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The best places to 
make money in 2014

With the Federal Reserve getting ever closer 
to taking its foot off the gas and pulling 
back from its controversial monthly bond 

buying binge, investors around the world are bracing 
for the aftershocks and trying to figure out where the 
best places are to make money in 2014.

 Investors already received a preview earlier this 
year of what to expect when the Fed officially stops 
buying $85 billion a month in Treasuries and mort-
gage bonds. Loomis Sayles’ Dan Fuss, known on 
Wall Street as the Warren Buffett of Bonds, told 
Reuters he thinks Fed chairman Ben Bernanke was 
a bit surprised at how quickly Treasuries and other 
markets that investors had been piling money into 
sold-off in response to talk about the Fed tapering its 
easy money policies. Said Fuss: “I think the Fed and 
Bernanke were taken aback on how deeply intercon-
nected the U.S. and overseas markets really are.”

In short, it’s a reminder that global markets are 
now more interconnected than ever and what hap-
pens in New York doesn’t just resonate across the 

United States but in Latin America, Europe and 
Asia.

The annual Reuters Global Investment Outlook 
Summit brought together the world’s most success-
ful money management luminaries and was a unique 
opportunity for investors and traders to glean in-
sights into how big investors around the globe are 
bracing for events like the Fed tapering its quantita-
tive easing policies.

During on the record interviews, nearly 40 hedge 
funds, money managers and macro economists 
shared their crystal balls with our top reporters and 
editors, on everything from Janet Yellen’s proposed 
Fed chairmanship to their best investment strategies 
in the coming year.

This year’s summit produced stories and analy-
sis, available exclusively to Thomson Reuters clients,  
culminating in a Reuters Best award for an hour-
long market-moving interview with activist investor 
Carl Icahn. Read on for highlights from what was an 
unforgettable summit.

GLOBAL INVESTMENT OUTLOOK SUMMIT 2013

Traders work on the floor 

of the New York Stock 

Exchange after the opening 

bell October 9, 2013. 
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Activist investor Carl Icahn on 
Monday said there was a chance 
the stock market could suffer a big 

decline, saying valuations are rich and earn-
ings at many companies are fueled more by 
low borrowing costs than management’s 
efforts to boost results.

Unnerved by Icahn’s prognosis, investors 
pushed stocks lower. The S&P 500, which 

was trading near unchanged before Icahn 
spoke, closed down 0.4 percent.

“I am very cautious on equities today. 
This market could easily have a big drop,” 
Icahn said.

He said share buybacks are driving re-
sults, not profitability.

“Very simplistically put, a lot of the 
earnings are a mirage,” Icahn told the Re-
uters Global Investment Outlook Summit. 
“They are not coming because the compa-
nies are well run but because of low interest 
rates.”

He also hinted at his ongoing plan for 
Apple Inc, the most valuable U.S. company 
by market value, saying he does not want to 
fight with management at the iPhone gi-
ant but has no plans to walk away from his 
investment.

Shares of Apple closed down 1.2 percent 
at $518.92; they were trading at $523.11 
before Icahn’s remarks. Icahn said he still 
thinks Apple’s stock price is undervalued 
and said the company’s CEO, Tim Cook, 
feels the same way.

Icahn, who runs Icahn Enterprises, a di-

Investor Carl Icahn speaks at the Wall Street Journal Deals & Deal Makers conference at the New York Stock Exchange in this June 27, 2007 file 

photograph. REUTERS/CHIP EAST/FILES

Icahn warns stock 
market could face 
‘big drop’



3

GLOBAL INVESTMENT OUTLOOK SUMMIT 2013

versified holding company, is urging Apple 
to buy back $150 billion worth of shares. 
The company has not committed to that. 
Icahn owns approximately 0.4 percent of 
Apple’s outstanding shares, according to 
Thomson Reuters data.

Icahn said that he and Cook are friendly, 
but he still spoke critically. “Apple is not a 
bank and it should not be run like a bank 
because investors did not invest in a bank,” 
he said. “Apple has all this money, they 
should be using it.”

Known for decades of strong-arm tac-
tics, including proxy fights, Icahn was 
diplomatically vague about exactly how 
he planned to proceed in his efforts with 
Apple. He did joke that if Reuters report-
ers had joined him for a cocktail, he might 
have said more.

The 77-year-old investor’s views on mar-
kets and individual companies are widely 
followed in light of the strong returns he 
has generated.

Icahn said that in the last five years, in-
vestors who bought shares of companies in 
which his firm took seats on the board of 
directors and held the shares as long as an 
Icahn representative stayed on those boards 
would have earned 28 percent on an annu-
alized basis.

Icahn is known as one of the market’s 
most powerful activist investors. But he 
said he and his colleagues do not want to 
micro-manage corporations. He prefers to 
speak with top management and “set up 
parameters” for performance, such as return 
on equity or performance against competi-
tors.

“Boards should be keeping the CEO ac-
countable,” Icahn said, adding, “that’s what 
a board should do.”

Activism has become a hot-button topic 
in the hedge fund industry this year, in part 
because returns at activist funds are roughly 
14 percent, nearly twice as strong as gains at 
the average hedge fund.

While he pointed to a handful of man-
agers who practice activism well, Icahn 

took a swipe against William Ackman, 
whose Pershing Square Capital Manage-
ment is one of the industry’s biggest activist 
managers, with average annual returns of 
20 percent over the last decade.

“What we don’t do is exactly what Ack-
man does do. We may have an idea, but we 
never push it,” Icahn said.

Ackman and Icahn have engaged in a 
very public battle on their opposing views 
of Herbalife, the nutrition and supplements 
company. Ackman took a large short posi-
tion in Herbalife, while Icahn bet the com-
pany’s share price will rise, which in fact it 
has.

Ackman also made waves in his aggres-
sive push to overhaul retailer J.C. Penney, 
but finally sold his 18 percent stake in the 
company earlier this year, losing hundreds 
of millions of dollars, after his campaign 
failed.

But Icahn sang the praises of other ac-
tivists, including Keith Meister, his one-
time lieutenant who now manages Corvex 
Capital. Jeff Ubben’s ValueAct, which was 

instrumental in forcing change at Micro-
soft, also got high marks, as did Daniel 
Loeb, whose Third Point, won big at Yahoo 
where he helped install Marissa Mayer as 
CEO last year.

Icahn said he had looked at investing in 
Microsoft but did not, declining to give a 
reason.

Additional reporting by David Gaffen; Editing 
by Dan Grebler and Leslie Adler

The Apple logo hangs in a glass enclosure above the 5th Ave Apple Store in New York, September 20, 

2012. REUTERS/LUCAS JACKSON

http://www.reuters.com/summit/Investment13
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BY LUCIANA LOPEZ

NEW YORK, NOVEMBER 21, 2013

Many prominent managers at the 
Reuters 2014 Global Invest-
ment Outlook Summit believe 

the record-setting run-up in U.S. stocks is 
due for a reckoning but acknowledge that 
ample liquidity could push equities higher 
regardless of fears.

The S&P 500 has jumped around 26 
percent this year, with major indexes notch-
ing record high after record high. Investors 
pointed to potential drags on the market 
next year, be it a pullback in stimulus by 

the Federal Reserve to weak earnings, that 
have made this market look expensive from 
a valuation basis.

“I’m very cautious on equities today,” 
said billionaire Carl Icahn, among the 
world’s most influential investors.

“This market could easily have a big 
drop,” he added.

The advance of 2013 will be hard to du-
plicate next year, particularly with the ex-
pectation that the Fed is going to slow its 
$85 billion bond buying program, which 
has pumped cash into global markets. 
However, many managers interviewed said 
while the market may not gain 26 percent 

in 2014 as it has so far in 2013, returns are 
likely to be positive again.

The Fed’s bond buying has helped swell 
its balance sheet to near $4 trillion, a re-
cord. The best chance for a correction could 
come when the Fed tapers its asset pur-
chases, said Joshua Brown, chief executive 
of Ritholtz Wealth Management.

Icahn flagged the Fed’s flood of money 
as a driver behind “manufactured” earnings.

With results in from 96 percent of the 
S&P 500 companies, third-quarter earn-
ings growth is estimated up 5.7 percent 
from a year ago. A number of analysts say 
companies have boosted those results by 

Investors wary of U.S. stock surge, even as 
money piles in

Traders work on the floor of the New York Stock Exchange, November 19, 2013. REUTERS/BRENDAN MCDERMID
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taking advantage of lower borrowing costs 
throughout the past year.

Borrowing costs have tumbled even for 
companies rated junk. Such companies pay 
about 4.29 percentage points more than 
comparable U.S. Treasuries to borrow, ac-
cording to Merrill Lynch data, around a full 
percentage point cheaper than at the end 
of 2012.

“I think a lot of the earnings that you 
see are a bit of a mirage,” Icahn said. The 
earnings “are coming because you have very 
low interest rates,” not because of corporate 
strength.

QE TRADE-OFF?
Fed policymakers, including current chair 
Ben Bernanke and expected incoming chair 
Janet Yellen, say they will only reduce their 
bond buys in the face of a sustainable recovery.

Less quantitative easing for a stronger 
economy is actually good for equity mar-
kets, said Steven Einhorn, the vice chair-
man of Omega Advisors, who also said the 
Fed will take pains to soften the effects of 
its retreat from bond-buying.

“There are a whole host of things the 
Federal Reserve can do to mitigate and 
moderate the sting when they start taper-
ing,” he said, such as changing forward 
guidance to suggest interest rates will stay 
lower for longer.

Einhorn expects U.S. stocks to post 
gains in the high single digits to low double 
digits in 2014. That’s in line with the views 
of most equity strategists who in October 
saw only a modest rise for stocks in 2014.

