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Following a turbulent October, it was a more positive month for equities, 
although market volatility remained elevated as uncertainty around global 
trade and US monetary policy abound. 

Market dynamics
US equities bounced back late in the month, as soothing comments from 
the Chairman of the US Federal Reserve (“the Fed”) – Jerome Powell – 
helped bolster sentiment towards equities. In particular, traders focused 
on his comments that the US Federal Funds Rate (the US equivalent of 
our base rate) is only slightly below their neutral level, having only a month 
before stated that the rates were well below the neutral rate, and thus an 
indication that the Fed could well be set to slow their pace of rate hikes 
over the next year. Having endured a torrid prior six weeks, technology 
stocks recovered strongly, and helped push the US market, as represented 
by the S&P 500, to a 1.8% gain on the month in US Dollar terms. Volatility 
in the US market remains elevated relative to other regions, with the 
market’s focus fluctuating between positive signals - most notably profit 
growth which is expected to remain strong when compared to other 
regions – and a number of growing headwinds, foremost amongst which 
are declining liquidity owing to the aforementioned tightening of monetary 
policy by the Federal Reserve and a domestic economy which will 
undoubtedly slow next year, likely exacerbated by President Trump’s trade 
tariffs. This is perhaps best illustrated by the graph below which shows, 
having experienced very few one-day moves of greater than 1% in 2017, 
the S&P 500 index has experienced 54 such days through 2018 to the end 
of November. 
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The oil price declined sharply over the month, shown below, as concerns about over-supply and weakening demand 
– particularly within Asia - took its toll, with the price (as measured by Brent Crude) ending the month at $59 per 
barrel having started the month at $75. With energy stocks forming a significant part of the UK index – Royal Dutch 
Shell and BP alone make up around 15% of the MSCI United Kingdom All-Cap benchmark – the declining oil price 
hurt the UK market disproportionately and led to the UK being one of the worst performing regional markets over 
the month. MSCI UK All-Cap ended the month down 2.3% in capital return terms. 
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Moves in the S&P 500 index of over 1% have been far more frequent this year

The oil price fell significantly over the month

Source: Thomson Reuters Datastream

Source: Thomson Reuters Datastream
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November saw the calm which had encompassed 
the High Yield bond market come to an abrupt end, 
as yields increased sharply as investors became 
concerned over potential oversupply swamping 
demand in this area of the market, whilst the fall in 
the oil price also reduced the attractiveness of bonds 
issued by energy companies. Most notably, the US 
multinational General Electric – along with much of 
its $135bn of outstanding debt – is at risk of being 
downgraded to “junk” (the colloquial term for High 
Yield) status following poor operational performance 
and the 75% fall in its share price from its most recent 
peak in 2016. Whilst some of these concerns are 
of course valid, and yields are still low compared to 
historic averages, yields are now far higher within High 
Yield than was the case when we completely sold out 
of the asset class in October of last year on valuation 
grounds. As a result, we added back some exposure 
to the asset class late in the month within lower risk 
strategies, where the combination of 5% yield and low 
level sensitivity to interest rates is particularly attractive 
given the lower equity weightings in these portfolios. 

UK 

Survey data from the manufacturing and services 
sectors indicated that domestic growth slowed further 
over October, with both sectors showing little in the 
way of positive momentum. Data released by the Office 
of National Statistics over the month showed that the 
unemployment rate edged up to 4.1% in September, 
whilst inflation – as measured by the Consumer Price 
Index (CPI) - held steady at 2.4%. With the weaker oil 
price set to push inflation back down towards the Bank 
of England’s 2% target over coming months, there is 
little reason for the Bank of England to consider raising 
interest rates prior to receiving further clarification on 
the UK’s future status outside of the EU. 

Yield on representative high yield fund has became far more attractive 
over recent months

Source: Kames Capital * Sterling-hedged yield on Kames High Yield Bond fund
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Having reached a provisional agreement with the EU, 
Prime Minister Theresa May’s Brexit deal was greeted 
with disdain both by many members of her own party 
and the opposition, with hard-line “Brexiteers” unwilling 
to back a deal which maintains the EU’s control over the 
UK beyond our scheduled exit in March of next year. 
Gilt yields continue to react to progress, or lack of, in 
the Brexit process, and ended the month slightly lower 
as progress towards securing Parliament’s agreement 
on a deal stalled. With Parliament set to vote on the 
deal on the 11th December, we expect UK assets to 
remain volatile. 

