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Welcome
As 2014 drew to a close, investors found themselves 
having to digest an unanticipated but favourable 
commodity shock whilst also bracing themselves for a 
now much anticipated seminal event for the markets – 
the start of a Fed tightening cycle. The oil price drop, 
whilst well received by the consumer, should ultimately 
prove to have a mild effect on GDP growth. Similarly 
whilst some disruption, as a result of Fed tightening, 
seems inevitable, we expect the traditional areas of 
vulnerability – emerging markets and risk assets – to 
handle the adjustment reasonably well. Indeed ECB 
broad based QE in Q1/Q2 should also contribute to 
potential equity outperformance by the end of 2015. 
However, there are dark clouds hovering in Q1: a likely 
Greek election, hawkish rhetoric from the Fed, and a 
US credit market in a panic over the price of oil could 
outweigh the positive ECB sentiment “stimulus” at  
the start of the New Year. 

Meanwhile, we hope you enjoy our first edition of 
Prospects for 2015. Our CIO, Nigel Cuming comments 
on the autumn sell off (pg 4-9) and goes on to 
explain that the rapid decline in the price of Brent 
crude is mainly due to OPEC’s shock decision not to 
cut its production quota from current levels despite 
the current short term surplus in the market. A 
decision driven by Saudi Arabia and one that could be 
considered as politically motivated due to the damage 
that will be felt by US onshore oil production. I would 
like to praise Nigel’s navigation of markets and overall 
steadfast and consistent strategy for 2014.

Ryan Harrison, Chairman of the Stock Selection 
Committee, provides a review of the UK Equity 
Market (pg 10-13), where, led by Tesco, we have seen 
disappointing results for the food retail sector, a 
result we were well positioned for. Further merger and 
acquisition activity continues in various sectors within 
the UK market and we aim to be well positioned to 
benefit from this. 

Our fixed interest investment theme of Global 
Realignment is discussed on pages 14-16. Here Lee 
Morris, Senior Investment Manager, talks us through 
the theory that there is long term value to be found  
in Eastern markets, often overlooked by major  
bond investors. 

January tends to be a month when the Japanese stock 
market typically enjoys a surge in popularity. Justin 
Oliver, Deputy Chief Investment Officer, describes why 
we won’t be participating in this New Year tradition on 
pages 18-19.

In this edition, we have also included a thematic 
fund article, by Mark Piper where he highlights a 
very interesting secular growth theme to do with 
water (pg 20-22). Marc Pullen, Senior Equity Analyst, 
demonstrates the use of QuestTM, our proprietary 
online stock picking tool, in his analysis of General 
Electric on pages 22-24.

I would like to take this opportunity to wish you all 
 a happy and prosperous New Year. As ever if you 
have any questions or require any further information 
please contact your Canaccord Genuity Wealth 
Management representative.
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Global Investment Review and Outlook

Happy  
New Year?

N40°45’24”
W73°59’11”

USA
TIMES SQUARE

We enter 2015 with a constructive 
attitude towards risk assets and 

with equities remaining our favourite 
asset class.
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Whilst this stance resulted in some underperformance 
earlier in the year, our position was vindicated by 
 events in the closing quarter. Volatility returned with 
a vengeance to the financial markets in early October 
(see Figure 1) after a protracted period of relative calm 
as equities reacted violently to the “perfect storm” of 
the Ebola crisis, concerns about the strength of the 
global economic recovery, the deteriorating geopolitical 
outlook and, in the US, the end of quantitative easing. 
Losses were extensive across all markets, as much as 
10% in some instances (Nikkei) as the IMF cut its growth 
forecasts, German output shrank and Chinese demand 
for commodities waned.

However, toward the end of the month the news flow 
improved considerably with a strong pick-up in the US 
Purchasing Managers Index. Production, employment 
and new orders all rose significantly, as did consumer 
sentiment. In late October the much awaited bank stress 
tests were released by the ECB and, whilst the report 
showed 25 out of 130 banks had failed the test, most 
institutions had already taken measures to address the 
problems and as only 8 institutions were required to take 

further action the results were greeted with relief by the 
markets. We had been waiting for this setback for some 
time and were therefore able to “buy the dip” to take our 
model equity exposure closer to benchmark.

Equity markets rallied in November. In the US strong 
employment data was released showing an increase in 
October employment of 230,000, with an upward revision 
to 225,000 for September. The market friendly victory of 
the Republicans who took control of Congress, coupled 
with an upward revision of Q3 GDP to 3.9% annualised, 
also cheered sentiment. In Europe ECB President, Mario 
Draghi, continued to hint that new monetary policy 
measures were on the way, leading to an increased 
expectation that fully fledged quantitative easing was 
possible in early 2015. News flow in the UK was mixed. 
Whilst GDP for Q3 showed solid annualised growth of 3% 
with retail sales bouncing back from a weak September, 
the Public Sector Net Debt figure for October was very 
high at £7.7bn due to weaker than expected corporation 
and income tax revenues. Furthermore, a set of poor 
trade figures were released, which were the consequence 
of the strength of sterling and weak external demand.