A few stocks might have overshot, but 
prices are not yet trading at overvalued lev-
els, said Jeff Kronthal, co-founder of KLS 
Diversified Asset Management LP.

“I think at this point we don’t really have 
a bubble,” he said. “Certainly, you can argue 
individual stocks are overpriced, but I don’t 
really see so much in the market that says 
we are so out of line.”

Still, assumptions needed for views of 
ever-rising earnings might not be realistic, 

warned short-seller Jim Chanos.
“If you’re the typical investor, it’s prob-

ably time to be a little bit more cautious,” 
he said.

His Kynikos Associates fund is short 
most large leveraged coal companies in the 
United States and is bearish on many major 
oil companies, he said.

Nevertheless, continued inflows could 
push stocks higher. Underallocated insti-
tutional investors could chase this year’s 
strong stock performance and pour in 
money, said Todd Petzel, chief investment 
officer of Offit Capital Management.

“It feels to us like pensions, endowments 
and the insurance companies are still below 
their historical average allocations to equi-
ties,” he said.

Those investors have few options besides 
stocks to rack up necessary returns, he said. 
“I think a lot of people have been saying, 
‘Oh gosh, this zero interest rate policy isn’t 
changing, I’m still not going to earn any-
thing on bonds.’”

Retail investors could also pile in. Aaron 
Cowen, chief investment officer of Suvretta 
Capital Management LLC, called equities 
“the best bang for your buck.”

Assets in U.S. domiciled mutual funds 
- thought to reflect retail investor thinking 
- only recently surpassed 2007 levels, sug-
gesting mom-and-pop investors could still 
have cash to deploy.

But late-entering investors could actual-
ly signal the beginning of the end for stock 
gains, as those buyers are “looking to play 
catch-up,” said Jason Ader, co-chief execu-
tive of Spring Owl Asset Management.

The CBOE Volatility Index, or Vix, ear-
lier this year sank to its lowest since early 
2007, suggesting investors are less worried 
about big swings in the market.

Pumped-up investor sentiment and low 
volatility could in fact signal a dangerous 
complacency.

Ader counseled patience.
“I think I’ll have an opportunity to buy 

the positions I want to own 20-30 percent 
lower if I’m patient, so I’m going to be pa-
tient,” he said. “I don’t feel the need to deploy 
capital just because I’ve got excess cash.”

Reporting by Luciana Lopez; Additional 
reporting by Jonathan Stempel and Sam 
Forgione; Editing by Jennifer Ablan and Phil 
Berlowitz

A traders works near a monitor displaying stock prices on the main trading floor of the New York Stock 

Exchange, December 8, 2008. REUTERS/MIKE SEGAR
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BY LUCIANA LOPEZ AND JONATHAN STEMPEL

NEW YORK, NOVEMBER 22, 2013

Bond investors have had little reason 
to cheer in 2013. Conflicting sig-
nals from the Federal Reserve and 

uncertainty about the global economy have 
made debt markets a tough place to rack 
up returns.

And yet, bonds, not stocks, emerged as 
a favorite of several big money managers at 
this year’s Reuters Global Investment Out-
look Summit.

Speakers singled out commercial mort-
gage-backed securities, high-yield corpo-
rate debt and selected municipal bonds as 
potential standouts for the year ahead.

Economic uncertainty, a still-fragile 
jobs market, and expectations for exten-
sive monetary stimulus under Janet Yellen, 
President Barack Obama’s nominee to head 
up the Federal Reserve, who is expected to 
win full Senate confirmation next month, 
were cited as factors that could make bonds 
a decent bet in what could be a potentially 
stormy 2014.

“If you don’t diversify against the risk 
of the equity markets bubbling ... if you’re 
not looking at the macro level statistics, if 
you’re not tracking the economy relative to 
the market, you’re going to make big mis-
takes in 2014,” said Daniel Alpert, manag-
ing partner at Westwood Capital, a New 
York-based boutique investment bank.

Alpert declared himself a “bond bull” in 
the coming year.

U.S. Treasuries prices have sunk for 
much of 2013, taking yields on benchmark 
10-year notes more than 100 basis points 
above their low point for the year in May. 
Total returns for many bond indexes are 
negative for the year, with notable excep-
tions including high-yield debt and short-
dated mortgages.

The economic figures have been mixed 
-- jobless claims have fallen and inflation 
remains subdued, but manufacturing has 
been patchy and the housing market’s mo-
mentum has slowed of late. All that points 
to a sluggish economy next year.

That’s a challenge for everyone from 
central banks looking to withdraw crisis-
era support measures to investors looking 
for gains in a potentially choppy market.

The Fed wants to slow its $85 billion 
of monthly purchases of U.S. Treasuries 
and mortgage-backed securities. But when 
and how that tapering will happen remains 
uncertain, particularly after dovish remarks 
from Yellen, the current Fed vice chair, who 
is nominated to succeed Ben Bernanke as 
the central bank’s chief.

“There is much greater uncertainty in 
how the Fed will behave next year,” said 
Deepak Narula, founder of Metacapital 
Management LP in New York, who over-
sees $1.45 billion. His main fund last year 
returned more than 40 percent.

Yields on U.S. Treasuries have shot up 
since Bernanke began hinting at a policy 
exit in May. That, in turn, has driven yields 
on riskier debt instruments up, said Bon-
nie Baha, head of global developed credit at 
DoubleLine Capital in Los Angeles, which 
invested more than $56 billion as of June 
30.

“When the market backed up, I guess 
early to mid-summer, we took some money 
away from investment-grade corporates 
and put it into the high yield corporate 
space,” Baha said.

HUNKS OF JUNK
Some investors see value in junk-rated debt 
from J.C. Penney Co Inc ( JCP.N) as the 
retailer tries to recover from a failed plan 
to end discounting and move up-market, 
which led to plunging sales and big losses.

“You’ve got a huge opportunity on the 
debt side,” said Marc Lasry, chief execu-
tive of New York-based hedge fund firm 
Avenue Capital Group, which invests $12 
billion.

Lasry said if J.C. Penney can generate a 
mere $150 million of annual earnings be-
fore interest, taxes, depreciation and amor-
tization, it can cover interest payments on 
its debt. “It shouldn’t be that hard over the 
next year or two,” he said,

Some money managers see value in mu-
nicipal bonds. Investors dumped municipal 
debt wholesale this year on worries about 
Detroit’s bankruptcy filing and Puerto 
Rico’s shaky finances, which Colin Teich-
holtz, co-head of fixed-income trading at 
hedge fund firm Pine River Capital Man-
agement in New York, termed a mistake.

“The muni market is one that’s very 
prone to throwing the baby out with the 
bath water,” he said.

Teichholtz said Pine River, which 
has $14 billion under management, has 
scooped up bonds from Puerto Rico’s Cor-
poración del Fondo de Interés Apremiante 
(Cofina) which, unlike general obligation 
bonds backed by issuers’ taxing power, are 
backed by sales tax receivables.

Municipal debt also brings tax benefits 
to investors, said Dan Fuss, vice chairman 
of Loomis Sayles & Co in Boston, who 
oversees $193.5 billion.

“If you’re a taxpayer, depending on the 
state and the city you live in, the market 
that I can think has the best potential in a 
rising interest-rate environment is actually 
the municipal bond area,” he said.

Reporting by Luciana Lopez and Jonathan 
Stempel in New York; additional reporting by 
Sam Forgione; Editing by Leslie Adler

Laggards in 2013, bonds may be set to shine
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BY KATYA WACHTEL AND ERNEST SCHEYDER

NEW YORK, NOVEMBER 20, 2013

Short-seller Jim Chanos said on 
Tuesday that shares of international 
oil majors like Exxon Mobil Corp 

(XOM.N) increasingly look like a value 
trap for investors as cash flows decline and 
return on capital slides.

His comments at the Reuters Global 
Investment Outlook Summit in New York 
came a week after Warren Buffett disclosed 
a large position in Exxon, the world’s larg-
est publicly traded oil company.

Chanos said his Kynikos Associates 
fund was bearish on both national oil com-
panies and the integrated majors.

“The costs of finding this stuff (oil) has 
gone through the roof,” Chanos said. “The 
economics are clearly deteriorating.”

“It isn’t the same cash flow generating 
business it used to be.”

Exxon Mobil and other oil producers 
like it continue to spend heavily not only to 
find new reserves but also to pay dividends 
and fund buyback programs, prompt-
ing concerns the companies have limited 
growth potential, Chanos said.

As recently as 2010, Exxon Mobil’s free 
cash flow, a measurement of cash flow minus 
capital spending, eclipsed the cost of share 
buybacks and dividend payouts. Yet execu-
tives have been buying back stock at a break-
neck pace in recent years. In 2012 the com-
pany spent $30.97 billion on dividends and 
buybacks, with $21.9 billion in free cash flow.

Last week, Buffett’s Berkshire Hatha-
way Inc (BRKa.N)(BRKb.N) disclosed 
that it acquired 40.1 million shares in Exx-
on Mobil for $3.45 billion.

“He’s got his reasons but unmistakably 
the returns are dropping,” Chanos said of 

Buffett’s bet on the oil giant. “It increas-
ingly looks to us like a value trap.”

Exxon Mobil spokesman Alan Jeffers 
declined to comment.

Exxon Mobil shares, as well as those 
of many other multinational firms, have 
badly lagged the S&P 500 this year despite 
generous buyback and dividend programs. 
Additionally, Exxon Mobil was late to de-
velop U.S. shale assets, and has had to boost 
spending in remote and politically unstable 
parts of the globe to try to find oil.

It’s the smaller, nimble producers in U.S. 
shale plays and other niches, such as Conti-
nental Resources Inc (CLR.N) and Whit-
ing Petroleum Corp (WLL.N), that have 
become Wall Street darlings.

