
So far, 2018 has offered investors a rather bumpy ride. While the Manager expects strong 
economic and profits growth to continue, rising interest rates and inflation are bringing an 
added level of risk to markets. The Manager believes that shares will continue to outperform 
bonds. However, in contrast to 2017, when returns were high and volatility was low, the 
Manager expects more modest returns and higher volatility. In light of its view, the Manager 
remains overweight equities and underweight bonds, although it has trimmed its overweight 
equity position. At a regional equity level, the Manager remains underweight UK equities. It 
continues to favour Europe, Japan, Emerging Markets and the US, trimming from the US on 
the belief that the economy is later on in the cycle.

Outlook

With the first quarter of 2018 underway, stronger economic growth indicates that the synchronised 
global expansion continues.

Growth indicators, such as the PMI surveys, point to buoyant activity across all of the main 
economies, with the US, Eurozone and China all in expansionary territory. The broad-based 
nature of this recovery should increase its durability.

In concert with better economic data, corporate earnings continue to deliver positive year on year 
growth. The recent correction in markets has removed some of the valuation excess. However, 
given that stocks are still priced on slightly above-average, long-term valuations, continued 
earnings growth and positive guidance are needed to support share prices.

Stock-specific risk has also increased - stocks meeting or exceeding earnings expectations are 
rewarded modestly, while companies that disappoint are suffering. In this type of market, the 
Manager continues to believe that active management and its intense internal research process 
helps navigate through the added volatility.

Market attitudes to inflation have changed in recent months, as Central Bankers have adopted 
more hawkish rhetoric. As growth accelerates, the risk in economies close to full employment 
(such as the US and UK) is that increases in wage gains will ultimately feed through to higher 
inflation.

Rising investment spend which could lead to increases in productivity (low by historical 
standards) could assuage the impact of wage increases if accompanied with improvements in 
labour productivity. This remains to be seen.

While inflationary pressures remain relatively benign for now, markets are anticipating both 
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somewhat higher inflation and interest rates in 2018. This tighter rate environment will be 
accompanied by tighter liquidity conditions as Central Banks downsize or reverse bond-buying 
programmes.

The correction in February removed some of the froth from markets, but corrective phases can 
often take a few months to unwind and the Manager expects continued volatility ahead.

As ever, geopolitical risks remain a concern, with US trade sanctions and the possibility of 
retaliatory trade friction, uncertain European politics, particularly in Italy, and Brexit risks front 
of mind.

Positioning

In light of its constructive economic view but increased risk in markets, the Manager remains 
slightly overweight equities and underweight bonds, but it has trimmed its equity exposure at 
the margin.

At a regional equity level, the Manager remains overweight regions most attractively positioned 
to benefit from better global growth: Europe, Japan, Emerging Markets and the US. The Manager 
has, however, trimmed its allocation to the US, as it believes the US is further along in the cycle 
and most exposed to the tightening cycle.

The Manager remains underweight the UK, where uncertainty remains high, growth is sluggish 
and Brexit remains a risk.

The Manager maintains its strategy of being overweight investment grade corporate debt with 
shorter maturities and underweight longer-dated Gilts. At some point, tightening monetary policy 
may force rate expectations meaningfully higher, and it remains underweight long-duration 
bonds.

As ever, the Manager remains well-diversified across asset classes, regions and sectors, and 
it continues to maintain a small allocation to alternatives for diversification. This includes long-
dated infrastructure investments (which offer yield and inflation protection) and gold. As a safe-
haven asset, gold should provide protection if sentiment deteriorates. The Manager also has an 
allocation to absolute return funds, where it looks for a source of uncorrelated return.

Disclaimer
VAM Discretionary Funds are compartments of VAM Managed Funds (Lux).
This document is intended for use by professional financial advisers only. The distribution of VAM Funds and the offering of 
the shares may be restricted in certain jurisdictions. Private investors should contact their financial adviser for more details on 
any of the products featured. It is the responsibility of any person in possession of this document to inform themselves of, and 
to observe, all applicable laws and regulations of any relevant jurisdictions. Prospective applicants for shares should inform 
themselves as to the legal requirements and consequences of applying for, holding and disposing of shares and any applicable 
exchange control regulations and taxes in the countries of their respective citizenship, residence or domicile. 
Click for Important Information

The information contained in this document is believed to be correct but cannot be guaranteed. Past performance 
is not a reliable indicator of future returns. The value of investments will go up and down, and clients may get back 
less than invested. Opinions constitute our judgment as at the date shown and are subject to change without notice. 
This document is not intended as an offer or solicitation to buy or sell securities, nor does it constitute a personal 
recommendation. Where links to third party websites are provided, Close Brothers Asset Management accepts no 
responsibility for the content of such websites nor the services, products or items offered through such websites.

To learn more about the VAM Discretionary Funds, please contact us at
sales@vam-funds.com or on +230 465 6860
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Close Brothers Asset Management is a trading name for Close Asset Management Limited.
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