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Former boxer Mike Tyson once remarked that ‘every-

body has a plan until they get punched in the mouth’. 

Looking back at the 2022 Investment Outlook, Russia’s 

invasion of Ukraine in February was that unanticipated 

punch. Last year was expected to be a year of rising 

rates to deal with inflation, but with a generally positive 

outlook. As it turned out, it was one of the most painful 

on record. So surely 2023 will be better? While there 

are commentators who are banging the drum for bull-

ishness, the consensus seems to be one of cautious opti-

mism. Most realise that 2022’s problems have not 

simply gone away. Geopolitics, Banking issues, infla-

tion, interest rates and recession risk look set to remain 

key drivers for some time yet. 

 

2023 is off to a optimistic, if somewhat erratic start, af-

ter a difficult last twelve months. As the weeks pass, we 

are closely monitoring macroeconomic data to gauge 

the underlying strength or otherwise of the global econ-

omy. Rates of change in key indicators – particularly  

GDP growth, Banking  and inflation – are important de-

termining factors when making asset allocation decisions.  

 

Whilst not without irregular periods, the metrics continue 

to trend in the right direction. While some maintain the 

view that the U.S. economy is headed for recession in 

2023, many Investment Managers now have a more con-

structive view.                                                                                                              

 

The United States is the global growth engine, so it is im-

portant that Uncle Sam stays in good financial health and 

the data so far confirms this view. The U.S. unemploy-

ment rate last month, for example, fell to 3.4%, a 54-year 

low. Admittedly, U.S. wage inflation remains problem-

atic, but as problems go, it is not a bad one to have. U.S. 

real GDP growth remains positive while U.S. consumer 

price inflation has declined from a cycle high of +9.1% in 

June 2022 down to +6.5% in December 2022. The U.S. 

consumer remains resilient despite the recent sharp rise in 

interest rates. 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Welcome to our ‘March 2023 Insights’ report where we hope to provide you with the means to keep informed of 

the latest economic and investment market conditions. In this report we set out our views on the current environment 

and the challenges and opportunities that lie ahead for investors over the next twelve months. Our aim is to keep you 

updated on such matters leading to better investment decisions and by extension more acceptable returns on em-

ployed capital. 

 

 

 

 

 

 

 

 

Storm Clouds Lifting? 
 

 

 

March 2023 

Market Review 

 

The year started with a rally mood and the return of retail investors’ risk appetite. There were some supporting reasons for 

the situation, at least in Europe and China, where lower gas prices and China reopening helped to remove some of the 

downside economic risks that were on the table last year. However, the rally has gone too far based on assumptions that 

inflation is falling fast, the job of central banks is done, and the economy is well on track for a soft landing, with no earnings 

recession. As we write the Silicon Valley Bank issue is creating uncertainty which Central Banks are keen to assure markets 

that all & necessary support will be available to limit the contagion of this matter. 
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The tricky part for investors starts now. The bears may not arrive, but some caution from here is necessary. The contrast 

between loose financial conditions and tight lending standards for the real economy is striking. Markets remain priced for 

perfection, despite high uncertainty and divergences on the economic front. In particular, whilst we are optimistic for 2023, 

the devil is in the detail. Regarding the US, Managers see deteriorating quarterly dynamics for the second part of the year. 

For the Eurozone, they have upgraded their GDP projections for 2023, but this was mainly due to a carry-over from last year 

and growth expectations remain flattish. China reopening is clearly a positive for the global economy, this will mainly support 

the domestic performance. Secondly, inflation is declining slowly and the path towards the 2% CB target appears to be long 

and bumpy. With regard to central banks, the Fed is closing in on the end of tightening, despite last month’s slow down, but 

the ECB is still hawkish. Finally, appetite for emerging markets is returning, but regarding developed markets, caution pre-

vails. 

 

 

 

 

 

 

 

Equities 

It is not unreasonable to expect US wage growth of 5% this year, while US inflation should trend back below 5%, unless 

there is another energy crisis. If correct, then real incomes and consumption growth should be at least as strong in 2023 as 

they were in 2022. This implies no risk of the US falling into recession. Quite the opposite in fact. The big question is 

whether the Federal Reserve has done enough to temper growth expectations or whether additional interest rate increases 

will be necessary, which is currently a major debate point. Currently, the expectation exists that Rates will increase more 

than was anticipated December last. However, the emergence of the SVB crisis, may stunt such increases at the next Policy 

meeting of the 21st & 22nd March next. Given that interest rate increases take time to take effect, Managers are confident 

that the Federal Reserve will end of its rate rising cycle sooner rather than later. Perhaps this is why stock markets have 

reacted favourably in recent months. Now for the Technical bit. If US interest rates are close to peaking, this means the 

discount rate that is applied to future corporate cash flows is also peaking. Lower discount rates mean higher net present 

values for corporate earnings and higher stock prices. If you add to the mix a falling US dollar due to peaking U.S. interest 

rates, which is the expectation, you get quite a favourable backdrop for equities, particularly equities outside the U.S. 

