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•• Investors looking beyond inflation to the prospects for a “soft landing”

•• Recession still unlikely in most regions, but risks are high

•• Potential for rebound if rate hikes not as bad as feared

Investors have begun to look beyond 
the immediate problem of inflation. The 
question now is whether the Federal 
Reserve can manoeuvre the US economy 
into a “soft landing” – getting inflation 
under control while avoiding recession. For 
now, Fed chair Jerome Powell is hedging 
his bets: he says there are “plausible 
paths” to a “softish landing”, but that it 
might be “a little bumpy” and “there could 
be some pain”.

There are several reasons to be optimistic 
that at least the US economy will not dip 
into recession: the jobs market is strong, 
household and corporate balance sheets 
are healthy, company profits are still close 
to record levels, retail sales and industrial 
production are ok, and inflation could be 
starting to fall.

The trouble is that for each of these there 
is a counter. Analysts are beginning to 
trim their forecasts for company earnings 
as rising input costs are putting pressure 
on margins. Higher mortgage costs are 
beginning to bite, and together with 
higher fuel and food costs are eating into 
consumer spending. Consumer confidence 
is lower than it was during the worst 
moments of Covid or the Global Financial 
Crisis. Nevertheless, the macro data still 
seems to be consistent with slowing 
growth, but not a recession.

Inflation remains a big concern, but there 
are some signs that we may be over 
the worst. For example, the US headline 
inflation rate for April eased down to 6.3% 
from 6.6% the previous month. In China, 
the easing of lockdown measures should 
help ease some supply-chain worries: 
wating times for ships in Shanghai have 
already fallen sharply from their peak a 
few weeks ago.

A view is emerging that the Fed may not 
actually be too far behind the curve in its 
raising of rates. And if rates peak at a level 
lower than currently expected, that would 
be positive, especially for the growth stocks 
which have borne the brunt of the sell-off 
so far. 

Closer to home, the inflation picture still 
looms large in peoples’ minds. Prices 
in Europe and the UK will continue to 
accelerate for some months yet. Indeed, 
the ECB has not yet hiked rates to try 
to control inflation. But authorities are 
providing more fiscal and financial 
support to consumers; witness the 
measures unveiled in May in the UK, 
with the potential for more to follow. The 
support may be just enough to avert 
recession, but the risks remain high.
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Average waiting hours for containerships at Shanghai

Source: VesselsValue May 2022

Perhaps the most positive aspect of the 
market action in May was that the rally 
at the end of the month came despite 
some pretty weak data releases that 
week. The implication is that investors 
have already discounted the bad news, 
and any good news could be rewarded 
with further upside.

We have not changed our overall neutral 
stance in equities: despite the cautious 
optimism expressed above, there are 
clearly still plenty of risks. On the fixed 
income side, our preference is still for 
shorter-duration exposure, but we have 
begun to move back towards neutral. 
Inflation risks are still with us, but the risk 
of recession is rising; in that scenario, 
short duration bonds would likely 
underperform. 

UK

•• Economic slowdown, but market  
well-placed in the changing 
environment

The pace of economic growth is 
easing everywhere, but it appears 
most pronounced in the UK. The latest 
composite Purchasing Managers Index 

(PMI) reading showed a decline of 6.4 
points to 51.8 in May. This is one of the 
largest declines on record and shows that 
inflationary pressures are exerting a drag 
on growth.

The PMI is important, as it is one of 
the earliest indicators to be announced 
each month. But it is survey-based, 
and so is subject to the mood of the 
survey respondents. As noted above, 
UK consumer confidence is low, and 
presumably those responding to the PMI 
survey are also consumers. But consumer 
spending is actually pretty strong and 
is currently higher than it was prior to 
the pandemic. And that PMI reading, 
while weaker than the previous month, 
is still above the 50-level that separates 
expansion from contraction. 

Despite the difficulties facing the market, 
UK stocks continue to deliver strong 
performance, aided by weaker sterling, 
and the structural make-up of the market. 
We are sticking with our overweight stance, 
although we are rotating into dividend-
focused funds which offer good defensive 
characteristics.

Continued overleaf...

VIEW 
FACTSHEET

DEFENSIVE

CAUTIOUS

BALANCED

ADVENTUROUS

https://funds.marlboroughfunds.com/uploads/documents/BYT1F51-factsheet.pdf
https://funds.marlboroughfunds.com/uploads/documents/BYT1FY0-factsheet.pdf
https://funds.marlboroughfunds.com/uploads/documents/BYT1GB4-factsheet.pdf
https://funds.marlboroughfunds.com/uploads/documents/BYT1FK6-factsheet.pdf


GLOBAL INVESTMENT COMMENTARY: JUNE 2022 3 of 6

US

•• Valuations not cheap, but back to 
reasonable levels

Analysts are trimming their forecasts for 
company earnings growth in the face 
of macro headwinds. Earnings could 
yet be cut further, as input costs rise. 
Microsoft became the latest company to 
guide analysts lower, but cited currency 
exchange rates as the reason. But 
importantly, Microsoft shares actually 
rallied on the day they made this 
announcement. This is perhaps indicative 
that investors are now more comfortable 
with overall market valuations which are 
now back to 2018-19 levels. 

