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Monthly Markets Review 
Overview of markets in October 2018 

Please note any past performance mentioned in this document is not a guide to future performance and may 
not be repeated. 

Highlights 

– October saw the sharpest one-month decline for global equities since May 2012. Bond markets reflected 
the risk-off market sentiment, with government bond yields outside the US broadly lower.  

– US equities declined amid investor concerns over the durability of the economic cycle. Economic data and 
Federal Reserve (Fed) comments indicated scope for further interest rate hikes.  

– Eurozone equities declined. In addition to worries over global growth and trade, there was nervousness 
surrounding the Italian 2019 budget proposal, which was rejected by the European Commission.  

– The UK’s FTSE All-Share fell over October but it outperformed global equities during a very challenging 
month. A number of large companies in lower risk sectors bucked the market declines.  

– Japanese equities fell steeply with economically-sensitive areas of the market – such as shipping – leading 
the declines. The yen strengthened slightly against the dollar as global uncertainty continued to increase.  

– Emerging markets equities lost value. Mexico was the weakest index country with equities and the peso 
selling off sharply on rising concerns over the incoming government’s policies. Brazilian equities rallied in 
anticipation of a market-friendly election outcome, confirmed at the end of the month.  

– US government bond yields continued higher (i.e. prices fell) in October on positive economic data and 
Fed’s policy trajectory. Outside the US, government yields mostly declined.  

US 

In the US, investor concerns over the durability of earnings strength and the economic cycle added to 
numerous ongoing geopolitical issues that have hampered markets this year, and equity markets were sharply 
lower. This led investors to question how much longer the historic equity bull market of consistently rising 
prices will continue.  

In aggregate, leading economic indicators remain broadly stable but do indeed point towards more hawkish 
Fed policy. The US labour market remains exceptionally tight. Unemployment dropped to 3.7% from 3.9% in 
September; its lowest point in almost half a century. Wage growth remains robust at 2.8%. Indeed, Federal 
Open Market Committee notes indicate that businesses across the nation are reporting “difficulty finding 
qualified workers”, suggesting wage growth should persist.  

Softer earnings releases from tech giants Amazon and Alphabet seemed, initially, to confirm the fears over 
earnings strength. However, so far the Q3 earnings season continues to suggest strong corporate momentum. 
Through the month, traditionally cyclically-sensitive1 sectors – such as energy and industrials - declined most 
noticeably. More defensive areas held up comparatively well.  

                                                                    
1 Cyclical stocks are those whose business performance and share prices are directly related to the economic or business cycle. Defensives 
are those whose business performance is not highly correlated with the larger economic cycle - these companies are often seen as good 
investments when the economy sours. 
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Eurozone 

In common with other regional equity markets, eurozone shares had a tough October and the MSCI EMU index 
returned -6.5%. A combination of factors contributed to the weak returns, including tightening global financial 
conditions, trade concerns, the ongoing dispute over Italy’s budget, and some weaker corporate earnings. 
Individual stock moves were very volatile over the month, particularly in reaction to earnings announcements. 
The weakest sectors overall in the eurozone were materials and information technology. Certain IT stocks, such 
as STMicroelectronics, were among those to deliver disappointing earnings. Telecommunication services was 
the only sector to post a positive return.  

On the economic front, GDP data confirmed a slowdown in the eurozone economy, with a 0.2% quarter-on-
quarter growth rate in Q3 compared to 0.4% in Q2. Forward-looking surveys also softened: the flash composite 
purchasing managers’ index2 for October came in at a 25-month low of 52.7, down from 54.1 in September. As 
expected, the European Central Bank made no change to monetary policy. It still expects to end net purchases 
under the asset purchase programme by year-end and to keep policy rates unchanged at least until after 
summer 2019. 

Italy’s draft 2019 budget was rejected by the European Commission, giving a three-week deadline for Italy to 
respond with a new draft or potentially face fines. However, ratings agency Moody’s kept the country’s debt 
rating at investment grade, rather than downgrading to non-investment grade as some had feared. 
(Investment grade bonds are the highest quality bonds as assessed by a credit ratings agency. Non-investment 
grade bonds are deemed more speculative.) 

UK 

The defensive merits of the UK stock market saw it outperform global equities during a very challenging 
month. A number of defensive large caps bucked the market declines and as a result the FTSE 100 held up 
relatively well, retreating 4.9%. 

