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Executive  
Summary

As we look towards 2022, 
risks surrounding inflation, 
tightening monetary policy, 
slower growth and continued 
Covid-related uncertainty have 
all raised concerns for investors.  
In this year’s investment outlook, we tackle 
these central investment themes that define 
the future path for markets and are critical 
in determining how to position portfolios for 
the cycle ahead. 

While these factors will likely lead to greater 
volatility for markets, we believe the strong 
fundamental and supportive policy backdrop 
for growth and earnings remains intact and 
should help extend the equity market cycle 
into 2022, albeit with lower and bumpier 
returns than we saw in 2021. 

Given the meagre returns offered from 
fixed income, we see investors continuing 
to search for alternative yield sources, 
such as real assets which can offer greater 
diversification and resilience in the face of 
lingering inflation risks.

We also see a continued focus on 
environmental, social and governance 
(ESG) issues shaping the global regulatory 
landscape and influencing corporate strategy 
and capex plans into 2022 and beyond. In 
this context, we highlight the key ESG trends 
that investors should follow with an eye on 
both the risks and opportunities that stem 
from a transition to a more balanced and 
sustainable world.

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

“We believe the strong fundamental 
and supportive policy backdrop for 
growth and earnings remains intact 
and should help extend the equity 
market cycle into 2022.”

Meet Anthony MacGuinness, Chief Investment Officer, ILIM
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Market 
Outlook

Having grown by almost 6% in 2021, the global  
economy is expected to slow next year with growth  
of 4.1%. This, however, remains well above trend growth 
of 2.7% and exceeds levels experienced in the last cycle 
post the Global Financial Crisis.
Growth will be supported by a strong consumer, boosted by excess savings built 
during the pandemic, and improving labour markets. Corporate sentiment is high, 
boding well for activity, particularly with inventories requiring replenishment 
while capex intentions are also firm.     

The global economy will face some headwinds in 2022 from reduced fiscal 
and monetary stimulus, although policy will remain relatively accommodative 
with fiscal deficits still above pre-Covid levels as ‘green’ and infrastructure 
investments gain prominence. While central banks are reducing asset purchases 
and interest rate rises are anticipated in some regions, policy settings will remain 
comparatively loose, with interest rates in developed markets expected to end 
the year well below early 2020 levels.

“Growth will be supported by  
a strong consumer, boosted by excess 
savings built during the pandemic,  
and improving labour markets.” 

Meet Lenny McLoughlin, Investment Strategist
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Covid 19 remains a threat to global growth, with the recent 
emergence of the Omicron variant a reminder that Covid has 
not been eradicated. Initial findings seem to suggest the risks 
posed by Omicron may not be as great as first feared and 
ongoing vaccine and booster rollouts combined with effective 
antiviral treatments are expected to minimise the negative 
impact on growth. 

Inflation potentially poses the biggest risk to the global 
economy, although we expect inflation to decline in 2022 due 
to base effects and easing supply constraints.

“Covid 19 remains a threat  
to global growth with the 
recent emergence of the 
Omicron variant a reminder  
that Covid has not been 
eradicated.” 

Source: ILIM
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Equity  
Outlook

Despite strong gains this year, we still expect 
further upside of high single to double digits  
from equities in 2022.
We believe we are still in the early-to-mid stage of the current economic 
cycle, a period which typically is associated with positive equity 
markets even though the pace of returns tends to be lower than those 
experienced in the initial recovery from market lows. The strong 
economic backdrop will feed through to earnings, which are forecast to 
grow 7% next year following growth of 52% in 2021.

Given the low bond yield environment, which is expected to remain 
in place, equities remain very attractive on a relative valuation basis.
Historical relationships suggest upside of around 20% in equities based 
on current yield levels.

While equities at first glance might appear expensive in absolute 
terms – on a 12 month forward P/E multiple of 17.8x – given forecasted 
earnings growth in the coming years, this falls to 16.5x at the end of 2022 
if markets remain unchanged. This is only slightly above the long-term 
average of 16.0x. In a low bond yield environment, equities can trade at 
higher-than-average  valuation multiples and we believe an 18x P/E is 
justified. This level is consistent with at least high single-digit gains.

