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Yorkshire Financial Awards

When did we see you last? We have recently written out to you offering you a review meeting. This is an integral part of 
our service commitment to you. 

Now could be a good time to catch up and review your objectives to make sure everything’s on track, and also give us a 
chance to update you on any legislation changes. 

If you have already returned your form to us requesting a review and not heard back, we will be in touch with you shortly 
to arrange your review. If for any reason you haven’t received your invitation please email us info@chnfc.co.uk and we 
will be in touch.

WHY SHOULD I HAVE A FINANCIAL REVIEW? 
• Your personal situation may have changed 

• Your lifestyle and financial goals may have changed 

• You could be affected by changes in legislation 

• You could be paying more tax than necessary 

• Your life insurance/protection needs may have changed

QUESTIONS YOU MAY HAVE ABOUT YOUR 
FINANCIAL PLANNING 
• Can I afford to retire?

• Am I doing the right thing?

• I’m confused. What are the rules?

• How can I pay less tax?

• How can I reduce the impact of IHT?

• What happens if I die?

SUMMER EDITION 2018WELCOME YOUR WINDOW ON FINANCIAL ISSUES 

We are very proud to announce that we were 
shortlisted for the Financial Adviser Team of the Year 
2019 at the prestigious Yorkshire Financial Awards.  
Although we narrowly missed out on the top prize this 
year, we look forward to competing again in 2020!

IMPORTANT 
If you don’t have a financial review, we are unable to confirm the ongoing suitability of the 
product/s you have in place.
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Sophie Thornhill began her career on a banking graduate programme and joined CHN as a Financial Consultant 
in 2014. She qualified as a Fellow of the Chartered Insurance Institute before the age of 30 and was one of the 
founding Leeds members of the Women in Business Networking group.

Sophie has rapidly progressed, achieving Chartered Wealth Manager status along the way, all in between having 
her first baby last year.

Sophie has just been nominated for North West Financial Adviser of the Year at the Women in Financial Advice 
Awards 2019.

We meet with Sophie to find out about her plans for the future.

We were very pleased to announce, at our 
Annual Company Meeting earlier this year, 

the appointment of a new Partner here at CHN.

ANNOUNCING NEW PARTNER – 
SOPHIE THORNHILL

NAME
Sophie Thornhill
 

WHAT’S YOUR ROLE WITHIN CHN? 
Partner & Financial Consultant
 

WHAT’S THE BEST THING ABOUT 
WORKING FOR CHN SO FAR? 
The culture we have to do the right thing for our clients, all of 
the time. They really are at the heart of everything that we do, 
and we all genuinely care.
 

AS PARTNER FOR CHN WHAT WILL YOUR 
FOCUS BE ON? 
I am thrilled to have been given the opportunity to be a 
partner, and am looking forward to bringing a slightly different 
perspective to the board, having worked in both administration 
and advisory roles within the industry. I will be focussing on 
attracting new talented advisers who share our values, and also 
to retain and train our current team. 
 
 

IN YOUR ROLE AS FINANCIAL CONSULTANT 
WHAT AREAS DO YOU SPECIALISE IN?  
I specialise in Pension and Investment planning, with 
a particular interest in Inheritance Tax mitigation and 
intergenerational wealth planning.

WHY ARE YOU PROUD TO BE PART OF CHN? 
For me this comes down to how we treat our customers and 
staff, and how we go about our business.  CHN is a great 
bunch of highly experienced people, and I’m not just talking 
about our advisers, we have an excellent support team that 
underpins everything we do. All of this ensures we are able to 
provide the best possible advice and service for every client.  
This is something I’m very proud to be part of.
 

WHAT DO YOU ENJOY MOST ABOUT 
YOUR ROLE?
I really enjoy playing my part in helping clients to achieve their 
own goals and objectives.  The personalised, proactive service 
we provide is really important; we help to ensure clients have the 
right protection in place for their families, that they are growing 
the funds needed for their retirement or helping them to pass 
their wealth on to the next generation, whilst still enjoying their 
own financial freedom. The long term relationships we build with 
clients can be very rewarding, knowing that we will be there to 
support them for many years ahead.
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PENSIONS 
– THERE’S GOOD NEWS!

Many commentators had 
predicted that the Chancellor 
would announce major 
changes to pension tax relief 
in his 2018 Autumn Budget. 
However, this wasn’t the 
case. Other than the raising 
of the Lifetime Allowance in 
line with the Consumer Prices 
Index to £1,055,000 for the 
2019-20 tax year, the rules 
surrounding pensions remain 
the same.

Valuable tax relief 
Pensions continue to offer generous tax 
breaks to encourage us all to provide 
adequately for our retirement years. If 
you make contributions to a pension, or 
if your employer deducts your payments 
from your salary, you automatically get 
20% tax relief as an additional deposit 
into your pension pot. If you are a 

higher-rate taxpayer, you can claim an 
extra 20%, while those paying additional-
rate tax can claim back an extra 25%. 
From age 55, you can take 25% of your 
savings as a tax-free lump sum. There 
are different ways of doing this, including 
taking the tax-free cash only, taking part 
of the tax-free cash, taking a lump sum 
including the tax-free element and taking 
the whole pension fund including the 
tax-free cash.

