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Market Comment

Since the initial slump that hit 
markets when it became clear that 
Donald Trump will be leader of 
the free world equity markets have 
rallied strongly.  General sentiment 
has improved signifi cantly since the 
world has come to terms with another 
surprising election result.  Fixed 
income markets have struggled, 
probably due to Trump’s policy of 
funding high spending and tax cuts 
with defi cits, but overall the reaction 
for investors has been positive.  The 
rally in markets has probably been 
boosted by a positive seasonal eff ect, 
but nevertheless the extent of the 
rally has been surprising. To us equity 
valuations now appear high in many 
sectors especially given other political 
and economic news which has not 
been particularly constructive.

Positive investor sentiment in 
the U.S. has been driven by the 
expectation that large infrastructure 
investment, often promoted during 
the Trump campaign and since, will 
boost domestic economic growth. 
This expectation has ‘Trumped’ (oh 
yes!) worries about rising interest 
rates, fi scal defi cits, potential trade 
barriers and global protectionism.  
Our view on the new president 
being able to implement many of 
his policies, and their eff ectiveness 
even if he can, is uncertain but 
equally we don’t think that, despite 
his rhetoric, trade deals will collapse 
and a period of isolationism is very 
likely either. What is indicative of a 
confi dent market is how the news of 
the referendum in Italy, which has led 
to the end of the well-regarded Renzi 
presidency and fears of an impending 
Euro crisis, has been largely ignored, 
and how the decision by OPEC to cut 
oil production, and the resulting 15% 
increase in oil prices, has not increased 
concerns regarding infl ation.   Our 
view is that these issues, and those 
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of Trump (not to mention Brexit) 
increase our concern regarding the 
outlook for 2017. However, given 
the current seasonality and the 
unattractive return characteristics of 
any perceivably safe assets we have 
decided not to lower risk further.  
What we have changed is the active/
passive allocation ratio as we switch to 
a more beta focused passive allocation 
and consequently lower costs.  In our 
opinion the market is increasingly 
distorted and this is likely to be a very 
diffi  cult time for active managers.

At Rivers Capital Management we 
have determined that there are times 
during the market cycle when active 
managers will struggle as market 
distortions make the job of selecting 
individual securities even more 
challenging than usual.  Such a time 
is now. For diff erent reasons this 
situation has occurred in the fi nal 
phase of many previous bull market 
rallies, but it won’t last forever and 
does not, merit abandoning active 
management completely.  Our 
experience tells us that calling a market 
infl ection point is very diffi  cult and 
our preference is to stay allocated, but 
to prefer low cost passive investment 
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Summary

• Presidential election market 
rally has been surprisingly 
strong but can be sustained

• Equity markets look expensive 
although sentiment and 
seasonal factors offer support

• Rivers maintains underweight 
risk levels but has increased 
overall passive fund exposure

• 2017 holds many risks for 
investors especially given high 
valuations

A monthly market comment from Rivers Capital Management. Views 
expressed here are subject to change and for professional advisors only
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Source:  Financial Express –. Shows the aggregate excess return of high tracking 
error equity and fixed income funds since Q1 1998. High Tracking error for this 
purpose is over 5% for equity funds and over 3% for Fixed Income funds.  The 
excess return is calculated from funds own listed benchmark.  This data is for 
illustrative purposes and was prepared by Rivers Capital Management. Funds 
restricted to those currently available on Ascentric and subject to survival bias.



to active management for as long as 
the trend continues.
By being positioned underweight risk 
but overweight passive it is possible to 
maintain models within both risk and 
return targets.  Keynes famously said 
that “the market can stay irrational 
longer than you can stay solvent” and 
while we may not like the valuations 
in particular sectors the possibility 
of them being sustained or increased 
cannot be ignored.  When, eventually, 
a correction to this distortion comes, 
we will switch our allocations back 

Benchmark Returns - 30th November  2016 1 Month 3 Month 5 Month* 12 Month
Anchors
Cash + 1% 0.1% 0.4% 0.6% 1.5%
Inflation Linked UK Bonds -5.2% -1.6% 3.5% 21.9%
Gilts -1.4% -7.7% -3.1% 7.3%
Global Government Bonds (hedged) -1.6% -3.0% -3.1% 3.3%
Enhancers
Global Corporate Bonds (hedged) -2.1% -3.2% -1.3% 4.4%
Global High Yield (hedged) -1.2% -0.4% 4.1% 10.3%
Emerging Market Bonds (hedged) -9.5% -1.1% 1.5% 28.5%
FTSE 350 TR Index -1.7% 0.6% 6.5% 9.7%
FTSE UK All-Small Cap -0.7% 1.5% 11.7% 10.9%
Global Equity (MSCI) -0.9% 4.8% 11.6% 24.3%
European Equity (MSCI) -4.4% 0.3% 6.9% 11.7%
US Equity (S&P) 1.3% 6.6% 12.8% 29.3%
Japan Equity (Topix) -4.9% 6.1% 14.7% 23.9%
Pacific Ex Japan Equity (MSCI) -4.6% 2.6% 13.7% 29.9%
Emerging Market Equity (MSCI) -6.8% 1.5% 11.6% 30.7%
Chinese Equity (Hang Sang) -2.8% 4.7% 18.5% 29.6%
Indian Equity (Nifty) -9.5% -4.0% 4.7% 21.6%
Diversifiers
Commodity Index 1.3% 3.8% -3.4% 5.8%
Gold -10.1% -6.3% -5.5% 31.7%
Silver -10.0% -8.1% -6.3% 38.7%
Brent Oil 2.8% 12.0% 8.0% 36.8%
UK Property 0.6% 2.7% 0.1% 0.3%
Global Property Shares -0.7% -7.2% -0.9% -16.3%
Rivers Model Portfolios
Rivers Preservation Portfolio -0.8% 0.5% 4.3% N/A
Rivers Cautious Portfolio -1.0% 1.5% 7.0% N/A
Rivers Balanced Portfolio -1.4% 1.6% 8.3% N/A
Rivers Adventurous Portfolio -1.3% 1.9% 9.2% N/A
Rivers Aggressive Portfolio -1.4% 2.4% 10.6% N/A
Rivers Cautious Income Portfolio -1.6% -0.5% 2.8% N/A
Rivers Balanced Income Portfolio -2.0% 0.5% 5.5% N/A

Source: Financial Express in GBP (unhedged unless stated) as at 30 November 2016. *Rivers Portfolios since launch June 30th 2016
Model Performance is indicative only and is net of Rivers Capital Management Charge and Underlying Fund charge but not advisor or platform costs.
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in favour of active management.  
Research demonstrates that both 
during the correction phase, which 
can be extended, and during at least 
the first half of a new bull market 
actively managed funds which 
outperform are easier to identify.

As we approach the end of the 8th year 
since the financial crisis the success 
of the unprecedented intervention 
by central banks to stimulate growth 
remains unclear. 2017 will see the UK 
start the process of leaving the EU 

and quite possibly a general election; 
the EU will see elections in France, 
Germany and elsewhere that may see 
surprising results and further rock 
the EU’s very foundation; the US 
will see its first year under its most 
politically inexperienced president 
of all time and China will hold its 
5 yearly congress. It is hard to feel 
overly optimistic but it will certainly 
be interesting.

Have a Happy Christmas and 
enjoyable New Year.


