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GLOBAL 
OVERVIEW

❝
The second quarter of the year 
has seen a period of growth 
stabilisation. 

❞
The second quarter of the year has seen a period of growth stabilisation. Consumer confidence 
edged down a little but remained at very high levels whilst manufacturing and trade momentum 
has been very subdued. It has been a period characterised by low growth, low inflation and market 
turbulence.

In the UK, the election outcome has been seen as positive for business and economic growth is 
expected to accelerate over the rest of the year. The UK, as well as many other economies, has 
continued to benefit from low energy prices. In terms of market performance, Japan and the US 
have seen positive returns whilst the UK and Europe have struggled against a backdrop dominated 
by the Greek debt crisis. Emerging market equities also posted a fall.  

Looking ahead, volatility is expected to remain a key concern as we edge closer to a US interest 
rate rise. The ‘taper tantrum’ of 2013 has shown us the type of market reaction we can expect if 
the rate hike happens more quickly than the markets expect and this could also pose serious risks 
to global growth. Any action taken by the European Central Bank (ECB), whether Greece stays or 
goes, could also influence equity performance. 
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The UK is posting consistent quarterly GDP growth, unemployment has fallen significantly over the 
last 2 years and we are finally starting to see a pickup in wages. Are things as good as they seem 
though? Whilst it’s true that our economy is in much better shape, the recovery is far from secure and 
numerous challenges remain.

One of the most significant challenges we are currently facing is the Greek debt crisis and its 
ramifications. Greece are due to make a repayment of £1.1bn to the International Monetary Fund (IMF) 
by the end of June. If Greece and the rest of the Eurozone cannot agree terms to release delayed 
bailout money, Greece will default on its debt and have to leave the Eurozone. This is likely to cause 
numerous unwanted economic and political consequences but to what extent will these be felt in the 
UK? 

The UK is not part of the Eurozone so has not directly contributed to bailing out Greece. It has however 
provided assistance indirectly through its membership and contributions to the IMF. However, exports 
to Greece represent around 1.2% of UK exports to the European Union (EU) and 0.55% of the UK’s total 
global exports so in itself is unlikely to cause a major downturn in our own economy.

The situation is still very fluid and this has caused considerable volatility in various asset prices. 
The markets still anticipate an eleventh hour solution but are becoming increasingly aware that an 
agreement may not be reached. Even if Greece does not default and stays in the Eurozone, the longer 
term outlook will not be secure until fundamental shortcomings in the currency union are addressed.

The Greek crisis is not the only economic challenge that the UK will have to face. One of the key tasks 
of the new Conservative majority government is to improve productivity growth as output per hour 
has been broadly flat. Low productivity often leads to growth in employment as more workers are 
required to produce a given level of output. However, if productivity remains weak, then we could run 
into a labour shortage which would slow growth and push up inflation. 

As a result of the Conservative election victory we also face a referendum on Britain’s EU membership 
and this may test both financial markets and economic growth. Businesses who depend on the UK’s 
continuing membership of the single market may scale back investment intentions as an environment 
of uncertainty takes hold. 

Global growth during the rest of this year and next is also likely to be affected by movement in 
interest rates. In recent years, global monetary policy has been very supportive of growth but the US 
Federal Reserve is moving towards its first rate hike in a decade. How will the UK economy cope with 
higher interest rates and possibly less buoyant global asset markets? Rising interest rates are a sign of 
economic success but they do bring with them further risk and volatility.

So how can you protect your investment portfolio against these economic challenges? It’s impossible 
to avoid risk entirely but The EB Partnership believes the key to minimising risk is diversification.  We 
diversify our portfolios across asset classes and global regions and utilise structured products with the 
aim of reducing the influence of any market downturns on the value of your funds.

Uncertain times requiring calm heads and steady hands
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1. UK

With regards to the economy, the Office for 
National Statistics (ONS) estimates that UK 
GDP grew 0.3% during the first quarter of 
2015. Unemployment was down even further 
between February 2015 and April 2015, 
dropping to 5.5%. This quarter has also seen 
us drop into deflation with a -0.1% change in 
April and then creep back into an inflationary 

environment with CPI annual inflation at 0.1% 
in May.

