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JANUARY 2023 MARKET PULSE

STRONG START TO THE YEAR
FOR EQUITIES AND BONDS

Both equities and bonds enjoyed a strong start to the year, boosted by rising
hopes of an economic ‘soft landing’, whereby inflation continues to decline
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Irish Life Investment
Managers Limited (ILIM)

while recession is avoided. The global growth outlook improved, spurred
by China’s economic reopening and the continued recovery of European
sentiment and economic activity - the eurozone appears to have avoided

a recession, with modestly positive growth recorded in the fourth quarter.
Central banks are likely to pause interest rate rises later this year, though
they are still planning some further increases and pushing back against
investors’ expectations of rate cuts in the second half.

Inflation falling

Inflation continued to fall, with US headline inflation down to

6.5% year-on-year (y/y) in December, from a high of 9.1% in June.
Eurozone inflation also surprised to the downside at 9.2% y/y from
the recent high of 10.6%, although core inflation rose slightly to 5.2%
y/y. Evidence of easing wage pressures in the US - as average hourly
earnings growth fell to 4.6% y/y - added to hopes that inflation will
continue to fall.

China reopening

Activity data in China slowed as the surge in Covid cases, following
the lifting of restrictions, contributed to short-term disruptions;
however, industrial production, retail sales and investment

were better than expected. More importantly, sentiment surveys
improved, with Chinese Purchasing Manager Indices (PMIs)
rebounding strongly back into expansionary territory (above 50).
The Chinese authorities announced new measures to support the
important property sector and committed to ensuring a strong
economy, with regions announcing growth targets of 5.5%+ for the
year.

Eurozone economy picks up

The eurozone appears to have avoided a recession, with fourth
quarter GDP rising 0.1%, quarter-on-quarter (q/q). However,
excluding Ireland, where Q4 GDP grew 3.5% q/q, growth was flat

to slightly down. The backdrop has, nevertheless, significantly
improved in recent weeks, with gas prices down to €58 MWh from a
December high of €154 MWh, as the weather has been unseasonably
warm and gas storage levels across Europe are well above normal.
While still sluggish, activity levels across Europe have picked up.
Sentiment surveys have shown a noticeable improvement, with
PMIs back above 50.

US economy loses some momentum

In contrast to Europe and China, the US economy appears to

have lost some momentum. Activity surprised to the downside at
year-end, with industrial production and retail sales falling -0.7%
and -1.1% month-on-month, respectively. Sentiment surveys have
weakened as highlighted by the ISM services reading falling to 49.6.
The labour market remains strong, however, with unemployment
back to a 50-year low of 3.5% and initial unemployment claims
remaining very low versus history. Q4 GDP surprised positively at an
annualised rate of 2.9% g/q.

Central banks

US Federal Reserve (Fed) rhetoric remained hawkish. The minutes
for the December policy meeting noted that an unwarranted easing
of financial conditions, if driven by a misperception of the Fed’s
reaction function, would complicate the central bank’s efforts to
achieve price stability. The Fed highlighted that its guidance for
interest rates is above market expectations and underscored its
determination to lower inflation.

European Central Bank (ECB) minutes and commentary were
hawkish. Rumours that the ECB might only raise rates by 25 basis
points (bps) in February were quickly quashed, with ECB President
Lagarde encouraging investors to revise their expectations on rates
and to expect more tightening for longer.

Despite speculation over further possible changes to the allowable
trading range for Japanese 10-year bond yields, the Bank of Japan
left policy unchanged. Additional policy tightening is possible when
the new Bank of Japan Governor takes over in April.
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MARKET ROUND-UP

Equities

The MSCI AC World equity index rose 6.5% (5.3% in euros)
over January.

European equities outperformed, rising 7.9% (7.5% in
euros) as the growth outlook improved amid falling gas
prices, rising sentiment and activity levels, and China’s
reopening, which should benefit Europe.

Emerging market (EM) equities rose 6.6% (6.0% in euros) as
growth forecasts for China were revised higher on the back
of the full reopening of the economy and ongoing support

measures for the property sector.

The UK lagged, rising 4.1% (4.7% in euros). Increasing wage
pressures in a tight labour market suggested further policy
tightening is required, despite the soft economic backdrop
where consumption has disappointed and the housing
market remains very weak.

Japan also lagged, rising 4.7% (4.4% in euros) as the yen
strengthened on the back of tighter policy and higher
bond yields following the widening of the trading range for
10-year yields. The stronger yen is negative for exporters.
Further tightening of policy is anticipated in coming
months, during which a new Bank of Japan Governor will
be appointed.

Bonds

The Eurozone >5 year bond index rose 3.0%. Having
reached an 11-year high at year-end, the German 10-year
yield fell to 2.29% as eurozone inflation fell to 9.2% y/y.
While ECB rhetoric remained hawkish, investors seemed
more sanguine and discounted a less aggressive tightening
path than suggested by ECB commentary. The German
10-year yield hit a low of 1.97% during the month but then
rose as the ECB pushed back against some of the more
dovish expectations in relation to the pace and scale of
tightening. Peripheral spreads narrowed, with Italian
10-year spreads against Germany falling to 186bps, while
Spanish 10-year spreads declined to 99bps.

European investment grade corporate bonds rose 2.0%
as yields fell 27bps to 3.91%. Spreads were down 15bps
to 146bps as the economic outlook improved. High-yield
corporate bonds rose 3.5% as yields fell 67bps to 7.31%,
while spreads were down 44bps to 370bps.

