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Are global markets too optimistic, can South Africa reform and will BATs 
continue to offer more value than blunt FAANGs? 

 
These were among topics discussed at Wednesday evening’s Informa Financial Intelligence / EPFR panel 

debate at London’s stunning Ned Hotel.  Wintery conditions did not stop an audience of clients, contacts 

and other industry participants from braving the ‘Beast from the East’ to listen to and engage in a broad 

ranging discussion covering key themes impacting investment decisions in 2018.  

Our panelists:  

 Cameron Brandt, Director of Research, EPFR  

 Mark Phelps, CIO Concentrated Growth at Alliance Bernstein  

 Michael Metcalfe, Global Head of Macro Strategy at State Street  

 Alan Higgins, Managing Director Global Markets at Coutts  

 Ian MacFarlane, Director of Research at ClearMacro   

Flows into inflation protected investments, don’t bother? 

Providing some heat to contrast with the freezing conditions outside, the panel debated whether global 

markets were continuing to be priced-to-perfection despite the February wobble and if this goldilocks 

scenario of global growth, low yields (relatively) and benign inflation can last. 

EPFR data has shown that since September investors have been concerned about rising inflation in the US, 

and the highly analysed gauge of Wage Growth in January was blamed for the equity correction this month 

after showing the biggest gain since 2009.  US inflation breakeven rates are close to the highest since 2014. 
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However, inflation expectations were probably not high enough in advance of the recent data, and per 

the panel, this remains a low inflation environment for markets.  Consensus pricing post Jerome Powell 

reconfirms 3-4 Fed rate hikes this year, while the ECB is seen moving gradually (although it was argued by 

Alan Higgins it would be more prudent to act quicker) and the BoJ will remain where it is on policy. 

Thus the general consensus was - there is no need to panic on the US inflation front, and the justification 

espoused by Mark Phelps was that globalisation, automation and the increased dominance of major 

online players such as Amazon were all factors that were expected to continue to feature going forward.  

Thus, according to both Mark Phelps and Alan Higgins inflation-linked bonds offer terrible returns. TIPs 

are largely uncorrelated to inflation and best hedged as part of a ‘break-even’ trade. 

 
 Warning - are investors ignoring the risks? 

o Ian MacFarlane stressed that perhaps not enough attention is being paid to destabilizing 
risks of US pro-cyclical policy and high levels of investor and market (over)confidence, 
which may mean any endogenous shock could have a much bigger impact. 

 
o On the same theme Michael Metcalfe pointed out that cash holdings are at multi-year 

lows, which is a concern as this means investors are operating without any safety nets.  
This is supported by EPFR’s allocation data and the chart below shows the percentage 
allocation of cash in Global Equity and GEM Equity Funds since the data began. 
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Emerging Market Opportunities in 2018 

If markets are to continue rallying amid the goldilocks scenario, this begs the question - where does value 
reside in this environment? 
 
Emerging Markets remain a key source of return and, for Coutts specifically, remaining long EM local 
currency bonds is still a key portfolio construct; as are traditionally undervalued stock markets like Russia.  
The flows data supports this, as investors continue to pivot towards Emerging Markets, away from US 
high yield bonds, favouring those funds with a local currency mandate so far in 2018 (see chart below). 
 

 
 

 Can South Africa Reform? 
 

Reform stories drive returns in Emerging Markets and after the recent removal of President Zuma in South 
Africa, who it was acknowledged by Ian MacFarlane had been remarkably fortunate in his own 
investments, the panel discussed whether the country could become the darling – and fund flow magnet 
– of Emerging Markets during H1 2018.  New President Ramaphosa will need to tackle unemployment, 
crime and a lack of trust in public institutions, however, MacFarlane warned that given investors often 
have unrealistically short timelines for reform stories, and the fact that SA has a history of wealth 
reallocation rather than creation, the chances of disappointment run high. 
 

 BATs versus FAANGs? 
 
Drilling down to specific investments, the panel agreed that investors are looking beyond the US for tech 
exposure, and Mark Phelps was particularly evangelical when it came to China technology stocks offering 
genuine growth and thus reasonable value.  In a low interest rate environment, growth stocks outperform 
and BAT (Baidu, Alibaba, Tencent) firms are making money whilst some US-based FAANG (Facebook, 
Amazon, Apple, Netflix, Google) corporates continue to struggle on this point.  Alan Higgins stressed that 
there is also a concern that the larger and more influential the FAANG companies become in everyday 
life, so does the risk that regulation will be introduced in the US tech sector to curb their powers. 
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Crucially the FAANG corporates are not allowed to compete in China, meaning that the likes of Alibaba 
have huge market share and thus a massive data advantage, which is being used to dominate new 
consumer and credit markets. 
 
It was agreed that positioning in these stocks is very crowded (see chart below that shows China Equity 
Funds sectoral allocations), but, Mike Metcalfe noted that historically, betting against holding positions 
has been a bad idea – often long term investors can outlast shorts; hence, look for flows data to indicate 
significant withdrawals before taking on short positions. 
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For a look at Informa Financial Intelligence value-added content which goes into more 
detail on the subjects discussed by the panel, or if you have any questions about our 
services and would like to learn more about how we can assist your business, please email 
us at sales.financial@informa.com 
 
 
Recent Informa Financial Intelligence reports that we would be happy to send you include: 
 

 Ader's Musings - "The Bond Market's Doing Our Work For Us" and “Is There 

Anyone Left Who Likes Bonds?” 

 Game of Thrones - The ECB Version 

 US 10YR BREAKEVEN TECH - Awaits an extension to 2.262/2.348 

 What does the end of goldilocks mean for CEEMEA bond markets? 

 Will investors buy into Ramaphosa's reform story over the longer term? 
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