
  Marketing material 
For Financial Intermediary, Institutional and Consultant use only. 

 Not for redistribution under any circumstance. 

 Schroders Multi-Asset Investments 1 

 
 

 

Schroders Multi-Asset Investments 
Monthly views 
February 2018 

 

Market volatility 

In our view the origin of the recent correction was the turn in the US dollar last year which loosened monetary 
conditions in the US. This, combined with an improvement in wage growth, resulted in a sell-off in bonds as 
market participants priced in a more proactive Federal Reserve (Fed); indeed the correction so far in bonds has 
reflected a reassessment of Fed rate hikes rather than a move in the term premium. As US bond yields 
approached 3%, this raised concerns about the valuations in equities. 

What exacerbated the market weakness during early February was the rise in the VIX index which forced 
leveraged short volatility strategies to close their positions.   

At this point, we do not think it is useful to try and predict the impact of systematic de-risking as different 
strategies such as CTAs and volatility hedging have different triggers. Rather, we prefer to focus on fundamentals. 
So far, bonds have sold off together with equities but, based on our analysis they are now starting to offer value. 
We believe that further significant falls in equity prices would prompt a safe haven bid for bonds as investors 
would worry about the impact of market volatility on growth.  

What is our stance in this situation? 

As a consequence, having reduced our duration sensitivity over the past weeks and months due to our concerns 
about the diversification benefits of bonds, we dipped our toe back in by buying US 10 year bonds. We also 
continue to own risk-reducing positions in the Japanese yen against the euro, a short position in Italian bonds and 
our TIPS holdings. We believe that although correlations may be elevated, there will be benefits to diversification. 

From an equity standpoint, we are maintaining our exposure. We have been positioned for an environment of 
improving growth and gently rising inflation. Our cyclical indicators point to a continuation of this environment.  
We also continue to favor emerging market currencies against the US dollar as we see valuations as being 
constructive. Interestingly, a number of emerging economies are benefiting from ongoing trade surpluses, 
confirming that the rebound in emerging market currencies so far has not been excessive.   

In summary 

We have added to our defensive positions by buying back a small amount of duration.  We are maintaining our 
reflationary positions in equities and currency.  Here is a summary of the key indicators we are watching: 

US Treasury yields US yield curve US dollar  

A move beyond 3.25% on the 
US 10-year against a backdrop 
of falling equity prices would be 
troubling from a correlation 
perspective 

A flattening yield curve would 
suggest that long-term growth 
assumptions are being 
questioned 

Our central scenario is for the 
US dollar to remain on a 
weakening trend.  We prefer 
hedging risk through long 
Japanese yen positions.  A 
significantly stronger US dollar 
would tighten global liquidity 
and threaten our emerging 
market exposures. 

A move to the ‘Slowdown’ phase 
on our cyclical indicators would 
trigger a significant defensive 
shift.  
(Right now we are still in 
‘Recovery’ / ’Expansion’). 

 

With regard to the volatility markets, we would expect implied volatility to remain elevated relative to last year due 
to the exit of short volatility participants from the market. However we would regard this as a move to more 
normal and sustainable levels of implied volatility particularly against the backdrop of quantitative tightening. 
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Current outlook 
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Equities +  We retain our positive view on equities, driven by a surge in upward revisions to 
earnings expectations, though inflation sentiment remains a near-term risk. 

Government 
bonds 

-  Valuations have improved, but not enough to overtake the improvement in economic 
data or compensate for rising inflationary pressures. 

Commodities +  The cyclical environment remains supportive and with supply side discipline remaining 
in place the commodity markets are likely to deliver positive returns over 12 months. 

Credit 0  Affordable cost of capital and revenue growth should keep spreads contained for now, 
however recent outflows from the asset class have weakened prices.   

 

 Category View Comments 
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US +  
Despite elevated valuations, earnings growth and tax reforms should drive earnings 
higher than expected. 

UK 0  
We remain neutral on UK equities given the risk of sterling appreciation, lackluster 
earnings growth, and a poor growth to inflation trade off.  

Europe +  
Whilst we expect European growth to remain strong, continued Euro strength is likely 
to drag on corporate profit margins. 

