
 

A collation of recent insights on markets and 
economies taken from the comments made by 
chairmen and investment managers of investment 
companies – have a read and make your own minds 
up. Please remember that nothing in this note is 
designed to encourage you to buy or sell any of the 
companies mentioned. 

Roundup 

Markets came off a little in April. The MSCI USA index 
was off 2.2% over the month. The combination of this 
and a weaker dollar meant that unhedged, UK based 
investors in US equities saw a meaningful fall in the 
value of their investment over the month. The oil price 
slipped a bit and that trend has continued into May. 
Government bond yields tightened. 

Global 

Christopher Jonas, chairman of Henderson International Income, 
stresses the importance of international diversification in the current 
environment. 

United Kingdom 

Caution is the watchword as political influences may 
heighten volatility. 

Helen Green, chairman of Acorn Income Fund, thinks a degree of 
caution is required given many economic and policy unknowns in the 
UK, Europe and the US. Tristan Chapple, manager of Aurora, talks 
about Brexit, where he thinks Britain will eventually make a decent 
fist of things outside the EU, and housebuilding, where is questions 
the likely impact of the UK Government White Paper on the industry. 
Ian Barby, chairman of Invesco Perpetual UK Smaller Companies, is 
cautiously optimistic, looking to President Trump’s policies to support 
short-term growth. The manager of that (continued on next page...) 
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Exchange Rate 30/04/17 Chg. on 
month % 

GBP / USD 1.2951 +3.2 
USD / EUR 0.9178 -2.2 
USD / JPY 111.49 +0.1 
USD / CHF 0.9946 -0.8 
USD / CNY 6.8935 +0.1 

Source: Bloomberg, Marten & Co 

MSCI Indices rebased to 100 
Time period 30/04/16 to 30/04/17 

 
Source: Bloomberg, Marten & Co 
 
 

 30/04/17 Chg. on 
month % 

 

Oil (Brent) 51.73 -2.1  
Gold 1268.28 +1.5  
US Tsy 10 yr yield 2.2802 -4.5  
UK Gilt 10 yr yield 1.085 -4.7  
Bund 10 yr yield 0.315 -3.1  

Source: Bloomberg, Marten & Co 
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United Kingdom continued 

… fund sees the prospect of increased volatility on the back of heightened political 
uncertainty. Chris Kinder, manager of Threadneedle UK Select, cites a number of 
reasons to be cautious including higher US interest rates, falling real wage growth in 
the UK and politics. Alex Wright, manager of Fidelity Special Values, sees a chance 
of rising interest rates proving favourable for value investors. 

.  .  .  .  .  .  .  .  .  .  . 

Asia 

James Willis, chairman of Pacific Assets Trust, says markets have been rising on a 
background that is far from benign. However, he believes that Asian countries have 
growth prospects that well exceed that of the UK. Sarah Bates, chairman of Witan 
Pacific, strikes a similar note, mentioning positive steps such as a growing Asian 
middle class, improving Japanese corporate governance and Indian demonetisation. 
Nitin Bajaj, manager of Fidelity Asia, doesn’t want to go on record as predicting a bear 
market but believes that, if it happened, it would create opportunities to make money. 
James Ferguson, chairman of Scottish Oriental Smaller Companies, says that they 
are finding opportunities in India in particular but lists a number of reasons to be 
cautious. Mike Kerley, manager of Henderson Far East Income, also lists a number of 
risks to expectations but, much like Nitin Baja, says he is positioned to take 
advantage of a set-back in markets. 

.  .  .  .  .  .  .  .  .  .  . 

Europe 

The chairman (Eric Sanderson) and managers (Vincent Devlin and Sam Vecht) of 
BlackRock Greater European think the prospects for Europe are much brighter this 
year than last although there is scope for politically inspired volatility. 

.  .  .  .  .  .  .  .  .  .  . 

Latin America 

Richard Prosser, chairman of BlackRock Latin American Income, foresees falling real 
interest rates in the region and sees Trump’s anti-free-trade rhetoric as a stimulant to 
new trade relationships with other parts of the world. The managers of the fund also 
think earnings could rise on the back more stringent cost control. 

.  .  .  .  .  .  .  .  .  .  . 

Biotechnology and healthcare 

SV Life Sciences, managers of International Biotechnology Trust, think merger and 
acquisition (M&A) activity, aided by substantial cash balances accruing at large 
pharmaceutical and biotechnology companies, could help a portfolio of smaller 
companies ripe for acquisition. 

.  .  .  .  .  .  .  .  .  .  . 

Long term prospects remain 
intact but any short-term 
setback may create buying 
opportunities 

Notwithstanding political 
uncertainty, Europe’s prospects 
are brighter 

Falling real interest rates are 
good news for Latin America 

Increasing M&A activity could 
boost smaller healthcare 
companies 
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Debt 

William Frewen, chairman of NB Global Floating Rate Income, expects further rate 
rises in 2017 but says his investment managers believe defaults will stay below 
historical levels. Paul Smith, manager of the income proportion of Acorn Income’s 
portfolio, has a concern that the Federal Reserve may be forced to raise rates faster 
than they had anticipated and is looking to alternative strategies to provide some 
diversification from traditional fixed income investments. Blackstone/GSO Loan 
Financing favour senior loans which they believe are well positioned, providing 
investors with yield and relative performance stability. The chairman of VPC Speciality 
Lending, Andrew Adcock, notes some hiccups in online lending growth in 2016 but 
says that the long term structural growth drivers for online lending remain as strong as 
ever. P2P Global Investments says that secured and unsecured SME lending in the 
UK and Europe offers an attractive risk return profile. 

.  .  .  .  .  .  .  .  .  .  . 

Property 

Andrew Wilson, chairman of UK Commercial Property, says commercial UK real 
estate has many significant benefits as an asset class, not least its ability to produce 
an attractive and sustainable income stream against a backdrop of limited speculative 
development, generally low supply and modest gearing levels compared to previous 
cycles. Will Fulton, manager of that fund, makes the same point and prefers industrial 
and high quality retail over London offices. Chris Russell, chairman of F&C 
Commercial Property, says that the occupational market may face headwinds from 
business rates, the imposition of a National Living Wage and higher import costs in 
the coming year. Richard Kirby, the manager of that fund, expects a period of positive 
single digit total return performance, driven by income in an uncertain environment. 
He favours quality industrial and distribution, Central London retail and alternative 
assets. Empiric Student Property give us a detailed rundown of the student property 
market in the UK. Redefine International, talking about the potential impact of Brexit 
on City offices, points out that London now employs more people in the information 
and communications sector than it does in the traditional finance and insurance 
sectors. Taliesin talk us through the Berlin residential property market, which appears 
to have an increasing supply/demand imbalance. 

.  .  .  .  .  .  .  .  .  .  . 

Other 

We also have comment on Korea (a sobering analysis of the threats facing the 
country from Weiss Korea), Thailand (Aberdeen New Thai) and Vietnam (Vietnam 
Enterprise Investments).  

.  .  .  .  .  .  .  .  .  .  . 

 

 

 

 

Rate rises are expected, 
maybe faster than forecast 

The London office market may 
be challenged post Brexit 
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https://www.martincurrie.com/uk/global-portfolio-trust
https://www.securitiestrust.com/
https://www.martincurrie.com/uk/asia-unconstrained-trust
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Global 
(compare Global funds here) 

Christopher Jonas, chairman, Henderson International Income: Economic growth 
has been improving around the world. Unemployment continues to fall in most major 
economies. Monetary policy in general remains focused on stimulating growth. 
Against this, the political landscape remains as uncertain as ever after an 
extraordinary year. In these circumstances, international diversification has a 
significant role to play in portfolio design. 

.  .  .  .  .  .  .  .  .  .  . 

UK 
(compare UK funds here) 

Helen Green, chairman, Acorn Income Fund:  The Investment Adviser is 
continuing to find attractive and overlooked investment opportunities among smaller 
companies and a weak sterling is not only boosting earnings for portfolio companies 
with a high proportion of overseas business but is proving a stimulus for merger and 
acquisition activity from foreign buyers.  Our conviction [is] that there is both value 
and opportunity within our investment universe.  However there remain many 
economic and policy unknowns both in the UK, Europe and the US and this suggests 
a degree of caution is required.  Within the Income Portfolio our Investment Adviser is 
prepared both for increasing inflation, rising interest rates and a potential widening of 
credit spreads. 

.  .  .  .  .  .  .  .  .  .  . 

Tristan Chapple, manager, Aurora Investment Trust: Following a recent news 
binge (Sunday papers, Andrew Neil, Al Jazeera) I told my wife that if I heard the 
phrase "post-Brexit uncertainty" one more time, I wanted to spend the remainder of 
2017 under a blanket. That was until she pointed out that the urge to enshroud myself 
may itself be a symptom of my own subconscious post-Brexit uncertainty, upon which 
I went for a stroll to clear my head.  

