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Section 1: Monthly Views – March 2016 
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Category View Comments 

Equities 0 

We have retained the neutral view on equities as improved valuations are offset by the 
cyclical slowdown.  Within equities we prefer the low-beta properties of the US market.  
We have upgraded emerging markets (EM) to neutral as risk levels have subsided for 
now. 

US  + 
US earnings growth remains stable.  While global growth expectations continue to decline, the 
high-quality and more defensive nature of the US market makes it an attractive holding 
compared to other regions. 

UK  0 
We maintain our neutral score. This reflects a tug of war between a weaker sterling, which 
would provide tailwinds for multinationals, on one side, versus concerns around fiscal tightening 
and Brexit on the other. 

Europe 0 
Within Europe, equity upside from earnings is capped from limited currency depreciation and 
furthermore we believe that European economic growth will not survive a global growth 
slowdown.  

Japan  0 
Despite positive momentum, we are concerned that consensus forecasts for Japanese earnings 
are too optimistic and fail to make adequate provisions for a stable-to-strong yen. We therefore 
maintain our neutral view. 

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 

0 
We have upgraded EM to neutral after several years of a negative score. The recent efforts by 
Chinese policymakers to reflate the economy,  the rebound in copper and iron ore prices, and 
improving political risk in Brazil suggest EM risks have subsided for now.  
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Category View Comments 

Government 
bonds + 

We remain positive on duration, harvesting the positive carry in commodity-exposed 
countries like Australia, while inflation and growth stay below trend. We continue to see 
higher volatility created by uncertainty around central bank monetary policy. 

US  0  
We remain neutral on US bonds as weaker US data have yet to damage the upward trend of the 
trade-weighted US dollar. Whilst we favour further curve flattening in the near term, on a 12-18 
month time horizon the outlook is less clear.  

UK  0 
Gilts remain one of the main beneficiaries of low eurozone interest rates. However, considering 
the expected volatility around the EU referendum, we downgrade to neutral. 

Germany 0 
Having taken profit on our flattening position last year we remain neutral on German bonds.  
Similar to Japan, monetary policy is supportive though yields remain low. 

Japan  0  
Despite the unattractive low/negative yields, we continue to suggest a hold for now on the 
medium to long-end on the back of aggressive Bank of Japan (BoJ) support. 

US inflation 
linked  + 

We upgrade US inflation-linkers to positive. Real yields continue to fall, and currently low 
inflation expectations could be lifted by a recovery in commodity prices. 

Emerging 
markets 0 

The extra spread on EM USD bonds has improved significantly.  With falling inflation 
expectations we expect to earn this carry, though with higher volatility. 
 

 

Category View Comments 

Investment 
grade credit +  

US  + 
On a 12-month horizon, we remain positive on US investment grade. Despite the recent rally, 
valuations remain attractive relative to history and debt affordability remains good. 

Europe + 
We maintain a single positive on Europe. A backdrop of depressed rates and earlier stage of the 
credit cycle should re-ignite the carry theme given that short-term sentiment has stabilised. 

 

Category View Comments 

High yield 
credit +  

US  + 
We remain positive on high yield given the attractive spread levels. The recovery in energy 
prices has soothed some market concerns on the energy and mining sector, leading to investor 
inflows back ino high yield funds which will help absorb current high yield issuance. 

Europe  0 We remain neutral on European high yield, as spreads are not as attractive as those in the US. 

 

Category View Comments 

Commodities 0 
We remain neutral on commodities, as they continue to struggle while carry remains 
negative and the global economy continues to undergo a sluggish and desynchronised 
recovery.   

Energy 0 
We may have reached the capitulation stage in energy markets. Rig counts are falling again in 
the US. If we see the pace of inventory growth slow down, the market will likely recover. 
However, with the strong negative carry we remain neutral with an upside bias 

Gold + 
We have upgraded gold to positive. Real yields continue to fall, reducing the opportunity cost for 
investors to hold gold. In addition the global manufacturing cycle continues to slow and inflation 
base effects are turning positive. 

Industrial 
metals 0 

The cost of production continues to fall given currency depreciation in producing countries, and 
lower oil prices. However, with improvements in the Chinese economy on the margin, we are 
seeing base metals find a floor. 

