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ECONOMIC OUTLOOK
Global GDP projections for have been relatively steady although small downward
adjustments to consensus forecasts have been seen. Over the past quarter, global
forecasts have been marked down 0.3% to 3.3% while many other region and country
forecasts are also a couple of ticks lower as shown in the table below. For reference, the
2012 growth numbers have been revised to show near-final GDP rates. Also, while not
shown, it is interesting to note that 2014 consensus numbers are starting to gravitate to
the 4.0% range.
Consensus Forecasts (Real GDP (%Y/Y)

Most revisions to
GDP forecasts have
been to the downside
over the past quarter

2012(a)

2013(f)

Global

3.1

3.3

Change in forecasts
from Dec 31, 2012
-0.3

Developed

1.2

1.1

-0.2

US

2.2

1.8

-0.3

Euro Area

-0.5

0.8

0.6

Germany
France

0.9
0

0.7
0

-0.3
-0.4

Italy

-2.4

-1.2

-0.6

Spain

-1.4

-1.6

-0.2

0.2

0.9

-0.4

2

1.2

-0.1

5

5.5

-0.4

UK
Japan
Emerging
Asia

5.4

5.8

-0.2

China
India

7.8
5.1

8.2
5.9

0.1
-1.0

South Korea

2.1

3

-0.5

Latin America

2.8

3.5

-0.4

Brazil

0.9

3.2

-1.0

Mexico

3.9

3.6

0.2

EM Europe
Russia

2.5
3.4

2.8
3.2

-0.5
-0.5

2.4

4.2

-0.1

Turkey
Source: Bloomberg

Economy is bracketed
by financial
conditions that are
improving and fiscal
consolidation that
continues to be a
headwind

It is notable that developed economies have seen downward ratcheting to growth
forecasts. Financial conditions have been improving, but are merely counter-acting
fiscal consolidation. Both the Fed and BoJ will need to continue their aggressive asset
purchases for these forecasts to be realized. In the U.S., the sequester will be a drag as
will the tax increases that are being put in place. The fiscal headwind could be as much
as 1.8% this year alone. And, while financial conditions in Japan have improved
significantly, the Euro area is set to see fiscal headwinds for about 1% in 2013. Central
banks in the US and Japan will support financial markets with ongoing large-scale asset
purchases. The Fed purchases will expand to nearly 6% of GDP this year. Bank of
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Japan will expand to more than 8% of Japanese GDP. Central banks will not have to be
concerned about core inflation at this stage. Net/net, aggressive monetary policy will
offset the strong fiscal headwinds in these two countries at least. The ECB is likely to
be on the sidelines and growth will be quite subdued.

Country outlooks are
highly differentiated
as monetary and
fiscal policies are
quite disparate

This kind of disparate, uneven approach to policy is creating a highly differentiated
view of countries. In emerging economies, some monetary policies remain generally
accommodative while others have tilted towards tightening. Growth and market
performance could be markedly different as these divergences play out across countries.
In Europe, there are still signs of stress and weakness; the Euro is making a new low for
the recent move, banks are down 20% since January 28, there has been a spike in Italian
CDS, and minimum volatility sectors have outperformed high beta cyclicals by over 6%
in two months
Global GDP

The outlook for
economic growth is a
sub-par, gradual
recovery with broad
stabilization for the
next few years

Source: Barclays

2013 GDP forecasts over time
Forecasts for 2013
GDP growth have
been declining since
2010

Source: Citi
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ISM Purchasing Managers Index
Activity indicators
have stabilized
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Source: Bloomberg

Case Schiller 20 City Home Prices YoY
Upticks in home
prices will improve
consumer sentiment

20
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0
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Source: Bloomberg

Payrolls are climbing,
indicating improved
employment markets
which are also
positive for sentiment

Change in Non-Farm Payrolls
1000
500
0
-500
-1000
2000

2002
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Source: Bloomberg

Inflation Measures
There is plenty of
slack in the US
economy implying
that inflation should
remain subdued
indefinitely. That
inflation is running
below Fed target is
meaningful as QE has
room to continue

Source: Barclays
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Private vs Government Spending
Drag on growth from
US government
spending could
worsen. Private
sector spending, on
the other hand, has
normalized and can
continue to improve

Source Barclays

Sentiment in the US
has turned positive.
The glass is now
viewed as ‘half full’

Growth rates and tail
risks are different
from country to
country

Correlations amongst
asset classes have
therefore declined,
making portfolio
strategy more
meaningful

