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Overview  
The second quarter of 2019 saw greater volatility in equity markets if some progress overall 
as investors reacted to developments on tariff wars, central bank policy and a number of 
political issues, including increased tension in the Middle East. Low interest rates for longer 
have helped to underpin equity valuations and to boost bond returns.   
 
The month of April saw a spring still in the step of stock markets after the strong start in the 
first quarter but they faltered in May with tension over trade wars as negotiations broke 
down between the US, whose President Trump also threatened to impose tariffs on Mexico in 
a dispute over migration, and China, who threatened to limit supplies of rare earths. June 
was a month when markets saw renewed momentum with a boost from central bank moves 
to keep interest rates low and with some positive developments on tariff disputes. The US 
market reached new highs and the divergence in returns between this largest global market 
and others around the world has become more marked, as with that between shares or at 
least sectors that are growth- and not value-oriented. There were again good returns from 
bond markets and gold shone amongst alternative assets. 
 
Economic growth around the world has remained reasonable in spite of the pressures from 
trade disputes, although it has appeared less robust and prompted more caution from central 
banks. The data on growth in the first quarter of the year boosted confidence: for the US it 
was at an annualised rate of 3.2% and in China at 6.4%, at the upper end of the government’s 
target range of 6-6.5%. This was contradicted in part by some underlying data, while the IMF 
was among those institutions nonetheless forecasting slower growth in 2020. 
 

A degree of caution drove central banks to adjust their policy. In the US the Federal Reserve 
had been expecting in December to raise interest rates three times over the course of 2019 but 
it is now expected to cut them at least once instead; the European Central Bank and the Bank 
of England each committed to keep rates low, if with a degree of reluctance. They have been 
helped by subdued inflation still, in spite of tighter job markets and occasional pressure from 
a spike in the prices of pork in China and in oil worldwide. The yield on German ten-year 
government debt turned more deeply negative following the inversion of the bond yield 
curve in the US in the previous quarter.  
 
Political issues have remained prominent, including in the build-up to the next presidential 
contest in the US and in the UK’s change of its prime minister, although the success of 
Narendra Modi in India’s poll and the limited success of the populist parties in European 
elections were taken as positive. 
 
Outlook 
As before mixed economic and political factors make markets hard to predict with a great 
degree of confidence, if that were ever truly possible. There remain risks in the apparently 
late stage of the economic cycle and over corporate earnings, in the high levels of debt 
worldwide and in the high degree of social inequality, which fuels populist pressures. Yet 
there is a degree of momentum from new technology and a level of support from low interest 
rates. We shall maintain diversification and defensiveness in portfolios while focussing on 
resilient growth and on real value in assets in potentially volatile markets.  
 
 



 

 
The next US recession is not necessarily imminent even if it would be wrong to think, as 
some seem to believe, that it might never happen as there is a natural pattern, economic and 
human, to cycles over time. The current phase of expansion has been quite protracted but 
somewhat subdued, dominated by an accommodative central bank policy and complicated 
by government policy. The data is harder to gauge given shifts in the nature of labour 
markets and the impact of digital technology. The nature of current technology investments 
is a concern, as is the level of corporate activity. Unicorns, technology start-ups valued at 
$1bn or more, should still be rare (or mythical) by definition, and they might at least also 
make a profit. Yet Uber, for example, stressed the importance of investing heavily so that it 
might never do so, ahead of its stock market listing which disappointed. While there is some 
logic in the mantra that profits are what you do when you run out of ideas, shares are meant 
to discount future dividend payments from cash flow.   
 
There has been a shift away from investment in equipment and traditional structures to 
intellectual property, with IP now about a third of total investment in the US against a fifth in 
the 1980s. Such investment has been increasingly dominated by technology firms, whose 
spend of $318bn over the last year has been again a third of the total; it is also increasingly 
dominated by a small number of firms, with ten such accounting for some $220bn. Such IP 
spend may be more resilient than other cyclical areas, including shale oil, but it did equally 
fall after the dotcom boom ended at the end of the 1990s. 
 
Longer-term issues arise from the level of debt worldwide, affordable when interest rates 
stay low and acceptable only if governments are comfortable with ballooning liabilities. A 
significant further liability lies in pension payments, for companies and for countries, in 
developing as well as developed countries. Declining and ageing populations have been 
putting pressure on pensions and on forecasts for growth. Growing and young populations, 
often unemployed or under-employed, can bring their own pressures. Nigeria, already the 
seventh most populous country, is forecast to see its population double from 200m to 400m 
by 2050 - although early last century there were similar forecasts that Germany’s would 
reach 200m by the end of it.  

