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Market Comment
Interest rate expectations in the UK rose 
significantly during September.  This 
saw a further appreciation in the value of 
Sterling and impacted all UK fixed income 
securities.  While regional equity indices 
had a relatively quiet month in local terms, 
in sterling terms investors saw negative 
returns in nearly all regions.  With global 
economic data remaining positive there 
has been no escalation of risk despite high 
valuations.  In this month’s Focus we look 
at why our tactical asset allocation remains 
cautious and why we expect volatility to 
rise in the coming months.  

Economic indicators continue to show 
robust growth in many parts of the world.  
In the US, the latest Purchasing Managers 
Survey (PMI) set a new 13 year high of 
60.2.  Any level over 50 is considered to 
indicate expansion. In fact a level over 60 
leads many commentators to predict GDP 
growth in the US to be accelerating nicely, 
even outstripping President Trump’s 
audacious 3% growth target.  PMI data 
for Europe is also positive and while some 
political concerns may have arisen from 
the mixed German election result, the 
prospects there are as strong as they have 
been since the Financial Crisis. In Asia, 
India seems to have bounced back from 
the banknote restrictions last November 
and China’s debt concerns appear to be 
manageable.   Even in the UK, where 
ongoing uncertainty around Brexit and a 
political malaise are headline news, the 
Bank of England was confident enough to 
predict an interest rate rise before the end 
of the year. Why then, you may ask, do we 
continue to hold a fairly defensive stance 
across our model portfolios?. Why in our 
asset categorisation are we overweight 
Anchors and Underweight Enhancers 
and why do we continue to believe that 
Diversifiers are so important if global 
growth is so robust?

The simple answer is that we believe our 
job is one of risk management. While 
economic risk does appear to be low, 
market risk is undeniably high.  Valuations 
are historically very high.  Whether 
they are highest in bonds or equities is 
a good question, but they are certainly 
high in both.  Valuations are not a very 
good indicator of an impending market 
inflection, or correction, but they are a 
decent measure of risk.  When valuations 
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are high market risk is high.  When risk 
is high we believe you should take less of 
it.  This doesn’t mean we will not welcome 
a continued expanding market, and we 
are not betting against that, we are just 
prudently managing risk.

Looking at the US market specifically 
there has been a 10% increase in earnings 
in the last 12 months on the back of 
strong economic growth. Margins are 
as high as they have ever been and yet 
still, from a valuation perspective, the 
market looks more expensive than it was 
a year ago.  It’s difficult to see how that 
can be sustained forever.   This isn’t a 
prediction of failing earnings, although 
with the Federal Reserve raising rates and 
reversing the quantitative easing program 
that is a possibility, but unless earnings 
continue their current positive trajectory 
the market will struggle to maintain these 
valuations.

We have written before that on a cyclically 
adjusted price to earnings (CAPE) 
perspective the US market has only been 
more expensive in 1929 and 1999.  This 
has been the case since the first quarter 
of this year and it is marginally more 
expensive now than it was then.  CAPE is 
a more interesting measure of valuation 
as it, in theory, takes away the volatility 
of the business cycle by looking at average 
earnings from equities over 10 years.   
The average CAPE over history has been 
16.8, it is now 32.4.  This measure takes 
into account the last 10 years of earnings 
data, although some have written that it 
is currently misleading as that 10 years 
includes 2009 during the Financial Crisis.  
If you exclude that data, it is argued, then 
the market doesn’t look so expensive. 
Probably not, but taking out recessions 

Summary
• Positive global economic 

growth has been sustained and 
continues to boost returns

• Valuations remain a major 
concern requiring  continued 
economic improvement

• Earnings in the US have 
increased but continue to lag 
valuation increases

• Rivers portfolios remain 
underweight risk assets in order 
to protect long term value

A monthly market comment from Rivers Capital Management. Views 
expressed here are subject to change and for professional advisors only
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from any 10 years of data rather misses 
the point that recessions do happen, and 
will again.  In addition if you do accept 
the argument and ignore the period of 
the Financial Crisis then you are left with 
8 years of data when interest rates were 
essentially zero, share buybacks from debt 
were cheaper than paying dividends and 
wages were stagnant – and even then the 
CAPE is still over 25 and much higher than 
the average. How much the support from 
central banks artificially boosted earnings 
is a study for another day, but it’s fair to 
say it was significant.

