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welcome
Last quarter I talked about weathering the storm, which is very much 

what the final months of 2015 have felt like, both in financial markets 

and meteorologically. As I write, markets are attempting a much needed 

Christmas rally, because currently both the S&P 500 and FTSE 100 

are marginally down on the year, while Asia and emerging markets 

have fared even worse; only Japan and Europe offered some respite. 

Commodity prices were the main feature of the year, with the prices 

of oil, industrial metals and wheat all seeing dramatic falls. Even bond 

markets, which have offered protection in recent periods of turbulence, 

produced lacklustre returns, as worries about the direction of US interest 

rates and historically high valuations took their toll. Consequently, it was 

a year for limiting damage and collecting income from portfolios.

What can we expect from 2016? We have dedicated a number of articles 

to the outlook for economics, politics, pension legislation and markets. 

On the bright side, we anticipate another year of steady, if unspectacular 

economic growth in the UK and US, while Europe will continue its 

gradual recovery. However, the strength of demand in the West is 

unlikely to be sufficient to stimulate significant improvement in emerging 

economies. Investors will continue to be preoccupied by levels of  

interest rates, commodity prices, China and increasingly the UK’s 

decision on EU membership. This all suggests to us that the period of 

volatility will continue. While this will provide opportunities, it will also 

require careful navigation.

Other features of this quarter’s Dialogue include advice from Christie’s 

on the Alpine property market and a review of our Charity Investment 

Forum. I would also like to draw your attention to the improvements we 

have made to our online client portal which are covered on the final page. 

We will be making further enhancements this year and if you do not yet 

use this service, I would encourage you to ask us about it.

From all of us at Cazenove Capital, we wish you and your family a  

Happy New Year.

Andrew Ross 

Chief Executive
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Market coMMentary: winter

By Richard Jeffrey, CIO, and Kieron Launder, Head of Investment Strategy 

Was it hopes disappointed or simply 

more of the same? Or both? The year 

2015 continued to be characterised 

by what is widely perceived as dull 

world growth. The implications of 

that dullness became perhaps more 

obvious during the year, and possibly 

a little better understood. For Western 

economies, still in rebalancing mode 

six years after the great recession, dull 

growth is much safer, although it is 

now beginning to demand more active 

management by central banks. For 

emerging manufacturers and commodity 

producers, dull growth in the West is 

much more of a challenge. They are 

structured to supply stronger demand 

momentum in the mature economies of 

Europe and the US. The consequence 

is that there remains significant 

overcapacity amongst both Asian 

manufacturers and the suppliers of raw 

materials and energy. This, in turn, has 

obvious implications for pricing power 

– to the benefit of Western consumers, 

who are enjoying lower-priced imports 

of many manufactured goods and 

appreciably cheaper energy and food.

The US economy is likely to have 

grown fractionally faster in 2015 than 

in 2014 (2.5% versus 2.4%), but by 

less than expected at the start of both 

years. Although slow-ish by historical 

standards, 2.5% is consistent with 

what we believe to be the economy’s 

sustainable growth rate. This contrasts 

slightly with the eurozone. While its 

growth rate has improved, and is likely 

to have been around 1.5% in 2015 

compared to 0.9% in 2014, it is still 

falling short of what should be achievable 

in the longer term. For the UK, published 

numbers imply a deceleration in growth 

to around 2.5% in 2015 from 2.9% in 

2014. However, we expect the 2015 

estimates to be revised higher by the 

Office for National Statistics, probably to 

around 2.75%.

So why, against the relatively subdued 

backdrop, did the US Federal Reserve 

(the Fed) decide to raise interest rates 

in December – the first increase since 

the relentless and eventually massively 

debilitating tightening that began in mid-

2004 and culminated two years later? 

The answer to this is twofold. Most 

obviously, with the US economy growing 

at more or less its new-normal rate, it 

was no longer considered appropriate 

to leave interest rates at crisis levels. 

What began to put even more pressure 

on the Fed was the tightening in the 

US labour market. It has been a feature 

of the recovery phase on both sides 

of the Atlantic that relatively unexciting 

that was the year 
that was…
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growth rates have translated into very 

strong job creation – the corollary 

being only weak gains in productivity. 

In the US, the unemployment rate has 

fallen much faster than the Fed had 

been anticipating, and is now at a level 

judged consistent with full employment. 

Simultaneously, it is evident that job 

openings remain very high and the rate 

of increase in labour costs is picking 

up. Whilst headline inflation measures 

have been held down by falling food 

and energy costs, there is evidence 

that domestically generated inflation is 

beginning to pick up.

This is a situation which we expect to 

persist for a while – that the US labour 

market continues to tighten, despite 

seemingly modest growth. Eventually, 

we expect companies to take action 

to improve productivity by raising 

investment spending. Until this happens, 

labour costs are likely to rise faster and 

the Fed will be under continued pressure 

to raise rates. This raises a number 

of questions with regard to the Fed’s 

reaction function – most obviously, how 

inflation-tolerant it might prove. This is 

important since it will determine how 

quickly interest rates may rise over the 

period ahead. Our assumption is that 

the Fed will want to ensure inflation 

expectations remain well anchored, 

but will not want to risk undermining 

growth. It is reasonable to assume that 

this combination will limit the pace of the 

tightening to no more than one 0.25% 

rate increase each quarter.

