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Important information: Please be aware that past performance is not a reliable indicator of future returns. The value of 
investments and the income from them can go down as well as up, so you may not get back what you invest. When investing 
in overseas markets, changes in currency exchange rates may affect the value of your investment. Investments in small and 
emerging markets can be more volatile than those in other overseas markets. Reference to specific securities or funds should not 
be construed as a recommendation to buy or sell these securities or funds and is included for the purposes of illustration only. 
The Select 50 is not a personal recommendation to buy funds. This information does not constitute investment advice and should 
not be used as the basis for any investment decision nor should it be treated as a recommendation for any investment. Investors 
should also note that the views expressed may no longer be current and may have already been acted upon by Fidelity. Fidelity 
Personal Investing does not give personal recommendations. If you are unsure about the suitability of an investment, you should 
speak to an authorised financial adviser. 

Outlook at a glance

Please note that this information is not a personal recommendation for any particular investment. If you are unsure about the 
suitability of an investment, you should speak to an authorised financial adviser. 

Asset  
classes

Current 
View

3 Month 
Change

Shares  Markets are engaged in a two-way pull between hopes for central bank 
stimulus and the reality of a global economic slowdown. Risks are rising.

Bonds  Bonds are expensive but their pessimism about the global outlook looks more 
on the money than shares’ optimism. A good diversifier.

Property  Commercial property yields have been driven too low for comfort, but the 
asset class provides income and a hedge against possible inflation.

Commodities  Oil looks rangebound as tensions rise but supply stays high. Gold is attractive 
in an uncertain economic environment. 

Cash  Cash will be king if markets wobble as they did a year ago. Having some dry 
powder is essential to take advantage of short-term corrections.

Regions
Current 
View

3 Month 
Change

US  There are lots of reasons to remain exposed to the world’s largest and most 
defensive market. Valuation is not one of them, however.

UK q We may look back on this moment of great uncertainty as a fantastic 
opportunity. But there is also plenty that could go wrong at this stage.

Europe  Europe could not be more out of favour at the moment. But there is a price for 
everything and, with policy supportive, we have reached it.

Asia Pacific 
ex-Japan  The long-term story remains intact for Asia and Emerging Markets. In the short-

run, however, trade uncertainty casts a long shadow on the region.

Japan  With trade wars hitting exports and VAT clouding the domestic picture, there’s 
plenty to fret about. But it’s priced into this unpopular market.

Current View:  Positive  Neutral  Negative

3 Month Change (since the last Investment Outlook):  Upgrade  Unchanged  Downgrade

For more market data including full 5 year performance figures see page 15 
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Past performance is not a reliable indicator of future returns. When investing in overseas markets, changes in currency 
exchange rates may affect the value of an investment. For full 5 year performance figures please see page 15. 

Trade War – who pays the price?
Other than geo-politics, the key influence on financial markets over the 
summer has been the ongoing trade dispute between the US and China. 
Tariffs and uncertainty over when or whether a resolution can be found are 
starting to show up in the hard data. The decline in manufacturing activity 
around the world spooked investors at the beginning of the current quarter. 
Fears of a recession are mounting. Clearly a trade war is bad news for 
everyone, but it is interesting how some countries are more vulnerable than 
others. Most of China’s exports go to countries other than the US, making 
it more resilient than some had thought a year or so ago. America, too, 
as a big self-contained economy, is better placed than many. Hardest 
hit are the open trading nations for which exports are a key contributor 
to GDP. Germany is the most obvious example, with Italy and Japan also 
significantly exposed.

Where next for the oil price?
The chart here of the oil price during the third quarter is probably not 
what you would have expected if someone had told you at the end of 
June that 5% of global oil production would be taken out by an attack on 
a key Saudi production facility by forces unknown (but very likely Iran). 
This dramatic escalation of tension between the two major powers in the 
Middle East would in years gone by have resulted in panic in the world’s 
financial markets. You can see on the chart when the attack happened 
but if you didn’t know what had taken place you would not think this three-
month period were anything unusual. The reality is that Shale production 
in North America has changed the energy landscape. No-one pretends 
a war in the Middle East would be helpful, but the region is not the key 
driver of markets that it used to be.

Central banks turn on the taps
You wait months for an interest rate cut and then they come along at once. 
Two so far from the US Federal Reserve with the probability of a third at 
the next meeting later this month rising by the day. The likelihood of US 
interest rates heading even lower has increased as a string of downbeat 
economic statistics has confirmed that the global economy is slowing. 
This chart shows how the Fed’s planned normalisation of monetary policy 
has been aborted with rates not even half the level they reached at the 
last cyclical peak in borrowing costs. Indeed, if you run this chart back 
50 years you will see that this “lower peaks and lower troughs” sequence 
is now decades old. No wonder that central banks around the world are 
calling for governments to use fiscal easing to support their increasingly 
desperate efforts to kickstart growth. 
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Focus: what’s driving markets?

Are we heading for recession? This is probably the key 
question facing investors as we move into the fourth quarter 
of 2019. And it’s not an easy one to answer. Certainly, the 
latest manufacturing data from around the world have been a 
concern for investors. The FTSE 100 suffered its biggest daily 
fall since before the EU referendum on the back of worrying 
numbers from the US, Eurozone and our home market. But there 
are other reasons to expect continued, albeit slower, recovery 
from last year’s difficult fourth quarter.

