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Foreword

Global stock markets have been unsettled by political and economic uncertainty
recently, and swung significantly between gains and losses in the final weeks of 2018.
President Trump’s criticism of the Federal Reserve’s latest interest rate rise added
to concerns that US consumer demand may be cooling. Meanwhile, trade tensions
between America and China continue despite a temporary truce.
As long-term investors, we’re committed to filtering out the short-term noise in
order to remain focused on enduring investment themes. Our lead article considers
General Electric’s plight and what this means for the wider bond market. Although
we do not see a threat of contagion from its deteriorating credit rating, we will be
watching the Fed closely as further rate hikes could turn up the pressure on bond
markets more generally.
After nine years of global economic growth, investors are thinking about the
prospect of the next downturn. On page 5 we assess the threats to traditionally
defensive sectors. We consider what areas could be the next safe havens and
encourage investors to keep an open mind when searching for defensives.
On page 6 we look at how US technology firms have blossomed in the 21st
century, with other sectors unable to keep up. Yet with anti-trust sentiment rife, large
US tech firms will be dependent on political developments at home and abroad to
make it through the next year unscathed.
At the start of December, parts of the US Treasury yield curve inverted for the
first time in more than a decade. As one of the most reliable predictors of economic
recession, our penultimate article explains what the yield curve is and what its
inversion might be telling us. History does not suggest that investors should cut
equities as soon as this happens, but a more defensive positioning within equities
may be prudent.
In our final article on page 9, we look to Dr Copper to take the pulse of the global
economy. In particular, we find a strong correlation between the price of copper
and economic growth in China, the source of half of global copper demand. But the
correlation comes with a significant lag, so any prognosis from Dr Copper may not
be very timely. The latest economic data from China suggests growth in the world’s
second largest economy is holding up okay.
I hope you enjoy this edition of InvestmentInsights. Please visit rathbones.com to
explore our latest views on the issues shaping financial markets this year and beyond.

Julian Chillingworth
Chief Investment Officer
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Dinosaur or canary?

Is General Electric’s slipping credit
rating a warning to all bond investors?
Witnessing a former great fall from grace is never pleasant viewing. When it is an exbond market darling, and you are watching its credit rating fall away from top-notch
AAA to the opposite end of the investment-grade scale, it makes very painful viewing
for bondholders. This has been the fate of General Electric (GE), the largest company
by market capitalisation earlier this century, and its bondholders in 2018.

If GE were to fall another few notches
down the ratings scale and tumble out
of the investment-grade league into junk
status (below BBB-), could this spell
danger for the wider bond market?
We are not forecasting that GE will be
downgraded to junk, otherwise known as
high yield. While GE bonds have recently
been downgraded to BBB+ by the three
major credit-rating agencies, they have
all marked the outlook as stable. Still, it’s
prudent to consider the possibility given
the current issues facing the business
and the fact that GE bonds are trading
below the rest of the BBB+ market,
suggesting more ratings cuts are being
priced in.
The first point to note is that GE has
a lot of debt outstanding. In fact, it has
more than $110 billion in outstanding
bonds, with more than $25 billion due to
redeem before the end of 2020 (figure 1).
Given that the entire US high yield index
has a face value of just over $1.2 trillion,
this would boost it by nearly 10%.
The sheer magnitude of GE’s debt
pile means that any forced selling by
passive funds and other investors who
are only mandated to hold investment
grade bonds means that prices for all
high yield bonds could suffer (yields go
up) from the increase in supply relative
to demand.
In fact, we think there would likely be
some ‘dislocation’ in high yield markets
for a few days, especially for longer-dated
bonds, with minimal appetite to buy
amid the wave of selling.

bonds to cover those redeeming in the
next two years, although the company
may well look to redeem this debt
without replacement, funded from other
sources, such as asset sales.
The above all sounds rather negative,
and indeed it would probably be a
challenging period for the high yield
market. However, it is worth considering
that the face value of the US high yield
market has shrunk by nearly $60 billion
since February 2018, and is now $150
billion smaller than its recent peak
in 2016 (figure 2). While some of this
has been siphoned off to the growing
leveraged loan market, we think it would
be reasonable to expect that, given time,
the high yield market would be able to
cope with the increased supply, all else
being equal.
We think the more important
consideration is how a fall into junk
status by GE might impact the wider

The face value of the US high
yield bond market has shrunk
by nearly $60 billion since
February 2018, and is now
$150 billion smaller than its
recent peak in 2016.

