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Introduction

The first quarter of 2017 has by and large seen positive returns from most of the globe’s stock
markets. Within this general performance there has however been somewhat of a surprise in
that the momentum of value driven investment strategies (which had performed extremely
well through the latter of stages of 2016) has seemingly stalled as investors have once again
sought out more defensive / safer sectors such as healthcare and utilities.

Global economic data has been encouraging, PMIs (purchasing manager indices) have once
again improved and indictors now suggest that global economic growth may well exceed 3%
this year. However, despite this data investors worldwide have still made the shift to the
aforementioned safer havens and this has most likely been due to the same ongoing
geopolitical concerns that have worried investors for some time as the shadow of ‘The Donald’,
alongside BREXIT in the UK and important general elections across the Europe remain heavy
on investors’ minds.

The  impact  of  future  US  policy,  both  at  home  and  abroad,  will  continue  to  have  a  sizeable
impact on global investor sentiment and with further interest rises on the horizon analysts will
of course be keeping a very careful eye on the timing of future FED decisions.  As expected,
rates were again raised in March 2017. Shortly afterwards an investigation into the link
between Trump and Russia regarding the election victory has been launched whilst big
question marks remain over whether the president will  be able to get much of his legislation
passed.

At home Chancellor Hammond delivered the final ‘Spring Budget’ and whilst a few decisions
(such as the increase in NI for the self-employed, which was subsequently reversed to avoid a
backbench rebellion) raised a few eye brows the general view seems to be that nothing
particularly untoward was announced whilst the ‘elephant in the room’ (BREXIT) was largely
ignored. Nicola Sturgeon subsequently announced that she will look to hold a 2nd Scottish
independence referendum and hot on the heels of this Theresa May set the BREXIT ball rolling
by signing Article 50 on the 29th March.

As  mentioned political  events  in  Europe are  likely  to  be  of  huge importance in  2017 with  Le
Pen in France and the VPP in the Netherlands first on the agenda. In relation to the elections
in Holland, EU leaders sighed a huge breath of relief as PM Rutte defeated Geert Wilders and
his  anti-immigration  party.  The  turnout  of  80.20%  (the  highest  in  30  years)  may  well  have
benefited the pro  EU and liberal  parties  and no doubt  those  in  Brussels  will  be  hoping for  a
similar  story  when  France  goes  to  the  polls.  From  an  economic  viewpoint,  European  PMI
surveys have shown a steady increase in confidence and if the economic data of the Euro Zone
as a whole continues to improve the European Central Bank (ECB) will have to start thinking
about adjusting its ongoing QE programme.

The vast economic regions of Japan, the Far East and Emerging Markets sectors have made
strong starts to the year although currencies (as they did in 2016) have again played a part in
this performance and as ever future returns will most likely be linked to decisions made
elsewhere and China of course remains the dominant force as it continues to navigate its path
through its ever-changing economy.
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As  we  have  mentioned  in  several  of  the  most  recent  updates  it  is  very  difficult  not  to
concentrate on all the ‘noise’ that surrounds the global political picture at the current time but
as long term investors it remains vital to concentrate on the things we know rather than trying
to second guess what may or may not happen in the future. The calendar year of 2016 was an
excellent example of the importance of ‘time in the markets’  rather than ‘timing the markets’
as whilst some observers did correctly predict that the UK would vote to leave the EU and that
Trump would win the race to the White House few, if any, correctly predicted how the markets
would react to such monumental events.

USA

As is becoming the new norm it is hard not to concentrate on Donald Trump when we analyse
the position of the US economy and markets. The president divides a country (and indeed the
world) in a way in which few have done so before but as he now has his feet under the desk we
can start properly scrutinising the effects of his policymaking.

First  off,  he  has  had to  admit  defeat  in  his  attempt  to  repel  Obama’s  healthcare  programme
and it is interesting to note that whilst many of his own party admitted that they would not
back  the  president  their  reasons  for  doing  do  were  also  divided.  Some  believe  that  the
president was going too far whilst others believe that he was not going far enough and so this
shows how difficult it could be for the president going forward with future policymaking.

