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Here our Multi-Asset team discusses Russell Investments’ performance in the March quarter 
and their outlook for 2023. 

What drove markets during the first 
quarter of 2023? 
The March quarter was characterised by high (but 
easing) inflation, further interest rate hikes globally 
and heightened Sino-U.S. tensions. Both growth 
and defensive assets generated positive returns 
over the period. 

Several events helped shape market movements 
over the quarter: 

1. U.S. Federal Reserve pivots to smaller rate 
hikes. The U.S. Federal Reserve (Fed) reduced 
the size of its rate hikes during the quarter amid 
increasing evidence that inflation in the world’s 
biggest economy has peaked. Headline inflation in 
the U.S. climbed 6.4% in the 12 months to 31 
January, which was down on the 6.5% rise we saw 
in December. This was the seventh month in a row 
that inflation had slowed. In response, the Fed lifted 
interest rates by a more modest 0.25% following its 
early February meeting; the move representing a 
material shift away from the larger 0.50% and 
0.75% increases we saw last year as the bank 
battled to tame inflation1. That took the benchmark 
fed funds rate to a target range of between 4.50% 
and 4.75%. We saw a further moderation in U.S. 
inflation ahead of the Fed’s 21-22 March meeting, 
with consumer prices rising 6.0% in the 12 months 

 
1 Source: U.S. Federal Reserve 

to 28 February. Despite speculation the Fed would 
leave interest rates on hold at its March meeting, 
the Bank ultimately lifted the fed funds rate a 
further 0.25% to a target range of between 4.75% 
and 5.00%. Looking back now, it would appear that 
U.S. inflation peaked at 9.1% in June last year. 

2. Reserve Bank of Australia lifts rates another 
0.50%. The Reserve Bank of Australia (RBA) 
raised interest rates twice2 over the period, taking 
the official cash rate to 3.60% in the face of 
elevated (but moderating) inflation and a series of 
softening economic data. The monthly consumer 
price index climbed 6.8% in the 12 months to 28 
February, which was below the 7.1% outcome the 
market had been expecting. At the same time, we 
saw softer retail sales, employment and growth 
figures, with the local economy expanding by less 
than expected in the final quarter of 2022. In its 
March post-meeting statement, the RBA said it 
expects inflation to decline this year and next. 
Officials also acknowledged that the Australian 
economy has slowed and that growth over the next 
couple of years is expected to be below trend. The 
RBA concluded its March meeting by saying it 
expects further tightening of monetary policy will be 
needed to ensure that inflation returns to target and 
that this period of high inflation is only temporary. 
This language differed from the Bank’s February 

2 The RBA raised the official cash rate by 0.25% at each of its two 
scheduled meetings over the quarter; a total increase of 0.50%. 
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statement when officials said that further increases 
in interest rates will be needed over the months 
ahead. [Note: the RBA left the official cash rate 
unchanged at 3.60% following its early April 
meeting.] 

Global shares rose 7.5%3 in the March quarter. 
Australian shares underperformed their global 
peers over the period, returning 3.3%4. Much of the 
local market’s gains were driven by increasing 
speculation the RBA would soon hit the pause 
button on interest rates amid moderating inflation 
and a series of softer economic data. The market 
also benefited from good gains across the major 
miners. Limiting the advance was weakness across 
the ‘Big Four’ banks, which fell sharply following the 
collapse of several U.S. midsize banks and the 
shotgun merger of Credit Suisse and UBS, and 
further monetary policy tightening globally. 
Emerging market equities achieve an absolute 
return of 5.3%5 for the quarter. However, it 
underperformed their developed counterparts over 
the period. 

The Australian dollar (AUD) fell over the period, 
with the Australian Trade-Weighted Index closing 
the quarter down 1.8%6.  

Interest rate sensitive assets were also positive for 
the quarter, with global and Australian bonds, 
global and domestic listed property and global 
listed infrastructure all outperforming over the 
period. 

Credit markets were mixed. Spreads on U.S. and 
European high-yield debt tightened over the period, 
while spreads on global investment-grade debt 
were wider. Both hard and local currency emerging 
markets debt performed well, benefiting in part from 
U.S. dollar (USD) weakness. 

 

 

 

 
3 Global shares measured by the MSCI World ex Australia Net 
Accumulation Index (in local currencies) 

4 Australian shares measured by the S&P/ASX 300 Accumulation 
Index 

5 Emerging markets measured by the MSCI Emerging Markets 
Index Net (in AUD) 

How did Russell Investments’ active 
multi-asset portfolios perform in the 
March quarter? What was rewarded by 
the market and what wasn’t? 
Absolute returns. The Russell 
Investments Balanced Fund returned 
4.6%7 for the quarter on a net of fees 
and tax basis. Performance was driven 
primarily by positive absolute returns 
from the Fund’s fixed income and global 
equity exposures. 

Returns relative to fund benchmark. 
The Russell Investments Balanced Fund 
outperformed its strategic benchmark by 
0.2% on a net of fees and tax basis. 

Positive contributors included: 

• Overweights to global and domestic 
equities; particularly during the rally 
we saw early in the quarter. 

• Positive excess returns from 
Australian equity sector funds. 

• Positive absolute returns from the 
Russell Investments Australian Bond 
Fund and the Russell Investments 
International Bond Fund – $A 
Hedged. 

Negative contributors included: 

• Negative excess returns from global 
equity sector funds. 

