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Executive summary
The investment strategy continues to be constructive on risk assets. 

Brighter economics 

Economic data is improving in both Developed and Emerging Markets and inflation measures are firming, 
removing the risk of deflation which had threatened markets last year. 

Fiscal policy is supportive of growth, as the pace of austerity eases in both Developed and Emerging economies. 
Some further fiscal spending this year in the US and UK remains likely. 

Monetary policy remains generally accommodative, although the Manager expects policy, gradually, to tighten, 
initially in the US. 

Cloudier politics
Political uncertainties are the greatest risk to growth. 

Risks include upcoming Eurozone elections, trade tensions, Brexit negotiations and geopolitical risks (North 
Korea, Syria and Russia), the outcomes of which are difficult to predict. 

The Manager expects volatility to increase and a consolidation or pullback may well occur following what has 
been a strong start to the year. 

Greener (better) choice
Better GDP growth is supporting earnings growth. The Manager is seeing the first signs that the earnings 
recession of the last five quarters may be behind us. 

The better growth environment is allowing shares to trade more in line with their fundamentals - the Manager is 
seeing a better environment for active management and the ability to add value from stock selection. 

With improving global growth, the Manager thinks the best pockets of value now may lie outside the US. 
Consequently, it recently moved overweight in Emerging Markets.  

Strategy in summary
While remaining overweight in shares, the Manager is reducing its US exposure to fund positions elsewhere, 
where it sees better upside and value.

The Manager remains underweight in bonds, with a focus on shorter-duration corporate credit.

Within alternatives, the Manager has maintained an exposure to infrastructure indexed to inflation, some gold 
as a hedge against geopolitical risk, and some exposure to absolute return funds for diversification.
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Brighter economics

As we enter the second quarter, the 
improvement in economic momentum 
seen at the start of 2017 looks to 
be firming across Developed and 
Emerging Markets. Growth appears 
buoyant in the US and has improved 
significantly in Japan and Europe.  
Main Emerging Markets have also 
improved, with Russia and Brazil 
recovering from recession. Growth in 
China appears stable and UK growth 
has enjoyed a degree of unexpected  
strength.

The Global Economic Surprise Index, 
which rises when economic data 
exceeds economists’ consensus 
forecasts, has shown a dramatic rise 
in recent months (see Figure 1). Over 
the last 10 years, a movement higher 
of this magnitude has been a good 
sign for equities.

Inflation measures have also been 
firming, boosted by a higher oil price. 
Year-on-year consumer price inflation 
is now above 2% in more than half of 
G20 countries. Rising inflation levels 
remove the spectre of disinflation or 
deflation which had been a risk to 
markets last year. However, current 
levels are not so high as to undermine 
current equity market multiples.

As an example, the chart in Figure 
2 looks at the relationship between 
US inflation and the value of the 
US  market. Inflation below  4% 
has provided the most supportive 
environment for equity price-to-
earnings multiples.

While current inflation is benign, the 
US is near full employment and there 
is a risk of rising inflation if employment 
accelerates and pushes up wages. 
The US Federal Reserve has already 
begun to tighten monetary policy by 
raising interest rates, and further rate 
hikes lie ahead. The Manager thinks 
that, as long as the US is supported 
by better growth and some fiscal 
spending under President Trump, this 

Source: Datastream

Figure 2. US Equity - Average price/earnings ratio by US inflation tranche

Figure 1. Citi Global Economic Surprise Index

tighter monetary policy is appropriate.

Overall, the Manager believes that 
a better economic backdrop, a 
moderate acceleration in inflation and 
a supportive policy mix are all equity-
friendly.

Cloudier politics   

Near-term risks to equity markets 
remain. Stocks have appreciated 
strongly year to date, and the Manager 
anticipates that there could well be 
a period of consolidation. Political 
events are the most likely catalysts for 
a pull-back.

UK

Now that Article 50 has been triggered, 
it remains to be seen whether the 

uncertainty around Brexit negotiations 
will persist.

US

President Trump is facing obstacles 
in implementing his planned policy 
measures, which may jeopardise – or 
at least temper – his pro-growth fiscal 
policies.

