
2014: The Start of the Road to “Normal”? 

 
 

 
 

 

As 2014 commences it appears that the foundations may now be in place for a more robust global economic 

backdrop. Growth momentum, particularly amongst a number of advanced economies appears to be building and 

one can now tentatively consider the possibility of at least the start of a return to a more normal economic 

environment. The implications of this and the response of central bankers looks set to be a key theme for 2014. 

 

Fortunately for headline writers, having failed to initiate tapering in ‘Septaper’, the Federal Reserve obliged with a 

‘Dectaper’ and as such avoided the rather less accommodating month of January. Importantly tapering means that 

the taps are still open but just to a lesser extent, nevertheless it marks the start of the long road to a more normal 

economic environment and having effectively underwritten the recovery, the change represents something of a 

transition for financial markets that have enjoyed the largesse of the world’s most important central bank. 

 

The ongoing criticism and indeed fear of Quantitative Easing is its impact on asset prices, and whether financial 

markets will be able to wean themselves away from this support. The initial reaction to tapering was fairly positive, 

with markets finally taking the view that good news was no longer bad. The ideal scenario is for growth in the US 

economy to effectively replace the monetary support as a smooth transition. The US should start to see a more 

settled fiscal environment, having had quite a restrained year of economic growth on account of the various 

grenades that it’s hamstrung political system has seen fit to hurl. Nevertheless the year looks to have finished with a 

budgetary agreement and the likelihood of less fiscal headwinds going into 2014, and as such sets the scene for a 

better growth environment. 

 

Investment Outlook 
 

Following what has generally been an acceptable year for investors, particularly those focused on developed world 

equity markets, and the high degree of bullishness amongst market pundits it would perhaps be wise to at least 

consider a more measured approach for the prospects of 2014. The key driver in equity market performance for 

2013 has generally been the strong re rating that valuations have seen, as opposed to strong progress on earnings. 

Therefore for 2014 one of the key features will be whether companies are able to provide this. Set against a better 

economic backdrop and a still accommodative monetary policy backdrop there are reasons to be optimistic that this 

will be forthcoming.  

 

The other key support in favour of equities remains relative valuation to other assets, predominantly bonds.  Whilst 

the 10 year UK Government bond finished the year at just above 3%, a near doubling from its low of the year, for 

longer term investors they still don’t look that enticing. Barring a major downside event, the main issue is inflation 

and certainly if the UK were to see a sizable continuation of the trend of recent months with inflationary pressures 

easing then one could be more constructive of yields at these levels. The key counterbalance to this point of view is 

that the Bank of England would likely restart QE to avoid such a scenario. Therefore whilst bonds are certainly more 

attractive than a year ago, in the absence of a large and sudden selloff in bonds, the relative argument still points to 

equities. 



 

The UK finished the year with an economy growing at amongst the highest rates in the developed world, with key 

drivers being consumption and the recovery in the housing market. Whilst it is now likely that the economy will finally 

surpass its pre financial crisis peak during 2014, the country has done little to deal with its high levels of 

indebtedness, and as such it is important that real wage growth comes through. BOE Governor Mark Carney will 

need to keep a close eye on the housing market, but as things stand the wider tool box at the BOE’s disposal as 

opposed to direct action on interest rates continues to be the preferred approach, particularly given an easing in 

inflationary numbers. 
 

At the other end of the spectrum the Japanese Central Bank looks set to further increase its QE, given its ongoing 

quest for a sustainable reawakening of its economy.  The Eurozone had a rather uneventful 2013 in comparison 

with previous years. Some progress was made in terms of building a more sustainable currency with plans for a 

banking union emerging toward the end of the year, but there is still much to be done. As such one should not 

completely ignore the possibility for Eurozone problems to re emerge. Fundamentally the key crutch to the union 

continues to be the ECB, and it seems likely that its role in providing support will continue, perhaps even to the 

extent that it finally undertakes QE. 

 

Emerging Markets 

 
Emerging markets experienced a difficult 2013 and their equity market performance has been mixed with a number 

ending the year lower than they started, in some cases significantly so. Many have been adversely impacted by the 

easy money policies of the developed world, which has led to major distortions within these economies, making their 

management doubly challenging. In addition, leaders have generally picked the low hanging economic growth fruits 

and now must deal with the more challenging but ultimately necessary structural reform as their countries mature. 

