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MARKET INDICES ($)
1 month 3 months 1 year 3 years* 4 years* 5 years*

MSCI World
S&P 500 (US)
FTSE 100 (UK)
FSE DAX (Germany)
Nikkei (Japan)
MSCI EM
S&P BSE SENSEX (India)
SSE Composite (China)
BOVESPA (Brazil)
MICEX (Russia)

3.72 6.87 16.24 12.52 12.19 13.12
3.05 3.19 9.79 6.84 5.86 7.38

0.86 -0.84 8.89 3.10 1.09 4.13
4.28 -1.67 4.87 6.24 4.45 6.40

2.20 -5.52 4.36 8.94 2.88 5.25

-1.96 -13.26 -13.37 -10.61 4.26 5.31
6.05 4.08 8.18 7.74 6.40 11.50

0.06 -1.69 13.89 8.68 9.30 9.66

11.51 -14.59 -0.03 12.25 -3.82 -0.03
2.52 0.86 15.48 10.39 -1.23 -2.45

MARKET COMMENTARY

Another month, another rise – at least among key equity markets. The corporate profit reporting season has been stellar, combining with a large 
uptick in U.S. economic growth, leaving investors feeling upbeat and interest rate rises firmly on the agenda.

What developments are new?
As market participants interpret price versus value, we can likely boil down most of the recent market noise into three buckets:

�
�
�

The rise of nationalism, creating trade tensions and geopolitical concern 
A recent shift from loose monetary policy to accommodative fiscal policy (especially in the U.S.) 
The cyclicality of human behaviour 

These are the three pillars being taunted as the “catalysts” and where much of the noise is coming from. For example, they likely go some way 
in explaining why earnings growth has remained so strong, why capital outflows are pinching emerging markets, why bond returns have been 
lacklustre and why valuation multiples are high in pockets like the U.S. market. 

What impact will rising interest rates have on bonds?
Some of the above will also be influenced by the speed and magnitude of interest rate changes. In this sense, fixed income markets have 
certainly felt the brunt of rising interest rates and low starting yields. Yet, the higher yields go, the more attractive they become. Outside of this, 
investors should also think carefully about the borrowing costs of lower-quality corporates. These have been increasing from very low levels, 
which may prove an important development if it were to be sustained. 

An eye for the future – how to think about US equity and dollar strength
To be clear, we don’t think specifically in terms of “tomorrow” but rather “the next decade”. And for those that follow our commentaries, it 
should be no surprise that we have been concerned about the valuation risks among U.S. equities for some time. Optimism is rife, investor 
complacency is problematic, and the performance attribution is incredibly narrow (the so-called FAANGs such as Facebook and Amazon having 
an abnormal impact on returns). Citing such risks, we are increasingly cautious of chasing the ‘hot money’.

U.S. equities advanced another circa 4% in July (16% year-on-year), with this market alone now making up around 54% of the world equity 
market (up from 44% 10-years ago). Some are claiming this to be justified given strong earnings, however one can’t deny the bullish investor 
sentiment that has underpinned it. Part of the issue, to this way of thinking, is that it involves a healthy level of extrapolation on the part of 
investors. For instance, people seem to be looking at the rise of technology and expecting it to grow at double-digits forever. 

A further challenge, which has really gripped investors in recent times is the underlying currency volatility inherent within assets. For instance, 
the U.S. dollar has appreciated considerably against other major baskets such as sterling (+7.8% over the past six months). Therefore, having 
too much or too little in certain currencies can meaningfully impact outcomes, especially when more than 54% of the “global equity market” is in 
U.S. dollars. As a result, we are comfortable with our valuation-driven perspective, doing what we think is right for investors over the long term. 
The challenge, of course, is that such a stance can mean we miss the tail of any irrational rally, although this is something we are willing to be 
patient towards. 
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