How is the improvement in growth prospects and financial conditions affecting market
outlook? It seems clear that sentiment has turned positive in the U.S. Investors have
seen the glass ‘half empty’ since the recovery began four years about, but now the tone
has changed to see the glass at least ‘half-full’. Housing and labor markets have both
shown convincing signs of improvement. Perceptions are now common that any nearterm economic weakness will be seen as fiscally-related and considered temporary.
This same fiscal restraint is a reason for the Fed to continue aggressive QE activity as it
waits to see impact on growth. The optimistic view, therefore, is that intermediate
growth is likely to be respectable and that monetary tightening is delayed for the
foreseeable future.
Other broad highlights of note as we move into the Second Quarter; a) Growth in
Europe has disappointed and the Euro Area remains in its second recession in five
years; b) the most dramatic recent market development has been the sharp depreciation
of the yen in the face of the new administration’s insistence on much more stimulative
monetary policy; c) Chinese policy makers made modest tightening moves intended to
take some steam out of the property markets and credit growth. Neutral policy and
relatively stable growth with inflation around 3% means China will stay an engine of
growth.
The same idiosyncratic developments that are causing growth rate differentials to widen
are affecting currency markets as well. Monetary policy will continue to be the driver
of the most dramatic mover in the FX market, the Japanese Yen. Prospects for the G4
are weak, but the attitudes of central banks and the trajectory of adjustments are all
different. The resurfacing of European risks as seen in the Italian Elections and the
Cyprus debacle is a reminder that tail risks in Europe have not been eliminated. The
lower correlation in global asset prices continues to make FX decisions relevant to
portfolio returns.
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Japanese Yen
100
The lower
correlations also
mean that FX markets
can move somewhat
independently

90
80
70

Source: Bloomberg

Euro
Against the dollar, the
Yen has weakened
significantly. The
Euro has been
devaluing as well, but
at a more modest
pace.

1.8
1.6
1.4
1.2
1
0.8
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Source: Accuvest Global Advisors, Bloomberg

Mexican Peso
16
The peso can perhaps
be viewed as a high
beta USD play given
correlated economies.

14
12
10
8

Source: Bloomberg

The methodology for creating the FX Forecast table below takes into account fair value
evaluations that do not fully account for momentum and other supply and demand
technicals that cause overshoots. The broad call for near-term FX moves is for JPY to
continue its weakening trend and for USD to gain ground against other majors, notably
EUR.
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FX Forecast vs. USD

The US dollar
continues to look
attractive against
most currencies

South Africa
Brazil
Turkey
Indonesia
Mexico
Hong Kong
-0.27%
Thailand
-0.35%
China
-0.40%
Canada
-0.42%
Korea
-0.68%
Malaysia
-0.76%
Russia
-0.80%
Taiwan
-0.97%
Singapore
-1.03%
Australia
-1.42%
Norway
-2.21%
United Kingdom
-2.46%
Japan
-2.46%
Europe
-2.72%
Sweden
-2.78%
Switzerland -3.05%
India -3.12%
New Zealand-3.47%
-4.00%

-3.00%

-2.00%

-1.00%

2.66%
1.87%
0.83%
0.75%
0.02%

0.00%

1.00%

2.00%

3.00%

Expected Appreciation /Depreciation
Source: Accuvest Global Advisors, Bloomberg

EQUITIES
In the first quarter,
US stocks have
already passed the
average forecast for
2013. That headline
masks a broad range
of returns in other
country markets

Sentiment has
improved enough that
pullbacks should be
shallow. Rotational
strategies to other
markets could be the
better play

Of the twenty or so banks and brokerages whose forecasts are tracked, the average S&P
500 target price for 2013 was 1533. The highest forecast was 1,615. With the S&P
closing at 1569 which is right on the high, it is fairly clear that stocks had a surprising
and strong first quarter. Price targets and EPS forecasts have changed little as we move
into the second quarter (see table below). A common headline being seen recently is
that the market has moved too far, too fast. In terms of risk/reward, taking some equity
exposure off the table makes sense. There are several modifying comments that must
be made, however.
First, A generally positive strategic view of the equity markets continues to be in place.
With many tail risks having been reduced and sentiment having improved, significant
pullbacks in stocks seem unlikely. The relative attractiveness of equities has been
discovered by the market and asset allocation rotation has barely begun. Picking tops in
the market could be difficult when only playing for a, say, 5% pullback. And
remember, when getting out of the market, you must be right not only in picking that
top but the bottom as well given that getting back in will be required if the market truly
is trending.
Second, as noted in the Economic Overview section above, a binary risk-on / risk-off
kind of market is likely to be less of a driver going forward. There has been a decline in
market correlations, albeit uneven across asset classes and likely contingent upon the
more tranquil economic backdrop being described herein. A wide range of country
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Notwithstandding the
fact that tail risks
have declineed, there
are garden--variety
risks to the market
which couldd easily
cause a corrrection
during Q2

equity markket returns havve been seen already
a
in Q11’13. The heaadlines in the US have
dominated, creating
c
a vieew that all maarkets are up similarly.
s
Hoowever, EM alone
a
is
down over 5%
5 and a morre granular look at a countrry like Brazil shows a doubble-digit
negative retuurn. Making broad asset allocation
a
deccisions to equiities in generaal can be
the wrong appproach curreently. A more strategic appproach should be applied.
Third, there continue to be
b reasons forr the market to stall. P/E ratios have cliimbed to
their long-teerm average, corporate
c
marrgins are nearr previous higghs, Fed policcy reversal
will come att some point, and investor sentiment seeems stretchedd.

