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Category View Comments 

Equities + 
We remain positive on equities as our cycle indicators continue to improve while price 
momentum also strengthened across all regions. We continue to prefer Japan and 
Europe over the US and UK while we remain negative on emerging markets (EM). 

US  0 

The ongoing strength in the US dollar is continuing to outweigh the strong domestic growth 
picture that drove our positive view on US equities earlier in the year. We therefore remain 
neutral on US equities in light of the slowdown in the earnings cycle and the tighter monetary 
environment. 

UK  0 

We continue to remain neutral on UK equities with profit margins expected to remain under 
pressure from higher labour costs for domestically-focused firms. Meanwhile, we expect the 
economy’s high concentration of companies linked to commodity sectors will continue to weigh 
on returns. The degree of fiscal tightening outlined for 2016 will add downside risks to the UK 
economy while the ongoing debate over EU membership continues to create uncertainty. 

Europe + 

While the recent announcement by the European Central Bank (ECB) regarding quantitative 
easing (QE) disappointed the market, the ECB’s QE programme remains accommodative.  We 
expect the sell-off in the European market to be short-lived and anticipate a recovery as soon as 
the euro resumes its downtrend. Any volatility stemming from the uncertainty around the 
Spanish election may signal a buying opportunity. 

Japan  + 

Japan is our other preferred equity region with the strongest price momentum of all countries we 
monitor while earnings revisions have been more resilient than most. Given the continued 
weakness in the country’s economic growth, we expect the Bank of Japan (BoJ) to provide 
additional easing to support the yen on its downward path. 

Pacific ex 
Japan  

0 
Valuations remain attractive in Pacific ex Japan equities. However, earnings momentum 
remains relatively poor, particularly in those sectors exposed to a Chinese slowdown. We 
therefore maintain our neutral score in the absence of a medium-term growth catalyst. 

Emerging 
Markets – 

We remain negative on EM given the continued weak qualitative environment in emerging 
economies. The high concentrations of commodity-linked sectors continue to weigh on the 
region while EM growth assets face a challenging environment on the back of the Federal 
Reserve’s (Fed) interest rate hike.  
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Category View Comments 

Government 
bonds –  

We maintain our negative score on duration as higher bond volatility is likely to offset the 
improvement in term premium. We continue to prefer gilts and US Treasuries over 
German bonds because of divergent monetary policy which we expect to put pressure on 
the euro, raise inflation expectations and steepen the German yield curve. 

US  –  

We keep our pessimistic view on US Treasuries following the Fed’s hike. However, given the 
lack of inflationary pressures and concerns regarding growth, we believe pressure continues to 
be concentrated on the short-end of the curve with the long-end well anchored.  We therefore 
remain outright short on the 5-year and continue to implement views along the yield curve with a 
butterfly long 2- and 10-year, short 5-year trade, while we like the very long end reflecting muted 
inflation expectations. 

UK  0 
We expect the Bank of England (BoE) to become more hawkish following the Fed hikes which 
would likely cause higher front-end volatility and a steepening of the front-end of the yield curve. 
We continue to prefer the 2/10 year flattener trade. 

Germany 0 

Our view on German bonds remains neutral. Despite the disappointing QE announcement by 
the ECB, the euro should resume its depreciation after the interest rate hike by the Fed, which 
will put upward pressure on inflation expectations. This should result in curve steepening at the 
long end which we look to access through 5/30 steepeners. 

Japan  0  
Despite the unattractive low yields, we continue to hold a neutral view on the medium- to long-
end of the Japanese yield curve given the aggressive support from the BoJ.  

US inflation 
linked  0 

While the stabilisation of energy markets and the base effect could offer some potential upside 
for US breakevens, the rate normalisation (resulting in the strengthening of the US dollar) with 
negative carry continue to act as headwinds for inflation expectations. As a result, we continue 
to hold a neutral view on US 10 year breakevens. 

Emerging 
markets – 

While EM US dollar debt valuations have improved, carry remains the main driver of 
performance with the potential for spreads to widen as the stronger US dollar puts pressure on 
EM foreign exchange (FX) and commodities. EM local debt is starting to become more attractive 
as growth and inflation dynamics continue to diverge across regions and countries. However, 
the Fed rate hike and concerns around China continue to overhang EM which prevents us from 
upgrading our view. 

 

Category View Comments 

Investment 
grade credit +  

US  0 
We maintain our neutral score on US investment grade this month as corporates’ balance 
sheets have slightly deteriorated but debt affordability is still high. Slowing earnings momentum 
and the increase in issuances prevent us from becoming more constructive. 

