterling, which gained 3.1% against the greenback,

government debt markets were less active, with the broad

despite having a torrid year against most majors. The

global government index, the JP Morgan GBI returning 0.0%

Australian Dollar also rallied against the US Dollar helped by

in the month. Investment grade credit securities provided

a positive interest rate environment. Australia has embarked

returns that bisect high yield and government debt of 0.7% in

upon an interest rate hiking process much before many other

the US, 0.6% in the UK and 0.9% in Europe. The credit markets

economies internationally and this, coupled with the economy’s

may have been protected, but they were not immune from

close alignment to the commodities markets may provide

the equity markets as the persistent narrowing in investment

some strength for the Aussie Dollar for the medium term. The

grade spreads abated in the last week of the month.

yen weakened against all majors, losing -1.1% against USD
at a time when the dollar was itself falling. Viewpoint is not

Equity markets rallied for the first few weeks of October,

positive on the developed market currencies in the short-to-

continuing the momentum of the markets since the trough

medium term, with the structural problems apparent in these

in March. Valuations of equities globally are not especially

heavily indebted public and private balance sheets awaiting

cheap on a backward looking basis, and this is perhaps

adjustment. Overall the emerging markets currencies are more

Source: RMB Asset Management / Bloomberg / Lipper Hindsight. October 2009.
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attractive as there are many macro economic factors that argue

at a level which is below present rental yields. This is providing an

for their strengthening versus the major developed market

opportunity for managers with liquid assets to embark on a more

currencies in the medium term.

‘traditional’ form of property investment, dominated by yield and
investment return rather than highly leveraged development and

Listed property markets displayed equity-like returns in October,

speculative returns, with the potential of moderate capital gains

suggesting that the technical attractiveness that was present

as a kicker to performance over time. There remain uncertainties

earlier in the year may have now dissipated. Globally, REITs

regarding the occupier market as well as the difficulty in extracting

returned -4.7% in US Dollar terms to underperform the MSCI

funding from banks whilst the economic picture remains cloudy,

World. Whilst property securities are priced in part on the basis

but buildings with high quality tenants and long leases are a

of the market’s expectation for underlying property returns, direct

relatively strong proposition.

property investments are valued in arrears, and are potentially
attractive, having only just bottomed out in many countries.

The commodity markets were extremely strong in October,

Property securities have massively outperformed underlying

perhaps on the back of an improving macro picture in the

property values this year, and have moved from being relatively

emerging markets. Oil added 17.3% in the month, to bring the

undervalued to potentially overvalued as they are now discounting

year to date returns to 93.8%. Broader commodities added

a big recovery in property values. Commercial property itself

5.8% in the month, bringing their year to date returns to a

is now offering the prospect of reasonable returns. Selected

comparatively modest 20.2%. Agricultural commodities are flat

property deals can now be funded (where financing is available)

year to date despite a strong return of 6.1% in October.
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Asset Class Performances
Asset Class/Region

Index

Currency

Oct 2009

YTD 2009

Equities
United States

S&P 500 NR

USD

-1.9

16.3

United Kingdom

FTSE All Share TR

GBP

-1.8

21.1

Continental Europe

MSCI Europe ex UK NR

EUR

-3.2

20.2

Japan

Topix TR

JPY

-1.7

6.1

Global

MSCI World NR

USD

-1.8

22.7

Global Emerging Markets

MSCI World Emerging Markets TR

USD

0.1

64.7

US Treasuries

JP Morgan United States
Government Bond Index TR

USD

0.0

-2.5

US Treasuries (inflation protected)

Barclays Capital U.S.
Government Inflation Linked TR

USD

1.2

9.9

US Corporate (investment grade)

Barclays Capital U.S. Corporate
Investment Grade TR

USD

0.7

17.9

Us High Yield

Barclays Capital U.S. High Yield
2% Issuer Cap TR

USD

1.8

52.2

UK Gilts

JP Morgan United Kingdom
Government Bond Index TR

GBP

-0.3

0.8

UK Corporate (investment grade)

Merrill Lynch Sterling Non Gilts TR

GBP

0.6

11.3

Euro Government Bonds

Citigroup EMU GBI TR

EUR

0.1

4.4

Euro Corporate (investment grade)

