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

– Global equities came under pressure in February, posting a negative return in US dollar terms. Perceived 
safe havens rallied for a second consecutive month with Treasury, gilt and Bund yields falling.     

– US equities registered a small negative return. Investors deferred expectations for further rate increases 
after Federal Reserve chair Janet Yellen warned that global financial market turbulence could set back US 
growth. 

– In the eurozone, weak inflation data reinforced expectations of further monetary policy easing. In the UK, 
sterling came under pressure after a referendum on the UK’s membership of the EU was called for 23 
June.  

– Japanese equities posted sharp declines amid doubts over the success of “Abenomics”, a stronger yen 
and concern over the slowdown in China.  

– Emerging markets outpaced their developed world counterparts. Expectations for stimulus measures in 
China spurred a rally in commodity-linked stocks.   

US  

US equities struggled to make progress in February as concerns about the domestic growth outlook 
compounded worries about the effect of a slowing global economy on the country. Following a sharp sell-off in 
the first half of the month the S&P 500 recovered in line with world markets in anticipation of additional 
monetary easing by the Bank of Japan (BoJ) and European Central Bank (ECB) and finished the period 0.1% 
lower. 
 
Financials performed particularly poorly as expectations for further rate increases were deferred as Federal 
Reserve (Fed) chair Janet Yellen warned that global financial market turbulence could set back US growth. 
The energy companies recorded steep share price falls, despite a recovery in crude oil prices, as Standard & 
Poor’s warned it could downgrade the credit rating of some of the country’s biggest diversified oil & gas 
groups. 
 
In addition to the impact of financial market volatility, there were rising concerns that the slowdown in the 
energy sector could spread to the wider US economy as leading indicators pointed to a broader slowdown in 
activity. Notably the Institute for Supply Management’s non-manufacturing purchasing managers’ index (PMI) 
dropped to 53.5 in January from 55.8 the previous month and the Conference Board’s consumer confidence 
measure fell to 92.2 in February from 97.8.   
 
On the positive side, the second estimate of US fourth quarter GDP was upgraded to 1.0% from the first 
reading of 0.7%. Consumer spending was also strong into the new year with core retail sales rising 0.6% in 
January.  

Eurozone  

Eurozone equities returned -3.0% in February. The decline was concentrated in the early part of the month 
with markets rallying towards month-end. Economic data indicated that the eurozone economy continues to 
grow, albeit slowly. GDP grew 0.3% quarter on quarter for Q4 2015; Spain led the way with growth of 0.8%. 
The flash composite purchasing managers’ index for February came in at 52.7, down from 53.6 in January. 
Preliminary data showed inflation dipped to -0.2% in February from 0.3% in January. The weak inflation data 
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reinforced expectations that the European Central Bank could announce further easing measures at its 10 
March meeting. Low inflation saw Sweden’s Riksbank cut rates to -0.5%. 
 
The energy, materials and consumer discretionary sectors posted modestly positive returns but all other 
sectors ended in the red. Banks came under pressure amid some disappointing earnings and concerns over 
the ‘lower for longer’ interest rate environment that adversely impacts net interest margins. Merger & 
acquisition news was a feature of the period. Deutsche Boerse announced it was in merger talks with London 
Stock Exchange while the board of Swiss agro-chemicals group Syngenta recommended a $43 billion offer 
from ChemChina.  
 
On the political front, there was little progress towards forming a government in Spain. Ireland held elections at 
month-end that failed to produce a conclusive outcome. Portuguese government bonds had a turbulent month 
amid fears the country could lose its remaining investment grade rating, but parliamentary approval of the 
minority Socialist government’s 2016 budget relieved some pressure. 

UK  

UK equities performed relatively strongly in the month with the FTSE All-Share index recording a gain of 0.8% 
as the internationally-focused resource sectors enjoyed a recovery. The market performed well despite 
uncertainty about the outlook for domestic-facing sectors amid fears of a UK exit from the European Union. 
‘Brexit’ fears intensified after Prime Minister David Cameron called an EU referendum for 23 June, prompting 
several key cabinet members, and the Mayor of London Boris Johnson, to oppose his call to stay in the bloc. 
The resulting uncertainty was most clearly reflected in a sharp fall in the value of sterling. 
 
The mining companies enjoyed a recovery as the market focused on measures announced to strengthen their 
balance sheets, rather than news of further dividend cuts from BHP Billiton and Rio Tinto. Anglo American’s 
plans to divest its coal, iron ore and nickel assets were particularly well received, as investors looked past its 
(pre-announced) decision to abandon the final dividend.  
 
