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Market Volatility 
 

In January’s Newsletter I commented on 

“staying rational” on the back of market 

growth in 2017.  The performance in the 

first quarter was negative in most markets, 

not only due to global conditions. On our 

own doorstep the Bank of England were 

making stronger noises on interest rate rises 

(which happened in August). Additionally 

Sterling’s rise in value meant that the 

overseas element of UK shares (the largest 

part) fell in terms of our own currency 

 

At the end of March, most portfolios were 

down on the quarter. When combined with 

the three previous quarters there was only a 

modest rise for a full 12 months with the 

best portfolio showing a total return of 1.4% 

Market in the second quarter bounced up so 

that returns looked much far by the end of 

June.  

 

A more in-depth overview has been 

provided by Alistair Meadows in the 

attached Second Quarter report.  

 

 

Pension Scams 

 

The City of London Police Economic Crime 

Directorate is recognised as the national 

policing lead for fraud and is dedicated to 

preventing and investigating fraud at all 

levels. 

 

According to their figures, some £51 million 

worth of investments was lost to fraudsters 

in the second quarter (April to June) of 

2018. A large proportion (but by no means 

all) of this was linked to pension ‘scams’, 

mostly around the new ‘pension freedoms’. 

 

To put this figure into perspective, this 

represents a 70% increase compared with 

the amount lost in the same period of 2017 

(£30 million), while the figure for 2016 was 

‘just’ £24 million. 
 

The majority of investment frauds appear to 

originate with ‘cold calls’ and for this reason, 

there has been a long-standing campaign for 

a ban on cold calling – specifically around 

pension freedoms.  
 

This ban was due to be introduced in June 

but has been held over until the Autumn, to 
the dismay of many who view this type of 

activity as having fuelled the British Steel 

pension mis-selling scandal. 

 

These ‘scams’ are well structured and highly 

convincing, so it is important to be armed 

against them. 

 

The Financial Conduct Authority, which 

regulates most retail investment in the UK, 

has a comprehensive system that identifies 

known investment scams as well as providing 

advice on how to avoid becoming a victim. 

This ‘scamsmart’ system can be found at:  

www.fca.org.uk/scamsmart 

 

Investing for Good 

 
In recent years, there has been significant 
growth in investors seeking more than just a 

financial return from their investment; they 

also want to see a positive social impact 

arising from it. This goes beyond ‘green’, 

‘ethical’ or ‘socially responsible’ investments. 

It involves a deeper connection with the uses 

to which money is being put. 

 

Typically, this involves investors lending 

money to charities and social enterprises, or 

investing in businesses working to create a 

positive social outcome – reducing ex-

prisoner reoffending rates by providing 

accommodation, training and work 

experience, reducing homelessness by 

providing affordable rental housing, etc. 
 

The classic ‘loan’-based route is the Charity 

Bond (the first UK retail charity bond – they 

were launched in 2003 and so aren’t that 

new), which is very similar in nature to a 

Corporate Bond but, as a sweeping 

generalization, pays a lower rate of interest. 

This is due to the fact that part of the return 

is the satisfaction of the investor’s desire to 

support whatever social activity the bond is 

targeting. These investments, from a financial 

perspective, stand outside the normal ‘risk v 

return’ equation. The bonds are for fixed 

terms, target to pay a fixed level of interest 

and are expected to return the investor’s 

capital at the end of the term. 

 

Recognising the contribution that such social 

investment can make, the Government 

introduced a specific form of tax relief, Social 

Investment Tax Relief (SITR), from April 

2014. It is possible for investors to obtain as 

much as 30% tax relief on investments of up 

to £1 million when buying shares, or shares 

and loan capital, in qualifying enterprises.  
 

The classic ‘loan’-based route is the Charity 

Bond (the first UK retail charity bond – they 

were launched in 2003 and so aren’t that 

new), which is very similar in nature to a 

Corporate Bond but, as a sweeping 

generalization, pays a lower rate of interest. 

This is due to the fact that part of the return 

is the satisfaction of the investor’s desire to 

support whatever social activity the bond is 

targeting. These investments, from a financial 

perspective, stand outside the normal ‘risk v 

return’ equation. The bonds are for fixed 

terms, target to pay a fixed level of interest 

and are expected to return the investor’s 

capital at the end of the term. 
 

