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Fear that interest rates in ma-
- jor ‘economies will stay relat-

ively high s creeping back and -

threatens a painful wake-up
‘ call fqr financial markets, big

Butassel

' riomistsnow expect only min-
imal monetary easing,.espe-
cially. from a US Federal

. Reserve facing unexpectedly

persistentinflation.

Big investors are not rush-
ing to change long-term hold-
ings; but in 4 sign of things to
come stock market volatility is
around a six-month peak as
traders debate how high the
US rate hurdle against which
financial assets are valued will
stay. :

managersandeco-

Global stocks will suffer “a
valuation drag from higher for
longer rates,” said Ann Katrin:

¢ Patersen, senior. investment
strategist at the BlackRock In-

vestment Institute. )
Amundi, Europe’s largest

asset managet, said in a note-

that US stocks will lag globally
- for the next decade. It expects
* the equity and debt of com-
panies in developing nations -

suchas Indiaand Chileand In-
donesiato outperform.
“Everyone is so focused on
when rate cuts aré coming,”
BNY Mellon chief economist
Shamik Dhar said. “Thémuch
bigger question is what is the

~-average level we-can then ex-

pectratestocyclearound”

NEWREGIME ,
The International Monetary

Fund said on Tuesday that the '

Fed funds rate could fall more

slowly than markets now
“anticipate. : ‘
- . BlackRock’s Petersen fore-

casts US rates of close to 4 per
cent for the next five yearsand

rketson the edge

RWI{' Aﬁﬁﬁ@ﬁ"ﬁ“ﬁ’. With traders focussed on éxbected rate cuts,
global stocks remain near-record highs and demand for debt - "

7

issued by the riskiest companiesis firm reuters

....

about 2 pér cent for the'guro -

zone. “We have entered & new
macro market regime and one
of the cornerstones of that re-

gime is ‘structurally higher -

rates,” shesaid. -

World stocks are up about4
per cent this year, hitting re- -
. term US rate expectations. A

onhe percentage point rise in,
‘this yardstick depresses the .

cordhighsinMarch. Andanin-

dexof globaljunkbondsissued

byindebted firms isaround its

highest since 2021 , bolstered” -
vill lower -
igh of .

by hopes. the Fed will
rates from a 23

5.25 per centto 5 per cent —

keeping global borrowing and.
investment conditions
éxuberant. ‘ :

/4
- But up for reassessment is

the  discount rate investors -

plug into company valuation
models, which'follows long-

present. value of companies’

future earnings by 10 per cent,
“accountancy firm EY estim-

'

ates. Stock prices, especially
US ones, are too high, in-

vestors'said.

' 'Wall Street’s S&P 500 in-
* dex, which influences equities
- worldwide, is priced 32 per

cent above fair value based on
long-term rate forecasts, says
Vanguard, the world’s second

largestmongymanager.

Risky assets are holding up

partly because the cost of cap- -
* ital that investors plug ‘into -
. company valuation modelsre-

flects cheap loan.rates agreed

* previously, Vanguard senior

economist Qian Wangsaid. .-~

With US rates expected 16 -

settlearound3.5percentanda

~ wave of corporate refinancing
*coming in 2026, she added,

“nvestors  will be
disappointed”. .
* Ageing populations, a shrink-

ing workforce and Western

" econoinies reshoring produc-

tion from China are expected
to keep inflation and- rates
elevated., L

on fears of rising interest rates

. Escalating conflict in West

Asiahaspushedoil near $90,as
ongoing climate  shocks
threaten-to keep commodity
priceshigh. _

Markets are pricing fewer
than two Fed rate cuts this.
year. The first European Cent- !
ral Bank cut is priced for Jurie,
but traders -have reduced bets
forhowfaritcango.

BlackRock’s Petersen said
the’ group was neutral on
stocks, preferred inflation- ¢
linked debt and viewed long-
term government bonds as’
vulnerable tovolatiléinflation. *

Tom Lemaigre, who man- |
ages £7.7 billion worth of .
European equities at Janus :
Henderson, said he mayaddto ;
positions in banks, which do
wellfromhighinterestrates. -

Still, the closely-watched ’
VIX gauge of US stock volatil- -

ityhasmarcheduptoareading ~

of about 19 after slumbering .
for at ultra-calm levels for ,
months while the compaxablé ;
“bond index is moving higher, -
asunease grows. o B



