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Market commentary

A turbulent start to the year

We endured a choppy start to 2016 as fears over a global 
recession took hold, adding to a multitude of rather 
overblown concerns over deflation, negative interest 
rates, currency devaluation by China and fears of a 
renewed banking crisis. As a result, markets went into 
reverse, with financials in the spotlight. 

European banks were hit hardest with certain major 
European banks falling over 15%. This sell-off was largely 
sparked by unfounded fears of a coupon suspension by 
Deutsche Bank, despite confirmation that they would be 
paying and further positive clarification by the regulators. 

China was also subjected to a sustained stock market 
sell-off, triggered by further weak data. The authorities 
introduced additional supportive measures with state-
owned companies in Beijing buying shares to prop up 
the struggling stock market, whilst regulators extended 
a selling ban on major companies. The People’s Bank 
of China also injected another 130bn yuan ($20bn) into 
the financial system, the largest sum pumped into the 
economy since September last year.

Although the risk of a global recession in 2016 is rather 
low, market volatility looks set to continue. While Chinese 
equity outflows reached a record $1trn in 2015, oil price 
appears to be the new phenomenon driving global  
market instability. 

Oil prices

Oil prices tumbled to below $35 a barrel for the first time 
in 12 years, as a result of rising US energy stockpiles and 
China’s weakening economy. Huge oversupply continues 
to drag on oil prices, which are now 70% lower in value 
than when the downturn began in June 2014. 

Oil is now so oversupplied globally that countries are 
running out of storage. However, recently the oil price has 
shown signs of stabilisation, creating a positive backdrop 
for investment.

Japan turns negative

The Bank of Japan introduced a negative interest rate in 
the hope it will encourage banks to lend and counter the 
country’s ongoing economic slump. This means the central 
bank will charge commercial banks 0.1% on some of their 
deposits. It added it would cut interest rates further into 
negative territory if judged necessary in pursuing its target 
of achieving an inflation rate of 2%.

UK decision time

Domestically, discussions surrounding the UK’s 
membership of the EU intensified and sterling fell victim 
to its major trading partners. The possibility of the UK 
leaving the European Union is making investors nervous 
and creating uncertainty for markets. It has certainly 
pushed back any expectations for Mark Carney, the 
Governor of the Bank of England, to raise interest rates in 
the near term.

Although economic consequences for the EU may be 
mixed, the political ramifications could be deep. 

US: inflation moving ahead

Discussions surrounding the possibility of the US entering 
a recession intensified over the quarter. This ended 
with dovish comments from the Federal Reserve (the 
Fed), who kept interest rates on hold and responded 
with a more cautious tone than experienced in previous 
speeches. External factors will continue to be monitored 
over the coming months and it remains likely that future 
rate hikes will be few in number and very gradual.

Interestingly, inflation in the US has started to rise. Both 
the Fed and the markets may therefore have to revise 
up their expectations for inflation. For the Fed, this will 
present a tricky communication challenge. Meanwhile, 
markets could react badly to any decision to raise rates 
when economic growth is still relatively restrained.
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Conclusion: an unpredictable  
year continues

There appears to be a need to proceed cautiously in the 
months ahead as there are significant risks to the global 
economy. Whilst global confidence is showing signs of 
fatigue and geo-political risk is increasing, doubts over 
China’s growth prospects and the continuing low cost of 
oil continue to create turmoil.

The bigger picture is that growth remains lacklustre, but 
reasonably resilient. Looking forward, the low oil price 
should continue to aid the consumer and importing 
nations, but neither wage growth nor inflation look 
anywhere near strong enough for central banks to raise 
interest rates, with the possible exception of the US.

Domestically, Brexit appears the real threat as we get 
closer to the June deadline. 

It is eight years since the financial crisis, but monetary 
policy intervention in the developed world is now even 
more extreme than immediately after the crisis and 
seems to be having less and less impact. Although 
policy measures taken by the central banks around the 
world have made global recession a less likely scenario 
in the near term, one should question if monetary easing 
alone, without corporate earnings, is sufficient to sustain 
market momentum.

Emerging Markets: off the starting blocks

Although the year has seen a poor start for global equities 
in general, March witnessed an upturn for emerging 
markets, despite an uncertain outlook for both growth and 
inflation.

