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Introduction

From Group CEO Simon Chamberlain
In August, the Bank of England cut interest rates to an historic low of
0.25%.The Bank’s Governor, Mark Carney, said the cut was needed to
“cushion” the impact of the Brexit vote and avert recession.
As part of a package of emergency measures, Mr Carney announced a £60 billion boost to the
Bank’s programme of Quantitive Easing, designed to pump more money into the economy. He
also revealed a new £100 billion fund to encourage cheap lending by commercial banks.
Mr Carney insists Britain can “handle” the impact of Brexit. But was this intervention too soon?
Succession’s strategic partners got together to consider the short and medium term impact
of Brexit. Read their comprehensive insights on page 12 to 15.
BMO’S Gary Potter reflected “I think that the investing market has forgotten what long
term investment is all about. Economic events happen, and will continue happening.
There will always be shocks, but investing is about investing in good companies that are
doing great things. Equities and risk assets are where you get your reward”.
We need to focus on the basic principles of long term investing. If there’s ever been a time
when clients will need to review their financial situation, it is now. Indeed, the impact of Brexit
creates the opportunity to demonstrate the value and benefits of financial planning, considering
the impact of different scenarios for clients and identifying a suitable investment strategy that
meets their long term plans.
Our role is to manage assets on our clients’ behalf, to ensure they have peace of mind and that
their affairs, whatever the economic scenario, are being managed actively in line with their life plans.
We also find ourselves in a favourable position as our investment matrix solutions are not
exposed in the same way as the markets, so any temporary falls on the stock market shouldn’t
have the same impact on our clients’ underlying portfolio values.
Our job now is to look to the future in a positive and excited way and continue our journey,
embracing all the changes and opportunities of today and the next few years.

SIMON CHAMBERLAIN

www.successionadvisoryservices.com
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Four Levels of Diligence
Successful investment is critical to future financial wellbeing, and
Succession provides innovative and effective investment expertise
to meet clients’ investment goals.
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, 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
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General Economic Overview
Quarter TWO 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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It would be relatively easy to focus on just one event in this
quarterly view – the impact of the EU referendum result – as it
has clearly dominated debate in the press and in most company
board rooms during the latter part of the quarter.
Brexit has had a short term impact on
volatility in markets but remarkably, after
the immediate falls in global markets,
the recovery in the week following the
vote was robust and resulted in the FTSE
100 index being at a 2016 high. This
has masked somewhat the underlying
fundamental concerns that had driven
markets in the proceeding five months
of 2016 – the slowing global growth
environment and the lack of inflation and
wage growth had a further negative effect
on global growth at a time of increasing
uncertainty. Markets entered the Brexit
vote towards the highs of recent trading
ranges and at a time when many equity
market valuations in absolute terms looked
expensive relative to 10 year history. We
are still in a world where both real and
perhaps even more importantly nominal
GDP growth have converged at low levels,
an environment that has clearly made it
difficult for businesses, especially cyclical
ones, to deliver strong profits growth
as pricing power has diminished. When

nominal GDP is 5% cyclicals have the
ability to raise prices each year, something
that does not occur when nominal GDP is
in the 1% - 2% range. Investors had hoped
that 2016 would see a continued catchup for the European and Japanese stock
markets which had significantly lagged the
US in the post 2009 recovery period – for
Japan these hopes have been shattered by
the strength of the Yen, whilst political and
economic uncertainty for Europe means
hopes for a proper recovery cycle will
have to be pushed out further.
For many investors Friday 24th June was
about short term noise, market reaction
and sentiment but for longer term investors,
taking a reasoned view on the implications
of the Brexit vote is much more important.
Our reviews have always looked to provide
investors with a longer term perspective
on investment markets and the global
economy, and investors need to decide
whether the Brexit vote has caused a longer
term change to the future course of asset
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markets. There will clearly be a period
of uncertainty going forward and how
long this lasts will depend on the speed
at which the UK can re-shape its trading
arrangements not only with Europe, but
also with the rest of the world.
When looking at markets, investors
need to focus on what is priced in and
what is not, as valuation at the point of
entry is likely to be an important driver
of returns over the next decade. In our
April outlook we reminded investors
that whilst recessionary fears in the early
weeks of the year were overdone, the
global economy remained trapped in a low

growth world where profit growth would
be muted. In fact, earnings expectations
for 2016 have been further trimmed
back to, at best, extremely low single digit
increases in most major markets, whilst
some were already expecting a 2016
decline. Sell side analysts were far more
optimistic for 2017, predicting a rebound
in corporate earnings in double digits,
admittedly with much of the expected
improvement next year driven by energy
and financials. Whilst improvements in
the profitability of energy companies are
likely to increase from 2016, a slowdown
in the global economy and lower oil
price would impact negatively. One of the

larger sectoral adjustments to earnings
forecasts is likely to occur in financials
where analysts had expected positive
factors such as modestly rising interest
rates and bond yields and a steepening
yield curve to benefit not only banks,
but also insurance companies – these
forecasts are now likely to be cut. At the
regional level the US and especially Japan
will see a negative impact from a stronger
currency on profit forecasts. If the US
currency were to strengthen substantially,
something the US Federal Reserve is
likely to guard against, this would be a
significant negative for both Asia and the
wider emerging markets.

EQUITY MARKETS OVERVIEW
Chart showing 2016 returns
for major market indices:

The year so far has been relatively
positive, with returns reflecting higher
levels of volatility and of course the
effects of Brexit. The main market issues
have been sentiment based as investors
have focused on negative information

Chart showing Q2 2016 returns
for major market indices:

at the beginning of the year followed
by a recovery which saw support of
energy and mining stocks and then
the subsequent focus on Brexit. The
fundamentals of a slowing growth
environment has meant that whilst a

www.successionadvisoryservices.com

number of markets are ahead this year
they have remained stubbornly within a
trading range. It would appear this may
be difficult to break out of unless we see
better earnings growth figures, which
seems unlikely at the moment.
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General Economic Overview (cont.)
Quarter TWO 2016
UK

US

Whilst the UK is clearly
the market most affected
by the Brexit vote, it did
manage to recover quite strongly in the
week following the vote. There are clearly
concerns about the long term impact of
leaving the EU, and a closer look at UK
companies reveals that the strength in
markets following the vote has been more
focused on the larger cap area of the
market and in particular overseas earners
who are less affected by falls in sterling.

