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The ‘New Normal’:  sluggish growth, uneven distribution 

• High levels of debt, transferred from private to public 

• Demographic dividends fading 

• Excess capacity built up in China and Emerging world 

• Rich gets richer, poor gets poorer 

 

“Anti-Depression” Policy Tools:  from ‘unconventional’ monetary policy to …. 

• ZIRP 

• QE 

• NIRP 

• Next comes …. Helicopter Money? 

 

‘Bubbles’ formation: 

• Commodities in 2008-09 

• Luxury property in 2014-15 

• Bonds in 2016 

• Equities in ….. 2017??? 

 

The World since the Global Financial Crisis of 2008 

Floating in unchartered waters 

Source: Barings, as at September 2016. 
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“Unconventional” monetary policy 

Extreme desperation or sensible policy? 

Source: Citigroup, as at September 2016 
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Will the negative interest rate policy in Europe and Japan prove to be  a big mistake?  
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Long-Term Government Bond Yields 

Discounting worst-case scenarios of deflation and secular stagnation? 

Source: Bloomberg, Barings, September 2016 

9.129 

-0.061 -2

0

2

4

6

8

10

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

(%
) 

Germany 10 year government bond 
yield 

Germany 10 year government bond rate Maximum Current

8.22 

-0.014 
-2

0

2

4

6

8

10

1
9

8
7

1
9

8
9

1
9

9
1

1
9

9
2

1
9

9
4

1
9

9
5

1
9

9
7

1
9

9
9

2
0

0
0

2
0

0
2

2
0

0
3

2
0

0
5

2
0

0
6

2
0

0
8

2
0

1
0

2
0

1
1

2
0

1
3

2
0

1
4

2
0

1
6

(%
) 

Japan 10 year government bond yield 

Japan 10 year government bond rate Maximum Current

What if this was simply the result of massive central banks’ buying via QE programs? 

What would happen when central banks stop buying and start selling back to the market?  
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Central Bank balance sheets 

Still expanding at a total global level 

Source: Strategic Policy Group, Barings, as at  September 2016 

BoJ, ECB, PBoC and BoE 
(soon) are still pumping 
money, while the Fed is 
holding 
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What if Mr Trump wins the elections and rules both Houses ? 

• How dramatic will the changes in the US economy / financial markets and global counterparts 

be?  

Further Fed Rate hikes: 

• Market dislocations if much more aggressive than what the market currently discounts ! 

“Taper Tantrum”: 

• Will the European (and Japanese ?) QE program end in 2017 ? 

BREXIT’s contagion effect on Europe: 

• Shock if more EU members want to exit  

China’s L-shaped economy: 

• What does an “L-shaped growth” trend mean ?  

• RMB and banking NPLs still posing big risks ? 

‘Deflationary’ world … OR … just ‘low nominal growth’ world ? 

• Low nominal GDP and core inflation (even after many years of ZIRP, QE & and, recently, negative interest rates)  >>>  

impact on corporates’ sales & revenue growth ? 

 

 

Current Investors’ Concerns 

Still many! 

Source: Barings, as at September 2016 

Short- and long-term risks are being continuously quantified and assessed 

BISLDCLS\PUBLIC\SALES-MARKETING\HIDDEN-LABELS 



For professional investors only 7 

-1.4 -1.0 -0.6 -0.2 0.2 0.6 1.0 1.4

Insurance

GBP

Energy

Oil

Equities

UK

Eurozone

Industrials

Materials

EM

Japan

USD

Banks

Bonds

Commod

Staples

Utilities

Discretionary

USD

Tech

Pharma

Cash

Real estate

Aug’16 Global FMS 
Positioning vs history (z-score) 

The Longs & Shorts, relative to BofAML  
Global Fund Managers Survey’s  history* 

Investors’ Investment Preferences 

Cash and defensive asset classes are preferred 

* FMS: Fund Manager Survey, data since 2006 for commodities & real estate; data since 2001 for equities, bonds & cash; note USD & EUR are based 

on valuation 

Source: BofA Merrill Lynch Global Fund Manager Survey, as at August 2016 

Global investors remain moderately risk-averse 

BISLDCLS\PUBLIC\SALES-MARKETING\HIDDEN-LABELS 



For professional investors only 8 

Investors’ Current Cash Position 

Still defensive 

Source: BofA Merrill Lynch Global Fund Manager Survey, as at August 2016. 

