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Category View Comments
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es Equities We have downgraded equities to neutral as we believe that our baseline view of a soft landing is now largely priced 

in. We do, however, see pockets of opportunity as equity returns begin to broaden out.

Government Bonds We have downgraded to neutral as rates have rallied alongside risk assets and the market has priced in significant 
rate cuts. We think that for yields to fall further, we need to see greater risks of a hard landing.

Commodities We have downgraded commodities to neutral this month given a lack of supply control in energy markets and as 
gold looks potentially overbought.

Credit We have downgraded credit to neutral this month following a significant tightening of spreads and as fundamentals 
begin to deteriorate.
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US We maintain our neutral view, with a preference for the equal-weighted S&P 500 index as we expect a broadening out 
of performance away from the “Magnificent 7” mega cap technology stocks.

UK We maintain our neutral view due to pessimism surrounding the economic outlook while the Bank of England aims 
to maintain a delicate balance of taming inflation without undue impact on growth.

Europe
Improving economic data and cheap valuations make Europe attractive on a relative basis. The European Central 
Bank (ECB) is also expected to be the first major central bank to cut rates. However, a dovish Federal Reserve (Fed) 
and US exceptionalism presents a significant risk, and we prefer to maintain our neutral view.

Japan Whilst we continue to like Japan in the long term given its structural growth story, we are downgrading our view to 
neutral as we expect the yen to appreciate in the short term.

Global Emerging Markets1 Given that the manufacturing recovery will impact emerging markets in an uneven manner, we have maintained our 
neutral view.

Asia ex-Japan & China We maintain our neutral view on China as weaker demand for housing continues to weigh on growth. We do, howev-
er, see early signs of life in the export cycle and bear in mind the possibility of more impactful stimulus measures.

EM Asia ex China Although we maintain our neutral view, we do recognise the potential for Korea and Taiwan to outperform other 
emerging markets due to positive demand for semi-conductors.
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US We have downgraded to neutral as the market has priced in multiple rate cuts following the latest Fed meeting.

UK We remain neutral as although inflation has cooled, concerns surrounding persistently strong wage growth and 
supply-side issues remain.

Germany
Markets may have priced rate cuts too aggressively at the short end of the curve, whilst more medium-term tenures 
should be supported by the eurozone entering into recession and inflation undershooting on the downside. For now, 
we prefer to remain neutral.

Japan Although divergence in Japanese monetary policy persists, inflation has been building to historic levels and we 
expect the Bank of Japan (BoJ) could push ahead with normalising policy. For now, we maintain our neutral view.

US Inflation Linked We remain neutral. Although inflation returning is a risk, we believe the hiking cycle may have allowed the Fed to 
bring inflation under control in the short-to-medium-term.

Emerging Markets Local A dovish Fed could indicate a softening of the US dollar in the coming months which is supportive of emerging 
market rates. However, a hard landing remains a risk scenario and we prefer to implement this view via currency.

Long / 
Positive

Neutral Short /
Negative

Up from last month Down from last month

1 Global Emerging Markets includes Central and Eastern Europe, Latin America and Asia.
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US We maintain our neutral stance as a significant tightening of spreads makes US IG expensive on a spread-valuation 
basis.

Europe
European bonds lagged the rally seen in the US last month, making them appear cheap on a relative and spread-
valuation basis. The real estate premium is high; lower rates may induce a tightening of this premium, but overall, we 
prefer to downgrade to neutral for now.

Emerging Markets USD The light supply of bonds remains favourable, but continued expensive valuations mean we remain neutral.
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) US Whilst defaults are rising in US HY, these are currently contained and there exists a short window to continue 
harvesting positive carry before maturity walls close in.

Europe We remain neutral in European HY where default rates are also steadily rising and the threat of maturity walls closes 
in, but the economic outlook is also worse than in the US.
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Energy Whilst OPEC members recently agreed on further cuts, many of its constituents are failing to comply with pre-
existing quotas, undermining any further cuts to supply.

Gold We are downgrading gold to neutral as despite buoyant central bank and domestic demand, recent levels look close 
to overbought.

Industrial Metals We remain neutral as although the supply-side remains tight, there is no current indication as to where demand will 
come from.

Agriculture We remain neutral on agriculture as despite poor weather putting upwards pressure on wheat prices, the general 
outlook remains balanced.
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US $ Whilst we expect a divergence in US and EU policy, a surprisingly dovish Fed and the market’s reaction of pricing in 
excessive rate cuts leads us to downgrade to neutral.

UK £ Although the weak economic outlook is showing signs of improvement, we prefer to remain neutral for now.

