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• Our central view of the economic 

outlook continues to be of slow but 

stable global growth supported by 

easing monetary policy and the 

emergence of looser fiscal policy.  

• However, there has been a clear 

erosion in aggregate momentum and 

the likelihood of a recovery in global 

growth in 2019 is declining.  

• We believe the probability of a 

recession has increased, driven in 

particular by geopolitical risks (such 

as trade, Brexit and Hong Kong).  

• We have therefore taken steps to 

further de-risk portfolios following 

the reduction in the equity allocation 

over the summer.  

• We have lowered our risk exposure 

in fixed income by reducing our 

allocation to high yield markets and 

emerging market debt.  

• Within emerging market debt we 

have specifically rotated out of local 

currency debt and have allocated the 

proceeds to investment grade credit.  

• Our investment grade exposure is 

focused on short duration 

instruments, which are less sensitive 

to a potential rebound in yields.  

• Our positioning in all other asset 

classes is unchanged following a 

programme to de-risk our equity 

holding over the past couple of 

months and a strategic allocation to 

alternatives in a low yield 

environment. 

Our central scenario continues to be a 

stabilisation of global growth at low 

levels and the avoidance of a recession. 

This is driven by a supportive monetary 

policy environment globally and the 

emergence of looser fiscal policy. 

Zeitgeist: the long-term context 

Our central long-term thesis of slow 

growth and low inflation remains 

unchanged and we continue to believe 

we are not heading for a near-term 

recession. However, geopolitical factors 

also continue to play an outsized role in 

the market outlook and we are therefore 

taking a cautious view of the economic 

environment.  

Macro drivers: medium-term 

environment 

Our central view of subdued growth and 

avoidance of a recession in the near term 

is supported by a globally 

accommodative monetary policy and an 

increasingly supportive fiscal 

environment. Similarly, consumer 

spending, particularly in the US, remains 

an area of strength.  

However, there has been a clear erosion 

in aggregate momentum and we have 

therefore increased our view of the 

probability of a recession, albeit from a 

low base. Geopolitics, and in particular 

the ongoing impasse between the US and 

China, is leading to a marked slowdown 

in the industrial economy. Furthermore, 

we believe there is little impetus for 

corporate investment to increase in the 

short term.  

Signals: short-term indicators 

Market sentiment is broadly negative and 

there has already been a significant 

rotation out of equity and into bonds 

over the summer. There is therefore a 

Performance (28 September 2016 to 31 July 2019) 
Multi-asset strategy (sterling moderate risk) 

Source: Saranac Partners. 
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limited risk of disappointments in terms 

of negative macroeconomic data.  

Equity valuations are neutral and far 

from expensive or speculative. However, 

earnings growth forecasts for 2020 have 

been largely untouched despite reduced 

growth expectations for 2019. As a 

result, consensus expectations appear 

high and it is probable there will be 

earnings downgrades in 2020.  

Bond yields have fallen sharply in recent 

months and are at record lows in some 

countries. As a result, there is a 

possibility that yields have fallen too far 

and too fast and may rebound in the near 

term if the risk of recession declines.  

In aggregate and as a broad indicator, 

our risk appetite lies between 3 and 4 on 

a scale from 1 to 10. We are therefore 

cautious on the near-term outlook, but 

not outright bearish.  

 

For a moderate risk portfolio, we hold 

around 40% in fixed income, 35% in 

equities and 25% in alternative assets 

(gold and hedge funds).  

These allocations exclude the option 

strategy, which protects about half the 

equity exposure, significantly reducing 

the risk. Furthermore, the allocation to 

alternative assets is unusually high due to 

the late stage of the cycle and ultra-low 

yield environment. 

We maintain our core equity allocation 

this month but have finished 

implementing the put option strategy 

designed to protect against potential falls 

in the markets. This is in addition to the 

steps we took last month to de-risk the 

equity allocation by reducing our 

exposure to emerging markets and Asia 

ex Japan, and redeploying capital in the 

US. 

Having reduced the risk exposure in the 

equity component of portfolios, we have 

now taken the decision to de-risk the 

fixed income allocation.  

Specifically, we have reduced our 

allocation to high yield markets and 

emerging market debt.  

Credit spreads are a key indicator of 

rising stress and the risk of recession – to 

date, these spreads have been quite 

stable. Our decision to reduce high yield 

and emerging market exposure allows us 

to lock in gains before any possible 

widening in spreads.  

We have reduced our exposure to 

emerging market debt by reducing our 

holding of debt priced in local currency. 

A strong dollar is a headwind for 

emerging market assets, lifting the cost 

of US debts and in general triggering 

restrictive monetary conditions. 

However, we have maintained our 

allocation to emerging market debt 

priced in US dollars. 

The proceeds from these sales have been 

reinvested in investment grade credit, 

where the risks of default or widening of 

spreads is significantly lower.  

In considering our fixed income 

allocation, we are conscious of the speed 

and extent of the fall in bond yields and 

the possibility of a rebound in the near 

term if the outlook improves. We are 

therefore focused on short-duration 

investment grade credit, which is less 

sensitive to any rise in yields.  

 

Last month we mentioned using a call 

option strategy to participate in any 

further rise in gold prices. We have been 

monitoring prices but have not executed 

the trade as we have not seen an 

Asset allocation 
Multi-asset strategy (sterling moderate risk) 

Developed market 
equities 31%

Alternatives 21%Emerging market bonds 9%

High yield bonds 8%

Government bonds 9%

Investment grade bonds 11%

Commodities 5%

Emerging market equities 4%

Cash and equivalents 2%

Source: Saranac Partners. 

Emerging market debt (hard vs local currencies) 
Emerging market debt in local currencies has been outperforming hard currencies 

Source: Saranac Partners, MSCI. 
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appropriate entry level. We will continue 

to monitor and consider the 

implementation of this strategy. 

Portfolios currently have around a 20% 

allocation to alternatives (excluding 

gold). Despite the cost of such strategies, 

we believe this allocation is high but 

justifiable given the expected returns for 

many conventional asset classes. This 

allocation consists of a combination of 

hedge fund and alternative risk premia 

managers. We have specifically identified 

strategies which have low correlations 

with conventional asset classes. These 

investments have been accretive to 

returns in 2019.  

 

The US dollar has remained a strong 

currency, despite the pivot by the Fed 

from raising interest rates to cutting 

them.  

Relatively strong US growth, together 

with expectations of further quantitative 

easing from the ECB and a global easing 

in monetary policy means that the dollar 

has continued to perform well on a 

relative basis.  

A strong dollar acts as a headwind to 

emerging market assets, which underpins 

our rotation out of both emerging 

market equities and debt.  

For sterling investors, Brexit continues 

to be the key driver of sterling 

performance.  
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Kingdom may be restricted by law and therefore persons into whose possession any such documents may 
come should inform themselves about and observe any such restrictions. Saranac Partners Limited is 
authorised and regulated by the Financial Conduct Authority. Any personal data you disclose to Saranac 
Partners will be treated as confidential and will be processed in accordance with our Privacy Notice which 
can be found at www.saranacpartners.com 

 

OECD leading indicators 
The OECD composite leading indicator highlights the recent loss in economic 
momentum, with the trend line dipping below 100. This level represents the long term 
potential level of economic activity, and is helpful to identify turning points in the 
business cycle. 

Source: Saranac Partners, MSCI. 
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