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Developed equities’ renewed outperformance of emerging markets 
stocks continued in May, as nearly all developed markets finished 
in the black for the month, while many emerging markets posted 
losses. Global developed markets government bond returns were 
generally positive but muted, and, among them, US Treasuries were 
flat. The trade-weighted US dollar, which had been retreating since 
hitting a 13-year peak in late January, moderately strengthened 
over the month as the US Federal Reserve took pains to convince 
markets that a potential rate hike is still in play for its June meeting. 
Despite the stronger dollar, oil prices continued their recovery 
from February lows, touching $50/barrel for the first time this year; 
precious and industrial metals prices largely declined in contrast. 
The prospect of higher US rates and renewed dollar strength, 
combined with ongoing local political turmoil in several markets, 
weighed on emerging markets equities and currencies despite the 
boost to sentiment from higher energy prices.

Global equities traded down for most of the month while digesting a weak 
first quarter earnings season and as individual Fed commentators began to dial 
up expectations of a summer rate hike. The April meeting minutes released 
mid-May effectively confirmed the committee’s desire to resume its tightening 
course soon, data permitting, a stance apparently shared by Fed Chairwoman 
Janet Yellen. Equity markets regained their footing toward month-end as 
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incoming economic data for several major developed economies showed some 
improvement and as markets perhaps realized that the Fed’s tightening path 
will remain gradual even if it can pull off another rate hike in the next few 
months. Growth stocks and small caps generally outperformed value names 
and large caps on a global basis. Information technology and health-care 
stocks led sector returns, while the energy and materials sectors lagged the 
most.

US equities (1.8%) performed in line with developed ex US equivalents. First 
quarter results were the worst of this earnings recession, with just four of 
ten S&P 500 sectors experiencing year-over-year earnings per share growth. 
A variety of factors are contributing to the weak earnings picture, including 
the strong dollar, weak commodity prices, falling global trade, and a dearth 
of corporate investment. The manufacturing slump is ongoing, while the 
US consumer appears to be doing somewhat better despite disappointing 
results and guidance from traditional bricks and mortar retailers. US equity 
valuations continue to be stretched and are pricing in a strong second-half 
earnings recovery that will require oil prices and the US dollar to remain near 
current levels and some improvement in overseas demand.

Among European equity markets, euro weakness versus sterling meant Europe 
ex UK and EMU stocks slightly underperformed UK equivalents in euro 
and sterling terms. The top-performing markets were in Northern Europe—
Ireland (5.4%), Belgium (5.0%), and Denmark (4.4%)—while Southern 
European markets were weighed down by Italy (-1.3%) and Portugal (-1.0%). 
The major markets of France (2.7%), Germany (1.9%), and Switzerland 
(3.6%) all notched solid gains. First quarter earnings results across Europe 
were weak, most notably in the United Kingdom where the equity market 
is more exposed to commodities and emerging markets economies. The UK 
economy has also been weighed down by the upcoming referendum on the 
country’s European Union (EU) membership, which has hurt business and 
consumer confidence and thus postponed spending plans.

Japanese equities (2.6%) outperformed as share prices rallied to close out 
the month, although the weaker yen turned this into underperformance for 
unhedged euro, sterling, and US dollar investors. First quarter GDP growth 
in Japan surprised positively, while first quarter earnings declined double 
digits versus the prior year, marking a substantial deterioration compared with 
estimates at the start of the year. Consensus expectations remain for a healthy 
earnings recovery in the new fiscal year, but the yen must avoid further 
appreciation for that scenario to play. The Japanese economy continues to 
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struggle despite the first quarter growth surprise; this is evident in the just-
announced decision by the Abe government to delay the second consumption 
tax increase scheduled for April 2017, as expected. Further government 
stimulus is possible in the coming months.

Emerging markets equities (-0.8%) underperformed developed equity markets 
(1.8%) in local currency terms and by a further amount for USD- and 
GBP-based investors. Emerging Asia (0.7%) outpaced emerging Europe, the 
Middle East & Africa (-2.5%) and Latin America (-6.0%). Of the two laggard 
regions only two markets—Greece (14.6%) and South Africa (0.5%)—
avoided declines, with stocks of the former benefitting from an agreement 
with official creditors to unlock the latest round of emergency debt. Brazil 
(-9.9%) was the worst-performing country as the Brazilian congress voted to 
initiate impeachment proceedings against President Dilma Rousseff, who was 
immediately suspended along with her administration and replaced with a 
caretaker government led by former Vice President Michel Temer.