Country Raanking Data – As of 3/31/22013

Source: Accuvest Global
G
Advisors, MS
SCI
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Range of Returns among Countries
12.00%
8.00%

Correlations are
expected to decline
going forward.
Already, the range of
returns amongst
countries already
reflect highly
differentiated returns.
For the quarter, a
21.4% difference from
high to low was
experienced.

4.00%
0.00%
-4.00%
-8.00%

Japan
Switzerland
USA
Thailand
Sweden
Australia
Belgium
Turkey
Israel
Mexico
Chile
Hong Kong
Singapore
United Kingdom
Netherlands
Canada
France
Norway
Germany
Taiwan
Brazil
Malaysia
India
Russia
Korea
China
Austria
Spain
South Africa
Italy

-12.00%

Source: Accuvest Global Advisors

Equity Valuations
Percentage of time US Equity valuations have been more attractive than current

Many valuation
metrics show the
market to be fairly
valued at current
levels

Source: Goldman Sachs

Earnings yield vs bond yield

Corporate earnings
yield outstrips even
corporate bond yields
in a significant way,
showing relative value
for stocks over bonds
Source: UBS
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Profit growth in various countries

Outside the US, profit
growth has actually
been fairly weak

Volatility Index
100
Volatility has declined
tremendously

80
60
40
20
0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Source: Accuvest Global Advisors

S&P 500 Year End Forecast Table
Some year-end price
targets have been
conveniently moved
up about 3% from an
average 1526 S&P500
close to 1571. In any
case, the market has
already achieved in
Q1 most year-end
targets.

Given EPS forecasts,
analysts are expecting
P/E ratios of 14.5x

Bank of America
Bank of Montreal
Barclays
Citigroup
Credit Suisse
Deutsche Bank
Goldman Sachs
Jeffries
JP Morgan
Morgan Stanley
Oppenheimer
UBS
Wells Fargo
Mean
Median
High
Low

2013 Close

2013 EPS

1600
1575
1525
1615
1640
1625
1625
1673
1580
1600
1585
1425
1390
1571
1593
1673
1390

$110.00
$106.25
$105.00
$110.00
$104.90
$109.00
$108.00
$122.00
$110.00
$103.20
$108.00
$108.00
$104.00
$108.27
$108.00
$122.00
$103.00

Accuvest Global Advisors 2nd Quarter Big Picture View 2013

10

April 2013
S&P 500 Index compared to previous market tops
S&P 500 valuation
metrics at current
highs are modest
compared to other
major tops this since
2000

Source: JP Morgan

Corporate Cash – Amount and Uses
Corporations have
built cash levels to
very high levels.
Share-holder friendly
usage of cash has
been rewarded in the
stock market, but
capex and other
spending should
being to grow

Source: JP Morgan

Corporate leverage and Household debt

Corporations have
also improved their
credit profiles as
shown by interest
coverage analysis. At
the same time,
households have
deleveraged
significantly implying
that spending can
pick-up
Source: JP Morgan

Asset Allocation Table
Firm
Equity allocations
have been increases
only marginally since
December

Stocks

Bonds

Cash

Bank of America

65%

33%

2%

0%

HSBC

27%

46%

5%

10%

JPMorgan

60%

25%

15%

0%

47.6%

39%

1.3%

7%

UBS

Alts
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Strategy
 Having whittled down some equity exposure into current market strength
already, focus will be on rebuilding to neutral weights on a market correction.
That correction is anticipated to be relatively shallow.
 Country rotational methodologies and other relative value strategies will take
additional advantage in any kind of market sell-off. Looking for non-US
exposure and continuing to build thematic exposure will be expected.
 With the VIX exceptionally low, volatility hedged exposures to US stocks will
continue to have a place in the portfolio

Va
lu
at
io
n

Ri
sk

en
tu
m
om
M

Most Attractive

Fu
nd
am

en
ta
ls

 Paying for portfolio insurance directly through options usage is unlikely. A
basic barbell approach to risk allocation may be seen through a continued
exposure to US Treasurys notwithstanding their low yields.

