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Market review - April 2018 

Since 2008, Western states have interfered significantly in the normal workings of capital markets. By 
embarking on truly epic quantitative easing programmes, with no historical precedent, governments and 
central banks have propped up many companies, allowing them to maintain their margins due to the 
artificially cheap cost of capital. 

Businesses that might otherwise have failed in a normal cycle were able to struggle on propped up by 
booming markets and easy money. The rise of passive investing supported this too as capital just flowed 
indiscriminately into markets. 

We may now be approaching the turning point where capital markets start to act normally and these so 
called “zombie” companies finally get recognised for what they are. The government has shown it is 
reluctant to bail out large employers in the UK and more importantly banks will be more reluctant to lend to 
these companies.  

Equity markets appear to have started pricing risk more appropriately, hence the big increase in individual 
stock volatility. Those companies with greater visibility of future growth are outperforming, while those 
revealing disappointments suffer large falls.  

If we are about to embark on an era of more judicious allocations of capital, it means more focused 
investment strategies will be rewarded. It will no longer be ok just buying everything in the market, as 
passive/tracker funds do. It will be back to basic fundamentals: buy equity in businesses that have a clear 
growth trajectory, with excellent management demonstrating an ability to evolve and avoid complacency.  

The same sort of reality check does not seem to have happened in bond markets, where nominal yields 
aren’t compensating investors for the risk they are taking, let alone real (i.e. after inflation) yields. This is 
because interest rates remain very low, particularly in Europe where some shorter-dated bond yields are still 
negative.  

For now, bonds are difficult to invest in, but I expect credit markets to be more volatile over the next two 
years. Volatility creates opportunities, but it is important that fund managers have the flexibility to take 
advantage of this hence our continuing preference for defensive funds which have a broader investable 
universe.  This can include cash, sovereign, corporate and higher yield bonds as well as the ability to take 
currency positions and invest in “alternative” assets.  

If you’d like to review your current financial situation or discuss your investments with us, please get in 
touch.  After a period of strong returns from stockmarkets the recent downturn was an important reminder 
that the investment journey can involve the risk of capital loss as well as gains.  We have recently updated 
our risk questionnaire so if you would like us to assess/ review your attitude to risk please contact us. 
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