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Equity markets were buoyed by a mood of economic optimism throughout the 

quarter, but the behaviour of bond markets suggested investors there had 

tempered any enthusiasm by the end of the period. 

 Survey data suggested sustained strength in business conditions over the period.  The Global Manufacturing PMI index 

remained at its highest level for almost six years in March.  Official economic releases suggested a more subdued outlook. 

 US economic conditions remained sufficiently robust for the Federal Reserve to raise interest rates again in March, to a 

range of 0.75%-1% p.a.  Although this was sooner than markets had expected at the start of the year, it came as no 

surprise by the time it happened. 

 Headline inflation reached 2% or higher in the US, 

Eurozone and UK.  February’s UK CPI inflation of 2.3% was 

the highest level since September 2013. 

 The Bank of England expects UK inflation to rise further 

but, with little evidence of pressure on wage growth, only 

one member of the MPC voted for a rate rise in March. 

 Despite building economic momentum, rising inflation and 

interest rates, global government bond yields were little 

changed over the quarter. 

 Higher than expected inflation helped to push conventional 

gilt yields higher at the start of the year (chart 1), but global 

influences dominated as the quarter progressed. 

Sterling returns (%) to 31 March 2017     

 3 mths 12 mths  3 mths 12 mths 

EQUITY INDICES   STERLING BOND INDICES   

Global FTSE All-World +5.8 +33.1 Gilts (All) FTSE +1.6 +6.6 

UK FTSE 100 +3.7 +23.3 Index-linked (All) FTSE +1.9 +19.9 

 FTSE All-Share +4.0 +22.0 Corporates (All) iBoxx +1.9 +10.7 

US S&P 500 +4.8 +34.7 MODEL UK PENSION FUNDS   

Japan TOPIX +4.0 +32.9 70% equity +4.1 +22.7 

Europe ex UK FTSE Dev Europe +7.4 +28.3 50% equity +3.4 +18.8 

Emerging FTSE Emerging +8.9 +35.6 30% equity +2.8 +14.9 
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Chart 1: Gilt yields (% p.a.)
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 In general, credit markets had another good quarter relative 

to government bonds.  However, yield spreads on sterling 

investment-grade corporate bonds were more or less 

unchanged. 

 Currency markets were broadly stable over the quarter.  

Sterling did fall against a generally strong yen (chart 2), 

which rebounded from weakness at the end of 2016. 

 The OPEC production cuts that boosted oil prices at the end 

of 2016 seemed to be holding, but any benefit was offset by 

resurgent US shale oil production.  Brent crude fell from $57 

to $53 a barrel over the quarter. 

 In local currency terms, global equity indices rose almost 

6% over the quarter, surpassing 2015’s all-time highs and 

finishing just below March’s best levels. 

 The best performances came from emerging markets and smaller Asian markets, which are typically sensitive to global 

economic growth (chart 3).  After a very strong finish to last year, Japan was weighed down by the rebound in the yen. 

 Global equity sector performance was dominated by the weakness of Oil & Gas (chart 4).  The best performance came 

from Technology, where reported earnings growth was very strong.  Otherwise, the divergence in returns across sectors 

was fairly limited. 

 Within the UK property market, early evidence suggests that capital values have continued to recover modestly from the 

downturn of Q3 last year.  Industrials, of the traditional sectors and Leisure, of the newer specialist sectors, had the best 

short-term momentum. 
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Chart 2: Sterling exchange rates
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Chart 3: Regional equity returns
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Chart 4: Q1 global sector performance 
relative to FTSE All-World Index (%) 