Turkey
Japan
Germany
Russia
Switzerland
Least Attractive

India
Israel
Chile
Italy
Spain
Source: Accuvest Global Advisorscc

Allocations
Overweight
Turkey
Japan
Germany
Russia
Switzerland
Korea
United Kingdom
China
United States

Stocks (43%)
Core
Neutral
Austria
Thailand
Sweden
France
Netherlands
Hong Kong
South Africa
Singapore
Canada

Underweight
Malaysia
Australia
Mexico
Brazil
Taiwan
India
Israel
Chile
Italy
Spain

Satellite
Themes
Concentrated country allocations
China Consumer and Urbanization
Tactical
Opportunities
Volatility hedged equity
Russell Small Cap Growth
U.S. Healthcare
Asia ex-Japan
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FIXED INCOME
Interest rates have
increased during the
year

Changes in the shape
of the yield curve has
become as important
as the movement in
rates in general

Rates markets have sold off during the quarter to levels beyond those forecast, creating
an opportunity, perhaps, to buy the dip. In the updated forecast table shown next, there
have been adjustments upward in terms of future 10-yr yields. However, there
continues to be a broad sense as gleaned from the fundamentals, that rates are likely
stuck in a range.
It is true that the shape of the curve has changed enough to necessitate a more focused
conversation about rates than just a directional one. The outlook here is for some
bullish flattening in the second quarter that will eventually give way to minor stairstepping across the curve to higher rates. Any positioning must be for tactical purposes
and/or as a broad hedge to a ‘risk-off’ scenario that still might unfold if tail risks
reemerge in Europe, for instance.
10-Yr Treasury Yield Forecasts (78 forecasts)

The average forecast
for 10yr Treasury
yields for Q1’2014
have gone up over 30
basis points

Q1 13

Q2 13

Q3 13

Q4 13

Q1 14

Q2 14

Median Forecast
Average Forecast
High Forecast

1.95
1.95
2.25

2.00
2.02
2.50

2.10
2.17
3.50

2.25
2.32
3.75

2.49
2.49
3.38

2.60
2.64
3.50

Low Forecast

1.70

1.75

1.75

1.50

2.00

1.80

Source: Bloomberg

Long Term Bond Yields

10 Year Yields YoY

Sep-08

Aug-11

Oct-05

Nov-02

Dec-99

Jan-97

Feb-94

Mar-91

Apr-88

May-85

Jun-82

Jul-79

Aug-76

Oct-70

Sep-73

Nov-67

Dec-64

Jan-62

Feb-59

Apr-53

Mar-56

18
16
14
12
10
8
6
4
2
0

Not only are yields at
historic lows, real
yields are nonexistent.

Core CPI YoY

Source: Bloomberg

10 Year Treasury
Some choppiness can
be seen in a shorter
period of time, but the
trend has been to
lower rates since 2000

6
4
2
0
2001

2003

2005

2007

2009

2011
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Recent Yield Curve Movements
5

The front end of the
curve has collapsed as
time has passed.
There has been recent
steepening at the
longer end.

4
3
2
1
0
3-Mo

2-Yr

5-Yr

10-Yr

12/31/2009

12/31/2010

12/31/2012

3/31/2013

3-Mo
12/31/2009
12/31/2010
12/31/2011
12/31/2012
3/31/2013

0.05
0.12
0.01
0.043
0.068

2-Yr

5-Yr
1.14
0.59
0.24
0.249
0.244

30-Yr
12/31/2011

10-Yr
2.68
2.01
0.83
0.724
0.773

3.84
3.29
1.88
1.758
1.865

30-Yr
4.64
4.33
2.89
2.95
3.106

Source: Accuvest

The long-term bull
market in bonds is
likely over

What does seem to be true in even a casual review of the long-term move in rates is that
the market is probably near their lows. This general comment has been made by many
market participants for many quarters at this point. Until further notice, however, the
Fed is in control and there is more than enough economic slack for central banks
globally, and importantly the Fed as well, to stay committed to their very easy monetary
policies. With a fiscal drag likely to be experienced over the medium-term as well, Fed
involvement is here for many quarters to come. Some exposure to Treasurys is still
warranted.

Credit risk can be
rewarded, but only
modestly as spreads
are already quite
compressed

Credit markets also have a place in allocations as well. Spreads are tight based on the
history depicted in the following charts. The market is back to spreads seen in 2007
pre-crisis. It is perhaps appropriate that corporate bonds would be first in achieving precrisis levels given the tremendous deleveraging seen in the balance sheet of issuers. A
near universal refinancing of outstanding debt has also been seen making interest
coverage and other credit metrics more attractive. It can also be pointed out that with
the yield curve as low as it is, the ratio of corporate yields to treasury could still be
construed as attractive or ‘in-line’ and not necessarily the same valuations as seen in
2007.

