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The generational shift that has seen a change in how people save for 
their retirement, coupled with historically low interest rates, means 
clients will need to remain invested for longer to build up the returns to 
fulfil their goals and ambitions.
 
Investing money will always involve some element of risk, and clients need to understand 
their own risk appetite and capacity to avoid making rash decisions to address short-term 
issues.   World events will always provide something for the markets to worry about:  
What makes a difference to investors is being prepared to look beyond temporary market 
dips, taking a long term view, and preparing to be patient. 

As the saying goes: “It’s time in the market – not timing the market – that counts.”

On page 12, Simon Taylor, Chair of the Succession Investment Committee discusses the 
benefits of a long-term investment horizon.  Not only do studies conclude that longer 
term, share-based investments are more likely to outperform cash, they also prove that 
investment volatility falls significantly when the investment holding period is extended. 
 
As David Lane points out on page 15, the idea of “long term” is dictated by each client’s 
individual plan - designed around their goals and aspirations - and the realities of 21st 
century returns.  He says:  “The framework in which these two critical worlds come 
together will differ from person to person.  This is where good financial planning helps to 
restore order and a sense of balance”.

For a full round-up of the economic highs and lows by geographic region and asset class, 
our independent risk and research analysts Rayner Spencer Mills Research have carried 
out an in-depth analysis, featured on pages 6-11. The thoughts and insights of our Strategic 
Investment Partners are detailed on the following pages.

SIMON CHAMBERLAIN
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Four Levels of Diligence

Succession provides investment solutions - from global fund managers and investment 
houses, as well as specialist niche investment managers - delivered through our Investment 
Matrix to match clients’ volatility and return targets agreed as part of their plan.   

Assessing the quality of investment performance and fund manager capability can be 
challenging and subjective.  That is why we created a four-tier solution, co-ordinated by the 
Succession Investment Committee. 

• Succession works with investment experts to deliver our investment philosophy.  The 
 strategy is founded on significant academic research, which emphasises the importance 
 of strategic asset allocation and diversification. Our aim is to deliver investment returns 
 that match clients’ long-term goals and aspirations, within an agreed risk profile that 
 suits your clients’ attitude to risk and loss.

• We use the expertise of Rayner Spencer Mills Research, a dedicated resource, to 
 monitor the performance of individual funds, as well as the performance of fund 
 managers and the investment houses, against agreed targets for return and volatility.

• The Succession Investment Committee reviews models on a monthly basis.  
 Our committee members possess both the expertise and knowledge to challenge 
 selected investment managers and their activity.

• And finally, individual financial advisers and wealth planners who best understand and
 appreciate what clients are seeking to achieve, to provide the peace of mind that clients’ 
 financial plans are on target. 

While past performance can provide no guarantee of future returns, this rigorous approach 
to investment means clients can be certain their investments are subject to continuous 
sophisticated analysis and scrutiny, from an experienced team of experts.  S

QUARTERLY
BULLETIN
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Successful investment is critical to future financial wellbeing, and 
Succession provides innovative and effective investment expertise 
to meet clients’ investment goals. 
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General Economic Overview
 QuARTER ONE 2016

regardless 
oF how The 
earnings 
resulTs are 
digesTed By 
markeTs, we 
will remain in 
a more volaTile, 
lower growTh 
environmenT
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The cause of the apparent rejection of risk 
assets was much debated in the press without a 
specific reason being identified. The main culprits 
were the slowing down of the global economy, 
in particular China, and the declining oil price, 
which was deflationary for a lot of the globe but 
put pressure on oil producers to shore up their 
balance of payment deficits by dumping foreign 
assets such as shares.  Other possible reasons 
included a poor earnings season alongside a much 
more sensitive investment environment.  The 
higher level of volatility gave investors the incentive 
to move quickly to lower risk assets if it looked 
like weaker data was starting to come through. It 
is perhaps not surprising given last quarter’s events 
that the ‘lower for longer’ interest rate environment, 
allied to a lower growth world, would lead to higher 
levels of volatility.  The rise in rates by the Fed in 
December was intended to be the first of a series in 
2016 but the deterioration of the global economic 
environment since then has placed doubt over this 
policy. Indeed recent statements by Janet Yellen have 
been far more dovish and led to more uncertainty 
around when the next rise may be.  At the end of 
the quarter many markets have recovered with 
the US S&P 500 slightly up for the year. 

Globally, the markets worst hit by the declining oil 
and commodity prices were still unloved by most 
investors at the start of the quarter. Emerging 
markets were weakened even further by the 
strength of the dollar and the slowing of growth 
led by China.  This changed as we moved into 
March 2016, when a recovery of sorts was led by 
companies in areas such as mining and energy.  After 

being hit so badly in the first few weeks of the year 
it is perhaps not surprising that on a valuation basis 
these sectors became more attractive to investors.  
This may be a classic ‘short squeeze’, where bearish 
bets are hastily unwound via the purchase of stocks 
and commodities and have little to do with longer 
term considerations.  As is normal, from a global 
perspective, much of the fear is associated with data 
from the key economies of the US and China. In 
the US, the buoyant and improving job market 
data has continued to support US economic 
growth so the fear gauge, the CBOE Vix index, is 
at its lowest since just before Chinese devaluation 
in August 2015.  The likelihood of a US recession 
has reduced considerably allowing investors to 
pile back into US stocks in recent weeks. It has not 
been just equity markets that have benefitted: bond 
markets, particularly high yield and junk bonds, have 
rebounded as risk premia have eased.  China is in 
a different situation.  It has been the global engine 
of growth for a number of years but now faces a 
period of slower growth as it transitions to a more 
domestic service-led economy.  The growth 
numbers are still impressive but nowhere near 
the double digit numbers of the previous decade.  
The issues to be faced are how to manage 
this slowdown smoothly as investment growth 
declines and disequilibria occurs. 

One of the more interesting features of the 
recovery since mid-February has been that of 
commodity prices.  For example iron ore ended 
the quarter up almost 25% reflecting stronger 
Chinese steel prices and higher production levels.  
Gold was also a leading performer up 16% rallying 

The start to 2016 has taken many investors by surprise as the fall in 
markets was not expected – most of the economic news appeared to      
be well understood and no new crises occurred as we entered January.  



www.successionadvisoryservices.com 07
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Equity markets across the globe have witnessed 
a classic ‘V’ shaped recovery in the first quarter 
of the year with the falls in January and 
February being erased in most areas by the end 
of March. Concerns over the global economy at 
the beginning of 2016 have abated for the time 
being, buoyed by supportive central bank policy 
from Europe, Japan and the US Federal Reserve. 
The revival of commodity prices has been a 
strong driver of share price rises in the mining, 
energy sectors and resource sectors. The US 
S&P index has been the second strongest 
market after emerging markets in sterling 
terms despite dollar weakness. In US dollar 
terms the market is up close to 1% making the 
10.5% fall to mid Feb a distant memory. Not all 
sectors are positive however with financials and 
healthcare lower by more than 5%. The banking 
sector across many western markets remains 
weak given the concerns over regulation and 
negative interest rates. The EuroStoxx index 
was down 7.7% in local currency terms but less 
so in sterling terms (-0.80%) – at one point it 
was down 18% so it has been a strong recovery.  
The Japanese Topix was also down in sterling 
terms but the strength of the yen helped to 
offset some of this for sterling investors. The 
strength of the yen also reflects the pressure 
put on shares by negative interest rates and 
the more dovish comments of the US Fed 
which caused further dollar weakness.  Asian 
and emerging markets have had the strongest 
returns thanks in part, to the weakness in the 
dollar but also to the more stable view of the 
Chinese economy and the more general uplift 
in commodity prices. 

In the UK the benchmark index was down 0.41% 
in sterling terms having had a strong recovery 
from February onwards led by the resources 
and mining sectors. The UK has a positive GDP 
growth rate thanks in the main to the growth of 
the service sector.

EQUITY MARKETS OVERVIEW
Chart showing 2015 returns for major market indices:

Chart showing Q1 2016 returns for major market indices:

due to concerns over central bank’s negative 
interest rate policies, China, and global growth 
prospects. The rise in the oil price has also lifted 
investor confidence in the commodities sector 
leading to significant inflows into commodity ETF’s 
and indices. The question is whether this current 
strength is opportunistic or a longer term 
diversified investment strategy after perceived lows.
Economic data has been fairly consistent in 
recent months allowing the market volatility in 
the early part of 2016 to subside somewhat 

by the end of the quarter but this may only 
be a temporary pause as the up and coming 
earnings season may well be disappointing, 
although analyst expectations are not high. 
We have not changed our view that regardless 
of how the earnings results are digested by 
markets, we will remain in a more volatile, 
lower growth environment. The underlying 
belief that central banks have the answer to 
all the issues is being tested and this can be 
seen by the reaction to negative interest rates 

around the world.  Loose monetary policy 
continues in most western economies with 
bond buying or QE increasing in Europe and 
Japan. The arguments as to how effective this 
policy has been and how long it will go on for 
are many, but we are currently unlikely to see 
much change in the short term. There are now 
arguments for more direct intervention from 
governments using hybrid monetary and fiscal 
policies such as infrastructure projects and 
lowering of corporate taxation.
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 General Economic Overview (cont.)
 QuARTER ONE 2016

Much of the uncertainty
in world markets at the 
beginning of the year was thought 
to be the result of the weakness in Chinese 
growth which although still well above much of 
the western world was seen to be stalling. Whilst 
declining growth is a factor caused by China’s switch 
to a domestic-led economy, at its current rate it 
would still have doubled the size of its real GDP 
per head by 2020, which is a substantive increase.  
The country does face some headwinds which 
will need careful negotiation and these factors are 
both economic and political.  The 13th five year 
plan (2016-2020) is aimed at creating a ‘moderately 
prosperous society’ which is intended to improve 
the welfare of the people whilst managing a fall in 
the headline growth rate. This is a difficult task and 

Like most other markets 
the UK saw a large fall in 
January and a modest recovery
to the end of March.  The reasons for the market 
movements have been discussed in other sections 
but the effects in the UK were possibly more volatile 
because mining and energy stocks form such a large 
percentage of the main benchmark index and these 
stocks saw the sharpest falls and recovery in the first 
quarter as a reappraisal of the resources and energy 
sectors took place globally.  The economy remains in 
good shape with the latest GDP figures suggesting 
growth of 0.6% in the last quarter of 2015 which was 
ahead of forecasts. This has been led by the service 
sector which has shown a 12th consecutive quarter 
of growth, up 2.8% year on year from the previous 
January.  The main gains have been made in IT and 
professional services with financial services losing share 
since the financial crisis. There are still some causes for 
concern however as the current account deficit has 
reached a new post-war high in the final quarter of 
2015 of £33bn or 7% of GDP indicating we borrow 
heavily from the rest of the world.  The main reason 
for the increase has been a loss of earnings from 
overseas assets, possibly reflecting global weakness.  
The threat is that with Brexit looming this debt 
will become more expensive as investors become 
concerned about a possible exit for the uK.  The 
Brexit issue is likely to dominate political discussion 
until the vote in June and potentially increase market 
volatility as we near that date.

uk

us

The position of Europe 
as one of the strongest 
recovering economic areas 
took a blow as we entered 2016 with fears of a 
further slowdown and subsequent recession a 
distinct possibility. A lot of the fundamental data had 
not changed significantly but global growth prospects 
generally had come into question which then 
influenced sentiment and naturally affected share 
prices in Europe.  