Inflation-sensitive asset performance was led by energy master limited 
partnerships (2.5%), where unit price gains were supported by stronger 
oil prices, and US REITs (2.3%), where the technical picture is supportive 
given their upcoming inclusion in major equity indexes. UK inflation-
linked government bonds (1.9%) also remain well bid; US TIPS (-0.7%) 
retreated in contrast. Returns among commodity futures (-0.2% for the 
Bloomberg Commodity Index Total Return and 2.2% for the energy-heavy 
S&P GSCI™) categories were mixed, with healthy gains by energy and 
agricultural commodities due to supply constraints offset by sizeable declines 
across precious and industrial metals, driven in part by renewed US dollar 
strength. Oil prices touched $50/barrel as a result of recent supply outages 
and heightened political risk across several major producers. Gold (-6.0%) fell 
to $1,214.3/troy ounce in response to increased expectations that the Fed will 
announce another rate hike in the coming months. Iron ore prices collapsed 
from their April peak after China’s stockpiles ballooned and as authorities 
there sought to curb rampant speculation. Natural resources equities (-2.8%) 
were dragged lower by a sharp decline in metals and mining stocks as a result.

Global government bonds (0.6%) posted another month of gains but more 
modest ones that generally underperformed associated equity markets. 
The exception was UK gilts (1.7%), where investors appear to be favoring 
government bonds as a potential hedge against a surprise “Brexit” outcome 
and despite rising inflation. US Treasuries (0.0%) treaded water as the yield 
curve resumed its flattening trend of the last two years, with long rates 
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standing still and short rates rising in conjunction with increased expectations 
for another rate hike—the two-year yield rose 10 bps to 0.87%, while the 
yield on the ten-year finished at 1.84%, an increase of just 1 bp. US tax-
exempt bonds (0.3%) continued their steady gains, seemingly unfazed by 
another Puerto Rico default. Within credit markets, energy sector spreads 
benefitted from further oil price gains, leading US high-yield bonds (0.6%) to 
advance slightly.

The trade-weighted US dollar rallied 3%, strengthening against most global 
currencies at least partly as a result of the Fed’s more hawkish stance. The 
British pound also gained ground on a trade-weighted basis as expectations 
grew that voters will elect for the United Kingdom to retain its EU 
membership. Policymakers in both the Eurozone and Japan signaled that 
furthering quantitative easing will be pursued if conditions warrant, and the 
euro and Japanese yen both weakened versus the US dollar and British pound 
as a result. Emerging markets currencies retreated versus the dollar, euro, 
and pound sterling; among the currencies we track, the South African rand, 
Colombian peso, and Mexican peso were particularly weak. ■

Access additional exhibits on market  
performance via the Market Update category 
on our Exhibit Finder application

For our views on specific asset classes, read 
Asset Class Views

The views of our Chief Investment Strategist 
can be found each quarter in VantagePoint



| 5

Recent hawkish 
commentary from the Fed 
appeared an attempt to 
prepare the market for a 
potential near-term rate 
hike if  US economic data 
continue to improve. The 
shift in tone may have 
also been a reaction to 
what the Fed viewed as 
the market’s overly dovish 
expectations; the futures 
market was pricing in a 
less than 5% probability 
of  a June rate hike as 
recently as mid-May

The trade-weighted US 
dollar strengthened in 
May after retreating from 
the 13-year peak reached 
in late January. The 
stronger dollar weighed 
on returns of  overseas 
assets for USD-based 
investors, and was a 
particular headwind for 
emerging markets equities 
and currencies 

Trade-Weighted USD Index
May 31, 2015 – May 27, 2016 • Index Level

 

 

Sources: Federal Reserve and Thomson Reuters Datastream.
Note: Trade-weighted dollar index data are daily.
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The US Treasury yield 
curve has been flattening 
since late 2013, with 
long rates anchored by a 
combination of  subdued 
inflation expectations, 
ongoing recession 
fears, and interest rate 
suppression across much 
of  the developed world. 
Short rates have been 
steadily rising in step with 
the Fed trying to guide 
markets toward gradually 
higher rates

The EU’s importance 
to the United Kingdom 
as the latter’s largest 
trading partner indicates 
what is at stake in the 
upcoming June 23 
referendum. While 
the market consensus 
expects British voters to 
reaffirm the country’s EU 
membership, a surprise 
“Brexit” vote would likely 
drive the UK economy 
into recession

