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GLOBAL EQUITY MARKETS – CALENDAR YEAR RETURNS 

Source: Zephyr 
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● The S&P 500 ended the fourth quarter up 4.9%, making it the 
eighth consecutive quarterly increase and the longest streak since 
1998. Large caps (S&P 500) outperformed small caps (Russell 2000) 
by approximately 8.8% during 2014, the widest margin in 16 years.  

● Against a backdrop of concerns over global growth, falling oil prices, 
and a strong dollar, volatility (as measured by the VIX) jumped 
approximately 40% during 2014. As a result, there was a flight to 
higher quality and larger-cap stocks in 2014.  

● Small cap stocks rallied in the fourth quarter, driven largely by the 
domestic-focus of the asset class and relative strength of the US 
economy. Within small cap, growth has outperformed value in six 
of the past eight calendar years.  

● US companies continued to exceed earnings growth expectations. 
During the fourth quarter reporting period, 76% of S&P 500 
companies and 57% of Russell 2000 companies beat their EPS 
estimates. 

 

● Despite remaining near historical lows, volatility rose during 2014 
which shifted market preference from beta to quality. Dividend 
yield, market capitalization, and earnings stability were three of the 
strongest performing factors of the market in 2014. 

● REITS and utilities, two of the highest yielding equity sectors, were 
the strongest relative performers for the fourth quarter and for the 
year as investors searched for yield. 

● Within energy, supply growth outpaced demand growth which 
translated into lower oil prices and significant relative 
underperformance in the space particularly during the second half 
of 2014. 

● Higher beta stocks significantly underperformed lower beta stocks 
for the fourth quarter and for the full year. In 2014, stocks within 
the lowest quintile of beta outperformed stocks within the highest 
quintile of beta by approximately 14.5%.  

Domestic Equity Market Highlights 

Source: Bloomberg LP, Lazard, MSCI, Russell, S&P, Zacks 

DOMESTIC EQUITY MARKET 
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● International developed stocks decreased -3.6% in US dollar terms 
for the quarter, as measured by the MSCI EAFE Index. Currency 
detracted 540 bps from the positive local return of 1.8%.  

● The US dollar continued to strengthen against all major global 
currencies during the quarter, as US economic growth and 
corresponding weakness in Europe and a slowdown in China 
continue to make the dollar attractive. For the quarter, the Euro 
and the Yen were down relative to the US dollar by 9.1% and 4.6%, 
respectively. For the full year 2014, the Euro fell 12.2%, the Yen 
fell 12.3%, the Swiss Franc fell 10.5%, the Pound Sterling fell 5.9%, 
and the Singapore Dollar fell 4.7%, against the U.S. Dollar. Given 
the potentially more accommodative monetary policy outside the 
US, there does not appear to be any pressure for the US Dollar to 
weaken in the near-term.  

● Small caps outperformed large cap stocks during the period. 
Growth outperformed value across the cap spectrum. 

● There were few bright spots among EAFE countries with only 
Belgium, Ireland, Hong Kong, and New Zealand posting positive 
returns in both US and local terms. Pacific ex-Japan was the best 
returning region, in USD terms, with a -1.5% return. Europe, in 
general was more challenging, with Europe ex-UK returning -4.4% 
for the quarter. After the Russia/Ukraine crisis held investors back 
in the third quarter, the unexpected announcement of elections in 
Greece and the continued collapse in oil prices drove sentiment 
further down in the fourth quarter. 

● Except for consumer discretionary, all developed international 
sectors contracted during the quarter in dollar terms. Energy 
continued its decline from the third quarter and was again the 
worst performing sector in the index for the quarter as oil prices 
continued their decline. Much of the drop in energy prices and 
their related stocks appears have benefited the consumer.  

International Developed Equity Market Highlights 

Source: Bloomberg LP, Lazard, MSCI, Russell, S&P 

INTERNATIONAL DEVELOPED EQUITY MARKET 
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● The MSCI Emerging Markets Index decreased by 4.5% in US 
dollars during the quarter. Currency proved to be a headwind to 
US investors, detracting 451 bps, as the US dollar strengthened 
against emerging markets currencies in aggregate. Fourth quarter 
performance in emerging markets underperformed developed 
global markets by 551 bps in US dollar terms. 

