Zurich Investments

Positive outlook, but mindful of risks
Investment Outlook 2018

World Review of 2017
Strong local returns, despite currency fluctuations
1.120

26 October
ECB provides
tapering
details

10%

1.075
20 January
Trump’s
inauguration

23 April
1st Round
majority for
Emmanual
Macron

08 June
UK election
surprise

13 December
Fed Rate
Rises

9.3%

03 September
North Korea
tensions

5%

1.030

0%

0.985

15 March
Fed Rate
Rises

22 October
Snap
elections in
Japan

14 June
Fed Rate
Rises
24 September
German
Chancellor
Angela
Merkel wins
reelection

-5%

0.940

Source: Zurich Life International Equity Fund

1160

1125

Key Highlights
Equities are still the
more attractive asset class on
relative valuation grounds

1090

1055

1020

Ultra-low bond yields
– an unattractive long-term
investment?
Investment market
volatility to return?

Relative value still favours equities,
as economic growth strengthens

Dear Investor,
We have just experienced another strong year in equity
markets - global equity markets in euro terms have gained 9%
- and in some segments of the market such as technology it
has been an exceptionally strong year. Our broad view is that
while equities are expensive relative to their own history there
are more gains in this secular equity bull market. But as we’ve
signalled for some time investors need to be prepared for the
type of volatility that is more typical of this stage of the cycle,
even if that has been pretty much absent in the past year. For
now our bias remains to add to risk during any periods of
market nervousness.
There is a level of anxiety in the equity market that is not
normal at this stage of a prolonged and very substantial equity advance. The phrase ‘ the
most unloved equity bull market in history’ is still being heard. In the same vein more than
one commentator has described equity market bullishness as ‘a mile wide and an inch
deep’ i.e. that positive sentiment is pervasive but shallow. Short term investor sentiment
seems to evaporate as a result of even the smallest market drop. And yet we have had very
few market drops this year. In the past 12 months there have been less than 10 days in
which global markets for a euro investor have fallen more than 1%, and none of those
were greater than 2%.
Many commentators have been puzzled by this apparent stability but no cycle is the same
- history rhymes rather than repeats - and our preferred approach is to look at the overall
evidence rather than be transfixed by one factor. We have participated in a clear strong
upward trend in equity prices and we want continue to do so. But balancing this is
another key part of our job, which is to be aware of the level of risk in the markets. Equity
valuations are clearly stretched on their own terms even if they look cheap compared to
historically expensive sovereign bond markets. Risks rise as valuations go higher - as has
happened in the last number of years - so we are left with an expensive market with
higher risks. However, that is standard at this stage of the cycle; it’s something to be
conscious of rather than feared; managed rather than avoided.
At some stage markets will peak and have a cyclical or even a more prolonged correction.
There are a myriad of factors to keep people out of the markets but oddly enough it’s the
same list that has been presented for the past number of years. We’re very conscious of
the secular backdrop of high debt levels, the still continuing healing post the great
financial crisis, and the distortions to free market prices caused by central bank
interventions in money, credit and bond markets - even if these have been necessary in
many cases. Yet none of these are reasons to shy away from markets. Rather they are the
specific and possibly peculiar characteristics of this cycle. Allied to the standard
geo-political concerns and a lively debate about active and passive management we have
plenty of fuel for debates among market participants and reasons to adopt a negative or
positive market bias.
Our aim is to understand and to navigate through these debates, to actively manage both
active asset allocations and security selection and to successfully participate in markets.
That way we hope to continue to add value for advisors and customers.

David Warren
Chief Investment Officer
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Positive outlook, but mindful of risks
Markets saw a positive 2017 which was led by improving economic data, good corporate
earnings growth and the potential for expansionary economic policy by the US administration.
The current equity bull market, which began in March 2009, is now the second longest and
strongest in history. However, from a eurozone investor perspective, gains in international
markets were significantly eroded during 2017 by a strengthening euro currency.

