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A

s we write Viewpoint September 2008, a number of significant

Newsflash

events have taken place in September, which it would be

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

remiss not to mention. Into the second week of September storm
clouds began to gather threateningly over Lehman Brothers. On
14 and 15 September it became apparent that Lehman was not
deemed ‘too big to fail’ and the company filed for Chapter 11
bankruptcy. The two banks that had appeared to be running a
slide rule over Lehman and weighing up a bid, Barclays and Bank
of America (BofA), both abandoned their courtship and to add
insult to injury, BofA sought to acquire Merrill Lynch in an all-stock
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deal and Barclays now stands poised to pick the meat from the
Lehman carcass. Later in the week, AIG, once America’s largest
insurer by market cap was saved by a USD85 billion loan for 79.9%
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of their equity. This loan from the Treasury is at the eye watering
rate of Libor plus 850 basis points and this loan will be superior to
AIG’s other outstanding debt which is concerning for AIG’s debt

9

holders. It is too early to properly assess the repercussions of
these events, but it is clear that the Bear Stearns rescue is not the
all encompassing ‘line in the sand’ that many had thought it to be.
The Fed will stand by and watch major banks fall into bankruptcy,
thus reducing accusations that it was perpetuating the ‘moral
hazard’ which many thought afflicted a ‘bankruptcy immune’ Wall
Street. Perhaps Bear was merely lucky that it burned through its
capital quicker than everyone else.
This is clearly significant news for the market and the response
from all asset classes has been material. The US Treasury’s bills

Produced in association with RMB Asset Management International
Limited (trading as RMB Asset Management), authorised and
regulated by the Financial Services Authority (UK).

(short term debt) have actually been trading at a value above par,
which is unusual for a discount security, showing investors are
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more interested in maintaining capital than any yield generation.

second half of July. Although the markets appeared to lose some

These times of extreme pessimism provide opportunities. We

impetus towards the end of the month, the equity returns were

have long espoused the view that when markets feel at their

certainly more stable than in recent months. In local currency

worst and optimism is all but gone that valuation can be most

terms equity posted small gains, but the strength of the US

exploitable. For example on 18 September the UK stock market
gave investors a key buy signal as the dividend yield available
on stock surpassed that available on the 10 year gilt (see Fig
1). This signal has historically been an indication that valuations
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Source: Bloomberg, September 2008
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Dollar (see Fig 2) mitigated these returns somewhat. Additionally,
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bonds gained some ground in local currency terms but, again,

2.5

the move of the dollar meant these returns when translated to US
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dollars were negative. In other markets commodities continued
their recent poor form as investors reappraised their view on

Fig. 1
Source: Bloomberg, September 2008

the demand for these assets going forward. We will discuss

are close to their floor. This is the first time that this technical

below, but first we will endeavour to provide some insight into

signal has been seen since March 2003, the nadir of the last

the recent asset class performance.

the recent currency moves in some depth in the Focus section

bear market. The dividend yield of stocks is a function of the
dividend and the price of the market. As the value of the index

Global equity markets returned -1.4% in US Dollar terms in

has fallen recently, but without a notable reduction in the level of

August, despite moderate gains in most major markets over

the divided, the yield has increased. Contrastingly, as the value

the period. In local currency terms, the index was up 1.2%

of the fixed income security rises due to investor demand for low

demonstrating the power of a strong reporting currency to

risk assets, the yield has fallen. On 18 September short selling

deflate the apparent return of local currency holdings. Volatility

of financial securities was banned by the FSA in the UK and

was reasonably stable throughout the month as investors let

this has provided a fillip to markets. It is actions such as these

themselves relax slightly from their recent ‘high alert’, which

and the concerted, coordinated effort globally by central banks

provided an increased sensitivity to almost any economic

to becalm the markets that suggest the market could be at a

datum, announcement or story. Despite this, market volatility is

turning point. We continue to hold credit in diversified portfolios

still significantly higher than in 2006 and early 2007. Amongst

as a means of experiencing most of this equity upswing, but

the major markets, the UK performed well returning 5.0% in

credit should have a greater floor to valuation than equity, thus

local currency terms, comfortably outperforming the US and

reducing the downside volatility for investors.

Europe which returned 1.4% and 1.5% in their respective local
currencies. Global emerging markets equities underperformed

Let us now turn our attention to August. Equity markets remained

relative to global developed markets again in August. This is

reasonably buoyant following the positive performance in the

understandable given the change in sentiment of investors from

Source: Bloomberg and Lipper Hindsight, September 2008
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the exuberance and hubris of early 2007 to a more grim-faced

In comparison, the US has returned 1.9% year to date, the market

disposition of late. Emerging markets equities returned -8.0% in

believing that the quick actions by the Fed in cutting rates may

August, bringing their year to date return to -21.9%.

provide a better floor to property valuations in United States.

