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Schroders 

Monthly markets review 
Overview of markets in July 2015 

Highlights: 

– Developed market equities registered positive returns in July as diminished concerns over Greece allowed 

markets to recover from their June declines. Oil prices fell over the month. 

– US equities were buoyed by stronger data including Q2 GDP growth which accelerated to a 2.3% annual 

rate. The Federal Reserve (Fed) left the door open for a possible September rate rise.  

– The eurozone outperformed other regions as a bailout deal was reached for Greece and data indicated 

that the single currency area’s economic recovery was continuing.    

– UK equities were supported by good results for a number of large caps as well as ongoing merger & 

acquisition activity. 

– Emerging markets registered negative returns with currency weakness exerting downward pressure. Latin 

America was the weakest region as Brazil cut fiscal targets for 2015 and 2016. Volatility remained 

elevated in China.  

– In fixed income, government bond yields fell across the board on worries over the slowdown in China.  

US  

US equities performed well in the period as the S&P 500 rose by 2.1%, despite continued expectations for 
interest rates to rise in September. This was amid generally positive macroeconomic data, which further 
suggested that the disappointing showing in the first quarter could indeed be put down to one-off factors, 
mainly the poor weather and port shutdowns. The US economy accelerated in the second quarter, with data 
showing that GDP rose at an annualized rate of 2.3% during the three months to June. At the same time, the 
figure for first-quarter GDP was revised, this time from a 0.2% decline to positive growth of 0.6%. 
 
Consumer-facing parts of the market performed particularly well amid a further improvement in the US 
employment market, with retailing the best-performing industry in the month. Online marketplace Amazon.com 
was the stand-out performer after reporting an unexpected second-quarter profit. Merger & acquisition (M&A) 
activity also served to support market levels. M&A highlights included confirmation that health insurer Aetna 
was to buy smaller rival Humana and reports that China’s state-backed Tsinghua Unigroup was preparing a 
bid for memory chip maker Micron Technology. Meanwhile, Israel’s Teva Pharmaceutical Industries agreed to 
buy Allergan’s generic drug business, abandoning its attempt to acquire rival US generics firm Mylan. 
 
The energy and materials sectors lagged amid continued concerns over Chinese growth, a further sell-off in 
metal prices and renewed weakness in crude oil prices. The latter was partly in anticipation of increased 
Iranian supplies coming into the market after the country, together with six world powers, reached an 
agreement on its nuclear program. Integrated oil and gas giants Exxon Mobil and Chevron both disappointed 
at their second-quarter results, with profits at the former falling by more than half. 

Eurozone  

The MSCI EMU index returned 4.7% in July as concerns over Greece eased. Stock markets were under 
pressure as the month began with the debt crisis still center stage. However, despite Greek voters rejecting 
austerity measures in a referendum, the government subsequently reached a deal with creditors to implement 
reforms in exchange for short-term financing. This enabled banks to re-open and paves the way for further 
talks to secure a new €86 billion bailout program. The avoidance of a “Grexit” sent eurozone equities higher 
from the middle of the month.  
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Macroeconomic data indicated economic expansion. The flash eurozone purchasing managers’ index (PMI) 
for July came in at 53.7, albeit slightly lower than June’s reading of 54.2. The German Ifo business climate 
survey edged up to 108 from 107.5 after three straight months of declines. The European Central Bank’s latest 
Bank Lending Survey indicated that lending conditions are continuing to ease and demand for loans is 
increasing. Eurozone annual inflation remained stable at 0.2% in July and the unemployment rate was steady 
at 11.1% in June. Spain released its initial estimate of Q2 GDP, registering growth of 1.0% compared to 0.9% 
in Q1. Data for the EU showed new car registrations up 14.6% year on year in June, the strongest monthly 
increase since December 2009. 
 
On a sector view, the top performers for the month were healthcare, telecommunications and industrials. 
Consumer discretionary was the worst performing sector as the automobiles & components subsector came 
under pressure on weaker Chinese demand. By country, French equities were strong over the month while, 
outside the eurozone, Norway saw negative returns as oil prices declined once more.  

