
MARKET ROUT IN RED OCTOBER

A hurricane of headwinds
Rather than one specific issue sparking the decline in equities, several 
factors contributed. 

The rise in US 10-year yields to 3.26%, the highest level since 2011, 
was the immediate trigger for the sell-off, as it reduced the relative 
attractiveness of equities by higher bond yields. In addition, the 
Federal Reserve’s (Fed) Chairman, Jerome Powell, commented that 
interest rates were still a long way from neutral and may need to go 
beyond neutral to deal with overheating risks in the US economy. This 
prompted concern that the Fed’s policy tightening could push the 
US economy into recession. Fears over corporate earnings were also 
negative. To date, the third-quarter earnings season has been positive, 
with results exceeding expectations by 7% in the US and 1% in Europe. 
But apprehension grew that earnings forecasts for 2019 might be too 
optimistic if global growth were to slow more than expected. These 
fears were compounded by comments by companies about rising cost 
pressures. In addition, hedge funds significantly reduced their equity 
exposures as volatility rose, which contributed to the sharp falls in 
equity markets.

The sacking of Rome’s budget
On the political front, the EU and Italy hit an impasse over the latter’s plans 
to raise its fiscal deficit to 2.4% of GDP in 2019. Italy’s budget plans were 
immediately rejected by the EU, while Italy appeared committed to its 
path. Ultimately, the EU could impose monetary penalties on Italy. Italian 
10-year spreads against German bunds rose to 335 basis points (bps), 
but eased back to 304 bps by month-end as Moody’s downgraded Italy’s 
credit rating by only one notch, leaving it one level above junk status but 
retaining a stable outlook. The Italian government appears sensitive to the 
level of bond spreads, lowering its forecasts for future years’ deficits as 
spreads rose to new highs. The government also indicated that spreads of 
400 bps would cause it to reconsider its fiscal plans. 

Brexit blues, but trade progress
On Brexit, no progress was made at the EU summit in October. 
However, Dominic Raab (the UK Brexit minister) indicated that he does 
expect a Brexit deal to be completed by 21 November. Meanwhile, 
President Trump expressed hopes that a trade deal with China could 

October was a difficult month for global equities, which experienced their worst monthly fall since 
May 2010 – down -6.9% on concerns over higher bond yields, tighter monetary conditions and 
fears of slower economic and earnings growth in 2019. Despite the risk-off environment, eurozone 
sovereign bonds sagged even as core yields declined. This was down to wider spreads in Italy 
following the government’s plans for a significant increase in its fiscal deficit.

Source: ILIM, Bloomberg. Data is accurate as at 1 November 2018
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be reached at his planned meeting with President Xi in November. 
However, President Trump warned that if no deal is reached, tariffs on 
all Chinese imports into the US could be imposed in 2019. 

Auf wiedersehen, Angela
In Germany, Angela Merkel announced her intention to step down 
as CDU party leader in December, following recent regional election 
losses. Nonetheless, she will continue as chancellor until the next 
general election in 2021. Because the leading candidates set to 
succeed her are pro-EU, this is not expected to be a negative for the 
EU or the euro.

Central banks hold the line
The European Central Bank (ECB) indicated that it still plans to end 
asset purchases in December. However, policymakers did not provide 
guidance on their reinvestment plans for debt holdings set to mature 
in 2019. Despite weaker economic data, policymakers saw growth 
risks as balanced and consistent with a gradual rise in inflation. The 
Bank of Japan left both policy and guidance unchanged, although it 
noted the risks to the financial sector from low interest rates.   



MARKET ROUND-UP
Equities
The MSCI AC World equity index fell -6.9% (-5.1% in euro terms). Japan 
fell -9.0% (-6.2% in euro terms), reversing gains, having been the best-
performing region in September. Europe outperformed, falling -5.6% (in 
euro terms), while the weaker euro supported exporters. 

Bonds
The Merrill Lynch Eurozone Government bond >5 years index posted 
a loss of 0.13% in October, giving a year-to-date return of -0.4%. Italian 
bonds were under pressure throughout the month as confrontation 
with the European Commission continued. Ten-year Italian spreads 
increased to 335 bps at their widest point from 265 bps at the start of the 
month. The wider risk-off environment that caused global equities to fall 
by nearly 10% led to lower core bond yields as investors contemplated 
weaker growth. Ten-year German bond yields fell to a low of 0.35% 
from a high of 0.58% at the start of the month. 

