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Welcome
David Esfandi
Chief Executive Officer

Welcome to the Q2 edition of Prospects “Beyond 
the Election Horizon”. It has been a busy quarter at 
Canaccord Genuity Wealth Management. Our new 
operating platform system has now been implemented 
and you should soon be receiving copies of your 
clients’ valuation reports. Our wealth online portal  
is now live, easier to use, with improved functionality. 
Please continue to provide us with any feedback  
to help us make further improvements, as we are 
committed to enhancing the service we provide.  
I would like to thank you for your patience during  
this period of transition. 

We are delighted to announce that Canaccord Genuity 
Wealth Management recently won the award for 
Best Advisory Service at the City of London Wealth 
Management Awards beating a competitive field 
of contenders. These awards recognise the quality 
of service from the very best Wealth Management 
companies and individuals. They are highly valued  
and unique in that it is our clients who vote on 
submitted nominations to determine the winners  
in each category. Thank you to all who voted.

During the first quarter of 2015 we witnessed some 
significant events in Europe. In January the Greek 
election resulted in the left wing Syriza party coming  
to power, an outcome that has once again brought  
the country into the spotlight, whether they succeed in 
implementing the much needed structural reform that 
is required remains to be seen. The end of the Swiss 
peg saw the Swiss franc initially climb 20% against the 
euro and the ECB announced that it would embark on 
a €1tn programme of QE in the spring. Nigel Cuming, 
our Chief Investment Officer, provides a more detailed 
review of this quarter’s news flow along with our 
market outlook on pages 4-9. 

In the UK, the FTSE 100 exceeded its record high 
at the beginning of March. This level was previously 
achieved some 15 years ago back in 1999 during the 
dotcom boom. Ryan Harrison, Chairman of the Stock 
Selection Committee, provides his full review of the  
UK market on pages 10-13. 

As noise surrounding the UK general election 
intensifies we thought to include our Chairman, 
Stephen Massey’s analysis of the current polls and 
opinions surrounding the effect that a new majority 
government could have on the recovery of the economy 
(pages 14-15).

The global asset manager, Lazard, have provided 
an article covering the alternative asset class, 
infrastructure on pages 22-23 penned by Bertrand 
Cliquet, manager of the Lazard Global Listed 
Infrastructure Fund. Here Bertrand offers insight  
as to how infrastructure can provide both income  
and diversification. 

Since the election of Prime Minister Narenda Modi, 
India has seen an increase in economic growth (7.5% 
for 2014), inflation has decreased, the current account 
deficit has reduced and the rupee has remained 
steady. Patrick Thomas, Portfolio Manager, provides 
his analysis of this interesting emerging market on 
pages 16-19. 

In this edition we have also included a fixed income 
article by Paul Philp, Senior Investment Manager, 
“Bond market meltdown? Not likely” on pages 20-21. 
The Latest News section on pages 24-25 provides an 
update on the activities of our dedicated Intermediary 
Team during the quarter. 

I hope you find this edition both informative and 
enjoyable. As ever if you have any questions or require 
any further information please contact your Canaccord 
Genuity Wealth Management representative.
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We reinvested the sale proceeds 
into Asia as valuations are attractive
and the region will be a major 
beneficiary of lower oil prices which 
will both reduce input costs and 
improve current accounts.
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We stated in our last review that we expected 2015  
to be a positive but volatile year for risk assets and  
if January was anything to go by, we are going to be 
correct on both fronts.

It was a busy start to the year for news flow. The 
election of the left wing Syriza party once more 
dragged Greece centre stage, the end of Switzerland’s 
currency peg to the euro produced an immediate 20% 
appreciation for the Swiss franc (before ending the 
month a mere 13% up) and the anticipation of the 
ECB’s €1.1tn bond buying package helped drive bond 
yields significantly lower, with the UK 10 Year Gilt 
yield declining to 1.32% before succumbing to a sell-
off in February and early March (Figure 1). The main 
catalyst for this reversal was the publication of better 
than expected job creation figures in the US in January 
and a significant upward revision to the December 
figure. US unemployment has now fallen to 5.5% and 
many are expecting an interest rate rise in either June 
or December. The markets have therefore become 
increasingly fixated about the wording contained in 
the Federal Open Market Committee Minutes. The 
removal of the word “patient” at the February meeting 
was supposedly going to be indicative of an interest 

rate rise within two months. However, the fact they 
have reduced their growth and inflation forecasts and 
perhaps most significantly their expectations of how 
high they think interest rates will go now leads us  
to believe the earliest likely date for the first move is 
September. Whilst US inflation is relatively subdued 
at present (Figure 2) and therefore there is no urgent 
necessity for interest rates to rise, the maintenance 
of the virtual zero interest rate policy is a constant 
reminder that the world remains a damaged place and 
we now feel that the Fed is likely to move this year as 
it is acutely aware that rates need to be raised if only 
to give them some room for manoeuvre should the 
recovery falter or another Black Swan crisis unfolds.

A combination of QE and the savings glut has driven 
yields to historically low levels and in Europe a variety 
of countries now find their five year government bonds 
on negative yields (Figure 3). Whilst one can understand 
this to a certain extent in the stronger countries such 
as Germany and Switzerland, the fact that France, 
a country that may be in breach of the Stability and 
Growth Pact due to the size of its deficit, is also flirting 
with negative yields clearly indicates the distortions 
caused by QE, and this is before the ECB bond buying 

Nigel Cuming
Chief Investment Officer

We have been a little surprised that  
UK financial markets have not been 
more unsettled by what is going to be 
one of the more uncertain elections  
in living memory. 
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programme, which will run until at least September 
2016, really gets going. Whilst there is a temptation to 
regard these negative yields as indicative of a “bubble”, 
it is perfectly feasible that European bond yields could 
go further into negative territory over the next few 
months. Economic fundamentals have little bearing on 
yields at present because the demand/supply balance 
has been so distorted by QE. There is growing shortage 
of government and AAA rated issues and this situation 
will worsen over the next two years so there is a 
compelling reason why negative yields can persist  
for a while yet.