Figure 1: Outstanding debts
GE’s total outstanding debts are more than $110 billion; all of GE’s debt represents about 10%
of the total value of the US high yield market.
Total value of GE bonds maturing (US$ billions)
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More expensive to service
It is also worth considering the increase
in interest cost for GE if it were to issue

corporate bond market. Should we take
this as a warning? Are we likely to see
other companies with large debt piles
suffer a similar fate?
Reading too far into the fate of GE
is dangerous, as some of the issues that
have beset the company are certainly
unique to them. For that reason, we
don’t think a wider trend of downgrades
to junk, and significant lasting fall in
corporate bond valuations is likely.
However, it may be that those
companies that have undertaken ‘jumbo’
debt issuance to complete mergers and
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Dinosaur or canary?

acquisitions and haven’t reduced debt
as quickly as initially forecast suddenly
come under heavy scrutiny. Investors
(and credit rating agencies) have
generally been fairly forgiving of these
companies over the past couple of years,
but we could see this tide turn fairly
quickly. In fact, Moody’s recently placed
Anheuser-Busch Inbev on watch for a
downgrade to its rating (and have since
downgraded its senior unsecured debt
one notch), citing its slow path to paying
off the debt used to buy SABMiller in
late 2016. Following this warning, the
company announced a halving of its
dividend to accelerate its debt repayment
— good news for bondholders, but at
shareholders’ expense.
Investors will probably be keeping
a close eye on cashflows, or any lack
thereof. Poor cashflow generation has
certainly been a concern in the case of
GE, and justifiably so. A lack of cashflow
for a highly indebted company causes
concern for bond investors on two
fronts — covering interest payments and
repayment of capital when the bonds
reach maturity. This also has spread
across to equity investors, with both
companies we have mentioned so far
cutting their dividends substantially
(in the case of GE by 92%) to focus on
reducing debt.
From the bottom up
So while we don’t believe GE’s plight is
a warning for the wider market (even
if it were to be downgraded to high
yield), it does provide a timely reminder
of the value of bottom-up analysis. It
certainly seems an apt time to review
bond holdings in companies with large
debt burdens and consider if we remain
confident in the fundamentals. In fact,
where this is the case, we have seen
some interesting opportunities arise after
valuations have become more attractive
in the past couple of months.
The path of US interest rates remains
a key variable to monitor when it comes
to high yield markets and indeed
markets as a whole. Corporations have
benefited from extremely low lending
rates in recent history as a result of
exceptionally low official interest rates
and the Federal Reserve’s (Fed’s) bond
buying, or quantitative easing (QE)
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programme. With the Fed now a few
years into its hiking cycle and reducing
the huge stockpile of Treasuries it has
accumulated during the QE process,
borrowing rates are on the rise for
corporations.
Given high-yield issuers tend to issue
shorter-dated bonds (and hence have
to issue bonds more frequently), they
will feel the impact of rising rates before
the wider market. Earnings relative to
interest payments (the interest coverage
ratio) will also decline unless earnings
rise sufficiently to cover the higher
interest costs.
We have remained sanguine about
the path the Fed is likely to tread on
future rate hikes, holding that structural
impediments will prevent them from
raising interest rates more than another
two or three times in 2019. The Fed’s
December meeting provided the
confirmation we were looking for. Still,
any further increase in interest costs
will add to the problems facing highly
leveraged companies, and this is what we
will be watching closely in the coming
year.

While we don’t believe GE’s
plight is a warning for the
wider market (even if it were
to be downgraded to high
yield), it does provide a timely
reminder of the value of
bottom-up analysis.
Figure 2: A shrinking market
The face value of the US high yield market is $150 billion smaller than its recent peak in 2016.
Face value of total US high yield market (US$ trillions)
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Are you safe with defensives?