At the other end of the spectrum, the 

European Central Bank (ECB) remains 

under pressure to take further action 

to stimulate growth. Even so, it was 

evident that the ECB itself has become 

more equivocal about the requirement 

for additional action. While growth 

in the eurozone may be considered 

sub-standard by historical standards, 

it is improving. Hence, at the end of Source: Bloomberg.
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2015, the ECB disappointed markets 

by announcing only a marginal further 

easing. Looking ahead, if the gradual 

improvement in the economic outlook 

continues, and if core inflation picks 

up, it seems probable that the ECB will 

judge the scope and necessity for further 

action as being limited.

This leaves the Monetary Policy 

Committee of the Bank of England (BoE) 

with contrasting external influences. But 

the characteristics of the UK economy 

are most similar to those of the US. While 

growth was by no means spectacular in 

2015, there was a continued tightening 

in labour market conditions, which has 

been reflected in an increase in the 

employment rate for people of working 

age (that is, aged 16 to 64 years) to its 

highest-ever level. More importantly, 

wage inflation clearly increased during 

the year. Forward guidance on interest 

rates from the BoE has been less than 

helpful (if not highly misleading) over the 

past few years. Consequently, we place 

little weight on Governor Mark Carney’s 

seemingly benign comments and the 

markets’ interpretation that rates may 

not start rising until 2017. Indeed, we 

would not rule out a first increase in bank 

rate in mid-2016.

Central banks have clearly been worried 

about two risks: deflation and the wider 

impact of a slowdown in China. In our 

view, the risks of outright deflation 

(characterised not just by falling prices 

but also an implosion in demand) in 

the West have been hugely overstated. 

Indeed, falling food and energy prices 

have resulted in a demand stimulus in 

Europe and the US. That Japan is still 

struggling to raise its growth is more 

to do with having a rapidly ageing 

population than a lack of policy stimulus. 

Similarly, while slower growth in China 

undoubtedly represents a problem for 

commodity-producing countries, it is 

unlikely to have a significantly negative 

impact on growth in the West, since 

most Western industrial countries 

(including Germany) export relatively 

little to China. For the UK, stronger 

growth in the eurozone is potentially 

much more significant than weakness 

in China. Unsurprisingly, the Chinese 

authorities themselves are worried about 

growth prospects and are likely to take 

further action to stimulate their economy. 

Undoubtedly, this would be welcomed in 

South America and by other commodity 

producers. Even so, we doubt that we 

will see a major rebound in commodity 

prices over the year ahead. This means 

the costs of oil, industrial raw materials 

and food products will remain subdued.



Market coMMentary: winter

So, looking ahead, what are likely to 

be the key characteristics of the world 

economy in 2016? Overall, we expect 

world growth to be modestly stronger 

than in 2015. However, this improvement 

is unlikely to be sufficient to instigate 

a significant turnaround in emerging 

economies. While Asian manufacturers 

are likely to find the environment remains 

very price-competitive, demand for 

raw materials and energy is expected 

to remain sluggish. If pressure builds 

up on policy makers in the West, this 

is expected to be the result of rising 

domestic inflationary pressure coming 

through as a result of tightening labour 

markets and the consequences for wage 

inflation. It may also be that monetary 

authorities in the UK and US begin to 

worry more about the pace of credit 

creation. One thing will very definitely 

remain the same in 2016: all eyes will 

remain firmly focused on the Fed.

From an asset class perspective,  

capital market behaviour reflected 

investors’ concerns regarding the 

themes outlined above and their slow 

acclimatisation to the return to normal 

growth (trend-like rates).

Risk assets have been supported by very 

accommodative policy measures over 

the last few years, thus higher valuations 

were likely to be challenging (particularly 

for the US), with investors also showing 

greater focus and differentiation 

between sectors – energy and industrial 

commodities unsurprisingly suffering the 

most. As initial hopes of stabilisation and 

rebounds in commodity prices faded, 

investor concerns moved from temporary 

cashflow impact and corporate 

adaptation to structural challenges and 

survival of the fittest. The UK equity 

market was most adversely impacted, 

having the greatest sectoral weighting of 

major developed markets to these areas. 

Stock markets that did well over the year 

were generally those where monetary 

policy was still being eased, such as 

Europe and Japan, while emerging 

market companies were still struggling to 

adapt to lower external demand, excess 

capacity amongst competitors and low 

commodity prices. China has continued 

to march to its own beat, such that while 

we have seen incredible highs, collapses 

and mass stock suspensions, domestic 

stock markets have still shown double-

digit gains for the year. Within main 

equity markets dispersion was significant, 

with the aforementioned sectors  

lagging while investors were paying 

an increasing premium for companies 

evidencing growth.

Corporate concerns also impacted the 

credit markets, with spreads* continuing 

to widen – led by, but not isolated to, 

energy companies in the high yield 

sector. Reduced liquidity in bond markets 

ensured increased volatility, but overall 

government bond yields were more 

stable through the last quarter. While we 

saw significant volatility in the early part 

of the year, the reduced impact of falling 

energy prices on core inflation has been 

picking up in the UK and US, leading to 

yields being increasingly underpinned.

Volatility is likely to be something that 

remains with us into 2016 across 

a number of markets. The ongoing 

divergence in monetary policy between 

the global currency of the US dollar, 

and almost everyone else who isn’t 

pegged to it, is likely to lead to currency 

and earnings volatility. Lower for longer 

commodity prices may cause meaningful 

changes across the geopolitical 

spectrum, causing challenges for 

commodity producers and exporters,  

as well as a significant boost for many 

consumers around the world, boosting 

disposable income and expenditure. 

