
To us there are no foreign markets.TM

Prepared for our discretionary 
and managed advisory services 
clients in order to give them a 
better understanding of the current 
outlook in the UK equities market.

Asset Allocation

Asset Allocation | June 2015 canaccordgenuity.com 1

June Asset Allocation update
Our expectations for the second quarter have been broadly fulfilled as we were expecting a period 
of consolidation after a strong first quarter. However, although we have seen tremendous volatility 
in bond markets, the implied volatility of equities has remained low - which is highly unusual.

We have been positioned conservatively in bonds, carrying an underweight position and within 
that maintaining relatively short duration. However, whilst we remain cautious about long-term 
bond market prospects, we feel that present yield levels after the selloff are tactically attractive 
given the prevailing level of uncertainty about Greece and given the deteriorating global 
geopolitical backdrop. It is therefore too early to write-off government bond markets and there is 
every possibility that their safe haven status will provide both protection and diversification in the 
months ahead.  At a time when the ECB’s Mario Draghi is warning us to expect more volatility going 
forward, government bonds can be expected to perform better in the second half of the year. 

The world economy continues to heal following the worst downturn since the 1930’s but it is 
proving to be a long and gradual process.  We are now six years into the recovery but it seems 
likely that it may take a decade in total to work through the excesses of the debt-fuelled subprime 
boom and subsequent bust.  At a time when investors are searching for value in asset classes, 
that are in absolute terms, no longer cheap against a backdrop of modest global growth and 
imminent policy normalisation, it is appropriate to take stock of what has been achieved over 
the last few years. Although global growth is estimated to have accelerated to 3% in the second 
quarter, it was following a quarter which showed the worst growth rate (1.5%) since the Great 
Recession.  Growth forecasts over the last few years have been consistently reviewed down and 
the latest OECD forecast is for 1.5% this year for developed markets, improving to 2.5% in the 
second half.  It is unlikely to be better than this especially as companies still seem unwilling to 
invest, preferring to return cash to investors either through dividends or share buy-backs. Whilst 
this has been beneficial to share prices, it has done little for the underlying economy.  The area 
where no progress has been made is the level of debt in the global economy.  Debt accumulation 
prior to the 2007 crisis was huge but the fact is that debt levels now are 20% higher in GDP 
terms than they were then. Somewhat worryingly much of this new debt now resides in emerging 
markets, which was not the case then; this area is a possible source of future volatility. We have 
not yet been able to grow our way out of the debt overhang and the present combination of modest 
growth and some austerity is making escape from the mire a tortuously slow process.  The longer-
term possibility remains that the final solution will, in addition to growth and austerity, include 
some inflation and in certain areas, some defaults.

For most of the quarter, markets have been obsessed with the timing of the first US interest rate 
rise.  As we have been repeatedly told that rises are coming but they are going to be small and 
gradual, it is difficult to understand why commentators are fixated with which specific month it 
proves to be.  Given that the Fed is uncertain about the effect of raising rates on market sentiment 
and the underlying economy, it was always unlikely that they would be early in raising rates.  They 
have no desire to be accused of killing the economy if there is a downturn following the interest 
rate rise so they will delay a rise as long as possible which has been their historical tendency. 
At the most recent Federal Reserve Open Market meeting Janet Yellen, (the Fed Chairwoman), 
once again stated that “too much attention is placed on the timing of the first increase” and what 
should matter more is the “entire trajectory of rates”.  Whilst the meeting indicated that the rate 
is likely to rise before the end of the year, the Fed lowered the expected funds rate at the end of 
2016 to 1.625% (from 1.875%) and at the end of 2017 to 2.875% (from 3.125%).  This was a result 
of them having downgraded their growth forecasts for 2015 to the 1.8% to 2.0% range from the 
previous 2.3% to 2.7% range estimated in March.  Yet again growth continues to disappoint. 

The growth outlook for the UK also remains muted and the front-loaded nature of the new 
Government’s austerity programme is estimated by the IMF “to weigh on growth for some time”; 
estimates for GDP growth in 2015 are now in the region of 2.5% to 3.0% with a lower figure 
anticipated for 2016.  So with the UK dipping temporarily into deflation during the quarter, 
there seems to us no chance of an interest rate rise for the foreseeable future, especially as 
ongoing nervousness concerning the European referendum and the concomitant fear of Scottish 
Independence aspirations will likely reduce investment into the UK.

Inflation has been muted, helped by falling food and oil prices.  The latter has now bottomed, 
although the present rally appears to be running out of steam.  What we believe has changed over 
the quarter is that the fear of deflation has diminished and there is now a growing expectation of a 
gradual pickup in inflation in the second half of the year.  After a prolonged period of weakness, UK 
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Our investment views as at June 2015

Asset class positioning - - - = + ++ Outlook

Alternatives Viewed as a further way of moderating portfolio risk.

Bonds (Govt)
Yields will drift higher eventually but upside will be capped by deflationary forces and 
economic growth constraints. 

Bonds (Other)
Greater opportunities would appear to be available for strategic bond managers.  
Liquidity in certain segments needs to be monitored.

Commodities US dollar strength, reduced demand and supply side response will undermine prices. 

