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“History provides a crucial insight regarding market crisis: they are 
inevitable, painful and ultimately surmountable.” – Shelby MC Davies 

 

 

January started with a bang! It felt like everyone wanted to forget about 2022. Markets rose 
strongly and there was a sense of euphoria. 2023 was going to be good! 
 
It is periods such as this that make us nervous. That caution was well founded as markets 
dropped back in February and March.  
 
We have an investment risk matrix and within that we have interest rates, inflation and 
recession as high risk. The impact of higher rates is starting to be felt as companies find it 
harder to get capital, and so we see the likes of Virgin Orbit filing for bankruptcy. Then we 
have the fallout from the collapse of SVB on other areas of the market.  
 
Excluding something we can’t see, the key for us is a recession. If we look through history, 
markets tend to recover once we enter a recession.  
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History is really the one area we can look to as a guide to the future. Counter trend rallies are 
common.  
 

 
 
This is where we see markets rise and then quickly drop back, and it seems that this is 
something we need to accept over the coming months.  
 
However, this is not all gloom.  
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We follow ClearBridge Investments who produce a US Recession Indicator, and this is showing 
that the US is moving towards recessionary territory. This means we could be close to the low 
point of the markets.  
 

 
 
The other data point we follow is from BlackRock, who produce expected annual returns 
across different asset classes. The table below is the latest data.  
 

 5-year 10-year Expected volatility 

Private Equity 10.70% 10.70% 24.90% 

Europe Large Cap 10.00% 9.50% 15.90% 

Emerging Markets 
Large Cap 

10.30% 10.10% 19.20% 

Global ex UK 8.60% 8.20% 15.90% 

UK Large 7.30% 7.20% 14.70% 

Global Infrastructure 10.80% 10.20% 16.80% 

Japan Large Cap 8.00% 7.00% 16.60% 

China A  8.80% 8.00% 30.20% 

US Large  7.00% 7.00% 16.50% 

Global Aggregate 
Bonds 

4.60% 4.30% 3.80% 

Global Core Real 
Estate 

4.10% 4.50% 10.90% 

 
The chart below has been produced by JP Morgan. 
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We cannot second guess what is going to happen next. What we can do is look to the past 
and look to data. We should from this be able to take comfort. The US is close to recession, 
and others will follow. It is at that point that we should reach the bottom of the markets, and 
then start to recover.  
 
The long-term outlook from two separate sources is positive. The temptation is capitulate and 
the chart below is a good way to finish this summary. However hard, time and time again, 
data shows that staying invested and not trying to time the market is the best place to be. 

 
 

George Ladds 
George Ladds, Director, April 2023 
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Responsible Investing 
 

This is a 
fascinating chart. 
It shows the 
seven planetary 
boundaries to 
enable the world 
to operate. We 
can see from this 
that two of these 
areas have been 
breached.  
 
Ultimately, we 
can choose to 
ignore what is 
happening, but 
the end result is 
that the world 
will at some 
point be unable 
to function.  

 
From an investment standpoint, we know that there are many companies that are directly 
investing in developing solutions to combat some of these challenges, and therefore we 
must adapt our investment style to benefit from this.  
 
But responsible investing is not just about the planet. There is a lot of talk about ESG. ESG 
covers issues of environmental, social and governance. This is purely a quality screen. A fund 
which has these screens can still invest in fossil fuels.  
 
The crucial element to this is ensuring that companies are doing the right things. Ultimately 
if a company treats its employees badly, or underpays it suppliers, this is negative and will 
damage shareholder returns.  
 
There will be lots of terminology bounded about over the coming years but there are two 
crucial takeaways when investing. If we want to invest to protect the world, then some form 
of impactful exclusionary investment is likely to be the solution. If we want to make sure we 
get the best returns, then we need to understand the quality screens that fund managers 
apply. This can apply across exclusionary and non-exclusionary strategies.  
 
