
MARKETS SHAKE OFF COVID-19 FEARS
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Covid-19

The recent rise in Covid-19 daily cases to new highs both globally 
(200,000) and the US (50,000) has given rise to concerns over the 
possible need to reinstate restrictions. This, obviously, would have 
negative implications for growth. But there is now a belief that any 
new restrictions would be more targeted and local in nature, rather 
than being imposed on a blanket, nationwide basis.  Consequently, 
the negative impact of any new lockdowns on growth would be much 
less severe than was the case in March and April. As a result, risk 
markets have been relatively resilient to the rise in case numbers at 
the end of the quarter. 

Central banks: hey, big spenders

Asset markets, particularly equities, have benefited from the liquidity 
being provided by central banks through their asset-purchase 
programmes. The global level of asset purchases over the 12 months 
to March 2021 will probably exceed $7 trillion, the largest-ever 
amount in any one-year period. At its peak in early April, the run rate 
of asset purchases exceeded $30 trillion p.a., but it has since reduced 
to approximately $3 trillion. This is similar to the peak levels evident 
after the Global Financial Crisis and is still relatively high. 

US Fed buys high-yield for the first time

While the levels of US Federal Reserve (Fed) purchases have declined 
from around $450–500bn per week in early April to around $30bn by 
the end of May, they are still large in an historic context. The Fed also 
increased the size and scope of earlier support measures, particularly 
on the credit side, when it increased the amount of corporate bonds 
it will buy and included purchases of high-yield corporate bonds for 
the first time. 

Germany and France propose EU recovery fund

The EU initially announced a €540bn package, which was followed by 
the proposal of an EU-wide Recovery Fund of $750bn by France and 
Germany. The latter is set to include €500bn of grants and €250bn 
of loans. The European Central Bank also subsequently increased 
asset purchases under its Pandemic Emergency Purchase Programme 
(PEPP) by €600bn to €1.35 trillion, with purchases to be undertaken 
until at least June 2021.

CHART OF THE QUARTER
Global Equities

Source: ILIM, Bloomberg. Data is accurate as at 30 June 2020.

The equity market rally that began in late March continued through the quarter, with equities 
producing their best quarterly returns since 1998. The large scale fiscal and monetary 
stimulus measures introduced across the globe to combat the outbreak of Covid-19 were 
major contributors to the rebound in markets, while the enormous liquidity provided by 
central banks was particularly supportive.
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Negative rates on the cards?

The Bank of England suggested that it is contemplating a move to 
negative interest rates, something the Fed has appeared to rule out 
for the time being. It also announced an additional £100bn of asset 
purchases, although there was some disappointment when it was 
indicated that these will be undertaken over six rather than three 
months, as was the case with the previous programme.

Global earnings 

On the back of the onset of the global recession, consensus forecasts 
for global earnings in 2020 have fallen from almost 10% at the start 
of the year to -19% currently. This still appears too high given the 
severity of the recession, with a more realistic estimate probably being 
a contraction in global earnings of 30–35% in 2020.
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Equities

Over the quarter, the MSCI AC World equity benchmark rose 18.4% 
(16.6% in euro terms). The US rose 21.8% (18.9% in euro terms) as 
the scale of both fiscal and monetary stimulus programmes exceeded 
those in other regions. In addition, the financial commitment from 
authorities to do more if required was greater than elsewhere. The US 
also benefited from its relatively heavy weight in technology stocks, 
which performed relatively well and were seen as beneficiaries of 
the dislocations caused by Covid-19. Emerging markets rose 16.8% 
(15.5% in euro terms), benefiting from a weaker US dollar. This tends 
to be positive for emerging markets, which were also sensitive to the 
improving global growth backdrop. The UK lagged rising 8.2% (5.3% 
in euro terms), with Brexit-related uncertainty continuing to drag. 
Meanwhile, the market was also impacted as the UK experienced the 
largest number of Covid-19 infections and fatalities across Europe. 
Japan also underperformed, rising 11.6% (9.1% in euro terms) as the 
economic recovery from the April lows seems set to lag the rest of the 
world. 