What is Russell Investments’ outlook for 
2023? How is it impacting your active 
multi-asset positioning? 
Markets have faced multiple concerns in the past 
12 months or so; including Russia’s invasion of 
Ukraine, surging inflation, central bank tightening, 
the impact of COVID-19 on China’s economy and, 
most recently, heightened uncertainty surrounding 
the global banking system following the collapse of 
several U.S. midsize banks and UBS’s acquisition 
of Credit Suisse. 

6 The trade-weighted index for the AUD is an indicator of 
movements in the average value of the AUD against the 
currencies of our trading partners. Source: Reserve Bank of 
Australia. 

7 Source: Russell Investments. Past performance is not a reliable 
indicator of future performance. 
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Our composite contrarian indicator, which 
measures overbought versus oversold levels for 
the U.S. S&P 500 Index via a range of technical, 
positioning and survey indicators, has softened as 
equity markets moved higher and is no longer at 
extreme levels; though some marginal pessimism 
remains. 

The main uncertainty is the outlook for the U.S. 
economy. We believe the pace and magnitude of 
Fed tightening creates the risk of a recession by 
the second half of this year. While a deep 
recession could trigger a larger equity bear market, 
we feel a slowdown or mild recession are the two 
most likely outcomes. The upside risk for the U.S. 
economy and markets comes from the possibility 
that U.S. core inflation has peaked. This, combined 
with some softening in the labour market, could 
allow the Fed to become less hawkish in the 
second half of the year. 

We still prefer non-U.S. developed equities over 
U.S. equities. We believe non-U.S. developed 
equities are relatively cheaper and likely to benefit 
from weakness in the (USD) should the Fed 
become less hawkish. 

For fixed income assets, we think government bond 
valuations have improved, with U.S. Treasuries 
now offering good value. UK bonds have also 
moved into bands which we believe offer good 

value, as have German bonds. Japanese bond 
valuations have begun to improve with recent 
changes to the Bank of Japan (BoJ)’s yield curve 
control policy, though the BoJ’s key short-term 
interest rate remains low at -0.10%. A positive for 
government bonds is that we believe markets have 
fully priced in hawkish outlooks for most central 
banks. In our view, this should limit the extent of 
any further selloff. 

In the currency space, the USD has given back 
some of the good gains it made on the back of 
rising U.S. interest rates and its traditionally 
defensive characteristics. It’s possible that the USD 
will weaken further if inflation continues to fall and 
the Fed pivots to a less hawkish policy stance. The 
main beneficiaries of a weaker USD are likely to be 
the euro and the Japanese yen. USD weakness 
could also provide a tailwind for emerging markets. 

The bottom line is that investors are worried about 
rising inflation, slowing growth and the potential for 
an aggressive Fed to cause a severe recession. 
Recent indicators support our view that U.S. core 
inflation can trend lower through 2023, but the key 
question is by how much. A sustained move to 
lower inflation would ease fears around excessive 
Fed tightening and a deep recession. However, 
until this becomes apparent, markets are likely to 
remain volatile. 

 
 
 

For more information, please contact your Russell Investments representative 

 

 

 



Russell Investments / Multi-asset review Q1 2023 / 4 

 

 

 

 

 

 

 

Important information 

Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFSL 247185 (RIM). This document provides 
general information only and has not been prepared having regard to your objectives, financial situation or needs. 
Before making an investment decision, you need to consider whether this information is appropriate to your 
objectives, financial situation and needs. This information has been compiled from sources considered to be reliable, 
but is not guaranteed. Past performance is not a reliable indicator of future performance. This document is not 
intended to be a complete statement or summary of the Russell Investments Funds (the Funds). Investing in the 
Funds has risks. You should consider these risks in light of your objectives, financial situation and needs. Any 
potential investor should consider the latest Product Disclosure Statement (PDS) for the Fund in deciding whether to 
acquire, or to continue to hold, an interest in the Fund. The PDS can be obtained by visiting 
www.russellinvestments.com.au or by phoning (02) 9229 5111. The Target Market Determinations for the RIM Funds 
are available on our website at wwwrussellinvestments.com/au/support/tmds. 

RIM is part of Russell Investments. Russell Investments or its associates, officers or employees may have interests 
in the financial products referred to in this information by acting in various roles including broker or adviser, and may 
receive fees, brokerage or commissions for acting in these capacities. In addition, Russell Investments or its 
associates, officers or employees may buy or sell the financial products as principal or agent. 

To the extent permitted by law, no liability is accepted for any loss or damage as a result of reliance on this 
information. 

This material does not constitute professional advice or opinion and is not intended to be used as the basis for 
making an investment decision. 

Source for MSCI data: MSCI. The MSCI information may only be used for your internal use, may not be reproduced 
or redisseminated in any form and may not be used to create any financial instruments or products or any indices. 
The MSCI information is provided on an "as is" basis and the user of this information assumes the entire risk of any 
use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, 
computing or creating any MSCI information (collectively, the MSCI Parties.) expressly disclaims all warranties 
(including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, 
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the 
foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages. 

This work is copyright 2023. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced 
by any process, nor may any other exclusive right be exercised, without the permission of Russell Investment 
Management Ltd. 

https://nam10.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.russellinvestments.com%2Fau%2Fsupport%2Ftmds&data=04%7C01%7Cmlee%40russellinvestments.com%7C9895764f9760420fb8ca08d987a8cf10%7C79b39182081e42ad97144c11a4b6d586%7C0%7C0%7C637689981360117800%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=%2F%2FjdGMFCMwvUm4BZLONtzX%2F8htjFGD7qf9gEHpMN3hs%3D&reserved=0
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