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March 2016: It was a good month for equity markets 
across the globe with most indices ending on a 
positive note. The S&P 500 gained 6.6%, the Eurostoxx 
was up 2.01%, while the Dax added 4.95% and the 
Nikkei increased by 4.57%. The big gainer this month 
though is the MSCI emerging index skyrocketing 
by an impressive 13.03%. We have been advocates 
of the Emerging space since January allocating an 
overweight bias in our investment models that is 
now paying off nicely.

On the interest rates side, yields on the US 10 year 
stayed in check practically unchanged over the month 
at 1.76%, similarly the German Bund counterpart 
ended the month at 0.15%. 

Energy markets performed well in March as we saw 
crude oil prices stabilize and rebound by 13.6% 
signalling that concerns of over-supply are starting 
to dissipate.

The US dollar was the big loser this month; negative 
3.62% for the DXY as a very Dovish Fed Chair Yellen 
testimony decreased hopes once again of rate hikes 
any time soon. The bigger contributors to the decline 
in the US dollar were emerging market currencies 
and the Euro.

Fast and Furious 

In today’s world markets are moving in one month 
the equivalent of years’ worth compared to less 
recent times, the pendulum switches with such speed 
that we believe it is worth exploring the causes and 
consequences of such behaviour.

The ease of acquiring information and the speed 
at which we receive news and data have both been 
contributing factors. Automated trading systems, 
quantitative strategies, active robot advisors are also 
at fault, as not only do they push markets swiftly, 
but they also tend to move along the same direction 
causing over - and under - shooting in asset prices.  
These extreme movements pose both an opportunity 
and a risk. If we go back to when oil prices were 
trading in the high 20s and the consensus trade was 
short oil, on many days price movement was around 
5% drop or more. Fast-forward to today, and the 
market rebounded by almost 50% in such a short 
amount of time with little change to the demand 
and supply balance. For the reasons cited above 
the price of one barrel of oil went well below its 
‘fair’ value driven by momentum sellers and other 
machinery. Prices normalized after the selling had 
exhausted and the asset rebounded sharply in a short 
time frame. The opportunity then exists for investors 
with long breath and a strong heart that withstand 
market volatility; as for the risk, being caught too 
early against the market can inflict some short-term 
pain to the positions. 
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Investment conclusion

Following the rally in oil prices and emerging markets 
we are hedging our positions in the Energy industry 
and the Brazilian stock market. The move entails 
taking partial profits, so we opt to de-risk using 
derivatives to protect our investors from the market 
swings. In the developed space where we also saw 
decent profits realized in some tactical positions 

we hold, we are looking at liquidating a small part, 
moving to cash and waiting for new opportunities to 
arise. We think some valuations are fully priced and 
expect a pullback in the richer valued indexes such as 
the S&P and Eurostoxx.
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In this fast-paced and changing environment active 
management is essential to make the most of the 
market inefficiencies.

Consider also the emerging markets rally, from the 
least favourite asset class to the market darling in the 
blink of an eye: what fundamental changes occurred 
in such a short amount of time? The answer is not 
much, it was simply a shift in momentum where the 
psychology of the market swung from pessimism to 
optimism, automated trades got triggered, funds 

poured in money, and retail investors chased the 
curve. The result was a big rally, a return we would 
normally be happy with over the course of a whole 
year. The market had long been oversold, but as a 
word of caution getting in too early would have 
penalized returns for an extended period of time, 
since a good sense of market judgement and timing 
is essential to capture these opportunities.


