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Recent Developments 

 

Positioning & Themes 
 
Activity in the US has disappointed relative to the high market 
expectations when Donald Trump first entered the White 
House. However, a cyclical recovery remains intact, with 
potential headwinds from prior fiscal policy tightening  
 

 
 

reversing and the pace of monetary policy tightening 
expected to remain gradual.  We have recently taken a tactical 
short position on US duration, as sentiment on reform seems  
to be underpriced. Indeed, we believe that there remains a 
reasonable chance of tax reform of being approved, such as 
the passing of the recent repeal healthcare bill in the House of 
Representatives. 
 
In Europe, the latest PMI data continues to shows that 
sentiment in the manufacturing sector is close to multi-year 
highs. Unemployment rates have declined globally and it 
seems economies are showing signs of breaking free from the 
stuttering growth that it has experienced since the global 
financial crisis. In Europe, we left our short duration position as 
we view rates could potentially move higher as a result of risk 
premium being removed from the market. 
 
Within the UK, it became increasingly apparent to Prime 
Minister May that the two-year exit period was likely to prove 
too short for a negotiation process. A factor for her calling a 
snap election is to allow a transition period of a few years, 
where the UK potentially continues to pay into the EU budget, 
allows freedom of movement and remains subject to the 
European Court of Justice. This would form part of a ‘softer’ 
Brexit, which is less economically disruptive for the UK and the 
option that is desired by the market.  With a term of five years, 
the new parliament would also oversee the entire Brexit 
process. We take the view that a larger parliamentary majority 
increases her chances of getting the UK a better deal in the 
Brexit negotiations. As a result, we have reduced our 
underweight in duration and GBP FX position, ahead of the 
election in June. 

 

The result of the French Presidential election was 
consistent with opinion polls and delivered a decisive 
victory for Emmanuel Macron. His position is highly 
dependent on support from Parliament (Assemblée 
Nationale). Elections for such will take place on 11 and 18 
June and the results will provide a greater indication on 
whether he has a feasible chance of achieving his 
ambitious reforms.  
 
In the UK, Prime Minister Theresa May announced a snap 
general election to take place on 8 June. The outcome is 
expected to be a large majority for her Conservative Party.   
 
There continues to be disappointment and frustration 
within the market over President Trump’s fiscal reforms in 
the US.  However, the recent passage of a new healthcare 
bill in the House of Representatives could be a start of 
future reforms being passed. 
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In Australia, the Reserve Bank of Australia (RBA) Governor 
warned that wage growth will need to catch up to housing 
inflation if the economy is to become more resilient to the 
problems caused by burgeoning household debt. We would 
argue the resilience of the economy would be enhanced by an 
extended period in which housing prices and outstanding 
debt increased no faster than incomes. It is well expected 
within the market that Australia will get a downgrade from the 
major agencies.   We have reduced our duration position to 
neutral in rates, as we think it offers poor value, based on 
historical analysis and because of the spread against US 
Treasuries. We have additionally cut our FX AUD position for 
the time being due to the recent fall in iron ore prices. 
 
We continue to hold a positive view towards higher risk 
markets within Emerging Markets (EM) such as Brazil, Mexico 
and Russia, as the outlook for EM overall is quite propitious. 
Terms of trade are improving for many markets, as commodity 
prices rebound from their cyclical lows. The growth differential 
between emerging and developed markets is set to grow once 
again, as emerging market growth outpaces the developed 
world. Current account deficits have closed in many markets 
and positioning remains light, as investors sold their positions 
over the last few years and have yet to return in any 
meaningful size. We also hold some lower volatility, yet still 
high yield, markets such as India, in order to balance portfolio 
risks.  
 
Investors took the result of the Turkish referendum and recent 
announcements from its Central Bank positively. The 
comments from the Central Bank  that it won’t rush to cut 
rates, and assertions from government officials that there will 
be no early snap election, were well-received by investors. 
Thus, we expect further appreciation of Turkish assets. 
 
Negative news continues to come out of South Africa. The 
dismissal of the prominent Finance Minister Gordhan by 
President Zuma triggered a sharp market sell off and a decisive 
response from the rating agencies. The latter argued that the 
dismissal of Gordhan not only threatens policy predictability, 
but is likely to put a strain on public finances, warranting a one 
notch downgrade by both S&P and Fitch. We have cut our 
duration and FX exposure, and we will continue to follow this 
closely during the year. 
 
