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1. Equities 

1.1 UK 

UK equities endured a difficult December, with the main index of large companies falling 3.5%.   
 
Festive cheer was in short supply for the UK retail sector as a number of big-name index constituents 
posted underwhelming performances in the run-up to Christmas. Share prices of supermarkets Tesco 
and Sainsbury’s fell due to lower-than-expected footfall in the busy pre-Christmas period.  
 
Entertainment retailer HMV collapsed into administration for the second time in six years, as owners 
Hilco Capital bemoaned retail challenges amid torrid conditions for the UK high street. Despite 
consolidating and increasing its market share since restructuring in 2008, the brand has struggled to 
adapt to changes in the industry and could become the latest well-known casualty of a particularly 
rough spell for UK retailers. 
 
Falling demand for retail property is thought to be partially responsible for a slowdown in UK 
construction. A survey of industry executives showed the sector was at a three-month low. Meanwhile, 
Brexit uncertainty delivered short-term benefits for UK manufacturing, as stockpiling helped the 
Purchasing Managers’ Index (PMI) to climb. 
 
The pound fell to its lowest level for almost two years. This boosted the share price performance of 
some companies with significant exports and overseas trading interests. A weaker pound makes UK goods 
cheaper overseas and makes profits earned in other currencies worth more when translated back to 
sterling. 
 
The price of Brent crude oil fell once more, finishing December below $54 a barrel. This resulted in 
share price weakness for energy sector companies. 
 
Summary 

UK shares continue to underwhelm 

Sterling falls against other major currencies 

Falling oil price hits shares in the energy sector 
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1.2 US 

US equities suffered heavy losses in December, wiping out the gains made during the rest of 2018. One 
of the reasons for the fall was the Federal Reserve’s (Fed) latest interest rate rise. This has the effect 
of pushing up borrowing costs for households and businesses. Many observers questioned the need for 
higher rates at a time when growth outside the US is faltering. Among the critics was President Trump, 
who reportedly responded by threatening to sack Fed chairman Jerome Powell. 
 
Added to this was political discord in Washington DC, where an impasse over the budget led to a 
government shutdown. At the heart of the dispute is Congress’s refusal to approve funding to build a 
wall on the US-Mexican border, one of Mr Trump’s flagship election pledges. With neither side prepared 
to cede ground, the closure is widely expected to last into 2019, stoking fears it might precipitate a 
slowdown in the US economy.   
 
Strangely, it was efforts by Treasury Secretary Steven Mnuchin to calm the markets that did much to 
damage sentiment. Mr Mnuchin announced he had spoken to heads of major banks and there was no 
need for investors to worry about a shortage of funds for lending. This was a potential risk that had not 
previously occurred to investors - but which now gave them something else to think about. 
 
US economic momentum remained broadly intact. In particular, the labour market continued to 
improve, with unemployment reaching a 49-year low.  However, consumer confidence nudged down, an 
indication of some people’s misgivings about the economic outlook. 
 
Subsequent denials from the White House about Mr Powell’s dismissal and strong US holiday retail sales 
helped trigger a rebound in equities as year-end approached. Nevertheless, the US S&P 500 Index lost 
over 10% in December, and was down 6.6% for 2018; the technology-heavy Nasdaq fell 9% in December, 
and was down roughly 4% for 2018. 
 
Summary 

US share prices fell in December, wiping out the year’s gains 

The Federal Reserve again raised interest rates 

The US government faces prolonged shutdown because of a budget impasse 
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1.3 Europe 

December was another bruising month for European equities amid persistent concerns about slowing 
corporate earnings and economic growth. All the region’s major markets closed lower in December, 
posting losses for 2018 as a whole.  
 
Among the issues concerning investors was the Trump administration's announcement that it will impose 
steel and aluminium tariffs on the European Union, Canada and Mexico. This will pile further pressure 
on the region, particularly Germany, whose export-led economy is already suffering under the US-China 
trade dispute.  
 
Investors were also mindful of the political risks that could potentially destabilise the region. These 
include Brexit, Italy’s precarious financial position and the potential for populist movements to hamper 
economic reform in France. 
 
Economic data underlined the region’s challenges. Figures released in December confirmed that in the 
third quarter the Eurozone economy grew at its slowest pace since the first quarter of 2013. Both 
external demand and domestic consumption waned. 
 
Summary 

European equities fell in December  

Economic data disappoints  

Political risks including Brexit, the Italian budget and reform challenges in France, continue to influence 
sentiment 
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1.4 Other regional equities 

Emerging and Asian markets fell in December, rounding off a challenging year for equity investors. 
Familiar themes precipitated the fall, including concerns about global economic growth and the ongoing 
US-China trade dispute. But it was the Fed’s decision to hike rates that did the most damage. Higher US 
interest rates increase the burden on those countries with sizeable dollar-denominated debt piles, 
notably Turkey and Argentina.  
 
The month started on a positive note. This came after US President Trump and Chinese leader Xi Jinping 
agreed to defer planned tariff hikes. But it didn’t last – and the mood soon soured on scepticism that 
both sides would be able to resolve their differences within 90 days. The arrest of telecoms giant 
Huawei’s chief financial officer in Canada stoked tensions further. Markets in China and Hong Kong fell 
on the news, with technology and telecommunications stocks among the worst affected. Further afield, 
Mexican shares suffered after President Trump announced additional tariffs on aluminium and steel.  
 
Meanwhile, shares in oil exporters slipped after the price of crude fell. Investors are concerned that 
demand might be slowing at a time when US supply is increasing.  
 
