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Having hit new all-time highs earlier in the month, global equities
succumbed to selling pressure in late November to end the month down
in local currency terms – although, due to the weakness in the euro, they
finished slightly higher in euro terms. Initial gains were supported by the
continuation of a strong Q3 earnings reporting season for global corporates
alongside improving economic data in the US and China. Suggestions by
US Fed Chair, Jerome Powell, that the tapering of asset purchases could be
soon accelerated, and the emergence of a new Covid variant, Omicron, then
contributed to a correction in equities.

Strong earnings kick-start the month
The continuation of a strong earnings reporting season initially
supported equities earlier in the month. Results have almost
concluded at this stage and earnings have been ahead of
expectations by 9% in the US, 10% in Europe and 11% in Japan
and resulted in further upgrades to forecasts, with 52% earnings
growth now expected in 2021, 7% in 2022 and 8% in 2023. An
improvement in economic releases was also positive for equity
markets with some notable strength in US data, where retail
sales, industrial production, core durable goods orders and job
creations were all strong.

Inflationary pressures weigh on policy
At its early November meeting, the Fed announced that it would
begin to taper asset purchases by $15bn per month so that asset
purchases would end by the middle of 2022. However, following
another higher-than-expected US inflation reading of 6.2% y/y,
the Fed suggested that it could accelerate the pace of tapering
so that asset purchases finish in March, which would provide
optionality around a possible earlier increase in interest rates.
The US Congress passed a $550bn infrastructure bill with a
second bill of up to $2.2trn working its way through Congress,
although this could be reduced to around $1.75trn before it is
ultimately passed.

Inflation in the Eurozone surprised to the upside at 4.9% y/y,
although this is expected to be the peak with lower inflation
anticipated in early 2022. European gas prices rose 50.7% as
approval of the Nord Stream 2 pipeline was delayed, although
prices remain below the October highs. With investors having
brought forward expectations for an ECB interest rate rise to
the middle of 2022, ECB council members pushed back forcibly
against this, highlighting that a rate rise next year was unlikely.
Elsewhere, the Bank of England also surprised investors by not
raising interest rates.

An ominous Greek letter
The discovery of a new Covid variant in South Africa brought virus
concerns back to the fore in late November, creating uncertainty
around growth. Omicron contains many more mutations than
previous new variants, is highly contagious and is suspected of
being more resistant to existing vaccines. It will take a number
of weeks before tests can indicate the level of resistance and the
severity of infection, but travel restrictions have already been
put in place across the globe. Vaccine producers, however, have
indicated they expect to be able to develop Omicron specific
vaccines within 90/100 days, while initial evidence is suggesting
infections from the variant have been quite mild in South Africa.
Time will tell whether its name, “micron” meaning “little”, is apt.
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MARKET
ROUND-UP

Equities

Currencies and commodities

Over the month, the MSCI AC World equity index fell -1.6%
(+0.4% in €). Emerging markets -3.2% (-1.4% in €), Japan
-2.9% (+0.3% in €) and Pacific Basin -2.6% (-3.7% in €); all
underperformed as they were viewed as more vulnerable to
any negative shocks from the Omicron variant given greater
risks of new restrictions being introduced. Emerging markets
were also impacted by the stronger dollar and potential for
tighter US monetary policy. The US outperformed, falling only
-1.0% (+1.8% in €), supported by strong earnings and tech
stocks which outperformed in the lower yield environment.

The euro fell to 1.1311 against the US dollar as investors discounted
tighter policy by the Fed and the ECB succeeded in pushing out
expectations for the first interest rate rise. Commodities fell -10.8%
(-8.3% in €) with WTI oil down -20.8% as demand expectations fell
on news of the emergence of the Omicron variant and following
a US-coordinated release of strategic oil reserves. European gas
prices rose 50.7% as approval of the Nord Stream 2 pipeline was
delayed although prices remain below the October highs. Gold fell
-0.5% on the stronger US dollar.

