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SYNOPSIS
Recession fears and central-bank tightening are driving
market volatility. We think equity markets are oversold, and
believe U.S. core inflation has likely peaked. In our view, this
should help markets stabilise and possibly recover over the
second half of 2022.
KEY MARKET THEMES
Markets have faced a laundry list of concerns this year, including new COVID-19 lockdowns
and an economic slowdown in China, the Russia-Ukraine war, surging inflation and centralbank tightening. This has led to a tough first half of the year, with global equities down around
20% and the Bloomberg Global Treasury benchmark off 9%, as of mid-June.
Our composite sentiment index, which measures investor sentiment for the S&P 500®
Index via a range of technical, positioning and survey indicators, reads as deeply oversold.
This provides some reassurance that markets have accounted for the bad news so far and
could recover if inflation and growth turn out better than currently feared. Of course, it’s
possible that investors will panic and reach a sell-everything capitulation point. The lesson
from previous market corrections, however, is that periods of panic can provide the best
opportunities for longer-term investors.
The main uncertainty is the outlook for the U.S. economy. We believe the pace and magnitude
of U.S. Federal Reserve (Fed) tightening creates the risk of a recession by the second half of
2023. While a deep recession could trigger a larger equity bear market, we think a slowdown
or mild recession are the two most likely outcomes. The upside risk for the U.S. economy
and markets comes from the possibility that U.S. core inflation has peaked. This, combined
with some softening in the labour market, could allow the Fed to become less hawkish in the
second half of the year.
In Europe, the European Central Bank (ECB) has recently turned hawkish, signaling that
a 25-basis-point rate rise is likely in July and that it’s winding down its quantitative easing
programmes. Futures markets expect the ECB’s policy rate to rise from -0.5% currently to
2.0% by the middle of 2023. Meanwhile, headline inflation in the eurozone reached 8.1% in
May, in line with the U.S. and the UK. Core inflation, however, is more subdued at 3.8%—
compared to around 6% in the U.S. and the UK. This should allow the ECB to tighten policy by
less than the Fed or Bank of England (BoE).
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The UK economy is likely to
continue slowing, as households
cope with rising mortgage rates,
high energy prices and the
1.25% increase in the national
insurance levy that took effect in
April. The BoE has recently softened its hawkish rhetoric and faces a difficult balancing act
between reining in inflation expectations and preventing a sharp economic downturn. Despite
these concerns, the UK continues to be the best performing major equity market this year
as measured by the FTSE 100 Index. With high exposure to commodity prices and financial
stocks that benefit from higher interest rates and almost no exposure to under-pressure
technology stocks, the index reflects the cheapest of the major equity markets, and offers a
dividend yield of 3.9% as of mid-June 2022.
In China, recent lockdowns triggered a significant slowing in economic activity, but early
signs of a tentative reopening have emerged. However, the low level of vaccination among the
nation’s elderly means the risk of further lockdowns will continue until either vaccination rates
increase or COVID-19 treatment production reaches critical mass.
In Japan, the economy continues to face the challenge of higher energy and food prices,
which have been exacerbated by the significant depreciation in the Japanese yen. We think
this decline in the yen should improve the export-oriented parts of the economy through the
second half of the year.
In Australia, interest-rate increases and higher fuel costs have caused consumer confidence
to fall. The Reserve Bank of Australia has raised rates from 0.1% to 0.85%, and the market
expects the cash rate to reach 4% by early next year. We think this is too aggressive, given
the country’s heavy use of variable rate mortgages and the impact this will have on household
disposable incomes.
The Bank of Canada (BoC)’s unmistakably hawkish tone has been surprising, especially
since signs are emerging that housing-market fundamentals are unwinding. We believe the
developing instability of Canadian housing will eventually limit the BoC, but more conclusive
signs of a correction may need to emerge before the bank can pivot. This raises the risk that
rates will rise above neutral before a policy shift occurs.
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ECONOMIC VIEWS
INFLATION
We think headline inflation may rise further if international sanctions
on Russian oil exports cause an additional increase in energy prices.
Core inflation, however, may have already peaked in the U.S.

