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Equities

Main Asset Classes

Category

View

KEY

Up from last month
Positive

Postive/
Neutral

Neutral

Down from last month
Neutral/
Negative

Negative

Comments

Equities

Our models suggest valuations are turning more reasonable after recent corrections. However, this improvement
has come with worsening momentum signals, which are approaching negative territory.

Goverment Bonds

We remain negative on duration. Despite the improvement in valuation given the rise in yields, inflationary pressures
continue to rise.

Commodoties

Top-down conditions remain supportive, but carry and momentum have deteriorated. Industrial metals and
agriculture held up better than energy and gold is starting to show safe-haven characteristics.

Credit

October saw spreads widening across sectors in all regions, accelerating weakness in credit that we have seen year
to date.

US

With no surprises in the US mid-terms results, we expect investors to soon shift their attention towards
fundamentals, including earnings, and also the Federal Reserve.

Europe

Although valuations appear to be reasonable, momentum and cyclical indicators are still neutral.

UK

We are still neutral on UK equities, as the market continues to be driven by political turmoil and Brexit noise.

Japan

We retain a positive view. Attractive Japanese valuations, improving return on equity and increasing capital
expenditure are compelling reasons for optimism.

Pacific ex-Japan

Ongoing trade war developments, together with local country-specific risk factors, pose a threat to profits, but we
keep a neutral stance.

Emerging Markets

Valuations are attractive, especially following the significant sell-off so far this year. Investors may find the strong EM
earnings story attractive in coming months.

US

The recent rise in yields has taken valuation to fair levels, but cyclical headwinds (wage/price inflation) may lead to
further rise in yields.

UK

The market discounts two rate hikes, but the BoE has made it clear that if a Brexit deal is resolved then those hikes
would likely occur earlier than currently expected.

Germany

With ongoing Italian budget negotiations and the European Central Bank highlighting no rise in rates before Summer
2019, investors will likely continue to own Bunds.

Japan

Despite the encouraging economic expansion, inflation remains weak. We remain neutral as monetary policy is likely
to stay firm.

US Inflation Linked

We remain positive on US inflation. We expect price pressures to remain high even as growth slows given the lags to
wages and inflation.

Emerging Markets Local

We maintain a neutral view as cyclical headwinds prevent us from taking advantage of the improvement in local
market valuations.

Comments

US

Fundamentals for bond holders are continuing to weaken as shareholder-friendly behaviour becomes more
prevalent.

Europe

While fundamentals remain robust, we believe the path of the European credit markets will be dictated by
developments in Italy, Brexit, and changing leadership at the European Central Bank.

Emerging Markets USD

We believe that the regional mix and fundamental path of earnings marginally favours high quality emerging market
corporate bonds over their high yield counterparts.

US

We expect the supply/demand situation in US high yield to deteriorate and maintain our view that it is overpriced and
vulnerable.

Europe

The European market is due a period of readjustment from what remain extraordinarily low levels of yield as
conditions start to normalise.

Energy

Move to neutral. Supply and demand look more balanced after the US administration allowed continued buying of
Iranian oil, while evidence for demand looks mixed.

Gold

Remove the negative bias in Gold as it starts to show safe-haven characteristics in the latest period of market
correction.

Industrial Metals

Fundamentals still positive overall. Very bearish sentiment means potential inventory re-stocking from current low
levels, or trade war de-escalation, could provide support.

Agriculture

We remain positive, with scope for further recovery from over-sold levels.

US $

Even though US growth today shows signs of slowing, we believe that the failure of global growth to recover and
higher US rates will ultimately push the dollar higher.

UK £

We continue to believe that the majority of Brexit fears have been priced into GBP, and see the currency as one of the
few to benefit from rate hikes in 2019/2020.

EU €

EUR weakness is likely to continue on a continued moderation of growth and inflation into next year, whilst issues of
Italian and German political issues are likely to linger.