Plans to suit your needs
Ideally, everyone would start to save for 
their pension as soon as they start work, 
however even if you only have a few 
working years left, you can still start a 
pension. Pension plans come in various 
forms to suit the needs of different types 
of worker, from the basic state pension 
to self-invested personal pensions 
(SIPPs), personal or private pensions, and 
workplace pensions schemes, to name 
but a few. The sooner you start your 
pension, the longer your money will have 
to grow. 

If you’re self-employed, an employee, 
work part-time, run your own business 
or have accumulated pension pots with 
past employers, we can offer you the 
advice you need. If you haven’t looked 
at your pension plan recently, then 
arrange to see us for a review.

If you make 
contributions to a 
pension, or if your 
employer deducts 
your payments from 
your salary, you 
automatically get 
20% tax relief as an 
additional deposit into 
your pension pot
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WHAT THE 2018 BUDGET 
MEANS FOR OLDER PEOPLE
Whilst the Chancellor set out 
some extra spending in key 
areas such as the NHS, he 
prefaced his remarks by saying 
that he might need to present 
an Emergency Budget in the 
event of no deal being secured 
in Brexit negotiations, so this 
was in many ways a ‘wait and 
see’ Budget.

Taxation and pensions
The personal allowance will increase 
from £11,850 to £12,500 in April 2019, 
a year earlier than originally planned. The 
threshold for paying higher rate tax will 
also rise from £46,350 in 2018-19 to 
£50,000 in 2019-20.

Although there had been speculation 
that major changes to pension taxation 
might be in the offing, these didn’t 
materialise. However, the Lifetime 
Allowance will increase in line with the 
Consumer Prices Index to £1,055,000 

for 2019-20. The annual ISA limit of 
£20,000 remains unchanged for 2019-
20. The dividend allowance of £2,000 
remains unchanged, as does the personal 
savings allowance of either £1,000, £500 
or £0 (according to marginal tax rate).

Social care
Many commentators felt that the 
proposed investment in social care - 
£650m plus £55m on disabled facilities 
- wasn’t enough and would do little to 
improve the overall standard of support 
available in the community. The spending 
plans that were announced prioritised 
lessening pressure on the NHS by 
reducing bed blocking, rather than 
ensuring improvements in care packages.

The promised £20.5bn over five years 
for the NHS in England comes as good 
news, but how this will be allocated 
isn’t clear. The commitment to put extra 
money into mental health care is also 
welcome, and it’s hoped that some of 
that money will be allocated to the care 
of elderly patients.

In addition to the cold calling ban, 
National Trading Standards are due to 
receive additional funding to extend the 
provision of call blocking technology for 
vulnerable people.

...the Lifetime 
Allowance will increase 
in line with the 
Consumer Prices Index 
to £1,055,000 for 
2019-20. The annual 
ISA limit of £20,000 
remains unchanged for 
2019-20.
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TRENDS IN BABY BOOMER 
RETIREMENT PLANS
Living through decades of 
increasing prosperity has 
undoubtedly given baby 
boomers a lot of advantages, 
but they can also face a 
number of challenges. Today, 
many feel pressured into 
working past their normal 
retirement date, often 
because of the number of 
demands being made on their 
finances by their families. If 
they are unable to work, they 
can have concerns about 
outliving their savings.  

They may face the need to give emotional 
and financial support to their very elderly 
parents as well as their children, and 
sometimes their grandchildren too. All 
this while also working out how they can 
best provide for their own retirement 
and worrying whether they will have 
sufficient funds saved to pay for their 
own later-life care.

These concerns have played their part in 
the growing trend in semi-retirement. The 
state retirement age is now widely viewed 
as less of a milestone, with many choosing 
to work on past that date, for financial 
reasons or for the mental stimulation that 
work provides.

A growing role for advice
Research carried out for The London 
Institute of Banking & Finance4 shows 
that many baby boomers have yet to 
put plans in place for the years that lie 
ahead. The findings show that 35% worry 
about how they will manage financially in 
retirement, 47% say they know they need 
to save more for the years ahead, 72% 
realise that they will have to provide for 
their own care costs.

Interestingly, only 20% of those aged 50 
to 59 who took part in the survey had 
taken financial advice, despite 44% freely 
admitting that they don’t have sufficient 
knowledge to make the best decisions for 
their future.

Seeing the bigger picture
A long-running survey carried out by 
thinktank the International Longevity 

Centre found that those who took 
financial advice between 2001 and 2007 
had significantly higher savings than 
those who did not. If you’re approaching 
retirement, having a financial MOT now 
could help you put in place the plans 
you need to provide effectively for your 
financial future.

