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Slowing Eurozone and Chinese growth left the US as the main 
engine of growth still holding up to expectations. However rising 
trade tensions and the reducing effect of US tax cuts dragged 
down growth expectations, much of which was reflected in the 
Q4 market sell off. For most investors the net result for 2018 
was a modestly negative outcome driven mostly by the pullback 
at the end of the year. This bumpier period certainly serves as 
a reminder that long-term investing involves periods of volatility 
such as we have been experiencing recently.

That said many factors will influence how your portfolio 
performs in 2019. The Chinese response to the slowing in 
their economy, how the Fed handles the pace of interest 
rate movements and withdrawal of liquidity, Brexit, and how 
the trade frictions unfold, will all shape the 2019 landscape. 
Offsetting these challenges, with the late 2018 sell off behind 
us, we are looking at less demanding valuations and a slower 
but still growing global economy which we expect remains 
supportive of growth in risk assets in the longer term.

Investing in our services
The year ahead will also see us continue to invest in how we 
deliver for you and 2019 will be a time of exciting digital change 
with Bank of Ireland. Our Life Goals software is being rolled out 
in order to enable you to better plan for your current and future 
financial needs. This will provide you with a new structured 
and interactive approach to financial advice, supported by the 
expertise and experience of your Private Client Manager. We will 
be able to offer an exclusive financial planning service to assist 
you to make better financial decisions. Life Goals provides a 
holistic view of your financial affairs and uses state-of-the-art 
financial planning tools to help you visualise your cash flow 
requirements based on your key lifetime goals. This, in turn, will 
help you make adequate plans for your savings and investments.

Welcome to the January 2019 edition of InPrivate, which provides you with reviews  
of the main products and funds that make up your investment portfolio with us.  
I hope you find it useful alongside your individual valuation report which is enclosed. 

As 2018 unfolded, the uniformly positive backdrop to economies and markets gave way 
to a more mixed picture and a return of market volatility, particularly in the final quarter.

We are committed to helping you with every aspect 
of your wealth management from life insurance, 
family future, building wealth and retirement planning 
to passing on your wealth.

As always I encourage you to schedule a meeting 
with your Private Client Manager, with an eye to 
perhaps looking afresh at what is appropriate to your 
requirements.

On behalf of my colleagues I thank you for your 
continued trust in Bank of Ireland and placing your 
business with us. We look forward to serving you 
brilliantly as we work on your behalf in 2019.

Yours sincerely,

Sean O’Murchu

Director, Wealth Advice & Distribution
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For investors,  
2019 could hinge 
on trade and a 
friendly Fed

 
Tom McCabe,  
Global Investment 
Strategist

Market performances in 2018 were disappointing considering the 
strong outlook for the global economy and market fundamentals 
entering the year (chart 1). 2017’s economic ‘blue skies’ gave way 
to a more mixed forecast early on, one which became even more 
uncertain as global trade concerns gathered pace. Growth slowed 
in the Eurozone as exports sagged and business investment 
weakened as President Trump’s trade war gradually weighed 
on sentiment. Chinese economic growth also faded as the year 
progressed, again more noticeably once US tariffs on its exports 

began to mount. However the US bucked the trend as the previous 
year’s tax cuts kicked in, powering the economy to a better 
performance compared to 2017.
 
With the stronger US performance though came a rise in inflation 
and more interest rate increases from the US Federal Reserve (Fed) 
which pushed bond yields and the US dollar higher. The rise in 
bond yields was the key culprit behind stock market corrections in 
February and October as investors worried that the US Fed could 

The famous investor Sir John Templeton once 
said that “bull markets are born on pessimism, 
grow on scepticism, mature on optimism and die 
on euphoria”. Given the lack of ‘euphoria’ among 
investors as 2018 drew to a close, one could be 
forgiven for questioning whether this aging bull 
market remains intact at all as we roll into 2019.
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Chart 1: Investment Performance 2018*

2018 (€) 2018 (Local Currency)

Source: Bloomberg, January 2019 *Performance to 31/12/2018
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“In our view risk assets 
like equities and property 

can still accumulate further 
modest gains in 2019”

choke the US economy by increasing interest rates too much. In addition 
the rise in the dollar also reignited emerging market concerns, leading to 
sharp falls in currencies and equity markets there. 

President Trump’s political agenda also added to the instability.  
In addition to hitting business sentiment, Trump’s tariffs also 
prompted a lot of uncertainty about how global supply chains might 
work in a world of trade tariffs, a factor in the technology selloff late 
in the year. The trade tariffs also pushed the prices of agricultural 
commodities like soybeans sharply lower, ironically hurting the 
interests of US farmers that they were supposed to be protecting. 
Finally, the US position on Iran amplified a rollercoaster year for  
oil prices. Its withdrawal from the Iran nuclear deal initially pushed 
oil prices higher as fears about insufficient oil supply grew.  

“Trump’s tariffs also  
prompted a lot of  

uncertainty about how  
global supply chains  

might work in a world  
of trade tariffs”
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However, just as OPEC and Russia agreed to increase supply,  
the US then allowed eight countries to continue to import from Iran. 
This rapidly turned fears of a supply crunch into fears of oversupply 
which crushed oil prices late in the year. 

