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July 2017 Welcome
Welcome to this latest
edition of our Investor Insight
which provides high-level
commentary on the global
markets and how these might
be affecting your investments.
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in association with:

We hope you find this useful.
Ken Rayner
Investment Director
RSMR

The global economy: What’s going on?
Political uncertainty gives way to cautious
growth.
Following the UK’s Brexit vote in 2016, fears
in Europe that more nationalist parties may
gain enough support to cause economic
uncertainty have not been substantiated.
In France, Marine Le Pen’s National Front
made little headway and the Dutch election
also saw the centre candidate overcome
Geert Wilders’ Party for Freedom. Although
there are more elections this year, the
populist agenda appears to have faded for

…positive economic news
has helped drive European
market values higher

INVESTOR INSIGHT

now at least. This has allowed European
markets to focus on positive economic
news in the second quarter which has
helped drive market values higher, making
Europe the strongest-performing major
market.
This has been part of around 2% sustained
global economic growth, which, though
muted, has surprised some economists,
given underlying uncertainty created by
political changes and differing central bank
agendas.
Overall, the global economic position
looks more stable at the end of quarter
two but we are eight years into a positive
market cycle supported by a relatively
accommodative monetary policy. Many
investors now ask how long this can be
maintained if this stimulus is withdrawn.
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The asset classes – a quick update
EQUITIES

FIXED INTEREST

Equity markets generally continued the first
quarter’s momentum. All the main indices
posted positive returns in sterling terms,
except the US. Most of these returns were
achieved in May, with April and June being
broadly negative. Returns in the US were
better in local currency terms.

The fixed interest element of any portfolio
has probably been the most difficult to
manage during the last five years, with the
continued fall in yields being helped by a
supportive monetary policy.

To some economists’ surprise, the UK has
continued to grow 12 months after the EU
referendum and the vote to leave. The three
quarters since the vote show an annual
GDP growth rate of 1.8%, although this has
slowed recently.
Globally markets seem to have put aside
the political worries that held back investors
at the start of the year, the only real blip
being the UK election which saw a weaker
Conservative Party returned to power.
Most global markets benefitted from
the dollar’s stability, particularly Asian
and emerging markets where currency
fluctuation tends to harm consistent growth.
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As a result, investors with portfolios held for
a longer period have benefitted significantly
from the growth of their capital.
The last two years have been hardest for
most investors as western economies’
interest rates have been at record lows with
negative real rates when taking inflation into
account.
With such low rates, the consensus is that
they will begin to move up as monetary
policy returns to normal and central banks
reduce their stimulus.
There have been some good positive
returns, including emerging market debt
and areas of high yield, helped by fewer
failures to pay interest. Debt which pays a
good return has always had a stronger link
to equities than government bonds and
continuing opportunities exist for this asset
class.
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PROPERTY
The emphasis for the commercial property
market, which has been relatively inert, has
been on quality above secondary property,
with distribution warehousing development
– known as the ‘Amazon effect’ – probably
being the only area of clear expansion. The
properties, sectors, and regions, which have
seen the highest price rises during the last
few years, including Central London, may see
values fall.
In contrast, the large drop in the valuation of
sterling against overseas currencies makes

property more attractive to foreign investors
and there has been anecdotal evidence of
continued overseas buying.
Returns are expected to remain reasonable
in 2017 but much lower than recent years.
Commercial property remains a solid
option for investors seeking income and for
diversification but there is increased concern
about underlying liquidity.
The contrast in returns between prime
property and secondary markets remains
attractive but individual property selection
will remain important.

Global round-up
•

Concern about the
Italian banks has abated
as the Italian government
has agreed to pump €5bn
into two failing banks
with €12bn of additional
guarantees.

• Indonesia’s economy is improving after
a period of subdued growth.

•
China’s economic
growth rate remains in line with
government targets, helping both the
Asian region and the global economy.

• Mexico has rebounded, as President
Trump’s bark proves worse than his bite.

• Donald Trump’s election as US President
initially had a negative effect on Asian
markets but his inability to deliver policy
objectives and a weak US dollar has
helped ease monetary conditions.
• The Chinese currency, the Renminbi, has
stabilised as authorities have reduced
the volume of capital leaving the
country.

• Vietnam’s economy accelerated in Q2 to
a 6.2% year-on-year GDP rate.
• Japan’s economy expanded throughout
2016.

Mexico has
rebounded, as
President Trump’s
bark proves worse
than his bite

• India and the Philippines should
continue to benefit from their young
labour forces.

INVESTOR INSIGHT

July 17 • P 3

So, what’s next?
The markets generally appear very high
with the US, and within that, sectors such
as technology, achieving all-time highs.
Investors are starting to question the
longevity of the eight-year rise in markets
and consider the changing stance of global
monetary policy, which has been very
supportive since the banking crisis.
However, as central banks start to reduce
their asset buying and potentially raise
interest rates, asset prices should start to be
driven more by basic market conditions or
fundamentals as they are known.
Typical risk judgments that have driven
markets for most of the decade have started
to breakdown with an expectation that

Independent specialist research.

About

RSMR was formed in 2004 to meet a
growing demand from financial advisers
for specialist and impartial investment
research.
The RSMR team is made up of individuals
with expertise from across all areas of the
financial industry – from asset management,
strategy and fund research through to
business development, strategic planning
and market research.
We are best known within the financial
industry for our ‘R’ fund ratings – this rating
is given to investment funds that meet our

interest rates and central bank balance
sheets may start to return to normal.
Although this is not guaranteed to happen,
investors must be prepared.
In this scenario, it is difficult to pick out
clear areas of value, although equities can
probably be preferred to bonds, and within
that, European and Asian markets ahead of
the US and UK.
There is no substitute for keeping a broadbased portfolio with exposure to traditional
investment areas but with an eye on
alternative opportunities to extend this
diversification.

stringent research criteria. We don’t limit
ourselves to just looking at performance
– we also look carefully at the people,
processes and capabilities that are required
to make effective investment decisions.
We work in partnership with your financial
adviser, providing the benefit of our broad
industry insight and rigorous research. This
quarterly market summary is designed as a
‘snapshot’ of the more thorough and lengthy
commentary that we provide to your adviser
on a quarterly basis.
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