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As this is the first issue of Fund Strategy in
2015 I can only start by offering the panel a
belated happy new year!

The start of a new year always offers up a
chance to look ahead at what the coming 12
months may bring, but predicting markets
is always somewhat of a fool’s game. Also,

I am not expecting our committee members
to have had an epiphany and altered all
their views just because the year has
changed.

However, already a lot has happened
this year. The European Central Bank's
announcement of a €60bn-a-month
monetary stimulus programme to fight
deflation and the Greek left-wing
alliance Syriza's election win are just two
important events that have occurred since
the majority of the panel last expressed
their views.

So what are the key things to be
considering this year? For example, after
a strong year last year, can commercial
property continue to offer decent returns?
And, on the flip side, after a weak 2014,
can UK smaller companies recapture their
form of 20137

Then there is the oil price. The
plummeting price of black gold is set to
create a divide of winners and losers,
especially within global emerging markets.
The net oil importing nations, such as
India, South Africa and Turkey, are all
beneficiaries of the lower price, while the
oil exporters, such as Russia, Nigeria and
Venezuela, are being hit hard.

And what about Japan? After Shinzo Abe’s
snap election win in December, will 2015
be a good year for backers of the country?

Away from equities, there is the good old
fixed income conundrum. Last year all the
experts got it wrong (again), saying 2014
would be the year of rising bond yields. So
will 2015 prove the same, or are you a fixed
income bear?
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There has been a marked pick-up in volatility since last summer as
global growth began to falter and deflation returned to the eurozone. So
we begin the year with economies once more at very different points

of the business cycle. The US, having ended tapering, should be able to
sustain its recovery. The snap election win by Abe in Japan provides the
necessary support for further reform. Meanwhile the ECB seems to have
been forced into sovereign QE, albeit late in the day. The question now
is whether this can reflate the eurozone economy as well as asset prices.

My preference is to invest where there is value rather than momentum JOhD
and our favoured equity markets continue to be Europe and Japan. .
- Al Al
Normalisation is the challenge for bond managers. We favour those that i ﬂl%b@“)(%@
can hedge interest rate and duration risks. Finally, a period of higher HEAD OF
volatility will provide greater opportunity for active fund managers. As a MULTI ASSET,
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result, | would expect to see dispersion rise among the fund sectors, with
a greater division of returns between winners and losers
CC We have QE in Europe, Syriza winning the Greek election, US interest
rates expected to rise and the conundrum of where the oil price will
settle: 2015 has started with some big questions and big events. In
addition, areas of the fixed interest market are valued as close to their
highs as ever, while equities are not screamingly cheap. With so many
forces at play, trying to asset allocate has never been harder, The drop
in the oil price is likely to be a big influence this year and on a scale to
cause major shifts in the global economy, at consumer, business and

Tim

country level. Where oil is an input cost there is a benefit, and focusing
o g on these areas makes sense, while those areas dependent on a high oil
Cockerill P |
= price for success are best avoided. Fixed interest surprised everyone last
Hgﬁn 0; year but this year will be more subdued. Equities need an improving
COLLECTIVE y 9 .
economic outlook; without it, 2015 could be the year when the best
RESEARCH, K, V : year wner h ]
ROWAN companies are sifted out from the also-rans — quality and strength of
DARTINGTON  halance sheet is going to be important — stockpicking will be crucial

We think this will be a problematic year for investors as the worldwide
recovery is proving to be patchy, although there are growing signs of
hope in the US. Deflationary pressures, particularly in the eurozone and
possibly in the UK, will continue to weigh heavily on momentum. Falling
commodity prices, a lack of demand over supply and the current oil price
dramas all add to the uncertainty. It might be easy to conclude that there
are few real investment opportunities, but we feel that in an environment
such as this there will continue to be tactical opportunities and good
fund pickers will continue to find reasonable returns. Themes we believe
will offer benefits are those that benefit from falling oil prices, such as
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consumer discretionary and transport, as the price at the pumps f HO beTT_bOH
through into household budgets. Japan and Europe look set to benefit CEO,

from the lower oil prices. Financials is a theme we continue to su g{,‘annsggnm

is global equity income investing. Funds we favour include Lin I
UK Equity, Hendersons European Focus and Baillie Gifford Japanese fund.
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One month into 2015, panel
members reveal whether their
outlook for the year has been
changed by recent global events
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Looking ahead, our forecasts show
another year of sub-par global growth

at 2.8 per cent in 2016, with US activity
moderating in response to higher interest
rates and a stronger US dollar. Growth

in China also eases down and when
combined with the US, offsets a minor
upturn in Japan and the eurozone in
response to further central bank easing
and currency depreciation.

In terms of risks, three out of our seven
macro scenarios are biased towards
the deflationary side, such as Eurozone
Deflation and China Hard Landing. The
former assumes weak economic activity
weighs on eurozone prices with the
region slipping into outright deflation.
The latter focuses on the collapse in
house prices as efforts to deliver a soft
landing in China’s housing market fails.

At this stage, markets are in a
dislocation phase which occurs whenever
there is a sharp fall in a price linked to
incomes. This phase could well continue
until oil prices stabilise. Ultimately
though we see developments in the oil
market as creating upside risk for the
world economy in 2015 through stronger
growth alongside lower inflation.

The US continues to be one of our
favoured markets as it is still a driver
of global growth. Strong third quarter
earnings from US companies provide
fundamental support for the market’s
fair-to-expensive valuation ratios.
Looking ahead, corporate profit margins
are likely to come under pressure as
wages pick-up. However, we believe that
investors will continue to be attracted
to the market given the superior growth
opportunities in the US.

Share repurchases are slowing but we
see greater likelihood of the strong cash
flows held by companies being deployed
for mergers and acquisition activity.

THE INDEPENDENT VIEW

CHIEF ECONOMIST AND
STRATEGIC, SCHRODERS
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