Synchronised growth is increasingly evident across the
globe and growth expectations continue to be revised
upwards. Economic indicators are encouraging in the
medium term and growth prospects for the global
economy are improving.
Monetary policy still remains accommodative globally,
and credit conditions continue to improve.
In Europe the economic data has consistently
improved and political risk have also diminished.
The US is experiencing one of the longest economic
expansions in its history.
Equities are above long term average valuations, but
not excessively as earnings have kept pace with price
increases. They remain attractive versus historically
low bond yields.

Despite numerous political events throughout 2017,
markets are now more focused on structural and
fundamental factors that could drive growth in
economies across the globe.
Market action suggests the end of a multi-decade
period of declining long term interest rates but we do
not anticipate that equities will be undermined by a
modest rise in these rates. Opportunities will
periodically emerge in currencies that have recently
been weak.
Investors need to prepare for, but not be deterred by,
volatility, which will likely be a feature of the
landscape for the period ahead, as investors adjust to
the end of ultra-accommodative monetary policies.

to prefer equities within risk assets.

A decade after the crisis, many labour markets are tight
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however, far removed from fair value. Over
time, we anticipate them to move higher
though we recognise that, for now, yields are
well anchored by ECB policy. It has to be
recognised, however, that as central banks are
shifting focus towards tapering, there are
prospects for yields to snap higher, particularly
if inflation surprises on the upside and
inflation expectations rebound from current
depressed levels.
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Elsewhere, we expect the spread between
periphery and core Eurozone government
bond yields to widen modestly over the
coming year as the ECB scales back its QE

conditions indicate that earnings and cash
flows are likely to remain healthy. That said,
the vulnerability of companies to macro risks,
or to a deterioration in funding conditions, is
high from a creditor perspective. Therefore,
we think that policymakers have a very thin
margin of error in terms of managing the
removal of stimulus that has supported the
credit market so far.
Within the credit market, we expect
increasing differentiation in 2018 between
weaker and stronger companies. While CCCs
and the weakest credits have underperformed
within high yield on a risk adjusted basis

Equities should do well as fundament
remain favourable

Prospects for equities are good, most not
in the Eurozone and emerging markets.
Global liquidity provisioning continues to
provide a positive tailwind, and a robust
macro backdrop with an improving earnin
outlook offers investors fundamental supp
While we see potential for meaningful up
it is likely to be more nuanced than in 201
and be accompanied by bouts of volatility
something that has been strangely absent
With fundamentals increasingly taking ce
stage and investors likely to be distracted
time to time with speculation about centr
bank ‘exit strategies’, the move higher is
unlikely to be without wobbles.

As central banks still miss their inflation
targets, stimulative policy initiatives are lik
to remain, further inflating asset prices.
Despite the Fed now reducing its balance
sheet, this is at a modest pace and net glo
stimulus will remain supportive as the Ban
Japan and the ECB are still increasing the
amount of liquidity in the system. Until
inflation shows a convincing move toward
targets, or more emphasis is placed on
financial stability through macro-prudenti
policies, equities should continue to prosp

Although stocks are richly priced, earning
growth has proven to be better than expe
and multiples in many regions have
moderated a little. Indeed, with a strong

Equity Market Review

Equities Outlook

Global GDP forecasts have continued to recover
posting 3.6% in 2017 with a further 3.7%
expected in 2018. This is a positive back drop for
equity markets, with Europe and Asia showing
more positive economic data, especially versus
expectations at the beginning of 2017.

Equities remain the most attractive asset class from
a relative valuation perspective, with projected
global earnings growth of 12% for 2018.

Earnings growth has been strong with good
momentum in both sales growth and earnings per
share; particularly in the first half of 2017 where
results came in well ahead of analysts’
expectations. The outlook for 2018 earnings
growth is also positive. So while equity valuations
are not particularly cheap the strength we are
seeing in company earnings is supportive of equity
markets. Business and consumer confidence
continues to improve and that also supports
improving economic conditions.

• A boost to earnings – in line with an
improvement in global economic activity and
perhaps a small lift to inflation from a low base
– would be supportive.