The findings show 
that 35% worry 
about how they will 
manage financially in 
retirement, 47% say 
they know they need 
to save more for the 
years ahead, 72% 
realise that they will 
have to provide for 
their own care costs.
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WAYS THE BANK OF MUM 
AND DAD CAN HELP FIRST-TIME BUYERS

The primary challenge for parents wishing to lend or gift money to their children to help them 
buy their first home, is to decide how best to do it. It’s really important that parents consider 
their own financial future before thinking about helping others. Taking financial advice will help 
them do so in the most tax-efficient manner for their circumstances and consider the likely 
effects on their retirement plans.

Tax considerations
Parents can gift any amount of money 
to their children without being taxed 
immediately. However, there may be 
Inheritance Tax (IHT) implications. Giving 
a child more than £3,000 in a tax year 
means that the money will be classed as 
a ‘potentially exempt transfer’ and if the 
donor dies within seven years, the money 
will be considered part of their estate 
for IHT purposes, which may have an 
impact if their estate is then worth more 
than £325,000 and is not all passing to a 
surviving spouse. The normal 40% IHT 
rate tapers down to 8% during the seven-
year period. 

However, a gift of up to £3,000 a year is 
exempt from IHT, as is a gift of £5,000 
made when a child marries. It’s also 
possible for a parent to make regular gifts 
out of their income provided that this 
doesn’t affect the parent’s standard of 
living and other criteria are met.

Lending rather than giving
Some parents prefer to give all or part 
of the money as a loan. In this case, it is 
worth drawing up a contract outlining 
what the repayment terms are to be. Not 
only does this prevent future disputes as 
to whether the money was a loan or a gift, 
it also means that the parents know when 
they will see the return of their cash. If a 

parent loans their child money, and the 
child pays interest to the parent, then this 
is taxable. 

The Financial Conduct Authority does not 
regulate some forms of taxation advice.

The normal 40% IHT 
rate tapers down to 
8% during the seven-
year period
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DOES YOUR MONEY NEED 
A PERSONAL TRAINER?
If you’re determined to 
make 2019 the year you 
get into shape, you might 
want to think about giving 
your finances a makeover 
too. Sometimes we can all 
benefit from a little help and 
encouragement to ensure our 
finances are fit and healthy. 
We can help you see things 
more clearly and put in place 
the right financial plans for 
your future.

Toning up your savings
At some stage in our lives we are all 
going to need savings to fall back on. 
As we head towards the end of the tax 
year, it’s a good idea to maximise the 
amount you’re saving into your ISA. The 
allowance for the 2018-19 tax year is a 
generous £20,000, and the tax benefits 
are attractive.

Adding pensions muscle
Whatever stage you’ve reached in your 
working life, it’s worth reviewing your 

pension provision. Remember, if you want 
a carefree and comfortable retirement, 
it’s up to you to provide for it. The state 
pension will only ever be a safety net and 
won’t do more than cover the basics. 

Maintaining 20:20 vision 
on your protection plans
It’s worth keeping life policies under 
review, as over the years your 
circumstances change. It pays to check 
you have enough cover for your current 
situation. There are policies that cover 
death and critical illness, provide an 
income if you’re unable to work due to an 
accident or sickness, and ones that can 
protect your mortgage payments. If you’ve 
recently bought a house, had a baby or 
changed jobs this could mean you need 
to think about a different type of cover to 
meet your new needs.

Flexing your investments
If it’s been a while since your investments 
were checked out, this could be a good 
time to revisit your portfolio. We will 
ensure that your investments remain 
in line with your risk profile and, if 
necessary, rebalance your assets to 
ensure you achieve your financial goals.

So, make 2019 the year you keep your 
financial plan fit and well. Why not 
schedule a review meeting?

As a mortgage is secured against 
your home or property, it could be 
repossessed if you do not keep up 
mortgage repayments.

The value of investments can go down 
as well as up and you may not get back 
the full amount you invested. The past 
is not a guide to future performance and 
past performance may not necessarily 
be repeated.

The allowance for the 

2018-19 tax year is 

a generous £20,000, 

and the tax benefits 

are attractive.
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WHAT YOU NEED TO KNOW 
ABOUT RETIREMENT MORTGAGES

Whilst much is often made of 
the plight of first-time buyers, 
a lot less attention is generally 
paid to older borrowers who 
are looking for the right type 
of mortgage product for their 
needs.

However, banks and building societies 
are increasingly aware that borrowers 
are living longer and want to borrow 
for longer too. Many are developing 
new ways to support their borrowers, 
whatever their age. 

For those looking to borrow to fund 
home improvements, travel the world or 
help a family member onto the housing 
ladder, there are now more options 
available. If you’re an older borrower 
looking for a mortgage, it makes sense to 
work with us. We know the market well 
and can recommend the right deal for 
your circumstances.