So where will markets go from here? In our view the issue of 
growth in the world economy and in market fundamentals is critical 
to whether this bull market extends into 2019 or whether it finally 
begins to fade. 

Chart 2 shows that economic growth is forecast to slow in most 
regions this year. So the first crucial question for investors to 
answer is this... Is this a slowdown this a slowdown in the pace of 
growth or a precursor to an imminent downturn? In our view it’s the 
former rather than the latter. US economic growth for example will 
inevitably slow as the impact of the 2017 tax cuts on the economy 
wanes and as rising interest rates gently press the economic brake. 
In many other developed economies we are seeing growth rates 
moderate simply because there are less spare resources (something 
economists like to call “slack”) as the economic cycle matures – the 
fall in global unemployment rates is a good example of this.
 
In our view risk assets like equities and property can still accumulate 
further modest gains in 2019 in the ‘modest slowdown’ scenario we 
paint here. However President Trump’s trade agenda poses a threat to 
this. The good news is that China has thus far weathered a lot of the 
trade damage via a weaker currency and some fiscal and monetary 
stimulus. In addition the recent sharp fall in oil prices should also 
help in 2019, particularly for emerging market economies. But should 

Trump go further on his tariff crusade it will weigh more heavily on 
global growth. The IMF recently estimated that a full blown retaliatory 
trade war could knock almost 1% off global economic growth rates. 
If this came to pass then it would be difficult to see the economy, 
corporate profits and markets generally emerge unscathed.
 
To our mind the second issue that will dominate the market outlook 
in 2019 is the US Fed. At present the Fed looks set to continue 
gradually increasing US interest rates. This is the right call for now 
– the US economy is growing well above its long term potential 
so higher interest rates are required to stop the economy from 
potentially overheating. It does mean though that worries about a 
strong dollar and a ‘trigger happy’ Fed may well linger into the early 
part of this year.
 
However, as the US economy ‘comes down’ from its tax cut induced 
high later in 2019 and as global growth moderates investors will want to 
see this acknowledged by the Fed through a less aggressive approach 
to interest rate hikes. If this happens and economic growth holds up, 
then it boosts the chances of equities pushing higher in 2019. 

Overall the global economy and investment markets still appear 
to be in a ‘late cycle’ stage as we enter 2019. Historically this 
is a period when risk assets like equity and property put in their 
strongest performances although sadly this didn’t occur in 2018. 
Does this mean the bull market is over? We’re reluctant to sound 
the death knell for it just yet, but for the first time in a while 
investors could do with some tricky issues falling in their favour  
in order for the rally to continue into 2020. 

Source: Consensus Economics, December 2018

Chart 2: Consensus Global Economic Growth Forecasts
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“The IMF recently 
estimated that a full blown 
retaliatory trade war could 

knock almost 1% off global 
economic growth rates”
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Tom Baragry,  
Head of  
Multi-Manager

The Multi-Asset Funds are single funds that 
invest in multiple specialist funds across equities, 
bonds, alternatives, property, private equity 
and cash. There are four funds: Conservative, 
Balanced, Dynamic and Global Equity that each 
has different allocations to each asset class in 
order to achieve a varying risk profile for each fund. 
While performance can vary in any calendar year 
we would expect that the higher risk funds should 
generate higher returns over longer time periods.
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2018 Outturn 

After several years of positive trends in markets 2018 was a 
much more volatile year. Rising interest rates and global trade 
war concerns meant a difficult year and negative returns for most 
asset classes. Q4 was particularly difficult with equities down 11% 
in the quarter. All the main asset classes such as equities, bonds, 
alternatives and cash saw flat to negative returns for the year. 
Among the major global equity markets only the US managed to 
post a flat outturn. Bonds also had negative returns as the Federal 
Reserve continued to raise US interest rates and the European 
Central Bank ended its bond buying programme. Alternatives 
managers struggled with the increased volatility and negative 
returns in most asset classes.
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Chart 1: PBIS Fund returns 2010 – 2018
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Source: Bank of Ireland Investment Markets.
Note: All four funds rebased to 100 at 29/07/10 which was starting date of Conservative Fund.
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Fund Performance in 2018 

As a result of this market environment 2018 was the first year since 
2011 that there were negative returns on any of the funds. The funds 
with a higher equity weighting such as the Dynamic Fund and Global 
Equity Fund saw the biggest declines in 2018. With negative returns 
across all asset classes diversification did not protect investors 
as much as it normally would in times of volatility and our more 
conservative funds also saw declines.