“Given the low bond yield environment, 
which is expected to remain in place, 
equities remain very attractive on a 
relative valuation basis.” 

CONTENTS
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Even as monetary stimulus is being reduced, financial conditions 
remain extremely loose – as highlighted by real yields, which 
remain close to historic lows. This is consistent with further gains 
in equities.

In an upward trending market, however, we do see potential for 
greater volatility in equities in 2022. Uncertainty around issues 
such as inflation, the impact of reduced policy accommodation, 
Covid 19 and political events could provide a bumpy ride from 
time to time.    

“Historical relationships 
suggest upside of around  
20% in equities based on 
current yield levels.”

Global equity 12 month forward P/E multiple
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Asset calls
Current asset calls in Irish Life Maps 4 (on a risk scale of 1-7) are 
shown by way of example.

Given our positive view on equities, we are 2% overweight in 
the asset class at a headline level. Within equities, we favour 
European ex UK equities, which are trading at a larger-than-
average discount to global markets, provide gearing to the 
positive global economic backdrop and are supported by 
the continuation of relatively easy fiscal and monetary policy 
stances compared to other regions. We are underweight 
low volatility equities, which are expected to rise next year 
although, because of their lower beta, they could slightly 
lag overall equities in a rising market. This is offset with an 
overweight in sustainable equities. 

The offset to the equity overweight is an underweight in fixed 
income, given the limited scope for returns in bond markets. 
Within fixed income, we are underweight investment grade 
corporate bonds, which provide only a modest absolute yield 
of 0.53% with spreads close to their lows. We prefer higher 
yield bond categories such as ‘Fallen Angels’ – bonds that have 
been moved from investment grade to high yield and which 
tend to outperform post migration. We are neutral on high 
yield corporate bonds, which provide a yield of 4.3% and have 
scope for further narrowing of spreads. Emerging local market 
debt is an overweight position, offering a yield of 5.68% and 
potential upside from undervalued EM currencies.

Property is modestly underweight, having underperformed in 
a rising equity environment, and is offset with an overweight 
in cash. Opportunities in European property will be reviewed 
over the course of 2022.    

Total Equities +2.0%

European ex UK Equities +2.0%

Low Volatility -2.0%

Sustainable Equities +2.0% 

Total Fixed Income -2.0%

IG Corporate Bonds -2.6%

‘Fallen Angels’ +0.1%

High Yield Corporate Bonds 0.0%

EM Local Debt +0.5%

Property -0.6%

Cash +0.6%
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Fixed Income 
Outlook

In 2021 global government bond markets had to grapple 
with several competing forces. On the one hand there  
was the strong economic recovery from Covid, which 
itself was aided and abetted by the rollout of vaccines 
and supportive monetary and fiscal policy. However, this 
also saw a resurgence in inflation, which had largely lain 
dormant for over a decade.
While government bond yields rose considerably, they were anchored by central 
bank policy: a broad-based commitment to keep interest rates low and the belief that 
the rise in inflation will be temporary. As we move into a new year, monetary policy 
is expected to tighten in some markets (notably the US and UK) but the European 
Central Bank (ECB) remains committed to low interest rates. What implications does 
this have for bond markets?

“As we move into a new year, monetary 
policy is expected to tighten in some 
markets (notably the US and UK).”

 Meet Niall O’Leary, Head of Indexation,  
Fixed Income & Credit Solutions
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Official interest rates
In the US, the Federal Reserve (Fed) has already started tightening 
monetary policy by reducing its bond buying. This is seen as 
the first step on a path to hiking interest rates, with the market 
expecting a first hike in September next year and another in 
December. However, here in Europe, the ECB currently remains 
committed to loose monetary policy and is not expected to hike 
interest rates in 2022. 

We believe that the two key variables that will influence the path 
for interest rates are inflation and the rate of economic expansion. 
The ECB view is that inflation is a transitory phenomenon related 
to the recovery from Covid, supply bottle necks and base effects. 
Our current view is that price rises will moderate across developed 
markets and they will not cause central banks to raise rates earlier 
or to a materially higher level than expected. Low official interest 
rates are likely to act as an anchor for government bond yields. 