As with most markets
the quarter has been
overshadowed by the
reaction to the Brexit vote but in reality
the US is less vulnerable to this decision
than most global markets given its domestic
bias. The fear of global contagion and an
early cyclical recession is not a consensus
opinion in the US with many feeling that
now the EU vote is out of the way it will
allow investors to focus once more on
more fundamental issues. Winners include
most of what has been doing well since
the 2008-09 financial crisis: bonds, utilities
and staples, as upward pressure on rates is
currently absent. Losers in the short term
are some of the areas that have done better
since mid-February, such as energy, materials,
and industrials (which were hit pretty hard
shortly after the vote). Financials are under
pressure due to the drop in bond yields.
The US remains the strongest western
economy although valuations are at the
higher end of analyst expectations based on
current earnings levels. A worry for the US
is that with corporates seeing profitability
under pressure across many sectors they
may respond to this by looking to cut
costs through laying off workers. The next
recession in the US as and when it does
occur is likely to be triggered by this event,
although even with the shock of Brexit it
would be rash for investors to assume with
any level of certainty this will occur over the
next 12 months.

Following the referendum vote, we saw
a fall in the value of sterling which has
both positive and negative connotations
in the short and long term. The positive
is of course that UK goods become more
competitive which is positive for exports,
however imports become more expensive
which is negative for our current accounts
balance and in the short term could have
the effect of increasing inflation above target.
The UK economy was, like the rest of the
world, looking towards a lower growth
environment for the coming twelve months
as global growth slowed, but earnings
forecasts for UK companies have also
reduced and unless this can stabilise or
improve, market valuation levels are unlikely
to move on to a higher trading range.
The returns from the broader market this
quarter have been surprisingly strong and
this has meant that despite the poor start
to the year we have seen a recovery of
sorts although this has not been a universal
recovery. Areas hit hardest include banks
and housebuilders and they have not
recovered in the way that less cyclically
biased stocks have done. The near future
of the UK will be dominated by political
uncertainty and then the focus will move
onto the practicalities of exiting the EU
and the trade deals that can be struck. It is,
therefore, difficult to look longer term in
such an environment but investors need
to do so to avoid snap decisions based on
sentiment led market movements.
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and 10 year bond yields in Italy rose by
30bp to 1.53%.

Europe
The UK and Europe
are now at the
beginning of an extended
period of uncertainty which may flow
over into the global economy. The extent
of political concerns about stresses in the
Eurozone’s periphery was demonstrated
by the significant declines in southern
European stock markets - the Spanish
market fell by just over 12%, as did Italy,

Political ramifications are likely to spread
further than the UK, with anti-Europe
parties within other Euro Zone members
demanding a Referendum or pressing for
an exit. Concerns about a potential breakup
of the Euro project were reflected in
significantly wider bond spreads in peripheral
European markets. In stock markets, shares
in airlines, banks, travel companies and media
groups were hit the hardest, whilst consumer
staples and healthcare performed relatively
well. Banks globally were hit, not just in the
UK, with the Euro Stoxx Bank Index falling by
around 17%.
Politically Europe has a number of issues
to deal with following the Brexit vote as
the Union is under threat from right wing
opposition – somewhat perversely, the UK
leaving may strengthen the resolve of the
others to stay united given the immediate
political and economic concerns that the exit
vote has brought up in the UK. Any global
slowdown will affect European companies
but the general state of core and peripheral
economies is much stronger than after
the global financial crisis and with the ECB
maintaining easy monetary policy and QE, a
significant recession looks unlikely.

Asia
The change in tack
by the Federal Reserve
with a significant push back
on expectations of US rate rises has
aided the Asian markets this year. There
have also been signs of stabilisation in
the Chinese economy following the
economic stimulus, although this means
dealing with longer-term issues has been
put on hold. In Indonesia macro and
corporate news has been positive and in
Thailand the markets exposure to oil and
gas names has proved a positive. In India,
company results have disappointed in
industrials, whilst the consumer sector is
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more buoyant – reform to the economy
has taken longer to come through than
expected, but the position of the BJP
has been strengthened by positive state
elections. The Philippines election result has
been viewed favourably by the market.
China continues to have a significant
influence on the region’s markets,
as it does on global markets, and
concerns remain about the influence
of their current economic slowdown.
Economic data continues to evidence
this slowdown and investor expectations
are generally for weaker growth over
the next 12 months, so GDP may
struggle to hit the government’s target
of 6.5% - 7%. This is still a strong number
but much lower than the average over
the recent past, although this is to be
expected as the economy develops and
becomes more mature, and continues
to undertake a general rebalancing away
from manufacturing-led activity and
towards consumption and services-led
activity. Another concern, partly related,
is the Chinese yuan, as investors are
concerned that there will be a systematic
weakening of the currency, which has
led to capital outflows from China and
will make other countries’ exports less
competitive. The authorities have stated
that it is not their current intention to
specifically devalue their currency.
The main argument in favour of the
region is valuation, with both PE ratios
and price to book valuations trading at
discounts to longer term averages and
this valuation gap is in marked contrast to
most developed markets. India continues
to be a market with excellent longer term
potential if reforms continue and Asia is
a beneficiary of the falls in commodity
prices that have occurred. The flight to
safe haven assets in the wake of the Brexit
vote has hampered these economies in
the sense that a stronger dollar does not
help those countries with high debt to
GDP ratios, however most economies in
the region are less exposed than some
emerging markets.

Japan
The strength of the
currency has been a
positive for sterling investors.
Valuations remain attractive relative to
their history, particularly on a Price to Book
basis, but, without a further weakening in
the currency, there needs to be greater
concentration on unlocking shareholder
value and corporate governance. Further
positive market movements depend on
foreign investors re-entering the market
and signs that the government and the
Bank of Japan’s policies can lead Japan into
a period of sustained economic growth. In
2016 Japan, like other markets, has seen
defensive shares out-perform cyclicals and
for this trend to reverse the market needs
to see an end to negative bond yields
which is very damaging to the banking and
insurance sectors.
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.
There is some evidence that the
Abenomics experiment is running out
of steam with the recent sale of 10
year bonds, at a government auction, at
yields below zero for the first time. This
is reflective of a collapse in borrowing
costs globally as central banks take
evermore unusual steps to stimulate
growth. Japan has become the second
country after Switzerland to do this and
it looks increasingly as if the government
are resorting to more extreme measures
to stimulate the required 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

www.successionadvisoryservices.com

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.