Lower down the market capitalisation scale, uncertainty around Brexit and a number of stock-specific 
disappointments weighed heavily on returns. The FTSE 250 (ex investment companies) index fell by 7.0% and 
the FTSE Small Cap (ex investment companies) retreated by 7.1%. The FTSE All-Share returned -5.2%. 

The UK Budget was brought forward to October in order to avoid a clash with Brexit negotiations, and the 
Office for Budget Responsibility (OBR) published its revised growth forecasts for the UK economy. The 
economic advisory body revised real GDP growth for 2018 down from 1.5% to 1.3% (primarily due to the poor 
weather in Q1), but upgraded forecasts further out. 

The OBR said that its forecasts were predicated on an orderly departure from the EU next March. A disorderly 
exit would have “severe short-term implications” for the economy, the level of sterling, asset prices and public 
finances, although the scale of the impact would be hard to predict given the lack of a precedent, said the OBR.  

Japan 

Japanese equities fell steeply during October, ending the month the month 9.4% lower. The yen strengthened 
slightly against the dollar, especially in the first half of the month, as global uncertainty continued to increase. 
All sectors fell in October, with the declines led by shipping companies together with other economically-
sensitive areas, such as steel, chemicals and machinery. The most notable feature of the market environment 
was the underperformance of many of the growth stocks which have led the market in recent quarters. Value 
stocks tended to be hit less hard in the market decline which resulted in outperformance from many financial-
related sectors, including banks. (Growth stocks are those whose earnings are expected to grow at an above-
average rate relative to the market. Value stocks tend to trade at a lower price relative to fundamentals, e.g. 
dividends, earnings and sales). 

The primary influences on equity investor sentiment appear to have been the ongoing escalation of trade 
issues and the anticipation of further increases in US interest rates as the Federal Reserve attempts to regulate 

                                                                    
2 The eurozone purchasing managers’ index is produced by IHS Markit and based on survey data from around 5,000 companies 
based in the euro area manufacturing and service sectors. A reading above 50 indicates expansion. 
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the US economy. The abrupt short-term reversal in market leadership also suggests that a degree of 
unwinding was overdue in stocks with stretched valuations.  

From Japan’s perspective, very little actually changed during the month. The Bank of Japan’s regular policy 
committee meeting resulted in no change to monetary policy, as expected. Economic data released during the 
month was somewhat mixed, with industrial production much weaker than expected, but all recent data needs 
to be viewed in the context of the natural disasters affecting Japan in recent months.  

One surprise was the earlier than expected confirmation that the next increase in consumption tax will go 
ahead as planned in October 20198. In addition to a range of exemptions from the higher rate, the 
government is also planning a series of stimulus measures designed to mitigate the type of economic 
dislocation seen around previous tax increases.  

Asia (ex Japan) 

Asia ex Japan stocks suffered sharp losses in October amid the global sell-off in equities. Markets were 
buffeted by fears about China’s slowing economic growth and trade tensions with the US, while the pace of US 
interest rate hikes was another concern.  

China’s economy expanded by 6.5% year-on-year in the third quarter, its weakest quarterly growth since the 
global financial crisis. Industrial production fell in September, though retail sales growth accelerated. The 
central bank lowered the amount of cash that banks must hold as reserves in a bid to spur growth. Meanwhile, 
regulators stepped up efforts to bolster market sentiment, including supporting share buybacks and 
encouraging private equity funds to buy shares in listed firms. Even so, the renminbi slid against the US dollar 
and Chinese stocks ended the month with double-digit losses. Hong Kong equities also retreated.  

In South Korea, concerns over the weakening global economic outlook weighed on its export-oriented 
economy. The government unveiled fresh measures to revive economic growth and create jobs. Shares in 
Taiwan were dragged lower by declines in the energy and information technology sectors. Indian equities lost 
ground as the rupee hit a record low against the US dollar following the Reserve Bank of India’s surprise 
decision to keep interest rates unchanged. The currency was also hurt by reports of a widening rift between 
the government and the central bank. In comparison, ASEAN (Association of Southeast Asian Nations) markets 
such as the Philippines and Indonesia fared better, though they also posted negative returns.  

Emerging markets 

Emerging markets (EM) equities lost value in October, with global growth and trade uncertainty driving risk 
aversion. Weak corporate earnings were also a headwind in several markets, notably in Asian EM. The MSCI 
Emerging Markets index decreased in value and underperformed the MSCI World.       