Recognising the contribution that such social 
investment can make, the Government 

introduced a specific form of tax relief, Social 

Investment Tax Relief (SITR), from April 

2014. It is possible for investors to obtain as 

much as 30% tax relief on investments of up 

to £1 million when buying shares, or shares 

and loan capital, in qualifying enterprises. As 

you would expect, given the valuable tax 

reliefs (including an inheritance tax 

exemption and CGT benefits), there are 

stringent rules to be followed and some 

opportunities can be complex. There’s also 

the potential for relatively high levels of risk. 
 

A much longer established form of tax relief 

linked to this sector is ‘Community Interest 

Tax Relief’ (CITR), which is aimed at 

investment in disadvantaged areas. It is 

somewhat more flexible than SITR but offers 

less relief: 25% spread over five years. 
 

There is a simpler way to use an investment 

in a way that generates positive social 

impacts, although without any form of tax 

benefits – credit unions. We all know what 

credit unions are – they are simply savings 

and loans organisations designed for small 

savers and those needing to borrow small 

amounts who are not able to meet the 

qualification requirements of high street 

banks. But that’s an old picture. 
 

These organisations are centred around 

special interest groups linked by common 

professions or geography and exist to 

support those communities. Therefore, 

‘investing’ through a credit union could be a 

low-cost, simple way of helping others while 

still obtaining an investment return. In fact, 

unlike the SITR opportunities described 

above, the returns available through a credit 
union could even beat more mainstream 

deposits, partly because there are no 

shareholders; these are not-for-profit mutual 

organisations. 
No responsibility can be accepted for the accuracy of the information in this newsletter and no action should be taken in reliance on it without 
advice. Please remember that past performance is not necessarily a guide to future returns. The value of units and the income from them may 

fall as well as rise. Investors may not get back the amount originally invested. 

http://www.fca.org.uk/scamsmart
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Equities:

• The volatility that erupted in Q1 subsided somewhat but concerns over a US/China trade 
war and continued geopolitical tensions between the US and Russia kept investors on 
edge. Evidence of strong earnings growth in the US helped equities there to a small (+0.4%) 
gain, but the market underperformed the MSCI World Index. In Europe (ex-UK) prices rose 
around 4.5% on the month as strong growth in both economic data and Corporate earnings 
supported the bull case. This was aided by the ECB’s decision to keep interest rates at sub-
zero levels and warnings about the risks ahead. In the UK, the All Share index rose 6.4%, as 
Mergers and Acquisition activity, the weakness of Sterling and strong Oil prices encouraged 
International investors to increase their weightings (from extremely low levels). Disappointing 
economic data reduced expectations for a BOE rate rise, widely expected in May from a 
100% probability at the start of the month to just 16.9% by month end. Weakness in the Yen 
boosted the TOPIX Index (+3.6%), whilst Asia ex-Japan lagged a little (only +1.3%) on worries 
regarding slowing global smart phone sales. Emerging Markets also under-performed a little, 
weighed down by Dollar strength as both Turkey and Russia saw selling pressure as worries 
over global (US Dollar) liquidity were prompted by both election (in Turkey) and US sanctions 
(on Russia).

• Commodities were the big winners in April, mainly due to strong returns in Oil. Brent Crude 
rose 8.3% on the back of rising political tensions as speculation that the US may withdraw 
from the Iranian Nuclear deal rose; fuelled by the liquidation of excess inventories built up 
over the last 3-4 years. But Metals also saw gains, with Copper +1.4% and Iron Ore up 3.6%, 
whilst Aluminium rocketed 13% as US sanctions were expected to tighten global supplies. 
Precious metals, however fell slightly, with Gold down 0.6% and Silver -0.3%.

• Improved economic data provided a back-drop for continued gains in equities in May, with 
US Q1 GDP numbers being revised up from 0.7% to 1.2% quarter-on-quarter and upward 
revisions to household spending numbers. The S&P 500 rose 2.2% on the month, ignoring 
(for now) the potential interest rate implications of this data, but the real winner was US 
Small Caps, with the Russell 2000 Index up over 6%, the best monthly return since the 
US election as a momentous Short Squeeze propelled prices all month. Away from the 
US, the All Share rose 2.8%, but nearly everything else was affected by the Italian job- the 
rejection by the country’s President of an avowedly anti-European (establishment) coalition 
government, which raised the possibility of Italy leaving the Euro; the result was a big sell-off 
in peripheral Europe (Italy’s MIB -8%, Spain’s IBEX down 5.1% and the Athens Index -11.7%, 
as bond yields saw huge rises (see below). Japan’s Topix also fell (by 1.7% as the “safe haven” 
Yen firmed), whilst EM equities also fell 3.5% as the Dollar rise accelerated driven by events 
in Europe. Asia ex-Japan fell by 0.8% which represented a decent performance in the context 
of events in Europe.
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• Given the implications for European banks from Italy’s possible departure from the single 
currency, they were very weak, down 8.1% on the month and their worst closing level since 
2016 (Brexit month). US Banks also fell, but only by 0.9% possibly in sympathy, but also 
related to the US yield curve’s flattening to levels last seen in 2007. 