The Bank of England (BoE) released a report outlining 
the potential impact of a no-deal Brexit, with the most 
headline grabbing forecasts being that house prices 
could fall as much as 30%, and that the BoE could well 
be forced to raise the base rate as high as 5.5% in 
order to combat a weakening of the Pound and rising 
inflation. We view the latter reaction as particularly 
unlikely and we believe that, were the UK to leave the 
EU without a trade deal, the Bank could well cut interest 
rates – as well as potentially restarting their bond 
buying (QE) programme should they deem it necessary 
- to help support consumer spending and the property 
market. Such a move would fit with the BoE’s actions in 
the aftermath of 2016’s EU Referendum, and allow the 
Pound to take most of the pressure from a disorderly 
exit as, in our view, a weaker sterling is a far more 
acceptable outcome than hiking interest rates. 

US 
2018 has been a strong year for the US economy, with 
GDP growth for the year expected to exceed 3%, as an 
already reasonable outlook has been turbocharged by 
corporate tax cuts and further tax breaks on business 
investment. However, over recent months the market’s 
thoughts have turned to next year. In particular, the 
market’s concerns have centred on the potential that 
an overly aggressive Fed could – through continuing to 
raise the base rate once per quarter – choke off growth 
in the economy, at a time when the effect of the Trump 
tax cuts is waning and the housing market has already 
shown signs of weakening under the duress of higher 
mortgage rates. Signs that the Fed may slow down their 
pace of rate rises helped cause a stabilisation of the 
US Dollar and a moderate decline in US Treasury yields 
with the 10 year Treasury ending the month with a yield 
of 3.01%, 15 basis points lower than its level of 3.16% at 
which it started the month. 

Europe
Data released during the month indicated that 
Eurozone growth has continued to slow with an initial 
estimate of GDP growth for the third quarter coming in 
at 0.2%. Most notably, the German economy contracted 
through the third quarter, the first time since early 
2015. The German economy has been particularly 
impacted by a slowdown in new car sales, with a 30% 
year-on-year fall in new cars sold in September alone 
as a result of the tough new emissions tests announced 
by the EU. Mario Draghi, head of the European Central 
Bank (ECB), noted that whilst recent economic data 
has been weaker than anticipated, this is a result of 
temporary headwinds and noted that the Committee 
are still planning on phasing out their QE programme 
in December with the decision formalised in the next 
policy meeting on December 13th. The MSCI Europe 
ex UK index returned -0.8% over the month in local 
currency terms.
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Asia
Owing to the country’s status as an oil importer, a major 
beneficiary of lower oil prices is the Indian economy, 
and aided by the more stable US Dollar, the country’s 
stock market performed strongly over the month with 
MSCI India gaining 10.4% in sterling terms. 

Ahead of the G20 summit in Buenos Aires in December 
where it is expected President Tump and Xi Jingping 
will sit down to discuss the ongoing trade dispute, 
President Xi Jinping has outlined conciliatory plans 
which could help ease tensions between the two 
super powers. The plans include increasing goods and 
services imports to over $30 trillion and $10 trillion 
respectively over the next 15 years and intentions to 
cut import taxes. Whilst this is not the first time China 
has made claims of opening up its economy, this could 
provide Xi the opportunity to make concessions to 
President Trump in the upcoming summit over the 
trade balance that President Trump has very publicly 
voiced his discontent for, whilst aiding China’s economic 
growth through an increase in foreign capital as 
opposed to increasing debt and government stimulus. 
Having seen a sharp decline in share prices since mid-
March, Chinese internet stocks made back some of 
these losses over November, as better than anticipated 
earnings for the likes of Tencent helped bolster market 
sentiment. MSCI China H gained 4.5% in US Dollar 
terms. 

Data released over the month of November indicated 
that whilst unemployment in Japan remains low at 
2.4%, this is yet to translate into inflation, with core 
inflation (which excludes energy prices and food prices), 
remaining at 0.4% year-on-year. This reading is well 
below the Bank of Japan’s 2% target and is indicative of 
the continued challenges faced by the Bank of Japan.

Alternatives
The gold price ended the month 0.6% higher in US 
Dollar terms, with the precious metal gaining strongly 
following the Fed Chair Powell’s more dovish comments 
late in the month. Across our managed portfolios, we 
sold our holding in HICL Infrastructure mid-month. The 
investment company’s share price had bounced back 
over 20% from its lows, which were reached in April, 
and its shares had returned to trading at a premium 
to the company’s net asset value (NAV). Owing to the 
Labour party’s plans to nationalise UK infrastructure 
assets and projects, HICL was one of our holdings 
which was most exposed to a deterioration in the UK 
political situation, and we were pleased to offload the 
position with a reasonable total return of 5% on a year-
to-date basis. 

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 
we consider to be reliable but its accuracy and completeness cannot be guaranteed. The opinions and conclusions given are those 
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