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Overview

Notwithstanding the ongoing war in Ukraine, the main
influence on investment markets over the past quarter
continued to be levels of inflation and interest rates. Inflation
rates have certainly moderated from the peak levels
reached towards the end of last year. The rate has reached
4.0% in the US and 5.5% in the Eurozone, remaining more
persistent - at 8.7% - in the UK. The question is what
further action central banks need to take to return it to the
target level of 2%. Interest rate decisions taken in June
-no change from the US Federal Reserve, a rise of 0.25%
from the European Central Bank and a rise of 0.5% from
the Bank of England - reflect the different inflation rates
prevailing in each economic zone.

Central bankers were surprised by the persistence of
inflation. As a consequence, interest rates have risen at
an unprecedented pace over the past year. The moves are
intended to slow economies, even to the extent that they
lead to recession. The time lag of the impact of higher
rates tends to be 18 months or so, which means the larger
part of the impact is yet to be felt. However, early signs are
beginning to show in Q1 GDP figures. The US economy
expanded by 2.0% (versus +2.6% in Q4 2022), the Eurozone
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fell by 0.1% (versus -0.1% - meaning it is technically in
recession), and the UK rose by just 0.1% (versus +0.1%).
Perhaps more concerning has been the very modest 2.2%
rate of recovery in China following the abandonment of its
harsh Covid regime at the end of last year. It was, of course,
China’s strong growth that helped the global economy
recover after the financial crisis of 2008/09.

Other indicators for economies show a mixed picture.
Manufacturing Purchasing Manager Indices have generally
slipped into contraction, with the respective readings for
June showing 46.3 for the US, 43.4 for Europe and 46.5
for the UK. The exception was China, which, at 50.5, just
remained in expansionary mode. However, Services PMIs
remain above the neutral 50 level, with the US at 54.1,
the Eurozone at 52.4, the UK at 53.7 and China at 53.9.
Employment numbers remain universally tight, which feeds
into higher wage settlements, whilst spending remains
elevated as individuals continue to benefit from savings
stored up during the pandemic period.

The following table sets out the market movements for
the past quarter.

31/03/2023 31/03/2023 Change
764 752 -1.6%

13,358 13,132 -1.7%
16,548 16,905 2.7%
1,701 1,692 -0.5%

1,880 1,891 0.6%
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Market picture

Let us address the disappointing performance of UK markets
first. An extremely disappointing inflation reading in May
saw all the gains of the year wiped out when the main indices
fell by over 5% in the month. Government bond (gilt) yields
shot up, to levels last seen in September 2022 after the
dreadful Truss mini-Budget, in anticipation of higher interest
rates. Unsurprisingly, this unsettled equity markets. With
global growth slowing, the composition of the main UK
index is unhelpful. A 5% fall in the oil price over the quarter
impacted large constituents BP (-10%) and Shell (+1%). Also,
with several mining companies quoted in London, a near
9% fall in the sector had a significant impact. Both BT (-16%)
and Vodafone (-17%) dragged the telecom sector back 16%,
while housebuilders also fell as interest rates rose. The only
significant beneficiary was the bank sector (+6%), although
this was principally thanks to HSBC (+13%).

The strong performance of the American market indices
continues to demand perspective. As mentioned last quarter,
these markets have been driven by the mega-cap technology
stocks. Apple’s 18% rise in the period pushed its value back
over $3trn - more than the value of the entire UK market.
Between them, the six stocks gaining between 17%
(Alphabet/Google) and 37% (Meta/Facebook) contributed over
two thirds of the gain of the S&P 500 Index, perhaps suggesting
a degree of exuberant overvaluation.

Elsewhere, the Japanese market, long considered good
value, made an impressive gain as the authorities stuck to
their guns on monetary policy. Interest rates remained
unchanged at -0.1%, despite inflation rising to over 3%.
The interest rate differential with Western economies has
led to a sharp fall in the yen (-11.6% versus GBP, -8.6%
versus USD), taking the shine off some of the market gains
for non-domestic investors.
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Outlook

The continuing rise in interest rates, with probably more to
come, meant the UK government bond market fell over 6%
during the quarter. Combined with the terrible performance
last year (-25%), future returns on gilts have now reached a
level where this becomes a viable asset class for investors.
Particularly for higher-rate UK taxpayers, low-coupon
short-dated gilts now offer redemption yields of more than
5% - with the majority of the return coming tax-free, as gains
on gilts for UK investors are not subject to capital gains tax.

Meanwhile, following its underperformance and despite
economic and political headwinds, the UK equity market
looks very good value both in absolute terms and relative
to other developed markets. As mentioned in previous
reports, bull markets usually begin during or a little ahead
of a recession and most often when the background news
is at its worst. But timing the bottom of the market is nigh
on impossible. Markets are discounting mechanisms, so for
long-term investors it is important for portfolios to remain
well positioned to capture the potential upturn when is comes.
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Disclaimer

This document is a general communication being provided for informational purposes only. It is educational in nature and not designed
to be taken as advice or a recommendation for any specific investment product, strategy, plan feature or other purpose in any jurisdiction,
nor is it a commitment from Fiske plc to participate in any of the transactions mentioned herein. Any examples used are generic, hypothetical
and for illustration purposes only. This material does not contain sufficient information to support an investment decision and it should
not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an independent
assessment of the legal, regulatory, tax, credit, and accounting implications and determine, together with their own financial professional,
if any investment mentioned herein is believed to be appropriate to their personal goals. Investors should ensure that they obtain all
available relevant information before making any investment. Any forecasts, figures, opinions or investment techniques and strategies set
out are for information purposes only, based on certain assumptions and current market conditions and are subject to change without
prior notice. All information presented herein is considered to be accurate at the time of production, but no warranty of accuracy is given
and no liability in respect of any error or omission is accepted. It should be noted that investment involves risks, the value of investments
and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may not get back
the full amount invested. Both past performance and yields are not a reliable indicator of current and future results. If you have received
this document in error, please telephone the Compliance Department on 44 (0)20-7448-4700. Fiske plc is authorised and regulated by the
Financial Conduct Authority and is a Member of the London Stock Exchange. FCA Register No: 124279
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