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One of the most fascinating things about
markets is how the relationship between
different asset classes can vary over time.

One of the most fascinating things about markets is how the relationship between different asset classes can vary over time. Does the
steep fall in the long dated bond yields mean the Federal Reserve is going to remain accommodative for much longer than expected, which
is bullish for emerging markets, or does it mean that global growth is slowing which is bearish for emerging markets?
As there are two possible interpretations, the market often initially interprets lower bonds yields as bullish, before changing its mind and
crashing equities lower. A recent example was the Russian market which massively outperformed world markets in early 2008, before
crashing lower in the second half of the year.

In my view this also occurred in 1997, when lower US bond yields drove a rally in Hong Kong shares before the property market crashed.
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The above graph shows even more clearly that declining bond yields in 1995 and early 1997 were associated with rallies in the Hang Seng
Index. As Hong Kong ran a fixed exchange rate with the US, lower bond yields were associated with looser monetary policy and was bullish
for the property sector, which was the main driver of the economy.
Recent falls in US bond yields have again led to a substantial rally in emerging markets. This in my mind has created a similar pattern to
how markets behaved in 1997.

However despite the move in US bond yields we have not seen any change in the Hibor/Libor relationship that I detailed in my note –
Hong Kong Property.

I produce below a magnified version for recent moves.

This seems to me that markets have interpreted lower bond yields as a good reason to buy cyclical assets, just when yields are signalling
that an Asian led growth slowdown is coming. For investors with the ability to short, the risk reward of shorting Hong Kong Property
looks good to me.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated by the
Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for professional clients and eligible
counterparties only and is not intended for retail client use. It is not intended for distribution to any country where such distribution or use
would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or related
services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been obtained from
sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time of publication and may
change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be relied upon in making an investment
decision. No recommendation is made positive or otherwise regarding individual securities mentioned herein. Past performance is not indicative
of future performance. The price of investments can go up as well as down and can be affected by changes in the rates of exchange. The
information contained in this document is strictly confidential and is intended only for the use of the person who has been provided the Market
View by the Firm. No part of this Market View may be divulged to any person, distributed, resold and or reproduced without the prior written
permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no representation as
to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in formulating such “forward looking”
information may differ materially from actual events or conditions.
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