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US
The US economy’s strong momentum was emphasised by the revised 
estimate for second quarter GDP which showed that the US economy 
grew at an annualised pace of 4.2% over the period, bolstered by 
buoyant household and corporate spending. Inflationary pressures in the 
economy are also rising, albeit slowly, with the year-on-year increase in the 
Consumer Price Index standing at 2.9% in July, and could well move higher 
over coming months as the impact of higher import duties on commodities 
start to take effect. On the back of the firm domestic economy and the 
stimulus being applied to the economy by the Trump administration’s tax 
cuts, the US Federal Reserve’s rate hiking cycle is expected to continue 
over coming quarters, with further increases in the Fed Funds Rate (the 
economy’s base rate) of 25 basis points expected in both September and 
December. 

The combined impact of the market expecting further tightening of 
policy by the Federal Reserve, along with signs of weakening in the 
Chinese and Eurozone economies, have been key in pushing the value 
of the US Dollar higher since the start of April. This move in the Dollar 
has been instrumental in driving the change in the market environment 
over this period with assets which performed well in the weak US Dollar 
environment of last year now starting to struggle. 
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In particular, one of the biggest talking points over 
recent months has been the divergence in the 
performance of US and non-US listed stocks, with the 
US market – as represented by the widely followed S&P 
500 index - reaching new highs on the back of stellar 
profit growth, whilst Emerging Markets have generally 

struggled owing largely to the aforementioned stronger 
US Dollar. This trend continued over August, with the 
S&P 500 gaining 3.1% in US Dollar terms, with the 
technology sector leading the way with a gain of 6.7% 
on the same basis. 
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The US Dollar has strengthened markedly since the start of the second quarter

US stocks extended their recent outperformance over the month 
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UK
In their meeting early in the month, the Bank of 
England’s Monetary Policy Committee (MPC) voted 
unanimously in favour of raising the economy’s base 
rate from 0.5% to 0.75%. This move was a reaction 
to the moderate bounce back in UK economic data 
over recent months, following a very weak weather-
affected first quarter, and the Committee’s aspiration 
to move the base rate away from the exceptionally low 
interest rates which were introduced at the onset of 
the financial crisis. Importantly from the perspective 
of markets, the Committee maintained their wording 
that any future increases in the base were likely to 
be at a gradual pace and to a limited extent, and 
we still expect this rate hiking cycle to continue to 
be very slow in comparison to previous cycles, as 
the economy grapples with sluggish growth and the 
ongoing uncertainties created by the UK’s exit from 
the European Union. Gilt yields are certainly pricing in 
only a moderate tightening of policy over coming years, 
although the yield on the 10 year Gilt did edge up 10 
basis points over the period to end the month at 1.43%. 

The Bank of England have been keeping a keen eye on 
inflationary pressures in the economy, and they expect 
inflation – which, based on the Consumer Price Index 
metric, increased to 2.5% in its most recent reading - to 
remain above their 2% target through the remainder of 
the year, albeit driven largely by the renewed strength 
of the oil price. Data from the labour market painted a 
mixed picture over the month, with the unemployment 
rate falling to 4% in the three months to the end of June 
whilst wage growth actually slowed slightly. 

UK equities had a more challenging month, with MSCI 
UK All-Cap ending the period down 3.6%. This weakness 
was led by the multinational mining companies which 
make up a significant proportion of the UK index, with 
industry bellwethers Rio Tinto and BHP Billiton seeing 
their share prices fall 12.8% and 6.3% respectively over 
the month, as weakness in global commodity prices 
took their toll.  

Europe
The recent data from the Eurozone economy has 
indicated the currency bloc has seen a moderate 
pick-up in growth following a weak first quarter, with 
Eurostat’s revised estimate for second quarter GDP 
growth coming in at 0.4% quarter-on-quarter. The 
figure was bolstered by strong consumption growth in 
Germany, where low unemployment has helped boost 
consumer sentiment. As a net exporter which is a key 
beneficiary of global trade, the Eurozone is seen by 
many as being vulnerable to the US administration’s 
push to implement further trade tariffs on its leading 
trade partners, although these concerns were 
eased somewhat over the month as the European 
Commission pushed to get a deal done which would cut 
import duties on several key US exports, such as soy 
beans. 

Mid-month saw investors become increasingly 
concerned with the potential contagion from the 
ongoing challenges being experienced by the Turkish 
economy, which has seen the Turkish Lira depreciate 
over 40% against the US Dollar since the start of the 
year amid concerns regarding the economy’s double-
digit inflation and interference in monetary policy by 
the country’s President, Recep Tayyip Erdogan. Turkish 
companies have borrowed aggressively from overseas 
banks in recent years, with lenders such as BNP 
Paribas having lent significant amounts against Turkish 
assets, and the turmoil in Turkish financial markets 
has inevitably led to investor concerns that many of 
these borrowings will not be repaid in full. The MSCI 
EMU Banks index, which measures the performance of 
banking stocks listed in the Eurozone, ended the month 
down 10.7%, whilst broader MSCI EMU ended the 
month down only 2.7% on the same basis. 
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Asia
In response to the slowing of the Chinese economy 
over recent months, as well as the threat of increased 
tariffs on Chinese exports by the US administration, 
the Chinese authorities have started to implement a 
fiscal stimulus package in an attempt to support the 
economy. This stimulus, which includes increased 
infrastructure investment, is in addition to support 
being provided by the People’s Bank of China, which 
has already lowered reserve requirements for banks in 
order to encourage increased lending, particularly to 
small and medium-sized enterprises. 

Having helped push Emerging Market stock indices 
higher last year, this year has seen a pullback in the 

highly valued internet technology businesses, such 
as Tencent and Alibaba, which delivered such strong 
returns over 2017. MSCI China H (which represents the 
performance of Chinese stocks listed in Hong Kong) 
ended the month down 2% in local currency terms, 
whilst onshore stocks were even weaker with MSCI 
China A Onshore returning -6.1% over the period. 

The preliminary reading for GDP indicated that the 
Japanese economy grew 0.5% q-o-q over the second 
quarter, well above the market’s expectation of 0.3% 
growth. Despite the unemployment rate standing at 
only 2.5% as of the July reading, inflation remains well 
below the Bank of Japan’s 2% target with the CPI price 
level only 0.9% higher in July from its level a year earlier. 
MSCI Japan returned -0.7% in Yen terms. 

Eurozone banking stocks struggled over the month
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