Emerging
Markets
Emerging markets have had another
good quarter, in part due to the relative
strength of the currencies compared to
sterling, particularly at the end of the
quarter due to the Brexit vote.
The three core issues affecting emerging
markets over 2015 were the strength of
the dollar, commodity prices and lower
levels of profitability. This has changed in
2016 with the improvement in commodity
prices and slowing of dollar strength.
Corporate profitability is still in need of
improvement, particularly in China in areas
such as steel glass and cement. The price
to book ratios for many EM companies is
still attractive at around 1.25x book value
and in previous periods when it has been
at this level, returns have been strong over
the following twelve months.
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 and 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.
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QUARTER TWO 2016

Brazil still suffers from weaker commodity
prices as far as the current account deficit
is concerned but the market has recovered
well for sterling investors being up 22 % to
the end of June. There is of course some
political uncertainty as the current President
is impeached and a temporary one is in place,
but the outlook is more positive.

as Argentina, or a bounce in the oil price
in the case of Mexico. The rally in the oil
price has benefited Russia and companies
who generate revenue in US$ revenue
but have costs denominated in the local
currency. Eastern Europe had benefitted from
the more positive backdrop to European
economies before the Brexit decision.

Other markets in Latin America have
benefitted either from political change, such

Emerging Markets have been helped by
the belief that an aggressive tightening of

US monetar y policy will not occur, easing
pressure on currencies. The main argument
in favour of the Global Emerging Markets
sector is valuation with both PE ratios
and price to book valuations trading at
discounts to longer term averages. Clearly
the Brexit vote, whilst not significant to
most GEM countries, will have ramifications
if it creates more global and economic
uncer tainty, par ticularly if we see fur ther
dollar strength.

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

The strength of bond markets continues
to surprise some investors but we should
reflect on the fact that we are now in a
period of slowing growth as well as loose
monetary policy and quantitative easing.
This combination has continued to keep
interest rates low much to the chagrin of
some central banks, including the Fed which
has more recently pursued a more globally
inclusive perspective on rate rises. Although
most economies have come out of recession
and were growing again from 2010 onwards
the growth has been slow and fragile with
a number of anomalies causing concern
amongst investors. This has led to frequent
flights to safety and to a position where
negative yields can now attract investors. The
sovereign debt market has proven to be a
useful source of return for investors in 2016
with investors prepared to risk a limited level
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Chart showing quarter one 2016 returns
for major fixed income indices:

of return and small yield for the security of
capital. In the UK ten year gilts have fallen
to below 1.5% in the recent Brexit crisis
illustrating the continued demand for safe
haven assets, with gilts having returned over
10% for sterling investors this year despite
a relatively low star ting point. Following the
recent vote result the 10 year US Treasury
yield has fallen by 25bps – a move of more
than two percentage points in capital
terms. The 10 year German bund yield has
traded at a record low of -15bps (whilst it
seems counter intuitive to lend money to
Germany at negative rates, it might be wor th
considering the likely currency moves if
Germany moved back to the Deutschmark
on a Euro breakup). Markets are now pricing
in interest rates that remain lower for longer
with a rate cut possible from the Bank of
England perhaps to 0% from the current

0.5% over the coming months. Emerging
market debt has had a good year until
very recently.
Corporate debt is slightly less attractive, but,
if spreads tighten, particularly in the high
yield market, there may well be some good
opportunities in this area as well. Initially
corporate credit spreads rose, especially in
peripheral financial bonds where spreads
have widened by 60bps at the senior level
and up to 130bps at the subordinated level.
The selloff in the high yield market was at its
worst initially with the Crossover Index at one
stage 120bps wider, but it has now regained
some of these losses. Institutional demand
for corporate credit is likely to remain strong
at the investment grade level, especially in an
environment of ECB corporate bond buying
due to its QE programme.
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property
The commercial property market also suffered
because of the uncertainty around the threat of
Brexit, and this situation has been compounded
following the vote. A number of physical property
funds have recently introduced a fair value
adjustment for those wishing to exit a fund and
over the last few days some have suspended
trading.This suggests that the property market
is weakening in demand terms and that the
requirement for liquidity in funds has increased.
The property market has been a good source
of return in recent years both from a capital and
income perspective and direct property should
continue to be a good diversifying asset class with
returns driven mainly by income. Capital growth
returns are expected to continue weakening
(potentially speeded up by Brexit) with rental
growth becoming a larger driver of total returns.
There remain concerns that the highest quality
assets are looking overvalued, particularly in
London, but they are likely to continue being a
relatively safe haven, although overseas interest
has waned recently.The yield gap for secondary
markets versus prime property remains attractive
but individual property selection will remain
important here. Returns from UK commercial
property are expected to remain stable but lower
than the previous few years, and the vote to exit
the EU has lowered expectations.This is perhaps
one of the reasons why investors have begun to
reduce their exposure to property funds, leading
to the pricing changes – many investors have been
overweight commercial property for some time
and with the reduction in expected returns some
are choosing to take profits and reduce their
allocations, which is not necessarily a negative view
on the asset class as a whole. Investors are still
looking for an income alternative to some of their
fixed income allocation and the expected returns
should continue to attract investors once the
immediate volatility following Brexit has reduced.
The property securities sector continues 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.
The results of the EU vote had a negative effect
on prices in the UK and although there has been
some recovery, the overall year to date figures are
negative (pre Brexit it was flat). Investor sentiment
and valuation levels are likely to be influenced

