
EQUITIES ARE VOLATILE, AS US INFLATION SPIKES

US inflation surges
The most notable development during the month was the surprisingly 
high US inflation reading. Headline and core inflation rose by 0.8% and 
0.9% month on month, respectively, around three times higher than 
expected and the largest monthly increase since 1981. This pushed 
headline inflation to 4.2% year on year and core inflation to 3.0% 
year on year. Initially, this led to fears that the Federal Reserve (Fed) 
would be forced to tighten monetary policy earlier than anticipated. 
Consequently, US 10-year yields spiked to 1.70% and global stocks 
fell just over 3%. Fed members were quick to reassure investors that 
they believed the rise in inflation would be temporary, caused by base 
effects and short-term bottlenecks associated with the reopening of the 
economy. Their view is that inflation will settle back at lower levels later 
in the year.

Covid-19 developments 
Daily Covid-19 global case numbers declined from approximately 
860,000 at the end of April to just below 400,000, as accelerated 
vaccination programmes reduced infection rates. Europe has seen 
a significant decline in cases over the last four to six weeks, while US 
numbers returned to June 2020 levels. Case numbers also appear to 
have peaked in India, although they are still rising in Brazil and parts of 
Asia. The Pfizer vaccine has been approved in the US for 12–15-year-
olds, while the Astra Zeneca and Pfizer vaccines have been shown to be 
effective against the Indian variant after the second dose. Developed 
countries are on course to have 70% of their population vaccinated by 
the end of the third quarter, while the vaccine rollout across emerging 
markets and Asia is expected to pick up sharply in the second half of 
the year.

Will the US start scaling back its asset purchases?
While the Fed reassured investors that a temporary rise in inflation 
would not result in a change to its policy, it did recognise recent 
improvements in the economic outlook. These could merit a 

Equity markets were somewhat volatile in May, falling mid-month as a higher-than-expected 
US inflation reading sparked concerns over inflation. But equities recovered and rose to new 
all-time highs towards month-end, as US policymakers suggested that monetary policy would 
stay accommodative. The conclusion of a strong first-quarter earnings reporting season also 
supported equities, as did the continued acceleration of the vaccine rollout across Europe and 
the decline in global new daily Covid case numbers. Infection rates fell across Europe and 
India. While rising to new highs in local currency terms, equities were flat in euro terms over 
the month as the euro strengthened. Eurozone sovereign bonds were slightly lower as German 
yields rose due to improving sentiment around European economic growth. Meanwhile, the 
vaccine rollout picked up pace, facilitating the reopening of European economies. 

Source: ILIM, Bloomberg. Data is accurate as at 1 June 2021
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discussion on the tapering of asset purchases in upcoming meetings. 
The minutes from the most recent Fed meeting showed that a number 
of participants suggested that if the economy made rapid progress 
towards its goals, a discussion on tapering might be required over the 
next few meetings. This was subsequently confirmed by the Fed Vice 
Chair, Richard Clarida, which added weight to the belief that the topic 
will be opened up for debate in coming months. As a result, it is now 
expected that the Fed will broach the subject of reducing the current 
level of asset purchases of $120bn per month by September at the 
latest, with the reduction probably beginning early in 2022.

A torrid month for cryptocurrencies
Cryptocurrencies had a challenging month, with Bitcoin falling 34%, 
having at one point been almost 54% down from its April high. The 
decline was due to several factors, including the proposed increase 
in US capital gains tax, the decision by Tesla not to accept Bitcoin 
as a form of payment, and the increased threat that Bitcoin-related 
activities could be regulated in China and the US.  



MARKET ROUND-UP
Equities
The MSCI AC World equity index rose 1.1% (0.0% in euro terms). 
Europe outperformed, rising 2.8% in euro terms as the economic outlook 
continued to improve as more people were vaccinated. Pacific Basin 
equities rose 1.9% (0.6% in euro terms), with Australia benefiting from the 
ongoing strength in commodity prices and the ongoing dovish monetary 
policy stance taken by the Reserve Bank of Australia. The US lagged, rising 
0.5% (-1.1% in euro terms), as inflation concerns were a drag and other 
regions benefited from improving sentiment towards global growth.