EU € Whilst we expect the ECB to be the first central bank to cut rates due to the weak economic growth outlook, a 
surprisingly dovish Fed and more stringent ECB leads us to upgrade to neutral for now.

CNH ¥ We remain neutral as despite sluggish growth, we believe the currency exhibits positive asymmetry given recent 
lows and the possibility of an uptick in the export cycle.

JAP ¥ We remain neutral as despite indicators that the Bank of Japan (BoJ) is looking to scrap negative interest rates, the 
economy and wage growth has underwhelmed recently, and we believe that the BoJ will move cautiously.

Swiss F
We believe the Swiss National bank has completed its hiking cycle putting downwards pressure on the franc. 
However, a high correlation with global equities when paired with the euro and a dovish Fed leaves us to remain 
neutral.

Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not get back the amounts originally invested. 
Source: Schroders, December 2023. The views for equities, government bonds and commodities are based on return relative to cash in local currency. The views for corporate bonds and high yield are based on credit spreads (i.e. 
duration-hedged). The views for currencies are relative to US dollar, apart from US dollar which is relative to a trade-weighted basket.

https://www.schroders.com/en-gb/uk/individual/insights/our-multi-asset-investment-views-december-2023/


A look back at markets in Q4 when hopes of 

imminent interest rate cuts boosted shares and 

bonds.

THE QUARTER IN SUMMARY
It was a strong quarter for global shares as the US Federal 
Reserve signalled that interest rate cuts may be on the way for 
2024. Developed markets outperformed emerging markets amid 
ongoing worries over China’s real estate sector. Crude oil prices 
fell despite some output cuts.

THE US
US shares registered strong gains in the final quarter of the 
year, buoyed by expectations that interest rate cuts may be 
approaching. The S&P 500 index ended the year just short of its 
record high set in early 2022.

The annual inflation rate in the US (consumer price index) 
slowed over the period from 3.7% in September to 3.2% in 
October and 3.1% in November. The Federal Reserve’s (Fed) 
preferred measure of inflation – the core personal consumption 
expenditure index – was softer than expected, rising 0.1% 
month-on-month in November.

Meanwhile, economic growth for Q3 was revised down to an 
annualised rate of 4.9% from the previous reading of 5.2%.

The data reinforced market expectations that the Fed has 
finished its rate hiking cycle and will move towards cuts in 2024. 
Fed chair Jerome Powell indicated that the central bank was 
aware of the risk of keeping rates at restrictive levels for too long. 
Minutes from the Federal Open Market Committee’s latest policy 

meeting showed policymakers expect rates to end next year at 
4.5%-4.75%, down from the current 5.25%-5.5% range.

US shares rallied strongly on expectations of imminent rate 
cuts. Top performing sectors were those most sensitive to 
interest rates, including information technology, real estate and 
consumer discretionary. The energy sector posted a negative 
return with crude oil prices weaker over the quarter.

Read more: Peak rates? Options for investors

EUROZONE
The final quarter of the year was a strong one for eurozone shares, 
boosted by expectations that there may be no further interest rate 
rises. The MSCI EMU index advanced 7.8%. Top gaining sectors 
included real estate and information technology, while healthcare 
and energy were the two main laggards, registering negative 
returns.

Shares were supported by softer inflation figures from both the 
eurozone and the US, which raised hopes that interest rates may 
not only have peaked, but that cuts could soon be on the way in 
2024. Euro area annual inflation fell to 2.4% in November from 2.9% 
in October. A year previously, the annual inflation rate was 10.1%.

Higher interest rates have weighed on the eurozone economy. 
Eurozone GDP fell by 0.1% quarter-on-quarter in Q3, Eurostat 
data showed. The HCOB flash eurozone purchasing managers’ 
index (PMI) fell to 47.0 in December. This suggests that the 
region’s economy is likely to have contracted in Q4 as well. (The 
PMI indices are based on survey data from companies in the 
manufacturing and services sectors. A reading below 50 indicates 
contraction, while above 50 signals expansion.)

MARKETS REVIEW
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Most sectors rose amid optimism over future rate cuts. The real 
estate sector advanced strongly amid the prospect of a cheaper 
cost of debt. IT stocks, the value of which is based on future cash 
flows and earnings, also performed well. Other economically 
sensitive sectors such as industrials and materials registered 
strong gains. By contrast, the energy sector fell amid weaker oil 
prices. Stock-specific factors weighed on the healthcare sector.

UK
UK equities rose over the quarter. UK small and mid-cap indices 
outperformed the broader market as domestically focused 
stocks performed very strongly. This occurred as hopes 
built further that interest rates may have peaked and amid a 
continued pick-up in overseas “inbound” bids for smaller UK 
companies.

