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FIXED INCOME ï MARKET PERFORMANCE 

Source: FTSE, Merrill Lynch and JPM Indices, 30 September 2012, figures are total return in GBP terms, unhedged, apart from G lob al 
HY and Global Corporates which are currency hedged  

Q3 2012 Q2 2012 Q1 2012

UK Gilts 1.14% 3.76% -1.74%

UK Index-linked Gilts -2.64% 0.65% -1.51%

Global Sovereigns -0.03% 3.13% -3.35%

UK Inv Grade Corps 6.42% 2.08% 3.43%

Global Inv Grade 3.91% 1.67% 3.23%

Global High Yield 5.43% 1.09% 6.95%

EM Local Currency 1.79% 0.64% 5.34%

FTSE 100 4.19% -2.13% 4.78%
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EUROPEôS WEB OF DEBT  

Source: Bank for International Settlements, 2008, latest data available  
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EUROPEAN ANXIETY EASESé TEMPORARILY ? 

Source: Bloomberg October 2012 
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FIXED INCOME ï MAIN THEMES TODAY  

Á Can Greece remain in the euro?  

Á Will Spanish banks need recapitalisation?  

Á Systemic risk implications on Italy and France  

Á Will eurozone policymakers do what it takes to save the euro?  

Á Will OMT (Outright Monetary Transactions) be ótheô solution?  

Á European growth non -existent é 

Á éwhilst the rest of the world recovers? 

Á Inflation is dead?  
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EUROZONE ï POSSIBLE POLICY MEASURES  

Á Further bank bailouts  : use of European Stability Mechanism or 
European Financial Stability Fund?  

Á ECB further action : rate cuts / Long Term Refinancing Option / 
Sovereign bond purchases / OMT  

Á Fiscal Union : mutualisation of eurozone bonds or pooled debt 
redemption fund  

Á Banking Union : Joint strict supervision of banks, eurozone deposit 
guarantee scheme  

Á Pro - Growth measures : European Investment Bank infrastructure 
spending / QE  
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EUROZONE ï ARMCHAIR POLITICS  

Á ESM approved by Germany but 54% polled disagree, Merkel under 
pressure  

Á EU elections now referendums on austerity programmes : France  

Á Some surprise pro -Euro results however : Greece and Denmark  

Á Will Spain take the ópolitical poisonô of a bail out? 

Á Opportunistic Catalonian independence bid sets uncomfortable 
precedent  

Á Italian domestic politics will dominate in the New Year  

Á Renegotiation of (Greek) bailout terms replaced by more time to 
satisfy the terms  
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GREEK EXIT MADE TANGIBLE  

Á Greece fails to meet óTriokaôs austerity terms leading toé 

Á Refusal of any further EU / ECB / IMF bail out money  

Á Leading to complete bankruptcy  

Á Social and economic breakdown  

Á Loss of political control / Martial law  

Á Imposition of capital controls  

Á Immediate (but temporary) nationalisation of all banks  

Á Redenomination of currency  

Á Devaluation  

Á Default leading to Debt - forgiveness  

Á Stabilisation of new (old) currency at ócomfortableô level 

Á Flow of óHot moneyô back into ócheapô economy 

Á Economic recovery / bonanza time?  
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FINANCIALS: CREDIT COVERAGE REMAINS WEAK  

Source: Bloomberg (end of Q2 2012), July 2012 
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FINANCIALS: NPL / TOTAL LOANS  

Italian Banks with highest NPLs 

NPLs in Spain look questionable 

Greek Banks 

Lloyds stands out 

Source: Bloomberg (end of Q2 2012), July 2012 

*  

*Non Performing Loans  
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FINANCIALS: LOAN LOSS RESERVES / NPAS  

Source: Bloomberg (end of Q2 2012), July 2012 

Italian & Spanish Banks appear under-reserved 

Lloyds stands out 

*  

*Non Performing Assets  
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EURO RESILIENCE HAS BEEN REMARKABLE  

Source: Bloomberg October 2012 
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THE TWO SPEED EUROPE ï NOW ADD MORE AUSTERITYé 

Source: Bloomberg October 2012 
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THE FUNDING COST óCORRECTIONô STILL HAS A LONG 
WAY TO GO  

Source: Bloomberg October 2012 
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DISCLAIMER  

This presentation has been prepared only for the recipient and date shown on the front page. It is not intended 

for any other persons and should not be relied upon by other persons.  

