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Schroders 
Quarterly markets review 
Overview of markets in Q3 2014 
Highlights: 

– Global equities delivered negative returns in US dollar terms as geopolitical tensions rose. Unrest in the 
Middle East weighed on investor sentiment, as did the volatile situation in Ukraine. At the same time, data 
from Europe and China pointed to faltering economic growth.  

– The S&P 500 posted a positive return. Macroeconomic data remained supportive with Q2 GDP growth 
revised upwards. Merger & acquisition activity continued to lift equities.  

– Eurozone equities were negatively affected by weaker economic data. Worries over the impact of 
sanctions on Russia and the health of one of Portugal’s banks also weighed on sentiment. 

– Japan registered positive returns, as corporate earnings were generally strong and exporters benefited 
from the weaker yen. 

– Emerging markets lagged developed markets. Brazilian equities were weak with sentiment driven by the 
forthcoming presidential election. Russian shares came under pressure due to the situation in Ukraine and 
consequent sanctions imposed by the West.   

US  

US equities remained in positive territory with the S&P 500 returning 1.1%. Gains in the health care and IT 
sectors – which were buoyed by merger & acquisition activity and a resurgent US consumer respectively – 
helped to offset losses in the energy, utilities and industrial segments. The latter trio were respectively afflicted 
by slowing Chinese growth weighing on commodity prices, the prospect of interest rates rising faster than 
expected, and the dollar index striking a four-year high, threatening to depress overseas earnings. 
 
Geopolitical concerns, including conflicts in the Middle East and Ukraine,  did not help risk appetite, but were 
insufficient to stem a series of a mega mergers as US corporates both deployed their cash reserves and took 
advantage of cheap funding costs against record-low base rates. Meanwhile, the US economic recovery 
positively surprised with second-quarter GDP growth upwardly revised twice in the period, most recently in 
September to 4.6% while forward-looking consumer and manufacturing surveys continued to please. 
 
Fast-food giant Burger King Worldwide made a successful $11.4 billion tilt at Canadian coffee and doughnut 
chain Tim Hortons while biotechnology group InterMune fell into the hand of Switzerland’s Roche and 
Canada’s Valeant continued its pursuit of Allergan, which itself reportedly rejected an offer from rival US 
pharmaceutical firm Actavis. Meanwhile, a warning from Federal Reserve (Fed) chair Janet Yellen that the 
leveraged loan market was back in bubble territory did not deter Twentieth Century Fox from reportedly lining 
up a $25 billion loan from Goldman Sachs and J.P. Morgan for its failed Time Warner bid. 
 
Reflecting a re-energised US consumer, automobile and new homes sales both performed strongly in the 
period while the launch of Apple’s iPhone 6 attracted record sales and saw the technology titan strike an all-
time high, helping to pull the overall market along as the S&P500 broke through 2,000 for the first time. 
However, as the quarter drew to a close, the prospect of earlier-than-expected rate rises led to a 1.6% one-
day fall on 25 September, the biggest single-day retreat since July, as volatility picked up. 

Eurozone  

Eurozone equities posted a negative return for the third quarter as evidence mounted that the region’s fragile 
economic recovery was slowing. The performance weakness was concentrated in July which was marked by a 
resurgence of concerns over the eurozone banking sector after news of accounting irregularities at the parent 
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company of Portuguese bank Espirito Santo. Worries over the volatile situation in Ukraine and the potential 
impact of sanctions on Russia also weighed on eurozone equities. Monetary policy easing from the European 
Central Bank – and hopes that quantitative easing may still be on its way - supported equities towards the end 
of the period.  
 
Macroeconomic data released during the period revealed slower growth. Eurozone GDP stagnated in the 
second quarter following 0.2% growth in the first quarter, with Italy slipping into a triple-dip recession. Leading 
indicators such as purchasing managers’ indices (PMI) deteriorated; the flash composite PMI for September 
dipped to a nine-month low of 52.3. Inflation remained below target with a preliminary reading of just 0.3% for 
September.  
 
In September, the European Central Bank (ECB) took steps to try and boost the economy, cutting interest 
rates to 0.05%, reducing the deposit rate to -0.2%, and announcing a programme to buy asset backed 
securities. The measures saw the euro weaken versus the dollar in a development that should help Europe’s 
exporters. September also saw the first round of the ECB’s targeted long-term refinancing operations 
(TLTROs) which are designed to boost bank lending to business. Take-up of the TLTROs was below 
forecasts.  
 