In the UK the FTSE began the year strongly and 
managed to briefly surpass its previous all time 
1999 high. Macro-economic data was supportive and 
suggested that both manufacturing and service sectors 
were improving. The economy is gathering momentum, 
unemployment is falling and wage growth is beginning 
to pick up. This is not the worst background for the 
Government to approach May’s general election, 

especially as sentiment has been further improved 
by a somewhat predictable pre-election give away 
Budget which will benefit savers, pensioners, first time 
buyers, low income families and drinkers. This will be 
partially paid for by a politically popular increase in 
bank taxes and privatisations that are yet to occur. 
The announcement that austerity is to finish a year 
early in 2019/2020 has to be seen in the context that 
greater cuts in public services will have to be made in 
the years leading up to this date to achieve this target. 
However, bearing in mind the closeness of the election, 
the Chancellor has to be applauded for a responsible, 
broadly fiscally neutral Budget.

We have been a little surprised that UK financial 
markets have not been more unsettled by what is going 
to be one of the more uncertain elections in living 
memory. As we get closer to May we would expect to 
see sterling weaken, especially against the rampant 
dollar (Figure 4) and also likely to give up some of its 
recent gains against the euro (Figure 5). In what has 

In the UK the 
FTSE began the 
year strongly 
and managed to 
briefly surpass its 
previous all-time 
1999 high. 
 

Fig 1: 10 Year Gilt Index yield 

Fig 2: Annual % change in US Consumer Price Index 
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been a relatively quiet quarter for asset allocation 
changes, we have felt it prudent to reduce our exposure 
to sterling and also modestly to UK equities. We 
reinvested the sale proceeds into Asia as valuations 
are attractive and the region will be a major beneficiary 
of lower oil prices which will both reduce input costs 
and improve current accounts. The general election 
result is too close to call and speculation about both 
the outcome and possible alliances between the 
major parties and the increasing number of splinter 
parties is pointless. It should be remembered that it 
took a considerable amount of time for the present 
Government coalition to be organised and the markets 
coped reasonably well during this period. It is calculated 
that due to the vagaries of constituency boundaries 
the Conservatives need much more of the vote (close 
to 40%) to form a Government than the Labour Party, 
a target which would appear to be beyond them at this 
stage. We have had a minority Tory Government in the 
past (Major 1996) and there is a very good chance of 
another one in May. The main danger for sterling and 

sterling assets is that if there is no clear winner and 
a minority Government stumbles along, this would 
probably necessitate a second election later in the  
year. We therefore expect to see increased nervousness 
as May approaches and we may further reduce our  
UK exposure between now and then.

Once more the future of Greece is the main talking  
point in Europe, as it has been on and off since 2010 
when its fiscal crisis first erupted. However, it does 
appear that this year will almost certainly see the  
matter concluded one way or the other, with Greece 
either voluntarily or forcibly leaving the euro or else a 
debt negotiation acceptable to both the Troika and the 
ruling Syriza party is finally agreed. Whilst the path to 
the latter would be fraught with argument, it would be  
a better option than Greece leaving the euro. This would 
set a dangerous precedent and would likely increase 
the chances of other countries opting to leave in times 
of distress. Whilst the euro could survive without 
Greece, further defections would seriously undermine 

Fig 6: Total Return of DAX Index and EURO STOXX 
50 IndexFig 4: Sterling vs US$ 

Fig 3: 5 Year Government Bond Yields Fig 5: Sterling vs euro

Source: Bloomberg as at 12 March 2015 



8 Prospects | Q2 2015

N50º6’38”
E8º40’22”

FRANKFURT, GERMANY
EUROPEAN CENTRAL BANK 

Economic activity is picking up in 
Europe and the ECB increased its 
growth target both for this year 
and next.
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its credibility. However, we should not lose sight of the 
fact that there is, despite this year’s strong rally (Figure 
6), undoubted value still to be had in European equity 
markets. On a cyclically adjusted basis, US equities as 
at the end of January traded on a price earnings ratio 
that was approximately double that of their European 
counterparts. All other things being equal there is every 
chance that this valuation gap will close, irrespective 
of Greece’s destiny, economic activity is picking up in 
Europe and the ECB increased its growth target both  
for this year and next even before it embarked on its  
QE exercise. It now expects 1.5% growth this year,  
1.9% in 2016 and 2.1% in 2017. 

Further evidence that Europe is recovering was provided 
by the Eurozone Purchasing Managers Index which 
showed 52.2 and 52.3 for manufacturing and services 
respectively in January. This was much better than 
expected and higher than previous readings. Whilst 
there are ongoing reservations about how effective 
QE is going to be, the combination of relatively cheap 
valuations, a weak currency and, for the time being 
anyway, a low oil price should provide further investment 
opportunities in Europe and we are, therefore, likely  
to be increasing our exposure going forward.

   As we know the Fed is looking to normalise policy and 
start raising interest rates this year. It is therefore very 
likely that the US will not be the best performing market 
this year for a sterling investor, as it has been for the 
past two. Whilst it is likely to continue to progress, the 
burdens of a strong currency, rising interest rates and 
expensive valuations means that better performance 
is likely to come from Europe and Asia. It has been 
our contention for some time that the key to the 
continuation of this recovery is for wage rates to pick 
up. There is some evidence that this is now happening 
both in the US and Europe. The Walmart pay hike was 
significant as was Germany’s largest trade union, which 
has 3.5 million members, settling for a 3.7% annual 
wage increase. With more settlements like these all  
the recent deflationary talk will dissipate, especially  
if the oil price is in the process of bottoming. 

