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Section 1: Monthly Views – May 2015 
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Category View Comments 

Equities + 

We maintain our positive view on equities after upgrading the asset class in April. We 
view the recent weakness as an unwind of over-owned positions and a natural rotation 
out of deflation into reflation trades. We expect this rotation to drive the next leg higher in 
equities. 

US  0 
We remain neutral on US equities as we expect the dollar to resume its upward trend, weighing 
on corporate margins, and valuations look less attractive than other developed market equities. 

UK  + 

We upgrade UK equities to positive. The election result has removed an element of political 
uncertainty which was weighing on the market in recent months. We believe the FTSE 100 
Index will benefit from the rotation into reflation trades, given its concentration in commodity-
related sectors. 

Europe + 
We remain positive on European equities. Leading economic indicators continue to point to an 
improvement in economic activity while our expectation that the euro will reverse its recent rally 
against the dollar will act as a tailwind for the recovery in corporate earnings. 

Japan  0 
Strong earnings growth has supported Japanese equities recently given currency weakness on 
the back of accommodative monetary policy from the Bank of Japan. However, we do not see 
further assistance from the BoJ without a substantial deterioration in domestic activity. 

Pacific ex 
Japan  0 

We maintain our neutral stance on the region. We are particularly bearish on Australian equities 
as a result of its inflated property market and rising unemployment. 

Emerging 
Markets 

0 

We remain neutral on emerging market (EM) equities after upgrading the region in April. The 
recent weakness in the US dollar and rotation out of deflation into reflation has been supportive 
for the region. However, weak growth and a deteriorating credit outlook remains a major 
challenge while the risk of more aggressive rate hikes from the Federal Reserve (Fed) continues 
to weigh on sentiment. 
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Category View Comments 

Government 
bonds 0 

We maintain our view on government bonds after upgrading the asset class to neutral in 
April. Regionally, we prefer Europe to the US up to 10 years maturity given the 
expectation of further real yield and term premium appreciation in the US, while we prefer 
periphery markets such as Norway and South Africa over Bunds and US Treasuries 
respectively. Beyond 10 years, our preference is for the US over Europe given the effects 
of a stronger dollar and European quantitative easing weighing on US and lifting 
European inflation expectations. 

US  –  

We maintain our negative view on the US after becoming less negative in April. Weak economic 
data, largely caused by temporary factors, has delayed market expectations for a rate hike and 
weighed on the dollar. However, we expect inflation expectations to recede once more as 
economic data rebounds and the dollar reverses its recent move. 

UK  +  
We have not changed our opinion on the UK from last month, believing that the UK will benefit 
from flows as investors move away from Europe into higher yielding government bonds and 
become more confident in the UK following the election outcome.  

Germany 0 

We remain neutral on Germany overall. However, we prefer the long-end of the curve as 
monetary policy stimulus is forcing investors into higher yielding bonds while the short-end has 
less buying pressure from the European Central Bank (ECB) making the risk-reward profile look 
increasingly unattractive.  

Japan  0 
The continued support provided by the Bank of Japan (BoJ) is the primary reason for 
maintaining our neutral position in Japanese duration. Despite our view that inflation will 
increase, the BoJ’s stimulus should keep the long-end of the curve depressed. 

US inflation 
linked  0 

We remain neutral on inflation in the US as a structurally higher US dollar is putting pressure on 
the long-end of the inflation forward curve. 

Emerging 
markets 0 

With liquidity from global central banks and the recent softening of the US dollar, the headwinds 
for EMD have reduced on the back of the continued appetite for higher income assets given its 
attractive spreads. As a result, we move our view to neutral this month. 

 
 
 

Category View Comments 

Investment 
grade credit 0  

US  – 

Despite the recent bout of weakness in government bond markets, US credit spreads have 
widened less than expected, thus worsening the already stretched valuations. With the addition 
of strong net supply and spill over from the volatility in government bonds, we remain negative 
on US investment grade. 

Europe + 
European credit spreads have also remained resilient to the increased market volatility over 
recent weeks. The continued support from the ECB keeps the credit risk premia well behaved 

whilst the recent increase in overall yield provides support for the wider asset class.  

 
 
 

Category View Comments 

High yield 
credit –  

US  – 

US high yield (HY) ETFs have seen sharp outflows since mid-April as retail investors pulled their 
money out when wider bond market volatility spiked. However, spreads have remained largely 
stable implying support from institutional investors. The rebound in oil prices has caused some 
price recovery but we note the potential for an uptick in energy sector defaults over the medium 
term. Given the muted effect on spreads during the recent volatility episode, valuations remain 
unappealing and we therefore maintain our negative stance. 

Europe  0 

We acknowledge many tailwinds for european HY given the attractive yield pick-up of the sector 
in an environment where the ECB is depressing sovereign yields. However, we maintain our 
cautious stance given the high correlation with the weaker US market and the broader liquidity 
risks. 
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Category View Comments 

Commodities + 
We retain our positive view on broad commodities this month as we expect cyclical 
commodity prices to recover through a combination of improved demand and reduced 
supply. 

Energy + 
Capital expenditure continues to be reduced in the current pricing environment. This should 
ease the current oversupply in the market and we therefore remain positive on energy. 

