
 Equities: three steps forward, two steps  

 backwards

Last year’s outlook was titled ‘Rational Inexuberance’, and 

contained a relatively conservative forecast that global equity 

markets would produce a mid-to-high single-digit total return  

for 2014.

The global equity market return for 2014, as measured by the 

MSCI World Daily Net Total Return Index (in euros) was 19.5%. 

The same index in local currencies (i.e. not translated back 

to euros) rose only 9.8% in 2014, illustrating the significant 

(beneficial) effect last year to Euro-based investors of the  

stronger US dollar and sterling (the US$ strengthened by  

almost 12% versus the euro in 2014).

The medium-term outlook for global equities remains positive. 

This view is driven by the persuasive macro background,  

as follows:

• 2015 should see global growth accelerate modestly to  

about 3.5%, driven largely by the US, China and India.

FIGURE 1: Contribution to Global GDP Growth 2014-15  

(PPP weighted)

Source: IMF, DB Estimates

• We expect interest rates and inflation to remain very low 

globally, although we expect, as does the market, that US 

and UK interest rates will start to rise slightly sometime 

in 2015. We have seen evidence last year that the very 

low deposit rates are pushing investors to look at other 

potentially higher yielding asset classes such as equities.
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• Wall Street is the driver of equity market direction, so we 

take comfort from our analysis that the US economy seems 

to be still mid-cycle, and also is a beneficiary of the faltering 

oil price, thus suggesting a recession/profits collapse is still 

some time away – see the chart below which shows the 

‘Davy US Economic & Business Cycle Indicator’ developed by 

J&E Davy’s Head of Global Investment Strategy, Brian O’Reilly 

and his team.

FIGURE 2: Davy US Economic & Business Cycle Indicator

Source: Davy

WARNING: Past performance is not a reliable guide to 

future performance. 

• Bonds remain unattractive, with yields in the major 

sovereigns at extremely low levels:

TABLE 1: 10-Year Sovereign Bond Yields 

Country Yield

Germany 0.46%

France 0.76%

Ireland 1.20%

UK 1.62%

US 2.98%

Japan 0.30% 

Source: Bloomberg

WARNING: Past performance is not a reliable guide to 

future performance. 

I know I sound like ‘The Boy Who Cried Wolf’, but we believe 

monies will flow from bond assets into potentially higher 

yielding assets such as equities and property.

So why the note of conservatism in the heading for this article?

Firstly, history suggests some caution following the recent good 

years. According to SG Cross Asset Research (Outlook 2015 

report), since 1875 the S&P 500 (US stock market index) has never 

risen for seven calendar years in a row. 2014 was the sixth in a 

row since 2008, so not a promising historical context for 2015.

Secondly, valuations continued to move higher in 2014, so that 

today they are around the long-term average – the chart below 

illustrates the price-to-earnings ratio for global equities (MSCI 

World Index). You can see the 50% re-rating in equity valuations 

since late 2011.

FIGURE 3: MSCI World Index (F) P/E Ratio

WARNING: Past performance is not a reliable guide to 

future performance. 

Equity valuations could of course continue to increase, but it’s 

our view that we need reasonable earnings growth in 2015 to 

justify current levels. We remain constructive that global earnings 

can grow meaningfully in 2015 (high single digits), given our 

economic growth forecasts, but in our opinion, current valuations 

do not provide much of a safety net if there are some earnings 

disappointments during the year.

Thirdly, there are a number of known risks ahead of us in 2015, 

which, at the very least, could cause market setbacks and 

increased volatility. Downside risks include:
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1. Another crisis returns to Europe: The market’s faith in the 

ECB and its ability to stimulate growth weakens further.

2. The Fed raises rates in the US at perhaps a faster rate rise 

cycle than is currently priced surprising investors negatively 

and leading to a sell-off.

3. China hard landing: growth fails to rebalance itself to the 

‘magic’ 7.5%, with the risk of a financial/property crisis.

4. Geopolitical Risk: further rise in geopolitical tensions, in 

particular Russia, Syria and North Korea. Russia has been 

a constant risk since it invaded Ukraine, but had not really 

impacted financial markets until the recent oil price collapse 

put huge pressure on its economy. Meanwhile, tensions with 

North Korea are growing after recent Sony hacking incident.

5. High Yield and/or Emerging Market bond market(s) 

collapse(s), bringing to the forefront the potential illiquidity 

issues which I have highlighted a number of times last year. 

This could cause a knock-on negative effect on other asset 

classes.

6. EM contagion: brought on by the start of US Fed’s QE 

tightening, or a slowdown in China, or an escalation of the 

Russian crisis.

We can map the probability of these risks becoming reality and 

also their likely impact on financial markets in the chart below.

So history, valuations and potential risks conspire to make us more 

cautious about our 2015 outlook for global equities. We see a 

mid single-digit return from equities, but with the possibility of 

increased volatility, more setbacks and a 10%+ correction at some 

stage. But our medium-term outlook remains positive overall – 

we forecast a 15% to 20% total return in global equities from 

today by early 2017, as the longer-term positive factors kick in, 

indicating that market pullbacks should continue to be viewed as 

opportunities to add to equity holdings.

