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Market Watch 

Market and economic 
overview 

Australia  

Latest evidence pointing to 

Australia’s transition to non-mining 

sector growth is progressing and 

inflationary pressures remain 

subdued. This implies that the 

Reserve Bank of Australia (RBA) 

could maintain a stable interest rate 

policy, especially with the tighter 

fiscal policy, a more resilient AUD, 

and slowing growth in China. 

Upcoming data releases will have a 

critical bearing on their stance to 

potentially even ease policy in the 

future.  

United States 

March quarter GDP data confirmed 

the heavy impact of the adverse 

weather conditions experienced 

early in 2014. The weak first quarter 

growth outcome was much lower 

than expected, at just 0.1% 

annualised growth – with most 

commentators and economists 

having expected 1.2%. Fortunately, 

more recent data signals a rebound 

from the earlier lull. 

 

However a decline in housing activity 

looks to be more than just weather-

related, and suggests the sector may 

not provide as much support to 

overall economic growth as it did in 

2013. 

Eurozone 

Despite signs that the Eurozone 

economy continues its gentle 

recovery, key challenges remain. 

Deflationary pressures persist, 

accentuated by a stronger currency, 

while banks remain reluctant to lend. 

introducing negative deposit rates for 

banks or potentially undertaking 

some form of quantitative easing. 

Latest  monthly commentary from the Investment Markets 

Research team at BT. 
May 2014 

INSIDE THIS ISSUE: 

1 
Market and economic 
overview 

2 Asset class summary 



2 

 

However, the European Central Bank (ECB) 

appears ready to act in order to alleviate economic 

headwinds by introducing negative deposit rates for 

banks or potentially undertaking some form of 

quantitative easing.  

 

United Kingdom 

Continued positive economic recovery in the UK 

suggests activity will remain fairly solid over 2014 

but increased speculation that the Bank of England 

(BOE) may bring forward its first interest rate hike 

to early 2015 may be a headwind to any further 

strength in economic trajectory. However, once the 

excess slack in the economy is absorbed, this 

could lead to the emergence of inflationary 

pressures which will be the trigger for the BOE to 

increase rates. However, in the immediate future, 

policy is likely to remain unchanged.  

Japan 

 

The first signs of a decline in Japan’s economic 

activity following the three per cent sales tax 

increase on April 1st are emerging with motor 

vehicle sales contracting sharply along with 

manufacturing activity. Any easing in policy is 

unlikely until the second half of 2014 when the extent 

of the negative impact on the economy arising from 

the tax hike will be clearer. 

China 

The slowdown in Chinese growth to 7.4% is now at 

its slowest pace in over a year, and there are fears 

that it is heading for a hard landing. Although there 

are repeated calls for the authorities to shore up 

activity while the economy is still drowning under 

excess capacity brought on by the economic 

stimulus package that was implemented following 

the 2008 global financial crisis, the Chinese 

leadership are focused on introducing structural 

reforms that are integral for China to achieve a more 

sustainable and balanced economic growth path in 

the future. 

 

Asset class summary                        

Global equity markets 

Emerging Markets bounced back in March posting 

solid gains with the MSCI Emerging Market Index 

up 3.1% versus the US S&P 500 Index which 

managed to gain a 0.8% return. The S&P 500 hit a 

new all-time high of 1891 in early April but has yet 

to move back above this level. As the market 

experienced jitters about the high ‘tech stock’ 

valuations, the NASDAQ took a dive to a 3-month 

low before recovering on solid earnings results from 

the likes of Apple, Facebook, and Microsoft.  

The US Russell 2000 Index of small cap companies 

fell 3.9% in April driven by momentum strategies 

underperforming. European stocks were amongst 

the best performing for the month, despite the 

uncertainty over Russia/ Ukraine tensions. The 

UK’s FTSE 100 index rose 2.8% while the French 

CAC index gained 2.2%. Germany’s DAX index 

(+0.55) underperformed as sentiment weekend 

given Germany is the face of the European 

response to increased sanctions against Russia.  

The S&P/ASX300 Accumulation Index returned 

+1.7% in April, outperforming global equity markets 

(+0.8%). Resources (+2.2%) outperformed the 

market ex Resources (+1.5%) while the Large 

Caps (+1.9%) outperformed the Small Caps (-

1.2%) this month. 

Cash, Bonds and Fixed Interest 

Both domestic and international fixed income 

markets had a positive performance for the 

month, although both underperformed equities. 

Australian ten year bonds rallied 15 bps to 3.9% 

and the three year bond rallied 11 bps to 2.9%.  
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Overall credit market performance continued to be 

supported by the global macro environment where 

growth across Europe and the US appears to be 

supportive with all corporate markets seeing 

spreads narrow further. 

 

Commodities, Currency & Alternatives 

The broad commodities index (S&P/GSCI Index 

Hedged) gained 0.9%. Coffee (+14.1%), Natural 

Gas (+10.2%) and Soybeans (+4.6%) drove returns 

across the sectors with Agriculture outperforming, 

though all sectors managed a positive return.  

Currency markets saw broad USD weakness, and 

the Pound, Euro and Yen all gained versus the 

USD for the month while the AUD was up 0.1%. 

Hedge fund strategies had mixed results in April 

dictated by a sharp correction in momentum driven 

strategies as a result of the sharp falls in Biotech 

and Technology stocks which were the darlings of 

2013. Macro funds generally underperformed. 
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