This presentation has been prepared for information purposes only and is not a solicitation or an offer to buy or 

sell any security. It does not purport to be a complete description of our investment policy, markets or any 

securities referred to in the material. The information on which the presentation is based is deemed to be 

reliable, but we have not independently verified such information and we do not guarantee its accuracy or 

completeness. All expressions of opinion are subject to change without notice. Any reference to the Quilter 

model portfolio, which is used for internal purposes, is purely illustrative and should not be relied upon. The 

figures quoted do not include charges.  

Investors should remember that the value of investments, and the income from them, can go down as well as 

up and that past performance is no guarantee of future return. You may not recover what you invest. Changes 

in exchange rates may have an adverse effect on the value, price or income of foreign currency denominated 

securities. Levels and bases of taxation can change. Investments or investment services referred to may not be 

suitable for all recipients.  

Quilter is the trading name of Quilter & Co. Limited, registered in England with number 01923571, registered 

office at St Helenôs, 1 Undershaft, London EC3A 8 BB. Quilter is a member of the London Stock Exchange, 

authorised and regulated by the UK Financial Services Authority and regulated under the Financial Services 

(Jersey) Law 1998 by the Jersey Financial Services Commission for the conduct of investment business in Jersey 

and by the Guernsey Financial Services Commission under the Protection of Investors (Bailiwick of Guernsey) 

Law 1987 to carry on investment business in the Bailiwick of Guernsey. Accordingly, in some respects the 

regulatory system that applies will be different from that of the United Kingdom.  



 



Market Outlook For 2013 

Guy Ellison ï UK Equities 
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UK Gilts 

Expensive Insurance 
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UK Gilts 

Limited Upside From Here ï Barring Armageddon 
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UK Credit 

Still Some Value 
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UK Equities 

2012 Looking Better Than May Have Been Expected 
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Equity vs. Credit Crossover 
Equity Yields Now Ahead Of óAô Grade Debt 
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Reasons To Be Cheerful? 

Equities (On Headline Measures) Still Look Cheap 
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Major Equity Markets  

Despite The Uncertainty, Shaping Up To Be A Good Year 
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Gold 

Where Could We Go From Here? 
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Oil 

Geo-Political Insurance 
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Inflation 

All Benign For Now 
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QE and Inflation  

Where Is The Risk To Performance? 

 
Equities Cash Property Gilts 

Corporate 

Bonds 
No of Years 

Deflat ion 7.1 5.8 7.3 8.9 8.8 10 

Inflat ion 0 ï 2% 12.7 2.0 6.7 6.7 7.5 15 

Inflat ion 2 ï 4% 7.8 1.5 4.9 2.8 3.9 26 

Inflat ion 4 ï 6% 5.1 1.2 2.3 -0.3 1.7 16 

Inflat ion over 6% -1.7 -2.5 -0.4 -4.3 -4.6 20 

Total 6.0 1.1 3.8 1.8 2.5 86 

 

 

Source: IWIN Research 

Historic average annual performance for each asset class in different inflation scenarios 
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Please note that the value of investments and the income derived from them may fluctuate and investors may not 
receive back the amount originally invested.  Past performance is not necessarily a guide to the future.  Current tax 
levels and reliefs may change and the investments and investment services referred to may not be suitable for all 
investors. 

 

 



 



Stefan Ampenberger (1908 - 1983), detail from ñThe Red Sunò, oil on board, Sanlam Art Collection. 

Fixed income presentation to the  

Association of Financial Mutuals 
Craig Veysey, Head of Fixed Income 