Europe ++ 
We maintain our double positive score on European investment grade credit given that credit 
fundamentals remain supportive and ECB monetary policy remains accommodative and carry 
friendly. 

 

Category View Comments 

High yield 
credit +  

US  + 
US high yield (HY) suffered from profit-taking pressure and the weakness in energy prices last 
month. However, spreads remain attractive after adjusting for corporate defaults, which we 
believe will be contained within the energy and materials sectors.  

Europe  0 
Valuations in European HY remain relatively attractive but have contracted since August as 
macro stress has reduced. While further accommodative policy from the ECB would be positive 
for carry, we prefer US HY as the value signal appears more compelling at this point. 

 

Category View Comments 

Commodities 0 
We remain neutral as we are less constructive on cyclical commodities as global growth 
has failed to accelerate, while the negative carry also weighs on the asset class. 

Energy 0  
We have downgraded our view on energy.  Although the market is too pessimistic on long term 
pricing, a warm winter and rising inventory could create short-term price pressure.  Despite the 
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decrease in the US oil rig count, production is still on the rise year-on-year.  We will need to wait 
for signs of production falling to become more positive again. 

Gold –  
We remain negative on gold as the gradual move towards a tightening cycle is negative for the 
asset class. 

Industrial 
metals 0 

The marginal improvement in the Chinese economy is supportive of industrial metals prices. 
However, we remain neutral as markets continue to be oversupplied and should remain in 
surplus over the next year. 

Agriculture 0 

We retain our neutral view on agriculture this month as wheat, corn and soybean harvests are 
on track to be high-yielding and inventories remain at or near record levels globally. However, El 
Niño continues to build towards the third strongest event in the past 65 years, suggesting 
potential for significant disruption to 2016 harvests. 

 
 

Category View Comments 

Currencies   

US dollar + 
We maintain our positive view on the US dollar following the rate hike and the expectation of 
further hikes in 2016 which will put upward pressure on the US dollar.  

British pound 0 

Strong growth in the UK and the relative hawkishness of the BoE should maintain upward 
pressure versus some other G10 currencies, while Brexit concerns should moderate this. We 
remain neutral on GBP versus the USD, given the likelihood that the BoE won’t be too far 
behind Fed policy.  

Euro 0 
We have maintained a neutral stance on the euro.  The significant adjustment in the euro over 
the last 12 months and the improving economy in the eurozone warrants a less negative view on 
the currency.  

Japanese yen – 
We remain bearish on the Japanese yen as inflation and growth remain benign. We therefore 
expect further accommodative monetary policy from the BoJ over the coming year, which will 
add further downside pressure on the yen. 

Swiss franc  0 Given no obvious catalyst for a repricing, we remain neutral on the Swiss franc this month. 

 
 

Category View Comments 

Cash – We continue to hold a negative view on cash in the environment of negative real rates. 

Source: Schroders, December2015. 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. 

 
 
 

Section 2: Multi-Asset Insights 
 

Is FX adjustment a cure for Dutch Disease? 
 

What is Dutch Disease and its symptoms?  
Following the Netherlands’ discovery of a large natural 
gas field in the late 1950s, the country’s economic 
model changed significantly to focus on developing 
natural resources, leading to a gas export boom.  
Capital and labour were allocated to the booming 
industry, while exports of natural gas brought in a large 
amount of capital, which pushed up the Dutch guilder.  
One of the symptoms of Dutch Disease is that the 
booming industry crowds out the non-resources sectors 
of the economy. In the case of the Netherlands,  
manufacturing’s share of exports and gross value 
added (GVA) fell significantly given weakened 
competitiveness following the strong currency 
appreciation.  Employment in manufacturing contracted 

subsequently in the 1970s, which was followed by a 
recession in the early 1980s.  The Economist coined 
the phrase “Dutch Disease” to describe this 
phenomenon of a FX-led decline in competitiveness, 
referring to this classic example of the Netherlands. 
 
Who in the world has contracted Dutch Disease? 
Among others, it looks like Australia and Canada have 
fallen victim to the disease.  Both countries have seen 
substantial increases in the importance of their natural 
resources sectors as they directly fed Chinese demand 
for raw materials during the nation’s rapid 
industrialisation. This created upward pressure on 
growth and wages and, ultimately, higher interest rates.  
The strong appreciation of the Australian and Canadian 
dollars (AUD and CAD) from 2001 is a classic symptom 
of Dutch Disease. In addition, we have also seen the 
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reallocation of capital from manufacturing to natural 
resources investments – further evidence that Australia 
and Canada have contracted the disease. 
 