Table 2: PBIS Fund Returns (to 31/12/18)

 Conservative Balanced Dynamic Global Equity

2018 -4.7% -5.9% -6.7% -8.1%

3 Years p.a. +0.8% +1.0% +1.6% +2.4%

5 Years p.a. +2.3% +3.7% +4.8% +6.3%

Source: Bank of Ireland Investment Markets and New Ireland

Table 3: PBIS Fund Asset Allocation (at 31/12/18)

 Equities Property Private Equity Alternatives Bonds Cash

Conservative 29% 3% 2% 23% 32% 11%

Balanced 47% 4% 3% 17% 22% 8%

Dynamic 69% 4% 4% 11% 10% 2%

Global Equity 100% 0% 0% 0% 0% 0%

Source: Bank of Ireland Private and New Ireland, as at 31/12/18

Fund Positioning 

 • All the changes within the funds in the last year have been 
to make them more defensive – reducing the equity weights, 
diversifying the funds by adding additional asset categories,  
and a more defensive equity split.

 • Funds had their highest allocation to equities in 2017 and we 
reduced this coming into the year.

 • We diversified the funds by adding Private Equity in Q4 2017 
and Property in Q4 2018.

 • Throughout the year we increased the allocation to US equities 
which we see as being more defensive due to strength of that 
economy and reduced Europe and Emerging Markets. 

10 | InPrivate 2019

Outlook 

We expect the global economy to grow again in 2019 although 
growth rates will slow – we see this as a growth slowdown, not the 
start of an impending recession. Corporate earnings continue to 
grow and equity valuations are now cheaper. However until there is 
more clarity on the extent of the slowdown and how the trade war 
between the US and China will pan out we will continue to keep the 
funds defensively positioned.

“We expect the  
global economy to grow 

again in 2019 ”
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The US market was caught up in the final quarter sell-off, as concerns 
about Fed rate policy and slowing global growth expectations took 
a toll. The rising potential for a no-deal Brexit added to concerns in 
Europe where Italian budget plans and escalating protests around 
the cost of living in France also unsettled market participants. 
The overarching narrative through 2018 – the US-China trade 
war – intensified later in the year notwithstanding a US delay on 
increasing tariffs.  

In what ultimately turned out to be a poor year for 
global stock markets, 2018 had actually started 
positively. The US in particular benefited as a 
late-2017 tax cut provided a tailwind for economic 
growth and corporate profits, with the S&P 500 
recording record highs as recently as September 
2018. However, January marked the high point for 

12 | InPrivate 2019

Chinese economic data has disappointed amid the worsening  
trade outlook and efforts to rein in debt levels. By the end of 2018, 
the MSCI World Index was down 4% in euro terms.

The fact that government bond returns were modestly positive  
for the year ran counter to many expectations at the start of 
2018, with the final quarter recovery reflecting a shift in investor 
preferences towards more ‘defensive’ assets.

Multi-Asset Funds   |   PRIME

a number of other stock markets when volatility 
amid inflation and US interest rate concerns took 
hold. Trade war tensions, rising (then tumbling) oil 
prices, slowing Chinese and European economies 
and a host of idiosyncratic factors also kept a lid on 
markets through 2018, especially outside the US.

PRIME                                                                              



 • Equities: Among developed markets, the divergence of US 
and non-US returns was a theme for much of the year and, 
notwithstanding final quarter moves, that was still evident for 
the 12 months. Despite a 13.5% local currency decline in Q4, 
the S&P 500 Index ended the year with a modestly negative 
total return of -1%. In Europe, Germany’s Dax fell -17% as trade 
concerns took a toll on exporters, while France’s CAC Index was 
down a relatively modest -6%. Japan’s Q4 drop of 17% reversed 
gains to leave it with a -12% return for the year. As measured by 
the MSCI EM Index, emerging markets equities fared relatively 
better in Q4, but the index lost over 10% in 2018 as rising US 
rates, trade concerns, a weaker Chinese economy and a strong 
dollar hurt sentiment. 

 • Bonds: Resurgent demand in the final quarter for defensive 
assets saw government bonds reverse much of their previous 
losses in 2018. Despite four 25bps rate hikes, the yield on a 10-
year Treasury at end-2018 was 2.68% (from 2.41% a year ago), 
having been as high as 3.25% in October. In Europe, the main 
action was on Italian debt, where a May sell-off saw its 10-year 
borrowing costs spike by a full percentage point on concerns 
about fiscal policy under the new government. Late-year 
investor preference for high-quality bonds saw German 10-year 
yields fall to their lowest since early-2017.  

 • Alternatives: Among commodities, agricultural returns were 
strong, but were outweighed by energy declines as the mid-year 
oil price rally was more than reversed. Industrial metals were 
weaker on continuing China worries, and while gold picked 
up in Q4 it was down for the year. High yield debt fell sharply 
out of favour relative to their investment grade counterparts as 
risk-aversion increased as the year progressed. Those IG bonds 
in turn underperformed their sovereign bond peers. Emerging 
market debt struggled for much of the year amid currency 
market turmoil, a strong dollar and higher US interest rates – this 
eased somewhat in Q4. 