by these factors over the short-term, which has
changed the view on interest rate rises for the
rest of the year, which may now turn out to be
marginally positive for the sector.
It will be interesting to see how the REIT / property
securities sector reacts to future news, both positive
and negative from here.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 recent quarter’s events have proven to be
more dramatic than the polls had predicted with
the investment world taken by surprise when the
UK population voted to exit the EU. Although
this dominated the press before and after the
23rd of June, the fundamental issues affecting the
world’s economies did not change in the quarter
but perhaps tilted more negatively.
June valuation levels mean investors are faced
with the same dilemma that has been in place
for much of the last 18 months. Markets have
front run the recovery and are still not cheaply
valued, with the US in particular trading at levels
that are expensive when looking at historic
valuations or trend earnings. A worry for the
US is that with corporates seeing profitability
under pressure across many sectors they may
respond by looking to cut costs through laying
off workers – something likely to trigger the
next US recession, although even with the
shock of the UK’s EU exit, it would be rash for
investors to assume with any level of certainty
this will occur over the next 12 months. High
valuations in markets are occurring at a time
when corporate earnings growth is muted, which
demonstrates how important a low interest rate
world has become to market valuations and with
rates likely to stay lower for longer some parts of
the stock market will be favoured over others. A
world of low growth is likely to become a world
of slightly lower growth, favouring bond proxies
and economically insensitive stocks which feature
heavily in many of the lower risk equity funds
which have been recommended to investors
over the last 12 months.
While the prospects for equity returns remain
muted over the next few years, other obviously
attractively valued asset classes remain difficult
to find. The spike down in government bond
yields, whilst reflecting a lower for longer rates
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environment, also represents a strong risk off
mood in the markets. Unless Brexit impacts
so negatively on corporate confidence that a
recession occurs, it is hard to find fundamental
support for government bonds at current levels.
The widening of investment grade credit spreads
does mean this asset class looks attractive against
cash over the next 12 months and even though
the high yield market is more susceptible to
economic uncertainty, the thirst for yield will only
increase in today’s interest rate environment. As
risks have increased, investors should choose
managers with proven research skills in the
corporate bond market, both in investment
grade and especially in the high yield area.
The world and stock markets are a riskier
place following the EU vote, at a time when
economic risks post the global financial crisis
were still elevated. Heightened uncertainty is
likely to affect both corporates and individuals
negatively, making them more cautious in a world
already showing signs of demand deficiency. The
exit from unconventional monetary policy has
moved further away with all this means for stock
markets, and banks in particular.
Longer term investors still face the challenge of
trying to generate reasonable returns ahead of
cash to meet retirement or saving objectives
and selective exposure to equities should still be
taken. It could be argued that recent events only
reinforce the attractiveness of lower risk equity
funds where the managers focus on delivering
a positive return and ignore benchmark
indices. These continue to have the prospect
of delivering reasonable returns ahead of cash
(which may now be a cumulative zero) over
rolling five year periods. Clearly manager skill
and understanding corporate balance sheets and
growth prospects is more crucial than ever. We
commented before that investors will have to
live with higher levels of volatility than in the early
recovery period and this is not going to alter.
Whilst the task ahead is not easy, there are
a number of managers with proven skills of
operating in difficult macro circumstances and
it is these funds that should be at the core of
investor portfolios today. S

Ken Rayner
Investment Director
Rayner Spencer Mills Research Ltd
July 2016
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Economic Round Table
Succession invited some of our most experienced strategic investment partners to consider
the economic outlook for the remainder of 2016, with a particular focus on the economic
ramifications of the brexit vote. Simon Taylor (Platform and Investment Director) shares their
reflections of what brexit means to the economy.
John Redwood, Charles Stanley
feels it is important not to exaggerate
the impact of the referendum in the
short term. He said:
“Markets probably overreacted in
both ways. The UK economy is 4%
of the global economy, so even if
there is a bad outcome, it is not
going to have a measureable effect
on the global economy.”
Closer to home, the Treasury had
predicted two possible adverse
effects of a Brexit vote impacting
trade and economic confidence.
John Redwood commented:
“We know we are going to trade
under exactly the same rules for the
foreseeable future and we now know
how markets have reacted a fall in
the pound and a big rise in the bond
market making it quite a bit cheaper
for the British state to borrow, and
although the FTSE 100 dipped on the
first day, it then rose and went above
the level before the event was known.”
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His advice to ministers and the
Governor of the Bank of England
is “Don’t exaggerate, stay calm, and
there is no need for there to be a
damaging confidence effect.”
Chris Becket, Head of Research
at Quilter Cheviot pointed to the
negative short term effect of Brexit
with confidence surveys in business,
hiring intentions and investment
intentions being hit by the vote.
He says: “People are uncertain
about the political situation and
we don’t know what the policies
are. For a lot of businesses, where
regulation matters, their investment
plans are effectively on hold.”
He highlights the uncer tainty
arising from the Brexit vote that
will stop people spending money.
“The short term issue is the
uncertainty that will hit economic
growth and that is what we are
going to see in the economic data
for the rest of the year.”

Shoqat Bunglawala, Head
of Multi Asset Solutions team
at Goldman Sachs Asset
Management (GSAM) agreed that
the effect on global markets will
be somewhat muted, given the
UK doesn’t represent a huge par t
of global GDP. But considers the
localised impact will be reasonably
significant, possibly even leading
towards a recession.
“There is likely to be, a short term
impact on GDP and it might lead us
into a mild recessionary environment.
It’s hard to call how this will play out in
the longer term, given a lot of this now
depends on negotiation with the EU.”
Jonathan Marriott, Chief
Investment Officer at LGT Vestra said
the FTSE 250 is more representative
of UK companies, and there has been
a vast dispersion of returns since the
referendum. He stated:
“I think the fact that the sterling has
fallen is a release valve in terms of the
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economy and actually while investment
may be deferred, the fall in sterling
may actually help our competiveness
in the world over the short term and
help restore some of that.”
James Mashiter, Fixed Income
Portfolio Manager at SEI thinks
financial markets have been
pretty resilient in the wake of the
referendum but cautions that it will
impact the real economy in time.
He said: “Consumer confidence has
to dip. In the medium term, there is
a risk of weaker growth and higher
inflation, and the Bank of England will
tolerate it breaching the 2% target to
stimulate growth.”
While not a massive global macro
shock, the Brexit vote represents
a significant market phenomenon,
according to Henderson’s Head of
Multi-Asset Paul O’Connor.
“The sharpest impact in global
markets is the dollar moving bond
yields, against the backdrop of
markets already being concerned
that bond yields are too low in many
parts of the world. The stocks outside
the UK that were most affected
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by this are financials in Europe
and financials in Japan. The most
sinister aspect of this from a global
perspective is that it is a negative
jolt when markets already worry that
rates are too low. Bond yields are
beginning to disrupt some financial
models in some parts of the world
particularly Europe and Japan and it
is taking place against the backdrop
of central bankers not having an
awful lot of other levers they can
pull to offset these effects.”

doing great things. Equities and risk
assets are where you get your reward,
and people are forgetting this. They
are being driven into low-cost, low risk
assets that will not achieve a lot.We
need to go back to first principles over
long term investing. There are winners
and losers in all of these situations and
not everybody is a loser.”

Alex Gray, Economist, Europe at
Vanguard was concerned about the
impact of Brexit on the EU: “The
key risk is that this leads some other
countries within the EU to want to
leave. Anti-EU sentiment is already
picking up.”

“The referendum is likely to result in
short-term weakness in consumer
confidence, consumer spending,
residential and commercial property
markets, foreign investment into the
UK and business investment from the
UK into Europe.The weaker pound
will hurt consumers through higher
prices on imported goods, such as fuel,
holidays, cars and most types of food.
The question is how deep these effects
go, and how long they last. It’s too early
to answer this question, as little economic
data has been released yet incorporating
the aftermath of the referendum. Only
time will tell. Most UK economic analysts
expect an economic slowdown in the UK,
with more muted effects in Europe, but
not a full-blown recession.”

