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THE BIG PICTURE – OCTOBER 2023  
 

 
 

“Optimism is the faith that leads to achievement. 

Nothing can be done without hope and confidence.” – 

Helen Keller. 
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Big picture summary 
 

At a glance  
 

• Many economies have already been in a technical recession and there 
is a general acceptance that recessions will happen.  

• Recessions can be bad for economies but good for markets. 

• The general collapse in sentiment makes us feel we are close to or at 
the point of capitulation, and therefore, the recovery in markets could 
be closer than we think.  

• The next decade and beyond could be interesting for emerging 
markets and Asia, as beneficiaries of de-risking from China and the 
move to green technologies.  

• We still believe that the UK, China, Asia, Japan, Emerging Markets and 
Europe could all outperform the US over the next decade. 

 

 
Five-year market returns – UK, US and Europe  
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Five-year market returns – India, Asia, Emerging Markets, China and Japan 
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US, Europe and UK  
 

At a glance  
 

• Most economies have entered a technical recession. Markets recover 
before economies. 

• There is a sense of fear and capitulation.  

• We feel the next 12 months could be positive for investors. 

• Over the long term (10 to 15 years), Europe and the UK could 
outperform the US. 

• There are political challenges ahead, especially in the US and UK.  

• Don’t get sucked into the AI hype.  
 

 
US 
 
There are debates on whether the US will avoid a recession. We would argue that the US has 
already had a technical recession based on the Purchasing Managers Index (PMI).  
 

 
 
Source: Trading Economics 
 
This shows two continuous contractions, and except for October 2022, this has been below 
50, which is a further sign of contraction.  
 
All the signals are pointing to a recession.  
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Source: Templeton Anatomy of a recession  
 
We have always said that markets recover before economies.  
 

 
Source: Templeton Anatomy of a recession  
 
The US has challenges; the concern is when they stop, rate hikes. They don’t want to move 
too quickly, forcing inflation to spike.  
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Other challenges to the US economy include:   
 

• National debt is 123% of GDP, up from 63% fifteen years ago. 

• US national debt has increased 8.5% per annum vs. economic growth at 4.0% p.a.  

• US households are finding it harder to get credit; at 60% of households, this is the 
highest level since 2013.  

• Uncertainty over rates impacts smaller companies, trading at the most significant 
discount to large-cap since 2001. 

• US households saved some $1.1 trillion less than previously thought over the past six 
years.  

• 50 largest stocks in the S&P 500 are up +24% year to date. Equally weighted the S&P 
500 is up 1% year to date. 

• Healthcare insurance premiums have jumped from $6,000 in 2000 to $21,000 in 
2022. 

• Fixed rate mortgages are at their highest level since December 200 and housing 
affordability is at record lows. 

 
Next year the US faces an election, and it seems nothing will stop Trump. The latest poll 
shows a slight uptick in favourability.  
 

 
Source: fivethirtyeight.com  
 
This is the same chart for Joe Biden.  
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Source: fivethirtyeight.com 
 
The collapse in the fear and greed index is critical:  
 

 
Source: CNN Fear and Greed Index 
 
This looks across different factors to gauge sentiment. There has been a significant shift from 
greed to fear.  
 
We therefore feel we are close to a turning point, and although the US is unlikely to perform 
as strongly as other markets, there are positives over the long term: 
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1. Corporates are performing relatively well. The pandemic built resilience in many 
businesses and therefore CEOs have found ways to navigate inflation, adopt new 
technology and allocate capital to deliver long-term growth. The CEO Confidence 
Index reached its highest level in more than 12 months.  

2. Companies are placing a higher premium on a stable and well-trained workforce and 
preferring quality to quantity.  

3. Technology has reduced costs. Walmart and Target have introduced inventory 
systems based on demand in real-time. 

4. Consumer spending and wage growth have remained relatively strong. 
5. M&A activity has focused on enhancing innovation within companies—for example, 

retail companies acquiring distribution and advanced same-day delivery technology.  
6. $3 trillion in federal funding for productivity investment has yet to be spent.  We are 

also seeing the private and public sector working together. For example, Intel 
investing $100 billion in a new semiconductor manufacturing hub.  

 
We will end with this chart. Don’t bet on AI. The significant gains we have seen with certain 
companies may drop back. AI has been used for many years so the technology is not new. 
How we adapt to it and who the long-term winners are remain uncertain.  
 

 
Source: Templeton Anatomy of a Recession  
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Europe 
 
Parts of Europe have already dipped into a recession.  
 

 
Source: JP Morgan Guide to Markets  
 
The system has three stresses: interest rates, a slowdown in growth and pressure on the real 
estate market.  
 
Interest rates climbed to 4.5%. The expectation is that we are now on a plateau and the 
challenge will be when to start reducing rates.  
 

 
Source: Trading Economics  
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Trading Economics forecast these to decrease to 3.75% in 2024 and 2.75% in 2025. Central 
bankers don’t want to move too soon due to falling inflation and slowing growth. Swiss Re 
has a more pessimistic outlook, with higher rates for longer.  
 

