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A T  A  G L A N C E  

• The slowing global macro 
environment, soaring inflation and 
rising interest rates have raised 
concerns of a global recession. 

• Consumer confidence in Europe 
and the US has collapsed, which 
does not bode well for spending 
and investment. Real wages are 
falling, energy prices are painfully 
high and the US housing market 
is slowing. 

• We believe that the case for 
recession this year is premature, 
certainly in the US, although it is 
more marginal for Europe and 
the UK. 

• The arguments for recession look 
more compelling for later 2023 or 
even 2024 as central banks have 
committed to interest rate rises in 
the months ahead, which will 
slow growth. 

• There are signs that inflation is 
peaking from extreme levels. Our 
expectations are that core 
inflation will still be above 4% by 
the end of the year, dropping to 
3% be the end of 2023. 

• Equity valuations have corrected 
sharply and there is no doubt that 
part of this relates to a reset back 
to more normal levels after the 
highs of the post-pandemic, 
liquidity fuelled market. 

• We have increased our allocation 
to high-quality fixed income 
markets and reduced our equity 
exposure in portfolios. We are 
also looking to introduce an 
allocation to real assets. 

 

Markets continue to be volatile, with the second quarter proving to be another difficult 
period for investors. Over the first half of 2022, traditional balanced portfolios of 60% 
equities and 40% fixed income suffered their worst performance since 1932 as bond 
yields rose sharply and many equity markets entered bear markets. Commodities have 
been one of the few areas of positive return, although they too have seen sharp 
reversals in price in recent weeks. 

For much of this year market attention has been dominated by the shocks of Russia’s 
invasion of Ukraine, China’s rolling lockdown in response to Covid outbreaks and the 
dramatic re-evaluation of monetary policy by the Federal Reserve (Fed). Inflation has 
been the common theme across these shocks and investor fears have centred on the 
possibility of an emergent stagflationary environment which would be damaging for 
both bond and equity returns. 

Inflation has indeed continued to track higher but looks like it has peaked in some 
regions, with annual core inflation readings slowing in the US and UK. However, 
investor attention has shifted noticeably in recent weeks from the inflation problem to 
that of recession risk.  

There has been a clear slowing in global macro momentum over the past quarter and 
this has prompted considerable attention on the possibility that the US, and much of 
the rest of the developed world economy, is inevitably sliding into recession as interest 
rates rise. 

Recession risk 
The investment narrative over recent weeks has shifted from one focused on 
persistently high inflation, and the likely central bank response to this problem, to the 
inevitable recession that seems all but certain to descend upon western economies later 
this year. Risk assets have dropped sharply and suddenly as these fears of recession 
have taken hold. 

We are yet to be convinced that a global recession this year is inevitable and so here we 
lay out the case for and against such an outcome and highlight some of the reasons 
why this matters. 

The case for recession in 2022 
Consumer confidence in Europe and the US has collapsed to levels last seen during 
the financial crisis and the height of the pandemic, while CEO confidence has also 
dropped sharply. This does not bode well for spending and investment. 

While wages are rising, inflation has beaten them to it and real wage growth has been 
falling sharply over the past two years, compromising overall spending. US retail sales 
also unexpectedly declined in May. 

US mortgage rates have doubled to 6% this year, the fastest such increase on record, and 
housing activity, one of the key growth engines of any economy, is slowing as a result. 

Energy prices have soared, petrol prices are close to £2/litre in the UK and $5/gallon 
in the US (a 60% rise over 12 months) which has inevitable consequences for spending 
on other non-essential goods. 

Central banks are also tightening policy and interest rates are rising. 
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Figure 1: US home sales and mortgage rates 
Economic slowing in the US as a result of higher interest rates and bond yields is evident in 
the drop in home sales as mortgage rates have doubled this year. 

 

Source: Saranac Partners. 

The case for no recession in 2022 
It’s important to remember that recessions are uncommon. Central banks might be 
tightening, but monetary policy remains accommodative. Interest rates are still a long 
way below long-term inflation expectations and it will take some time before policy 
can be deemed to be tight. 

