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May was a poor month for global equity markets, as concerns over weak 
economic growth and tensions between the US and China served to 
quell market sentiment. Having risen modestly over April, bond yields 
fell to levels last seen in 2017 on the back of the negative risk sentiment. 
Concerns around Brexit triggered a further bout of sterling weakness, 
which did help shelter sterling-based investors from some of the declines 
in international markets as overseas currencies appreciated against the 
Pound. 

 

US
Much of the discussion around US monetary policy currently centres on 
inflation, which has remained largely benign despite the unemployment 
rate being down at levels not seen since the 1970s. This sluggish inflation 
backdrop provides support for those who believe the Federal Reserve 
(the Fed) should proceed with cutting interest rates in their next meeting. 
Long before he took over as the Chairman of the Fed, Jerome Powell used 
his public appearances to explain the instrumental role low interest rate 
policy plays in promoting asset price bubbles, which when popped can 
have a significant negative impact on the real economy. As a result, many 
commentators expected Powell to be comfortable in raising interest rates 
even in the absence of above-target inflation, as long as the headline GDP 
and jobs growth remains reasonable. However, such a “hawkish” approach 
has not survived the realities of the role, with the market volatility over 
the fourth quarter, where the S&P 500 benchmark fell almost 20% peak-
to-trough, appearing to convince Powell and his colleagues that they had 
raised rates too aggressively. 

Of further concern to the Fed has been the escalation in trade tensions 
between the US and China, with President Trump placing greater curbs on 
Chinese technology company Huawei, and doubling tariffs on $200bn of 
Chinese imports mid-month. The moves caused the Chinese government 
to retaliate with tariffs of their own. Our assessment of Trump’s general 
approach to negotiation – he did after all write a book called “The Art of 
the Deal” in which he championed so-called “hardball” negotiation tactics - 
gives credence to the view that the US President could well seek to tie up 
a trade deal with China once the US Federal Reserve have agreed to cut 
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interest rates. The escalation in tensions had particular 
impact on some of the major US technology companies 
which outsource some of their production to China, 
most notably Apple which saw their share price decline 
c.13%, and semiconductor companies, a sector whose 
fortunes are closely tied to that of the economic cycle, 
with the Philadelphia Semiconductors Index ending the 
month 16.7% lower in Dollar terms. The S&P 500 as a 
whole fell 6.6% over the month in US Dollar terms. 

Concerns over global growth, and the growing 
likelihood that the Fed will cut interest rates later this 
year, drove a further fall in government bond yields 
across developed markets. This move was led by the 
US, where the 10 year US Treasury yield fell 36 basis 

points to end the month at 2.14%, whilst in the UK the 
yield on the 10 year Gilt declined 30 bps. The move 
in Gilts left the 10 year Gilt yielding only 0.89% at the 
end of the month. Whilst investors crowding into 
government bonds is understandable given concerns 
over growth, what is clear is that some of the structural 
changes taking place in the global economy, such 
as growing populism and acceptance of structurally 
larger government budget deficits – not to mention 
tariffs, could end up being inflationary over time. 
Given how low yields are currently, such a pick-up in 
inflation would be devastating for holders of long-dated 
government bonds. 
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Safe haven flows drove strong returns from government bonds, and weaker 
returns from lower quality bonds

  A - IBOXX UK Sterling Gilts All Maturities in GB (2.87%)