Lifetime mortgages
These are loans that are secured against 
your home that allow you to release some 
of the equity, the cash value you’ve built 

up in your home. Lifetime mortgages, 
also known as equity release mortgages, 
are available to those aged 55 and over. 
The mortgage loan and the accumulated 
interest is paid off when the last surviving 
owner of the property dies, sells the home 
or goes into long-term residential care. 

Retirement interest-only mortgages
These are similar in many ways to 
standard interest-only mortgages and 
let you pay interest on the loan each 
month. There is no set end-date, and 
as with a lifetime mortgage, the loan is 
redeemed when you die, go into care or 
sell the property. Unlike equity release 
mortgages, borrowers are required to 
pass affordability checks and show that 
they have sufficient income to be able to 
make regular interest payments for life.

Good advice pays
Those who have a regular secure income 
may find a retirement interest-only 
mortgage applicable to their needs. A 
lifetime mortgage might be more suitable 
for those who aren’t in receipt of a secure 
income, or don’t want to make regular 
mortgage payments for life. As everyone’s 
circumstances are different, good advice 
is essential.

As a mortgage is secured against 
your home or property, it could be 
repossessed if you do not keep up 
mortgage repayments.

Think carefully before securing other 
debts against your home. Equity 
released from your home will be 
secured against it. Your home may 
be repossessed if you do not keep up 
repayments.

For those looking to 
borrow to fund 
home improvements, 
travel the world or 
help a family member 
onto the housing 
ladder, there are now 
more options available.
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TIME TO TOP 
UP YOUR ISA?
If you’re planning to save into your ISA this tax year, don’t leave it too late and miss out on this 
great way to save tax-efficiently; remember you can’t carry any unused allowance over to the 
next tax year, so timing is important. 

The ISA allowance for the 2018-19 tax year is a generous £20,000 and remains the same for the 2019-20 tax year. If you’re thinking 
of saving tax-efficiently for a child, the Junior ISA limit is £4,260 for the 2018-19 tax year, and £4,368 in 2019-20, rising in line with 
the Consumer Prices Index.

If you have cash that you don’t need to access in the short term and would like to start using this year’s ISA allowance now, then 
don’t leave it too long, the clock is ticking.

The value of investments can go down as well as up and you may not get back the full amount you invested. The past is not a guide to 
future performance and past performance may not necessarily be repeated.

It’s often said that when we buy a 
home, we do so with our hearts and 
not our heads. It’s always advisable 
to have a structural survey done 
by a professional surveyor, as they 
will take an objective view of the 
property, and report on any problems 
that might be expensive to fix.

Structural checks
Surveyors will spot things that you might not 
notice, like a sagging roof, missing tiles, warped 
window frames, wonky walls or sloping floors. They 
will investigate any cracks that could be a symptom 
of subsidence or other structural problems. They 
will also look for signs of any water damage, and 
check if damp or condensation might be a problem.

It also makes sense to get boilers and central 
heating systems checked out. If defects go 
undetected, they can be expensive to put right and 
could be a major inconvenience when you move in.

Getting the price right
If your surveyor finds problems, they will give you 
an approximate figure for putting things right. If 
you still want to proceed, you can use this as a 
bargaining tool to ask the seller to reduce the price.

HOW TO AVOID 
BUYING A MONEY PIT
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GLOBAL MARKETS BULLETIN

GENERAL ECONOMIC OVERVIEW QUARTER FOUR 2018

The final quarter of 2018 maintained the uncertain outlook established at the beginning of 
the year. Even the US stock market has felt the global downturn, remaining only marginally 
positive (in sterling terms) after the Federal Reserve rate rise, which caused political and investor 
disharmony in December. It is not just down to equities that we have had such a negative year - 
a recent Morgan Stanley research note indicated that up to mid-December there were 21 asset 
classes that had seen negative returns in 2018. This is in contrast to the optimism on which we 
came into the year, off the back of a very positive 2017. This optimism was short lived as we saw 
markets fall in February based on certain themes that have dominated the year. The themes can 
be summarised as: the uncertainty of the political landscape, the strength of company valuations 
against earnings expectations, escalating trade disputes allied to a slowdown in Chinese growth, 
a strong US currency and quantitative tightening.
Many analysts predicted greater stock market volatility 
in 2018 and this was broadly in evidence throughout 
the year, although there were periods when calm ruled, 
as it did in 2017. The main source of this volatility was 
said to be the shift to quantitative tightening following 
a long period of loose monetary policy. The US and UK 
have been in this mode for some time but only recently 
did the ECB join in with bond purchases set to cease 
in early 2019. There has never been a period of such 
prolonged central bank intervention in global markets 
and many investors have been nervous about the likely 
repercussions as it is taken away, one of which has been 
the increase in volatility that we have seen at various 
points in the year, including more recently in December 
in the US market.

