Global Outlook
Q4 2018
Time for Rotation?
1
www.almalcapital.com

FOREWORDS

Welcome to our quarterly outlook, where we review the third quarter of the year and share our thoughts for the months to come.
As highlighted in our Q2 outlook, “the world is bifurcating” and this happened to be the case again during the past quarter. Indeed, the U.S. economy and corporate
America have been outperforming the rest of the world and the trend has been reinforcing during the third quarter. This macro-economic and fundamental
performance divergence has translated into financial assets relative performance, with U.S risks assets clearly outperforming.
Performance divergence has not been occurring solely across international equity markets. Within U.S equities, “Growth” style has been outperforming “Value” style for
seven quarters in a row. There are also large performance dichotomy within commodities or credit.
As we enter the final quarter of the year, a key question for investors is whether these divergences will ultimately be reconciled. In other words, will the trends
observed during the first 9 months of the year persist in Q4 or on the contrary, should investors start to rotate their portfolios to benefit from a potential
recovery of the regions and asset classes which have been underperforming so far this year. The 4th quarter of the year has historically been a favorable period for
mean-reversion. It is thus the right time to re-assess the investment case for emerging markets, European equities or the “value” style.
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Q3 2018 in the
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Q3 2018 in the rearview
Introduction (1/2)
Trumponomics, the strong dollar and rising Oil prices continue to drive financial markets. The combined effects of U.S supply-side economics and a more hawkish
monetary policy by the Federal Reserve have the following impacts on markets: U.S equities are outperforming long-term U.S. Treasuries, the dollar is strengthening
and U.S risk assets are outperforming the rest of the world. Despite the stronger dollar, oil prices are breaking out to a 12-month high which is complicating the picture
for oil-importing emerging markets which are seeing their currencies weakening and their cost of borrowing soaring.
As highlighted in our Q2 outlook, “the world is bifurcating” and this happened to be very true when it comes to financial markets performance over the 3rd quarter, as
shown on the chart below.

Chart: Q3 and YTD 2018 returns (in $) for selected asset classes
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Q3 2018 in the rearview
Introduction (2/2)
Indeed, while US equities posted strong returns in Q3 (around +7.5% for the S&P 500 and the Nasdaq – see chart below), International ex-US equities were flattish as
Emerging markets equities ended in slightly negative territory when expressed in dollar terms. Indeed, the trade dispute has so far not impacted the U.S. stock market
as tax and regulatory reforms have been highly bullish for U.S. equities. However, the Chinese equity market has suffered under the weight of the trade dispute in a
sign that the Chinese economy is feeling the pain protectionism much more than the U.S. Meanwhile, Emerging Markets currencies have been under pressure since
March of this year and the worst performing ones - i.e Argentina Peso and Turkish Lira - continued to record heavy falls in Q3 with declines of -30% and -24%
respectively. However, we note that the dollar index ended the quarter almost unchanged mainly thanks to the stability of the Yuan and the Euro. It is interesting to
note that the best performing market (in $ terms) over Q3 was Mexico (+10%), as the country is emerging as one of the winner of the outgoing global trade dispute.
The divergence of performance also took place within fixed income markets. Credit had a solid quarter with US High Yield returning almost 3% while EU High yield
returned +1.7%. Emerging markets hard currency bonds rebounded +2.2% after the heavy losses endured in Q2. Due to the EM currencies’ weakness highlighted
above, Emerging Markets local currency bonds had another negative quarter (-1.7%). Within U.S Treasuries, the long-end of the curve underperformed with 20 years+
U.S government bonds recording a decline of -3.0% over the quarter. While posting slightly negative returns, TIPS (Treasury Inflation protected securities)
outperformed.
The worst declines of the quarter were reserved for precious metals with Gold returning -5.0% and Silver -8.8%. But it wasn’t all that dark within precious metals as
Palladium surged by 13% in Q3. Elsewhere in commodities, we note that Copper was weak as well (-4.9%) whereas Oil posted another solid quarter (+3.0%). More
details on this in a dedicated section below.
On a year-to-date basis, Oil leads the way (Brent +30.0% and WTI +21.2%) followed then by US equities (NASDAQ +17.5% and S&P 500 +10.6%).
Besides U.S equities, Japan (+6.0%) is the only developed region posting positive returns (in dollar terms) on a year-to-date basis. The Euro Stoxx 50 is slightly
negative since the start of the year (-3.5% in $ terms) with European banks being particularly hit (-20% year-to-date). The MSCI Emerging markets index (in $) is
down -8.3% since the start of the year with some notable declines for Brazil Bovespa (-14%), the Shanghai Composite (-17%), Turkey (-46%) and Argentina (-50%)
– all performances in USD terms. With a gain of +7.5% since the start of the year, Middle East and North Africa is a clear outperformer within Emerging markets
(more on this later).
Apart from U.S. High Yield bonds (+2.8%), all major fixed income indices have seen a negative total return this year ranging from -1.3% (medium-term U.S
Treasuries) to -9.7% (Emerging Markets Local Currency bonds).
Gold is down -8.8% since the start of the year and is thus on track for its worst yearly performance since 2015.

In the following slides, we discuss in more details what we believe to be the 10 most relevant financial market stories of Q3.
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Q3 2018 in the rearview
Story #1: America First (1/2)

Trumponomics – i.e. the economic policies of Donald Trump - were outlined in his campaign
pledges and include trade protectionism, immigration reduction, individual and corporate tax
reform, the dismantling of the Dodd–Frank Wall Street Reform and Consumer Protection Act,
and the repeal of the Patient Protection and Affordable Care Act ("Obamacare").
Many economic experts are highly skeptical about any long-term positive effects of Trump’s
policies and the Congressional Budget Office (CBO) estimated in April 2018 that implementing
the Tax Act would add an estimated $2.3 trillion to the national debt over ten years, pushing the
public debt from around 77% GDP in 2017 to as much as 105% GDP by 2028.

Chart: NFIB plans (right scale, inverted) versus. U.S Policy
uncertainty index (left scale) (Source: Strategas)

Still, a quick glance at 2018 soft and hard economic data seems to indicate that the United
States is outperforming the rest of the world in 2018. According to Atlanta Fed forecasts, the
U.S. economy is growing at a 4.7 percent annualized rate in the third quarter. With the
unemployment rate falling below 4 percent, many firms continue to report that they are having
a difficult time filling open positions despite faster labor force growth. In fact, the Bureau of
Labor Statistics reported that in the second quarter of 2018, unfilled job openings exceeded the
number of those unemployed and actively seeking a job for the first time on record. The strong
demand for labor has fueled a modest acceleration in labor compensation - the year-to-year
growth in the employment cost index has increased to 2.9% in Q2 2018—a 10-year high.
It is thus no surprise to see consumer and business confidence reaching record high levels. The
Pictet composite confidence indicator hit a level which is consistent with real GDP growth of
more than 7%. It looks indeed that U.S consumers and corporate America seem unfazed by the
political circus happening in Washington. As shown on the chart below, a recent NFIB (U.S small
businesses association) survey shows that while the Policy uncertainty index remains at high
level, their plans to hire recently hit a record high level (see the blue line with inverted scale on
the chart on the right).
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Q3 2018 in the rearview
Story #1: America First (2/2)
The U.S. economy is thus revving up just as Europe and other major economies lose steam, jeopardizing a
rare period in which the world’s largest economies have been accelerating in unison.
Indeed, the macroeconomic situation is very different in the rest of the world as “Trumponomics” are
creating some collateral damages. At the time of our writing, there are some early evidences that Trade war
has had some negative impact on China GDP growth and earnings – with some ripple effects around the
world.

