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1. Market commentary
The implications of China’s profound economic
problems finally spilled over into a full-scale global
market rout in August. China’s stock market collapsed
by 8% on ‘Black Monday’ and virtually all other
markets suffered almost equally sharp falls in
conditions of near panic. The VIX index of implied
volatility, often referred to as the ‘Wall Street Fear
Index”, also spiked sharply higher.

The trigger for the falls was the surprise decision by
China’s authorities to devalue the renminbi by circa
3% over a period of three days in early August. Aside
from raising questions around currency wars and the
competitive impact on other countries, especially its
Asian neighbours, the policy shift highlighted the deep
seated economic problems in China and the
difficulties faced by the ruling Communist Party in
maintaining growth near the target of 7%.

Figure 1: The VIX index of implied volatility

China’s economic slowdown will undoubtedly impact
global growth, but much of the damage is expected to
be limited to China itself and to commodity-producing
nations, which have been the greatest beneficiaries of
China’s boom over the past 20 years. In the
developed world falls in commodity prices triggered by
China’s reduced demand are in fact having and will
continue to have a beneficial impact on consumer
spending by keeping inflation low and providing a
boost to real incomes.
In developed markets, the cumulative peak-to-trough
decline since May reached -12% in August,
representing the biggest correction since 2011. In
emerging markets, equities have now fallen by 28%
since April in an acceleration of the bear market which
started in mid-2011. China, the immediate cause of
the latest falls, has fallen by an extraordinary 43%
since mid-June, wiping out a large part of the equally
extraordinary bull run of the previous twelve months.
Notably, the sell-off in risk assets did not coincide with
a great flight to safety. US Treasuries, the world’s
most important safe haven asset, saw little change in
prices and rates, a pattern repeated across other
high-quality government bond markets. The US dollar,
usually the beneficiary of a big market sell-off,
weakened against the euro and yen, while gold
enjoyed a modest rally that was not sustained into the
end of the month.
Figure 2: Asset class returns year-to-date.

Figure 3: China devalues the yuan

Moreover, sluggish economic growth globally means
central banks are likely to keep monetary policy loose
for longer. In the case of the European Central Bank
and Bank of Japan, policy might even be loosened
further, a possibility hinted at by both central banks
recently. China’s central bank has also loosened
policy following the sharp market falls, cutting interest
rates and lowering the reserve requirement ratio, and
there is a strong likelihood that policy will be eased
further in coming months.
It seems that investor expectations have rapidly
adjusted to events in China. The process of
adjustment has and will continue to be painful in some
sectors and countries, but in our view its impact on
the developed world is much less than the sharp falls
in stock markets and other risk assets would suggest.
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With valuations now materially lower than three
months ago, we view this as a good opportunity to
add to risk in portfolios, something we have been
implementing on a gradual basis during this period of
weakness. We recognise that markets have the
hurdle of the Federal Reserve’s first rate rise on the
way and there will likely be further volatility going
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forward, but we remain firmly of the view that the bull
market has considerably further to run in this
particularly long business and market cycle.
Source: Bloomberg. Returns in US dollars unless otherwise
stated. August 2015.
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2. Market performance
To 28 August 2015
Asset class/region

Index

Currency

Month

Year to
date

Developed markets equities
United States

S&P 500 NR

USD

-5.3%

-2.5%

United Kingdom

MSCI UK NR

GBP

-6.1%

-2.6%

Continental Europe

MSCI Europe ex UK NR

EUR

-8.0%

9.5%

Japan

Topix TR

JPY

-6.6%

11.2%

Asia Pacific (ex Japan)

MSCI AC Asia Pacific ex Japan NR

USD

-9.6%

-11.2%

Global

MSCI World NR

USD

-5.9%

-1.7%

Emerging Europe

MSCI EM Europe NR

USD

-7.1%

-5.6%

Emerging Asia

MSCI EM Asia NR

USD

-9.1%

-11.4%

Emerging Latin America

MSCI EM Latin America NR

USD

-9.5%

-22.3%

BRICs

MSCI BRIC NR

USD

-10.0%

-10.7%

Global emerging markets

MSCI EM (Emerging Markets) NR

USD

-8.9%

-12.7%

USD

0.2%

1.0%

USD

-0.7%

-0.3%

USD

-0.6%

-0.8%

USD

-1.9%

0.0%

GBP

0.3%

1.2%

Emerging markets equities

Bonds
US Treasuries
US Treasuries (inflation protected)
US Corporate (investment grade)
US High Yield
UK Gilts

JP Morgan United States Government Bond
Index TR
Barclays Capital U.S. Government Inflation
Linked TR
Barclays Capital U.S. Corporate Investment
Grade TR
Barclays Capital U.S. High Yield 2% Issuer
Cap TR
JP Morgan United Kingdom Government
Bond Index TR

UK Corporate (investment grade)

BofA Merrill Lynch Sterling Non Gilts TR

GBP

-0.7%

0.0%

Euro Government Bonds

Citigroup EMU GBI TR

EUR

-0.8%

0.1%

EUR

-0.7%

-1.0%

EUR

-0.9%

1.7%

JPY

0.2%

-0.3%

Euro Corporate (investment grade)
Euro High Yield
Japanese Government

Barclays Capital Euro Aggregate Corporate
TR
Barclays European HY 3% Issuer
Constraint Total Return Index Value
JP Morgan Japan Government Bond Index
TR

