
CENTRAL BANKS ACT; EQUITIES AND BONDS RISE

QUARTER 3 IN REVIEW

Key quarterly themes 
 Trade war escalates, but talks are planned for October
 US Fed cuts rates – twice 
 ECB revives asset purchases, cuts deposit rate

Trade war – the next chapter 
Following the G20 meeting at the end of June, it appeared that some calm 
had been restored. In July, however, President Trump accused China 
of not holding up its end of the bargain – there had been no obvious 
increase in US agricultural exports to China. In early August, Trump 
surprised investors when he announced that 10% tariffs would be placed 
on the remaining $300bn of Chinese imports that had not already been 
hit by increased tariffs over the course of the trade war to date. The new 
tariffs were scheduled to start on 1 September, although a concession 
was made delaying the planned tariffs on $160bn of Chinese imports until 
15 December, to avoid disruptions and higher prices for US consumers 
in the run-up to the Christmas shopping season. China subsequently 
retaliated by announcing tariffs of 5–25% on $75bn of US imports. Trump 
responded by announcing that tariffs on $550bn of Chinese imports 
would be increased by a further 5% through September and October. 
Sentiment improved in September, however, as it was confirmed that 
formal negotiations at a senior level are to be held in October. In addition, 
with both sides making concessions in the run-up to the talks, hopes 
surrounding a breakthrough rose.

Two rate cuts from the US Fed
Having signalled an easing of policy at its previous meeting, the Fed 
delivered on its promise when it cut interest rates by 25 basis points 
(bps) at the July meeting. Fed Chair Powell suggested that this was not 
necessarily the beginning of a rate-cutting cycle, and instead described 
the cut as a mid-cycle adjustment to protect against potential downside 
risks. But as trade tensions escalated in the middle of the quarter, Fed 
Chair Powell highlighted the deterioration in the growth outlook since 
its July policy announcement, attributing much of the weakness to 
the worsening trade outlook. The Fed subsequently cut interest rates 
by another 25bps at its September meeting. However, there was a 
noticeable split among Fed members regarding the outlook for interest 
rates over the remainder of 2019. Around one-third suggested rates 
should be raised, one-third indicated they should be left unchanged, 
and another third said they should be cut by another 25bps before 
year-end. The official median guidance was that there would be no 
further rate cuts over the remainder of 2019 and 2020. 

CHART OF THE QUARTER
US and German 10-year bond yields

Source: ILIM, Bloomberg. Data is accurate as at 30 September 2019

Both global equities and bonds rose during the quarter, with bonds in particular posting strong gains. Despite another 
mid-quarter correction associated with escalating trade tensions between the US and China, equity markets recovered 
from their lows, as global central banks provided relief by adopting more accommodative monetary policy stances. 
Bonds benefited from continued loosening of monetary policy and from the general deterioration in the economic 
outlook and persistence of low inflation. Brexit developments affected UK assets, but the spill-over into global markets 
tended to be limited. There is still no clarity on what the eventual outcome will be. 

Lenny McLoughlin
Chief Economist, Irish Life Investment Managers Limited (ILIM)

European Central Bank revives asset purchases
At its September meeting, the European Central Bank (ECB) cut its 
deposit rate by a further 10bps to -0.5% and confirmed it would restart 
asset purchases in November at a level of €20bn per month. While the 
scale of asset purchases was slightly disappointing relative to some 
expectations, the ECB indicated that the asset purchase programme 
would be open-ended with no set end date – this was more dovish.
The initial market reaction was positive, however, at the press 
conference ECB President Draghi seemed to suggest that the ECB is 
nearing its limits as he urged fiscal authorities to do their part. This, 
along with the apparent discord within the ECB council regarding the 
asset purchase programme, suggested that further stimulus would not 
be easily forthcoming. This also contributed to the rise in German bond 
yields from their all-time lows seen mid-quarter.

1.0

1.2

1.4

1.6

1.8

2.0

2.2

-0.8

-0.7

-0.6

-0.5

-0.4

-0.3

-0.2

-0.1

0.0
US 10-year yield
German 10-year yield

14/07/19 09/08/19 04/09/19 30/09/19



Equities
Over the quarter, the MSCI AC World equity benchmark rose 1.2% 
(4.6% in euro terms). Japan rose 3.6% (7.9% in euro terms) as a trade 
deal was agreed in principle with the US that is expected to avoid the 
imposition of auto tariffs. Suggestions by the Bank of Japan that it could 
loosen monetary policy further also provided support. Europe rose 
2.5% (2.9% in euro terms), with the weaker euro boosting exporters. 
Additional monetary policy measures announced by the ECB were 
also supportive. The Pacific Basin ex Japan fell -2.5% (-1.0% in euro 
terms), with Hong Kong particularly weak on the back of social unrest. 
The region was also negatively affected by weaker economic releases, 
many of these associated with the ongoing trade tensions. Emerging 
markets fell -1.9% (+0.2% in euro terms) due to the perceived risks to 
global trade related to renewed escalation of trade tensions. At the 
same time, US dollar strength also negatively impacted emerging-
market assets. 