While volatility should be welcomed 

from an investor’s perspective (as it 

can offer greater opportunities), we 

should also positively acknowledge that 

this is partly due to less synchronised 

global economies as some have largely 

recovered from the great financial 

crisis with normalising monetary policy; 

technological advances have also  

played a part (for example fracking) 

in bringing about lower goods prices 

around the world.
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current views  
at a glance
   

Equities

UK Despite the high percentage of overseas earnings, we are concerned that ‘Brexit’ fear may weigh on UK assets.

European Early stages of cyclical recovery tempered by concerns over various political challenges.

North American Good economic momentum counterbalancing relative expensiveness.

Japanese Positive micro drivers offsetting mixed macro news.

Asia Pacific
Asian manufacturing countries benefiting from lower commodity prices and the slowly increasing demand in 
developed markets.

Emerging markets Valuations becoming attractive but still vulnerable to the structural challenge of ongoing low commodity prices.

Fixed income (bonds)

Government Continued volatility expected as the US Federal Reserve (the Fed) moves through the tightening cycle.

Investment grade Credit spreads look attractive but prefer short-dated bonds.

High-yield Widened spreads make this asset class attractive, especially in the US, although mindful of liquidity constraints.

Inflation-linked
Reducing impact of falling commodity prices and increasing domestic inflation pressures (especially the US and 
the UK).

Alternatives

Absolute: equity Increased volatility, dispersion and valuation extremes within markets.

Absolute:  
fixed income

Benefits of the divergence in global monetary policy offset by reduced liquidity.

Absolute: macro Increase in volatility should create a sufficient opportunity set for macro funds.

Commercial 
property (UK)

Expecting a near-term pause after substantial capital appreciation although we continue to favour property for 
its medium-term prospects and diversification characteristics.

Precious metals Steady global growth should act as a headwind for gold but may be useful as insurance.

Industrial metals Ongoing excess supply likely to weigh on prices, despite extent of decline.

Energy Technological advances and excess supply to cap significant recovery.

Currency vs. £

US$ We are neutral on the US dollar versus sterling given the parallel developments in the economies.

€ Neutral on the euro as economic recovery limiting further easing but expect sterling strengthening vs. the euro.

¥ We believe the bulk of yen weakness has already taken place.

Asian currencies Dovish Fed tightening cycle may reduce pressure on Asian currencies.

Source: Cazenove Capital Management.

KEY Neutral Up from last quarter

Positive Neutral/negative No change

Positive/neutral Negative Down from last quarter



charity investMent foruM

This year's Charity Investment Forum 

was attended by just under 300 

representatives from charities across 

the broad spectrum of the sector. It was 

held in October at the Royal College 

of Physicians, and so inevitably the 

occasion had a medical theme with  

the strapline 'Diagnosis'.

Health check 

The first half of our morning was  

devoted to economics and the  

outlook for markets. Richard Jeffrey,  

Chief Investment Officer, started the 

formal presentations by providing a 

"Health Check" on the global economy 

and its implications for charities.  

He admitted that these were testing 

times for investors, citing issues such as 

Greece, China, commodity prices and the 

impending interest rate hikes in the US.

Diagnosis...

He warned that global economic growth 

is unlikely to return to pre-financial crisis 

levels. In the UK, there was unparalleled 

3% per annum growth for 15 years pre-

crisis. In future, this figure is likely to be 

closer to 2.25% per annum, so that,  

in the dips, there will be less of a cushion 

to maintain the 'feel-good' factor and 

keep consumers spending. That said, 

he does not expect that the UK will fall 

back into recession imminently. He also 

believes that interest rates could increase 

in mid 2016, following an anticipated 

move by the US Federal Reserve.

Richard continues to be suspicious of 

the published Chinese GDP growth rate 

of 7%. His view is that the real rate is 

closer to 5 or 6% (still healthy compared 

to the rest of the world). At these levels 

employment cannot be sustained and he 

expects more stimulation from the central 

bank. Similarly, more quantitative easing 

is expected in the eurozone, although 

he believes there is excessive focus on 

Greece, given it accounts for only 2% 

of European growth. Spain is improving 

and, in the short term, he believes that 

the migrant influx into Germany will help 

dampen wage inflation.

Heart of the matter 

Richard Buxton, manager of the Old 

Mutual UK Alpha Fund, reflected on the 

consequences for the UK equity market. 

 “Britain is seven 
years into a healing 
process that could 
take 20 years.”

Charity Investment Forum

A summary by Nick Bence-Trower,  

Portfolio Director, Charities  
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overvalued. Matthew prefers large cap, 

highly liquid stocks so that, if necessary, 

he can exit swiftly. His philosophy is to 

accept small losses if his investment 

decision is looking wrong, while targeting 

larger gains for those that are doing well.

The backbone 

The second half of our morning  

focused on governance. As good 

governance is absolutely vital for any 

well-run charity, it was no surprise that 

Andrew Hind's presentation was entitled, 

“The Backbone”. Andrew is Professor of 

Charity Governance and Finance at the 

Cass Business School, having previously 

been Chief Executive of the Charity 

Commission. He sought to identify best 

governance practice and examined the 

relationship between trustees and the 

executive, reiterating the importance of 

mutual respect and working together for 

the benefit of the charity.

The challenges of board delegation to 

sub-committees were highlighted. It is 

the legal responsibility of the trustees to 

oversee the charity, whether or not they 

attend meetings or sit on a particular 

committee. Multiple sub-committees 

dilute the ability of the trustees to 

monitor activity and, as such, Andrew 

suggested a maximum of four sub-

committees of the main board. As an 

extension of this, he recommended that 

every committee should contain a ‘lay 

member’ who is not an expert in the 

field. It would be their responsibility to 

provide a 'sense check' and be prepared 

to ask the ‘silly’ question.

