
Fall(ing) trends

Markets

 Global equity markets declined this week, following a

sharp rise in US bond yields the week before (meaning

bond prices fell). In GBP terms, Europe fell the most at

-4.92%, followed by the US (-4.55%), the UK (-4.35%)

and Japan (-4.16%). Emerging Markets declined

-2.61%.

 Having risen sharply, bond yields stabilised last week.

UK Gilts and corporate bonds had positive returns of

+0.19% and +0.22% respectively. In local terms,

European government bonds fell -0.14% and US

government bonds rose +0.42%.

 GBP appreciated +0.25% against USD. GBP

depreciated vs EUR and JPY by -0.05% and -1.08%

respectively.

 In USD terms, the oil price fell -4.04% and gold rose by

+1.32%.

Macro

 Global equities continued to suffer this week, in the

aftermath of a sharp rise in the US 10-year bond yield

to above 3.2%, pushing global bond yields higher in

sympathy. The shift indicates the market is assigning a

higher probability to the US Federal Reserve raising

interest rates in 2019, with the market implied

probability of two 2019 hikes rising from c. 30% in

September to c. 60%. After the initial jump, the US

10-year yield stabilised at c. 3.15%, pulling the US

Dollar back. The fact that safe-haven assets have not

soared during the rout suggests this is not the

beginning of a significant switch in sentiment.

 Brexit negotiations have stalled over the Northern Irish

border issue. UK Officials met EU chief negotiator,

Barnier, but failed to agree a “backstop” solution. Given

the lack of progress, UK assets may move significantly

on Brexit headlines in the run-up to the March 2019

deadline. News of failed negotiations weighed on

Sterling, and the Manager would expect a further move

down in case of “no deal”.

 Chinese consumption concerns continued to affect

luxury brands, despite relatively robust sales growth in

Q3. Investors fear for the sustainability of Chinese

consumption, a key driver of luxury goods sales and

earnings growth over the last two years. The threat of a

trade war, and a crackdown at Chinese borders on

undeclared imports, have caused a partial sell-off

across the luxury goods sector. Investors will be

monitoring the impact of Chinese policy closely.

View of the Manager

• Global growth remains resilient, but the Manager

sees evidence of the recovery being less

synchronised. It expects earnings growth to remain

positive and inflation to cause gradual interest rate

rises.

 Despite elevated geopolitical risk, the Manager

believes this is an environment favouring equities

over bonds.

 Within its regional equity allocation, the Manager is

cautious on UK equities and favours those regions

most attractively positioned to benefit from the

improvement in the global growth dynamic.
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Performance to 12/10/2018 1 Week YTD

Equity GBP Total Return %

UK -4.35 -5.64

Europe -4.92 -6.44

US -4.55 9.05

Japan -4.16 -1.21

Emerging Markets -2.61 -10.99

Bonds Local Total Return %

UK Gov 0.19 -2.71

UK Corp 0.22 -2.75

EUR Gov -0.14 -1.41

US Gov 0.42 -2.18

Currency %

GBP vs USD 0.25 -2.66

GBP vs EUR -0.05 1.05

GBP vs JPY -1.08 -3.04

Commodities USD %

Oil -4.04 18.07

Gold 1.32 -5.52
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