JAP ¥

We expect yen strength in the coming months as global growth continues to slow, US yields to stop dragging on the
US/Japan rate differential and very attractive valuation.

Swiss F

CHF is likely to stay on par with USD as a safe haven for European investors, whilst there has been little vocal
opposition from the Swiss National Bank so far due to stable export growth.

Currencies

Commodoties

Investment Grade
Corporate Bonds

View

High Yield
Bonds

Category

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.
Source: Schroders, November 2018. The views for equities, government bonds and commodities are based on return relative to cash in local currency. The views for
corporate bonds and high yield are based on credit spreads (i.e. duration-hedged). The views for currencies are relative to US dollar, apart from US dollar which is relative to
a trade-weighted basket.

INFOGRAPHIC: THE GLOBAL ECONOMY

Source: Schroders as at November 2018.

MONTHLY MARKETS REVIEW
Global equities posted modest gains in
November but trade wars and growth worries
remained clouds on the horizon.
HIGHLIGHTS
•

•

•

•

•

•

•

After October’s sharp falls, global equity markets regained
some of their poise to post modest gains in November.
Government bond yields were broadly lower.
US equities moved higher. Concerns over trade and slowing
earnings persisted but were offset by Federal Reserve (Fed)
comments suggesting that it is unlikely to increase the pace
of rate hikes.
Eurozone equities declined. Worries over economic growth
and trade wars persisted, as did nervousness surrounding
the Italian 2019 budget proposal.
UK equities performed poorly, with lower crude oil prices
weighing heavily on the large cap integrated oil and gas
companies. Brexit uncertainty also pulled down sectors with
significant domestic UK exposure.
Japanese equities saw positive returns, helped by the
comments from the US Fed and a rebound in economic
data from the previous month’s natural disaster-induced
weakness.
Emerging markets (EM) equities rallied on the Fed’s more
moderate policy stance. A fall in crude prices supported
countries that are net importers of oil.
In bond markets, the US 10-year Treasury yield fell (i.e. prices
rose) from 3.14% to 2.99% over the month.

THE US
US equities closed higher in November. Shares climbed early
in the month before giving up much of the gain in the second
half. Economic data remained encouraging and the labour
market remains especially strong. US payrolls added 250,000
jobs in October, more than consensus expectations. The gain
also suggests that the employment trends remain solid, and
that the weakness registered in September was only temporary.
The unemployment rate held steady at 3.7% and average hourly
earnings grew to 3.1% year-on-year, the strongest pace of wage
gains seen since 2009.
Even so, Federal Reserve (Fed) Chairman Powell struck a more
dovish tone than he did in October, suggesting additional interest
rate hikes may be limited. The Fed left rates unchanged, as
expected. As a result, although trade concerns persist and a
number of high profile tech firms warned on profits, markets
made modest progress. The Q3 results season was, overall, very
positive.
Most market sectors gained ground, with healthcare and real
estate companies sectors amongst the best performers.
Technology firms – notably Apple - were weaker as investors
digested the prospect of slower earnings. Energy firms were hurt
by the sharply lower oil price, which fell on a supply glut driven by
Saudi Arabia and the US.
The midterm elections were largely as expected with the
Democrats taking the House of Representatives while the
Republicans held the Senate. This could mean less fiscal support
for the economy as Democrats are unlikely to back further tax
cuts.

EUROZONE
Eurozone equities experienced another disappointing month.
The MSCI EMU index returned -0.9%. Worries around the
sustainability of global growth, trade wars and corporate profits
continued to build. Economically sensitive sectors such as
materials and information technology were among the worst
performers while defensive sectors – such as communication
services, utilities and consumer staples – registered the best
returns.
Economic data within the eurozone continued to indicate slower
growth. The flash composite purchasing managers’ index[1] for
November came in at 52.4, a 47-month low. Data showed the
German economy contracted by 0.2% in the third quarter of
2018, largely due to a trade slowdown as car manufacturers
struggled to prove that vehicles met new emissions standards.
The dispute over Italy’s 2019 budget continued. The European
Commission rejected the draft plans and recommended putting
disciplinary procedures in place, which could lead to Italy being
fined for non-compliance with budget rules. Brexit remained an
important political focus. The EU approved the draft Withdrawal
Agreement negotiated with the UK. However, uncertainty
remains as the deal could be rejected by the UK parliament in a
vote planned for 11 December.

