
contribution” to returning inflation back to the 2% 
medium term target, which led many to believe that 
rates have peaked. The euro area PMI was weaker 
than expected at 46.5, falling 0.7 month-on-month, 
with manufacturing down to 43 and services at 47.8. 
The October flash headline inflation reading was at 
2.9% year-on-year (YoY), the lowest since June 
2021, some 20 basis points less than expected.

November was an incredibly strong month for 
European equities. Against a background of what 
increasingly looked like peak rates, driven by lower 
inflation, bond yields declined, with the German 10-
year falling 36bps to 2.45%. Euro area inflation fell to 
a two-year low of 2.4% YoY, which led to downward 
adjustments to next year’s forecasts. The PMI 
indices slightly surprised to the upside, with the 
composite at 47.1, with a slightly stronger new orders 
index up 1.3 to 45.1. Germany remained in focus on 
the fiscal front after the Constitutional Court ruling 
forcing the government to further reduce spending 
due to a strict interpretation of the debt brake. In 
response, the government has already announced a 
supplementary budget for 2023, implying the debt 
brake would be lifted by retrospectively declaring a 
climate emergency, whilst the debate on the 2024 
budget continues, but some fiscal restraint is likely. 
As the month ended, seven OPEC+ countries 
announced voluntary production cuts for the next 
quarter, and Saudia Arabia extended its 1mbd cut. 
Still, oil prices softened against the background of 
recent higher-than-expected inventories.

The ECB similarly noted the 
decline in inflation 
European markets finished 2023 with a flourish. By 
December, the market appreciated the growing 
dovishness of the Federal Reserve; Chairman 
Powell acknowledged the CPI improvement and 
confirmed the Fed had started debating rightsizing 
rates, which could happen before inflation reaches 
2%. The ECB similarly noted the decline in inflation 
but did not go further in validating market
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Finish With a 
Flourish

Market Review
Shifting Views on Interest Rates Drove 
Markets Back and Forth
2023 saw strong equity returns but many twists and 
turns along the way, making it a challenging year to 
outperform. After a weak October, equities closed 
out the year in an exponential fashion, rallying by 
11% in euro terms in the final two months on the 
back of the anticipation of interest rates falling faster 
than expected in 2024. Headline inflation fell in the 
euro area from 4.3% in September to 2.9% in 
December. Bond markets remained in full focus over 
the quarter; German 10-year yields fell by 82bps, 
closing the year at 2.02%. Indeed, November saw 
the best performance for Bloomberg’s global bond 
aggregate since December 2008.

October saw a selloff in both bond and equity 
markets and significant geopolitical concerns in the 
Middle East. Mood music from the Federal Reserve 
encouraged investors to dial down rate cut 
expectations; the 10-year Treasury yield hit 5% for 
the first time since 2007. The European Central Bank 
(ECB) chose to leave interest rates unchanged and 
spoke of rates at current levels making a “substantial
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expectations, highlighting the continued data 
dependency. ECB staff projections lowered headline 
inflation expectations to 2.7% in 2024 and 2.1% in 
2025, with core inflation being 2.3% in 2025, whilst 
they see real GDP at 0.8% and 1.5% in the coming 
two years. German ten-year yields fell by 42bps in 
December to close the year at 2.02%; those in the 
US fell by 44bps. Within the equity market, many of 
the more cyclical and bond-sensitive areas 
outperformed. Euro area GDP slowed to -0.1% 
quarter-on-quarter in Q3 and 0% growth YoY.

Rate-sensitive and technology 
sectors performed particularly 
well

The quarter again saw a huge polarisation in sector 
performance, against the index (non-12pm adjusted) 
up 7.5% in euro terms. Rate-sensitive and 
technology sectors performed particularly well with 
real estate up 22.7%, technology up 18.6%, 
industrials up 13.3% and materials up 11.8%. Energy 
was the largest underperformer by 10% versus the 
index, falling 2.6% in absolute terms. Other more 
defensive areas underperformed, led by healthcare, 
underperforming the index by 7%, consumer staples 
by 4.5%, and communications by 2.8%.

Current Positioning
A Little More Beta, a Little Less Defensive
We slightly increased the beta of the portfolio during 
the quarter, and whilst embracing the likelihood that 
rates will fall in 2024, we chose not to add 
excessively to early cyclical-type companies.

The main position changes at the sector level 
included additions to technology and industrials 
whilst increasing consumer discretionary. 

We reduced financials, believing that the sector, 
having outperformed for the previous few years, is 
now at a turning point given headwinds from interest 
rates and provisioning ahead. This sector is heavily 
dependent on earnings momentum, more so than 
valuation, given the volatility in earnings over the 
cycle. Elsewhere, we reduced consumer staples and 
healthcare, slightly mitigating our defensiveness and 
communications.

