
STOCKS SEE RED, WHILE BONDS PROSPER

QUARTER 4 IN REVIEW

Key quarterly themes 
 Volatility returns, leaving equities in the red while bonds perform well
 US Federal Reserve (Fed) increases rates, but markets fear they may 

be tightening too aggressively 
 Concerns around global growth and downward revisions on 

corporate earnings affect markets 

Has global growth peaked?
Worries over global growth persisted throughout the quarter, despite 
global growth at the headline level coming in at around 2.8% for the second 
half of 2018. However, this was below the 3.3% witnessed in the first half of 
the year and growth has become increasingly reliant on the US economy. 
A slowdown was witnessed in both Europe and China, with the latter 
suffering from trade tariffs and sharp falls in its domestic equity markets. 
Moreover, even as third-quarter corporate earnings continued their recent 
strong run, earnings estimates for 2018 and 2019 were downwardly 
revised from 16.4% to 15.9% for 2018 and 9.7% to 7.4% for 2019. 

Monetary policy: normal service will resume
Major central banks continued down the path of policy normalisation 
during the quarter, with the Fed stating in October that rates were still a 
long way from neutral, and then raising rates by 0.25% in December. 
However, the central bank also lowered its forecast for rate rises for 
2019 from three to two, but investors felt the guidance was still not 
sufficiently dovish. Elsewhere, the European Central Bank (ECB) formally 
ended its quantitative-easing programme in December, while consensus 
expectations for its first interest-rate rise have been extended to June 2020. 
Moreover, the ECB lowered its inflation and growth forecasts for both 2019 
and 2020. While leaving policy unchanged, the Bank of England reiterated 
that there was a need to raise interest rates at a faster pace than currently 
expected by markets, despite the Brexit uncertainty. 

Raising the white flag – trade truce on the horizon
Although the Sino-US trade dispute remained a significant feature 
throughout the period, hopes grew that a trade deal could be agreed 
between the world’s two largest economies. In November, US President 
Trump spoke positively about a conversation he held with Chinese 
President Xi, which paved the way for a sit-down meeting at the G20 
summit in Argentina in early December. A temporary truce was agreed, 
whereby no new additional tariffs would be introduced for 90 days while 
both sides seek to address the various issues that have been raised to date. 
However, progress was halted when the CFO of leading Chinese telecoms 
company Huawei was arrested in Canada, on behalf of the US, in relation 
to an alleged violation of sanctions on Iran. Some renewed optimism 
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Having reached all-time highs in late September, equities fell sharply in the fourth quarter, ending 
the year in negative territory. Additionally, concerns over global growth, the ongoing uncertainty 
around the US-China trade situation, numerous political tensions and downward revisions to 
corporate earnings all contributed to the declines in equity markets. In contrast, Eurozone sovereign 
bonds rose over the period, benefiting from uncertainty around the economy and persistence of 
low inflation, particularly given the sharp fall in oil prices in the fourth quarter.
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occurred towards year-end, as Trump and Xi held another conversation, 
which was described as helpful in terms of contributing to a positive 
resolution to the negotiations. 

Brexit quagmire and US government gridlock
Confusion and trepidation over the outcome of Brexit continued and, if 
anything, increased over the quarter. Hopes were briefly raised when a 
draft Withdrawal Treaty was agreed between the EU and UK, but a UK 
parliamentary vote on whether to accept the deal was postponed until mid-
January, given substantial opposition. It is still unclear what the ultimate 
Brexit outcome will be, but the upcoming parliamentary vote in January 
may bring some clarity to the situation. Elsewhere, political uncertainty 
in the US surfaced towards year-end, as a partial government shutdown 
occurred due to disagreements over funding for President Trump’s 
proposed border wall with Mexico. 

Betting on bonds
Following an initial rise early in the quarter, global bond yields generally 
fell throughout the period on increasing concerns over growth, the 
persistence of low inflation and expectations of reduced policy tightening. 
In the US, 10-year yields rose to 3.24% before ending the quarter at 2.69%, 
while UK 10-year yields fell to 1.28% at the end of December. Japanese 
10-year yields finished the year at 0.0%. In the Eurozone, sovereign bonds 
gained, responding positively to the compromise reached between Italy 
and the EU over the former’s 2019 fiscal-deficit plans. This enabled Italian 
10-year spreads against Germany to narrow to 250bps by quarter-end. 
German yields also fell, ending the quarter at 0.24%. 



