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Market Commentary

Although global growth is estimated to have 
accelerated to 3% in the second quarter, it was 
following a quarter which showed the worst growth 
rate (1.5%) since the Great Recession. The area 
where no progress has been made is the level of 
debt in the global economy. Debt accumulation 
prior to the 2007 crisis was huge but the fact is 
that debt levels now are 20% higher in GDP terms 
than they were then. Somewhat worryingly, much 
of this new debt is now in the emerging markets.

Markets continue to be besotted with the timing 
of the first US interest rate rise. Given that the 
Fed is uncertain about the effect of raising 
rates on the underlying economy, it was always 
unlikely that they would be early. They clearly 
have no desire to be accused of killing the 
economy if there is a subsequent downturn. 

The growth outlook for the UK remains muted with 
the front loaded nature of the new Government’s 
austerity programme estimated by the IMF “to weigh 

Nigel Cuming
Chief Investment Officer

After a prolonged period 
of weakness, UK wages 
posted a 2.7% rise, the 
strongest annual rise 
since August 2011. 

The world economy continues to heal following the worst 
downturn since the 1930s but it is proving to be a long and 
gradual process.

on growth for some time”. Estimates for 2015 GDP 
growth are now in the region of 2.5% to 3% with 
a lower figure anticipated for 2016. With the UK 
dipping temporarily into deflation last quarter and 
given the combination of both EU referendum and 
Scottish Independence aspirations there seems little 
chance of a rate rise in the foreseeable future.

Over the last year inflation has been negligible due to 
a mix of falling food and oil prices. What we believe 

has changed of late is that the fear of deflation has 
diminished and there is now a growing expectation of a 
gradual pickup in inflation in the second half of 2015. 

If this can be sustained there is a distinct possibility 
that the inflation rate will be much closer to the 
Bank of England’s 2% target by next year.

Ongoing nervousness about Greece coupled with some 
concerns with about how markets will react to the 
eventual rise in US interest rates means that there is a 
possibility of bouts of stock market weakness over the 
next few months. Equity market valuations are a little 
stretched especially in the US where an improvement 
in corporate earnings is required to provide further 
momentum to the rally. Given the maturity of the 
global equity rally it is prudent to keep an open mind 
as to its further duration and to be very vigilant to any 
signs that it is running out of steam. Therefore, whilst 
there are still a number of short term uncertainties 
we feel that it is still too early to call an end to the 
equity rally which we have enjoyed since 2009.



Prospects July 2015 | Canaccord Genuity Wealth Management  2

MSI Update

The MSI has moved back into stress, reading 4.0 from 3.5 
mainly as a result of the current European uncertainties. 

Clearly the equity market reaction to the Greek 
referendum has been a big driver here, with equity 
and bond volatility leading the move upwards. We 
have also seen a classic sovereign bond market 
safe haven shift, with yields falling in the prime 
sovereign countries as investors sought safety. 

Conversely following the Greek referendum “NO” vote 
we have seen peripheral European debt yields rise. 
Greece has missed its first IMF payment and without 
a new relief package the 20 July ECB payment is 
also likely to default. We are likely to see a further 
hardening of the stance taken by creditors to the 
incumbent Greek government and more open euro 
contingency plans and discussion from both sides. 

Clearly the risks have risen, and are likely 
to remain elevated at least until a more 
clear longer term path is agreed. 

It is not just Greece driving markets, however, 
the Chinese equity market has also continued to 
unwind the huge margin driven speculative gains 
seen this year, officially entering “Bear Market” 

Clearly the equity market 
reaction to the Greek 
referendum has been a big 
driver here, with equity 
and bond volatility leading 
the move upwards. 

territory this week, seeming to ignore easier 
policy measures from the Government there.

All this at a time when market consensus suggests 
a short-term risk of a further slowdown, but while 
long-term structural risks to growth remain in 
our view. That is not a great backdrop for macro 
market stress, risks abound, remain vigilant.
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20 Years of the Alternative 
Investment Market (AIM)
On 19 June 2015 the Alternative Investment Market (AIM)  
celebrated its 20th Birthday. 

