
GLOBAL STOCKS FALL, BONDS HOLD UP WELL

Key themes 
 US and UK policymakers turn hawkish
 Irish border issue stalls Brexit progress
 German coalition is formed, investors eye Italian election

US payrolls spark sell-off

The market sell-off was initially triggered by the surprise news that 
average hourly US earnings rose 0.3% month on month and 2.9% 
year on year, up from 2.5%. This sparked fears of higher inflation and 
raised the possibility that US monetary policy would be tightened 
aggressively. In the following days, selling pressure in equities was 
exacerbated by the largest ever one-day rise in the VIX volatility 
index. This contributed to heavy selling by some hedge funds, who 
needed to keep their exposure within risk-management limits. Having 
fallen over 8% from January highs, equities began to stabilise mid-
month as the technical-related selling pressure eased. At the same 
time, the general outlook for economic growth and company earnings 
was positive, despite some uninspiring economic data releases.

Changing of the guard: a new Fed chair

In the US, the new Fed chairperson, Jerome Powell, surprised investors 
with his first public comments in this capacity. Speaking late in the 
month, he highlighted his own personal views on the strength of the 
US economy and indicated that the outlook for inflation had improved 
since December. This suggested that the Fed could change its guidance 
on interest-rate hikes in 2018 from three to four. Consequently, equities 
gave up some of the gains they had made from mid-month onwards. 

Bank of England turning hawkish?

The Bank of England surprised investors when it indicated that an 
earlier and greater degree of interest rate hikes might be required, 
compared with previous guidance. Policymakers forecast growth in 
2018 of 1.8%, above the current trend growth of 1.5% – this could 
contribute to inflationary pressures, and so justify higher rates.

Policymakers in Europe and Japan tread water

Minutes from the European Central Bank’s (ECB) January minutes 
indicated that the removal of accommodative policy guidance had 
been discussed. However, policymakers felt that this action would be 
premature, because the strong growth backdrop was being offset by 
subdued inflation. While a change in guidance is expected in the coming 

Global equities suffered their first monthly fall since October 2016, due to fears that rising inflation 
could lead to tighter monetary policy. Meanwhile, technical-related selling also contributed to 
market weakness. Despite fears of higher interest rates, eurozone bonds rose slightly as inflation 
remained low.

Source: ILIM, Bloomberg. Data is accurate as at 28 February 2018
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months, this is likely to depend on data, particularly inflation. Elsewhere, 
the Bank of Japan’s Governor Kuroda was reappointed, which suggested 
that Japan’s relatively loose monetary policy would continue. 

German, Italian politics in focus
The SPD party in Germany agreed the terms of a coalition deal with 
Merkel’s CDU/CSU. The proposals include additional fiscal spending 
and greater commitment to further EU integration, as proposed by the 
French president, Mr. Macron. SPD party members subsequently ratified 
the coalition deal in a vote on 4th March. On the same day, the Italian 
election resulted in a hung parliament, with no single party or coalition 
group obtaining a majority. While EU-sceptic parties did better than 
expected, no moves are expected by Italy to try and leave the EU or the 
euro, and markets have generally reacted benignly to the election result. 

Brexit angst resurfaces
In Brexit negotiations, progress was once again difficult, with both 
sides appearing to move further apart. The EU proposed a solution 
to the Irish border issue that would effectively leave Northern 
Ireland in the EU, meaning the island of Ireland would be seen as a 
single regulatory space with no internal barriers. However, this was 
unacceptable to the Conservative government and its DUP coalition 
partner. Divisions increased within the Conservative party over Brexit 
policy, exacerbated by proposals from the Labour party that the UK 
remain in some form of a customs union with the EU. Consequently, 
uncertainty over the eventual outcome of Brexit continues to 
overshadow the UK economy and markets. 



MARKET ROUND-UP
Equities
The MSCI AC World equity index fell -3.5% (-2.1% in euro terms). 
Pacific Basin markets outperformed, falling only -1.0% (-1.2% in 
euro terms) as economic data was relatively robust compared to 
elsewhere. Emerging markets fell -3.9% (-2.6% in euro terms) as the 
US dollar strengthened and earnings revisions lagged those in other 
regions.

Bonds
Eurozone >5-year bonds rose 0.2%. German 10-year yields 
slipped to 0.66%, having hit a mid-month high of 0.81% as inflation 
remained low and eurozone sentiment surveys eased from recent 
highs. Peripheral 10-year spreads against Germany were mixed. 
Italian spreads fell slightly to 131 basis points (bps), while Spanish 
spreads rose to 88 bps. Meanwhile, the Barclays Euro Aggregate 
Corporate Index generated excess returns of -27 bps, bringing year-
to-date excess returns to +48 bps. The top-performing sectors were 
supermarkets, other utility and building materials. The bottom-
performing sectors were insurance, wireless and wirelines. 

Currencies and commodities
The euro fell to 1.2209 against the US dollar, following comments 
from Jerome Powell, new chair of the US Fed, which suggested a 
possible hawkish shift in the Fed’s policy guidance. Commodities 
fell -3.3% (-1.3% in euro terms) with West Texas Intermediate (WTI) 
oil down -4.8% due to rising US production levels.