Weaker growth prospects and concerns over 
commodity exposures are taking their toll on 

asia

qe Quantitative Easing

ecB European Central Bank

gdp Gross Domestic Product

cBi Confederation of 
 British Industry

pmi Purchasing Managers’ Index

The strength of the US 
economy that saw the Fed 
raise rates in late 2015 has 
broadly continued in 2016 but with growth forecasts 
more muted despite employment data continuing to 
improve. The global economic backdrop has meant 
that there is more pressure on the Fed to keep rates 
on hold for the time being and this was reinforced in 
the first few months of the year when markets fell 
6-8% on the back of a number of economic scare 
stories. The actual reasons for the fall has been much 
debated from the continuing Chinese slowdown to 
a weak oil price forcing sovereign wealth fund sales. 
Suffice to say it was a poor start to 2016 for most 
investors. More recently markets have recovered 
with the S&P 500 up marginally for the year which 

looked unlikely several weeks ago. Risk appetite has 
returned in March with over $7bn of cash flowing 
into exchange traded funds that buy uS equities in 
the last few weeks (source - XTF.com).

The US tightening policy stands alone even in 
the developed world with recent high profile 
reductions in interest rates in Japan and in Europe. 
Whilst these were aimed at the banking markets 
rather than consumers the underlying direction is 
what is perceived by the markets. The most recent 
earnings seasons in the US proved disappointing 
with the last two quarters showing negative 
earnings growth for uS firms. This is often seen as 
an indicator of a recession or the need for some 
additional central stimulus.  For many investment 
managers a slowing down of the US economy 
is seen as a greater risk to global growth than a 
slowing China. More positively there are many 
other indicators that read the other way such as 
the continued growth in auto sales and Q4 uS 
GDP growth was revised upwards to 1% which 
does not indicate any immediate recession. The 
outlook from April is less certain if we have a third 
tough earnings season, and of course there is the 
forthcoming election which promises to offer 
greater uncertainty for US policy if Donald Trump 
becomes the republican candidate.

In terms of fund manager activity, despite the recent 
market recovery, there is a shift to capital preservation 
with cash, utilities and tech stocks as well as the US 
dollar forming a greater part of portfolios and larger 
cap equity funds have tended to outperform in the 
last year reflecting this shift. There is still some value 
to be found in financials and media stocks but most 
share prices are seen as coming back to fair value 
after recent falls.

financial companies, particularly the European 
banking stocks - the banks themselves have been 
significantly re-capitalised and have been stress 
tested, so the recent concerns seem overblown. 
Loose monetary policy is still being used by the 
ECB to bolster confidence and to maintain stock 
market prices which may be keeping some weaker 
companies afloat for the time being. 

Central bank intervention looks likely to continue 
after the most recent announcements. On the 10th 
March the ECB cut the deposit rate by a further 
10 basis points to minus 0.4% but eased the impact 
on banks with cheaper short term loans and longer 
term liquidity at negative rates. They also raised the 
amount of bonds they buy each month to €80bn 
which was greater than expected and was almost 
certainly a reaction to falling inflation data which was 
estimated to be at 0.1% this year and illustrates that 
the ECB want to support growth and inflation in the 
Eurozone. They have also introduced an innovative 
new set of cash auctions which will in effect provide 
money to banks to lend under the targeted longer 
term refinancing operation (TLTRO) aiming to fuel 
the domestic recovery by nurturing banks to support 
credit growth - in effect the banks are being fed 
free money to lend to the business community to 
improve growth. These measures have taken only a 
short time to take effect with bond sales reaching 
€25bn in the week after the announcement. The new 
measures are positive but illustrate the fragility of the 
European economy at the moment.

QUARTERLY
BULLETIN

2016 Q1
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on foreign investor sentiment and whether there 
are more signs that the government and the Bank 
of Japan’s policies can lead Japan into a period of 
sustained economic growth.

The structural reform programme continues, but it 
needs to achieve greater acceptance across a wider 
base of companies and domestic investors to keep 
the momentum. Inflation has been achieved but 
not yet at the levels set by the government and this 
remains a goal that they need to maintain. 2016 has 
seen market momentum reverse, which is the same 
for most markets around the world, as investor 
fear has taken markets to new levels of volatility. 
Abenomics has certainly come under greater scrutiny 
in the last six months over the effectiveness of 
policies to stimulate growth and inflation and this will 
only increase if policymakers continue to take more 
extreme measures to achieve this. 

RSMR
 Rayner Spencer Mills Research

Japanwill need some careful structural and social change 
to take place.  This change is closely related to the 
challenge of managing a process that will throw 
the economy into disequilibria, particularly as the 
economy shifts from manufacturing to service-led 
and private sector investment reduces.  The growth 
then relies on a consumption-led economy and 
could risk increasing the existing debt problems in 
the economy.  Overall such issues, whilst daunting, 
have been dealt with in the past and are more 
than priced in to current market levels.  As China 
rebalances away from fixed asset investment driven 
growth, commodity exporters (many of whom 
are emerging market countries) will continue to 
find economic conditions difficult.  Those Asian 
countries running current account deficits at a time 
of tightening US monetary conditions have, as one 
would rationally expect, been worst hit.  In general 
lower commodity and oil prices are a plus for the 
developed world and most of Asia.

Markets in Asia suffered as earnings expectations 
were pulled back partly but not solely due to 
the slowdown in certain parts of the Chinese 
economy.  Arguably the impact of the current 
change in China is far more negative for commodity 
exporting regions, with Asia a net importer of most 
commodities including oil. 

Asia is of course more than just China and the more 
recent rise in oil prices has helped a number of 
countries recover a little from the difficulties of the 
declining oil price last year. India is another example 
of an economy which has the ability to overtake 
China in its contribution to world GDP growth.  The 
Indian Manufacturing Purchasing Managers’ Index 
rose to 52.4 in March from 51.1 in February, (survey 
figures released by Markit and Nikkei).  The reading 
stayed above the 50 mark that separates expansion 
and contraction for the third month in a row.  This 
comes with higher levels of inflation and may stop 
the government from reducing interest rates in 
the short term. India remains the most exciting 
long-term story in the region. Prime Minister Modi is 
continuing to drive the reform process forward and 
whilst there has been some disappointment with the 
pace of reform, India is a democracy and therefore 
decisions take time to enact.

For some, Indonesia and Thailand offer good 
investment opportunities as the governments 
continue to invest in infrastructure projects and 
consumer spending is increasing in a steady and 
stable fashion. Australia remains stagnant in the 
wake of the post resources boom with valuations 
appearing stretched at the moment. 

The debate about the 
strength and purpose 
of the reform process
in Japan continues with year-to-date numbers 
challenging many investors, as both the market and 
the currency unnerve investors.  A stronger yen has 
been a reflection of weakening global confidence as 
expected growth rates have been reduced alongside 
fears over Chinese growth.  Generating increasing 
inflation continues to be a problem, as evidenced 
by the latest 0% figure, and the Bank of Japan has 
already pushed out the expected date for reaching 
its 2% target. Many investors and commentators are 
expecting the announcement of further monetary 
stimulus in the coming months following the move 
to cut the benchmark interest rate to negative 
in January and the poor Q4 GDP growth figure.  
Should this occur, and in sufficient size, it could be 
positive for markets and negative for the currency but 
expectations may have already been priced in and, as 
in Europe, QE expansion seems to be having less of 
an effect each time it is used. 

In Japan, market volatility has continued, perhaps 
resulting from the lack of depth of domestic 
institutional buyers of Japanese equities.  Despite the 
volatility the overall market environment continues 
to see some improvement in macro and micro 
fundamentals.  There has been a recent boost 
for the government as the $1.2tn state pension 
fund reported its biggest quarterly gain in a year, a 
3.56% return on investment in the three months 
to December 2015, the primary source of which 
was the rise in domestic equities.  A new pension 
fund index (Nikkei 400 index) includes measures 
looking at a company’s ROE for inclusion, so company 
management must consider the needs of outside 
investors, and corporate governance is also on an 
upward trend leading to greater capital efficiency and 
total dividends paid by listed companies will rise by 
over 10% for the sixth straight year. All these factors 
are seen as positive but caution is still required as 
there are still many uncompetitive companies failing 
to adapt to this new environment.  

Valuations remain attractive relative to their history, 
particularly on a Price-to-Book basis, and Japan has 
been one of the few markets where companies have 
continued to demonstrate earnings growth, partly 
due to the significant weakening of the currency 
(until recently) but also due to greater concentration 
on shareholder value and corporate governance.  
Further positive market movements may depend 

Emerging markets were the strongest area of 
performance in equity markets in sterling terms in the 
first quarter after what was a poor opening to the 
year. The combination of a perceived change in the 
interest rate policy of the Fed and the strengthening 
of commodity prices were the main factors in the 
improvement in sentiment and increase in market 
valuations. The commodities story has been explained 
in the sections above but clearly a number of EM 
economies depend on these exports to stabilise 
their economies. There is also a marked contrast 
between companies benefitting from the strength 
of the service sector such as outbound tourism and 
increased levels of consumer spending, compared to 
those countries / companies reliant on strength in 
commodity prices. China has a significant effect on 
this region, most obviously on commodity exporting 
nations such as Australia or Brazil and many of these 
countries slackened off on the reform process during 
the commodity super cycle and are now having to 
re-trench more aggressively.

In Latin America falls in commodity prices in the last 
two years have provided a negative backdrop. Mexico’s 
close trading links with the United States have been 
overshadowed by investor perception of the country 
as an oil exporter. The Latin American region has been 
difficult to invest in over the last few years, even outside 
of the normally high levels of volatility that regularly 
drive markets in the region, however there are signs 
of improvement.  Argentina has now, under the new 

emerging 
markeTs
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Most investors have been wrong-footed by fixed 
interest markets for a number of years with the 
general consensus being that bond yields would 
rise rather than decline further.  This was again the 
case in the first quarter when bond yields declined 
initially on the growth scare that hit the global 
economy.  A background where interest rate rises 
have been pushed further out and European QE 
expanded have been favourable for fixed interest 
markets but there still appears to be little long term 
value in fixed interest markets which is a problem 
for those trying to achieve portfolio diversification.  
Government bonds have traditionally been a way 
to achieve diversification and low correlation in 
investor portfolios but with bond yields at present 
levels, both equities and bonds are vulnerable to 
higher interest rates or higher inflation.  