Outlook
Improved Opportunity in Make Up of the 
Index
After a particularly strong finish to 2023, it is possible 
in the short term that investors have borrowed 
against returns in 2024. The key market driver has 
been the elevation in expectations for the amount of
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Looking Down
German 10-Year Government Yield (%)

Source: Bloomberg.
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In short, we are excited that these changes will 
become increasingly visible to investors.

interest rate cuts, which have already started to 
recede in the first week of 2024, but currently still 
expect rate cuts of 145bps by the ECB and 134bps 
by the Fed over the next twelve months (as at the 9th

of January). Given the significant downward shift in 
inflation, we believe rates will fall but would not count 
ourselves as being more dovish than where the 
market stands.

European valuations remain 
appealing, trading below the 
ten-year average 
The GDP backdrop looks to be a little better than 
2023, another sub-1% year of growth, but we would 
expect the direction of incremental change to be 
more positive. Consumer confidence is showing 
signs of improvement with the return of real wage 
growth, and we expect the labour market overall to 
remain resilient. The manufacturing outlook has been 
under pressure, but it increasingly looks like the 
PMIs have troughed and will be geared on the 
upside to change in China and the US. However, 
economic momentum looks like it will be gradual, 
and thus, there is no need here and now to be buying 
low quality early cycle type companies. Instead, we 
find far greater attraction in some of the structurally 
underpinned Industrial stocks such as Siemens and 
Airbus. Similarly, when playing cycles, we prefer to 
be very specific and find attraction in the 
semiconductor names where there are clear signs of 
the market having troughed.

European valuations remain appealing, trading below 
the ten-year average on a blended forward one-year 
and two-year basis. We continue to think that 
investors should pay more attention to the degree of 
change within the European index, which has an 
increasing weighting of less cyclical, higher return 
and stronger growth sectors and companies. The 
upshot of these changes is a more internationally 
exposed index and, most importantly, an outlook for 
a rising ROE on a multiyear basis, which we expect 
to be rewarded with re-valuation at the index level. 
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Looking Up 
MSCI Europe ex UK Return on Equity (%)

Source: Bloomberg.
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FUND PERFORMANCE

Past performance is not necessarily a guide to future performance. The value of an investment can go down as well as up and 
investors may not get back the amount invested. For further information on risks please refer to the Fund's KIID and/or the 
Prospectus. Source: JOHCM/MSCI Barra. NAV of share class A in GBP, net income reinvested, net of fees, as at 31 December 2023. 
Benchmark: During the period 4 November 2001 to 31 December 2012 the Fund was benchmarked against the FTSE Eurofirst 300 TR 
Index. For the period 1 January 2013 to present the Fund is benchmarked against the MSCI Europe ex UK NR Index (12pm adjusted). 
Performance of other share classes may vary and is available upon request. *Part period return since inception 7 May 2003 to 31 
December 2003. 

JOHCM Continental European Fund (GBP) (%): 4 November 2001 – 31 December 2023
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JOHCM Continental European Fund
MSCI Europe ex UK NR Index (12pm adjusted)

Periodic performance (%) 1 month 3 month 1 year 3 years 5 years SI SI annualised

Fund 5.18 8.63 15.10 28.55 66.30 676.52 9.69

Benchmark 4.83 7.64 14.52 23.45 60.78 375.12 7.28

Relative return1 0.33 0.91 0.50 4.13 3.44 63.44 2.24

Discrete performance (%) 31 Dec 23 31 Dec 22 31 Dec 21 31 Dec 20 31 Dec 19

Fund 15.10 -3.46 15.69 10.80 16.76

Benchmark 14.52 -7.07 16.00 7.85 20.76

Relative return1 0.50 3.89 -0.26 2.74 -3.31
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Professional investors only. 
Issued and approved in the UK by J O Hambro Capital Management Limited (“JOHCML”) which is authorised and regulated 
by the Financial Conduct Authority. Registered office: Level 3, 1 St James’s Market, London SW1Y 4AH. Issued in the 
European Union by Perpetual Investment Services Europe Limited (“PISEL”) which is authorised by the Central Bank of 
Ireland. Registered office: 24 Fitzwilliam Place, Dublin 2, Ireland D02 T296. References to “JOHCM” below are to either 
JOHCML or PISEL as the context requires. Perpetual Group is a trading name of JOHCML and PISEL.

This is a marketing communication. Please refer to the fund prospectus and to the KIID / KID before making any final 
investment decisions.

These documents are available in English at www.johcm. com, and available from PISEL, or (for UK investors) JOHCML, at 
the addresses set out above.

Information on the rights of investors can be found here.

The distribution of this document in jurisdictions other than those referred to above may be restricted by law (“Restricted 
Jurisdictions”). Therefore, this document is not intended for distribution in any Restricted Jurisdiction and should not be 
passed on or copied to any person in such a jurisdiction.

