
POSITIVE ECONOMIC INDICATORS DRIVE MARKETS UPWARD

Accommodative Fed policy forever?
The US Federal Reserve (Fed) announced that it would now aim for 
2% inflation as an average rate over time. This approach means that 
inflation is likely to exist moderately above the previous 2% threshold 
for some time before monetary policy tightens. Realistically, the next 
Fed rate rise is now unlikely to occur in the next few years. Other 
central banks also remained in an accommodative state. The Bank of 
England said that it does not expect to tighten policy over the next 
two years and continues to consider negative interest rates. Although 
the chief economist of the European Central Bank (ECB) hinted 
that additional stimulus could be required, the ECB indicated that it 
required more information before deciding on its next policy move. 

The real economy recovers 
In August, global economic data continued its strong recovery since 
the trough experienced in April. Global composite PMI returned to an 
expansionary state at 50.8. Meanwhile, global retail sales recovered 
to near pre-Covid levels. Industrial production lagged in relative 
terms, but still bounced 7.7% month on month. In the United States, 
consumer confidence also struggled as supplementary unemployment 
benefits ended in July. Despite these two areas of relatively slower 
growth, both US and global growth is expected to see a record rise in 
Q3, with hopes that the global contraction may finish at only 4/4.5% 
for the year.

Earnings exceed expectations 
Global equities enjoyed an earnings season that far outperformed 
expectations. Earnings fell across the US (-33% y/y), Europe (-26% y/y), 
and Japan (-19% y/y). However, each of these markets significantly 
exceeded expectations. The result of this is that consensus earnings 
forecasts for 2020 have stabilised at around -19%. With an anticipated 
earnings rebound of 28% in 2021, market commentators hope 
earnings can exceed 2019 levels by the end of next year. 

Global equities reached all-time highs in August, supported by some positive economic news. This 
accompanied market-friendly monetary policy and commitments by a number of central banks to keep 
interest rates low. Major markets also enjoyed a strong earnings reporting season. Despite the good news, 
political uncertainty remains widespread as the US presidential race tightened and US/China tensions 
continued to bubble. However, news of a potential Covid-19 vaccine eased fears of a perpetual cycle of 
lockdowns. Eurozone sovereign-bond prices fell as global bond yields rose on the US Federal Reserve’s 
commitment to target a higher inflation rate. 

Source: ILIM, Bloomberg. Data is accurate as at 1 September 2020
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CHART OF THE MONTH
Global equities
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Confidence in a vaccine outweighs rising Covid-19 case numbers 
Worldwide, the number of new daily cases of Covid-19 remained 
relatively high at around 280,000. However, markets avoided the 
negative shocks experienced in March and April because of the 
unlikelihood of a fresh wave of national lockdowns and progress in 
the development of a vaccine. Of particular interest to markets was 
President Trump’s suggestion that a vaccine could have its approval 
fast-tracked ahead of the presidential election. 



MARKET ROUND-UP
Equities
Over the month the MSCI AC World equity index rose 5.8% (5.0% in 
euro terms). Japan rose 7.9% (6.4% in euro terms) as its reintroduced 
Covid restrictions began ease. Japanese equities also experienced 
some catch-up after recent underperformance. The US rose 7.5% 
(6.3% in euro terms) following the Fed’s announcement that policy will 
remain loose for the foreseeable future and the strong performance 
of large-cap technology companies. The UK lagged its developed-
market peers, rising by just 1.5% (2.4% in euro terms) as Brexit-related 
uncertainty continued to act as a drag and as the economic recovery 
proved to be slower than elsewhere. Emerging markets equities also 
underperformed, rising 2.2% (1.1% in euro terms) as Latin American 
markets were held back by political tensions and high Covid-19 case 
numbers.

Bonds
Eurozone >5-year bonds fell -1.1% as global bond yields rose on the 
Fed’s commitment to target a higher inflation rate. Increased bond 
supply also added to the upward pressure on yields, with the German 
10-year yield rising to -0.40%. Peripheral spreads were marginally 
lower, continuing to benefit from the fiscal transfers agreed in the EU 
Recovery Fund, with Italian 10-year spreads at 149bps and Spanish 
spreads at 81bps.

