
   

 

Sovereign bond yields slipped amid slowing global growth, muted inflation, 

and escalating trade tensions. Nevertheless, increasing expectations of looser 

monetary policy have supported equity and credit markets. 

• While realised US GDP growth remains resilient, Q2 data suggests a large share of Q1’s growth was spurred by inventory 

building amid trade uncertainty. In the UK, there are indications that the economy might stagnate or even contract in the 

second quarter as stockpiling provided a temporary boost to Q1 figures. Weaker external demand has impacted the large 

export and manufacturing oriented portions of the Eurozone and Japanese economies.  The downgrades to global growth 

forecasts in Q2 highlights the fragile momentum of Q1. 

• The shift in global central bank messaging towards looser 

monetary policy to support their economies if required is well 

established.  Though, we note the US rates markets continue 

to price in a greater extent of interest rate cuts than the most 

recent FOMC member voting intentions suggest.  The BoE 

remains an outlier here, reluctant to commit to tightening or 

easing amid Brexit uncertainty.  

• Sovereign bond yields continued to fall over the quarter with 10-

year US treasury yields falling almost 0.4%. Equivalent UK and 

German yields also fell, with UK yields returning to levels last 

seen in the wake of the Brexit referendum in 2016 and German 

yields moving deeper into negative territory. Index-linked gilt 

yields fell in lock-step with conventional gilts, touching new 

record lows in early June (Chart 1).    

Sterling returns (%) to 30 June 2019     

 3 mths 12 mths  3 mths 12 mths 

EQUITY INDICES   STERLING BOND INDICES   

Global FTSE All-World 6.2 10.1 Gilts (All) FTSE 1.3 4.9 

UK FTSE 100 3.3 1.6 Index-linked (All) FTSE 1.9 8.6 

 FTSE All-Share 3.3 0.6 Corporates (All) iBoxx 2.3 6.8 

US S&P 500 6.8 14.5 MODEL UK PENSION FUNDS   

Japan TOPIX 2.7 -2.1 70% equity 4.1 6.1 

Europe ex UK FTSE Dev Europe 8.8 8.0 50% equity 3.4 6.1 

Emerging FTSE Emerging 3.8 8.3 30% equity 2.8 6.1 
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• Global credit markets largely ignored the escalation in US-China 

trade tensions and the potential negative implications for growth as 

spreads continued to narrow over the quarter. The picture was 

more mixed across sub investment grade credit markets with 

European high yield experiencing the greatest tightening in spreads 

across corporate credit markets.  

• Sterling depreciated against major developed currencies over the 

quarter amid heightened political uncertainty (chart 2). The 

apparent safe-haven appeal of the Japanese currency saw the yen 

strengthen 3.2% in trade weighted terms over the quarter.  Local 

currency EMD returns exceeded 5% in dollar terms over the quarter 

as yields fell in line with developed market peers and major 

emerging market currencies strengthened against the dollar.  

• The equity market momentum of the first quarter of 2019 continued in April before global Equity markets gave back some 

of these gains in May, as the US raised existing tariffs on China and threatened to expand their coverage.  However, 

markets resumed their rise in June, spurred by increasing expectations of looser monetary policy.  While the US market hit 

new record highs, the equity rally was broad-based, with most major equity regions producing positive returns.  

• European (ex UK) equities was the best performing region in local currency terms as financials posted strong returns, 

while Japanese and Emerging Market equities lagged global indices (Chart 3).  Japanese equities have been hindered by 

the strength of the Japanese yen while Emerging Market equities suffered from their exposure to global trade.  

• There was no overall performance pattern in cyclical and defensive sectors but the oil & gas sector was a notable 

underperformer (Chart 4).  In contrast, the financial sector was the strongest performing sector despite increasing 

expectations for US interest rate cuts.  

• In the two months to the end of May, UK property produced total returns of 0.5%, with the return from income more than 

offsetting a fall of 0.4% in the capital growth index.  Rental growth has been flat over the period.  

 


