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I am delighted to share our 2021 Mid Year 
Investment Outlook and the insights from 

our investment teams as we examine  what lies 
ahead for investors . 

The past 15 months have been truly unprecedented 
but with vaccination roll-outs accelerating and 
lockdown measures gradually easing, there is finally 
some light at the end of the tunnel. 

While the journey ahead is likely to be choppier 
for investors we still see further upside potential 
in markets but believe the pace of gains will slow. 
With equity markets near all-time highs, surging 
commodity prices fuelling inflation concerns and 
central banks considering policy tightening, we 
examine the implication for the economy and 
investors. 

We reflect on the impact of disruptive trends, from 
the rise of e-commerce to working-from-home 
on real estate assets and explore the investment 
opportunities for property looking forward.

The Biden administration has put climate policy, 
action and regulation back in focus for capital 
markets thus raising carbon related risks for investors. 
In our view this further strengthens the investment 
case for having an integrated ESG lens within our 
investment portfolios as we transition to a lower 
carbon economy.

In summary, we advocate that maintaining a well-
diversified portfolio is as critical as ever for investors 
to both exploit the opportunities ahead while 
navigating the risks on the horizon. 

We hope you find the views in our outlook beneficial 
and thank you once again for your continued trust 
and confidence and wish you the very best for the 
rest of 2021.

Anthony MacGuinness
Deputy CIO with ILIM

EXECUTIVE SUMMARY

“..we still see further upside 
potential in markets but 

believe the pace of gains will 
slow..”

“ ..strong investment case for 
having an integrated ESG 
lens within our investment 

portfolios..”
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MARKET
OUTLOOK
Lenny McLoughlin, 
Investment Strategist

The global economy is forecast to grow 6.5% this 
year, revised up from 5% at the start of the year. 
The revisions were mainly driven by increased 
levels of fiscal stimulus (particularly in the US), 
accommodative monetary policies by global central 
banks and a successful vaccine rollout in developed 
regions. Emerging Market growth lagged in the first 
half of 2021 with the delayed vaccine rollout.

Global growth is expected to peak at an annualised 
rate of 8.5% in Q3 2021 before easing back to 5.1% 
in Q4 and 4.5% in 2022, still well above trend. This 
growth is being supported by unprecedented fiscal 
and monetary stimulus from global authorities 
determined to ensure the recovery is complete and 
inclusive. While fiscal deficits globally will fall next 
year, they will remain significantly higher than pre-
Covid levels. Furthermore, a greater emphasis is 

Global economy 2021  

Outlook

Civerium terisserconditus, Catum omnihilicae, patorus 
omporum ignon nem rem, quam prortiquit? quam.

being placed on infrastructure spending to improve 
the longer-term growth potential.    

US and European central banks have maintained 
supportive monetary policies and indicated it 
would be removed gradually. The US has indicated 
a willingness for higher inflation (and a hotter 
economy) before reducing support. They are 
unlikely to begin reducing asset purchases before 
Q1 2022 or increase interest rates before 2023. 
The European central bank support is likely to 
remain around current levels until the end of the 
Pandemic Emergency Purchase Programme in 
March 2022. Then, purchases could  continue at 
around €40bn per month to raise inflation towards 
its 2% target. Forecasts indicate a raise in Eurozone 
interest rates in late 2023 - we think it could be 
3/4 years before this occurs given persistently low 
levels of inflation.

Global business and consumer sentiment surveys 
have recovered strongly in recent months with 
several reaching all-time highs. After years of 
underinvestment, capital expenditure is expected 
to be robust in coming years, given the improving 
corporate profits and sentiment backdrop.  

