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Strategic Forecasting:   Why Do We Bother ? 

SECULAR ISSUES 

Allows examination of issues 

unrelated to short term  

price movements 

VALUATIONS 

Valuation is the key driver of 

long terms 

DIRECTION OF TRAVEL 

Tells us point of arrival, but  

not the type of journey 

Very useful to identify long-term themes 
Not a portfolio construction tool 
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Ten Years After Ten Years:   Does It Work ? 

Source: Barings, December 2005 predictions against average annual returns during the subsequent 10 years 

Please refer to Important Information 

Barings forecasts vs. actual outcomes 
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Good track record except for cash and bonds 
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From Economic Forecasts …  to Government Bonds 

Source: Barings calculations as of 31 March 2016 

Forecasting the long-term total return  
(annual) of 10 years US Treasuries 

GDP PER CAPITA 
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2.2% 
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4.3% 

ADJUSTMENT  

-1.0%  

CURRENT BOND 
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BOND YIELD 

4.3% 

FORECAST RETURN 

(incl. carry) 

1.0% 

EXIT BOND 
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The Adjustment 

Source: Bloomberg and Barclays Capital, as of 31 March 2016 

We assume that Financial Repression will continue                                                                                                  
We assume  the impact to be half of the one experienced during the 1955-1969 period 
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Forecasting High Yield Credit 

Source: Barings calculations as of 31 March 2016 

Forecasting the long-term total return  
(annual) of US High Yield Credit 

HISTORICAL  

HY SPREAD 
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4% 
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High Yield Credit:   Assumptions for Defaults and Recovery Rates 

Source: Moody’s – Annual Default Study: Corporate Default & Recovery Rates 1920-2015. 29 February 2016 
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Forecasting Equities 

Source: Bloomberg, Factset, Barings calculations as of 31 March 2016  

SALES GROWTH 

1.9% 

INFLATION 

2.2% 

ADJUSTMENTS 

2.5x 

 NOMINAL SALES GROWTH 

4.1% 

PROFIT MARGIN EARNINGS 

AS A % OF SALES 

6.9% 

EXIT P/E MULTIPLE 

17.1x 

Forecasting the long-term total return  
(annual) of US Equities  

CURRENT MARKET LEVEL 

(S&P 500) 

2059 
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Margins 

DIFFICULTY 

Margins are the most  

difficult input to forecast 

DRIVERS 

Our goal is to understand drivers 

of changes in margins, to 

understand how things may 

evolve going forward 

BOTTOM UP APPROACH 

Margin forecast for the whole  

of the S&P 500, by bottom  

up aggregation of individual 

company income statements 
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Margins:   Drivers 

SG&A (Selling, General & Admin): 

No material change                                                            

(some increase in wages) 

ABOVE THE LINE 

COGS (Cost of Goods Sold):  

No material change 

BELOW THE LINE 

Interest Expense: 

Gradual deterioration  

(i.e. higher interest expense) 

Tax: 

Gradual deterioration  

(i.e. higher tax expense) 

BISLDCLS\PUBLIC\SALES-MARKETING\HIDDEN-LABELS 



For professional investors only 

(London 04/18C) 15 September 2016  

16 

Margins:   A Small Margin Headwind 

Source: Factset, Barings calculations as of 31 March 2016   
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Valuations:   Back to The Historical P/E ? 

Source: Robert  Shiller, Yale, Barings calculations as of 31 March 2016 

Not going back to the historical median of 14.6x 
Valuations will go down but fall will be cushioned by three adjustments  
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Valuation Adjustment (1):   P/E Ratios and Inflation 

Source: Robert Shiller, Yale, Barings calculations as of 31 March 2016, period considered is (1871-2015) 

The forecasted inflation environment would suggest a P/E premium is warranted (0.8x) 
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Valuation Adjustment (2):  P/E Ratios and Financial Repression 

Source: Robert Shiller, Yale, Barings calculations as of 31 March 2016  

More financial repression suggests a P/E premium is warranted (0.9x) 

We assume it to be half of the one experienced during the 1955-1969 period 
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Valuation Adjustment (3):   P/E Ratio and Globalisation 

Source: Robert Shiller, Yale, Barings calculations as of 31 March 2016  

S&P 500 P/E ratio 

Globalisation would suggest a P/E premium is warranted (0.8x) 

                                                                   But it is a smaller premium than in the past 
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Forecasting Currencies:   Reversion to What ? 