Benchmark Returns - 30th Sept 2017 1 Month 3 Month 6 Month YTD 1 Year S/I*
Anchors Jun-16
Cash + 1% 0.1% 0.3% 0.7% 1.0% 1.3% 1.7%
Inflation Linked UK Bonds -4.6% -1.0% -2.8% -2.7% -3.2% 2.8%
Gilts -2.7% -0.4% -1.8% -0.3% -3.7% -1.4%
Global Government Bonds (hedged) -0.7% 0.3% 0.8% 0.6% -2.2% -2.5%
Enhancers
Global Corporate Bonds (hedged) -0.3% 1.0% 2.6% 3.7% 1.2% 3.0%
Global High Yield (hedged) 0.6% 1.9% 3.9% 6.8% 7.6% 13.1%
Emerging Market Bonds (hedged) -4.2% 1.1% 0.1% 6.3% 6.1% 11.7%
FTSE 350 TR Index -0.5% 2.1% 3.5% 7.5% 11.7% 20.2%
FTSE UK All-Small Cap 0.2% 3.1% 7.0% 13.8% 18.5% 32.9%
Global Equity (MSCI) -1.8% 1.5% 1.7% 6.9% 14.4% 23.5%
European Equity (MSCI) -1.0% 3.2% 6.5% 12.8% 18.5% 28.5%
US Equity (S&P) -2.0% 1.0% 0.1% 4.7% 14.1% 21.8%
Japan Equity (Topix) -2.0% 1.2% 3.2% 7.3% 12.6% 25.8%
Pacific Ex Japan Equity (MSCI) -3.7% 3.7% 8.7% 21.4% 19.8% 36.4%
Emerging Market Equity (MSCI) -4.3% 4.5% 6.9% 17.7% 18.6% 33.0%
Chinese Equity (Hang Sang) -4.9% 5.1% 9.3% 18.7% 18.2% 37.3%
Indian Equity (Nifty) -7.2% -1.5% -1.1% 14.4% 12.2% 21.6%
Diversifiers
Commodity Index -0.3% 2.2% -1.1% -3.6% -1.3% -5.3%
Gold -6.6% -0.2% -4.7% 2.0% -6.4% -4.4%
Silver -8.8% -3.1% -15.6% -5.0% -17.3% -12.7%
Brent Oil 5.7% 16.6% 2.3% -6.5% 14.2% 15.6%
UK Property 0.5% 1.7% 3.4% 5.3% 7.4% 6.2%
Global Property Shares -1.3% 0.0% 2.4% 4.1% 4.7% 9.9%
Rivers Model Portfolios
Rivers Preservation Portfolio -0.3% 1.3% 1.1% 2.5% 3.4% 8.1%
Rivers Cautious Portfolio -0.4% 1.5% 1.5% 4.3% 6.7% 13.1%
Rivers Balanced Portfolio -0.6% 1.5% 1.5% 5.2% 7.9% 15.7%
Rivers Adventurous Portfolio -0.8% 1.3% 1.5% 5.9% 9.1% 17.7%
Rivers Aggressive Portfolio -1.0% 1.9% 2.4% 8.3% 12.5% 22.3%
Rivers Cautious Income Portfolio -0.8% 0.2% 0.5% 2.9% 3.5% 7.2%
Rivers Balanced Income Portfolio -0.6% 0.5% 1.2% 4.7% 6.1% 12.3%

Source: Financial Express in GBP (unhedged unless stated) as at 30st September 2017. *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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We expect global growth to continue, we 
worry about the global political climate, 
but on balance we remain optimistic.  The 
thing is we think that optimism is more 
than priced into current valuations.  Our 
role as risk managers is to add risk to a 
portfolio when risk is more attractive than 
it is ‘on average’. To do that effectively 
we need to hold less risk when risk is less 
attractive than it is ‘on average’. Holding 
less risk as markets rise, and using 
Diversifier assets, which are uncorrelated 
to equity and interest rate risk, we still 
expect to meet the objectives of all 

our portfolios. By maintaining a lower 
exposure to market risk the impact of any 
correction will be lower and enable us to 
add to risk at more attractive levels.  

In fact by doing so, over the long term, 
this process should and does enhance 
returns and lower overall risk.  So until 
valuations improve we prefer to remain 
defensively positioned. Fully allocated 
and participating in continued growth, 
but able to add to risk whenever that 
opportunity does arise.


