
Dear Client, 

Over the last year I have been honoured to serve as the Chief Investment 
Officer of Frenkel Topping Investment Management, being tasked with the 
incredibly important job of preserving your capital, outperforming inflation 
after costs and protecting you from the volatility of financial markets. 

unique for you
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The DNA of Safety First has always 
been to first preserve and protect 
your capital. We are never afraid to 
move out of markets and to transition 
to one hundred per cent cash, when 
there is a global event that could give 
rise to unpredictable volatility. Safety 
First’s incorporates a vitally important 
benchmark unconstrained approach, 
which is a crucial investment 
tool available to enable me in my 
capacity as Chief Investment Officer 
to protect your capital from the 
dangers posed by uncertain markets. 
Safety First’s purpose is to deliver 
a smooth investment experience, 
where volatility is managed in a way 
that preserves capital over the longer 
term. As Chief Investment Officer, it 
is my responsibility to navigate Safety 
First through the potential dangers 
posed by any number of geo-political 
or macro-economic events, which 
appear to be occurring ever more 
frequently. 

Safety First’s high conviction approach 
and emphasis on capital preservation 
has been used on two important 
occasions over the last year. In both 
instances, we have moved Safety First 
portfolios to one hundred per cent 
cash. The first time was in November 
2016, ahead of the U.S. Presidential 
election and the second time, was 
ahead of the snap U.K. General 
Election in June 2017. 

The U.S. Presidential election was 
one of the most hard fought in many 
years, with President Trump offering 
a more protectionist “America First” 

agenda, versus Hilary Clinton, who 
was essentially offering to maintain 
a “status quo” approach. With the 
outcome highly opaque, we saw fit to 
protect your capital by withdrawing 
from markets completely and 
neutralising unnecessary capital risk. 

It was a similar scenario with the 
U.K. General Election. We assessed 
the U.K. election result as being 
less of a foregone conclusion than 
political commentators assessed at 
the time, particularly after closely 
watching Labour’s successful 
electoral campaign. Being faced 
with a potentially non-consensus 
election result, we felt it was prudent 
to withdraw Safety First from market 
exposure and moved to cash. With 
hindsight this proved to be a prudent 
decision, with the U.K. election 
producing a hung parliament and 
Safety First avoiding the worst of the 
subsequent equity market volatility. 

Safety First’s fee structure employs a 
cost cap of 0.32%, which is pitched 
at a level that is low and offers a 
competitive cost efficient solution, 
while also delivering a managed 
volatility outcome. We also publish 
a weekly investment newsletter that 
summarises our latest thoughts on 
global macro-economics, geo-
political developments and asset 
allocation. 

Asset Allocation is never a static affair

Asset allocation is never a static affair. 
This has absolutely been the case over 
the last year, as asset correlations have 

begun to change significantly. For 
many years, investors have enjoyed the 
“goldilocks” scenario of equities and 
fixed income assets simultaneously 
appreciating in value. Returns have 
been robust, while being accompanied 
by lower volatility. However, in the 
middle part of 2016, sovereign bond 
returns began to diverge from those 
of equities for a myriad of reasons 
that required analysis and unravelling. 
Institutional investors were compelled 
to understand the newly developing 
market dynamics, before they could 
review portfolio asset allocations 
and adjust asset exposures to cope 
with the newly emerging dynamics. 
Seismic political developments over 
the year were catalysts for polarised 
currency winners and losers. Being 
on the right and wrong side of these 
trends was an important contributor 
to overall investment returns. FTIM’s 
global investment overview approach 
ensured that currency trends and 
associated country monetary policy 
were monitored closely and asset 
allocations were adjusted in response. 

Our approach to changing asset 
correlations was pro-active and 
nimble, with a view to protecting 
Safety First returns, while targeting 
volatility. Those who were slow to 
acknowledge and react to the new 
investment paradigm experienced 
difficult times. 

Asset Allocation Considerations

Asset allocation is predicated on the 
analysis and interpretation economic 
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500 indices reaching all-time highs. 
U.S. equity gains were driven by warm 
investor anticipation of the beneficial 
impact of President Trump’s proposed 
changes to the U.S. economic policy, 
including corporate tax reform, $1tn 
infrastructure investment and a focus 
on domestic job creation. The U.K. 
equity market also performed strongly, 
the FTSE 100 on the verge of reaching 
a new all-time high. At the currency 
level, sterling retreated over “Brexit” 
worries, while the U.S. dollar regained 
much of the ground it lost in January. 
Turning to Europe, political uncertainty 
prevailed. The outcome of France’s 
presidential election has become 
increasingly difficult to predict, as one 
of candidates became caught up in 
a criminal investigation. In Germany, 
support for the Social Democrats 
gathered pace, the party leapfrogging 
Chancellor Merkel’s CDU party for 
the first time since 2010, post the 
appointment of Martin Schulz, as the 
party’s leader. Safe haven assets were 
in demand, as geo-political uncertainty 
unnerved investors over the month. 
Cautious investors sought the safety 
of real assets for capital preservation, 
which was illustrated by the strong 
performance of gold and silver.

Given the opportunity for market 
hic-cups during the month, March 
passed relatively smoothly. Holland’s 
market friendly election result, the 
Federal Reserve’s dovish monetary 
statement and U.K. government’s 
Brexit trigger failed to de-rail investor 
enthusiasm. Investor confidence 
was principally underpinned by 
signs of a global earnings recovery. 
It was also noteworthy that global 
economic data continued to hold up 
well, which in turn was supportive 
of a positive backdrop for most risk 
assets. On March 29, Theresa May 
triggered Article 50 of the Treaty of 
Lisbon, this being the first step in the 
U.K. leaving the European Union and 
ultimately starting up two years of 
exit negotiations that are likely to be a 
long and difficult. Surprisingly, given 
the geo-political risk, U.K. equities, 
performed resiliently, especially 
the FTSE 100 index, due its heavy 
to exposure to mining companies, 
whose earnings have been enhanced 
by weak sterling and a commodity 
price recovery. U.K. inflation caught 

the eye again, consumer prices 
rising in February at a 2.3% annual 
rate, up from 1.9% in January. In the 
U.S., both S&P 500 and DOW indices 
retreated from highs set over the 
month. U.S. economic data continued 
to strengthen, with U.S. consumer 
confidence rising to a 16-year high. 
On the Continent, strong European 
equity performance was noteworthy, 
reflecting solid economic data and 
fading political concerns. Spain’s 
IBEX and Italy’s FTSE MIB were top 
performing indices over the month, 
closely followed by Germany’s DAX. 

Markets breathed a sigh of relief, 
in May, as the centrist candidate 
Emmanuel Macron won France’s 
presidential election, thereby 
reassuring investors of the on-going 
integrity of the EU. European business 
confidence rebounded, with German 
business sentiment moving to a 
record high, thus confirming a Euro 
area economic recovery. Early on, 
U.S. equity market struggled to make 
progress, as President Trump became 
embroiled in heated political discourse 
and his administration struggled to get 
its proposed economic reforms passed 
through Congress. However, near the 
month’s close, a slew of positive U.S. 
company earnings results pointed 
towards improving U.S. economic 
conditions. The S&P 500 index proved 
resilient, the index moving to an 
all-time high of 2400. In the U.K., 
uncertainty ahead of the U.K.’s general 
election, on 8th June, unsettled 
sterling. Investor concerns focussed 
on the fear of a potential “hung” 
parliament, after polls indicating 
that the Conservative’s lead over the 
Labour party had shrunk markedly. 
However, beneficial side effect of a 
weaker pound was underpinning FTSE 
100 and FTSE 250 index returns, the 
profits of U.K. overseas earners being 
boosted.

June proved to be a month of two 
halves, with several market indices 
reaching new highs, before being 
undermined by hawkish central 
bank news commentary in the U.S., 
Europe and U.K. The biggest news 
within the month of June was the 
U.K. general election. We identified 
the possible risks around this event 
and deemed these too great to meet 
our investment objectives. We took 

the decision to move to cash and this 
decision was underpinned by the FTSE 
100 falling by over 1%. Prime Minister 
May’s Conservative party succeeded in 
forming a pact with Northern Ireland’s 
DUP, while also getting its manifesto 
passed by Parliament. 

August was a month characterised 
by a myriad of uncertainties. Geo-
political events were particularly 
prominent, with North Korea’s regime 
undertaking multiple ballistic missile 
tests and President Trump responding 
with threats of retaliatory military 
action. Both China and Russia urged 
political dialogue and patience, 
although this did little to re-assure 
investors. Against this backdrop, 
the U.S. faced its own domestic 
challenges, the hurricane season 
bringing Hurricane Harvey, which hit 
Texas hard and disrupted the region’s 
gas and oil production facilities. The 
U.S. government also needed to deal 
with its fast approaching debt ceiling 
limit (to be resolved by 28 September 
2017) to avoid potential default. In 
Europe, Brexit negotiations also 
seemed to stall, the EU stating that 
the U.K. had not outlined its position 
clearly, with the U.K. countering that 
the EU was being intransigent. Given 
the above outlined challenges, a 
relatively defensive asset allocation 
was instituted across Safety First to 
defend year to date returns. In terms 
of returns, emerging market indices 
outperformed those of developed 
markets. Brazil, Russia, Hong Kong 
and China’s benchmark indices led 
the way, achieving higher returns than 
the U.S.’s S&P 500 and U.K.’s FTSE 
100. In the main, recovering industrial 
commodity prices underpinned 
the gains from these resource rich 
emerging nations. 

Please find a yearbook of Chief 
Investment Officer’s weekly 
newsletters enclosed that covers 
my thoughts over a tumultuous 
investment year, which I hope you 
find of interest,

Kind Regards,

Jason Granite, 
Chief Investment Officer
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trends and their potential short and 
long term impact on returns from a 
variety of asset classes. Asset allocation 
is a matter of avoiding disappointing 
assets, as well as including rewarding 
ones, to achieve a smoother 
investment experience. FTIM’s 
philosophy is always an overriding one 
of preserving client capital as far as 
possible. 

Macro-economics

The last 12 months have been 
extraordinary in terms of both political 
change and market uncertainty. 
Quantitative easing, tapering, inflation, 
interest rate cycles and central bank 
policy are just a few of the macro-
economic variables that have needed 
to be considered when implementing 
Safety First model portfolio asset 
allocation. 

Geo-politics

Elevated political change and material 
shifts in established regional trade 
relationships have further complicated 
asset allocation and portfolio 
construction decision making. A few 
of the challenges over the period 
that required navigating included 
the U.K.’s proposed exit from the EU 
(Brexit), the U.K.’s surprise general 
election, President Trump’s election 
victory, the election of France’s centre 
right business friendly Emmanuel 
Macron and North Korea’s Kim Jon 
Ung’s nuclear aspirations. Currency 
movements have now become so 
pronounced that currency exposure is 
also of paramount importance. After 
prolonged strength the U.S. dollar had 
surprised markets with unexpected 
weakness, in stark contrast to the 
euro, which has strengthened sharply. 
Sterling has fluctuated sharply as 
institutional investors conflicting 
views on the U.K.’s future tug in each 
direction. 

Risk Management

Risk management is a key building 
tenet of Safety First. FTIM’s approach 
to risk management is benchmark 
unconstrained. This approach permits 
rapid portfolio de-risking in the face 
of adverse events, whether they are 
macro-economic or geo-political in 
nature. This advanced approach to risk 
management has been used twice; 
during the U.S. presidential election & 
U.K. general election. 

It is pleasing to see that since 
inception, Safety First model portfolio 
solution has achieved its stated 
objectives of managed volatility and 
capital growth. 

Safety First Performance

	 1 Year
	 Performance*	 Volatility
	 %	 %

SFP2	 0.75	 2.90
SFP3	 1.65	 3.05
SFP4	 3.20	 3.52
SFP5	 4.00	 3.89
SFP6	 6.81	 4.94
*30/09/16 to 30/09/17 Source FE Analytics

A look back over the last 12 months

August 2016 onwards

In the summer of 2016, a key 
component of portfolio construction, 
sovereign bonds, began to show 
signs of under performance. This was 
a shock experience that investors 
had become unaccustomed to, 
given that sovereign bonds had 
appreciated in value for the previous 
32 years. However, it was clear to 
asset allocators that something was 
changing. This something was the 
re-emergence of inflation. Inflation 
is and always has been the enemy 
of sovereign bonds. Rising inflation 
typically leads to rising interest rates 
and capital erosion. 

Pro-active investment managers 
recognised the dangers signs early 
and re-adjusted capital allocations. 
An improving global economy, a 
particularly in the U.S., supported an 
increased allocation to investment 

The fourth quarter of 2016 saw market 
volatility increase around the build-up 
to the U.S. presidential election. The 
decision was taken to remove Safety 
First from the markets as we deemed 
the potential downside risk of this 
event, too great. Over this period the 
FTSE 100 fell by around 0.50%, with 
a significant increase in volatility. This 
embeds our philosophy of producing 
risk adjusted return with a focus on 
capital preservation. 

Trumps victory saw the S&P 500 
advance 3.8% before the end of 
the year, as a result his plans to cut 
taxes, boost infrastructure spending 
and reduce regulation which were 

seen as a positive for domestic 
growth. The market looked past the 
possible negative impact which the 
new government could have on 
the economy with the major equity 
markets reaching all-time highs. 
Economic data remained positive 
for the U.S. with unemployment rate 
dropping to 4.6% by November and 
GDP grew by 3.5% year-on-year, which 
was a significant pick-up from the first 
half of 2016. 

Eurozone equities performed strongly 
over the period with the benchmark 
index returning 8.1%, however the 
European Central Bank (ECB) extended 
its quantitative easing programme 
up to December 2017, on the back 
of slow GDP growth of 0.3% in this 
quarter. Despite the slow growth 
unemployment rate fell to 9.8%, which 
was the lowest since July 2009, which 
indicated that economic recovery is 
beginning to take effect. Domestically, 
Italy saw a change of Prime Minister 
with Matteo Renzi resigning after 
losing a referendum on constitutional 
change, with Paolo Gentiloni from the 
centre-left, taking over.

In the U.K. the FTSE All-share returned 
3.9% over the fourth quarter, despite 
the increased pressure of global 
inflation expectations. The new 
Chancellor of the Exchequer Philip 
Hammond officially abandoned his 
pledged to run a balanced budget and 
set out plans to borrow and spend 
more in order to support economic 
growth. The U.K. economy had 
performed better than expected with 
the fears about the negative impact 
of the U.K.’s ‘Brexit’ decision receding. 
It was a turbulent time for currency, 
with Sterling weakening considerably 
after the Prime Minister reiterated that 
a ‘hard Brexit’ would be required if 
the European Union decided to make 
leaving difficult. However Sterling 
did recovery somewhat, towards the 
end of the quarter, after the Bank of 
England upgraded the U.K. growth 
projections.

2017

Early in 2017 asset class returns across 
the spectrum were positive. The 
performance of the U.S. equity market 
was particularly noteworthy, with the 
Dow Industrial Average and S&P
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The major risks that are marked 
in the coming quarter are the U.S. 
presidential elections, OPEC’s meeting 
and a likely increase in interest rates 
from the Federal reserve.

Low interest rates remain a headwind 
for the banking sector especially in 
the European markets with Deutsche 
Bank shares at a multi-decade low.

Risk of contagion and systemic 
risks if Deutsche Bank collapses are 
significant. It’s collapse could require 
the German Government to act to 
avoid systemic risk.

Crude oil gained by 6% after OPEC 
agreed to cut the output.

Our Safety First Approach

The Safety First investment process 
demands disciplined asset allocation 
to ensure that the volatility caps in 
our portfolios are not exceeded. 
The volatility caps are clearly 
communicated to our vulnerable 
investors and act as a safeguard against 
risk, delivering peace of mind. In client 
discussions we find most investors 
are concerned, perhaps more than 
ever, about the economic and political 
backdrop to their investment portfolios.

Considering equity exposure, our 
current weightings are well below that 
of standard industry benchmarks which 
are not tasked with maintaining a risk 
cap for investors. The Safety First equity 
weightings include low volatility, low 
cost exposure to defensive U.S. equity 
and actively managed infrastructure 
funds which offer generous income 
and inflation linked returns.

In recent months our allocations have 
delivered exactly what was required 
during an uncertain period for investors 

and we are pleased to see that we 
have delivered strong performance 
well within the volatility caps imposed 
on our investment process. The level 
of volatility across the Safety First 
portfolios currently ranges between 1.55 
- 5.12, well below that of benchmark 
indices which offer standard, less active 
tactical asset allocation.

Market developments during the week

OPEC agreed to cut oil production to 
between 32.5m – 33m barrels a day 
for the first time in eight years. This 
decision has driven oil prices sharply 
higher, on Thursday, Brent crude 
climbed 6% to $48.85 per barrel. How 
the proposed reduction should be 
shared out between member countries 
will be decided in the next OPEC 
meeting in November.

On Thursday, following the Bloomberg 
report that about 10 hedge funds, 
including Millennium Partners, Capula 
Investment Management and Rokos 
Capital Management, had moved part of 
their business with Deutsche Bank over 
concerns of DOJ’s high initial claim, the 
bank’s U.S.-listed shares were down by 
6.7%; given a market cap of $15.8bn, the 
S&P 500 Index slid 0.9% and the Dow 
Jones Industrial Average declined by 
1.1%. On Friday Deutsche Bank’s share 
price opened with a drop of 9%, pushing 
the shares below €10, its lowest since 
1983. Deutsche Bank’s significance to 
the European banking model cannot 
be overstated. Its fall from grace could 
represent a Lehman movement. 

This would represent a sudden 
stop to the global economy being 
a simultaneous collapse in trade, 
investment and consumption, caused 
through the worry of counterparty 
risk and loss of trust in financial 
institutions, with credit to borrowers 
quickly drying up.

Unlike Lehman however, Deutsche has 
access to emergency funding from the 
ECB and potential intervention from 
the German Government. Further, the 
environment is different to that of 2008 
as Deutsche Bank’s troubles appear to 
be confined to single institution rather 
than a growing issue throughout the 
global financial system. This gives 
Deutsche Bank the lifeline, albeit 
unattractive to both management and 
investors, to generating capital through 
asset disposals or a potential rights issue.

Should Deutsche Bank’s trouble 
continue this could have a systemic 
effect, with some of the European banks 
remaining fragile. The issues facing 

Deutsche Bank’ deal another blow to 
the damaged reputation of the banking 
system, encouraging politicians to make 
statements that could undermine the 
trust in the financial intermediation 
process, renewing concerns over the 
growth prospects of the European 
banks. There is an expectation that 
the European financial institutions 
will become more prudent - placing 
balance sheet robustness ahead of 
extending credit to SMEs, a move which 
is not easily compensated by central 
bank and governments.

By highlighting the gaps in the 
regulatory and supervisory structure 
aimed at ensuring safety and 
soundness of the financial system, 
Deutsche Bank have re-focussed 
attention to central banks and 
regulators. This exposes these bodies 
to a threat of political interference 
at a time when there is questioning 
over the ECB’s use of negative policy 
interest rates and its balance sheet for 
large-scale asset purchases.

It is therefore beneficial to stabilize 
Deutsche Bank as the effects of doing 
so extend well beyond one institution. 
There are still sufficient tools for 
restoring stability such as intervention 
from the German Government. 
However, as time passes it becomes 
increasingly difficult for the European 
banking sector to contain and minimize 
the risk of contagion and systemic risk.

Commodities

Crude oil fell 0.7% to $47.49 a barrel 
in New York, after gaining more than 
7% over the last two days as OPEC’s 
agreement imposed an overall 
production cap.

Gold climbed by 0.4% to $1,325.45 an 
ounce during the week as investors 
spurred a sell off in equities seeking 
haven assets amid increased concern 
over Deutsche Bank.

Aluminium prices have rallied 11% this 
year, and zinc has surged 45%. However, 
China is set to increase production as 
smelters restart operations so the rallies 
may be short lived.

Bonds & Equities

During the third quarter Germany’s 
Dax is up by 7.5%, while Japan’s 
Topix has risen 7.8% in spite of the 
performance of equity markets being 
more volatile in mid- September.

For the third quarter, the forward 
12-month price earning of S&P 500 
stood at 16.8- times which is above the

30 September 2016
WEEKLY INVESTMENT UPDATE

Deutsche 
Bank raises 

Systemic 
Fears

Emerging markets

The Bloomberg Dollar Spot Index 
rose 0.1%. Most emerging-market 
currencies weakened, led by a 0.5% 
decline in Malaysia’s ringgit.

Mexico’s central bank raised borrowing 
costs for the third time this year by 50 
basis points to 4.75%. Following the 
decision, the Mexican peso traded 
down 0.5% against the U.S. dollar at 
19.4734 per dollar.

India’s rupee currency weakened 0.6%, 
the most since June 24, to 66.8550 
per dollar and bonds extended losses, 
after surgical terror strikes in Pakistan. 
BSE Sensex index was down 1.6% to 
a one-month low, after dropping 2% 
earlier. The yield on sovereign notes 
due September 2026 surged 8 basis 
points to 6.86%.

Kenya’s economy grew 6.2% in the 
second quarter as tourism rebounded 
and agriculture grew at a faster pace.

U.K. economy

Sterling gained 0.5% to 86.12 pence 
per euro as the U.K. economy grows by 
0.7% in second quarter which beats the 
estimated growth of 0.6% by the Office 
for National Statistics. However, this is 
still low compared to the first quarter, 
when the economy grew by 0.8%. 
The ONS statistics show that the U.K.’s 
services sector, which makes up four-
fifths of the U.K. economy, accelerated 
0.4% in July, while it grew 0.3% in May 
and June.

The Bank of England intends to buy 
£10bn of corporate bonds in its latest 
round of QE, aimed at boosting 
the private sector over the next 18 
months. It states that only the debt 
of companies that make material 

contribution to U.K. economic will be 
eligible. However, foreign companies’ 
debt including Apple and fast-food 
chain McDonald’s is also on the list 
of eligible debt. The retail sale of 
groceries, specialist food and drink, 
and footwear in U.K. has fallen in 
September, according to CBI survey. 
As per ONS statistics, spending in 
shops and online grew 1.9% in July, 
in spite of the Brexit referendum. The 
annual growth in retail sales volumes 
slowed from 6.2% in August to 0.5% in 
September, the lowest rate since the 
start of 2013. On the other hand, U.K. 
consumer confidence index reached 
its biggest monthly rise by 6 points 
in September as per GfK’s survey. 
The real issue for retailers is sterling’s 
weakness and how they will fare when 
their hedges run off.

According to standard & Poor’s 
forecast, the process of exiting the 
EU will lead to a decrease in U.K. 
GDP growth by 2.1% between now 
and 2018. The Eurozone will also be 
affected with reducing GDP growth by 
0.7 points over 2017-2018.

Ms Shafik, deputy governor of the BoE, 
said on Wednesday there is a need 
of a further cut in U.K. interest rates 
to maintain lower unemployment 
without generating inflation.

For now we don’t see this but we live 
in an extremely uncertain world with 
sizeable global macro events and risks 
on the horizon. All in all, I am happy 
that we continue to position our Safety 
First portfolios defensively.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 30/09/16)	 (29/04/16 to 30/09/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 2.11%	 1.55%	 1.66%	 1.41%

FTIM Safety First 3	 3.35%	 2.05%	 2.43%	 1.84%

FTIM Safety First 4	 3.43%	 3.19%	 2.20%	 1.96%

FTIM Safety First 5	 4.54%	 3.48%	 2.61%	 2.87%

FTIM Safety First 6	 7.52%	 5.12%	 5.01%	 4.89%

Date: 30 September 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

5-year average of 14.8 times, as per the 
FactSet valuations,

OPEC’s new deal has driven energy 
shares into positive territory.

The U.S. 10-year Treasury yield 
declined two basis points to 1.54%. 
Yields on sovereign debt in Australia 
and New Zealand also dropped to 
three-week lows.

European government bonds have 
weakened due to the sharp rise in oil 
prices after the OPEC deal.

Germany’s 10-year bund yield fell four 
basis points to minus 0.155% which is 
the lowest since July.

Japan’s Nikkei 225 was down by 1.46%, 
while the Topix index fell 1.52%.

Australia’s ASX 200 was down by 0.65% 
with most sectors finishing lower.

Major economies

U.S. core PCE hit 1.7% in August, up 
from 1.6% in July.

Eurozone consumer price inflation 
edged higher at 0.4% in September, 
which is the highest level in more than 
two years. The growth in prices is mainly 
due to the services sector, with inflation 
up 1.2%. But core inflation, in food and 
energy prices, remained flat at 0.8%. The 
unemployment rate in Eurozone has 
held a five-year low at 10.1%.

Commerzbank, the second-biggest 
bank in Germany is planning to cut 
9,600 jobs in a restructuring which will 
help to cut its cost base from €7bn to 
€6.5bn at the end of 2020. It expects 
to take a €700m write down as part of 
a strategic overhaul and suspended 
dividends to boost the profitability. 
Shares in the bank were down 0.5% at 
€5.97 following the above decision.

The DOJ hopes to collect multibillion 
dollar fines from Barclays, Credit Suisse 
and Deutsche Bank, before the U.S. 
presidential election. Shares of Deutsche 
Bank fell almost 7% in New York, since 
the U.S. Department of Justice demand 
for a high initial claim of $14 billion in 
fines for misselling mortgage securities. 
Later shares had steadied after agreeing 
to sell its U.K. insurance unit Abbey 
Life insurance arm for $1.2bn. We 
wonder how much more pain European 
Investments Banks can take.

Russia set a target to double the size 
of weekly bond auctions as much as 
30 billion to 40 billion rubles per week 
through the end of the year which will 
put a cap on bond prices and could lift 
longer yields.
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Sterling fell by 6.1%, its lowest since 
May 1985 over the concerns about 
U.K. leaving EU.

The U.S. Dollar rallied while Asian 
stocks fell with U.S. futures index 
after a sudden drop in Sterling.

The U.S. economy added 156k jobs, 
with a slight uptick in the jobless rate 
from 4.9% to 5% in September. The 
manufacturing index also rose to 51.5%.

Oil held above $50 a barrel, trading 
near a four-month high.

After a terrible week for Trump’s 
campaign, Clinton really failed 
to take advantage in the 2nd 
Presidential Debate.

Safety First Portfolio Positioning

Uncertainty, and consequently risk, 
continues to dominate the thoughts 
of investors during a protracted 
global economic recovery. The past 
few years since the financial crisis 
of 2008 have seen markets behave 
perversely and investors have been 
rewarded by central bank monetary 
stimulus which has failed to generate 
economic growth but has boosted 
bond and equity prices, which are 
now at historically high valuations. In 
a situation where both traditionally 
risky assets, equity, and traditionally 
safe assets, fixed interest, are arguably 
overvalued and at significant risk from 
changes to central bank policy, our 
active risk management process is well 
placed to navigate market uncertainty 
in the coming months.

When asset classes are not behaving 
as expected a flexible approach to 

portfolio construction is required and 
we are pleased to see our Safety First 
portfolios delivering exactly what we 
designed them to deliver.

The risk capping process offered via 
the Safety First portfolios continues 
to safeguard client assets, exhibiting 
steady inflation type returns with 
very low volatility, particularly when 
compared to less flexible, benchmark 
constrained solutions.

Market developments during the week

The dollar strengthened as 
expectations increased that the Federal 
Reserve is on the verge of raising U.S. 
interest rates.

The U.S. economy added 156,000 
workers to payrolls in September, 
compared with estimates of 172,000. 
The unemployment rate slightly ticked 
up from 4.9% to 5% due to a growing 
labor force, rather than job losses. The 
average hourly earnings rose to 2.6%, 
from 2.4% in August. The ISM said its 
manufacturing Index rose to 51.5% in 
September from 49.4% in August.

Analysts expect that Friday’s non-farm 
payrolls report could bolster a 25 basis 
point interest rate rise by the Federal 
Reserve later this year. For us this is 
likely to turn on the U.S. Election.

The IMF lowered its growth forecast 
for advanced economies to 1.6% this 
year considering the political risks. 
The forecast for U.K. growth this year 
was slightly raised to 1.8% but the IMF 
expected a slide to 1.1% growth in 
2017 when the full impact of Brexit is 
felt. Interestingly, the IMF expects 4.2% 
growth in emerging and developing 
economies, resulting in global growth 
remaining at 3.1%.

Trump down but not out

Trump demonstrated his resilience in 
the 2nd Presidential Debate, squarely 
beating Clinton according to many 
commentators.

This performance was just what Trump 
needed, following the worst week 
of his campaign after a leaked video 
tape of him making disparaging and 
disgusting remarks about women 
spurred an exodus among republican 
politicians, desperate to avoid down 
ballet carnage.

For now the race remains open with 
just 30 days to go and polls showing 

Clinton in the lead, but a week is a 
long time in Politics and Trump has a 
long history of come backs. We watch 
this event with more interest than 
any other at the moment because 
the global impact on asset prices 
depending on the outcome could be 
really material.

Commodities

Oil prices were marginally lower in Asia 
on Friday. Brent crude was down 0.1% 
at $52.47 a barrel. Keep an eye on the 
Russians who are mooted to be in final 
discussions with OPEC about global 
production caps.

Gold was down 0.1% on Friday at 
$1,253.74 an ounce, facing its ninth 
consecutive day of declines. Gold 
plunged 3% to its lowest level since the 
Brexit due to investor’s expectation on 
U.S. interest rate hike this year end and 
weaker demand in India and China.

Bonds & Equities

After the FTSE Asia-Pacific index lost 
0.3%, U.S. index futures suggest the 
S&P 500 would slip 2 points to 2,158.7, 
while the Pan-European Stoxx 600 fell 
0.4% in early trading.

London’s FTSE 100 was up 0.3% as 
foreign earning companies get a boost 
from the pound’s retreat. On the other 
hand, the yields on 10-year U.K. gilts 
jumped 11 basis points. The pound 
recovered to be 1.5% lower at $1.2431 
after an extraordinary momentary 
plunge in Asian trading on Friday.

Japan’s broad Topix benchmark was 
down 0.5%, while the Nikkei 225 was 
off 0.3%.

Australia’s S&P/ASX 200 was 0.3% 
weaker and Hong Kong’s Hang Seng 
lost 0.5%.

Global bond funds attracted $11.4bn 
in the past week, the second biggest 
weekly haul in the year. The prices of 
safe heaven assets are being bolstered 
due to expectations of heightened 
volatility over the coming months. 
It may be time to take profits on our 
defensive bond fund positions.

U.S. 10-year Treasuries are a fraction 
of a basis point firmer at 1.74% and up 
2bps to 0.01%.

South Korea’s 10-year sovereign debt 
fell this week, pushing the yield up 13 
basis points.
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Brexit Fears 
Dominate 

Sterling 

Major economies

European Retail Sales fell by 0.1% 
in August 2016 after the retail trade 
volume increased by 0.3% in July, 
according to estimates from Eurostat. 
Also, the Industrial producer prices 
were down by 0.2% in August, while 
prices increased by 0.3% in July 2016. 
Compared with August 2015, industrial 
producer prices decreased by 2.1%.

World debt hit $152tn, a record-
breaking level of debt, which is more 
than two times the size of the global 
economy, according to the IMF. Think 
about that and the extraordinary 
systemic risks that represents.

These figures highlight apparent 
contradiction between ultra-low 
interest rates to encourage borrowing 
and stimulate the sluggish economies, 
and the risks associated with excessive 
debt levels.

The global initial public offerings 
value has fallen by a third this year, 
amid the difficulties faced during a 
period of market volatility and political 
uncertainty. The total value of new 
listings has hit its lowest level since 
2009.

In the U.K. alone the value of stock 
sold via new listings has fallen by 
60% as companies shied away from 
entering the market before the EU 
referendum. This downward trend is 
also evident in the rest of Europe and 
the U.S. where value has fallen by 45% 
in both regions.

Saudi Aramco, the world’s largest 
oil producer prepares to publish its 
accounts ahead of a planned initial 
public offering in 2018. The company 
has never issued financial statements 
before. It is also planning to publish 
backdated accounts for 2015 and 2016 
financial years. The planned listing of 
5% could be valued at more than $2tn, 
which means it could become the 
largest listed company in the world. 
Apple, currently being No.1, has a 
market capitalization of just $600bn

Emerging markets

South Korea’s won and the Malaysian 
ringgit hit two-week lows amid 
speculation that a key U.S. payrolls 
report may encourage further interest 
rates hike this year.

The RBI has cut its key interest rate 
from 6.5% to 6.25% with advantage of 
lower inflation. This was the first cut 

since April. Industry groups expressed 
hope that the interest rate cut would 
strengthen stagnant investment.

U.K. economy

The British pound was dramatically 
down by 6.1% to $1.1841 in two 
minutes after the currency markets 
opened in Asia on Friday amidst 
concerns about a Hard Brexit. It was 
a 31 year low versus the U.S. dollar 
and its biggest slide since the EU 
Referendum, when it fell as much as 
11.1% in intraday trading.

Speculation that a ‘fat finger’ error or 
automated selling through algorithm 
driven trading platforms may have 
been responsible for the sudden 
plunge was balanced by others who 
pointed to a Financial Times article 
citing that the French president urged 
the EU to lead tough negotiations 
with the U.K. to avoid contagion and 
protect the fundamental principles of 
the single market.

Whatever the reason, Sterling had 
fallen by 4.6% by the close of trading 
on Friday. Theresa May, the U.K. prime 
minister indicated that the formal 
proceedings for the U.K. leaving the EU 
will start no later than next March and 
comments that she wanted a deal that 
gave British companies the full benefit 
of the single market, which eliminates 
all tariff and most non-tariff barriers as 
well as customs controls, indicated a 
much softer Brexit than these currency 
shocks indicate. On the other hand she 
insisted that after Brexit Britain would 

become a fully independent, sovereign 
country and she also told that her 
hard Brexit strategy will not involve 
economic “trade-off” with Brussels to 
allow the free movement of people 
from Europe to continue.

A “Hard Brexit” could make the U.K.’s 
exports subject to both tariffs and non-
tariff barriers. Since the EU accounts 
for 44% of Britain’s exports that is very 
significant.

Despite these concerns, a two-year 
high in September’s purchasing 
managers’ index for manufacturing, 
with services and construction PMIs 
both exceeding expectations, boosted 
chances that the U.K. economy has 
avoided a post-Brexit recession in the 
third quarter.

Britain’s productivity rose to a pre-
crisis high in Q2 2016 by 0.6%, up from 
0.5% in Q1, as per ONS. This has been 
the fastest growth rate in a year since 
the record high hourly output seen in 
Q4 2007.

“The weaker pound is supporting 
U.K. exports and is actually not a bad 
thing for the economy, especially 
when inflation pressure is muted,” says 
Tsutomu Soma, general manager of 
the fixed-income department at SBI 
Securities Co. in Tokyo.

We will see.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 10/10/16)	 (29/04/16 to 10/10/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.89%	 1.55%	 1.43%	 1.43%

FTIM Safety First 3	 3.12%	 2.04%	 2.20%	 1.85%

FTIM Safety First 4	 3.44%	 3.15%	 2.21%	 1.92%

FTIM Safety First 5	 4.70%	 3.44%	 2.44%	 2.80%

FTIM Safety First 6	 8.53%	 5.08%	 5.99%	 4.82%

Date: 10 October 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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Signs of 
Inflation 

8 9

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 14/10/16)	 (29/04/16 to 14/10/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.77%	 1.55%	 1.32%	 1.43%

FTIM Safety First 3	 3.02%	 2.03%	 2.09%	 1.84%

FTIM Safety First 4	 3.48%	 3.11%	 2.24%	 1.88%

FTIM Safety First 5	 4.70%	 3.39%	 2.77%	 2.74%

FTIM Safety First 6	 8.56%	 5.01%	 6.02%	 4.71%

Date: 14 October 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

KEY MESSAGES:

U.S. stocks rose and U.S. dollar, 
Treasury yields slip after inflation 
data.

U.S. retail sales rose in September by 
most in three months amid a surge in 
motor vehicle purchases.

The U.K.’s largest supermarket, 
Tesco pulled Unilever brands amid 
concerns of weakening currency.

IEA reports a rise in OPEC’s 
production in September despite the 
cartel discussing output curbs.

China’s latest trade data show 
a greater than expected drop in 
exports and imports.

Our Safety First approach

The primary concern of our 
investment process is the maintenance 
of the volatility caps placed on each 
of our Safety First portfolios. The 
volatility caps provide our clients with 
clarity around risk management and 
a consistent element of protection 
from market volatility, ensuring 
their portfolios are not exposed 
to unnecessary risk. Our aim is to 
preserve capital and therefore security.

The current global political, economic 
and market outlook demands the 
defensive positioning of our Safety 
First portfolios. We allocate to cash and 
secure fixed income assets to manage 
risks presented by an array of global 
events causing heightened uncertainty 
to manifest in sudden and sharp 
increases in volatility.

Our research partners Market Stress 
Indicator currently demonstrates stress 
in multi-asset correlation, meaning 
investor uncertainty is reflected in hard 
data. At a time when asset prices hover 
at potentially unsustainable levels and 

increased asset correlation questions 
the benefit of traditional diversification 
we think and act differently to protect 
our client’s portfolios.

The performance of the Safety First 
portfolios assures us that we are 
delivering on our aim.

Market developments during the week

U.S. Treasury yields dipped 1.2 basis 
points to 0.8% and the dollar was 
down 0.2% after the inflation report 
was released. U.S. consumer price 
inflation slipped to a year-on- year 
pace of 2.2% in September, as per the 
U.S. Labor Department.

U.S. stocks rose on Tuesday, buoyed by 
solid earnings reports for companies 
including Johnson & Johnson, 
Goldman Sachs and Netflix.

Global equities slipped by a firmer U.S. 
dollar and rising long-term interest 
rates for the week ended October 14. 
The main risk to international stocks 
continues to be sluggish growth 
coupled with the premature removal 
of accommodative policy by central 
banks in Europe and Japan. U.S. equity 
sentiment was dragged down by 
negative earnings updates, a weak 
trade report from China and rising U.S. 
political uncertainty.

Retail Sales in the U.S. rose 0.6% in 
September, after sales slipped 0.2% in 
August. U.S. producer prices rose 0.3% 
in September.

Commodities

Brent fell below $51 a barrel after a U.S. 
stockpile report showed U.S. crude 
inventories rose for the first time in six 
weeks.

Crude oil prices fell after the 
International Energy Agency reported 
an increase in OPEC’s production 
to a record high of 33.64m b/d in 
September, despite OPEC’s agreement 
to pursue output curbs to bolster 
crude prices. However, oil jumped to 
its highest level in a year after Russia 
signalled support on output curbs.

Copper prices fell amid concerns over 
the weakening demand for metals after 
China’s latest trade data was released. 
Imports of refined copper into China 
fell by 2.9% in September.

Bonds & Equities

The total amount invested in ETFs rose 
to $3.4tn at the end of September, 
up from $3tn at the end of last year, 
of which investments in bond ETFs 
increased by more than $100bn in 
2016 which represents a 24% rise on 
2015 figures.

Britain’s 10-year gilt yield traded at 
1.143% on Friday, its highest level since 
the Brexit vote.

European bond funds were hit with the 
largest redemption since 2015 suffering 
$2.2bn of outflows following the 
Brexit vote. European stocks recorded 
$1.1bn of withdrawals in the week to 
October 12, the 36th consecutive week 
of outflows, according to fund flows 
tracked by EPFR.

Germany’s 30-year debt climbed on 
Monday to 0.703%, the highest level 
since the Brexit vote.

The Dow Jones Industrial Average 
fell below the 18,000 mark and hit 
its lowest level since July, and the 
S&P 500 also dipped more than 1%, 
following weak trade data from China. 
However, a recovery in oil prices 
and energy stocks brought the Dow 
back above 18,000. The 10-year U.S. 
Treasury yield fell by 3 basis points to 
1.738% while the 10-year Bund yield 
dipped 2.9 basis points to 0.035%.

After the inflation data released on 
October 18, the S&P 500 is up 0.6% at 
2136.25, the Nasdaq 100 up 0.77% to 
start at 4840.50 and the Dow Jones 
Industrial Average rose 0.5% to 18105 
at the start of trading.

Investment in high yield bonds

The Credit Suisse High-Yield Bond and 
Leveraged Loan indices posted gains 
of 5.7% and 3.0% in the third quarter, 
bringing year-to-date returns to 15.5% 
and 7.5%, respectively. Troubles in 
the banking sector, coupled with 
political uncertainties including the 
U.S. presidential election, the Italian 
constitutional referendum, and key 
European elections may weigh on risk 
assets for the rest of the year.

High-yield bond prices are averaging 
94.9% of par, the highest since July 2014, 
with BB-rated and B-rated bonds trading 
at 106 and 102% of par, respectively. As 
the lower beta credit play, the bank loan 
market currently offers better value than 
high-yield bonds.

Risk assets diminished in early 
September at the first indication that 
the European Central Bank (ECB) 
might be reluctant to provide extra 
liquidity. The ECB’s decision on Sept. 
8 to leave the bond-buying program 
and rates unchanged was followed 
by a 2.8% and 3.8% sell off in the S&P 
500 and the Dow Jones Euro STOXX 
50, respectively, between Sept. 8 -14. 
European and U.S. high yield corporate 
bond spreads widened by 26 basis 
points and 34 basis points, respectively.

successful country in attracting FDI. 
India overtook China to top the table 
by attracting $36.2bn. China follows 
with $30bn, with Indonesia in third and 
the U.S. trailing in fourth.

Indian wholesale prices rose by an 
annualized 3.57% in September, down 
from 3.74% in August. However, rising 
global oil prices pushed fuel and 
power costs up 5.58% in September, 
compared to a rise of 1.62% in August.

The Thai baht rallied 0.5% to 35.222 
per dollar and the stock market 
rose 4% following the news that the 
country’s longreigning monarch King 
Bhumibol Adulyadej had died.

U.K. economy

The pound hit its lowest level on record 
on Wednesday, according to a Bank of 
England trade-weighted index, as markets 
priced in the prospects of a hard Brexit.

Britain is facing a divorce bill from the 
EU for €20bn on Brexit, according to 
FT analysis.

Tesco pulled Unilever products such as 
Marmite and Ben & Jerry’s ice cream 
from its website after refusing to 
accept a 10% price increase demanded 
by Unilever amid the slump in sterling. 
This sets an example of how leaving 
the EU could hurt consumers.

Hard Brexit with no new trade deals in 
place would put 26,570 companies into 
insolvency by the end of 2019, while 
under the soft Brexit 25,170 businesses 
will fail according to Euler Hermes U.K.

Construction output unexpectedly fell 
in August with infrastructure dropping 
5.1%. New construction work fell by 1.4% 
in August and repairs and maintenance 
dropped 1.5%. Besides infrastructure, the 
weakest areas were public housing and 
private industrial work.

U.K. government bonds were under 
pressure this week amid concerns 
inflation could rise due to the pound’s 
weakness and fears of a hard Brexit. 
However, the boost to overseas 
revenues from the fall in sterling has 
recently helped U.K. equities to reach 
near record levels.

With energy prices no longer 
falling, rising prices of food and 
other imported goods are causing 
inflationary pressures to build.

Political risks

Axel Weber, chairman of UBS says, 
‘the banking system looks healthier, 
but the markets do not. It is evident 
in government bond markets, where 
the central banks of Japan, U.S. and 
Eurozone currently hold a third, a fifth 
and a tenth of the outstanding local 
government bonds. Investors will be 
wiped out by wild price swings from 
an unexpected political shock, such as 
central bank policy swings, trade bans, 
election results or Brexit.’

On Monday, Goldman Sachs, the New 
York investment bank, increased the 
odds on a 2016 rate increase to 65% 
to 75%. The probability of a victory 
by Mr. Trump, who is known for his 
controversial trade and immigration 
policies, has fallen to 10 - 20%, from 
30 - 35%, over the past two weeks. 
Market participants seem to view a 
Trump victory as a potential trigger 
for a significant tightening in financial 
conditions, which could result in 
another delay.

Jason Granite, 
Chief Investment Officer

Risk assets rallied after the Fed held 
target rates unchanged at 0.25 - 0.5% 
in its September meeting. However, 
the minutes of the FOMC’s September 
meeting state that the decision was a 
close call, which indicates that there 
could be a hike in interest rates in their 
next meeting before the election.

There are several potential threats to 
market stability. A win by Donald Trump 
in the upcoming U.S. presidential 
election would contradict current 
polling data and likely cause an initial 
market sell off, and lead to a spike in 
the CBOE Volatility Index (VIX) that 
typically coincides with high-yield 
bond losses.

Major economies

The three biggest gainers against the 
dollar - the Brazilian real, the Russian 
ruble and the South African rand, 
and the four biggest losses against 
the dollar - the British pound, the 
Argentine peso, the Mexican peso and 
the Turkish lira have been influenced 
by political shifts around the world

Eurozone investor confidence rose 
to 8.5 in October from 5.6 last month 
driven by robust performance in 
Germany, according to Sentix.

Eurozone industrial production 
grew by 1.6% in August from July. 
Durable consumer goods were the 
best performing sub sector, rising 
4.3% in August, with capital goods up 
3.5% and energy output up 3.3%. The 
Netherlands was the best performer 
with 4.4% growth, followed by 
Germany (3.1%) and France (2%).

European new car sales saw a decline 
in growth in September. Sales were 
dragged down by the U.K., as the sales 
rose 1.6% in the month compared to 
the 8.6% growth a year earlier.

Japan’s producer price index shrank 
3.2% year-on-year in September, 
compared to a 3.6% drop in August.

Emerging markets

Trade data shows Chinese exports 
were down 10% and imports down 
1.9% from a year earlier. In terms of 
local currency, Chinese exports faced 
their first drop since February to an 
annualized 5.6% on concerns over 
demand growth in the fourth quarter. 
Imports grew only 2.2%, down from 
10.8% growth in August.

Emerging markets surpassed the U.S. 
and U.K. as recipients of greenfield 
foreign direct investment (FDI) for 
January-July 2016. A league table 
including eight emerging markets 
shows India is now the most 
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Mistrust the 
Present...

KEY MESSAGES:

Dollar index has reached the highest 
level since March as strong data 
further boosted the expectation of 
Fed rate hike this year.

ECB holds interest rates and asset 
purchase scheme unchanged.

The Philadelphia Housing Sector 
Index is down by 1.4%.

U.K. retail sales remained unchanged 
in September.

China’s gross domestic product 
grew at an annual rate of 6.7% in Q3. 
U.K. wants to trade ‘freely’ with EU 
even after Brexit, says Theresa May 
in a meeting of European leaders in 
Brussels.

Our Safety First Approach 

We must respect the past, and mistrust 
the present, if we wish to provide 
for the safety of the future.” Joseph 
Joubert, 1754 – 1824.

We named our investment portfolios 
Safety First to highlight our 
commitment to providing strong 
and active protection from risk when 
investing on behalf of our clients. 
Understanding the journey investors 
have undertaken, especially in 
the years since the financial crisis, 
provides context to discussion 
around investment risk and loss. More 
recently, the much debated Brexit vote 
provoked widespread fear of sharp 
loss in investment valuations, however, 
investors have been surprised by the 
opposite effect. Equity valuations now 

touch historic highs, caused by the 
dramatic fall in sterling and the Bank of 
England’s aggressive policy approach 
to avoiding another recession in the 
U.K.; obvious reason to mistrust the 
present when assessing prospects 
for volatility and loss, now and in 
the future.

