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McLaren Capital Market Overview Q3 2014 

Introduction 

The summer months of 2014 have witnessed generally positive growth across the major global markets 

although there have been clear winners and losers over the aforesaid time period and this is illustrated in the 

chart below. 

 

Global geo-political events have come to the fore over the course of Q3 2014 both on an international level, 

the continuing standoff in the Ukraine and rising tensions across the Middle East, and of course closer to home 

with the Scottish referendum.   

Despite this global markets on the whole have continued to tick along (be it with a degree of volatility) with 

rising investor confidence being reported in both developed and emerging economies. As ever at McLaren 

Capital we have had continuous dialogue with a number of fund management houses over the summer 

months and whilst many now express concerns over where their managers can find value in today’s markets 

the likes of Schroders, Premier and Invesco Perpetual still believe that value does indeed remain and so in their 

opinion the global bull market still has some time to run. 

USA  

As has become the norm the global markets still appear to look to the USA for their lead and economic data 

(including strong company earnings) over this period has been largely positive and this has been reflected in 

the record heights reached by the S&P.  

The rally has undoubtedly been aided by the recent FED’s statement which basically confirmed that it will 

continue to do whatever it needs to in its attempt to ensure that the recovery stays on track. 

Very little has changed since our last update in terms of the McLaren Capital view on the US markets in 

general.  We continue to be encouraged by the majority of the data coming out from the country and there is 

no doubt that the FED’s willingness to get things done does at least bode well for the future. However it is 

impossible to ignore the record levels that the S&P has recently broken and therefore we have to question the 



value that remains within the US markets. However based on the economic recovery, the backing of the FED 

and the US’s role in the global economy we still feel confident in retaining US exposure in the portfolios at this 

time and retain our preference for funds that have a larger cap stock bias.  

UK  

As we have approached the end of Q3 2014 the news in the UK has been dominated by the Scottish 

Referendum. Prior to the election result analysts bandied around all number of forecasts and predictions but 

having looked at these (as well as the completely different predictions from the Yes and No camps) it was 

abundantly clear that no one really had any idea over the economic effects of the potential break up. A recent 

article explained the potentially vast costs of dealing with a change in legislation for Scottish pensions and the 

costs being talked about were huge. In a piece by the BBC on the 14
th

 May 2013 an accountant Ronnie Bowie 

likened the re-organisation needed as being ‘a bit like building an NHS’.  

With the Unionists winning the UK government now faces the arduous task of delegating powers to the 

Scottish parliament as well as potentially changing the way MPs vote on English affairs and the next few 

months will no doubt be very interesting to observe as there are likely to be fundamental changes to the UK 

political system. 

Away from the referendum the UK markets have been relatively flat over the summer months with both 

strong and weak data being announced from different sectors of the economy. For example official CPI figures 

showed that inflation fell to 1.6% in July which should in theory give a boost to consumers but alongside this 

the trade deficit widened by around 20% from Q1 to Q2 2014 which reflects both the strength of Sterling and 

the weakened state of many of the key economies that the UK has traditionally exported to.  

Despite the varying quality of released data forecasts by HM Treasury still predict steady GDP growth over the 

remainder of 2014 and 2105 and alongside this they also a predict a continuing reduction in unemployment. 

The McLaren viewpoint is relatively similar to our view on the USA in that whilst we remain cautious over value 

within the markets we still feel that the UK economy remains a place for fund managers to invest and hence 

we retain our exposure to UK funds within the McLaren Capital portfolios.  

Fixed Income  

Fixed Income as a sector in general has continued to confound many analysts who predicted that the ‘bond 

bubble’ would have burst some time ago now.  UK Gilts in particular has been a sector open to much derision 

by many experts over the course of 2014 but over Q3 has managed to outperform the UK Corporate, Strategic 

and High Yield sectors. 

 



It would appear that the key driver behind the performance of fixed income and gilts in particular over Q3 

2014 has been the escalating conflicts in Eastern Europe and the Middle East as this has affected the level of 

risk that certain types of investors are willing to take.  

At McLaren we still see the asset class as having significant benefits for our clients in terms of portfolio 

diversification and growth / income potential. We also fully appreciate that certain types of bonds are trading 

at unsustainable values and as such we retain our commitment to flexible strategic bond managers who are 

able to pick and choose where to invest across the fixed income spectrum. 

Europe  

Q3 2014 has seen a return to significant levels of volatility and differing fortunes across the Eurozone. In part 

this has been due to concerns over the situation in Ukraine but it has also been due to the release of worrying 

economic data from both the continent as a whole and individual countries. 

 

Inflation across the Eurozone has slowed to its lowest level since October 2009, German GDP shrunk by 0.20% 

whilst the French economy has seemingly stood still and Italy has headed back towards recession.  

Many commentators believe that the runaway success that Europe as a whole had over the course of 2013 

was in part due to investor momentum and that this momentum papered over significant cracks across the 

Eurozone as a whole. Major issues such as huge unemployment remain and it was perhaps only a matter of 

time until investors started looking at the overall economic picture rather than simply piling into a rising 

market. 

