
Background

Just like last year, within a few weeks of issuing my longer-term 

positive forecasts, equity markets stalled and slid backwards.

So far, global equity markets are down some 8% since the late-

May peak, with Japan and Emerging Markets down 17% and 

11% respectively.

FIGURE 1: MSCI All Country World Index, May 2012-June 

2013

Source: Bloomberg

Rising bond yields and the recent US Fed statement about 

reducing quantitative easing (‘QE’) are generally cited as the main 

factors behind this sell-off. The US 10-year bond yield has risen 

sharply in recent weeks, as investors exit in a panic.

FIGURE 2: US 10-Year Government Bond Yields, December 

2012-June 2013

Source: Bloomberg

Regular readers know that we have long-thought that bond 

yields were too low, and that equities have offered better upside 

potential. Highly-rated sovereign bond yields are still relatively low, 

and we believe they can rise further. Other asset classes which 

some investors thought had become relatively ‘safe’ have also 

fallen in value significantly in recent weeks, such as Emerging 

Market Bonds, Emerging Market Currencies and Gold: see Figures 

3-5 overleaf.
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WARNING: Past performance is not a reliable guide to 

future performance.

FIGURE 3: Emerging Market Bond Yields, December 2012-

June 2013

Source: Bloomberg

FIGURE 4: Indian rupee versus euros, December 2012-June 

2013

Source: Bloomberg

FIGURE 5: Gold, December 2011-June 2013

Source: Bloomberg

We expect this corrective phase may continue over the summer 

months. From a longer-term viewpoint, we believe this 

consolidation phase is a healthy development as it will bring back 

a heightened sense of risk and remove the investor complacency 

that had built up in the spring – both of which are essential to 

keep the bull market going.

Davy Asset Management Outlook

The underlying positive fundamental framework of global equity 

markets that has driven our medium-term positive view has 

not changed, despite the recent and on-going correction. Our 

fundamental positive thesis for equities remains firmly in place. 

Recent statements by the US Fed on tapering and ending QE 

have unsettled financial markets but will, in our opinion, only 

occur if the Fed is convinced that sustainable economic growth 

has returned, and that is positive in the longer-term for equities. 

This backdrop is more positive for developed markets, and in our 

view for the first time in many years, developed market growth 

prospects look healthier than their Emerging Market counterparts 

– this suits the bias of the Davy funds which are overweight the 

US and Europe versus Emerging Markets.

The Fed’s statements also reinforce our negative view on highly-

rated sovereign and corporate bonds, and we believe bond yields 

will continue to rise. Rising yields are also another indication that 

the US economy is improving and ‘normalising’, although it is one 

of the reasons for the current equity market correction. 

On the other hand, continued economic weakness in Europe 

suggests that interest/deposit rates will remain very low. Rollover 

deposit rates continue to face downward pressure.

Recent Correction 

By the end of May 2013, the US S&P 500 Index was up 24% since 

the summer 2012 lows. Given this strong return, we believe the 

market had gotten ahead of itself given the modest economic 

performance in the US and weakening global growth outlook 

on the back of Emerging Market and European issues. However, 

on a longer-term outlook we believe equity markets are in the 

midst of a multi-year multiple expansion very similar to that of the 

mid-1980s and mid-1990s. While that does not guarantee the 

similarities will continue, we believe investors are far too focused 

on short-term negative issues versus the simple medium-term 

direction of fundamental change and valuation trend, which 

remains positive. 

The longer-term positive thesis remains intact, driven by the 

following:

 f Inflation remains low.

 f Interest rates, albeit potentially starting to rise in 2014, 

remain very low.

 f Companies have strong financial positions.
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WARNING: Past performance is not a reliable guide to 

future performance.

The document does not 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 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. 

Government bonds and cash deposits, although considered the safest assets, are not devoid of risk. Discussions around 

these asset classes have been made within the context of portfolio management. There are different reasons why an 

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

based on his/her own personal circumstances. The value of 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. Neither past experience 

nor the current situation are necessarily accurate guides to the future.

 f The US economy is in a positive trajectory (hence the 

rationale for tapering).

 f EPS estimates are trending higher.

 f The potential move from bonds to equities has not yet 

commenced in a significant way.

In order to assess how equity markets behave after strong rallies 

such as the one we have just experienced, our colleagues in 

J&E Davy examined the history of the last 40 years for similar 

periods of market resilience. There were eight other occasions 

over that period when equities have experienced similarly strong 

momentum over a 12-month period (1971, 1975, 1983, 1986, 

1997, 1998, 2004 and 2010). While each period had its own 

specific nuances, analysing what happened after the momentum 

peaked during those bull markets yielded some interesting results.

FIGURE 6: How do markets perform after strong rallies?

MSCI World Total Return after momentum peaks: +3, +6 and +12 

months, in %

Source: MSCI, Davy

Note: Data used in this chart is from 1970-2013. ‘Average’ equals the 
simple average of the eight periods identified with similarly strong 
momentum to today since 1970.

As Figure 6 illustrates, although returns tended to be mixed in the 

three to six months after momentum peaked, looking out over 12 

months, global equity markets increased over 15% on average, 

(and returns were positive in every single period on a one-year 

time horizon). 

This suggests that putting money into equities after a strong rally 

has not necessarily led to poor returns for those with a sufficiently 

long enough time horizon.

Conclusion 

We believe the current volatility in equity markets will be short-

lived, and that positive fundamentals will re-assert themselves and 

allow equity markets to regain positive momentum. In our view, 

bonds remain unattractive, euro deposit rates will remain very low, 

and investors have been given another opportunity to invest in 

equities at attractive prices.
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Market Data

All data is sourced from Bloomberg as at market close 31st December 2012 and returns are based on index prices in local currency terms, unless otherwise stated.

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 (%)

2008 2009 2010 2011 2012

US 2.2 3.8 3.3 1.9 1.8

German 3.0 3.4 3.0 1.8 1.3

UK 3.0 4.0 3.4 2.0 1.8

Japan 1.2 1.3 1.1 1.0 0.8

Ireland 4.3 4.8 9.1 8.4 4.5

Italy 4.4 4.1 4.8 7.1 4.5

Spain 3.8 4.0 5.5 5.1 5.3

Portugal 4.0 4.1 6.6 13.4 6.9

IP00 Index – EM Bond 

Index

39.3 -31.5 -8.1 5.6 -30.6

Commodities (%) 2008 2009 2010 2011 2012

Gold $ 5.8 24.4 29.5 10.1 7.1

Equity Markets (%) 2008 2009 2010 2011 2012

ISEQ € -66.2 27.0 -3.0 0.6 17.1

FTSE 100 £ -31.3 22.1 9.0 -5.6 5.8

DJ EURO STOXX € -46.3 23.4 -0.1 -17.7 15.5

S&P 500 $ -38.5 23.5 12.8 0.0 13.4

Dow Jones Industrial $ -33.8 18.8 11.0 5.5 7.3

NASDAQ $ -40.5 43.9 16.9 -1.8 15.9

Hang Seng HK$ -48.3 52.0 5.3 -20.0 22.9

Nikkei 225 ¥ -42.1 19.0 -3.0 -17.3 22.9

Topix ¥ -41.8 5.6 -1.0 -17.4 18.0

MSCI All Country World 

Index

14.0 -2.4 19.5 25.9 -37.6

MSCI World Total 

Return Index

-40.9 26.2 8.3 -8.5 13.2
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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.


