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Breadth of equity rally broadens beyond the US Mega Techs, 28 February 2024 

 

Winners and losers of stabilising yields 

We ended February and start March with a week of positive price action in equities, although the 

US mega-caps did less well generally, while bond markets were rather stable. Indeed, we think 

stable bond markets – pretty much since the beginning of the year – are one of the reasons why 

equity markets can continue to edge up. Interest rates and yields appear close to equilibrium levels, 

a state of relative steadiness which enables activity to happen. However, these new equilibrium 

levels are not comfortable for everyone, and that difference seems to be driving change. We share 

our asset class performance round-up for February in a separate article below. 

There was also another sharp rise in Bitcoin. This may be related to new US exchange-traded 

funds which are now allowed to invest in cryptocurrencies, although there is also an interesting link 

to weakness in the Nigerian currency, the naira, and its central bank’s actions to try to stem capital 

outflow. We write about this in the second article. 

There were no big mergers or acquisitions this week, but the spate from last week has raised 

expectations of more to come. It is also noticeable that companies are increasingly trying to raise 

equity rather than loan capital. Bloomberg pointed out that companies are finding the near-term 

cost of equity much more bearable now that dividend yields have fallen in relation to bond yields. 

While the longer-term cost of equity might be high, the improvement in balance sheet metrics in 

terms of credit quality is often welcomed by investors who would usually complain about dilution. 
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Interest rates and bond yields have stabilised, but are high, certainly compared to much of the 

2010-2020 period. However, in the general scheme of history, they are very average. The graph 

below shows how yields have evolved here in the UK (red), in France (green) and in the US (blue) 

since 1960. The 10-year gilt is trading at a yield of 4.17% as we write, which is below the 6% levels 

prevalent through most of the 1960s before we got into the inflationary days of the 1970s. 

Growth was higher in that period in Europe, as we went through the post-war rebuild. In the US, 

despite strong growth, yields were around the 4%-5% level, but rarely lower. 

In the UK, yields averaged about 3.6% from 1785 to 1959 (according to data cobbled together by 

the Bank of England (BoE) in A Millennium of Macroeconomic Data for the UK, published in 2016), 

and ranged from 3% to 6%. Market mechanisms were much slower which may have restrained 

changes in rates, but there was not much volatility until we got to the 1970s. 

So, although rates feel high now, they appear to be fairly normal when taking a longer view. They 

are a little higher than the very long-term and about in line with the past 75 years. That history 

gives us comfort that an economy has functioned and will function in a reasonable balance at 

current rates. 

What has struck us in recent weeks is that consumer and business behaviours have become 

sensitive to quite small changes in rates. Small businesses are negatively sensitive and step up 

efforts to reduce debt on any sign of a rise. However, there is demand for debt if the interest cost 

comes down in the mortgage market.  

Nationwide Building Society reported that the average price of a home rose to £260,420 in 

February, up 0.7% from January and 1.2% higher than February 2023, the first annual growth 

since January 2023. Meanwhile, the BoE published mortgage approval data for the previous month 

(January), which showed 55,227 agreed mortgages. That figure was quite a bit higher than the 

52,000 consensus Bloomberg gathered. Approvals have been rising for four months, and may well 

get back to the pre-2020 levels as the seasonal activity increases. (It is at this point we celebrate 

the Met Office’s declaration that Spring starts today, although the weather forecast does not look 

so good for the weekend ahead). 
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The mortgage dynamic is very interesting. Housebuilder Taylor Wimpey released rather so-so 

results for the full 2023 year, doing better than expected in profit terms but with a downbeat outlook 

for this year. They are probably being cautious, not surprising after the general run-up in 

housebuilder optimism at the end of 2023. The FTSE 350 Household Goods and Home 

Construction Index is up from the October lows by over 30%, albeit flat this past month. 

The driver has been the fallback in mortgage rates. While expectations of BoE rate cuts have 

diminished in the past month, the mortgage war between banks has been raging on. We track 

mortgage rates for the weekly data table at the end of our musings (scroll to the bottom). Swap 

rates are the interbank rates which define the levels at which banks borrow in order to lend to new 

mortgagees. These have risen slightly but the offered mortgage rates have stayed very stable. 

Indeed, the spreads have gone from about 1% over swap rates to less than 0.5% and, last week, 

the best offered three-year rate was the same as the three-year swap rate. 

What does all this tell us? 