Bonds 
Eurozone >five-year bonds fell -0.1%, with the German 10-year yield 
rising slightly to -0.19%. Yields had peaked at -0.07% on inflation fears 
after the higher-than-expected US inflation reading and some mixed 
messaging from the European Central Bank (ECB). Yields declined 
in the second half of May, as inflation fears began to ease and the 
ECB eventually appeared to provide more dovish policy guidance. 
Peripheral spreads narrowed, with Italian and Spanish 10-year year 
spreads falling to 110 basis points (bps) and 65bps, respectively, 
supported by policymakers’ rhetoric which suggested asset purchases 
will be maintained at higher levels through the third quarter. 

Currencies and commodities 
The euro rose against the US dollar to 1.2228, as sentiment towards 
Europe improved on the back of the faster pace of vaccine rollout and 
an expectation that proceeds from the EU Recovery Fund will begin to 
be disbursed in the second half of the year. The dollar was also weaker 
as the Fed suggested that monetary policy will stay relatively loose for 
the time being.

Commodities rose 2.5% (1.3% in euro terms), with West Texas 
Intermediate (WTI) oil rising 4.3% as the failure in ongoing negotiations 
to revive the US/Iran nuclear deal helped support the oil price. The 
continued recovery in the global economy was also seen as boosting 
demand for commodities. Gold rose 7.8%, supported by the weaker 
US dollar and lower US real yields. 

MARKET SNAPSHOT 
Market returns (EUR)

Equity Markets (EUR)
MTD Return 

(%)
YTD Return 

(%)
2020 Return 

(%)

MSCI Ireland 0.86 9.17 5.97

MSCI United Kingdom 2.41 15.39 -17.83

MSCI Europe ex UK 2.79 13.43 2.43

MSCI North America -0.84 12.26 10.64

MSCI Japan 0.00 1.80 5.42

MSCI EM (Emerging Markets) 0.76 7.44 8.89

MSCI AC World 0.04 11.14 7.18

10-Year Yields
Yield Last 

Month (%)
2020 Yield 

(%)
2019 Yield 

(%)

US 1.59 0.91 1.92

Germany -0.19 -0.57 -0.19

UK 0.80 0.20 0.82

Japan 0.09 0.02 -0.02

Ireland 0.20 -0.30 0.11

Italy 0.91 0.54 1.41

Greece 0.83 0.63 1.43

Portugal 0.46 0.03 0.43

Spain 0.46 0.05 0.46

FX Rates Current 2020 Rates 2019 Rates 

US Dollar per Euro 1.22 1.22 1.12

British Pounds per Euro 0.86 0.90 0.85

US Dollar per British Pounds 1.42 1.37 1.33

Commodities (USD)
MTD Return 

(%)
YTD Return 

(%)
2020 Return 

(%)

Oil (WTI) 4.31 36.69 -20.54

Gold (Oz) 7.78 0.65 24.40

S&P Goldman Sachs  
Commodity Index

2.52 25.99 -23.72

Source: ILIM, Bloomberg. Data is accurate as at 1 June 2021

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 releases

8 June ZEW economic sentiment (Germany, June)

9 June China inflation (May, year on year)

10 June US core inflation rate (May, year on year)

11 June UK balance of trade (April)

15 June US retail sales (month on month, May)

16 June US interest rate decision; Fed press conference

The outlook for equity markets over the next 12 months depends on several factors, including central bank policy, inflation (both expected and 
realised) and the evolution of the Covid-19 pandemic.  

While equity markets are expensive in absolute terms, they are still attractive in relative terms, given the low yields available on bonds and cash. 
The current low level of bond yields, even allowing for recent rises, justifies higher-than-average valuations in equities. We believe global equities 
can trade on a 12-month forward price-to-earnings (PE) multiple of 18.5–19 times at the end of 2021. With the global economy in the initial stages 
of a new cycle and strong economic and earnings growth forecast over the next two years, upside of around double digits in global equities is 
expected over the next 12 months.

Potential risks to the positive outlook include unexpected central bank policy tightening, further significant rises in bond yields (which would 
diminish the relative valuation case for equities) or a resurgence in Covid-19 cases with vaccines proving to be ineffective in treating new variants. 
We see the probability of these occurring as low. Given elevated valuations, volatility will be a feature of markets if any of these issues become a 
cause for concern over the next 12 months.

THE ILIM VIEW – LOOKING AHEAD
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Source: ILIM, Trading Economics. Data is accurate as at 1 June 2021

Political events to watch

17 June Japan’s interest rate decision

24 June Bank of England interest rate decision 

25 June GfK consumer confidence (Germany, July)

30 June China’s NBS manufacturing PMI

24–26 June United Nations Special Session on corruption
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