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The UK economy is expected to
recover as headline inflation fell

to 3.4% in February and is forecast
to fall closer to 2% in the second
quarter, which should pave the way
for the Bank of England to begin

its own interest rate cutting cycle.

Sanjay Rijhsinghani, Chief Investment Officer, LGT Wealth Management

Summary: Q1 2024

Increasing optimism that central banks could avoid a recession and achieve a soft landing bolstered
equity markets during the quarter, propelling several indices to record highs. Both the S&P 500
and the Nikkei 225 raced ahead, posting double-digit returns in the quarter, while European and
Asian equity markets also experienced solid gains. Bonds meanwhile saw weaker performance,
as stickier inflation led markets to price in fewer rate cuts.

At a glance

= Equity markets deliver strong returns. = Disinflation slows.

= Meta and Nvidia shine. = Rate cut expectations moderate.
= Bank of Japan changes course = Bond yields nudge higher.



Markets gained confidence throughout the quar-
ter that the Federal Reserve (Fed) had successfully
engineered a soft landing, which propelled the S&P
500, Nikkei 225 and the MSCI All-Country World
Index to record highs in March.! Technology stocks
benefited from strong fourth quarter earnings, along
with soaring optimism surrounding artificial intelli-
gence (Al). The exception was China, as mounting
pessimism around its industrial and property sector
weighed on index performance. However, recent
data indicates the government’s stimulus will likely
help activity.

Coming into 2024, investors were pricing in rate
cuts of between 1.50% to 1.75% by year-end, com-
pared to the Fed’s own projections of a decline in
interest rates of 0.75%. Data continued to show US
economic resilience, along with challenges bringing
inflation down to the 2% figure, as the rate of disin-
flation slowed.? This prompted material moves in the
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bond markets, and investors priced in fewer rate cuts
as the quarter progressed.

Markets are currently pricing in that the Fed will be-
gin cutting rates in June. They will likely want to dis-
tance themselves from any perceived political inter-
ference in what will be a highly charged election year
in the US, as President Joe Biden will face Donald
Trump in a rematch this November.

Despite this, equity markets motored ahead, as
the enthusiasm for Al showed no signs of slowing
down. Facebook-parent Meta experienced a historic
$197 billion gain in its market capitalisation following
its earnings.? It was the highest single-day market
cap increase ever, only to be surpassed three weeks
later by Nvidia, which added $277 billion in market
cap, bringing its total market value to nearly $2 tril-
lion by the end of the quarter.* While technology
companies led the way in the quarter, the equity
market rally broadened out, with the S&P 500 Equal
Weight Index gaining 7.9% and the Russell 2000 up
5.2%.5 This fervour spread to the corporate bond
market, with investment grade and high-yield bonds
touching multi-year lows.
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European stocks also experienced a strong first three
months of the year, with the EuroStoxx 600 rising
7.9% in the quarter. The FTSE 100 posted strong
performance in March, benefiting from rising com-
modity prices, but only rose 4% in the quarter.®

In the UK, Chancellor Jeremy Hunt's spring budget
quietly passed, with the Conservative Party using it
as an opportunity to appeal to their voters.The UK
economy is expected to recover as headline inflation
fell to 3.4% in February and is forecast to fall closer
to 2% in the second quarter, which should pave the
way for the Bank of England (BoE) to begin its own
interest rate cutting cycle.”

The most noteworthy central bank action in the
guarter came from the East, with the Bank of Japan
(BoJ) abandoning its negative interest rate policy and
recalibrating its asset purchase programme. The hike
was well telegraphed, given strong wage growth
data. However, the dovish tone from BoJ members
meant that the yen remained weak. Local equity mar-
kets continue to experience a resurgence, with the
Nikkei 225 reaching an all-time high in March, sur-
passing the previous high in 1989.8 Enthusiasm for
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stock exchange structural reforms and increased do-
mestic participation helped equities perform strong-

ly.