By country the German market was weak, in part due to expectations that Germany could be one of the 
countries worst affected by the sanctions on Russia. Italy also underperformed as economic data disappointed 
and investors worried whether the new government would be able to push through its reform agenda. Belgium 
and Ireland were among the best performers. By sector, consumer discretionary and materials posted the 
weakest returns while health care was the best performing sector.  
 

UK  

The UK equity market’s high exposure to the resources sector explains its poor performance over the quarter 
as commodity prices came under renewed pressure, both as a result of flagging Chinese growth and a 
resurgent US dollar. Mining and oil and gas companies dragged the FTSE All-Share to a 0.9% deficit over the 
period. BHP Billiton’s failure to announce an anticipated share buyback alongside its interims in August further 
weighed on sentiment, while Chilean copper producer Antofagasta also disappointed with its half-year figures, 
noting a decline in copper output to compound the impact of falling prices.  
 
The market’s defensive havens performed best with cyclicals only enjoying a brief respite in August ahead of 
hopes that the European Central Bank would unveil a full-blown quantitative easing programme in September, 
which it didn’t. Large caps outperformed mid caps with some of the classic big defensive names in the utilities 
and consumer goods sectors, notably the tobacco companies, doing particularly well and offsetting steep 
losses among the oil and gas and mining firms. 
 
UK-focused firms in the consumer services sector put in a mixed performance on the back of evidence of a 
cooling property market, contrasting with September’s upward revision to second-quarter GDP growth, from 
0.8% to 0.9%, and generally improving forward-looking PMI indicators. House builder Barratt Developments 
predicted a return to ‘more normal’ UK residential property trends. Bank of England Governor Mark Carney 
cautioned that ‘the point at which interest rates… begin to normalise is getting closer’. This came despite CPI 
inflation falling another notch to an annualised rate of 1.5% in August. Meanwhile, the Royal Institution of 
Chartered Surveyors reported that UK house prices rose at the slowest pace in a year in August, while official 
figures revealed that mortgage approvals fell in July. The general retailers struggled due to September’s warm 
weather. Food retailers further disappointed with Tesco unveiling profit warnings three months on the trot, 
flagging among other issues a £250 million first-half profit restatement and 75% cut to the interim dividend. 
 
The pound was down 5.5% versus a resurgent dollar, although sterling’s new-found weakness came too late 
to help the industrial segments of the market which continued to lag in the quarter. Meanwhile, euro weakness 
trumped all with the single currency falling 2.5% against a sickly pound which sold off heavily in the run up to 
Scotland’s referendum vote.  

 

 
 



Schroders Quarterly markets review Issued in October 2014 

 

3 
 

Japan  

The Japanese equity market returned 5.8% in yen terms for the third quarter. The period was characterised by 
very mixed economic data and a sharp weakening of the yen, especially from mid-August onwards. The 
weaker currency generally helped sentiment in the equity market and resulted in strong performance from 
sectors such as electrical appliances, machinery, and autos which are potential beneficiaries of the currency 
move. Meanwhile, real estate and financial related companies such as brokers and consumer finance actually 
declined sharply despite the market rise. 
 
Economic data began to deteriorate sharply in July, with industrial production data and retail sales numbers 
significantly below expectations, suggesting that the impact of April’s rise in consumption tax was lasting 
longer than expected. Distortions in economic data continued in August, disappointing investors, despite the 
confident outlook portrayed by the government and the Bank of Japan. Data released in September showed 
some brighter spots, especially in the labour market where renewed tightness does seem to be beginning to 
put upward pressure on incomes for the first time for many years. Industrial production, however, continues to 
trend well below expectations. 
 
Contrary to the macro data, many companies continue to display increasing levels of confidence in the 
outlook. The earnings results season for the April to June quarter was generally positive and upwards 
revisions to profit expectations are expected going into the interim results season. 
 
During the quarter there was renewed focus on the political situation, partly driven by the decline in Prime 
Minister Abe’s approval rating stemming from the deterioration in the economic outlook. Mr Abe reshuffled his 
cabinet as expected, in early September, resulting in a reversal of the previous declines in popular support, at 
least in the short-term. The new appointments solidify Mr Abe’s position in regard to key policy expectations 
over the next year, including the second stage of the consumption tax increase scheduled for late 2015. 