Chart: U.S, China, Euro area and Japan forward earnings,
year-over-year % change (source: IIF, Bloomberg)

Trump’s policies are also creating a “dollar shortage” which results from the lack of coordination between
the Fed (quantitative tightening) and the U.S Treasury (more debt issuance to finance the deficit). The
“soaking up” of liquidity is creating major issues for emerging markets currencies and economies.
Ironically, some of these external pains are beneficiate for the U.S to some extent; indeed, U.S assets –
particularly U.S. government bonds – are considered by global investors as safe havens and this explains in
part why the U.S yield curve has remained flat. The (still) relatively low yield level of the long end of the
curve (and this despite accelerating wage growth, higher oil prices, etc.) is helping the U.S to finance their
highly leveraged economy at a very reasonable cost...
Another key headwind for many developed and developing economies has been the rise of the oil price (see
story #7). While strong energy prices help oil & gas rich states in the U.S, energy importers around the
globe are clearly impacted by this unexpected development.
The same divergence of performance between the U.S and the rest of the world seems to be valid on the
earnings front as well. As shown on the chart below, U.S earnings forecasts are still edging higher while
optimistic forecasts for Chinese earnings are being trimmed. European earnings growth has been clearly
underperforming.
The bottom-line is that investors need to face a new reality: for the time being, the U.S. economy and
corporate America are outperforming most of the rest of the world. As already mentioned, this macro and
fundamental performance divergence has translated into financial assets relative performance, with U.S
risks assets clearly outperforming. In Story #5, #6 and #7, we will come back into more details on some of
these asset classes performance divergence
| www.almalcapital.com
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Q3 2018 in the rearview
Story #2: The BRATS (1/2)
As discussed earlier, the selloff in emerging market assets has been relentless over the last few months. Most Emerging markets foreign currencies are at their lowest
level in over a year (see chart below), pressured by the BRATS – the acronym for Brazil, Russia, Argentina, Turkey and South Africa. Argentina's peso has plunged
62% since the start of the year. Meanwhile, Turkey's lira has tumbled 42%. The currencies of the other BRATS have also lost value, depreciating by roughly 20%. And
while the Chinese yuan appear to stabilize, some currencies such as the India Rupia are now under pressure as well.

Chart: Selected Emerging Market currencies relative to the U.S dollar (Indexed to 100 from 1/2017) – source: Strategas

Emerging markets fixed income have been suffering as well, affecting the performance of some of the largest fixed income funds in the world (more on this in story
#9). And as we highlight in story #5, Emerging Markets equities have been sharply underperforming U.S equities.
At this stage, the consensus view is that the two weakest BRATS – i.e. Argentina and Turkey aren’t representative of the global emerging markets complex. They are
considered as emerging market outliers that have been punished for several missteps, not least the undermining of central bank independence. And while their large
external debt position and current account deficit are definitely a source of concern, they only account for a small weight of the MSCI Emerging Markets while the
largest weight (i.e. China and Korea) are in better shape – at least based on these metrics.
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Q3 2018 in the rearview
Story #2: The BRATS (2/2)
It is worth highlighting that the current account positions of most developing economies have in fact improved considerably since 2013. In aggregate, emerging
markets’ current account surplus has grown from 0.1 per cent to 0.8 per cent of GDP over that time. Even among emerging countries with deficits, the gap has
narrowed to 1.7 per cent of GDP compared to almost 4 per cent during the taper tantrum.
Still, the big question facing investors — whether they are looking to maintain, increase or reduce exposure to emerging markets — is the extent to which
deteriorating technicals and liquidity increases the pain for EM economies and asset prices, thereby sapping investor sentiment further. The US dollar funding
shortage risk mentioned earlier could very well mean that the weakness of the BRATS could start spilling over on the rest of emerging markets.
One of the key reason for the solid growth across emerging markets in recent years has been the constant inflow of foreign capital, resulting in a significant external
funding requirement for continued growth. With the dollar rising and outside capital inflow coming to a stop, or worse, reversing, what will be the consequences on
developing economies?

| www.almalcapital.com
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Q3 2018 in the rearview
Story #3: Italy is becoming a headache again! (1/2)
As already mentioned in our recent publications, Italy is becoming one of the single largest known risk to global markets for the months ahead. The rise to power of a
populist government and their aspiration for a more relax fiscal stance has been widening the spread of Italy bonds versus German Bund.
Indeed, the targeted budget deficit of 2.4% of GDP announced by Italy at the end of September is beyond even what Italy’s own finance minister had argued was a
sustainable level.
Consequently, Italian yields have risen to levels sufficient to create a self-feeding debt spiral due to higher interest costs. The weighted-average maturity of Italy’s 2.4
trillion euros debt pile is 6.77 years, with a weighted-average coupon of 3.05%. At the time of our writing, seven-year BTP yields are trading at 3.10-3.20%.

Chart: Yield of the Italian 10Y Benchmark Bond and Spread to German 10Y Bund since 1Q17
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Q3 2018 in the rearview
Story #3: Italy is becoming a headache again! (2/2)
Until now, investors have shown some complacency. After all, they have seen the same story playing out before; in Greece, a very difficult situation all got solved in the
end without the euro zone collapsing. But Italy isn’t anything like Greece; its debt burden is more than seven times larger. Italy is nothing else than the 3rd largest
borrower in the world and the most stressed in the G7. During the last euro zone debt crisis, in the early part of this decade, the only reason that the situation in
Greece, Ireland and Portugal caused such stress was the fear that contagion would spread to Italy. It’s always been known by debt watchers that Italy is the real risk to
the currency union.
Unless the government in Rome turns the tide of sentiment soon, there is thus a risk that contagion will spread far and wide. European banks have been weakening
over the last few months and have thus been pricing in some of this risk already. But some known negative catalysts are scheduled in October as both Moody’s and
S&P Global Ratings are set to review Italy. Both are likely to downgrade the sovereign given the budget plans and the rise in yields. This could very well trigger a fullblown euro zone debt crisis.
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Q3 2018 in the rearview
Story #4: Japan is Healing (1/2)

While most of the focus so far this year has been on the U.S superior economic and financial assets performance, Japan’s economy has been growing at a pace
above its potential in fiscal 2018, mainly against the background of highly accommodative financial conditions and the underpinnings through government
spending. After a -0.9% decline in the 1st quarter of calendar year 2018 (see chart below), real GDP growth has bounced back to +3.0% in the second quarter of
calendar year 2018 (which is the first quarter of fiscal year 2019).

