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Introduction Introduction Introduction Introduction     

The first quarter of 2016 has witnessed highly volatile conditions across the global markets and by early February many of these markets had experienced 
significant losses. The VIX index (which measures the volatility of the American S&P 500 index) reported crisis level highs during this period of market volatility 
and there is no doubt that there were genuine global concerns over a potential worldwide recession. However, since the middle of February most of the 
aforementioned markets have recovered (in varying degrees) as it would appear that the general air of doom and gloom surrounding the global economy has been 
at least partially lifted. 
 
The reasons for market weakness in Q1 have been widely documented but in simplified terms the concerns have been centred on three key areas. Firstly, the 
perceived slowdown (and economy transition) in China, which as per previous updates has been on many investors’ agendas for some time now; secondly, the 
wildly fluctuating price of oil (which naturally creates both winners and losers) and finally a general level of unease over the ongoing impact of US monetary 
policy and whether Janet Yellen and the FED were indeed correct to raise interest rates in the last quarter of 2015. All three issues highlighted above will be 
analysed in greater detail in the main body of this report but if the second half of this quarter has proved anything it is that investors need to keep focused on the 
longer term economic picture rather than become overly concerned by short term volatility and short term ‘risk on risk off’ investor sentiment. 
 
As the quarter has drawn to a close George Osborne has delivered his ‘spring budget’ but rather than the policy decisions, it is the ever growing divides within the 
Tory party (who are already split over the possibility of leaving the European Union) that has really made the headlines.  Whilst on the continent we must sadly 
report that terrorists have once again struck on European soil, this time at the very heart of the EU in Brussels. There are indeed a number of highly important 
geo political issues that are simmering away in the background and we believe that these will no doubt play an important role in the general direction of the 
global economy through the remainder of 2016.  
 

USA USA USA USA     

When the FED raised interest rates at the back end of 2015 it appeared that the decision had been met with general approval but as investors became worried 
over market fragility in Q1 2016, concerns were raised over both past and future monetary policy decisions and the impact these have had and will have on the 
global economy.  
 
In their most recent meeting the FED held rates at their current level but as was the case throughout 2015, analysts are once again playing the ‘will they won’t 
they’ game in their attempts to second guess when rates will be hiked further.  In early 2016 the FED had indicated that there may potentially be 4 interest rate 
‘hikes’ over the course of the 2016 calendar year but after the recent market wobbles, few would now bet on such a number of increases.  
 

As with many of the global markets, the US markets rallied strongly in the second half of Q1 and the US economy does generally look to be in a steady, if 
unspectacular, state.  Amongst the positive data employment figures remain largely positive, with February statistics suggesting the lowest unemployment rate 
since 2008, but the positives in economic data are in part offset by a reduction in overall consumer confidence, a housing market which is beginning to exhibit 
signs of slowing down and the strength of the US dollar which has, as previously reported, had a detrimental effect on the manufacturing and industrial sectors 
over the past 12-24 months.  
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The McLaren Capital investment committee does however continue to see opportunities for our clients in the vast US markets but we also fully appreciate the 
ongoing effect that the strength of the US dollar may have on the competitiveness of some US sectors, the fact that current market valuations look to be on the 
high side and alongside this, the fact that there has been a downgrading of earnings forecasts.  
 
Taking these potential negatives into account we have slightly tempered our growth forecasts for US stocks for the remainder of the 2016 calendar year but 
importantly we still believe that the world’s foremost economy has much to offer to our clients. 2016 is also of course election year and whilst Obama will no 
doubt want to go out on a high the presidential race is heating up nicely and in Donald Trump the US has undoubtedly got a candidate who can divide opinion 
like no one before him.  
 

UK UK UK UK     

The UK markets were just as susceptible to the recent market turbulence as other global markets during the course of Q1 2016. At one stage both the FTSE 100 

and FTSE All Share were down almost 12% but have since recovered to just about break even over the course of the opening 3 months of the year (FTSE 100 up 

0.07%, FTSE All Share down 0.41%). This reversal was in part due to the heavy exposure that the aforementioned indices have in energy and commodity stocks 

(which rallied strongly in the second half of the quarter) but was also due to a number of companies, such as BT and BAE Systems, announcing encouraging data 

and future business plans. 

In terms of national data, economic figures were mixed; on the positive side unemployment remains stable at 5.1% whilst on the negative side manufacturing 

PMIs dropped to 50.8 in February 2016 which was below market expectations of 52.2 and hence a genuine disappointment. Meanwhile the BOE voted 

unanimously during the quarter to keep interest rates at the same level and also cut its growth forecast from 2.5% to 2.2% for the 2016 calendar year.  