China continues to adopt a strategy of targeted
fiscal loosening and outlined its optimistic 5%
growth targets, which failed to convince investors.
Economic data remains mixed as the economy suf-
fers from property malaise. Despite this Chinese and
Hong Kong- listed equities managed to recover from
earlier losses in the second half of the quarter,
buoyed by valuations and strong rhetoric from Chi-
nese officials.

During the first three months of the year, inves-
tors became more confident that inflation would fall
to target levels without triggering a deep global re-
cession. This optimism lifted equities and corporate
bonds. However, risks remain that a rate cutting cy-
cle will be pushed further out, thus maintaining high-
er borrowing costs and weighing on profitability. We
therefore retain our preference for quality companies
with resilience business models, low debt levels and
positive cashflows.



Fixed income

Throughout this central bank hiking cycle, we have
seen many false dawns. Time and again, investors
anticipated an end to the rate hiking cycle and the
start of a material cutting cycle. The past two quar-
ters are just the latest examples. During the fourth
quarter, we saw bonds rallying sharply as expecta-
tions of a significant easing cycle in 2024 became
entrenched. In December, when the Fed signalled its
median expectation of cuts by 0.75% in 2024, mar-
kets moved to price in more than double thatamount.
This wide gap left a lot of room for disappointment
as the Fed emphasised a patient, but data dependant
approach to cutting rates.

Resilient US economy

As incoming data indicated a resilient US econo-
my and inflation surpassing expectations, this pushed
bond yields higher as investors moderated their ag-
gressive expectations. As the quarter progressed,
signs of a rebounding housing market and compa-
nies rebuilding inventories indicated that the robust
economic momentum was not waning. This gave
investors confidence that central banks are manag-
ing to orchestrate a soft landing.

No rush to cut

Meanwhile, investors started to question wheth-
er the Fed would adjust its stance, considering the
incoming data. While the Fed emphasised that it is
no rush to cut rates in its March meeting, members
still expect to reduce rates by 0.75%. This provided
reassurance to investors. Despite ending the quarter
with ten-year Treasury yields 0.32% higher at 4.2%,
they remained below their peak for the quarter.® In-
flation expectations edged higher as oil prices pushed
ahead above $80 a barrel, presenting a blow to both
consumers and central bankers.'
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In the UK, the path towards rate cuts became clear-
er. The Bank of England (BoE) had raised rates late
year in response to inflation shocks , but recent
months have seen inflation falling to 3.4% YoY." Ad-
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ditionally, the energy regulator, Ofgem, announced
a further reduction in the energy price cap, effective
from 1 April. This adjustment is expected to help
bring inflation closer to the 2% target.”

Furthermore, despite rumours that the Conservative
Party would use its last budget to provide wide
sweeping tax cuts, it ultimately had the effect of fire-
crackers rather than fireworks. At the last BoE meet-
ing, no members voted to raise rates for the first since
September 2021. While they are likely to take a cau-
tious approach given elevated levels of service infla-
tion and relatively high wage increases, the rising
borrowing costs for an estimated 1.5 million house-
holds remortgaging this year will undoubtably weigh

on consumption.

Swiss leads the way

In Western Europe, the Swiss National Bank fired
the starting gun in cutting rates, taking rates from
1.75% to 1.5%." Given the relative strength of the
Swiss franc and inflation trending below 2% for a
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few quarters, the Swiss had ample room to cut rates
now. Across the Eurozone, positive developments for
inflation mean the European Central Bank (ECB)
won't be far behind. The currency bloc saw inflation
cool to 2.6% YoY in February and it is expected to
move lower still over coming quarters.™ This comes
as Germany stagnates, as its manufacturing prowess
remains in the doldrums. Considering the wider pic-
ture, the ECB has been the clearest amongst the ma-
jor central banks, indicating that it expects to have
enough data to allow them to start cutting rates in
June. Following that rate cut, the ECB is then expect-
ed to cut by increments of 0.25% at least every quar-
ter.