EM local debt rose 2.7% as yields fell 28bps to 6.64%. EM
currencies were slightly stronger against the euro, which
also supported performance. EM hard currency debt was
up 2.9% with yields down 42bps to 7.38%; spreads fell 8bps
as sentiment towards EMs improved, with a recovery in
Chinese growth expected following the full reopening of
the economy.
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MARKET ROUND-UP (continued)

Currencies and commodities

The euro rose 1.5% against the dollar to end the month at 1.0865. The euro benefited from improving sentiment around European
growth and the likelihood of more rate rises from the ECB in coming months, compared to the Fed which is closer to a peak in

rates.

Commodities were marginally lower by -0.1% (-1.8% in euros). Brent oil was volatile, ending the month down -1.7%, having fallen
by -9.4% at its lowest point. An improving outlook for oil demand - driven by China’s reopening — was offset by excess supply
during the month, as Russian oil remains on the global market and is diverted to Asia. European gas prices fell -21.4% on the back
of warmer weather and higher-than-expected storage levels across Europe.

Metals were firmer on an expected recovery in Chinese growth, with aluminium up 11.2% and copper 10.2%. Gold rose 5.8%,

boosted by a weaker US dollar and lower US real yields.

CHARTS OF THE MONTH

Global Equities
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MARKET
SNAPSHOT

Equity Markets (EUR)
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Source: MSCI. The MSCl information may only be used for your
internal use, may not be reproduced or redisseminated in any
form and may not be used as a basis for or a component of any
financial instruments or products or indices. None of the MSCI
information is intended to constitute investment advice or a
recommendation to make (or refrain from making) any kind

of investment decision and may not be relied upon as such.
Historical data and analysis should not be taken as an indication
or guarantee of any future performance, forecast or prediction.
The MSCl information is provided on an “as is” basis and the user
of this information assumes the entire risk of any use made of
this information. MSCI, each of its affiliates and each other person
involved in or related to compiling, computing or creating any MSCI
information (collectively, the “MSCI Parties”) expressly disclaims
all warranties (including, without limitation, any warranties of
originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect
to this information. Without limiting any of the foregoing, in no
event shall any MSCI Party have any liability for any direct, indirect,
special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)
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THE ILIM VIEW - LOOKING AHEAD

The outlook for equity markets over the next 12 months is
dependent on several factors, including central bank policy,
growth, inflation and geopolitical issues such as the Russia/Ukraine
crisis.

Equities struggled in 2022 amid slower growth and tighter
monetary policy; higher bond yields also undermined the relative
attractiveness of equities.

While the scale of monetary tightening and sharp rise in bond
yields now seem discounted by equity markets, the lingering
growth- and earnings-related uncertainty may not yet be fully
discounted. Indeed, although equities are expected to generate
positive returns for the year as a whole, a better buying opportunity
might present itself in the early part of the 2023 as a slowing growth
environment with risk of earnings downgrades could lead to further
losses before a trough is reached in equity markets.

Asignificant risk to equities relates to the potential for further
downgrades to earnings forecasts in a slower growth/recessionary
environment. Consensus forecasts currently expect earnings
growth of 1.5% in 2023, which could be too high if the US and
global economy enter a recession. Potential downgrades to
earnings estimates in early 2023 could lead to renewed weakness
in equity markets.

A potential offset to the risk of another leg down in equities
be evidence that the Fed and other central banks are achievin
a ‘soft landing’, whereby they successfully lower inflation and
manage to avoid a recession. If consensus economic and earnin
forecasts prove to be correct and we are just in a mid-cycle
slowdown, there is double-digit upside in equity markets on a
one-year view. A moderation in inflation - with no additional policy
tightening beyond what is currently discounted in markets, and
with the possibility of rate cuts at some point in 2023 - would be
supportive of equity markets.

Even though one more leg down in equities in early 2023 is possible,
we believe equities can end the year higher. Equity markets are
forward-looking and discount ahead. With an eventual recovery

in growth expected by the end of 2023/beginning of 2024, equities
should begin to recover before mid-year. With returns in the initial
recovery stage generally tending to be relatively strong, equities
can generate positive returns for the year, even if they struggle
somewhat in the early part of 2023.

Navigating equity markets is difficult even in a benign environment,
but it has become more arduous against the current backdrop with
heightened uncertainty on many issues. As a result, the increased
volatility evident in 2022 is likely to continue.

THE MONTH AHEAD
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Thisis intended as a general review of investment market conditions. It does not constitute investment advice and has
not been prepared based on the financial needs or objectives of any particular person, and does not take account of
the specific needs or circumstances of any person.

The author cannot make a personal recommendation for any person and you should seek personal investment advice
as to the suitability of any investment decision or strategy to your own needs and circumstances. Any comments on
specific stocks are intended as an objective, independent view in relation to that stock generally, and not in relation to
its suitability to any specific person.

ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past
performance may not be a reliable guide to future performance. Investments may go down as well as up. Funds may

be affected by changes in currency exchange rates. Irish Life Investment Managers Limited is regulated by the Central
Bank of Ireland.

Figures referenced herein have been sourced from ILIM and Bloomberg. Forecast figures have been prepared by ILIM
based on reasonable assumptions, internal data and data sourced from Bloomberg.

Irish Life Investment Managers is regulated by the Central Bank of Ireland. Irish Life Investment Managers Limited is
registered as an Investment Adviser with the Securities and Exchange Commission (the “SEC”). Irish Life Investment
Managers Limited holds an International Adviser Exemption in Manitoba and Ontario pursuant to NI 31-103. This
material is for information only and does not constitute an offer or recommendation to buy or sell any investment and
has not been prepared based on the financial needs or objectives of any particular person. It is intended for the use of
institutional and other professional investors.