The market can be described as one of the most 
successful growth markets in the world with 
£92bn raised since its inception helping 3,600 
smaller/midsized companies support their growth 
ambitions. Today, there are almost 1,100 companies 
listed with a market capitalisation of £72bn. 

AIM’s birth and childhood
AIM’s launch was born out of the failure of the Unlisted 
Securities Market (USM) which had run from 1980 and 
closed its doors in 1996. In the middle of the 1993 
recession, the London Stock Exchange performed a 
review and decided to close the USM to new issues on 
19 June 1995, the day of AIM’s launch and offered the 
approximately 300 USM companies the opportunity 
to move their listing to AIM within 12 months.

On day one only 10 companies enlisted, but by the 
end of 1995 this number had increased to 121 with a 
£2.4bn market capitalisation. The market continued to 
see a steady increase, with an average 150 companies 
joining each year until a boom occurred in 2004-2007 

during which time the average increased to 400 a 
year. At its peak in December 2007, 1,694 companies 
were listed with a market cap just shy of £100bn. 

AIM’s difficult teenage years
The nature of smaller companies means their listings 
can come and go. Their aim, forgive the pun; is to 
raise capital to help them grow. More often than 
not the listing is a stepping stone to greater things 
and many companies have been highly successful 
raising funds for acquisitions or organic growth. Many 
companies eventually mature and when they are a 
certain size seek a prestigious full listing, whilst others, 
due to their fast growth potential are acquired by a 
competitor. AIM has companies at all stages of their 
development, from early stage start-ups to companies 
like Young & Co that has heritage dating back to 1831. 

Apart from the expected high growth technology, 
biotech and resource exploration companies 
that some classify as speculative, there are also 
a number of companies that AIM suits well. For 

Paul Parker 
Investment Director
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Whilst it is argued that the 
FTSE 100 is no longer cheap 
we are excited by the diverse 
potential AIM offers.

example, James Halstead and Nichols are both 
companies that have been in existence for over a 
hundred years and have large family shareholdings. 
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They now have little need to raise new monies, 
however they moved to AIM from the main market 
in order to benefit from the attractive tax benefits. 
These were once both Capital Gains Tax and Income 
Tax reliefs, but now only the most important to the 
families remain, that of qualifying for Business 
Property Relief. Meaning that if these shares have 
been held for a period of two years they are no longer 
considered as part of an estate in an Inheritance 
Tax calculation. The overall performance of the AIM 
index has been poor since inception. Only during the 
Tech boom did it see real growth and we all know 
how that ended. 20 years since inception and the 
index is 20% below where it began demonstrating 
the risks that are involved with investing on AIM and 
highlighting the need for expert advice with experience. 

The 2008 credit crunch has changed the global 
economic landscape. The effects on AIM have been 
equally as dramatic as the market approached 13, 
entering its teenage years. There has been on average 
90 companies joining AIM per year since 2007, 
according to LSE AIM market statistics published on 
4 June 2015, however the total figure has fallen with 
more companies leaving than joining. It can be argued 
that during the 2004-2007 boom, a large number of 

companies floated on AIM which should not have. They 
were either poor businesses or too highly geared and 
suffered the consequences during the recession. It has 
however been a cathartic process and it has sorted the 

wheat from the chaff. AIM suffered a lot of bad press 
over this period and rightly so in many circumstances.

Online fashion retailer ASOS, AIM’s largest company 
at £3.2bn, has seen a fantastic level of growth. In 
August 2003 you could have bought 1,000 shares 
for £32 and sold them in February 2014 for £70,500 
a return of 220,000%. However, if you held them 
today they would be worth £38,500. Still a fantastic 
return however it shows you how volatile stocks can 
be. It pays to do your homework and if you are unsure 
about investing on AIM you should seek professional 
advice. An investment professional will be able to 
obtain much more information and gain access 
to the company’s management. This is important 
when trying to understand a stocks true worth.

Adulthood approaches
As the AIM market approaches adulthood those 
companies still listed on AIM are, in our opinion, 
stronger for having survived the downturn. The 
new companies that are coming to the market 
are of a higher quality, in terms of growth 
measures and solvency metrics, as investors 
have been bitten once and are now twice shy. 