Japan ++  
Earnings growth should continue to drive returns, supported by the strong cyclical 
backdrop. 

Pacific  
ex-Japan 

+  
The region is attractively valued and should benefit from the ongoing improvement in 
global trade. 

Emerging 
markets 

++  
We expect earnings growth in EM to outpace other regions supported by improving 
global demand and growth in intra-EM trade.  
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US -  
Treasuries continue to look rich through a combination of expensive term premium, 
large supply increase, low inflation expectations, fiscal stimulus and Fed tapering. 

UK 0  
The Bank of England sounds hawkish but its bark may be worse than its bite. Given 
mixed data and Brexit uncertainty we remain neutral. 

Germany -  
Economic data has been strong, putting pressure on the European Central Bank to 
reduce policy accommodation. Quantitative easing should end in September. 

Japan 0  
Remain neutral as the Bank of Japan holds firm on expansionary monetary policy, 
anchoring yields. 

US inflation 
linked 

+  
Valuations continue to look attractive and inflation should (slowly) rise, supporting our 
decision to remain positive. 

Emerging 
markets local 

+  
While the cyclical tailwinds of falling inflation and central bank rate cuts are 
approaching an end, the term premium within the yield curves remains attractive.  
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 US -  We remain cautious of the rich valuations and increase in leverage, which are a 

dangerous combination as we expect inflation to pick up in the coming months. 

Europe -  No change to our view.   The risk / reward profile is still unattractive as spreads remain 
tight. 

Emerging 
markets USD 

0  
We maintain a neutral view on the back of improving fundamentals and a favorable 
macro backdrop.  
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US +  
Despite elevated leverage, the macroeconomic environment should continue to 
support earnings growth with low levels of defaults. US HY is also our favored 
expression of carry. 

Europe 0  Although local economic momentum has picked up and valuations have improved 
recently, they are still uninspiring so we remain neutral. 
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Expect this to improve as inventories continue to normalize.  The largest risk is OPEC 
not effectively managing its exit from production cuts.   

Gold -  
We see real rates as range bound, however gold prices relative to real rates and 
positioning looks extended in our view.  

Industrial 
metals 

0  
Base metals have been the stand out performer over the past 12 months. The impact 
of supply side reforms and robust manufacturing cycle has supported prices. 

Agriculture 0  While we see prices as depressed there is little catalyst for a recovery at present. 
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US $ - -  
Continue to be negative on the USD as positive drivers for the dollar appear priced in 
and other regions’ growth is accelerating. 

UK £ 0  
We remain neutral as we believe that although fundamentals are worsening, the 
currency is being driven by Brexit-related news flow. 

EU € +  
Remain positive as we expect further catch-up of the eurozone vs. the US in terms of 
economic recovery and monetary policy. 

JPY ¥ 0  
Due to cheap valuation and extreme short positioning combined with the beginnings 
of policy change from the Bank of Japan, we remain neutral. 

Swiss ₣ 0  
Given continuing improved cyclical picture and a reduction in European political risk, 
we continue to expect less intervention by the Swiss National Bank. 

 
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.  
 

Source: Schroders, February 2018.  The views for equities, government bonds and commodities are based on return relative to cash in local 
currency.  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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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 registered as an investment adviser with the U.S. Securities and Exchange 
Commission and as a Portfolio Manager with the securities regulatory authorities in Alberta, British Columbia, Manitoba, Nova 
Scotia, Ontario, Quebec and Saskatchewan. It provides asset management products and services to clients in the United States and 
Canada. Schroder Fund Advisors, LLC (“SFA”) is a wholly-owned subsidiary of Schroder Investment Management North America Inc. 
and is registered as a limited purpose broker-dealer with the Financial Industry Regulatory Authority and as an Exempt Market 
Dealer with the securities regulatory authorities of Alberta, British Columbia, Manitoba, New Brunswick, Nova Scotia, Ontario, 
Quebec, and Saskatchewan. SFA markets certain investment vehicles for which SIMNA Inc. is an investment adviser. SIMNA Inc. and 
SFA are indirect, wholly-owned subsidiaries of Schroders plc, a UK public company with shares listed on the London Stock Exchange. 
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 or by calling (212) 641-3800. Schroder Investment Management North America Inc. 
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