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Views and Insights 
Section 1: Monthly Views – April 2016 
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Category View Comments 

Equities 0 

We have retained our neutral view on equities but with a bearish bias. We expect equities 
to stay in a wide, volatile trading range. The slowdown in the momentum of our business 
cycle indicators will exert pressure on the equity risk premium but compared to past 
slowdown episodes where monetary policy was tightening, we believe that the current 
slowdown phase will be kinder to risk assets as central banks remain committed to 
maintaining ultra accommodative policy.  

US  + 

We maintain our positive score on US equities. While our quantitative models present a 
neutral view, with current lofty valuations offsetting positive momentum, our qualitative 
views are favourable for the region. Relative to global peers, we believe that the low beta, 
high quality nature of the US market provides access to a more stable environment given 
the more challenging cyclical global backdrop. 

UK  0 
Our qualitative views cause us to maintain a neutral score on UK equities. While the sharp 
depreciation of the pound is supportive for the export-orientated FTSE 100, the binary 
outcome of Brexit presents a compelling reason to stay cautious. 

Europe - 

We have downgraded our score on Europe this month from neutral to single negative. 
Despite attractive valuations, negative interest rates and the flattening of the yield curve will 
likely structurally impair profitability. With the chance that rates could decline further still, we 
believe that the region will continue to suffer from weak momentum which could force 
valuations lower. 

Japan  0 
Despite some of the most attractive valuations in our country modelling, we believe that the 
rebound in the yen will cause a greater headwind to earnings than is currently priced in by 
earnings consensus. However, the prospect of policy easing from the Bank of Japan (BoJ) 
prevents us becoming negative on the market.  

Pacific ex- 
Japan  0 

We remain neutral on Pacific ex-Japan equities, as weak momentum in Hong Kong and 
Singapore is offset by more attractive valuations in Australia. The more dovish current 
stance by the Federal Reserve (Fed) and additional stimulus from China are tailwinds for 
the market in the near-term. 

Emerging 
Markets 0 

We maintain our neutral view on emerging markets (EM) this month after upgrading the 
region in March. The weaker US dollar, higher oil price and fading tail risk around China 
have supported a counter-trend rally. However, this is not the first counter-trend rally since 
the EM bear market began in 2010 and so we stay neutral as we await further confirmation 
that the rebound is sustainable. 
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Category View Comments 

Government 
bonds + 

We maintain our single positive view on duration as central banks continue to struggle 
paring back their rate normalisation actions in an environment of growth and inflation 
uncertainty.  

US  0  
We maintain our neutral score on the US this month. With potentially more curve flattening 
to come as the Fed trade-off between growth and inflation worsens we should see the 
front-end of the curve push higher.  

UK  0 
While we acknowledge that gilts are one of the main beneficiaries of low eurozone interest 
rates, we expect higher volatility around the EU referendum in the coming months. For 
these reasons we remain neutral on UK gilts despite early signs of slowing growth. 

Germany + 

We have upgraded Germany to single plus this month. We have reintroduced a 2/30 year 
curve flattener which we expect to play out as euro strength keeps a cap on inflation 
expectations and ECB policy focuses on credit supply rather than a weaker currency.  
Uncertainty on the effectiveness of monetary policy is likely resulting in a reduction in long-
term yields.  

Japan  0  Despite the unattractive low/negative yields, we continue to hold for now on the medium to 
long-end on the back of aggressive BoJ support and stubbornly low inflation expectations. 

US inflation 
linked  0 

We have reduced US breakevens to neutral after the sharp rise in commodity prices on the 
back of a weakening US dollar caused breakevens to outperform and reduced the 
valuation opportunity. 

Emerging 
markets 0 We remain neutral on EM USD bonds. Following a sharp recovery in spreads, we see 

momentum slowing with the potential for volatility to increase.  
 
 
 
Category View Comments 

Investment 
grade credit +  

US  + 
We stay positive on US investment grade in spite of the recent spread tightening. Valuation 
remains reasonably attractive and the more robust US economic environment continues to 
lend support. 

Europe 0 
We have downgraded our view on European investment grade credit this month. Spreads 
have now tightened back to their levels at the start of the year, while our analysis suggests 
that the ECB Corporate Sector Purchase Program (CSSP) cannot buy the magnitude of 
corporate bonds that the market is currently pricing in. 

