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In this edition of Investor Insights we cover the following: 

New era. New opportunities
Despite challenging times for markets and the economy, 
opportunities still exist.

With the UK’s fiscal policy easing, we look at the outlook  
for the economy.  

Investment implications:  
Challenges and opportunities

Sector focus: Healthcare

We explore the exciting developments in healthcare and  
the innovative technologies borne out of Covid-19. 

Introduction
———
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A L L  C H A N G E  I N  T H E  U K 

The UK has experienced a period 

of significant political turmoil, 

underscored by the death of the 

late Queen Elizabeth II. Since the 

summer, we’ve seen three Prime 

Ministers and three Chancellors, 

along with a number of changes to 

the UK’s fiscal plans. This did not go 

unnoticed by financial markets, with 

some extreme movements in asset 

prices. 

With Rishi Sunak now at the helm 

and markets in a more sanguine 

mood, what is the outlook now for 

the UK economy? There have been 

two significant changes since the 

summer. 

 

F I N A N C I A L  C O N D I T I O N S 

UK financial conditions have 

tightened somewhat since the 

summer. This is in part due to global 

factors, with central banks across 

many developed markets raising 

rates, but also due to UK factors. 

Firstly, the Bank of England has 

been raising interest rates, with the 

Bank rate 1% higher than it was at 

the start of August. Secondly, UK 

bond yields have risen for a variety 

of reasons, including the expectation 

of higher government borrowing. 

Tighter financial conditions feed 

into the economy via borrowing 

rates, with a slowing effect on the 

economy. 

Overall, what does this mean for 

the economy? Certainly the risk 

of a recession is very real, with 

most economists now anticipating 

negative growth in 2023. However, 

the resilience of the labour market 

could provide more support to 

consumption than economists 

expect, with unemployment still at 

record lows.

2022 has proved a challenging year for markets and for the global 
economy so far. Asset markets have faced rising political risk, higher 
inflation, slowing growth and tightening monetary policy. Against this 
backdrop, both equities and bonds have suffered. As 2022 draws to 
a close, Isabel Albarran, Investment Officer for Economics and Asset 
Allocation, looks to the year ahead and the opportunities and challenges 
investors face.
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X I ’ S  T H I R D  T E R M

The Chinese Communist Party held 

its twentieth Party Congress this 

October where President Xi Jinping 

set out the country’s objectives 

for coming years. Crucially, Xi 

was confirmed as leader for an 

unprecedented third term, cementing 

his position.

What direction will Xi’s third term 

take? While Xi confirmed that 

economic development remains 

a top priority, national security 

has risen in importance. This 

includes self-reliance in terms of 

technology, food and energy, and 

securing supply chains. Coupled 

with changes in the Politburo, with 

Xi-loyalists replacing some of the 

old guard of technocrats, this has 

caused some to question whether 

ideology is being prioritised over 

growth. 

One example of this is in health 

policy. China’s strict “zero-covid” 

health code has resulted in 

lockdowns in response to relatively 

few cases, with a heavy toll on 

economic growth. 

Indeed, latest GDP data shows that 

China’s economy grew by 3.9% in 

the twelve months to September, 

well below the 5.5% growth target 

for 2022.

While health policy has adapted, 

morphing into a “dynamic zero-

covid” policy, it continues to have 

a negative impact on China’s 

economic growth. Given the high 

economic cost, many had expected 

that Xi would announce an easing in 

restrictions at the Party Congress, 

but this has not been the case. 

The reason for this could be that 

vaccinations are behind target, 

though the health code undoubtedly 

also offers the government greater 

control over the population. Now, 

an easing is expected in the spring, 

after the “two sessions” political 

meeting.

Overall, the risk of lower growth 

persisting into 2023 has increased, 

with a knock-on effect for the rest of 

the global economy.

F I S C A L  P O L I C Y 

Overall, fiscal policy has eased 

compared to where it was in the 

summer. Most significantly, the 

Energy Price Guarantee will cushion 

households from the brunt of the 

rise in energy prices this winter. 