UK, Swiss, US, Eurozone CPI
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Japan lifts rates

Moving east, the mixed signals stemming from
various Bank of Japan (BoJ) communications kept
investors guessing whether March or April would
represent lift off. Ultimately, it was the closely
watched “Shunto” wage negotiations that forced
their hand, resulting in them abandoning the nega-
tive interest rate policy in March. The hike from-0.1%
to arange between 0-0.1% came along with the end
of its yield curve control policy.” However, the BoJ
pledged to maintain an accommodative stance and
tempered expectations that it would raise rates ag-
gressively. Consequently, this resulted in a market
response of “buying the rumour and selling the fact”.
The yen weakened towards a 34-year low prompting
some verbal intervention and will likely force the
hand of the BoJ to do more as the year progresses.

s Bank of Japan

Benign default cycle

Corporate bond markets remain strongly sup-
ported despite a deluge of new issuance. Given the
moderate compensation over government bonds
these now offer, investors have become more selec-
tive. However, considering equity market valuations,
the all-in vyield levels remain compelling. Further-
more, the avoidance of a recession means defaults
should remain contained to challenged sectors and
special situations.

(44

Throughout this central bank
hiking cycle, we have seen many
false dawns. Time and again,
investors anticipated an end to
the rate hiking cycle and the start
of a material cutting cycle. The
past two quarters are just the
latest examples.

Jeremy Sterngold, Deputy CIO and Head of Fixed Inco

Equities

International Equities

Equity markets continued to surge in the first
quarter, driven by optimism of an economic soft
landing. While inflation has dipped slightly with US
CPl at 3.2% in February, it remains above the Feder-
al Reserve’s target, possibly delaying interest rate
cuts, which has dampened investors’ enthusiasm
slightly.'® Equity markets remained nonplussed and
pushed higher throughout the quarter.

Al rally carries on

The narrative of artificial intelligence (Al) and the
‘mega cap’ winners dominated the headlines in
2023, and unsurprisingly, this has carried over into
2024. The S&P 500 Index, which is market-cap
weighted, surged 10.2% in Q1, further adding to the
impressive gain of over 24% in 2023. The largest
stocks in the index have performed slightly better, as
the S&P equal weight index returning only 7.4% over
the quarter.”

Do rising tides lift all boats?

While most headlines have focused on how the
Magnificent 7 performed as a group over the quarter
and 2023, it is well worth looking under the hood at
what's really going on. Unsurprisingly, Nvidia was the
strongest performer, returning 82.5% in Q1, adding
over a trillion dollars in market cap in just three
months. This is a staggering amount when you re-
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member that Apple only became a trillion-dollar
company in 2018. Meta was also a big contributor,
gaining 37.2% in Q1, while Amazon rallied 18.7%.
However, the rising tide of the market did not lift all
boats. Apple was down -10.9% and Tesla fell -29.3%.
Tesla’s and Apple’s losses meant the tech-heavy Nas-
daq’s returns were below the S&P 500, returning
8.5% in Q1.

Magnificent Seven performance YTD
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While most headlines have

focused on how the Magnificent 7

performed as a group over the
quarter and 2023, it is well worth
looking under the hood at what’s

really going on.

Tom Sandilands, Senior Equity Analyst



Widespread rally

Information  Technology (+12.5%), energy
(+12.7%) and communications (+15.6%) sectors led
the way in the US. After being one of the worst per-
formers last quarter, energy saw a big turnaround as
oil prices ticked higher amid global geopolitical ten-
sions. IT continued to shine brightly with Al, cloud
computing, and cybersecurity interest helping fuel
the rally. Communications meanwhile benefited
from Alphabet (+8.1%) and Netflix (+24.7 %), as well
as Meta. After being the strongest performing sector
last quarter, real estate was the weakest sector,
down -1.4%. Investors are having to lower their ex-
pectations of interest rate cuts as the economy con-
tinues to power on, and this sector is particularly
sensitive to interest rate expectations.”®

Mixed picture globally

Looking beyond the US, the picture is more
mixed. Japan and Germany performed strongly and
outperformed the US, with the Tokyo Price Index up
+18%, and Dax Index up +10.4% in local currency
terms. France saw its best growth in a year, with the
CAC Index up +8.8% in Q1. The outlier is China,
which has seen its market shrink for three straight
quarters. However, the tides appear to be turning,
with the Shanghai Shenzhen Compositerising +2.2%
in the quarter and the Shanghai Composite up
+3.1%."°

It has been an impressive start to the year for global
equity markets, as investors gained confidence that
asoftlandingis achievable. Given these expectations
appear to have been priced in, investors will be close-
ly watching whether earnings momentum continues
to build in the second quarter.