Despite personal misgivings about the press blaming the Brexit vote for everything, it 
does seem reasonable for investors to acknowledge that it has been influencing some 
decisions and will continue to do so, even if part of that influence is nothing more than 
self-fulfilling prophecy. Clearly there is no way of knowing what the terms of the UK's 
exit from the EU will involve and we aren't going to play guessing games. It seems 
sensible to expect some periods of uncertainty, general doom and gloom as well as 
some genuine setbacks which, history suggests, are likely to feel scarier and more 
significant at the time than is warranted by a rational appraisal of the facts.  

A foreseeable short-term factor that does merit a mention is the likelihood (in some 
cases imminence) of currency related inflation. For [supermarkets] this is likely to be 
positive and reverse a relatively persistent recent trend of food price deflation. All 
other things being equal, a bit of inflation is probably a good thing for these 
businesses. It isn't a good thing for housebuilders, who will be seeing the price of 
some of their materials, such as timber (sourced in Euros, paid in sterling), increase 
substantially overnight. The impact will have been cushioned until now by long term 
supply agreements but at some point they will start paying higher prices. The good 

http://quoteddata.com/sector/global/
http://quoteddata.com/company/f00000mbh9/
http://quoteddata.com/company/e0gbr04as5/
http://quoteddata.com/data-feeds-2/investment-companies/uk/
http://quoteddata.com/company/e0gbr04aoe/
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news is that the affected materials are a relatively small part of the overall cost base 
and that the rate of labour cost inflation (which, with land, are the most significant 
costs) has been coming down. The overall result is likely to be that build costs rise 
three to four per-cent this year, which won't have a material impact on profits.  

One other note of caution regarding the house building sector: a UK Government 
White Paper on housing has recently been published. The paper has outlined a series 
of Government measures intended to increase housebuilding. From the perspective 
of an investor in the sector, the paper seems to contain both carrots and sticks. The 
Paper is currently in the consultation phase and we will watch with interest to see 
whether some of the measures become enshrined in legislation. Our hope is that the 
"sticks" do not cause building firms to develop fewer houses, rather than more. If the 
White Paper ultimately does have some unintended consequences and leads to lower 
levels of house building, we would expect the counterproductive measures to be 
swiftly reversed.  

A historical context. For at least the last 500 years (and arguably much longer than 
that) Britain has managed to be one of the world's 10 largest economies even though 
it has only enjoyed membership of the EU since 1973. History suggests therefore, 
that Britain is, eventually, likely to make a relatively decent fist of things outside of the 
EU. 

.  .  .  .  .  .  .  .  .  .  . 

Ian Barby, chairman, Invesco Perpetual UK Smaller Companies: The year under 
review has been influenced by a number of political events including the UK's vote in 
the referendum to leave the EU and the result of the US Presidential election. Despite 
these largely unanticipated outcomes, markets rallied during the year with the UK 
economy continuing to grow. However, it is likely that markets will remain volatile for 
some time to come, with uncertainties created in the short term by the recently 
announced UK snap election and the longer term by the Brexit negotiations, not 
helped by the possibility of a second Scottish referendum and upcoming key elections 
in Europe.  

All is not gloom and doom and whilst these political outcomes were unexpected - and 
there may be more to come this year - the UK economy is faring well on the back of a 
growing world economy and the depreciation in sterling relative both to the US dollar 
and the Euro; the latter has helped exporters but also makes domestic companies 
vulnerable to potential takeovers.  

Nevertheless, with a continued low interest rate environment, there is reason to be 
cautiously optimistic, at least in the short term. Donald Trump's election as US 
President may be controversial but there is a reasonable expectation that this will lead 
to short-term growth in the US through infrastructure and defence spending and, 
coupled with his administration's positive approach to a UK outside of Europe, the 
potential for home markets to benefit. 

.  .  .  .  .  .  .  .  .  .  . 

Jonathan Brown, manager, Invesco Perpetual UK Smaller Companies: The 
global economy is in reasonable shape. Both Japan and the Eurozone are 
experiencing a pick-up in economic growth, and the reflationary rhetoric emanating 
from the US suggests the potential for high growth there too. The UK economy has 
shrugged off the Brexit uncertainty so far and, although we are likely to experience 
increased inflation over the coming year, the continued record levels of employment 
should be supportive of consumer confidence. Exporting businesses should continue 
to benefit from weak sterling and the weak currency also increases the attractiveness 
of UK business to overseas acquirers. In the event of an economic downturn, the 

http://quoteddata.com/company/f0gbr052p3/
http://quoteddata.com/company/f0gbr052p3/
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Government appears ready to stimulate the economy through increased infrastructure 
spending. So, notwithstanding political interference, the economic backdrop looks 
reasonably favourable.  

There is no doubt that we are in a period of heightened political uncertainty. A 
combination of the UK "snap" election, protracted Brexit negotiations, the possibility 
now raised of a second Scottish referendum, key elections in France and Germany 
and the potential for significant changes in the US approach to global trade could lead 
to increased volatility within equity markets.  

.  .  .  .  .  .  .  .  .  .  . 

Chris Kinder, manager, Threadneedle UK Select: While the overall market 
environment is not changing materially, we feel that a little more caution is now 
required as we move into the post-reporting 'quiet' season in the UK.  

The Federal Reserve is clearly on a tightening path which will ultimately lead to a 
slowing in the US economy, and the 'Trump Trade' seems to be tiring as its iconic 
figurehead appears incapable of enacting policies while valuations have clearly 
moved way ahead of fundamentals.  

In the UK, we are now seeing evidence of falling real wage growth and there are 
constraints on the ability of consumers to borrow.  

We remain wary of commodities. We are also cautious towards banks and lending 
companies; the sector could face headwinds if the countercyclical capital buffer 
(which was removed post-Brexit) is re-imposed. Furthermore, in our view, the BoE will 
be keen to clamp down on imprudent lending behaviour.  

We are looking at the defensive growth areas of the market for incremental 
purchases. These stocks generally have strong track records of downside protection 
in unfavourable market conditions and also offer investors the ability to benefit from 
the power of compounding earnings.  

A snap UK General Election has been called, which will be held on the 8th June. 
Political headlines will continue to create some volatility in global markets, but this will 
provide more opportunities for investors who are willing and able to focus on long-
term fundamentals. 

.  .  .  .  .  .  .  .  .  .  . 

Alex Wright, manager, Fidelity Special Values: The unforeseen political changes in 
2016, alongside reasonable global GDP growth, have presented the first serious 
challenge to the deeply embedded 'lower for longer' interest rates framework. If 
interest rates have finally stopped falling, this would remove what has been a 
structural headwind, and create a much more supportive environment for value 
investing to re-assert itself in the mainstream market, after a long period in the 
wilderness. While I do not expect value investing to outperform in a straight line from 
here, nor necessarily to repeat the dramatic short term outperformance of last year, 
2016 should serve as a reminder to investors that proper diversification means being 
prepared for multiple macroeconomic scenarios, including inflation, growth and rising 
interest rates. 

.  .  .  .  .  .  .  .  .  .  . 

 

http://quoteddata.com/company/e0gbr01ckh/
http://quoteddata.com/company/f0gbr04e7u/
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Asia 
(compare Asian funds here) 

James Willis, chairman, Pacific Assets Trust: Markets have been rising against a 
background that is far from benign. Rising interest rates, a strong dollar, and fears of 
protectionism do not provide a comfortable backdrop. Commodity prices have been 
robust, and in most parts of the world the deflation that had caused such concern 
seems to be in the past. In Asia many of the stocks that have led the way in these 
market conditions do not easily pass the quality tests that our Investment Manager 
sets, while valuations for some of the good companies that meet our critical criteria, 
are steep. 

However, we believe that the countries in which we invest have growth prospects that 
well exceed what is found in our own domestic markets. We are encouraged that 
responsible behaviour in corporate management is becoming more widespread within 
Asia. There is a dynamic of change in attitude and in governance which will reward 
the patient investor with better than average returns over a longer-term period. 

.  .  .  .  .  .  .  .  .  .  . 

Sarah Bates, chairman, Witan Pacific: Prediction is difficult. There are certainly a 
number of geopolitical concerns which might affect the region, either directly or 
indirectly. Towards the end of the last financial year, markets seemed to be driven 
even more than usual by flows of money seeking to follow the latest Twitter 
pronouncement.  

Over the last year, the set back in the China A Share market has provided an 
opportunity to access that market and we have begun to invest there, albeit in a rather 
limited way at the moment. The Board's recent trip to the region supported our view of 
the long-term trends and more recent changes which provide attractive opportunities. 
Examples of some of the areas which featured in discussions were the growth of the 
middle classes across Asia, changes in Japanese corporate behaviour (and the 
strength of Japanese companies' positions in the US), the radical actions taken by the 
Indian Government to take large notes out of circulation and the opening up of 
Vietnamese investment opportunities.  

No doubt there will be turbulence along the way, but the strengths of the region 
persist.  

.  .  .  .  .  .  .  .  .  .  . 