Currencies and commodities
The euro fell to 1.1306 against the US dollar, negatively impacted by 
political tensions in Italy and disappointing eurozone economic data, 
which pushed forward expectations of the timing of the first ECB 
interest-rate rise to December 2019. Commodities fell -5.8% (-3.5% in 
euro terms), with West Texas Intermediate oil down -10.8% on rising 
inventories and expectations of rising oil production in 2019, alongside 
possibly lower demand levels. 

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

MSCI Ireland -5.82 -11.28 4.07

MSCI United Kingdom -4.41 -3.79 7.49

MSCI Europe ex UK -5.65 -4.02 12.27

MSCI North America  -4.65 8.36 6.83

MSCI Japan -6.15 -1.14 9.26

MSCI EM (Emerging Markets) -6.41 -10.39 21.00

MSCI AC World -5.15 2.24 9.47

10-Year Yields
Yield Last 

Month (%)
2017 Yield 

(%)
2016 Yield 

(%)

US 3.14 2.41 2.44

Germany 0.39 0.43 0.2

UK 1.44 1.19 1.09

Japan 0.13 0.05 0.04

Ireland 0.96 0.67 0.76

Italy 3.43 2.02 1.82

Greece 4.24 4.12 7.06

Portugal 1.87 1.57 3.75

Spain 1.55 1.57 1.40

FX Rates Current 2017 Rates 2016 Rates 

U.S. Dollar per Euro 1.13 1.20 1.05

British Pounds per Euro 0.89 0.89 0.85

U.S. Dollar per British Pounds 1.28 1.35 1.24

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

Oil (WTI) -10.84 8.09 12.47

Gold (Oz) 1.97 -7.20 13.68

S&P Goldman Sachs  
Commodity Index

-5.84 -2.38 5.15

Source: ILIM, Bloomberg. Data is accurate as at 1 November 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 November Bank of England’s interest-rate decision
ISM manufacturing PMI (US, October)

2 November US non-farm payrolls (October)

4 November Bank of Japan’s policy meeting minutes

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

8 November US Fed’s interest-rate decision

9 November UK GDP growth rate (quarter three, preliminary)

13 November Germany’s ZEW economic sentiment index (November)

14 November US core inflation rate (year on year, October) 
German growth rate (flash estimate, quarter three)

15 November US retail sales (month on month, October)

Despite the recent correction in equity markets, we remain positive on the fundamental backdrop for equity markets and 
expect roughly double-digit gains on a 12-month view.  

This year has proven to be quite volatile for global equities, with various issues contributing to falls in equity markets. Concerns 
over the outlook for global growth, trade wars, higher bond yields, wage and price pressures, monetary-policy tightening and 
political tensions have all affected sentiment and contributed to global equities trading in a range of approximately 14% in the 
year to date. Following the most recent market correction, global equities are down -1.3% year to date in local-currency terms. 
However, given euro weakness, equities are up 2.2% in euro terms. 

Following the fall in markets year to date, equity valuations have become more attractive, particularly when considering the 
16%+ rise in earnings in 2018. Currently, global equities are trading on a 12-month forward price/earnings multiple of 13.7x 
compared to a long-term average of 15.6x. Meanwhile, on a price-to-book and dividend yield basis, global equities are in line 
with their long-term averages. On a relative valuation basis compared to bonds and cash, equities remain very attractive given 
the low yields currently available on these assets. 

Although there have been some recent concerns regarding the global economic and earnings outlook in 2019, we believe the 
fundamental backdrop is positive and is supportive of further gains in equity markets. While leading growth indicators (such 
as purchasing managers’ indices) have declined from their earlier highs, they are still at levels consistent with 3.0% growth in 
the global economy. 

THE ILIM VIEW – LOOKING AHEAD
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18 November Japan, balance of trade

20 November France’s unemployment rate (quarter three)

21 November US existing home sales 
US durable goods orders (month on month, October)

22 November Euro area consumer confidence (flash)

23 November Germany’s Markit manufacturing PMI (flash, November)

26 November Germany’s Ifo business climate (November)

28 November US new home sales (October)

29 November Euro area business confidence (November)
US Federal Open Market Committee’s meeting minutes

30 November Euro area unemployment rate (October)

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

Political events

6 November US mid-term elections
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