High yield bond
returns will likely
flatten out

Be that as it may, with correlations declining across asset classes, corporate bonds
continue to hold appeal for balanced, diversified portfolios. Remembering that highyield bonds are much more correlated to equities than to interest rates brings up some
interesting points relative to junk bonds. 1) If equities truly are trending, stocks may be
more attractive on a relative basis than high yield when both have similar risk profiles.
2) There could easily be a bubble of some degree in HY that gets pricked as investors
rotate to stocks given less liquidity when investors stampede out the door. 3) Durations
have likely gone up in HY as refinancing has been done with very low coupons,
meaning price volatility could be greater.
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European Sovereigns – 10-yr bond yields

Sovereign yields in
Europe have delinked entirely during
the recent crisis
period

Source: JP Morgan

BBB Corporate Bond Spreads
1000
800
600
Credit spreads are
much less rewarding
currently

400
200
2001

2003
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2007

2009

2011

2013

Source: Bloomberg

S&P 500 Interest coverage ratio

Credit metrics have
improved, however, so
investment grade
bonds may still be
attractive even at
those tight spreads
Source: JP Morgan

High Yield Bonds - Spread to Worst

High yield spreads are
also tight, achieving
levels below those
seen pre-crisis
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Emerging Market
M
Bond Spreads
1500
Emerging market
m
spreads arre still
attractive given
improvementt in many
countries’’’ fiscal
profilees

1000
500
0

Source: Bloombergg

Strategy
 Thee Treasury maarket has becoome somewhaat of a surrogaate for risk heedging.
Outtside of that benefit, governnment issues are unappealiing.
 Retuurns in treasuury bonds are mathematically limited at these low levvels.
Clippping such low
w coupons will not be trem
mendously rew
warding, evenn if upside
riskks to rates are limited.
 Corrporate bonds will be necesssary in balannced and diverrsified portfoolios, but
allocations shoulld be across thhe maturity sppectrum with an eye to a conservative
proffile.
 Cauutious, tactical moves out thhe yield curve and down thhe quality speectrum will
creaate some outpperformance. Such moves must be on weakness
w
in thhe bond
marrket and not at
a times of exttreme risk-offf sentiment.
 Expposures to higgh yield will be
b small and tactical
t
in natuure.
Allocations
Ovverweight
Diiversified IG
Crredit

Bonds (45%)
Core
Neutral
Underweight
Duration Cash
Gov’t Bonds
Satellite

Ovverweight
Em
merging markeets (local currency)

Source: Accuvest Global
G
Advisors
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ALTERNATIVES
Over the last 6 months, global hedge fund investors have made incremental but
significant reallocations towards directional strategies and away from convergent
(arbitrage) strategies. Receding political risks, signs of bottoming in global growth, and
the exceptionally supportive monetary policy backdrop should allow for a broader
normalization in financial markets. The Mario Draghi, “Do whatever it takes to
preserve the Euro” speech on July 26th 2012 and subsequent ECB press conference
marked a key inflection point for financial markets and investor risk taking. We believe
directional alternative strategies are well suited to take advantage of the improved
environment for market beta.
Hedge Fund Risk and Return – Last 12 months
7%
Long/Short Equity Index

6%

Macro Index
5%
CTA/Managed Futures Index
4%

Return

Alternative strategies
continue to fill the
role of portfolio
diversifier. Returns
are reasonable and
fairly steady as shown
in volatility numbers

Merger/Risk Arbitrage Index

3%

Relative Value Aggregate Index

2%

Event Driven Index
Distressed Index

1%
Fixed Income Arbitrage Index
0%
Market Neutral Equity Index
-1%

Emerging Markets Index

-2%
0%

2%

4%

6%

8%

10%

12%

14%

Volatility
Source: PerTrac and HedgeFund.net

Hedge Fund Returns
2002

Alternative strategy
returns have cycled
like other asset classes
over time

2003

Convertible
Arbitrage
8.75%

Distressed
28.32%

Macro
8.33%

Event Driven
25.56%

Distressed
3.05%
Equity
Market
Neutral
0.13%
Merger
Arbitrage
-1.86%

Event Driven
-4.58%

Equity Hedge
-4.71%

2004
Distressed
17.50%

2005
Distressed
6.98%

2006

2007

Event Driven Equity Hedge
15.81%
10.50%

2008

2009

2010

2011

2012

Macro
4.83%

Convertible
Arbitrage
60.17%

Convertible
Arbitrage
13.19%

Merger
Arbitrage
1.48%

Convertible
Arbitrage
6.10%

Distressed
28.14%

Distressed
12.10%

Distressed
-1.79%
Equity
Market
Neutral
-2.12%

Distressed
4.50%

Event Driven Equity Hedge
13.17%
5.83%
Equity
Market
Equity Hedge Equity Hedge
Neutral
20.54%
7.68%
4.69%