Nitin Bajaj, manager, Fidelity Asian Values: There is certainly no shortage of 
market commentators who will provide a soundbite as to where they believe global 
financial markets are heading over the coming months. I do not wish to make such 
predictions. As Warren Buffet often says, "Forecasts may tell you a great deal about 
the forecaster, they tell you nothing about the future."  

I pay little attention to forecasts which are aired 24/7 on business channels. They do 
not help in making money. I feel our time is better spent understanding the 
businesses that I invest in. However, as I said at the start, I feel that it is difficult to say 
how the current unorthodox macro-economic policies as well as ongoing political 
changes will shape the world. Further, given the significant economic and political 
uncertainty currently present more widely across the globe, it is possible that there 
may even be a bear market in the coming two or three years (to be clear, I am not 
predicting a bear market; I am just not excluding the possibility of one). It is good to 
be fearful when others are greedy.  However in my opinion, any kind of major pullback 

http://quoteddata.com/sector/asia-pacific-excluding-japan/
http://quoteddata.com/company/e0gbr01p3i/
http://quoteddata.com/company/e0gbr017h2/
http://quoteddata.com/company/f0gbr04e6w/
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in the market, if it were to happen, would be an opportunity to accumulate more 
interesting businesses, as long-term fundamentals of Asia are good with rising 
education levels and the potential for improved productivity which follows. As is often 
said, "You make your money in the bear market; you just realise the profits in a bull 
market". 

.  .  .  .  .  .  .  .  .  .  . 

James Ferguson, chairman, Scottish Oriental Smaller Companies: Corporate 
earnings disappointed again in 2016. 2017 has started strongly in terms of Asian 
stock market performance on the expectation, or perhaps hope, that things will be 
different this year. Whilst the outlook for global growth is perhaps more positive, with 
this potential growth comes the risk of interest rates in the US rising more rapidly than 
Asian policymakers would like. Rising interest rates in the US reduces flexibility for 
Asian central banks. If inflationary pressures are returning, this could necessitate 
policy rate increases in Asia which would put pressure on domestic economies as 
well as the corporates that have leveraged balance sheets.  

We continue to place a significant emphasis on Indian companies where we find both 
growth and some of the best management teams in Asia. In addition to finding ideas 
in India we have generated some new ideas in the Philippines and Indonesia over the 
last six months. All three countries have comparatively strong domestic growth. 

We are being cautious about the price we are willing to pay for stocks when investing 
these funds. The same issues that have been weighing on us for the past few years 
remain, namely: the long term impact of recent unorthodox monetary policies; excess 
debt levels; and overcapacity in a number of industries, particularly in China.  We also 
have some new issues to worry about as a result of the more hostile rhetoric coming 
from the United States combined with an increasingly assertive China and also the 
likelihood that interest rates will rise more quickly than markets had been expecting. 

.  .  .  .  .  .  .  .  .  .  . 

Mike Kerley, manager, Henderson Far East Income: The risks to expectations are 
numerous. Upcoming elections in Europe, rising tensions surrounding North Korea 
and the South China Sea and the potential for protectionist policies from the US are 
clear worries. The Company's performance could also be impacted by the UK's 
success at negotiating an attractive exit from Europe which will dictate the value of 
sterling. The biggest risk in the short term, however, is that market valuations in the 
US and some other western markets have reached multi cycle highs despite 
considerable uncertainty. A pull back is probably overdue which could cause 
increased volatility in global markets. The proposition for Asia Pacific remains an 
attractive one and we remain well positioned to take advantage should the increased 
volatility provide attractive opportunities. 

.  .  .  .  .  .  .  .  .  .  . 

Korea 
Weiss Korea Opportunities: Under current economic conditions, Korean preference 
shares are undervalued; however, the election of Donald Trump creates considerable 
uncertainty about global economic conditions. South Korea is heavily dependent on 
international trade. According the World Bank data for 2015, South Korea's exports of 
goods and services were around 45% of GDP; by comparison China's exports were 
22% of GDP, Japan's were 18% and the United States' exports were less than 13%. 

http://quoteddata.com/company/e0gbr04an0/
http://quoteddata.com/company/e0gbr00qxd/
http://quoteddata.com/company/f00000pxnp/
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Consequently, Korea is thus especially vulnerable to a global increase in 
protectionism. President Trump has been consistent in his support of protectionism. If 
the U.S. were to impose tariffs or border adjustments that were declared to be in 
violation of the WTO rules, Trump might pull the U.S. out of the WTO. This would 
have serious adverse consequences on global trade. On the other hand, if U.S. 
protectionism took the form of tariffs against China and China were to retaliate with 
tariffs against U.S. goods and services, that might create opportunities for Korea to 
increase its exports to both the U.S. and China.  

The Korean economy is also vulnerable to the political uncertainty surrounding the 
impeachment trial of President Park Geun-hye. Even if she gets the four out of nine 
votes needed to avoid impeachment by the Constitutional Court, her term expires no 
later than December 20, 2017 and she cannot run for re-election. While the trial 
proceeds, the Prime Minister Hwang Kyo-ahn will act as interim president. The 
Korean political parties and the public seem united in their opposition to President 
Park; however, there is no clear frontrunner in the race to succeed her.  

There is no particular reason to expect a new administration to make radical changes 
in economic policy. Corporate tax rates in Korea have been fairly stable at 24%. 
Corporate tax revenues as a percentage of GDP are higher than in most other 
countries. The budget is in rough balance, the national debt is low, and Korea runs a 
trade surplus. Korea has bilateral trade agreements with almost all the participants in 
the Trans-Pacific Partnership so the U.S. withdrawal from the TPP will have little 
adverse consequences for Korea. To the extent that the TPP would have improved 
protections for U.S. intellectual property rights, the U.S. withdrawal from TPP may 
make it easier for Korean companies to circumvent U.S. patent and copyright law. 
The main macro-economic risks for Korea seem most likely to the effects on the 
global economy of protectionist trade policies coming out of the U.S., and responses 
by China to those policies. If trade wars were to trigger a global recession this could 
be devastating to the profits of Korean firms. However, if selective tariffs against 
imports of Chinese products by the U.S. and corresponding tariffs against imports of 
U.S. products by China did not trigger a global recession, Korean firms could benefit 
from the opportunities to gain market share vis a vis Chinese and American firms.  

Korea is also vulnerable to military conflicts between the U.S. and China. As early as 
May 2017 the U.S. will be deploying a Terminal High Altitude Area Defense system 
"THAAD" in South Korea. THAAD radar covers much of China and parts of Eastern 
Siberia. Both Russia and China have voiced strong opposition to its deployment: 
Chinese foreign minister Wang Yi has said the deployment of THAAD "has 
undermined the foundations of trust between the two countries." The retaliation has 
thus far been minor - confined to discouraging Chinese tourists from going to South 
Korea and some incidental discrimination against Korean pop cultural exports.  

More importantly, Rex Tillerson, the new U.S. Secretary of State, has said that 
China's access to the artificial islands that it is developing in the South China Sea "is 
not going to be allowed." Since it is hard to see how the U.S. can stop access without 
triggering a military confrontation with China, the incentive for China to stop 
deployment of THAAD has greatly increased. This may cause China to increase its 
economic pressure on South Korea to stop THAAD.   

Korea's main export market is China. If Korea were denied access to the Chinese 
market as a means of thwarting THAAD this would have serious adverse 
consequence for the Korean economy. If instead Korea were to side with China, the 
U.S. might retaliate with tariffs against imports from Korea. The most recent available 
data had monthly Korean exports to China of around $10 billion and exports to the 
U.S. of around $51/2 billion out of total exports of around $45 billion. Korea may have 
to choose between exports to China or U.S. Of course, if there is a war between 
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China and the U.S. we will have more serious problems to worry about than the value 
of Korean preference shares.  

The greatest long run threat to Korea comes from North Korea. The development of 
long range missiles that are capable of carrying nuclear warheads is especially 
problematic. It is difficult to envision why North Korea would want to be able to attack 
the U.S. mainland with nuclear weapons except as a means of deterring the U.S. from 
intervening on behalf of South Korea in a military conflict with North Korea. The 
change in leadership of North Korea and the U.S., and the leadership vacuum in 
South Korea, as well as the growth in the nuclear capabilities of North Korea make it 
exceptionally difficult to forecast geo-political events in North-east Asia. But the risk of 
war on the Korean peninsula seems greater than at any time in recent years.  

.  .  .  .  .  .  .  .  .  .  . 

Thailand 
(compare Asian single country funds here) 

Nicholas Smith, chairman, Aberdeen New Thai: Thailand's equity markets are 
unlikely to deliver the same heady returns seen over the last year. However, some 
investor restraint would not be entirely undesirable and arguably more realistic. After 
such a protracted rally, companies are beginning to look fully valued and, in many 
cases, earnings have a fair amount of catching up to do to justify the valuations.  