Our Safety First approach is kept 
simple, so that clients have a firm 
grip on expectations for growth and 
volatility, safe in the knowledge that 
we actively allocate to safe assets, 
including cash, to protect their 
portfolios from risk and loss. We set 
volatility caps for each portfolio to act 
as a maximum, worst case scenario, 
measure of risk. Currently invested 
very defensively, exhibiting volatility 
well below the caps in place, and that 
of industry benchmarks, the Safety 
First portfolios deliver consistent, 
inflation plus, low volatility returns. 
In addition, our capped fee structure 
provides clarity around cost and 
ensures maximum value is retained 
for clients.

Market developments during the week

The ECB announced its decision to 
leave interest rates unchanged at a 
record low of 0%. The deposit rate 
was maintained at -0.40%, and the 
marginal lending facility rate at 0.25%. 
The three rates were previously 
lowered in March. The ECB has six 
weeks left to revamp its QE package 
after Mario Draghi confirmed it would 
decide in December whether to 
proceed with the landmark €80bn a 
month asset purchase programme 
past the spring.

Boosted by euro weakness, the dollar 
index is up 0.1% on Friday at 98.41, its 
highest level since March, as traders 
continue to price in a Federal Reserve 
interest rate rise in December. Federal 
Reserve policy maker Bill Dudley says 
that he expected to raise rates this year 
if the economy stayed on its current 
trajectory.

Commodities

U.S. crude was below $51 a barrel after 
Russia’s largest oil company said the 
nation could boost production and 
Nigeria lowered prices for its crude.

Gold was headed for its first weekly 
gain as investors continue to boost 
holdings in exchange-traded funds 
backed by the metal. Assets in such 
funds increased on each of the last 
seven days to the highest level since 
June 2013.

Aluminium climbed for the first time 
in six days in London, trimming this 
week’s loss to 3.4%, still the steepest 
drop in three months. Smelters in 
China, the world’s biggest producer, 
boosted output last month to the 
highest in more than a year, according 
to data released on Wednesday.

Bonds & Equities

Yields on developed market sovereign 
bonds have been rising in recent 
months, reducing the attraction of 
higher-yielding emerging market debt.

Benchmark U.S. Treasury yields 
touched a four-month high of 1.81% 
this week as higher oil prices spurred 
speculation inflation will gather peace.

German 10-year bund yields, which 
have been suppressed by ECB buying, 
are steady at 0.01%.

Local currency emerging market 
bonds saw withdrawals climb to 
$727m this week, the highest since the 
turmoil at the beginning of the year, 
while U.K. stock funds suffered large 
withdrawals on anxiety over a hard 
Brexit.

China’s sovereign bonds rallied this 
week, with the 10-year yield down 
two basis points to a record low of 
2.64%, as property market curbs and 
a weakening yuan spurred concern 
about capital outflows.

The European equity markets are 
mixed, as investors foresee the 
chances of the ECB extending its asset 
purchase programme.

Currencies

The euro dropped 0.2% to $1.0902, 
hitting a seven-month low versus 
the dollar, in the wake of ECB rate 
announcement on Thursday. The 
euro popped up above $1.10 after 
Mr. Draghi initially said the central 
bank’s governing council had not yet 
discussed extending its asset purchase 
programme beyond March, but

subsequently erased the gains as he 
reaffirmed the benefits of low rates 
and made clear there will be no 
sudden stop to QE.

The Australian dollar is weaker against 
the U.S. dollar on Friday following 
disappointing local employment data.

South Korea’s won was the worst 
performer among major currencies, 
sliding 0.8%.

China’s yuan slid 0.2% to 6.7605 per 
dollar in Shanghai, weakening beyond 
the forecast level of 6.75 by year-end, 
after China’s central bank lowered its 
daily reference rate by the most since 
August.

Major economies

The S&P financials sector has risen 
1.4% in October after several large 
U.S. banks revealed a rebound in their 
businesses.

The Eurozone current account 
surplus grew to €29.7bn in August 
from €27.7bn in July. August’s surplus 
was comprised of a €30.9bn surplus 
in goods, €4.8bn in services and its 
primary income surplus hit €6.6bn.

Germany’s month on month Producer 
Price Index fell to -0.2% in September 
from the -0.1% in August, the weakest 
level since February.

Deutsche Bank shares have risen 
above pre-DoJ issue level, up 14% 
this month, helped by cost-cutting 
measures and signs that the company 
will be able to agree a much lower 
settlement with the DoJ.

Both rates and the dollar will rise by 
the year-end as the Federal Reserve 
debates lifting interest rates against 
easing by the European Central Bank 
and Bank of Japan.

Emerging markets

EM investors typically prefer shorter-
dated bonds which reduce the risk of 
unforeseen circumstances damaging 
their chances of being repaid.

This year saw the three largest sales 
of emerging market sovereign debt 
within a span of few months. Saudi 
Arabia’s $17.5bn debut sovereign bond 
sale, Argentina’s $16.5bn sale in April 
and Qatar’s $9bn bond sold in May.

Asian stock markets were mostly lower 
on Friday, with the negative lead from 
Wall Street and the fall in crude oil 
prices dampening investor sentiment.

Stock markets saw mildly positive 
moves on Wednesday and industrial 
commodity prices were mixed as 
investors gave a cautious response 
to signs of stability in the Chinese 
economy. China’s gross domestic 
product grew at an annual rate of 6.7% 
in Q3.

It was the third quarter in a row that the 
economy grew at that pace.

Overall prices for new residential 
buildings in China rose 4.3% in 
September year on year, according to a 
weighted average from Reuters based 
on data from the National Bureau of 
Statistics.

Indian stocks dropped, with the 
benchmark gauge paring a weekly 
gain, as foreign investors sold $44 
million of local shares on Oct. 19, 
paring this year’s inflows to $7.4 billion. 
India’s rupee headed for a third weekly 
decline, the longest stretch of losses 
since May, amid signs demand for the 
nation’s assets is waning.

U.K. economy

U.K. public finances showed a much 
bigger than - expected deficit in 
September.

Data from ONS showed U.K. retail sales 
remained unchanged in September, 
suggesting consumer spending 
growth may be cooling slightly after 
an initial bump in the wake of Brexit. 
The Office for National Statistics said 
increases in sales at department stores 
and household goods retailers were 
offset by falling sales at supermarkets 
and clothing outlets.

Retail volumes were 4.1% higher 
in September than a year earlier, 
indicating shoppers have taken the 
opportunity of low inflation and 
income growth to increase spending. 
Retailers are under pressure to keep 
costs low for domestic shoppers’ 
despite rising import costs.

Political risks

Polls show just 24% Republicans 
want Trump to be the face of the 

party nationally if Clinton wins. 27% 
picked vice presidential nominee Mike 
Pence. During the final debate before 
elections, Trump refused to say that he 
would accept the result if he loses.

Sterling is down 0.1% to $1.2242, 
hovering just above recent 31-year 
lows over concerns of the impact of 
a “hard Brexit” on the U.K. economy. 
It’s unclear to what extent the sterling 
trading is influenced by the political 
risks, as it has not seen the kind of 
sharp sell off that resulted from the 
initial “hard Brexit”. However, market 
participants have found a substantial 
amount of political risk, albeit only 
price action over the coming weeks 
can show if this is true or not.

Donald Tusk says the remaining 27 
members of the EU will continue to 
meet without the U.K., despite the 
protests of the British prime minister 
Theresa May who said, “The U.K. is 
leaving the EU but we will continue to 
play a full role until we leave and we’ll 
be a strong and dependable partner 
after we’ve left.”

German Chancellor Angela Merkel 
refused to grant the U.K. any favors in 
advance of the official negotiations. 
French president François Hollande 
expressed, ‘if Mrs. May wants a hard 
Brexit she will get a hard negotiation.’

Scottish First Minister Nicola Sturgeon 
published a draft bill for a second 
independence referendum on 
Thursday to make sure Scotland’s 
voice is heard in Brexit talks.

Risk-On Risk-Off

Since the financial crisis in 2008 there 
has been a growing trend of investors, 
to buy risk (risk-on) during inflation 
in the economy and sell risk (risk-off) 
during deflation. In the conventional 
investment perspective, risk-on assets 
are on a see-saw with risk-off assets. 
However recently, markets are no 
longer following this convention. 
Safehaven assets such as precious 
metals and Treasuries are soaring while 
stock markets bounced strongly off 
the post-Brexit lows. Risk-on assets 
(stocks) are rising at the same time as 
safe-haven assets. Lowering interest 
rates and pumping more money into 
the financial system is no longer



sparking risk-on investment, rather 
pushing these monetary policies 
to new extremes is now perversely 
generating negative consequences. 
Rather than pushing growth higher, 
the policies are causing stagnation in 
the real economy that lasts a few days 
or weeks.

High-profile investors say a sudden fall 
in debt prices could trigger a vicious 
cycle. The fear is that if debt prices 
suddenly decline, investors will rapidly 
sell the ETFs that track the underlying 
bonds, triggering a vicious cycle that 
further hits the bonds and sparks 
broader market volatility.

The U.S. regulator has already moved 
to rein in so-called leveraged ETFs, 
vehicles that use derivatives to 
increase returns, and singled out 
ETFs in general for “enhanced 
attention” in the wake of last August’s 
stock market slide.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 14/10/16)	 (29/04/16 to 14/10/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.74%	 1.53%	 1.28%	 1.40%

FTIM Safety First 3	 2.99%	 2.01%	 2.07%	 1.80%

FTIM Safety First 4	 3.37%	 3.08%	 2.13%	 1.86%

FTIM Safety First 5	 4.60%	 3.36%	 2.67%	 2.69%

FTIM Safety First 6	 8.37%	 4.97%	 5.84%	 4.64%

Date: 14 October 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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Global 
bond sell off 

deepens...

KEY MESSAGES:

$ on the rise, positive data from 
around the world, specifically better 
than expected GDP figures from the 
U.S. and U.K.

Markets experiencing a global 
sovereign bond sell off as 
investors see central banks restrict 
dependence on monetary stimulus.

Oil continues to fluctuate with every 
bit of information relating to output 
curbs by OPEC, closing below $50 a 
barrel level.

£ declines despite positive third 
quarter GDP figures. Increasing 
inflation and consequences of “hard 
Brexit” are weighing over positive 
economic data.

Our Safety First approach

Frenkel Topping Group has over 
25 years’ experience in providing 
investment advice and security 
to clients with often very specific 
investment objectives. The investment 
process controlling our Safety First 
portfolios is specifically designed to 
offer an investment solution most 
suitable to risk averse clients who 
need to achieve a consistent, risk 
controlled return from their portfolios. 
The Safety First portfolios offer a 
simple proposition; low volatility, low 
cost investment with a commitment 
to capital preservation, and to achieve 
this we place a cap on both volatility 
and fees for our clients.

Our commitment to capital 
preservation and capping volatility 

governs the active tactical asset 

allocation in the Safety First portfolios, 

which have no mandate to maintain 

the allocations of any standard 

industry benchmark. The portfolios 

are currently very defensively 

positioned with high allocations to 

cash, protecting client funds from the 

volatility and uncertainty surrounding 

investment markets due to a seemingly 

endless array of risk factors including 

the U.S. Presidential election, Brexit 

negotiations, Italian banking crisis 

and questionable data coming out 

of China around excessive corporate 

debt. Our long experience has shown 

us that during uncertain times clients 

place the highest value on the activity 

of the investment manager around 

protecting their portfolios from loss, 

and they do not understand why 

high, benchmark like allocations to 

equity and other risk assets would be 

maintained.

Our current research tells us we must 

allocate away from risk assets to 

maintain the volatility caps on client 

portfolios, however, our strong stance 

on risk control has not cost clients in 

terms of performance as shown at the 

foot of this note. We are pleased to see 

very steady returns with volatility well 

below that of less active, benchmark 

constrained portfolios. Should 

uncertainty and volatility subside we 

will gently allocate back to risk assets, 

cautiously seeking to enhance returns 

without breaching the stringent 

volatility caps agreed with our clients.

Market developments during the week

U.S. economic outperformance and 

diverging monetary policy continue 

to pressure the dollar higher. The 

probability of a Fed rate hike by the 

year end climbed to 75% and it will 

likely use next week’s statement to 

communicate its intentions to make a 

move in December.

U.S. GDP grew 2.9% in the third 

quarter, the biggest in two years, 

and followed a 1.4% gain the prior 

quarter. GDP was also boosted by 

a positive contribution from non-

residential investment, inventories 

and international trade, all of which 

weighed on growth over prior 

quarters. Disposable income adjusted 

for inflation climbed at a 2.2% annual 

rate. Consumer spending remained 

resilient, but the fact that it followed 

an unsustainably strong 4.3% growth 

in the second quarter, makes it easier 

to digest. Business fixed investment 

increased at a 1.2% annualized pace.

Following declines in the prior month, 

sales of new single-family homes and 

the index of pending home sales both 

surprised to the upside in September. 

A limited inventory of houses on the 

market has also kept pressure on 

existing home prices.

The week started with big M&A deals. 

AT&T Inc. has agreed to acquire Time 

Warner Inc., for $85.4 bn. The deal 

would allow AT&T to produce media 

content to distribute to its pay-TV 

and mobile customers. Republican 

presidential nominee Donald Trump 

said he would block the tie-up if 

he is elected as it would cause 

concentration of power with media 

companies. Also, TD Ameritrade 

Holding Corp. are to buy Scottrade 

Financial Services Inc. for $4 bn in a 

transaction that would combine two 

of the largest online brokers.

Commodities

Oil prices continue to remain sensitive 

to OPEC announcements. After OPEC 

agreed its first output cuts in eight 

years, the accord helped push prices to 

a 15-month high, above $50 a barrel. 

Amid increased concerns over whether 

OPEC will be able to implement the 

output cut, the week ended with 

reports that Saudi Arabia and its Gulf 

nation allies are willing to cut 4% from 

their peak output helping to keep oil 

steady. Output curb allocation among 

member countries is expected at the 

next OPEC meeting coming Friday 

in Vienna. Further, talks will be held 

on Saturday with producers outside 

the group, including Russia. While 

help from Russia is critical to ending 

the glut, it has not been firm on any 

stand. It recently refused again to 

commit to joining the plan. Meanwhile, 

Iraq continues to claim it should be 

exempted from cutting production 

because it’s embroiled in a war with 

Islamic militants.
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Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 28/10/16)	 (29/04/16 to 28/10/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.59%	 1.53%	 1.14%	 1.40%

FTIM Safety First 3	 2.84%	 2.00%	 1.92%	 1.79%

FTIM Safety First 4	 3.33%	 3.04%	 2.10%	 1.83%

FTIM Safety First 5	 4.57%	 3.32%	 2.64%	 2.64%

FTIM Safety First 6	 8.37%	 4.91%	 5.84%	 4.56%

Date: 28 October 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

Gold traded in a narrow range this 
week closing at $1,267 per ounce.

Iron ore rallied for a seventh day, 
jumping more than 10% this week, 
climbing with coal prices amid rising 
steel output in China. 

Bonds & Equities

A global bonds sell off deepened with 
10- year U.S. yields rising to the highest 
level since May. Euro-area bonds were 
also caught up in the sell off despite 
bets the ECB will extend its asset-
purchase program this year. The yield 
on German 10-year bunds rose close 
to a five-month high. Russian bonds 
fell as a surge in a gauge of inflation 
expectations spurred speculation that 
policy makers will leave interest rates 
unchanged for longer.

The S&P 500 fluctuated slightly while 
most Asian and European stocks 
fell amid mixed corporate earnings 
reports, and markets realizing major 
central banks are curbing the extent of 
monetary stimulus.

Major economies

Japanese equities rallied after the 
yen fell. The BOJ is due to meet next 
week and is expected to keep policy 
unchanged. BOJ Governor Haruhiko 
Kuroda said the central bank may 
not need to buy 80 trillion yen ($765 
billion) of bonds every year to achieve 
its target 10-year yield of around zero.

In the Eurozone, the week started with 
the euro reaching its lowest in seven 
months, supporting equities. Decline 
came as the ECB on Thursday kept 
interest rates on hold, as expected, but 
disappointed markets by providing few 
hints as to whether it would extend the 
asset purchase programme beyond its 
scheduled expiry in March 2017.

As regards the economic indicators 
released during the week, the 
Eurozone is seen as recovering from 
headwinds posed by Brexit, slowing 
global trade and political uncertainty. 
Both manufacturing and services PMI 
rose with Germany being the strongest 
performer, supported by a pick-up 
in factory activity, while the pace of 
growth in France slowed. In a sign 
that inflation may be starting to stage 
a comeback in the region, IHS Markit 

said companies reported higher prices 
as a consequence of the need to pass 
rising costs from commodities and 
wages on to customers.

Spain showed signs of recovery both 
from an economic and political angle. 
Its unemployment fell to the lowest in 
more than six years reaching 18.9%, 
led by a surge in services jobs. Even so, 
Spain’s unemployment rate remains 
the second highest in the EU, only 
after Greece, and often relies on short-
term contracts that offer little job 
security. On the political front, acting 
Prime Minister Mariano Rajoy moves 
closer to forming a government after 
a 10- month political deadlock. Rajoy 
is likely to take office for a second time 
after the Socialist party, the second 
biggest force in parliament, dropped a 
veto blocking his bid.

French preliminary quarterly GDP 
figures came in below expectation, 
at 0.2%, with consumer spending 
and inflation measures also below 
forecasts. The case is growing for 
extending loose monetary policy in the 
Euro area.

Italy saw its consumer confidence 
dropping this month to the lowest 
since July 2015 while manufacturing 
sentiment rose to its highest since 
July. The Dec. 4 constitutional reform 
referendum is critical for Prime 
Minister Matteo Renzi.

Amid concerns in the past weeks over 
the stability of the Deutsche Bank AG, 
it revealed a surprise third-quarter 
profit this week. However, this was not 
enough as CEO John Cryan failed to 
dispel concerns that uncertainty tied 
to a U.S. settlement will continue to 
linger. Many other banks including 
Barclays, RBS and UBS reported 
earnings that beat expectations, but 
investors remain unimpressed.

China saw its currency drop 1.5% in 
October, the biggest monthly loss 
since an August 2015 devaluation. 
The yuan was little changed during 
the week and remained at its weakest 
level in six years amid speculation that 
China’s policy makers are becoming 
more tolerant of declines as exports 
slump and the dollar advances.

The Canadian economy’s sensitivity 

to oil prices makes it more dependent 
on the most awaited cut on oil 
production levels in the OPEC bloc. 
With the Bank of Canada maintaining 
its dovish tone, the Canadian dollar is 
still struggling to recover from its long-
term weakening trend.

Elsewhere in the world, Norway’s 
krone rose as the nation’s central 
bank kept interest rates unchanged 
and scrapped plans for more stimulus. 
Sweden’s krona tumbled after a 
positive stand on policy by its central 
bank to extend bond purchases into 
next year. The Mexican peso trailed 
most of its peers as some polls 
ahead of the election showed Hillary 
Clinton’s advantage over Donald 
Trump narrowing.

U.K. economy

The pound was on a decline 
throughout the week. Against the 
euro, it is down 21% this year and 
it’s at a three-decade low versus the 
dollar at $1.2231. Sterling continued 
its decline despite the strong third-
quarter GDP figures revealing the 
extent of impact of political risk on 
the currency markets. U.K. GDP rose 
0.5% with services surging 0.8%, 
offsetting declines in construction 
and production. The financial industry 
accounts for a large portion of U.K. 
services, however, its future may be at 
risk because of Brexit.

Markets paid close attention to BOE 
Governor Mark Carney’s public 
appearance as it may give some signal 
on what action the BOE could take on 
interest rates at its Nov. 3 meeting.

While Governor Mark Carney has 
said another loosening was possible, 
accelerating inflation and stronger 
than anticipated growth may stay 
his hand.

While U.K. stocks trade near record 
levels, this is mostly due to sterling’s 
weakness. In dollar terms, the 
benchmark gauge has lost about 8.5% 
this year. U.K. Gilts are feeling the burn 
of increased concerns regarding the 
impact of “hard Brexit”. Investors are 
becoming increasingly bearish, this 
view being supported by pound’s 
weakness, accelerating inflation and 
lack of clarity on the government’s

negotiating stance, sending 10-year 
yields to the highest since the vote.

The falling pound is starting to bite 
into Britons pockets. Prices for iPhones 
and Microsoft software have gone 
up. Apple raised the cost by 20% 
overnight, while Sweden’s Electrolux 
said it’s boosting the prices of its home 
appliances by 10%. Inflation rose at an 
annualized rate of 1% in September, 
and some economists see it reaching 
3% next year, from virtually zero in 
2015. Accelerating inflation, increasing 
unemployment and slowing business 
investment are all set to weigh on 
house prices, while curbs on migration 
and a retreat from the single market 
could slow demand from international 
buyers. Property prices in U.K. capital 
are expected to fall 5.6% next year.

During the weak, a Guardian leaked 
recording showed Theresa May is 
‘ignoring her own warnings’ on Brexit. 
“I think the economic arguments are 
clear,” and, “I think being part of a 500 
million trading bloc is significant for 
us,” said May, adding that membership 
of the union also made the U.K. a 
safer place.

This week the U.K. faced threats from 
banks to leave the country should it 
opt for a “hard Brexit”, on worries about 
losing access to the single market 
increase. Their exit would challenge 
the economy because financial 
services pay more than 60 billion 
pounds ($73 billion) in tax each year. 
Markets continue to face headwinds 
of a possibly “hard Brexit”, weaker 
trading relationships, a less flexible and 
skilled labor market, and a slowdown 
in business investment leading 
to a slower rate of technological 
advancement.

Update on U.S. Election

The U.S. Election continues to pose a 
major uncertainty. Donald Trump has 
a slim advantage in Florida as critical 
independent voters narrowly break 
his way in the must win battleground 
state, a Bloomberg Politics poll shows. 
Just as many didn’t predict Britain 
will choose to “Leave” the EU, the 
possibility of Donald Trump’s win 
could also come as a market shock. 
We remain defensively positioned for 
any outcome.

Jason Granite, 
Chief Investment Officer
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KEY MESSAGES:

Global markets pursue risk averse 
approach with diminished prospects 
of a Clinton win on the news that 
the FBI had reopened a probe into 
her use of an unauthorized e-mail 
server. Considering the high risks of 
market volatility a week ahead of U.S. 
Presidential Elections, yesterday we 
moved 100% of our assets in FTIM 
Safety First portfolios to cash.

USD declines, stocks sell off, bond 
yields at high levels, gold at $1,300. 
We consider that taking profits from 
our recent defensive positioning to 
be prudent. No asset class is immune 
to volatility as we inch closer to the 
U.S. election. We continue to monitor 
the situation carefully to protect our 
clients and cap volatility.

Safety First

We consider it safe to hold all FTIM 
client portfolio assets in cash ahead 
of the U.S. election on Tuesday. This 
bold investment call at this stage, 
where many investors are looking 
to make profits, speculating over 
the outcome of the U.S. election, 
is required because we hold fast 
to the DNA of the FTIM Safety First 
approach in our portfolios, avoiding 
uncertainty, market volatility and 
focussing on capital preservation. We 
do not consider it right to try to time 
and trade the U.S. election outcome 
as this would expose client assets 
to repercussions of an event which 
remains sensitive to every piece of 
information unfolding day by day.

The U.S. Presidential election has been 
the number one market concern, 

with most polls slimming Clinton’s 
lead over Trump as the day inches 
closer. Over the recent days, the risk 
of volatility has only risen as every bit 
of news relating to the Presidential 
nominees has seen markets quickly 
price in its potential impact on the 
elections. Markets until now were 
pricing in a Clinton victory. Lately, we 
have seen investors react to Clinton’s 
diminished prospects by pushing 
down stocks and other risky assets and 
buying havens like the yen, gold, silver 
and the safest bonds. This garnered 
further momentum following the 
FBI’s new probe into Hillary Clinton’s 
emails. Gold rallied to a 3-week high. 
The markets are still not fully prepared 
for a Trump win and this outcome 
could spur an initial stock sell off and 
volatility across asset classes.

Market developments ahead of U.S. 
election

Investors turned risk averse due to 
the tightening of Clinton’s lead over 
Trump in the election polls, with 
these concerns overshadowing the 
Fed’s decision of keeping the interest 
rate unchanged and indicating a 
rise in December which should 
have triggered a lift in equities. As 
polls converge, investors are getting 
nervous and haven plays are finding a 
strong bid.

The S&P 500 declined for an eighth 
straight day on Thursday, its longest 
losing streak since the Eurozone crisis 
in 2011, and the gauge is heading for 
its lowest closing level since 7 July 
2016. Financials were among the worst 
performers while the energy sector 
came under pressure as the USD and 
oil prices sank. European and Asian 
stock markets also shuddered lower.

USD underperformed against most 
currencies. It was down 1% against 
the yen at ¥103.11 and 0.4% versus the 
Swiss franc at SFr0.9716, both 4-week 
lows. The euro, meanwhile, was up 
0.5% against the dollar at $1.1113 and 
sterling was 0.6% firmer at $1.2310, 
and moved higher to $1.249 after 
a U.K. court ruled that Parliament 
would be required to approve the 
triggering of Article 50, enabling the 
U.K. to leave the EU. This eased “hard 
Brexit” concerns and sent the pound 
higher. However, the U.S. currency 
was up 1.1% against the Mexican peso, 

which tends to move inversely to the 
perceived likelihood of a Trump win.

Gains for the euro and sterling came 
even as U.K. and German government 
bonds rose sharply, recovering some 
of their recent steep losses. The 10-
year U.S. Treasury yield flirted with the 
1.8% level again.

Oil markets took little comfort from a 
renewed slide for the dollar. Brent, the 
international benchmark, was down 
3.2% at $46.59 a barrel and U.S. West 
Texas Intermediate was 3.3% lower 
at $45.15. Price declines continued 
as markets lost confidence in OPEC 
as to its capability to implement an 
output cut after it closed talks with 
members and non-members without 
an agreement on the issue. Weekly 
industry data showed U.S. crude 
stockpiles expanded while supplies 
from some OPEC members increased, 
further compounding the weakness 
in oil.

Gasoline futures in New York jumped 
the most in almost 8 years after an 
explosion shut down the largest fuel 
pipeline in the U.S. and later pared 
their rally as the company announced 
that the pipeline would be repaired by 
noon on Saturday. Small shocks are 
giving rise to exaggerated volatility 
amidst the nervousness which 
surrounds global markets ahead of the 
U.S. election.

Gold leapt $19 to $1,307 an ounce, its 
first break above the $1,300 an ounce 
mark for a month, as its traditional role 
as a haven came to the fore.

Copper advanced to a 3-month high 
in London, while aluminium held 
near its best close since June 2015 
following the upbeat manufacturing 
figures for China, the world’s biggest 
user of industrial metals. Zinc climbed 
to a fresh 5-year high as steel gained in 
Shanghai.

Our view on how U.S. election will 
impact the markets

One thing that is certain is uncertainty. 
Markets continue to face a highly 
volatile scenario. The CBOE Vix 
Volatility index, closely watched as a 
gauge of broad market stress, was up 
4.4% at 19.37 - not far from its long 
term average of 20 and heading for a 
4-month closing high.

The shifting odds underscore a 
growing sense of uncertainty on Wall 
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Moved to 
100% cash 

ahead of the 
uncertain 

U.S. Election

Street. We believe markets have priced 
in a Clinton victory which pushes 
the risk of volatility further upwards 
if Trump wins. Investors view it as an 
as increasing risk in terms of public 
finances, trade and overseas relations.

Investors are faced with 2 choices: 
Hillary Clinton, and ‘business as usual’, 
or Donald Trump. Given that both 
candidates’ policies differ for the most 
part, one might think it would be an 
easy decision for voters – depending 
on which side of the political divide 
they leaned. However, given the fact 
that both candidates have the lowest 
approval ratings (and are more disliked 
than liked) we have seen the most 
extraordinary U.S. Presidential election 
of recent times which could, in our 
view, give rise to unprecedented 
volatility next week. The truth is 
nobody knows what outcomes will 
look like if Trump wins and as I write 
this note, from Washington DC, it feels 
to me to be neck and neck on so many 
levels.

Usually, stocks struggle in years that 
America elects a Democrat, averaging 
just a 7.4%return as investors fear 
an anti market, anti-business, pro-
regulatory platform. But the markets 
see strong returns the next year, 
averaging 16.2%. If Trump wins we are 
in uncharted territory.

According to the Committee for 
a Responsible Federal Budget 
(CRFB), both candidates’ policies, 
but particularly Trump’s, will cause 
problems for the national debt as both 
are proposing tax cuts. With growing 
national debt, the impact on the 
deficit if either candidates’ policies are 
enacted raises questions of whether 
promises will be kept.

Clinton’s victory is expected to trigger 
a risk on reaction and bond yields 
are expected to go up as investors 
shun less risky assets for equities and 
high yield. On the contrary, Trump’s 
win would probably see investors 
preferring bonds over equities as 
they try to avoid risky assets until 
the dust settles and the scope and 
impact of a Trump presidency is better 
understood.

There is also the complicated situation 
surrounding the down ballot Senate 
elections and a significant question 
mark over how effective a Trump 

presidency would be in pushing 
through his agenda. All in all the 
traditional thinking around likely 
movements in asset classes following 
the U.S. Election may simply be 
useless as investors adjust to Trump 
economics. Given these risks we have 
chosen to move 100% of FTIM Safety 
First portfolios to cash and sit on the 
sidelines, watching carefully.

Our belief is that the USD will gain 
if Clinton wins as the likelihood of a 
December rate hike by the Fed rises. 
Trump’s win may weaken the USD 
as developed-market currencies 
including the yen (a traditional haven), 
euro, pound and Swiss franc rally 
on concern that China would dump 
U.S. assets and the Fed would delay 
tightening monetary policy.

Emerging markets will be stable if 
Clinton wins as a risk-on approach 
generally bodes well for developing 
markets. Trump’s protectionist U.S. 
policies would be bad for export 
dependent economies.

Just as we correctly predicted during 
the Brexit vote, that any outcome 
would give rise to short-term volatility 
and risks but perhaps with limited 
medium term impact, we continue 
to maintain our medium-term 
confidence on the U.S. economy. It is 
on a strong economic footing.

The U.S. saw consumer purchases 
climb in September by the most in 3 
months as incomes grew, signalling 
momentum in the biggest part of 
the U.S. economy, a Commerce 
Department report showed Monday.

The economy, financial markets, 
and job picture remains stable, with 
the ability to resist headwinds posed 
by the election outcome. Although 
anything is possible, it is hard to make 
a sustainable negative economic 
case with (a) stable inflation, (b) a still 
historically accommodative Fed that is 
slow to act, (c) a demographic tailwind, 
(d) a turn in the global picture, and (e) a 
positive trend in S&P 500 (SPX) EPS and 
valuations.

However, there are 2 elephants in the 
room; Trump and China, and both 
could trigger a global market collapse 
in our view.

In August 2015, global equity markets 
plunged on the fears over the health 

of the Chinese economy, and its 
subsequent influence on the global 
manufacturing economy. China is 
seeing significant cost and wage 
inflation. Overseas demand for its 
products and output are stalled as the 
USD has strengthened significantly and 
the Eurozone and British economies 
have slowed. Post Trump, there could 
be tariffs and increasing protectionism, 
and the Chinese economy, especially 
its real estate sector, remains highly 
leveraged. A bubble bigger than we 
have ever seen before, arguably, and 
certainly more troubling than in 1997, 
the time of the last Asian crisis.

The Fed December meeting, when 
an interest rate hike is predicted, 
would help stabilize the economy. If 
a stock sell off is triggered following 
a Trump win, the Fed could possibly 
be more accommodative and delay 
the December rate hike. This should 
be good news for both equities 
and bonds, but we are in uncharted 
territory.

Turning to Europe

Euro area PMI rose to 53.5 from 52.6 
in September, exceeding estimates. 
Output, new orders and new export 
business all rose at some of the fastest 
rates achieved over the past 3 years, 
building on the solid increases in 
Q3 and underpinning the steepest 
jobs growth since mid-2011. The 
Netherlands was the strongest 
manufacturer among euro-area 
economies, while German factory 
activity expanded at the quickest pace 
in almost 3 years. Germany’s jobless 
rate fell to 6% in October - a fresh 
record low, separate data from the 
Federal Labor Agency in Nuremberg 
showed on Wednesday.

Spain gained political stability as 
Prime Minister Mariano Rajoy secured 
a second round confidence vote in 
parliament, paving the way to form a 
minority government after a 10-month 
political impasse. Rajoy faces a delicate 
balancing act in his second term as 
he battles to address Spain’s budget 
deficit and high unemployment rate 
amid a fractious parliament.

The majority of global PMI figures 
were slightly better than expected with 
the bulk of countries in “expansion” 
territory. This recent turn in the global 



PMIs is a very different picture than 
was the case one year ago.

U.K. economy

U.K. manufacturers are continuing to 
benefit from the weaker pound with 
IHS Markit’s Purchasing Managers 
Index coming in at 54.3 for October, 
down from the previous month’s 55.5, 
but still well above the 50 level that 
indicates expansion.

The pound remained higher, gaining 
0.5%, after BOE Governor Mark Carney 
said he’ll extend his time in office by 
a year to 2019 to guide the economy 
through Britain’s split from the 
European Union.

After a BOE policy meeting, Mark 
Carney said the BOE is ready to tighten 
or ease monetary policy in response 
to inflation developments, dropping its 
earlier intention to cut the key rate to a 
new record low.

Brexit spurred concerns

The pound extended gains as a U.K. 
Court ruled that the Government 
must hold a vote in Parliament 
before invoking Article 50. The 
government said it will appeal. The U.K. 
Government must now hold the vote 
in Parliament before starting the 2-year 
countdown to Brexit.

This comes as a setback to Theresa 
May’s plan to unilaterally start the 
process by the end of March 2017 by 
invoking Article 50 of the Lisbon Treaty. 
The Court said that the non-binding 
nature of the June 23 referendum 
made it a poor vehicle to impose 
sweeping changes on domestic law 
without a further vote of lawmakers.

The falling pound is already fuelling 
inflation, and Brexit could compound 
the impact if it makes foreign workers 
scarcer, hits investment and weighs 
on productivity. Unlike inflation 
driven by oil prices or the currency, 
home-grown triggers could prove 
more systemic and less likely to wash 
out after a period. While British unit 
labor costs are subdued for now and 
consumer price inflation is just half 
the BOE’s 2% target, it is forecast to 
average 2.3% next year. We think it 
could be much worse and are bearish 
on U.K. Plc.

Further postponement to triggering 
Article 50 is dragging on the process of

exit from the EU. The exit negotiations 
could continue for 2 years and starting 
in March 2017 is now not certain. 
Already business investments have 
been on hold, investors continue to 
fear “hard Brexit”; this does not send a 
good message for market certainty. 

Italian referendum further shakes 
investor confidence

Just like the U.K.’s June Brexit decision 
and the resentment fuelling Donald 
Trump in the U.S., Italy’s binding 
referendum in just over 30 days will 
let voters show their anger regardless 
of the content of the proposed 
constitutional changes.

Italy’s bonds were the worst 
performers among their euro-area 
peers over the past month as polls 
increasingly signalled a constitutional 
referendum may be rejected by 
voters, threatening to destabilize the 
government. Italians will probably take 
the opportunity to vent their frustration 
over the snails pace of growth after 
the latest recession in a country whose 
economy has contracted 2.1% since 
2002. Surveys predict the reform will 
be rejected by 52.2% of voters, up from 
50.4% in September.

A key GDP report three days before 
ballot could sway voter mood. Renzi 
has said he’ll quit if the reform aimed 
at streamlining the government is 
rejected. That could dim the outlook 
for the third-biggest economy in the 
euro region because a government 
collapse would hold up budgetary 

measures supporting growth next 
year, while putting an end to its reform 
drive. Financial markets and private 
investment will react negatively. Even 
job cuts could become inevitable.

With investors already facing Brexit 
concerns, and the Italian referendum 
undermining investor confidence, the 
markets do not seem to be prepared 
for another shock if Trump wins. In 
this volatile scenario, we adopt a cash 
stash strategy. It supports the fact that 
at FTIM we remain concerned for the 
investors who trusted us to preserve 
their capital in return for modest 
returns and capped volatility. Our 
position will always be Safety First.

We will know soon enough whether 
markets will pursue a “risk-on” 
(following a Democrat and Clinton 
win) or “risk-off” (following a shock 
Trump victory) and we are now 
uniquely positioned to take advantage 
of the outcomes next week and 
redeploy our clients’ assets once 
the dust settles. Any prediction at 
this stage, and changing positions 
accordingly, is against the DNA of FTIM 
portfolios, something that will not 
happen on my watch.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 03/11/16)	 (29/04/16 to 03/11/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.46%	 1.52%	 1.01%	 1.39%

FTIM Safety First 3	 2.69%	 1.99%	 1.77%	 1.78%

FTIM Safety First 4	 2.98%	 3.04%	 1.75%	 1.88%

FTIM Safety First 5	 4.10%	 3.34%	 2.17%	 2.70%

FTIM Safety First 6	 6.98%	 5.12%	 4.48%	 4.95%

Date: 03 November 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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KEY MESSAGES:

The U.S. election day has finally 
arrived. With the FBI clearing Clinton 
over the latest email scandal, markets 
saw a risk on approach. Hillary 
Clinton has a 3-point lead over 
Donald Trump in Bloomberg’s final 
national poll before the election. 
Five battleground states, Florida, 
Ohio, North Carolina, Arizona and 
Pennsylvania are being closely 
watched as the candidates zig zag 
across the battleground states.

Cash holdings in the markets are at 
highest levels. Stocks have started to 
rise, anticipating a Clinton win as too 
have commodities and the Mexican 
peso, which tends to gain when Trump 
has a setback. Emerging-market 
stocks gained the most in three weeks. 
Demand for safe havens waned.

Safety First Portfolios

Our commitment to capital 
preservation and capping volatility for 
our clients governs the active tactical 
asset allocation in the Safety First 
portfolios. We are not maintaining 
the allocations of any standard 
industry benchmark. The portfolios 
are currently very defensively 
positioned with 100% allocation to 
cash, protecting client funds from the 
volatility and uncertainty surrounding 
investment markets as we face the 
most divisive U.S. election ever.

Uncertainty continues as the race 
for the white house is too close 
to call. Markets are highly stressed 
and we continue to monitor market 
developments with an eagle’s eye 
so we can redeploy our client’s cash 
into low volatility positions at the right 

time. For the Safety First portfolios, 
the right position at the right time 
would be when we can ensure capital 
preservation, capped volatility and 
moderate returns. It is not our job to 
gamble on uncertain global macro 
events - our clients are too important.

U.S. Election update

As polls show Trump and Clinton neck 
and neck in the last few hours of the 
race for President, Hillary Clinton leads 
Donald Trump by only 3 percentage 
points among likely voters nationally 
- well within the margin of error for 
pollsters. By the end of election day, 
more than 130m Americans out of 
an eligible population of 225m are 
expected to have cast ballots.

The vote normally comes down to 
whether states such as Florida, Ohio 
and North Carolina favor the Democrat 
or the Republican candidate. In this 
unusual election, there are more 
“battleground” states - including 
Arizona and Pennsylvania - that are 
being closely watched to see if they 
might switch sides.

Last-minute campaign trips show how 
competitive the presidential race has 
become in its final hours, with Trump 
trying to puncture Clinton’s advantage 
in states such as Michigan, Colorado 
or Wisconsin, and Clinton working 
to ensure victory in the crucial swing 
states of Pennsylvania and Michigan, 
and gain the edge in North Carolina 
and New Hampshire

Just as U.S. elections remain 
important, particularly in the short 
term, equally important will be the 
congressional elections and barring a 
dramatic turnaround, the Republicans 
should retain control of at least the 
House of Representatives. While some 
might argue this just increases the risk 
of political gridlock, the checks and 
balance it provides should ultimately 
prove to be a positive development for 
global markets.

Market fear continues

Fear is not always worse than reality. 
Every piece of information has 
seen investors react to it with wide 
fluctuations in stocks, currencies, and 
commodities over the past weeks. 
Market stress levels are ground 
breaking at the moment. Implied 
correlation beats the Brexit levels.

Although the Democrats are 3 points 

ahead of Trump in Bloomberg’s final 
national poll before the election, the 
lead has only narrowed in the past 24 
hours since the FBI announced that it 
would be taking no further action with 
its investigation into Hillary Clinton’s 
use of a private email server.

Rising anxiety among global investors 
propelled the swiftest weekly surge 
into cash since 2013 as money 
managers drove the longest decline in 
the benchmark S&P 500 in 36 years. 
Money market funds, a proxy for cash, 
absorbed more than $36bn in the 
week to November 2, according to 
fund flows tracked by EPFR.

Gold funds received $205m of fresh cash 
in the past week, a period that saw the 
metal rise to its highest level in a month.

Investors are turning to Mexico’s 
currency-derivatives and interest-rate 
swap markets to hedge against the 
risk of a sell off in the peso should 
Donald Trump win the U.S. presidential 
election. So-called peso forward 
points, a measure of the gap between 
the currency in the forwards and spot 
markets, reached the highest since 
2009 on Wednesday. That implies 
traders expect either the peso will 
weaken or local yields will rise faster 
than those on U.S. debt.

If options markets are correct, the S&P 
500 could move 3.7%, or roughly 80 
points, the day after the election. While 
the S&P 500 typically swings 1.5% the 
day after the vote, gains or losses over 
the first 24 hours predict the market’s 
direction 12 months later less than half 
the time, according to Bloomberg data.

The scrambling of positioning has 
pushed the Vix index — a measure of 
implied equity volatility known as Wall 
Street’s fear gauge — to its highest level 
since the immediate aftermath of the 
U.K.’s Brexit vote. It rose to a peak of 23 
last week, but closed at 18.7 on Monday.

Other gauges of skittishness — Bank 
of America Merrill Lynch’s index of 
implied Treasury volatility and the 
implied volatility in the euro-dollar 
currency pair — hit three-and-a-half-
month highs this week.

Markets a day before the election

As we noted in last weeks note, the 
markets are prone to every single piece 
of information unfolding until the day 
of the U.S. election. This week started 
with the FBI clearing Hillary of any 
charges. With this news coming,
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markets started pricing in the higher 
chances of Clinton victory. Global 
stocks rallied with commodities 
and the Mexican peso, which tends 
to gain when Trump has a setback, 
appreciated 0.2% to about 18.57 a 
dollar, building on a 4.2% rally over 
the last 3 trading sessions. The dollar 
surged. Emerging-market stocks 
gained the most in 3 weeks, European 
shares rebounded after their worst 
week since February. Demand for 
havens waned, with higher-rated 
bonds, the yen and gold retreating. 
Crude oil held below $45 a barrel.

Some of the biggest investors are 
holding tight to their hedges against 
market swings should Donald Trump be 
elected U.S. president, even after the FBI’s 
announcement, as they view it sceptically.

By the end of the day, Gold was up less 
than 0.1% at $1,283 an ounce, after 
sliding 1.8% from a one-month high in 
the last session. U.S. Treasuries due in a 
decade were little changed and yielded 
1.82%. The rate jumped five basis points 
on Monday as investors shunned haven 
assets amid a risk on approach. The 
probability of a Fed interest rate hike at 
the next review is 80%, up from 76%.

While riskier assets are climbing before 
the U.S. election, trading patterns 
around the U.K.’s referendum over 
European Union membership provide a 
cautionary tale. We remain concerned. A 
similar rally in stocks, emerging markets 
and commodities on the day of the 
British vote gave way to a slump - and 
a rebound in haven assets - after the 
unexpected decision in favor of Brexit.

The outlier this time around is the 
dollar, which is strengthening, having 
weakened before Britain’s plebiscite.

Predicted market reaction

The consensus view is that market 
reactions in response to who is in the 
lead, can be summarized as Clinton vs 
Trump = risk-on vs risk off.

A consensus view on each asset class 
reaction to the U.S. Election is that 
Clinton’s victory is expected to trigger 
a risk on reaction and bond yields 
are expected to go up as investors 
shun less risky assets for equities and 
high yield. On the contrary, Trump’s 
win would probably see investors 
preferring bonds over equities as they 
try to avoid risky assets until the dust 
settles and the scope and impact of a 
Trump presidency is better understood.

So much of what happens immediately 
will be short-lived. We would rather 
avoid volatility and re-enter the market 
once the dust has settled.

Expanding on the consensus

An equity market sell off is likely should 
Donald Trump win the presidential 
vote and reaffirm his intention to move 
quickly on policy positions that disrupt 
long-standing trade relationships (such 
as tariffs on China and Mexico and 
the revocation of the NAFTA). Longer 
term, infrastructure stocks outperform. 
Clinton’s victory is expected to be 
good for stock fortunes; a relief rally 
is expected to be seen. Drug makers, 
banks underperform on regulatory fears.

In the case of a Trump win resulting in 
anti-trade measures, upward moves 
in the dollar could materialize with 
the Mexican peso taking the biggest 
hit. The dollar is expected to remain 
at depreciated levels vs. developed 
currencies, prominently the Swiss 
franc and Japanese yen as investors 
yearn for safety.

Clinton’s win would favor the dollar 
to the upwards against developed 
currencies as focus shifts to the Fed 
raising rates. Neutral against most 
emerging market ones, but the peso and 
maybe the Russian ruble will strengthen.

If Trump wins, U.S. Treasuries will 
see prices up as investors seek an 
initial flight to safety, pushing yields 
downwards. Tax cuts and spending 
may later shift money to equities, 
lowering bond prices, yields up, even 
more if isolationism prompts other 
countries to unload Treasury holdings. 

Risk-on attitude of the investors if 
Clinton wins would drive Treasury 
prices down, especially after an initial 
rally. There is not expected to be a 
much longer term impact.

Safe havens such as gold are expected 
to flourish if Trump wins. Anti-Iran 
rhetoric bodes well for oil prices; a pro-
coal stance would prove bad for natural 
gas. Copper may rise on infrastructure 
stimulus. Hillary’s environmental 
agenda and climate change policies 
may prove bad for oil and coal, while 
being good for renewables.

Emerging markets are expected to react 
inversely to Trump’s win. They would 
be negative, except for Russia, due 
to scepticism on trade deals. Mexico, 
Southeast Asia and China may be 
most vulnerable. India and Indonesia 
less so due to their robust economies. 
Hillary is expected to be very positive 
for emerging markets due to increased 
appetite for riskier investments with 
bigger potential payoffs.

We expect that eventually, and assuming 
economic fundamentals remain positive, 
normality will return and fixed income 
and equity markets will move higher, 
supported by the key determinant - 
improving economic fundamentals. 
However, we live in an overvalued 
universe with substantial global macro 
risks, in the Middle East, China and the 
Eurozone. For these reasons we are in no 
rush to deploy our clients capital ahead 
of the U.S. Election, but we stand ready 
to deploy capital when markets settle.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 07/11/16)	 (29/04/16 to 07/11/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.46%	 1.52%	 1.01%	 1.39%

FTIM Safety First 3	 2.69%	 1.99%	 1.77%	 1.70%

FTIM Safety First 4	 2.98%	 3.04%	 1.75%	 1.88%

FTIM Safety First 5	 4.09%	 3.34%	 2.17%	 2.70%

FTIM Safety First 6	 6.97%	 5.12%	 4.47%	 4.95%

Date: 07 November 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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KEY MESSAGES:

Donald Trump won the U.S. 
Presidential election to become the 
45th president of the United States. 
Republicans gained control of both 
houses of Congress.

Immediately following the U.S. 
election global markets saw USD 
decline, stock sell off, demand 
for safe havens such as gold and 
government bonds at record levels 
since Brexit.

Gold climbed 4.6%, Mexican peso 
slid by 12%. Pharma, defence 
and infrastructure stocks rose as 
President Trump’s policies favor 
those sectors.

