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Equities
Rising recession risks are an important headwind to equity markets

▪ Global equity markets have fallen back sharply this year and Q2

continued this trend. However, while the falls in the first quarter

were mainly about the start of monetary policy tightening and the

start of war in Ukraine, the second quarter has been

characterised by rising recession risk amid accelerating rate hikes

by the central banks. We think that the odds of a global recession

at some point over the next 18 months are high, which keeps us

cautious on equities overall.

▪ Rising interest rates have knocked out one of the key supports for

equities, but another key support – namely earnings – have not

yet adjusted for a recessionary scenario in our view. Earnings

revisions have slowed markedly this year but expected earnings

growth for next year is still reflecting supportive conditions for

company profits. We do not think these expectations will hold up

as economic growth slows.

▪ From a valuation standpoint, global equities have clearly become

much less expensive, with forward and trailing price-to-earnings

ratios at levels not seen since before the pandemic. But these

are based on those relatively healthy earnings estimates, so

cheaper valuations are unlikely to be an adequate support in the

coming year.

▪ Uncertainty remains significant and the degree of economic

slowdown will matter, as will the trajectory of inflation and its

impact on monetary policy. Overall, however, we remain cautious

on equities.

Earnings revisions continue to lose momentum as markets plunge

Profits improvement expected next year but these 

expectations are vulnerable

Source: Factset, Aon

Source: Factset, Aon
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Equities
Downgrading value view versus growth equities, upgrading the US view

▪ After more than a decade of sharp underperformance, value

stocks have been on a good run relative to growth stocks in the

last 18 months. We think that this run may be coming to an end

soon and we are now preferring growth to value equities.

▪ The primary reason for our decision to downgrade our view for

value equities versus growth equities is the likelihood of a global

recession in the next 18 months. Value equities tend to have

more cyclical earnings patterns so weaker demand would impact

profits for value companies more than growth companies.

Equally, a recession would also mean that interest rates, which

have been surging this year, may peak and fall back. This would

start reducing the discount rate for the earnings of growth

companies, which have been disproportionately affected as profits

are projected further into the future than for value style equities.

▪ However, uncertainty is substantial and the nature of the value

style rally matters. By far the biggest driver of value

outperformance this year has been a huge rally in energy stocks

as oil prices have responded to the conflict in Ukraine by moving

significantly higher. This may continue for a while yet.

▪ We are reflecting our more defensive overall stance by upgrading

our US equity view. The larger weighting to technology and

growth style companies should mean that the market is more

resilient in an economic downturn.

Rising yields spur value outperformance but interest rates 

are close to a peak now

Sector performance this year has been very skewed towards 

energy stocks

Source: Macrobond

Source: Macrobond, MSCI World selected sector performance as at June 30 2022, reindexed, 
January 2021 = 100
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Return-Seeking Fixed Income
Credit spreads have further to rise 

▪ Very poor returns this year have been much more about rising 

interest rates and the duration sensitivity of many credit 

segments rather than a large expansion in credit spreads.

▪ However, now that yields have moved sharply up and 

recessionary fears are building, we think that longer duration 

credit sectors will be at less of a disadvantage and lower quality 

credit sectors will underperform higher quality sectors as credit 

spreads continue to widen.

▪ Earnings estimates have remained fairly buoyant to date but we 

expect earnings downgrades and a pick-up in default rates to 

keep credit under pressure.

▪ Leveraged loans have significantly outperformed high yield 

bonds this year. However, loans have performed less well in the 

last month or two as there have been profit-taking from retail 

investors and less CLO issuance. We have decided to maintain 

our preference for loans over high yield bonds given current 

spread levels and loans’ floating rate characteristics.

▪ Emerging market debt remains vulnerable to the global 

economic environment but it offers attractive real yields and 

signs of a Chinese economy recovery are supportive.

▪ Asset-backed securities have held up relatively well as we 

would expect, though not in all segments. We expect less credit-

sensitive sectors to outperform.

US leveraged loans have outperformed high yield bonds this year

Credit sectors with longer durations have underperformed 

in H1 due to the sharp rise in yields

Source: ICE BofA, SPGlobal, data as at Jul 11 2022
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US Treasury Bonds
Fairly valued but could remain volatile

▪ The sell-off in Treasuries between December and early June was

the biggest since 1994. However, yields are now rolling over, as

markets shift their focus from inflation and rising policy rates to

recession risks. We think that yields have probably peaked for this

cycle, but that doesn’t preclude continued volatility.