The registrations of the funds described in this document may be terminated by JOHCM at its discretion from time to time.

Notice to investors in Switzerland: The representative of the Company in Switzerland is 1741 Fund Solutions Ltd., 
Burggraben 16, 9000 St. Gallen, Switzerland (the “Representative”). The paying agent of the Company in Switzerland is 
Tellco Ltd, Bahnhofstrasse 4, 6430 Schwyz, Switzerland. The Prospectus, the KIDs, the Instrument of Incorporation / the 
Constitution, and the annual and semi-annual reports may be obtained free of charge from the Representative. The 
Company is defined as J O Hambro Capital Management UK Umbrella Fund (domiciled in the UK), Perpetual Investment 
Services Europe ICAV (domiciled in Ireland) or Regnan Umbrella Fund ICAV (domiciled in Ireland), as relevant.

This fund has not been authorised by the Hong Kong Securities and Futures Commission and no person may issue, or have 
in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation, or document 
relating to this fund, which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong 
Kong. This fund is only for offer and sale to persons in Hong Kong who are “professional investors” as defined in the 
Securities and Futures Ordinance (cap. 571) of Hong Kong and any rules made under that Ordinance. This document and 
the information contained herein may not be used other than by the person to whom it is addressed and may not be 
reproduced in any form or transferred to any person in Hong Kong. The contents of this document have not been reviewed 
by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt 
about the contents of this document, you should seek independent professional advice.

This document is only allowed to be distributed to certain relevant persons and not to the retail public in Singapore. The 
Fund, which is not authorised or recognised by the Monetary Authority of Singapore (the “Authority”), is registered under the 
Restricted Foreign Scheme with the Authority and the shares in the Fund (“Shares”) are not allowed to be offered to the 
retail public. Moreover, this document is not a prospectus as defined in the Securities and Futures Act, Chapter 289 of 
Singapore (the “SFA”). Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not 
apply. Investors should consider carefully whether the investment is suitable for them. This document and any document or 
material in connection with the offer or sale, or invitation for subscription or purchase, of Shares may not be circulated or
distributed, nor may Shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether
directly or indirectly, to the retail public or any member of the retail public in Singapore other than (i) to an institutional 
investor, and in accordance with the conditions specified, in Section 304 of the SFA; (ii) to an investor falling within the 
definition of “relevant persons”, and in accordance with the conditions specified, in Section 305 of the SFA; or (iii) otherwise
pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. Where Shares are acquired 
under Section 305 of the SFA by a relevant person, investors should note that the first sales and transfers of the Shares are
subject to the applicable provisions of the SFA, which include section 305A of the SFA.

The investment promoted concerns the acquisition of shares in a fund and not the underlying assets.

Past performance is no guarantee of future performance. The value of an investment and the income from it can fall as well 
as rise as a result of market and currency fluctuations and you may not get back the amount originally invested.

The information contained herein including any expression of opinion is for information purposes only and is given on the 
understanding that it is not a recommendation.

https://www.johcm.com/uk/about-us/605/investor-rights
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The information in this document does not constitute, or form part of, any offer to sell or issue, or any solicitation of an offer 
to purchase or subscribe for any funds or strategies described in this document; nor shall this document, or any part of it, or 
the fact of its distribution form the basis of, or be relied on, in connection with any contract.

Telephone calls to and from JOHCML and PISEL may be recorded. Information on how personal data is handled can be 
found in the JOHCM Privacy Statement on its website: www.johcm.com

J O Hambro® and JOHCM® are registered trademarks of JOHCML.

Sources: JOHCM/FTSE International/Bloomberg (unless otherwise stated)

Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc., MSCI ESG Research LLC, 
or their affiliates (“MSCI”), or information providers (together the “MSCI Parties”) and may have been used to calculate 
scores, signals, or other indicators. The Information is for internal use only and may not be reproduced or disseminated in 
whole or part without prior written permission. The Information may not be used for, nor does it constitute, an offer to buy or 
sell, or a promotion or recommendation of, any security, financial instrument or product, trading strategy, or index, nor 
should it be taken as an indication or guarantee of any future performance. Some funds may be based on or linked to MSCI 
indexes, and MSCI may be compensated based on the fund’s assets under management or other measures. MSCI has 
established an information barrier between index research and certain Information. None of the Information in and of itself 
can be used to determine which securities to buy or sell or when to buy or sell them. The Information is provided “as is” and
the user assumes the entire risk of any use it may make or permit to be made of the Information. No MSCI Party warrants or 
guarantees the originality, accuracy and/or completeness of the Information and each expressly disclaims all express or 
implied warranties. No MSCI Party shall have any liability for any errors or omissions in connection with any Information 
herein, or any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) 
even if notified of the possibility of such damages.
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