UK and EU Trade
As of Fourth Quarter 2015 • Percent (%) of Total Trade

 

 

Sources: Eurostat, Thomson Reuters Datastream, and UK Office for National Statistics.
Notes: Total trade data are quarterly. Total trade includes goods and services. Total EU trade excludes 
trade attributed to the United Kingdom.
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The US dollar 
strengthened against most 
global currencies in May 
but remains weaker versus 
the euro and the Japanese 
yen over the trailing 12 
months

The euro weakened 
versus the US dollar 
and British pound but 
strengthened relative to 
the Japanese yen, Swiss 
franc, and emerging 
markets currencies. Only 
the Japanese yen remains 
stronger versus the 
euro over the trailing 12 
months

The pound sterling 
modestly weakened versus 
the US dollar but rallied 
against many currencies, 
as a survey of  recent 
polls and betting markets 
suggested that a “Brexit” 
outcome will be avoided

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided “as is” without any express or 
implied warranties.
Note: EM currencies is an equal-weighted basket of 20 currencies.

Currency Performance
As of May 31, 2016 
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US REITs, US equities, 
and US high-yield bonds 
led gains for US dollar 
investors, while the 
energy-heavy S&P GSCI 
commodity index also 
posted strong returns. 
Developed equities 
appreciated less due to 
a stronger dollar, which 
particularly weighed on 
emerging markets assets, 
dragging them well into 
negative territory. US 
investment-grade bonds 
were mostly flat

Sources: Barclays, BofA Merill Lynch, FTSE International Limited, Frank Russell Company, J.P. Morgan Securities, 
Inc., MSCI Inc., National Association of Real Estate Investment Trusts, Standard & Poor’s, and Thomson Reuters 
Datastream. MSCI data provided “as is” without any express or implied warranties.
See last page for notes.

Index Performance (US$)
As of May 31, 2016 
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The combination of  a 
strong dollar, weak euro, 
and investors’ improved 
risk appetite drove gains 
across commodities, 
developed markets 
equities, and Europe ex 
UK REITs for euro-based 
investors. Government 
bonds saw more muted 
gains but outperformed 
corporate credits. 
Emerging markets assets 
declined as emerging 
markets currencies were 
broadly weak

Sources: Barclays, Citigroup Global Markets, EPRA, FTSE International Limited, J.P. Morgan Securities, Inc., MSCI 
Inc., National Association of Real Estate Investment Trusts, Standard & Poor’s, and Thomson Reuters Datastream. 
MSCI data provided “as is” without any express or implied warranties.
See last page for notes.

Index Performance (€)
As of May 31, 2016 
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UK investors saw gains 
in UK mid-cap equities, 
UK gilts, UK linkers, 
and UK REITs outpace 
those of  UK large caps, 
developed ex UK equities, 
and UK corporate credits. 
Emerging markets assets 
suffered losses due to 
a combination of  the 
strong British pound and 
weak emerging markets 
currencies

Sources: Barclays, BofA Merrill Lynch, EPRA, FTSE International Limited, J.P. Morgan Securities, Inc., MSCI Inc., 
National Association of Real Estate Investment Trusts, Standard & Poor’s, and Thomson Reuters Datastream. MSCI 
data provided “as is” without any express or implied warranties.
See last page for notes.

Index Performance (₤)
As of May 31, 2016 
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Exhibit Notes
Performance Exhibits
Total returns for MSCI developed markets indexes are net of dividend taxes. Total returns for MSCI emerging 
markets indexes are gross of dividend taxes.

US dollar index performance chart includes performance for the Barclays Corporate Investment Grade, Barclays 
High Yield Bond, Barclays Municipal Bond, Barclays US TIPS, Barclays US Treasuries, BofA Merrill Lynch 91-Day 
Treasury Bills, FTSE® NAREIT All Equity REITs, J.P. Morgan ELMI+, J.P. Morgan GBI-EM Global Diversified, 
MSCI Emerging Markets, MSCI World, Russell 2000®, and S&P GSCI™ indexes. 

Euro index performance chart includes performance for the Barclays Euro-Aggregate: Corporate, Barclays Pan-
Euro High Yield, Citigroup EMU Govt Bonds, FTSE® EPRA/NAREIT Europe ex UK, J.P. Morgan ELMI+, J.P. 
Morgan GBI-EM Global Diversified, MSCI Emerging Markets, MSCI Europe, MSCI Europe ex UK, MSCI Europe 
Small Cap, MSCI World ex EMU, MSCI World, and S&P GSCI™ indexes. 

