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GLOBAL 
OVERVIEW

❝
We had a mixed performance in 
markets in the second quarter of 
2017. 

❞
We had a mixed performance in markets in the second quarter of 2017. Asian markets continued with 
their robust performance over the last year registering strong gains, whilst Russian equities and oil prices 
plummeted.  American markets nudged up over the quarter while Europe and the UK were little changed. 
Chinese equities were amongst the best performers with Japanese equities not far behind.

In mid-June, The Federal Reserve (Fed) raised interest rates for the second quarter in a row to 1.25%. The 
Fed also reiterated that they expect to further increase rates over the next year. In the UK, Theresa May 
called for a snap election in June which resulted in a hung parliament and the Conservative party having to 
form a coalition with the DUP. In France, we saw the climax of their own election towards the end of June 
with Emmanuel Macron being elected as President which was well received by global markets. Developed 
Asian markets performed well on the back of strong corporate earnings.

With the UK election now concluded, ‘Brexit’ negotiations are likely to play a big part on the up and coming 
quarter along with Trump’s new US policies starting to come into fruition. In Europe, Macron will be starting 
to implement his new reforms and ideas. For the rest of the world, corporate earnings and macroeconomic 
data is likely to weigh in on respective markets.
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On the 18th April 2017, much to the UK public’s surprise, Theresa May called for a snap general election on 8th 
June 2017. The Conservatives were expected to win comfortably, however, on the 8th June the UK returned 
a shock hung parliament and there were many calls from senior MPs for Theresa May to step down as Prime 
Minister. Sterling plummeted over the Dollar and Euro on the news. Theresa May responded by forming a 
coalition with the Democratic Unionist Party (DUP) and stayed on as Prime minister. In this quarter’s edition, 
we look at the likely effect that this general election has had on ‘Brexit’ negotiations. 

The Prime Minister’s electoral humiliation has raised hopes that she will be forced to abandon her plan for a 
“hard Brexit”, or that the process of Britain leaving the EU could grind to a halt completely. George Osborne, 
former chancellor, said that her aim of leaving the EU Single Market and Customs Union could now be 
impossible. He said, “I don’t think that hard Brexit has a majority in the House of Commons anymore.” Some in 
Mrs May’s team even believe that her position is now so precarious that she will be unable to deliver “Brexit” 
because of her vanishing authority and the problems of pushing a mountain of legislation through parliament. 

Several things have changed since the result of the election. Firstly, the Prime Minister’s slender majority in 
the House of Commons has vanished just at the point where she has started the massive task of legislating for 
Brexit, including introducing the sprawling “Great Repeal Bill” that will transfer EU laws to the UK statute book. 
Not only does the Prime Minister have to legislate for the detail of Brexit but there will also be an estimated 
seven major bills, including measures changing the law on immigration, customs and agriculture that will 
have to pass through the Commons and the House of Lords. Mats Persson, head of international trade at EY 
and a former Downing Street Europe adviser, said “To soften Brexit, most MPs must support reversing one or 
more of Theresa May’s key Brexit principles: ending free movement, ending large-scale financial contributions, 
ending EU power over UK trade policy and ending ECJ jurisdiction.” 

Secondly, Mrs May has had to form an alliance with Northern Ireland’s DUP, who are also pro-Brexit. However, 
they also want to avoid checks on their border with Ireland, which could be required if the UK leaves the 
EU Customs Union. Arlene Foster, DUP leader, said “No one wants to see a ‘hard’ Brexit, what we want to see 
is a workable plan to leave the European Union, and that’s what the national vote was about — therefore 
we need to get on with that. However, we need to do it in a way that respects the specific circumstances of 
Northern Ireland, and, of course, our shared history and geography with the Republic of Ireland.” 

Thirdly, Mrs May’s parliamentary party now includes 12 new MPs from Scotland, a country that is strongly pro-
EU and where the Scottish National party is arguing for Britain to stay in the Single Market.