▪ For the moment, labour market activity suggests that the economy

is reasonably strong. Higher prices have hit consumer confidence

though, and other indicators such as purchasing managers

surveys give a mixed picture about conditions. However, we see

activity slowing significantly later this year and in to 2023. The

sensitivity of inflation to a drop in economic activity though will

determine how much the Fed will be able to cut rates if and when

the economy slows.

▪ Forward-starting inflation swaps, which are sometimes used as a

proxy for medium-term inflation expectations, are now pricing in

an environment where the Fed will achieve it’s inflation target.

(Note: the Federal Reserve targets the PCE deflator which tends

to be less than the CPI). Markets seem to be giving central banks

the benefit of the doubt for the moment that they’ll bring down

inflation, but it might still require interest rate hikes into a slowing

and possibly even contracting economy.

▪ Perhaps in acknowledgement of this scenario, the Federal

Reserve has started to front load its policy tightening, raising rates

by 75bps in the June meeting alone and hinting that another hike

of the same magnitude may come in July.

Yields look to have peaked for this cycle

Forward-starting inflation swaps (5Yx5Y) suggest that markets 

believe inflation will be brought under control

Source: Macrobond. Data as at 14 July 2022

Source: Bloomberg as at 30 June 2022
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Alternatives
Commodities look set to remain highly volatile

▪ Commodity prices have risen sharply over the last two years

driven by surging demand after the relaxation of pandemic-related

lockdowns, global inflation reaching multi-decade highs and raw

material prices being pushed up by the ongoing conflict in

Ukraine.

▪ Energy prices have been pushed up due to weak production and

fears over natural gas supplies exported from Russia. We expect

spot energy prices to remain above the levels priced by forward

markets, and we believe that natural gas prices may rise further

owing to the conflict in Ukraine. In the event of a recession, we

expect oil prices to fall but proportionally less than previous

economic slowdowns as the sector remains structurally tight,

inventories are low and the impending transition to greener

technologies will likely cause supply-side disruption to energy

markets.

▪ Industrial metals have faired poorly in the short term, as fears

over an economic slowdown have mounted. The sector could

perform well over the medium term but remain very sensitive to

short-term economic conditions and the success and speed of an

energy transition.

▪ We continue to believe passive strategic commodity exposure

does not offer much value given the strong run-up in prices and

the sensitivity of metals to economic conditions but investment

through active vehicles may provide diversification and benefit

from potential supply and demand shocks within commodity

markets.

The supply-side picture for energy markets remains tight

Copper prices have fallen despite low levels of inventories

Source: Bloomberg. As at 30 June 2022

Source: Bloomberg. As at 30 June 2022
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Currencies
Short-term US dollar tailwinds continue to oppose more medium-term headwinds

▪ Even though the European Central Bank intends to raise rates

by 25bps in July and by more if necessary in September, the

first rate hikes in more than a decade, these moves remain

dwarfed by the 150bps of rate hikes in the US so far this year,

half of which came just in the June meeting. Indeed, the Fed

has remained determined to front-load rate hikes whilst the US

labour market remains strong.

▪ This has caused the US Dollar Index to push ever higher. It

has now rallied by 50% since 2008 and has extended its rally

beyond previous cycle lengths (see top chart). The US dollar is

now close to parity against the euro, a level last reached in

2002. The key 1$ = 1€ level may trigger some profit-taking and

a short-term bounce, but it still remains too risky to oppose

dollar strength as risks remain supportive of the dollar. The big

risks are a global recession, escalation in the Ukraine war and

natural gas shortages in the Eurozone if Russia cuts off supply

to the region.

▪ The UK’s weaker growth/inflation balance than in the US and

political uncertainty after PM Johnson’s resignation keeps

sterling on the backfoot too.

▪ From a medium-term perspective, the structural drivers of the

US dollar, such as its expensive valuation and current account

deficit, remain dollar negative. However, near-term global

economic uncertainty and an aggressive Fed mean that we

remain neutral for now.

The US dollar has risen above its 2020 peak against the euro as 

US yields re-gain their pre-Covid level vs German yields

The unassailable rise of the US dollar since 2008
US Dollar Index

Source: Bloomberg
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Economic highlights

In Q2 2022 capital markets were dominated by geopolitical uncertainty and higher interest rates amidst soaring inflation.