The temporary pause and reversal of the US dollar trend 
goes some way to explaining emerging market strength, 
as a weak dollar benefits emerging economies that have 
dollar-denominated debt. This pause was enough to 
provide some investors with an entry point into emerging 
markets, which are currently characterised by cheap 
valuations. In addition, oil prices appear to have stabilised 
to some degree, providing a positive framework on which 
to build economic stability.

There were also specific events that created this upsurge. 
Brazil, having suffered GDP contraction in 2015, swept 
weak fundamentals aside as equity markets rose sharply 
and the currency strengthened to levels not seen in 
months. This stemmed from the prospect of finally seeing 
former president Lula and current president Dilma caught 
in a corruption scandal that continues to escalate daily.

Mario Draghi offers new hope

The European Central Bank upped its stimulus efforts by 
increasing the scope of its bond-buying programme and 
cutting its benchmark interest rate. Markets had expected 
action from the central bank, with much talk of increasing 
measures in light of stubborn inflation figures and slowing 
growth being evident in February’s data.

Attacking on all fronts, Draghi signalled the central bank’s 
determination and markets were positively surprised by 
the breadth of what was announced. One of the ECB’s new 
measures was the addition of euro-denominated non-bank 
corporate bonds to their quantitative easing shopping list. 
This should help to reduce financing costs for Eurozone 
companies and be supportive for European bonds.
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Summary of quarterly buylist review

highest 3 scores lowest 3 scores

Pictet Water JPM Natural Resources

MFM Slater Growth Invesco Perpetual Latin American

Neptune UK Mid-Cap BlackRock Continental European Equity Tracker

biggest mover up biggest mover down

HSBC Japan Index Invesco Perpetual Distribution

The clarity fund scoring system is a quant-based process designed as the first phase of selection for our new 
buylist funds and to monitor existing buylist funds relative to their peer groups. Peer groups are the sectors as 

defined by the Investment Association (IA). Source for all figures: FE Analytics April 2016.

Fund comments
High scores:

Pictet Water Fund
This fund’s objective is to seek capital growth by investing 
at least two-thirds of its total assets in the shares of 
companies operating in the water sector worldwide. 
The fund favours companies operating in water supply, 
processing services, water technology and environmental 
services. Combining these growth- and value-driven 
sectors is, in the managers’ view, the best way to produce 
a good balance between risk and potential reward.

discrete annual performance to last quarter end (EUR)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -4.10% 27.09% 7.68% 15.24% 9.53%

Sector -17.92% -6.34% -1.91% 0.63% -5.63%

Relative to 
sector 16.82% 35.69% 9.78% 14.52% 16.07%

Rank within 
sector 16/109 8/104 14/101 5/96 2/91

Quartile 1 1 1 1 1

clarity verdict: This fund has continued to outperform 
the offshore commodity and energy sector average 
with robust results, gaining the top position in the 
clarity buylist for the fourth consecutive quarter. It is a 
large fund with a strong management team.

MFM Slater Growth
This fund’s investment objective is to seek long-term capital 
growth, principally through investment in UK companies.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund 9.22% 7.88% 34.34% 9.04% 7.05%

Sector -3.35% 5.73% 13.87% 16.83% 0.40%

Relative to 
sector 13.00% 2.03% 17.97% -6.67% 6.62%

Rank within 
sector 9/279 65/272 4/267 249/262 22/257

Quartile 1 1 1 4 1

clarity verdict: This fund has recently been added to 
the buylist for clients with a relatively adventurous 
appetite for investment risk. Whilst its long-term 
performance has been excellent, its idiosyncratic 
investment strategy means that it can have prolonged 
periods of lacklustre returns. We therefore  
recommend investing on a 10-year view. 
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Low scores:

Neptune UK Mid-Cap
The objective of this fund is to provide capital growth 
by investing mainly in UK smaller and medium sized 
companies, selected at the manager’s discretion. The 
manager will choose investments from those that are 
listed on the FTSE Mid 250 Index as well as from the 
50 largest companies on the FTSE Small Cap Index 
(excluding investment trusts and other funds).

