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The shocks across the global banking sphere that unfolded over March have dominated headlines, with investors and 

central banks having a lot of news flow to digest. It would be naïve to assume that one of the fastest and most aggressive 

rate hiking cycles in history would not result in some ‘casualties’. Fortunately, swift central bank action across developed 

markets ensured that banking issues were contained, with all deposit holders being guaranteed access to their money. 

This decisive intervention calmed markets and has subdued volatility going into April. Considering the developments in 

the banking sector, investors now see a greater probability of cuts towards the end of the year. However, central banks 

find themselves still battling inflation given recent data.  

 

The Federal Reserve (Fed) and Bank of England (BoE) both decided to increase rates at their March meetings by 0.25%, 

bringing their policy rates to 5% and 4.25% respectively. In light of the wider situation affecting banks, this may seem 

slightly like driving whilst looking in the rear-view mirror. The clearest indication of this was Fed Chair Jerome Powell’s 

comments on pausing their rate hiking cycle. Indeed, most central bank communications and backward-looking minutes 

show increased data dependency as the lagged effects of tightening financial conditions are yet to be fully understood.  

 

Whilst central banks and regulators managed to achieve relative calm in markets following the banking turmoil, inflation 

and labour data continues to push central banks towards further rate hikes. Despite the headline US CPI print for March 

coming in below expectations, the devil was once again in the detail of core inflation. Headline CPI was +0.5% for March, 

the lowest month-on-month inflation rate since last July. The combination of lower energy prices and a decline in the 

housing component meant that the year-on-year CPI figure was at 5%, the lowest since May 2021. However, core CPI 

was at +0.38% on the month, bringing the annual rate to 5.6%. Whilst headline inflation is softening, the pathway for 

core inflation remains more challenging. This trend was also the case in the Eurozone, as whilst headline Eurozone 

inflation dropped significantly in March, core inflation rose to an all-time high. In addition, Eurozone PMIs for March 

showed that economic expansion continued across the eurozone. The resilience of developed economy labour markets 

adds another complicating factor that will indicate to central banks that the job is not done yet. With all these factors at 

play, the simple reality is that inflation is still at unacceptable levels for central banks. Indeed, following the March meet-

ing, Fed Chair Powell said: “Inflation remains too high, and the labour market continues to be very tight…and we remain 

strongly committed to bringing inflation back down to our 2% goal”.  

 

As Western economies grapple with inflation, risking a more pronounced slowdown, China is seeing a strong recovery 

since abandoning its zero-covid policies. China’s first quarter GDP grew by 4.5%, coming in well ahead of expectations 

and is the highest growth rate since the first quarter of 2022. The Chinese economy is rebounding sharply, which has 

seen household credit demand consistently surprise to the upside in recent months, particularly in the property space. 

Thankfully for policy makers, China’s consumer inflation is at an 18-month low, giving it some room to recover. However, 

given the deleveraging in the property space that took place over recent years, the government is unlikely to pursue 

short-term growth by allowing conditions to remain too loose.   

 

Events in the banking sector over March may have brought back unwelcome memories of the Global Financial Crisis. We 

would again reiterate that the banking system is much better capitalised. Despite the swift action by central banks and 

regulators quelling the threat of contagion, the impact this episode will have on lending to the real economy represents 

a very real threat to the economic growth outlook. The tightening of lending standards may cause households and 

businesses to pare back spending, fearing difficulty in obtaining credit. As such, the long and variable lags that we have 

discussed over the past few months seem to have been brought forward. The bond market has caught onto this with 

government bond yields trading well below the rates that central banks raised them to. Anticipating a material reduction 

in consumption, bond investors are indicating that the fight against inflation is over and financial stability priorities ulti-

mately mean that central banks will cut rates before the end of the year. However, central banks continue to talk tough 

on inflation, whilst assessing the financial stability conundrum. This will present uncertainty and so a selective approach 

to equities and bonds will remain important in this environment. 
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Market View Changes 