Nigel Cuming
Chief Investment Officer

Our asset allocation positioning 
throughout 2014 was remarkably 
consistent. If it could be summarised 
in one phrase it would be “stay long 
on equities but have some insurance 
against a market setback.”
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Market sentiment was severely damaged in December 
primarily by the rapid decline in oil prices, the major 
catalyst for which was OPEC’s shock decision not to cut 
its production quota from the current level of 30 million 
barrels a day in the face of short term over-supply in the 
market. This decision was driven by Saudi Arabia and will 
be very damaging to smaller producers such as Nigeria 
and Venezuela, not to mention Russia. This move can 
be interpreted as a highly political decision to damage 
onshore US oil production, much of which is unprofitable 
with oil at US$60. This is a short term experiment and 
it will be interesting to see how long OPEC is prepared 
to take the pain required to damage US production. 
There will be an adverse effect on the US economy if oil 
price weakness persists, as seems likely in the short 
to medium term. It is estimated that over a third of US 
GDP growth comes from the energy industry and energy 
related capital expenditure will be slashed next year as 
so many oil companies, many of whom are debt ridden, 
are no longer profitable.

However, despite the present equity market woes 
concerning a weak oil price, we should not lose sight of 
the fact that global oil demand grows at approximately 
1% per annum so the present price weakness may not 
be sustainable over the longer term. The other important 
fact is that lower oil prices are beneficial for everyone 
except oil producers – global growth is boosted and 
consumers are given the equivalent of a tax cut. Whilst 
many commentators are suggesting that the oil price is 
an indicator of likely deflation in 2015, we feel they are 
missing the point. As David Smith summarised recently 
in the Sunday Times “there is good and bad deflation. 
Falling prices as a result of domestic deflation is bad. 
Falling prices as a result of a correction in global energy 
prices is good because real income growth is boosted”. 
It is hoped that when the markets work through the 
December market volatility they will come to accept 
this point. 

There are very 
few market 
participants who 
expected to see the 
UK and US 10 year 
Government bond 
markets yielding 
around 2% in 
December 2014. 

Fig 1: VIX Index (implied US equity volatility)  
over 10 years



Dec 11 Mar 12 Jun 12 Sep 12 Dec 12 Mar 13 Jun 13 Sep 13 Dec 13 Dec 14 Mar 14 Jun 14 Sep 14 
50

60

70

80

90

100

110

120

130

140

Jan 14 Feb 14 Mar 14 Apr 14 May 14 Jun 14 Jul 14 Aug 14 Sep 14 Oct 14 Nov 14 Dec 14 
1.5

1.7

1.9

2.1

2.3

2.5

2.7

2.9

3.1

Jan 14 Feb 14 Mar 14 Apr 14 May 14 Jun 14 Jul 14 Aug 14 Sep 14 Oct 14 Nov 14 Dec 14 
1,700

1,750

1,800

1,850

1,900

1,950

2,000

2,050

2,100

Jan 14 Feb 14 Mar 14 Apr 14 May 14 Jun 14 Jul 14 Aug 14 Sep 14 Oct 14 Nov 14 Dec 14 
1.5

1.7

1.9

2.1

2.3

2.5

2.7

2.9

3.1

Prospects | Q1 2015 7

Our expectations for 2014 were for equities to make 
further progress, albeit far less than in 2013, and for 
bond yields to rise modestly. We were more optimistic 
for bonds than the consensus feeling that, in a low 
inflation world, central banks would not have to rush to 
normalise policy and whilst this has proved to be the 
case, prompting another strong year’s performance 
from the bond markets, it is true to say that yields are 
now much lower than we expected. That said, there are 
very few market participants who expected to see the 
UK and US 10 year government bond markets yielding 
around 2% in December 2014 (Figures 3 and 4). We have 
participated to a certain extent in this rally as gilts and 
treasuries are held as diversifiers of equity market risk. 
However, we have generally been disappointed this year 
with the performance of equities, with the exception of 
the US (see Figure 5) which has continued to push on. 
We have decent exposure to this market both directly 
and also through our exposure to global healthcare, 

technology and infrastructure funds which have a high US 
component, all of which we are happy to continue holding 
into 2015. 

The influence that central banks have had on markets 
has been demonstrated by the extent to which we all 
have pored over every statement they have made this 
year, looking for hints and clues as to when the first 
interest rate rises will occur in the US and the UK. It 
has been a frustrating year listening to central banks 
because, although they have said a lot, all they have  
tried to do is support markets in times of nervousness 
and calm them when they are getting over-exuberant. The 
Federal Reserve Board will face a dilemma next year over 
the timing of its first move because with the economy 
expected to grow at 3% (this could be nearer to 4% if US 
consumers spend the near $100bn extra they will have 
as a result of lower oil prices), and with unemployment 
falling rapidly and likely to move below 5.5% early next 
year, a case could be made for sooner rather than later. 

