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Schroders 
Monthly markets review 
Overview of markets in October 2014 
Highlights: 

– Global equities delivered positive returns though there were sharp falls in the first two weeks due to growth 
worries. The threat of Ebola, anti-government protests in Hong Kong, and the end of US quantitative 
easing (QE) added to heightened risk aversion but equities recovered ground in the latter part of the 
month. 

– In the US, the S&P 500 reached fresh all-time highs, despite the Federal Reserve (Fed) bringing QE to an 
end. Stronger macroeconomic data, with Q3 GDP growth at 3.5%, and some encouraging corporate 
earnings helped to support US equities.  

– Eurozone equities posted negative returns renewed worries about the region’s faltering economic 
recovery, with investors particularly concerned by disappointing data from Germany’s industrial sector.  

– Japan delivered positive returns, supported by a surprise month-end announcement by the Bank of Japan 
that it is stepping up its monetary easing programme.  

– Emerging markets outperformed their developed counterparts, supported by gains for Turkish and 
Chinese equities despite data showing slower Chinese GDP growth.   

US  

The S&P 500 staged a strong recovery in the final two weeks of October, ending the month up 2.4% and at an 
all-time high. The rally came even as the Federal Reserve ended its third QE programme; fears about the end 
of QE and rising interest rates had contributed to a mid-month sell-off. A swift reaction from global central 
bankers, led by Federal Reserve Bank of St. Louis president James Bullard, who raised the prospect of 
delaying the end of QE, helped stabilise markets. In the end the Fed cited the recovery in the jobs market for 
its decision. Data revealed US unemployment rate had fallen to 5.9% in September, a six-year low. 
 
The domestically-orientated consumer sectors put in a strong performance, in particular the food and staples 
retailers where drug store operator Walgreen and wholesaler Costco were among the standout performers. 
US consumer confidence hit a seven-year high with the Conference Board’s index of consumer attitudes rising 
to 94.5 in October from September’s 89.0, its highest level since October 2007. Third-quarter GDP growth, at 
3.5%, came in ahead of expectations.  
 
The utility firms topped the leader board. This traditionally defensive area, which is a bond proxy, rallied as 
Treasury yields further retreated. The 10-year note ended the period offering 2.34% versus 2.49% going into 
the month. Utilities also attracted support amid a general rise in volatility. The energy sector dragged on 
performance, even if ExxonMobil and Chevron bucked the trend for the globally diversified oil and gas giants 
to report a drop in third-quarter profits amid declining oil prices. The pair’s buoyant refining operations more 
than offset falling profitability at their production businesses. 

Eurozone  

European markets posted negative returns after plunging sharply in the first two weeks of the month before 
recovering some ground towards month-end. A raft of weaker-than-expected macroeconomic data from 
Germany sparked the sell-off as investors fretted that the region’s biggest economy may have slipped into 
recession. The disappointing data mainly stemmed from Germany’s industrial sector, with manufacturing 
orders falling 5.7% month on month in August while industrial production declined by 4.0%. Preliminary figures 
showed eurozone inflation was 0.4% in October, up from 0.3% in September. The unemployment rate 
remained stable at 11.5% in September. 
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The worries over lack of growth in the eurozone were compounded by renewed concerns over Greece’s 
finances. Prime Minister Antonis Samaras won a confidence vote after promising that the country would exit its 
international bailout by the end of the year. However, markets were unconvinced and bond yields rose sharply. 
Standard & Poor’s cut the outlook on France’s AA rating to negative, citing concerns about the struggling 
economic recovery. Another key focus of the month was the outcome of the European Central Bank’s Asset 
Quality Review (AQR), which was largely hailed as a success. 25 out of 130 banks failed the tests but many 
have already covered their capital requirements, leaving an outstanding shortfall of only €9.5 billion. 
 
At country level, Italy was one of the weakest performing markets for the month as Monte Paschi di Siena and 
Banca Carige were the main casualties of the ECB’s AQR, though this was largely expected. Outside the 
eurozone, Norway also underperformed as oil prices continued to drop. By sector, energy registered a 
negative return in double digits while the consumer discretionary and telecommunications sectors were the 
only two to post positive returns for the month.  

UK  

The UK equity market again underperformed in October due to its heavy exposure to resources firms, with the 
FTSE All-Share off 0.7%. The oil & gas sector took the baton from basic materials as October’s biggest 
laggard, with all three of the integrated majors, Royal Dutch Shell, BG and BP revealing a drop in third-quarter 
earnings, in large part due to the fall in crude oil prices. 
 
While ongoing worries about the Chinese economy weighed on the miners, the rate of decline moderated from 
September’s sharp retreat as industrial commodity prices began to stabilise. However fears of a continued 
global slowdown were a theme in the slew of profit alerts from the industrials sector, notably Rolls-Royce 
warning in its third quarter results that 2015 profits would at best be flat, following the cancellation or 
deferment of contracts in the energy and mining industries. 
 
