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Markets continued to focus on the messaging of Central Banks over the 
month, whilst corporate earnings releases generally painted a positive picture 
of corporate health. The close of the month saw a market friendly election 
outcome in Japan, and the US administration closing in on a sizeable stimulus 
package. 

Towards the end of the month, we took advantage of the continued resiliency 
of the Pound to trim domestic exposure, with the proceeds re-allocated 
to selective areas of overseas equities where we continue to find both 
compelling value and attractive currency diversification. We believe that it was 
a particularly favourable time to make these moves, with the Pound trading at 
close to multi-year highs against most other currencies as the market priced 
in a faster pace of Bank of England interest rate hikes than we believed was 
likely. 

The Pound has strengthened against most other 
currencies, particularly the Yen, over recent months 
(Relative Chart)
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  A - Euros in GB (-5.13%)
  B - US Dollars in GB (-10.61%)

  C - Japanese Yen in GB (-18.61%)
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Market dynamics
The second half of the month saw the start of quarterly 
corporate earnings releases, with many of the largest 
companies in the world reporting. The broad trend 
across the market has been for strong (top-line) 
revenue growth, with most companies able to pass 
through rising input costs to customers amidst buoyant 
consumer demand. Although strong profit growth was 
a common feature across most sectors and regions, 
US stocks – and more specifically the mega-cap stocks 
at the top of the Nasdaq 100 - very much led the way 
over month, outperforming all other regions as a 
combination of good earnings releases and extremely 
buoyant investor sentiment drove American indices 
higher. 

UK
The data emanating from the domestic economy 
weakened slightly over the month, with survey data 
indicating a slowing of growth in the manufacturing 
sector amidst shortages of labour and some key inputs, 
whilst the shortage in petrol supplies is likely to have 
weighed on consumer confidence. 

Despite inflation, as represented by the Consumer 
Price Index (CPI) figures supplied by the ONS, declining 
slightly to 3.1% in the 12 months to September, it is 
likely that inflation will continue to rise through the 
latter months of this year as supply chain disruptions 
and availability of goods remains tighter than normal. 
We then expect inflation to pare back to lower levels 
by the middle of next year. This is a view shared by 
our third party macroeconomic research provider, 
Pantheon who are forecasting UK inflation (based 
on CPI) to peak at c.5% early next year, before falling 
back towards 2% by 2023, driven in large-part by a 
moderation of energy prices and an adjustment in 
global supply chains. Against this backdrop, bond 
markets are priced for the Bank of England to 
raise base rates to c.0.75% by the end of next year, 
although in a surprise for markets the MPC decided 
against raising the base rate in their meeting in 
early November, a move which pushed back rate 
expectations slightly. 

This season’s earnings releases have been the 
strongest for many years as profits recovered strongly 
from their depressed levels in the third quarter of 
last year. Highlights include the banking stocks, led 
by Natwest, Lloyds and Barclays, benefitting from 
lower loan provisions and delivered relatively upbeat 
outlooks, whilst energy business Royal Dutch Shell 
delivered $16bn of operating cash flow over the 
quarter, although the profit figure was dragged down 
by balance sheet write-downs. Within pharmaceuticals, 
GlaxoSmithKline had better than expected results, 
as they raised their profit forecast on the back of a 
rebound in (non-COVID) vaccinations, whilst consumer 
goods firm Unilever beat expectations, as they were 
able to pass on rising costs in the form of higher prices 
across their range of products. Despite generally good 
corporate earnings releases, the UK market lagged the 
US over the month, with MSCI UK All-Cap gaining 1.7% 
in price return terms. 

US
In similar vein to the Bank of England, the US Federal 
Reserve have reacted to the persistency of inflation by 
bringing forward plans to tighten monetary policy, albeit 
from very loose current conditions. Early in November, 
in a widely expected move the Fed announced a 
tapering of their Quantitative Easing programme. 
However, as the Chairman of the Federal Reserve, 
Jerome Powell accompanied the announcement by 
stating that he doesn’t believe that a more rapid pace of 
tightening is required at this time, the market’s reaction 
was fairly muted. 

Late in the month, progress was made towards the 
passing of President Biden’s $1.75trn economic 
stimulus plan, which will provide further payments 
to lower income households, as well as another 
$1.2trn infrastructure bill which will provide significant 
investment in decarbonisation projects amongst others. 
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Within the stock market, Microsoft, Apple and 
Alphabet (Google) all released strong results, driven 
by strength in cloud computing, the new 5G iPhone 
and online advertising respectively. Less impressive 
were the results from Facebook which saw a slowing 
in advertising revenue as they were hit by Apple’s new 
privacy rules alongside weak new user numbers, and 
subsequently announced a name change to “Meta” as 
they look to focus the business on the growth of the 
online “Metaverse”. Online retailer and cloud computing 
giant Amazon missed earnings expectations as they 
were hit by rising costs amidst supply-chain bottlenecks, 
whilst their operating cash flow was further dented by 
significant investment in new warehouses. The S&P 500 
gained 6.9% over the month is US Dollar terms. 

Europe
In line with the US and UK, Eurozone inflation has 
moved higher over recent months, with the estimates 
for October showing 4% year-on-year growth in the 
CPI figures for the currency bloc. However, in contrast 
to policymakers elsewhere, the reaction from the 
European Central Bank (ECB) has been more sanguine, 
with ECB President Christine Lagarde actively pushing 
back on the idea that the ECB will be forced into raising 
the base rate until 2023 at the earliest. MSCI Europe 
ex-UK gained 4% in local currency terms. 

Asia
In Japan, the most notable event was the general 
election on the last day of the month, which saw 
the ruling LDP party gain a far larger majority in the 
important lower house of Parliament than many 
political commentators had expected. The country’s 
sharp decline in COVID cases, which has allowed the 
government to end the state of emergency in major 
cities, likely bolstered support for the ruling party. Now 
that they have secured a solid majority, Prime Minister 
Fumio Kishida and his party are planning on increasing 
fiscal stimulus and boosting the incomes of the middle 
class, whilst continuing to pursue many of the economic 
policies championed by his predecessor Shinzo Abe. 
Given the stability the result provides, we believe it 
may act as a positive catalyst for the Japanese market, 
particularly for those companies which are benefitting 
from the loosening of COVID restrictions, many of which 
are still trading on attractive valuations with strong cash 
positions. MSCI Japan ended the month down 1.2% in 
local currency terms. 

China’s economy has continued to slow over recent 
months, as a combination of sporadic COVID 
shutdowns and weakness in the property market 
served to impact growth. However, government 
stimulus measures have already started to take hold, 
although they have been focused on areas of the 
economy which the government want to support, such 
as electric vehicles and renewable energy. Although it 
is increasingly clear that the winding up of the troubled 
property company Evergrande will take several more 
months, we remain comfortable that the Chinese 
authorities will not let its collapse lead to a systemic 
event for the economy. MSCI China H gained 0.5% in 
local currency over the month.
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