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2015 was a tough year for most major asset classes. A�er a very promising start, equity market gains were eradicated over the sum-
mer and suffered further woes towards the end of the third quarter, before a final spike in the final quarter. Whilst on paper equi�es 
ended-up generally flat for the year, in reality it was a far more vola�le and challenging environment than most investors could have 
imagined. In addi�on bonds and alterna�ve asset classes alike struggled to ride the waves of changing monetary policy, as investors 
fled from and then flocked to safe-haven assets as mixed economic news ebbed and flowed. 

So much has happened both poli�cally and economically this year and as usual at the end of each year, in this month’s commentary 
we review 2015 in general and comment on the possible risks and opportuni�es for 2016.

Some of the economic headlines in 2015

Global growth disappointed - 3.1% versus 3.4% in 2014.

Non-bank emerging market debt ballooned to its largest ever to-
tal of $3.9 trillion, more than double that of its value in 2009.

The US Federal Reserve raised US interest rates for the first �me 
in seven years.

China put an end to its “one child” policy in late October
(es�mated to produce between three and six million extra births 
per year).

Markets tumbled as China devalued its currency in August, spark-
ing a worldwide sell-off as fears grew about the robustness of the 
Chinese economy.

Collapsing commodity prices hit emerging markets (Russia and
Brazil in par�cular), while other emerging economies like India 
and Vietnam benefited from the plumme�ng oil price.

M&A ac�vity was the largest on record, standing at $3.1 trillion as 
US corporates in par�cular reached into their pockets to expand 
their respec�ve empires. 

Market sta�s�cs

The major winners? Currencies - US dollar, yen. Equi�es - Europe-
an, Japanese and (unbelievably given the state of their economy)
Chinese. The losers? Oil (!) Currencies – euro, emerging markets.
Equi�es - emerging markets in general, the US and the UK FTSE
100.

What contributed to these returns?

Equi�es

UK

‘I will eat my hat if the polls are right’ – Paddy Ashdown – 8th

May 2015

The UK economy enjoyed a solid but unexci�ng year of growth in 
2015 with GDP expanding by circa 2.2% (slightly slower than the
US, circa 3.0%). The UK economy is now 6.1% larger than the pre-
financial crisis peak. The FTSE 100 began the year at 6,566 and 
despite a couple of blips along the way had risen to 6,749 by the
end of January. Markets con�nued to make healthy gains through 
February and March, despite what was an�cipated to be a wide-
open general elec�on, the FTSE 100 reaching an all-�me peak of 
7,122.74 during intra-day trading on 17th April. However impend-
ing problems in China in the last few days of June led the FTSE to
finish the quarter in nega�ve territory, down 4.2%. 

The FTSE 100 reached an all-�me peak of 7,122.74 during intra-
day trading on 17th April and managed to hold these levels
through May as the Conserva�ves secured a surprise majority in 
the General Elec�on. However problems in China and other mar-
kets in the last few days of June led the FTSE to finish the quarter 
in nega�ve territory, down 4.2%. Given the UK market’s exposure 
to foreign markets through mul�-na�onal conglomerates, this 
was an inevitable concern when considering China’s posi�on, as 
discussed later.

Q3 was then a terrible quarter for equi�es. A slowdown in Chi-
nese economic growth and a devalua�on of their currency proved 
to be the catalysts. Developed markets outperformed emerging
markets, but losses were s�ll significant. 

Return of major world indices 2015
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The FTSE All Share fell by 8.3% over the quarter, with mining and
oil stocks taking the brunt of the fall, the FTSE 350 Mining index
falling 31.6% and the FTSE 350 Oil & Gas Producers falling 16.1%.
Due to the sizes that these sectors represent in the FTSE 100 and
All Share, the UK market struggled more than other developed
markets through the quarter.