Equity valuations at the beginning of the year reached 
significant multiples, particularly in the US, and this 
led to some investors taking profits, concerned about 
the likelihood of future earnings keeping up with such 
high valuations. Technology companies have led the 
way over the last few years which has resulted in even 
higher valuations for this sector, giving way to significant 
volatility in some stocks as negative stories started to 
affect sentiment. Bond markets have not fared much 
better as yields have generally risen in government 
and corporate debt and spreads have moved out. In 
particular, emerging market debt has struggled against 
a weaker economic backdrop as was shown in countries 
such as Argentina and Turkey, which were particularly 
affected by US dollar strength.

The political landscape across the globe has been volatile 
in 2018 particularly in Europe with even the more stable 
countries of Germany and France, as well as those less 
stable such as Italy, falling into uncertainty under the 
threats of the various populist movements. For the UK 
investor, the threat of Brexit has been the key theme and 
the inability of politicians on both sides of the divide to 

agree a solution will continue to be a threat into 2019. 
Arguably, this is priced into equity markets giving UK 
stocks some value relative to global markets. In terms of 
global growth, the US has continued to lead the western 
world with Europe seen as the most disappointing after 
the previous year’s improvement.

Much of the last 50 years has been characterised by 
increased globalisation but those sands are now shifting 
and although most nations are committed to free trade 
in some form, the tides of nationalism and populism have 
grown stronger since the GFC. For many fund managers, 
trade wars are a major worry for 2019 although the scale 
of this has diminished through the year. Sentiment and 
activity have been affected in 2018 and this theme is 
likely to continue over the next few years. The IMF has 
indicated that the tariffs imposed so far have not had 
significant effects on global growth (about 0.1-0.2%), 
however, these effects could intensify if the additional 
tariffs are imposed, causing widespread escalation and 
feedback loops in financial markets. The role of China in 
the global economy will be crucial to this as a dogmatic 
approach to trade that isolates China could create a 
global Cold War.

A certain amount of instability was also seen in Asian 
and emerging markets as they reacted to the possibility 
of trade disputes, whilst at the same time the strength 
of the US dollar hit those emerging markets that have 
more dollar linked economies. The dollar’s strength was 
a constant theme in 2018 reflecting the Fed’s policy of 
raising rates.

Despite the negative picture painted by most asset 
classes, global growth is predicted to be relatively robust 
in 2019 although most commentators believe that we 
have passed peak growth and that the next few years will 
see a gentle moderation with greater divergence across a 
broader range of countries.



ISSUE 23 13

EQUITY MARKETS OVERVIEW

The year started with what was termed a ‘melt-up’ as 
US stocks raced ahead to be 3% higher after the first 
week in January and looked to be carrying on from a 
very successful 2017. The positive sentiment continued 
for several weeks but as we know, since February, a very 
different course has been taken. The final quarter, and 
more specifically the final month of the year, resulted in a 
very unsatisfactory year for world equity markets overall. 
The rise of volatility at the beginning of the year set the 
tone, as investors in inverse volatility funds saw their 
assets diminish as the funds buckled and this rippled 
through the US stock market and then more globally. 
We have also had the continuing issues for the global 
tech stocks, which started with Facebook and Cambridge 
Analytica but affected many of the large US tech giants 
at different points and in different ways. One of the main 
influences on the wider global markets was the ongoing 
strength of the dollar, which continues to be painful for 
emerging markets with large dollar borrowings. In the 
background, rate rises were continuing in the US and 
looked to be increasing in frequency, which worried 
investors in October and led, in part, to the recent 
worries over further US tightening in 2019. Asia, Europe 
and emerging markets proved to be the most difficult to 
negotiate last year, more specifically the more domestic 
mid and smaller cap stocks. Most regional stock markets 
have struggled in this environment. 
 

UK

It is not surprising that the UK economy took a downturn 
in economic growth in 2018 after a strong 2017, as Brexit 
issues came more to the fore and company executives 
prepared for the possible outcomes. There is still hope 
that a deal will be struck before the March deadline but 
it has become increasingly unpredictable as to which way 
the balance is tipping. The downside of the uncertainty 
is obvious from a company perspective with less inward 
investment taking place and more contingency planning. 
The stocks on the UK market have much of this priced in 
and there are some managers that now see some value in 
the UK market. The safe position for those invested has 
been to invest more into the mega and large cap stocks 
that have global earnings, are more insulated from the 
domestic issues and that may well benefit from a further 
fall in sterling. Domestic mid and small cap stocks suffered 
this year as they took the brunt of the uncertainty. Not 
all the issues facing the UK were domestic, however, 
as global issues also influenced markets particularly the 
slowing of European growth linked to the issues faced by 
the larger economies both politically and economically. A 
slow-down in UK growth prospects also has a knock-on 
effect in Europe. More generally, the UK economy is not 
in bad shape and has a resilience built in from its global 
trading position and strength in financial services, which 
has been robust so far. Any further moves to relocate 
banking and other services away from the UK will be 
damaging in both the short and the long term.
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GLOBAL MARKETS BULLETIN (CONT.)