Chart: Japan GDP bounced back in Q2 2018 (calendar year)
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Q3 2018 in the rearview
Story #4: Japan is Healing (2/2)

From fiscal 2019 through fiscal 2020, the economy is expected to continue on an
expanding trend, partly supported by external demand, although the growth pace is
projected to decelerate due to a cyclical slowdown in business fixed investment and the
effects of the scheduled consumption tax hike. The year-on-year rate of change in the
consumer price index (CPI, all items less fresh food) has been positive but has
continued to show relatively weak developments compared to the economic expansion
and the labor market tightening. Nonetheless, with the output gap remaining positive,
firms' stance gradually will shift toward further raising wages and , prices and
households' tolerance of price rises raising prices will increase. In this situation, further
price rises rising in prices are likely to be observed widely and then medium- to longterm inflation expectations are projected to rise gradually. As a consequence, the yearon-year rate of change in the CPI is likely to increase gradually toward 2 percent,
although it will take more time than expected.

Chart: Japanese and U.S. profit margins trends (source: Top-down charts)

Back in our 2018 global outlook, we shared our positive view on Japan. Our bull case
thesis was that Japanese equities should benefit from accelerating global growth,
Abenomics, structural improvement in corporate Japan and attractive valuations. Our
view was that despite the strong run in 2017, Japan remained a contrarian call.
While underperforming the U.S (and GCC) equities, Japanese stocks have been
outperforming the rest of the non-US international markets (in dollar terms) since the
start of the year. One of the reason has been the strong earnings growth on the back
of an improvement of Japanese companies’ profit margins – see chart on the right.
While the level of profit margins remains clearly below the U.S ones, Japanese
companies have been catching up recently and we expect this trend to continue.
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Q3 2018 in the rearview
Story #5: U.S Equities are diverging from the rest of the world (1/2)
Late June, we published our Q3 market outlook under the following title: “The World is bifurcating”. This is indeed what has been happening within international
equity markets in 2018; U.S equites have been outperforming the rest of the world and this trend has been reinforced during the third quarter.
Indeed, as shown on the chart below, the relative performance of US stocks versus the MSCI All Country World ex US Index is at its highest level in history. As
already explained earlier, a confluence of factors has driven this move: among them, trade fears, a strengthening dollar and currency crises in certain emerging
market nations. In addition, US earnings growth this cycle has also far outpaced the rest of the world, which justifies some of the US’ relative performance.

Chart: Relative performance S&P 500 vs. MSCI All Country World ex US
(Source: Factset)
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Q3 2018 in the rearview
Story #5: U.S Equities are diverging from the rest of the world (2/2)
The most extreme of the performance differential described above is most likely the one between the Russell 2000 (U.S small & mid-caps) and the MSCI emerging
markets. The 6-month performance differential between the two recently hit a 95th percentile extreme – see chart below.

Chart: Rolling 6-month performance spread between the Russell 2000 and the
MSCI Emerging Markets index (source: Strategas)

As we will develop in the Q4 outlook section, international equities might be poised for a performance reversal versus US equities – at least in the short-run.
Historically, both October and November have a track record for mean reversion – i.e., laggards rally while winners consolidate. We would thus not be surprised to
see a CONVERGENCE TRADE playing out and the Russell 2000 vs MSCI EM equity index could very well be an interesting mean-reversion pair to trade.

| www.almalcapital.com
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Q3 2018 in the rearview
Story #6: Equity Style Divergence (1/2)

Divergence has not been occurring solely across international equity markets. Within U.S equities, Growth style has been outperforming Value style for seven quarters
in a row. Since the start the year, the S&P Citigroup Growth index is up +17.2% versus +3.4% for the S&P Citigroup Value index (see chart below). On a relative basis
versus value stocks, growth is the highest it has ever been except for the late 1990s.

Chart: US Growth vs. US Value in 2018
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In terms of sector leadership, Healthcare was the strongest performer in Q3 with a gain of +14.5% ahead of Industrials (+10%) and Telecoms (+9.9%). Technology
(+8.8%) and Consumer Discretionary (+8.2%) both outperformed the S&P 500 in Q3 and tie up as the best performing sector year-to-date with a gain of +20.6%
ahead of Energy (+17.5%) and Healthcare (+14.5%).
It is worth highlighting that since the House of Representatives released its tax reform plan, only three sectors have outperformed the S&P 500: 1) Consumer
discretionary; 2) Technology and; 3) Healthcare. Repatriations are likely helping tech and healthcare companies which account for 57 percent of the total unremitted
foreign earnings among S&P 500 companies.
| www.almalcapital.com
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Q3 2018 in the rearview
Story #6: Equity Style Divergence (2/2)

Financials edged slightly higher in Q3 (+4.4%) and are now flat on a year-to-date basis – the flattening yield curve partly explains their disappointing performance.
Materials were flat in Q3 and are down -2.7% year-to-date as mining stocks have been hit by declining commodity prices. We also note that defensive sectors such as
Consumer Staples, Telecoms, Utilities and REITs have all been underperforming the S&P 500 this year. The outperformance of cyclical versus defensive is a clear
“risk-on” signal for the market. But as mentioned above, the most importance divergence has been happening between growth and value.
Interestingly, some mean reversion took place between mega-caps and small-caps during Q3. While small-caps outperformed in the first half of the year, mega-caps
(S&P 100 index) took the lead over the summer with a quarterly performance of +9.9% versus +3.6% for the small & mid-caps segment (Russell 2000 index).
Fears of a trade “war” seem to have subsided to a certain degree with the deals signed by the U.S with two of their three biggest trading partners – Mexico in late
August and Canada as of end of September. This may be one of the reasons mega cap stocks closed the performance gap with small caps in the third quarter.