• No changes 

 

Currencies 

US dollar                                              ◄► 

Sterling                                                ◄► 

Euro                                                     ◄►  

 

The US Dollar remains the reserve currency of the world and has benefited from its safe haven status. While the Fed 

policy rate is higher than most other developed markets, improving growth prospects elsewhere have taken some of its 

shine. Ongoing volatility in the banking system and its impact on hiking cycles are likely to cause swings in the shorter 

term. The growth prospects in light of declining energy costs and the subsequent impact on the hiking cycle will deter-

mine the outlook for both the Euro and the Pound. This continues to drive volatility across currencies, without any clear 

direction.  

 

Fixed Income 

 

Government Bonds                                  Conventional                    Inflation-linked                                     

UK Gilts                                                            ◄►                    ◄► 
US Treasuries                                                    ◄►                    ◄► 

German Bunds                                                  ◄►                    ◄► 
 

Government bonds have gyrated materially as investors sought to understand the reaction function of central banks in 

the wake of the unfolding banking crisis. As the economy has proved resilient so far, the sharp rally in March has seen a 

reversal, but the likely shallower peak may see bonds regain support. Given this backdrop, the gilt market and the yields 

on offer are looking somewhat more attractive. However, we would continue to stress caution on the long duration 

nature of index linked gilts. Treasuries and Bund yields have given up some of their recent gains but yields still remain 

below the highs seen in February. With central banks still reducing their balance sheets and given the uncertainty sur-

rounding the inflation outlook, we still believe a neutral stance is appropriate.  

 

Investment Grade Corporate Bonds                       ◄► 
As central banks have normalised policy, we have seen both government bond yields and credit spreads move higher. 

With the Bank of England and the Fed unwinding their balance sheets, this is taking liquidity out of the market. Given 

the elevated yields on offer, investors have moved to take advantage and have been heavily favouring corporate debt. 

While yields look attractive relative to history, the additional compensation for corporate bonds has become less attrac-

tive. As such, we would advocate a highly selective approach.  

 

High Yield Credit                                                      ◄►  

As financial conditions tighten further, this typically results in an increased level of defaults. While companies have ex-

tended maturities, resulting in less acute pressures, sentiment may weigh on this market. The overall yield looks attractive, 

but we would stress selectivity and likely ongoing volatility.  

 

Emerging Market Debt  

Local currency denominated debt                                ◄► 

Hard currency denominated debt                                 ◄►  

 

With developed market central banks still set to tighten policy somewhat further, this historically has weighed on emerg-

ing markets. However, many emerging market central banks have already raised rates substantially, which is likely to 

result in a much smaller impact than previous hiking cycles. With China seeing a boost in economic activity following its 

reopening, this has seen risk assets in the region rebound. However, certain countries are facing debt sustainability issues. 

A case in point is Argentina, who had to raise rates by 3% to 81% to defend its currency. Therefore, we emphasise that 

selectivity remains as important as ever, and we retain our neutral stance across this diverse asset class. 
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Equities                                               
 

UK Equity                                                                  ◄► 

While cyclical exposure had buoyed the FTSE 100 Index this year, the repricing of financials has taken some of the shine 

away. The market continues to trade at valuations that look cheap compared to markets elsewhere in the world, which 

may offer investors the opportunity to pick up companies at discounted prices. As such, we have seen a rise in takeover 

activity. However, the UK domestic economy faces headwinds from inflation and interest rate rises, weighing on more 

domestic focused stocks such as those in the FTSE 250. Considering the mix of factors, we recommend a selective ap-

proach in this market. 

 

Europe ex UK Equity                                                ◄►  

After a torrid time last year given the outbreak of war on its borders, the combination of a less acute energy crisis and 

the reopening of China has improved the outlook for Europe with luxury stocks benefitting from this. However, the issues 

surrounding longer-term energy security remain and may weigh on future growth potential. Furthermore, the ECB’s 

aggressive hiking cycle may exacerbate longstanding issues between nations of the Eurozone. As such, we retain our 

neutral view.   