The prescription 

Kate Rogers, Head of Policy at 

Cazenove Charities, brought the formal 

part of the forum to a close, talking 

through a thought process for trustees 

considering their charity investment 

policy, drawing from a number of 

reports she has written or co-written 

on investment governance. This 

included the latest report, 'Intentional 

Investing’, published by the Association 

of Charitable Foundations in June. 

This examined what charities hoped 

to achieve when investing their assets 

– purely financial return or whether 

there was an intention for a charitable 

outcome. This is particularly pertinent 

because charities have over £80 billion 

in investable assets and represent key 

long-term asset owners, in a market 

where the average holding period for an 

investment has dropped from eight years 

in the 1960s to an astonishing eight 

months today.

She was at pains to stress that there 

is no 'Holy Grail' or right answer. Each 

charity has different aims, objectives, 

expenditure levels and time horizons. 

Trustees are able to examine the full 

range of assets available to them within 

their charity, recognising the primary  

aim to provide charitable benefit to  

the beneficiaries, now and in the future.  

Key dilemmas in determining the 

investment policy include finding the 

right balance between spending now 

and saving for the future and whether to 

reflect the charity aims in the investment 

assets. Other considerations include 

whether to use a responsible or ethical 

investment policy to exclude or select 

investments, to influence corporate 

behaviour or to directly deliver a 

charitable aim through social investment. 

Lord Robert Winston 

The successful event finished with 

a fascinating talk from Lord Robert 

Winston. The content of his presentation 

was very wide ranging, and it was 

interesting to hear from a pioneer 

working on the frontiers of medical 

science. His view is that, for every 

upside, such as the benefits of the 

internet, there is a downside such 

as cyberterrorism. Perhaps, as an 

encouragement for us all, he added that 

the path to success was seldom smooth.

His view is that, using an analogy in 

keeping with the medical surroundings, 

the post-trauma scars will last for 

years and Britain is seven years into a 

healing process that could take up to 

20 years. However, he remains positive 

in his view of UK equities, believing that 

valuations in some areas of the market 

are "compelling". Interestingly, he is 

convinced that there is no need to fear 

the referendum on EU membership and 

stated forcefully that there is next to no 

chance of a 'Brexit', in part because 

Germany would not want it.

Under the skin 

Absolute return strategies were then 

discussed by Matthew Smith of Majedie 

Asset Management, manager of 

their Tortoise Fund. He started rather 

alarmingly by stating that if a doctor had 

the same success rate as the average 

fund manager, he would kill a third of 

his patients! The challenge in achieving 

cash plus returns, no matter what the 

market environment, is very different to 

other forms of equity fund management. 

He seeks to achieve this by identifying 

"unloved", out of favour stocks in which 

to invest, while shorting stocks that look 

Keynote speaker
Widely regarded  

as a pre-eminent  

expert in 

reproductive 

medicine,  

Lord Winston  

is Professor of 

Science and Society and Emeritus 

Professor of Fertility Studies at Imperial 

College. He runs a gene transplant 

research programme in the Institute 

of Reproductive and Developmental 

Biology, where the team has achieved 

significant advances, particularly in 

endocrinology, IVF and genetics.

A regular contributor to Any Questions?, 

Question Time and the Today 

programme, Lord Winston has also 

appeared on Have I Got News For You, 

Start The Week and Desert Island Discs. 

 “Each charity has  
different aims, objectives, 
expenditure levels and  
time horizons.”



tax chanGes

Tax year-end housekeeping

Tennyson’s optimistic line from  

‘Robin Hood’ was surely not intended  

as a reference to taxation, but the irony 

is too good to waste as the year to come 

looks anything but more positive.  

I am sure Robin would have approved!

With the changes in pension legislation 

coming into force from 6th April 2016, 

it is vitally important that those without 

any form of historic lifetime allowance 

protection have a strategy on what 

this means for them. For those with 

incomes below £150,000, it may mean 

nothing, as contributions can potentially 

continue at their current level into a fund 

that is a long way off the new lifetime 

limit of £1million. For others, thought is 

required as to whether the higher lifetime 

allowance of £1.25million should be 

protected and contributions stopped, 

possibly with a single large contribution 

before the end of the year using up 

valuable historic reliefs. For those 

earning more than £150,000 (including 

investment income), continuing with the 

current strategy could prove a very costly 

option. There is an expectation amongst 

professional advisers that many will be 

caught out with a personal tax charge for 

tax relief, tax relief…
and a bit more tax relief

 “Hope, smiles from the threshold  
of the year to come, whispering  
‘it will be happier’…” Alfred, Lord Tennyson

over-contributing, based on the new (and 

complex) tapered annual allowance, which 

is effective from 6th April (please see our 

Autumn 2015 edition of Dialogue). 

With the 2016 Budget announcement 

confirmed for Wednesday 16th March, 

we expect to see yet further changes to 

pension legislation and the expectation is 

that marginal rate relief for high earners 

is coming to an end. Therefore, grab the 

45% opportunity whilst you can, as it 

may never be so good again!

The new dividend allowance of £5,000, 

effective from 6th April 2016, means 

that all those that are able to, will want 

to hold enough equity assets in their 

own name to utilise this allowance in 

full, irrespective of their wider income 

tax position; this relief currently applies 

to all without prejudice. Therefore, 

a reorganisation of assets between 

spouses, for example, may be required 

in order to achieve this. The usual health 

warning for UK resident non-domiciled 

individuals applies, as this may not be an 

appropriate strategy for them.

