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Schroders 
Quarterly markets review 
Overview of markets in Q1 2016 
Highlights: 

– Global equities followed a V-shaped trajectory with stocks falling sharply to mid-February and rebounding 
thereafter to end the quarter virtually flat in US dollar terms. The actions of central banks and a recovery in 
the oil price were important contributors to the market turnaround.  

– US equities gained over the quarter. The market responded positively as forecasts for additional increases 
in US interest rates were deferred following dovish comments from Federal Reserve chair Janet Yellen. 

– Eurozone equities had a turbulent quarter with banks under particular pressure. The European Central 
Bank announced fresh monetary policy easing in early March. In the UK, sterling fell as markets digested 
the possibility that the UK could leave the EU following the June referendum.  

– Japanese equities declined amid unusual volatility. The Bank of Japan surprised investors with a move to 
a negative interest rate policy.  

– Emerging market equities posted positive returns and outperformed developed market equities. An easing 
in US dollar strength supported emerging markets while Brazil was the strongest market amid heightened 
expectations for the political change.  

– In bonds, both government and corporate indices were positive. The 10-year Treasury yield fell from 
2.27% at the end of December to 1.77% at the end of March. 

US  

US equities ended the quarter higher, with the S&P 500 advancing 1.3%, after staging a strong recovery from 
their lows of mid February. The market responded positively as forecasts for additional increases in US 
interest rates were deferred. This was after Federal Reserve chair Janet Yellen told congress in February that 
volatility in financial markets could set back US growth, a warning reiterated in the Federal Open Market 
Committee’s dovish March statement and again when Yellen used an end-of-March speech to remind how the 
central bank needed to ‘proceed cautiously’ in lifting rates. This all represented a sharp reversal in policy after 
the bank raised rates in December for the first time in nearly 10 years. 
 
US consumer data fuelled fears of a sharp slowdown in domestic activity as events overseas took their toll. 
Despite continued strong non-farm payrolls, other measures tracking the health of the US consumer took a 
turn for the worse. Notably the Conference Board’s forward-looking consumer confidence index fell 5.6 points 
to 92.2 in February (latterly revised up to 94.0), while the Institute for Supply Management’s non-
manufacturing index slipped to 53.4 in February from January’s 53.5, to cap off five consecutive monthly 
declines. The Department of Commerce downwardly revised January’s core retail sales growth to 0.2% from 
0.6% growth previously, and reported core sales had remained flat in February. 

Eurozone  

Eurozone equities fell sharply over the first part of the period, reaching a trough in mid-February and then 
broadly gaining over the subsequent weeks. The MSCI EMU index returned -6.6% for the quarter but was up 
2.8% in March. Global concerns were a factor in the early declines with weaker Chinese data and the ongoing 
oil price slump putting pressure on equity markets. Economic growth continued to be slow with GDP 
expanding by 0.3% in the fourth quarter of 2015. Inflation remained far from the European Central Bank’s 
(ECB) 2% target, falling to -0.2% year on year in February. Security concerns also dominated the headlines 
following the terrorist attacks in Brussels in March. 
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Financials were the worst performers over the quarter with banks falling amid concerns over the impact of 
negative deposit rates on profitability. Deutsche Bank was in focus as investors fretted over its ability to make 
coupon payments on certain convertible bonds. Italian banks were particularly under pressure as the 
government’s plan to deal with the burden of non-performing loans was greeted with scepticism by the market. 
Italian equities were the weakest performers over the quarter. Elsewhere, the automobiles & components 
subsector was weak due to worries that other carmakers, aside from Volkswagen, may have misled regulators 
over emissions. 
 
The ECB announced fresh monetary policy easing in early March. The measures included expanding asset 
purchases to €80 billion a month (from €60 billion) and now including non-bank investment grade corporate 
bonds1. The deposit rate was cut by another 10 basis points to -0.4%. In an effort to ease the pressure on 
banks and encourage lending, the ECB also announced a new series of four targeted longer-term refinancing 
operations. 

UK  

UK equities ended the quarter broadly flat after staging a strong recovery from their lows of mid February. 
Renewed steps by the Chinese authorities in January to devalue the renminbi rekindled fears that the country 
might be heading for a hard economic landing.  However, risk appetite returned as markets anticipated that 
the world’s major central banks would take fresh measures to loosen monetary policy in response to the 
deteriorating global growth outlook. The FTSE All-Share index delivered a total return of -0.4% over the 
period. 
 