Summary:

• We remain positive on equities over the next two to 

three years, but expect a below-average, mid single-digit 

return in 2015.

• In addition, we believe volatility will increase and that 

there is a significant probability of a 10% setback over 

the course of 2015.

• These corrections should not deter long-term investors 

from retaining their equity weighting, and perhaps to use 

them to add to their equity holdings.

• We know it’s boring to hear, but ‘quality’ stocks should 

outperform with less volatility in this environment.

WARNING: Past performance is not a reliable guide to 

future performance. Some figures are forecasts, which 

are only estimates. They should not be relied upon to 

make investment decisions.
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This document does not constitute an offer for the purchase or sale of any financial instrument, trading strategy, 

product or service. No one receiving this document should treat any of its contents as constituting advice or a personal 

recommendation. It does not take into account the investment objectives or financial situation of any particular person. 

All investments involve a degree of risk. Equities may involve a high degree of risk and may not be suitable for all 

investors. Government bonds and cash deposits, although considered the safest assets, are not devoid of risk (e.g. 

inflation risk, credit risk, currency risk, etc.). Funds can vary greatly and investors should examine carefully the fund’s 

structure, investment objective, fees and risks prior to any investment decision. There are different reasons why an 

investor would choose to invest in a particular asset class or fund and each investor must consider the inherent risks 

therein based on his/her own personal circumstances. The value of these investments can rise as well as fall. There is no 

guarantee that the investments discussed will achieve results comparable to those achieved in the past or that capital 

will be returned to investors. Neither past experience nor the current situation are necessarily accurate guides to the 

future. 

 Remain underweight bonds (in multi-asset    

 portfolios)

The big surprise of 2014 was the continuing decline in bond 

yields, particularly in the US and Europe. The BoAML Euro 

Over 5 Year Bond Index produced a return of 20.5% in 2014, 

confounding many forecasts, including our own, that bond yields 

would rise in 2014. Instead the German 10-year bond yield fell 

from 1.66% to 0.54% over the year, while the Irish 10 year bond 

ended the year yielding 1.25%. It seems incredible that Ireland, 

Spain and Italy can all borrow 10-year money today for less than 

the US. Weak growth in Europe and an increasing threat of 

deflation means the ECB is likely to keep interest rates extremely 

low for several years and also introduce stimulatory measures. 

These moves by the ECB suggest that bond yields in Europe will 

remain at very low levels for longer than previously anticipated, 

but with the yields so low we maintain our underweight stance.

 Overweight Irish commercial  

 real estate

Property continues to perform strongly, particularly in the UK and 

Ireland. We believe Irish commercial property returns for 2014 will 

exceed 20%, and will be high single-digit in 2015.

The bulk of the activity in the Irish sector was initially driven by 

international investors but more recently domestic institutional 

investors, including REITs and hotel operators, have become more 

active.

Note that the managed/balanced/diversified growth funds we 

manage currently have an overweight allocation to Commercial 

Property (Prescient Select Portfolio – The Managed Fund, Trilogy 2 

and LOGIC).



Market Data

WARNING: Past 
performance is not a 
reliable guide to future 
performance. The value 
of your investment may 
go down as well as up. 
Returns on investments 
may increase or decrease 
as a result of currency 
fluctuations.