Global Fund Manager Survey’s average cash balance (%) 

What impact on Equities if the relatively high cash were to be re-deployed in equity markets ?  
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Investors’ Preferred Positions 

Source: BofA Merrill Lynch Global Fund Manager Survey, as at August 2016. 

“What do you think is currently the most crowded trade?” 

A very conservative view on global growth is implied from the above 

Emphasizing ‘quality’ and ‘low beta’ 

0 5 10 15 20 25 30 35 40

Long Nasdaq

Short EU stocks

Long US dollar

Long EM debt

Long Gold

Long US/EU IG Corporate Bonds

Long High Quality stocks

Aug-16 Jul-16
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Month-on-Month Changes to Global FMS* positioning  
(Aug’16 vs Jul’16) 

Investors’ Recent Portfolio Moves 

* FMS: Fund Manager Survey 

Source: BofA Merrill Lynch Global Fund Manager Survey, as at August 2016. 

… to hedge their bets, as 
Equities and other risky 
asset classes rallied after 
BREXIT  

(again, it seemed like a 
defensive move ?) 

Taking on more risk … 
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Global Investors’ Sentiment 

Was excessively bearish, now ‘neutral’  

Source: BofAML Global Investment Strategy and EPFR Global, as at 8 September 2016 

The BofAML Bull & Bear Index (scale from 0-10) 

Buying in ‘extreme bearish’ levels has almost 
always tended to pay off  
(NB: sentiment was very bearish post-BREXIT, and served as a good 
trading buy signal) 
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Global Asset Classes Performance 

Note: (*) Total return accounts for both income (interest or dividends) and capital appreciation, in local currency terms.  

(**) FX, Commodities are spot returns. 

Source: Bloomberg Finance LP, Deutsche Bank Research. As of 6th September 2016 

2016 YTD returns 

A volatile YTD session, with Equities bouncing strongly post-Brexit (except Japan & Europe).  

Commodities retained their strength. 
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Global Economic Growth Outlook 
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Global Economic Growth in next 12 Months 

Moderate growth is our base case, but still below long-term equilibrium 

Source: JP Morgan, as at September 2016 

GDP growth (%) 

2011 2012 2013 2014 2015 2016F 2017F 

World 3.4 2.7 2.6 2.8 2.7 2.3 2.6 

US 1.6 2.2 1.5 2.4 2.6 1.4 1.8 

Eurozone 1.7 -0.8 -0.2 0.9 1.6 1.6 1.3 

Japan -0.4 1.7 1.6 -0.1 0.6 0.8 1.1 

China 9.0 7.7 7.7 7.3 6.9 6.7 6.4 

Asia ex Japan 7.4 6.4 6.6 6.4 6.0 5.8 5.6 

Global Emerging 6.4 5.1 5.1 4.6 3.8 3.8 4.4 

Forecasts for Europe and China are deemed slightly optimistic, while those of the US may be a bit conservative?   
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China’s  “L-shaped”  Economy 

Good or bad? 

Source: Bloomberg, Barings, August 2016. 

China GDP (Constant Prices) YoY % growth 
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“L-shaped” : 5.0-6.5% range ? 

In a slow global economy, a 5 to 6.50% annual GDP growth rate for China would be a good outcome!  
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Strong US Dollar 

But … has it peaked? 

Source: (Left) MSCI and Credit Suisse, as at September 2016. (Right) Thomson Reuters and Credit Suisse Research, as at September 2016. 

Is the US Dollar rally nearing its peak,  and about to 
resume its long-term downtrend? 

USD vs DXY (trade-weighted US dollar):  
Before & after Fed tightening 

Long-term, the USD appears to be a fundamentally weak currency.  

Positive implications for Emerging financial assets if it has already peaked in this cycle! 
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Fed Fund rates 

What money market and bond investors are pricing in 

* FF rate futures 

Source: Bloomberg and Barings, as at Sept 22nd, 2016 

What the Fed Fund Rate (FFR) would be, based on the futures market*  

in the next two years: 

              Data as at Sept 22nd  
 

• November 2016:  0.43%  (21% chance of a hike) 

 

• December 2016:  0.51%  (61% chance of a hike) 

 

• September 2017:  0.68%  (79% chance of a hike) 

 

*    December 2017:   0.72%  (82% chance of a hike) 

 

 

Market is betting on a delay of the FFR hike until late ‘16 or H1 ‘17, and  a very 
gradual  ‘normalisation’ of interest rate policy  
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A Global Risk Factor: The RMB 

Steady or fast? 