The oil & gas sector also performed well, although this was due to a strong performance from Royal Dutch 
Shell offsetting a weak one from BP. Both experienced a strong recovery in the second half of the month, in 
line with the bounce in crude oil prices after a tentative agreement between Saudi Arabia and Russia to freeze 
output. In BP’s case the recovery was insufficient to offset poor performance in the wake of reporting its worst-
ever annual loss at the start of February. The market also welcomed Royal Dutch Shell’s combination with BG 
which completed in the period.  
 
On the negative side, the banking sector extended its run of poor performance. Royal Bank of Scotland 
revealed its eight consecutive year of annual losses, and cautioned it would have to delay resuming dividend 
payments or share buybacks beyond the first quarter of 2017. However, Lloyds Banking bucked the sector 
after announcing a significantly increased ordinary dividend and a special distribution.  

Japan  

The Japanese equity market declined sharply in the first half of February before recovering somewhat, but 
nevertheless fell 9.3% for the month as a whole. The yen moved higher against all major currencies, which 
restricted the loss to a sterling-based investor to just 0.7%. 
 
Market dynamics, for both equites and the currency, were dominated by the Bank of Japan’s move to a 
negative rate policy at end of January. Foreign investors were heavy net sellers of the equity market as doubts 
over the success of “Abenomics” outweighed the fundamental attractions of the market at this level. The sharp 
currency move was an unexpected consequence of the policy change as, other things being equal, a weaker 
yen would have been a rational response to the change in interest rate differentials. In fact, actual investment 
flows do appear to have reacted as theory would predict, but these were swamped by speculative flows in 
currency markets in February. 
 
The equity market displayed unusual volatility as investors digested these events. Negative interest rates can 
be interpreted as bad news for banks and this view was rapidly priced into stocks. However, a decline of 20% 
in a single month is out of proportion to any likely impact on banks’ profits and suggests that investors are 
assuming that the central bank will push rates further into negative territory. Other financial stocks were also 
weak as were many cyclical areas such as steel companies and shippers. No sectors rose in absolute terms 
but the smallest declines were seen in defensive areas such as telecoms, pharmaceuticals and utilities. 
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Economic data were mixed but had little discernible impact on the market. Industrial production rose strongly 
while retail sales were weaker and inflation was in line with recent forecasts. Corporate news revolved around 
the completion of the results announcements for the third quarter to December 2015. The trend towards 
companies buying back their own shares continued and there were significant surprises from SoftBank and 
Nissan Motor. The total amount committed to buybacks is running strongly ahead of last year and 2016 could 
be on course to set a new record for shareholder pay-outs.  

Asia (ex Japan)  

Asia ex Japan equities delivered marginally negative returns in February as global markets stabilised following 
the sharp falls seen in January with performance mixed amongst the region’s markets. The price of oil reached 
a two-month high over the period while expectations of a second interest rate hike by the US Federal Reserve 
(Fed) in March were dampened by market volatility. Chinese equities ended the month down on continuing 
worries over the slowdown in its economy. However, the downbeat sentiment was partially offset by a 50 basis 
point cut of the reserve requirement ratio1 by the People’s Bank of China (PBoC), at the end of the month, 
suggesting the central bank is prepared to ease policy in order to maintain growth. Weak trade data for 
January was also compounded by contracting manufacturing but was found in the services sector, with the 
week-long Lunar New Year holiday showing growth of 11.2% in retail sales compared to the same period last 
year.  
 
Meanwhile, in Hong Kong stocks finished broadly flat as worries while over the strait in Taiwan, the market 
finished in positive territory as gains were led by technology stocks. In Korea, stocks fell given concerns over 
global growth.  
 
In ASEAN, Thailand and Indonesia both finished up on encouraging economic data with the latter benefitting 
from an interest rate cut and progress on infrastructure spending plans. Philippine stocks ended the month 
marginally down. Meanwhile, Indian equities were the region’s biggest losers with concerns surrounding bad 
bank debts and lack of progress on reforms weighing on sentiment.   

Emerging markets  

The MSCI Emerging Markets index decreased in value, but outperformed the MSCI World index. An easing of 
liquidity concerns was beneficial whilst expectations for stimulus measures in China contributed to a rally in 
commodity-linked stocks. Latin American equities recorded solid gains, with mining and energy stocks 
supporting gains. Peru led the way with Minas Buenaventura up sharply and Credicorp also rallying strongly. 
The central bank meanwhile hiked rates by 25bps to 4.25% in an effort to control rising inflation, which 
reached 4.6% in January. Brazil outperformed with steel producer CSN and miner Vale among the stand-out 
stocks. Although improvement in commodity prices supported market gains, underlying macro data continued 
to deteriorate.  
 
In emerging EMEA markets, the UAE and Qatar registered the most sizeable returns as an oil price rebound 
served to boost sentiment. Egypt outperformed, with performance from CIB and Global Telecom underpinning 
gains. Greece was the weakest regional market, with banking stocks falling heavily. 
 
