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Global growth stabilising, though growth rates remain subdued.

Monetary policy remains accommodative – fiscal policy to loosen.

The Manager expects the current benign investment environment to continue.

US election and ongoing ‘Brexit’ are potential near-term risks.

The Manager expects a bias to ‘quality’ assets to perform well in coming months.

Click here to view 
the accompanying Investor Insight video
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Dollar weakness and stronger 
commodity prices.

Whilst Brexit is far from 
resolved in the UK, and 
growth forecasts are lower, 
immediate data has been 
better than expected, with no 
evidence, so far, of the abrupt 
and dramatic slowdown 
some observers feared.

Uncertainty continued
In the last Investor Insight, the 
Manager explored the impact of higher 
uncertainty on investors. Uncertainty 
measures since the financial crisis 
have been much higher due to lower 
global growth and the ever increasing 
role of policy makers in driving asset 
prices. This, in turn, has dampened 
growth.

So far, in 2016, we have seen 
uncertainty rise further, spiking in Q2 
around the time of the UK referendum. 
Whilst uncertainty measures have 
declined since the Brexit peak, levels 
remain elevated (Figure 1).

Benign for longer?
In contrast with the first half of 2016, the 
third quarter has been characterised by 
a more benign investment environment.

Diminishing near-term risks

Whilst risks to growth remain, the most 
significant near-term risks look to have 
diminished slightly as the outlook for 
global growth has stabilised somewhat 
(Figure 2).

Analyst forecasts of 2016 GDP 
growth in China have improved, 
and expectations for the US remain 
stable. Together, the US and China 
make up 40% of world GDP.

Growth forecasts in the 
Eurozone and Japan have seen 
modest declines, though policy 
makers remain committed to 
stimulating growth, and pockets 
in both economies have seen 
improvement.

Emerging Markets have continued 
to improve, boosted by sustained 
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The outlook for global growth has stabilised somewhat over the previous quarter, though growth rates remain 
subdued. With monetary policy accommodative and potential for looser fiscal policy to provide a spur to growth, 
the base case for the coming quarter is that this benign investment environment continues; however, the Manager 
recognises that there are a number of potential near-term risks. 

Source: DataStream.

Source: Bloomberg. *EM proxy is the simple average of forecasts for Brazil, India, Russia. 

Figure 1: Policy Uncertainty Indices, Major Regions.

Figure 2: 2016 GDP Growth Analyst Forecasts – Major Regions.

Monetary policy looser for 
longer

Whilst growth does appear 
to be stabilising in many 
regions, inflation measures 
in Developed Markets 
remain subdued for the time 
being. Furthermore, central 
bankers have expressed 
willingness to support growth 
with accommodative policy,



2

The US election, whatever the 
outcome, is likely to bring about 
a new phase of fiscal expansion, 
targeting both infrastructure 
spending and calls for a tax 
amnesty for offshore cash, a form 
of corporate tax break. 

In the UK, after almost a decade 
of austerity, Chancellor Hammond 
is making plans to support the UK 
economy through productivity-
enhancing infrastructure spending. 

In Japan, plans are afoot for 
significant government spending, 
with a $45bn package announced. 

With the threat of populism still 
present, pressure is mounting 
in the Eurozone to adopt more 
accommodative policies, with 
government spending already 
growing in response to the refugee 
crisis. 

acknowledging that policy effects are 
asymmetric – they are able to quell 
inflation rapidly with policy tightening.

Central bankers also suggest that 
the neutral interest rate, the rate that 
causes the economy to neither expand 
nor contract, has trended down over 
time. Thus, expansionary monetary 
policy may become more a case of 
remaining accommodative at higher 
levels of growth and possibly inflation.

Based on Fed research on the neutral 
interest rate, monetary policy in the 
US, for example, only returned to 
accommodative territory in Q1 of 2016. 
Should current economic conditions 
persist, monetary policy would remain 
accommodative even with a 25 basis 
point rate rise.