Oil and gas companies have hurt the FTSE 100 more than most
developed indices all year and the final quarter of 2015 summed 
up a miserable year for UK equi�es. Even though the UK recon-
firmed its posi�on as one of the fastest growing developed econo-
mies, other equity markets made significant recoveries (Dax 
gained 12.97%, Nikkei 225 7.40%, S&P 500 6.24%) whilst the UK
market produced an unremarkable 2.80%. The UK FTSE 100 index
is currently at the same level as fi�een years ago compared to the 
S&P 500, which is up 55% over the same period. This highlights
issues with such a globally diversified stock-market that is ex-
posed to so many foreign influences (oil and gas being the major 
culprits).

We remain underweight UK equi�es and very nega�ve about the 
mining and oil sectors at present.

US

‘This ac�on... reflects the Commi�ee’s confidence that the econ-
omy will con�nue to strengthen’ – Federal Reserve Chair Janet
Yellen a�er hiking US interest rates for the first �me in 7 years

At the start of 2015 all eyes were on the Federal Reserve (Fed) in
the States and they held our gaze throughout the year. Much like
the UK, the US market began 2015 in posi�ve territory. The unem-
ployment rate dropped to its lowest level since 2008, the US Dol-
lar strengthened on growing expecta�ons that the Federal Re-
serve would raise interest rates and although performance lagged
other developed markets, the S&P 500 was closing in on its all-
�me high. 

Q2 saw the US equity markets rise to an all-�me high of 2,130 on 
21st May and on 24th April the Nasdaq surpassed the level it had
reached during the dotcom bubble in 2000. On 16th June the Fed
signalled that an interest rate rise was on the cards for the coming
months, but that they s�ll wanted to see conclusive evidence of 
the strength of recovery before taking the first step. Then just as 
the recovery party was about to start, the Chinese showed up and
turned the US market’s quarterly gain of 3.13% to just 0.17% in
five days over fears of dwindling economic growth in the region.

During the rout of equity markets in August the Fed’s decision to
defer a rise in interest rates furthered the sense of unease in mar-
kets. Investors focused on comments made by Yellen, where she
cited worries about the world economic outlook as explana�on 
for the decision to further delay a rate hike. A�er having priced-in

a rate rise, this move drove investors to the rela�ve safety of 
treasuries and cash. The S&P 500 fell 7.6% in the 3rd quarter and
the US dollar weakened against most other major currencies, no-
tably -2.2% Vs the yen.

Then in the final quarter of the year the S&P 500 shrugged off 
Chinese weakness and quickly recovered most of the losses sus-
tained previously. Expecta�ons of a rate rise in December gave 
investors confidence and certainty that the interest rate cycle was 
about to turn. Be�er than expected corporate earnings and 
strong economic data saved the day but at the end of the year the
S&P s�ll finished down 0.73%, recording the first nega�ve year for 
the index since 2008.

We’ve held an overweight to US equi�es and therefore the US 
dollar for 3 years and con�nue to support US equi�es in 2016. 

Japan

‘The Bank of Japan may further loosen policies if domes�c de-
mand was seriously affected by the economic slowdown of 
emerging economies’ - Bank of Japan Governor

The Japanese government’s announcement in October 2014 of
further QE provided the Japanese equity market with sufficient 
s�mulus to start 2015 on a posi�ve note. From 16th January to 
23rd March the Nikkei 225 marched on an almost untouchable
ascent, returning 17.14%.

Whilst the dizzy heights of the 1990s, when the Nikkei reached a
level of 38,957, are s�ll some way off (!) Japan’s Nikkei 225 did 
break through 20,000 on 24th April for the first �me in 15 years. 
Prime Minister Abe’s reform programme and a further weakening
of the yen thanks to the Bank of Japan’s aggressive monetary
s�mulus seemed to be poin�ng towards a possible pick-up in in-
fla�on and economic growth.

Japanese equity markets were however not immune from the sell
-off suffered in Q3, and a combina�on of a weakening Chinese 
currency (a direct compe�tor to Japanese exports) and weaker 
than expected economic data contributed to the losses. Stocks
felt further pressure as yen inflows increased due to perceived 
‘safe haven’ status and the TOPIX Index fell 12.8% in yen terms.

