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Kim Wallace 



Overview 
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• US election:  Uncertainties add to global governance concerns, a condition 

unlikely to abate before 4Q16 

– Campaigns rarely are strict guides to a president-elect’s actual policy agenda 

– We continue to expect a divided government outcome; the next more likely 

scenario involves a divided GOP government 

• US economic and corporate fundamentals:  Sound enough to preclude further 

2016 fiscal or monetary accommodation 

• Fiscal policy:  Balance of power next year matters, but not as much as the 

baseline, global economic fragilities, and a restless electorate 

• Europe:  Challenges preventing elected officials from enacting pro-investment 

and growth policies weaken ECB’s liquidity programs – and the Union 

• Geopolitics:  Risks in Asia (including Russia) and the Middle East are long-run 

tests but manageable in the near term; UK referendum global implications 

long-lived 



Fiscal:  Let’s lay it out 

4 Source: CBO 



Fiscal:  The cost of living 

5 Source: CBO 



Fiscal:  Focus features 
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• Tax Reform 

• Tax Expenditures 

• Entitlement Reform 

• Discretionary Spending 

• Related (Fed, Trade, FNMA/FMCC) 

• Market signals most effective in forcing deficit reduction during 
periods of stress 

 



Tax:  Expat tax experts 

7 Source: Bloomberg 



Europe:  V-shaped recovery 

8 Source: ECB 



Europe:  Lever Leviathan? 

9 Source: Eurostat 



Europe:  Phone home 

10 Source: Bloomberg, IMF, company reports, RenMac 



Europe:  Decay at home, decline abroad 

11 Source: Bruegel 

Market Share of Investment Banks in EMEA 

  
2007 2008 2009 2010 2011 2012 2013 2014 2015 

US 38.5 38.9 39.7 36.3 34.7 38.7 40.2 41.2 44.6 

European 49.8 49.2 50.0 50.8 53.7 50.1 50.5 49.6 46.0 

Swiss 9.7 9.8 10.1 11.7 10.0 9.2 7.6 7.8 7.8 

Japan 2.1 2.1 0.2 1.1 1.6 1.9 1.8 1.5 1.5 



Financials:  Casting a shadow 

12 Source: Financial Stability Board, RenMac 

 



M&A:  America’s bouncer 

13 Source: Treasury Department 



Campaign 2016:  Brand-o-meter 

14 Source: NBC News / Wall Street Journal poll 



Geopolitics:  Pressure points 

15 Source: IFES, RenMac 

  Country Election Type Date  

2016 United Kingdom Referendum June 23 

Spain General June 26 

Australia General July 2 

Japan Upper house July 10 

Russia Duma September 18 

United States (come on) November 8 

2017 Hong Kong Chief Executive March 26 

France Presidential April 23, May 7 

Iran Presidential June 

France Legislative June 

India Presidential Before July 25 

Germany Federal, Chancellor Between August and October 

South Korea Presidential December 20 



Economics 

Neil Dutta 



Jobs: Weak breadth with low firing rate 

17 Source: Renaissance Macro Research, Bureau of Labor Statistics, Haver Analytics 

 

Breadth of payroll growth has worsened 
(percent of states with MoM NFP decline) 

 

Firings remain low 
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Consumption: Solid growth 

18 Source: Bureau of Economic Analysis, Bureau of Labor Statistics, Haver Analytics 

Income growth a bit faster than spending 
(year-over-year % change) 

What if credit cards are tapped? 
(percent) 
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Housing: Fewer constraints 

19 
Pending and new home sales indexed to 100 at 2001 
Source: Renaissance Macro Research, Haver Analytics 

 

Housing no longer shunned as an asset class 

 

Lending standards easing 
(Net % of banks tightening mortgage standards) 
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Business: Soft investment 

20 Source: Renaissance Macro Research, Federal Reserve Board, Bureau of Economic Analysis 

 

Four periods for investment during recovery 
(% change SAAR, contribution to growth) 

 

Lending standards on C&I loans tighten 
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Trade: Soft momentum, less drag 

21 Source: Renaissance Macro Research, Haver Analytics 

Early signs of a rebound? 

 

Fading USD strength helps 
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Inflation: Sticky prices 

22 Source: Renaissance Macro Research, Bureau of Labor Statistics 

 

Services sector inflation picks up 
(year-over-year % change) 

 

Limited commodity pass through 
(year-over-year % change) 
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Inflation: Labor power matters 

23 Source: Renaissance Macro Research, Bureau of Labor Statistics, Renaissance Macro Research 

 

Wage clock still keeps time Compensation = inflation + productivity 
(% change, year-over-year) 
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Inflation: Dollar impact fading? 

