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It’s fair to say that the world’s a simpler place to navigate when things are black and white. Of course, the reality is that 
complex issues seldom fall into clear-cut black and white camps. The current global investment climate is far from black and 
white. It’s grey, calling for great subtlety in portfolio management. 

Commercial market interest rates now imply that the first quarter of calendar 2023 has a reasonable chance of being seen 
as close to the ‘high watermark’ for price pressures as ‘core inflation’ has begun to roll over, with services inflation now 
following goods inflation lower in most developed economies. 

However, while asset prices have benefited from a change in the trend of financial conditions, challenges to earnings 
growth cast a shadow over prospects for a continuation of the current rally in risk assets, particularly in developed markets. 

Central banks have shown their intestinal fortitude 

Prior to the inflation shock which burst open from 2021, sceptical investors doubted central banks intestinal fortitude to fight 
inflation. Yet, central banks have proved the doubters wrong and pressed ahead with rate rises consistent with identifying 
inflation as Public Enemy No. 1. 

But with official interest rates now neither high, or low, by historical standards, the relatively easy work is done, and the 
absolutely hard work begins. All else being equal, the lower the cash rate, the easier it is to raise rates. Likewise, the higher 
the cash rate, the easier it is to cut. 

By extension, the difficulty lies in adjusting policy when rates are neither low nor high and — due to lags in the effect of 
interest rate rises rippling through the broader economy — it won’t be easy to truly know when Public Enemy No. 1 is 
cornered. 

So, whereas the current hiking cycle started in the context of very low interest rates and exploding inflation, there is now a 
degree of uncertainty regarding both the strength of inflation and the latent impact of a rapid tightening of financial 
conditions. As these ambiguities are occurring when interest rates are neither low, nor high, the future path of both interest 
rates and asset markets are highly uncertain. 

Nearing interest rates pause? 

One factor that pushes against further tightening of US monetary policy, at least, has been the emergence of stresses in the 
US banking system. The failures of Silicon Valley Bank and Signature Bank (both mid-size banks) and a bailout of Credit 
Suisse, in Switzerland, provides tangible evidence that parts of the financial system are creaking because of tightening 
financial conditions. 

As a base case, this means that despite what they say, central bankers will probably be less inclined to further dial up 
interest rates until signs of stability return and/or move beyond perceived financial system instability.  

Financial markets believe this is evidenced by short-dated interest rates falling and gold rallying. Short-dated market 
interest rates have fallen because investors now assess the chances of further official interest rate increases as less 
probable, and gold has rallied as it benefits from both instability in the financial system and from the increased chance that 
central banks will have no choice but to tolerate slightly higher levels of inflation. 

So, here are some of the questions we, and no doubt, other investment managers, are grappling with: Will inflation return to 
sub-2% pre-pandemic levels, or will it settle uncomfortably above central bank targets? Have the forces of globalisation 
weakened to the point of turning inflationary? Have labour markets finally become scarce enough to counter productivity 
gains from technology?  

It’s impossible to answer with certainty. For this reason, we favour well-balanced positioning across our diversified multi-
asset portfolios. 
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Portfolio positioning and activity 

MLC Inflation Plus portfolios 

Key portfolio activities during the March 2023 quarter, including up until the time of writing, were: 

• We reduced exposure to the ‘Capital Protected Mining and Energy Income’ basket, which has been a valuable 
source of income. While we continue to expect high quality miners to generate high levels of free cash flow for 
shareholders, income returns have fallen to the point where a reduction in exposure is sensible. 

• The portfolios increased their exposure to Australian shares by taking profits on our downside protection derivative 
strategies. This allowed the portfolios to participate more in the subsequent market recovery. 

• Outside of shares, we have continued to maintain a relatively low level of exposure to foreign exchange out of 
concern for the potential for a stronger Australian dollar, particularly against the US dollar. 

 

MLC Horizon portfolios 

Notable portfolio activities during the March 2023 quarter were: 

• Fixed income manager changes occurred in the short maturity credit strategy with a focus on improving the short 
duration, high quality credit exposure. Managers Janus Henderson, Metrics and Western Asset Management were 
added, while Insight, Loomis Sayles and Ardea were removed from the strategy.  

• Select Horizon portfolios also underwent an increase to the MLC Opportunistic Growth Strategy (formerly known 
as the MLC Low Correlation Strategy).  The Opportunistic Growth Strategy continues to offer diversification 
benefits through its exposure to attractive speciality finance investments with little to no relationship to the 
performance of listed credit and share markets. 

 

MLC Index Plus portfolios 

The fixed income manager changes made to the Horizon portfolios were also made to the Index Plus portfolios. Beyond 
that, Index Plus asset allocations were unchanged over the quarter, after a 12 month period that included changes to 
currency exposure, the introduction of listed infrastructure and changes to fixed income allocations towards longer duration 
nominal bonds as yields improved.  

 
 

 

 
 
 
 
 
 
 
 

 

Important information 

This communication is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705) (‘MLC’), part of the Insignia Financial 
Group of companies (comprising Insignia Financial Ltd ABN 49 100 103 722 and its related bodies corporate) (‘Insignia Financial Group’). 

No member of the Insignia Financial Group guarantees or otherwise accepts any liability in respect of any financial product referred to in 
this communication. The capital value, payment of income, and performance of any financial product referred to in this communication are 
not guaranteed.  An investment in any such financial product referred to in this communication is subject to investment risk, including 
possible delays in repayment of capital and loss of income and principal invested.  

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial situation 
or needs and because of that an investor should, before acting on the advice, consider the appropriateness of the advice having regard to 
their personal objectives, financial situation and needs.  

You should obtain a Product Disclosure Statement (PDS) relating to the financial product mentioned in this communication issued by MLC 
Investments Limited, and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the 
PDS is available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au.  

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the 
market. The returns specified in this communication are reported before management fees and taxes.  

Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the 
information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably 
held or made as at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without 
notice) or other information contained in this communication.  

MLC may use the services of any member of the Insignia Financial Group where it makes good business sense to do so and will benefit 
customers. Amounts paid for these services are always negotiated on an arm’s length basis. 

This information is directed to and prepared for Australian residents only. 

More information on each portfolio’s positioning is available in the quarterly updates published for each of our multi-asset 
portfolios at mlcam.com.au, as well as in the fund commentaries available on the Fund Profile Tool at 
mlc.com.au/fundprofiletool. 

https://www.mlcam.com.au/investing-with-us/product-overviews-documents
https://www.mlc.com.au/fundprofile/flow/fundProfile?execution=e1s1