UK
UK equities performed poorly, with lower crude oil prices and
broader concerns around the global macroeconomic outlook
weighing heavily on the large cap resources sectors. Brexit
uncertainty also negatively impacted sentiment towards those
areas with significant UK domestic exposure.

With the notable exception of the tobacco sector, a number of
the market’s defensive sectors extended their recent strong run.
The tobacco companies performed very poorly amid growing
concerns around a possible US regulatory crackdown, including
tough restrictions on menthol cigarettes.
The UK government finalised a “withdrawal agreement” with
the EU. However, the agreement received fierce push-back and
several senior and junior ministers resigned in protest, posing
significant uncertainty over the prime minister’s leadership and
the final parliamentary passage of the deal.
UK Q3 GDP growth came in at 0.6% quarter-on-quarter as
expected, up from 0.4% in Q2 and the fastest pace since
Q4 2016. The latest labour market report contained mixed
surprises, with a rise in the unemployment rate from 4.0% to
4.1% alongside a further acceleration in year-on-year pay growth
from 3.1% to 3.2% in the three months to September, the fastest
rate since December 2008. More recent data, however, pointed
to slowing momentum in Q4: UK retail sales disappointed in
October, falling -0.5% month on month after a buoyant summer.

JAPAN
Equity markets continued to be volatile in November but a late
rally left the Japanese stock market 1.3% higher for the month.
There were no strong trends in major currencies, with the yen
weakening slightly against the dollar. Sector performance was
very mixed. Financial stocks, including banks, underperformed
sharply, returning to the relative lows seen in June. Value[2] stocks
more broadly also underperformed, reversing the upward move
seen in the previous month.

Markets were somewhat directionless in the first part of the
month. There was then a more consistent rally into month-end,
as some change was detected in the likely pattern of US interest
rate rises. Economic data released in November clearly showed a
rebound from the previous month’s weakness, which was largely
related to a succession of natural disasters. There are now some
signs that the rate of improvement in the labour market may
be peaking. The economy has effectively been operating at full
employment for some time, and we continue to see evidence of
this flowing though to higher wage growth.
On the corporate front, Nissan grabbed the headlines following
the arrest of Carlos Ghosn and his subsequent removal from his
position as chairman of the company. Away from the spotlight,
however, Japanese companies announced record levels of
share buybacks in the wake of their interim results, as the trend
towards better shareholder returns continues. A buyback, also
known as a share repurchase, is when a company buys its own
outstanding shares to reduce the number of shares available on
the open market.

ASIA (EX JAPAN)
Asia ex Japan equities rebounded in November amid optimism
over a more gradual pace of interest rate hikes in the US. Positive
corporate earnings news also provided support, while the plunge
in crude oil prices boosted net oil importers. Trade negotiations
between the US and China continued to dominate sentiment.
Across the region, Indonesia and India, both major oil importers,
recorded the strongest gains as oil prices slumped and their
currencies strengthened. The Indonesian rupiah was further
buoyed by Bank Indonesia’s surprise interest rate increase to

6%, from 5.75%. Hong Kong and Chinese stocks outperformed
the benchmark amid mixed economic data from China. Chinese
exports rose 15.6% year-on-year in October, while imports
grew 21.4%. Industrial production and fixed-asset investment
accelerated, though retail sales growth slowed. The official
purchasing managers’ index also missed market expectations in
November.
Conversely, markets in Malaysia and Thailand retreated.
Taiwanese stocks were dragged lower by declines in the
healthcare sector and technology heavyweights. Separately,
Taiwan’s president resigned as leader of the ruling Democratic
Progressive Party following losses in local elections. South
Korean stocks also lagged. The Bank of Korea raised its
benchmark interest rate by 25 basis points to 1.75%, the first hike
in a year, on concerns over capital flight (i.e. investors moving
money out of the country), high household debt and Seoul’s
property boom. Elsewhere, the Philippine central bank also lifted
borrowing rates to rein in rising inflationary pressures.

