
Stay invested going into year-end 
• The Fed seems on course to start a very gradual pace of rate 

hikes in December, and markets appear to be fine with this.  
• The ECB is prepping for a possible further policy easing in 

December, and the BoJ maintained its record stimulus.  
• With oil prices likely to stay low, in our opinion, and 

seasonality on our side, we would stay invested in our key 
themes – equities, diversified income assets and the USD.  

Key takeaways from the markets. As the year draws to a close, we 
take away five cues from the markets – a. the importance of staying 
invested; b. central banks are still investor’s ‘friends’; c. markets are 
unperturbed by a potential Fed hike in December; d. oil is likely to 
stay low for longer; and e. seasonality remains a tailwind for equities.   

Staying the course. The first takeaway is the importance of staying 
invested. Panicking and selling during the volatility in August-
September would have made it difficult to re-enter on time and 
benefit from the strong equity rally in October-November (see chart 
below). History has shown timing the markets can be unprofitable.  

The Fed, ECB and BoJ are investors’ ‘friends’. The Fed’s 
messaging has become more clear and consistent – it is getting 
ready to raise rates in December, and only because the economy has 
substantially healed. Moreover, further rate hikes will depend on the 
data, with the base scenario of a gradual pace of hikes next year. 
The ECB, meanwhile, is preparing to cut rates deeper into negative 
territory, as it supports the ongoing recovery. The BoJ and PBoC both 
remain supportive. Central banks are, thus, very supportive of growth.  

Markets appear relaxed about a potential Fed hike. Unlike the 
mid-summer volatility, or the ‘taper-tantrum’ in 2013, the Fed’s latest 
communication about a possible rate hike in December has been 
received well by the markets. US stock, bond and currency volatilities 
are at or below their five-year averages. Markets appear fine with a 
hike, most likely because the economy supports it. 

Oil and commodities likely to stay low for longer. OPEC is likely to 
continue defending its market share, keeping oil prices in recent range. 
The metals markets remain oversupplied. Both factors are likely to 
subdue commodity prices, supporting global growth and equities.   

Seasonality tailwind. Q4 and Q1 are historically the best quarters 
for equities, with December the best month on average. Combined 
with supportive factors highlighted above, this gives us added 
confidence to stay invested in our key themes (see table on the right). 

The rebound in equity markets is following a pattern seen in 2014
MSCI World Index (Developed Markets); 2014 shifted forward by 1 mth

Volatility in equities, bonds and currencies remain below average
VIX (equities), CVIX (FX) and MOVE (bond) volatility indices
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Our preferred asset classes or strategies 

Diversified income assets 

Global high-quality equities 

Euro area equities (currency-hedged) 

Japan equities (currency-hedged) 

Chinese and Indian equities 

Global banks 

US High Yield bonds 

Emerging Market Investment Grade Sovereign Bonds 
(USD-denominated) 

Senior loans 

Selling equity volatility to generate income 
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Market Performance Summary (Year to Date & 1 Month)* 

 
*All performance shown in USD terms, unless otherwise stated. 
*YTD performance data from 31 December 2014 to 19 November 2015 and 1-month performance from 19 October to 19 November 2015 
Sources: MSCI, JP Morgan, Barclays Capital, Citigroup, Dow Jones, HFRX, FTSE, Bloomberg, Standard Chartered  
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Investment Strategy  
Equities: China technology sector gets a boost 
• MSCI China Index revamp positive for technology sector.  The 

inclusion of American Depositary Receipts (ADR) in the MSCI China 
Index will lift the technology sector’s weight to 27%. Technology and 
consumer sectors will have a bigger share of the revamped MSCI 
China Index relative to the HK-listed HSCEI. The change is likely to 
boost fund inflows into China’s technology and consumer sectors.   

• Add exposure to US banking sector. A Fed rate hike is likely to 
be positive for US banks as higher rates boost lending margins. 

• More policy easing in Asia may support equities. FX markets 
were stable after Bank Indonesia’s decision to cut bank reserve 
requirements. This may embolden Asian central banks to ease 
monetary policies further to support growth despite the prospect of 
higher US rates. Rate cuts would be positive for Asian equities. 

Bonds: Limited upside to US Treasury yields  
• Maintain five-year average maturity profile. A gradual Fed rate 

hiking cycle poses upside risks for very short-maturity yields, but 
limited upside for longer maturity bonds. We would maintain a five-
year average maturity profile in USD bond allocations. 

• US corporate bonds likely to outperform near term. Tighter US 
lending standards have raised concerns lately. However, defaults 
in the energy and materials sectors have remained within 
expectations. We see the recent concerns as an opportunity to add 
to US High Yield (HY) and Investment Grade (IG) corporate bonds. 

• Stay with INR bonds: While we are increasingly constructive on 
local currency bonds in Asia from a yield perspective, currency 
risks remain a key concern. We would hold INR bonds for now and 
revisit other markets only once the Fed has lifted rates off zero. 

FX: Remain bullish on USD  
• Rising rate differential still positive for USD. A potential Fed rate 

hike and further ECB policy easing are likely to widen the rate 
differential in favour of US Treasuries. This is bullish for USD. 

• Significant JPY weakness less likely in medium term. Although 
the JPY may weaken in the run-up to a Fed rate hike, an improving 
outlook for Japan’s core inflation and services and historically low 
valuations may limit significant JPY weakness in the medium term.  

• INR, CNY likely to stay resilient. While we remain bearish on 
Asia ex-Japan currencies going into a Fed rate hike, we believe the 
INR and CNY are likely to outperform their peers in Asia. 

