
US FED CUTS RATES, BONDS AND STOCKS GAIN

First US rate cut in a decade
Having signalled to markets that a rate cut was imminent, the US Federal 
Reserve (Fed) lowered the Fed funds rate range by 25 basis points (bps) 
to 2%–2.25% on the last day in July. However, at the press conference 
Fed Chair Jerome Powell seemed more hawkish than he had been 
previously, saying he saw the cut as a “mid-cycle-adjustment” to protect 
against potential downside risks. With regards to the path of future 
monetary policy, he advocated for a wait-and-see approach.

Central banks in Europe and Japan tread water 
The European Central Bank (ECB) did not cut rates at its July meeting, 
but did set the scene for further stimulus. The ECB’s forward guidance 
was changed to include an easing bias, including an explicit statement 
that “policy rates would remain at current levels or lower through the 
first half of 2020”. Policymakers reiterated their willingness to use 
all tools at their disposal to reach the inflation target. They named 
specific measures, such as the resumption of asset purchases and a 
tiered reserve system in order to ease pressure on banks.

The Bank of Japan also left monetary policy unchanged, but indicated 
a willingness to take action if inflation momentum slowed. The bank’s 
governor, Haruhiko Kuroda, stated that the bank could cut rates, 
ramp up its asset-purchase programme, speed up money printing – or 
indeed combine these measures to combat weakness and achieve the 
inflation target.

Trade – here we go again
At the G20 meeting in late June, China and the US agreed that they’d 
resume negotiations and hold off implementing any new tariffs. This 
initially inspired positive sentiment, but talks subsequently stalled, 
which caused markets to fall in mid-July. President Trump accused 
China of not holding up its end of the bargain, specifically when it 
came to buying US goods. The two sides ultimately agreed to meet 
again at the end of the month, and while no deal was reached, both 
parties described the talks as being efficient and productive. A meeting 
between the two countries’ trade teams is scheduled for September 
in the US. 

Global equities and sovereign bonds rose in tandem in July, as central banks once again signalled 
that looser monetary policy was on the cards. Global equities were buoyed by the resumption of 
trade talks between the US and China, as well as a positive start to the second-quarter earnings 
season. The prospect of more accommodative policy by the European Central Bank (in response 
to slowing growth) boosted Eurozone bonds. 

Source: ILIM, Bloomberg. Data is accurate as at 1 August 2019
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Has the risk of a no-deal Brexit risen? 
In Europe, the Brexit saga continued, and the odds of the UK leaving 
the EU without a deal rose as Boris Johnson was elected Tory leader 
and prime minister. Johnson won approximately two-thirds of the 
party vote, and pledged in his acceptance speech to “deliver Brexit, 
unite the country and defeat Jeremy Corbyn”. He also restated his 
wish to scrap the Irish backstop and his willingness to leave the EU 
without a deal. While initially saying that the odds of a no-deal Brexit 
were a million-to-one, his tone became more confrontational as he 
reshuffled his cabinet to include more hardline Brexiteers in the top 
positions. Most UK MPs are still opposed to a no-deal Brexit, as they 
demonstrated two weeks ago when they passed an amendment to 
stop any future government from suspending parliament in an attempt 
to pass a no-deal Brexit. This followed Johnson’s refusal to rule out 
proroguing parliament to ensure a swift exit from the EU. 



MARKET ROUND-UP
Equities
The MSCI AC World equity index rose 1.0% (2.6% in euro terms) over the 
month. US equities rose 1.5% (3.9% in euro terms), as the Fed signalled 
(then implemented) a rate cut. UK equities rose 2.1% (0.4% in euro terms) 
although returns were weaker in euro terms as a result of Brexit-related 
sterling weakness.

Bonds
Eurozone >5 year bonds rose 2.4%, with German 10-year yields falling to 
new all-time lows of -0.44% at month-end as data disappointed and the 
ECB signalled an impending cut. Although Spanish 10-year spreads were 
stable during the month, Italian spreads fell to 198bps due to the resolution 
of the ongoing fiscal dispute with the EU. 

Commodities and currencies
The euro fell to 1.107 against the US dollar, as eurozone data disappointed 
while US data rebounded, resulting in markets pricing in fewer US 
rate cuts. Commodities fell -0.2% (2.1% in euro terms) with West Texas 
Intermediate (WTI) oil up 0.2% as rising tensions between the US and Iran 
countered slowing demand fears.  

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2018 Return 

(%)

MSCI Ireland 0.72 18.33 -21.24

MSCI United Kingdom 0.44 13.88 -9.77

MSCI Europe ex UK 0.27 18.53 -10.10

MSCI North America 3.75 23.86 -0.41

MSCI Japan 2.43 11.01 -8.17

MSCI EM (Emerging Markets) 1.12 12.44 -9.92

MSCI AC World 2.62 20.11 -4.34

10-Year Yields
Yield Last 

Month (%)
2018 Yield 

(%)
2017 Yield 

(%)

