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With inflation staying persistently high, 
central banks have become more  
hawkish, in action and in rhetoric. Key 
for them will be to avoid inflationary 
expectations taking hold; they need to 
reassure markets that they have the 
situation in hand, and so are talking  
tough and following this up with big rate 
hikes to demonstrate their commitment. 

But investors are – at least for now – a 
little more sanguine. The chart below 
is the “dot plot” showing where the 
individual voting members of the US 
Federal Open Market Committee expect 
rates to be in the coming years; the 
yellow dots show the median level. The 
lighter blue dots show that the market 
– as represented by Fed Funds Futures – 
expects rates to be somewhat lower. 
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• • Market volatility likely while the inflation vs recession outcome remains 
uncertain

• • Recession still not the most likely outcome in most regions, but risks are 
high – especially UK

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

This document is for your information only. It is not advice. If you have any questions in 
relation to this document please discuss them with your financial adviser. 

Federal Open Market Committee Projections

Source: Man Institute, Bloomberg 28/6/2022 
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This disconnect between investors and 
policymakers is leading to uncertainty, 
which in turn is leading to volatility. 
Inflation is already eating away at 
consumers’ purchasing power, creating a 
headwind for economic growth. If interest 
rates do indeed have to rise much more, 
then the risk of recession will rise further. 
On the other hand, if the actions already 
taken by central banks begin to bear 
fruit, and inflation begins to come under 
control, recession fears will ease, and 
optimism will push stocks higher. As each 
new data point that is released points to 
either higher or lower inflation, markets 
are reacting accordingly, hence the high 
levels of volatility. 

Higher energy and food prices are 
a headwind to economic growth, as 
consumers channel their spending away 
from higher value-added goods and 
services. Strong jobs markets with low 
unemployment and rising wages have not 
been enough to offset this, but pent-up 
demand post Covid and healthy personal 
savings levels are providing some support 
for now.

For all the talk of risks to growth, recession 
is not a foregone conclusion. Goldman 
Sachs see the chance of recession in the 
US, Europe, and the UK at 30%, 40% and 
45% respectively. S&P Global have 2023 
growth forecasts of 1.6% for the US and 
1.9% for Europe. However, S&P Global do 
expect a technical recession – 2 quarters 
of negative growth – in the UK this year. 
Inflation at a multi-decade high of 9.1% in 
May is depressing household spending, 
higher funding costs are depressing 
corporate investment, and a wave of 
national strikes will potentially create 
further headwinds.

While this sounds rather negative, the 
fact is that equity markets have already 
discounted much of the bad news. As 
we’ve seen, positive data surprises are 
being met with strong upward moves 
in share prices. So far these have been 
short-lived, but when investors believe 
there is more clarity over inflation and 
interest rates, we could see a more 
persistent rebound. 

We have still not changed our overall 
neutral stance in equities: yes, there are 
downside risks, but prices already reflect 
these. On the fixed income side, we are 
edging ever closer to neutral, from our 
previous shorter-duration stance, as 
recession risks rise. 

UK

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

More so than elsewhere, inflationary 
pressures in the UK are exerting a drag 
on growth, so recession fears are high. 
Despite this, UK equities have performed 
relatively well. This is partly because the 
UK economy and stock market are skewed 
towards those areas that are doing well – 
in particular energy – but also partly due 
to sterling’s weakness. 

Roughly 70% of the aggregate revenues of 
the FTSE 100 are earned offshore. When 
these revenues are translated back to 
sterling at a lower exchange rate, it boosts 
company earnings, making the share 
prices more attractive. 

We are maintaining our overweight stance 
in UK equities, although we have shifted 
some exposures to dividend-focused funds 
which offer good defensive characteristics.

US

• • Valuations not cheap, but back to 
reasonable levels

Companies have continued guiding 
analysts’ forecasts for corporate earnings 
growth lower. This is in response to 
rising input costs due to the combined 
effects of inflation and supply chain 
disruptions. Additionally, demand is 
slipping as customers tighten their belts. 
But the labour market is very tight, with 
unemployment close to record lows, and 
wage growth accelerating; this should 
provide some support. 

We recently moved to a neutral stance 
on US equities, but here too we are tilting 
towards equity income funds which 
favour companies paying steady and 
growing dividends. 

Continued overleaf...
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Europe

• • Gloomy economic picture, but already 
discounted by markets

The picture in Europe is very similar to 
other developed markets: high inflation, 
weakening economic growth, rising 
interest rates, and fears of a policy error. 
The European Central bank (ECB) has only 
recently begun to raise rates, and there 
are fears that they may be “behind the 
curve”. If so, the eventual peak in interest 
rates could be higher than it might have 
been had they been more proactive. 

Risks are evenly matched to the upside 
and downside: recession risk is high, 
but share prices already reflect this. We 
remain neutral. 

Asia and Emerging Markets

• • China performing well

Chinese stocks have rallied about 15% 
off their lows, providing some much-

Continued overleaf...

needed positive diversification. Economic 
growth here is higher than elsewhere, 
and companies are able to translate this 
into faster earnings growth. As Covid 
measures ease, companies should enjoy 
a post-pandemic boost similar to those 
experienced in other regions. 

Fixed Income

• • Prospects for bonds finely balanced

Fixed income markets continue to  
weaken in the face of inexorable 
inflationary pressures, although as with 
equities, we have seen periodic rebounds 
when inflation fears temporarily recede. 
The bond market does not yet seem to 
be discounting a full-blown recession 
necessitating cuts to interest rates. 
 With yields having risen steadily, bonds 
now offer reasonable value. We are 
moving back towards a neutral duration 
stance after previously leaning towards 
lower-duration bonds with less interest-
rate sensitivity. 
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Year to Date Performance

Source: Morningstar Direct
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12 Month Performance
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Market Round Up

Performance of major markets June Year to Date 12 months to 30th June

Sterling Terms
Local 

Currency
Sterling Terms

Local 
Currency

Sterling Terms
Local 

Currency

UK (FTSE 100) -5.53% -5.53% -0.97% -0.97% +5.76% +5.76%

US (S&P 500) -4.79% -8.25% -10.73% -19.96% +1.68% -10.62%

Europe (MSCI Europe Ex UK) -7.00% -8.17% -15.41% -17.49% -10.57% -10.82%

Asia (MSCI Asia Pac Ex Japan) -2.18% -5.74% -5.93% -15.65% -12.80% -23.34%

Japan (TOPIX TR JPY) -3.75% -2.05% -9.98% -4.78% -8.38% -1.42%

China (SSE Composite) +10.07% +6.66% -0.85% -6.63% +3.91% -5.36%

Emerging Markets (MSCI EM) -3.12% -6.65% -8.13% -17.63% -15.01% -25.28%

All World (MSCI ACWI) -4.97% -8.43% -10.98% -20.18% -4.17% -15.75%

World Govt Bonds (FTSE WGBI) +0.51% -3.15% -4.96% -14.79% -5.33% -16.77%

Source: Morningstar Direct

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. 

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.

Marlborough International Management Limited, PO Box 146, Level 2,  
Park Place, Park Street, St. Peter Port, Guernsey, GY1 3HZ

Investor Support: +44 (0)1204 589 336

Email: enquiries@marlboroughgroup.com

Website: www.marlboroughinternational.gg

Administrator: EPEA Fund Services (Guernsey) Limited, Suites 7 & 8, Fourth Floor,

Windsor House, Le Pollet, St Peter Port, Guernsey, GY1 1WF
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