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Schroders  
Quarterly markets review 
 

Overview of markets in Q2 2014 
 

Highlights: 

 Global equities made gains in the second quarter, supported by ongoing accommodative monetary policy 
from central banks. Geopolitical tensions were in focus amid an escalation of conflict in Iraq, which pushed 
oil prices higher.  
 

 In the US, the S&P 500 had a strong quarter. GDP growth for the first quarter disappointed but data 
releases pointed towards a more encouraging picture for the second quarter.   

 

 Eurozone equities were supported by the European Central Bank’s announcement of measures to 
stimulate growth and fend off the risk of deflation. The measures included a cut to interest rates and the 
introduction of a negative deposit rate.  

 

 UK equities edged higher though markets were unsettled by suggestions that an interest rate rise could 
happen sooner than expected. In Japan, macroeconomic data was mixed following the increase in the 
consumption tax.  

 
 Emerging markets outperformed developed market peers. Emerging Asia was the strongest region led by 

gains in India. There was optimism about the country’s growth and reform prospects following the election 
victory of Narendra Modi.   

 
 

US  
In the US, the S&P 500 had a strong quarter and returned 5.2%. Data releases generally pointed to an 
improvement in economic growth in the second quarter, following a disappointing first quarter where GDP 
contracted by an annualised 2.9%. The authorities appear positive on the outlook for the US economy and 
relatively unconcerned about inflationary pressures. US consumer price inflation for May rose to 2.1% year on 
year. The Federal Reserve (Fed) cut its 2014 US GDP forecast to 2.1%-2.3% from 2.8%-3.0% due to the 
harsh winter weather that affected first quarter growth but this still implies strong progress for the remainder of 
the year. The International Monetary Fund cut its US GDP growth estimate to 2.0% from 2.8%.  

The Fed continued on its taper track, reducing its monthly bond purchase programme by a further $10 billion 
each month over the quarter. Fed chair Janet Yellen said the US economy was on the mend but she added 
that jobs growth has not yet recovered. The unemployment rate was 6.3% in May, unchanged from April’s 
level. The US housing market appeared to pick up over the quarter after the weather-related weakness during 
the winter. Existing home sales rose 4.9% month on month in May while new home sales rose 18.6%. The 
Conference Board’s consumer confidence index reached 85.2 in May, representing the highest level since 
January 2008.  

On a sector basis, the best returns in the second quarter came from energy as shares were boosted by the 
higher oil price. Financials were the main laggards but still posted a positive return.  
 

Eurozone  

Eurozone equities registered positive returns in the second quarter. Equities were supported by expectations 
that the European Central Bank (ECB) would take steps to ease monetary policy in order to stimulate growth 
and fend off the spectre of deflation. Action from the central bank was forthcoming in early June. The ECB 
announced a range of measures, including cutting its benchmark interest rate to 0.15% from 0.25%, 
introducing a negative deposit rate, and announcing cheap four-year loans (targeted long-term refinancing 
operations) designed to boost lending to small businesses. ECB president Mario Draghi added that further 
stimulus could be considered if inflation were to remain at current ultra-low levels. Inflation in the single 
currency area was just 0.5% in both May and June.  
 
Eurozone GDP growth for the first quarter was below expectations at 0.2%. Germany led the way with a 
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growth rate of 0.8% while France saw no growth and the Italian economy contracted by 0.1%. The eurozone 
composite purchasing managers’ index (PMI) hit a 35-month high of 54.0 in April but eased back to 53.5 in 
May and 52.8 in June, indicating a slowdown in growth over the quarter. Sovereign bond yields in peripheral 
Europe continued to fall, narrowing the spread to German bonds. Greece made a successful return to the 
bond markets after a four-year absence. Portugal exited its bailout programme without the need for a 
precautionary credit line.   
 
