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ASSET CLASS / REGIONAL EQUITY ALLOCATION AS AT 30/06/2022



There is no denying that the second quarter (Q2) has been a particularly 
testing one for investors, with increasingly aggressive measures from 
central banks to combat stubbornly high inflation weighing on financial 
markets. Inflation metrics in the US and UK hit their highest levels since the 
early 1980s, while the equivalent reading for the Eurozone surged to its 
highest level on record. The Federal Reserve upped the ante with its 
monetary policy response, delivering its first 0.5 percentage point rise in 
over 20 years at the start of May before following it up with a 0.75 
percentage point increase at the subsequent meeting in June, its largest 
hike since 1994. The Bank of England also increased rates at both its Q2 
meetings, albeit at a slower rate of 0.25 percentage points, as rate-setters 
in London decided against a faster pace due to growing concerns 
surrounding a slowing economy. 

For equities the declines largely came in the form of derating as share 
prices declined even while earnings updates for the first quarter remained 
solid overall. Guidance from companies to analysts continues to be fairly 
positive, despite cost pressures and earnings estimates remaining 
marginally higher than at the start of the year. That said, companies are 
expected to become more realistic in their guidance on future outcomes, 
especially in the run-up to third quarter results from the end of September. 
Markets have discounted at least part of the anticipated bad news, but are 
still not “cheap” in a historical context, especially if earnings come in lower 
than current estimates. 

US stocks endured a difficult quarter as selling intensified, with 
benchmarks posting their worst first six months of the year since 1970. 
Growth stocks were hit particularly hard as indices slipped into bear 
market territory after a decline of around 16% for the quarter. Signs that 
economic activity is slowing are becoming more frequent and clearer as 
consumer confidence readings, purchasing managers indices’ (PMIs) and 
housing data all softened. 

Despite this, the Federal Reserve remains committed to aggressively 
tightening monetary policy and are widely expected to deliver 
another 0.75 percentage point hike in July. In light of this government 
bond yields rose significantly during the second quarter (meaning 
their values fell). The US 10-year Treasury yield jumped from around 
2.34% to a peak of 3.50%, its highest level since 2011, before pulling 
back to around 3.01%. UK government bonds have also come under 
pressure, as the Bank of England continues to raise interest rates 
despite signs of a stalling economy.

UK shares fared better than their US and European counterparts over 
Q2, although unlike the first quarter when they posted a positive 
return, they ended the quarter down by a little over 4%. The 
outperformance was largely due to the benchmark’s composition and 
a greater weighting to energy and mining stocks, which were 
boosted by rising commodity prices. A sizeable sterling depreciation 
of around 8% against the US dollar helped the headline return of the 
UK stock market, given a significant proportion of component 
companies earn the majority of their revenues in non-sterling terms. 
This has also cushioned the losses in US stocks to some extent for 
UK-based investors.

While inflation may be close to a peak in some regions, growth is 
expected to slow as central banks persist in raising rates, meaning a 
likely continuation of volatile markets. Providing inflation begins to 
subside as anticipated, bond yields could be closer to their turning 
point than equities – although this will still likely need some central 
bank signal to mark the turning point. Overall, we are relatively 
cautious in our outlook at this juncture.




