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As we survey the investment opportunities of 2012, we believe that markets are wrongly attributing 

the difficulties caused by excessive debts and are deleveraging to the equity markets where, exclud-

ing financials, there remain many very strong and well-positioned companies. Clearly, equity market 

volatility has dissuaded many investors from leaving money and bond markets behind and investing 

in equities again. However, RCM finds quality companies being valued at the same levels as weaker 

companies as well as attractive companies offering strong and sustainable dividends. Moreover, over 

the medium term, we expect a higher proportion of the equity return to be generated through the 

return of cash to shareholders and thus offer investors some measure of protection against delever-

aging, deflationary pressures and fears of inflation if central bankers resort to more quantitative eas-

ing.  

Banking Sector RCM sees further challenges ahead in the talismanic banking sector as financial regu-

lation standards tighten and political pressures return through the EU electoral cycle. The European 

Central Bank (ECB) has offered much assistance to the EU banking system with the 3-year LTRO as 

well as the Fed with unlimited US dollar swaps such that banks should be able to achieve an orderly 

deleveraging in order to meet Basel III restrictions—unfortunately, shareholders will receive few divi-

dends over this period. 

Gold is also seen as an effective hedge against the threat of monetisation of government debt as well 

as an attractive investment for emerging-country central banks, which own substantially less gold 

than do OECD banks. Within this theme, we find many global gold stocks to be attractive invest-

ments, having seen their share prices underperform gold itself. 

Europe Within Europe, we see many German companies as very attractive to domestic and interna-

tional investors, as they offer not only good and growing exposures to emerging markets but also a 

strong domestic franchise relative to other EU countries. Nevertheless, we expect a period of auster-

ity in the eurozone and the UK as credit and banking deleveraging lessen and inhibit corporate in-

vestment in 2012. The scale of the recession will be decided in 2012 by the eventual scope and 

timing of any ECB intervention as a lender of last resort after the completion of the new EU 

"enhanced fiscal compact", if achieved.  

Emerging Markets Possibly one of the most powerful transitions will occur in Beijing in the autumn 

where the regime shift will be one of the most profound for global growth prospects into 2013. We 

expect, however, that the rise of the BRIC consumers will continue to accelerate, which will promote 

both higher living and food standards and also demand for many Western consumer goods. 

Sector Themes We still expect to see gas and coal as beneficiaries from medium term global energy 

needs, boosted by the Japanese energy shift after the tsunami, which has closed much of the nu-

clear power industry. Excitingly, we are beginning to expect a rising production profile of new drugs 

from pharma as well as further technology transitions as smart mobility and cloud services emerge. 

We also expect to see, post Kyoto/Durban negotiations, dramatic changes in the price of carbon and 

the consequent investment incentives for utility companies, which may, in fact, store up energy con-

straints for many economies in the future. 

We also expect 2012 to be an exciting sporting year with the European Football Championships in 

Poland and Ukraine and the London Olympics. Enjoy! 

Global View Neil Dwane, RCM Europe Chief Investment Officer 

Crystal Maze Perspectives from RCM's European Equity Investors 
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Whether there is cause for optimism following the Durban Climate Change Conference is a matter of 

opinion. Some have labelled it a “significant step forward”, whilst others have called it an 

“unmitigated disaster”. According to mainstream projections, the emission pledges that countries 

have made so far will by the end of the century take humanity to a world 4ºC warmer on average than 

in preindustrial times. So what has been agreed at Durban, and is it too little too late? 

For the first time, world governments have agreed to start work on a new climate deal that would 

have full legal force and, importantly, require both developed and developing nations (including 

previously resistant India, China and the US) to cut their carbon emissions. Negotiations will start in 

2012 and continue through to 2015, with the treaty coming into force in 2020. The 1997 Kyoto 

Protocol, which is due to expire in 2012, is the world’s only treaty requiring cuts in global greenhouse 

gas emissions, but cuts apply only to developed countries, and the US was never part of it. Only the 

EU, among major developed counties, has agreed to a continuation of carbon cuts post-2012, with 

Japan, Russia and Canada all dropping out. Accords were struck in 2009 and 2010 at Copenhagen 

and Cancun, respectively, by which most countries and all of the biggest economies set out national 

targets on emission curbs up to 2020. These, however, were voluntary, not legally binding. An 

international treaty is far more difficult to wriggle out of than commitments at the national level. 