Despite the unexpected election result, UK and European markets have so far maintained their high stock 
market levels. However, with the above events still to be settled, we still have a high degree of uncertainty. 
We feel that the result provides substantial risks to markets in 2017 and beyond with the possibility of high 
volatility within markets.  

Following the tremendous growth achieved across all our portfolios last year, we are taking a much more 
cautious view for the rest of 2017 with the aim of preserving the gains from 2016.  We believe the key to 
successful portfolio performance is having a well-diversified portfolio along with actively monitoring asset 
allocation to make sure that portfolios are well placed to take advantage of growth opportunities and during 
periods of stock market correction.

The Snapshot UK Election in June
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1. UK

The Office for National Statistics (ONS) estimates 
that UK GDP grew 0.2% during the first quarter of 
2017 which was far slower than the 0.7% growth 
in the previous quarter. This was attributed to 
consumer facing industries such as retail and 
accommodation falling and household spending 

slowing. The unemployment rate dropped again 
to 4.6% for the February to April period. There was 
a 109,000 increase in employment compared to 
the preceding three-month period, or up 372,000 
compared to last year, meaning the proportion of 
people of working age in employment was 74.8%, 
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which is the joint highest since comparable records 
began in 1971. However, weekly earnings increases 
including bonuses slowed to 2.1%, which was well 
short of the market’s estimated rise to 2.4%. 
This quarter has also seen inflation, as measured by 
the Consumer Prices Index (CPI), increase by 2.9% 
year-on-year in May which is its highest level since 
June 2013 and well above the Bank of England’s 2% 
target.

UK equity markets fluctuated between gains and 
losses over the quarter, with the FTSE 100 ending 
slightly down 0.1% and FTSE All-Share marginally 
up 0.3%. In late April, Macron won the first round 
of the French election which resulted in the FTSE 
100 enjoying its biggest daily rise since September 
last year, rallying 2.1%, while the FTSE 250 index 
reached a lifetime high. In late May the news of 
the UK growth slowing to 0.2% was negatively 
received by markets. In mid-June UK markets 

reacted positively to Macron winning the final 
round of the French election as his planned reforms 
and social investments are expected to help the 
French economy and thus Europe. The other major 
event that impacted on the markets was the snap 
UK election. In terms of sectors, pharmaceuticals 
performed strongly whilst grocers and oil 
companies were amongst the worst performers.

Although the UK markets have continued to stay 
strong, we believe that there is potential for stock 
market losses in the short to medium term as the 
UK negotiates its exit from the EU.  Additionally, 
UK growth is slowing, inflation is rocketing up and 
wage growth is falling which if sustained is very 
worrying. For these reasons, The EB Partnership 
remains cautious and will maintain its underweight 
position on UK equities this quarter.
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The US economy grew at an annual pace of 0.7% 
in the first quarter of 2017, slower than the 1.2% 
growth rate economists had been expecting. May’s 
‘non-farm payroll’ rose by 138,000 which was well 
below the 185,000 economist consensus forecast. 
In mid-June, the Fed increased interest rates to 
1.25% from 1%.  Inflation, as measured by the 
consumer price index (CPI), slowed to 1.9pc in the 
year to May. Wage growth also disappointed, with 
average hourly earnings rising at 2.5% annually. 
Growth in consumer spending, which accounts 
for more than two-thirds of U.S. economic activity, 
decelerated to 0.3% in the first quarter of 2017. 
That was the slowest pace since the fourth quarter 
of 2009 and followed the fourth quarter’s robust 
3.5% growth rate.

US equities performed well over the quarter with 
the S&P 500 up 2.6%, the Dow Jones up 3.3% 
and NASDAQ up 3.9%. Technology shares led the 
gains across sectors. Health care was one of the 
better outperformers while utilities and consumer 

staples bounced back. Energy and financial stocks 
lagged the broader market, as did value and small-
cap stocks. Growth and large-caps outperformed, 
potentially signalling less investor conviction in 
the timing and direction of potential changes 
to economic policy. In late April, the Trump 
administration proposed a tax plan that includes 
cutting the corporate income tax rate to 15% from 
35%, but offered no details yet.

