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

– The build-up to the US presidential election and the subsequent victory for Donald Trump dominated 
newsflow in November. Global equities gained in dollar terms while bond markets were weaker.  

– US equities gained with economically-sensitive areas of the market leading the rally in anticipation of tax 
cuts and higher spending on infrastructure.  

– Eurozone equities posted a narrowly negative return as worries over political risk re-emerged, although 
economic indicators were largely encouraging.   

– UK equities delivered negative returns. Sterling strengthened following a High Court ruling that the 
government must seek parliamentary approval before triggering Article 50 to start the Brexit process.  

– Japanese equities were strong in local terms. The yen weakened against other major currencies.  

– Emerging markets delivered negative returns amid uncertainty over US foreign and trade policy.  

– Global bond markets were weaker as inflation forecasts rose and expectations grew that the US interest 
rates would rise in December.  

US  

US equities rose over the month with the S&P 500 recording a gain of 3.7%. Markets responded positively to 
the unexpected election of the Republican Party’s nominee Donald Trump as the next US president, with 
many of the country’s main indices striking new record highs during the month.  
 
Cyclical1 areas of the market led the rally in anticipation that pledges by the incoming administration to cut 
taxes, boost infrastructure spending and the ease regulatory burdens will drive growth higher. Small and mid-
cap equities performed very well (the Russell 2000 recording an 11.2% total return over November) amid 
expectations Trump’s policies will be of greatest benefit to US-facing businesses.  
 
The new emphasis on fiscal stimulus over monetary easing drove up inflation expectations, a positive for 
financials, and in particular the banking sector being a clear beneficiary of the steepening yield curve. The 
banks were also supported by specific hopes that financial regulations would be repealed, while a Trump 
administration was seen as the more favourable outcome for the healthcare sector. 
 
The dollar rallied against the backdrop of Trump’s reflationary2 policies, and following the publication of further 
robust economic data. The strong macroeconomic data – including an upward revision to third-quarter GDP – 
was seen as increasing the chances of the Federal Reserve raising interest rates again in December.   

Eurozone  

Eurozone equities declined slightly in November - with the MSCI EMU index returning -0.3% - as worries over 
political risk proved a drag on share prices. The month was dominated by news from the US with the surprise 
victory of Donald Trump in the presidential election. Investors in Europe were preoccupied by the possibility of 
further political surprises to come, not least with elections in France and Germany due in 2017.  
 

                                                 
1 Cyclical stocks are those whose share prices are directly related to the economic or business cycle.  
2 Reflation is a fiscal or monetary policy designed to expand a country's output and curb the effects of deflation. 
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Trump’s fiscal policies are expected to lead to higher interest rates and inflation in the US. This has also led to  
expectations of rising bond yields in Europe. As a result, higher-yielding sectors that have benefited from low 
bond yields underperformed during the month. The utilities sector led the declines after some disappointing 
quarterly results from certain companies. The telecommunications, consumer staples and real estate sectors 
also declined.   
 
The top performing sector for the month was materials, supported by an improving outlook for construction 
and energy. Financials also gained; banks and insurers are beneficiaries of rising bond yields although gains 
for banks were capped amid the run-up to the Italian constitutional referendum in early December. Questions 
remain about banking reform in Italy, particularly the burden of non-performing loans.  
 
However, economic indicators released in November pointed to ongoing expansion. The flash composite 
purchasing managers’ index (PMI) came in at 54.1, an eleven-month high. The European Commission’s 
consumer confidence indicator rose by 1.9 points to -6.1.  

UK  

The FTSE All-Share index fell 1.6% over the month. This was against the backdrop of a recovery in sterling 
following a High Court ruling that the government must seek parliamentary approval before it can trigger 
Article 50 to take the UK out of the European Union. The currency enjoyed further support after the Bank of 
England upgraded its growth forecasts. 
 
Gilt yields continued to rise, in line with the global trend after the election of Donald Trump as the next US 
president spurred a “reflation trade” in many developed markets. Trump’s pledge to cut taxes and increase 
infrastructure spending further moved the policy discussion away from monetary easing and towards fiscal 
stimulus, driving up inflation expectations. In tune with this, UK Chancellor of the Exchequer Philip Hammond 
officially abandoned his predecessor’s pledge to run a balanced budget, setting out infrastructure spending 
plans of his own in the Autumn Statement, and leaving the option open to borrow and spend more, as 
required. 
 
Rising gilt yields drove a rotation from the more defensive “bond proxy” sectors and towards cyclical areas of 
the market. Globally diversified defensive companies and sectors - such as tobacco, beverages and 
household goods firms - performed very poorly. Many of these were the same areas which had rallied strongly 
in the wake of June’s unexpected EU referendum result, as investors had discounted the beneficial impact of 
sterling weakness to their overseas earnings bases. 
 
Financials and mining were the clear beneficiaries of the reflation trade. The former rallied as yield curves 
steepened, while the latter tracked base metal prices higher – copper performed particularly well in 
anticipation of Trump’s infrastructure spending plans.  