Fig 5: S&P 500 Index year to dateFig 3: 10 Year Gilt Index yield year to date (%)

Fig 2: Brent crude over 3 years in US$ Fig 4: 10 Year Treasury yield year to date (%)

Source: Bloomberg as at 15 December 2014 
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TEXAS, USA
BIG SPRING OIL FIELDS 

Market sentiment was severely 
damaged in December primarily 
by the rapid decline in oil prices.
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However, as inflation remains well below the Fed’s 2% 
target, and because the labour market is not as strong 
as the improving unemployment numbers suggest, we 
remain of the view that the Fed will sit on their hands for 
at least the first half of the year and possibly longer. 

ECB President, Mario Draghi, continues to hint at the 
introduction of fully fledged sovereign government bond 
buying in the New Year. Whilst we would welcome any 
measures which would weaken the deflationary forces 
which prevail at present, given that both government 
bond yields are already extremely low and that home 
ownership is lower generally in Europe than in the UK  
and the US, we are not sure how beneficial this move 
would be. However, we are mindful of the fact that the 
ECB is likely to finally join the QE party and, with  
relatively cheap equity valuations and good earnings 
growth, we may see a better performance from  
European equities in 2015. 

There are always a variety of potential banana skins for 
financial markets and 2015 will be no different. Political 
uncertainty in Greece will be an early contender for the 
headlines. In addition to the known geopolitical hot spots, 

there are some presently forgotten (such as Ukraine), 
that provide scope for a junk bond sell off due to a weak 
oil price and increasing strains on Emerging Market 
currencies on the back of a strong dollar. 2015 is likely 
to be a more volatile year than 2014, especially as the 
central banks will be diverging in their policies with the 
US and the UK looking to normalise at some stage whilst 
the ECB should finally join the Bank of Japan in fighting 
deflation. There are a variety of elections in Europe 
and we are already very mindful of the damage political 
uncertainty could do, both to sterling and sterling assets 
in the first half of next year. 

However, we will enter 2015 with a constructive attitude 
towards risk assets and with equities remaining our 
favourite asset class. We are hopeful that the pick up  
in economic growth which occurred in Q2 2013 is at  
least sustainable and will hopefully accelerate. Most  
of our asset allocation and sectoral calls have worked 
this year so no significant investment positioning  
changes are anticipated in the short term but we will 
remain, as always, vigilant to the opportunities that 
market volatility creates.

There are always a variety of potential 
banana skins for financial markets 
and 2015 will be no different. Political 
uncertainty in Greece will be an early 
contender for the headlines. 
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UK Equity Market Review and Outlook

N51º28’37”
W0º12’6”

LONDON
WAITROSE

Our reservations regarding food 
retailers, which we covered in 
the last issue, have proven well 
founded.
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At the time of the publication of our last review the 
Scottish Referendum had just concluded and we 
wrote that with this uncertainty behind us, the UK 
equity market could return to focus on economic 
fundamentals once again. 

Post referendum was however, to prove a volatile 
period and having flirted with the 6,900 level in early 
September the FTSE 100 proceeded to fall by almost 
10% in mid October. The index was dragged down 
primarily by poor news in the food retail sector, led 
by Tesco, poor performance in healthcare stocks and 
worries over the falling price of oil.

Between mid October and early December the market 
staged a recovery of some 8% but failed to regain the 
levels witnessed in September. Since that time the 
market has entered another period of correction which 
leaves the FTSE 100 in negative territory by some 3%, 
for the year, at the time of writing. 

Much of the headline concern has surrounded the 
direction of the price of oil, with the FTSE registering 
its worst week of trading since 2011 during mid-
December. The mood in the market was not improved 
by OPEC, the oil producers cartel, stating that it may 
allow oil to fall as low as US$40 before reducing 
output. As a result of these comments Brent crude 

oil posted a five and a half year low. The slowdown in 
Chinese demand for oil and the increased output of 
shale gas is likely to weigh heavily on the oil sector for 
some time yet. Prices for oil service providers, such 
as AMEC and Petrofac have fallen sharply. Our core 
headline oil position in Royal Dutch Shell has, however, 
outperformed the FTSE 100 year to date, benefitting 
from extensive cost cutting and a strong dividend, 
which has not been cut in over 50 years.

Our reservations regarding food retailers, which we 
covered in the last issue, have proven well founded. 
Tesco continues to lead the drop, falling markedly 
in value following a series of profit warnings and 
allegations of questionable accounting practises. 
 The new CEO, David Lewis, will be doing all he can 
to arrest the slide in the share price but he faces 
an enormous task. Elsewhere in the sector both 
Sainsbury’s and Morrison have endured a very difficult 
year and whilst we feel most of the bad news is now 
priced into the sector, we remain underweight here. 