The checklist opposite highlights other 

valuable reliefs to utilise before 5th April, as 

many of these are ‘use it or lose it’ reliefs. 

By James Gladstone,  

Wealth Planning Director
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Use it or lose it 
Pension for non-earners 
Allowance: 20% tax relief up to £3,600 

Ability to carry forward? No

ISA 
Allowance: £15,240 tax free allowance 

Ability to carry forward? No

Junior ISA 
Allowance: £4,080 tax free allowance 

Ability to carry forward? No

Capital Gains Tax (CGT) Allowance 
Allowance: £11,100 tax free gains 

Ability to carry forward? No

Personal Allowance 
Allowance: £10,600 tax free income* 

Ability to carry forward? No

Enterprise Investment Scheme 
Allowance: 30% relief up to £1million 

Ability to carry forward? Yes, for one year only

Venture Capital Trust
Allowance: 30% relief up to £200,000 

Ability to carry forward? No

Relief: Annual Gift Exemption 
Allowance: £3,000 

Ability to carry forward? Yes, for one year only

*If total income exceeds £100,000, this allowance is reduced by £1 for every £2 of 

income above this threshold. Those with total incomes in excess of £121,200 will 

therefore receive no personal allowance.

tax relief, tax relief…
Alternative assets

With tax returns due in at the end of 

January, many are in the process of 

claiming back the reliefs on Enterprise 

Investment Scheme (EIS) qualifying 

investments made in the previous tax 

year. It is often only when one sees 

the physical tax rebate hitting the bank 

account that one fully appreciates the 

value in this particular asset class. 

We believe that investments into EIS 

qualifying shares can be a valuable way 

for certain individuals to gain access 

to the higher risk profile investments 

they desire to balance out their overall 

risk profile. The benefit of 30% tax 

relief up front, tax-free gains, unlimited 

CGT deferral and the exemption from 

inheritance tax on the shares after they 

have been held for two years, means 

that this investment class is growing in 

appeal amongst a variety of investors. 

We have a dedicated asset class 

committee that researches this 

investment space on an ongoing basis 

and produces a shortlist of preferred 

companies from amongst the hundreds 

of options available. 

Therefore you, as our client, can benefit 

from the research we undertake in this 

interesting and diverse asset class.  

If an investment into this asset class 

sounds appealing, then please do get in 

touch so that we can discuss it further.

This article is for information purposes 

only and based on tax laws at the time 

of publishing. The levels, bases and 

relief from taxation may change. Please 

note that investing into EIS qualifying 

companies is high risk and is not suitable 

for everyone. Professional advice 

should always be sought to ensure you 

understand all of the risks before you 

invest. EIS shares are investments in small 

companies that are generally not publicly 

traded or freely marketable and therefore 

may be less liquid (take longer to buy or 

sell). Readers should seek professional 

advice for their individual circumstances.



BREXIT?

brexit?

By Richard Jeffrey,  

Chief Investment Officer 

When trying to analyse the potential 

consequences of Brexit, it is necessary 

to make a number of assumptions. Our 

principal long-term assumption is that 

the main implications for the UK will be 

political and not economic. This is based 

on the view that the linkages between the 

UK and other EU economies are so deep, 

complex and multilateral that it would 

be in no country’s interests to ostracise 

the UK. Put bluntly, the EU has too 

much to lose: European companies have 

significant investments in the UK, and 

the eurozone has an appreciable trade 

surplus with the UK (in goods, although 

not in services). 

Hence we believe that the UK, were it to 

vote for Brexit in a referendum, would be 

able to negotiate an agreement with the 

EU that left its access to the single market 

substantially intact. Were that not to be 

the case, and were the UK to find itself on 

the wrong side of measures that inhibited 

free trade and the free flow of capital, then 

the consequences would be considerably 

more severe than those outlined later, 

particularly in the medium term (on at least 

a three-year view). In the longer term, the 

impact would depend on the UK’s ability 

to forge links with other countries and 

economic areas.

The picture could be further complicated 

by the possibility that Brexit could 

(or would) trigger another Scottish 

referendum, with the Scots, on this 

occasion, more likely to vote to leave  

the union.

Bearing this in mind, the page opposite 

outlines our assessment of the key ways 

in which Brexit could have a short-term 

impact on the UK. That impact could 

well start to emerge in the run up to a 

referendum as well as immediately after. 

The key influence on the economy would 

be uncertainty, both in terms of the result 

of a referendum and then, should it result 

in Brexit, over the terms that the UK could 

negotiate relating to its withdrawal and the 

post-Brexit landscape. The concern in this 

context is that negotiations could last for 

two years, resulting in a protracted period 

of uncertainty and anxiety.

While there have been a number of 

attempts by economic forecasting 

groups to quantify in GDP terms the 

various scenarios, we believe this is not 

a particularly helpful approach, given the 

nature of the uncertainty that will prevail. 



11DialoGue winter 2016

near-term consequences of brexit

Financial markets

RISING VoLATILITY The inevitable 

consequence of increased uncertainty.

GILTS  Rising yields

Overseas selling, an increase in 

uncertainty, potentially higher inflation and 

interest rates, and a possible downgrading 

of the UK by ratings agencies, suggest 

that gilt yields could rise appreciably. In 

all likelihood, this would provide a buying 

opportunity. In relative terms, index-linked 

gilts would be likely to perform better than 

conventionals.

CREDIT  Wider spreads

Again the consequence of uncertainty, 

rising spreads could also result from 

selling (particularly by overseas holders) 

into a very illiquid market – beware!