Exxon Mobil’s return on capital, a mea-
surement of how well cash for growth proj-
ects is allocated, fell to 18.7 percent last 
year from 27 percent in 2008, according to 
Thomson Reuters data.

“The dropping return on capital is really 

ominous,” Chanos said.
Chanos, who specializes in making 

money when stock prices decline, said he 
is also “very bearish on coal” and is “pretty 
much short” all the large leveraged U.S. coal 
companies, with the exception of one.

“We’re even seeing slipping demand for 
coal in China due to pollution concerns,” 
Chanos said. In the United States the coal 
companies are facing pressure since the 
U.S. Environmental Protection Agency is 
“on the case here pretty stringently.”

U.S. coal producers have come under 
withering competition from shale-derived 
natural gas, regulatory pressure and slip-
ping demand for steel, especially in China.

CAUTIOUS ON STOCKS, WARY ON 
EUROPE
Echoing comments by other well-known 
investors like Carl Icahn and Dan Fuss in 
recent days, Chanos said it was time for the 
average equity investor to be “a little more 

Short-seller Chanos says oil majors 
increasingly look like ‘value traps’

Jim Chanos, Founder and Managing Partner of Kynikos Associates LP speaks at the Reuters Global 

Investment Outlook summit at the Thomson Reuters building in New York, November 19, 2013.

REUTERS/MIKE SEGAR
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BY ERNEST SCHEYDER

NEW YORK, NOVEMBER 19, 2013

Coal stocks will continue to be unat-
tractive investments due to wither-
ing competition from shale-derived 

natural gas and slipping demand for steel, 
especially in China, famed short-seller 
Jim Chanos of Kynikos Associates said on 
Tuesday.

Chanos said he is “very bearish” and 
“pretty much short” all but one of the large 
leveraged coal producers in the United 
States. He declined to mention specific 
companies, but the only large U.S. coal 
stock Kynikos is not shorting is Arch Coal 
Inc, according to regulatory filings.

Top names in the industry include Al-
pha Natural Resources and Peabody Ener-
gy Corp, which owe more than their mar-
ket value, as well as Consol Energy Inc and 
Walter Energy Inc.

“We’re even seeing slipping demand for 
coal in China due to pollution concerns,” 
Chanos said at the Reuters Global Invest-
ment Outlook Summit in New York.

Coal companies produce thermal coal, 
which is used to generate electricity, and 
also higher-margin metallurgical coal, 
which is used to make steel.

With the U.S. shale gas revolution cut-

ting the price of natural gas, U.S. power 
plants have been burning less coal, sharply 
denting demand and thermal coal prices. 
As recently as 2007, coal was used to gen-
erate roughly half of all the electricity in the 
U.S. Today, cheap natural gas has gained 
ground, producing 30 percent of power to 
coal’s 37 percent, according to the latest sta-
tistics from the U.S. Department of Energy.

Patriot Coal Corp, for instance, declared 
bankruptcy last year, saying slipping de-
mand and skyrocketing labor costs harmed 
profitability.

Chanos said he has both long and short 
plays in the natural gas market, which has 
seen wild swings in commodity prices and 
stock prices for producers in the past year 
due to a supply glut.

Meanwhile, a glut of steel in China and 
other fast-growing regions has eroded de-
mand for metallurgical coal, and environ-
mental degradation has prompted Chinese 
officials to consider power generation alter-
natives.

The Obama administration in Septem-
ber announced regulations setting strict 
limits on the amount of carbon pollution 
that can be generated by any new U.S. 
power plant. The proposed regulations, 
which the coal industry has vowed to fight, 
would make it nearly impossible to build a 
new U.S. coal plant without using carbon 
emission-capturing technology that power 
producers say is unproven and uneconomi-
cal.

Reporting by Ernest Scheyder; Editing by Phil 
Berlowitz

With ‘bearish’ outlook, 
Chanos shorting U.S. 
coal sector

cautious,” even as the stock market may 
continue to rise.

Chanos said that sharp rises in the share 
price of Sotheby’s (BID.N), the auction 
house, has historically occurred at around 
the same time froth in the markets peak.

“Every time we see some sort of excess 
in the marketplace Sotheby’s” stock moves 
from about $10 to $50, then “collapses.”

Sotheby’s, currently the target of an ac-
tivist campaign by Third Point’s Dan Loeb, 
was trading at $51.96 midday Tuesday on 
the New York Stock Exchange.

It began the year trading around $34. 
The stock price “is more an indicator of 
what the 1 percent is doing than anything 
else,” Chanos said.

Separately, Chanos said he is currently 
raising money for his fund.

“Now is a good time to do it. At this 
point it is prudent (for investors) to hedge 
off some of their market exposure. It’s ex-
actly when they don’t want to do it.”

Chanos, who founded Kynikos in 1985 
with $16 million, won recognition on Wall 
Street after his prescient call on accounting 
fraud at Enron a decade ago.

He has been one of the most vocal Chi-
na bears in recent years, and said he is also 
not convinced that Europe is out of the 
woods yet.

“There are some structural issues in Eu-
rope that I don’t think are solved,” he said, 
questioning the rush of capital into dis-
tressed assets in Southern Europe.

“If you think buying a block of apart-
ment buildings in Spain or state-owned 
assets in Greece” is the same as buying 
property in Florida “you are completely 
mistaken,” he said.

“The politics are completely different - 
people are going to find out to their sur-
prise that they are now partners with the 
government in Europe.”

Additional reporting by Jonathan Stempel and 
Ernest Scheyder; Editing by Jeffrey Benkoe and 
Phil Berlowitz

REUTERS TV

http://www.reuters.com/news/video?videoChannel=118087
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BY KATYA WACHTEL

NEW YORK, NOVEMBER 20, 2013

Deepak Narula, one of the hedge fund 
industry’s best known mortgage 
bond traders, said he sees a much 

tougher year ahead for investors but sees op-
portunities in certain mortgage trades.

Next year will “be a more challenging 
year” than 2013 because of “much greater 
uncertainty around how the Fed will be-
have,” and because of lofty bond and equity 
valuations, Narula, the founder of $1.45 
billion hedge fund Metacapital Manage-
ment, said on Wednesday.

“When valuations are high, risk is much 
greater,” he told the Reuters Global Invest-
ment Outlook Summit. “Throw in changes 
to the Fed and the Fed’s large footprint in the 
financial markets, which has to change,” and 
there is much greater potential for volatility.

“Bonds outright, I’d be even more scared 
about than equities,” Narula said. When 
bond yields rise meaningfully, there will be 
hefty losses for longer-dated credit, he said. 
Even though policymakers will communi-
cate their intentions “loud and clear,” the 
market in aggregate will see losses

But Narula believes investors from 
hedge funds to pension funds have a better 
appreciation of the risk in their portfolios 
since markets went into a tailspin in the 
second quarter.

This year Narula’s main fund has strug-
gled to produce gains, though an investor 
recently told Reuters the portfolio has been 
able to reduce losses in the last few months. 
However, the firm’s $240 million Rising 
Rates fund, launched in May, has climbed 
about 14 percent year-to-date.

Last year, Metacapital’s flagship fund 
soared more than 40 percent, as structured 

credit funds rose about 19 percent on aver-
aged. “Absent some large shock to the sys-
tem” that causes initial cheapening of assets 
“those returns are history,” Narula said.

Those funds have only risen about 8 per-
cent on average this year.

Managers who invested in residential 
mortgage-backed securities throughout 
2012 and the beginning of 2013 benefited 
mightily from the Federal Reserve’s efforts 
to keep interest rates low, which pushed up 
the prices of mortgage bonds.

But Narula called the stimulus measures 
a double-edged sword. Some of the fund’s 
trades “were hurt by QE,” he said. Narula 
invests in securities with pre-payment risk, 
which suffer losses when refinancings rise.

His favorite trade going into 2014 is 
mortgage derivatives. “All else the same, 
mortgage rates have to go up,” he said. “The 
securities that benefit from that are these 
mortgage derivatives.”

The fund is also bullish on commercial 

mortgage-backed securities. It “offers better 
value than residential” MBS, Narula said. 
His fund has focused on legacy CMBS, is-
sued in 2008 and earlier, adding that there 
are interesting opportunities in different 
parts of the capital structure on the long 
and short side.

Hedge fund managers can go long a se-
curity, betting its value will rise, or go short 
a security, believing its value will fall.

Metacapital looked at risk-sharing 
bonds recently issued by Fannie Mae and 
Freddie Mac, which for the first time in 
many years passed on some of the mortgage 
default risk to private investors, but did not 
participate in the offers because “they were 
priced too tight.”

“The compensation for the amount of 
risk was not adequate,” Narula said, adding 
that as supply increases spreads will widen 
to more sensible levels and MetaCapital 
may then step in.

“There’s so little securitization of non-
government guaranteed mortgages people 
have been grabbing {those deals) at levels 
where it makes little sense” to buy.

Before launching his hedge fund, Narula 
was a managing director and head of two 
mortgage-backed securities trading desks 
at Lehman Brothers, which he joined in 
1989.

Last year he purchased singer Ma-
donna’s 6,000-square-foot co-operative 
apartment on Central Park West, The Wall 
Street Journal reported. Asked by Reuters 
how it felt to be living in the famous sing-
er’s former residence, Narula laughed.

“It’s still being renovated,” he said.

Reporting by Katya Wachtel; additional 
reporting by Jonathan Stempel and Luciana 
Lopez; Editing by Leslie Adler

Metacapital’s Narula sees market
hazards ahead

Deepak Narula, founder of Metacapital 

Management company, specializing in mortgage 

backed securities, speaks at the Reuters Global 

Investment Outlook summit at the Thomson 

Reuters building in New York, November 20, 

2013. REUTERS/MIKE SEGAR
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A top executive at Leon Cooperman’s 
hedge fund Omega Advisors Inc 
said that U.S. equities are nowhere 

near a bubble, and that stock markets in de-
veloped countries around the world should 
power higher in 2014.