Dev Eq EM Eq Small Caps Div Alts Property Multi-Factor EMU Gov Bond Corp Bond Agg Bonds

2018 -4.0% -10.2% -9.2% -3.4% 5.6% -5.0% 0.9% -1.2% -1.0%

Source: SSGA as at 31/12/2018. Past performance is not a guarantee of future results

 • Property: The New Ireland Property Fund produced a total 
return for the 12 months of 5.6%. Over the course of the year 
the French assets posted the strongest performance, increasing 
in value by c.10% in 2018. This improvement in value was driven 
by the successful leasing of office accommodation in Paris. 
The Dutch assets also posted strong gains over the year with 
improvements in value of c. 8% in 2018. Irish assets posted an 
increase in value of c. 3.5% for the full year of 2018 with the UK 
assets experiencing a headwind, with values falling -1.5% mainly 
due to the underperformance of the retail sector.

“The rising  
potential for  

a no-deal Brexit  
added to concerns  

in Europe”
InPrivate 2019 | 13
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2018 Risk-Adjustment Commentary 

 • Our research suggests that when volatility is low equity markets 
tend to be favourable so during periods of calm market conditions 
(we determine this to be below a 12% volatility level for Developed 
Markets and 14% for Emerging Markets), we target the max 
equity exposure in each PRIME fund. 

 • While 2017 was characterised by synchronised growth and very 
low levels of volatility, 2018 witnessed the divergence between 
the US and the rest of the world. Tranquillity in the markets from 
2017 carried into 2018, but soon dissipated starting in February. 
Volatility forecasts for Developed Markets (DM) moved sharply 
higher during the first quarter and a breach of the 12% volatility 
trigger in February resulted in a reduction in target equity 
exposure in two distinct phases. The target equity exposure was 
gradually increased to fully invested levels by May and while 
volatility simmered following the sharp spike, October witnessed 
the return to a heightened level of volatility, which has remained. 
Abrupt moves higher in forecasted volatility levels during the 
fourth quarter provided various signals to reduce target equity 
exposure. At the end of the year, target DM equity exposure was 
approximately 72%. 

 • Forecasted volatility for Emerging Markets (EM) also breached 
the target volatility trigger level* numerous times during 2018 
as broad EM equities struggled under the weight of intensifying 
trade tensions, a strengthening dollar, rising financing costs, 
and less accommodative domestic policy settings. A reduction 
in target EM equity exposure was implemented in numerous 
phases during the first quarter. Throughout the second quarter, 
forecasted volatility trended downwards but generally remained 
above the associated volatility trigger level. As such the target 
equity exposure was gradually increased to fully invested levels 
by July. Abrupt moves higher in forecasted volatility levels 
during the fourth quarter provided various signals to reduce 
target equity exposure. At the end of the year, target EM equity 
exposure was approximately 87%. 

 • This simple yet highly effective process helped improve portfolio 
efficiency by reducing realised volatility and providing a degree 
of protection during a period in which populist agendas, softer 
economic data outside the US, volatile trade conflicts and 
idiosyncratic stresses in emerging market countries weighed on 
global markets.

*Effective 29/06/18, the Emerging Markets target volatility trigger was raised to 14%
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“When volatility is low  
equity markets tend to  

be favourable”
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Leona Nicholson,  
Head of Investments

As we look towards 2019, global earnings per share growth is 
estimated to be +7% following +15% in 2018. The number for 2018 
increased over the course of the year due mainly to the cut in US 
corporate taxes.

The following themes will dominate the corporate landscape.

 • Impact of tariffs on cost of goods sold
 • Investment in technology
 • Direction of interest rates
 • Moderate inflation 

Global Fundamentals is a diversified global equity 
portfolio of 70 stocks with a focus on quality, value 
and sustainable dividends. The Fund is suitable for 
long term investors. We target returns of 6-8% per 
annum. Since inception in 2011 the Fund is up 94%*. 
Our approach is conservative – we only invest in 
dividend paying, lowly indebted companies.     
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Global 
Fundamentals 
Fund

Reasons to remain positive on equities

1. Valuation, Equities have re-rated from the lows of 2011 but are 
now 10% below their long term average at 14.5x 2019 earnings 
(see chart)

2. The search for yield will continue until we see a change in the 
outlook for inflation and bond yields. Equities offer income and 
the global dividend yield is 3%.

3. M&A is likely to continue. Across all sectors companies are 
taking advantage of prolonged lower interest rates to invest  
in future growth through increased capex and acquisitions.  
The largest deal completed in 2018 was the takeover of Sky  
by US media giant Comcast.

The Fund declined 3.6%* in 2018 as the market 
grappled with rising trade tensions and worries 
over the outlook for profit growth. Although it was 
a disappointing year for the Fund the 5 year returns 
are healthier at 7.6%* per annum. Last year stocks 
exposed to the car sector performed poorly whilst 
the healthcare stocks delivered positive returns.

*B class source Northern Trust net of Manager fees to 31/12/2018



Outlook 

We remain optimistic that equities will deliver positive returns in 
2019 although we expect them to be lower than the 8% per annum 
delivered in the last 5 years. This is mainly due to the outlook for 
global economic growth which is slowing particularly outside the 
US. We focus on global companies who have a strong footprint 
in their sector that trade on reasonable valuations. Our focus is 
to hold quality franchises that have strong balance sheets with 
sustainable dividends. Global Fundamentals Fund trades on 12.5x 
2019 earnings with a 3.5% dividend yield.

