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Where are equity markets headed?

MARKET
ANALYSIS
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QUITY markets have been bullish for
almost five years — despite the nega-
tive news, fears and uncertainty that
have prevailed during this period.
Last year, which started with uncer-
tainty, ended as a good year for stock mar-
kets overall. The Dow Jones industrial
average, for example, had its best annual
performance since 1995 (up 27 percent) and
the rise in optimism pushed major stock
markets to fresh highs at year-end.

In contrast to equities, other markets —
such as bonds, precious metals and com-
modities — have been declining. The bond
market had a poor performance last year
as concerns the US Federal Reserve would
start tapering its “quantitative easing”
(QE) programme caused investment-grade
bonds to suffer their worst year since 1994.
This also represented the second-worst
year for investment-grade debt since 1980,
the first loss since 1999, and only the third
time in 34 years that the asset class fin-
ished the year in the red. US treasury
yields spiked 78 percent, causing a lot of
pain in this market.

Commodity and precious metals mar-
kets also experienced a dismal year. For
example, gold was down by 28 percent
(about 37 percent since its peak), its worst
annual decline since 1981. This begs the
question whether or not the equity market
will follow suit. Indeed, it is at a mature
stage in light of historical experience. The
median bull market has historically lasted
50 months and on average 67 months (“Bull
Markets Since 1871: Duration and Magni-
tude” by Tobias Carlisle, greenbackd.com).

So has the market already discounted
the best ahead and does it risk turning
down despite improving economic condi-
tions? Prevailing sentiment suggests other-
wise. Since late last year and into the start
of this year, optimism towards stocks and
the global economy (especially the US) is
running high across the board.
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