Volatility within Credit and EM remains fuelled by uncertainty 
surrounding President Trump’s policies, geopolitics in Europe, 
and the potential withdrawal of QE from Central Banks. The 
recent spike in volatility, however, provides a better potential 
entry point into these markets from where value can be 
gained. We continue to view China as a major influencing 
factor on EMs and a source of stability for this asset class. US- 
Chinese relations seem to be healthier and we expect GDP 
growth to stay around 6.5%. In Credit, we are currently bullish 
on Chinese property Credit. 
 
Another area where we foresee strength is European banks.  
Economic growth continues to be on an upward trend, which 
should lead to higher rates.  Capital and asset quality within 
the banks has improved, which has helped to diminish 
litigation risk.  We currently prefer European Yankee Bank 
Bonds to gain access to this market.   In the US, we like home 

builders and we are currently cautious on energy bonds given 
the recent volatility in oil.  
 

Outlook 
 
The European Central Bank (ECB) has suggested that it might 
be able to embark on the process of scaling back on 
quantitative easing. This is based on the current confidence 
within the single currency area that economic risks are starting 
to fade. However, the ECB’s dilemma is that exiting too early 
could jeopardize the recovery and the return to price stability.  
Exiting too late could, over time, generate higher inflation and 
potentially fuel financial bubbles. 
 
The strong victory for Macron could lead to further spread 
tightening and is an important step in ascertaining the policy 
direction for France, and perhaps Europe.  However, his victory 
is insufficient to gain a complete picture, given the lack of 
clarity on the outcome of the forthcoming Assemblée 
Nationale elections. Market expectations of Macron 
succeeding in his reforms remain quite low, and so these 
parliamentary elections are going to be an important event 
early in Macron’s presidency. We will await the outcome with 
interest. 

 

Despite inflationary pressure, the Bank of England’s Monetary 
Policy Committee is unlikely to hike interest rates in the near 
future from the current level of 0.25%. Rates had been cut by 
half in August, after the UK voted to leave the EU.  However, in 
the following months, economic growth has beaten 
expectations, while the increase in inflation is expected to hit 
close to 3% for 2017, above the committee’s 2% target. We are 
currently cautious on potential excessive inflation in the UK, 
which will be a catalyst to raise rates. 
 

The overall outlook for EM remains stable, and so far similar 
factors have been influencing the asset class throughout the 
year. We expect new growth catalysts to emerge for EM in the 
coming months. We would argue that local markets still have 
better fundamentals and inflow prospects. 

 
Oil fell below $45 a barrel for the first time since OPEC agreed 
its production output in November. With the price falling, we 
view it is sensible to take profits on any further gains before for 
the next announcements made by OPEC members. 
Incidentally, Saudi Arabia and Russia signaled they could 
extend production cuts into 2018, doubling down on an effort 
to eliminate a supply surplus, just as its impact on prices 
decreases. 
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About the Global Fixed Income Team 

 

About Nikko Asset Management 

 

Contact Us 
Nikko Asset Management Europe Ltd  
1 London Wall, London, EC2Y 5AD 
Phone: +44 (0)20 7796 9866 
Fax: +44 (0)20 7796 9816 
Email: Emarketing@nikkoam.com 

 
Important Information 
This document is prepared by Nikko Asset Management Co., Ltd. and/or its 
affiliates (Nikko AM) and is for distribution only under such circumstances as 
may be permitted by applicable laws. This document does not constitute 
investment advice or a personal recommendation and it does not consider in 
any way the suitability or appropriateness of the subject matter for the 
individual circumstances of any recipient.  
 
This document is for information purposes only and is not intended to be an 
offer, or a solicitation of an offer, to buy or sell any investments or participate 
in any trading strategy. Moreover, the information in this material will not 
affect Nikko AM’s investment strategy in any way. The information and 
opinions in this document have been derived from or reached from sources 
believed in good faith to be reliable but have not been independently verified. 
Nikko AM makes no guarantee, representation or warranty, express or implied, 
and accepts no responsibility or liability for the accuracy or completeness of 
this document. No reliance should be placed on any assumptions, forecasts, 
projections, estimates or prospects contained within this document. This 
document should not be regarded by recipients as a substitute for the exercise 
of their own judgment. Opinions stated in this document may change without 
notice.  
 
In any investment, past performance is neither an indication nor a guarantee 
of future performance and a loss of capital may occur. Estimates of future 
performance are based on assumptions that may not be realised. Investors 
should be able to withstand the loss of any principal investment. The mention 
of individual stocks, sectors, regions or countries within this document does 
not imply a recommendation to buy or sell.  
 
Nikko AM accepts no liability whatsoever for any loss or damage of any kind 
arising out of the use of all or any part of this document, provided that nothing 

herein excludes or restricts any liability of Nikko AM under applicable 
regulatory rules or requirements.  
 
