
Q1 2018 report

Introduction
We are delighted to bring you the latest quarterly report from AJ Bell Investments

This report is designed to keep you up-to-date on what is happening with your AJ Bell managed funds. It covers the major macro-
economic events of the past three months, looks at how these have impacted the funds and highlights any changes made in the 
period.

Economic and market review
The FTSE 100 experienced a single day fall of more than 1% ten times in the fi rst quarter of 2018, which is more occurrences than 
the entirety of last year, highlighting the return of market volatility after a smooth ride for investors in 2017. When put in context with 
the past twenty years it looks more in line, but is a reminder that markets go down as well as up!
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Falls of more than 1% for the FTSE 100

Source: Bloomberg LLP, AJ Bell Investments: April 2018

With the exception of a few regions and sectors, all major global equity and bond markets ended the fi rst quarter lower than where 
they began.

Headlines may lead you to believe that the fall in equity markets in Q1 was due to the threat of a global trade war, sparked by 
President Trump’s announcement of tariffs on imported steel and aluminium in the US. 

Although this did cause a sell-off at the end of February and again towards the end of March, these losses were short-lived as 
the market viewed the likelihood of an all-out trade war as low. Trump’s actions are probably of a political nature as he recently 
announced his intention to run for a second term in 2020.
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Attributing the actual reason for the fall in equity markets this quarter, if not the prospect of a trade war, is unfortunately, less 
straightforward. From the middle of January to the middle of February, the FTSE 100 index fell by almost 9%; this coincided with a 
general rise in global bond yields. The increase in yields was largely driven by expectations of higher interest rates in the US; where 
continued economic growth, a change in the Fed leadership (US Central Bank) and fears of infl ation stoked by rising wages, saw 
market participants harden their view on rising rates. At the end of 2017 markets forecast that US interest rates would be at just 
over 2% at the end of 2019. Fast forward to the end of this quarter and this had risen to 2.5%. With the US remaining the largest 
economy in the world, changes in its policies and expectations here inevitably send ripples across the globe.

Following the global fi nancial crisis in 2008, central banks cut interest rates to record lows and engaged in a programme of 
quantitative easing (QE); purchasing large quantities of bonds to ensure yields remained low. The purpose of keeping interest rates 
low was to encourage people to stop saving and start borrowing (and then spend it!), thus aiding the required economic recovery. 
However, with the banking sector in no position to lend (and with little incentive to lend at historically low rates), this led to the 
unintended consequence of pushing savers into riskier investments such as equities, in order to make sure savings goals could be 
met. However, as interest rates rise and bond yields increase, the machine basically goes into reverse; savers can again use bonds 
as their vehicle of choice as yields increase. 

Sterling ended the quarter 4% higher versus the US dollar and 1% higher versus the euro as it continues to rebound following the 
initial fall after the EU referendum vote. 

Source: Bloomberg LLP, AJ Bell Investments: April 2018

With the companies in the FTSE 100 earning the majority of their profi ts outside the UK, these profi ts translate into a smaller sterling 
amount as our currency strengthens. Because of this, the FTSE 100 was one of the worst performing markets in the fi rst quarter, 
down 8% to just above the 7,000 level. The FTSE 250 is a mix of large and medium sized companies, and as such more of the 
profi ts from this index are earned in the UK, as a result it fared relatively better, down 6% in the period.

Italy was the best performing market in Europe as its elections concluded. Although the right wing Five Star Movement made gains, 
uncertainty has now reduced and technical factors in the Italian political system make it diffi cult for the Five Star Movement to 
actually lead the country. In addition to this, 40% of the Italian stock index is made up of fi nancials - banks tend to be more profi table 
as yields rise, as their profi t margins improve. Across the continent, the performance of European fi nancials was only bettered by 
European technology companies over the quarter. 