Some of the large internationally exposed and economically 
sensitive areas of the market also performed well, especially 
in the industrial and financial sectors. More generally, however, 
larger companies were held back as sterling performed strongly 
against a weak US dollar. 

UK inflation moderated more than expected over the period 
with the Office for National Statistics (ONS) revealing that the 
consumer prices index had dropped to 3.9% in November. This 
contributed to hopes that the Bank of England may have finished 
its series of interest rate hikes. Meanwhile, revised data from the 
ONS revealed UK GDP fell in Q3, having previously showed zero 
growth.

Read more: UK economy stagnates as interest rate rises start to 
bite

Chancellor of the Exchequer Jeremy Hunt announced an Autumn 
Statement that contained more policy measures than many 
had expected. Key initiatives included the extension of the 
100% capital expenditure allowance, which allows companies 
to deduct expenditure on plants and machinery from taxable 
income.

JAPAN
Despite some weakness in October and December, the gain in 
November brought the positive total return of Japanese equity 
market during Q4 by 2.0% for the TOPIX Total Return index. Over 
the quarter, there was significant changes in the market trend.

In October, worries that US interest rates may remain higher 
for longer given still strong inflation weighed on market 
sentiment. Additionally, heightened geopolitical risks, such as 
renewed conflict in the Middle East, were a cause for concern. 
However, investor sentiment improved, primarily due to weaker-
than-expected macroeconomic figures in the US leading to 
expectation of US rate cuts.

Although the US market continued to rise in December, the 
Japanese equity market lagged as investors became concerned 
about yen appreciation. Due to a reversal of the market trend, 
the growth style performed stronger than value stocks over 
the quarter and small caps also regained from the material 
underperformance against large cap.

From a corporate fundamentals viewpoint, the first half of the 
fiscal year concluded with reasonably strong earnings results. 
While yen weakness certainly played a role, pricing power held up 
well. More companies disclosed management plans to address 
lower valuations, such as a price-to-book ratio below 1x. Another 

https://www.schroders.com/en-gb/uk/individual/insights/uk-economy-stagnates-as-interest-rate-rises-start-to-bite/
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positive development was the steady progress in unwinding 
cross-shareholdings.

The overall macroeconomic conditions in Japan continued 
to improve. Somewhat sluggish Q3 GDP data was driven by 
higher inflation associated with slower wage growth. However, 
the Bank of Japan (BOJ) tankan survey released in December 
showed continuous improvement in business sentiment for 
both the manufacturing and non-manufacturing sectors. Capital 
expenditure plans also suggested that there would continue to 
be strong demand in machinery and IT service companies. The 
BOJ made gradual steps to normalise its extraordinary monetary 
easing policy at October end and continued to hint that they are 
likely to take further actions early 2024.

ASIA (EX JAPAN)
Asia ex Japan equities gained in the fourth quarter. Hopes that US 
interest rates may have peaked led to renewed investor appetite 
for risk assets across the region.

All markets in the MSCI AC Asia ex Japan index ended the quarter 
in positive territory apart from China, where shares fell due to 
investor concerns over weaker economic growth. There were fears 
that stimulus measures by the Chinese government may not be 
sufficient to spur growth in the world’s second-largest economy. 
The ongoing real estate crisis and uncertainty over China’s 
regulatory regime also weakened sentiment towards Chinese 
stocks.

Taiwan, South Korea, and India were the strongest index markets 
in the quarter, with all three achieving robust growth. In Taiwan 
and South Korea, technology stocks and chipmakers gained 
as investor enthusiasm over artificial intelligence continued to 

accelerate. Malaysia, the Philippines, and Singapore also achieved 
strong growth in the fourth quarter, while gains in Indonesia, 
Thailand, and Hong Kong were more muted.

EMERGING MARKETS
Despite pressure early in the quarter, when rising bond yields and 
conflict in the Middle East weighed on emerging market (EM) 
returns, overall EM equities were strong in Q4 2023, albeit behind 
developed market equities. Signs of a “soft landing” for the US 
economy and increased expectations for interest rate cuts in 
2024 were supportive. However, China continued to be a drag on 
broad EM performance.

Poland was the top performer over the quarter as markets 
welcomed Donald Tusk’s election as prime minister at the head 
of a pro-EU liberal coalition government, which ends the eight-
year rule of the populist Law & Justice (PiS) party. Peru, Egypt 
and Mexico also posted strong double-digit returns in US dollars.