Distressed
14.72%

Macro
9.12%

Merger
Arbitrage
12.88%

Merger
Arbitrage
8.58%

Merger
Arbitrage
-5.37%
Equity
Market
Neutral
-5.92%

Merger
Arbitrage
3.50%
Equity
Market
Neutral
3.46%

Macro
3.97%

Convertible
Arbitrage
12.62%

Event Driven
8.38%

Event Driven
-21.82%

Merger
Arbitrage
2.48%

Equity Hedge
11.71%

Distressed
6.36%

Distressed
-25.20%

Macro
3.29%

Event Driven
1.58%

Convertible
Arbitrage
2.95%

Convertible
Arbitrage
-0.72%

Macro
7.79%
Equity
Market
Neutral
7.70%

Convertible
Arbitrage
5.25%
Equity
Market
Neutral
3.47%

Macro
18.88%
Convertible
Arbitrage
10.16%
Merger
Arbitrage
7.67%
Equity
Market
Neutral
1.94%

Equity Hedge
-26.65%
Convertible
Arbitrage
-33.73%

Equity Hedge Event Driven
24.57%
11.74%

Event Driven
3.88%

Event Driven Equity Hedge Event Driven Equity Hedge
25.04%
10.49%
-3.30%
3.52%
Equity
Merger
Market
Arbitrage
Macro
Macro
Neutral
11.65%
8.10%
-4.15%
2.18%

Macro
4.34%
Equity
Market
Neutral
1.43%

Merger
Arbitrage
4.71%
Equity
Market
Neutral
2.81%

Convertible
Arbitrage
-5.16%

Merger
Arbitrage
1.44%

Equity Hedge
-8.36%

Macro
1.08%

Source: HFR
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Commodities have
been under pressure

Very interestingly, investor risk appetite is passing on commodities. The growth
outlook is still not strong enough to support the kind of broad based pick-up already
seen in certain other asset classes. The rally earlier in the year proved short lived
compared with previous years. Currently, the market could actually be stretched to the
short side, but rebounds in prices could be limited by a stronger dollar plus accelerating
supply growth in markets such as oil and copper. Some forecasts have global supply
outpacing demand by 50% in the oil market. The surging production in oil specifically
can be seen in the chart below. 1st
Commodity prices by year

The early-year rally in
commodity prices has
not held up compared
with previous years.
This is a good
indicator of the lower
correlations that have
been seen amongst
asset classes

Source: Barclays

Commodities trailing equities

Since 2008,
commodities have not
been able to keep up
with stocks.

Source: UBS

Accuvest Global Advisors 2nd Quarter Big Picture View 2013

18

April 2013
US Oil Production (m b/d)
US oil production is
surging and is
expected to continue
to climb. This kind of
supply into
commodity markets
will keep a lid on
prices.

Source: Barclays

Best/Worst Commodities YTD
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-10.00

-5.00

0.00

5.00

10.00

15.00

Orange Juice

16.60

Cotton

15.90

Natural Gas

11.20

Gasoline

7.97

Crude Oil

1.97

Soybean Meal

1.81

Soybeans

1.66

Brent Crude

1.26

Corn

1.21

Soybean Oil

1.18

Coffee

-6.27

Cocoa

-6.34

Lean Hogs
Live Cattle
Wheat

20.00

-6.79
-7.30
-7.72

Lead

-8.74

Aluminum

-8.98

Sugar

-9.06

Zinc

-9.14

Source: Bloomberg

Gold has been weak
in 2013. Demand has
decreased and
fundamentals are
perceived to be less
supportive to price

In the precious metals market, gold has been the weakest performer by a considerable
distance. Gold prices have risen every year for the past twelve, yet opinions are
widespread that the streak will end in 2013. There has been a decline in jewelry
demand coupled with a steep slowdown in the expansion of central bank gold buying.
Both of those demand points are critical in supporting prices, and that support has now
fallen away. The chart below shows the recent flows in gold ETP buying over the past
year with recent activity actually showing a net selling profile. With jewelry and central
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bank demand to both continue to decline, ETP buying must increase significantly. The
selling has slowed in recent weeks and the events in Cyprus are a reminder of the
benefits of holding gold. A low interest rate environment and the risk of medium-term
inflation are also price supportive; meaning further downside to gold prices is limited.
The benefit of gold as a portfolio diversifier and equity hedge has clarified recently.
The rising USD and strong equity rally have pushed the GLD ETF down about 5% for
2013. Gold is now negatively correlated to equities whereas prior to QE3
announcement it was 70% positively correlated.
Gold ETP Sales
Gold exchange traded
products have seen an
outflow of assets so
far this year