  B - Bloomberg Barclays Global High Yield Corporate Hedge GBP in GB (-1.32%)
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UK 
The UK economy grew 0.5% over the first quarter of the 
year according to official data, although the seemingly 
strong figures were bolstered by manufacturers 
stockpiling ahead of the planned exit from the EU 
on the 29th March. Inflation picked up moderately 
over April according to further data from the Office 
of National Statistics (ONS), with the year-on-year 
inflation rate based on the Consumer Price Index (CPI) 
increasing from 1.9% in March to 2.1%. The main driver 
of the pick-up was higher energy costs, with most major 
energy companies increasing bills 10% in April following 
the lifting of the government’s energy price cap. The 
much-anticipated resignation of Theresa May arrived 
late in the month, a move which replaces one source 
of uncertainty with another, with the Conservative 
party set to choose a new leader from a mixed group 

of candidates, with Boris Johnson the bookmakers’ 
favourite as of writing. The growing likelihood that a 
candidate who favours a Hard Brexit will be appointed 
PM is a concern, although it should be noted that the 
discount on UK assets, from the currency through to 
domestically sensitive stocks and commercial property, 
is already significant when compared to the US and 
core Eurozone economies. 

Such dramatic declines in the yields on Gilts and 
other developed market government bonds caused 
a significant dispersion in returns within the equity 
market, with investors seeking more dependable stocks 
regardless of current valuation. In the UK market this 
led to consumer goods companies, such as Unilever 
and Diageo, seeing share price gains over the month, 
whilst more cyclical stocks, such as ITV and insurer 
Legal & General, were hammered. MSCI UK All-Cap 
ended the month down 3.4% in capital return terms. 

Consumer staples stocks moved higher as more cyclical stocks suffered

  A - Unilever PLC Ord 3 1/9P in GB (3.85%)

  B - Diageo PLC Ord 28 101/108P in GB (2.85%)

  C - MSCI United Kingdom All Cap (-3.44%) 

  D - Legal & Gen Grp PLC Ord 2 1/2P in GB (-7.76%) 

  E - ITV PLC Ord 10P in GB (-21.51%)
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Europe
The Eurozone manufacturing sector has been 
particularly hard hit by the US-China trade war, and 
this trend was confirmed over the month as survey 
data showed the sector continued to contract in April, 
although the figures did marginally beat the market’s 
very low expectations. On a more positive note, GDP 
growth for the Eurozone economy as a sector came 
in at a reasonable 0.4% quarter-on-quarter, with the 
figures bolstered by stronger household spending. 
MSCI Europe ex-UK lost 6% over the month. 

Asia 
The re-election of Prime Minister Narendra Modi 
boosted Indian stocks over the month, as the 
continuation of the status quo was viewed as a 
positive for an economy which has been through 
many changes in government over the last 40 years. 
Indian stocks surged on the move, with the MSCI India 
benchmark gaining 11% from its lows mid-month, 
with the index ending up 3.6% over the month as a 
whole. Chinese stocks were far weaker in comparison, 
as the ramifications of the escalating trade tensions 
were reflected in the equity market with technology 
behemoths Alibaba and Tencent declining 19% and 
16% respectively. MSCI China H ended the month down 
9.6% in local currency terms. 

 

Commodities
Gold benefitted from the market’s negative sentiment 
towards risk assets, as well as the prospect of potential 
rate cuts in the US, with the precious metal gaining 
1.7% in US Dollar terms. The oil price fell back over 
the month, as the prospect of weaker growth in global 
trade caused concern over demand. The oil price, as 
measured by Brent Crude, ended the month down 
11.4% in Dollar terms. 
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Asset Class Performance – End May 2019 (in Sterling terms)

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

Cash +0.06% +0.19% +0.71% Bank Of England Base Rate in GBP

Fixed Interest +2.34% +3.59% +3.17% L&G All Stocks Gilt Index Trust I Inc in GBP

Equities - UK -3.44% +0.97% -7.38% MSCI UK All Cap in GBP

Equities - 
International

-3.00% +3.27% +2.66% MSCI All Country World Index ex UK in GBP

Property +0.11% +0.40% +1.83% FE UK Property Proxy in GBP

Alternatives +0.06% +0.19% +0.71% Bank of England Base Rate in GBP

Benchmarks are capital return which excludes income

Month to 31 May 2019 

All performance data supplied by Financial Express Analytics 

Dart Capital positions based on Dart Capital mid risk strategy