Geopolitical risk

Increasing tensions with North Korea, 
as the ‘era of strategic patience 
is over’, remain a risk. A positive 
outcome would be if the US, working 
in concert with China and Japan, can 
find a diplomatic solution.

While the Manager remains  cognisant  
of these risks, it thinks that  economic 
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momentum will trump political risk  
as long as the political issues do not 
become  growth reducing.

The first quarter has been strong for 
share prices and the Manager would 
not at all be surprised to see some 
pull-back or a period of consolidation. 
The Manager is keeping a keen eye 
on events but, at least for the moment, 
the Manager believes that any 
significant period of market weakness 
is more likely a buying opportunity or 
a chance to reposition holdings  within 
portfolios.

Better choice

The Manager believes that a better 
growth environment has already 
improved the outlook for earnings 
growth. For the last five quarters, 
earnings, largely, have been flat 
to down in most markets, leading 
investors to fear a chronic earnings, 
recession. The Manager has already 
seen a positive turn in the numbers, 
as Q4 earnings moved into positive 
territory and estimates for earnings 
are moving higher.

Encouragingly,  this  is  true  outside 
the US, where the recovery has, until 
now, been focused. This could help 
share prices in these markets to play 
catch up to the US. As the chart in 
Figure 3 shows, the US market has 
significantly outperformed the rest of 
world since the nadir of the financial 
crisis.

As the Manager now thinks a 
broadening and deepening of the 
economic recovery bodes well for 
under-performing markets and 
economies, the Manager is reducing 
its US overweight and adding to equity 
positions elsewhere in the world.

Better growth also is allowing equity 
markets to trade more in line with their 
fundamentals, as investors focus more 
on company and regional specifics 
than on risk-on/risk-off trades. In this 
environment, active management (in 
particular stock selection) is likely to 
be a more significant driver of returns.

Source: Bloomberg, local currency price return

Source: Bloomberg

Figure 4. 1Q growth in forecast earnings per share 12m forward vs. forward price/earnings ratio

Figure 3. Share prices by region – Percentage change March 2009 - March 2017

From a valuation perspective, the US 
is the most expensive on a share price 
to forecast earnings basis (Figure 
4). Emerging Markets, the UK, Asia 
and Europe are all trading at lower 
valuations.
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Any research in this document has been procured and may have been acted upon by Close Brothers Asset Management for its own purposes. The 
information is being made available to you only incidentally. The views expressed herein do not constitute investment, taxation or any other advice and are 
subject to change. They do not necessarily reflect the views of any company in the Close Brothers Group or any part thereof and no assurances are made as 
to their accuracy. Investments may not be suitable for everyone. Past performance is not a reliable indicator of future results. The value of investments and 
the income from them may fall as well as rise and is not guaranteed. An investor may not get back the original amount invested. Unless otherwise indicated, 
all information and opinions expressed in this document are those of Close Brothers Asset Management and are correct as of February 2017.
Close Brothers Asset Management is a trading name of Close Asset Management Limited

Source: CBAM

Figure 5. Constructive outlook: equity friendly and bond negative

In Europe especially, the Manager 
favours internationally-exposed 
companies with lower sensitivity to the 
domestic economy, as these are less 
vulnerable to political risk.

The Manager remains underweight 
the UK and, for now, continues to 
favour international earners over 
domestically-focused companies, 
given the continued risk to growth.

The Manager has increased its 
exposure to Emerging Markets. US 
foreign policy looks less likely to 
threaten Emerging Markets in the near 
term and these stocks benefit from the 
better global growth environment and 
improving local fundamentals, and are 
priced attractively.

Bonds

Given the diminished scarcity value 
of bonds (as governments return to 
issuing debt, interest rates rise and 
inflation firms), the Manager remains 
underweight this asset class. The 
Manager maintains its strategy of 
being overweight investment grade  
corporate debt with shorter maturities 
and underweight longer-dated Gilts.

Alternatives

The core of the alternatives allocation 
is currently long-dated infrastructure 

Investment Strategy
Positioning 

As multi-asset class investors, the 
Manager remains well-diversified 
across asset classes, regions and 
sectors.