Nonetheless, there is cause for measured optimism for the country's prospects. The 
smooth transfer of power to the Crown Prince, who has assumed the position of head 
of state as King Rama X, is reassuring from a stability perspective.  And when 
elections are eventually held, albeit more than a year from now, the new government 
is unlikely to veer too far from the current regime's business-friendly, investment-
driven approach.  

In the meantime, the economy should benefit from a boost in public infrastructure 
spending. This might seem a familiar refrain, with previous attempts to pump prime 
the economy stymied by red-tape and bureaucracy. However, there are promising 
signs that the wheels might finally be in motion, with several projects having 
completed the bidding process. This bodes well for otherwise dormant private 
investment. Meanwhile, with public debt under 50% of GDP, the government still has 
plenty of ammunition to stimulate growth.  

Elsewhere, decent rain after a couple of years of severe drought should benefit rural 
incomes and consumption, as better harvests prop up prices. Broader consumption 
trends should also gradually recover as personal debt eases, particularly relating to 
the first-car scheme. Encouragingly, monetary policy is likely to remain 
accommodative for the foreseeable future too.  

Of course, sentiment will remain highly alert to global developments, particularly in the 
West. Further US interest rate hikes could prompt knee-jerk outflows from emerging 
markets as investors chase opportunities for higher returns. Meanwhile, there should 
be little direct risk to Thailand's US trade ties from Trump's apparent protectionist 
bent, given the Kingdom comprises only a small proportion of total US imports. 
However, any material restrictions on larger trading partners, like China, Korea or 
Japan could have unfavourable knock-on effects for other economies in the region; 
Thailand included.  
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.  .  .  .  .  .  .  .  .  .  . 

Aberdeen Asset Management Asia Limited, manager, Aberdeen New Thai: 
Despite the volatility arising from a spate of events, both at home and abroad, Thai 
equities have largely remained resilient and its stockmarket one of the best-
performing, relative to its peers in the region. While we think the protracted rally is 
likely to taper off and post more modest returns in the year ahead, we maintain our 
optimism on the country's prospects.  

Improving exports, along with a robust tourism industry, continue to underpin 
Thailand's growth, whereas increased public spending should also bode well for the 
economy. With government debt still manageable, policymakers have the wherewithal 
to stimulate growth, should the need arise. Meanwhile, the central bank has kept 
interest rates stable, although it stands ready to loosen monetary policy where 
necessary, given potential market volatility from rising US rates.  

On the trade front, we expect Thailand to remain largely unaffected by US president 
Donald Trump's protectionist trade stance. However, this could change if the US 
should impose restrictions on more significant trading partners such as China and 
Japan, which may have a secondary impact on the kingdom. That being said, the 
portfolio's holdings are mostly market leaders in their respective industries, and we 
are confident that they possess solid fundamentals that will help them weather any 
challenges that may arise in the year ahead. 

.  .  .  .  .  .  .  .  .  .  . 

Vietnam 
(compare Asian single country funds here) 

Vu Huu Dien, manager, Vietnam Enterprise Investments:  

Vietnam's 2017 market outlook looks bright, thanks to: (a) accelerated SOE reform via 
IPOs and State divestment of companies such as Satra Group, Petrolimex, Ben 
Thanh Group, Sawaco, etc.  The Government also remains determined to shorten the 
time between listings and IPOs via a circular that went into effect from 1 November 
2016 requiring SOEs to start trading on UPCoM within 20 working days of the investor 
deadline for submission of payment; (b) strong earnings growth, especially from some 
domestic-focused large-cap companies with good fundamentals; (c) the continued 
relaxation of foreign ownership limits, supported by a new proposal to revise the 
current Law on Securities to limit the reference to international commitments to WTO 
only.  This would take away the company's right to decide its FOL.  In other words, if 
the company works in a sector in which 100% foreign ownership is allowed, then the 
FOL for that company is 100%, and the company cannot set it lower.  Even some 
sectors which are restricted by WTO commitments about FOLs, especially banks 
(FOL of 30%), the Government is considering raising the FOL.  

.  .  .  .  .  .  .  .  .  .  . 
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Europe 
(compare European funds here) 

Eric Sanderson, chairman, BlackRock Greater European: European equities have 
lagged behind most other important investment regions in recent years, as concerns 
about deflation, Greek sovereign debt and the Italian banking sector have all kept 
investors away. However, the prospects for this year look much brighter: upbeat 
economic data and the strong earnings reported by European companies in the fourth 
quarter of 2016 provide grounds for optimism. In addition, bond yields are indicating 
some pick-up in inflationary expectations and this is typically a positive sign for an 
earnings recovery. President Trump's election victory has also led to expectations of 
significant tax cuts, increased infrastructure spending and reduced regulation, all of 
which should support global economic growth in the short term.  

The political environment looks set to create further volatility, with the various 
upcoming elections in Europe and the apparent upsurge in populist candidate 
support. However, unsettled markets often create significant investment opportunities 
and, following huge outflows from the region, it is believed that many investors are 
now actively considering returning to Europe on the back of attractive valuations and 
improving growth prospects. A combination of global fiscal easing, stronger economic 
growth and more supportive earnings should also help European stocks gain in 2017. 

.  .  .  .  .  .  .  .  .  .  . 

Vincent Devlin and Sam Vecht, managers, BlackRock Greater European: After a 
difficult year for active management in 2016, we think that conditions for Europe are 
much brighter for 2017. The outlook for the global economy on balance is improving, 
with leading indicators suggesting more positive signals across regions. European 
earnings have historically been more sensitive to global economy pick-ups, given the 
large revenue exposure of European firms to global and emerging markets. The 
European market is now seeing a more supportive earnings revision trend, and 
margins are now beginning to improve on the back of a better macro backdrop, cost 
discipline, improvement in pricing power and weaker currencies.  

European equity funds have seen significant outlows in the last twelve months and 
are currently out of favour. This can present a good entry point ahead of a potential 
turning point in sentiment as the economy recovers and earnings benefit from global 
reflationary trends. There are risks still on the horizon that we need to be mindful of, 
most notably on the political front, given the lack of clarity on policies in the US, whilst 
French and German elections will be the key focal points in Europe. Further support 
for the markets is likely to arise if these political uncertainties are resolved.  

.  .  .  .  .  .  .  .  .  .  . 

Latin America 
Richard Prosser, chairman, BlackRock Latin American Income: The Investment 
Manager maintains its constructive view on the region's fixed income markets. Most 
regional currencies have appreciated since recording their weakest levels a year ago, 
and this combined with only very gradual recovery in domestic demand support on-
going disinflation. Slower consumer price growth allows the regional central banks to 
remove the monetary tightening enacted over the last few years in the face of the 
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spike in inflation. In Brazil the central bank can go much further, as the fiscal 
measures implemented by the government should result in a structural fall in the real 
rate. And even Mexico, where inflation is still on the rise, could be approaching the 
end of its monetary tightening cycle.  

Latin America is likely to enjoy its good run for some time, despite ongoing 
macroeconomic challenges. Many governments in the region have learnt to be more 
prudent in managing their national finances. In response to the Trump 
administration's isolationist policies, many have taken the initiative and started to 
actively seek new avenues for trade, such as with the EU and China, as well as 
among themselves. Relative stability in oil and commodity prices should benefit Latin 
America's various economies that rely on such exports.  

Notably, the Brazilian stock market is likely to remain buoyant in the foreseeable 
future on hopes that the recession has bottomed out and the economy is on the verge 
of a recovery. An influx of foreign investment heralds improving investor confidence, 
even as the government makes headway with its reform drive.  

Mexico, which arguably has the most to lose from Trump's protectionist stance, 
seems to be coming to terms with the uncertainty. Consumer confidence has been 
surprisingly resilient since the petrol-price shock at the start of the year, and President 
Peña Nieto has adopted a proactive stance, urging the US to renegotiate the terms of 
Nafta sooner rather than later. Elsewhere, the upcoming Chilean presidential election 
may present an opportunity for renewal as potential candidates begin to step forward.  

.  .  .  .  .  .  .  .  .  .  . 

Aberdeen Asset Managers, mangers of Aberdeen Latin American Income: 
Despite much uncertainty swirling around Donald Trump's international trade policies, 
Latin American markets have performed well and should remain fairly resilient in 
2017. This, together with investment inflows into the region, points to signs of 
improving confidence in the regional economies.  

The Brazilian government's continued reform efforts are helping to rebuild credibility, 
particularly in its ability to manage its economy. On the other hand, while Mexico's 
assets lagged over the review period, the central bank's sensible monetary policy has 
helped shore up the peso. The rebound in prices of commodities, combined with 
moderate economic growth and weaker currency levels has also helped the external 
rebalancing, resulting in a compression of current account deficits across most 
countries in the region.  

At the corporate level, there are encouraging signs of a turnaround in earnings, 
supported by improved cost management. Valuations still appear attractive despite 
the market run-up over the past six months. As bottom-up investors, we continue to 
favour quality companies with robust balance sheets that can ride on the region's 
promising growth prospects 

.  .  .  .  .  .  .  .  .  .  . 