 

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
QTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

MSCI Ireland -6.07 -6.07 4.07

MSCI United Kingdom -5.02 -5.02 7.49

MSCI Europe ex UK -1.24 -1.24 12.27

MSCI North America  -0.17 -0.17 6.83

MSCI Japan 1.42 1.42 9.26

MSCI EM (Emerging Markets) 1.76 1.76 21.00

MSCI AC World -0.30 -0.30 9.47

10-Year Yields
Yield Last 

Month (%)
2017 Yield 

(%)
2016 Yield 

(%)

US 2.86 2.41 2.44

Germany 0.66 0.43 0.20

UK 1.50 1.19 1.09

Japan 0.05 0.05 0.04

Ireland 1.08 0.67 0.76

Italy 1.97 2.02 1.82

Greece 4.41 4.12 7.06

Portugal 1.99 1.57 3.75

Spain 1.54 1.57 1.40

FX Rates Current 2017 Rates 2016 Rates 

U.S. Dollar per Euro 1.22 1.20 1.05

British Pounds per Euro 0.89 0.89 0.85

U.S. Dollar per British Pounds 1.38 1.35 1.24

Commodities
QTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

Oil (WTI) 2.02 2.02 12.47

Gold (Oz) 0.66 0.66 13.68

Goldman Sachs Light Energy Index -1.58 -1.58 -7.10

Source: ILIM, Bloomberg. Data is accurate as at 1 March 2018

Source: MSCI. The MSCI information may only be used for your internal use, may not be 
reproduced or redisseminated in any form and may not be used as a basis for or a component of any 
financial instruments or products or indices. None of the MSCI information is intended to constitute 
investment advice or a recommendation to make (or refrain from making) any kind of investment 
decision and may not be relied upon as such. Historical data and analysis should not be taken as an 
indication or guarantee of any future performance, forecast or prediction. The MSCI information 
is provided on an “as is” basis and the user of this information assumes the entire risk of any use 
made of this information. MSCI, each of its affiliates and each other person involved in or related to 
compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, 
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) 
with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI 
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, 
without limitation, lost profits) or any other damages. (www.msci.com)
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This is intended as a general review of investment market conditions. It does not constitute investment advice and has not been prepared based on the financial needs or 
objectives of any particular person, and does not take account of the specific needs or circumstances of any person.

The author cannot make a personal recommendation for any person and you should seek personal investment advice as to the suitability of any investment decision or 
strategy to your own needs and circumstances. Any comments on specific stocks are intended as an objective, independent view in relation to that stock generally, and not 
in relation to its suitability to any specific person.

ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past performance may not be a reliable guide to future performance. 
Investments may go down as well as up. Funds may be affected by changes in currency exchange rates. Irish Life Investment Managers Limited is regulated by the Central 
Bank of Ireland.

Figures referenced herein have been sourced from ILIM and Bloomberg.  Forecast figures have been prepared by ILIM based on reasonable assumptions, internal data and 
data sourced from Bloomberg.

THE MONTH AHEAD
Economic data and political events to watch

Economic data releases

1 March Caixin Manufacturing index 
Fed Powell testimony

5 March National People’s Congress (China) 
ISM non-manufacturing PMI, February (US)

6 March Reserve Bank of Australia’s interest-rate decision

7 March GDP growth rate, quarter on quarter, estimated (euro area)

8 March European Central Bank’s interest rate decision

9 March Balance of trade, January (Germany)

13 March US inflation, year on year

16 March Michigan consumer sentiment, preliminary, March

20 March ZEW economic sentiment index, March 

Source: ILIM, Bloomberg. Data is accurate as at 1 March 2018

An improving global economic and earnings backdrop supported equity markets in 2017, a trend we expect to remain in place through 
2018.   

Global economic data has been stronger than expected in recent quarters. When combined with leading indicators, this suggests that 
global growth in 2018 will be approximately 3.5%, significantly above the 2.5–3% range evident from 2010 to 2016. With the expected 
recovery in global earnings and an additional boost to US earnings from the recent reduction in corporate tax to 21%, global earnings 
are expected to grow by approximately 12% in 2018. 

On absolute valuation measures, the significant undervaluation of equities evident immediately after the financial crisis has passed. 
That said, valuations are only back in line with their long-term averages, and do not appear stretched. The positive earnings growth 
backdrop should enable equities to generate reasonable gains in line with earnings growth, without leading to further rises in valuation 
multiples. Equities are still very attractive on a relative valuation basis against bonds and cash, given the historically low yields available 
on these assets. 

While the fundamental backdrop remains positive, several risks could potentially affect equity markets. Recent evidence of higher 
wages and headline inflation in the US have given rise to fears of more aggressive tightening of monetary policy by the US Fed. While 
some pick-up in inflation is likely, we believe that this will be modest and will not result in significantly higher bond yields, or a significant 
increase in the pace of policy tightening by the Fed and other central banks. Meanwhile, concerns around trade protectionist measures 
recently arose, when President Trump announced plans to impose tariffs of 25% and 10% on steel and aluminium imports, respectively. 
While the tariffs themselves should not have any meaningful negative impact on US or global growth, the concern is that any retaliation 
or escalation could ultimately have negative repercussions for the global economy. While still awaiting final details of the actual tariffs, 
we believe that most major economies will try hard to avert a global trade war.   

In light of these potential risks, bouts of equity-market volatility (like that seen in February) are possible during the year. Nevertheless, 
following the 20% gains in local currency terms in global equities in 2017, we expect gains of high single to double-digits in 2018. This 
expectation is fuelled by our belief that the positive fundamental backdrop will overcome the risks described above.

THE ILIM VIEW – LOOKING AHEAD
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21 March US Fed interest-rate decision and press conference

22 March Bank of England’s interest-rate decision

23 March US new home sales, February

30 March GfK consumer confidence, March (UK).

Political events

4 March Italian general election

13 March Spring budget (UK)
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