
Market Matters
June 30, 2016

©2016 Cambridge Associates LLC
 
All returns are total returns in local  
currency unless otherwise noted.

6

5
4

www.CambridgeAssociates.com

Second quarter ended on a volatile note for global capital markets 
as the uncertainty triggered by the United Kingdom’s vote on 
June 23 to exit the European Union weighed on the outlook. Risk 
assets rallied after the initial downdraft to recover most, if not all, 
of their post-referendum losses. High-quality government bonds 
continued their rally, outperforming global equities in aggregate as 
investors seeking safe havens pushed yields toward record lows. 
While returns for global equities were modestly positive overall, 
considerable dispersion occurred across regions; gains in UK, US, 
and emerging markets stocks were offset by losses for Europe 
ex UK and Japanese equities. That being said, record currency 
volatility resulted in decidedly different outcomes depending on 
base currency. Inflation-sensitive assets enjoyed the strongest 
performance, with commodity-related categories notching double-
digit gains on the back of both the oil price recovery and the rally in 
gold and other precious metals.

Against a still-fragile global economic backdrop, the run-up to the UK 
referendum and its result dominated headlines and helped drive financial 
markets, as did the words and actions of central bankers both before and after 
the historic vote. The vote’s outcome and its immediate aftermath appear to 
have reinforced the view that global growth and interest rates will remain 
“lower for longer.” Central bankers in the United Kingdom, the Eurozone, 
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and Japan have since called for and pledged coordinated monetary support, 
with further stimulus now anticipated from multiple sources in the weeks 
ahead. Uncertainty regarding how the vote would unfold may have also 
contributed to the US Federal Open Market Committee’s (FOMC) June 14 
decision to keep its benchmark rate unchanged, with members downgrading 
their expectations for the future path of interest rates, although the median 
member still called for two hikes this year. For its part, the futures market has 
concluded that the Federal Reserve will be on hold for the foreseeable future, 
as Fed Funds futures now push out the next rate hike until 2018. All of 
these reactions certainly contributed to the strong recovery in risk assets into 
quarter end, but they also reinforce expectations for a low return environment 
going forward.

US equities (2.5%) outperformed developed and emerging markets 
equivalents in second quarter as investors preferred the perceived relative 
safety of US stocks despite their considerably richer valuations. Economic 
data releases over the quarter sent mixed signals, though current estimates for 
second quarter growth sit at 2.6%, an improvement over the 1.1% growth in 
first quarter. The oil price recovery and more stable US dollar have certainly 
helped the situation, though they continue to weigh on the near-term outlook 
for US corporate earnings, with second quarter consensus estimates remaining 
negative on a year-over-year basis. Analysts still forecast an earnings recovery 
starting in the second half and through 2017, and this continues to be what 
the market is pricing in.

UK equities (6.7%) were the best-performing developed market in second 
quarter, though the plunge in the British pound meant that foreign 
investors suffered losses on their UK stock exposures. The United Kingdom’s 
outperformance was driven by a strong rally in UK large caps following the 
EU referendum result, as the weaker currency boosted the outlook for the 
exporters and multinationals that dominate that segment of the market. 
In contrast, UK mid caps (-2.9%) declined given their more domestic 
orientation and due to expectations that the UK economy could fall into 
recession as a result of the uncertainty caused by the country’s decision to 
leave the EU. Among sectors in the FTSE® All-Share Index, only consumer 
services and financials experienced declines.

Europe ex UK (-1.1%), EMU (-2.9%), and Japanese (-7.8%) equities 
underperformed for the quarter. Financials and consumer discretionary stocks 
were particularly hard hit. Eurozone and Japanese banks sold off, with many 
now trading at just about half of book value amid concerns that negative 
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rates are here to stay and could go even lower, despite a growing consensus 
that they have been largely ineffective at stimulating demand. As a result, 
valuations for Eurozone and Japanese equities overall now sit at extremely low 
levels relative to US equivalents.

Emerging markets equities (0.8%) slightly underperformed developed 
markets equivalents for the quarter but remain comfortably ahead on a year-
to-date basis. Emerging markets small caps edged large caps in the quarter. 
Growth stocks outperformed their value counterparts, unlike in developed 
markets, driven by the strong performance of the consumer staples and IT 
sectors. Among the major regions, Latin America (2.2%) and emerging 
Asia (1.2%) gained, while emerging Europe, the Middle East & Africa 
(-1.5%) declined. The top-performing countries included Peru (18.2%), the 
Philippines (8.2%), and India (5.7%). The latter topped recent headlines 
as the Modi government passed additional reforms, opening further sectors 
to foreign investment, while the respected central bank governor Raghuram 
Rajan announced his decision to step down at the end of his term. Emerging 
European markets Poland (-12.0%), Greece (-11.7%), and Turkey (-5.7%) 
declined the most.

