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The week gone by  
 
Global equities (in euro terms) fell sharply last week, their worst individual week in 2014, having reached an all-time-high 
the previous Friday. Euro currency weakness has been a major feature in 2014 (see table below) hiding some poorer local 
currency returns. Equities continue to be supported by the expectation of reasonably strong corporate earnings’ growth and 
low interest rates. In addition, equities remain better value relative to other asset classes despite the rise in price earnings 
multiples.  
 
The global index (in euro terms) fell by 4.9% last week giving a total return year-to-date of 13.4%. All of the major equity 
markets were down heavily in local currency terms last week ranging from minus 2.2% in Australia to minus 6.6% in the 
UK. The bellwether US market was down 3.5%. Markets reacted negatively to the further collapse in oil prices, which hit 
energy stocks in particular, as well as political concerns in Greece. Last week also saw a bout of profit-taking.   
 
Eurozone bond prices overall were up by 0.6% last week and are up an impressive 19.3% year-to-date led by Spain 
(+23.5%). The German 10-year bond yield fell from 0.78% to a fresh all-time low of 0.62%. Prices have been supported in 
recent months by ongoing deflationary concerns and speculation that the ECB may introduce some form of QE. Equivalent US 
yields fell from 2.30% to 2.08%. Commodity prices in general were down by 3.4% (in dollar terms) last week, and down 
heavily (-22.1%) since 20th June, led by the collapse in oil prices which fell 12% last week and by 25% in the last three weeks. 
 
 

 Index 1 Week Return 
05.12.14 to 12.12.14 

Year to Date Return 
31.12.13 to 12.12.14 

  Local Currency 
% 

Euro 
% 

Local Currency 
% 

Euro 
% 

Global (euro) FTSE World            -4.9         -4.9               13.4          13.4 

US S&P 500            -3.5         -4.8  8.3          20.2 

Europe FT/S&P Europe Ex. U.K.            -6.0         -6.0               -1.1          -1.1 

Ireland ISEQ            -4.7         -4.7               11.6          11.6 

UK FTSE 100            -6.6         -7.0               -6.1          -1.2 

Japan Topix            -3.2         -1.9                5.9           4.4 

Hong Kong Hang Seng            -3.1         -4.4               -1.2           9.7 

Australia S&P/ASX 200            -2.2         -4.2               -3.1          -0.4 

Bonds Merrill Lynch Euro over 5 year             0.6          0.6               19.3          19.3 

 
The week ahead  

 

 At the December FOMC meeting (Wednesday) it is expected that the committee will change the forward guidance by 
replacing its pledge to keep rates low for a ‘considerable time’ with new language that emphasizes a data-dependent 
approach to monetary policy. It is expected that the December Empire State manufacturing index (Monday) will rise to 12.0 
(last: 10.2).                              

 It is projected that euro area November final headline and core HICP inflation (Wednesday) to be confirmed at 0.3% and 
0.7% respectively.     

 In the UK, it is expected that November CPI inflation (Tuesday) declined to 1.2% year-on-year (last: 1.3%).   

 Yesterday’s Japanese general election saw a comfortable victory for incumbent PM Shinzo Abe. Mr Abe had called a snap 
general election three weeks ago after the Japanese economy had unexpectedly moved back into recession.       
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Global Outlook  
 

 

 We  remain  overweight  equities  and  underweight  bonds  and maintain 
our  regional  allocations.  Equity  markets  remain  attractive  relative  to 
cash and bonds. 

United States 

 Fundamentally,  the  US  growth  story  appears  intact  and  our  outlook 
remains broadly positive. The  latest non‐farm payrolls  report posted a 
very strong figure versus expectations, company balance sheets remain 
in healthy condition, with  low debt and high cash  levels, valuations still 
appear  reasonable versus historical  standards, given  low  interest  rates 
support a higher than average P/E multiple. On a relative basis (earnings 
yields  on  equities  still materially  exceed  10  year  bond  yields,  despite 
rally  in  equities  in  recent  years.    Markets  anticipate  the  Fed  will 
commence tightening in mid‐2015, albeit at a slow pace. The initiation of 
rate  hiking  could  cause  equity market  volatility  if  announced  sooner 
than expected. The outlook on consumer spending for the remainder of 
2014  appears  favourable  given  low  gas  prices,  even  lower 
unemployment,  wage  rises  in  certain  states  and  lapping  of  fiscal 
headwinds  from  year  ago.  2015  should  see  accelerated  fiscal 
expenditure ahead of the elections in 2016, based on historic patterns of 
spending in pre‐budget years.   

 Some concerns remain, however, given crude oil prices are back at levels 
not  seen  since  2009.  Oil  prices  could  remain  low  for  another  few 
quarters.  Declining  revenues  of  oil  and  gas  producers  will  increase 
solvency risks within the energy industry, driving cross market volatility. 
Capex within the energy sector could be scaled back as project returns 
fall  with  falling  oil  prices,  posing  risk  to  capital  goods  demand  and 
potentially downward revisions to the capex component of GDP.  

