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INDEX LEVEL 31°" MARCH LEVEL 30™ APRIL CHANGE
S&P 500 4109 4169 +1.46%
FTSE 100 7631 7870 +3.13%
Euro Stoxx 600 457 466 +1.96%
Shanghai 3272 3350 +2.38%
US 10 Yr Treasury | 3.49% 3.45% -0.04
Yield

UK 10 Yr Gilt Yield | 3.46% 3.72% +0.26
Bund 10 Yr 231% 2.32% +0.01
Overview

April saw a continuation of the knock-on effect from the demise of Silicon Valley Bank, with |
P Morgan Chase buying First Republic Bank, whose shares had been sold off as depositors
worried about the bank’s business model in the wake of rising interest rates in the US. Due
to the digitalisation of finance, the speed at which bank runs can happen today is
incredible. As Goldman Sachs noted, in 2008, it took 9 days for Washington Mutual to lose
$18 bn in deposits. In 2023, it took 4 hours for Silicon Valley Bank to lose $42 bn of deposits!
However, the impact of this on financial markets was quite muted. One positive is that the
possible impact on lending resulting from the problems with small banks could have the
effect of reducing GDP, which in turn could reduce the pressure on the US Federal Reserve
(the ‘'Fed’) to increase interest rates. Indeed, much of the speculation during the month was

about the length of the higher interest rate cycle and its possible reversal.
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us

As previously mentioned, much of the focus in the US was on inflation and the interest rate
cycle. The US inflation rate for March came in at 5%, a slight increase of 0.1% on the previous
month, but it should be membered that inflation at one point was 9.1%. We are still some
way off the Fed's target inflation rate of 2%, but we also saw US GDP fall to 1.1%, from 2.6%.
A slowdown in the economy was to be expected following the Fed'’s actions since early 2022
and this is one of the indicators they use to judge if the economy is cooling, so again could
take pressure off the need for future rate rises.

We also entered Q1 earnings season and although earnings estimates have been declining
by around 6%, we did see the majority of companies reporting earnings ahead of
expectations. In many cases, this was a result of improving margins, either from price
increases or reduction in costs and not necessarily from growing demand.

Whilst the US equity market has appeared buoyant, it should be noted that so far this year
86% of the returns of the S&P 500 index have come from just 10 ‘mega-cap’ large stocks, so
we should be wary of getting too bullish at this stage. It also needs to be remembered that
the US market is still expensive, compared to its historical average and it follows that if
earnings decline, then any forward price movement will simply result in them becoming more
expensive. The chart below shows the historic valuation of the US market. One doesn't need
to understand the methodology of a price/earnings (p/e) ratio to understand that it is at the
high end of the range, but safe to say, the higher the number the more expensive the market
is:
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Current S&P 500 PE Ratio: 23.53 -0.15 (-0.62%)
11:07 AM EDT, Thu May 4

Mean: 16.01
Median: 14.93
Min: 5.31 (Dec 1917)

Max:  123.73 (May 2009)

Source: mulptl.com 04/05/2023

The Treasury General Account which operates akin to a current account for the US
Government will require “topping up” likely around mid-summer. Also known as the
extension of the debt ceiling, this is usually a political pantomime played out in Congress but
has always been agreed to, to avoid a US default. There is likely to be drama in 2023 but
raising the debt ceiling is inevitable, otherwise a default scenario is the result. An ongoing
theme is the likelihood for the US dollar to weaken as interest rates begin to fall and GDP
weakens further - the hedging strategy implemented in certain US funds held has worked
well so far and there may be more to come.

UK

Domestically, the UK continues to struggle with inflation at higher levels, with March'’s figure
coming in at 10.1% versus 10.4% the month before, which was disappointing compared to
other areas of the world. However, the figure is expected to come down significantly when
the next level is released, as the huge energy price increase in March 2022 drops out.
However, like the US we will still be some way off the target rate of 2%. Therefore, UK interest
rates are set to travel higher to suppress demand and control rising prices. Dependent upon
conditions, the UK stock market skew to banks, commodities and pharmaceuticals is a
blessing (because it has performed well in the short term) or a curse (as you are exposed to
a narrow range of sectors) and performance results accordingly. The absence of larger
technology companies is notable, but valuations remain appealing.

Europe

There was a similar picture in Europe as seen elsewhere in that markets were buoyant on
expectations that the peak in European Central Bank (ECB) rate rises is in sight. Indeed,
European markets as a whole have been the best performing this year. This is partly to do
with the continued rebound in sentiment caused by the continued decline in energy prices
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following the Russian invasion of Ukraine, even though inflation, like elsewhere, remains well
above the ECB's target. Eurozone business activity expanded faster than expected led by demand
and the easing input price pressures, albeit led by services rather than manufacturing. The
Purchasing Managers Index (PMI), which represents business activity (over 50 is positive), came
in at an 11-month high of 54.4, up from the previous month's 53.7. Valuations remain attractive
relative to the US, but the interest cycle is likely to lag that of the US.

European Natural Gas Prices Continue to Decline
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Asia

China and the emerging world remain attractive at valuation levels, but stock markets have not
fulfilled their promise so far. The so-called post Covid economic reopening of China continues
unabated and demand for hard commodities is escalating whilst GDP is expansionary. Stock
performance is likely to follow, although the yuan has softened. Meanwhile a more positive view
of Japan is forming following the prima facie subtle changes in policy at the Bank of Japan. Mr
Ueda the new BoJ Governor took office seamlessly, as expected. Data dependency rather than
forward guidance is likely to mean higher interest rates and a firmer yen versus the dollar as
Japanese inflation crawls higher. Japanese core inflation around 3% and wage settlements
around 4% marks significant change after multi-decade deflation. Higher yields on Japanese
Government Bonds and prospects for equity growth will encourage active Japanese global
investors to repatriate funds for domestic opportunities.

Outlook

Overall, it is pleasing to see markets moving in a positive direction. However, there is still a
defensive positioning in portfolios, as we wait to see how the rapid increases in interest rates
affect economic growth and earnings, particularly in the US where, as mentioned earlier,
valuations remain stretched. It is expected that exposure to shorter dated US bonds will be
increased during May, as the end of the tightening cycle comes into view. This will be
accompanied by a reduction in inflation linked securities, as we see peak inflation occurring.

Rockhold Asset Management, with contribution from Alpha Beta Partners and
Marlborough, May 2023
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IMPORTANT INFORMATION

This document is written by our investment partners Rockhold Asset Management Ltd and its content
is for your general information purposes only and does not constitute investment advice. The
commentary is intended to provide you with a general overview of the economic and investment
landscape. It is not an offer to purchase or sell any particular asset and it does not contain all of the
information which an investor may require in order to make an investment decision. We cannot accept
responsibility for any loss as a result of acts or omissions taken in respect of this article.

Past performance is not a reliable indicator of future results. Investments should be considered over
the longer term and should fit in with your overall attitude to risk and financial circumstances. Your
capital is at risk and the value of investments, as well as the income from them, can go down as well as
up and you may not recover the amount of your original investment.

Askaig Newington is an appointed representative of Sense Network Limited, which is authorised and

regulated by the Financial Conduct Authority Registered in England and Wales, 923678 Registered
office: 12326379
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