
US PROPELS GLOBAL STOCKS HIGHER

Key themes 
 Turkish woes unsettle investors 
 Trade worries rumble on
 The US economy is a bright spot

Trade worries ebb and flow
Sentiment surrounding global trade see-sawed through the month, 
although some progress appeared to be made overall. As a result, 
risks around global growth eased somewhat. The US and China held 
low-level trade talks for the first time in several months, and although 
nothing of substance was agreed, China immediately took measures to 
ease the depreciation of the renminbi (which would appease the US). 
The talks also served to keep communication channels open between 
the US and China on trade. Elsewhere, the US and Mexico agreed 
the terms of a new trade deal, and hopes grew that Canada would 
join the agreement. That would essentially enable a new NAFTA trade 
agreement, and reduce the threat of a trade war on the North American 
continent. While these measures represented progress, there were 
some less positive developments. President Trump threatened to 
impose tariffs on an additional $200 billion of Chinese imports as early 
as the first week in September, and he rejected the EU’s offer for zero 
tariffs on auto and industrial goods. 

Impeachy keen?
On the political front, President Trump’s former campaign manager 
faced charges of financial fraud. This, combined with Trump’s former 
attorney pleading guilty to breaking campaign finance laws, was seen 
as increasing the likelihood of an impeachment of the US president. 
The market impact was limited, however. 

Brexit fears re-ignited 
In relation to Brexit, comments early in the month by the Governor of 
the Bank of England and the International Trade Secretary increased 
the likelihood of a ‘no deal’ outcome. The UK’s exit from the EU is due 
to take place in March 2019. Later, however, the EU’s chief negotiator 
suggested that the EU could give the UK a unique partnership deal, 
suggesting a compromise could be reached in the coming months.

Global equity markets rose in August, driven by US stocks which reached new all-time 
highs. Trade tensions eased after progress in NAFTA trade negotiations, while economic 
data was generally firm. Eurozone sovereign bonds fell, however, as political tensions in 
Turkey negatively impacted Italian spreads. Uncertainty ahead of Italy’s upcoming budget 
discussions also contributed to higher Italian yields.     

Source: ILIM, Bloomberg. Data is accurate as at 1 September 2018
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CHART OF THE MONTH
Italian 10-year bond spread vs. Germany

Lenny McLoughlin
Chief Economist, Irish Life Investment Managers Limited (ILIM)

No Turkish delight
In Turkey, a political and economic crisis erupted as the US imposed 
sanctions in response to the detention of a US citizen in connection 
with the 2016 coup. The Turkish lira fell almost 25%, and contributed to 
significant weakness in Turkish assets. Investors looked askance at the 
apparent loss of the central bank’s independence, large levels of foreign 
exchange corporate borrowing, a sizeable current account deficit, a rising 
fiscal deficit and evidence of nepotism in government. While these issues 
were viewed as being specific to Turkey, and not necessarily representing 
a contagion risk to other emerging markets, they nevertheless impacted 
sentiment towards emerging assets. Italian bonds were also dented by 
these events, given the recent political sensitivities there.    

US economy leads the pack
Global macro data was generally firm. Second-quarter GDP growth in 
the US was revised up to 4.2% (annualised), while consumer confidence 
reached a new cycle high. However, housing data and the ISM 
manufacturing index reading were softer. In Europe, sentiment surveys 
generally improved, consistent with a pick-up in growth in the second 
half of this year. Japanese second-quarter GDP moved back into positive 
territory at 0.5% quarter on quarter. But Chinese data was weaker, with 
retail sales, industrial production and investment disappointing.  Offsetting 
this, fiscal policy in China continues to be loosened. 



MARKET ROUND-UP
Equities
The MSCI AC World equity index rose 1.2% (1.4% in euro terms). The 
US rose 3.3% (3.9% in euro terms), reaching new all-time highs as the 
growth and earnings backdrop remained positive and progress was 
made in NAFTA trade talks. The UK fell -3.3% (-3.6% in euro terms), as 
Brexit-related concerns weighed on markets.  

Bonds
Eurozone >5-year bonds fell -0.7%, despite German 10-year yields 
falling to 0.33% in the flight to safety triggered by political tensions 
in Turkey and renewed concerns about Italy. Italian 10-year spreads 
against Germany rose to 291 basis points (bps), as fallout from 
tensions in Turkey pulled yields higher. The expected confrontation 
in the upcoming budget discussions with the EU (where the Italian 
government is likely to seek an increase in the fiscal deficit in 2019), 
also caused Italian yields to rise. The rise in Spanish 10-year spreads 
was more modest, given Spain’s better economic and fiscal position 
and more EU-friendly government. Spanish 10-year spreads ended 
the month at 114 bps.