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund 0.78% 16.64% 17.80% 32.61% 20.34%

Sector -3.35% 5.73% 13.87% 16.83% 0.40%

Relative to 
sector 4.27% 10.32% 3.46% 13.51% 19.86%

Rank within 
sector 64/279 2/272 74/267 3/262 1/257

Quartile 1 1 2 1 1

clarity verdict: Another fund recently added to 
the clarity buylist, where manager Mark Martin’s 
investment process has resulted in good long-term 
performance together with below average volatility 
in relation to the peer group. Nevertheless, this 
fund’s concentration on mid-sized companies makes 
it suitable for investors with a higher than average 
appetite for investment risk.

JPMorgan Natural Resources
This fund’s investment objective is to invest primarily in 
the shares of companies throughout the world engaged 
in the production and marketing of commodities. The 
fund aims to provide capital growth over the long-term.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -19.75% -21.08% -14.79% -20.07% -23.18%

Sector -3.65% 5.01% -1.30% 7.54% -2.43%

Relative to 
sector -16.71% -24.85% -13.66% -25.68% -21.27%

Rank within 
sector 127/132 125/130 103/122 111/114 95/102

Quartile 4 4 4 4 4

clarity verdict: Relative performance has suffered over 
the last few years from low commodity prices. The 
risks inherent in the fund’s small and mid-cap bias tend 
to come to the fore in slow markets, but the manager 
benefits from a large and well-resourced global team. 
This fund sits in the Specialist sector, which includes 
a wide range of funds with very different investment 
remits, hence relative performance in this context is 
not a reliable comparator. We continue to recommend 
this fund as a useful diversifier.

Invesco Perpetual Latin American
The fund invests for capital growth throughout South 
and Central America, including the Caribbean, with an 
emphasis on Brazil. Dean Newman has managed the 
fund since launch in 1994. The fund is actively managed 
and, although notionally benchmarked against the MSCI 
Emerging Latin America Index, is unconstrained. As a 
fund investing in a small part of the emerging markets 
universe it is very high risk and should be considered 
only on a 5 to 10-year view.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -8.39% -13.99% -24.01% 10.37% -6.77%

Sector -3.65% 5.01% -1.30% 7.54% -2.43%

Relative to 
sector -4.93% -18.09% -23.01% 2.64% -4.45%

Rank within 
sector 103/132 114/130 112/122 62/114 61/102

Quartile 4 4 4 3 3

clarity verdict: Latin American equities have performed 
poorly over the last few years. The region has been 
pulled down by a combination of slowing economic 
growth, lower commodity prices and a strengthening 
US dollar, although political factors have recently 
caused some reversal of these trends. This fund is 
also found in the Specialist sector, so comparison is 
unreliable and clients should consider their level of 
exposure to this region.
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Biggest mover up:

BlackRock Continental European 
Equity Tracker
The objective of this fund is to track closely the 
performance of the FTSE World Europe ex UK Index.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -5.09% 7.31% 16.58% 17.99% -12.02%

Sector -2.03% 7.09% 18.67% 19.19% -9.99%

Relative to 
sector -3.12% 0.21% -1.76% -1.01% -2.26%

Rank within 
sector 78/101 40/95 53/90 58/87 61/85

Quartile 4 2 3 3 3

clarity verdict: We recommend most clients have a 
proportion of their UK, US and European exposure in 
index trackers to reduce the overall cost of the portfolio 
and the risk of an active manager underperforming. 
Like many index trackers in the current volatile market, 
this fund has suffered in comparison with the actively 
managed equity funds in the sector and has held its 
position as the 3rd worst-performing fund on the buylist.

HSBC Japan Index
This fund’s investment objective is to provide long-term 
capital growth by matching the capital performance of 
the FTSE Japan Index by investing in companies that 
make up the index.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -4.26% 27.08% -1.99% 13.76% 0.91%

Sector -2.61% 24.90% -1.56% 15.35% 1.52%

Relative to 
sector -1.70% 1.74% -0.43% -1.38% -0.60%

Rank within 
sector 26/49 9/47 20/45 24/43 23/42

Quartile 3 1 2 3 3

clarity verdict: We do not generally recommend using 
an index tracker fund in Japan as the market is relatively 
inefficient. The considerable cross-holdings between 
Japanese companies make ownership quite complex 
and opaque. Whereas an index tracker fund has to hold 
stocks in proportion to their index weighting, active 
fund managers are able to avoid companies they do 
not understand. clarity clients actually have very little, if 
anything, invested in this fund.

