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The Russian invasion of Ukraine continued to be front and centre of 
investors’ minds last month, although the initial knee-jerk reaction to the 
conflict by financial markets faded in many cases. Global equities were a 
case in point, rebounding nearly 5% after a soft start to March, led by the 
resurgence of US equities. 

After soaring at the beginning of the month the oil price pared its gains, 
ending up closer to its starting point than its peak. Meanwhile, central 
banks stepped up their actions to combat persistently high levels of 
inflation, with the Federal Reserve hiking rates for the first time since 2018 
and the Bank of England (BoE) delivering its third increase in the base rate 
in four months. 

US stocks finished the month on the front foot, up by more than 5% in GBP 
terms, displaying resilience and recouping some of the losses from what 
still proved to be a negative first quarter. UK large-cap equities were up 
modestly in March and over the first three months of the year, exhibiting 
less volatility than both their US and European equivalents, as significant 
exposure to oil and gas stocks cushioned broader market declines amid 
widespread risk-off sentiment. 

Bond markets sold off strongly and yields jumped higher. The US 10-year 
rose to its highest level in almost 3 years at 2.35%. It was a similar story in 
the UK, with the 10-year Gilt yield rising to above 1.6%, nearing levels not 
seen since the start of 2018. The moves at the short end of the curve were 
even larger as markets began to price in a hiking cycle that will be 
aggressive for the next couple of years before levelling off. 

Inflation data releases continued to attract plenty of interest as the 
US consumer price index hit a new 40-year high of 7.9% and the 
eurozone equivalent came in at 7.5%, its highest level on record. 
Though the UK print of 6.2% is a little lower it came in significantly 
higher than forecasts, is a 30-year high and well above the BoE’s 2% 
target. The labour market remains tight, with the unemployment rate 
below 4% in the US and the UK, the lowest levels since the onset of 
the pandemic. Near-term gauges of economic activity, such as 
purchasing managers index readings, also remain solid and clearly in 
expansionary territory, even if they did take a hit from further Chinese 
lockdowns arising from its continued zero-Covid policy. 

The prospect of slowing growth, rising input costs and higher interest 
rates meant the outlook for corporate profits in 2022 was always 
likely to be more modest compared with last year. Initial estimates of 
10% growth in earnings per share (EPS) were predicated on global 
GDP growth of around 4% but with recent downgrades on the back 
of China, Europe, oil and more front-loaded monetary policy 
tightening, an outcome nearer 3% is now more likely. With geopolitics 
cited as the number one risk for investors, EPS share will likely be 
guided lower as Q1 results are announced over the next few weeks, 
although visibility of earnings remains particularly difficult for some 
companies. 

We still believe the investment cycle has further to run and, in the 
absence of an escalation in the tragic situation in Ukraine, we expect 
modest single digit corporate profit growth. Forward valuations have 
eased since the start of the year, and outside the US they are below 
their 10-year averages. With bond yields still normalising, we remain 
modestly optimistic about the prospects for equities.
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