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European markets were mixed as investors awaited FOMC 
announcement 

Markets were mixed as investors waited for US growth data followed by 
the Federal Reserve’s policy announcement later in the day. Most 
indices gained for the month of July. 

Equity Markets  

European stocks were mixed Wednesday as investors waited for the 
Federal Reserve’s monetary policy decision which would be announced 
after markets here were closed for the day. Investors were buoyed by 
second quarter growth data from the US despite some disappointing 
retail sales data from both Germany and France. The FTSE was up 
0.8%, the CAC gained 0.2% and both the DAX and SMI were 0.1% 
higher. For the month of July, the indices were up 6.5%, 6.8%, 4.0% and 
1.8% respectively. 

HSBC advanced with traders citing a switch out of more UK-focused 
banks following Barclays' £6 billion cash call on Tuesday. Energy 
shares, which are acutely exposed to the fortunes of the broader 
economy, were up with BP gaining thanks to upbeat broker comments. 
Tullow climbed after a successful drill at its Etuko-1 well in Kenya. 
Diageo advanced after posting an 8% rise in annual operating profit. 
Centrica gained after reporting higher first half earnings. AB InBev 
jumped after reporting second quarter organic normalized earnings 
before interest, taxation, depreciation and amortization were up 5.8% as 
the company sold more expensive beer in the US 

Invensys advanced after Schneider Electric said it will buy the company. 
Schneider advanced after posting first half earnings and reaffirmed 

forecast for 2013. PSA Peugeot Citroen, which yesterday won European 
Commission approval for a €7 billion guarantee from the French 
government, surged. The carmaker posted an operating loss of €65 
million in the first half, a narrower deficit than expected. 
HeidelbergCement increased after it said sales in North America and a 
recovering market in the UK helped profit in the second quarter beat 
analysts’ estimates. BNP Paribas said its second quarter profit fell 5%, 
to US$2.33 billion as it made additional provisions to cover potential 
losses in the face of a struggling European economy 

In the US, stocks initially advanced after the Federal Reserve gave no 
hint that a reduction in the pace of its bond buying program is imminent 
but just before the close, the indices sagged. The Dow Jones industrials 
slipped 0.1% while the S&P was virtually unchanged (down 0.23 points). 
However the Nasdaq was up 0.3%. For the month, the Dow was up 
4.0% on the month while the S&P gained 5.0% and the Nasdaq jumped 
6.6%. 

In economic news, readings on second quarter economic growth and 
July private sector jobs growth were both above forecasts, helping ease 
investor concerns over the state of the US economic recovery. Second 
quarter real GDP was up an annualized rate of 1.7%. Today’s GDP also 
incorporated extensive backward revisions to historical GDP growth. 
After the revisions, it still appears that the underlying growth rate over 
the past four years was very close to 2%. Earlier, the ADP private 
employment report indicated that 200,000 private sector jobs were 
added in July, above expectations of 179,000. A reading on July 
Chicago area economic activity was 52.3, above June’s 51.6 reading but 
below expectations of 54.0. 

In corporate news, Dell was lower after a special board committee 
rejected a request from founder Michael Dell and private-equity firm 
Silver Lake to change voting rules on their buyout offer in exchange for 
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a 10 US cent price boost. Symantec was higher after the firm reported 
fiscal first quarter earnings and revenue that exceeded analyst 
estimates and affirmed its full-year outlook. Anheuser-Busch InBev 
gained after the world's largest brewer by sales reported strong earnings 
growth and a recovery in beer demand. Comcast advanced after it 
posted a higher quarterly profit as it added more Internet customers than 
expected on the cable side and booked an increase of more than 20% in 
operating cash flow at its NBC Universal unit. 

The FOMC announced its policy decision and little was changed in its 
post meeting statement from last time. Policy interest rates were left 
unchanged, including the fed funds target rate of zero to 0.25%. The 
vote was 11 to 1 with Kansas City's Esther George dissenting. 
Quantitative easing remains unchanged. The FOMC said the economy 
continues to recover but is still in need of support, offering no indication 
that it is planning to reduce its bond buying stimulus at its September 
meeting. 

