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Our global growth scorecard has turned 

positive for the first time in 18 months on 

the back of improvements in lead 

indicators and widespread easing from 

central banks. Trade tensions and 

geopolitical risk could mean things get 

worse before they get better but we are 

primed to buy dips. 

 

Please visit www.investmentclock.co.uk for our 

blog and information about our multi asset 
range. For product details, contact: 

multiassetsupport@rlam.co.uk 

Trade wars have weakened the world economy but a further 

deterioration would be met by more aggressive central bank easing and 

we think this long economic expansion has further to run. With the 

Investment Clock in Recovery, we are moderately overweight equities 

and looking to buy dips. A sustained rise in oil prices on Middle East 

conflict would pose the greatest risk of recession. We explain how 

diversification, tactical asset allocation and volatility management can 

mitigate downside when a bear market comes. 

Stocks Climbing a Wall of Worry  

A decade of uninterrupted growth has helped global stock markets post returns in 

excess of 300% since the 2009 lows but this bull market hasn’t always felt good. 

Recession fears caused bouts of volatility in 2012, 2015 and again in 2018/9. 

Persistently low inflation means central banks are able to step in to prevent a 

downturn getting out of hand, however. Monetary policy is currently easing in the 

US, the euro area, China and a wide range of other developed and emerging 

economies. We think this economic cycle has further to run and stocks should 
continue to outperform bonds over the next year or two. 

Investment Clock in Recovery, not Stagflation 

The Investment Clock model that guides our asset allocation is in the equity-

friendly Recovery phase with our global growth scorecard positive for the first time 

in eighteen months and inflation indicators pointing downwards. This is a huge 

improvement compared to the stagflationary backdrop this time last year when 

growth was slowing, inflation was rising and the Federal Reserve (fed) was hiking 

US rates. We are moderately overweight equities in the multi asset funds we 

manage. 

Looking to buy dips 

Trade tensions and geopolitical risk could trigger short-term weakness but a 

deflationary shock would be met by more aggressive easing and we’d look to buy 
dips. The greatest recession risk would come if Middle East conflict caused a 

sustained rise in oil prices, hurting the US consumer. This isn’t our base case and 

oil markets have so far taken the production outage after the Saudi attacks in their 

stride. 

Mitigating downside risk in a bear market 

A bear market will come at some point. Our multi asset funds are designed to make 
use of diversification and tactical asset allocation to mitigate downside risk. The 

Multi Asset Strategies Fund (‘MAST’) we launched in November 2018 goes further, 

applying tactical positions to a volatility-capped portfolio to limit losses. 

Chart 1: Stocks set to rally as global growth troughs 

 
Source: RLAM and Refinitiv Datastream. MSCI AC World Total Return Index for stocks, JPM Global Government Bond Total 

Return for bonds, in local currency.

http://www.investmentclock.co.uk/
http://www.investmentclock.co.uk/Documents-RLAM/Multi%20asset/54381%20Multi%20Asset%20Strategies%20Fund%20Sales%20Aid.pdf
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STOCK MARKETS CLIMBING A WALL OF WORRY 

 
Chart 2: Global Stocks vs Bonds and the US Business Cycle 

The US economic expansion that began in 

2009 is already the longest on record and, 

despite global trade worries, it shows few 

signs of ending. Consumer confidence 

remains high and unemployment has fallen 

to 3.5%, its lowest level in nearly 50 years. 

A decade of uninterrupted growth has helped 

global stock markets post returns in excess of 

300% since the lows but this bull market 

hasn’t always felt good with bouts of volatility 

in 2012, 2015 and again over 2018/19.  

In each case stock market wobbles were 

caused by fears of a recession that, so far, has 

not come to pass. We associate recurrent 

fears with mini-cycles in industrial 

production that last about three years.   

 

 

 

 

 

Persistently low inflation since 2009 has 
allowed central banks to step in to prevent a 
mini-cycle downturn developing into full 
blown recession. 

In 2012’s euro crisis the European Central 
Bank (ECB) triggered recovery, printing 
money and promising to do “whatever it 
takes” to keep the euro together.  

In 2015’s commodity price slump it was a 
dramatic easing in China that turned things 
around. 

In 2019 we think widespread monetary ease 
will deliver relief. Central banks are currently 
cutting interest rates or printing  money in 
the US, the euro area, China, Japan, Russia, 
Brazil, Mexico, India, Indonesia, Australia, 
Singapore and Turkey.  

 

If we are right, this business cycle has further 
to run and stocks should continue to 
outperform bonds over the next year or two. 

 

 

 Source: RLAM, Refinitiv Datastream. Top chart shows the performance of the MSCI All Country World equity 

index relative to the JP Morgan Global Government Bond index in local currency terms since 1987 plotted against 

the US unemployment rate (inverted). Bottom chart looks relative performance since 2007, this time plotted 

against the US ISM survey of manufacturing confidence. 
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INVESTMENT CLOCK IN RECOVERY, NOT STAGFLATION 

 

The Investment Clock model that guides our asset allocation is in the equity-friendly Recovery phase. 