2016 has been a much stronger year for bonds of 
all types as the threat of further rate rises following 
the December US rise have receded.  All areas of 
the bond market have seen positive contributions 
as yields have edged downwards and government 
and corporate bonds performed well as monetary 
policy dominated markets.  In Europe the quarter 
was marked by the first non-government bond 
to be sold at a negative interest rate. The ECB 
asset purchases in March were expanded to 
include corporate bonds for the first time and 
while this boosted prices in the short term it also 
raised concerns over distortions that might arise.  
European banking concerns were one of the main 
factors that caused pain in February with riskier 
bank capital bonds (Cocos) falling dramatically, 
indeed Deutsche Bank eventually had to buy back 
its own senior debt to stabilise markets. The pricing 
of bank debt remains volatile and continues to be a 
cause for concern in Europe with the Novo Banco 
crisis in Portugal an example to investors that 
governments can introduce rules which can wipe 
out investors assets without redress. There was 
also a similar improvement in the high yield junk 
bond market as the ‘V’ shaped recovery looked 
similar to that of equities.  The Barclays US High 
Yield index has a total return of 4.2% leaving the 
sector up 3.1% for 2016. Clearly the more dovish 
comments from the Fed have boosted sentiment 
for this area as well.

 General Economic Overview (cont.)
 QUARTER ONE 2016

FIXED INTEREST
Chart showing 2015 returns for major fixed income indices:

Chart showing quarter one 2016 returns for major fixed 
income indices:
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government of Mauricio Macri, moved to address the 
decade long dispute with creditors and bring in a range 
of market orientated reforms including the removal of 
currency and trade controls.  

Brazil has suffered from weakness in both soft 
and hard commodities and has also had domestic 
corruption problems.  There are now fears that an 
already ballooning budget deficit in Latin America’s 
largest economy will deteriorate further and Brazil 
sums up what is at fault with many economies in the 

emerging world – a combination of over-reliance 
on strong commodity prices, not recognising that in 
this market commodity producers are price-takers 
not price-givers, combined with the debilitating 
effects of high levels of corruption on economic 
activity and foreign investor confidence. The headline 
impeachment proceedings for leading political figures 
has however masked the  strong performance of 
markets so far this year and can be attributed to lowly 
valued markets rallying the hardest during periods 
of so called ‘risk on’.  Brazil is up 55% from its lows 

(in GBP terms), and the Brazilian equity market has 
recently been trading at valuation multiples in line with 
those last witnessed during the financial crisis.

Emerging markets are a significant part of world GDP 
and an ever increasing influence on global trade and 
therefore need equal attention when assessing the 
prospects for global growth. The fears of US rate rises 
and a slowing China definitely mean many areas will 
struggle but equally there are some strong areas of 
growth such as India or Indonesia.
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The UK commercial property market continues 
to produce good, consistent, positive returns.  The 
monthly returns are slightly moderated from those 
seen in 2014 and earlier in 2015 but are expected 
to remain relatively strong through 2016, although 
the absolute number is likely to be lower than the 
last couple of years. Investors may still be looking 
for an income alternative to their fixed income 
allocation but the strong returns may also be due 
to the relative stability of the UK economy and the 
low volatility of the asset class.  Direct property 
should continue to be a good diversifying asset 
class during these uncertain market and economic 
conditions with returns driven mainly by the yield. 
Capital growth returns may remain strong over 
the short term but this is expected to weaken 
with rental growth becoming a larger driver of 
total returns.  There are ongoing concerns that 
the highest quality assets are looking overvalued, 
particularly in London, but they are likely to 
continue being a relatively safe haven due to 
strong demand for this type of asset, as evidenced 
by overseas investor figures from 2015. There is 
increasing investor interest in secondary markets 
with the yield gap versus prime property looking 
attractive but individual property selection will 
remain important.

The property securities sector will continue to 
be influenced by the outlook for interest rates 
(as expectations for rate rises are generally 
negative for the sector), economic growth levels 
and the outlook for property and equity markets 
in general plus investor sentiment and valuation 
levels over the short term. The first interest rate 
rise in the uS had no effect on the uS REIT 
sector, as the rate rise was well flagged. Rate 
rises are not expected by bond market investors 
but it will be interesting to see how the REIT/
property securities sector reacts to future news, 
both positive and negative. This will also have an 
influence on non-uS REIT markets, however local 
market factors typically have a larger influence on 
this sector than for the main equity indices and 
these should also be taken into consideration.

summary 
The first quarter of 2016 has been somewhat 
of a surprise for a most market analysts with the 
falls in January a reflection of a more volatile, 
increasingly sentiment driven, start to the year. By 
the end of the quarter this had abated and we 

had a more stable perception of global economic 
growth and those areas most hit in January were 
making strong recoveries.  The equity markets of 
the emerging world recovered to lead returns 
over the quarter which was far from likely at the 
end of January. The uncertainty that led to the 
large falls in January was replaced with greater 
confidence over the uS economy in particular as 
well as a reappraisal of the resource and energy 
sectors which had taken a lot of the losses last 
year and in January. The stabilisation and then rally 
in the oil price proved to be a circuit breaker. The 
ECB increased QE but did so in a way that banks 
were not negatively impacted by lower rates and 
in some cases could be paid by the central bank 
to lend. 

Currency has played a more significant part in 
returns over the last six months as alongside 
competitive devaluations, like that of the yen 
and the yuan, the dollar has finally weakened 
after a more dovish approach has been signalled 
by the US Federal Reserve. Perversely the US 
have reduced the likelihood of regular rises 
in interest rates in 2016 because of global 
weakness which has in turn given emerging 
market investors more confidence (thanks to 
a weaker dollar). By the end of the quarter a 
number of currencies had appreciated against 
the dollar including the yen which is not what 
the market or the Japanese government wanted 
or expected.

Markets over the rest of 2016 now face a 
similar dilemma as occurred in 2015 - if central 
bank policy has become more accommodative 
because the global economy is weak, increases 
in corporate profitability will be difficult to 
achieve. This year has already seen significant 
downgrades to expectations on corporate 
profits growth and with markets at higher than 
average valuations in the developed world, 
company profitability needs to pick up in order 
to make new market highs.  High valuations 
are only justified by very accommodative 
monetary policy and any sign that this could 
change, led by the United States, could see 
these valuations coming under pressure and a 
stronger US currency leading to concerns about 
the emerging world. To make sustained progress 
markets need to see more definitive evidence 
that there is currently only a mid-cycle pause in 
corporate profits and that the economic cycle 
can re-accelerate. 

The next few years are likely to see a 
continuation of slow economic growth, but this 
is occurring at a time when corporate margins 
in many countries and sectors are at peak levels.  

RSMR
 Rayner Spencer Mills Research

We now live in a world where many corporates 
lack pricing power and have harvested the 
low hanging fruit of cost cutting and corporate 
restructuring and therefore overall profits growth 
for global markets is likely to remain muted. 

Overall, for most stock markets and especially 
those trading at a premium to historical 
valuation levels, stock market gains at best 
will only match earnings growth and the US 
in particular remains vulnerable to some 
market de-rating if interest rates rise.  We are 
currently in a period where profit growth is 
subdued, partly due to the setbacks that have 
occurred in mining and oil companies (although 
optimists believe there is a prospect of an 
earnings bounce back in these names post-
2017) however we remain in an environment 
where most commodities, including oil, remain 
in oversupply.  An environment of low nominal 
GDP growth and uncertainty over central bank 
policy means volatility is likely to continue.  As 
investors have seen, moves both down and 
up can occur rapidly giving little opportunity 
to react once a new trend has started. Whilst 
the prospects for equity returns are likely to 
be modest over the next few years, it is hard 
to find other attractively valued asset classes.  
Government bonds continue to be supported 
by central bank behaviour, particularly outside of 
the States and whilst this may well persist for a 
while it will not necessarily be the case over the 
next decade.  Investment grade credit looked 
particularly cheap after the set-back which 
occurred in February this year, but spreads have 
already snapped back to a greater extent. 

Looking forward, the next big issue for 
investors in the remainder of the year may 
well be the pace of US monetary tightening.  
Bond yields in the uS have already rebounded 
from their Q1 lows and the rally following 
Yellen’s late March speech has petered out 
after fairly robust March employment data 
was released on the first Friday in April.  The 
likelihood is that investors will at some stage 
have to factor higher US interest rates into 
valuations of both government bonds and 
equities – past market data shows this is not a 
positive factor for returns. S

ken rayner
Investment Director

Rayner Spencer Mills Research Ltd
April 2016
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The Benefits of Longer Term Investing 
 By Simon Taylor, Chair of the Succession Investment Committee.

The answer remains firmly yes in our 
view.  As well-known economist Daniel 
Kahneman pointed out, the longer term 
is simply made up of a series of shorter 
terms, and gambling on the direction 
of markets in each of those shorter 
periods is not a skill many investors 
have at their disposal. Smaller investors 
have never really had the ability to 
influence the movements of stock 
markets nor have they been able to 
develop a system of effectively timing 
markets.  There will always be investors 
like George Soros who can claim to 
have had great insights into the path of 
capital markets but these calls are very 

much like any other bets on the market 
some of which are right and some of 
which are wrong.  Arguably the world’s 
best known investor,  Warren Buffet, 
has amassed most of his fortune on a 
buy and hold philosophy.  Clearly his 
skill is not as simple as that one strategy, 
but the principle remains that very 
few investors get timing decisions right 
enough of the time to continually make 
profit.  History is littered with investment 
breakthroughs that have resulted in 
systems that can ‘beat the markets’ but 
nearly all have failed over the longer 
term.  Relatively recently the failure of 
Long Term Capital Management (LTCM) 

If we were to eavesdrop on a conversation between fund managers 
debating industry issues, one of the more keenly debated subjects would 
be market short termism. What we mean by this is how long a share 
is held by an investor on average before it is sold. It is a common belief 
that in this current era, with all the ways in which shares can be held 
and traded, that we have an epidemic of short termism within the global 
investment environment.  The position for retail investors is often very 
different however as investment is often aimed at key life goals which have 
longer term horizons such as pension saving, house deposits or school and 
higher education fees. Retail money is generally stickier or remains in place 
for longer than institutional investors who are by far the largest slice of 
company shareholders. This means that retail investors are potentially put in 
a higher risk position because they are less likely to be able to react quickly 
to changing world events. Each week on average over 10 billion shares are 
traded in America’s largest 500 companies (source:  The Economist) with 
only a small proportion being ordinary retail investors.  So should the 
perceived wisdom of longer term investment continue to be the mantra 
that many of us in the advisory world continue to preach, if we are 
battling against greater economic forces?

Fidelity
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The Benefits of Longer Term Investing 
 By Simon Taylor, Chair of the Succession Investment Committee.

with mathematical geniuses and 
Nobel Laureates nearly brought the 
financial markets into meltdown after 
a series of market errors following the 
1998 Asian crisis. LTCM was a hedge 
fund and whilst many investment 
professionals aspire to running this type 
of investment vehicle they are often no 
more successful than simpler less costly 
vehicles open to retail investors. 

