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Are trade wars and a US recession really on the cards?
Against this backdrop, Michel Perera, Chief Investment Officer provides an update.
Very little has fundamentally changed since the beginning of the year yet the markets
are behaving as if we have moved to a different phase in the economic cycle. The
reasons are simple: a potential trade war and concerns that we are nearing the end
of one of the longest bull markets on record. These are both hampering confidence
and the recent technical market correction (market fall) has spawned some
fundamental worries.

Will US trade blows lead to a fully-fledged trade war?

After much bluster
and lengthy
negotiations, we
could well see a
benign outcome.

President Trump has exchanged trade blows with China, but there is a world of
difference between this and a trade war. More likely, the US wants to pressure China
to bring it to the negotiating table. The US tariffs on US$60 billion worth of Chinese
imports and China’s retaliation, particularly on agricultural imports, are opening
gambits. After much bluster and lengthy negotiations, we could well see a benign
outcome where China (and other countries) agree to reduce import tariffs, rather
than there being a negative feedback loop of increased tariffs on all sides. The
announcements though have already spooked the markets and could continue
for a while longer.

Fundamentals still underpin recessions – not market noise
We still feel confident about ongoing global growth and we note that actual inflation
is undershooting hawkish fears (the hawks believe inflation is likely to increase).
Therefore, we do not think that Federal Reserve (Fed) interest rate hikes will derail
the recovery, even if the Fed funds rate ends up at 3% or above by 2020. Although
the recent earnings upgrades have stopped, growth in profits is still holding up well
in all regions. Whereas 70% of investors think that the current bull market cycle is
‘advanced’ and it is now consensus to expect a US recession in two years, we cannot
see the signs that would normally lead to a recession, which gives us the chance to
be more positive on the markets.
A risk factor the markets have yet to focus on is the US mid-term elections - they
tend to spur volatility during the preceding summer and often stall equity rallies until
Q4. Republicans may lose the House and hang on to the Senate – and this could
upset markets somewhat as they have learned to like a pro-business, tax-cutting,
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regulation-slashing President and Congress. We will monitor all US political risks
during the course of the year although no immediate concern is warranted.
European and Japanese equities have lagged the US, but most of this is due to
the weight of technology and the impact of tax cuts in the US. Indeed, Emerging
Markets, where the technology stock component is now higher than in the US,
have beaten the US year to date. There is the potential for margins to recover
somewhat in Europe vs. the US although we have seen that picture before, which is
why our European equities exposure is based on specific themes rather than being
broad based. The stronger euro has not hit exporters, as witnessed by the German
market which has kept pace with the rest of the eurozone.
UK equities have lagged massively since the referendum as investors have
abandoned this market, which gives us an opportunity to be contrarians at some
point. The improving Brexit landscape helps, though there are still many hurdles
ahead. We may not want to be the early birds in this trade, but we will watch the UK
market very carefully. The problem is that any optimism on the UK-EU process gets
reflected in sterling, which is a headwind for foreign earnings and a substantial
part of the market, even in small and mid-size companies. Given the tone of the
negotiations, it looks increasingly like what is good for the UK is good for the EU
and vice versa, so we feel comforted in our European equity positions offsetting
our reduced UK weight.

The greatest risk
we see is that of a
global trade war,
but we consider
it unlikely.

In conclusion, we are in a stage of the economic cycle and the markets where
many ask themselves whether we are headed for a recession or a bear market,
whether bubbling inflation will stop the party or whether politics (in Europe, the
Brexit negotiations, or between the US and China) will damage markets. We prefer
to look at the economic and corporate fundamentals and believe there is still some
road ahead for the stock market bull. The greatest risk we see is that of a global
trade war, but we consider it unlikely.

This article was written for you by Michel Perera, our Chief Investment Officer.
Our experts are continually exploring and analysing the markets to spot what’s happening long before it affects investments.
So, you can feel confident, no matter what the economic backdrop, that we are navigating investment opportunities on your
behalf to protect your portfolio.
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Our investment views as at March 2018
The view in this table refers to our balanced, risk profile 5 model portfolio. This risk profile has a benchmark with 61.5% in equities,
22.5% in bonds, 13% in alternatives and 3% in cash.
Indicative positioning of £ ‘balanced’ portfolio.

Asset class positioning
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Outlook

Alternatives

Viewed as a way of moderating portfolio risk at a time of high equity and bond valuations.

Bonds (Govt)

Yields have risen and may become interesting at some point, but overall returns are not
attractive compared to other asset classes.

