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A classic choice?
Amid the flurry of fund groups’ interim results, two 
trends appeared to be prevailing in the industry halfway 
through the second quarter. 

The figures seem to prove the resilience of traditional 
investment areas against market volatility (in spite of  
rather erratic market performance throughout the sum-
mer) and also a realisation of where weaknesses lie.

In the past few weeks, results from some of key indus-
try names have showed how February’s short-term 
strategies influenced Q2 results.

A shared aim of achieving more competitive invest-
ment performance across fixed income, equities and 
property has had a positive impact on the results of 
F&C, Gartmore, Jupiter and Liontrust, to name a few.

So it wouldn’t be foolish to suggest the asset manage-
ment sector is benefiting from decent momentum, 
derived from investing in the ‘classic’ asset classes.

Still, if 2010 started on a strong 
note, with most groups benefit-
ing from good market perform-
ance, it is becoming increasingly 
unable to ignore areas where a 
swift intervention would boost 
companies’ balance sheets – the 
reduction of debt through earn-

ings and a reduced dividend.
In his group’s interim report last week Alain Grisay, 

chief executive of F&C Asset Management, highlighted 
this apparently generalised trend when he said: “After a 
strong start to the year, the second quarter saw a sharp 
downturn in equity indices and renewed dislocation in 
fixed income markets as investors became preoccupied 
with concerns about government debt levels in 
Europe”.

It may be that all good things come to an end, but so 
far, this earnings season has demonstrated the advan-
tages of taking a steady approach to asset allocation. 
And, if this is the case at group level, why not take heed 
from them when reviewing client portfolios?
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This season has 
demonstrated the 
advantages of a 
steady approach 
to asset allocation

Comment
Bad medicine is a temporary healer
Politicians’ fiscal remedies have failed to cure the economic patient completely 

Still seeking worthwhile opportunities
Retail investors are looking to diversification in the race to find strategies that work
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Faced with an economics 
problem, politicians are 
inclined to implement fis-
cal solutions. Usually, their 
therapies fail; often, they 

make things worse. 
In the aftermath of the global finan-

cial crisis, for instance, the knee-jerk 
reaction of politicians in most coun-
tries was higher public spending. 

Was it effective? No. 
Economics debility may have been 

temporarily moderated, but not cured. 
The situation today is very grave; 
another setback is looming. 

And, rather significantly, the coun-
tries that spent most then are suffering 
most now. 

It’s not just in macroeconomics areas 
that fiscal policies have failed to deliv-
er. In micro ones as well, they’ve been 
disappointing. 

American housing demonstrates the 
point. Congress was quick in recognis-
ing the frailty of the sector in 2008 and 
equally fast in acting to help it. Buyers 
were awarded a tax credit if they pur-
chased a new principal residence in 
the six months ending April 2010. 

Sales in the relevant period were 
fairly high but subsequently plunged. 
It looks as if the policy affected the 
timing of transactions more than the 
level. Those who were going to buy 

anyway took advantage of the credit, 
but few others were persuaded to take 
the plunge. As a result, the boost to 
activity was low, but its cost (in lost 
taxes and extra administration) high. 

What is the administration to do 
now? Reintroduce the tax credit? Or 
try something else? The problem is 
complicated by the approach of con-
gressional elections. Obama’s ratings 
are slipping steadily. Democrats look 
as if they’ll lose the House of 
Representatives and, possibly, the 
Senate as well. 

Shaky ground
What’s fairly certain is that interest 
rates will stay low and credit availabil-
ity high. An occasional commentator 
worries about inflation, but is not 
taken seriously. A bigger worry is that 
excessive liquidity will cause parts of 
the financial community to misbehave 
again. Commercial banks are the prime 
candidates. They’ve escaped scrutiny 
thus far, but their favoured position 
may not last forever.