Korea was among the weakest index markets with weak macroeconomic data and ongoing global trade 
concerns compounded by disappointing corporate earnings results. Taiwan, where technology stocks were 
among the weakest names, and China also corrected and lagged the index. In China, Q3 GDP growth slowed 
by more than expected to 6.5% year-on-year. Meanwhile high frequency survey data remained subdued and 
the authorities announced a series of measures aimed at supporting the economy, including a 1% cut to 
reserve ratio requirements for banks. 

Mexico was the weakest index market as equities and the peso sold off sharply on rising concerns over the 
incoming government’s policies, and the implications for investment. A public referendum rejected the 
building of a new airport in Mexico City (which is already one-third complete).  

By contrast, Brazilian equities and the real rallied in anticipation of a market-friendly election outcome, which 
was confirmed at the end of the month.  

Global bonds 

US government bond yields continued higher in October. Economic data remained positive, and stronger than 
in other regions, while Fed Chair Jerome Powell indicated there remains significant scope for further rate hikes. 
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Ten-year yields increased from 3.06% to 3.15% and the two-year yield from 2.82% to 2.87%. This ran counter to 
a broader trend towards less risky assets, which propelled the US dollar index to gains of 2%.  

Outside the US, government yields mostly declined. UK 10-year yields fell from 1.57% to 1.44% amid 
expectations the Autumn Budget would confirm an ongoing reduction in government borrowing, while 
September inflation data undershot expectations.  

In Europe, Bund 10-year yields fell from 0.47% to 0.39%, France’s from 0.80% to 0.75%, as eurozone data 
remained broadly lacklustre and uncertainty around Italy continued. Italian 10-year yields increased from 
3.15% to 3.43%. The ratings agency Moody’s cut Italy’s sovereign rating to one notch above sub-investment 
grade, citing concern over the country’s recently announced budget. 

Global investment grade3 (IG) corporate bonds saw a total return of -0.9% (in local currencies). US dollar IG was 
weakest in total return terms (-1.4%), with sterling IG returning 0.4%, but underperformance relative to 
government bonds was consistent across markets.  

Global high yield (HY) credit saw total returns of -1.3%. The US dollar market saw total returns of -1.6%, 
underperforming Treasuries. Euro HY saw a similar level of underperformance relative to government bonds.  

Emerging market (EM) bonds saw negative total returns. Performance across EM currencies was mixed. 
Idiosyncratic events saw weakness in the Mexican peso and the South African rand, while an improvement of 
sentiment for the Argentinian peso and the Turkish lira saw these currencies achieve double-digit returns. 

Global stock markets were hit hard with investors switching into a risk-off mode. The MSCI World index 
returned -7.6% in October. Convertible bonds as measured by the Thomson Reuters Global Focus Convertible 
Index provided effective protection and ended the month with a return of -2.9% in US dollar terms. With this 
significant market move the risk/return characteristics of convertible bonds have significantly improved and so 
have valuations. Japan and Asia remain the cheapest regional convertible markets.  

Commodities 

The S&P GSCI Spot Index fell 6.2% in October. Energy was the weakest component as spot prices fell on 
concerns over increased supply, with Brent crude down 11%. During the month, Saudi Araba announced that it 
will increase output to a record high, easing uncertainty over the impact of US sanctions re-implementation on 
Iran. The industrial metals component also declined, weighed down by US-China trade concerns and weaker 
macroeconomic data in China. Precious metals were mixed with gold gaining 1.9% and silver down 3.1%.  

 

The value of investments and the income from them may go down as well as up and investors may not get 
back the amounts originally invested 

 

 

 

 

 

 

 

 

 

 

 

                                                                    
3 Investment grade bonds are the highest quality bonds as determined by a credit ratings agency. High yield bonds are more speculative, 
with a credit rating below investment grade. 
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Overview 

Total returns (net) % – to end October 2018 

 1 month  12 months 

Equities  USD EUR GBP  USD EUR GBP 

MSCI World  -7.3 -5.0 -5.4  1.2 4.0 5.1 

MSCI World Value -5.3 -2.9 -3.4  -1.4 1.3 2.4 

MSCI World Growth  -9.3 -7.0 -7.4  3.6 6.6 7.7 

MSCI World Smaller Companies  -9.9 -7.7 -8.1  -2.2 0.6 1.7 

MSCI Emerging Markets -8.7 -6.4 -6.8  -12.5 -10.1 -9.1 

MSCI AC Asia ex Japan -10.9 -8.6 -9.0  -13.6 -11.2 -10.2 

S&P500 -6.8 -4.5 -4.9  7.4 10.4 11.6 

MSCI EMU -8.7 -6.5 -6.9  -11.6 -9.2 -8.2 

FTSE Europe ex UK -8.0 -5.7 -6.1  -9.2 -6.7 -5.6 

FTSE All-Share  -7.1 -4.8 -5.2  -5.2 -2.5 -1.5 

TOPIX* -8.8 -6.5 -7.0  -4.1 -1.4 -0.4 

 