• Commodities were largely left out of the turmoil, with a more mixed picture emerging. Gold 
fell by around 1.3%, yet Silver managed a 0.75% gain, while agricultural products, such as 
wheat and corn rose around 2% on the month; the most interesting development was the 
divergence between Brent crude and the US grade of oil, (WTI), with the former up 4.6% on 
the month whilst the latter fell by 2.2%. This left the spread between them at 3-year highs, 
possibly related to an increase in US oil exports of shale oil.

• June saw the end of the “phoney war” over trade and Emerging markets in particular did 
not like what they heard. Chinese equities (the Shanghai Composite Index) fell 7.3% on 
the month, with the Bovespa (Brazil) falling 5.2%. The EM Composite Index fell 3.3%, so it 
was a generalised downward lurch. Elsewhere, markets were volatile but ended the month 
largely unchanged; the All Share Index fell by 0.2%, whilst the S&P 500 rose 1.4%. The 
Dax in Germany (a major exporting nation) was hit the hardest, falling by 1.6%. In the rest 
of Europe, Banks continued to slide (down 1%), but the peripheral countries actually saw 
gains, with Spain, Portugal and Greece rising, as the Fed rate rises, combined with the ECB 
decision to hold back on raising rates, boosting sentiment. How long that will last, however is 
debateable. Japanese equities were not immune from trouble, falling 1.7% as the Yen was the 
only major currency to resist the Dollar’s rise.

• Global stocks have lost almost $10 trillion in market capitalisation since their peak in January. 

• Commodities were mostly lower as a result of the Dollar’s rise, with agricultural assets 
(Wheat, Corn etc.) down over 6%, with Copper, Gold and Silver also falling around 3-4%. 
The big winner was oil, as Crude (West Texas Intermediate) rallied over 10% on the month as 
OPEC announced supply increases that were less than initially expected.

Bonds:

• US bonds saw their yields hit 3% for the first time since 2014, as inflation worries 
predominated in the context of continued strong job growth and the Fed’s hawkish tone, 
with another 3 rates rises being priced in by year end. But the yield curve continued to 
flatten as the long end of the bond market signals recession ahead as a consequence of there 
rate hikes. 10-year bond yields rose 21 basis points to 2.95% by month end, with 2-year 
yields also up the same amount at 2.49%. Elsewhere, yield rises were much more restrained, 
with German Bunds seeing a yield rise of just 0.06%, UK Gilt yields rising 0.07% as were 
French government bonds. Italian bonds were unchanged on the month despite inconclusive 
March election results, leading to fevered negotiations between a large number of potential 
coalition partners. EM bonds saw negative returns on the month (both in local currency 
terms -3.%, and in Dollar terms a more muted -1.35%). 

• Corporate bonds saw their spreads over Government bonds narrow; the Merrill Lynch Global 
Corporate Bond Index fell 0.5%, with US Investment Grade bonds down 0.8% on the month, 
whilst both US and European High Yield saw positive returns of 0.7%, leading to the biggest 
monthly spread compression for the latter since 2017, as risk appetite returned to the sector.

• In May, things got a little wild (by the standards of Bond markets); the shock of the victory 
for the Five Star Movement and the League was as nothing compared to the decision by 
the President of Italy to veto their proposed candidate for Economic Minister (who is anti-
Euro and advocates leaving the common currency). The effect on Italian bonds was epic- the 
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biggest monthly rise in 2-year yields in 7 years and the biggest rise in 10-year yields ever 
(prices fell 6.7% in local currency terms), while Spanish bonds saw a 1.8% drop, leading to 
a rush for safety, with Gilts (+1.8%), Bunds (+1.7%) and US Treasuries (+0.9%) the biggest 
beneficiaries. The US bond markets saw their largest yield declines in 3 years at both the 
2-year and the 10-year maturity, but the curve still flattened another 3-4 basis points (0.03-
0.04%). EM Bonds, however, lost 4% as a result of continuing country-specific concerns (in 
Argentina and Turkey for example) that escalated over the month. Those, such as India and 
South Africa, that have relatively limited currency reserves (and are oil importers) were also in 
the firing line. 

