
In the third quarter, the US market continued its strong run while other equity markets were 
choppy to negative, reflecting disparate outcomes in terms of growth and earnings.

Catalysts for US outperformance remain compelling: strong earnings growth, a robust economy 
supported by both consumption and rising investment spending, stimulative fiscal policy, cash 
repatriation and record levels of stock buy-backs. Although the US is furthest along in its 
tightening bias, rate rises have been well aired and come against a backdrop of still benign US 
core inflation and improving levels of productivity.

The Dollar continued to strengthen this quarter boosting returns for a GBP investor. However, USD 
strength has also weighed on Emerging Markets as investors have feared the impact of tighter 
Dollar liquidity on some of the more vulnerable economies within Emerging Markets. European 
companies with large exposure to emerging economies have been negatively impacted as well. 

Given the pre-eminent positive performance of the US equity market so far this year, investors 
are questioning if US equity valuations are now overextended. The Manager believes that US 
equities have further to run and are supported by strong fundamentals. Earnings growth has 
risen faster than the market this year meaning that valuations have actually declined over this 
period. However, fundamentals and earnings are solid in other parts of the world and given the 
relative underperformance of all equity markets outside the US, this has created an interesting 
value opportunity for performance to catch up. The Manager is looking to add marginally to Asia 
and Europe, where stocks are trading at more attractive valuations than at the start of the year.

Political risks continue to worry investors. For UK investors, Brexit remains a central concern, 
and businesses and investors may have to wait until 2020 or beyond for clarity on the UK’s future 
relationship with the EU. However, a ‘deal dividend’, tax cuts and a more business-friendly budget 
may serve as mitigants. Tariff tensions continue under President Trump, with China squarely in 
the sights of increased pressure. The Manager thinks a negotiated settlement (as happened 
with Mexico and Canada) will happen at some point, but perhaps not until after the mid-term 
elections. While politics and policy continue to be a source of market volatility, the Manager does 
not see any of these challenges as yet having any material impact on economic growth, at least 
in large parts of the developed world.

The Manager sees few signs that we are near the end of the current economic cycle. Bull 
markets do not die of old age, but when certain economic conditions are present: overheating 
economic growth, rampant inflation, aggressive central bank tightening, surging commodity 
prices, peaking earnings and worrisome credit spreads, to name a few. The Manager does not 
see these danger signs at the moment and actually wonders whether this economic cycle would 
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continue to surprise on the upside. Other governments could consider fiscal levers to support 
growth, and investment spending could improve productivity across developed economies. This 
could serve to elongate the recovery and accommodate rising wages. 

In the current economic climate, the Manager still believes that shares can continue to 
outperform bonds, although it expects more modest returns and higher volatility than 2017. 
Moreover, security selection – being in the right companies delivering strong earnings – will 
continue to be a key driver of performance. Stock-specific risk and dispersion within the market 
remain high, a perfect environment for active management.

At a regional equity level, the Manager favours the US, Europe, Japan and select Emerging 
Markets, particularly in Asia. It remains underweight the UK, where uncertainty remains high. 
In fixed income, the Manager maintains its  strategy of being overweight investment grade 
corporate debt with shorter maturities, and underweight longer-dated Gilts. High quality, short 
duration assets are at the core of its strategy.

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. The Manager 
continues to seek out new opportunities in the alternatives space, where it looks for a source 
of uncorrelated return. It also holds some gold – as a safe-haven asset, which should provide 
some protection if political sentiment deteriorates.

 

 

 

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

Source: Close Brothers Asset Management

Close Brothers Asset Management is a trading name for Close Asset Management Limited.
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