20 Years of the Alternative Investment Market (AIM)  

Although there are 
risks there can also be 
great rewards. There 
are a large number of 
extremely well managed, 
growing companies and 
the returns that can be 
achieved can be much 
more generous than those 
of the full listing. 
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The government continues to support smaller company 
investment and has helped boost the market’s 
attractiveness by allowing AIM shares to be held in ISAs 
and removing Stamp Duty Reserve Tax on purchases. 

As the global economy recovers we believe the 
AIM market has never looked in better shape. 
2014 saw the first net increase of companies 
listed on AIM since the heady days of 2007. If the 
economic recovery remains sustainable smaller 
companies more often than not benefit to a greater 
degree compared to large capitalised stocks. 
We have seen a number of companies blossom 
over the past few years and we continue to see 
the benefits of the recovery in their results. 

What is also encouraging, and we saw it though the 
credit crunch is that smaller companies can often 
perform no matter what is happening in the wider 
economy. Smaller companies can be more nimble 
and adapt to their particular market. Even during 
2008-2009 a number of AIM companies were 
returning double digit earnings and dividend growth 
whilst other larger companies fell by the wayside. 

Whilst it is argued by various market commentators 
that the FTSE 100 is no longer cheap and that the 
narrow number of sectors offers less opportunities 
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Fig 1: FTSE AIM All-Share Index  Source: Datastream.

20 Years of the Alternative Investment Market (AIM) 

we are excited by the diverse potential AIM offers. 
We believe that certain valuations are not stretched 
in many sectors on AIM for example companies 
such as cloud computing data centre host Iomart 
Plc, which trades on 19x this year’s earnings 
compared to TeleCity Group, which has recently 
been acquired by US peer Equinix, on 28x.

With this in mind we wish AIM a very happy 
birthday and look forward to celebrating 
many more in years to come.

Investing in AIM stocks should be regarded as 
high risk due to the high proportion of small 
capitalisation stocks within the market. These 
companies are volatile and whilst they can offer 
great potential, growth is not guaranteed.

Investments in AIM-listed companies may not be 
readily realisable and there is less liquidity in this 
market – if they have to be sold immediately you 
may get back much less than you paid for them. 
The price may change quickly and it may go down 
as well as up.

The current Inheritance Tax rules and tax treatment 
of AIM shares may change in the future. We 
strongly recommend that clients discuss their 
financial arrangements with their tax adviser 
before investing, as the value of any tax reliefs 
available is subject to individual circumstances.
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Fund in Focus
Jacob de Tusch-Lec 
Fund Manager, Artemis Global Income Fund

There is no safety in numbers. In fact, in markets distorted by 
unorthodox monetary policy, the opposite might be the case. 

As the recent jump in the yields on German bunds 
showed, when economic data changes and sentiment 
shifts even the safest, most widely held financial 
assets can be revealed as crowded trades. So while 
the case for equity income remains compelling, 
investors may need to take a different approach to the 
herd. Along with their yields, one of the attractions of 
income stocks has been the presumption that they 
possess defensive qualities. But is that still true? 
Years of unorthodox monetary policy have produced 
artificially low yields, pushing investors who might more 
naturally have been buyers of bonds into equities. 
Stocks with the most bond-like characteristics (‘bond 
proxies’) have been the most prominent beneficiaries 
of this hunt for yield. Particularly in the US, investors 
have flocked to mega-cap companies with respectable 
dividend payments and the reliable earnings to support 
them. Income funds have prospered from this trend; 
when markets are rising, buying the same thing as 
everyone else provides a helpful tailwind to returns. 

Paradoxically, however, the very popularity of this 
narrow cadre of mega-cap income stocks might have 
undermined one of their main attractions. Those stocks 
that tend to feature in the top-10 holdings of so many 
equity income funds (the ‘usual suspects’) now look 
expensive both relative to their own histories and to 
the wider market. There must be a risk that they have 
become crowded trades and are vulnerable to price 
volatility should growth or inflation prove stronger 
than expected. The nature of their shareholder bases 
could mean that those equities that have been bought 

as higher-yielding alternatives to government bonds 
will suffer most when interest rates start to rise. 