Biotechnology & Healthcare 
(compare specialist biotechnology and healthcare funds here) 

SV Life Sciences Managers LLP, manager, International Biotechnology Trust: 
The biotechnology sector went into a tail spin back in September 2015 when the 
sector was trading at more than 30% above current levels due to political uncertainty 
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surrounding drug pricing, sparked by Hillary Clinton's comments. The sector is yet to 
fully recover almost two years later.  

After the setback, the NBI [Nasdaq Biotech Index] remained in a trading range 
throughout 2016, held back by the uncertainty of the upcoming US election.  

Initially, despite the surprise Republican "clean sweep", investors remained cautious 
as Trump's comments surrounding drug pricing continued downward pressure on 
valuations. However, since his win, this has become a lesser area of concern and 
share prices have begun to recover, due to the long held assumption that "business 
friendly" Republicans are unlikely to vote for price controls or industry unfriendly 
ideas.  

In practice, drug pricing growth is being 'controlled' to an extent already within the 
private sector through various mechanisms. Diseases which benefit from multiple 
treatment options offer insurance companies an opportunity to negotiate lower prices 
with the pharmaceutical and biotechnology companies supplying them. Despite the 
relatively recent political spotlight on drug pricing, this private sector negotiation on 
drug pricing is not a new phenomenon. By investing in companies focused on unmet 
medical needs and producing unique life changing drugs, investors can gain a degree 
of protection from such pressures.  

Large pharmaceutical companies and more recently, large biotechnology companies, 
have seen their revenue growth rates reduce as current innovative therapies face 
greater competition and their R&D productivity in creating new drugs has decreased. 
Despite lower growth rates, their ability to generate cash from successful blockbuster 
drugs has continued, and many companies have significant cash resources. In 
addition, the new administration's polices look likely to increase cash holdings further. 
These policies include a potential lowering of corporate tax rates in the US and a one-
off tax rate for 'repatriation of funds' which are locked overseas by some companies in 
order to avoid a 35% US corporate tax rate.  

This combination of factors has led to increasing pressure on large cap companies in 
the sector to carry out M&A, and acquire companies with faster growing products to 
boost their revenue growth. Companies bought in M&A activity are often bought at 30-
60% above the stock market values in the period immediately before acquisition, 
providing a strong source of returns for investors in the companies acquired. 
Frequently, these exiting investors seek to reinvest the proceeds in the biotech sector 
helping to further boost returns. The Investment Manager has taken steps to change 
the Company's holdings and reduce its exposure to the more established companies 
in favour of the faster growing mid-cap names which are ripe for acquisition.  

We believe the sector remains good value at P/E of 13x 2017. However, it looks even 
more attractive on a relative basis when you consider the S&P 500's run and 
valuation of 18x 2017. We believe the fundamentals of the sector are intact, 
valuations are attractive and the concerns over Trump's administration are overdone, 
providing a good entry point for investors. 

.  .  .  .  .  .  .  .  .  .  . 
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Debt 
(compare Debt funds here) 

William Frewen, chairman, NB Global Floating Rate Income: [The] Board believes 
that the outlook for 2017 is favourable for short duration asset classes such as senior 
secured floating rate loans. We expect to see further rate rises in 2017 and President 
Trump's anticipated expansionary policies will, if delivered, likely result in moderate 
U.S. economic growth and the pace of these rises may increase. The Investment 
Manager believes that default rates will stay below historical levels and credit quality 
is expected to remain favourable with the exception of some identifiable areas, such 
as commodity sectors. Furthermore, the restraints put on lending banks by regulators 
through the Interagency Guidance on Leveraged Lending will help to limit excess 
leverage in new issuance. Still, all of these positive tailwinds come with the caveat of 
significant uncertainty in political events, such as the upcoming European elections, 
Brexit negotiations, trade relations and the shaping of fiscal and monetary policies 
under Trump's administration, which have the potential to derail any positive 
momentum and could lead to increased volatility across global markets. 

.  .  .  .  .  .  .  .  .  .  . 

Paul Smith, manager, Acorn Income Fund: The China and US driven risk-off 
environment seen in the first quarter was soon exacerbated by the shock UK 
referendum result, which drove gilt yields down to all-time lows. Since August 
however, global yields have rebounded spectacularly, inflicting material losses on 
instruments which had been held as safe haven assets. The sharp reversal in yields 
has principally developed from a change in mind-set which has seen global 
deflationary fears transformed into inflation concerns for a number of reasons. The 
stabilisation of oil prices at much higher levels from their lows saw the deflationary 
drag from energy reverse across observed global inflation baskets. 

Inflation expectations have also shifted markedly higher as Donald Trump's 
presidential victory in the US has brought great expectations of a policy mix change in 
the US, moving away from exclusive reliance on ultra-loose monetary policy towards 
a more balanced dependence on deregulation and economic activity supported by 
expansionary fiscal policy. With expectation comes the possibility of disappointment 
and we wait to see what policies the new President prioritises and what support he 
has in executing them. Certainly the endeavour for expansionary policy is there and 
with the economy already around full employment the concern is that the Federal 
Reserve Bank may be forced to raise rates faster than they had anticipated.  

Meanwhile in the UK, gilt yields ended the year around double the level of their post-
referendum lows, inflicting large losses on those investors which assumed the Bank 
of England's policy of monetary loosening would be a backstop for the bond market. 
For now at least, the economy appears to be holding up well and could put the Bank 
of England in a more neutral mind-set following the pre-emptive rate cut in response 
to the referendum. Indeed the service and manufacturing sector Purchasing 
Managers' Index surveys bounced back strongly in December with low unemployment 
supporting the consumer and sterling's weakness providing a boost to export 
competitiveness. However the collapse in sterling has also introduced imported 
inflation risks which will erode the real return of gilts. Inflation is also likely to present a 
challenge to consumer real incomes whilst the lack of visibility to firms regarding 
Brexit negotiations is likely to curtail corporate spending.  

Despite the recent rise in yields, valuations of investment grade corporate bonds 
continue to look rich with the scope for credit spreads to tighten further being limited 
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and almost certainly less than the potential for them to widen if growth or default 
expectations worsen. The credit market has been highly manipulated with central 
bank quantitative easing programmes further driving down yields and spreads through 
direct repurchases of corporate bonds, which have already experienced a tailwind 
from buybacks of sovereign issues. The European Central Bank and Bank of 
England's intervention in corporate bond markets where the search for yield has 
already created crowded activity has arguably added to liquidity problems and make 
them vulnerable to a withdrawal of technical supports such as tapering.  

  

We remain cautious on duration and the tight levels of investment grade credit and 
endeavour to seek opportunities where risk and reward profiles are most attractive. 
Overall, the current uncertainty requires cautious positioning within both duration and 
spreads with both still at historically low levels and either vulnerable to rising in a 
variety of positive or negative economic scenarios, especially given liquidity 
constraints in the bond markets. For these reasons we are investing in alternative 
strategies to provide some diversification from traditional fixed income investments. 
These strategies include exposures to convertible bonds, index linked bonds, 
investment companies and structured investments. 

.  .  .  .  .  .  .  .  .  .  . 

Blackstone/GSO Loan Financing: We believe the most important theme for the 
European credit markets is the overwhelmingly strong technical backdrop. We 
continue to see strong institutional inflows into managed accounts and appetite for 
CLO liabilities from investors remains robust. With volatility in rates, we think 
sponsors may favour issuance in the loan market and we have already seen an 
increased preference for loans over bonds.  

Over the course of 2016, central banks, particularly those in Europe, added 
significantly to their monetary accommodation. The ECB and Bank of England 
lowered rates and instituted corporate bond buying programs, in addition to other 
measures. In turn, this kept sovereign yields low across the curve and deepened the 
bid for higher yield products like senior loans and high yield bonds. Furthermore, the 
central banks are participating in the corporate bond market directly as opposed to 
limiting their influence to indirect measures such as low interest rates that incentivise 
investors to take more risk. Through 2016, the ECB purchased EUR51.2bn of 
corporate bonds. The Bank of England also launched its own corporate bond program 
in September.  

Over the medium term we expect the strong technicals to continue to support 
valuations in the European credit markets but we are monitoring developments that 
could disrupt this calm. Central banks have acknowledged the limits of an 
extraordinary monetary policy. For example, negative interest rates may be impairing 
the financial sector's ability to aid the economy's recovery. In addition, central banks 
are running low on sufficiently high-quality assets to purchase. Outside of monetary 
policy, the political landscape remains highly uncertain with Britain having notified the 
European Union of its intention to leave the Union, followed by UK, French, German 
and Dutch elections in 2017.  

In the meantime we believe senior loans are well positioned, providing investors with 
yield and relative performance stability. High yield bonds should also continue to 
benefit from negative interest rates but provide yields similar to senior loans with more 
risks, in our view. 

