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Please note any past performance mentioned in this document is not a guide to future performance and may 
not be repeated. 

– Equity markets were generally higher in July, with a busy corporate reporting period indicating strong 
earnings across a number of geographies and sectors.  

– In the US, the S&P 500 gained ground, buoyed by a slew of strong company results, ongoing strength in 
employment and resilient economic activity.  

– July was a better month for eurozone equities as the region’s trade worries receded slightly. GDP growth for 
the second quarter confirmed a slowdown in economic activity.  

– The UK’s FTSE All-Share index rose over July as the renewed sterling weakness - seen since the spring - fed 
through into earnings upgrades, particularly for the large-cap overseas earners.  

– Japanese equities gained and the yen weakened slightly. Much focus in the month was on the Bank of 
Japan’s monetary policy meeting.  

– Emerging markets (EM) equities staged a rebound in July, led by Latin America as Brazil and Mexico posted 
strong gains on easing domestic political concerns.  

– Government bond yields were higher over July, having mostly moved sideways in June. Speculation that the 
Bank of Japan (BoJ) may be preparing to reduce ultra-accommodative policy measures caused the Japanese 
government bond yield curve to steepen.  

US equities gained ground in July, buoyed by a slew of strong company results, ongoing strength in 
employment and resilient economic activity. In addition, while concerns over international trade sanctions 
remain active, the US, Europe and China’s apparent receptiveness late in the month to renegotiating trade 
barriers meant that the fears eased slightly. The oil price declined sharply over the month, as Russia and OPEC 
announced a rise in supply. 

A number of key economic indicators for the US remain encouraging, particularly in relative to moderating 
growth in other major regions. The US ISM manufacturing index1 for June picked up from 58.7 to 60.2, ahead 
of expectations. The US June nonfarm payroll also added 213,000 jobs versus expectations of 195,000, with the 
May figure revised upward. The three-month trend in job additions remains above 200,000, suggesting a 
robust hiring backdrop. GDP growth for the second quarter reached 4.1% annualised.  

Of the S&P 500 firms that had reported results to the beginning of August, 86% beat the estimates. All sectors, 
with the exception of real estate, also reported earnings growth in excess of 10%. Financial and industrial 
stocks recovered from a difficult June, and both sectors were amongst the strongest performers in July. 
However, the broader rotation into more traditionally defensive sectors also continued, lifting the healthcare 
and consumer staples sectors. That said, all major sectors advanced.  

                                                                    
1 The ISM Manufacturing Index is based on surveys of more than 300 manufacturing firms by the Institute for Supply Management. The 
index monitors employment, production, inventories, new orders and supplier deliveries.  
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July was a better month for eurozone equities as trade worries receded. The MSCI EMU index returned 3.5%. 
Car manufacturers and other export-related sectors drew support from a meeting between US President 
Trump and EU President Juncker. This resulted in an agreement to work towards zero tariffs on non-auto 
industrial goods while new car tariffs will be put on hold while longer-term talks take place.  

Top-performing sectors included financials, telecommunication services and utilities. The second quarter 
earnings season got under way with encouraging results from a number of banks. Information technology was 
something of a laggard following disappointing Q2 results from Nokia.  

GDP growth for the second quarter confirmed a slowdown in economic activity, with expansion of 0.3% in Q2 
following 0.4% in Q1. Inflation for July was estimated at 2.1%, up from 2.0% in June, with energy the largest 
contributor. Eurozone unemployment remained stable at 8.3%, the lowest rate since December 2008. Forward-
looking data continued to soften slightly with the flash composite purchasing managers’ index2 easing to 54.3 
in July from 54.9 in June.   

The FTSE All-Share index rose 1.3% over the month as the weakness in sterling seen since the spring (against a 
resurgent dollar) fed through into earnings upgrades, particularly for the large-cap overseas earners. Sterling 
continued its downward trajectory in July as fears of a “no deal” or “cliff edge” Brexit once again came to the 
fore after the government published proposals for leaving the EU. 

After more than two years since the referendum, plans for the UK’s post-departure relationship with the bloc 
were laid out in a white paper. However, the reaction in Westminster to the so-called “Chequers agreement” 
was poor and concerns over infighting in the government, and the potential consequences of this for 
negotiations with the European Commission, were reflected by the currency.  

While sterling weakness has been a short-term fillip for the FTSE 100 (1.5% higher over July) the renewed 
uncertainty around Brexit weighed on domestic sectors. The FTSE 250 (ex investment companies) fell 0.1% over 
the month and the FTSE Small Cap (ex investment companies) generated a negative total return of -1.0%. On 
the positive side there was evidence of a modest rebound in the UK economy in Q2, driven by a recovery in the 
services sectors, with retail sales performing well as a result of the good weather and World Cup. 

After a sharp decline in early July, the Japanese market subsequently recovered to record a gain of 1.3% for the 
month as a whole. The yen again weakened slightly against a generally stronger US dollar.  