 
 
 
Category View Comments 

High yield 
credit   

US  + 

Spreads have tightened significantly from their wides in February but they still remain 
attractive on a long-term basis. We acknowledge the downside risk from deteriorating 
fundamentals but we believe this risk is currently priced attractively while the technical 
picture has become more positive, with mutual fund flows turning positive. 

Europe  0 
European high yield spreads remain firmly anchored around the long-term average. We do 
not view the valuation picture as attractive at these levels and feel that the market may be 
pricing in too much positivity on the back of the ECB’s CSSP. 
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Category View Comments 

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

Energy + 
We believe longer-term pricing is too pessimistic as capex cuts have been dramatic and we 
believe that markets will move into balance in the second half of the year. With inventory 
dynamics improving and carry less punitive, we have upgraded energy to positive. 

Gold + We maintain our positive view on gold. Real rates continue to push lower as downside risks 
to global growth lead to an asymmetric approach to inflation risks by the Fed.  

Industrial 
metals 0 

The market remains oversupplied and prices remain above the marginal cost of production. 
With improvements in the Chinese economy, prices are likely to be supported in the short-
term, so we remain neutral with a downside bias. 

Agriculture 0 
Major grains are in abundant supply, with a third  record harvest in 2015. The fourth 
strongest El-Niño since 1950, with an increasing likelihood of an intense La Niña in 2016, 
could be disruptive to future crop yields. Therefore, we remain neutral with an upside bias. 

 
 
Category View Comments 

Currencies   

US dollar 0 

We have downgraded our view on the US dollar this month as the currency faces opposing 
forces in the form of a still-strengthening US economy and the broadly weak external 
backdrop on the other, which has forced the Fed to take a more nuanced view on the 
interest rate hiking cycle. We expect the currency to trade broadly range-bound vs major 
G10 crosses as “currency wars” fears are now more recognised and constrained. 

British pound 0 
We remain neutral on sterling this month. The Bank of England’s desire to normalise 
interest rates coupled with relatively strong growth in the UK should maintain upward 
pressure relative to other G10 currencies. However, we note the uncertainty around Brexit 
which currently weighs on the currency.  

Euro 0 
The ECB remains aggressive in seeking to maintain the relative strength of the economy 
and combat deflationary forces. However, the Eurozone economy has seen material 
improvement over the past year. As a result of these conflicting forces, we remain neutral 
on the euro for now. 

Japanese yen 0 
We upgrade the yen back to neutral this month. After the limited market reaction to cutting 
interest rates into negative territory, we feel that the BoJ will instead focus on expanding 
quantitative easing and possibly fiscal expansion. In our opinion, this action will limit the 
potential impact of the currency. 

Swiss franc  0 
The Swiss National Bank continues to be active in the FX market to manage the 
overvaluation of CHF in their view. Recent macro data has been slightly more encouraging 
but inflation remains comfortably below zero with further SNB action unlikely. We remain 
neutral as a result. 

 
 
Source: Schroders, April 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  
Negative interest rates and the impact on 
the broader economy 
 
In January the Bank of Japan (BoJ) became the fifth 
major central bank to embark on negative interest rate 
policy (NIRP) in the hope that progressively lower 
interest rates will encourage bank lending and 
consumer spending to drive growth and inflation 
dynamics higher. While we acknowledge that there may 
be some near-term positives of NIRP, notably through 
expanded credit creation, our research suggests that 
there may be a number of potential unintended 
consequences which may weigh on the broader 
economy over the longer-term. This month we discuss 
some of our concerns around NIRP. 
 
Reallocation of resources 
As interest rates have fallen since the global financial 
crisis throughout the developed world, banks have 
largely been able to mitigate the pressures on their net 
interest margins by maintaining a relatively constant 
spread between their average cost of funding and the 
average price of lending. However, as rates have been 
progressively moved into negative territory, in order to 
avoid a likely deposit flight from retail clients, banks 
have only been able to pass on the  negative rates to 
their corporate depositors. In addition to an 
unfavourable regulatory environment and reduced 
profitability brought by flatter interest rate curves, the 
additional complexity of a negative rate environment 
has caused renewed concern for their operating model 
going forward.   
 