Volatility continued and many losses 
reversed during the week; volatility 
avoided in our Safety First approach. 
We monitor market developments 
and opportunities to redeploy client 
cash whilst capping volatility.

Safety First

Safety First remains our aim as we 
closely monitor the post U.S. election 
fallout, more assured that we had 
our funds de risked to cash and did 
not make major moves ahead of the 
U.S. election where most others were 
facing consequences of initial market 
turmoil as Trump’s win was becoming 
more certain.

On November 4, we moved to 100% 
cash ahead of the uncertain U.S. 
election. In our note following the 
step, we wrote,

“We consider it safe to hold all FTIM 

client portfolio assets in cash ahead 
of the U.S. election on Tuesday. This 
bold investment call at this stage, 
where many investors are looking 
to make profits, speculating over 
the outcome of the U.S. election, 
is required because we hold fast 
to the DNA of the FTIM Safety First 
approach in our portfolios, avoiding 
uncertainty, market volatility and 
focussing on capital preservation. We 
do not consider it right to try to time 
and trade the U.S. election outcome 
as this would expose client assets 
to repercussions of an event which 
remains sensitive to every piece of 
information unfolding day by day”

We are now on the front foot by taking 
the right step of staying at the sidelines 
as soon as we realised that the election 
had become neck and neck on so 
many levels and high market volatility 
was likely to follow. We remained alert 
throughout the election and continue 
to monitor market developments to 
analyse opportunities to deploy our 
client’s cash assets provided it meets 
the volatility caps set by us for our 
Safety First portfolios.

The Election result

Donald Trump was elected the 
45th president of the United States 
in a clear zeal for change from the 
population who expressed their lack 
of confidence in the “establishment”. 
Economists’ quote ‘Politics of anger 
appears to be in play’. Britain’s Sun 
tabloid, a supporter of Brexit calls the 
vote a “Brexit for America”.

Trump won the Election with 276 
electoral college votes against 
Clinton’s 218. The President-elect’s 
figure raised to 289 and Clinton’s 
remained at 218 after the results for 
Arizona came in.

Republicans retain control of both 
the House of Representatives and the 
U.S. Senate giving the party greater 
freedom to implement its policy 
platform. After the result, Trump 
pledged to unite the country and 
asked his opponents to work with him 
to heal the nation’s divisions. Protests 
followed but, at the time of writing, 
seem to be abating.

As the markets were not pricing in 
this scenario, there was significant 

volatility as stock indices dived before 
recovering most of their losses. 
Investors continued to predict the 
future of America under Trump’s 
Presidency, reordering of the nation’s 
priorities and fundamentally America’s 
relationship with the world. With labor 
market close to full employment, 
some kind of meaningful fiscal 
expansion, coupled with still low 
interest rates, could give the economy 
momentum.

Highlights of Trump’s campaign

Trump’s Specific policy proposals 
included:

•	 Income tax rates in the U.S. are 
currently split into seven brackets, 
ranging from 10% to 39.6%. Trump’s 
plan would change this to three, 
in turn eliminating 75 million 
households from paying anything 
at all, and demanding a maximum 
of 25% from the highest earners. 
By halving corporation taxes, he is 
making a distinct effort to encourage 
American companies, who are 
withholding an estimated $2 trillion 
in profits overseas, to keep their 
operations at home.

•	 A number of financial reforms 
implemented by Obama will be 
reversed, including, and primarily, 
Dodd-Frank, a regulatory law which 
forces banks to reduce their reliance 
on debt for funding.

•	 Trump has put forward a way to 
deal with America’s debt; to buy 
it back at a discount. Some have 
interpreted that as an offer to pay 
back 85 cents in the dollar on 
outstanding debt. What is certain is 
that it would represent, in effect, the 
first modern default by the federal 
government on its debt, with, as 
a direct consequence, a spiralling 
devaluation of the world’s sole 
reserve currency. If enacted, which 
we regard as unlikely, it could have 
a devastating effect on the global 
economy.

• In his campaign, Trump argued that 
international trade agreements had 
hurt U.S. workers and the country’s 
competitiveness. He has promised 
to “get tough” on China, withdraw 
from the 12-nation Trans-Pacific 
Partnership, which is still not 
finalized, and renegotiate or scrap



	 the North American Free Trade 
Agreement, the 1994 free-trade deal 
with Mexico and Canada. Trump 
threatens stringent trade tariffs on 
Mexico and China of up to 35% and 
45% respectively.

• Trump has promised to repeal 
President Barack Obama’s signature 
Affordable Care Act, popularly 
known as Obamacare, and replace 
it with a plan that would give states 
more control over the Medicaid 
health plan for the poor and allow 
insurers to sell plans nationally.

•	 Trump has made a play of energy 
independence, trumpeting coal and 
gas producers.

Considering the proposals, Trump’s 
victory is good for U.S. oils, defence 
and consumer discretionary, and bad 
for renewables. The Danish stock 
market crashed given the presence 
of large renewables players, such as 
Vestas, and Moller Maersk, and other 
markets reacted similarly.

According to the CRFB, Trump’s plan 
would decrease both non-interest 
spending and revenue, losing about 
USD5.8 trillion of revenue, including 
USD1.45 trillion from individual tax 
reform, USD2.85 trillion from business 
tax reform, and USD1.2 trillion from 
repealing the taxes imposed by the 
Affordable Care Act (“Obamacare”). 
Trump would also reduce spending 
by USD1.2 trillion, the net effect of 
almost USD3.2 trillion of spending cuts 
– largely from Obamacare, Medicaid, 
and nondefense discretionary 
spending – and over USD2 trillion 
of spending increases on defence, 
veterans, childcare, and Medicare (by 
reversing the “Obamacare” cuts). The 
strategy is to boost growth and drive 
GDP higher.

U.S. relations with the World 
economies post Trump’s win

Given his trade protectionist policies, 
this issue becomes the immediate 
concern for export dependent 
countries after Trump’s win. Mexico, 
Southeast Asia and China may be most 
vulnerable.

The U.S.-China economic relationship 
has been one of the issues of Trump’s 
campaign. Trump’s hostility towards 

China, including threats of steep tariffs 
over alleged currency manipulation, 
could drive the offshore yuan down by 
year’s end. Longer term, the currency 
may fall more gradually under Trump 
as he exerts political pressure on 
the country’s leaders to slow its 
depreciation.

A U.S. trade war with China would hit 
technology companies hard, given 
how they have outsourced their 
manufacturing to China and have 
begun to count on it as a major end 
market.

USA and South Korea’s future relations 
will be closely watched, USA being 
one of South Korea’s main export 
markets. Investors’ concern is whether 
the U.S. election has impacted central 
bank decision making here.

Trump has pledged to build a wall 
along the U.S. border with Mexico and 
renegotiate their trade agreement. 
Trump winning also poses risk to the 
Canadian economy as he is targeting 
NAFTA. This would be extremely bad 
for the Canadian economy, particularly 
in manufacturing and auto parts. 
Upon a NAFTA repeal, 10% tariffs 
could cut Canadian GDP by 3.9%. This 
would move auto sector jobs back to 
the U.S. but poses new pressure on 
automakers and other manufacturers 
that have become dependent on 
open trade with Mexico, and raises 
the risk they will face higher costs. 
Mexico now accounts for 20% of all 
vehicle production in North America 
and has attracted more than $24 
billion in auto investment since 2010, 
according to the Ann Arbor-based 
Center for Automotive Research. 
Shares in Japanese automakers, which 
also rely on Mexico as a production 
hub for the U.S. market, slid as well, 
underperforming the benchmark 
Nikkei index, which fell 5%.

Donald Trump’s trade policies may 
also have a bigger impact on Japan 
and its exporters. The potential trade 
conflicts between the U.S. and China, 
along with Mexico, would mean there 
could be indirect knock-on effects for 
Japanese companies. With the BOJ 
struggling to achieve its 2% inflation 
goal, a stronger yen must be the last 
thing the Government would want 
right now.

A Trump presidency could turn a 
blind eye to Turkey’s crackdown on 
dissidents and possibly encourage 
Ankara’s burgeoning alliance with 
Russian President Vladimir Putin. 
Indeed, Trump has already said that he 
has a different view on Syria and may 
partner with Russia, building a closer 
relationship with Putin.

Russia’s response was positive with 
its Chairman of international affairs 
committee in Federation Council, 
Konstantin Kosachyov stating 
“Clearly Trump’s America shouldn’t 
be overestimated. But a window of 
opportunity has opened.” Russia will 
now seek a much better relationship 
with the Republicans as it previously 
had problems with the Democrats.

Focus shifts to global central banks

The rise of the anti-establishment 
movements in the U.S. and Europe 
has indeed pointed towards a different 
scenario where the continued 
effectiveness of central banks in 
repressing financial market volatility is 
being questioned. Some institutions 
have demonstrated a declining ability 
to perform this function. (A prime 
example is the Bank of Japan, which 
has experienced a huge erosion of 
its influence on the value of the yen.) 
Others, such as the Federal Reserve, 
have shown a lack of willingness to 
carry on as before. In most cases, 
including the European Central Bank 
and the People’s Bank of China, 
this reticence is also caused by the 
growing threats of collateral damage 
and unintended consequences.

The limelight will doubtless shift 
back towards the central banks 
who are expected to act to curb 
the market turmoil over the coming 
weeks. They will need to devise more 
accommodative policies to revive 
their respective economies, specifically 
the ECB.

ECB Governing Council member Klaas 
Knot said the victory of Donald Trump 
in the U.S. Presidential election reflects 
scepticism over globalization, and 
expressed concern over the fallout in 
financial markets. The EBC is currently 
preparing for a Dec. 8 policy decision 
when it is expected to announce 
whether it will extend its 1.7 trillion-euro

(USD1.9 trillion) asset-purchase 
program.

The markets are also looking at how 
accommodative the Fed will be in 
response to the election result. The 
probability of a December fed hike 
reduced to 50% from 84% immediately 
post-election. Further, while Trump 
has grown increasingly critical of Fed 
Chair Janet Yellen, her term as chair 
does not expire until early February, 
2018, and her term as Governor 
extends to January, 2024. The Federal 
Reserve Act only permits the President 
to remove the Governor for cause and 
historically this authority has never 
been abused by the President. The 
market-implied odds of an interest 
rate cut in Australia by mid-2017 have 
soared to 60%, rising from 30%.

Before the results flooded in, amid 
expectations that weaker investment 
and trade flows from its Asian partners 
will slow economic output.

Comment from the Thai Central Bank 
stated monetary policy will remain 
accommodative. The bank has just 
held rates in a scheduled rate decision.

Markets react to the Election outcome

With Trump elected as the U.S. 
President, Republicans set to control 
both houses, this total party sweep 
initiated a risk off attitude, after the 
initial shock of the result among 
investors. The futures on the Vix index, 
known as “fear gauge” of U.S. stock 
market volatility expectations, soared 
40.9%, according to Bloomberg data.

Equities

Dow futures plummeted more than 
800 points, or 4.4%. This put the 
U.S. market on track for its biggest 
percentage decline since August 2011 
when they plunged 5.5% after the U.S. 
credit rating was downgraded.

The S&P 500 mini was down 4.6%, 
while the Nasdaq slumped 4.8%, 
indicating major selling off when 
Wall Street opened. U.S. futures 
triggered trading curbs as losses for 
S&P 500 e-mini contracts hit 5%. A 
decline of about 5% would rank as 
the 75th-largest one-day fall since 
1928, according to FT analysis of daily 
Bloomberg data. Brexit was the last 

major political shock and led to the 
S&P 500 sliding 5.3% in two days.

Pharmaceutical and defence stocks 
rallied as a Trump victory could 
benefit the long terms prospects for 
businesses in these sectors. An end 
to Obamacare and a less aggressive 
approach to drug pricing is expected 
to be good for the pharma stocks. 
Longer term, infrastructure stocks also 
outperformed.

The Stoxx Europe 600 Index fell 
1.3% after sliding as much as 2.4%. 
Healthcare was the biggest sector 
gainer in Europe following Trump’s 
win, with the Stoxx 600 healthcare 
index up 3.5%. U.K. stocks followed 
falls in Asian and European markets. 
The FTSE100 index of leading British 
shares dropped 1.5% to 6,733.

European industrial and financial 
companies were hard hit on stock 
markets. Shares in Italy’s banks 
plunged more than their European 
peers, as concerns grow that market 
volatility caused by Donald Trump’s 
U.S. Election will have a knock-on 
effect on the country’s troubled 
banking sector. Bank stocks suffered 
across the continent, but Italian stocks 
were particularly badly hit as several 
lenders geared up for crucial capital 
hikes. The sell off would be larger if 
he were also to create uncertainty 
about the future shape of the financial 
system, such as by calling for an 
immediate repeal of the Dodd-Frank 
legislation without offering a credible 
alternative.

Vestas, the Danish wind turbine 
manufacturer, led the fallers with a 
drop of 8% as investors worried that 
generous subsidies for renewable 
energy in the U.S. could come to an 
end. AP Moller-Maersk, the world’s 
largest container shipping group, 
dropped 4% on fears for global 
commerce after Mr Trump’s sharp 
criticism of trade deals.

South Korea’s Kospi index fell 1.4% to 
1,976.49. Japan’s Nikkei slumped 5.8% 
posting its biggest daily drop since 
the Brexit poll in June 2016, while the 
Hang Seng in Hong Kong sank 3.5% 
and the Shanghai Composite lost 
1.6%.Emerging markets saw further 
falls after being hit by fears of Trump’s 
protectionist policies.

Bonds

The sell-off in U.S. stock futures 
initially spurred safe-haven demand 
for lower-risk government debt. The 
10-year U.S. Treasury yield tumbled 
by 14 basis points as investors sought 
out safe assets. The more policy-
sensitive 2-year note fell13bp to 0.73% 
as investors felt a Trump victory could 
preclude a Fed rate hike this year.

Later in the week a rout in global 
bonds saw with USD1.2trn wiped off 
values by Friday as investors react 
to Trump’s election and inflationary 
promise to boost fiscal spending. 
German 10 year bonds are also on 
their longest losing streak since May, 
whilst U.K. 10 year gilts fell for a sixth 
day, with yields at a 5 month high.

Asian Bonds initially rallied. The yield 
on Japanese sovereign bonds due in a 
decade fell one basis point to -0.08%. 
South Korea’s 10-year yield fell three 
basis points to 1.67%. The yield on 
similar-maturity notes in India dropped 
12 basis points to 6.68%.

Commodities

Safe-haven gold climbed 4.6% to 
$1,334 an ounce before falling to a five 
month low on speculation U.S. rates 
will rise faster.

Oil prices could get a lift from the 
return of a risk premium if Trump 
continues with the bellicose language 
that’s been heard on the campaign 
trail about Iran and scraps President 
Barack Obama’s nuclear deal with the 
country.

Brent crude, the international marker, 
dropped as much as 3.6% to the lowest 
since August, hitting $44.40 a barrel, 
while U.S. benchmark West Texas 
Intermediate fell more than 4% to a 
low of $43.07. A Trump presidency 
could see an increase in U.S. oil 
supplies as he favors the U.S. being 
more energy independent. And any 
impact on oil from the election could 
likely be overwhelmed by continuing 
developments at OPEC, the most 
important influence on market supply.

In Trump’s declared desire to pursue 
better relations with Russia, his 
presidency could result in the lifting of 
the US Treasury sanctions which would 
assist in the development of Russian
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Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 11/11/16)	 (29/04/16 to 11/11/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.46%	 1.52%	 1.01%	 1.39%

FTIM Safety First 3	 2.68%	 1.99%	 1.76%	 1.78%

FTIM Safety First 4	 2.97%	 3.04%	 1.74%	 1.88%

FTIM Safety First 5	 4.09%	 3.34%	 2.17%	 2.70%

FTIM Safety First 6	 6.97%	 5.12%	 4.47%	 4.95%

Date: 11 November 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

arctic shale and deep-water projects. 
That could mean more oil production 
for an already oversupplied market, a 
negative development for prices going 
forward.

Copper has risen to a 16 month high; 
citing moves in the metal’s price 
during the campaign suggesting a 
Trump-related premium based on his 
plans to boost spending on bridges, 
roads and the like.

Natural gas prices likely would suffer 
as coal benefits under Trump. He has 
promised to roll back environmental 
rules that squeeze coal out of the U.S. 
power market and promoted clean 
coal during one of the debates. It 
may not be so simple to re-start coal 
in the crippled heartlands of places 
like West Virginia and across central 
Appalachia. Bloomberg Intelligence in 
September estimated that a victory by 
the Republican would shave 11% off 
natural gas demand in 2030 from last 
year’s levels, boosting coal use.

Currencies

The reaction in currencies primarily 
reflected the expected U.S. relations 
with the respective country. A victory 
for Trump, would spur a sea change 
in U.S. policies that directly impact 
the greenback. Trump has promised 
to tear up U.S. trade agreements, 
called China the “grand master” of 
currency devaluation and argued that 
a strong dollar damages American 
competitiveness.

The Mexican peso was one of the 
worst performers against the USD. 
It immediately tumbled to a record 
low of 12%, its biggest drop since 
the country’s 1994-1995 devaluation 
crisis. The peso became one of the 
world’s most volatile currencies over 
the past month as traders weighed the 
prospects that Trump could score an 
upset win in the presidential race and 
make good on pledges to renegotiate 
the free-trade agreement that’s 
transformed Mexico into an export 
powerhouse.

The Canadian dollar traded at 1.3476 
versus the greenback, weakening from 
an earlier high of 1.3260. The currency 
has been on investors’ radar since 
Trump pledged to renegotiate NAFTA.

USD dropped 3.2% to 101.58 yen from 
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The Calm 
Before a 

Storm?

KEY MESSAGES:

Global markets have digested 
Trump’s win. The equity market’s 
initial bearish reaction was swift but 
short-lived. The bond rout proved 
more lasting. Trump’s policies have 
been interpreted by markets to be 
inflationary. The probability of a Fed 
December rate hike rose to 96%. USD 
is on the rise. Oil too as OPEC nears 
a deal to cut production with Russia. 
Gold tumbled to $1,202 an ounce.

This week saw an extraordinary 
demonetization in India and the BOJ 
and ECB made major announcements 
towards their respective stimulus 
plans. Central banks are intervening to 
curb falls in their currencies. We also 
highlight our concerns about China; 
the elephant in the room in our view.

Safety First

We have been keenly observing 
market developments and preparing 
to redeploy our client’s assets now 
that the dust has settled on Trump’s 
election as President of the United 
States. As ever our goal is to cap 
volatility and preserve capital. This 
is evident in the performance of our 
portfolios which do not reflect any 
significant volatility while markets, 
this year, have seen major events turn 
out much differently than expected. 
Brexit, the U.S. Election and Central 
Banks’ decisions on monetary stimulus 
were all predictable global macro- 
economic events which had the 
possibility of creating volatility. We 
sensed risks to market stability and 
positioned the portfolios defensively 

or into cash in good time. As each 
headwind passed by we kept our 
Safety First Portfolio investors well 
informed of our steps to ensure their 
capital was protected.

Market developments during the week

The U.S. population seemed to take time 
to accept the result as there were protests 
where demonstrators declared they 
would refuse to accept the result, CNN 
receiving numerous voicemails criticising 
the decision. But markets seemed to 
quickly digest the outcome as the initial 
bearish equity market reaction to the 
Trump victory was swift but short-lived. 
The bond market reaction has proved 
more lasting, as expectations of fiscal 
expansion have led to a sizeable jump 
in inflation expectations. The yield on 
the benchmark U.S. 10-year Treasury 
peaked at 3%, its highest level since the 
very beginning of 2016 as the narrative 
switched to deregulation and reflation. 
This fear pushed emerging markets lower.

USD gained 0.2% to $1.0601 per euro, 
after touching $1.0582, the strongest 
level in almost a year. USD also rose 
0.4% to 110.57 yen, on track for its 
biggest two-week advance since 
the 1980s. This surge was driven by 
expectations for Trump’s reflationary 
economic policies and a reinforced 
view that the Federal Reserve will raise 
interest rates in December.

In her congressional testimony, 
Janet Yellen counselled Trump and 
the Republican-led Congress to be 
cautious in loosening fiscal policy 
through big tax cuts and spending 
increases. Noting that investors had 
already concluded that such steps 
could lead to higher inflation, Yellen 
said the Fed would be watching what 
develops and would react accordingly.

Initially, the accepted wisdom was 
that the probability of a December Fed 
interest rate hike was much lower if 
Trump won, as markets feared Trumps 
protectionist policies and expected 
the Fed to be more accommodative 
by not raising rates. Now probability 
for a December hike has reached 96% 
as markets digest Trump’s policies 
and judge them as reflationary. The 
upcoming Fed meeting is on Dec 13-14.

In the U.S., an inflation gauge 
monitored by the Fed, the price 
index for personal consumption 

expenditures, rose to an annual rate of 
1.2% in September. The central bank’s 
target is 2%.

Equities

S&P 500 futures fluctuated within a 
smaller range during the week and 
by Friday registered a 0.2% drop. 
Commodity producers dragged down 
European equities as Mario Draghi 
indicated the region’s economy still 
needs stimulus. Japanese stocks 
rose with the Nikkei 225 entering a 
bull market, rising 0.6% as the yen 
continued to fall against the dollar. 
Emerging market assets have been 
hard hit. The MSCI Emerging Markets 
Index slumped 2.1%.

Bonds

Treasury 10-year note yields were at 
2.32% as of 6:44 a.m. in New York, 
according to Bloomberg Bond Trader 
data. Bonds around the world have 
been on their worst two-week run 
in at least 25 years and more than $1 
trillion has been wiped off their value. 
The yield on the U.S. 30-year Treasury 
peaked to 3% during the week. In 
Europe, the continuing government 
bond sell off was led by Italy which 
extended its bond prices decline to a 
fourth week, weighed down by rising 
expectations for global inflation and 
a referendum next month that could 
lead to an exit of its prime minister. 
Bonds also fell in South Korea, 
Malaysia and Thailand.

Commodities

Oil futures added 0.4% in New York, 
after falling as much as 1.9%. OPEC 
said it made progress toward a deal to 
cut production by more than 1 million 
barrels a day after another round of 
oil talks with Russia, but left crucial 
details, including the role of Iraq and 
Iran, to be resolved later this month. 
During the week, WTI Oil prices rose 
to $45.47 on the back of an increased 
push from OPEC members to finalize 
an oil production cut deal in time for 
a meeting due in Vienna on Nov 30. 
Meanwhile, the International Energy 
Agency said that U.S. oil production 
will grow more than previously 
thought this decade as shale drillers 
adapt to low prices, while suppliers 
elsewhere will be hit harder by OPEC’s 
fight for market share. Without a deal,

a high of 105.46. Japanese shares tend 
to gain when the yen weakens, since 
that can help manufacturers when 
they bring back profits from overseas.

While demand for havens, the yen 
and the Swiss franc, has continued, 
Sterling was also a little higher against 
the USD as investors shed exposure 
to the U.S. GBP/USD rallied overnight 
- in response to Trump’s victory – but 
failed to clear the 1.2557 highs of 
pre-election week. The pound could 
find itself back to 1.30 to the U.S. 
dollar in the next few days, a level that 
many see as export-boosting but not 
destabilizing nor too inflationary.

The euro was 0.6% higher at $1.1092 
as the dollar dropped across the board. 
Germany depends heavily on global 
trade, while Trump has spoken out 
against trade treaties.

Risk aversion in the aftermath of the 
Trump win may also push down other 
developing-world currencies on fears 
that his protectionist stances could 
hurt emerging economies by reducing 
imports from them. The South Korean 
won may take a hit, given questions 
that Trump has raised about the need 
for U.S. troops on the North Korean 
border.

Malaysian ringgit may also feel the 
blow, not only because of the risk off 
sentiment but also as the oil levels fall 
below $45 a barrel affecting this oil 
exporting economy.

Initial reaction in the U.K. of the U.S. 
president Election result

The impact of a Trump victory on the 
U.K. is still to be seen. British Prime 
Minister Theresa May’s government 
may use the surprise victory to 
reinforce the importance of listening 
to voters on Brexit. Apologies may 
also be in order as last year the British 
Parliament hosted a heated debate 
over a petition calling for Trump to be 
banned from visiting the U.K.

The most recent survey of global 
fund managers conducted by Bank of 
America Merrill Lynch found that cash 
holdings averaged 5.8% of portfolios 
in October, up from 5.5% in the prior 
month. This level ties July’s cash 
reading in the survey taken on the 
heels of the U.K.’s “Brexit” vote. Prior to 
2016, portfolio managers’ cash levels 
hadn’t reached these heights for the 
last 15 years.

As at today we still hold 100% of 
clients assets in cash but we expect to 
redeploy this over the coming weeks 
as it becomes clearer how Trump 
moderates his campaign pledges.

Jason Granite, 
Chief Investment Officer



the International Energy Agency 
predicted that 2017 will be the fourth 
consecutive year in which supply runs 
ahead of demand.

Gold tumbled to the lowest in more 
than five months, dropping as much as 
1.1% to $1,202.96 an ounce. Investors 
sold 30.5 metric tons of gold from 
bullion-backed funds so far this week, 
the most in three years. Silver neared a 
bear market, it fell 0.9% to $16.525 an 
ounce in London, reaching the lowest 
since June. Prices have dropped the 
most in three years. Silver neared a 
bear market, it fell 0.9% to $16.525 an 
ounce in London, reaching the lowest 
since June. Prices have dropped 
almost 20% from a closing high set in 
early August.

Nickel fell 1.5% in London to lead 
declines by industrial metals. Copper 
retreated 0.8%, heading for a weekly loss 
after entering a bull market last week.

Major economies

China

Our biggest concern at the moment 
remains China. China is the world’s 
second-largest economy and 
contributes more than one-third to 
global economic growth. The country, 
long a centre of low cost production 
and therefore an exporter of deflation 
to the west, has recently seen an 
increase in production costs driven 
by wage inflation. Rising prices could 
not have come at a worse time as 
U.S. President Elect Donald Trump 
has pledged to levy tariffs on imports 
from China, compounding already 
reduced demand from the west. China 
is, in part, looking to side step Trump’s 
protectionist policy by asserting its 
economic potential via the Regional 
Economic Co-operation Partnership 
(RCEP), a trade agreement seen to 
counter the Trans-Pacific Partnership, 
seen as “catastrophic” for the U.S. 
economy by Trump.

China’s GDP growth is driven by rapid 
and potentially unsustainable credit 
expansion, primarily in real estate which 
makes up c. 25% of economic activity. 
Many analysts believe the supply of 
credit to the property market, including 
towards potential non-performing 
loans, is being used to achieve official 

growth targets. Growth that is fuelled 
by debt has its limitations, weighing 
on productivity and reducing future 
growth. Productivity at China’s SOEs 
fell from 14% in 2002 to zero in 2015. 
The country now faces a challenging 
period as it manages the painful 
process of cutting unproductive 
businesses, laying off staff and reducing 
excess capacity. The International 
Monetary Fund estimates that business 
loans at risk (debts that may never be 
repaid) amount to 13% of GDP. The 
government will need to manage 
continued defaults, while avoiding a 
major financial market reaction and 
social unrest because of substantial job 
cuts, which is not an easy task.

Last month saw China sell dollars in 
a frenzy causing foreign exchange 
reserves to fall by $80bn, four times 
the September decline, driven by 
intervention in the exchange rate, 
negative currency valuation effects 
and capital loss in fixed income 
investments. Such a sharp drop is in 
line with reserve reductions in January 
2016 and August 2015 which rocked 
global equity markets. Economic data 
released in recent weeks, including 
annualised GDP growth of 6.7% for the 
third quarter running, show a positive 
picture of the real economy, however, 
intervention by the central bank to 
counter the devaluation of the yuan 
has helped to preserve calm in testing 
times, helping to boost exports.

On Wednesday, the yuan plunged 
to an eight year low as banks cut 
their expectations for the exchange 
rate against the dollar on fears that a 
potential rate hike in the U.S. could 
lead to an increase in capital outflows.

Debt Bomb

Debt growth in China has been 
staggering in the years since the 
financial crisis, and $25trn of public 
and private debt is a real threat to a 
global economy struggling to generate 
growth. As China is an obvious driver of 
global growth its approach to reducing 
debt, releasing the economy from its 
tightening grip, is critical for investors.

China’s debt surged to 247% of GDP 
in 2015, from 164% in 2008, faster 
than debt growth in the U.K. and U.S. 
before the financial crisis. Local and 

provincial governments borrowed 
c. $4trn – the size of Germany’s 
economy, and in many places, short 
term, off balance sheet loans funded 
real estate and infrastructure projects to 
boost employment and the economy. 
As the rate of lending sped up, the 
management of repayments has 
become more difficult, however, 2016 
has seen the credit boom continue with 
funds finding their way into real estate 
markets already in bubble territory. 
China may see a repeat of the credit 
crisis in the late 1990’s which led to a 
$650bn bailout of state banks. Another 
bailout may be required, but this time 
on a much larger scale as slowing 
economic growth, slowing global 
demand and a move to a consumption 
led economy force the government to 
act as companies struggle to grow their 
way out of fast growing debt.

In a sign of concern over defaults, a 
statement released earlier this month 
the Chinese National Association 
of Financial Market Institutional 
Investors (NAFMII) introduced the 
Chinese market to credit default 
swaps (CDS) to allow investors hedge 
against credit risks after 21 securities 
defaulted this year, compared with 
only seven in 2015. In the trading 
Monday, ten institutions including 
China’s four biggest banks conducted 
15 CDS deals with a combined 300 
million yuan ($44 million) of notional 
principal, according to the NAFMII 
statement. The introduction of CDS 
comes at a time when corporate 
defaults are beginning to rise which 
is of concern given the sharp rise 
in Chinese corporate debt since 
the financial crisis; China’s debt has 
more than quadrupled since 2007 as 
credit aided continued growth. CDSs 
are not the only “new” methods of 
managing corporate indebtedness; 
non-performing loans (NPLs) have 
been repackaged into bonds for sale 
to investors and debt for equity swaps 
have also been offered.

The adjusted loan to deposit ratio, 
an indicator of stress in the banking 
system, climbed to 80% as of June 30 
according to S&P Global Ratings who 
estimate that the ratio has exceeded 
100% for some smaller lenders. S&P’s 
measure is rising much faster than

official data shows as banks move 
to the shadows in off balance 
sheet lending. Should overall credit 
exceed deposits China would have 
limited options to deal with financial 
difficulties and may increase the central 
bank interest rate to pull in deposits. 
This could cause great difficulty for 
companies already struggling to make 
repayments, leading to default which 
is turn would cause further stress in the 
banking system.

The longer the inevitable can be 
delayed, the better

Any sign the world’s second-largest 
economy is losing steam may add to 
uncertainty in the global economy, 
which already faces the prospect that 
U.S. President-elect Donald Trump 
could impose punitive tariffs on 
Chinese imports. But for now, it’s all 
about domestic drivers, with efforts 
to dampen property prices tapping 
the brakes on China’s consumer. 
Industrial production rose 6.1% from 
a year earlier in October, compared 
with median estimate of 6.2% in a 
Bloomberg survey. Retail sales growth 
slowed to 10%, missing estimates for 
10.7%. Fixed-asset investment rose 8.3% 
in first ten months of the year. Even 
amid curbs in major cities, property 
development investment rose 6.6% 
from a year earlier in the first ten 
months, compared to 5.8% in the 
first nine. While cooling prices and 
fewer transactions will hurt services, 
construction fuelled by investment 
remains key to driving output. Credit 
and money supply data released Friday 
showed a moderation of total credit 
and new loans, while the money 
supply increased slightly. Aggregate 
financing decreased to 896.3 billion 
yuan ($131 billion) in October, versus 
1.72 trillion yuan the prior month.

China’s stocks rose, with the 
benchmark index entering a bull 
market, as the economy showed 
signs of stabilization and the rollout 
of property curbs boosted the lure 
of equities. Gains this quarter have 
been led by commodity producers 
and construction companies as 
the government boosts spending 
to bolster growth and the price of 
everything from coal to copper surges.

When the bubble bursts

Chinese banks will take a hit as they 

are the main source of financing. 

To the extent that off-balance-

sheet financing has been used, the 

government has recently ordered 

banks to transfer it back to their 

balance sheets. Accordingly, a bursting 

real estate bubble will blow a hole in 

banks’ balance sheets. The hole would 

be around 8% of total bank assets, or 

less. The government will certainly 

support the banks with bailout funds, 

if necessary. However, the external 

collateral damage will put downward 

pressure on commodities.

As per the note on The International 

Economy in fall 2010, given the 

economic size of the Peoples Republic 

Of China (PRC), through the trade 

linkage and multiplier effects, a 

slowdown in the PRC’s economy is 

estimated to lower world GDP growth 

by 0.42 percentage points. North 

Korea will likely be affected worst 

by a global recession because of its 

economic dependence on China. 

China accounts for more than half 

of North Korea’s cross-border trade 

because of its inability to identify and 

engage alternative trading partners 

to maintain its trading volume. Both 

Japan and Taiwan could also suffer 

a large negative impact, but they will 

fare much better than North Korea. 

In Southeast Asia, the Philippines and 

Malaysia would be hardest hit, with 

GDP growth slowing down by more 

than 0.40 percentage points, due to 

their strong trade linkages with the 

PRC. The adverse growth effects on 

other ASEAN countries (Indonesia, 

Thailand, Vietnam, and other 

Southeast Asia) are generally smaller, 

ranging from 0.27 to 0.35 percentage 

points. India is most insulated from 

the PRC’s slowdown. The PRC’s 

slowdown would also negatively 

impact developed economies, though 

the magnitudes would be smaller. 

Australia and New Zealand appear be 

more exposed than other developed 

economies because of their stronger 

export dependence on the PRC, 

especially in view of their reliance on 

commodity exports.

Europe

The euro is the second weakest 
currency this month among the G10 
currencies (behind the Japanese yen). 
This month’s rally in the pound and 
the dollar lead euro hit new fresh lows 
for 2016 against USD and 2-month 
lows versus GBP. Consumer inflation 
reached a 2-year high in October, but 
remains distant from the ECB’s target 
of 2%. ECB President Mario Draghi 
said the recovery in the euro-area 
economy depends on continued 
monetary support. The next ECB’s 
meeting is scheduled on Dec 8.

Mixed euro-area growth was 
witnessed as growth in Germany fell 
short of analysts’ expectations and 
slowed to 0.2% in the third quarter, 
down from 0.4% in the previous 
period. Volkswagen AG has reached an 
agreement with unions to cut as many 
as 30,000 jobs worldwide, with 23,000 
coming from Germany. Dutch growth 
came in ahead of forecasts.

There was better news in Italy for 
embattled Prime Minister Matteo Renzi 
as GDP grew 0.3% in the three months 
through September after a flat Q2 as 
per the Rome-based statistics agency 
Istat. However, the statistics agency 
itself signalled that the pick-up may be 
short-lived. A slowdown in economic 
growth might hinder Italy’s efforts to 
contain its public debt, the second-
biggest in the euro region as a ratio of 
GDP. All polls this month signalled that 
Italians will reject the government’s 
constitutional reform in the Dec. 4 
referendum. If the government falls 
and Italy’s political system remains 
unreformed, the safest assumption is 
a continuation of chaotic, cronyism in 
Italy’s politics; and Italy’s withdrawal 
from the euro (a demand of the Five 
Star Movement and an increasingly 
popular stance) becomes a real 
possibility. It’s unlikely the euro zone 
would survive that.

Visiting Europe this week, President 
Barack Obama urged leaders of the 
European Union towards Greece’s 
debt relief, indicating that economic 
stress and suspicion of unresponsive 
institutions were empowering populism. 
Greece’s public debt stands at roughly 
180% of gross domestic product.
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U.K.

GBP reached new 2-month highs 
against the euro and is clawing back 
Thursday’s losses versus the dollar. 
Germany’s Finance Minister has 
reinforced the EU’s tough position 
towards Brexit and the U.K. This 
clashes with the U.K.’s expectations of 
a softer stance from Germany, a net 
exporter to the U.K., indicating that 
euro clearing must be done within the 
Eurozone because the single currency 
is the EU’s common currency. 

Meanwhile, Bankers are softening their 
warnings that Brexit will force them 
to immediately ship large numbers 
of staff from the City of London. 
Executives at global banks are gaining 
confidence that Prime Minister Theresa 
May will secure a lengthy transition 
period that would carry them over 
from the current rules to whatever 
fresh terms of trade are agreed upon 
with the European Union. However, 
Banks continue to plan for the worst: 
the loss of their right to sell services 
freely around the EU from London 
after the end of the two-year Brexit 
negotiation period.

U.K. Retail Sales volumes rose 1.9% in 
October, the most since July. This was 
higher than 0.5% gain predicted by 
experts. The jobless rate fell to 4.8% in 
third quarter, the least since 2005 but 
there are signs that the labor market is 
slowing in the wake of the Brexit vote. 
Even household incomes are coming 
under growing pressure as the fall in 
the pound since the Brexit vote spurs 
inflation as real wages grew just 1.7% in 
the third quarter, matching the slowest 
rate since February 2015.

Inflation unexpectedly slowed in 
October to 0.9%, below expectations 
from economists who had factored 
in a larger hit from the weakening 
pound. Sterling briefly slipped below 
$1.24 after the data was released, 
before trading 0.6% lower at $1.2426. 
The economists have been predicting 
inflation could reach almost 4% next 
year as the 12% fall in the pound since 
the Brexit vote drives up import costs. 

India

Prime Minister Modi announced last 
week that 500 and 1,000 rupee notes 

would cease to be legal tender and 
would have to be deposited at banks 
by year-end, leaving only about one-
seventh of currency in circulation. 
This move was to prevent counterfeit 
currency and curb black money as his 
much-hyped amnesty scheme was a 
conspicuous failure, bringing in only a 
tiny fraction of the money that Indonesia 
and Argentina have repatriated using 
similar amnesty windows.

Outlawing high-denomination 
banknotes, which account for 86% of 
the 16.4 trillion rupees ($245 billion) of 
currency in circulation, will sting India 
Inc. Large parts of the rural economy 
use cash for 80% of transactions and 
have been hard-hit. India is risking 
about $211 billion of purchasing power 
to make a leap into a cashless future. 
The landing won’t be smooth, but 
the change could be as far-reaching 
for the global economy as the U.S.’s 
1873 decision to scrap the silver dollar. 
The 1873 demonetization of silver by 
the U.S. was deflationary. The Indian 
shock, which comes amid anaemic 
global demand and heightened 
political anxiety, may be no different.

On the flip side, the central bank in 
Mumbai has more room now to cut 
interest rates, which could prompt 
bond investors to pump money into 
the country to lock in the risk-free 
yield, which slid by 13.5 basis points to 
6.66% Wednesday morning. State Bank 
of India (SBI) reduced rates on deposits 
from one year to 455 days to 6.90%, 
down 15 basis points, while keeping 
the 7% rate for deposits between 211 
days to one year unchanged. That may 
not be great news for those putting 
their money in banks but lending 
rates are likely to follow suit in a few 
weeks, possibly giving sluggish credit 
expansion a much-needed boost and 
shoring up growth.

Moody’s expects the asset quality of 
loans against properties to deteriorate 
as real estate, which often involves 
black money transactions, will be hit 
by demonetisation. Even the micro-
finance segment will be impacted since 
it is primarily a cash heavy segment.

A freeze in land and property 
transactions, which act as parking lots 
for income that has evaded taxation, 
could lead to a significant drop in 

prices. That would hurt developers, 
but help the middle class. There 
was a surge in demand for luxury 
watches and gold after Modi’s sudden 
announcement as wealthy Indians 
rushed to make costly purchases with 
unaccounted cash.

The idea of cash as the villain has 
percolated into the mainstream. The ex-
CEO of Standard Chartered Plc. wrote a 
paper this February urging the G-20 to 
ban €500, $100, and £50 notes, an idea 
backed by Larry Summers. Across Asia, 
countries are moving away from high-
denomination notes: Korea plans to go 
cashless by 2020.

Japan

Japanese GDP expanded by an 
annualized 2.2%, far ahead of 
expectations for 0.8%, with a rebound 
in exports leading the gains. This week 
Japan’s central bank launched its first 
ever fixed-rate operations overnight, in 
which it offered to buy unlimited two- 
and five-year notes at yields of minus 
0.09% and minus 0.04% respectively. 
With this, the BOJ fired a warning shot 
at the government bond market to 
maintain its yield-curve target. The yen 
closed at 110 by Friday.

Philippines

Philippines posted the strongest 
economic growth in Asia at 7.1%. 
Undeterred by risks such as Donald 
Trump’s protectionist ambitions and 
President Rodrigo Duterte’s rants 
against the U.S., the economy grew 
at its fastest pace in three years 
last quarter. Gifted with a young 
population and backed by $50 billion 
of revenue from remittances and 
outsourcing, the Philippines is getting 
an additional boost from Duterte’s 
$160 billion-infrastructure plan aimed 
at creating jobs.

Central banks in action

In Asia, the rising USD sparked 
interventions as central banks there 
tried to calm their currencies. The yen 
weakened past 110 to the dollar. The 
Turkish lira dropped to a new record of 
3.4084 per dollar.

The Mexican peso has had the worst 
year, it further leads this week’s 
currency loss as USD strengthened on
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the increased Fed rate hike probability. 
Mexico’s fundamentals don’t support 
the case for such currency weakness. 
Inflation is in check, the nation’s credit 
rating is still investment-grade, and 
economic growth estimated at 2.1% 
this year looks bountiful compared 
with recessions in Brazil and Russia, 
home to the two of the world’s 
best-performing major currencies. It 
has something to do with the global 
environment. To protect against lower 
commodities prices, slowing growth 
in China, instability in Europe, or just 
about anything traders have been 
shorting the peso. Mexico’s Central 
Bank Governor said last week that 
Mexico risks turbulence regardless of 
the vote outcome and the bank was 
working on a contingency plan. The 
peso slumped 1.5%, weakening for 
a second day after the central bank 
raised borrowing costs, signalling 
that the market may have expected a 
bigger increase or more measures.

Indonesia’s central bank intervened 
a week ago after the rupiah dropped 
as much as 3%. Malaysia’s central 
bank said the same day it would 
manage volatility. The rupiah and 
ringgit are the most vulnerable Asian 
currencies to higher U.S. borrowing 
costs. Malaysia’s ringgit weakened 
4.9% since Nov. 8. India’s central bank 
was said to be buying rupees as the 
rupee declined 2.1%.

South Korea’s won has dropped 4.1%. 
The Bank of Korea said Friday it will 
buy 1.5 trillion won ($1.3 billion) of 
government bonds on Nov. 21, after 
the governor said the central bank 
will take steps to stabilize markets if 
needed. The yield on South Korea’s 
10-year sovereign note rose four basis 
points to 2.14%.

While emerging-market central 
banks are intervening to support their 
currencies against the dollar, ECB 
President Mario Draghi did nothing 
to strengthen the euro this Friday 
when he said that the current level of 
monetary support will remain a “key 
ingredient” for the economic outlook 
in the coming years. The ECB will 
decide on Dec. 8 on the future of the 
current asset-purchase program that is 
due to end in March 2017.

The markets appear to have become 
resilient to uncertainty. Be it Brexit or 
Trump’s win, there has been the usual 
initial reaction but this proved to be 
short term and markets are back to 
trading as usual. Investors are turning 
a blind eye to the problems of China 
and hoping that Central Banks will 
continue to push everything higher. 
We are concerned and will remain 
defensively positioned.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 18/11/16)	 (29/04/16 to 18/11/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.44%	 1.48%	 0.99%	 1.34%

FTIM Safety First 3	 2.67%	 1.94%	 1.75%	 1.72%

FTIM Safety First 4	 2.96%	 2.98%	 1.73%	 1.82%

FTIM Safety First 5	 4.08%	 3.27%	 2.15%	 2.61%

FTIM Safety First 6	 6.95%	 5.01%	 4.46%	 4.77%

Date: 18 November 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.



KEY MESSAGES:

Equity markets have been relatively 
muted, posting small gains over the 
week due to the impact of the Donald 
Trump victory in the U.S. elections. 
However, there were more significant 
movements in both the bond market 
and the currency market as the dollar 
continued to strengthen and bonds 
continued to sell off.

The rampant USD battered the 
yen and many emerging market 
currencies, and forced gold down 
$4 to $1,184 an ounce, the metal’s 
cheapest price in 9 months.

Yellen said Trump’s victory had 
caused no significant change in 
the outlook for U.S. growth, and 
signalled the hike in benchmark rates 
at its meeting next month.

Market developments during the week

In pre-Thanksgiving trading, the Dollar 
$ hit decade highs after stronger 
economic data bolstered the case for 
an interest-rate increase in December 
2016 and reinforced the view that the 
multi-decade bond bull market has 
reached a turning point.

U.S. employment and wage data 
were solid with year-over-year 
average hourly earnings for workers 
reaching a new cyclical high of 2.8% in 
October. Non-farm payrolls numbers 
remained strong, especially so far into 
a recovery. While the more widely 
used U3 unemployment rate has held 
steady at about 4.9%, the broader U6 
unemployment rate has dropped to a 
new post-crisis low of 9.5%.

GBP traded to its best exchange rate 
against the EUR on Thursday since 

mid-September 2016 at 1.18 after 
a robust bounce in EUR/USD, but 
failed to hold above these levels and 
instead trended relatively flatly near 
its weekly highs at 1.175. How Sterling 
fares against the Euro next week will 
be interesting to watch, on account of 
the latest forecasts for U.K. economic 
growth with a number of important 
data releases scheduled.

Commodities

Oil prices rose sharply on Monday as 
traders weighed up the prospects of a 
deal between Opec member countries 
to cut production. The jump in prices 
came even as the physical oil market 
remained weak with plentiful supplies 
in the North Sea, while the rally has 
not been derailed by a pronounced 
strengthening of the U.S. dollar since 
the election of Donald Trump.

OPEC’s gathering on November 30 
is supposed to finalize its Algiers deal 
to bring down the group’s collective 
production to a range of 32.5 million 
to 33 million barrels a day. It pumped 
34 million barrels a day in October, 
according to data compiled by 
Bloomberg.

Brent crude rose 20 cents to 
$49.28 per barrel after Iraq’s prime 
minister signalled it will agree to cut 
output. OPEC’s focus has shifted 
to negotiations with Iran and non-
member Russia for production curbs 
following the news, Iraq says, it is 
ready to cut output.

Saudi Arabia will not attend a meeting 
with non-Opec producers such as 
Russia and Kazakhstan on Monday, 
arguing that ‘since Opec has not 
reached agreement, there is no need 
to have a meeting with non-Opec’ 
countries. Brent crude was down 
1.7% after the news at $48.18 a barrel, 
closing to its lowest on Friday.

Gold has fallen 7% since the election 
earlier this month as traders have 
also cut their net holdings. It has 
dropped below $1,200 a troy ounce 
for the first time since February as a 
$3.8bn outflow from exchange traded 
funds over the past 10 days is seen 
intensifying the liquidation of holdings 
by investors.

Gold is being tormented by a stronger 
dollar, higher U.S. yields and a rallying 
stock market since the election of 
Donald Trump.

Gold collapsed in November 2016, 
while cheaper haven silver entered 
a bear market, as investors embrace 
risk on the back of President-elect 
Donald Trump’s pledges to increase 
infrastructure spending and revitalize 
the economy.

Spot silver dropped to $16.1745 an 
ounce on Friday, the lowest level since 
June, before rebounding. The metal 
has declined more than 20% from the 
year’s closing high in August.

Copper has suddenly burst into life, 
surging 14% this month to above 
$5,500 a tonne as investors start to 
pick apart widely-held assumptions 
about the underlying dynamic for a 
metal used in everything from wiring 
to power grids.