In conclusion, we remain constructive in our outlook  
for equities but with many markets at or around all- 
time highs, a pause for breath is to be expected and  
a period of consolidation or temporary setback would  
be welcomed. However, there is nothing to suggest that  
the bull run that we have been enjoying for six years  
is close to ending and our present mind set is to look  
to increase equity exposure on weakness.

We should not lose sight of the fact that 
there is, despite this year’s strong rally, 
undoubted value still to be had  
in European equity markets. 



Ryan Harrison
Chairman of Stock Selection Committee

UK Equity Market Review and Outlook

Against an improving economic backdrop the UK market 
got off to a strong start this year, with modest support 
from higher growth, lower inflation, and the continuation  
of an easy monetary policy allowing the FTSE 100 Index  
to register strong early gains.

This upward movement was such that the FTSE 100 
Index finally broke through the previous record high, 
reached some fifteen years ago in 1999. We should, 
however, remind ourselves that the index at that 
time was very different to that in which we invest 
today, being heavily laden with Telecom, Media, and 
Technology shares, very much representative of the 
short-lived dotcom boom that drove the index to those 
giddy heights.

The new high level was posted in early March, and saw 
the index in positive territory by some 6% year to date. 
This strong performance was, in our view, somewhat 
out of step with the modestly supportive economic 
backdrop and we were not surprised to see the index 
give back a little over half of these gains over a five 
day period shortly thereafter on fears of rising interest 
rates in the US and continuing weak data from China. 
Since that time the market has settled down and at 
the time of writing is reflecting a gain of some 3% 
year to date.

Investors’ concerns now turn to the UK Budget and 
forthcoming general election. This close to a general 
election, we did not expect the Budget to contain any 
shocks or surprises with the emphasis on the political 
rather than the economic.

Opinion polls suggest that the outcome of the election 
will be too tight to call. My colleague Nigel Cuming 
elaborates on this in his headline article within this 
publication but as far as market movement goes 
we would expect the focus to stay on the economic 
backdrop rather than the politics.

Having said that there are a number of sectors that 
may come under pressure as the election approaches. 
In our view the house builders would fall into this 
category and we believe that there may be a slowdown 
in the recent successful run that this sector has 
enjoyed. House prices in the UK dipped modestly in 
February and, in fact, figures from lender Nationwide 
have shown consistent moderation over the past  
six months. On the back of this we are adopting a 
more cautious approach to the sector ahead of the 
election. We have, therefore, moved Berkeley Group  
to our non-core list at this time, whilst retaining 
positions in Barratt Developments and Persimmon  
as preferred holdings.

UK Equity Market  
Review and Outlook 
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In our view investors in utilities 
should keep a careful eye on price 
movements in the coming weeks.
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The utility companies enjoyed great fortune last year, 
thriving in an environment of low interest rates and 
benign inflationary forces. These businesses are, 
however, inextricably linked to the political climate 
and Ed Milliband has made it clear that Labour would 
be looking to cap utility pricing, should they ascend 
to power. Such uncertainties will surround these 
businesses until the outcome of the election is known. 
These pre-election nerves are already beginning to 
reflect in share prices with strong gains in water 
utility Pennon falling away as enthusiasm wanes 
and investors take profits. Energy businesses have 
suffered a similar fate with Centrica, National Grid 
and Scottish and Southern all posting double digit 
percentage losses year to date, at the time of writing. 
In our view investors in utilities should keep a careful 
eye on price movements in the coming weeks. 

In the last edition we advised caution in connection 
with the falling price of oil and since that time the 
price has staged a short, but sharp, recovery from 
the recent lows. Oversupply in the market however, 
remains a concern, and as a whole the Oil & Gas 
sector continues to trade at a discount to the 
underlying commodity. Last year’s disappointment 
from AMEC, the Oil & Gas services provider, has 
turned around somewhat this year and, although the 
shares have underperformed the index, they have at 

least rewarded investors with a modest positive return 
year to date. In the same space oil services group 
Petrofac has seen a sharp turnaround, with the shares 
comfortably outperforming the index this year. Results 
for 2014 were above consensus with net profit in line 
with management forecasts and the debt reduced 
below market expectations. We believe these numbers 
should provide a positive footing for the shares  
going forward.

Commodity players continue to struggle to make 
headway in this market with disappointing Chinese 
economic data continuing to act as a drag on share 
prices. Our key positions in BHP Billiton, Anglo 
American and Rio Tinto all announced results recently 
and although we were satisfied with the numbers 
from BHP and Rio, who both took the opportunity to 
increase the dividend to shareholders, we were less  
so with the results from Anglo American and continue 
with a cautious outlook to the sector at this time. 

We were recently encouraged by the announcement 
that Lloyds Banking Group would be reinstating a 
cash dividend for investors, some six years after its 
suspension. The business has undergone a serious 
restructure since the credit crunch and whilst the 
dividend is modest in cash flow terms, we believe its 
reinstatement speaks volumes for the success the 

The utility companies enjoyed great 
fortune last year, thriving in an 
environment of low interest rates 
and benign inflationary forces. 
 



management have enjoyed in turning this business 
around. The reinstated income stream will allow 
pension funds, and income fund managers to invest  
in Lloyds once again which will have a positive effect 
on the share price in our view.

Barclays have also announced results since we last 
wrote, confirming significant progress in reducing  
its bad debt charge. We remain of the view that  
there is further progress to come from Barclays  
and continue to hold. HSBC, however, have had a 
troubled start to the year as prosecutors in Switzerland 
started an investigation into alleged money laundering. 
As a result the share price has fallen year to date, 
underperforming the index by some margin. 