The basic materials, oil & gas, and consumer goods sectors were positive influences on market performance. 
The resource sectors performed well as commodity prices rallied in tandem with the weakening dollar, and 
Royal Dutch Shell and BG completed their merger. Sterling depreciated as the risk of a British exit from the 
European Union (EU) came into sharp relief after UK Prime Minister David Cameron called a referendum on 
the country’s membership of the economic bloc. Weakness in the pound also lent support to the miners given 
their overseas earnings bases, and as fears about balance sheet weakness dissipated.  
 
Concerns of a possible Brexit weighed on sentiment towards the financials. The banking sector was 
specifically impacted by the prospect of reduced net interest margins, were interest rates to remain lower for 
longer. Meanwhile, worries grew over the credit exposures of the life insurers, where the risk of regulatory 
change in the pensions market was a further negative. 
 
Defensive large caps outperformed during January’s market correction, but mid caps made up some of the 
lost ground in the second half of February and March, when industrial companies staged a recovery in tandem 
with the resource sectors. Industrials were also a beneficiary of sterling’s weakness, as they too have 
significant overseas earnings, while inline results suggested that there had been no further deterioration in 
their resource-linked end markets. The FTSE 250 (ex investment trusts) fell 2.5% over the quarter versus a 
0.1% gain in the FTSE 100. 

Japan  

The Japanese equity market fell sharply in January and February before a moderate rebound in March, but 
registered a decline of 12% for the first quarter as a whole. The initial weakness was driven primarily by 
external factors, including renewed concerns over global economic growth. Thereafter, market dynamics were 
dominated by the Bank of Japan’s (BoJ) unexpected move to a negative interest rate policy at the end of 
January.  
 
The equity market displayed unusual volatility as investors digested these events, with financial stocks 
declining steeply. The new negative interest rate policy appears at face value to be bad for banks and 
potentially good for real estate. Banks were among the weakest performers over the quarter.  
 
Foreign investors were heavy net sellers of the equity market as doubts over the success of “Abenomics” 
outweighed more fundamental views. While the BoJ’s move is in line with its aim to increase inflationary 
expectations, the new policy will also have repercussions throughout the financial system and the real 
economy. The sharp appreciation of the yen was an unexpected initial consequence of the policy change as, 
                                                 
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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other things being equal, a weaker yen would have been a rational response to the change in interest rate 
differentials. Sentiment indicators, including the Bank of Japan’s own Tankan survey point to weaker 
expectations for capital expenditure and a tempering of inflation expectations. 

Asia (ex Japan)  

Asia ex Japan equities delivered a positive return (in US dollar terms) for the quarter overall after a very 
volatile start to 2016. In January, Chinese stockmarkets were forced to close early twice within a week after a 
new circuit-breaking mechanism was triggered. The impending expiration of selling restrictions on major 
shareholders and a weakening of the Chinese yuan were blamed for the heavy market falls. The authorities 
later extended the share-sale ban and suspended the circuit-breaker mechanism. Continued weak economic 
data also weighed on sentiment. Markets found some reassurance after the People’s Bank of China (PBoC) 
cut the reserve requirement ratio2 by 50 basis points in February, suggesting that the authorities would 
continue to act to support growth.  
 
Meanwhile, stocks in Hong Kong saw slightly negative returns amid the volatile trading and weak economic 
data from China. Over the strait in Taiwan, the market finished in positive territory with gains led by technology 
stocks. Stockmarket returns in Korea were also positive for the quarter, helped by expectations of increased 
export demand.  
 
Elsewhere, the Indian market ended in negative territory as lack of progress on reforms continued to weigh on 
sentiment. In ASEAN markets, Indonesian stocks were supported by monetary policy easing from the central 
bank. Thai stocks gained amid some encouraging macroeconomic data and expectations for further stimulus 
measures. Malaysian equities also posted positive returns. 

Emerging markets  

The MSCI Emerging Markets index posted a solid gain and outperformed MSCI World in the first quarter of 
2016. Following a challenging start to the quarter, emerging markets rebounded strongly, with several markets 
supported by a deferral in expectations of monetary tightening in the US and an easing in US dollar strength. 
Meanwhile, several country specific developments, most notably in Brazil, also served to boost risk appetite. 
Latin American equities registered very strong gains. Brazil was the strongest market with local equities 
rallying sharply on the back of increased expectations for political change. Amid ongoing impeachment 
proceedings against President Rousseff, the ‘lava jato’ corruption scandal appeared to further engulf the ruling 
PT as former president, Luiz Inácio Lula da Silva, was placed under investigation for corruption. Returns were 
augmented by a 10.3% appreciation in the real relative to the US dollar. Improvements in commodity prices 
also proved supportive.  
 
