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e In August, the Bank of England (BoE) provided a gloomy outlook for the UK economy.
Forecast for peak inflation hit 13%, although the recent energy support package should help to
avoid these levels

e A weak UK economy could boost the value of overseas assets if sterling remains weak

e Equity markets tend to fall in anticipation of a recession, but investment opportunities may arise
once the recession eventually arrives

What is a recession?

Although formal definitions vary by country, a recession generally means a sustained period of economic contraction which
usually involves a fall in spending and a rise in unemployment. The UK and other countries define a recession as two
successive quarters of negative GDP growth. However, in the US, a broader definition is used that takes into account a wider
set of metrics such as unemployment, industrial production and real income.

What is behind the BoE’s forecasts?

The BoE has been alluding to a likely recession for a number of months now. In August, their forecast shifted from a mild
recession to a protracted downturn, predominantly driven by the persistence in elevated energy prices, especially natural
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How bad could the recession be?

Although the duration of the recession is forecast to be long, it is not expected to be as severe as the 2008 or pandemic
induced recessions. The labour market is historically tight (latest figures indicate there are more unfilled jobs than
unemployed people) given the decrease in the labour force since the pandemic, meaning unemployment is not expected to
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rise until halfway through next year. In addition, the forecast from the BoE only accounts for fiscal support already announced
at the time. The recently announced energy support package for consumers and businesses will hopefully mean the full
extent of the downturn may be avoided.

The global picture

It's fair to say that the UK is far from being alone in facing slowing growth, as Western central banks tighten monetary
conditions in a bid to tackle inflation, while other European countries face the same energy challenges as the UK. Whether
the slowdown in growth is strong enough to cause a recession in economies like the US or even globally is more finely
balanced although the likelihood has been increasing over the past few months. However, the International Monetary Fund’s
latest estimates place only Russia below the UK in terms of economic growth in 2023 indicating that, although other
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economies are slowing, the UK is an outlier.
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earnings. Although there is a risk that earnings forecasts are
rerated downwards in the coming months, investors should look
to the long-term and, as far as possible, take comfort that
ultimately markets look beyond shorter-term economic conditions.

Jack Richards, CFA
Investment Manager

Risk warning

The value of your investments and the income from them may go down as well as up and neither is guaranteed. Investors could get back less than they invested.
Past performance is not a reliable indicator of future results. Changes in exchange rates may have an adverse effect on the value of an investment. Changes in
interest rates may also impact the value of fixed income investments. The value of your investment may be impacted if the issuers of underlying fixed income
holdings default, or market perceptions of their credit risk change. There are additional risks associated with investments in emerging or developing markets.
The information in this document does not constitute advice, nor a recommendation, and investment decisions should not be made on the basis of it. The material
provided should not be released or otherwise disclosed to any third party without prior consent from HRIS.
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