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The strong start to the year for equity markets tapered off over the second half 
of the month, as the strength of US and European economic data pushed up 
expectations for further interest rate increases. 

UK
The start of the month saw the Bank of England’s Monetary Policy Committee 
(MPC) raise the base rate by 50 basis points, bringing it up to 4%, having voted 7-2 
in favour of the move (with the two dissenting members voting for no hike). In their 
next meeting in late March, the MPC are expected to decide between a further 25 
bps hike, and no increase, with the inflation figures released in the week prior to 
the meeting expected to heavily influence the Committee’s decision. In contrast to 
other major regions, the UK economic data was more muted, with the Consumer 
Price Index declining from 10.5% in the 12 months to December, to 10.1% in 
January. Gilt yields rose markedly over the month in line with the US, ending the 
period 49 bps higher at 3.82%. 

In a recent meeting with our third-party economist firm, Pantheon, they noted that 
they expect UK inflation to decline to 2% year-on-year by the end of this year, and 
average c.6% for the year as a whole. The biggest risks to this forecast are energy 
prices, which – having declined significantly from their peak last October – are 
difficult to predict, and wage growth, which in certain sectors of the economy is still 
catching up to the high headline level of inflation of 2022. 

The UK equity market inched higher over the month, with MSCI UK All-Cap gaining 
1.4% in capital return terms. 

US
February saw a raft of very strong US economic data, with jobs growth, inflation 
and household spending all coming in above economist expectations. Particularly 
striking was the January payroll data which showed a creation of over 500,000 
jobs, however this was boosted by an upwards seasonal adjustment of c.3 million 
jobs (from a loss of c.2.5m jobs in actual terms) to reflect the seasonal reduction 
in payrolls from December to January, an adjustment which likely distorted the 
market’s perception regarding the strength of the labour market. Inflation, as 
measured by the Consumer Price Index (CPI) declined less than the market 
expected, falling from 6.5% in the 12 months to December, to 6.4% in January. 
Whilst the strong data should also be taken in the context of the unusually warm 
weather across the north-east of the US over January, which likely served to 
boost household spending and business activity, it has increased the markets 
expectations for tighter Federal Reserve monetary policy. 
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In their early February meeting, the Federal Reserve’s 
monetary policy committee (known as the FOMC) raised 
the Federal Funds rate by 25 basis points to 4.75%, with 
further increases of this magnitude expected in their next 
two upcoming meetings. The resilience of the economy 
to the marked tightening of monetary policy over the last 
year – with 450 bps of rate hikes since last March – has 
been notable. This has caused the lag with which monetary 
policy effects the real economy to become much debated, 
with some members of the FOMC even arguing that there 
may not be much of a lag at all owing to structural changes 
in the economy. Supported by third party research we 
receive, our view is that the lag is very real, and may well 
have be more extended in this cycle. This is in large part 
because of the significant excess savings households 
accumulated throughout the Covid period, whilst 
strong US asset prices throughout 2020-21 also helped 
contribute to a healthy cushion for many wealthier US 
households which many had underestimated. US Treasury 
yields pushed higher over the month, with the yield on the 
10-year Treasury ending the period up 38 bps at 3.91%. 

US large-cap stocks, represented by the S&P 500, declined 
2.6% in US Dollar terms over the month. 

Eurozone
European economic data also surprised to the upside 
over the month, with survey data from the services sector 
coming in ahead of economist expectations. The inflation 
rate declined to 8.6% year-on-year in the 12 months to 
January from 9.2% in December, although this was ahead 
of the 8.5% expected by economists, whilst figures for 
February from Spain – which is the first to report of the 
major Eurozone economies - also came in significantly 
above market expectations at the very close of the month. 
European equities outperformed most regional markets 
over the month, with MSCI Europe ex-UK gaining 1.2% in 
local currency terms. 

Asia
To the disappointment of equity markets, China’s 
emergence from its zero-COVID policy only had a modest 
impact on its economic data over the month, with its 
manufacturing sector still in contraction based on survey 
data, although the services sector significantly beat 
expectations, returning to growth over January. MSCI China 
H ended the month down 7.2%. Despite the appointment 
of a new Governor and downward pressure on the Yen, 
Japan’s Central Bank (BoJ) have indicated publicly that, for 
now at least, that they are committed to supressing bond 
yields through their bond buying programme, in large part 
because they believe any significant tightening of monetary 
policy would reinforce the deflationary mindset which 
has dominated in Japan for much of the last 30 years. 
Despite these statements, we expect the BoJ to eventually 
alter their policy, and as a result we believe the Yen is 
undervalued at these levels. Japanese stocks, represented 
by MSCI Japan, ended the month up 0.7% in Yen terms. 

Commodities 
The weakness in the price of both gold and silver over the 
month reflected the rebound in the US Dollar, with both 
tending to fall during sharp rallies for the greenback. Whilst 
this correlation tends to hold over short time periods, 
we note that this price weakness does not reflect the 
supply side challenges of the mining industry, with the 
cost of extracting both gold and silver having increased 
significantly over recent years. On the demand side, we see 
buying of gold by Central Banks as they attempt to diversify 
away from the US Dollar, and silver’s integral role in the 
energy transition, as providing solid long-term demand 
growth, in addition to their longstanding role as a store of 
value. The gold price ended the month down 5.2% in US 
Dollar terms. 
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