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May, being Mental Health Awareness Month, 
provides a perfect opportunity to assess the 
current state of the market and identify potential 
symptoms of its existing imbalances and 
disorders. To do this, we must first conduct health 
checks on the market structure, its key players, 
and their motives, enabling a better understanding 
of potential sources of distress. Then, we can 
explore available specialized treatment options.

"Going 
forward, it 

seems we must 
learn to live with the 
market's disorders 

while central banks’ 
interventions remain 

the only effective 
treatment."

Since the 1970s and the collapse of the Bretton 
Woods arrangements, which had governed the 
world's financial order for almost three decades, 
the over-the-counter (OTC) market emerged 
as a dominant force. Commercial financial 
institutions, such as commercial and investment 
banks, became its backbone, shaping the financial 
world's order for another four decades. At its core 
was LIBOR (London Interbank Offered Rate), a 
reference rate used globally to price the cost of 
capital flowing around the world from capital-rich 
countries like Japan or Belgium to those in need. 

It's fair to say that in the 1990s, the funding 
market remained relatively balanced, with 
major disruptions arising mainly from emerging 
markets. At that time, emerging market debt 
represented one of the few 'non-traditional' 
financial investment sources offering potentially 
extraordinary high rates of return, attracting 
increasingly speculative inflows. These inflows 
were significant enough to compress risk surfaces 
and improve risk parameters, allowing even more 
inflows and larger exposures to be built. However, 
nothing can last forever, especially 'too good to 
be true' stories. Reality checks, such as assessing 
fundamentals versus valuations, led to sharp 
capital outflows and a series of 'local' crises. 
 
Some of us remember the ‘journey’ from the 
Mexican crisis in 1995 through the Asian crisis in 
1997, culminating in the Russian crisis in 1998. The 
1998 crisis was by far the most serious, involving 
investors from all major financial centers, 
including the central bank of central banks, the 
FED, which orchestrated the rescue plan for 
one of the most esteemed financial institutions, 
Long-Term Capital Management Fund (LTCM). 
This single event is perhaps the most significant 
factor influencing investment philosophies in the 
years preceding the Global Financial Crisis (GFC), 
characterized by a 'buy now and worry later' 
mentality, assuming the Fed would handle any 
fallout. 
 
Before delving into the role of central banks, 
let's first examine the repercussions of the GFC 
on the market. With the collapse of Lehman 
Brothers, one of the market’s largest investment 
banks, the interbank market ceased to function 
almost instantly and has yet to fully recover. This 
singular event severely disrupted the natural 
flow of capital, sending the market into a state 
of paralysis. The only entities equipped with 
sufficient resources and credibility to restore 
order were the central banks. Among them, the 
Federal Reserve (Fed) stood out, taking decisive 
action by deploying numerous unconventional 
monetary tools to revive the market, albeit with 
limited success. Consequently, markets found 
themselves heavily reliant on central banks not 
only as providers of liquidity but later as absorbers 
of liquidity as well. 

Furthermore, on the regulatory front, central 
banks have sought to increase supervision. 
However, their credibility suffered a setback last 
year with the crisis among regional banks in the 
USA. One particularly unwelcome consequence 
of overregulation has been the unprecedented 
growth in areas subject to less restrictive 
regulatory rules, such as the private capital 
funding space. Market reports suggest that these 
investors are employing disproportionately high 
leveraged investment strategies, raising concerns 
about potential market instability when positions 
are forced to be liquidated. 
 
When discussing market infrastructure, it is 
impossible not to mention the deteriorating 
secondary market liquidity. Since the GFC, key 
market makers have been reducing the size of 
liquidity pools, resulting in wider bid/offer spreads 
and, in many cases, the absence of one side of 
the price. Additionally, notable changes have 
occurred on the buy-side, with passive investment 
strategies experiencing rapid growth. The global 
Exchange-Traded Fund (ETF) industry is now 
valued at $10 trillion, underscoring its undeniable 
impact on the market. 
 
To summarize, the GFC has opened a new chapter 
for the market, with central banks now directly 
supporting its key functions. Despite the launch of 
new products and solutions, the market structure 
has not changed much and still relies on the 
old OTC model supported by advanced high-
tech solutions such as algorithm-based trading 
platforms. Valuations of OTC products have 
been affected by the above-mentioned factors. 
Probably excess liquidity induced by central banks 
over the years following the GFC is the one of 
the worst, leading to imbalances manifested by 
outbursts of volatility. 
 
Going forward, it seems we must learn to live 
with the market's disorders while central banks’ 
interventions remain the only effective treatment. 
In the end, many are convinced that there is no 
effective cure, as those (i.e., central banks) who 
have been saving the market are also responsible 
for creating these disorders in the first place.



Market Review - week ending 17 May 2024

 » Global equities rose 1.5% 

 » Most global equity indices rose 

 » Brent crude rose 0.6% to $83.27 a barrel 

 » Gold rose 0.9% to $2382.01 per ounce

US Rest of the World/AsiaEuropeUK

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P., returns in local currency unless otherwise stated. 

