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The ﬁrst half of last quarter was dominated by heightened volatility around the US
election as markets came to terms with an unexpected result and the prospect of
protectionism, seen as damaging to corporate earnings. In contrast, the second half saw
a calming of markets, with investors looking to the impact of tax cuts and spending
plans suggested in the then President-elect’s proposed economic policies. The prospect
of US interest rates rising has increased as a result and the US dollar has strengthened.

Alexander House
James Street West
Bath BA1 2BT
Telephone 0345 128 6699
www.parallel-im.co.uk

The new US administration’s proposed changes have been viewed as positive for not
just the US but for global growth, corporate earnings and developed market equities.
Apparently undaunted by the political, monetary and ﬁscal uncertainty in Europe, most
developed equity markets have subsequently claimed new all-time highs. Even the
Japanese market ﬁnished the year ahead, despite a poor early start to the year, though
more as a consequence of further Yen weakness against the US dollar, which beneﬁts
Japanese exporters.
Funds investing in Global Emerging Markets (GEM) equities or debt (ﬁxed interest)
have suﬀered outﬂows of around US$14bn* following the US election, as exporting
businesses anticipate headwinds from the new administration and a strong dollar
makes the US a more attractive home for investment than domestic GEM currencies.
However, as the year drew to a close the rise in the US dollar’s value slowed and
investors began to take a more sanguine view of the likely timescale and impact of any
threatened trading arrangements.
In December, as the outlook for US growth improved, the Federal Reserve resumed
hiking US interest rates with the prospect of further increases during 2017. This resulted
in weakness in the US Treasury market, and had a knock-on eﬀect in global ﬁxed
interest markets where we had already adopted a cautious approach. This ‘game of two
halves’ was of course reﬂected in the performance of our portfolios, with the higher risk
components languishing at the start, before recovering towards the end of the quarter.
We believe that valuations in many parts of the market remain stretched and political
risk remains an issue, but they are now better supported over the short term by the
prospect of ﬁscal stimulus and, as such, present opportunities, although remain
susceptible to disappointment.
* The Financial Times, 29 Dec 2016
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Market Insights
The big questions for 2017 might be whether Donald Trump
can deliver on his taxation and spending pledges and, if
successful, does this reinvent the current business cycle
or simply postpone its end?
Whilst global growth appears to have caught up with the current
supply of oil, supportive monetary policy continues in Japan and
also, for the moment, in Europe. Leading indicators in Japan
appear to be signalling the emergence of domestic growth, which
should supplement the prospects of exporters boosted by the
recently more favourable exchange rate.
With the prospect of ﬁscal stimulus and the penalty-free (?)
repatriation of capital boosting the earning potential of many
businesses in the world’s largest economy, we are now more
comfortable with the outlook for equities over the next twelve
months. We currently favour US equities over other global
markets as, whilst we believe that demand in the global economy
will grow by way of the ‘trickle-through’ from the US stimulus,
the potential for downside risks outside of the US is greater,
particularly if de-liberalisation of trade creeps in.

That said, the relatively attractive valuations on GEM stocks
with exposure to domestic growth prospects may provide an
opportunity, as would the traditional GEM exporters if the strong
US dollar allows America to continue consuming cheap imported
goods without penalty.
With improving US growth prospects and an already tight labour
market it is now expected that the Federal Reserve will hike US
interest rates three more times during 2017, rather than the twice
anticipated prior to the election.
The eﬃcacy of US ﬁscal stimulus, through rewriting the US
corporate tax code, personal tax give-aways and increased
government spending, and how this compares with market
expectations will not be known for some time. This suggests that
we have a window of opportunity to beneﬁt from the Trump-rally,
whether expectations are met or not, though given the myriad of
challenges in 2017 we expect a number of ‘bumps in the road’.

At present, this threat makes us a little more cautious of global
emerging markets (GEMs) ahead of clariﬁcation on the direction
of travel. Prospects of a signiﬁcant Chinese currency devaluation,
already ﬂagged by state oﬃcials, may also limit the upside from
the region as a whole, as would any restriction on access to the
US market in retaliation to such a move.