• Unsurprisingly, European Investment Grade Financial (and non-Financial) credits falling 
around 0.2-0.3%, versus a 0.5% gain for their US equivalents. European High Yield was 
also down 1%, compared to flat for US HY, but all Corporate bonds underperformed their 
Sovereign counterparts with High Yield seeing the biggest spread widening since August 
2017. 

• For June, bonds were also mixed, with Spanish and Italian bonds slightly higher (c.1.3%), 
whilst Gilts fell 0.6%. German bunds were mostly unchanged on the month. Emerging 
markets bonds (particularly local currency bonds) followed the trend of EM equities, falling 
around 2.4% on the month. In contrast, US Treasuries were slightly higher (+0.8%) again 
as a result of the Dollar’s strength, but Japanese bonds lost around 1.1% in Sterling terms, 
(though they were flat in local terms).

• Corporate credit was also weaker, with European non-financial bonds falling 0.1% and High 
Yield dropping 0.5% on the month. US bonds, again did better, with HY +0.4% return, but 
strangely, Investment Grade bonds have failed to participate in this relative outperformance, 
something that will bear close attention in the coming months, as this is not what one might 
normally expect to see. Does the market know something that the rest of us are not privy to?

Property (Sterling terms unless stated):

• After a poor start to the month, Property finished strongly, with all regions seeing gains 
of at least 3%. The UK saw the best returns (+5%) after poor economic data removed the 
possibility of another rate hike, but Europe also gained 4.4% (ex-UK) as the ECB also declined 
to normalise interest rates. Both Asia (ex-Japan) and Japan saw 4-4.5% rises, with the US the 
laggard, up only 3.14%, dragging the Global Index down to finish up 3.56% on the month. In 
Dollar terms, gains were reduced by c.1-2 percentage points as the US currency firmed on 
the month. 

• Gains continued in May,but with the rankings being reversed; the US saw 8% appreciation 
with Europe rising less than 1% on the month. The UK Index was down slightly (-0.54%) 
asthe Dollar rally gained traction, leaving it down nearly 4% in USD terms. Both Asia and 
Japan rose 2% in Sterling but were down 1-2% on the month adjusted for the Dollar’s rise. 

• In June, Property prices were broadly flat on the month, as the strength of the US Dollar 
weighed somewhat on prices. The US led the way, with a 4.8% gain, whilst Europe gained 
just over 1.3%. The big loser was Asia ex-Japan, down 5%, after strong gains in the previous 
two months, most likely caused by profit-taking. In Dollars, only the US saw decent rises 
(+4%), whilst all other markets were flat to lower. Global (ex-US), prices fell 2.5%, indicating 
that outside the US, prices were generally lower, as the Dollar Index rose nearly 0.5% in the 
month. 
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Market Concentration:

There has been a concerted “narrowing” in the market over the last few years, but it is getting 
a bit out of hand. As of mid-March, the Dow was up 460 points for the year, with just 2 stocks 
(Boeing and Goldman Sachs) contributing 316 of those (69%). In May, Apple was responsible for 
35% of the total gain of the Dow (and 23% of the gain in the S&P 500) during that time. Boeing 
also contributed 34% to that performance. 

Traditionally, a “narrow” market is a dangerous one; as the number of “leaders” falls, so the risk 
of a market fall increases, as there is less buying support to keep Indices up. When the leading 
issues fall below a critical threshold, it is commonly expected to presage a bear market. This 
prescient article from 2007 tells the tale (and it also happened in advance of the Internet bust 
of 2000). The focus is once again Technology stocks (the FAANGS, or Facebook, Apple, Amazon, 
Netflix and Google-the latter is the old name for Alphabet). We are now back to the same 
relative valuations as pertained post 2000, as IT firms now have market caps literally equivalent 
to those of countries!
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But other indicators, such as the Advance/Decline line (which counts the number of risers and 
fallers on a given day and adds that to the running total) is showing no signs of problems at all. 
The net cumulative number of advancing issues is still making highs even as the Index attempts 
to surmount the 2800 peak. 

http://www.marketinout.com/chart/market.php?breadth=advance-decline-line

Often, a market that sees a fewer number of shares leading the advance IS a warning sign, but it 
is a necessary, but not sufficient condition for the bear market that “professional” investors have 
been expecting for quite a while. The value of looking at the Advance/Decline line is mainly in 
divergence (i.e. a market makes new highs but with a lower peak in this indicator), as if markets 
were to rise or fall by 2-3% in a day, one would expect to see a large number of risers (or fallers). 

