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Keeping some perspective
If anyone needed evidence as to how investor sentiment can affect financial market
performance, one need only look at the views of market participants in the fourth quarter of last
year compared with today.
As 2018 drew to a close, it was strikingly apparent that investors were holding out
little hope of a favourable outcome to the many issues which were front and centre
at the time. There were continuing fears that the US and China would remain locked
in a destructive trade war, while the slowdown in global economic growth was viewed
as a precursor to yet further economic weakness. Most tellingly, it was felt that the
US Federal Reserve’s (Fed) intransigence would compel it to keep raising interest
rates, even if the economic backdrop didn’t wholly support a further tightening in
monetary policy.
We believed that the investment landscape was not as bleak as some market
participants were suggesting, and it is encouraging that investors have now
seemingly adopted a much more positive mindset, as evidenced by the sharp
recovery in equity markets since their December lows.
Has anything substantial changed in investment markets since the end of
last year?

Nonetheless, a
mechanical, ‘devil
may care’ attitude
to further interest
rate rises by the
Fed is no longer a
primary concern of
equity markets.

Potentially the most significant development has surrounded the Fed who appear
to have made a remarkable policy volte-face in the space of just one month.
Whereas Jerome Powell, Chairman of the Fed, was happy to suggest that interest
rates may be well below “neutral” towards the end of last year (thus setting
the scene for a continuing series of rate hikes in the year ahead), one can only
conclude that he was severely unnerved by the reaction of financial markets to
this proclamation. He and his policymaking colleagues have since been at pains to
highlight that further moves are wholly data dependent. Notably, the communique
which accompanied January’s decision to leave rates unchanged removed all
suggestions that the next move would be a rate increase, and instead said that
the “committee will be patient” in determining future adjustments.
Financial markets have greeted this U-turn very favourably indeed, although it is
entirely possible that Powell has now over-played his hand in the other direction.
Nonetheless, a mechanical, ’devil may care’ attitude to further interest rate rises
by the Fed is no longer a primary concern of equity markets.
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Elsewhere, while there remain continued grounds for optimism, and we believe
that a number of issues will be resolved without inflicting significant damage on
the global economy and financial markets, it is too early to sound the all clear
quite yet.
US-China trade talks continue
When looking at the current state of US-China trade talks, it is undoubtedly good
news that both parties continue to negotiate. No dispute can be settled without
keeping lines of communication open and we are heartened by February’s
talks between Chinese vice premier Liu He and US trade representative Robert
Lighthizer. The fresh evidence of a continued slowdown in the Chinese economy
may also actually be good news as far as these talks are concerned, as China may
be even more incentivised to strike a deal. Meanwhile, President Trump would like
nothing more than the opportunity to showcase his deal-making ability.
However, before the champagne corks start popping, it should be remembered
that there are still some significant obstacles to overcome. Not least, there is
continuing disagreement over the backing Chinese companies enjoy from myriad
government subsidies, industrial policies and state-owned banks. The US demand
that the Chinese government must overhaul or eliminate these programmes, may
yet be far less palatable to the Chinese negotiators.

Just as financial
conditions were
not as inauspicious
as suggested in
the fourth quarter,
neither may
everything be quite
as rosy as some
now believe.

The cost of the US government shutdown
Investors can also take confidence from the reduced likelihood of a further
government shutdown in Washington. The 35-day shutdown earlier in the year was
estimated by the Congressional Budget Office (CBO) to have reduced economic
activity by US$8bn (0.2% GDP), and while some of this will be recouped as federal
spending rebounds later in the year, the CBO has estimated that US$3bn will
never be recovered.
The funding deal agreed by the Democrats and Republicans is therefore good
news; the sting in the tail is President Trump’s declaration of a national emergency
due to a ‘security crisis’ on the southern border. This opens up a Pandora’s box
of issues. Ultimately, one matter could be resolved, only to spark a whole host of
new problems and uncertainty.
What does this mean for investment markets?
Financial markets are renowned for moving from one extreme to the other. Fear
often follows euphoria; unbridled optimism follows hot on the heels of dejection
and despair. Consequently, just as financial conditions were not as inauspicious
as suggested in the fourth quarter, neither may everything be quite as rosy as
some now believe.
For this reason, we have sought to take advantage of this shorter-term optimism
by taking a little risk off the table, principally through a reduction in the exposure
to European equities. However, we wouldn’t want anyone to misjudge this move;
we do not believe that the positive investment cycle is yet at an end. In fact,
the surprise could be that it lasts longer than some expect. As a consequence,
we remain committed to equity markets and continue to expect that attractive
returns can be delivered in the months ahead. It is, however, important to keep
some perspective on investment markets. Exuberance may have become a little
too pronounced in the short term and some moderate calming measures are
probably in order.

This article was written for you by Justin Oliver, our Deputy Chief Investment Officer, Offshore.
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Our investment views as at February 2019
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 volatility in equity markets
and rising bond yields.

Bonds (Govt)

Yields in the UK and US have fallen, but the overall risk and return profile
remains unattractive.

Bonds (Other)

Greater returns appear to be available for strategic bond managers, but the additional
risks taken to achieve them need to be monitored.

Commodities

Bears watching due to weaker US dollar and reduced supply. Most industrial metals
are in contango (future prices below spot prices).

Convertible bonds

Convertibles offer a good mix between the defensive characteristics of bonds, while
retaining exposure to equity upside.

Equities

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

Property (Direct)

Income, rather than capital growth, should be viewed as the primary reason for
investment, given rising bond yields.

Cash

Cash levels have been increased slightly.

Equity allocation
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Outlook

Emerging markets

Emerging markets have outperformed since the end of October 2018, which is an
encouraging sign. US dollar weakness will assist.

Europe

Political and trade risks have risen at a time when economic growth has been lacklustre.
Other regions have greater attractions.

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

Economic and earnings momentum remains superior to other developed regions.

Sector specific

Healthcare and technology remain long-term themes. May consider further
thematic opportunities.

UK

Economic fundamentals are not compelling and political and Brexit concerns are
pronounced. There will come a time to buy the market.

Currency allocation
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Outlook

US dollar

With the US Federal Reserve seemingly on pause for a while, the US dollar could evidence
some weakness.

Euro

Upside could be capped by Brexit concerns and by any escalation of Italian debt concerns.

Sterling

Sterling's prospects remain heavily dependent upon the Brexit outcome and hence the
outlook is binary.

‘=’ 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 4500
E: CGWM_UK@canaccord.com
Offices nationwide
Blackpool
Llandudno
Nottingham

London
Worcester
York

Lancaster
Norwich

Offices in the Crown Dependencies
Guernsey
T: +44 1481 733 900

Isle of Man
T: +44 1624 690 100

Jersey
T: +44 1534 708 090

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.
Where investment is made in currencies other than the investor’s base currency, the value of those
investments, and any income from them, will be affected by movements in exchange rates. This effect
may be unfavourable as well as favourable.
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. All opinions and estimates
included in this document are subject to change without notice.
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

Investment Market Update | February/March 2019

4