Bonds

The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond 
benchmark rose 2.4% as peripheral spreads narrowed on the back 
of an increase in ECB asset purchases. Peripheral spreads were also 
supported by the proposal to include €500bn of grants in an EU 
Recovery Fund, which effectively involves a fiscal transfer from core 
to peripheral countries. This was seen as an important step towards 
greater integration across Europe and a significant sign of support for 
peripheral regions from the core northern countries. German 10-year 
yields ended the quarter up 2 basis points (bps) at -0.45%; Italian 10-
year spreads fell to 171bps; and Spanish spreads narrowed to 92bps. 

European investment-grade corporate bonds rose 5.2% as spreads 
fell to 147bps on easing concerns over potential defaults on the back 
of the improving growth outlook and ongoing ECB purchases of 
investment-grade corporate bonds.  

Currencies

The euro rose against the US dollar to 1.1243, benefiting from greater 
commitment on the part of both political and monetary authorities 
to implement supportive policies. These were seen as boosting the 
medium to long term outlook for the Eurozone.  

Commodities

Commodities rose 10.5% (7.9% in euro terms), supported by a better 
demand backdrop due to the improving growth outlook. West Texas 
Intermediate (WTI) oil surged 91.7% following a -66.5% collapse in the 
first quarter, as OPEC and Russia announced new production cuts. In 
addition, US shale production and rig counts fell in response to the 
price weakness during the first quarter. 

MARKET SNAPSHOT 
Market returns

Equity indices (€)
QTD

Return (%)
YTD 

Return (%)
2019 

Return (%)

MSCI Ireland 16.93 -10.91 40.60

MSCI United Kingdom 5.31 -23.29 23.40

MSCI Europe ex UK 15.35 -8.69 28.20

MSCI North America 18.89 -2.75 33.90

MSCI Japan 9.07 -6.98 22.30

MSCI EM (Emerging Markets) 15.46 -9.72 21.10

MSCI AC World 16.64 -6.04 29.60

10-year sovereign bond yields (€)
Yield last 

month
2019 Yield 

(%)
2018 

Yield(%)

US 0.66 1.92 2.68

Germany -0.45 -0.19 0.24

UK 0.17 0.82 1.28

Japan 0.03 -0.02 0.00

Ireland 0.01 0.11 0.90

Italy 1.26 1.41 2.74

Greece 1.21 1.43 4.35

Portugal 0.48 0.43 1.71

Spain 0.47 0.46 1.41

Commodities ($)
QTD 

Return (%)
YTD 

Return (%)
2019 

Return (%)

Oil (WTI) 91.75 -35.69 34.50

Gold (Oz) 13.71 18.21 18.90

S&P Goldman Sachs Commodity Index 10.47 -36.31 17.60

FX rates Current 2019 2018

U.S. dollar per euro 1.12 1.12 1.15

British pounds per euro 0.91 0.85 0.90

U.S. dollar per British pounds 1.24 1.33 1.28

Source: ILIM, Bloomberg. Data is accurate as at 30 June 2020.

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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POLITICAL HIGHLIGHTS

QUARTER 2 IN REVIEW

In the US, Bernie Sanders dropped out of the race for the Democratic 
presidential nomination meaning Joe Biden will now face President 
Trump in the November election. The onset of recession, criticism 
over the administration’s handling of the Covid-19 outbreak and 
recent political tensions have resulted in Joe Biden and the Democrats 
taking a substantial lead in the polls. The recent developments have 
forced President Trump to abandon his original intention to campaign 
on the platform of a strong economy, and instead he has appeared 
to pivot towards an anti-China stance as one of his main campaign 
themes. This has led to a renewed rise in US/China tensions which 
have culminated in proposed sanctions on Chinese companies 
and individuals, threatening the trade deal between the two. The 
increasing possibility of the Democrats winning a clean sweep of 
Congress could result in changes to domestic tax policies which could 
have negative implications for the US equity market.

Brexit

In relation to Brexit, the UK did not seek an extension of the transition 
period, which will now end in December. Commentary and rhetoric 
around the upcoming trade talks has been mixed, although recently 
the UK has appeared to adopt a more conciliatory tone. Both sides 
have agreed to an intensive period of trade negotiations in the coming 
weeks with UK Prime Minister Boris Johnson expressing confidence 
that a deal can be reached. He has also suggested that while the UK 
wants to retain the right to diverge from EU rules, in reality it does 
not intend to do so. But the EU has suggested such a stance could 
potentially lead to difficulties and frictions in the future relationship. 
Time constraints mean it will be very difficult to reach a full trade 
agreement before year-end, but recent comments suggest greater 
flexibility and the possible avoidance of a worst case ‘no deal’ outcome 
in December. 