Chart: S&P 500 sectors performance in Q3 and 2018 yearto-date
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Chart: S&P 500 vs. small cap index and mega cap index in 2018
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Q3 2018 in the rearview
Story #7: Commodities prices divergence
Commodities as an asset class has been doing reasonably well since the start of the year (+5% for the CRB index) but this is mainly explained by the strength of energy
prices and Oil in particular. There is indeed some strong performance divergence within commodities.
A stronger U.S. dollar and concerns over international trade impacted the overall performance of commodities in Q3 as the Bloomberg Commodity index (which is more
evenly balanced than the CRB) was down -4.8% for the third quarter of 2018. The same index is down -3.90% year-to-date.
The best performer over the quarter was the Baltic Dry Index which posted a gain of 14.7% for the three-month period with palladium in second place with a 12.8%
gain. Palladium is benefiting from rising demand for Electric vehicles.
The most significant move to the downside came in lumber futures which fell 39.5%. This could be an early indicator of weakness happening in the U.S real estate
market. There were no other double-digit gainers over the three-month period, but there were plenty of double-digit losers in Q3 including lead, nickel, zinc, rice, ethanol,
sugar, cocoa, cotton, and lumber.
As mentioned in the introduction, Gold was down -5% in Q3 suffering from dollar strength, decreasing emerging markets demand and being useless as a safe-haven, at
least for the time being. After the 3.1% gain in Q3, Brent oil is trading at a 12-month high and is now up 29.2% year-to-date. The combined effect of higher Brent prices
and stronger dollar is becoming a major headwind for many markets, especially those who are net energy importers. Their current account is deteriorating while inflation
is on the rise, hence further weakening their currencies. Such a vicious circle is unfortunately “déjà vu” in the emerging markets and rarely end well.

The price of Brent crude in emerging-market currencies is already at its 2008 peak

| www.almalcapital.com
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Q3 2018 in the rearview
Story #8: Credit Divergence
U.S High Yield spreads continue to shrink. Key reason cited by analysts has
been the accelerating shrinkage in high-yield supply, as last month was the
slowest September for junk bond issuance since 2011, while the high yield
market as a whole has been contracting as investors have shifted their
focus to leverage loans where demand has been unprecedented.

Chart: Bloomberg/Barclays index spreads (OAS)
[Source: Strategas]

Thanks to the strong U.S economy, earnings even for the distressed sector
have been solid with no unexpected blow ups. While Fed rate hikes have
been pushing fixed income yields upward, unlike investment grade bonds,
the impact has been more nuanced on high yield as spreads have been
contracting to a larger extent.
Meanwhile, emerging markets debt spreads have been widening for the
reasons mentioned earlier. Back in August, (Hard currency) Emerging
markets debt spread became wider than U.S High yield spread – a rare
phenomenon. The spread between Hard-currency Emerging markets debt
and USD High yield debt hit a high of 50 basis points in early September
before reverting back close to parity (see chart on the right).
Overall, the performance of US High Yield and (Hard currency) Emerging
markets debt is very similar (+2.9% and +2.2% respectively). But since the
start of the year, U.S High Yield is outperforming by almost 700 basis
points. As a matter of fact, the norm is for Emerging markets to trade 100
basis points tighter than U.S High Yield. Should the situation in Emerging
Markets stabilize, there is potential for this performance divergence to
somewhat mean-revert.

| www.almalcapital.com
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Q3 2018 in the rearview
Story #9: Active Management is having a hard time
Performance divergence has been one of the key world of this quarterly
review. Such a market context is usually a fertile ground for active asset
allocators, stock pickers and bond fund managers.
But for a good number of investment professionals, that has not been the
case so far this year. Indeed, large asset allocation funds such as Blackrock
Global Asset Allocation Fund ($ 17 billion in assets under management) or
Nordea Stable Return ($12 billion) are exhibiting negative year-to-date
performance as of the end of September.

Chart: Annual S&P 500 performance versus % of Active managers
outperforming (sorted by annual S&P Performance High to Low)
[Source: Strategas]

While large fixed income funds run by Top Tier firms are seen by many
investors almost as safe havens, some emblematic names have been
struggling in 2018. For instance, Templeton Global Total Return Bond Fund
($16 billion assets under management) is down -3.2% since the start of the
year after a -5.2% decline in August – mainly due to some exposure to
Argentina. The Jupiter Absolute Return Bond Fund recorded a -4.6% in Q3
and the GAM Absolute Return Fund is exhibiting a -8.1% loss as of the end
of September. With regards to the later, the Swiss asset manager is
liquidating nine unconstrained and absolute return bond funds worth
CHF7.3bn (€6.3bn) after dealing was suspended in the wake of a manager’s
suspension.
While U.S equities has been the place to be so far in 2018, the percentage of
actively managed funds outperforming is a meagre 17.8%, one of the worst
proportion ever (see chart on the right).
The disappointing performance of active managers could very well spur
another acceleration of the flows towards passive investments (ETFs). As
already commented in previous publications, the ETF bubble also has some
shortcomings and create additional risks for financial markets.
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Q2 2018 in the rearview
Story #10: The most hated bull market at all time

While U.S equities have been hitting new record, one of the most intriguing feature of the current bull market is the persisting skepticism of investors, financial
analysts and the media. Indeed, with central banks’ stimulus, rather than strong economic growth fueling the rise from the post-crisis lows of March 2009,
investors have been reluctant to embrace this Wall Street bull. And few believe in potential supply-side effects of the tax cuts.
The current bull market is widely known as the “the most hated bull market of all time” as no one has ever wanted to believe in it.
Probably the best illustration of this investors’ skepticism is the US mutual fund flows. As shown in the table below, it appears as if persistently low yields have
prompted many investors to use bond funds (+$1.947 trillion inflows since March ‘09) as a proxy for money market mutual funds (-$1.07 trillion outflows).
International equity funds and ETFs have enjoyed large inflows (+$521 billion and +$596 billion respectively). But for U.S stocks, inflows into passive strategies
like ETFs (+$904 billion) have been more than offset by outflows from mutual funds (-$1.167 trillion outflows). “Normal” bull markets are characterized by much
larger inflows into equities – hence the labeling of this rally as “the most hated bull market ever”.

Table: Net U.S domestic investors’ flows into Mutual Funds and ETFs in $ billion (source: Strategas)

| www.almalcapital.com

21

Global
Markets

Our predictions and preferences for Q4
& beyond

Our conviction calls for Q4 and beyond
Introduction
As highlighted in the first section of this quarterly outlook, an important issue facing the global economy and markets when entering the final quarter of the year is
the widening divergence of economic and policy between the U.S and the rest of the world.
Looking forward, one key question for investors is whether these divergences will ultimately be reconciled. In other words, will the rest of the world play catch-up with
the U.S economy or on the contrary will Uncle Sam lose momentum being dragged down by slowing global growth and/or domestic issues such as rising bond yields
or fading fiscal stimulus. The outcome on these issues will obviously have very important consequences on the relative performance of the various asset classes.
Before presenting our thoughts and asset allocation recommendations, we review in the next slides some important macro and fundamental indicators.
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Our conviction calls for Q4 and beyond
Global Economic Growth (1/2)