For the second consecutive month, the market was led by the oil & coal sector. The bank sector also performed 
well, driven partly by speculation ahead of the Bank of Japan’s policy meeting. There was no particular pattern 
among other sector returns, with the weakest areas being food stocks and retailers. 

Overall trade concerns receded slightly after signs emerged of a more productive dialogue between the US 
and Europe. This allowed investors to focus on the initial stages of the quarterly results season for Japanese 
corporates. Although only a small proportion of companies had released number by the end of the month, 
there is already a bias in favour of moderate positive surprises. As always at this stage of the fiscal year, 
companies are very reluctant to revise their full-year numbers, but this could become a more positive trend 
after September. 

The Bank of Japan’s policy committee meeting generated a few days of intense speculation, despite the fact 
that the vast majority of observers had been expecting no changes to be announced. The central bank flagged 
some incremental changes, which were seemingly designed to produce a more sustainable monetary 
expansion over the next few years. The main issue was a widening of the band within which government bond 
yields can fluctuate while still being “close to zero” according to the Bank of Japan’s policy. This particular issue 

                                                                    
2 The eurozone purchasing managers’ index is produced by IHS Markit and based on survey data from around 5,000 companies based in the 
euro area manufacturing and service sectors. A reading above 50 indicates expansion. 
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was communicated to financial markets rather poorly, leading to some significant intra-day volatility in bond 
yields.  

Asian ex Japan equities eked out a marginal gain. The weak performance of index heavyweight China was a 
drag on returns as concerns over its trade dispute with the US continued. The Korean market also weighed on 
index performance, falling amid anxiety over the effect the weak Korean won will have on earnings should 
export growth be hampered by global trade tensions.  

On the positive side, ASEAN members performed strongly, particularly Thailand, where banks and electronics 
stocks outperformed. Also, the Thai finance minister stated there was no need for rate hikes as inflation had 
returned to the central bank’s target range, and said any impact from a trade war is expected to be small. The 
Indian market also gained strongly, boosted by cuts in the goods and services tax (GST) and a pause in 
outflows from foreign investors. It also benefited from declining crude oil prices and a stabilising rupee. 
Meanwhile, strong performance from the semiconductor industry helped drive Taiwan higher. The Australian 
market gained for the fourth consecutive month, led higher by the telecoms sector.  

Emerging markets (EM) equities staged a rebound in July, led by Latin America as Brazil and Mexico posted 
strong gains on easing domestic political concerns. In Brazil, a number of centre parties announced that they 
would support the candidacy of Geraldo Alckmin of the Brazilian Social Democracy Party (PSDB) for president, 
providing him with greater allotment of TV and radio airtime. Strong Q2 earnings results were also beneficial. 
In Mexico, peso strength was supportive of returns as domestic political uncertainty eased following elections. 
Poland also outperformed with financials among the strongest index names.  

In contrast, China was firmly down on continuing US-China trade uncertainties as the Trump administration 
followed through on its threat and declared another $200bn tariff plan. Late in the month, China announced a 
range of targeted economic support measures, including a shift to fiscal stimulus and credit easing. Turkey 
was the weakest index market, primarily due to lira weakness. Inflation climbed to 15.4% in June but the 
central bank unexpectedly held its key policy rate at 17.75%. Meanwhile relations with the US showed signs of 
deterioration. 

Bond yields were higher over July, having mostly moved sideways in June. Speculation that the Bank of Japan 
(BoJ) may be preparing to reduce ultra-accommodative monetary policy measures caused the Japanese 
government bond yield curve to steepen. Japan’s 30-year yields increased from 0.71% to 0.76% while two and 
10-year yields were little changed.  

The BoJ speculation rippled through global bond markets. US 10-year Treasury yields rose 10 basis points (bps) 
to 2.96%. Ten-year Bund yields rose from 0.30% to 0.44% and UK 10-year yields rose from 1.28% to 1.33%.  

Italian 10-year yields rose from 2.68% to 2.72%, Spain’s from 1.32% to 1.40%. Initially, lowered concerns over 
the impact of trade tariffs on Europe seemed to support investor sentiment.   

Corporate bonds had a constructive month, generating positive total returns. High yield3 outperformed 
investment grade, notably in euro denominated credit, as insurance saw improved performance after a 
difficult run. In investment grade, US dollar credit was strongest, as the media and telecoms sectors saw a 
rebound.  

Emerging market (EM) bonds performed well especially hard currency, which returned 2.5%. Local currency EM 
returned 1.9% and corporates 1.4%.   

Global convertible bonds, as measured by the Thomson Reuters Global Focus Convertible Index, were broadly 
flat in July, despite modest gains for equity markets. A combination of the asset class’s weighting towards Asia, 

                                                                    
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. 
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particularly China, and a technical cheapening of valuations largely offset a stronger showing of the broader 
US tech-related universe.  