"We think it could be 3-4 years before 
Eurozone interest rates rise”



Higher inflation is the biggest risk to global growth, 
potentially forcing central banks to tighten policy 
earlier and more aggressively than expected. US  
headline inflation recently rose to 5.0% year on year, 
the most since 2008. However, we believe the rise 
in inflation is temporary because: 

 ■ Last years’ low inflation base will begin to fade 
 ■ Automation and technology are structurally 
driving down inflation 

 ■ Significant spare capacity in global labour markets  
 ■ Recent strong capital expenditure will increase 
capacity and ease supply bottlenecks

 ■ Oil and commodity prices are possibly close to 
peaking

 ■ High demand as economies reopen is one off
 ■ Medium term inflation expectations are lower 
than short term expectations     

We expect global inflation to fall in 2022, reducing 
in the US from an average of 2.9% this year based 
on the US Federal Reserve’s preferred inflation 
measure to around 2.1%. In the Eurozone, inflation 
is expected to rise to an average of 1.7% this year 
before easing back to 1.3% in 2022. 
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EQUITY 
OUTLOOK 
Lenny McLoughlin, 
Investment Strategist

The so-called ‘reflation trade’ began in March 2020 
and has continued into 2021 with equity markets 
rising over 12% by the mid-year. These gains have 
been supported by several factors: 

 ■ Significant upgrades to economic and earnings 
forecasts

 ■ Additional fiscal stimulus (particularly in the US)
 ■ Accommodative global monetary policies
 ■ Successful vaccination rollout out across 
developed regions.  

Value stocks, cyclicals and those exposed to 
economy re-openings have outperformed.

2021 To Date

Equity Outlook

While the pace of gains should slow, 
the outlook remains positive with 
upside of high single to double digits 
expected over the next 12 months 
supported by:
 ■ Further strong economic and earnings 
growth

 ■ Attractive relative valuations
 ■ Coordinated fiscal and monetary 
stimulus   

Potential risks to that outlook:
 ■ Higher inflation (tighter monetary policy 
and higher bond yields)

 ■ Vaccines are ineffective against new 
Covid variants

 ■ Policy supports withdrawn

The global economy is expected to grow by 6.5% 
in 2021 and 4.5% in 2022. Unprecedented stimulus 
and historically high savings rates should boost 

consumption as economies reopen. Although high 
in absolute terms, equity valuations are supported 
by low bond yields and negative real yields. A 
recovering global growth backdrop, steeper yield 
curves and strong earnings growth of 38% this year 
and 11% in 2022 should all contribute to further 
upside in equity markets. 



Equities remain very attractive to bonds on a 
relative basis. The 12-month forward price/earnings 
multiple is 18.7x versus the long run average of 
15.9x. However, with strong earnings growth 
expected over the next two years, that falls to 17.1x 
this time next year. As such, we believe 18/19x 
is justified in the current low yield environment 
suggesting upside of high single digit to double 
digits over the next 12 months. Historic relative 
valuations between bonds and equities suggest 
upside of almost 20% in equities based on current 
yield levels.

Valuations

Inflation Risk

European Equities

We prefer European equities and expect relative 
outperformance of 5/10% over 6/9 months. 
Positives include:
 ■ Cheap valuations relative to history
 ■ Relative outperformance as global economies 
recover plus strong European growth forecasts

 ■ Currently lagging at this stage of the recovery 
cycle

 ■ Europe is underweighted in many portfolios and 
could  benefit from investor flows going forward

 ■ Support of the €750bn EU Recovery Fund
 ■ Has greater exposure to value stocks if they 
continue to outperform  

Local Euro

Historically, equities do well with inflation between 
1-3%. Current levels of stimulus and economic 
growth have driven inflation higher recently along 
with concerns central banks might tighten monetary 
policy and push bond yields higher. This could 
reduce growth and undermine the relative valuation 
case for equities. However, we believe the recent 
rise is temporary, associated largely with economies 
reopening and will ease as base effects fade.
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BOND
OUTLOOK 
Niall O’Leary,
Head of Indexation, 
Fixed Income & Credit Solutions

The Covid pandemic has felt like a roller-coaster 
and impacted many things; at the centre of this 
are the economy, inflation and bond yields.  We 
have now entered a meaningful recovery phase 

Recoveries, Inflation 
and Bond Yields

and there is a high level of confidence that this will 
be sustained, supported by accommodative fiscal 
and monetary policy and the successful rollout of 
vaccines, at least in developed markets.