 Our global growth scorecard is positive for the first time since May 2018, suggesting a pickup in growth in early 2020. 
Industrial indicators are at a low ebb but lead indicators are rising and central banks are easing. 
 

 Meanwhile, our global inflation scorecard continues to point downwards, with the oil price failing to hold its recent gains 
and US pricing surveys weak. A lack of inflationary pressure means central banks can keep easing until growth recovers. 

Chart 3: Global Growth Scorecard Picking Up  Chart 4: Global Inflation Scorecard Pointing Down 

 

 

 

Source: RLAM and Refinitiv Datastream. The Global Growth Scorecard includes measures of 
central bank policy, The Organisation for Economic Co-operation and Development (OECD) lead 
indicators, business confidence surveys and economist consensus growth forecasts. 

 Source: RLAM and Refinitiv Datastream. The Global Inflation Scorecard includes measures of spare 
capacity, oil prices, prices paid surveys and economist consensus inflation forecasts. 

  Chart 5: The Investment Clock is in Recovery 

This is a huge improvement compared to the 

stagflationary backdrop this time last year when 

growth was slowing, inflation was rising and the Fed 

was hiking rates. We warned of a “pivotal October” and 

reduced equity exposure to neutral in our funds ahead 

of the market turbulence that followed. 

We find ourselves warning of possible volatility again 

today given the highly uncertain geopolitical situation, 

but the Investment Clock is in the diametrically 

opposite corner. Recovery is the stage of the cycle in 

which stocks tend to post their best returns. We are 

moderately overweight equities and looking to buy 

dips. This time there may be more significant upside 

when the clouds lift. 

 

 
Source: RLAM. The position on the clockface is derived from RLAM Global Growth and Inflation Scorecards. 

The red dot is the current reading and the trail shows the previous 18 months. 
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LOOKING TO BUY DIPS 

 Chart 6:  World Policy Uncertainty Index 

We are living in a very uncertain world. 
Indices of global policy uncertainty based on 
economic reports are making record highs. 

 
 Source:  www.policyuncertainty.com  

 Chart 7:   Seasonal pattern for US Equity Market Volatility (VIX)  

Stock market volatility tends to be high this 
time of year at the best of times, so we are 
likely to see dips in markets over the next few 
weeks. Volatility can present opportunities 
for active investors as our analysis suggests 
markets almost always over-react to bad news  
in the short term. 

 

 

 

 Source:  RLAM; seasonal pattern of Chicago Board Options Exchange Volatility Index since 1990  

 Chart 8:  Global Stock Prices and RLAM Sentiment Indicator 

We calculate an investor sentiment indicator 
to help us judge when markets have gone too 
far. Last year’s panics were extreme and the 
downward spikes in our indicator marked 
good entry points for stocks.  

The current reading is neutral but we are 
monitoring it closely to time further equity 
purchases. 

 

 Source: RLAM. Composite sentiment indicator includes factors related to market volatility, retail investor 

bullishness and US director dealing in shares in their own companies.  
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THREE POTENTIAL RISKS TO MARKETS 

 Chart 9: Trade Risk  

Stock markets could simply grind higher as 
global growth firms up. However, we see 
three potential triggers that could present an 
opportunity to buy at lower prices. 

 

1. The world economy could get worse 
before it gets better. There are few 
signs of improvement in business 
surveys and trade is fragile with US-
China/US-Europe trade wars under 
way. A step up in rhetoric could 
easily damage sentiment. 

 
 Source: RLAM and Refinitiv Datastream  

 Chart 10: No Deal Brexit Risk  

2. A chaotic No Deal Brexit has the 
power to push the pound sharply 
lower and rattle global stock 
markets. Even an agreed deal could 
quickly usher in another period of 
uncertainty over the future trading 
relationship, given the shortness of 
the planned transition period. 

 

 

 Source: RLAM and Refinitiv Datastream 

 Chart 11: Middle East Risk 

3. A broadening Middle East conflict 
could impact investor sentiment 
negatively. Every US recession in the 
last fifty years was either caused by 
– or worsened by – a sustained rise 
in the oil price but markets have so 
far taken the production outage after 
the Saudi attacks in their stride.  

 

 

 

We include a strategic allocation to 
commodities in our multi asset funds to 
guard against geopolitical risk and have been 
adding to exposure in this area lately.  

 

 Source: RLAM and Refinitiv Datastream 
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LIMITING BEAR MARKET DOWNSIDE 
 

Chart 12: Stock losses are greater when volatility is high 

A bear market will come at some point. Our 
multi asset funds are designed to make use of 
diversification and tactical asset allocation to 
mitigate downside risk.  

The Multi Asset Strategies Fund (‘MAST’) we 
launched in November 2018 goes further, 
applying tactical positions to a volatility-
capped portfolio to limit losses. Equity 
markets have historically posted their best 
returns when volatility is low and they have 
suffered their greatest peak to trough losses 
when volatility is high. 

Table 1: Returns by volatility regime 

  
Source: S&P returns for periods shown in Chart 12. Source: RLAM. Datastream US equity index total return with above and below average volatility periods shaded. 