This is certainly true of China, and the recent announcements following the 3rd Plenum make the right noises but the 

extent and speed in which this turns to actions remains to be seen. Discouragingly Chinese money market liquidity 

issues resurfaced at the end of 2013 and whilst the hope was that this was yearend related, one should be mindful 

that the country continues to face quite significant challenges as its economy matures and it tries to move away 

from excessive credit creation and bringing its shadow banking system to heel. 

 

Political Backdrop 
 

Political developments look set to focus particularly on Emerging Markets with general elections set to take part in a 

number of key countries notably India, South Africa, and Brazil. Whilst South African’s discontent with the ANC will 

likely see them lose votes they still look probable to retain power. India looks most likely to see a change in 

Government with the pro business opposition thought likely to replace the incumbent party of the last 11 years. The 

two global sporting events of the year take place in Brazil and Russia, countries already subject to domestic 

discontent and as such are vulnerable to further discord. 

 

European parliamentary elections in May might prove to be an opportunity for the electorate to make a protest vote 

via Euro sceptic and non mainstream parties, which could pose further questions as to the direction of the EU and 

whether the electorates are truly on board. Finally the year would not be complete without some sort of reference to 

the US debt ceiling and indeed 2014’s episode looks likely to take place in February. Midterm elections are also 

happening in the US and whilst this does bring the risk of some fiscal uncertainty, comfort can be taken from the 

cross party budgetary progress made in December. Closer to home the future of the UK will be put to the Scottish 

electorate when they are asked whether they want an independent Scotland. 

 

Commodities 
 

Within commodities, the changing dynamics of the energy markets should continue to be a feature with the US shale 

bounty having a profound impact. Aside from being a boon to US manufacturing, the country is likely to soon become 

the world’s largest exporter of petroleum products. This coupled with a better oil supply picture from Iraq and Iran, 

as well as a restrained demand backdrop look set to keep prices subdued. That said North Africa and the Middle 

East remain sources of considerable uncertainty, not least given the ongoing civil war in Syria and the potential for 

unrest in countries dependent on a high oil price. 

 



China continues to be a key commodity consumer and the demand outlook looks set to be restrained, given its lower 

infrastructure spend. Whilst latterly miners have emphasised much greater capital discipline there is still a large 

amount of supply coming on-stream from previous years of overinvestment and this will also act as headwind to 

prices. Finally the start of tapering in the US may see the dollar start to rise and this may be a further challenge for 

commodities given that they are generally priced in dollars. 

 

Conclusion 
 

Investors must be mindful that the policies undertaken by central banks since the financial crisis are without 

precedent and effectively amount to a huge experiment in monetary policy. As such the beginnings of a transition 

away from it will unlikely be entirely straightforward and we should continue to expect periods of volatility. 

Nevertheless the hope is that the improving growth outlook and continued improvement in confidence should start 

to deliver better earnings growth and in turn there are reasons for optimism for another positive year for equities 

albeit perhaps to a lesser extent than 2013. 

 

Wishing you a pleasant and prosperous 2014. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
This publication is for informational purposes only and should not be relied upon. The opinions expressed here represent analysis by an Alpha Portfolio 
Management representative at the time of preparation and should not be interpreted as investment advice.  
You should seek professional advice before making any investment decisions. The past is not necessarily a guide to future performance. The value of 
shares and the income from them can fall as well as rise and investors may get back less than they originally invested. Any tax reliefs referred to are 
those currently applying. Tax assumptions may change if the law changes and the value of tax relief will depend upon individual circumstances. All 
estimates and prospective figures quoted in this publication are  
forecast and are not guaranteed. Alpha, its associate companies and/or their clients, directors and employees may own or have a position in the 
securities mentioned herein and may add to or dispose of any such securities. The sender does not accept legal responsibility for any errors or 
omissions, in the context of this message, which arise as a result of internet transmission or as a result of changes made to this document after it was 
sent. 
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