In his book ‘Flash Boys’, Michael Lewis 
explains to us how the dash for speed 
in financial transactions between various 
trading exchanges has meant that the 
real winners in share price volatility are 
those that can move the fastest to buy 
and sell shares ahead of the market. We 
were introduced to the world of dark 
pools where large investment houses can 
transact share exchanges behind closed 
doors. All of this is enlightening and does 
seem to illustrate the point about short 
termism becoming more important but 
we, as smaller investors and advisers, have 
to ignore most of this noise in financial 
markets because we have little influence 
on it. Of course we have to be able to 
understand what we are investing in 
and appreciate the risks, but we cannot 
hope to react to such information in a 
way in which will consistently make our 
investments increase in value. 

A study that is often used as the 
backbone to our longer term portfolio 
construction is the Barclays Equity and 
Gilt study which is an annual study of 

returns from the core asset classes over 
the last hundred years or so.  It takes 
us through all of the ups and downs of 
financial markets and illustrates how 
consistent returns over the longer 
term have been between these key 
components for most investors. Over 
the last 50 years real returns on UK 
equities have been 5.7% and UK 
gilts 2.9%.  In 2014 however this was 
-0.4% for equities and 16.4% for gilts 
indicating how the very short term can 
be misleading for investors who have 
longer term horizons. There are many 
ups and downs for investors in a market 
cycle and recent work by Fidelity helps 
to provide some statistical support to 
the benefits of longer term investing.  
It points out that when looking at UK 
shares over a 25 year period (1985-
2010) if you held your UK shares for 
one year only, you would have lost 
money approximately one in four times. 
However, if you held your UK shares for 
ten years, you would have lost money 
in fewer than 2% of instances (source: 
Fidelity).  In a similar vein looking at 
market timing over a 15 year period 
between 1995-2010 by missing the best 
ten days of market upward movement 
you would have cut your annual return 
down by half. This helps to clarify 
how difficult it is to time investment 
to improve returns. We should also 
note that by the time retail investors 
generally become aware of information 
that can influence such decisions the 
market has already reacted. 

The theory that we are becoming more 
and more short-termist in our views 
and in our investment habits is probably 
exaggerated and more focused on the 
technical aspects of trading which for 
most retail investors is far from the 
reality.  As investors we are of course 
affected by these more institutional 
trading patterns but we also have 
different agendas and we should try not 
to get caught up in the hype surrounding 
this.  There is evidence in markets which 
also shows how company horizons have 
in fact lengthened more recently, with 
the average corporate bond maturity 
being 17 years double the length of the 
1990’s.  In 2014 the average tenure of 
an S&P 500 firm chief executive was 
ten years longer than any point since 
2002.  The average holding period for 
an S&P 500 share is just 200 days, but 
this is still double that of 2009.  All this 
helps to convey a different picture to the 
one that is often portrayed in the media 
(source:  The Economist). 

There will always be concerns that 
investment horizons have shortened but 
this is often a symptom of the current 
economic climate or because of a 
technical breakthrough and we have to 
accept that this will change the current 
dynamic of the industry.  For retail 
investors and advisers the benefits of 
investing for the long term still outweigh 
those of trying to beat the market over 
the shorter term which many have tried 
to do and failed.  S
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We are expecting more of the same this year as last.  The 
world has settled into slower growth than before the crash 
of 2008.  We are getting used to banks that cannot lend too 
much, to continuing worries about individual banks and banking 
systems, and to fevered monetary experimentation by the 
authorities to keep the world economy moving forward.  The 
commodity price collapse that resulted from over investment 
helps keep inflation low in the advanced world.  We do not 
anticipate a recession, though the markets from time to time 
worry about one. 

Investors like to be critical of governments and central banks, 
but they also quite like being told what to think by them.  
Commentators and advisers want to be able to give people a clear 
narrative of what is likely to happen to world economies, company 
profits, dividends and interest rates on savings.  This is all much easier 
to do if the main authorities of the world are in charge and share 
their thinking with those who follow these matters.

One of the reasons markets this year have been so volatile is 
the main governing authorities of the world have lacked clarity 
or authority.  As a result we have had a sharp fall followed by 
a rally in the main share markets.  The Chinese started the 
rot last year when they lost control of their stock market and 
their currency. The fall in the yuan, which they sought to arrest, 
spooked markets and put pressure on the Japanese and other 
leading competitors as their currencies rose.  Investors worried 
about a new era of competitive devaluations, with currencies 
chasing each other to the bottom.  The Japanese added to the 
tribulations at the start of 2016 by announcing negative interest 
rates and more quantitative easing. Instead of welcoming this, 
investors took it as a sign that the Japanese policies of easy 
money and structural reform were not working, and perversely 
put the yen up rather than down.  As success for Japanese 
investors had rested for many months on the safe knowledge 
that the yen would continue downwards, flattering corporate 
profits, this came as a blow to equity buyers.

The oil market has also dominated investor thinking.  Usually 
falling oil prices is good news for share markets in Europe, 
Japan, China and even the USA, as consumers have more 
money to spend on other things and growth is more likely as 
energy costs decline. Instead this year a further plunge in oil 
prices was seen as evidence of a possible recession, with bad 

news for capital investment and many energy-related activities.  
As the oil price rallied so did shares, as more investors thought 
it meant there would be no recession after all.

In Europe Mrs Merkel has lost authority following her changes 
in migration policy and has just suffered a poor set of regional 
election results.  Spain and Ireland lack governments after 
inconclusive general elections.  The UK is becoming preoccupied 
by its vote on Eu membership.  Against these uncertainties, the 
European Central Bank has been more successful in winning 
back friends with its announcement of major changes to money 
bank financing and money creation, which has helped stabilise 
debt and share markets.

Sometimes we need to look through the day-by-day rush of 
statements and short-term preoccupations to see the longer 
term and bigger picture.  The likelihood remains that the ECB 
and Bank of Japan will continue with money creation and 
negative rates.  The Bank of England will continue to do very 
little with ultra-low rates, unless sterling weakens unduly.  The 
Fed wishes to press ahead with higher rates, but the more it 
slows its actions the more the rest of the world seems uncertain 
or depressed.  The approaching Presidential election will also 
start to cast a shadow over too much tough action.

These are conditions for low returns but not for a collapse. The 
authorities are very nervous about the past crisis, and keen 
to avoid a new one.  The Chinese have weak banks but plenty 
of policy levers.  The Europeans have limited additional levers 
from here and a reluctant Germany when it comes to the 
more extreme monetary experiments.  The uS has a relatively 
healthy system and economy.

On the positive side for the longer term the internet 
revolution continues to offer huge opportunities to transform 
business models, allow new competitors to emerge and 
new services to be appear.  Technology is one of the crucial 
strengths of the global economy.  Expect much more 
investment in computers and broadband networks in the 
years ahead, as many more people in the emerging world 
catch up with the present higher living standards in the 
richer countries.  There should be scope to make money 
out of shares which participate in world growth and in the 
technology developments.  ■

More of the same   
by John redwood
Chairman of the Charles Stanley Pan Asset Investment Committee
Charles Stanley Pan Asset

The information and opinions expressed herein are the views of the author.
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by david lane
Technical Development Director 
Vestra Wealth LLP

Pick up a newspaper or a piece of financial punditry and it is 
a good odds on bet that you will find a reference to investing 
for “the long term” or “taking a long term view”.  I sometimes 
struggle with this idea. What does it actually mean?  I think I 
have an idea. But I also appreciate that my interpretation will 
be very different from what you and other readers consider to 
be the best description. Clearly, there is no easy generalisation 
that we can fall back on, but let’s have a go at defining what is 
meant by “taking the long term view”.

Firstly, I suspect it is all about context. In my experience 
financial planning and “goal setting” only comes to life and 
becomes meaningful when it is applied to people’s real lives 
and aspirations.  It is only when some colour and substance is 
added to any plan that it begins to make sense and the notion 
of time, both past and present, become more tangible. So, for 
someone who is “middle aged”, 10 years may feel long term 
but equally it may not. For my kids, next week feels long term. 
For my niece looking to buy her first home, “taking the long 
term view” takes an altogether different shape. 

Therefore, in trying to pin down a meaning context is key, 
and importantly our own particular and personal terms of 
reference. This is where cashflow planning is so valuable. It is 
not always easy to appreciate how important this process can 
be in terms of understanding where your priorities lie and 
what is a sensible timeframe for any decision-making. It reminds 
me of when as a child watching TV in black and white. I did 
not know anything different or better. One day, the man from 
Radio Rentals (that is how old I am) arrived with a new TV 
set. We had colour TV for the very first time and it was a big 
deal! Everything became more real. Colour flooded the screen. 
This is what cashflow planning can do. Transform your financial 
planning from dull black and white, from monochrome to 
colour, establishing meaning and context, therefore framing for 
you personally, what is meant by “taking the long term view”.

One more aspect to have a ponder about is how investment 
returns will be delivered to us in the future. There seems to 
be a growing consensus that we are now firmly in a “low 
growth, low return” environment and there is a rising amount 
of evidence that confirms this view. For instance, take a look 
at some numbers from the recently published Barclays Equity 
Gilt study1 which shows that the average inflation-adjusted 
returns for UK shares between 1975-1985 was a formidable 
11%. In the next ten years, returns slipped to 10%, whilst 
halving to 5% for the period 1995-2005. Between 2005-2015 
we have experienced returns of 2.3%. 

When linking these results back to the financial and cashflow 
planning we have talked about, it is clear that as investors we 
have to be realistic about the level of returns (adjusted for 
inflation) we can safely assume. It no longer makes any kind of 
sense to think in terms of double digit returns. It also arguably 
makes no sense to think that by simply putting money into 
“the market” that returns will simply arrive at our feet. To put 
things crudely we are going to have to “sweat our assets”. 
Our investing needs to be more “active” and by that I mean 
portfolios need to be regularly reviewed and re-balanced. They 
have to be thought through and be open to change.

Trying to understand what is meant (at least to me) by “taking 
the long term view” has not been straightforward.  The phrase 
seems to bring together the ideas of “context”,  of what is 
happening in our lives and weaving this into the realities of 
investing in the 21st century and the returns we can expect 
in the years ahead. The framework in which these two critical 
worlds come together will differ from person to person, but this 
is where I believe good financial planning helps to restore order 
and a sense of balance. It brings the necessary clarity to what we 
are trying to achieve for ourselves, our families and the people 
we care for and provides a credible and meaningful answer to 
the question of what is meant by “taking the long term view”.  ■

Taking the long term view

1 Barclays Equity Gilt Study 2016 

This document is for information and illustrative purposes only and is for use of the recipient.  This document is considered 
to be a general market or informational commentary and does not constitute any type of investment or other professional 
advice, it is not a personal recommendation and does not take into account the particular investment objectives, financial 
situations or needs (including tax) of individual clients.  This document is not intended and should not be construed as an 
offer, solicitation or recommendation to buy or sell any specific investments or participate in any investment (or other) 
strategy.  You are recommended to seek advice concerning suitability of any investment from your  adviser. Investors should 
be aware that past performance is not an indication of future performance and the value of investments and the income 
derived from them may fluctuate and you may not receive back the amount you originally invested. 