Japan In Focus
For a very long time the Japanese economy has been a
manufacturing economy which has relied heavily upon exports.
Companies in this sector always do well when the currency is
weak and recent gains in the Japanese stockmarket reﬂect this.
However, the Japanese economy is going through a structural
change from a regulated to a deregulated economy and from a
manufacturing to a service-oriented economy. There are three
primary areas which are driving this change: the increasing
medical and long-term care needs of an ageing population,
changing consumer lifestyles, and the rise of the internet as
a consumer sales channel.
Although the change is somewhat akin to a super-tanker
altering course and so will take time, we believe that the best
long-term investment opportunities in Japan are to be found
in domestically-focused companies that seek to exploit and
beneﬁt from these changes.
In some of our portfolios we provide exposure to such
companies through the AXA Framlington Japan Fund and the
Legg Mason Japan Equity Fund. Chisako Hardie, the manager
of the AXA Framlington Japan Fund recently stated, “although
this (currency led) trend is still continuing we believe it will
change soon and small long-term growth businesses will start
attracting investors’ attention”.
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Japan’s percentage of population over 65
is growing faster than any other nation:
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Investment Views
Asset Class

Current View

Comment

Equities

The promise of ﬁscal stimulus in the US should prove supportive for both US and global
corporate earnings, and push out the likelihood of recession into 2018. Given the potential
for equity gains over the next 12 months we are encouraged to add selectively but remain
conscious of the downside risks & uncertainty, particularly further out.

Fixed Interest

With the rising interest rates in the US and inﬂationary pressures growing in the UK we see
little upside in either US Treasuries or UK Gilts. We continue to focus on defensive qualities
in the corporate bond sector and an opportunity to add to the asset class once rates
approach a new equilibrium.

Property

Whilst property has already signalled late cycle characteristics, extending the business cycle
should protect capital values. The asset class is well supported by real yields and Sterling
weakness may present an attractive return point for overseas investors, boosting demand.

Commodities

Hard industrial commodities have seen a speculative rally on the prospect of US and
Chinese stimulus after producers closed much of the previous overcapacity. Oil has rallied
as increasing global demand has reduced the eﬀect of oversupply supported by the OPEC
agreement on limiting production.

Absolute Return

Absolute Returns funds should provide a useful diversifying tool to reduce portfolio risk but
also the opportunity to achieve positive returns in what may prove to be a ‘bumpy’ period
over the next 18 months should the new US proposition disappoint.

Cash

With a negligible return on cash we see the asset class as a tactical holding given its
defensive qualities ahead of potential politically-driven volatility in asset markets.

Equity Regions

Current View

Comment

UK

Ongoing Sterling weakness should provide a further ﬁllip to companies with overseas
earnings and encourage M&A activity by overseas buyers, scenarios that lend themselves
to further upside. However, that same risk of Sterling weakness also highlights the relative
attraction of overseas equities to UK-based investors.

US

Tax cuts and increased spending may improve growth prospects and with them both interest
rate expectations and strength of the US dollar. Whilst this should present an opportunity
we are cognisant of downside risk and believe it would only pay to add selectively and
ensure that we are well diversiﬁed by investment style.

Europe

The ECB has signalled it will tighten monetary policy as Europe begins to emerge from its
economic malaise, whilst recent questions over bank solvency also appear to have been
addressed. However, political uncertainties continue and we therefore remain cautious
despite the low relative valuations.

Japan

A reduction in spare capacity and nascent signs of growth in wages suggest that the
Japanese labour market may be tightening as the economy begins to grow, but we remain
cautious based on the impact of Yen weakness on Sterling returns.

Asia Pacific and
Emerging Markets

Strength in the region’s service sector and evolving domestic consumption still suggest
opportunities, and whilst the EM ‘world factory’ may also beneﬁt from ﬁscally stimulated
US demand it also faces the risk of US protectionism.

