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Global Market Review 

Risk-on environment is here to stay for now  
 
MACRO | STRATEGY | GLOBAL ASSET ALLOCATION 

Recap on the first quarter of 2017 

Events 

 President Trump fail to repeal the Affordable Care Act (ACA) aka Obamacare.  

 United States launched 59 Tomahawk missiles into Syrian airfield in response of a 
chemical weapons attack that killed dozens of civilians by the Assad regime.   

 North Korea testing of its nuclear program has inflamed President Trump and U.S. 
have responded by sending one of their aircraft carrier to the Korea peninsula.  

 President Trump made peace with China president Xi Jinping and toned down his 
tariffs talk in hope that China can help subdue the unruly North Koreans. 

 In Europe, a French revolution in politics is under way, as the first round of 
election saw Marine Le Pen and Emmanuel Macron going through to the second 
round of election.  

 Moon Jae-in was elected as the new president of South Korea after the after the 
impeachment of former president Park Geun-hye. The incumbent Park was 
officially removed from office on 10 March 2017 following her political scandal. 

Markets 

 “Trumponomics” carried the markets higher at the end of 2016 and followed 
through to first quarter of 2017. 

 S&P 500 hit a new peak in March before correcting. Currently looking to breakout 
of the March 2017 high.  

 The Nasdaq, a proxy index to the technological companies in the U.S., has been 
making new high since breaking out of its all-time high set during the dot-com 
bubble.  

 U.S. Dollar currency index, which measure the strength of the U.S. dollar against a 
basket of trading partner currencies, has fallen ~5% since the start of the year. 

 10-year U.S. Treasury yield fell 33 basis points before recovering half the loss since 
the bottom in mid-April.  

Looking Ahead  

Global Events 

Geo-political risk remains high with the nuclear threat from North Korea unresolved. In 
addition, the bombing of Syria will have a negative impact on the already strained 
relationship between U.S. and Russia. The dismissal of Head of FBI, James Comey, will add 
to the complication of the U.S.-Russia relationship. 

U.S. 

A bipartisan agreement was negotiated to prevent a U.S. government shutdown. With the 
approval of House of Representatives and Senate on the new budget, the U.S. government 
have kick the can down the road till September when they have to revisit the fiscal deficit 
problem.  

Fed will most probably raise their benchmark rate to from 1 percent to 1.25 percent during 
their FOMC meeting in June. Market has priced in the probability at 100%. 
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TRN index. 
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and yield performance, before fees and 
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Europe 

In Europe, the election fever continue with the upcoming French General Election. Macron, 
whom won the French Presidential Election, is a candidate outside the establishment 
parties. We foresee he will face political headwind when he has to form his government. 
His En Marche! Party has no seat in the parliament currently.  

Theresa May has also call for an early general election to be on 8 June 2017. She believe 
that a snap election should help her Conservative Party maintain its majority status in the 
lower house of Parliament. 

 OIL 

Organization of the Petroleum Exporting Countries (“OPEC”) and other major oil producers 
are meeting on 25 May 2017 to extend their agreement to hold oil production at 1.8 
million barrels a day.  

1. No sign of fear in the markets 

Equity markets have been heading higher and are not pricing any form of geo-political risk. 
Indicators tracking fear in the markets are at their extreme low or have been trending 
downwards. This is a clear signal that risk aversion is low and markets are very much in a 
risk-on environment.  Looking at two of the most common fear gauges, we see both the 
VIX Index and the TED spread trending lower with the former closing below 10 for the first 
time in the past 24 years. 

 

Fig 1: VIX Index at 24 years low 

0

10

20

30

40

50

Ja
n

-1
0

Ju
l-

1
0

Ja
n

-1
1

Ju
l-

1
1

Ja
n

-1
2

Ju
l-

1
2

Ja
n

-1
3

Ju
l-

1
3

Ja
n

-1
4

Ju
l-

1
4

Ja
n

-1
5

Ju
l-

1
5

Ja
n

-1
6

Ju
l-

1
6

Ja
n

-1
7

VIX Index

 
Source: Bloomberg, PSR 

Fig 2: Ted spread trending lower 
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VIX Index measures the Volatility 
of the S&P 500 equity Index. 

Ted Spread is the difference in 
rates between the 3-month LIBOR 
minus 3-month Treasury yield. 
This measure the interbank 
liquidity and a higher spread 
indicates an increase in market 
risk.  

Fixed-income is not pricing in any risk  

The traditional way of sensing the risk appetite of the markets is to look at the level of 
interest for safe haven asset, such as that of the U.S. Treasuries. Treasuries yields have 
increase throughout all tenors which points to a lower demand for the safe asset 
Treasuries. This disinterest in safe haven asset may indicates that investors seek higher 
return in riskier assets. 

Credit markets are also showing similar signs as credit spread continues to tighten, an 
indication that markets are not pricing in any default risk.  

 

Fig 3: UST yield increasing as demand for safe 
asset wither 
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Fig 4: Credit Market pricing in low risk of 
default  
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2. Fundamental remains supportive of the optimism in the market 

Corporate earnings recovering  

Earnings results for the S&P companies have been very positive.  323 out of 421 
companies that have reported results in the first quarter of 2017 have beaten estimates 
with an overall average of 9% surprise above estimates. Currently, the average EPS growth 
is at 33% YoY. 

Economic condition providing tailwind for the market 

Although the U.S GDP results for Q1 2017 fell short of expectation, it marks the 31st 
quarter of expansion since the U.S. experience a recession (defined as 2 consecutive 
quarters of negative growth). UK and China have also reported expansionary GDP growth 
in the first quarter of 2017. 