Gary Potter, Co-Head of
Multimanager team at BMO Global
Asset Management (BMO) reiterated
the principle of long term investment:
“I think that the investing market has
forgotten what long term investment
is all about. Economic events happen,
and will continue happening.There will
always be shocks, but investing is about
investing in good companies that are

www.successionadvisoryservices.com
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Economic Round Table (cont.)

How we prepared for Brexit
The Charles Stanley funds were positioned very well for
the vote with quite a lot of support from bonds and from
foreign currency shares.

LGT Vestra reduced risk earlier in the year. While not
expecting a Brexit vote, they had expected more trouble
during the summer on the back of slow Chinese growth,
troubles in Europe and the European banking system
and had been managing risk for some time ahead of the
referendum, with dollars already in the portfolio and
adding gilt about six weeks before the vote.

If you looked at financial markets before the vote, we were
pricing in a Remain vote. We didn’t think that was necessarily
going to happen, but because there was more downside to the
value of many asset classes than upside we positioned ourselves
in that direction.
We take the view that having good quality companies that are
going to do well in a variety of economic and market conditions
is a good base for a portfolio. Having those sort of equities in
your portfolio, gave you more currency diversification and more
international exposure which has done well since the vote.

14

SEI was already underweight in sterling, believing sterling
was vulnerable. When the market began to price in
an increased probability of Brexit, we moderated that
underweight and moved to a neutral position. Obviously
a referendum is a binary outcome and we thought that
was a low information ratio trade to have a big active
position in sterling at that point.

The currency decision was the big one for us. If you look
at most of the markets, currency moved a lot more than
the equity markets, so if you owned Japanese equities or
European equities that were hedged, you would be down
since the eve of the vote. If you were unhedged you would
have made money.
We, like the others, took a defensive position. We didn’t
expect a Brexit vote but on the eve of the vote the risk/
reward didn’t look very appealing to be low on sterling so
we unhedged our positions. Diversification has been the
key. We own Commodity Trading Advisors (CTAs) and
gold which cushioned the portfolio.
The one big area that we changed over the past few
months was exposure to the more domestically-orientated
cyclical sectors: small-cap stocks, mid-cap stocks and
property. Our concern is the medium term impact on
UK growth and so we moved more into big-cap in the UK,
and these have been pretty resilient.
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GSAM is a multi asset por tfolio. The impor tant thing to
bear in mind is that the long term postures and strategic
asset allocation of the por tfolio should naturally ensure
you avoid over concentration of par ticular exposures.
and therefore do not have a terrific amount of UK
equity exposure given we have more of a global focus.
We must ensure we have risk mitigating assets and
therefore the exposure to bonds and alternatives was
very impor tant through this phase.
Around the vote itself, some sor t of defensive posture
was impor tant, given that it was very much a binary
outcome that was hard to call. Our constructive
medium term view was pared back as we took some
protection on equities, and the commodity sectors, as
well as credit spread.

SEVEN

Investment Management

The collapse in sterling was so massive on the night and
has got worse since that really sterling was the thing to
get right. The FTSE wasn’t really reacting, and the UK
economy seemed to be slowing going into the referendum
(whether it was pre-referendum or some other weakness).
It put you on the back foot with regards to sterling –
underweight sterling was the key decision to make.
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Our portfolios are already very well diversified
internationally so our UK asset allocation had been coming
down and we were at our lowest UK asset allocation ever.
I think along with international investing, global has been
the way to go, the UK has become less important and we
have followed that trend. We also had some exposure to
mid-caps but not dramatic.

Vanguard’s Life Strategy funds are low cost, balanced multisector funds. The strategic asset allocation was set several
years ago, so there was no specific positioning leading up to
Brexit. They performed well for these reasons:
• They hold bonds, at a time when yields are low and a
lot of investors want to abandon bonds - an important
diversifier on the day itself and after.
• They have a lower home bias – global diversification
both in fixed income and equities.
• We are 100% unhedged, and so that drop in sterling
saw international assets go up in value.
• Automatic rebalancing effectively rebalances into the
weakness. We are buying equities and selling bonds
each day to keep the target asset allocation, and that
goes against the instinct of an investor who would
typically want to do the reverse.
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Markets After the Brexit Vote
by John Redwood

Chairman of the Charles Stanley Pan Asset Investment Committee
Charles Stanley Pan Asset
If you just watch TV or read the headlines, you probably fear
investors have lost a lot of money since the Brexit vote. It is true
that sterling has fallen sharply, and some UK and European shares
have been hit. The good news is that UK government bonds have
risen strongly and that the sterling value of most overseas share
investments is up. The FTSE 100 Index of larger companies is in
the middle of its June trading range, and well above the February
lows. The FTSE 250 Index of smaller companies is down around
8% since the vote. Most of our models and funds are higher
today than before the vote, illustrating the advantages of holding
a diversified portfolio. They have made money overall - thanks to
the gains on currencies and bonds.
The press and media are still dominated by stories repeating
the arguments of the heated and intense referendum campaign.
Charles Stanley remained neutral when the battle was on, and
concentrates on trying to chart a sensible course for savers
during a period of heightened market awareness of political
events. Disappointed supporters of Remain argue that there
needs to be another vote as they continue to dispute the use
of the £350 million gross EU contribution figure by the Leave
campaign, which they did highlight before June 23rd. They also
argue that Leave will not be able to deliver the extra spending
for the NHS or a system to control European migration. These
promises will be inherited by the next Conservative Prime
Minister and of course require exit before they could be
implemented. Leave campaigners point out that the emergency
tax raising budget the Chancellor threatened has been
abandoned, that President Obama now thinks the USA can
negotiate a free trade deal with the UK after all, and government
borrowing rates have plunged to new lows instead of rising as
forecast by Remain. The UK government can now borrow for
the first time at under 1% for 10 year money despite some
negative appraisals by rating agencies.
We think another referendum extremely unlikely, given the
lack of appetite in Parliament. The government has accepted
the verdict of voters, and any likely new Prime Minister will
do so too. Nor do we expect an early General Election. The
Labour opposition does not itself think it is in a fit state to fight
one, preoccupied with trying to unseat its Leader. The public
was told before the 2015 election that Mr Cameron would
retire before 2020, though this has now happened faster than
people imagined. UK precedent is for governing parties to