UK  

UK equities recovered in line with global markets as Greece made tangible progress towards a new bailout 
deal, with the FTSE All-Share recording a monthly gain of 2.4%. The recovery was led by many of the large-
cap companies which had been at the forefront of June’s sell-off, with the FTSE 100 snapping back 2.8%. 
The pharmaceutical and tobacco companies were at the vanguard of this large-cap recovery, amid strong 
corporate news flow from these sectors’ heavyweight constituents. Interim results from GlaxoSmithKline, 
AstraZeneca and British American Tobacco all beat analyst forecasts. Meanwhile, Vodafone was another 
strong performer, after it announced robust first-quarter results due to strong performances in Italy and 
Germany. 
 
M&A activity continued to support markets.  Switzerland’s Zurich Insurance said it was considering a bid for 
RSA Insurance, Pearson sold the Financial Times to Japan’s Nikkei, while generic drug specialist Hikma 
Pharmaceutical acquired US peer Roxane Laboratories, to which the market responded particularly positively. 
 
The outlook for the UK consumer continued to improve as the Office for National Statistics revealed average 
weekly earnings growth further accelerated in the three months to May, to 3.2%. Domestically focused sectors 
put in a resilient performance, with general retailers Sports Direct International and Next respectively 
announcing reassuring final results and a half-year trading update.  
 
The house builders shrugged off potentially negative tax reforms for the buy-to-let market announced in the 
post-general election Budget, as they did the prospect of an earlier-than-expected increase in interest rates. 
Bank of England governor Mark Carney warned of a possible hike at the end of 2015. Barratt Developments 
and Persimmon announced upbeat (final and interim respectively) trading updates, while Taylor Wimpey 
revealed a solid set of interim results. The resources sectors continued to perform poorly on the back of 
ongoing negative macroeconomic data out of China and renewed weakness in the oil price. 

Japan  

After weakening sharply in early July, the Japanese stock market recovered later in the month to record an 
overall gain of 1.8% in local terms. The early weakness was in line with other major markets, resulting from the 
uncertain outcome of Greece’s debt negotiations. This also impacted on currency markets, resulting in some 
strength in the yen although this also subsequently reversed before month-end as the yen resumed its weaker 
trend. As a result the total return to a sterling-based investor was reduced to 0.9%. 
 
There was a wide divergence of sector returns in July. The two strongest sectors, airlines and utilities, were 
driven by specific short-term incentives. More generally, defensives areas such as food, pharmaceuticals and 
railways performed strongly. Reflecting increased anxiety about global growth, economically-sensitive areas 
such as electricals, machinery and steel all fell in absolute terms and significantly underperformed the market. 
 
Macroeconomic factors exerted a strong influence on equity markets in July. In addition to the Greek crises, 
investor sentiment was also influenced by ongoing concerns over weakness in the Chinese economy, together 
with growing expectations that the US Fed will soon move to raise interest rates. Domestically, there were 
further political developments as Prime Minister Abe forged ahead with his plan for an effective constitutional 
change in order to allow a more active role for Japanese armed forces overseas. While having no direct 
impact on the equity market, Mr Abe is burning through his political capital in pursuit of a widely unpopular 
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policy at the expense of focusing on economic matters. Fortunately, in the short-term, Japanese economic 
data look set to continue to trend in an approximately positive direction. 
 
On the corporate front, there were further developments related to Toshiba’s accounting scandal. The 
resulting restatements of past years’ profits, accompanied by the resignation of several senior executives, may 
be enough to draw a line under this issue but many uncertainties remain. At the end of July, investors’ 
attention switched to the corporate results season for the first quarter of the fiscal year. Although most 
companies will report in early August, initial indications suggest that, within the overall growth trend, there may 
be a number of individual disappointments among these results.  