A quality screening is not just about a tick box exercise but it also about understanding how 
committed a business is, and this can be through their engagement with the companies they 
invest in. In summary, responsible investing is not a negative driver of returns. Whichever 
route we select there should be considerable value to this going forward.  
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US, EUROPE & UK 
 

Five year returns 1 April 2018 – 31 March 2023 
 

 
Special note to graph: You should note that past performance is not a reliable indicator of 
future returns, and the value of your investments can fall as well as rise. The total return 
reflects performance without sales charges or the effects of taxation but is adjusted to reflect 
all on-going fund expenses and assumes reinvestment of dividends and capital gains. If 
adjusted for sales charges and the effects of taxation, the performance quoted would be 
reduced. 
 

Let’s start with the US. Trump has stated his 
intentions to run in the 2024 elections. As he 
is the first US President to go on trial you 
would think this would scupper his 
ambitions, but it seems not.  
 
This is for him a chance to revitalise his 
campaign. We always knew this would be an 
interesting campaign but clearly there are 
more twists and turns to come.  
 

If we look at the chart below, we can see that Trump’s popularity had been slipping. But he 
now has a platform and clearly he is going to take it! 
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Joe Biden is running on 42.8% so although Trump has been dropping back, there isn’t much 
difference between the two.  

 
The main thing to watch 
over the coming months is 
the US and a recession. It 
seems that the Fed moved 
too slowly and then too 
quickly in raising interest 
rates and that has placed a 
strain on the market. This 
was reflected in the 
collapse of SVB. Bank 
failures in the US are not 
uncommon.  
 
The recessionary 
indicators show that most 
variables are now in 

recessionary territory. 
 
The area to watch is employment. Historically an increase of 0.5% or more in the 
unemployment rate vs the lows over the prior year has signalled a recession. The Fed is 
expecting this to be 0.9% next year.  
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Unlike the UK, US consumers are less sensitive to interest rates as they tend to have 30-year 
fixed rate mortgages. However, mortgages cannot be transported between properties, 
meaning that people are not moving, which is slowing the housing market.  
 
As we wait for the recession the next thing to watch for is the recovery dashboard. This is 
almost all red, so we are not seeing any economic expansion at this stage.  
 

 
For the US, the Presidential Campaign will be at the centre for many months to come. From 
an economic point of view we need to carefully watch the signals, but it is moving into 
recessionary territory. The other area to watch is that the US could default on its debt unless 
Congress raises the $31.4 trillion debt ceiling. This is not a done deal and we should expect 
some uncertainty, especially over the summer whilst politicians push for a solution.  
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The UK faces many challenges, in part caused by leaving the European union and in part by 
COVID. The UK tax intake in clearly too low for the services and expectations, and how this is 
addressed will be one for debate. The tax to GDP ratio was 32% in 2010, and this was higher 
than the OECD average at that time. In 2020 it was 32.1% but lower than the OECD average.  
 
In 2021 this increased to 33.5%. In Germany the rate is 39.5%, France 45.1% and Italy 43.3%. 
It is however higher than the US which is 26.6%. But it is important to remember the 
differences with the US, who are more self-sufficient compared to the UK. 
 

Rising inflation leads to demands 
for higher wages as people 
struggle with the ever increasing 
costs.   
 
The average salary in the UK has 
increased from £17,500 in 1999, 
to £33,000 in 2022. According to 
the Healthy Journal, 25% of the 
UK population earn over 
£50,000. In 2010 this was 15%.  
 
The UK household is more 

sensitive to rising rates. Although fixed rate mortgages have increased these tend to be at 5-
years maximum. The chart shows the mix. This doesn’t reflect longer mortgages but these are 
a smaller percentage.  
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Inflation is likely to remain elevated in the 
UK and we saw an increase in February. 
Expectations are that inflation will be around 
9% by the end of the year and then will come 
down in 2024, but the level at which it finally 
settles is debated.  
 
Interest rates are likely to be at higher levels 
than we have seen for the last decade but 
probably at a more normalised level. This is 
having an impact on house prices. Housing 
prices have come down slightly and 
properties are taking longer to sell. 
 
However, the rental market remains strong, 
and there is a demand / supply imbalance 
which should avoid the property crash we 

saw in the nineties.  
 