At the time of writing, US and German 10-year bond yields are 
hovering around 1.45% and -0.35%. We do expect bond yields 
to rise from these levels, and for German 10-year bond yields to 
move into positive territory, but we do not envisage a breakout 
from the low yield ranges of recent years. 

However, it is realistic to expect volatility as we segue from an 
environment of ultra-accommodative monetary policy to one 
where interest rates will be rising in some markets. Other factors 
could exacerbate this, including political change (e.g. the new 
government in Germany), ebbs and flows in inflation expectations 
or Covid’s impact on economic activity. Regardless, we see 
central bank policy as supportive for continued low government 
bond yields next year. The ECB made a policy error by raising 
rates in 2011 and it will want to avoid such an error again. 
Therefore, it is likely to accept higher inflation in the short term, 
as long as it continues to see these higher rates as transitory.

Government bond yields
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Broadly speaking, we expect monetary policy in Europe to 
be supportive for bond markets. While the trajectory for core 
market yields will be higher, we expect the range to persist.  
What does this mean for other markets?

We believe that such an environment is supportive of both 
peripheral sovereign spreads and corporate bonds. Both 
markets have weakened in recent weeks as speculation has 
mounted that the ECB will reduce its quantitative easing 
programmes. But, as we have noted above, we see the ECB as 
being supportive and we expect they will continue to buy bonds, 
albeit not to the same extent. 

“We see the ECB as being 
supportive and we expect 
they will continue to buy 
bonds, albeit not to the 
same extent.”

Credit spreads

Source: ILIM, ICE BofA, Bloomberg as of 30th November 2021.  
Credit spreads are measured in basis points.  
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Inflation  
Outlook
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For over a decade a lack of inflation has been a key discussion 
point for investors and central bankers. Time and again central 
banks fell short of their 2% inflation targets. Many reasons were 
given including the impacts of automation, globalisation,  
and demographics. That period is now over. Inflation was back 
with a vengeance in 2021.

“Normally, when economies come 
out of recession growth picks up  
and inflation will also pick up.”

Meet John Thornton, Head of LDI & Indexed Fixed Income

Euro inflation

Source: Bloomberg
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A lot has changed since the onset of the pandemic. Normally, 
when economies come out of recession growth picks up and 
inflation will also pick up. It is the scale of the increase in inflation 
that is causing some commentators to draw parallels with the 
stagflationary period in the 1970s. The most recent headline 
inflation rate was +4.9% in Europe, the highest rate in two 
decades. 

This has been caused in part by energy prices which have jumped 
materially in Europe, with oil jumping to over $85 at one point 
from under $50 a barrel at the start of the year. There have also 
been significant problems with supply chains globally, a catch 
all term to indicate the challenges some companies have had in 
making goods and delivering them to end consumers.  

Many people will have experienced these shortages with their 
Christmas shopping. Ultimately, the cost of shipping goods 
around the world rose nearly 500% since the start of 2020. 
Needless to say, these are unprecedented increases. All this leads 
to higher prices for consumers.

High and rising inflation is not good for economic growth. While 
there is a sweet spot for inflation for the economy, the current 
levels will cause economic problems if they continue. If higher 
inflation is persistent then central banks might have to raise 
interest rates, which will slow the economy. If they have to raise 
rates too much, this could be bad for growth assets and would 
also negatively affect bonds. 

Our current view is that price rises will moderate across 
developed markets, so central banks may not be compelled to 
raise rates earlier or to a materially higher level than expected. 
We expect headline inflation to fall to closer to 2% in 2022 across 
Europe. This period of indigestion for the global economy is 
a significant challenge but one we think moderates as more 
countries get to grips with Covid. When we look forward to 2022, 
we think it is highly unlikely we will see similar price rises again in 
the energy markets, and other business challenges from logistics 
to microchip supply should ease. Businesses have learned to 
adapt over the last 18 months and the lessons of automation of 
recent years are likely to reassert themselves. 

As investors, we must remain vigilant around the risks of higher 
inflation. The many twists and turns of the pandemic have re-
enforced the famous saying from baseball coach Yogi Berra that 
“it’s tough to make predictions, especially about the future”.

“This period of indigestion for the global economy  
is a significant challenge but one we think moderates 
as more countries get to grips with Covid.”