We believe that the key legislation for the new administration and the global stock markets
revolves around the tax and de-regulation changes that Trump would like to press ahead with.
Whilst  it  is  difficult  to  accurately  reflect  what  markets  have  and  have  not  priced  into  their
valuations, any disruption to the aforementioned tax and de-regulation changes could have a
significant impact on investor sentiment and so it is a situation that we are naturally
monitoring extremely carefully.

Aside from the political issues the FED has, as mentioned, raised interest rates again (as was
widely expected) and US economic data has generally been acceptable with strong
employment numbers and the US indices have remained in positive territory for the quarter.

It does feel that the markets are perhaps pausing for breath to see what Trump can and cannot
achieve and future returns and volatility may well be dependent on his success or indeed lack
of it. Our investment committee does continue to see potential in the US for our clients but are
keenly aware of how investor sentiment can turn if Trump continues to make progress with his
agenda.

We therefore stick with our view that that our clients should continue to have broad US
exposure via sector / geographic specific funds, as well as global equity mandates that have
greater flexibility in terms of where they can invest. Through the combined use of such
strategies investors can maintain holdings in both domestically focused US stocks alongside US
stocks that are huge global powerhouses.
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UK

If we try and put the ongoing ‘doom and gloom’ regarding the never-ending BREXIT
discussions to one side the first quarter of 2017 has been relatively positive in terms of both
economic data and market performance in the UK.

The Bank of England raised its growth outlook for 2017 to 2% from 1.4% in January whilst the
Office of National Statistics confirmed that the UK economy had expanded by 0.7% during the
final quarter of 2016 which was a 10-basis point increase from earlier estimations. Alongside
this there have been some robust corporate results alongside M&A activity during the quarter
and further sterling weakness has continued to act as a tailwind.

Unlike their US counterparts the Bank of England have held rates at their current level but
with  inflation  jumping  to  2.30%  in  February  there  is  an  all  too  real  danger  of  prices
outstripping inflation and hence real incomes will start falling. Mark Carney appeared relatively
unconcerned by the increase but as with all such economic data the BOE will need to carefully
monitor any rising trends.

Reverting  to  politics  again  there  is  no  doubt  that  Theresa  May and her  cabinet  have a  lot  to
deal with in the upcoming months.  We cannot discount the importance of the upcoming and
highly sensitive BREXIT negotiations whilst sadly the return of terrorist atrocities on UK soil
again puts the spotlight on security affairs. Alongside this Nicola Sturgeon and the SNP are
pushing for a second Scottish referendum and whilst doubts remain over the Scottish
electorate’s real appetite for having to go through the whole affair again it undoubtedly adds to
the British parliament’s workload and further complications with its dealings with those in
Brussels.

The investment committee continues to have faith in the UK markets but acknowledges that a
tricky road lies ahead in terms of both our own Union and European negotiations. Diversity
across both sectors and market capitalisation remains highly important and as such we
continue to trust the skills of our chosen managers to navigate their way through these
potentially choppy waters.

Europe

As with  many of  the  other  sectors  the  EU region has  had a  relatively  solid  start  to  2017.  As
noted in the introduction there are several key European general elections to come in the
remainder of the year and this alongside the UK exit negotiations does mean that potential
bumps in the road remain.

Economic data has been promising, none more so than the announcement in March that PMIs
had hit a 71-month high (up from 56.0 in February to 56.7 in March) which is important as the
results were significantly higher than many analysts had predicted. February figures also
showed that job creation numbers were the highest seen for nine and a half years which is a
big step in the right direction as unemployment across the entire Euro Zone has been an
ongoing concern for many years especially in the south.

Just  as  analysts  keep a  very  close  eye on FED decisions  in  the  US,  the  same can be said  for
ongoing decisions by the ECB. The central bank’s chief economist Peter Praet recently
announced that the ECB will continue its bond buying programme until at least the end of
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2017 and reiterated that interest rates would be kept low (or could indeed be cut further) well
beyond the end of the bond purchases. The ECB does however appear to be coming to the end
of  certain  aspects  of  its  QE programme and this  in  itself  creates  potential  further  challenges
going forward.

