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Schroders 
Monthly markets review 
Overview of markets in May 2016 
Highlights: 

– Equities and most bond markets gained in May as investors continued to speculate about the timing of the 
next US interest rate rise. Oil prices gained with Brent rising to $50 per barrel during the month.  

– US equities advanced against a backdrop of improving macroeconomic data. This included an 
acceleration in inflation which helped fuel expectations of a summer rate rise, in turn supporting a dollar 
rally.   

– Eurozone equities posted positive returns, helped by a weaker euro. Receding Brexit worries supported 
gains for UK equities.  

– Japanese equities gained ground and the yen weakened. The debate over the next planned rise in the 
consumption tax continued, although economic data was largely positive.  

– Emerging markets posted negative returns. Brazil and Turkey were key laggards, while China 
outperformed despite some disappointing macroeconomic data and concerns about capital outflows.   

– Treasuries were the only major sovereign bonds to see rising yields in May. Investment grade credit 
broadly underperformed government bonds. 

US  

US equities rose in the month, with the S&P 500 advancing by 1.8% against a backdrop of improving 
macroeconomic data. The improving data, which included an upgrade to first quarter GDP growth to 0.8% 
from 0.5%, allayed fears about the durability of US growth.  
 
Better-than-expected data added to expectations that the Federal Reserve (Fed) might increase interest rates 
further this summer and supported a recovery in the US dollar. Fed chair Janet Yellen told a Q&A session at 
Harvard University that she expected interest rates to rise in the coming months. This was following the 
publication of minutes from the Federal Open Market Committee’s April meeting, which revealed that most 
policymakers believed a rise would be appropriate at the June meeting of the rate-setting committee, should 
economic data continue to strengthen. Other senior Fed officials went on the record to say that a June rise 
should be considered. 
 
Financial stocks performed well in anticipation that higher interest rates would improve the profitability of the 
banking sector. The technology sector also enjoyed a recovery, reversing some of the losses sustained in 
April when quarterly results had disappointed the market. Meanwhile, the resource sectors lagged, reversing 
some of the gains achieved in previous months. 
 

Eurozone  

Eurozone equities registered positive returns in May, supported by a weaker euro, some encouraging German 
macroeconomic data and hopes of a new debt deal for Greece. Eurozone GDP growth was revised down to 
0.5% for the first quarter, compared to the preliminary estimate of 0.6%. The composite purchasing managers’ 
index (PMI) slowed marginally to 52.9. However, the German IFO business climate survey beat expectations 
and German industrial orders for March rose 1.9% month-on-month.  
 
The information technology sector was the top gainer, reversing its underperformance of the previous month. 
Consumer staples also performed well, while the energy and utilities sectors underperformed. At country level, 
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Italian equities underperformed as the banking sector lagged once more following some disappointing first 
quarter results. Merger & acquisition activity was a feature with German healthcare & agro-chemicals group 
Bayer making a $62 billion bid for US seeds company Monsanto. 
 
In political developments, eurozone finance ministers agreed to a framework allowing potential debt relief for 
Greece. Uncertainty over the outcome of the UK’s referendum on EU membership remained a concern for 
investors, although the likelihood of a Brexit vote appeared to recede according to polls taken during the 
month.  

UK  

UK equities rose in May, led by the domestically-focused mid-sized companies as fears receded over a 
possible Brexit vote in the EU referendum on 23 June. The FTSE All-Share index recorded a gain of 0.7%, 
which was driven by a strong recovery in the mid caps, with the FTSE 250 (ex investment companies) index 
up by 2.9%. 
 
Sterling strengthened as polling data suggested that concerns over the economy in the event of Brexit had 
shifted voter intentions towards the ‘remain’ camp. Bank of England Governor Mark Carney warned that a vote 
to leave the trading bloc may spark a UK recession, while data provider Markit said that the UK economy was 
near stalling following a drop in the Markit/CIPS purchasing managers’ indices. 
 
A number of sectors that had performed poorly since the start of 2016, as fears of a Brexit had built, enjoyed a 
sharp rebound. These included financials, housebuilders and retailers, which all have good representation 
within the FTSE 250 index. The domestically-focused large-cap banks also benefited from this change in 
sentiment, but a poor performance from the heavyweight resources sectors meant the FTSE 100 struggled to 
make progress, gaining just 0.3% over the month. 
 
Of particular note, the mining sector performed poorly as industrial metal prices fell in tandem with a 
strengthening dollar and deterioration in Chinese macroeconomic data. The dollar rallied as expectations rose 
that the US Fed might increase interest rates further this summer. 
 