However, as the recovery has gained traction, so 
too have markets started to fret about inflation.  In 
the US the latest inflation rate was 5%, the highest 
rate recorded since 2008, while in the Eurozone it 
is back up to 2%.  The resultant increase in bond 
yields in countries like the US, UK and Europe is not 
at all surprising when you see numbers like this (see 
chart below).  

10 Year Bond Yields
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The dramatic increase in inflation is understandable 
as the global economy recovered from the seismic 
shock of the Covid pandemic.  Commodity pric-
es have risen, economic activity has improved and 
employment has also increased.  The important 
questions to ask are: (1) is this increase in inflation 
transitory; and (2) will central banks, in particular 
the Federal Reserve (Fed) and the European Central 
Bank (ECB), raise interest rates in the face of rising 
inflation?

We believe that both the Fed and the ECB will 
adopt a longer term view and look through this rise 
in inflation.  The Fed has already said that it will look 
at average inflation across the cycle and therefore 
this recent rise in inflation only serves to partially 
cancel out the below trend inflation rate in recent 

Where to from here?
“…in the US, inflation recently 

reached 5% - the highest level since 
2008…”

Two key questions
1.  Is the current increase in inflation   

 transitory?
2. Will central banks raise interest   

 rates?

“Bond market pricing suggests 
that current inflation is transitory 
and interest rates are not going up 

soon – we would agree.”

years.  We should also not lose sight of the fact that 
the Fed has a dual mandate to target both inflation 
and employment; and employment numbers are still 
well below the levels seen prior to the pandemic.  
Here in Europe, the actions of the ECB and the rhet-
oric at recent press conferences suggests it will not 
raise rates anytime soon.  The market is pricing in no 
rate hikes by the ECB for over two years.

Low official interest rates and accommodative mon-
etary policy suggest that the repricing of bond mar-
kets is already well advanced; and when we look 
back at the chart above, we can see that bond yields 
stopped rising at the end of the first quarter.  Bond 
markets are implying that inflation is transitory and 
official interest rates are not going to rise anytime 
soon – and we concur.  An environment like this is 
likely to be supportive of both peripheral bond mar-
kets and credit markets.
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RESPONSIBLE 
INVESTING 
Kathy Ryan, 
Head of Responsible Investment

There is an increasing drive to strengthen climate 
ambitions and transparency in the lead up to the 
United Nations Climate Change Conference, or 
COP26, taking place in Glasgow in November. In 
Europe, 30% of the €750 billion recovery fund is 
dedicated to green and sustainable finance.  In 
June, the G-7 reaffirmed their commitment to jointly 
mobilise $100 billion per year from public and 
private sources, through to 2025. 

Policy Backdrop

Focus on the Climate Theme - Pivotal Events

The Biden administration is reinvigorating ESG 
policies and climate urgency, compelling the 

government to consider the impacts of climate 
change from a financial perspective and the TCFD 
(Taskforce on Climate Related Financial Disclosure) 

methodology was designed to enable this.

Net Zero - Investors are getting serious about 
climate change: With an increase in net zero 

commitments, the United Nations estimate that 
countries representing around 65% of global CO2 

emissions and around 70% of the world’s economy 
will have committed to reaching net-zero emissions or 

carbon neutrality.

Regulations: Climate reporting in line with the Task 
Force on Climate-related Financial Disclosures (TCFD) 
is to become mandatory, as agreed by the G7 nations 

this June. 