The futures price for the January 
2017 iron ore contract is up 8.9% at 
Rmb616.5 a tonne on China’s Dalian 
Commodity Exchange on Thursday. 
The generic iron ore futures contract 
was up 4.5% at Rmb555 a tonne on the 
Dalian Commodity Exchange for its 
best rise since November 2015.

Bonds

Globally, bond funds lost $8.6bn, with 
$2.5bn coming out of the U.S., as bond 
yields, which move inversely to price, 
have risen sharply since November 
8. Emerging market bond and equity 
funds also continued to shed money, 
with investors pulling $2.9bn and 
$1.9bn from funds, respectively.

The bond market experienced its 
biggest two week drop in nearly 25 
years as prices continued to fall and 
yields rose. A full employment picture 
emerging in the U.S., combined with 
Trump’s incoming fiscal plans have 
raised market concerns for future 
inflationary expectations, and as a 
result, investors require a higher yield 
to compensate them for these future 
inflationary pressures. This in return, 
lowers the price of bonds. Donald 
Trump’s promise to unleash a $1tn 
economic stimulus package of tax cuts 
and infrastructure investments, has 
caused a seismic shift in global bond 
markets, with prices tumbling and 
borrowing costs rising as investors bet 
that inflation will reappear. The Barclays 
U.S. Aggregate bond index, the widest 
measure of the fixed-income market, 
returned minus 2.3% over the period.
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The 10-year Treasury yield at one point 
climbed by as much as 10 basis points 
to over 2.4% for the first time since the 
summer of 2015. The two-year note 
yield, the one most acutely sensitive to 
interest rate expectations, climbed to a 
six-year high of 1.15%. 10-year nominal 
rates have increased by 50 bps and 
2-year rates by 21 bps since the 
election, resulting in negative returns 
over this period. This change has been 
attributed to the expected impact of 
forthcoming fiscal stimulus and higher 
inflation, these trends were in place 
before the election as a result of the 
improvement in the U.S. economy and 
fading global growth concerns.

Eurozone corporate bond risk 
premiums have jumped to their 
highest level since July, as Donald 
Trump’s victory in the U.S. election 
effectively erased gains generated by 
the European Central Bank’s policy 
of buying companies’ debt. The ECB 
has purchased €44bn of corporate 
bonds so far. The ECB was considering 
changes to its securities lending 
programme, which would ease a bond 
shortage. The ECB is seriously out of 
the money at the moment.

Equities

More than $5.1bn flow into U.S. stock 
funds, for the week ending November 
23, according to data from EPFR, as 
Donald Trump’s rhetoric over renewed 
growth for the economy shows no 
sign of abating,

The Russell 2000 index of small-cap 
shares has surged 11.7%, touching 
a record peak for the first time in 17 
months. It is benefiting as investors 
make a big bet that domestically-
focussed companies will be insulated 
from the stronger buck, outperforming 
larger multinationals on the S&P 500. 
An exchange traded fund tracking the 
Russell 2000 has attracted $5.8bn since 
November 8, according to ETF.com.

DJIA is up 3.8% since the election, that 
showing rests on heavy lifting from 
a handful of companies. Goldman 
Sachs, the most expensively priced 
share on the Dow, has rallied 16% to 
$211. JPMorgan at $78, and Caterpillar 
at about $94, have risen 12 and 11%, 
respectively.

The S&P 500 matters greatly for 
institutional investors because it is 
the dominant benchmark for many 

portfolios. Its gain of nearly 3% since 
the election has been led by outsized 
gains for the S&P financials sector, 
up 11%. It is important to note that 
excluding the financial sector, the S&P 
500, in aggregate is up only 0.75% 
since the election.

Attributing this most recent rally to a 
Trump victory belies the notable turn 
around in sales and earnings of U.S. 
companies. With 95% of companies 
having reported their third quarter 
results, S&P earnings have increased 
by 3.0%, after five consecutive quarters 
of losses. This increase compares to a 
3.5% decline in the preceding quarter. 
If we exclude energy companies, third 
quarter earnings increased by 6.4% after 
a mere 0.5% rise in the second quarter.

Within equities, the financial sector has 
outperformed since the election with 
a total return of 10.8%, followed by 
industrials at 5.1%. The financial sector 
has been outperforming broader 
markets since late June given a rising 
interest rate environment and the 
increasing probability of a Fed rate hike 
in December. Over this entire period, 
financials generated a total return of 
26.9% compared to the S&P 500 at 
9.1%. The outperformance is even 
more pronounced in U.S. banks, which 
have outperformed by 28.8% with a 
total return of 37.9% since late June. 
While the Trump election has given the 
financial sector a boost, it is important 
to note that it is a boost to a trend that 
was already firmly in place.

Next off the rank is Energy, with a 4.3% 
increase, is catching up as optimism 
over an Opec production cut being 
formalised at the end of the month 
has propelled crude sharply higher. 
After lagging behind in 2014 and 
2015, energy is on track to be the best 
performer this year with an 18.7% rise 
so far.

The pan-European Stoxx 600 index 
rose 0.3% as energy stocks were 
supported by initially firmer oil prices.

Currencies

100% odds of a December Fed move 
has pushed the Dollar $ to a decade 
high. The dollar pared a weekly surge 
spurred by the prospect of a higher 
interest-rate environment in the U.S.

Since November 8th, the U.S. Dollar 
Index is up 3.4%. The trade-weighted 
index is up 4.4%. There are two 

factors which have driven the dollar 
over the longer period: significant 
undervaluation after the global 
financial crises and the divergence of 
the U.S. economy and U.S. monetary 
policy from those of the Eurozone, 
Japan, and emerging market 
countries over the last several years. 
While the Dollar $ is close to fairly 
valued, divergent monetary policy 
will continue to lead to some further 
limited appreciation in the dollar over 
the course of 2017.

The dollar index, which tracks the 
U.S. currency against a basket of its 
peers, euro was down 0.7% to $1.0551, 
touching its weakest since March 2015.

Most Asian EM currencies were 
struggling versus the greenback, as 
traders bet that higher U.S. rates may 
draw capital away.

At one point, Malaysia’s ringgit fell to 
4.47 per dollar. Indonesia’s rupiah, the 
Thai baht and the Philippine peso also 
came under pressure in Asian trading, 
with the latter at one point moving 
above 50 pesos to the U.S. dollar for 
the first time since November 2008.

The Turkish lira hit a record low of 
3.45 per dollar even after the country’s 
central bank hiked interest rates by 
half a percentage point to 8% in what 
analysts saw as an attempt to support 
the currency. The lira took a dip lower 
after the European Parliament voted 
to call for a suspension of Turkey’s EU 
membership talks.

The greenback is also up 0.8% to 
¥113.3, leaving the yen at its weakest 
since March, and taking the USD/
JPY 14-day relative strength index, a 
closely watched momentum gauge for 
the pair, to 84.5. However, yen gained 
0.4%to 112.81 per dollar, following the 
news that the Japanese economy may 
be emerging from deflation.

The Indian rupee strengthened 
0.4%after sinking to a record low 
Thursday, while the South Korean won 
gained 0.2 percent.

China’s yuan, which fell to an eight-
year low against the dollar this week, 
was little changed. The yuan rose this 
week to an August high versus a basket 
of peers, signalling that its declines 
against the greenback have been 
more moderate than those of other 
currencies.



Interest rates

Global long-term interest rates 
declined significantly at the beginning 
of the year, reflecting: Fears around 
China, the price of oil, and a U.S. 
recession and Easing by the ECB and 
BOJ, which stimulated concerns on 
bond scarcity and adverse effects of 
negative yields.

Global growth concerns and cuts to 
the neutral rate outlook have kept 
the Fed from rising rates in 2016 so 
far. These concerns have faded and 
the expected policy mix has shifted 
away from monetary to fiscal stimulus, 
leading to higher yields.

Realized inflation has turned more 
positive recently. More central banks 
are also showing a willingness to let 
inflation overshoot (U.S., BOE, BOJ), 
albeit for different reasons.

Yellen confirmed that she would stay 
on until her term finishes in 2018. 
Yellen also stated there would be 
no particular change to the path of 
interest rates and hinted there would 
be a likely rate rise again in the future, 
further confirming the ongoing 
strength of the U.S. economy.

The Fed’s estimate of the long-run 
neutral interest rate has declined 
over the last few years to 3%. The 
implication of a lower neutral rate is 
that the Fed can move at a slower 
pace. However, two factors that have 
kept the Fed from hiking could be 
changing: 1) rising inflation tends to 
push up on the neutral rate; 2) financial 
conditions tightening from USD 
appreciation has slowed.

Once the Fed resumes hiking in 
the coming quarters, markets will 
gradually reprice the path of interest 
rates higher.

Uncertainty about fiscal stimulus 
in U.S.

In the U.S., events have moved in a 
USD-positive direction, between the 
rising likelihood of fiscal stimulus, 
more protectionism and immigration 
controls, all of which add up to a more 
inflationary mix and tighter-than-
otherwise monetary policy setting.

Inflation expectations have not 
become unhinged—but like equities 
and interest rates, they have received 
a post-election boost to trends already 
underway.

Trump’s proposed tax cuts and 
stimulus spending would increase 
the rate of growth in the short term. 
However, other components of 
his policy proposals, such as trade 
tariffs and immigration policies, are a 
negative for longer term growth.

Trump has said he would impose tariffs 
of 35% or higher on Mexico and China. 
This could boost the average tariff by 
11 percentage points (from 1.5%) and 
quickly bring core inflation over 2%.

Fiscal policy is unlikely to have a 
significant impact on economic 
growth, the S&P 500 earnings 
trajectory, interest rates, inflation or 
the dollar. There are certainly many 
other policy areas where the impact 
can be significant. A notable increase 
in trade tariffs that would reduce 
trading with key partners in the U.S. 
supply chain, an escalating trade 
war with China, and a significant 
reduction in immigration would all be 
detrimental to long term U.S. growth 
and that of other developed and 
emerging countries.

It is likely that tax reforms and 
infrastructure stimulus will be enacted 
sometime in 2017, it is virtually 
impossible to forecast both the size of 
the tax cuts and infrastructure spend as 
well as the impact of the fiscal stimulus 
on the economy over time.

President-Elect Donald Trump’s tax 
proposals were comprised of $2.85 
trillion of corporate tax reform that 
would include repatriation of foreign 
earnings held overseas by U.S. MNCs 
(which have been estimated at $2.6 
trillion by the Congressional Joint 
Committee on Taxation), and about 
$900 billion of income tax cuts 
(primarily lowering the top marginal 
tax rate from 39.6% to 33% and the 
removal of the Affordable Care Act tax). 
On the spending size, the proposals 
included a $950 billion increase in 
military spending and a $550 billion 
investment in infrastructure.

Jonathan Lieber of the Eurasia group 
has assigned a meagre 15% probability 
to the enactment of these proposals. 
He expects that a substantially 
watered-down version of tax reform 
and infrastructure spending will be 
approved in the second half of 2017 
at the earliest. While the Republicans 
understand they have maintained their 

majorities because of the Trump effect, 
Jonathan Lieber believes that neither 
the key players in the Senate or the 
House are prepared for infrastructure 
spending bills or non-revenue neutral 
tax cuts.

Major economies

In Europe, investors are waiting to 
hear from the ECB on 8 December, 
specifically on how much longer, at 
what pace and under which modalities 
the central bank intends to continue 
conducting asset purchases. The ECB’s 
bond buying programme, alongside 
the BoJ’s, has been a significant 
force behind the decline in the term 
premium across developed markets, 
and has kept EMU spreads largely in 
check.

In Europe, ongoing uncertainty over 
the Brexit process will likely weigh on 
Sterling £, while the slew of elections, 
including the Italian political fallout 
after the constitutional referendum on 
4 December and general elections in 
France, Germany and the Netherlands, 
will weigh on the EUR, especially if far 
right and populists win out.

The OPEC meeting on 30 November 
will be important for the near-term 
inflation outlook and for Emerging 
Markets. There are several moving 
parts affecting the oil supply outlook: 
producing countries’ incentives not to 
comply with the agreed production 
cuts, the Trump Administration’s 
energy policy and its stance towards 
Iran, and the cost efficiency gains of 
U.S. shale producers.

Japan

Prices in Japan are showing signs 
of bottoming out as the strength of 
the dollar since Donald Trump’s U.S. 
election victory gives new hope in the 
fight against deflation. The headline 
consumer price index recorded its first 
year-on-year rise for eight months 
in October while the Bank of Japan’s 
preferred measure, which excludes 
fresh food and energy, rose 0.3% 
compared with 0.2% a month earlier.

Japan’s economy grew by more 
than 2% in the third quarter, much 
faster than expected, as the country’s 
exporters overcame the strength of 
the yen. The stronger growth reduces 
pressure on the Bank of Japan to 
launch further monetary easing.

32 33

points to 8% came despite a televised 
call by President Recep Tayyip Erdogan 
to cut rates instead. But the surprise 
decision by the Turkish central bank 
to hike rates failed to reverse the sell 
off in the lira, which fell to another 
record low on Friday morning. The 
short-lived bounce in the currency 
immediately following the decision, 
which fully reversed within 75 minutes 
of the announcement, shows investors 
think there is still more to be done 
to stem the weakening currency. But 
analysts said Turkey’s central bank 
would be forced to raise rates again, 
noting $210bn of foreign currency debt 
owed by the country’s non-financial 
corporate sector, which arguably puts 
it among the emerging economies 
most at risk from any rise in U.S. interest 
rates.

South Africa, another country whose 
currency has been under pressure 
from the markets, kept its benchmark 
repo rate on hold at 7% on Wednesday.

The Reserve Bank of India released 
the figures on Monday amid growing 
controversy over the impact of Mr. 
Modi’s surprise demonetization. 
Indians have returned $80bn worth of 
high-value currency notes to banks. 
The outlawed Rs500 and Rs1,000 
notes are together worth about 
$220bn, and make up 86% of the cash 
circulating in India’s economy. Banks 
have so far dispersed $15bn in new 
notes. Analysts estimate the shock 
of the currency ban will shave 0.5 to 
1 percentage point off India’s GDP 
growth in the current financial year -  

assuming significantly more cash is 
pumped into the economy by the end 
of next month.

U.K. economy

The U.K. economy continues to be 
resilient, with GDP rising 0.5% in 
the third quarter as consumers and 
businesses increased their spending in 
the third quarter.

Household spending rose 0.7%from 
the second quarter and business 
investment increased 0.9 percent, the 
Office for National Statistics said on 
Friday. Growth overall was unrevised 
at 0.5 percent, with trade providing the 
strongest contribution.

The annual rate of house-price growth 
in London was 9.1%in October, almost 
the lowest in three years, according 
to data compiled by Hometrack. 
Home prices in London have surged 
86%since 2009 as the supply of new 
stock failed to meet demand from 
domestic homebuyers and overseas 
investors. However, Reports since 
Britain’s vote to leave the European 
Union point to the value of land in 
central London declining by more than 
10%in the past year, while house prices 
are 11%below their 2014 peak.

Upcoming events

OPEC ministerial meeting on 30 
November 2016.

ECB’s monetary policy meeting to be 
held on 08 December 2016.

Jason Granite, 
Chief Investment Officer

Japan

Prices in Japan are showing signs 
of bottoming out as the strength of 
the dollar since Donald Trump’s U.S. 
election victory gives new hope in the 
fight against deflation. The headline 
consumer price index recorded its first 
year-on-year rise for eight months 
in October while the Bank of Japan’s 
preferred measure, which excludes 
fresh food and energy, rose 0.3% 
compared with 0.2% a month earlier.

Japan’s economy grew by more 
than 2% in the third quarter, much 
faster than expected, as the country’s 
exporters overcame the strength of 
the yen. The stronger growth reduces 
pressure on the Bank of Japan to 
launch further monetary easing.

Emerging markets

Donald Trump’s victory in the U.S. 
presidential election is battering 
the Mexican peso, Turkish lira and 
other emerging market currencies. 
Meanwhile, the U.S. Federal Reserve 
has hinted that it may raise interest 
rates in December. If it does, the pace 
of capital racing out of emerging 
markets and into the U.S. may 
accelerate.

Since election day, the Mexican peso 
has depreciated 11% against the dollar. 
Investors fear that if Trump follows 
through on his campaign promise to 
re-do the North American Free Trade 
Agreement, automobiles and other 
Mexican exports to the U.S. would be 
slapped with heavy tariffs.

Looking across the EM equity 
spectrum, we find that Brazil, Poland 
and India offer an ‘insulated exposure’ 
to the EM growth recovery story, 
without being particularly exposed 
to China growth or U.S. trade policy. 
Goldman recommends buying an 
equal-weighted, currency unhedged 
basket composed of the Warsaw 
Stock Exchange Total Return Index, 
the Ibovespa Brasil Sao Paulo Stock 
Exchange Index, and the NSE Nifty 50 
Index, looking for a gain of 20%and 
bowing out if the position falls 
10%from current levels.

Turkey’s central bank raised interest 
rates for the first time in almost 
three years, as pressure mounted 
on emerging markets in the wake of 
Trump’s election as U.S. president. 
The bank’s decision to respond to 
a weakening lira by increasing the 
benchmark weekly repo rate 50 basis

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance
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02 December 2016
WEEKLY INVESTMENT UPDATE

OPEC 
reaches first 

agreement 
in 8 years

KEY MESSAGES:

Dollar Strength abated along with 
global stocks. The U.S. payroll report 
and the Italian vote of confidence 
weighed briefly, boosting sterling. 
Treasuries rose with stocks.

Market sentiment towards gold 
weakened on the expectation of 
higher interest rates and higher 
inflation, particularly in the U.S.

Crude prices jumped to the six-week 
high after OPEC agreed on a deal to 
cut production, which pushed U.S. 
crude prices past $50 a barrel.

Emerging market equities continued 
to perform well. Asian markets rose 
slightly while Europe and the U.K. 
were largely flat.

Market developments during the week

After a holiday shortened trading week, 
in which U.S. stock markets notched 
fresh record highs, investors turned 
their attention to the oil market and 
the U.S. jobs report. U.S. short-term 
treasury yields and the dollar took a 
brief dive after the latest jobs report.

The U.S. economy added 178,000 jobs in 
November, while the unemployment rate 
slid to 4.6%, its lowest level in 9 years, 
from 4.9% in the previous month. That 
came as the labor force participation 
rate slid to 62.7%, from 62.8% previously. 
Average hourly earnings unexpectedly 
slid 0.1% in November.

U.S. personal income rose 0.6% 
in October from September, the 
fastest since April, highlighting 
the growing upward pressure on 
wages from a tighter job market. 
Wall Street economists had forecast 

a 0.4% increase. The core personal 
consumption expenditures price 
index, held steady at a year-on-year 
rate of 1.7% in October, according to 
Wednesday’s report, from a pace of 
1.3% during the same month in 2015. 
The U.S. central bank is targeting 
roughly 2% inflation. Elsewhere, 
consumer spending rose by 0.3% in 
October, missing expectations for a 
rise of 0.5%.

The Bloomberg Dollar Spot Index 
headed for its first weekly drop since 
Donald Trump’s election. The Trump 
rally is running out of steam as fresh 
concerns over the outlook for the U.S. 
and stability in Europe weigh on the 
dollar and global equities.

Donald Trump promised to make it 
“very very difficult” for U.S. companies 
to move jobs to countries where 
production costs are cheaper, as he 
spoke at a Carrier furnace factory in 
Indiana, announcing a deal to stop the 
company moving hundreds of jobs to 
Mexico. What he didn’t shout about 
was the $7m of local tax and other 
incentives offered to secure the 1000+ 
jobs at Carrier. It will be interesting 
to see if the “protectionist” approach 
lasts and how meaningful it turns out 
to be. Trump may also have held up a 
sign to every U.S. corporation saying, 
“threaten to leave and we will offer you 
incentives”. This could be dangerous.

Commodities

Crude prices jumped on Thursday 
to the highest in six weeks hitting 
$54.53 a barrel after OPEC clinched a 
deal to cut production, starting from 
January 2017. The organization agreed 
on cutting production by 1.2 million 
barrels to a total of 32.5 million bpd, 
while outside producers would cut 
output by 600 thousand bpd.

Oil is trimming some of its recent rally 
after two days of big gains, but is still 
on track for its best week in more than 
seven years. It is still up more than 14% 
for the week after OPEC pledged to 
cut production for the first time since 
the 2008 financial crisis.

OPEC’s first production cuts in eight 
years are intended to shrink the world’s 
bloated oil stockpiles back to a normal 
level, paving the way for prices to rise 
to more than $60 a barrel.

Goldman Sachs wrote in a note 
that “a sustained rally in oil prices 

beyond current levels would require 
confirmation of participation by non-
OPEC producers or more clarity on what 
Iran has agreed to do”. We are not so 
sure and like oil exposure at these levels.

Russia promised to support a push 
by OPEC to reduce a global oil 
oversupply, cutting down its own 
output by as much as 300,000 bpd, 
a stronger move than the previously 
preferred position of a freeze. Russian 
crude and condensate production 
averaged 11.21 million barrels a day in 
November, compared with a record 
11.23 million barrels a day in October, 
per the Energy Ministry’s CDU-TEK 
statistics unit.

Gold prices kept falling on Thursday 
to a 10-month intraday low of $1,160 
an ounce despite the dollar sliding 
against major rivals, which would have 
normally buoyed the yellow metal. 
Gold is starting December lower 
amid selling pressures due to lower 
demand on the safe haven as demand 
climbs for global stocks. Higher U.S. 
unemployment claims pushed the 
dollar lower but that didn’t buoy the 
precious metal due to expectations 
of a Fed rate hike this year, weighing 
negative on gold futures. However, 
the price of gold recovered $4 to 
$1,175 as rising bond yields raised the 
opportunity cost of holding the non-
yielding precious metal. However, gold 
futures gained for the first time in four 
days amid signs of political uncertainty 
ahead of an Italian referendum this 
weekend. We think there is little 
conviction behind gold and it seems 
likely to fall further over the coming 
weeks and months.

Copper prices fell on Friday after 
rising for two straight days, as traders 
collected profits on the metal’s futures 
before the weekend despite U.S. dollar 
weakness. Copper last traded at $2.603 
a pound on Friday. Copper’s dip comes 
as demand fell on commodities due 
to profit-taking after the metal hit its 
highest level this week, triggering 
selling operations before the weekend.

Wheat futures dropped over 2% to 
below $400 a bushel in American 
trade, shrugging off the dollar index’s 
fall which followed some earlier data 
from the U.S., the world’s second 
largest wheat exporter. On another 
note, the U.S. Agriculture Ministry 
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expects the area dedicated for wheat 
agriculture to fall by 1.7 million acres 
next year to 48.5 million acres, and for 
the wheat yield to dip to 1.94 billion 
bushels, the lowest in 11 years.

Bonds

U.S. Treasury yields hits new highs 
for the year after New York Federal 
Reserve president William Dudley 
said that he was optimistic the central 
bank’s inflation target would be met 
in the “next few years”. Despite the 
fall in three-year consumer inflation 
expectations from 2.86 to 2.58% 
between June and October, Mr. 
Dudley said the recovery in the rate 
over the course of 2016, compared 
to 2015, confirms that inflation 
expectations are well-anchored. 
The 10-year break-even rate, an 
influential measure of market inflation 
expectations derived from comparing 
the yields of conventional and 
inflation-protected Treasuries, has 
climbed to a one-and-a-half year high 
of 1.97% this week.

On Friday, the policy-sensitive 2-year 
U.S. government bond yield is down 2 
basis points to 1.13%. Treasury 10-year 
yields dropped eight basis points to 
2.37% after increasing on Thursday to 
the highest since June 2015, though 
that is still near the richest yield since 
June 2015, having surged 62 basis 
points over the last month.

The 30-year Treasury yield rose by 
12 basis points to 3.06%, the most 
since the market turmoil that followed 
Donald Trump’s election, after Steven 
Mnuchin, the Treasury secretary 
nominee indicated that the U.S. 
government would seek to ramp up 
issuance of ultra-longer-term debt.

Australian government debt due in a 
decade yielded 2.86%, up another 8 
bps on Friday, headed for their highest 
closing level since January, while 
yields on similar maturity New Zealand 
notes rose by six basis points to 3.28%.

Equities

U.S. energy and oil shares advanced 
on the back of higher oil prices, 
leading the Dow Jones and Standard 
and Poor’s indices higher, while tech 
shares dragged NASDAQ lower.

The rise in oil prices helped push U.S. 
energy stocks up by around 0.4%, while 
financials gained about 1%. However, 
those moves were countered by 

another sell-off for technology stocks 
and the S&P 500 equity index ended 
0.4% lower at 2,191.

It seems to us that the best bet in the 
U.S. right now is anchored in industrial 
stocks, and we have a firm eye on the 
Dow in this regard.

Global markets are mainly reflecting 
Wall Street’s late retreat on Thursday. 
The pan-European Stoxx 600 is 
down 0.7% as commodity stocks pull 
back after their recent good run, but 
softer bond yields lend support to 
fixed income proxies, like Real Estate 
Investment Trusts.

Hong Kong’s Hang Seng shed 1.4% and 
China’s Shanghai Composite fell 0.9% as 
resources stocks were again rattled by a 
sell-off in commodity futures on fears of 
Beijing draining speculative liquidity.

Currencies

The U.S. dollar index, which hit a near 
14-year high of 102.05 last week amid 
bullishness on U.S. growth, is off 0.2% 
to 100.83 following the jobs data.

Euro rose to a two-week high at 
1.0689 on Friday versus the dollar 
following the mixed U.S. payrolls 
report which buoyed the common 
currency as the dollar retreated.

The dollar is down 0.4% against the 
yen at ¥113.98. The yen held gains 
against the greenback amid caution 
ahead of key American jobs data, Italy’s 
weekend referendum and Austria’s 
presidential vote.

Sterling continues to strengthen on 
hopes the U.K. government is prepared 
to pay for access to EU markets, 
thereby softening Brexit, or that the 
Supreme Court will deal a blow to the 
unchecked Brexit process.

Sterling stood out as it hit a two-month 
high of $1.2695 before easing back to 
$1.2587, still up 0.6% on the day.

So-called commodity currencies, like 
the Australian and Canadian dollars, 
continue to be supported by the latest 
rally in oil.

Turkish lira battered by the president’s 
call for low interest rates, claiming 
there is “no option” but to have easier 
monetary policy to boost growth. 
Political tensions with the EU, a slowing 
economy and the prospect of tighter 
U.S. monetary policy have seen the lira 
suffer its worst month since 2008 in 
November. The currency has slipped 
another 0.75% against the dollar on 

Friday to TRY3.5380 and has shed more 
than 20% of its value this year.

Major economies

China

Cross-border renminbi payments 
out of the country hit a record high 
of Rmb1.7tn ($246.7bn) in the third 
quarter against only Rmb970bn 
inflows according to central bank data.

The renminbi has slipped 5.8% against 
the greenback this year, putting it on 
track for its biggest annual decline on 
record.

Renminbi weakness adds to China’s 
capital outflows. Net capital outflows 
from China have risen to $530bn in 
the first 10 months of this year, with 
October’s outrush exceeding this year’s 
monthly average amid signs that the 
appetite for foreign exchange among 
wealthier Chinese is rising as the 
renminbi sinks against the U.S. dollar.

China limits gold imports and renminbi 
outflows to relieve downward 
pressure on the currency and protect 
diminishing forex reserves. These 
curbs are the latest in a string of capital 
control measures.

The People’s Bank of China will 
restrict net renminbi transfers by 
China-domiciled companies to 30% of 
shareholder’s equity. Previously, there was 
no limit on the value of such transfers. 
The moves follow draft rules from 
China’s cabinet that restrict large foreign 
acquisitions, while the foreign exchange 
regulator has begun to vet outward 
remittances as low as $5m, compared 
with a previous threshold of $50m.

“The domestic stock market rises 
when the renminbi goes down, which 
means equity investors don’t think 
lower renminbi is bad,” said Chen Long 
of Gavekal Dragonomics, a Beijing-
based consultancy.

Meanwhile China’s chances of being 
included in the highly desirable MSCI 
index are even lower now that Beijing 
plans stricter capital controls to stem 
the renminbi’s further decline.

Japan

Japan’s stock market remains arguably 
undervalued and is trading at a deep 
discount to global peers. Investors 
have been losing faith in Prime 
Minister Shinzo Abe’s efforts to kick 
start the economy through aggressive 
monetary easing, fiscal spending and 
structural change.
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Emerging markets

France’s President Francis Hollande 
plans to give up the re-election next 
year. Underlining the political weakness, 
the French president’s approval ratings 
touched 4% in one recent survey, 
which shows that the French president 
was not expected to qualify for the 
second round in May. By giving up on a 
second term, Mr. Hollande is paving the 
way for prime minister Manuel Valls to 
declare his candidacy for the Socialist 
nomination in a primary election 
scheduled in January.

Indian shares fell 1% on Friday and 
were poised to end the week flat 
as auto makers dropped on sharp 
declines in monthly sales and wireless 
providers were hit by worries about 
intensifying competition. Sentiment 
was also muted ahead of the release 
of the U.S. monthly jobs data, a 
referendum in Italy over its constitution 
and the Reserve Bank of India’s policy 
review next week. The broader NSE 
Nifty was down 0.95% at 8,115.20, 
dragged down by financials, and was 
flat for the week. The benchmark BSE 
Sensex was 0.91% lower at 26,318.80, 
and was set for a flat end to the week.

Italy

Italy’s stock index has outperformed 
all its developed-market peers, with 
banks in demand as concerns eased 
over Sunday’s referendum on Prime 
Minister Matteo Renzi’s constitutional 
reform. Even the euro, which fell to the 
lowest since March 2015 last month, 
is bouncing back before Sunday’s 
vote, which may dictate Prime Minister 
Matteo Renzi’s political future.

The bond-sell off has also calmed 
in recent days following reports the 
European Central Bank could use 
the flexibility in its quantitative easing 
programme to temporarily ramp up 
its purchases of Italian government 
debt in a bid to quell any upsurge in 
borrowing costs next week.

Italy’s 10-year yield was down 14 basis 
points at 1.91%, before the referendum 
Sunday that has the potential to 
topple Prime Minister Matteo Renzi’s 
government. The extra yield that 
investors demand for holding Italian 
debt over German bunds fell to 161 
basis points on Friday, the lowest in 
three weeks. While Italy’s FTSE MIB 

Index fell with global stocks on Friday, 
its losses were less than those of a 
broader European index. The Italian 
benchmark’s 3% gain this week makes 
it the best-performing developed 
equity market.

U.K. economy

The British pound is the biggest riser 
among major currencies on Friday, 
taking advantage of dollar weakness 
and building on Thursday’s gains 
after a victory for a pro-EU candidate 
in a local by-election. The pound 
was up 0.4%, in early European trade 
on Friday, to a two-month high of 
$1.2636, shooting for its first four-day 
winning streak since early November.

The vote, in Richmond Park, saw 
MP Zac Goldsmith rejected a year 
after he won 58% of the vote in the 
general election, at the time dwarfing 
the 19% for his nearest challenger 
from the Liberal Democrats. In a by-
election result announced on Friday, 
Mr. Goldsmith lost to Sarah Olney, a 
Liberal Democrat who entered politics 
only in the past year.

Sterling rose to a three-week high on 
Thursday, after Brexit minister David 
Davis conceded in parliament that the 
U.K. might be willing to pay into the EU 
budget to retain access to European 
markets.

The Bank of England sees global 
financial risks after Trump victory. 
Donald Trump’s victory in the U.S. 
presidential election has increased 

the threats to the world economy 
from higher interest rates and less 
trade, the Bank of England said on 
Wednesday. The BoE also pointed to 
potential dangers from rapid Chinese 
credit growth or a disorganised British 
departure from the European Union 
in a half-yearly assessment of risks to 
Britain’s financial system.

The Bank of England’s chief economist 
is “comfortable” with the U.K.’s current 
record low interest rates, warning 
against any unduly hasty moves to 
tighten policy to curb a sharp climb in 
inflation.

European consumers are cutting their 
shopping bills by ordering on British 
websites to take advantage of the weak 
pound, according to online retailers 
and delivery companies that have 
seen the number of parcels they send 
overseas soar. Delivery companies also 
reported a rise in the number of parcels 
they collect from British warehouses 
to ship overseas. Still, the surge in 
international online shopping — along 
with a snap of cold weather and the 
resilience of the British shopper — 
could help explain an unexpectedly 
strong increase in retail sales in 
October. The number of goods bought 
increased at a higher than expected 
7.4% compared with a year earlier — 
the fastest growth in 14 years.

Jason Granite, 
Chief Investment Officer
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As markets 
settled down 

we reinvested 
across the 
Safety First 
portfolios

KEY MESSAGES:

Global markets were calmer with 
stocks and USD on the rise. Oil closed 
at $51.5 a barrel amid growing support 
from both OPEC and non OPEC 
countries to curb output. Domestic 
data took a backseat to this week’s 
developments out of Europe. In Italy, 
PM Renzi’s referendum was rejected. 
Also in Austria, Presidential elections 
declared pro-EU candidate, Alexander 
Van der Bellen, as the winner.

The ECB announced an extension of 
its monetary stimulus for a further 
nine months, at a reduced pace 
of €60 billion per month, thereby 
setting the stage for the upcoming 
political events in the Eurozone. 
Investors’ attention now shifts to the 
U.S. Federal Reserve, with anything 
less than a rate hike unlikely.

As a part of our continuous monitoring 
of market developments, we see on 
the horizon a number of upcoming 
political events that present potential 
headwinds to market stability. There 
are also potential threats to market 
stability as Trump’s trade policies 
evolve. We continue to keep our Safety 
First funds invested in sources that 
meets our risk caps while monitoring 
the events that pose volatility risks.

Market developments during the week

The week saw the expected 
announcement by the ECB, an 
extension of its bond buying program. 
ECB President Mario Draghi revealed 
that he’ll extend monetary stimulus 
for an extra nine months, at a reduced 
pace of €60 billion per month, a 

package of asset-purchases that will 
essentially be lower, for longer. While 
these mixed messages sparked a 
volatile trading day, equity investors 
seem to have interpreted the decision 
as a buy signal, and the euro was little 
changed by the end of the week. The 
ECB kept its main refinancing rate 
unchanged at zero and the deposit 
rate at minus 0.4%. Draghi cited 
weak underlying price pressures, 
political uncertainties and inadequate 
government reforms as he laid out 
the reasons for expanding the ECB’s 
asset-purchase plan to at least €2.3 
trillion ($2.4 trillion). The €1.14 trillion 
program that started in 2015, that has 
now morphed into a buying spree of 
at least €2.28 trillion, could help shield 
investors through the political minefield 
of European elections next year.

USD is on the rise advancing 0.6% to 
$1.0557 per euro, having jumped 1.3% 
on Thursday.

Now investors’ attention shifts to the 
U.S. Federal Reserve, with anything less 
than a rate hike unlikely.

Domestic data has also been largely 
supportive, with the average pace of 
jobs growth coming in well above 
trend and firming wage growth 
continuing to nudge inflation towards 
the Fed’s 2% target. Also, consumer 
confidence jumped more than forecast 
this month. The University of Michigan 
said Friday that its preliminary index of 
sentiment rose to 98, the highest since 
January 2015, from 93.8 in November.

Also during the week, through twitter 
posts, Trump summarized a plan 
outlining an integral part of his campaign 
position: that shifting production from 
the U.S. to Mexico, China or other lower 
cost countries would be discouraged by 
punitive tax policy.

Equities & Bonds

The S&P 500 was up for a sixth day, 
its longest winning streak since June 
2014. It rose 0.4% to 2,255.31 at 4 
p.m. in New York, to cap a 3% rally in 
the week. European stocks on Friday 
extended their biggest weekly rally 
in almost two years amid supportive 
policies from the ECB. The Stoxx 
Europe 600 Index added 1%, while the 
Euro Stoxx 50 Index closed within 0.7% 
of a bull market. Gains in its lenders 
boosted the benchmark in previous 

sessions, as the ECB expanded the 
parameters of its asset buying program 
in a move that would help bank 
profitability. Emerging-market equities 
fell 0.3% to pare a weekly gain to 2.7%, 
the most since September.

U.K. government bonds slid, with the 
10 year gilt yield jumping three basis 
points to 1.41%, after the Bank of 
England said U.K. consumers’ inflation 
expectations jumped to the highest in 
more than two years. Treasuries with 
a similar due date extended their fifth 
weekly drop, with the yield rising nine 
basis points in the period to 2.47%.

Commodities

WTI crude advanced 1.3% to settle at 
$51.50 a barrel, the highest close since 
Monday. Saudi Arabia signalled it was 
ready to cut oil production more than 
expected, a surprise announcement 
made minutes after non OPEC 
countries including Russia pledged to 
curb output up to 558,000 barrels next 
year. The non-OPEC reduction is equal 
to the anticipated demand growth 
next year in China and India, according 
to data from the International Energy 
Agency. The OPEC and non-OPEC 
pact encompasses countries that 
pump 60% of the world’s oil, but 
excludes major producers such as 
the U.S., China, Canada, Norway and 
Brazil. Oil prices have surged more 
than 15% since OPEC announced 
November 30 it will cut production 
for the first time in eight years, rising 
this week briefly above $55. The 
price rise has propelled the shares of 
energy groups from Exxon Mobil Corp. 
to shale firms such as Continental 
Resources Inc.

Gold futures closed at the lowest level 
since February, as the Federal Reserve 
geared up to raise rates. The metal lost 
0.9% to settle at $1,161.90 an ounce. 
Copper and zinc both gained.

Major economies

Euro area

As polls predicted, Italian voters 
rejected Prime Minister Matteo Renzi’s 
referendum on constitutional reform 
on December 4. As promised, Renzi 
presented his resignation to the 
president. While initial market reaction 
was risk-off, with the euro and Italian 
assets hit, markets recovered quite 
quickly. By 4:55 a.m. ET, the FTSE MIB 
Index was unchanged and the euro



was trading at $1.0639. Italy’s 10 year 
bond yield was 2.0167%, up 11 basis 
points, but certainly not showing 
signs of investor panic. While Matteo 
Renzi’s resignation was not accepted 
by President, by the weekend, he 
reiterated that he does not want to stay 
on as premier.

For the investor, currently, the main 
risk isn’t political, but Italy’s shaky 
banks that are the real worry. Saddled 
with €360 billion ($387 billion) in 
non-performing loans, which equals 
a fifth of Italy’s economic output, the 
country’s top 12 banks have lost more 
than half their stock value so far this 
year. The industry is in dire need of 
stability, and the political turmoil has 
added new uncertainty.

Political news out of Austria provided 
markets with something else to cheer 
about. Presidential elections declared 
pro-EU candidate, Alexander Van der 
Bellen, as the winner, putting fears 
to rest that another forthcoming 
referendum on the EU, as campaigned 
upon by the far-right Freedom 
Party, was on its way. To top these 
developments off, an unexpected 
resignation by New Zealand’s Prime 
Minister, John Key, added to the 
political uncertainty that had already 
materialized over the weekend in Italy.

After decisive votes in Italy and Austria, 
elections in 2017 could redraw the 
continent’s political map. There are 
upcoming general elections on March 
15 in Netherlands (contributes 6.5% 
of euro-area GDP), general elections 
between August and October in 
Germany (contributes 29% of euro-
area GDP), Presidential elections 
in April and May and Parliamentary 
elections in June in France (contributes 
21% of euro-area GDP).

On the economic front, German 
industrial production rose less than 
forecast in October. Output gained 
0.3% versus estimated 0.8% increase. 
Output was bolstered by a 1.7% 
increase in construction in October, 
according to the data. Manufacturing 
gained 0.1%, with output of investment 
goods up 0.5%. Energy and basic-
goods production fell. Also, German 
factory orders surged on demand for 
investment goods. Orders jumped 
4.9% in October versus estimated gain 
of 0.6% Increase led by 7.2% jump in 
orders for investment goods. Business 

sentiment held at the highest level in 
more than two years in November, 
while unemployment remained at a 
record low.

Also this week, the Euro-area finance 
ministers agreed to measures that will 
help ease Greece’s debt burden by 
20% relative to GDP through 2060, 
while insisting that the government 
of Prime Minister Alexis Tsipras adopt 
serious reforms that will ensure the 
nation maintains a proper fiscal record 
after the end of its current bailout. 
The measures include easing the 
repayment schedule of bailout loans, 
waiving a coupon penalty that would 
amount to about €200 million ($215 
million) and swapping debt to mitigate 
interest rate risk.

Other major economies

In Canada, its central bank left its 
overnight rate on hold at 0.5% this 
week. The central bank noted the 
improvement in global growth, but 
balanced this with a reference to 
elevated uncertainty and its detrimental 
impact on Canadian and global 
investment. In contrast to the U.S., 
Canada’s economy continues to be 
characterized by a significant degree 
of economic slack that will keep 
downward pressure on inflation and 
leave policy rates on hold long after 
the Federal Reserve has pushed rates 
higher. With modest economic growth 
over and considerable uncertainty, the 
pressure will remain on both fiscal and 
monetary authorities to keep the pedal 
to the metal to support the Canadian 
economy.

In Australia, GDP fell 0.5% from 
previous quarter, when it gained 
a revised 0.6% falling short of 
economists’ estimates of a 0.1% drop. 
The decline was driven by a slump 
in construction and government 
spending. The economy grew 1.8% 
from a year earlier, compared with a 
forecast 2.2% gain. Australian dollar 
fell almost half a U.S. cent on the 
data. A growing chorus of high-
profile economists and international 
institutions are calling on Australia 
to follow U.K. and U.S. plans to use 
infrastructure stimulus, particularly 
with global borrowing costs so low. 
But the government has made clear 
its priority is returning the budget to 
balance as it seeks to protect a prized 
AAA credit rating.

In China, the cheaper yuan helped 
spur a surprise 0.1% gain in China’s 
exports, ending a seven month losing 
streak. While exports are expected to 
continue to rise in 2017, there is a risk 
from U.S. trade policy, which is “the 
big unknown” according to Tom Orlik, 
chief Asia economist at Bloomberg 
Intelligence in Beijing.

We remain deeply concerned about 
China. China may be poised to export 
inflationary pressures. In November, 
the country’s factory gate prices rose 
3.3% versus the same month of last 
year, the fastest pace of gains since 
late 2011. Chinese consumer prices 
picked up on rising food costs, but 
it was the first time in five years that 
producer prices increased at a faster 
rate. Many believe that this may help 
China. I see a bubble but it may well 
be too early to call a market shock. 
“Higher prices are a positive for 
China’s corporates, making their debt 
mountain less formidable,” Tom Orlik, 
chief Asia economist at Bloomberg 
Intelligence in Beijing, wrote in a 
report. “For households, it’s worse 
news as spending power and savings 
value are eroded.”

China’s foreign currency reserves, 
the world’s largest, fell the most since 
January after the yuan declined to an 
eight year low. Reserves decreased 
$69.1 billion to $3.05 trillion in 
November, the People’s Bank of China 
(PBOC) said in a statement Wednesday. 
The fifth straight monthly decline 
brings the reduction in the stockpile 
to almost $1 trillion from a record $4 
trillion in June 2014. While authorities 
have begun tightening capital 
controls, a $50,000 limit that Chinese 
citizens are allowed to convert from 
yuan annually will reset at the start 
of the new year, potentially adding 
depreciation pressure on the currency. 
The drop in reserves was due mainly to 
the PBOC injecting foreign exchange 
funds into the market, non-dollar 
currencies falling against the U.S. dollar 
after the election, and falling bond 
prices, according to a statement from 
the State Administration of Foreign 
Exchange, which executes currency 
policy. The yuan fell 1.55% last month, 
the most since a devaluation in 
August 2015.
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South Korean President Park Geun-
hye has been impeached with an 
overwhelming majority of votes in 
parliament. That means she’s been 
suspended from power until the 
constitutional court rules on the 
lawmakers’ decision. It must do so 
within six months, which would then 
start the clock for an election within 60 
days. The won snapped three days of 
gains on the news, to trade 0.6% lower 
by 4:20 a.m. New York time.

Elsewhere in Asia, Japan unexpectedly 
cut its reading of third-quarter 
economic growth to an annualized 
1.3%, from a preliminary estimate of 
2.2% expansion. The revision was 
driven by drops in business spending 
and in private inventories.

India’s central bank unexpectedly 
kept interest rates unchanged before 
a possible increase in U.S. borrowing 
costs this month, as Governor, Urjit 
Patel, awaits clarity on the impact of 
the cash clampdown. The benchmark 
repurchase rate will stay at a six-year 
low of 6.25%, the Reserve Bank of 
India said in a statement in Mumbai on 
Wednesday. Inflation could slow by 10-
15 basis points in October/December 
due to the cash clampdown. The 
rupee was little changed at 67.9050 a 
dollar and the benchmark equity index 
fell 0.6%.

U.K.

Sterling joined other major currencies 
in strengthening against the euro, but 
weakened to the U.S. dollar. On the 
political front, a leaked memo revealed 
Brexit Secretary David Davis expressed 
negative opinions about a transitional 
Brexit agreement and said that he 
would primarily consider it if requested 
by the EU. Financial companies have 
pressed the government to agree a 
transition period after Britain leaves 
the bloc and before new trade terms 
are finalised, during which current 
arrangements remain in place. But 
speaking in mid-November, Mr Davis 
told a private meeting with the City of 
London Corporation that negotiating 
a transition, as recently championed 
by Mark Carney, the Bank of England 
governor, would not benefit the U.K. 
and could delay the Brexit process

Also, the EU, this week, signalled Prime 
Minister Theresa May must first strike
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a deal for the U.K.’s post-Brexit trade 
ties with the bloc or lose out on a 
transitional phase that banks and 
businesses want. The worry for May is 
that if she fails to secure a transition 
early on in the talks, then banks will 
begin shifting jobs and operations 
elsewhere in the Continent, while 
businesses will cut back on hiring and 
investment. At the same time, agreeing 
to longer links could antagonize those 
pro-Brexit campaigners who want a 
swift, clean break from the EU.

Sterling reached a two month high, 
as traders hoped the Supreme Court 
may complicate the path to Brexit, 
by deciding May lacks the power to 
trigger the withdrawal.

Overall, sterling climbed 2.2% against 
the dollar in November, posting its first 
monthly gain since April.

In economic news, October trade 
data released by the ONS showed the 
U.K.’s deficit in goods and services 
narrowed significantly compared to 
September, due to a fall in imports and 
rise in exports. Construction Output 
contracted 0.6% in October, erasing 
a good chunk of last month’s revised 
0.9% increase.

U.K. services PMI accelerated at 
the fastest pace in 10 months in 
November, rising to 55.2. U.K. 
manufacturing output unexpectedly 
fell the most in eight months in 
October as pharmaceuticals slumped. 
The 0.9% drop compared with 
forecasts for a 0.2% increase and 

marked the biggest decline since 
February. Industrial production fell 
1.3%, driven by a slide in oil and 
gas extraction. That was due to a 
shutdown of Buzzard, one of the U.K.’s 
biggest fields, the Office for National 
Statistics said on Wednesday.

Jason Granite, 
Chief Investment Officer
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Federal 
Reserve 

raised 
interest rates 

for the first 
time in 2016

KEY MESSAGES:

The Federal Reserve raised interest 
rates by 25 basis points. This was as 
expected, but the Fed’s projection 
of three rate hikes in 2017 came as a 
surprise. The move led to USD rally, 
bond yields surged while stocks 
retreated. The major impact was on 
China which saw a bond rout. This 
week too, the markets were calmer 
with S&P 500 flat. Oil closed around 
$52 a barrel and Gold continued 
towards its seventh week of decline.