14.3
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“We expect that  
equities will deliver  

positive returns in 2019 
although we expect them 

to be lower than the 8% 
per annum delivered in  

the last 5 years”
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Deirdre Kennedy,  
Senior Investment 
Manager

The Newgrange Fund is a concentrated global equity 
fund with approximately 34 holdings. We take a 
conservative approach to stock picking, selecting 
quality, cash generative companies that trade at 
attractive valuations. The Fund has risen 57% since 
launch in November 2006, has delivered a 33% 
return over the last five years, or 6% per annum.

18 | InPrivate 2019
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Newgrange 
Fund



Equities declined in 2018 with investors concerned about the 
impact of rising trade tensions and tightening financial conditions 
on economic growth. December was a particularly weak month for 
markets and the fund ended the year 6.9% lower.

Although growth is slowing, the global economy continues to 
expand; the OECD is forecasting global GDP growth of 3.5% in 
2019 and 2020 following 3.7% growth in 2018. While the US Federal 
reserve has gradually raised rates, interest rates remain at very low 
levels in the Eurozone – a negative for savers. Against this backdrop, 
equity valuations are now below the historical average, offering long 
term capital appreciation, and dividend yields are attractive.
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Stock in focus

Visa is a recent addition to the portfolio. The company operates 
the world’s largest retail electronic payments network, bigger than 
rivals MasterCard, American Express and Discovery combined.

Visa’s cards span more than 200 countries, are accepted at 46 
million merchant locations, are issued by over 16,000 financial 
institutions and total more than 3 billion worldwide. Global themes 
driving growth include rising e-commerce and mobile usage; in 2017 
digital payment volumes exceeded cash for the first time in history.

Since its IPO in 2008, Visa has grown sales and earnings per 
share at a compound annual rate of 19% and 21% respectively.

Over the last decade, our top ten holdings have increased their 
dividends by almost 20% p.a. on average. We don’t expect that level 
of growth to be repeated over the next decade but valuations don’t 
discount anything like that level of growth either. The Newgrange 
portfolio is trading on a forward multiple of 12.3x consensus earnings, 
a discount to the overall market, with a 3.1% dividend yield.

“Over the last decade, 
our top ten holdings have 
increased their dividends  

by almost 20% p.a.  
on average”



 
John Byrne,  
Senior Investment 
Manager

Reversing the positive returns of 2017, the Diversified 
Absolute Return Fund ended 2018 with a loss of 
6.6%. The performance of the Fund was disappointing 
relative to the cash plus 3-5% target of the Fund. 
However, the Fund performed slightly ahead of 
the European average and ahead of peers in the 
Irish market in the multi-manager liquid alternative 
universe. The risk within the Fund remained well 
controlled during the year with a low overall 
relationship with equity markets. The Fund invests 
in seven different strategies and managers. There 
was a wide spread of returns between the different 
strategies in 2018, with two strategies producing 
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Diversified 
Absolute 
Return Fund

positive returns and the remaining strategies posting 
losses. The Fund benefited from new allocations in 
merger arbitrage in the final quarter.

There were a number of headwinds for the asset class 
during the year. Some of the major themes in portfolios 
struggled during the year including positons in emerging 
market assets, financials and currency carry trades. 
Currency hedging also provided a headwind for European 
investors in alternatives, hedging costs (to reduce 
currency risk) from US Dollars to Euro cost underlying 
strategies close to 3% during 2018, as the interest rate 
differential between the US and Europe widened.



InPrivate 2019 | 21

Fund allocations 

During 2018, we made a number of changes to the manager 
line up. We added two new strategies, while exiting positions in 
three strategies. We added a position in a dedicated currency 
strategy, run by UBS, and a strategy with a focus on mergers and 
acquisitions, run by Ramius. We exited positions in Standard Life 
and PIMCO during the year.

Overall, the turnover in the portfolio was approximately 25%.  
The current allocations of the fund are outlined in Chart 1.

Manager performance

The best performing strategy was UBS, which was added in May. 
The strategy benefited in the final quarter from the strength of the 
Japanese Yen. The allocation to Ramius also made a small gain 
but the remaining strategies all detracted from the performance. 
The weakest performing strategy was GMO, the strategy suffered 
as emerging market equities struggled in the second half of the 
year. One of the largest holdings in the fund also disappointed - the 
Merian (formally Old Mutual) global equity absolute return strategy, 
which fell 3.8%. The strategy found the changing macro environment 
and narrow market performance a challenge, the selloff in growth 
names in the final quarter also had an impact on the fund.  
Chart 2 outlines the return and risk during 2018.

Fund Outlook

We continue to believe an allocation to liquid alternatives has the 
potential to benefit portfolios in the current environment where 
bond yields are low and lower returns are expected from equity 
markets. The style of investing would benefit from a return to value 
and fundamental investing as in 2018 the macro environment has 
driven returns.