We wrote positively last quarter on the renewed 
interest in merger and acquisition activity and  
brewers SABMiller continue to outperform the market. 
Although the bid for Heineken was unsuccessful, 
SABMiller itself continues to be viewed as a bid target 

UK Equity Market  
Review and Outlook 

Ryan Harrison
Chairman of Stock Selection Committee
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for larger rival Anheuser-Busch. Its strong portfolio of 
brands together with its international exposure remains 
attractive and indeed the business has recently 
announced a joint venture with Coca Cola with whom 
it has long held ties of co-operation. In the consumer 
goods space Reckitt Benckiser and Unilever have also 
outperformed the FTSE 100 this year, although unlike 
SAB, fellow brewer Diageo has posted a negative 
return thus far this year. 

Speciality pharmaceuticals business, Shire, has also 
been the subject of merger and acquisition interest 
with American rival AbbVie eventually pulling out of 
its £32bn offer for the company. Not surprisingly the 
share price of Shire fell quickly as the bid premium 
ebbed away. However, investors have now returned 
to focus on Shire’s attractions and its unique drug 
portfolio, strong cash generation, coupled with the 
US$1.6bn break fee from AbbVie, has seen the 
business recover sharply from the post bid level and, 
in our view, it remains a likely takeover target. On 
these merits we have recently re-introduced Shire to 
our Discretionary list, having earlier sold it successfully 
at higher levels.

The Chancellor’s Autumn Statement carried positive 
news for house buyers in respect of reduced Stamp 
Duty, this news coming on the back of a strong 
outperformance from the sector against the market 
this year. Our key positions have been in Barratt, 

Berkeley Group and Persimmon, all of whom plan to 
return cash to shareholders through special dividend 
payments from robust balance sheets. Whilst there 
is a fear that demand in the housing sector may cool 
a little following such a strong performance this year, 
our longer term view is that the outlook for this sector 
remains positive.

Rolls-Royce has continued to struggle this year and a 
second profit warning pushed the shares lower during 
October. In the short term, difficulties in the energy 
and power side of the business have had a negative 
impact but our best case scenario focuses on the aero 
side of the business which we feel should continue 
to do well as global airlines embark on a policy of 
renewing their fleets in pursuit of greater fuel efficiency 
and reliability. 

In conclusion, the market has unexpectedly 
disappointed since we last wrote but, the economic 
fundamentals appear to be in place for equities to 
continue to grind higher. Interest rates look set to 
remain low for some considerable time yet, assisted 
by remarkably low rates of inflation. Growth forecasts 
are, for the most part, improving and, with the average 
FTSE 100 dividend now standing at 3.5%, against 
other asset classes, equities appear to continue to 
look appealing.

The speciality pharmaceuticals 
business, Shire, has also been the 
subject of merger and acquisition 
interest with American rival 
AbbVie eventually pulling out of 
its £32bn offer for the company.
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Speciality pharmaceuticals 
business, Shire, has also been 
the subject of merger and 
acquisition interest.
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Bond indices have been used for benchmarking 
investment portfolios in asset management for 
more than forty years. Over this time, geography and 
sector coverage has expanded immensely, however, 
the methodology for weighting bond indices until 
recently has largely been based on market value. This 
methodology has some key benefits, namely providing 
a clear and concise reflection of the existing investable 
universe, as it simply measures the amount of bonds 
outstanding. It makes a relatively good indicator of the 
liquidity and market capacity, for example European 
bond indices will be anchored in the debt of Germany, 
France, Spain and Italy. 

We tend to find that the core benefit of market value 
debt from Germany, the US and the UK is the ability 
to reduce risk in a well-diversified portfolio in times 
of market stress and therefore view it as a form of 
insurance rather than a stable foundation to achieve 
long term value investing in bonds. Our fundamental 
premise is that traditional bond indices lead investors 

to the wrong markets and as such they are not  
likely to achieve long term value returns in bond 
markets because: 

•  They focus on lending money to the most indebted 
nations with ageing populations

•  They typically obtain lower yields and less potential 
for capital growth

•  There is high concentration risk and lack  
of diversification

We believe our long term investment theme of Global 
Realignment, utilised in our discretionary fixed interest 
mandates and our fund selection process, provides 
a sustainable solution to achieving long term value in 
bond markets away from traditional market indices. 
Global Realignment recognises the transfer of wealth 
and power as it moves inexorably from West to East 
and enables us to identify economically and politically 
stable nations which are frequently overlooked by 

Lee Morris
Senior Investment Manager

Bond Investing in an  
Upside Down World 
‘Our comforting conviction that the world makes sense rests 
on a secure foundation: our almost unlimited ability to ignore 
our ignorance.’ (Daniel Kahneman, 2011)

Fixed Interest
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major bond investors. Our internally developed global 
macro analysis has helped us recognise these  
undervalued markets and this approach enables  
our clients to achieve long term value from their  
fixed interest investments.