Having moved from underweight to 
neutral in US equities last month, we are 
maintaining this position for now.

Europe

•• Gloomy economic picture, but already 
discounted by markets

In Europe, energy costs have an impact on 
inflation that is twice as large as the US, 
mainly because European gas prices have 
risen much more. Furthermore, inflation 
in Europe is expected to peak later than 
in the US. This means consumers will be 
impacted more, and for longer, leading to 
a greater risk of recession in this region. 
But the macro data is not yet clear-cut, 
and so far European consumers have not 
had to contend with rate hikes. 

Despite the difficult economic picture, 
European shares also surged strongly after 
the weakness in early May. We remain 
neutral. 

Continued overleaf...

Asia and Emerging Markets

•• Easing of Covid measures allows 
markets to catch up

Shanghai was the strongest of the major 
regional markets in May, in response to 
the easing of Covid measures. This news 
was received gratefully around the world, 
as it will ease fears of a second wave 
of supply chain-led inflation. Elsewhere 
in Asia, share prices were generally very 
weak early in May – the MSCI Asia Pacific 
Index was down over 8% in local currency 
terms at one point - but staged a strong 
recovery to end the month in positive 
territory. 

Fixed Income

•• Bonds returning to favour?

Fixed income markets weakened early in 
May as inflation figures were released, but 
the moves were rather muted, as much of 
the bad news was expected. Later in the 
month, bond prices improved as investors 
began to come around to the view that 
inflation may have peaked, particularly in 
the US. With yields at higher levels than 
before, bonds now represent a reasonable 
holding for income-hungry investors. And 
with recession risks rising, they could be 
well-supported in the months ahead. 
We have held a short-duration stance 
throughout 2022 so far, to avoid the worst 
of the inflation-induced downdraft. We 
have not yet moved back to neutral but 
are moving in that direction. 
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May 2022 Performance
1 Month - GBP
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Year to Date Performance

Source: Morningstar Direct
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12 Month Performance

Source: Morningstar Direct

1 Year - GBP
Time Period: 01/06/2021 to 31/05/2022
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Risk Warnings
The following is a summary only of some key items in the Prospectus. 
Capital is at risk. Investors in Protected Cell Company (PCC) must have the financial expertise and 
willingness to accept the risks inherent in this investment. 
Past performance is not a reliable indicator of current or future performance and should not be the 
sole factor considered when selecting funds. 
The Master funds will be exposed to stock markets. Stock market prices can move irrationally and 
be affected unpredictably by diverse factors, including political and economic events. 
It should be appreciated that the value of Shares is not guaranteed and may go down as well as up 
and that investors may not receive, on redemption of their Shares, the amount that they originally 
invested. 
Investment in the Company should only be undertaken as part of a diversified investment portfolio. 
Investment in the Shares should be viewed as a medium to long term investment. 
Shares may not be redeemed otherwise than on any Dealing Day. 
There will not be any secondary market in the shares of the Company. 
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Market Round Up

Performance of major markets May Year to Date 12 months to 31st May

Sterling 
Terms

Local 
Currency

Sterling 
Terms

Local 
Currency

Sterling 
Terms

Local 
Currency

UK (FTSE 100) +1.13% +1.13% +4.83% +4.83% +12.40% +12.40%

US (S&P 500) -0.20% +0.18% -6.24% -12.76% +12.45% -0.30%

Europe (MSCI Europe Ex UK) +0.05% -1.09% -9.05% -10.16% -2.10% -0.93%

Asia (MSCI Asia Pac Ex Japan) -0.19% +0.19% -3.83% -10.52% -8.54% -18.91%

Japan (TOPIX TR JPY) +1.11% +0.78% -6.48% -2.79% -2.32% +1.84%

China (SSE Composite) +3.08% +4.57% -9.92% -12.46% -5.02% -11.87%

Emerging Markets (MSCI EM) +0.06% +0.44% -5.17% -11.76% -9.57% -19.83%

All World (MSCI ACWI) -0.26% +0.12% -6.32% -12.83% +5.14% -6.78%

World Govt Bonds (FTSE WGBI) -0.45% -0.07% -5.44% -12.02% -4.10% -14.97%

Source: Morningstar Direct
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Regulatory Information
This material is for distribution to professional clients only and should not be distributed to or  
relied upon by any other persons. The Cells referred to are a cell of Marlborough International Fund 
PCC Limited (the ‘Company’), a protected cell company incorporated in Guernsey and authorised 
as a Class B Collective Investment Scheme under the terms of the Protection of Investors (Bailiwick 
of Guernsey) law, 1987, as amended. Investment may only be made on the basis of the current 
Prospectus, this can be found on the website www.marlboroughinternational.gg. 
Marlborough International Management Limited is incorporated in Guernsey. Registration No. 27895. 
Regulated by the Guernsey Financial Services Commission. It is not protected by any investor 
compensation scheme. 
Licensed under The Protection of Investors (Bailiwick of Guernsey) Law 1987. Guernsey Office:  
PO Box 146, Level 2, Park Place, Park Street, St. Peter Port, Guernsey, GY1 3HZ. Tel: +44(0)1204 589336.
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