In Europe, the situation’s no better 
– housing in Spain and Ireland is espe-
cially troubled. Levels of employment 
are falling, wages per employee declin-
ing and interest rates rising. There’s no 
respite anywhere. If the euro is to be 
retained, it’ll be a decade before the 

imbalances are rectified.
Residential property in Britain, 

partly because of currency flexibility 
and partly because of rising popula-
tion, is less fraught. But the country’s 
politics are looking messy. David 
Cameron and Nick Clegg aren’t win-
ning the arguments, and the pain has 
hardly started. Conservatives are mild-
ly suspicious of the coalition, while 
Liberal Democrats hate it.

The latter may well split. What 
would that do to parliamentary arith-
metic? Would it, in the next poll, give 
the Tories an absolute majority (as it 
did in the 1930s)? Or return Labour? 
Markets, understandably, are worried. 
Last week, equity indices crashed. 
Allegedly, the declines were a response 
to softening economics news. 

Really? Had investors expected 
reports of activity to be strong? 

Did they know nothing of the chro-
nology of cycles? In reality, valuations 
are quite attractive. Profits are holding 
up well, inflation is falling and interest 
rates are likely to stay low for a pro-
tracted period (the predictions of flat-
earthers notwithstanding). Not a bad 
recipe.

Roger Nightingale is an economist. For more of 
his work, visit rogernightingale.com  
Philip Coggan is away

There were two statistics 
to emerge recently from 
the Investment 
Management Association 
(IMA),  that interested me 

in particular.
The first was that UK investors are 

diversifying like never before, and the 
second was that in June the leading 
asset class was bonds and that the 
Sterling Strategic Bond was second 
only to Cautious Managed as the best-
selling IMA sector. Given the global 
market context, this shows a confi-
dence in portfolio construction and 
the belief that there are profits to be 
made in this environment.

Diversification is key to forming suc-
cessful portfolio strategies in this 
uncertain market. While there are 
good signs that recovery has taken 
hold, not least with recent UK growth 
numbers, rumblings from the US con-
tinue to threaten a double dip reces-
sion. Nevertheless, the great growth 
stories on which portfolios of all sizes 
now rely are not emerging from a nar-
row range of investments, but rather 
they can be found in industrial sectors 
old and new, and from economies in 
the four corners of the world. 

Prime minister David Cameron’s 
recent visit to Washington, for 

instance, pales into the insignificance 
of his later trip to India via Turkey. 
The importance of these two econo-
mies is not only those crucial to the 
success of UK businesses, but they also 
represent exciting investment sectors, 
accessible through direct equities, 
managed funds and trackers. India, as 
the world’s most populous democracy, 
growing by 8 per cent a year and 
Turkey, emerging as a strong economy,  
both offer a gateway to the east.

The attraction of bonds, of course, 
can be attributed to defensiveness in 
what remain highly volatile equity 
markets in the UK, Europe, USA and 
across the world. But there have been 
plenty of reasons to be cautious of 
bonds given the sovereign debt crisis 
which has throttled the eurozone in 
recent months. But while markets 
might have shown signs of being 

spooked by the unsustainable public 
debt accumulated by Portugal, 
Ireland, Italy and Greece (Piigs) – and 
egged on by the credit ratings agen-
cies, so discredited during the credit 
crunch – retail investors seem able to 
look beyond this. 

One might say sensibly so, given that 
while Greek debt is deeply unattract-
ive, there remains plenty of solid gov-
ernment and corporate debt in the 
region, presenting a good opportunity 
to buy. 

The IMA data shows retail investors 
are still seeking worthwhile opportu-
nities. The crisis does not appear to 
have unduly frightened investors from 
the markets but its broader implica-
tions have convinced many that the 
need to take control of their financial 
destiny is all the more critical. 

Amid current volatility and uncer-
tainty, investors appear to be sanguine 
about markets, able to assess the risk 
and return effectively. 

And while the mighty markets are 
displaying their usual short-term  
reactionism, retail investors seem to 
be able to take a longer-term and more 
dispassionate view. 

Stephen Barber is an academic who advises 
Selftrade on economics and markets

Diversification is key 
to forming successful 
portfolio strategies in 
this uncertain market
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