 
Chart 13: MAST Simulation in Up and Down Markets 

Simulated returns since 1995 suggest MAST 
can capture about half of the upswing in 
equities during positive market trends. In 
down markets, volatility capping reduces 
equity exposure and a positive contribution 
from tactical asset allocation suggests MAST 
can move broadly sideways. 

 

Peak to trough losses in the simulation were 
always below 10% and MAST showed a 
gradual rise over both the 2001-3 and 2007-9 
bear markets.  

 

 

 Source: RLAM. For illustrative purposes only. Returns from 1995 Q2 to 2019 Q2. Simulated data prior to November 

2018 MAST inception assumes fixed weight allocations to Risk Premium Strategies with volatility management and 

tactical asset allocation positions generated by RLAM’s in-house models. Net of estimated transaction costs. The 

above chart contains simulated performance data. Simulated performance data is not a guide to past or future 

performance. The returns implied in the above chart are gross of fees which would have had the effect of reducing 

the actual returns that may have been received. 

Above 

Average 

Volatility

Below 

Average 

Volatility

All 

Periods

Average Return 6.70% 13.30% 10.90%

Volatility 23.30% 11.90% 16.90%

Information Ratio 0.3 1.1 0.6

Max Drawdown -55% -16.71% -55%

Percentage of Time 36% 64% 100%
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Periods of High Volatility Periods of Low Volatility US Equity Market

http://www.investmentclock.co.uk/Documents-RLAM/Multi%20asset/54381%20Multi%20Asset%20Strategies%20Fund%20Sales%20Aid.pdf
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WHERE WE STAND 

We are moderately overweight stocks, tilted towards US, European and Japanese equities and away from the Pacific Basin. We also 

have an overweight position in short duration high yield bonds. We are overweight US technology versus consumer staples. 

  --   -   =   +   ++ 

Multi Asset                   

Stocks                   

High Yield                   

Property                   

Commodities                   

Bonds                   

Cash                   

                    

  --   -   =   +   ++ 

Regional Equity                   

UK                   

US                   

Europe                   

Japan                   

Pacific ex. Japan                   

Emerging Market                   
Source: RLAM as at October 2019. Tactical positions as of October 2019. Weightings may vary and the Fund may invest outside of indicated asset classes as the manager sees fit. For illustrative 
purposes only. 

 

Multi asset: overweight equities and high yield; neutral commodities 

 We have been consistently overweight stocks in multi asset funds since 2012. We bought at attractive levels in Q4 2018, 

lightening up in the recovery. We bought again in May and August this year at attractive levels. We are moderately overweight 

and looking to add to exposure on dips.  

 We remain overweight short duration global high yield bonds as a way to benefit from a ‘muddle through’ scenario where global 

growth is soft but not recessionary. We are slightly overweight government bonds on expectations of further central bank ease. 

 We are broadly neutral on commodities having added recently. Global growth is weak but Middle East tensions are rising.  

Equity regions and sectors: overweight US, Europe and Japan; underweight Asia Pacific 

 We have been overweight US equities for several years. More recently we raised exposure to Europe and Japan as the relative 

earnings picture improved. We are most underweight the Asia Pacific region where Hong Kong tensions have intensified and 

damaged regional earnings prospects. 

 Our US sector strategy is overweight the economically-sensitive technology sector. We are underweight consumer staples, a 

sector which tends to underperform when bond yields are rising. 

 

Past performance is not a reliable indicator of future results. 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. The views expressed are those of the author at the date of 
publication unless otherwise indicated, which are subject to change, and is not investment advice. Unless otherwise noted, the information in this 
document has been derived from sources believed to be accurate as of October 2019. Information derived from sources other than Royal London 
Asset Management is believed to be reliable; however, we do not independently verify or guarantee its accuracy or validity. For more information 
on the fund or the risks of investing, please refer to the fund factsheet, Prospectus or Key Investor Information Document (KIID), available via 
the relevant Fund Price page on www.rlam.co.uk. All information is correct at October 2019 unless otherwise stated. Issued by Royal London Asset Management 
Limited, Firm Registration Number: 141665, registered in England and Wales number 2244297; Royal London Unit Trust Managers Limited, Firm Registration Number: 
144037, registered in England and Wales number 2372439; RLUM Limited, Firm Registration Number: 144032, registered in England and Wales number 2369965. All 
of these companies are authorised and regulated by the Financial Conduct Authority. Royal London Asset Management Bond Funds Plc, an umbrella company with 
segregated liability between sub-funds, authorised and regulated by the Central Bank of Ireland, registered in Ireland number 364259. Registered office: 70 Sir John 
Rogerson’s Quay, Dublin 2, Ireland. All of these companies are subsidiaries of The Royal London Mutual Insurance Society Limited, registered in England and Wales 
number 99064. Registered Office: 55 Gracechurch Street, London EC3V 0RL. The Royal London Mutual Insurance Society Limited is authorised by the Prudential 
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The Royal London Mutual Insurance Society Limited is 
on the Financial Services Register, registration number 117672. Registered in England and Wales number 99064. Our ref: AL RLAM PD 0036  