.  .  .  .  .  .  .  .  .  .  . 
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Andrew Adcock, chairman, VPC Speciality Lending: As 2016 ended, investor 
sentiment towards online lending was improving after some volatility earlier in the 
year. In the second quarter, U.S. online lending volumes slowed sharply as Lending 
Club experienced some data quality and corporate governance issues. Once these 
issues were resolved, quarterly volumes stabilised and returned to sequential growth 
in the fourth quarter. In the U.K., online lending volumes grew by 32% year-on-year in 
2016.  This growth was heavily weighted towards the second half of the year once it 
became apparent that the economy was performing well despite the Brexit outcome. 
Accordingly, in the last quarter of 2016, origination volumes were growing sequentially 
in both the U.S. and U.K.  

The political and macroeconomic outlook appears generally positive under the new 
administration in the U.S. [We] expect further increases in the Federal Funds rate.  

The long term structural growth drivers for online lending remain as strong as ever. 
Specifically, the regulatory changes implemented following the financial crisis have 
resulted in banks being unable to cost-effectively serve many credit-worthy 
consumers and SMEs ("small and medium enterprises"). In addition, the availability of 
credit information outside banks continues to improve and, through automation, online 
lenders can profitably lend to these under-served SMEs and consumers. Without 
legacy systems to maintain, online lenders can innovate to provide a better user 
experience to borrowers. These growth drivers are likely to sustain the growth and 
development of the online lending sector for many years to come. 

.  .  .  .  .  .  .  .  .  .  . 

P2P Global Investments: The universe of global alternative lending opportunities 
continues to expand. The Investment Manager believes various specialty finance 
markets continue to offer attractive investment opportunities as a result of bank 
deleveraging, regulatory changes and central bank distortions.  

With a steeper forward curve in the US and better priced opportunities elsewhere, it is 
likely that the US consumer loan asset class will further decrease as a percentage of 
the Company's overall portfolio. Whilst unsecured consumer loans in the UK benefit 
from lower funding costs (both through base rate and spread), there is some 
competitive tension in the most prime grade loans in which the Company typically 
invests. At the same time, new and more attractively priced opportunities are evolving 
in other parts of the lending market. Secured and unsecured SME lending in the UK 
and Europe offers an attractive risk return profile, the small balance property backed 
lending sector remains underserved and non-bank trade finance originators are 
increasing their reach and ability to scale. 

.  .  .  .  .  .  .  .  .  .  . 

Property 
(compare UK property funds here) 

Andrew Wilson, chairman, UK Commercial Property: The political and therefore 
the economic outlook for 2017 is expected to be dominated by the Article 50 process 
for the UK to exit the European Union. Additionally, the possibility of changes in the 
political landscape elsewhere in the world is expected to command the headlines. 
Notwithstanding the strength of the UK economy since the EU referendum, and the 
Bank of England's recent upgrade of its GDP growth forecast for 2017 to 2%, the 
same as that achieved in 2016, there will continue to be uncertainty at home and 
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abroad. Against this background, commercial UK real estate has many significant 
benefits as an asset class, not least its ability to produce an attractive and sustainable 
income stream against a backdrop of limited speculative development, generally low 
supply and modest gearing levels compared to previous cycles. These should help 
reduce potential volatility and there also remains a significant gap between the 
attractive and stable yields currently being earned on real estate and the returns from 
other mainstream asset classes.  

.  .  .  .  .  .  .  .  .  .  . 

Will Fulton, manager, UK Commercial Property: 

Despite the uncertainty associated with the political wrangling, UK real estate 
continues to provide an elevated yield compared to other assets. Furthermore, 
lending to the sector is at a lower level than the Financial Crisis of 2007/08 and 
liquidity remains reasonable. In an environment where the economic fundamentals 
are expected to soften further and with uncertainty remaining high, we expect lower 
returns from property than has been the case over the last few years.  

The steady secure income component generated by the asset class is likely to be the 
key driver of returns. From a sector perspective, we expect Central London office s to 
be the most negatively impacted sector in the near term, given the linkages to 
European markets via cross border trading. We expect industrial, and the best retail 
assets, to be comparatively resilient with potentially some growth, while long income 
assets should provide most resilience. 

.  .  .  .  .  .  .  .  .  .  . 

Chris Russell, chairman, F&C Commercial Property: Following a turbulent year for 
the UK, there is greater clarity emerging from Brexit but considerable areas of 
uncertainty remain and it is probable that this will influence investor sentiment. 
Investors are expected to de-risk their property holdings and favour prime, well-let 
assets. Property is still attractively priced against the risk free rate of interest and the 
search for yield should support the property investment market, with the industrial 
sector a major beneficiary.  

The occupational market may face headwinds from business rates, the imposition of a 
National Living Wage and higher import costs in the coming year. However, the 
Company is looking for opportunity in longer-term structural changes such as 
digitisation, urbanisation, infrastructure and communications to grow capital value and 
dividend cover in a portfolio of prime assets. 

..  .  .  .  .  .  .  .  .  .  . 

Richard Kirby, manager, F&C Commercial Property: Despite some recovery in 
property performance towards year-end and upward revisions to GDP growth 
forecasts, market sentiment remains cautious. There is a focus on political issues, 
with Brexit negotiations to the fore, but the impact of the US election and 
developments in Europe are also potential areas of concern. Within property, the 
introduction of new business rates will affect tenants' occupational costs, while 
margins could be hit by higher prices for imported goods. With interest rates expected 
to remain low by historic standards and property benefiting from a relatively high and 
stable income return, the asset class is likely to retain its appeal to income seeking 
investors. We expect a period of positive single digit total return performance, driven 
by income in an uncertain environment. We continue to favour quality industrial and 
distribution, Central London retail and alternative assets on a selective basis. The 
outlook for Central London offices is still unclear. In the short and medium term, the 
path of Brexit negotiations is expected to be a major determinant of performance but 
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over the longer-term, the impact of any move towards the normalisation of interest 
rates also needs to be borne in mind. 

.  .  .  .  .  .  .  .  .  .  . 

Empiric Student Property: The student accommodation market is now an asset 
class in its own right, catering for a wide variety of both first year and returning 
students. The development of the purpose-built student accommodation ("PBSA") 
market has emerged from the needs of the sector.  

In the course of the development of our 2025 Plan, we have undertaken extensive 
analysis of the student accommodation sector. Several factors have emerged as 
impacting the overall sector:  

• Growth in full-time student numbers and participation in higher education: Due to 
policy, curriculum innovation, university outreach and labour market factors such 
as the globalisation of high skilled labour, engagement of young people in higher 
education is the highest that it has even been. The Department of Education 
reported the 2014/15 initial participation rate for UK 18-30 year olds had risen to 
48%, rising from 42% in 2006/07.  

• Competition between universities: The pressure to do well at university, alongside 
policy drivers to create competition between universities (including the Higher 
Education and Research Bill and introduction of the Teaching Excellence 
Framework), are contributory factors in a polarisation in the attractiveness of 
universities. Good universities continue to attract students from wide national and 
international backgrounds. Successful universities will be those that are able to 
adapt to external factors through solid planning, adaptable funding and attractive 
and relevant course portfolios.  

• University investment in facilities: Accommodating growth and the need to attract 
high quality students are key drivers underpinning universities' investment in 
academic and residential space. Maintenance and the need for further expansion 
has led to increasing pressure on institutions to prioritise expenditure, which 
together with borrowing limits imposed by Higher Education Funding Councils is 
typically driving investment in the academic rather than residential estates.  

• The emergence of residential business models, on and off campus: Higher 
education institutions ("HEIs") have generally come to see other providers of 
student accommodation as supportive to their needs - that money is available 
through other sources to build residential capacity with private development of 
accommodation (on and off campus) as a mainstream option for residential 
development.  

• Private PBSA investment levels: Levels of investment into the development of 
PBSA have risen over the past decade, as have student numbers. High levels of 
liquidity and investment activity are driving changes in the UK student 
accommodation market, encouraging greater levels of competition between 
operators and differentiation in stock types. Those students with a larger budget 
have few alternatives to renting in student halls or the private rented sector 
(houses of multiple occupancy ("HMOs")), particularly those wishing to share. 
Students with a more limited budget, the fastest growing sector of the market, are 
competing with the wider rented residential sector.  

• Constraints on housing markets: Growth in student populations in recent decades 
has led to pressure on housing stock near many universities with a widespread 
conversion of houses to HMOs around university campuses, pushing out local 
employees, young families and changing the balance of voting and Council Tax 
paying populations. There is concern over "studentification" and ensuring that 
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student "ghettos" do not detract from the sustainable balance of communities. 
Rents have risen significantly in areas of high demand.  

• Council activity and effects on the housing market: Local Authorities have 
responded to this increasing pressure on housing markets through licensing that 
aims to limit the irrevocable loss of houses to student and other transient 
populations, and to control the quality of the HMO housing stock. The tool of 
Article 4 Direction ("A4D") has been available for use by Councils since 2010 for 
C4 use class, requiring owners to obtain planning permission to convert houses to 
HMOs. A4D is in place in many major cities. Private businesses are entering the 
space, packaging houses into larger portfolios, with professional landlords and 
greater investment and quality. High quality houses now mimic the convenience 
and room types of PBSA in some cases. The blurring of lines between property 
types may be a further opportunity to convert audiences towards PBSA 
alternatives.  