In the short term markets will reflect developments on trade wars, which have impacted 
global growth. While the US deferred imposing sanctions on a further $300bn of Chinese 
goods it did threaten to put them on $4bn from the European Union, as the dispute over 
Airbus and Boeing simmered, and it also removed its favoured nation status from India, 
which retialiated by raising tariffs on American goods such as almonds and apples (the fruit, 
not the phones). 
 
Geopolitical issues include tension in the Gulf over Iran, which has now exceeded the limits 
agreed for enriching nuclear fuel, past the agreed 4% cap for uranium-235, the isotope that 
can sustain a chain reaction in a power plant or a bomb. The region is vulnerable in turn to a 
chain reaction or escalation in hostilities. May and June saw attacks on tankers off the United 
Arab Emirates and in the Gulf of Oman while in June Iran shot down a US spy drone. The 
pressure on Iran, where US sanctions have contributed to an inflation rate heading to 50% 
and a likely drop in GDP of 6% this year, remans considerable. Meanwhile the contest 
continues between the US and China, the world’s dominant military power against one 
where military spending increased by 83% in real terms between 2009 and 2018.   
 
Other issues to consider, perhaps in the autumn, include good governance, expensive drugs 
(one from Novartis for spinal muscular atrophy will cost each patient $2.1m), digital 
currencies after the launch of Libra from Facebook and the role of passive investments. 



 

 
 
Asset returns 
The total return from the FTSE UK Gilts All-Stocks Index was 1.3% in the second quarter as 
ten-year yields dropped further from 1% at end March to 0.83% at end June; the index return 
for the first half of 2019 was 4.7%. In the US ten-year yields also fell in the period and moved 
from 2.41% to 2.01% at end June while in Germany yields turned more negative, falling from 
-0.07% to -0.33%. As with gilts US Treasuries saw a good return in the quarter, at 3.9% for 
those with a duration of 7-10 years. Emerging market debt in local currency was higher in the 
period while higher-yield debt as measured by the Bloomberg Barclays index lagged with a 
1% gain after a robust first quarter.   
 
Equity markets were volatile but mostly higher in the period. The FTSE 100 rose over the 
second quarter by 2%, which took the index from 7,279 to 7,426. The FTSE 250 Index of mid-
sized companies rose 1.8% over the quarter and the FTSE SmallCap Index 1.9%, while the 
AIM market was only 0.2% higher. For the FTSE All-Share the return in the quarter was 2% 
and 3.3% including income, to give a total return for the first half of 13%.  
 
In the US the S&P 500 index gained a further 3.8% to make a return for the first half of 17.1%. 
The concentrated Dow Jones index was up 2.6% in the quarter and the technology-oriented 
NASDAQ index 3.6% while the Russell 2000 index of smaller companies made 1.7%.   
 
In Europe the EURO STOXX 50 rose 3.6% over the three months to June to make a gain of 
15.7% for 2019 to date while smaller companies, as per the Euromoney index, did better in 
the quarter with a gain of 5.7%. In Japan the Nikkei 225 did not participate as fully with a 
modest increase of 0.3% in the quarter to make 6.3% for the year to date.  
 
The MSCI Emerging Markets index in US$ struggled and dipped by 0.3% in the quarter, not 
helped by the Chinese Shanghai index which fell back 3.6% after the striking recovery of 
23.9% in the first quarter; the return for the first half of 2019 was still 9.2%. The MSCI Frontier 
Markets index gained 2.1% in the quarter and 8.4% over the first half. 
  
Sterling was 2.6% lower over the quarter against the US$, to close at a rate of $1.27:£ while 
against the euro Sterling was even weaker, down by 3.9% to close at €1.12:£.  
 
The price of Brent slipped back in the period to close 4.6% lower at $64 per barrel. The price 
of gold moved sharply higher in the quarter and gained 9.1% to end June at $1410 per troy 
ounce, given concerns on politics and central bank actions. While the price of palladium was 
higher in the period other major metal prices were lower, with the bellwether copper off 
7.9%. Agricultural commodity prices were mostly higher, for once, sugar aside.  
 
Over the quarter the VIX index of volatility in markets for US equity rose by 10% although it 
was a fifth lower in June and still two-fifths lower over the first half. Bitcoin burst back into 
attention, although it still does not qualify as an investment.  
 
 
 
 
 
 
 
 



 

 
 
UK 
 

 Economic growth faltering and interest rates still on hold 

 Uncertainty over Brexit negotiations and political leadership 

 Valuations attractive if not compelling  

The UK market performed well over the second quarter of the year, continuing the rally in 
the first and helped by the weakness of Sterling if by less than might have been expected. 
 
