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Schroders 
Monthly markets review 
Overview of markets in August 2016 
Highlights: 

– The MSCI World index was little changed in August (in US dollar terms) and was outpaced by emerging 
market equities which were supported by investors’ focus on higher yielding assets.  

– US equities were little changed as expectations grew that the Federal Reserve would raise rates again this 
year.  

– Eurozone equities advanced, supported by some strong quarterly earnings. Cyclical sectors such as 
materials, financials and industrials were the top gainers.  

– UK equities performed well as the Bank of England launched a series of monetary easing measures in the 
wake of economic uncertainty following the Brexit vote.  

– Japanese equities gained slightly. The government released details of a fiscal spending package designed 
to run alongside the Bank of Japan’s continuing aggressive monetary policy easing.  

– Emerging markets extended their recent upward trend. Several markets continued to benefit from 
comparatively high real yields, including Russia, Brazil and Colombia.  

– In fixed income, the easing measures announced by the Bank of England were supportive for gilts, while 
sterling corporate bonds made further gains. 

US  

US equities struggled to make progress over the month as market expectations increased that the Federal 
Reserve (Fed) would raise rates again before the end of 2016 – the S&P 500 rose 0.1%. The index gave up its 
gains of early August after Fed chair Janet Yellen told the Jackson Hole annual symposium of central bankers 
that the case for a further increase had strengthened, as she delivered an upbeat assessment of the US 
economy.  
 
The month began with a much better-than-expected non-farm payrolls1 print for July of 255,000. Meanwhile, 
the Department of Commerce revealed that consumer spending had risen by 0.3% in July, suggesting that the 
consumer momentum from the second quarter had been retained. The Conference Board measure of 
consumer confidence rose more than expected in August, to 101.1 from 97.3 in July as a further sign of the 
strength of US consumption. 
 
As the probability of a rise in base rates in 2016 increased, financials performed well. The sector was led by 
the banks, which recouped some of their losses from earlier in 2016 when the market had expected interest 
rates to remain at 0.25% for much longer. However, the gain in financials was offset by poor performances 
from bond proxies, such as utilities and telecoms, as they reversed their marked outperformed from earlier in 
the year, when the probability of another rise in interest rates in 2016 seemed remote. 

Eurozone  

Eurozone equities advanced in August. Eurozone economic growth was confirmed at +0.3% quarter-on-
quarter in Q2. The flash composite purchasing managers’ index for August edged up to 53.3, a seven-month 
high, although trends in manufacturing orders and hiring disappointed. Annual inflation was estimated at 0.2% 

                                                 
1 Non-farm payrolls are a means of measuring employment in the US and represent the total number of people employed, excluding farm 
workers, private household employees and those employed by non-profit organisations. 
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for August, the same level as in July, raising expectations that there could be further stimulus to come from the 
European Central Bank at its September meeting.  
 
Elsewhere, the German ZEW investor confidence survey rebounded in August on both the current conditions 
and expectations metrics, suggesting only short-lived impact from the UK’s Brexit vote. The eurozone 
unemployment rate remained at 10.1% in July, the same level as in June.   
 
By sector, cyclical sectors such as materials, financials and industrials were the top gainers. Within materials, 
industrial gases group Linde confirmed talks to merge with US peer Praxair. Among financials, banks 
rebounded from their post-Brexit selloff while there were solid quarterly earnings from ING Groep and Societe 
Generale, among others. The industrials sector was supported by robust third quarter results from 
conglomerate Siemens. Underperforming sectors were mainly those perceived as more defensive (i.e. less 
economically-sensitive), including utilities and healthcare. Within utilities, Germany’s E.On fell as H1 profits 
missed market forecasts. In healthcare, disappointing newsflow from certain large cap pharmaceutical firms 
weighed on returns.  
 

UK  

UK equities performed well in August as the Bank of England (BoE) launched a series of monetary easing 
measures in the wake of economic uncertainty following the UK’s vote to leave the European Union. These 
actions coincided with the BoE significantly cutting forecast UK GDP growth for 2017 from 2.3% to 0.8% in its 
latest Quarterly Inflation Report. 
 
As expected, the Monetary Policy Committee halved base rates to 0.25%, but the scope of the accompanying 
£170 billion stimulus package surprised investors. The bank restarted quantitative easing sooner than 
expected, with an additional £70 billion of planned asset purchases, including £10 billion of corporate bonds 
(also a positive surprise), and unveiled a £100 billion Term Funding Scheme. The latter will be used to support 
the banking sector as it passes on base rate cuts to customers. The FTSE All-Share index delivered a total 
return of 1.9% over the period. 
 