The Italian government won support 
to boost public debt by €20 billion as 
Banca Monte dei Paschi di Siena SpA 
moves towards nationalization.

U.K. continues to face concerns over 
what form the Brexit negotiations will 
take, amid positive economic data.

Market developments during the week

The Federal Reserve raised interest 
rates for the first time this year by 
25 basis points to a range of 0.5% 
to 0.75%. The rate hike was widely 
anticipated in the financial markets. 
The Fed had earlier expected to make 
four quarter point increases this 
year when surveying the outlook in 
December 2015. But its forecast was 
thwarted by a range of headwinds 
including China spurred turmoil in 
financial markets and the Brexit vote. 
The Fed now forecasts a steeper path 
for borrowing costs in 2017 and a 
three quarter point rate increase in 
2018, saying inflation expectations 
have increased “considerably” 
and suggesting the labor market 

is tightening. Inflation has firmed 
toward policy makers’ 2% target, 
unemployment has dipped further 
and President elect Donald Trump has 
pledged growth fuelling tax cuts and 
infrastructure spending that could 
warrant a faster pace of Fed tightening.

Policy makers see gross domestic 
product growing 2.1% in 2017, up 
from a previous forecast of 2%. Policy 
makers also slightly reduced their 
outlook for unemployment in 2017 to 
a fourth quarter level of 4.5%.

The initial market reaction was yields 
on benchmark 10 year notes surged, 
U.S. stocks retreated and USD rallied 
to a 10 month high against the yen. 
European equities climbed while 
bonds slumped. The South African 
rand slumped, as did the Korean won. 
China’s 10 year government bond yield 
headed for its biggest one day increase 
and the yuan fell the most in a month.

Gulf Arab central banks wasted little 
time in following the Federal Reserve’s 
interest-rate increase, maintaining a 
commitment to the U.S. dollar peg 
even as their economies struggle 
with low oil prices and the strong 
greenback. Policy makers in Saudi 
Arabia, the United Arab Emirates, 
Kuwait, Bahrain and Qatar raised their 
benchmark interest rates within hours 
of the Fed’s decision to raise rates.

Later during the week, positive 
economic news flooded the markets. 
The U.S. economy expanded more 
than previously reported last quarter. 
It rose at a 3.5% annualized rate in the 
three months ended in September, 
compared with a prior estimate of 
3.2%, Commerce Department figures 
showed Thursday. This comes on 
bigger contributions from a range of 
factors including services spending, 
intellectual property and construction 
by state and local governments.

Consumer confidence jumped to the 
highest level since 2004, extending 
a surge in Americans’ optimism for 
their finances and the U.S. economy 
following Donald Trump’s election 
victory. The University of Michigan said 
Friday that its final index of sentiment 
rose to 98.2 from 93.8 in November. 
Data on U.S. durable goods orders 
reflected increased business activity 

reinforcing bets on economic strength 
that sent the dollar to near a 14 year 
high against the euro.

Equities & Bonds

The S&P 500 rose less than one point 
to 2,262. The index was flat during 
the week. Asian shares fell for four out 
of five days this week, taking the lead 
from U.S. equities that declined as 
Treasuries and oil retreated. Australia’s 
benchmark index fell 0.3%, paring 
the week’s gain to 1.7%. The fall being 
led by declines in miners after the 
price of iron ore delivered to Qingdao 
in China declined for a fifth straight 
session on Thursday. European stocks 
were little changed, with a gauge of 
banks reversing earlier gains to slide 
with commodity stocks. However, 
some lenders bucked the trend. The 
Deutsche Bank AG gained 1.5% after 
agreeing to settle a years-long U.S. 
investigation into its mortgage backed 
securities. Italian lenders also climbed 
as the country’s government readied 
rescue funds.

Treasuries gained as the 10-year yield 
fell one basis point to 2.54%. Italian 
10 year yields declined five basis 
points to 1.80%, while German bund 
yields slid three basis points to 0.22%. 
China’s 10 year sovereign yield surged 
22 basis points to 3.45%, set for a 
record increase on a closing basis, 
as a plunging yuan and hawkish Fed 
comments damped expectations of 
monetary easing in China.

Commodities

Gold for immediate delivery edged 
higher in London trading, adding 0.2% 
to $1,130.50 an ounce. It’s still set for a 
seventh week of declines. It is trading 
near its lowest level in 10 months as 
exchange traded funds holding the 
metal saw a 29th day of contraction.

West Texas Intermediate crude for 
February delivery in New York fell 0.3% 
to $52.79 a barrel. Oil prices rose to 
$53 a barrel during the week as data 
showed U.S. stockpiles declined last 
week.

Major economies

In the Euro area, IHS Markit’s 
composite PMI stays at 53.9 in 
December, the highest this year. 
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Growth in the headline index was led 
by manufacturing, with that gauge 
jumping to the strongest since 2011. 
Markit said the improvement was 
partly linked to the weaker currency. 
In Germany, the region’s largest 
economy, the composite PMI was at 
54.8 this month after a reading of 55 
in November, capping the strongest 
three month period since the second 
quarter of 2014. France’s index rose to 
52.8, an 18-month high, from 51.4.

German Chancellor, Angela Merkel, 
said that her nation must assume that 
the truck crash at a Berlin Christmas 
market, which killed 12 and injured 
48, was a terrorist attack. The incident 
came within hours of a shooting in 
an Islamic centre in Zurich, which left 
three injured, and the assassination 
of Russia’s ambassador to Turkey in 
Ankara. For Merkel, facing an election 
in Germany next year, the terror 
attack on her home soil is likely to 
increase pressure from the right on her 
immigration policies.

As we noted in the last week’s note 
that Italy is not only facing political 
headwinds, but also its banks are a 
worry. It is anticipated that Italian 
banks need at least €52 billion ($54 
billion) to clean up their balance 
sheets. The world’s oldest bank, Banca 
Monte dei Paschi di Siena SpA, failed 
to find an anchor investor for its stock 
sale, and will probably be unable to 
lure sufficient demand for a €5 billion 
($5.2 billion) capital increase, meaning 
the bank is headed for nationalization. 
The Italian government won support 
to boost public debt by €20 billion, 
which should be more than enough 
to rescue Monte Paschi, but could fall 
short of the amount needed should 
a more systemic bailout be required 
for the country’s banking system. If 
government funds are used in the 
bank’s recapitalization, bondholders 
will probably have to take losses under 
European burden sharing rules. The 
cabinet is considering a so called 
precautionary recapitalization that may 
reduce the potential losses.

In Japan, the yen slumped on selling 
by leveraged funds after the Bank of 
Japan closed a tumultuous year for 
monetary policy by keeping its yield 
curve and asset purchase programs 

unchanged while pledging to keep 
expanding the monetary base until 
inflation is above 2%. The Japanese 
currency has weakened by more 
than 10% against the greenback since 
November 8, a move that should help 
lift inflation in the economy.

In China, the Shanghai Composite 
tumbled 3.6% poised for worst week 
since April. Yuan weakened to lowest 
since June 2008 as dollar rallied, while 
government bonds plunged, with 
the 10 year yield surging by a record 
22 basis points on Thursday. While 
some of the losses can be attributed 
to the Federal Reserve’s prediction 
of three interest rate hikes next year, 
China has its own sources of stress. 
Surging money-market rates sparked 
by government deleveraging efforts 
are curbing demand for everything 
from equities to debt at the same 
time as capital outflows accelerate. By 
steering money market rates higher, 
the PBOC has forced a correction in 
the highly leveraged bond market, 
while home prices are showing signs 
of cooling amid property curbs. 
Equities also fell this week because of 
a regulatory crackdown to insurers’ 
stock investments. Even inflation is 
picking up domestically and globally. 
The producer-price index jumped 
3.3% in November from a year earlier 
while consumer prices rose on higher 
food costs.

Indonesia keeps benchmark rate, 
the seven-day reverse repurchase 
rate, at 4.75%, unchanged as Rupiah 
slumped as much as 0.8% on 
Thursday, among the worst hit in 
Asia, after the U.S. Federal Reserve 
signalled a steeper path for borrowing 
costs in 2017. Market volatility had 
already heightened since Donald 
Trump’s victory in the U.S. election 
in November, giving policy makers 
in Indonesia reason to pause after six 
rate cuts this year. Inflation, which 
accelerated to 3.6% in November from 
3.3% in the previous month, is still well 
within the bank’s 3% to 5% target.

AUD/USD is little changed at 0.7243 
after dropping to a 6 month low 
earlier; sovereign yield curve flattens 
with 3 year touching 2% for the first 
time since April after RBA minutes 
suggest the central bank won’t ease 

anytime soon. Australian Treasurer, 
Scott Morrison, forecast a slightly 
narrower deficit this fiscal year. He 
forecasts deficit of A$36.5b for 2016-17 
in the year through June 30, compared 
with a A$37.1 billion shortfall forecast 
in May. Morrison also cut the fiscal 
2017 growth estimate to 2% from an 
earlier 2.5% forecast.

U.K. economy

GBP fell 0.4% to $1.2240, the lowest 
level versus the USD since November 
2, even after data showed the U.K. 
economy expanded more than initially 
reported in the third quarter. Third 
quarter U.K. GDP growth was revised 
higher to 0.6%, with consumption 
driving the expansion. In a separate 
report, the Office for National Statistics 
said that the country’s current account 
deficit widened as Britain posted its 
worst trade performance in three 
years. Retail sales rose 5.9% in Nov 
16, as Black Friday discounts led 
consumers to splurge on electronics 
and household goods. The volume of 
goods sold in stores and online rose 
0.2% from October, the Office for 
National Statistics said on Thursday. 
The figures suggest consumer 
confidence remains buoyant in the 
wake of the Brexit vote but headwinds 
are building. Employment fell for 
the first time in more than a year in 
the three months through October 
and inflation is accelerating fast, 
threatening to erode purchasing 
power. The number of people in work 
fell by 6,000 to 31.76 million people, 
the Office for National Statistics said 
on Wednesday. While the decline 
was small, and the jobless rate was 
unchanged at 4.8%, the statistics office 
said the labor market “appears to 
have flattened off in recent months.” 
Regular pay growth accelerated to 
2.6%, the fastest since August 2015, 
leaving real wage growth at 1.7% 
for a fourth month. Still, with price 
growth set to quicken rapidly early 
next year, increases in real incomes 
could be eroded. Inflation in the U.K. 
rose 1.2% in November, the fastest 
pace since October 2014, as gasoline 
and clothing prices jumped. The BOE 
expects the economy to grow 0.4% 
this quarter after a 0.5% expansion in 
the three months through September.



On the global environment, it said the 
outlook has improved, but this was 
“counterbalanced by more elevated 
risks.” The Bank of England kept its key 
interest rate at a record low and noted 
that the pound’s recent appreciation 
may mean a slower pickup in inflation 
next year.

In its last policy decision of 2016, 
the Monetary Policy Committee said 
sterling’s advance could mean “less of 
an overshoot” above its 2% goal than 
previously predicted. Emphasizing 
its balancing act between managing 
inflation and growth, the MPC also 
said the economy will cool in 2017 
as consumer spending weakens and 
Brexit uncertainty takes a toll. The 
U.K. central bank also published a 
letter from Carney, Chancellor of the 
Exchequer, to Philip Hammond on 
the current inflation undershoot. In 
a weekend interview, International 
Trade Secretary Liam Fox said the U.K. 
could try to stay in the customs union 
in an arrangement similar to Turkey’s 
arrangement with the EU. Uncertainty 
over the future is starting to weigh on 
employer decisions in Britain as they 
seek to increase employees now to 
‘lock in’ talent they may have difficulty 
attracting post Brexit.

Meanwhile, Scotland’s First Minister, 
Nicola Sturgeon, warned this week 
that it will hold a new referendum 
on separation from the U.K. unless it 
can stay in the European Union single 
market, adding to the pressure on 
Theresa May as the U.K. premier draws 
up plans for Brexit. The ultimatum 
from Edinburgh on single-market 
membership will intensify the strain on 
May, who’s already battling to contain 
tensions within her Conservative 
Party. May has promised to listen to 
the governments of Scotland, Wales 
and Northern Ireland before taking an 
agreed U.K. wide negotiating position 
to Brussels for formal talks, due to 
begin by the end of March.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 23/12/16)	 (29/04/16 to 23/12/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.36%	 1.43%	 0.91%	 1.27%

FTIM Safety First 3	 2.93%	 1.91%	 2.01%	 1.69%

FTIM Safety First 4	 3.97%	 2.94%	 2.72%	 1.97%

FTIM Safety First 5	 5.10%	 3.23%	 3.16%	 2.67%

FTIM Safety First 6	 9.68%	 5.09%	 7.12%	 4.94%

Date: 23 December 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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Trading has been thin across the 
globe during the last week of 2016.

USD, despite falling this week, 
is up 2.8% for the year. The S&P 
500 rose 10% during the year, but 
with extraordinary volatility and 
uncertainty along the way. Stocks in 
Europe, U.K., Emerging markets all 
were rising during the week.

Crude oil rose 45% this year closing 
at $53 a barrel level with a positive 
outlook for 2017. Gold finished at an 
11 month low at $1,145.

The upcoming elections in 
Europe and initiation of U.K.’s exit 
negotiations are the major upcoming 
headwinds to global market stability.

It has been a year of the unexpected, 
a volatile year for the markets. Most 
of the time market predictions were 
wrong; stoking short term reactions. 
We have, throughout the year, 
maintained our Safety First approach 
with some bold investment calls – like 
moving to cash ahead of the Brexit 
vote and ahead of the U.S. Election. 
Our approach has shielded our clients 
from the volatility exhibited by many 
other conservative strategies.

Strategy		  Volatility
		  %

Safety First 2		  1.42
Safety First 3		  1.91
Safety First 4		 2.93
Safety First 5		  3.23
Safety First 6		 5.04
04/01/16 to 30/12/16 Source FE Analytics

The Safety First Funds have performed 
exceptionally, relative to the volatility 
we have achieved. Despite major 
political and economic events, we 
made the right calls for our clients 
– helping them to avoid most of the 
short term volatility that struck the 
global markets at various times during 
the year.

We will continue with this unfaltering 
approach – putting capital 
preservation and Safety First.

Market developments during the week

In the U.S., initial jobless claims 
declined 10,000 to 265,000 during 
this week after surging to an unrevised 
275,000 in the prior week, the highest 
level since June.

Advance goods trade deficit widened 
to $65.3B in November, with exports 
falling 1% to $121.7 billion, in broad-
based weakness, and imports 
increasing 1.2% to $187 billion, 
supported by a 5.3% jump in industrial 
supplies. Wholesale inventories for 
November showed an increase of 
0.9%, which was above the 0.2% 
estimate. Gas Inventories showed 
a 237 billion cubic feet draw versus 
consensus of a 227 billion cubic feet 
draw, while crude inventories showed 
a 614,000 build versus consensus of a 
1.50 million draw.

Trading has been thin across the globe 
during the last week of the year, with 
volumes in crude oil, equities and 
currencies all below average.

Currencies

The U.S. currency has been affected by 
the markets current thin liquidity. We 
have seen several significant events 
this week stateside, mostly positive 
yet the Bloomberg Dollar Spot Index 
slipped 0.3% after dropping 0.5% 
Thursday, although it remains up 2.8% 
for the year.

The euro spiked higher, as the dollar 
rally continued to fizzle. The euro 
rallied as much as 1.6% before paring its 
advance to 0.5% and trading at $1.0541. 
The euro has been range trading after 
market activity slowed down due to 
the Christmas festivity. However, thin 
liquidity levels caused, again, a similar 
(but considerably smaller) flash crash 
episode, although this time saw the 

euro spike more than 1.5% on reported 
algorithm trading during the Asian 
session. The single currency has pared 
most of the gains, but remains the 
strongest currency within the G10 
foreign exchange basket.

The yen fell 0.4% to 117 per dollar, 
erasing an earlier advance of 0.4%. The 
currency was up more than 20% for 
the year in August, but has pared that 
to 2.7%.

Sterling was on track for a more than 
16% drop against the dollar this year 
and was the worst performing Group 
of 10 currency in 2016 despite the 
recent stabilization.

Equities & Bonds

The S&P 500 Index edged higher 
Friday, pushing its gain in 2016 to 10%.

The Stoxx Europe 600 Index rose 
0.2%, yet is set to end the year with 
the first annual loss since 2011. 
Europe’s benchmark gauge never fully 
recovered from losses at the start of 
the year, spurred by concern about 
a slowdown in China. Then came 
investor concerns about the region’s 
economy, political uncertainty and 
Italy’s banking crisis. Benchmarks of 
Italy, Portugal and Denmark are poised 
to be the biggest losers of the year, 
down at least 10%.

U.K. markets closed early, with 
the FTSE 100 Index rising 0.3% to 
end the year at a fresh record. The 
Index is heading for one of the 
best performances among western 
European markets in 2016, driven by 
a slumping pound that boosted its 
exporters and a rally in commodity 
producers. The measure rose 0.3% on 
Friday, after closing at a record earlier 
this week.

Emerging market stocks rose for a fifth 
day, padding an 8% advance that is the 
best since 2012.

The yield on 10 year Treasury notes 
was little changed at 2.48% after 
dropping three basis points Thursday. 
European bonds advanced with U.S. 
stocks futures. U.K. gilts traded at the 
highest level since November. This 
could be the calm before another 
bond rout.

India’s benchmark sovereign bonds are 
set to cap their best performance since
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the global financial crisis amid record 
debt purchases by banks, the biggest 
holders of government securities. The 
benchmark 10 year yield has plunged 127 
basis points in 2016, the most in eight 
years, to 6.49% in Mumbai on Friday. 

Commodities

Crude futures were little changed at 
$53.77 a barrel, after Thursday’s 0.5% 
decline. Prices are up about 45% this 
year. Supply cuts from OPEC and other 
producing nations next month are 
intended to stabilize the market and 
reduce swelling global inventories. 
OPEC and 11 nations from outside 
the group, including Russia have 
agreed to trim about 1.8 million barrels 
a day from January. A monitoring 
committee consisting of some OPEC 
nations and non-members will meet 
on January 13 to track compliance 
with promised supply reductions, 
per OPEC Secretary-General 
Mohammad Barkindo. U.S. crude 
inventories showed a 614,000 build 
versus consensus of a 1.50 million 
draw, according Energy Information 
Administration report.

Gold was little changed after rising 
as much as 0.5% at $1,144.56, 
rebounding from an 11 month low. 
The currencies of Russia, New Zealand 
and South Africa strengthened, as gold 
held a rebound. After rising 0.5% on 
Tuesday and 0.4% on Friday before the 
Christmas break, that’s set the precious 
metal up for the best winning run 
since the period to November 4. Still, 
investors continue to shed holdings in 
bullion backed exchange traded funds, 
with assets down 1.1 metric tons to 
1,778 tons as of Tuesday, the lowest 
since May, according to data compiled 
by Bloomberg.

Natural gas is the best performing 
commodity for the year. The trading 
volume for next-month delivery on 
the U.K.’s National Balancing Point 
exchange reached four times the 
average for the time of day. Prices rose 
3.8% to 50.50 pence a therm. Shrinking 
gas inventories threaten to boost prices 
of the fuel just as homes, businesses 
and power generators depend on it the 
most to keep warm during the winter. 
U.S. saw largest decline in gas supplies 
since February 2014.

Major economies

Japan’s industrial output rose the 
most in five months in November as 
export volumes rebounded sharply, 
pointing to an expected economic 
expansion in the fourth quarter. 
Industrial production increased 1.5% 
in November from a month earlier 
(forecast +1.7%). Output is forecast 
to rise 2% in December and 2.2% 
in January. Retail sales rose 1.7% in 
November from a year ago, the first 
gain since February (forecast +0.8%). 
Rising production bodes well for 
Japan’s economy, and unexpected 
strength in exports last month point 
to output gaining traction. Export 
volumes rose by 7.4% in November 
from a year earlier, with those to China 
jumping 16%. The yen’s slide following 
Donald Trump’s election victory is 
expected to fuel further export gains.

In China, the first day of 2017 is when 
an annual $50,000 quota to convert 
the yuan into foreign exchange 
resets, stoking concern there will be 
a rush to sell the local currency. The 
daily average value of transactions 
in Shanghai climbed to $34 billion 
in December as of Monday, the 
highest since at least April 2014, per 
data from China Foreign Exchange 
Trade System. With tax payments 
and a regulatory assessment also 
tightening liquidity in the money 
market toward year-end, January may 
bring scant relief as lenders prepare 
for stronger cash demand before 
Lunar New Year holidays, which are 
only a month away. China’s markets 
are seeing renewed pressure this 
month as the Federal Reserve projects 
a faster pace of rate increases for 
2017 and its Chinese counterpart 
tightens monetary conditions to spur 
deleveraging and defend the exchange 
rate. The declines are capping off 
a tough year for investors during 
which bonds, shares and currency all 
slumped. The People Bank of China’s 
yuan position, a gauge of capital flows, 
dropped the most in 10 months in 
November amid expectations for faster 
U.S. rate increases.

China’s 10 year government bond 
yield has surged 21 basis points in 
December, poised for its biggest 
monthly increase since August 2013, 

and its first annual gain since that 
same year. The yuan’s 6.6% decline 
in 2016 puts it on course for its worst 
year since 1994, while the Shanghai 
Composite Index is headed for its 
largest drop in five years.

Egyptian stocks are shrugging off 
emerging-market losses to post the 
world’s biggest gains since the Federal 
Reserve raised interest rates. The EGX 
30 advanced 1.8% to a record at the 
close in Cairo, taking its gains since 
the Federal Reserve raised interest 
rates on December 14 to 9.3%. That 
compares with a 2.3% decline for 
MSCI’s developing markets gauge. The 
nation’s November 3 decision to float 
its currency, effectively cutting its value 
by half, has unleashed the biggest 
inflows of foreign investment into 
the stock market since the 2011 Arab 
Spring. The pound’s weakness has kept 
the benchmark EGX 30 Index trading 
at a discount of 33% in dollar terms 
to its pre-float value. The country this 
year raised fuel prices, adopted a value 
added sales tax and is planning to curb 
public-sector wage growth, all steps 
that helped it secure the International 
Monetary Fund’s biggest ever loan 
to a Middle Eastern nation. Further, 
Egyptian companies unable to repay 
U.S.-dollar denominated debts after 
the devaluation of the pound will be 
allowed to negotiate fixed exchange 
rates with banks per Federation of 
Egyptian Industries. The central bank 
will also allow companies hurt by the 
loss in value of the pound to make 
repayments over one to three years, 
per the statement from the FEI. Local 
lenders were instructed not to take 
legal measures against companies 
unable to repay debts, it said. The 
move aims to alleviate financial 
pressure on manufacturers following 
the central bank’s decision to remove 
all restrictions on the local currency.

Money managers’ top calls for next 
year are centred on markets where 
the political climate is improving 
and assets are less vulnerable to 
external shocks arising from higher 
U.S. borrowing costs and President-
elect Donald Trump’s policy 
announcements. Within politically 
stable markets, investors are looking 
for cheaper valuations and an ability to 
pace a rally in commodity prices. in
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Russia, higher oil prices, a stronger 
ruble and easing inflation should 
encourage the country’s central 
bank to loosen monetary policy. 
Deutsche Bank AG expects growing 
stability in domestic politics to benefit 
Russian and South African bonds. 
Russia should gain from an improving 
relationship with the U.S., while South 
Africa will probably avoid a debt 
downgrade, the German lender says. 
UBS Group AG says Russia’s ruble will 
offer the best carry trade opportunity 
in EMEA over the next 12 months, with 
a potential return of 26%. Relatively 
high interest rates and recovering 
oil prices will drive the currency’s 
appreciation, the Zurich based 
investment bank says.

U.K. economy

Sterling remains in familiar territory as 
we head towards year end, though the 
extremely thin liquidity in the markets 
has caused several spikes in both 
directions over the past few days.

Britons are holding onto their cash in a 
sign that they may be hunkering down 
in the face of economic uncertainties, 
per the British Bankers Association 
(BBA) personal deposits grew an annual 
4.8% in November, data compiled by 
the BBA show. They increased by 32.4 
billion pounds ($39.7 billion) in the first 
11 months of the year, outstripping the 
19.8 billion pound growth in the same 
period of 2015.

The BBA figures also showed that 
approvals for home loans fell 9% in 
November from a year earlier. In the 
first 11 months of the year, approvals 
declined 4%. U.K. house prices may 
only eke out a modest gain next 
year as economic growth weakens 
and a pickup in inflation squeezes 
consumers, per a separate report by 
Halifax. The mortgage lender sees 
housing demand easing in 2017, 
partly as tax changes and stricter 
underwriting standards restrict buy to 
let investment.

As the global markets continue to 
face heightened political risks, we 
aim to maintain our Safety First 
portfolios positioning to escape some 
of the negative consequences of 
political events.

By the same token, our portfolios 
are positioned to take advantage of 
growth opportunities when volatility 
recedes.

So from Frenkel Topping Investment 
Management, what can you expect in 
2017? Rather boringly the answer is 
what we delivered in 2016. Consistent, 
repetitive and risk averse investment 
management strategies focussed 
on preserving our vulnerable clients’ 
capital, achieving attractive above 
inflation, volatility adjusted returns.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 30/12/16)	 (29/04/16 to 30/12/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.54%	 1.42%	 1.07%	 1.26%

FTIM Safety First 3	 3.28%	 1.91%	 2.33%	 1.71%

FTIM Safety First 4	 4.40%	 2.93%	 3.13%	 1.98%

FTIM Safety First 5	 5.65%	 3.23%	 3.68%	 2.68%

FTIM Safety First 6	 10.13%	 5.04%	 7.53%	 4.87%

Date: 30 December 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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With the charged political and 
economic backdrop in the West, 
particularly Europe, and the 
dense political calendar, potential 
abounds for negative global macro 
market events.

With cash returns low, bonds 
vulnerable to inflation and interest 
rates rising, it is harder to find 
attractive risk/reward assets.

We will tilt our portfolios to asset 
classes and individual selections 
likely to do best in a world with 
stronger U.S. growth, a faltering 
China, political uncertainty in Europe, 
rising but contained inflation and 
looming higher interest rates. We 
maintain a positive outlook for USD, 
U.S. and European blue chip equities 
in 2017. We expect gold to retreat and 
oil prices to edge higher, up to $55 
levels.

As we approach 2017, I thought it 
may be helpful to offer an insight into 
our investment outlook. Our goals 
for the Safety First portfolios remains 
unchanged; to achieve above inflation 
and volatility risk adjusted returns, 
to preserve our clients’ capital, to 
achieve low volatility, and to deliver 
these returns on a low cost basis. 
As an important overlay to our core 
investment strategy, we will always 
position defensively and often to 100% 
cash, ahead of predictable global 
events, which are likely to give rise to 
volatility.

With these guiding principles in mind, 
we remain alert to all global macro 
events and constantly ask ourselves 
whether these risks have been priced in 

by the markets or overlooked.

Markets are increasingly susceptible 
to volatility as politics, geo-politics, 
divergent monetary policies and 
internal market structures all converge 
and evolve. There is no shortage of 
possible negative market altering events 
coming up in 2017, from upcoming 
elections in Europe, the impact of 
the refugee crisis, the uncertain 
Middle East, demonetisation in India, 
Russian expansionist ambitions, Brexit 
negotiations to serious risks across 
Asia – including China’s extraordinary 
leverage and faltering ongoing reform 
of its economy. Of course, all eyes are 
also on the U.S. and particularly U.S. 
economic policy under Trump.

The OECD now expects the global 
economy to expand 3.3% next year, 
up from a 3.2% growth forecast in 
September. In 2018, the world’s 
economy is projected to grow 3.6% in 
2018, the body said in its report. The 
U.S. economy is expected to benefit 
from Trump’s “expansionary” fiscal 
stance. The OECD projects a 2.3% 
expansion in gross domestic product, 
larger than its previous estimate of 2.1% 
for 2017. The economy is expected to 
grow 3% in 2018.

The Fed in its latest December 2016 
FOMC meeting said it expected the U.S. 
GDP to grow to 2.1% in 2017, up from a 
previous forecast of 2%. Policy makers 
also slightly reduced their outlook for 
unemployment in 2017, to a fourth 
quarter level of 4.5%.

Investors are cautiously optimistic 
with many expecting modest U.S. and 
global economic growth. As the U.S. 
economy approaches full employment, 
wage pressures are expected to 
mount. Trump’s victory adds upside 
risk to the inflation forecast, tax cuts, 
infrastructure spending point to a 
powerful fiscal elixir which will increase 
demand for labor and encourage 
increased consumption. As wages 
rise, cost of manufacturing will rise 
resultantly leading to a rise in consumer 
prices. However, the incoming 
administration’s focus on deregulation 
and support for domestic energy 
production strengthens the argument 
against a sudden surge in prices. 
Thus, we expect inflation to remain at 
contained levels, at least in H1 2017.

Even though the surge in inflation, 
which markets are pricing in, could 
be over anticipated, Fed policymakers 

are expected to continue with the 
current projection of a steeper path 
of rate hikes in 2017 due to higher 
growth and also because the natural 
rate of interest will likely rise in line 
with higher potential output. The Fed, 
this year, held rates unchanged until 
the December FOMC meeting, when 
it raised short term rates by 25 basis 
points to a range of 0.50–0.75%. The 
median “dot” projection of FOMC 
members for the end of 2017 rose 25 
basis points, suggesting fed members 
anticipate three hikes over the course 
of next year (up from two previously). 
This is in line with the consistent drop 
in the FOMC’s median projections for 
the long run fed funds rate, which is 
only 2.9% as of September, 2016. The 
median FOMC member projection of 
long run fed funds rate fell three times 
in 2016, supporting our view that the 
Fed will maintain a slow and gradual 
pace of tightening for 2016.

While many market participants point 
to the sharp increase in interest rates 
as evidence of rising inflationary 
expectations, that does not, in my view, 
square with a stronger dollar and lower 
prices in precious metals and energy 
markets. Contrast that with Britain, 
where the pound’s sharp depreciation 
following June’s Brexit vote has revived 
inflation, which hit a two year high 
in November. Experience suggests 
that fiscal stimulus, especially when 
monetary policy is on a more restrictive 
path, results in higher real rates of 
interest and a stronger currency. Higher 
real rates help to dampen inflation 
while a stronger dollar reduces import 
prices. Hence, there is a high possibility 
that the inflationary effects of the 
Trump administration’s fiscal policies 
may be over anticipated.

Political event risk will remain at the 
forefront, particularly if negative U.S. 
rhetoric on immigration and trade turns 
into action.

Meanwhile, several key elections 
(Germany, France, Norway, 
Netherlands) will be taking place, 
and now Italy is back on the table. 
Outcomes will further test the 
recent groundswell of populism that 
could heighten worries around the 
sustainability of the euro. Outside the 
political sphere, there are plenty of 
economic and financial triggers that 
can occur, including ongoing concern 
around Italy’s banking sector and I do 
not believe that Europe has fully felt 
the impact of the refugee crisis

46 47

which unfolded in 2015 and 2016. 
European stocks fell 11% in 2016 and 
that clearly offers a buying opportunity 
for some blue-chip stocks but across 
the board we proceed cautiously 
where Europe is concerned. China 
remains our strongest fear. China’s 
economy is slowing, leverage levels 
are extraordinary and higher than 
prior to many other global crises. 
This is particularly acute in real 
estate and municipalities and China’s 
restructuring challenge is huge. 
Elevated debt levels in emerging 
markets both have the capacity to 
trigger volatility through a disorderly 
unwinding and sharp capital outflows.

Outside of the U.S., fiscal policy 
is expected to become more 
expansionary and monetary policy 
to become more neutral. We are 
not so sure. The Central banks are 
expected to increasingly move away 
from a mechanistic expansion of their 
balance sheets to limit balance sheet 
risks and increase political pressure on 
economies to restructure, stripping 
back entitlements and implementing 
structural economic reforms. Is this 
achievable in an age of populism? We 
will see. The Bank of Japan and the 
European Central Bank, which have 
both experimented with negative 
interest rate policies, may have reached 
the limits of monetary largesse. Both 
are aware of the damaging impact of 
negative interest rates on the banking 
sector. Japan, still facing low inflation 
and growth, has moved toward fiscal 
stimulus to spur economic activity. And 
the European Central Bank may be 
forced to move toward normalization 
as its quantitative easing program is 
plagued by low government bond 
liquidity and supply.

Policy rates for the U.S. and the U.K. 
are projected to rise gradually, while in 
Europe rates are expected to become 
less negative. The Bank of Japan 
has proven itself to be the boldest in 
pushing the boundaries of monetary 
policy. Although a recent pivot by the 
government toward fiscal policy and 
longer dated yield targeting implies 
the central bank may begin to step 
aside, the policy rate is expected to fall 
slightly deeper into negative territory.

On the foreign exchange side

The soft performance of the USD 
vs. other major currencies in 2016 
is unlikely to repeat itself in 2017. 
Assuming the Fed continues its 

cautious monetary tightening, the 
currency can be expected to bottom 
out and start an uptrend in 2017. With 
U.S. yields at attractive levels, euro, yen 
and investors could increase exposure 
to unhedged U.S. dollar assets as this 
process unfolds.

For Swiss franc investors, the relative 
success of the Swiss economy could 
lead to a less active Swiss National 
Bank and potentially more risk. While 
any Fed tightening is likely to most 
affect the Asia Pacific region, it is less 
likely to hit currencies in Europe, the 
Middle East and Africa or Latin America, 
as they offer generally higher yields and 
still relatively attractive valuations.

Downside risks remain significant 
for the Canadian dollar. The loonie 
could fall to 72 U.S. cents or lower, if 
Canada is hit by the crossfire of a U.S. 
administration erecting trade barriers 
or intensifying threats that discourage 
trade flows. However, it’s important to 
bear in mind that the loonie will also 
reflect dynamics occurring in the oil 
market, which offers a counterweight 
to any downside that materializes on 
the former. Hopes of supply reduction 
under the recent OPEC agreement 
should support oil prices in a $50-$60 
range. At a minimum, in our view, the 
loonie is likely to remain close to its 
current level around 75 cents U.S.

In Europe, the slew of elections, 
including the Italian political fallout 
after the constitutional referendum 
on 4 December and general elections 
in France, Germany Hungary and 
the Netherlands, will weigh on the 
euro. There are also local elections 
in Portugal, the U.K., and again in 
Germany bringing extreme uncertainty 
for the euro.

GBP is trading close to 30 year 
lows relative to its trading partners, 
reflecting market concerns that a 
‘hard’ Brexit could discourage foreign 
investors and trigger a flight of capital 
out of the U.K. Nonetheless, the first 
week of 2017 is likely to bring back 
market activity, as investors await 
the critical Supreme Court decision 
as to whether the British Parliament 
will vote on Brexit negotiations or 
not. If the Supreme Court decides 
that Parliament cannot be skipped 
during the negotiation process, a 
“soft Brexit” is more likely, and sterling 
could rally thereafter; this would also 
be supported by higher than expected 
GDP growth in the 3rd quarter and 

a larger contraction of the current 
account deficit in the same period, as 
data released last week showed. The 
hefty current account deficit (mostly 
due to the U.K. importing more than 
it exports) means it is dependent 
on overseas capital flows. As Bank 
of England Governor Mark Carney 
put it, the U.K. is dependent on “the 
kindness of strangers”. The U.K. current 
account deficit is large, at about 6% of 
gross domestic product, but we view 
these concerns as overplayed, in part 
because we expect the key trade deficit 
component of the current account 
to begin falling soon. To put this in 
perspective, the currency which is 
currently most favored in the financial 
markets is the dollar, and the U.S. has 
run a trade deficit every year since 
1975.

Equities & Bonds

For 2017, no strategist at a top Wall 
Street firm forecasts that the bull 
market will end. U.S. equities should 
continue to perform well in the year 
ahead, bolstered by stronger growth 
in GDP and earnings. Many expect 
America’s largest companies to return 
to earnings growth, and to see other 
benefits from Trump’s promises to cut 
taxes and ease regulations.

The recent U.S. profits recession has 
finally come to an end, as S&P 500 
operating earnings per share rose over 
10% in the third quarter from a year 
prior. This renewed profitability should 
provide support for equity markets 
going forward. Although rising wages 
and higher interest rates both pose a 
risk to margins, if these developments 
are accompanied by stronger nominal 
growth, it seems reasonable to expect 
stronger revenues to offset any decline 
in margins and provide support for 
earnings. While earnings growth is 
expected to be positive next year, it 
will slow to a more sustainable pace. 
Current analyst estimates are for 
earnings to rise by 20% in 2017, which 
feels optimistic given where we are 
in the business cycle but it is certainly 
possible. We will weight our equity 
exposures to capture this momentum.

That said, the outlook for earnings 
growth in certain sectors is quite 
bright, and we will take an active 
approach and position ourselves to 
take advantage of these earnings 
trends next year. The sectors that are 
more compelling to invest in are those 
that Trump is going to support, which 
are likely infrastructure, defence and 



financials. Financials benefit, not only 
from less regulation, but also higher 
interest rates.

In our view, healthcare offers some of 
the strongest corporate fundamentals, 
and the high risk premium built in 
ahead of the U.S. elections means this 
sector could recover ground strongly 
in 2017. Secular trends like an ageing 
global population and the growth 
of emerging markets are raising 
healthcare spending worldwide, 
and this should further benefit the 
sector. Technology, meanwhile, is 
still growing in areas such as cyber 
security, robotics, artificial intelligence 
and virtual reality. We will seek limited 
exposure to these higher risk areas 
through diversified indexes and other 
exposure means.

There are also value opportunities 
further afield, Japan and developed 
European markets have lower 
valuations compared to the U.S. 
based on earning multiples and 
expected earnings growth rates 
sometimes higher than that in U.S. 
European equities remain among 
the most reasonably valued in the 
developed world, and given that the 
region’s economy and corporate 
profits are potentially in the early 
stages of recovery, there may also 
be more upside than elsewhere – 
whilst recognising that the political 
uncertainties in Europe will give rise to 
significant volatility in 2017.

The European economy has a healthy 
trade surplus, a competitive currency 
and improving government fiscal 
positions following solid turnarounds 
in Spain and parts of Italy. Growth 
has improved, driven mainly by 
strong consumer spending, though 
production, exports and investment 
are lagging. Germany has had the 
strongest recovery, but in Spain 
unemployment is also falling sharply.

In Q2 2016, earnings upgrades 
outnumbered downgrades for the first 
time in 15 months, and this positive 
trend continued into Q3 2016. With 
expectations for earnings still quite low 
in Europe, even signs of stabilisation 
can be a positive.

Without doubt, 2016 was one of the 
most disappointing years for Japanese 
equity investors since 2012. Sub-par 
performance of not only Japanese 
equities, but also the overall economy, 
along with the government led by 

Prime Minister Shinzo Abe and the 
Bank of Japan (BoJ) led by Governor 
Haruhiko Kuroda, really hurt investor 
sentiment and discouraged them 
to be active in Japanese equities. 
Japan is recovering in tandem with 
the global economy, which is gaining 
traction thanks to a bottoming of 
commodity prices together with more 
stabilising emerging economies. 
BOJ Governor Kuroda is trying to 
improve communication with the 
markets, which should help reduce 
any surprises and curtail unnecessary 
volatility. Also, as of early November 
2016, Japanese equity market price 
to forward earnings ratios were 
comparable to most of the European 
markets, but much cheaper than the 
U.S., as per MSCI. If we look at price 
to book ratio (P/B), Japanese markets 
were among the cheapest markets in 
the world in early November.

Since the Brexit vote, apart from 
sterling, the main asset classes that 
suffered were small to mid-size 
domestically focussed U.K. shares, like 
those in the FTSE 250 and commercial 
property. While the FTSE 250 plunged 
post the referendum result, it has 
surged since. This mid-cap index 
has produced stronger and more 
stable earnings growth than the FTSE 
100 since the global financial crisis, 
reflecting the solid performance of 
the U.K. economy relative to most 
of the developed world. We believe, 
though, that the FTSE 250’s sharp 
recovery from post-referendum lows 
has discounted a better outcome 
for the U.K. economy outside the EU 
than feared. This will now face risks 
based on what form Brexit ultimately 
will take, ‘hard’ or ‘soft’? We prefer to 
take shelter in the U.S. for pure play 
economic exposure, though we are 
mindful of foreign exchange risks and 
the need for balance.

We expect the environment for U.S. 
fixed-income securities to be volatile, 
and skewed to the downside. We expect 
markets to react to the publication of 
any growth or inflation figures that 
could affect the path of future rate 
hikes. The upward correction in U.S. 
Treasuries should not be linear, and 
the economic stimulus plan of the 
incoming Trump administration will 
likely not affect growth or inflation for 
12 to 18 months, a significant delay. 
This backdrop is likely to make the 
Fed more data dependent than ever. 

As the Fed moves to adjust for faster 
growth, shorter maturity Treasuries will 
be vulnerable to further price declines 
while the risk of a sudden spike in 
inflation will diminish. Bond yields 
are not rising because of increasing 
inflationary expectations; they are rising 
because of an increase in anticipation 
of real growth. Given that inflationary 
fears are likely over anticipated, longer 
term bond yields are probably close 
to their highs for this cycle, and the 
environment will in our view remain 
positive for riskier assets like high yield 
bonds, bank loans and stocks.

With U.S. Treasury bond yields on their 
highs, a higher yield environment 
should persist in 2017 in global markets 
too, and the Canadian bond market 
will take its cue from U.S. movements. 
Although ongoing asset purchase 
programs by the European Central Bank 
and Bank of Japan will likely continue 
to support non U.S. bond prices.

There will doubtless also be high 
quality opportunities in structured 
credit. Yield premiums can be found 
following this year’s corporate bond 
market rally and we will seek them out.

2017 is likely to be a more challenging 
year for U.S. corporate bonds. 
Commodity related issuers may be 
an important exception, contributing 
to market stability and index returns. 
The energy sector saw a major fall in 
leverage in 2015-16, as it adjusted to 
the oil price hold at higher levels and 
the Trump agenda favoring increased 
fossil fuel production. This should 
translate into lower default rates and 
some improvement in recovery rates, 
which have been low in this cycle. But 
many other sectors are now increasing 
leverage. So, after the sharp yield 
decline in 2016, no further spread 
compression in U.S. high yield credit is 
likely unless the economy does better 
than expected.

High yield debt should still outperform 
U.S. non-financial investment grade 
credit in 2017, due mainly to its higher 
carry and lower duration. U.S. financial 
sector bonds are also expected 
to outperform non-financials. 
In an international context, the 
accumulation of significant U.S. versus 
foreign bond yield spreads suggests 
that foreign inflows into core U.S. 
investment grade markets are likely to 
resume in 2017, limiting yield increases 
and potentially driving the USD higher. 
Similarly, for longer-duration, lower 
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volatility investments, we prefer the 
U.S. corporate sector to the other 
major markets.

Commodities

With inventories starting to normalize 
because increased measures by OPEC 
and non-OPEC nations to control 
supply, oil prices could move toward 
US$60. This further triggers inflationary 
pressures.

Modestly higher real yields and a 
firming USD are expected to be 
headwinds for gold in 2017. ABN Amro 
NV has the same forecast as OCBC, 
citing rising real Treasury yields as 
being a “major negative” for bullion. 
Still, Commerzbank AG is more 
bullish, seeing Trump’s presidency and 
the U.K.’s negotiations to leave the 
European Union as risks that may boost 
prices, as well as inflation. We are not 
so sure we agree with Commerzbank 
AG.

Industrial metals are slower to adjust, 
and any further resilience will depend 
on continued producer discipline 
and China’s willingness to add more 
stimulus. Zinc is the most bullish base 
metal, both on the short and long 
term horizon. Copper looks extremely 
strong short term, and could be 
engaging in a secular breakout (if it 
remains above $2.50). Aluminium, lead 
and nickel are all bullish opportunities 
short to medium term, but not yet 
long term. We are also looking at 
ways to seek exposure to the core raw 
materials driving the growth in new 
energy, electric cars, solar etc.

Other major economies

In Europe, the outlook is much less 
favorable – although there will be 
bargains as things shake out. The 
slow progress of bank balance 
sheet restructurings, the weakness 
of the European Central Bank’s 
quantitative easing (QE) program 
and the consequent descent into 
negative interest rates are among the 
headwinds holding back economic 
recovery. Also, disruptive populist 
and xenophobic political movements 
have mushroomed on the left and on 
the right. With conventional center-
right or center-left governments in 
Italy, Holland, France and Germany 
facing referenda or elections over the 
next year, the risk of further disruptive 
political changes is significant. At some 
stage, one or more of these electorates 
could overwhelm the governing 

elites, posing an existential threat to 
the established order – the European 
Union (EU) or even the Eurozone. We 
see this as a real threat, but it is hard to 
predict the timing.

In Italy, the referendum was rejected 
despite the political risk attached to 
PM Renzi’s forthcoming resignation 
and the ‘no’ vote indicative of support 
of Beppe Grillo’s Five Star Movement 
party. The situation is that Renzi’s 
resignation opens the door a little 
wider for populist, anti-EU movements 
to have a greater voice in Italian 
politics in elections either next year or 
in 2018. The vast majority of Italians 
are in support of remaining in the EU. 
On a positive note, although M5S has 
advocated calling a referendum on 
Italy’s membership in the euro and 
the European Union, Article 75 of the 
Italian constitution does not allow for 
referendums on international treaties. 
Therefore, without a constitutional 
change, any referendum would not be 
legally binding. This greatly mitigates 
the risk of Italy exiting the European 
Union in the next few years, but 
doesn’t eliminate it entirely.

A failure to recapitalize its banking 
sector, puts the Italian economic 
recovery at risk, and leaves open the 
possibility of a domestic banking 
crisis spilling over into other European 
nations via financial channels.

As for France, we see room for upside 
surprises economically if a center-right 
government takes power, especially if it 
is led by Alain Juppé, whose proposed 
economic program is more liberal than 
other candidates’. Germany presents a 
greater risk from a European point of 
view, as any failure by Angela Merkel 
to regain the chancellorship would 
rob Europe of its uniting and stabilising 
political force. At this stage, the markets 
are not at all pricing the possibility of 
electoral success for new parties and 
more extreme candidates in either 
France or in Germany. This kind of 
scenario represents a significant tail risk.

The Eurozone economy is expected 
to grow 1.6% in 2017, up from 1.4%, 
before expanding 1.7% in 2018. The 
monetary expansion of the past 
few years has produced continued 
declines in interest rates and moderate 
credit growth, which has boosted 
consumer spending and real estate 
markets. Exports have also recovered 
on the back of a weak euro. With 
unemployment, still high and 

governments facing populist pressures, 
fiscal policy may not tighten much 
even where deficit targets continue to 
be missed. Also, corporate investment 
is likely to remain subdued given the 
economic and political uncertainties, 
but a slight improvement seems likelier 
than a further retrenchment.

In Japan, as in the Eurozone, balance 
sheet repair among the banks and 
structural reforms has lagged, while the 
impact of “qualitative and quantitative 
easing” (QQE) has been much less than 
anticipated. Consequently, growth has 
been weak, and renewed deflation 
has been a persistent problem. The 
economic policies of Prime Minister 
Shinzo Abe, known as “Abenomics,” 
have not lived up to their promise, 
leaving the prospects for 2017 little 
better than for 2016. Japan’s economy 
is expected to grow 1%, the OECD 
said, upgrading the outlook from 0.7%. 
The world’s third largest economy 
is expected to register 0.8% growth 
in 2018. The OECD said the Bank of 
Japan should keep its monetary easing 
policy until inflation is stable above 
2%. It added that the implementation 
of a “more detailed and credible 
consolidation plan, including a path of 
gradual increases in the consumption 
tax rate, is essential” to sustain 
confidence in Japan’s public finances.

