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GLOBAL 
OVERVIEW

❝
The first quarter of 2015 saw a 
shift in the global dynamic. 

❞
The first quarter of 2015 saw a shift in the global dynamic. Whilst the Eurozone began to see 
economic momentum build following the European Central Bank’s (ECB) long-awaited decision to 
take action, the US posted weaker economic data. Markets became very focused on the actions of 
central banks – the introduction of a programme of Quantitative Easing by the ECB in Europe and 
endless speculation over when the US Federal Reserve might take the decision to raise interest 
rates.

Overall, global equities posted positive returns over the quarter. US equity gains were held back 
by the strength of the dollar and the first interest rate rise seems to have been pushed back. 
Both European and Japanese equities rose on the back of action (or anticipated action) from 
their respective central banks and emerging markets also posted positive returns despite some 
regional pressures.

Looking ahead, volatility is expected to remain a concern in most markets as investors continue 
to predict what action the central banks will take next. In the UK, it is anticipated that the general 
election will lead to some uncertainty over the economy and any further announcements in 
respect of a US interest rate rise could lead to market movements.  Overall though we see no need 
for any changes to our tactical asset allocation this quarter.
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With the UK general election just around the corner, our topic this quarter is an examination of 
the impact of politics on the economy and financial markets. Government policy can influence 
the economy in many ways and this year has seen global equity markets benefit from the election 
of reformist governments. One such example is India, where Narendra Modi was elected Prime 
Minister after promising better management of companies and less state intervention - we believe 
that this played a large factor in the MSCI India index rise of over 20% in 2014.

Does it really matter which party wins the election? In the UK, some people are of the opinion that 
the equity market prefers a Conservative government and there is some evidence to support this 
view.  Since 1970, the Conservatives have won six elections and in all cases apart from one (the 
most recent), the FTSE All Share has risen the next day¹. This theory continues when you look at 
‘surprise’ election results. The two surprise Conservative victories in 1970 & 1992 were associated 
with a strong favourable market reaction; the one surprise Labour victory with a negative market 
reaction.

Looking at the average annual returns of equity markets, the Conservatives also appear to come 
out on top with 10.4% p.a. compared to Labour’s 5.3% p.a.¹ However it is important to view this data 
in the context of many factors including the international environment and the ‘legacy’ of previous 
government policies – factors that the ruling party at the time cannot be held accountable for. 
What about this particular election?  It is billed as the most difficult election outcome to predict in 
decades. The current fragmented political landscape increases the chance of another coalition or 
even a single party without an overall majority. In 1974, when there were 2 elections in the same 
year, it was a battle to get anything through Parliament and such sustained political uncertainty 
holds inherent risks for business. 

Whichever party comes out on top in the end, there are potentially negative implications for 
businesses and our wider economy. If Labour succeed in forming a government, energy providers 
are concerned about their pledge to freeze prices and banks do not want to see the annual levy 
being increased even further. Meanwhile, the main worry surrounding a second term for the 
Conservatives is the prospect of a referendum on EU membership and the damaging effect that 
this will have on foreign investment in the UK. Investors want to have access to the entire European 
market, not just the UK.

If the polls are to be believed, we are likely to end up with a coalition or minority government, 
but not before days or even weeks of uncertainty. This is likely to lead to a reduction in business 
investment as companies wait to see how they will be affected. In turn, it is possible that we 
will see some volatility in the UK equity market over the short-term. However, the underlying 
fundamentals are positive and we expect to see continued economic growth whether Ed Miliband 
or David Cameron is Prime Minister come 8th May. 

¹Datastream as at 1 September 2014

Election 2015: What impact will it have on your portfolio?
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1. UK

It was a volatile quarter for UK equities but 
ultimately the FTSE 100 rose 4.2% during the 
first three months of the year. As investors 
welcomed the European Central Bank’s decision 
to begin Quantitative Easing, the index finally 
toppled the 7,000 barrier on 19th March and 
has continued to hit new record highs since 
then. Can this upward trend last? Some would 

argue that a combination of record low interest 
rates and zero inflation suggests that we might 
only be at the mid-point of the economic cycle 
and there is further scope for equity growth.

With regards to the economy, the Office for 
National Statistics (ONS) estimates that UK GDP 
increased by 2.8% in 2014 compared with 2013, 
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2. US

The picture for the US has become somewhat 
mixed over the last quarter. This was 
highlighted by the latest statement from the 
US Federal Reserve in March. Whilst the door 
was opened to an interest rate hike in June as 
they dropped their pledge to be ‘patient’, they 

also cut forecasts for growth, inflation and 
future interest rates. As a result, markets have 
pushed back their expectations of a rate rise 
from June to September. 

