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Last Ten Years 

Three Imbalances That Affected Returns 

 

• Asian Accumulation of Reserves 

 

• US Debt Load 

 

• European Debt Load 
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Last Ten Years 

• Asian Accumulation of Reserves 

 

• FX policy drove imbalances 

–Undervalued currencies since Asian crisis meant Asia earned 

disproportionate level of global output. 
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Last Ten Years 

• US Debt Load 

• Two land wars 

• Subprime housing / CDO build out 

• Entitlements 

• Monetary policy response to 2008 

 

= US entering climactic government payments crisis 
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Last Ten Years 

US Debt Load =  

– Loose fiscal policy, deleveraging depressing growth, repair 

– Extremely loose monetary policy, risk of deflation  

– $ Devaluation against developing world and hard assets 

– Debt reduction through repayment + default + growth + inflation  
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Last Ten Years 

• Europe - Debt Load 

 
• Common currency and monetary policy created imbalances 

 
–Euro monetary policy to less developed, peripheral states 

 
–South borrowing (government and private) 

 

 

 

 

PRIVATE & CONFIDENTIAL © 2011 Signet Capital Management is authorised and regulated by the Financial Services Authority. 

Please see important Disclaimers and Risk Factors noted at the end of this document.  

11 



Protecting capital, maximising opportunity 

www.signetmanagement.com 

 -    

 5.00  

 10.00  

 15.00  

 20.00  

N
o
v
 9

9
 

M
a
r 

0
0
 

J
u
l 
0
0
 

N
o
v
 0

0
 

M
a
r 

0
1
 

J
u
l 
0
1
 

N
o
v
 0

1
 

M
a
r 

0
2
 

J
u
l 
0
2
 

N
o
v
 0

2
 

M
a
r 

0
3
 

J
u
l 
0
3
 

N
o
v
 0

3
 

M
a
r 

0
4
 

J
u
l 
0
4
 

N
o
v
 0

4
 

M
a
r 

0
5
 

J
u
l 
0
5
 

N
o
v
 0

5
 

M
a
r 

0
6
 

J
u
l 
0
6
 

N
o
v
 0

6
 

M
a
r 

0
7
 

J
u
l 
0
7
 

N
o
v
 0

7
 

M
a
r 

0
8
 

J
u
l 
0
8
 

N
o
v
 0

8
 

M
a
r 

0
9
 

J
u
l 
0
9
 

N
o
v
 0

9
 

M
a
r 

1
0
 

J
u
l 
1
0
 

N
o
v
 1

0
 

M
a
r 

1
1
 

J
u
l 
1
1
 

Europe Debt Load - 10 Yr Gov’t Bond Spreads  

Portugal Italy Ireland Greece Spain France 
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Next Five To Ten Years 

• Global Reflationary Support – Asian CBs, US, UK, EUROPE(!), 

Switzerland 

 

• Growth In Emerging Markets 

 

• Deleveraging in the West 

 

• Be Aware of Demographic Influences 

PRIVATE & CONFIDENTIAL © 2011 Signet Capital Management is authorised and regulated by the Financial Services Authority. 

Please see important Disclaimers and Risk Factors noted at the end of this document.  

13 



Protecting capital, maximising opportunity 

www.signetmanagement.com 

 
Global - Outlook 
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• Growth in EM 

–Secular revaluation against developed world, due to significantly 

higher growth and yields 
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Next Five To Ten Years 

• US    (C+I+G+Ex=GNP) 

 

• Resolving past excesses, shrinking government sector 

 

•  Two Part Economy 

–Depressed & deleveraging (gov’t, housing) 

–Growing un-leveraged (technology, healthcare, consumer 

staples, exports) + repairing finance 

= Current account deficit shrinking, less $ overseas, $ stable 

= Stocks up 

= HY bonds offer best risk-adjusted gains, US mortgage bonds last bit   

of good US distressed 
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Next Five To Ten Years 
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Next Five To Ten Years 
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Next Five To Ten Years 
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US Bonds 

Next Five To Ten Years 
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Next Five To Ten Years - Influence of Falling Gov’t 
Participation in Economy 
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Next Five To Ten Years 

• Europe - Recession / Resolution, What Changed? 

 
• LTRO/ rate cuts / weaker euro? – ECB supports banks as they de-
lever/ unsterilised liquidity injections 
 

• Attempts to keep gov’t bond yields under control 
 

= Huge liquidity / euro should head lower, credit and stocks 
supported, waxing European crisis 
= Takes away all systemic risk, allows system TIME to convalesce 
 
= Thawing of European credit conditions 
= Stocks up 
= Credit better than expected and under-owned  
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Beginning of Demographic Influences 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

• Japan example – not just headline number 
–Working age population decline – Japan plummets 
–1/3 55 or older, so 50% of electorate retired or soon to be 
–%  child-bearing women falling sharply 
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How To Generate Absolute Returns Next Five to Ten Years? 