The beginning of fiscal expansion

Whilst the Manager anticipates 
monetary policy will remain 
accommodative after years of tight 
fiscal policy or austerity, policy makers 
are increasingly recognising the role 
that fiscal policy can play in stimulating 
demand, investment and productivity. 
Whilst all government debt levels 
are still high, government structural 
deficits, as a percentage of GDP, have 
improved, allowing for a greater use 
of the fiscal policy lever as a spur to 
monetary policy. In July 2016, mentions 
of ‘fiscal stimulus’ in the press have 
significantly increased recently (Figure 
3).

Volatility ahead
Given tepid growth and a high level 
of uncertainty present in markets, the  
base case for the remainder of 2016 is 
the continuation of the current benign 
environment with the possibility that 
expected fiscal expansion boosts 
growth and, hence, risk appetite. Whilst 
the Manager believes this scenario is 
most likely, it acknowledges timing 
and risks of execution are difficult to 
predict.

Source: DataSteam.

Figure 4. American Association of Individual Investors - Share of Investors with ‘Neutral’ View.

Source: DataStream, Bloomberg.

Figure 3. Fiscal Expansion – (average of UK, US, Euro Zone, Japan) versus mentions of 
‘fiscal stimulus’ in Bloomberg stories.
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Investors indecision could lead to 
higher volatility

The Manager is currently balanced in its 
risk exposures; in other words, neither 
exceptionally bullish nor bearish on the 
outlook for world growth and, hence, 
risk assets.

Interestingly, the Manager is not alone. 
According to the American Association 
of Individual Investors, 2016 saw the 
highest proportion of investors holding 
a ‘neutral’ view on the markets (neither 
bullish nor bearish) since the 1980s 
(Figure 4). Whilst this proportion 
declined slightly into autumn, it remains 
elevated. Volatility also is at historical 
lows. 

This combination of low volatility in 
markets and an unusually high number 
of investors sitting on the fence means 
that future events could have a more 
significant impact on markets, as 
investors are forced to reposition.

Looking ahead – three scenarios
Looking forward, the Manager has 
analysed three possible scenarios as 
part of its investment framework – a 
fiscally-elongated expansion, ‘muddle 
through mediocrity’ and a secular 
stagnation slowdown (Figure 5).

Whilst the continuation of the current 
benign environment is its base case, 
the Manager thinks the world may be 
moving towards a fiscally-elongated 
expansion, where fiscal policy plays an 
increasing role in extending the length 
of the post 2008 recovery. However, 
given near-term risks, the Manager 
would want to see further confirmation 
before adjusting its positioning.

Fiscally-elongated recovery

Coordinated fiscal expansion in 
Developed Markets, combined with 
continued accommodative monetary 
policy, is effective in stimulating stronger 
global growth, which translates into a 
better outlook for corporate earnings 
growth across the board. Risk appetite, 

Source: CBAM.

as a result, increases with exposure 
to shares and more cyclical assets 
best able to benefit. The Manager’s 
focus will remain on quality but likely 
increase cyclicality in portfolios as 
better earnings from more value based 
sectors emerge. There is potential for 
bonds and bond-like stocks to perform 
less well.

‘Muddle through mediocrity’

Here growth is seen to be sustained 
at current low levels, with monetary 
and fiscal policy providing support 
in regions of weakness. However, 
accommodative monetary and fiscal 
policy fail to translate to an acceleration 
in earnings growth and risk appetite 
remains somewhat muted as a result - a 
benign investment environment, albeit 
with somewhat disappointing outlook 
for growth, elevating the importance of 
security selection in finding those stocks 
that can still benefit from secular growth 
drivers in a world scant of growth.

Secular stagnation slowdown

As the impact of accommodative 
monetary policy diminishes, growth 
slows in the world’s main growth 
engines, resulting in lower corporate 
earnings. This puts further pressure 
on ‘at risk’ areas such as Emerging 
Markets, diminishing investor risk 
appetite. Investors favour ‘safety’ 
assets, such as government bonds and 
gold. However, ‘quality’ shares also are 
likely to perform relatively better in a 
market in which risk, in general, might 
be under pressure.

