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The global economy: What’s going on?
Trade tariffs and Brexit dampen economic
activity
Fears about the threat of US trade wars with
China and Europe after the imposition of tariffs
has dampened economic growth forecasts in
the last three months but the global economy is
progressing steadily with no immediate threat of
recession.
While some investors suspect that global GDP
growth has peaked, strong US economic data
shows expansion linked to lower unemployment

….Trade wars and tariff
increases will undoubtedly put
pressure on US growth

INVESTOR INSIGHT

and that tax cuts are starting to have a positive
effect. Trade wars and tariff increases will
undoubtedly put pressure on these but, for
the time being, the US continues to drive
global growth.
Ironically investors hope China will provide
stability in an uncertain market. However, China
has loosened monetary policy by cutting the
amount of cash that commercial banks must hold
against customer deposits.
If this leads to the withdrawal of financial assets,
it could result in a weaker Yuan and a currency
war on top of a trade war would not be good for
the global economy.
Brexit is also affecting Europe where it has
combined with uncertainty about future European
Central Bank plans to scrap quantitative easing
after years of unconditional support.
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The asset classes – a quick update
EQUITIES

FIXED INTEREST

Some confidence returned to global stock markets
in second quarter of 2018 with most delivering
profits.

A puzzle for many strategists and defensive
investors is how best to position portfolios for
different scenarios.

However, there are some anomalies. While
markets have performed very well since 2009,
valuations have remained extremely high despite
greater international tension and market volatility.

Returns from bonds have been surprising as
despite rising rates, losses have so far been
limited. This is more obvious in western markets
such as the US.

This should cause greater financial market jitters
but the MSCI Index is up more than 10% over
the last 12 months and the number of comments
forecasting market falls has reduced significantly,
suggesting investors may be complacent after a
long positive period.

Unless we have an unexpected event, a fall
in rates looks unlikely so there is no benefit
from keeping medium and long-dated assets,
particularly in the government bond sector.

Is this the start of an unexpected improvement
in stock markets’ performance before healthy
growth evaporates? No one can predict this but
many investors have increased cash and defensive
holdings believing that markets are overpriced and
due a correction.

We have been in a long period of global growth
which some believe is coming to an end,
despite the strength of the US economy. If this
turns out to be right, holding secure assets,
such as government debt still makes sense for
diversification purposes.

Even so, most markets remain positive, except
emerging markets that have sold off a little based
on the stronger dollar and recent negative returns
from India and China.

If, as many economists predict, western
economies introduce further rate rises, then
government and investment grade credit holders
may suffer capital losses but, if rates peak at say
three per cent, investors may prefer to hold fixed
rate assets for their defensive characteristics.

Several unique factors are affecting the UK’s
growth potential, especially the Brexit negotiations.
The Bank of England’s decision to hold interest
rates supports the belief that growth and inflation
are not strong enough to withstand further rises.

Investors should ensure that they have diverse
portfolios and not dismiss fixed interest assets
because of potential monetary tightening - they
can be safer than many others if global markets
become stressed.

PROPERTY
Although property has fallen from favour in recent
years, it should have a presence in a diversified
investment portfolio due to its links to other asset
classes.
The UK commercial property market remains solid
and stable. Distribution and logistics properties,
such as large warehouses, remain popular due
to the rise in online shopping and demand for the
most convenient means of delivery or collection
from local stores.

Investors should keep a close eye on interest rate
rise forecasts as further US rate rises are expected
but not necessarily factored in.
If investors recognise the stability of future income
and can take a longer-term view, then property has
a significant role. It is still viable within a diverse
portfolio, especially while interest rates and bond
returns are low.

Global round-up
• US consumer debt is higher than before
the financial crisis.
• The Japanese economy had
better-than-expected first quarter
growth
• Emerging market assets have
seen a reversal with economic
problems in Argentina and Turkey.

• US economic growth forecasts remain at
around 4%
• In the UK, fears over Brexit have eaten into
consumer and corporate confidence
• European Central Bank (ECB) reports a notable
pick-up in lending data.

• Asian markets have been weaker from
both an economic and market perspective
• British Chamber of Commerce has cut UK GDP
forecasts to 1.3% from 1.4% for 2018.
• A survey in May showed that 95% of US top
chief executives saw foreign trade retaliation as
a ‘moderate-to-serious’ risk.
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...Asian markets
have been weaker from
both an economic and
market perspective
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So, what’s next?
There have been much larger variations in
returns from different asset classes and
markets in recent months than for the last
couple of years.
A strengthening US dollar, tightening monetary
policy and greater risks from international
relations, including Brexit, have influenced the
winners and losers.

This is enough to explain greater market volatility
although, outside the US, interest rates are well
below neutral.
The rest of 2018 may give us a clearer picture
about how strong the global economy will be in
the next 12 to 18 months.
Meanwhile, looming trade disputes and Brexit will
be a focus for markets for the rest of the year.

Although there have been no major setbacks
and markets have mostly seen positive returns,
some financial commentators feel that overall
uncertainty requires a more defensive outlook.

...Some financial
commentators feel that
overall uncertainty requires
a more defensive outlook

Global growth forecasts for 2018 remain at
around 4%. In June the US Federal Reserve
raised interest rates for the seventh time since
2015, and the European Central Bank said
it would end its Euro 2.4tn bond buying in
December.
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Independent specialist research.
RSMR was formed in 2004 to meet a growing
demand from financial advisers for specialist
and impartial investment research.
The RSMR team is made up of individuals with
expertise from across all areas of the financial
industry – from asset management, strategy and
fund research through to business development,
strategic planning and market research.
We are best known within the financial industry
for our ‘R’ fund ratings – this rating is given to
investment funds that meet our stringent research

criteria. We don’t limit ourselves to just looking at
performance – we also look carefully at the people,
processes and capabilities that are required to
make effective investment decisions.
We work in partnership with your financial adviser,
providing the benefit of our broad industry insight
and rigorous research. This quarterly market
summary is designed as a ‘snapshot’ of the more
thorough and lengthy commentary that we provide
to your adviser on a quarterly basis.
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