Inflation-sensitive asset performance was particularly strong in second quarter 
as commodity prices recovered and the increasingly uncertain outlook 
and market volatility prompted investors to favor assets offering value and 
income. Energy master limited partnerships (19.7%) set a blistering pace, 
and commodity futures (12.8% for the Bloomberg Commodity TR Index 
and 12.7% for the energy-heavy S&P GSCI®) and natural resources equities 
(12.6%) also enjoyed double-digit gains. Crude oil prices ended the quarter 
25% higher, near $50/barrel, and gold rallied 7% to close at $1321.07/
troy ounce. US REITs (7.4%) outperformed international equivalents as the 
EU referendum result weighed on the outlook for UK REITs (-6.9%) given 
expectations for falling demand and prices if the country proceeds with a 
“Brexit.” UK linkers (9.8%) significantly outperformed nominal bonds as 
the plummeting pound sterling created some concern that inflation could 
spike in the future. US TIPS (1.7%) saw more muted gains, trailing nominal 
Treasuries.

Global government bonds (2.8%) experienced strong gains amid rising 
economic uncertainty and have outperformed global equities for both the 
quarter and the year-to-date period. Government bond yields approached, 
and in some cases reached, record low levels. Yield curves also flattened as 
investors extended duration with growth and inflation expectations having 
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been ratcheted down. UK gilts (6.2%) proved a powerful hedge against the 
United Kingdom’s “Leave” decision, with record low gilt yields hardly a sign 
from markets that the United Kingdom will be better off outside the EU. 
Investors also sought refuge in US Treasuries (2.1%) and EMU sovereigns 
(2.2%). US tax-exempt bonds (2.6%) similarly benefitted from safe haven 
flows. US high-yield bonds (5.5%) outperformed due in part to the oil price 
recovery.

Safe haven currencies dominated amid record volatility. The Japanese yen 
was near universally strong, rallying below 100 per US dollar before the 
Bank of Japan intervened to halt its appreciation. The trade-weighted dollar 
advanced as the British pound and Mexican peso each depreciated roughly 
7% versus the greenback; the euro and Chinse yuan each weakened over 2%. 
The British pound briefly touched $1.31, a level not seen in 30 years, after 
experiencing its largest single day drop on record. The euro was also generally 
weaker but strengthened against the UK pound, Mexican peso, and Polish 
zloty. Emerging markets currencies generally proved fairly resilient amid 
the turmoil, though with wide dispersion across countries. The Mexican 
peso, the most liquid emerging markets currency and a proxy for emerging 
markets risk, was particularly hard hit, as were some Eastern European 
currencies given their trade ties with the United Kingdom and Eurozone. 
Oil exporter currencies like the Brazilian real and Russian ruble were notable 
outperformers. ■

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
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After generally enjoying a 
positive quarter through 
late June, global equities 
fell sharply in the two 
days following the UK’s 
surprise vote on June 23 
to leave the EU; however, 
many markets rallied to 
recover most, if  not all, 
of  their initial losses. 
Eurozone and Japanese 
equities were the notable 
exceptions

UK assets were most 
impacted by the “Brexit” 
decision, though 
outcomes across asset 
classes were quite varied. 
Pound sterling and 
domestic-oriented assets 
like smaller-cap equities 
and REITs were hit 
hardest, while UK gilts 
and linkers rallied sharply 
and offshore-oriented UK 
large caps benefitted from 
the weaker currency

Performance of Global Equities in 2016
As of June 30, 2016 • Local Currency • Percent (%)

Q2 Pre-"Brexit" "Brexit" Q2 Returns YTD Returns

Global 2.6 -5.6 1.4 0.0

DM 2.6 -5.9 1.3 -0.7

EMU 2.7 -10.7 -2.8 -9.3

Japan -3.6 -6.0 -7.8 -19.5

UK 3.9 -5.6 6.7 6.9

US 3.2 -5.4 2.4 3.2

EM 0.8 -3.1 0.8 3.6

Notes: Global represents the return of MSCI All Country World Index and DM, the MSCI World Index; remaining 
returns are for the MSCI indexes. Pre-"Brexit" return represents April 1 to June 23; "Brexit," June 24 to June 27. Total 
returns for MSCI developed markets indexes are net of dividend taxes. Total returns for MSCI emerging markets 
indexes are gross of dividend taxes.