Bonds
The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond 
benchmark rose 5.6% during the quarter. The German 10-year yield 
reached new all-time lows during the quarter of -0.74%, as global 
bond yields fell sharply mid-quarter. This move followed heightened 
concerns about global growth after the escalation of trade tensions 
in early August. Economic releases across the Eurozone were very 
weak, which also contributed to the lower yields, as did growing 
expectations of additional ECB policy stimulus ahead of the actual 
policy announcement in September. German yields rebounded to 
-0.57% by quarter-end, due to improving sentiment around global 
growth and hopes for an interim trade deal between the US and 
China. Peripheral yield spreads narrowed during the quarter. In Italy, 
10-year spreads against Germany fell sharply to 139bps as a new, more 
EU-friendly coalition was formed and the ECB announced that asset 
purchases would recommence in November. Spanish and Portuguese 
10-year spreads fell to 72bps and 73bps, respectively, on the back of 
the ECB restarting asset purchases.

Currencies
The euro continued to weaken against the US dollar over the quarter, 
with the EUR/USD falling to 1.0899 by quarter-end. Despite two 
interest cuts by the US Fed, the US dollar continued to benefit from 
the positive ‘carry’ from higher interest rates in the US relative to 
elsewhere; it also benefited from its safe-haven status in times of 
uncertainty. Continued deterioration in economic data across the 
Eurozone and the ECB’s policy announcement also contributed to the 
weakness in the euro. 

Commodities
Commodities fell -4.2% (+0.1% in euro terms). West Texas Intermediate 
(WTI) oil fell -7.5%, despite the sharp spike in September associated 
with the attack on Saudi oil facilities. These gains were quickly reversed 
as it was reported that Saudi production would recover much more 
quickly than initially anticipated. More generally, oil and commodities 
were negatively impacted by the deteriorating demand backdrop due 
the weakening global growth environment. 

 

MARKET SNAPSHOT 
Market returns

Equity indices (€)
QTD % 
return

YTD % 
return

2018 % 
return

MSCI Ireland 3.98 22.17 -21.24

MSCI United Kingdom 1.87 15.50 -9.77

MSCI Europe ex UK 2.91 21.65 -10.10

MSCI North America 6.03 26.58 -0.41

MSCI Japan 7.90 16.94 -8.17

MSCI EM (Emerging Markets) 0.17 11.39 -9.92

MSCI AC World 4.56 22.38 -4.34

10-year sovereign bond yields (€)
Yield last 

month (%)
2018
yield

2017
yield

US 1.66 2.68 2.41

Germany -0.57 0.24 0.43

UK 0.49 1.28 1.19

Japan -0.21 0.00 0.05

Ireland -0.04 0.90 0.67

Italy 0.82 2.74 2.02

Greece 1.35 4.40 4.12

Portugal 0.16 1.72 1.57

Spain 0.15 1.42 1.57

Commodities ($)
QTD % 
return

YTD % 
return

2018 % 
return

Oil (WTI) -7.53 19.07 -24.84

Gold (Oz) 3.68 14.39 -2.14

S&P Goldman Sachs Commodity Index -4.18 8.61 -11.34

FX rates YTD 2018 2017  

U.S. dollar per euro 1.09 1.15 1.20

British pounds per euro 0.89 0.90 0.89

U.S. dollar per British pounds 1.23 1.28 1.35

Source: ILIM, Bloomberg. Data is accurate as at 30 September 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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MARKET ROUND-UP



GLOBAL ECONOMIC HIGHLIGHTS

QUARTER 3 IN REVIEW

Economic data generally deteriorated through the quarter. Global 
growth slipped from an annualised rate of 3.1% in the first quarter 
to 2.6% in the second, with a further slowdown to 2.3% expected in 
the second half of the year. Several countries experienced economic 
contraction, with German GDP down -0.1% quarter on quarter (q/q), 
UK GDP falling -0.2% q/q, and Singaporean GDP declining at an 
annualised rate of -3.3% in quarter two. Chinese GDP slipped to 6.2% 
year on year in the second quarter, the lowest since official records 
began in 1992. 