The Italian market was one of the weaker performers following the disappointing GDP data. However, this 
came after a strong performance from Italian equities in the first quarter. Prime Minister Matteo Renzi’s 
Democratic Party secured victory in the European elections, indicating support for his reform agenda. 
Elsewhere, Spain delivered strong returns for the quarter. In terms of market sectors, energy was the top 
performer for the quarter, followed by telecommunications and utilities. Financials and industrials were the 
weakest sectors.  
 
 

UK  
After a positive two months the FTSE All-Share index fell 1.3% in June, although despite this it still managed 

to move 2.2% higher over the second quarter (Q2) in aggregate. At the halfway mark in 2014 the market has 

returned 1.6%. 

Geopolitical risk was the focus for most of June. The ISIS incursion in Iraq raised concerns over disruption in 

the crude oil supply. This added to nervousness in global markets and saw the oil and gas sector as the 

largest contributor in Q2 as it benefited from rising crude oil prices. The healthcare sector also made a 

significant positive contribution – largely as a result of takeover activity.  More broadly, there has been a glut of 

large transatlantic deals proposed by US companies: Pfizer's failed attempt to buy AstraZeneca and Abbvie’s 

advance towards Shire are two such cases in the healthcare sector alone. The performance of the FTSE 250 

has been particularly challenging (-2.4% in the Q2) with interest rate sensitive sectors such as retailers and 

house builders performing poorly. The strength of sterling has continued to impact the profits of many UK 

companies with international exposure, and as a result the industrials sector was a laggard.  

The UK economy continues to perform strongly, driven by growth in household spending and, more recently, 

business investment. The pick-up in household spending is reflected by the latest GfK consumer confidence 

survey, which in May reached levels not seen since 2005. Data released in June showed that unemployment 

continues to move in the right direction – the unemployment rate fell to 6.6%.  

Despite improving economic growth, consensus expectations for the Bank of England’s (BoE) first interest rate 

hike from the current record lows remain in 2015 as a result of ongoing benign inflation. Indeed, inflation (as 

measured by the CPI), fell to 1.5% in May; its lowest level in four-and-a-half years. It marks the sixth 

consecutive month that inflation has been below the BoE’s 2% target. Governor Mark Carney’s Mansion 

House speech did unsettle the markets somewhat, as he warned there is a risk that interest rates may have to 

rise sooner than the market currently expects. However, it is likely that the BoE will express caution against a 

rapid rise in rates given the levels of debt held by the private sector and the sharp increase in sterling. June’s 

report on the housing market from the Financial Policy Committee addressed evidence that less prudent 

lending standards were reaching pre-crisis peaks. Mortgage lenders are now advised to test affordability of 

mortgages assuming interest rates at 3%.  

 
Japan  
The Japanese stock market fell in April before racking up two consecutive months of gains to end the second 

quarter up 5.1%. However, the Japanese yen weakened slightly against sterling to reduce the return to a 

sterling-based investor to 4.2%.  

The equity market was led up by chemicals, construction, electric appliances, machinery, and transportation 

equipment while only three sectors actually declined over the quarter – marine transportation, pulp & paper 

and rubber products (primarily tyres for automobiles). However, textiles & apparels and metal products also 

significantly lagged the overall market. 

Economic data continued to be mixed following April’s sales tax hike from 5% to 8%. The latest inflation data 

in June were positive, but there were also some clear signs that this will be the peak for the next few months 

and the headline level of inflation will decline slightly from here. Historic labour data was also strong but, again, 

forward-looking survey data suggests some weaker numbers will be seen in coming months. In terms of last 

month’s data, weaker-than-expected industrial production provided perhaps the greatest surprise among the 
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historic data points. Overall, however, hard economic data do not yet show any significant deviation from the 

Bank of Japan’s road map for the next year or two.  

Attention late in the period was also focused on the announcement of further details of Prime Minister Abe’s 

ongoing ‘growth strategies’. Although the actual speech revealed nothing new, expectations had been 

managed better this time and, in the event, investors showed no particular reaction. One interesting feature is 

the cut in corporate tax which, although not yet finally decided, does seem to have become a central plank of 

Mr Abe’s strategy. While it is not clear that cutting corporation tax strictly qualifies as a growth strategy, it is 

interesting that Mr Abe has been able to pursue any tax-cutting agenda so soon after raising the consumption 

tax. 