“An allocation to liquid 
alternatives has the potential 

to benefit portfolios in the 
current environment”

Source: Bank of Ireland Investment Markets 
*UBS and Ramius were not held for the full period. UBS was added in May 2018, while Ramius was added in October 2018. The strategies have generated small gains since we invested. 
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Keith Jordan,  
Head of  
Structured Products

The purpose of structured products is to provide 
some protection against market falls, while still 
giving our customers the chance to benefit from 
better growth than deposits can provide. 
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Structured Products

Maturing Investments 

Overall it was a good year for our investors, with the maturing 
investments returning an average annualised return of just over 5% 
- not bad with deposit rates of zero.

The stars of the show, continue to be Auto Callable Bonds and the 
Index Linked Kick Out Securities. These investments pay out provided 
the market hasn’t fallen from the opening level. As a result, they can 
generate really good gains even where the market isn’t growing strongly.

For example one of the Kick Out Securities provided a 16% return over just 
two years even though the underlying index was up less than 5%. One of 
the Auto Call returned 6% with the underlying index gaining only 0.39%.

Both these products matured at the first observation date, but this 
doesn’t always happen. One of the Auto Callable Bonds starting 
in July 2015 didn’t mature until January this year, when the index 
crept back above the opening level. Investors earned an excellent 
16.5% rate of interest even though the market was up by 0.24%.

Following the strong increase in Eurozone markets late last year,  
we added defensive features to the Kick Out Securities, as we felt the 
risk of a market fall were increasing. These product ensure that our 
investors will still capture all the gains even if the market falls by up to 
40% over the term. As Eurozone equities fell towards the year end, we 
removed the defensive features to enable our customers benefit from 
potentially higher returns, and lock in at lower index levels.

For the fully capital protected investments, those products maturing 
early in the year generally delivered strong returns. These were 
primarily 5 year fixed term investments. Investing in early 2013 
meant investors got in at low levels and out at much higher levels 
in early 2018. One of our products captured these gains giving our 
customers a 37% return over the five years.

However, it wasn’t as good in the second half of the year with 
investors coming in at higher levels and maturing as the market 
weakened towards the end of the year.

Structured 
Products
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Ongoing Investments

As we write, the benchmark Eurozone index the EuroStoxx 50 
is now back to the same price as this time five years ago. As a 
result for the 5 year products due to mature in 2019, customers 
can expect lower returns. This includes the Secure Growth Bonds 
and the final element of the European Combination Bonds. This is 
where the benefit of capital protection kicks in. These products are 
100% capital protected so even if the market falls over the term of 
the investment, our customers are sure of getting back their original 
investment. Any rally next year, bringing markets back above the 
opening level will of course help provide positive returns.
 
In addition to equities, the absolute return space has also had 
a poor finish to the year. However it is early in the lifetime of our 
Protected Absolute Return Bonds and we still believe that this can 
generate reasonable returns over the term of the products.

If you want more information on how your investment is doing,  
we update our factsheets each month and these are available on 
the BOI Private Fund Centre.

New Products

We will continue to have a range of structured solutions in 2019 and with 
index levels lower there are some attractive entry points. The increased 
market volatility makes market returns more volatile and the benefit 
of downside protection can be valuable in providing peace of mind.

We still don’t expect interest rates to rise significantly in Europe 
over the next few years, so earning better returns than the very low 
interest available on deposits with some protection against falling 
markets still has a place in most people’s portfolios.

“For the fully capital 
protected investments, 

those products maturing 
early in the year generally 

delivered strong returns”
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Paul McKee,  
Senior Fund Manager 
Real Estate 

European real estate investment has benefitted 
from a combination of global GDP growth and  
low interest rates over the past number of years. 
In the first 9 months of 2018, transaction volumes 
in Europe reached €177 billion (only 1% lower 
than the same period in 2017). 
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European 
Real Estate    

The Marengo building, Paris –  
one of the assets in the EREF



However, global financial conditions have dis-improved over the past 
few months - US interest rates are on the rise, equity markets are 
volatile and the spectre protectionism is apparent. In addition, Brexit 
uncertainties persist. All of these are good reasons to be somewhat 
cautious as we head into 2019. Importantly for real estate in Europe, 
2019 will likely see the turning point of the European Central Bank 
beginning to withdraw its QE programme. All of these factors point 
to us being at a point somewhere late in the investment cycle.

However, this said, the European real estate market is currently 
exhibiting continued improving occupier markets and relatively stable 
capital markets, albeit it at historic low yield levels. Sentiment towards 
European property remains positive. There is ample equity and debt 
ready to be deployed for the right assets. We remain optimistic about 
European real estate’s performance, acknowledging that the best 
results will be driven by those assets which are able to generate 
superior income returns through pro-active asset management.

I’d like to briefly focus on two real estate sectors much  
discussed this year.

Retail Property 

The retail sector in Europe has been under intense scrutiny over the 
past year, and is certainly not without its challenges, as witnessed 
by a spike in insolvencies of UK retailers who are well known to 
Irish shoppers, and declining footfall on once crowded European 
high streets and shopping centres. However, there is a fundamental 
difference between the performance prospects of a dominant 
shopping centre or retail unit in a European ‘winning’ city and a 
poorly laid out, old centre in an oversupplied provincial town/city. 
Examples of this type are rife across Ireland. In contrast, prestigious 
high streets in European cities such as Paris, Berlin and Milan are 
profiting from strong tourism flows and activity from niche global 
brands, translating into sustainable rental growth. All the while, 
logistics is benefitting at some retail’s expense with the continued 
expansion of online retailing. Understanding the nuances of the retail 
sector is therefore more critical than ever in driving value.

