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MARKET COMMENTARYWhat developments are important?Investment markets continue to be dominated by the growth in U.S. assets. The U.S. buoyancy, which seems to be almost defying gravity, has seen both growth stocks and the US dollar rise further. Therefore, a glance at the broad international indices could be misleading. Despite historic highs for the global benchmarks, we continue to witness significant dispersion underneath. This includes a painful period for many key marketsFor example, U.K., European and Asian markets have not fared well. The U.K. fell 2.8% during August in local currency terms, meaning year-to-date performance is practically flat. This was coupled by losses in Germany (-3.5%), France (-2.3%), Italy (-9.0%) and China (-3.9%). Japan returned 1.0%.Even fixed income markets have struggled, with bond yields rising from historic lows and sending the prices of nominal bonds lower. This has been felt among debt with lower credit quality, including corporates, but especially emerging market bonds in hard-currency terms.In fact, emerging markets have been punished generally, almost regardless of local narratives. The risk-off sentiment is underpinned by the trade-war escalations, but also in response to Turkey, Argentina and Venezuela’s persistent economic problems. Even African assets have fallen heavily as Moody’s warned about risks to South Africa’s fiscal consolidation plans, President Trump raised alarm with land grab tweets and a Nigerian company was fined for alleged improper dividend repatriation (dropping more than 20% on the day).The strong US dollar is also important, as it should boost export-oriented companies domiciled in weaker-currency regions. Perversely, this is exactly what Donald Trump is trying to unwind, although it should help the multinationals in the UK, Europe and emerging markets.  What does this mean for an investor?It is important to reflect on the above developments momentarily. Many of the faster-growing regions are still experiencing strong corporate earnings yet have seen asset prices unwind quickly. Yet, to the contrary, here we stand with optimism for U.S. assets seemingly built around the earnings growth story. Sector performance has been interesting in this regard, with notable gains for industries that are deemed to offer secular growth. Specifically, technology continues to register strong gains, while healthcare has seen a healthy revival since its 2016 lull.This differs markedly from regions that aren’t experiencing the same tailwinds. The U.K. is a great example in recent memory, with concerns of a “no-deal” Brexit impacting sentiment in everything from property markets through to the banking sector. Of course, these developments matter if earnings are impacted, but we must also appreciate that much of the bad news is already reflected in the price. It is a classic case of mindless herding away from a market that carries near-term uncertainty, although we have every reason to believe the long-term earnings are fundamentally durable.Returns greater than a year have been annualised.©2018 Morningstar. All Rights Reserved. The Morningstar name and logo are registered trademarks of Morningstar, Inc. The information, data, analyses, and opinions contained herein (1) include the proprietary information of Morningstar Inc. and its subsidiaries, (2) may not be reproduced, disseminated or disclosed without our prior written approval, (3) do not constitute investment advice offered by Morningstar, (4) are provided solely for informational purposes and therefore are not an offer to buy or sell a security, and (5) are not warranted to be correct, complete, or accurate. Morningstar shall not be responsible for any trading decisions, damages, or other losses resulting from, or related to, this information, data, analyses, or opinions or their use. It is important to note that investments in securities involve risk and will not always be profitable. MIM does not guarantee that the results of its investment decisions or the objectives of the portfolio will be achieved. MIM does not guarantee that negative returns can or will be avoided in any of its portfolios. An investment made in a security may differ substantially from its historical performance and as a result, you may incur a loss. Past performance is not a guide to future returns.  Market data and statistical information has been obtained from various sources that we consider to be reliable. However, we make no representation as to, and accept no responsibility or liability whatsoever for, the accuracy or completeness of such information. The Morningstar Investment Management group comprises Morningstar Inc.’s registered entities worldwide, including South Africa. Morningstar Investment Management South Africa (Pty) Ltd is an authorised financial services provider (FSP 45679).