Following the herd 
Indices are constructed using the amount of bonds 
outstanding and therefore gives a disproportionally 
high weighting to highly indebted industralised nations 
and their companies as we can see in Figures 6 and 
7. As nations become more indebted, their weight in 
these indices tend to rise and their debt becomes 
more in demand for no reason other than it is widely 
held. Greece, Ireland and Cyprus all suffered because 
of this notion, as did their investors. 

Also of concern is the indices which do not 
differentiate between nations with poor and strong 
fundamentals, thus providing a rather meagre attempt 
at a ‘one size fits all solution’ which in the current 
environment is far from advisable to prudent investors. 

Creating bubbles  
The market value weights are in part a function of price 
fluctuation. They tend to overweight countries whose 
debt is overvalued and vice versa, thus exposing 
investors to potential bubbles in bond markets. This 
issue has become more pronounced since quantitative 
easing, pushing bonds away from fair value. This is 
something that is all too fresh in the memories of 
European bond investors. 

Concentration risk also descends from market value 
indices as most of the weight is in the developed 
world. This is a backward looking bias reflecting the 
historical as opposed to the prospective trends in 
bond markets. As such traditional bond indices do not 
reflect the ongoing Global Realignment of power and 
wealth shifting from West to East. 

Figure 8 shows the anticipated declining relative 
strength of the European and US economies compared 
to the resurgence of Asian economies over the next 
twenty years. This growth will not be driven solely by 
China and India, but by a whole array of competitive 
and dynamic economies. This will also no longer come 
from supplying cheap exports to developed nations 
and as a result the dynamic of these countries’ 
economies and society will change.

Fig 6: Market value of the bond market 
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Most regular readers are aware that our bond 
mandates rarely rely upon traditional bond markets to 
add value to portfolios. Typically, traditional markets 
are used to provide our clients protection when 
global markets are stressed and investors take flight 
to these perceived safe havens. Our Global Macro 
Analysis provides guidance regarding country specific 
investments taking into account a variety of economic 
and political factors in order to provide a ‘league table’ 
of nations to lend money to. 

As the table below demonstrates, our approach 
identifies areas of the world that have better 
fundamentals coupled with more attractive yields and 
lower credit risk while representing excellent long term 
value for bond investors.

Our actively managed portfolios seek to provide our 
clients with the potential for long term growth. Our 
theme of Global Realignment recognises that there 
exists a structural underweight to Asian and other 
emerging market currencies and bonds. We invest in 
economically and politically stable economies with 
low debt levels and large foreign reserves allowing 
us to achieve long term value for clients. This asset 
allocation provides our client portfolios with: 

•  Less exposure to highly indebted nations, instead 
investing in healthier economies that represent the 
opportunity for long term value 

•  Enhanced yields compared with traditional 
bond markets

•  Superior diversification coupled with better risk-
reward characteristics

Over the longer term, the growing middle class in 
emerging nations will lead to a larger consumer 
economy thus creating greater market capitalisation. 
Our strategic analysis ensures our clients can benefit 
from this structural change now, while our nimble 
approach and disciplined investment process will  
try to ensure they continue to do so in the future.

1 Not applicable as these are creditor nations

Source: Bloomberg, IMF as at 16.12.2014

Economic snapshot of traditional bond markets vs. our favoured markets

Countries Real GDP Unemployment
Net Public  

Debt % GDP
Deficit/Surplus  

% GDP Indicative Yield*

Traditional Bond Markets

Eurozone 0.80% 11.50% 90.90% -2.9% 0.62%

United Kingdom 3.00% 6.00% 82.78% -5.8% 1.80%

Italy -0.50% 11.77% 103.00% -2.8% 2.02%

United States 2.40% 5.50% 87.00% -2.8% 2.09%

Japan -1.30% 3.50% 134.00% -6.3% 0.37%

Our Favoured Markets

U.A.E. 7.50% 4.20% N/A1 16.1% 3.75%

Singapore 2.80% 1.70% N/A1 19.4% 2.66%

Qatar 6.50% 0.30% 30.60% 30.9% 4.08%

China 7.30% 4.07% 22.40% 2.1% 3.28%

*The yield an investor would receive from investing in 10 year bonds, in euro, sterling or USD

Your capital is at risk. The value of investments 
and the income from them can go down as well 
as up and you may not get back the amount 
originally invested.

An issuer may default and be unable to repay 
the principal investment or coupon. 
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Ignoring the impact of currency movements, Japanese 
equities have enjoyed a pronounced renaissance. 
In local currency terms the Nikkei 225 rose 23% in 
2012, surged a further 57% in 2013 and as at 30 
November 2014 had gained an additional 7%. Since 
2011, the Nikkei 225 has actually outpaced the US 
S&P 500 Index.