 » US equities rose 1.5% 

 » The Federal Reserve’s Austan Goolsbee 
welcomed the inflation slowdown but said 
there’s “still room for improvement.” Neel 
Kashkari repeated the central bank probably 
needs to keep rates at the current level for “a 
while longer”

 » US Consumer Price Index (CPI) for April was 
0.3% (vs 0.4% expected)

 » US retail sales for April month-on-month were 
flat (vs 0.4% expected) 

 » US initial jobless claims was 222k (vs 219k 
expected)

 » David Kostin, Goldman Sachs chief US equity 
strategist, said the S&P 500 is unlikely to see 
further gains this year

 » Donald Trump pledged across-the-board tax 
cuts if he wins a second term. Parts of his 2017 
tax law are set to expire in 2025. He also vowed 
a “day one” order targeting offshore wind 
projects

 » UK equities rose 0.2%

 » Average Earning index plus bonus for March 
rose 5.7% (5.3% expected)

 » European equities rose 0.7% 

 » European CPI for April year-on-year was 2.4% 
(as expected)

 » French President Emmanuel Macron said 
he’d be open to seeing a major French bank 
being taken over by an EU rival to spur deeper 
integration

 » Global emerging market equities rose 0.3% 

 » Japanese equities rose 2.3% 

 » Japan’s GDP for Q1, quarter-on-quarter, was 
-0.5% (vs -0.3% expected)

 » Chinese equities rose 3%, driven by the removal 
of the floor on mortgage rates and lowered the 
minimum down payment ratios for individual 
homebuyers in its most drastic move to shore 
up the beleaguered property market. The move 
came hours after reporting home prices fell at 
a faster pace and consumer spending rose just 
2.3% in April, the weakest growth since 2022

 » NATO is confident Ukraine can hold the line in 
Kharkiv, but Moscow may be trying to spread 
Ukrainian forces thin, a top general said. Xi 
Jinping repeated his preference for a political 
solution after meeting Vladimir Putin



Source: Bloomberg Finance L.P. Past performance is not indicative of future returns. 

Market Performance - week ending 17 May 2024

Cumulative returns

Asset Class / Region Currency Week ending   
17 May Month to date YTD 2024 12 months 

Developed Markets Equities

United States USD 1.5% 5.3% 11.5% 28.8%

United Kingdom GBP 0.2% 3.9% 11.2% 13.9%

Continental Europe EUR 0.7% 4.3% 10.6% 15.8%

Japan JPY 0.3% -0.2% 16.8% 31.2%

Asia Pacific (ex Japan) USD 2.9% 6.0% 8.6% 14.6%

Australia AUD 1.9% 3.2% 5.6% 13.8%

Global USD 1.5% 5.1% 10.2% 24.9%

Emerging Markets Equities

Emerging Europe USD 2.5% 5.4% 17.3% 42.1%

Emerging Asia USD 3.0% 5.8% 10.3% 16.3%

Emerging Latin America USD 0.2% 3.1% -4.4% 14.3%

BRICs USD 2.4% 5.4% 9.5% 12.8%

China USD 3.0% 9.5% 14.2% 3.2%

MENA countries USD -0.6% -1.3% -1.7% 2.5%

South Africa USD 3.0% 8.6% 4.1% 14.5%

India USD 2.2% -0.2% 3.7% 23.5%

Global emerging markets USD 2.6% 5.2% 8.1% 15.6%

Bonds

US Treasuries USD 0.8% 2.0% -1.4% -0.3%

US Treasuries (inflation protected) USD 0.6% 1.8% -0.1% 0.8%

US Corporate (investment grade) USD 0.9% 2.2% -0.2% 5.2%

US High Yield USD 0.5% 1.4% 1.9% 11.3%

UK Gilts GBP 1.0% 2.6% -2.1% 2.2%

UK Corporate (investment grade) GBP 0.8% 2.4% 0.5% 8.1%

Euro Government Bonds EUR 0.7% 1.1% -0.9% 3.8%

Euro Corporate (investment grade) EUR 0.3% 0.8% 0.4% 6.4%

Euro High Yield EUR 0.3% 0.8% 2.5% 10.9%

Global Government Bonds USD 1.0% 2.0% -3.2% -1.4%

Global Bonds USD 1.0% 2.3% -2.2% 1.3%

Global Convertible Bonds USD 1.1% 2.0% -0.4% 6.2%

Emerging Market Bonds USD 1.1% 2.6% 1.6% 10.4%

Cumulative returns

Asset Class / Region Currency Week ending   
17 May Month to date YTD 2024 12 months

Property

US Property Securities USD 2.2% 6.3% -1.9% 9.4%

Australian Property Securities AUD 3.1% 6.3% 13.8% 21.1%

Asia Property Securities USD 0.4% 2.7% -2.3% -1.9%

Global Property Securities USD 2.1% 5.5% -0.3% 10.5%

Currencies

Euro USD 0.9% 1.8% -1.7% 0.3%

UK Pound Sterling USD 1.1% 1.3% -0.7% 1.4%

Japanese Yen USD 0.4% 1.4% -9.3% -11.5%

Australian Dollar USD 1.1% 2.9% -2.3% 0.1%

South African Rand USD 1.3% 3.4% 0.4% 5.8%

Swiss Franc USD 0.2% 1.4% -7.2% -0.7%

Chinese Yuan USD 0.1% 0.3% -1.7% -3.1%

Commodities & Alternatives

Commodities USD 1.3% 1.8% 9.3% 12.8%

Agricultural Commodities USD -0.9% 1.8% 5.1% 9.3%

Oil USD 0.6% -5.2% 8.1% 8.2%

Gold USD 0.9% 3.8% 15.5% 20.1%
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sources, but we do not guarantee the relevance, accuracy or completeness thereof. Unless otherwise provided under UK law, MGIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the 
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