US
The world’s largest economy has continued to prosper 
in 2018 with the economy growing at over 3%. This has 
undoubtedly been helped by the support offered in tax 
cuts and incentives to repatriate foreign profits initiated 
by president Trump at the beginning of the year. His 
ability to get things done has now weakened, particularly 
since the recent mid-term elections, which saw his 
majority in congress reversed. The other overriding global 
influence has been the continuation of the trade spats 
with China with both sides applying ‘tit-for-tat’ policies. 
At the moment, this has not been a huge influence on 
global trade as it has been at the periphery of traded 
items but the fear is that it could easily escalate and 
markets across the globe have been influenced by the 
news surrounding this during the year. The other major 
global influence has been the US dollar. The strength 
of this in 2018 has not been surprising as it has been 
influenced by the continued raising of Fed policy rates 
but the effect on other markets has been more of an 
issue and it has certainly influenced how emerging stock 
markets have performed this year. The S&P 500 has 
had a poor year despite strong economic growth and 
favourable employment and inflation data, with political 
and global economic issues still weighing on investor 
sentiment. Many investors have seen strong earnings 
data support market valuations but there is perhaps 

doubt that this can continue, now that the tax cut effect 
is wearing off and wider global growth is deteriorating. 
2019 predictions for US growth are still good and 
with little wage and inflationary pressures this may still 
provide a positive picture for their equity market in 2019.

Europe
The growth and recovery in Europe that attracted many 
investors in 2017 was surprisingly absent in 2018. 
The uncertainty caused by regime change and political 
shifts to a more populist environment should not be 
underestimated. Italy has proven to be a difficult problem 
for Brussels as they continue to resort to non-EU methods 
of resolving the budget issues that they face. As well as 
political disruption the decision by the ECB to reduce and 
then stop its bond purchase programme made for more 
nervous markets. The ECB has been less of an influence 
on global trends than the Fed in the US but the decision 
to follow other major global central banks into reducing 
support has been a factor in the rise of volatility in 
European bourses.

The slowing of the Chinese economy has had a definite 
effect on the economies of France, Italy and Germany, 
and another negative for European growth was the 
slowdown in the global auto sector, especially the diesel 
market, which resulted in an economic contraction in Q3 
in Germany. The French economy has struggled more 
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than expected in the last quarter as the protests on fuel 
have seen executives’ confidence about business fall 
in December for the third month in a row, to its lowest 
point since November 2016, while new orders declined 
for the first time in 34 months. A closely watched 
survey of purchasing managers’ confidence in France’s 
manufacturing and services sectors dropped to 48.7 in 
December, below the expectations of analysts polled by 
Reuters. Although valuations in Europe are still attractive, 
investors are not as keen as in early 2018 because of 
these other politically induced factors.

 
Asia
As is usual with this sector, the data tends to be 
dominated by China and, in this quarter, by the 
relationship with the US. China has seen a slowdown 
in growth rates to around 6%, much higher than the 
western world, but lower than the previous years. 
The tariff related issues are a major concern for many 
companies on both sides of the political arguments with 
rates of 10% holding out for the moment but the fear is 
that these will get raised to higher levels causing further 
global contagion. The Chinese authorities are aware of 
the damage being caused to the country by the trade 

dispute, with the announcement of President Xi’s right-
hand man Wang Qishan’s involvement signifying how 
important the Chinese take this. A trade dispute at a 
time when the country is trying to de-leverage has not 
made life easy for Xi. The economy is clearly slowing, 
with the manufacturing PMI index at 49, the weakest 
since early 2016. The slowdown in both autos and 
smartphones, two industries especially important to 
China, have compounded problems. President Xi will 
have to find a balance between giving ground on trade 
which will clearly help the economy, but doing it in a 
way which avoids risking his nationalism credentials. 
One small plus for the global economy has been the 
significant fall in the oil price, with US WTI trading 
below US$50. Most recessions have occurred when the 
oil price is rising not falling.

The trade war with China has demonstrated that Trump, 
together with some of his closest advisors, are signalling 
a determination not just to take a hard line on trade, but 
also on intellectual property ‘theft’ with perhaps a bigger 
longer-term aim to confront China’s threat to US world 
dominance. The wider region’s manufacturing sector 
virtually stagnated in October and November, likely 
impacted by elevated global trade tensions and weaker 
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growth in China. Meanwhile, trade figures for October 
have been mixed. Singapore and Malaysia saw a pick-up 
in export growth, with Malaysia’s trade surplus reaching a 
multi-year high. On the other hand, the Philippines’ trade 
deficit surged due to the government’s infrastructure 
drive, which has sucked in imports, while Indonesia 
reported limp export growth and Thailand’s trade balance 
worsened year-on-year. Looking ahead, ASEAN should 
continue to grow at a healthy pace, private consumption 
should be supported by wage gains and strong labour 
markets, and fixed investment ought to expand robustly 
– GDP growth for the region is expected to come in at 
4.9% in 2019. If the US dollar weakens, this area could 
benefit significantly.