 

US Equity                                                                   ◄►  

The ongoing volatility surrounding growth, inflation and its impact on the long-term discount rate has continued to cause 

gyrations between cyclical and less cyclical companies. The recent woes have seen bank stocks fall out of favour. Further-

more, the outlook in the face of rising interest costs and slowing demand may be more challenging for earnings. Hence, 

we expect volatility to continue. Nonetheless, the US market remains a source of attractive companies with good long-

term prospects, with relatively high self-reliance in terms of energy and food supply. 

 

Japan Equity                                                              ◄► 

The Bank of Japan’s moves at the end of December have driven material shifts across Japanese equities. While a new 

Governor has been appointed, markets still await to see whether there will be a significant shift in monetary policy at his 

first meeting. The speculation surrounding future moves should put a floor on the Yen, which had been the worst per-

forming currency in the G10. Whilst a strengthening currency weighs on exporters, this has sparked some life back into 

its financial sector. Given moderate valuations and limited international investor interest, Japan could have room to per-

form should the global economic situation improve.  

 

Asia ex Japan Equity                                                    ▲ 
China’s rebound continues to gain traction. It has laid the foundations to provide support to the property sector, which 

had faced years of weakness, and tourism has rebounded sharply. Consumers are showing signs that they are comfort-

able spending their excess savings. However, the risks of political business interference in China remains high, but this is 

cushioned by the cheap valuations relative to other markets. A growing China tends to provide support for the wider 

region. Domestic growth elsewhere has been strong as a result of earlier easing of restrictions. The lack of sanctions on 

Russia confirm that energy headwinds are less of an issue for some countries in the region. As such, we think the potential 

for long-term growth is higher than elsewhere. 

 

Emerging Markets ex Asia Equity                             ◄► 
Emerging markets continue to be caught in the middle between softening demand from the West and a re-emerging 

China. Commodity prices have softened from their peaks as supply chain concerns have moderated, but declining export 

demand continues to weigh on the outlook. Despite a weakening Dollar, ongoing geopolitical uncertainties highlight the 

importance of selectivity. Furthermore, developing countries need continued foreign investment but the outlook, com-

bined with tightening financial conditions in the West, may adversely impact sentiment. Despite this, long-term growth 

prospects for many emerging markets remain high. Hence, we continue to stress a highly selective approach in this 

diverse universe, emphasise its volatile nature and maintain our neutral stance. 

 

 

Alternative Investments 

 

Hedge Funds/Targeted Absolute Return 

Given pronounced movements across interest rate expectations, this will undoubtedly weigh on financing costs which 

may temper some merger and acquisition (M&A) activity. Conversely, the elevated levels of interest rate volatility may 

present opportunities elsewhere. On the regulatory side, geopolitical fronts mean that regulatory intervention has be-

come more commonplace. This has tempered our enthusiasm for event-driven strategies. More broadly, when allocating 
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to this space, we look for funds that could diversify returns away from the directionality of conventional bonds and equity 

markets and favour these strategies. Nevertheless, we continue to stress the importance of finding the right vehicle and 

investment manager, which requires extensive due diligence on the strategy and fund. 

 

Property  

Rising borrowing costs continue to weigh on property markets globally. Tightening financial conditions, exacerbated by 

recent events, are likely to further dampen enthusiasm for long-term assets with limited liquidity. Given recent notable 

lockups by large property funds, we continue to stress that any exposure to property should be selective and closed-

ended over open-ended vehicles. Although property has historically been a good hedge against inflation, the sharp rise 

in borrowing costs may alter that characteristic, at least in the short to medium term.  
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For further information, please contact: 

Esther Clark 

+44 (0) 20 3207 8007  
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