Shipping costs

Source: Bloomberg
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Responsible 
Investing

Sustainability will be key for investors in 2022.
In the aftermath of the UN COP26 climate meeting in Glasgow, climate considerations 
have moved to the fore for investors, asset managers and advisors. The result is 
that risk, return and responsibility are now the three key considerations. The COP26 
meeting made advancements in several areas – the three principle  
ones were:

“The ESG momentum gained from the 
Covid 19 pandemic, the Biden presidency 
and COP26 will make ESG reporting more 
mainstream going forward.”

Meet Kathy Ryan, Head of Responsible Investing 

This very much aligns with ILIM’s decarbonisation theme, which seeks to align our 
investments with companies on the transition to a low carbon operating model.

• Halting deforestation by 2030
• A commitment to reduce methane emissions 

• A shift away from coal usage

CONTENTS
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Increased regulation will bring  
increased transparency
The ESG momentum gained from the Covid 19 pandemic,  
the Biden presidency and COP26 will make ESG reporting 
more mainstream going forward. A new body has been set up 
under the International Financial Reporting Standards (IFRS) 
Foundation. One of its tasks is to establish a comprehensive 
global baseline of sustainability disclosure standards.

A tangible benefit of the additional disclosure regulation will 
be further improvement in sustainable data, which will help 
improve decision-making for the fund management industry 
and transparency to those investing. Individual investors will 
increasingly see sustainability disclosures in the fund factsheets 
of their respective investments, savings and pension funds. This 
measure should bring further public awareness of sustainability, 
along with a clearer understanding of how your pension interacts 
with sustainable goals and what your asset manager is doing for 
you around investment design and solutions.

“Individual investors will 
increasingly see sustainability 
disclosures in the fund 
factsheets of their respective 
investments, savings and 
pension funds.”

Source: Aljazeera.com
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Responsible investing is here to stay
Demand for responsible solutions is rising all the time. Global 
sustainable fund assets almost doubled in the past six months 
to reach $3.9 trillion at the end of September 2021, Morningstar 
figures show. In terms of climate goals, net zero is number one 
on the list. Net zero refers to the balance between the amount 
of greenhouse gas produced and the amount removed from the 
atmosphere and is a critical issue for investors going into 2022.

COP26 had an undeniable influence in shifting the financial 
industry’s sense of urgency for fighting the climate crisis.  
Much needed net zero commitments have been adopted by  
a wide number of sectors.

The net zero theme is a critical one for investors to understand 
regarding the risks and opportunities that climate change 
presents. Ultimately, money needs to flow in two main directions 
to ensure a transition to a low carbon economy: 

1) To solution providers such as those involved in technology 
and innovation who can help mitigate the effects of climate 
change and 

2) To responsible investments and strategies that will help  
us address the changes required. 

This means that investors will need to consider climate risks 
as part of their fiduciary management. In fact, in August 2022, 
recognising sustainability factors will become part of the advice 
process for brokers and financial intermediaries under the IDD 
(Insurance Distribution Directive). According to Pensions Age, 
67% of UK pension schemes already have some form of net zero 
commitment in place. 

Global commitments to net zero

21

Source: Energy and 
Climate Intelligence Unit. 
November, 2021
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ILIM’s journey to net zero
ILIM’s journey to net zero began about 12 months ago. We 
established ‘decarbonisation’ as a priority theme in 2020 and 
changed how we construct our portfolios and solutions to ensure 
that capital allocation favours companies with a better alignment 
to the low carbon transition. We rolled this out across our 
sustainable equity and bond strategies and also incorporated it 
in the flagship multi asset funds managed by ILIM, Irish Life MAPS. 
We strengthened our climate risk assessment under the Task 
Force on Climate-related Financial Disclosures (TCFD) report and 
expanded our client reporting to ensure that the climate impact 
of our funds was clearly communicated. During 2022, we will be 
expanding our sustainable solution set and releasing a number of 
climate themed funds.

