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Philip Saunders, head of global multi asset and Max King, portfolio manager 
share their views on the outlook for the global economy and markets.

•	Despite the gloom, equity markets saw a stealth rally over the Christmas 
period which we believe is likely to continue. Forecasts for earnings 
growth in 2011 and 2012 are stabilising, helped by the prospect of steady 
economic growth, firm margins and cautious corporate optimism. 

•	We believe that 2012 promises to be a much better year for investors than 
2011, with an excess of bad news discounted, corporate earnings and 
cash flows growing steadily, economies resilient, inflation retreating and a 
further move towards the re-balancing of developed economies likely. 

•	The biggest risk has been that an unravelling of the euro zone would 
precipitate a banking crisis but actions by the ECB make this unlikely. 
A break-up of the euro zone may have been delayed but, much more 
importantly, the risk of it causing the widely-feared economic and market 
disaster is much reduced.

General observations

1. We expect steady economic growth in 2012
We believe that growth in developed markets will be held back by the need to cut deficits and the lack of credit 
expansion, the latter partly the result of the pressure on banks to shrink their balance sheets. Key emerging 
economies have ample scope to use monetary and fiscal policy to sustain growth which should be reasonably 
strong. Overall global growth should be about 3.5% on a purchasing power parity basis, 2.5% on nominal GDP 
weights. This is close to as good as it gets if commodity prices are not to rise. Modest growth will not prevent 
companies in developed markets raising revenues by mid to high single digit percentages.

Suggested investment implication: slow economic growth in developed markets will not prevent solid increases in 
corporate revenues and profits.

2. The Euro crisis is unstoppable 
As we said a year ago, “peripheral Europe is locked into indefinite recession by its structural loss of competitiveness 
relative to Northern Europe in the last 10 years. This makes it impossible for most countries to reduce fiscal deficits 
and thereby improve confidence in their creditworthiness. A rolling break-up of the euro zone is a matter of when, 
not if. Bail outs and quantitative easing can only postpone the inevitable and make it worse.” We believe that “back-
door” quantitative easing by the ECB continues to postpone, not prevent an unravelling and is undermining the 
solvency of Northern Europe.

Suggested investment implication: avoid the bonds of stressed European governments and the equity of vulnerable 
banks until the euro-zone crisis is resolved.
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3. A rolling break-up of the euro zone would be long-term bullish
Again as we said last year, “nearly all precedents from Argentina in 2001 to Asia in the late 1990s, from the UK in 
1992 and 1967 back to the demise of the gold standard in the 1930s shows that the break-up of unsustainable 
currency unions is bullish for the economies and equity markets of the countries concerned. Europe will be no 
different, providing a welcome stimulus to the global economy and markets. The only issue will be the need of 
governments to recapitalise their banks in response to the heavy losses that rolling devaluations will inflict, but this 
will be a lot cheaper than bailing out countries.” Avoiding a banking crisis will be the key to such an outcome.

Suggested investment implication: chaos and crisis should provide an opportunity to turn bullish on global equities 
for the long term, subject to a possible delay while banking issues are resolved.

4. Equity market returns will be positive in 2012
In 2011, we under-estimated the damage that the euro-zone crisis would inflict on the rating of global equities but 
we believe the upside potential is still there. If the euro-zone crisis drags on, equities should grind higher with the 
combination of earnings growth, even with unchanged ratings, giving satisfactory returns overall. A partial break-up 
of the euro zone might cause a setback in the short term but would be much more bullish in the medium term. In 
early October, the prospective rating of global equities dropped to below 10 times earnings, materially lower than 
in early 2009. This level is unlikely to be revisited. Investors are very risk averse but that risk aversion is reflected in 
valuations and investors’ positioning.

Suggested investment implication: returns from equities will be at least satisfactory and potentially strong.