Within this framework, the Manager is 
monitoring upcoming events to better 
ascertain shifts from one scenario to 
another.

The US election outcome and the 
impact of the UK voting to leave the EU 
will be two key determinants of investor 
sentiment that, at the moment, remain 
hard to predict. These risks recommend 
near-term caution.

Near-term uncertainties
Brexit continued – the impact on the 
UK and Europe

In comparison with the circumstances 
some may have feared, Britain’s position 
at the end of the summer is somewhat 
more favourable. With a protracted 
leadership battle avoided, the organ of 
government is better able to throw itself 
to the task of renegotiating the UK’s 
relationship with the EU. Consumer 
confidence has recovered the ground 
lost following the referendum, and 
some enterprise surveys suggest 
businesses are incrementally more 
optimistic. Additionally, the contagion 
effect of Brexit on Europe’s political 
climate, so far, has been relatively 
modest. However, there is a number of 
reasons for caution:

UK

Whilst Theresa May has announced 
her intention to action Article 50 in 
the first quarter of 2017, businesses 
hitherto have had little information on 
which to base their strategic decisions 
in respect of spending and investment. 
The Manager expects the terms of the 
UK’s withdrawal to become clearer in 
the coming months, with businesses 
taking more decisive action as a result.

Figure 5: Three scenarios.
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Europe

Whilst European politics have remained 
relatively sedate until now, with little 
serious threat of a populist surge in the 
continent’s main economies, a number 
of elections lie ahead which will prove 
to be the litmus test. Investors will have 
an eye on the Italian referendum and 
Spanish election in December, followed 
by elections in France and Germany 
next year. For a benign outcome, these 
elections need to be seen as a vote for 
solidarity and not dissolution.

US election – testing times ahead
Investors have turned their attention 
wholeheartedly to the coming US 
election and what it means for asset 
prices. The implications of a Republican 
or Democratic presidency fall into two 
main categories:

Fiscal policy

Both Trump and Clinton have spoken 
favourably of expansionary fiscal 
policy and productivity enhancing 
infrastructure spending in particular, 
though the Manager expects a Trump 
package to be more aggressive and to 
extend to tax cuts as well.

Whilst a president with an antagonistic 
relationship with the House or the 
Senate may struggle to pass much in 
the way of policy change, the Manager 
believes that there are measures that 
would be uncontroversial, and which 
have a high likelihood of going ahead 
under both regimes.

One such example of this would be a 
tax holiday designed to repatriate c. 
$2.4trn of cash held overseas by US 
corporates. Such a measure would 
increase the US tax base longer 
term, and boost government funds 
available for spending on areas such 
as infrastructure.

The Manager believes that, regardless 
of the election outcome, fiscal policy 
is likely to bolster US growth, in turn 
boosting corporate profits and risk 
appetite.

Foreign policy

Market participants believe that the 
outcome of the election could have 
a significant impact on US foreign 
policy, with Trump proposing a more 
protectionist regime involving higher 
tariffs on foreign goods and tighter 
immigration controls.

The likely impact of such a policy would 
be:

Lower imports, higher import costs, 
and higher demand for domestic 
goods 

Tighter labour and higher wage 
costs, a significant driver of inflation 

A stronger USD 

Whilst the impact of such a policy has 
the potential to boost the US economy, 
the benefits of such a spur would not be 
felt overseas. These measures would 
likely be detrimental for those Emerging 
Markets for which the US is a significant 
importer, and which have high levels of 
USD borrowing. This could be negative 
for global risk appetite.

Investment strategy – focus on 
quality
Positioning

Looking ahead, the Manager sees 
reasons for optimism, though it 
remains cognizant of risks to growth 
and event risks ahead. 

Given the range of potential 
outcomes in coming months, the 
Manager is or will be positioned in 
order to benefit from a recovery in 
risk sentiment whilst maintaining 
protection should weaker 
fundamentals cause animal spirits 
to deteriorate. 

