
“Irrational exuberance” is a phrase coined in December 1996 by 

the then US Federal Reserve Board Chairman, Alan Greenspan, 

speaking about financial market valuations. Investors interpreted 

this as a warning from Mr Greenspan that the US stock market 

might then have been overvalued, prompting a brief correction.

Today, as we enter 2014, investors seem to be confident about 

the prospects for another strong year in equities. Many of the 

conditions necessary for a continuation of the positive market 

environment we have experienced since late 2011 remain in place, 

namely:

•	 A continuation of very low interest rates and low-inflation 

globally.

•	 Encouraging economic data, suggesting global growth in 

2014 may be in the 3% to 4% range.

•	 While global equity valuations have re-rated strongly over 

the past two years, they are still in line with the long-term 

average and inexpensive.

FIGURE 1: Global PE multiple, in line with the long-term 

average

Source: Barclays Global Equity Strategy 2013

•	 After several years of outflows, positive inflows into equities 

and equity funds had only just commenced in 2013, and 

are likely to continue into 2014, which should put further 

upward pressure on equity prices.

FIGURE 2: For US-based mutual Funds and ETFs, 2013 net 

flows favour equities by a widening margin

Source: UBS Research December 2013

•	 Bond yields globally are still very low by historical standards, 

and if 2014 global growth is in the forecasted range of 

3% to 4% then this could put further upward pressure on 

bond yields, encouraging investors to switch from bonds to 

equities.

So why our more cautious heading for this article?  

Firstly, we have had two very good years for equity markets back-

to-back in 2012 and 2013; in fact in each of these two calendar 

years the US stock market, as measured by the S&P500 index, 

never went under its starting point – which is unusual.
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Secondly, there is a strong consensus among the major investment 

banks we talk to that 2014 may be a good year for global 

equities, with the range from +10% to +17% (Source: Citigroup, 

Barclays, Goldman Sachs, UBS, Deutsche Bank). In our experience, 

a strong bullish consensus view is also unusual and has a good 

chance of not coming through - it suggests that there is significant 

investor complacency and a lot of good news priced into markets, 

which could easily be turned into nervousness on relatively 

insignificant poor news.

Even in Europe, where we have had a series of very worrying 

crises in recent times, the stock markets have recovered strongly in 

anticipation (correctly in our view) of better times ahead.

FIGURE 3: The Easy Money Is Over: Euro Area Equities And 

The Euro Have Regained Crisis Losses

Source: BCA Research

In our opinion, a continuation in 2014 of the double digit returns 

we have experienced over the past two years requires good 

earnings growth. For example, according to Ned Davis Research 

(November 20th 2013), buyers of European stocks are now 

paying 47% more than in June 2012 with roughly similar growth 

expectations. We believe we will get earnings growth in 2014, 

but will it be at a level high enough to propel equity markets 

significantly higher?

Let’s be clear: we are not negative on our 2014 view, simply 

‘inexuberant’ and ‘rational’ taking account of recent strong 

moves. A mid to high single digit global equity market total return 

for 2014 is our expectation, with the risks skewed to the upside if 

we are wrong. Equities are still, in our opinion, the asset class of 

choice, and we believe any significant volatility/downside moves 

can be used by investors to increase equity weightings, where 

suitable. We believe that investors in our funds, which have had 

good returns over the past couple of years, will like our modest 

2014 forecast; our projections may be worth consideration for 

those investors looking to put new monies in our funds- it is 

important the markets don’t run strongly upwards before the 

monies are invested, so as to give further upside potential into 

2015.

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. 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. Discussions around 

equities have been made within the context of portfolio management. The value of investments can rise as well as 

fall. Past performance is not a reliable guide to future performance. Any forecasts are estimates only and are not a 

reliable guide to future performance. Transaction costs, interest and taxation have not been taken into account in such 

forecasts. 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. Investors should 

determine whether an investment is appropriate to their own personal circumstances prior to any investment decision.

‘A mid to high single digit global equity market total 

return for 2014 is our expectation, with the risks 

skewed to the upside if we are wrong.’



Market Data

All data is sourced from Bloomberg as at market close 31st December 2013 and returns are based on index prices in local currency terms, unless otherwise 
stated.

* Source: Bank of America Merrill Lynch

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 2013

US 2.2 3.8 3.3 1.9 1.8 3.0

German 3.0 3.4 3.0 1.8 1.3 1.9

UK 3.0 4.0 3.4 2.0 1.8 3.0

Japan 1.2 1.3 1.1 1.0 0.8 0.7

Ireland 4.3 4.8 9.1 8.4 4.5 3.5

Italy 4.4 4.1 4.8 7.1 4.5 4.1

Spain 3.8 4.0 5.5 5.1 5.3 4.2

Portugal 4.0 4.1 6.6 13.4 6.9 6.1

Corporate Bond Yields* (%) 2008 2009 2010 2011 2012 2013

European Investment Grade 7.1 4.0 3.8 4.4 2.0 2.1

US Investment Grade 7.8 4.9 4.1 3.9 2.8 3.4

European High Yield 25.9 10.2 8.3 12.1 5.6 4.9

US High Yield 19.5 9.2 7.9 8.5 6.7 6.4

Interest Rates 2008 2009 2010 2011 2012 2013

3-Month Euribor € 2.9 0.7 1.0 1.4 0.2 0.3

3-Month Libor £ 2.8 0.6 0.8 1.1 0.5 0.5

US Libor $ 1.4 0.3 0.3 0.6 0.3 0.2

Currency Rates 2008 2009 2010 2011 2012 2013

$/€ 1.4 1.4 1.3 1.3 1.3

£/€ 1.0 0.9 0.8 0.8 0.8

$/£ 1.5 1.6 1.6 1.6 1.6

¥/$ 90.8 93.1 81.2 77.0 86.8

Equity Markets (%) 2008 2009 2010 2011 2012 2013

ISEQ € -66.2 27.0 -3.0 0.6 17.1 33.6

FTSE 100 £ -31.3 22.1 9.0 -5.6 5.8 14.4

DJ EURO STOXX € -46.3 23.4 -0.1 -17.7 15.5 20.5

S&P 500 $ -38.5 23.5 12.8 0.0 13.4 29.6

Dow Jones Industrial $ -33.8 18.8 11.0 5.5 7.3 26.5

NASDAQ $ -40.5 43.9 16.9 -1.8 15.9 38.3

Hang Seng HK$ -48.3 52.0 5.3 -20.0 22.9 2.9

Nikkei 225 ¥ -42.1 19.0 -3.0 -17.3 22.9 56.7

Topix ¥ -41.8 5.6 -1.0 -17.4 18.0 51.5

MSCI Emerging Markets $ -54.5 74.5 16.4 -20.4 14.2 0.9

MSCI World (MSDEWIN Index) -37.6 25.9 19.5 -2.4 14.1 22.9
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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.


