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In brief

Global overview 
Our portfolios enjoyed a solid quarter, as risk assets like equites 
continued to rally. Lower-risk assets also produced solid gains, 
as global central banks turned dovish on monetary policy, and 
sentiment shifted towards interest rates being cut.

Equities were a significant contributor to the performance of 
our portfolios over the period, with US equities again the best 
performers. Since the start of the year, the S&P 500 Index is 18.5% 
higher (to end June), while the more technology-driven Nasdaq is up 
an astonishing 21.3%. Both UK and European indices delivered solid 
returns. Surprising, perhaps, given the political upheaval in the UK 
and the notable downturn in Germany’s fortunes. Conversely, Japan 
and most Asia-Pacific indices suffered small losses, as sentiment on 
the US-China trade war see-sawed on President Trump’s  
twitter output.

Yet there seems a discord between the recent strength of 
investment markets, and the more gloomy prognosis from 
economic data and geopolitics. Furthermore, we can question 
investment markets themselves. Risk-off investors have bought up 
sovereign debt, sending yields ever lower. But at the same time, 
risk-on investors have bought equities, sending many indices to 
year-to-date peaks. Bond markets point to lower growth, lower 
inflation and lower interest rates, while equity markets  
remain buoyant.

On the positive side, global financial conditions have remained 
relatively loose. The US Federal Reserve (Fed) is edging towards 
cutting interest rates. At the same time, US consumer confidence 
is close to all-time highs and unemployment is near all-time lows. 
Meanwhile, the European Central Bank (ECB) reiterated its stance 
on monetary policy, stating “we will use all the flexibility within our 
mandate to fulfil our mandate”. While not quite the “whatever it 
takes” speech of July 2012, ECB President Mario Draghi still seems 
unequivocal in his role.

On the negative side, trade tensions have re-escalated. Geopolitical 
developments in the UK, Italy, Argentina, Turkey and Iran have also 
taken a less positive direction. Global manufacturing sentiment, 
meanwhile, hit a 6.5-year low in May. The rapid shift in the trade-
policy environment is perhaps the most difficult to forecast. On the 
US-China question, negotiations have waxed and waned between 
positivity and downright hostility all year. In addition, President 
Trump turned his ire on Mexico for a brief time, before seemingly 

being reassured on border-control issues. In addition, the US is still 
considering whether to impose tariffs on auto imports from Europe 
and Asia.

Our forecasts no longer incorporate a quick resolution to the 
US-China dispute. We do, however, envisage a greater chance of 
resolution regarding tariffs on Mexico. Nonetheless, Mr Trump will 
continue to use his twitter account and affect investor sentiment.

Along with most market analysts, we now expect the Fed to cut US 
interest rates twice in 2019. While on his campaign trail in 2016, 
President Trump commented that the previous Fed Governor 
should be “ashamed” of her handling of monetary policy. He 
accused her of artificially keeping interest rates low to boost 
President Obama. As such, when Trump assumed office, he 
replaced her with Jerome Powell, commenting that “he’s strong, 
he’s committed, he’s smart”. Fast forward eighteen months and Mr 
Trump is openly scathing of the Fed’s policies and agitating for rate 
cuts. The market has already priced in such moves, which opens a 
‘tail wagging the dog’ question. Is the Fed being pushed into policy 
by President Trump and the investment markets, and just how 
independent is it now? Furthermore, since the financial crisis of 
2008, the prevailing assumption is that central bankers will come 
to the rescue when markets become violent. That central bankers 
are alive to the threats is not the issue as such. Rather, it is the 
complacency that this breeds among investors. Nonetheless, it is 
this central bank response that leads us to forecast a broadly flat 
and tepid global economy for the coming months.

It is worth noting that US consumer confidence is near all-time 
highs. The last time it hit this level was in 1998-1999. That was just 
before the technology crash wiped 50% off the S&P 500 over the 
following three years. Indeed, as one would expect, consumer 
confidence does tend to peak just before a market correction. 
Previous highs were reached in 2007, 1987-1988 and 1978-1979. 
Looking at the world’s dominant equity market, the S&P 500 has 
added 18.5% year-to-date. This brings its annualised return over 
10 years to an astonishing 14.7% per annum. Clearly, such a 
return is not sustainable. Indeed its 20-year annualised return, a 
period which encompasses the 2008 crisis, is a more sober 5.9% 
per annum. Surely we need some lean years to bring returns back 
down to their long-term average. We should also bear in mind that 
US earnings forecasts are decreasing, while share buybacks are 
increasing. One has to consider just how shaky the ground is to 
justify the market’s return thus far in 2019.

 ▸ Equities continued to advance over the quarter, with 
the US the strongest market.

 ▸ Alternative investments – global listed infrastructure 
and global real estate investment trusts – performed 
solidly.

