
MARKETS NOTCH UP SECOND MONTH OF GAINS

Central banks on a roll
Several global central banks – including those in Australia and New 
Zealand – followed the US Fed’s lead and indicated a slower pace of 
policy tightening. The Bank of England also dampened expectations of 
rate rises in 2019, reducing forecasts for UK GDP growth from 1.7% 
to 1.2%. The minutes from the Fed’s January meeting were, however, 
somewhat mixed. On the dovish side, the Fed surprised investors by 
indicating that it intends to stop reducing its balance sheet by $50bn per 
month before year-end. But guidance on rates displayed a slight bias 
towards further possible rate hikes. Overall, the hurdle for further US 
rate rises seems high. And overall, central banks have given clear signals 
that the level of monetary policy tightening in 2019 will be significantly 
less than expected at the end of last year. 

Progress on trade
The US and China came closer to reaching a trade deal in the coming 
weeks, an outcome that would remove the overhang on global growth 
that has been evident over the last 12 months. President Trump 
suggested  that recent talks have been productive, with substantial 
progress made on several issues. The US indefinitely extended the 
previous 1 March deadline for the conclusion of negotiations, and 
suspended the threatened increase in tariffs on $200bn of Chinese 
imports from 10% to 25%. Trump and Chinese President Xi are planning 
to meet later in March to formally sign off the expected trade deal.

Brexit: time is running out
With the UK scheduled to leave the EU on 29 March, time is running 
out for Brexit negotiations. Theresa May conceded that MPs could be 
given the option to avoid a ‘no deal’ exit, if her Withdrawal Treaty fails 
again in Parliament on 12 March. It was roundly defeated the first time. 
MPs could also give binding instructions to the government to seek an 
extension of Article 50, if it appears that no resolution will be reached 
prior to 29 March. There is a growing possibility of either a long extension 
of Article 50 and/or a possible second referendum where Brexit could 
be lost altogether. Consequently, Brexiteers in the European Research 
Group (ERG) led by Jacob Rees-Mogg have indicated that they could 
ultimately vote for the current Withdrawal Treaty to prevent a scenario 

Equity markets continued to rebound from their December lows in February. Eurozone sovereign 
bond markets declined slightly, as core yields crept higher on reduced growth concerns. At the 
same time, inflation pressures remained muted.

Source: ILIM, Bloomberg. Data is accurate as at 1 March 2019
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where Brexit does not happen at all. Overall, investors and markets 
began to discount the possibility of an ultimately ‘softer’ Brexit by 
month-end, with the British Pound benefitting as a result.

North Korea/US summit a damp squib
The US/North Korean summit ended early without any progress made. 
The US refused to remove economic sanctions, given the slower-than-
desired progress on denuclearisation offered by the Koreans. But the 
relationship between the two appeared to stay relatively amicable, and 
so the lack of progress at the summit did not negatively affect markets. 

Earnings hold up better than expected
The fourth-quarter corporate earnings season is almost over, and has 
not been as bad as feared at the end of 2018. US earnings were up 13% 
year on year, 3% ahead of expectations; European earnings are up 6% 
year on year, also 3% above expectations; and Japanese earnings were 
down by 7%, 1% below forecasts. 



MARKET ROUND-UP
Equities
The MSCI AC World equity index rose 3.1% (3.5% in euro terms). The 
Pacific Basin rose 5.3% (4.6% in euro terms) as hopes for a trade resolution 
between the US and China grew. Emerging markets lagged, rising 1.1% 
(1.0% in euro terms) with previous valuation discounts closing. 

Bonds
Eurozone >5-year bonds fell -0.5% with German 10-year yields up to 
0.18% on easing growth fears and fading political concerns. Italian 10-
year spreads were higher at 257 basis points (bps) as Italy was seen as 
being in a technical recession with two consecutive quarters of negative 
growth. Spanish spreads narrowed to 99bps despite an early general 
election being called. 

Currencies and commodities
The euro fell slightly to 1.1371 against the US dollar as expectations for 
the first ECB rate rise continued to be pushed out. Commodities rose 
3.8% (4.6% in euro terms) with West Texas Intermediate oil up 6.4%, 
as OPEC production cuts were implemented and Venezuelan supplies 
were disrupted due to political tensions.

