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What does the chart show?

There is a lot to be worried about currently. Two things that give me comfort are, firstly, the clear
incentive for both sides to deescalate — the US has significantly degraded Iran’s military capabilities
but there appears to be little appetite for an extended war among American voters; while Iran has
shown it can hurt opponents whatever their size, but does it need to continue doing it, with some
form of sanctions relief now a realistic prospect? And secondly, the starting point for financial
markets. The chart above sums two variables that fogether provide a simple approximation of
risk in the financial system: the blue line looks at where borrowing costs are relative to their long
term average - a high number is something to watch out for: it tells us borrowing costs have been
higher in the past and could head back there in the near term. The green line looks at the sensitivity
of government bond prices to borrowing costs — again, a high number is a warning sign: a reading
of 8%, for example, tells us that a 1% increase in borrowing costs would prompt an 8% fall in the
value of any government bonds in one’s portfolio. Finally then, the orange shaded area is the sum
of those two variables, with a high reading indicating more risk in the system.

Why this is important

Where are we today in terms of this simple risk measure? Thankfully we're low (30th percentile):
interest rates are already quite high in the context of the past 25 years and - the two things are
related - the impact of a 1% rise in borrowing costs is also lower than it has been for some time.
Compared to 2022, when financial assets fell in unison in response to higher interest rates, risk
in the system is significantly reduced today. Some comfort then, but now is still the time to have
protection built into portfolios, as we do in the form of cash, defensive equities and certain explicit
protection strategies.
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Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have inferests, in any financial
product referred to in this email. Belvest
has policies designed to negate conflicts
of interest. Unless otherwise stated, this
e-mail is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or fimeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
afttachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be infercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