Source : SAFE, JP Morgan, Bloomberg, August 2016 
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Offshore RMB vs USD (past 15 years) 

Fragile trend in the RMB continued … As longs as it does not fall  significantly in one day, global 
investors may tolerate its gradual downward adjustment? 
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Global Sales & EPS Growth 

A review of the past four years & 2016 YTD 

Source: Factset, Barings, Sept 2016 

Earnings per share growth  Sales per share growth  

2012 2013 2014 2015 2016 (est) 2012 2013 2014 2015 2016 (est) 

World 0.2% 4.7% 2.5% -3.2% -0.5% 0.9% -1.2% -2.8% -6.8% +2.6% 

USA 5.9% 6.5% 7.9% 0.4% +0.2% 1.6% 3.0% 4.5% -2.1% +1.7% 

Europe ex UK -3.1% 2.0% -8.6% -1.7% -2.4% 8.2% -1.8% -12.5% -8.7% +1.7% 

United Kingdom -7.5% -5.5% 1.3% -16.7% -4.2% -0.3% 0.4% 1.1% -15.0% +0.8% 

Japan -7.6% 59.2% 19.3% 9.1% -6.1% 0.5% 6.6% 3.8% -4.8% -3.8% 

EM -2.9% -0.7% -8.8% -15.5% +0.2% 6.3% 1.5% -4.8% -18.1% +1.9% 

Disappointing trends over past few years, but H1 ’16 appears to have marked the start of an upturn? 
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P/E (x) Div. Yield (%) P/BV (x) Earnings growth (%) ROE (%) 

Country 
Current 

Trailing 
12m fwd Current Trailing 

Current 

Trailing 
2014 2015E 2016E 2017E 2017E 

Global 17.2 15.7 2.5 2.0 4.3 (3.4) 1.3 13.0 12.6 

USA 19.2 17.5 2.1 2.7 5.6 0.2 1.1 13.2 15.1 

Europe 16.3 15.1 3.6 1.7 1.2 (5.7) (1.6) 13.2 11.5 

Japan 16.1 13.8 2.3 1.2 75.2 4.0 (3.4) 10.0 8.0 

Emerging Markets 14.2 12.8 2.5 1.5 1.5 (7.0) 6.1 13.4 11.4 

EMF Asia 14.1 12.9 2.4 1.5 3.9 2.2 2.5 12.0 11.7 

China 13.5 12.3 2.3 1.6 6.0 (3.4) (0.4) 14.7 12.5 

Global and EM/Asian Equity Markets: 

Earnings growth forecasts and valuations 

Source: IBES, MSCI and JP Morgan estimates, as at  September 2016. 

As the reduction in the equity risk premium in all equity markets has occurred, delivery of 
earnings and EPS revisions will be their key driver.  
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Has the 7-year US Bull Market Peaked yet? 

Still a 50/50 bet 

Source: (Left) BofAML Global Research, Bloomberg, May 2016; (Right) BofAML Global Investment Strategy, EPFR Global, September 2016 

Fed balance sheet vs S&P 500 Global asset class flows, $mn 

Week  

(% AUM) 
YTD 

YTD  

(%AUM) 

Equities 0.1% -129,898 -1.7% 

ETFs 0.2% 62,573 2.8% 

LO -0.1% -192,461 -3.6% 

Bonds 0.1% 154,639 4.5% 

Commodities 0.7% 32,978 26.3% 

Money-market -0.4% -85,044 -2.3% 

* week of September 7th, 2016 

Massive redemptions in US and global equity funds YTD suggest that future  

positive corporate profits plus M&A newsflows and return of equity buying could spark a significant rally in H2 
and 2017!  
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Impact of US Fed Rate hikes on Equity markets: 

Correction, then back to trend? 

Source: MSCI, Credit Suisse, September 2016. 

MSCI World performance: 

Around Fed tightening 

MSCI Asia ex Japan performance: 

Around Fed tightening 

Correction in Jan-Feb was short-lived.   

March marked the start of the equity rally, with more expected to come? 
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MSCI USA ERP charts
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Barings Cross-Asset Valuation Analysis 

US equity market valuation 

Source: Strategic Policy Group, Barings, as at September 2016. 