To mitigate some of these pressures, banks in some 
countries have actually increased household borrowing 
costs (rather than decrease them as a falling rate 
environment would have otherwise suggested). For 
example, mortgage spreads in Switzerland have 
actually increased following the central bank’s 
intervention (Figure 1) which has potentially been  a 
contributor to the house price growth moderation as 
seen in Figure 2. While we note that in other markets 
impacted by a negative rate environment, such as 
Sweden, the same phenomenon has not yet occurred, 
we consider the increase in the cost of money despite 
the lowering cost of capital as a clear indication of 
unintended consequences brought about by a negative 
rate environment. 
 
Credit creation  
In line with central banks’ intentions, there appears to 
have been some improvement in credit creation in 
certain countries which have introduced NIRP (Figure 
4). However, the picture is more complicated and must 
be considered alongside the recovering health of these 
economies as well as the other measures that have 
been put in place to expand lending (for example, 
quantitative easing). In the eurozone, non-financial 
corporate lending growth has been gradually rising 

since the onset of the financial crisis, but enhanced 
regulation (notably through the asset quality review and 
the additional Tier 1 capital requirements), have led 
some analysts to forecast a progressive decrease in the 
financial institutions’ commitment to credit formation. 
While this argument carries a lot of merit, we tend to 
see some of the ECB’s policies (Targeted Long-Term 
Refinancing Operation in particular) as a valuable 
incentive to traditional banks and trust the ability of 
large cash buffers on corporate balance sheets to 
successfully offset some of the medium-term threats to 
credit origination in the region.  
 
Figure 1 – Swiss rates 

 
Source: Thomson Datastream, April 2016. 
 
Figure 2: House prices    Figure 3: Household  
                                          debt to GDP (%) 

 
 
 

Source: Figure 2 - Thomson Datastream, April 2016 
Figure 3 – HSBC, April 2016  
 
 

-1.5%

-0.5%

0.5%

1.5%

2.5%

3.5%

10 11 12 13 14 15 16
3m LIBOR

10-yr govt bond yields

10-yr mortgage fixed rates

Difference between mortgage rates vs. 10-yr govt
bond yield

%

-25
-20
-15
-10

-5
0
5

10
15
20

07 08 09 10 11 12 13 14 15
Japan
Spain
Denmark
Sweden
Ireland
Switzerland

y/y %

50

70

90

110

130

Ja
pa

n
H

on
g 

Ko
ng

Sp
ai

n
U

S
Ire

la
nd

Sw
ed

en
K

or
ea U
K

N
or

w
ay

C
an

an
da

A
us

tra
lia

S
w

itz
er

la
nd

D
en

m
ar

k



Schroders Multi-Asset Investments  
 

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 and market 
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 
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Figure 4: Bank lending to the non-financial corp. 
sector (dashed lines represents NIRP) 

 

 

Source: Thomson Datastream, April 2016  
  
 

Competitive FX devaluation 
In terms of FX, the evidence so far suggests that NIRP 
has not materially helped to weaken individual 
countries’ currencies. FX rates represent the 
equilibrium price for cross-country balance of trades 
and, as such, depend on the complex interactions 
between economic variables affecting two nations (one 
of which is the interest rate differentials). While some of 
the countries that have initially adopted NIRP have 
seen their currency depreciating in the very short-term 
(e.g. Sweden), the majority of countries affected by 
NIRP have actually experienced the opposite. The case 
of a strengthening yen, despite the onsite of a negative 
rate (Figure 5) environment in Japan, is particularly 
telling as it illustrates the dominance of other 
fundamental factors (the strength in the current account 
and a decaying growth in the local economy in 
particular) versus the widening interest rate differential. 
 
 

 
Conclusion 
Evidence from countries which have already adopted 
NIRP suggests that NIRP has so far had limited 
success in boosting local economies. Our research has 
shown that NIRP cannot as of yet be attributed to an 
expansion in credit conditions or local currency 
depression while banks’ business models are materially 
stressed. Therefore, we believe the adoption of NIRP, 
or indeed lowering rates further into negative territory, 
has the potential to create greater challenges over the 
long-term. 
 
Figure 5: EUR and JPY (dashed lines represents 
NIRP) 
 
 

 
Source: Thomson Datastream, April 2016. 
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