Not Optimal Strategies 

 

 

• G4 Macro Rates, Currency, Commodities 

–Requires falling rates 

–directionality,  

–= zero sum game currently 
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How To Generate Absolute Returns Next Five to Ten Years? 

Not Optimal Strategies 
 

• European Equities for volatility averse investors, requires: 

• Valuations 

• Economic and Profit growth? 

• Expanding excess liquidity / non-deflationary environment? 

• No political convulsions 

• Growing demographics? 

 

= Equities are a perpetual call on future profitability,  continuing 

deflationary environment should cap growth to a dull trend, GIPS 

liquidity squeeze accident prone 
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How To Generate Absolute Returns Next Five to Ten Years?  

 

• Emerging Market Macro – growth dynamic 

• Offer value, falling rates, expanding excess liquidity, growth  

• Currencies increasingly floating  

• Sovereign credits improving 

• Yield curves extending / deepening 

• Corporate balance sheets expanding through leverage 
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How To Generate Absolute Returns Next Five to Ten Years?  

• Emerging Market Equities 

• US Equities 

• Valuations 

• Falling or flat rates 

• Expanding excess liquidity 

• Growth 

=Outperformance of Europe through Alpha + Beta capture  
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How To Generate Absolute Returns Next Five to Ten Years?  

 

• Global HY Credit #1 Risk Adjusted Return in 2012 

 

• Senior, secured call on cash flow, not on profitability like equity 

• Yields 

• Pull to par 

• Debt Maturity – a defined event 

• Anemic growth  

• Corporate interest rates may remain large due to uncertainty 

premium 
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Optimal Strategies 
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High Yield Cash Spreads 
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How to create absolute return next 5-10 years?  Bottom-up 

• Manager Selection 

 
• Fundamentals 
 

• Macro 
 

• Market intuition 
 

• Risk management / tolerance 
 

• Portfolio Aggregation 

 
• Understanding exposures 
 

• Manage for the tails 
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How to create absolute return next 5-10 years?  Bottom-up 

• Portfolio Aggregation Examples 
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How to create absolute return next 5-10 years?  Why 
Hedge Funds? 
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How to create absolute return next 5-10 years?  Why 
Hedge Funds? 
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This document has been issued and approved for the purposes of Section 21 of the 

Financial Services & Markets Act 2000 (“FSMA”) by Signet Capital Management 

Limited (“SCML”), which is authorised and regulated by the UK’s Financial Services 

Authority and approved by the Irish Financial Regulator to act as a Promoter and 

Investment Manager with respect to Irish authorised collective investment schemes. 

SCML is also passported within Europe under MiFID. 

Neither the receipt of the document by any person nor any information contained 

herein or supplied with it or subsequently communicated to any person is to be 

taken as constituting the giving of investment advice by SCML to any such person.  

The document has been issued in the United Kingdom solely for the information of 

persons authorised under the FSMA to carry on investment business and may only 

be issued or passed on by such persons to other authorised persons and/or to other 

categories of investor to whom unregulated collective investment schemes can be 

marketed without contravening Section 238 of the FSMA. The issue of this 

document in the United Kingdom to any other person may be an offence.  

An investment in any security described herein must only be made in conjunction 

with the Offering Memorandum, Prospectus (or Supplementary Prospectus) 

pertaining to such security and particular attention must be paid to the information 

contained therein.  

This document is confidential and provides general advice only. It is not an 

information memorandum nor a prospectus, nor is it an offer, solicitation or 

recommendation to apply for or invest in securities. 

The information in this document has been derived from sources believed to  

be accurate and reliable and its contents have been produced in good faith. 

Nevertheless, no representation or warranty, expressed or implied, is given  

by SCML as to the accuracy or completeness of the information and opinions 

contained herein and no responsibility or liability is accepted for the accuracy  

or sufficiency of any of the information or opinions. The document shall not and 

does not form the basis of any contract.  

Switzerland 

The securities mentioned herein are not authorised for public distribution by the 

Swiss Federal Banking Commission. Therefore, in accordance with the Swiss 

Investment Fund regulations, no public offering or professional distribution of  

these securities may be done in or from Switzerland. 

United States 

The securities described herein have not been and will not be registered under the 

United States Securities Act of 1933 as amended and, except as may be described 

in the relevant Offering Memorandum, may not be directly or indirectly offered or 

sold in the United States or to or for the benefit of a United States person, being  

a citizen or resident of the United States; a corporation or partnership created or 

organised in or under the laws of the United States or any State thereof (unless,  

in the case of a partnership, Treasury Regulations otherwise provide); or an  

estate or fund, the income of which is subject to United States federal income  

tax regardless of its source. 
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