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As the equity cycle 

progresses, earnings will 

have to take over as the 

main driver of market 

performance. We have 

good hopes this will 

happen in 2014. We 

expect market 

performance to be in line 

with earnings growth. 

 

  

Equities in 2014: The lights are still green 

Equity markets have been enjoying a strong year so far. 

Performance was primarily driven by valuations as investors 

were anticipating a rebound in earnings. In 2014, earnings will 

have to deliver and take over as key market driver. We expect 

this to happen and foresee returns in line with earnings growth. 

 

Strong year for equities 

Barring a nasty unexpected event, 2013 will be a banner year 

for developed market equities. Year-to-date developed market 

equities rose by almost 20%. Despite many event risks (Cyprus, 

Syria, debt ceiling, US government shutdown, political scandals, 

German elections…) we had only one meaningful correction 

this year, caused by the ‘taper-talk’ of Fed Chairman Bernanke 

in May. However, the reversal was swift and all other hurdles 

represented merely wrinkles in market performance. In fact, the 

hurdles represented an excellent buying opportunity. 

 

An interesting observation is that the performance was primarily 

driven by higher valuations. Global earnings rose a mere 2.5%. 

This pattern is not strange in turning points of the business 

cycle as investors anticipate a rebound in earnings even when 

trailing earnings still decline.  

 

Earnings have to take over as the main market driver 

As the equity cycle progresses, earnings will have to deliver and 

eventually take over as the main driver of market performance. 

We have good hopes this will happen in 2014. 

 

Four factors represent a tailwind for earnings: 

● The broadening economic recovery. The Eurozone may see 

a big absolute change, moving from recession into growth. 

● An expected improvement in margins. Operational leverage 

is positive and labour has still little negotiation power. 

● Low interest charges thanks to the combination of lower 

financial leverage and rates. 

● Share buy-backs contribute to the increase in earnings per 

share and are expected to continue. Companies have plenty 

of cash on their balance sheet, generate strong cash flows 

and are generally underleveraged. Expensive equities are 

replaced by cheap debt and the return on equity increases. 

Valuations are average to attractive 

Valuations do not necessarily have to come down. They might 

even expand a bit, at least outside the US. Relative to history, 

we observe that the current trailing price/earnings ratio is close 

to its long-term average and shows no signs of overvaluation. 

Relative to (corporate) bond yields, equities are still attractively 

valued. Of course, this is largely due to very low bond yields but 

we do not expect a strong rise in yields. Finally, the implicit risk 

premiums in the market are very attractive. In other words, 

taking equity risk is well rewarded. 

 

Monetary policy remains supportive 

Global monetary policy remains accommodative. The ECB cut 

its rate in November and signals that it is prepared to do more if 

needed. Even unconventional policy tools are no longer taboo. 

The Bank of Japan is currently on hold but we expect that it will 

step up intervention when needed. The Fed will start tapering. 

Tapering concerns caused a sizeable market correction in 

May/June, both in bonds and equities. This time may be 

different for equities. The surprise effect will be less as tapering 

is now expected, whereas in May it took markets by surprise. In 

addition, the starting point is different as bond yields are well 

above the May levels. We also think that the market is doing a 

better job in distinguishing tapering from tightening.  

 

Earnings growth estimates and index targets 

 

Top-down earnings growth estimates 

 2013 2014  

Europe 5% 12%  

US 7% 10%  

Japan 40% 17%  

Emerging markets 7% 7%  

Index Targets 

 End Nov 2013 End 2014 % 

Europe Stoxx 600 325 365 12% 

S&P 500 1806 2000 11% 

Topix 1259 1500 19% 

MSCI EM Free 1018 1100 8% 

Source: Bloomberg, ING IM (December 2013) 
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The latter is not expected before 2016. The strategic game 

plan of central banks - monetary policy remains loose 

even as the economy recovers - will drive investors into 

riskier assets. The perceived decline in risk will be another 

driver, especially as the reward for taking risk is high.  