Calling himself “bullish” on equities, 
Omega Vice Chairman Steven Einhorn 
said U.S., Japanese and euro zone markets 
should benefit from a “very sweet combina-
tion” of accommodative central bank mon-
etary policies, together with a “synchro-
nized, long-lasting, self-sustaining global 
economic expansion.

“It is very unusual to get the two of these 
intersecting at the same period of time,” 
Einhorn said on Thursday at the Reuters 
Global Investment Outlook Summit.

Whether powered by central bank poli-
cies or corporate fundamentals, U.S. stocks 
in 2014 should post high single-digit or 
low double-digit percentage gains, Einhorn 
said, and stocks should return slightly more 
in Europe and even more in Japan.

“We’re nowhere near a bubble now,” he 
said.

In contrast he said bonds are “uninter-
esting, unattractive” and, unusually, absent 
from Omega’s portfolio, though the fund 
has a “sizable” stake in structured credits 
such as commercial mortgage-backed se-
curities and collateralized loan obligations.

Omega has about $9.5 billion of assets. It 
ended September with stakes in such com-
panies as satellite radio company Sirius XM 
Radio Inc, insurer American International 
Group Inc and phone company Sprint Corp.

The firm has also bought shares of 
homebuilder Lennar Corp, which Ein-

horn said should benefit from the housing 
rebound, and Citigroup Inc, which “seems 
particularly attractive” given its mix of busi-
nesses and the potential for banks in gener-
al to boost margins and reduce loan losses.

Einhorn joined Omega in 1999, after 
previously overseeing global investment 
research and co-chairing the investment 
policy committee at Goldman Sachs & Co. 
He is unrelated to David Einhorn, who runs 
hedge fund firm Greenlight Capital LP.

NOT TOO COLD
Testifying before Congress at her confir-
mation hearings last week, Janet Yellen 
signaled she would at the Federal Reserve’s 
helm continue Bernanke’s easy money poli-
cies, saying it was an “imperative” to boost 
hiring and promote a strong recovery.

A centerpiece of those policies has been 
the Fed’s monthly $85 billion purchases 
of U.S. Treasuries and mortgage securities, 
which many investors expect the central 
bank to taper in the not-too-distant future.

Einhorn downplayed the market’s seem-
ing obsession with the timing of the taper-
ing, which he expects will begin in March, 
saying investors will ultimately treat it as a 
non-event because the Fed did a “very good 
job” preparing them for it.

A tapering may nonetheless not nec-
essarily correspond to robust economic 
growth.

Indeed, Einhorn projected that the an-
nual rate of growth in U.S. gross domestic 
product may over the long run fall to about 
2.5 percent from a historical average closer 
to 3.5 percent.

But he’s not worried.
“Moderate growth of around 2 percent 

is perfect for the equity market,” he said. 
“It’s not too hot to scare the Fed to raise 
interest rates abruptly, and it’s not too cold 
to bring earnings disappointments relative 
to earnings expectations.”

He said many factors contribute to that 
slower rate of growth, including companies’ 
reluctance to boost capital spending be-
cause of concerns about the economy, im-
plementing health care reforms, and subpar 
“final demand” from consumers.

But he said stocks can rise regardless of 
whether it is fueled by support from central 
banks, or any success that such support can 
bring.

“One says, for the next year or so, the mar-
ket should be fine on the back of monetary 
accommodation, and moderate if not robust 
growth, and the other says we should be fine 
over the next year on the back of better eco-
nomic and earnings growth, and a little less 
monetary accommodation,” he said.

Reporting by Jonathan Stempel and Katya 
Wachtel; Editing by Bob Burgdorfer and Phil 
Berlowitz 

Omega’s Einhorn says ‘sweet 
combination’ boosting stocks

Steven Einhorn, vice chairman of Omega 

Advisors, speaks during the Reuters Global 

Investment Outlook Summit in New York, 

November 28, 2012 REUTERS/KEITH BEDFORD
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Hedge fund investor Hugh Culver-
house Jr. says the $2.25 trillion 
(£1.387 trillion) industry was an 

easier place for wealthy individuals to make 
money a decade ago.

Funds were smaller, returns were higher 
and managers did more to cultivate the 
support of those well-heeled individuals 
and families because large institutions like 
pension funds had yet to embrace the in-
dustry.

“It was so simple to leverage up and 
make a fortune,” said Culverhouse Jr., 64, 
a Miami-based trial attorney whose father 
owned the National Football League team, 
the Tampa Bay Buccaneers, from 1976 
until the early 1990s. Shortly after his fa-
ther’s death in 1994, Culverhouse Jr. sold 
the team.

Though he has money with Daniel 
Loeb’s $13 billion Third Point LLC, Cul-
verhouse said he favours smaller, more 
nimble hedge funds that have more flex-
ibility to trade and capitalize on different 
markets.

Even hedge fund managers admit it’s 
become harder to generate big returns as 
the industry, which in 1990 consisted of 
about 600 hedge funds, has ballooned to 
almost 10,000.

“Most investors are not going to create 
alpha. It’s a zero sum,” said billionaire Ray 
Dalio, the founder of $120 billion Bridge-
water Associates, one of the world’s largest 
and best-known hedge funds, at a confer-
ence in Manhattan in November.

Investors, money managers and con-
sultants who spoke with Reuters said very 
few hedge funds still produce the type of 

returns that justify their hefty management 
and performance fees, typically 2 percent 
and 20 percent, respectively.

Between 1990 and 2000, annual average 
hedge fund returns regularly surpassed the 
20 percent range and never recorded nega-
tive performance, according to industry 
tracker HFR.

Since 2000, the industry has registered 
three negative years and average returns 
have declined. But money has continued to 
flood the industry because investors view 
them as a necessary, albeit expensive, part 
of their portfolio in good times, and even 
more so in the bad times, the investors, 
money managers and consultants said.

Hedge funds “offer really good diversifi-
cation with low volatility,” letting investors 
get access to a market niche or use a strate-
gy they cannot do on their own, said Adam 
Taback, president of alternative strategies 

for Wells Fargo Private Bank, which man-
ages $170 billion.

That may be why record inflows persist 
despite average returns of about 7.7 percent 
through October, trailing the Standard & 
Poor’s 500’s 19 percent rise at that point. 
It’s the third year in a row that the industry 
has failed to keep pace with the U.S. stock 
market.

Yet the industry experienced its high-
est inflows in more than two years in the 
third quarter, with investors sending over 
$23 billion of net new capital to managers 
during that period, according to HFR, a re-
search firm.

“It’s easy to look at hedge funds in a 
straight-up environment and say, “Who in 
their right mind would pay 2 and 20 and 
taxes?’ But it was not that long ago, we had 
two big, economic events,” said Stephen 
Martiros, an independent consultant to 

Analysis - Why hedge funds still 
manage to seduce

 Jim Chanos, Founder and Managing Partner of Kynikos Associates LP speaks at the Reuters Global 

Investment Outlook summit in New York, in this November 19, 2013. REUTERS/MIKE SEGAR
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family office and private investors, referring 
to the 2008 financial crisis and the early 
2000s recession.

“People still believe there’s a lot of sys-
temic risk globally,” he said, adding that 
they think hedge funds perform better in 
choppy or down markets.

One high-net-worth investor in several 
brand-name hedge funds, including Third 
Point and Greenlight Capital, said he is 
content to see slightly lower average gains 
to avoid the “magnitude of downside of 
what an unlevered S&P index could do.”

“Hedge funds may lag the market this 
year, but they are still profitable,” he said, 
noting that they are generally avoiding 
drawdowns to keep compounding his re-
turns.

Wells Fargo’s Taback said there has been 
some “disappointment in the amount of 
upside capture” hedge funds have achieved 
this year, but investors don’t think of them 
as straight equity substitutes and won’t flee 
en masse simply because the S&P 500 is 
putting up “spectacular returns.” The S&P 
500 has climbed 26.6 percent for the year 
so far.

HIGH FEES FOR ACCESS
Taback also said investors are happy to 
pay a premium for hedge fund managers 
focused on more obscure corners of the fi-
nancial market, such as loan origination or 
structured credit, or that use a strategy like 
activism.

“Our view is that you use a hedge fund 
with all its baggage - inferior liquidity, 
generally higher fees, frequently less tax 
efficient - only if there is a compelling in-
vestment thesis that cannot be properly ex-
ecuted otherwise,” said Todd Petzel, chief 
investment officer of Offit Capital Man-
agement. “There are some of those certainly 
but the vast majority of funds out there fail 
our test.”

Culverhouse Jr., the Miami-based inves-
tor, likes a small fund based in New York 
that invests in healthcare companies.

The high-net-worth investor with Third 
Point and Greenlight has money with 
mortgage specialist Metacapital Manage-
ment. His managers “justify their fees be-
cause they’re doing something extra and 
special that an individual cannot do on 
their own,” he said.

Several money managers and investors 
said this week that they are wary of new al-
ternative mutual fund products, which offer 
investors exposure to hedge fund strategies 
with lower fees and daily liquidity. A num-
ber of asset management firms, including 
Blackstone (BX.N), have launched these 
products, which are advised by a number of 
underlying hedge funds.

No hedge fund manager can form “a 
new fund with favourable fees, liquidity or 
other terms without disadvantaging its ex-
isting investors or cannibalizing its existing 
fund,” said Michael Weinberg, a family of-
fice chief investment officer and a professor 
at Columbia University’s business school. 
“They must, therefore, create a second-
quality fund with no alpha short book and 

beta shorts or hedges.”
He said these lower-cost hedge fund-

like strategies are a “brilliant concept, but 
sadly a second-rate product.”