In terms of markets, the UK remains unloved and cheap. The UK is not just about the FTSE100. 
There are great companies but no-one is buying. The chart below is the FTSE All-Share 
Forward P/E ratio which shows this below the average.  
 

 
We have lowered our allocation to the UK as we find there are better opportunities globally. 
However we still have some exposure because it is cheap, and at some point there will be a 
turnaround. The UK recession is more complicated because there is a shortage of workers, 
and this may mean that unemployment is not as bad as we have seen in other recessions.  
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Europe is moving more into recessionary territory. However, the signs for Europe are perhaps 
more positive than the US over the long-term. The last decade was all about the US. However, 
the “green transition” really plays to Europe’s strengths. The e750 billion European Recovery 
Fund is a game changer.  
 
European companies are actively penalised where their activities do significant harm and 
there is nothing like a financial incentive to make change happen. Europe has leading wind 
turbine manufacturers and semiconductor companies involved with Auto electrification. 
Names such as Vestas, Nordex, Siemens Gamesa, Enel, EDP, Acciona, Infineon and STMicro 
could all be the big names over the next ten years, and means that Europe outperforms the 
US.  
 
The important aspect of the European Recovery Fund is that it is spread over a number of 
years, meaning that this is not a one-off payment but gradual and phased, resulting in a more 
sustainable recovery.  
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Europe has challenges including politics and energy transition as well as inflation and higher 
rates. As it stands unemployment is still coming down.  
 

 
Inflation is expected to drop below 7% this year, still ahead of the 2% target but better than 
the UK. Interest rates will likely remain lower than the UK and US.  
 
The challenge is oil and gas. 49% of Germany’s gas supply came from Russia, Italy is 46% and 
France 24%. Getting supplies from other parts of the world is not easy and therefore this could 
continue to create uncertainty in the short term.  
 
In summary, the key focus in the short-term is recessionary. The sooner this comes, the 
sooner we can start to see a recovery in markets. Longer term we favour Europe over the US 
simply because where the US dominated tech over the last ten years, Europe is likely to 
dominate the green transition. Europe is committed to this path whereas the US and UK are 
less so. The US is likely to have a volatile period running up to the election in 2024, and the 
result is far from certain.  
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EMERGING, ASIA AND FRONTIER MARKETS 
 

Five year returns 1 April 2018 – 31 March 2023 
 

 
 
 

Special note to graph: You should note that past performance is not a reliable indicator of 
future returns and the value of your investments can fall as well as rise. The total return 
reflects performance without sales charges or the effects of taxation but is adjusted to reflect 
all on-going fund expenses and assumes reinvestment of dividends and capital gains. If 
adjusted for sales charges and the effects of taxation, the performance quoted would be 
reduced. 

The world is a complex place. As the US battle with its debt ceiling, it is worth reflecting on 
who owns its debt:  
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The US can be anti-China, but they must take care. China is the second largest holder of US 
debt and although this has reduced this is an important consideration. China opening is 
good for emerging markets, but the journey back will not be smooth. China is very clear on 
what it wants to achieve, and we believe that as a long term investment story it shouldn’t 
be ignored. However, emerging markets is not just about China.  

As we have indicated 
Europe is likely to be a 
leader over the next 
decade as we transition 
to “green energy”. 
However, to get to this 
point commodities 
from Latin America, 
Asia, Middle East and 
Africa will be needed. 
This could produce 
another commodity led 
emerging market boom 
as was seen between 
2002 and 2007.  

But this is not just 
about commodities. Many of the emerging market economies will need to transition to a 
greener economy. The chart below shows that cost across the different emerging market 
regions.  
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If we consider valuations and 
global earnings growth then 
emerging markets exceeds the 
US, Europe and UK.  

It is not just about growth; 
urbanisation remains relatively 
low compared to developed 
economies and that transition to 
more city based and higher 
incomes all benefit emerging 
markets.  