Source: Barclays

Broad Commodities updated
Commodity prices
have flattened and
some strategists are
calling an end to the
multi-year super cycle
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Source: Bloomberg
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Gold Prices
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Entering Q2 2013, our highest ranked alternative strategies are Global Macro, LongTerm Managed Futures (Trend Following CTAs), and Long Short Equity – Long Bias.
The Accuvest Liquid Alternatives multi-factor approach identifies and allocates to
liquid alternative strategies exhibiting solid fundamentals and attractive momentum
while emphasizing strategy diversification and risk mitigation.

Global Macro
CTA - Long Term
Long Short - Long Bias
Distressed
Credit Arbitrage
Least Attractive

Merger Arbitrage
Fixed Income Arbitrage
CTA - Short Term
Equity Market Neutral
Convertible Arbitrage
Source: Accuvest Global Advisors

The key factors driving overweight allocations to Global Macro, Long Term CTAs, and
Long Short Equity are solid fundamentals, attractive momentum, and risk mitigating
inter-correlations. Conversely, underweight allocations to Equity Market Neutral and
Convertible Bond Arbitrage are driven by a confluence of poor fundamentals and
significant tail risk.

Accuvest Liquid Alternatives - Strategy Allocations
6.7%

6.4%

Convertible Arbitrage
Credit Arbitrage

10.7%

10.4%

CTA - Long Term
CTA - Short Term
12.0%

12.8%

Distressed
Fixed Income Arbitrage
Long Short - Long Bias

8.4%
11.7%

Global Macro
Merger Arbitrage
Equity Market Neutral

11.2%
9.8%

Updated: April 1, 2013
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The apparent reduction in global downside risk and ensuing increase in risk appetite
have certainly impacted the strategy allocations of the Accuvest Liquid Alternatives
model. More specifically, over the last quarter the model has increased exposure to
high beta strategies like, Long Short Equity and Long-Term Trend Following CTAs,
while decreasing exposure to low beta strategies like, Convertible Bond Arbitrage and
Credit Arbitrage (chart below). Furthermore, the model is currently underweight
Market Neutral and Fixed Income Arbitrage, while being overweight Distressed
Securities and Merger Arbitrage.
Strategy Allocation Changes
Q1 2013 to Q2 2013
5.0%
4.0%
3.0%
2.0%
1.0%
0.0%
-1.0%
-2.0%
-3.0%

The model’s shift towards a more aggressive and directional profile has paralleled an
increase in the market beta of global hedge funds. In fact, over the last 7 months the
Lyxor Hedge Fund Index market beta has increased from a lowly 0.08 to a meaningful
0.31, the highest level since May 2011. While we support the recent increase in risk
and understand that the prevailing market environment may persist, we remain liquid
and attentive to any deterioration in strategy fundamentals, momentum, or risk profiles.
Strategy
 Alternative assets and strategies continue to be important building blocks in
portfolios. Broad core exposure will be seen via liquid and transparent
vehicles.
 Focusing satellite exposures in Long/Short equity and CTA strategies
 Cautious on arbitrage strategies; both credit and convertible.
Allocations
Alternatives (12%)
Satellite
Overweight
CTA – Long Term
Distressed
Long Short – Long Bias
Global Macro
Neutral
Credit Arbitrage
Merger Arbitrage
Underweight
Convertible Arbitrage
CTA – Short Term
Fixed Income Arbitrage
Equity Market Neutral
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SUMMARY INFORMATION
Allocation
Overweight
Turkey
Japan
Germany
Russia
Switzerland
Korea
United
Kingdom
China
United States

Stocks (43%)
Core
Neutral
Austria
Thailand
Sweden
France
Netherlands
Hong Kong
South Africa
Singapore
Canada

Bonds (45%)
Core
Neutral
Underweight
Duration Cash
Gov’t Bonds

Underweight
Malaysia
Australia
Mexico
Brazil
Taiwan
India

Overweight
Diversified
IG Credit

Israel
Chile
Italy
Spain

Overweight
Emerging markets (local currency)

Satellite

Satellite
Themes
Concentrated country allocations
China consumer and urbanization

Alternatives (12%)
Satellite
Overweight
CTA – Long Term
Distressed
Long Short – Long Bias
Global Macro
Neutral
Credit Arbitrage
Merger Arbitrage

Underweight
Convertible Arbitrage
CTA – Short Term
Fixed Income Arbitrage
Equity Market Neutral

Tactical
Opportunities
Volatility hedged equity
Russell Small Cap Growth
U.S. Healthcare
Asia ex-Japan

Outlook Summary








GDP forecasts have been revised down, but growth globally, while steady, is still subpar
Sentiment in the U.S. specifically has become much more positive
Correlations have declined amongst asset classes and country markets. Top-down strategies required
Relative to other assets, stocks continue to be attractive. A correction of the recent run-up is likely
Bond market bull market has ended, but rates are likely to stay low for a long time.
Credit spreads have narrowed but are still attractive. More so in IG than HY.
Alternative strategies are beneficial to portfolios, but must be liquid and transparent.

