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Investment markets have remained 
steady despite a sharp rise in political 
uncertainty in recent weeks.  Daily 
coverage of President Trump’s 
latest Twitter pronouncements have 
dominated the news globally but have 
yet to translate into any notable change 
in the positive market direction.  Our 
view is that this situation is unlikely 
to last and that with equity valuations 
high, the market is now in danger of 
looking complacent. In this Current 
Focus, we assess the major risks to 
investors and explain why we intend 
to rebalance to a more cautious stance 
during the coming weeks. 
Since the election of President 
Trump, equity markets have rallied 
significantly, backed by a belief that 
his policies will support corporate 
earnings.  While the President’s recent 
actions do not directly effect near term 
economic outlook, they do, we believe, 
make it more likely that some of these 
domestic proposals struggle to get 
past the law makers in Washington.  
The recent reaction to President 
Trump’s temporary immigration 
ban has been interesting, not for the 
rhetoric of it, or its ineffectiveness, but 
for the constitutional crisis it appears 
to have provoked.  The US has an 
extremely well defined and famously 
written constitution, and within it 
much is given to the specific power 
of the executive.  The President’s 
overall ability to enforce law directly, 
is primarily restricted to areas of 
foreign policy and international 
trade.  The immigration ban has, it 
is argued, affected domestic affairs 
and has therefore been ruled as 
‘unconstitutional’ by senior judges. 
The judges believe that this law 
cannot be passed by Presidential 
order but only by the scrutiny of the 
legislators in Congress. It is not our 
place to comment on that ruling, 
nor on the reaction to it, but we 
think it may make a difference to the 
President’s ability to push through 
other proposals. Given current equity 
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valuations appear to include certainty 
of increased borrowing, tax cuts and 
alike, we think this development is 
very relevant.  Whether it leads to 
the President concentrating more on 
international trade and foreign affairs 
does remain to be seen but these are 
undeniably areas over which he has 
more constitutional control.   The 
‘America First’ policy; his public spats 
with Mexico regarding trade, or the 
wall; and  his immediate shredding 
of the Trans Pacific Trade deal do 
show this to be an area in which the 
President thinks there is much to do.  
None of those rulings were considered 
unconstitutional whatever else one 
may think of them.   It may take years 
to develop, but such protectionism, 
especially if more widespread, is 
widely considered to have a negative 
effect on earnings and is potentially 
inflationary.
Unrelated to protectionism but on the 
theme of inflation, price trends have 
turned positive for most energy, metals 
and agricultural commodities.  This 
boosts earnings for some producing 
companies and several emerging 
economies but overall increases costs 
for all.   Overall inflationary pressure is 
higher now than it has been at any time 
since the financial crisis but does not 
appear to be reflected fully in equity 
valuations.  Unless inflation is caused 

Summary

• Constitutional arguments 
damage the President’s ability 
to implement fiscal policies

• Equity valuations are high and 
vulnerable if economic growth 
does not accelerate

• Inflation risk is increased 
from protectionist policy and 
commodity price rises

• Global growth looks moderate 
but risk of a market correction 
is elevated at current valuations
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by strong economic growth most 
equities will see it affect net earnings.  
While the U.S. Federal Reserve is 
likely to remain cautious regarding 
rate rises and, in its own words, wait 
for the ‘whites of inflation’s eyes to 
be visible’, the effect on benchmark 
borrowing rates can already be seen.  
Looking at 10-year Treasury yields as 
an indicator, the long-term trend for 
bonds may finally be reversing.  If 10 
year rates in the US do reverse the 
argument that ‘equities are expensive 
but not as expensive as bonds’ could 
quickly become challenged.  

Benchmark Returns - 31st January 2017 1 Month 3 Month 6 Month Since Incep*
Anchors
Cash + 1% 0.1% 0.4% 0.7% 0.8%
Inflation Linked UK Bonds -0.6% -3.8% 3.3% 5.1%
Gilts -1.9% -1.3% -5.1% -3.0%
Global Government Bonds (hedged) -0.8% -2.2% -4.1% -3.8%
Enhancers
Global Corporate Bonds (hedged) 0.0% -1.4% -2.2% -0.6%
Global High Yield (hedged) 1.4% 2.0% 4.8% 7.4%
Emerging Market Bonds (hedged) 1.0% -5.3% 4.8% 6.2%
FTSE 350 TR Index -0.4% 2.9% 7.2% 11.4%
FTSE UK All-Small Cap 1.5% 5.5% 10.9% 18.6%
Global Equity (MSCI) 0.6% 3.2% 10.8% 16.2%
European Equity (MSCI) 0.2% 2.2% 9.0% 14.2%
US Equity (S&P) 0.1% 4.4% 11.5% 16.3%
Japan Equity (Topix) 2.0% -0.9% 11.7% 19.5%
Pacific Ex Japan Equity (MSCI) 4.5% -1.5% 11.3% 17.4%
Emerging Market Equity (MSCI) 3.6% -2.1% 10.7% 17.1%
Chinese Equity (Hang Sang) 4.5% -0.8% 14.0% 20.9%
Indian Equity (Nifty) 2.8% -5.7% 3.3% 9.2%
Diversifiers
Commodity Index 0.1% 3.0% 3.7% -1.7%
Gold 3.1% -8.0% -6.1% -3.4%
Silver 7.8% -4.8% -9.9% -0.9%
Brent Oil -2.8% 14.4% 39.6% 20.2%
UK Property 0.5% 1.9% 4.7% 1.3%
Global Property Shares -4.3% 1.2% -4.0% 1.0%
Rivers Model Portfolios
Rivers Preservation Portfolio -0.1% 0.2% 3.6% 5.3%
Rivers Cautious Portfolio 0.5% 1.0% 5.9% 9.1%
Rivers Balanced Portfolio 0.8% 1.1% 6.8% 11.1%
Rivers Adventurous Portfolio 1.2% 1.9% 7.9% 12.7%
Rivers Aggressive Portfolio 1.7% 2.6% 9.6% 15.0%
Rivers Cautious Income Portfolio 0.6% 0.1% 2.2% 4.6%
Rivers Balanced Income Portfolio 0.4% 0.6% 5.0% 8.4%

Source: Financial Express in GBP (unhedged unless stated) as at 31st January 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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As we have said in the past, high 
equity valuations can become very 
much higher if there is an expectation 
of continued economic growth. That 
clearly has been the view of the last 
few months but politics, protectionism 
and rising commodity prices look 
likely to challenge that view in the 
medium term. We recommend 
remaining broadly invested as already 
inflation exceeds cash return and will 
erode real values.  The opportunity 
cost of lowering risk can be minimised 
through allocation to diversified 
assets. Diversifier assets will defend 

against inflation risk while protecting 
capital value should equity and bond 
valuations get tested. 

In summary current valuations require 
that global growth needs to accelerate 
in the coming year.  We think that is 
unlikely and therefore  we suggest it 
is a time to maximise diversification 
and to protect capital value.  Within 
the portfolios we manage we expect 
to lower risk/Enhancer exposure in 
favour of Diversifying assets in the 
coming weeks. 


