
To us there are no foreign markets.TM

GPS OP aims to control the 
levels of volatility that an 
investor’s portfolio might 
suffer. This is done through 
the close management of risk 
within the portfolio. During 
periods of market stress, 
the strategy allocates assets 
accordingly, removing excess 
volatility from the portfolios. 
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These FAQs explain how our GPS Optimized Portfolios (GPS OP) have reacted to 
various market challenges in the last 24 months – and are a reminder of how the 
service is designed to work during periods of market stress. 

The main objective of GPS OP is to insulate the portfolios from excessive volatility, by 
identifying risk and allocating assets accordingly. GPS OP is designed to manage risk first, 
rather than the return achieved.    

Q. How does GPS OP work?

A. GPS OP aims to cap the level of volatility in your client’s portfolio to a pre-defined level.
The annualised volatility target is determined by your client’s attitude to investment risk
and GPS OP then uses CGWM exclusive tools to manage volatility, including the Market
Stress Indicator (MSI) and Risk Optimiser.

Q. What is the Market Stress Indicator (MSI)?

A. The MSI looks at the interactions or correlations of more than 30 different asset
classes. It aims to identify when asset class diversification is less likely to protect a
portfolio against falling markets – and in doing so, it flags that an investment manager
should carefully consider how they will mitigate the risks that the MSI believes are
present in the market. It rates market stresses on a scale of one to five (five being the
most stressed state).

Q. How does the Risk Optimiser work?

A. The Risk Optimiser takes into account the identified market risk and various
forward-looking asset class predictions. It then aims to build a portfolio with a
targeted volatility cap.

Q. How have the MSI and Risk Optimiser performed over the last 12 months?

A. Both have performed well. The MSI successfully identified significant market stresses
caused by many previously negatively-correlated assets converging. Once the MSI
identified periods of stress, the Risk Optimiser re-adjusted portfolios into assets it
believed would protect your client’s portfolio from significant volatility.
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Figure 1

Q. If both have performed well, why hasn’t my client’s portfolio grown with the rises in  
world markets? 

A.  The main objective of GPS OP is to insulate the portfolios from excessive volatility, 
by identifying risk and allocating assets accordingly. The portfolios are designed to 
manage risk first, rather than the return achieved. Against this core objective, GPS OP 
has performed well.    

Q. How did GPS OP manage volatility in portfolios as the markets fell in the second half  
of 2015?

A. The MSI correctly identified increasing risk in the markets through the summer and 
autumn of 2015 and the Risk Optimiser accounted for this by reducing equity exposure 
and increasing fixed income (see Fig 1).

Q. Was it necessary for GPS OP to be so ultra-defensive in February 2016 (see Fig 1)? 

A.  As mentioned above, the indicators flagged the potential for significant downside risks 
and so GPS OP reacted accordingly to control the risk. As it transpired, the extent of 
the risks signalled in February 2016 turned out to be false - or at the least, the markets 
didn’t react as they did in 2008/09. Nevertheless, GPS OP met its objective of managing 
potential risk first and foremost.

Q.  Since February 2016 (when the FTSE 100 fell to a 12-month low) we have seen a steady 
climb. Why has GPS OP only recently re-introduced more risk into the portfolios?

A. According to the MSI, throughout the late spring, summer and autumn of 2016 market 
stresses remained high. To control the level of market risk and to account for the 
continually correlated assets, the Risk Optimiser kept the portfolios extremely defensive. 
The notable political surprises of Brexit and Trump’s election have continued to keep the 
risk of volatility high and markets stressed (see Fig 2). Since the main objective for GPS 
OP is to manage for risk, this has meant the portfolios remained defensive. 

Figure 2

No products offered by Canaccord 
Genuity Wealth Management 
provide capital protection, we aim 
to cap volatility to indicative 
tolerance levels however, this 
cannot be guaranteed.
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Q. Did the MSI and the Risk Optimiser fail to correctly identify the extent of the risks and 
manage them accordingly through the second half of 2015 and the whole of 2016?

A. There is no evidence that the underlying drivers of the mathematical model have 
changed, despite the current unique economic circumstances. We see no reason to re-
evaluate the inputs or indicators as the process has managed the potential risk in the 
market given the prevailing conditions. 

 That said, the MSI is not a fail-proof or absolute measure – rather, as the name 
suggests, it is an indicator of potential market risk scenarios which could come to 
fruition and increase the volatility of a client’s portfolio. There will be periods where 
it gets things wrong or over-states the risks, although we strongly believe it has been 
an extremely robust indicator of market stress over the longer term. Importantly, by 
reducing risk in this way, GPS OP has helped maintain clients’ capital in the face of very 
uncertain times (Brexit, the US elections). 