change leaders but not to hold immediate elections to validate
their choice. John Major left it for more than two years before
winning his own mandate. Gordon Brown left it for more than
two years before losing.
Charles Stanley has run a good and a bad Brexit scenario. We
think the good scenario is more likely. It is important not to
exaggerate the economic impact of Brexit, particularly in the next
year or so when the process takes time to achieve. This is an
important political event with a big impact on UK and European
politics, but if carefully managed it will have only a modest
influence on the economic performance of the UK and the EU
in the short term. People have argued that there could be two
adverse effects, leading to lower growth or even recession. The
first is some reduction to UK trade. For the next few months
this seems unlikely, as all current EU arrangements remain in place.
In the medium term the impact will depend on whether the UK
retains access to the EU market on something like current terms,
or has to fall back on World Trade organisation terms under most
favoured nation status. The latter implies a new low average tariff
and related barriers with a total cost considerably less than the
advantage so far created by the falls in sterling. The second is
confidence in the UK. If a serious number of companies decide to
relocate to the continent from the UK and if the flow of overseas
investment into the UK reduces sharply, the UK will find it more
difficult to finance its current account deficit and there will be
some reduction to growth. We will watch this carefully, but incline
to the view that this will not become a major problem. Similar
fears were expressed when the UK did not join the Euro, but they
did not materialise.
It is said that markets do not like uncertainty, yet it is their
purpose to trade in expectations of change. If we hadn’t been
worrying about Brexit we would have been worrying about the
oil price or Chinese banks or what the Federal Reserve Board
might do next. The markets and many savers have weathered
the immediate aftermath of the Brexit vote. The events of
recent weeks have reminded us why we recommend portfolios
with a spread of investments to offer some protection and some
opportunity of gain in different conditions. We will keep you
advised as government tries to catch up with events and as the
slow process of UK withdrawal for the EU gets underway. In the
meantime, there are now some better value UK shares we are
looking at for portfolios. ■

Nothing in this article should be construed as personal advice based on your
circumstances, nor should it be interpreted as a personal recommendation to deal.
The information and opinions expressed herein are the views of the author.
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Brexit – what next?
by Gary Potter

Co-head of the F&C multi-manager team
by Neil
Cowell
BMO Global
Asset
Management
Head of Retail Sales
Vanguard
Europebeing a closely fought one, the UK’s vote in favour of leaving the EU came as a surprise to
Despite
the contest

many. In this update, Gary Potter – co-head of the F&C Multi-Manager team - looks at how the team’s portfolios were positioned heading into the vote and assesses the prospects from here.
Talking tactics
Over the long-term, we believe that
there is more scope for adding value
through manager selection than asset
allocation. That said we work to make
tactical adjustments to portfolio
composition in accordance with our
assessment of economies, valuations and
other factors. At the start of the year, we
had been correctly underweight when
UK lagged other equity markets. Heading
towards the UK referendum, we had
actually slightly increased our exposure
to UK equities. This move served to
temper the extent of our previous
underweight position – a stance
largely driven by the sluggish relative
performance of the UK economy and
the uncertainty preceding the EU vote.
Beneath these bigger picture themes
however, we felt that for talented
stock pickers there were plenty of
opportunities in the UK. This was a view
reinforced during our meetings with UK
equity managers and as result, we felt
comfortable in adding selectively in a
small way to a number of positions.

Adjusting beta
Buying and selling funds is the most obvious
way of adjusting asset class exposure but
for more tactical adjustments we often
make use of futures as they provide a cost
effective way of reducing or increasing beta

(market exposure). We actively used them
for a number of years, including around the
time of the referendum and have continued
to do so in the aftermath. For example,
running up to the vote when the outcome
was far too close to call we were keen
to reduce risk somewhat. Futures on the
FTSE 100 allowed us to do that. Post the
result, as markets digested the initial shock
of the result we deployed futures again
in order to participate in the recovery.
With sterling falling by some margin
investors quickly took a positive view on
the competitiveness of the UK’s biggest
companies and shares recovered well.

In-touch with
underlying managers
As we place such a great deal of emphasis

on manager selection and the blending
of individual funds into a complementary
whole, it is important that we keep well on
top of underlying activity in the funds we
hold. Post the result therefore, we were
in dialogue with our managers in order
to assess how they had responded to the
new reality of Brexit. Fixed income is one
area in which we really see the benefits
of active management and many of our
underlying positions are highly flexible
strategically managed funds. We have seen
some notable adjustments to positioning in
a number of the funds we hold because of
the decision.

Assessing prospects
from here
With the vote now complete, investors
are increasingly looking forward to what
its impact on economies and markets
will be. The political uncertainty resulting
from the decision is likely to feed into
the economy and some areas of the UK
market may struggle. It is too soon to
have seen the result’s impact on economic
data but UK consumer confidence surveys
have already shown a marked decline in
sentiment. We will have to wait to see
how much of a drag it proves to be and
whether the UK slips back into recession.
The flip side is that the Bank of England
remain ready to act if needed and we
should also remember that the sharp fall
in sterling relative to the US dollar, could
prove positive for UK companies that
generate earnings overseas.

Positioning our
portfolios
In terms of positioning, we continue
to speak to as many of our underlying
managers as possible and we continue to
use futures in order to tactically reduce
and add to market exposure. Looking
at longer term allocations we expect to
look less favourably towards the UK and
Europe and more towards the US, Asia
and Emerging Markets.

Views and opinions expressed by individual authors do not necessarily represent those of
BMO Global Asset Management.
For professional investors only. Past performance is not a guide to future performance. Stock
market and currency movements mean the value of investments and the income from them
can go down as well as up and investors may not get back the original amount invested.
© 2016 BMO Global Asset Management. All rights reserved. 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.

18

www.successionadvisoryservices.com

Q2

QUARTERLY
BULLETIN

2016

REVIEW

Risk Management: The Intelligent Pursuit of Risk
by Bryan Hoffman
Portfolio Strategist - SEI

Exhibit 1: The tradeoff between risk and return
MORE

In most facets of life, we tend to associate risk with downsides: the
risk of injury; the risk of a plane crash; the risk of flood damage. Risk,
simply put, is something to be avoided. But is there a risk associated
with being too risk averse?
Striking the right balance of specific risk exposures — with the goal
of increasing returns, both at the asset class and overall portfolio
levels — may not only mean increased returns in favourable
environments, but also limited losses during unfavourable ones such
as the post-Brexit environment we are currently experiencing.
For example, stocks tend to experience material losses when the
equity market drops; this is called equity market risk. Investors are
still willing to own stocks despite such volatility because stocks have
historically delivered elevated annualised returns.
Bond investors may be familiar with credit risk, which is a measure
of how likely a borrowing company or government will be to make
their interest and principal payments. High yield bonds offer more
income than investment grade bonds to compensate for greater
credit risk exposure.
Interest rates are also important in fixed income analysis; a bond’s
price will typically decline when prevailing market rates increase,
since the fixed interest rate paid by the bond becomes comparably
less attractive. All else equal, a bond that matures in a year will be
less sensitive to that change, and therefore exhibit less interest rate
risk, than a bond that matures in ten years. Longer-term bonds
typically offer higher fixed rates so that investors will purchase them
even with the knowledge of their sensitivity to interest rates.