The arguments for equity income remain compelling. 
Whatever happens to interest rates, stocks should 
offer a valuable source of income along with the 
prospect of capital gains. But this might be a good time 
to think more critically about the type of equity income 
stocks (or funds) that you hold. Diversification, whether 
by investment style, company size or sector is always 
prudent. Diversifying globally makes particular sense 
today given that the regions of the global economy 
remain so badly out of step: the US is moving towards 
tighter monetary policy even as the ECB and Bank of 
Japan pump liquidity into markets. If, as we suspect, 
US economic growth is about to tick higher, then 
having some exposure to different types of income – 
investing in a wider spread of industries than expensive 
pharmaceutical and consumer goods companies 
that dominate some funds – might be a good idea. 

Given economic and policy uncertainty, retaining a 
degree of flexibility is also important. To give one recent 

How should investors 
looking to equities to 
provide income for the 
long-term respond?  

This Financial Promotion has been prepared and issued by Artemis. Views expressed are their own and do not represent those of CGWM.
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example, the Artemis Global Income Fund began 2015 
with a significant level of exposure to European bond 
proxies, particularly the REITs. These did well in the 
early part of the year as the ECB’s much-anticipated 
commitment to quantitative easing sent yields sharply 
lower and the share prices of bond proxies higher. No 
sooner had the ECB committed to QE, however, than 
data from economies in the southern eurozone began 
to improve and inflation ticked higher. We moved 
quickly to reduce our exposure to these types of stocks 
– and particularly to REITs. The decision was well-
timed: share prices of the REITs fell as bund yields shot 
higher. In this febrile environment, keeping a close eye 
on macro data and being ready to react is important.

Given the way in which the valuations of classic income 
stocks have become extended, this may also be time 
to look beyond the usual suspects. This is particularly 
the case in the US, where the dividend aristocrats 
may prove vulnerable to a change in sentiment. So 
while the fund’s yield remains respectable (3.5% at 
the end of May), we have been prepared to sacrifice 
some yield in the short-term to buy lower yielding 
companies where we find value or growth. In recent 
weeks, for example, we have moved away from utilities 
in Europe and added to cyclical stocks in the US. We 
have, for example, added to our existing holding in 
truck hire and maintenance company Ryder System. 
The signs are that the US economy will come good 
in the second half of the year and there is a direct 

ARIZONA,USA 
ROUTE 66

The signs are that the US economy 
will come good in the second half 
of the year and there is a direct 
relationship between economic 
growth and the number of miles 
driven by trucking companies.

N35°31’18”
W113°27’8”

relationship between economic growth and the 
number of miles driven by trucking companies.

We have also been buying the most direct beneficiaries 
of stronger growth and rising rates: the banks. In 
Europe, we have added to Intesa Sanpaolo and 
Danske Bank while in the US we now own JPMorgan. 
Meanwhile, the fund’s largest holding is Mitsubishi 
UFJ, a beneficiary of stronger economic growth as well 
as from the steepening of the yield curve. Japanese 
banks and US truck hire companies might not seem 

like the most obvious stocks for equity income 
investors to buy; they are not the ‘usual suspects’. 
But that is one of their attractions. The Artemis 
Global Income Fund’s top 10 holdings also include a 
chemicals company exposed to the rebound in the 
oil price, an investment bank profiting from the surge 
in M&A and IPO activity, a Spanish airport operator 
and a German telecoms company. Now more than 
ever, we would rather take a diversified and flexible 
approach to finding income than to run with the herd.

Fund in Focus                  
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Ask the Expert
“Ask the Expert” is a feature where we ask industry experts 
questions that have been raised during conversations with 
Advisor Firms. 

For this instalment, we address the question about 
consolidation and validation in the IFA market. 
Typically IFA consolidators are seen as an option for 
those looking to achieve capital in their business.

We recently read that more than a quarter of 
IFA business owners plan to sell within the next 
five years, according to research by Harrison 
Spence. The research for the financial services 
consultancy firm showed 6% plan to sell within the 
next year and 7% within the next three years.

We therefore asked Fred Hansson of IMAS 
Corporate Finance for his thoughts.

