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It was a mixed month for equity markets, with gains made early in the month 
eventually given back on concerns over renewed monetary tightening 
messaging by the Federal Reserve, and rising energy prices which are set to 
pressure household spending. We used the gain in government bond prices 
to pare exposure earlier in the month, with the proceeds used to bulk up 
exposure to less interest rate sensitive, ultra-short dated Gilts, a move which 
positions us to take advantage should attractive opportunities be presented 
over the coming months. 

Market dynamics & UK
The sharp decline in UK government bond (known as Gilts) yields from their 
peak in mid-June, with the yield on the 10-year Gilt declining from c.2.65% 
at its peak, to 1.80% as of early August, gave us the opportunity to sell our 
exposure. This decision was made on the view that the bond rally - as UK 
yields moved in concert with US Treasuries - was contrasted with worsening 
fundamentals. The outlook for domestic inflation, political uncertainty, and 
the prospect of significantly tighter monetary policy, could see further upward 
pressure placed on Gilt yields over the coming months. 

From a political perspective, there is set to be a shift to more supportive 
fiscal policy by the new leader of the Conservative party, Liz Truss, indicating 
that government fiscal handouts will be provided to help households pay 
for higher energy bills, a political necessity given the pressure from the 
opposition Labour party. Secondly, with UK inflation not set to peak until 
October at the earliest – with this peak expected to be at least 13% - due to 
the aforementioned surge in energy costs, we believe the political pressure 
on the Bank of England to continue to push the base rate higher, and reduce 
their holdings in Gilts through Quantitative Tightening, will remain significant. 

Later in the month, yields rebounded significantly in response to the July 
inflation figures which were released mid-month, with the CPI increasing 
ahead of expectations to 10.1% in the 12 months to July, and 0.6% month-on-
month, which stood in contrast to the US where inflation slowed modestly. 
The surge in yields was significant, with the yield on the 10-year Gilt increasing 
almost 100 basis points from its low on the 2nd August to end the month at 
2.8%. Amidst the strong rally in the US Dollar, the Pound fell 4% against the 
Dollar, to end the month at $1.16. UK large-cap stocks, as represented by 
MSCI UK All-Cap, ended the month down 2.8% in capital return terms. 
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US
The inflation figures released over the month, which 
covered the 12-month period to the end of July, showed 
a sharp slowdown in inflation, with the increase in the 
CPI slowing to 8.5% year-on-year from 9.1% in June, 
with the price level unchanged from its level in June. 
The biggest driver was the sharp fall in petrol prices 
over July, as – unlike in Europe where elevated refining 
margins and high taxes mitigated the decline – the 20% 
fall in the oil price was directly reflected in significantly 
lower prices at the pump. 

Markets seized on the prospect of a sustained 
push lower in US inflation, with technology stocks in 
particular continuing their rebound, with the likes of 
Apple, Microsoft and Amazon rallying 20, 30 and 40% 
respectively from their lows in June before pulling back 
slightly at the end of the month. Whilst we saw value in 
this area of the market during that time, and we added 
exposure using a technology focused investment trust, 
we do note that the structure of modern markets, 
with computer driven (algorithmic) traders piling into 
momentum trades does tend to magnify both sell-
offs and rebounds. The moves this summer have 
been reminiscent of the summers of 2018 and 2020, 
when US technology stocks enjoyed similarly strong 
performance, bolstered by relatively low trading 
volumes, before experiencing more mixed performance 
over the remainder of the year. 

On the last Friday of the month, the Chairman of the 
US Federal Reserve, Jerome Powell, spoke following 
the conclusion of the meeting of Central Bankers at 
Jackson Hole. As expected, Powell pushed against the 
expectation that the Federal Open Market Committee 
(FOMC) are close to ending their series of rate hikes, 
with restoring price stability their main area of focus 
“until the job is done” acknowledging the likely negative 
impact on US households and the economy. Perhaps 
counter-intuitively, the strong performance of US 
stocks over the summer likely contributed to the 
Federal Reserve reiterating their cautious messaging, 
as they are particularly aware of the feedback loop 
between business & consumer sentiment (which they 
are seeking to dull), and the level of the stock market. 
The S&P 500 ended the month down 4.2% in US Dollar 
terms. 

Europe
Consumer and business sentiment across the 
Eurozone currency bloc remains weak, as surging 
natural gas prices have forced governments to consider 
the rationing of energy to businesses. Having reversed 
course on their negative interest rate policy, the 
European Central Bank (ECB) are now set to raise the 
base rate by at least a further 50 basis points in their 
next meeting in an attempt to bring down inflation 
expectations. The ECB also have – unlike the US and UK 
– the challenge of suppressing bond yields across the 
periphery of their monetary union, most notably Italy 
where yields have moved up significantly more than in 
Germany and France. The yield on the 10-year Bund 
increased 71 basis points to end the month at 1.48%. 
European equities, as represented by MSCI Europe 
ex-UK, ended the month down 4.7% in local currency 
terms. 

China
China’s pandemic recovery continued to struggle 
through August as renewed zero-Covid restrictions 
and a structurally challenged property sector dented 
economic activity, indicated by declining PMI data. 
In the face of this challenging economic backdrop, 
the Chinese central bank maintained its supportive 
stance by marginally loosening policy rates in a bid to 
encourage consumption as the Covid recovery begins 
to soften and inflation remains low (c. 2.5%) on a 
relative basis when comparing with Western developed 
markets. Weaker data released during the month 
combined with looser monetary policy caused the 
Renminbi to depreciate further relative to the US dollar, 
to its lowest level in two years, likely placing the Chinese 
central bank into a difficult position as the Chinese 
economy looks towards a post-Covid recovery. 

On a more positive note, it appears both China & the 
US have taken a step in the right direction regarding 
foreign listed Chinese stocks, with the China Securities 
Regulatory Commission signing an agreement to allow 
US inspections of Chinese audit firms. Although this 
process remains in its early stages, it is pleasing to 
see progress from both sides on a matter that has 
been weighing on Chinese companies listed on the US 
exchange. Despite this, Chinese equities failed to make 
up further ground in August with the MSCI China H 
index down 1.9% in local currency terms.
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Commodities
The oil price continued to be pulled between tight 
supply, which shows little sign of abating, and concerns 
over weakening demand as the global economy slows, 
with the latter concerns dominating over the month 
with the price ending the month down 12% at $96 
per barrel (based on Brent Crude). The gold price 
came under pressure amidst the renewed US Dollar 
strength and rising US Treasury yields, ending the 
month down 3.1% in US Dollar terms, although we 
remain comfortable that we are closer to the end of this 
weakness than the beginning. In particular, we note that 

markets are not reflecting the fact that the response 
to this energy crisis entails more government spending 
using borrowed funds, a recurring theme which we 
believe will lead investors to continue to seek stores of 
value, such as gold and silver, over coming years as fiat 
currency devaluation continues. It is also notable that 
there has been a significant pick-up in Chinese gold 
purchases over recent months, a theme we expect to 
continue as the Chinese authorities attempt to bolster 
the credibility of their currency, the Renminbi.
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