Risk Management Does Not
Equal Risk Aversion
While seeking risk is an important aspect of pursuing investment goals,
it can be difficult in practice. Studies show that investors feel the pain
of an investment loss much more acutely than the joy of a gain — and
therefore tend to be disproportionally risk averse in relation to their
expected outcomes.
In other words, the act of pursuing and maintaining risk exposure runs
against investors’ instinct to prevent capital loss, however temporary.
As such, risk management not only works toward minimising risk
exposures that may fail to adequately compensate investors, but also
encourages risk exposures that may be more likely to be rewarded.

RETURN

For investors, risk is something to be actively, yet intelligently, pursued.

Low risk exposure
Low return

LESS

Higher risk exposure
Higher potential return

RISK

MORE

Source: SEI

As goals-based investing adherents, SEI believes the greatest risk facing
investors lies in the failure to achieve their objectives and cover future
liabilities.Therefore, they seek risk exposures that they believe will help
increase returns to help investors achieve their goals.

SEI’s Culture and Principles
Even the most skilled investors can use help maintaining objectivity
when balancing risk exposures; therefore we believe it’s important
to separate portfolio management from risk oversight.
SEI’s risk management team operates autonomously, decomposing
every security and portfolio down to a set of risks (or, in more
technical terms, systematic economic and market factors that
explain the variability of a security’s historical returns). This risk
model helps answer several questions:
• Are the risk factors consistent with the fund or strategy’s mandate?
• Is their presence intentional?
• Do they represent excessive exposures?
This is not to say that SEI’s portfolio managers and analysts are not
also responsible for monitoring and managing risk budgets. While
their risk management team conducts analysis independently, it is
also tasked with educating their investment teams about risk sources
and metrics. They are each risk managers in this sense. This shared
understanding and responsibility forms the basis of SEI’s culture.
Contact your financial adviser to learn how SEI’s risk management
approach could be suitable for your portfolio. ■

Important Information
There is no guarantee strategies discussed will achieve their intended results. Diversification does not ensure a profit or guarantee
against loss. Past performance is not a guarantee of future performance. Investments in SEI Funds are generally medium to long
term investments. The value of an investment and any income from it can go down as well as up. Investors may not get back the
original amount invested.
No offer of any security is made hereby. If you intend to apply for shares in any SEI Fund, you are reminded that any such application may be
made solely on the basis of the information contained in the Prospectus.This information must not be construed as investment advice.
While considerable care has been taken to ensure the information contained herein is accurate and up-to-date, no warranty is given as to
the accuracy or completeness and no liability is accepted for any errors or omissions or any action taken on the basis of this information.
Issued by SEI Investments (Europe) Limited, which is authorised and regulated by the Financial Conduct Authority.

The information and opinions expressed herein are the views of the author.
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Not all paths lead to Brexit
by Paul O’Connor

Head of Multi-Asset - Henderson Global Investors
The UK’s vote to leave the European Union (EU) has the potential to
be an event of such economic and political significance that its impact
on the UK and the rest of Europe will take years, if not decades, to be
fully understood. That is assuming a full Brexit does happen, which is far
from guaranteed, given the fluidity of the political landscape in the UK.

An uncertain first step
In theory, the exit process involves the UK Prime Minister writing
to the President of the European Council to inform him that the
UK wants to leave the EU under Article 50 of the Lisbon Treaty.
That would start a two-year process of negotiations, after which the
UK formally leaves the EU, unless all 27 other EU member states
unanimously agree to extend the process.
The timing of even this first step is uncertain. While some EU foreign
ministers have urged the UK to start the process soon, the EU has
no power to influence the timing of the Article 50 notification (the
referendum was, in legal terms, a domestic consultation process). Our
best guess is that the new government will be in no rush to trigger Article
50, instead focusing on evaluating the costs, benefits and implementation
options surrounding this potentially momentous decision.

A change in attitude
Despite the referendum result, not all paths lead to Brexit. One scenario
that might occur would be if the UK public significantly changed their
attitude to the decision, before Article 50 was activated. Anecdotal reports
suggest that some ‘Leave’ supporters did not fully understand the impact
of the referendum. Additionally, some of the politicians who led the ‘Leave’
campaign appear to be backtracking on key campaign promises. Any
further Brexit-related market turbulence, impact on the housing market,
the broader economy or more significant warnings from the corporate
sector could well shift sentiment further.
It is hard to know where such a rethink might lead, but it is possible
that it may encourage one of the candidates for the Conservative
Party leadership to run on a “let’s slow things down and think this
over” ticket. Clear evidence of a shift in public attitude might well see
the decision on Article 50 notification being put to a parliamentary
vote or a second referendum.

Devolved ‘deferral’?
Considerations of Scottish politics may also come into play. Under the
Scotland Act 1998, Scotland has a veto on any measures that eliminate
EU laws from Scotland, such as a Brexit. While in theory this could
be overcome by the UK parliament, it would be seen as a politically
hostile gesture (Scotland voted in favour of remaining in the EU and
is considering another independence referendum). One way around
this would be for the UK government to ask the devolved parliaments/
assemblies of Scotland, Northern Ireland, and Wales to vote on Brexit,
before Article 50 is invoked. Given that at least one of the three would
probably reject Brexit, it would give the government an excuse to defer
invoking Article 50, if that suited the prevailing mood of the country.

Other paths
There are still other potential paths to the UK remaining in the EU.
A more extreme scenario would be if pro-EU members of the
Conservative Party decided that the only way to prevent the UK’s
departure from the EU was to join a vote of no confidence in the
government. This would lead to a UK general election and, potentially,
to the appointment of a remain-orientated government. This, in
turn, could lead to the UK re-opening talks with Europe, potentially
negotiating some form of ‘associate’ membership status that preserves
access to the single market and enough control on immigration to
placate the British public. This looks like a longshot at this stage, but we
are reluctant to rule anything out.

Stay vigilant, stay flexible
Our current central case is that the UK is on course for some form
of Brexit. The short-to-medium term economic impact on the UK
economy will be significant and negative, adversely affecting sterling and
UK domestically-orientated equites for some time to come. While the
direct impact of a Brexit on the world economy is likely to be modest,
it is still expected to weigh on investor confidence at a time when the
global recovery remains fragile and markets are losing faith in the ability
of central banks to keep offsetting shocks. Brexit-related uncertainties
will take some time to dispel. Notwithstanding this, it is important for
investors to remain flexible – while Brexit is now a highly probable
outcome, it is by no means the only one. ■
Please note that these are the manager’s views at the time of writing,
07 July 2016. The information in this article does not qualify as an
investment recommendation.