Asia (ex Japan)  

Asia ex Japan equities finished the third quarter slightly lower as stronger economic data in the US had Asian 
markets worried over any potential indications of interest rate rises by the Fed. Weak Chinese data earlier in 
the period also dampened sentiment. Chinese equities gained over the quarter despite the weaker economic 
data – such as the widely-watched manufacturing HSBC PMI which fell to a three-month low of 50.2 in August. 
Total social financing, a broad measure of lending by both the official and shadow banking sectors, came in at 
RMB 957.4 billion for August, up sharply from July’s RMB 273.1 billion. However, on a year-on-year 
comparison, this was still down by a third from August 2013’s RMB 1.57 trillion. Export growth in August was 
9.4% year-on-year while imports were down 2.4%, further inflating the country’s trade surplus. Strong demand 
for goods from the US and Europe was offset by imports that came in significantly below consensus forecasts, 
suggesting that rebalancing the Chinese economy is not progressing as planned. Inflation in August was a 
benign 2% and gave hope that further stimulus measures may be unveiled if growth slows further. 
 
In Hong Kong, stocks fell over the period – with most of the losses coming in September – as the city’s pro-
democracy movement gathered momentum and culminated in street protests at the end of the quarter. Over 
the strait in Taiwan, despite the island posting second quarter GDP growth of 3.7% year-on-year (its fastest 
rate since late 2012), equities declined on worries over slowing Chinese demand for technology goods. Fellow 
exporter Korea also saw its market fall on a weaker Korean won. The Bank of Korea slashed its benchmark 
interest rate in August – the first cut in 15 months – by a quarter of a percentage point to 2.25% over worries 
of anaemic GDP growth and mounting household debt. 
 
In ASEAN, Thailand was up strongly and hit a 15-month high during the period as General Prayuth was 
named as Prime Minister in August. Thailand has seen continued investor inflows since promises from the 
government to boost state spending were made following the 22 May coup. The Philippines again posted a 
positive quarter. Its second quarter GDP grew at 6.4% year-on-year, up from the first quarter’s 5.6% 
expansion, while an accompanying rebound in manufacturing and exports also continued to drive growth. 
Indonesia’s market gained on the confirmation of the election of President Joko Widodo, with the initial result 
having been contested. Market favourite Widodo, known more popularly as ‘Jokowi’, also named a cabinet 
and promised to tackle the country’s current account deficit via cuts in fuel subsidies. In India, the market 
continued its strong showing following the election of Narendra Modi as Prime Minister. Better-than-expected 
second quarter GDP growth of 5.7% year-on-year, up from the 4.6% growth seen in the first quarter, suggests 
the economy is starting to pick up momentum while Prime Minister Modi’s new government unveiled a budget 
aimed at boosting growth and encouraging foreign investment.  
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Emerging markets  

Emerging markets finished in negative territory in US dollar terms in the third quarter and the MSCI Emerging 
Markets (EM) index moderately underperformed the MSCI World. Emerging Asia was the best performing 
region. Thailand generated the strongest returns with the local market benefitting from renewed political 
stability as the military-led administration set out plans for an interim constitution ahead of plans for elections 
in October 2015. Korea was the regional laggard. A second quarter GDP print missed expectations whilst the 
government announced plans to increase budget spending above forecast in order to boost the economy.   
 
Latin American markets were relatively weak. The Mexican market led by some margin, boosted by the 
ongoing recovery in its key trading partner the US and another round of encouraging domestic economic 
updates. Brazil was the weakest market in what was a turbulent quarter for the local market. The tragic death 
of presidential candidate Eduardo Campos in a plane crash saw his running partner Marina Silva take his 
place. Silva initially attracted a groundswell of support in election polls, pushing the incumbent president 
Rousseff into second place according to polls. Amid a slowing economy and several unpopular interventions 
under the Rousseff-led administration, Brazilian equities rallied. However, successive polls released in 
September indicated president Rousseff had moved level and subsequently overtaken Silva, precipitating 
sharp falls in the local market.   
 