Japan 

After the steep falls seen on the last trading day of April and the first day of May, the Japanese stockmarket 
gradually gained ground to finish 2.9% ahead for the month. The Japanese currency also reversed its previous 
short-term appreciation and weakened against major currencies in May. 
 
Sector performances were mixed. Food stocks were among the top performers for the month as a whole. 
Banks and insurance companies gradually recovered from the sell-off at the beginning of May which had been 
prompted by the Bank of Japan’s earlier decision to leave monetary policy unchanged. Other financial sectors 
such as leasing and brokerage continued to underperform the broader market and rubber products (principally 
auto tyres) was the weakest sector. 
 
The first half of May was dominated by the peak of the corporate results announcements for the fiscal year 
which ended in March. As a result of weak conditions in the fourth quarter, there were more negative than 
positive surprises compared to the consensus expectations, but these tended to impact individual stocks 
rather than overall market sentiment. With the additional uncertainty of yen appreciation in the preceding 
months, companies released unusually conservative forecasts for the coming year.  
 
There were few concrete developments in policy during the month, as the debate over the planned rise in the 
consumption tax continued. A decision to postpone the planned increase was announced on 1 June. Ironically, 
economic data for April - released at the very end of May - actually showed an improving picture with industrial 
production and housing starts stronger than expected. Although the headline rate of unemployment remained 
stable, the background shows a further tightening in labour conditions with more people employed and an 
unexpected rise in the ratio of job offers to applicants. 
 
 
 



Schroders Monthly markets review  

 

3 
 

Asia (ex Japan)  

Asia ex Japan equities delivered a second consecutive month of negative returns in May, with markets 
finishing down on anticipation of an interest rate rise by the US Fed and as the resurgence in commodity 
prices waned on the back of a stronger US dollar. Chinese equities declined over the month with disappointing 
trade data dashing hopes of a potential bounce in both domestic and global demand after encouraging March 
data. Exports and imports both fell in April and came in below consensus expectations. Over the month, the 
People’s Bank of China set the daily currency fix of the renminbi at a five-year low, resulting in renewed 
worries over capital outflows as the currency finished May down -1.6%.  
 
In Hong Kong, stocks finished lower on China concerns and expectation of an interest rate hike by the Fed. 
Over the strait in Taiwan, shares advanced, led by technology stocks, on speculation that orders for the Apple 
iPhone 7 will be higher than estimated. Korean stocks fell in May on the upcoming inclusion of Chinese 
companies in the MSCI index, which saw foreign investors selling down local equities.  
 
In ASEAN, Indonesia stocks declined on worries over a US rate hike as its stockmarket and currency came 
under selling pressure. The Philippine market finished up as a relief rally took hold on hopes that newly-
elected populist President Rodrigo Duterte would maintain the current administration’s investor-friendly 
economic policies once in office. Meanwhile, Indian equities also advanced on expectations that the end of a 
severe period of drought will result in a sharp pick-up in rural demand.  
 

Emerging markets  

The strong US dollar backdrop in May was negative for emerging markets equities and the rally which begun 
earlier in the year dissipated. The MSCI Emerging Markets (EM) Index declined in value, underperforming the 
MSCI World. 
 
Emerging Asian equities put in a mixed performance. Taiwan and the Philippines performed well, with 
sentiment in the latter supported by the election of populist Rodrigo Duterte as president, given his plans to 
ease restrictions on foreign investment. Both the Indian and Thai equity markets outperformed, helped by their 
perceived defensive nature in a rising US rate environment. In India, Q1 GDP data was also better than 
expected. Chinese equities outperformed, despite disappointing trade data and concerns about capital 
outflows, following speculation towards the end of the month that its A-share market may be included in the 
MSCI EM Index. The Korean market underperformed amid local currency weakness.  
 
Most of the emerging EMEA markets underperformed the broader index, with the exception of Greece. An 
agreement to extend the country’s bailout and start debt relief in 2018 prompted a strong rally in the equity 
market, with the banks performing particularly well. A combination of political uncertainty and concerns about 
rising US interest rates weighed on the rand and lira, leading the South African and Turkish markets to 
underperform.  
 
The Latin America markets suffered, led by Brazil. Having performed strongly in the run up to the 
impeachment of President Dilma Rousseuff, which occurred in May, a number of stocks, including Vale and 
Petrobras, gave back their gains of recent months. Mexico lagged with a number of large index materials 
stocks weighing on performance, notably Cemex and Grupo Mexico.  
 