Today’s defensives may
not be fit for tomorrow
As we reach nine consecutive years of
global economic growth, investors are
not planning celebrations. Instead, they
are becoming increasingly preoccupied
with when the next downturn will take
place, and in what form. With many eyes
tracking the inverting yield curve (see
‘Who’s afraid of the yield curve?’ on page
8), concerns over a possible recession
naturally put investors on the defensive.
But this time, defensive shares are
considerably more expensive than their
more cyclically sensitive counterparts.
Everywhere but the US, the economic
recovery since the global financial crisis
has been more muted and fitful than
in the past. This fragile recovery made
investors cautious, so when they started
shifting from safe assets into riskier ones,
many chose lower volatility equities, or
‘bond proxies’ (figure 3).
As central banks cut interest rates to
ultra-low levels, bond prices rose, as did
the price of bond-like assets. This meant
that lower-risk equities, or defensives,
were re-rated by investors and performed
broadly in line with cyclicals, despite
the latter being more highly geared to
improving economic conditions.
Cause for concern
We have concerns about the welfare of
several traditionally defensive sectors.
Consumer staples face change as lowered
barriers to entry give rise to challenger
brands who use social media to target
audiences cheaply and effectively.
Younger generations have different
consumer behaviour and tastes to their
predecessors and consumer staples
have to keep up. Social responsibility
is becoming increasingly important as
millennials scrutinise company ethics
before purchase.
Shopping online has become the
norm but that isn’t good news for
supermarkets, which are traditionally a
defensive safe haven. The sector faces
stiff competition from Amazon Fresh
on one side and German discounters
Aldi and Lidl on the other. Tobacco

companies are facing challenge as
their regulators try to shift smokers to
‘reduced harm’ smoking products, such
as e-cigarettes and heated tobacco, while
also ensuring that these newer products
do not appeal to children.
Healthcare and pharmaceuticals
usually enjoy relatively stable demand
throughout the economic cycle
but are currently facing increased
scrutiny over drug pricing in the US,
where rising healthcare costs are a
major political issue. They also face
increased competition for established
biopharmaceutical products from
generic-like ‘biosimilars’. Aerospace and
defence are beset by political concerns
around supplying Saudi Arabia, following
the killing of journalist Jamal Khashoggi.
In the UK, utilities are facing a
more punitive regulatory outlook and
possible nationalisation if Jeremy
Corbyn’s Labour Party comes to power.
Quasi-utilities, such as telecoms, have
disappointed because of their weak
revenue progression and a failure to earn
decent returns on capital invested in 4G
networks.
Thinking more creatively
Given the challenges traditional
defensives face, investors have to cast
their net more widely to find safe havens.

There are some defensive plays in more
traditionally cyclical sectors if you know
where to look. For example, media is
generally cyclical because of advertising,
but actually, there are elements within
it, such as academic publishing and
business analytics, which should prove
more resilient.
In technology, software has
traditionally been quite cyclical as
software licence sales have relied on
notoriously cyclical corporate capital
spending budgets. However, more
recently, software companies have
shifted to a cloud-hosted Software as
a Service rental model, which not only
means they have annually recurring
revenues, but also that they can increase
their addressable market as more
customers can afford to rent rather than
pay an upfront licence fee.
The key to any safe haven is
resilience in demand and cashflow,
and sensible levels of financial gearing.
Investors need to keep an open mind
when scouring the market for defensives.

Social responsibility is
becoming increasingly
important as millennials
scrutinise company ethics
before purchase.

Figure 3: Defensives versus cyclicals
As this chart of total returns shows, consumer staples (a key defensive sector) have performed
broadly in line with industrials (a key cyclical sector) since the financial crisis.
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Dealing with tech’s winners