Equities
Equity markets will likely be higher in 12 months’ time, but we expect volatility to 
increase over the summer and have recently reduced exposure.

Property (direct) Yield, rather than capital growth should be viewed as the primary reason for investment.

Cash
With risk markets suffering from increased volatility, we have raised the cash weighting 
on a tactical basis, to provide us with the ability to reinvest should equities fall back.

Equity allocation - - - = + ++ Outlook

Emerging markets
Valuations are now registering as attractive, but too early to buy.  
$ strength and commodity weakness may exacerbate imbalances.

Europe
We have taken Europe back down to neutral, reflecting the increase risks associated with 
the Greek default.

Far East
Valuations appear cheap relative to history & global peers.  
Frenzied rally in Chinese stockmarkets needs to be monitored.

Japan
Recent economic developments have been disappointing.  
Bank of Japan action is encouraging, but positive developments are required.

North America
Relative valuations are least appealing, but expensive markets can always become more 
expensive. Rotation away from market possible.

Sector specific
Maintaining exposure to present themes, although we have taken some profits in 
technology, where a very strong run has left valuations somewhat stretched.

UK
Removal of short term political uncertainty is a positive, but questions remain regarding 
euro membership and constitutional developments.

Currency allocation - - - = + ++ Outlook

US dollar
After a lull, dollar strength appears to have resumed.  Interest rate backdrop continues to 
argue for the dollar moving higher.

Euro
Euro weakness has resumed.  Competitive devaluation continues and is essential to aid 
recovery.

Sterling Fears of a “Brexit” from the euro area may represent a structural headwind.
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wages posted a 2.7% rise, the strongest annual rise since August 2011. If this can be sustained 
there is a distinct possibility that the inflation rate will be much closer to the Bank of England’s 2% 
target by the end of next year.

We reduced our exposure to equities at the June Asset Allocation meeting, taking our position 
from overweight previously to modestly underweight now. Whilst we retain our positive medium-
term expectations for equities, the risks in the short term appear to be to the downside. We felt 
that investors seemed complacent concerning the Greek situation and the subsequent reaction to 
the Greek Government’s decision to hold a referendum following its failure to reach an agreement 
with its creditors suggesting that our view was correct. There will be continuing nervousness 
about Greece for some time. At the time of writing there is even some confusion whether or not a 
referendum is allowed under the constitution. Assuming it goes ahead, it is difficult to be bullish 
on prospects for Greece, whatever the result.  A No vote is a vote for Grexit and potential chaos 
whilst a Yes vote would probably result in the collapse of the present government and possibly 
new elections. Therefore this saga is going to be a source of concern for financial markets for a 
while yet and this coupled with some concerns about how markets will react to the eventual rise 
in US interest rates, means that there is the possibility of bouts of stock market weakness over 
the next few months.  Equity market valuations are a little stretched, especially in the US where 
an improvement in corporate earnings is required to provide further momentum to the rally.  
Given the maturity of the rally in global equities, it is very necessary to keep an open mind as to 
its further duration and to be very vigilant to any signs that it is running out of steam.  There will 
be a need to be nimble through the summer months and, having raised some cash by our equity 
reduction we are in a good position to take advantage of any market weakness. Whilst we have 
some short term uncertainties, it is still too early to call an end to the rally we have enjoyed since 
2009.

Nigel Cuming 
Chief Investment Officer



Investment involves risk. The investments discussed in this document may not be suitable for all investors. Investors should make their own investment decisions based upon their own 
financial objectives and financial resources and, if in any doubt, should seek advice from an investment advisor. 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. Where investment  
is made in currencies other than the investor’s base currency, the value of those investments, and any income from them, will be affected by movements in exchange rates.  
This effect may be unfavourable as well as favourable. Levels and bases for taxation may change. 

Canaccord Genuity Wealth Management (“CGWM”) is a trading name of Canaccord Genuity Wealth Limited and Canaccord Genuity Wealth (International) Limited.

For the United Kingdom: this document is issued by Canaccord Genuity Wealth Limited which is authorised and regulated by the Financial Conduct Authority, and is a wholly owned 
subsidiary of Canaccord Genuity Group Inc. Registered office: 41 Lothbury, London, EC2R 7AE. Registered in England & Wales no.03739694. 

For Guernsey, Isle of Man and Jersey: this document is issued by Canaccord Genuity Wealth Management (“CGWM”) which 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.  

This document is for information purposes only and is not to be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This has no regard 
for the specific investment objectives, financial situation or needs of any specific entity.

The information contained herein is based on materials and sources that we believe to be reliable, however, CGWM and CGWI make 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 CGWM and CGWI are under no obligation to update the information contained herein. None of CGWM, CGWI, their affiliates or employees shall have any liability whatsoever for 
any indirect or consequential loss or damage arising from any use of this.

CGWM and CGWI do not make any warranties, express or implied, that the products, securities or services mentioned are available in your jurisdiction. Accordingly, if it is prohibited to 
advertise or make the products, securities or services available in your jurisdiction, or to you (by reason of nationality, residence or otherwise) such products, securities or services are 
not directed at you.

CGWM, CGWI 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.
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