Europe & UK 

 Greek  banks  led  the  decline  in  European  stocks  last  week.    If  a 
parliamentary  election  is  called,  the  risk  of  anti‐bailout  part  Syriza 
winning  is reintroduced. Syriza would aggressively seek a write down of 
Greek  debt  held  by  the  ECB  and  euro  area  members,  which  would 
threaten the $57bn ECB bailout funds committed to Greek Banks, driving 
huge volatility in the Euro currency. 

 At its December Governing Council (GC) meeting, the ECB stopped short 
of announcing new policy easing measures. Draghi’s speech conveyed a 
greater  sense  of  urgency  around  the  need  to  act.  The  market  now 
expects announcement of QE in Q1 2015. PMI data remains soft. Q3 Euro 
Area GDP was driven by  consumption but dragging down by net  trade 
and  inventories.  Low  energy  prices  offset  the  inflation  lift  the weaker 
Euro  provides.  Catalysts  to  lift  equity  markets  include  credible  policy 
reform  in  France  and  Italy  or  news  of QE  by  the  ECB, which  is  edging 
closer. 

 The UK government  is approx. half way through the required  fiscal cuts 
creating a headwind for the UK economy. Strong business and consumer 
confidence  levels  indicate  some  momentum  is  left  in  pockets  of  the 
economy.  However,  overall  consumer  debt  levels  remain  high. Wage 
growth  remains a key  focus of  the MPC but  is  still absent, pushing out 
expectations  around  timing  of  rate  rises.  Headline  inflation  is 
decelerating, weakened by low energy and food prices.  

Rest of World 

 People  Bank  of  China  cut  deposit  and  lending  rates  by  25  and  40  bps 
respectively, the  first cut since 2012. Equity markets  reacted  favourably 
and further rate cuts throughout 2015 are expected as the PBOC look to 
stimulate the economy.  

 The additional monetary expansionary measures announced by  the BoJ 
in recent weeks will involve annual purchases of a size equivalent to 15% 
of  the  Japanese  economy.  The  Yen  should  remain  weak  as  the  BOJ 
implements  its monetary  easing,  a positive  for  inflation  and  exports  in 
Japan. Japanese exports should benefit as other major economic regions 
grow.  The  recovery  trend  remains  intact  in  Japan,  broadly,  and  is 
supported by the continued expansion of the monetary base. Valuations 
in  the  region  look  attractive,  relatively,  and  earnings  revisions  have 
turned positive. 

 Export led Emerging markets may see some benefit from an accelerating 
US  economy,  easy  monetary  policy  in  Europe  and  PBOC  rate  cuts; 
however, this will be overshadowed by the headwinds  facing Emerging 
markets, including rising US interest rates, a stronger US$, and negative 
sentiment  and  uncertainty  around  China.  This  may  keep  investors 
sceptical on emerging markets in the near term. 

Central Bank Watch: 

 Whilst  the  general  economic  backdrop  for  2014  still  continues  to 
necessitate a  reasonably  loose monetary policy  in several of  the major 
regions,  the  Fed  are  expected  to  withdraw  some  of  their  policy 
accommodation with rate rises on the horizon and the BoE are likely on 
a  similar  course  but  with  a  time  lag.  In  contract,  the  ECB  and  BoJ 
continue with easy policy as they look to stimulate growth and inflation. 

 The level of slack in the U.S. labour force participation rate remains a key 
focus of the Fed, particularly the debate over secular vs cyclical drivers, 
and expectations around the timing of rate rises feed off this. The tone of 
their latest meeting minutes was incrementally more hawkish. Rate rises 
are expected in mid‐2015 with the magnitude of the initial hike expected 
to be small.  
  

 In  Europe,  Draghi’s  latest  speech  caused  the market  to  bring  forward 
expectations around the timing of QE, with rumours Jan 2015 will see an 
announcement.  Implementation  of  QE  could  prove  difficult  with 
speculation  of  escalating  tensions  and  Draghi  facing  a  number  of 
opponents  including  Germany,  Luxembourg  and  Holland.  Previously 
Draghi had announced the targeting of balance sheet asset levels of $3tn, 
from current balance sheet  levels of $2tn. The balance sheet expansion 
was  unanimously  supported  by  the  Governing  Council  and  Draghi 
reasserted  that  they may  alter  the  pace,  size  and  composition  of  the 
“intended” balance sheet expansion should it be required. 

 Wage growth  remains a key  focus of  the MPC but  is still absent. Wage 
levels  combined  with  the  other  economic  headwinds  have  led  to 
expectations around timing of rate rises being pushed out. 

 Japanese monetary policy  is expected to remain  loose for some time to 
come  given  the  latest announcement of  further QE. Abe’s efforts have 
broken  the  two‐decade  cycle of deflation, although,  inflation  is  still  far 
from the 2% target level and this was cited as one of the reasons for the 
additional measures.  

Positioning 

 Zurich  Life  funds  are overweight  in  equities  and underweight  in bonds 
versus  the manager  average.  The  funds  are  underweight  utilities  and 
energy and overweight consumer goods and  industrials. Geographically, 
the  funds  are  underweight  the  UK  and  Europe,  neutral  Asia  Pacific, 

slightly  overweight  Ireland  and  overweight  Japan  and  North  America. 

 

 

 

This outlook does not constitute an offer and should not be taken as a recommendation from Zurich Life.  
Advice should always be sought from an appropriately qualified professional. 

 


