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UK ECONOMIC PICTURE DARKENS
Friday morning saw another piece of poor economic data for the UK: retail sales slowed 1.4% quarter on quarter. We have also seen two consecutive 
months of decline in the index of production, whilst inflation is over the BoE’s target, with the potential for further rises to come. Exports have fallen 
the last two months despite sterling’s weakness. This is how economic cycles end: a steady drip of poor data points until the overall picture changes. 
However, with employment still robust, there is still the hope that this is just a temporary slowdown.

Bears should be watching the bond market: yields have been slipping again on gilts as fixed income investors become wary about the economic picture. 
This gives us further confidence they will continue to diversify our equity exposure. Should this slowdown prove to be serious we could see substantial 
gains in safe haven government bonds, and gilts are still over 50 basis points above last year’s lows.

UK: MAY’S EASTER BREAK LEADS TO A GENERAL ELECTION
Despite Theresa May repeatedly rejecting the possibility of a general election before 
2020 the Prime Minister announced on Tuesday that an election will be held on June 
8th this year. The polls promising a Conservative win and the possibility of a stronger 

Tory presence in the House of Commons were too much temptation for May. Polls say she has a 
21-point lead, which would result in Labour losing 70 seats and the Liberal Democrats regaining 
some of their lost seats from the last election. May says that the electoral mandate will allow 
her to negotiate more effectively without obstructions in Parliament given her approach will 
have been approved by the voters. 

The announcement resulted in a boost to the pound which reached a five-month high of $1.29 
on Tuesday, as investors saw less likelihood of the UK crashing out without a deal. The FTSE 100 
fell 0.5 per cent on Tuesday; it’s largest drop since the June referendum, as the index struggled 
with the boost to sterling. The yield on ten-year UK government debt was volatile but the trend 
has been down.

FRANCE: ELECTION DRAWS NEAR
The spread between the French and German government bond yields is on the rise 
again as markets remain on edge about the upcoming French election. Centrist 
Emmanuel Macron is expected to lead the first round of voting with 24 per cent, 

closely followed by far-right Marine Le Pen at 23 per cent. Republican candidate François Fillon 
dropped to 19 per cent where he is level with far-left contender Jean-Luc Mélenchon. The 
leading candidates’ express different views on the future of the euro: Marine Le Pen wants to 
return to the Franc, Macron hopes to strengthen the euro whist Mélenchon wants to renegotiate 
conditions with the EU. 

Although polls suggest Marine Le Pen will lose in the second round, the numbers are too close 
to promise a Macron/Le Pen final round in May and the potential choice between a far-left or 
far-right candidate is a risky one. The markets have calmed in the run up to the first-round 
presidential vote in two days’ time leading analysts to believe investors are too complacent 
about the risk of the eurozone losing its second largest country after Germany. 

TURKEY: ERODGAN MOVES CLOSER TO FULL CONTROL
The Turkish President Tayyip Erdogan narrowly won his referendum on Sunday with 
only 51.4 per cent of the vote. The outcome of the election means the President will 
absorb powers currently exercised by parliament and cabinet. Erdogan will be able to 

rule with an unchecked executive power if he is re-elected at the next general election in 2019. 
There have been calls for a recount after the High Election Board decided to accept ballots 
without official verification stamps to which Erdogan responded, “Don’t try, it won’t succeed.” 

The situation in Turkey is unlikely to get any better over the coming months as Erdogan 
extended the state of emergency introduced after the failed coup last July. The emergency 
rule has allowed Erdogan to replace three members of the Supreme Electoral Council, who 
were responsible for declaring the official results of the referendum. The Turkish currency 
has suffered a substantial 20 per cent drop against the dollar since the July and despite a brief 
boost of 2.5 per cent in the run up to the referendum, the volatile currency reversed its gains 
on Tuesday. 
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