• The student experience vs affordability: The rise in tuition fees has had 
widespread effects on the sector. Students are under pressure to demonstrate 
good degrees, and investment in higher education has risen. They come from 
families with consumer lifestyles, with concerns about safety and they rely on their 
parents to a greater degree and for a longer duration, which has led students and 
parents to choose PBSA for at least some part of the student's time at university. 
The higher quality of PBSA over time and it being more widely available and 
accepted in the market have led to it being seen as mainstream for first years, 
and other groups are following suit. Demand for en-suite and high-end product 
outstrips demand for more affordable, generally older accommodation. At the 
same time, the National Union of Students ("NUS") and students in London are 
protesting the rise in costs of university accommodation, reflecting the value 
imbalance between private and university owned PBSA. The replacement of 
supplementary grants for students from lower income households with loans does 
not seem to have diminished the appetite of 18 year olds from lower income 
families for a university education. However, with the increasing number of UK 
students studying without additional parental financial support, the issue of 
affordability may well become the subject of even more attention in future.  

Provision of Student Accommodation  

Student demand for private sector PBSA has increased significantly over recent 
years, with 568,000 beds, albeit serving primarily first year undergraduates, reported 
by Cushman & Wakefield in 2016/17. An increase in room numbers is being projected 
for 2017 and beyond. The increase in rooms is reflected in the rising number of 
students reporting to their universities that they are living in PBSA off campus.  

Student preferences towards PBSA have evolved over recent years, along with an 
expectation of having an enjoyable and valuable student experience during their time 
at university. Living within walking distance of the university campus; being able to 
choose from a variety of room types and price points; as well as an overall 
contemporary interior and fit-out including modern social spaces are all regarded as 
important factors that students take into consideration when making accommodation 
choices.  

In response to changing student preferences, as well as the rise in the quality of 
accommodation off campus, universities are improving their accommodation stock 
through refurbishments and the replacement of standard rooms with shared 
bathrooms, though they remain behind the curve in terms of quality. In 2015, 
Cushman & Wakefield recorded a total of c.7,000 rooms had been refurbished on 
campuses, with a negligible increase in the volume of rooms on campus. Some of this 
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work is being undertaken by universities themselves, but also the joint venture market 
for on campus and off balance sheet projects is now seen as a more acceptable route 
by universities.  

Although private PBSA accounted for only 27% of provision for all students in 
2015/16, it was the fastest growing stock type in the sector. Within the next few years, 
there is likely to be a shift from majority university ownership of rooms to private 
provision.  

Due to the increasing maturity of the student accommodation market, we considered 
niche markets both in terms of location as well as product design in relation to our 
growth prospects.  

Being responsive to student preferences and finding innovative solutions for 
differentiation, e.g. securing development sites close to campus, designing new 
inventive room types such as townhouses, and the inclusion of a variety of social 
spaces and being sensitive to affordability, will be key factors in ensuring the future 
success of schemes in a more competitive marketplace. Micro market analysis will 
also be crucial in ensuring the sustainable attractiveness of schemes long term.  

Sector Outlook  

Students  

• Expectations around the student experience are driving up the quality of PBSA  

• A flight to quality universities drives students further away from home  

• New ways of studying and alternative providers of higher education may continue 
to emerge, but could present opportunities for PBSA providers  

• NUS and student voice reiterate the importance of student experience but also 
express concerns about value for money  

Cities and towns  

• Pressure on housing markets (A4D and licensing) drives increasing demand for 
PBSA, but also  improvement in the quality of existing HMOs  

• Encouragement of PBSA for regenerative purposes, and where there is 
demonstrable need  

• Recognition that successful institutions may continue to grow, driving additional 
demand for PBSA  

Universities and policy  

• Competition between universities to invest in academic facilities and quality 
means external sources of PBSA funding will be needed  

• Polarisation between winning and losing universities will drive a focus on 
successful institutions and core PBSA locations  

• Student loans, grants and affordability are central debates within the sector  

• Longer-term competition from alternative providers and higher apprenticeships 
cause competition as well as innovation on campus (foundation year provision, 
new pathways and outreach)  

PBSA  

• Pipeline and competition between PBSA blocks is a concern in some cities  

• Competition in PBSA market will drive the need for diversification and economies 
of scale  
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• Product, price point innovation and the quality of service offering  

• Blurring of lines between HMO and PBSA stock types 

.  .  .  .  .  .  .  .  .  .  . 

Redefine International: The UK economy has proved more resilient since the June 
2016 EU referendum than was widely anticipated, with growth forecasts recently 
revised upwards to 2.0 per cent for 2017. Unemployment has remained low and 
recent growth appears to be widespread across most regions. Notwithstanding this, 
the UK faces a number of uncertainties including an imminent General Election and 
the subsequent Brexit negotiations, as well as rising inflation.  

The UK triggered Article 50 on 29 March 2017 which started the formal process of 
leaving the European Union. Despite the possibility of a protracted period of 
negotiation and market volatility, the UK continues to be a truly global real estate 
market supported by many factors including its skills base. London now employs 
more people in the information and communications sector than it does in the 
traditional finance and insurance sectors, evidenced by the continued strength in the 
occupier market in recent months.  

The outlook for the German economy appears stable with modest growth and one of 
the lowest unemployment rates in Europe at 4.3 per cent. Prime yields in Germany's 
core markets are now at, or below, their last peak, but continuing scarcity of 
investment product and strong investment demand, particularly for prime assets, 
suggests ongoing support for valuations.  

Inflation and interest rates will continue to be closely monitored. General expectations 
are for official UK interest rates to rise in the next 24 months but for future increases 
to be gradual. Interest rates in Europe are also anticipated to remain low for an 
extended period, although the European Central Bank monetary stimulus is likely to 
be reduced. 

.  .  .  .  .  .  .  .  .  .  . 

 

German Property 

Taliesin Property Fund: Demographic and economic trends continue to support the 
residential property market.  According to the Amt für Statistik Berlin Brandenburg and 
JLL, the Berlin population is forecast to expand to close to 4 million inhabitants by 
2030, representing an increase of 9.3% from 2015, whilst the number of households 
is forecast to grow by 12.3% in the same period. These estimates have proved 
conservative in recent years and we would expect upward revisions to take place. 
The significant number of new arrivals in recent years has helped Berlin's economy 
grow faster than the rest of Germany and employment to grow more rapidly. In the 
first nine months of 2016, employment rose by 2.4%, more than double that of 
Germany as a whole. Employment in Berlin has been rising faster than in any other 
land for five consecutive years. The service sector in particular is booming. Tourist 
visits topped 31 million in 2016, with overnight stays rising 2.9% to 13 million. The 
technology sector is also growing strongly: McKinsey forecast that Berlin's start-up 
sector could provide 100,000 new jobs between 2013 and 2020. Financial and 
business services output now totals $55 billion per annum, according to Oxford 
Economics: remarkably, this is now not far short of that recorded by Frankfurt ($63 
billion per annum). All this has helped begin to close the gap in purchasing power 
between Berlin residents and those in other large German cities. According to Berlin 
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Hyp data, the number of employees in Berlin subject to social security contributions 
grew by 29% between 2010 and 2015. This data probably does not capture the full 
impact of the technology sector on Berlin's economic performance given what a 
recent phenomenon it is. We see plenty of additional evidence to suggest that this 
sector is having a significant impact, not least through the growth in co-working 
spaces and the rapid growth in office rents.  

Wider economic trends were supportive in 2016. German GDP rose 1.8%, driven by 
household and government spending, rather than by net exports. Eurozone 
manufacturing and services PMIs have started 2017 at 6 year highs. With the ECB 
continuing to keep interest rates extremely low and augmenting the stimulative effect 
of monetary policy via its asset purchase programme, real interest rates remained 
negative in Germany throughout 2016. Nominal bond yields were also negative for 
much of 2016 and, although 10 year bund yields rose to just over 0.2% by year end 
2016, inflation also accelerated to 1.9%, almost reaching the ECB's target of 2%. This 
cheap money policy helped send residential property prices up by 8% in Germany's 
main cities in 2016, leading the Bundesbank to warn again of a property bubble.  

Looking ahead, the special factors driving the Berlin property market are unlikely to go 
away. In economic terms, Berlin is now Germany's "growth pole", a primary 
destination for venture capital, head-quartering and service industries. The upgrading 
of public infrastructure also continues apace, far more so than in other German cities.  

The second trend is one of an ongoing scarcity of supply in the residential rental 
market. Permissions to build new residential properties have grown rapidly in recent 
years and completions are accelerating but they still fall short of new demand by a 
substantial margin. JLL forecast residential permits to be issued in 2016 to build 
18,600 units and for completions to be in the range of 12-15,000 units. Population 
growth in 2015 was around 48,000 and reached 43,000 in the first half of 2016 
according to JLL. The Berlin Senate is keen to increase completions to at least 
20,000 new units per year but planning remains a hurdle.  

