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1. Equities 

 

1.1 UK 

The UK stock market rose by more than 3% during February.  Shares in housebuilders were among the 
top performers, helped in part by news of the government’s long-awaited white paper on housing. 
This included a number of measures designed to speed up the development of available land. A £3 
billion fund was announced to help smaller developers build more, and there was encouragement for 
the build-to-rent sector.  

Even before this news, companies in the sector had been flourishing. Shares in Persimmon rose by 23% 
after it revealed rising sales and strong profits, helped in part by the existing Help to Buy scheme for 
homebuyers. Taylor Wimpey, Barratt and Redrow also rose strongly, the latter announcing a 35% rise 
in pre-tax profit in the second half of 2016. 

The UK’s main banks also reported their latest results, which proved mixed. Lloyds Banking Group 
surprised investors, announcing its highest profit since the financial crisis. The surge in profits allowed 
the bank to give something back to investors in the form of a £2.2 billion special dividend. Barclays 
also announced strong results – its pre-tax profits tripled compared to the same time last year. 

However, Royal Bank of Scotland reported its ninth consecutive annual loss. That loss – almost £7 
billion – was exacerbated by mis-selling and conduct charges. Meanwhile, HSBC unveiled a sharp fall in 
full-year earnings.  

Energy and commodities stocks were among the main fallers, retreating slightly from the strong gains 
of the previous month.  

There was further evidence of robust economic growth, even though official data recorded a slight 
downward revision for growth for the whole of 2016, to 1.8%. But this is still one of the highest rates 
of growth among the main global economies.  

However, inflation data was potentially of more concern. Figures showed prices rising by 1.8% in 
January – the highest rate since June 2014. The rise was due to a combination of increases in energy 
prices and the cost of imports, which have gone up due to the weakness of the pound. 

 

Summary 

UK equities strong, boosted by housebuilders 

Mixed bag of results from the banking sector   

UK economy remains in good health, but inflation pressures growing 
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1.2 US 

The US was one of the top performers among developed equity markets. At the sector level, 
healthcare and utilities did well, with the latter – as a sector that tends to pay a relatively high level 
of dividends – benefitting from investors’ search for income as US government bond yields fell. In 
contrast, energy disappointed. Investors were concerned about the rising oil stockpile in the US after 
a report showed that exports had reached a record high of 7 million barrels.  

In an appearance before the US Senate Banking Committee, Federal Reserve (Fed) Chair Janet Yellen 
indicated that the central bank could increase its benchmark interest rate at its meeting in mid-
March. Ms Yellen cited the continuing improvement in the US economy and relatively subdued 
inflation figures. While she repeated previous affirmations that the Fed’s rate-raising programme 
would be slow, she also said that it would be “unwise” to delay for too long.  

In economic news, figures from the Department of Commerce showed that retail sales were up 0.4% in 
January, beating expectations of a 0.1% increase. Sales were up 5.6% compared to the same month in 
2016.   

President Trump delivered his first address to a joint session of Congress on the final day of February. 
Although the topics he covered met with expectations – he made reference to his plans for huge 
spending on infrastructure, the proposed border wall between the US and Mexico and big tax cuts – 
some commentators noted the speech did not contain detail on certain subjects, such as the touted 
‘border adjustment tax’ on imports. 

Finally, US earnings season had nearly drawn to a close by the end of the month. According to 
research from Thomson Reuters, 474 of the companies in the S&P 500 index had made their reports, 
with 68% of those beating expectations. This figure is slightly ahead of the long-term average, but still 
below that achieved in each of the last four quarters. 

Summary 

US stocks ahead over February 

Yellen hints at rate increase in March 

More than two-thirds of US companies beat earnings expectations 
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1.3 Europe 

As a group, European equity markets made gains over February. The best performers at the sector 
level were technology and healthcare. Conversely, consumer services and financials lagged behind.  
The gains came despite concerns about the possibility of a Greek default on debt payments and 
uncertainty ahead of the French presidential election. 

One of Greece’s biggest creditors, the International Monetary Fund (IMF) appeared to soften its stance 
toward the country. After meeting with Germany’s Angela Merkel, Christine Lagarde, the head of the 
IMF, told the German media: “At the present time, no haircut is needed” – meaning she does not 
believe the country has reached the stage where its debt must be written off by creditors. Instead, 
she advocated extensive reform for Greek pensions, income and tax. Earlier in the month, Athens 
agreed to attempt to boost its coffers and therefore its ability to repay the debt by implementing 
significant changes after its current bailout package ends in two years’ time. 

