
VOLATILITY RETURNS, PUNISHING EQUITIES WHILE BONDS GAIN

QUARTER 1 IN REVIEW

Key quarterly themes

 In a volatile quarter, equities lost ground while bonds gained 
 Trade war fears intensified
 US Fed raises rates, European and Japanese 

policymakers tread water

Equities rise, then falter 
Equities were initially supported by the US fiscal package, which 
was passed in late December. This improved the outlook for 
both the US economy and company earnings. Throughout 
January, global economic and earnings releases both exceeded 
expectations, resulting in upgraded forecasts. This contributed 
to strong gains in equities which, at their peak, were up 5.8% for 
the year. In early February, however, equity strength ebbed as US 
wage and inflation data was surprisingly strong. Investors feared 
that the Fed would be compelled to tighten monetary policy more 
aggressively, prompting bond yields to rise to levels that would 
pressurise equities on a relative valuation basis.

Following some technical-related selling in early February, 
equities began to stabilise and recover. Investors were sanguine 
about the outlook for the global economy, and this sentiment 
pushed equities into positive territory by the end of February. In 
March, however, concerns over the possible outbreak of a global 
trade war resurfaced, after the US announced plans to impose 
tariffs on steel and aluminium and up to $60 billion of Chinese 
imports. Consequently, equity markets sold off. 

Mixed actions from central banks 
The guidance from global central banks was mixed through 
the quarter, although we saw a gradual shift towards tighter 
monetary policy. The Fed raised interest rates by 0.25%, and 
increased forecasts for the number of rate rises in both 2019 and 
2020. Elsewhere, the European Central Bank began to prepare 
the market for a reduced level of policy accommodation, but 
emphasised that this process would be very gradual, given the 
subdued nature of inflation. In the UK, the Bank of England 
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After strong performance in January, equities were buffeted by volatility in February 
and March. In local currency terms, equities were down for the quarter as a whole, 
and by slightly more in euro terms, given the euro’s continued strength. In contrast, 
after losses early in the year, Eurozone bonds recovered, faring particularly well in 
March. They ended the quarter in positive territory.   
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indicated that interest rate rises would be required earlier (and at 
a faster pace) than it had previously suggested. Finally, the Bank 
of Japan maintained its existing policy, but commented on the 
eventual need to reduce policy accommodation once its inflation 
target was reached. 

Politics in focus – again 
On the political front, tensions related to North Korea eased 
due to plans for President Trump and Kim Jong-Un to meet. In 
Germany, the Grand Coalition between Merkel’s CDU/CSU and 
the SPD was reformed with a mandate to increase fiscal spending 
and promote EU integration. Meanwhile, the Italian election 
resulted in a hung parliament with EU-sceptic parties faring better 
than expected. Markets reacted calmly to the election outcome, 
after the anti-establishment parties significantly scaled down 
their anti-EU rhetoric. A transition deal to the end of 2020 was 
eventually agreed in Brexit talks, which effectively enables the UK 
to remain in the EU until that time and allows talks to progress to 
trade issues.

 



Equities
The MSCI AC World equity benchmark fell -1.7% (-3.2% in euro 
terms). UK equities fell -7.3% (-6.1% in euro terms), as the UK economy 
continued to lag the global economy. Brexit-related uncertainty and 
indications of a faster and more aggressive tightening cycle at the Bank 
of England were also unhelpful.  Japanese stocks fell -4.7% (-1.4% 
in euro terms) as yen strength acted as a drag on exporters. Political 
uncertainties and speculation over future Bank of Japan policy also 
negatively impacted the market. The US outperformed, falling only 
-0.6% (-3.0% in euro terms) as the announcement of fiscal stimulus 
measures supported both earnings and growth. Emerging markets 
rose 0.8% (-0.9% in euro terms), despite rising trade concerns, as a 
weaker US dollar was seen as supportive. 

