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Global equities rally strongly on signs companies are passing on rising costs to 
consumers and inflationary pressure to prove temporary 
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Global stock markets rebounded strongly from their September setback, touching new highs 
in October despite a background of labour shortages, supply problems and rising inflation. 
Investors appear to accept the view of major central banks such as the US Federal Reserve 
that these issues will prove temporary and any interest-rate hikes will most likely be 
moderate. However, yields on US Treasuries and euro zone government bonds edged higher 
in the expectation some monetary policy tightening will take place. Oil prices rose strongly, 
leading the gains in the commodity sector, as the economic recovery from the pandemic 
continued to drive energy demand, which is outpacing supply.  

The MSCI World Index of global equities surged 5.53 per cent in local currency terms, or 3.96 
per cent in sterling terms. Stocks have advanced by 21.63 per cent over the year so far. US 
stocks led the market higher, while Japan suffered negative returns and emerging markets 
lagged global stocks by a considerable margin. Sectors expected to benefit the most from the 
global economic recovery, such as consumer discretionary and energy, fared best. 
Technology and financials also recorded strong gains. Healthcare and consumer staples 
lagged, albeit still registering positive returns. 

US stocks, as measured by the S&P 500, enjoyed their best month this year and finished 
October at a record high. Strong earnings updates from large companies, including 
machinery giant Caterpillar, whose fortunes are closely tied to those of the global economy, 
and from technology stocks such as Microsoft, provided support. This helped offset economic 
data showing that consumer spending weakened in September (compared with August), and 
warnings from Amazon that labour shortages and rising costs would impact profit growth this 
year. The S&P 500 rose by 7.01 per cent in local-currency terms, bringing the year-to-date 
gains to 24.04 per cent. 

European equities enjoyed a good month too, supported by earnings reports that suggested 
companies are successfully passing on rising costs to consumers. This helped offset worries 
about rising inflation, which surged to 4.1 per cent in the euro zone. Equities were also 
supported by month-end comments from the European Central Bank that inflation would likely 
prove transitory and the Bank had no plans to tighten monetary policy. The MSCI Europe ex-
UK Index rose by 4.20 per cent in local-currency terms, with the gains over the year 
amounting to 21.20 per cent. 

By contrast, Japanese stocks fell back, having reached multi-decade highs in September. 
Concerns the ruling Liberal Democrat Party could lose its overall majority in the general 
election at the end of October weighed on the market. Fears over China’s economy – and in 
particular the debt crisis at property giant Evergrande – as well as rising long-term interest 
rates in the US and higher energy prices also affected sentiment towards Japan. The TOPIX 
Index fell by -1.42 per cent, bringing the gains for the year to date to 13.06 per cent. 

Emerging-market equities continued to lag global markets, the MSCI Emerging Markets Index 
rising by just 0.91 per cent, bringing the year-to-date increase to 1.90 per cent. The prospect 
of higher interest rates in major economies, traditionally an adverse environment for EM 
stocks, took its toll. Latin American stocks fared particularly badly, largely reflecting events in 
Brazil, where concerns over inflation and the government’s spending plans dampened 
investor sentiment. Chinese stocks remained under pressure due to concerns about the 
fallout from China Evergrande, Sino–US ties and government regulatory intervention. 

The yield on ten-year US Treasuries ended October at 1.56 per cent, slightly up on the 1.53 
per cent recorded at the end of September. Meanwhile, the yield on Germany’s equivalent 
benchmark government bond rose to -0.10 per cent, from -0.20 per cent. Bonds issued by 
governments of what are regarded as some of the weaker euro zone economies, such as 
Spain, Italy and Portugal, came under heavier pressure, with yields spiking higher on worries 
the European Central Bank could tighten monetary policy faster than anticipated. Meanwhile, 
EM bonds continue to underperform their developed market counterparts, with some central 
banks hiking interest rates aggressively to counter inflationary pressures.  
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IMPORTANT INFORMATION 

Past performance is not a guide to future 
performance. The value of an investment and 
any income from it may go down as well as up. 
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