Meanwhile, Germany was confirmed as the world’s fastest-growing advanced economy, publishing 
figures that showed it grew by 1.9% over 2016. Germany also posted its highest budget surplus since 
reunification in 1991, an enviable €23.7 billion. The figure was boosted by record low unemployment 
and very cheap debt finance, a happy by-product of the European Central Bank’s extensive bond-
buying programme. 

Italy’s industrial sector also picked up pace, raising hopes of a recovery following a challenging period 
for the Eurozone’s third-largest economy. 

In company news, French cosmetics company L’Oreal did well in 2016, reporting 5% sales growth and 
improved profit margins. Market-share gains across all of its main markets helped cement its 
leadership in the global beauty industry. 

 

Summary 

European equities make gains 

German economy powers ahead 

IMF softens stance towards Greece 
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1.4 Other regional equities 

Japanese equities made a small gain in yen terms over February, although they lagged behind most 
other developed markets. At the sector level, the best performers were pharmaceuticals and steel & 
non-ferrous metals. In contrast, IT services and real estate lagged behind.  

Early in the month, Japanese Prime Minister Shinzo Abe became the second world leader to make an 
official visit to President Trump in Washington. Mr Trump was keen to emphasise the benefits of the 
close ties between the two countries and the duo are said to have discussed Japanese companies’ 
plans for US investment. In domestic news, there was disappointment on the economic growth front. A 
government report showed that Japan’s economy grew by just 0.2% over the final quarter of 2016. 

Elsewhere in Asia, trading on Chinese markets slowed in the middle of February. This followed an 
influx of initial public offerings (IPOs) on the A-share market and the increase to short-term interest 
rates made by the country’s central bank at the start of the month. However, foreign property 
investment by Chinese companies plunged by 84% last month, as Beijing’s capital controls made 
foreign acquisitions more difficult. 

Turning to Latin America, Mexican equities were slightly down over the month as a whole, although 
data showed the economy grew by a faster-than-expected 0.7% in the fourth quarter of 2016. In 
contrast, Brazilian equities rose following the central bank’s interest rate cut and amid expectations 
of further economic stimulus measures.  

As a group, emerging markets were up in local currency terms over February. At the country level, 
India and China were among the best performers, while Russia lagged behind. 

 

Summary 

Japanese economic growth disappoints 

China raises short-term interest rates 

Indian equities outperform 
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2. Bonds 

Government bond prices continue to be heavily influenced by political considerations on both sides of 
the Atlantic. In the US, yields fluctuated on ebbs and flows of speculation over when the Federal 
Reserve (Fed) would raise interest rates. In the current environment, central bankers’ comments are 
keenly scrutinised for clues on when borrowing costs will rise, and towards the end of February, 
doubts began to grow over whether the Fed would raise interest rates in March. This served to push 
Treasury prices higher and yields lower.  

Market uncertainty also stems from a lack of detail as to the timing and extent of the fiscal stimulus 
that is seen as a key part of President Trump’s economic reform agenda. 

In the eurozone, government bond markets were dominated early on by a jump in the yield premium 
demanded by investors to hold French rather than German debt. At one stage, the spread between 
the yield on French and German bonds reached its highest level in more than four years as investors 
factored in a greater possibility of a presidential election victory for right-wing candidate Marine Le 
Pen. While these concerns abated to some extent as the month wore on, political uncertainties 
remain, with impending elections in a number of member states and the likelihood of an upsurge in 
support for populist, anti-European candidates.  

This boosted demand for ‘safe haven’ government bonds, driving yields lower; the 10-year German 
bund was down 0.23 percentage points at 0.21% at the end of February. The yield on the benchmark 
US Treasury moved from 2.47% to 2.36%. In the UK, the 10-year yield moved sharply down, from 1.42% 
to 1.1%. 

Overall, the performance of corporate bonds was broadly in line with that of gilts in February. 
However, underlying this index move were some substantial sector moves. Banking and insurance were 
strong, with these industries benefiting from a better tone to economic performance. French-related 
bonds performed poorly owing to uncertainty over April’s presidential vote. 
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3. Property 

Following a typical end-of-year flurry, where UK commercial property regained some of the losses it 
experienced over the summer months, the property market appeared to take a breather in January 
(the latest data available). Capital growth was weaker at the start of the year as investors took stock 
ahead of the prime minister beginning formal negotiations with the EU at the end of March.  