Annualised performance data in euros at 28th February 2023 

 YTD 1 Year 3 Years 5 Years 10 Years 15 Years 

Global  +5.2% -3.5% +10.1% +8.8% +12.8% +10.4% 

U.S.  +3.7% -4.4% +12.8% +13.5% +22.1% +21.6% 

Europe (ex U.K.) +8.0% +1.4% +7.9% +4.9% +7.4% +3.4% 

U.K. +6.0% +0.1% +5.6% +1.8% +2.1% +1.0% 

Emerging Mkts +3.9% -12.0% -0.1% -1.3% +1.1% +1.3% 

Japan +3.7% -6.3% +3.2% +1.1% +6.9% +4.0% 
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How will the Silicon Valley Bank fallout affect the markets? 

The Silicon Valley Bank (SVB) rout has rippled through global markets since last Friday, causing a sharp sell-off in banking 

stocks and causing widespread Market concerns. It is the largest US banking failure since the global financial crisis in 2008, 

sparking enough concern for the US Treasury to step in to protect depositors. The venture capital-focused bank, SVB 

unveiled plans to raise $2.25 billion to shore up its balance sheet as the bank has been forced to sell its $21 billion bond 

portfolio on a loss of $1.8 billion due to aggressive rate hikes by the US Fed.   

 

The SVB, founded in 1983, is a lender specialising in tech 

and start-ups, which is the most vulnerable sector to 

ongoing macro headwinds. By end of Thursday (local time) 

last week, its customers withdrew $42 billion of deposits 

following a capital raising announcement.  

SVB’s shares plummeted 60% on Friday trading and 

another 26% drop in after-hours trading. Later on Friday, 

the bank was shut down by regulators, and the Federal 

Deposit Insurance Corp (FDIC) kicked off an auction 

process for SVB late Saturday.  

At the time, the FDIC said SVB’s customers will have full 

access to the insured deposit maximum of $250,000. 

However, most funds held at the bank are far more than the 

limit. On Monday, US banking regulators announced a plan 

to backstop depositors with money at SVB. The Treasury 

Department has approved plans to fully protect all 

depositors with full access to their funds on Monday night. 

The financial market reaction to the event on Friday last, 

had all the major indices falling sharply. The three US 

benchmarks had their worst week in 2023, while the ASX 

200 slid for the 6th consecutive week. The US dollar 

weakened following the news as haven assets, such as the 

Japanese Yen the Eurodollar, gold, and bonds. The fear 

gauge, the Volatility Index, spiked from under 20 to almost 

30 at the highest before pulling back to just under 25 last 

week. 
Globally, risk sentiment has somewhat recovered amid the 

protection measures taken by both US Treasury 

Department and the Fed. However, uncertainties still 

loom.   

 

Silicon Valley Bank   

So what's next? The SVB’s collapse is not over for a few 

reasons: firstly, the US Treasury will have to supply more 

money to support the deposits for those not insured with 

the $250,000 cap and this may lead to a Fed policy 

turnaround if things get fluid.  Secondly, there are other 

similar small banks as SVB which may face similar 

issues amid the Fed’s rate hikes. The Signature Bank was 

also shut down by regulators due to the same crisis.  

Ultimately, SVB’s collapse reflects that venture funds, 

particularly in tech, are usually the most vulnerable 

sector at the back of central banks’ rapid rate hikes as it 

becomes hard for them to manage interest rate risks. 

Also, small banks that are not under the regulator’s 

scrutiny may lack risk management to prepare for the 

macro changes.   
Whilst there may be little risk of a crisis in the banking 

sector, that does not mean there aren’t badly run banks. 

QE and Basel III have made the banking sector 

significantly more liquid and resilient such that a replay 

of the GFC is very unlikely. However, individual banks 

under poor management can still be subject to bank runs. 

