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MARKETS RISE AS CENTRAL BANKS SIGNAL POSSIBLE RATE CUTS IN THE SPRING

This week falling inflation and positive updates from central banks helped generate an optimistic mood. Equities have done well so far this year,
but bonds have struggled due to the tension between central banks and markets’ assumptions about rate cuts. Investors have been forced to
readjust as inflation remained sticky and central banks appeared reluctant to move too early. However, positive inflation updates and signs that
jobs markets are cooling, plus signs that apparently insatiable US consumer demand is slowing have caused a big shift in central bank messaging.

Members of the ECB have been noticeably more upbeat about rate cuts, while Bank of England governor Andrew Bailey talked of the need to
be forward looking, and said inflation doesn’t need to be back to target before acting. In the US, Jerome Powell was similarly optimistic about
progress on inflation and investors and central banks appear to be settling on late spring as the date for the first rate cuts. There is still plenty of
scope for disappointment but markets are enjoying the outbreak of positivity as bonds have been able to join the rally.

THE MARKETS THIS WEEK

FTSE100 S&P 500 Nikkei225 MSCIEurope HangSeng US10Yr UK10 Yr Brent Crude Gold Iron Ore GBP USD
+2.55% +1.72% +5.16% +0.74% -1.25% -0.04% -0.14% +1.04% +1.12% +5.69% -1.1%

RATES: US AND UK LEAVE RATES UNCHANGED FOR NOW

he Federal Reserve and Bank of England left interest rates on hold. The decisions
UK Food & Non-Alcoholic Drinks Inflation, CPI

were in line with expectations but markets have been encouraged by positive vs Core CPI (%, YoY)
messages from the central banks. The Fed raised its forecast for economic growth 20 1
to 2.1% for this year and the consensus among voting members is for interest rates to be 15 4
reduced by 0.75% to 4.75%. Bank of England governor Andrew Bailey said slowing inflation 10 -
means things are moving in the right direction to allow rate cuts. UK headline inflation fell
from 4% in January to 3.4% in February, mainly due to falling food prices. 51
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The European Central Bank also appears to be adopting a less aggressive approach to 5

interest rates. With inflation in Europe continuing to fall back towards target, members N N 0 N o o o N
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of the ECB suggested the first rate cut in the Eurozone could be as early as June and that @7’* & ®q§ ?9%

markets may expect several rate cuts this year. Government bonds have rallied this week,

sending yields down, and US equities have led global markets higher.

RATES: JAPAN AND SWITZERLAND ADDRESS DIFFERENT INFLATION ISSUES
The Bank of Japan increased interest rates for the first time since 2007. The rate
hike brings the era of negative central bank interest rates to an end as inflation
3 appears to have settle around 2% after years of no or negative inflation. The
41 small rate hike takes the BoJ interest rate to a range of 0% to 0.1% and the bank also
3 1 formally ended its programme of buying Japanese government bonds. The rate hike helped
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Japanese, Swiss & Eurozone Interest Rates
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4 Japanese equities climb around 6% this week and the yield on Japanese government bonds
increased.

s The Swiss National Bank surprised markets by cutting rates as it reduced its main interest
rate from 1.75% to 1.5%. The Swiss experience of inflation has been very different to the rest
of western Europe. Inflation peaked at 3.5%, far below the Eurozone, and it dropped to 1.2%
in February allowing the SNB to cut rates to help make the Swiss franc more competitive
and boost economic growth, which is forecast for 1% this year.

-‘“ RETAIL: SIGNS THAT US CONSUMER DEMAND IS STARTING TO COOL

After three years of very strong consumer demand, many US retail businesses

S&P 500, S&P 500 Retailers & S&P 500 Hotel, Restaurants &

are reporting a slowdown in sales. A number of reasons have been given for Leisure (Total Return, %)

the slowdown, including consumers finally exhausting the excess saving built 140 1
up during Covid restrictions. Retailers also say some reluctance to spend is due to rising 130
economic uncertainty and a cooling jobs market. The rapid rise of interest rates means the 120 4
average US household now spends as much paying back personal borrowing as they do
repaying mortgage loans. Delinquency rates have also climbed sharply. 110 1
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Retail sales increased in February but annual growth continues to slow. Value retailer Dollar
Tree is planning to close 1,000 stores as spending by its lowest income customers has fallen 90@; o o o @ &
significantly. However, it is not just lowest income Americans who are spending less as &* &A N R $d\ &

companies including McDonalds, Pepsico and Expedia say sales growth has slowed, while
Kraft Heinz and retailer Target reported a decline in total sales.
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