The same applies to broader financial conditions which have tightened but remain far 
from levels associated with recession in the past. 

Most economic data still points to economic expansion, albeit at a slowing rate. 
Indicators such as PMIs, employment and industrial production remain positive, 
although we must acknowledge this data is all backward looking and subject to lags. 

The banking sector is in good shape and the willingness to lend and extend credit is 
undiminished, so there is no shortage of access to credit. 

US consumer deposits soared by $3.5 trillion during the pandemic, rising from $1 
trillion in 2019 to $4.5 trillion at the start of this year. This is a huge buffer to sustain 
some level of spending in the face of inflationary pressures and rising rates. 

China is also trying to stimulate its economy for a strong bounce back in the second 
half of the year. The Chinese equity market has bounced 15% from its April lows in 
anticipation of a turn in the economy, although this too is dependent on Covid and an 
avoidance of further lockdowns. 

Figure 2: US household savings ($ trillion) 
US consumers saved over $3 trillion through the pandemic, putting household balance 
sheets in their best position for decades and providing a significant cushion to current 
inflation problems and economic slowing. 

 

Source: Saranac Partners. 
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It’s important to remember that 
recessions are uncommon. 
Central banks might be 
tightening, but monetary policy 
remains accommodative. 
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Why does this matter? 
Equity markets have suffered a painful bear market already this year, but this has been 
entirely driven by a sharp fall in valuations, in part a response to much higher inflation 
and bond yields. The outlook for corporate profitability has remained largely resilient, 
despite these recession fears. There have been some downgrades to expectations for 
companies this year, but the profit bonanza enjoyed by the energy sector currently is 
offsetting much of this in aggregate. 

If recession fears prove unfounded, or at least premature, then equity markets have 
fallen to levels where valuations look attractive and below their long-term averages. 
However, if recession does loom over the coming months, then we face another 
difficult period of adjustment as earnings forecasts are cut and valuations that optically 
look cheap prove to be expensive. 

We believe that the case for a recession in 2022 looks premature, certainly in the US, 
although it is more marginal for Europe and the UK. Europe in particular looks highly 
vulnerable if Russia restricts the flow of natural gas, which would likely tip the region 
into recession. The German economy is especially dependent on Russian gas supplies. 

Nevertheless, the arguments for recession look more compelling later in 2023 or even 
2024, as we recognise that central banks have committed to a path of tightening 
interest rates for many months ahead, so the risk of an economic ‘accident’ at some 
point in the next 12 to 18 months is high. 

Markets have been overly pessimistic in the near term in expecting recession soon and 
could be due a bounce. However, avoiding recession this year may prove cold comfort 
as the risks ahead remain elevated and the scope for a material move higher in equity 
markets looks limited until we are confident that inflation is under control, central 
banks are finished tightening and supply disruptions have eased off. We can expect a 
period of range-bound markets ahead until the conditions for a renewed bull market 
are in place. 

Signs inflation is peaking 
There are some signs that inflation is peaking from extreme levels, while market-based 
expectations for future inflation have fallen quite significantly over the past two 
months, reflecting confidence in the determination of the Fed to bring inflation under 
control. 10-year inflation break-evens (a long-term measure of expected average 
inflation) in the US have fallen from 3% to 2.4% since May, while the same measure in 
the UK has fallen from 4.5% to 3.6%. 

Figure 3: Inflation expectations 
Market-based measures of where inflation is headed show a clear shift in expectations of a 
fall back to normal levels over the next two years. 

 

Source: Saranac Partners. 
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If recession fears prove 
unfounded, or at least premature, 
then equity markets have fallen to 
levels where valuations look 
attractive and below their long-
term averages. 
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The inflation picture remains complicated as there are positive signs that supply chain 
disruptions are easing and areas of unusually high inflation such as used car prices have 
fallen sharply. Commodity prices have also fallen some 20% over the past month and 
therefore the impact of high energy and food prices on overall inflation will gradually 
dissipate as the base effects improve. However, other inputs into the inflation mix, 
importantly house prices and rent, are set to rise further as their impact is felt only 
after a significant lag. 