10-Year Government Bond Yields (%) 2010 2011 2012 2013 2014

US 3.3 1.9 1.8 3.0 2.2

German 3.0 1.8 1.3 1.9 0.5

UK 3.4 2.0 1.8 3.0 1.8

Japan 1.1 1.0 0.8 0.7 0.3

Ireland 9.1 8.4 4.5 3.5 1.3

Italy 4.8 7.1 4.5 4.1 1.9

Spain 5.5 5.1 5.3 4.2 1.6

Portugal 6.6 13.4 7.0 6.1 2.7

Corporate Bond Yields* (%) 2010 2011 2012 2013 2014

European Investment Grade 3.8 4.4 2.0 2.1 1.2

US Investment Grade 4.1 3.9 2.8 3.4 3.2

European High Yield 8.3 12.1 5.6 4.9 4.5

US High Yield 7.9 8.5 6.7 6.4 6.9

Interest Rates 2010 2011 2012 2013 2014

3-Month Euribor € 1.0 1.4 0.2 0.3 0.1

3-Month Libor £ 0.8 1.1 0.5 0.5 0.6

US Libor $ 0.3 0.6 0.3 0.2 0.2

Currency Rates 2010 2011 2012 2013 2014

EUR/USD 1.3 1.3 1.3 1.4 1.2

EUR/GBP 0.9 0.8 0.8 0.8 0.8

EUR/AUD 1.3 1.3 1.3 1.5 1.5

EUR/NOK 7.8 7.7 7.3 8.3 9.0

EUR/JPY 108.5 99.7 114.5 144.7 144.9

Equity Markets Price Return (%) 2010 2011 2012 2013 2014

ISEQ € -3.0 0.6 17.1 33.6 15.1

FTSE 100 £ 9.0 -5.6 5.8 14.4 -2.7

DJ EURO STOXX € -0.1 -17.7 15.5 20.5 1.7

S&P 500 $ 12.8 0.0 13.4 29.6 11.4

Dow Jones Industrial $ 11.0 5.5 7.3 26.5 7.5

NASDAQ $ 16.9 -1.8 15.9 38.3 13.4

Hang Seng HK$ 5.3 -20.0 22.9 2.9 1.3

Nikkei 225 ¥  -3.0 -17.3 22.9 56.7 7.1

Topix ¥ -1.0 17.4 18.0 51.5 8.1

MSCI Emerging Markets $ 11.9 -14.9 13.9 0.9 2.5

MSCI Global Equities $ 8.3 -8.5 13.2 22.9 7.2

BoAML Euro Over 5 Year Bond Index

(%)

2010 2011 2012 2013 2014

3.9 3.9 15.4 2.4 20.6

Government Bond Yields (%) 2010 2011 2012 2013 2014

Germany 3.0 1.8 1.3 1.9 0.5

France 3.4 3.2 2.0 2.6 0.8

Ireland 9.1 8.2 4.5 3.5 1.3

UK 3.4 2.0 1.8 3.0 1.8

US 3.3 1.9 1.8 3.0 2.2

Japan 1.1 1.0 0.8 0.7 0.3

All data is sourced from Bloomberg as at market 
close 31st December 2014 and returns are based 
on index prices in local currency terms, unless 
otherwise stated.

* Source: Bank of America Merrill Lynch
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IMPORTANT INFORMATION 

The information contained in this document does not purport to be comprehensive 
or all inclusive. It is not investment research or a research recommendation for the 
purposes of regulations, nor does it constitute an offer for the purchase or sale of 
any financial instruments, trading strategy, product or service. No one receiving this 
document should treat any of its contents as constituting advice. It does not take into 
account the investment objectives or financial situation of any particular person. It is 
for informational and discussion purposes only. References to past performance and 
estimates are for illustration purposes only. Past performance is not a reliable guide to 
future performance. Estimates used are for illustration purposes only.

This information is summary in nature and may rely heavily on estimated data 
prepared by Davy Asset Management as well as other data made available by third 
parties and used by Davy Asset Management in preparing these estimates. Statements, 
expected performance and other assumptions are based on current expectations, 
estimates, projections, opinions and/or beliefs of Davy Asset Management at the 
time of publishing. These assumptions and statements may or may not prove to be 
correct. Actual events and results may differ from those statements, expectations 
and assumptions. Estimates, projections, opinions or beliefs are not a reliable guide 
to future performance. In addition, such statements involve known and unknown 
risks, uncertainties and other factors and undue reliance should not be placed 
thereon. Certain information contained in this document constitutes ‘forward looking 
statements’, which can be identified by the use of forward-looking terminology, 
including but not limited to the use of words such as ‘may‘, ‘can‘, ‘will’, ‘would‘, 
‘should’, ‘seek’, ‘expect’, ‘anticipate’, ‘project’, ‘target’, ‘estimate’, ‘intend’, ‘continue’ 
or ‘believe’ or the negatives thereof or other variations thereon or comparable 

terminology. Due to various risks and uncertainties, actual events or results, the actual 
outcome may differ materially from those reflected or contemplated in such forward-
looking statements. 

There can be no assurances that any projections are attainable or will be realised or that 
unforeseen developments or events will not occur. Accordingly, actual realised returns 
may differ materially from any estimates, projections, opinions or beliefs expressed 
herein. Economic data, market data and other statements regarding the financial 
and operating information that are contained in this document, have been obtained 
from published sources or prepared by third parties or from the partners, developers, 
operators and sponsors involved with the properties and entities comprising the 
Investment. While such sources are believed to be reliable, Davy Asset Management 
shall have no liability, contingent or otherwise, to the user or to third parties, for the 
quality, accuracy, timeliness, continued availability or completeness of same, or for 
any special, indirect, incidental or consequential damages which may be experienced 
because of the use of the data or statements made available herein. As a general 
matter, information set forth herein has not been updated through the date hereof 
and is subject to change without notice. Our conflicts of interest management policy is 
available at www.davy.ie. This document and its contents are proprietary information 
and products of Davy Asset Management and may not be reproduced or otherwise 
disseminated in whole or in part without Davy Asset Management’s written consent.

This document has been made available on the express understanding that any 
written information contained herein or otherwise made available will be kept strictly 
confidential and is only directed to the parties to whom it is addressed.

THIS DOCUMENT HAS BEEN PREPARED FOR USE BY FINANCIAL 

ADVISORS ONLY. IT IS NOT INTENDED FOR DISTRIBUTION TO 

RETAIL CLIENTS OR CONSUMERS.