George Osborne announced his latest budget and it was again based on his three key themes, firstly his much lauded ‘fiscal charter’ which aims to return the 

budget to surplus within 4 years. Secondly his aim to have debt falling as a percentage of the economy in every year until 2020 and finally his promise to keep 

welfare spending within strict limits.  It serves no purpose in this report to specifically analyse how successful the chancellor / government have been with their 

aims, but the important point to note is the fallout from the budget which appears to have led to even more cracks in the ruling party. With deep divisions already 

in place over the upcoming European referendum it is hard to imagine that David Cameron is overly impressed with the creation of yet more instability in his 

party at such an important time.  

The McLaren Capital viewpoint on the UK has once again remained similar to previous updates, but we do very much appreciate the importance of the upcoming 

European referendum and the effect this may have on both the UK and its global trading partners. We do continue to see value across the UK markets and 

remain convinced that investors require true multi-cap exposure so that they can benefit from potential growth in the UK as a whole and we believe that the 

blend of UK Equity / UK Equity Income funds in our portfolios offers such exposure. 
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Europe Europe Europe Europe     

As has been consistent over recent years, there have once again been clear differences between the winners and the losers across the Eurozone over the first 

quarter of 2016 however, as a whole it would appear that the euro-area economy has maintained its momentum from the last quarter of 2015.  

Eurozone GDP expanded by 0.30% in Q4 2015 whilst unemployment declined to 10.30% in January 2016 which is the lowest it has been since August 2011.  

Alongside this economic data, Mario Draghi and the ECB also recently announced a further raft of monetary policy easing through more asset purchases and a 

further cut in deposit rates and the markets as a whole appear to have taken this decision favourably.  

However as mentioned, some countries have undoubtedly fared better than others and a number of concerns still clearly exist. BREXIT is of course a worry for 

many but so too is the political unrest in Spain, Greece creeping back into recession, as well as disappointing data out of Italy and ongoing concerns over the 

fiscal position in Portugal. It again shows how difficult monetary union is given the huge differences between the various Eurozone constituents.  

As the quarter drew to a close Europe tragically again witnessed terror atrocities in Brussels but as occurred in the aftermath of the Paris attacks it would appear 

that Europe remains as close as ever and fully united in this ongoing battle against terrorism.  

At McLaren Capital we once again retain our belief that the Eurozone offers opportunities for investors through 2016 and so we continue to see value for our 

clients in this vast trading region. We predict that volatility will remain in 2016 and that there are likely to be big differences in how the member states perform 

but crucially we believe that there are still plenty of quality companies within the region and therefore with the help of our experienced European Equity 

managers we see plenty of potential for the region as a whole in the remainder of 2016.  

 

Japan Japan Japan Japan     

The Japanese markets were one of the big success stories of 2015 however, as with their global counterparts, they have not been immune to the worldwide 

volatility in Q1 2016 and have suffered alongside the other markets. In line with this, some of the recently released economic data, including revised GDP and PMI 

forecasts, has also been disappointing whilst the Yen has continued to strengthen which in turn has hurt a lot of the country’s main exporters. The government’s 

target of 2% inflation has been pushed out to November but with a current rate of 0% few believe that the 2% rate is achievable in such a short period of time.  

Naturally all of the above means that analysts and commentators are analysing PM Abe’s Abernomics policies with ever closer scrutiny. Analysts, such as RSMR’s 

Graham O’Neill, believe that the government will most likely implement further QE in the coming months in an attempt to meet their goals but as has been the 

case in Europe, can continued stimuli achieve as much now as it has in the past, the jury is well and truly out on this and only time will tell how effective further 

stimulus will be. 
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It is not however all bad news as some of PM Abe’s policies do indeed appear to have had some form of success. Corporate governance is improving and the new 

pension fund index, the Nikkei 400, includes measures that mean that Japanese management can no longer afford to ignore the needs of outside investors which 

should only have a positive effect on the way in which some Japanese companies are run.  

The McLaren Capital investment committee continues to see potential in Japan and is therefore happy to maintain our clients’ exposure in their portfolios (via 

global equity funds). We would (as always) remind our clients though that investing in Japan has traditionally been a volatile experience and hence although we 

continue to see value, we also expect there to be ongoing volatility within the Japanese markets.  

Asia and Emerging MarketsAsia and Emerging MarketsAsia and Emerging MarketsAsia and Emerging Markets    

The influence of China on its sector counterparts has become an ongoing theme in all of our recent market update reports and unsurprisingly Q1 2016 has proven 

to be no different as the longstanding concerns about a ‘hard landing’ in China was undoubtedly one of the key factors in the ‘risk off’ market sentiment for the 

first half of the quarter.  

The ongoing debate now centres on how the transition in China, from a manufacturing to a services led economy, will play out over both the short and long term. 