Global bonds  

Bond investors were relatively cautious in May; balancing positive developments in US macroeconomic data 
with several reminders that the Fed is mulling its next rate rise. The comments took the policy trajectory for the 
US even further from other major central banks. The European Central Bank (ECB) took further steps to 
support the eurozone’s financial system, while China revised expectations for its economic trend. The world’s 
second largest economy is expected to follow an “L-shaped” recovery rather than a more positive “U” or even 
“V” shape.  
 
The cloudier backdrop was reflected in sovereign bond movements over the month. Treasury yields were 
higher overall despite dipping as May began, while gilt and Bund yields fell. The 10-year Treasury yield rose 
from 1.83% to 1.85%. The 10-year gilt yield fell from 1.60% to 1.43% and the 10-year Bund yield fell from 
0.27% to 0.14%.  
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In corporate bond markets, investment grade1 credit generated positive total returns but broadly 
underperformed government bonds. The BofA Merrill Lynch Global Corporate Index generated 0.1% in May 
(in local currency). Less sensitive to interest rate speculation, high yield bonds were more resilient; the global 
high yield index rose 0.6% (local currency). 
 
The rise in uncertainty arrested the strong gains made in emerging market indices over the past three months. 
The JP Morgan EMBI Global Diversified index of US dollar (“hard currency”) denominated bonds declined by -
0.1% in May. The local currency JP Morgan GBI-EM Global Diversified Composite index fell -5.4%. In 
corporate bonds, the hard currency CEMBI Diversified Broad Composite rose 0.2%. 
 
Convertible bonds benefitted from overall positive equity markets. The Thomson Reuters Global Focus 
convertible bond index finished the month with a gain of 0.69% (in US dollar terms). Implied volatility, as a 
typical measure of the price for the conversion right, remained at a very low 28%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
1 Investment grade bonds are the highest quality bonds as determined by a credit ratings agency. High yield bonds are more speculative, 
with a credit rating below investment grade. 
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Overview: total returns (%) – to end of May 2016 
 1 month 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  3.56 0.65 1.30 -4.86 -3.39 1.18 
MSCI World Value 3.19 0.29 0.94 -5.95 -4.50 0.12 
MSCI World Growth  3.94 1.02 1.67 -3.79 -2.31 2.42 
MSCI World Smaller Companies  4.18 1.26 1.91 -3.82 -2.34 2.39 
MSCI Emerging Markets -0.93 -3.71 -3.09 -18.58 -17.33 -13.32 
MSCI AC Asia ex Japan 1.53 -1.32 -0.69 -18.47 -17.22 -13.21 
S&P500  4.74  1.80 2.45 0.18  1.72 6.64 
MSCI EMU 2.53 -0.35 0.29 -9.07 -7.67 -3.21 
FTSE Europe ex UK 2.30 -0.57 0.07 -9.51 -8.12 -3.67 
FTSE All-Share   2.93 0.04 0.69 -11.98 -10.63 -6.31 
TOPIX*  2.17 -0.70 -0.06 -7.20 -5.77 -1.21 

 
 1 month 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats 2.92 0.03  0.67 1.70 3.26 8.26 
JPM GBI UK All Mats 4.08 1.16 1.81 -0.52 1.01 5.90 
JPM GBI Japan All Mats** -0.33 -3.13 -2.51 19.35 21.18 27.05 
JPM GBI Germany All Mats 1.00 -1.84 -1.20 3.19 4.77 9.84 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 2.07 -0.80 -0.16 1.55 3.11 8.10 
BofA ML US Corporate Master  2.83 -0.05 0.59 1.81 3.37 8.38 
BofA ML EMU Corporate ex T1 (5-10Y) 0.39 -2.43 -1.80 2.63 4.21 9.25 
BofA ML £ Non-Gilts  3.41 0.51  1.16 -2.89 -1.40 3.37 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  2.95 0.06 0.71 -1.19 0.33 5.18 
BofA ML Euro High Yield  0.11 -2.70 -2.07 0.92 2.47 7.43 

Source: DataStream. Local currency returns in May 2016: *2.93% **0.41%. Past performance is not a guide to future 
performance and may not be repeated. The value of investments and the income from them may go down as well as up 
and investors may not get back the amounts originally invested. Exchange rate changes may cause the value of any 
overseas investments to rise or fall. 
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