EMERGING MARKETS
Emerging markets equities rallied on the prospect of a more
moderate outlook for US monetary policy. A correction in crude
oil prices was supportive of those emerging markets that are
net importers of oil. The MSCI Emerging Markets Index posted a
positive return and outperformed the MSCI World.
Those markets most sensitive to external pressures recorded
the strongest gains, led by Turkey. Indonesia, India and South
Africa, and the Philippines also outperformed, with currency
appreciation amplifying returns in all five markets.

Chinese equities rebounded in anticipation of some form of
positive outcome from the Trump-Xi meeting at the G20 summit
in Argentina at the end of the month. US tariff hikes scheduled
for 1 January have since been delayed. Meanwhile, domestic
activity indicators remained relatively weak and the authorities
announced further support measures.
On the negative side, Mexico recorded a negative return with
domestic economic policy concerns weighing on sentiment.

GLOBAL BONDS
In bond markets, the US 10-year Treasury yield fell from 3.14% to
2.99% over the month on Fed chair Jerome Powell’s comments
on the path for interest rates. The mid-term election results
effectively also made further pro-growth measures less likely.
German Bund 10-year yields fell from 0.39% to 0.31% as regional
data remained soft. UK gilt yields were down from 1.44% to
1.36%.
Tensions between Brussels and Italy persisted regarding budget
plans. The spread (or difference) between Italian and German
10-year government bond yields fell back below 300 basis points
towards month end, having peaked earlier in the month at above
320bps.
Corporate bonds saw further negative total returns and
underperformed government bonds as risk sentiment remained
subdued. Emerging market (EM) hard currency and corporate
bonds registered modest negative returns. Local currency EM
performed well as the US dollar softened and various currencies,
notably Turkish lira, Indonesian rupiah and South African rand,
rallied. The Indian rupee performed well, benefiting from the

decline in the oil price.
Global stock markets bounced a little after the heavy set-back
in October. Convertible bonds benefited from the tailwind and
returned 0.6%, as measured by the Thomson Reuters Global
Focus Convertible index. The current set up of the balanced
convertible universe looks protective compared to history.
The overall credit rating is a stable BBB+ average, which gives
comfort these companies will survive in more difficult conditions.
The expensive valuation levels in the US and in Europe have
come down significantly while Japan and Asia ex Japan continue
to trade below fair value.

COMMODITIES
The S&P GSCI Spot Index declined in November, owing to a
sharp fall in the energy component. Brent crude prices declined
amid ongoing oversupply concerns, and deterioration in the
outlook for demand. The industrial metals component recorded
a positive return; rising expectations for some easing in USChina trade tensions proved supportive of spot prices. Copper
prices bounced back following recent weakness, while zinc and
lead posted modest gains. The soft commodities component
recorded a small gain. A rise in soybean prices was supportive,
while coffee prices were down. In precious metals, gold
generated a slight gain while silver prices were weaker.
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.

1

Value stocks are those that are perceived to be undervalued
compared to their fundamentals, such as earnings, dividends or
sales.
2

Source: Schroders, November 2018: 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.