Some of the headwinds we faced last year have reversed. The 
fall in bond yields, on the back of widespread central bank 
easing, has reduced financial pressures. China’s monetary and 
fiscal stimulus, while not on the scale of earlier interventions, 
has been enough to keep that economy on track. And the oil 
price has stayed within an affordable range despite rising 
tension in the Gulf region.

The ongoing trade war is a concern, but it is probably more 
of an influence on sentiment than real economic activity. 
The direct impact on global GDP might be less than half a 
percentage point over the next year. Most of the inputs into 
Fidelity’s ‘leading indicator’ of activity are accelerating. The 
bottom line is that growth should slow in the US but remain 
positive while it will stabilise elsewhere in the world. At such low 
levels of growth, the risk is that an unexpected external shock 
could knock us into recession. As the chart shows, the risks of a 
downturn have risen. But recession is not imminent.

Implied probability of US recession

1985 1990 1995 2000 2005 2010 2015 2020
0%

10%

20%

30%

40%

50%

Probability of recession Recession

Source: Fidelity International, Federal Reserve Bank of New York, August 2019 

Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment. 

Should we worry about inflation?
On the face of it, inflation is not an issue. Indeed, in some 
parts of the world, like Europe and Japan, the bigger apparent 
concern is an inability to raise prices. So, it might seem strange 
that here at Fidelity we have spent a lot of time recently 
discussing this topic and worrying about whether the current 
environment of low and benign inflation may not be sustainable.

Inflation can be caused by various factors – overheating labour 
markets, tightness in supply chains, excessive money supply and 
fiscal indiscipline have been the main triggers in the past. All 
of these are potential issues, albeit they are not yet in evidence 
or, in the case of money supply, they have not had the impact 
we might have expected. As the next chart shows, however, 

low unemployment is finally starting to show through in higher 
wages and there is growing evidence of supply tightness in 
longer delivery times.

But the real concern, looking forward, is the potential for 
governments to turn their backs on the fiscal discipline of recent 
years and to open the spending taps again. We have seen 
Donald Trump’s willingness to cut taxes and the Conservatives 
are showing a most un-Conservative enthusiasm for populist 
spending measures. Perhaps, governments do need to spend 
more. Certainly, monetary policy has nowhere else to go with 
interest rates at zero or below in many cases. But there is a risk 
that this kind of fiscal largesse could tip the inflation balance.

The evidence is that inflation matters to investors. Outside of 
the benign 1-5% band in which inflation has been for most of 
the past hundred years, stock market returns fall away rapidly. 
All the gains in markets over that period have been achieved 
when inflation has been under control. We lose a grip on prices 
at our peril.

Wage growth is starting to pick up
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When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment.

Politics – more important than ever
On both sides of the Atlantic, politics will be a key driver of 
market sentiment for the foreseeable future. And for pretty much 
the same reason. Either side of the pond, none of the possible 
outcomes can be seen as an unqualified good thing for investors.

In the US, the big question is whether the current President will 
even make it through to next year’s election. If the Democrats 
do decide to pursue impeachment, President Trump will join a 
small handful of leaders to have been called to account in this 
way. Andrew Johnson in the 19th century and Bill Clinton more 
recently were impeached but not convicted. Richard Nixon 
resigned rather than face impeachment. It remains difficult to 
remove a President from office. Even if the House takes the first 
step, the super-majority required in the Senate to finally wield 
the axe is extremely unlikely to be achieved.

Perhaps the bigger concern for US investors is the growing 
likelihood of Elizabeth Warren standing as the Democratic 
candidate next year. Compared with the most likely other 
contender, Joe Biden, Warren’s ticket is about as far left 
as America is likely to produce. Her plans for breaking up 
technology companies like Facebook, for example, and big 
spending plans are unlikely to be welcomed by the markets.
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It’s a similar picture over here where, as we go to press, Brexit 
remains unresolved. The Bank of England’s assessment of 
the impact of a No Deal exit makes for worrying reading – a 
5.5% hit to GDP, unemployment at 7%, inflation at 5%. But most 
investors would consider that a less worrying prospect than 
a Jeremy Corbyn-led government, in light of the most radical 
left-wing policy agenda since the 1970s. Nationalisation, higher 
taxes, pay-caps and other re-heated recipes from the past will 
not make the out-of-favour UK market any more enticing.

The best thing to say about British politics is that, ironically, our 
politics has become more European since we decided to leave 
the EU. With voters split in two different directions at the same 
time – left/right and Leave/Remain – the chance of either side 
achieving a workable majority is much diminished (see the chart 
below). Political gridlock, leading to flaky coalitions, is generally 
a good thing for investors. As Thomas Jefferson said: ‘the 
government that does the least, does the best.’

The UK electorate is fragmented
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Source: Refinitiv, Fathom Consulting. Voting shares since 2017.

Fund recommendations – final 2019 update
The first half of 2019 was a good time to be invested. The 
starting point at the beginning of the year was extremely 
depressed and developments in the six months to June were 
generally favourable. The third quarter has not been as helpful 
but, as the next chart shows, our four fund recommendations 
have moved in the right direction, building on the good growth 
earlier in the year. So far, 2019 has been kind to us.

Leader of the pack by a small margin in the year to date 
is the Lindsell Train UK Equity Fund which has benefited 
from investors’ continuing appetite for quality and growth 
over economic cyclicality and value. The only question now is 
whether this is factored into the high valuations of the fund’s 
highly-concentrated portfolio.

The recent rally in the Japanese stock market has helped 
Baillie Gifford Japanese Fund. This rally could have further 
to go if our assessment of a turning point for the Japanese 
economy and a resurgence of interest from overseas investors 
(see page 10) proves to be correct.