In line with some of the miners, insurer Legal 
& General was another business to announce an 
increase in its dividend this month, although results 
were slightly below consensus. Whilst we retain our 
confidence in this company our preferred stock in 
the sector remains Aviva, the UK’s second largest 
insurer by market value, which recently reported a 
rise in operating profits and also an increase in its 
full year dividend.

Consumer stocks have given investors a very good 
run and Domino’s pizza has participated. The group 
recently announced strong profits for both the UK  

and Ireland. Pre-tax profits grew in double digits, 
however the German business is not going as well  
and we recently took the decision to take profits 
following this very strong performance. In the same 
consumer space, British American Tobacco is not 
enjoying the same degree of success, with reported 
results for 2014 somewhat disappointing. Although 
retaining an extremely attractive dividend of almost  
4%, volume declines in tobacco sales as a result of 
health concerns and electronic substitutes should  
give cause for concern.

With the election now just a matter of weeks away 
investors should start to exercise some caution and 
it would not surprise us if there was a slow down in 
the market until the outcome of the voting is known. 
Having said that it is our view that interest rates will 
remain meaningless for the balance of this year, whilst 
equities continue to benefit from an improving growth 
profile, lower oil prices and low inflation. For the most 
part equities continue to offer investors a dividend 
yield that is handsomely ahead of that available from 
cash and we cannot see this situation changing in 
the foreseeable future. It is, therefore, our view that 
investors should retain their equities positions but 
make prudent adjustments for sectors that might  
be adversely affected by the forthcoming election. 
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Investors should retain their equities 
positions but make prudent adjustments 
for sectors that might be adversely 
affected by the forthcoming election. 
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To add further spice to the occasion, the vote will be 
more fragmented between multiple parties than ever 
before making the result even harder to predict.

It is a remarkable fact that in 1979, when Margaret 
Thatcher was elected for the first time, the two major 
parties commanded over 85% of all votes cast. In the 
coming election that figure, based on current opinion 
polls, will be less than 70% making a hung parliament 
again the most likely outcome with disproportionate 
influence going to the smaller parties.

Current polling strongly suggests that the Labour  
Party will not be able to form a government without  
the support of Alex Salmond and the Scottish 
Nationalists. This will create enormous pressure 
to devolve even more powers to Scotland and to 
commit to massive state spending demanded by the 
Nationalists. This would strengthen their hand and 
bring another referendum on Independence closer.  
The Conservatives do have a chance to form a 
government on their own, they only need another 
25 seats to do so, but polling suggests that they 
may need the support of the Liberal Democrats, once 
again, to form a government with a convincing majority. 

In policy terms such an outcome would lead to a 
referendum on Britain’s membership of the EU and 
probably a mansion tax as these policies are central 
to the respective parties. Smaller parties such as the 
Greens and UKIP are unlikely to win many seats but 
they can have a significant impact on the results in  
the critical marginal seats that will determine the 
outcome of the election.

The House of Commons currently has 650 
constituencies, but of these about 550 are “safe” 
seats where the outcome is largely predetermined. 
The election battleground is the 100 marginal seats 
where local issues can have an important impact. 
For example, in the constituency of Hampstead and 
Kilburn, at the last election the Labour Party was 
victorious by the wafer thin margin of 42 votes (out 
of roughly 80,000 electors). UKIP, which takes about 
65-70% of its votes from Conservative oriented voters, 
won 500 votes, depriving the Conservative candidate 
of victory. There are many situations like that across 
the country, so the quality of the local candidates, 
tactical voting and local council issues all serve  
to make results in these seats highly unpredictable.

Stephen Massey 
Chairman

Too Close to Call
The general election on 7 May 2015 has the potential to be 
a pivotal moment in British politics. Its outcome may well 
determine the future make up of the United Kingdom, our 
future within the European Union and long term approaches 
to the economy and the size of the State.

General Election 
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So the result of this election is on a knife edge –  
it is “too close to call”.

However, it is clear that if Labour gets into power,  
the implications for investors would be profound. 
Labour is committed to raising the highest band of 
income tax to 50%, implementing an annual levy 
on high value properties and reducing tax relief on 
pension contributions. They are likely to increase 
National Insurance contributions for employers and 
are looking at taxes on second homes, changes to 
capital gains tax and inheritance tax.

At this sensitive stage of the British economic 
recovery when we need stability, their deficit reduction 
plans could be considered as a little modest. The 
Conservative Party has laid out spending plans for  
the next three financial years, by which time the UK 
will be operating a surplus and paying down her debts. 
Conservative economic management has led to the 
creation of two million jobs in the UK, more than in the 
rest of Europe combined. Three million young people 
have taken up an apprenticeship which will improve  
the UK’s skills set. Corporation tax has been reduced 
to 20%, tax- free income allowances increased and  
top rates of income tax cut by 5%.

The Government’s overall record on the economy  
has been very sound and the UK stock market 
performance reflects this, with the FTSE posting  
a total return including dividends of over 50% since 
the last election.

The historical correlation between positive stock 
market performance and Conservative Governments 
remains. Since 1945 the returns of the FTSE, adjusted 
for inflation, under Labour have been negative in 
real terms in all four periods, averaging about -10%. 
Under the four Conservative, or Conservative led 
administrations, markets rose in three out of four 
cases, with real returns averaging over 60% per period.

So, if the election result were based solely on  
the basis of economic competence, Cameron and 
Osborne would be returning to Downing Street in May. 
However, the issues affecting the public are broader 
than that, which is why there is all to play for in the 
general election 2015.

An exciting and high stakes battle lies ahead.

N51°30’12”
W0°7’39”

LONDON, UK
DOWNING STREET

So the result of this election is on  
a knife edge – it is “too close to call”.
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India has always been a country steeped as much  
in hope as in history and it has long been forecast 
to enjoy turbocharged growth as it has well managed 
companies operating in a dynamic economy. Over 
half of its 1.25 billion population are under 25, vast 
numbers of it’s population live in poverty, and per 
capita income, it is significantly below Brazil and China, 
not to mention the West. Simply put, it has always  
had significant scope to grow. 

