Levitas monthly market commentary - March 2019
Global asset market returns
•

Following broad strength in January and February, market performance was more mixed over the course of a busy
March, as fears of slowing global growth were met with responses from policymakers.

•

In the US, the Federal Reserve (Fed) lowered its growth and inflation forecasts, and shifted to a more dovish monetary
policy stance. Its projections show that it now expects the Federal Funds Rate to remain on hold for the remainder
of 2019 before rising by just 0.25% in 2020. It also announced changes to its balance sheet reduction policy, with the
rate of its asset sales set to reduce from May before concluding later this year, and the configuration of its open market
operations changing to shift its balance sheet composition away from mortgage backed securities (MBS) towards
treasuries. As the Fed has stated that the size of its balance sheet will be linked to US GDP, this new policy stance
implies that it will soon become a net purchaser of treasuries, which alleviates some of our prior concerns about the
level of market liquidity later in the year.

•

Indeed, the Fed’s policy shift was generally taken positively by investors, but there was some concern about its view
on the economy. This was demonstrated by areas of the treasury yield curve inverting; an inverted curve is seen by
many as a reliable indicator that a recession is approaching in the coming 12-18 months. Nevertheless, there have been
times when the curve has inverted and a recession has not been forthcoming, and there is an argument that the nonstandard policy measures that have been used in the current economic cycle have distorted this correlation.
Another area of interest in the US was the fact that Special Counsel Robert Mueller published his long-awaited report
in which he stated that he had not found evidence that President Trump had colluded with Russia during the last
Presidential election. Overall, US equity markets made gains over the month, outperforming their global peers.

•

The fluid Brexit process continued to dominate headlines in the UK. At the start of the month, the Prime Minister
suggested that she had gained legal assurances over the application of the Irish backstop, which had been a sticking
point for MPs voting against the Withdrawal Agreement in January. However, the UK’s Attorney General subsequently
opined that these assurances held no legal sway and the government was again defeated in a second meaningful
vote on its Agreement. Parliament subsequently voted against a no-deal secession at any time and then to extend
the Article 50 deadline, while the EU agreed to delay the secession date until 12 April to allow for the government to
propose alternative plans, or 22 May on condition that a Withdrawal Agreement manages to pass a meaningful vote.
The process was thrown into further uncertainty when the Speaker of the House of Commons, John Bercow, blocked
the Prime Minister’s attempt to hold a third meaningful vote on the basis that Parliament cannot be forced to vote
on the same motion twice within a single session. Uncertainty then rose further as the government was defeated in
a motion whereby Parliament sought to take control of the process. Following this, a series of indicative votes were
held on a range of potential alternative options to progress the process, albeit these were non-binding and the Prime
Minister stated in advance that she would not take any course which contradicted her election manifesto. In any case,
none of the options were able to find a supporting majority.

•

Towards the end of March, the Prime Minister committed to leave her post if her Agreement was passed; however, an
indicative vote (not a meaningful vote) showed that it continues to lack the necessary support of Parliament. As such,
the process remains in limbo, with Parliament struggling to find direction and the UK set for a no-deal secession on 12
April unless an alternative plan can be formed. Given this, it appears that the UK could be heading towards a general
election if the government is unable to find a suitable path to proceed with Brexit; most recent opinion polls show the
Conservatives and Labour closely matched.

•

While the domestic political situation continued to deteriorate, the UK economy performed better than expected,
albeit growth remains heavily subdued by Brexit uncertainty. The Bank of England again stated that the monetary
policy outlook will be dependent on Brexit and noted the risks of a no-deal secession. In spite of the apparent rise in
political risk, sterling made significant gains over the quarter. Meanwhile, UK-based multinationals outperformed their
domestically-focused peers, with the former boosted by sharply rising oil prices and the latter held back by the rise in
political risk.

•

In China, the government reduced its GDP growth target from 6.5% for 2018 to a range of between 6.0%-6.5% for 2019. It
also pledged to use moderate fiscal stimulus to continue to support the economy during its growth slowdown, saying
that the impact of the recently announced tax cuts could exceed prior estimates. Meanwhile, the People’s Bank of
China (PBoC) said that there is room for the implementation of further monetary stimulus, even as the government
seeks to control the rate of credit creation.  