The information and opinions expressed herein are the views of Vestra Wealth LLP and are based on current public 
information we believe to be reliable but we do not represent that they are accurate or complete and should not be relied 
upon as such. Any information herein is given in good faith, but is subject to change without notice. 
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Vanguard Europe
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by neil cowell
Head of Retail Sales - Vanguard Europe

The financial advice landscape has been transformed in recent years. 
We’ve seen major changes in regulation, technology and access to 
information.  One effect of these developments is that an adviser’s 
ability to create a successful and lasting practice more than ever 
depends on the quality of client relationships. 

Industry-wide research confirms this shift.  For example, in 2014 
Vanguard worked with a uS-based independent research firm 
Sprectrem which found that affluent and high net worth investors 
gave more weight to communication, trustworthiness and 
transparency than to fees and performance when deciding whether to 
hire or fire an adviser. 

So how do you deepen client relationships?

reach out to clients more often
One of the simplest changes you can make to improve relationships 
with your clients is to reach out to them more often, increasing the 
number of client touch points.  Research reveals a direct, positive 
correlation between the frequency of adviser contact and the level of 
client satisfaction.  In the Vanguard-Spectrem study, the most striking 
difference in reported satisfaction appeared between clients who 
were contacted at least quarterly and those who were contacted 
semiannually or less.

While annual client meetings are likely to focus on investment activity 
and expectations for the coming year, client touch points have a 
simple objective: to ensure a client never asks themselves “Has my 
adviser forgotten about me?”  If a client has no reason to ask that 
question, they are far more likely to feel looked after and understood. 

what if you have nothing new to say? 
It doesn’t matter if you have nothing new to discuss relative to the 
specific account.  Ask about the client.  The purpose of reaching out to 
clients isn’t to reinforce the value of your investment strategy, but to 
build a relationship. 

It also doesn’t have to be lengthy.  Consider the difference between a 
30-minute conversation every six months and a 10-minute chat every 
two months.  Frequency is more important than duration. 

listen to the client
Talking less and listening more to what your clients say can have a 
positive effect on your relationship with them, leaving them feeling 
understood. Information gathering doesn’t have to stop after the first 
meeting. Maintaining curiosity and interest in your clients’ lives means 
you’re more likely to have conversations that reveal additional client 
needs, leading to greater opportunities. 

For example, Spectrem found that affluent clients want to have 
deeper discussions, even if they are difficult.  Yet both clients and 

advisers are generally reluctant to initiate these important, yet 
potentially sensitive, topics:  Are clients prepared for potential long-
term medical care needs for themselves or family members? Is the 
client or a loved one showing signs of dementia? Will clients’ heirs be 
prepared for a sudden inheritance?

connect with clients’ families
Connecting with clients’ families is another simple, yet critical, 
way to strengthen relationships and expand your practice. Some 
advisers resist pursuing younger clients because most millennials 
have yet to accumulate significant assets, and they tend to have 
different expectations and styles of communicating.

However, taking time to develop connections with the children 
and grandchildren of clients – without being intrusive or overly 
familiar, of course – offers multiple benefits. In the near term, you 
may gain stronger relationships with current clients. Helping the 
child or grandchild of a client with something simple can create a 
foundation for a substantial client relationship in the future once 
he or she has accumulated assets.

Cultivating family relationships doesn’t have to be time-intensive. 
Maintain periodic touch points with family members by offering 
appropriate education as they move through the stages of life. 
Potential topics include getting the most out of retirement, 
combining finances in marriage, funding school or university, 
housing and understanding the financial aspects of caring for 
elderly relatives.

use technology to get the most out of 
client relationships
While personal contact with clients is the best way to enrich your 
relationships with them, technology can also help you reach out to 
clients little and often, as well as build new contacts. Your presence 
online is known as your digital footprint – all the information 
that can be found about you online. It’s important to shape this 
as much as possible – after all, it’s likely to be the first thing that 
will be found if anyone searches for you online. Make sure your 
website is up to date and complete and then pick one or two 
social media platforms to help amplify your web presence (while 
of course being aware of any regulatory constraints). 

The power of conversation
Whether you simply reach out more often, cultivate deeper 
discussions or initiate relationships with clients’ families, the key 
to more meaningful relationships is honest conversation. By giving 
clients the opportunity to talk openly about their goals, concerns 
and families, you can create a deeper connection, which is more 
likely to lead to loyalty over the long term.  ■

Client relationships: it’s who you know

The information and opinions expressed herein are the views of the author.

1Spectrem Group, in partnership with Vanguard, 2014. The affluent investor: Insights and opportunities for advisers. Valley Forge, 
 Pennsylvania: The Vanguard Group, Inc.
This information is directed at professional investors and should not be distributed to, or relied upon by, retail investors. It is for 
educational purposes only and is not a recommendation or solicitation to buy or sell investments.
This information is designed for use by, and is directed only at, persons resident in the UK.
The opinions expressed in this article are those of individual author and may not be representative of Vanguard Asset 
Management, Limited.
Issued by Vanguard Asset Management, Limited which is authorised and regulated in the UK by the Financial Conduct Authority.
© 2016 Vanguard Asset Management, Limited. All rights reserved.
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Diversification: The Perils of Nearsightedness
by Bryan hoffman
Portfolio Strategist - SEI

The information and opinions expressed herein are the views of the author.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

Europe Small 
Cap 
24% 

Emerging 
Mkt Stocks 

50% 

Europe Small 
Cap 
27% 

Emerging 
Mkt Stocks 

37% 

Emerging 
Mkt Bonds 

27% 

Emerging 
Mkt Stocks 

59% 

U.S. 
Small/Mid 

30% 

U.K.  
Linkers 

23% 

Europe Small 
Cap 
23% 

Europe Small 
Cap 
37% 

U.K.  
Linkers 

21% 

Asia-Pacific 
Stocks 
20% 

Japan Stocks 
41% 

Europe  
ex-UK  
19% 

Asia-Pacific 
Stocks 
29% 

Global  
Govt 
11% 

U.S. High 
Yield 
57% 

Europe Small 
Cap 
25% 

U.K.  
Bonds 
13% 

Asia-Pacific 
Stocks 
19% 

U.S. 
Small/Mid 

34% 

U.S. Large 
Cap 
20% 

Emerging 
Mkt Stocks 

17% 

Commodities 
36% 

U.K.  
Stocks 
17% 

Europe  
ex-UK  
15% 

Global Govt. 
Short  
8% 

Asia-Pacific 
Stocks 
54% 

Emerging 
Mkt Stocks 

23% 

Global  
Govt 
6% 

Europe  
ex-UK  
16% 

U.S. Large 
Cap 
30% 

U.K.  
Bonds 
14% 

U.S. High 
Yield 
14% 

Europe Small 
Cap 
33% 

Emerging 
Mkt Stocks 

16% 

Commodities 
14% 

U.K. Money 
Market 

5% 

Europe Small 
Cap 
57% 

Asia-Pacific 
Stocks 
21% 

Global 
Credit 

9% 

U.S. High 
Yield 
15% 

Europe  
ex-UK  
25% 

U.S. 
Small/Mid 

13% 

Europe  
ex-UK  
13% 

Asia-Pacific 
Stocks 
27% 

Asia-Pacific 
Stocks 
16% 

Emerging 
Mkt Bonds 

10% 

U.K.  
Bonds 

4% 

U.K.  
Stocks 
30% 

Commodities 
20% 

U.S. High 
Yield 
4% 

Emerging 
Mkt Stocks 

13% 

Japan Stocks 
25% 

Global 
Developed 

11% 

U.K.  
Stocks 
13% 

Europe  
ex-UK  
24% 

U.S. High 
Yield 
10% 

U.K.  
Linkers 

9% 

Global 
Credit 

4% 

Diversified 
Portfolio

 

22%
 

Japan Stocks 
20% 

Emerging 
Mkt Bonds 

4% 

U.K.  
Stocks 
12% 

Global 
Developed 

24% 

Global  
Govt 
9% 

Diversified 
Portfolio

 

10%
 

Global 
Developed 

22% 

Global 
Developed 

5% 

Global 
Developed 

7% 

U.K.  
Linkers 

3% 

U.S. 
Small/Mid 

19% 

U.S. Large 
Cap 
19% 

Global Govt. 
Short  
2% 

U.S. 
Small/Mid 

12% 

U.K.  
Stocks 
21% 

Global 
Credit 

7% 

U.S. 
Small/Mid 

10% 

U.K.  
Stocks 
22% 

U.K. Money 
Market 

5% 

Global Govt. 
Short  
6% 

Japan Stocks 
1% 

Europe  
ex-UK  
18% 

Emerging 
Mkt Bonds 

18% 

U.S. Large 
Cap 
2% 

Emerging 
Mkt Bonds 

12% 

Diversified 
Portfolio

 

14%
 

Emerging 
Mkt Bonds 

7% 

Emerging 
Mkt Bonds 

9% 

Emerging 
Mkt Bonds 

21% 

Global Govt. 
Short 
4% 

Global  
Govt 
6% 

Commodities 
-11% 

Global 
Developed 

16% 

Global 
Developed 

15% 

U.K. Money 
Market 

1% 

Global 
Developed 

11% 

U.S. High 
Yield 
8% 

Diversified 
Portfolio

 

7%
 

U.K.  
Linkers 

9% 

U.S. 
Small/Mid 

20% 

Diversified 
Portfolio

 

4%
 

U.K. Money 
Market 

6% 

U.S. 
Small/Mid 

-13% 

U.S. Large 
Cap 
14% 

U.S. High 
Yield 
15% 

Diversified 
Portfolio

 

-1%
 

U.S. Large 
Cap 
11% 

Asia-Pacific 
Stocks 

4% 

Asia-Pacific 
Stocks 

6% 

Japan Stocks 
9% 

U.S. Large 
Cap 
18% 

Global 
Credit 

4% 

Global 
Credit 

5% 

U.S. Large 
Cap 
-14% 

Emerging 
Mkt Bonds 

12% 

U.K.  
Stocks 
15% 

U.S. 
Small/Mid 

-2% 

Diversified 
Portfolio

 

10%
 

Global Govt. 
Short  
1% 

Emerging 
Mkt Stocks 

4% 

Global  
Credit 

8% 

Diversified 
Portfolio

 

10%
 

Global  
Govt 
3% 

U.K.  
Stocks 

5% 

Global 
Developed 

-18% 

Global 
Credit 

9% 

Diversified 
Portfolio

 

14%
 

U.K.  
Stocks 

-3% 

Global 
Credit 

7% 

U.K.  
Linkers 

1% 

Japan Stocks 
3% 

Global  
Govt 
8% 

U.K.  
Linkers 

10% 

U.K.  
Linkers 

3% 

U.S. Large 
Cap 
3% 

Diversified 
Portfolio

 