Asia (ex Japan)  

Asia ex Japan equities declined sharply in July as regional returns were dragged lower by continued falls in 
China’s A-shares indices, where stocks experienced an extremely volatile month. Chinese equities fell sharply 
during July. A slump in share prices in the last two weeks of June was extended into early July as panic-selling 
ensued. This was further exacerbated by the deleveraging and unwinding of margin financing, a key driver of 
the market’s recent rally. Following government support measures, relative calm descended on the markets 
only for them to experience another sharp lurch downwards towards the end of the month on speculation that 
the Chinese government was contemplating withdrawing its support measures. On the data front, numbers for 
the world’s second-largest economy continued to be mixed. HSBC’s widely-watched June manufacturing PMI 
reading came in at a worse-than-expected 49.4 while second quarter GDP growth of 7% year-on-year was 
slightly better than expectations.  
 
In Hong Kong, equities also fell on volatility seen in China’s onshore markets while in Taiwan stocks fell as the 
local economy expanded by its slowest pace in three years on the back of a contraction in the manufacturing 
sector. Korean stocks also declined as weaker-than-expected second quarter corporate earnings. In ASEAN, 
markets in Thailand, Indonesia and the Philippines all finished down as foreign investors lowered risk 
exposure ahead of an expected interest rate hike by the Fed in September. India’s market was the only one in 
the region to gain as stocks benefitted from the volatility and declines in China’s A-shares, with investors 
viewing valuations in Asia’s second-largest emerging market as more attractive. 

Emerging markets  

The MSCI Emerging Markets (EM) index declined and underperformed the MSCI World, negatively impacted 
by increasing expectations for interest rate hikes in the US. Given this backdrop, a number of EM currencies 
sold-off relative to the US dollar. Emerging EMEA equities held up better than other EM regions. Hungary was 
one of the few countries to finish in positive territory as the central bank cut rates to 1.35%, but signaled an 
end to its easing cycle following recent improvement in the inflation outlook. The Czech Republic outperformed 
as macro data remained supportive. In Turkey, coalition negotiations continued following indecisive 
parliamentary elections. Meanwhile a terrorist attack on the Kurdish town of Suruc prompted the government 
to carry out military strikes on IS in Syria and Iraq. However, these also targeted the Kurdistan Workers Party 
(PKK), leading the group to end its 2013 ceasefire with the government. South Africa registered a wider 
drawdown with rand weakness magnifying losses. 
 
In emerging Asia, India performed well, with lower oil prices, which tend to benefit the net oil importing country, 
a tailwind to performance. China was the focus of investor attention as volatility remained elevated. After an 
extension of large falls at the start of the July, the market staged a modest recovery midway through the 
month. However, uncertainty over a wider renminbi trading band, downside macro surprises, and speculation 
as to the longevity of government’s support sparked another round of heavy price falls. 
 
In emerging Latin America, all of the index countries were down with currency weakness magnifying losses. In 
Mexico, an auction for oil contracts in 14 shallow water blocks in the Gulf of Mexico received fewer bids than 
anticipated, with the majority of the major oil companies not participating. Brazil was worst performing index 
market over the month as equities and the currency came under pressure. During the month the government 
reduced its fiscal targets for 2015 and 2016, removing the commitment to a primary surplus this year. This was 
driven by lower tax revenues and political roadblocks which have slowed legislation aimed at putting public 
accounts on a more sustainable trajectory. The result has led to increased speculation over the potential for a 
Brazilian credit downgrade.  
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Global bonds  

In July, initial estimates for Q2 US economic growth indicated expansion of 2.3%. The figure for Q1 GDP 
growth was also revised upwards again, this time from -0.2% to 0.6%. GDP growth in the UK also regained 
traction, while in the eurozone the deterioration in economic outlook for Greece had a very limited influence on 
the wider region’s ongoing improvement. However, further evidence emerged that China’s economy faces a 
number of issues. From a bond market perspective, this theme outweighed the brighter economic note struck 
by the US, the UK and eurozone. 
 
In the UK, the 10-year gilt rate fell from 2.02% to 1.88%. The 10-year Treasury yield fell from 2.35% to 2.18%. 
The 10-year Bund yield fell from 0.76% to 0.64% in July. Yields in Italy and Spain also declined again, having 
rising through the end of June amidst Greece’s debt crisis. The Italian 10-year yield fell from 2.33% to 1.77%, 
and the Spanish equivalent fell from 2.30% to 1.84%. 
 
