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Stock markets are extremely sensitive to 

inflection points in the global economy. 

Stocks often drop before evidence of a 

slowdown becomes apparent and rise 

before green shoots of recovery are visible. 

The flat performance year-to-date reflects 

a decline in business confidence in Europe 

and Asia. The US economy remains 

strong, however, boosted by President 

Trump’s late cycle fiscal stimulus and we 

expect the Federal Reserve to continue its 

gradual interest rate rises. 

 

 

Stocks are flat year-to-date after a burst of volatility that marked a peak 

in global growth. With the oil price and inflation tracking higher, the 

Investment Clock could move into Stagflation over the summer. A 

deteriorating economic backdrop and talk of trade wars point to 

further volatility. We’re now only marginally overweight equities in our 

multi asset funds but we’d buy dips. US interest rates are still too low to 

worry about a recession and central banks elsewhere are in no hurry to 

tighten policy. We expect the economic expansion to continue in 2019. 

 

The Investment Clock: A Whiff of Stagflation 

We thought the drop in stocks in the first quarter reflected a peak in global growth 

and economic data bears this out. Stock markets are hugely sensitive to inflection 

points in the world economy (focus chart). With the oil price and inflation tracking 

higher, the Investment Clock could move into mild Stagflation over the summer. 

Slowing growth, rising inflation and rising US interest rates are a bad configuration 

for stocks. Trade war and Brexit concerns will not help sentiment. 

Volatility Creates Opportunities 

We expect further volatility but this is no bad thing for active managers. We 

trimmed our equity overweight in late January when markets were frothy and 

bought aggressively during the February and March panics. We have since taken 

profits, cutting the overweight to its lowest level since 2012. We’d buy dips as we 

expect global growth to hold up in 2019. US interest rates are too low to worry 

about a recession and central banks elsewhere are in no hurry to tighten policy. 

Strong First Two Years for Global Multi Asset Portfolios (GMAPs) 

The six GMAP multi asset funds we launched in March 2016 have delivered 

absolute returns from 9% to 38% since inception depending on their risk level*. 

Policy Paper: Don’t Chase Risky Income in Retirement 

Our latest Royal London Policy Paper Don’t Chase Risky Income in Retirement 
argues in favour of a total return approach to retirement planning using multi asset 
funds to get the risk level right and cashing in units of capital for living expenses. 

Focus chart: Stock Prices and Business Confidence (6m change) 

 

Source: Datastream 

Please visit www.investmentclock.co.uk for our blog and information about our multi asset 
range. For product details, contact: multiassetsupport@rlam.co.uk

Past performance is no guide to the future. 

The value of investments and the income from 

them is not guaranteed and may go down as 

well as up and investors may not get back the 

amount originally invested. *Source: FE, net 

of fees in GBP as at 30.06.2018.  

 

https://www.royallondon.com/Documents/Policy%20Papers/Policy%20Paper%2022%20Dont%20chase%20risky%20income%20in%20retirement.pdf
http://www.investmentclock.co.uk/
mailto:multiassetsupport@rlam.co.uk
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GROWTH SLOWING, INFLATION RISING 

 
Chart 1: RLAM Global Growth Scorecard and G7 GDP Growth 

Global growth is cooling off. Our global growth 

scorecard is based on central bank policy, 

leading indicators, business confidence and 

consensus GDP forecasts from all parts of the 

world. It is a good six month lead indicator for 

global growth and it has turned negative for 

the first time since September 2016. 

China has been slowing all year, UK growth is 

sluggish and growth has come off the boil in 

Europe. Only US growth remains strong, 

helped by President Trump’s late cycle fiscal 

stimulus. 

 

 

 
Source: RLAM, Datastream 

 

Chart 2: RLAM Global Inflation Scorecard and G7 GDP Growth 

Unfortunately, headline inflation continues to 

track higher and this is likely to mean higher 

interest rates, particularly in the US.  

Our global inflation scorecard is based on 

measures of spare capacity for different 

economies, the oil price, industrial pricing 

surveys and consensus inflation forecasts. It 

has been pointing upwards for the last nine 

months. 

The upturn in headline inflation relates mainly 

to oil price strength on the back of declining 

inventories, supply disruption and heightened 

tensions in the Middle East. Unemployment 

rates are low all over the world but so far wage 

inflation is increasing only gradually. 

 

 

 Source: RLAM, Datastream 
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INVESTMENT CLOCK: A WHIFF OF STAGFLATION 

Our Investment Clock model relates the performance of different investments to the global business cycle. We draw the cycle as a 
circle with growth and inflation the vertical and horizontal axes. We can ‘tell the time’ on the clock by plotting growth indicators 
against inflation indicators in two dimensions, taking economic trends into account as well as the directional scorecards. A ‘normal’ 
cycle starts at the bottom left and proceeds in a clockwise direction: Reflation, Recovery, Overheat and then Stagflation. 

 

Chart 3: The Investment Clock Diagram and Trail 

 

Source: RLAM, for illustrative purposes only. 

 

 
The red dot shows the current position, in the Overheat phase characterised by rising commodity prices and rising interest rates. 
The trail shows how the red dot has moved over the last 12 months. With growth cooling off and inflation rising we expect the trail 
to continue moving clockwise, potentially dipping into mild Stagflation over the summer.  
 
The geopolitical backdrop also has a whiff of Stagflation about it. A trade war would hurt growth and add to inflation pressures as 
industrial production shifted between geographies and companies raised prices to cover the cost of tariffs. Similar forces are also at 
play in the UK where companies are preparing for worst case Brexit scenarios that would increase costs and necessitate a 
reorganisation of just-in-time supply chains. 
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SOGGY SUMMER MARKETS 

 
Chart 4: Stocks are prone to shocks over the summer 

A deteriorating economic backdrop and talk of 

trade wars points to further equity market 

volatility over the summer. 