-20%
 

Commodities 
6% 

U.K.  
Linkers 

9% 

Global 
Developed 

-5% 

U.K.  
Bonds 

6% 

U.K. Money 
Market 

0% 

U.S. High 
Yield 
3% 

Global 
Developed 

7% 

U.K.  
Bonds 

8% 

U.S. 
Small/Mid 

2% 

U.K.  
Bonds 

3% 

Europe  
ex-UK  
-25% 

U.K.  
Linkers 

6% 

U.K.  
Bonds 

8% 

Japan Stocks 
-12% 

Global  
Govt 
5% 

Global  
Govt 
0% 

Global Govt. 
Short  
1% 

U.K.  
Bonds 

7% 

Global  
Govt 
7% 

U.S. Large 
Cap 
1% 

U.S. High 
Yield 
3% 

U.S. High 
Yield 
-26% 

U.K.  
Bonds 

4% 

Global 
Credit 

6% 

Asia-Pacific 
Stocks 
-12% 

Japan Stocks 
3% 

Global 
Credit 

0% 

U.K.  
Stocks 

1% 

Global Govt. 
Short  
5% 

Global 
Credit 

5% 

U.K.  
Bonds 

1% 

Diversified 
Portfolio

 

1%
 

U.K.  
Stocks 
-30% 

Global Govt. 
Short  
2% 

Europe  
ex-UK  
13% 

Commodities 
-13% 

Global Govt. 
Short  
2% 

U.K.  
Bonds 
-3% 

U.K. Money 
Market 

0% 

U.K. Money 
Market 

4% 

U.K. Money 
Market 

5% 

Emerging 
Mkt Bonds 

-1% 

Europe Small 
Cap 
1% 

Asia-Pacific 
Stocks 
-31% 

Global  
Govt 
1% 

Global  
Govt 
4% 

Europe  
ex-UK  
-15% 

U.K.  
Linkers 

1% 

Emerging 
Mkt Stocks 

-4% 

Europe Small 
Cap 
-1% 

U.S. Large 
Cap 
3% 

Global Govt. 
Short 
4% 

Commodities 
-10% 

U.S. 
Small/Mid 

-1% 

Emerging 
Mkt Stocks 

-35% 

U.K. Money 
Market 

1% 

Global Govt. 
Short  
2% 

Emerging 
Mkt Stocks 

-18% 

U.K. Money 
Market 

0% 

Emerging 
Mkt Bonds 

-9% 

Europe  
ex-UK  
-1% 

Commodities 
2% 

 

U.S. High 
Yield 
4% 

Japan Stocks 
-10% 

Japan Stocks 
-7% 

Europe Small 
Cap 
-37% 

Japan Stocks 
-7% 

U.K. Money 
Market 

0% 

Europe Small 
Cap 
-20% 

Commodities 
-5% 

Commodities 
-11% 

Commodities 
-12% 

Much of the time, adhering to the philosophy of 
diversification is not terribly difficult—some asset 
classes move up, others move down, but in most 
years, diversified investors enjoy compelling returns 
without placing all of their eggs in one or two 
baskets. Occasionally, though, the market tests our 
resolve, such as when a handful of asset classes are 
notable outperformers. For example, with the u.S. 
economy recovering more quickly than most of its 
developed-market peers in recent years, corporate 
earnings and stock valuations have soared. 

While the long-term return expectation for 
a diversified portfolio is certainly compelling, 
we believe the crucial advantage offered by 
diversification is risk reduction: the hypothetical 
diversified portfolio in Exhibit 1 would have 
participated meaningfully in the 2013-to-2014 u.S. 
stock rally while materially reducing drawdowns 
in 2008. We acknowledge (and emphasise) that 
investing in capital markets necessarily involves 
risk. However, we firmly believe that, whatever 
amount of risk an investor chooses to take, that 
investor should receive as much expected return 
as possible in exchange for assuming that degree of 
risk. The essence of portfolio efficiency is refusing 
to take risks that one is not compensated for 
taking. In our view, while it does not ensure a profit 
or guarantee against a loss, diversification offers 
investors the most reward for a given level of risk 
by minimising uncompensated volatility.

experimenT 

We embarked on an experiment intended 
to illustrate the properties of various styles of 
investing. We tracked the annual performance of 
several hypothetical investment strategies over 
10 years, from 2005 to 2014. Our first strategy, 
dubbed the “Return Chaser,” consists of allocating 
100% of one’s portfolio to the asset class that 
produced the highest return in the previous 
calendar year from those asset classes shown in 
Exhibit 1. The second strategy, which we labelled 
“Concentrated Contrarian,” allocated 100% 
to the worst-performing asset class from the 

previous calendar year. The final strategy, titled 
“Diversified Portfolio,” follows the same strategic 
asset allocation as the diversified portfolio in 
Exhibit 1. Exhibit 2 presents 10-year risk and return 
characteristics for the three strategies.

Exhibit 1:  Diversified Portfolios Can 
deliver more consistent results

Sources: Factset, SEI
Annual returns in GBP, rounded to the nearest percent. A complete 
list of representative indexes is provided in the Appendix. 

The results demonstrate some of the risks 
associated with concentrated investing over the 
2005-to-2014 period. While none of the portfolios 
dominated in terms of return, the Diversified 
Portfolio exhibited substantially lower risk 
(measured by standard deviation), and hence more 
attractive risk-adjusted returns (measured by the 
Sharpe Ratio). Crucial to this risk-return relationship 
is the fact that risk does not go away as the time 
horizon expands—strategies that are unnecessarily 
volatile over one year are generally still unnecessarily 
volatile over a longer 10-year period.

Importantly, the specific type of concentrated 
strategy is irrelevant: whether following the trend 
or fighting it, both concentrated portfolios failed 
to deliver competitive risk-adjusted returns.  If the 
Return Chaser can stomach 21% annual volatility, 
he or she is welcome to do so; but pursuing that 
targeted level of risk with a more balanced and 
diversified portfolio should meaningfully increase 
expected return.  The crucial distinction is that, in a 
truly diversified portfolio, all risk is compensated risk.

Exhibit 2:  The Result

 Average  Standard Sharpe
 Strategy Return Deviation Ratio
 Return Chaser 7.6% 20.8% 0.34
 Concentrated 8.1% 17.7% 0.39 Contrarian
 Diversified 8.3% 10.7% 0.55 Portfolio
These are hypothetical samples prepared for analysis only. 
Results shown are not meant to represent any actual 
portfolios. 10 year data as at 31 December 2014

conclusion 

We hope that readers are not surprised by 
our conclusions. At SEI, we have always held 
diversification to be a keystone of successful 
investing, and we continue to seek new ways 
in which to enhance the efficiency of our 
portfolios. The recent strong performance of 
the U.S. stock market has been a boon for many 
investors, and we hope that all global stock 
markets experience such expansion. However, 
we know that nothing in the financial markets 
is certain, and we will not allow short-term 
historical performance to fool us into abandoning 
our philosophy of diversification. Regardless 
of an investor’s level of risk tolerance, we are 
confident that diversification allows us to earn as 
much return as possible for a given level of risk. 
While diversification does not ensure a profit or 
guarantee against a loss, it does help ensure that 
investors are compensated reasonably for the 
level of risk they choose to take. ■

Appendix

Exhibit 1
The hypothetical diversified portfolio consists of the following blend of indexes and is rebalanced at the start of each year (calculations exclude rebalancing 
costs):  25% FTSE All-Share Index; 12.6% Russell 1000 (net); 8.4% MSCI World Index (net); 7.8% BofA Merrill Lynch uS High Yield Constrained Index; 
6.2% blended 50% JP Morgan EMBI Global Diversified Index and 50% JP Morgan GBI Emerging Markets Broad Diversified Index; 6.1% BofA Merrill Lynch 
Sterling Broad Market Index; 5.2% MSCI Emerging Markets Index (net); 4.1% Barclays Global Treasury Index; 3.5% FTSE Actuaries uK Index-Linked Gilts 
Over 5 Years Index; 3.4% Barclays Global Treasury 1-3 Year Index; 3.3% Barclays Global Aggregate ex-Treasury Index; 3.2% Russell 2500 Index (net); 3.2% 
MSCI Europe ex uK Index (net); 3.2% Tokyo Price Index (TOPIX); 2% MSCI Pacific ex Japan (net); 2% MSCI Europe Small Cap Index (net); and 1% BofA 
Merrill Lynch British Pound LIBID 1-Month Average Index. Returns for indexes with names followed by “(net)” are calculated as if 30% tax withholding 
applies. Certain index data includes back-tested returns prior to the index’s creation (i.e. calculations of how the index might have performed over that 
time period had the index existed) supplied by the index provider. There are frequently material differences between back-tested performance and actual 
results. Index returns are provided illustrative purposes only.
Exhibit 2
Index returns do not reflect the effect that fees and expenses would have had on results. Standard deviation is a statistical measure of variation. The Sharpe 
ratio provides a measure of return per unit of risk and is calculated as excess return divided by standard deviation of excess return. Excess return here is the 
difference between the portfolio’s return and the return on a risk-free asset (in this case, the annual total return of the BofA Merrill Lynch British Pound LIBID 
1-Month Average Index).
Certain index data includes back-tested returns prior to the index’s creation (i.e. calculations of how the index might have performed over that time period 
had the index existed) supplied by the index provider. There are frequently material differences between back-tested performance and actual results. Index 
returns are provided illustrative purposes only.
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important information
Please read all scheme documents before investing.  Before entering into an investment agreement in respect of an investment referred to in this 
document, you should consult your own professional and/or investment adviser.
Past performance is not a guide to future performance. The value of an investment and the income from it can fall as well as rise and you may not 
get back the amount originally invested. Tax assumptions and reliefs depend upon an investor’s particular circumstances and may change if those 
circumstances or the law change. 
If you invest through a third party provider you are advised to consult them directly as charges, performance and terms and conditions may differ materially.
Nothing in this document is intended to or should be construed as advice.  This document is not a recommendation to sell or purchase any 
investment. It does not form part of any contract for the sale or purchase of any investment.
Any investment application will be made solely on the basis of the information contained in the Prospectus (including all relevant covering documents), 
which will contain investment restrictions.  This document is intended as a summary only and potential investors must read the prospectus, and where 
relevant, the key investor information document before investing.  
Issued in the UK by Henderson Global Investors. Henderson Global Investors is the name under which Henderson Global Investors Limited (reg. no. 
906355), Henderson Fund Management Limited (reg. no. 2607112), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Investment 
Management Limited (reg. no. 1795354), AlphaGen Capital Limited (reg. no. 962757), Henderson Equity Partners Limited (reg. no.2606646), Gartmore 
Investment Limited (reg. no. 1508030), (each incorporated and registered in England and Wales with registered office at 201 Bishopsgate, London 
EC2M 3AE) are authorised and regulated by the Financial Conduct Authority to provide investment products and services.  Telephone calls may be 
recorded and monitored. Ref: 34u

by henderson multi-asset Team
Henderson Global Investors

In our view, 2015 marked the beginning of a new market regime. The 
policy-driven, high-return markets that have characterised the post-crisis 
era are evolving into more challenging conditions where economic and 
financial tensions play a prominent role. The first two months of 2016 
epitomised this theme as the ferocious sell-off in risk assets – such as 
equities, high yield bonds and commodities – left all but cash, gold and 
government bonds in the red for the year. 