Domestically-focused names within the consumer services sector did not help after the Office for National 
Statistics revealed retail sales volumes fell 0.3% in September, more than expected and the weakest figure 
since January. Mild weather has put shoppers off buying winter clothes and Next produced a notable profit 
alert. Sales were weaker in other sectors too as slow wage growth, falling house prices, and global economic 
worries raised concerns about the UK recovery. Interim results from Tesco failed to draw a line under the 
accounting scandal and were followed by news of a Serious Fraud Office investigation. 
 
Utilities was one of the few sectors to generate a positive return in October. This traditionally defensive area, 
which is a bond proxy, rallied as gilt yields further retreated, the 10-year note ending the period offering 2.25%, 
versus 2.43% going into the month.   

Japan  

Japanese equity markets ended the month in positive territory with the Topix gaining 0.6% in yen terms. 
Sentiment was buoyed by a surprise month-end announcement of the Bank of Japan’s (BoJ) plans to further 
expand its asset purchasing programme in light of concerns about slowing growth and lower inflation. The 
target for purchases has risen to ¥80 trillion from ¥60-70 trillion. This led to a substantial weakening in the yen, 
which closed at around ¥112 to the dollar at the end of the month. Equities also found support from news that 
the Government Pension Investment Fund (GPIF) is to increase its holding of Japanese equities from 12% to 
25% while reducing its domestic bond holdings from 60% of its portfolio to 35%. 
 
The news from the BoJ and GPIF bolstered sentiment after a month of largely disappointing macroeconomic 
data. The trade deficit for September came in wider than anticipated amid higher imports. Consumer 
confidence dipped in September to 39.9 from 41.2 in the prior month. Core CPI slipped to an annual rate of 
3.0% in September, from 3.1% in August, and was just 1.0% when the effect of April’s sales tax hike is 
stripped out. There was some positive macroeconomic data during the month, notably continued strength in 
core machinery orders which rose 4.7% month-on-month in August. It was a difficult month for Prime Minister 
Abe as the trade and justice ministers resigned amid scandals over political funding and donations. The 
resignations came amid debate over whether the next increase in the consumption tax – from 8% to 10% - 
should go ahead given the weaker macro data, with a decision due in December.  
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Asia (ex Japan)  

Asia ex Japan equities delivered positive returns in October, with investors taking heart from continued upbeat 
economic data on the US economy and signs that further stimulus measures will be forthcoming from China. 
Chinese equities posted strong gains over the month despite the economy expanding at its slowest pace in 
five years in Q3 – notching up GDP growth of 7.3% year-on-year. This raised the chances of more policy steps 
to support growth. HSBC’s widely-watched manufacturing PMI held steady at 50.2 in September, unchanged 
from August’s reading. Chinese exports grew 15.3% year-on-year in September while imports expanded at 7% 
over the same period, both coming in ahead of expectations. The central bank relaxed lending rules for home 
buyers at the end of September, allowing banks to offers a maximum 30% discount to first-time home buyers, 
as data showed prices fell in 69 out of 70 of the country’s largest cities in September.  
 
Meanwhile, government efforts to support liquidity started to have an effect. Total social financing, a broad 
measure of lending by both the official and shadow banking sectors, in September reached a three-month high 
of RMB 1.05 trillion, up from August’s RMB 957.4 billion. September’s new local currency loans reached RMB 
857.2 billion while M2 money supply grew by 12.9% year-on-year. Inflation fell to a near five-year low, with CPI 
up only 1.6% in September from a year earlier – opening the door for further targeted monetary and fiscal 
easing measures.  
 
Hong Kong equities bounced back strongly in October following September’s losses despite the pro-
democracy movement’s continued protests. Investors returned to the market on the back of the city’s strong 
economic outlook. Taiwan finished flat as its key technology sector stabilised following profit-taking in 
September. Korean equities fell as the weak Japanese yen continued to hurt the exporter’s competitiveness 
while weaker earnings at some of the largest Korean companies also negatively impacted sentiment. 
 
In ASEAN, Thailand stocks recovered from losses early in the month, after news that the country’s King 
Bhumibol Adulyadej was briefly hospitalised, to end the period only marginally down. The Philippines saw its 
market decline slightly as growth forecasts for its economy were revised downwards. Indonesia’s market 
finished flat as the month saw President Jokowi’s official inauguration following his presidential election victory 
in July. Indian stocks posted gains after Prime Minister Modi continued to slowly push reform. Over the month, 
he moved to end government-controlled diesel subsidies and raise natural gas prices in an effort to boost 
much-needed investment in India’s energy infrastructure and improve its fiscal position.  
 

Emerging markets  

Emerging markets generated positive returns in October and the MSCI Emerging Markets Index outperformed 
MSCI World. Emerging EMEA markets posted the strongest returns, led by Turkey. Concerns over the 
potential impact of higher global interest rates dissipated somewhat following a Federal Open Market 
Committee meeting in the US which indicated rates could remain lower for longer. Data which showed a 
narrower current account deficit than forecast, a fall in the inflation rate and declining energy prices also 
proved supportive and the Turkish lira rebounded 2.5% relative to the US dollar.    
 