However, unless foreign investors had taken the 
decision to negate currency movements, they have not 
fared anywhere near as well because the Japanese 
yen has been in freefall. At the end of November 
2011 US$1 bought ¥77.62. Three years later US$1 
bought ¥118.63; a depreciation of 52.8%. It is 
this depreciation which has helped boost the price 
of Japanese assets and was one of the intended 
consequences of Prime Minister Shinzo Abe’s so 
called “Abenomics”. In another attempt to restore 
growth to a structurally crippled economy, Abenomics 
consists of three “arrows” namely: monetary reflation 
(pumping vast quantities of yen into the economy), 
fiscal stimulus/consolidation (broadening the tax base 
and ensuring government policies support growth) 

together with the suitably vague structural reform. This 
last arrow is a catch all for anything which might be 
presented as aiding the long term structural growth of 
the economy. Only two things were required of these 
policies – that economic growth was boosted and that 
it put an end to the persistent deflation which has 
ravaged the economy.

Given it is approximately two years since Abenomics 
was unleashed, has it been a success? Sadly, the 
only unqualified success has been the boost provided 
to asset prices. Elsewhere, the results are far from 
conclusive and we judge that Japan remains at a 
distinct crossroads.

A VAT hike in April had severe repercussions for the 
economy. By the end of September Japan was reported 
to have slumped back into recession. Meanwhile, 
stripping out the effect of the consumption tax hike, 
consumer price inflation is barely in positive territory 
and even this appears wholly attributable to the fall in 
the value of the yen. Any prolonged stabilisation in the 
currency could quickly erode even this meagre reading. 

What Next for Japan?
It is the time of year when predictions are made; when 
commentators confidently forecast which assets and markets 
will perform particularly strongly in the coming months.
It is also the time of year when, as a result, the Japanese 
stockmarket historically enjoys a surge in popularity. 

Justin Oliver
Deputy Chief Investment Officer

Japan
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Inflation does not yet appear “entrenched” in the 
mindset of either businesses or the populace. In fact, 
with nominal wage growth continuing to lag price rises, 
Japanese consumers are in a worse position than they 
were two years ago. 

As far as economic restructuring is concerned little of 
note has been achieved. There are certain things which 
even well planned and nimbly executed fundamental 
reforms will not overcome – the demographic profile 
of the country being chief among them. The Japanese 
labour force is declining by 1.5% per annum and, 
without mass immigration, will continue to contract. 
Even the much vaunted attempt to increase the female 
participation ratio may have little effect given that 
female workers already account for close to 50% of the 
workforce. Tariffs also remain higher than the EU and 
US, corporate restructuring has been limited and, in 
many ways, Japan is as closed an economy as it was 
two years ago.

That is not to say there has been no progress. 
Companies are being overtly encouraged to provide 

pay rises to workers, productivity growth is on a par 
with Europe and the Japanese corporate sector has 
a better debt profile than other regions. So too, at 
the end of October the Bank of Japan surprised many 
by escalating its asset purchase programme to ¥80 
trillion (US$700bn) annually. However, even here we 
can’t help but think that Plan B looks a lot like Plan A; 
just with a bit more gusto.

Despite the limited success of Abenomics Shinzo 
Abe’s popularity is such that he called a snap election 
in November in which he committed to delaying the 
second planned consumption tax rise scheduled for 
October 2015. But what then? Do the hopes of the 
economy continue to rest on engineering a further 
decline in the yen? Will Plan B be followed by Plan 
C and will either prove more successful than Plan A 
in introducing true economic progress? We have our 
doubts on many of these fronts and consequently, 
despite the New Year tradition of favouring Japanese 
equities, we will look elsewhere for inspiration just 
for now.

N35°43’29”
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TOKYO, JAPAN

Despite the New Year tradition of favouring 
Japanese equities, we will look elsewhere 
for inspiration just for now.
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Thematic Funds

Mark Piper
Investment Director

Water, Water,  
Everywhere...

We believe the world’s ever increasing demands for 
fresh water provide such an opportunity. As a result, 
the KBI Institutional Water Fund is the latest thematic 
addition to our AFL and our focused, equity driven 
CGWM Select Opportunity Fund.

Fresh water is a finite resource for which there is no 
substitute and it is impacted by the same supply/ 
demand dynamic putting stress on other vital 
resources including energy and food. Only 10% of 
water demand comes from residential use, with nearly 
70% of water supply going to agriculture and 20% for 
industrial, highlighting its importance for economic 
growth around the globe.

With the acceleration of population growth, 
industrialisation and urbanisation in the developing 
world, water use is growing significantly and the 
world needs imaginative ways to access, desalinate, 
transport, conserve, clean and monitor water usage. 

The massive under-spending on water infrastructure 
rehabilitation and replacement in the developed 
world also means more pent-up demand for water 
infrastructure. The US alone has more than 700,000 
miles of pipe as part of its water infrastructure, which 
is four times longer than any US highway system. The 
current replacement rate of pipes of 0.4% per year 
implies a 250-300 year replacement cycle. This rate 
is far in excess of the 75-100 year life of pipes and is 
clearly unsustainable.

