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• Money supply still strong

• Money markets and investors have lots of cashCash

Monetary conditions

Market sentiment

Earnings growth

Absolute valuation
• Risk premium still interesting given low rates 

• Valuations back to long term multiples if we exclude the internet 
bubble period  

• No rise in short rates before H2 2010

• Yield curve expected to flatten; interbank liquidity starting to revive 
but credit slow to recover  

• Earnings expected to grow by more than 20%

• Profitability still very high

• Optimism back but many question marks on the end to economic 
stimulus

�����������������
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RECENT VIX TREND
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Earnings rises/falls*

In Europe, earnings upgrades are now 
much more frequent than downgrades

*N°Earnings 
upgrades/downgrades each month
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Nb Sectors with EPS Revision 1M >0

Analysts revising entire board for the first 
time in 2 years

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION



11

 	��
����!���!���!	
����
��	

�������������������������
����������	���������
���� 
�
������������

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION



12

 	��
����!���!���!	
��"����

���
���
�����������
�����������
����������
�������
 ������
���	
�����

Total Japanese exports
Confidence index (lhs)
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Japanese exports to China

Machine orders –domestic demand

Private consumption (rhs)
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ECONOMIC OUTLOOK

Secular key trend: emerging markets now playing a c entral role in the global economy  

The trend towards an increasing emerging country contribution to global GDP was unimpaired by the 
crisis. According to Morgan Stanley, emerging markets in 2010 should represent 36% of global GDP 
compared to only 21% in 1999. 

In developed countries, the active population should decline by 100m people by 2050 vs. an increase of 
1bn in emerging markets.  
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Beware a possible correction when investors start expecting central banks to raise rates (as in 2004)  
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� Confidence to make acquisitions

� Need to make acquisitions (focus on external growth with internal growth so weak)

� Capacity to make acquisitions (cheap credit vs. free cash flow yield; see graph)
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� Still positive over the medium term, but undervaluation has been corrected and earnings expectations 
are already high: sell into excessive optimism and buy on weakness generated by disappointments and 
interest rate worries.  

� Geographical choices 

• Still strategically positive on Asia ex Japan (China)

• We prefer Europe to the US in developed countries

• A tactical bet –for more diversification- on Japan 

� We generally prefer stocks with good visibility and a superior yield as the traditional hierarchy should 
gradually return. 

� We are also positive on the M&A theme which should strengthen in coming months.
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� Not worried about central bank moves: stability in first half, initial rate hikes in major countries in 
second half  

� Vigilance over current government bond yields

� Hold credit for the yield. Still positive on convertibles

� Still positive on equities, but reduced upside potential

Preference for Asia (China) and Europe

Preference for defensive stocks and restructuring plays. 

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION
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0% 50%

LCF Patrimoine Flexible

� Seeks positive performance over the recommended investment horizon

� A conservatively managed growth fund 

� Invests in the best opportunities across all asset classes: fixed interest, convertible bonds, 
commodities…

� Strategies with asymmetrical risk/return profiles

Equity market exposure

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION
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� Overall equity exposure increased by close to 10% end 
October and 5% in November, profit taking at year end  
� 30% end December

� Preference for Europe vs US

� Bought 2% in Japan in November then took profits

� Reinforced Asia and China on weakness

,	
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� Commodities reinforced on weakness

� Continued fresh exposure to dollar up to 4% at 1.5 vs. euro then
profit taking� 2.4% end December

� Negative sensitivity: up to - 2% mid-December� -1.5% end 
December

� Reinforced credit � 33% and convertibles � 13%

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION

Sept. 30 Dec 30

Equity Allocation 20.5% 29.5%
EUROPE 6.2% 15.0%

US -3.3%

JAPAN 2.0% 1.4%

Emerging countries 2.1% 4.2%

World 10.2% 12.2%

Fixed interest allocation
Overall interest rate sensivity -1.1% -1.5%

Credit weighting 29.0% 33.2%

Convertible bond weighting 11.0% 13.1%

Equity themes
Yield 6.1% 6.3%

M&A 3.5% 3.8%

Healthcare 3.0% 3.5%

Environment 2.9% 3.0%

Commodities 0.3% 1.5%

Infrastructure 3.1% 3.4%

Currencies
USD exposure 2.0% 2.4%
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50% 100%

LCF Monde Flexible

� Benefiting from rising international equity markets while reducing exposure if the 
situation deteriorates. A flexible fund that uses futures to help preserve alpha generated 
by the fund managers

� Allocation strategies applied to various asset classes, geographical zones and 
investment themes, decisions on underlyings and active use of derivatives.

