
Three percent threshold

Markets

 Equity market performance across the globe was

positive in GBP terms. Japan gained +3.67%, the UK

gained +2.37%, Europe gained +2.29%, EM gained

+1.82% and the US gained +0.73%.

 UK Gilts and corporate bonds both had negative

returns of -0.30% and -0.14% respectively. In local

terms, European government bonds rose +0.17% and

US government bonds fell -0.32%.

 GBP appreciated against USD and JPY: +0.03% and

+0.54% respectively. GBP depreciated -0.99% versus

EUR.

 In USD terms, the oil price rose +2.59% and gold fell

by -0.27%.

Macro

 Strong growth data pushed the US ten-year yield

above 3% again this week, a level that has caused

market turbulence in the past. With a US rate rise

expected this week, investors are watching for signs

that the Fed may tighten more aggressively than

currently expected, pushing up short-term yields, and

risking a yield curve inversion, often a recessionary

signal. So far, yields have remained relatively stable,

with trade concerns perhaps tempering expectations

that strong growth will be sustained into 2020.

 UK CPI inflation rose faster than expected in August,

increasing to 2.7% from 2.5% in July. The rise was

partly due to higher transport and holiday fares, two

components of inflation that are responsive to Sterling

and the oil price, suggesting the uptick in inflation may

fade. Sterling reacted positively to the news, but this

was not sustained, as Theresa May reiterated the

government’s willingness to leave the EU with ‘no-deal’

and admitted that Brexit negotiations had come to a

standstill. With growing concern regarding “no deal”,

Sterling fell 1.3% on the day.

 The Bank of Japan kept interest rates unchanged at its

September meeting, marking the 32nd consecutive

month without a substantive change to the country’s

asset purchase programme. The rate decision comes

in the same week Prime Minister Abe won a third term

in office, allowing him to stay in office for another three

years. In the long term, the Bank of Japan is unlikely to

change policy until after a consumption tax rise

scheduled for mid-autumn 2019, as this may weigh on

consumption activity in the Japanese economy.

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 21/09/2018 1 Week YTD

Equity GBP Total Return %

UK 2.37 1.01

Europe 2.29 3.14

US 0.73 15.45

Japan 3.67 3.98

Emerging Markets 1.82 -4.35

Bonds Local Total Return %

UK Gov -0.30 -1.31

UK Corp -0.14 -2.03

EUR Gov 0.17 0.06

US Gov -0.32 -1.79

Currency %

GBP vs USD 0.03 -3.26

GBP vs EUR -0.99 -1.13

GBP vs JPY 0.54 -3.29

Commodities USD %

Oil 2.59 17.15

Gold -0.27 -7.15
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