In emerging Asia, Indonesia was the strongest market. GDP growth climbed to 5% year on year whilst inflation 
eased to 4.1% year on year enabling the central bank cut rates 25bps to 7%. Reduced concerns over Fed rate 
hikes also proved supportive and the rupiah appreciated 3% relative to the US dollar. Ahead of the budget 
announcement at the end of the month (which prompted a sharp rally on the first day of March), Indian 
equities declined. Concerns over forthcoming public sector wage rises, a rebound in commodities/oil prices 
and contracting industrial production all weighed on sentiment somewhat.  

Global bonds  

Markets remained volatile in February. The elevated uncertainty which has plagued investors since the start of 
the year showed few signs of abating. The oil price (WTI) fell to a new 12-year low on 11 February before 
recovering the losses by month-end. Risk assets tracked the oil price lower before broadly rallying into month-
end as the oil price bounced. Any hints of hawkishness remaining from major central banks evaporated amid 
the volatility and stuttering global growth. Safe havens rallied for a second month. Treasury, gilt and Bund 
                                                 
1 The proportion of deposits a bank must hold as reserves in cash, rather than lending out. 
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yields fell and outperformed respective corporate bond indices. Currency market instability also led gold to its 
highest point since February last year. 
 
The 10-year Treasury yield fell from 1.92% to 1.73%, the 10-year gilt yield fell from 1.56% to 1.34% and the 
10-year Bund yield fell from 0.33% to 0.11%. Sovereign curves broadly flattened over the month. Shorter 
dated bond yields across gilts, Treasuries and Bunds either declined less than longer dated equivalents, or 
indeed rose through the month. 
 
In global corporate bond markets, investment grade and high yield credit indices2 made positive total returns 
but were weaker on an excess returns basis (relative to government bonds). The investment grade BofA 
Merrill Lynch Global Corporate index generated a total return of 0.5%, while excess returns were 0.5%. The 
BofA Merrill Lynch Global High Yield index generated a positive total return of 0.4%, with excess returns of -
0.3%. Of the key US dollar, euro and sterling markets, US credit was the most resilient in February and 
sterling the weakest.  
 
In emerging market indices, the JP Morgan EMBI Global Diversified index gained 1.9%. This is a ‘hard 
currency’ sovereign index, which tracks emerging market bonds traded in less volatile US dollars. The local 
currency JP Morgan GBI-EM Global Diversified Composite index rose 1.4%. In corporate bonds, the hard 
currency CEMBI Diversified Broad Composite rose 1.0%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
2 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 February 2016 
 1 month 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  -1.10 -0.68 1.09 -7.60 -10.49 -0.74 
MSCI World Value -1.03 -0.61 1.16 -9.47 -12.30 -2.75 
MSCI World Growth  -1.17 -0.75 1.02 -5.75 -8.70 1.25 
MSCI World Smaller Companies   0.30 0.72 2.52 -7.92 -10.80 -1.08 
MSCI Emerging Markets -0.57 -0.15 1.63 -20.65 -23.13 -14.75 
MSCI AC Asia ex Japan -1.34 -0.92  0.85 -17.62 -20.19 -11.50 
S&P500 -0.55 -0.13 1.65 -3.16 -6.19 4.03 
MSCI EMU -3.02 -2.61 -0.87 -12.83 -15.55 -6.35 
FTSE Europe ex UK -2.38 -1.97 -0.22 -11.72 -14.48 -5.16 
FTSE All-Share  -1.38 -0.97  0.80 -13.73 -16.42 -7.32 
TOPIX* -3.17 -2.76 -1.03 -5.07 -8.04 1.97 

 
 1 month 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats 0.57 1.00  2.80 6.33 3.01 14.23 
JPM GBI UK All Mats -0.73 -0.31 1.47 -1.54 -4.62 5.77 
JPM GBI Japan All Mats** 8.91 9.37 11.32 15.27 11.67 23.83 
JPM GBI Germany All Mats 1.57 2.00 3.82 2.41 -0.79 10.01 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 0.42 0.84 2.65 0.62 -2.52 8.10 
BofA ML US Corporate Master  0.32 0.75 2.55 1.90 -1.29 9.47 
BofA ML EMU Corporate ex T1 (5-10Y) 0.55 0.97 2.77 -1.40 -4.48 5.93 
BofA ML £ Non-Gilts  -2.43 -2.02 -0.27 -7.19 -10.09 -0.30 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  -0.03 0.40 2.19 -3.70 -6.71 3.46 
BofA ML Euro High Yield  -0.82 -0.40 1.38 -4.22 -7.21 2.89 

Source: DataStream. Local currency returns in February 2016: *-9.34% **1.97%. 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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