As ever we speak to a number of analysts and fund management houses on a regular basis and some view the ongoing changes as largely positive (as the 

transition had to occur at some stage and hence there will be opportunities of a different kind in a ‘new China’) whilst others believe that China’s ability to deal 

with the transition remains the biggest threat to the global economy as a whole and hence are not as positive on China’s ongoing attractiveness.  

The big difference for these two huge sectors in Q1 2016 (when compared to much of 2015) has been the reversal of fortunes for the net oil / commodity 

exporters who have suffered for so long with the fluctuating price of oil and other commodities such as iron ore. The running theme in this report has been that 

the quarter can be (roughly) split into two halves and there is no doubt that the second half has been particularly kind to the likes of Brazil and Russia as 

commodities in general have rallied more strongly than many expected.  

In stark contrast, India released economic growth data in Q1 2016 that officially makes it the fastest growing major economy (growing at 7.3%) but investors 

remained relatively unimpressed and over the course of the quarter the MSCI India index actually reported a loss of 0.12% whilst MSCI Russia was up 18.69% and 

MSCI Brazil was up an even impressive 31.76%.  That said investors should still remain wary of commodity exporting economies as whilst the recent rally has 

been very well received, both the Brazilian and Russian markets were coming back from very low starting points when compared to the other two BRIC nations 

and hence perhaps only had one way to go.  

The general feeling of the McLaren Capital investment committee is a continued belief that both of these huge sectors remain worthy of our clients’ attention as 

crucially the long term story remains compelling in both sectors and it should not be underestimated how significantly these regions contribute to global GDP.  

However, as has already been alluded to, there is likely to be significant ongoing volatility in both Asia and Emerging Markets and as such any investment there 

needs to be viewed as a long time call rather than a short term opportunity. 
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Fixed Income Fixed Income Fixed Income Fixed Income     

Sovereign bonds have once again been the standout performers in Q1 2016 and given the fragile nature of the stock markets this was by and large to be expected. 

However this in turn has compressed bond yields even further and increases the McLaren Capital investment committee’s concerns over debt as an asset class in 

general. At one stage in the quarter German Bund yields fell to just 0.11% whilst in Japan 10 year JGB yields turned negative for the first time in their history.  

That said it would appear that interest rates across the globe are unlikely to rise quickly and so perhaps this gives the asset class further breathing space and 

pushes out the potential bursting of the now infamous ‘bond bubble’. Alongside this there are various bond managers who still maintain that there are a variety of 

opportunities open to them in the current fixed income markets but we would urge on the side of caution here. 

At McLaren Capital we retain the view from our recent updates that there is an ongoing global demand for fixed income and that the potentially delayed interest 

rate rises across the globe will aid this ongoing demand but we question whether the risk involved in some of these debt sub sectors is worth taking given 

potential rewards.  

We therefore continue to see value (be it now somewhat reduced) for the inclusion of debt instruments in both institutional and retail investors’ portfolios and 

hence we remain convinced that fixed income will continue to play an important role as an asset diversifier (via our multi asset managers) in the McLaren Capital 

portfolios.  

Property Property Property Property     

UK Commercial property has once again continued to tick over through the course of Q1 2016 and as a sector, ends the quarter firmly in positive territory and 

the McLaren Capital investment committee’s opinion of the sector has not changed since our last update.  

Through our ongoing contact with property analysts and property managers we continue to see potential for the sector in general throughout the course of 2016.  

That said, we would reiterate our thoughts from the last update in that we do believe that certain areas of the market have now become expensive and that 

returns going forward are more likely to be income rather than capital driven.  

We do therefore remain relatively bullish on the sector in general but slightly temper this view due to the longevity of the Bull Run that we have had over the past 

few years in UK commercial property.   

Absolute ReturnAbsolute ReturnAbsolute ReturnAbsolute Return    

The Absolute Return sector contains all manner of different investment strategies which take varying degrees of risk. There can be no doubt that the recent 

market volatility has made it harder to manage strategies which attempt to make global macro calls but we still believe that some of the lower risk strategies 

continue to offer strong diversification benefits within our clients’ portfolios so we are happy to retain our current exposure to the absolute return funds in the 

McLaren Capital portfolios.  
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CommoditiesCommoditiesCommoditiesCommodities    

After a terrible 2015 commodities in general have once again started where they left off and have had another highly volatile quarter. This time however the news 

has been generally more positive than during the course of the previous calendar year.  

The recent trials and tribulations of oil have been well documented but during the last quarter (Q1 2016) the oil price fell by over 20% at one stage and then 

rebounded to close to 10% up (so almost a 30% swing) which is huge when we consider historical data and naturally such a swing has also had a major impact on 

oil producer stock values around the globe. As we alluded to in the introduction of this report, a fluctuating oil price naturally has winners (net oil importers 

when the prices are low) and losers (net oil exporters) however, there is no doubt that the uncertainty in the sector led to further fragility in the global economic 

picture during the first half of Q1 2016. Investment demand for oil tends to move in the same direction as the global economy and the recent upheavals certainly 

lend further weight to this argument.  