Emerging EMEA equities in general performed well. Turkey recorded a significant gain as policymaker action 
in the US and Europe led to a easing in concerns over the financing of the country’s large current account 
deficit. Egypt lagged as the central bank took steps to devalue the Egyptian pound, as part of a move towards 
a more flexible exchange rate system. Amid high volatility, Greece was the weakest regional market. 
 
Emerging Asian equities were more mixed. Thailand was the best performing regional market as the 
government announced stimulus measures by increasing its spending budget by 0.4% of GDP and through 
grants to farmers. China was the weakest regional market with yuan weakness and soft economic growth 
negatively impacting performance. This prompted the central bank to cut the reserve requirement ratio for 
banks by 0.5% to provide support. Meanwhile the authorities also opened the domestic bond market to foreign 
investors, perceived as a positive step in the opening of its capital markets. Amid some ambiguity over the 
currency, PBoC Governor Zhou has recently commented that the central bank was not seeking to devalue the 
Chinese yuan in trade-weighted terms. 

Global bonds  

Risk across most asset classes was shunned in the opening half of Q1 2016, before an abrupt reversal of 
sentiment took hold around the mid-point of the quarter. The oil price declined sharply early in the quarter, 
starting January at above $37 to fall to a low of $26.21 on 11 February. The UK added to market worries as its 
place in the EU grew more precarious as the referendum on its membership draws nearer. However, the oil 

                                                 
2 The proportion of deposits a bank must hold as reserves in cash, rather than lending out. 
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price rebounded from mid-February to end the quarter at $38.86; the recovery coinciding with a sharp 
improvement in market mood. Key economic data points also improved and, perhaps most importantly, 
support from major global central banks continued. 
 
Treasury yields rose modestly from mid-quarter lows by the end of March, but volatility and the Federal 
Reserve’s dovishness meant that they were lower over the period. The 10-year Treasury yield fell from 2.27% 
at the end of December to 1.77% at the end of March. Over the same period, and with the addition of Brexit 
fears, the 10-year gilt yield declined from 1.96% to 1.42%. The 10-year Bund yield declined from 0.63% to just 
0.15%.  
 
In credit markets, the investment grade Bank of America (BoA) Global Corporate Index generated a total 
return in Q1 of 3.3% (in local currency), marginally outperforming Treasuries. The positive return was due 
entirely to the more buoyant tone in March; excess returns over Treasuries in both January and February were 
negative. Euro, sterling and US dollar credit markets all generated positive total returns in Q1 with the sterling 
corporate market the only to underperform its equivalent government bond index overall.  
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Overview: total returns (%) – to end of Q1 2016 
 3 months 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  -4.86 -0.19 2.35 -8.49 -2.90 0.29 
MSCI World Value -4.45 0.24 2.79 -9.73 -4.21 -1.07 
MSCI World Growth  -5.26 -0.62 1.92 -7.25 -1.58 1.65 
MSCI World Smaller Companies  -3.90 0.80 3.37 -9.03 -3.47 -0.30 
MSCI Emerging Markets 0.82 5.76 8.45 -16.78 -11.70 -8.80 
MSCI AC Asia ex Japan -2.95 1.80 4.40 -16.68 -11.59 -8.69 
S&P500 -3.39 1.35 3.93 -4.08 1.78 5.13 
MSCI EMU -6.58 -2.01 0.49 -13.03 -7.72 -4.69 
FTSE Europe ex UK -6.50 -1.92 0.58 -12.55 -7.21 -4.16 
FTSE All-Share  -7.42 -2.88 -0.41 -12.33 -6.98 -3.92 
TOPIX* -10.25 -5.86 -3.46 -10.32 -4.85 -1.72 

 
 3 months 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats -1.44 3.38 6.02 -3.43 2.47 5.84 
JPM GBI UK All Mats -2.17 2.62 5.23 -5.64 0.13 3.41 
JPM GBI Japan All Mats** 6.71 11.94 14.79 7.06 13.60 17.33 
JPM GBI Germany All Mats 3.93 9.02 11.80 0.58 6.73 10.23 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate -0.18 4.71 7.38 -3.76 2.12 5.47 
BofA ML US Corporate Master  -0.93 3.92 6.57 -4.83 0.98 4.30 
BofA ML EMU Corporate ex T1 (5-10Y) 3.23 8.29 11.05 0.64 6.78 10.29 
BofA ML £ Non-Gilts  -4.24 0.45 3.01 -8.37 -2.78 0.42 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  -0.93 3.92 6.57 -6.46 -0.75 2.51 
BofA ML Euro High Yield  1.77 6.76 9.48 -0.47 5.61 9.08 

Source: DataStream. Local currency returns in Q1 2016: *-12.04%, **4.59%. 
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