
11

It was a turbulent month for global equity markets, as market sentiment 
was impacted by concerns over the strength of the global economy, the 
prospect of further interest rate hikes in the US and the weaker outlook 
for corporate profits in 2019. The market volatility was particularly notable 
because, having been the standout performer so far this year as Asian and 
European markets faltered, the US market came under sustained pressure 
with particular weakness from technology-related businesses which have 
led the market rally this year. Whilst it is easy to become more cautious 
following a market fall, we note that corporate earnings have grown across 
the world this year, whilst all major regional markets, other than the US, 
are now down on the year, significantly so in the case of Asia and Emerging 
Markets. As a result, most regions are now trading below their historical 
average valuation, an indication that equities represent reasonable value 
for long-term investors. 

Portfolio Update
Whilst losing money is never a pleasant experience, we are reassured by 
the reasonably resilient performance of our managed portfolios over the 
month when compared to relevant benchmarks, with positive returns 
from our alternatives and fixed income holdings helping to partially offset 
losses from equities during this period of market uncertainty. We were 
particularly pleased with the performance of our long/short equity funds 
given that the vast majority of the funds in the so-called “targeted absolute 
return” sector – of which these funds are members - lost money over the 
month. We have been careful when investing in this area of the market to 
select funds which are positioned to deliver returns which are uncorrelated 
to that of equity markets. Whilst this approach does mean that these funds 
can look rather pedestrian during strong equity markets such as last year, 
they do act as an important source of ballast during more challenging 
market conditions. 
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US
With the US mid-term elections approaching on the 
6th November, President Trump has the benefit of 
presiding over an economy which is in fine fettle, with 
third quarter GDP growth coming in at 3.5% annualised 
and average hourly earnings growing at close to their 
fastest pace for ten years. Having already raised the 
country’s base rate eight times in this rate hiking cycle, 
there is little sign that the US Federal Reserve (“the 
Fed”) will slow down their pace of rate hikes in the near-
term. In particular, the Chairman of the Fed, Jerome 
Powell, commented early in the month that interest 
rates are “still a long way from neutral at this point”, 
a statement which helped drive a rise in US Treasury 
yields and an appreciation of the US Dollar. The yield 
on the 10 year US Treasury ended the month 10 basis 
points higher at 3.16%. Perhaps unsurprisingly given his 
combative and controversial style, Trump’s Republican 
party are expected to lose their majority in the House 
of Representatives in the upcoming mid-terms. A 
Democrat-controlled House of Representatives would 
check some of Trump’s powers, and could provide relief 

for sectors such as industrials and mining which have 
been impacted most by the President’s pursuit of trade 
tariffs. 

US equities endured a more challenging month with 
many of the year’s best performing stocks seeing the 
largest falls in value. This was particularly the case 
within the New Economy area of the market where 
behemoth companies Amazon, Netflix and Nvidia 
each fell over 20% during the month. As always 
context for this sell-off is vital, and this year has seen 
significant crowding into – and subsequently very 
strong performance from – stocks which are deemed 
as dominating in structurally growing areas of the 
global economy. This is well exemplified by the three 
companies mentioned above who are seen as leading 
in themes as diverse as cloud computing and online 
retail (in the case of Amazon), distribution of visual 
media content (Netflix) and graphics chips for mobile 
computing and autonomous driving (Nvidia). In order 
to put October’s market falls in context, owing to their 
strong performance over the first three quarter of 
the year these stocks are still up 37%, 57% and 9% 
respectively year-to-date. 
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Our Alternatives exposure held up well over October
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The market falls came despite a corporate earnings 
season which broadly met expectations, although 
there were some notable examples of companies 
downgrading their estimates for fourth quarter revenue 
and profits. This led some market commentators to 
attribute the market pull-back to investors becoming 
increasingly concerned about slowing US corporate 
profit growth next year. Whilst US corporates will 
undoubtedly see a slowing of profit growth next year 
as the one-off effect of the Trump tax cuts no longer 
factors into the numbers, profit growth is still currently 
expected to be around 10% next year. The S&P 500 
ended the month down 6.9% in US Dollar terms. 

