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McLaren Capital Market Overview Q2 2014 

Introduction 

The second quarter of 2014 has continued to see generally positive performance across global markets but this 

has once again come with a degree of volatility as markets and investor sentiment have remained nervous due 

to worldwide events such as the escalating conflict in Iraq and the ground breaking interest rate decision by 

the ECB. 

Markets have still looked to the US in terms of its tapering policy, whilst ongoing debate around QE in Japan 

and potentially the Eurozone continues to be scrutinized by the investment community. The performance of 

bond markets has continued to surprise many analysts and in particular the performance of sovereign debt 

over the opening half of 2014.  

 

Alongside market performance global economies have also on the whole continued to report improved 

numbers which has undoubtedly aided growth momentum across the globe. What will now be interesting to 

see is whether the old stock market saying “sell in May and go away” remains true in 2014 given the 

somewhat unique situation that many markets now find themselves in. 

USA  

As mentioned in our last update the FED under Janet Yellin has continued tapering in line with the schedule 

mapped out in Q1 2014 and on the 18
th

 June stimulus was lowered by a further $10 billion a month although 

Yellin confirmed that stimulus is still required to boost the labour market and that rates will remain low for 

quite some time after QE ends with the latter statement being in contrast to official projection rates. 

Analysts believe that the FED’s decisions over the past few months should be seen as a success as they have 

managed to provide further fuel for both the equity and treasury markets which is an achievement given the 

levels that both are at and indeed the end of May 2014 bore witness to the S&P 500 ending higher for the 4
th

 

month in succession.   



The investment team at McLaren Capital remain consistent in our view that whilst we still fully support the US 

markets we do so with an element of caution due to the high level of current stock valuations and the fact that 

corporate earnings need to increase in line with these valuations to sustain the equity rally. As such we have 

decided to retain a significant US exposure in our portfolios and agree with the general consensus which 

suggests that the larger cap stocks are currently the safer place to be.  

UK  

The UK economy has continued to improve through Q2 and growth over Q1 has been confirmed at 3.1% year 

on year which means that broadly speaking the UK economy has now recovered to a level just below its pre-

recession peak in Q1 2008. 

This means that the big issue now facing the Bank of England is over when (rather than if) they will raise 

interest rates to ensure a sustained recovery. Recent meeting minutes have confirmed that the economy has 

improved faster than expected and this had led the BOE Governor to report that interest rate rises could 

indeed happen sooner than most expect.  

However this in itself has led commentators to question the new governor’s judgement as some of his recent 

comments appear contradictory to former press releases and so the BOE’s ongoing discussions will no doubt 

have a large bearing on how the economy continues to grow, as will the ongoing political debate in the Houses 

of Parliament as all the parties start to gear up towards the 2015 election.  

Bearing the above in mind the growth predictions for the UK economy are still higher than those for any other 

developed economy and so whilst we predict ongoing volatility in the UK markets we also retain our 

confidence in remaining invested in them and feel that our current split of large, mid and small cap exposure 

continues to offer our clients growth potential.  

Fixed Income  

In Q2 the more flexible high yield and strategic bond funds have led the way but again all have produced 

positive performance even when many analysts still fear the worst and believe that the fixed income markets 

are overdue a correction. A surprise for many has been the strength of government bond markets over the 

course of 2014 where UK, USA and European sovereign bonds have appreciated consistently.  

 



Our primary concern remains that bond managers are now looking look further and further afield in their hunt 

for yield and the knock on effect of this is an increase in prices but in general our viewpoint on fixed interest as 

a sector has remained the same.  

We still see the asset class as having significant benefits for our clients in terms of portfolio diversification and 

growth / income potential but alongside this we acknowledge the thoughts of debt managers from both the 

positive and negative ends of the viewpoint spectrum and based on their collective thoughts we retain our 

preference for strategic funds due to the wider investment mandates that the managers are able to operate 

under.  

Europe  

As we have previously commented the European Markets were one of the great success stories of 2013 

however Q2 2014 has proven to a more troublesome period for many members of the Eurozone. The strength 

of the Euro has undoubtedly acted as a headwind for earnings recovery but it also looks like investor sentiment 

has tempered somewhat over Q2. 

 

Key in the ongoing recovery is how the ECB manages the threat of deflation over the coming months. The 

recent decision to unleash a raft of measures (including negative interest rates for banks) aimed at stimulating 

the whole of the Eurozone as a collective has been met with divided opinion and time will tell how effective 

these measures are and has led many to question how far  Draghi and co are really willing to do? 

Europe retains many excellent house hold name companies that trade on a global basis and as such McLaren 

Capital retain our existing holdings in our portfolios but as with many sectors we feel the need to reiterate to 

our clients that whilst potential remains we should not expect 2013 type performance over the remainder of 

the 2014 as the Eurozone and its myriad of constituents retain significant hurdles that need to be overcome if 

the zone is to achieve a lasting economic recovery.  

 

Japan  

 

Post the tax hike in April 2014 the jury is very much still out on the ongoing effectiveness of the ‘three arrow’ 

economic reforms that are taking place in Japan. However as predicted by many analysts the immediate 



impact of the tax hikes have been short lived and the markets have bounced back well over the latter stages of 

Q2 2014. 