Invesco Perpetual Distribution
This fund aims to achieve a balance of income and capital 
growth through investing mainly in UK equity and fixed 
interest securities.

discrete annual performance to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Fund -3.56% 5.45% 7.26% 16.86% 4.92%

Sector -2.37% 8.75% 3.49% 10.13% 1.61%

Relative to 
sector -1.21% -3.03% 3.64% 6.11% 3.26%

Rank within 
sector 152/201 169/187 16/173 4/158 19/145

Quartile 4 4 1 1 1

clarity verdict: Returns have been relatively weak over 
the last couple of years, although 5-year returns show 
good outperformance of the peer group. Pockets of 
value are now starting to appear in the corporate bond 
market, but the managers continue to be cautious in the 
ongoing volatile conditions. We believe that this fund 
forms a resilient basis to a portfolio and continue to 
have great respect for the managers.

Biggest mover down:
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Sector analysis
The table below summarizes the performance of the sectors in which we have buylist funds over the last five discrete 
years. The top performing sector for each time frame is highlighted in green and the lowest performing sector 
highlighted in red.

discrete annual performance (%) to last quarter end (GBX)

0-12m 12-24m 24-36m 36-48m 48-60m

Asia Pacific Excluding Japan Retail -7.89 20.03 -6.99 15.90 -5.37

China/Greater China Retail -10.84 26.00 0.13 14.87 -14.83

Europe Excluding UK Retail -1.84 6.90 17.48 19.29 -9.97

Flexible Investment Retail -3.86 11.11 4.70 11.95 -1.64

Global Retail -2.93 14.90 6.39 15.08 -1.81

Global Bonds Retail 1.59 4.50 -4.84 8.20 4.17

Global Emerging Markets Retail -8.81 11.25 -11.40 7.82 -7.05

Japan Retail -2.28 24.78 -1.45 15.29 1.42

Mixed Investment 20% - 60% Shares Retail -2.36 8.35 3.46 9.91 1.54

Mixed Investment 40% - 85% Shares Retail -2.91 10.25 5.21 12.08 -0.11

North America Retail -0.25 25.61 9.41 16.97 4.67

North American Smaller Companies Retail -6.12 19.15 11.72 21.25 -1.38

Property Retail 2.97 14.45 3.68 9.12 -0.21

Specialist Retail -3.91 3.91 -2.14 7.07 -3.41

Sterling Corporate Bond Retail -1.28 10.01 1.10 10.87 5.98

Sterling High Yield Retail -2.03 1.87 7.01 11.87 1.78

Sterling Strategic Bond Retail -1.62 6.17 3.73 10.63 4.53

Sterling Targeted Absolute Return Retail -0.49 4.39 3.89 4.97 -0.64

UK All Companies Retail -2.33 5.58 14.16 16.87 0.22

UK Equity Income Retail -1.94 7.98 13.91 18.17 2.27

UK Index-Linked Gilts Retail 0.70 17.77 -4.70 9.33 15.95

UK Smaller Companies Retail 8.10 -2.61 30.05 17.97 1.25
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Risk warning: The past is not necessarily a guide to future performance. The value of your investment and the income from it can fall as well as rise and is not 
guaranteed. You may not get back the full amount invested. Our views are based upon our understanding of current legislation in England and Wales. Levels and bases 
of, and reliefs from, taxation are subject to change and their value to you will depend upon your personal circumstances. You should not act on any of the  
information without seeking professional advice. clarity Ltd is authorised and regulated by the Financial Conduct Authority (FCA). 
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Sector analysis - clarity verdict: 

UK Smaller Companies and China/Greater China each have three entries this quarter, although for different reasons. 
The former takes pole position in 0-12m and 24-36m (+8.10% and +30.05% respectively), but is the weakest sector 
in 12-24m (-2.61%). The sector also has the highest overall gain, in period 24-36m (+30.05%). China/Greater China 
has the highest gain in 12-24m (+26.00%), but also the worst returns in 0-12m and 48-60m (-10.84% and -14.83% 
respectively). This sector also keeps the wooden spoon, gained for its 48-60m loss (-14.83%). 

This quarter’s results clearly show the more volatile nature of smaller company and niche region investing. We should 
re-emphasise that, whilst these sectors can add spice to a broadly based portfolio when used in moderation, a high 
tolerance for their seesaw nature is required.


