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Learning Objectives

• A recap of the market movements so far this year. 

• Understand & explore the key themes driving markets. 

• Decipher the current investment risks and how to manage 

them. 

• Uncovering investment opportunities in an uncertain 

environment.
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The year so far…
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The year so far … a broadly positive year for sterling investors 
Key takeaway: a stellar year so far for US and Japanese equity, while Asia ex Japan struggles 

Source: Morningstar Direct, data to 30/09/2023. Past performance is no guarantee of future performance. 
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The year so far … three stand-out sectors year-to-date 
Key takeaway: the three key sectors remain well ahead YTD, driven by the “magnificent 7”, although it was Energy that stood out 
in Q3  

Source: Morningstar Direct, data to 30/09/2023. Past performance is no guarantee of future performance. 
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The year so far … government bonds struggle while High Yield and Emerging Market Debt 
rally 
Key takeaway: UK government bonds struggle the most year-to-date as the Bank of England took an aggressive stance on inflation 

Source: Morningstar Direct, data to 30/09/2023. Past performance is no guarantee of future performance. 
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Key themes driving 
markets 
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Key themes driving markets 

Morningstar Wealth as at 30/09/2023.

Higher for longer? Finding an attractive 
yield

Artificial Intelligence (AI) 
Frenzy

The uncertain path of inflation 
and interest rates continues to 

impact markets.

While cash rates may seem 
tempting, other assets are also 

delivering attractive returns.

Extreme performance in a 
narrow selection of stocks. 



9

Higher for longer 
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Softening inflation but higher for longer interest rates? 

Key takeaway: central banks remain focused on the continued efforts to bring inflation back down to the 2% target, thereby not pinning themselves to when interest rates might begin to fall  Source: Clearnomics, Federal Reserve, BoE & ECB. Data to September 2023. This is for illustration purposes only. 

Morningstar Wealth EMEA

Global central bank interest rates 

Federal Reserve (US), Bank of England and European Central Bank 
interest rates  

Continued evidence of softening inflation

Inflation has softened in the UK, but remains too high
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Bank of England CPI inflation projections 

Source: Bank of England, August 2023 report 

Key Takeaway: inflation in the UK remains high, but the Bank of England expect the 2% target to be reached by early 2025

Morningstar Wealth EMEA
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The market-implied path of interest rates has moved materially higher since May

Source: Bloomberg & Bank of England, August 2023 report 

Key Takeaway: market expectations of interest rates have risen over the past 6 months, thereby causing shifts in the bond market

Morningstar Wealth EMEA
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Finding an attractive yield
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Cash is ideally suited to funding short term needs  

Morningstar Wealth EMEA

Key takeaway: rise in interest rates means cash is no longer falling in value vs inflation

Source: FRED, data from 01/01/1961 to 01/07/2023

• Liquidity and short-term stability 
makes cash ideal for funding short 
term needs. 

• Long period of ultra-low rates and 
rising inflation caused short term 
funds to switch to riskier longer-
term investments. 

• Interest rates now high enough for 
cash to fulfil its traditional role as 
secure short-term asset. 0.0
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Cash is not suited to meeting medium to longer term goals  

Morningstar Wealth EMEA

Key takeaway: Cash returns are less likely to keep pace with inflation 

Source: Morningstar Direct & FRED – Federal Reserve of St. Louis. Data to 31/12/2022. 

• Cash returns less likely to keep 
pace with inflation than bonds 
and equities. 

• When inflation falls so do 
interest rates. 
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The path of inflation and interest rates continues to impact markets 

Source: ustreasuryyieldcurve.com

Key Takeaway: markets are continually attempting to price in future interest rates, thereby causing significant pricing shifts

Morningstar Wealth EMEA

30 Sept 2023 6 months ago 12 months 
ago

Treasury Yields 

• Income yields on bonds 
have moved up with 
interest rate increases. 

• Portfolios can now 
generate more in the way 
of income for clients. 
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AI Frenzy
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Source: Google Trends as at 30/06/2023. Past performance is no guarantee of future performance

Everybody is talking AI
Key takeaway: there’s a lot of optimism in AI, but optimism can sometimes lead to overvaluation
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…which has set the stage for a narrow rally
Key takeaway: approximately seven stocks—commonly referred to as the magnificent seven—make up roughly 80% of the total return in U.S. large caps 
so far this year.

Source: Morningstar Markets Observer, Morningstar Direct. Data as of June 30, 2023. Past performance is no guarantee of future performance.

U.S. Large Cap: Return Contribution by Stock Year-to-Date
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Managing the current investment 
risks
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Managing against inflation risk?

Morningstar Wealth EMEA

Key takeaway: UK inflation-linked bonds offer a positive return above the rate of inflation

Source: Morningstar Direct & Bank of England. Data to 31/07/2023

UK Inflation Linked Bonds are 
more attractive due to 

• rise in yields

• easing of demand and supply 
inflationary pressures

• large rise in interest rates. 
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Managing against the risk of recession?

Morningstar Wealth EMEA

Key takeaway: While bonds disappointed as diversifiers in 2022, they’ve historically performed well during economic 
downturns. 