Chart: The US manufacturing PMI is diverging from the rest of the world
(source: Datastream, J. Safra Sarasin)
Since the end of 2007, U.S real GDP has expanded a cumulative 17.1%
compared to 11.6% in Europe and 6.7% in Japan. The current expansion is
basically made of 3 phases: 1) Between 2007 and 2012 an initial phase of U.S
outperformance which was mainly explained by bigger problems in other parts
of the world (especially Europe); 2) It was then followed until the end of 2017
by a period of synchronized expansion and; 3) Most recently, a deregulation
and fiscal policy stimulus has been driving a pick-up in consumption and
investment in the U.S while the rest of the period is facing some internal but
also US exported issues (strong dollar, quantitative tightening, etc.).
In the near-term, this dichotomy is unlikely to revert. True, economic surprises
indices are starting to show some convergence between the large blocks. But
as shown on the chart below, most economic surveys continue to show some
strong divergence in terms of outlook between the U.S and the rest of the
world.
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Our conviction calls for Q4 and beyond
Global Economic Growth (2/2)
When it comes to the U.S, an anti-consensus view might actually be that we are closer to mid-cycle than late-cycle. Indeed, nine years into the expansion, a case can be
made that certain indicators – namely corporate profits and still-restrained wage growth – are more consistent with the start of a business cycle than the end of one.
Still, others – particularly the unemployment rate and business confidence – suggest that we aren’t all that early in the cycle either. What will be key in the next few
years will be the way by which monetary policy yields to other economic policy tools – like tax cuts, spending, regulatory policy, and trade. Overall, we believe investors
are currently underestimating the stimulating effects of the fiscal stimulus and regulatory easing while overestimating the potentially deleterious impact of a “trade
war.” We believe that the risk on U.S GDP growth is skewed on the upside – unless global growth ex-US slows down to a more dramatic extent.
PMIs in Europe and Japan show that the two regions should continue to grow at a moderate pace. In Europe, there are indeed some structural impediments to the
implementation of pro-growth policies. Budget restrictions by Brussels prevent highly indebted countries to pursue supply-side stimulus. Meanwhile, Germany seems
still reluctant to re-invest their excess savings. Other key risks in Europe include an instable government coalition in Germany and the come-back of the “Italexit” risk.
Growth in Europe and Japan will also be influenced by what will happen in Emerging markets and in China in particular. In Emerging markets, the surge in oil prices and
rise of the dollar are forcing some countries (e.g. India, Pakistan, etc.) to increase interest rates (see dedicated section) while their balance of payment is suffering from
capital outflows and deteriorating trade balance. Higher borrowing costs and lower availability of private credit is also undermining the profitability of the corporate
sector.
While China has been embroiled for months in a trade fight with the U.S., it is facing increasing trouble on the home front from a slowing economy. Growth in output
from China's huge manufacturing sector slumped last month to its lowest level in more than a year, according to the results of a survey of hundreds of companies
published at the start of September. Signs of further weakness are spreading. Chinese factories' export orders slumped for the fifth month in row, according to the data.
Moreover, spending on so-called fixed assets such as factory machinery and public works projects cooled to the lowest point in nearly two decades, the government
reported in August. Other data also pointed to economic challenges. Retail sales grew, but not as sharply as analysts had expected. And unemployment ticked up to
5.1% in July, from 4.8% in June, the National Bureau of Statistics said. Going forward, China economic weakness is a key risk to watch. An acceleration of the slowdown
would have some important consequences on global demand, including commodity prices. Further weakness of the yuan could also impact the global inflationary
outlook.
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Our conviction calls for Q4 and beyond
Monetary Policy
On a global basis, monetary policy has been gradually shifting from easing to tightening. As shown on the chart below, the Fed balance sheet has already been
shrinking while the SNB and BOE have both stopped to expand. The Bank of Japan balance sheet continues to expand but in Europe, we expect quantitative easing
purchases to end this year, but do not see rate hikes until the latter part of 2019.
While the bears are pointing out the move from easing monetary policies to restrictive ones as a bearish signal, we note that real rates are still negative in Europe and
Japan or close to zero in the U.S. If history is any guide, no recession started when real rates were close to zero.

Chart: Shrinking Central Banks balance sheet

A more worrying development is the fact that several emerging markets (Argentina, Turkey, India, Pakistan, Indonesia, Philippines, etc.) are now in a monetary
tightening mode as they need to defend their currency and fight against imported inflation. As mentioned earlier, this is increasing the probability of financial stress
and restrict the access to credit for corporates.
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Our conviction calls for Q4 and beyond
Geopolitical risks
Since the start of the year, Trade War has been seen by consensus as the biggest risk for the market. As mentioned in the Q3 review section, these fears seem to
have subsided to a degree with the deals signed by the U.S with two of their three biggest trading partners – Mexico in late August and Canada as of end of
September. Naturally, this leaves China as the remaining “bête noire” for the Administration’s trade negotiators. A smooth and speedy resolution of this issue seem,
at first glance, to be unlikely. But some progress could very well happen after the U.S mid-term elections.
The U.S mid-term elections are also pointed out by many as a potential turning point for the market. At this stage, the market odds are for the Senate to stay in the
hands of the Republicans and the House of Representative to move to the hands of the Democrats (see table below). A sweep win by either the Democrats or the
Republicans would thus be the real surprise and indeed create some volatility.
Based on historical data, the equity market tends to perform well just ahead and after the mid-term US elections.

Table: Election outcome scenario probabilities (as of 1st of October; source: Strategas)
Scenario

Market Odds

Democrats “Sweep” Victory

21%

Republicans “Sweep” Victory

21%

Democrats win the House/Republicans win the Senate

50%

Republicans win the House/Democrats win the Senate

8%
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Our conviction calls for Q4 and beyond
Currencies Outlook
As discussed earlier, there is a risk for economic and policy divergence between the U.S and the real of the world to persist. If US exceptionalism does become the new
baseline consensus, there is clearly further room for the dollar to adjust.
For sure, some of the dollar structural headwinds (current account deficit, budget deficit, political risk, etc.) haven’t disappeared. Meanwhile, the EU continues to run a
very large current account surplus which means that these euros first need to be recycled before we can see more euro weakness. Moreover, the soft patch witnessed
in the Eurozone in the first nine months of the year could come soon to an end and the ECB is likely to become more dovish.
Still, the dollar strength could reinforce itself if the “US exceptionalism” observed so far in 2018 become sustainable and if the global economic expansion become
undermined by one of numerous factors – e.g. a disruptive political and fiscal crisis in Italy that challenges the integrity of the euro, a global trade war breaking out,
etc.
At this stage, we thus maintain a positive stance on the dollar and remain bearish on the Pound, the euro and the yen. Some Emerging markets local currencies might
have hit some extreme undervaluation levels and are thus expected to stabilize. For instance, the depreciation of the Turkish Lira has enabled a brutal and favorable
adjustment of Turkey Trade balance and current account. This should help to stem the depreciation of the Lira – at least in the short-term.
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Our conviction calls for Q4 and beyond
Global Equities Outlook (1/2)
Most of the bearish comments with regards to equities – and the U.S market in particular – are based on two postulates: 1) Bull market advance and duration are
way too extended; 2) Equities valuation are too expensive.
When it comes to the first argument, let’s keep in mind that bull markets do not die from old age. If history is any guide, recession and bear markets are generally
caused by one of the following: 1) growing inflation to the point at which the central bank believes it must stop it; 2) a policy error of some sort or; 3) an exogenous
event. As highlighted before, we believe that the U.S economic cycle is closer to mid-cycle than late cycle and this could mean this U.S equity bull market could have
further to go.
When it comes to the second argument from the bear (valuations), there are different ways to look at this. First, valuation is a poor market timing indicators. Second,
valuations should be viewed from an absolute and relative perspective.
One of the major difference between today and previous market peaks (2000 and 2007) is that U.S earnings have been revised upward (instead of downward) as
shown on the chart below. Moreover, we tend to disagree with the assumption that U.S earnings have peaked. True, profit growth should decelerate from the 26%
year-over-year (yoy) observed in Q2. But the growth rate is expected to stay healthy at 21% yoy in Q3 and 18% in Q4.

