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February saw volatility return to global markets, as a combination of 
inflation concerns in the US and technical selling by quantitative funds 
served to shake markets from the “goldilocks” environment which prevailed 
through 2017. 

The return of volatility
The benign market conditions of 2017 were fuelled by a combination 
of strong global growth – with all major global economies experiencing 
reasonable simultaneous expansion for the first time since 2010 – and 
accommodative central bank policy. In particular, despite the gradual 
raising of interest rates by the US Federal Reserve last year, global liquidity 
actually expanded last year as the European Central Bank (ECB) and 
the Bank of Japan (BoJ) continued their quantitative easing (QE) policies 
therefore helping suppress market volatility. With market participants 
already wary that the ECB may well end their QE programme by the end 
of this year, the stronger than expected US wage growth figures released 
in early February were sufficient to cause a sharp increase in government 
bond yields globally as investors priced in more interest rises in the world’s 
largest economy. 

The feedback loop into equity markets was marked, as higher bond 
yields triggered de-risking by traders across the board, whilst so-called 
“short VIX” funds – which are positioned to benefit from declining levels 
of market volatility – were effectively forced to buy volatility, which then 
drove volatility even higher across all markets. For fundamentals based 
investors, the prospect of higher bond yields is a dual-edged sword. On the 
one hand, higher bond yields are a sign that the global economy continues 
its recovery from the global financial crisis and is indicative of stronger 
profit growth for companies. However, on the other hand, higher interest 
rates reduce the relative attractiveness of holding equities as holding cash 
becomes increasingly palatable to investors. 
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UK
The UK economy’s growth for the fourth quarter was 
revised down in February to 0.4% quarter-on-quarter 
over the month. This in turn brought the Office of 
National Statistics (ONS) estimate for growth over 2017 
to 1.7%. This more cautious tone was reinforced by the 
unexpected increase in the unemployment level, with 
the unemployment rate edging up from 4.3% to 4.4%, 
although this was largely due to an increase in the size 
of the labour force over the month as an unexpectedly 
high number of people entered the workforce. On a 
more positive note, the ONS figures showed wages 
grew by 2.5% in the year-to-January, which was an 

improvement on the previous month’s figure of 
2.3%. The market is currently pricing in an over 50% 
likelihood of the Bank of England raising the base rate 
again in May, in an attempt to bring inflation – which 
stood at 3% in January as measured by the Consumer 
Price Index (CPI) – closer to their 2% target. Having 
strengthened significantly against the US Dollar in 
January, the Pound gave back much of these gains over 
the month falling 3% against the Dollar as concerns 
regarding the slow progress of the EU exit negotiations, 
as well as the wider risk-off market environment, 
caused a pullback in sterling. MSCI UK All-Cap ended 
the month down 3.8%. 

The VIX Index spiked significantly from low levels in February
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The VIX index captures expected volatility priced into S&P 500 option contracts traded on the Chicago Board Options 
Exchange (CBOE).
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US
The US Federal Reserve, under new Chairman Jerome 
Powell, is expected to raise interest rates at least 
three times this year, as the stimulative effect of the 
Republican party’s tax cuts add fuel to an economy 
which was already growing at above trend levels and is 
experiencing close to “full employment”. It is unusual for 
a US government to embark on tax cuts this late in the 
economic cycle and the prospect of higher US budget 
deficits has been blamed for much of the weakness in 
the Dollar so far this year. Revised figures showed the 
US economy grew at an annualised pace of 2.5% over 
the fourth quarter of last year, a modest downwards 
revision which was largely attributable to a smaller 
increase in inventories than previously estimated. 
The data confirmed that household spending was 
particularly strong over the period, growing at an 
annualised pace of 3.8%, whilst business spending on 
equipment was revised up to 11.8% growth on the 
same basis. In a further sign that the economy is in 
good shape, jobless claims figures dropped to a 45 
year-low in January. With the inflation rate (as measured 
by CPI) increasing to 0.5% month-on-month in January, 
it is clear that price pressures are building within the 
world’s largest economy, albeit still being a far cry from 
the rampant inflation which occurred in the 1970s and 
80s. 

Having not experienced a fall of more than 3% over 
the prior 12 months, from its peak on the 26th January 
2018, the S&P 500 declined 10% in the space of less 
than two weeks before recovering some of these losses 
in the second half of the month. Although we expect 
market volatility to remain elevated as investors digest 
the impact of higher interest rates, our expectation is 
that US corporate profits will enjoy double digit growth 
this year – bolstered by President Trump’s corporate 
tax cuts – and we used this fall as an opportunity to 
increase exposure to the US market across our range 
of managed portfolios. The S&P 500 ended the month 
down 3.9% in US Dollar terms whilst the yield on the 10 
year US Treasury increased 15 basis points, to the end 
the month at 2.89%. 

Eurozone
The Eurozone economy continues to enjoy a strong 
upturn in growth, with data from the European 
Commission showing that economic sentiment in the 
currency bloc fell back only marginally in January from 
the 17-year high it reached in December. However, with 
the Italian election in early March unlikely to clear up 
what is a murky political situation within the Eurozone’s 
third largest economy, it is clear that political risk is 
never far away when investing in the region. MSCI 
Europe ex-UK ended the month down 3.6% in local 
currency terms. 

Asia
Having enjoyed spectacular gains over January, Chinese 
stocks came back down to earth over the month as the 
reversal in global risk sentiment as well as weaker than 
expected domestic data caused some profit taking. 
Most notably, official government statistics showed 
that activity in the manufacturing sector slowed quite 
significantly in January, although this was in part due to 
the government’s attempts to cut down on industries 
with high levels of pollution. The end of the month 
saw the announcement that the Chinese President, 
Xi Jinping, will seek to extend his term and become 
“President for Life”, a move that, although having little 
in the way of short-term implications for markets, could 
well become cause for concern for investors over time. 
MSCI China H, which represents the performance of 
Chinese stocks listed offshore in Hong Kong, ended the 
month down 8.5%. 

Japanese equities sold off in line with other global 
markets over February, although growing expectations 
that the country’s Central Bank will eventually reduce 
their purchases of Japanese Government Bonds (JGBs) 
caused a significant strengthening of the currency, 
with the Yen gaining 6.3% against the Pound over the 
month. Given our unhedged exposure to the asset 
class, this currency strength helped protect portfolios 
from the weakness in Japanese equities. MSCI Japan 
returned -3.8% in Yen terms over the period. 
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Chinese equities have experienced a turbulent start to the year

Past Performance is not necessarily a guide to future performance. Source: FE Analytics

Asset Class Performance – End February 2018 (in Sterling terms)

Asset Class Dart Capital 
Position 1 Month 3 Months 12 Months Index

Cash +0.04% +0.12% +0.33% Bank Of England Base Rate in GBP

Fixed Interest +0.26% -1.20% -3.97% iBoxx Sterling Gilts All Maturities in GBP

Equities - UK -3.84% -1.19% +0.51% MSCI UK All Cap in GBP

Equities - 
International

-1.12% +0.82% +5.65% MSCI All Country World Index ex UK in GBP

Property +0.24% +1.64% +7.22% FE UK Property Proxy in GBP

Alternatives +0.04% +0.12% +0.33% Bank of England Base Rate

Benchmarks are capital return which excludes income

Month to 28 February 2018 

Treasury yields data supplied by Thomson Reuters

All other performance data supplied by Financial Express Analytics 

Dart Capital positions based on Dart Capital mid risk strategy
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