 
Source: SwissRe  
 
 
We are already seeing a contraction within PMI data which is expected to worsen. Service 
sector PMI data is expected to decrease sharply as wage growth increases costs and the 
summer tourism boost ends. Many of the economies will also be impacted by a slowdown in 
China.  
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Source: SwissRe  
 
Interest rates are impacting the real estate sector. Germany has seen a 35% decline in 
building permits for new buildings, and in Sweden, house prices are down over 12% year on 
year.  
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Source: SwissRe  
 
There are some debates on decoupling from China. This is unlikely and may create tension 
between the US and Europe as they follow separate paths. VW has invested e4 billion in 
China to allow for greater decision-making powers, and this is a sign of de-risking rather than 
decoupling, which is less antagonistic.  
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Source: FT  
 
We see the EU looking at ways to lock down improvements in its working relationship with 
the US in case Donald Trump wins the next election.  
 
Trump’s relationship with Europe was challenging, with battles over steel and aluminium 
imports, security guarantees and direct attacks on countries such as Germany. Some of these 
relationships have been repaired, but the EU must protect themselves.  
 

 
Source: Bloomberg 
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We believe the EU will do well in the long term. The EU can be at the forefront regarding 
companies and technology in the drive for a cleaner world. The chart below shows the shift 
from oil and gas to clean technologies and the EU's part in the change.  
 

 
 
Source: Virtual Capitalist Six Megatrends  
 
The European Green Deal came into place four years ago. Clean steel factories in the EU 
have grown from zero to 38 in the last five years. We also see more investment in clean 
hydrogen than the US and China combined. They have also put in place the European Wind 
Power Package.  
 
Europe has increased alternative supplies in terms of gas, which has seen gas prices 
decrease.  
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Unlike the US, Europe remains cheap compared to long-term averages.  
 

 
Source: JP Morgan Guide to Markets  
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Source: JP Morgan Guide to Markets  
 
There are challenges in the short term, but in the longer term we believe there are 
significant investment opportunities in Europe.  
 

UK  
 
It is 12 months since Liz Truss came into power (the shortest-serving Prime Minister), which 
has profoundly impacted our lives.  
 
Based on the initial proposals, the treasury would have had to borrow £110 billion to fund 
the costs of the proposed changes. When Liz Truss and Kwasi Kwarteng announced all the 
proposals, they had not requested updated figures.   
 
Mark Carney stated we had become “Argentina on the Channel” rather than “Singapore on 
Thames”. We have higher rates and falling house prices, and more importantly our credibility 
with the broader world was damaged overnight. Pension funds were forced to sell assets 
displaying a fundamental weakness in the financial system, which could have brought down 
the markets even further without intervention. 
 
Credibility is crucial for the UK. Pushing back, the banning of petrol and diesel cars is an 
issue. Companies and investors need certainty. Any cutback in HS2 can be seen as a 
reduction in green investment. The old lines can effectively be used for freight, taking lorries 
off the road and opening other parts of the country. And announcing a new oil field when 
we claim to be a leader in the drive to a greener world doesn’t help!  
 
Regarding infrastructure, major investors now require costly currency hedges before 
investing.  
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The battle lines are being drawn with the election due in 2024 or 2025. Some expect this as 
early as May 2024, with the Conservatives already setting their plans.  

 
Source: Politico  
 
It seems highly likely Labour will win, but don’t bet your house on it! Although the bi-
election in Scotland will be seen as positive. Interestingly, a recent poll thought the 
Conservatives were more likely to raise taxes than Labour! The chart below shows growth by 
administration since 1955.  
 

 
 
Source: The Conversation 
 
A Labour government doesn’t mean weak growth.  
 
The UK's challenges are credibility, trade, interest rates, growth, and inflation. A period of 
stability should create a better environment.  
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Although energy, financials and commodities have performed well, the UK market remains 
cheap and for investors this offers potential opportunities especially with quality where 
companies have low levels of debt and strong balance sheets. 
 

 
 
Source: JP Morgan Guide to Markets 
 
Ultimately, the UK is not in a bad place. It just needs a reset.  
 
A recent report by the IMF stated that the UK needs ambitious reforms. By 2022 real 
investment was still slightly lower than in 2016 – in contrast to the 14% increase among 
other G7 economies. Productivity growth is sluggish, reflecting a slower pace of innovation. 
Below they set out what they see is needed in the UK:  
 

 
Source: IMF 
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Summary 
 
It all feels relatively gloomy but we think we are at the point of capitulation. Many 
economies have already entered a technical recession.   
 
From an economic perspective, this is never a great place to be in. From a market view, this 
is when we start to see that recovery. We feel that over the next 12 months we could begin 
to move up the curve, delivering positive returns for investors.  
 