1819 Bloomberg
20 Peel Hunt

UK Equities

The low single-digit return delivered by the FTSE
All-Share Index over the first three months of 2024
has not generated wide-spread enthusiasm for UK
stocks, but it is worth noting that the index is now
approaching 20-year highs.

Global corporate interest in UK picks up
Global interest in the UK will depend on many
factors, rather than a single headline grabbing move
in the FTSE. However, given the uptick in corporate
bid interest across a range of diverse companies, in-
cluding Spirent, the telecom testing company; Cur-
rys, the electrical retailer; insurance group Direct
Line; and DS Smith, one of the leading packaging
groups in Europe, it is clear overseas rivals are con-
tinuing to take advantage of UK listed companies
trading at significant discounts compared to the US.

There were 40 transactions worth more than £100
million announced in 2023,?° but the deals were pre-
dominately among smaller companies, with just
three offers made for FTSE 350 companies. However,
DS Smith is a FTSE 100 stock with a market capitali-
sation of over £5 billion, and with Mondi and Inter-
national Paper offering competing bids, there are
clearly bargains in the UK.

(44

Oil prices rebounding over the
quarter triggered fresh interest in
the UK’s two oil majors — BP and
Shell. These behemoths helped

push the FTSE 100’s first quarter
performance ahead of the more
domestically focused FTSE 250.

James Follows, Head of UK Equities

Performance comes from range of sectors
Over the first quarter, performance has come
from a diverse range of stocks and sectors. Melrose,
the aerospace parts specialist; RELX, the business
information provider formerly known as Reed Elsevi-
er; GSK, the pharmaceutical company previously
known as Glaxo; financial stocks such as Lloyds Bank
and Aviva; Sage, the accounting software group; and
Wise, the currency transfer specialist, all posted
strong returns in the first three months of the year.

UK equity performance YTD across various sectors
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Oil prices rebound

QOil prices rebounding over the quarter triggered
fresh interest in the UK's two oil majors — BP and
Shell. These behemoths helped push the FTSE 100's
first quarter performance ahead of the more domes-
tically focused FTSE 250. Weak performers included
Burberry, which sold off after its rival Gucci revealed
a big slump in sales in China; the business services
group Capita; and Close Brothers, which cut its div-
idend in the wake of regulatory investigations. If
lower inflation leads to interest rate cuts and falling
bond yields, investors may reassess the merits of UK
focused mid-cap names.

However, investors should be mindful that election
years tend to lead to consumer uncertainty and more
cautious spending. We therefore prefer larger and
more globally orientated FTSE 100 stocks. Each in-
vestment case will vary from stock to stock, and so,
we continue to advocate a selective approach.
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Key market data

Asset class Level 1m % 3m % 6m % 1y % 3y % 5y % YTD %
Equity indices (total return) *

FTSE All-Share (GBP) 4338 4.20 2.51 5.11 4.33 13.23 9.04 2.51
S&P 500 (USD) 5254 3.10 10.16 22.53 27.86 32.26 85.38 10.16
Euro Stoxx 50 (EUR) 5083 4.22 12.43 21.77 17.81 29.71 51.67 12.43
Nikkei 225 (JPY) 40369 3.07 20.63 26.72 43.96 38.35 90.37 20.63
MSCI World (USD) 2700 3.42 10.18 21.15 26.74 35.02 85.84 10.18
MSCI AC Asia Pacific ex Japan (USD) 641 2.87 4.39 9.66 7.86 -5.57 25.30 4.39
MSCI Emerging Markets (USD) 63841 2.78 4.28 10.17 10.76 -6.07 25.94 4.28
10 year bond yields **