Diminished European political risk is now evident
in the market. Several elections in 2017 saw pro
market results which led to equities rallying
strongly. The Catalonian pro-independence parties
won a majority in the recent regional election. It
remains to be seen how the regional coalition
government will be formed and how their
relationship with the Federal government will
evolve. The Italian general election will be held in
early March 2018 and there will be no clear
winner according to the current electoral polls,
this will potentially create volatility. The US equity
market has also benefitted from the progress of
tax reform and the prospect of further fiscal
stimulus under the US administration.
Zurich has remained positive on equities since the
middle of 2016 with the equity content of our
multi-asset funds at the high end of their equity
ranges. A preference for the US and Asia over
Europe was held at the start of 2017, in early
March that was switched to a regional preference
of Europe and Asia. Equities remain the favourite
asset class from a relative valuation perspective.

• On an absolute basis equity markets are more
fully valued, and are above historical averages.

• Relative to bonds – which remain on highly
elevated valuations – equity markets are
favourably valued.
• We still see equity markets having further upside
despite the broad gains in global markets over
the past number of years. Earnings have been
positive and supportive of the market, and could
continue to be in the future.
• We do not yet see the signs of euphoria that
would signal a cyclical or structural end to the
equity bull phase.
• At some stage a shock to equities could
emerge from an accelerated rise in bond yields
or inflation.
• The cyclical backdrop in the eurozone is
improving and some structural risks have been
alleviated. However, fears of a crisis could
re-emerge. Asia and Japan should offer
interesting opportunities into 2018.
• The dividend yield on pan-European equities at
3.3% offers an income uplift compared to
existing government yields, whilst the US
dividend yield at 1.8% is not as supportive.

Business sentiment reaches the highest level in more than a decade
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to hike rates. Even after four rate hikes, the
US economy has shown an impressive growth
acceleration, which will encourage the Fed in

quality companies, has caused a decline of
aggregate credit quality for US credit. Indeed,
spreads per unit of leverage in the US credit

Lastly, US tax reform is likely to benefit BBB
companies the most, but could be cash flow
negative for the weakest borrowers due to
the threshold on interest rate deductibility. All
of these aspects are likely to cause a greater
differentiation within the credit markets,
which seems to have already begun.
Credit is therefore likely to have limited upside
even in a benign macro environment, as rising
yields, continued M&A and share buybacks, as
well as diminishing global liquidity provision is
likely to keep spreads rangebound, even in a
positive earnings growth environment. We
therefore prefer equities to credit expecting
the latter to underperform as is typical of late
stages of the cycle. We also think that
differentiation within credit, for example
between investment grade and high yield, is
also likely to rise as investors become more
discerning.
Solid fundamentals and abundant
liquidity support the equity market
Driven by strong economic fundamentals and
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Fixed Income Review
Bond yields are still very low, particularly in Europe. The ECB has continued its dovish tone, emphasising
that inflation remains low and wage inflation subdued. 2018 should see the peak expansion of
combined Central Bank balance sheets, as the transition from Quantitative Easing (QE) to Quantitative
Tightening begins in earnest.
Eurozone interest rates have not changed since they were moved downwards in March 2016. In the US,
the Federal Reserve hiked 3 times in 2017. Fed Chair Janet Yellen will be replaced by Jerome Powell in
February 2018, with commentators seeing this as a continuation of the current policy strategy.
Zurich remains cautious on bonds as yields remain towards their lows and fixed income valuations do
not look attractive at these levels.

Fixed Income Outlook
• ECB policy rates should remain low for an
extended period of time due to low inflation.
Although the perception of deflationary risks
has diminished, a sustained pickup in inflation
remains elusive.
• Valuations are not supportive of most
European fixed income as a long-term
investment.
• The price action of global bond markets is
consistent with the end of a multi-decade
period of falling long term interest rates.
Although price action could be choppy,
we feel that the risk / reward backdrop is now
skewed towards the prospect of higher yields.