KEY:
Positive

Neutral

Negative

NOTE: The opinions expressed in this document do not constitute investment advice or a recommendation nor investment research
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Portfolio Overview
Performance (%) for the period ending 31 December 2016
Quarter

1 Year

3 Years

Since Launch*

Defensive Growth

0.76%

4.91%

10.55%

17.32%

Parallel Multi Asset B

Conservative Growth

1.03%

5.00%

14.42%

27.77%

Parallel Multi Asset C

Cautious Growth

0.96%

7.67%

19.60%

38.14%

Parallel Multi Asset D

Balanced Growth

1.16%

9.29%

24.85%

49.30%

Parallel Multi Asset E

Adventurous Growth

1.04%

11.73%

26.16%

51.12%

Parallel Multi Asset F

Global Opportunities

1.55%

15.49%

29.01%

51.87%

Parallel Multi Asset B Income

Conservative Income

1.38%

7.05%

15.54%

23.66%

Parallel Multi Asset D Income

Balanced Income

1.42%

11.47%

22.16%

41.73%

2.67%

15.45%

24.96%

53.34%

Portfolio

Descriptor

Parallel Multi Asset A

Socially Responsible Growth
Figures quoted net of management fee. Source: FE Analytics

*Inception date: 1 April 2012

Fund Selection: Contributing Funds

Fund Selection: Detracting Funds

Fidelity American Special Situations – This Fund beneﬁtted
from its exposure to IT, Financial, Industrial and Healthcare stocks
following Donald Trump’s victory in the US Presidential election.
The Fund is relatively concentrated and seeks to invest in companies
that are undervalued with a strong balance sheet or resilient
business model.

Legg Mason Japan – During the quarter there has been
signiﬁcant weakening of the Yen which has beneﬁtted large-cap
manufacturing, cyclical and ﬁnancially-focused stocks. As the
Fund is positioned towards more domestically focused names
and is denominated in yen, short-term performance has been
disappointing for sterling-based investors, although recent
performance has begun to improve as fundamentals return.

Artemis Global Income – The outcome of the US Presidential
election has acted as an accelerant for the trends associated with
stronger economic growth, established earlier in 2016, facilitating
a rotation from a deﬂationary to reﬂationary world. These
conditions are favourable to value investors who seek underpriced stocks in cyclical industries and are welcome following
the Fund’s underperformance during H1 2016 when stocks with
bond-like qualities were more in favour.

Premier Pan European Property – Sentiment towards UK real
estate, particularly in London, has been negative since the Brexit
referendum and continental European property securities have
recently experienced weakness given higher bond yields and
inﬂation expectations. However, we remain conﬁdent that investing in shares of quality real-estate companies supported by supply
and demand fundamentals will reward investors over the long-term.

Portfolio Activity
A summary of some of the main changes during the quarter:
Increase in exposure to infrastructure – we have increased
our exposure to this sector in the belief that governments across
the global economy will deploy ﬁscal stimulus in order to boost
economic growth. We introduced the Lazard Global Listed
Infrastructure Fund which is a defensive, low-volatility strategy
that invests in a global range of ‘preferred infrastructure’
companies that are regulated monopolies.

Reduction of ﬁxed interest allocation – we have reduced
our overall exposure to ﬁxed interest on the basis that the central
banks of a number of developed economies are gradually moving
closer to a higher interest rate cycle and believe that better
opportunities exist within the equity markets.

Risk warnings
Investors should be aware that past performance is not a reliable indicator of future results and that the price of shares and other investments, and the
income derived from them may fall as well as rise and the amount realised may be less than the original sum invested. The content of this newsletter is
for your general information and use only, and it reﬂects the general market view of Parallel Investment Management Ltd., and should not be interpreted
as recommendations or advice. The content should not be relied upon in its entirety and shall not be deemed to be, or constitute, advice. Although
endeavours have been made to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is
received or that it will continue to be accurate in the future. No individual or company should act upon such information without receiving appropriate
professional advice after a thorough examination of their particular situation. We cannot accept responsibility for any loss as a result of acts or
omissions taken in respect of the content. The value of your investments can go down as well as up and you may get back less than you invested.
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