
AUTUMN OUTLOOK 

REVIEW OF THE PAST QUARTER:
The summer quarter was dominated by the “will they, won’t they” speculation 
over the Scottish independence vote. As polls narrowed, politicians panicked 
and the share prices of major Scottish companies wobbled, before we ended 
up with the result that most people had been predicting all along. While a 
yes-vote would have led to a great deal of uncertainty, a no-vote has left 
many unanswered questions, thanks to the Westminster parties’ promises 
of devolution max – this has led to the possibility of greater powers, not just 
for Scotland but for other regions as well. It is possibly for this reason that 
markets failed to rally on the back of the no-vote.

The eurozone disappointed again, with revised 12-month GDP figures to 
the end of July showing growth of just 0.7 per cent. A best-case scenario 
suggests a growth rate of just 0.3 per cent for quarter three. With inflation 
low at just 0.4 per cent and unemployment at 10 per cent, things will remain 
difficult for some time, making the poor performance of European markets 
understandable. It is too early to say whether the cut in rates by the ECB 
in June has had any appreciable impact; however, the longer the current 
situation continues, the more likely further monetary stimulus appears.

In contrast, US GDP figures showed an annualised growth rate of 4.6 per 
cent, despite the poor figures from the first quarter of -2.1 per cent. With 
the first quarter’s figures appearing to be nothing more than a weather-
induced anomaly, the US economy seems to be gaining momentum.

THE ACTUARIAL VIEW: 
Market behaviour has been lacking in any excitement or volatility for some time now. 
These modest changes to the market have resulted in only minor changes to our 
strategic models. Talk about interest rate rises is rarely out of the news and it is now 
widely agreed that these will be seen in the US and UK earlier than had been initially 
anticipated. The interest rate market itself has hardly responded at all, with rates 
remaining flat.  

As a result of this, there is a slight advance in the prospect for equity markets and 
accordingly we have slightly increased our weightings to UK equity. This has been 
balanced by an increase in index-linked gilt exposure and a drop in UK government bond 
exposure. This shift is more pronounced in the shorter term and lower risk portfolios. 
For low-risk portfolios, we have been reducing the allocation to cash as markets start 
to normalise. In the high-risk, long-term portfolios, where there is no fixed income 
exposure, we are generally happy with our allocations and have not made any changes 
to the models.
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WHAT TO LOOK FOR IN Q4:
• Fallout from the Scottish referendum: Following the no-vote, David Cameron has alluded to the fact that not only Scotland, but England, Wales 

and Northern Ireland may have greater powers devolved to them. As yet, there is no timetable for reforms or clarity regarding exactly what they 
will be, but the impact is potentially huge. On the one hand, the US proves that federalism can be successful; on the other, Spain and the eurozone 
as a whole illustrate the dangers.

• Consumer Price Index Figures: Figures will be released on 14 October, 18 November and 16 December. Previous figures showed inflation at a 
five-year low and they have now been below target for eight consecutive months. More concerning than the inflation figures, however, is that wage 
growth is even lower. Increases in either of these will be studied carefully as they may indicate the Bank of England will bring forward a rate rise.

• Bank of England Monetary Policy Committee Interest Rates: Due on 9 October, 6 November and 4 December. Although a rise in the near future 
looks unlikely, two members voted for a rate rise in the most recent meeting and commentators will be watching closely to see if this changes.

• ECB Governing Council Meeting Decision on Interest Rates: The next announcements are due on 2 October, 6 November and 4 December. Further 
cuts to rates are unlikely, but the ECB may decide to increase monetary stimulus to boost the eurozone.

• US GDP Figures: An advanced Q3 estimate will be released on 30 October, a second estimate on 25 November and a third on 23 December. Q2 
figures were very strong and commentators will be looking for further indicators regarding the strength of the US recovery.
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ASSET CLASS SCENARIOS:

UK EQUITY

Most Likely: The UK equity market has been essentially flat this year, 
despite a number of geopolitical concerns such as war in Ukraine and the 
Scottish referendum. It is most likely that this subdued period continues 
as there is little sign of substantial earnings growth to move markets 
higher. Earnings per share have come in below expectations this year and 
P/Es are subsequently higher than expected. A strengthening pound is 
likely to limit earnings growth over the next few months, assuming the 
market continues to expect rate rises in early 2015.