A further factor of support for the market has been the continued plentiful availability 
of cheap financing for large property buyers via the Pfandbrief market. Despite a 
Trump induced wobble in the bund market, yields have stabilised at a still extremely 
low level. Taliesin's experience with apartment sales has been similar to the overall 
market in that buyers are mainly cash buyers or require minimal finance. This is 
confirmed by national data on mortgage lending (the mortgage market is discussed 
further in the risks section of this report). Whilst the search for yield is probably not as 
pronounced as it was a year ago it remains a potent force in the market. Brexit 
appears to have removed London from the most favoured property investment 
destination to be replaced by, amongst others, Berlin. Various industry studies have 
Berlin at or near the top of institutional investors' preferred investment targets for this 
year and whilst we are not particularly comfortable with a consensus call, this may 
well continue to underpin the market in the short run. Fears over a populist backlash 
in upcoming elections in France in particular have led to some sovereign bond spread 
widening against Germany and will probably continue to divert investment flows 
towards core Europe i.e. Germany. If political risk manifests itself in the short term as 
a weaker Euro and lower bund yields then Berlin asset prices will continue to be 
squeezed higher. In the medium term, however, there could be adverse outcomes. 
For now, however, financing remains cheap and readily available to large buyers. 
Anecdotally and at the margin we are beginning to see some less than sound lending 
take place and this is something that will continue to be monitored.  

The impact on the residential market of these trends has been predictable. Firstly, 
prices have powered ahead. Price growth in multifamily apartment buildings, 
especially those with privatisation permissions such as ours, has been strongest. Our 
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increase of around 20% psqm for the year seems consistent with the market. This 
growth further closes the price differential between the price of single apartments and 
multi-family buildings. Single apartment prices increased by 9.6% in 2016 according 
to JLL, with a Berlin average selling price of EUR3,510 psqm. Taliesin's own 
experience in central districts has been to achieve far higher average selling prices 
(average sales prices in Friedrichshain-Kreuzberg according to Berlin Hyp reached 
EUR3,926 psqm in 2016). The volume of apartment sales has continued to expand 
with CBRE reporting EUR700 million of sales in the first 9 months of 2016, a higher 
total than the whole of 2015. Similarly, record volumes are expected for total 
residential sales activity in Berlin in 2016. Residential rents, though constrained by 
Mietspiegel legislation, also increased. According to data from Empirica, average 
residential re-let rents for previously vacant apartments grew by 4.0% in 2016 to 
EUR9.80 psqm, whilst properties available to rent in central districts all achieved well 
in excess of EUR10 psqm. In Taliesin's case, overall rental growth was 4.4%. Whilst 
there has been a marked increase in rent levels in Berlin in recent years, it is 
instructive to look at this over a longer time frame. According to JLL, residential rents 
in Berlin have grown at a modest average nominal rate of 3.9% per annum since 
2004. Taliesin's property portfolio is located almost entirely in Berlin and therefore at 
risk from changes in the political and economic environment that may have an impact 
on the city. As in previous years, the Group remains vigilant to these twin threats to 
the wellbeing of the business.  

Following elections in 2016 Berlin now has a coalition government comprising the 
Social Democrats, the Greens and the left parties. These parties campaigned on a 
strongly pro tenant platform and the early signs indicate that the operating 
environment for landlords is going to become more complex. The Berlin authorities 
are clearly intensifying their efforts to relieve pressure in the rental market by, for 
example, threatening heavy fines for apartments left intentionally vacant. Gaining 
permissions for rent increases following refurbishment work in designated 
"preservation" areas is also proving time consuming and delaying the turnaround of 
vacant units. At the Federal level, the Ministry of Justice is working on an overhaul of 
the current Mietspiegel (rental) law which could prove detrimental to landlords and 
also weighing a decision to shift the burden of estate agent fees away from the buyer 
of properties onto the seller. This second point could be significant for the market as 
most buyers are expected to pay heavy agency fees when acquiring a property (6% 
plus VAT).   

As regards politics in Germany itself, general elections scheduled for September 
could see a resurgence of the Social Democrats, whose stated policy is to decelerate 
rent increases and attack what they see as the "irrational exuberance" of the German 
property market. Tighter restrictions on rents and higher stamp duty could ensue. 
Anti-immigration and anti-EU parties are also expected to do well. Outside Germany, 
a number of countries are witnessing a resurgence in anti-EU sentiment, while 
Greece and other "Club Med" countries are struggling with austerity. Fissures in the 
Eurozone could impact Germany negatively, not least because under the Target 2 
mechanism supervised by the ECB, the Bundesbank is funding the weaker peripheral 
Eurozone countries on a record scale, amounting to nearly EUR800 billion at the end 
of 2016 and rising. Finally, Brexit negotiations and President Trump's stated hostility 
to the EU could also knock confidence.  

On the economic front in 2017 and beyond, it is very likely that monetary policy will 
be, at least to a degree, normalised, barring challenges from negative developments 
on the Eurozone's periphery. Eurozone inflation reached 1.1% at the turn of the year 
and, while that is still well below the 2% target set by the ECB, reflationary trends 
have set in and will eventually prompt the ECB to tighten. The US has already 
embarked on the path of monetary tightening, with the yield on 10 year US Treasuries 
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increasing dramatically relative to German bund yields. That spread will have to close 
at some stage, signalling a reversal of the monetary easing that has been underway 
for so long. This will potentially take away some of the fuel igniting the German  

 Another potential dampener on the German property market is the sharp deceleration 
in retail mortgage growth. Although investment in property by German buyers has 
primarily represented a search for yield in the face of historically low interest rates on 
bonds and bank deposits, many Germans have availed themselves of low interest 
rates to lever up on property purchases. Until 2016, mortgage lending in Germany 
had been rising at double digit rates, albeit from a very low base. Then, in March 
2016, the German government implemented their version of the EU Mortgage Credit 
Directive, designed to give more protection to people taking out mortgages. German 
savings banks' mortgage lending fell 10% in the first eight months of 2016 versus the 
same period a year earlier. According to the Bundesbank, total mortgage lending 
dropped by 13% in annual terms in April 2016, the month after the law took effect and 
fell by 20% in July.  The supply of retail mortgage lending is now not meeting the 
demand for it. 

Last year we reflected on the level of maturity achieved in the Berlin residential 
property market over the past several years. The price of property has increased 
markedly but the market has also experienced a significant de-risking over the period. 
The underlying support for any residential market comes from a combination of 
demographics, supply and finance conditions. Each of these factors has been 
discussed in detail in this commentary but we would argue that the near term trend for 
each of them should continue to be supportive of the market, even at higher prices.  

A more predictable market is clearly attracting new types of institutional investors. 
German family offices in particular appear to be more active in the market alongside 
international private equity type buyers. Ten years ago the market was in some 
disarray and assumptions over improving demographics and an eventual supply 
constraint were merely assumptions. Today, the reality of a serious supply constraint 
and strong demographics are self evident. We expect the market to continue to 
mature in the following years and to continue to attract investors with a more 
institutional outlook.  

.  .  .  .  .  .  .  .  .  .  . 
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Accuracy of Content: Whilst Marten & Co uses reasonable efforts to obtain information from sources which we believe to be reliable and to ensure 
that the information in this note is up to date and accurate, we make no representation or warranty that the information contained in this note is 
accurate, reliable or complete. The information contained in this note is provided by Marten & Co for personal use and information purposes 
generally. You are solely liable for any use you may make of this information. The information is inherently subject to change without notice and may 
become outdated. You, therefore, should verify any information obtained from this note before you use it. 

Investment Performance Information: Please remember that past performance is not necessarily a guide to the future and that the value of 
shares and the income from them can go down as well as up. Exchange rates may also cause the value of underlying overseas investments to go 
down as well as up. Marten & Co may write on companies that use gearing in a number of forms that can increase volatility and, in some cases, to a 
complete loss of an investment. 

No Advice: Nothing contained in this note constitutes or should be construed to constitute investment, legal, tax or other advice. 

No Representation or Warranty: No representation, warranty or guarantee of any kind, express or implied is given by Marten & Co in respect of 
any information contained on this note. 

Exclusion of Liability: To the fullest extent allowed by law, Marten & Co shall not be liable for any direct or indirect losses, damages, costs or 
expenses incurred or suffered by you arising out or in connection with the access to, use of or reliance on any information contained on this note. In 
no circumstance shall Marten & Co and its employees have any liability for consequential or special damages. 

Governing Law and Jurisdiction: These terms and conditions and all matters connected with them, are governed by the laws of England and 
Wales and shall be subject to the exclusive jurisdiction of the English courts. If you access this note from outside the UK, you are responsible for 
ensuring compliance with any local laws relating to access. 

No information contained in this note shall form the basis of, or be relied upon in connection with, any offer or commitment whatsoever in  
any jurisdiction. 
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