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August was a month of two halves with stock markets rising at the start but then falling back over the last 
couple of weeks. Portfolios remain positioned for an economic slowdown over the medium term.
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Looking ahead as central banks look up. Equities rose in the first half of the month as investors 
hoped that central banks would slow the pace of interest rate rises. This view was challenged in 
the second half after the US Federal Reserve announced it would continue to hike in order to 
slow the pace of inflation, even if it means risking job losses and a recession.

A new prime minister in waiting. Liz Truss is the strong favourite to win the Tory leadership 
contest, and investors are paying attention to her policy agenda. They include energy subsidies 
and tax cuts, but it is unclear how they will be funded. As a result gilt yields have risen (meaning 
prices have fallen) even though the pace of economic growth is slowing.

China’s economy continues to slow. New infrastructure-focused fiscal stimulus measures worth 
300bn renminbi (around £37bn) and an interest rate cut may not be sufficient to prevent China’s 
economic slowdown. Neither action is likely to address the key issue – a shortfall in consumer 
demand as a result of the real estate bubble bursting and zero-Covid inspired lockdowns.
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Holding steady against the slowdown. We did not make any major changes to portfolios in 
August, which remain positioned for a slowing global economy. Our underweight allocation 
to equities remains in place although we increased slightly our exposure to the US (which is 
holding up relatively well) and decreased exposure to emerging markets (which are weaker).

A challenging investment environment. The market’s performance over the past couple of 
months reminds us why it’s important to stay invested and remain diversified. Equities rallied 
in July and the first half of August but fell back over the second half. Recent economic data 
supports our view that conditions are likely to remain challenging over the medium term.

Company forecasts are weakening. This evidence includes profit forecasts, which have started 
to fall. Investors are forward looking, so today’s share prices reflect expectations of future 
earnings. The recent downgrades are another reason why we remain cautious about equity 
markets as we still believe the risk of a recession hasn’t been fully accounted for by markets.
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