The Fidelity Global Dividend Fund remains a cautious income 
play in potentially more challenging markets. Its focus on capital 
preservation alongside income should look attractive in a low-
interest-rate world, where growth is hard to come by.

Finally, the Fidelity Select 50 Balanced Fund has done 
everything we hoped it would when we launched this multi-
manager fund 18 months ago. With a balance of bonds and 
shares, the fund is well-placed for today’s unpredictable market. 
Volatility is low, providing a smoother ride for investors.

Positive returns so far in 2019
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terms. Excludes initial charge.

Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment. 
For full 5 year figures see p12-14. 

Invest for Life
This Investment Outlook is one key way in which we 
communicate with you, our investors, and we know that many 
of you find the insights here helpful when it comes to managing 
your portfolios. But the conversation is not one-way. We also 
learn a lot by talking to you about your investment hopes and 
fears. Over the summer, we have been working on a new series 
of videos we’ve called Invest for Life. In it we talk to five sets of 
investors – individuals, couples and families – about some of 
the key issues and challenges that we all face as we save and 
invest for the future.

In seven short episodes, we introduce our investors, look at 
the importance of starting early, the choices we have to make, 
how to navigate the inevitable ups and downs of the market, 
different life moments and how our investments fit in with 
these, sustainable investing and what it’s ultimately all about, 
achieving our life goals. We will be running the Invest for Life 
series throughout the autumn on our website and across social 
media. I hope you enjoy watching the programmes as much as 
we have enjoyed making them.
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Asset classes

SHARES

Value or growth – September’s style shift
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Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment. 

Stock markets are engaged in a tug of war between two 
powerful but contradictory forces. On the one hand, central banks 
have moved in a decisively more dovish direction and could go 
further. On the other, the fundamentals of the global economy 
are weak and the risk going forward is that expectations for 
corporate earnings, and so valuations, prove to be too optimistic.

Which of these competing narratives wins out in the fourth 
quarter will determine the direction of stock markets from here. 
With markets until recently close to all-time highs, the risks are 
significant. A year on, things don’t look so very different from the 
fourth quarter of 2018 so it’s time to buckle up and be cautious.

During the third quarter there was a significant shift in market style 
as the chart shows. The defensive sectors that had done well 
before September have underperformed since and vice versa. 
Value has outperformed growth. This typically happens when the 
economy picks up and investors no longer feel the need to hide 
in high-quality, growth shares. Instead they look for opportunities 

among out of favour ‘value’ stocks. These are companies which 
are more exposed to the ups and downs of the cycle.

This may have been a flash in the pan, wishful thinking if you 
like. The market volatility at the beginning of October showed 
that investors remain nervous about the outlook, unconvinced 
that monetary (and perhaps fiscal) stimulus can keep the 
economy on an even keel. The big worry is that the double-digit 
earnings growth forecasts for 2020 start to be unwound through 
the current quarter as companies provide guidance for the year 
ahead with their third quarter results.

Three things could counter that negative outlook. A truce could 
be reached in the trade war; China could wheel out a bigger 
stimulus package; or the Fed could throw caution to the wind 
and go for a more aggressive easing of policy. Frankly, none of 
those looks likely right now, but who knows what a short-term 
wobble in the markets might provoke. 

There is plenty to worry about. The gains in the S&P 500 this year 
have been narrowly-based. Directors are selling shares at the 
fastest for nearly 20 years. And the failure of the WeWork IPO 
raised some worrying questions about valuations in the private 
equity market. The good news is that, outside the US, stock 
markets are not expensive. The euphoria which typically marks 
the top of the market is notable for its absence. The alternatives 
to shares look unappealing, with interest rates and bond yields 
offering paltry returns.

Select 50 recommendations: With so much uncertainty, this 
is not a time to be making bold bets on the stock market. In 
a game of probabilities, the chance of a correction is greater 
than of a significant advance for shares. In that environment, 
stick to quality, remain geographically diversified by investing 
in a global fund or balance your portfolio between shares 
and bonds to cover all bases. In this environment, we like 
Fidelity Global Special Situations, Rathbone Global 
Opportunities and the Fidelity Select 50 Balanced Fund.

PROPERTY 

The underlying picture in real estate markets is not so very 
different from that described in recent Outlooks. Investors are 
chasing income, pushing yields closer to the level at which 
returns are not much greater than the 2% or so that should 
sensibly be set aside each year to cover depreciation and 
obsolescence. Moreover, the yield premium for investing in less 
attractive buildings in worse locations is disappearing as money 
flows into secondary properties. 

At the sector level, UK retail continues to be the asset class’s 
graveyard, with values down sharply over the past year as 
Brexit has combined with the well-publicised assault on the 
High Street from online rivals to create a bleak environment 
for investors. The sale of a shopping centre in Scotland for £1 
recently showed that disruption can sometimes be terminal.

So, if the income attraction from property is dwindling, and capital 
no longer as ‘safe as houses’, why are investors still so keen on 

the asset class? Well, one answer might lie in its ability to hedge 
against investors’ greatest enemy in the long run, inflation. 

If growth and interest rates stay low, then property looks 
appealing as a real asset offering a sustainable income. 
Pension funds, for example, will be desperate for hard cash if 
rates go even lower or dividends come under pressure. On the 
other hand, if inflation does return, one price that tends to rise 
in line with others is rent. So, capital may come under pressure 
if interest rates rise to combat higher inflation but rising rental 
income will ease the pain.