Although US equities have continued to generate 
positive returns, The EB Partnership is concerned 
about the ability of US Equities to deliver continued 
growth given their impressive performance over 
the last year and the uncertainty that the Trump 
administration carries with it. The EB Partnership 
is particularly worried that economic growth is 
slowing, inflation and wage growth are falling 
along with job creation significantly dropping this 
quarter. Therefore, The EB Partnership remains 
cautious and will maintain its underweight position 
on US equities this quarter.

2. US
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On the macroeconomic front, Eurozone GDP was 
up 0.5% in Q1 compared to the previous quarter, 
matching the final reading for the previous quarter 
and in line with expectations. On the year, the 
economist consensus forecast is predicting the 
Euro area to expand 1.7% in 2017, which is 0.1% 
higher than the previous month’s prediction. 
Most economists note that such a growth rate 
is higher than a “normal” rate for the Eurozone. 
Eurozone unemployment fell to 9.3% in April. The 
ECB will almost certainly carry on buying €60bn-
worth of bonds until the end of this year, but the 
stronger economy makes it increasingly likely that 
a decision to taper the bond purchases in 2018 will 
be taken at some point later this year. The Eurozone 
manufacturing and services sector purchasing 
managers output index for June fell from 56.8 
in May to 55.7 for June which is a 5-month low. 
Weakness was centred on services, with the 
composite output gauge for that sector retreating 
from 56.3 to 54.7 (economists forecasted 56.6). The 
European Commission’s economic sentiment index 
jumped from a reading of 109.2 for May to 111.1 in 
June - its best print since August 2007.

Eurozone equities oscillated between gains and 
losses this quarter with the Paris CAC minorly 
down 0.1%, the German DAX up 0.1% and the 
FTSEurofirst 300 Index down 0.8%. In Paris, 
Emmanuel Macron was elected president which 
led to an initial positive reaction on the European 
markets. German consumers were in a slightly more 
buoyant mood in July, according to consultancy 
GfK. Its consumer confidence index rose by 0.2 
points to 10.6 (consensus: 10.4). Harmonised 
Spanish consumer prices advanced at a 1.6% year-
on-year (consensus: 1.5%) pace in June, down four 
tenths of a percentage point from the prior month.

European markets have performed well over 
the last year. Economic growth is healthy and 
unemployment is falling. The Euro has gained over 
the Sterling since ‘Brexit’ was announced. The EB 
Partnership maintains its ‘neutral’ tactical position 
on Europe this quarter and will be keeping a keen 
eye on ‘Brexit’ negotiations.

3. Europe
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The Japanese equity market accelerated up 6% in 
the second quarter of 2017. With the Fed hiking 
interest rates again in the US, this led to further 
weakness in the Yen which is positive for Japanese 
equities as the many exporting companies become 
more attractive to importers. Technology and 
pharmaceutical companies performed particularly 
well. Japanese markets also reacted positively 
to Macron being elected as French president. 
Additionally, the Japanese central bank gave a 
more upbeat view on domestic consumption.

On a macroeconomic front, The Bank of Japan made 
no changes to its policy in June which was widely 
predicted by markets. Core Inflation as measured 
by CPI was released for May, with Japan’s consumer 
prices rising 0.4% year-on-year in the month. 
Industrial production figures, on the other hand, 
fell 3.3% month-on-month. The unemployment 
rate rose to 3.1% in May, a significant jump from 
the 23-year low of 2.8% in April. The country’s trade 
balance came in very different to expectations, at 
a deficit of JPY 203.4bn, compared to the forecast 

JPY 76bn surplus. Fresh data from Tokyo showed a 
14.9% rise in exports from the country year-on-year 
for May, compared to the 16.1% Reuters-polled 
forecast. 

