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The casual observer of markets might easily have missed the tectonic shifts that
occurred in March. Drama in markets usually plays out in equities; last month the
excitement came from the government bond market.
The Federal Reserve completed one of the most rapid U-turns
in history by downgrading their expectations for interest
rates from two rate rises in 2019 to no increases in the
year. Furthermore, they announced that they would bring
Quantitative Tightening to an end in September. Interestingly,
the market doesn’t believe that this goes far enough and is
now expecting an interest rate cut in the autumn. Meanwhile,
the chaotic Brexit negotiations extended beyond the 29th
March deadline.
Equity markets continued to rally despite the weakening
economic data which has caused a rapid reassessment of
the outlook by most central bankers around the world. The
warning sounds ringing from the bond market have thus far
been ignored by stock markets. Dispersion across regions
was limited in March but investors continued to push up the
valuations of high growth stocks, only increasing the premium
that they trade on. Meanwhile, value stocks’ discount to the
market widened during the month and stands at one of the
cheapest levels seen over the last fifteen years.
The sharp fall in government bond yields generated gains
across the board in fixed income. In the Efficient tracker
holdings, the allocation to the L&G All Stocks Index Linked Gilt
Fund and L&G All Stocks Gilt Funds delivered strong returns
over the month. Two data points illustrate the move in the
bond market last month: German 10-year bund yields fell
back into negative territory, so investors now must pay to lend
money to the government over the next ten years.
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Meanwhile, value stocks’ discount
to the market widened during the
month and stands at one of the
cheapest levels seen over the last
fifteen years.
The other, more technical change saw the US Treasury 10year bond yield fall below the 3-month yield. This yield curve
inversion has a strong track record of forecasting recessions,
but given the extremes in bond markets, its predictive power
is perhaps more inconclusive this time.
Within Diversifying Assets in the Dynamic allocation, we
purchased a holding in the Pacific G10 Macro Rates fund
which seeks to benefit from mispricing within global bond
markets. The rapid reassessment by central banks and the
extreme moves that we have seen in global bond markets
present a rich opportunity set for this strategy. We were able
to allocate to the “early bird” share class which was only
available to investors at the launch of the fund.
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