European ESG ETF inflows
% of overall European ETF inflows

Q1 2020 data is zero due to net outflows 
from ETFs that quarter

Active Passive
Source: Morningstar
©FT
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This year, 3 of the top 10 largest fossil fuel compa-
nies, Chevron, ExxonMobil and Shell were forced 
by shareholders, boards, and a Dutch court to cut 
emissions. Other votes on adopting GHG emission 
reduction targets have also been approved this year 
at Phillips 66 and Chevron Corporation.

In Q1, Shareholder Rights Directive II (SRD II) made 
it necessary for investment firms to analyse their 
voting behaviour and demonstrate what votes they 
found the most meaningful towards their invest-
ment and sustainability goals. In ILIM, we disclosed 
our most significant votes for the first time in the Re-
sponsible Investment Review.

Natural capital is gaining increased focus with the 
Task Force on Nature-related Financial Disclosures 
(TNFD) launching in June, aiming to provide compa-
nies with a complete picture of their environmental 
risks and opportunities and is endorsed by the G7 
Finance Ministers.

Stewardship shows its teeth

Momentum behind ESG investing

Biodiversity and Other Themes

Global sustainable funds attracted $185.3 billion 
during the first quarter of 2021, up 17% quarter 
over quarter according to a recent report by Morn-
ingstar. Overall, assets in ESG funds jumped 17.8% 
compared to the fourth quarter of 2020. The rise 
underscores the momentum behind ESG investing. 
Assets in these types of funds first topped $1 trillion 
in the second quarter of 2020, before growing to 
$1.984 trillion by the end of the first quarter 2021.
Rebuilding from the pandemic presents opportuni-
ties for Governments, markets and society to ‘build 
back better’. We have the opportunity to rebuild 
economies with sustainability and corporate pur-
pose placed at the fore. 

Governance

Strategy

Risk
Management

Metrics 
and Targets

Governance
The organization's governance around climate-related risks and opportunities
Strategy
The actual and potential impacts of climate-related risks and opportunities on 
theorganization's businesses, strategy, and financial planning
Risk Management
The processes used by the organization to identify, assess, and manage 
climate-related risks
Metric and Targets
The metrics and targets used to assess and manage relevant 
climate-related risks and opportunities

Core Elements of recommended 
Climate-Related Financial Disclosures
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IRISH PROPERTY 
OUTLOOK  
Martin O’Reilly, 
Head of Property

When it comes to real estate investing low interest 
rates, diversification and income continue to 
underpin property’s investment appeal. However, 
the pandemic has challenged how the underlying 
real estate product is being used. Working from 
home (WFH), increased reliance on online retail, 
and a greater focus on environmental, social and 
governance (ESG) factors have all changed the 
way offices, shops, homes, and industrial spaces are 
utilised by occupiers and valued by investors.

Buildings with secure, long term income streams 
have maintained strong investor demand while 
some offices with older specification or short-term 
income have failed to transact. Appetite for such 
secondary assets is returning and we anticipate 
pricing clarity to emerge over the coming months.

Office leasing activity will also pick up in H2 2021 
with leasing agents currently tracking over 200 
office requirements in Dublin with their focus on 
quality of space, flexibility of use and environmental 

Few retail assets have transacted over the past 12 
months. Investors are waiting to see the impact of 
Covid on the market. There are signs of recovery for 
smaller, relatively affordable buildings but several 
regional schemes placed on the market recently 
should indicate the underlying health of investor 
appetite for the sector in the short term.

Occupational demand is likely to remain 
opportunistic until all pandemic restrictions are 
lifted. The significant proportion of prime city centre 
retail that is reliant on tourism is unlikely to recover 
until 2022.

Office Sector

Retail Sector

credentials. We also believe enhanced lease 
incentives like rent-free periods and fit-out 
contributions will feature in the short term, reducing 
effective rental values by 5% - 10%. Over the 
medium term, the expectation is that aggregate 
demand for office space will decline.   



