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Market Comment
April proved to be a positive month for 
most UK investors and all of the Rivers 
portfolios. UK equities rallied on sterling 
weakness and any foreign denominated 
holdings were boosted by currency 
effects. In an opposite trend to the one 
we saw in the first quarter, the US dollar 
strengthened as expectations that the 
Federal Reserve will raise rates a further 
three times this year finally appeared to 
counterbalance concern surrounding US 
growing deficits. In the UK, a collection 
of disappointing economic indicators led 
the Bank of England to announce a likely 
delay in expected interest rate rises. In 
this month’s Focus we look at UK interest 
rates and question, both in the light of 
Brexit and an apparent moderation in 
inflation, whether any rate rises from the 
Bank of England are likely this calendar 
year. We think they are not.

Ultimately the Monetary Policy 
Committee (MPC), which set interest 
rates, has always been clear that it is 
inflation and its control that is its primary 
objective. Given that inflation (CPI) has 
fallen from 3 per cent in January to 2.5 
per cent in March, and the expectations of 
further moderation are high, perhaps it is 
not surprising that the rate rise has been 
postponed. The primary explanation for 
the moderation in inflation, however, is 
the fading effects of the post referendum 
currency devaluation. This devaluation, 
as widely reported, led to import price 
inflation and the effects of this, so long 
as it didn’t lead to wage inflation, were 
expected to be temporary. While wages 
do appear to have ticked up (Average 
Earnings up 2.8% in Q1) they have only 
just become positive in real terms. We 
expect the currency effect to be a bigger 
concern to the MPC. The relationship 
between core goods inflation and the 
trade-weighted sterling index is strong 
and while in the last 12 months this has 
been favourable, the effect of the fall last 
month, if sustained, will not go unnoticed. 
Nor indeed will April’s 9% increase in the 
price of oil, nor the recent announcement 
of price hikes by three major energy 
suppliers. We do not expect the CPI to 
fall as quickly as seemed likely a few 
months ago but our point here is that this 
is clearly due to external effects and cost, 
not demand led inflation.

Monetary theory suggests that interest 
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rates are an effective method of slowing 
an economy that is overheating.  In the 
UK, uniquely, this is extremely effective 
as with 70% of mortgages being variable, 
linked to the BofE Base rate, or on short 
term fixed rates of less than 2 years, any 
changes in borrowing cost immediately, 
and significantly, influence consumer 
spending. This compares to the US where 
the majority of mortgages are fixed for 10 
or 20 years and only really affect house 
building and not the entire discretionary 
retail sector. This goes a long way to 
explain why, in the financial crisis, the 
immediate economic hit to house prices 
and the economy in the UK was much 
lower than in the US. It also explains why, 
compared to the Federal Reserve, the 
MPC has a much more challenging issue 
in attempting to ‘normalise’ interest rates 
from their historical lows.  

Going back to monetary policy, it is hard 
to imagine, with GDP growth of just 0.1% 
in the first quarter, that anyone can argue 
that the UK economy is overheating, nor 
indeed that consumer demand needs to 
be reduced.  It is true that more folk are 
employed in the UK than ever before 
and unemployment hasn’t been as low as 
it is for 40 years but this does not seem 
to translate to high demand.  In the first 
quarter UK Retail sales actually fell by 
0.5% having risen by 0.4% in the last 
quarter of 2017.  The heavy snowfall in 
March may have compounded the feeble 
start to the year and it is likely some of 
the spending lost during the bad weather 
will be made up, but no interpretation 
could see this as indicating an economy 

Summary

• Adding risk in April improved 
returns for all investors

• Expectations for UK interest 
rate rises in June decreased 
sharply in April

• Inflation will remain high due 
to external factors but will not 
lead to further rapid rate rises 

• Subdued retail demand and 
slow economic growth will 
prevent any rate rises in 
2018

A monthly market comment from Rivers Capital Management. Views 
expressed here are subject to change and for professional advisors only
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running hot.  Similarly the disappointing 
surveys from Industry, Manufacturing 
and Construction may have been affected 
by the severe weather but the failure of 
the services PMI to post a meaningful 
rebound in April suggests that the 
economy may have lost some underlying 
momentum. Given low unemployment 
it was unsurprising, and encouraging, 
to see headline underlying pay growth 
reach 2.8% in February, but surveys of 
staff salaries and recruitment difficulties, 
which tend to lead wage growth, do 
suggest that annual wage growth is 
unlikely to rise substantially further.