Inflation is creeping back into the major economies as deflationary risk subsides. U.S. 
maintained an average of 2.5 percent inflation rate in the first quarter while Japan 
overturn a disinflationary pressure to maintain 6 months of price inflation. 

This depict a sanguine economic growth environment which is positive for equity markets.     

 
 
 

 
S&P 500 companies earnings 
summary 
 
 
 
 
 
 
 
 

Source: Bloomberg, as at 15 May 2017 

Fig 5: G3 economies so far so good 
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Fig 6: China & India leading BRIC economies 
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Global growth has maintained on 
a expansionary mode and talks of 
a secular stagnation has faded 
away. 

Beside Russia and Brazil that are 
recovering from a recession, 
other major economies have 
posted economic growth albeit 
modest growth compared to 
period prior to the GFC.  

Fig 7: Deflationary scare is finally over 

-3.0

-1.0

1.0

3.0

5.0

7.0

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

D
ec

-1
3

Ju
n

-1
4

D
ec

-1
4

Ju
n

-1
5

D
ec

-1
5

Ju
n

-1
6

D
ec

-1
6

Global Headline Inflation

US CPI Eurozone CPI Japan CPI China  CPI

 Source: Bloomberg, PSR 

Fig 8: Inflation at factory gates improving 
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Most of the inflation was due to a 
base effect of oil prices.  

 

 

Total Companies 486

Reported Companies 421

No. of companies with positive surprise 323

No. of companies with positive earnings 407

Average Surprise (%) 9.0

EPS Growth YoY (%) 33.0
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Soft data indicates better time ahead 

Aside from historical data, soft data such as the Purchasing Manager Index (PMI), 
consumer confidence and business confidence index can give us an insight to future 
economic activities. So far, global PMI survey has been indicating expansionary sentiment 
while economic data is still surprising on the upside against estimates. 

 

 

Fig 9: Global PMI signaling expansionary 
sentiment 
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Source: Bloomberg, PSR 

Fig 10: Global economic data still surprising 
on the upside 
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Source: Bloomberg, PSR 

 
 
Survey from businesses are 
showing a healthy dose of 
optimism as global PMI remains 
above 50, indicating an 
expansionary environment. 
 
Economic data is still exceeding 
economists consensus estimates 
as surprise remain positive.  

Global monetary policies remain accommodative 

Even as The Federal Reserve (the “Fed”) embarks on a tightening monetary cycle, they 
have yet to unwind their balance sheet. Adding together with the quantitative easing from 
European Central Bank (“ECB”) and Bank of Japan (“BOJ”), overall monetary policy from the 
3 largest central banks has remained accommodative. There is still a combined total of 
US$13.5 trillion of liquidity supporting the markets.  

Fig 11: Combined balance sheet of the 3 major Central Banks 
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3. Our Investment Strategy 

Buying into risky assets 

As U.S. economy continue to experience reflation and the euro-skeptical movement facing 
a strong push back after the French election, there is a renewed optimism in the equity 
markets. Markets have also priced in the news of China tightening regulation on the 
shadow banking sector. Markets sentiments are turning positive on the “One Belt One 
road” infrastructure spending project initialed by the Chines government.  

With the improving economic tailwind, it is not hard to understand why equity has 
outperformed all other asset class. Year-to-date (YTD) equity performance has supported 
our investment thesis as global equity returned 8.3%, the best performing asset class this 
year. 

Fig 12: Equity the major outperformer 
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Investment Grade Bond High Yield Bond
Commodities  

Asset Class 3 mth (%) 6 mth (%) 1 yr (%) YTD (%)

Global Equity 4.7% 11.6% 15.5% 8.3%

Sovereign Bond 2.2% 2.5% 3.7% 3.4%

Investment Grade Bond 1.6% -0.3% -2.5% 2.6%

High Yield Bond 2.7% 6.4% 12.3% 5.1%

Commodity -4.6% 5.3% 14.4% -0.1%  
Source: Bloomberg, PSR 

Asia equity to take the lead 

We turned positive on equity last quarter and upgrade the asset class from neutral to 
overweight. We remain steadfast in our view that equity will be the main driver of alpha in 
the coming months.   

As we have highlighted previously, we believed that equity markets have decoupled and 
we stated that Asia ex Japan equities will be leading the Emerging Markets ahead of the 
Developed Markets. In terms of returns, there are still a lot of catch up for Asia equity 
markets since market rebounded from the Global Financial Crisis.   

Fig 13: Asia markets have some catching up to do 
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Relative Momentum 

Using the Relative Rotation Graph (“RRG”) we are able to identify most of the Asia equity 
markets to be on the Improving quadrant and the leading quadrant of the graph. This 
measure the relative strength between individual markets against the benchmark World 
Equity Index. 

Fig 14: Asia Equity Markets have stronger momentum 
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Source: Bloomberg, PSR 

Asia equity valuation ranks superior against other equity markets 

7 out of the top 10 equity indices ranked by valuation are Asian equity indices. Greater 
China, which includes Taiwan & Hong Kong have shown relatively better valuation 
globally.  

Fig 15: PSR proprietary ranking of equity indices (cheapest on the left) 
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Investment Action 

We believe equity will outperform other asset classes in the coming months. Asia equity 
markets are poised to be the leader in the current risk on environment. We recommend to 
overweight Asia equity in the portfolio with a focus on Greater China.  
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Global Asset Allocation Summary
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Important Information  
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constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
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Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
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Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
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Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
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Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
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officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
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