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After a strong 2021, the first quarter of 2022 has shocked markets. Equities

and bonds both fell early in the quarter on inflation-combative guidance from
the US Federal Reserve (Fed). Concerns around the economic implications of
Russia’s invasion of Ukraine added further volatility through February and early

March due to Russia’s vital role in global commodity markets. Brent crude oil

spiked to $139 per barrel (/bbl), while European gas prices also saw new highs.
Through March, bonds fell as yields rose to their highest levels in several years on
persistently high inflation and increased interest rate expectations.

Russia-Ukraine crisis

Since Russia launched its invasion of Ukraine in the latter days of
February, we have seen significant volatility in financial markets
on top of a global economy already struggling with inflationary
pressures. Higher commodity prices and supply disruption have
impacted global growth, with consensus forecasts for the year
revised down by almost 1% to expected growth in 2022 of 3.4%.
The overall impact of the crisis on broader equity markets has
been limited by the fact that Russia and Ukraine account for less
than 2% of global GDP, while exposures to Russian assets within
the global financial system are modest.

Energy shock

The implications of the war have been felt globally and the
clearest economic impact can be seen in commodity markets,
especially in oil and gas. Brent crude oil and natural gas prices
were extremely volatile over the period, spiking early in March
before falling back, with brent crude ending the month at $103/
bbland European gas prices at €121 per megawatt hour. The US
announced a release of 180 million barrels of oil from strategic
reserves over a six-month period. The gas situation in Europe is
yet more precarious, as Russian supplies account for almost 25%
of European gas usage, which is not easily replaced from other
sources. Europe has announced plans to reduce its dependence
on Russian gas and diversify to other producers with deals
announced to increase supplies of LNG (liquefied natural gas)
from the US and Qatar.
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Monetary meanderings

The notion that inflation was transitory finally fell out of favour

at the beginning of the year; economic data began to portray

a much broader set of underlying inflation drivers. The energy
shock stemming from the war in Ukraine then compounded
these pressure. US, Eurozone, and UK inflation rose to 7.9%, 5.9%
and 6.2% respectively. These readings led many central banks to
reassess their accommodative monetary policy which had been
in place since the Covid-19 pandemic began. In the US, the Fed
guided towards a faster pace of interest rates rises and balance
sheet reduction. The European Central Bank (ECB) maintained
its sanguine view on inflation early in the quarter, with many
policymakers still describing inflation as transitory in nature. This
view began to shift when inflation numbers for January surprised
to the upside and, at its March meeting, the ECB announced a
more rapid reduction of asset purchases.
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Equities

Over the quarter, the MSCI AC World equity benchmark

fell -4.6% (-3.2% in euro terms) as centrals banks became
increasingly concerned with combating inflation, while
Russia’s invasion of Ukraine hit global growth. The US fell
-5.2% (-3.1% in euros). Europe underperformed, falling -8.1%
(-7.8% in euros), as its proximity to the war in Ukraine and its
exposure to Russian energy exports led to growth downgrades
and higher inflation. Japan fell -1.4% (-4.4% in €) as the Bank
of Japan maintained an accommodative policy stance and the
yen weakened, which was supportive of exporters. The Pacific
Basin outperformed, rising 1.7% (6.1% in €), and benefited
from a positive commodity price backdrop. Emerging markets
were down -6.1% (-4.9% in €), negatively impacted by their
exposure to Russian assets amid the war in Ukraine

Bonds

Global bonds fell over the quarter as yields rose considerably
due to policy pivots from major global central banks and the
transitory inflation narrative was finally retired. US 10-year
yields rose 83 basis points (bps) from 1.51% to 2.34% as

the Fed delivered the first rate hike of the cycle in March,

while guiding to 10 to 11 rate hikes by the end of 2023. UK
10-year yields rose 64bps to 1.61%, with the Bank of England
announcing the third rate rise of the cycle in March, raising the
base rate to 0.75%. Japanese 10-year yields were 15bps higher
at 0.22%.

The ICE BofA Merrill Lynch Eurozone > 5-year sovereign bond
benchmark fell -7.2% over the quarter, the selloff following
rising inflation readings and more inflation-focused central
bank policy guidance. 10-year German yields rose to a new
recent high of over 0.70% in late March, before settling at
0.55% at quarter end as markets priced multiple ECB rate hikes
in 2022. Purchases via the Pandemic Emergency Purchase
Programme (PEPP) ended in March, while other asset
purchases look set to cease in the third quarter. At the end of
March, Italian 10-year spreads against Germany were 149bps,
while Spanish spreads were 89bps.

European investment grade (IG) corporate bonds fell -5.3%, with
global high yield (HY) credit down -4.5%. Higher sovereign bond
yields pulled yields in IG bonds up to 1.54%. In HY, yields rose over
150bps through the quarter to 5.2%. Despite the war in Ukraine,
spreads in |G bonds only widened 30bps to 128bps, while high yield
spreads were close to 38bps higher at 318bps.