Important information: Funds in the property sector invest in 
property and land. These can be difficult to sell so you may not 
be able to cash in the investment when you want to. There may 
be a delay in acting on your instructions to sell your investment. 
The value of property is generally a matter of a valuer’s opinion 
rather than fact.
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BONDS 

The bond market’s yield curve warning 
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Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment. 

The last three months have been particularly busy for bond 
investors as central banks became more aggressive in their bid 
to avert a global downturn. The Federal Reserve cut interest 
rates twice while the ECB re-ignited its quantitative easing 
programme, albeit not to the extent that investors hoped. 

Bond markets continue to send out negative messages, with 
the yields on long-term bonds falling below those on shorter-
maturity issues, a traditional signal of economic stress that’s 
preceded previous recessions.

As we move into the fourth quarter, the bond market’s more 
pessimistic view of the world looks like being justified by the 
data. Manufacturing activity has now fallen for five consecutive 
months and the jobs market looks increasingly fragile. 

Investors who have tilted their portfolios away from shares 
towards fixed income have been well-rewarded. Government 
bonds may look expensive at today’s skinny yields, but the 
summer showed that they can get more expensive still when 
investors are chasing security and yield.

Corporate bonds have risen in parallel with government 
bonds as sovereign yields have fallen and the extra premium 
demanded by investors to compensate them for the higher risk 

of lending to companies has remained stable. With the amount 
of negative-yielding bonds rising to $17bn in the third quarter, 
investors have shifted their attention to corporate bonds where 
they are at least getting a positive yield, even if a relatively 
stingy one.

So-called high-yield bonds, issued by riskier companies, 
have come under pressure as the economic environment has 
deteriorated. These bonds act more like shares because the 
health of the issuing company is as important as the level 
of interest rates. Here too, though, the search for yield has 
supported prices.

Bonds are not cheap. In more normal times, no-one would 
consider paying for the privilege of lending money to a 
company or government but that is what negative yields imply. 
There are two reasons to buy bonds at these elevated levels. 
Because you think that the yields could fall even further or as an 
insurance policy against a deterioration in the economy and a 
fall in the value of shares.

Bonds are a good diversifier for a portfolio that’s weighted 
towards shares. With serious question marks over the 
sustainability of corporate earnings, and the share prices they 
support, it’s worth holding some bonds, even at today’s prices. 

Select 50 recommendations: There are lots of moving 
parts in an assessment of the bond market, with interest 
rates and the economy interacting in complex ways, not 
to mention company specific factors when it comes to 
corporate bonds. Sometimes bad news is good for investors 
and vice versa. This being so, we prefer to let an expert 
think about where to invest the fixed income part of our 
portfolios and to give them the freedom to do so according 
to changing circumstances. The best way to do that is via a 
flexible fund like the Jupiter Strategic Bond Fund or the 
Fidelity Strategic Bond Fund. 

Important information: There is a risk that the issuers of bonds 
may not be able to repay the money they have borrowed or make 
interest payments. When interest rates rise, bonds may fall in value. 
Rising interest rates may cause the value of your investment to fall.

COMMODITIES

In a slowing global economy, demand for base metals is likely 
to remain under pressure. This will keep a lid on the price of key 
bellwethers like copper, as well as important industrial inputs 
like iron ore. Longer-term the growth of emerging markets and 
the importance of copper in the wiring of the modern world, 
from properties to cars, and supply constraints, should underpin 
the price which has moved up and down but basically sideways 
since the financial crisis.

Oil has been in focus in recent weeks thanks to the rising 
tensions in the Middle East. It is arguable that without the 
potential for conflict with Iran, the oil price would actually be 
considerably lower than it is today. The market is abundantly 

supplied thanks to the growth in North American Shale 
production and weaker global demand as the economy slows 
should maintain downward pressure on the cost of crude.

Gold, like commercial property, has attractions in both a 
deflationary and inflationary environment. If rates stay lower 
for longer, the main disadvantage of gold – its lack of yield 
– is less of a problem. If, on the other hand, inflation does 
take off then gold has traditionally provided a hedge thanks 
to its limited supply and stable demand. It has always been a 
reasonable store of value.
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Stock markets around the world

UK

The UK’s dividend advantage is widening
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Past performance is not a reliable indicator of future returns. 

We launch this edition of the Investment Outlook four days 
before the deadline handed by MPs to Prime Minister Boris 
Johnson to secure a withdrawal agreement or face the indignity 
of going to Brussels to ask for another extension. We do not 
know, therefore, whether its Deal, No Deal or No Brexit at all.

This heightened level of uncertainty is nothing new, however. 
It has been the fate of investors in the UK market for most of 
the past three and a bit years. And it is not going to go away. 
Whatever the outcome at the end of this month, uncertainty 
is going to continue to be the watchword for years to come. 
Leaving the EU is after all just the start of the more important 
discussion about what our ongoing relationship with our 
European neighbours will look like.

So, we have a choice. We can, like many overseas investors, 
decide that the UK is uninvestable and leave it well alone. 
Or we can accept the lack of visibility and enjoy the chance 
it provides to invest in a still growing market at an attractive 
price. It never feels comfortable investing in such an uncertain 
environment but that doesn’t mean we won’t look back on this 
moment as a great opportunity.

Investors are currently paying around 12 times expected 
earnings in the UK. That is on a par with Japan and looks 
undemanding against a forecast growth rate in profits 
of nearly 7%. The forward-looking yield on the FTSE 100, 
according to Goldman Sachs’s estimates, is now 5%. 
Looking back at dividends already paid, the yield is still a 
very respectable 4%. Many companies are yielding even more 
than this. Again, this looks appealing with 10-year bond yields 
standing at less than 1%.

