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MY ASSET ALLOCATION

OVERSEAS EQUITIES OFFER THE BEST RETURNS

AN WILLIAMS

Charteris Portfolio Managers

Our current asset allocation at Charteris features our lowest-
aver weighting in fixed interest, as we believe current levels
of gilt vields are unsustainable over anything other than the
short term. Gilt vields are at their lowest since the Second
World War, at a time when the government is running the
largest budget deficit In peacetime history.

All gilts now have negative real yields — that is, with UK
inflation currently at 4% (the average of RPI| & CPI}. At the
time of writing, every gilt-edged stock yields less than 4%,
making it impossible for investars to achieve a positive real
rate of return. Furthermore, UK inflation looks sticky and
shows a marked reluctance to fall. Gilts imply too much risk
and too little potential reward.

Equities, hawever, look excellent long-term value. The
gilt-equity relationship is at its best for almost 60 years and
is back to levels last seen in the 1950s, when Ross Goobey
picnesred the ‘cult of the equity’ with sensational long-term
returns relative to the fixed instruments he switched out of.

We favour overseas earners rather than stocks that are
overly reliant on the UK consumer. This is where many of

our private client portfolios are situated. Equities are
cheap and offer the prospect of dividend increases that
even index-linked gilts cannot match. But not every sector
is favoured. We do not own property shares and we have
a minimum weighting in retail.

We are also bearish on service-type firms that are overly
reliant on public spending. We are underweight big oil but
overweight the large mining shares. Together the resource
sector is in line with benchmark weightings, but skewed
towards base metal producers and away from big oil.

Overweight utilities

We are also overweight utility shares, as they are cheap
relative to gilts and offer safe, attractive dividends. So our
sector preference in UK equities is driven by our assessment
of a booming global economy in the emerging world, offset
by a stagnant economy in the developed world.

As the stagnation in the developed world is down to a
transfer of economic activity to the emerging economies, it
is unlikely that further quantitative easing (QE) and budget
deficits will do anything other than generate inflation
further down the line.

We have a higher weighting In gold shares, as we see
the vield price moving substantially higher. Large sections of
our private client portfolio base were exposed to gold at the
start of the bull market in 2002 and are seeing tremendaous

benefits, As central banks compete to devalue their
currencies and indulge in more QE, it increases the value
of gold as these moves are potentially inflationary, as
some commentators suggest.

The reason is that unsterilised foreign exchange
intervention to hold down a particular currency directly
boosts the domestic money supply of the country
concerned. If the world is now embarking on a global
printing spree, gold will be the ultimate beneficiary.
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