Source: IMF, Barings calculations as of 31 March 2016  

Cheapness to PPP fair value 

We assume FX will fill only 50% of its gap to the historical mean 
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Forecasting Gold:   Art or Science ? 

Source: Bloomberg, Barings calculations as of 31 March 2016  

Forecasting the long-term total return  
(annual) of Gold 
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GROWTH 

4.3% 
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Gold Price Target:   Growing in Line with M2 

Source: Bloomberg, Barings calculations as of 31 March 2016  

Gold price vs. US monetary base using M2 
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Strategic Forecasting:   Output 2016-2026 Returns 

Source: Barings calculations as of 31 March 2016 
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Strategic Forecasting:   Output 2016-2026 Returns 

Source: Barings calculations as at 31 March 2016 
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Strategic Forecasting:   Balanced Strategy 

Source: Barings calculations as of 31 March 2016 
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The Past and the Future 

THE PAST 

KEY DRIVERS 

Globalisation 

Uptrend in profit margins 

Inflation under control 

Democratisation of investing through ETFs 

QE policies supporting asset prices 

Diversifiers available 

THE FUTURE 

Disappointing returns 

Correlations might increase 

Volatility might increase 

Dynamic approach to asset allocation 

Equity alpha, more via themes/styles 

Role of currencies 
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High Yield Credit:   Which ‘Normal’ Level For Spreads ? 

Source: Bloomberg, Barclays, Barings calculations as at 31 March 2016, spread is represented by the OAS on the BarCap US High Yield  2% issuer cap 
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A Sales & Margin Approach  

STABILITY 

Sales is a stable line item of the 

P/L account, easier to project 

than dividends or profits 

COMPARABILITY 

Sales is consistently defined 

across geographies, time  

and inflation regimes 

CULTURAL 

Ease of comparison 

Unlike dividends, which are 

biased by differing  tax treatment 
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Sales Growth:   How to Forecast It ? 

Source: Bloomberg, Barings calculations as of 31 March 2016   

Sales growth never keeps up with GDP growth                                                                                                 
Particularly evident in emerging economies 
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Monetary Base:   M2 Tends to Follow Nominal GDP 

Source: Bloomberg, Barings calculations as of 31 March 2016  

We observe a high correlation between the two series 
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Important Information 

For Professional Investors / Institutional Investors only. This document should not be distributed to or relied on by 

Retail / Individual Investors.  

 

Barings LLC, Barings Securities LLC, Barings (UK) Limited, Barings Global Advisors Limited, Barings Australia Pty Ltd, 

Barings Advisers (Japan) KK, Barings Investment Advisers (Hong Kong) Ltd., Barings Real Estate Advisers LLC, Barings 

Real Estate Advisers Europe LLP, Baring North America LLC, Baring Asset Management Limited, Baring International 

Investment Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management 

(Japan) Limited, and Baring Asset Management Korea Limited each are affiliated financial service companies (each, 

individually, an “Affiliate”), together known as “Barings.” Some Affiliates may act as an introducer or distributor of the 

products and services of some others and may be paid a fee for doing so.  

 

NO OFFER:  

The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any 

financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of the 

investment objectives, financial situation or particular needs of anyone who may receive it. This document is not, and 

must not be treated as, investment advice, an investment recommendation, or investment research. 

  

In making an investment decision, prospective investors must rely on their own examination of the merits and risks 

involved and before making any investment decision, it is recommended that prospective investors seek independent 

investment, legal, tax, accounting or other professional advice as appropriate.  

 

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in good 

faith in relation to the facts known at the time of preparation and are subject to change without notice. Parts of this 

presentation may be based on information received from sources we believe to be reliable. Although every effort is taken 

to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, 

express or implied, regarding the accuracy, completeness or adequacy of the information.  

 

Any forecasts in this publication are based upon Barings opinion of the market at the date of preparation and are 

subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not 

necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments and 

any income generated may go down as well as up and is not guaranteed. Past performance is no indication of 

current or future performance. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 

RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are provided 

for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or 

investments. The composition, size of, and risks associated with an investment may differ substantially from any 

examples set forth in this document. No representation is made that an investment will be profitable or will not incur 

losses. Where appropriate, changes in the currency exchange rates may affect the value of investments.  