The fixed income markets also suffered as a result of the US

The major theme in the currency markets has been mentioned

Dollar’s strength against most global currencies. In local currency

several times in Viewpoint already. The value of the US Dollar

terms, government bonds gained 1.2%, whereas in US Dollar

has slid down on a trade weighted basis for a number of years

terms, the strength of the greenback provided a headwind to

and looked long overdue a correction (see Fig.2). In the focus

performance and the index returned -2.0%. Global investment

topic overleaf, we will discuss further some possible causes

grade

government

of this move, but at this juncture, the magnitude of the move

counterparts as spreads narrowed somewhat, returning -1.6% in

may be of interest. It has already been noted that the move

US Dollar terms. Most of the regions performed in an analogous

was adequate to negate many a positive local currency return

fashion, demonstrating the effect of currency on the global index

to make global indices reported in US Dollar terms to appear

returns. US bonds ended the month in positive territory, returning

to have suffered in August. The Yen performed well against the

1.1%, whilst European bonds returned 1.2% in local currency

Dollar, returning -0.4% to bring the year to date figure to 2.9%.

terms and Japanese bonds returned 0.9% in Yen terms. High

The euro lost -5.6% in August and Sterling fell -7.9% against

Yield and Emerging Markets Debt spreads were both reasonably

the greenback.

bonds

narrowly

outperformed

their

subdued in August. High yield spreads moved out by 28 basis
points (bp) to end the month at 778bp, whilst Emerging Market

Following a significant reduction in the oil price in July, and

Debt spread widened by 16bp to end the month at 299bp.

a broader commodities sell off, the sector remained out of
sorts in August. This sell off is likely to be due to a number of

The global listed property market underperformed the global

factors including a drop in forecast demand going forward and

equity markets slightly, returning -2.1% in US Dollar terms. The

a reduction of speculative positions. One result which is clear

UK Property market performed well in local currency terms,

is that a number of the major components of the consumption

returning 5.6%, but the -7.9% decline in sterling over the same

basket, though still high from a nominal perspective, are now

period results in a negative return in a dollar reporting currency.

providing less impetus to inflation. Overall commodities fell -

Asian property continued to post poor returns, losing -6.0% in

6.9% in August, but their strength earlier in the year means

August. The moves in the UK are strong, but come on the back

they are still up 9.1% in 2008. Agricultural commodities have

of a number of poor months. Year to date the UK has returned -

also suffered of late and in August they returned -3.7% to

14.2% in local currency terms, Europe -13.0% and Asia -27.7%.

outperform the broader commodities index.
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Asset Class Performances
Asset Class Performance (%)

August 2008

YTD August

Sept to Date*

Year to Date*

US Equities $

1.4

-11.8

-5.9

-16.9

UK Equities £

5.0

-10.1

-12.8

-21.6

Cont. European Equities €

1.5

-19.1

-10.7

-27.8

Japanese Equities Yen

-3.7

-14.1

-12.5

-24.8

Global Equities $

-1.4

-14.0

-9.4

-22.1

Global Emerging Markets Equities $

-8.0

-21.9

-19.5

-37.1

US Bonds $

1.1

4.2

2.0

6.3

European Bonds €

1.2

2.6

0.3

2.8

Japanese Bonds Yen

0.9

1.3

-0.5

0.8

Global Bonds $

-1.6

2.6

-0.2

2.4

US REITs (property) $

2.3

1.9

4.4

6.4

FTSE Real Estate £

5.6

-14.2

-5.6

-19.0

FTSE EPRA Real Estate ex UK €

0.7

-13.0

-5.8

-18.0

FTSE EPRA Real Estate Asia $

-6.0

-27.7

-13.5

-37.4

Euro vs. US Dollar

-5.6

0.7

-2.4

-1.7

Sterling vs. US Dollar

-7.9

-8.4

-0.3

-8.6

Yen vs. US Dollar

-0.4

2.9

3.5

6.5

Rand vs. US Dollar

-5.0

-11.1

-6.4

-16.8

Commodities $

-6.9

9.1

-12.5

-4.5

Agricultural Commodities $

-3.7

-1.5

-11.4

-12.7

Oil $

-5.8

22.5

-21.0

-3.2

Gold $

-9.3

-0.3

3.6

3.3

Source: Bloomberg, Lipper, Citigroup, September 2008.

* Performance up to and including 18th September 2008.
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FOCUS: The Strengthening US Dollar
Predicting currencies is often said to be something of a folly.

of the other two currencies became relatively unattractive. As a

There are a couple of strong reasons for this. The first is that

result, investors could sell USD and buy EUR or GBP and receive

currencies can stubbornly ignore fundamentals, remaining under

a better yield on the currency. This increased buy side pressures

or over valued from a fundamental perspective for surprising

for the European currencies whilst correspondingly increasing

periods. A second characteristic of currency markets is that

the sell side pressures for the USD. However, the interest rate

they can be extremely volatile. The reason for this volatility is

cycle has moved on and it appears more likely that the UK and

the fact that in order to buy a currency, one has to sell another.