The BoE sets the rates at which it interacts with the banks. However, we all have differing 

borrowing needs and different interest rates that we can bear. The collapse in spreads between 

the swap rates (which are closely aligned with the BoE’s target rate) and actual mortgage rates 

tells us (we believe) the BoE is setting rates a bit high, but not far away from the rate that normal 

people can bear.  

Banks have had deposit balances rising, but have found there’s not much borrowing going on. If 

they raise mortgage rates to customers by a small amount, demand disappears. The obverse is 

that there’s reasonably healthy activity if they cut. They are helped in that decision to cut by the 

fact that the credit quality of the new borrowers is good enough to warrant lending on skinny terms. 

Borrowers have reasonably strong deposits and little previous borrowing; they have good ongoing 

income, while the outlook for house prices has stabilised.  

The market has found an equilibrium rate and credit demand appears to be ‘elastic’ or price-

sensitive. This is also a stable dynamic which builds healthy loan books for banks and other 
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investors, and solid dependable growth for constructors and the economy. The need for tight 

lending margins also suggests there is no room for rate rises and really that rates could be lower.  

Next week on Thursday, the European Central Bank (ECB) conducts the first of March’s central 

bank meetings. Europe is in a very similar situation to the UK, and many businesses are still 

seeking to reduce debt levels. However, unlike in the UK, consumer/household demand for credit 

is low. The recent fallback in inflation will definitely spark a debate, but it is unlikely to result in any 

rate cut. The ECB’s researchers have published their “forward-looking wage tracker” which shows 

how they think wage rises are evolving on a monthly basis and thereby provides some guidance 

on how much inflation pressure they expect is in the pipeline. The commentary from various council 

members has constantly referred to still-rapidly rising wages and it does appear that the EU-wide 

wage growth remains around 4.5% (for comparison and perspective, the average wage growth 

was a little below 2% between 2011 and 2021). 

The question which comes to mind is this: if wage growth is so strong, why is growth so anaemic? 

Inflation has now come down to 2.6% year-on-year while JP Morgan has the current real gross 

domestic product (GDP) growth level at -0.6% annualised. The answer is, of course, that someone 

in the economy is saving or, more accurately, reducing borrowing; the corporate sector continues 

to deleverage and private households are not picking up the slack. 

We think both the BoE and ECB ought to be on the verge of rate cuts. Growth is not collapsing, 

but neither is it rising. By focusing on labour pricing power alone, they miss the point that it is 

businesses that are paying that price. It is neither being funded out of money creation not reflected 

in rising prices.  

As we said, unfortunately for yet another month, we will analyse words, not actions. 
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February 2024 asset returns review 

February turned out to be yet another strong month for global investors. Some mid-month 

pessimism about the state of the world economy caused a temporary lull in capital markets, but 

this was completely overcome as the month came to a close. In the end, global stocks added a 

very healthy 4.4% in sterling terms. The positive returns were widespread too, with every major 

region we follow finishing in the black. The fact February’s rally was so broad-based was a good 

sign, allaying previous concerns that too much capital was focused on the US mega-tech sector. 

The latter performed well last month – but so did many others – after investors started dreaming 

about a broad global economic recovery.  

The table below shows February’s returns across major regions and asset classes. 

The US was once again one of the strongest performers, with the S&P 500 jumping 5.2% in sterling 

terms. At the start of the month, there was much discussion around the artificial intelligence (AI) 

investment craze, and whether it is – or will become – a speculative asset bubble. This came to a 

head following Nvidia’s stellar earnings report, which showed revenue up 265% and profit up over 

750% for the year, giving the chipmaker’s share price a massive shot in the arm. Euphoria seemed 

to peak last week though, and trading since has been much more muted.  
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By contrast, and as a welcome change, the Russell 2000 index, which includes smaller-cap US 

companies, has climbed steadily over the last week and a half. Stronger sentiment for smaller 

businesses signals that markets believe growth is coming. There was also a pick-up in US mergers 

and acquisitions in the US, a sign of changes in market composition. Fears still persist that a strong 

US economy would be too inflationary, preventing the Federal Reserve (Fed) from meaningfully 

cutting interest rates. But recent data suggests that US inflation is stabilising around the 3% level 

– which is consistent with a slight Fed easing in the summer or autumn.  

These moves have helped bring confidence to markets. One clear sign of this is the US dollar, 

which climbed against a basket of other currencies in the first half of February, thanks to continued 

outperformance, but pulled back mid-month. A weaker dollar suggests solid global growth 

expectations. This was also reflected in bond yields, which weakened at the start of the month but 

subsequently recovered to recent highs.  

The clearest sign of the sentiment shift driving capital markets over the past four months is China. 