In corporate bond markets, the investment grade BofA Global Corporate Index gained 0.77% after a 
challenging second quarter of negative returns while the high yield index underperformed, falling -0.25%

1
 

(local currency returns).  Sterling investment grade corporate bonds outperformed US dollar and euro 
equivalents. In high yield corporate bond markets, euro denominated bonds outperformed sterling in 
generating positive returns, whilst US dollar high yield bonds lagged with slightly negative returns.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
1
 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 July 2015 

 1 month 12 months 

Equities  EUR USD GBP EUR USD GBP 

MSCI World  2.69 1.83 2.62 27.76 5.49 14.13 

MSCI World Value 1.73 0.88 1.67 21.39 0.23 8.44 

MSCI World Growth  3.63 2.77 3.57 34.27 10.86 19.94 

MSCI World Smaller Companies  0.42 -0.42 0.36 28.22 5.87 14.55 

MSCI Emerging Markets -6.08 -6.87 -6.14 5.28 -13.07 -5.95 

MSCI AC Asia ex Japan -5.50 -6.29 -5.56 13.81 -6.03 1.67 

S&P500 2.96 2.10 2.89 34.68 11.21 20.31 

MSCI EMU 4.70 3.83 4.64 21.61 0.41 8.64 

FTSE Europe ex UK 4.49 3.61 4.42 22.70 1.31 9.61 

FTSE All-Share  2.46 1.60 2.40 17.96 -2.60 5.38 

TOPIX* 1.39 0.53 1.32 31.80 8.82 17.74 

 
 1 month 12 months 

Government bonds  EUR USD GBP EUR USD GBP 

JPM GBI US All Mats 1.83 0.97 1.76 25.67 3.77 12.27 

JPM GBI UK All Mats 1.75 0.90 1.69 23.21 1.73 10.07 

JPM GBI Japan All Mats** -0.08 -0.91 -0.14 3.02 -14.94 -7.97 

JPM GBI Germany All Mats 1.52 0.67 1.46 5.10 -13.22 -6.12 

Corporate bonds  EUR USD GBP EUR USD GBP 

BofA ML Global Broad Market Corporate 1.16 0.31 1.09 16.31 -3.97 3.90 

BofA ML US Corporate Master  1.39 0.54 1.33 23.14 1.68 10.01 

BofA ML EMU Corporate ex T1 (5-10Y) 1.62 0.77 1.56 3.50 -14.54 -7.54 

BofA ML £ Non-Gilts  1.56 0.70 1.49 20.39 -0.60 7.55 

Non-investment grade bonds  EUR USD GBP EUR USD GBP 

BofA ML Global High Yield  0.40 -0.44 0.34 17.48 -3.00 4.94 

BofA ML Euro High Yield  1.15  0.30 1.09 3.33 -14.69 -7.70 

Source: DataStream. Local currency returns in July 2015: *1.79% **0.33%. 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. 

 

 

Important Information:  

The views and opinions contained herein are those of Keith Wade, Chief Economist and Strategist, Azad Zangana, European 
Economist and Craig Botham, Emerging Markets Economist, and do not necessarily represent Schroder Investment 
Management North America Inc.’s house view. This newsletter is intended to be for information purposes only and it is not intended as 
promotional material in any respect. The material is not intended as an offer or solicitation for the purchase or sale of any financial 
instrument mentioned in this commentary. The material is not intended to provide, and should not be relied on for accounting, legal or tax 
advice, or investment recommendations. Information herein has been obtained from sources we believe to be reliable but Schroder 
Investment Management North America Inc. (SIMNA) does not warrant its completeness or accuracy. No responsibility can be accepted 
for errors of facts obtained from third parties. Reliance should not be placed on the views and information in the document when taking 
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illustrative purposes only and should not be viewed as a recommendation to buy/sell. The information and opinions contained in this 
document have been obtained from sources we consider to be reliable. No responsibility can be accepted for errors of fact obtained from 
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