U.S. CPI inflation remained at a 40-year high as it rose by 8.6% in May, whilst inflation hit multi-decade highs across the

G7. Globally, major central banks continued to move forward with normalizing easy monetary policy. The U.S. Federal

Reserve (Fed) increased its benchmark interest rate by 75bps to a range of 1.50-1.75%, the largest rate increase since

1994. Fed chair Jay Powell indicated that a rate hike of 50bps or 75bps is also imminent at the July meeting.

The Bank of England increased its benchmark interest rate for the second time this quarter, with the policy rate sitting at

1.25%, its highest level in 13 years. The ECB has moved closer to beginning monetary policy tightening as well.

We now think that a global recession is probable at some point over the coming year. Meanwhile, we believe that inflation

will peak this year in the developed world but will remain uncomfortably high for a period, gradually trending down towards

3% by the end of next year. The U.S. looks to be a little ahead in this peaking process than other countries at the

moment.

Expectations of monetary tightening have 

accelerated as markets have fallen 

sharply

Source: Macrobond

US yield curve flattening pointing to a 

significant slowdown in the economy
10y -2y US Treasury yields

Headline inflation is still accelerating but 

some peaking in US core rates
Core CPI YoY
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Economic highlights

Emerging Markets
▪ Chinese GDP grew by 4.8% in Q1 but the

main focus over the quarter was ongoing

strict lockdowns as the government

continued to pursue a zero-Covid policy.

Towards the end of Q2, the monthly activity

indicators revealed a rebound as lockdown

restrictions began to be lowered. The

government’s purchasing managers’ index

rose to 50.2, for example, which is the first

time that growth was indicated by the

measure since February.

▪ The supply chain disruptions and high

energy prices caused by Chinese

lockdowns and the conflict in Ukraine are

creating mounting headwinds across the

major emerging market economies, but

activity has not been as severely affected

by rising US interest rates as was seen in

the taper tantrum of 2013.

▪ Nonetheless, many emerging market

currencies have been falling sharply this

year due to those headwinds and a stronger

U.S. dollar. This process will likely continue

this year as the Fed remains aggressive

and the risk of currency crises cannot be

ignored as the global economy moves

towards recession.

USA
▪ US GDP contracted by 1.6% (quarter-over-

quarter annualized) in Q1, following strong

growth in the previous quarter. The major

driver of the contraction was a significant

trade deficit, but inventory accumulation

also lagged due to ongoing supply chain

issues. However, domestic demand

excluding these elements continued to be

strong. Meanwhile, consumer confidence

fell back precipitously over the quarter and

the ISM measures of activity are also

reflecting a slowdown over Q2.

▪ US annual headline inflation rose by 9.1%

in June, which was stronger than expected,

whilst core inflation rose at a 0.7% monthly

rate. Re-accelerating energy prices were an

important factor in this continued inflation

pressure, but there was also a 0.7%

monthly increase in services inflation, which

signifies a broadening out of inflation.

▪ The Federal Reserve accelerated its

monetary policy tightening programme by

raising the Fed Funds Rate by 75bps in the

June meeting – the biggest rate hike in one

meeting since 1994. Furthermore, Fed

members are expecting several further

aggressive rate hikes this year as their

concern over entrenched inflation grows.

Non-US Developed
▪ Eurozone GDP grew by a better than

expected 0.6% on the quarter in Q1, but

French and Scandinavian economic activity

contracted. Meanwhile, inflation hit a record

high in May of 8.1% from 7.4% in the

previous month. Rising prices were seen in

a broad range of categories, implying that

the inflation problem is no longer only being

driven by high energy and food prices. The

ECB, who has been reluctant to begin

tightening monetary policy for much of this

year, has started to alter their view.

President Lagarde signalled that the central

bank might raise rates by 50bps in

September "if the inflation outlook persists

or deteriorates", in addition to a planned

25bps hike in July

▪ Japanese core inflation excluding fresh food

hit 2.1% in April and May, due to energy

prices, but the BoJ continues to be focused

on avoiding deflation and are not yet ready

to tighten policy.