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided “as is” without any express or implied 
warranties.

Cumulative Wealth of Various UK Assets in 2016
January 1, 2016 – June 30, 2016 • January 1, 2016 = £100

 

 

Sources: Bank of England, Barclays, FTSE International Limited, and Thomson Reuters Datastream. 
Notes: Data are daily. Performance reflects total returns, except for GBP, which is the change in trade-
weighted exchange rate, represented by the Bank of England Pound Sterling Effective Exchange Rate 
Index. UK Large Cap equities are represented by the FTSE® 100 Index; UK Mid Cap equities, the FTSE® 
250 Index; UK gilts, the FTSE® British Government All Stocks Bond Index; UK linkers, Barclays UK Gilts 
Inflation Linked Index; and UK REITs, the FTSE® All-Share Real Estate Investment Trust Index. 
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Developed markets 
bank stocks have been 
hurt by negative interest 
rates and flattening yield 
curves, among other 
challenges. Eurozone 
and Japanese banks have 
underperformed the 
most given the outsized 
headwinds they face; US 
and UK banks are better 
positioned to weather 
the “lower for longer” 
environment but have not 
been immune to negative 
investor sentiment

The disappointing May 
jobs report and concerns 
regarding the looming 
UK referendum likely 
contributed to the Fed’s 
decision to remain on 
hold at its June 14 policy 
meeting. FOMC members 
downgraded their 
expectations for the future 
path of  interest rates 
but still guided toward 
two hikes in 2016, while 
the futures markets has 
now priced out any rate 
increase this year

Cumulative Wealth of Regional MSCI Bank Indexes in 2016
January 1, 2016 – June 30, 2016 • Local Currency • January 1, 2016 = 100

 

 

Notes: Cumulative wealth data are based on total returns net of dividend taxes. All data are daily.

Sources: MSCI Inc. and Thomson Reuters Datastream. MSCI data provided "as is" without any express or 
implied warranties.
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Investors sought refuge 
in the US dollar and, 
particularly, the Japanese 
yen after the UK refer-
endum result. The green-
back finished the quarter 
having appreciated on a 
trade-weighted basis, with 
the British pound and the 
Mexican peso the weakest 
performers vs the dollar

The euro weakened 
relative to the US dollar 
and Japanese yen, 
strengthened against the 
British pound, and was 
relatively flat vs the Swiss 
franc. Over the last 12 
months, the euro has 
strengthened vs the UK 
pound and Swiss franc 
and has been effectively 
flat against the US dollar

The pound sterling has 
depreciated sharply over 
the past year, particularly 
in second quarter, owing 
to the “Brexit” decision 
and amid heightened 
concern regarding the 
UK’s ability to fund its 
sizeable current account 
deficit going forward. The 
pound touched historic 
lows vs the US dollar 
immediately following the 
former’s largest single day 
drop on record

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 June 30, 2016 

Versus the US Dollar

Versus the Euro

Versus the Pound Sterling

17.8

4.1

7.0

5.7

7.1

7.5

4.8

40.3

14.0

11.4

12.9

13.1

17.6

17.3

-10 0 10 20 30 40 50

Japanese Yen

Australian Dollar

EM Currencies

Swiss Franc

Canadian Dollar

US Dollar

Euro

Total Return (%)

9.6

-3.2

-0.5

-1.7

-0.4

-2.5

-7.0

19.3

-3.1

-5.3

-4.1

-3.9

-0.3

-15.0

-20 -10 0 10 20 30

Japanese Yen

Australian Dollar

EM Currencies

Swiss Franc

Canadian Dollar

Euro

UK Sterling

Total Return (%)

Second Quarter
Trailing 12 Months

12.4

-0.7

2.1

0.8

2.2

2.6

-4.6

19.6

-2.8

-5.0

-3.8

-3.6

0.3

-14.8

-20 -10 0 10 20 30

Japanese Yen

Australian Dollar

EM Currencies

Swiss Franc

Canadian Dollar

US Dollar

UK Sterling

Total Return (%)



| 8

Most liquid asset classes 
generated positive returns 
for USD investors in 
second quarter, with USD 
strength contributing 
to the outperformance 
of  US equities relative 
to developed and 
emerging markets 
stocks. Commodity 
futures were particularly 
strong performers as oil 
recovered and gold rallied. 
US REITs, US high-yield 
bonds, US small caps, and 
US tax-exempt bonds all 
outperformed US large 
caps, which in turn edged 
out US Treasuries despite 
decent gains for the 
quarter

