
marketupdate
Geo-political tensions unnerve investors

Over the summer months we have witnessed 
an escalation of geopolitical risks, with events 
in the Ukraine and Middle East destabilising 
markets.  This is most significant for Europe 
where economic sanctions on Russia and the 
associated retaliation threaten to undermine 
an already stuttering recovery.  The impact of 
investor nervousness on equity markets has 
been amplified by low market volumes over the 
holiday period.  Markets without turnover, as 
is often the case during the summer, are easy 
to destabilise.  During periods of low trading 
volume, share prices tend to drift lower, perhaps 
reflecting the fact that there are always people 
that need to sell, whereas buyers have the 
advantage of being able to wait.

Growth momentum and corporate 
activity reassuring

Despite the pull back in markets, growth 
momentum in the US and UK economies 
remains robust.  US GDP growth rebounded 
more than expected in the second quarter 
of this year and a notable rise in merger and 
acquisition activity in the US also indicates 
business confidence and perceived value in the 
current level of the equity market.  We continue 
to believe that the US equity market offers 
appealing earnings growth, while its defensive 
qualities are attractive against a backdrop of 
weaker growth momentum and heightened 
geopolitical risk.  This side of the Atlantic, the 

UK has finally surpassed its pre-recession GDP 
peak.  However, despite the attractive growth 
characteristics, the strength of sterling is likely to 
weigh on UK equities because of the meaningful 
proportion of UK corporate revenues that are 
generated overseas. 

Still favouring equities over bonds and 
cash

In spite of the recent set back, we believe that 
the environment remains supportive of equities.  
We continue to have significant exposure to 
the UK market and overseas we favour the 
US and emerging markets.  It appears that 
emerging markets are starting to benefit from 
the developed market recovery, with rising 
export growth consistent across a broad range 
of countries. This cyclical improvement could 
lay the foundation for sustainable earnings 
growth across the region, which given historically 
low valuations, makes the emerging markets 
attractive. Conversely, we remain wary of the 
impact to sentiment from expected changes in 
US monetary policy and any possible undershoot 
in Chinese growth data, which has surprised 
on the upside lately but is still affected by the 
slowing property sector.  

We continue to believe that bond markets are 
overvalued, particularly at longer maturities, 
although are not suggesting that the historic 
low yields will not persist for some while longer, 
at least until increasing interest rates become a 
reality later this year or in early 2015.
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Note: These diagrams are 
indicative of our asset allocation 
preferences
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Find additional market views from Janet Mui, Economist at Cazenove Capital Management on our charities website -   

http://www.cazenovecapital.com/en/UK/charities/News-and-views/2014/August14-market-review