All information contained in this document is solely for the attention and use 
of the intended recipients. Any use beyond that intended by Nikko AM is 
strictly prohibited.  
 
Japan: The information contained in this document pertaining specifically to 
the investment products is not directed at persons in Japan nor is it intended 
for distribution to persons in Japan.  Registration Number: Director of the 
Kanto Local Finance Bureau (Financial Instruments firms) No. 368 Member 
Associations: The Investment Trusts Association, Japan/Japan Investment 
Advisers Association/Japan Securities Dealers Association. 
 
United Kingdom and rest of Europe: This document constitutes a financial 
promotion for the purposes of the Financial Services and Markets Act 2000 (as 
amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in 
the United Kingdom (the FCA Rules). 
 
This document is communicated by Nikko Asset Management Europe Ltd, 
which is authorised and regulated in the United Kingdom by the FCA (122084). 
It is directed only at (a) investment professionals falling within article 19 of the 
Financial Services and Markets Act 2000 (Financial Promotions) Order 2005, (as 
amended) (the Order) (b) certain high net worth entities within the meaning of 
article 49 of the Order and (c) persons to whom this document may otherwise 
lawfully be communicated (all such persons being referred to as relevant 
persons) and is only available to such persons and any investment activity to 
which it relates will only be engaged in with such persons. 
 
United States:  This document is for information purposes only and is not 
intended to be an offer, or a solicitation of an offer, to buy or sell any 
investments. This document should not be regarded as investment advice.  
This document may not be duplicated, quoted, discussed or otherwise shared 
without prior consent. Any offering or distribution of a Fund in the United 
States may only be conducted via a licensed and registered broker-dealer or a 
duly qualified entity. 
 
Singapore: This document is for information only with no consideration given 
to the specific investment objective, financial situation and particular needs of 
any specific person. You should seek advice from a financial adviser before 
making any investment. In the event that you choose not to do so, you should 
consider whether the investment selected is suitable for you. 
 
Hong Kong: This document is for information only with no consideration 
given to the specific investment objective, financial situation and particular 
needs of any specific person. You should seek advice from a financial adviser 
before making any investment. In the event that you choose not to do so, you 
should consider whether the investment selected is suitable for you. The 
contents of this document have not been reviewed by the Securities and 
Futures Commission or any regulatory authority in Hong Kong.  
 
Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is 
responsible for the distribution of this information in Australia. Nikko AM 
Australia holds Australian Financial Services Licence No. 237563 and is part of 
the Nikko AM Group. This material and any offer to provide financial services 
are for information purposes only. This material does not take into account the 
objectives, financial situation or needs of any individual and is not intended to 
constitute personal advice, nor can it be relied upon as such. This material is 
intended for, and can only be provided and made available to, persons who 
are regarded as Wholesale Clients for the purposes of section 761G of the 
Corporations Act 2001 (Cth) and must not be made available or passed on to 
persons who are regarded as Retail Clients for the purposes of this Act. If you 
are in any doubt about any of the contents, you should obtain independent 
professional advice. 
 
New Zealand: Nikko Asset Management New Zealand Limited (Company No. 
606057, FSP22562) is the licensed Investment Manager of Nikko AM NZ 
Investment Scheme and the Nikko AM NZ Wholesale Investment Scheme.  
 
This material is for the use of researchers, financial advisers and wholesale 
investors (in accordance with Schedule 1, Clause 3 of the Financial Markets 
Conduct Act 2013 in New Zealand). This material has been prepared without 
taking into account a potential investor’s objectives, financial situation or 
needs and is not intended to constitute personal financial advice, and must 
not be relied on as such.  Recipients of this material, who are not wholesale 
investors, or the named client, or their duly appointed agent, should consult 
an Authorised Financial Adviser and the relevant Product Disclosure 
Statement or Fund Fact Sheet (available on our websitewww.nikkoam.co.nz). 
 

Andre Severino 
Head of Global Fixed Income 
 
Holger Mertens 
Head Portfolio Manager, Global Credit, CFA 
 
Steven Williams 
Head Portfolio Manager, Core Markets 
 
Raphael Marechal 
Head Portfolio Manager, Global Emerging Markets  

Nikko Asset Management, together with its investment advisory 
affiliates, has 204 investment professionals around the world and 
approximately USD 170.6 billion in assets under management or 
supervision as of 31 December 2016. Nikko Asset Management 
strives to provide outstanding long-term performance, service 
and a comprehensive suite of investment management solutions 
to a diverse client base, which includes governments, institutions, 
corporations and private individuals worldwide.  For more 
information, please contact us using the details below or visit our 
website at www.emea.nikkoam.com 
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