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Volatility 
becomes the 
new norm.

• Significant structural changes are needed for calmer 
markets and stronger growth. 

• Monetary policymakers have aggressively aided 
economies, but lawmakers and the private sector must 
also assist with reforms.

• In the meantime, investors should get used to volatility 
and can utilise core bond portfolios to mitigate risk.

Although markets were volatile in the 
first quarter, many ended about flat. 
Over the period and today, monetary 
authorities in the major economies have 
been utilising many tools, including 
asset purchases and negative interest 
rates, to help provide their economies 
with some traction. Preventing a broad 
downturn may not be easy, so investors 
should be ready for more ups and downs. 

The global economy remains fragile, and 
even with its lacklustre growth, the US 
economy remains among the strongest. 
But the US alone cannot lift the global 
economy. Monetary policymakers in 
the US and other developed economies 

have been buying time for governments 
and companies to make necessary 
structural reforms that should lead to 
long-term growth and wealth creation. 
But like all difficult choices, these will 
come slowly and probably in fits and 
starts. Against that economic and 
political backdrop, financial market 
turbulence is likely to continue beyond 
the first quarter. Investors will be 
better served by acknowledging that 
financial markets will continue to see 
periods of elevated volatility and make 
investment choices that can navigate 
this environment, including the use of 
core bond portfolios to mitigate risk in 
broader portfolios.

In this issue: 

• How to deal with the new 
normal of market volatility
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A not-so-sleepy quarter 
Another factor to keep in mind as a 
byproduct of the volatility is that relative 
valuations among asset classes can shift 
rapidly. For instance, in the first quarter 
of the year, the Japanese equity market 
was 12.5% lower in local currency terms, 
emerging market equities rebounded, 

interest rates in many economies 
continued to trend lower, and the US 
dollar lost some ground relative to the 
yen, euro and some emerging market 
currencies. Commodities had a bit 
of a bounce, which is consistent with 
what you might expect given their 
relationship with the US dollar.

Developed economies face challenges  
The US is entering its seventh year of 
economic recovery. While household 
balance sheets have recovered, 
government and corporate balance 
sheets are carrying higher levels of 
debt. The labour market recovery has 
continued, but wage increases remain 
moderate. Earnings growth has slowed, 
which has dissuaded managements from 
adding capacity. The risks of an external 
shock to the US economy persist.

In Europe, bank regulators are focused 
on restoring the financial system back 
to a healthy state. However, rebuilding 
capital ratios and writing off bad debts 
have not been able to grow lending. 
Regulatory rigidities still impede 
the efficient use of labour in large 
economies such as France and Italy. The 
debt burden for European governments 
collectively remains quite high. The net 
result is that both structural and cyclical 
issues are contributing to low levels of 
nominal growth.

In Japan, progress on Prime Minister 
Shinzo Abe’s “third arrow” of economic 
reform has been slow. Inflation remains 
well below the Bank of Japan’s 2.0% 
target, and recent wage gains have 

been disappointing. The strength 
of the yen is putting pressure on 
corporate earnings. The stock market 
also continues to inversely track yen 
movements, leading to falling share 
prices in the face of yen strength.

China’s importance 
In China, a recent bond default by 
Dongbei Special Steel Group is 
indicative of the challenges facing state-
owned enterprises. Heavy debt loads 
and overcapacity in many industries 
such as steel and cement are going to 
present a real challenge to the banking 
system in the near to intermediate term. 
China’s gross domestic product remains 
dominated by manufacturing, and the 
transition to a more balanced economy 
is likely to be uneven and take time. 
Meanwhile, many commodity-oriented 
emerging economies must restructure 
in the context of inadequate and volatile 
political conditions.

The use of monetary policy tools by 
large developed markets like the US, 
Europe and Japan won’t be enough to 
kick-start economic growth. Lawmakers 
and corporations must also implement 
reforms. In the meantime, volatility will 
likely be the norm.
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“The use of monetary policy 
tools by large developed 
markets like the US, Europe  
and Japan won’t be enough to 
kick-start economic growth.”
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Volatility spiked in the first quarter  
of 2016 

VIX measures the implied volatility of S&P 500 index options
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Markets at a glance (as at 30 April 2016)

US Treasury yields (%) Month 
end1

Quarter 
end2

Year 
end3

3-Month 0.22 0.21 0.16
2-Year 0.77 0.73 1.06
5-Year 1.28 1.21 1.76
10-Year 1.83 1.78 2.27
30-Year 2.66 2.61 3.01
2- to 10-Year Spread (bps) 106 105 121
2- to 30-Year Spread (bps) 189 188 195

US Treasury yield curve (%)
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Spreads (bps) Month 
end1

Quarter 
end2

Year 
end3

Barclays US Corporate 146 163 165
Barclays US High Yield Corporate 577 656 660
JPM EMBIG Diversified (IG) 238 253 271
JPM EMBIG Diversified (HY) 598 621 627
JPM EMBIG Diversified 388 406 409
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Sources: Datastream, Federal Reserve, Barclays, RIMES 
1. Month-end: 30 April 2016
2. Quarter-end: 31 March 2016
3. Year-end: 31 December 2015
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Yields (%) Month 
end1

Quarter 
end2

Year 
end3

UK 10-year Government Bond  1.60  1.42  1.96
Germany 10-year Government Bond  0.28  0.16  0.63
Japan 10-year Government Bond  –0.07  –0.04  0.25
Barclays US Corporate  3.07  3.21  3.67

Exchange rates (% change vs. USD)4 1 
month

3 
months

 
YTD

British pound  1.92  3.27  –0.61
Swiss franc  –0.09  6.90  4.43
Euro  0.51  5.85  5.44
Japanese yen  5.05  13.15  12.43

Fixed-income index returns4 1 
month

3 
months

 
YTD

Barclays US Aggregate  0.38  2.02  3.43
Barclays Global Aggregate  1.33  6.39  7.31
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All information as at 30 April 2016 unless otherwise stated. This communication is strictly for the confidential use of the recipient, solely for the purpose for 
which it is provided, and may not be disclosed or circulated to, or relied upon by third parties. Past results are not predictive of future results.

This information is neither an offer nor a solicitation to buy or sell any securities or to provide any investment service. Statements attributed to an 
individual represent the opinions of that individual as of the date published and may not necessarily reflect the view of Capital Group or its affiliates. While 
Capital Group uses reasonable efforts to obtain information from sources which it believes to be reliable, Capital Group makes no representation or 
warranty as to the accuracy, reliability or completeness of the information. The information provided in this communication is of a general nature and does 
not take into account your objectives, financial situation or needs. Before acting on any of the information you should consider its appropriateness, having 
regard to your own objectives, financial situation and needs.

This communication has been prepared by Capital International, Inc., a member of Capital Group, a company incorporated in California, United States of 
America. The liability of members is limited.

In Australia, this communication is issued by Capital Group Investment Management Limited (ACN 164 174 501 AFSL No. 443 118), a member of Capital 
Group, located at Level 18, 56 Pitt Street, Sydney NSW 2000 Australia.

All Capital Group trademarks are owned by The Capital Group Companies, Inc. or an affiliated company in the US, Australia and other countries. All other 
company and product names mentioned are the trademarks or registered trademarks of their respective companies.

© 2016 Capital Group. All rights reserved. CR-288755 ASIA

Sources: Barclays, Datastream, Federal Reserve, RIMES
1. Month-end: 30 April 2016
2. Quarter-end: 31 March 2016
3. Year-end: 31 December 2015
4. As at 30 April 2016
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