It was yet another volatile quarter for UK 
equities and whilst the FTSE 100 closed 
upwards of 7,000 on many occasions, as at 
22nd June the index was down approximately 
1.5% over the quarter. UK equities were buoyed 
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2. US

Despite the widely held view that the 
US is leading economic growth amongst 
developed countries, first quarter figures were 
disappointing as the Commerce Department 

announced that US GDP contracted at a 
seasonally adjusted annual rate of 0.7% in 
the opening months of the year. This was a 
significant downward revision from an initial 

by the Conservative victory in May’s election 
as the country avoided a difficult period of 
uncertainty. However it remains to be seen what 
long term effect the election result will have on 
both the economy and financial markets. Fiscal 
policy will be tighter as the government aim 
for a budget surplus by 2020 and this could 
mean slower growth and therefore lower 
interest rates. Whilst a Conservative majority 
government is likely to be better for domestic 
equities, especially in the utility and banking 

sectors, the confirmation that there will be a 
referendum on Britain’s membership of the 
European Union is likely to bring uncertainty 
back into the mix. 

Whilst our portfolios have benefited from an 
overweight position in UK equities over the last 
year, we believe it is now time to start paring 
back. We have therefore moved to a neutral 
stance this quarter. 
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3. Europe

estimate of 0.2% growth. Like last year, bad 
weather has had a role to play as households 
were unable to travel to work or shop and 
businesses also faced problems operating and 
transporting goods. This weak first quarter, 
followed by a bounce in the second and third 
quarters is becoming a pattern, leading to 
concerns that the seasonal adjustment factor 
applied is faulty and needs to be revised. 

US equities have also faced headwinds in 
recent months. The strengthening dollar and 
low oil prices have reduced earnings growth 
expectations for 2015. As a result, the S&P 500 
has not kept up its 2014 pace but nevertheless 
has posted a positive return over the second 

quarter so far and even struck a new all-time 
high in May. A key driver of economic and 
market performance over the coming quarter 
will be the timing of any interest rate rise. 
Following the latest meeting of the US Federal 
Open Markets Committee, the Federal Reserve 
(Fed) reaffirmed its view that it is likely to raise 
rates twice before the end of the year and 
markets are currently expecting the first of 
these rate rises to be announced at the Fed’s 
September meeting. 

We still think that there is a benefit from being 
overweight in the US and The EB Partnership 
will maintain its overweight position in US 
equities.

The Eurozone has had a good start to 2015 
but the recovery remains fragile. GDP growth 
for region accelerated to 0.4% in the first 
quarter but German growth disappointed at 

0.3%.  GDP grew 0.6% in France, Italy posted 
0.3% growth and Spain saw GDP expand 0.9%. 
France surprised on the upside and Italy has 
finally pulled itself out of recession. With the 
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4. Japan

Eurozone growing at its fastest pace since the 
first quarter of 2014, could the economy be 
gathering momentum? 

In other positive news, the fall in oil prices 
and resulting lower inflation has led to 
stronger consumer spending and as the 
banking system gets back to normal and 
easier lending conditions prevail, it helps to 
support companies that are seeking to invest 
and expand. The European Central Bank’s 
(ECB) quantitative easing programme has 
also pushed down the value of the euro and 

lowered interest rate expectations. 

However, any positive news has been 
overshadowed by the risk of Greece defaulting 
on its debt and potentially leaving the euro and 
ultimately the European Union. This has led to 
European equities posting negative returns 
over the quarter so far and it’s likely that this 
downward trend will continue as long as the 
political uncertainty over Greece persists. We 
will therefore retain our “neutral” stance with 
a view to increasing this should there be a 
significant drop off.

The recent economic backdrop in Japan has 
not been as encouraging as many hoped but 

there have been signs of improvement over 
the last quarter. The labour market continues 
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5. Emerging Markets

(ISHARES MSCI EMERGING MARKETS ETF)

to improve as the ‘retirement squeeze’ 
encourages many women to go back to work. 
Whilst inflation is still sluggish, it has not 
been worse than expected. There may also 
be upward revisions of Japan’s GDP data. One 
very positive influence on the economy has 
been the low oil price. Japan is a major oil 
importer and as costs for business are lowered 
and household incomes are boosted, the value 
of the oil price decline accounts for around a 
1.5% boost to the economy.  