Europe will have to embark on a programme of interest rate cuts,

As a result, the factors driving the supply and demand for any

whilst the US is more likely to re-enter a hawkish phase (see

currency are strongly interwoven with the supply and demand

Fig.3). As a result of these changes, the prospective interest rate

drivers for the other currencies it is valued against. August’s

differential has shifted in favour of USD. Essentially, the US was

volatility demonstrates these two phenomena well. Firstly,
on a trade weighted basis the US Dollar has been becoming

B a s e R a te C o m p a r is o n
6

progressively cheaper since July 2001, losing almost 40% to the
trough earlier this year. After a couple of months of stability, the
Dollar has now rallied on a trade weighted basis by around 7%
in little over a month (see Fig.2).
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Dollar strength sounds like a positive phenomenon for global
investors and it is so long as you wish to sell your dollar assets
and buy assets denominated in another currency. The difficulty
comes when investors try to understand the impact that a strong
dollar will have on their globally diversified portfolio. The main
effect is one of perception. Asset market gains or losses occur
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Fig. 3
Source: Bloomberg, September 2008

independently of any currency moves. As a result, as we have

the first country to be hit by the credit crunch, the first to react to

seen in the global equity and bond markets this month, a gain in

it, and now the market believes, likely to be the first economy to

local currency terms can become negative as a gain in the dollar

lead the world back out. Historically the US has proven adept at

has diminished the purchasing power of these foreign currency

reinventing itself and cutting out the deadwood in the economy.

denominated assets in terms of dollar assets. But they may have

This would tend to suggest that the US will lead the rest of the

appreciated against other currencies so reporting currency, and

world out of the present malaise. A risk factor to this thesis is

its effect on performance, is something of a lottery. As a result

that the US falls into a full-scale recession. The direct implication

investors should stick to the currency that they genuinely think

of this would likely be a cut in the US interest rate, which would

in – i.e. where they are likely to have assets and liabilities when

undermine the interest rate differential argument. The impact

choosing the reporting currency of their fund, rather than trying

that a US recession would have on other currencies is difficult

to tactically choose another.

to predict, but the likelihood is that if the US suffered a fullscale recession, the implications for other world economies, in

One issue which has affected the Dollar more recently versus other

aggregate, would not be especially positive.

global currencies has been the negative interest rate differential
which has grown versus both the euro and Sterling. This lower

The recent years’ USD weakness has actually had a positive

yield on cash held in the Dollar meant that holding dollars in place

effect on the US economy. The weakening of the greenback

Source: Bloomberg and Lipper Hindsight, September 2008
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from a global perspective has meant that foreigners’ purchasing

intuitive, namely that as a country’s currency devalues, it makes

power in USD terms has increased. This has had the effect of

exports more attractive to foreigners and makes importing for

making US goods and services cheaper. As a result, the level

domestic consumers more expensive. Therefore there are net

of US exports has actually increased (see Fig.4) and this has

capital inflows to the economy.
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One benefit for the global economy, which might be only remotely
linked to the price of the US Dollar is the fact that while the Dollar
was weak, oil producers who wished to increase their purchasing
power in world currencies had to keep the nominal (dollar) price
of oil high to provide strong purchasing power in global terms.
Now the US Dollar’s strength versus international counterparts
Trade Weighted Dollar

means that the nominal price of oil can fall. Figure 6 depicts the
influence that reporting currency can have on perceptions of
returns. In dollar terms the price of oil has fallen of late. However,
as oil is priced in USD, foreign currencies have to be sold, to

Fig.4
Source: Bloomberg, September 2008

buy Dollars which can be used to buy oil. This means that the

benefitted the US current account (see Fig.5), which although

in the oil price in euro or Sterling terms.

appreciation of the US Dollar has offset, to some extent, the falls

still in negative territory, is moving slowly towards positive
territory. Despite this, there are still plenty of reasons to be

Overall, the strong rally in the US Dollar is something that we
have frequently suggested was long overdue. The fundamentals

U S C u r r e n t A c c o u n t D e f ic it a s % o f G D P

in the US are improving, although there are still some elements
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Source: Bloomberg, September 2008

negative about the present state of the US current account as
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Fig. 6
Source: Bloomberg, September 2008

a proportion of GDP. The deficit has moved to approximately -

of concern, especially relating to the current account deficit and

5% of the GDP, which is still a significant deficit. The current

the budget deficit, but the US is not in an exceptionally poor

account will improve at times where the value of investments

state in comparison to parts of Europe – the UK being an obvious

and trade going into an economy exceed those being spent by

example. Add to this the likely improvements in the interest rate

the members of that economy abroad. What we can learn from

differential which will favour the greenback against other major

this uptick in the current account as a percentage of GDP is quite

currencies and it appears likely that the Dollar may have further

Source: Bloomberg and Lipper Hindsight, September 2008
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appreciation ahead. This is unlikely to be an orderly process and

– in their base currency. This serves to prevent overreliance on a

there will be instances where the US Dollar suffers in the short

single currency were it to lose purchasing power over a prolonged

term against its counterparts, but overall we expect the trend

period, as did the USD up until recently, whilst providing some

to be positive. This is why we suggest a diversified currency

diversification and the ability to share in the upside of a basket

allocation within multi-asset funds, but investors should keep a

of international currencies, whilst limiting the risk to any one

large chunk of assets – usually at least two thirds of a portfolio

position outside of the base currency.
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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
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