Commodities: Bearish on oil and gold  
• Oil likely to remain under pressure from inventory. We expect 

oil to remain range-bound near term, as US inventory nears a 
record high and little sign of a cutback in OPEC output. 

• Fed hike, China rebalancing to keep gold, base metals under 
pressure. We remain bearish on gold as higher US rates are 
negative for the non-interest bearing precious metals. We expect 
copper and iron ore to fall further on falling demand from China.   

Alternatives: Performed well in October rebound 
• Macro strategies offset equity market weakness. Although 

event-driven, equity long/short softened lately, macro strategies 
have risen since mid-October on the back of the USD rebound. 

• Key drivers in place. Equity long/short outperformed in the recent 
equity correction, while policy divergence supported macro 
strategies. M&A activity is positive for event-driven strategies. 

Our key investment themes rebounded over the past 
month 
W.I.D.E.N. performance since Outlook 2015 publication*

* For the period 12 December 2014 to 19 November 2015 
Source: Bloomberg, Standard Chartered 
* Income basket is as described in the Outlook 2015: A Year to 
W.I.D.E.N. Investment Horizons, Figure 60 

December is one of the strongest months for equities  
Average USD monthly returns since 1995

Source: Bloomberg, Standard Chartered 

Asset Class Relative Outlook Start Date

Cash UW Feb-12 

Fixed Income UW Jan-11 
Sub-asset Class 

DM IG UW Jan-11 
EM IG OW Dec-14 
DM HY OW Aug-15 
EM HY N Dec-14 

Equity OW Aug-12 
Sub-asset Class

US N Feb-15 
Euro area OW* Jul-13 
UK UW Aug-15 
Japan OW* Nov-14 
Asia ex-Japan N Jul-15 
Other EM UW Aug-12 

Commodities UW Dec-14 
Alternatives OW Jun-13 

*Currency-hedged 
Legend 
Start date - Date at which this tactical stance was initiated 
OW - Overweight N - Neutral UW - Underweight 
DM - Developed Markets 
EM - Emerging Markets 
Source: Standard Chartered 
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Appendix 
Overweight Calls

Equity Equity 
Asset Class  Equity Region Fixed Income LC  Global Sector Regional Sector  
Equities  Europe  INR Technology Financials Energy Technology Industrials Discretionary Materials
Alternatives  Japan Energy US 

Industrials Europe 
Discretionary Asia 
Financials HK 

Fixed Income FX 6-12m views Materials Singapore
EM IG USD China 
DM HY 

Asia Pac*
China  
India 

*Within our Neutral Asia ex-Japan view, we are Overweight India and China Equities 

Underweight Calls 

Equity Equity 
Asset Class  Equity Region Fixed Income LC  Global Sector Regional Sector  
Cash Other EM SGD Utilities Telecom Utilities Energy Materials 
Fixed Income UK MYR Telecom US 
Commodities TWD Europe 

Asia 
HK 

Fixed Income FX 6-12m views Singapore
DM IG EUR AUD China 

JPY SGD 
TWD KRW Asia Pac*
MYR NZD Singapore 

Malaysia 
*Within our Neutral Asia ex-Japan view, we are Overweight India and China Equities 

Diversified Income Assets – Our view on income potential and capital growth 

Asset Allocation  
(Multi-Asset Income) Yield  

Income 
Potential 

Capital 
Growth Comments  

Fixed Asset Allocation Portfolio anchor; source of yield; some interesting areas but not without risks 
Corporate - HY 7.4 Yield premiums discount rising defaults; attractive yield, value; biggest obstacle fund flows, Fed
EM Debt 6.0 Need to be selective, given diverse risk/reward in IG, HY bonds  

EM - IG 4.8 Attractive yield premium for quality credit; EM IG sovereign bond spreads wide  
EM - HY 8.0 Higher yield  vs. EM IG, but many idiosyncratic stories; lower risk/reward 

Asia local currency bonds 3.1 Broad risk/reward unattractive; yields are too low for the FX tail risks 
CNY bonds 4.0 Room for lower inflation-adjusted rates; yields not that high, given CNY risks  
INR bonds 8.1 Structural story; high inflation-adjusted yields; strong central bank, reforms; foreign demand 

Investment Grade 1.6 Portfolio anchor, safe yield, some interesting areas 
Corporate - IG 2.7 Yield premiums have widened, some value appearing; long-term bonds look appealing if Fed 

hiking cycle muted 
Sovereign 1.1 Momentum, QE offer strong anchors for EU, but little value; long-end USTs; AU, NZ, Spain well 

supported 

Equity Income Allocation 4.0 Key source of income and upside capital growth 
North America 3.3 Fair valuations; subdued sales/profit growth mean below avg. returns; some sectors attractive 
Europe ex-UK 5.4 Attractive valuation; ECB and FX support; good momentum; risk of payout cuts and exposure to 

global growth 
Asia ex-Japan 4.9 Good payouts; selectively attractive valuations, but challenges from growth, earnings, the Fed 

and leverage 

Non-core income 4.3 Useful diversifier for income and growth 
Preferred 5.8 Positive on financials; benefits from higher rates; high sensitivity to investor flows 
Convertibles 4.0 Attractive, given limited equity upside; risk/reward depends on actual bonds held 
Property 3.1 Attractive yield diversifier; still-stable real estate market; at risk from higher rates and outflows 
Covered Calls 4.1 Useful yield diversifier and enhancer  
Source: Bloomberg, Standard Chartered 
Legend: IG – Investment Grade, HY – High Yield, EM – Emerging Markets                                                  
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