 The advantage of using multiple correlations in our calculations is that, even when 
equity/bond correlations normalise, we are still able to identify market risk. In Fig 3 
below, we show how at periods over the last 12 months - despite equities and bonds 
acting more normally - the other 28 measures we use have identified risk and reflected 
them in the MSI. Again, we must reiterate that the GPS OP service manages the risk, 
rather than return.
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Figure 3

Q. Brexit was an obvious inflection point in the markets; and the weakening of sterling 
gave a strong boost to UK-listed equities. How did GPS OP factor this into its 
calculations? 

A. The vote for Brexit affected the optimisations for some time. The result increased 
equity volatility (see Fig 2) and, along with the converging correlations, this caused the 
MSI to remain stressed for an extended period. The subsequent US election result 
created a further spike in volatility and kept the MSI in a stressed state (Fig 3). These 
triggers have kept the portfolio in a defensive stance.
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Figure 4: MSI fluctuations in 2015 and 2016

Investment involves risk. The value 
of investments and the income 
from them can go up as well as 
down and you may not get back 
the amount originally invested.
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Contact us
Our team is here to help with any questions you may have. 

41 Lothbury
London
EC2R 7AE
United Kingdom

T: +44 (0)20 7523 4597
E: intermediary@canaccord.com

canaccordgenuity.com/uk

This document is directed at investors categorised as professional under the rules of the Financial Conduct Authority and is not intended for onward distribution to retail clients.
Investment involves risk. The investments discussed in this document may not be suitable for all investors. 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. Past performance is not a guide to future performance.
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.
Canaccord Genuity Wealth Management (“CGWM”) is a trading name of Canaccord Genuity Wealth Limited (“CGWL”) and Canaccord Genuity Financial Planning Limited (“CGFPL”). CGWL and 
CGFPL are authorised and regulated by the Financial Conduct Authority. Both are wholly owned subsidiaries of Canaccord Genuity Group Inc. and have their registered office at 41 Lothbury, 
London, EC2R 7AE. CGWL is registered in England no. 03739694, CGFPL is registered in England no. 02762351.
Canaccord Genuity Wealth Management (“CGWM”) is a trading name of Canaccord Genuity Wealth (International) Limited (“CGWI”) which is licensed and regulated by the Guernsey Financial 
Services Commission, the Isle of 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: Trafalgar Court, Admiral Park, St. 
Peter Port, Guernsey, GY1 2JA. Please note that the offshore affiliate is not FCA regulated or authorised and does not benefit from FCA investor protection. 
The information contained herein is based on materials and sources that we believe to be reliable, however, CGWM makes no representation or warranty, either expressed or implied, in 
relation to the accuracy, completeness or reliability of the information contained herein. All opinions and estimates included in this document are subject to change without notice and CGWM 
is under no obligation to update the information contained herein. None of CGWM, its affiliates or employees shall have any liability whatsoever for any indirect or consequential loss or 
damage arising from any use of this material. 
This document is for information purposes 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.
Global Portfolio Solutions (GPS) are a range of investment solutions developed by CGWM to cover a variety of investment needs. Optimized Portfolio Solutions are some of the models that sit 
within this. This service was previously known as REMAP.
The tax treatment of all investments depends upon individual circumstances and may be subject to change. Investors should discuss their financial arrangements with their own tax adviser 
as the value of any tax reliefs available is subject to individual circumstances. Levels and bases of taxation may change.
CGWM does not make any warranties, express 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) such products, securities or services are not directed at you.
CGWM and/or connected persons may, from time to time, have positions in, make a market in and/or effect transactions in any investment or related investment mentioned herein and may 
provide financial services to the issuers of such investments.

Q.  Cash offers zero return. With the threat of inflation and investment management fees, 
the result is a negative return, especially in real terms. Why did the Risk Optimiser hold 
cash as a low-risk investment rather than an alternative diversifier? 

A.  We acknowledge that cash held for the long term will not generate any real return 
for investors and this represents an ‘opportunity cost’. GPS OP is designed to 
ensure that we defend sufficiently during the downside periods and manage the 
risks in the market. Generally, cash and fixed income securities have provided the 
best diversification benefits versus risk assets during uncertain market conditions. 
However, given the extremely high level of Gilt valuations over the summer, cash 
became a more effective risk diversifier. Our views are that over the long term, the Gilt 
market does not offer much value at the current level.

Q. What would have to happen to the global economy for GPS to recover the lost 
‘opportunity cost’ as described above? 

A. The GPS OP strategy relies on risk moderation to avoid the worst periods of drawdown 
– when a portfolio falls in value. For the strategy to recover the lost ‘opportunity cost’, 
we would require the MSI to once more move into a stressed state and generate a 
true signal, allowing us to capitalise on risk-off positioning that is then translated into 
a material market downturn. Over the longer term, this would bring GPS OP in line 
with the more traditional styles of investment management but with a potentially less 
volatile journey. 




