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October Economic Background EQUITIES & BOND PERFORMANCE

As of 31/10/2023, in GBP terms
e Eurozone inflation falls to 2.9%
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*  European Central Bank holds rates at 4.0%, after 10
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e U.S. 10-year yields reach 5% in October
Source: Morningstar (MSCI ACWI IMI; Bloomberg Global Agg)

Market Review

Eurozone inflation: On October 26th, the European Central Bank (ECB) decided to halt their series of 10 consecutive interest

rate hikes, keeping rates steady at 4.0%. This move came as no surprise, as the ECB had strongly hinted at this decision in its prior
meeting. Additionally, the year-on-year inflation rate in the Euro Area dropped to 2.9% in October, marking its lowest point since
July 2021, and falling below the market consensus of 3.1%. This development further reinforces the belief that the ECB's actions
have been effective in bringing inflation closer to their 2% target. However, economists caution that the downward trend in inflation
may slow due to rising energy prices, attributable in part by the Israel-Hamas conflict, and as the effect of last year's higher energy
prices become less pronounced.

Middle-East conflict: The world has been horrified by the
distressing scenes emerging from Israel following the attacks by
Hamas, as another geopolitical risk comes into focus. However, the
immediate impact of these events on global markets was rather
limited, as monetary policy decisions in the West and diminishing
global growth forecasts continued to dominate market sentiment.
The same can't be said for local stock markets, as stock indices

in Israel, Palestine, Turkey, Qatar, the UAE, and Saudi Arabia
experienced substantial declines immediately after the attacks.
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The Middle East accounts for just under a third of global oil
production, so a prolonged conflict in the region could heighten
the possibility of a significant disruption to global oil supply. Major players in the market, like Iran, may opt to decrease or withdraw
their supply, potentially causing additional surges in oil prices and consequently driving up inflation. Following the attacks, the price
of crude oil surged by nearly $5 per barrel, and markets are now closely monitoring the potential long-term consequences this
might entail.

U.S 10-year yield: Surpassing the 5% mark for the first time since 2007 serves as an indicator of the tightening financial conditions
in the U.S. Federal Reserve’s (Fed) interest rate increase cycle. Over the past two years, the 10-year yield has surged by over 3
percentage points, primarily because investors have embraced the Fed’s commitment to “keeping rates higher for longer”, and the
term premium, representing the additional yield required by investors for holding long-term bonds, has also seen an upturn.

The Fed uses interest rates as a tool to raise borrowing costs to slow economic activity with the objective of reducing inflation. While
inflation trended lower after its mid-2022 peak, it still remains above the annual target inflation rate of 2%. Rising bond yields are a
challenge for existing bondholders because of the inverse relationship between bond yields and bond prices. When yields (interest
rates) rise, the price of current bond issues fall as their rates become less attractive. Mortgage rates, which are closely linked to long-
term treasury yields, will therefore become more expensive, further exacerbating fiscal concerns throughout the economy.

Key Takeaway — U.S. Treasury securities are considered safer investments relative to stocks because they are backed
by the U.S. government, with the 10-year yield used as a proxy for mortgage rates and a benchmark used to price
other assets in the economy.
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Disclaimer

We do not accept any liability for any loss or damage which is incurred from you acting or not acting
as a result of reading any of our publications. You acknowledge that you use the information we
provide at your own risk. Our publications do not offer investment advice and nothing in them should
be construed as investment advice.

The information we publish has been obtained from or is based on sources that we believe to be
accurate and complete. Where the information consists of pricing or performance data, the data
contained therein has been obtained from company reports, financial reporting services, periodicals,
and other sources believed reliable. Although reasonable care has been taken, we cannot guarantee
the accuracy or completeness of any information we publish. Any opinions that we publish may be
wrong and may change at any time. You should always carry out your own independent verification of
facts and data before making any investment decisions.

The price of shares and investments and the income derived from them can go down as well as up,
and investors may not get back the amount they invested.

Past performance is not necessarily a guide to future performance.
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