UK 3.92 -0.31 0.39 -0.48 0.40 3.10 2.93 0.39
us 4.20 -0.04 0.32 -0.37 0.71 2.46 1.79 0.32
Germany 2.29 -0.13 0.29 -0.52 -0.03 2.59 2.36 0.29
Japan 0.70 -0.01 0.09 -0.06 0.38 0.62 0.80 0.09
Commodities (USD)

Gold 2217.40 9.24 6.39 18.72 11.45 28.44 69.88 6.39
Qil 87.48 1.89 9.33 -11.39 7.26 33.72 25.04 9.33
Currency

GBP-USD 1.26 -0.13 -0.91 3.50 2.17 -8.44 -3.05 5.02
GBP-EUR 1.17 0.06 1.35 1.46 2.78 -0.36 0.79 3.77
EUR-USD 1.08 -0.20 -2.23 2.01 -0.59 -8.11 -3.81 1.20
UsD-JPY 151.35 1.12 7.35 1.42 13.72 36.96 36.73 14.70

Source: Bloomberg, ICE, London Stock Exchange, MSCI, Standard & Poor’s, Stoxx Tokyo Stock Exchange

* performance is given on total return indices, but the levels are for the main indices.
** Displayed as absolute changes in yields, rather than percentages.
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Important information

LGT Wealth Management UK LLP is authorised and regulat-
ed by the Financial Conduct Authority Registered in England
and Wales; 0C329392. Registered office: 14 Cornhill, London,
EC3V 3NR.

LGT Wealth Management Limited is authorised and regu-
lated by the Financial Conduct Authority. Registered in Scot-
land: SC317950. Registered office: Capital Square, 58 Morri-
son Street, Edinburgh EH3 8BP.

LGT Wealth Management Jersey Limited is incorporated in
Jersey and is regulated by the Jersey Financial Services Com-
mission in the conduct of Investment Business and Funds Ser-
vice Business: 102243. Registered office: 30-32 New Street,
St Helier, Jersey, JE2 3TE.

LGT Wealth Management International Limited is registered
in Jersey and is regulated by the Jersey Financial Services Com-
mission under the Financial Services (Jersey) Law 1998 (as
amended) for the conduct of investment business and fund
services business: 38918. Registered Office: 1st Floor, Sir Wal-
ter Raleigh House, 48-50 Esplanade, St Helier, Jersey JE2 3QB.

LGT Wealth Management (Cl) Limited is registered in Jersey
and is requlated by the Jersey Financial Services Commission:
5769. Registered Office: at 1st Floor, Sir Walter Raleigh House,
48 — 50 Esplanade, St Helier, Jersey JE2 3QB.

LGT Wealth Management US Limited is authorised and reg-
ulated by the Financial Conduct Authority and is a Registered
Investment Adviser with the US Securities & Exchange Com-

mission (“SEC"). Registered in England and Wales: 06455240.
Registered Office: 14 Cornhill, London, EC3V 3NR.

This publication is marketing material. It is for information
purposes only. Certain services described herein are not avail-
able to retail clients as defined by the FCA or the JFSC, as
applicable; please speak to your investment adviser for further
clarification in this regard. All services are subject to status
and where local regulations permit. The wording contained in
this document is not to be construed as an offer, advice, invi-
tation or solicitation to enter into any financial obligation,
activity or promotion of any kind. You are recommended to
seek advice concerning suitability from your investment advis-
er. Any information herein is given in good faith, but is subject
to change without notice and may not be accurate and com-
plete for your purposes. This document is not intended for
distribution to, or use by, any individual or entities in any ju-
risdiction where such distribution would be contrary to the
laws of that jurisdiction or subject any LGT Wealth Manage-
ment entity to any registration requirements. When we provide
investment advice it is on the basis of a restricted approach
that is to say, whilst we review and advise on retail investment
products from the whole of the investment market.

Investors should be aware that past performance is not an
indication of future performance, the value of investments and
the income derived from them may fluctuate and you may not
receive back the amount you originally invested.
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