Biodiversity will gain in strength 
The World Bank has estimated that the collapse of select ecosystem 
services provided by nature (e.g. marine fisheries, timber, etc.) could 
result in a decline in global GDP of $2.7tn annually by 2030. A study 
by Responsible Investor showed that 67% of surveyed investors 
are addressing biodiversity to some extent and two-thirds are 
considering setting measurable biodiversity-linked targets.¹ With this 
movement already set in motion, the release of the Global Diversity 
Framework and the development of the TNFD (Task Force on 
Nature-related Financial Disclosures) will likely accelerate the speed 
at which biodiversity considerations are integrated into investors’ 
portfolios and wider strategies. At ILIM we see this as a key emerging 
theme and we are expanding our analysis and engagements on 
biodiversity with our investee companies. 

Source: The World Bank, 2021, The Economic Case for Nature

 1  Responsible Investor & Credit Suisse (2021), Unearthing investor action 
on biodiversity
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Property 
Outlook

Real estate emerges in good shape from Covid challenges
Yield appetite has driven investor demand, resulting in near record investment 
transaction activity for Irish real estate in 2021, with over €4bn traded. Demand is set to 
continue in 2022, given undeployed allocations, increased allocations to the sector and 
a growing pool of international buyers, or local buyers funded by international capital. 

The residential and logistics sectors will continue to dominate investor demand in 
2022, in line with international trends. Residential’s appeal is based on its defensive 
investment characteristics and underlying demand/supply imbalance. The prospects 
for logistics rental, underpinned by online retail growth, have driven exceptional yield 
compression with multiple buyers competing for limited stock. 

Meet Martin O’Reilly, Head of Property

“The prospects for logistics rental, underpinned 
by online retail growth, have driven exceptional 
yield compression with multiple buyers 
competing for limited stock.” 

2014 2015 2016 2017
0

1

2

3

4

5

To
ta

l v
ol

um
es

 (€
 b

ill
io

n)

0

100

200

300

400

N
um

ber of deals

Total volumes Number of deals

2018 2019

6

7

8

400

500

600

2020 YTD – 
14 Dec 2021

Source: ILIM, Jones Lang LaSalle.
Data is accurate as at 14 December 2021.

Investment volumes and number of property transactions

CONTENTS

https://vimeo.com/657858437


DECEMBER 2021 INVESTMENT OUTLOOK 25

Sustainability becoming central to occupiers’ 
and investors’ property decisions 
Sustainability will be a key focus for progressive real estate 
investors in 2022 and beyond. To date, our real estate processes 
have involved a data-driven management approach around 
greenhouse gas  emissions. However, regulation is accelerating 
and moving forward, and processes need to align with EU 
taxonomy. 

For existing assets, investors need to understand the energy 
intensity of each building, as well as the interventions required 
to ensure that buildings can be adapted to deliver significantly 
reduced, and ideally net zero, carbon emissions by 2050. Tenant 
demands are also likely to fast track progress, with occupiers 
striving to meet their own sustainability objectives and provide 
appropriate workspace for new operational models.  

A key challenge for the market will be dealing with obsolescent 
buildings, specifically the pricing dynamics and viability challenge 
to retrofit, refurbish and repurpose such buildings to avoid them 
becoming stranded assets. To date, valuation practices have been 
slow to recognise climate risk but we expect a level of price discount 
to emerge in 2022. 

The current stock of high ESG-rated buildings in Dublin is 
limited and is expected to soon start outperforming in rental 
terms. Rental premiums are already being seen elsewhere, with 
a premium in the region of 10% for net zero buildings. Given 
investors’ net zero investment objectives and the potential for 
outperformance for sustainable stock, improved investment 
pricing is expected. 

The unloved retail sector has experienced significant value 
deterioration, but we expect some improvement in prime 
locations as buyers emerge, attracted by current pricing, and as 
retailers return to take stores at rents significantly discounted 
from pre-Covid levels.

Pricing in the market is expected to become more polarised, with 
a flight to quality aligned to property sustainability credentials, 
particularly for office space. The improvement in office take-
up over recent months, after the Covid induced hiatus, is 
encouraging but is highlighting occupier requirements for quality 
space to meet their evolving operational and sustainability 
needs. Values of lower quality, typically older office property are 
expected to be challenged, as capex requirements and tenant 
preferences are recognised by investors and valuers.  

25CONTENTS
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Expanding real estate sector and country 
exposures enhances diversification 
Residential property – In 2022, we expect to see further 
significant institutional investment in Irish residential property 
as investors grow exposure to the sector, backing its defensive 
characteristics. The sector’s long established international 
experience of high occupancy and consistent rent collection  
has been well demonstrated in the domestic market during the 
Covid disruption.