Emerging Asian markets also outperformed. China led the way, as the local market recorded solid gains. 
During the month a GDP growth print for the third quarter estimated the economy grew at a rate of 7.3% year 
on year, marginally ahead of consensus expectations but lower than the government’s 7.5% target for the full 
year. A flash PMI Manufacturing reading for October came out ahead of expectations at 50.4. India finished 
ahead of the benchmark. CPI ticked down to 6.5% year on year whilst WPI eased to 2.4%, helped in part by 
the fall in the oil price. A series of state elections held during October were positive for Prime Minister Modi’s 
BJP party. Although they did not gain a majority in Maharashtra state, where they will likely form a coalition, 
results did not suggest any major backlash against the reform process to date. 
 
Latin America was the worst performing region with all of the markets underperforming the benchmark. The 
Brazilian market was down after polls swung in favour of the incumbent, and elections results subsequently 
confirmed that Dilma Rousseff will serve a second term as president. However, the equity market recovered 
as the central bank hiked rates to 11.25%, implying potentially more orthodox policy in the future, and the real 
more than recouped month-to-date losses relative to the US dollar. However, underlying fundamentals for the 
economy remained weak; manufacturing PMI slipped to 49.3 whilst industrial production declined 5.4% year 
on year and the country’s current account deficit widened more than forecast.  
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Global bonds  

Despite a flow of potentially disruptive news in October, fixed income markets broadly progressed. The Fed 
confirmed the end of QE, and economic data from the eurozone - Germany in particular - disappointed. 
However, September’s concerns over the beginning of Fed rate hikes eased, the Bank of Japan vastly 
increased the scale of its asset purchases, and US economic data remained buoyant. Both sovereign and 
corporate bond indices gained ground.  
 
In the middle of the month, investors were startled by a ‘flash-crash’ in the 10-year Treasury yield, which 
dipped below 2% for a very short time. The move did not appear to be precipitated by any clear negative 
factor, and largely recovered by the end of the month. Through October, the 10-year Treasury yield fell from 
2.49% to 2.34%, and the 10-year gilt yield fell from 2.43% to 2.25%. The German 10-year bund yield fell from 
0.95% to 0.84%, and peripheral yields remained at historic lows. The Italian 10-year yield rose slightly from 
2.33% to 2.35% while the Spanish equivalent fell from 2.14% to 2.08%.  
 
Global corporate bonds advanced through October, recovering some or all of the ground lost in the previous 
month’s sell-off. The investment grade BoA Merrill Lynch Global Corporate Bond index rose by 0.75%, as the 
high yield equivalent gained 0.80%. US dollar credit indices posted stronger gains than sterling or euro 
equivalents. Dollar denominated investment grade corporate bonds rose by 0.93%, while the equivalent high 
yield index gained 1.14%.   
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Overview: total returns (%) – to end of October 2014 
 1 month 12 months 
Equities  EUR USD GBP EUR USD GBP 
MSCI World  1.50 0.67 2.01 18.55 9.25 9.71 
MSCI World Value 0.97 0.15 1.48 17.74 8.51 8.96 
MSCI World Growth  2.01 1.18 2.53 19.33 9.98 10.44 
MSCI World Smaller Companies  2.55 1.71 3.07 14.56 5.58 6.02 
MSCI Emerging Markets 2.02 1.19 2.54 9.58 0.99 1.41 
MSCI AC Asia ex Japan 2.79 1.96 3.31 15.02 6.00 6.45 
S&P500 3.28 2.44 3.81 27.24 17.27 17.76 
MSCI EMU -2.53 -3.33 -2.04 4.80 -3.42 -3.01 
FTSE Europe ex UK -1.85 -2.65 -1.35 7.23 -1.17 -0.76 
FTSE All-Share  -1.19 -1.99 -0.69 9.16 0.61 1.03 
TOPIX* -0.80 -1.60 -0.29 8.19 -0.29 0.13 

 
 1 month 12 months 
Government bonds  EUR USD GBP EUR USD GBP 
JPM GBI US All Mats 1.94  1.11 2.46 12.09 3.30 3.74 
JPM GBI UK All Mats 0.88  0.06 1.39 15.26 6.22 6.67 
JPM GBI Japan All Mats** -0.84 -1.64 -0.33 -2.86 -10.48 -10.10 
JPM GBI Germany All Mats 0.61 -0.21 1.12 6.83 -1.54  -1.13 
Corporate bonds  EUR USD GBP EUR USD GBP 
BofA ML Global Broad Market Corporate 1.20 0.37 1.71 12.22 3.42 3.85 
BofA ML US Corporate Master  1.76 0.93 2.28 15.54 6.49 6.94 
BofA ML EMU Corporate ex T1 (5-10Y) 0.65 -0.17 1.16 10.13 1.49 1.92 
BofA ML £ Non-Gilts  0.29 -0.53 0.80 15.21 6.18 6.63 
Non-investment grade bonds  EUR USD GBP EUR USD GBP 
BofA ML Global High Yield  1.43 0.61 1.95 13.19 4.32 4.76 
BofA ML Euro High Yield  0.16 -0.66 0.67 6.55 -1.80 -1.39 

Source: DataStream. Local currency returns in October 2014 *0.56% **0.52%. 
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