5. Developed market government bond yields are too low 
Stubborn inflation has not prevented a continuing fall in bond yields in developed markets other than the distressed 
countries of the euro zone. Inflation rates will fall in 2012 but that is unlikely to justify current yields. The enthusiasm 
of the authorities for ultra low interest rates and quantitative easing suggests that low inflation will not be sustained 
nor will sovereign risk disappear but be priced into all bond markets in the future.  Steady US growth will, in due 
course, lead to markets discounting higher interest rates, further undermining Treasury yields. The party in the bond 
market has lasted longer than we expected but cannot continue forever.

Suggested investment implication: avoid strategic positions in government bonds in developed markets.

6. The gold price will continue to rise
Near zero interest rates, quantitative easing and fiscally irresponsible governments have undermined faith in 
monetary assets to the benefit of gold in the last 10 years and this looks set to continue into 2012, despite the 
year-end sell-off. At some point thereafter, higher interest rates and real yields will choke off demand but that point 
still looks at least a year away. This, the low valuation of gold mining companies and improving cost control points 
to further upside for gold equities.

Suggested investment implication: Hold physical gold but prefer gold equities.

7. Commodities: the opportunities are in the equities
The prices of physical commodities stand moderately below their peaks and could go higher if global growth 
accelerates. It is more likely that prices will be dull but this presents a good environment for resource companies. 
Volumes should rise, new investment come on stream, cost pressures diminish and the threat of resource 
nationalism start to fade.  Dull commodity prices will help bring down inflation, raise disposable incomes and lead to 
a pick-up in growth in developed economies during the year. 

Suggested investment implication: this outlook points to strong returns from resource companies but it will be 
important to focus on high quality companies offering sustainable growth.  

8. Currencies: adding value from trading will be tough 
Quantitative easing is negative for the euro but, if shorn of the weaker member countries, the euro would 
appreciate. The long term trend of the yen has been firmly upwards but it became over-extended in 2011. Growth 
in the US is positive for the US dollar but the need to tackle high unemployment in an election year will lead to 
monetary policy being kept very loose.

Suggested investment implication: tactically long US dollars, short euros but don’t assume that this is a major 
trend.



Asset  Management

Investment themes

1. Corporate Credit: returns should be reasonable 
Spreads rose in 2011 despite improving corporate finances though falling yields on government bonds kept returns 
positive. Spreads should fall in 2012 but government bond yields should rise. Returns from medium and high yield 
bonds should be good but investors will need to keep duration short for higher quality bonds.

Suggested investment implication: Investec Monthly High Income Fund and Investec Global Strategic Income Fund 
should still give satisfactory returns.

2. Emerging market currencies and debt are attractive
Many currencies reached expensive levels in 2011, heralding a setback for local currency emerging markets debt. 
We think that setback provides a renewed investment opportunity with better value now apparent in currencies 
while the outlook for debt is improved by the peak in inflation and interest rates.

Suggested investment implication: Investec Emerging Markets Local Currency Dynamic Debt Fund and Investec 
Global Strategic Income Fund should still give satisfactory returns.

3. Quality stocks will continue to out-perform
Investors continue to be tempted to invest in “value” or “recovery” stocks (such as the banks). While there may 
be selective opportunities in these areas, the best returns will be earned from high quality companies on only 
reasonable valuations but with sustainable growth. Mega-caps, on average, are likely to continue to under-perform 
while the long term trends favour mid and small caps. The best stocks to buy may still be the ones you wished you 
had bought a year ago.  

Suggested investment implication: Investec’s 4Factor process should generate added value, to the benefit of 
the Investec Global Equity Funds, Investec Global Dynamic Funds and regional funds (including the Investec UK 
Smaller Companies Fund and Investec UK Alpha Fund). The Investec UK Special Situations Fund should continue 
its long term record of good performance. 

4. Emerging market equities return to out-performance
After a disappointing year, continued earnings growth has re-established excellent valuations in absolute terms and 
attractive valuations relative to developed markets. A peaking of inflation and interest rates should be positive for 
most economies and any setback to growth in China will only be temporary. Fund outflows from emerging markets 
should turn into inflows as the outlook improves. Currencies appear reasonable value and markets which looked 
expensive, such as India, have come back sharply. 

Suggested investment implication: Investec Asia Pacific Equity Fund, Investec Latin American Equity Fund and 
Investec Emerging Markets Equity Fund should do well.