Chart: US earnings revision (source: Strategas)
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Our conviction calls for Q4 and beyond
Global Equities Outlook (2/2)
From an absolute valuation perspective, U.S equities remain expensive with the S&P 500 trading at a forward P/E of 17x. Still, it is way below March 2000 forward
P/E (24x). Today’s bull market has been driven by earnings growth to a much larger extent than the dot-com era when the rally was largely sentiment-driven multiple
expansion.
Another way to assess the level of expensiveness of the equity market is to look at the S&P 500 equity risk premium which is U.S earnings yield (inverted P/E) less
the U.S 10-year Treasury Yield. While the equity risk premium was negative in the early 1970s and in the late 1990s, as of now, it remains positive and well above the
long-term average.
Last but not least, the overall market valuation fails to reflect the pockets of undervaluation which can be found in some sectors. We note that the “value” style is
much cheaper than the “growth” style which could open the door to some portfolio rotation in Q4. As with growth versus value, we believe international equities could
be poised for some performance reversal versus US equities. From a valuation standpoint international equities collectively are compelling. The forward P/E ratio
versus US stocks sits at an all-time low – see chart below.
International equities have experienced minimal multiple expansion during this cycle: The forward P/E on the MSCI ACWI ex US increased to 12.9 today from 11.7 in
2012. Therefore, while US stocks aren’t as extended as they were at the peak of the dot-com rally, the disparity in valuations today is a reason why some investors
see potentially greater opportunity in international equities relative to the US.

Chart: Forward P/E ratio for the S&P 500 and the MSCI World All
Country ex-US
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2018 Outlook – Global Asset Allocation
One Year time horizon (1/5)
As highlighted earlier, the economic and (monetary & fiscal) policy divergence between the U.S and the rest of the world will become increasingly
challenging for the global economic system. At several occasions since the start of the year, we have been discussing why the bifurcating growth
prospects between the U.S and the rest of the world is likely to become a self-reinforcing process as shown in the diagram below. Higher growth and
interest rates in the U.S fuel both the capital inflows from abroad and the repatriation of some U.S funds held there, thereby bolstering the dollar.
This intensify trade tensions and threaten emerging countries as their currencies weaken, aggravating inflation, increasing local interest rates, their
dollar borrowing costs and creating more financial vulnerabilities.

Chart: The self-reinforcing process of economic and monetary policy
divergence between the U.S and the rest of the world
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2018 Outlook – Global Asset Allocation
One Year time horizon (2/5)
As explained in the previous section, this divergence of growth prospects justify to some extent the performance differential between U.S assets and
the rest of the world. But the vicious circle described above is increasing the probability of spillbacks creating headwinds for the advanced economies
– including the U.S.
As mentioned by Mohamed El Erian in a recent article, the gap between U.S growth and the rest of the world growth would have to close either from
below or from the top.
A convergence from the below would mean Europe, Japan and China growth to pick-up. This would reduce pressure on emerging markets currencies
and interest rates, ease trade tensions and thus allow for a more gradual normalization of developed markets monetary policy. This scenario would
be a win-win for both the U.S and the rest of the world as the global economy would re-synchronize, similarly to what happened in 2017.
A convergence from the above would mean U.S growth declining towards the lower rates of Europe and Japan and would obviously be bad news as
it would weaken the global growth engine and potentially intensify trade tensions. While this scenario would weaken the dollar and ease rates, the
underlying benefits for emerging markets would be more than offset by lower global demand and the effects of Trade war.
We tend to disagree with the later scenario. From our point of view, the U.S economy is closer to mid-cycle than late cycle. Indeed, we believe that
consensus is currently underestimating the stimulating effects of the fiscal stimulus (e.g. increased capex) and regulatory easing while
overestimating the impact of a “trade war.” This suggests to us an increase in U.S real GDP growth rate, inflation and earnings as the year
progresses. For sure, the positive effects on risk assets prices will be partly offset by rising bond yields but as we detail below, this top-down
scenario remains a positive one for risk assets – especially U.S ones.
While some form of financial stress coming from Europe and/or Emerging markets in the coming months cannot be ruled out, we believe that the
U.S economy should continue to do reasonably well in the near-term. We also believe that a potential financial stress emanating from Europe and/or
Emerging markets could trigger some form of stimulus which could help the rest of the world to close some of the growth gap. However, if Europe,
Japan and China cannot stimulate enough growth, the global economy will become much more vulnerable and this would impact the U.S as well.
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2018 Outlook – Global Asset Allocation
One Year time horizon (3/5)
How should investors navigate this both in the short term and the longer term?
As mentioned earlier, there is indeed a large dichotomy in terms of asset prices performance and valuation between the U.S and the rest of the
world. There is us a temptation for investors to rotate their portfolios from the U.S into the rest of the world in order to play an “anti-divergence”
trade which could materialize in the coming months.
While we would agree that the divergence trade has most like gone too far and that Q4 is very often the time of the year where some “meanreversion” often takes place, we believe that it is premature to position too aggressively into non-US risk assets. Indeed, in the coming weeks, we
could even see some continuation – or even intensification – of the economic and policy divergences which have been favoring U.S assets versus the
rest of the world. We are however cognizant that the longer this divergence persists, the higher is the danger for cracks in the global financial
system to happen with some serious downside consequences even on U.S risk assets. Such a scenario would require a decrease of the risk within
portfolios, including U.S ones.
In an alternative scenario where Europe and Japan implement some pro-growth measures, investors would then be well-advised to evolve into more
globally diversified portfolios. Again, this remains a lower-probability scenario.
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2018 Outlook – Global Asset Allocation
One Year time horizon (4/5)
As shown in the asset allocation matrix below, equities and real assets remain our preferred asset classes. We expect moderate but positive returns
for equities on a one-year time horizon, as the asset class will have to digest higher bond yields as the business cycle progresses. As highlighted in
the equities preference section, we favor US small & mid-caps and Japan, recommend some selectivity in Emerging markets and remain mediumterm cautious on European equities. We are however cognizant that both European and Emerging Markets are oversold and that a bounce could
happen in Q4. But as explained earlier, it is premature to bet on a sustained period of outperformance by these regions. We note however that
MENA equities continue to benefit from some secular and cyclical tailwinds (more on this in a dedicated section).
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2018 Outlook – Global Asset Allocation
One Year time horizon (5/5)
We recommend to be underweight in Fixed Income. We are bearish on US government bonds. While yields have been picking up recently, we believe
the market is underpricing the pace of future Fed rate hikes. More broadly, the risk of more fiscal expansion, discussions about the potential for the
Fed to adopt a higher inflation target and the risks around the slowdown in global QE flows all suggest the need for a higher risk premium in
government bonds. We continue to believe that spreads (Credit, EM debt) will outperform Government bonds. That being said, we are approaching
the point in the economic cycle when credit spreads have historically started to widen and we think we are more likely than not to reach an inflection
point in 2018. Spread widening has been taking place in Emerging markets throughout 2018 and we believe that EM debt should outperform US
corporates in the near term. Last but not least, our negative view on Sovereigns include European issuers. A key point regarding sovereign bonds is
the role they can play as a portfolio diversifier. In 2018, sovereign bonds have failed to provide any protection during periods of equity markets
downside; on the contrary, the speed of bond yields rise is now becoming a threat for the stock market. However, in a scenario under which some
financial stress takes place or global growth expectations are materially revised downwards, long duration high quality sovereigns could again be
considered as useful portfolio diversifiers.
Within real assets & illiquid assets, we are constructive on real estate and commodities. We also believe that hedge funds will deliver better returns
going forward as they should take advantage of the rise in volatility and a more selective context. Private equity has become overcrowded with the
amount of “dry powder” reaching record levels.
On the currency side, we believe there is still some upside on the dollar. Emerging currencies correction has been extreme and some consolidation is
expected. The Swiss Franc can be used as a portfolio diversifier, i.e. it should do relatively well in case of market turmoil.
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2018 Outlook – Equities by region
US equities
Key Macro Indicators