More recently, this somewhat frustrating backdrop 
has changed and the stock market has responded in 
kind. Last year’s Indian election resulted in a serious 
power shift and for the first time since independence, 
a party other than the Congress Party now controls 
the majority of parliamentary seats. Another milestone 
was the first majority government taking power since 
1984. The historically chaotic BJP, led by Najendra 
Modi won an unprecedented 282 out of 543 seats, 

Opportunities in India

Patrick Thomas 
Portfolio Manager 

Emerging Markets 

Last year’s Indian election resulted in 
a serious power shift and for the first 
time since independence, a party other 
than the Congress Party now controls 
the majority of parliamentary seats. 
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India has always been a country 
steeped as much in hope as in history 
and it has long been forecast to enjoy 
turbocharged growth.
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with his pro business lending coalition winning an even 
more impressive 336 seats. The market had a clear 
message the new leadership had a genuine mandate 
to execute their manifesto. Critically for investors, this 
was a manifesto of explicit structural reform. During 
this timeframe we have seen growth pick up (7.5% for 
2014), inflation has decreased, the current account 
deficit has reduced and pleasingly the rupee has 
stayed firm. India was one of the strongest performing 
markets over the past 12 months, returning 43.8% 
for sterling investors. It has delivered longer term 
outperformance against both the wider EM Index  
and also the FTSE All-Share Index, albeit with 
significantly more volatility (see Figure 7).

What has historically been the problem? 
The country saw GDP trend at a rate of around 6% in 
the 1980s and 1990s, increasing to 10% during the 
noughties, but growth has dipped below the 6% trend 
line in recent years. This level of growth, still vastly 
in excess of that prevalent in developed markets, 
worried many long term India watchers because it is a 
nation that needs a relatively higher level of growth to 
maintain financial stability. India has a growing public 
debt and is a net energy importer hence is reliant on 
foreign investment for financing. A slower-growing India 
is more financially vulnerable, fails to alleviate endemic 
poverty, is more socially unstable and is consequently 
less attractive to foreign investors.

This was largely a governmental (or lack thereof) issue. 
A huge and idiosyncratic state that has never really 
enacted the necessary structural reforms needed 
to provide the required environment for India plc to 
grow earnings. India has historically had one of the 
most fragmented political systems of any country 
in the world. This was partly a result of genuinely 
diverse voter political allegiances in what is a vast and 
ethnically heterogenous country. The ruling Congress 
Party (since 2004) could not enact genuine reform 
without the support of numerous coalition partners, 
many of whom have been motivated by little more 
than populism or financial gain. Against this messy 
backdrop, reforms that did get through tended to be 
limited in ambition. Tax rates were meaninglessly 
changed; elephants in rooms such as inefficient state 
monopolies were left untouched. 

What has changed? 
In short, almost everything. The biggest institutional 
and political roadblocks that stopped previous 
governments successfully implementing reform were 
taken away by Modi’s victory. Coalition politics will 
no longer be a consideration for Modi when dictating 
policy. Regional parties will not be able to block his 
reforms. Finally, the upper house (think of a more 
powerful version of the House of Lords) will not be 
able to slow down the pace of implementation. 

A slower-growing India is more 
financially vulnerable, fails to 
alleviate endemic poverty, is more 
socially unstable and is consequently 
less attractive to foreign investors.
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As previously noted, this political advantage provides 
Modi with a real opportunity to capitalise on India’s 
natural advantages, through both monetary and 
fiscal discipline. Only through genuine reform, will 
India’s capital craving public banks be provided the 
necessary cash by an understandably suspicious 
private sector. The reform required is politically 
sensitive. Land purchases are vital to encourage 
necessary infrastructure to be built, but Modi needs 
to show contracts will go to the best projects rather 
than through cronyism. Power has long been the 
issue that prevents India becoming a manufacturing 
titan and attempts to introduce open auctions in 
power, cement and steel companies are welcome, as 
is price liberalisation. Labour law is also hugely in need 
of reform, with many companies who should be getting 
bigger, staying small due to the cost of regulatory 
compliance (this is a big reason why India has so many 
temporary workers). The effect of this is to have had 
a horrible combination of workers lacking job security 
(so in turn being less willing to spend money) and firms 
lacking labour flexibility (so employing workers they 
would rather fire). 

Modi has been somewhat fortunate in winning power 
at quite an opportune moment. The current account 
situation has improved considerably in recent years, 
and this was an area the previous regime worked  
hard to address. This was partly down to a slowing  
of gold imports, but there has also been an increase  
in imports, which has chipped away at the disparity. 
The collapse in oil prices has also helped a nation  
that spends a greater proportion of its income  
on fuel than any other emerging market.

Portfolio exposure 
We favour gaining exposure to the region through 
a generalist Asia or emerging market manager, who 
will strategically allocate to the region and has the 
flexibility to underweight it when it makes sense to do 
so. India is a market that it has historically paid to be 
both discerning about timing, cap weighting and sector 
allocation. Between 2003 and 2008 the MSCI India 
rocketed on the promise of future structural reform, 
only to give back a lot of these gains when these 
reforms either failed to materialise or disappointed 
in implementation. 

In the intervening period, it has at various times 
paid to own large state owned enterprises, domestic 
consumption plays, cyclical opportunities and more 
export led companies. The benchmark contains a huge 
weighting to state owned enterprises (which can be 
badly run), commodity plays (which are inherently 
volatile) and consumer staples companies (which are 
very expensive). The area of most interest to investors 
is clearly the rising middle class consumer which will 
make use of consumer discretionary products, use  
a wider array of banking services and have access  
to better quality healthcare and education. These are 
all areas under represented in the benchmark, more 
focused in the midcap sphere, and that have not 
been swept along with the wider index over the past 
12 months.