That said there is still improving economic data coming through from the likes of Ireland and Spain and the 

recent commitment of Draghi and the ECB to use ‘all available instruments needed to ensure price stability’ 

means that there is an increased likelihood of a QE programme being rolled out across the Eurozone. How QE 

could be rolled out across a continent rather than a single country (i.e. the US or Japan) still remains to be seen 

but the prospect of it perhaps points to renewed interests in the European markets. 



At McLaren we retain our view that Europe still offers value in certain sectors / countries and acknowledge 

that some of the world’s finest companies do indeed operate from within Europe. We do not expect to see 

returns like we did in 2013 but believe that the continent as a whole still has growth potential and so we are 

happy to continue holding a Europe specific fund for our more adventurous investors whilst we will seek 

exposure via our multi asset / region funds for our lower risk investors. 

 Japan  

Japanese markets have ended Q3 on a positive note but have continued to produce a significant amount of 

volatility along the way. Official figures showed that whilst GDP fell substantially in Q2 the actual amount was 

better than was forecast.   

 

The pressure is now very much on Prime Minister Abe to start delivering long lasting reform as his critics are 

now growing from both within and outside his own party. As mentioned in our last update he still has a 

number of weapons in his armoury, including further QE, additional tax hikes and of course the re-structuring 

of the Japanese pension fund and so if he manages these instruments correctly he may still deliver on his 

promises. 

A recent consensus of fund managers in the UK by Skandia (August 2014) indicated that Japan is currently a 

buy for a majority of the panel’s constituents and this is principally because these managers believe that there 

is more value in the Japanese market than many other developed markets.  

However through various manager meetings the McLaren Capital Investment Committee has found that whilst 

many managers consider Japan as a buy, many also believe that it is not a long term buy and hence this creates 

significant problems for advisory managers in terms of when they can buy and sell funds. Timing the market is 

often viewed as a futile exercise and is certainly something that we have never attempted to do at McLaren 

and as such we continue to trust our multi asset and multi region managers to make the call on whether they 

should be investing into Japanese stocks. 

Property 

The UK Commercial Property sector has produced steady if unspectacular growth over the course of Q3 2014. 

However in a report recently commissioned by Savills the ‘total commercial development activity index’ fell 

from 27.7% in July 2014 to 11.9% in August 2014 which is the weakest expansion figure over the last 15 



months. Despite this they also reported that UK commercial developers remain optimistic regarding the 

prospects for commercial activity over the next quarter and with funds continuing to pour into the sector we 

can understand their optimism. 

As with any sector that has had a strong run there is a division of opinion over how long the current rally can 

last. However having spoken with a number of managers who retain a strong exposure to the commercial 

property sector we have decided to continue supporting bricks and mortar funds as our chosen form of 

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

income.  

Asia and Emerging Markets 

Both sectors have in general had a largely positive period over the course of Q3. 

 

The obvious loser has of course been Russia due to their ongoing dispute in the Ukraine but other than that 

most of the major players in these regions have continued their recovery from the disaster that was 2013. 

China has continued its positive momentum (although the most recent PMI data is a slight concern), Brazil has 

benefited from the afterglow of the world cup and the hopes of fundamental policy change (although data 

released in September has significantly affected overall market performance), India continues to rally on the 

hopes of what Modi’s government can bring to the table whilst the confirmation of a new President in 

Indonesia has led to a similar rally in their markets.  

This report has alluded to the effect of momentum plays in different sectors and it would appear that both of 

these sectors have once again got the bit between their teeth as they continue to recover losses from 2013.  

As previously commented on in other market updates the days of universal growth across these two sectors 

do now appear to be behind us and so managers are having to look further afield to find the best 

opportunities. However alongside this, value does remain in both sectors (especially when compared to many 

of the so called developed economies) and when this is taken in conjunction with the demographic evolution 

of many of these nations, then the long term story for these sectors remains compelling.  



Alternatives  

 

After reviewing the above it is very difficult to have an awful lot of confidence in either gold as a physical asset 

or commodities in general. As we have previously reported it used to be possible to use such assets as a hedge 

against the performance of other asset types but in recent times this has simply not been the case. 

Due to their ongoing slumps both sectors would appear to offer (from a strictly quantitative viewpoint)   

significant opportunities but the problem remains over what a fair price really is for such companies as well as 

the ongoing demand for their services. 

The McLaren Capital Investment Committee once again maintains a neutral viewpoint towards both sectors as 

whilst we can appreciate why some of the multi asset managers use these sectors as part of an overall strategy 

we continue to 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.  

Conclusion  

Events on both a global and national scale have created a quarter in which there has perhaps been more 

market volatility than one would expect over a traditional summer. However this in itself potentially highlights 

the fact that we are currently experiencing market conditions that are anything but normal and in some assets, 

for example Gilts, we have sectors that continue to defy past economic logic in terms of their upwards 

trajectory.  

On a global scale we await to see what the lasting implications of events in Iraq and the Ukraine are, whilst at 

home the result of the Scottish referendum could still drastically change both the political and economic 

landscape of the UK. 

Whilst we will of course monitor all the aforesaid developments carefully we will still 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. 
 
 
 