Fred started his career as a trainee at Touche Ross and 
then joined Handelsbanken Corporate Finance, working 
on European mergers and acquisitions and equity 
capital markets transactions, before joining Cazenove 
in a similar role. Fred left Cazenove, which had then 

Fred Hansson 
Partner, IMAS Corporate Finance 

become JPMorgan Cazenove, six years ago when he 
joined IMAS, the specialised mergers and acquisitions 
adviser in the UK financial services sector, to take 
responsibility for projects in the investment sector, 
encompassing businesses in fund management, 
stockbroking, pension consultancy and financial advice.

IMAS recently published a review on the UK financial 
services industry based on its analysis of the sector 
carried out over 15 years. It was supported by UK 
Trade & Investment, the government body tasked 
with promoting inward investments into the UK.

Why? It highlights the size, structure and ownership 
of the financial services industry and provides 
insights into how it is changing over time. For UK 
Trade & Investment, the review demonstrates the 
transparency of the economy and the attractions 
of the UK’s leadership in financial services. 

Is consolidation still occurring?
Consolidation of adviser firms is occurring and 
we expect it will continue at pace for some time, 
especially at the lower end of the market, i.e. firms 
potentially valued at less than £5m, Fred comments;

“The IFA sector is one of the few financial services 
in which consolidation is still taking place and is 
set to continue. We believe there will be continued 
consolidation at the lower end of the scale as it 
is such a fragmented market and there remain 
many opportunities, firms such as Bellpenny, 
AFH and Succession, to consolidate .”
“The other dynamic is that there will be more 
buyers for restricted advice firms than those 
offering independent advice. This is because 
the whole-of-market sector has more stringent 
processes compared with the restricted sector.”
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What part of the IFA sector is most active?
“The middle market (with potential values of £5m 
to £25m) will not be as active as the smaller end, 
as these firms are often coping well with the new 
challenges in the market and can therefore remain 
independent. But many are finding it hard to expand.

If fully compliant, this segment of the market can grow 
and live on its own. But they are sometimes finding it 
difficult to grow their businesses and, to accelerate 
growth or facilitating liquidity for retiring partners, there 
will be a need for them to consider their options.

However this is a slower consolidation. There will 
be a flow of deals in the mid-market but not at 
the same rate as among the smaller practices for 
whom the rising tide of stricter regulation and more 
sophisticated systems and processes threaten 
to increasingly become overhead burdens.”

What activity has there been in the last  
six months?
“There has been activity at the higher end of the 
market with Towry, Standard Life and Close Brothers 
coming into the market. Sanlam recently bought 
19.9% into Cereus, and took full control of the 
portfolio management business of the group.

Here we might see major brands evolving in  
addition to St James’s Place. Firms such as  
Towry may become the obvious choice in the  
market and it will also be interesting to see  
what happens when Bellpenny itself is sold.”
What does the data show us?
“According to IMAS data, the UK market has 183 IFA 
businesses potentially worth £5m or more, below 
that are 5,600 businesses worth less than £5m, 
subsidiaries in larger groups add another 1,000.

Data published by the M&A experts last month 
revealed that over the past five quarters there 
had been around 45 deals in each quarter.”

Key things IFAs should consider?
Fred offers two key factors for success: 
Happy clients and a tidy book.

“The IFA adds value by providing good advice 
and quality services, building a loyal client bank 
and recurring income. What a buyer of an IFA is 
typically looking for is the opportunity to procure 
more clients as an alternative to investing in sales 
and marketing. The buyer is rarely looking for 
unique solutions or intellectual property, which 
they consider to have plenty of themselves.

The other critical part of maximising the realisation 
of capital in a sale is to make sure the books are in 
order. Any sensible buyer will look to reduce the risk 
it is assuming when acquiring a business. This is 
particularly important when it comes to compliance, 
i.e. what is the inherent risk in advice that has been 
provided by the business in the past and what are 
the potential flaws in the advisory process.”

Ask the Expert                  
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Intermediary Desk Update
For the last few weeks the Intermediary team has been out 
and about speaking to advisers, listening and learning about 
how we can help them.  

It is all very well sitting in London contemplating “First 
World Problems”, but the best way to gauge what 
advisers are concerned about is to meet them face to 
face. Interestingly the main work question was  
“What exactly is a bespoke manager?”  
No agreed market definition leads to the 
thought that maybe some Investment Managers 
have more spin than a gyroscope!