 ▸ With US interest rates on pause, emerging market 
debt, in both hard and local currency, posted strong 
returns.
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Meanwhile, bond markets are, at best, pricing in a stagnant future. 
At worst, they are downright pessimistic. Much has been written 
over the last year about the increasing flatness of the US yield 
curve. That is, short-term borrowing rates being similar to long-
term borrowing rates. In a normal environment, one would expect 
long-term rates to be higher. Investors would require a higher 
rate of return for lending longer term than shorter term. Many 
City scribes warned on the inverted yield curve, where short-term 
borrowing rates are higher than long-term borrowing rates. An 
inverted yield curve has almost always led to a US recession within 
12-18 months.

Long periods of economic expansion invariably result in too 
much debt; people borrow excessively as the good times roll. 
This is followed by a correction and usually a recession. Consider 
that there is now more debt in the world than in 2007 and 
that a record $13 trillion of it is priced at negative yields. Non-
financial US corporate debt has now exceeded previous peaks. 
However, buoyed by a solid global economy and accommodative 
central banks, default rates remain at low levels. In the current 
environment, it is difficult to justify a sizeable fixed income 
position. Late in the quarter, the five-year German bund yield hit 
a new record low of -0.7% (yields move inverse to prices). Indeed, 
Germany, France, Japan, Sweden, the Netherlands, Switzerland, 
Spain and Portugal all have their sovereign debt trading on negative 
yields at the five-year maturity. It’s worth remembering that it 
was only seven or eight years ago, when the Eurozone debt crisis 
was at fever pitch. Portugal had to go cap in hand to the ECB, and 
there were concerns that Italy and Spain would follow. Nowadays, 
investors are paying Portugal for lending it money over five years!

Performance 
Overall returns were solid this quarter, with a variety of asset classes 
delivering positive contributions. This justified the underweight 
exposure to cash/money-market funds and the tilt towards  
risk assets. 

Equities continued to advance over the quarter, with the US 
the strongest market. The portfolio benefited from maintaining 
an allocation to the Fidelity Index US Fund. Global real estate 
investment trusts also performed solidly, although the more yield-
focused L&G Global Real Estate Dividend Index Fund lagged the 
broader benchmark. The Invesco European Equity Income Fund 
also disappointed with returns subdued against the broader index. 
However, the Artemis Global Emerging Markets and Pictet Japanese 
Equity Opportunities funds were positive for performance.

The major contributor to returns was the fixed income exposure. 
With US interest rates on pause, emerging market debt, in both hard 
and local currency, posted very strong returns. The Standard Life 
Investments Emerging Market Debt Fund (our preferred fund within 
the hard currency asset class) performed exceptionally well over the 
quarter, considerably outperforming its benchmark. UK investment-
grade bonds also posted positive performance over the period, with 
the Fidelity Institutional Corporate Bond Fund outpacing the index.  

Activity 
Over the quarter, we reduced our underweight position in European 
investment-grade credit. We feel that an increasingly dovish ECB 
and a ‘lower-for-longer’ interest-rate environment in the Eurozone 
should lead to further upside in European corporate bonds. We 
do, however, retain an overall underweight stance in the asset 
class in favour of emerging market debt and global high yield 
bonds. We increased the weightings in the Schroder ISF European 
Corporate Bond Fund and the Standard Life Investments European 
Corporate Bond Fund, by reducing the holding in the Vanguard 
UK Government Bond Index Fund from neutral to underweight. 
Gilts have performed well through the year, given their defensive 
characteristics. With concerns over global growth moderating, and a 
more accommodative interest-rate backdrop, we felt this was a good 
opportunity to re-cycle some profits into European corporate bonds. 
We also pared back our overweight position in emerging market 
debt (EMD), in both hard (US dollar) and local currency managers, 
after strong performance through the year. This reduction allowed 
us to reinforce our  European corporate bond positions. After the 
changes, we still remain overweight in EMD overall, with less of an 
underweight position in European investment-grade credit.   

Outlook 
We have downgraded our global growth forecasts amid subdued 
economic data and increasing policy uncertainty. While we had long 
anticipated a slowdown in the latter half of 2019, and into 2020, we 
had expected a coordinated central bank response to ensure any dip 
would be temporary. We no longer expect a bounce back in global 
growth, more a slowdown, rather than a recession. The portfolios 
were well served over the quarter by maintaining a pro-risk stance, 
with a tilt towards equities and light to neutral weightings in fixed 
income. As we enter the third quarter, we shall re-visit  
this positioning. 
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Performance: Conventional MPS Portfolio 2
Performance (%) 

2nd Quarter 2019
Performance (%)  

3 years
Performance (%)
Since Inception1

Volatility Since 
Inception (%)

Conventional MPS Portfolio 2 3.49 13.24 20.03 3.74

ARC £ Cautious 1.70 10.06 12.91 3.01

The performance figures may vary due to product specific charges and should be viewed on an indicative basis. 
¹30/11/2014 - 30/06/2019 
Volatility calculated using monthly returns. Any holdings referred to relate to the Aberdeen Standard Capital MPS hosted on the Standard 
Life WRAP platform. Differences in holdings may occur on other platforms due to fund and shareclass availability.