Agriculture 0 

Major grains are in abundant supply, with a third record harvest. However, prospects for adverse 
weather for next year are rising as we move through the fourth-strongest El Niño since 1950 
with an increasing likelihood of an intense La Niña in 2016, which could be disruptive to future 
crop yields. We remain neutral with an upside bias. 
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Category View Comments 

Currencies   

US dollar + 
We maintain a positive view on the US dollar, primarily against Asian and commodity currencies, 
with expectations of further strength through 2016 due to monetary policy divergence.    

British pound 0 
Despite recent weakness, we remain neutral on sterling over the medium term. Modest growth 
in the UK and the relative hawkishness of the Bank of England should maintain upward pressure 
on the pound versus some other G10 currencies, while Brexit concerns should moderate this.  

Euro 0 

The European economy has witnessed material improvement over the past year, driven by the 
European Central Bank’s (ECB) policy to weaken the EUR and lower bond yields. On the other 
hand, the ECB remains very aggressive in seeking to maintain strength in the economy and 
combat deflationary forces. As a result of these conflicting forces we remain neutral on the EUR 
for the time being. 

Japanese yen – 
We expect the Japanese yen to weaken over the medium term. In the face of structural 
headwinds in terms of a declining population and an unsustainable fiscal path, we expect further 
accommodative monetary policy from the BoJ over the coming year. 

Swiss franc  0 We remain neutral on the Swiss franc as we see no clear catalyst for repricing. 

 
 

Category View Comments 

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

Source: Schroders, February 2016. 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. 
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Section 2: Multi-Asset Insights  
 

Where next for the US dollar? 
 
Over the past 15 years, the global economy has had a 
tailwind from US dollar weakness, the recycling of petro 
dollars and trade surplus reserves, and considerable 
US dollar borrowing.  However, the sharp appreciation 
in the US dollar over the past two years has placed 
considerable stress upon the global economy. 
 
Impact on China 
The most direct and meaningful impact of a stronger 
US dollar has been on China, with the nation’s pegged 
exchange rate importing US monetary conditions into 
the nation. Growth in China has slowed as export 
growth has diminished due to a loss of competitiveness 
(Figure 1).  
 
Figure 1: CNY impact on Chinese export growth 

 
Source: Bloomberg, monthly data from April 2014 to Jan 2016. EUR 
vs CNY exchange rate on right hand side and lagged by 6 months. 

 
Downward pressure on growth has led to domestic 
easing in an attempt to counter this, with the 
combination of reduced investment opportunities and 
lower interest rates leading to capital outflows (Figure 
2) – placing downward pressure on the Chinese yuan 
(CNY) peg and exporting deflationary pressure on the 
global economy. 
 
Figure 2: Capital outflows dampen CNY 

 
Source: Bloomberg, monthly data from Jan 2000 to Feb 2016. 
 

 
 

Impact on the US 
A strengthening US dollar has contributed to tighter US 
monetary conditions. US dollar strength has diminished 
the competitiveness of the US economy and weighed 
on what were previously bright spots: the manufacturing 
and industrial sectors. This is a result of a decline in the 
demand for US exports as the exchange rate has 
appreciated, but also due to the import substitution 
effect. This has caused the US trade deficit, ex-energy 
products, to return to levels reached in the mid 2000s – 
the height of the US China circular trade relationship. 
 
Figure 3: Dollar strength damages US trade balance 

 
Source: Bloomberg, quarterly data from Q4 1992 to Q4 2015. 

 
Potential for USD to weaken 
A weaker US dollar would provide relief to the various 
pressures weighing on the global economy, such as 
Chinese capital flows, the CNY, commodities, emerging 
markets and the US economy.  A weaker US dollar, 
however, requires an appreciation in other major 
currencies. We see little ability or willingness for this to 
take place. We believe appreciation in either the yen or 
the euro would slow these economies quickly, while 
both the BoJ and ECB appear unwilling to allow 
meaningful strength in their currencies because of this.  
 
Conclusion 
We believe we have reached the point where policy 
divergence has become destructive, with any further 
sharp appreciation in the dollar coming from a rebound 
in US growth in turn putting pressure on global growth. 
We also see limited ability for the dollar to weaken 
against major crosses given the lack of ability or 
willingness for these economies to accept stronger 
exchange rates. 
 
Our expectation is therefore that major currencies will 
likely remain range-bound until there is greater 
evidence that economies have been able to adjust and 
withstand the pressures being placed upon them by a 
stronger US. If the US economy slows and the Fed 
becomes increasingly dovish, this is supportive of 
assets like gold, given a lack of ability or willingness for 
the dollar to weaken against other major currencies. 
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