Barclays Capital Euro Aggregate
Corporate TR

EUR

0.9

14.7

Euro High Yield

Merrill Lynch Euro High Yield
3% constrained TR

EUR

2.0

72.6

Japanese Government

JP Morgan Japan Government
Bond Index TR

JPY

-0.5

0.0

Global Government Bonds

JP Morgan Global GBI

USD

0.0

3.9

Global Bonds

Citigroup World Broad
Investment Grade (WBIG) TR

USD

0.5

7.4

Global Convertible Bonds

UBS Global Convertible Bond

USD

-0.4

35.0

Bonds
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Currency

Oct 2009

YTD 2009

Property
US Property securities

MSCI US REIT TR

USD

-4.7

10.7

UK Property securities

FTSE EPRA/NAREIT United
Kingdom TR

GBP

0.5

11.1

Europe ex UK Property securities

FTSE EPRA/NAREIT Europe
ex UK TR

EUR

-1.8

35.0

Asia Property securities

FTSE EPRA/NAREIT Asia TR

USD

0.6

42.5

Global Property securities

FTSE EPRA/NAREIT Global TR

USD

-1.3

25.7

Euro

USD

0.9

6.1

Sterling

USD

3.1

14.6

Yen

USD

-1.1

0.1

Australian Dollar

USD

2.4

29.6

Rand

USD

-3.2

18.1

Currencies

Commodities
Commodities

RICI TR

USD

5.8

20.2

Agricultural Commodities

RICI Agriculture TR

USD

6.1

0.0

Oil

Brent Crude Index (ICE) CR

USD

17.3

93.8

Gold

Gold index

USD

4.6

20.9

Current rate

Last change

Interest rates

Last meeting

United States

23 September 2009

USD

0.25%

0.00%

United Kingdom

8 October 2009

GBP

0.50%

0.00%

Eurozone

8 October 2009

EUR

1.00%

0.00%

Japan

14 October 2009

JPY

0.10%

0.00%

Australia

8 October 2009

AUD

3.50%

0.25%

South Africa

22 September 2009

ZAR

7.00%

0.00%

Source: Lipper Hindsight, November 2009.
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FOCUS: Japan
Over the course of this year, Japan has been the subject of

Japan’s remarkable growth trajectory through the 1980s had

many column inches dedicated to its huge asset bubble in

put it on course to overtake the US as the world’s largest

the 1980s and subsequent deflation in the following decade.

economy, especially given that the US was mired in stagflation

Policy makers globally, and particularly in the US, whose Fed

and suffering from high unemployment at the time. Indeed

chairman, Ben Bernanke, was a notable student of Japan’s

during the 1980s there was a point when the world’s top ten

economic woes, are using the world’s second largest economy

banks (measured by deposits) were all Japanese. However,

as a case study for what not to do following the bursting of

Japan’s growth had largely been driven by overinvestment and

an asset bubble. Japan experienced similar problems to

financial leverage, and this led to bubbles in the financial and

what other developed countries are now going through, but

real estate sectors. Since the 1989 peak, Japanese equities

mistakes were made along the way and policy makers are

have massively underperformed other developed markets as

keen to avoid repeating them.

the country has since gone through an extended period of
deleveraging. Some believe that Japan’s excesses are only

Since the peak of Japan’s asset bubble twenty years ago this

just reaching the end of the unwinding process due to insipid

December, the economy has broadly speaking marked time

regulation that has failed to clean up the banking system until

in terms of nominal GDP. Added to this, the country’s current

long after the crash. The trends towards lower asset turnover

debt burden stands at almost 200% of GDP and demographic

and deleveraging over this period have subsequently led to

trends are unfavourable due to an aging population. Although

both lower returns on equity and share prices leaving them at

many investors have continued to muse over Japan in recent

their depressed current levels.

years, sighting extreme levels of undervaluation in the equity
market for example, it is a country that is often ignored by

Despite investors repeatedly being disappointed by Japan

investors when making asset allocation decisions. It is evident

throughout this lengthy bear market, there have been periods

from the current popularity of emerging market equities that

when the market has rallied extremely sharply. Historically,

strong economic growth and healthy investment returns are

these rallies have been led by recovery in OECD Leading

often enough to bring particular markets to the forefront

Indicators which usually result in strong returns for equities

of investors’ minds. Japan clearly shares neither of these

in general, and particularly for Japanese equities. Chart 2

characteristics having endured deflation and a bear market

(overleaf) shows this trend using six monthly rates of change

since markets peaked in 1989.

for each of the indices. This shows why Japan is often viewed
as high-beta play on global equities, perhaps due to its heavy