Brazil’s outperformance was driven by ongoing signs of 
disinflation and the central bank’s resultant reduction in policy 
rates. Taiwan was ahead of the EM index, helped by strong 
returns from some tech-related stocks and as tech exports 
remained robust. Korea also rallied on the back of tech-related 
performance. Hungary and Colombia were up too, as were 
Greece and South Africa with the latter supported by an easing 
in electricity black outs (so called “load shedding”). India gained 
strongly against a backdrop of moderating inflation and a 
strong showing for the ruling Bharatiya Janata Party in key state 
elections.

While Saudia Arabia just outperformed the index, the remaining 
markets lagged. Those generating negative returns included 



Kuwait, UAE, China and Turkey. Mixed economic data from China 
continued to suggest a lacklustre economic recovery from the 
Covid-induced slowdown of prior years and stimulus measures 
remained limited. The ongoing real estate crisis continued 
to weigh on sentiment while worries about pressure on tech 
companies from potential gaming regulation also had a negative 
impact later in the quarter. Despite an apparent shift to a more 
orthodox monetary policy given a number of interest rate hikes 
over the quarter, Turkey was the worst performing index market. 
Inflation remains over 60%.

GLOBAL BONDS
The final quarter of the year was a very positive one for fixed 
income markets, marking their best quarterly performance in 
over two decades, according to the Bloomberg Global Aggregate 
indices. The major driver of this performance was a perceived 
shift in monetary policy direction, from a “higher-for-longer” 
stance to prospective rate cuts. Government bond yields fell 
sharply, and credit markets rallied, outperforming government 
bonds.

The US Federal Reserve (Fed) kept rates unchanged throughout 
the quarter, with a much clearer shift to a more dovish tone in 
December accelerating the market rally. The revised dot plot 
– a chart plotting Federal Open Market Committee (FOMC) 
projections for the federal funds rate - indicated that three 
rate cuts are now anticipated for 2024, up from the previously 
expected two.

With more encouraging news on PCE inflation (the Fed’s most 
watched measure), the FOMC appears more comfortable with 
the progress made in bringing inflation back towards the target.

Other major central banks held steady rates, although they 
appeared more cautious about inflation. The European Central 
Bank (ECB) made progress in its plan to unwind some of its 
Pandemic Emergency Purchase Programme support, while 
highlighting concerns about domestic inflation. However, the 
market priced in several rate cuts for next year. Despite relatively 
healthy labour markets across the region, the Purchasing 
Manager Index (PMI) underscored a pessimistic growth outlook.

Meanwhile, the Bank of England’s Monetary Policy Committee 
remained divided on further tightening. The latest inflation 
release surprised to the downside which extended the gilt market 
rally.

Elsewhere, the Bank of Japan’s decision to make only minor 
adjustments to its yield curve control policy fell short of market 
expectations.

As markets priced in easing conditions, government bond yields 
fell across the board. The US 10-year Treasury yield fell from 
4.57% at the end of Q3 to 3.87% at the end of Q4. The UK 10-
year gilt yield fell from 4.44% to 3.54%, while the German 10-year 
Bund yield ended the quarter 0.81% lower at 2.03%.

Despite a slowing growth outlook, the corporate bond market 
staged an impressive rally on hopes that a deep recession could 
be averted as financial conditions eased. High yield markets 
outperformed investment grade in both the US and Europe, with 
a tightening of spreads also marking significant outperformance 
over government bonds. Investment grade bonds are the highest 
quality bonds as determined by a credit rating agency; high 
yield bonds are more speculative, with a credit rating below 
investment grade.



Meanwhile, quarterly returns in US and European investment 
grade credit markets have not been better since Q3 2009. The 
rally was broad-based across all sectors, with securitised credit, 
covered bonds, and quasi-government bonds all performing 
strongly over the quarter.

In the foreign exchange (FX) market, the Swedish krona was the 
top performer among major currencies. Although the Riksbank 
paused interest rate hikes, the currency benefited from FX 
hedging operations conducted by the central bank designed to 
support the currency. Meanwhile, the Fed’s pivot towards rate 
cuts weighed on the US dollar.

Balanced convertible bonds, as measured by the Refinitiv Global 
Focus index, benefitted from the equity market tailwind and 
made a gain of 6% in US dollar hedged terms. Convertibles 
delivered strong upside participation in market gains in 
December. Convertible primary markets stayed very active 
throughout the fourth quarter, with US$22.4 billion of new paper 
coming to the market. That brings up the annual issuance to a 
strong US$90 billion – about double the volume of 2022.

