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Markets stabilise following 
volatility spike 
Global stock markets have generally regained 
much of the ground lost in the sell-off at the 
end of January and the start of February. 
However, there are a few exceptions, such as 
the UK. It’s also important to highlight that 
the recent volatility spike was quite peculiar 
given it was limited to equities, with bonds and 
currencies little affected. 

Looking forward there’s certainly debate about 
the outlook for stock markets. On the one hand 
there are concerns about company valuations, 
higher interest rates and political tensions. 
On the other hand, company profits are strong 
and analysts are upgrading estimates for 
future growth on the back of some very upbeat 
economic data. On balance, at Standard Life 
Investments we remain quite positive about 
global equities because of this. 

UK interest rates look to be on 
the move
The Bank of England has indicated that the 
pace of interest rate increases could speed up 
if the economy remains on its current track. So 
the market is paying very close attention to the 
speeches and statements from Monetary Policy 
Committee (MPC) members.

Economic data clearly support some rate 
moves, as there are still upward pressures on 
inflation from generally tight labour markets. 
All things considered, the MPC is expected to 
move interest rates up twice this year, in May 
and November. Of course a variety of factors 
could cause the MPC to change its mind – 
currency volatility and Brexit are just two.

What does the Federal Reserve 
have planned?
As the Federal Reserve (the Fed) took no 
action to raise rates at its January meeting, the 
money markets have priced in an interest rate 
increase at the March meeting of the US central 
bank. Investors are looking further ahead, and 
debating whether there will be three or four 
rate moves this year. 

On top of the underlying strength of the US 
economy, there’s considerable discussion 
about the full extent of the tax cuts and 
spending increases passed by the Trump 
Administration and Congress in recent weeks. 
With that in mind, economists are busy raising 
their forecasts for economic growth in the US in 
2018 and 2019 towards 2.75%, even 3%. That 
will keep the US bond market under pressure. 
With these prospects of stronger US growth 
in mind, we now expect up to eight hikes over 
the next two years, around double the pace 
currently priced into markets. This will be quite 
different to the more gradual adjustment still 
anticipated in other developed markets, such 
as the Eurozone and Japan. Currency volatility 
could be one consequence. 

Brexit and the outlook on Europe 
Despite complex Brexit negotiations and 
the UK’s upcoming departure from the 
European Union (EU), there doesn’t appear to 
be a significant negative impact on Europe’s 
economic performance. The UK economy has 
certainly slowed since the Brexit referendum, 
for example there’s less demand for EU exports. 
But this has been more than offset by two other 
factors supporting the European economy.

February market review 2018
An outlook on worldwide markets

For financial advisers only

In this month’s market review Andrew Milligan, Head of Global 
Strategy at Standard Life Investments, looks at how global markets 
are performing and what’s next for interest rates. He also considers 
the outlook for Europe in the face of Brexit uncertainty and what 
opportunities lie ahead.



02/02MMR16  V01  0318  © 2018 Standard Life Aberdeen. All rights reserved.

(01) 639 7000    www.standardlife.ie   customerservice@standardlife.ie
Standard Life Assurance Limited is authorised by the Prudential Regulation Authority in the UK and is regulated by the Central Bank of Ireland 
for conduct of business rules. Standard Life Assurance Limited is registered in Ireland (905495) at 90 St Stephen’s Green, Dublin 2 and Scotland 
(SC286833) at Standard Life House, 30 Lothian Road, Edinburgh EH1 2DH. Calls may be monitored and/or recorded to protect both you and us 
and help with our training. Call charges will vary.

One is the upturn in global trade and 
manufacturing activity in recent months – 
Germany benefits a lot from Chinese demand 
for example. The second is a virtuous circle; as 
unemployment comes down across Europe so 
consumer confidence and household spending 
start to rise. One of the reasons why many EU 
citizens recently living in the UK have returned 
home is because it’s easier to get a job there. 

Looking ahead, our outlook for Europe is 
positive. The Eurozone upswing shows only 
minor signs of cooling in early 2018 and there 
are clear signs of strong growth leading to 
rapid job creation and lower unemployment. 
We remain quite positive about European 
equities as a consequence.

Opportunities in emerging markets
At Standard Life Investments, we like emerging 
market assets - both equities and, to a lesser 
extent, bonds. We’re seeing economists raising 
their estimates for North America and Europe, 
with only a moderate slowdown expected 
in China. This economic backdrop supports 
emerging market exporters. 

There are some imbalances of course. 
Industrial production in the region has been 
growing more slowly than in developed 
markets while credit growth continues to 
decelerate. But, in the main, the debt levels 
and current account positions of most of the 
larger emerging market countries are quite 
sustainable. 

In a world of low interest rates, the attractions 
of higher yielding emerging market debt are 
also apparent. Of course, if President Trump 
launches a trade war, then all bets are off! At 
present though we think it more likely that his 
new tariff announcements will remain focused 
so the US economy and financial markets 
aren’t too negatively affected.
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For an in-depth look at what’s happening in 
global markets, read the Aberdeen Standard 
Investments Global Outlook February 2018

https://ireland.standardlifeinvestments.com/GS_Monthly_Outlook.pdf