● China was the best-performing major emerging markets country 
during the quarter. While China experienced a 24-year low in 
economic growth during the quarter, equity markets improved 
following a reduction in the country’s central bank rate. Russia 
was again the worst-performing market, down 33% in US dollar 
terms and 6.08% in local terms. The ruble fell from 0.25 vs. the 
US dollar to 0.17 during the fourth quarter. Russia’s currency 
move during the quarter was primarily driven by the rapid fall in 
oil prices, as the economy is heavily reliant on oil exports. 

Emerging Markets Equity Highlights 

● Brazilian stocks detracted 14.9% in US dollar terms as the 
country’s central bank hiked rates twice during the quarter in an 
attempt to dampen inflation. The Brazilian real hit a nine-year 
low versus the US dollar during the quarter. 

● Mexico was the other major detractor to emerging markets 
during the quarter, falling 12.3% in US dollar terms. The primary 
driver of poor performance was the government’s reduced 
growth forecast and lack of central bank action. 

● Investors favored the financials and information technology 
sectors during the quarter. The materials and energy sectors 
were the worst-performing areas of the market, as lower oil and 
metals prices negatively impacted earnings power. 

● During the quarter, growth outperformed value and large cap 
outperformed small cap. 

Source: Bloomberg LP, Lazard, MSCI, Russell, S&P 

EMERGING MARKETS EQUITY 
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● Global equity markets were primarily driven by momentum 
during the quarter. Earnings revision, leverage, and size were 
also positive contributors to performance.  

● Valuation factors were all negative during the quarter, with PB 
and PE delivering significant performance drag. 

● Growth factors were all negative contributors at a very low level. 

● Sentiment factors were the largest driver of returns. 

● Quality factors were positive. 

● Risk factors were mixed. Beta and volatility were significant 
detractors and size was also a contributor. 

● During the fourth quarter, oil prices fell from $95 to $45. The 
rapid price depreciation followed the November 27th 
announcement that the Organization of Petroleum Exploration 
Countries (OPEC), which controls approximately 40% of the 
global oil market, failed to reach an agreement to reduce oil 
production.  

● Part of the supply and demand imbalance was due to an increase 
in US oil production, which grew from 5 million barrels per day in 
2008 to 7.5 million in 2013. With the United States consuming 19 
million barrels per day in 2013, increased production levels have 
gone a long way toward reducing oil import needs. 

● Following the oil price move, analyst estimates for Russell 1000 
energy companies have been cut in half.  

● The silver lining of lower oil prices is greater disposable income 
for consumers. Since the oil price move, consumer discretionary 
earnings expectations have increased 12%.  

 

Global Factor Spreads Global Equity Highlights 

Source: Bloomberg LP, Lazard, MSCI, Russell, S&P, Factset, EIA US Energy Information Administration 
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Disclaimer 
Summit Strategies Group (Summit) has prepared this report for the exclusive use by its clients. The information herein was obtained from various sources, which Summit believes to be reliable, and may contain opinions developed by Summit. Summit does not guarantee the accuracy 
or completeness of the opinions, observations or other information contained in this report. The opinions, market commentary, portfolio holdings and characteristics are as of the date shown and are subject to change. Past performance is no guarantee of future performance. No 
graph, chart, or formula can, in and of itself, be used to determine which managers or investments to buy or sell. Any forward-looking projection contained herein is based on assumptions that Summit believes may be reasonable, but are subject to a wide range of risks, uncertainties 
and the possibility of loss. Accordingly, there is no assurance that any estimated performance figures will occur in the amounts and during the periods indicated, or at all. Actual results and performance will differ from those expressed or implied by such forward-looking projections. 
Any information contained in this report is for information purposes only and should not be construed to be an offer to buy or sell any securities, investment consulting or investment management. 
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