One factor has been the persistent uncertainty, if nothing new, over the eventual outcome of 
the Brexit negotiations and the indication that this has been contributing to a slow-down in 
the economy. The boost to inventories ahead of the original deadline of 29th March has faded 
and there have been concerns that the second quarter would see a decline in GDP, if 
marginal. The manufacturing purchasing managers’ index in June stood at 48, down from 
49.4 in May and the lowest level since 2013, not helped by softer global demand. The latest 
Deloitte survey of chief financial officers found that only 4% considered it a good time to take 
more risk and that 83% expect an economic deterioration after the UK leaves the EU, even as 
some hope to see a surge in spending given record cash levels held by private non-financial 
companies. The Bank of England has kept its rates on hold at 0.75%. Inflation in May stood at 
2%, lower than expected when the Bank of England first raised rates by 0.25% back in 
November 2017 then again in July 2018. The Monetary Policy Committee includes several 
members who are minded to see rates higher to deal with incipient inflation and others ready 
to see them at zero to deal with a difficult Brexit. There remains a decision due too on who 
will replace Mark Carney as the Bank’s Governor. 
 
The leadership most in focus has been that of the Conservative party which will bring a new 
prime minister, while Theresa May turns her attention to creating a legacy from her time in 
office. The clear favourite has been Boris Johnson and while it is simplistic to say it will 
depend which of his characters or characteristics, brilliant or buffoonish, predominates this 
does bring a further element of complexity in a populist world. It also makes it more likely if 
by no means certain that the UK will leave the EU without a deal on the next due date of 
departure of 31st October. The fragmentation in the political landscape, with the Conservative 
and Labour parties far from mustering their usual combined 60% of the vote over the last 
century, does also appear to reduce the risk that a Corbyn-led government would take office. 
 
As before the range of potential outcomes and the difficulty of knowing how markets might 
then react makes it difficult to adjust portfolios. We usually have something of a UK bias in 
portfolios given where we are. There is still good value and an attractive yield, even if the 
earnings outlook is moderate and more companies are expected to cut their pay-out. Sterling 
is a significant factor given the dominance of overseas earnings for the UK market. We shall 
continue to re-assess the political landscape and the pressures on the economy, such as in  
financial services (which account for some 6.5% of the UK’s economy and 11% of its tax take), 
as firms like Deutsche Bank cut back or relocate in part to other countries in the EU. There 
will also be some interesting developments on trade deals, which can take time (twenty years 
in the case of the EU and Mercosur, finally signed at the end of June) but can help sentiment.  
 
 
 
 



 

 
 
Continental Europe  
 

 Some recovery in economic growth if issues in Italy 

 ECB still ready to act if with limited options 

 Political pressures simmering following election outcome 

The mainland European stock markets also performed well in the second quarter, while still 
reflecting some issues and concerns over global trade.  
 
The Italian authorities have cheered their bond markets, which are significant in size, with a  
revised budget in early July which would ease the conflict with the EU, given a target deficit 
of 2.04% not 2.45% as before. Yet a low rate of growth, now expected to be only 0.2% for 2019, 
means that is is likely that the deficit will exceed the 3% threshold allowed by the European 
Commission in 2020. Italy’s public debt of €2.3trn is equivalent to 132% of its GDP. Growth in 
the latter has been subdued given structural issues including a tortuous legal system; it 
shrank by 3% in the ten years to 2018 compared to growth of 13% in Germany, 10% in France 
and even 3% in Spain. A fall to nearly 1.3 in the fertility rate (the estimate of the number of 
children an Italian woman will have) is a factor in the forecast by the UN that by 2050 Italy 
will have 74 people over the age of 65 for every 100 aged 20-64, compared to 58 in Germany, 
which is not a positive demographic outlook. 
 
Conditions have remained better in other parts of the south. In Spain the number of those in 
work finally rose above the pre-crisis level although the 19.52m figure included a larger 
number of temporary positions (at over a fifth of the total, twice the EU average) and the 
unemployment rate remains high at 13.6%, second only to Greece. There yields on ten-year 
government bonds are at the lowest level since January 2006 following the election of 
Kyriakos Mitsotakis, whose New Democracy government will be more pro-business than the 
left-leaning Syriza party of Alexis Tsipras. The party holds 158 of the 300 seats in parliament 
against Syriza’s 86, helped to a clear majority by the policy of granting 50 seats to the winner 
of an election. 
 
