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M&G wealth

Welcome to our weekly market update. Our focus is on providing clear, concise insights
into stock and bond market movements and the broader economic landscape.

The views expressed here are subject to change without notice and we can’t accept
any liability for any loss arising directly or indirectly from any use of it. This is for your
information only. It is not a recommendation or advice, if you’re unsure about anything

please speak to your financial adviser.

This week’s highlights

Sticky US inflation: Three straight months
of it being higher than expected.

Number of expected cuts falling:
Six expected rates cuts predicted in
January, fall to one or two now.

Diverging strategies becoming more
likely?: UK and Eurozone see bigger
impact of higher interest rates.

Market review

Global stocks and bonds sold-off this week as investors
reacted to a third straight month of US Consumer Price
Index (CPI) inflation being stronger than expected. The
global stock index fell -1.5% from last week’s all-time
high. The bigger reaction was in bonds, where the yield
on two-year US treasury notes rose from 4.73% to
4.93%. We saw the US dollar strengthen against other
major currencies too.

The US inflation numbers for March showed CPI rising
at an annualised rate of 3.5%, up from 3.2% YoY in
February. The rise was driven by the shelter and energy
components. CPI plays an important factor in the

Fed'’s interest rate decisions as it tries to lower inflation

toward its 2% target. Given the unwelcome rise and a
strong jobs report last week, the evidence is pointing

to continued strong demand in the US economy and
therefore, the possibility that interest rates need to stay
higher for longer. This has led to expectations dropping
from six expected 25 basis point reductions in interest
rates (predicted in January), to predictions of between
one and two now. It’s important to remember that other
factors are still at play. For example, this week producer
prices — which measure the changes in prices received
by US producers - were lower than expected. This
resulted in stocks falling less than bonds, as there’s
hope the higher inflation levels still allow companies to
maintain their margins.

The corporate earnings season gets going next week,
so we'll get more insight into consumer spending
patterns across various markets.

Outlook

Despite the ‘sticky’ inflation figures coming from the US,
there continues to be growing evidence of softening
prices, so central banks may be in a position to ease
monetary policy in the second half of 2024. As always,
employment, activity and inflation data over the next few
months will be critical to the evolution of their thinking.
The US economy continues to look strong. However,
other regions, including the Eurozone, face more
challenging conditions which could lead to diverging rate
cutting cycles and opportunities in relative value trades.



Chart of the week

Diverging interest rate prospects

As expected, the European Central Bank (ECB) held interest rates. However, it signalled it may
soon start to cut them, even as data in the US is less supportive of cuts. A strong US economy
with sticky inflation is standing in contrast to other developed countries. For example, the UK,
Eurozone and Canada are finding that higher interest rates are affecting economic output.

The impact of this is two-fold: a stronger US Dollar vs other currencies and differences in
government borrowing rates. The chart below shows how the difference between the yield

on two-year US government bonds and German two-year government bonds has moved wider
of late. The difference or ‘spread’ is a sign markets believe the European Central Bank will need
to cut rates by more than the US.
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Source: LSEG Datastream and MAPM (M&G Investment Office), 11.04.24.

What this means for you

There’s growing evidence that the US may be taking So, the value of maintaining a well-diversified, long-

a different path to interest rate cuts than other key term thinking to your investment approach rather than
economies across the globe, as demonstrated by reacting to market swings remains a key message.
the chart of the week. This dynamic underscores By staying committed to carefully considered plans,
the importance of having global diversification investors can navigate through periods of volatility
across different bond markets, as monetary policy and uncertainty.

potentially diverges between different regions.

Need help?

If you have any questions in relation to this document,
please discuss them with your financial adviser.
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