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Source: Thomson Reuters Datastream, BlackRock Investment Institute. 3 June 2016.
*Total return in sterling except currencies, gold and copper which are spot returns. Government bonds are 10-year benchmark issues.
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Sterling Returns
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U.S. ISM Prices Index and Consumer Price 
Inflation, 2006-2016 

Deflation no longer an imminent risk

BlackRock Investment Institute, Institute for Supply Management and Markit, May 2016.
Notes: The lines show purchasing managers' index levels. A value above 50 indicates expansion, while 
below 50 indicates contraction.

Global Manufacturing Activity, 2010-2016

Manufacturing bottoming 
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Sources: BlackRock Investment Institute, Institute for Supply Management (ISM) and Bureau of 
Labor Statistics, May 2016.
Notes: Notes: The ISM Prices Index is based on a national survey of purchasing managers reporting 
whether their organizations are paying more or less for products and services. A value above 50 
indicates more respondents are reporting increased prices. The series shown is an average of the 
manufacturing and non-manufacturing indexes.
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Low growth, but no recession
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Sources: BlackRock Investment Institute, MSCI and Thomson Reuters, May 2016. Notes: Global 
equities are based on the MSCI All-Country World index. Earnings growth is based on aggregate12-
month forward earnings forecasts. Multiple expansion is represented by the share of return not 
explained by earnings growth or dividends. The 2016 returns are for the first quarter only. 

Global Equity Returns by Source, 1995-2016

Equity returns have borrowed from 
the future

Sources: BlackRock Investment Institute, J.P. Morgan and Thomson Reuters, May 2016.

Negative rates driven down expected 
returns
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Low returns ahead
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Policy divergence has been material…

Two-Year Government Bond Yields, 2013-2016

BlackRock Investment Institute and Thomson Reuters, May 2016. The chart shows the DXY 
Dollar Index. The lines have been rebased to 100 at 1 January 2014.

…but is now waning – shown by easing 
of dollar strength
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Sources: BlackRock Investment Institute and Thomson Reuters, May 2016.
Notes: QE stands for quantitative easing. BoJ stands for Bank of Japan. ECB stands for European 
Central Bank. 

Divergence is slowing

FOR PROFESSIONAL CLIENTS ONLY       UKRSM-0126



6

Many EM currencies have potential to 
rebound in a more favourable dollar 
environment

BlackRock Investment Institute, People's Bank of China and Thomson Reuters, May 
2016.

Devaluations fears diminished, but 
watch reserves

Chinese Foreign Exchange Reserves, 2006-2016

0

1

2

3

4

-100

-50

0

50

100

2006 2008 2010 2012 2014 2016

T
o

ta
l 
(T

ri
ll

io
n

s
)

C
h

a
n

g
e
 (

B
il

li
o

n
s
)

Monthly Change Total Reserves

-100% -75% -50% -25% 0%

Ruble

Real

Rand

Lira

Peso

Rupiah

Zloty

Rupee

Won

Since 2013 Asia Crisis

BlackRock Investment Institute and Thomson Reuters, May 2016.
The chart shows the peak-to-trough decline in currency value versus the U.S. dollar 
during the Asia crisis (1996-2000), compared with the decline from the peak value 
since the start of 2013 to today.

Perhaps EM risk is overestimated
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BlackRock Investment Institute and Thomson Reuters, May 2016.

ECB will continue to drive compression

10-Year Government Bond Yields, 2015-2016

BlackRock Investment Institute and Morgan Stanley, March 2016.
Notes: The chart shows gross issuance of government bonds, minus central bank purchases and 
redemptions. 2016 is a Morgan Stanley forecast.

Bond market set to shrink further in 
2016

DM Net Government Bond Issuance after 
Central Bank Purchases 1996 - 2016
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Sources: BlackRock Investment Institute and Thomson Reuters, May 2016. The chart shows the 
ratios of net debt to 12-month forward EBITDA for U.S. and Eurozone Datastream Total Market Index 
excluding financials. The ratios are rebased to 100 at the start of 2006. 

Leverage rising

Sources: BlackRock Investment Institute, Thomson Reuters, Bank of America Merrill Lynch, J.P. Morgan and 
MSCI, May 2016. Cash is based on one-month interbank rates. Corporate bonds are based on Bank of 
America Merrill Lynch index yields; U.S. dollar emerging debt is based on the J.P. Morgan EMBI; local 
emerging market debt is based on the J.P. Morgan GBI-EM. The equity earnings yield is based on the inverse 
of the 12-month forward P/E ratio for MSCI indexes.

Attractive credit
Net Debt to EBITDA for U.S. and Eurozone Equities, 2006-2016Selected Asset Yields: Current vs Pre-Crisis
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Credit: You are being paid to take credit risk

FOR PROFESSIONAL CLIENTS ONLY       UKRSM-0126



9

90

95

100

105

110

115

2002 2004 2006 2008 2010 2012 2014 2016
In

d
e
x

U.S. Europe

-1

0

1

2

3

4

5

6

Y
ie

ld
 (

%
)

Equity Dividend Yield

10-Year Government Bond Yield

BlackRock Investment Institute and MSCI, May 2016. The lines show the MSCI value indexes 
divided by their respective total market indexes, rebased to 100 as of January 2002. For example, 
the blue line shows the MSCI Europe Value Index relative to the MSCI Europe Index.

Rediscovering value

Sources: BlackRock Investment Institute, MSCI and Thomson Reuters, May 2016.

Chart shows largest 8 developed equity markets based on MSCI market capitalization.

The case for equities

Equity Dividend Yield vs. Government Bond Yields. Value Equities Relative to Overall Market, 
2014-2016

Equities: There is some value here
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Leave Remain

Winners
US $
Safe haven bonds
UK large cap (RV)

£
UK real estate
Risk assets

Losers
£

UK real estate

Risk assets

Gilts

GBP and the probability of Brexit 
based on betting odds 

� June 23rd: - Binding vote, first past the post

� Core issues

• Sovereignty/Migration 

• Economy/Jobs 

� Voters undecided. Betting markets favour 

remain

� Potential political, economic and market impact 

well beyond UK

Sources: BlackRock Investment Institute, Bank of England, Predictit, PredictWise and Pvit, 
May 2016.
Notes: Trade-weighted sterling index - rebased to 100 at start of April 2016.  Brexit betting 
odds based on three exchange-traded markets that trade on the outcome of events such as 
Brexit.
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Policy divergence continues to be a theme

Now is a good time to put hedges in portfolios: Sovereign debt, inflation 
linked bonds, gold, FX

Summary
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Be cautious in the short-term

Equities beta preferred to bonds; prefer dividend growth and quality



Important Information

This material is for distribution to Professional Clients (as defined by the FCA Rules) and Qualified Investors only and should not be relied upon by any other persons.

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. 
Tel: 020 7743 3000. Registered in England No. 2020394. For your protection telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) 
Limited.

Past performance is not a guide to current or future performance. The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get back 
the amount originally invested. Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. Fluctuation may be particularly marked in 
the case of a higher volatility fund and the value of an investment may fall suddenly and substantially. Levels and basis of taxation may change from time to time.

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only incidentally. 
The views expressed do not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock Group or any 
part thereof and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and has not been prepared in connection with any 
such offer.

© 2016 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD ON BLACKROCK, SO WHAT DO I DO WITH MY MONEY and the stylized i logo 
are registered and unregistered trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.
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