
To us there are no foreign markets.TM

This document is for professional 
advisers only and is not for onward 
distribution to private clients.

Past performance is not a guide  
to future performance. The value  
of investments and any income from  
them can go down as well as up and  
you may not get back the amount 
originally invested. Levels and bases  
for taxation may change. 

Figures represent performance of  
a model portfolio, individual account 
performance may differ.
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Optimized #2 Cash rates, 1 week LIBOR
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1 month 3 months YTD 1 year
Inception 

(10/01/2011)

Optimized #2 -0.2% 0.0% 1.4% 1.9% 11.7%

Cash (1 Week LIBOR) 0.0% 0.1% 0.3% 0.4% 2.9%

Q3 2016 Q2 2016 Q1 2016 Q4 2015 Q3 2015

Optimized #2 0.0% 1.3% 0.0% 0.5% -0.4%

Cash (1 Week LIBOR) 0.1% 0.1% 0.1% 0.1% 0.1%
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All performance data to 30/09/2016 total return, gross of fees and charges.

Discrete performance (%)
Total return by calendar quarter (peer group data from Morningstar, these figures are unaudited)

Performance since inception (10/01/2011)

Investment objective
The GPS Optimized #2 framework aims to cap the annualised volatility of the portfolio at 2%. Its 
benchmark fell 2% peak to trough during 2008/09; by capping volatility, we aim to improve on this 
further. This portfolio identifies that the client wishes to put at risk limited capital in order  
to create additional wealth. Consistent with our investment philosophy, we still recognise that  
the significant avoidance of losses through active asset allocation during periods of market  
stress dramatically improves risk-adjusted performance, and we focus on capturing the 
compounding effect of a greater number of smaller, lower risk positive returns.

Cumulative performance (%)
Total return from inception to 30/09/2016 (peer group data from Morningstar, these figures are 
unaudited)

The CGWM Market Stress Indicator – Current state: 1 2 3 4 5
Our Market Stress Indicator (MSI) has dipped back down to 4.0, from 4.5. This lower stress 
reading largely reflects the lower levels of volatility through August and the recent stronger tone to 
both equity and bond markets. Not only that, but correlations have also fallen, and while we think 
markets remain vulnerable to correction, the degree of systematic risk appears to have abated in 
line with the stabilisation of some economic data over the summer. That said, the MSI has been 
at a stressed level since June 2015 reflecting the subdued global economic growth prospects 
and the diminishing effectiveness of monetary policy. This still correctly characterises the current 
economic and market outlook in our view, and our expectation is for markets to remain volatile 
given the persistent and longer–term economic growth and policy. 
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GPS Optimized #2:  
Portfolio Commentary
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 Fixed Interest  24%

 Equities  7%

 Alternatives  3%

 Cash  66%

Optimized #2

 Fixed Interest  35%

 Cash  65%

CGWM risk-aligned benchmark #2

Model Cash (1 Week LIBOR)

Annualised volatility 1.20% 0.02%

Maximum loss -1.25% 0%

Current positioning

Volatility since inception

Annualised volatility: risk is measured by the variability of performance. The higher the standard deviation, the greater the 
variability (and therefore the risk) of the Fund or the Index.
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Portfolio Manager commentary 
Investor risk appetite increased in Q3 on the back of supportive global monetary policy and the 
stabilisation in some global leading economic indicators, most notably in China. The uncertainty 
created by the Brexit vote against a backdrop of a subdued global growth environment elicited a 
strong monetary policy response by the major central banks. Most notably, the BoE cut the key 
policy rate by 25bp to 0.25%, expanded the government bond purchase scheme by £60 billion 
(bringing the total to £435 billion), introduced a new corporate bond purchase programme of £10 
billion and a new Term Funding Scheme. While global markets in general have recovered strongly, 
financial stocks have lagged behind. There is concern over the banks’ ability to deliver adequate 
earnings given compressed term premia and slow growth, especially in the euro area and Japan. 
At the same time, core government bond yields fell to record lows in the US and the UK, while the 
Bunds and JGBs saw negative rates. 

The outlook for global growth however, remains subdued. The world economy is projected to 
grow by 3.1% in 2016 and by 3.4% in 2017 according to the latest IMF projection. These would 
represent the fifth and sixth consecutive years of global growth below the long-term average of 
3.7% (1990-2007). The underlying drivers for slower headline growth are even less comforting 
- reflecting the debt overhangs, weak demand and slower productivity. Additional risks include 
the exceptionally low interest rates which heightens the markets’ sensitivity to disappointing 
economic news and a loss of confidence in the effectiveness of policymakers. While we grapple 
with the macro, the investment risks are largely systematic in nature, and stem from low levels 
of economic growth. Our Market Stress Indicator (MSI) remains at a stressed level of 4.0. The 
systemic risks (MSI at 4 or greater) means that diversification of equity risk through the use of  
bonds has become much harder and therefore more tactical use of cash is required in portfolios.

Top holdings (%)
CASH 65.9%
UK(GOVERNMENT OF) 3.75% T-GILT 07/09/21  9.5%
UK(GOVERNMENT OF) 2.25% GILT 07/09/23  8.4%
UK(GOVERNMENT OF) 8.75% STK 25/8/2017  6.2%
ISHARES FTSE 100 UCITS ETF  5.0%
INTL PUBLIC PARTNERSHIP ORD  2.8%
BLACKROCK GOLD & GENERAL 2.2%




