
What’s happening beneath the 
scaremongering headlines?

Many commentators are troubled by the bond markets 
appearing to signpost recession as, historically, such 
movements have been a reliable indicator of a slowdown.  
But is there more to this than the scaremongering suggests? 
Here we scrutinise what’s going on beneath the headlines.

Is a US recession on the way?

A US recession usually precedes a global recession which 
is why many commentators are focused on this. However, 
rather than concentrating on all the technical factors 
talked up by market specialists, we prefer to look at what 
could potentially trigger a US recession. While bank lending 
conditions are good and credit rates attractive, and the 
labour and housing market are still buoyant, we are hard-
pushed to see what would lead to a US recession. Despite 
weakness elsewhere, a slowdown in the rest of the world 

generally does not bring down the US with it; rather it is  
the other way around. 

What’s happening in equity markets?

Right on cue, August ushered in a fall in equities, which so 
far has been fairly mild. It could deepen and extend, as the 
trade war drags on or even spreads to other countries, 
and while the global economy slows down. Markets are 
expecting that the Federal Reserve (Fed) will deliver up 
to four interest rate cuts in the coming 12 months which 
would help to buoy markets, although any disappointment 
along the way could trigger another market sell-off. 

We are inclined to treat such weakness as an opportunity to 
add more risk, but only if equities have properly discounted 
these risk factors and have nowhere to go but up. As ever, 
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In the last week or so headlines have been dominated by talk of a recession. As 
concerns mount about the US-China trade war and slowing growth in the global 
economy, markets have fallen around the world. 

While bank lending conditions are good and credit rates attractive, and 
the labour and housing market are still buoyant, we are hard-pushed to 
see what would lead to a US recession.



The pound may not have seen its low yet. Despite temptations, it looks 
premature to add to UK equities, as global investors may take a wait- 
and-see attitude.”

nothing is that simple and it will require the careful analysis 
of each individual company.

Brexit and the UK

Brexit still creates a lot of headlines. A number of  
British fund managers state that UK equities are cheap  
and worth buying. A concern is there seems little chance  
of an agreement between the UK and EU by Hallowe’en - 
and a no-deal Brexit or a general election seems to be  
more likely. Both outcomes could weigh on sterling, as  
the currency market has shown us over the last three  
years. Uncertainty could beset the pound for some time,  
as the UK will still have to settle a deal with the EU after 
Brexit, while simultaneously negotiating several other 
trade agreements. The pound may not have seen its  
low yet. Despite temptations, it looks premature to  
add to UK equities, as global investors may take a  
wait-and-see attitude.

The trade wars continue

President Trump is spoiling for a fight with Europe, in 
addition to China. Trade tariffs may well be slapped on, 
whether on German autos, French wine or anything else. 
The EU has its response ready, which would escalate 
matters promptly. Under the radar, Japan and Korea  
have engaged in their own little trade war, which is hurting 
both their economies. Surreptitiously, supply chains are 
shifting to protect companies against tariffs and sanctions. 
Whoever said that “trade wars are good and trade wars are 
easy to win”(*) did not quite envision this complexity.

Will the Fed come to the rescue? Right now, there is a  
tug-of-war between the trade war slowing industrial 
activity worldwide and lower interest rates supporting 

growth. The Fed, however, normally stops cutting rates  
way before an election, so will they have enough time to  
achieve all the cuts that are expected before the political 
calendar catches up with them next year? Will that also 
be enough to stop the detrimental effects of trade wars? 
Nobody knows the answer but we are anticipating that,  
at some point, markets may become too negative and 
provide investors with a good opportunity to add risk.

US election

The ranks of the Democratic Party candidates for 
president are already thinning and opinion polls are 
buzzing more than one year ahead of the US presidential 
election. President Trump would normally be a shoo-in 
for re-election were it not for the trade war with China 
and a slowdown in the US economy, which could hurt his 
supporters. Forecasting the result is impossible, but all 
we can tell is that the suspense may bring about market 
fluctuations. This should largely be ignored, as it is highly 
likely the winner will be unable to command a majority in 
both houses of the US Congress. US politics could once 
again be subject to the perennial gridlock, where little 
legislation can go through. Do markets care? Generally  
not. A divided government does not normally damage 
market returns.