But Josh Brown, CEO of Ritholtz 
Wealth Management, said even though 
these vehicles “may not always measure 
up to the best and brightest, let’s be hon-
est: How many people can really allocate to 
Ray Dalio?”

CHANGING PLACES
Martiros, the family office adviser, said 
that the question “is being asked more and 
more: Is the net return worth it?”

He said that for now, there is still a place 
for hedge funds in his clients’ portfolios.

“Will there be a rush out of hedge 
funds? I doubt it. Will there be some trim-
ming? Maybe. It might be more like swap-
ping seats on the deck versus getting off the 
boat altogether.”

Several money managers at the Reuters 
Global Investment Summit this week said 
investors will continue to invest, but will 
push for lower fees along the way, and they 
can use lower returns as leverage in those 
negotiations.

Wells Fargo’s Taback said some strate-
gies are under particular fee pressure, such 
as managed futures funds, which have been 
punished already by investor outflows.

“The fee pressure there is tremendous,” 
he said.

Institutions like pension funds, which 
write checks for hundreds of millions of 
dollars, are increasingly negotiating a better 
deal for themselves, even with the indus-
try’s best-known managers.

“I think hedge funds’ fees are still in a 
bubble,” said short-seller Jim Chanos of 
Kynikos Associates. “The days of 2 and 20 
are well behind us; investors have gotten a 
lot more sophisticated.”

Editing by Matthew Goldstein, Jennifer Ablan 
and Jan Paschal

Adam Taback, president of Alternative Strategies 

Group, Inc. at Wells Fargo, moderates a panel 

discussion during the Skybridge Alternatives 

(SALT) Conference in Las Vegas, Nevada in this 

May 9, 2012. REUTERS/STEVE MARCUS/FILES
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The policy director of the largest U.S. 
labor federation says too little was 
done during the 2008 global financial 

crisis to right excesses in the nation’s bank-
ing and mortgage lending practices, prob-
lems that Tuesday’s $13 billion mea culpa by 
JPMorgan Chase & Co do not change.

“The price was economic stagnation and 
political rot,” said Damon Silvers, special 
counsel of the AFL-CIO, at the Reuters 
Global Investment Outlook Summit. “Is-
sues associated with ‘too big to fail’ and the 
failure to restructure the banks, both as a 
financial matter and as a matter of financial 
policy, are still with us ... and will likely be 
for years.”

With origins dating to the 19th century, 
the AFL-CIO is an umbrella organiza-
tion of 57 unions, such as the United Auto 
Workers and the United Mine Workers, 
representing more than 12 million working 
men and women.

Many workers have been among those 
hurt most by the recent housing and financial 
crises, which authorities sought to address 
through means such as the 2008 seizures of 
government-sponsored enterprises Fannie 
Mae and Freddie Mac, and a strengthening 
of the banks through stricter capital require-
ments and enhanced oversight.

On Tuesday, JPMorgan took a big step 
toward addressing its responsibility by 
agreeing to the $13 billion settlement with 
authorities such as the U.S. Department of 
Justice and New York Attorney General 
Eric Schneiderman, who co-chairs Presi-
dent Barack Obama’s Residential Mort-
gage-Backed Securities Working Group. 
The settlement includes $4 billion to aid 

distressed home owners.
Silvers, who advises Schneiderman on 

mortgage matters, said creating the work-
ing group was “extremely wise,” but he 
nonetheless lamented how more was not 
done sooner.

Too few people have been held crimi-
nally accountable, he said, and that saps 
confidence in the government’s ability to 
get things done.

“The lack of criminal prosecutions in-
volving systemically important institutions 
and their executives is corroding public con-
fidence in our democracy,” he said, speaking 
for himself and not the AFL-CIO.

Gridlock in Washington doesn’t help, he 
said, fueling an “alienation” of the public from 
policymaking that threatens the ability of the 

United States to compete internationally.
Where Silvers parts ways from many 

critical of the role of government is in the 
usefulness of Fannie Mae and Freddie Mac, 
which own or guarantee two-thirds of U.S. 
home loans.

Earlier this month, the companies said 
they would send $39 billion to the U.S. 
Department of the Treasury in December, 
leaving them just short of repaying the es-
timated $187 billion cost of their bailouts.

Even so, many lawmakers in Washing-
ton want fundamental changes, and some 
in Congress want to wind them down and 
by doing so spare taxpayers the risk of more 
big mortgage losses.

Private investors are weighing in. Last 
week, money manager Bruce Berkowitz 
of Fairholme Capital Management called 
for a buyout of Fannie Mae’s and Freddie 
Mac’s insurance businesses in exchange for 
preferred stock, some of which he owns.

Pershing Square Capital Management, 
run by activist investor William Ackman, 
has also gotten involved, taking a nearly 10 
percent stake in both companies’ common 
shares, calling them “undervalued” and an 
“attractive investment.”

SILVERS IS WARY.
“All of this is absurd,” he said. “It is pro-
foundly irresponsible to run the guarantors 
of the mortgage market as private enter-
prises ... It is important, even in normal 
times, which we’re not yet in, to have this 
kind of guarantor in the mortgage market 
... We need long-term mortgages because 
otherwise it’s hard to maintain broad-based 
home ownership.”

Reporting by Jonathan Stempel in New York; 
Editing by Steve Orlofsky

AFL-CIO policy chief worries a
bout banks, GSE outlook

Damon Silver, director of Policy and Special 

Counsel for the AFL-CIO, speaks at the 

Reuters Global Investment Outlook summit 

at the Thomson Reuters building in New 

York, November 19, 2013.REUTERS/SHANNON 

STAPLETON
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Hedge fund manager Greg 
Lippmann, the former Deutsche 
Bank trader who rose to Wall 

Street fame after a hefty and lucrative bet 
against subprime mortgages before the 
housing market collapsed, said he is still a 
fan of residential and commercial mortgage 
bonds going into 2014 and also likes stu-
dent loan debt.

Lippmann told the Reuters Global In-
vestment Outlook Summit on Tuesday his 
roughly $2.8 billion hedge fund LibreMax 
Capital has been “very active” in consumer 
asset-backed securities (ABS), particularly 
student loans but also credit card debt.

LibreMax rose 1.45 percent last month, 
according to a monthly note to inves-
tors reviewed by Reuters. The hedge fund, 
which invests not only in mortgage-backed 
securities (MBS)and ABS but also collat-
eralized loan and debt obligations, has risen 

about 11 percent through October. The 
average hedge fund has gained about 7.7 
percent this year, according to HFR, which 
tracks hedge fund performance.

Last year, Lippmann’s fund soared over 
20 percent but he said the outsized returns 
achieved by structured credit specialists in 
2012 were not likely to be repeated this 
year.

“It’s really dangerous to expect that great 
returns are the norm,” said Lippmann, re-
ferring to the average 19 percent gains that 

LibreMax’s Lippmann likes student loan 
debt, mortgage bonds

A group of students studies on the campus of San Francisco State University in San Francisco, California June 30, 2009. REUTERS/ROBERT GALBRAITH
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structured credit and mortgage-focused 
funds achieved last year. “The space can 
still generate attractive returns,” he said, but 
acknowledged the opportunity to invest in 
residential MBS “is not as good as it once 
was.”

Managers who invested in residen-
tial mortgage-backed securities (RMBS) 
throughout 2012 benefited mightily from 
last year’s search for yield as the Federal 
Reserve’s efforts to keep interest rates low 
pushed up the prices of mortgage securities.

Bonds backed by subprime mortgages 
performed especially well as a recovery in 
U.S. housing prices began to take hold.

Lippmann said going into 2014 he is 
“reasonably positive on housing, absent a 
substantial increase in interest rates,” al-
though he does not see prices rising at the 
same pace as 2013.

He also continues to like student loan 
debt and residential mortgage-backed se-
curities and commercial mortgage-backed 
securities (CMBS), he said, but did not give 
further details on specific investments.

Before he launched his hedge fund in 
2010, Lippmann was a mortgage trader for 
Deutsche Bank who earned the bank over a 
billion dollars with a prescient call that the 
U.S. housing market was headed for disas-
ter before the bubble burst in 2007.

While Lippmann said he is “alert for 
signs of shoddy underwriting and aggres-
sive underwriting,” which was rampant in 
the lead-up to the housing collapse, at the 
moment there was so little underwriting 
in the RMBS market that the only mar-
ket with potential for such a problem was 
CMBS.

Investors in non-agency mortgages have 
been waiting for the private label securiti-
zation market to open up again, as the ex-
isting pool of those bonds is shrinking fast.

“One of the issues is to get a non-gov-
ernment guarantee market back in place, 
and I don’t necessarily think selling Fannie 
and Freddie will change that,” Lippmann 
said, referring to a recent focus by large in-

vestors on loan guarantors Fannie Mae and 
Freddie Mac.

Last week, Bill Ackman’s Pershing 
Square hedge fund revealed it had stakes of 
almost 10 percent each in Freddie and Fan-
nie, while Bruce Berkowitz of Fairholme 
Capital Management announced he and 
other investors were willing to buy and 
recapitalize the government-controlled 
mortgage insurers.

Lippmann said he doesn’t think the gov-
ernment will sell the two companies, which 
would require congressional approval. The 
White House and Congress have shown 
no interest so far in the plans proposed by 
private investors.

Lippmann’s fund recently took part in 
a noteworthy Fannie Mae transaction in 
which the insurer offered a security that 
passed on some of the mortgage default 
risk to private investors, following in the 
footsteps of Freddie Mac, which offered a 
similar product earlier in the year.

“Fannie Mae priced their first-risk shar-

ing deal in mid-October, in which Libre-
Max participated. Both this transaction 
and the existing Freddie Mac deal traded 
much tighter over the course of the month,” 
the firm told investors in the monthly note.