As noted in the introduction, EU members in Brussels will have been comforted by the election
result  in  the  Netherlands  and all  eyes  now turn towards  the  French elections.  It  would  be  a
brave analyst or commentator to trust polls a great deal after the extraordinary year that was
2016  but  indicators  would  suggest  that  whilst  Le  Pen  may  win  the  1st  round  of  votes  it  is
highly unlikely that she will win the second. Time will tell. Further in the year (September),
the election focus will turn to Germany but again the EU and Chancellor Merkel will have been
encouraged by the CDU’s state election victory in the Saarland and will hope that provides an
indication of investor sentiment going forward.

Europe faces various internal and external challenges both now and over the long term but the
recent improvements in zonal economic data have been encouraging. Valuations remain
attractive versus some of the other developed nations and despite key differences between
member states’ economies, Europe is still home to various excellent companies. Our
investment committee therefore recommends that our clients retain exposure both region
specific funds and funds with global mandates that are able to invest into Europe as and when
they see fit.

Japan

The  first  quarter  of  2017  has  seen  a  steady  enough  start  in  Japan.  The  main  political  event
appeared to revolve around PM Abe’s meetings with ‘the Donald’ and whilst it remains slightly
unclear over how Trump views Japan, given the cancellation of the Trans-Pacific Partnership
(TPP) trade agreement, it would appear that the meetings went relatively successfully which
in turn appeared to boost investor sentiment.

Fourth quarter 2016 GDP figures saw growth of 1% (quarter on quarter) and the consumer
confidence index reached its highest level since September 2013, in part this was due to
decent employment figures and levels of employment income. Decent corporate results were
also declared (for the 4th quarter of 2016) with over 60% of companies reporting figures above
analyst estimates and whilst the strength of the Yen needs to be monitored carefully
confidence, as mentioned, is relatively high across the country.

Elsewhere  the  Bank  of  Japan  (BOJ)  has  reiterated  its  commitment  to  continued  forms  of
quantitative and qualitative monetary easing in their ongoing attempt to achieve the desired
price  stability  target  of  2%.  Importantly  Japan  does  not  face  the  same  political  concerns  of
various other parts of the developed world and indeed valuations remain fair value when
compared to other developed markets.

Our investment committee’s viewpoint therefore remains relatively positive on the outlook for
both ongoing economic improvements as well as market performance in Japan. As ever we
must always make our investors aware of the volatility which has historically been embedded
in the Japanese markets but if PM Abe and the BOJ can continue to evolve the country away
from the ‘old Japan’ and into the ‘new Japan’ then we believe that the country does continue to
offer investment potential.
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Asia and Emerging Markets

The main constituents of these regions have had varied starts to 2017. As ever their fortunes
are often linked to economic developments and policy decisions from across the globe and, for
some, the fluctuating value of various raw materials / commodities. If we take a snapshot of the
four BRIC nations (Brazil, Russia, India and China) over the course of the quarter we can see
that all bar Russia have performed well but the key reason for poor Russian performance was
due primarily to the falling price of oil which is a huge economic driver for the country.

India continues to impress and whilst the quarter saw the Indian Central Bank calling time on
their monetary policy easing, Indian GDP, for Q4 2016, came in at 7% year on year which was
stronger than forecast. This GDP figure was important as analysts had been concerned over
the effect of government’s demonetisation programme although perhaps the true effect of this
will be felt at a later date.

Brazil finds itself in the middle of significant political change as the new administration hopes
to bring a degree of faith and trust back to a political system that has been ravaged by
dishonesty and corruption for longer than most would like to admit.  New PM Michael Temer
has been in office for just over 6 months and whilst he faces an array of political and economic
challenges many analysts believe that if the right legislative programmes are passed then Brazil
could  start  to  once  again  offer  investors’  long  term  growth  potential.  On  that  note  it  is
interesting to report that the likes of PGIM (who are part of the Prudential Group) have
included Brazil in their current list of favourite currencies and bonds.

PMI data from China has been acceptable and suggests that growth momentum remains strong
whilst  Premier  Li  Keqiang  recently  announced  that  the  official  economic  growth  target  for
2017 will be around 6.50% which is a slight softening from the figure outlined a year before. It
is anticipated that the Chinese government will continue to inject enough stimulus into the
economy to hit their stated growth target but they must keep an extremely careful eye on their
overall debt as without significant structural reform debt could well grow to an unsustainable
level.