On the economic front, China’s manufacturing sector unexpectedly contracted in December. This 
marked the first such move in two and a half years. Elsewhere, finalised data showed that Japanese 
GDP fell by 2.5% in the third quarter – more than double the preliminary reading. The poor performance 
was due to a collapse in capital expenditure in the wake of natural disasters.   
 
In India, the outcome of the recent state elections was worse than expected for the incumbent BJP 
party. It lost all three key heartland agricultural states (Chhattisgarh, Rajasthan and Madhya Pradesh) 
to the opposition INC party. This heaps further pressure on Prime Minister Modi ahead of the 2019 
general election. The abrupt resignation of the head of the Reserve Bank of India did little to help 
Modi’s cause. 
 
Summary 

Markets deliver negative returns 

Fed rate hike weighs on sentiment 

Economic Data disappoints 
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2. Bonds 

Yields moved lower (bond prices rose) in all major government bond markets. This reflected growing 
concerns about global economic growth. Factors contributing to these concerns included the ongoing 
trade war between the US and China; uncertainty over the future path of US monetary policy; unease 
as the Brexit deadline grew closer without the conclusion of a satisfactory deal; a fall in the oil price; 
and Rome’s ongoing dispute with Brussels over Italian fiscal spending. The US Federal Reserve’s Open 
Market Committee voted unanimously, as expected, to raise interest rates towards the end of the 
month, and forecast further hikes in 2019. Despite this, over December as a whole, the yield on the 10-
year US Treasury fell to 2.69%. Meanwhile, the yield on the German 10-year bund fell to 0.24% while 
the 10-year UK gilt yield was 1.27%.  
 
Sterling corporate bonds weakened relative to government bonds, reflecting the aforementioned global 
growth concerns.  Nevertheless, total returns were positive for the asset class. The best performers 
were in capital goods; GE recovered after the company secured a $20 billion revolving credit facility, 
reducing some of its near term financial fears. Housing associations was the only other sector to 
outperform government bonds, reflecting the relatively reliable revenues of these companies. 
Meanwhile, commercial real estate and pub bonds underperformed. The banking sector was most 
positive for total returns, followed by capital goods. By contrast, insurance and real estate were weak. 
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3. Property 

The last few months have been difficult for the UK commercial property market and total returns 
continue to slow. As expected, 2018 has been a weaker year for real estate and full-year returns are 
unlikely to match the double-digit figures achieved in 2017. Ongoing uncertainties surrounding the Brexit 
withdrawal agreement, and the effect that this could have on property prices, have caused investors to 
become more cautious. After delivering returns of more than 10% a year over the last nine years, real 
estate is at a late stage in the cycle and valuations appear expensive in relation to their long-term 
worth.  
 
That said, London offices have held up better than many forecasters expected. Sales of prime assets 
are still attracting a number of bidders but pricing appears to be softer than earlier in the year. 
According to CBRE, around £12 billion of London office assets changed hands over the nine months to 
end-September. This was in line with deals over the same period in 2017, which was the highest level 
in five years. Occupational markets are firm but rental growth is patchy. Vacancy rates remain below 
the 20-year average but fast-growing flexible office providers have dominated take-up. Since those 
providers then re-let that space at higher densities, this burgeoning trend is effectively adding supply 
and contributing to reduced rental tension. 
 
Meanwhile, the retail sector continues to show the greatest weakness as it struggles to cope with 
changing shopping habits, higher costs and weaker consumer spending. Figures to end-November show 
that retail real estate suffered its largest monthly fall since May 2009 (apart from the month after the 
EU referendum in 2016), as investor sentiment collapsed. After online fashion retailer ASOS announced 
a profit warning in December, it is clear that profits are under pressure across all channels. It is not as 
simple as online prospering at the expense of high streets and shopping centres. Overall, this is a crucial 
time for retail businesses and further distress is likely in January. 
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4. Commodities 

Collectively, commodity prices fell over the month, reflected by a decline of 7% in the S&P GSCI, a 
global commodity index. The fall was in large part attributable to further weakness in oil. Brent crude 
has fallen from its October high of around US$85/barrel and is now trading near its lowest level since 
August 2017. The slump reflects concerns that the world economy is weakening at a time when US 
output is surging. So far, production cuts by the Organisation of Petroleum Exporting Countries (OPEC) 
and its partners have failed to reverse the trend.  
 
Trends elsewhere were mixed. For instance, precious metals generally held up well, while certain 
industrial metals, notably steel and copper, were weak. Gold benefited from its traditional status as a 
‘safe-haven’ asset as investors’ appetite for risk diminished. The price of gold finished at $1,283 per 
troy ounce, up around 5% over the month.     
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5. Currencies 

Sterling endured yet another difficult month. The UK currency hit a 20-month low against the US dollar 
at one stage and weakened against other major currencies. Prime Minister Theresa May struggled to win 
parliamentary approval for her Brexit deal. When it became clear that she faced defeat in a Commons 
vote, Mrs May postponed the vote until January. While she won a vote of confidence from her own MPs, 
she failed to gain any additional concessions from the European Union.  
 
Elsewhere, confidence across global markets was at a low ebb; anxieties were heightened by uncertainty 
over the pace of US Federal Reserve interest rate rises and President Trump’s US government shutdown 
in a dispute over funding for his border wall. Over the month, the dollar lost ground against the euro 
and the yen, with the latter benefiting once more from its safe-haven status.     
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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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