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Summary: Markets brace for protected trade war  

In May, global equity markets fell 5.8% and sovereign bonds rallied 1.6% (in local 

currency). Key events included: 
 

 US raises duties on Chinese imports and China retaliates; 

 10y treasury yields fall to 18-month low; 10y bund yields hit all-time low; 

 Theresa May steps down as UK Prime Minister. 

The year-to-date ‘v shaped’ recovery in equity markets was interrupted by renewed 

fears of a protracted trade war, a stronger dollar and weaker economic data. A flight 

to safety and falling inflation expectations prompted sovereign yields to fall, leading 

to a flattening, and partial inversion, of the US treasury curve. Oil came under 

renewed pressure, falling 11%, reflecting concerns over the global trading 

environment – despite a renewal of Iranian tensions. 
 

US: Tariff escalation, Economic soft patch, Rate cuts ahead? 
 

The US resumed its protectionist efforts, raising tariffs on $200bn of Chinese goods 

from 10% to 25%, and threatening to increasing tariffs on all Mexican imports. The 

US also threatened to apply an export restriction to Huawei, preventing US 

companies from selling crucial components to the Chinese telecoms group. China 

responded with retaliatory tariffs on $60bn of US goods and threatened to ban the 

sale of Apple products. Meanwhile, softer economic data in the form of weaker retail 

sales (-0.2% m/m) and a contraction in industrial output (-0.5% m/m) suggest US 

growth may slow in Q2 following a strong first quarter. The combination of 

heightened trade risks and weaker growth was reflected most visibly in money 

markets, which have now priced-in a 50% chance of two rate cuts by the year-end. 
 

Europe: European elections, Mixed data, May’s resignation 
 

As expected, populist parties secured nearly a third of the seats in the European 

Parliamentary elections. Pro-remain parties secured most of the vote, but a 

fracturing of the centrist coalitions suggest legislating may prove increasingly 

challenging. German Q1 GDP (1.6% q/q saar) surprised positively, buoyed by a 

rebound in consumer spending. Despite a tight labour market and signs of 

improving consumer confidence, weakness in the manufacturing sector persist (EU 

PMI: 47.7) and business sentiment remains depressed, with the German IFO 

survey (97.9) continuing to fall. Theresa May yielded to pressure from her own 

Conservative Party, resigning as PM effective from 7
th
 June. Her departure seems 

unlikely to alter the stalemate surrounding the UK’s pending secession from the 

European Union, neither the EU or UK Parliament seem willing to shift their stance. 
 

Asia: China caution, Modi victorious, Japan’s Q1 bounce 

As trade tensions reignited, China’s equity market (MSCI) has fallen 15% from its 

April high and the renminbi has also weakened (-3% vs USD) as capital outflows 

picked up pace, forcing the PBOC to intervene. Meanwhile economic data has 

deteriorated, with retail sales (7.2% y/y) growing at their slowest pace in 16 years 

and industrial production (5.4% y/y) below estimates. India’s equity market rallied 

strongly after Prime Minister, Narendra Modi, secured a second term with his BJP 

party winning a landslide majority. In Japan, first quarter growth surprised to the 

upside, but was mainly driven by temporary factors (stock building and weak 

imports). Weak consumption, which contracted -0.4%q/q (saar) may be more 

representative of what is happening in the real economy. 

Market summary (total return in local currency) 
 

Fixed Income Yield 1M % 1 Yr % 

US 10 Yr  2.12% 3.0% 8.6% 

UK 10 Yr  0.89% 2.3% 4.8% 

Swiss 10 Yr  -0.48% 1.4% 3.3% 

German 10 Yr  -0.20% 1.6% 5.0% 

Global IG (hdg $) 2.71% 1.1% 7.0% 

Global HY (hdg $) 6.56% -0.8% 5.4% 

    

Equity Index Level 1M % 1 Yr % 

S&P 500 2,752  -6.4% 3.8% 

MSCI UK 11,606  -2.8% -2.5% 

SMI 9,524  -1.8% 16.4% 

Eurostoxx 50 3,280  -5.1% -0.1% 

Nikkei 20,601  -7.4% -5.2% 

Hang Seng 26,901  -8.4% -8.2% 

MSCI World (lcl) 234  -5.8% 0.4% 

MSCI World ($) 243  -5.9% -1.3% 

    

Currencies (trade-weighted, nominal) 

US Dollar 
 

1.4% 4.7% 

Euro 
 

0.5% 0.6% 

Yen 
 

3.7% 4.8% 

Pound Sterling 
 

-2.7% -0.9% 

Swiss Franc 
 

2.2% 2.6% 

Chinese Yuan 
 

-2.0% -3.6% 

    
Other Level     

VIX 18.7  42.6% 21.3% 

Brent ($/b) 64.5  -11.4% -16.9% 

Gold ($/oz) 1,306  1.7% 0.3% 

Sources: Bloomberg, Rothschild & Co  
 
 
 
 

Key cyclical indicator* (deviations from trend)

  
 

Sources: Bloomberg, Rothschild & Co 
* Forward looking components from several regional 
business surveys loosely weighted by GDP. 
Past performance is not a reliable indicator of future results. 
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Important information 

This content is produced by Rothschild & Co Wealth Management UK Limited for information purposes only. This content does not constitute a personal recommendation or an offer or invitation to buy or sell 

securities or any other banking or investment product.   

Nothing in this content constitutes legal, accounting or tax advice. The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original 

investment. Past performance should not be taken as a guide to future performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you 

change your outlook concerning your investment objectives and/or your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes 

in rates of exchange may cause the value of the investment, and the income from it, to go up or down.  

Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning returns are derived from both capital appreciation or depreciation as reflected in 

the prices of your portfolio's investments and from income received from them by way of dividends and coupons.  

Holdings in example or real discretionary portfolios shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this content, they must not be considered 

as a solicitation or recommendation for separate investment.  

Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no 

responsibility or liability is or will be accepted by Rothschild & Co Bank AG as to or in relation to the fairness, accuracy or completeness of this content or the information forming the basis of this content or for 

any reliance placed in this content by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or 

forecasts contained in this content. Furthermore, all opinions and data used in this content are subject to change without prior notice.  

This content is distributed in Switzerland by Rothschild & Co Bank AG and in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this content in 

certain jurisdictions. Accordingly, recipients of this content should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this content nor any 

copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. References in this content to Rothschild & Co are to any of the various companies in the 

Rothschild & Co Continuation Holdings AG operating/trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside 

the UK are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections provided by the UK regulatory 

system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this content, your portfolio or any 

elements of our services, please contact your client adviser.  

The Rothschild & Co group includes the following wealth management businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 04416252. Registered office: 

New Court, St Swithin's Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered office: St Julian's Court, St Julian's 

Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co Bank AG. 

Registered office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA).  

 