Residential

Investors are finding it increasingly challenging to source attractive 
investment opportunities at what they feel are appropriate prices. 
Investors in Europe are increasingly considering opportunities in the 
so called “niche” real estate sectors. These assets provide resilient 
income streams and diversification benefits. An area of heightened 
activity in Ireland, the UK and mainland Europe has been in the 
residential sector, with a particular emphasis on multifamily, senior 
and student living as well as social housing, which is now being 
institutionalised. These sectors provide attractive fundamentals 
supported by changing demographics. Dublin is a case in point. 
The growth in the overall population of successful, “winning” cities 
provides strong foundations for the multifamily housing sector.
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“Understanding the 
nuances of the retail sector 

is more critical than ever  
in driving value”

Duomo, Milan –  
one of the assets in the EREF
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Current EREF Geography Splits (ex cash)

Source: Estimates, Subject to Change. December 2018
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PBIS European Real Estate Fund (EREF) 
The EREF is a core fund consisting of top quality assets, with circa 
90+% located in top tier Northern European Cities. EREF provides 
true diversification across Europe in 11 different countries, with 
an emphasis on Germany, Paris and the Benelux, together with 
selective assets in London. All of EREF’s assets are well located, 
and the Fund benefits from substantial holdings of Office, Retail, 
Logistics and Residential assets. 

At the time of writing, EREF has had its second tranche of 
investment drawn into CBRE PEC Fund. Further substantial 
commitments to PEC are estimated to be drawn early in 2019. In 
addition, 2018 saw the addition of a new 3rd party manager to the 
platform, world renowned Tishman Speyer (TS). TS have developed 
and own some of the most iconic office buildings around the world. 
The Fund which EREF has invested into is a core, focussed office 
Fund holding six large assets in Frankfurt, Berlin, London and Paris.

Presently, EREF has c.80% property exposure with c.20% held as 
cash (essential for liquidity purposes). Further drawdowns into PEC 
are anticipated in Q1, 2019 which will reduce cash holding to an 

estimated c.5%. EREF is a truly pan-Euro core ‘Fund of Funds’, 
predominantly in Northern European ‘winning’ cities via CBRE, 
TS & other 3rd party managers. EREF has unique geographical 
diversification & high quality assets, backed by stable, long term 
rental cash flows. The outlook for European real estate in 2019 
continues to be relatively positive, where European commercial 
property continues to top the table of long run estimates.

We expect to make further allocations to our managers and bring new 
managers onto the EREF platform in 2019 as the Fund grows in size.

PBIS Asian Real Estate Fund

2018 has marked the disposal of the Fund’s last remaining asset, 
Andaman Land, Thailand at the expected sales price of c.US $9m 
and the continuation of the Warranties & Indemnities (W&I’s) period 
relating to the sale of the Fund’s other assets, most particularly 
Asia Square Tower, Singapore. BlackRock remain confident that the 
majority of W&I’s will expire without substantive claim at year end, 
which will allow New Ireland to make a distribution available in Q1, 
2019, with the likelihood of a final distribution to follow later in 2019.



“The outlook for  
European real estate in  

2019 continues to be 
relatively positive”
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Seven Dials Warehouse, London – 
one of the assets in the EREF



KKR Diversified 
Private Markets 
Fund 

 
Ciara Connolly,  
Investment  
Development Manager

December 2018 marks the first anniversary of the 
launch of the KKR Diversified Private Markets Fund. 
The Fund was established by KKR, one of the 
leading private markets investment firms globally, on 
behalf of and specifically for Bank of Ireland clients. 
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KKR Diversified Private Markets Fund

2018 was a busy year for the Fund. Following its establishment KKR 
immediately made commitments to two investments; the Private 
Credit Opportunities Partners Fund II (PCOP II) and Upfield, an 
equity co-investment in the global spreads business Unilever sold to 
KKR in late 2017. Upfield has, since the transaction closed in July 
2018, demonstrated strong early momentum, with sales growth 
in H1 2018 exceeding KKR’s expectations. Since making its first 
investment in December 2015 PCOP II has committed to twenty-
eight1 investments. The Diversified Private Markets Fund benefits 
from the performance of all PCOP II’s investments thereby delivering 
diversified sources of private credit exposure from inception. 

The Diversified Private Markets Fund made three additional co-
investment commitments in the second half of the year, two of 
these investments; BMC Software, a leading global software firm 
and Envison, the leading provider of physician-led care services 
in the US both completed in early October. Ramky, the final co-
investment, is a leading Indian waste management business, KKR 
have committed to this investment and the transaction is expected 
to close in early 2019. The Diversified Private Markets Fund has 
also committed to two 2019 private equity funds KKR Europe V 
and KKR New Growth Technology Fund (NGTF) II which will begin 
making investments in 2019. 