Currencies and commodities
The Euro was strong, rising to 1.1944 against the US dollar on the 
back of the Fed’s policy change. Commodities rose 4.6% (3.4% in euro 
terms), as the demand outlook continued to improve on the back of 
the ongoing rebound in global growth. The oil price gained 5.8%. 
After reaching all-time highs during the month, gold came in for some 
profit-taking in the second half of August to close down -0.2%.   

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2019 Return 

(%)

MSCI Ireland 5.22 -3.19 40.60

MSCI United Kingdom 2.39 -24.35 23.40

MSCI Europe ex UK 3.12 -6.45 28.20

MSCI North America 6.20 3.93 33.90

MSCI Japan 6.41 -7.48 22.30

MSCI EM (Emerging Markets) 1.09 -5.50 21.10

MSCI AC World 4.96 -1.33 29.60

10-Year Yields
Yield Last 

Month (%)
2019 Yield 

(%)
2018 Yield 

(%)

US 0.70 1.92 2.68

Germany -0.40 -0.19 0.24

UK 0.31 0.82 1.28

Japan 0.05 -0.02 0.00

Ireland -0.05 0.11 0.90

Italy 1.09 1.41 2.74

Greece 1.10 1.43 4.35

Portugal 0.42 0.43 1.71

Spain 0.41 0.46 1.41

FX Rates Current 2019 Rates 2018 Rates 

US Dollar per Euro 1.19 1.12 1.15

British Pounds per Euro 0.89 0.85 0.90

US Dollar per British Pounds 1.34 1.33 1.28

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2019 Return 

(%)

Oil (WTI) 5.81 -30.22 34.50

Gold (Oz) -0.20 29.49 18.90

S&P Goldman Sachs  
Commodity Index

4.59 -30.86 17.60

Source: ILIM, Bloomberg. Data is accurate as at 1 September 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)

AUGUST 2020 MARKET PULSE



THE MONTH AHEAD
Economic data and political events to watch

Economic data releases

3 September US Balance of Trade (July)  

4 September US Non Farm Payrolls (August) 

8 September Japan GDP Growth Rate Final Q2 

9 September Bank of Canada Interest Rate Decision

11 September US Inflation Rate (August)

16 September US Fed Interest Rate Decision

The outlook for equity markets over the next 12 months is dependent on a number of factors, including the evolution of Covid-19 and 
the outcome of the US presidential election.    

A major threat to the global economy emerged with the outbreak of Covid-19 as it spread across the globe. Severe restrictions on travel 
and general activity were introduced in an effort to contain the virus. If the virus is successfully contained, then global economic activity 
levels can continue their recent recovery in the second half of the year and into 2021. Unprecedented levels of monetary and fiscal 
support offered should help this recovery process. 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 and into next year.  

Given the ongoing uncertainty, further upside in equity markets could be limited in the short term, particularly with valuation levels now 
appearing expensive in absolute terms after the strong rally from the lows of March. The recent rise in global and US case numbers has 
raised some concerns over the ability to continue to reopen economies. Upside in markets will be dependent on confirmation of the 
eventual containment of the virus and subsequent sustained recovery in economic growth and earnings. Positive news flow in relation to 
the development of potential vaccines increases the likelihood of this being achieved in the coming quarters. 

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. 
Assuming the economic recovery evident since April continues and extends into 2021, there is potential for further upside in equities 
over the next 12 months. However, valuation levels could result in the upside being limited to low-to-mid-single digits. Relative valuations 
for equities remain very attractive given the low yields currently available from other assets.

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 are likely to remain a feature in the run-up to the November US presidential election. These could pose risks to 
the US/China trade deal signed in January and the overall growth outlook. The outcome of the election could result in significant shifts in 
domestic policy likely to have notable implications for markets. Uncertainties related to the Middle East and North Korea could similarly 
have an impact. These could result in further periods of volatility in equities over the next 12 months.  

THE ILIM VIEW – LOOKING AHEAD
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Source: ILIM, Trading Economics. Data is accurate as at 1 September 2020

Political events

29 September 1st US Presidential Debate 

17 September UK Bank of England Interest Rate Decision 

21 September China Loan Prime Rate 1Y

23 September GfK Germany Consumer Confidence 
(October)

30 September Caixin China Manufacturing PMI 
(September)
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