To tackle these problems tens of trillions of dollars 
will be targeted at water infrastructure projects 
over the next few decades. This creates a myriad of 
opportunities, with most leading water infrastructure 
manufacturers having sales pipelines that other 
businesses can only dream about. 

In addition, new and exciting companies are entering 
the market to help address these problems and water 
is no longer a dull and homogenous utility sector.  

When we add a new thematic fund to our Approved Fund List 
(AFL), we are more often than not seeking to take advantage of 
a secular growth opportunity that can drive the performance 
of well positioned companies for many years to come.
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Much of the technology now being developed and 
applied to this fast growing area, rivals the innovations 
seen in the biotechnology and information technology 
sectors, as high growth companies develop cutting 
edge solutions to the critical challenges faced by the 
world in meeting its fresh water needs.

Of course, once you have identified the theme, you 
have to select an experienced and well-resourced 
management team with a demonstrable track record 

in order to be assured of capturing the opportunity. 
The team at Kleinwort Benson Investors certainly 
tick all these boxes in our opinion, with their water 
strategy delivering in excess of 4.5% per annum 
outperformance of global equities since December 
2000, as highlighted in the chart below.

KBI Institutional Water Fund € A class in sterling terms. 

Source: Kleinwort Benson Investors (KBI), Cohesion & Bloomberg to 31 October 2014 
Global equities: FTSE World Total Return Index GBP
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Fresh water is a finite resource for which 
there is no substitute and it is impacted by 
the same supply/demand dynamic putting 
stress on other vital resources including 
energy and food.

Past performance is not a reliable indicator of 
future returns.
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General Electric (GE) describes itself as the world’s 
largest and most profitable infrastructure company 
and as the longest serving member of the Dow Jones 
industrial average, GE is certainly synonymous with  
US manufacturing. 

The company suffered a double whammy during the 
financial crisis as first its financing arm (GE Capital)  
got hit when short term financing dried up and then 
GE’s core infrastructure businesses felt the full force 
of the global recession. GE’s Cash Flow Return on 
Operating Assets (CFROA) profile (see chart opposite) 
neatly summarises what happened. During the 10 
years leading up to the crisis the company’s CFROA 
averaged 19%, since then they have been running 
at almost half that level, averaging 10%, as initially 
collapsing sales and then shrinking profitability took 
its toll. Given the low growth and volatile state of the 
global economy since the crisis it is hardly surprising 
that the company’s CFROA has yet to recover in any 
significant manner, especially when you consider that 
the majority of GE’s businesses are late cycle. As 
investment in major infrastructure projects (by GE’s 
clients) tends to occur at the end of the business 

cycle when the economy is firing on all cylinders and 
requires extra capacity. 

In spite of the continued precarious outlook for the 
global economy, especially in Europe, we like GE for a 
number of reasons: 1) The longer this albeit anaemic 
recovery lasts, the closer we are getting to the late 
cycle and GE’s sweet spot. 2) This recovery has been 
unusual to the extent that governments (at least in 
the developed world) have been underinvesting in 
infrastructure projects as they seek to repair their 
battered finances. These projects haven’t gone away 
(out-of-date and inefficient power stations will need 
to be replaced) they have just been postponed, as is 
in part witnessed by GE’s all-time high order backlog 
of $244bn. 3) Europe, the ugly duckling in terms of 
economic recovery, only accounted for 17% of group 
sales in 2013 compared to 47% for the US. 4) The 
recently agreed Alstom acquisition, whilst adding 
some European sales, adds both bulk to GE’s power 
business and exposure to growth markets (China, India 
etc.), whilst also providing a sizable install base that 
requires servicing. 5) And finally, whilst still important, 
GE is reducing the size of its finance arm to around 

Featured Stocks

Marc Pullen
Senior Equity Analyst 

General Electric 
Canaccord QuestTM, our propriety stock research tool, allows 
us to take a clear sighted view of corporate performance in  
a market place where subjectivity is inherent.

Here, Marc Pullen, equity specialist, demonstrates the  
use of Canaccord Quest™ in profiling General Electric.
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25% of sales by 2016 (as recently as 2013 the division 
accounted for 45% of sales), which should make the 
company more stable during any future financial crises.

Whilst there remain many challenges ahead, the recent 
collapse in the price of oil being one – incidentally this 
represents both a threat for GE’s Oil and Gas division 
(12% of sales) and an opportunity for its Power and 
Aviation divisions (32% of sales) – we believe that 

GE’s CFROA is more likely to return towards prior highs 
rather than recent lows. With the company trading 
on relatively undemanding multiples, the 12 month 
forward P/E of 13.9x compares favourably with both 
the US market on 16.6x and the US general industrials 
sector on 15.5x, we believe that the shares are worth 
a closer look.

Source: Canaccord QuestTM

Share price CFROC
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General Electric (GE) describes itself as 
the world’s largest and most profitable 
infrastructure company and as the 
longest serving member of the Dow Jones 
industrial average.

General Electric

An affiliate of CGWM is a market maker in the shares of GE. 