The Bloomberg Commodities index fell again in July, with US dollar strength weighing. Base metals – with the 
exception of tin - were lower across the board. Zinc, lead and nickel were especially weak. The energy sector 
was also lower, with the oil price dipping after OPEC announced supply increases. The agricultural component 
recovered, with material rises in the price of soy beans, wheat and corn. In precious metals, gold and silver 
both fell.  

 

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 
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 1 month  12 months 

Equities  USD EUR GBP  USD EUR GBP 

MSCI World  3.1 2.9 3.8  11.9 12.7 12.4 

MSCI World Value 3.7 3.4  4.3  7.0 7.8 7.6 

MSCI World Growth  2.6 2.4 3.3  16.7 17.6 17.3 

MSCI World Smaller Companies  1.2 1.0 1.9  13.6 14.5 14.2 

MSCI Emerging Markets 2.2 2.0 2.9  4.4 5.2 4.9 

MSCI AC Asia ex Japan 0.8 0.6 1.5  5.2 6.0 5.7 

S&P500 3.7 3.5 4.4  16.2 17.1 16.8 

MSCI EMU 3.7 3.5 4.4  5.7 6.5 6.3 

FTSE Europe ex UK 4.4 4.2 5.1  5.3 6.1 5.8 

FTSE All-Share  0.6 0.4 1.3  8.6 9.4 9.2 

TOPIX* 0.2 0.0 0.9  9.2 10.0 9.8 

 

 1 month  12 months 

Government bonds   USD EUR GBP  USD EUR GBP 

JPM GBI US All Mats -0.5 -0.7 0.2  -1.2 -0.5 -0.7 

JPM GBI UK All Mats -1.0 -1.2 -0.4  0.8 1.6 1.3 

JPM GBI Japan All Mats** -1.3 -1.5 -0.6  -0.2 0.5 0.3 

JPM GBI Germany All Traded -0.4 -0.6 0.3  0.7  1.5  1.2 

Corporate bonds USD EUR GBP  USD EUR GBP 

BofA ML Global Broad Market 
Corporate 

0.6 0.4 1.2  -0.6 0.2 -0.1 

BofA ML US Corporate Master 0.8 0.5 1.4  -0.7 0.1 -0.2 

BofA ML EMU Corporate ex T1 
(5-10Y) 

0.6 0.4 1.3  0.1 0.9 0.6 

BofA ML £ Non-Gilts -0.5 -0.7 0.1  -0.4 0.4 0.2 

Non-investment grade bonds  USD EUR GBP  USD EUR GBP 

BofA ML Global High Yield  1.4 1.2 2.1  1.8 2.6 2.3 

BofA ML Euro High Yield 1.7 1.5 2.4  0.7 1.4 1.2 
Source: DataStream.  
 
Local currency returns in July 2018: *1.3%, **-0.2%.  
 
Past performance is not a guide to future performance and may not be repeated. 
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Important Information: This document is marketing material. This document is provided by the Investment 
Communications team and may not necessarily represent views expressed in other Schroders 
communications, strategies or funds. This material is intended to be for information purposes only and 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. The material is not intended to provide and should not be relied 
on for accounting, legal or tax advice, or investment recommendations. Reliance should not be placed on the 
views and information in this document when taking individual investment and/or strategic decisions. 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. The sectors, securities, 
regions and countries shown above are for illustrative purposes only and are not to be considered a 
recommendation to buy or sell. All investments involve risks including the risk of possible loss of principal. 
Information herein is believed to be reliable but Schroders does not warrant its completeness or accuracy. 
Reliance should not be placed on the views and information in this document when taking individual 
investment and/or strategic decisions. Some information quoted was obtained from external sources we 
consider to be reliable. No responsibility can be accepted for errors of fact obtained from third parties, and this 
data may change with market conditions. This does not exclude any duty or liability that Schroders has to its 
customers under any regulatory system. MSCI: Third party data is owned or licensed by the data provider and 
may not be reproduced or extracted and used for any other purposes without the data provider’s consent. 
Third party data is provided without any warranties of any kind. The data provider and issuer of the document 
shall have no liability in connection with the third party data. The Prospectus and/or schroders.com contains 
additional disclaimers which apply to third party data. FTSE: FTSE International Limited (“FTSE”) © FTSE 2018. 
“FTSE®” is a trade mark of London Stock Exchange Plc and The Financial Times Limited and is used by FTSE 
International Limited under licence. All rights in the FTSE indices and or FTSE ratings vest in FTSE and/or its 
licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and 
or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express 
written consent. Regions/sectors shown for illustrative purposes only and should not be viewed as a 
recommendation to buy/sell. To the extent that you are in North America, this content is issued by Schroder 
Investment Management North America Inc., an indirect wholly owned subsidiary of Schroders plc and SEC 
registered adviser providing asset management products and services to clients in the US and Canada. For all 
other users, this content is issued by Schroder Investment Management Limited, 31 Gresham Street, London, 
EC2V 7QA. Registered No. 1893220 England. Authorised and regulated by the Financial Conduct Authority. 