After being in the doldrums for over a year, February saw a dramatic turnaround for Chinese 

equities, which gained an impressive 9.3% in sterling terms, making China the best-performing 

region for the month. The government’s failure to stimulate a meaningful economic recovery in 

2023 had been the dominant story, but that negativity finally seems to have bottomed out, even if 

the recent gains have not even equalised the losses since the beginning of the year.  

The world’s second-largest economy is still struggling in terms of hard data. Official figures say 

that Chinese gross domestic product (GDP) was 5.2% higher in January than a year before, but 

consumer demand is weak and disinflation is still present. The cause of the market turnaround is, 

once again, policy. Through the recent weakness, Beijing has held off using its ‘big bazooka’ of 

past downturns, but policymakers have now clearly moved to coordinated stimulus. There are 

signs this approach is bearing fruit too, particularly the cut to China’s housing prime rate as an 

attempt to bolster its ailing property sector. 

China is a very important part to the global economy these days, having contributed more to global 

growth than any country over the last decade and a half. Investors hope a stronger domestic 

economy will stop the spread of disinflation and allow global manufacturers to regain their pricing 

power. Weak demand and goods prices out of China have been a decisive factor behind lower 

commodity prices. Accordingly, there was an upswing in oil prices this week, and the commodity 

index we track gained 1.3% in sterling terms through February. 

Turning commodity prices might be a hindrance for Europe, which has benefitted greatly from 

weaker energy prices recently. A warmer-than-expected winter has meant that European natural 

gas supplies were once again not tested to the limits. European stocks gained a respectable 2.9% 

through February in sterling terms. So far, 2024 has been a steady incline for Europe, but as we 

have written before, the continent stands to benefit from stronger global growth. If the European 

Central Bank (ECB) is able to cut rates soon (and before the Fed) and Chinese demand comes 

through strong, it will be a potent recipe for growth. 

The UK has unfortunately not had the same positivity. The FTSE 100 ended February with a 0.7% 

gain, ensuring a slight decline in year-to-date returns at -0.6%. Smaller British companies in 

particular – being more closely tied to the dynamics of the domestic economy – are having a hard 
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time, with UK small-cap equities down 1.2% last month. The disparity between the UK and other 

markets – particularly the US – leaves UK equities with relatively attractive valuations, at least.  

Growing positivity in the global economy is a welcome sign, as is the fact that returns are no longer 

solely focused on AI. The worry, as usual, is that this could mean returning inflation pressures and 

a delay in central bank easing. There is no sign of that yet, but we will keep a close eye. 

 

Nigeria shows why reform is always difficult 

In January, the Central Bank of Nigeria (CBN) allowed the naira’s official currency rate to float up 

to the unofficial black market rate. It had earlier repealed a ban on the use of cryptocurrencies but, 

last week, blocked access to the online exchanges which many young citizens use. This week, the 

CBN raised rates by 4% to 22.75%, much more than expected. These actions are not popular, so 

what’s going on? 

Much of Emerging Market (EM) investing is about policy. Broadly, all foreign and most domestic 

investors in developing countries want them to have free internal markets, acceptance of private 

asset ownership, frictionless capital flow, and minimal corruption at state and private levels. Since 

EMs usually lack some or all of these factors – indeed, those absences constitute MSCI’s definition 

of “Emerging Markets” – long-term prospects for specific markets are heavily tied up with the 

prospects for reform.  

The deal, implicitly offered to EM politicians, is that they implement global market-friendly policies 

which might be politically tough, but in return their nations end up with institutional stability, 

membership of the global economic order, and a path to prosperity. Problems obviously emerge 

when EM governments do not hold up their end of the bargain – as we have written about before 
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with Argentina and South Africa. But what happens if the reforms begin but the path to prosperity 

is slow and painful? And what happens if the global economy does not hold up its own end? 

Many Nigerians now feel they are in the latter scenario. When Nigeria’s President Bola Tinubu 

came to power last May, Western investors cheered his embrace of market-friendly policies. These 

included firing the probably corrupt former CBN governor, removing his policy of a currency peg 

with the US dollar, dealing with the consequences of a botched attempt to move Nigeria’s cash-

based economy into electronic banking, and scrapping Nigeria’s nationwide fuel subsidies. The 

latter reform was specifically recommended by the International Monetary Fund (IMF) and Tinubu 

won plaudits for it from the World Bank. But Nigeria’s economy has only worsened since; inflation 

is at nearly 30% and the naira has lost more than 70% since the peg’s removal.  

