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MARKET COMMENTARY

Global markets are experiencing significant divergence at present, although May saw positive outcomes across most of the major asset classes. 
Yet, within this, we have witnessed Italian frailties, a U.K. rebound, emerging market weakness, a sudden burst in U.S. technology and shifting 
currencies. 

Taken together, the moves reinforce the challenges of short-termism in an everchanging environment. For example, European scepticism is a 
recurring issue that has a habit of resurfacing at unpredictable times. It seems almost ironic that the integrity of the European Union came back in 
the firing line towards the close of the month because of the state of Italian politics. Since the first legislation in 1948, the country has had 28 
different Prime Ministers from 12 different political parties, so the extrapolation of political outcomes into steeply declining asset prices in Italy is 
perplexing.  

The same can be said for currency, where an investors performance for May was largely determined by the domicile of the investor. A U.K. investor 
saw asset values generally rise quite strongly as the value of sterling fell, while a U.S. or Japanese investor saw red amid currency strength.

What started as a hung parliament in the March elections turned for the worse, with a breakdown of party negotiations following the Italian 
President’s decision not to back a proposed Finance Minister. This breakdown left Italy with no prospective leader and was rumoured to create a 
snap election, where the Five-Star Movement (considered a risk to the European block) were a likely beneficiary.

Of course, this fearmongering was found to be short lived, but markets had already shifted. Bond yield spreads jumped significantly between Italy 
and its “safer” neighbours (with the spread between Italy and Germany repricing in the space of days). Equity markets fell similarly, with financials 
in Europe particularly exposed. 

This sudden state of distress may bring back fresh memories of 2011/12 and it is little surprise to see many investors revise their expectations to 
the downside. However, perspective shows that we are not even close to the levels experienced in 2012, with Italian bond yields still less than half 
of what they were. 

Emerging markets continue to experience weakness, struggling in the face of a strong US dollar, trade uncertainty, concerns on the Korean 
peninsula as well as ongoing issues surrounding Latin America (especially Argentina) and Turkey. Emerging market debt did not escape under this 
backdrop, with local currency issuance hurting in a flight to safety. Of note, even developed market corporate bonds ended weaker as credit 
spreads rose, although inflation-protected securities generally held up well.  

As usual, we take the longer-term approach and will look through most of this noise. Political concern is always going to garner the attention of 
pundits, but it rarely affects the underlying fundamental value of assets. While some of the moves over May worked very well for us, such as our 
exposure to U.K. equities, some will not. Emerging market exposure is a good example of this, although the fundamental backdrop remains 
compelling in a relative sense. 

Therefore, avoiding panic and constructing portfolios intelligently continues to be our focus. We believe this will continue to reward investors over 
the long term.
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