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A season for change?
Autumn leaves markets faded
October 2016

Typically, September is a difficult month for equities. It was therefore unsurprising - with
most equity indices at or around all-time highs - that markets paused for breath during
the month, with the recent rally losing some of its momentum. During this period, the
FTSE All-Share Index moved sideways in a relatively tight 2% performance band.
The picture was somewhat weaker in government bond markets. Having hit historic low
yields in mid-August, UK Gilts went on to fall – in price terms - by around 2.50%, pushing
the yield on the 10-year bond from around 0.50% to nearer 0.75%.
Corporate bonds fared a little better, but also gave back some ground; sterling moved
sideways; and in commodities, the oil price was very volatile, ending the month up 4% at
just under US$50 a barrel, but having been as low as US$45 at one stage.

The global stage
Economic data for the month was mixed across the globe, with some signs of weakness
in both the US and Europe. Up to now, there are no signs of the anticipated sharp
downturn in the UK following the Brexit vote.
The US Federal Reserve Committee elected to leave interest rates unchanged, as
anticipated. However, the tone of its post-meeting news conference was decidedly more
hawkish - and expectations are firmly rooted for a 0.25% increase by the end of the year.
Conversely, here in the UK, the door remains open for another interest rate cut to 0.10%
in November.
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The sell-off at the long-end of government bond markets, which started in Japan,
could soon spread elsewhere - given the present high correlation between global bond
markets. However, we do not believe it was as a result of panic selling. It was more
a result of the Bank of Japan’s decision to take some ‘froth’ out of an over-extended
market and to engineer a steeper upward yield curve – essential if banks are to make
any money in the present interest rate environment.
In Europe, ECB President Draghi did not extend the asset purchase programme out
to September 2017 as expected, citing both the lack of inflationary pressures and
the resilience of the Eurozone economy to “continuing global economic and political
uncertainty.” He is, however, well aware that further stimulus is required to maintain the
recent modest improvements in the European economy, especially as there is still the
risk of deflation given August’s inflation number of a mere 0.2%.

Future trends
There are a series of events over the coming months that could be potential catalysts
for change in markets. These include:
• The political uncertainty surrounding elections in the US, France, Germany,
Netherlands and Spain, and the constitutional referendum in Italy
• The ongoing geopolitical instability in Syria and further afield
• Fears of the well-publicised level of bad debt in the Chinese banking system.
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It is fair to say these events may not be market-friendly and that we could witness the
effects in the form of market slowdowns and falls in investor confidence.
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While the short-term future remains so uncertain we are in no mood, at present, to
add further risk in our clients’ portfolios - and remain underweight in equities and
fixed income and overweight in cash and alternatives. That said, during periods of
market volatility, we will always look for opportunities to build positions in good,
long-term investments.
Richard Champion
Deputy Chief Investment Officer

Our investment views as at September 2016
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
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Alternatives

Viewed as a way of moderating portfolio risk.

Bonds (Govt)

Yields likely to decline further in the short term but worsening inflation
outlook will need monitoring.

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, and 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. Brexit is a
game changer.

Property (direct)

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

Cash

Cash levels raised following the Brexit result. A continued rally would
likely prompt a further increase in cash weightings.

Equity allocation
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Emerging markets

Valuations in some markets are now registering as attractive, have
made a small allocation to India.

Europe

Euro area break up fears may resurface following Brexit vote.

Far East

Valuations appear cheap; China and global trade are key to the
region's outlook.

Japan

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

North America

Relative valuations are least appealing in a global context; but a safe
haven market at present.

Sector specific

Monitoring for potential entry point for new sectors such as Water
and Agriculture.

UK

Stock market likely to be a relative underperformer despite benefits of
a weakening currency.

Currency allocation
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US dollar

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

Euro

Euro as much a threat as sterling following Brexit result.

Sterling

Sterling likely to remain weak for foreseeable future.

Indicative positioning of £ “balanced” portfolio.
‘=’ Weighting within 1% of benchmark.

‘+ / -’ Weighting between 1% to 5% away from benchmark.

‘- - / + +’ Weighting in excess of 5% away from benchmark.

** The outlook arrows indicate our expectation of future trends.
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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.
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 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.
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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