• Inflation, although still at historically low levels,
has seen a pick-up due to rising commodity
prices and some upside wage pressures in the
US. Low levels of inflation are a key focus for
market participants and central banks alike. It’s
safe to say that the path of inflation
expectations during 2018 will be a key driver
for financial assets. Credit markets have
performed strongly and benefitted from strong
investor inflows. A key test will arise when the
market needs to digest sizeable credit
outflows, if and when sentiment changes.
• The flattening of the US yield curve (the
difference between 2 year and 10 year US
yields) has become a focus for markets.
We do not feel that it is yet a cause for
investor concern.

Preview of 2018
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Currencies
The US Dollar weakened materially (~14%)
versus the Euro in 2017. A significant
repatriation of foreign earnings by US
companies due to tax changes could reverse
this move in 2018. The cost of hedging US
Dollar into Euro is increasing as the US hikes
interest rates.
Sterling remains relatively weak versus the
Euro. This may be a good time to get long
term exposure to UK assets.

Euro strenghtens significantly against the dollar
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Commodities
Copper was a stand-out performer in commodity markets during 2017. Labour strikes in Chile during the first quarter of
the year limited supply. Global growth has become more wide-spread and robust fuelling demand which helps economically
sensitive commodities such as copper. New supply in 2018 is likely to be limited leaving the supply/demand balance more
positive for copper than other industrial metals.
Gold price action was muted during 2017. Two reasons for strength in gold are often cited - inflation fears and as an
alternative to financial market turmoil. Neither of those scenarios developed during the year. In fact some commentators
see the likes of Bitcoin challenging gold as an alternative asset. We still think gold has a place in a diversified portfolio as a
hedge against financial unrest, wheras Bitcoin doesn’t.
Oil prices were supported by a few factors in 2017 - Hurricane Harvey in the US, unexpected high profile arrests in Saudi
Arabian corruption probes, and stronger compliance on OPEC led production cuts. As with copper, an upswing in global
activity has helped fuel demand but, fears of large additional supply as oil prices rose did not materialise as expected. For
2018 major price appreciation for oil is likely to be limited.
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Upside risks to
outlook
• Global growth is synchronized and
accelerating, building on the momentum
from 2017.
• The Eurozone enjoys a robust upswing in
cyclical growth.
• Monetary policies remain accommodative
globally.
• Interest rate increases in the US are
interpreted as a vote of confidence in the
economy and a welcome return to normality.
• Continuing technological progress helps
global productivity and output.

Downside risks
to outlook
• Monetary policy tightens more than
anticipated in the US; how will markets react?
• ECB policy action, including an end of the QE
programme, could weigh on markets.
• Upcoming elections in Italy, and potentially in
Germany, the UK and Ireland, pose some
political risks for Europe for 2018. Structural
risks also remain; most evident in the
ongoing Brexit negotiations.
• US – China relations deteriorate, where
geopolitical and further protectionist rhetoric
could weigh on markets.
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2017 Performance
Delivering Positive Returns

Lower

Risk/Reward
Rating

Higher
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Prisma 22
Prisma 33
Prisma 44
Prisma 55
Prisma 6
Active Asset Allocation
Balanced
Performance
Dynamic
Cautiously Managed
5 star 5 Americas
5 star 5 Asia Pacific
5 star 5 Europe
5 Star 5 Global
Invesco Global Targeted Return
Active Fixed Income
Asia Pacific Equity
Long Bond
Cash
Irish Equity
Dividend Growth
International Equity
Eurozone Equity
Fund of REITs
Indexed Australasia Property
Indexed Eurozone Ex UK Property
Indexed Global Energy and Metals
Gold
Indexed Inflation Linked Bond
Protected 70
Protected 80
Protected 90
JP Morgan Global Corporate Bond
JP Morgan Global Government Bond
JP Morgan Emerging Market Opp
Dynamic Diversified Growth
Threadneedle American Select
Threadneedle European Select
Threadneedle Global Select
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Notes: Annual management charges (AMC) apply. The fund performance shown is before the full AMC is applied on your policy. Returns are based on offer/offer performance and do
not represent the return achieved by individual policies linked to the fund. ESMA Ratings as at 30/09/17.
Source: Zurich Life as at 31/12/17.