Strong earnings fail to prop up markets
The earnings season for quarter three continued the strong trend 
that has been evident in recent quarters. Earnings in the US, Europe 
and Japan grew 27%, 10% and 5% year on year, respectively, with 
results 7%, 1% and 1% ahead of expectations. While reports of historic 
earnings for the third quarter were positive, the slowing economic 
momentum and concerns regarding future growth were reflected in 
lower earning estimates for 2018 (16.4% to 15.9%) and 2019 (9.7% 
to 7.4%). 

Equities
Over the quarter, the MSCI AC World equity benchmark fell -12.4% 
(-11.3% in euro terms). Japan fell -17.1% (-12.8% in euro terms), 
having been one of the better-performing regions in the third quarter, 
and was negatively impacted by the stronger yen, which was a drag 
on exporters. The US fell -13.7% (-12.4% in euro terms) on fears 
of a possible policy mistake on the part of the Fed and increased 
political uncertainty into year-end. Pacific Basin (excluding Japan) 
outperformed, falling -6.5% (-6.4% in euro terms), as economic 
releases were relatively positive and two of the larger markets, Hong 
Kong and Australia, proved to be relatively resilient. Emerging markets 
also outperformed, declining -7.4% (-5.9% in euro terms), benefiting 
from relatively attractive valuations and hopes of an ultimate resolution 
to the US-China trade dispute. 

Bond markets
The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond 
benchmark rose 1.9% during the quarter. Following the initial rise in 
the German 10-year yield to 0.57%, on the back of the rise in US yields, 
they declined throughout the rest of the quarter to 0.24% by year-
end, as European economic data weakened and inflation remained 
low. Italian spreads were volatile as the impasse between the Italian 
government and EU over the proposed 2019 Italian fiscal deficit 
continued. A compromise was reached, with Italy agreeing to a lower 
deficit, which enabled Italian 10 year-spreads against Germany to 
narrow to 250bps by quarter-end. Moreover, Spanish and Portuguese 
10-year spreads ended the year at 118bps and 148bps, respectively. 

Currencies and commodities
The euro remained somewhat volatile through the quarter, impacted 
by the political issues in Italy, Brexit-related uncertainty and changing 
expectations regarding monetary policy at the ECB and US Fed. 
Over the period, the euro declined to 1.1452 against the US dollar, 
although this was above the lows of 1.1218 seen in November. 
Political tensions in Italy and the pushing out of expectations on the 
timing of the first ECB interest-rate rise to June 2020 were negative for 
the euro. Towards year-end, however, the compromise on the Italian 
budget and discounting of a significantly slower pace of Fed rate rises 
in 2019 contributed to a modest rebound in the euro against the US 
dollar. Commodities fell -22.9% (-21.7% in euro terms). West Texas 
Intermediate (WTI) oil fell -38.0%, despite OPEC announcing plans for 
production cuts of 1.2 million barrels per day until June 2019. A rise 
in oil inventory levels back above the five-year average, the granting 
of temporary exemption waivers on Iranian oil imports and reductions 
in oil demand forecasts all contributed to the sharp fall in the oil price. 