Goldman has dug deeper into the UK opportunity and finds 
that, among high-growth companies, valuations are notably 
cheaper than in other developed markets. The average multiple 
of earnings for companies growing their sales at more than 8% 
(and their profits, therefore, even more quickly than this) is 20, 
compared with 23 in the US, 26 in Europe and 31 in Japan.

The trick is to be selective. Brexit is a problem for companies 
with significant cross-border trade. For more domestically-
focused businesses it need not be such an issue. Back in 
2008 many pub groups and car dealerships, for example, 
were priced for failure and performed strongly. Asset-backed 
businesses with reliable income streams could in some cases 
be materially mispriced in today’s jittery market.

We are fortunate in the Select 50 in having a good balance of 
growth and value-focused funds. This is particularly helpful when 
investors are flip-flopping between the two investment styles. 
We have long advocated diversification between asset classes 
and geographies. Today we would add balance between styles 
as well. This is not a time for big bets one way or the other.

Select 50 recommendations: In the last Outlook we 
recommended a split between the contrarian and value 
approaches. We continue with this theme, suggesting the 
value approach of the Fidelity Special Situations Fund 
and the quality and growth-focus of the Liontrust UK 
Growth Fund.



9

 

US 

The power of innovation
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Past performance is not a reliable indicator of future returns. 

As we approach the end of the decade, it’s interesting to 
look back over the past ten years since the financial crisis. 
There has been one stand-out market over that period, 
the US. The S&P 500 index has trebled – indeed since the 
bottom of the market eleven years ago it has more than 
quadrupled. Relatively speaking, US shares have risen without 
much volatility. At no point in the past decade has it paid to 
bet against Uncle Sam.

Whether that continues to be the case in the years ahead is 
a moot point. Prolonged outperformance has resulted in a 
yawning gap opening up in valuation terms between the US and 
other developed and emerging markets. Economic fundamentals 
have clearly deteriorated in 2019 on the back of President 
Trump’s trade war with China. And the Federal Reserve, the 
traditional backstop for US markets, is running out of ammunition.

By many measures, the US remains in good shape. The current 
expansion is the longest on record and unemployment stands 
at close to a 50-year low. But growth forecasts are being 
reined in and a prolonged slow-down is in prospect. The key 
question for investors is whether America can avoid a recession. 
And whether the undoubted economic advantages the country 
holds are now more than priced into the market which stands 
close to its all-time high.

Growth looks like falling below 2% in both the current year and 
in 2020. By the middle of next year, it could be running at as 
little as 1.3%. That will push unemployment higher to perhaps 
4.3%, putting downward pressure on inflation. The Federal 
Reserve is likely this month to add a third interest rate cut to the 
July and September reductions. But, having peaked at only 2.25-
2.5%, the Fed does not have much dry powder.

There are some good reasons for the US stock market attracting 
higher valuations than its counterparts around the world. It is a 
defensive market, with fewer cyclical companies. Over the past 
ten years it has seen fewer and shallower stock market falls. 
Investors are justified in paying a higher price for that stability.

In a rapidly changing global economy, the US also stands 
out against its peers in terms of innovation. Its research and 
development spending is greater than China’s in absolute terms 
but also as a percentage of GDP. It has more scientists and 
engineers per head of population than China and it’s on a par 
with Germany and Japan. Of the world’s significant economies, 
only South Korea is better placed when it comes to R&D.

America also has a big advantage over the rest of the developed 
world when it comes to demographics. Its population is growing 
faster than all its major competitors and stands out when viewed 
against Germany and Japan, which are both shrinking.

So, investors have been right to put their faith in America. 
They will continue to be rewarded if President Trump knows 
when to back off in the battle with China and Europe, if the 
Federal Reserve continues to underpin growth and if the winner 
of next year’s election avoids the temptation to bash business 
and let spending spin out of control.

In the shorter term, the market could do without a material 
reduction in next year’s double-digit earnings growth forecasts. 
The guidance from companies over the next few weeks will 
determine whether that bullet can be dodged..

Select 50 recommendations: The US funds on the Select 
50 offer a range of different approaches from the out and 
out growth style of the JP Morgan US Select Fund to the 
yield focus of the JP Morgan US Equity Income Fund and 
the quantitative approach of the Merian North America 
Equity Fund. With uncertainty about whether growth or 
value will outperform from here, a balance of some or all of 
these styles might make sense.
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JAPAN

Japan is cheap compared with other developed markets
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Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may also affect the value of an investment. 

Against a very unhelpful trade backdrop, Japan has actually 
been much more resilient in 2019 than might have been 
expected. Real GDP growth in the first half of its fiscal year 
was 2.3%, better than the long-term potential and stronger 
than forecast. Largely this was driven by domestic demand, 
including preparations for next year’s Olympics and some front-
loading of purchases ahead of this month’s VAT hike. Spending 
at home more than made up for slowing demand overseas for 
Japan’s exports.

The rise in the consumption tax from 8% to 10% at the beginning 
of October is key to understanding the likely path of Japan’s 
economy over the next year. It will probably lead to a slowdown 
in the fourth quarter but fears about its impact have been 
overdone. Five years ago, the hike from 5% to 8% caused a 7.3% 
reduction in GDP but that was because many people expected 
the second part of the increase, to 10%, to happen soon after. 
In the end the second hike was postponed multiple times and 
offsetting measures have been put in place to cushion the 
impact. Today the consensus estimate of the hit to economic 
activity is just 2.7%.