Higher oil prices do impact some 
economies but benefits others. 
Many emerging market 
economies are well managed 
with lower levels of debt 
compared to their Western 
counterparties. They also tend to 
be more inventive and more 

willing to accept change.  
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Inflation can be an issue. Venezuela has inflation of 538%. But countries such as Philippines, 
Mexico, South Africa, India, Brazil, Indonesia and Thailand all have inflation below that of 
the UK.  

In terms of interest rates countries such as Kuwait, Singapore, China, South Korea, Morocco, 
Malaysia and Thailand all have rates below that of the UK.  

In terms of debt, the US had debt of around 115% of GDP in 2021. Countries such as South 
Africa, Morocco, India, Thailand, Mexico, Chile and Kuwait have debt well below that of the 
US and below 100% of GDP. 

In summary, compared to Western 
Economies many emerging markets have 
lower levels of debt and in some cases 
lower rates of inflation and interest rates. 
Some of these economies will benefit 
from a commodity boom as we transition 
to a greener world, and the economies 
themselves will also become part of that 
transition. Emerging markets have had a 
difficult decade but like Europe, there are 
signs that this decade could be the 
decade for emerging markets to shine 
again.  

We thought it would be worth ending 
with this chart which shows where clean 
energy technologies are manufactured.  
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CASH 
 

Five year returns 1 April 2018 – 31 April 2023 
 

 
 

 
Special note to graph: You should note that past performance is not a reliable indicator of 
future returns and the value of your investments can fall as well as rise. The total return 
reflects performance without sales charges or the effects of taxation but is adjusted to reflect 
all on-going fund expenses and assumes reinvestment of dividends and capital gains. If 
adjusted for sales charges and the effects of taxation, the performance quoted would be 
reduced. 
 
Cash is attractive because it doesn’t go down, and interest rates rising mean that it is now 
generating an income. However, interest rates are not at the levels they were and to beat 
inflation the interest paid needs to be considerably higher.  
 
Holding cash is not bad and getting some interest on this is definitely worth it. But as a long 
term investment it remains questionable.  
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If we consider the longer term returns, cash has struggled.  
 

 
 
It is worth adding that debt (fixed income investments) has come back into play. The chart 
below shows where yields sat at the start of 2022 and where they are now. For the first time 
in a long time this asset class offers strong diversification vs equities.  
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CONCLUSION 
 

We have used more charts in this update to provide an indication of what might happen. 
The takeaways we would say are: 
 

• It is very hard to say how the markets will look at the end of 2023. 

• We should take comfort from that fact that there are recessionary signs in the US 
and Europe. 

• A recession is not bad for markets; the bottom of the market tends to be during a 
recession. 

• Longer term we would point to Europe, with a more sustained focus on a greener 
economy.  

• We would also point to emerging markets which is likely to benefit from the energy 
transition. 

• US still has a part to play but expect uncertainty and volatility around the debt ceiling 
and the build up to the election.  

 
The chart below shows the returns after 25% drawdowns on the S&P 500:  
 

 
And this shows the range of global returns.  
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In summary, the worst is often when we are in the midst of it, and we certainly seem to be 
at that point! We can at this times only turn to data, and that really is where we can seek 
comfort.  
 
 
General disclaimer: The data has been sourced from external sources (the charts for example 
are from FE Analytics, JPMorgan and ClearBridge) and although we have looked to ensure 
this is as accurate as possible, we are not responsible for data they supply.  
 
The view on markets is written in a personal capacity and reflects the view of the author, it 
does not necessarily reflect the views of LWM Consultants. Individuals wishing to buy any 
product or service because of this update must seek advice or carry out their own research 
before making any decision. The author will not be held liable for decisions made because of 
this paper (particularly where no advice has been sought).  
 
Please also note past performance is no guide to future performance and investments can 
fall as well as rise. 
 
 
 
 
 
 
 
 
 

LWM Consultants Ltd is authorised and regulated by the Financial Conduct Authority. FCA 
Number 728107. Registered in England & Wales under Company Number 07408315. 

Registered Office: The Garden Suite, 23 Westfield Park, Redland, Bristol, BS6 6LT 