The banking sector performed well as it continued to rebound from the lows seen early in 2016, and despite 
expectations for a lower-for-longer UK interest rate environment. HSBC performed well as investors welcomed 
news of a share buyback unveiled alongside its second-quarter results. Standard Chartered also outperformed 
as its second-quarter results underscored good progress with the company’s turnaround plan. At the same 
time, the UK-focused banking groups continued to rebound after selling off following the referendum result, as 
did other of the domestically focused sectors deemed most exposed to Brexit. 
 
On the negative side, the basic materials sector performed poorly as concerns grew about the outlook for the 
Chinese economy as trade, fixed-asset investment, industrial production and retail sales data all came in 
below expectations. Many of the defensive, internationally diversified large-cap sectors, which had initially 
outperformed in the wake of the UK’s decision to exit the EU, also lagged as the recovery in the equity market 
broadened out to include cyclical areas. 
 

Japan 

After July’s sharp rise, the Japanese stockmarket was more subdued in August but still managed to record a 
positive total return of 0.6%. The currency was generally stronger in the first half of August before reversing 
this to end marginally weaker for the month. Although sector leadership changed frequently, August as a 
whole saw a continuation of the rebound in oversold sectors and the underperformance of defensive stocks, 
which began in July. As a result, the strongest sectors were iron & steel, together with many other cyclical 
areas. Banks also outperformed for the second consecutive month. Meanwhile, pharmaceuticals, railways and 
foods were among the weakest sectors as the valuation premium previously attached to some of these stocks 
began to erode. 
  
At the beginning of August, the Abe administration released details of the fiscal spending package designed to 
run alongside the Bank of Japan’s continuing aggressive monetary policy. The spending package itself is 
expected to make a cumulative addition of up to 1.5% to GDP over the next two years which is a significant 
sum for a mature economy with such low trend growth. Although similar attempts have been made before, the 
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details of this package do support, at least partially, the government’s stated aim of increasing Japan’s long-
term growth rate.  
 
In early August the corporate season for the first quarter of this fiscal year came to a close. Overall, profits 
were reported slightly ahead of expectations although these expectations had become very conservative 
during the preceding period of yen strength. Nevertheless, this has opened the possibility for a bottoming out 
of the negative trend in earnings revisions which should give investors more confidence in the second half of 
the fiscal year. Economic data released in August simply confirmed the existing picture with a strong labour 
market but no follow-through into inflation data at this stage. Industrial production data, however, was 
unexpectedly weak. 
 

Asia (ex Japan)  

Asia ex Japan equities saw another month of positive returns in August as hopes of looser global monetary 
policy and better-than-expected company earnings provided support for share prices. Chinese equities 
finished the month up strongly as investors predict that more easing from the People’s Bank of China (PBoC) 
will be forthcoming in the next few months given signs of a continued slowdown in the world’s second-largest 
economy. Weaker-than-expected investment, lending and retail numbers for July weighed on sentiment for the 
economy. Trade data for the export-driven country also disappointed. Exports and imports both fell in July, 
with the former declining 4.4% year-on-year and suggests that external demand still remains anaemic. 
 
In Hong Kong, stocks advanced on positive sentiment in China and a raft of solid half-year corporate earnings. 
Over the strait in Taiwan, shares also gained as foreign investor inflows continued to be strong with 
technology and financials the leading beneficiaries. Korean stocks saw solid gains for similar reasons as 
foreign investors were net buyers of shares over the period.  
 
Meanwhile in ASEAN, both Indonesia and Thailand saw their markets advance on hopes that the US Fed 
would likely not raise interest rates until at least December. Philippine stocks were a rare loser in the region as 
investors sold down shares given its expensive valuations while President Rodrigo Duterte’s unpredictable 
policy direction has also unsettled the market. In India, shares gained as investors took heart from positive 
reform momentum.  
 

Emerging markets  

Emerging markets extended their recent upward trend in August, with investors’ focus on high yielding assets 
proving supportive. The MSCI Emerging Markets index delivered a positive return and outperformed the MSCI 
World index. 
 
Several markets continued to benefit from comparatively high real yields. This included Russia, Brazil and 
Colombia, all of which finished ahead of or in line with the benchmark. South Africa had benefited from this 
yield-seeking trend in recent months; however, the market was firmly down in August with rand depreciation 
amplifying declines. This was a result of press reports that the finance minister was set to face charges related 
to his former role as head of the South Africa Revenue Service. 
 
Elsewhere, Colombia was the strongest market in the index, with peso strength enhancing returns as a peace 
deal with the Revolutionary Armed Forces of Colombia (FARC), a left-wing militant group which had waged 
civil war with the government since 1964, was agreed. Improved crude prices also proved supportive. After 
underperforming the rally in recent months, China posted a robust return as macroeconomic data showed 
some signs of stabilisation, with industrial profits growth picking up. By contrast, the Czech Republic recorded 
a sharp fall and was the weakest market in the index over the month with declines in Komercni Banka and 
utilities conglomerate CEZ weighing on performance. 
 