Given the emerging markets’ link to developed economies there can be little doubt that certain
countries continue to be concerned over the direction in which the US progresses under ‘the
Donald’. The strength of the US dollar and the US rate cycle (amongst other factors) have long
played an important role in emerging markets’ fortunes but we can now add potential trade
tariffs  /  wars  to  the  equation.  China  and Mexico look to  be  obvious  candidates  that  could  be
affected the most by any negative tariffs but given the two-way trade that goes on between
these nations there could also be negative consequences for US consumers given the vast
amount of goods that are made and then imported to the States from these two nations.

As we have noted before our investment committee has to negotiate the careful balancing act
of analysing these potential political issues versus ongoing opportunities within these highly
varied and economically diversified sectors. In line with previous updates, we still believe that
the long-term story remains compelling in both these sectors and hence, we still believe that
they warrant our clients’ attention.
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Fixed Income

Fixed income remains something of a quandary for us as whilst many of the issues that have
concerned us for some time remain in place there is a continued belief that the right blend of
debt sub-sectors can still offer clients growth / income potential, diversification and an element
of downside protection.

Despite there being both interest rate rises and creeping levels of inflation in several developed
markets most of the bond sub sectors have recorded a positive quarter. At the time of going to
press the emerging market bond sector has produced the highest level of returns through the
first quarter of 2017 but of course such returns remain heavily dependent on the currency in
which an individual invests in. That said a slight weakening of the dollar towards the end of the
quarter has helped as traditionally a strong dollar can be troublesome for many emerging
market nations.

We must also factor in the changing nature of various nations’ quantitative easing strategies
and their bond buying programmes into our analysis and the effect such events may have on
the asset class in general if any new major policy decisions are implemented.

Our investment committee remains concerned by the ability of various economies to control
their  inflation  rates  as  well  as  the  ongoing  scope  for  further  government  and  central  bank
intervention.   That  said,  we believe  that  there  is  still  a  market  for  fixed income vehicles  but
managers are having to be ever nimbler in their debt selection and must be very careful over
the quality of the debt that they invest in

Property

As we have previously reported on the raft of trading suspensions and ‘fair market value
adjustments’ that were implemented by open ended property managers after the EU
referendum have now all been lifted and the UK commercial property market has continued to
stabilise through the opening months of 2017.

Despite ongoing concerns over BREXIT and future foreign investment into the UK, inflows into
commercial property funds have picked up and in part this is due to both an improvement in
UK economic data as well  the attractiveness of a weak GBP for foreign buyers at the current
time.

As  ever  our  investment  committee  keeps  in  regular  contact  with  a  variety  of  property  fund
managers  and property  analysts  and it  has  been pleasing  to  see  a  number  of  completions  on
commercial properties of varying values both in the prime and secondary markets.

Yields remain attractive versus other asset classes and as such we continue to see value in this
sector for our clients. Expectation does need to be managed in terms of how well  the sector
can do over the course of 2017 but property remains an asset diversifier in our portfolios and
as such we believe that clients should maintain their exposure.

Absolute Return

As  we  have  commented  on  in  the  past  the  Absolute  /  Targeted  Return  sector  contains  all
manner of different investment strategies which take varying degrees of risk and given these
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huge variations it is therefore unsurprising that some strategies suit certain market conditions
better than others.

Many of  our  long standing clients  will  be  aware that  the  different  funds’  management  teams
within this sector typically attempt to make various domestic or global plays within their
strategies  and  do  so  with  different  levels  of  risk.  However,  there  is  no  doubt  that  various
economic and political events over the past couple of years have made managing such funds /
strategies harder and as such it is critical that our investment committee is able to fully
understand how such funds work so that we can fully understand both good periods of
performance as well we bad . Our investment committee continues to meet with the teams of
these funds on a regular basis to understand why they have performed in the manner that they
have and post  our  most  recent  meetings  we continue to  have faith  in  the  managers’  abilities
that we utilise in the portfolios.

The McLaren Capital investment committee therefore still believes that some of these lower
risk strategies continue to offer strong diversification benefits within our clients’ portfolios and
hence we are happy to retain our current exposure to the absolute / targeted return funds in
the McLaren Capital portfolios.