UK
Official figures from the Office of National Statistics 
(ONS) showed that the UK economy grew by 0.7% 
in the three months to the end of August, with the 
figures buoyed by the hot summer weather, whilst 
wages grew by 3.1% over the same period, its fastest 
pace since 2008. There was also cause for optimism 
from the latest surveys from the manufacturing sector 
which saw a pick-up in new orders and overall output in 
September. To the surprise of forecasters, the inflation 

rate, as measured by the Consumer Price Index (CPI), 
fell back to 2.4% year-on-year in September, a fall which 
was largely attributed to a decline in food prices. Unlike 
in the US, UK government bond (“Gilt”) yields actually 
declined over the month, with the yield on the 10 
year Gilt falling from 1.57% to 1.44% by the end of the 
period. 

Despite what appears to be a reasonable backdrop 
for the domestic economy, market sentiment towards 
the Pound and domestic assets largely hinges on the 
outcome of the Brexit negotiations. Recent weeks have 
some progress towards a deal, with many expecting 
the UK and EU negotiators to come to an agreement 
at some point in November. However, many political 
commentators are concerned that Parliament could 
reject any such deal, with the so-called “Brexiteers” in 
the Conservative party likely to balk at agreeing to a 
deal which result in the UK not having total control over 
key issues such as immigration. Over the month, large-
cap stocks in the UK market outperformed their small 
and mid-cap peers, with investors seeking the defensive 
exposure provided by companies in the consumer 
goods and healthcare sectors, such as Unilever and 
GlaxoSmithKline, whose fortunes are not as closely tied 
to the state of the economic cycle. MSCI UK All-Cap 
ended the month down 5.5% in capital return terms. 

UK large-caps outperformed over the month
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Eurozone
The Eurozone experienced sluggish growth through the 
third quarter with the estimate for GDP growth over 
the quarter coming in at 0.2%, notably undershooting 
expectations of 0.4%. Whilst the currency bloc 
continues to struggle to reproduce the 2.6% growth 
experienced over 2017, the unemployment rate, 
which has now fallen to 8.1%, has reached its lowest 
level since November 2008. Although this figure 
is significantly higher than many other developed 
economies, this is somewhat to be expected given 
the structural challenges faced by the region such as 
geographical immobility as well as the historically higher 
unemployment rate in southern European countries. 
Against a backdrop of benign core inflation (which 
excludes food and energy) and sluggish growth, the 
European Central Bank (ECB) monetary committee 
voted to keep the base rate negative at -0.4%, whilst 
reiterating that its plan to end monetary easing by the 
end of the year remains on track.

The showdown between Rome and Brussels continues 
as the European Commission continues to voice 
concerns over Italy’s budget plan, where an increasing 
fiscal deficit, which the country’s previous leadership 
had committed to reduce, will likely lead to an increase 
in the countries already significant €2.3 trillion national 
debt. This is significantly larger than many other 
comparable EU countries representing a debt to GDP 
ratio of over 130% as at the end of 2017. In spite of 
political tensions, the European markets performed 
broadly in line with global markets over the month of 
October with the MSCI Europe ex UK index returning 
-5.6% in local currency terms.

Asia
Over the month, economists cut their Chinese growth 
forecast for the fourth quarter to 6.4% on a year-on-
year basis, with the cooling of growth largely blamed 
on the escalation of the trade war between the US 
and China with the US expected to increase the duty 
on $200bn of Chinese goods from the current rate of 
10% to 25% in January. As the Chinese economy has 
slowed over recent months, the country’s authorities 
have taken steps to support the economy including 
lowering reserve requirements for banks, in an attempt 
stimulate lending, and cutting household tax rates. 
Having underperformed developed markets over the 
prior six months, Chinese stocks weren’t afforded any 
respite over October as Asian stocks sold off in line with 
developed markets. MSCI China H - which represents 
the performance of Chinese stocks listed in Hong 
Kong – ended the month with a return of -8.3% with 
the index now down c.28% from its January peak (in US 
Dollar terms). 

Commodities
Having seen a steady decline so far this year in large 
part due to rising US interest rates and the stronger 
US Dollar, the gold price made a moderate gain over 
the month as the risk-off market sentiment caused 
investors to seek safe haven assets. The gold price 
gained 1.9% over the month in US Dollar terms, ending 
October at $1214 per oz. The upward squeeze in the oil 
price abated over October, as concerns over weakness 
in demand from Emerging Markets, particularly China, 
caused a moderate retrenchment. The oil price (as 
measured by Brent Crude) ended the month 8.8% 
lower at $75 per barrel. 

This document does not constitute advice or a personal recommendation or take into account the particular investment objectives, 
financial situations or needs of individuals. This document is not intended for further distribution. This document has been prepared 
with all reasonable care and is not knowingly misleading in whole or in part. The information herein is obtained from sources which 
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