Key Activity
This Month Activity
Core
Bonds
Satellite
Tactical
Core

Stocks

Reduce duration – Sell TLT
Increase investment grade credit – Buy CSJ
Eliminate high yield – Sell HYG and HYLD
Reduce U.S. overweight. – Sell IVV
Increase Japan and UK overweight –
Buy EWJ and EWU

Satellite
Tactical

Possible Next month Activity
Add to duration on 10-Yr pullback to
2.20%

Add to China Consumer – Buy CHIQ
Add small cap growth – Buy IWO
Add U.S. Healthcare – Buy XLV
Add Asia ex-Japan – Buy EPP

Add to equity exposures on %5+ pullback

Core
Alternatives

Satellite

Add to Long/Short Equity
Add to CTA Long Term

Tactical
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SECULAR THEMES
Secular Themes
Correlations amongst risk assets will drift lower
Gradual weakening trend in USD
Energy Revolution creates investment opportunities
Global economic growth will run below trend
Chinese turn to consumerism and urbanization
Cyclical Status - January 2013
Correlations amongst risk assets will drift lower

M aintain commitment to broad diversification of portfolios through multiple asset classes
Prefer top-down country-by-country approach in building equity exposures
Alternative assets have place in portfolio if lower cost, transparent, and liquid

Gradual weakening trend in USD

Non-USD exposure via international equities
Tactical exposures to emerging market currencies
Satellite exposures to resource equities

Energy Revolution creates investment opportunities

Gas-on-gas arbitrage expands margins and market share
Gas-on-oil arbitrage see U.S. truck fleets and shipping switching
Tactical exposures to emerging market currencies

Global economic growth will run below trend

Rates will stay lower
Inflation will stay in the background
Trending risk markets will be elusive

Chinese turn to consumerism and urbanization

Consumption and services create sustained income and weal effects
Better social services generate marginal demand for healthcare, financials, IT, transportation, etc.

Currently less
applicable

Current focus
warranted
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General Disclosures
The material provided in this report is for informational use only and should not be seen as an offer to sell or as a solicitation of an offer to
purchase any security or to subscribe to any investment or advisory service. This information was obtained from the disclosed sources and is
believed to be reliable. The information is subject to change without notice. Accuvest Global Advisors does not guarantee the accuracy or
completeness of the information nor make any warranties with regard to the results that may be obtained from its use.
Debt and equity investments associated with certain foreign countries may involve increased volatility and risk due to, among others, political
risk, sovereign risk, economic quality, liquidity risk. Differences in the extent of these risks vary from country to country, among investment
instruments, and over time. Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not
be registered with, nor subject to the reporting requirements of the U.S. Securities and Exchange Commission (SEC). There may be limited
information available on foreign securities. Foreign companies are generally not subject to uniform audit and reporting standards, practices and
requirements comparable to those of U.S. Securities. Some foreign companies may be less liquid and their prices more volatile than securities of
comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in a foreign stock
and its corresponding dividend payment for U.S. investors. Past performance is not indicative of future results. You should not assume that any
future performance of any security or country referred to in this Report will be profitable or equal to any corresponding performance levels that
might be provided. Investment risks are borne solely by the investor and not by AGA.
Where included in this report, MSCI sourced information is the exclusive property of AGA. Without prior written permission of MSCI, this
information and any other MSCI intellectual property may not be reproduced, re-disseminated or used to create any financial products, including
any indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its
affiliates and any third party involved in, or related to, computing or compiling the information hereby disclaim all warranties of originality,
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have
any liability for any damages of any kind.
Certain names, words, titles, phrases, logos, icons, graphics or designs or other content in this Report are trade names, trademarks, or protected by
copyright laws. Any unauthorized re- transmission, copying or modification of trademarks and/or the contents of this Report may be a violation
of federal or other law that may apply to trademarks and/or copyrights and could subject the copier to legal action. Unless otherwise authorized,
no one has permission to copy, redistribute, reproduce, republish, store in any medium, retransmit, modify or make public or commercial use of,
in any form, the information contained in this Report.
Accuvest Global Advisors is registered with the SEC. All disclosures and marketing brochures are available upon request.
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