In China, as recent outflows suggest, 
a balance of payments shock could 
follow hasty moves to liberalize the 
currency regime of the world’s second 
largest economy. Investors need to be 
prepared for yuan weakness.

The outlook for the British economy 
was revised to 1.2% growth from 1% 
as the OECD expects a 1% expansion 
in 2018. The unpredictability of the 
exit process from the EU is a major 
downside risk for the economy. The 
U.K.’s outlook appears to remain 
uncertain until the negotiations with 
the EU yield a clearer picture of future 
economic relations between the two 
regions post Brexit. Improved prospects 
of an orderly exit from the EU, while 
retaining strong trade linkages with the 
bloc would support near-term growth 
more than projected. The U.K. Prime 
Minister, Theresa May, said she will 
trigger the process of leaving by March 
2017, and her favored “Brexit means 
Brexit” catchphrase makes it sound 
like she means it. But there are two big 
upsets that could appease the 48%: the 
case being heard by the U.K.’s Supreme 
Court might trigger a general



election, were it to galvanize pro-
EU sections of parliament, while 
depending on the political landscape 
in Europe in an attempt to assuage 
further break-up, the EU could 
also grant the country face saving 
concessions.

So far the brunt of the fallout has 
been reflected in the 14% decline in 
the trade weighted index of sterling, 
but when the formal negotiations 
with the EU begin after March 2017, 
the currency could easily fall further. 
Such falls would raise imported 
prices and be passed through to the 
CPI, undermining real wage growth. 
Since U.K. consumer spending 
comprises 65% of GDP, the reduction 
in economic growth would be 
significant. Sectors like retail could be 
dealt a further devastating blow.

Canada’s economy continues to be 
characterized by a significant degree 
of economic slack that will keep 
downward pressure on inflation, 
unlike U.S. This is as good a signal as 
any that the Bank of Canada will not 
be following in the footsteps of the 
Federal Reserve that is likely raise its 
policy rate in 2017. The challenge 
for Canada in 2017 is the same as it 
was during the past 2 years - how to 
transition away from investment in 
commodity production and residential 
construction and toward non-
commodity, non-housing sectors?

On this front, next year is likely to prove 
as challenging as the last. Data on 
international trade showed a pullback 
in export volumes in October following 
the rapid rebound in energy production 
in the aftermath of the Alberta wildfires. 
While offset by an even greater decline 
in imports (also related to a large one-
off oil sector investment), this is little 
consolation. Shrinking imports are not 
a sign of vigorous economic growth. 
Supported by a competitive exchange 
rate and ongoing U.S. growth, exports 
should pick up. However, given 
the protectionist turn in the United 
States, the risks are once again tilted 
to the downside. Meanwhile, the 
Canadian housing market continued 
to surprise in its resilience. Canadian 
housing starts edged down to 184k 
new units from 192k in October. 
Not a disaster. Still, the combination 
of rising mortgage rates and tighter 
regulations is likely to take the steam 
out of the industry over the next couple 
of years. The saving grace may be the 

transitional support provided by more 
expansive fiscal policy, particularly 
investments in infrastructure. These 
have yet to show up meaningfully in 
the economic growth numbers, but 
should be enough to move up the bar 
in 2017. Still, with just modestly faster 
economic growth and considerable 
uncertainty, the pressure will remain on 
both fiscal and monetary authorities to 
keep the foot on the pedal to support 
the Canadian economy.

Switzerland, should achieve economic 
growth of 1.4% in 2017, quite close to 
that of the Euro zone and Germany. 
The Swiss economy has proved highly 
resilient, maintaining a rather stable 
and steady growth rate despite its 
constantly overvalued currency against 
the euro, but this has been thanks to 
the flexibility of its manufacturing and 
services economy.

Emerging markets

Early during the economic recovery, 
investors leaped into emerging 
market stocks and bonds as those 
economies and markets promised 
faster growth than in the developed 
world. There was plenty of money 
to do so, as the Federal Reserve and 
other central banks flooded the world 
with liquidity. In 2009 and 2010, those 
economies grew much faster than 
the U.S. As foreign direct investment 
surged, investors who’d bought 
into emerging-market stocks were 
rewarded with much higher returns 
than were available in the broader 
market.

That trend, which began to falter at 
the beginning of last year, is now 
being reversed. In the week ended 
November 16, a record $6.6 billion 
flowed out of emerging market debt, 
according to data from EPFT Global, 
halting 18 consecutive weeks of 
inflows. In the second full week of 
November, exchange traded funds that 
buy emerging-market securities saw 
withdrawals around the world worth 
$1.4 billion. While the surging dollar 
would seem to help emerging markets 
by boosting their exports, that is more 
than offset by other negatives, such 
as rising interest rates that are sucking 
money out of those economies.

Emerging markets (EM) may face 
“pronounced outflows” in 2017 if 
the Fed’s steeper rate hike path 
sends U.S. yields higher and further 
strengthens the dollar. That could 

prompt policy makers to take action, 
and they might even coordinate in a 
collective rebellion against the U.S. 
We are watching closely. There are 
possibilities of capital controls in 
emerging markets. Across EMs, we 
continue to see significant variations 
between vulnerable economies and 
a number of much stronger ones. 
Countries most at risk are those with 
volatile currencies, low currency 
reserves and relatively low rates.

Trump’s America First protectionist 
plans may soon add to the pain. He 
has promised to abandon the tariff-
cutting Trans Pacific Partnership trade 
agreement between the U.S. and most 
Asian nations. He may force changes 
in the North American Free Trade 
Agreement that will hurt America’s 
southern neighbour, Mexico – but 
rhetoric and reality are often different 
things and Mexico is so embedded in 
the U.S. supply chain we see upside in 
the peso and Mexican equities.

On the campaign trail, Trump branded 
China as a currency manipulator 
and talked of a 45% duty on Chinese 
imports. Even though he’s toned down 
that rhetoric, as we have seen a shift in 
the incoming administration’s earlier 
warnings of enormous tariffs to more 
of a balance of free and fair trade, 
investors remain wary.

While rate risk is the main EM investor 
concern at the current time and has 
affected high yielders with heavy 
positioning, in the medium term 
the risks related to the unwinding of 
the Chinese debt build up, and the 
depreciating Chinese yuan (CNY) that 
goes alongside that, is probably the 
more systematic risk.

We remain alert of China risks 
emanating as we enter 2017 and are 
accordingly averse to taking deep 
cyclical exposure in EM equity there 
over the short or medium term. The 
U.S. election has created an air of 
uncertainty over U.S. trade policy, 
which could directly impact a number 
of EMs with high U.S. sales exposure, 
such as Korea and Taiwan, as well as 
China.

Looking across the EM equity 
spectrum, Brazil, Poland and India 
offer an ‘insulated exposure’ to the EM 
growth recovery story, without being 
particularly exposed to China growth 
or U.S. trade policy. While Brazil is often 
characterised as a China growth proxy, 
the country’s equity market has shifted
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meaningfully in its composition in 
recent years (commodity companies 
make up 25% of current market cap 
today vs. 52% at the beginning of 
2010), distinguishing itself from most 
its Latin American peers. In EMEA, 
there are several idiosyncratic stories 
(Russia and South Africa) where 
exposure could be rewarding. Poland 
has been the laggard, particularly 
when compared with the strong 
performance of European cyclicals. 
Poland is geared towards the 
political situation in both Europe and 
Russia, and Polish banks have come 
under pressure because of the high 
contribution to social programmes. 
But it does have a growth momentum 
and insulation from both China and 
U.S. policy shocks.

Specifically regarding Mexico, any 
free trade restrictions would not end 
trade between the U.S. and Mexico, 
they would just raise the costs. Many 
of the largest U.S. corporations have 
extensive investments in Mexico and 
have integrated Mexican production 
into their supply chains. This 
considerably complicates the ability 
of any administration to significantly 
reduce trade between the two 
countries, even with an imposition of 
tariffs. Negative effects on the Mexican 
peso from potential trade restrictions 
have been excessively priced in by 
markets and do not reflect fair value 
even when factoring in a reversion to 
WTO (World Trade Organization) trade 
standards. We expect a recovery in 
the peso as the country’s central bank 
continues to use policy to strengthen 
the currency and markets adjust to the 
underlying fair value.

Indonesia and the Philippines are 
also strong examples of the resiliency 
in specific EMs. We saw commodity 
prices collapse, trade volumes decline 
and China’s growth moderate, yet 
Indonesia has still been growing at 
5% and Philippines at 7% , both with 
balanced current accounts when 
including foreign direct investment. 
Additionally, we have seen massive 
depreciations in EM currencies in 2016, 
yet there have been no solvency issues 
in countries like Indonesia or Malaysia. 
Twenty years ago, it may have been 
more difficult for many of these 
countries to weather a protectionist 
trade shock, a commodity price shock 
and an exchange rate shock all at the 
same time. Yet today these countries 
are in much stronger positions to

handle these types of macro shifts and 
changes to global trade policies.

The two currencies that we are wary of 
are Korean won (KRW) and Singapore 
dollar (SGD). Korea has a high export 
similarity to China and is therefore 
exposed to the weakening trend in 
the CNY. There are also independent 
reasons for a weaker currency. 
Given the need to undertake difficult 
corporate restructurings in Korea 
against the backdrop of subdued 
global trade, a weaker won is likely 
to be a key part of delivering easier 
financial conditions. And in the case 
of Singapore, the nominal effective 
exchange rate basket has large weights 
in Malaysian ringgit (MYR), CNY and 
Japanese yen (JPY) – all of which we 
expect to weaken beyond forwards, 
and the low level of domestic inflation 
means that we continue to expect SGD 
to trade on the weak side of the band.

Also, there exists selective 
opportunities in EM debt, Investors 
who can tolerate currency risk can also 
consider EM bonds in local currencies, 
which provide yields of over 6%. Brazil 
is one of the preferred local markets, 
the currency is well supported and 
carry is very attractive. Also, Colombia 
offers the best prospects of falling 
local yields as an additional source of 
price return.
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At the asset allocation level, we favor 
equities over fixed income. We are 
negative on the short term prospects 
for bonds, which face multiple 
headwinds. Yields are expected to rise, 

thereby incurring capital losses. Whilst 
this may make bonds more attractive 
in the medium term, we are cautious 
about over exposure in our Safety First 
portfolios. We are minded to substitute 
an element of government bond 
exposure with selectively researched 
high yield fixed interest debt that may 
benefit from an improving economic 
outlook.

Given our positive investment outlook 
for early 2017, we see good potential 
in certain developed market equities 
and a handful of emerging markets.

At the country level, we maintain a 
positive outlook for the U.S. economy, 
the USD and U.S. equity returns. In 
Europe, we believe it remains possible 
to identify selective attractively 
valued blue chip European equities, 
particularly if the euro weakens further.

Our investment decisions will always 
be guided by the volatility caps placed 
on each of the Safety First Portfolios, 
the need for capital preservation, low 
volatility and steady, above inflation 
returns. We are not seeking to roll the 
dice, hoping for upside for our clients 
– we are seeking to protect them from 
uncertain and volatile global markets.

We will stick to our strategy and 
continue to deliver for our clients on a 
low cost basis.

I remain honoured to serve our 
vulnerable clients at Frenkel Topping. 
I will continue to do so with steadfast 
discipline.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 30/12/16)	 (29/04/16 to 30/12/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.54%	 1.42%	 1.07%	 1.26%

FTIM Safety First 3	 3.28%	 1.91%	 2.33%	 1.71%

FTIM Safety First 4	 4.40%	 2.93%	 3.13%	 1.98%

FTIM Safety First 5	 5.65%	 3.23%	 3.68%	 2.68%

FTIM Safety First 6	 10.13%	 5.04%	 7.53%	 4.87%

Date: 30 December 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.



KEY MESSAGES:

Investors continue to second guess 
the long USD, short fixed income 
Trump trade as they get few signals 
from President elect Trump on the 
future fiscal stance.

Volatile USD closed the week 
with a 0.8% fall, marking the third 
consecutive week of decline. Stocks 
globally advanced, particularly the 
FTSE 100 Index, which completed 14 
straight daily gains.

Oil trades at $52 a barrel. Gold trades 
at $1,197 an ounce.

GBP was particularly hammered, as 
Theresa May’s comments indicated 
that the U.K. will leave the single 
market with a “Hard” Brexit.

Market developments during the week

The week saw a volatile USD, marking 
the third consecutive week of declines 
amid concern that Donald Trump’s 
policy proposals won’t translate to 
immediate economic gains. Some of this 
policy uncertainty will likely fade after 
president-elect Trump is confirmed as 
President at next Friday’s inauguration.

Markets quickly changed positions this 
week in the wake of President-elect 
Donald Trump’s first press conference 
since his election as investors 
looked for some signals on the new 
administration’s fiscal stance. However, 
it proved to be short on policy detail. 
Much of the focus was on seeking 
clarifications from Trump regarding the 
recently released Office of the Director 
of National Intelligence’s report on 
alleged Russian interference in the 
U.S. election. However, Trump did take 
aim at pharmaceutical companies, 
sending share prices in the sector 
plunging, and giving the first glimpse 

that global markets may already be 
second guessing the long USD, short 
fixed income “Trump trade” that has 
dominated since the U.S. election. This 
trump trade reversed as bonds gain 
and USD slips post press-conference.

Federal Reserve Chair Janet Yellen said 
that she sees no serious short-term 
obstacles to the U.S. economy and 
that inflation is “pretty close” to policy 
makers’ 2% target. She also defended 
the 2010 Dodd-Frank act, which the 
incoming administration have said they 
will seek to dismantle. Unemployment 
was 4.7% in December, a slight uptick 
from November when it reached 4.6%, 
its lowest level since 2007. The Fed’s 
preferred gauge of inflation, minus food 
and energy components, was 1.6% in 
the 12 months through November.

Yellen indicated the U.S. economy 
faces no serious short-term obstacles, 
though it must deal with important 
long-term challenges of low 
productivity and growing inequality. 
Productivity, a “key determinant” of 
living standards over the long term, 
remained at historically low levels 
and economists were struggling 
to understand why. Related to low 
productivity, she said a greater share of 
income gains were going to workers 
with higher education, causing 
inequality to rise in the U.S. We remain 
extremely positive on the U.S.

Retail trade data this week was broadly 
in line with market expectations, 
although the monthly advance was 
driven by increased purchases of autos 
and gasoline. November data from the 
job openings and labor turnover survey 
didn’t affect the narrative of a recovering 
labor market. Somewhat more 
interesting was price data from surveys 
of producers and international trade, 
which showed a pick up in price growth 
over the last twelve months, driven in 
large part by higher energy prices.

Equities & Bonds

The S&P 500 rose 0.2% on Friday to 
2,274.58. It pared a weekly decline 
that’s seen it slip from an all-time 
high. The Nasdaq Composite Index 
notched a fresh record. The Dow 
Jones Industrial Average jumped 0.5% 
to 19,954.28. The gauge has closed the 
last 18 of the last 20 sessions within 1% 
of 20,000. U.S. stocks advance was led 
by financial shares, which climbed as 
three of the largest American lenders 
reported results. Bank of America Corp. 
rose 0.4%, while Wells Fargo & Co. 

added 1.5%. Biotech shares plunged 
after Trump said the industry needs 
“more competitive drug bidding.”

European stocks rose 0.9%, eking 
out a third weekly advance, as banks 
rallied after fourth quarter earnings 
from U.S. lenders, while carmakers 
and health-care shares bounced back 
from their biggest declines in months. 
Car makers recovered after tumbling 
the most since July yesterday on U.S. 
government accusations that Fiat 
Chrysler Automobiles NV violated 
pollution laws. Health-care shares 
climbed, halting a two day decline 
prompted by concern over price 
pressures under Donald Trump’s U.S. 
presidency. Also, traders are more 
optimistic than analysts on Euro 
Stoxx 50 Index dividends for this year. 
Futures contracts are pricing in a 2017 
payout about 0.5 point higher than the 
Bloomberg dividend forecast.

The U.K.’s FTSE 100 Index completed 
14 straight daily gains, extending a 
record winning streak, as well as an 
12th consecutive record close.

Asian stocks retreated from the highest 
close since October, led by a drop in 
technology and financial stocks. The 
MSCI Asia Pacific Index fell less than 
0.1%, ending a four day rising streak 
and capping the weekly gain at 1.6%.

Goldman Sachs Group Inc. has 
identified three big items that will shape 
the equity landscape this year, and they 
all relate to the impact of President-
elect Donald Trump’s policies. Overall, 
Goldman predicts the coming year 
to see S&P 500 Index rising to 2,400 
during the first three months of the 
year, a 5.4% climb from Friday’s close, 
while it is expected to finish at 2,300, 
implying a gain of just 2.3% in 2017. 
The basis for their moderate pessimism 
is that expectations of sweeping tax 
reform will provide a boost in the first 
quarter, but some of that exuberance 
will fade as the year wears on; 
especially if enacted policies aren’t as 
business friendly as currently expected.

Tax reform, the strength of the USD 
and the pace of wage gains stand to set 
the tone on the U.S. market. Corporate 
tax reforms favorable for sectors that 
tend to have higher tax rates, such 
as brick-and-mortar retailers, energy 
producers and makers of consumer 
products. With the USD reaching a 14 
year high last week, Goldman thinks 
there is more room to run if Trump can 
pass infrastructure spending and roll 
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back some regulations. The obvious 
play, then, is to buy stocks that have 
a high percentage of their sales 
concentrated in the U.S. Lastly, U.S. 
workers are starting to see faster 
gains in their paychecks as the labor 
market tightens. In fact, wages are 
now showing their fastest gains 
since the last recession ended, with 
average hourly earnings surging 
2.9%. This could hurt companies with 
high marginal labor costs. Fast food 
and retail stores could see earnings 
crimped as costs rise.

The yield on 10 year Treasuries 
climbed three basis points to 2.39%, 
after touching the lowest level since 
November this Thursday. Bonds were 
mixed in Europe. Greek bonds led 
losses, with the yield on 10 year notes 
climbing four basis points to 6.8%. The 
Portuguese 10 year yield retreated 1 
basis points to 3.86%.

Currencies

The Bloomberg Dollar Spot Index, a 
gauge of the USD against 10 major 
peers is down 0.8% for the week. 
The Japanese yen rose for a fifth day 
versus the USD to 114.64. The euro 
climbed a third day to $1.0638. GBP 
has been battered amid statements 
from Prime Minister Theresa May that 
point towards a ‘hard’ Brexit, despite 
evidence of firm economic activity.

The three worst performing major 
currencies of 2017, the pound, Mexican 
peso and Turkish lira, extended their 
slide stressing politics, not economics, 
are driving markets. Political 
headwinds including terror attacks and 
government interference in monetary 
policy in Turkey, Brexit dithering in the 
U.K., and fears of U.S. protectionism 
in Mexico have all weighed upon the 
currencies. Turkey’s lira slid 0.7% and 
is heading for a 3.9% weekly loss. The 
currency has dropped 8.6% against 
the USD in the year’s first eight trading 
days, adding to last year’s 17% slump. 
The next worst-performer of 2017 
has been Mexico’s peso which has 
weakened about half as much.

Commodities

Oil posted its first weekly slide in 
more than a month closing at $52 
a barrel, as traders await proof that 
OPEC producers have cut production. 
However, there were many reports 
from Energy Ministers of various 
nations assuring the production 
cuts are being implemented. Saudi 
Arabia said it cut output even more 

than required by an OPEC deal. It has 
reduced oil production to less than 10 
million barrels a day, below its targeted 
level, and will consider renewing 
its pledge to cut crude output in 
six months, Energy Minister Khalid 
Al-Falih said. With this production 
cut, South East Asian buyers get 30% 
supply cut from Saudi Arabia, overall 
term supplies to Asia for next month 
declined between 5 and 10%. Buyers in 
Japan, Taiwan, South Korea receive full 
February volume.

Iraq has reduced its oil production by 
160,000 barrels a day and will comply 
with cuts it agreed to make under an 
OPEC output deal, Oil Minister Jabbar 
Al-Luaibi said, even as ship loading 
data suggested that exports are set to 
increase next month. Iraq has pledged 
to reduce its production by 210,000 
barrels a day from October levels. 
Kuwait, Algeria, Russia, Kazakhstan have 
all said they’ve met or exceeded their 
initial goals for trimming oil output. 
Russia’s oil production has shrunk by 
around 130,000 barrels a day. The 
cuts by non-OPEC nations in the first 
10 days of this year reached more 
than a quarter of the total pledged. 
The combined 150,000 barrels a day 
cut represents 27% of the promised 
reduction by non-OPEC countries.

The oil industry is poised to shake off 
the effects of the biggest downturn in a 
generation this year as they more than 
double project approvals and increase 
exploration spending for the first time 
in three years, according to Wood 
Mackenzie Ltd. Companies will green-
light more than 20 oil and gas fields 
for development compared with nine 
in 2016, the Edinburgh-based industry 
consultant said in a report Wednesday. 
Drillers, led by U.S. shale operators, will 
also increase spending on exploring 
for new oil and developing existing 
projects by 3% to $450 billion following 
two years of cuts. While the outlook is 
improving, global upstream spending 
in 2017 will remain 40% below 
2014, Wood Mackenzie said. Project 
approvals will also be below the 2007-
2014 average of 40 a year. Explorers, 
still recovering from oil’s collapse, 
aren’t ready to turn on the tap just yet.

With President-elect Trump due to take 
office in a week, the potential remains 
for constructive relations between the 
U.S. and Russia triggering with bonding 
over oil. The U.S. is poised to become 
a net energy exporter in the next 
decade, according to the U.S. Energy 

Information Administration. In time, 
American oil and gas could compete 
with Russian supplies, exerting pressure 
on global prices.

Gold futures dropped 0.2% to $1,197.70 
an ounce, paring a third weekly gain.

Nickel fell 0.9% to $10,185 a metric 
ton in London, heading for a weekly 
decline after Indonesia said it would 
allow some exports of ore, easing 
a ban on unprocessed shipments. 
Copper futures rose 0.7% to settle at 
$2.69 per pound in New York.

Major economies

In the Eurozone, some fundamental 
data of note was released this 
week. The Eurozone and Italian 
Industrial Production both exceeded 
expectations significantly. The rate of 
unemployment in Italy has risen to 
11.9%, and that the monthly gauge of 
Industrial Production in Germany has 
fallen to 0.4%, below forecasts. French 
industrial production, which rose 2.2% 
in December (highest since June 2013). 
The German Wholesale Price Index 
rose 1.2% in December.

Egypt saw its core inflation climbing 
to 25.86%, nearing a 12 year after the 
central bank abandoned currency 
controls and triggered a slump in the 
pound. Food prices, which account for 
the largest single component in the 
basket of goods and services, surged 
28.3% in December. The surge in prices 
is likely to make it more difficult for the 
government to take other measures, 
such as an expected reduction of 
fuel subsidies, that would deepen the 
hardship of tens of millions of people in 
Egypt where nearly half the population 
lives near or below the poverty line.

In Canada, there were more signs this 
week that the Canadian economy 
has regained its footing. The Bank of 
Canada’s quarterly Business Outlook 
Survey showed a further improvement 
in business sentiment. However, 
Canada continues to face headwinds 
from the protectionist rhetoric and 
possible trade barriers. Housing starts 
remained resilient in December, 
suggesting decent momentum in 
construction heading into 2017. The 
December housing starts were 207k 
new housing units (at an annual pace). 
Ultimately, the Bank of Canada is likely 
to leave its monetary policy interest 
rate at 0.50% at its upcoming meeting.

China continues to monitor yuan 
performance. This week it has stepped 
up efforts to restrict yuan outflows by 



pound has dropped to October’s 
lows against the USD, and mid-
November lows against the euro. 
Mark Carney continued to defend the 
Bank of England’s actions to mitigate 
Brexit threats and said the risks have 
diminished since the June referendum. 
It was announced that next Tuesday 
Theresa May will outline details of the 
U.K.’s negotiating aims for leaving the 
European Union.

Of the data releases, the Halifax House 
Price Index rose to a 9 month high 
giving a strong end to 2016. Annual 
house-price growth rose 6.5% in Dec, 
Halifax says. But the U.K. mortgage 
lender warned growth is likely to slow 
in 2017. Slower economic growth, 
pressure on employment and a 
squeeze on spending power, together 
with affordability constraints, are 
expected to reduce housing demand.

Britain’s economy likely expanded 
by 0.5% in the final three months of 
last year, slowing slightly from the 
third quarter, the National Institute of 
Economic and Social Research said 
on Wednesday. It estimated Britain’s 
economy grew 2.0% in 2016 compared 
with 2.2% during the previous year, in 
line with the long-run potential growth 
rate of the economy.

Industrial Production rose by 2.1% 
in November, the biggest increase 
in seven months, led by a surge in 
North Sea oil output. Manufacturing 
Production, which excludes mining 
and energy, also rose 1.3%, erasing last 
month’s decline.

U.K. imports grew at rapid pace in 
November while the notion was that 

the weaker GBP will mechanically 
boost U.K. exports. It turns out that 
imports swelled by some £3.3bn in the 
month to last November, while exports 
grew by a more modest £700m. All 
told, that means the U.K.’s trade deficit 
was £4.2bn in November, an expansion 
of £2.6bn.

Better than expected economic data, 
including the country’s strongest 
manufacturing output since 2014 and 
a surprisingly strong end to the year for 
home prices, helped lift sentiment for 
stocks. That propelled the FTSE 250 
Index of mid-caps to an all-time high 
on Monday. The FTSE 100 Index has 
closed at a record every session since 
U.K. markets reopened after Christmas, 
that’s 9 trading days, marking a record 
streak of consecutive all-time highs. 
Coming on the heels of its best annual 
performance relative to the Stoxx 
Europe 600 Index in three decades, the 
FTSE 100 has climbed 1.9% in 2017 as 
a further slump in sterling boosted its 
exporters, and commodity producers 
rallied.

As investor confidence in equities 
grow, there remains good potential 
for better long-term returns. Our 
allocations are directed toward 
those sectors that bode well with 
the upcoming U.S. policies. We are 
cautious on our allocation to bonds 
as these remain vulnerable to rising 
interest rates and inflation, both of 
which are expected to accelerate at a 
faster pace in 2017.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 31/12/16)	 (29/04/16 to 31/12/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.53%	 1.42%	 1.07%	 1.26%

FTIM Safety First 3	 3.26%	 1.91%	 2.33%	 1.70%

FTIM Safety First 4	 4.38%	 2.93%	 3.13%	 1.98%

FTIM Safety First 5	 5.63%	 3.23%	 3.68%	 2.68%

FTIM Safety First 6	 10.10%	 5.04%	 7.53%	 4.87%

Date: 31 December 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

asking some banks to stop processing 
cross-border payments until they’re 
balanced on both sides. The People’s 
Bank of China revealed that the 
country’s foreign reserve holdings fell 
for a sixth month in December to $3.01 
trillion, down from a record $4 trillion 
in June 2014.

Data releases during the week 
revealed, China’s exports remain tepid, 
with overseas shipments dropping 
6.1% while imports rose 3.1%, leaving 
a $40.8 billion trade surplus. Iron 
ore imports by surged to a record 
above 1 billion metric tons last year as 
unexpectedly strong steel production 
and lower local mine output combined 
to fire up demand in the world’s top 
buyer for cargoes from Australia 
and Brazil, supporting a rebound in 
prices. China’s producer price index 
rose jumped 5.5% last month from 
a year earlier, at the fastest pace in 
more than five years in December 
as China becomes a potential force 
pushing prices higher. PPI rose faster 
as a weaker currency lifted imported 
commodity prices, demand for 
industrial products recovered and the 
effect of overcapacity reduction kicked 
in, the National Bureau of Statistics 
said in a statement released with the 
data. Consumer-price index rose 2.1%, 
versus 2.2% gain forecast by analysts.

South Korea’s central bank left its key 
interest rate unchanged for a seventh 
month on Friday, even as it cited a 
weakening recovery in cutting its 2017 
growth forecast to 2.5% this year from 
2.8% projected in October. Weakening 
consumption, political uncertainty 
following the impeachment 
of President as the reasons for 
plummeting confidence. Risks to the 
outlook include rising household debt, 
further political turmoil and possible 
threats to global trade. The BOK also 
trimmed its inflation forecast for the 
year to 1.8% from 1.9%, saying prices 
would gradually rise to near its 2% 
target by mid-year.

U.K.

GBP was hammered this week closing 
at 1.21 against USD due to political 
headwinds posed by Brexit, beginning 
with Theresa May’s comments that 
the U.K. will leave the single market, 
and that she is not interested in 
trying to “keep bits of membership”. 
It was announced that next Tuesday, 
Theresa May will outline details of the 
U.K.’s negotiating aims for leaving the 
European Union. The likelihood of a 
much harder Brexit has been quickly 
priced in sterling’s crosses and the
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KEY MESSAGES:

The week’s major events were 
Donald Trump’s inauguration 
ceremony, and the World Economic 
Forum at Davos. USD, GBP remained 
volatile as Theresa May delivered her 
long expected address on her Brexit 
strategy. U.S. futures climbed with 
the USD and bonds fell as investors 
awaited the start of Donald Trump’s 
presidency.

Rising consumer prices in the U.S. 
joined data showing strengthening 
inflation in the U.K. and EU, 
underpinning confidence in global 
economic growth.

Sell the rumor; buy the fact

The maxim “sell the rumor, buy the 
fact”, has become more relevant in 
the financial markets than ever before, 
considering the market sensitivity to 
political developments. This was much 
clearer in this week’s price action on 
GBP. Having already sold sterling after 
the weekend’s press reports on the 
contents of May’s speech, the market 
seemed happy buying the pound on 
the news that Parliament will get a final 
vote on the Brexit package.

Even the USD lowered during the week 
upon comments from President Trump 
criticizing USD strength. By the end of 
the week USD rose after Janet Yellen 
signalled the Federal Reserve stands 
ready to raise interest rates if the 
economy strengthens as the central 
bank anticipates.

Market developments during the week

Last week marked the inauguration 
day of the 45th President of the 
United States Donald J Trump. He has 
taken the reins at a time when the 

economy is growing steadily with low 
unemployment. Investors await the 
details of the policies he will implement 
in the early days of his mandate. 
Volatility is expected as evidenced 
by recent market reactions driven 
by President Trump tweets, but the 
direction is clear. U.S. equities should 
trade higher through 2017, absent any 
significant global macro shocks.

Ironically, in the run up to the swearing 
in, U.S. equity funds saw weekly 
outflows of $2.5 billion, according to 
a strategy note from Bank of America-
Merrill Lynch, citing data from EPFR 
Global. This week, investors were 
careful to avoid taking firm positions 
before the inauguration.

This sell off was arguably irrational, as 
economic data over the past week has 
further confirmed the strength of the 
U.S. economy. The Fed’s Beige Book 
painted a relatively bright picture of 
the domestic economy. Labor markets 
were reported to be tight, or tightening 
while wage pressures were building. 
Initial jobless claims fell to a 43 year 
low. Consumer Price Index inflation 
rose above 2% for the first time in more 
than two years in December.

The World Economic Forum meeting 
in Davos was held this week. Though 
President Trump did not attend it, 
he dominated the meeting as the 
question remained how to engage 
an unpredictable U.S. leader who 
has pledged to rewrite the tax code, 
overhaul healthcare, and tear up trade 
agreements.

Chinese President Xi Jinping urged 
global business and political elites to 
reject trade wars and protectionism, in 
his first public rebuttal of the policies 
advocated by incoming U.S. leader 
Donald Trump. In a speech where he 
did not name Trump, but where his 
comments were clearly targeted at 
the president-elect, Xi told the World 
Economic Forum in Switzerland on 
Tuesday that failures of governance, 
not globalization, were fuelling anxiety 
around the globe.

The corridors of Davos buzzed with 
concerns that populism around 
the world must be stopped. Davos, 
over the decades, has become 
synonymous with globalization and 
open markets, but in the background 
this year is the failure of business and 
political elites to predict any of the 
seismic political events that shaped 

2016. That has raised questions 
over whether they are capable of 
understanding and addressing the 
anti-establishment forces that have 
shook the U.S. and Europe over the 
past year. While International Monetary 
Fund chief, Christine Lagarde, urged a 
list of policies from programs to retrain 
workers to more social spending, 
others fretted that the turbulence is 
only just starting.

German carmakers pushed back 
Donald Trump’s threats of import 
duties on the autos they make 
in Mexico, pointing to extensive 
production expansion in the U.S. 
in recent years. BMW AG sought to 
defuse potential tensions by stating 
that its largest factory is in South 
Carolina and that cars made at a 
planned, smaller factory in Mexico 
will be exported globally. Trump said 
BMW will face a 35% import duty on 
vehicles it exports to the U.S. from 
Mexico. Trump’s comments were the 
first aimed at a European carmaker 
after he issued similar warnings to Ford 
Motor Co. and Toyota Motor Corp. 
So far, the threats have prompted 
conciliatory gestures by the targeted 
companies. Ford cancelled plans for 
a $1.6 billion factory in the country 
to instead expand an existing site in 
Michigan. Toyota, which is set to start 
producing Corolla cars at a new plant 
in Mexico starting in 2019, has said it’ll 
take Trump’s decisions into account in 
the future.

Equities & Bonds

U.S. futures climbed with the dollar and 
bonds falling, as investors await the start 
of Donald Trump’s presidency. Futures 
on the S&P 500 Index rose 0.2%. The 
underlying benchmark is heading for its 
biggest weekly drop of 2017. Contracts 
on the Dow Jones Industrial Average 
were little changed on Friday.

The Stoxx Europe 600 Index traded 
little changed, as declines from miners 
offset gains in energy shares.

Asian shares pared weekly losses and 
fluctuated within narrow ranges as 
investors await U.S. President-elect 
Donald Trump’s inauguration. The 
MSCI AC Asia Pacific Index gained 0.1%, 
paring its first weekly decline in 2017. 
China’s Shanghai Composite index 
rose the most in more than two weeks 
as China’s gross domestic product 
accelerated for the first time in two 
years in the fourth quarter of 2016. 
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Hong Kong’s Hang Seng Index and 
Hang Seng China Enterprises Index had 
short-lived spikes before holding losses 
after a report that China cut the reserve 
ratio requirement for five major banks.

Japan’s Topix closed 0.4% higher 
even as the yen strengthened versus 
the dollar, after Federal Reserve Chair 
Janet Yellen said the Fed backs gradual 
rate rises. India’s Sensex dropped the 
most in 2 weeks, led by lenders and 
metal makers.

The yield on 10 year Treasuries was little 
changed after briefly touching 2.5%. 
Government bonds retreated across the 
European Union. Yields on Irish 10-year 
notes climbed 4 basis points to 0.99%. 
The yields climbed in Europe, playing 
catch-up with Treasuries, which sold off 
yesterday after Fed chair Janet Yellen said 
the American economy is strong enough 
to warrant higher interest rates, bringing 
the ECB’s quantitative easing into sharper 
relief as policymakers, led by Draghi, met 
to discuss the monetary policy.

Currencies

The Bloomberg Dollar Spot Index 
was up 0.2% as of 7:45 a.m. in New 
York after falling as much as 0.3%. The 
gauge is heading toward its first weekly 
advance since the period ending Dec. 
23. The upcoming U.S. fiscal policies 
looks set to become the key driver of 
exchange rates.

The pound dropped 0.5% to $1.2285 
and the euro retreated 0.2% to 
$1.0648. Yen strengthened to 114.76/
USD.

Emerging market countries offer 
attractive carry-trade opportunities 
because they were forced to push 
up interest rates during the 2015 
commodity crash. South Africa’s central 
bank lifted its policy rate four times 
in the past two years to 7%, where it 
will likely remain in 2017, according to 
a Bloomberg survey of economists. 
Russia’s benchmark rate will stay above 
8%, the survey shows. Those relatively 
high rates, together with currency 
gains against the dollar, garnered carry 
returns of 32% for the ruble and 21% for 
the rand in 2016. Using the pound as 
a funding currency, returns in the first 
two weeks of this year were 4.2% for 
the ruble and 2.5% for the rand.

The Philippine peso, which weakened 
4.6% in the past 12 months, is forecast 
to be the most resilient to external risks 
this year, according to a Bloomberg 
survey of 10 foreign exchange analysts. 

The Thai baht and Indian rupee together 
rank second, while China’s yuan is last.

Commodities

West Texas Intermediate crude 
climbed for the second day, gaining 
1.5% to $52.13 a barrel and narrowing 
a weekly loss to 0.5%. Brent futures 
added 0.3% to $54.35 a barrel.

As per statement by Saudi Arabia’s 
energy minister, the surprising strength 
of the oil market could lead to OPEC 
ending the output cuts by the middle 
of the year. OPEC and Russia may not 
need to extend the curbs when they 
expire in June, Khalid Al-Falih said in 
an interview at the World Economic 
Forum in Davos, characterizing his 
view as a “bullish sign.”

Meanwhile the OPEC’s campaign to 
prop up oil prices is getting unlikely 
support from its biggest customer. 
China’s production is forecast to fall 
by as much as 7% this year, extending 
a record decline in 2016, according 
to analysts at CLSA Ltd., Sanford C. 
Bernstein & Co. and Nomura Holdings 
Inc. That’s about the same size as the 
output cut agreed by Iraq, the second-
biggest producer in the Organization 
of Petroleum Exporting Countries, 
which late last year reached a deal to 
trim supply to support prices. While 
China consumes more oil than almost 
any other country, it’s also one of the 
world’s biggest producers, with fields 
stretching from offshore its southern 
coast to the far north east. The 
collapse in prices that began in 2014 is 
taking its toll, and the nation’s output 
suffered a record decline last year. 
That plays into the hands of OPEC as it 
seeks to prop up the global oil market, 
forcing China to depend more heavily 
on imports. China’s output slumped in 
2016 as state-owned firms shut wells 
at mature fields that had become too 
costly to operate after the crash.

Oil price gains will trigger a “significant” 
increase in U.S. shale output as 
OPEC and other producers rein in 
supply, according to the head of the 
International Energy Agency.

Earlier this month, WTI gained sharply 
against Brent for some contracts 
in future years, amid speculation 
that a Republican president and a 
Republican-controlled Congress 
would agree on a tax proposal. For 
December 2019, WTI briefly traded 
at a premium to Brent. The discount 
for December 2018 WTI broadened 
$0.07 from Tuesday’s close, to $0.97 

a barrel. In addition, traders have bet 
roughly $61 million that the two grades 
would be at least at parity as early as 
next June, according to Bloomberg 
calculations from options trades. The 
value of these options diminished 
this week as WTI’s price plummeted 
against Brent, following publication of 
Trump’s remarks. Options contracts 
for WTI to trade at a $2 premium to 
Brent have halved in value since last 
week, while those betting on any 
kind of premium also declined as 
Trump described the tax plan as “too 
complicated” in an interview with the 
Wall Street Journal this week, casting 
doubt on the proposal and putting the 
bets on oil prices at risk. A tax on oil 
imports would not only raise the price 
U.S. refiners pay for Brent, it would also 
trigger an increase in WTI by spurring 
more demand for the American grade.

Gold moved toward fourth weekly 
gain closing at 1,202.55 an ounce. 
The metal has advanced 0.4% this 
week, touching the highest level since 
November on Tuesday.

Major economies

Canada

CAD remained on the defensive 
against USD, but the pace of its losses 
slowed by the end of the week. It rose 
initially on USD weakness seen at 
the start of the week. The Canadian 
Survey of Manufacturing showed 
Manufacturing Sales up 1.5% in 
November, but this did little to support 
the loonie after Bank of Canada 
Governor Stephen Poloz’s comments 
on Wednesday about rate cuts still 
being a possibility as he kept rates 
on hold. The Bank’s latest Monetary 
Policy Report also warned about the 
consequences of any protectionist 
trade policies of the sort discussed 
by incoming U.S. President Donald 
Trump. U.S. Press Secretary Sean 
Spicer said that Donald Trump would 
act on promises to withdraw from the 
Trans-Pacific Partnership trade deal 
and renegotiate NAFTA very shortly 
after his inauguration. President-elect 
Donald Trump won’t wait for Congress 
to confirm trade officials to act on his 
promises to withdraw from the Trans-
Pacific Partnership trade deal and give 
notice he will renegotiate NAFTA, press 
secretary Sean Spicer said.

Existing home sales rose 2.2% in 
December rebounding somewhat 
from a sharp decline in the prior 
month. Home prices, after adjusting 
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for location and housing type, rose 
on the month and were up by double 
digits versus year ago levels across 
all housing types. Retail sales rose 
0.2% in November, with volumes 
up by a robust 0.7% on the month. 
Manufacturing sales bounced back 
by 1.5% in November, reaching the 
highest level since January. Volumes 
were up a healthy 1.2%. Headline 
inflation accelerated to 1.5% in 
December. The three core inflation 
measures showed limited price 
pressures across the economy.

Euro area

As expected, the ECB kept rates 
unchanged at its policy meeting, 
and Mario Draghi called for patience 
from German savers, who are now 
seeing higher inflation of 1.7% year 
on year. Draghi said that the increase 
in inflation was driven by a relatively 
transitory increase in energy prices, 
and that the ECB would continue very 
accommodative monetary policy 
until inflation was broad based and 
sustainable across the Eurozone.

The economic confidence index did 
hit one year highs in the Eurozone, 
maintaining the extremely positive 
momentum of the Eurozone’s data. 
The German Producer Price Index, 
which rose 0.4% in December.

On the political front, Marine Le Pen 
is gaining support in France and has 
taken the lead in a major survey of 
voters’ intentions for the first round 
of the presidential election. The 
populist leader of the National Front 
had between 25% and 26% support 
compared with 23% to 25% for 
Republican candidate Francois Fillon. 
The French race has been closely 
watched as another crucial battle 
between populist and establishment 
forces. Le Pen has pledged to take 
France out of the euro if she wins. 
Under the French electoral system, 
the two leading candidates face each 
other in a run-off vote on May 7, 
presenting a significant hurdle to Le 
Pen. The poll didn’t include data for 
the second-round vote.

The Dutch elections on March 15 
are also gaining importance as the 
populist surge sweeps Europe and the 
U.S. Almost all the opinion polls are 
in agreement: The anti-Islam, anti-
European Union Freedom Party led by 
Geert Wilders is ahead and poised to 
win the largest number of seats.

China

The flood of domestic currency out 
of China became more of a trickle 
last month, signalling that policy 
makers’ efforts to keep cash at home 
are taking effect. An equivalent of a 
net $900 million worth of yuan left 
China via payments in December, State 
Administration of Foreign Exchange 
data showed Thursday. That’s less than 
2% of the record amount in September, 
and compares with an average of $25.8 
billion a month last year.

Also, China’s economy accelerated for 
the first time in two years in the final 
quarter of 2016, cementing an economic 
stabilization that’s giving leaders a buffer 
as they transition to neutral policy and 
prepare for potential trade tensions with 
Donald Trump. Gross domestic product 
increased 6.8% in the three months 
through December from a year earlier, 
compared with a 6.7% median estimate 
in a Bloomberg survey. Last year’s 6.7% 
expansion came at the expense of 
15.4% loan growth, while outstanding 
credit likely rose to about 264% of GDP, 
fuelling concern about financial frailty, 
Bloomberg Intelligence economists Tom 
Orlik and Fielding Chen wrote in a report. 
“China’s economy ended 2016 with 
short-term growth firmly on track, but 
long-term sustainability veering further 
off it,” they said.

With manufacturing also rebounding 
and deflation tamed, the central 
bank is turning to neutral policy to 
address a debt binge that inflated asset 
bubbles and may threaten the long-
term outlook. Retail sales increased 
10.9% from a year earlier in December, 
the strongest reading in a year and 
more than the projected 10.7% 
advance. Industrial production rose 
6% in December from a year earlier, 
compared with an estimated 6.1% rise. 
Fixed-asset investment excluding rural 
areas expanded 8.1% for the full year.

China will cooperate with the 
incoming administration of Donald 
Trump to help promote healthy 
trade development and economic 
relations, a government spokesman 
said. Even, Chinese President Xi 
Jinping used his speech this week 
at the World Economic Forum in 
Davos to warn trade wars have no 
winners and protectionism should 
be rejected, his first public rebuttal of 
policies advocated by Trump, who has 
threatened to slap tariffs on imports 
from China. China’s government 
also released plans this week to relax 
restrictions on foreign investment.

Russia

Russia has been seen as a potential 
beneficiary of Trump’s administration. 
As the presidency becomes a 
reality, leading money managers 
are considering reducing holdings if 
they don’t get evidence that he will 
take concrete steps to mend frayed 
relations, including lifting sanctions. A 
U-turn in U.S.-Russian relation, which 
deteriorated to a post-Cold War low 
under Barack Obama, could prove 
hard to achieve in practice. Many key 
Republicans in Congress support 
keeping sanctions in place, particularly 
after intelligence agencies reported 
evidence last month that Russia was 
behind hacking during the November 
election. Trump himself conceded this 
month that he’d keep sanctions “for a 
period of time”. Any further signs that 
the detente is all bluster could trigger 
a correction in a rally that has sent 
the ruble to a 17 month high, stocks 
to a record and Russian bond yields 
to levels last seen before the nation’s 
invasion of Crimea in 2014.

Egypt

Egypt has created a “well-functioning” 
currency market which is reflected 
in the pound’s current rate, the 
International Monetary Fund said, 
adding that the currency may 
strengthen after a period of adjustment 
since last year’s float.

Government moves to reform the 
economy and growing investor 
confidence are underpinning the 
gradual return to levels achieved 
before the 2011 uprising that ousted 
President Hosni Mubarak, Deputy 
Finance Ahmed KouchoU.K. said. 
Foreign holdings of Egyptian debt 
rose by as much as $900 million 
after authorities floated the pound, 
he said in November. Egypt has 
been paying yields of about 20% on 
domestic T-bonds and T-bills since 
the central bank raised interest rates 
on Nov. 3. In addition to dollars, the 
government may also issue yen- and 
yuan-denominated bonds as it seeks 
to reduce costs, the Finance Ministry 
said last month.

A marketing roadshow for Eurobonds 
worth as much as $2.5 billion begins 
in Abu Dhabi and Dubai on Tuesday, 
and will take in New York, Boston, Los 
Angeles before wrapping up in London 
on Jan. 23. Egypt plans to offer 5 
year and 10 year maturities, and may 
consider a 30 year tranche. Egypt sees 
foreigners buying as much as $10 billion 



to $11 billion in local Treasury bills and 
bonds in the coming period, Finance 
Minister Amr El-Garhy said. Egypt is rated 
B3 by Moody’s Investors Service, its 
sixth non-investment grade, alongside 
countries including Ghana and Pakistan.

U.K.

Reaffirming the current global 
scenario of markets being more 
reactive towards political news than 
the fundamentals, GBP saw the 
biggest decline in a month to as low 
as $1.1986 to reports from the Sunday 
Times about the main substance of 
Theresa May’s speech indicating the 
prime minister could support a so 
called “hard Brexit.”

“Sell the rumour, buy the fact” was a 
perfect description of price action on 
GBP. Having already sold sterling after 
the weekend’s press reports on the 
contents of May’s speech, the market 
seemed happy buying the pound on 
the news that Parliament will get a 
final vote on the Brexit package. The 
details of May’s speech were almost 
exactly as reported on by media, 
suggesting that perhaps the Prime 
Minister had undertaken a deliberate 
communications strategy to price 
in the ostensibly sterling negative 
elements of her speech beforehand.