Bonds (Other)

Greater returns appear to be available for strategic bond managers, but we should be aware
of the additional risks taken to achieve them.

Commodities

Bears watching due to weaker US dollar and reduced supply.

Equities

Equity markets should continue to be supported by solid economic fundamentals despite
rising interest rates.

Property (direct)

Yield, rather than capital growth, should be viewed as the primary reason for investment.

Cash

Cash levels have been reduced.

Equity allocation
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Outlook

Emerging markets

Emerging markets have rallied strongly in 2017, but remain cheaper than most other equity
areas. We have increased our allocation.

Europe

The region is enjoying robust growth, led by domestic sectors. Opportunities exist, driven by
stock picking and small cap stocks.

Far East

Valuations appear cheap; China and global trade are key to the region's outlook. Chinese debt
levels and housing bubble are a concern.

Japan

Stock market offers value and some sectors of corporate Japan are in good shape. Macro
data slowly improving. Leveraged to world growth.

North America

Valuations are high, but economic and earnings momentum is strong. Fiscal stimulus has
raised earnings growth in some sectors.

Sector specific

Healthcare remains an attractive sector. We have trimmed the infrastructure space due to
political risk.

UK

Sterling bounce may adversely impact the stockmarket. Economic fundamentals are not
compelling in comparison to other areas.

Currency allocation
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Outlook

US dollar

Interest rate backdrop and safe haven status continue to provide longer-term support, but
euro has greater momentum.

Euro

Euro has displayed warranted strength given the improved economic profile.

Sterling

Sterling is totally at the mercy of the Brexit outcome and hence is in a binary situation.

‘=’ Weighting within 1% of benchmark. ‘+ / -’ Weighting between 1% to 5% away from benchmark.
‘- - / + +’ Weighting in excess of 5% away from benchmark.
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How can we

help?
United Kingdom
T: +44 20 7523 4600
E: CGWM_UK@canaccord.com
Offices nationwide
Blackpool
Llandudno
Nottingham

Carlisle
London
Worcester

Lancaster
Norwich
York

Isle of Man
T: +44 1624 690 100

Jersey
T: +44 1534 708 090

Offices offshore
Guernsey
T: +44 1481 733 900

E: CGWM_Offshore@canaccord.com

Important information
Investment involves risk. The value of investments and the income from them can go down as well as up and investors may
not get back the amount originally invested. The investments described in this brochure may not be suitable for all investors.
Investors should make their own investment decisions based upon their own financial objectives and financial resources and,
if in any doubt, should seek advice from an investment adviser.
Any tax benefits depend upon the investor’s individual circumstances and clients should discuss their financial arrangements
with their own tax adviser before investing. The levels and bases of taxation may be subject to change in the future.
This document is for information only and is not to be construed as a solicitation or an offer to purchase or sell investments
or related financial instruments. This has no regard for the specific investment objectives, financial situation or needs of
any specific investor.
Canaccord Genuity Wealth Management (CGWM) is the trading name of Canaccord Genuity Financial Planning Limited (CGFPL),
Canaccord Genuity Wealth Limited (CGWL), Hargreave Hale Limited (HHL) and Canaccord Genuity Wealth (International) Limited
(CGWIL). They are all wholly owned subsidiaries of Canaccord Genuity Group Inc.
CGFPL, CGWL and HHL are authorised and regulated by the Financial Conduct Authority (registered numbers 154608, 194927
and 209741).
CGFPL and CGWL have their registered office at 41 Lothbury, London, EC2R 7AE.
HHL has its registered office at Talisman House, Boardmans Way, Blackpool, FY4 5FY.
CGWL, CGFPL and HHL are registered in England & Wales no. 02762351, 03739694 and 03146580.
CGWIL is licensed and regulated by the Guernsey Financial Services Commission, the Isle of Man Financial Services Authority
and the Jersey Financial Services Commission. CGWIL is registered in Guernsey no. 22761 and has its registered office at
Trafalgar Court, Admiral Park, St. Peter Port, GY1 2JA.
CGWL, CGWIL and HHL are members of The London Stock Exchange and CGWIL is also a member of The International
Stock Exchange.
CGWM does not make any warranties, expressed or implied, that the products, securities or services mentioned are available
in your jurisdiction. Accordingly, if it is prohibited to advertise or make the products, securities or services available in your
jurisdiction, or to you (by reason of nationality, residence or otherwise) then such products, securities or services are not
directed at you.
The products and services offered by CGWM in the UK may differ from those offered by other Canaccord Genuity Group Inc. offices.

canaccordgenuity.com
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