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ECONOMIC AND FUND REVIEW  OUTLOOK 

During the first quarter of 2023, sterling non-gilts 

produced total returns of 2.4% and excess returns 

(versus maturity-matched government bonds) of 0.7%, 

continuing the rebound which started in Q4 2022. Non-

gilt spreads entered Q1 2023 at around164 basis points 

(bps) before tightening to around135bps in February 

and then again widening to around157bps by the end 

of March, mainly caused by stresses in the banking 

sector. 

The Gilt All Stocks Index returned 2.1% in Q1, continuing 

a rebound after strong negative returns in the first 

nine months of 2022.  After rising to a multi-year high of 

over 4.6% in October 2022, 10-year gilt yields continued 

to hover at around 3.5% over the first quarter of this 

year. Yields remained sticky as sentiment surrounding 

further central bank tightening began to be offset by 

slower economic data and worries events in the 

banking sector could cause contagion to broader 

financial markets. The Bank of England continued to 

walk the tightrope of maintaining pressure on inflation 

and the impact this would have on the economy. 

Over the quarter, the fund underperformed the 

benchmark after fees as its short sterling and long 

credit stance caused additional weakness. The fund 

began adding to a risk overweight during January in 

anticipation of a prolonged period of stable credit 

spreads before previous monetary tightening hit the 

broader economy. Although the fund did not hold 

Credit Suisse AT1 bonds entering the Silicon Valley Bank 

(SVB) and Credit Suisse debacle, it did hold an 

overweight exposure to Tier 2 banks, which widened 

versus senior bank paper and the rest of the market 

post events. 

Post the SVB and Credit Suisse disruption, the fund 

continued to reduce financials exposure, which 

weighed on the fund into the end of the quarter. The 

fund’s underweight in energy, cyclicals and industrials 

also weighed heavily on performance over the quarter.   

Positioning is now close to flat on the credit risk 

spectrum while holding a slight long-duration position. 

We continue to balance the short-term prospects for 

lower yields and flat credit spreads heading into the 

summer, with monetary policy and now bank lending 

expected to further tighten into a slowing global 

economy in response to stubborn core inflationary 

pressures.

Regrettably, a global recession continues to be our 

base scenario, as central banks have maintained their 

commitment to bringing inflation under control, even 

at the expense of certain market participants 

beginning to feel the strain. Our view continues to be 

that the Federal Reserve (Fed) is likely to keep hiking 

well beyond the point at which headline inflation has 

peaked, only stopping once it believes the labour 

market has been clearly brought back into balance. We 

are beginning to see signs of the impacts of previous 

rate hikes, although it is very early. 

The European Central Bank and Bank of England may 

stop raising interest rates earlier than the Fed. 

However, their domestic economies are much weaker 

than the US and virtually in recession already, so their 

credit markets are not likely to present much better 

performance even if the monetary policy stance is 

looser. 

We continue to believe that for the patient investor 

there is unquestionably value in sterling credit over the 

medium term, both in terms of yield spread over 

government bonds and all-in yields.  

However, while there is room for tactical strength in 

both rates and credit heading into Q2, with headline 

inflation declining rapidly thanks to base effects, we 

expect market weakness eventually to resume. This 

could happen in the coming months if central banks 

continue to hike interest rates against a backdrop of 

slowing or falling growth. The fund’s slight long-

duration stance should also benefit from any further 

fall in interest rates on the effects of previous rate 

rises flowing though into the economy. 

With an average credit rating of Single A at present, the 

fund is well-positioned to withstand further weakness 

in credit markets should they arise. In particular, the 

bulk of the lower-rated credit in the portfolio has less 

than three years to maturity or call date and affords an 

attractive redemption yield. Despite the fund’s 

significantly more conservative current profile, it still 

offers an income yield of circa 3.89%.
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IMPORTANT INFORMATION
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This document has been approved by Sarasin & Partners LLP which is a limited liability partnership registered in England 
and Wales with registered number OC329859 and is authorised and regulated by the UK Financial Conduct Authority. It 

has been prepared solely for information purposes and is not a solicitation, or an offer to buy or sell any security. The 
information on which the document is based has been obtained from sources that we believe to be reliable, and in good 

faith, but we have not independently verified such information and we make no representation or warranty, express or 

implied, as to their accuracy. All expressions of opinion are subject to change without notice. 

The investments of the fund are subject to normal market fluctuations. The value of the investments of the fund and the 
income from them can fall as well as rise and investors may not get back the amount originally invested. If investing in 

foreign currencies, the return in the investor’s reference currency may increase or decrease as a result of currency 
fluctuations. Past performance is not a guide to future returns and may not be repeated.

There is no minimum investment period, though we would recommend that you view your investment as a medium to 

long term one (i.e. 5 to 10 years). For efficient portfolio management the Fund may invest in derivatives. The value of 

these investments may fluctuate significantly, but the overall intention of the use of derivative techniques is to reduce 
volatility of returns. 

Neither Sarasin & Partners LLP nor any other member of Bank J. Safra Sarasin Ltd. accepts any liability or responsibility 
whatsoever for any consequential loss of any kind arising out of the use of this document or any part of its contents. 

The use of this document should not be regarded as a substitute for the exercise by the recipient of his or her own 

judgment. Sarasin & Partners LLP and/or any person connected with it may act upon or make use of the material 

referred to herein and/or any of the information upon which it is based, prior to publication of this document. If you are 
a private investor you should not rely on this document but should contact your professional adviser. 

© 2023 Sarasin & Partners LLP – all rights reserved. This document can only be distributed or reproduced with 
permission from Sarasin & Partners LLP. 