Lippmann said he believes private-label 
mortgage securitization will come back in 
the next two years when there is greater 
clarity on the foreclosure process, home 
prices and eminent domain, which would 
allow governments to seize mortgages with 
negative equity to keep local residents in 
their homes.

Reporting by Katya Wachtel; Editing by Krista 
Hughes and Phil Berlowitz

The headquarters of Deutsche Bank are pictured in Frankfurt October 29, 2013. Deutsche Bank 

posted a 98 percent drop in quarterly pre-tax profit to 18 million euros (15.4 million pounds), below 

the lowest expectations, weighed by a fall in trading income and a 1.2 billion euros increase in 

litigation provisions. REUTERS/RALPH ORLOWSKI 

http://www.reuters.com/summits
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European equities will outgun U.S. 
markets in 2014, underpinned by 
earnings growth, diversification 

plays and ECB support but it is too early to 
take a punt on emerging equities, Amundi 
Asset Management said.

Chief Investment Officer Pascal 
Blanque said on Wednesday that central 
bank largesse would continue to support 
equity and credit markets next year, as eco-
nomic recovery is too weak to allow a sig-
nificant, if any, reduction in money printing 
programs.

“We are in a sweet spot in financial mar-
kets and this will continue. The show will 
go on with the help of our friends from 
central banks,” Blanque, who oversees $1 
trillion, told the Reuters Global Investment 
Outlook Summit.

Speaking at the summit held at the Re-
uters office in London, Blanque said he saw 
Europe benefiting from recent U.S. shut-
downs caused by deadlocked budget talks 
as well as disenchantment with emerging 
markets.

The euro area was also promising in 
terms of earnings-per-share growth and 
profits while the U.S. cycle was starting to 
look mature after two years of double-digit 
gains, he said.

“European equities to me are a sleep-
ing beauty, waiting to be awakened. (There 
are) profits in the 10 percent plus area, 
dividends, M&A dynamics and the strong 
backing of the ECB,” he said.

The European Central Bank, fighting to 
avert deflation, cut interest rates last month 
and many reckon it will resort to more eas-
ing in the form of LTRO liquidity injec-

tions, though U.S. style bond-buying, or 
QE, remains out of bounds.

The U.S. Federal Reserve too would still 
be expanding its balance sheet next year 
even if it starts trimming stimulus as most 
expect. Equity markets, buoyed by succes-
sive waves of Fed money printing shud-
dered earlier this year at the prospect of 
that being cut back.

“I don’t expect normalization from cen-
tral banks (next year) because of the fragil-
ity of recovery in the West. They have no 
choice ... the fact is today asset prices are 
part of their equation. They will try to fine-
tune their way out but it will take longer 
than people think,” Blanque added.

Amundi believes there is still room 
to play bond markets from the euro zone 
periphery versus German Bunds. Blanque 
said he liked Italian government bonds but 
was cautious on Spain.

However, the prospect of endless QE is 
not without risks, he acknowledged. U.S. 
and German stocks have run up to record 
highs, while bond and housing markets 
have also benefited.

“Investors should be more demanding 
in terms of valuations because we are pro-
gressively moving into bubbling territory,” 
Blanque said, noting the risk of central 
bank policy mistakes that could end up de-
flating price bubbles.

Developed government bonds and some 
equity markets face such risks, he said.

EMERGING MARKETS
Amundi is overweight emerging debt but 
reckons it is too early to venture back into 
emerging stocks which have lagged devel-
oped markets since the end of 2010. Losses 
on MSCI’s emerging index .MSCIEF this 
year contrast with 25-30 percent rallies for 

developed stocks.
The sector has suffered from weaken-

ing growth momentum in the developing 
world and companies’ inability to efficiently 
grow profit margins. Blanque noted that 
in contrast with Europe and the United 
States, earnings-per-share (EPS) growth 
was negative.

“It’s too soon to come back aggressively 
into emerging equities ... in an EM bench-
mark, is there a big market where you can 
take a big overweight? It is not obvious to 
me,” he said. “I am not sure the volatility 
is over.”

Blanque sees the developing world, led 
by China as being in the throes of a growth 
model transition which means investors 
need to be selective. Lumping all devel-
oping countries in the emerging markets 
bucket is also a mistake, he said.

“The work of remapping emerging mar-
kets is not complete,” he said. “But my mes-
sage is don’t throw the baby out with the 
bath water ... the long-term story is still 
alive.”

Additional reporting by Shadi Bushra; Editing 
by Susan Fenton

‘Sleeping beauty’ European stocks are 
Amundi’s pick for 2014

For the latest financial 
analysis and opinion follow our 
Unstructured Finance blog: 
http://blogs.reuters.com/
unstructuredfinance/
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CQS founder Michael Hintze, one 
of Europe’s most influential hedge 
fund managers, has warned that 

France’s struggling economy could present 
a “major pothole” for investors in 2014.

Hintze, whose firm manages around 
$12 billion and who was one of the world’s 
top-performing hedge fund managers last 
year, painted a picture of a “pretty benign 
world” for investors and a recovery in Eu-
rope’s peripheral economies next year, but 
picked out France as a concern.

Speaking at the Reuters Global Invest-
ment Outlook Summit in London, Hintze 
pointed to social tensions, government debt, 
an exodus of workers and the possibility that 
France may drop out of the euro project.

“The real issue will not be the periphery. 
The real problem would go back to France,” 
said Hintze, whose CQS Directional Op-
portunities fund rose 36 percent last year 
and is up 12 percent this year.

“Core Europe is in sensible shape, espe-
cially Germany, but what does worry me a 
little bit is what happens in France, because 
I think that’s one that could be a major pot-
hole in 2014.”

Hintze said he has bought credit default 
swaps (CDS) - insurance against default - 
against French corporates, and he picked 
out banks as the most interesting opportu-
nity. The European Union has prohibited 
the purchase of CDS on sovereign bonds 
without owning the underlying bond.

“When we’ve done our stress tests 
around them (the French banks) they’re 
fine. (But) they’re interesting enough for 
me to play the macro theme,” he said.

Hintze isn’t the first hedge fund manager 

to take a negative view on France. A num-
ber have bet, often unsuccessfully, against 
its government bonds, whose 10-year yields 
have remained stubbornly low, not rising 
above 2.7 percent since last summer.

The front cover of the Economist maga-
zine last year depicted France as “The time 
bomb at the heart of Europe.”

But Hintze’s comments are timely after 
data on Thursday showed that the French 
economy shrank 0.1 percent in the third 
quarter, below expectations of 0.1 percent 
growth. It has now shrunk in three of the 
last four quarters. Earlier this month S&P 
downgraded France a second time.

And a report on Thursday on French 
competitiveness, commissioned by President 
Francois Hollande from the Paris-based Or-
ganisation for Economic Cooperation and 

Development, warned it is falling behind 
southern European countries that have cut 
labor costs and become leaner and meaner.

IN FAVOUR OF THE EURO?
Hintze also drew a contrast between Ger-
many, which - despite being a major con-
tributor to bailouts of the likes of Greece 
and Ireland - is largely in favor of the euro 
zone, and France.

“There’s no question, Marine Le Pen 
(leader of the far-right National Front par-
ty) seems to be gaining popularity,” he said.

“Let’s not forget, France voted against 
Maastricht. If you contrast that with the 
Germans ... there is a consensus view ... 
Germany is very much for the euro, a con-
solidated Europe and the European project. 
We’ll see if France is,” he said.

The French approved the Maastricht 
treaty in a 1992 referendum with only 51 
percent voting in favor, while voters rejected 
a proposed European constitution in 2005.

Australian Hintze, who recently turned 
60 and whose fortune is estimated at 900 
million pounds ($1.45 billion) by this year’s 
Sunday Times Rich List, also said that 
he is short the Australian dollar - citing 
the “very, very clear” wish of central bank 
governor Glenn Stevens for the dollar to 
weaken - and the yen.

He said there were “massive opportuni-
ties” in commodities and is long platinum 
via so-called risk reversals, which involves 
buying call options - the right to buy at a 
pre-set price - and selling puts - the right 
to sell.

He has also bought copper directly, and 
has bought shares of some Japanese com-
panies developing robotics.

Editing by Peter Graff

France may be ‘major pothole’ in ‘14, says 
hedge fund star Hintze

CQS Founder, CEO and SIO Michael Hintze 

speaks during the Reuters Global Investment 

Outlook 2013 Summit in London November 27, 

2012. REUTERS/BENJAMIN BEAVAN



18

GLOBAL INVESTMENT OUTLOOK SUMMIT 2013
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US. Treasury yields could surge to 
nearly 4 percent next year once the 
Federal Reserve scales back asset 

purchases although that should not stifle 
economic recovery, Goldman Sachs Asset 
Management says.

“We are a bit bearish on Treasuries ... 
We would expect to see 10-year Treasuries 
probably to be about 100 bps higher a year 
from now,” Andrew Wilson, Chief Execu-
tive of Goldman Sachs Asset Management, 
told the Reuters Global Investment Out-
look Summit in London on Monday.

Such an increase was “not priced in” to 
market consensus and exceeds levels in fu-
tures markets.

Ten-year yields, currently trading at 
around 2.7 percent, could even hit 4 per-
cent, he said.

The Fed is buying bonds at a pace of $85 
billion per month while promising to hold 
interest rates near zero, at least until unem-
ployment hits a threshold of 6.5 percent, 
providing the outlook for inflation stays 
below 2.5 percent.

However, officials have signaled they 
would like to start scaling back asset pur-
chases, also called quantitative easing, 
when this is warranted by stronger data on 
growth and hiring.

This has raised concerns of a knock-on 
impact on other markets around the world, 
particularly in some developing markets 
where asset price rises have been bolstered 
by extra liquidity provided by the U.S. stim-
ulus program.

