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The global economy continues to limp along.  January and February were challenging but March provided some relief  for equity 
investors as risk assets mostly strengthened with the backdrop of  slightly better global economic growth and confirmation that 
the US Federal Reserve is moving very cautiously.  The ASX200 (Acc) was up 4.7% for the month assisted by a strong 
improvement in commodity prices, unhedged global equities were down 1.0% due to the rising AUD$.  
 
Concerns about a global recession are fading and developed economies are set to grow at a moderate pace in the 2nd quarter (Q2), 
with stronger consumption growth offsetting weakness in corporate spending. Emerging markets in our view are in the early 
stages of  a multi-year deleveraging cycle which is likely to boost global savings while curtailing capital spending and contributing 
to deflationary pressures.  
 
The bounce in oil prices has helped lift high-yield bond prices. A renewed bull market in credit is however not expected. Crude oil 
will struggle to rise above $50/bbl mainly because as increasing number of  shale produces become profitable at that level.  
 
In financial markets, all eyes were on the European Central Bank’s (ECB) mid-month announcement on the next phase of  its 
Quantative Easing (QE) program. The market was disappointed with the December 2015 package so the ECB tried to silence 
detractors through the introduction of  four new measures to stimulate economic activity and accelerate inflation back towards the 
2% target. Both the ECB and Bank of  Japan (BoJ) are likely to reach deeper into their monetary toolkits. Current policies of  
negative interest rates, asset purchases, and credit subsidies are not up to the task. We think both will end up engaging in 
“helicopter drop” type policies.  
 
The US economy remains a cut above the rest. Non-farm payrolls remained strong in March while the unemployment rate edged 
slightly higher indicating there is still a little spare capacity in the US labour force mostly coming from a rise in the participation 
rate. Housing indicators were mixed in March but still quite firm, while private consumption spending growth appears to have 
moderated. We expect the savings rate to continue to rise rather than take on more debt. A strong USD$ among other things will 
limit the US Federal Reserve’s ability to hike rates with the June meeting the next likely lift-off  point. 
 
US equities continue to look expensive with high PE’s and a lack luster EPS growth outlook. Downside risks to US stocks are low, 
however a stronger USD$ will crimp profit margins and limit upside. Political risk (the Trump effect) remains elevated. 
 
Chinese equities, which have suffered significantly over the past 12 months, may be the standout winners in Q2, thanks to the 
recent stimulus measures and efforts to bail out the banks in shareholder friendly fashion. February economic readings were 
mostly softer than expected with notable exceptions of  urban fixed asset investment which improved, and accelerating house 
prices. The improvements in both could imply the beginnings of  traction from earlier monetary and fiscal policy moves.  The 
official manufacturing PMI rose to 50.2 and non-manufacturing PMI rose to 53.8 signaling expanding economic activity. A 
stabilization of  the Chinese economy should also take pressure off  policy makers to significantly depreciate the RMB, giving some 
support to global risk assets.  
 
Australian economic readings in early 2016 have been mixed-strength. Employment has turned soft while unemployment rate fell 
to 5.8% in February (due to a large fall in the participation rate). Home building approvals fell by 7.5% in January to be down 
15.5% year-on-year signaling a fading contribution to GDP growth this year. Retail sales rose 0.3% in January but will need to lift 
further for household consumption to contribute strongly to GDP growth.  
 

 

  

Royston Capital  

AFSL 438262 

Monthly Market Update 
By Chris Boag 



Page 2 

The RBA’s view in February and March remained the same. The Australian economy is showing stronger signs of  activity from 
non-resource sectors. However, persistently low inflation still provides the RBA with the capacity to lower interest rates further if  
demand does not remain firm. 
 
The economic backdrop justifies neither an overly bullish nor bearish stance towards risk assets. The USD$ should resume its 
slow ascent reflecting continued global monetary divergences between the US and other major economies. 
 


