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…and in other news 

3rd April 2019 

Friday 29th March 2019, the day that Brexit didn’t happen. Approaching three years 

since the UK voted to leave the European Union and little clarity has yet been 

achieved.  The Prime Minister’s negotiated deal has been rejected three times by the 

House of Commons while two rounds of indicative votes have failed to secure a 

majority for any one alternative option.  A marathon cabinet meeting yesterday 

resulted in Theresa May taking a step towards a softer deal with the offer to work 

with Jeremy Corbyn and to seek a further extension beyond April 12th, but predicting 

the end result remains a dangerous game and while a no deal departure is looking 

less likely, it is still the default option, in the absence of an alternative agreement. 

Pound sterling has been the most obvious barometer of investment markets’ views 

on the status of Brexit, with moves towards a soft departure or Brexit delay proving a 

positive factor for the currency, while no deal or hard exit movements have triggered 

sterling falls.  Domestic equities are affected by these currency movements, but 

perhaps not to the extent they once were, with Brexit-fatigue at least temporarily 

setting in.  However, when significant developments do occur then a return to 

prominence amongst global investors is likely. 

As UK residents it is near impossible to get through the headlines of a news 

broadcast or the front page of a paper without getting immersed in the gridlock in 

parliament or the latest press conference from Brussels, but as investment 

managers it is vital to look beyond the wall of Brexit coverage and to understand the 

state of the global economy. 

2018 ended in a largely negative mood for global markets as concerns were held 

that the US Federal Reserve was likely to tip the US into recession and hence drag 

down the rest of the world.  2019 so far has seen a sharp reversal in this sentiment, 

with confidence improving, although there has been and likely will continue to be 

some major moments of weakness in this. 

Positive factors at the start of the year included encouraging jobs creations numbers 

coming from the US and economic stimulus from Beijing, but perhaps more 

significant was a change in direction of the Fed, which ditched the hawkish rate 

rising path of 2018 and signalled a much more dovish path, with a pause in the 

hiking cycle being announced.   

By March, economic data in the US had softened somewhat and the Fed repeated 

its position of no rate movements and also announced that their reversal of 

Quantitative Easing (QE) bond purchases will come to an end later this year, 
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believing that enough stimulus has been taken out of the economy for the time 

being.  US growth was near 3% in 2018, but for 2019 they believe it will drop to 

2.1%.  The Fed explained their positioning by saying that the US economy is in a 

‘good place’ and that they want to ‘keep it’ that way.  This more accommodative 

stance has been good for market sentiment this year and has also been good for 

Asian and Emerging Markets stocks, which have been benefitting from the softer 

dollar such action has been creating. 

Fear still exists in markets, however and an example of this was seen in the reaction 

to the Fed’s latest statements.  While the Fed publically remained sanguine about 

the economy, markets suspected that there were troubling signs which had triggered 

the Fed’s dovish move.  This led to long term yields dropping to the point that the 

yield curve inverted between 3 month and 10 year treasuries.  A yield curve 

inversion has historically been an indicator of recession and markets took fright at 

the prospect.  Along with disappointing German manufacturing numbers, this led to 

the significant falls experienced across global markets on March 22nd.   

A yield curve inversion is something to take note of and is certainly one factor in 

assessing an economy, but in this case we believe it is premature to call an 

imminent recession.  Long term yields across the globe have been suppressed in 

recent years by the impact of QE purchases and therefore the bond market is 

distorted in a way it has not been in previous cycles.  In addition, where recessions 

have previously followed yield curve inversions, they have done so with lags of up to 

a couple of years and typically when the inversion has been sustained over a 

substantial period of time.  This inversion has already ended with the 10 year yield 

back above the 3 month mark and while we accept that the US economy is slowing 

from the bumper rate achieved under Trump’s tax cuts in 2018, it is still growing at a 

reasonable rate, with few signs of a sustained downturn, at this stage.   

As anyone with even half an eye on markets will appreciate, investor sentiment is a 

fickle thing that can turn on a sixpence.  While markets fell heavily on the fear of a 

US recession, recent days have seen a sharp recovery.  Strong manufacturing 

results in the US and especially China were the catalysts for the latest bout of 

optimism and gave confidence that while the global economy may be slowing there 

is still strength remaining. 

Conclusion 

Investment markets are well aware of Brexit developments, but the UK’s planned 

departure from the EU is not the only game in town.  In order to understand the 

driving factors of international trade and therefore investment markets, one must not 

get bogged down in Brexit mania and instead take a balanced view on the other 

stories that may have otherwise slipped by unnoticed.  
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Important Information  
 
Please note that the contents are based on the author’s opinion and are not intended 
as investment advice. This information is aimed at professional advisers and should 
not be relied upon by any other persons.  
 
Any research is for information only, does not constitute financial advice or 
necessarily reflect the views of the author and is subject to change.  
 
It remains the responsibility of the financial adviser to verify the accuracy of the 
information and assess whether the fund is suitable and appropriate for their 
customer.  
 
Past performance is not a reliable indicator of future performance. The value of 
investments and the income derived from them can fall as well as rise and investors 
may get back less than they invested. 
 
Important information about the funds can be found in the Supplementary 
Information Document and NURS-KII Document which are available on our website 
or on request. 
 
For any information about the Future Money funds please contact the authorised 
corporate director, Margetts Fund Management Ltd, on 0121 236 2380, 
admin@margetts.com or at 1 Sovereign Court, Graham Street, Birmingham B1 3JR.  
A copy of their Terms of Business which relates to investments into the funds can 
also be obtained using these contact details.   
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