Market Returns (£) - 30th April 2018 1 Month 3 Month 6 Month YTD 1 Year S/I*
Anchors
Cash + 1% 0.2% 0.4% 0.8% 0.5% 1.5% 2.6%
Inflation Linked UK Bonds -0.1% 1.7% -1.2% -2.1% -2.2% 2.6%
Gilts -1.0% 1.3% 0.9% -1.0% -0.8% -0.2%
Global Government Bonds (hedged) -0.5% 0.5% -0.1% -0.2% 0.4% -2.3%
Enhancers
Global Corporate Bonds (hedged) -0.6% -1.7% -2.1% -2.4% 0.2% 1.4%
Global High Yield (hedged) 0.0% -1.5% -1.3% -1.1% 1.8% 12.3%
Emerging Market Bonds (hedged) -1.4% -0.1% 0.8% -0.4% 1.4% 10.2%
FTSE 350 TR Index 6.5% 1.1% 2.1% -0.9% 8.1% 25.1%
FTSE UK All-Small Cap 5.0% 0.1% 2.0% 0.1% 9.3% 38.6%
Global Equity (MSCI) 3.0% -2.1% -0.3% -1.9% 6.4% 26.7%
European Equity (MSCI) 4.4% -1.6% -1.2% -1.2% 6.7% 28.9%
US Equity (S&P) 2.2% -2.9% -0.2% -2.3% 5.8% 25.6%
Japan Equity (Topix) 2.7% 0.8% 2.0% 0.0% 13.5% 35.4%
Pacific Ex Japan Equity (MSCI) 2.2% -2.6% 1.4% 0.1% 17.8% 46.0%
Emerging Market Equity (MSCI) 1.4% -3.8% 1.0% -0.8% 14.3% 40.6%
Chinese Equity (Hang Sang) 4.4% -3.1% 5.2% 1.2% 21.0% 50.0%
Indian Equity (Nifty) 6.2% -4.7% -2.4% -3.8% 5.9% 29.9%
Diversifiers
Commodity Index 2.5% -0.2% 3.9% 1.6% 6.5% 0.5%
Gold 1.4% 1.4% -0.3% -1.3% -3.0% -4.7%
Silver 2.4% -2.3% -6.0% -6.4% -11.8% -16.9%
Brent Oil 9.0% 12.0% 18.3% 10.6% 36.7% 46.7%
UK Property 0.7% 1.5% 3.0% 2.1% 7.1% 10.8%
Global Property Shares 5.0% 4.0% 9.4% 1.0% 6.7% 20.1%
Rivers Model Portfolios
Rivers Preservation Portfolio 0.4% 0.0% 0.2% -0.1% 2.0% 9.1%
Rivers Cautious Portfolio 1.2% -0.3% 0.1% -0.4% 3.0% 14.7%
Rivers Balanced Portfolio 1.9% -0.4% 0.4% -0.4% 3.9% 18.3%
Rivers Adventurous Portfolio 2.1% -0.5% 0.3% -0.7% 3.5% 20.1%
Rivers Aggressive Portfolio 2.9% -1.0% 0.1% -1.0% 5.1% 25.4%
Rivers Cautious Income Portfolio 1.8% -0.1% -0.3% -0.6% 1.0% 7.6%
Rivers Balanced Income Portfolio 2.5% 0.1% 0.3% -0.3% 2.4% 13.6%

Source: Financial Express in GBP (unhedged unless stated) as at 30th April 2018. *Rivers Portfolios since launch June 30th 2016
Model Performance is indicative only and is net of Rivers Capital Management Charge and Underlying Fund charge but not advisor or platform costs.
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Other measures that the MPC  like to focus 
on are credit and bank lending, neither 
of which are indicating any urgent need 
for rate increases. Bank lending slowed 
sharply to 1.3% in March from 3.0% 
in February and the Bank of England’s 
Credit Conditions Survey suggested that 
unsecured credit availability dried up 
in the first quarter and that the number 
of mortgage approvals edged lower in 
March, reflecting subdued buyer demand.

Given all that, it seems the only argument 
for raising rates is external inflationary 
pressures. Raising rates and depressing 
an already subdued economy would most 

likely lead to stagflation  - the unwelcome 
scenario where growth is low or negative 
and inflation sustained. We expect 
Governor Mark Carney is very much 
aware of that and do not expect rate rises 
to happen this year unless there is a sharp 
reversal of recent economic indicators.

At the start of April we  increased the 
overall Enhancer exposure across all 
portfolios, which has helped reverse much 
of market losses sustained in the first 
quarter.  We expect volatility to continue 
and will seek opportunities to increase 
risk further, from a modest underweight, 
in the coming weeks.