Opportunities

Challenges

 Hard and economic data have been sending positive
signals for the US economy. Growth is expected to
accelerate in H2 (according to Atlanta Fed forecasts,
U.S. GDP should grow at a 4.7% annualized rate in Q3);

 Cutting taxes while interest rate are still low and
the economy clearly reaccelerating is a risky bet.
The Fed could have a tighter policy because of
the tax cut;

 We believe that the U.S economy is closer to mid-cycle
than late cycle. Indeed, we believe that consensus is
currently underestimating the stimulating effects of the
fiscal stimulus (e.g. increased capex) and regulatory
easing while overestimating the impact of a “trade war.”

 At 112 months so far, the expansion is the
second longest in US history (after the 120month expansion from 1991 to 2001) and some
think that longevity is a reason for expecting it
to end soon;

 U.S earnings have been strong and continue to be
revised upward. Moreover, we tend to disagree with the
assumption that U.S earnings have peaked. True, profit
growth should decelerate from the 26% yoy observed in
Q2. But the growth rate is expected to stay healthy at
21% yoy in Q3 and 18% in Q4.

 Flattening of the yield curve (2-10y spread is
now the lowest in a decade) is sending a more
cautionary signals than most hard and soft
economic data;

160

 Trump tariffs could trigger a Trade war with
some adverse consequences on growth;

100

2015

2016

2017

2018

Real GDP Growth (%)
CPI (Average)
Population (Millions)
Gross Debt (% GDP)
Current Account (%
GDP)

2.9
0.1
321.1
105.2

1.5
1.3
323.3
107.1

2.2
2.1
325.4
108.1

2.3
2.1
327.5
107.8

(2.4)

(2.4)

(2.4)

(2.6)

S&P 500 Performance versus MSCI World Index (Normalized Price)
S&P 500
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115

Jun-18

Aug-18

Apr-18
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Oct-17

Dec-17

Jun-17

Aug-17

Apr-17

Feb-17

Oct-16

Dec-16

Jun-16

Aug-16

Feb-16

Our Take

Apr-16

Oct-15

85

 A stronger dollar can impact exports.

Despite high valuations and the strong run, it is difficult to get too pessimistic on US equities. Indeed, earnings growth is
expected to be double-digit in 2018 and some sectors might benefit disproportionately from the this tax cut.

MSCI WORLD

145

Dec-15

 Valuations (e.g. 17x P/E) are not cheap but remain
reasonable versus history and relative to fixed income

Indicator

Key Market Metrics (2017)
Metric

P/E

P/B

DY

RoE

ND/EBIT
DA

Financials (which also benefit from deregulation), Consumer discretionary, Consumer Staples and Industrials are the
most likely beneficiaries of the tax reform. Meanwhile, US small caps are expected to outperform as they are less
impacted by the stronger dollar and tariffs; they exhibit the strongest earnings growth and are the biggest beneficiary
of the tax reforms.

Current

17.7x

3.3x

1.9%

18.9%

1.5x

10 Years Average

17.7x

2.5x

2.1%

12.8%

1.7x

Based on historical data, the equity market tends to perform well just ahead and after the mid-term US elections.

10 Years High

24.1x

3.5x

3.8%

15.3%

3.3x

10 Years Low

12.1x

1.6x

1.8%

3.1%

1.0x
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2018 Outlook – Equities by region
EU equities

Gross Debt (% GDP)
Current Account (% GDP)

The Italy risk is back and could weigh on sentiment and risk premium in the months to come.
Valuations are not expensive and there are still some individual interesting stories in Europe but the overall market is
less appealing than in other regions notably U.S, Japan and Emerging markets (selectively).
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2.3

2018
2.1

(0.0)

0.2

1.7

1.7

86.5
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2.2

2.2
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2.4

MSCI Europe

MSCI WORLD
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Our Take
We do believe that the political risk discount in Europe is here to stay. We are also uncomfortable with the development
in European banks (funding risks due to dollar shortage, exposure to periphery bonds, etc.) and when it comes to
exporters, we believe that there could be more negative news coming from Trade discussions.