As the dust begins to settle on a volatile eight weeks, we identify three key 
themes that drove investor bearishness (reluctance to invest in risk assets); 
falling oil prices, banking stress and Chinese policy challenges. We also question 
whether the price action was justified or simply a case of market overreaction. 

In the oil market, prices have been compressed by oversupply for some 
time, with investor positioning and negative news flow accentuating the 
move in 2016. Typically, lower oil prices are seen as growth-positive for 
the global economy as they provide a windfall for consumers. However, in 
early January markets appeared to discount this effect as fears that US$30 
per barrel oil posed a serious threat to global financial stability took over. 
This was most clearly visible in the high yield bonds and natural resources 
sector, where investors began to question debt and dividend sustainability 
and prices in some bond issues reached distressed levels.

chart 1: us high yield energy sector impacted by falling oil prices

Source: Henderson Global Investors, Bloomberg, daily data from 31 December 2012 to 27 
January 2016. Bloomberg uS High Yield Energy Sector Index, yield spread in basis points (bp) 
over 10-year US treasuries, adjusted for embedded options. (OAS = option adjusted spread)

There is no doubt that a sustained period of $30 per barrel oil would 
be destabilising; however, we are starting to see evidence that prices may 
have overshot. For example, it seems only a matter of time before either 
uS shale or the Organization of the Petroleum Exporting Countries 

(OPEC) capitulates on production and short positions have begun to fade. 
In this case, it appears that the sell-off may have gone too far ; however we 
think that being selective within the US high yield bond sector is important 
as defaults are beginning to rise.

Default pressure in energy-related debt was a partial catalyst for pressure 
in the financial sector. Investors were initially concerned about bank 
solvency; however, it soon became clear that the problem was more a 
question of long-term profitability than short-term creditworthiness. The 
reappraisal was swift: the Bank of Japan implemented negative interest 
rates, a move that is likely to erode bank profit margins that are already 
under pressure due to flattening yield curves (ie, little difference between 
short-term and long-term rates for bonds of the same credit quality) 
and stringent regulation. We are sympathetic to this view and believe 
that the market will react negatively to any further interest rate cuts that 
are not balanced by efforts to reduce the impact on banks. That said, we 
think these concerns look to be largely priced in, with valuation levels 
supportive in the face of further market strain.

Finally, the sustainability of the Chinese currency regime became a serious 
concern in January as many questioned the sustainability of the nation’s 
foreign exchange reserves. China’s competing policy objectives of growth-
negative rebalancing and reform and liberalised capital controls are not 
conducive to exchange rate stability, putting downwards pressure on 
the renminbi. Large scale foreign exchange intervention was required 
to maintain the pegged dollar exchange rate as markets began to fear a 
collapse in the currency. We give the Chinese authorities more credit than 
most in relation to their ability to manage the economy. While it will be 
important to keep an eye on economic data over the coming months, we 
believe that the Chinese government has the tools and ability to enact 
an orderly transition. The recent stabilisation of macroeconomic data has 
had a steadying influence and, as a result, we are more positive about the 
wider emerging market universe than we have been for some time.

From our perspective, none of 2016’s three themes are significant enough 
in isolation to derail the global economy. Our belief is that recent events 
were a soft patch in an otherwise steady economic recovery and we are 
encouraged by the reduction in crowded investor positioning that has 
taken place as a result. However, in a world where we observe diminishing 
returns to monetary policy, we await more convincing evidence of robust 
global growth or further creativity from policy makers before adopting a 
more aggressive stance in our portfolios.  ■

Please note that these are the managers’ views at the time of writing, 
16 March 2016. The information in this article does not qualify as an 
investment recommendation.

The information and opinions expressed herein are the views of the author.
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In our view, 2015 marked the beginning of a new market regime. The policy-driven, high-return 
markets that have characterised the post-crisis era are evolving into more challenging conditions 
where economic and financial tensions play a prominent role. The first two months of 2016 epitomised 
this theme as the ferocious sell-off in risk assets – such as equities, high yield bonds and 
commodities – left all but cash, gold and government bonds in the red for the year.  
 
As the dust begins to settle on a volatile eight weeks, we identify three key themes that drove investor 
bearishness (reluctance to invest in risk assets); falling oil prices, banking stress and Chinese policy 
challenges. We also question whether the price action was justified or simply a case of market 
overreaction.  
 
In the oil market, prices have been compressed by oversupply for some time, with investor positioning 
and negative news flow accentuating the move in 2016. Typically, lower oil prices are seen as growth-
positive for the global economy as they provide a windfall for consumers. However, in early January 
markets appeared to discount this effect as fears that US$30 per barrel oil posed a serious threat to 
global financial stability took over. This was most clearly visible in the high yield bonds and natural 
resources sector, where investors began to question debt and dividend sustainability and prices in 
some bond issues reached distressed levels. 
 
Chart 1: US high yield energy sector impacted by falling oil prices 

 
Source: Henderson Global Investors, Bloomberg, daily data from 31 December 2012 to 27 January 2016. Bloomberg US High 
Yield Energy Sector Index, yield spread in basis points (bp) over 10-year US treasuries, adjusted for embedded options. (OAS 
= option adjusted spread) 
 

There is no doubt that a sustained period of $30 per barrel oil would be destabilising; however, we are 
starting to see evidence that prices may have overshot. For example, it seems only a matter of time 
before either US shale or the Organization of the Petroleum Exporting Countries (OPEC) capitulates 
on production and short positions have begun to fade. In this case, it appears that the sell-off may 
have gone too far; however we think that being selective within the US high yield bond sector is 
important as defaults are beginning to rise. 
 
Default pressure in energy-related debt was a partial catalyst for pressure in the financial sector. 
Investors were initially concerned about bank solvency; however, it soon became clear that the 
problem was more a question of long-term profitability than short-term creditworthiness. The 
reappraisal was swift: the Bank of Japan implemented negative interest rates, a move that is likely to 
erode bank profit margins that are already under pressure due to flattening yield curves (ie, little 
difference between short-term and long-term rates for bonds of the same credit quality) and stringent 
regulation. We are sympathetic to this view and believe that the market will react negatively to any 
further interest rate cuts that are not balanced by efforts to reduce the impact on banks. That said, we 
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by gary potter
Co-head of the F&C multi-manager team
BMO Global Asset Management

Many academic studies highlight the importance 
of asset allocation with many suggesting the type 
and proportions of assets held in a portfolio 
are responsible for a significant proportion of its 
long-term performance.  

The right blend
There are other reasons why holding a 
diverse mix of asset types makes sense 
and diversification remains one of the 
fundamental principles of any sensible 
investment strategy.  Spreading assets 
across a range of investment types reduces 
exposure to disappointments in any one 
particular area and allows you to tap into 
more potential sources of investment return.  

But what is a suitable asset split? Different asset 
classes behave in different ways – a fact that 
means the manner in which they are combined 
can significantly affect not just the performance 
potential of a portfolio but also the way it 
behaves. Detailed analysis of past performance 
and characteristics can really help in facilitating 
the creation of a portfolio mix likely to behave 
within reasonably well defined parameters – 
and one that gets reasonably close to the ideal 
balance between performance and risk.  

This process of analysis, modelling and subsequent 
asset split recommendation underpins many 
investment solutions aiming to generate returns 
within defined parameters – often known as 
‘risk-targeted’ funds. The benefits are obvious. For 
those advising individuals on their investments 
they can provide options that can be readily 
aligned with defined client types; and assuming 
no change in client attitude to risk remain suitable 
at outset and for the duration. This alignment is 
obviously beneficial for individuals too, as the asset 
mix they hold is one that should be suitable for 
their needs.

rear view mirror?
The theory is sound over the long-term, but 
does a rigid approach to asset allocation make 
sense? In our view, strategic asset allocation 
based on historic performance and behaviour 
is best served when supplemented with a 
forward-looking element – one that is tactical in 
its nature. Just now for instance, would you really 
want significant exposure to government bonds? 
They are relatively secure and stable, but after an 
extended period of support from central banks 
(in the form of quantitative easing) do they offer 
much scope in the way of returns from here?  

Typical strategic allocations 

  Lifestyle Lifestyle Lifestyle Lifestyle
  Defensive Cautious Balanced Growth
  Succession Succession Succession Succession
  risk profile risk profile risk profile risk profile
  2 3 4 5

 UK 22.00 28.00 31.00 35.00 
 Europe ex UK 5.00 5.00 5.00 5.00 
 North America 9.00 14.00 9.00 7.00 
 Japan 5.00 5.00 5.00 5.00 
 Pacific ex Japan  6.00 10.00 16.00 
 Emerging Markets   11.00 17.00 
 Property 8.00 7.00 5.00 5.00 
 Gilts 8.00 5.00
 Index Linked Bonds 5.00
 UK Corporate Bonds 27.00 24.00 19.00 5.00 
 Global High Yield 6.00 6.00 5.00 5.00 
 Cash 5.00

 Total 100.00 100.00 100.00 100.00

Source: BMO Global Asset Management, for illustrative 
purposes only.

Best of both worlds

We believe that it makes more sense to be 
pragmatic in the approach to asset allocation.  
Yes to creating portfolios reflecting the long-
term characteristics of different asset types but 
also to a tactical approach – one that looks 

forward and considers prevailing conditions, 
the relative attractions of asset classes and the 
outlook. Of course, given the emphasis on 
ensuring that a portfolio remains aligned with 
defined parameters tactical positions need to be 
carefully controlled.  

Currently, we think that issues like the European 
Union referendum cloud prospects for UK 
equities. We expect share prices to be volatile 
and believe that there are other markets – 
Europe and Asia for example – with better 
near-term prospects. It would not however, 
be appropriate to make big cuts in UK equity 
exposure – especially given the sizeable strategic 
allocation to UK equities across all risk profiles 
(see table above). In the bar chart below, we 
show how tactical views on asset types can 
be implemented by reducing or increasing 
weightings relative to the strategic asset 
allocation. In our risk-targeted funds, we keep 
tilts within +/-5% of the long-term allocations – 
limits designed to allow us to better position the 
portfolios in line with our views on individual 
asset classes without affecting each portfolio’s 
defined risk parameters.

Talking tactics – example tilts relative to 
strategic weightings (in brackets)

Source: BMO Global Asset Management, for illustrative 
purposes only.

The right perspective(s)

Past performance is not a guide to future performance. Stock market and currency 
movements mean the value of shares and the income from them can fall as well as rise 
and you may not get back the amount originally invested. BMO Global Asset Management 
is a trading name of F&C Management Limited which is authorised and regulated by the 
Financial Conduct Authority.

The information and opinions expressed herein are the views of the author.