Our expectation remains that we are seeing inflation levels peak now but the path to 
lower inflation will be a slow and gradual one, core inflation is likely to still be above 
4% at year end and be around 3% by the end of 2023. In such an environment it is 
unlikely that central banks will reverse monetary policy soon. 

Valuations have corrected sharply 
Fixed income markets have re-priced aggressively this year, UK 10-year gilts now yield 
over 2%, having begun the year at 1.1% while US 10-year Treasuries yield 3%, up from 
1.6%. The move has been even more dramatic for credit markets as investment grade 
yields in the US have doubled to 4.6% and high-yield markets now offer yields of 8.5%. 

Figure 4: US high yield and investment grade spreads 
Bond yields have risen sharply this year but have stabilised over the past month as inflation 
expectations have eased. We see increasing value in fixed income. 

  

Source: Saranac Partners. 

The yield premium of higher risk credit over government bonds has widened sharply 
since May, reflecting the concerns over a possible recession in the near term and the 
possibility that highly levered companies may face default risk as a result. 

Real yields have been relatively stable over recent weeks as moves in bond yields have 
been driven by changes to inflation expectations. Having started the year below -1.0%, 
the significant change in policy from central banks to a much tighter stance has driven 
real yields back into positive territory and they are now +0.6%, a level we think is 
appropriate given the inflation pressures in place and the need to moderate economic 
activity to bring prices down. 

Equity valuations have corrected sharply and the bear market in equities has, to date, 
been entirely driven by the move lower in valuations. Markets outside the US now look 
demonstrably cheap on an historical basis, while the US valuation is also now below its 
longer-term average. 

There is no doubt that part of this valuation correction relates to a re-setting of 
valuations back to more normal levels after the excesses of the post pandemic market 
in 2021. Areas of speculative valuation such as non-profitable tech have fallen 
precipitously and the speculative froth has now been eliminated; valuations for most 
growth companies are back to pre-pandemic levels. 
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Our expectation remains that we 
are seeing inflation levels peak 
now but the path to lower 
inflation will be a slow and 
gradual one. 



 

 
Investment strategy 
 

 

 

saranacpartners.com 
 

Figure 5: Global equity valuations 
Equity valuations have cheapened significantly across all areas. In particular, non-US 
markets now look to be discounting a very negative outlook. 

 

Source: Saranac Partners. 

Recent recession fears have punished cyclical stocks the most and many of these 
economically sensitive stocks are discounting a bad outcome for the global economy. 
This may be true in the case of Europe, but we think this looks premature in the US. 

Relative valuations between these cyclical stocks and their more defensive counterparts 
have reached record levels, suggesting there is a strong consensus for recession but 
that much of this is already in the price. 

P O RT F O L I O  S T RA T E G Y  

We have been increasing our allocation to high-quality fixed income markets as yields 
close to 5% now look attractive. Expectations for the peak in interest rates have been 
falling, again reflecting the possibility of recession but also the belief that inflation will 
be brought under control over the next 6 to 12 months. 

The key risk here is that inflation remains stubbornly high and the Fed will have to 
raise interest rates much higher than currently forecast if it is to win this inflation 
battle. While this is a possible outcome, we do not think it is the most likely. 

In addition to increasing our investment grade credit exposure, we have also started to 
build a larger position in government bonds, in this case US Treasuries, where yields 
offer a better return than other government securities, even on a hedged basis. Our 
exposure is a combination of both conventional and inflation-linked bonds. 

In both cases we have taken relatively modest duration risk, investing in bonds with 
maturities close to five years. Yield curves are very flat, in some cases even inverted, 
and so we are able to lock in similar or higher yields at the five-year maturity than we 
might find further out the yield curve and so we have maintained a relatively short 
duration exposure in portfolios. 

Conversely, we have reduced our equity exposure in portfolios, taking advantage of the 
recent bounce in markets. We expect economic growth to slow, rather than contract, 
but are mindful of the risks to earnings forecasts in the current environment. 