Stock markets often trade sideways at this time 

of year in any case. Global equities have 

returned an average 9.9% per annum in US 

dollar terms since 1973. Only 0.3% has accrued 

between the start of May and the end of 

September. 

 

 Source: RLAM, Datastream. Seasonal pattern of Global Equity prices 1973-2014. 

 
Chart 5: Investor Sentiment and Stock Prices 

Volatility can create opportunities. We like to 

sell when others are greedy and buy when 

others are fearful. We cut the size of our equity 

overweight in late January when markets were 
frothy and bought aggressively during the 

February and March lows when our sentiment 

indicator was deeply oversold. 

We have since taken profits and cut our 

overweight to its lowest level since 2012. As we 

write this report, sentiment is on the low side 

again but not yet triggering a buy signal. 

 

 Source: RLAM, Datastream 

 

Chart 6: Buying the Dips tends to pay off 

The strategy of buying during panics and 

selling during recoveries is a useful addition to 

the slower moving Investment Clock approach.  

The two can be related. A bout of intense 

market pessimism often foreshadows an easing 

of monetary policy and a pick-up in the 

business cycle. This summer may be no 

different if economic data disappoint 

significantly. 

 

Simulated past performance is not a guide to 
future performance. 

Source: RLAM, Datastream. Simulated performance of a strategy that buys equities during market panics and sells 

during rallies. Data developed using FTSE regional indices and applying the output of these indices to a proprietary 

strategy based on the RLAM Composite Sentiment Indicator. 



 

  

 5 

 
For professional clients only, not suitable for retail investors.  

A PAUSE THAT REFRESHES? 

 
Chart 7: US Business Cycle Expansion Lengths: 1857 to 2018 

We are experiencing the second longest US 

business expansion on record, according to the 

NBER. It has been nine years since the last 

recession ended. The average expansion has 

lasted three years within a five year cycle. 

Business cycles have been longer since World 

War II, however, and we put this down to the 

action of central banks trying, not always 

successfully, to keep inflation under control. 

The current expansion has been long but it 

hasn’t been strong. We are only just back to 

full employment in the US and wage inflation 

is increasing only gradually.  

 

 Source: National Bureau of Economic Research 

 
Chart 8: Real Fed Funds Rate vs 2% Recession Trigger Level 

US interest rates have started to rise but the 

real Fed Funds rate is still well below levels 

that have historically triggered recessions.  

Moreover, interest rate sensitive sectors of the 

US economy, like housing, are still making 

progress, banks are happy to extend credit and 

Trump’s fiscal stimulus is feeding through. We 

expect the US economy to remain strong into 

2019, assuming fears of an all out trade war are 

not realised. 

 

 
Source: Datastream. US recessions indicated by shaded bands. 

 

Chart 9: Chinese Bond Yields lead Economic Activity 

Weakness elsewhere can be traced back to 

China and it’s probably temporary. An easing 

of Chinese monetary policy in 2015 triggered a 

boom over 2016/17 that was visible in hard 

data if not official GDP reports. Tightening in 

2017 led to the current slowdown. 

The good news is China is easing monetary 

policy again and bond yields are starting to fall. 

We expect to see a pick-up in activity again 

into 2019 that should support global growth. 

As a result, we’d be happy to buy dips in stock 

markets over the summer. 

 

 Source: Datastream. ‘LKQ’ index based on railway cargo volumes, electricity consumption and bank loans. 
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ROYAL LONDON GMAPs TWO YEARS ON 

 Chart 10: GMAP Performance since inception 

We launched a range of Global Multi Asset 

Portfolios (GMAPs) in March 2016, aiming to 

maximise long run returns over inflation for 

given levels of risk. The portfolios balance 

growth assets like stocks, property and 

commodities against low volatility fixed 

income assets and absolute return strategies. 

The six funds have delivered absolute returns 

ranging from 9% to 38% since their launch, 

with returns varying in line with the long run 

risk targets. 

 

 

 

 Source: FE, total return, net of fees in GBP as at 30.06.2018 for the M Acc share classes.  

Chart 11: The GMAP range – Six Multi Asset Funds consistent with the RL Governed Portfolios 

 
Source: RLAM. Text in the centre of each ring refers to the RL Governed Portfolio for pension customers sharing the same multi asset benchmark. The funds may invest outside of indicated asset classes as 

the manager sees fit. 
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WHERE WE STAND 

We are modestly overweight stocks, tilting towards more defensive US equities. We have a modest overweight position in 

commodities and high yield bonds. We are underweight emerging market stocks and underweight gilts. 

  --   -   =   +   ++ 
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Multi asset: modestly overweight equities and high yield; underweight bonds 

¶ We cut the size of our overweight in equities at the late January highs and bought back aggressively during the February/March 

market panics. We have since taken profits at higher levels and our overweight in equities is now at its lowest level since 2012. 

¶ We remain overweight short duration high yield as near-term recession risks remain very low. 

¶ We are neutral to slightly overweight UK property. A positive supply / demand backdrop and a rental yield cushion make UK 

property relatively resilient, despite Brexit risks to the City of London. 

¶ We are slightly overweight commodities as the strong level of global growth is supportive and commodities are an inflation and 

geopolitical hedge.  

Equity Regions: overweight US; underweight Emerging Market 

¶ We have cut our emerging market exposure since April as a deceleration in global growth and a strong dollar is a bad mix. We 

have been adding to more defensive US equities which also benefit from positive earnings trends given corporate tax cuts and a 

widening growth differential with the rest of the world. 

¶ We remain overweight Japanese equities as a potential beneficiary of further US dollar strength, although we reduced the size of 

this position as weaker global growth indicators came  in. 
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