
A STRONG QUARTER FOR BONDS AND EQUITIES

QUARTER 4 IN REVIEW

Key quarterly themes

 Global economy and corporate earnings improve
 Investors shake off European political news
 US and UK policymakers raise rates

Global economy underpins equities
The global economy continued to gather strength in the fourth 
quarter. Leading indicators such as the Purchasing Managers Indices 
(PMIs) were at levels consistent with growth in the global economy 
of 3.2%. In addition, Eurozone manufacturing readings moved to the 
highest levels since readings began in 1997. The consumer sector 
also appeared buoyant, with levels of consumer confidence touching 
17-year highs across the US and Europe. The recovery was evident 
across regions, with the US economy growing 3.2% (annualised) in 
quarter three despite the hurricane-related disruptions of August and 
September. Elsewhere, the Eurozone economy grew 2.6% year on 
year, while China enjoyed growth of 6.8% (year on year). Because of 
Brexit uncertainty, the UK lagged, growing at a rate of only 1.7% year 
on year in quarter three.    

Global earnings 
Company earnings were also encouraging. Year on year, 
earnings ranged from 6–16% across the major geographical 
regions with results exceeding expectations by between 2–5% in 
some regions. We also saw a trend of earnings revised up, with 
earnings forecasts increasing across most regions.  

Politics: all eyes on Spain, Germany
In Spain, the Catalan independence issue gave rise to some 
temporary weakness in Spanish bonds.  However, concerns over 
the potential market impact have since subsided, with Catalonia 
expected to remain part of Spain. Elsewhere, the collapse of 
German coalition talks was largely ignored by investors.  The 
most likely outcomes appear to be the reformation of the 
previous Grand Coalition between the CDU/CSU and SPD, 
or a minority CDU/CSU government.  These scenarios would 
essentially represent a maintenance of the status quo. In Italy, a 
general election is pencilled in for early March, but a euro-sceptic 
government now seems less likely following the agreement of the 
new electoral law.
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Both equities and bonds gained in the fourth quarter. Investors drew 
strength from the global economy, while corporate earnings improved. 
Politics was a key theme once more, with Germany, Spain and Brexit 
negotiations in the spotlight. 
Lenny McLoughlin
Chief Economist
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Progress on Brexit 
Brexit negotiations progressed to phase two, with the UK and 
EU likely to begin talks on the transition process and future trade 
relationship early in 2018. Markets seem to view a ‘softer’ Brexit 
as more likely, which eased some of the Brexit-related pressure 
on markets towards year end. 

Central banks tighten policy
The ECB delivered a ‘dovish’ reduction in the level of quantitative 
easing when it extended asset purchases at a lower level of €30bn per 
month until at least September – which was longer than investors had 
expected. The US Fed raised interest rates for a fifth time this cycle 
by 0.25%, although doubts over the likelihood of inflation rising to the 
Fed’s 2% target meant consensus expectations regarding future rate 
rises were still below the Fed’s guidance of three in 2018. The Bank 
of England raised interest rates for the first time in 10 years by 0.25%, 
although it indicated that only two further rate rises were expected 
over the next three years.  



Equities
The MSCI AC World equity benchmark rose 5.5% (4.2% in euro 
terms). Japan returned 7.1% (6.8% in euro terms), supported by the 
improving economy and the expectation of a consistent policy agenda 
following the increased majority for the incumbent government in the 
general election. The Pacific Basin ex Japan rose 7.1% (5.4% in euro 
terms), boosted by strong economic and earnings data and the upcycle 
in the technology sector. Europe lagged, slipping marginally by -0.01% 
(-0.6% in euro terms). European stocks were impacted by the stronger 
euro (which is negative for exporters) and speculation that the ECB 
would tighten policy at a faster pace than it is currently suggesting. The 
UK also underperformed, rising 4.9% (4.1% in euro terms). UK equities 
were affected by Brexit-related uncertainty, relatively sluggish growth 
and the Bank of England’s 0.25% interest rate rise.