Source: Bloomberg as at 19 March 2015. Past performance is not a reliable indicator of future returns.

Fig 7: MSCI India Performance (%)
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UK 10 Year Gilts declined by the most since December 
2009 as Bank of England officials said that despite  
a slowdown in consumer price growth the next move  
in borrowing costs is more likely to be up than down. 

Wage growth outstripped inflation, unemployment 
dropping to a six year low and the economy expanding 
for an eighth consecutive quarter. UK 10 year yields 
climbed 46 basis points from the end of January,  
the first monthly increase since September.

Kristin Forbes, Bank of England Committee member, 
stated in an interview that “We shouldn’t let the 
headline inflation figure detract from the underlying 
fundamentals in the economy. That means we will 
need to start to think about normalising interest rates. 
We don’t know when yet, and when will depend on  
the data, it will depend on what happens with wages”. 

 Pay grew an annual 2.1% in the fourth quarter 
exceeding analysts estimates for a 1.7% increase  
with the jobless rate dropping to 5.7%. 

 In the US nearly 300,000 jobs were created in 
February as unemployment fell to 5.5%. The gains  
were widespread with all major industry categories 
adding jobs. 

The sell-off has continued into March and government 
yield curves have shifted sharply higher. Given that 
growing positive momentum in the employment data 
suggests that we may be nearing an accelerating 
growth and inflation scenario and therefore tighter 
monetary policy and higher yields. 

However, what appears more likely is that this is 
merely a continuation of the current trends of strong 
employment gains with minimal wage growth in a 
deflationary environment which will keep interest rates 
lower for longer. Inflation is at its lowest levels since 
2008 in the US, UK and Europe whilst price inflation 
is not close to threatening the Fed’s 2% target it is 
therefore difficult to see the Fed delivering rate hikes 
more rapidly than is currently anticipated, especially 

Bond Market  
Meltdown? Not Likely.

Fixed Interest 

Paul Philp 
Senior Investment Manager 

Government bonds suffered their biggest monthly sell-off since 
June 2013 in February as debate began to heat up on whether 
the Federal Reserve and/or the Bank of England may raise 
official interest rates sooner than anticipated this year.
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given a rising US dollar (21% rise since June 2014) 
appearing to have done much of the Fed’s work for 
it. There appears to be enough uncertainty that the 
Fed will delay any rate hikes until wage and inflation 
pressures are more apparent. Earlier rate hikes than 
are necessary risk cutting short the recovery very 
quickly and, therefore, the pace of subsequent rate 
hikes is likely to be lower than expected.

We are continuing to see a divergence in growth 
between the US (and UK) and the euro area. This 
is reflected in current yield levels (see Figure 8) 
and expected monetary policy development.  
The Fed has ended quantitative easing operations 
and is struggling to communicate the timing of 
its first rate hike. 

Few investors expect US and UK government bond 
yields to jump significantly as they are attractive 
compared with ultra-low yields investors can get 
from other high-grade government bond markets 
around the world. Inflation has fallen substantially 
giving central banks some leeway despite the stronger 
economic data leading to attractive real returns on 
a historical basis in the US and UK. More government 
bonds in Europe have been trading at negative yields 
in recent months with nearly 40 central banks easing 
policy in January to February alone whilst the buying 
binge from the European Central Bank started in 
March and will also leave fewer bonds available for 
purchases by investors.

Our preference in the fixed interest world currently 
focuses in particular on quasi-sovereign bonds from 
stable, wealthy, creditor nations with exceptionally 
strong foreign reserves which provide attractive 
income streams with limited credit risk. In the 
current low rate environment these issues provide 
good yields, which also serve as a buffer in the event 
rates modestly rise over the next couple of years. 
This area of the fixed interest market represents good 
long term value and forms the core value element 
of our portfolios. Government bonds still have some 
portfolio counterbalance merit whilst the recent sell-
off has enhanced their value relative to other markets. 
We have some exposure to index-linked bonds 
this weighting remains low albeit with the oil price 
stabilising, continuation of positive signs on the jobs 
front could lead to a potential buying opportunity in 
the near future. In the corporate bond space we prefer 
high yield funds where valuations have cheapened 
and strategic bond funds that provide unconstrained 
and flexible approaches to investing in fixed interest 
markets by specifically managing their duration in 
order to help mitigate interest rate risk and therefore 
produce better returns in all market conditions.

For details of the Canaccord Fixed Interest 
Committee’s current views and outlook and portfolio 
positioning in our fixed interest models, please get  
in touch at cgwmjfi@canaccord.com

Fig 8: 10 Year Government Bond Yields - UK, US and Germany (%)

Source: Bloomberg as at 16 March 2015
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However, there is another way, one offering both 
income and diversification, and that is global listed 
infrastructure, which has many attributes that, as an 
asset class, set it apart from other equity investments. 
Infrastructure equity funds invest in listed companies 
in the private sector that operate in sectors such as 
utilities, transport and telecommunications. We believe 
their risk/return profile make Infrastructure equity 
funds a compelling proposition.

However, one needs a disciplined investment strategy 
to find both infrastructure equity investments with the 
right attributes and limit exposure to adverse interest 
rates movements that can put pressure on share 
prices and dividends. This is where Lazard’s ‘Preferred 
Infrastructure’ universe comes in. There are three 
main criteria for inclusion in this universe: predictable 
revenue, profitability and longevity. With regards the 
longevity of a global listed infrastructure asset, it is 
in excess of 25 years and is one of the reasons why 
the best infrastructure investments are able to offer 
investors such predictable income over the long term. 