ECONOMIC OUTLOOK

While the second-quarter contraction in the global economy will be 
the worst since the Great Depression, April appears to have been the 
low point of the recession. We’ve seen positive growth from May 
onwards, as economies began to reopen. The initial stabilisation of 
Covid-19 case numbers in late March enabled authorities to begin 
the process of easing restrictions from mid-April, and was a key 
contributor to the rally in risk markets during the quarter. 

Sentiment surveys and hard activity data showed a significant 
improvement through May and June and led to the first upgrades to 
global economic forecasts since the sudden onset of recession in the 
first quarter. Nevertheless, the global economy is still believed to have 
contracted at a 20% annualised rate in the second quarter, although 
the recent recovery is expected to result in a growth rate of 30%+ 
in quarter three. Despite the rebound, the global economy is still 
expected to contract by 4.0–4.5% in 2020 as a whole, with growth of 
around 5% expected in 2021.



THE MONTH AHEAD
Economic data and events to watch

1 July China’s Caixin Manufacturing PMI (June)

2 July US non-farm payrolls (June)

3 July GfK consumer confidence (June)

9 July Germany’s balance of trade (May) 

14 July ZEW economic sentiment index (July)
UK’s balance of trade (May)
US core inflation rate (June)
Inflation rate year on year (June)

Source: ILIM, Bloomberg. Data is accurate as at 30 June 2020.
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15 July UK inflation rate (year on year; June)

16 July US retail sales month on month (June)

17 July Gfk consumer confidence (flash; July)

29 July US Fed’s interest-rate decision 

30 July US GDP growth rate quarter on quarter (Q2)

31 July Spain’s growth rate quarter on quarter (Q2)

The outlook for equity markets over the next 12 months depends on a number of factors, including the evolution of Covid-19 and 
the scale of recovery from the first-half recession.  

A major threat to the global economy emerged in the form of the Covid-19 pandemic. Severe restrictions on travel and general 
activity were introduced in an effort to contain the virus. But these containment measures brought much of the global economy to 
a standstill, resulting in the sudden onset of recession. Global growth is expected to contract by up to 16% on an annualised basis 
in the first half of the year.

If the virus is successfully contained,  global economic activity levels can continue to recover in the second half of the year and into 
2021, particularly given the unprecedented levels of monetary and fiscal support which authorities have provided in recent months. 
Our base case is that after a very severe but short recession, the global economy will continue to rebound in the second half of 2020. 

Given the ongoing uncertainty associated with Covid-19 and the lack of visibility around the scale of the recovery in the second 
half, further upside in equity markets could be limited in the short term. Valuations now look expensive in absolute terms following 
the recent strong rally.

A recent rise in global and US case numbers has also raised concerns over the ability to continue to reopen economies and the 
sustainability of the recent improvement in growth. Upside in markets will be dependent on confirmation that the virus is contained, 
and a subsequent sustained recovery in economic growth and earnings. Our base case is that the virus will ultimately be contained 
and that global growth will continue to recover in the second half of the year, supported by the large scale fiscal and monetary 
stimulus measures. Assuming the recent economic recovery continues and extends into 2021, there is potential for further upside 
in equities over the next 12 months, although valuation levels could result in the upside being limited to low to mid-single digits. 
Relative valuations for equities are very attractive given the low yields currently available in other assets such as bonds and cash and 
provide room for some further upside in equities. 

Equity markets continue to face a number of challenges beyond those posed by Covid-19. These include the renewed escalation 
in US/China tensions, which is likely to linger in the run-up to the November US presidential election. This could pose risks to the 
US/China trade deal, which was only signed in January. Meanwhile, the outcome of the election could result in domestic policy 
changes, which might have implications for markets. Uncertainties related to tensions in the Middle East and North Korea could 
similarly have an impact on markets. These could result in further periods of volatility in markets over the next 12 months.  

EQUITY OUTLOOK

Source: ILIM, Bloomberg. Data is accurate as at 30 June 2020.
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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 
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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.
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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.