In August, the Bank of England 

forecast a recession to begin this 

winter, largely because of the 80% 

rise in the Ofgem price cap, which 

was expected to weigh heavily on 

consumption spending. Under the 

Energy Price Guarantee, energy 

prices rose instead by 27%, with 

the Government’s Cost of Living 

payments reducing the impact to c. 

7%. Overall, this means households 

will have more disposable income 

this winter than previously expected. 

I N V E S T O R  I N S I G H T S 

New era.  
New opportunities 
———
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T H E  A G E  O F  I N F L AT I O N ?

In 2022, the main developed market 

central banks are facing a sustained 

period of high inflation for the first 

time since the Global Financial 

Crisis. The question now is if this 

period of high inflation is set to last. 

Looking back to 2021, inflation was 

already showing signs of strength, 

when easing social restrictions and 

the hangover of generous fiscal 

transfers boosted demand, at a 

time when the supply side of the 

economy remained constrained. This 

was particularly obvious in energy 

markets, with output held back 

by a lack of investment, both due 

to the pandemic and government 

policies seeking to shift away 

from hydrocarbon fuels longer-

term. Russia’s invasion of Ukraine 

served to amplify this tightness in 

commodity markets, sending both 

fuel and food prices higher. 

T H E  I M PA C T  O N  E N E R G Y

The outlook for Russia’s war is 

uncertain but scarcity in energy 

markets predates the latest chapter 

of this conflict and is likely to 

continue. While fossil fuel use has 

grown in line with GDP since the 

18th century, many of the world’s 

governments recognise that this 

cannot be sustained and have 

instituted policies to diversify away 

from hydrocarbons.

In its 2022 report, the International 

Energy Association forecasts that 

fossil fuel demand will be falling by 

the middle of this century, with the 

world’s growing energy needs met in 

greater share by renewable, nuclear 

and hydrogen energy.

These price surges have fed 

through into consumer prices and 

encouraged workers to seek higher 

wages, sending labour costs higher 

and broadening out the inflationary 

impact across the economy. 

However, because wages are 

growing more slowly than inflation, 

real incomes are shrinking, impairing 

households’ ability to maintain 

spending. This is likely to weigh on 

growth in coming quarters, cooling 

domestically generated inflation.

In response to higher inflation, 

central bankers across developed 

markets have been tightening 

monetary policy, primarily by raising 

interest rates. Higher interest rates 

are likely, in time, to cool economic 

growth, undermining inflation further.

With interest rates rising and growth 

slowing, inflation is expected to 

cool in coming quarters. However, 

what should we expect in 2024 and 

beyond? The energy transition poses 

a key source of inflation risk in our 

view.

In the long term, this means there 

will be less demand for hydrocarbon 

fuels and producers have responded

to this by adjusting their investment 

plans. However, much of the 

infrastructure needed to deliver 

these alternative energy sources 

has not yet been put in place, 

meaning that, for now, demand for 

hydrocarbons is still strong. With 

supply expected to remain subdued, 

energy prices will encounter upward 

pressure at a lower level of demand 

than before. This creates a risk 

of price surges during periods of 

economic recovery, with those price 

rises feeding into inflation.

Efforts to further the energy 

transition also could play a role. 

While renewable energy technologies 

are essential to diversify away 

from hydrocarbons, putting them 

in place is resource intensive. This 

could exacerbate scarcity of other 

materials, with a price impact.

Lastly, changing geopolitical 

relationships are expected to have 

an impact on the global economy, 

with changes to trade and supply 

chains.
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C H A L L E N G E S 

Higher rates

Higher interest rates undermine the value of bonds 

and other assets, such as equities, because of the role 

bond yields play in their valuation. Because of this, the 

prospect of bond yields rising higher is weighing on 

markets broadly, especially assets with greater sensitivity 

to interest rates, such as long-dated bonds and equities 

with high rates of expected long-term growth. We 

continue to expect rates to rise further, though not 

indefinitely so.