The essential nature of housing and its granular income profile 
set it apart from other real estate sectors, underpinning its 
diversification qualities in a balanced real estate portfolio. 
In addition, new well-located, well-specified, future-proofed 
schemes deliver ESG benefits to property portfolios.

The outlook for the residential investment sector remains positive, 
with the supply and demand imbalance in the market set to 
continue. Moderate increases in rental returns combined with solid 
capital value performance will deliver attractive core style returns. 

European property – The European market continues to 
perform strongly as it attracts significant institutional capital  
to all sectors, particularly industrial, offices and residential.  
In a market so deep and diverse, investors can achieve exposure 
and diversification benefits which are not possible in their 
domestic markets. 

The European economy is recovering from the Covid-related 
contraction. Its property markets remained remarkably resilient 
during this crisis and have experienced increased levels of 
leasing and investment transactions. As in Ireland, the property 
yield spread relative to government bonds remains attractive. 
European markets are differentiated through inflation-linked 
rents, compared to upward/downward market rents in the 
domestic market. 

We believe European property provides attractive, stable,  
long-term return potential and complements domestic 
investment portfolios. 

“The essential nature of housing and its granular 
income profile sets it apart from other real estate 
sectors, underpinning its diversification qualities 
in a balanced real estate portfolio.”
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Alternatives 
Outlook

The last decade has been challenging for alternatives.  
A backdrop of seemingly bottomless central bank support 
for equities and bonds has meant returns from alternatives 
have lagged other assets. However, there are signals 
suggesting the next part of the cycle will be very different 
and is likely to be more supportive for active strategies.  

Nervous markets
The VIX is an index which uses the traded price of equity options to measure how 
risky (volatile) investors perceive the equity market to be.  

Usually, when the market is rallying, it does so gradually so the market is perceived as 
not very risky.  The VIX trades at low levels in this sort of scenario, making the purchase 
of option protection relatively cheap.

When markets fall, they tend to do so more sharply. When this happens, the VIX can 
increase substantially in short order. As a result, option protection tends to be much 
more expensive in more turbulent markets.

What has been interesting in 2021, and looks set to stay, is that, although the market 
has been rising steadily, the VIX has remained elevated, as if its memory of March 
2020 hasn’t entirely gone away.  

“Although the market has been rising 
steadily, the VIX has remained elevated, 
as if its memory of March 2020 hasn’t 
entirely gone away.”

Meet Shane Murphy, Senior Portfolio Manager,  
Alternatives Team
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For example, the S&P 500 this year has behaved very similarly to 
2017 or 2019, rising over 20% without any corrections greater than 
5%. However, the options market has behaved very differently. 
In 2017, the VIX averaged 11 points, but in 2021 nearly 20 points, 
making option protection much more expensive than it should 
be. In fact, the gap between the expected volatility implied by 
option prices and the actual experienced volatility has been 
greater than at any point in recent history.

So, although volatility has been muted in 2021, the market is still 
nervous and fragile. This sort of environment is generally a sweet 
spot for active and alternative managers as they can be rewarded 
for taking the right sorts of risks if they can get their positioning 
correct.

Growth/value spreads
Value vs growth has been a debate in recent years and a major 
source of pain for alternative strategies, particularly those that try to 
consistently buy ‘value’, or cheap stocks. Generally, it’s better to buy 
stocks when they’re cheap rather than expensive. As Warren Buffet 
said, “whether it’s stocks or socks, I like to buy merchandise when it’s 
been marked down.”  

However, in recent years and especially during the Covid crisis and 
initial recovery, already expensive tech stocks have driven the market 
rally, leaving value stocks behind. This showed signs of changing in the 
first half of 2021 when there was a big rotation into cheap value stocks, 
but it more or less reversed in the second half, leaving growth stocks 
looking their most expensive since… ever. In fact, relative to cheaper 
value stocks, the gap has never been greater, not even at the height 
of the tech bubble.  Plenty will argue that ‘this time it’s different’ but, 
historically, the market has never sustained an extreme like this for 
very long and usually reverts to a long run average eventually.  