US earnings, in particular, may be sensitive to the extreme strength of the US dollar 
and the negative impact that has on overseas profits. We are still running meaningful 
exposure to equity markets but our risk appetite remains below average and so we have 
been gradually reducing the allocation across both US and European markets. 
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In addition to increasing our 
investment grade credit exposure, 
we have started to build a larger 
position in government bonds. 
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Proportionately, we have now lowered our equity exposure by about 20% from the 
beginning of the year, but we have also re-positioned the underlying securities to provide 
a more balanced style which includes both defensive and value-orientated companies, as 
well as the core growth franchises in which we have traditionally been invested. 

We have also been looking for ways in which to increase our portfolios’ exposure to 

real assets which provide a natural hedge to higher inflation given their very long 

investment terms, stable free cash flow generation and ability to re-price over time. 

Having identified a suitable fund which gives us broad exposure to real assets such as 

renewable energy, infrastructure and real estate we are now building a position in this 

diversifying asset class.
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Multi-asset strategies 
Performance as of 1 July 2022 

Returns (%) 

Periodic returns of sterling (moderate risk) Performance of sterling (moderate risk) 

 

 

*End June 2022 for Sterling. End May 2022 for RPI (June data not available yet).  

 
Asset allocation (average across all portfolios, %) 

  

 
Changes over the past month (%) Changes over time (%) 

 Sterling Change    

 

Cash and government bonds 13.8 1.5    

Cash and equivalents 9.8 1.5    

Government bonds 4.0 0.0    

Credit 27.0 0.0    

Investment grade bonds 24.3 0.0    

High yield bonds 1.5 0.0    

Emerging market bonds 1.2 0.0    

Equities 38.1 -1.5    

Developed market equities 34.0 -1.4    

Emerging market equities 4.1 -0.1    

Alternatives 21.1 0.0    

Commodities 5.0 0.0    

Alternatives 16.1 0.0    

      

 

Performance figures from inception (28 September 2016) to end May 2017 are based on model portfolios, simulated from a full record of trading decisions and execution levels are readily 
available for review. Performance figures from June 2017 onwards are based on an aggregation of actual client portfolios whose mandate most closely follow the Moderate Risk model. 
Dividends have been included on an accruals basis in both cases. All performance is shown exclusive of fees as charging structures may vary. Your capital is at risk and past performance is 
not a reliable indicator of future performance. 

  

9.5

-3.0

12.2

2.6

7.3

3.0

-8.2 -10.8

-3.8

-15

-10

-5

0

5

10

15

2017 2018 2019 2020 2021 Since
inception

(annualised)*

Rolling 12m* YTD Last month*

Sterling UK RPI

14%

27%

38%

21%
Cash and government
bonds

Credit

Equities

Alternatives (including
commodities)

10%

24%

2%1%
34%

4%

5%

16%
Cash and equivalents

Government bonds

Investment grade bonds

High yield bonds

Emerging market bonds

Developed market equities

Emerging market equities

Commodities

Alternatives

4%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2016 2017 2018 2019 2020 2021

Cash and equivalents Government bonds Investment grade bonds

High yield bonds Emerging markets bonds Developed markets equities

Emerging markets equties Commodities Alternatives

-5

0

5

10

15

20

25

30

35

Sep 16 Mar 17 Sep 17 Mar 18 Sep 18 Mar 19 Sep 19 Mar 20 Sep 20 Mar 21 Sep 21 Mar 22

Portfolio (Model) Portfolio (Actual) UK RPI



 

 
Investment strategy 
 

 

 

saranacpartners.com 
 

Equity strategies 
Performance as of 1 July 2022 
Returns (%) 

Sterling Euros and US dollar 

 

 2017 2018 2019 2020 2021 
Since 

inception* 
Rolling 

12m YTD 
Last 

month 

Euros 10.9 -4.0 36.7 9.1 29.6 11.6 -2.7 -15.5 -5.0 

MSCI World (EUR, 
Total Return Net) 7.5 -4.1 30.0 6.3 31.1 10.6 1.7 -13.5 -6.4 

US dollar 26.2 -8.6 34.2 19.0 20.4 10.2 -17.9 -22.3 -7.3 

MSCI World (USD, 
Total Return Net) 22.4 -8.7 27.7 15.9 21.8 8.9 -14.3 -20.5 -8.7 

*Since inception figures are annualised. 

