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As President Trump reaches his milestone 100th day in office and we continue  
to watch various European elections with interest, our Chief Investment Officer,  
Michel Perera considers whether there is a changing shift in the global market’s 
leader board.

Trump’s Tax Bill
As we write, discussions are taking place on Capitol Hill between President Trump, 
Congress and the Senate, about what has been billed as a massive stimulus package  
to get US growth up from its current 2% zone to upwards of 3%. Republican law-makers 
are opposed to the plan which proposes deep US tax cuts (many for businesses), as  
it would make the federal deficit balloon if enacted.

The real ‘sugar’ to coat the Tax Bill would be a cut to repatriation tax, which could see 
US$2 trillion-plus sitting overseas, brought back to the US. Because of the complexity  
of structuring this, negotiations with Congress may take a long time. 

It is doubtful whether markets will react until they know if a deal can be agreed, due  
to the many false starts on this legislation. If approved, equities would react positively, 
but the fine print will determine which companies win and which lose. If it is designed  
to be revenue neutral, there should be as many losers as winners, so the overall  
market move won’t be euphoric but stock and sector specific. 

Highly indebted companies could sell off whereas multinationals could do well on  
the proposed repatriation tax cut. US Treasury bonds may suffer if the bill is not totally 
revenue neutral, as more debt would have to be raised. 

The US dollar would only react positively if there was an effective repatriation tax 
reduction. Conversely, if there is any setback, the dollar could be the first casualty.

In our client portfolios, we have reduced thematic exposure to those US sectors we 
feel are more exposed to possible disappointments on the stimulus package. We 
have also reduced the large US dollar position in our portfolios, as sterling may be 
undervalued and the incipient recovery we are seeing may hurt portfolio returns if 
currencies are not managed actively.

European political risk
Following Brexit and Trump at the beginning of the year, there was significant  
concern — especially in the US — that European countries would fall like dominoes  
in an unstoppable tide of populist politics, hence making Europe uninvestable. This 
concern spread widely to other investors and resulted in some interesting market 
distortions. The Dutch elections and the first round of the French Presidential elections 
have given us a hint that this trend might not be so straight, but it still seems there  
is a large amount of scepticism on Europe among market participants. 

As a result, we have seen opportunities arise when 10-year German government bonds 
(‘Bunds’) were bid to a 0.15% yield on fears of a Eurozone break-up, when many global 
European companies were trading at large discounts to their US competitors, and when 
whole sectors were abandoned lock, stock and barrel due to political risk. 

This gave us the opportunity to rotate our investment in US financials into Eurozone 
banks, which were valued at 2/3 of comparable US banks (price to book) at a time 
when Eurozone growth is recovering sharply and unemployment is sinking like a stone - 
providing tailwinds for banks that suffered from headwinds in the post-crisis cycle. 

We were very patient and reluctant on European equities until we saw the opportunities 
thrown off by exaggerated political fears. There may be more of them in the future and 
we shall be watching markets closely to identify them.
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In our opinion, the 
current environment 
calls for anything but 
passive investment – 
stock correlations have 
fallen massively which 
gives stock pickers 
great opportunities.

Active managers vs. passive tracking
One frequent question from investors is how much to have in active managers  
versus passive tracking? There seems to be a bandwagon that says you have to  
go passive simply to reduce fees. In our opinion, the current environment calls for 
anything but passive investment — stock correlations have fallen massively which  
gives stock pickers great opportunities. 

The last five years in the US have been difficult for active managers; we seem to be in  
a different backdrop now where new legislation may have a radically different impact  
on stocks and sectors. 

The UK had a very challenging environment for active management last year due to  
the referendum. Again, we are now in a new world and may be able to benefit from  
stock picking again as companies react differently to the post-Brexit world. 

Japan has always been a stock picker’s paradise, with the stock market including 
everything from zombie companies1, to big exporters, to state-of-the-art robot 
manufacturers. In Europe, people tend to favour their own domestic market,  
creating cross-country inefficiencies that can be exploited. 

In summary, there are sufficient areas where active managers can perform well  
so that our stock and manager selection process can make a positive difference.  
We prefer passive trackers when we do a tactical trade that may only last for six to 
twelve months and we don’t want to disrupt the manager’s alpha cycle; or when we  
go into very difficult sectors like US small and mid-cap - if you don’t own all the  
M&A targets, you will underperform. 

Otherwise, this year is starting with a better environment for active managers.

Michel Perera 
Chief Investment Officer

1. Term for a company that needs bailouts in order to operate, or an indebted company that is able to repay the 
interest on its debts but not repay the principal.



Our investment views as at April 2017
The view in this table refers to our balanced, risk profile 5 model portfolio. This risk profile has a benchmark with 57.5% in equities, 
35% in bonds, 5% in alternatives and 2.5% in cash.

Asset class positioning  - -  -  =  +  ++ Outlook

Alternatives Viewed as a way of moderating portfolio risk.

Bonds (Govt) Yields seem to be stuck in a range, reducing the sell-off risk, but  
overall yields are not attractive compared to other asset classes.

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

Commodities US dollar strength, reduced demand and supply-side response will 
restrain prices although a partial recovery has taken hold. 

Equities Equity markets will likely remain volatile in the short term. A more pro-
growth environment after the US election has led us to add exposure..

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

Cash Cash levels reduced gradually over past six months. 

Equity allocation  - -  -  =  +  ++ Outlook

Emerging markets  Emerging markets have pulled back since the US election, although  
we see value in India.

Europe Euro area political fears overdone. Cyclical recovery taking hold.  
Some opportunities arising.

Far East Valuations appear cheap; China and global trade are key to the region’s 
outlook. Chinese debt levels and housing bubble are a concern.

Japan Recent economic developments have been disappointing but stock 
market offers value and corporate Japan in good shape.

North America Valuations are least appealing in a global context, but economic 
momentum is strong and some thematic exposure is still warranted.

Sector specific  US healthcare and infrastructure are attractive sectors.

UK Stockmarket has been boosted by a weaker currency, but company 
fundamentals have deteriorated.

Currency allocation  - -  -  =  +  ++ Outlook

US dollar Close to previous highs. Interest rate backdrop and safe haven status 
continue to argue for the dollar moving higher.

Euro Euro may have bottomed and should be subject to less political risk  
as a headwind.

Sterling Sterling likely to remain weak due to Brexit negotiations, but may be 
poised for a technical recovery.

Indicative positioning of £ ‘balanced’ portfolio. 

‘=’ Weighting within 1% of benchmark. 
** The outlook arrows indicate our expectation of future trends. 

‘+ / -’ Weighting between 1% to 5% away from benchmark. ‘- - / + +’ Weighting in excess of 5% away from benchmark.
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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 adviser. 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.

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, 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. However, Canaccord Genuity Wealth Management does have procedures in place to 
identify and manage conflicts of interest. Details of these interests can be found on our website at http://www.canaccordgenuity.com/en-GB/wm/wealth-management-uk/
Conflicts-Disclosure/.

CGWM and CGWI do not make any warranties, expressed 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 (‘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 (registered 
numbers 194927 and 154608), 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 Services Authority and the Jersey 
Financial Services Commission and is a member of the London Stock Exchange and the Channel Islands Securities Exchange, CGWI is registered in Guernsey no. 22761 and 
is a wholly owned subsidiary of Canaccord Genuity Group Inc. Registered office: Trafalgar Court, Admiral Park, St. Peter Port, Guernsey, GY1 2JA.
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