Also, now that July is here our thoughts turn 
to the holiday season. No doubt many of you 
will be taking a well-earned break. For those 
visiting Greece you may well be part of history 
if the proliferation of headlines come true.

We met with IFAs at the Defaqto Roadshows this 
month in Sheffield, Birmingham, Exeter, Southampton 
and Glasgow. Combine these fixed location seminars 
with large presentations to several of our partner 
IFAs, the Intermediary team has reached out to 
approximately 200 advisers in May and June. 

We recognise that there is an ever increasing 
workload imposed on you as IFAs by new regulatory 
requirements and changes in legislation. The 
changes to pension arrangements must be an 
example of a huge opportunity for your business 
and we have seen an increase in focus on our IHT 
offering. The IHT service is well priced and should 
you want more information, do let us know.

For all intermediaries, in addition to our IHT Service, 
we have continued to highlight the fact that our 
Managed Portfolio Service is appropriate for a wide 
range of investment scenarios including general 
investment accounts, ISAs, Offshore Bonds, 
Trusts and SIPPs, as well as more complex areas 
such as Court of Protection. REMAP is proving 
continually in demand for this complex area. 

As we go to press I am reminded of two significant 
historical events – signing of the Magna Carta 
and Waterloo 200th anniversary. 800 years 
ago, in England, there was a seismic event that 
changed our country fundamentally and forever. 
King John, seen as corrupt and autocratic, was 
accountable to no-one. But he pushed his luck too 
far. His subjects turned on him, and forced him 
to sign up to a new system, where the monarch 
was subject to the law of the land. The document, 
arguably the most important legal document in 

Sean Taylor 
Head of Intermediary Sales 

We recognise that there 
is an ever increasing 
workload imposed on you 
as IFAs by new regulatory 
requirements and changes 
in legislation.
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The Magna Carta introduced constitutional government 
to England for the first time. It forced the King to 
accept certain fundamental values and principles: 
the right to a fair trial, to freedom from torture and 
to participation in political and religious life. 

What this boiled down to was an acceptance 
of the rule of law by those who had previously 
stood outside it. It introduced accountability for 
everyone, from the King downwards, no matter 
who they knew or how much money they had.

With regard to Waterloo - I am often asked whether 
we should not now, in these days of European unity, 
forget Waterloo and such events of the past but my 
reply is that history cannot be forgotten and we need 
to be reminded of our roots. The Battle of Waterloo 
took place on 18 June 1815 at Waterloo, 20km south 
of Brussels and was the culmination of four days of 
fighting involving the forces of The Duke of Wellington 
and Field-Marshal Blucher on one side and the French 
Army under the command of Napoleon Bonaparte on 
the other. Waterloo was a significant event in defining 
the future landscape of Europe. Nations were formed 
as a consequence of it and fighting ceased across 

Europe for 50 years, although it came at a heavy price. 
50,000 soldiers were dead or wounded at the end of 
intense conflict. Without fighting - is Europe facing a 
political ‘Waterloo’ with a Greek exit from the euro?

As the Intermediary impetus continues, we have 
an exciting ‘Ashes’ summer ahead - therefore as 
we remember the past, it is fundamental that 
we learn from our partners and we welcome 
your views for the next publication.

N53°31’38”
W92°49’24” 

ONTARIO, CANADA 
INVESTMENT OUTCOME 

WORKING IN PARTNERSHIP

Working in tandem with 
intermediaries we offer a real 

business to business partnership 
with additional benefits, to not only 

you the adviser but ultimately to 
the underlying client. We firmly  

believe that the best results are 
achieved by pulling together.

Intermediary Desk Update                 



Prospects July 2015 | Canaccord Genuity Wealth Management  12
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Man Financial Supervision Commission and the Jersey Financial Services Commission and is a member of the London Stock Exchange and the Channel Islands Securities Exchange, CGWI is registered in Guernsey no. 22761 
and is a wholly owned subsidiary of Canaccord Genuity Group Inc. Registered office: 2 Grange Place, The Grange, St. Peter Port, Guernsey, GY1 2QA
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