
Year to date, asset prices have responded positively to better economic data and better growth 
has been reflected in the earnings of companies the Manager holds. With economic data 
continuing to improve, the Manager has turned its focus from the outlook for growth to the 
likely path of inflation and interest rates. This remains supportive of risk assets (i.e. equities) 
for now. Political stress remains, but, so far, this has not materially dampened the improving 
pace of growth and the Manager’s view remains constructive. The Manager still believes that 
shares will outperform bonds this year and that stock selection and active management will 
continue to add substantially to returns. Rich valuations suggest that a correction is possible, 
but the Manager feels that the conditions necessary for a bear market are not in place. Having 
trimmed risk ahead of the seasonally weaker summer months, the Manager has recently 
added to equities and reduced somewhat the fixed income allocation.

Economics

As the fourth quarter of 2017 begins, stronger economic growth continues, with a number of reflationary 
factors showing renewed strength. Business survey data, a leading indicator for future growth, points 
to a positive outlook for developed and emerging economies. In the US and Europe, economic 
growth continues to strengthen. Economic surprise measures, which track whether data surprised or 
disappointed, show that both regions have returned to positive territory. Asia and Emerging Markets 
have benefitted from the softening of some prudential measures in China and US Dollar weakness. 

While global inflationary pressures remain subdued, they have recommenced their upward trend and 
monetary policy chatter is becoming more hawkish. That said, with wage inflation ranging between 
nascent and non-existent, Central Bankers continue to enjoy some flexibility and the Manager is 
sceptical of the likelihood of an aggressive hiking cycle. On this basis, the Manager expects the 
improved environment for global growth to continue into the year-end; albeit with potential for the rate 
of improvement to slow in 2018, as year-on-year comparisons become less favourable. 

Political stress remains, but, so far, has not materially dampened the improving pace of growth and 
the Manager’s view remains constructive. In addition, the Manager expects US tax measures and 
changing attitudes to fiscal policy in Europe to be growth-positive.

Earnings

With price earnings multiples at historical highs, realised earnings growth is needed to deliver in 
order to support share prices; and corporate earnings have, indeed, been very strong so far in 2017. 
Company guidance shows that corporates are confident of further EPS growth, and the economic 
environment should support this, although much of this dynamic will be stock-specific. The Manager 
must bear in mind that year-on-year comparisons will become tougher to beat, even with a brighter 
economic backdrop.
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The Manager trimmed risk entering the summer, a time that tends to be seasonally weaker for asset 
prices. While recent months have been relatively benign for investors, market movements were 
somewhat subdued in August and September, with even strong corporate earnings getting a muted 
reception. Earnings misses have been poorly tolerated, with some stocks suffering as a result.

With equity valuations high and an expectation that Central Bank policy will be less accommodative, 
the Manager still sees a broader market correction as a possibility. However, the Manager does not 
feel that the conditions for a bear market - aggressively tighter monetary policies, a spike in oil prices 
and long-term bond yields, weaker manufacturing activity and consumer euphoria - are in place. 
The Manager expects the positive impact of a better growth environment and the prospect of higher 
interest rates to continue to favour equities over bonds, despite current rich PE multiples. In light of 
this, the Manager is adding to equities and trimming the fixed income exposure somewhat.

Positioning

As multi-asset class investors, the Manager remains well-diversified across asset classes, regions 
and sectors. Given the uplift in global GDP and improved earnings growth, the Manager believes that 
it is well positioned to benefit from the ongoing recovery in earnings, albeit balanced with volatility-
reducing assets to manage risk.

As noted above, at an asset class level - having been modestly overweight in shares entering the 
summer - the Manager has added to its equities position (trimming from bonds and increasing the 
underweight position here). The Manager has continued to maintain a small allocation to alternatives 
for diversification.

Equities

High-quality businesses that are able to deliver superior earnings growth remain at the core of 
the portfolios. The Manager favours companies that have their own growth drivers and “self-help” 
policies. At a sector level, the Manager is overweight consumer, industrial and technology sectors 
which, to date, have delivered very solid earnings and share price returns. Transformational 
technologies, such as automation, will continue to drive growth and productivity.

Asset Allocation

Whilst valuations are richer than the global average, the Manager is adding to its overweight 
position in the US, believing it still offers attractive potential earnings growth. The Manager believes 
the market is underestimating Trump’s ability to deliver on tax policy and the US economy offers 
attractive growth.

The Manager remains overweight Europe, and modestly overweight Emerging Markets and Japan, 
where companies are trading on less demanding valuations.

In the UK, the Manager continues to favour international earners, given the continued risk to growth 
from Brexit-related uncertainties.

Bonds

The Manager maintains its strategy of being overweight investment grade corporate debt with 
shorter maturities, and underweight longer-dated gilts.

At some point, the ending of easy monetary policy may force rate expectations higher, and the 
Manager remains underweight bonds.



Disclaimer
The distribution of this document and the offering of the shares may be restricted in certain jurisdictions. It is the responsibility of any person in possession of this 
document to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdictions. Prospective applicants for shares should inform 
themselves as to the legal requirements and consequences of applying for, holding and disposing of shares and any applicable exchange control regulations and taxes 
in the countries of their respective citizenship, residence or domicile. 
Click for Important Information

The information contained in this document is believed to be correct but cannot be guaranteed. Past performance is not a reliable indicator of future returns. The value of 
investments will go up and down, and clients may get back less than invested. Opinions constitute our judgment as at the date shown and are subject to change without notice. 
This document is not intended as an offer or solicitation to buy or sell securities, nor does it constitute a personal recommendation. Where links to third party websites are 
provided, Close Brothers Asset Management accepts no responsibility for the content of such websites nor the services, products or items offered through such websites.

To learn more about the VAM Discretionary Funds, please contact us at
sales@vam-funds.com or on +230 465 6860

Source: Close Brothers Asset Management
Close Brothers Asset Management is a trading name for Close Asset Management Limited.
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Alternatives

The core of the alternatives allocation currently is long-dated infrastructure investments (which offer 
yield and inflation protection) and gold. As a safe-haven asset, gold should provide protection if 
sentiment deteriorates.

Asset Allocation – October 2017

Source: CBAM, as at 01 October 2017

http://vam-funds.com/documents/VAM%20Managed%20Funds%20(Lux)%20Disclaimer.pdf