In its statement, the Fed downgraded its characterization US growth to 
modest from moderate in its previous statement. Its focus remained on 
the labour markets noting that conditions there have improved but 
unemployment remains elevated. It said that household spending and 
business fixed investment advanced. The housing sector has been 
strengthening but mortgage rates have risen. They noted that fiscal 
policy is restraining economic growth. Regarding inflation, it is below 
target thanks to transitory influences and therefore has allowed the Fed 
to continue to ease. 

Once again the Fed said it will take into account other information on the 
labour market, inflation and the economy in general when considering 
cutting back on its bond buying program. It also noted that there will be 
stages in unwinding its current policy. 

Asian stocks were mostly lower as investors waited for the Federal 
Reserve policy announcement and US second quarter growth data. 
Investors are also awaiting China's manufacturing PMI data due 
Thursday morning local time. 

The Nikkei dropped 1.5% before the rate decisions by Federal Reserve, 
European Central bank and Bank of England. The Nikkei lost 0.1% in 
July for its third consecutive monthly loss. Fuji Heavy Industries, 
Mitsubishi Electric and Tokyo Electric Power dropped while KDDI shares 
soared on posting record quarterly earnings. Hitachi advanced after it 
upgraded its group earnings outlook for the first half ending September. 

The Shanghai Composite was 0.2% higher, led by gains in property 
developers after China's central authorities vowed to maintain steady 
economic growth in the second half of 2013 despite the “extremely 
complicated domestic and international conditions.” The index was up 
0.7% in July. The Hang Seng lost 0.3% on Wednesday but jumped 5.2% 
in July. The Kospi closed 0.2% lower and was up 2.7% in July. The 
Bank of Korea slashed its inflation projections for this year, citing falling 
prices of oil and agriculture products. The Sensex was virtually 
unchanged on the day and was down 0.3% for the month. 

The S&P/ASX was up 0.1% (5.2% on the month) while the All 
Ordinaries was 0.2% higher on the day (and 5.5% higher in July). Gains 
in banking and energy stocks offset weakness in the mining sector. 
Banks posted modest gains on speculation the Reserve Bank of 
Australia will trim its interest rates at its August 6th meeting after RBA 
governor Glenn Stevens said the inflation outlook provides scope for 
further monetary easing. 

 

Gold at the afternoon London fixing was down US$9.65 to US$1,314.50. 
Copper futures were up 2.7% to US$3.13. WTI spot crude was up 
US$2.81 to US$105.16. Dated Brent spot crude was up 81 US cents to 
US$107.72. The US dollar was up against the pound and the Australian 
dollar. However, it declined against the euro, yen, Swiss franc and 
Canadian dollar. The Dollar Index was down 0.2%. The yield on US 
Treasury 30 year bond was down 3 basis points to 3.64% while the yield 
on the 10 year note slipped 2 basis points to 2.58%. 
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The Longer-Term Perspective 
 
Markets historically fall from time to time in the course of their longer-
term upward progress. Investors who are willing to accept periods of 
market volatility and stay invested for the long term are often well 
positioned to grow their wealth as markets subsequently recover.  
 
We view the market reaction to them as a normal part of the investment 
cycle that, in itself, creates attractive opportunities for long-term 
investors.  
 
 
Looking forward 

The CFLP and the Markit/HSBC July manufacturing PMIs will be 
released along with those for India, the Eurozone, Germany, France, the 
UK and US. Both the Bank of England and the European Central Bank 
will make their monetary policy announcements.  

In the US, July ISM manufacturing index and June construction 
spending are on the calendar along with weekly jobless claims, money 
supply and Fed balance sheet data. 

 

 

 

Please remember, the value of investments and the income from them 
can do down as well as up. Funds that invest in overseas markets may 
be subject to currency fluctuations. Investments in small and emerging 
markets can be more volatile than other overseas markets. Reference in 
this document to specific securities should not be construed as a 
recommendation to buy or sell these securities, but is included for the 
purposes of illustration only. 