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2018 Return 

(%)

MSCI Ireland 6.64 11.75 -21.24

MSCI United Kingdom 4.20 11.17 -9.77

MSCI Europe ex UK 4.15 10.44 -10.10

MSCI North America 4.11 12.51 -0.41

MSCI Japan 0.74 6.49 -8.17

MSCI EM (Emerging Markets) 1.00 9.46 -9.92

MSCI AC World 3.51 11.30 -4.34

10-Year Yields
Yield Last 

Month (%)
2018 Yield 

(%)
2017 Yield 

(%)

US 2.72 2.68 2.41

Germany 0.18 0.24 0.43

UK 1.30 1.28 1.19

Japan -0.02 0.00 0.05

Ireland 0.82 0.90 0.67

Italy 2.75 2.74 2.02

Greece 3.66 4.40 4.12

Portugal 1.47 1.72 1.57

Spain 1.17 1.42 1.57

FX Rates Current 2018 Rates 2017 Rates 

US Dollar per Euro 1.14 1.20 1.05

British Pounds per Euro 0.86 0.89 0.85

US Dollar per British Pounds 1.33 1.35 1.24

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2018 Return 

(%)

Oil (WTI) 6.38 26.01 -24.84

Gold (Oz) -0.27 2.72 -2.14

S&P Goldman Sachs  
Commodity Index

3.81 6.38 -11.34

Source: ILIM, Bloomberg. Data is accurate as at 1 March 2019

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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THE MONTH AHEAD
Economic data and political events to watch

Economic data releases

1 March Caixin manufacturing index (China, February)

6 March Balance of trade (USA, December)

8 March US non-farm payrolls (February)

11 March Balance of trade (Germany, January)

12 March US core inflation rate (year on year, February)

14 March Germany’s inflation rate (year on year, February)

15 March Michigan consumer sentiment (preliminary, March)

19 March ZEW economic sentiment index (Germany, March)

Outlook
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. For the year as a whole, global equities 
declined -7.2% in local currency terms, or -4.3% in euro terms.

However, all these declines were recovered in the first two months of the year.  Global equities rebounded by 10.6% in local currency terms and 
11.3% in euro terms, resulting in net gains of 2.7% and 6.5%, respectively, since the end of 2017. 

Looking ahead
Although risks to growth remain, our sense is that these can be overcome in 2019. The recent suggestions of less restrictive monetary policy in the 
US compared with the Fed’s earlier guidance should underpin the growth outlook both for the US and global economy. Other global central banks 
have also recently followed the Fed’s lead and adopted more dovish policy stances. Concerns continue to linger over the risk to growth associated 
with ongoing global trade disputes. The postponement of the previously threatened increase in tariffs on Chinese imports to the US from 1 March 
has increased hopes that a resolution to the trade dispute between the two countries will be reached shortly, particularly given the more optimistic 
commentary around the ongoing trade negotiations. If a US/China trade deal were to be concluded, this would remove a major risk for the global 
economy. An additional boost to the global economy could come from the planned increases in the levels of fiscal stimulus across various regions in 
2019, which should also help underpin the growth backdrop. 

Closer to home, growing hopes that an agreement on Brexit could finally be within reach has also eased some of the uncertainty that has acted as an 
overhang on UK and European sentiment and activity over the last year or so.

To generate further positive returns in 2019, equity investors need to see evidence of stabilising global growth and earnings expectations in the 
coming months. Without this, equities could struggle, with possible declines of up to 20%+ from current levels if concerns around economic and 
earnings growth resurface. Given current valuation levels, the likelihood for less aggressive policy tightening by central banks, increased levels of 
fiscal stimulus and the continuation of positive economic and earnings growth, we believe equities can generate further upside of 3–6% over the next 
12 months. Risks to this outcome are high, however, with many unresolved issues and general uncertainty meaning that volatility will probably be a 
feature of markets.  

THE ILIM VIEW – LOOKING AHEAD
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Source: ILIM, Bloomberg. Data is accurate as at 1 March 2019

Political events

5 March China: National People’s Congress

12 March UK’s (second) parliamentary vote on Brexit 

21–22 March EU summit

29 March UK’s departure from the EU

20 March US Federal Reserve’s interest rate decision 
UK’s inflation rate (year on year, February)

21 March Bank of England’s interest rate decision 
Euro area consumer confidence (flash estimate, March)

22 March Germany’s Markit manufacturing PMI (flash estimate, 
March)

26 March Germany’s GfK consumer confidence (April)

27 March Balance of trade (USA, January)

28 March Euro area business confidence (March)

29 March UK’s GfK consumer confidence (March)
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