Bonds
The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond 
benchmark rose 1.0% during the quarter. German 10-year yields fell 
slightly to 0.43% as inflation remained relatively low, and the ECB 
indicated that it would extend its asset purchases to September 
2018. Peripheral spreads generally narrowed, and were supported 
by the continued search for yield. Portuguese spreads narrowed 
significantly to 152 basis points (bps) following a credit rating 
upgrade and the country’s inclusion in major benchmarks. Italian 
spreads also narrowed slightly to 158bps; the new electoral law 
means it should be less likely that EU-sceptic parties will be part of 
the coalition following the general election scheduled in March. 
Spanish spreads were unchanged at 114bps, having widened 
immediately after the Catalan referendum on 1 October. They 
subsequently tightened again, as the issue was seen as unlikely to 
pose a systemic risk to the EU or the euro. 

Currencies and commodities
The euro continued to rise against the US dollar, moving to 1.2005 
by quarter-end. While the ECB’s decision to reduce asset purchases 
was initially interpreted dovishly, the strength of economic data 
across the Eurozone led some to believe that policymakers would 
be forced to reduce the level of policy accommodation in 2018 
at a faster rate than the central bank is currently suggesting. The 
persistence of US inflation at levels below the Fed’s target also 
led to the consensus view that the Fed would raise interest rates 
very gradually in 2018–19, and at a slower pace than the current 
guidance. This also contributed to a weaker US dollar. 

Commodities rose 9.9% (8.2% in euro terms). West Texas 
Intermediate (WTI) oil rose 5.3% as OPEC confirmed that 
production cuts would be extended to the end of 2018. Reduced 
inventory levels due to rising demand and various supply 
disruptions also contributed to higher oil prices.  

MARKET SNAPSHOT 
Market returns

Equity indices
QTD % 
return

YTD % 
return

2017 % 
return

MSCI Ireland 1.87 4.07 4.07

MSCI United Kingdom 4.10 7.49 7.49

MSCI Europe ex UK -0.60 12.27 12.27

MSCI North America 4.78 6.83 6.83

MSCI Japan 6.84 9.26 9.26

MSCI EM (Emerging Markets) -0.48 13.30 13.30

MSCI AC World 5.42 19.13 19.13

10-year sovereign bond yields
Yield last 

month (%)
2017
yield

2016
yield

US 2.41 2.41 2.44

Germany 0.43 0.43 0.20

UK 1.19 1.19 1.09

Japan 0.05 0.05 0.04

Ireland 0.67 0.67 0.76

Italy 2.02 2.02 1.82

Greece 4.12 4.12 7.06

Portugal 1.94 1.57 3.75

Spain 1.57 1.57 1.40

Commodities
QTD % 
return

YTD % 
return

2017 % 
return

Oil (WTI) 16.93 12.47 12.47

Gold (Oz) 2.17 13.68 13.68

Goldman Sachs Light Energy Index 8.19 -7.10 -7.10

FX rates YTD 2017  2016  

U.S. dollar per euro 1.20 1.20 1.05

British pounds per euro 0.89 0.89 0.85

U.S. dollar per British pounds 1.35 1.35 1.24

Source: ILIM, Factset. Data is accurate as at 31 December 2017
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MARKET ROUND-UP
Both global equities and Eurozone bonds gained during the quarter. The continued 
strength of the euro meant lower returns from global equities in euro terms, while 
gains in bonds were more modest.    



ECONOMIC SNAPSHOT
US

In the US, third-quarter GDP grew 3.2% (annualised) compared 
with 3.1% in quarter two. The labour market was generally strong, 
and the pace of job growth quickened: non-farm payrolls rose by 
228000 in the month of November. In addition, the unemployment 
rate fell 0.3% to 4.1%. Over the quarter, ISM manufacturing fell 
slightly from 58.8 to 58.2, while services rose from 55.3 to 57.4. 
Consumer confidence rose from 119.8 to 122.1, having reached 
a 17-year high during the period. House prices in the top 20 cities 
rose 6.4% year on year, up from 5.8% at the end of quarter three.  
Headline inflation rose 2.2% year on year, up from 1.9% at the end 
of the previous quarter.   

Eurozone

Eurozone economic data was generally strong. Third-quarter GDP 
across the Eurozone grew 0.6% quarter on quarter, versus 0.7% in 
quarter three. In terms of manufacturing, the Eurozone composite 
PMI index rose from 56.7 to 58.0. Unemployment fell from 9.1% to 
8.8%. Industrial production was up 3.7% year on year at quarter-end. 
Retail sales grew 0.4% year on year by the end of December, while 
consumer confidence rose from -1.2 to 0.5, a 17-year high. Headline 
inflation was unchanged over the quarter, at 1.5% year on year.

