
RSMF’s 2018 Outlook 

A look back on 2017 included a dynamic global economic environment most notably 

consisting of low interest rates, falling oil prices, strong GDP (and affiliated indicators), and 

lackluster domestic inflation. What this created was a “perfect storm” environment for 

corporations which had the ability to cheaply raise capital while simultaneously keeping labor 

costs low. The strong earnings reports in 2017 yielded increased dividend payouts, equity value 

appreciation, and increased investor optimism. All of the latter has pushed equity valuations into 

a questionable valuation range domestically and abroad. Additionally, the debt market saw some 

of the tightest credit spreads since pre-2008 as investors hungry for yield purchased what seemed 

like anything and everything with regards to any new issuances within the global debt market. 

Moreover, as companies expanded globally and issued supplementary debt and equity 

domestically and abroad, global security correlations increased, diminishing many of the benefits 

to international investing. As a U.S. long only equity fund, the Rutgers Student Managed Fund 

(RSMF) seeks value in the U.S. stock market. However, prospective investments in these 

companies include exposure to the firm’s performance globally, as again, most of the large 

companies which issued U.S. equity have businesses across the globe. With equity valuations as 

rich as they are, the question that remains is if there are still attractive opportunities to find this 

deep value in the U.S. equity market. The following analysis is the fund’s view of the global 

economy and our outlook on individual sectors through 2018. 

 

General Economic Outlook 

Overall, the U.S. economy has been doing well. GDP has been growing around 2-3%, 

there has been a stable rate of job creation, and the unemployment rate has dropped to 4.1%. 

Additionally, a record number of workers are entering the work force, eliminating the “slack” 

that was said by Fed Chair Yellen to blame for the lackluster wage inflation in 2017. As the 

economy nears its full potential, we lack any indicator of a recession, but we are pricing in a 

slowdown in the U.S. economy. Without more talent in our labor market left on the marketplace, 

it is hard to envision a scenario where companies will find talent without soon driving up wage 

inflation, thus we are expecting an environment less attractive for company earnings in 2018. 

Furthermore, as the yield curve in the U.S. flattens, it is apparent that investors also see our 



economy at full potential as a slowdown seems imminent. Our forecast for 2018 includes a 

prediction for continued slow but steady economic growth in the 2-2.5% range. We further don’t 

see any significant correction in the stock market necessary as the current S&P 500 P/E ratio is 

in-line with historical P/E. European stocks seem to provide a more attractive valuation than U.S. 

stocks right now making the region a possible opportunity for value investing. Lastly, in a flat 

yield curve environment, growth stocks may be poised to outperform due to a heightened ability 

to issue equity to fund expansion. Though this has historically been the case in this environment, 

the fund will look for opportunities where there is as healthy mixture of growth and value.  

 

Energy 

Oil 

In 2017, Russia and OPEC agreed to production cuts as they aimed to return stockpiles to 

the    5-year average, though the race to IPO state oil companies, led by the IPO announcement 

of Aramco (the oil company of the Saudi Arabia) could reduce OPEC’s ability to enforce these 

production cuts in 2018. Analysts moreover expect a 1.4% increase in global demand for oil 

projected through 2018 due to global expansion and infrastructure sourcing mainly from China 

and other emerging economies. Shale oil, being the cheapest form of oil to drill for and refine 

should cap oil prices at $70 per barrel moving forward. Due to production cuts, overall prices of 

oil are expected to continue to increase in the near term, and because of the substantial concerns 

in the long term, we see the oil sector as an attractive investment for the one-year time horizon.  

Natural Gas 

New discovery of natural gas reserves in West Texas is to greatly increase supply of 

natural gas, but an increased demand is also expected due to the strong demand for natural gas in 

China. This growth in consumption of natural gas is amplified though an easing of transport in 

LNG/CNG and significant investment in the natural gas transportation space. This increased 

spending in transportation is received by investors as a strong signal for increased natural gas 

consumption in the coming quarters. With regards to specific investment opportunities in the 

natural gas space, Exxon Mobil and SinoPec have the largest natural gas exposure of the major 

players in the space and the fund is further looking to expand our investments to include 



companies as such. Additionally, even if natural gas prices fall, surging volumes of natural gas 

should make downstream and midstream players attractive value plays.  

Coal 

Coal, still used for 30% of U.S. electricity, has been on a decline due to competition from 

natural gas. As investments in the natural gas transportation space have increased, we are seeing 

less room for the use of the dirty energy source in our society. Our current political 

administration in the U.S. has pushed for increased coal consumption and mining, driving the 

price of coal up from its former lows and creating an attractive short opportunity in the space. 

Renewables 

Industry players are dependent on Purchase Power Agreements to finance and profit from 

investments, and with rich valuations and investor optimism in the renewable space, these 

players are seeing favorable agreement terms allowing for significant and attractive financing in 

the space. As more R&D is done within this space, there are continued reductions in renewable 

energy costs, and as this continues, there should be an increase in demand over the long-term. In 

the short term however, headwinds exist due to potential loss of tax credits for renewable energy. 