 

The Great Rotation has started 

There is increasing evidence that the so-called Great 

Rotation is gaining speed. Year-to-date global equity 

funds, including ETFs received new inflows equivalent to 

4.4% of their assets whereas total bond inflows remain 

limited at 0.5% of their assets. Within equities Japanese 

and European flows were the strongest. Emerging 

markets on the other hand printed negative flows since the 

beginning of the year. We think this trend can continue. 

Flows tend to follow performance and the overall backdrop 

for equities has improved. On top of that, the expected 

return for bonds over the next 12 months is low. 

 

Corporate activity expected to pick up 

Another driver for equity markets is the rise in corporate 

activity; especially equity buy-backs and to a lesser extent 

mergers and acquisitions. In the US the amount of 

dividends and buy backs has exceeded the record-high 

levels reached in 2007. We expect this trend to continue. 

There is also a business rationale as in a low nominal 

growth environment, companies need to search for 

external sources of growth. Finally, we also believe that 

dividend growth will pick up, being concentrated in the 

cyclical part of the market and potentially also in pharma. 

 

Biggest risk is in emerging markets 

The biggest risk resides in emerging markets (EM). Since 

the taper-talk some adverse dynamics have started to 

develop in EM. Rapid unwinding of carry trades put EM 

currencies under pressure, lifting inflationary pressures. 

Several central banks hiked interest rates and/or 

intervened on the currency market. This will impact growth 

prospects in EM. There is also a risk of negative feedback 

loops when financial instability leads to economic 

weakness in EM. Currency instability may also impact the 

earnings prospects of developed market companies 

generating a large part of their revenues in EM. 

 

Conclusion 

Overall, the fundamental outlook for equities remains 

positive. We expect that in 2014 the performance of the 

market will be in line with the level of earnings growth. 

 

 

 
Sources: Thomson Datastream, Bloomberg. YTD data until 6 Dec 2013 

MSCI Regional Indices (EUR) % 

  29 Nov - 6 Dec YTD 

MSCI World -1.43 19.01 

MSCI Europe -2.62 16.16 

MSCI Emerging Markets -2.06 -5.96 

MSCI US -0.46 24.48 

MSCI Japan -2.73 18.99 

MSCI Developed Asia ex Japan -2.75 0.70 

MSCI Sector Indices (EUR) % 

 29 Nov - 6 Dec YTD 

MSCI World Energy -0.89 10.75 

MSCI World Materials -2.03 -3.66 

MSCI World Industrials -1.73 22.36 

MSCI World Consumer Discretionary -1.81 30.21 

MSCI World Consumer Staples -1.01 16.05 

MSCI World Health Care -1.01 30.03 

MSCI World Financials -2.30 19.36 

MSCI World Information Technology -0.11 19.93 

MSCI World Telecom Services -1.39 23.32 

MSCI World Utilities -1.28 8.23 

  Bond & Credit Yields % 

 6 Dec 29 Nov 

10-yr Bund (Germany) 1.84 1.69 

10-yr Treasury (US) 2.88 2.76 

US Investment Grade Credits 3.26 3.15 

Euro Investment Grade Credits 1.95 1.84 

Global High Yield 5.88 5.85 

EMD Hard Currency 5.98 5.87 

Asian Debt Composite 5.29 5.21 

FX & Commodities  

 
6 Dec 29 Nov 

EUR/USD 1.366 1.361 

Crude Oil (WTI Spot, USD) 97.47 92.54 

DJ UBS Commodity index 252.43 250.08 

Economic Releases (9 - 13 Dec) 

 Date Consensus 

China Exports (Nov, y-o-y) 9 Dec 12.8% 

China CPI (Nov, y-o-y) 9 Dec 3.0% 

Germany Industrial Production (Oct, m-o-m) 9 Dec 1.5% 

China Fixed Assets Investment (Ytd, y-o-y) 10 Dec 20.1% 

China Industrial Production (Nov, y-o-y) 10 Dec 10.1% 

China Retail Sales (Nov, y-o-y) 10 Dec 13.2% 

US Advance Retail Sales (Nov, m-o-m) 12 Dec 0.3% 
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