However the Japanese, thanks to a subsequent data revision,
managed to avoid ‘the recession that never was…’ with third
quarter GDP actually expanding rather than contrac�ng as previ-
ously expected. The precariousness of the growth cycle and the
fact that core infla�on fell for the first �me in over two years in-
creased pressure on the Bank of Japan (BOJ) to further ease mon-
etary policy. Whilst the BOJ have not increased their monetary
s�mulus the prospect that they might lent support to the equity 
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market at the end of the year and the Nikkei made a healthy
7.40% in the final quarter, resul�ng in a yearly return of 9.07%. 

We con�nue to remain overweight in Japanese equi�es as increas-
ing monetary s�mulus improves recovery prospects. 

Europe

‘We didn’t even agree to disagree’ - Former Greek Finance minis-
ter on his rela�onship with his German counterpart

European share prices rallied in January following the ECB’s QE
announcement. A natural consequence of this QE program (albeit
an unspoken inten�on) was the weakening of the euro against 
other currencies, thus improving the Eurozone’s compe��ve posi-
�on. This led us to ini�ate a weigh�ng in the region albeit through 
a fund with a hedged currency to protect returns for sterling-
based investors.

A�er peaking in mid-April, markets retreated as investors became
increasingly unnerved by the stand-off between Greece and its 
bailout creditors. In the final few days of June, Greece announced 
a surprise referendum for early-July to give its ci�zens an oppor-
tunity to vote on the terms of the interna�onal bailout. 

This and Greece’s failure to repay a loan of around €1.5 billion to
the Interna�onal Monetary Fund, led to significant discord be-
tween Greece and its creditors, most notably Germany. The Ger-
man main equity index, the Dax, finished the quarter 8.8% down, 
disappoin�ng when considering many thought that this was the 
beginning of the European resurgence.

On the 18th September details of the VW emissions scandal
emerged and VW shares plunged 37.3% in two weeks, dragging
the automobile and German market with it. VW ini�ally set aside 
$7.3 billion to deal with claims and lawsuits, however as the pro-
cess is ongoing and US prosecutors are bringing more to the table
even now, Reuters es�mates the total costs at over $18 billion. 
The European market as a whole produced nega�ve returns over 
the quarter, partly driven by weaker data from China and the au-
thori�es’ moves to devalue the yuan. 

One posi�ve from Q3 was Ireland, where the economy grew by 
7.0% annualised in the quarter – faster than China – and well
ahead of the euro area's 1.6% growth in the same period. The fact
that the country is used as an offshore base for many US and UK 
corporates has clearly had an influence on economic progression 
this year and Ireland is in a strong posi�on to con�nue with this 
strategy.

The fourth quarter of 2015 saw European markets fly to a 13% 
gain. The euro strengthened Vs sterling and the industry seemed
to shake off Q3 troubles such as the VW scandal. This gave a 
strong year-end performance figure of just under 10% for Europe-
an markets, a solid return when considering some of the hurdles

along the way.

We remain posi�ve about the prospects for European equi�es, 
mainly due to increasing monetary s�mulus via QE, as in Japan.

Emerging Markets

‘There is no basis for the renminbi to have devalua�on in the 
long run. At present, the exchange rate between renminbi and
US dollars is moving toward stability,’ - Xi Jinping Sept 2015 (!)

Russia and Brazil dominated headlines in 2014 and Brazil was
again the weakest emerging na�on with non-existent growth,
high infla�on and inves�ga�ons into corrup�on at Petrobras, the 
state-controlled oil firm. However in 2015 the emerging market 
focus was firmly fixed on China. 

A general emerging market rally at the start of the second quarter
was rela�vely short-lived as share prices in China fell back sharply
in June, losing 22% in a fortnight (giving up most of their quarter-
to-date gains). Even a�er this drawdown the Chinese market was 
up 25% year-to-date at the �me yet vola�lity was increasing as 
the concerns over the credibility of growth data and poten�ally 
“massaged” economic figures, along with looming problems in 
the shadow banking sector all escalated.