High equity risk premium in the US suggests better relative valuation in favour of equities vs bonds 
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US Equity – World’s Leading Equity Market 

Now back with bullish momentum, after 2 years of range-trading 

Source: Barings and Factset, as at September 2016. 
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GEM Equity: Recovery phase, after 2 years in a bear mode 

Recent bounce is promising ! 

Source: Barings and Factset, as at September 2016. 
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Corporate revenue and profit growth expected to resume 

• 2015 and H1 ‘16 disappointed  

• Encouraging signs of an upturn in H2 ‘16 and 2017  

 

 

Global economy  expected to continue to grow, but sub-par 

• US and China/India are expected to lead, with Europe and Japan contributing 

 

 

Expanding fiscal policy expected to complement monetary policy 

• “Unconventional monetary” policies boosted asset prices, but did not bring about higher 

real incomes to low-income households 

• We expect fiscal policies to play a bigger role in 2017 and beyond 

 

 

 

 

 

Highlights of Outlook for H2 ’16 and 2017 

Sales and Profit growth expected  to re-emerge 

Source: Barings, as at September 2016 

Positive factors likely to continue to boost “economic-sensitive” assets   
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Barings Global Asset Allocation 

Current tactical directions (as at 13 September 2016) 

 

Source: Barings, as at 13 September 2016 

Highlighted boxes denote a change in the asset class’s score (data in brackets ( ) denote last months’ score) 
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World DAA Strategy  

Representative Portfolio's AA  (as at 31/8/2016) 

Source: Barings, as at 31 August 2016 

Portfolio overall risk position: Medium 

• Latest portfolio asset allocation action: added to risk by 

adding to high yield corporate bonds and Equities 

(China/HK), and reduced exposure to O.E.C.D. government 

bonds and Cash. 

 

Equity sub-portfolio 

• Overweight in Asia, Japan and Europe. Main focus in stock 

selection process is on companies which are leaders in their 

respective field, with a solid business franchise and a long-

term track record in delivering profit growth, overlaid by 

selective high-yielding stocks.  

 

Fixed Income sub-portfolio 

• Main emphasis is on capital preservation, and, where it 

makes fundamental sense, incremental yield.  

 

Current Portfolio % of NAV 

Asset class 

sub-total       (% 

of NAV) 

Bonds 37.2 

   O.E.C.D. Government Bonds  14.3 

   Investment Grade Corporate Bonds 9.1 

   High Yield Corporate Bonds 6.0 

   EM/Asian Government Bonds  7.8 

Equities 55.6 

   Asia Pacific exc. Japan & GEM 17.4 

   Global exc. above 38.2 

Alternatives (Gold, etc.) -- 

Cash & T-bills 7.2 

Total 100% 
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Baring Asia Balanced Fund 

Asset Allocation (as at 31/8/2016) 

Source: Barings, as at 31 August 2016 

Portfolio overall risk position: Medium 

• Latest portfolio asset allocation action: added to risk by 

adding to Equities (China/HK), and reduced exposure to 

Cash 

  

Equity sub-portfolio 

• Added exposure to Asian Pacific exc. Japan equities 

(China/HK) Still maintained O/W Europe, Japan and, to a 

lesser extent, US and China/Asia. 

• Main focus in stock selection process is on companies which 

are leaders in their respective field, with a solid business 

franchise and a long-term track record in delivering profit 

growth, overlaid by selective high-yielding stocks.  

 

Fixed Income sub-portfolio 

• Main emphasis is on capital preservation, and, where it 

makes fundamental sense, incremental yield.  

 

Current Portfolio % of NAV 

Asset class 

sub-total       (% 

of NAV) 

Bonds 13.2 

   O.E.C.D. Government Bonds  7.6 

   Investment Grade Corporate Bonds 4.2 

   China Investment Grade Bonds  1.4 

Equities 78.7 

   HK-China  26.8 

   Other Asia Pacific &  GEMs 11.8 

   Developed  Markets  40.1 

Global Income Multi-Assets 0.9 

Cash & T-Bills 7.2 

Total 100% 
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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. 

 

Copyright 

Copyright in this document is owned by Barings. Information in this document may be used for your own personal 

use, but may not be altered, reproduced or distributed without Barings’ consent. 
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