There is still a lot of positive news for the US 

revised upwards by 0.3% from the previously 
published estimate. Unemployment was 
down even further between November 2014 
and January 2015, dropping 0.3% to 5.7%. The 
latest figures show CPI annual inflation at 0% 
in March, unchanged from February.

It is likely that volatility will remain a theme 
over the coming weeks and months as May’s 

election casts a shadow of uncertainty over the 
UK economy and financial markets.  Whilst our 
portfolios have benefited from an overweight 
position in UK equities over the last year, we 
believe it won’t be long before we need to 
start paring back.  For the time being The EB 
Partnership is retaining its 2% overweight 
position on UK Equities.
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3. Europe

economy including the US Federal Reserve’s 
willingness to remove its quantitative easing 
measures, a falling unemployment rate and, 
most recently, signs of real wage growth. This 
has led to a strong US dollar, which ultimately 
is a sign that the US is recovering faster than 
the rest of the world. However, there are some 
negative consequences of a strong dollar. 
Large export orientated companies have seen 
falling sales and lower profit growth whilst the 
currency strength is also beginning to depress 
core inflation through lower import prices. 

US equities did post a gain over the quarter 
despite a somewhat rocky start to 2015. It is no 

longer news that the US has enjoyed a great 
recovery and returns could be less substantial 
over the coming months. We need to see 
corporate earnings growth coming through 
to support current valuation levels and push 
stock prices ahead and this may be difficult 
in the current ‘strong dollar’ environment. The 
predicted interest rate rise could also have an 
effect on equity performance. 

As with UK Equities our portfolios have 
benefited from being overweight in US for the 
last year.  The EB Partnership will maintain the 
2% overweight position in US equities.

European equities have delivered strong gains 
over the first quarter of the year, boosted 
by the European Central Bank’s (ECB) long-
awaited announcement of a programme to 
buy sovereign bonds. The package was much 

higher than markets had expected, sent the 
euro lower against the dollar and supported 
positive stock market returns. 

In terms of economic growth, the Eurozone 
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4. Japan

expanded 0.3% in the last quarter of 2014, up 
slightly on the preceding three months. The 
International Monetary Fund (IMF) also recently 
revised its growth forecast for Eurozone in 
2015 to 1.5%, up from their previous forecast 
of 1.2%. There was further good news in the 
announcement that deflation had eased in 
March with consumer prices falling 0.1% in 
March, compared with 0.3% in February.

It might not all be plain sailing though. Since 
Syria won Greece’s general election, concern 
over a possible Eurozone break-up is back 
on the agenda as and the risk of Greece 
defaulting on its debt is becoming ever more 

real. However, on the whole, the prospect 
of less austerity, a weaker euro and lower 
oil prices make for a promising economic 
outlook. European equites are still considered 
cheap compared to other asset classes and the 
aforementioned current economic conditions 
will boost household consumption, which will 
filter through into corporate profits.

Although there is much to provide hope in 
Europe the risk of Greek default contagion is 
still too great for us to move to an overweight 
position on European equities and therefore 
the EB Partnership will retain it’s “neutral” 
stance.
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5. Emerging Markets

(ISHARES MSCI EMERGING MARKETS ETF)

The Japanese stock market rose substantially 
during the first quarter of the year, with the 
TOPIX index posting a rise of 10.5%. Japan’s 
other index, the Nikkei 225, also recently traded 
above 20,000 points for the first time since 
April 2000. Equites were supported by both 
the macro backdrop and bottom-up factors 
including valuations, profits and incentives to 
improve corporate governance.

Looking at Japan’s economy as a whole, 
the picture is mixed. A measure of inflation, 
which strips out last year’s increase in sales 
tax, showed inflation in February was at 0% 
compared to the year before. Partly caused 
by the weakness in oil prices, the Bank of 
Japan suggested that low inflation was likely 

to continue and a dip back into a deflationary 
environment could not be ruled out. In more 
positive news, the job offer-to-applicant ratio 
reached 1.15 in January – the highest level for 
22 years.