•

Despite these promises, both Chinese and emerging market equities underperformed their developed world peers, albeit
they both achieved positive absolute returns; investors had been hopeful for more forceful stimulus at a time when the
slowdown in global growth is expected to weigh more heavily on export-dependent emerging markets. Concerns about
slowing growth were most evident in Turkey, where the central bank was forced to act to try and support the lira. On the
trade front, it appears that progress continues to be made between China and the US, although few new specific details
were provided and the situation therefore provided little upward momentum to Asian asset markets.

•

On the Continent, the European Central Bank (ECB) significantly reduced its growth and inflation forecasts following a
string of weaker-than-expected economic data releases, which it has blamed largely on slowing external demand. In
response, it pushed back its guidance on future rate hikes and announced the implementation of a third round of targeted
longer-term refinancing operations, which are designed to maintain accommodative lending conditions. It later suggested
that it was also considering the use of tiered deposit interest rates to reduce the adverse effects of negative rates on the
health of the banking sector. It appears that investors were unimpressed with the ECB’s response, given that Italy was
confirmed to have fallen into a technical recession and that Germany’s economy has essentially ground to a standstill.
This was demonstrated by European equities lagging in local currency terms, even as the euro weakened. More positively,
the dovish shift in global monetary policy and risk aversion within the eurozone helped European sovereigns perform
well, one notable development being that the yields on ten-year bunds falling below 0% for the first time since 2016.

•

In Japan, the yen strengthened as bond yields fell elsewhere in the world in reaction to slower growth concerns and
monetary policy changes. The Bank of Japan kept its policy stance unchanged, although it noted risks associated with the
global outlook. Against this backdrop, Japanese equities underperformed their developed-world peers.

•

The global shift towards more dovish monetary policy was advantageous for bond markets and these generally
outperformed equities. High quality sovereign bonds were among the strongest performers, given the positive
implications of monetary policy developments and increased safe-haven demand linked to the weakening global growth
outlook. Within corporate bond markets, growth concerns meant that higher-quality investment grade issues generally
outperformed areas that are perceived to be more susceptible to slowing growth, such as high yield.

•

Within equity markets, there was significant dispersion in returns at the sector level. Bond proxies such as utilities,
telecoms and consumer staples outperformed as bond markets rose. Technology also continued its strong year-to-date
performance, although other cyclical sectors such as materials and industrials underperformed. Financials were the
worse performers, suffering from the headwinds of lower bond yields (and lending rates) and weaker expectations for
economic growth (and, therefore, credit growth).
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Base currency market performance, 31.01.19 - 31.03.19 and 31.12.18 - 31.03.19, total return performance figures. Past performance is not a
reliable indicator of future results. Source: Thomson Reuters Datastream, MSCI: please see important information.

Fund performance
In absolute performance terms, both Levitas A and B enjoyed a positive month, with the more cautious strategy slightly
outperforming the more adventurous. In relative terms, both Levitas A and Levitas B were ahead of the IA Flexible and the
IA 0-35% sectors, respectively. The strongrest areas of performance were emerging markets, US equities and Japan.
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Asset class performance
•

While it was a generally positive period for equities, volatility picked up slightly.

•

Towards the end of the month, investor sentiment was hit by further concerns regarding the health of the global
economy, putting some pressure on equity positions in both funds, although the last few days were more positive.

•

In Levitas A, the best performing sectors were emerging markets, US equities and Japan; Europe also delivered some
reasonable returns.

•

UK equities continued to be impacted by Brexit-related concerns, which also led to a decline in sterling, boosting
international positions.

•

Similarly, assets with foreign currency exposure in Levitas B were one of the main contributors to performance, with
international equities and dollar denominated corporate debt delivering positive returns.

•

Gilts also had a good month following market concerns over global growth, while alternatives were broadly flat.     

Fund activity
•

There was a substantial amount of activity over the month, the vast majority of which was related to decreasing the
overall cost of the underlying funds in the portfolio.

•

In order to achieve this, we have refocused the portfolios more towards passive funds, although we have retained
as much exposure to active positions as possible. We feel these active positions should allow the portfolio to deliver
performance ahead of benchmarks, whilst the passive element should control costs.

•

There were limited changes to asset allocation in Levitas B, while within Levitas A we slightly reduced exposure to
Europe and increased the position in healthcare.

•

In Levitas B, we slightly reduced exposure to international assets following a strong run of performance, and increased
cash.