Japan
The fall in Japan’s GDP in the third quarter was attributed 
to the effect of the natural disasters that took place in 
2018. The expectation is, however, that as data becomes 
available on the fourth quarter this position will become 
more positive, indeed, business sentiment at Japan’s major 
manufacturers improved in quarter four, following declines 
in the previous three quarters of 2018, according to the 
recent Tankan survey by the Bank of Japan. The Tankan 
index for large manufacturers held steady at 19 in the 
fourth quarter, compared to a median forecast predicting 
a two-point fall point from economists polled by Reuters. 
More recently, the threatened increase in the consumption 
tax planned for October 2019 has been tempered by a 
series of tax breaks for housing and cars that it hopes will 
avoid a plunge into recession that occurred the last time 
this was done in 2014. 

One of the hopes for Abenomic policies is that inflation 
will come back into the system, boosting company profits, 
allowing wage increases and helping to reduce the 
national debt burden. This has been partially successful 
but the November data suggests this is weakening below 
the 1% target. The recent data indicates core inflation has 
fallen to 0.8%. The currency is also a concern for investors 
as the recent strength in the currency following global 
uncertainty is a longer-term threat to Japanese economic 
output. The trading concerns highlighted by the US - 
China trade problems have not yet had a significant impact 
on Japan’s exporters but any escalation may prove more 
problematic.

Emerging Markets

Emerging markets have been at the forefront of losses 
for sterling investors in 2018 with the higher levels 
of volatility affecting returns as has been the pattern 
for these markets over many cycles. Pessimism about 
future global growth, the US-China trade conflict, 
rising US interest rates and a strengthening US dollar 
have led emerging market (EM) investors to switch to 
more defensive stocks in recent months. October saw 
technology-related stocks record double-digit declines, 
while the utilities and telecommunication services 
sectors fared much better. More recent global declines in 
technology stocks such as Apple have certainly affected 
suppliers in emerging and Asian markets but not consumer 
facing stocks such as Tencent and Alibaba. The fact is 
that this is a very different world from past crises: most 
emerging countries have floating exchange rates, current 
account surpluses and more favourable debt levels than 
their developed market peers. Moreover, Turkey accounts 
for less than 1% of the MSCI Emerging Markets Index, 
while Argentina is not in the index, and its weighting 
is expected to be even smaller than Turkey’s when it is 
included in 2019. In terms of trade concerns and rising 
tariffs between the United States and China – this may 
provide further focus toward greater regional agreements. 

For example, tensions between China and Japan have 
started to ease, resulting in Japanese Prime Minister 
Shinzo Abe visiting China in October to discuss increased 
cooperation, the first such trip by a Japanese prime 
minister since 2011.

The long-term structural case for EM continues to 
centre on demographics, consumption and technological 
advances. The dollar has proven to be a link that some EM 
countries struggle to break, especially those with larger 
borrowings but whilst market falls have been higher than 
Asia the delta has not been as significant as in previous 
market downturns. As with Asian markets a weakening of 
the dollar could result in significant market improvements. 

October saw technology-related 
stocks record double-digit 
declines, while the utilities and 
telecommunication services sectors 
fared much better.
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Fixed Interest

The story of 2018 has been of regional disparity in fixed 
interest markets, with the US and UK increasing rates, 
whilst there have been country specific, often political 
factors, affecting fixed interest markets elsewhere. 
Despite raising rates in 2018, the US 10-year Treasury 
bond return was positive for sterling investors. Brexit 
uncertainty was heightened as the announcement of a 
Withdrawal Agreement between the UK and EU drew 
widespread criticism. Ten-year gilt yields fell from 1.57% 
to 1.28% in the final quarter of the year delivering a 
small positive return for investors. The Bank of England 
increased rates in August. In Europe, 10-year Bund yields 
declined from 0.47% to 0.24% as data remained weak. At 
its final meeting of the year, the ECB confirmed it would 
end its bond purchase programme, but downgraded 
its growth and inflation forecasts for the year. Italian 
10-year yields were volatile and, overall, fell from 3.15% 
to 2.74% as the government reached an agreement 
with the EU on the budget, having reduced its fiscal 
deficit target to 2.04% (previously 2.40%). Italy has now 
reached agreement with the EU which keeps it out of the 
‘excessive deficit procedure’, where the EU monitors a 
country’s debt. In a weakening economic situation there 
is greater likelihood of yields falling and investors are 
anecdotally starting to add more duration to portfolios 
with a recessionary environment more likely in the next 
twelve months.

The corporate credit market has been in step with 
government markets, with spreads quite tight for most of 
the year giving little additional value to investors.  

Corporate bonds had a challenging quarter and 
underperformed government bonds. A deterioration of 
risk sentiment led to the broad-based underperformance 
across investment grade credit sectors relative to 
government bonds. High yield was weak, led down by 
the energy sector, particularly in the US. Over the year 
high yield investors have had a better level of return 
thanks in the main to the strength of the US market and 
low default levels.