Look beyond the headlines

While dramatic headlines may undoubtedly continue, it’s 
important to keep an eye on the economic fundamentals. 
These are uncertain times, and while it is right to take 
a more cautious approach, we think there may be 
opportunities to add more risk in the months ahead.

Note: *President Trump in March 2018
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This article was written for you by Michel Perera, our Chief Investment Officer.



Our investment views as at August 2019
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.
Indicative positioning of £ ‘balanced’ portfolio.

 Asset class positioning - - - = + ++ Outlook

Alternatives Gold and infrastructure are more attractive than hedge funds.

Bonds (Govt) Government bonds are becoming increasingly unattractive all over the world.

Bonds (Other) Greater returns appear to be available for strategic bond managers, but the  
additional risks taken to achieve them needs to be monitored.

Commodities Bears watching industrial metals due to weaker US dollar and reduced supply.  
We are positive on gold, which is starting to break out.

Convertible bonds Convertibles offer a good mix between the defensive characteristics of bonds, 
 while retaining exposure to equity upside.

Equities Equity markets should continue to be supported by solid investment fundamentals. 
Trade tensions could have an impact in the near term.

Property (Direct) Income, rather than capital growth, should be viewed as the primary reason for 
investment, given rising bond yields.

Cash Cash levels have been increased slightly.

 
  Equity allocation - - - = + ++ Outlook

Emerging markets Emerging markets have underperformed this year and are not helped by a stronger  
US dollar. India is still a secular long-term play.

Europe Economic growth still challenged but may have bottomed. European Central  
Bank (ECB) liquidity infusion will help.

Far East China and global trade are key to the region's outlook. Trade issues are  
causing concern.

Japan Stock market offers value and sectors of corporate Japan are in good shape.  
Leveraged to world growth but challenged by trade issues.

North America Economic and earnings momentum remains superior to other developed regions.  

Sector specific Healthcare and technology remain long-term themes, although exposure reduced. 
Recent introduction of listed infrastructure.

UK Economic fundamentals are not compelling and Brexit concerns remain.  
Underweight has, however, been reduced and stockpicking is good.

Currency allocation - - - = + ++ Outlook

US dollar US Federal Reserve rate cuts have not dented US dollar strength, as growth is  
still higher in the US.

Euro Upside could be capped by Brexit concerns and by any escalation of Italian  
debt concerns.

Sterling Sterling's prospects remain heavily dependent upon the Brexit outcome and  
hence the outlook is binary.

‘=’ Weighting within 1% of benchmark. ‘+ / -’ Weighting between 1% to 5% away from benchmark.  
‘- - / + +’ Weighting in excess of 5% away from benchmark.
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How can 
we help?

Important information 
Investment involves risk. 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 investments described in this brochure 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 a reliable indicator of future performance. 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.
This document is for information 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 investor. All opinions and estimates included in this document are subject to change without notice.
Canaccord Genuity Wealth Management (CGWM) is the trading name of Canaccord Genuity Financial Planning Limited 
(CGFPL), Canaccord Genuity Wealth Limited (CGWL), CG McCarthy Taylor Limited (CGMCTL), CG Wealth Planning Limited 
(CGWPL) and Canaccord Genuity Wealth (International) Limited (CGWIL). They are all wholly owned subsidiaries of 
Canaccord Genuity Group Inc. CGFPL, CGWL, CGMCTL and CGWPL are authorised and regulated by the Financial Conduct 
Authority (registered numbers 154608, 194927, 184658 and 594155).
CGFPL, CGWL, CGMCTL and CGWPL have their registered office at 41 Lothbury, London, EC2R 7AE. CGFPL, CGWL, 
CGMCTL and CGWPL are registered in England & Wales no. 02762351, 03739694, 03489824 and 08284862.
CGWIL is licensed and regulated by the Guernsey Financial Services Commission, the Isle of Man Financial Services Authority 
and the Jersey Financial Services Commission. CGWIL is registered in Guernsey no. 22761 and has its registered office at 
Trafalgar Court, Admiral Park, St. Peter Port, GY1 2JA. 
CGWL and CGWIL are members of the London Stock Exchange and CGWIL is also a member of The International Stock 
Exchange (TISE).
CGWM does 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) then such products, securities or services are not 
directed at you. 
The products and services offered by CGWM in the UK may differ from those offered by other Canaccord Genuity  
Group Inc. offices.
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