At a high level, a bank has short-dated liabilities and 

longer dated assets. A well-managed bank holds enough 

assets to meet potential outflows, but also manages its 

liabilities to avoid substantial outflows. SVB may not be 

the only Bank that managed such a balance poorly. 
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 YTD 1 Year 3 Years 5 Years 10 Years 

EU Govt +5 Yrs.  -0.3% -21.3% -9.6% -2.8% +1.4% 

EU Govt. +10 Yrs. -0.6% -28.1% -13.1% -3.7% +1.8% 

EU Corporates -0.1% -12.2% -5.7% -2.2% +0.3% 

EU Inflation-linked +1.8% -7.9% -0.0% +1.3% +1.6% 

 

Bonds 

Annualised performance data in euros at 28th February 2023 
 

The constructive outlook for fixed income in 2023 hinges to some degree on the expectation of a soft landing in the U.S. and 

a Federal Reserve that is close to completing its interest rate rising cycle. If this outlook transpires, managers believe that bond 

markets should have a good year. How confident are they that interest rates are close to peaking? Investors worldwide look to 

the US, and the Federal Reserve, as the North Star for interest rates. The markets finally seem to be in tune with the Fed’s plan, 

pricing in rates higher than previously anticipated. If inflation continues to decline, the real income return on offer will be hard 

to resist – especially for holders of cash and floating rate assets. 

Bond investors could be facing the best entry point since the global financial crisis, with four compelling reasons for investors 

to take advantage of this opportunity now: 

 

1. Inflation Has Peaked. Inflation is the enemy of bond investors and was the root cause of negative performance of bonds in 

2022. Inflation is expected to decline in 2023 and should prove to be more of a tailwind than a headwind for bond investors 

in 2023. 

2. Central Banks Have Raised Interest Rates Aggressively and Are Very Close to the End of Their Rate Hiking Cycles. 

Cyclical bond buying opportunities occur as, or just before, central banks stop a rate hike cycle. In Invesco’s view, we are 

there now. 

3. Higher Yields Have Not Worked Their Way Through All Asset Classes. It may take time for higher discount rates to make 

their way through the economy and less liquid private asset markets. Investors have an opportunity in the public bond 

market to invest now, confident that yield increases have been fully factored into markets. 

4. Slow, Below-Trend Global Growth Going Forward, But Do Not Expect a Deep Recession. Currently, there are few signs 

of large economic imbalances that would be likely to lead to the type of deep recession experienced during the global 

financial crisis or the pandemic lockdown. Slow growth, without a deep recession, should be favourable for high quality 

fixed income. This type of environment should lead to stable or declining interest rates and minimal default risk in high 

quality assets. 

 

The outlook for longer-term bond yields remains unchanged. Managers expect U.S. Treasuries will benefit from the disinfla-

tionary trend now taking hold in the United States as the Federal Reserve finally starts to bring inflation back under control. 

10-year Treasuries currently yield 3.9%, while 2-year Treasuries yield 4.9%. The U.S. yield curve has inverted by a significant 

100 basis points. The bond market is signaling that the U.S. economy is slowing and inflation will continue to fall. As the U.S. 

economy slows and Fed policy becomes less restrictive, U.S. government bonds should rally. 

 
The outlook for Eurozone government bonds is cloudier. The Eurozone has more of a structural inflation problem resulting 

from an overreliance on imported oil and natural gas. After a tumultuous 2022, energy prices have thankfully corrected in 

recent months, easing pressure on the European Central Bank (ECB). A peaceful resolution of the Russia/Ukraine war would 

provide a catalyst for us to get more constructive on Eurozone bonds. Until then, we remain uninterested.  
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 YTD 1 Year 3 Years 5 Years 10 Years 

GS Commodities -3.2% -7.7% +23.2% +10.4% +1.2% 

WTI Crude -2.4% -17.0% +26.7% +9.1% +0.4% 

Natural Gas -39.7% +34.3% +22.7% +3.6% -0.3% 

Gold +1.3% +0.9% +7.1% +12.1% +4.3% 

Silver +13.0% -10.5% +10.4% +9.2% -1.0% 

Agriculture +1.7% +2.7% +12.6% +4.4% -0.5% 

Industrial Metals +8.0% -9.8% +19.1% +5.1% +3.9% 

Bitcoin +43.3% -40.9% +60.0% +30.6% N/A 

 

Commodities have delivered a mixed performance so far in 2023. Energy prices are lower. Food, agriculture, and industrial 

metals prices are higher. Meanwhile, precious metals prices have traded poorly despite the inflationary backdrop. We envisage 

two potential catalysts occurring this year that could drive commodity prices higher. The first is our expectation for a declining 

US dollar. Following the countertrend rally currently underway, which could re-test the 2022 highs, we expect a slowing U.S. 

economy that will attract less capital from international investors to result in less overall demand for dollars. Secondly, as the 

China reopening from covid lockdowns gathers steam, this should fuel demand for commodity inputs. 

