
Continued economic growth, robust corporate earnings, improving labour markets, interest rate 
normalisation (in the US at least) and benign inflation have made for a broadly positive three months  

across UK and US stock markets, though levels of volatility remained elevated due to geopolitical  
tensions. Periods of risk-off sentiment contributed to a significant rise in the US dollar,  

putting pressure on emerging market assets and less developed economies.

In local currency terms, UK equities have 
been one of the strongest performing asset 
classes so far this year. The domestic 
stockmarket tested new highs in May, as 
the FTSE All-Share added 10% from the 
end of March. A rare combination of strong 
employment data and yet relatively weak 
business sentiment resulted in UK GDP 
growing by just 0.1% in the first quarter, 
though the unusually cold weather in the first 

four months of the year shouldered much of 
the blame. The housing market also showed 
signs of weakening, with London seeing 
the sharpest slowdown; on a quarterly 
basis, aggregate house prices fell 0.1%. 
As the effects of post-referendum sterling 
weakness have begun to wear thin, inflation 
fell to 2.4% in April, having started 2018 at 
3.1%. Conversely, annual wage growth in 
the UK is now running at 2.9%, meaning 

real wages are finally rising, which could 
support consumer spending going forward.  
Interest rates remain unchanged at 0.5%, 
though chief economist Andy Haldane 
broke ranks with the majority and joined 
two other dissenters on the Monetary Policy 
Committee in June, raising the chances of a 
rate rise in August.
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Solid economic expansion and job gains 
saw Federal Reserve policy makers vote to 
raise interest rates by a further 0.25%, lifting 
the central bank’s benchmark rate target 
range to 1.75-2%, with the majority of Fed 
officials forecasting two more rate rises this 
year. 

Though an increase in interest rates is 
generally considered a negative for equity 
markets, as it pushes up the cost of capital 
for companies and makes the returns on 
lower-risk investments more appealing, 
history suggests that equity returns are not 
usually challenged until rates near 3.5%. 
Despite market jitters earlier in the year  
over the pace of the return to normalisation, 
US equities (and subsequently most 
developed markets) have rather taken 
the latest Fed move in their stride, as the 
S&P500 steadily ratcheted up an 8%  
gain from the end of March.

Volatile European markets 
Economic data across the continent was 
also rather mixed. Consumer confidence 
remained close to a 17-year high, 
supported by strong labour markets as 
eurozone unemployment fell to 8.5% in 
April, whilst concerns about global trade 
and a higher oil price weighed on corporate 
sentiment, resulting in eurozone PMI data 
declining for five consecutive months 
to May. Nevertheless, growth persisted 
in the region and translated into above-

expectations earnings growth of around 
10%. Political uncertainty in Italy put 
pressure on Italian assets and the euro, 
particularly as euroscepticism within the 
Italian parliament begins to hold greater 
influence (thus increasing the chances of 
another member state exiting the union). 
Subsequently European markets have 
been volatile; the EuroStoxx 50 falling  
4% since the turn of the year.

Global trade wars 
US Protectionism was possibly the 
biggest hindrance to stockmarket 
advances over the three months 
as Donald Trump ramped up his 
efforts to provoke both enemies 
and allies into trade wars on a 
global scale.

While goods coming into the US from 
Canada, Mexico and Europe have all been 
affected, China continues to be Trump’s 
main target and on the wrong end of a 
25% tariff on $50bn worth of exports, as he 
endeavours to cut the $375bn a year trade 

deficit. The President is convinced Chinese 
authorities have implemented unfair trade 
practices and accused them of intellectual 
property theft. Beijing’s retaliation has 
sparked fears that this ‘tit-for-tat’ escalation 
could develop into a full-blown trade war, 
which could hurt consumers worldwide, 
as companies are forced to offset greater 
operational costs with higher prices. 
However, the political cost of allowing the 
situation to progress that far is suggested to 
be too expensive for either side.
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Sino-American relations 
It can only be a matter of time until Trump questions whether Chinese 
authorities are using a weaker currency as a weapon in this developing 
trade war. 

Unsurprisingly, worsening Sino-American 
relations pressured Chinese markets 
and pushed the Shanghai Composite 
Index into bear market territory, having 
plunged 20% from its January peak. As 
trade disputes between the US and China 
escalate, investors in the latter are relying 
on President Xi Jinping to keep a cool 
head in the face of America’s growing 
list of tariffs. Studying Trump’s views on 
trade has almost become a daily market 
obsession while, moving forward, Mr Xi’s 
actions are likely to come under closer 
scrutiny. Up until now, Beijing has matched 
the US tariff for tariff with considered 
comments on the risks of escalation.

However, a move away from tighter 
monetary conditions, as the People’s 
Bank of China cut the reserve requirement 
ratio for commercial banks, has led 
to suggestions that China’s focus will  
once again be the economy, which in  
turn, has seen the renminbi begin to  
trend downwards. 

Equities and currencies in export-
dependent emerging markets have been 
dealt blow after blow as the trade war 
has intensified. With US trading partners 
responding in kind to US moves, risk 
sentiment looks set to remain depressed. 

What happens in China often ricochets 
across the wider EM space; the broader 
MSCI international EM index has fallen by 
9% this quarter and is itself not far from 
bear market territory.

A strong dollar, driven by trade fears and 
rising US interest rates, has also raised 
concerns that companies who have  
been heavy dollar-debt issuers could  
face challenges to continue servicing  
their debt.

New era in relations 
Following the landmark summit 
between Pyongyang and Washington 
on 12th June in Singapore, anti-US 
propaganda has disappeared from 
North Korean state media reports, 
suggesting the country is preparing 
for a new era in relations between 
the two long-time adversaries. 
Only time will tell whether Trump 
can succeed in re-orientating this 
previously reclusive nation back into 
the international community, in return 
for ‘denuclearisation’.

Long-dormant  
oil prices 
A positive for EM has been long-
dormant oil prices coming back into 
focus, as brent crude climbed some 
20% to between $75-80 per barrel on 
news of falling inventories and, after 
Trump withdrew from the nuclear deal, 
US authorities urging buyer nations to 
cut back on their imports from Iran. 
With oil at new found levels (though 
still some way off the $110 per barrel 
in 2014), the industry is expected to 
see revived revenues in excess of $2.5 
trillion, with suggestions of further rises  
in the oil price to come.

A cautious approach 
Now over a decade into the  
post-crisis bull market, an 
unpredictable US administration  
and the re-emergence of political  
risk in Europe should warrant investor 
caution at this stage in the cycle.  
We therefore continue to favour  
a cautious approach and consider 
holding a diversified blend of assets to 
be the best protection policy in these 
uncertain times.
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