An obvious trigger for the long-awaited market decline would be the Fed’s ending of QE, 
(which is currently in progress), but as of yet, it is not manifesting itself in significant divergence 
between the Indices and the A/D Line. By the time that it does occur, it may be too late to do 
much about it, but a lot can be lost by being “early” (i.e. trying to anticipate a change). Being 
properly diversified is a much more efficient way of protecting oneself from the fall out; after all, 
it may never actually happen… 

http://www.marketinout.com/chart/market.php?breadth=advance-decline-line
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As of 30/06/2018Asset Class Commentary

UK & Europe
1 Month 3 Month YTD 1 Year 3 Year

FTSE All Share

FTSE Mid 250

FTSE Small Cap

S&P 500

NASDAQ Composite

MSCI Europe (exUK)

Dax

CAC 40

MSCI ACWI Ex USA

0.13%

1.11%

8.07% 1.90%

3.47%

10.57%

1.40%

28.84%

5.55% 38.16%

0.18% 9.20% 1.69% 9.02% 31.62%

1.77% 13.28% 12.06% 21.61% 85.72%

1.41% 9.90% 5.18% 12.53% 67.04%

1.58% 2.62% 5.09% 0.56% 40.35%

0.23% 3.21% 1.71% 1.84% 36.79%

0.15% 6.55% 2.59% 8.14% 53.63%

0.55% 6.13% 1.01% 8.33% 37.07%

Emerging Markets
1 Month 3 Month YTD 1 Year 3 Year

MSCI Asia Pacific (exJapan)

MSCI Emerging Markets

TOPIX

RTS

SENSEX

1.41% 0.28% 4.14% 19.88% 70.79%

0.45% 8.68% 0.72% 6.33% 41.17%

2.89% 2.11% 2.11% 7.60% 45.50%

3.40% 2.21% 4.36% 6.46% 40.27%

1.88% 3.14% 0.41% 9.32% 47.88%

Other
1 Month 3 Month YTD 1 Year 3 Year

FTSE NAREIT Index

Gold

UK RPI

US 3 Month T Bills

Bitcoin

3.45% 0.36% 0.76% 0.96% 27.20%

1.40% 9.92% 2.45% 5.52% 45.50%

0.96% 6.73% 3.29% 0.27% 21.56%

15.30% 5.72% 53.43% 199.23% 3,302.62%

— — — — —

Bonds
1 Month 3 Month YTD 1 Year 3 Year

FT Actuaries All Stocks Gilts

FT Actuaries IL Gilts

ICE BofAML Global Corporate

Ci� £ Corporate Index

FTSE WGBI GBP

Ci� 3Month UK

0.56% 0.16% 0.42% 1.93% 14.69%

0.71% 0.96% 1.14% 1.87% 25.53%

0.05% 0.14% 0.29% 0.48% 1.56%

0.47% 0.36% 1.98% 0.17% 17.50%

0.31% 3.74% 0.75% 1.10% 30.05%

0.50% 2.69% 1.50% 0.26% 29.47%

EBI (UK Bias)
1 Month 3 Month YTD 1 Year 3 Year

Vantage UK Bias Bond

Vantage UK Bias 20

Vantage UK Bias 40

Vantage UK Bias 60

Vantage UK Bias 80

Vantage UK Bias 100

0.30% 1.56% 0.16% 2.01% 12.79%

0.90% 6.17% 0.36% 8.12% 41.08%

0.78% 5.13% 0.24% 6.73% 34.10%

0.10% 0.20% 0.27% 0.29% 5.73%

0.64% 4.02% 0.12% 5.27% 27.12%

0.48% 2.84% 0.01% 3.71% 20.04%

EBI (Global)
1 Month 3 Month YTD 1 Year 3 Year

Vantage Global Bond

Vantage Global 20

Vantage Global 40

Vantage Global 60

Vantage Global 80

Vantage Global 100

0.05% 0.08% 0.28% 0.24% 4.58%

0.14% 1.17% 0.08% 1.84% 13.08%

0.50% 5.71% 0.70% 8.32% 51.92%

0.41% 4.54% 0.51% 6.69% 41.45%

0.23% 2.27% 0.11% 3.45% 22.05%

0.32% 3.39% 0.31% 5.07% 31.50%