U.S. RECESSION RISKS
We judge that recession risks at around 30% through mid-2023 are
already higher than normal—and are likely to increase further in the
months ahead.

ASSET CLASS VIEWS
Equities: Preference for non-U.S. developed equities
We prefer non-U.S. developed equities to U.S. equities. They’re relatively cheaper and we think
they’ll benefit from weakness in the U.S. dollar, should the Fed become less hawkish.
Fixed income: Improved valuations for government bonds
We think government bond valuations have improved after the rise in yields, with U.S. bonds
now offering good value, although we still see Japanese, German and UK bonds as moderately
expensive. A positive for government bonds is that markets have fully priced hawkish outlooks
for most central banks. In our view, this should limit the extent of any further selloff.
Currencies: Strong U.S. dollar could weaken if hostilities subside

CHINA STIMULUS
We expect more fiscal stimulus in China, most likely in the form of
consumption vouchers. Further easing measures should help the understress property market stabilise in the second half of the year.

The U.S. dollar has made gains this year on Fed hawkishness and safe-haven appeal during the
Russia-Ukraine conflict. We think it should weaken if hostilities subside, and if lower inflation
outcomes later in the year lead to less Fed tightening than markets currently expect. The main
beneficiaries are likely to be the euro—which has become more undervalued—and the Japanese
yen, which has weakened on commodity price inflation and China growth concerns.

EUROPEAN RECESSION RISKS
We believe the most significant risk for Europe is if Russia responds
to the European Union’s embargo of its oil exports by cutting off gas
supplies to the region. Europe’s heavy dependence on Russian gas
means that retaliation and a large rise in gas prices would almost
certainly send the region into a recession.

U.S. LABOUR MARKET
In our view, some cooling in the U.S. labour market is likely.
High wages should encourage workers back to the labour force—
particularly lower-wage workers who have been the most reluctant to
return and have had the largest wage gains. The Fed’s shift to higher
interest rates should also slow aggregate demand.
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IMPORTANT INFORMATION
The views in this Global Market Outlook report are subject to change at any time based upon
market or other conditions and are current as of 30 June 2022. While all material is deemed
to be reliable, accuracy and completeness cannot be guaranteed. Unless otherwise specified,
Russell Investments is the source of all data. All information contained in this material
is current at the time of issue and, to the best of our knowledge, accurate. Any opinion
expressed is that of Russell Investments, is not a statement of fact, is subject to change and
does not constitute investment advice. Issued by Russell Investment Management Ltd ABN
53 068 338 974, AFS Licence 247185 (RIM). This document provides general information
only and has not been prepared having regard to your objectives, financial situation or
needs. Before making an investment decision, you need to consider whether this information
is appropriate to your objectives, financial situation or needs. This information has been
compiled from sources considered to be reliable but is not guaranteed. This document is not
intended to be a complete statement or summary. Implementation services are offered by
Russell Investments Implementation Services, LLC., a SEC registered investment adviser and
broker-dealer member FINRA / SIPC. Nothing in this publication is intended to constitute
legal, tax, securities or investment advice, nor an opinion regarding the appropriateness

of any investment, nor a solicitation of any type. This information is made available on an
“as is” basis. Copyright © 2022 Russell Investments. All rights reserved. This material is
proprietary and may not be reproduced, transferred, or distributed in any form without prior
written permission from Russell Investments. Russell Investments’ ownership is composed of
a majority stake held by funds managed by TA Associates, with a significant minority stake
held by funds managed by Reverence Capital Partners. Russell Investments’ employees and
Hamilton Lane Advisors, LLC also hold minority, non-controlling, ownership stakes. Frank
Russell Company is the owner of the Russell trademarks contained in this material and
all trademark rights related to the Russell trademarks, which the members of the Russell
Investments group of companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies are not affiliated in
any manner with Frank Russell Company or any entity operating under the “FTSE RUSSELL”
brand.
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