 
 
Source: Invesco  
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Emerging Markets and Asia 
 

At a glance 
 

1. De-risking and China Plus One provide opportunities across 
emerging markets and Asia.  

2. Clean technology and a shift away from oil and gas benefit several 
economies.  

3. Emerging economies are likely to dominate over the next several 
decades.  

4. We should not write off China. It came out of COVID later than 
other economies; it has issues, but it will recover.  

5. Markets are cheap, the opportunities plentiful.  
 
 

 

The case for emerging markets  
 
We will spend much of this update on China, but we want to flag why emerging markets are 
essential. Population growth is a factor. 
 

 
Source: Visual Capitalist Six Megatrends  
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Source: Visual Capitalist Six Megatrends  
 
Emerging markets are growing and have younger populations. The global economic power is 
shifting to emerging countries.  
 

 
Source: Visual Capitalist Six Megatrends  
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De-risking or a China Plus One policy benefits the wider region.  
 

 
 
Source: FT 
 
Countries such as India, Mexico, Vietnam, and the Philippines have benefited from the shift 
to de-risk. India is cutting red tape to make it more attractive to overseas companies. Mexico 
is benefiting from its proximity to the US. What is complicated is that more technical 
industries remain in China, but sectors such as textiles and toy makers are moving out.  
 
The shift to clean technologies benefits countries such as Chile, Peru, China, Korea, Japan, 
and the Democratic Republic of the Congo. 
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Source: Visual Capitalist Six Megatrends  
 
The chart below shows the share of global markets. As these economies play a more 
significant role in the world, a slight reduction in the size of the largest markets will benefit 
them. 
 

 
Source: Visual Capitalist  
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Emerging markets have been a lost decade for investors, and the charts below outline why 
now is a time to consider the opportunities.  
 

 
Source: JP Morgan Guide to Markets  
 

 
Source: JP Morgan Guide to Markets 
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China 
 
There has been a great deal of negativity surrounding China. There are also thoughts that it 
is following the path of Japan in the 90’s and 00’s. All of this might be true.  
 

 
Source: JP Morgan Guide to Markets 
 
We often read about this complex plan to take over the world. I would counter that 
argument. The leadership, I would argue, have a straightforward strategy around “common 
prosperity”. Bring people up, keep them happy and keep power.  
 
GDP per head is 28% of the US; by 2050, if it follows the same trajectory as Korea, this could 
be 70%. This is significant.  
 
China is often cited as having a grand scheme to secure world leadership. However, it may 
not be as complicated as that. It is more about protection and response. As the US expanded 
its influence in Africa, we have seen initiatives such as the Belt and the Road Initiative (BRI) 
provide aid and finance to African and South American countries to create new 
infrastructure. 
 
Strangely China tends to stay away from the internal politics of its partners and is willing to 
work with democracies and dictatorships. I love this quote: “…a well-told lie is worth a 
thousand facts”.  
 
To illustrate this, China is not the only country investing in Africa. This is data between 2014 
– 2018.  
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Source: OECD  
 
Understanding the truth is hard, and therefore we turn to the facts. We know that China is 
investing in securing the best technology so is less reliant on other countries. We might not 
understand their approach but interestingly, the 200th company floated on China’s markets 
this year in September. These companies have raised $40 billion, double that of Wall Street 
and half the global total.  
 
Much of the emphasis is on technology and self-sufficiency and moving away from the 
reliance on property and infrastructure. This is where they want to put the money. They 
have also introduced lock-in periods for new issues to guard against investors profiting. It’s 
an interesting concept. The chart below emphasises the growth in innovation.  
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Source: FT  
 
China is also dominant in the move to green technologies. It is the most significant rare 
earth production country.  
 

 
 
Source: FT 
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It dominates the value chain.  
 

 
 
Source: FT  
 
And then we come back to this:  

 
Source: Visual Capitalist Six Megatrends  
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China will benefit from the transition to clean technologies. In Solar Power, China dominates 
the market.  
 
In summary, you have a country focused on improving things for its people. A country that 
will defend itself and one that is dominant in one of the most significant changes we will see 
over the coming decades.  
 
Even if China grows at 4% p.a., this is double that of the US. Many still believe that China is 
about low-production items. This is no longer the case; China has become a technology 
powerhouse in a matter of years, whereas the West took decades to get to this place.  
 
Considering market valuations:  
 

 
 
Source: Invesco  
 
It is not unreasonable to see the returns indicated below:  
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Source: JP Morgan Guide to Markets  
 

Summary 
 
Emerging markets and Asia have been difficult for investors. Looking forward, there are 
significant opportunities. This is not just about demographics. De-risking from China benefits 
other economies. China is not the only country investing in regions such as Africa, but any 
investment into these regions is beneficial. Ultimately, the shift to greener technologies 
benefits many countries within these regions.  
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General disclaimer: The data has been sourced from external sources (the charts, for 
example, are from FE), and although we have looked to ensure this is as accurate as possible, 
we are not responsible for the data they supply.  
 
The view on markets is written in a personal capacity and reflects the author's opinion; 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 conduct their 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 and rise. 
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