To cushion rapid inflation and a tanking currency, the CBN (led by Dr Olayemi Cardoso) as 

mentioned at the top, raised interest rates this week by a massive 4% to 22.75%, when a 2.5% lift 

was expected. The move leaves Nigerian rates at their highest recorded level, but it may still not 

be enough. The country’s highest inflation rate this millennium is now being driven by currency 

collapse – itself an effect of dramatic capital outflows. There seems to be a run on Nigerian assets 

from foreign investors, and it is unclear what would stop the flow. The experience of other countries 

has been that it requires rates to be far enough above inflation to tempt investors to risk earning 

the ‘carry’. 

The situation has led some Nigerian outlets to question whether the IMF’s advice should have 

been followed. It lamented the cost of the old petrol subsidy, which meant Nigerians had some of 

the cheapest fuel in the world but cost the government more than $10 billion last year, but its 

removal was a substantial shock to living costs and prompted protests. In fairness to the IMF, its 

recommendation was also for compensatory measures to be focused in areas like education and 

healthcare. Tinubu has not done so, garnering criticism for mismanaged shock therapy.  

In any case, moves aimed at opening Nigeria to the global financial system – like removing the 

currency peg – have had the opposite effect of what the government intended. Africa’s most 

populous nation and second-largest economy has seen a dramatic capital flight this year. Foreign-

listed exchange-traded funds focusing on Nigerian stocks have fallen in line with the naira, and 

there has been virtually no buying in from Western investors. The central bank seemed to stabilise 

its official currency in early January, but few international sources of US dollars were willing to buy 

the naira or Nigerian assets. Domestic companies and individuals didn’t have enough to go around, 

and that lack of US dollars in the substantial private ‘black market’ pushed the unofficial naira/USD 

rate to NGN1400/$, as the chart above shows.  

Capital outflows are also tied up with Nigeria’s recent decisions about cryptocurrency trading sites. 

Having banned banks and other regulated financials from offering dealing in cryptocurrencies, it 

accepted that trading was still rife on peer-to-peer platforms and unbanned banks at the start of 

this year. However, last week, it tried to block access to those non-finance exchanges to stop 

speculation on the naira – as cryptocurrencies are often preferred to the domestic currency by 

wealthy Nigerians – but the ban seems not to have worked. On Wednesday, two executives from 

crypto trading site Binance were detained by Nigerian authorities in a dramatic attempt to shore 

up the naira.  
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Part of the problem is some very unfortunate timing. When global energy prices skyrocketed two 

years ago, commodity-producing nations like Nigeria benefitted greatly. This effect was amplified 

by the liquidity Western central banks were pushing out to the global financial system. But what 

followed, the sharpest monetary policy squeeze in a generation, combined with dramatically lower 

commodity prices, had the opposite effect. In the last year, when inflation has been steadily 

declining in Western developed countries, Nigeria and other EM nations have been under 

increased pressure. 

Capital outflows are exacerbated by these cyclical swings, but there seems to be a long-term 

problem too. We have written much in recent times about the bias towards US assets. This is partly 

down to America’s stellar growth record, but a political story lies underneath it too. Starting with 

Donald Trump’s first presidency, there has been a concerted effort to repatriate US capital and 

keep the nation’s wealth domestically invested. This is most obvious in the tensions with China, 

with many rumours of capital flowing out of the country. Similar trends can be seen across many 

EMs. 

There were hopes that China itself would pick up some of this slack. It has been creating economic 

and financial ties with EMs – including many African nations – for years as part of its ‘Belt and 

Road’ initiative. But China’s own domestic problems have quashed any hopes of that, in the short 

term at least. Nigeria, like many other African nations, is now finding itself in a politically 

uncomfortable scenario: the Western global order is no longer as ‘global’ as it used to be, but the 

Eastern one that was supposed to replace it is not working out how it was supposed to. 

Nigeria’s government is thereby focusing on what it can do alone, thereby reducing its economic 

dependency on the big economies of the US and China. Gaining control of its sliding currency is a 

necessary first step, but a very difficult one to take. CBN Governor Olayemi Cardoso has made it 

clear that restoring confidence is the main priority. Without that, “all that money will disappear in 

no time”, he warned. It is particularly hard considering the policies that set off this decline were 

initially celebrated by international investors. As he notes, “Nigeria doesn’t have the wiggle room 

to make failed interventions.” 
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Please note: 

Data used within the Personal Finance Compass is sourced from Bloomberg/FactSet and is only valid 
for the publication date of this document. The value of your investments can go down as well as up 
and you may get back less than you originally invested. 


