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Summary: Trade tensions, falling yields and political volatility  

After a volatile month, global equities ended August down 2% (in local currency), 

while sovereign bonds prices rallied as yields fell globally to new lows. Key events 

included: 
 

 An escalation in US-Chinese trade tariffs as Trump turned up the pressure; 

 An inversion in the US yield curve as 10 Yr. yields fall below 2 Yr. yields; 

 Escalating violence in Hong Kong, new government in Italy, Brexit tension. 

A volatile month that included two one-day declines of 3% in USD stocks finished 

on an uptick. Volatility ebbed and flowed on fears of the impact of a worsening 

global trade dispute and slowing economic data in Europe and Asia. The 10yr-2yr 

segment of the US yield curve inverted for the first time since 2007, while the 

highest-quality corporate bonds saw their best monthly price gains in almost 40 

years.  Gold meanwhile traded at a 6-year high (+7.5% in August), and USD 

strengthened. Despite the Jackson Hole symposium yielding few signals, markets 

continue to factor in three further interest rates cuts by the Fed this year. 

 

US: Tariffs increase, economic data cools, US yield curve  

August saw an escalation in the US-China trade war with the US President 

announcing 10% trade tariffs on $300bn of Chinese imports starting from 

September. Implementation of roughly half of these tariffs, on consumer goods such 

as laptops and mobile phones, has now been delayed until December. The move 

nevertheless triggered retaliation from China, which applied tariffs of 5-10% on 

$75bn of US exports, and subsequent tit-for-tat from the US, which increased tariffs 

on all outstanding $550bn worth of Chinese imports.  Meanwhile, the US economy 

showed signs of slowing as business investment made a weaker-than-anticipated 

start in Q3 and July PMIs showed the weakest pace of expansion in both 

manufacturing and non-manufacturing sectors for three years. 

 

Europe: ECB to resume QE, Germany falters, no-deal Brexit 
 

Germany’s central bank warned the country may tip into recession in Q3 2019 as 

global trade tensions weighed on Germany’s manufacturing sector. A sharp drop in 

July retail sales, -2.2% reinforced this forecast. The ECB meanwhile remains “ready 

and prepared” to resume asset purchases and decrease interest rates in 

September, indications which fuelled a rally in Eurozone government bonds and 

pushed yields to historic lows. Chances of a no-deal Brexit for the UK increased as 

the incoming PM, Boris Johnson suspended Parliament for five weeks from 10
th
 

September, pushing GBP lower. Meanwhile, Italy’s government collapsed and 

reformed as a coalition of Five Star and Centre-Left parties.  

 

Asia: Renminbi falls, trade tariffs bite, Hong Kong protests 

Trade tensions saw China’s renminbi suffer its biggest monthly fall in almost 25 

years vs. USD, as President Trump labelled it a currency manipulator. Hong Kong 

saw its worst month of violence since anti-Chinese protests began in June with 

China mobilising its military on the border but falling short of entering the territory. 

The Caixin survey showed China’s economy enjoyed a small rebound in 

manufacturing in August, after weaker-than-forecast PMIs in July. At month-end 

Beijing signalled it will re-open trade talks with US, lifting market sentiment. 

Market summary (total return in local currency) 
 

Fixed Income Yield 1M % 1 Yr % 

US 10 Yr 1.50% 4.0% 13.7% 

UK 10 Yr 0.48% 1.6% 9.2% 

Swiss 10 Yr -1.02% 1.6% 7.0% 

German 10 Yr -0.70% 1.9% 8.5% 

Global IG (hdg $) 2.13% 2.3% 11.9% 

Global HY (hdg $) 6.16% -1.4% 7.4% 

    
Equity Index Level 1M % 1 Yr % 

S&P 500 2'926 -1.6% 2.9% 

MSCI UK 11'804 -4.2% 1.2% 

SMI 9'896 -0.2% 13.9% 

Eurostoxx 50 3'427 -1.1% 4.8% 

Nikkei 20'704 -3.7% -7.5% 

Hang Seng 25'725 -7.1% -4.5% 

MSCI World (lcl) 244 -2.0% 0.8% 

MSCI World ($) 254 -2.4% -0.3% 

    
Currencies (trade-weighted, nominal) 

US Dollar 
 

2.5% 3.2% 

Euro 
 

0.8% -2.3% 

Yen 
 

4.5% 7.6% 

Pound Sterling 
 

1.2% -2.7% 

Swiss Franc 
 

1.6% 1.7% 

Chinese Yuan 
 

-2.7% -2.7% 

Other Level     

VIX 19.0 17.7% 47.6% 

Brent ($/b) 60.4 -7.1% -16.3% 

Gold ($/oz) 1'520 7.5% 26.6% 

Sources: Bloomberg, Rothschild & Co  
 
 

Manufacturing PMI “heatmap”
 

J F M A M J J A

US 55 53 52 53 51 51 50 50

UK 53 52 55 53 49 48 48 47

Euro 

area
51 49 48 48 48 48 47 47

FR 51 52 50 50 51 52 50 51

DE 50 48 44 44 44 45 43 44

China 50 49 51 50 49 49 50 50

2019

  

Sources: Bloomberg, Rothschild & Co  

 
Manufacturing PMIs are economic indicators derived from 
monthly surveys of companies (>50= expansionary). 
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Important information 

This content is produced by Rothschild & Co Wealth Management UK Limited for information purposes only. This content does not constitute a personal recommendation or an offer or invitation to buy or sell 

securities or any other banking or investment product.   

Nothing in this content constitutes legal, accounting or tax advice. The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original 

investment. Past performance should not be taken as a guide to future performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you 

change your outlook concerning your investment objectives and/or your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes 

in rates of exchange may cause the value of the investment, and the income from it, to go up or down.  

Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning returns are derived from both capital appreciation or depreciation as reflected in 

the prices of your portfolio's investments and from income received from them by way of dividends and coupons.  

Holdings in example or real discretionary portfolios shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this content, they must not be considered 

as a solicitation or recommendation for separate investment.  

Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no 

responsibility or liability is or will be accepted by Rothschild & Co Bank AG as to or in relation to the fairness, accuracy or completeness of this content or the information forming the basis of this content or for 

any reliance placed in this content by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or 

forecasts contained in this content. Furthermore, all opinions and data used in this content are subject to change without prior notice.  

This content is distributed in Switzerland by Rothschild & Co Bank AG and in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this content in 

certain jurisdictions. Accordingly, recipients of this content should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this content nor any 

copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. References in this content to Rothschild & Co are to any of the various companies in the 

Rothschild & Co Continuation Holdings AG operating/trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside 

the UK are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections provided by the UK regulatory 

system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this content, your portfolio or any 

elements of our services, please contact your client adviser.  

The Rothschild & Co group includes the following wealth management businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 04416252. Registered office: 

New Court, St Swithin's Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered office: St Julian's Court, St Julian's 

Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co Bank AG. 

Registered office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). 