In many ways listed infrastructure is relatively 
immature globally and prior to 2005 there were no 
infrastructure equity managers. Lazard was one 
of the first. After a pause of over half a century, 
the millennium saw an international trend towards 
increased private sector ownership and management 
of infrastructure. To navigate what is now a market of 
more than 400 companies together worth US$4 trillion 
takes the discipline of the ‘Preferred Infrastructure’ 
universe to ensure only assets with attractive cash 
flow profiles are considered, i.e. those companies 
with predictable earnings and, consequently, 
predictable dividend yields. We look for companies 
with monopolistic assets (those businesses with 
few competitors in their market) that are subject to 
significant regulatory oversight and protection, which 
helps to shield the portfolio from any unwelcome 
surprises. There must be a regulatory framework that 
underpins the tariff the company charges over the 
long term.

The World of Global  
Listed Infrastructure

Infrastructure - Lazard 

Bertrand Cliquet 
Fund Manager of the Lazard Global  
Listed Infrastructure Fund

When bonds are offering little in the way of income and many 
of us are somewhat cautious of investing too heavily in the 
equity market, we are faced with something of a dilemma.
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Examples of this monopolistic structure can usually 
be found in developed countries with stable and 
transparent regulations. One thinks of Pennon, the 
owner of South West water in Cornwall and Devon. 
The company has managed to deliver strong and 
consistent income to investors since its industry 
was privatised by the Thatcher Government in 1989. 
Because regulation is unlikely to change, there is  
a great deal of transparency in the business model 
and earnings are stable; we can see in practice  
those attributes that set the asset class apart. 

In stark contrast, over the Atlantic in Bolivia, the 
government called upon its army to siege and 
nationalise its electricity assets. When the political 
system is unstable, we cannot guarantee the longevity 
of even the company itself, never mind the long-
term stability of its returns. The discipline of the 
‘Preferred Infrastructure’ universe is key if one is to 
take advantage of the former and avoid the latter. So 
our aim is to see something like Figure 9, where, for 
the asset class as a whole, earnings have remained 
constant over the long term, in this case since 1997.

The reason we can be as discerning as we are is one 
of the advantages of listed infrastructure. You will likely 

have read about Private Participation in Infrastructure 
(PPI) investments in infrastructure companies, but 
investment in PPI means you do not actually own the 
asset and the money invested is tied up for a set 
amount of time. The listed nature of the companies 
we invest in offers us the opportunity to buy and sell 
‘Preferred Infrastructure’ companies’ securities when 
their share price ceases to reflect the true value 
of the business. Listed infrastructure also offers a 
wider variety of assets by sector than one is likely 
to find in PPIs, covering energy regulated networks, 
transport (airports, toll roads, railways), water networks 
and treatment, telecommunications and social 
infrastructure. Even when we have excluded all the 
companies that do not match our criteria of revenue 
certainty, profitability and longevity, we are still left 
with a universe of US$1.3 trillion globally to invest in. 

At Lazard, through our disciplined approach, we expect 
to give investors a sustainable level of income with 
capital appreciation. In assessing companies for both 
these attributes, we avoid the pitfall of being solely 
income-focused while still looking to offer an income 
above that of the global equity market. 

Fig 9: Preferred Infrastructure: Stability of Earnings

Source: Lazard, UBS*, MSCI. Estimates based on historical financial accounts of companies held in the Lazard Global Listed Infrastructure strategy. Statistics are 
calculated using an index style construction methodology. Investment characteristics are based upon a portfolio that represents the proposed investment for a fully 
discretionary account. All estimates are based on current information and are subject to change. Past performance is not a reliable indicator of future results.

All data contained herein is sourced by Lazard Asset Management unless otherwise noted as at 28 February 2015.

This is a financial promotion and is not intended to constitute investment advice. 

Securities identified in this document are not necessarily held by Lazard Asset Management for all client portfolios, and should not be considered as a recommendation  
or solicitation to purchase, sell or hold these securities. It should also not be assumed that any investment in these securities were, or will be, profitable. 

Past performance is not a reliable indicator of future results. Investors are reminded that the value of shares and the income from them can fall as well as rise due 
to stock market and currency movements. When you sell your investment you may get back less than you originally invested. Fluctuations in the rate of exchange 
between the currency in which shares are denominated and currency of investment may have the effect of causing the value of investment to diminish or increase. 

This financial promotion is issued and approved by Lazard Asset Management Limited, 50 Stratton Street, London W1J 8LL.

Lazard Asset Management Limited is authorised and regulated by the Financial Conduct Authority (FCA). Registered number in England 525667.
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Latest NewsLatest News

Latest  
News
Corporate Social Responsibility

Two of our investment managers, Archie MacLellan  
and Patrick Thomas are running the London marathon 
next month in aid of First Step, an Essex based 
children’s charity.

Canaccord Genuity is proud to have partnered  
with First Step for a number of years. It offers first 
class childcare facilities and activity supervision  
for deprived families in the county. 

First Step began in October 1988 in response to  
a plea from some parents of young children with 
special needs and disabilities. They felt they,  
and others in similar situations, could benefit  
from a group where they would be able to talk,  
share experiences, and provide support for each  
other in a non-judgmental environment.

Since that time, the charity has evolved to provide a 
range of sessions and services. First Step currently 
works with over 100 pre-school children, and their 

families, offering education services, support, 
information and encouragement. If anyone would 
like any further information please do speak to your 
relationship manager.

 Patrick and Archie have raised £1,300 so far for the 
charity, and are aiming for a target of £3,000, so a 
little further to go! To accumulate the large number 
of training miles required to attempt the race without 
collapsing, and keep up the day job, both have 
been running to and from work most days, and also 
completing long runs of 16+ miles at the weekends. 
We wish them the best of luck.