UK

UK economic data generally tended to lag the recovery in the global 
economy due to Brexit-related uncertainty. However, there were 
some signs of modest improvement in growth in the second half 
of the year. Third-quarter GDP grew 0.4% quarter on quarter, up 
from 0.3% in quarter two. On the manufacturing front, composite 
PMI rose from 54.0 to 54.9. Industrial production was flat month on 
month, but up 3.6% year on year by the end of December. Retail 
sales were 1.6% higher (year on year) at quarter-end compared with 
2.4% at the end of quarter three. Consumer confidence was a shade 
lower, falling from -9 to -13. Unemployment fell 0.2% to 4.3%. 
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Japan

Japanese data was generally firm through the quarter. Third-quarter 
GDP grew 2.5% (annualised), while industrial production rose 0.6% 
month on month and was rising 3.7% year on year by the end of 
December. Retail sales rose 1.9% month on month and 2.2% year 
on year, while consumer confidence rose from 43.9 to 44.9. The 
composite PMI rose from 51.9 to 52.2. Headline CPI rose 0.6% year 
on year, compared with 0.7% at the end of quarter three.   

China

Chinese data was mixed through the quarter. Signs of tightening 
and environmental measures led to some slowing of growth.  Third-
quarter GDP grew 1.7%, compared with 1.8% in quarter two. This 
left growth at 6.8% year on year. Retail sales growth improved to 
10.2% year on year from 10.1%, while industrial production growth 
increased from 6.0% year on year to 6.1%. Fixed asset investment 
growth slowed from 7.8% year on year to 7.2%. 
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THE MONTH AHEAD
Economic data and events to watch

3 January FOMC minutes (USA)
Unemployment rate (Germany)

5 January Non-farm payrolls (USA)

8 January Business confidence (euro area)

9 January Unemployment, November (euro area)

10 January Balance of trade, November (UK)

11 January Full-year GDP growth (Germany)

12 January Retail sales, month on month (USA)

16 January Inflation rate, year on year (UK)

Source: ILIM, Factset. Data is accurate as at 31 December 2017

In 2017, improvements in the global economy and company earnings supported equity markets.

Equities have been supported by their relatively attractive valuations compared with bonds and cash, while recent evidence 
of improved flows into equity funds has also underpinned global markets. Renewed hopes of US fiscal stimulus were 
supportive too. Global economic data has been stronger than expected, suggesting global growth in 2018 will be 3.5%, well 
above the 2.5–3.0% range that has been in place from 2010 to 2016.

Uncertainties remain, however, and continue to weigh on markets. These include political controversies in both the US and 
Europe.  Although rhetoric around trade restrictions has eased significantly since the time of the US presidential campaign, 
there has recently been a renewed focus on the implementation of measures that could negatively impact trade.  Specifically, 
these relate to renegotiations of the NAFTA agreement, investigations into alleged violation of US intellectual property rights 
by China, and the provision of aid and support to the aluminium sector. The latter could have negative repercussions on 
US-Sino trade. 

In Europe, other uncertainties persist, including the Catalonian independence issue, and the failure to form a coalition in 
Germany.  The upcoming Italian election and the formation of governments less supportive of French President Macron’s 
call for greater EU integration have also led to some unease among investors.   

There is potential for other issues to negatively impact markets. These include full valuations in absolute terms and the likely 
reduction in monetary policy support from global central banks in 2018. There are also political risks, relating to tensions in 
North Korea and Brexit, among others.

In light of these factors, bouts of market volatility are possible at some points in the coming months. Nevertheless, following the 
20% gains in local-currency terms in global equities in 2017, we think gains of high single to double digits are possible in 2018.
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18 January GDP growth, quarter 4 (China)

19 January Interest rate decision (Bank of Japan)
ZEW economic sentiment (Germany)

24 January Markit Manufacturing Flash PMI (Germany)
Unemployment (UK)

25 January New home sales (USA)
Interest rate decision (European Central Bank)

26 January GDP preliminary growth rate (UK)

31 January GfK consumer confidence (UK)
Interest rate decision (US Federal Reserve)

Political events

23–26 January World Economic Forum annual meeting in Davos
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