Chart 1: Australia and Canada commodity price 
indices vs real effective exchange rates (REER) 
 

 

 

Source: Datastream.  Monthly data from Jan 2000 to October 2015. All indices 
rebased to value of 100 as of Jan 2000. 

 
What is the cure for the disease? 
The only cure for the Dutch Disease is a substantial 
adjustment in the real effective exchange rate to revive 
those areas of the economy which previously suffered 
from the overvaluation of the exchange rate.  Since the 
peak of the commodity super-cycle and the subsequent 
peak in resource investment, we have seen exchange 
rates adjust lower as terms of trade have collapsed and 
interest rates have been cut to support growth. G10 
commodity currencies have depreciated by roughly 25-
35% vs the US dollar and 20-30% in REER terms since 
2010’s peak in commodity prices. 
 
 

What is our diagnosis for patients AUD and CAD? 
In Australia, we believe further adjustments are 
required for the disease to be cured.  Currently the 
investment in the mining sector is at 4% of GDP.  While 
this represents a significant drop from 6.5% at its peak, 
we believe it needs to fall to the long-term average of 
1.5% of GDP. This is likely to outweigh any recovery in 
manufacturing investment, which has yet to show signs 
of picking up.  As a result, growth and inflation are likely 
to remain weak, putting downward pressure on interest 
rates which push the AUD REER further down to allow 
manufacturing investment to begin to recover. We 
estimate a further 20% potential downside to the AUD 
given the severity of its disease. 
 
Chart 2: Australia manufacturing / mining 
Investment (% GDP) 

 

Source: Datastream. Monthly data from December 1987 to June 2015 . 

 
Our patient CAD looks a little better, as there are some 
signs that exchange rate sensitive sectors are 
beginning to pick up, for example the increasing volume 
of automotive exports.  Though modest, it appears that 
Canada is further down the road to rebalancing.  
However, there are also signs that economic activity is 
shifting from natural resources to credit and housing 
given declining interest rates.  Given the significant 
imbalances in Canada’s housing market, this form of 
rebalancing is unlikely to be sustainable.   For this 
patient, our diagnosis is that a further 10% depreciation 
in the CAD is possible. 
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Important Information: These are the views of the Schroders’ Multi-Asset Team and may not necessarily represent views expressed or 
reflected in other Schroders communications, strategies or funds. These views are subject to change rapidly as economic an dmarket 
conditions change.  
Strategies mentioned are for illustrative purposes only and should not be viewed as a recommendation to buy/sell. This newsletter 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 has been obtained from sources we believe to be reliable  
but Schroder Investment Management North America Inc. (SIMNA) does not warrant its completeness or accuracy. No responsibility can be  
accepted for errors of facts obtained from third parties. Reliance should not be placed on the views and information in the document when taking  
individual investment and/or strategic decisions. The opinions stated in document include some forecasted views. We believe that we are  
basing our expectations and beliefs on reasonable assumptions within the bounds of what we currently know. However, there is no guarantee  
that any forecasts or opinions will be realized. Schroders has expressed its own views and opinions in this document and these may change.  
Past performance is no guarantee of future results. Portfolio holdings may change at any time. Schroder Investment Management North 
America Inc. (“SIMNA Inc.”) is an investment advisor registered with the U.S. SEC. It provides asset management products and services to 
clients in the U.S. and Canada including Schroder Capital Funds (Delaware), Schroder Series Trust and Schroder Global Series Trust, 
investment companies registered with the SEC (the “Schroder Funds”). Schroder Investment Management North America Inc. is an indirect 
wholly owned subsidiary of Schroders plc and is a SEC registered investment adviser and registered in Canada in the capacity of Portfolio 
Manager with the Securities Commission in Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec, and Saskatchewan providing 
asset management products and services to clients in Canada. This document does not purport to provide investment advice and the 
information contained in this newsletter is for informational purposes and not to engage in a trading activities. It does not purport to describe the 
business or affairs of any issuer and is not being provided for delivery to or review by any prospective purchaser so as to assist the prospective 
purchaser to make an investment decision in respect of securities being sold in a distribution.  
Further information about Schroders can be found at www.schroders.com/us.© Schroder Investment Management North America Inc. 875 Third 
Ave – 22nd Floor, New York, NY 10022 (212) 641-3800 
 

 

 
 

 

Chart 3: Canadian energy & automotive as % of 
exports 

 

Source: Datastream. Monthly data from December 1997 to September 2015. 

 
While the healing process for the AUD and CAD has 
started, we believe there is still some way to go.  As 
such, we remain structurally bearish on these 
currencies until they show signs of health again. 
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