Source: Data as at 31 Dec 2022. Stock performance based on the IA SBBI Large Stock Index. Bond performance is based on the IA SBBI IT Govt Index. Returns for periods greater than 1 year are 
annualized. Past performance is no guarantee of future performance. 

• Recessions driven by policy mistakes and 
shocks so are rare and hard to predict.

• Govt bonds offer greatest chance of 
positive returns.

• Within equities companies with more 
secure income streams hold up better. 

• We have added some exposure to core 
infrastructure assets following large sell 
offs, these complement holdings in 
consumer staples, healthcare, and 
quality companies. 

-40.00

-30.00

-20.00

-10.00

0.00

10.00

20.00

30.00

Aug 1929 -
Mar 1933

Nov 1973 -
Mar 1975

Jan 1980 - Jul
1980

Jul 1981 - Nov
1982

Jul 1990 - Mar
1991

Mar 2001 -
Nov 2001

Dec 2007 -
June 2009

Feb 2020 - Apr
2020

Stocks Bonds



23

Cash is not suited to diversifying portfolios in a recession  

Morningstar Wealth EMEA

Key takeaway: Return from cash declines during recessions  

Source: Morningstar Direct & FRED – Federal Reserve of St. Louis. Data to 31/12/2022. 

• Worst returns from equities 
occur in a recession when 
corporate earnings fall. 

• Govts respond to recessions by 
making money cheap and easy 
to access. 

• Returns from cash come down 
during recessions. 

• Returns from high quality 
bonds go up in recession. 
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Where are the 
opportunities? 
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Where are the opportunities?

Morningstar Wealth EMEA

Key takeaway: Emerging Market Equities and bonds still better than developed markets. 

Source: Morningstar Wealth, EMEA
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Where are the opportunities?

Morningstar Wealth EMEA

Key takeaway: Japanese Yen is significantly undervalued against Sterling  

Source: Morningstar Direct, from 30/09/2020 to 30/09/2023
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Where are the opportunities?
Key takeaway: not only do Utilities offer additional diversification benefits, but they are also defensive in nature and valuations 
have improved  

Source: Morningstar Investment Management, as at 30 September 2023. The chart is based on Morningstar estimates of fair values and the L&G Global Infrastructure Index Fund stock weights

Why Core Infrastructure / 

Utilities?

• Improved valuations over the 

past 12 months. 

• Increase defensive exposure with 

less sensitivity to the economy 

low correlation to other sectors. 

Morningstar Wealth, EMEA

Opportunity to add to global listed infrastructure at lower prices

Global Listed Infrastructure– Price/Fair Value
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Does not pay to “time” the markets

Morningstar Wealth EMEA

Key takeaway: Most likely outcome is missing out on returns and failing to meet objectives 

Source: Morningstar Direct. Data to 31/05/2023.  

• Notoriously hard to time 
switching between cash 
and investment market. 

• Reduces likelihood of 
meeting objectives. 

• Worst time to switch away 
from bonds is when they 
have already sold off.
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Important Information

Important information slide:
Remove all information and replace with:
©2023 Morningstar. All Rights Reserved. The Morningstar name and logo are registered trademarks of Morningstar, Inc. This 
presentation includes proprietary materials of Morningstar. Reproduction, transcription, or other use, by any means, in whole or in 
part, without the prior written consent of Morningstar is prohibited. The Morningstar Investment Management group comprises 
Morningstar Inc.’s registered entities worldwide, including the UK where Morningstar Investment Management Europe Limited is 
authorised and regulated by the UK Financial Conduct Authority to provide services to Professional clients. The Morningstar Managed 
Portfolios are intended for citizens or legal residents of the United Kingdom. These portfolios can only be made available through the 
use of an Investment Adviser appropriately authorised and regulated by the Financial Conduct Authority. Registered Office: 1 Oliver’s 
Yard, 55-71 City Road, EC1Y 1HQ.
This presentation does not constitute investment, legal, tax or other advice and is supplied for information purposes only. Past
performance is not a guide to future returns. The value of investments may go down as well as up and an investor may not get back 
the amount invested. Reference to any specific security is not a recommendation to buy or sell that security. The information, data, 
analyses, and opinions presented herein are provided as of the date written and are subject to change without notice. Every effort has 
been made to ensure the accuracy of the information provided, but Morningstar Investment Management Europe Ltd makes no 
warranty, express or implied regarding such information. The information presented herein will be deemed to be superseded by any
subsequent versions of this presentation. Except as otherwise required by law, Morningstar Investment Management Europe Ltd shall 
not be responsible for any trading decisions, damages or losses resulting from, or related to, the information, data, analyses or 
opinions or their use. For more information about Morningstar Wealth, please visit: https://mp-morningstar.com/Morningstar-
Wealth-EMEA-Disclaimers

https://mp-morningstar.com/Morningstar-Wealth-EMEA-Disclaimers
https://mp-morningstar.com/Morningstar-Wealth-EMEA-Disclaimers
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Clearnomics Disclosures
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Find out more at: morningstarportfolios.co.uk

Tools and content to keep your client engaged and save you time.
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