The industrial market is experiencing high demand 
from investors and occupiers with prime yields 
now below 5% and expected to reach 4%. The main 
driver is undersupply especially in the logistics 
sub sector which is being boosted by the growth 
of online retailing. Prime stock rental values are 
expected to remain at €9.50 - €10.50 psf, or trend 
stronger to support development. We expect 
this positive trend to continue, with further yield 
reductions and rental growth before the end of 
2021.

In terms of the value traded, the private residential 
sector (PRS) has been the dominant sector so far in 
2021. Rental disruption due to the pandemic and 
improved supply have seen rents stabilise and fall 
in some instances, following almost a decade of 
growth, with city centre schemes most challenged.  
Prime yields have compressed to approximately 
3.75% in Dublin.  Leasing activity should increase 
as people return to offices over H2 2021 combined 
with reduced short term supply.   The introduction 
of a new higher stamp duty rate of 10% for 
bulk investment in houses (not apartments) will 
focus investor activity on the apartment market. 
Investment in leased social housing by investment 
funds looks set to continue with yields below those 
prevailing in the private rented market by 25-50 
bps.

Industrial Sector

Residential Sector
Source: Cushman & Wakefield

Dublin Office Occupational Demand by Sector
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ALTERNATIVES 
OUTLOOK 
Peter Haran, 
Head of Alternatives

The significant fiscal stimulus post-Covid has raised 
questions about the potential behaviour of markets 
over the coming decade. The possible return of 
higher inflation (after a near-40 year absence) and 
low bond yields have caused investors to review 
how best to achieve diversification in multi-asset 
portfolios. Higher inflation can be supportive for 
equities but less so for bonds and their ability to 
provide the same diversification as they have in the 
past is in question. 

This is leading investors to look elsewhere to 
diversify equity risk in portfolios and where an 
allocation to Alternatives can be beneficial.  Already 
this year, we have seen Alternatives outperform 
both bonds and credit as those assets have re-
priced based on higher inflation expectations.

Alternatives and the 
market environment

Further support is provided by the apparent end of 
the miniscule risk premium. In previous bull markets 
(notably 2017 and 2019) the premium for risk-
taking was very small, as measured by the VIX index 
(which uses option prices to measure how investors 
perceive market risk in the coming 30 days).  

The VIX, which has averaged around 20 points over 
its history and reached highs of 80 during crises, 
frequently fell to new record lows during these 
years, even dipping below 10 points.  Throughout 
the 2020-21 rally, the VIX remained between 15 and 
30 points even during periods when actual volatility 
in asset prices has remained low, which indicates 
a higher premium for taking risk.  This higher risk 
premia is supportive for a range of Alternatives 
strategies.

Civerium terisserconditus, Catum omnihilicae, patorus 
omporum ignon nem rem, quam prortiquit? quam.

“Higher inflation, low bond yields and the 
need to diversify from equities has investors 

looking at alternatives”



The comeback of value as a style began in November 
2020 due to:
 
 ■ Inflation concerns and upward pressure on interest 
rates

 ■ Positive investor sentiment and lowered risk aversion 
following vaccine announcements

 ■ The Democrats US election win and gaining Senate 
control increased expectations of fiscal stimulus 

 ■ The persistence valuation gap between value and 
growth stocks

The relationship between value and interest rates 
is that value companies are priced largely on short-
dated expected cash flows where growth companies’ 
valuations rely on discounting long-dated cash flows at 
an interest rate related discount rate.

Value – will its recent
performance persist?

While value has outperformed growth in recent 
months, this is after a multi-year underperformance 
and there appears to remain significant headroom 
for this to continue based on current valuations.
Going forward, we believe investors should remain 
diversified with an allocation across a range of asset 
classes to maintain exposure to different sources 
of return and to minimise uncertainty regarding 
which asset classes will outperform. Alternatives is 
a crucial building block in building a robust multi-
asset portfolio. 

Global Equities Government Bonds EUR Corporate Bonds Hedge Funds

Annual Asset Class Performance

Source: Bloomberg
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