EqUITIES  Weaker

While a depreciation in sterling could 

result in positive translation effects on 

company profits, the stronger initial 

influence on the equity market would 

be from uncertainty. There might be 

some switch towards companies with 

lower exposure to the EU. For investors, 

returns could be further undermined by 

companies keeping dividends on hold. 

Again, this could present a medium-term 

buying opportunity.

FINANCIAL SERVICES AND THE CITY
Prior to a referendum, uncertainty could 

lead to a short-term drop in international 

capital raising and other activity in 

London. Were Brexit to happen, this could 

eventually enhance London’s position 

as an international financial centre, 

particularly if the EU were to continue to 

tighten the regulatory regime surrounding 

its financial institutions, and also introduce 

a tax on financial transactions.

TRADE VoLUmES
modest reduction in imports and, 

probably, exports

We do not envisage that Brexit will  

have a significant impact on UK 

household demand or government 

spending. However, uncertainty could 

cause investment to fall and also trigger 

a reduction in inventories, both of which 

would reduce imports modestly. Little 

impact on EU growth would be likely,  

but there could be a backlash against 

some UK exports.

TRADE DEFICIT
Widen – potentially significantly

Sterling weakness could result in an 

appreciable ‘J’ curve effect on the trade 

deficit. That is, higher import costs 

would impact before any improvement in 

competitiveness boosted exports.

INVESTmENT
Significant reduction

Uncertainty could hit investment  

spending from two directions: domestic 

companies could be expected to suspend 

investment programmes, and there would 

almost certainly be a significant drop in 

inwards foreign direct investment (FDI). 

The latter could leave sterling looking 

more vulnerable.

THE UK BUSINESS 

moDEL
Partially on hold

A key feature of the UK economic  

model is its ability to attract FDI,  

nurture new businesses and sell those 

businesses to overseas companies. 

Activity in these areas would be 

significantly curtailed.

CURRENCY
Weaker

It is likely that uncertainty over the Brexit 

period would induce negative sentiment 

towards sterling. In addition, there would 

probably be some negative capital flows 

that would cause it to fall. Also, sterling’s 

residual status as a reserve currency 

would be undermined. Movements in 

sterling will act as a barometer of how 

Brexit is perceived internationally and 

could also induce some of the economic 

consequences.

INFLATIoN
Higher

Sterling weakness would increase import 

costs and that would be likely to raise 

imported inflation. Reduced immigration 

could put upwards pressure on domestic 

wages, although employers would 

certainly try to withstand this.

INTEREST RATES
Upwards pressure

While the Monetary Policy Committee 

could decide to ignore short-term 

developments attributable to Brexit 

uncertainty, sterling weakness and an 

increase in inflation could test that resolve 

and force a monetary tightening.

GoVERNmENT BoRRoWING
Upwards pressure

If there is a significant deceleration  

in economic activity, this will increase 

government borrowing – at least in  

the short term. This would be partially,  

but probably not wholly, offset by the 

removal of the UK’s contribution to  

the EU budget were Brexit to become  

a reality.

Economics

!



Political risks anD Market rewarDs

Political risks  
and market 
rewards in 
2016
By Daniel Franklin,  

Executive Editor,  

The Economist

Speaking at the Schroders Investment 

Conference in Budapest in September, 

Daniel Franklin, Executive Editor of The 

Economist, revealed what he thinks could 

be the main political risks for investors to 

consider in 2016.

Franklin, who edits The Economist’s 

annual outlook publication, “The 

World in …”, thinks investors routinely 

underestimate political risks and their 

economic impacts.

“We talk about volatility in economics 

and in markets, but we should expect the 

same in politics,” Franklin said.

Political drivers in 2015

He highlighted the Greek crisis, the 

Ukraine conflict, the migration crisis, the 

rise of ISIS and the Chinese stock market 

turbulence as examples of significant 

economic events of 2015 which were 

arguably largely driven by political factors.

In the case of the Greek crisis, it had an 

economic background, but what changed 

in 2015 was a political development: 

the election of a radical, alternative 

government which led to six months 

of drama surrounding the country. The 

Ukraine crisis, too, which had huge 

economic ramifications, was, according 

to Franklin, politically driven by Russian 

President Putin and his reaction to policy 

decisions in Western Europe.

“Even the Chinese stock market crash, 

I would argue, had political reasons 

behind it,” he said. “It was caused by the 

government trying to change the direction 

of the economy and make the currency into 

a more market-driven global currency.”

Clearly not all political change is negative, 

however, and Franklin highlighted the 

election of Narendra Modi in India in  

2014. “It changed the mood in India and 

brought hope that the dynamics of the 

country will change”.

Drivers of political change in the  

near-term future

Franklin named five factors likely to drive 

the next major political developments.

1   Anger. Specifically, the fallout from 

the aftermath of the deep recession. 

“Anger about inequality, disaffection 

with politics and authority. This anger 

will find outlets,” he warned.

2   Demographic changes. 

“Deep structural, fundamental 

changes which are helping to push 

some of the trends we see.” He 

mentioned the growth in population 

in the Middle East, and the resulting 

young population which he saw as 

a major driver of the Arab Spring. 

“There is a similar trend in Africa, 

where the population will double in 

the next 30 years,” he said.

3  The fallout from the Arab Spring. 

The events in the Middle East, such as 

those in Syria, have further to run and 

have far-reaching and multi-faceted 

effects.

4   Technology. Technology is moving 

fast and disrupting jobs.

5   Emerging markets. As economies 

adjust and drivers of growth change, 

this will bring about troubles and 

opportunities.

