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Have investors got the taste for emerging markets once more? ¢
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With the general election looming next
month the Fund Strategy Investment
Committee has been looking at the likely
impact the campaign, and the election
itself, will have on markets and portfolios.

The latest polls show that one party
winning a clear majority is an unlikely
scenario. This means the nation must
turn to the prospect of another coalition
- perhaps accompanied by another cosy
announcement in the Number 10 garden.

If that proves to be the result, the
guestion remains: what would such a
coalition look like and which party will
take that second place, with the Scottish
National Party vying for a place alongside
Ukip and the Lib Dems?

What seems certain is that until the
result becomes clear the UK markets are
in for a rockier ride, with volatility likely
to rise. Winning and losing companies and
industries will emerge from various policy
announcements coming from all parties.
Future crackdowns on the banking sector
or energy firms, for example, if announced
in party manifestos, are unlikely to go
unnoticed by the markets.

Many will choose to ride out this
potentially painful volatility in the hope
that, once election day has come and gone,
markets will settle. They are banking that
their bets, based on the fundamentals of
markets and companies, will be borne out
after election fever has passed.

However, the election period might not
all be doom and gloom: last month’s Budget
- seen as the Tories’ big chance to win
over more floating voters - sent the FTSE
rushing past the 7,000 mark. The rise was
due to buoyed investor sentiment as well as
an uplift for some financial firms.

Whether you're taking a long-term view
or hoping to make short-term profits off
the back of volatility, one thing's for sure -
there’s unlikely to be a dull moment.
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The most unpredictable general
election in recent times could
give the stockmarket a volatile
ride. Should investors sit it out?
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The most important piece of

information in the Budget from the
macro perspective was that the Office for
Budget Responsibility now expects the
Government debt to GDP ratio to fall in
the next tax year as opposed to continue
rising as it expected beforehand.

This does not have any major economic !
implication per se but what it does mean
is the Conservatives are now able to
claim that they are basically going back
down the tunnel at half time, having put
in a solid performance in the first half.
That was much trickier to do before and
so at the margin I believe that this raises
the chances of a Conservative-led win in
the election.
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The idea that a general election in (little) UK normally has a material
impact on the investment outlook is not one to which we subscribe.

For instance, everyone says the correction in London house prices and
the sharp pullback in sales is down to 7 May, whereas in our view the
boom of the past few years was down to the Russians and Chinese; and

the same for the fall. They are not bothered by our election. However, in
Greece the stock market fell 40 per cent in the year to its general election
in January - even though the economy was strengthening. So there
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of next month. As at 18 March: there is still disinflation/deflation, China
is still slowing down, the dollar is still in a bull market, and commaodities

continue to collapse. This is what is driving our decisions, not the Dave =~ MANAGING If the current coalition were to remain

and Nick vs Ed and Nicola show. So, we continue to like US Treasuries ?5§§$;?“; in government after the election, then
and other assets that have collapsed, such as Greek stocks. When oil  payvis wearTH this budget implies a little bit less
bottoms, on that hard-to-predict date, we'll move into Russia shares. MANAGEMENT austerity over the next parliament than

was expected previously.
I calculate it at 4.5 per cent of GDP as
opposed to the 5.3 per cent expected
before. The main part of this is that the
austerity would simply end a year earlier
- in 2018/19 rather than 2019/20. So,
given a continuation of the coalition, or |
Conservative-led government of another
kind, that is very marginally pro-growth, '
pro-equities and anti-bonds compared
to previously.

May’s election looks the most uncertain in recent history. If there’s one
thing markets hate it's uncertainty, so some volatility seems likely. The
3udget has reduced the gap between Labour and Conservative spending
plans. From an economic point of view the difference between the two
main parties is now less marked. However, neither side is likely to win

a majority so we'll probably see a coalition or a minority government
The junior partner in any coalition could have a big impact. If the SNP

or UKIP were involved there would be question marks over Scotland’s
membership of the UK or the UK's membership of the EU. This could

lead to uncertainty even after the election. Volatility may therefore be

Deverell

more significant in shares of companies that trade with Europe. We may

Note though the big picture here is that

INVESTMENT also see big movements in sterling and gilts. Looking further ahead, we the UK still faces a large fiscal headwind
Bolm‘:gfl:i would expect equities to recover, as they generally look reasonable value. over the next few years, which should act
ASSET However, gilts already look expensive, and uncertainty could make them to suppress GDP growth, interest rates
MANARGEMENT ook more risky and could have a longer-term impact. and the exchange rate.

The UK election is looming, and according to popular polls carried by
the national papers an overall majority for either political party seems
unlikely at this stage. The latest odds from the spread betting companies
denote a similar tale and the difficult task of forming a credible coalition
What's more, as the final Budget of this parliament showed, the room

for wriggle in terms of fiscal spend for whoever takes the keys to No. 10
remains limited. In the meantime, the FTSE 100 index has broken the
7,000 level, surpassing the previous late 1999 all-time high. No doubt
helped by the falling oil price, which will more than likely provide a
greater global economic stimulus than any money printing schemes,
allowing real growth to be revised upwards this year and next. As

the major driver of inflation, the decline in energy prices should be
positive for consumer demand. Despite the positive economic news, the
uncertainty of the election outcome will, at the very least, have some
effect on overall sentiment leading up to the ballot box in early May.
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