The bigger concern for Japan is its exposure to global trade. 
Along with Germany, it is one of the biggest victims of the shift to 
a more protectionist approach. But that said, much of the recent 

downturn in manufacturing activity in Japan is nothing more than 
the usual business cycle, amplified by trade tensions. Analysts 
expect an upturn in machine tool orders and the technology 
cycle as the roll-out of 5G around the world ramps up demand 
for high-end components.

In the short-term, therefore, we can expect some downgrades of 
earnings forecasts but as we move into next year the corporate 
profit environment should improve. When that happens, investors 
– especially from overseas, who have shunned Japan for some 
time – could return. One factor in that decision will be the 
extreme undervaluation of Japan’s stock market. Shares are 
trading on around 12 times expected earnings, which takes no 
account of the likely upswing in the profits cycle. As the chart 
shows, the price to book value of Japanese shares stands at a 
massive discount to the equivalent ratio in the US.

Another important consideration with Japanese shares is the 
high levels of cash sitting on company balance sheets. This is 
fuelling a much more pro-active approach to shareholder returns 
with buybacks forecast to rise by more than 50% this year. In the 
US, companies have borrowed money to buy in their shares but 
in Japan there is no need to do that because the cash is simply 
sitting there waiting to be put to use.

Japan outperformed in September for the first time in as long 
as anyone can remember. But there is no reason why it should 
not continue to do so in light of its cheap valuation and the 
expected rise in profits next year. There may be a pause 
while the effects of the VAT hike are assessed but once we 
move into the Olympic year in 2020, boosting already strong 
tourist numbers, attention should refocus on this unfairly out of 
favour market.

Select 50 recommendations: Our fund selectors have 
added some new Japan-focused funds to the Select 50 
list so there is a good selection to choose from. We are 
still supportive of the Baillie Gifford Japanese Fund, 
which has been one of our strongest recommendations so 
far this year. Investors with a more contrarian bent might 
consider the Man GLG Japan CoreAlpha Fund. We also 
have a new fund from the Lindsell Train stable on the list. 
The Lindsell Train Japanese Equity Fund has a focus on 
companies with a high and sustainable return on capital.
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EUROPE

Europe has suffered most from equity outflows 
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Although there were flows out of most regions in the second 
quarter of 2019, Europe stood out like a sore thumb. It is deeply 
out of favour.

There are at least three key reasons that no-one is interested 
in European stock markets. The first is Brexit, although exposure 
to UK domestic demand is actually pretty low across the region 
and it varies considerably between companies. It is not hard to 
find investments that are largely Brexit-proof.

The second fear is Italy, where political uncertainty has been 
heightened by the recent collapse of the country’s coalition 
government. Again, Italian domestic names are a pretty small 
contributor to the overall European equity market.

Finally, the trade war is taking a heavy toll in Europe. This is 
reasonable as Europe, especially its engine-room Germany, 
is highly exposed to global trade and reliant on exports. 
However, there are plenty of sectors which are immune to local 
competition (luxury goods, for example).

There is plenty to worry about in Europe but some good news 
too. The European Central Bank is determined to stimulate 
activity and there seems no reason to think that will change 
under Christine Lagarde, when she takes over from Mario 
Draghi. Valuations in the region are very attractive. And the 
region is full of world-class companies.

Select 50 recommendation: The Fidelity European 
Growth Fund is a good choice as a core European fund. 
Matt Siddle, the manager, looks for high quality companies 
which he believes tend to outperform over the long run 
while demonstrating lower volatility. He looks for strong 
brands, good management, robust balance sheets and 
defensible market positions.

ASIA AND EMERGING MARKETS

The changing face of Asia’s consumption story
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Past performance is not a reliable indicator of future returns. 
When investing in overseas markets, changes in currency 
exchange rates may affect the value of your investment. 
Investments in emerging markets can be more volatile than 
other more developed markets.

The long-term investment story in Asia Pacific and emerging 
markets more generally remains intact. The shorter-term story is 
likely to be more difficult.

The trade situation is being exacerbated in Hong Kong by the 
summer of protests. Hotel occupancy has slumped as visitors 
from the mainland have stayed away. There is anecdotal 
evidence of significant incentives being offered by shopping 
malls to keep tenants open. In an expensive city, it doesn’t take 
much of a downturn in footfall to make a business unviable.

In China itself, economic growth is likely to moderate further, 
although policymakers seem determined to stimulate demand 
in a targeted way. India too is being boosted by higher public 
spending and tax cuts as Prime Minister Modi moves to counter 
criticism of his lack of delivery.

In emerging markets, the dovish shift by the Federal Reserve 
has been helpful. This has taken away some of the upward 
pressure on the dollar, which tends to hurt emerging stock 
markets. Lower US rates also provide cover for emerging central 
banks to loosen their own policy.

Looking ahead, the key to Asia and the emerging markets is 
what happens in the trade dispute but further out investors will 
want to maintain an exposure to markets which are still growing 
much faster than the developed world. Investors need to 
understand the changing consumer story. In China, for example, 
the acquisition of basic goods has largely played out. Here the 
focus is on trading up and spending on services like tourism 
and education. In frontier markets like Vietnam, however, there 
is plenty of opportunity as the middle class emerges.