The blueprint involves quitting the 
single market, ending large payments 
to Brussels, clamping down on 
immigration and repatriating law-
making powers. As for future trade, 
the prime minister wants to customize 
the EU customs union and replace it 
with a “bold and ambitious” accord 
in which Britain and the EU enjoy 
tariff-free trade yet the U.K. can strike 
its own commercial agreements 
with other nations. Her dream deal 
would take two years to land, would 
also let London-based banks provide 
services across the continent with 
ease, and would grant them and other 
companies time to adjust to the new 
order. May said that if she’s unable 
to get what she wants, she would be 
willing to remove the U.K. from the EU 
with “no deal” at all, even if that means 
trade duties.

GBP later rebounded and rallied the 
most since the 1990s after Prime 
Minister Theresa May promised a 
parliamentary vote on taking the U.K. 
out of the European Union. Investors 
await Europe’s reply to May’s Brexit 
plan for U.K. British businesses gave a 
mixed response. They welcomed the

added insight and commitment to a 
transition, yet worried the loss of the 
single market will cost them trade 
and the threat of a standoff unnerved 
them. In the short term, companies 
are simply behaving business as usual. 
Bankers also praised the phasing 
in of regulations, but said they will 
continue to study whether to shift 
jobs to the EU to maintain access to it. 
May stroke a more conciliatory tone 
on the financial services sector at 
Davos, acknowledging its importance 
to the economy in an interview with 
Bloomberg. There was also an upbeat 
tone from HSBC’s CEO Stuart Gulliver, 
who, despite confirming that around 
20% of the firms revenue generating 
operations would likely move to 
France as a direct result of Brexit, 
stated his belief that the “revenue 
impact of Brexit will on financial 
services will be made good in two or 
three years’ time”.

Headwinds emerging from hard Brexit 
include employment growth could 
turn negative, unemployment to pick 
up, inflation to increase. Even though 
U.K. economy could slowdown but a 
recession, as expected prior to Brexit 
vote is not on the horizon.

Scotland will vote to become 
independent within two years due to 
the hardline position being taken by 
British Prime Minister Theresa May over 
Brexit, former Scottish first minister 
Alex Salmond said on Friday.

On the economic front

GBP slid during the week after a  
report showed U.K. retail sales fell at 
the fastest pace in almost five years 

last month, recording a 1.9% drop. 
Possible explanations include price 
increases and consumers scaling back 
purchases after taking advantage of 
Black Friday discounts the previous 
month. Mild weather also probably 
affected clothing sales, down 3.7% 
on the month, though the weakness 
in the sector was broad-based, with 
turnover at food, household goods and 
department stores all falling. Consumer 
confidence is weakening and 
employment growth has stalled while 
real household disposable incomes 
are being eroded by higher prices. 
Consumer-price inflation jumped to 
1.6%, according to a report earlier this 
week, and is forecast to keep climbing 
through 2017. At the same time retailers 
themselves are going to see profit 
margins squeezed by higher import 
costs due to weaker GBP.

The Unemployment Rate was steady 
at 4.8%, and over the three months 
ended November wage growth 
averaged 2.8%, a slight improvement 
on the last reading. But there were 
signs of slowing in the details of the 
report which showed that the total 
number of people in work had actually 
fallen slightly, and that in the month 
of December alone, wage growth had 
slowed. The next several months of 
developments in the labor market will 
prove crucial, as businesses process 
the new information recently revealed 
by the Government about the nature 
of Brexit.

Jason Granite, 
Chief Investment Officer

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 31/12/16)	 (29/04/16 to 31/12/16)

		  Performance	 Volatility*	 Performance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.53%	 1.42%	 1.07%	 1.26%

FTIM Safety First 3	 3.26%	 1.91%	 2.33%	 1.70%

FTIM Safety First 4	 4.38%	 2.93%	 3.13%	 1.98%

FTIM Safety First 5	 5.63%	 3.23%	 3.68%	 2.68%

FTIM Safety First 6	 10.10%	 5.04%	 7.53%	 4.87%

Date: 31 December 2016	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.
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KEY MESSAGES:

Executive orders of President Trump 
grabbed the markets attention 
throughout the week with the major 
highlight being memoranda reviving 
construction of the Keystone XL 
and Dakota Access pipelines and 
withdrawing from Nafta. USD is again 
down this week. U.S. Equities showed 
positive performance and the 10-year 
Treasury yield fell below 2.5%. Oil 
traded around $52 a barrel, Gold 
headed for its longest slump in 3 
months closing at $1,189.60 an ounce.

The U.K.’s Supreme Court ruled that 
Parliament’s permission is necessary 
to trigger Article 50. Positive U.K. 
GDP results and Theresa May visited 
the White House as she aimed to 
forge a new commercial relationship 
with the U.S.

Market developments during the week

Executive orders from President Trump 
drew investors’ attention this week as 
he completed his first week in office. 
Markets remained susceptible to policy 
announcements. The executive orders 
issued so far include a memorandum 
directing the U.S. trade representative 
to withdraw from the Trans-Pacific 
Partnership; memoranda reviving 
construction of the Keystone XL 

and Dakota Access pipelines; an 
executive order cutting federal funds to 
“sanctuary cities” that decline to enforce 
certain U.S. immigration laws; and a 
memorandum ordering “expedited 
reviews of and approvals for” new and 
expanded manufacturing facilities.

The signing of an executive order 
approving the Keystone XL and Dakota 
Access pipelines was applauded by 
markets and a rally in U.S. equities 
ensued, helped in part by strong 
earnings, which pushed the Dow 
Jones Industrial Average above the 
coveted 20,000 mark by mid-week.

However, the withdrawal from Nafta, a 
23-year-old trade agreement involving 
U.S., Canada and Mexico escalated 
concerns of a trade war. After several 
tweets from Trump saying that Mexico 
should pay for the construction of a 
border wall or not bother attending 
a planned meeting next week, Nieto 
cancelled the meeting. Several hours 
later White House spokesman Sean 
Spicer said that wall would be financed 
by a 20% import tax on Mexico, a 
move that most economists would 
describe as forcing U.S. consumers to 
pay for the wall. Following criticism 
along these lines, deputy White 
House spokesperson Sarah Sanders 
said the import tax was “just an idea, 
nothing firm has been decided”. While 
the Mexican leader has expressed a 
willingness to negotiate portions of the 
agreement, he has remained steadfast 
in refusing Trump’s demands that his 
country foot the bill for a border wall. 
Automakers would be the hardest hit, 
as Ford Motor Co., General Motors 
Co. and Fiat Chrysler Automobiles 
NV have assembly plants in Mexico. 
Several foreign automakers also have 
Mexican factories that export vehicles 
to the U.S., including Honda Motor Co. 
Ltd., Volkswagen AG and Mazda Motor 
Corp. Other American companies that 
benefit from Nafta include Whirlpool 
Corp. and General Electric Co.

A day after a rift between the U.S. 
and Mexico opened over the U.S. 
leader’s plan for a border wall and 
his insistence that Mexico pay for it, 
Trump said Friday he and Pena Nieto 
“had a very good talk” and blamed past 
U.S. leadership for negotiating trade 
agreements that give other countries 
an advantage. It’s more likely Trump 
is using the threat of withdrawal as 

a ploy to make Mexico and Canada 
give up more in a Nafta renegotiation. 
Canadian Prime Minister Justin 
Trudeau signalled that he’s willing to 
renegotiate.

Also, President Donald Trump is willing 
to consider removing U.S. sanctions 
against Russia when he has his first 
official discussion with Vladimir Putin 
on Saturday.

The first talks between the two leaders 
since Trump’s inauguration are stirring 
unease in Europe over the future of 
sanctions imposed by the U.S. and 
the European Union after Russia’s 
2014 annexation of Crimea and its 
support of separatists fighting in 
eastern Ukraine. Trump also is due to 
speak on Saturday with the leaders of 
France and Germany, which back the 
sanctions. U.K.’s Theresa May firmly 
endorsed continuing a sanctions 
regime that the U.S. has imposed 
jointly with European leaders.

Domestic data took a backseat this 
week. It was reported that the U.S. 
GDP rose at a slightly slower pace than 
forecast. It rose at a 1.9% annualized 
rate following the prior quarter’s 3.5% 
gain that was the largest increase in 
two years. Business investment picked 
up, which may be a harbinger for faster 
expansion in 2017.

Consumer confidence also rose in 
January to a 13-year high, reflecting 
ongoing optimism about post-election 
fiscal policies and their impact on 
economic growth. The University 
of Michigan said Friday that its final 
index of sentiment increased to 98.5 
from 98.2 in December. The strong 
job market and optimism among 
consumers and companies for 
President Donald Trump’s policies are 
likely to keep growth humming along 
in 2017, though tensions over trade 
could temper any gains.

U.S. existing home sales fell by 2.8% to 
5.49 million annualized in December, a 
pace slightly below the estimated 5.52 
million level. The pullback, was largely 
anticipated as buyers rushed to lock in 
rates before they climbed any further, 
and in doing so, brought demand 
forward at the expense of future sales. 
Furthermore, initial jobless claims also 
disappointed, rising by 9k more than 
what was expected to 259k in the 
week ended Jan. 21, and new home 
sales tumbled 10.4% in December.

President 
Trump’s 

commits 
towards 

campaign 
promises 
through 

initial 
executive 

orders



Equities

The S&P 500 Index pared its weekly gain. 
The measure has gained 1% in the week 
and closed Wednesday at a record.

The Stoxx Europe 600 fell 0.4% 
following three days of gains that left it 
still on course for a weekly rise of 0.9%. 
Banking stocks retreat as UBS reports 
drop in margins.

Emerging-market stocks and 
currencies pared their weekly gains 
as the USD’s strength and heightened 
political risk from Turkey to Brazil 
reduced the demand for riskier 
assets. MSCI Emerging Markets Index 
weakened 0.4%, paring its gain in the 
week to 2.2%.

Bonds

Ten-year Treasury yields fell below 
2.50%. However, this week saw hedge 
funds and institutional investors taking 
opposite sides of the Treasury market. 
Speculators upped their bearish bets, 
with leveraged funds’ short positions 
on five-year notes exceeding longs 
by a record 1.1 million contracts, 
data compiled by the U.S. Commodity 
Futures Trading Commission show. 
Institutional investors, on the other 
hand, boosted their long positions in 
the same notes to an all-time high in 
January.

Japanese 10-year yields fell one basis 
point to 0.07%. The BOJ boosted the 
amount of 5 to 10 year bonds it buys 
in its outright purchase operations, 
underscoring a commitment to keep 
its yield-curve target.

Greek bonds slumped on Friday 
as a meeting of euro-area finance 
ministers in Brussels Thursday ended 
with few indications of how Greece 
and its creditors will agree further 
government belt-tightening and 
German Finance Minister said “time is 
running out” for Athens to get more 
aid. The yield on 10-year notes was 
headed for the biggest increase since 
Dec. 15.

Currencies

USD slid against all its Group of 10 
peers after the Trump administration 
vowed in its revamped website to 
withdraw from the Trans-Pacific 
Partnership and renegotiate the North 
American Free Trade Agreement. It slid 
as much as 1% versus the yen. The USD 

measure is down 0.4% for the week in 
its longest slump since February.

The pound fell 0.5%, paring a 1.3% 
weekly gain. The yen slid 0.5% as 
Japan’s central bank stepped in to buy 
debt. The euro was little changed.

The peso climbed 0.3% after earlier 
falling as much as 0.5%. The Mexican 
peso strengthened even as souring 
relations with the U.S. pushed the 
countries closer to a trade war.

The Turkish lira fell 1% and is down 
3.2% for the week. Turkey’s lira fell for a 
seventh week, the longest streak since 
September 2015, as President Recep 
Tayyip Erdogan was cited saying that 
higher interest rates would hurt the 
currency and the economy.

Commodities

West Texas Intermediate crude fell 
1.7% to $52.90 a barrel after surging 
2% Thursday on optimism that OPEC 
and other oil-producing nations would 
adhere to their pledged output cuts.

The two biggest OPEC suppliers of 
crude to the U.S. said that despite 
Trump’s stated commitment to achieve 
energy independence, the U.S. will still 
need to import oil. U.S. refineries rely 
on imports for about half the roughly 
17 million barrels that they process 
daily. Saudi Arabia and Venezuela lead 
the pack of OPEC suppliers to the U.S. 
They account for more than half of 
U.S. imports from the 13-nation group. 
President Trump’s goal may not be 
completely unobtainable as U.S. oil 
production has been on the rise and 
signs point toward possible energy 
independence years from now. To 
achieve that, though, the country may 
need to reconsider a push for exports 
that was supported by Republicans. 
Since scrapping restriction on sales to 
countries other than Canada at the end 
of 2015, U.S. crude exports have risen 
to more than 700,000 barrels a day. 
At current consumption levels, total 
independence from imports would 
require almost doubling domestic 
production.

Gold headed for its longest slump in 
three months. It fell as much as 0.2% to 
$1,189.60 an ounce, the lowest price 
in more than two weeks.

Palladium is down 8.3% this week at 
$723.33 an ounce, heading for the 
biggest weekly decline in a year.

Major economies

Euroarea

German business sentiment 
unexpectedly slipped to 109.8 in 
January, per Munich-based Ifo 
institute’s business climate index. It 
slipped from its highest level in almost 
three years in a sign that momentum 
in Europe’s largest economy may 
have weakened at the start of the year 
amid political concerns. Confidence 
in France, one of Germany’s biggest 
trading partners, also missed forecasts, 
with a gauge published by the national 
statistics office down 1 point to 104.

A Purchasing Managers’ Index 
signalled quarterly growth of 0.4%, 
with broad-based expansion in both 
manufacturing and services. Although 
composite PMI for the euro area 
slipped slightly to 54.3 in January, IHS 
Markit said economic momentum 
in the single-currency area remains 
robust. Inflation pressures are starting 
to build, per the report, but are being 
driven by commodity price rises and 
import costs due to the weakening 
euro. Economic prospects in France, 
which is facing a presidential election 
this year, also look positive, with the 
composite PMI rising to 53.8, the 
highest since June 2011. In January, 
private-sector employment rose for 
a third month, with manufacturers 
reporting the strongest rate of 
increase. Companies maintained a 
positive outlook toward activity over 
the next year, as orders gained for a 
seventh month.

Spain’s unemployment rate dropped 
to 18.6%, consistent with the slow but 
steady upwards trend in the domestic 
and regional jobs markets.

The near-absence of underlying price 
growth is a concern for the European 
Central Bank, which hasn’t met its 
inflation mandate in almost four years. 
Policy makers are relying on record-
low interest rates and a 2.28 trillion-
euro ($2.5 trillion) asset-purchase plan 
to fuel inflation, especially as euro-
skeptic parties gain ground ahead 
of elections in some of the region’s 
largest economies.

China

China’s central bank has ordered the 
nation’s lenders to strictly control new 
loans in the first quarter of the year, 
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people familiar with the matter said, in 
another move to curb excess leverage 
in the financial system. The new 
guidance from the People’s Bank of 
China puts an emphasis on mortgage 
lending, as authorities grapple to 
contain runaway property prices.

In another sign of the effort to 
curb risks, the PBOC on Tuesday 
unexpectedly increased the interest 
rates on medium-term loans that it 
uses to manage liquidity. Earlier, the 
central bank said it will include wealth-
management products held off bank 
balance sheets in its macro prudential 
assessment framework for gauging risk 
to the financial system starting in the 
first quarter.

U.K.

As Trump seeks to redraw the trade 
map, the first of the world leaders to 
visit the White House was Theresa May, 
as she seeks to lay the groundwork for 
a commercial deal. The relationship 
with the world’s biggest economy is 
an important plank in Britain’s post-
Brexit future. The prime minister said 
she believed she could work with the 
president to forge a new commercial 
relationship despite his protectionist 
rhetoric.

The British economy grew by 0.6% in 
the fourth quarter of 2016, more than 
economists had been expecting. The 
growth was driven entirely by services, 
with zero support from construction 
and production, in a continuation 
of the recent trend of a lopsided 
expansion. The fourth-quarter GDP 
estimate showed that services jumped 
0.8%, adding 0.6 percentage point 
to GDP and offsetting stagnation in 
industrial production. Bank of England 
of England Governor Mark Carney has 
warned of pressure from inflation and 
weaker business spending. Carney 
said last week that consumption-led 
growth “tends to be both slower and 
less durable” as it eventually overtakes 
earnings.

British manufacturers are enjoying 
their strongest orders in nearly two 
years but their costs are rising sharply 
following last year’s Brexit vote which 
pushed down the value of sterling, a 
survey showed on Wednesday. In the 
latest sign of how Britain’s economy 
has so far withstood the shock of 
June’s vote to leave the European 

Union, the Confederation of British 
Industry’s monthly industrial orders 
balance rose to +5 in January from 
zero in December. The latest retail 
sales data shows a slowdown in 
spending, and inflation is only just 
beginning to bite. Businesses now also 
have a clearer picture of the path of 
Brexit, so investment behaviour is likely 
to change in 2017. However, corporate 
concerns about the challenges of 
the U.K. leaving the European Union 
have not been eased much by the 
strong performance of the economy. 
Businesses from airline EasyJet Plc to 
telecommunications firm BT Group Plc 
cited Brexit-linked problems such as 
a weaker pound and loss of business 
as they offered investors a forbidding 
outlook for this year.

The British Supreme Court ruled that 
U.K. Prime Minister Theresa May must 
seek the permission of parliament to 
trigger Article 50 of the Lisbon Treaty 
to start the country’s exit from the 
European Union. The 11 judge court 
said, however, that the devolved 
administrations in Wales, Scotland and 
Northern Ireland would not need to 
be consulted on the decision to trigger 
Brexit talks. Prime Minister Theresa May 
was also forced to back down again on 
Brexit as she agreed to publish a so-
called white paper on her negotiating 
plan. May pledged to formally release 
her strategy for the negotiations.

With the current heightened political 
risks and the rising optimism in global 
growth, the economic climate remains

favorable for risk assets, especially 
equities versus poor-returning 
government bonds.

Jason Granite, 
Chief Investment Officer
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KEY MESSAGES:

The week saw various currencies 
move based on political 
developments. USD ended a 6-week 
losing streak. We remain positive 
on the USD. GBP is facing a double 
whammy of economic and political 
environment, as U.K. edges closer 
to triggering Brexit negotiations 
with the EU next month. The euro 
weakened over Europe’s upcoming 
election concerns.

Global stocks rose, with S&P 500 
reaching record high, as President 
Trump announced a “phenomenal” 
plan to overhaul business taxes to 
be released in the coming weeks. 
Treasuries retreated, gold fell. Oil 
traded around $53 a barrel with 
outlook growing positive over future 
demand and supply prospects, as 
OPEC and Non-OPEC production cut 
progresses.

Market developments during the week

There was a paucity of data this week, 
with much of the concentration on 
political developments that included 
Trump’s stance on the travel ban, 
Theresa May’s Brexit

developments and rise of protectionist 
politicians around the world.

On the political front, President 
Trump’s Immigration ban case edges 
closer to U.S. Supreme Court after a 
federal appeals court unanimously 
refused to reinstate the ban on travel 
from seven Muslim-majority countries. 
With regard to developments in 
U.S.-China relations, Donald Trump 
has appeared to extend his support 

towards the One-China policy. The 
One-China policy acknowledges that 
China and Taiwan are part of the same 
country. President Trump

is also due to meet Japanese Prime 
Minister Shinzo Abe this weekend. 
While Japan remains the second 
biggest contributor to the U.S. trade 
deficit, President Trump is likely to 
raise concerns about the automobile 
industry, the largest part of the U.S. 
trade deficit with Japan.

Much of the week revolved around 
the travel ban issue, with hopes 
reinvigorated by the end of the 
week, when President Trump said 
a “phenomenal” plan to overhaul 
business taxes will be released within 
the next few weeks blowing life again 
into his promises of tax cuts and higher 
infrastructure spending. The mere hint 
of fiscal stimulus, and the associated 
inflation, was enough to reignite dollar 
long bets.

On the economic front, the week has 
been fairly quiet for U.S. investors. 
International trade data was the only top-
tier release, highlighting an improvement 
in the trade deficit and suggesting 
some upward revision to fourth quarter 
GDP. The trade deficit narrowed to 
$44.3 billion from $45.7 billion in the 
prior month, beating economists’ 
expectations. Exports bounced back 
after two months of contraction, while 
imports followed suit. Also, there was a 
sustained decline in initial jobless claims, 
which beat expectations and fell to 234k 
last week.	

Consumer confidence retreated 
in February from a 13-year high as 
Americans tempered expectations of 
their finances and the economy, with 
sentiment remaining sharply divided 
among party lines. The University of 
Michigan said Friday that its preliminary 
index of sentiment cooled to a 
three-month low of 95.7 from 98.5 
in January. The sentiment report’s 
current conditions index, which takes 
stock of Americans’ view of their 
personal finances, was little changed 
at 111.2 from a reading of 111.3 in the 
prior month. While consumers said 
they were better off financially than 
at any other time in the past 12 years, 
expectations for wage gains in the 
coming year deteriorated.

Currencies

The Bloomberg Dollar Spot Index rose 
0.2% after Thursday’s 0.3% advance 
as it registers first weekly gain after a 
6-week losing streak. Though the USD 
has been battered since start of 2017, 
we remain positive on the USD.

The yen was down 0.5% to 113.80 per 
dollar after sliding 1.2% the previous 
session.

The euro and British pound each 
fell 0.1%.

Equities

S&P rose to a record, after tax cut 
promises by President Trump. The 
index rose 0.6% to a record 2,307.87 
on Thursday. Airlines jumped 
2.5% amid Trump’s promise to cut 
regulations on the industry.

Equity markets in Europe and Asia 
advanced, sending the MSCI All-
Country World Index to the highest 
level since June 2015. The Stoxx 
Europe 600 index advanced 0.2%, 
rising for a fourth straight day and 
heading for the highest closing level 
in a year.

Chinese shares climbed as a trade 
report indicated overseas shipments 
rebounded on stronger global 
demand.

The MSCI Asia Pacific Index jumped 
0.9%, to the highest level since 
July 2015.

Japan’s Topix rose 2.2%, the most 
since Jan. 4, to bring it back above its 
average price for the past 50 days.

Bonds

Treasuries fell, with 10-year yields 
rising one basis point to 2.41%. The 
benchmark yield increased six basis 
points on Thursday, halting the longest 
rally in eight months.

German 10-year bond yields increased 
two basis points to 0.323% while 
French yields increased four basis 
points 1.017%. 

Greece’s two-year notes retreated 41 
basis points to 9.616%.

Australian bonds fell, sending 10-year 
yields up five basis points to 2.70%. 
New Zealand yields rose four basis 
points to 3.20%.

Commodities

Oil rose less than 0.1% to $53.02 a 
barrel Friday after it climbed 1.3% the 
previous session. The International 
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Energy Agency reported that the OPEC 
has implemented 90% of promised 
output cuts in January, the first month 
of its agreement, with key member 
Saudi Arabia reducing production by 
even more than it had committed. 
11 non-OPEC members have made 
about half their pledged reductions, 
according to the IEA. The IEA increased 
its 2016 estimates for world oil 
demand growth for a third month, 
and boosted its outlook for 2017, 
anticipating an increase of 1.4 million 
barrels a day this year.

Gold fell 0.5% to $1,221.89 an ounce, 
after dropping 1.1% on Thursday. This 
fall comes after reaching a 3-month 
high earlier in the week.

Iron ore futures on the Dalian 
Commodity Exchange surged past 
$100 a ton, while spot ore rose to 
$83.84 a dry ton, the highest since 
October 2014, amid optimism about 
the outlook for consumption as 
Chinese data shows exports surging. 
Copper is rallying amid concerns 
over potential supply disruptions at 
the world’s two biggest mines plus 
sustained demand from China. Copper 
for delivery in three months advanced 
1.7% to settle at $5,895 a metric ton on 
Wednesday.

Major economies

China

China’s overseas shipments rebounded 
in January with exports to the U.S. 
rising, just as it braces for potential 
trade frictions under Donald Trump’s 
presidency. Chinese exports to U.S. 
increased 9% in dollar terms. Overall, 
January exports rose 7.9%, fastest 
pace in almost two years. But this rise 
comes up after a slump last year. Also, 
most part of January being a holiday 
season, the coming months data could 
prove more solid representative of the 
trade performance.

Even after echoing the importance 
of U.S. China ties to both nations, the 
nation seems to prepare itself from 
President Trump’s possible punitive 
U.S. tariffs as policy makers survey 
Chinese Inc this month to evaluate the 
potential impact and to estimate the 
highest duties they can bear should 
the U.S. label the nation a currency 
manipulator and imposes punitive 
tariffs, according to people familiar 
with the issue.

Rising demand from Asia and Europe 
may help counter risk from the U.S.

India

India’s central bank unexpectedly left 
borrowing costs unchanged for a 
second straight meeting and signalled 
that its interest-rate easing cycle is 
coming to an end. The benchmark 
repurchase rate was left at a six-year 
low of 6.25%, the Reserve Bank of 
India said in a statement in Mumbai on 
Wednesday. The yield on benchmark 
10-year sovereign bonds jumped 
25 basis points in the aftermath of 
the announcement. These spread 
over similar maturity U.S. rates have 
widened to 444 basis points, the 
highest since mid-November. This was 
luring foreign investors back to rupee-
denominated debt after a four-month 
hiatus. The RBI’s hawkish stance 
against CPI inflation can enhance 
foreign investors’ confidence and 
interest in Indian high-yielding assets.

Euro area

The euro weakened during the week 
as nerves over Europe’s upcoming 
elections continue to haunt the 
currency. As the tone of the British 
prime minister indicating a “no deal” is 
better than a “bad deal” strengthens, 
Brussels-based diplomats say the risk 
is growing that talks may deteriorate 
early on, increasing the chances of her 
getting no deal at all.

In France, Marine Le Pen, the far-right 
candidate for the French presidency, 
unveiled her policy platform which 
included; scrapping the 1973 law that 
secures independence of the Bank 
of France, lowering income taxes for 
the three lowest income brackets, 
increasing defense spending to 3% of 
GDP by 2022, organizing a referendum 
on France’s EU membership, 
restoring a national currency to face 
“unfair competition,” a wide range of 
protectionist measures (like refusing 
trade agreements such as CETA, 
TAFTA, accords with Australia and 
New Zealand), creating an additional 
tax on foreign workers “to promote 
priority to French nationals”, cutting 
legal immigration to 10,000 a year, 
banning all radical Islam groups. 
The candidate’s promise to ditch 
euro could lead to around €1.7tn 
of French public debt eventually be 
redenominated into francs, in what 
would according to ratings agencies 
amounts to the world’s largest ever 
sovereign default. A poll on Friday 

signalled support for Marine Le Pen 
for the first round of France’s 
presidential election has increased 
one point to 26%.

Still, even as markets price in a larger 
political premium, French bond 
investors are showing few signs of a 
full panic. French bond prices doe not 
appear to be pricing in Le Pen’s victory. 
At 1.09%,

French 10-year yields remain low by 
historical standards, and, while the 
yield spread over Germany is near the 
highest since 2014, it is just over one-
third of the debt-crisis peak. BlueBay 
sees yield premium matching a 20% 
chance of a Le Pen win.

There was plenty of economic data 
in the euro zone. Services Purchasing 
Managers’ Index releases for Eurozone 
countries showed a strong level of 
overall growth, with only Spain’s index 
falling noticeably short of expectations. 
Eurozone Retail Sales contracted 0.3% 
in December.

German Factory Orders jumped 5.2% 
in December. Demand for big-ticket 
items was significantly above average. 
Also, Germany posted a record trade 
surplus at €253 billion in 2016. Exports 
climbed 1.2% last year to €1.2 trillion 
($1.3 trillion), the Federal Statistics 
Office in Wiesbaden reported on 
Thursday, while imports rose 0.6% to 
954.6 €billion.

Regarding the looming Greece’s debt 
crisis, the IMF this week, reiterated 
its view that Greece’s debt levels are 
unsustainable. Reports circulated that 
Greece’s creditors would prepare 
a new series of proposed austerity 
measures, meaning the February 20th 
meeting of Eurozone finance ministers 
could see a possible resolution, or 
escalation, of this latest stage in the 
ongoing drama.

Canada

There was quite a good amount of 
data for the Canadian economy. 
The country added 48,300 positions 
in January, led by services, while 
pay gains at slowest since 2003, 
pointing to underlying slack. The 
unemployment rate fell a tenth of a 
point to 6.8%, the statistics agency 
said from Ottawa. Housing Starts 
were slightly better than expected in 
January. Canada recorded a smaller 
than expected trade surplus in 
December.
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U.K.

GBP is facing a double whammy of 
challenging political and economic 
environment.

Brexit negotiations are due to begin 
in a month, thereby activating the 
discussions, May must first win 
the approval of Parliament. Having 
won the backing of the House of 
Commons, in less than 2 weeks, she 
must navigate the House of Lords, 
where her Conservative Party has less 
of a grip. May promised lawmakers 
that they would get an early vote on 
the final agreement. While it could 
receive tougher treatment in the 
unelected chamber, the draft law is 
unlikely to be blocked, leaving May 
ample time to meet her deadline to 
trigger Article 50 by March 31. Political 
wrangling over the activation of Article 
50 will continue the coming weeks. 
On the economic front, data released 
showed U.K. industrial production beat 
estimates for the end of 2016, and the 
trade deficit narrowed. Production 
rose 0.3% in 4Q rather than being 
unchanged. The revision to total 
industrial production in the fourth 
quarter will add 0.04 percentage 
points to GDP during the period. 
That, together with a modest upward 
revision to construction output, points 
to GDP rising to 0.7% in the three 
months through January, the National 
Institute of Economic and Social 
Research estimated on Friday.

The Royal Institution of Chartered 
Surveyors released its House Price 
Balance, which showed that a 
slightly bigger majority of surveyors 
than expected were reporting price 
increases. It said its house price 
balance rose to +25 in January after 
dipping to +23 in December. British 
house price growth became slightly 
more broad-based last month after 
slowing in December for the first 
time since Brexit, a monthly survey of 
property valuers showed on Thursday. 
Central London, where the luxury 
market has been under pressure 
from concerns about Brexit and high 
purchase taxes, reported an eleventh 
consecutive monthly price fall. For the 
first time since September, surveyors 
did not expect prices in London to rise 
over the next 12 months.

Markit’s Services PMI remained in 
overall growth territory, but was less 

positive than expected, especially 
given that the sub index that tracks 
input costs rose to a 6-year high, 
suggesting a strong inflationary surge 
in the near future.

Weaker GBP has yielded mixed benefit 
to U.K. exporters. On one hand as the 
cheaper currency is helping exporters 
in the medium term, the weakness was 
proving a double-edged sword for the 
SMEs who are experiencing pressure on 
the profitability of their overseas sales.

British consumers reigning in their 
spending last month, an industry survey 
showed on Tuesday, adding to signs 
that they are turning more cautious 
as last year’s Brexit vote pushes up 
inflation. On a like-for-like basis, which 
excludes new store openings, sales 
fell by 0.6% compared with January 
last year, the British Retail Consortium 
said. It was the first time that like-for-
like sales fell since August last year, 
which was shortly after Brexit, adding 
to evidence that the U.K.’s consumer-
driven expansion may be fading.

Jason Granite, 
Chief Investment Officer
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KEY MESSAGES:

It was a strong week in equity 
markets which rose 1.1% reaching 
record highs mid-week. This 
optimism was spurred on by hard 
data showing retail sales, as well as 
consumer and producer inflation 
metrics surprising to the upside.

U.S. Treasury yields peaked to 2.5%, 
amid an improved possibility of 
Fed rate hike by March. French and 
German bond yield spreads widened, 
as France faced heightened political 
uncertainty.

GBP, Euro were lower this week; a 
trend we see continuing. Oil traded 
at $53 a barrel. Gold closed at $1,239 
an ounce.

Market developments during the week

President Trump is approaching 
completion of his first month at the 
White House; a month where he has 
dominated global news flow. His 
executive orders have demonstrated 
his commitment to his campaign 
promises and surprised many who 
thought those promises would be 
softened when he came into office, 
or that the pace of activity would be 
slower. Democrats remain stunned 
and arguably in denial of the election 
result and the media remains 
polarized. A war of words broke out 
at an extraordinary Presidential press 
conference on Friday, as President 
Trump went on the attack. You might 
think that this would unsettle investors 
in the U.S., but the DOW and S&P 
Indices hit all-time highs. We see this 
momentum continuing, as Trump’s 

policies start to drive economic 
growth and productivity in the U.S.

Our view is strengthened as U.S. 
consumer confidence is near a 12-year 
high. Gauges of sentiment spanning 
everyone from small business owners 
to asset managers and CEOs on 
earnings calls are surging. This week, 
the NFIB’s Small Business Optimism 
index surprised to the upside, rising 
to the highest level since December 
2004. On the fiscal stimulus front, 
a major tax overhaul plan is due to 
be released in the coming weeks, as 
too, is the trillion dollar infrastructure 
stimulus program.

The mantra of “In Trump we Trust” 
could not be more apt. He has a pretty 
long track record of doing what he 
sets out to do, not as a politician, 
but as a businessman, and he has 
surrounded himself with people with 
similar reputations. Moreover, he has 
control of the Senate and the Congress 
and remains extremely popular with 
Americans mistrustful of the media and 
a decade of economic stagnation under 
Obama. Trump seems to be aggressive 
with his planned implementation 
timetable and the economic indicators 
suggest further momentum to follow in 
the economy and the stock market. We 
remain bullish.

This week’s economic data included 
the core CPI and PPI measures, which 
surpassed expectations, rising by 0.3% 
and 0.4% in January, respectively, 
with the headline consumer inflation 
measure accelerating to 2.5%. Retail 
sales rose 0.4%, more than forecast in 
January, in a broad-based advance. 
This stronger than expected data, 
combined with comments from Fed 
Chair Janet Yellen to Congress that the 
FOMC is not basing hiking plans on 
fiscal plans and that waiting too long 
could also have costs, helped push 
the Fed funds futures market-implied 
chance of a rate hike in March to 44%, 
up from 34% the day before.

Currencies

USD rebounded to rise during the 
week, erasing a 0.2% drop to 
advance 0.2%.

GBP fell 0.5%, heading for the weakest 
closing level in a month after weak 
economic data. We see further 
weakness as the U.K. gets properly 
embroiled in Brexit negotiations with a 

hostile EU and the effects of inflation 
drip through into corporate earnings.

The euro slipped 0.6% to $1.0608, as 
political pressured continues to weigh 
on the currency.

Equities

The Stoxx Europe 600 Index ended 
higher by less than 0.1%, capping a 
0.8% advance for the week. Stoxx 600 
banks dropped the most in almost two 
weeks. The sector is still poised for a 
fifth straight monthly advance, which 
would be the longest winning streak 
in three years. Improving economic 
growth and good corporate profits 
in Europe and globally should drive 
higher demand for European equities 
as noted in our Investment Outlook 
2017 note but the volatility could be 
significant as we approach key EU 
elections in France, Germany and 
Holland.

Emerging-market equities slid 0.8%, 
trimming a fourth weekly gain to 0.8%.

Some commentators believe that 
stocks look expensive, but we remain 
confident in valuations, especially 
across the U.S. in our preferred sectors, 
that performance will continue to justify 
valuations in the coming months.

Bonds

It was a choppy week for the 10-year 
Treasury note; at one point yields slid 
below 2.42% before rising again to 
near 2.5%, as Janet Yellen testimony to 
Congress reversed the course by the 
end of the week.

America’s biggest creditors are re-
thinking their financing of the U.S. 
government amid the prospect of 
bigger deficits and more inflation under 
President Donald Trump or higher 
interest rates from the Federal Reserve.

Japan, the largest holder of Treasuries, 
cut back U.S. debt by the most in 
almost 4 years in December, per 
data from the Ministry of Finance. 
China’s holdings of U.S. Treasuries 
declined by the most on record last 
year, as the economy dipped into its 
foreign-exchange reserves to control 
yuan performance. China held $1.06 
trillion in U.S. Treasuries, notes and 
bills in December, up $9.1 billion from 
November, but down $188 billion from 
a year earlier, according to TIC data.

Globally, bonds are currently less 
preferred compared to equities, as 
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bond valuations face a risk that interest 
rates could rise faster than expected 
if inflationary pressures prove to be 
stronger than anticipated, weighing 
heavily on investor sentiment. This is 
our view. Whether the Fed in the U.S., 
the ECB in Europe or the BoE in U.K., 
investors remain wary regarding the 
pace of rate hikes. Treasury Inflation 
Protected Securities (TIPS), that are 
indexed to inflation, give a clear idea 
of market perception towards inflation 
expectations.

The iShares TIPS Bond ETF, the largest 
exchange-traded debt fund featuring 
TIPS, had $547 million of inflows 
during the past two weeks, according 
to data compiled by Bloomberg.

The 10 largest TIPS ETFs have seen 
aggregate net inflows in each of the 
last 10 weeks. TIPS have returned 4.1% 
over the past 12 months, versus a 1.7% 
loss for nominal Treasuries, per the 
Bloomberg Barclays bond indexes.

We expect inflation to remain 
contained, but we have adjusted our 
clients’ portfolios to protect them 
against the concerns of devaluation 
due to rising inflation.

European government bonds were 
mixed. French notes fell, with yields on 
10-year notes rising two basis points 
to 1.03%. German bonds gained, with 
benchmark yields dropping five basis 
points to 0.3%, while gilts advanced 
following the retail report, driving 
benchmark yields five basis points 
lower to 1.21%.

Commodities

Oil traded near $53 a barrel in New 
York, after government data showing 
that U.S. crude inventories rose to the 
highest levels in weekly data going 
back to 1982. As OPEC approaches its 
meeting in May to assess the market 
and decide if they should extend their 
output cuts into the second half of 
the year. Kuwait, OPEC’s fifth-largest 
producer, reported that it is sticking 
with plans to add half a million barrels 
a day of oil-production capacity ,as it 
prepares for the eventual expiration 
of the output quotas OPEC adopted 
to help drain a global oversupply. This 
comes after Saudi Arabia stated last 
week that current production cuts 
would suffice for a rebound in energy 
prices and an extension would not 

be required. We have an eye on U.S. / 
Iranian relations and growing tension 
there which could see the Iranian deal 
torn up and sanctions re-introduced 
– this would potentially remove 
significant Iranian production from the 
global supply dynamic and drive oil 
higher.

Gold slipped 0.2% to $1,239.20 an 
ounce, paring its seventh weekly gain 
in eight weeks.

Copper rose 0.1% in London to $6,035 
a ton, rebounding after UBS Group AG 
said the rally has “more to go” amid 
mine supply disruptions and rising 
Chinese demand.

Major economies

China

There was not much economic data 
from China with the major release being 
PPI and CPI data. Producer price index 
reflected an increase 6.9% in January 
from a year earlier. Though much of 
that reflects a rebound in commodity 
prices including iron ore and oil, China’s 
economic stabilization and its efforts to 
shutter surplus capacity are also having 
an impact. It’s consumer-price index 
climbed 2.5%, boosted by the week-long 
Lunar New Year holidays in January this 
year. For the global economy, it’s the 
pass-through of China’s rising costs 
via exports that matters. Leverage in 
the Chinese economy continues to 
be extraordinary and we are extremely 
cautious about Chinese exposure. Period.

Euro area

The euro-area economy grew 0.4% 
in the fourth quarter of 2016, slightly 
less than initially reported as German 
and Italian expansion disappointed. 
German GDP rose 0.4%, Italian GDP 
was up 0.2% in fourth quarter – but 
strains on Italian banks and concerns 
over the trustworthiness of data leads 
us to stay away from exposure. In a 
sign of mounting concerns, German 
investor confidence declined more 
than forecast in February. A gauge 
by the ZEW Center for European 
Economic Research in Mannheim, fell 
to 10.4 from 16.6, compared with a 
median estimate of 15.

Rising political risk continues to weigh 
on business confidence. Also this 
week. Swedish central bank delivered 
an unexpectedly dovish view on 
interest rates, citing “considerable 

political uncertainty abroad.” They also 
held the main rate at a record low of 
minus 0.5%, left intact a bond-buying 
program and extended a warning that 
they stand ready to intervene in the 
currency markets.

Greece is also beginning to make 
headlines, as a rift between European 
officials and the IMF looks to delay the 
next disbursement of much needed funds.

The French elections saw a new twist 
this week as the left-wing laggards are 
reported to be in talks about joining 
forces, a move that may elbow out 
centrists from the second round and 
improve the anti-euro Marine Le Pen’s 
chances of victory. Polls suggest that a 
unified left bid would dent the chance 
of pro-market candidate Emmanuel 
Macron, the current front-runner, to 
advance in the May 7 decisive round. 
Markets are perceiving this move to 
be a strong point for a Le Pen win. 
French bonds dropped, widening the 
spread over similar-maturity German 
bunds by 6 basis points. The euro fell, 
as concerns about improved chances 
of a Marie Le Pen presidency roiled the 
country’s assets. French stocks were 
down taking the broad Stoxx Europe 
600 Index down with French banking 
stocks leading the fall.

The European Union’s trade surplus 
with the U.S. narrowed in 2016 at 115.3 
billion-euro ($122 billion) surplus last 
year, compared with 122 billion euros 
in 2015.

The European Parliament approved 
a landmark free-trade agreement 
with Canada. The deal, known as 
the Comprehensive Economic and 
Trade Agreement, is slated to end 98% 
of tariffs on goods from the outset 
and 99% after seven years (each side 
plans to dismantle all industrial tariffs 
and more than 90% of agricultural 
duties). Markets for services and public 
procurement are also due to be opened.

The EU says CETA, which took five 
years to negotiate, would boost the 
bloc’s economic output by around €12 
billion ($13 billion) a year and expand 
two-way trade by about a quarter.

Canada

The highlight of the week was Prime 
minister Justin Trudeau’s visit to 
Washington to promote Canada’s 
close economic relationship with the 
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U.S. Investors looked for more clarity 
on President Trump’s current stance 
on NAFTA. He was clear that the 
agreement will be tweaked, adding 
that it would be in ways that would 
benefit both countries. Hard to read 
too much into that.

The Canadian Prime minister was also 
in Europe, where CETA, free-trade 
agreement between Canada and euro 
area, reached a major milestone of 
approval by the European Parliament 
reflecting strengthening ties 
between the two which is now much 
necessitated amid President Trump’s 
protectionist stance.

On the economic front, better 
than expected labor market data 
boosted the loonie, as Canada’s 
unemployment rate fell to 6.8% and 
net employment jumped by 48,300, 
the second consecutive month of 
strong job gains. On the home front, 
data on existing home sales showed 
a continued slowdown in activity, 
and considerable divergence in price 
growth across the country. The hottest 
markets,being those around the 
Greater Toronto area, where prices are 
up over 20% over the last year. There is 
little doubt that the sharp rise in prices 
has cut into affordability and is unlikely 
to be sustained. However, one point of 
caution on an expectation for a major 
turnaround in prices is that the supply 
of listings remains very tight.

Egypt

Egypt reported the highest inflation 
rates in emerging markets with annual 
inflation reaching 28% in January. 
Still, markets perceive it unlikely to 
persuade Egyptian policy makers to 
raise borrowing costs, as the central 
bank looks to a rebounding currency 
and weak consumer demand to 
do the work instead. The bank last 
raised borrowing costs by 300 basis 
points in November, at the same time 
that it removed currency controls. 
Government and IMF officials say 
they had expected the surge in prices 
following the reform package, which 
also included raising fuel prices and 
introducing value-added taxation. They 
expect it to slow down once these 
effects wear off, and so long as budget 
and monetary policies remain tight.

U.K.

GBP was battered by poor economic 
data this week.

U.K. retail sales unexpectedly fell 0.3% 
for a third month in January. The fall 
confounded market expectations for 
a 1% rise. In the 3 months through 
January, sales dropped 0.4%, the 
worst quarterly performance since 
2013. This sent GBP to a drop to 
$1.24 level, not seen in more than 2 
weeks. U.K. 10-year bonds advanced 
a third day with yields falling 5 basis 
points to 1.21%. A report on U.K. 
inflation reflected an increase in the 
rate to 1.8% from 1.6% in December, 
however this turned out to be lesser 
than expected. Yet inflation is still 
running at the fastest pace in more 
than two years. Another report on 
U.K. unemployment showed a decline 
in the number of jobless fell 7,000 
in the fourth quarter to 1.6 million 
people, leaving the unemployment 
rate at 4.8%, the lowest in more than 
a decade. However, wage growth has 
been sluggish, with basic pay growth 
slowing in the quarter to 2.6% from 
2.7%, weaker than forecasts.

These add to evidence that the 
cooling in household spending due to 
slower wage growth is materializing 
into reduced purchasing power for 
consumers, which is not a good 
signal for this consumers’ dependent 
economy. Adding to a string of 
companies to blame the weaker pound 
for a price hike, wireless-speaker 

maker Sonos said on Monday it will 
raise the cost of its products in the U.K. 
by as much as 25%.

Other signs that the squeeze is taking 
its toll emerged in BOE figures last 
month, showing a big drop in the 
amount borrowed by consumers in 
December. With the BoE Governor 
Mark Carney stating that rates could 
move in either direction in 2017, 
investors now see a 13% chance of 
an interest rate hike by the end of this 
year. That’s down from almost 50% 
at the start of the year. We do not 
expect a rate hike in the foreseeable 
future and we remain negative on GBP 
outlook.

Jason Granite, 
Chief Investment Officer
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KEY MESSAGES:

Geo political concerns rose, with 
President Trump said to have offered 
to ease friction over U.S.-China 
trade in exchange for help dealing 
with North Korea. U.S. dropped a 
non-nuclear bomb in combat on ISIS 
positions in Afghanistan. U.S. Russia 
relations continued to worsen on 
Syria attack issues.

The French election concern 
reignited less than two weeks before 
the vote, with increased odds of 
victory of an anti-EU candidate.

Risk off sentiment continued, with 
global equities falling, Treasury 
prices surging and safe havens seeing 
a rally. Gold advanced 2.5% this week 
to $1,286.25 an ounce. WTI crude 
rose 1.8% closing $53.18 per barrel.

Market developments during the week

The risk off sentiment continued 
this week as global equity markets 
entered a key period, with the earnings 
season ramping up against a backdrop 
of mounting geopolitical tensions 
around Syria and North Korea, as 
well as elections in Europe. Trump’s 
struggle to push through his fiscal 
agenda and the debate over the pace 
of monetary policy adjustment in the 
world’s biggest economy also cloud 
the picture.

This week further intensified the geo 
political angst that spurred last week, 
with the authorization of missile 
strikes against Syria for a chemical 
weapons attack on civilians. U.S. Russia 
relations, soured by Russian hacking 
and deepening differences over 

Syria were further stressed. President 
Donald Trump stated he thinks it’s 
“unlikely” Russia had no advance 
knowledge of Syrian President Bashar 
al-Assad’s chemical weapons attack 
on civilians last week. Russia, this 
week, vetoed a UN Security Council 
resolution demanding that Bashar 
al-Assad’s government cooperate with 
an investigation into the deadly toxic 
gas attack in northern Syria that the 
U.S. and allies blame on the regime. 
The UN vote came shortly after U.S. 
Secretary of State Rex Tillerson met 
in Moscow with Russian President, 
Vladimir Putin, and Foreign Secretary, 
Sergei Lavrov, on Syria and other 
issues dividing their countries.

The U.S. this week dropped the largest 
non-nuclear bomb it’s ever used in 
combat on Islamic State positions in 
Afghanistan Thursday night, which 
killed at least 36 militants, a move the 
Trump administration said was aimed 
at denying the group’s freedom of 
movement.