Wilson, however, said that while re-
tail investors appear to be pulling money 
out of emerging markets and repatriating 

it to take advantage of higher U.S. yields, 
institutional investors were putting money 
back in emerging markets that have close 
economic links to the United States such 
as Mexico that will benefit from U.S. eco-
nomic recovery.

“What we’ve seen is institutional inflow 
into emerging markets. Six months ago in-
stitutional investors were very interested in 
emerging markets but were still wary,” he said.

There had been less interest in emerg-
ing markets exposed to languid European 
economies such as Turkey, he said.

Goldman Sachs’ asset management arm 
had seen institutional investors pour up to 
$4 billion into emerging markets fixed in-
come funds in the last six months, accord-
ing to Wilson, who is also co-head of fixed 
income at the asset manager.

NO DEFLATION IN EUROPE
Growth in Europe was likely to remain 

“anemic” for some time to come, Wilson 
said, so monetary policy from the European 
Central Bank would remain accommoda-
tive and at odds with the tightening cur-
rently on the agenda in Washington.

“The European recovery looks very 
fragile, maybe around 1 percent growth in 
2014. Given that environment the Europe-
an Central Bank ideally needs to keep rates 
low,” he said.

Wilson played down fears of Japanese-
style deflation in Europe, despite falling in-
flation rates in markets such as Spain where 
consumer prices are rising at their slowest 
rate in four years.

“We don’t think deflation is necessarily 
likely but we’ll see disinflation with infla-
tion rates remaining at very, very low lev-
els,” he said.

Editing by Susan Fenton

Goldman Sachs funds head sees Treasury 
yields 100 bps higher in 2014

The Twitter logo is 

shown along with 
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logo during Twitter’s 

IPO on the floor of 
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JACKSON
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Top investment managers expect 
further monetary easing from the 
European Central Bank in 2014 to 

support the euro zone economy at a time 
when the Federal Reserve is set to with-
draw stimulus in the United States.

Participants in the Reuters Global In-
vestment Outlook Summit - who collec-
tively manage assets of over $2.6 trillion - 
said the ECB was unlikely to use Fed-style 
quantitative easing.

Instead the ECB was likely to provide 
more cheap long-term funding to encour-
age banks to increase lending into the 
economy, a number of participants at this 
week’s summit said.

“One of the main issues is the delivery 
of credit to the economy,” said Arnaud de 
Servigny, chief investment officer of wealth 
management at Deutsche Asset & Wealth 
Management.

“The leeway to act if it were needed, at 
the ECB level, is higher than what people 
might think. I don’t think that quantitative 
easing is in scope, at the moment.”

The Organization for Economic Co-
operation and Development called on the 
ECB on Tuesday to consider buying gov-
ernment and corporate bonds to help avoid 
a deflationary spiral. ECB Vice-President 
Vitor Constancio said the bank had dis-
cussed the possibility of QE but no tech-
nical planning had taken place, though he 
added that “everything is possible”.

Goldman Sachs Asset Management, 
Pioneer Investments and ING Investment 
Management’s top investment chiefs said it 
was possible the ECB would launch another 
Long Term Refinancing Operation next year.

The ECB already injected over a trillion 
euros ($1.3 trillion) into markets through 
two LTROs in December 2011 and Febru-
ary 2012 to prevent a credit crunch. These 
loans must be repaid by early 2015, mean-
ing a new LTRO will be needed if the ECB 
wants to maintain supplies of cheap long-
term credit.

“The LTRO is necessary to keep easy 
conditions in the financial system while 
the recovery takes place. QE in Europe is 
very difficult to conceive ... from a politi-
cal point of view,” Pioneer’s CIO Giordano 
Lombardo said.

Germany remains particularly opposed 
to the ECB buying government debt.

Lombardo also said another controver-
sial move would be for the ECB to cut its 
deposit rate to negative from zero at pres-
ent, meaning commercial banks would 
have to pay to park funds at the central 

bank overnight.
The ECB surprised markets last week by 

lowering its main refinancing rate by 25 ba-
sis points to 0.25 percent following a sharp 
fall in euro zone inflation.

However, all of the summit participants 
said Europe was likely to avoid a Japanese-
style deflationary spiral.

EQUITY JUICE RUNNING OUT
Top investors were staying clear of core 
government debt, expecting benchmark 
U.S. Treasury yields to rise between 100-
200 basis points over the next year or so.

U.S. Treasury yields shot up to near 3 
percent earlier in the year after the Fed sug-
gested it would start to scale back the pace 
of its money printing.

But the rise was unlikely to kill off risk 
appetite. The participants were still bullish 
on equities, expecting annual returns of up 
to 15 percent, but valuations were getting 
rich given 20-percent-plus gains this year.

“Valuations feel quite peaky ... I don’t think 
the market is going to be up 20 or 25 percent 
like this year and I definitely think we’re go-
ing to have setbacks,” said Chris Goekjian, 
CIO of hedge fund Cheyne Capital.

Most participants were cautious on 
emerging markets, after volatile moves this 
year when the Fed’s suggestion of stimulus 
withdrawal encouraged investors to pull 
funds away from the sector.

Goekjian saw an end to the trend of 
emerging markets outperforming other 
markets. “You can either say it’s slowed 
down or it’s ceasing,” he said. “We think 
that effectively you are going to see the 
continued outperformance of developed 
markets over emerging markets.”

Editing by David Stamp

Top investment managers expect more 
ECB easing in 2014

Deutsche Bank Global Head of Discretionary 

Portfolio Management & Strategy Arnaud de 

Servigny speaks during the Reuters Investment 

Outlook Summit in London December 5, 2011. 

REUTERS/BENJAMIN BEAVAN
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Astagnant French economy and a 
dearth of much-needed French 
economic reforms are a weak link 

at the heart of the healing euro zone, heap-
ing risks on hitherto stable French assets 
and the common currency, top global inves-
tors said on Monday.

Money managers from firms which col-
lectively steer assets of about $1.25 trillion 
told the Reuters Global Investment Out-
look Summit in London that economic 

and political stasis in the euro zone’s sec-
ond biggest economy was hard to price and 
trade but held significant threats to the bloc 
nonetheless

With French government bonds still 
ranked as “core” euro debt along with Ger-
man bunds, the investors are concerned 
current yields - which at 2.17 percent on 
10-year French bonds are less than 50 basis 
points higher than German equivalents - 
do not compensate investors for the outside 
chance of political shocks.

“France is a country that does need to 
change structurally,” said Hans Stoter, chief 

investment officer at the $238 billion ING 
Investment Management.

And “the structural reform part is the 
challenging part. That is where the risk re-
ally lies for Europe.”

Stoter reckons German-driven growth 
can paper over French economic deficien-
cies in the short term and euro breakup is 
not yet back on the radar. But his concern 
about the threat of a listing French econo-
my was widely echoed.

Founder and CEO of $12 billion hedge 
fund CQS, Michael Hintze, told Reuters 
that rising social tensions, high government 

 A general view shows the Eiffel Tower and La Defense business district (background) in Paris November 8, 2013. REUTERS/JACKY NAEGELEN

French stasis unnerves 
global bond investors
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debt and an exodus of workers raised the 
chances of French disillusionment with the 
euro project down the line.

“What does worry me a little bit is what 
happens in France, because I think that’s 
one that could be a major pothole in 2014,” 
said Hintze, whose CQS Directional Op-
portunities fund rose 36 percent last year 
and is up 12 percent this year.

With restrictions in place on buying 
sovereign debt insurance in the form of 
credit default swaps (CDS), Hintze said 
he was instead buying CDS against French 
corporates, banks in particular, as a proxy 
play on the economic and political risks.

“When we’ve done our stress tests 
around them (the French banks) they’re 
fine. (But) they’re interesting enough for 
me to play the macro theme,” he said.

HUMBLED TRADE
Hintze isn’t the first hedge fund manager to 
take a negative view of France. A number 
have bet, mostly unsuccessfully, against its 
government bonds during the white heat of 
the euro crisis over recent years.

But there’s been little improvement in 
the fundamental backdrop to cheer the op-
timists.

Reports last Thursday showed the 
French economy shrank 0.1 percent in the 
third quarter of 2013, below expectations 
of 0.1 percent growth and recording a con-
traction now in three of the last four quar-
ters. Earlier this month S&P downgraded 
France’s sovereign credit rating for a second 
time.

What’s more, a report on Thursday on 
French competitiveness, commissioned 
by President Francois Hollande from the 
Paris-based Organisation for Economic 
Cooperation and Development warned the 
economy is falling behind southern Euro-
pean countries that have cut labor costs and 
become leaner and meaner.

Hollande’s public opinion poll rating 
fell to a new low of 20 percent in Ifop polls 
published this weekend, the lowest ratings 

for a French president since the poll started 
in 1958.

Hintze drew a contrast between Ger-
many, which - despite being a major con-
tributor to bailouts of the likes of Greece 
and Ireland - is largely in favor of the euro 
zone, and France.

“There’s no question, Marine Le Pen 
(leader of the far-right National Front par-
ty) seems to be gaining popularity,” he said. 
“If you contrast that with the Germans ... 
there is a consensus view. Germany is very 
much for the euro, a consolidated Europe 
and the European project. We’ll see if 
France is.”

Other more mainstream fund managers 
were similarly unnerved by risk of rising 
support for anti-euro parties and France’s 
potentially equivocal position.

Pioneer Investments Group Chief In-
vestment Officer Giordano Lombardo 
told the Reuters summit that political risks 
within the euro zone could well re-surface 
over the coming year and test the cohesion 
of the 17-nation area.

Critically, financial markets seem to un-
derestimate that.