Bond yields in Germany turned more sharply negative in the quarter. Mario Draghi at the 
European Central Bank said that it would use all the flexibility within its mandate to deal 
with more difficult  conditions; his replacement by Christine Lagarde, expected to have a 
softer approach on rates than the rival candidate Jens Weidmann, the Bundesbank president 
was also a factor. The ECB has cut to 1.1% its forecast for growth in the region in 2019 and it 
is ready to revive its nattily-named stimulus programme, the Targeted Longer-Term 
Refinancing Operations, to encourage bank lending, if on less favourable terms. Interest rates 
are likely to stay negative at -0.4% for deposits. 
 
The European elections in May passed with less of a populist upsurge than some had feared. 
Yet there are pressures over the UK’s departure from the EU, not least in Ireland, tensions in 
central Europe and issues over the transition in Germany from Angela Merkel, not least with 
concerns over her health. As in the UK short-term pressures on growth and political issues 
can provide longer-term value, while our focus is on European companies that are exposed 
not so much to the challenges in the region as to opportunities elsewhere.    
 
   
 



 

 
North America  
 

 Focus on the build-up to presidential elections, and tweets 

 Economic data mixed and recession apparently deferred  

 Federal Reserve now expected to cut interest rates  

US markets saw decent progress in the second quarter to build on the substantial recovery in 
the first, and they have set new all-time highs in July.  
 
Donald Trump formally launched his campaign in June for the next presidential elections, 
due in November 2020 and due to dominate considerations, although arguably he has not 
stopped campaigning since he took office in January 2017. His appeal to his core electorate 
and his preferred means of communicating remains; his position will be helped by apparent 
divisions among his Democrat opponents and in particular by a strong economy. In Canada 
there is a general election due in October 2019 in which the incumbent prime minister Justin 
Trudeau is forecast for now to lose to the opposition Conservatives. 
 
The data on the US economy has been mixed, if broadly positive. The non-farm payrolls, as 
an indication of job creation, were a sound 224,000 in June following a subdued level of 
75,000 in May which in turn followed a figure of 224,000 for April which was revised down 
from 263,000. Markets move on such data, even as it changes, as they evaluate the potential 
downturn. On one measure the US economy has had its longest period of expansion since 
records began in 1854 (the year the Crimean War started), one exceeding the previous boom 
from 1991 to 2001. The National Bureau of Economic Research, using a broader measure than 
just GDP, estimates that the current era runs from June 2009 and its length is twice the post-
war average. However, the annual rate of growth at 2.4% is well below the 3.6% average of 
three previous periods of expansion, in part due to lower levels of investment and 
productivity. An analysis in The Economist suggests that the US economy has been showing 
slower but more stable growth due to a shift to services (now 70% of the total) and intangible 
assets, with less risk from reckless financial firms due to tighter regulation, if still with 
challenges from globally interconnected businesses, an addiction to cheap money and 
political issues. 
 
The yield on ten-year Treasury bonds dropped further in the quarter and fell below 2% in 
early July, having started the year nearer 2.7%. The Federal Reserve has indicated that global 
uncertainty has increased and its chairman Jay Powell is expected by markets to announce a 
cut in rates in July from the current 2.25-2.5%, one that President Trump has pushed to see.  
The minimal inflationary pressures, at just 1.6% for the twelve months to June 2019, have 
been supportive. Low interest rates will also help companies, where debt levels have been 
increasing. One of the issues is the profile of the debt, as some $3.3trn of investment grade 
bonds are due to mature by 2023, nearly half of the total outstanding. 
 
Earnings forecasts for 2019 are important, not least to justify valuations that are rich. The 
forecasts aggregated by FactSet indicate a decline of 2.8% in the second quarter after one of 
0.3% in the first, an earnings ‘recession’ attributed in part to the technology sector and one 
that leaves perhaps an excessive reliance on a recovery in the second half.  
 
So as before politics, technology and earnings will be key. The US market can often seem too 
expensive but there are attractive elements.  
 



 

 
Japan, north-east Asia and Australasia 

 Japan evolving if stock market sluggish 

 Trade wars and technology shifts a challenge 

 Australia struggling after long boom  

In the second quarter the rally in the Japanese market was more muted and tariff disputes 
were a factor in the region. 
 
The case for Japan still rests on the reform process of prime minister Shinzo Abe and the 
potential for better corporate returns, as firms increase dividends or share buy-backs under 
their own steam or under pressure from activist investors. The economy has shown some 
encouraging progress, notably in private sector investment, although it remains one with 
relatively subdued growth and persistently low inflation. The Bank of Japan has reiterated its 
willingness to ease monetary policy and ten-year government bond yields remain negative. 
  