▪ UK GDP grew by 0.8% in Q1, but the

monthly activity indicators have been

hinting at a gathering slowdown as inflation

hit a 40-year high of 9.1% in May. The BoE

raised rates twice in successive meetings

over the quarter and now expects a

recession over the coming year.
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Third party data disclaimer – 1 of 2

IPD

IPD data was used for benchmarking purposes, but the fund performance was not 
calculated by IPD.

IHS Markit (iBoxx)

Neither Markit, its Affiliates nor any third party data provider makes any warranty, 
express or implied, as to the accuracy, completeness or timeliness of the data 
contained herewith nor as to the results to be obtained by recipients of the data. 
Neither Markit, its Affiliates nor any data provider shall in any way be liable to any 
recipient of the data for any inaccuracies, errors or omissions in the Markit data, 
regardless of cause, or for any damages (whether direct or indirect) resulting there 
from.

Opinions, estimates and projections in this report do not reflect the opinions of 
Markit Indices and its Affiliates. Markit has no obligation to update, modify or 
amend this report or to otherwise notify a reader thereof in the event that any 
matter stated herein, or any opinion, projection, forecast or estimate set forth 
herein, changes or subsequently becomes inaccurate.

Without limiting the foregoing, Markit, its Affiliates, or any third party data provider 
shall have no liability whatsoever to you, whether in contract (including under an 
indemnity), in tort (including negligence), under a warranty, under statute or 
otherwise, in respect of any loss or damage suffered by you as a result of or in 
connection with any opinions, recommendations, forecasts, judgments, or any 
other conclusions, or any course of action determined, by you or any third party, 
whether or not based on the content, information or materials contained herein.

Copyright © 2020, Markit Indices Limited.

J.P. Morgan

Information has been obtained from sources believed to be reliable but J.P. 
Morgan does not warrant its completeness or accuracy. The index level data is 
used with permission. The index level data may not be copied, used, or distributed 
without J.P. Morgan's prior written approval. Copyright 2021, JPMorgan Chase & 
Co. All rights reserved.

Bloomberg

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and 
its affiliates (collectively "Bloomberg"). BARCLAYS® is a trademark and service 
mark of Barclays Bank Plc (collectively with its affiliates, "Barclays"), used under 
license. Bloomberg or Bloomberg's licensors, including Barclays, own all 
proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor 
Barclays approves or endorses this material, or guarantees the accuracy or 
completeness of any information herein, or makes any warranty, express or 
implied, as to the results to be obtained therefrom and, to the maximum extent 
allowed by law, neither shall have any liability or responsibility for injury or 
damages arising in connection therewith.

FTSE Russell

Source: London Stock Exchange Group plc and its group undertakings 
(collectively, the “LSE Group”). © LSE Group 2020. FTSE Russell is a trading 
name of certain of the LSE Group companies. “FTSE®” “Russell®”, “FTSE 
Russell®”, “MTS®”, “FTSE4Good®”, “ICB®”, “Mergent®, The Yield Book®,” are 
trade marks of the relevant LSE Group companies and are used by any other 
LSE Group company under license. All rights in the FTSE Russell indexes or data 
vest in the relevant LSE Group company which owns the index or the data. 
Neither LSE Group nor its licensors accept any liability for any errors or omissions 
in the indexes or data and no party may rely on any indexes or data contained in 
this communication. No further distribution of data from the LSE Group is 
permitted without the relevant LSE Group company’s express written consent. 
The LSE Group does not promote, sponsor or endorse the content of this 
communication.

Hedge Fund Research

The Hedge Fund Research indices used are being used under license from 
Hedge Fund Research, Inc., which does not approve of or endorse the contents 
of this report.
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Third party data disclaimer – 2 of 2

Credit Suisse

▪ The CS indices are the exclusive property of and currently sponsored by CS 
as Index Creator which has contracted with the relevant Index Calculation Agent 
to maintain and calculate the CS indices. Neither the Index Creator nor the 
relevant Index Calculation Agent has any obligation to take the needs of any 
person into consideration in composing, determining or calculating the CS 
Indices (or causing the CS Indices to be calculated). In addition, neither the Index 
Creator nor the Index Calculation Agent makes any warranty or representation 
whatsoever, express or implied, as to the results to be obtained from the use of 
the CS Indices and/or the level at which any of the CS Indices stands at any 
particular time on any particular day or otherwise, and neither the Index Creator 
nor the relevant Index Calculation Agent shall be liable, whether in negligence or 
otherwise, to any person for any errors or omissions in the Index or in the 
calculation of the Index or under any obligation to advise any person of any 
errors or omissions therein.