Spotlight on Private Credit

PCOP II (Private Credit Fund): At the close of Q3 2018 
twenty of the twenty-three investments under PCOP II are 
performing in line or ahead of KKR’s original investment thesis. 
These include very strong performances from the likes of 
Central Park Leasing, a global aircraft leasing transaction and 
Pepper Group, a leading Australian specialty finance company. 
There are three investments that are underperforming, namely, 
Cabovisao-Televisao a Portuguese cable operator, Petainer a 
manufacturer and supplier of PET products and Qui! Group 
an Italian corporate meal voucher provider. KKR are actively 
engaged in all three of these positions to drive improvements 
in the investment outcome. Five additional investments were 
added to PCOP II in Q4; Australis Maritime a maritime lending 
joint venture, Sealane a capital relief trade for a multinational 
bank, Maia Financial an Australian equipment leasing firm, 
Cross River Bank, a community bank that lends to financial 
technology start-ups in the United States and Altavair an 
aircraft leasing servicer.
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Overall

The Fund is approximately 20% invested in private market assets 
at the end of 2018, and almost 70% committed to private market 
investments across KKR flagship funds and co-investment 
opportunities. All funds not currently invested in private markets 
assets are invested in KKR’s managed liquid strategies (PALS).  
The Fund’s Q3 NAV stands at €100.93 representing a small uplift 
year to date to September2. We are satisfied with the progress 
made in portfolio construction in the first year and the Fund’s 
performance given it is in the early stages of capital deployment 
into private market opportunities. We expect this progress to 
continue in 2019 as the remaining 30% of the portfolio is allocated.

1 As at December 20 2018, PCOP II had made 23 investments from inception (December 2015) through Q3 2018, 5 investments were made by 
PCOP II post the Q3 2018 accounts.

2 The NAVs for the KKR Diversified Private Market Fund are produced 60-90 days after quarter end in line with industry best practice. The Q4 
2018 NAV for the KKR Diversified Private Market Fund is expected in early to mid-March. 

 • DPMF Fund established

 • PCOP II Final Close (Invested)
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“We are satisfied  
with the progress made in 

portfolio construction in  
the first year”

Fund Activity in 2018



How to 
contact us

You can contact your Private Client Manager directly  
or call us on +353 1 637 8600. Our offices are located  
at the following addresses:

Dublin Office

Bank of Ireland Private,
Bank of Ireland,
2 College Green,
Dublin 2.
+353 1 637 8600

Cork Office

Bank of Ireland Private,
32 South Mall,
Cork.
+353 21 425 1527

Galway Office

Bank of Ireland Private,
Dockgate House,
Dockgate,
Galway.
+353 91 566 301

bankofireland.com/private
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DISCLAIMERS
While great care has been taken in its preparation, this document is of a general nature and should not be relied on in relation to a specific issue without taking financial, insurance 
or other professional advice. If any conflict arises between this document and the policy conditions, the policy conditions will prevail.

Bank of Ireland Private believes any information contained in this document to be accurate, but Bank of Ireland Private does not warrant its accuracy and accepts no responsibility 
whatsoever for any loss or damage caused by any act or omission made as a result of the information contained in this document. Any investment, trading or hedging decision of 
a party will be based on their own judgment and not upon any views expressed by Bank of Ireland Private. You should obtain independent professional advice before making any 
investment decision. Any expression of opinion reflects current opinions of Bank of Ireland Private as at January 2019. Any opinion expressed (including estimates and forecasts) 
may be subject to change without notice. This publication is based on information available as at January 2019.

For private circulation only. Not to be reproduced in whole or in part without prior permission.

Contact your Private Client Manager for further information.

Bank of Ireland – The Governor and Company of the Bank of Ireland, incorporated by charter in Ireland with Limited Liability. Bank of Ireland trading as Bank of Ireland Private is 
regulated by the Central Bank of Ireland. “Bank of Ireland Private” is a registered business name of Bank of Ireland. Bank of Ireland also operates under other trading names that 
will be detailed in the terms and conditions that concern the relevant product or service. Bank of Ireland is a member of the Bank of Ireland Group. Bank of Ireland is regulated by 
the Central Bank of Ireland. Registered Number C-1. Registered Office and Head Office: Bank of Ireland, 40 Mespil Road, Dublin 4.

RISK WARNINGS:

This document contains details of historic and forecast market and index performance.

Warning: Past performance is not a reliable guide to future performance.

Warning: These figures are estimates only they are not a reliable guide to future performance.

Warning: The value of investments may go down as well as up.

Warning: If you invest in a product you may lose some or all of the money you invest.

Warning: Investments may be impacted by changes in currency exchange rates.

Warning: If you invest in a structured product you will not have access to your money before the product matures.

Warning: If you cash in a fixed term product before the maturity date you may lose some or all of the money you invest.

Warning: The income you get from this investment may go down as well as up.

Warning: Investment in the Private Markets strategy requires long term commitment, with no certainty of return.

Warning: If you invest in a Private Markets strategy you will not have access to your money before the investment matures.