The Japanese economy is continuing to look 
promising with equities shooting up due to the Yen 
falling in value compared to the US Dollar. The Yen 
is expected to continue depreciating throughout 
2017 with the US planning further increases in their 
interest rates and this is expected to be positive for 
Japanese equities. The EB Partnership therefore 
maintains an overweight position and will consider 
further increasing its allocation to the area later in 
the year if the sentiment continues to stay strong.

4. Japan
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Emerging market equities continued with their 
impressive performance over the last year. Among 
the emerging market regions, Europe, Middle East 
& Africa performed the strongest, led by Poland, 
Greece and Turkey. Equity markets in emerging 
Asia also advanced higher, with all countries except 
Thailand posting positive returns. Slightly reversing 
the trend seen over recent months, Latin American 
equity markets struggled to gain ground, with 
weakness most pronounced in Peru, Colombia 
and Chile. From a sector perspective, technology 
and consumer discretionary performed well, while 
materials and utilities were the only sectors that 
ended in negative territory.

The macroeconomic news was generally positive. 
The Central Bank of Russia cut its policy interest rate 
by 50 basis points to 9.25%, stating that it expects 
inflation to moderate to its target of 4% before the 
end of 2017. The annual inflation rate slowed to 
4.3% last month as rouble strength continued to 
drive non-food inflation lower. However, Russian 
equities plummeted over the quarter with its 
main index down 10% which was attributable to 
oil prices significantly falling due to concerns of 

oversupply. South African equities shrugged off 
the credit ratings downgrade for S&P and Fitch. 
Interest rates were kept on hold at 7% despite core 
inflation easing to below 5% year on year in April, 
the lowest level for 4 years. Brazil’s main index was 
down 3.2% over the quarter. Brazil’s central bank 
continued easing its monetary cycle, as Brazil’s 
central bank lowered its benchmark interest rate by 
100 basis points to 11.25% and signalled another 
cut could be on its way. Mexico’s main index was 
up 2.7% over the quarter. Economic news from 
Mexico was generally positive, with new jobs being 
created in the strengthening manufacturing sector. 
The country’s unemployment rate dropped to 
3.2%. After another strong quarterly performance, 
Poland consolidated its position as the best 
performing emerging equity market year-to-date. 
Polish insurers led the latest advance, drawing 
support from upbeat first quarter earnings results. 
Financial markets in Turkey reacted positively 
to President Erdogan’s narrow victory in the 
constitutional referendum, with the Turkish Lira 
appreciating 2.4% versus the US Dollar. Emerging 
equity markets edged past their counterparts in 
the developed world for the fourth consecutive 

5. Emerging Markets

26

31

36

41

46

51

Cl
os
in
g	
Le
ve
l

Date

MSCI	EMERGING	MARKETS

(ISHARES	MSCI	EMERGING	MARKETS	ETF)



EB Wealth Quarterly Report10

In the second quarter of 2017, bond markets were 
positive. In April geopolitical concerns, uncertainty 
about the French presidential election and the 
recent corporate bond rally (driven by policy 
expectations of the US administration) weighed 
on corporate bond returns and increased demand 
for government bonds. Sentiment shifted in 
the second half of the quarter amid reports of 
relatively strong corporate earnings and a more 
market friendly outcome to the French presidential 
election. 

At the start of the quarter, Trump’s decision to 
take military action in Syria and to adopt a more 
aggressive stance towards North Korea helped 
raise demand for so called “safe haven” assets such 
as government bonds. With Macron winning the 
French election, this helped to remove the risk 
premium that had been priced into European bond 
markets and buoyed bond returns over the quarter. 
Merrill Lynch reported that the German Bunds 