Equity market exposure

*)+�%���	�+�	-���	
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Tactical variation in equity exposure

Equity exposure raised to 95% beginning of July; reduced to 76% end August ; 
raised to 95% end October

Main convictions and application: 

1. Equities: best risk/return profile at beginning of 2010: 95% exposure

2. Emerging markets, particularly Asia: best growth rates and fundamentals, 
20% 

3. Developed countries: lagging yield and high visibility stocks, 36%

4. Situation ripe to initiate tie-ups and create synergies, 9%

5. Bond market is dear: negative sensitivity to interest rate at -2,6

6. Convertible bonds: still good value, 5%

7. Japan, a tactical opportunity, 10.5% (via futures)

8. Commodities and Environment as basic portfolio themes: 6%

9. Tactical re-exposure to USD: 10%

Equity allocation 95%

Fixed income allocation

Themes

Currencies
USD exposure 10%

EUROPE 37.0%
USA 27.5%
JAPAN 10.5%

EMERGING MARKETS 20 %
Asia 14%
Brazil 3%

Overall interest rate sensitivity -2.6%

Convertible bond weighting 5%

Alternative
Volatility 0.63%

Commodities 3%

Equity Yield funds 36%
M&A 9%
Healthcare 4.5%
Environment 3%
Infrastructure 2%

Diversification

,	
��
���!	����5��6�.07�3�
�%()' #�
��������!���!�

	�!���6��0.3�

EDMOND DE ROTHSCHILD ASSET MANAGEMENT | ASSET ALLOCATION



28

;�
!����	

���9��

Equity risk: 

� Asset prices can move on investor anticipations and entail a risk for share prices.

� The funds’ performance will depend on the companies selected by the asset management company.

� As the funds do not have any guarantee or protection, the capital initially invested might not be restituted in full.. 
� The free float on small and mid cap stocks is reduced; market moves are consequently more pronounced and faster than 

with large cap stocks. 
� Operating conditions and supervisory standards on emerging markets may differ from those on major international stock 

markets, so price moves may sometimes be faster and larger (Saint-Honoré Chine, Selective Recovery, Saint-Honoré
Brésil, Commosphere, Goldsphere). 

Exchange rate risk: 
� Fluctuations on currency markets may entail changes in the fund’s net asset value which might have a negative impact on 

the fund’s performance.

Interest rate risk:
� Limited to debt securities and money market instruments that may represent part of the funds’ assets.

Credit risk

� The funds may also represent credit risk if an issuer of bonds or money market instruments cannot honour his 
commitments.

Details on the principal risk associated with funds mentioned in this document can be found in the funds’ full prospectuses which are available on request from  Edmond de Rothschild Asset 
Management or at www.edram.fr. Edmond de Rothschild Asset Management is listed in the French Commercial and Company Register under n°332,652,536 R.C.S. Pa ris
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Past performance is not a reliable indication of future returns and is not constant over time.

Disclaimer: The data, comments and analysis in this bulletin reflect the opinion of the Edmond de Rothschild Group and its 
affiliates with respect to the markets and their trends, regulation and tax issues, on the basis of its own expertise, economic 
analysis and information currently known to it.  However, they shall not under any circumstances be construed as comprising any 
sort of undertaking or guarantee whatsoever on the part of the Edmond de  Rothschild Group or its affiliates. All potential 
investors should consult their service provider or advisor and exercise their own judgement on the risks inherent to each 
investment and its suitability to their own personal and financial circumstances. Edmond de Rothschild Asset Management is 
listed in the French Commercial and Company Register under n°332 652 536 R.C.S. Paris 

The subscription to, or acquisition of, shares in these UCITS either directly or through any third party, is reserved to investors 
listed in article 413-2 in the General Regulations of the French Financial Market Authority (AMF). When subscribing for the first 
time to one of these UCITS, investors must state in writing that they have been duly forewarned. The aforementioned UCITS are 
exclusively designed to be sold to people residing in France. This document may not be construed as an offer to buy, sell or 
promote shares in the aforementioned funds in a jurisdiction other than France. None of the products and/or services may be 
offered to any persons if the law of their home country or any other country that might concern them or the product or the service 
so forbids. For example, the products and services are not available for sale in the United States or in any of its territories or 
possessions.  Nor may they be distributed to US corporate bodies or physical persons or to US citizens or British citizens. The 
Edmond de Rothschild Group and its affiliates accordingly advise any interested persons to ensure that they are legally 
authorised to subscribe to the aforementioned products and/or services prior to any investment.
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