Select 50 recommendations: Investors are spoilt for choice in 
the Asia and Emerging markets category of the Select 50, with 
a range of good funds. New to the list is the Artemis Global 
Emerging Markets Fund, managed by former Fidelity analyst 
Raheel Altaf. This well-diversified fund of around 100 holdings 
looks for growth at a reasonable price, with further attention 
paid to catalysts for a re-rating of the shares in the portfolio.
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The Select 50 – Our experts’ favourite funds
The funds on the Select 50 are hand picked from the range available on our fund supermarket. For more information on how these 
funds are selected visit fidelity.co.uk/select. The Select 50 is not advice or a personal recommendation to buy funds. Equally, if a fund 
you own is not on the Select 50 (or was on the previous Select List and isn’t on the Select 50), we’re not recommending you sell it. 
You must ensure that any fund you choose to invest in is suitable for your own personal circumstances. Please be aware that past 
performance is not a reliable indicator of what might happen in the future. The value of investments and the income from them 
can go down as well as up, so you may not get back what you invest. For funds that invest in overseas markets, the returns may 
increase or decrease as a result of currency fluctuations. Investments in small and emerging markets can be more volatile than other 
more developed markets. For funds launched less than five years ago full five-year performance figures are not available. 

STANDARDISED PERFORMANCE DATA (%) OVER THE PAST FIVE YEARS

%  
(as at 30th September) 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019

Morningstar  
Fund Rating

ASIA AND EMERGING MARKETS

Artemis Global Emerging Markets - 36.1 23.2 3.8 3.8 --

Fidelity Emerging Markets -4.5 31.4 19.8 -3.0 11.3 JJJ

Fidelity Funds – Asian Special Situations - 43.1 18.9 4.1 6.9 JJJJJ

Maple-Brown Abbott Asia Pacific ex Japan -9.9 31.3 17.4 8.1 -1.9 JJJ

Merian Asia Pacific -6.1 44.4 29.5 2.7 0.4 JJJJJ

Stewart Investors Asia Pacific Leaders 1.2 28.8 4.3 13.8 5.0 JJJJ

BONDS

ASI Global Inflation-linked Bond 2.5 12.3 -3.5 0.0 9.9 JJJJ

Barings Global High Yield - - - 0.9 3.7 --

Fidelity MoneyBuilder Income 4.2 12.5 -0.6 -0.1 9.4 JJJ

Fidelity Strategic Bond † 2.1 7.9 1.4 -1.5 7.8 JJJ

Invesco High Yield -0.6 4.8 11.7 1.0 5.6 JJJJ

JPM Global High Yield Bond -3.3 9.8 6.9 2.2 4.5 --

Jupiter Strategic Bond 1.9 7.0 3.4 -0.5 9.6 JJJJJ

M&G Corporate Bond 3.2 12.0 0.6 0.3 9.8 JJJ

M&G Optimal Income -0.7 6.7 7.2 0.2 3.6 JJJJ

Royal London UK Government Bond 6.4 12.6 -4.4 0.5 12.4 JJJ

†  The investment policy of Fidelity Strategic Bond Fund means it can be more than 35% invested in government and public securities. These can be issued or 
guaranteed by other countries and governments. For a full list please refer to the fund’s prospectus.

The Select 50 is liable to be changed between publication dates for the Investment Outlook. For the most up-to-date list 
please visit www.fidelity.co.uk/select50
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%  
(as at 30th September) 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019

Morningstar  
Fund Rating

EUROPE

Baring German Growth 7.3 24.4 32.1 -3.2 -5.8 JJJJJ

Fidelity Funds – European Growth - 21.9 17.3 7.1 0.5 JJJ

FP CRUX European Special Situations 7.4 32.8 19.7 0.7 0.4 JJJ

Invesco European Equity Income 0.4 13.5 28.4 -1.5 -2.5 JJ

JOHCM European Select Values 2.8 27.3 17.3 -0.6 -6.2 JJJ

Jupiter European Special Situations 5.6 16.7 19.7 -1.7 3.4 JJJJ

GLOBAL

BNY Mellon Long-Term Global Equity 1.0 32.0 12.5 21.5 10.5 JJJJ

Fidelity Global Dividend 4.9 31.6 6.9 8.5 16.6 JJJJJ

Fidelity Global Special Situations 5.3 31.5 20.1 14.4 3.8 JJJJ

Invesco Global Equity Income 2.2 20.3 19.3 6.2 3.3 JJJ

Rathbone Global Opportunities 13.2 26.5 16.8 24.3 3.6 JJJJJ

JAPAN

Baillie Gifford Japanese 3.7 42.6 19.5 15.8 1.4 JJJJJ

Lindsell Train Japanese Equity 15.1 48.8 10.5 24.6 -1.9 JJJJJ

Man GLG Japan CoreAlpha 7.5 27.2 18.0 10.9 -5.6 JJ

NORTH AMERICA

JPM US Equity Income 2.3 33.9 13.6 16.3 13.0 JJJJJ

JPM US Select 1.9 34.0 15.3 22.0 6.5 JJJJ

Lazard US Concentrated Equity - - - 18.0 14.9 --

Merian North American 6.1 36.1 19.5 19.5 3.2 JJJJ

Schroder US Mid Cap 11.9 35.1 12.4 12.8 7.8 JJJJ
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%  
(as at 30th September) 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019