COMMODITIES
The S&P GSCI Index declined in the fourth quarter, with price 
gains for precious metals and industrial metals failing to offset 
weaker prices for agriculture, energy, and livestock. Energy was 
the worst performing component, with sharply lower prices for 
natural gas, crude oil, and gas oil. Oil prices fell despite output 
cuts from Opec+ (the Organization of the Petroleum Exporting 
Countries, plus some other oil-producing countries).

Within agriculture, higher prices for coffee, cocoa, soybeans, and 
wheat failed to offset price declines for sugar, cotton, corn, and 

Kansas Wheat. In industrial metals, nickel and lead prices fell in 
the quarter, while zinc, copper, and aluminium achieved gains. In 
precious metals, both gold and silver achieved robust price gains 
in the quarter.

Find out more: Podcast: The case for gold in 2024

DIGITAL ASSETS
Digital asset markets performed strongly during Q4 after a 
quiet period in Q2/Q3. Bitcoin and Etherem returned +57% and 
+37% respectively, bringing the yearly return to +155% and +91% 
respectively. During the quarter, altcoins performed exceptionally 
well, with names such as Solana (SOL, +399%) and Avalanche 
(AVAX, +320%) bringing their respective 2023 returns to +917% 
and +254%. Both are alternative smart contract platforms which 
have demonstrated an uptick in usage or potential integration 
with traditional financial institutions.

A main market driver over the quarter has been speculation that 
a US spot Bitcoin exchange-traded fund (ETF) will be approved 
by the Securities and Exchange Commission (SEC), with market 
consensus placing the approval date at the start of January. 
Probabilities of this happening have improved as the SEC has 
disclosed that their officials have met 24 times with ETF issuers, 
resulting in numerous amendments to the original filings, all 
which demonstrates a positive working relationship.

2023 will be seen as a transition year for crypto, during which 
more regulated and strongly backed custodians built out their 
offerings, off-exchange settlement solutions were ramped up to 
resolve the counterparty risk issue, and Binance came clean of 
its wrongdoing.

https://www.finura.co.uk/news/podcast-the-case-for-gold-in-2024/


TOTAL RETURNS (NET) % – TO END DECEMBER 2023

3 MONTHS 12 MONTHS
Equities USD EUR GBP USD EUR GBP
MSCI World 11.4 6.8 6.7 23.8 19.6 16.8
MSCI World Value 9.3 4.8 4.7 11.5 7.7 5.2
MSCI World Growth 13.3 8.6 8.5 37.0 32.4 29.3
MSCI World Smaller Companies 12.5 7.8 7.7 15.8 11.8 9.2
MSCI Emerging Markets 7.9 3.4 3.3 9.8 6.1 3.6
MSCI AC Asia ex Japan 6.4 2.0 1.9 6.0 2.4 0.0
S&P500 11.7 7.0 6.9 26.3 22.0 19.2
MSCI EMU 12.4 7.7 7.6 22.9 18.8 16.0
FTSE Europe ex UK 12.4 7.7 7.6 22.6 18.5 15.7
FTSE All-Share 7.8 3.3 3.2 14.4 10.5 7.9
TOPIX* 8.0 3.5 3.4 20.0 16.0 13.3

3 MONTHS 12 MONTHS
Government Bonds USDUSD EUREUR GBPGBP USDUSD EUR GBP
JPM GBI US All Mats 5.6 1.2 1.1 4.3 0.7 -1.6
JPM GBI UK All Mats 13.2 8.5 8.4 10.0 6.2 3.8
JPM GBI Japan All Mats** 6.8 2.4 2.3 -6.0 -9.2 -11.3
JPM GBI Germany All Traded 10.8 6.2 6.1 9.1 5.4 3.0
Corporate Bonds USD EUR GBP USD EUR GBP
BofA ML Global Broad Market Corporate 8.7 4.1 4.0 9.5 5.8 3.3
BofA ML US Corporate Master 7.9 3.4 3.3 8.4 4.7 2.3
BofA ML EMU Corporate ex T1 (5-10Y) 12.2 7.5 7.4 13.9 10.0 8.6
BofA ML £ Non-Gilts 12.1 7.5 7.4 15.1 11.2 8.6
Non-investment Grade Bonds USD EUR GBP USD EUR GBP
BofA ML Global High Yield 7.6 3.2 3.0 13.4 9.6 7.0
BofA ML Euro High Yield 4.3 0.0 -0.1 3.5 0.0 -2.3

 
Source: LSEG DataStream. Local currency returns in Q4 2023: *2.0%, **0.9%. 
Past performance is not a guide to future performance and may not be repeated. 
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