index returned 0.1%, the French government 
bonds index returned 1.5% and the Gilts index 
returned 0.3%. Corporate bonds also performed 
reasonably well. Sterling investment grade (IG) 
corporate bonds returned 0.6%, while Euro IG 
corporate bonds returned 0.5%. Meanwhile, 
European currency high yield corporate bonds 
returned 1.1%. Euro financials returned 0.5% on 
the month while sterling financials were up 1.2%. 
Contingent Capital bonds (the lowest ranking form 
of bank debt) returned 2.5%. The Bank of England 
announced, 11 months ahead of schedule, 
that it has completed the £10bn of corporate 
bond purchases, which formed part of its latest 
quantitative easing programme. Although Bond 
yields were up this quarter they are still generally 
low and are likely to drop as interest rates increase 
globally. The EB Partnership sees little scope for 
fixed interest holdings to outperform in the short 
to medium term. Therefore, we will maintain our 
overall underweight position.  
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month. The sentiment for emerging markets is 
very positive now with economic performance 
and corporate earnings very encouraging so far in 

2017. The EB Partnership are especially optimistic 
on Indian equities and we will retain our ‘neutral’ 
position this quarter on emerging markets.
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Since the Brexit vote, commercial property has 
gone out of favour and has become far less popular 
which has put downward pressure on rents. The 
bargaining power in lease negotiations is moving 
towards tenants as demand for London office space 
weakens. In many cases it is possible to negotiate 
deeper discounts on landlords’ advertised rents, 
typically of 3–7%, compared with a year ago. The 
variation in rents is a consequence of the different 
supply and demand dynamics of each sub-market.

The advertised rents on some warehouse-style 
office space in central London will typically be 
higher than rents for refurbished ‘corporate’- style 
Grade A space in the same location, reflecting the 
rental premium that creative and media firms place 
on such space. Floors with terraces will usually 
command a rental premium of 5-10% above 
those set out in the table and the upper floors of 

buildings that provide panoramic views of London 
will typically attract a rental premium of 20-30% 
above those illustrated in the table. Office building 
rents dropped over the quarter as landlords are 
struggling to rent their property, particularly in 
the City. West-end submarket rents for super 
prime buildings in Mayfair have had significantly 
reduced rental yields. However, there are isolated 
cases where the upper floors of newly constructed 
buildings continue to get higher yields. Demand 
for retail property has fallen, putting downward 
pressure on rents and in particular, demand for the 
more expensive retail space is falling.  

Overall, commercial property has gone out of 
favour since the Brexit vote. The EB Partnership 
therefore maintain our current ‘underweight’ 
position on property.

7. Property

3

3.5

4

4.5

5

5.5

6

6.5

7

7.5

Cl
os
in
g	
Le
ve
l

Date

UK	PROPERTY	



EB Wealth Quarterly Report12

EB Wealth Portfolio Performance

The above graph shows the performance of our Self Invested Personal Pension (SIPP) portfolios including 
a 25% weighting into a basket of structured products which were recommended to clients over the same 
period. 
 
Due to the close ended nature of structured products, not all clients can be invested into the same products 
and will therefore not have received the same returns.  The graph above shows the average returns our 
clients would have received were they to have invested in our moderate or moderately adventurous 
portfolio, including the average returns they would have received from the structured product element of 
their portfolio.
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OUR TACTICAL ALLOCATION

Sector Forecast Action Morningstar 
Moderately 

Adventurous 
Allocation %

Tactical 
Overlay

%

Final 
Allocation

%

US Unfavourable Underweight 11 -2 9

UK Large Cap Unfavourable Underweight 22 -1 21

UK Mid Cap Unfavourable Underweight 8 -1 7

UK Small Cap Unfavourable Underweight 5 -1 4

Europe Fair Neutral 13 0 13

Japan Favourable Overweight 7 +3 10

Asia Unfavourable Underweight 4 -1 3

Emerging Markets Fair Neutral 9 +1 10

Commodities Fair Neutral 5 0 5

Global Fixed 
Income

Unfavourable Underweight 2 -1 1

UK Gilts Unfavourable Underweight 2 -1 1

UK Corporate 
Bonds

Unfavourable Underweight 2 -1 1

UK Inflation-
Indexed

Unfavourable Underweight 2 -1 1

Property Unfavourable Underweight 5 -1 4

Cash Favourable Overweight 3 +7 10
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