Bond markets
The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond 
benchmark rose 2.1% during the quarter. German 10-year yields 
rose slightly to 0.50%, having hit a peak of 0.81% during the quarter. 
Yields initially rose on the back of stronger economic newsflow, while 
higher US yields following the inflation scares in February contributed 
to higher global yields. Yields subsequently reversed as commentary 
from ECB policymakers became more dovish, suggesting a very 
gradual reduction of policy support as eurozone inflation remained 
relatively low. Peripheral spreads narrowed and were supported by 
the ongoing search for yield, while better macro data improved debt/
GDP metrics across peripheral European economies. Increased hopes 
for EU integration after the formation of the German coalition was also 
supportive. Italian spreads narrowed to 129 basis points (bps), despite 
the inconclusive general election, while Spanish and Portuguese 
spreads narrowed to 66bps and 111bps, respectively. 

Currencies and commodities 
The euro rose against the US dollar, moving to 1.2324 by quarter-
end, although it was relatively stable from the end of January. The 
January gains were driven by the continued strength in eurozone 
economic data early in the year. Thereafter, despite more hawkish Fed 
commentary and reduced speculation regarding the pace at which the 
ECB would reduce the level of policy accommodation, the EUR/USD 
exchange rate was relatively stable. Rising trade tensions, which were 
seen as negative for the US dollar, offset the changing perceptions 
regarding the likely future policy path at the two central banks. 

Commodities rose 2.2% (-0.2% in euro terms). West Texas Intermediate 
(WTI) oil rose 7.5% due to production disruptions in Venezuela 
and speculation that the Iranian nuclear deal could be suspended. 
Suggestions that Saudi Arabia and Russia are planning a long-term 
extension to current production cuts and lower inventory target levels 
within the current OPEC quota agreement also supported oil.

MARKET SNAPSHOT 
Market returns

Equity indices
QTD % 
return

YTD % 
return

2017 % 
return

MSCI Ireland -7.92 -7.92 4.07

MSCI United Kingdom -6.13 -6.13 7.49

MSCI Europe ex UK -3.42 -3.42 12.27

MSCI North America -3.34 -3.34 6.83

MSCI Japan -1.40 -1.40 9.26

MSCI EM (Emerging Markets) -0.93 -0.93 21.00

MSCI AC World -3.18 -3.18 9.47

10-year sovereign bond yields
Yield last 

month (%)
2017
yield

2016
yield

US 2.74 2.41 2.44

Germany 0.50 0.43 0.20

UK 1.35 1.19 1.09

Japan 0.05 0.05 0.04

Ireland 0.91 0.67 0.76

Italy 1.79 2.02 1.82

Greece 4.32 4.12 7.06

Portugal 1.61 1.57 3.75

Spain 1.16 1.57 1.40

Commodities
QTD % 
return

YTD % 
return

2017 % 
return

Oil (WTI) 7.48 7.48 12.47

Gold (Oz) 1.03 1.03 13.68

Goldman Sachs Light Energy Index -0.23 -0.23 -7.10

FX rates YTD 2017  2016  

U.S. dollar per euro 1.23 1.20 1.05

British pounds per euro 0.88 0.89 0.85

U.S. dollar per British pounds 1.40 1.35 1.24

Source: ILIM, Bloomberg. Data is accurate as at 31 March 2018
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MARKET ROUND-UP



ECONOMIC SNAPSHOT
Global economy

Global economic news flow was very positive in January, 
underpinned by the boost to US growth from the fiscal package 
announced in December. Sentiment and real activity data were 
encouraging, with many sentiment surveys hitting either current 
cycle or all-time highs. But in February and March, economic data 
began to roll over across all regions, apart from Asia. In particular, 
retail sales, industrial production, investment spending and US 
housing data were softer than expected and below levels seen in 
the fourth quarter of last year. 

US

Fourth-quarter GDP grew 2.9% annualised compared to 3.2% in 
quarter three. The labour market was generally strong, with the 
pace of job growth rising over the quarter – non-farm payrolls rose 
313,000 for the month of February. Elsewhere, ISM manufacturing 
rose from 58.2 to 60.8, while services rose from 57.4 to 59.5. 

Eurozone

Eurozone economic data was mixed, beginning the year on a very 
strong note, but softening somewhat through the quarter. Fourth-
quarter GDP across the eurozone grew 0.6% quarter on quarter 
and 2.7% year on year. The Eurozone composite PMI fell from 58.0 
to 55.3, while unemployment fell from 8.8% to 8.6%. Headline 
inflation was running at 1.1% year on year at quarter end.