The tariff wars have dampened growth in South Korea and Taiwan, as have disputes over 
technology firms and their supply chains. Both countries have developed remarkably if still 
being constrained by some complicated domestic politics in a region that has much in the 
way of historic tension.  
 
Australia has enjoyed an exceptional period of economic growth since the last recession in 
1991 based on good policy and particularly good luck, given how its mineral resources have 
helped to fuel and feed the boom in China. The slow-down there has been one factor in a loss 
of confidence, as house prices have rolled over and the Reserve Bank of Australia has cut 
interest rates twice in 2019 to a record low level of 1%. 
 
China, India and Emerging Markets  
 

 Chinese stimulus helping growth if not debt repayment 

 Hopes high in India following elections 

 Countries dependent on global outlook and domestic dynamics  

In China the government has brought forward to 2020 its commitment to end the limits to 
foreign ownership of companies as part of a move to attract foreign capital, as the country is 
set to become a net debtor in 2019. The latest reported growth has been at a level of 6.2% with 
an impact from the $250bn of tariffs imposed in the last year. Car sales to distributors fell by 
14% in the first half of 2019 and are likely to see a second consecutive year of decline. The 
authorities have adopted a looser economic policy, including issuing debt to help to fund 
infrastructure projects and reducing VAT payments. China’s debt is a challenge especially in 
local governments, who handle 85% of public expenditure while taking only 50% of public 
revenues and whose substantial borrowings are often bound up in off-balance sheet vehicles.  
 

Narendra Modi’s BJP won a clear majority in the latest elections and markets now expect to 
see renewed momentum in reform. The finance minister Nirmala Sitharam forecast in her 
budget a slightly lower deficit at 3.3% with plans to stimulate economic growth back to 7%  
this year, after it reached a five-year low. Car sales, for example, were 24% lower in June 
compared to a year previously, the third month in a row where sales were down more than a 
fifth on the previous year, reflecting a squeeze on consumer credit if also as in China a move  
 



 

 
to tighter emission controls. The budget proposed an injection of Rs700bn (£8.2bn) into the 
public sector banks alongside incentives for them to fund credit in the country.  
 

In Turkey President Recep Tayyip Erdoğan’s party lost the recount in Istanbul and he has 
sacked the central bank governor; in Mexico the finance minister Carlos Urzúa resigned 
saying his job was impossible; in Brazil Jair Bolsonaro was helped by moves to reform the 
country’s extravagant pension system; and in South Africa issues at the power utility Eskom 
have been key to developments. The potential remains remarkable in developing countries as 
they grow in wealth, if with a range of challenges and the likelihood of volatile markets. 
 
Property, commodities and other alternatives 
 

 UK property still mostly resilient if opportunities elsewhere 

 Oil price variable, gold robust and other commodity prices mixed  

 Income-generating real assets doing well if absolute return funds struggling 

The UK’s commercial property markets have held up well, particularly outside of London, 
with attractive yields relative to gilts, although the retail sector remains under pressure. 
There have been interesting opportunities abroad as urbanisation remains a potent force.   
 
The price of oil fell in the quarter reflecting levels of supply and some concerns over global 
growth, in spite of the enhanced tension over Iran in the Gulf. Metal prices have not been 
helped by a poorer outlook for growth, while agricultural ones did see something of a rally 
from their lows. Gold made a significant gain in the quarter, boosted by the prospect of lower 
interest rates in the US and by indications that central bank policy was under pressure. It 
retains some appeal if being as ever hard to value. 
 
Alternative assets with an attractive yield and with the potential for a steady growth in net 
asset value, such as infrastructure and renewable energy funds, remain atttractive, but 
absolute return funds less so. 
 
Julian Cooke – Director                                                                                           16th July 2019 
 
Vintage Asset Management, 7a Wyndham Place, London W1H 1PN 
Tel.: 020 7989 3110  
Email: info@vintageassetmanagement.co.uk 
www.vintageassetmanagement.co.uk 
 
Vintage Asset Management Limited is authorised and regulated by the Financial Conduct 
Authority, No. 489408.  
 

IMPORTANT NOTICE: Any forecasts, figures, opinions or investment techniques and 
strategies set out, unless otherwise stated, are Vintage Asset Management’s own. They are 
considered to be accurate at the time of writing, but no warranty of accuracy is given and no 
liability in respect of any error or omission is accepted. They may be subject to change 
without reference or notification to you. The views contained herein are not to be taken as an 
advice or recommendation to buy or sell any investment and the material should not be 
relied upon as containing sufficient information to support an investment decision. It should 
be noted that the value of investments and the income from them may fluctuate and 
investors may not get back the full amount invested.  
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