 
Asia (ex Japan)  
Asia ex Japan equities delivered robust positive returns in the second quarter as an improving outlook for the 

US economy, despite a harsh winter, and the unveiling of ‘mini stimulus’ measures by China helped boost 

investor sentiment in the region. Chinese equities posted strong gains over the quarter on the back of 

concerted actions by authorities to boost growth in the world’s second-largest economy. Among a series of 

‘mini stimulus’ measures, the government decided to increase the investment target for railways from RMB 

700 billion to RMB 800 billion while the central bank cut the reserve requirement ratios for county-level rural 

banks. Economic data slowly improved over the quarter, culminating in the widely-watched HSBC 

manufacturing PMI reaching a four-month high in May of 49.4, and suggesting Premier Li Keqiang’s official 

growth target of 7.5% this year will be met.  

Hong Kong equities also gained on the back of a solid reporting season for its major blue-chips and the 

unveiling of a cross-border trading scheme, which will allow international investors to buy selected stocks 

listed in China via Hong Kong, subject to a quota, and vice versa. Meanwhile, in Taiwan equities posted some 

of the best returns in the region as technology companies based on the island prepare for a spate of orders in 

anticipation of product launches by global consumer electronics brands in the third and fourth quarters. Fellow 

heavyweight exporter Korea also saw robust returns as foreign investors took advantage of low valuations and 

a strong won to buy into the market. 

In Southeast Asia, the Philippines racked up impressive gains. Strong economic growth – expected to top 6% 

for a third consecutive year in 2014 – was also rewarded with a credit ratings upgrade from Standard & Poor’s. 

Thailand saw positive returns despite a coup by the army. Investors took this as a sign of clarity and stability 

amidst a political impasse that had threatened to derail the economy. Indonesia finished flat for the period as 

increasing uncertainty over the outcome of its presidential election, due 9 July, left investors cautious. Yet 

again, as in April and May, the region’s clear winner over the second quarter was India, where the market 

surged as BJP candidate Narendra Modi won the country’s general election. Securing a convincing majority of 

282 seats in the 543-seat parliament, Mr Modi’s victory has boosted hopes of the country avoiding the 

notorious gridlock of Indian politics and implementing much-needed reforms to spur growth.  

 

Emerging markets  
Emerging markets rebounded over the quarter and the MSCI Emerging Markets (EM) index outperformed the 

MSCI World index. Emerging Asia was the strongest region led by gains in India. Optimism about the country’s 

growth and reform prospects following the decisive electoral victory of Narendra Modi boosted the 

stockmarket. China, however, lagged its peers, although not by a large margin. Economic data gradually 

improved over the quarter and authorities implemented some policy changes to support the economy including 

select reserve requirement ratio cuts and increased infrastructure investment.  

The Latin American markets performed well. Peru was the strongest market as index heavyweight Credicorp 

gained on robust first quarter earnings results while Colombia outperformed amid signs that growth is picking 

up – first quarter GDP growth came in better than expected at 6.4% year on year. In Brazil, ongoing political 

optimism about a potential change in government ahead of October’s presidential elections continued to drive 

market gains. The benign global liquidity environment was also supportive.  

On the whole, the emerging EMEA markets performed worse than other emerging markets. The biggest 

detractors over the quarter were Qatar, the UAE and Greece. The Middle Eastern markets both 

underperformed following very strong performance in the run-up to their inclusion in the MSCI EM index (which 

took place at the end of May). Both have also been negatively affected by increased tensions in Iraq and a 

sharp selloff in Arabtec, an UAE construction company. Greece was the region’s biggest laggard. The market 

saw a significant sell-off mid-May due to indigestion from the banks’ raising of over €8 billion in fresh capital, a 

rise in peripheral debt spreads and political uncertainty ahead of European and local elections. On the positive 
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side, tensions regarding the Ukraine appear to have eased somewhat for now, which resulted in strong 

performance from the Russian market in May and June.  