To achieve this, the Manager is 
holding a well-diversified portfolio 
of securities, with a focus on high 
quality assets. The Manager’s  
research shows the companies that 
have delivered earnings growth, 
and which also have strong quality 

and fundamental characteristics, 
are trading on undemanding relative 
valuations and should perform well 
in all of the three scenarios it has 
identified above.

Until the near-term political and 
economic uncertainties subside, the 
Manager will maintain its balanced 
positioning, with exposure to high 
quality equities counterbalanced by 
high quality fixed income and yield 
assets. In alternatives, exposure 
to real assets – precious metals 
and infrastructure – offers inflation 
protection, along with a safe haven 
benefit in the case of metals and 
yield in the case of infrastructure. 

What is meant by quality?

Securities benefitting from higher 
earnings growth, especially ‘self-
help’ companies with sustainable 
growth drivers. Whilst no company 
is fully insulated from economic 
conditions, the Manager seeks 
those that it believes benefit from 
internal growth drivers, and are 
less reliant on economic growth to 
produce top line returns. 

High quality fixed income securities 
offering attractive yields and 
equities with high and sustainable 
dividends. Continued government 
asset purchases and low interest 
rates will mean yield remains 
scarce, allowing assets offering 
attractive yields, to rerate higher. 

High quality risk assets, including 
companies with strong balance 
sheets, low to no leverage and 
robust well diversified cash flows. 
In its view, these assets offer a 
balance of opportunity and safety 
should the economic environment 
deteriorate. 

Global diversification

Given the political uncertainty 
ahead, the Manager remains 
overweight the US, as it believes 
this region offers the most attractive 
combination of potential growth 
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upside from a fiscally-prolonged 
expansion, and downside 
protection should risk appetite 
wane.

The Manager is slightly 
underweight UK equity, favouring 
companies with international 
growth drivers and overseas 
earnings, especially USD, where 
we benefit most from Sterling 
weakness. The Manager is 
closely monitoring what could be 
a more fiscally stimulative budget 
from Chancellor Hammond in 
November. 

In Europe and Japan, the holdings 
are driven by stock specific 
growth stories. The Manager is 
neutrally positioned in Emerging 
Markets – though its holdings 
are very selective – and in Asia, 
as it believes the region is better 
protected from potential growth 
and political shocks. 

Sector focus

The sector focus is diverse, with 
exposure to technology, consumer, 
industrials, healthcare and select 
financial names.

The consumer staples segment, 
along with select consumer 
discretionary names, exhibits a 
lower sensitivity to the economic 
environment relative to other 
sectors, and many of the large 
cap names also benefit from 

geographically well-diversified revenues 
across Developed and Emerging 
Markets, further reducing the 
exposure to any one economy. 
Additionally, many of these 
businesses pay substantial 
dividends, adding security to the 
return profile and increasing appeal 
in a low-yield environment. 

Technology and content remain 
areas of selective focus. The 
Manager likes companies benefiting 
from a pick-up in enterprise spend, 
particularly in key areas of the 
Cloud, Big Data and cyber security, 
as well as growth from consumer-
oriented internet trends. 

In Healthcare, strong product 
innovation in many firms is 
combined with growing demand and 
industry consolidation to underpin 
strong long-term growth. Price 
caps and other pressure on product 
costs remain a potential threat but 
these stocks are trading on less 
demanding multiples as a result. 
The Manager is highly focused, 
looking for companies which benefit 
from innovation, consolidation and 
ageing demographic demand.

Across sectors, the Manager 
is finding opportunistic growth 
businesses, benefiting from rising 
volumes in operationally-geared 
business models. It has added 
exposure to the industrial and 
defence sectors where it sees 

upside potential, particularly in light 
of expanding US defence spending 
and rising geopolitical risk. The 
move to more spending on the 
Internet and a cashless society are 
also themes reflected in portfolios. 
Though industrials and financials 
tend to be cyclically-exposed 
sectors, the stocks the Manager is 
identifying have lower exposure to 
economic change and benefit from 
structural developments.
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