“The political risk is not priced in,” said 
Lombardo at Pioneer, which is owned by 
Italy’s Unicredit (CRDI.MI) and has more 

than $230 billion of assets under manage-
ment worldwide. “It is possible that a ma-
jor anti-euro party gets a major victory in a 
European country.”

Lombardo said popular resistance to 
the euro in countries such as France, Italy 
and the Netherlands - as well as within the 
hardest-hit bailout countries - could well 
find a voice in right-wing or populist par-
ties and next May’s European Parliamen-
tary elections could provide a lightning rod.

And betting against low-yielding French 
government debt may be the best way to 
protect against such political jolt, he said.

“France is a bit worrying,” said Lombar-
do. “Clearly France is not enjoying strong 
growth, which is an understatement, it has 
had very few reforms - less than Spain and 
Italy - and, on the other side, the bond mar-
ket has been pretty benign.”

“If one wants to take a hedging posi-
tion towards Europe a safe way to do it 
is through the OAT (French government 
bond).”

Yet for those wary of failed trades of the 
past, the issue is less that France has a prob-
lem than the difficulty in seeing a trigger 
for change - or even a crisis that may bring 
it.

“Our concern around France is we don’t 
see the same level of progress (as in South-
ern Europe) around the deficit and we don’t 
see any changes in unit labor costs,” said 
Andrew Wilson, Chief Executive at the 
$800 billion Goldman Sachs Asset Man-
agement. “We’ve been underwhelmed by 
the policy reactions.”

But “from an investment point of view 
we need some catalyst to cause some wid-
ening in the French spread,” he added. “It’s 
quite hard to see what that catalyst might 
be. It doesn’t mean it won’t happen but at 
this stage I wouldn’t say we can see any-
thing on the horizon.”

Additional reporting by Laurence Fletcher, 
Chris Vellacott, Sujata Rao, Julia Fioretti and 
Shadi Bushra; Editing by Giles Elgood

Giordano Lombardo, the Group CIO of Pioneer 

Investments, attends the Reuters Global 

Investment Outlook 2013 Summit in London 

November 26, 2012. REUTERS/BENJAMIN BEAVAN 
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Years of corporate underinvestment 
in buildings, IT systems and other 
hard assets are set to end in 2014 

as firms ramp up spending to boost future 
sales and push stock markets still higher.

Asset managers in charge of more than 
$2 trillion outlined their views on markets 
next year at a Reuters Global Investment 
Outlook Summit and most flagged the po-
tential for so-called capital expenditure, or 
capex, to play a key role in helping U.S. and 
European stocks post double-digit gains.

“There is a need for reinvestment in Eu-
rope. The capex level (age of fixed assets) in 
Europe is at 13-14 years of age, on aver-
age,” said Arnaud de Servigny, CIO Wealth 
Management at Deutsche Asset & Wealth 
Management, which manages nearly $1.3 
trillion worldwide.

That compared with an average age be-
fore replacement before the financial crisis 
of around 9 years, he said. Capex is at a 22-
year low relative to sales, Thomson Reuters 
Datastream data showed.

Instead of raising cheap debt - courtesy 
of central banks’ easy monetary policy - for 
capex, years of financial crisis meant many 
firms chose to instead refinance existing 
debt or keep investors happy through share 
buybacks or dividends, both of which may 
support stock prices but do nothing for rev-
enues.

That trend has left European investment 
grade and high-yield euro-denominated 
debt issuance, already above a combined 
200 billion euros, on course to post record 
highs, but more of the cash will now be 
funneled into capex.

For De Servigny, the scale of the turn-
around in the U.S. corporate psyche could 
be pronounced, with Deutsche flagging 

a jump in business fixed investment there 
from 1.5 percent this year to 5.3 percent in 
2014 as the economy improves.

Within Europe, meanwhile, European 
Central Bank lending data showed fixed 
asset spending rose for a second month in 
October to its best level since early 2012, 
which “bodes well for a revival in the capex 
cycle”, a Deutsche Bank note said.

Philip Saunders, head of multi-asset in-
vestment at Investec Asset Management, 
which manages $105 billion in assets, said a 
large chunk of corporate cash would go to 
buy future growth through acquisitions, but 
that capex spending would also rise.

PLAY THE TREND
While he said U.S. companies would lead 
the way, large international companies 
based in Europe and Asia but with poten-
tial to expand, particularly in the United 
States, could be one way to play the trend.

“Companies have to deploy capital and 
you can do that in one of two ways. We’ve 
been through the phase where you buy 
back shares, you raise dividends. I think 
the companies that do well are going to be 
those who deploy capital more sensibly.”

Credit Suisse research found only 2 per-
cent of European firms see buybacks as a 
key priority moving forward.

Describing many of the companies that 
continue to buy back shares or raise divi-
dends as “value traps”, Saunders instead 
flagged “quality cyclical companies” as po-
tential capex outperformers, for example 
life insurers and industrials.

That view was also shared by UBS in re-
cent research, specifically the capital goods 
industrial sub-sector that, along with finan-
cials, tech and miners, was best placed to 
ride the trend, helped by improved business 
confidence, thawing lending conditions 
and the potential for firms to take on debt.

The need to buoy future revenues has 
been thrown into sharp relief by the Euro-
pean third-quarter earnings season which, 
as it draws to a close, shows nearly two 
thirds of STOXX Europe 600 .STOXX 
firms missed analyst revenue expectations.

Within that, industrials were among 
the worst hit, with nearly three-quarters 
missing, Thomson Reuters StarMine data 
showed, although StarMine’s analyst revi-
sions score showed they were growing more 
positive in their assessment of the sector at 
a faster rate than for others all bar IT. The 
measure is highly predictive of relative price 
movement.

“There is a natural phase of investment 
in capital goods that you cannot postpone 
forever,” said Giordano Lombardo, group 
chief investment officer at Pioneer Invest-
ments, which manages more than $230 bil-
lion. “The typical investment is IT.”

Andrew Wilson, managing director 
Global Fixed Income, Currency & Liquid-
ity at Goldman Sachs Asset Management, 
which manages around $800 billion, said 
the capex pick-up was overdue and would 
likely kick in by the second half of 2014.

“Given where margins are, where prof-
itability has got to, we think the only way 
now of continuing to give growing profit-
ability is to start to increase revenues, and 
you’ve got to start investing in order to do 
that.”

Additional reporting by Josie Cox, Jemima 
Kelly, Julia Fioretti; Editing by Giles Elgood

Capex jump to help fuel stock gains in 2014
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HSBC Global Asset Management ex-
pects emerging market stocks to play 
catch-up with those in developed 

economies, with China’s relatively cheaper 
shares well positioned to lead the rebound.

Bill Maldonado, chief investment officer 
in Asia-Pacific for the $419 billion money 
manager, said China’s reform agenda has 
reinforced his confidence about investing in 
the second-largest economy. He also favors 
cheap South Korean shares.

Emerging market shares have under-
performed this year as signs of economic 
recovery in the United States have shifted 
investor focus to developed markets.

“Valuations and profitability are very 
good in emerging markets and right now 
developed markets are looking pretty fully 
valued,” Maldonado, 50, told the Reuters 
Global Investment Outlook Summit in 
Hong Kong on Monday.

Maldonado said that while China’s con-
sumer sector shares were expensive - and 
got more pricey after a rally on Monday 
following the reform announcement on 
Friday - industrial sector stocks offered the 
best opportunities because of their relative-
ly low valuation.

He said China would lead a rotation into 
emerging market stocks because “it’s one of 
the cheapest emerging markets in the world, 
and it’s one of the most profitable.”

The S&P 500 Index .INX is up 26 per-
cent this year.

The stock benchmark indices in emerg-
ing markets such as Brazil .BVSP, China 
.SSEC and India .BSESN have declined 
this year in U.S. dollar terms. They all trade 
at a discount to the more than 16 times for-

ward 12-month earnings for the S&P 500.
There “will be a degree of catch-up,” 

as investors were turning more confident 
about the global economy.

“We were all very concerned about Chi-
na 12 months ago, much less so now, espe-
cially after the third plenum last week,” said 
Maldonado, who left an academic career 
in laser physics for the financial industry 
nearly 20 years ago.

He said investors may have got too op-
timistic about the level of detail they would 
receive following the four-day conclave of 
senior leaders of the Communist Party, but 
“the big and strong determination to re-
form” is clear in China.

While it doesn’t change the picture im-
mediately, he said the push was a “fantastic 
opportunity for investors.”

The HSBC GIF Asia ex-Japan Equity 
fund invested just over a third of its assets 
in the shares of China- and Hong Kong-
listed companies as at September-end. All 
of the fund’s top 10 holdings were North 
Asian companies, a fund factsheet showed.

The fund’s portfolio was led by Korea’s 
Samsung Electronics Co Ltd (005930.KS), 
Taiwan Semiconductor Manufacturing Co 
Ltd (2330.TW) and China Mobile Ltd 
(0941.HK), the factsheet showed.

Maldonado, who gained a PhD at Ox-
ford University, said his firm was also heav-
ily invested in South Korean shares with 
his Asia fund investing a fourth of its assets 
into them.

He said Korean shares were unduly pun-
ished after the yen weakened against the 
dollar but many of them continue to enjoy 
a market-leading position.

Citing one example, he said the sum of 
market value of every Japanese electronics 
company is less than the value of Samsung 
Electronics alone.

“People’s concerns about the ability of a 
weaker yen to boost the Japanese and hurt 
the Korean economy were massively over-
blown. It just hasn’t happened,” he said.

Reporting by Nishant Kumar, Michael Flaherty 
and Elzio Barreto; Editing by Christopher Cushing

China stocks to lead emerging market 
rebound, HSBC says

The HSBC’s logo is seen at a bank branch in Hong Kong January 9, 2013. REUTERS/TYRONE SIU
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