MARKET SNAPSHOT 
Market returns

Equity indices (€)
QTD % 
return

YTD % 
return

2017 % 
return

MSCI Ireland -16.39 -21.24 4.07

MSCI United Kingdom -10.35 -9.77 7.49

MSCI Europe ex UK -11.63 -10.10 12.27

MSCI North America -12.36 -0.41 6.83

MSCI Japan -12.83 -8.17 9.26

MSCI EM (Emerging Markets) -5.92 -9.92 21.00

MSCI AC World -11.25 -4.34 9.47

10-year sovereign bond yields (€)
Yield last 

month (%)
2018
yield

2017
yield

US 2.68 2.68 2.41

Germany 0.24 0.24 0.43

UK 1.28 1.28 1.19

Japan 0.00 0.00 0.05

Ireland 0.90 0.90 0.67

Italy 2.74 2.74 2.02

Greece 4.40 4.40 4.12

Portugal 1.72 1.72 1.57

Spain 1.42 1.42 1.57

Commodities ($)
QTD % 
return

YTD % 
return

2017 % 
return

Oil (WTI) -38.01 -24.84 12.47

Gold (Oz) 7.54 -2.14 13.68

Goldman Sachs Light Energy Index -22.94 -11.34 5.15

FX rates YTD 2017  2016  

U.S. dollar per euro 1.15 1.20 1.05

British pounds per euro 0.90 0.89 0.85

U.S. dollar per British pounds 1.28 1.35 1.24

Source: ILIM, Bloomberg. Data is accurate as at 31 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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ECONOMIC SNAPSHOT
Global economy
At a headline level, while global growth held up reasonably well 
through the second half of 2018 at around 2.8%, this was lower 
than the 3.3% pace evident in the first half of the year and became 
increasingly reliant on the US economy. There was a noticeable 
slowing of growth across most other regions, including Europe, Japan 
and China. Sentiment and leading indicators continued to decline 
across most regions, with global purchasing managers’ indices (PMIs) 
falling to levels consistent with global growth of 2.8% by year-end. 

US
In the US, third-quarter GDP grew 3.4% (annualised) compared with 
4.2% in the second quarter. The labour market generally remained 
strong, with non-farm payrolls rising 161,000 for the month of 
November and 177,000 on average throughout the quarter; the 
unemployment rate fell to 3.7% in October. Over the quarter, ISM 
manufacturing fell from 61.3 to 59.3, while non-manufacturing rose 
from 58.5 to 60.7. Consumer confidence fell from 138.4 to 128.1. 
Headline inflation rose 2.2% year on year, down from 2.7% at the end 
of the previous quarter, while the Fed’s preferred rate of core PCE 
inflation was up 1.9% year on year, compared with 2.0% at the end of 
the third quarter. 

Eurozone
Eurozone economic data was generally disappointing through the 
quarter, impacted to some extent by weakness in the auto sector due 
to changes in emission standards. However, even excluding this, factor 
data was still weak. Eurozone third-quarter GDP grew 0.2% quarter on 
quarter (1.6% year on year). The eurozone composite PMI fell from 
54.2 to 51.3, well below the high of 58.8 in January. Unemployment 
fell from 8.2% to 8.1% and industrial production was up 1.2% year on 
year at quarter-end. Headline inflation was running at 2.0% year on 
year at quarter-end, although core inflation remained low at 1.0% year 
on year.

UK
While UK growth enjoyed a rebound through the summer months, 
this faded into year-end as uncertainty related to Brexit once again 
began to dominate. Third-quarter GDP grew 0.6% quarter on quarter, 
while monthly data for October showed GDP up 0.1% month on 
month. Industrial production was down -0.6% month on month (-0.8% 
year on year) at quarter-end. Retail sales were rising 1.4% month on 
month (3.6% year on year) at quarter-end and unemployment rose 
slightly from 4.0% to 4.1%. CPI was up 2.3% year on year from 2.7% at 
the end of the previous quarter.
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Japan
Third-quarter GDP fell -0.6% quarter on quarter, or -2.5% annualised, 
due to disruptions caused by severe weather. Industrial production 
fell -1.1% month on month but was up 1.4% year on year at quarter-
end. Retail sales fell -1.0% month on month but were up 1.4% year 
on year at the end of the period, while consumer confidence slipped 
from 43.4 to 42.9. The composite PMI rose slightly from 52.0 to 52.4. 
Headline CPI rose 0.8% year on year, while core inflation was rising 
only 0.3% year on year by quarter-end. 

China
Chinese data generally remained soft throughout the quarter. Third-
quarter GDP grew 1.6% quarter on quarter, leaving growth up 6.5% year 
on year. Retail sales growth slipped from 9.0% to 8.1% (year on year), while 
industrial production growth declined from 6.1% to 5.4% (year on year). 
Fixed-asset investment growth improved from 5.3% to 5.9% (year on 
year). The Caixin composite PMI slipped from 52.0 to 51.9. 