Chart 1: Topix vs. S&P 500 Cumulative Total Return
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Chart 2: Topix vs. OECD Leading Indicators
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equities in their portfolios. In the case of domestic investors;
their equity holdings in general are significantly lower than
average levels seen in other developed economies, and this
has typically been countered by large holdings of Japanese
Government Bonds (JGBs). This has fuelled a two decade
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long bull market in JGBs which has left yields at today’s low

Either way, the extent of the very recent underperformance

levels. An extreme example is the Japanese Post Office, one

of Japan is certainly eye-catching. Below are a handful of

of the largest financial institutions in the world, which owns no

observations that may help inform a decision on whether

equities at all. This point, together with the first point above,

Japan should be more readily considered as a good long term

indicates that potential exists for a significant reallocation to

investment.:

equities which could bolster buy-side forces.

•

One of the most compelling arguments in favour of Japan

•

The trend of investing in JGBs has not changed of late,

is that this long bear market and period of deleveraging has

as domestic investors and institutions have continued to

left corporate balance sheets in rude health. There is now

absorb the significant amounts of issuance. There is concern

significant scope for improving ROEs by increasing leverage

however, from investors outside of Japan in particular, that

or asset turnover. In Japanese households, high domestic

the flood of issuance that is expected over the coming years

savings rates have also created a huge deposit base in

may not dissipate so readily. It has also been suggested that

Japan which is now in fact over twice the size of its total

some large global macro hedge funds are now selling the

stock market capitalisation. This is not the case in other large

JGB market short. The overall size of Japan’s debt burden

economies such as the US and China where the opposite is

should not be forgotten, at almost 200% of GDP. Given this,

true by a similar scale. The economy has required endless

any continuation of the recent rise in yields as a result of

stimuli over the past years and yet has never really shown

excess supply could spell problems given the significant

the prospect of recovering properly, and this can partly be

resultant increase in debt-servicing costs.
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Japan’s trade surplus and high export ratio mean that the

Europe also suffer from similar poor demographic trends.

economy is more cyclically exposed than other countries,

One of the focuses of the newly elected DPJ will be to

and further economic contraction would not bode well

improve productivity which will counter these problems to

for investors. Nonetheless, the latest GDP release for Q3

some extent, and Japan already spends a very significant

showed annualised growth of 4.8% that was well ahead of

amount of over 3% of GDP on R&D.

consensus. With approximately a quarter of Japan’s exports

•

www.financial-partners.biz | Vol. 39 | November 2009

•

Equity valuations appear to be very attractive, particularly in

going to China at present, continued growth in China should

the small cap area, and many value-based equity managers

be a positive for Japan. Indeed, the last decade has seen

continue to find a significant number of opportunities in this

Japan’s share of total exports to BRIC (Brazil, Russia, India,

market. A general lack of interest in Japan has led to lower

China) countries increase at a far greater pace than for the

coverage by sell side analysts and also to lower liquidity in

US or Europe - over 20% of BRIC imports are now sourced

some areas. There are still high quality, large cap companies

from Japan.

that have net cash on their balance sheet, and many small

Another key point to consider is the recent political change

caps are trading at or below book value. This apparent

that has taken place. With the Democratic Party of Japan

breadth of undervaluation is unique to Japan at the moment,

(DPJ) winning a resounding victory in the Lower House

and although it has been the case for some time, that alone

elections, the near uninterrupted 54 year rule of the Liberal

is not a good reason to prevent eventual readjustment.

Democrat party was brought to an end. Although change will

•

not occur overnight, this has the potential to usher in a new

In conclusion, one cannot argue that the Japanese economy

climate with the DPJ focusing on improving demographics

does not face some significant headwinds. However, this can

and boosting domestic consumption. This was seen as

also be said of most other developed markets at this juncture,

a vote against the economic malaise of the past 20 years,

and so underweighting Japan is not necessarily the obvious

and the prospect of a stable government alone is positive

trade that it once was. At some point investors may just begin

compared to the various coalition led governments that were

to start taking notice of valuation opportunities; finding them

previously in place.

adequately compelling to return to Japanese markets. If one

Demographics in Japan are often cited as a reason not to

lesson has been learnt from the Japanese experience over the

invest there. While the aging population is clearly a problem,

last twenty years by comparing investors’ views from then and

it is not unique to Japan. Russia, Italy, and other parts of

now, it is that nothing is inevitable.
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Click here for:

Disclaimer:
Simply click on the link of the company that you are interested

Further, Financial Partners does not guarantee the correctness

in. By clicking on any external links provided on this website,

or suitability of such information or of any other linked

you will leave the Financial Partners site and be re-directed to

information presented, referenced, or implied. Any hyperlink

an external organisation’s website.

from this website leading to another website should not be
interpreted as an endorsement by Financial Partners of that

As Financial Partners is not responsible for any content or

website, its organisation, or of its products or services.

activities associated with any external website accessed by
hypertext links appearing on this website, and as such content

Financial Partners does not accept responsibility for any

has been independently developed by third parties and is

loss, harm, or damage, however caused, for information by

outside of our control and subject to change without notice,

third party organisations with links appearing on this website.

Financial Partners hereby disclaims any representations,

Clicking on any of the following external links constitutes

warranties, or guarantees made on external websites.

a signature of your consent to the above disclaimer. If you
disagree with all, or part of this disclaimer, use of the external
links provided below is strictly prohibited.
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Important Notes
RMB Asset Management is the trading name for RMB Asset

currency differs from that in which the underlying assets are

Management International Limited. This document does not

invested may be subject to exchange rate movements that

constitute an offer or solicitation to any person in any jurisdiction

alter the value of their investments.

in which it is not authorised or permitted, or to anyone who
would be an unlawful recipient, and is only intended for use

Our investment mandates in alternative strategies and

by original recipients and addressees. The original recipient

hedge funds permit us to invest in unregulated funds that

is solely responsible for any actions in further distributing this

may be highly volatile. Although alternative strategies funds

document, and should be satisfied in doing so that there is

will seek to follow a wide diversification policy, these funds

no breach of local legislation or regulation. The information is

may be subject to sudden and/or large falls in value. The

intended solely for use by our clients or prospective clients,

illiquid nature of the underlying funds is such that alternative

and should not be reproduced or distributed except via

strategies funds deal infrequently and require longer notice

original recipients acting as professional intermediaries. This

periods for redemptions. These Investments are therefore

document is not for distribution in the United States.

not readily realisable. If an alternative strategies fund fails
to perform, it may not be possible to realise the investment

Prospective investors should inform themselves and if

without further loss in value. These unregulated funds

need be take appropriate advice regarding applicable legal,

may engage in the short selling of securities or may use

taxation and exchange control regulations in countries of their

a greater degree of gearing than is permitted for regulated

citizenship, residence or domicile which may be relevant to

funds (including the ability to borrow for a leverage

the acquisition, holding, transfer, redemption or disposal of

strategy). A relatively small price movement may result in a

any investments herein solicited.

disproportionately large movement in the investment value.
The purpose of gearing is to achieve higher returns associated

Any opinions expressed herein are those at the date this material

with larger investment exposures, but has concomitant

is issued. Data, models and other statistics are sourced from

exposure to loss if positive performance is not achieved.

our own records, unless otherwise stated herein. We believe

Reliable information about the value of an investment in an

that the information contained is from reliable sources, but we

alternative strategies fund may not be available (other than

do not guarantee the relevance, accuracy or completeness

at the fund’s infrequent valuation points).

thereof. Unless otherwise provided under UK law, RMB Asset
Management does not accept liability for irrelevant, inaccurate

Under our multi-management arrangements, we selectively

or incomplete information contained, or for the correctness of

appoint underlying sub-investment managers and funds

opinions expressed.

to actively manage underlying asset holdings in the pursuit
of achieving mandated performance objectives. Annual

We caution that the value of investments in discretionary

investment management fees are payable both to the

accounts, and the income derived, may fluctuate and it is

multimanager and the manager of the underlying assets at

possible that an investor may incur losses, including a loss

rates contained in the offering documents of the relevant

of the principal invested. Past performance is not generally

portfolios (and may involve performance fees where expressly

indicative of future performance. Investors whose reference

indicated therein).

RMB Asset Management International Limited (Company Registration No. 3733094) is a member of the FirstRand Group,
and has its registered office at Two London Bridge, London SE1 9RA.
RMB Asset Management International Limited is authorised and regulated by the Financial Services Authority in the United
Kingdom, and is an authorised Financial Services Provider pursuant to the Financial Advisory
and Intermediary Services Act 37 of 2002 in South Africa.
© RMB Asset Management International Limited 2008

Page 10 of 10