•

In Levitas A, we reduced European equity exposure following concerns for the political and economic outlook for the
region.

Positioning and outlook
We continue to feel that equities appear better value than bonds, although we do have some concerns regarding the future
path of global growth. We therefore retain positions in more defensive assets in case of further shocks or policy errors.
We continue to monitor the rebound in US and Chinese data to see if this has further upside, which could in turn lead to
another boost for risk assets. Political risk also continues to play a significant role in several different parts of the world.  
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Brooks Macdonald Brexit update:
what might happen in the event of a ‘hard Brexit’?
Irrespective of our view on the progression of the Brexit process, we have prepared this short text to highlight some of our
expectations for the economy and investment markets in the event that the UK undergoes a no-deal secession.
Economics
Brexit risk manifests itself in asset markets primarily through sterling exchange rates. It is clear that sterling has reacted negatively
to events which have been perceived to push the UK towards a ‘hard Brexit’. As such, and in line with the post-referendum
reaction in 2016, we would expect sterling to come under considerable pressure if it became clear the UK was heading for ‘no
deal’.
Perhaps contrary to what one might expect, and dependent on the magnitude of sterling’s weakness, this could cause UK equities
to rise in local currency terms. Large, UK-based multinationals which generally have limited exposure to the UK and generate
significant proportions of their revenues in foreign currencies would outperform their smaller, more domestically-focused peers,
which earn the majority of their revenues in sterling. Indeed, the latter could be among the worst performing asset classes in the
event of a no-deal secession.
We would expect the domestic political scene to be thrown into disarray, noting that Parliament has repeatedly shown little
appetite for a no-deal secession. This could mean the Prime Minister resigning and, potentially, a general election. Given the
policy rhetoric of Labour leader Jeremy Corbyn, the risk of a general election would likely provide another headwind to sterling
and potentially UK gilts, given perceptions that subsequent higher spending might damage the government’s fiscal credibility.
It is debatable how much a no-deal secession would affect the economy, but the management teams of many companies have
clearly warned that there could be significant adverse impacts on their businesses. In the short and medium term, this might
manifest itself in higher unemployment and lower ongoing investment. Meanwhile, it is likely that sterling’s devaluation could
cause real wage growth to turn negative once more, putting additional pressure on consumption. With the global economic cycle
maturing and the weakness in Europe’s key export-orientated economies showing no signs of slowing, it is certainly possible that
the UK economy could enter recession.
The Bank of England would likely respond with interest rate cuts and it could restart its quantitative easing programme, as it did
after the referendum. However, this might be difficult at a time when inflation is being elevated by sterling weakness. There would
also be pressure on the government to loosen the purse strings to support demand and it is likely that candidates running in any
general election would make manifesto pledges of higher government spending.

Conclusion
Given the many uncertainties, we have balanced our portfolios using a number of different asset classes to improve
diversification and limit currency risk. Any Brexit-related sell-off might be sharp, but it could open up interesting long-term
investment opportunities. As always, selectivity is key and an active investment approach will be needed to identify longterm winners.

Jonathan Webster Smith
Lead manager of the Levitas funds

Mark Shields
Alternate manager of the Levitas funds

Important information
The performance indicated for each sector should not be taken as an expectation of the future performance. Investors
should be aware that the price of investments and the income from them can go down as well as up and that neither is
guaranteed. Past performance is not a reliable indicator of future results. Investors may not get back the amount invested.
Changes in rates of exchange may have an adverse effect on the value, price or income of an investment. Investors should
be aware of the additional risks associated with funds investing in emerging or developing markets. The information in this
document does not constitute advice or a recommendation and you should not make any investment decisions on the
basis of it.

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form
and may not be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication
or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is”
basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates
and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the
“MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy,
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct,
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. (www.
msci.com)

Brooks Macdonald is a trading name of Brooks Macdonald Group plc, used by various companies in the Brooks Macdonald
group of companies. Brooks Macdonald Asset Management Limited is authorised and regulated by the Financial Conduct
Authority. Registered in England No 3417519. Registered office: 72 Welbeck Street London W1G 0AY. Brooks Macdonald
Funds Limited is authorised and regulated by the Financial Conduct Authority. Registered in England No. 5730097.
Registered office: 72 Welbeck Street, London, W1G 0AY.  
More information about the Brooks Macdonald Group can be found at www.brooksmacdonald.com.