Weaker growth

Growth forecasts indicate that GDP growth, on average, 

will be lower in 2023 than it was in 2022. In addition, 

growth forecasts have been falling as the year has 

progressed. Given that, in aggregate, earnings growth 

is connected to GDP growth, this provides a headwind 

to earnings growth, especially for those businesses that 

are sensitive to changes in GDP, in both a positive and 

negative direction. On the plus side, business earnings 

are related to nominal rather than real GDP growth. This 

means that, in an environment where real growth is low 

but inflation is high, inflation will boost nominal growth 

and therefore earnings.

O P P O R T U N I T I E S

Finding an inflection point

We continue to expect interest rates to rise, and so 

assets may face further valuation pressure. However, 

markets have now priced in significant interest rate 

rises. This decreases the scope for more-than-expected 

tightening, and increases the scope for rates to rise by 

less than the market has anticipated. The US Federal 

Reserve remains a globally important rate setter. The 

degree of further Fed tightening, in our view, hinges on 

how rapidly the US economy and labour market cools.  

A rapid slowdown in the economy would, in time, 

translate into weaker labour demand, and this in turn 

would give the Federal Reserve more confidence that 

core inflation will cool and that rate hikes can end.

 

Attractive valuations

Given that asset values have repriced lower, many assets 

are now trading on more attractive valuations. In the 

bond space, where many bonds have offered very low 

or negative yields for years, investors can now pick up 

reasonable yields. Similarly, within equities, even some 

companies that have attractive long term prospects are 

trading on much less demanding valuation multiples. 

While there could be continued headwinds in the  

near-term, many of these assets may be attractive on a 

longer-term basis.

O U R  V I E W

In recent months, the challenges facing the global 

economy have intensified. With this in mind, overall we 

remain cautious in our outlook for equities, given the 

challenges presented by higher interest rates as well 

as weaker growth and geopolitical risk. This change is 

most pronounced in those areas of the equity market 

most exposed to the global economy, including Europe 

and emerging markets. Within bonds, we also remain 

cautious, given the prospect of monetary policy 

tightening further, but we now see greater value in this 

space, and selective opportunities.

Diversification remains a key pillar of our investment 

approach and alternatives continue to play an important 

role in portfolio construction. Recent volatility has been 

broad reaching and we continue to prioritise securities 

with low cross-asset correlation, and attractive inflation-

hedging characteristics.

As ever, we continue to focus on the long term prospects 

of businesses, favouring quality companies at attractive 

prices. The dramatic price action we have seen in 2022 

presents an opportunity for investors to identify good 

businesses that have been brought down with the 

broader market.

Investment 
implications 
———

I N V E S T O R  I N S I G H T S 
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We all hope that the worst of 
Covid-19 is in the rear view mirror, 
acknowledging the likely increase 
in cases over the coming winter 
months. Over the past few years, 
countries mobilised their efforts 
against the pandemic at a speed 
and scale previously unseen. On 
average it takes nearly ten years to 
develop a new drug or vaccine.  
It is truly remarkable then that 
the first Covid-19 vaccines were 
approved just 11 months after the 
virus structure was understood.  

As investors in healthcare innovation, it was incredible to 

see that despite the lockdowns the research work within 

pharmaceutical companies never stopped. The pharma 

industry’s development pipeline has reached a new high 

of over 20,000 products under active development this 

year; an increase of nearly 25% since pre-Covid-19 

levels. Although some of these products will not reach the 

market, there are exciting up and coming technologies 

that were born out of the pandemic. 

GENETIC VACCINES

One in particular that is here to stay is genetic vaccines. 

The first two Covid-19 vaccines approved in Europe and 

the United States both use a new platform technology 

called mRNA. mRNA (or messenger RNA) is the 

intermediary nucleic acid that ‘delivers’ the information 

from the DNA to protein production, hence ‘messenger’. 

Traditional vaccines work by injecting a biologically 

engineered part of a virus (antigen) or a weakened version 

of a virus, to prompt a patient’s immune response. 

For decades, researchers have been investigating various 

RNA forms as potential therapies or vaccines for a variety 

of diseases, but they have struggled with effective RNA 

delivery into the body’s cells. Molecules were unstable or 

high doses were needed to reach the target cells causing 

side effects. So, while the success of the mRNA vaccines 

seems sudden due to high effectiveness against the 

Covid-19 virus, in fact, it took three decades for scientists 

to get there. 