Active and alternative managers generally look for opportunities 
where something appears cheap.  Any sort of return to ‘normal’ 
growth-value spreads would be supportive for a lot of alternative 
strategies.

Source: AQR

 VIX ‘Implied Volatility’ Actual Volatility

2017 11.1% 6.6%

2018 16.7% 16.7%

2019 15.4% 12.3% 

2020 29.1% 33.8%

2021 19.5% 12.6%
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Rising rates and inflation
Whether inflation proves to be transitory or otherwise has 
been a topic on everyone’s lips this year. While most alternative 
strategies won’t be explicitly betting on them, future inflation 
patterns do have an impact on active and alternative strategies. 
Interest rates can be surprisingly influential on the stock market, 
even though they are perceived to be more important for bonds.  

In general, a rising rate environment is seen as more favourable 
for alternative strategies. Take the value-growth spread issue, for 
example.  Growth stocks are those which promise earnings growth 
into the future. Their stock price is the discounted value of earnings 
far out into the future.  If interest rates start to increase, the value of 
cashflows far into the future can decrease by a lot.

By contrast, value stocks tend to be those which may be less 
exciting in terms of future potential, but are currently profitable. 
Their share prices are more likely to reflect earnings in the near 
future, which are less sensitive to interest rates.  

So if interest rates increase, it would support value over growth and 
provide another tailwind for alternative strategies.

“If interest rates start  
to increase, the value 
of cashflows far into  
the future can decrease  
by a lot.”
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Market  
Performance 
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Market Performance 

Warning: Past performance is not a reliable guide to future performance

Equity and Bond 
Markets % (in Local Currency) 2016 2017 2018 2019 2020 2021

MSCI AC World (Gross TR) 11.73 9.47 -4.34 29.64 7.18 20.10

ISEQ Overall Return -2.68 9.49 -20.78 33.63 4.19 11.99

Euro Stoxx 50 TR 4.74 10.05 -11.25 29.30 -2.59 21.20

S&P 500 TR 15.31 7.01 0.44 33.91 8.62 27.16

Nasdaq Composite 12.12 13.87 2.06 39.21 32.95 22.03

Nikkei 225 8.75 10.35 -3.24 24.12 14.19 5.96

MSCI Emerging Markets 14.94 21.00 -9.91 21.07 8.89 0.65

Eurozone Government Bonds 1–5 yr 0.90 -0.18 0.03 1.06 0.62 -0.59

Sovereign 10-year Bond Yields (%) 2016 2017 2018 2019 2020 2021

US 2.48 2.43 2.68 1.92 0.92 1.49

German 0.22 0.47 0.24 -0.19 -0.58 -0.35

UK 1.28 1.25 1.33 0.82 0.20 0.74

Japan 0.03 0.05 -0.01 0.02 0.02 0.05

Ireland 0.76 0.66 0.89 0.11 -0.31 0.05

Italy 1.80 1.98 2.75 1.42 0.54 0.96

Greece 7.15 4.14 4.37 1.45 0.62 1.35

Portugal 3.75 1.90 1.71 0.42 0.03 0.31

Spain 1.35 1.51 1.41 0.46 0.04 0.35

Central Bank Rates (%) 2016 2017 2018 2019 2020 2021

ECB 0.00 0.00 0.00 0.00 0.00    0.00

Bank of England 0.25 0.25 0.75 0.75 0.10    0.10

US Federal Reserve 0.75 1.50 2.50 1.75 1.75    0.25

Foreign Exchange Rates 2016 2017 2018 2019 2020 2021

Euro/Dollar (€/$) 1.05 1.20 1.14 1.12 1.22    1.13

Euro/Sterling (€/£) 0.85 0.89 0.90 0.85 0.90    0.85

Sterling/Dollar (£/$) 1.24 1.35 1.27 1.32 1.37    1.32

2021 figures shown are to 11 December 2021.
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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.
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. 

Contact us

Phone (01) 704 1200  
Fax 01 704 1918 
Website  www.ilim.com 
Write to Irish Life Investment Managers, Beresford Court, Beresford Place, Dublin 1
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 recommendation to buy or sell any investment and has not been prepared based 
on the financial needs or objectives of any particular person. It is intended for the use of institutional and other professional investors.
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