Japan 

Despite considerable volatility as the results of the US presidential election emerged, the Japanese market 
rose strongly in November, recording a gain of 5.5% in local terms. Similar short-term volatility in currency 
markets subsequently gave way to a sharply weaker trend for the yen against all major currencies. 
 
After reaching extended valuation levels in the first half of the year, defensive sectors such as foods and 
pharmaceuticals have been underperforming since July and this trend accelerated sharply after the US 
election. Market leadership was taken up instead by insurance stocks and banks which responded to the 
global rise in bond yields, despite the fact that changes in Japanese yields have been relatively modest as a 
result of the Bank of Japan’s (BoJ) aggressively loose monetary policy. For November, the end-result was 
unusually stark sector dispersion with four of the top five positions taken by financial-related sectors, including 
insurance stocks which rose 15.2% and banks which rose 14.8%. Cyclical sectors, including steels, also 
performed relatively well, while foods and pharmaceuticals not only underperformed but declined in absolute 
terms.  
 
The month was inevitably dominated by the US election but it was perhaps surprising to see investor 
sentiment move so decisively in favour of US growth stimulus despite very little real evidence in terms of future 
policy direction. Although the immediate impact on currencies, including a weaker yen, can be justified in 
terms of the perceived widening of interest rate differentials, the heightened uncertainty could equally have 
resulted in the yen appreciating as a safe-haven currency. 
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While most of the President-elect’s economic policies seem to be evolving on a day-to-day basis, one near-
certainty appears to be the withdrawal of the US from the Trans-Pacific Partnership trade agreement. Although 
implementation of this would have been a net positive for Japan, few areas of the market had really moved in 
anticipation of its ratification, and confirmation of the US withdrawal does not represent a major negative for 
equities at this stage. 
 
Although almost totally overlooked during the month, Japan released some encouraging economic data in 
November which continued the run of modest positive surprises seen throughout the second half of the year. 
Investors may have become accustomed to strong labour market data but figures for industrial production 
were well ahead of expectations and even the inflation data for October picked up after drifting lower in 
previous months. 

Asia (ex Japan)  

Asia ex Japan equities fell in November as a surprise victory for Donald Trump in the US presidential election 
saw the greenback appreciate strongly amid expectations that the US Fed will almost certainly raise interest 
rates later this month. In China, stocks fell slightly (but outperformed the region) as a weakening yuan was 
offset by the positive news of the start date of the Shenzhen-Hong Kong Stock Connect in early December. 
The scheme will offer international investors access to a wider range of Chinese stocks, particularly in China’s 
technology sector as well as other “new economy” companies. Meanwhile, data continued to show mixed 
fortunes for the world’s second-largest economy with both October imports and exports falling more than 
expected.  
 
Meanwhile, in Hong Kong stock prices declined and were driven down mainly by tighter-than-expected 
residential property cooling measures that saw a doubling of stamp duty. Over in Taiwan, stocks fell as foreign 
investors sold off holdings on fears of higher US interest rates. Similarly, Korean equities also fell back on US 
interest rate worries and on the ongoing scandal involving President Park Geun-hye.  
 
In ASEAN, Thailand, the Philippines and Indonesia all saw their markets fall with the latter two witnessing 
particularly sharp declines. Indian stocks also declined over the month on the back of a surprise move by the 
government to pull all 500 and 1,000 rupee notes from circulation in an effort to tackle the black market 
economy.  

Emerging markets  

Emerging market assets lost value given uncertainty over US foreign and trade policy, and the prospect of 
tighter US dollar liquidity. The MSCI Emerging Markets index posted a negative return and underperformed 
the MSCI World. 
 
Those markets and currencies perceived as most sensitive to a tighter global interest rate environment posted 
the steepest declines, notably Turkey and the lira. Rising US Treasury yields also led investors to unwind 
positions in comparatively high yielding currencies, which had been a tailwind for several emerging markets in 
recent months. A reversal in this trend was particularly negative for the Indonesian rupiah and Brazilian real. 
 
Although significant uncertainty remains, a number of markets were pressured by concerns that the incoming 
US administration could implement protectionist trade measures. Mexican equities and the peso were directly 
impacted by these concerns and the central bank hiked rates 50bps to 5.25% to support the currency. By 
contrast, Russian equities were a beneficiary of political developments in the US. 
 
Elsewhere, Greece was the best performing index market, with banking stocks underpinning gains. Chinese 
equities were down but held-up better than wider emerging markets. Macroeconomic releases over the month 
were generally supportive, with manufacturing PMI ticking up to 51.2 and industrial production stable at 6.1% 
year-on-year. 

Global bonds  

In November, bond markets were again weaker, weighed down by much the same factors as in October. 
Inflation expectations, already moving higher, made a more aggressive move upwards over the month 
following the election win by Donald Trump. The oil price was slightly higher but remained within its three 
month trading range. The primary catalyst for higher inflation expectations across the US, Europe and the UK 
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was instead returning speculation of a December Federal Reserve rate hike. Talk of subsequent rate hikes in 
the new year has also gathered pace. 
 