While a degree of uncertainty continues to affect the market, investor sentiment remains particularly 
strong towards the industrial sector; this is resulting in competitive bidding for the limited number of 
quality industrial assets that are for sale. The relentless change in retail – the shift to e-commerce 
from physical stores – is driving strong demand for industrial property. And there is little evidence to 
indicate that this will weaken over the short term as retailers and logistics operators try to meet 
customer expectations for ever-shorter delivery times.  

Demand for London industrial assets in particular looks set to remain strong as retailers try to set up 
logistics networks to support the 8.7 million people who live there. London’s population is growing at 
well-above the national average, which is adding to demands for e-commerce. But data from the 
Greater London Authority shows that the total amount of industrial land in the capital declined by 
7.1% over the five years to 2015 as land has been lost to competing uses, especially housing. Rental 
growth in the industrial sector, especially around London, is expected to remain above the long-term 
average as a result. 

Meanwhile, it appears that developers have changed their plans for the old Battersea power station in 
London. More than 3,800 luxury apartments had been planned for this 1930s industrial site, which has 
since been revised following a fall in demand for high-end homes. The overseas developers are now 
planning to create one million square feet of new office space, with Apple set to be the main tenant. 
This continues the trend for creating desirable office accommodation away from traditional locations, 
such as the City and the West End. 
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4. Commodities 

Commodities markets were mixed during February. Industrial metals and oil retreated slightly 
following the previous month’s gains, but the gold price increased more than 3% amid further signs of 
inflation.  

Much of the popularity of gold can also be attributed to uncertainty about the direction of the US 
economy. Gold is regarded as a reliable store of value during times when investors are concerned that 
rising prices could devalue the worth of their cash holdings. 

Demand for gold is also strong in other parts of the world. In Europe, investors are looking to protect 
themselves against political risk associated with the upcoming French presidential election where 
some fear far-right leader Marine Le Pen could deliver a shock victory.  Meanwhile in Asia, the gold 
price is being boosted by an upsurge in demand for jewellery in China after declining sales last year. 

The price of oil has been strong since the end of last year, when the main oil-producing nations 
agreed to limit production to help underpin prices. There are signs that the price has stabilised, 
though. Brent crude finished the month slightly lower, at $56.70 per barrel. 
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5. Currencies 

The euro weakened against both the US dollar and sterling. Nervousness over the outcome of the 
upcoming French election cast a shadow over the single currency. So, too, did receding hopes of a 
speedy resolution to Greek bailout talks and disappointing economic data from the region.  

Sterling faltered towards the end of the month, touching a two-week low against the dollar, as 
investors digested the ebb and flow of news surrounding both Brexit and the Trump administration. 

Meanwhile, movements in the US dollar were largely influenced by changing expectations over the 
timing of the next interest rate rise. As many as three rate hikes are anticipated in 2017, but markets 
appeared in two minds as to whether the first movement would be in March.  
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6. IMPORTANT INFORMATION 

 
The value of investments and the income from them can go down as well as up and you may get back 
less than the amount invested. 

 

If you are unsure about the suitability of an investment you should speak to an Independent Financial 
Adviser who will inform you of the fee they charge for their service. To find Independent Financial 
Advisers in your area, the website www.unbiased.co.uk is very helpful. 

 

This document is strictly for information purposes only and should not be considered as an offer, or 
solicitation, to deal in any of the investments or funds mentioned herein and does not constitute 
investment research. 

 

Equitable Life does not warrant the accuracy, adequacy or completeness of the information and 
materials contained in this document and expressly disclaims liability for errors or omissions in such 
information and materials. 

 

Some of the information in this document may contain projections or other forward looking 
statements regarding future events or future financial performance of countries, markets or 
companies. These statements are only predictions and actual events or results may differ materially.  

 

The reader must make their own assessment of the relevance, accuracy and adequacy of the 
information contained in this document and make such independent investigations, as they may 
consider necessary or appropriate for the purpose of such assessment. Any opinion or estimate 
contained in this document is made on a general basis and is not to be relied on by the reader as 
advice.  

 

No warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether 
directly or indirectly as a result of the reader, any person or group of persons acting on any 
information, opinion or estimate contained in this document.  
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