Global bonds  

August began with the unveiling of a package of easing measures from the Bank of England (BoE) which, 
while widely anticipated, was more extensive than expected. The measures were supportive for gilts, while 
sterling corporate bonds made further gains and outperformed government bonds. Market developments were 
otherwise limited. A broadly positive month for macroeconomic data in the eurozone and particularly the US 
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led to modest gains in euro and dollar credit markets, while yields in Bunds and Treasuries were slightly 
higher. 
 
The 10-year gilt yield fell from 0.69% to 0.64%, having fallen steeply in July ahead of the BoE rate cut. The 10-
year Treasury yield rose 13 basis points (bps) to 1.58% in August as the 10-year Bund yield rose from -0.12% 
to -0.07%.  
 
Corporate bonds enjoyed a second consecutive month of positive total and excess returns. The investment 
grade2 BofA Merrill Lynch Global Corporate index gained 0.4% and outperformed government bonds by 0.8%. 
The equivalent high yield index gained 2.1% and outperformed government bonds by 2.5%. Sterling was the 
strongest major market again. Investment grade sterling corporate bonds generated a total return of 3.4% 
versus 0.3% from both US dollar and euro markets. 
 
In emerging market debt, all three of the principal market components again generated positive returns. The 
US dollar sovereign index (JP Morgan EMBI Global Diversified) rose 1.8% for the month. Local currency 
bonds (JP Morgan GBI-EM Global Diversified Composite) rose a modest 0.1% in August while emerging 
market corporate issues (CEMBI Diversified Broad Composite) rose 1.3%. 
 
In August, convertible bonds outperformed equities in a positive market environment. The Thomson Reuters 
Global Focus convertible bond index finished the month with a gain of 0.74% (in USD terms). Implied volatility, 
as a typical measure of the price for the conversion right remains low at 29%. Our models indicate that a good 
quarter of convex convertibles are still undervalued. 
 

Commodities 

In commodities, the Bloomberg Commodities index fell -1.8%. This was due largely to negative returns from 
industrial metals, where deterioration in Chinese economic data weighed on the demand outlook, and 
agriculture. Precious metals were also weaker, with gold and silver losing -3.1% and -8.5% respectively. In 
contrast, the energy component of the index generated a positive return, boosted by a 10.8% increase in the 
price of Brent crude.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                 
2 Investment grade bonds are the highest quality bonds as determined by a credit ratings agency. High yield bonds are more speculative, 
with a credit rating below investment grade. 
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Overview: total returns (%) – to end of August 2016 
 1 month 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  0.54 0.13 1.51 7.98 7.33 26.03 
MSCI World Value 1.42 1.00 2.39 8.48 7.82 26.61 
MSCI World Growth  -0.32 -0.72 0.64 7.47 6.82 25.44 
MSCI World Smaller Companies  0.59 0.18 1.56 9.03 8.37 27.26 
MSCI Emerging Markets 2.94 2.52 3.93 12.93 12.25 31.81 
MSCI AC Asia ex Japan 3.83 3.40 4.82 13.97 13.27 33.02 
S&P500 0.55 0.14 1.52 13.24 12.55 32.17 
MSCI EMU 1.37 0.96 2.35 -1.09 -1.70 15.44 
FTSE Europe ex UK 0.75 0.34 1.72 -1.15 -1.75 15.38 
FTSE All-Share  0.92 0.51 1.89 -4.27 -4.85 11.73 
TOPIX* 0.03 -0.37 0.99  4.14  3.50 21.55 

 
 1 month 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats -0.18 -0.59 0.78 6.19 5.54 23.94 
JPM GBI UK All Mats 1.81 1.40 2.79 0.74 0.12 17.58 
JPM GBI Japan All Mats** -1.72 -2.12 -0.77 26.17 25.41 47.27 
JPM GBI Germany All Mats -0.60 -1.00  0.36 7.35 6.70 25.30 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 0.65 0.24 1.62 8.81 8.15 27.00 
BofA ML US Corporate Master  0.70 0.29 1.66 10.05 9.38 28.45 
BofA ML EMU Corporate ex T1 (5-10Y) 0.47 0.06 1.44 8.86 8.20 27.06 
BofA ML £ Non-Gilts  2.01 1.60 3.00 7.35 6.70 25.30 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  2.41 1.99 3.39 9.70 9.04 28.04 
BofA ML Euro High Yield  1.73 1.31 2.70 6.33 5.69 24.11 

Source: DataStream. Local currency returns in August 2016: *0.55% **-1.21%. Past performance is not a guide to future 
performance and may not be repeated. The value of investments and the income from them may go down as well as up 
and investors may not get back the amounts originally invested. Exchange rate changes may cause the value of any 
overseas investments to rise or fall. 
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