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2016 was a turbulent year for investors. 
While it ended strongly, with many 
equity indices at or near all-time highs 
it was certainly not a smooth ride. 
Any list of similarities between the 
UK’s decision to leave the European 
Union and the US’s election of Trump 
as President must include how they 
were both so unexpected; both initially 
so badly received; and yet how both 
were followed by strong and sustained 
equity market recoveries.   Political 
predictions have not been easy. There 
are more to come so in this month’s 
Focus we turn to economics, earnings 
and valuations. We argue that now is a 
time to be modestly underweight risk 
and over-weight passive investment 
management.

If 2016 taught us anything it was that 
making predictions, especially about 
politics, should be avoided.  For that 
reason, in this edition of Current 
Focus we aren’t going to try and 
guess who may be the next leader of 
Germany. Or of France. We won’t 
be pontificating over what Trump’s 
first 100 days of Presidency will 
bring.  Or musing about what a Putin 
Trump Syria agreement may be.  Or, 
for that matter, will we be discussing 
whether Trump will build any walls 
or international trade barriers this 
year.  Whether North Korea will test 
a nuclear bomb or the nuclear treaty 
with Iran collapses will also not be 
mentioned. How China choose to price 
their currency in the lead up to the 
19th National Congress in October will 
be closely watched but not predicted 
on here.  And finally, there is a strict 
veto on any mention what-so-ever of 
Brexit and the infamous Article 50 or 
its triggering.  

I’m afraid for political predictions 
you must go elsewhere but it is fair to 
say that this abridged list tells us only 
that 2017 is likely to be just as, if not 
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more, turbulent than 2016. If that’s 
possible.  With that in mind we turn 
to our preferred focus on economics, 
earnings and valuations.

In economics, over the last two 
months we do think indicators have 
turned positive. Unemployment is 
very low in the US, UK and Japan and 
falling in Europe. Interest rates look 
set to remain low throughout most of 
the world, with only modest increases 
expected in the US. Inflation shows 
little sign of increasing globally (while 
clearly still a risk domestically in the 
UK) and growth has been sustained 
despite the political turbulence 
throughout the year.   Our view on 
Corporate earnings is mixed as profits 
remain somewhat under pressure 
from margins despite the most recent 
quarter showing modest growth.  Total 
earnings growth is expected to increase 
for the final quarter of 2016 but it is 
difficult to expect much further growth 
in 2017 if interest rates or inflation 
do increase or the dollar strengthens 
further.  OPEC has recently agreed to 
cut production which has elevated the 
oil price, and corporate profits from 
producers. This short-term effect, 
however, is unlikely to be positive for 

Summary

• 2017 is likely to be as turbulent 
for investors as 2016

• Political events will dominate 
the news and we expect 
surprises

• Economics indicators are strong 
and earnings good but they 
don’t justify current valuations

• Valuation could get more 
expensive but risk of a 
correction is already high

• We recommend an underweight 
risk but overweight passive 
allocation in all portfolios
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Key political dates for 2017
20 Jan Donald Trump's inauguration
08 Mar Philip Hammond's first 

Budget
15 Mar Dutch General Election
31 Mar May's Article 50 Deadline
23 Apr French Presidential election
19 May Iranian Presidential election
07 Jul Trump's first G20 summit 

with Putin
22 Oct Last date for Bundestag 

Election
Nov 19th  Communist Party of 

China Congress



consumer spending in the medium 
term. As for valuations, in short, we 
think they are almost universally high.  
They are very high indeed in bonds 
but also worryingly high in equities, 
especially in some regions.

All other things being equal, with a 
positive economic outlook and neutral 
view on earnings, we would expect 
equity valuations to be reasonably high 
but we do think those levels have now 
been exceeded.  While we can accept 
that bonds, as an alternative to equites, 
remain extremely expensive (due to 

Benchmark Returns - 31st December  2016 1 Month 3 Month 6 Month* 12 Month
Anchors
Cash + 1% 0.1% 0.3% 0.7% 1.5%
Inflation Linked UK Bonds 2.0% -0.5% 5.6% 23.9%
Gilts 2.0% -3.5% -1.2% 10.7%
Global Government Bonds (hedged) 0.1% -2.8% -3.1% 3.6%
Enhancers
Global Corporate Bonds (hedged) 0.6% -2.4% -0.7% 5.8%
Global High Yield (hedged) 1.8% 0.8% 6.0% 15.0%
Emerging Market Bonds (hedged) 3.5% -0.1% 5.1% 33.3%
FTSE 350 TR Index 5.0% 3.9% 11.8% 16.9%
FTSE UK All-Small Cap 4.6% 4.2% 16.9% 14.5%
Global Equity (MSCI) 3.5% 7.1% 15.6% 28.2%
European Equity (MSCI) 6.6% 5.1% 13.9% 19.7%
US Equity (S&P) 3.1% 9.0% 16.3% 32.7%
Japan Equity (Topix) 2.2% 4.9% 17.2% 23.4%
Pacific Ex Japan Equity (MSCI) -1.2% -1.3% 12.3% 26.7%
Emerging Market Equity (MSCI) 1.3% 0.8% 13.0% 32.6%
Chinese Equity (Hang Sang) -2.3% -0.4% 15.7% 24.4%
Indian Equity (Nifty) 1.5% -2.0% 6.3% 19.8%
Diversifiers
Commodity Index 1.7% 2.4% -1.8% 11.2%
Gold -0.8% -8.2% -6.3% 28.5%
Silver -1.9% -13.0% -8.1% 36.0%
Brent Oil 14.5% 21.7% 23.6% 88.4%
UK Property 0.8% 2.0% 0.9% 0.4%
Global Property Shares 6.5% 0.6% 5.6% -8.5%
Rivers Model Portfolios
Rivers Preservation Portfolio 1.2% 1.0% 5.5% N/A
Rivers Cautious Portfolio 1.6% 2.5% 8.7% N/A
Rivers Balanced Portfolio 1.8% 2.7% 10.3% N/A
Rivers Adventurous Portfolio 2.1% 3.2% 11.5% N/A
Rivers Aggressive Portfolio 2.4% 4.0% 13.2% N/A
Rivers Cautious Income Portfolio 1.2% 0.4% 4.1% 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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central bank policy since 2008). This 
may further justify high valuations in 
equities but doesn’t negate our concern 
for risk assets completely.  At current 
valuation levels, especially considering 
the long list of imminent political risks 
shown above, we think being under-
allocated to risk is justified and will 
protect value in the long term. Given 
the extremely low returns available to 
low risk assets our underweight does 
however remain modest.

In terms of implementation, history 
shows that despite high valuations 

equity indices can continue to rise 
significantly during the final stages 
of a market rally (we are now 7 years 
into one of those).  Risk is elevated but 
it is important to remain materially 
invested.  These final stages are 
historically very difficult for active 
managers so our preference is to 
focus the underweight risk allocation 
using passively managed investment 
solutions. As a result, we start 2017 
with all portfolios underweight risk 
and overweight passive investments.