US 2.01 2.68 2.41

Germany -0.44 0.24 0.43

UK 0.61 1.28 1.19

Japan -0.15 0.00 0.05

Ireland 0.09 0.90 0.67

Italy 1.54 2.74 2.02

Greece 2.04 4.40 4.12

Portugal 0.34 1.72 1.57

Spain 0.28 1.42 1.57

FX Rates Current 2018 Rates 2017 Rates 

US Dollar per Euro 1.11 1.15 1.20

British Pounds per Euro 0.91 0.90 0.89

US Dollar per British Pounds 1.22 1.28 1.35

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2018 Return 

(%)

Oil (WTI) 0.19 29.00 -24.84

Gold (Oz) 0.88 11.30 -2.14

S&P Goldman Sachs  
Commodity Index

-0.21 13.10 -11.34

Source: ILIM, Bloomberg. Data is accurate as at 1 August 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 August China’s Caixin Manufacturing PMI (July)
Bank of England (BoE) Interest Rate Decisions

2  August EA Retail Sales Month on Month (June) 
US Balance of Trade (June)

5 August German and EA Markit Services and Composite PMI Final (July) 
US ISM Non-Manufacturing PMI (July)

6 August Reserve Bank of Australia (RBA) Interest Rate Decision
German Factory Orders Month on Month (June)

7 August German Industrial Production Month on Month (June)
Reserve Bank of India Interest Rate Decisions

8 August Chinese Balance of Trade (July)

9 August Chinese Inflation Rate Year on Year (July)
UK GDP Growth Rate Year on Year Preliminary Q2 and 
Balance of Trade (June)

12 August Indian Inflation Rate and Industrial Production Year on Year 
(June) 
US Monthly Budget statement (July)

13 August German and EA ZEW Economic Sentiment Index (August)
US Inflation Rate Year on Year (July)

Equity markets have rebounded strongly in the year to date, reaching new all-time highs in late July as the recessionary fears evident at 
the end of 2018 receded. The main contributor to equity-market gains was the move of central banks to more accommodative policy, 
driven in particular by the Fed. 

At the end of 2018, the Fed was still indicating that it intended to raise interest rates twice in 2019. But early in the new year, Fed 
policymakers suggested that they could afford to be patient and flexible in relation to future interest-rate decisions. Investors interpreted 
these comments as meaning the Fed would not raise interest rates at all in 2019. This was confirmed in March, when the Fed formally 
changed its guidance and indicated its intention to leave interest rates unchanged through the year. Later, as US economic data showed 
further signs of slowing, US-China trade talks collapsed, and US inflation remained well below the Fed’s 2% target, the Fed suggested that 
the case for policy accommodation had strengthened. The Fed ultimately delivered, cutting rates at its July meeting for the first time since 
2008. At the same time, it signalled that the future policy path is not set. At the press conference, Fed Chair Powell was somewhat more 
hawkish than expected, saying that he does not expect an extended cutting cycle, but leaving the possibility of further cuts on the table.

Other central banks followed the Fed’s lead to adopt more accommodative policy stances. The ECB effectively announced further 
monetary accommodation at its upcoming September meeting. This policy shift by global central banks helped support equity markets 
by removing the immediate risk to growth from excessive tightening. It also provides a cushion to growth in the face of the recent weaker 
economic data.

Much of the recent deterioration evident in economic newsflow is associated with the ongoing uncertainty related to global trade 
tensions. This has depressed both business confidence and investment spending. While trade relations between the US and China have 
recently warmed again, the failure to reach a trade deal means that uncertainty is likely to linger and therefore be a drag on activity levels 
and overall global growth.

Following the 17.4% gains (20.1% in euro terms) in global equities in local-currency terms in the year to date, equity valuation levels have 
moved close to, or slightly above, long-term averages. Equities are currently trading on a 12-month forward price-to-earnings ratio of 
15.3 times, versus a long-term average of 15.6 times.

In terms of the outlook for equity markets for the remainder of 2019, much will depend on developments in the global economy and the 
level of monetary support provided by global central banks. Global growth exceeded expectations in the first quarter, at 3.0% annualised. 
However, recent weakness in activity and sentiment readings suggests growth in the rest of the year will be slower, possibly close to 2.7%. 
With the risk of downward revisions to earnings forecasts in an environment where valuation levels are already close to our target levels, 
further upside in equity markets from current levels could be limited to low single digits over the next 12 months.

THE ILIM VIEW – LOOKING AHEAD
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Source: ILIM, Trading Economics. Data is accurate as at 1 August 2019

14 August German GDP Growth Rate Quarter on Quarter Flash Q2
EA GDP Growth Rate Quarter on Quarter 2 Est. Q2

15 August US Retail Sales Month on Month (July)
US Industrial Production Month on Month and Year on Year 
(July)

16 August British Retail Sales Month on Month (July)
EA Balance of Trade (June)

19 August EA Inflation Rate Year on Year (July)

20 August RBA Meeting Minutes

22 August German and EA Markit Manufacturing PMI Flash (August)
EA Consumer Confidence Flash (August)

26 August German Ifo Business Climate (August)

27 August GDP Growth Rate QoQ Final Q2 

28 August GfK Consumer Confidence (September)

29 August French GDP Growth Rate Quarter on Quarter Final Q2  
EA Business Confidence (August)

30 August EA Inflation Rate Year on Year Flash (August)
EA Unemployment Rate (July)

31 August China NBS Manufacturing PMI (August)
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