
The Italian Job

Markets

 Equities reversed course this week, with the US equity

market leading, up +2.90%, followed by Europe up

+2.55%, and the UK up +2.52% all in GBP terms.

Emerging markets gained +0.83% while Yen’s

weakness weighed on Japanese equities in GBP

terms, down -1.63%.

 UK Gilts and corporate bonds fell -0.59% and -0.34%

respectively. European bonds rose marginally +0.13%,

whilst US government bonds fell -0.09%, all in local

terms.

 GBP appreciated against USD, EUR and JPY up

+0.35%, +0.43% and +1.34% respectively.

 In USD terms, Oil gained +1.29% and Gold fell -0.13%.

Macro

 The Italian election delivered an upset to the centrist

political establishment, handing big gains to the Five

Star Movement and the League. Despite this, both

parties fell short of a majority government, giving rise

to an inconclusive result - with the refusal of the

centrist party the PD to make a deal causing continued

gridlock. While the market reaction was muted and the

most likely outcome is inertia, the emergence of pro-

spending populist forces raises concerns about

economic stability within the country.

 This week, the European Central Bank adjusted its

forward guidance, dropping the explicit commitment to

increase the size of the quantitative easing programme

from the policy statement. Markets interpreted this as

evidence that the central bank is becoming increasingly

confident that growth in the region can be sustained

without its extraordinary monetary support. However, in

the press conference following the release, Draghi’s

language remained on the dovish side, acknowledging

the challenges currency strength poses to higher

Eurozone inflation.

 February’s US non-farm payrolls revealed slower wage

growth than expected, despite strong jobs growth.

Payrolls grew by 313,000, the most since July 2016,

but wage growth fell from the previous month, down

0.2% to 2.6%. An increase in labour participation may

explain some of the softness in wages, suggesting

there was a little more spare capacity, despite

unemployment being low. However, the Manager does

not expect the Federal Reserve to change their mind

about raising interest rates, given labour market

tightness.

View of the Manager

 The Manager expects the synchronised global

growth recovery to continue, earnings growth to

remain positive and inflation to cause gradual rate

rises.

 The Manager believes this is an environment

favouring equities over bonds.

 Within its regional equity allocation, the Manager is

cautious on UK equities and favour those regions

most attractively positioned to benefit from the

improvement in the global growth dynamic.
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Performance to 09/03/2018 1 Week YTD

Equity GBP Total Return %

UK 2.52 -4.79

Europe 2.55 -1.17

US 2.90 2.48

Japan -1.63 -2.86

Emerging Markets 0.83 0.87

Bonds Local Total Return %

UK Gov -0.59 -2.02

UK Corp -0.34 -2.17

EUR Gov 0.13 0.09

US Gov -0.09 -2.18

Currency %

GBP vs USD 0.35 2.49

GBP vs EUR 0.43 -0.07

GBP vs JPY 1.34 -2.83

Commodities USD %

Oil 1.29 2.68

Gold -0.13 2.29
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