5. Resource equities
The outlook for commodities may be dull but we think the opportunities in equities are plentiful. The growth in 
natural gas and shale oil production both in the US and globally is transforming the outlook for energy and offers 
particular investment opportunities. A slow-down in China threatens demand for certain commodities in the short 
term but structural change is supportive in the longer term. Mining companies face the challenge of resource 
nationalism but the opportunity of bringing new production on stream.

Suggested investment implication: Investec Global Energy Funds, Investec Global Dynamic Resources Fund, 
Investec Global Gold Funds.
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Important information

Collective Investment Schemes in Securities (CIS) are generally medium- to long-term 
investments. The value of participatory interests may go down as well as up and past 
performance is not necessarily a guide to the future. CIS are traded at ruling prices and 
can engage in borrowing and scrip lending. A schedule of fees and charges and maximum 
commissions is available on request from the company/scheme. Commission and incentives 
may be paid and if so, would be included in the overall costs. Forward pricing is used. All 
information and opinions provided are of a general nature and are not intended to address 
the circumstances of any particular individual or entity. We are not acting and do not purport 
to act in any way as an adviser or in a fiduciary capacity. No one should act upon such 
information or opinion without appropriate professional advice after a thorough examination of 
a particular situation. We endeavour to provide accurate and timely information but we make 
no representation or warranty, express or implied, with respect to the correctness, accuracy or 
completeness of the information and opinions. We do not undertake to update, modify or amend 
the information on a frequent basis or to advise any person if such information subsequently 
becomes inaccurate. Any representation or opinion is provided for information purposes only.
Investec Asset Management is an authorised financial services provider.

Contact information

South Africa

Cape Town
36 Hans Strijdom Avenue 
Foreshore, Cape Town 8001 
Telephone: +27 (0)21 416 2000 
Facsimile: +27 (0)21 416 2001 
Johannesburg
100 Grayston Drive 
Sandown Sandton 2196 
Telephone: +27 (0)11 286 7000 
Facsimile: +27 (0)11 286 7777

6. Other opportunities
Our multi-asset team see a plethora of long term opportunities in areas where Investec Asset Management does 
not have specialist funds. In equities, these include Japan, technology, international smaller companies and 
private equity. Absolute return bond funds should continue to do well and the poor performance of the hedge fund 
universe should not disguise the good performance and outlook for selective areas of alternative assets. Quoted 
infrastructure was a stand-out asset category in 2011 and should continue to deliver solid returns and we believe 
UK property Reits represent good value.

Suggested investment implication: Multi-asset funds such as Investec Multi-Asset Protector Funds and Investec 
Global Strategic Managed Fund are not restricted to in-house managed funds.

7. “Consumption is the sole end and purpose of all production” – Adam Smith
Decades of economic convergence has brought hundreds of millions of new consumers to the market. In 2012, 
consumer spending will remain strong in emerging markets, particularly in Asia. This buoyancy will be driven by 
technology, consumer brands and luxury goods. Consumption in the US will continue to pick up, driven by low 
interest rates, falling inflation, improving housing conditions and stabilizing economic outlook. The longevity of 
global brands will continue to justify higher valuations.

Suggested investment implication: A constant theme in 4Factor equity funds and multi-asset funds but the core 
thesis for Investec Global Franchise Fund.

8. Volatility
Volatility is likely to be a permanent feature of markets as a result of enduring nervousness following two massive 
bear markets in the last decade, computerised trading, the shrinking of broker positions, the decline of the 
specialists on the NYSE and the abolition of the up-tick rule governing short trades. Investors need to either look 
through short term volatility in making long term investments or use it to their advantage by buying when volatility 
is high and reducing when investors are complacent. We think it is better to be in markets and accept the volatility 
than miss out on long term opportunities. Market timing is not getting any easier and funds that depend on this for 
their returns are set for a lean period.

Suggested investment implication: risk averse investors may find the Investec Multi-Asset Protector Funds and 
Investec Cautious Managed Fund attractive.
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