Past performance is not a reliable indicator of 
future returns.



Latest News

Latest  
News

24 Prospects | Q1 2015

Preparing for retirement

According to the 2011 census, the total population of 
the UK was around 63 million. It is the third largest 
in the European Union (behind Germany and France) 
and the 22nd largest in the world whilst the overall 
population density is one of the highest.

More than 10 million people in the UK are over 65 
years old. The latest projections are for 5.5 million 
more elderly people in 20 years’ time and the number 
will have nearly doubled to around 19 million by 2050.

So as an adviser there is an ever increasing need to 
focus on retirement. Many people look forward to this 
and welcome retirement as a chance to do the things 
they have been dreaming about and enjoying some rest 
after a long career. In a 2014 survey the number one 
retirement activity was sight-seeing whilst the fourth 
most popular answer was buying a second home.
Planning by an adviser often helps a smooth transition 
from the old to the new. There are many areas of pre-
retirement to consider. It is necessary for clients to 
prepare both personally and practically.

Spending a little time on planning properly now will 
set the client up for an enjoyable retirement with  
lots of upside.

Here is an example checklist of things to do so that 
you are helping your clients get ready:

•   Get advice from you regarding their pensions…  
How best to drawdown.

•  Find out what money will be coming in and how 
spending patterns will change.

•  Get in touch with all pension providers… let them 
know about proposed dates. 

•  Work out how much, if anything, is left to pay on 
mortgages. 

• Decide whether to claim state pension or defer it. 

• Check tax codes. 

•  Check whether the client is entitled to other benefits. 

•  If living abroad when reaching retirement, how will 
this affect payments and tax?
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New appointments 

During the final quarter of 2014 we were joined by two 
new members of the Intermediary team, Sean Taylor as 
Head of UK Intermediary Sales and Andrew Clotworthy 
as Intermediary Sales Director. 

Sean leads our team of business specialists who work 
closely with clients and their dedicated intermediary 
advisers. He has experience in delivering UK and 
international strategic and tactical solutions to complex 
client needs. Sean previously held positions at UBS, 
Deutsche Bank and Goldman Sachs. 

Before entering financial services, Sean served as an 
Officer in the British Army. His service included time in  

a variety of operational theatres. Today, Sean works 
closely with a number of military charities having 
recently become a Trustee of the Sandhurst Trust.  
Sean also works with a number of other organisations 
that aim to create pathways of opportunity for young 
people – helping raise aspirations. He has been 
recognised in the City of London for this work.

An alumnus of Royal Holloway, University of London,  
he is a member of the Chartered Management Institute 
and the Chartered Institute of Securities and Investment.

Andrew joins from Charles Stanley, where he has 
spent 15 years in a variety of roles in London and 
Southampton. During this time Andrew has built a deep 
knowledge of the intermediary sector, and in particular, 
the use of platforms and model portfolio services.

David Esfandi, Chief Executive added “We are delighted 
to have Sean join our Intermediary team as he brings 
with him a great deal of experience, industry knowledge 
and importantly a proven track record to help us 
grow our business. Andrew will further build on the 
foundations already in place and increase our footprint 
in the South and therefore contribute to our ongoing 
growth plan in the intermediary space.“

How have your clients navigated recent market volatility?

Volatility returned to financial markets in early October 
after a protracted period of relative calm as equities 
reacted violently to a combination of factors including 
the Ebola crisis, concerns about the strength of the 
global economic recovery, the deteriorating geopolitical 
outlook and, in the US, the end of quantitative easing. 
After a brief recovery in November, the plummet in the 
price of oil coupled with the potential for further 
de-stabling in the Eurozone, provided by the continuing 
uncertainty surrounding the elections in Greece, 
markets dipped dramatically again during December.

Losses were extensive across all markets and the 
FTSE 100 was down 10% from the peak in September 
to the trough in December.

It is during periods of market volatility such as this 
that our REMAP portfolios come into fruition. Whilst 
the FTSE 100 was in freefall our risk enhanced 

portfolios maintained their gradual grind higher with 
all of our models ending the quarter outperforming 
their benchmarks and the FTSE 100 Index. The 
process behind these portfolios aims to cap portfolio 
risk and hence insulate the core of your investments 
from dramatic market highs and lows. Please refer 
to the factsheets available on our website for further 
information regarding performance. 

How many calls have you taken from clients concerned 
about recent market weakness? 

Should you require any further information on our 
REMAP models please do get in touch with your 
CGWM representative. 

Past performance is not a reliable indicator  
of future results.

Sean Taylor
Head of UK Intermediary Sales

Andrew Clotworthy 
Intermediary Sales Director



26 Prospects | Q1 2015

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.

Contact
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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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should your investments be. Our experts have access to investment ideas 
around the globe, wherever they happen to be. Contact us to learn about 
the wealth management services we offer. | canaccordgenuity.com

Investments can fall in value and you might get back less than you invested.
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