Government bond yields rose sharply in longer-dated issues with a notable steepening of curves. The 10-year 
Treasury yield rose from 1.83% to 2.38%, the five-year yield rose from 1.31% to 1.84% and the two-year yield 
rose from 0.84% to 1.11%. The 10-year Bund yield rose from 0.16% to 0.28%, the five-year yield fell 
from -0.40% to -0.43% and the two-year yield fell from -0.62% to -0.73%. In the UK, the 10-year yield rose 
from 1.25% to 1.42%, the five-year yield rose from 0.59% to 0.61% and the two-year yield fell from 0.26% to 
0.13%. 
 
Globally, investment grade bonds3 generated negative total returns but outperformed Treasuries. However, 
the outperformance was attributable to US credit, with euro and sterling investment grade bonds 
underperforming government bonds. The BofA Merrill Lynch generated a total return of -2.1% and 
outperformed Treasuries very modestly, by 8 basis points. The equivalent high yield index fell by -0.6% but 
outperformed Treasuries by 0.9% as it is more resistant to climbing interest rates. Sterling investment grade 
credit declined by -1.3% and underperformed gilts by -0.3%. Euro investment grade bonds declined by -1.0% 
and underperformed Bunds by -0.8%.  
 
Emerging market debt suffered some of its worst declines since mid-2013. All three of the principal market 
components were weaker. The US dollar sovereign index (JP Morgan EMBI Global Diversified) fell -4.1%. 
Local currency bonds (JP Morgan GBI-EM Global Diversified Composite) fell -7.0% while emerging market 
corporate issues (CEMBI Diversified Broad Composite) fell -2.1%.  
 
Convertible bonds as measured by the Thomson Reuters Global Focus index remained flat against positive 
equity markets in November. The US part of the universe was driven by IT and technology names profited 
from the rally after the US election. Japanese convertibles also delivered above average performance. The 
implied volatility, as a typical measure of the price for the conversion right, remains low at 28%. Our models 
indicate that a significant proportion of convex convertibles4 are still valued at fair to even cheap levels. 

Commodities 

The Bloomberg commodities index generated a positive return. The industrial commodities component was up 
sharply, on hopes for changes in US and then global fiscal policy. Iron ore returned 24.1% while copper 
jumped 18.9%.The rally was helped by renewed access to credit for Chinese commodity traders. The energy 
segment was also positive, as Brent crude rallied 4.5% on news that OPEC had agreed on production cuts. By 
contrast, the agricultural component recorded a negative return. Gold was down 8.0%, with an increase in risk-
appetite weighing on demand.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
3 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. 
4 Convex (or balanced) convertibles are the area of the convertible bond market that traditional convertible bond strategies 
focus on. This section is particularly interesting to investors because it provides high participation when the share price is 
rising and low participation when the share price is falling. 
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Overview: total returns (%) – to end of November 2016 
 1 month 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  4.88 1.49 -0.82 3.32 3.78 25.03 
MSCI World Value 6.27 2.84 0.49 6.85 7.32 29.30 
MSCI World Growth  3.46 0.12 -2.16 -0.14 0.30 20.84 
MSCI World Smaller Companies  7.70 4.22 1.84 7.35 7.83 29.92 
MSCI Emerging Markets -1.42 -4.60 -6.77 8.38 8.86 31.16 
MSCI AC Asia ex Japan 0.36 -2.88 -5.10 6.98 7.45 29.46 
S&P500 7.16  3.70 1.34 7.58 8.06 30.19 
MSCI EMU -0.29 -3.50 -5.71 -7.22 -6.81 12.28 
FTSE Europe ex UK -0.16 -3.39 -5.59 -7.35 -6.94 12.12 
FTSE All-Share  4.03  0.67 -1.62 -9.29 -8.89 9.77 
TOPIX* 0.53  -2.71 -4.93  2.42  2.87 23.94 

 
 1 month 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats 0.44 -2.80 -5.01 0.63 1.07 21.78 
JPM GBI UK All Mats 4.30  0.94 -1.37 -11.29 -10.90 7.35 
JPM GBI Japan All Mats** -5.40 -8.46 -10.54  13.22 13.73 37.02 
JPM GBI Germany All Mats -0.69 -3.90 -6.09 2.67 3.12 24.24 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 0.34 -2.90 5.11 3.04 3.50 24.70 
BofA ML US Corporate Master  0.57 -2.68 -4.90 3.93 4.39 25.77 
BofA ML EMU Corporate ex T1 (5-10Y) -1.47 -4.65 -6.82 4.11 4.57 25.99 
BofA ML £ Non-Gilts   4.51  1.14 -1.17 -11.02 -10.63 7.68 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  2.23 -1.07 -3.33 9.93 10.42 33.03 
BofA ML Euro High Yield  -0.92 -4.12 -6.31 4.57 5.04 26.55 

Source: DataStream. Local currency returns in November 2016: *5.49% **-0.74%. 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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