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H I G H L I G H T S

All major financial markets except for
the US dollar went into rapid retreat last
month. Global and US fixed-income
markets posted poor returns as central
banks continued to fight fire with fire
with outsized interest rate hikes. 

Meanwhile, global manufacturing
activity continued to deteriorate adding
to the weight of evidence that the global
economy is struggling and running
head-first into a recession. 

Equities across the board sold off
heavily in response to deepening
concerns about the worsening global
economic environment. 
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September lived up to its reputation as an extremely
poor month for global equity markets. The MSCI
World (USD) Index sold off heavily, falling -9.3% with
emerging markets leading the race to the bottom,
plummeting -11.7%. At the other end of the global
scale, the US share market plunged -9.2% as higher
rates, a higher US Dollar and inflation ate into
corporate earnings prospects. The Australian bourse
also capitulated. The market here was down -6.4%,
completely erasing the gains from the brief rally
experienced in July. Bond markets were not spared
either, with short-term yields rising rapidly. Credit
spreads also widened as the outlook for credit
markets worsened. The US Dollar continued its
golden run on the back of its safe-haven status and
its increasingly attractive interest rate differential
compared with foreign countries, luring investors
attracted by the higher returns on offer there. 

Triggering the widespread market sell-off this month,
was more evidence that global economic activity is
deteriorating, and a recession is looming courtesy of
an imperfect storm comprising of high inflation,
tightening monetary policy, Russia’s ongoing war in
Ukraine, and COVID-19 lockdowns, combined with a
property induced slowdown in China and a worrying
energy crisis that is affecting Europe and the UK. 

To date, the elephant in the room continues to be
inflation which remains persistently high even if it is
starting to show signs of softening. US headline
inflation is still hovering around 8.3% year on year.
Headline inflation (largely influenced by skyrocketing
energy prices) is currently 9.1% in Europe, 9.9% in
the UK, and 6.1% in Australia with RBA expectations
that this could rise to 7.75% by year-end. 

Global central banks faced with a universal high
inflation dilemma are responding by tightening
monetary policy rapidly to bring demand into
alignment with recovering supply chains. It is proving
to be a delicate balancing act, however. It is worth
pointing out that including the US Federal Reserve,
nine central banks in advanced economies (including
Australia), accounting for half of global GDP, have
raised rates by 1.25% or more in the past six months.

For the moment at least, many central banks remain
hell-bent on bringing inflation down to a more modest
and affordable level even if the costs include jobs and
it takes a recession to achieve it. The market is clearly
fearful of this scenario playing out as well as the risk
of overzealous central banks raising rates too high for
too long, which could be the difference between a soft
landing or a deep recession. 

m a y  k e y  d e v e l o p m e n t s
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For the United States, annualised growth is projected
to be well below potential, at around 0.5% during the
latter half of 2022 and through 2023. In Europe, many
economies are likely to have at best weak growth in
the second half of 2022 and the first quarter of 2023
before some improvement through the remainder of
2023. Japan, Korea, and Australia have stronger
growth momentum currently than Europe and the
United States, but that is projected to wane over the
coming quarters, in part due to softer external
demand.

The outlook from here is still highly uncertain and
therefore volatile but with the global economic cycle
starting to turn, we maintain a view that inflation is
likely to peak over the coming months as the lagged
effect of higher interest rates on demand takes hold.
Provided inflation moderates as expected over coming
quarters, we are firmly of the opinion that this will
prompt central banks to ease off on their aggressive
rate hiking agenda. This would be warmly welcomed
by markets. 

In the case of Australia, with personal debt levels at
stratospheric levels, the combination of high
mortgage rates and job losses would be especially
hard felt.

So far, the risk of recession appears to be a 2023
problem thanks to a tight job market and ample
savings accumulated over the pandemic period. But
there is growing evidence that recessionary risks are
mounting, and savings are starting to be exhausted.
The US Purchasing Managers Index (PMI) for
example, which measures the prevailing direction of
economic trends in manufacturing, remained in
contraction territory for the third consecutive month in
September. Worryingly, PMIs in other developed and
emerging economies are also showing signs of
weakness.

These warning signs did not escape the attention of
the Organisation for Economic Cooperation and
Development (OECD) which released its latest
interim forecasts during the month. It reported that
GDP growth is projected to slow in both 2022 and
2023 in most G20 economies.
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Source: Quilla and Refinitv
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