The technology sector is no
longer flavour of the month
American academia is afire with
allegations of manipulative conduct from
concentrated tech empires and new antitrust theories that will fix the ‘unhealthy’
commerce they are creating. But will
there be enough political pressure to
carry these fringe ideas to prominence?
US technology firms have blossomed
in the 21st century. They have combined
rapidly improving computing power
with the planet’s smartest minds and
extraordinary amounts of low-cost
funding to revolutionise the world.
Investors, businesses and consumers
have all done very well as dreams of
tomorrow have been hauled into today.
Some businesses have been hit hard
by these radical changes, however. Those
incumbent businesses with outdated
business models and too many debts
and old-world assets to freshen up have
been eviscerated. It’s no surprise that
retail has been the main killing ground.
Listed giants in the area tend to have
large amounts of property — leased or
owned — that is no longer as valuable in
a digital economy. In some ways, retail is
going through a similar transformation
to that of the auto industry, when greater
automation and systems seeped into
manufacturing decades ago. Nowadays,
retail shopping is less about swamping
high streets with clothes or sofas in every
size and colour. Far better to save your
property budget for creating a huge and
efficient logistics network to deliver what
consumers want, to their door, overnight
(figure 4).
In this just-in-time environment,
quality data is pivotal. Very few
companies really have this information,
and they tend to reside in Silicon Valley.
This is the crux of the conflict over tech
companies in the information age —
they have built valuable networks from
the ground up which have become
powerful monopolies. You can see
parallels with Standard Oil at the turn of
the 19th century. It grew, acquired and
muscled out all newcomers to spread
the benefits of modern technology

far and wide. Consumers and many
businesses did well out of this, but the
spectre of monopolist price hikes and
overwhelming control of an industry that
would power the next century or more
gave US policymakers pause. They broke
it up to ensure competition reigned
supreme in America. Could the same
happen with today’s tech titans?
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Rising animosity
For anti-trust break-ups to happen,
it needs both to be pushed by the
government and a sympathetic ear in the
Supreme Court, which is the final arbiter
of anti-trust law in the US.
President Donald Trump has been
vocal about wanting to rein in tech
companies. In September, he even went
so far as to ask for a draft executive
order to investigate anti-trust violations
by Alphabet’s Google, Facebook and
other social media giants. No more has
been heard on this front since and Jeff
Sessions, the man in charge of preparing
the order, has since resigned as attorney
general. That doesn’t mean this anti-trust
debate is going away any time soon.
We think the ubiquity and necessity
of the internet to society means those
companies that dominate in the digital
sphere will inevitably come in for greater
scrutiny. It seems that the businesses in

question feel the same way: Facebook
is beefing up its anti-trust law expertise,
hiring the chief of the Department of
Justice’s San Francisco anti-trust division
and recruiting for a Washington-based
lead counsel on competition. Apple
enlisted that specialist help way back in
2011.
Whether Mr Trump’s administration
will force the issue is more complicated,
and not just because of the president’s
erratic nature. There’s a geopolitical angle
at play. Digital technology, from hardware
to social media, and the data created are
pivotal to modern commerce, politics
and defence. And scale matters here to
a greater extent than maybe any other
industry seen before.
Allowing a French-owned rail
company to run your trains or an
American-based retailer to sell groceries
to your people has few detractions
beyond grumbles about profits headed
offshore. But a social media network
run out of a geopolitical rival that
becomes popular in your nation could
compromise your political environment.
Computer chips manufactured
offshore could be altered to mess with
digital infrastructure or spy on your
people. And if your tech companies
fall behind in autonomous vehicles
and other breakthroughs, then your

Figure 4: Moving online
Estimated quarterly US retail ecommerce sales as a proportion of total quarterly retail sales
have been increasing steadily over the past two decades.
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Dealing with tech’s winners

military may become less powerful. This
works both ways, too — as we’ve seen
with the US co-opting its flagship tech
companies to spy on the world. It’s in
the best interests of the US government
to keep its tech companies strong and
pre-eminent.
But, “We the People” and all that.
The American government has to
respond to its voters, and we think that
they could push for greater scrutiny of
the tech giants. Watch for it bubbling
out of the now-Democrat-controlled
House of Representatives, or even Mr
Trump’s office to the chagrin of his
party. Anti-trust ideas could arrive via
a stranger route: Europe. The EU has
a different anti-trust philosophy and
broader scope to meddle with tech
companies. European Competition
Commissioner Margrethe Vestager has
already taken a brace of scalps from US
tech companies over the past couple of
years. These moves could lead to new
ways of dealing with anti-trust in the
technology industry. Some may chime
with American Democrats, who have
shown a penchant for European strains
of policy of late.
The Supreme Court is, well, supreme
If and when the government’s anti-trust
hammer does come down on American
tech companies, their fate will almost
certainly be decided by the Supreme
Court. This is helpful for the companies
themselves because the court has tacked
significantly to the right under President
Trump’s appointment of Neil Gorsuch
and Brett Kavanaugh.
Justice Kavanaugh has a chequered
and limited anti-trust history; flawed
dissenting opinions he has written
suggest he would be reluctant to
interfere with tech monopolies. Justice
Gorsuch is much more interesting. He
is an anti-trust specialist with practical
experience and nuanced ideas about
competition, monopolies, incentives and
using anti-trust levers to spur innovation.
In recent years, several anti-trust cases