Given the better outlook for economic 
and, hence, earnings growth, the 
Manager is positioned to benefit from 
a recovery in earnings, balanced 
with volatility-reducing assets in case 
sentiment deteriorates.

At an asset class level, the Manager 
is overweight in shares and 
underweight in bonds. It maintains a 
neutral allocation to alternatives for 
diversification.

Equity 

High-quality businesses able to 
deliver superior earnings growth 
remain at the core of the portfolios. 
The Manager likes companies that 
have their own growth drivers, focus 
on innovation and engage in self-help 
policies.

Given that US companies currently 
command a premium, the Manager 
has reduced the overweight. It is 
selectively trimming positions that 
have done well to reallocate this cash 
elsewhere.

The Manager remains overweight 
Europe and Japan, where companies 
trade on less demanding valuations. 

investments, which offer yield and 
inflation protection, and gold. Gold 
is a safe-haven asset and should 
provide protection if sentiment 
deteriorates.



DISCLAIMER
Issued by VAM Managed Funds (Lux), an open-ended SICAV with multiple compartments, organised in accordance with Part 1 of 
the Luxembourg Investment Fund Law dated 17th December 2010 (UCITS V). 

IMPORTANT NOTICE 

The distribution of this document and the offering of the shares may be restricted in certain jurisdictions. 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.

This document does not constitute an offer or solicitation by anyone in any jurisdiction in which such offer or solicitation is not lawful 
or in which the person making such offer is not qualified to do so to anyone to whom it is unlawful to make such offer or solicitation.

Persons interested in acquiring funds should inform themselves as to (i) the legal requirements in the countries of their nationality, 
residence, ordinary residence or domicile; (ii) any foreign exchange controls; and (iii) any relevant tax consequences. VAM 
Managed Funds (Lux) is not registered under any US securities law, and their funds may not be offered or sold in the USA, its 
territories or possessions, nor to any US persons. VAM Managed Funds (Lux) funds are not offered for sale in any jurisdiction in 
which they are not authorised to be publicly sold. The funds are available only in jurisdictions where their promotion and sale are 
permitted. For the purposes of UK law, funds are recognised schemes under section 264 of the Financial Services & Markets 
Act 2000. The protections provided by the UK regulatory system, for the protection of retail clients, do not apply to offshore 
investments. Compensation under the UK’s Financial Services Compensation Scheme will not be available and UK cancellation 
rights do not apply. The funds are authorised by the Financial Conduct Authority in the UK.

Applicants are assumed to have read and understood the prospectus and accept the risks of an investment in VAM Managed 
Funds (Lux). In particular, it is understood that they are aware that the portfolio of securities relating to each of the sub-funds of 
VAM Managed Funds (Lux) is subject to market fluctuations and to the risks inherent in all investments, and that the price of shares 
and any income from the shares may go down as well as up, and that the sub-funds of VAM Managed Funds (Lux) may be subject 
to volatile price movements which may result in capital loss.

Past performance is not necessarily a guide to future performance. No guarantee is provided, either with respect to the capital 
or the return of the fund. The value of participatory interests or the investments may fluctuate in value and may fall as well as 
rise. Changes in the rates of exchange may also cause the value of a portfolio to rise or fall. An investor may not receive back 
the amount of its investment. Actual investment performance will differ based on the initial fees’ charge applicable, the actual 
investment date, the date of reinvestment and dividend withholding tax.

The management company ensures that reinvestment of income is calculated on the actual amount distributed per participatory 
interest, using the ex-dividend date net asset value ("NAV") price of the applicable class of the fund, irrespective of the actual 
reinvestment date.

Performance figures quoted for the fund are from Lipper for Investment Management as at the date of this document for a lump 
sum investment, using NAV to NAV with income reinvested, and do not take any upfront manager’s charge into account.

The management company ensures that publishing of performance of a portfolio is based on performance calculations which are 
done on a NAV to NAV basis over all reporting periods, provided that, where a NAV is not available, the value used to calculate the 
performance is clearly stated and a description of how the figures were calculated is provided.