TOTAL RETURNS (%) – TO END NOVEMBER 2018
1 MONTH

12 MONTHS

Equities

USD

EUR

GBP

USD

EUR

GBP

MSCI World

1.1

1.2

1.3

0.1

5.5

6.2

MSCI World Value

1.6

1.7

1.8

-1.9

3.3

4.1

MSCI World Growth

0.7

0.7

0.8

2.0

7.5

8.3

MSCI World Smaller Companies

0.6

0.7

0.8

-3.6

1.5

2.2

MSCI Emerging Markets

4.1

4.2

4.3

-9.1

-4.3

-3.6

MSCI AC Asia ex Japan

5.3

5.4

5.5

-9.6

-4.8

-4.1

S&P500

2.0

2.1

2.2

6.3

11.9

12.8

MSCI EMU

-0.9

-0.9

-0.8

-12.7

-8.1

-7.4

FTSE Europe ex UK

-0.6

-0.5

-0.5

-10.0

-5.3

-5.5

FTSE All-Share

-1.8

-1.7

-1.6

-7.1

-2.2

-1.5

TOPIX*

0.7

0.8

9.8

-6.3

-1.4

-0.6

1 MONTH

12 MONTHS

Government Bonds

USD

EUR

GBP

USD

EUR

GBP

JPM GBI US All Mats

0.9

1.0

1.1

-1.1

4.2

5.0

JPM GBI UK All Mats

-1.5

-1.4

-1.3

-6.1

-1.1

-0.4

JPM GBI Japan All Mats**

-0.1

-0.0

0.1

-1.2

4.1

4.9

JPM GBI Germany All Traded

0.4

-1.8

-1.8

-8.1

-3.3

-2.6

Corporate Bonds

USD

EUR

GBP

USD

EUR

GBP

BofA ML Global Broad Market Corporate

-0.4

-0.3

-0.2

-3.9

1.2

1.9

BofA ML US Corporate Master

-0.2

-0.1

-0.1

-2.9

2.3

3.1

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

-0.8

-0.8

-0.7

-7.3

-2.4

-1.7

BofA ML £ Non-Gilts

-1.6

-1.5

-1.4

-6.8

-1.9

-1.2

Non-investment Grade Bonds

USD

EUR

GBP

USD

EUR

GBP

BofA ML Global High Yield

-1.0

-0.9

-0.9

-1.9

3.3

4.1

BofA ML Euro High Yield

-1.9

-1.8

-1.8

-8.1

-3.3

-2.6

Source: DataStream.
Local currency returns in November 2018: *1.3%, **0.5%.
Past performance is not a guide to future performance and may not be repeated.

Important Information: This communication is marketing material. The views and opinions contained herein are those of the named
author(s) on this page, and may not necessarily represent views expressed or reflected in other Schroders communications, strategies
or funds. This document is intended to be for information purposes only and it 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. Information herein is believed
to be reliable but Schroder Investment Management Ltd (Schroders) does not warrant its completeness or accuracy. The data has
been sourced by Schroders and should be independently verified before further publication or use. No responsibility can be accepted
for error of fact or opinion. This does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial
Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. Reliance should not be placed on the
views and information in the document when taking individual investment and/or strategic decisions. Past Performance is not a guide
to future performance. 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. Any sectors,
securities, regions or countries shown above are for illustrative purposes only and are not to be considered a recommendation to buy or
sell. The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are
based on our own assumptions which may change. Forecasts and assumptions may be affected by external economic or other factors.
Issued by Schroder Unit Trusts Limited, 31 Gresham Street, London, EC2V 7QA. Registered Number 4191730 England. Authorised and
regulated by the Financial Conduct Authority.

Level 2, Juxon House, 100 St Paul’s Churchyard, London, EC4M 8BU
T: +44 (0)20 3102 7730 E: enquiries@finurapartners.com W: finurapartners.com
Finura Partners is an Appointed Representative of Evolution Wealth Network Limited who are authorised and regulated by the
Financial Conduct Authority and based at Sussex House, North Street, Horsham, West Sussex, RH12 1RQ.
Finura Partners Limited are registered in England under Companies House number 09560937,
15 Bowling Green Lane, London, England, EC1R 0BD.