 1 month  12 months 

Government bonds   USD EUR GBP  USD EUR GBP 

JPM GBI US All Mats -0.5 2.0 1.5  -2.1 0.7 1.8 

JPM GBI UK All Mats -1.1 1.4 1.0  -2.6 0.1 1.2 

JPM GBI Japan All Mats** 0.8 3.4 2.9  0.8 3.6 4.7 

JPM GBI Germany All Traded -1.8 -1.3 -1.7  -4.3 -1.6  -0.6 

Corporate bonds USD EUR GBP  USD EUR GBP 

BofA ML Global Broad Market 
Corporate 

-1.6 0.9 0.4  -3.0 -0.3 -0.8 

BofA ML US Corporate Master -1.3 1.2 0.7  -2.8 -0.1 1.0 

BofA ML EMU Corporate ex T1 
(5-10Y) 

-2.7 -0.2 -0.7  -4.5 -1.8 -0.7 

BofA ML £ Non-Gilts -1.5 1.0 0.5  -3.5 -0.8 0.3 

Non-investment grade bonds  USD EUR GBP  USD EUR GBP 

BofA ML Global High Yield  -1.7 0.8 0.3  -0.8 2.0 3.1 

BofA ML Euro High Yield -3.7 -1.3 -1.7  -4.3 -1.6 -0.6 

Source: DataStream.  

Local currency returns in October 2018: *-9.4%, **0.2%.  

Past performance is not a guide to future performance and may not be repeated. 
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Important Information: This document is marketing material. This document is provided by the Investment 
Communications team and may not necessarily represent views expressed in other Schroders 
communications, strategies or funds. The material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument. The material is not intended to provide and should not be relied on for 
accounting, legal or tax advice, or investment recommendations. Reliance should not be placed on the views 
and information in this document when taking individual investment and/or strategic decisions. Past 
performance is not a guide to future performance and may not be repeated. The value of investments and the 
income from them may go down as well as up and investors may not get back the amounts originally invested. 
Exchange rate changes may cause the value of any overseas investments to rise or fall. The sectors, securities, 
regions and countries shown above are for illustrative purposes only and are not to be considered a 
recommendation to buy or sell. All investments involve risks including the risk of possible loss of principal. 
Information herein is believed to be reliable but Schroders does not warrant its completeness or accuracy. 
Reliance should not be placed on the views and information in this document when taking individual 
investment and/or strategic decisions. Some information quoted was obtained from external sources we 
consider to be reliable. No responsibility can be accepted for errors of fact obtained from third parties, and this 
data may change with market conditions. This does not exclude any duty or liability that Schroders has to its 
customers under any regulatory system. MSCI: Third party data is owned or licensed by the data provider and 
may not be reproduced or extracted and used for any other purposes without the data provider’s consent. 
Third party data is provided without any warranties of any kind. The data provider and issuer of the document 
shall have no liability in connection with the third party data. The Prospectus and/or schroders.com contains 
additional disclaimers which apply to third party data. FTSE: FTSE International Limited (“FTSE”) © FTSE 2018. 
“FTSE®” is a trade mark of London Stock Exchange Plc and The Financial Times Limited and is used by FTSE 
International Limited under licence. All rights in the FTSE indices and or FTSE ratings vest in FTSE and/or its 
licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and 
or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express 
written consent. Regions/sectors shown for illustrative purposes only and should not be viewed as a 
recommendation to buy/sell. To the extent that you are in North America, this content is issued by Schroder 
Investment Management North America Inc., an indirect wholly owned subsidiary of Schroders plc and SEC 
registered adviser providing asset management products and services to clients in the US and Canada. For all 
other users, this content is issued by Schroder Investment Management Limited, 1 London Wall Place, London, 
EC2Y 5AU. Registered No. 1893220 England. Authorised and regulated by the Financial Conduct Authority. 


