
2013: It Started with A Cliff 
 

 

Introduction 
 

Many of the challenges present at the start of last year still linger and represent investment hurdles 

that we need to be conscious of when looking forward today. January 2013 feels a long time ago. An 

environment of risk aversion coupled with QE was distorting the returns on bonds leaving them 

looking fundamentally overvalued. In contrast equities appeared cheap – but which ones?  This 

scenario represented a major challenge to both risk seekers and the risk averse investors, income 

and likewise those growth orientated. 

 

Overview 
 

2013 turned out to be an eventful year for all of us, perhaps most notable for the statements, 

actions and perhaps the inactions of The Federal Reserve. The performance of equity markets were 

relatively polarised, with a number of the “majors” notably the US, making fresh all time highs. In 

stark contrast, various emerging markets were material underperformers. Furthermore currency 

movements typically compounded the situation. As a result, this posed quite a dilemma for growth 

orientated investors  

  

After much political brinkmanship the year began with the US resisting launching itself from the 

proverbial fiscal cliff, by finally passing the necessary legislation. Other key events early in the year 

centered on Europe with the Cypriot economy being bailed out but with unprecedented proviso that 

larger uninsured bank depositors would be subjected to a haircut. Elsewhere in Europe inconclusive 

elections in Italy resulted in that country not seeing a Prime Minister sworn in until some two months 

had past. 

 

The early summer centred very much on the world’s Central Banks. In early May the European 

Central Bank cut its main rate and also reduced its deposit rate to zero. Its Japanese counterpart 

undertook further aggressive action as that country continued its quest for a sustainable economic 

recovery following almost two decades of stagnation. By contrast and in the face of increasing 

strength within the US economy, Federal Reserve Chairman Ben Bernanke shook the markets later 

on in May by introducing the possibility of a wind down of its asset purchases. However as it 

transpired the ongoing indecision by America's politicians was enough to put him off this until the 

end of the year.  

 

July saw the Chinese Central Bank forced to inject funds into its money markets in the face of a 

liquidity crunch which had seen interbank rates at extremely elevated levels. The penultimate 

quarter of the year also saw the engaging new Bank of England Governor, Marc Carney, introduce a 

new phrase to the UK as he unveiled ‘forward guidance’ effectively saying that he would not raise 

interest rates until UK unemployment fell below 7%. 

 

The final quarter of the year saw the spotlight once again turned toward the Fed with concerns 

mounting of a ‘Septaper’, however in the face of a looming fiscal crisis this was deferred and October 

saw the US Government shutdown for the first time since 1996. However following two weeks of 

negotiation, short term fixes were found for both the budget and the debt ceiling and the c.800k 

government employees were then able to return to work.  

 

 



In spite of the political distractions, US economic data continued to improve in the final months of 

the year, and this in combination with a December cross party agreement on the US budget, allowed 

Federal Reserve Chairman Ben Bernanke to sign off by finally announcing the taper. Whilst this was 

considered fairly modest in scale, the reaction of markets was positive and appeared to suggest a 

change in mood, with the health of the US economy finally being welcomed and the S&P 500 closing 

at an all time high. This in contrast to the general trend throughout the year which had effectively 

seen markets welcome bad economic news, given that this would prolong the central bank support. 

 

Markets 
 

In aggregate some $9.5tn was added to the market value of global stock exchanges. Interestingly 

this was predominantly a consequence of the performance of developed market equities, the best of 

which was Japan’s Nikkei rising around a staggering 57%. The S&P 500 also had a very decent year, 

finishing at an all time high having risen by around 30%, its best one year performance since 1997.  

 

One of the major equity market stories of the year was the poor performance of emerging markets 

relative to that of developed markets. A number of emerging markets made very little ground, and 

others ended significantly below the levels at which they started the year. In general terms the 

impact of tapering fears hit these markets particularly given the QE ‘hot money’ that they had drawn 

in effectively went into reverse. A number of these, such as Brazil, are also heavily commodity 

orientated and certainly this did not help either in the face of a more subdued commodity market 

backdrop. This led to in some cases quite material underperformance relative to the developed 

market equities, with the likes of Brazil and China finishing in negative territory, down by 15.5% and 

6.75% respectively.  

 
The UK economic momentum built as the year progressed, driven by improving confidence by both 

business and consumers given a better housing market. Policies undertaken by the Bank of England 

to stimulate lending combined with the Governments interventions in a supply constrained housing 

market certainly helped. That said the UK Large Cap, in spite of a very reasonable rise of circa14%, 

failed to find itself amongst the best performing markets. It was further distinguished amongst the 

major markets by virtue of its failure to end the year above its mid year high. Here we should 

remember that the composition of the UK Large Cap is very much internationally orientated, with 

circa 80% of earnings coming from overseas, and as such there are few companies with meaningful 

UK exposure.  The relatively high exposure to commodities of the index was far from helpful in this 

regard and in addition the strength of the pound proved a notable headwind, typically resulting in 

earnings downgrades. This was particularly apparent in the second half of the year, and a rally 

against the dollar saw sterling hit levels last seen in 2011, rising from a summer low of around 

$1.48 to finish the year around $1.65.  By contrast the more UK centric Mid Cap outperformed 

growing some 30% and making a new all time high in the process. 

 

Bonds 
 

Government bonds generally had quite a weak year, which was mainly attributable to markets 

starting to factor in an end to Federal Reserve support with prices peaking in May, around the time of 

the initial taper suggestions. Quantitative Easing effectively brings a buyer to the market who is not 

sensitive to price and a withdrawal of this demand removes a major support to prices. In addition 

with investors generally more confident and risk seeking, the demand for safe haven assets was also 

diminished, relative to the depths of the various Euro zone crises. Indeed a more optimistic outlook 

for the Eurozone periphery made these country’s Government bonds some of the few to generate 

positive returns within sovereign debt. 

 



Commodities 
 

Finally commodities were generally quite subdued with Brent Crude oil effectively ending at a similar 

level to where it started. Gold and silver were both notable decliners, falling significantly out of 

demand as investors started to factor in the Federal Reserve’s QE intentions. Within soft 

commodities a number were particularly weak with corn down some 40%. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
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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