Although on the surface the US markets fared better, with the S&P 500 index down 1% in its own currency, this was all down to the 
strong performance of technology stocks (despite the sell-off in the last few days of March). The technology sector appears to be 
immune to recent bond yield rises, with the focus on this sector being very much around the potential profi t growth of the companies, 
rather than valuations. As we move to an internet-connected society, companies such as Intel, Netfl ix and Amazon, amongst others, 
are viewed as the best potential benefi ciaries and all delivered double digit returns in the fi rst quarter of the year. The sell-off in the 
last few days, however, does show the sector is not entirely immune from changes in investor sentiment.
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Equity markets in Asia and across the Emerging Markets were also down in sterling terms, although they did perform better than 
those in the West. The Yen has strengthened against the dollar, due to its perceived safe haven currency status, and therefore tends 
to perform well in times of uncertainty. The MSCI Emerging Markets index was up 1% in dollar terms. Over half of this index is made 
up of technology and fi nancials, the best performing sectors over the quarter across the globe and the region was also aided by the 
weakness in the US dollar, which lowers the debt burden of many Emerging Market countries, whom tend to borrow in dollars. 

Market Outlook
Overall it was a tough quarter for markets, however, after nearly a decade of low interest rates, it is no surprise that a return to some 
sort of normality will cause some wobbles. The equity markets appear to have taken the brunt of the pain so far, however, in the 
long run should be supported by continued profi t growth (and tax cuts in the US), already highlighted by the technology and fi nancial 
sectors this quarter. On the other hand 10 year gilt yields were as high as 4.5% only a decade ago and now stand a shade below 
1.4% at the end of this quarter.

The headlines would lead you to believe that the technology sector has lead the sell-off this quarter. Indeed it has experienced large 
drawdowns and exhibited high levels of volatility. However it has still been the best performing sector. Over the remaining part of 
the year and beyond we expect the journey in this asset class to be bumpy, however we do not think valuations in the sector have 
become particularly stretched, especially given the benefi ts it will receive from the US tax cuts and a steady economic backdrop. As 
such we continue to hold a position in this sector across the higher risk portfolios as we believe it will outperform the market in the 
longer run. 

Despite the recent increases, there is still potential for a signifi cant rise back towards historical yield levels, should infl ation become 
entrenched across the globe and this would lead to signifi cant capital losses. That being the case, we keep a cautious outlook for 
bonds across the globe, and, where they are held in portfolios for diversifi cation purposes, shorter dated bonds are being used. 
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AJ Bell Management Limited (company number 03948391), AJ Bell Securities Limited (company number 02723420) and 
AJ Bell Asset Management Limited (company number 09742568) are authorised and regulated by the Financial Conduct Authority. 

All companies are registered in England and Wales at 4 Exchange Quay, Salford Quays, Manchester M5 3EE. See website for full details.

This report provides general information about the AJ Bell Passive funds. It should not be read or constructed as 
investment advice. It is your responsibility to assess your circumstances and make sure that this investment is 

suitable for your needs.

The value of investments can go down as well as up and you may not get back your original investment.

Past performance is not a guide to future performance and some investments need to be held for the long term.

Passive Funds Changes – Q1 2018
Over the quarter we made changes to our long term asset allocation in the funds. Technology, UK Mid-Cap, Emerging Market Debt 
& International Debt were all added, whereas Index-Linked Gilts and Global Property were removed. 

As well as the changes to the long term asset allocation, we made our fi rst tactical asset allocation decision, a holding in gilts was 
maintained to ensure the portfolios remained at the appropriate risk level, however, all gilt holdings were moved into short term gilts 
(1-5 years), where the price sensitivity to interest rate increases is much lower. 

Asset Allocation

Fund Cash Fixed Income Equity Alternatives
Cautious 11% 61% 20% 8%
Moderately Cautious 5% 48% 39% 8%
Balanced 2% 33% 57% 8%
Moderately Adventurous 2% 21% 70% 7%
Adventurous 2% 6% 86% 6%

 Target Asset Allocation as at 31 March 2018

 