The ongoing trade war and associated uncertainties have been a 
significant drag on growth, representing the main driver of declining 
sentiment and activity levels in the global economy over the last 
15–18 months. Global investment growth rates have fallen to 
close to zero over the last few quarters, while industrial production 
has recovered modestly from a negative annualised growth rate 
of approximately -0.6% in quarter two to an estimated +0.4% in 

quarter three. Consumption has been the key support for the global 
economy over the last year or so, although there is evidence of 
slowing momentum in global labour markets, with employment 
growth slowing from a rate of 1.9% to 1.1% .This suggests the pace 
of consumption growth is also at risk of falling.

Leading indicators such as the Purchasing Managers’ Indices (PMIs) 
have continued to decline through the year and have fallen to 
levels consistent with growth in the global economy of only 2.4%, 
compared with 2.9% earlier in the year. Global manufacturing PMIs 
have fallen into contractionary territory (below 50), while weakness 
has also recently spread to the services side. Service PMIs have 
declined in recent months to 51.8 from a high of 53.7 earlier this 
year. Europe has suffered from the failure to find a resolution to 
the trade war, given the open nature of the economy, with exports 
accounting for a relatively large share of GDP and with growth in 
global trade falling back close to zero in recent months.      

Equity markets have rebounded strongly in the year to date, reaching new all-time highs in late July as the recession fears evident at the 
end of 2018 receded. The main contributor to equity-market gains has been the policy pivot evident among global central banks, driven 
in particular by the US Fed. 

In terms of the outlook for equity markets over the next 12 months, much will depend on developments in the global economy, the level 
of monetary policy support provided by global central banks, and the potential for the introduction of fiscal stimulus. Global growth 
exceeded expectations in quarter one at 3.1% annualised. However, recent weakness in activity and sentiment readings suggests that 
growth over the rest of 2019 will be slower. Growth in the second half of the year is expected to be close to 2.3%, well below the long-
term trend of 2.7%. 

Overall, given current valuation levels, risks of earnings downgrades and ongoing uncertainty over the economic outlook, we believe 
equity markets offer limited upside on a 12-month view, with risks skewed to the downside. More accommodative monetary policy from 
global central banks could provide support to markets, although with the exception of the US Fed, policy space appears relatively limited 
at most other major central banks. A final resolution of the trade war or introduction of significant fiscal stimulus programmes could 
support growth and also equity markets, but we believe neither of these are imminent.

In contrast, continued deterioration in the global economic outlook and the increasing risk of recession could contribute to renewed falls 
in equity markets. While equity markets could end up being relatively close to current levels in 12 months’ time, if consensus forecasts 
for global economic and earnings growth prove to be correct, we believe risks to equity markets are also skewed to the downside. 
Given continued uncertainty associated with key issues that are expected to be important drivers of equity markets, we also believe that 
volatility will be a feature in markets over the next 12 months, potentially resulting in large swings in equities over the next year. 

THE ILIM VIEW – LOOKING AHEAD

Source: ILIM, Bloomberg. Data is accurate as at 30 September 2019



THE MONTH AHEAD
Economic data and events to watch

1 October US ISM manufacturing PMI (September)

4 October US non-farm payrolls (September)
Reserve Bank of India’s interest rate decision

9 October US FOMC meeting minutes

10 October Germany’s balance of trade (August)

11 October Germany’s inflation rate (September)

14 October China’s balance of trade (September)

15 October Germany’s ZEW economic sentiment index 
(October)

Source: ILIM, Bloomberg. Data is accurate as at 30 September 2019
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16 October US retail sales (September)

17 October European Council Meeting

21 October Japan’s balance of trade

23 October Euro Area consumer confidence (flash, October)

24 October ECB’s interest rate decision

25 October Germany’s GfK consumer confidence (November)

31 October US Fed’s interest rate decision
Euro Area business confidence (October)

Political events

11 October US-China trade talks

31 October Brexit deadline



CONTACT US

PHONE: (01) 704 1200
FAX: (01) 704 1918
WEBSITE: www.ilim.com
WRITE TO: Irish Life Investment Managers, Beresford Court, Beresford Place, Dublin 1

Irish Life Investment Managers is regulated by the Central Bank of Ireland. Irish Life Investment Managers Limited is registered as an 
Investment Adviser with the Securities and Exchange Commission (the “SEC”). Irish Life Investment Managers Limited holds an International 
Adviser Exemption in Manitoba and Ontario pursuant to NI 31-103. This material is for information only and does not constitute an offer or 
recommendation to buy or sell any investment and has not been prepared based on the financial needs or objectives of any particular person. It is 
intended for the use of institutional and other professional investors.

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.


