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MONTHLY REVIEW: MAY'S REALITY CHECK

May 2016

Global risk assets corrected as resource related assets gave back gains from the previous months. Oil, however,
bucked the trend on supply reduction. Government 10-year yields fell, while the US Dollar (USD) rallied, fueled by

hawkish Fed remarks towards the end of the month.

EQUITY

¥ Global equity markets were flattish during the month as
resource-related stocks gave back some of its gains.

» Developed markets outperformed emerging markets, led
by Japan and the US.

» Latin America fell on internal political and commaodity
related concerns as the USD strengthened.

» Within Asia, China continued its slide and commodity-
sensitive Malaysia also came under pressure. Elections in
the Philippines buoyed investor sentiment.

FIXED INCOME

» Global government long bond yields fell during the month,
then rose sharply following Fed commentary suggesting a
possible June rate hike.

% US high yield bonds continued its upward march as oil,
although volatile, closed just off the USD50 mark.

» Investment grade bonds saw outflows as investors piled
into riskier bonds on improved sentiment.

¥ Emerging market bonds took a hit as the USD
strengthened, putting commodity related assets under
pressure.

» Asian Bonds eked out gains during the month driven more
by a tightening of Asian credit spreads and less by moves
in flattish US Treasuries.

COMMODITIES

¥ Commodity prices generally fell, dragged down in part by
arising USD.

¥ Steel prices continued to surge on a boost in infrastructure
and real estate projects in China.

¥ The oil price rallied strongly on supply disruptions in
Canada and Nigeria as well as continuing falls in US shale
production.

¥ Gold gave back some gains during the month as the USD
rallied on the back of a hawkish Fed in spite of mixed US
economic data.

¥ Aluminum and nickel continued to suffer from oversupply
issues. Even a strike at Perth-based world’s second-
biggest Ferro-Nickel mine, South32 failed to lead to a
sustained increase in prices.
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Fig. 2. Bond Indices Performance in USD (%)
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Fig. 3. Commodities Performance in USD (%)
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Source: Eastspring Investments. Chart data from Thomson Reuters DataStream as at 31 May 2016. For representative indices

and acronym details please refer to notes in the appendix.
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CURRENCIES

¥ The USD index, which compares the USD against its
major trading partners rallied as the Fed became
increasingly hawkish over the month.

¥ The GBP remained under pressure as UK’s EU
Referendum nears in June.

¥ Commodity-related currencies like the RUB, BRL and
MYR fell on USD strength.

¥ The JPY weakened on the back of against all 16 major
peers. Economic data remained weak, spurring authorities
to run easing and expansionary policies.

¥ The SGD continued to weaken after the Monetary
Authority of Singapore unexpectedly eased in April

» The IDR saw losses over the month as the USD
strengthened. IDR tends to depreciate in May-June every
year on dividend outflows concentrated during this period.
Large foreign holdings also contributes to the IDR’s
volatility.

ECONOMICS

¥ US: April data was mixed. Manufacturing ISM fell to a
weaker-than-expected 50.8 while non-manufacturing ISM
rose to a better-than expected 55.7. Non-farm payrolls
grew a weaker-than expected 160k but unemployment
remained at 5.0%. Industrial production grew a stronger-
than-expected 0.7% m/m. Late in the month Q1 real GDP
growth was revised higher from 0.5% up to 0.8% qg/q
seasonally adjusted.

¥ China: “Official” manufacturing PMI for April slipped to
50.1 while the Caixin manufacturing PMI fell to 49.4. Both
industrial production and fixed asset investment growth
slowed in April to a weaker-than-expected 6.0% y/y and
10.5% yly respectively. Retail sales growth for April edged
down 10.1% yly.

% Europe: Markit's Eurozone flash composite PMI for May
fell to a worse-than-expected 52.9. German real GDP for
Q1 grew at a stronger-than-expected 0.7% g/q. German
factory orders for March increased 1.9%m/m. The
German IFO Business Climate Index for May increased to
a better-than expected 107.7.

CENTRAL BANKS

¥ US: April's FOMC meeting minutes, revealed a hawkish
outlook, noting that if incoming data were consistent with
economic growth picking up in the second quarter, it likely
would be appropriate for the Fed to increase the target
Fed Funds rate in June.

¥ Asia Pacific : Yen depreciation followed expectations of a
sizeable fiscal stimuli via infrastructure projects and
monetary stimuli.. Royal Bank of Australia lowered cash
rate by 25 basis points on lower inflation pressures and
slow global growth.

% Europe: The ECB meets in June with little expectations
for anything new as UK referendum on EU membership
and new program of longer-term funding for Eurozone
banks is just around the corner.
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Fig.5. Global Leading Indicators
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Fig.6. Major Central Banks Interest Rate (Upper Band)
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Source: Eastspring Investments. Chart data from Thomson Reuters DataStream as at 31 May 2016. For representative indices

and acronym details please refer to notes in the appendix.
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Fig.7. Key Regional Price-to-book Valuations (x)
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Fig.8. Key Bond Yields (%)
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Fig.8. Selected Economic Data
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KEY TERMS
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