Gold –  
We remain negative on gold as we expect a recovery in US economic data to push up real 
rates. 

Industrial 
metals + 

We remain positive on industrial metals but we have reduced our level of conviction, taking 
profits on the recent move. This view is predicated on China’s accommodative monetary policy 
and its decision to bring forward considerable infrastructure expenditure. 

Agriculture – 

After downgrading agriculture to negative in April, we remain cautious given unattractive 
supply/demand fundamentals, negative carry and weak price momentum. However, we are 
monitoring the record net short positioning in the major crops and tracking the weather for 
shocks in the planting cycle which could both lead to a rebound in prices.   

 
 

Category View Comments 

Currencies   

US dollar + 
Despite the recent weakness in US economic data, we see this as a temporary phenomenon. 
We therefore expect the dollar to resume its appreciation trend over the medium term as the 
Fed’s rate hike looms. 

British pound 0 
We remain neutral on sterling following this month’s decisive election outcome. Continued weak 
inflation and a more bearish growth outlook from the Bank of England remain finely balanced 
against increasing investor flows as political uncertainty has receded.   

Euro –  

The recent strength in the euro is offsetting the effects of the ECB’s monetary policy. Therefore 
ECB rhetoric should remain accommodative while the Fed moves towards normalising interest 
rates. This should continue to dampen the euro and we therefore remain negative, particularly in 
light of the recent moves. 

Japanese yen – 
Given our view that we do not expect further monetary stimulus from the BoJ in the near term, 
we see limited room for further currency depreciation. That said, Japan’s continued fight against 
deflation holds the yen back from appreciating. We therefore remain negative. 

Swiss franc  – 
We maintain our negative view on the Swiss franc following a weakening of the economy so far 
this year and the appreciation in recent months, which we believe will prompt the central bank to 
fight back. 

 
 

Category View Comments 

Cash – With real rates remaining negative, we continue to hold a negative view on cash.   

Source: Schroders, May 2015. The views for corporate bonds and high yield are based on credit spreads (i.e. duration-hedged). The views for currencies are relative 
to USD, apart from USD which is relative to a trade-weighted basket. 
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Section 2: Multi-Asset Insights 
By Schroders Multi-Asset Investments team 
 

Opportunities in emerging market debt? 

In summer 2013, fears that the Federal Reserve (Fed) 
would imminently begin to taper its bond purchasing 
programme led to a broad sell-off in emerging markets. 
Economies with large and growing twin (fiscal and current 
account) deficits were hardest hit due to the heightened risk 
of an abrupt internal adjustment if there was a reduction in 
liquidity. That is, if economies are unable to borrow as much 
money from foreigners, consumption, investment or 
government spending (or all three) must adjust. Once that 
adjustment becomes sufficiently large, it represents a risk to 
financial stability. 

Although the delay to tapering has bought emerging market 
economies some breathing space, we expect an eventual 
return to this focus on fundamentals when liquidity again 
becomes an issue. Figure 1 shows how emerging market 
economies are performing. Most emerging economies have 
managed to improve their position over the last year, 
although we have yet to see an export recovery in line with 
the recovery in developed markets. However, notable 
exceptions are the commodity-dependent Latin American 
countries, where current account deterioration has led to an 
increased reliance on external financing flows. 

Figure 1: External financing needs – vulnerabilities building in 
Latin America, still high in Turkey and South Africa 

 

 
The broad emerging market debt universe generated 
positive returns in the first four months of 2015 despite 
pessimism carried over from last year.  Downward revisions 
in global growth, uncertainty surrounding Fed normalisation, 
and country-specific issues contributed to the negative 
environment in the first quarter. However, quantitative 
easing in Europe, a dovish statement from the Federal 
Reserve in late March and over 20 central banks easing 
monetary policy in the first quarter allowed for a recovery in 
risk assets. In particular, the low to negative levels of 
developed market yields have helped to encourage risk 
taking.  Russia outperformed the broader market, helped by 
the stabilisation in oil prices and the diminishing threat of 
additional sanctions against the country. 
 
The cautious sentiment towards emerging markets helps 
keep valuations attractive, especially compared to 
developed markets. However, we believe divergent 
conditions across emerging markets will remain the key 
driver of emerging market performance in the future. When 
the Fed proceeds to cautiously to lift the base rate, the 
impact is likely to differ substantially across emerging 
markets. We believe the downward adjustment in growth 
and the dramatic realignment in emerging market currencies 
will not destabilise emerging markets.  
 
On the other hand, significant opportunities within emerging 
markets, especially in the local currency debt market, could 
be unfolding over the next one or two years. We have been 
seeing some major emerging countries remain resilient, 
particularly those with strong external liquidity and solvency 
support. However, in the near term we remain selectively 
positive on local currency debt given headwinds from dollar 
strength and currency volatility and we expect dollar-
denominated assets to remain better supported. As a result 
we are upgrading dollar-denominated debt to neutral as 
spreads (yields relative to US Treasuries) remain fairly 
attractive. 

 

 
 
 
 

 
Source: Thomson Datastream, Schroders. 8 May 2015 
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