Australian Government

JP Morgan Australia GBI TR

AUD

0.4%

2.3%

Global Government Bonds

JP Morgan Global GBI

USD

0.7%

-2.2%

Global Bonds

Citigroup World Broad Investment Grade
(WBIG) TR

USD

0.4%

-2.6%

Global Convertible Bonds

UBS Global Focus Convertible Bond

USD

-1.7%

-0.6%

Emerging Market Bonds

JP Morgan EMBI+ (Hard currency)

USD

-0.5%

1.1%

Source: Bloomberg. e denotes estimate
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To 28 August 2015
Asset class/region

Index

Currency

Month

Year to
date

Property
US Property Securities

MSCI US REIT NR

USD

-4.1%

-5.5%

Australian Property Securities

S&P/ASX 200 A-REIT Index TR

AUD

-4.6%

5.1%

Asia Property Securities

S&P Asia Property 40 Index NR

USD

-7.3%

0.0%

Global Property Securities

S&P Global Property USD TR

USD

-5.3%

-4.2%

Euro

USD

1.8%

-7.5%

UK Pound Sterling

USD

-1.5%

-1.2%

Japanese Yen

USD

1.8%

-1.7%

Australian Dollar

USD

-1.8%

-12.2%

South African Rand

USD

-4.7%

-13.0%

Currencies

Commodities & Alternatives
Commodities

RICI TR

USD

-3.3%

-15.2%

Agricultural Commodities

RICI Agriculture TR

USD

-3.4%

-13.3%

Oil

Brent Crude

USD

-4.1%

-12.7%

Gold

Gold Spot

USD

3.4%

-4.3%

Hedge funds

HFRX Global Hedge Fund

USD

-2.2%

-1.0%

Interest rate

Current rate

United States

11 September 2015

USD

0.25%

-

United Kingdom

11 September 2015

GBP

0.50%

-

Eurozone

11 September 2015

EUR

0.05%

-

Japan

4 April 2013

JPY

0.10%

-

Australia

1 September 2015

AUD

2.00%

-

South Africa

11 September 2015

ZAR

6.00%

-

Source: Bloomberg. e denotes estimate
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3. Asset allocation dashboard
Positive

Asset class

Neutral

Negative

View

Equities
Developed equities
UK equities (relative to developed)
European equities (relative to developed)
US equities (relative to developed)
Japan equities (relative to developed)
Emerging market equities

Fixed Income
Government
Index-linked (relative to government)
Investment grade (relative to government)
High yield
Loans
Emerging market debt
Convertible bonds

Alternatives
Commodities
Property (UK)

Currencies
GBP
Euro
Yen
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For more information, please contact:
Russell Andrews
Head of Distribution Services
E: Russell.andrews@momentum.co.uk
T: +44 (0)207 618 1803
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Important notes
This document is only intended for use by the original
recipient, either a Momentum GIM client or prospective
client, and does not constitute an offer or solicitation to any
person in any jurisdiction in which it is not authorised or
permitted, or to anyone who would be an unlawful recipient.
The original recipient is solely responsible for any actions in
further distributing this document, and in doing so should be
satisfied that there is no breach of local legislation or
regulation. This document should not be reproduced or
distributed except via original recipients acting as
professional intermediaries. This document is not for
distribution in the United States.
Prospective investors should take appropriate advice
regarding applicable legal, taxation and exchange control
regulations in countries of their citizenship, residence or
domicile which may be relevant to the acquisition, holding,
transfer, redemption or disposal of any investments herein
solicited.
Any opinions expressed herein are those at the date this
document is issued. Data, models and other statistics are
sourced from our own records, unless otherwise stated. We
believe that the information contained is from reliable
sources, but we do not guarantee the relevance, accuracy or
completeness thereof. Unless otherwise provided under UK
law, Momentum GIM does not accept liability for irrelevant,
inaccurate or incomplete information contained, or for the
correctness of opinions expressed.

The value of investments in discretionary accounts, and the
income derived, may fluctuate and it is possible that an
investor may incur losses, including a loss of the principal
invested. Past performance is not generally indicative of
future performance. Investors whose reference currency
differs from that in which the underlying assets are invested
may be subject to exchange rate movements that alter the
value of their investments.
Under our multi-management arrangements, we selectively
appoint underlying sub-investment managers and funds to
actively manage underlying asset holdings in the pursuit of
achieving mandated performance objectives. Annual
investment management fees are payable both to the
multimanager and the manager of the underlying assets at
rates contained in the offering documents of the relevant
portfolios (and may involve performance fees where
expressly indicated therein).
Momentum Global Investment Management (Company
Registration No. 3733094) has its registered office at
The Rex Building, 62 Queen Street, London EC4R 1EB.
Momentum Global Investment Management Limited is
authorised and regulated by the Financial Conduct Authority
in the United Kingdom, and is an authorised Financial
Services Provider pursuant to the Financial Advisory and
Intermediary Services Act 37 of 2002 in South Africa.
© Momentum Global Investment Management Limited 2015
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