Bonds
The Eurozone >5-year bond index rose 2.3% as German 10
year yields fell to -0.35% on growth concerns related to the
Omicron variant and the pushing out of expectations for
the first ECB interest rate rise. Peripheral spreads widened
with Italian and Spanish 10-year spreads at 132bps and
75bps respectively given increased speculation over the
scale of the reduction in ECB asset purchases once the
Pandemic Emergency Purchase Programme (PEPP) ends in
March. Investment grade corporate bonds rose 0.2% despite
spreads widening to 110bps as yields fell on the back of lower
sovereign bond yields. High yield bonds were down -1.6% as
spreads rose 47bps to 329bps.
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MARKET
SNAPSHOT
Market returns (EUR)

MTD Return
(%)

YTD Return
(%)

2020 Return
(%)

MSCI Ireland

-6.72

8.19

5.97

MSCI United Kingdom

-2.69

20.08

-17.83

MSCI Europe ex UK

-2.41

19.02

2.43

MSCI North America

1.60

32.72

10.64

MSCI Japan

0.28

8.84

5.42

MSCI EM (Emerging Markets)

-1.37

4.28

8.89

MSCI AC World

0.37

24.38

7.18

Yield Last
Month (%)

2020 Yield
(%)

2019 Yield
(%)

1.44

0.91

1.92

-0.35

-0.57

-0.19

UK

0.81

0.20

0.82

Japan

0.06

0.02

-0.02

Ireland

0.12

-0.30

0.11

Italy

0.97

0.54

1.41

Greece

1.26

0.63

1.43

Portugal

0.33

0.03

0.43

Spain

0.40

0.05

0.46

End last
month

2020 Rates

2019 Rates

U.S. Dollar per Euro

1.13

1.22

1.12

British Pounds per Euro

0.85

0.90

0.85

U.S. Dollar per British Pounds

1.33

1.37

1.33

MTD Return
(%)

YTD Return
(%)

2020 Return
(%)

Oil (WTI)

-20.81

36.40

-20.54

Gold (Oz)

-0.51

-6.33

24.40

-10.82

30.45

-23.72

Equity Markets (EUR)

10-Year Yields
US
Germany

FX Rates

Commodities (USD)

S&P Goldman Sachs
Commodity Index

Source: ILIM, Bloomberg. Data is accurate as at 1 December 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 ILIM VIEW
– LOOKING AHEAD

The outlook for equity markets over the next twelve months
is dependent on several factors including central bank policy,
growth, inflation (both expected and realised) and the evolution
of the Covid-19 pandemic.
While equity markets are expensive in absolute terms, they still
remain attractive in relative terms given the low yields available
on assets such as bonds and cash. The current low level of
bond yields, even allowing for the rise since the end of last year,
justifies higher than average valuations in equities. We believe
global equities can trade on a 12-month forward P/e multiple
of 18.0/19.0x one year from now. With strong economic and
earnings growth forecast over the next two years, upside of high
single to double digits in global equities is expected over the next
twelve months.
As the global economy moves from the early to mid-cycle
stage, we expect equity returns to remain positive even as
the pace of gains slows. The growth/policy mix should remain
supportive, even as the level of stimulus is reduced in 2022, with

THE MONTH AHEAD
Economic data releases
7 December

US Balance of Trade

9 December

China Inflation Rate YoY (November)
Germany Balance of Trade

10 December

GB Balance of Trade (October)
US Core Inflation Rate YoY (November)

Source: ILIM, Trading Economics. Data is accurate as at 30 November 2021

authorities determined to ensure the recovery is complete and
self-sustaining, meaning growth will remain above trend even as
momentum in growth appears to have peaked.
Longer term potential risks to the equity outlook include
unexpected central bank policy tightening due to the persistence
of high inflation, 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. The probability of these occurring is
viewed as being low. In relation to inflation which is generally
seen as the greatest risk to markets, we expect inflation to ease
back to lower levels next year and while it will probably settle at
levels higher than pre Covid, it is not expected to be high enough
to warrant more aggressive tightening of policy by central banks.
Given elevated absolute valuations and the array of short-term
risks facing markets, volatility is expected to remain a feature in
markets.

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.
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