Currency and commodities
The euro traded in a wide range during the month, ending slightly 
lower at 1.1602 against the US dollar, as the fallout from the tensions 
in Turkey and Italy pushed the currency down. Commodities rose 
1.1% (1.6% in euro terms). West Texas Intermediate (WTI) oil rose 
1.5% as inventories fell, supply disruptions were again evident in 
various regions, and markets discounted the embargo on Iranian oil 
exports from November.  

 

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

MSCI Ireland -1.25 -2.54 4.07

MSCI United Kingdom -3.64 -1.25 7.49

MSCI Europe ex UK -1.69 1.70 12.27

MSCI North America  3.64 12.96 6.83

MSCI Japan 0.79 1.93 9.26

MSCI EM (Emerging Markets) -2.13 -3.94 21.00

MSCI AC World 1.40 7.10 9.47

10-Year Yields
Yield Last 

Month (%)
2017 Yield 

(%)
2016 Yield 

(%)

US 2.86 2.41 2.44

Germany 0.33 0.43 0.20

UK 1.43 1.19 1.09

Japan 0.11 0.05 0.04

Ireland 0.86 0.67 0.76

Italy 3.24 2.02 1.82

Greece 4.40 4.12 7.06

Portugal 1.92 1.57 3.75

Spain 1.47 1.57 1.40

FX Rates Current 2017 Rates 2016 Rates 

U.S. Dollar per Euro 1.16 1.20 1.05

British Pounds per Euro 0.90 0.89 0.85

U.S. Dollar per British Pounds 1.30 1.35 1.24

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

Oil (WTI) 1.51 15.52 12.47

Gold (Oz) -1.81 -8.23 13.68

Goldman Sachs Light Energy Index -1.31 -1.15 5.15

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

4 September US ISM manufacturing (August)

5 September Australian GDP growth rate (quarter two)

7 September US non-farm payrolls (August)
Euro area GDP growth rate (year on year, quarter two estimate)

8 September Chinese exports, year on year (August)

10 September UK balance of trade (July)

11 September German ZEW economic sentiment (September)

13 September Bank of England’s interest rate decision

14 September US retail sales (August)

We are positive on the outlook for equity markets, expecting returns of mid-to-high single digits for 2018. 

The positive outlook for equities is underpinned by a strong economy and earnings growth. Following a seasonal and weather-related 
slowdown in quarter one, global growth appears to have recovered in quarter two. In 2018, global growth is less synchronised than it 
was last year. This year, the US is the main engine of growth in developed markets. Global growth is expected to be in line with 2017 
at 3.4%, with stronger US growth offsetting slower expansion in Europe and Japan. Leading economic indicators suggest positive and 
above-trend rates of economic growth should continue for at least the next two years.

This positive economic growth backdrop is underpinning global earnings. Consensus growth forecasts for global earnings in 2018 have 
risen from 10% at the beginning of this year to 16.6% currently. They have been boosted by both the strong economic environment and 
the reduction in US corporate tax to 21%. Earnings are forecast to grow by 9.7% in 2019.

Supported by the economy and corporate earnings, equity valuations lend themselves to further gains. Currently global equities 
are trading on a 12-month forward P/e multiple of 14.9x compared to a long-term average of 15.6x. On other absolute valuation 
measures (such as price to book and dividend yield), equities are trading close to long-term averages and do not appear stretched 
in valuation terms. 

On a relative valuation basis, equities appear very attractive relative to other asset classes such as bonds and cash, given the relatively 
low yields available on these assets compared with historic levels. Given these valuation levels and the supportive fundamental 
backdrop, we believe that equity markets can rise further in 2018.

The main risk to this positive outlook is concern around global trade. Global growth could be threatened if the recent spate of tariff 
announcements continues, and the measures announced (and possibly more tariffs) are actually implemented. In such a scenario, 
current global growth and earnings expectations would prove to be too optimistic and equity valuation multiples would probably 
decline, leading to falls in equity markets. Ultimately, we believe the well-known costs associated with a global trade war will prevent 
this happening. We expect compromises and concessions to be reached between trading partners, which will enable growth to be 
maintained at current levels. Recent progress in the NAFTA trade negotiations suggest a worst-case trade outcome can be avoided.

An additional risk is the ongoing reduction of policy accommodation by global central banks. A withdrawal of accommodative policy 
has been well flagged, and should not be a surprise to investors. It is occurring because global growth has improved to the point where 
the level of policy accommodation provided since the financial crisis is no longer required. We believe the positive growth backdrop 
will offset any negative impact on equity markets from reduced levels of policy accommodation.

THE ILIM VIEW – LOOKING AHEAD
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20 September Euro area consumer confidence (September)

21 September Markit manufacturing PMI flash (September)

24 September German Ifo business climate (September)

25 September Bank of Japan’s monetary policy meeting minutes

26 September US Fed’s interest rate decision

27 September US GDP growth rate (quarter on quarter)

30 September China’s NBS manufacturing PMI (September)

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

Political events

18 September Summit between North and South Korea in Pyongyang
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