Q3 was then the undoing of emerging market equi�es, with China 
once again domina�ng headlines as further weak economic data 
along with reduced commodi�es demand dragged the rest of the 
emerging world with it. La�n America was the worst performing 
region with commodity price declines having a nega�ve impact on 
several markets and currency weakness across the region amplify-
ing losses. Brazil recorded the steepest decline as the macroeco-
nomic outlook deteriorated. To add insult to injury, Brazil was
downgraded by S&P to non-investment grade.

The emerging na�on that held up best was India. Whilst Q2 GDP 
growth eased to 7% year-on-year, economic data generally re-
mained construc�ve and in September the central bank cut rates 
more than an�cipated to 6.75%, a�er infla�on eased to 3.7%.

Further woes in emerging markets led to a flat final quarter as 
investors ques�oned the reliability of China’s growth numbers 
again. Having suffered so heavily under the strain of tumbling oil 
and commodity prices, Q4 was almost a relief to many that great-
er losses were not incurred. Vola�lity remains very high across 
the sector and markets are preparing for the next wave of news –
the ques�on is whether or not this will drive markets further 
down or inspire a rally.

We have remained uninvested in China for over 2 ½ years and our
only emerging markets exposure is via India which has bucked the
trend in 2015 and is expected to perform well in 2016.
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Fixed Interest

Last year the ques�on domina�ng the bond markets was when 
the next US rate-hiking cycle would begin. As it was not un�l De-
cember that the Fed finally raised rates, fixed interest endured 
almost as rough a ride as equity markets in 2015 due to moun�ng 
uncertainty about the �ming of the turning rate cycle. 

Looking back at the first three months of the year, a key event 
was the launch of the European Central Bank’s (ECB) long awaited
quan�ta�ve easing (QE) programme.  Rates in the Eurozone were 
already at close to zero and low yields pushed into nega�ve in 
many countries. At one point a staggering €2.4trillion (30%) of the
euro area’s sovereign bonds had nega�ve yields, including all Ger-
man bund maturi�es up to seven years. (Please see our monthly 
piece from April 2015 for further detail). This was an a�empt to 
further kick-start the Eurozone economy and to incen�vise bor-
rowers to spend rather than save.

The second quarter saw a reversal in fortunes for global bonds
with a pick-up in infla�on data and posi�ve developments in 
Greece towards the end of April, leading to a sell-off in gilts and 
core European government bonds as investors switched out of
perceived low-risk assets. This was sustained throughout May and
most of June.

Global government bond prices were then almost universally
higher in Q3 and investment grade corporate bonds inched into
posi�ve territory as commodity price weakness and fears over 
global economic growth stemming from China led investors to
seek out ‘safe havens’.

The final quarter was another highly vola�le one for ten-year gov-
ernment bonds as prices fell and yields rose substan�ally. The 20 
basis points rise in the US and UK principally reflected the general 
improvement in economic condi�ons and the onset of Fed mone-
tary �ghtening. This rollercoaster meant that over the full year, 
government bond yields were modestly higher.

The final quarter of 2015 con�nued to be problema�c, exempli-
fied by fund manager Third Avenue Asset Management freezing 
redemp�ons from their $3 billion of assets under management 
due to liquidity fears. This, along with poor performance stem-
ming from bonds issued by the energy sector (due to oil and com-
modity price falls) caused US high yield funds to have significant 
ou�lows in mid-December, with $3.5 billion in cash withdrawals
from retail mutual funds and ETFs. This represented the largest
one-week redemp�on since the record $7.1 billion ou�low in Au-
gust of 2014.

The biggest risk to fixed interest markets con�nues to be the 
looming shi� in the interest rate cycle in the US. Most of our expo-
sure is to funds with some protec�on against rising interest rates. 
We remain underweight.