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 June 30, 2016 
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Commodity futures, 
foreign bonds, and 
international equities 
outperformed European 
assets in euro terms in 
second quarter. European 
bonds and REITs enjoyed 
positive returns and 
outperformed European 
equities, which suffered 
declines and are among 
the worst performers over 
the last 12 months, along 
with emerging markets 
equities and commodities

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 June 30, 2016 

15.6

5.6

4.4

3.6

3.4

2.9

2.2

1.9

1.6

1.6

0.7

-0.1

-0.2

-1.0

-4.4

-25.9

2.5

-1.2

-2.5

-11.5

-0.8

8.9

7.3

17.0

5.2

0.4

-0.1

-11.0

-10.5

-7.4

-35 -25 -15 -5 5 15 25

Commodities

Local Currency EM Debt

Dev Mkts Equities ex EMU

Dev Mkts Equities

Emerging Mkts Equities

Emerging Mkts Currencies

EMU Govt Bonds

Citigroup Euro BIG

Europe ex UK REITs

European Corp Bonds

Pan-Euro High-Yield Bonds

Euribor - 3 Month

European Equities

Europe ex UK Equities

European Small-Cap Equities

Total Return (%)

Second Quarter

Trailing 12 Months

Fixed Income Yields
June 2015 – June 2016

1.43 0.90 Euro Corp

1.01 0.36 Euro Corp AA

4.79 4.90 Pan-Euro HY

0.77
-0.13 Ten-Yr Bund

1.39 0.12

-0.40 -1.24

1.80 1.36 Euro 20-Yr Infl
Expectations

20-Yr
Nominal Yield

20-Yr
Real Yield

MSCI Europe ex UK Composite Normalized P/E
December 31, 1969 – June 30, 2016

16.0

20.4

12.3

5

10

15

20

25

30

35

40

45

1969 1974 1979 1984 1989 1994 1999 2004 2009 2014

Median

25th/75th Percentile

Ending Value: 15.3 (44th %ile)



| 10

Pound sterling weakness 
and an uncertain outlook 
for the UK economy 
following the “Brexit” 
vote contributed to the 
outperformance of  
commodities, developed 
ex UK equities and debt, 
and UK government 
bonds over UK equities. 
UK large caps still 
generated respectable 
gains as currency 
weakness boosted the 
outlook for the exporters 
and multinationals that 
feature prominently 
in that segment of  the 
market, while more 
domestic-oriented UK 
mid caps and UK REITs 
experienced losses

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 June 30, 2016 

21.1

10.7

9.8

8.7

8.6

8.4

7.9

6.2

4.7

4.7

3.7

1.1

0.1

-2.9

-6.9

-13.0

20.3

14.8

15.3

14.4

3.9

16.4

13.5

9.8

2.2

4.9

3.7

0.6

-4.6

-10.1

-20 -15 -10 -5 0 5 10 15 20 25

Commodities

Local Currency EM Debt

UK Index-Linked Gilts

Dev Mkts ex UK Equities

Dev Mkts Equities

Emerging Mkts Equities

Emerging Mkts Currencies

UK Gilts

UK Corporate Bonds

FTSE® All-Share

Europe ex UK Equities

UK High-Yield Bonds

LIBOR - 3 Month

FTSE® 250

UK REITs

Total Return (%)

Second Quarter
Trailing 12 Months

Fixed Income Yields
June 2015 – June 2016

2.03 1.02 Ten-Yr Gilt

3.42 2.92 UK Corp

2.97 2.15 UK Corp AA

2.75 1.82

-0.73 -1.33

3.48 3.15 UK 20-Yr Infl
Expectations

20-Yr
Nominal Yield

20-Yr
Real Yield

MSCI UK Composite Normalized P/E
December 31, 1969 – June 30, 2016

13.6

16.8

10.8

0

5

10

15

20

25

30

1969 1974 1979 1984 1989 1994 1999 2004 2009 2014

Median

25th/75th Percentile

Ending Value: 12.5 (36th %ile)



| 11

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; Menlo Park, CA; and San Francisco, 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).