have been dropkicked into the stands by
a bench that is overwhelmingly focused
on consumer detriment.
This test is also known as the rule of
reason, whether a business’s monopoly is
due to its superior product, and whether
its size benefits its consumers or not.
Typically this is measured in dollars and
cents, but lately there has been a range
of arguments for including weighing
the use of personal data, effects on
employees and society more widely.
If tech companies are attacked
on anti-trust grounds, it seems likely
that their pursuers will argue for some
variation of either breaking them up into
smaller, focused businesses or forcing
them to share their data with rivals in
return for a fee. Such manoeuvres are
delicate — the companies could become
weak and shrink. Forcing divisions to go
it alone may simply shutter promising
projects that are too embryonic or
obscure to survive alone. Forcing those

with unassailable data banks to licence
access to rivals — essentially turning
them into an information utility — is an
intriguing idea. If done well, the number
of smart people looking at the widest
repository of data on the planet would
skyrocket. That should fuel innovation
in ways that an ageing and increasingly
ossified giant firm is no longer capable
of. The second-most useful thing
Google created was Google Maps,
but it almost didn’t. The project was
blocked by middle managers, so a rogue
senior developer at Google bankrolled
hundreds of camera-mounted cars from
his own wallet to create his vision. They
almost didn’t pay his expenses when he
filed for reimbursement.
Whether US tech giants come
through the coming years unscathed will
depend on political machinations, both
at home and abroad, and the economic
beliefs of two greenhorn Supreme Court
Justices.

Figure 5: Largest S&P 500 companies by market value
Is the tide turning against tech? The latest figures have one tech name dropping off the list,
replaced by Berkshire Hathaway.
Top 5 publicly traded companies (by market cap)
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Who’s afraid of the yield curve?

Why US government bond yields
are scaring some investors
counterparts. Should we be worried?
The problem with interpreting an
inverted yield curve is that the length of
time between inversion and recession
is very inconsistent, and always long.
Because of its inconsistency, the
yield curve doesn’t give a convincing
probability of recession over the next
12 months. This gauge of recession
probability only read 35—40% ahead
of the last three recessions. Today’s
readings suggest a 19—25% chance.

The yield curve is all the rage in the
financial press, with more people
searching for it on Google than at any
time since 2005, which was the last time
it inverted. But what is the yield curve?
What does it mean for it to invert? And
why should we care?
In the US, an inverted yield curve
is one of the most reliable harbingers
of economic recession. It’s such a good
forecaster, so the old joke goes, that it has
predicted 11 of the past nine recessions.
But two false signals and no misses is
exceptionally good going in the world of
financial forecasting (figure 6).
It’s called a curve because it describes
how bond yields typically ‘curve’ up as
the time to maturity gets longer. That’s
because lenders generally demand
a higher yield to compensate for the
additional risk of parting with their
cash for a longer period of time. In
market parlance, the term yield curve
is generally used as shorthand for the
difference between the yields on the
10-year and 2-year Treasury bonds. A
negative reading is referred to as an
inversion, and it’s highly unusual. The
worrying thing is that it signals the
economy may be overheating in the
short run, triggering rate rises that will
choke off future growth.
Sometimes, it’s measured by the
difference between the 10-year and 1-year
Treasuries — we favour this over the
10- to 2-year curve because it’s ever so
slightly more stable, but the two are very
highly correlated. A little-referred-to part
of the curve, the 5- to 3-year differential,
recently turned negative. And judging by
those Google trends, it captured people’s
attention.
The 5- to 3-year curve is also highly
correlated to the more commonly cited
versions. When the former inverts, so
too does the latter (plus or minus a few
months). The 5- to 3-year curve has also
sounded the same false signals in the
past. History suggests its recent inversion
will most likely be followed by the
inversion of its more commonly watched