UK sterling index performance chart includes performance for the Barclays Sterling Agg Corps, BofA Merrill Lynch 
Sterling High Yield, FTSE® British Government All Stocks, FTSE® British Government Index-Linked All Stocks, 
FTSE® EPRA/NAREIT UK RE, FTSE® 250, J.P. Morgan ELMI+, J.P. Morgan GBI-EM Global Diversified, MSCI 
Emerging Markets, MSCI Europe ex UK, MSCI World, MSCI World ex UK, and S&P GSCI™ indexes.

Valuation Exhibits
The composite normalized P/E ratio is calculated by dividing the inflation-adjusted index price by the simple 
average of three normalized earnings metrics: ten-year average real earnings (i.e., Shiller earnings), trend-line 
earnings, and return on equity–adjusted earnings. We have removed the bubble years 1998–2000 from our mean 
and standard deviation calculations. All data are monthly.

Fixed Income Yields
US fixed income yields reflect Barclays Municipal Bond Index, Barclays US Corporate High Yield Bond Index, 
Barclays US Corporate Investment-Grade Bond Index, and the ten-year Treasury.

European fixed income yields reflect the BofA Merrill Lynch Euro Corporate AA Bond Index, BofA Merrill Lynch Euro 
Corporate Bond Index, Barclays Pan-European Aggregate High Yield Bond Index, Bloomberg Twenty-Year European 
Government Bond Index (nominal), ten-year German bund, 20-year European Inflation Swaps (inflation expecta-
tions), and the real yield calculated as the difference between the inflation expectation and nominal yield.

UK sterling fixed income yields reflect the BofA Merrill Lynch Sterling Corporate AA Bond Index, BofA Merrill Lynch 
Sterling Corporate Bond Index, UK ten-year gilts, and Bank of England 20-year nominal, real, and zero coupon 
(inflation expectations) yields. 

Copyright © 2016 by Cambridge Associates LLC. All rights reserved.

This report may not be displayed, reproduced, distributed, transmitted, or used to create derivative works in any form, 
in whole or in portion, by any means, without written permission from Cambridge Associates LLC (“CA”). Copying of this 
publication is a violation of US and global copyright laws (e.g., 17 U.S.C. 101 et seq.). Violators of this copyright may be 
subject to liability for substantial monetary damages. The information and material published in this report is nontransfer-
able. Therefore, recipients may not disclose any information or material derived from this report to third parties, or use 
information or material from this report, without prior written authorization. This report is provided for informational purposes 
only. The information presented is not intended to be investment advice. Any references to specific investments are for 
illustrative purposes only. The information herein does not constitute a personal recommendation or take into account the 
particular investment objectives, financial situations, or needs of individual clients. This research is not an offer to sell or the 
solicitation of an offer to buy any security in any jurisdiction. Some of the data contained herein or on which the research is 
based is current public information that CA considers reliable, but CA does not represent it as accurate or complete, and it 
should not be relied on as such. Nothing contained in this report should be construed as the provision of tax or legal advice. 
Past performance is not indicative of future performance. Broad-based securities indexes are unmanaged and are not sub-
ject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made 
directly in an index. Any information or opinions provided in this report are as of the date of the report, and CA is under no 
obligation to update the information or communicate that any updates have been made. Information contained herein may 
have been provided by third parties, including investment firms providing information on returns and assets under manage-
ment, and may not have been independently verified.

Cambridge Associates, LLC is a Massachusetts limited liability company with offices in Arlington, VA; Boston, MA; Dallas, 
TX; and Menlo Park, CA. Cambridge Associates Fiduciary Trust, LLC is a New Hampshire limited liability company 
chartered to serve as a non-depository trust company, and is a wholly-owned subsidiary of Cambridge Associates, LLC. 
Cambridge Associates Limited is registered as a limited company in England and Wales No. 06135829 and is authorized 
and regulated by the Financial Conduct Authority in the conduct of Investment Business. Cambridge Associates Limited, 
LLC is a Massachusetts limited liability company with a branch office in Sydney, Australia (ARBN 109 366 654). Cambridge 
Associates Asia Pte Ltd is a Singapore corporation (Registration No. 200101063G). Cambridge Associates Investment 
Consultancy (Beijing) Ltd is a wholly owned subsidiary of Cambridge Associates, LLC and is registered with the Beijing 
Administration for Industry and Commerce (Registration No. 110000450174972).