Commodities

Gold has had a strong start to 2017 whereas oil has struggled; the former (at time of writing) is
up over 6.50% whereas the latter has fallen by some 15%. January saw the start of the OPEC
planned cuts that we mentioned in our last update and whilst it may take time for these cuts to
work their way through the system the current prices do once again allow US shale producers
to make profits again (although the recent dip below $50 a barrel is potentially troublesome for
such companies).

Gold has perhaps performed well due to the slight weakening in the US dollar and we believe
that it will (as it previously has) continue to be viewed as a asset that could provide an element
of safety if global investors make the move from risk on to risk off in the future.

The fortune of other commodities continues to be based on the basic theories of supply and
demand. Many ruling parties across the globe continue to talk about various infrastructure
projects which in theory should help to continue the recent rally for this asset class but clearly
putting these plans into action remains imperative for investors to continue to gain rewards
from this sector.

Our investment committee view remains the same as per previous updates in that whilst we do
indeed see potential in this varied sector we also believe that there will be significant ongoing
volatility as so much depends on future policymaking decisions. We will therefore continue to
trust our multi asset and multi region managers to make the decisions over whether to invest
in  precious  metals  and  /  or  natural  raw  materials  and  also  believe  that  exposure  to  our
infrastructure fund can also potentially add reward for our clients.

Conclusion

Political events across the globe dominated much of 2016 and 2017 seems to be shaping up in
a  similar  manner.  Investors  have  enjoyed  a  relatively  solid  start  to  2017  but  with  important
elections in Europe on their way (both for the respective individual countries and the future of
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the EU), the BREXIT timetable in the UK and the ongoing concerns over ‘The Donald’ it would
be foolish not to recognise the potential bumps that lie in the road ahead.

Question marks do as ever remain though over what the markets have and have not priced in
to their current valuations and hence we do not yet know what effect any deviations away from
that which is predicted will have.

However,  if  we  put  political  concerns  to  one  side  global  economic  data  has  been  generally
promising  and with  the VIX index (general  sign of  US investor  sentiment  /  market  volatility)
sitting at an acceptable level various analysts do believe that this long bull run still has legs
despite the record breaking positions of several of the developed stock markets.

The  FED  in  the  US  has  once  again  raised  interest  rates  as  it  attempts  to  bring  a  degree  of
normalisation to its economy and as mentioned improving data from the Euro Zone may mean
that the ECB has to change the direction of its policies. The UK faces a raft of challenges to
ensure that departure from the EU is both structured and dignified not to mention the added
issues that could follow a 2nd referendum in Scotland.

As ever the McLaren Capital investment committee will continue to monitor global economic
developments carefully to ensure that our clients’ portfolios remain invested in suitable fund
selections and asset allocations that match both their investment objectives and their attitudes
to investment risk.
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IMPORTANT NOTES

This  market  overview contains  the opinions  of  the McLaren Capital  IMC and a  variety  of  external  analysts.  The
report does not represent a recommendation of any particular sectors or products. The information contained in
the report is for information only and should not be considered investment advice. And the information within the
report has been obtained from sources which although we believe to be reliable cannot be guaranteed.

The  information  in  this  market  report  is  provided  in  good  faith,  and  whilst  every  care  has  been  taken  in  its
preparation, no responsibility is accepted for any errors or omissions which, despite all precautions, it may contain.
The investment consulting services referred to may not be suitable for all investors. The information in this report
is limited to general information and does not constitute individual investment advice. Should you wish to discuss
your specific financial circumstances, please contact us at info@mclarencapital.co.uk.

Certain products and services mentioned in this report are subject to the legal requirements and regulations of the
relevant  jurisdiction.  This  report  is  not  intended  to  solicit  an  offer  to  buy  or  sell  investments  in  any  jurisdiction
(including without limitation the United States of America).

This report is provided on an "as is" and "as available" basis. McLaren Capital makes no representations or
warranties  of  any  kind,  whether  express  or  implied.  By  using  this  report,  you  assume  any  and  all  risks  that  this
report  and any content  in  it  may be incomplete,  inaccurate,  out  of  date or  not  meet  your  requirements.  In  no
circumstances whatsoever can McLaren Capital be liable for any direct, indirect, punitive, incidental, special or
consequential damages arising out of or in any way connected with the use of this report or any information that it
contains.

Please do not reproduce wholly or in part, distribute or publish this document without the consent of McLaren
Capital.