A fund of funds is a portfolio that invests in portfolios of collective investment schemes that levy their own charges which could 
result in a higher fee structure.

Investments in foreign securities may include additional risks such as potential constraints on liquidity and repatriation of funds, 
macro-economic risk, political risk, foreign exchange risk, tax risk and settlement risk, as well as potential limitations on the 
availability of market information.

This document is being provided strictly in confidence and for information purposes only. No reliance may be placed for any 
purpose whatsoever on the information contained in this document or on its completeness. This document may not be reproduced, 
transferred to any other person or used for any other purpose without the written consent of VAM Managed Funds (Lux). This 
document is intended for distribution to professional intermediaries and advisers only. 

Subscriptions may only be accepted based on the information contained in the prospectus of the fund and its annual and semi-
annual reports (if available).

To learn more about the VAM Discretionary Funds, please contact us at
sales@vam-funds.com or on +230 465 6860



VAM Managed Funds (Lux) has been approved in South Africa as a foreign Collective Investment Scheme under section 65 of the 
Collective Investment Schemes Control Act 2002. A potential investor will be capable of investing in VAM Managed Funds (Lux) 
only upon conclusion of the appropriate investment agreements and provided the relevant investor complies with any applicable 
exchange control requirements. Collective Investment Schemes (CIS) are generally medium to long-term investments. CIS 
portfolios are traded at ruling prices and can engage in borrowing and script lending. A schedule of fees and charges, as well as 
maximum commission, is available on request from the management company. Performance methodologies can be obtained 
upon request from VAM Funds on marketing@vam-funds.com. All rates of return include reinvested dividends and are net of all 
management and performance fees.

A performance fee (where applicable) may be paid to the management company on a quarterly basis. The management company 
will be entitled to a performance fee calculated and due in respect of each Valuation Day for each share and fraction thereof in 
issue for any specific fund, at the specified rate of the difference, if positive, between:

• the NAV per share before deduction of the daily performance fee to be calculated, but after deduction of all other fees 
attributable to the respective class of shares, including but not limited to the management fee; and

• the greater of (“high water mark”)

(i) the highest NAV per share of the class recorded on any preceding day during the same financial year of the 

fund; and

(ii) the last NAV per share of the class recorded for the immediately preceding financial year of the fund;

each of them increased on a prorata temporis basis by a rate of 6% p.a. (the “hurdle rate”).

In relation to classes of shares launched during the financial year of the fund, the initial high water mark shall be equal to the initial 
subscription price of such class of shares. Performance of classes of shares in currencies other than the reference currency of the 
fund shall be measured in the currency of such classes of shares.

This document and any attachments to it constitute factual, objective information about the fund and nothing contained herein 
should be construed as constituting any form of investment advice or recommendation, guidance or proposal of a financial nature 
in respect of any investment issued by VAM Managed Funds (Lux) or any transaction in relation to VAM Managed Funds (Lux). 
VAM Funds is not a financial services provider in South Africa and nothing in this document should be construed as constituting 
the canvassing for, or marketing or advertising of, financial services by VAM Managed Funds (Lux) in South Africa. 

Financial services providers to whom this document is addressed may only distribute it to clients who have already invested in 
policies issued by licensed South African long-term insurers (as aforesaid) for information purposes only and for no other reason 
whatsoever. 

All transactions should be based on the latest available prospectus, the Key Investor Information Document ("KIID") and any 
applicable local offering document. These documents, together with the annual report, semi-annual report and the articles of 
incorporation for the Luxembourg domiciled product(s), are available in English on the VAM website (http://www.vam-funds.com/
library) or from the office of VAM Global Management SA, 16, rue Jean-Pierre Brasseur, L-1258 Luxembourg.

VAM Funds reserves the right to close a fund, or one or more share classes within a fund, to further subscriptions. VAM Funds may 
also set up new funds and/or create within each fund one or more share classes. 

This is a promotional document. 

To learn more about the VAM Discretionary Funds, please contact us at
sales@vam-funds.com or on +230 465 6860