Performance: Conventional MPS Portfolio 2 Inception to end Q2 2019

Performance 
Portfolio performance is based on Aberdeen Standard Capital 
MPS hosted on the Standard Life WRAP platform.

Please note: portfolio constituents and performance may vary on 
other platforms.

The portfolio has not been available on all platforms since inception.

Performance figures are net of the Aberdeen Standard Capital 
Discretionary Management Charge. However they do not include 
the deduction of product and adviser specific charges. The effect 
of these charges would be to reduce the performance levels 
shown. In addition, MPS portfolios are subject to fund level annual 
management charges, which vary over time in line with the 

composition of the portfolio. Please refer to the relevant Managed 
Portfolio Service Annual Charges Summary for more information on 
charges.

ARC Private client indices ARC private client indices are based 
on actual client portfolio returns provided by various investment 
management companies. These portfolio returns are allocated 
to one of four categories based on the volatility of their returns 
relative to world equities, and an average return is calculated for 
each category. Grouping portfolios by their volatility differs from the 
traditional approach, which compares portfolios which have similar 
asset allocations. Instead, investment managers may use whatever 
asset allocation they consider appropriate to achieve the desired 
levels of return and volatility.
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Asset allocation: Conventional MPS Portfolio 2

Asset allocation
MPS Model Strategy 2  

as at end March 2019* (%)
MPS Model Strategy 2  

as at end June 2019* (%) Change +/-

UK Government Bonds 10.0% 8.5% -1.5%

UK Corporate Bonds 11.5% 11.5% 0.0%

Global ex UK Governent Bonds 5.0% 5.0% 0.0%

Global Index-Linked Government Bonds 5.0% 5.0% 0.0%

EUR Corporate Bonds 2.0% 4.0% +2.0%

Global High-Yield Bonds 9.0% 9.0% 0.0%

EM Debt Hard Currency 5.0% 4.8% -0.2%

EM Debt Local Currency 5.0% 4.8% -0.2%

UK Equities 9.0% 9.0% 0.0%

North American Equities 14.7% 14.7% 0.0%

European Equities 3.5% 3.5% 0.0%

Developed Asian Equities 1.7% 1.7% 0.0%

Japanese Equities 2.3% 2.3% 0.0%

Emerging Market Equities 0.9% 0.9% 0.0%

Global REITs 4.5% 4.5% 0.0%

Absolute Return Funds 7.5% 7.5% 0.0%

Money Market Funds 3.0% 3.0% 0.0%

Cash 0.5% 0.5% 0.0%

Total 100.0% 100.0%

Portfolio performance is based on Aberdeen Standard Capital MPS hosted on the Standard Life WRAP platform. 
Please note that portfolio constituents and performance may vary on other platforms. 
The Portfolio has not been available on all Platforms since inception.

* The data is rounded to 1dp and small variances to totals may occur. 
This data is based on Aberdeen Standard Capital MPS hosted on the Standard Life WRAP platform.

The figures shown here refer to the past. Past performance is not a reliable guide to future performance. As with any 
investment, the value of your fund can go down as well as up and may be worth less than you invested.

Aberdeen Standard Capital Limited, registered in Scotland (SC317950) at 1 George Street, Edinburgh EH2 2LL.
Aberdeen Standard Capital is authorised and regulated by the Financial Conduct Authority.
aberdeenstandardcapital.com
ASC_MPS_QR2C_TCM Q219

Important information
THIS REPORT IS FOR USE BY THE CLIENT TO WHOM IT IS ADDRESSED ONLY – IT IS NOT FOR USE BY RETAIL INVESTORS OR ANY OTHER THIRD PARTY
This document is strictly for information purposes and should not be considered as an offer, investment recommendation or solicitation to deal in any of the investments mentioned herein.
Aberdeen Standard Capital (ASC) does not warrant the accuracy, adequacy or completeness of the information and materials contained in this document and expressly disclaim liability for 
errors or omissions in such information and materials.  
Any research or analysis used in the preparation of this document has been procured by ASC for its own use and may have been acted on for its own purpose. Readers must make their own 
assessment of the relevance, accuracy and adequacy of the information contained in this document and carry out such independent investigations as they consider necessary or appropriate 
for the purpose of such assessment. Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as advice. 
ASC reserves the right to make changes and corrections to any information in this document at any time, without notice. 
No part of this document may be copied or duplicated in any form or by any means or redistributed without the written consent of Aberdeen Standard Capital.