BofA (Ice Data Indices)

▪ Source Ice Data Indices, llc (“Ice Data”), is used with permission. Ice® is a 
registered trademark of ice data or its affiliates and Bofa® is a registered 
trademark of Bank of America corporation licensed by Bank of America 
Corporation and its affiliates (“BOFA") and may not be used without BOFA's prior 
written approval. Ice data, its affiliates and their respective third party suppliers 
disclaim any and all warranties and representations, express and/or implied, 
including any warranties of merchantability or fitness for a particular purpose or 
use, including the indices, index data and any data included in, related to, or 
derived therefrom. Neither v.6 071320 ice data, its affiliates nor their respective 
third party suppliers shall be subject to any damages or liability with respect to 
the adequacy, accuracy, timeliness or completeness of the indices or the index 
data or any component thereof, and the indices and index data and all 
components thereof are provided on an “as is” basis and your use is at your own 
risk. Ice data, its affiliates and their respective third party suppliers do not 
sponsor, endorse, or recommend Aon, or any of its products or services.

MSCI ESG Research

▪ Although Aon's information providers, including without limitation, MSCI ESG 
Research LLC and its affiliates (the "ESG Parties"), obtain information from 
sources they consider reliable, none of the ESG Parties warrants or guarantees 
the originality, accuracy and/or completeness of any data herein. None of the 
ESG Parties makes any express or implied warranties of any kind, and the ESG 
Parties hereby expressly disclaim all warranties of merchantability and fitness for 
a particular purpose, with respect to any data herein. None of the ESG Parties 
shall have any liability for any errors or omissions in connection with any data 
herein. Further, without limiting any of the foregoing, in no event shall any of the 
ESG Parties have any liability for any direct, indirect, special, punitive, 
consequential or any other damages (including lost profits) even if notified of the 
possibility of such damages.

MSCI Equity Indices

▪ The MSCI information may only be used for your internal use, may not be 
reproduced or redisseminated in any form and may not be used as a basis for or 
a component of any financial instruments or products or indices. None of the 
MSCI information is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment 
decision and may not be relied on as such. Historical data and analysis should 
not be taken as an indication or guarantee of any future performance analysis, 
forecast or prediction. The MSCI information is provided on an “as is” basis and 
the user of this information assumes the entire risk of any use made of this 
information. MSCI, each of its affiliates and each other person involved in or 
related to compiling, computing or creating any MSCI information (collectively, 
the “MSCI Parties”) expressly disclaims all warranties (including, without 
limitation, any warranties of originality, accuracy, completeness, timeliness, non-
infringement, merchantability and fitness for a particular purpose) with respect to 
this information. Without limiting any of the foregoing, in no event shall any MSCI 
Party have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages. 
(www.msci.com)
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Legal Disclosures and Disclaimers

Investment advice and consulting services provided by Aon Investments USA Inc. The information contained herein is given as of the 

date hereof and does not purport to give information as of any other date. The delivery at any time shall not, under any 

circumstances, create any implication that there has been a change in the information set forth herein since the date hereof or any 

obligation to update or provide amendments hereto. 

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice. Any accounting, legal, or 

taxation position described in this presentation is a general statement and shall only be used as a guide. It does not constitute 

accounting, legal, and tax advice and is based on Aon Investments’ understanding of current laws and interpretation. 

Aon Investments disclaims any legal liability to any person or organization for loss or damage caused by or resulting from any 

reliance placed on that content. Aon Investments reserves all rights to the content of this document. No part of this document may be 

reproduced, stored, or transmitted by any means without the express written consent of Aon Investments. 

Aon Investments USA Inc. is a federally registered investment advisor with the U.S. Securities and Exchange Commission. Aon 

Investments is also registered with the Commodity Futures Trading Commission as a commodity pool operator and a commodity 

trading advisor and is a member of the National Futures Association. The Aon Investments ADV Form Part 2A disclosure statement 

is available upon written request to:

Aon Investments USA Inc.

200 E. Randolph Street

Suite 700

Chicago, IL 60601

ATTN: Aon Investments Compliance Officer

© Aon plc 2022. All rights reserved.