UK

UK economic data again tended to lag growth in the global 
economy, as Brexit-related uncertainty acted as an overhang. 
Fourth-quarter GDP grew 0.4% quarter on quarter. The composite 
PMI slipped from 54.9 to 54.5, although industrial production was 
up 1.3% month on month and 1.6% year on year. Retail sales were 
rising by 1.5% year on year at quarter-end, compared with 1.6% 
year on year at the end of quarter four. 
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Japan

Fourth-quarter GDP grew 1.6% annualised. Industrial production 
rose 4.1% month on month, and was rising at 1.4% year on year 
at quarter-end. Retail sales rose 0.4% month on month and 1.6% 
year on year at the end of March, although consumer confidence 
slipped from 44.9 to 44.3. Meanwhile, the composite PMI was 
unchanged at 52.2. Headline CPI rose 1.5% year on year compared 
to 0.6% at the end of December, although core inflation was rising 
only 0.5% year on year by quarter-end.  

China

Chinese data was mixed through the quarter, having been slightly 
distorted by the timing of Chinese New Year. Fourth-quarter GDP 
grew 1.6% quarter on quarter compared to 1.7% in quarter three, 
leaving growth up 6.8% year on year. Retail sales growth eased 
from 10.2% to 9.7% year on year, while industrial production 
growth increased from 6.1% to 7.2% year on year. The Caixin 
composite PMI rose from 51.6 to 53.3. 

Ireland

In Ireland, economic data was generally firm, with the economy 
displaying a reasonable resilience to Brexit-related uncertainty. 
Irish GDP grew 3.2% in quarter four and 7.8% in 2017 as a whole. 
In 2017, personal consumption rose 1.9%, while government 
expenditure rose 1.8%. Capital investment fell -22.3% due to 
distortions within the multinational sector, resulting in total 
domestic demand falling -7.9%. Modified domestic demand 
(which excludes distortions caused by the multinational sector) 
rose 3.9%. Exports rose 6.9%, while imports fell -6.2%, meaning 
net exports for the year increased 65.2%. This contributed to the 
strong overall GDP figure for 2017.  
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THE MONTH AHEAD
Economic data and events to watch

2 April Tankan Large Manufacturers Index (Japan, quarter 1) 

3 April Reserve Bank of Australia’s interest rate decision

4 April Unemployment rate (euro area, Feb)

5 April Balance of trade (US, Feb)

6 April Non-farm payrolls (US, March) 
Unemployment rate (US, March)

11 April US core inflation rate, (year on year, March)

Source: ILIM, Bloomberg. Data is accurate as at 31 March 2018

An improving global economic and earnings backdrop supported equity markets in 2017. This is a trend we expect to 
remain in place through 2018 – despite recent concerns about global trade.

Global economic data has been stronger than expected in the last 15–18 months. When combined with leading indicators, 
this suggests that global growth in 2018 will be approximately 3.4%, 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 14% in 2018. 

On absolute valuation measures, the significant undervaluation of equities evident immediately after the financial crisis 
has passed. That said, valuations are slightly below 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. Most recently, these 
have centred on concerns related to a potential global trade war. Announcements of tariffs of 25% and 10% on US steel and 
aluminium imports, and subsequent proposals for 25% tariffs on US imports from China worth up to $60 billion, caused equity 
markets to retreat from their earlier all-time highs. Investors feared the possible escalation of these trade developments into 
a global trade war, with negative repercussions for global growth. Given the well-known costs associated with a full-blown 
trade war, we do not believe such an escalation will occur. 

In light of these potential risks, bouts of volatility in equity markets like those seen since the end of January 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. The path of global growth and earnings, and developments in the various risk factors will 
determine if (and how) markets vary from this potential return path over the year. Sudden or extreme moves could possibly 
present investors with opportunities to enhance returns at various points through the year.
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16 April US retail sales (month on month, March)

17 April ZEW Economic Sentiment Index (Germany)
UK unemployment rate (February)

20 April Euro area consumer confidence (flash estimate, April)

23 April Markit Manufacturing PMI (Germany, flash estimate, April)

24 April US new home sales (March)

26 April ECB’s interest rate decision and press conference

27 April UK GDP growth rate, quarter on quarter (preliminary)

30 April NBS Manufacturing PMI (China, April) Political events

8 April Hungarian parliamentary elections
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