Ireland
In Ireland, economic data generally remained firm, with the economy 
remaining resilient to Brexit-related uncertainty. Third-quarter GDP 
rose 0.9% quarter on quarter (4.9% year on year). During the quarter, 
numbers on the Live Register fell 2,700 to a seasonally adjusted 
207,200 and unemployment fell from 5.6% to 5.3%. Industrial 
production remained volatile and was flat month on month and up 
5.5% year on year at the end of the period. Overall, retail sales rose 
5.8% year on year at quarter-end and were up 4.2% year on year 
(excluding autos). 



THE MONTH AHEAD
Economic data and events to watch

2 January China’s Caixin manufacturing PMI

4 January US non-farm payrolls (December)

8 January Euro Area business confidence (December)
US balance of trade (November)

9 January Germany’s balance of trade (November)

10 January Australian NAB business confidence (December)

11 January US inflation rate (year on year, December)

14 January China’s exports (year on year, December)

15 January Germany’s full-year GDP growth (2018)

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

2018 proved to a very volatile and disappointing year for global equity markets. Despite hitting new all-time highs in late September, global equities 
experienced sharp declines in the fourth quarter. Concerns around global growth were exacerbated by fears that continued tightening of US 
monetary policy by the Fed could contribute to a significant US slowdown, or even recession, in 2019. However, the Fed has already reduced its 
forecast for the number of rate rises in 2019 from two to three, and may enact a temporary pause to further interest-rate rises if its actions were 
perceived as posing a risk to growth. 

Looking forward to 2019, while global growth has probably peaked and is expected to slow compared to 2018, growth is still anticipated to remain 
positive, with both the US and global economies expected to avoid a recession. However, concerns linger over the risk to growth associated with 
trade issues. Nevertheless, we believe the tail risks from the potential outbreak of a global trade war have been significantly reduced, especially with 
the announcement of a truce in the US-China trade dispute raising the possibility of a compromise being reached between the two countries. While 
risks do remain, our sense is that these can be overcome in 2019. 

Increased levels of fiscal stimulus across various regions in 2019 should also provide support to the economic backdrop. Other potential risks, 
however, such as Brexit, European politics and the policy agenda of the US administration are also acting as headwinds for markets and are likely to 
result in volatility remaining elevated in 2019. 

Following the recent falls in markets, equities now appear to be discounting the risks to growth, with valuations having reset lower to below long-
term averages. Global equities are currently trading on a 12-month forward p/e multiple of 13.0x versus a long-term average of 15.6x, while 
equities are also now trading below long-term averages on a dividend yield and price-to-book basis. 

To generate positive returns in 2019, equities need to see evidence of global growth and earnings showing signs of stabilisation in coming months. 
Without this, equities could continue to struggle and see further declines of up to 10%. Given current valuation levels, the potential for less aggressive 
policy tightening by central banks, increased levels of fiscal stimulus and the continuation of positive economic and earnings growth, equities can 
see a return to gains in the coming year if these factors become more apparent throughout 2019. However, risks remain high, with the large number 
of unresolved issues meaning volatility remains a feature, resulting in a wide range of potential outcomes for the year.  

Having generally trended higher since the lows evident in mid-2016, global bond yields began to move lower again and already appear to be 
discounting slower growth, lower inflation and less monetary policy tightening in 2019. Continued deterioration in global growth would lead to 
lower yields, while a stabilisation of global growth close to 3% would probably result in higher yields. We expect a mixed outlook with respect to 
peripheral bond markets in Europe, as political uncertainties in Italy and questions over its long-term debt sustainability remain. Overall, peripheral 
spreads are expected to remain sensitive to political developments across Europe, including the upcoming European elections in May 2019.    

THE ILIM VIEW – LOOKING AHEAD
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16 January US retail sales (month on month, December)
UK inflation rate (year on year, December)

18 January Michigan consumer sentiment (preliminary, January)

21 January Germany’s GfK consumer confidence (February)

23 January Euro Area consumer confidence (flash, January)

25 January US durable goods orders (month on month, December)

30 January Euro Area business confidence (January)

31 January China’s NBS manufacturing PMI (January

Political events

7 January US-China trade talks

Week beginning 14 January Brexit parliamentary vote (date tbc)
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