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Asset Returns
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Market Stress
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Interest Rate Movements
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Current thinking
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What’s ahead?
› Risk-on/risk-off world to remain

› US stuck in low but sustainable growth

› China slowing but not collapsing

› Equities to outperform government bonds 

What’s keeping 

us awake?

› Asset Purchase Facility

› Europe

› China

› Global GDP growth



Impact of Quantitative Easing
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Source: DMO. Distribution of gilt holdings. . As at March 2012.

Saga: Bank of England's QE is 
'permanently impoverishing 
pensioners‘*

Bank of England: 'QE has not 
harmed pensioners‘*

* Source: http://www.itv.com/news/story/2012-08-

23/bank-of-england-pensions-row/
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Source:  Bloomberg 

Businessweek



Would the United States of Europe be in crisis?

% of 2012 GDP Euro Area United 
States

United 
Kingdom

Gross Government Debt 90 107 88

Fiscal Balance -3.2 -8.1 -8.0

Primary Fiscal Balance -0.5 -6.1 -5.3

Current Account 0.75 -3.3 -1.7

Source: IMF Economic Outlook, April 2012
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Example – the difference between the US and 
Europe

An example of how monetary union with political union 
work

Assume a collapse of the Michigan economy

Michigan receives fiscal transfers and support from 

Washington (via revenues collected by the center from the 

50 states)

People and business leave Michigan. Property values 

decline, factories go empty, wages fall. Governments don’t 

build new roads, invest in schools, etc.

In short, Michigan adjusts via deflation.

Eventually, Michigan attracts a new set of politicians and 

they embark on business friendly policies, lower local prices 

attract capital and eventually labour.

Greek citizens and firms don’t leave Greece en masse to go 

to other parts of Europe. On the margin they may, but not 

sufficiently.

Greece, like Michigan has to deflate, cut spending, and see 

wages fall. This is politically painful for policy makers in 

Athens, and in the meantime, there is no provision for 

transfers from Brussels/Frankfurt/Strassbourg. The 

European Parliament has limited constitutional “power of 

the purse.”

?



The 3-legged stool solution to save the Euro
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Two years ago we described a 
“three-legged stool” solution 

to save the Euro

1: Increase size of bailout
�Recapitalise banks
�Provide liquidity

2: Restructure Debts of insolvent 
entities

3: Ongoing convergence in 
periphery

Meanwhile: ECB provides liquidity

In the long run....
For illustrative purposes only.



China risk getting worse

p.11

-4

0

4

8

12

16

20

Jun 10 Dec 10 Jun 11 Dec 11 Jun 12

Y
o
Y
 %
 C
h
a
n
g
e

Inflation

CPI PPI CPI Food

20

21

22

23

24

25

26

27

Jun 10 Dec 10 Jun 11 Dec 11 Jun 12

%

China Fixed Assets Investment

China Fixed Assets Investment

49

51

53

55

57

Jun 10 Dec 10 Jun 11 Dec 11 Jun 12

P
M
I I
n
d
e
x

Chinese economic sentiment

China PMI

-40

-20

0

20

40

Jun 10 Dec 10 Jun 11 Dec 11 Jun 12

$
 B
n

China Imports & Exports Trade

China Imports & Exports Trade
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Consensus Economics GDP growth forecast
Weakening throughout this year, getting revised down for 2013
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Composite Valuation Indicator - World
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Navigating today’s markets
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Environment

› US trying to recover

› China trying not to collapse

› Europe trying not to implode

Solutions

Scenarios

› Continued Market Volatility

› Equity Markets – generally low returns

› Bond Yields – no immediate relief for liabilities

› Diversify

› Exploit opportunities when they present themselves



Important Information

This material is not intended for distribution to retail clients. This material does not constitute an offer or invitation to 

anyone in any jurisdiction to invest in any Russell product or use any Russell services where such offer or invitation is not 

lawful, or in which the person making such offer or invitation is not qualified to do so, nor has it been prepared in 

connection with any such offer or invitation.

Unless otherwise specified, Russell Investments is the source of all data. All information contained in this material is 

current at the time of issue and, to the best of our knowledge, accurate. Any opinion expressed is that of Russell 

Investments, is not a statement of fact, is subject to change and, unless it relates to a specified investment, does not 

constitute the regulated activity of "advising on investments" for the purposes of the Financial Services and Markets Act 

2000. The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get 

back the amount you originally invested.

Issued by Russell Investments Limited. Company No. 02086230.  Registered in England and Wales with registered office 

at: Rex House, 10 Regent Street, London SW1Y 4PE.  Telephone 020 7024 6000.  Authorised and regulated by the 

Financial Services Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS.
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