“All five of these are fundamental drivers 

of deep change that in the next year and 

beyond will cause some political shocks”, 

Franklin said.
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Potential shocks for 2016

seen to have the magical combination of 

making money in a way that is seen to be 

ethically sound,” Franklin said.

“Or, look at it the other way: that 

companies making money in a way that 

is seen to be ethically unsound may be 

punished.  This will be an increasingly 

powerful force, particularly among younger 

consumers and the millennial generation.”

Demographic trends. The changes in 

population, in the Middle East and Africa 

in particular, will provide opportunities. 

Even the migration crisis, he thinks, will 

lead to increased investment in those 

countries people are leaving. “They will 

want to make it more likely that people 

will stay and find opportunities and build 

futures in their homelands rather than 

moving to Europe,” he said.

Sectors. At a sector level, Franklin thinks 

the opportunities caused by political  

risks will be found in currencies, security 

and defence.

He thinks Trump’s rise (similar to Jeremy 

Corbyn’s in the UK) reflects the “anger” 

aspect mentioned earlier. “There is anger 

that politics as usual is not working in the 

interest of ordinary folk. Trump is shaking 

things up with a more populist style of 

politics which other candidates are finding 

they also have to adopt.”

Terrorism

“This is something that cannot be  

ignored as a risk,” he said. “There could 

be more terrorist attacks, particularly with 

developments we are seeing in Syria and 

related to ISIS. If there is an increase in 

terrorist attacks which start to impact the 

movement of people and commerce, it 

could have a destabilising effect.”

China 

“We have already seen tensions 

between China and its neighbours in the 

South China Sea. If China is struggling 

economically, one tactic they can use 

is to drum up support through use of 

nationalist rhetoric, particularly through 

anti-Japanese rhetoric and posturing in 

its own neighbourhood. It hasn’t bubbled 

over into anything terribly dangerous thus 

far, but it is a risk to look out for.”

overregulation 

Tied to the anger at the fallout from 

the recession, there is a danger that 

regulators tie industries’ hands behind 

their backs too much. For example, 

shooing banks away from certain areas 

could lead to a crisis of liquidity.  Also, 

there has been a backlash against 

technological changes – specifically the 

hugely disruptive influence of the so-

called “sharing economy” and regulatory 

changes that could hit the likes of Uber 

and Google.

What are the 
opportunities?
Ethical consumerism. “If it is true that 

there is deep dissatisfaction with business 

and inequality, I think you may well see a 

growing interest in companies that can be 

UK referendum 

“It is clear this is a big event, not just for 

Britain, but for the EU,” he said. Although 

he expects the UK to vote to remain within 

the EU, he thinks it will be a “dramatic 

process, with times when polls will 

suggest it will be very close”. The more 

difficulties the EU has in the year ahead, 

the more likely ‘Brexit’ will become.

The very concept of Brexit is hugely 

disturbing to the EU, according to 

Franklin. “The idea that one of the major 

members might pull out is fundamentally 

upsetting to the notion that the EU is a 

march of progress; marching continually 

forward to ever closer union.”

Eurozone

“The eurozone crisis is far from over”, 

Franklin said, pointing out that his 

colleagues at the Economist Intelligence 

Unit still put a 60% probability on a 

‘Grexit’ over the next five years.

In addition, the current migration crisis 

is putting in doubt what he sees as “one 

of the greatest achievements of the EU”; 

namely, the internal free movement of 

people as he sees “borders going up all 

over Europe”. He warns that the very 

future of the EU could be in doubt. If 

political developments continue to go 

against the Union, we could “potentially 

see it unravelling in front of our eyes”.

Ukraine

“It’s possible that the worst is behind us, 

but the risk is that there could be more 

confrontation and provocation ahead,” 

Franklin said, warning that other Baltic 

states could also become embroiled.

US election

The US election always has a huge 

impact on the rest of the world, and 

this time around Donald Trump has 

been the surprise package. “Dismissed 

as something of a joke when he first 

threw his hat in the ring, he is now the 

frontrunner and taken very seriously 

indeed,” Franklin said. “I think it’s 

vanishingly unlikely that he will become 

President, but he is shaking things up in 

a big way.”



Photo: Rio de Janeiro, the location of the  

2016 Olympic and Paralympic Games 

the year aheaD

January

18th – 31st, Australian Open Tennis 

20th – 23rd, World Economic Forum 

Annual Meeting, Davos, Switzerland 

31st, Deadline to renew sanctions 

against Russia 

February

7th, The Super Bowl 

8th, Chinese New Year, Year of the Monkey

march 

16th, The UK Budget statement

April

5th, Tax year ends

4th – 10th, US Masters Golf Tournament

9th, The Grand National

11th – 3rd May, ICC World Twenty20, India

15th – 17th, The World Bank and IMF 

spring meetings, Washington DC

21st, The Queen’s 90th Birthday

The year ahead 
2 016

may

4th – 5th, Holocaust Remembrance Day

12th – 15th, The Queen’s 90th 

Birthday Celebrations

21st, FA Cup Final

22nd – 5th June, French Open Tennis

26th  – 27th, Leaders of the West’s 

biggest economies head to Japan for  

the G7 Summit 

28th, UEFA Champions League Final

June

2nd, OPEC meeting, Vienna, Austria

10th – 10th July, UEFA Euro 2016 

16th – 19th, US Open Golf

27th – 10th July, The Championships, 

Wimbledon

July

2nd – 24th, Tour de France

10th – 17th, The Open Championship

28th – 31st, The US PGA Golf 

Championship

August

5th – 21st, Olympic Games, Brazil

6th – 13th, Cowes Week

29th – 11th September, US Open Tennis

September

4th – 5th, G20 Leaders’ Summit, 

Hangzhou, China

7th – 18th, Paralympic Games, Brazil

30th – 2nd October, The Ryder Cup

october

7th – 9th, The World Bank and IMF annual 

meetings, Washington DC

November

8th, Americans head to the polls for 

presidential and congressional elections

The Autumn Statement

December

6th – 11th, FINA World Swimming 

Championships in Windsor, Canada 
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ski ProPerty investinG