In a fast moving financial world, it is easy to lose focus on the potential benefits of adopting an investment strategy based 
on proven long-term principles. In this article, Gary Potter, co-head of the F&C multi-manager team, explores the case 
for strategic asset allocation alongside a more pragmatic approach that reflects prevailing conditions. 
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1

 There is no guarantee that these objectives will be met. 
2
 Data as December 31, 2015.

The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk. In the United Kingdom, this material is a fi nancial promotion and has 
been approved by Goldman Sachs Asset Management International, which is authorised and regulated in the United Kingdom by the Financial Conduct Authority. Confi dentiality No part 
of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, offi 
cer, director, or authorised agent of the recipient.  ©2016 Goldman Sachs.  All rights reserved. 137149.GPS.OTU  

At Goldman Sachs Asset Management, we 
understand that investors have different goals 
when it comes to investing their money, while 
also needing to remain nimble in order to 
capitalise on opportunities and build wealth.

Whether investors are looking to preserve, 
enhance or create wealth; we believe our Multi-
Asset Wealthbuilder Portfolios can help achieve 
these goals1. 

A single investment in one of the funds allows 
investors to access a broad team of investment 
professionals, focussed on delivering these 
goals. From the 60 person dedicated Multi-
Asset team looking at the overall asset 
allocation decisions, to the 2,000 investment 
professionals, based in 34 locations around the 
world2, which support the team with local 
market expertise and selecting securities, once 
you defi ne your goals, we’ll do the rest.

Building Wealth: Defi ne your goals, we’ll do the rest

For more information, please contact your Succession Group Wealth Planner.
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Panic Over

Markets have been very volatile, but 
we have argued that this is not justified 
by fundamentals: as the most recent 
economic data paints a fuller picture of 
the outlook, making the reasons for the 
recent panic look mis-placed.

Robust data on the labour market, 
consumer spending and even signs 
of a stabilisation in the manufacturing 
sector show that the US economy is 
very clearly not slipping into recession; 
recent market speculation that the 
US Federal Reserve could cut interest 
rates into negative territory looks 
increasingly absurd and will look even 
more absurd if inflation picks up in 
the second half of the year, as we 
expect. China’s Renminbi has been 
gradually strengthening since 8 January, 
the People’s Bank of China (PBOC) 
is starting to communicate more 
effectively and clearly with markets, and 
China’s foreign currency reserves are 
steadying.  Oil prices appear to have 
stabilised, at least for now, as more 
signs emerge that demand is robust 
and that supply can be slowed. 

Although investors are newly 
concerned about the impact of 
negative interest rates on bank 
profitability, the majority of European 

banks reported strong earnings and 
dividend increases (for which they 
need specific permission from the 
European Central Bank).  Even weaker 
players have looked to demonstrate 
the depth of capital reserves by buying 
in subordinated bonds.  The austerity 
policies seen in much of Europe and 
the US are moderating.  As the bearish 
narratives have been undermined, one 
by one, markets have found some 
stability and rallied almost as rapidly as 
they fell.

Question marks remain over corporate 
earnings expectations and over the 
robustness of future growth indicated 
by business and consumer confidence 
surveys.  Company profits in 2015 
lagged expectations, but the vast 
majority of this can be traced either to 
commodity price falls (hurting profits 
for miners and energy companies) 
or currency shifts.  Analysts forecasts 
of company profits have dropped 
in recent weeks, but this may be a 
case of analysts following rather than 
leading markets, simply cutting their 
forecasts after a sell-off. Sentiment and 
confidence surveys have weakened 
in the last few weeks too, but again 
we need to be careful of over-
interpretation: this may largely reflect 

the impact of the market correction. 
These indicators need to be monitored 
but, in contrast to the popular theory 
that market panics can cause economic 
downturns, we find few if any examples 
through history where a stockmarket 
fall has in itself caused a recession in the 
real economy.  Today looks no different.

caTch 22

Clearly there is a lot of ground to 
recover still. Looking in the rear view 
mirror, most equity markets still stand 
well below their highs of a year ago. 
Expectations for economic growth 
in 2016 have moderated a touch 
since then, as consumers have been 
a little slow to spend all the recent 
gains from wage growth and cheap 
fuel, but perhaps that boost still 
lies ahead of us (and will be bigger 
than anticipated, with oil below 40 
USD – compared to 60 USD a year 
ago) and there could be room for 
surprises to the upside on household 
consumption and on construction. 
Company earnings expectations have 
fallen – especially in the energy sector 
– but overall profit forecasts for a year 
ahead are not so different to where 
they stood a year ago, and equities are 
significantly cheaper. 

by Alex Scott
Deputy Chief Investment Officer - Seven Investment Management

As the bearish narratives have been undermined,    
one by one, markets have found some stability 

and rallied almost as rapidly as they fell.

The information and opinions expressed herein are the views of the author.
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SEVEN
Investment Management

We may be in the second half of a 
long and subdued cyclical recovery, but 
there’s little to suggest we are close to 
the end: 

• central banks are still running a 
very supportive policy (with the 
European Central Bank announcing 
a much more decisive step than 
markets expected last week)

• debt is available and cheap

• firms are hiring more workers and 
paying them more

• both companies and households 
have scope to borrow more if they 
feel confident enough to do so. 

The global economy is not as bad as 
all that, and markets may still be playing 
catch up.

poliTical challenges

Investors now face political challenges 
as well as economic considerations: 

• the drawn-out US Presidential 
contest

• emerging questions about the 
strength of Chancellor Merkel’s 
position in Germany

• uncertainty over the UK’s 
referendum on Eu membership. 

The opinion polls are close but betting 
markets place a high probability on a 
‘REMAIN’ outcome.  That may well 

ultimately be the case, but shifting 
perceptions of that probability suggest 
scope for volatility in the meantime, 
particularly in currency markets.
The UK runs a very large current 
account deficit, and therefore needs 
to attract international capital flows 
– for example capital investment into 
housing, infrastructure and corporate 
assets, and more liquid portfolio 
allocations from global investors 
(like equities and gilts). 

Uncertainty over the future acts as a 
headwind for these capital flows and 
therefore a dampener on Sterling, with 
the currency tending to weaken when 
political developments or opinion 
polls seem to nudge the probability 
of an ‘EXIT’ vote higher. However, 
this demonstrates the value of a 
truly globally diversified investment 
portfolio: we naturally have rather high 
allocations to non-Sterling currencies, 
so a period of weakness for the Pound 
tends to be beneficial for returns. 
While our global diversification 
protects us from potential near-
term Sterling weakness, we need 
to be aware of opportunities too – 
particularly the scope for a rebound in 
the Pound if ‘REMAIN’ wins.

As markets sank, and investors flitted 
from one fear to the next, we continued 
to review and re-assess our scenarios 
for the world economy and markets. 

We still found overwhelming evidence 
that investors’ fears were overblown 

and that market weakness was out of 
line with economic reality. 

hold sTeady

It is impossible to know when a 
storm of panic will subside but the 
right tactic in markets gripped by 
unfounded fears is to hold steady, 
and to add selectively to favoured 
assets on weakness: we therefore 
topped up allocations to Japanese 
and European equity, and tilted our 
European equities towards small and 
mid-cap stocks. We have wanted to 
hold European small and mid-sized 
companies for some time, for their 
greater exposure to a recovering 
domestic economy, but were 
previously deterred by valuations: the 
correction gave us an attractive entry 
point. We are also struck by very 
attractive valuations in some of the 
less liquid credit markets, where prices 
of bonds and loans have been marked 
down aggressively by brokers – often 
because the brokers no longer have 
the capacity to take bonds onto their 
own books and have, therefore, fixed 
their bids to dampen trading. 

Current valuations are pricing in a 
deep recession in some parts of the 
credit market: this looks implausible. 
Clearly we need to approach the less 
liquid segments of credit markets with 
caution and limit the overall size of our 
exposure, but we see deep value and 
the opportunity to lock in very high 
yields.  We should take advantage.  ■
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ian shipway cFp
Ian is a Certified Financial Planner. From an investment perspective, his starting point is to 
determine the return required to meet client objectives, the client’s tolerance to volatility and 
short-term liquidity requirements.  
Ian is a keen advocate of asset allocation and asset class investing and an enthusiastic and early 
adopter of wrap platforms. 

Investment Committee Members

ken rayner Ba (hons) acii, imc
A founding director of Rayner Spencer Mills Research, Ken began his career in the 
investment industry in 1989, shortly after graduating from Leeds University with a 
Degree in Economics and Economic History. 
Ken sits on the Investment Committee of a number of advisory firms to help them 
deliver their investment strategies.

simon Taylor
Chair of the Succession Investment Committee
Simon is Platform and Investment Director at Succession Advisory Services and has 
significant experience in both propositional development and distribution.  Simon is also a 
PRINCE 2 practitioner.
Working within the financial services sector for over 15 years prior to joining Succession, Simon 
has held key positions at Bluefin focusing on integration and change programmes, St. James’s Place 
and within the retail banking sector.  He sits on the TISA Wrap & Platforms Policy Council and the 
UK Platform Group. 

Christian Captieux
Christian is Succession’s Compliance Director and is also a member of the statutory board for 
Succession Advisory Services. He brings considerable experience of platforms, discretionary 
managed portfolios and other elements of the investment matrix.
He is a Chartered Financial Planner and a Fellow of the Personal Finance Society. 
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Robert MacDonald BA (hons) CFP
Robert graduated from Edinburgh Napier Business School in 2012. He is a Certified 
Financial Planner, Chartered Financial Planner and Fellow of the Personal Finance Society.  
He is the MD of MacDonald & Co Wealth Management and is passionate about financial 
planning, matched to an appropriate investment strategy, used in conjunction with a robust 
long-term cashflow model. 

Michael Hill
Succession’s Chief Financial Officer Michael Hill is a member of the statutory board 
for Succession Advisory Services.  He has executive responsibility for all financial 
management and budget reporting, and ensures the financial rigour and profitability of 
the company.  He brings a wealth of investment experience from his extensive career.

James Stevenson
Succession’s Chief Operating Officer, James Stevenson, is responsible for the systems 
and processes to deliver our services to clients and he has considerable experience 
in harnessing technology to deliver client-centric solutions. 
James is a member of the statutory board for Succession Advisory Services.   

This publication is for information purposes only and has been approved and issued by Succession Advisory Services.  Succession Advisory Services 
is authorised and regulated by the Financial Conduct Authority.  It is not intended that this publication be relied upon by retail investors.  It does not 
constitute an offer, a personal solicitation of any offer, or personal recommendation to enter in to any transaction.  Whilst all reasonable care has been 
taken in preparing this document, the information contained herein is deemed to be reliable but all expressions of opinion are subject to change 
without notice.  Tax legislation is based on our understanding of legislation and practice currently in force.  Tax information is subject to individual 
circumstances and subject to change.  We cannot be held responsible for the effect of any future legislation change in interpretation or treatment.  
Some information has been provided by third parties. We are not responsible for any error, omission or inaccuracy in the material.  For investment 
purposes the value of capital invested is not guaranteed and may fluctuate and you should remember that you may get back less than you have paid 
in dependent on market conditions.FP
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