In summary,‘Abenomics’ has not yet achieved 
its goals but a re-firing of the first 2 arrows, 
an aggressive monetary policy and a more 
flexible fiscal policy, is expected by the market. 
The current climate of lower oil prices and 
a tight labour market increases the chance 
of success. The EB Partnership increased our 
tactical asset allocation to Japan last quarter 
and will maintain this position as we believe 
the outlook for Japanese equities remains 
favourable.
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6. Fixed Interest

Emerging market equities saw mixed results 
over the first quarter of the year but managed 
a positive gain overall as the MSCI Emerging 
Markets Index returned 2.3%. As the oil price 
halted its decline and stabilised somewhat, 
the Russian stock market was able to recover 
slightly. General weaker commodity prices 
however continued to affect markets in 
countries such as Colombia and Peru.

Whilst slowing growth in China is likely to 
cause a headwind in the future, Chinese 
markets have rallied strongly recently after 
surprise action taken by the People’s Bank of 
China. They cut rates and reduced the reserve 

requirement ratio. Sentiment was also boosted 
by the expectation that the Bank will put 
further easing measures in place. Countries 
that rely heavily on exports, such as South 
Korea and Taiwan, also saw equities post gains 
on the back of a pick-up in growth for the US 
economy.

Whilst there is some positive news, emerging 
market equities will continue to struggle 
against low oil prices and a strong US dollar, 
not to mention the imminent US rate rise. The 
EB Partnership will therefore maintain the 1% 
reduction in our tactical asset allocation that 
we actioned last quarter.

(ISHARES III PLC ISHARES UK GILT ETF)



The EB Partnership 
Wealth Management Quarterly Report10

7. Property

Against a backdrop of an improving economic 
outlook, yields continues to defy expectations, 
with the UK gilt yield falling even further from 
1.76% to 1.58% over the first three months of 
the year. Most market commentators agree 
that recent bond market rally does not seem 
justified. Whilst the lower oil price brings 
deflationary pressures in the short-term, it will 
help drive consumption and economic growth 
higher over the longer term. Bond markets 
appear to be concentrating too much on 
where headline inflation is today rather than 
where it will be over the medium term.

The ECB’s decision to begin QE is widely 
accepted as the driver of low bond yields. The 

programme has created a shortage of low risk 
assets in the region as well as putting downward 
pressure on non-euro markets as investors have 
widened their search for income. In corporate 
bond markets, investment grade bonds were 
marginally outperformed by high yield and 
sterling corporate bonds outperformed their 
US dollar and euro equivalents. 

The EB Partnership asserts that there will be 
a re-normalisation of bond yields as interest 
rates start to rise and we could begin to see 
some movement if the US Federal Reserve 
agrees a rise in September as predicted. We 
therefore maintain our negative position on 
fixed interest as a whole.

(ISHARES II PLC ISHARES UK PROPERTY ETF)



The EB Partnership 
Wealth Management Quarterly Report11

UK commercial property funds have had 
a steady start to 2015 after a very strong 
2014. Both prices and rents are growing at a 
reasonable rate in an economic climate where 
both consumer and business confidence is 
improving. Yields are already reasonably high 
and as new supply is limited, this will drive 
competition and push up rents, increasing 
yields further.

The market is forecasting a more prolonged 
period of interest rate stability followed by small 

and gradual upward adjustments. This means 
that rates will be lower for longer, benefiting 
real estate funds as investors continue their 
search for yield. The EB Partnership believes 
that property remains an important part 
of a portfolio both in terms of the income 
that it can provide, and its ability to diversify 
between asset classes in the current volatile 
and uncertain environment. 



The EB Partnership 
Wealth Management Quarterly Report12

OUR TACTICAL ALLOCATION

Sector Forecast Action Morningstar 
Moderately 

Adventurous 
Allocation

Tactical 
Overlay

Final 
Allocation

US Favourable Overweight 14 2 16

UK Large Cap Favourable Overweight 22 1 23

UK Mid Cap Favourable Overweight 7 1 8

UK Small Cap Fair Neutral 4 0 4

Europe Fair Neutral 11 0 11

Japan Favourable Overweight 6 2 8

Asia Unfavourable Underweight 6 -2 4

Emerging 
Markets

Fair Neutral 7 0 7

Commodities Favourable Overweight 5 1 6

Global Fixed 
Income

Unfavourable Underweight 4 -1 3

UK Gilts Unfavourable Underweight 3 -2 1

UK Corporate 
Bonds

Unfavourable Underweight 4 -2 2

UK Inflation-
Indexed

Fair Neutral 3 0 3

Property Fair Neutral 4 0 4
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