
MARKETS REGAIN THEIR FOOTING AFTER A VOLATILE MONTH

December rate hike on the cards
A view that the pace of US interest-rate hikes could slow in 2019 
gained credence when the Fed’s Chairman Powell indicated that 
rates are now close to neutral. This contrasted with some off-the-cuff 
remarks in October, when he described rates as being well below 
neutral. Minutes from the Fed’s most recent meeting indicated that 
a 0.25% rate rise is likely in December. However, a greater focus on 
downside risks to growth suggested that the pace of rate rises through 
2019 could be slower than previously expected. And future moves 
are expected to be more data-dependent. Elsewhere, the Bank of 
England was more hawkish, indicating that a faster pace of rate rises 
might be necessary in light of the recent increased fiscal stimulus 
measures and rising wage pressures. Inflation is forecast to be above 
its 2% target in 2021. 

A thaw in the trade war
On the trade front, hopes grew that relations between the US and 
China would improve. President Trump spoke encouragingly about 
a telephone conversation on the issue with China’s President Xi in 
early November. At a meeting between the two leaders at the G20 
summit in Argentina, a truce was reached, including an agreement 
that no new trade tariffs will be introduced for a period of 90 days. 
China also agreed to import an unspecifed amount of additional 
US agricultural, energy and industrial products. Discussions about 
intellectual property protection, forced technology transfer, non-tariff 
barriers and cyber theft are scheduled for the coming months. 

Crunch time for Brexit deal
In Brexit negotiations, the EU and UK agreed a draft withdrawal deal. It 
facilitates a transition period, possibly until December 2022, whereby 
EU rules and regulations will continue to apply, effectively leaving the 
UK in the single market and customs union during that time. Thereafter, 
the UK would leave the single market, but a backstop would apply 
keeping the UK in the customs union until a resolution to the Irish 
border issue is found. Given the level of opposition in parliament to 
the deal, it is rumoured that Theresa May could postpone the planned 
vote scheduled for 11th December; it is expected that the deal will be 
heavily defeated. The recent ruling by the European Court of Justice 
that the UK can unilaterally revoke Article 50 probably means that a ‘hard 

Equity markets were volatile in November but stabilised towards month-end, generating modest 
gains after October’s sharp falls. The US Federal Reserve (Fed) struck a more cautious note about 
the outlook for monetary policy, while hopes grew that US/China trade tensions would dissipate. 
These themes supported equities. Eurozone sovereign bonds also rose, boosted by expectations 
that the pace of interest-rate rises would be slower than expected. Meanwhile, Italian spreads 
narrowed due to signs that Italy might revise its 2019 budget proposals.

Source: ILIM, Bloomberg. Data is accurate as at 1 December 2018
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Brexit’ with no deal at the end of March will be avoided. A number of 
alternative outcomes are still possible, including a second referendum or 
a ‘Norway plus’ type relationship with the EU. Uncertainty around the final 
outcome, however, is expected to remain.

Will Italy back down?
In Italy, the government appeared to offer some concessions in terms of 
lowering the target for the fiscal deficit in 2019. This came after signs of 
significantly slower Italian growth following the confrontation between the 
EU and Italian government over Italy’s budget proposals. A resolution is 
yet to be agreed, but the deteriorating economic picture suggests the two 
sides could move closer together in the coming months. 

Democrats make mid-term gains
In the US, the mid-term election results were as expected: the 
Democrats took control of the House, while Republicans maintained 
control of the Senate. This increases the risk of political and policy 
stalemate during Trump’s presidency. However, some modest 
increase in infrastructure spending is possible, given both political 
parties are in favour of such an initiative.  



MARKET ROUND-UP
Equities
Over the month the MSCI AC World equity index rose 1.4% (1.6% in 
euro terms). 

Bonds
Eurozone >5-year bonds rose 0.7%, with German 10-year yields down 
to 0.31% due to slower growth and lower inflation. Italian 10-year 
spreads narrowed to 290 basis points (bps) due to easing fiscal tensions, 
although Spanish spreads widened marginally to 119 bps.

Currencies and commodities
The euro was almost unchanged at 1.1317 against the US dollar as the 
Fed indicated that there could be fewer rate rises in 2019. Commodities 
fell -11.3% (-11.2% in euro terms). West Texas Intermediate oil was 
down by 22.0% as the US granted waivers of up to six months to eight 
countries, which will allow the import of Iranian oil.

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

MSCI Ireland -5.65 -16.30 4.07

MSCI United Kingdom -1.58 -5.31 7.49

MSCI Europe ex UK -0.56 -4.55 12.27

MSCI North America  1.94 10.46 6.83

MSCI Japan 0.47 -0.67 9.26

MSCI EM (Emerging Markets) 4.20 -6.63 21.00

MSCI AC World 1.58 3.86 9.47

10-Year Yields
Yield Last 

Month (%)
2017 Yield 

(%)
2016 Yield 

(%)

US 2.99 2.41 2.44

Germany 0.31 0.43 0.2

UK 1.36 1.19 1.09

Japan 0.09 0.05 0.04

Ireland 0.92 0.67 0.76

Italy 3.21 2.02 1.82

Greece 4.27 4.12 7.06

Portugal 1.83 1.57 3.75

Spain 1.50 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 1.27 1.35 1.24

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2017 Return 

(%)

Oil (WTI) -22.02 -15.71 12.47

Gold (Oz) 0.43 -6.81 13.68

S&P Goldman Sachs  
Commodity Index

-11.28 -7.20 5.15

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

3 December US ISM manufacturing (November)

6 December US balance of trade (October) 

7 December US non-farm payrolls (November)

10 December Germany’s balance of trade (October)

11 December ZEW economic sentiment index (December)

12 December US core inflation rate (year on year, November)

13 December ECB’s press conference

14 December US retail sales (month on month, November)

18 December Japan’s balance of trade (November)

19 December Fed press conference

21 December Euro area consumer confidence (flash)

27 December UK GfK consumer confidence (December)

28 December Germany’s inflation rate (year on year, December)

Despite the recent correction in equity markets, we remain positive on the fundamental backdrop for equity markets and 
expect gains of mid-to-high single digits 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 12% in the year to date. Following the 
most recent market correction, global equities are up approximately 1% year to date in local-currency 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 13.9x 
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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Source: ILIM, Bloomberg. Data is accurate as at 1 December 2018

Political events

6 December Brexit debate begins

11 December Commons vote on Brexit
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