14

30 September 2010

www.citywire.co.uk

Stock Take
Quartet positions portfolios for deflation
could see a 10% chance. We think there is a 30% chance. There is still a 70% chance
we will not double dip, but the risk is higher than perceived.
dlevy@citywire.co.uk
‘We have speciﬁc concerns over the US and UK. In America, the consumer is not
spending, he is deleveraging. Unless Obama extends the Bush tax break, unemployment
will be running north of 10%.
Colin McInnes, managing partner at wealth boutique Quartet Capital Partners, is positioning
‘I think October will be at the margin in the UK. If we do not slip into a double dip and
private client portfolios for deﬂation and believes the risk of a double-dip recession has been
do not see strong ﬁgures, growth is going to be weak.
underestimated.
‘We look at everything on a risk-adjusted basis, so if growth looks weak, it is difﬁcult
As a result, the investment management team has increased exposure to bonds
to see a tremendous run in equities over the short-term. That is not to say it could not
and decreased their equity allocation over the past year. McInnes said: ‘One has to see
happen, but there looks to be more risk of a pull-back.’
whether or not globally we go into a double dip. If one reads the broader media, you
Equity exposure in a balanced model has
reduced by 10% to 30% over the year, with about
10% in UK equities and the rest in overseas
markets, predominantly the US. The team only
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has a small exposure to emerging markets
because they believe valuations look expensive.
The team believes deﬂation risk remains high and
has allocated about 25% of a balanced private client
portfolio to ﬁxed income. This breaks down as 15% in
conventional gilts, with the balance in corporate credit.
McInnes explained: ‘Since we started the ﬁrm in
November of last year, we have been concerned by
deﬂation. Over the medium term, one does need to
fear inﬂation, because you can’t print money and
not expect it to be inﬂationary, but we are not seeing
an increase in the money supply being used by
consumers on spending.
‘This does not bode well for a sharp rebound in
consumer spending, so we see a lot of deﬂationary
factors around and have not held any inﬂation-linked
bonds for some time.’
McInnes prefers to back exchange-traded funds
over active managers in the ﬁxed-income space,
pointing to the effect of charges and fees.
‘I think there is more money to be made in yield
compression, but not for active managers because
of the fees involved. Interest rates are at 1% and
fees and costs come in close to 1% for a fund. The
manager has to take more credit and duration risk
just to get back to the starting line,’ he said.
McInnes highlights the deﬂation call, particularly
the compression in conventional gilt yields and
steering clear of index-linkers, as a key driver of
performance. This helped a balanced private client
RCM Investment Trusts
portfolio to post a 15.7% return over the 12 months
to the end of August. Over the same period, the
The information advantage.
ARC Sterling Balanced index was up 10.6%. Since
launching late last year, the ﬂedgling boutique has
At RCM, we believe that better investment research makes for better investment
amassed £25 million in assets.
decisions. That’s why our unique GrassrootsSM Research resource has conducted
Introducing gold to portfolios around Februaryover 250,000 interviews with businesses and consumers since 1984 in order
March also helped to boost performance.
Danielle Levy

Why 250,000 interviews
make us right for the job.

to assess investment opportunities. RCM and its predecessors have been
managing investment trusts since 1889 and oﬀer a broad choice of trusts for

BALANCED PORTFOLIO BREAKDOWN

diﬀering investor needs. We believe that in today’s environment RCM’s
information advantage makes our investment trusts worth a closer look.

www.rcm.com/investmenttrusts
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