Analysts from Schroders attribute part of the recent volatility in the oil price to the ongoing struggle to retain market share between all the main oil producers. 

However the announcement of Saudi Arabia’s agreement with Russia in February 2016 perhaps tells us that even the Saudis are now struggling with the costs of 

oil production as it is widely acknowledged that few (if indeed any) producers could survive long term with the price at or below $30. BP has acknowledged that 

its breakeven price is around $60 whilst a general estimate on US shale producers gives a figure in the region of $50. 

There have also been huge swings in a number of other commodities such as precious metals and iron ore.  Gold and silver have benefited from both the stock 

market weakness (i.e. they are seen as a safety net in a similar way to government bonds) and the general jump in commodity prices during the second half of the 

quarter whilst the price of iron ore has also recovered dramatically. 

Companies within the commodities industry such as Glencore and BHP Billiton have also seen a huge reversal in their fortunes over the past few months and in 

part they should take some credit for this given the vast scale of corporate restructuring that these industry giants have had to undertake.  

However as before, the McLaren Capital investment committee believes that it is still currently too risky a sector to expose our clients to directly (i.e. via a pure 

commodity / natural resources fund)  and hence we retain our previous neutral outlook. That said it would not surprise us if we started to see some of the fund 

managers that we use start to dip their toes back into this much unloved sector.  

Conclusion Conclusion Conclusion Conclusion     

Q1 2016 has witnessed a higher degree of volatility than the McLaren Capital investment committee perhaps expected given how 2015 finished. As this report has 

already covered, the ongoing struggles in China, the price of oil / commodities and the continuing debate over the effectiveness of US monetary policy all weighed 

heavily on investor sentiment in the first half of Q1 and there was a general feeling of risk being well and truly off the radar for many investors. 
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As we have often reported ‘time in the markets’ is crucial and lo and behold the global markets subsequently witnessed a turnaround and on the whole rallied 

back strongly for the remainder of the quarter.  However. just as Q1 has ended investors awoke to the news of S&P downgrading China’s credit rating alongside 

other weak economic data from Japan and the ongoing merry go round that is the commodity markets and hence investor sentiment remains fragile at best. 

As we think about the next 6 months or so, it is impossible to look past the European referendum at home and the potential implications for both the UK and the 

EU, whether the result is a yes or a no. Alongside this investors and analysts will no doubt continue to scrutinise data coming from China in particular and this in 

turn is likely to have a significant ongoing impact on oil and commodity prices in general. 

In the US the actions of Janet Yellen and the FED will be followed closely whilst simmering away in the background (before it becomes the main event later in the 

year) is the race for the US presidency and it is clear that certain candidates could cause far deeper issues than others if he / she was to be elected! 

In line with all of this we will, as ever, be monitoring global economic developments carefully to ensure that our clients’ portfolios remain invested in suitable fund 

selections and asset allocations that match both their investment objectives and their attitudes to investment risk.  
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IMPORTANT NOTES 

This market overview contains the opinions of the McLaren Capital IMC and a variety of external analysts. The report does not represent a recommendation of any particular 
sectors or products. The information contained in the report is for information only and should not be considered investment advice. And the information within the report has 
been obtained from sources which although we believe to be reliable cannot be guaranteed. This is not a promotion of McLaren Capital’s services. 

The information in this market report is provided in good faith, and whilst every care has been taken in its preparation, no responsibility is accepted for any errors or omissions 
which, despite all precautions, it may contain. The investment consulting services referred to may not be suitable for all investors. The information in this report is limited to 
general information and does not constitute individual investment advice. Should you wish to discuss your specific financial circumstances, please contact us at 
info@mclarencapital.co.uk.  

Certain products and services mentioned in this report are subject to the legal requirements and regulations of the relevant jurisdiction. This report is not intended to solicit an 
offer to buy or sell investments in any jurisdiction (including without limitation the United States of America).  

This report is provided on an "as is" and "as available" basis. McLaren Capital makes no representations or warranties of any kind, whether express or implied. By using this report, 
you assume any and all risks that this report and any content in it may be incomplete, inaccurate, out of date or not meet your requirements. In no circumstances whatsoever can 
McLaren Capital be liable for any direct, indirect, punitive, incidental, special or consequential damages arising out of or in any way connected with the use of this report or any 
information that it contains.  

Please do not reproduce wholly or in part, distribute or publish this document without the consent of McLaren Capital. 
 
 
 