Although not impossible to renege on, international treaties give an additional level of security, which 

is important for investors looking to put money into greening the economy. Worryingly, however, 

global carbon emissions have continued to rise, and every year of delay reduces our chance to keep 

global temperature rises to less than 2ºC—the level beyond which scientists say climate change be-

comes catastrophic and irreversible. 

A lot can go wrong in the 2012–2015 negotiation period. It has taken global leaders 20 years to get 

to this stage, highlighting the delicate nature of the process as powerful national and vested interests 

continue to be at play. The most challenging aspect will be deciding on how fast and hard emission 

cuts should be among developing and developed nations. Equally, figuring out where the funds for 

the US$100 billion a year Green Climate Fund will come from, and how they will be spent, will be an 

additional challenge, given that the funders—primarily developed countries—are themselves in 

financial strife. It will be important to ensure that the money is spent wisely on mitigation and 

adaptation technologies, which can make a real difference to developing carbon reductions that are 

commercially viable and begin moving the world to a greener economy. 

Leaders of developing nations that have been resisting action and commitment to reductions must 

recognise that they cannot afford to take a short-term view nor argue that protecting economic growth 

is their priority. When some “developing” countries have higher per capita emissions than developed 

countries, it becomes apparent that any sensible route to the global target of limiting temperature 

rise to 2ºC has to involve cuts from the rapidly developing big emitters—maybe not right now, but in 

the not too distant future. In fact, developing countries have the most to lose, since they are the most 

vulnerable to climate changes, with India being near the top of the list, yet, paradoxically, it has 

remained the most resistant to carbon cuts, until now. Leaders of developed countries must remain 

committed and steadfast in their carbon reduction commitments. At Durban, the EU demonstrated 

just that by being the only one among major developed countries to commit to the continuation of the 

Kyoto Protocol commitments post-2013.  

Global leaders have a responsibility to citizens today as well as future generations not to sleepwalk us 

into a global climate crisis—we have only one Earth, so let us ensure that we do not leave our 

children coping with the mistakes we make today. 

Viewpoint Bozena Jankowska, RCM Global Head of Sustainability Research 

It’s Getting Hot in Here: Durban Climate Change Conference 
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Perspective on Europe Stefan Hofrichter, Head of RCM Global Economics & Strategy Group  

Outlook on Europe 

We expect the eurozone to enter recession, while the global economy has a good chance to avoid 

economic contraction, albeit only just. We are pessimistic on eurozone growth due to the negative 

spillovers to the real economy from the current stress in the financial system as well as tight fiscal 

policy. We also believe the UK economy will be negatively affected by the developments on the Conti-

nent because of its close trade and financial links. 

Going forward, the outlook for the European Monetary Unit (EMU) very much depends less on how 

the capital markets perceive the outlook of the EMU debt crisis, which has already morphed into a 

fundamental lack of trust in the financial architecture of the Eurozone. We are of the opinion that the 

decisions taken on 9 December are going in the right direction. The plan to introduce semi-automatic 

sanctions for countries with excessive debts, put strict deficit rules into national constitutions and 

the intention to work further on reducing economic imbalances (e.g., via introducing structural re-

forms in the EMU periphery) are preconditions to soothe capital markets structurally. However, 

doubts remain if this is sufficient, in particular against the backdrop of a quickly deteriorating growth 

outlook for the region. While the ECB is providing ample liquidity to the banking sector via unconven-

tional measures, including a newly established three-year repo operation with full allotment, EMU 

sovereign bond market spreads remain wide. We would not be surprised if the ECB increased its 

purchase of sovereign bonds at some point in time. This would, most likely, trigger a major tightening 

in EMU sovereign bond spreads as well as a rise in equity prices. 
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Sound Bites from Research Gunnar Miller, RCM Global Co-Head of Research 

Dividend-based Valuation  

While the cornerstone of our valuation work is intrinsic valuation (notably HOLT CFROI), old standbys, 

such as P/E, P/B, P/S and EV/EBITDA, are still part of our toolkit. As the financial crisis grinds on, 

eyes are also turning back toward dividend-based valuation techniques, such as the dividend 

discount model (DDM), which evaluates stocks based on the NPV of future dividends, often employ-

ing a Gordon growth and/or multistage model. 