Important information
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: 34S

The information and opinions expressed herein are the views of the author.
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Building Wealth: Define your goals, we’ll do the rest
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 MultiAsset 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 MultiAsset team looking at the overall asset
allocation decisions, to the 2,000 investment
professionals, based in 33 locations around the
world2, which support the team with local
market expertise and selecting securities, once
you define your goals, we’ll do the rest.

For more information, please contact your Succession Wealth Planner.
1
2

There is no guarantee that these objectives will be met.
Data as March 31, 2016.

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 financial 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. Confidentiality 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, officer,
director, or authorised agent of the recipient. ©2016 Goldman Sachs. All rights reserved. 137149.GPS.OTU
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Politics: top of everyone’s agenda
by Justin Urquhart Stewart
Seven Investment Management

Democracy has spoken and the resultant markets experienced
significant turmoil as they attempted to price in the immediate
impacts and longer-term risks of the surprise Brexit vote.
European and FTSE 250 shares fell sharply, as did the Pound.
Since then the globally diversified FTSE 100 has rallied off its lows
as investors have recognised that the foreign earnings from those
companies will now be worth more in GBP terms. The FTSE 250
continues to fare worse as investors believe these companies
will bear the full force of any economic downside. The Pound
continues to suffer.
The weaker Pound is immediately affecting consumer sentiment as
the cost of summer holidays and petrol prices rise. Our currency
is expected to remain weak for the foreseeable future as foreign
funds stay on the investing sidelines and interest rates are reduced
further to support local business investment costs and protect
mortgage holders. Food and other import price rises will probably
soon kick in.
The political fall-out since June 23 has also been significant. In
less than a week, we saw the resignation of the Prime Minister, a
renewed call for Scottish Independence, downgrades in the UK
sovereign credit ratings and the Labour Party descending into
disarray. These are all deeply disturbing to investors at home
and abroad, and more volatility is very likely on its way as these
troubles play out over the summer.
Markets will also react to the shifting probabilities of the various
scenarios as to when we actually will trigger the two year process
to Brexit or even if we will initiate it at all. If the Tory party fails to
come to a consensus on a way forward, there could be a general
election which in turn could lead to a second referendum.

rate is under attack from within the EU itself as proposals to
harmonise the rate across the Eurozone gather speed without
vocal British objections.
This however seems to be the only part of a post Brexit plan
to emerge from the ranks of power. No one has mooted how
we will start to negotiate the 50 trade treaties to replace those
currently covered by the EU, on top of negotiations with the EU
itself. There doesn’t even seem to be a plan to boost the current
staff of 40 Government trade negotiators to more suitable levels.
This compares to the EU’s comparable staff of 550.
For the team at 7IM, one of Succession Group’s investment
partners, the robust recent performance of our portfolios has
been dominated by exposure to foreign currency-denominated
assets, whose values have appreciated in proportion to the
decline in Sterling. The focus on potential sterling weakness was
a conscious decision on our part, made easier by a series of
increasingly weak UK economic data before the referendum. Our
holdings in gold, alternatives and US government bonds have also
helped. These positions have offset a decline in the levels of most
stock markets, though it’s also true that, as of the time of writing,
stock markets have performed somewhat better than we had
previously expected given the Brexit vote.
Our debate continues to focus heavily on currency exposure since
it remains one of our main levers as a way to increase or decrease
the level of risk over the coming period. The weak Sterling
highlights the benefits of international diversification that we have
always promoted and the ability to stay invested in stock markets
over the long term.

UK doom and gloom headlines also flowed from the recent
Institute of Directors’ poll stating that 25% of companies are
pushing through a hiring freeze, while 20% of members are
considering moving operations from the UK. With FTSE 100
companies making up 78% of its members, this is not good news.

For investors, a focus on the long-term is difficult given market
movements - and the media will do nothing to calm nerves.
Switching between asset classes or even out of the market is
rarely a good idea in any environment, and even less so in volatile
times. And attempts to “time” the market have long been proven
to result in significant lower levels of returns in portfolios over the
long term.

It was perhaps this figure that led to the Chancellor’s statement
that a drop in corporation tax to 15% would support the British
economy. This would be half the levels in France (33-36%),
Germany (30-33%) and Spain (30%). Meanwhile Ireland’s 12.5%

So in summary the message is to stay invested and remain globally
diversified (including the option to be able to use currency
exposures to benefit your portfolios)—tenets behind 7IM’s
investment proposition. ■

Seven Investment Management LLP is authorised and regulated by the Financial Conduct Authority.
Member of the London Stock Exchange. Registered office: 55 Bishopsgate, London EC2N 3AS.
Registered in England and Wales No. OC378740.
The information and opinions expressed herein are the views of the author.
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Where low cost
meets active
Introducing new active funds from Vanguard.
We’ve been managing active funds for nearly 40 years and have
now launched four of them in the UK.
When it comes to improving the odds of outperformance in active
management, we believe in three things: the power of top talent,
patience – and above all low costs. So in short, for active funds,
choose Vanguard.
Find out more about what makes us actively different.
Contact your financial adviser.

vanguard.co.uk/active
0800 917 5508
The value of investments, and the income from them, may fall or rise and investors may get back
less than they invested.

Important Information: This document is directed at professional investors in the UK and should not be distributed to, or relied upon by retail investors. The material contained in this
document is not to be regarded as an offer to buy or sell or the solicitation of any offer to buy or sell securities in any jurisdiction where such an offer or solicitation is against the law, or
to anyone to whom it is unlawful to make such an offer or solicitation, or if the person making the offer or solicitation is not qualified to do so. The information in this document does not
constitute legal, tax, or investment advice. You must not, therefore, rely on the content of this document when making any investment decisions. 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. VAM-2016-06-02-3630
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A transparent wealth management service,
with a simple fee structure, built around your
best interests. How refreshing is that?
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Investment Committee Members
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.

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.

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.

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.

www.successionadvisoryservices.com
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Investment Committee Members (cont.)
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.

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.

Robert MacDonald BA (hons) CFP

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.
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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.

www.successionadvisoryservices.com

Succ e s sio n
Advisory Services

Drake Building, 15 Davy Road
Plymouth Science Park
Derriford, Plymouth, Devon PL6 8BY
Tel: 01752 762140
Email: info@successionadvisoryservices.com

www.successionadvisoryservices.com