Worst Case: Most economic news in the UK has been positive this year, 
and any deterioration in the numbers could give a shock to markets. A rise 
in unemployment would be particularly disturbing and could see markets 
come off. An early rate rise would also likely see a sell-off, as investors 
dial back their equity exposure in favour of lower risk assets.

Best Case: If the ECB carries out a substantial QE programme, this is likely 
to cause a surge in European and British markets, given the importance of 
the eurozone as a trading partner for this country.

GLOBAL EQUITY

Most Likely: The recovering US economy, which is worth 50 per cent of 
the developed world’s market capitalisation, is likely to continue to push 
global equities higher. Europe will likely rise too on the back of loose ECB 
policy, although the extent of this policy is not yet clear. Returns will likely 
be positive but low, with spikes up or down surrounding any indications 
from the Fed on the timetable for rate rises. We expect these to be pushed 
back further, meaning the general direction for equity markets will remain 
upward.

Worst Case: US equities do look expensive and it is possible that markets 
will become unwilling to pay their current high multiples, particularly if 
economic data comes in weaker than expected.

Best Case: The best case is that markets continue their strong gains this 
year, meaning that investors have anticipated later rate rises.

EMERGING MARKET EQUITY

Most Likely: Emerging markets will probably suffer as money returns 
to the US ahead of rate rises. While some countries may be in a better 
position to cope with these fund flows economically than in the 1990s, we 
still expect a negative effect on equity markets. Some economic data from 
China is also coming in weaker than expected, which suggests there could 
be a hit to the wider indices from this direction – China makes up almost 
20 per cent of the MSCI Emerging Markets benchmark.

Worst Case: If the US raises rates earlier than expected, there will likely 
be a sharp sell-off in emerging markets. The leftist candidate winning in 
Brazil would also have a negative effect – the country makes up 11 per 
cent of the index. If the oil price continues to weaken, this will affect the 
index through the large number of oil producers listed there.

Best Case: The sector could rally if the US Federal Reserve indicates 
that it will retain its record low interest rates for longer than the market 
expects.

CASH

Most Likely: We expect rates to remain lower for longer, with no rate rises 
this quarter. This means returns on cash will remain very low. However, 
holding cash in a portfolio will likely remain attractive, given the number 
of serious risks to the markets in play and the poor outlook for fixed 
income. Inflation is currently low and is likely to remain so thanks to low 
commodity prices and low wage inflation.

Worst Case: The worst case scenario for savers is a steady erosion of their 
returns through inflation. A spike in commodity prices could cause this.

Best Case: Early rate rises could see an increase in the returns to savers, 
although given that the rate rises on the table are very slight, it is unlikely 
they would see much difference.

FIXED INCOME

Most Likely: Given that we expect monetary policy to remain loose this 
quarter, we expect appetite for the lower grades of fixed income to 
remain high. However, with prices already high, it is likely that returns 
will be limited to the coupon. Fixed interest will likely continue to serve 
its traditional purpose of supporting portfolios when equities fall on 
geopolitical risk or poor economic data.

Worst Case: The major concern in the bond market is the possibility of 
large-scale selling in the high yield market as investors seek better rates 
on safer investments, which could be on offer if interest rates in the US 
are raised early or if the market expects them to be. This could lead to 
severe losses for investors.

Best Case: The best-case scenario is minimal gains if investors take fright 
at war in the Middle East or continued social unrest in China. 

PROPERTY

Most Likely: The government has a strong incentive to support the 
residential property market ahead of the next general election, so we do 
not expect any serious correction. However, prices are likely to drift down 
in London and the South East as the effects of new mortgage lending rules 
come in. In the rest of the country, a gradually improving economy and a 
ripple effect from the capital mean price rises are possible. Commercial 
property has seen strong gains over the past three years, but we do not 
expect this trend to continue.

Worst Case: An early rate rise could see a rush for the exit from property 
funds, which could potentially lead to exit charges or even bans on 
investors selling their holdings in the short-term.

Best Case: If the economic data is better than expected, this could lead to 
further gains from commercial property, but only if expectations of a rate 
rise are proved false.