Warning: Past performance is not a reliable guide to future performance.
Warning: The value of your investment may go down as well as up.
Warning: Benefits may be affected by changes in currency exchange rates.
Warning: If you invest in this product you may lose some or all of the money you invest.
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Calendar Year Performance since 2007
The Benefits of Diversification

Prisma 2
Prisma 3
Prisma 4
Prisma 5
Prisma
Active Asset Allocation
Balanced
Performance
Dynamic
Cautiously Managed
55 Americas
55 Asia Pacific
55 Europe
55 Global
Invesco Global Targeted Return
Active Fixed Income
Asia Pacific Equity
Long Bond
Cash
Irish Equity
Dividend Growth
International Equity
Eurozone Equity
Fund of REITs
Indexed Australasia Property
Indexed Eurozone Ex UK Property
Indexed Global Energy and Metals
Gold
Indexed Inflation Linked Bond
Protected 70
Protected 80
Protected 90
JP Morgan Global Corporate Bond
JP Morgan Global Government Bond
JP Morgan Emerging Market Opp
Dynamic Diversified Growth
Threadneedle American Select
Threadneedle European Select
Threadneedle Global Select
Indexed TopTech 100

2017
0.3
2.2
5.7
7.7
8.7
5.9
6.3
8.3
8.8
3.9
2.1
23.8
16.4
11.6
-0.1
-1.1
21.8
-1.7
-0.8
8.7
3.1
9.3
14.3
19.5
3.5
14.4
-5.7
-2.6
0.6
4.7
2.2
-1.1
3.5
0.1
28.6
6.8
6.3
13.9
14.1
15.9

2016
1.6
4.1
8.5
11.3
9.8
8.1
6.7
6.9
7.4
5.1
14.1
10.4
4.8
4.5
2.1
4.7
11.4
6.3
-0.8
-0.8
17.3
10
5
-11.2
11
3.9
21.5
12.3
3.4
1.4
-0.3
-2
3.2
1.3
17.1
-2.5
17.5
0.1
9
9.8

2015
1
2.6
4.9
6.2
7.9
4.9
10
10.9
11.8
6.3
11.8
5.7
17.5
13.3
1.6
1
0.8
1.8
-0.5
38.5
6
10.7
11.7
27.4
2.4
16.6
-20.2
-2.3
0.1
6.4
4.2
1.3
-0.7
0.6
-11.5
-1.7
9.9
13.9
12.1
21.4