Morningstar  
Fund Rating

UK

Fidelity Enhanced Income 2.5 10.2 3.1 0.3 1.6 JJ

Fidelity Special Situations 6.8 13.2 19.1 6.3 -3.1 JJJ

Franklin UK Equity Income 2.9 19.7 10.3 4.1 4.5 JJJJJ

JOHCM UK Equity Income -1.1 10.6 20.9 5.7 -4.4 JJJ

LF Lindsell Train UK Equity 11.8 19.5 13.7 12.6 17.0 JJJJJ

Liontrust UK Growth 1.6 25.7 11.5 9.4 3.0 JJJJJ

Majedie UK Equity -0.4 13.1 13.5 2.8 -2.9 JJJ

Threadneedle UK Mid 250 20.1 2.4 19.9 3.6 -4.2 JJ

ALTERNATIVES

Foresight UK Infrastructure Income - - - - 16.2 –

Invesco Global Targeted Returns 5.0 3.0 2.2 -1.2 -0.2 –

Investec Global Gold -27.1 127.7 -16.0 -15.5 59.9 JJJJJ

iShares Global Property Securities Equity Index 9.3 35.1 -2.5 6.0 20.9 JJJ

Jupiter Absolute Return 7.2 7.9 -1.0 -3.6 -2.5 –

Before you invest, please ensure you have read Doing Business with Fidelity and the Key Investor Information Document (KIID) 
or Fund Specific Information Document (FSI), relevant to your chosen fund(s). These documents give you all the information 
you need to know about Fidelity, including details of the objective, investment policy, risks, charges and past performance 
associated with the fund(s). Instructions on how to access these documents can be found at fidelity.co.uk/importantinformation. 
If you do not have a computer or access to the internet please call Fidelity on 0800 41 41 61 to request a printed copy of the 
documents. The Full Prospectus is also available on request from Fidelity. 

Source: Morningstar as from 30.09.14 to 30.09.19. Basis: bid to bid with income reinvested in GBP. Excludes initial charge. The fund’s primary share class according to 
the IA is shown. For the latest yields please call 0800 41 41 61 or visit fidelity.co.uk 

STANDARDISED PERFORMANCE DATA (%) OVER THE PAST FIVE YEARS



15

INVESTMENT VALUATION AT A GLANCE

Price-earnings 
ratio 2019E 

Dividend yield 
2019E

Shares %

US 18.8 1.9

Europe 14.7 3.8

UK 13.1 4.9

Japan 13.8 2.5

Asia Pac ex Japan 14.7 3.1

Emerging Market Asia 14.1 2.6

Latin America 13.8 3.2

Central East Europe, Middle 
East & Africa

10.3 4.6

Redemption Yield

Bonds %

ML Global High Yield 6.0

German 10-Year Bunds -0.5

ML Global Corporates 2.3

UK 10-Year Gilts 0.8

US 10-Year Treasuries 1.6

Market data

INVESTMENT PERFORMANCE AT A GLANCE
%  
(as at 30th September) 3 m 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019

Shares

S&P 500 1.7% -0.6% 15.4% 18.6% 17.9% 4.3%

FTSE All Share 1.3% -2.3% 16.8% 11.9% 5.9% 2.7%

FTSE 100 1.0% -5.1% 18.4% 11.2% 6.1% 3.2%

FTSE 250 3.3% 11.4% 10.2% 14.3% 4.9% 1.2%

FTSE Small Cap -1.0% 5.2% 14.3% 18.0% 5.1% -2.9%

Euro STOXX 3.1% -0.6% 0.7% 23.9% -2.1% 8.9%

Shanghai SE -2.5% 29.2% -1.6% 11.5% -15.7% 3.0%

Shenzhen -2.2% 7.3% 12.9% 0.9% -18.5% -3.4%

MSCI Emerging Markets -4.1% -19.0% 17.2% 22.9% -0.4% -1.6%

Nikkei 225 3.1% 9.4% -3.6% 26.0% 20.8% -7.8%

TOPIX 2.4% 6.4% -6.3% 26.6% 8.5% -12.6%
MSCI World 0.7% -4.6% 12.0% 18.8% 11.8% 2.4%

Bonds 

US 10-Year Treasuries 3.8% 6.5% 5.6% -3.8% -4.7% 16.8%

UK 10-Year Gilts 3.9% 8.7% 12.4% -3.3% 0.7% 12.0%

German 10-Year Bunds 2.7% 4.5% 8.3% -3.9% 1.4% 11.6%

JPM Emerging Markets Bond Index 1.3% -2.0% 16.8% 4.2% -2.9% 10.7%

ML Global High Yield 0.4% -5.3% 12.8% 9.8% 1.2% 5.8%

ML Global Corporates 1.3% -3.1% 8.1% 3.0% -1.3% 8.7%

Commodities

CRB Commodities Index -3.4% -30.4% -3.6% -1.0% 8.4% -8.8%

Crude Oil (Brent) -9.7% -50.2% 2.0% 18.4% 45.1% -26.3%

Gold Spot 4.5% -7.8% 18.0% -2.8% -6.9% 23.5%
LME Copper -4.8% -23.0% -6.3% 32.7% -2.6% -9.1%

GSCI Soft Commodities -7.5% -23.7% 32.7% -26.7% -11.8% -7.8%

Silver 10.5% -16.1% 30.6% -14.6% -12.6% 14.3%

Source: Refinitiv, 30.9.19. in local currency terms. Valuations: Source Citigroup Global Equity Strategist – Citi Research, MSCI, Worldscope, FactSet Consensus estimates 
as at 20.9.19. Bond Yields: Source Refinitiv, as at 30.9.19. 

Please be aware that past performance is not a reliable indicator of what might happen in the future. When investing in 
overseas markets, changes in currency exchange rates may affect the value of your investment. Investments in small and 
emerging markets can be more volatile than those in other overseas markets.
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