 

GDP forecasts have been downgraded for the remainder of 2014 but again this is broadly in line with what had 

been expected given the ongoing economic reforms. The Bank of Japan has left monetary policy on hold based 

on the belief that its policy of quantitative and qualitative easing has been a success.  

Much now depends on what Prime Minster Abe decides to do post his upcoming structural reform agenda 

which has just taken place.  

Immediate reaction to the agenda has been mixed but two areas in which analysts think there could be room 

for potential are suggested cuts in corporate taxation and a re-allocation of the giant government pension 

fund which may release holdings from Japanese Government bonds into the Japanese stock market, but as 

with the overall effect of Abernomics this remains a waiting game to see what happens. 

At McLaren Capital we remain wary of the Japanese economy’s ability to recover and so are happy to leave the 

investment decisions in the country to our multi asset managers.  

Property 

The UK Commercial Property market has continued to produce positive data over the course of Q2 2014. 

Whilst there has naturally been concern over the rapidly rising prices in the capital this has led commentators 

to observe that plenty of potential remains, especially in the secondary market, i.e. commercial property away 

from the capital and the south east. 

The ever strengthening UK economy and in particular the ever improving unemployment figures appear to be 

offering further potential for businesses to grow alongside an increase of stock coming to market as banks look 

to off load some of their lesser commercial real estate.  

This has led some commentators to suggest that the UK commercial property market is actually in far better 

health than a year ago and that based on traditional modelling forecasts this property cycle still has some way 

to go before it peaks. Indeed some suggest that prices are still circa 30% lower in the capital and up to 50% 

lower in the peripheries when compared to their previous peak in 2007. 



As with our update in Q1 2014 we continue to support bricks and mortar funds as our chosen form of exposure 

to this sector as we retain the belief that such funds will continue to offer the potential for both capital growth 

and income.  

Furthermore in a period when both equities and fixed income are potentially looking more challenging we 

believe that commercial property adds a significant layer of diversification into our portfolios.  

Asia and Emerging Markets 

As ever focus tends to remain on China amid continuing concerns over how the current administration will 

deal with China’s supposed ‘soft landing’ and the accompanying effect this will have on both countries in the 

near vicinity and those further afield.  

Developments in Q2 have included the apparent softening of the standoff in the Ukraine, rising tensions in the 

Middle East, the massive economic rally post the election in India and the contrasting developments in Brazil 

between the legions of football fans enjoying the world cup and the thousands of Brazilians demonstrating 

against a government that the majority of people expect to lose (and indeed many hope to lose) in the 

upcoming election.  

As ever in this vast geographic area the differences between the winners and losers remain substantial and Q2 

2014 has added further weight to this status quo. India has continued to rally with Modi’s new government 

enjoying an overall majority for the first time in 30 years whilst developments elsewhere have perhaps taken 

the spotlight off Russia hence its strong performance over Q2. 

 

What has become increasingly apparent is that Emerging Market Managers are really having to earn their 

living in 2014. Gone are the days of universal growth across this sector and as we have regularly reported 

whilst opportunities still exist it is by no means easy for managers to pick them on an ongoing basis.   That said 

a number of governments in these regions have already committed to significant infrastructure reforms and 

we believe that this is a positive sign of ongoing economic improvement.  

 



Alternatives  

Little has changed since our last update regarding our views on gold and commodities. Over the 2
nd

 quarter of 

2014 gold and commodities have produced the following performance (the UBS Commodity ETF tracks the 

physical price of 22 different commodities): 

 

Reviewing the above does little to change our minds and so we maintain our watching brief for the time being. 

We are aware that several fund managers are starting to dip their toes back into the water with regards to 

mining stocks but as a presenter at a recent Franklin Templeton seminar reported, is this because the sector is 

really looking up or is it simply because the stock prices have become so low that they feel it is a gamble worth 

taking?  

With no definitive proof either way McLaren Capital maintain a neutral viewpoint as we feel that investing in a 

sector or country simply because it is cheap is too risky for our clients and goes against the core principles 

upon which we select investments.  

However as with our views on China and Japan we trust our multi asset managers to be able to make an 

informed decision on whether there is value in holding Gold and / or Commodities hence the ongoing 

exposure in the likes of Troy, Ruffer and Baillie Gifford Diversified Growth.  

Conclusion  

As we enter into the summer months there is a general feeling that the markets are likely to remain relatively 

flat as traditionally this is a period in which the city tends to slow down. The ongoing trouble in Iraq and the 

stand-off in the Ukraine could potentially cause vibrations across global markets but on a macro viewpoint 

economic indicators are generally continuing to improve across global economies but the question that 

remains is over how much of this improvement is already factored into market prices. 

At McLaren Capital we will continue to manage our clients’ portfolios using the same principles as before. We 

will not attempt to time the markets or anything foolhardy like that, instead we will continue to construct 

diversified portfolios that offer our clients both growth potential and downside protection.    

 



  

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. This is not 
a promotion of McLaren Capital’s services. 

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. 
 
 
 

 