Currencies and commodities

The euro fell to 1.1082 against the US dollar; the dollar benefited
from a faster pace of Fed rate rises being discounted by investors,
while the euro continued to suffer from uncertainty related to the
Ukraine crisis.

Commaodities rose 33.1% (36.1% in €) as prices across many key
commodities rose sharply amid the war in Ukraine. Russia and
Ukraine are key commodity producers and account for 25% of
wheat exports globally, while Russia alone accounts for 17% of
global gas production and 12% of global oil production. Oil prices
are up 33.3% year to date, having peaked close to $140/bbl as the
US and UK placed an embargo on Russian oil imports. European
gas prices rose significantly through the quarter, given Europe’s
heavy reliance on Russia for gas imports, which many feared could
be cut off because of the ongoing conflict. In the commodity space,
the Russia-Ukraine conflict is also impacting fertilisers, industrial
metals, precious metals, and grains prices. Russia is a major
producer of aluminium, nickel, and palladium, all of which rose
sharply on supply concerns and uncertainty around the impact of
western sanctions.

Gold rose 5.9% and was supported by safe-haven demand.
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Source: MSCI. The MSCI information may only be used for your
internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a component of any financial
instruments or products or indices. None of the MSCl information is
intended to constitute investment advice or a recommendation to
make (or refrain from making) any kind of investment decision and
may not be relied upon as such. Historical data and analysis should
notbetakenasanindicationor guarantee of any future performance,
forecast or prediction. The MSCI information is provided on an “as
is” basis and the user of this information assumes the entire risk of
any use made of this information. MSCI, each of its affiliates and
each other person involved in or related to compiling, computing
or creating any MSCI information (collectively, the “MSCI Parties”)
expressly disclaims all warranties (including, without limitation,
any warranties of originality, accuracy, completeness, timeliness,
non-infringement, merchantability and fitness for a particular
purpose) with respect to this information. Without limiting any of
the foregoing, in no event shall any MSCI Party have any liability
for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages.
(www.msci.com)
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THE ILIM VIEW
- LOOKING AHEAD

The outlook for equity markets over the next twelve months

is dependent on several factors, including central bank policy,
growth, inflation (both expected and realised) and the evolution
of the Russia/Ukraine crisis.

Global growth forecasts for 2022 have been revised down to
3.4% but remain well above trend growth of 2.7%. Looking into
2023, some further slowdown is expected, particularly when
taking account of the recent flattening of the yield curve and the
expected pace of central bank policy tightening in response to
rising inflation threats.

While equity markets have fallen over the year to date - and,

as a result, absolute valuation levels have declined - price-
to-earnings multiples remain above the long-term average. In
recent years, equities have consistently remained attractive on a
relative valuation basis against bonds given the historically low
level of bond yields. With the recent sharp rise in bond yields, this
relative valuation support for equities has been removed and
equities now appear close to fair value against bonds. Equities,
however, are still supported by the persistence of negative real
yields.

THE MONTH AHEAD

Economic data releases

11 April GB GDP MoM (March)

12 April GB balance of trade (November)
GB Unemployment Rate (February)

13 April GB Inflation Rate YoY (March)

14 April ECB Interest Rate Decision
US Retail Sales MoM (March)

Source: Trading Economics. Data is accurate as at 31 March 2022.

Given the removal of the undervaluation of equities against
bonds, the potential for higher bond yields and possible risks
to economic growth, equities appear fair value at current levels
with limited upside. If anything, the balance of risks is probably
skewed to the downside in an environment of heightened
uncertainty and volatility.

While our outlook for equity markets suggests limited upside

in the short term, the outlook remains positive over the medium
to long term, with upside of approximately 5% annualised
expected on a five to 10-year view.

Events to watch

10 & 24 April France - Presidential election
April 14 Euro area - ECB meeting
April 27 Japan - BOJ meeting

Source: BlackRock geopolitical calendar. Data is accurate as at 31 March 2022.



This is intended as a general review of investment market conditions. It does not constitute investment advice
and has not been prepared based on the financial needs or objectives of any particular person, and does not take
account of the specific needs or circumstances of any person.

The author cannot make a personal recommendation for any person and you should seek personal investment
advice as to the suitability of any investment decision or strategy to your own needs and circumstances. Any
comments on specific stocks are intended as an objective, independent view in relation to that stock generally,
and not in relation to its suitability to any specific person.

ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past
performance may not be a reliable guide to future performance. Investments may go down as well as up. Funds
may be affected by changes in currency exchange rates. Irish Life Investment Managers Limited is regulated by
the Central Bank of Ireland.

Figures referenced herein have been sourced from ILIM and Bloomberg. Forecast figures have been prepared by
ILIM based on reasonable assumptions, internal data and data sourced from Bloomberg.
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