Global bonds  
In the second quarter of 2014, global bond markets built upon gains made in the first three months of the year. 
Data broadly improved, and central banks reinforced their commitment to accommodative monetary policy. 
Credit indices advanced, and government bond yields remained low.  The key geopolitical concerns of Q1 – of 
a crisis in Ukraine and China’s slowing growth – also abated slightly. However, by the end of the quarter, 
expectations of a rate hike in the US and UK had built considerably. 

UK and US unemployment levels continued to fall in Q2. Meanwhile faltering growth in China is showing signs 
of stabilisation following May’s ‘mini-stimulus’ package, and negative sentiment has faded slightly. 

Treasury and gilt yields fell during the quarter, although there was a spike in early June as expectations of a 
rate rise increased. The 10-year Treasury rate slipped from 2.72% to 2.53%, and the equivalent gilt moved 
from 2.74%% to 2.67%. The ECB decision in early June to introduce further policy accommodation pushed the 
German 10-year rate to a 13 month low, falling as it did by 32 bps to 1.25%.  

In credit markets, investment grade credit was outperformed by high yield debt over the three months, 
returning 2.61% against the high yield equivalent index of 2.92%.  US dollar credit indices outstripped sterling 
and euro equivalents, though total returns across the three denominations was relatively evenly spread. 

 
 
 
Overview: total returns (%) – to end of Q2 2014 

 3  months 12 months  

Equities  EUR USD GBP EUR USD GBP 

MSCI World     5.76 5.05 2.43 18.40 24.71 10.63 

MSCI World Value   5.85 5.15 2.52 18.45 24.76 10.67 

MSCI World Growth   5.66 4.96     2.34 18.36 24.67 10.59 

MSCI World Smaller Companies   4.15 3.46 0.87 21.42 27.89 13.45 

MSCI Emerging Markets 7.42 6.71     4.04      8.88 14.68 1.73 

MSCI AC Asia ex Japan 8.02 7.30     4.62    10.77 16.67 3.49 

S&P500 5.94 5.23     2.61 18.30 24.61 10.53 

MSCI EMU 3.31 2.62 0.06 27.71 34.51 19.32 

FTSE Europe ex UK 3.35 2.66 0.10 24.57 31.20 16.38 

FTSE All-Share  5.56 4.85     2.24 21.07 27.52 13.12 

TOPIX*  7.60  6.89     4.22  5.73 11.36 -1.22 

 3  month 12 months 

Government bonds  EUR USD GBP EUR USD GBP 

JPM GBI US All Mats  2.27 1.59 -0.94 -2.84  2.34 -9.22 

JPM GBI UK All Mats  4.41 3.72  1.13  9.74  15.59  2.53 

JPM GBI Japan All Mats**  3.15  2.47     -0.09 -3.94 1.18 -10.25 

JPM GBI Germany All Mats  2.27 1.59  -0.95  4.30 9.85 -2.56 

Corporate bonds  EUR USD GBP EUR USD GBP 

BofA ML Global Broad Market Corporate  3.51 2.82  0.26 4.14 9.69 -2.70 

BofA ML US Corporate Master  3.57 2.89  0.32 2.54      8.01 -4.19 

BofA ML EMU Corporate ex T1 (5-10Y) 3.61 2.92  0.35 10.32 16.20 3.07 

BofA ML £ Non-Gilts  5.46 4.76  2.15     14.43 20.53 6.92 

Non-investment grade bonds  EUR USD GBP EUR USD GBP 

BofA ML Global High Yield  3.59 2.90  0.33 7.91 13.66 0.82 

BofA ML Euro High Yield  2.27 1.59 -0.95 13.56 19.62 6.10 

Source: DataStream. Local currency returns in Q2 2014 *5.14% **0.80% 
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