
 
 
 
 
 
Batton down the hatches 
 
The summer months brought a brighter tone to markets, after an extremely tough first half of the 
year. However, late August saw selling resume across most asset classes – again fuelled by inflation 
concerns and the knock-on impact on (economic) growth. We expect the autumn and winter 
months to be challenging. Central banks are now taking inflation very seriously and are likely to 
continue with forceful policy responses, even if that means triggering a recessionary environment. 
We also expect governments to step in, in those regions where the energy crisis is spiralling out 
of control (not least here in the UK). Critical to central banks’ policy now, is seeking to avoid 
entrenched and self-fulfilling inflation.  
 
In last month’s update, we expressed our caution on the summer rally in stocks. Whilst it provided a pleasant respite, 
we had little conviction in its longevity. Extract below: 
 
Nothing has really changed: The Russia-Ukraine war lingers on, and other geo-political tensions (notably in Taiwan) are 
also brewing; inflation data fails to show many signs of abating; and economic indicators continue to deteriorate. With 
that, we are maintaining our cautious portfolio positioning.   
 
This year has confirmed our view, that we were building last year, of a regime shift in markets, that we believe could 
last as long as a decade. A period where the supply of money becomes far less abundant, inflation remains high (but 
manageable) and where the price one pays for an asset becomes a lot more important. We expect this environment 
to favour high quality businesses and dividend payers. We also expect, once through the worst of the inflation crisis, 
for value stocks to fare relatively well, as higher interest rates make the price one pays for a stock much more important. 
In this environment, money can be made – but the source of returns may differ from those that have led in the prior 
ten years. It is why providing true diversification is so important in multi-asset portfolios and ensuring one has exposure 
to a range of outcomes that may lie ahead, for a smoother journey.  
 
As for the immediate future, into the year end, the only positive thing for markets is that everyone is very 
negative/gloomy! And often sentiment is a good contra-indictor. September will be all about the macro backdrop 
(on inflation and interest rates) before the micro (company earnings) become the focus in October (third quarter 
earnings season). We believe this upcoming earnings season will be one of the most important since the pandemic. 
In recent quarters, companies have been able to pass through costs to consumers relatively well and have appeared 
relatively resilient. Whilst valuations are now much more reasonable for stocks, it is the earnings (E) component of a 
stock’s valuation (the price/earnings ratio) that will be important. Our portfolios remain cautiously positioned, but 
attractively valued – focused on short duration, higher quality bonds, within fixed income; and lower volatility, higher 
quality, within equities. Our meaningful exposure to inflation-sensitive assets (index-linked bonds, infrastructure, 
property, commodities and gold) remains.  
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Below is an indication of our current tactical asset allocation (TAA) for discretionary portfolios. This represents our 
shorter term (1-3 years) positioning in portfolios and corresponding deviations from our long-term strategic asset 
allocation (SAA). This is updated monthly, with any changes from the prior month illustrated.   
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Disclaimer  
This document is intended for professional advisers authorised to give financial advice only and should not be relied upon by any 
persons who do not have professional experience in matters relating to investments. The value of investments and the income 
from them can go down as well as up and investors may not recover the amount of their original investment. The sterling value of 
overseas investments, and the income from them, will fluctuate as a result of currency movements. Past performance is not a guide 
to future performance.  
 
Fund additions and removals are for illustrative purposes and may not be affected on all platforms or portfolios shown. Timing may 
also vary. The information in this document is believed to be correct but cannot be guaranteed. No representation or warranty 
(express or otherwise) is given as to the accuracy or completeness of the information contained in this publication. The publication 
does not constitute professional advice and does not constitute an offer to sell or a solicitation of an offer to purchase any security 
or any other investment or product. North Capital Management Ltd will not accept any liability for the consequences of acting or 
not acting upon the information contained in this publication. Opinions expressed are solely the opinions of North Capital 
Management Ltd. All expressions of opinion are subject to change without notice. This document may not be reproduced or 
distributed in any format without the prior written consent of North Capital Management Ltd. 
  
North Capital Management Ltd is authorised and regulated by the Financial Conduct Authority (FRN 713442). Registered in 
Scotland (SC509360). 

ASSET ALLOCATION  
Latest portfolio positioning and changes  

Asset Allocation Positioning and changes  
 
There have been no changes to our tactical asset 
allocation positioning in August, which remains as 
described below and illustrated opposite.  
 
Within defensive assets, our fixed income allocation 
remains at neutral, as does our exposure to absolute 
return. US bond yields close to 3.5%, and corporate 
spreads relatively wide, makes fixed income relatively 
attractive once again, to merit a neutral weighting in 
portfolios. We do, however, remain biased to short 
duration bonds.  
 
Within growth assets, we maintain a bias to real assets 
over conventional equities, for the current inflation 
backdrop. Within equities, we are underweight European 
equity exposure in favour of Japan. Both are big 
exporting regions and cyclical – however, from a 
valuation and diversification standpoint, Japan is more 
attractive in our view. The market can become detached 
from other developed nations. From a style perspective, 
our exposure remains biased to minimum volatility stocks 
and quality – which typically fare best in a 
downturn/recessionary environment.  
 
 
 

For more information, please contact a member of the investment team.  