Fama & French and others familiar from the CFA curriculum noted that absolute dividends exhibit 

much less variability than dividend yields, which might make them a more appropriate basis for 

valuation in volatile markets. JPMorgan created and back-tested a long/short portfolio showing that 

dividend stability may not be as good as dividend yield but is a much more consistent source of infor-

mation on future stock price performance. Citibank found that considering “dividend growth at a rea-

sonable price” (DGARP) can tilt portfolio construction toward higher-quality companies with superior 

cash flow and capital management. Finally, Deutsche Bank postulates that European dividend-paying 

stocks are the place to be in both bear and (counterintuitively) bull markets; they also show that divi-

dend payout has a positive and significant relationship with future earnings growth. 

While tax considerations and a trend toward corporate cash hoarding reduced the application of the 

DDM in recent decades, lest we forget that dividends have contributed most of the total return of 

major equity indices throughout history. Plus ça change, plus c'est la même chose. 
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About RCM  
This presentation is being distributed by the following investment advisory firms:  

RCM Capital Management LLC, an investment adviser registered with the U.S. 

Securities and Exchange Commission; Allianz Global Investors Europe GmbH, a 

licensed provider of financial services (Finanzdienstleistungsinstitut) in Germany, 

subject to the supervision of the German Bundesanstalt für Finanzdienstleistung-

saufsicht (BaFin) and an investment adviser registered with the U.S. Securities 

and Exchange Commission; RCM (UK) Ltd., which is authorized and regulated by 

the Financial Services Authority in the UK; RCM Asia Pacific Ltd., licensed by the 

Hong Kong Securities and Futures Commission; RCM Capital Management Pty 

Limited, licensed by the Australian Securities and Investments Commission; and 

RCM Japan Co., Ltd., registered in Japan as a Financial Instruments Dealer.  

This presentation constitutes advertising as defined in section 31(2) of the Ger-

man Securities Trading Act.  

Past performance is no guarantee of future results. Investments in securities 

markets are subject to certain risks. Securities will fluctuate in value and may be 

worth more or less than the original cost when sold.  

This document contains the current opinions of the authors, and such opinions 

are subject to change without notice. Statements concerning financial market 

trends are based on current market conditions, which will fluctuate. Forecasts are 

inherently limited and should not be relied upon as an indicator of future results. 

This document has been distributed for informational purposes only, does not 

constitute investment advice and is not a recommendation or offer of any particu-

lar security, strategy or investment product. Information contained herein has 

been obtained from sources believed to be reliable, but we cannot guarantee that 

the information is accurate, current or complete.  

No part of this material may be reproduced in any form, or referred to in any other 

publication, without express written permission.  
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GrassrootsSM Research Andreas Bartels, RCM European GrassrootsSM Research and Telemedia Analyst  

Advertising Trends in Europe and the US 

On a semiannual basis, GrassrootsSM Research surveys major advertising agencies in Europe and the 

US to check on the current advertising market and the outlook among their advertisers. According to 

the most recent studies, media agencies had a difficult time providing a detailed outlook for 2012 

due to macro uncertainties. An agency director in France explained, “Spending started out up at the 

beginning of the year, but the trend reversed this summer. Advertisers are not optimistic. The euro-

zone is under a lot of pressure with the debt crisis.” In Spain, an agency director explained, “There is 

a loss of confidence in the market due to the economic forecast and the financial uncertainty, which 

causes budgets to be stripped to their most essential levels.” For many in the US, 2012 is going to be 

a “wait-and-see year”. Uncertainty about the economy may have a negative impact on advertising 

spending, while the Olympics and elections should have a positive influence. Meanwhile, the shift 

away from print to online advertising continues to grow, particularly with social networking, although 

some advertisers are still exploring how best to use digital media.  
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