On a cost basis, wind and utility-scale solar energy is poised to best benefit as both are 

significantly cheaper than natural gas. Moreover, demand for electricity should be buoyed by 

technological advancements and changes (i.e. data centers, IoT, etc.). The fund is positive on 

renewables and projected growth for the sector in 2018. 

 

Metals and Mining 

The fund focused its research efforts on copper and lithium as both metals are under the 

microscope of many investors right now as the metals trade at all-time highs due to the strong 

demand for them in the use of infrastructure spending, particularly in China. The fund is 

particularly bearish on lithium as we expect prices to fall as more production facilities come 

online. This increased amount of production facilities will drive the current profit margins of 

~33% down, decreasing the bottom line for players in the space.  

With regards to copper, the price of the metal is expected to decrease as the strong demand from 

China should decrease as the nation matures and its current GDP levels level off. The current 



P/E’s in both the lithium and copper industries is likely too high, especially in light of potential 

future price and margin reductions. Due to the uncertainty regarding the future of both metals 

and a strong standpoint on the growth of the Chinese and world economy going forward, the 

fund has a HOLD rating on both lithium and copper.  

 

Technology 

The technology rally of 2016 and 2017 created rich valuations for the sector as analysts 

expect immense growth in the space. What we see at the Student Managed Fund as a main driver 

of revenues for the sector is demand for mobile computing, analytics, and healthcare technology. 

Additionally, any more appreciation in this sector would have to stem from aggressive growth in 

machine learning, blockchain, internet of things, robotics, and VR/AR. Being that analysts are 

already extremely bullish on the former and consensus is that this sector will drive growth 

moving forward, the Student Managed Fund has a HOLD rating on the tech sector as valuations 

are too rich to justify a deep value investment.  

 

Consumer Products 

Through lackluster performance in 2017 and under appreciated growth prospects for 

specific niches in the consumer products sector, we see opportunity and deep value here as we 

continue to seek potential investments in the space. An overall strong economic environment 

coupled with record high consumer confidence numbers provide a compelling reason to be 

optimistic on the sector. Specifically, we have seen an increase in the prevalence of subscription-

based business models in consumer product companies which has been a strong driver of in store 

and online sales. Moreover, as companies seek to focus on women and a growing US Hispanic 

population, we can see a substantial increase in revenues for the companies that properly tap into 

this market. Lastly, as a general trend in the food business, we are increasingly seeing health 

foods gain popularity in developed countries as sweets and other “less healthy” foods are 

continuing to sell successfully in the developing world.  

 

 



Consumer Retail 

Consumer Retail, which we like to differentiate from consumer products due to the 

different multiples that the more niche market trades in, provides some attractive investments 

moving forward into 2018. Although the industry has been underperforming, the strong 

consumer retail selloff has provided opportunities to invest in some of the more profitable 

players in the space with strong growth prospects. We believe that increases in consumer 

confidence and disposable income due to strong economic environment to drive growth in the 

short term. With regards to long term trends and E-Retail, we see opportunity and challenge in 

the sector. Companies which are successful in the omnichannel space will be able to drive sales 

and compete successfully with E-Retailers such as AMZN and BABA. Additionally, companies 

that are able to successfully work in the omnichannel space will be able to drive online sales and 

will subsequently benefit from resulting logistical improvements. The Student Managed Fund 

has a BUY rating on discount stores, online-only companies, and variety/specialty stores. We 

additionally hold a SELL rating on “middle of the line” stores that lack specialty or discount 

appeal as they will be unable to compete effectively against online retailers.  

 

Healthcare 

Sales volumes in the space are expected to benefit from an aging population and an 

increased focus on chronic disease treatment. Investors in the space do have to be weary of 

pricing pressures from payers which are likely to dent revenues. We are additionally seeing 

significant M&A activity in the space, most recently including the CVS-Aetna deal 

(consolidation of an insurer and PBM) and United Healthcare-DaVita (buyout of a doctor group 

by a health insurer in an effort by UNH to expand into the business of care administration). The 

general trend that we are seeing is for health insurers to get involved in primary care which can 

result in more M&A activity for players who have not yet started moving their businesses in this 

direction.  

Legislation plays as large role in the space and right now we are seeing two significant 

pieces of law that should be considered prior to an investment in health care. The first being the 

ACA repeal which could result in decreased revenues among health insurers and pharmaceutical 

companies. Secondly, we note the 21st Century Cures Act which reduces the level of screening 



required for drugs to get on the market which should allow for greater revenues through product 

introduction, but also increased price competition. Like the consumer retail sector, we see 

opportunities in the niche market of the life science sector with a BUY rating. We believe that 

strong R&D achievements and potential buyouts of the life science companies by pharmaceutical 

companies as they attempt to refill pipelines provides an opportunity to find value in the health 

care sector which has outperformed in both 2016 and 2017. 

 

Although we have seen significant appreciation in the U.S. stock market over the past 

year, we are bullish on niche markets within the market which have been under appreciated by 

the street. Through these investments, we seek to continue our outstanding ~30% YTD 

performance as we continuously monitor the market and market sentiment to seek buying 

opportunities.  

 