Japanese equities continued to hit new highs 
over the last 3 months, following on from a 
stellar first quarter. In May alone the TOPIX 

rose 5.1% having made gains on all but three 
days. This outperformance was boosted 
by the Government Pension Investment 
Fund’s mandate to invest further in equities, 
particularly companies that offer more of 
their profits to shareholders. This is as a result 
of Prime Minster Abe’s corporate governance 
reforms as companies are encouraged to utilise 
excess cash for dividends and share buybacks 
thereby increasing the returns on equities.

In summary, The EB Partnership still considers 
that Japanese equities offer strong long-
term investment potential we will therefore 
maintain our overweight position this quarter. 
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6. Fixed Interest

Emerging market equities saw poor results 
over the second quarter of the year. Whilst 
April was positive for the MSCI Emerging 
market Index, these returns were wiped out in 
May and the first part of June with the index 
outperforming its developed counterpart, 
the MSCI World. Latin America has been the 
worst performing region as it faces numerous 
headwinds including fears that tax breaks on 
equities will come to an end in Brazil. 

In China, the authorities took steps to rein in the 
recent market rally. As expected, the growth 
target was lowered to ‘around’ 7% for 2015 
and more stimulus is expected later this year. 
This is on par with other emerging economies 

as growth expectations have finally stabilised 
after several years of decline. However there 
are still two major headwinds that will continue 
to be an issue for emerging market equities in 
the short to medium term – the downward 
pressure on earnings and earnings estimates 
and the rally in the US Dollar. 

Despite this, emerging markets look cheap 
relative to their own history and to other global 
markets, a sign perhaps that there is potential 
for further performance. However for the 
time being, whilst emerging market equities 
continue to struggle, The EB Partnership will 
maintain its neutral asset allocation. 

(ISHARES III PLC ISHARES UK GILT ETF)
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7. Property

The first half of May brought a steep bond 
market sell-off with the yield on a 10-year 
German government bond going from its 
lowest level at 0.08% on 20 April to hit its 
highest rate at 0.70% on 14 May before falling 
back down to 0.40% in the last week of the 
month. A rebound seemed inevitable but the 
speed at which occurred surprised many!

The short term outlook for fixed interest assets 
is strong. The deposit rate at the ECB is still 
negative at -0.20% and structural demand for 
income by European investors should keep 
yields from rising too far. The ECB will also 
continue bond buying programme at a rate 
of 60 billion euros a month until at least next 
September 

There are still some opportunities in the 
investment grade & high yield markets, 
but investors need to be selective. If the 
assumption that the rise in government bond 
yields will slow is correct, corporate bonds can 
continue to do well and US dollar and sterling 
denominated corporate bonds are currently 
offering more value than euro equivalents.

Whilst short-term volatility may potentially 
ease back as markets move towards more 
realistic valuations for government bonds, The 
EB Partnership feels that the sector as a whole 
is overvalued. Therefore we are maintaining 
our strong overall underweight position and 
we have also reduced our exposure to UK 
Inflation-Indexed, moving to an underweight 
position.

(ISHARES II PLC ISHARES UK PROPERTY ETF)
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Reduced inflation expectations and low 
interest rates have boosted commercial 
property prices in the last year or so. The IPD UK 
Monthly Index, which measures performance 
of UK unlisted property, recorded a total return 
of 19.3% during 2014. Whilst it’s unlikely that 
this sort of performance will be repeated in 
2015, many experts are still predicting double 
digit returns for the asset class. 

One of the main reasons for the commercial 
property boom is that Britain’s economy is 
growing. When the economy is doing well, 

there are more tenants looking for space for 
their shops, offices & warehouses. Property 
owners are then able to charge more rent & 
this, in turn, increases capital values. 

However, rental growth is not being seen 
across all sectors and this will need to happen 
in order for the strong performance of the 
commercial property market to continue.  The 
EB Partnership is maintaining its tactical asset 
allocation to Property as we believe it offers 
strong opportunities for growth and income.
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OUR TACTICAL ALLOCATION

Sector Forecast Action Morningstar 
Moderately 

Adventurous 
Allocation

Tactical 
Overlay

Final 
Allocation

US Favourable Overweight 14 2 16

UK Large Cap Fair Neutral 22 0 22

UK Mid Cap Fair Neutral 7 0 7

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

Unfavourable Underweight 3 -2 1

Property Fair Neutral 4 0 4

Cash Favourable Overweight 0 4 4
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