By the time the Covid-19 appeared, the mRNA 

technology was ready for the ultimate test. 

Pharmaceutical companies moved very fast with 

Moderna developing a working model for an mRNA 

coronavirus vaccine within days of receiving the virus 

sequence. Pfizer/BioNTech followed quickly. Those two 

shots became the first authorized Covid-19 vaccines and 

the first-ever mRNA products to hit the market. 

mRNA is a platform technology, which means that as 

long as you know the code of a mRNA, you should 

be able to produce an mRNA vaccine for any virus. 

At the moment, mRNA vaccines are being tested for 

other infectious agents, such as Ebola, Zika virus, and 

influenza. Furthermore, the mRNA vaccine technology 

is being tested as a treatment for cancer. In addition, 

mRNA technology could also produce proteins missing in 

certain diseases like cystic fibrosis, sickle cell anaemia or 

diabetes. 

Innovation in healthcare
———
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Emerging connected devices and wearables include a 

variety of different approaches: 

• Web-based or mobile apps where patients can upload 

their data to a healthcare team. For example, if a 

patient has diabetes, they may upload food logs and 

blood sugar levels that they test at home 

• Devices that a patient uses on demand at home to 

measure and send data, such as SpO2 sensors that 

measure how well a patient’s lungs function, blood 

pressure monitors and digital stethoscopes. 

Wearable devices that automatically record and send 

vital signs. Examples include devices that monitor 

blood sugar, heart rate, patient’s physical activity 

during daytime or breathing patterns during sleep  

• Home monitoring devices that are always on for older 

people or people with dementia that find changes in 

daily activities such as falls 

• There is also a number of devices and apps that 

support patient’s care by prevention, for example by 

sending notifications to remind them to do exercises 

or take drugs 

The Covid-19 pandemic was a disruptive event across 

the globe. Investment and research into innovative 

healthcare therapies and solutions leaves us hopeful that 

over time some diseases, viruses and other illnesses 

could be eliminated. With the investment of private 

capital, these innovative and groundbreaking scientific 

discoveries could help people on a global scale. 

DIGITAL HEALTH: TELEMEDICINE,  

REMOTE MONITORS AND WEARABLES 
Covid-19 has also acted as a catalyst for many existing 

and new health care trends. Examples include digital 

health technologies, shifting consumer preferences, 

new care delivery models and clinical innovation. Digital 

health is defined as a broad range of tools, including 

mobile health, wearable devices, telemedicine and 

similar approaches that use computing platforms, 

connectivity, software and sensors for remote patient 

monitoring. While these are not entirely new medical 

areas, telemedicine and wearables flourished during the 

Covid-19 pandemic due to the widespread lockdowns.  

 

Telemedicine started several years ago, but gained little 

traction. There is a belief in the medical profession that 

you need to see a patient in order to diagnose a disease. 

However, during Covid-19, lockdowns caused difficulties 

for patients to visit their physicians. At the same time, 

innovation in communication by using more sophisticated 

videoconferencing technologies gave doctors more 

confidence to assess patients online. The result is that 

telemedicine became popular and will be likely to remain 

as an acceptable alternative approach.  

There are limitations to telemedicine which include: risks 

of gaps in care or even overuse of care, physicians still 

cannot do a full physical assessment, costs and access 

to insurance reimbursement. 

Another significant tailwind for telemedicine is the rise of 

various sensor-based and specialty medtech products 

that a patient can use when needed or wear at home with 

the results sent directly to the physician’s office. 
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You can watch our conference, 
‘Economy and markets | New era. 
New opportunities’, hosted by 
broadcaster Tanya Beckett.  

It was a lively session with leading geopolitical expert 

Mujtaba Rahman sharing his views on the current 

political climate and our investment experts outlining the 

opportunities for investors in this new era.

The key takeaway from the session was ‘stay calm, stay 

invested and stay diversified’.  

 

If you would like to discuss or explore any of the topics 

we covered during the event please do get in touch with 

your Adviser or Investment Manager.

New era. New opportunities. 
———
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