24 Source: Renaissance Macro Research, Haver Analytics, Bureau of Labor Statistics 

 

Dollar leads import prices 
(three-month % change, SAAR) 

Consumer import prices lead core PCE 
(% change, year-over-year) 
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Inflation: Focus on expectations 

25 Source: Renaissance Macro Research, Bureau of Labor Statistics, University of Michigan 

 

Expectations and actual inflation matter most 
Core PCE (contribution to growth) 

 

Unusual drop in expectations 

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

10 11 12 13 14 15 16

LT PCE exp Core PCE t-1 Core PCE t-2 Slack Relative price of core imports Error

-30%

-20%

-10%

0%

10%

20%

30%

2.2

2.4

2.6

2.8

3.0

3.2

3.4

96 98 00 02 04 06 08 10 12 14 16

UofM Long Run Inflation Expectations (LHS)

CPI: Food & Energy (6-month % SAAR, RHS)



Fed: Navigating neutral 

26 Source: Renaissance Macro Research, Haver Analytics 

 

Run the economy hot, boost productivity? 

 

Labor force growth has picked up. Will it last? 
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Metals & Mining 

Pete Ward 



Commodities Summary 
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Equity Recommendations Summary 
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Recommendation Current Price 1-Year Target Major exposures Justification for Recommendation

Alcoa Equal Weight $9.76 $10.00
Alumina, Aluminum, Downstream 

Autos, Downstream Aerospace

Valuation is expensive even with downstream exposure.  We 

see little upside for aluminum prices.  And, expectations for 

dramatically improved downstream earnings have yet to 

materialize.  But, enthusiasm for the pending split remains 

high.  We'd consider shorting above $10.

Barrick Gold Underweight $19.76 $17.00 Gold

Very expensive valuation.  If we remove Pascua and Cerro 

Casale from P&P reserves, the company only has a decade.  

In our opinion, a substantial increase in the gold price is 

already discounted.  We find attraction in a pair trade that is 

long gold and short major gold mining stocks.

BHP Billiton Equal weight 852p 900p Iron Ore, Oil, Copper

Reasonably valued.  We like the commodity exposures long 

term.  And, the company's low cost position and strong 

balance sheet should limit downside.  We could move 

toward OW at a slightly lower valuation or with more clarity 

around potential Samarco liability.

Freeport-McMoRan Overweight $11.55 $16.00 Copper, Oil

We like the assets and commodity exposure long term.  We 

believe political risk concerns are overdone.  But, copper 

price upside is likely several quarters away.  And, winning 

back investor trust will take time.  Risks are high but we like 

the risk/reward balance.

Goldcorp Underweight $17.77 $15.00 Gold

Now that growth has turned negative, Goldcorp's historical 

growth multiple needs to compress.  With just a decade of 

reserves, we believe GG will have to spend enormously to 

replace depletion.  FCF will be minimal.  We like a pair trade 

to be long gold and short major gold miners.

Newmont Mining Equal weight $35.33 $34.00 Gold

Equal weight rating leaning UW.  We shy away from UW for 

now simply because 2016/2017 results will likely be decent.  

But, they are unsustainable.  We likely move toward UW at 

a higher stock price and/or as the market begins to focus on 

2018 results.  In our experience, it remains early for that.

Rio Tinto Overweight 2041p 2300p Iron Ore, Copper, Aluminum

The company has stubbornly focused on only the lowest 

cost assets which looks brilliant in the current environment.  

Stock is not terribly inexpensive.  But, we believe it still 

discounts an overly bearish outlook for the commodities.  

We see modest upside with limited risk.



Technical & Strategy 

Jeff deGraaf 



We believe 10s go to 1.25% 

31 



Relative performance of defensives 
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When the late stage sectors in are 
working in aggregate, it tends to 
be a bearish conditional factor for 
stocks. 



SPX income attractive vs. 10yr Yield 
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This is an inconsistent valuation tool, 
but we do believe it’s helping drive the 
defensive trade, and suggests there’s 
room to go. 



Trends favor defensive names 
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Nothing extreme/follow trend 
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Staples not extreme 
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Utilities not yet vulnerable 
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Massive base in AT&T 
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Phillip Morris huge bullish base 
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SPX excess returns elevated 
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This suggests active management a 
better alternative than passive, and 
forward returns for the index are likely 
to be muted. 



RSERM: From one extreme to the other 
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Unlike large cap, excess returns (or 
lack there of) suggest relative 
opportunity 



Gold is one of the best charts 
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We are buyers of weakness, 
particularly in response to the 
U.K. remaining in the E.U. 

BASE 



Gold speculators massively long 
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It tends to be BULLISH 

44 



Crude speculators bearish 
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Emerging markets top trend model 
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RenMac 2016 Outlook Call 

47 For a copy of the slides please email: Sales@RenMac.com 

Thank you for joining us! 
If  you are using Webex, please complete a brief  

survey upon exiting the program  
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