Last weekend’s Trump/Xi summit was 
also highly looked upon by investors 
to gauge the progress of U.S. China 
relations. President Donald Trump 
added public pressure to his efforts 
to encourage China to rein in North 
Korea, saying Tuesday that he told 
Chinese President, Xi Jinping, that 
such action will help improve the 
conditions of a trade deal with the U.S. 
China is North Korea’s most important 
trading partner, giving Xi’s government 
leverage over its isolated neighbour. 
The protest against North Korea 
intensified, as President Trump sent 
North Korea another fresh warning, 
calling it a problem country that will 
be taken care of. In response to this, 
a North Korean official stated it ‘will 
go to war’ if U.S. provokes. It also 
coincides with rising concern that 
North Korea may conduct another 
nuclear test or missile launch.

President Trump appeared to have 
toned down his aggressive opinion 
on China, with dropping of campaign 
promise to label China a currency 
manipulator. Bond yields and the 
USD fell after his interview with WSJ, 
where he appeared to acknowledge 
that China hasn’t been intervening 
to weaken its currency recently. The 
remarks are seen as reducing the risk 
that China could dump its holding 

of Treasuries in retaliation for being 
tagged a currency manipulator. China’s 
currency traded outside of the country 
gained the most since last month, 
and rose further on Thursday after the 
PBOC strengthened its currency fixing 
by the most in almost three months. 
The Treasury is expected this month 
to release its first report on foreign-
currency practices under Trump, 
which is the formal channel to impose 
a manipulator designation that would 
lead to negotiations and penalties. The 
department is required by law to report 
to Congress twice a year on whether 
America’s major trading partners are 
gaming their currencies. Treasury’s 
last currency report, in October, 
included China and five other nations 
on a watch list of countries at risk of 
engaging in unfair foreign-exchange 
practices, but it didn’t name any 
country a manipulator, a step the U.S. 
hasn’t taken since 1994.

Condemning the growing 
protectionist wave initiated by the 
Trump administration, IMF Chief 
Managing Director, Christine Lagarde, 
warned that putting up barriers to 
trade would be a self-inflicted wound 
to an improving global economy. 
Further warning the U.S. against 
targeting the exchange-rate policies 
of any single nation, she stated that 
currency assessments must be done 
on a cohesive, global basis.

On the economic front, the cost of 
living in the U.S. declined in March 
for the first time since February 2016, 
showing inflation is moving up only 
gradually, a Labor Department report 
showed. The consumer-price index 
decreased 0.3%. Excluding food and 
energy, the core CPI fell 0.1% from the 
prior month.

Retail Sales in U.S. declined in March 
for a second month, hurt by fewer 
purchases of automobiles, Commerce 
Department data showed. Value of 
purchases fell 0.2% after February sales 
were revised to a 0.3% decrease.

Fewer Americans than forecast filed 
for unemployment benefits last 
week, with applications hovering 
just above a four-decade low, as per 
a Labor Department report. Jobless 
claims decreased by 1,000 to 234,000 
(forecast was 245,000) in the week 
ended April 8.
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Rising 
tensions  

with  
North Korea

Consumer confidence climbed for 
the sixth time in the last seven weeks. 
Weekly comfort measure rose to 51 
in period ended April 9 from 50.2; 
personal finances gauge increased 
to 60.1 from 58.9; Sentiment about 
national economy rose to 49.3, the 
highest level since August 2001, from 
47.5, as per Bloomberg Consumer 
Comfort Index figures.

President Trump stated a strong USD 
is hampering the ability of American 
firms to compete.

Currencies

Asian currencies jumped after the US 
President stated the US dollar was ‘too 
strong’

The yen is up 2%, its biggest weekly 
gain in a month, closing at 108.58 per 
USD.

The US’s decision to divert an aircraft 
carrier to North Asia sparked a sell off 
in South Korea assets and renewed 
concern of Chinese involvement 
in any regional conflict. The Kospi 
slipped the most in more than five 
weeks and the won was one of the 
biggest losers among major currencies 
as geopolitical concerns lingered. 
South Korea’s won dropped 0.9%, 
after rebounding in the previous two 
sessions.

The ruble fell for the first time this 
week, while the euro was up less than 
0.1% to $1.0615. The Turkish lira fell for 
a second day, slumping 0.4%.

The Australian dollar jumped as 
employment surged more than 
expected in March.

Equities

Global equities were dropping as 
markets pursued risk off moves. 
Trading was thin with many markets 
around the world closed Friday for 
holidays.

The S&P 500 Index lost 1.2% this week 
closing at 2,328.95.

Credit Suisse fear gauge jumped 
46% this month, nearing a record as 
US stock calls wane. The higher the 
reading, the more expensive it is to buy 
protection relative to upside calls.

The Stoxx Europe 600 Index lost 0.4%.

FTSE 100 gained 0.3% this week 
closing at 7,327.59

Asian markets were also falling.

The Topix fell 0.6% to the lowest 
closing level since Nov. 22. The index 
dropped for a fifth straight week, the 
longest losing streak since December 
2015.

South Korea’s Kospi index lost 0.8% for 
the week.

The Shanghai Composite Index slipped 
0.9%, also capping a weekly decline.

Russia’s Micex slumped more than 4% 
this week, the worst showing since 
mid-January. Shares in Turkey slipped 
0.1%.

Bonds

The yield on 10-year Treasuries was 
essentially flat at 2.24% on Thursday, 
following three days of declines. Bond 
yields dropped during the week to the 
lowest level this year after President 
Donald Trump said he will not brand 
China a currency manipulator. 
Bonds also benefited from Trump’s 
comments that he likes the Federal 
Reserve’s low-interest-rate policy and 
is leaving open the possibility of re 
nominating Chair Janet Yellen.

U.K. 10-year gilts yielded 1.04% 
compared to 1.1% last week.

Germany’s 10 year bunds yielded 
0.18%, eight basis points lower 
compared to last week.

Commodities

West Texas Intermediate crude rose 
1.8% this week closing $53.18 per 
barrel on Thursday. This brings the 
third weekly gain for crude, after 
IEA report disclosed market nearing 
balance stating production cuts have 
brought world markets very close 
to balance and should soon deplete 
stockpiles that rose in the first quarter. 
Stockpiles edged higher because of 
supply increases the countries made 
before the deal took effect on Jan 1. 
Stockpiles will decline by about 1.2 
million barrels a day in the second 
quarter if the group maintains current 
output levels, and by 1.6 million a day 
if it extends the curbs into the second 
half, the IEA’s data indicated.

As regards the supply demand angle, 
Libyan oil production fell by 30% 
dropping to 6-month low on field 
halt just one week after reopening 
from an earlier halt. The North African 
nation’s output dropped to 490,000 
barrels a day from 703,000 a day after 

the Sharara field shut. While Wafa oil 

field resumed output two weeks after 

closing, allowing the country to lift 

force majeure at pipelines connected 

to one of its export terminals.

Nigeria is expected to revive oil 

production this summer as it 

completes maintenance and repairs, 

and expects fellow OPEC members to 

extend output curbs in the second half 

of the year. With production losses due 

to militant attacks, Nigeria had been 

exempt from output cuts by the OPEC. 

The nation will join the OPEC measure 

once it has fully restored output it’s 

lost, which could happen as early as 

October or November, and meanwhile 

expects the counterparts to extend the 

cuts to keep oil prices above $50 per 

barrel as stated by its oil minister.

US crude production is expected to 

rise in the months ahead as explorers 

added rigs for a 13th week. Rigs 

targeting crude rose by 11 to 683 this 

week, the highest level since April 

2015, according to Baker Hughes Inc. 

data.

Gold performed strongly, as investor 

worries over political and economic 

discord drove demand for the metal 

as a haven. Bullion advanced 2.5% this 

week to $1,286.25 per ounce in Friday 

trading.

Iron ore dropped into bear-market 

territory. Spot ore with 62% content 

in Qingdao dropped to $68.68 by 

Thursday. Iron ore is in retreat after a 

procession of negative outlooks, with 

Barclays among banks saying that 

gains were unsustainable, along with 

Australia’s central bank and even some 

mining companies. There is concern 

that curbs in China may hurt steel 

consumption, as well as forecasts that 

a further expansion in mine supplies 

from Brazil, Australia and China will 

undermine prices. Steel in China has 

also sagged. China has been tightening 

restrictions on its real-estate market 

in recent months, after prices soared, 

clouding the outlook for construction 

steel, including reinforcement bar.

Still, while prices have dropped, they 

remain well above levels seen 12 

months ago.
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Major economies

Euro area

Though euro remained close to last 
week levels, it was weak during the 
week versus GBP, demonstrating the 
extent to which political risk continues 
to weigh on the single currency, 
especially in light of the attempted 
bus bombings and upcoming French 
elections.

The French elections are now closer 
and the only sure thing is gridlock in 
Parliament, as the two front-runners 
for the voting that begins April 23, 
Emmanuel Macron and Marine Le 
Pen, head non-establishment political 
movements that are unlikely to get 
majorities in the legislative elections 
that follow in June. Should either 
become France’s president, they would 
be forced to seek uncomfortable 
alliances with rivals, or risk five years 
of limbo. As regards the polls, first-
round support for Melenchon rose by 
2% to 18%, according to a daily rolling 
poll released Monday by Opinionway. 
The Kantar survey mirrored by the 
Bloomberg poll composite, gives both 
Melenchon and Fillon about 18% and 
Macron and Le Pen just over 23%, 
putting all four candidates in a position 
to be among the top two after the first 
round of voting.

China

China’s broadest measure of new 
credit increased more than estimated 
in March, amid strong growth in 
shadow banking. Aggregate financing 
stood at 2.12 trillion yuan ($308 
billion), the PBOC reported. New loans 
slowed for a second month while the 
money supply increased at the most 
sluggish pace since July.

On the trade side, China’s exports 
jumped 16.4%, the most in 2 years 
as global demand held up. Imports 
moderated showing a 20.3% rise after 
a holiday-season surge in February, 
leaving a trade surplus of $23.93 
billion. Over the first quarter, Chinese 
crude imports in March surged to a 
record, topping the U.S. as the world’s 
biggest overseas buyer. Iron ore 
imports were near a monthly record. 
The surge in China’s crude imports 
came in as domestic output sags after 
producers cut spending last year amid 
oil’s crash. Shipments during March 
rose 11% month on month to 9.21 
million barrels a day. Domestic output 
slid 8% in first two months of year.

Canada

Investors were looking for the Bank 
of Canada decision on interest rate. 
It held its benchmark interest rate at 
0.5% and upgraded its growth outlook 
for this year to 2.6% (previously 
2.1%). Notwithstanding the upward 
revision to the numbers, its language 
emphasized downside risks and 
caution on the outlook for the 
Canadian economy

The loonie strengthened this week 
as crude oil prices continued their 
upwards march, and March Housing 
Starts data showed a sharp increase 
surging to over 250k units (annualized). 
Manufacturing sales beat expectations 
in February, with volumes rising 0.1% 
to the highest level since September 
2008.

With crude oil still trending upwards 
strongly and ongoing geopolitical 
tension it means that the loonie is likely 
to remain perfectly capable of further 
sharp moves.

Other major economies

Australia

Australia’s central bank signalled 
deeper concern amid heightened 
risks from rising household debt and 
escalating property prices in Sydney 
and Melbourne. The Reserve Bank of 
Australia, in its semi-annual Financial 
Stability Review, said interest-only 
loans are rising and now account for 
almost a quarter of owner-occupier 
mortgages. It also noted about one-
third of mortgage holders have either 
no buffer or less than one month’s 
repayments. Under regulators’ latest 
tightening measures, home lenders 
will have to restrict interest-only 
loans to 30% of total new residential 
mortgages. Lenders will also have 
to place strict limits on the number 
of interest only-loans of more than 
80% of a property’s value, and ensure 
strong scrutiny and justification of 
any interest-only loans of more than 
90% of a home’s value, the Australian 
Prudential Regulation Authority said.

Egypt

Egypt Inflation accelerated at slowest 
pace in 5 months. The annual rate 
reached 30.9%; monthly rate 2%. The 
price shock from the pound’s flotation 
appears to be easing.

Turkey

Turkey’s net foreign exchange reserves 

fell to $29.99 billion last week, an 

11-month low. Central bank actions 

such as new swap auctions have 

been effective in helping to boost the 

currency from record lows, but they 

also contributed to the 21% decline 

in reserves from their peak this year. 

Lira fell, as Turks are due a vote this 

weekend on a proposal to reshape 

Turkey’s democracy by abolishing the 

post of prime minister and handing 

President Recep Tayyip Erdogan 

sweeping executive powers. Investors 

are struggling to see much upside in 

either result. Turkish equities started 

the week on a world-beating tear.

On a positive note, Turkey’s plan 

to spur lending is paying off ahead 

of referendum. Loan-growth 

accelerated as government incentives 

start working. Annual loan growth 

quickened to 21.2% at the end of 

March, matching levels achieved 

in January that marked the fastest 

pace in 14 months, according to 

the banking regulator, known as the 

BDDK. The acceleration comes after 

the government introduced incentives 

including state-guaranteed loans, tax 

cuts and looser banking provisions to 

help revive the nation’s economy after 

a failed coup attempt in July.

Questions remain on whether the 

growth in lending can be sustained. 

The loan-to-deposit ratio of banks 

climbed to a record 124.8% at the 

end of February, according to the 

banking regulator data, which means 

banks either need to attract more 

deposits or borrow externally to find 

fresh funding. Banks are seeking a 

change in the way their liquidity-

coverage ratios are calculated to free 

up more cash. The timing couldn’t 

be better for President Recep Tayyip 

Erdogan and the government’s 

efforts to reignite economic growth 

before a referendum this weekend 

that could give him sweeping new 

powers, whose administration has 

been grappling with a stubbornly high 

inflation and unemployment and high 

levels of corporate debt.

Frenkel Topping Investment Management’s (FTIM’s)
Safety First Performance

		  since inception	 since LAUNCH 
		  (04/01/16 to 14/042/17)	 (29/04/16 to 14/04/17)

		P  erformance	 Volatility*	P erformance	 Volatility*

FTIM Safety First 1  is currently a cash product with returns in line with base rate 

FTIM Safety First 2	 1.53%	 1.42%	 0.60%	 2.14%

FTIM Safety First 3	 3.26%	 1.91%	 0.85%	 2.46%

FTIM Safety First 4	 4.38%	 2.93%	 1.27%	 3.33%

FTIM Safety First 5	 5.63%	 3.23%	 1.87%	 3.64%

FTIM Safety First 6	 10.10%	 5.04%	 3.02%	 5.20%

Date: 14 April 2017	 Source: FTIM / FE Analytics

All figures are on a bid - bid, total return basis and are quoted net of underlying fund charges, our DFM fee of 0.6% 
including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
financial adviser. The deduction of these charges would reduce the performance shown.
Actual Past Performance Data is from 29/04/16 only as the models only launched on this date and therefore 5 year 
performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

Singapore

Singapore left monetary policy 
unchanged and stated it can maintain 
a neutral stance for an extended period 
of time to help support the economy’s 
recovery. Singapore’s economy grew 
at its fastest pace in more than five 
years with fourth quarter GDP rising 
an annualized 12.3% driven by surge 
in manufacturing of 39.8% as export 
recovery strengthened. Singapore is 
benefiting from a recovery in Chinese 
demand. The economy is closely 
watched as a barometer for growth 
in the region and, in some areas, as a 
proxy for Chinese activity

South Korea

South Korea also held its key interest 
rate steady as exports and inflation 
data indicate the economy is 
improving.

Saudi Arabia

Saudi Arabia recently came up with 
its first issue of dollar-denominated 
Islamic notes, six months after selling 
the biggest ever bond by an emerging 
market country. An interest rate 
used by Saudi banks to price loans 
stood at its lowest level in almost 14 
months. That rate, known as Saibor, 
will probably fall further after the latest 
sukuk issue. It raised $9 Billion via the 
inaugural Islamic Bond. The Saudi 
financial system is also benefiting from 
a doubling in oil prices, since they hit 
a 12-year low in January 2016. Saudi 
banks’ combined loans-to-deposit 
ratio, a key measure of liquidity, 
improved to 88.1% in February from 
90.8% in August, according to central 
bank data. Bank lending grew 2.8% in 
2016, the slowest pace since 2009, 
according to central bank data.

Still, the Saudi budget remains in the 
red and the deficit will probably be 
7.6% of output this year as per analysts. 
That means government spending 
cuts may continue, hurting growth 
and reducing demand for investment 
funds. Loan demand in Saudi Arabia 
will be “subdued” this year, Moody’s 
Investors Service said last month, while 
economic growth is likely to slow 
to 0.4% in 2017, the weakest in nine 
years, the International Monetary Fund 
forecast. But with oil firmly above $50 
a barrel and the Saudi government 
proving it can tap international 

investors for enough liquidity to pay 
its bills, the economy appears to have 
some breathing space.

U.K.

GBP rose above $1.25 on Thursday, 
after President Trump said USD was 
getting too strong.

Inflation in the U.K. remained at 
2.3% in March as the timing of the 
Easter break led to a drop in airfares, 
offsetting increases in the price of 
food and clothing. On the month, 
consumer prices rose 0.4%, the Office 
for National Statistics said. Airfares fell 
4%, compared with a 23% jump a year 
earlier, when the Easter holiday fell in 
March.

U.K. labor market data showed wage 
growth remains far from matching 
the rapid increase in inflation seen 
in recent months. As a result, real 
wage growth, which is wage growth 
less inflation, turned negative for 
the first time since 2014. Consumer 
spending and the retail industry have 
been important drivers of growth 
over recent years, so a simultaneous 
weakening of these two factors could 
have critical implications for the U.K.

The financial squeeze on Britons 
appears to be hitting spending power, 
with the British Retail Consortium 
reporting on Tuesday that retail sales 
fell the most in six years in the first 
quarter. It reported retail sales dropped 
0.7% from a year earlier on a like-for-
like basis, noting that the timing of the 
Easter holiday, which this year falls in 

April, may be distorting the numbers. 
Food sales declined 0.2%, their first 
decline since the period through 
August.

Real estate prices in Britain’s capital 
are losing momentum as London’s 
housing market is in its worst slump 
since the depths of the financial crisis 8 
years ago, part of a broader slowdown 
that may continue. The Royal 
Institution of Chartered Surveyors 
said its price balance for the city fell 
to the lowest since February 2009 
last month. It declined to minus 49, 
indicating that a greater%age of agents 
reported drops in March.

Jason Granite, 
Chief Investment Officer
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U.K. PM 
Theresa May 
dares it with 
snap election 

scheduled 
8th June

KEY MESSAGES:

Investor sentiment remained 
relatively upbeat on constructive 
economic data, positive earnings 
reports and hopes for near-term 
pro-growth policies with the latest 
announcement being information 
on massive U.S. tax cuts to be 
released next week.

USD declined for the second week. 
Euro weakened to $1.0698. GBP 
gained 2.1% this week, as U.K. Prime 
Minister announced snap elections 
on June 8 which was seen by markets 
as reduced prospects of a chaotic 
exit from the EU.

S&P 500 gained 1.1%. Treasuries 
yielded 2.23%. Still, safe-haven assets 
remained in demand over looming 
French election risks. Crude held 
near $50.73 per barrel, while gold 
edged toward $1,282.40 per ounce.

Market developments during the week

U.S. stocks continued to react 
to positive corporate results and 
constructive economic data. Also 
markets attention was on U.K. PM’s call 
for snap election on June 8. Political 
risks are on the rise, with a series 
of elections in Europe and tensions 
around North Korea and Syria that 
threaten to ratchet up market risks. 
U.S. President Donald Trump’s travails, 
trying to implement his fiscal agenda 
are also clouding the growth picture 
with the latest announcement being 
information on massive tax cuts to be 
released next week, while the Federal 
Reserve’s plan for monetary tightening 
looks increasingly unsure.

To expand on above, U.S. President 
Donald Trump faces no easy options 
when it comes to preventing North 
Korea from developing a long-range 
missile capable of delivering a nuclear 
warhead to the United States. It seems 
increasingly likely that any military 
strike on Kim Jong Un’s regime would 
be a unilateral act by the U.S., as 
Asian allies are cool on the idea. Vice 
President Mike Pence issued a fresh 
warning, saying the world mustn’t 
doubt Trump’s resolve following 
“decisive action” against Syria and 
Afghanistan.

On the policy front, President Trump 
continues to try to get his proposals 
passed through the Congress. Trump 
said he wants Congress to pass both 
legislation scaling back Obamacare, 
and a spending bill to keep the U.S. 
government running next week. 
Congress faces April 28 deadline 
to pass spending legislation, as the 
100-day mark of Trump’s presidency, 
traditionally a symbolic threshold 
to measure progress on campaign 
promises, falls on April 29. But 
congressional Republicans and the 
White House are in disagreement over 
whether a new version of their health 
care bill would be finished this week 
and whether the House would vote 
next week.

Major announcement of the week 
was President Donald Trump stating 
businesses and individuals will receive 
a “massive tax cut” under a tax reform 
package he plans to unveil next week. 
President Donald Trump also plans 
to sign an executive order Friday, 
directing Treasury Secretary, Steven 
Mnuchin, to review any significant tax 
regulations from last year, especially 
those that might burden Americans. 
The president will also sign memos 
related to the designation process of 
systemically important banks and to 
orderly liquidation authority.

This week investors were also starting 
to worry about the approaching 
tapering by the three major central 
banks-Fed, ECB and the BOJ. Though 
it is not expected to arise in the near 
future, markets and analysts are 
seriously pondering the magnitude 
considering the combined balance 
sheets of the three now totalling about 
$13 trillion, equating to greater than 

either China’s or the euro region’s 
economy as to what will happen if and 
when policymakers reverse course. 
These three central banks have all 
run up huge balance sheets since the 
financial crisis after buying bonds and 
other assets. How the three banks 
handle the transition could make the 
difference between a global rerun of 
the 2013 “taper tantrum,” or the near 
undetectable market response to 
China’s run-down of U.S. Treasuries 
in recent years. Economists and 
investors are stepping up analysis of 
the implications of balance-sheet 
contraction after minutes of the 
Federal Open Market Committee 
meeting last month showed officials 
favor kicking off the process as soon 
as this year. Federal Reserve Vice 
Chairman, Stanley Fischer, this week, 
said he doesn’t expect the market to 
repeat of the so-called taper tantrum 
of 2013, when the central bank starts 
to unwind its multi-trillion-dollar 
balance sheet. While the BOJ appears 
to be some distance from shrinking 
its balance sheet, Governor Haruhiko 
Kuroda has said that’s one of the tasks 
the BOJ will face when it exits its 
monetary easing policies. That would 
only be after inflation exceeds 2%, 
which the BOJ forecasts will come 
sometime in the year starting April 
2018. The ECB’s balance sheet will 
continue to grow until at least the end 
of this year and isn’t likely to shrink 
until well after it finally winds down 
asset purchases. Any discussion on 
when to start shrinking appears to be 
some distance away. A key unknown 
is how the heavily indebted global 
economy can cope with the rising 
interest rates that are likely to result 
from stimulus withdrawal. As central 
banks squeeze their balance sheets, 
they will add selling pressure on 
longer-dated bonds and effectively 
push up borrowing costs.

Traders are pulling back from bets 
the Federal Reserve will raise interest 
rates in June, as inflation expectations 
crumble. The odds of a hike have 
fallen back to about 44% from more 
than 60% earlier this month. Yields 
on federal funds futures contracts 
for June and July are retreating as 
investors scale back forecasts for a 
move. Two-year Treasuries, among the 
most sensitive to Fed policy 

expectations, are poised for their first 
two-month rally in a year.

On the economic front, sales of 
existing U.S. homes rose more than 
forecast in March to the fastest pace 
in a decade, signalling sustained 
momentum in the housing market, 
despite higher prices and scarce 
supply, as per a report from the 
National Association of Realtors. 
Contract closings jumped 4.4% to 
a 5.71 million annual rate (forecast 
was 5.60 million), the highest since 
February 2007, after a revised 5.47 
million the prior month. The stronger-
than-expected pickup indicates that 
steady hiring and healthier household 
finances continue to underpin 
demand.

U.S. mortgage rates dropped for a 
fifth week, sending home-loan costs 
down to a 5-month low. The average 
rate for a 30-year fixed mortgage was 
3.97%, down from 4.08% last week. 
The average 15-year rate decreased 
to 3.23% from 3.34%. Yields for the 
Treasuries that guide mortgage costs 
have dropped as investors unwind 
Trump’s reflation trade. The decrease 
in mortgage rates may encourage 
homeowners to refinance in the short 
term as buyers take advantage of 
lower borrowing costs. An improving 
job market is increasing demand for 
real estate as supply of homes for sale 
tightens. Listings of existing homes for 
sale are scarcer than they’ve ever been, 
and bidding wars are becoming more 
common again in hot markets like the 
San Francisco Bay area, Denver and 
Boston.

Currencies

The Bloomberg Dollar Spot Index 
saw a weekly decline of 0.2% 
falling for a second week, weighed 
down by President Donald Trump’s 
characterization this month of the U.S. 
currency as too strong.

The euro slipped before Sunday’s vote 
that puts the future of the common 
currency in play. The euro weakened 
0.2% to $1.0698 while remaining 
higher 0.9% compared to last week’s 
close.

GBP/USD fell to 1.2786 after reaching a 
more than 6-month high on Tuesday, 
paring the weekly gain to 2.1%, the 
biggest since November.

The yen was steady at 109.33 per 
dollar, after dropping 0.4% in each of 
the past two sessions. The currency is 
down 0.6% for the week.

Equities

The S&P 500 closed at 2,355.01. The 
measure saw a weekly gain of 1.1% 
after a spate of corporate earnings 
left it on track for the best week since 
February. Financial shares in the S&P 
500 Index continued an up-and-
down week as American Express Co. 
powered the group to a gain of more 
than 1% two days after Goldman Sachs 
Group Inc. sent it tumbling.

European equities swung between 
gains and losses with the European 
regional benchmark seeing a weekly 
drop of 0.7%, its steepest since 
late January. In a departure from 
the sell offs that preceded the U.K. 
referendum last June and the U.S. 
election in November, European 
stocks are showing little investor 
concern in the run-up to the French 
presidential election. That’s because 
the Stoxx Europe 600 Index is pricing 
in expectations of a pickup in global 
growth rather than a political-risk 
discount, strategists at Deutsche Bank 
AG wrote in a note. Riding on a wave 
of optimism over the economic and 
earnings outlook, an index of the 
European region’s banks rallied to a 
15-month high in March, before posting 
the second-biggest decline among 
industry groups this month. At the same 
time, bets for swings in lenders’ stocks 
have jumped, and options reached 
their highest prices since February 2016 
relative to those for euro-area blue 
chips. Lenders in the Stoxx 600 are 
projected to post 16% growth in profits 
this year, more than the broader market 
and more than S&P 500 Index banks, 
estimates compiled by Bloomberg 
show. A Le Pen presidential win would 
weigh on the sector, as fears of France 
leaving the euro would escalate, 
causing the single currency to collapse 
and forcing lenders to re-denominate 
their assets.

The MSCI Asia Pacific Index is up 0.5% 
for the week, after four straight weeks 
of declines, with help from commodity 
producers. Japan’s Topix index closed 
1.1% higher after Bank of Japan 
Governor Haruhiko Kuroda said he will 
retain an accommodative policy stance.

China stocks headed for their biggest 
weekly loss of 2017. The Shanghai 
Composite Index fell 2.4% in just 3 
days this week, the steepest such 
decline since mid-December. 
Traders have cited the securities 
regulator’s increased scrutiny on 
irregularities in the market, tensions 
on the Korean peninsula and fears 
that a strengthening economy will 
prompt more tightening by the central 
bank. The declines represent a swift 
reversal. Just a week ago the Shanghai 
Composite was at heights not seen for 
15 months, while volatility was near the 
lowest level in at least a decade.

Bonds

Treasury yields were at 2.23%.

French 10-year yields were at 0.93%. 
Bunds gained, with the yield on the 
benchmark due in a decade one basis 
point lower at 0.24%.

Yield on 10-year gilts declined 3bps to 
1.04%

Japan’s 10-year bond yield fell briefly 
to 0% for the first time since November 
2016. The benchmark yield rose back 
to 0.005% before the Bank of Japan 
conducted its regular bond buying 
operation where it maintained the 
purchase amount for 5-to-10-year 
maturities at 450 billion yen ($4.1 
billion). The central bank had boosted 
that figure from 410 billion yen in late 
January when yields rose toward 0.1%. 
The 10-year bonds yielded 0.01% at 
the end of the week.

Commodities

West Texas Intermediate closed at 
$50.73 a barrel. Oil has tumbled 5.2% 
this week amid a report showing U.S. 
crude production rose by 17,000 
barrels a day to 9.25 million a day last 
week and output climbing for the 
ninth week. The decline came despite 
reports that a number of major crude-
producing countries reached an initial 
agreement to extend output cuts.

Gold closed at $1282.40 per ounce.

Iron ore futures climbed 5.1% 
this week. The metal is having a 
switchback week, as investors weigh 
conflicting signals that burgeoning 
supply will hurt prices further against 
signs of strength in China. Australia & 
New Zealand Banking Group said a 
recent sell off in the commodity was 
“overdone” amid bullish price signals.
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Major economies

Euro area

There was little input on economic 
data with the major release being 
April PMIs. IHS Markit’s composite 
PMI for the euro area rose to 56.7 in 
April from 56.4 in March reflecting 
economic momentum accelerated to 
its fastest pace in 6 years, with France 
unexpectedly outperforming Germany 
in a strong start to the second 
quarter that suggests the recovery is 
broadening. France’s composite PMI 
advanced to a 6-year high of 57.4 in 
April, putting it above Germany’s for 
the first time since 2012, according 
IHS Markit. The manufacturing and 
services index for the region as a 
whole also increased, exceeding 
economists’ forecasts and indicating 
job creation is rising to the highest 
level in almost a decade.

The European Commission’s 
consumer-confidence index for the 
euro area jumped the most in 5 months 
in April. The advance put the index at 
its highest since March 2015, matching 
the strongest reading since before the 
financial crisis. The euro-area recovery 
is gathering pace despite a looming 
election in France, which could result 
in a president who is openly hostile 
to the single currency. The economic 
resilience is slowly pushing the ECB 
toward a discussion about an exit from 
its unprecedented stimulus, which it 
has pledged to keep in place until at 
least the end of this year.

Though the economic growth is 
proving resilient and in the lead-up to 
the vote the business mood has clearly 
been buoyant, France’s elections 
pose the highest near-term risk to the 
market outlook.

The election campaign has officially 
ended for the Sunday vote. The latest 
Opinionway poll showed support for 
independent candidate Emmanuel 
Macron and far-right contestant Marine 
Le Pen was stable at 23% and 22%, 
respectively with Republican Francois 
Fillon and Communist-backed Jean-
Luc Melenchon close behind.

The top two candidates in Sunday’s 
vote move forward to the May 7 
runoff. However, the political risk 
will not fade by then. The June 
parliamentary election is as important 
as the presidential election given the 

nature of the French political system. 
This stage in the process sees the 
appointment of the French Prime 
Minister, voted in by representatives 
from 577 constituencies.

China

Chinese stocks were plunging with 
increased regulatory scrutiny and 
a crackdown on leveraged trading. 
China’s securities regulator has 
stepped up criticism of what it called 
disruptive trading behaviour. The 
A-share gauge has been the world’s 
worst-performing equity market 
over the past few days, with trust 
companies said to have been ordered 
to cut exposure to the property sector 
and the Shanghai securities regulator 
demanding a crackdown on illegal 
futures trading.

On the economic front, China has 
performed well with GDP increasing 
6.9% in the first quarter from a year 
earlier, beating expectations for a 
6.8% gain. It was the first back-to-
back acceleration in seven years as 
investment picked up, retail sales 
rebounded and factory output 
strengthened amid robust credit 
growth and further strength in 
property markets. Meanwhile, the 
National Statistics Bureau said the 
country’s production of crude steel 
expanded 1.8% from a year earlier, 
to a record 72 million metric tons. 
Increased supplies have caused prices 
to drop since mid-March.

Also, coal production rebounded 
in March, after the government 
said it doesn’t intend to reintroduce 
widespread restrictions this year as 
long as prices remain acceptable to 
regulators. Natural gas production 
in March rose 8.2% from the average 
of the first two months of the year 
to a record 13.6 billion cubic meters, 
according to the National Bureau of 
Statistics. Coal output rose almost 
13% over the same period to average 
9.67 million tons a day, the highest 
daily level since December, according 
to Bloomberg. China’s benchmark 
Qinhuangdao coal price was 652 
yuan a ton, the China Coal Transport 
and Distribution Association reported 
Monday, falling for a second week. 
Prices peaked last year at 700 yuan 
amid the government restrictions.

Canada

The Canadian housing market made 
headlines yet again this week, with 
another strong gain in both home 
prices and sales in March, mostly 
driven by hot conditions in the Greater 
Golden Horseshoe Area. Interest rates 
are not going to be the instrument to 
cool housing activity. The consumer 
price report this week showed a dip in 
inflation in March, supporting the view 
that the central bank will be on hold at 
least until next year, despite a pick-up 
in economic activity in recent months. 
Rather, the Ontario government has 
stepped in with a pack of 16 policy 
measures aimed at cooling demand, 
tackling the supply shortage and 
promoting affordability. The biggest 
of the measures include a 15% non-
resident tax and the expansion of rent 
control to all rental units. Combined, 
these two measures are likely to take 
some steam out of sales and prices in 
the near-term.

Japan

Yen is advancing toward 105 per dollar, 
a level last seen just after Trump’s win. 
Marine Le Pen may be about to undo 
the Donald Trump effect, as 1-month 
risk reversals show traders are about 
the most bullish on the yen since 
June, while speculators have resumed 
bets the currency will strengthen. 
Long seen as a safe haven because of 
Japan’s current-account surplus, the 
yen is expected to be favored currency 
with the approaching risk events that 
include the first round of the French 
election this weekend and the 85th 
anniversary of the foundation of North 
Korea’s military on April 25, with the 
potential that North Korea conducts 
a nuclear test or declines to heed 
China’s diplomatic efforts

Japan’s 10-year bond yield fell briefly 
to 0%, while tensions over North 
Korea and uncertainty over France’s 
presidential election buoyed safe 
haven demand. The Bank of Japan will 
continue with very accommodative 
monetary policy and maintain the 
current pace of asset purchases 
for some time, Governor Haruhiko 
Kuroda said in an interview. He said the 
exchange rate could affect inflation 
in the short term and that if the yen 
appreciates, there is a chance of a 

delay in hitting Japan’s 2% price goal. 
He added that depreciation would 
have the opposite effect. After 4 years 
of aggressive monetary stimulus, 
and with his term set to end in April 
2018, Kuroda is still far from his goals 
while his Federal Reserve counterpart, 
Janet Yellen, is taking rates higher 
and policymakers in Europe debate 
tapering.

The BOJ’s next policy meeting is due 
in a week, when the board will also 
update its estimates for growth and 
consumer prices.

Other major economies

Russia

Russia’s labor economy shows 
sign of strengthening with data on 
Tuesday showing unemployment 
unexpectedly declined in March to 
5.4%, the lowest this year, from 5.6% 
a month earlier. Real wages rose 
1.5%, less than forecast, while retail 
sales shrank on an annual basis for a 
record 27th month. The labor market, 
stretched by an aging population and 
poor demographics, has absorbed 
millions of workers from across the 
former Soviet Union even as Russia’s 
economic boom went bust after the 
crash in commodity prices. Migrants 
now account for 5% to 7% of the 
labor market, according to Yaroslav 
Kuzminov, rector of the Higher School 
of Economics in Moscow. Russia’s 
working population averaged 76.6 
million last year, unchanged from 
2015. China, North Korea, Vietnam, 
Turkey and Serbia were the biggest 
suppliers of labor from outside the 
former Soviet republics in the last three 
months of 2016, according to the 
Federal Statistics Service.

Australia

With continuing signals from 
Australia’s Central Bank regarding 
heightened risks from rising household 
debt and escalating property prices. 
This week’s release included minutes 
of the month’s policy meeting, 
which again highlighted that the 
Reserve Bank of Australia noted labor 
market conditions were “somewhat 
weaker than had been expected” 
and measures of underemployment 
“remained high.” It met two weeks 
ago, missing a surge in full-time 
employment reported Thursday; that 

data also showed unemployment 
remained at a high 5.9%.

Australia plans to tighten temporary 
skilled migration visas, scrapping 
the current 457 program used by 
almost 100,000 people in a move to 
strengthen the weak labor market. 
The new visa will allow workers to stay 
for two years, rather than the current 
four, and reduces the number of skills 
that qualify in an effort to ensure that 
Australian jobs are filled by Australians 
wherever possible.

Turkey

Turkish President Tayyip Erdogan’s 
referendum, the vote in which the 
approval of expanded presidential 
powers won by majority of 51.4%. The 
win sparked a relief rally in markets, 
with the lira jumping as much as 2.5% 
before paring some of those gains. 
However, later during the week it had 
fallen under suspicion because ballots 
that didn’t carry an official stamp were 
allowed to be tallied. The Organization 
for Security and Cooperation in Europe 
has faulted the vote process. European 
Union foreign ministers are expected 
to discuss the Turkish referendum 
victory at a scheduled meeting on April 
28, mainly focussing on EU’s future 
relations with Turkey.

U.K.

On the economic front, there was 
less good news for the U.K., where 
retail sales slowed more than forecast, 
posting their biggest quarterly drop 
in 7 years. Sales volumes fell 1.4% in 
first quarter with a 1.8% decrease in 
March. The price of retail goods sold 
in March increased an annual 3.3%, 
the most since March 2012. Figures 
suggest consumer spending is slowing 
amid inflation. The figures bode ill 
for an economy that relies heavily on 
consumer spending. Growth almost 
certainly cooled in the first quarter 
and is expected to slow further this 
year, putting pressure on the Bank 
of England to keep interest rates at a 
record low. While the pound came 
under some pressure after the release 
and after Chancellor of the Exchequer, 
Philip Hammond, said the 2015 
Conservative Party manifesto limited 
its ability to manage the economy 
and that the government needs to 
“restate” its fiscal mandate in the next 

parliament, the currency was still 
trading more than 2.1% higher for the 
week.

The huge weekly gain in GBP spurred 
following Prime Minister Theresa May’s 
surprise announcement of a snap 
election on June 8, three years earlier 
than scheduled, seeking a personal 
mandate and parliamentary backing 
to take her through Brexit talks. The 
Conservatives have a 21-point poll lead 
and May, who became prime minister 
without an election, is betting she can 
extend the slim parliamentary majority 
her predecessor won in 2015. May said 
the existing schedule for an election in 
2020, just after the deadline for an exit 
deal with the European Union, posed 
a threat to a successful Brexit. She sees 
an opportunity to win the election, 
secure a bigger mandate and execute 
the hard Brexit. Consequently, the U.K. 
Parliament overwhelmingly supported 
her plan for an early election, with only 
13 of the 535 votes cast opposing the 
idea. An election victory may make 
it easier for the government to make 
concessions in EU talks, and could 
reduce the risk of the U.K. leaving 
without a deal.

The call for an early election in 
the U.K. has done little to change 
the EU’s negotiation stance, with 
Britain being consistently rebuffed 
by the ruling party in Germany’s 
administration. European Union 
governments toughened their plans 
for the Brexit negotiations in a sign 
U.K. Prime Minister Theresa May 
won’t get an easier ride, even if she 
strengthens her hold on power in 
the upcoming election. With the EU 
finalizing its position to take into the 
talks, diplomats revised the bloc’s 
draft negotiating guidelines, adding 
harder language on issues including 
the safeguarding of citizens’ rights 
and Britain’s potential financial dues, 
according to a document obtained 
by Bloomberg News. The latest 
negotiation draft, drawn up after a 
meeting of national leaders’ aides 
in Brussels on April 11, ramps up 
language on the type of agreement the 
EU wants when it comes to protecting 
the rights of EU citizens in the U.K. and 
British citizens in the EU at the time 
Britain leaves the bloc. The guidelines 
are due to be approved at a summit 
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FTIM Safety First 2	 1.53%	 1.42%	 -0.21%	 2.25%

FTIM Safety First 3	 3.26%	 1.91%	 0.03%	 2.56%
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FTIM Safety First 5	 5.63%	 3.23%	 0.87%	 3.73%

FTIM Safety First 6	 10.10%	 5.04%	 1.89%	 5.28%

Date: 14 April 2017	 Source: FTIM / FE Analytics
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including VAT and a platform fee of 0.2%. Advice charges would depend on the charges made by your independent 
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performance data is not available and 12 month performance figures are not able to be shown. Pre -launch performance 
from 04/01/16 – 29/04/16 is Simulated Past Performance.
The figures represent performance of a model portfolio; individual account performance may differ if your account does 
not follow the model. Past performance is not a reliable indicator of future performance. Investment values can go down 
as well as up and may be affected by exchange rate variations.
*	Volatility is a measure of the movement in the price of an asset around its average return. The higher the volatility the 
	 more risk involved in the investment.

of the EU’s 27 leaders without May 
in Brussels on April 29. More detailed 
negotiating directives are scheduled 
to be approved by governments on 
May 22, but the EU will wait until after 
the British election before starting 
negotiations. The European Union 
governments are presenting a united 
stance towards the U.K. with most 
recent statement from Finland’s 
Finance Minister Petteri Orpo that 
instead of showing other EU members 
that it’s possible to exit the bloc, Brexit 
will make clear just how economically 
agonizing the process is, and frighten 
others away from ever considering a 
similar path.

U.K. assets reflected early confidence 
with May’s move being perceived to 
reduce the prospects of a chaotic exit 
from the European Union. Resultantly, 
GBP initially climbed 1.7% to $1.2780, 
after earlier touching $1.2785. U.K. 
gilts pared gains with 10-year bonds 
yield 1.01%, after earlier falling below 
1% for the first time since October. 
Stocks were the outlier, with the FTSE 
100 Index reaching the lowest since 
February, sliding 2.5% as sterling’s 
gains hurt exporters. The FTSE 250 
Index was down 1.2%, reversing some 
of the gains made last week. The index 
is still in a bullish trend that started 
in November, hitting a record high 
last week. While short-term volatility 
looks likely, in our view the long-term 
investment picture remains the same. 
The next few weeks could see some 
market froth stirred up by the cut and 
thrust of electoral campaigning.

We remain positive that the global 
economic environment will continue 
to support equities and other risk 
assets. Recent economic data suggests 
that the world economy continues to 
grow at a reasonable pace and that 
global sentiment is upbeat. Corporate 
earnings growth in Q4 2016 was 
fuelled largely from improvements 
in the top-line, meaning that growth 
came from higher sales, rather 
than cost-cutting. Central banks in 
the developed world also remain 
supportive for businesses, seeking to 
gradually foster increased economic 
growth, before reducing the scale of 
quantitative easing or raising interest 
rates.

Jason Granite, 
Chief Investment Officer

KEY MESSAGES:

President Trump approaches 100th 
day in office as the administration 
tries to revive major campaign 
promises and attempts to achieve 
solid developments ahead of the day. 
Tensions with North Korea remain.

The first round of French elections 
concluded this week, with Macron 
and Le Pen becoming the two 
finalists moving into the second 
round scheduled on May 7.

Emmanuel Macron’s victory led to a 
huge relief rally in Europe, which also 
spread globally, with S&P 500 up 1.5% 
for the week. U.S. 10 year treasuries 
closed 5 basis points higher to 2.28%. 
Oil closed at $49.12 per barrel. Gold 
was $1,268.10 per ounce.

Market developments during the week

The first round of French elections 
concluded this week with Macron and 
Le Pen becoming the two finalists, as 
they gained the most votes in a field 
of 11. Voters chose between them on 
May 7, with polls showing Macron, the 
centrist candidate, on track to defeat 
populist, anti-euro candidate Le Pen.

As regards the developments in U.S., 
President Donald Trump continues 

to fight an uphill legislative battle 
to turn his words into action, as he 
approaches completion of his 100th 
day in office and kept concerns over 
North Korea alive. The administration’s 
tax-cut plan and mixed signals on its 
view of NAFTA stirred markets this 
week. The growth slowdown will cast 
doubt on the Federal Reserve’s resolve 
to raise interest rates two more times 
this year.

To expand on above, after US national 
security leaders’ meeting this week 
emphasized economic sanctions and 
diplomacy to persuade North Korea 
to dismantle its nuclear weapons and 
ballistic missile programs, President 
Donald Trump said a major conflict 
with North Korea was possible if 
diplomatic solutions fail. Although 
Senator John McCain said they are 
exploring every option and the last 
and the least desirable option is an 
armed conflict. At the same time, the 
US is boosting its military presence, 
with an aircraft carrier battle group 
and submarine, as it leaves open the 
option of striking first against Kim Jong 
Un’s regime. President Trump praised 
President Xi Jinping for pressing 
North Korea, China’s neighbour and 
ally, saying the Chinese leader was 
“trying very hard.” State Secretary Rex 
Tillerson told Fox News that China had 
warned Kim’s regime it would impose 
further sanctions if it conducted a 
sixth nuclear test. China banned coal 
imports from North Korea this year 
and the Global Times, a nationalist 
newspaper affiliated with Communist 
Party, warned earlier this month that 
another nuclear test might prompt 
oil curbs. Trump also ruffled feathers 
with South Korea in the interview by 
saying the country should pay for a 
missile-defense system being installed 
on its soil, and threatening to scrap a 
bilateral trade deal. Though support 
comes from China, still the possibility 
of military action is receiving strong 
opposition globally with Russia and 
China warning that the mounting 
rhetoric over North Korea could lead 
to missteps. In comments apparently 
directed at the United States and 
Pyongyang, Russian deputy foreign 
minister Gennady Gatilov told the UN 
Security Council the “rhetoric coupled 
with reckless muscle-flexing has led to 
a situation where the whole world is 

seriously wondering whether there is 
going to be a war or not.” Meanwhile, 
China’s foreign minister Wang Yi 
too warned against military action 
stating the use of force does not solve 
differences and will only lead to bigger 
disasters.

On the policy side, signals are mixed. 
The week saw many updates from 
Trump administration, as he moves to 
improve executive record before 100th 
day mark. Investors find progress on 
pro-growth policies to be scant in first 
100 days. A full breakdown of what he 
has achieved so far shows he hasn’t 
yet signed into law any of his major 
policy priorities.

The massive tax cuts that were due 
to be announced this week, though 
had huge promises, did little to move 
markets, as it was interpreted to be scant 
detail. US stocks, which have hit record 
highs since November, partly due to 
the expectation of business-friendly tax 
changes, reversed course and erased 
daily gains on Wednesday. The S&P 500 
Index halted a two-day rally.

The plan included slashing the 
corporate tax rate to 15%. It also 
imposes a one-time tax on about 
$2.6 trillion in earnings that US 
companies have parked overseas. 
The plan would end the taxation of 
corporations’ offshore income by 
moving to a territorial system, in which 
most foreign profits would be exempt 
from US taxes. Currently, the US taxes 
business income no matter where 
it’s earned. On the individual side, it 
proposes condensing the existing 
seven income-tax rates to just three, 
cutting the individual top rate to 35% 
from 39.6%. It would also end a 3.8% 
net investment income tax that applies 
only to individuals who earn more than 
$200,000 a year, repeal the alternative 
minimum tax and eliminate the estate 
tax, which currently applies only to 
estates worth more than $5.49 million 
for individuals and $10.98 million for 
couples. At the same time, the plan 
would eliminate the federal income-
tax deduction allowed for state and 
local taxes, a provision that would 
hit high earners in high-tax states, 
including New York and New Jersey. 
The only itemized deductions that 
would be preserved under the plan 
would be for home mortgage interest 
and charitable contributions.
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