2014
3.3
7.1
14.2
16
7.4
14.6
15.3
16.1
15.8
18.6
28.8
9.2
8.6
13.3

2013

2012

2011

2010

2009

2008

2007

3.9
16.1
17.2
19
6.7
24.7
2.6
23.6
17.6

10.5
13.1
12.6
13.1
12.3
10.2
16.7
28.8
16.2

-1.8
-2
-2.4
-3.4
3.6
-0.9
-8.5
-8
-6.4

11.1
11.4
12.9
5.3
14.7
6.9
6.4
12.3

22.3
25.8
28.1
12.7
11.1
47.3
28.7
18

-30.4
-35.2
-37.8

0.8
-0.2
0.3

-22.9
-49.6
-43.9
-35.8

5.9
20.2
4.6
3.2

20.3
10.5
28.2
-0.3
16
18
17.7
4.3

2.4
1.6
1.5
-0.4
33.7
20.1
20.6
25.5

12.8
19.6
14.6
-0.5
19.6
18.9
13.5
24

6.5
-9.8
6.3
0.4
5.5
0
-3.7
-12.9

1

4.2

12.3

0.4

1.3
-0.2
1.1
19.1
16.9
7.7

3.2
0.1
27.1
28
26
32.3

11.6
3.5
-63.8
-39.7
-36.1
-39.3

-2
3.5
-21.9
-13.7
3.7
11.3

26.1
20.6
-12.4
12.8
4.6
10.4
7.1
2.6
7.2
8.1
12.5
5.1
21.3
12.9
17.1
34.7

-10.3
3.8
-5.3
-31.4
-4.4
13.1
9.3
2.7
-0.2
-0.8

34.5
24.5
-2.9
3.4
10.3
7.5
4.4
0.8

-14.9
-13.2
0.5
14
-1.8
-6.5
-5.6
-3.9

28.2
20.9
16.4
35.4

68.1
36.5
18

-58.3
-35.8
-48.9

19.5

5.9
24.5
15.7
20
29.9

6.4
15
26.4
13.8
15.5

5.3
-1.1
-5.5
6.2

20.6
26.1
22
27.6

31.7
29.9
27.3
49.1

-37.4
-41.4
-38
-39.2

6.6
3
5.8
6.9

Notes: Annual management charges (AMC) apply. The fund performance shown is before the full AMC is applied on your policy. Returns are based on offer/offer performance and do
not represent the return achieved by individual policies linked to the fund.
Source: Zurich Life as at 31/12/17.

Warning: Past performance is not a reliable guide to future performance.
Warning: The value of your investment may go down as well as up.
Warning: Benefits may be affected by changes in currency exchange rates.
Warning: If you invest in this product you may lose some or all of the money you invest.
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Investment insights with Zurich
At Zurich we are always aiming to provide you with all the investment insights, analysis and
commentary that you need. We provide all the information that is essential to keep up to date
with your investments, and to help make the investment decisions that will provide you with the
best outcomes. Across several mediums, including online, print and live we will continue to keep
you up to date and in tune with both global markets and our funds.

Online
Webinars, Pre-Sales Reports, Portoflio Builders, Podcasts and
much more. All designed to help you stay up to date and to keep
your clients informed.

Reports
Showcasing the latest investment thinking, fund updates and
performance information from Zurich Investments.

Analysis

For Financial Advisor
use only.

Zurich Life Dividend Growth Fund
Launch Date

1 July 2005

Fund Size

€186 million

Number of Stocks

110-180

Source: Zurich Life, 31 March 2014.

Providing information on individual funds, market performance,
and investment sales ideas.

High Yield Equity Funds Performance
€200,000

€150,000
€68,278

€93,300

€65,800

€57,600

€55,600

€100,000

€100,000

€100,000

€100,000

€100,000

Zurich Life Dividend
Growth Fund

M&G Global
Dividend Fund

€100,000

€50,000

Warning: Past performance is
not a reliable guide to
future performance.
Warning: The value of
your investment may
go down as well as up.
Warning: Benefits may be affected
by changes in currency
exchange rates.
Warning: If you invest in this
product you may lose
some or all of the
money you invest.
Source: MoneyMate & M&G Investments, April 2014, Currency is
Euro, Returns are based on offer/offer performance and do not
represent the return achieved by the individual policies linked to the
fund. Gross Income Re-invested on Ex-dividend date. Performance
shown is GROSS of annual management charges. Where no gross prices
have been provided, MoneyMate has calculated the gross performance
using the latest annual management charge supplied by the fund
provider. In these cases, the performance will be indicative. *18/07/08 earliest date for comparison of all five funds.

Live
With the Zurich Invesment front office based here in Ireland, and with
a dedicated Investment Sales Team, we are able to provide support
for client presentations, investment seminars, and in-house
investment workshops directly with our fund managers.
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Canada Life (Ind)
CL/Set Equity
Dividend

Aviva L&P High
Yield Fund

Davy (Ind) High
Yield Fund 2

Growth on Initial Investment

Initial Investment of €100,000

Gross Performance to 31/03/14

1 Year

3 Year

5 Year

Zurich Life Dividend Growth Fund

10.3%

46.1%

137.2%

18/07/08* - 31/03/14
73.8%

M&G Global Dividend Fund

8.8%

48.0%

188.3%

104.2%

Canada Life (Ind) CL/Set Equity Dividend

11.4%

32.0%

115.7%

61.6%

Aviva L&P High Yield Fund

6.5%

35.3%

128.2%

61.4%

Davy (Ind) High Yield Fund 2

9.8%

37.9%

112.4%

61.5%
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