 

 

Annualised performance data in euros at 28th February 2023 

 

Alternatives 
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Finally, a word on cryptocurrencies. 2022 was a defining year for the sector, and not in a positive way. When the tide went out, 

many unprofitable projects were exposed, and multiple egregious frauds were uncovered. The sector is in the midst of a fight 

for survival and regulatory clampdowns are coming. The onramps to the sector are also being shuttered. Silvergate Bank is the 

latest example and Binance U.S. may not be too far behind. The SEC is looking to categorise all non-Bitcoin crypto’s as securi-

ties. How this will all unfold remains uncertain. However, despite all of the fear, uncertainty, and doubt, there still remain some 

game-changing technologies within the sector that could make it. Following a much-needed cleansing process, the crypto sector 

could still re-emerge from the ashes later in 2023 as some of their more meaningful projects gain traction and more user adoption. 

Only the strongest (non-securities) will survive. 

 

Fixed Interest Bonds – will 2023 be the year of the Bond ? 
Fixed Interest bonds have not been the darling of the retail investor, or indeed the chosen recommendation of many a Financial 

Advisor.  Why ? Because the return tends to be lower and the associated risk also lower. Traditionally, the returns have been 

marginally better than deposit rates, which is logical, as the coupon rates are intrinsically tied to interest rates.  

Fixed Interest, or Bonds as they are more generally known, tend to be used as a diversifier within a portfolio with a trade off of 

reduced % performance in return for lower risk. This tends not to stimulate the senses of the more aggressive investor who wants 

the higher performance of a portfolio and as a result, the bond element sometimes attracts a more muted reaction and almost 

penitential response from a Financial Advisor as to why it is needed within a portfolio !  

However, 2023 looks exciting for fixed interest securities and there is currently a lot of interest and optimism around this asset 

class, meaning this is an area certainly deserving of consideration by investors, as it presents performance opportunity outside of 

traditional parameters, and without expected associated risk. 

What does history tell us ? 

Since 1926, bonds have returned between 4-6%.  This average reduced dramatically with the great moderation of interest rates 

resulting in average bond returns of c. 1.5-2% per annum over the last 10 years. For much of 2020 & 2021, fixed interest bonds 

were actually trading with a negative annual coupon and tranches still filling due to lack of alternatives in this sector and pertaining 

negative interest rates in the market.  

2022 saw a remarkable year in the financial markets, as we are all too aware.  This included a correlation between the drop in 

equities and a drop in bond performance, which is counter intuitive and goes totally against the longstanding belief of bonds as a 

diversifier of risk. In 2022, the average Fixed Interest fund experienced a loss of 16.5%.  
 

 

Sector in Focus 

Cryptocurrency 
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Why is this asset class suddenly very interesting for the Retail investor? 

The most obvious reason that 2023 could be a strong year for bonds is a mathematical one. 12 months ago, 3 month US Treasury 

Bills were yielding 0.06% return and 2 year Bills as low as 2%. Last week, equivalent yields are 4.35%-4.75% on short term bonds 

and c. 3.7%-3.9% on longer term bonds. If rates hold where they are, an investor in fixed interest bonds will generate a good 

income return, far in excess of what has been achieved in this asset class over the past decade. Given the large market drop in bond 

values in 2022, as referenced earlier, the scene appears to be set very much in favour of a strong bond performance in 2023, 

exceeding the usual risk-return trade off.  
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Summary 

So why is it an opportune time to consider Fixed Interest Bonds, considering the difficult environment in which this Asset class 

operated? 

• In a time of unparalleled Market turbulence, the emergence of attractive entry points for Bond Funds now looks appealing. 

• Bonds are also relatively fairly priced. Tightening cycles, in which Central Banks (CB’s) raise rates to bring down inflation 

generally do not end  before the CB rate is durably above core inflation, suggesting that bond prices have fully adjusted. 

We have a long way to go before we get to that level. 

• Fixed income may generate attractive income again. Once of the major challenges for fixed income in the past has been 

that yields were too low. The backdrop has now dramatically changed, with fixed income displaying higher yields again, 

potentially generating attractive income. 

• Fixed income offers an attractive de-risking solution. In the current uncertain environment, the need to de-risk portfolios 

in the face of rising macroeconomic uncertainty or elevated market risks is a prudent measure. Fixed Interest may help 

manage the volatility of the overall portfolio while also helping generate potentially higher income, historically a relatively 

more stable component of total returns. 

 
 
 
 
 
 
 
 
 
 
 
 


