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ECONOMIC AND FUND REVIEW  OUTLOOK 

Equity markets recovered in the opening quarter of 
2023, as economic data proved more resilient than 

anticipated.  

A milder-than-expected winter supported a 

pronounced recovery in European markets. US markets 
recovered less than their European counterparts as 

several bank failures caused concerns over the 
financial system and a potential tightening in lending 

standards. However, swift Federal Reserve action 

reassured equity markets. Emerging market equities 

stalled in their recovery, as a stronger US dollar and 
geopolitical tensions between China and the US 

weighed on sentiment.  

Stress in the financial system raised fears of recession 

but offered hope in the prospect that interest rate 

hikes may be coming to an end. This supported 

government bond markets but led to a widening in 
credit spreads. Other safe-haven assets, namely gold, 

also performed well in the heightened risk 
environment. Cyclically exposed commodities, 

particularly those in oil and natural gas, were 

weakened by slowing growth. 

At a stock level, the holding in US-based National 
Instruments, an automated test equipment 

manufacturer, contributed positively to returns as its 
share price rose in January following a bid for the 

company by Emerson Electric. The Fund benefitted from 

its exposure to Microsoft when investors moved capital 

into major technology companies. The holding in 
France-based industrial gases and services provider Air 

Liquide supported returns after reporting a strong 

performance in 2022 despite challenging geopolitical 

and economic challenges.  

In contrast, US-based International Flavors & Fragrances 

detracted from returns after disappointing results for 
the fourth quarter of 2022 and on macroeconomic 

uncertainty in 2023. China-based insurer AIA’s share 

price fell on disappointing 2022 annual results, 

although the company saw the reopening of China’s 
economy as a positive for 2023. There was also 

weakness in Aramark on concerns over tightening 
lending standards which weighed on companies with 

optically high debt levels. We retain faith that Aramark 

is relatively well positioned given free cashflow 

generation and the defensiveness of the business.   

Finally, the managers added to US-based financial 

derivative exchange CME Group on its strengthening 
performance and exited the holdings in Canada’s Bank 

of Nova Scotia and Medical Properties Trust ad US-

based real estate investment trust (REIT). 

 The outlook for investors has shifted over recent 
months as the significant and rapid tightening of 

financial conditions has been shown to have 

unintended consequences for the banking sector. 

Action from the Federal Reserve and the Swiss National 
Bank has been effective at stopping significant 

contagion events. However, it remains to be seen 
whether tightening liquidity conditions will feed 

through to the wider economy. For that reason, hopes 

for a soft landing are now being weighed against the 

possibility of a sharper slowdown in economic growth.  

Other challenges also require close monitoring. 

Geopolitical tensions – especially those relating to 
Ukraine – remain at dangerous levels. The opacity of 

private markets raises contagion risks for public 

markets as liquidity is withdrawn from the global 

financial system. As illustrated by the UK liability-driven 
investment sector last year, markets that have become 

used to low interest rates may have to adjust their 
operating strategies. 

While the outlook for assets remains challenging, there 

are reasons to be optimistic that economic weakness 

should be relatively contained. The inflation that has 
driven central banks to tighten monetary policy is 

heavily influenced by the effect of high energy prices. 
If energy prices continue to normalise, inflation should 

come down over the course of the next year, allowing 

central banks more flexibility in their policy-setting. 

Households and banks are also better capitalised than 
in previous years. This means they have more ability to 

withstand higher prices and disruption before altering 
their spending or lending actions. 

Finally, the price action that has taken place in markets 

has been meaningful. Valuations now appear more 

reasonable than they have been, affording more 
diverse opportunities for investors seeking to make 

returns across a selection of assets. In such times, 

patience and diligence can lead to superior investment 

returns. At present, this has led to a preference for 
high-quality, defensive assets that are well-positioned 

to withstand and, in some cases, benefit from the 
uncertain, potentially volatile outlook facing markets 

over the next 12 months. 
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IMPORTANT INFORMATION 

If you are a private investor, you should not act or rely on this document but should contact your professional advisor. 

This document has been approved by Sarasin & Partners LLP of Juxon House, 100 St Paul’s Churchyard, London, EC4M 8BU, 
a limited liability partnership registered in England & Wales with registered number OC329859 which is authorised and 

regulated by the Financial Conduct Authority with firm reference number 475111. 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. 

This Fund is for registered charities only. It should also be noted that some of the protections provided by the UK 

regulatory system do not apply to these products and in certain circumstances compensation will not be available 

from the UK Financial Ombudsman Scheme.  

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). 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.  

Frequent political and social unrest in Emerging Markets, and the high inflation and interest rates this tends to 

encourage, may lead to sharp swings in foreign currency markets and stock markets. There is also an inherent risk in 
the smaller size of many Emerging Markets, especially since this means restricted liquidity. Further risks to bear in mind 

are restrictions on foreigners making currency transactions or investments.  

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. The Fund may 

also invest in derivatives for investment purposes. 

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. 