2016
2.0

MSCI Europe versus MSCI World Index (Normalized Price)

Oct-16

 Trade war could have some serious impacts on
EU exporters

CPI (Average)

Dec-16

 While relative valuations in EU vs. the US looks
attractive the earnings momentum is much
weaker in EU than in the US

Real GDP Growth (%)

Jun-16

 Valuations versus US equities are at historically low
levels;

 The lagged effects of the euro’s appreciation in
2017 started to impact business sentiment and
corporate earnings growth in 2018 (EU earnings
growth has been underperforming the U.S);

2015
2.3

Aug-16

 Scaling back of ECB asset purchases will happen only
gradually and an increase of interest rates still some way
off;

 The rise to power of a populist government in
Italy and their aspiration for a more relax fiscal
stance has been widening the spread of Italy
bonds versus German Bund;

Indicator

Apr-16

 Solid economic growth in 2017 was masking
some structural problems, hence buying
policymakers time;

Feb-16

 After years of anemic growth, the Eurozone’s economic
turnaround in 2017 took many people by surprise.
Overall GDP growth for the region looks set to have
been around 2.3% and consensus forecasts decent
growth in 2018.;

Key Macro Indicators

Oct-15

Challenges

Dec-15

Opportunities

Key Market Metrics (2017)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

14.0x

1.7x

3.8%

10.4%

3.3x

10 Years Average

20.6x

1.7x

3.7%

9.8%

5.5x

10 Years High

53.9x

2.0x

6.5%

15.2%

9.5x

10 Years Low

9.0x

1.2x

3.2%

4.6%

3.2x
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2018 Outlook – Equities by region
Japan equities

2018

Real GDP Growth (%)
CPI (Average)

1.1
0.8

1.0
(0.1)

1.5
0.4

0.7
0.5

Population (Millions)

127.0

127.0

126.7

126.4

Gross Debt (% GDP)

238.1

239.3

240.3

240.0

3.1

3.8

3.6

3.8

Current Account (% GDP)

MSCI Japan versus MSCI World Index (Normalized Price)
MSCI Japan

Our Take

While Japanese equities paused in H1 2018 (Yen strength, more “hawkish” Kuroda, Trade war fears), we expect the
Japanese equities bull market to resume.
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Dec-17
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Feb-17

Apr-17

 The yen is expected to weaken

While earnings momentum has been slowing in 2018, Japan is the country with the highest earnings growth
expectations for 2019. Valuations remain attractive (14x forward P/E which less than historical average), the dividend
payout ratio is comparatively low versus the U.S but is rising. There is a greater focus on ROE among Japanese
corporations, monetary policy is improving at the margin, the yen is likely to weaken and many international investors
are still underweight this market.

MSCI WORLD

135
125
115
105
95
85
75
Oct-15

 Japan is undervalued, unloved and under-owned (which
is good from a contrarian perspective)

2017

Oct-16

 Over the past 25 years, Japanese companies have been
forced to reinvent themselves. As a result, Corporate
Japan is now extremely lean and efficient and profit
margins are soaring.

2016

Dec-16

 A risk of monetary accident can still happen as
the BoJ is buying 40% of the debt new supply
and owns 4% of the Japanese equity market
through ETFs

2015

Jun-16

 PM Abe has consolidated power in the last election,
providing a mandate for more of Abe’s “three arrows”
plan, i.e. government spending, monetary policy, and
structural reforms.

 Gross debt as a % of GDP is still very high;

Indicator

Aug-16

 Demographics continue to be a challenge in
Japan

Apr-16

 After a -0.9% decline in the 1st quarter of calendar year
2018 (see chart below), real GDP growth has bounced
back to +3.0% in Q2 of CY2018. From FY2019 through
FY2020, the economy is expected to continue on an
expanding trend, partly supported by external demand

Key Macro Indicators

Feb-16

Challenges

Dec-15

Opportunities

Key Market Metrics (2017)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

13.4x

1.3x

2.1%

7.8%

-0.6x

10 Years Average

17.9x

1.2x

2.1%

6.4%

4.1x

10 Years High

33.1x

1.5x

3.2%

10.7%

8.1x

10 Years Low

11.7x

0.9x

1.6%

-3.6%

-0.6x
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Investment Team

Asset Management Team

Charles Monchau, CFA
Managing Director,
Investment Management
Charles-Henry joined Al Mal as Managing Director - Head of Investment Management. Charles was previously SEO / Head of Asset Management at SHUAA Capital
and brings more than 20 years of experience in international multi-asset investing. Before moving to the UAE, Charles was heading the Asset Allocation Team for the
Europe & Middle East at Deutsche Bank (2014-2016). Based in Geneva, he was in charge of a team of 25 portfolio managers running around USD 10bn in
discretionary mandates. Prior to Deutsche Bank, Charles was Regional CIO for EFG Private Bank (2010-2013) and held various senior portfolio management and buyside research roles at Rothschild Bank AG in Zurich (2009-2010), Lombard Odier in Paris and Geneva (2001-2009) and BNP Paribas in Geneva and Nassau (19952001). He was also an adjunct professor in Finance at the International University of Geneva. Charles has an Executive MBA from Instituto di Empresa (Madrid &
Shanghai) and a MSc in Finance (University of Geneva). He is also a CFA, CMT, CAIA and CIIA Charterholder.
Aida Talaat
Senior Product Specialist
Aida joined Al Mal Capital in 2015 as Wealth Management Officer. Aida helps in generating new business by screening International Fund Managers to add to Al Mal
range of products. Prior to joining Al Mal Capital, Aida was a Trade Finance specialist at Invest Bank. She has also worked in Corporate Customer Service with HSBC.
Aida holds a Bachelor’s of Arts from Ain Shams University, Egypt. Aida holds an International Certificate for Wealth & Investments from the Chartered Institute for
Securities &Investments.
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Asset Management Team

Vrajesh Bhandari, CFA
Portfolio Manager| Analyst
MENA Equity
Coming with 13 years of experience in MENA Vrajesh will be leading our research efforts across the MENA markets. Vrajesh joined from A/T Capital in DIFC, where
he was responsible for researching MENA equities & help manage the investment funds & portfolios. He has a wide-ranging experience in asset management &
investment research focusing on Middle Eastern & Frontier markets. He has previously worked for GHOBASH Group, a family office in Dubai as a Sr. Investment
Analyst where he managed a team overseeing the prop book invested in various asset classes. Prior to that, he worked on the sell side in the Equity Strategy team at
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Disclaimer

None of the information and opinions contained herein is intended to form the basis for any investment or trading decision, and no specific recommendations are intended. The products and transactions described herein are not suitable for every investor. Such products and transactions are only suitable for sophisticated and
knowledgeable professional users of financial instruments, and are structured and customized to the needs and objectives of each investor. The information and opinions contained herein have been prepared for informational purposes only and do not constitute an offer to sell, or solicitation of an offer to purchase, any security,
any commodity futures contractor commodity-related product, any derivative product, or any trading strategy or service described herein.
Neither Al Mal Capital PSC nor any of its affiliates, directors, authorized managers and/or employees accepts liability for any loss arising from the use of or makes any representation as to the accuracy or completeness of the terms and conditions of products and transactions described herein. Finalized terms and conditions are
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Private and Confidential | www.almalcapital.com

43