Emerging EMEA witnessed some mixed returns. Egypt was the best performing market, primarily attributable 
to large index stock Commercial International Bank, which rallied on the back of record earnings results. The 
UAE and Qatar both outperformed. Financials and property stocks supported gains amid a favourable 
macroeconomic outlook. In contrast, Russia lagged by some margin as the alleged downing of a commercial 
airliner by Russian backed separatists on its border with Ukraine led to further Western sanctions. Amid an 
escalation in tensions, Russia responded with import bans of its own whilst its central bank implemented a 
50bps rate hike in an effort to prevent capital flight. However, this was not enough to offset a 14.2% decline in 
the rouble. Greece was the weakest market amid renewed concerns over the eurozone economy and the 
upcoming ECB asset quality review. Banking stocks, which account for approximately 56% of Greek stocks in 
the MSCI EM index, led the market lower.  

Global bonds  

Fixed income market performance through the third quarter was more varied than in the opening half of 2014. 
While credit markets and sovereign bonds continued to make progress overall, stronger returns in August 
were sandwiched between lacklustre performance in July and September. Overall, investors remained 
focused on the high levels of policy accommodation which persisted from major central banks, while 
geopolitical and macroeconomic influences produced bouts of heightened volatility. 
 
The 10-year US Treasury yield fell in Q3 from 2.53% to 2.49%, reaching a low of 2.34% on 28 August. The 10-
year gilt yield continued to mirror its US counterpart, falling from 2.67% to 2.43%. In the eurozone, the ECB’s 
introduction of further rate cuts and an asset purchase scheme in September saw sovereign yields draw to 
new lows across the region. The 10-year bund yield reached a low of 0.88% on 1 Sept, falling from 1.25% to 
0.95% over the period. Peripheral sovereign yields also continued to compress. The Italian 10-year yield fell 
from 2.85% to 2.33%, while in Spain the yield fell from 2.66% to 2.14%. 
 
In credit markets, investment grade debt proved to be more resilient through the quarter than high yield 
assets. The investment grade BoA Merrill Lynch Global Corporate Bond Index rose by 0.72%, outperforming 
the high yield index which fell -1.70%, despite a rally through August.  
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Overview: total returns (%) – to end of Q3 2014 
 3 months 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  6.16 -2.05 3.31 20.88 12.80 12.68 
MSCI World Value 5.46 -2.70 2.63 21.23 13.13 13.01 
MSCI World Growth  6.85 -1.42 3.98 20.52 12.46 12.34 
MSCI World Smaller Companies  1.29 -6.55 -1.43 14.67 7.01 6.89 
MSCI Emerging Markets 4.74 -3.36 1.93 12.15 4.66 4.55 
MSCI AC Asia ex Japan 6.72 -1.54 3.85 16.29 8.52 8.40 
S&P500 9.60 1.13 6.66 28.31 19.73 19.61 
MSCI EMU -0.96 -8.62 -3.62 13.36 5.78 5.67 
FTSE Europe ex UK 0.33 -7.42 -2.36 13.94 6.32 6.21 
FTSE All-Share  1.76 -6.11 -0.97 13.81 6.20 6.09 
TOPIX* 5.92 -2.27 3.07 8.63 1.37 1.26 

 
 3 months 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats 8.85 0.43 5.92 10.10 2.74 2.63 
JPM GBI UK All Mats 6.74 -1.51 3.88 13.64 6.04 5.93 
JPM GBI Japan All Mats** 0.71 -7.07 -1.99 -1.81 -8.37 -8.47 
JPM GBI Germany All Mats 2.35 -5.56 -0.39 6.71 -0.42 -0.53 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 6.07 -2.13 3.22 11.92 4.44 4.33 
BofA ML US Corporate Master  8.43  0.05 5.52 14.75 7.08 6.97 
BofA ML EMU Corporate ex T1 (5-10Y) 2.45 -5.47 -0.30 11.22 3.79 3.68 
BofA ML £ Non-Gilts  5.70 -2.48 2.86 15.41 7.70 7.59 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  4.78 -3.32  1.97 13.85 6.24  6.13 
BofA ML Euro High Yield  -0.68 -8.36 -3.35 8.70 1.43  1.32 

Source: DataStream. Local currency returns in Q3 2014. *5.82% **0.62%. 
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