The outlook for fixed interest is mixed for 2019 with 
more rate rises looking likely in the US but much more 
uncertainty elsewhere. EM debt has perhaps the 
strongest potential but this is woven in with greater risk. 

Ten-year gilt yields fell from 1.57% 
to 1.28% in the final quarter of 
the year delivering a small positive 
return for investors.
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PROPERTY

Although the UK commercial property asset class has 
fallen out of favour in recent years, this was one of the 
few asset classes in 2018 to deliver positive returns, 
mostly from income. There continue to be sensible 
reasons to have an allocation to property in a diversified 
portfolio given its diversification benefits and lack of 
correlation to other asset classes. Whilst liquidity in 
open-ended funds can be an issue at pressure points, if 
investors recognise the stability of the yield component 
and are prepared to take a longer-term view, then 
property can be an effective element in a portfolio.

The UK commercial property market remains stable but 
returns have moderated compared to the previous few 
years. The potential outcomes of the Brexit negotiations, 
and negative connotations for the London property market 
in particular, are leading many UK fund managers to reduce 
or avoid central London property, although the market 
continues to be supported by strong overseas demand. 
The area of distribution / logistics / warehouses remains 
popular due to the demand for last mile delivery, same day 
delivery, click and collect etc. but this is pushing up prices. 
The retail sector continues to struggle with profit warnings 
and financial difficulties announced from a number of high 
street retailers, such as Mothercare, Carpetright, Toys R 
Us and John Lewis, as internet shopping continues to take 
market share, so fund managers need to be very selective in 

this area. Liquidity levels within commercial property funds 
remain above average in many cases, which is a longer-term 
fall-out from the EU referendum result and the subsequent 
investor sentiment towards the asset class, and this may 
continue for some time, which will impact absolute returns.

The global REIT / property securities market is sensitive 
to interest rate movements and is dominated by US assets 
within the global REIT space, therefore the path and 
outlook for US interest rates and US economic growth 
will be important influences on future returns. The fixed 
income market may not price in the same interest rate 
path as the Federal Reserve forecasts, so there is the 
potential for a negative knock-on effect to property 
securities/REITs should markets need to re-price.

There continue to be sensible 
reasons to have an allocation to 
property in a diversified portfolio 
given its diversification benefits and 
lack of correlation to other  
asset classes.
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Intra-regional moves in equity markets in 2018 can be 
explained by the fact that until the end of the third quarter 
the US was the only major economy growing above trend 
having outperformed consensus. In particular, the EU 
and China had disappointed. This divergence in growth 
among the major regions and the policy consequences of 
that divergence also explained the changes in asset prices, 
including the rise in the dollar and the underperformance 
of the emerging world, with global GDP expectations 
favouring the US currency, in complete contrast to the 
events which occurred the previous year.

Looking at the fundamental factors driving markets, fears 
of economic growth slowing too quickly and monetary 
conditions tightening too fast (via higher interest rates 
and the ending of QE) are the principal reasons behind 
the dramatic and very unseasonal declines in equity 
markets globally. In combination, slower economic 
growth and tighter monetary conditions set up a 
potentially dangerous position for a world still deeply 
in debt and where Central Banks have relatively little 
ammunition, especially outside of the States, with which 
to fight an economic downturn. Global tensions mean 
the scope for a coordinated policy response are much 
less favourable than in 2008/09. Put succinctly, the 
Central Banks’ normalisation process is colliding with 
slowing global growth and has the potential to make 
things worse, at a time when Trump’s ill-timed trade war 
has cast further doubt on the outlook for global activity.

At this point the recession probability has risen, but not 
yet to high levels and the yield curve has not inverted. 
There remains scope for worst case outcomes to be 
avoided, but this will need some positive developments 

in terms of Fed policy and some form of resolution of 
the trade disputes occurring globally over the next few 
months. There are reasons to believe the odds in favour 
of these occurring have improved, but it is impossible to 
be dogmatic about this. Even if correct, immense technical 
and psychological damage has been done to equity 
markets. 

Fundamentally, the economic political and geo-political 
landscapes will remain much more challenging than had 
appeared to be the case 12 months ago, so any recovery 
in equity markets is likely to be contained below the highs 
seen during 2018.

Markets today are not at the level they were at the 
end of January 2018. One significant plus of this is 
that valuation levels have improved significantly post 
the market correction with few markets now trading in 
expensive territory as long as significant earnings declines 
do not occur. Inflation has not picked up as many feared 
with wage growth, at best, only around the 3% level. 
This will make it easier for Central Banks to ease off from 
tightening monetary conditions. The fall in the oil price 
is also positive for continued muted levels of inflation. 
Government bond yields are little changed over the past 
12 months providing some valuation support for markets 
when the earnings outlook stabilises..

Ken Rayner & Graham O’Neill 
RSMR - Januaury 2019

SUMMARY
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