Defaqto 5 Star Rating 
We are delighted to announce that both our MPS and 
REMAP model portfolios have been awarded a five  
star rating by independent ratings agency Defaqto.  
This is the third year running that the ratings agency  
has accredited our REMAP models with this accolade. 

Defaqto Star Ratings independently rate propositions  
from 1 to 5 based on the quality and comprehensiveness 
of the features and benefits they offer.

They provide an excellent, unbiased mechanism to help 
you - and your clients – see at a glance where a proposition 
sits in the market in terms of the quality it offers.

Risk Enhanced Model Portfolio 
Service (REMAP)    

Managed Portfolio Service (MPS)
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Budget Comment

As someone who normally relishes watching the political 
scene and how the Westminster “village” relates (or not) 
to the real world I am preparing myself to be bombarded 
with statistics between now and May 7. The election 
campaign has now started and the truths and untruths  
of politics are being thrown about and the electorate  
is being tempted by bids, counter bids and promises  
in exchange for votes. 

Fortunately, we have seen the Chancellor deliver a well-
balanced Budget to put some clarity into the economic 
debate. As you might expect from a pre-election Budget 
there were rather more potential winners than losers with 
savers, pensioners and first-time buyers all getting a boost.

The winners 
The Help to Buy ISA is certainly an interesting creation. 
First-time buyers should enjoy the prospect of these 
accounts available from the autumn. They would see  
their ISA savings topped up by 25% when used to buy a 
house – up to a maximum of £3,000 for contributions 
totalling £12,000. 

Savers were another major beneficiary. From next year 
basic rate taxpayers will not pay tax on the first £1,000 
of interest they get from their savings, while higher rate 
taxpayers will be able to earn £500 in interest and tax free. 
With interest rates so low some may argue it makes little 
difference for most people, but if interest rates rise it could 
be more significant. It is also a welcome tax simplification, 
combined with a new digital tax return, well overdue.

There were also changes to make cash ISAs more  
flexible, the idea being you can take out, and then  
put it back in later on in the year, without losing the  
tax free entitlement.

The pension changes announced last year (which abolish 
the requirement to buy an annuity from April) have already 
become popular. We have seen a growth in interest from 
IFAs about the alternate options. This Budget extended 
these reforms to existing holders of annuities. From April 
2016 an estimated 5 million pensioners are able to sell 
their annuities for cash. It could be a major consideration 
for those who want to provide a lump sum for relatives or 
to pay off debts. It may also be relevant for those whose 
circumstances have changed and this would explain the 
growing interest in IHT portfolios.

Elsewhere, IFAs, as business owners, will benefit from 
a lower rate of corporate tax at 20%. Drinkers (and 
landlords!) may indeed welcome 1p less for a pint of 
beer and a 2% cut on the tax on cider and whiskey, 
while driving advisors and motorists will benefit from the 
scrapping of the annual fuel duty increase, which was 
scheduled for September. Charities will also be pleased 
by the proposed increase in the Gift Aid Small Donation 
maximum amount from £5,000 to £8,000 from April 2016.

The losers 
The potential losers were few. Banks face a higher levy: 
not unpopular with the public at large. Another electorate 
pleaser was the closure of several tax loopholes, notably 
a “Google Tax” aimed at international corporates shifting 
profits to other countries to cut their tax bill.

Those accruing large pension pots have another cut to  
the Lifetime allowance. This reduces from £1.25 million  
in 2014/2015 to £1 million in 2016/17 but will rise with  
inflation from 2018. 

Lastly, the Government are launching a review of deeds 
of variation, however strangely no other mention of 
inheritance tax was made.

Sean Taylor
Head of UK Intermediary Sales

•  Aiding product selection and panel creation decisions

•  As part of Defaqto’s adviser research software – Defaqto 
Engage – helping you segment the market and compare  
a shortlist of propositions

•  Giving you post-recommendation assurance and helping 
you with suitability letters

•  Providing a high-level view to help you understand  
the industry landscape and compare propositions  
on a like for like basis 

Visit: www.defaqto.com/advisers/ratings/star-ratings  
to find out more about Defaqto Star Ratings.

Star Ratings are a powerful tool to support your research process:
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Contact

United Kingdom  
41 Lothbury 
London 
EC2R 7AE

T: +44 (0)20 7665 4500 
F: +44 (0)20 7523 4599

canaccordgenuity.com

If you prefer to receive this magazine in electronic format, please email us at: 
marketing@canaccord.com.
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Investment involves risk. The investments discussed in this document may not be suitable for all investors. Past performance is not necessarily a guide to future 
performance. 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. The 
information provided is not to be treated as specific advice. It has no regard for the specific investment objectives, financial situation or needs of any specific person  
or entity. Investors should make their own investment decisions based upon their own financial objectives and resource and, if in any doubt, should seek specific advice 
from an investment advisor. Tax treatment depends on the individual circumstances of each client and may be subject to change in the future.

Prospects is a marketing communication under the FCA rules. It has not been prepared in accordance with the legal requirement designed to promote the independence of 
Investment Research and we are therefore not subject to any prohibition on dealing ahead of the dissemination of Investment Research.

This document has been produced 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. The information contained herein is based on materials and sources that we believe to be reliable, however, Canaccord Genuity Wealth Management makes  
no representation or warranty, either express 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 Canaccord Genuity Wealth Management is under no obligation to update the information 
contained herein. None of Canaccord Genuity Wealth Management, its affiliates or employees shall have any liability whatsoever for any indirect or consequential loss or 
damage arising from any use of this document.

Canaccord Genuity Wealth Management 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.

Canaccord Genuity Wealth Management 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.

Canaccord Genuity Wealth Management is a trading name of Canaccord Genuity Wealth Limited (CGWL) and Canaccord Genuity Financial Planning Limited (CGFPL),  
both of which 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: 2 Grange Place, The Grange, St. Peter Port, Guernsey, GY1 2QA. 
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