Source: Datastream and Rathbones.
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Putting the cart before the horse
It is important to remember that the
yield curve is more symptom than cause
of a slowdown. It reflects the fact that
the economy is in danger of overheating
in the near term, and expectations that
yields (and returns businesses can
expect on their invested capital) will be
headed lower over the longer term. This
gap between corporate borrowing rates
and investment returns can be estimated
more specifically using national accounts
data, which, pleasingly, does not yet
suggest that the business cycle is nearing
its end.

Since the mid-1950s the yield curve
has inverted on average 14 months
before a recession. Equity markets only
lead recessions by three to six months.
Selling equities as soon as the curve
inverts could cause you to miss out on
rising equity markets for rather a long
time. For risk-aware investors, missing
out on the final few months of returns
is often prudent. But missing out on the
final few years may be less forgivable.
The last time around it took two years
from inversion to recession.
US equities have often continued
to post decent returns after yield-curve
inversion, especially since the 1980s,
though markets seem to get more jittery
in the initial three months. Following
inversion, less cyclically sensitive sectors
have tended to outperform. US and
UK equities on average tend to be less
sensitive to global economic activity
compared to other markets.
So the bottom line is that history does
not suggest that investors should cut
equities as soon as the yield curve inverts.
But positioning in the more defensive
parts of the market may be prudent.

Figure 6: Predicting the next economic downturn
An inverted yield curve has proved to be a reliable indication of recession, but not its timing.
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Ask Dr Copper

How a widely used industrial metal
takes the global economy’s pulse
Want to measure the pulse of the global
economy? Ask Dr Copper, or so the adage
goes. Copper is all around us. You need
it to build a house, a car and a hairdryer.
The red metal is even one of the most
intensively used raw materials in the
green energy revolution — more electrical
motors, more battery packs (but fewer
internal combustion engines) means
more copper wiring. So demand for
copper ebbs and flows with the ups and
downs of the business cycle.
An expanding economy means
people are building more houses,
exporting new cars, buying more
hairdryers, and therefore using more
copper. In fact, as a crucial, core
component of many products, it is often
ordered by manufacturers well before the
final product comes out of the assembly
line. That’s why a decrease in the
demand for copper can provide an early
indication of weakness in global activity.
A more timely prognosis?
Data confirming economic activity
is generally only available with a
considerable time lag. It can take at
least six weeks for the first, error-prone
estimate of quarterly global domestic
product (GDP). Copper is bought and
sold so often that its price changes by
the second. This instantaneous pricing
in response to changes in supply and
demand is thought to give a much
timelier prognosis on the health of the
global economy (figure 7).
What is Dr Copper telling us at the
moment? And is he really qualified, or
something of a “quack”?
The price of copper fell by about 15%
in 2018. However, the plunge occurred
entirely between June and August. It rose
by about 5% over the final three months
of the year, despite fears about slowing
global growth riling most financial assets,
and it is still 4% higher than it was 18
months ago. Copper prices are volatile
and using a simple statistic, such as the
annual change, would give many false
signals of a contraction in economic

activity. Copper prices also respond to
factors other than demand and supply.
A recent study by the Bank of
England found that a predictive model
based on quarterly changes in industrial
metals prices and the previous quarter’s
GDP growth did a better job at predicting
next quarter’s GDP growth than a model
that used last quarter’s GDP growth
alone. But only just. That said, metal
prices did predict the surprise increase
in global GDP growth in early 2016. Few
forecasters at the time expected a rise in
global growth.
Ask Copper Yi sheng
Back then, forecasters’ pessimism in part
focused on China, which accounts for
50% of global copper demand. In 2017,
China completed 77 of the world’s 144
new supertall buildings (over 200 metres
high). By comparison, there are only
113 buildings in New York City’s current
skyline in that league. Dr Copper is
arguably more Copper Yi sheng.
In fact, we note a very strong
correlation between the price of copper
and our ‘nowcast’ of Chinese GDP
growth over the past few years. Our
‘nowcast’ uses data less susceptible to
error and manipulation to calibrate a
more accurate gauge of activity than the
official GDP numbers.