 

OTHER RESTRICTIONS:  

The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the 

possession or distribution of the document in any jurisdiction, where action for that purpose may be required. 

Accordingly, the document may not be used in any jurisdiction except under circumstances that will result in 

compliance with all applicable laws and regulations.  

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor 

or available in their jurisdiction.  

 

INFORMATION:  

Barings is the brand name for the asset management or associated businesses of Barings affiliates worldwide. This 

communication is issued by one or more of the following entities:  

 

Barings LLC, which is a registered investment adviser with the Securities and Exchange Commission (SEC) under 

the Investment Advisers Act of 1940, as amended, as well as a Commodity Trading Advisor (CTA) and 

 

Commodity Pool Operator (CPO) registered with the Commodity Futures Trading Commission under the 

Commodity Exchange Act, as amended, Barings Securities LLC, which is a registered limited purpose broker-dealer 

with the Financial Industry Regulatory Authority, or Barings Real Estate Advisers LLC, which is a registered 

investment adviser with the SEC specializing in real estate related investments;  

 

Baring North America LLC, which is an Exempt Market Dealer and Investment Fund Manager registered with the 

Ontario Securities Commission (Baring North America LLC relies on Section 4 (permitted clients) of MI 32-102 

(Investment Fund Manager registration exemption) and has filed the Form 32-102F1 and Form 32-102F2 with the 

AMF in Quebec and is registered under MI 11-102 (Passport System) in the category of Exempt Market Dealer in 

Quebec);  

 

Barings (UK) Limited, which is authorised and regulated by the Financial Conduct Authority in the United Kingdom 

(Ref No. 194662) and is a Company registered in England and Wales (No. 03005774) whose registered address is 

61 Aldwych, London, WC2B 4AE, Baring Asset Management Limited, which is authorised and regulated by the 

Financial Conduct Authority in the United Kingdom (Ref No. 170601), or Baring International Investment Limited, 

which is authorised and regulated by the Financial Conduct Authority in the United Kingdom (Ref No. 122628), is a 

registered investment adviser with the SEC and is registered with the Ontario Securities Commission as a Portfolio 

Manager (Baring International Investment Limited also relies on section 8.26 of NI 31-103 (international adviser 

exemption) and has filed the Form 31-103F2 in Quebec, Manitoba, British Columbia and Alberta);  

 

Barings Australia Pty Ltd (ACN 140 045 656), which is authorized to offer financial services in Australia under its 

Australian Financial Services License (No: 342787) issued by the Australian Securities and Investments Commission;  
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Important Information 

Barings Investment Advisers (Hong Kong) Ltd, which is licensed with the Securities and Futures Commission of 

Hong Kong to carry on regulated activities Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 

(asset management) in Hong Kong in accordance with the requirements set out in the Securities and Futures 

Ordinance (Cap 571), or Baring Asset Management (Asia) Limited, which is licensed by the Securities and Futures 

Commission of Hong Kong to carry on regulated activities Type 1 (dealing in securities), Type 2 (dealing in futures 

contracts), Type 4 (advising on securities), Type 5 (advising on futures contracts) and Type 9 (asset management) in 

Hong Kong in accordance with the requirements set out in the Securities and Futures Ordinance (Cap 571);  

Barings Advisers (Japan) KK, which is registered as a Financial Instruments Business Operator (Registration No. 

961-KLFB) for Type II Financial Instruments Business and Investment Advisory and Agency Business with the 

Financial Services Agency in Japan under the Financial Instruments and Exchange Act (Act No. 25 of 1948), or 

Baring Asset Management (Japan) Limited, which is registered as a Financial Business Operator (Registration No. 

396-KLFB) for Type II Financial Instruments Business, Investment Advisory Business and Investment Management 

Business with the Financial Services Agency in Japan under the Financial Instrument and Exchange Law (Act No. 25 

of 1948);  

Baring SICE (Taiwan) Limited, an independently operated business (Business license number: 2008 FSC- SICE- 

Xin- 030; Address: 21 F, No.333, Sec. 1 Keelung Road, Taipei 11012; Taiwan Contact telephone number: 0800 062 

068); or  

 

Baring Asset Management Korea Limited, which is authorized by the Korean Financial Services Commission to 

engage in collective investment business and is registered with the Korean Financial Services Commission to 

engage in privately placed collective investment business for professional investors, discretionary investment 

business and advisory business. 
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