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The focus in financial markets is shifting to concerns about the global economic slowdown and increasing risks 
of recession across the developed world now that inflation appears to have peaked.
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Inflation appears to be peaking a last. The world’s major central banks have continued to 
increase interest rates in order to tame inflation. At the end of 2022, there were encouraging 
signs that the pace of price rises may finally be slowing, although the numbers remain at multi-
decade highs of 7.1% in the US, 10.0% in the euro area and 10.7% in the UK.

The global economy is slowing. Higher interest rates have contributed to reduce the pace 
of economic activity around the world. Europe and the UK have probably already fallen into 
recession and we’re just waiting for confirmation from the official statistics. Meanwhile, leading 
indicators suggest the US will begin to contract at some point over the next few months.

China relaxes its pandemic measures. China has begun to dismantle its zero-Covid policy, 
which had crippled the economy. The virus has spread ferociously in the wake of restrictions 
being lifted, and reports say hospitals are overwhelmed. Consumer confidence is low, retail sales 
are falling and factory output has been curtailed by lockdowns and associated protests.
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We continue to be cautious. We’ve maintained an underweight allocation to equities for some 
time due to concerns about the economic outlook and an expectation that company profits 
growth would fade. There’s a risk that analysts will downgrade their earnings forecasts, which 
could depress stock market values further over the medium term.

The macroeconomic outlook remains negative. We expect the sharp increase in rates over 
2022 to trigger a recession in most major regions. Over the short term, central banks may 
cool off from very aggressive rate hikes, and this optimism has provided some relief for stock 
markets. But the deteriorating growth outlook remains a challenge.

Fixed income remains a key part of portfolios. We continue to prefer good-quality 
government bonds, such as gilts (UK government bonds) and Treasuries (US government bonds). 
These investments should provide a safe haven as the global economy slows and major regions 
head into a recession.
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