As a core component of many
items, copper is often ordered
by manufacturers well before
the final product comes out
of the assembly line. That’s
why a decrease in demand can
provide an early indication of
weakness in global activity.

It currently suggests growth is
actually close to the official figures,
although that certainly wasn’t the case
in 2015 and 2016. Interestingly, we find
the strongest correlation when we ‘lag’
our activity indicator by six months. In
other words, the price of copper seems
to respond to Chinese growth with a sixmonth delay.
Perhaps we shouldn’t rely too much
on Dr Copper’s reputation for giving
us an early diagnosis. High inventories
are weighing on industrial output, and
export growth has lost momentum, but
the latest set of figures reported a modest
improvement in spending elsewhere.
Tension between America and China had
started to thaw as 2018 drew to a close,
but we don’t believe the trade war is over
and remain vigilant.

Figure 7: A measure of economic health
Copper prices have provided an indication of upcoming recessions in the past but they are not
always a reliable predictor.
Recession
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Financial markets

Although the world economy continues
to expand, the pace of growth is slowing.
The International Monetary Fund (IMF)
downgraded its forecast for global
expansion from 3.9% to 3.7% in 2018
and 2019 due to unbalanced growth and
ongoing trade tensions.
Throughout the final three months
of 2018, stock markets around the
world were weighed down by investor
concerns about a slowing global
economy and fears of US recession. The
sell-off in America’s technology shares
was particularly brutal, with both Apple
and Amazon’s valuations falling quickly
from their trillion-dollar perch.
Government bond investors were
nervous about rising US interest rates,
and this initially pushed Treasury yields
higher. But the yield on 10-year Treasury
bonds fell back below 3% at the start of
December, with markets doubting the
extent to which the central bank will
raise rates over the coming year. After
spiking to about 1.7% during October’s
sell-off (yields move inversely to prices),
10-year UK gilt yields fell towards 1.2%
over the rest of the period.
In for a penny
Sterling’s Brexit-related weakness
continued. Travellers at some UK airports
heading off before Christmas were barely
being offered one US dollar for each
of their pounds, following a month of
intense Brexit uncertainty. In places,
a pound sterling bought less than one
euro. Against the dollar, sterling was at
its weakest since April 2017, although it
had recovered slightly since Theresa May
survived a challenge to her leadership.
Oil prices were volatile over the period.
In September, they hit a four-year high
with Brent crude trading at more than
$80 a barrel, in reaction to the decision
by OPEC and Russia to maintain output
cuts. But prices then plunged towards $60.
Although some analysts cited concern of
slower demand in 2019, increased output
from America’s shale producers may have
been the bigger driver.
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Past performance is not a reliable indicator of future performance.
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Important information
This document and the information within it does
not constitute investment research or a research
recommendation. Forecasts of future performance
are not a reliable indicator of future performance.
The above information represents the current
and historic views of Rathbones’ strategic asset
allocation committee in terms of weighting of asset
classes, and should not be classed as research, a
prediction or projection of market conditions or
returns, or of guidance to investors on structuring
their investments.
The opinions expressed and models provided
within this document and the statements made are,
due to the dynamic nature of the items discussed,
valid only at the point of being published and are
subject to change without notice, and their accuracy
and completeness cannot be guaranteed.
Figures shown above may be subject to rounding
for illustrative purposes, and such rounding could
have a material effect on asset weightings in the
event that the proportions above were replicated by
a potential investor.
Nothing in this document should be construed
as a recommendation to purchase any product or
service from any provider, shares or funds in any
particular asset class or weighting, and you should
always take appropriate independent advice from
a professional, who has made an evaluation, at the
point of investing.
The value of investments and the income
generated by them can go down as well as up, as
can the relative value and yields of different asset
classes. Emerging or less mature markets or regimes
may be volatile and subject to significant political
and economic change. Hedge funds and other
investment classes may not be subject to regulation
or the protections afforded by the Financial Conduct
Authority (FCA) or the Prudential Regulation
Authority (PRA) regulatory regimes.
The asset allocation strategies included are