 
Top 10 holdings (%) Regional exposure Sector exposure 

Holding Weight (%) 

VISA INC-CLASS A SHARES 4.1 

TOTALENERGIES SE 3.9 

UNITEDHEALTH GROUP INC 3.8 

MICROSOFT CORP 3.7 

AMERISOURCEBERGEN CORP 3.5 

ALPHABET INC-CL A 3.4 

PIONEER NATURAL RESOURCES CO 3.3 

M & T BANK CORP 3.2 

DISCOVER FINANCIAL SERVICES 3.2 

ABBVIE INC 3.1 
   

Performance figures from inception (1 January 2017) are based on a model portfolio, simulated from a full record of trading decisions and execution levels are readily available for review. 
Dividends have been included on an accruals basis. All performance is shown exclusive of fees as charging structures may vary. Your capital is at risk and past performance is not a reliable 
indicator of future performance. Actual fe.es paid by the client portfolios excluded. Fees may vary. 

 

Credit strategy 
Performance as of 1 July 2022 
Returns (%) Asset allocation and performance measures 

 

Issuer type Weight (%) Yield to maturity (bps) Modified duration Composite rating 

Core IG allocation 76.2 460  4.1  BBB+ 

Developed markets 64.8 452  4.2  BBB+ 

Emerging markets 7.9 481  3.9  BBB 

Asset backed securities 3.4 576  1.5  A+ 

High yield satellite 23.8 764  3.3  BB 

Developed markets high yield 11.0 739  3.9  BB- 

Emerging markets high yield 3.0 962  3.5  BB- 

Corporate hybrids 4.0 659  2.4  BBB- 

Financial subordinated 5.7 780  2.8  BB+ 

Total portfolio 100.0 533  3.9  BBB 
 

 Credit strategy Benchmark 

 USD 
GBP 

(hedged) 
EUR 

(hedged) USD 
GBP 

(hedged) 
EUR 

(hedged) 

Last month -2.8 -2.8 -2.9 0.2 0.2 0.0 

Rolling 12m -10.1 -10.2 -11.1 1.7 1.6 0.6 

2021 0.2 0.0 -0.7 1.5 1.3 0.7 

2020 6.5 6.0 5.2 1.9 1.4 0.6 

Since inception 4.4 1.9 -1.4 8.3 5.6 2.2 

Since inception 
(annualised) 1.3 0.5 -0.4 2.3 1.6 0.6 
 

Performance figures from inception 31/12/18 are based on an actual client portfolio whose mandate most closely follows the Diversified Credit Strategy. All performance is shown inclusive 
of fees. Since inception, the portfolio has experienced zero defaults. Your capital is at risk and past performance is not a reliable indicator of future performance. 
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16 St James’s Street 

London SW1A 1ER 

+44 (0)20 7509 5700 

 

Saranac Partners Limited is authorised and 
regulated by the Financial Conduct Authority 
Registered in England & Wales  
Company No 09587905 

This document does not constitute specific investment advice to buy or sell any investment or enter 
into any contract for investment services. Specific investment mandates may not permit some of the 
strategies discussed. Information contained in this document may not be distributed, published or 
reproduced in whole or in part or disclosed by relevant persons to any other person. The distribution 
of any document provided at or in connection with this document in jurisdictions other than the 
United Kingdom may be restricted by law and therefore persons into whose possession any such 
documents may come should inform themselves about and observe any such restrictions. Saranac 
Partners Limited is authorised and regulated by the Financial Conduct Authority. Any personal data 
you disclose to Saranac Partners will be treated as confidential and will be processed in accordance 
with our Privacy Notice which can be found at www.saranacpartners.com 

 