As the snow falls on the Alps in Italy, 

France, Austria and Switzerland, as 

well as on the mountains of the US, 

worldwide real estate focus turns to 

prime ski and chalet properties. Life 

on the slopes has storied an enduring 

international appeal: magnificent 

settings, crisp mountain air, heart-

pounding runs and mulled wine around 

a slow-burning fire with friends and 

family at the end of a memorable day. 

At Christie’s International Real Estate, 

our findings continue to underscore 

an appetite for luxury real estate, not 

only as a solid asset, but also for 

the enjoyment that extends beyond 

ownership: the experience. 

Ski properties are all the more attractive 

because, despite the name, they are in 

fact multi-season sporting destinations 

including: mountain biking, hiking, 

rock climbing, golf, tennis, horseback 

riding, paragliding and music festivals. 

Additionally, the top destinations afford 

access to world-class shopping, fine 

dining and spa amenities. 

 ∙  Identify the resort location 
best suited to your lifestyle. 
Some are family-friendly while 
others are less so. Some boast 
a predominance of extreme 
terrain, whereas others are 
more inviting to intermediate 
and beginner skiers. Some 
embrace a laid-back ambience 
while others embrace glitz.

 ∙  International buyer 
requirements across nations 
are varied, but not as difficult 
as they are often made out to 
be. They still require diligence. 
Ensure you engage with a 
trusted real estate adviser. 

 ∙  Currency fluctuations also 
influence where it makes 
best sense to buy.

 ∙  Additionally, there are tax 
incentives to explore. These 
differ from country, continent 
and even the Cantons in 
Switzerland. 

 ∙  While rental income may 
not be front of mind for 
the luxury buyer, there 
are differing international 
requirements around this that 
buyers should be aware of.  

Discover your

Alpine hideaway

Here are some helpful tips  
to consider before you buy:

By Dan Conn, CEo, 
Christie’s International Real Estate 
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charity 
endeavours
Last quarter, the spirit of giving was again evident amongst a number of our staff as they supported 

charities close to their hearts.

Events Manager Nicola Crutchfield 

tackled the London leg of the Men’s 

Health Survival of the Fittest series on 

21st November to raise money for the 

Cleft Lip and Palate Association (CLAPA).  

Renowned for being the world’s biggest 

urban obstacle race, Nicola overcame 

more than 75 gruelling obstacles over 

10km, finishing in just over an hour  

and a half. Nicola raised over £3,000 to 

help those with, and affected by, cleft lip 

and palate.

Chris Pang, Assistant Portfolio Manager, 

and Catherine Chow, Office Manager, 

from our Hong Kong office recently 

completed the gruelling 100km Oxfam 

Trail Walker challenge. They both showed 

great commitment and determination 

in overcoming 200,000 steps (with an 

elevation of 1,000m!) across seven 

mountains in 48 hours. In total Chris 

and Catherine managed to raise a 

staggering $44,700 HKD to help support 

Oxfam’s various poverty alleviation and 

emergency relief projects in Africa and 

Asia, including Hong Kong and China. 

In November, Assistant Portfolio Manager 

Edmund Weeks grew a prominent 

moustache in aid of the Movember 

Foundation, a global charity committed to 

creating positive change for men’s health. 

Each November, “Movember” sees men 

around the world ‘grow their mo’ to raise 

money and awareness for male health 

issues. So far, Edmund has raised an 

impressive £1,800 for this worthy cause.

This quarter we were delighted to support Honeypot Children’s Charity which enhances the lives of 

vulnerable children and young carers aged 5-12 years old by providing respite breaks and outreach support. 

Wealth Planner Lyn Tomlinson created a thoughtful wish list on Amazon of toys and other gifts for staff to 

choose from including a roller skate collection and sports equipment, which were ideal for the children and 

charity. We managed to raise £1,100 for this great cause. 
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We are delighted  
to announce our 
fresh new look 
eServices platform...

Key changes:

 ∙ 24-hour access across all devices – PC, tablet or smartphone

 ∙  Navigation, look and feel aligned with our global website 

 ∙  Your contacts are shown on the left hand side of the homepage 

 ∙  The latest insights from our investment specialists are shown on the right 

hand side of the home page 

 ∙  The menu to view eReports, eDocs, eLibrary and eMessages now sits at the 

top in the main navigation bar

 ∙  New analytics chart showing the portfolio asset allocation and allowing you 

to drill down further into each asset class and security holding 

eServices is our online reporting system 

providing access to portfolio information, 

asset statements, market insights and 

commentary. The system allows you to 

request, run and view reports for your 

portfolio when you wish. It provides 

the same features as our monthly and 

quarterly statements whilst allowing you 

to generate reports on any business day. 

Furthermore, you can store your asset 

statement as a pdf or csv file within the 

system and download for your own use 

when you need to.

eServices is a safe and secure way for 

users to view portfolio information. There 

are three security credentials required – 

UserID, RSA SecurID and a PIN number.

We will continue to improve and develop 

our online offering to meet our clients’ 

needs going forward.

If you have any further questions or you would like access to eServices, please do not hesitate to contact your portfolio manager.