provided as an indication of the benefits of strategic
asset allocation and diversification in constructing
a portfolio of investments, without provision of any
views in terms of stock selection or fund selection.
Changes to the basis of taxation or currency
exchange rates, and the effects they may have
on investments are not taken into account.
The process of strategic asset allocation should
underpin a subsequent stock selection process.
Rathbones produces these strategies as guidance
to its investment managers in the construction of
client portfolios, which the investment managers
combine with the specific circumstances, needs
and objectives of their client, and will vary the asset
allocation accordingly to provide a bespoke asset
allocation for that client.
The asset allocation strategies included should
not be regarded as a benchmark or measure of
performance for any client portfolio. Rathbones
will not, by virtue of distribution of this document,
be responsible to any person for providing the
protections afforded to clients for advising on any
investment, strategy or scheme of investments.
Neither Rathbones nor any associated company,
director, representative or employee accepts any
liability whatsoever for errors of fact, errors or
differences of opinion or for forecasts or estimates or
for any direct or consequential loss arising from the
use of or reliance on information contained in this
document, provided that nothing in this document
shall exclude or restrict any duty or liability which
Rathbones may have to its clients under the rules of
the FCA or the PRA.
We are covered by the Financial Services
Compensation Scheme (FSCS). The FSCS can pay
compensation to investors if a bank is unable to
meet its financial obligations. For further information
(including the amounts covered and the eligibility to
claim) please refer to the FSCS website fscs.org.uk or
call 020 7741 4100 or 0800 678 1100.

Rathbone Investment Management International
is the Registered Business Name of Rathbone
Investment Management International Limited
which is regulated by the Jersey Financial Services
Commission. Registered office: 26 Esplanade,
St. Helier, Jersey JE1 2RB. Company Registration
No. 50503. Rathbone Investment Management
International Limited is not authorised or regulated
by the PRA or the FCA in the UK.
Rathbone Investment Management International
Limited is not subject to the provisions of the UK
Financial Services and Markets Act 2000 and the
Financial Services Act 2012; and, investors entering
into investment agreements with Rathbone
Investment Management International Limited
will not have the protections afforded by those
Acts or the rules and regulations made under
them, including the UK FSCS. This document is not
intended as an offer or solicitation for the purchase
or sale of any financial instrument by Rathbone
Investment Management International Limited.
Not for distribution in the United States. Copyright
©2019 Rathbone Brothers Plc. All rights reserved. No
part of this document may be reproduced in whole or
in part without express prior permission. Rathbones
and Rathbone Greenbank Investments are trading
names of Rathbone Investment Management
Limited, which is authorised by the PRA and
regulated by the FCA and the PRA. Registered Office:
Port of Liverpool Building, Pier Head, Liverpool L3
1NW. Registered in England No. 01448919. Rathbone
Investment Management Limited is a wholly owned
subsidiary of Rathbone Brothers Plc.
Our logo and logo symbol are registered
trademarks of Rathbone Brothers Plc.
If you no longer wish to receive this publication,
please call 020 7399 0000 or speak to your regular
Rathbones contact.

Investments can go down as well as up and you could get back less than you invested. Past performance is not a guide to the future.
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Taking the next step
If you want to invest with us, we’d like to speak to you
Call:
020 7399 0000
Visit:
rathbones.com
Email:
enquiries@rathbones.com
For ethical investment services:
Rathbone Greenbank Investments
0117 930 3000
rathbonegreenbank.com
For offshore investment management services:
Rathbone Investment Management International
01534 740 500
rathboneimi.com

@Rathbones1742
Rathbone Brothers PLC
Rathbone Brothers PLC

Rathbones has a long tradition of keeping an
eye on the future. We’ve been speaking to some
of the great thinkers, journalists and writers of
our time in a range of video and audio podcasts,
articles and broadcasts on Jazz FM.
To find out more about the themes affecting
the near future of our changing world watch,
listen to or read the Rathbones Look Forward
series online at rathboneslookforward.com
#rathboneslookforward