Alterna�ves

The two major focal points within alterna�ve assets were oil and 
hard commodi�es, both of which had a dreadful year. The Bloom-
berg commodity index finished the year down 17.3% a�er de-
mand from China fell drama�cally over the course of the year, 
hur�ng commodity-producing na�ons. Meanwhile the price of 
Brent Crude fell 44.2% in 2015 and has now fallen 73.1% from the
recent peak price of $112 on 19th June 2014.

In �mes of such vola�lity usually Gold could be relied upon as a 
safe haven, however as interest rates moved higher and infla�on 
remained stubbornly low the gold price fell 10.5% through 2015.

We have held no investments in direct commodi�es such as gold 
and oil for over two years. With further weakness expected in Chi-
na, expect us to con�nue with this stance in 2016.

Hedge funds had a dismal year and most of the biggest managers
went home with no performance fees in 2015 (“Poor hedgies” I
hear you say!). The average fund finished the year down c.5% as 
lack of market direc�on and fluctua�ng monetary policy decisions 
threw even the most respected managers down a well.

This has led many big pension funds to de-allocate to the industry
and investors should expect redemp�ons and fund closures in 
2016. It was not as bad for investors in large, liquid, simple strate-
gies such as long/short but more niche strategies and those in-
vested in fixed interest were badly affected in 2015. 

Some managers con�nue to perform well and we think that some 
good managed hedge funds s�ll have a part to play in a sensibly 
diversified por�olio. 

The UK commercial property market was pleasingly one of the
bas�ons of stability through 2015, once again providing a healthy 
yield and a degree of capital growth. London and the South East
once again forged ahead of other regions with foreign interest for

Q2 fall

Q1 rise

Q3 rise

Q4 fall

US Ten Year Treasury Price movement 2015
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sterling assets re-invigorated by the Conserva�ve elec�on victory. 
Yields may con�nue to fall although the fear of rising interest 
rates may hold back capital gains for property in 2016.

We have a fairly high weigh�ng to UK commercial property and 
see no reason to reduce this alloca�on yet as yields remain robust 
and growth is currently s�ll stable.

How have we fared?

We conclude that it was a poor year for most asset classes,
leaving investors nowhere of note to hide. Markets have been
very vola�le and we have not been immune to the fallout from 
the surprise Chinese devalua�on in August. 

That said, we benefi�ed from having very li�le emerging mar-
ket exposure and from further increasing our Japanese equity
exposure last year. Adding to European equity exposure at the
expense of UK and US in April was also posi�ve and we have 
held rela�vely less than our peer group in the FTSE 100. 

Conven�onal fixed interest markets have performed poorly 
and we have a low exposure to investment grade and high
yield corporate bonds, reducing the la�er in 2015 to reflect 
weaker condi�ons for the asset class. Reducing exposure to 
investment grade credit and also holding no weigh�ng in 
emerging market debt has certainly proved beneficial.

We have preferred to focus on funds and sectors that can gen-
erate good returns even if interest rates rise. This has meant
buying some less interest sensi�ve funds.  

In alterna�ves we have held no gold or oil directly. However 
hedge fund strategies have fallen given the gyra�ons in the 
macroeconomic outlook from one quarter to the next. That
said the commercial property sector has provided stable yields
and capital returns over the year and has helped to compen-
sate for fluctua�ng returns from the other sectors. 

How are we posi�oned for 2016?

As we write, the first week has been horrendous for markets 
due to further economic turmoil in China. Yet apart from China
nothing really has changed for the major developed markets
(just like in August of last year). Whilst we have highlighted the
increased vola�lity and issues inves�ng in equi�es throughout 
2015, we firmly believe that equi�es remain the asset class of 
choice and that now is not the �me to sell. We certainly retain 
a more posi�ve view for equi�es than bonds and 2016 looks to 
be another tough year for tradi�onal bond managers as capital 
values look to be shaken by a number of factors, including im-
minent interest rate rises in developed na�ons.

Source: Morningstar / IPD
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