8th July 2022

The Risk to Growth
 Growth slowdown prompts stagflation fears
 Tightening monetary regime could trigger global recession
 Developing economies are set to be the hardest hit
A perfect storm of events is giving rise to the gloomiest global economic outlook since the 1970s.
Supply chain disruption brought about by the Covid-19 pandemic has collided with a spiral in
energy and commodity prices triggered by the Ukraine war, unleashing a bout of persistently high
inflation. Central banks have been slow to react, sticking to their line that the inflation was
transitory, meaning that they are now faced with the finest of tightropes to walk between curbing
inflation and triggering recession.
The World Bank has been steadily revising down its 2022 global growth estimates over the last 12
months. From +4.3%yy in June 2021, to +3.20% in April 2022 to +2.90% in June 2022.
Fig.1. World Bank Global Growth downgrades
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No longer playing catch up
The downgrade means that instead of the wolrd economy “catching up” with pre-COVID
trajectory, following the restart, it will now fall short.
Fig.2. Global growth trajectories using revised forecasts

End of the cheap money era
From the aftermath of the financial crisis to the start of 2022, monetary policy has been extremely
accommodative, with a prolonged period of low or negative interest rates and large-scale asset
purchase programmes. Bringing an end to this regime - a necessary move to curb inflation – and
thereby removing cheap debt and the various artificial props that have sustained markets for so
long, will have a severe impact on growth.
Rising interest rates: who does it hurt the most?
The interest hikes that were necessary in the 1970s and that are being implemented now in
Europe and the US will have the greatest impact on countries burdened by debt, mostly emerging
market and developing economies. For them, growth is expected to fall from 6.6% in 2021 to
3.4% in 2022. The World Bank estimates that for 2023, real income per capita will remain below
pre-Covid levels in approximately 40% of developing economies.
Key contrasts with the 1970s
It is tempting to see the current situation as a re-run of the inflationary period in the 1970s, but
there are some key differences. In the wake of the financial crisis, financial institutions were obliged
to recapitalise with the result that their balance sheets today are generally quite robust. In addition
to this, and very much unlike in the 1970s, the US dollar is strong. Commodity prices have also
jumped by less than they did five decades earlier. Most significantly, and as highlighted by
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Professor Patrick Minford in our interview with him earlier in the year, central banks are now a very
different breed. Price stability is a clear mandate and they can point to a long and credible track
record of achieving their inflation targets.
Energy squeeze
Nonetheless, what the 1970s didn’t have was a war involving Russia and the resulting effect on
energy prices. Between supply controls on the Russian side and sanctions imposed by external
trading partners, there has been a surge in energy prices, the effect of which will be lower real
incomes, higher production costs for manufacturers and pressure on macroeconomic
policymaking for net energy importers. In this respect Natural Gas in the 2020s is playing the role
of Oil in the 1970s in this new cold war.
What could change
There are of course factors that can change, thereby shifting the current landscape. The most
significant would be de-escalation of the Russian offensive in Ukraine which would in turn ease the
pressure on energy and commodity prices that has contributed to the rise in inflation globally.
Alternatively one can hope for a carefully balanced war of attrition, whereby policy makers and
central bankers avoid too many mis-steps on the road to bringing inflation under control while
managing spending in such as way as to minimise a steep drop-off in growth. For the time-being,
investors should be positioned defensively and remain braced for volatility.

Henry Cobbe, CFA and Marina Gardiner
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Find out more
For more insights and information on research, portfolios and indices, visit:
www.elstonsolutions.co.uk or NH ETF<Go>

www.elstonsolutions.co.uk
ABOUT ELSTON
We research, design and build investment solutions with and for asset owners, managers
and advisers.
Our Research & CPD focuses on multi-asset strategies, index funds and ETFs.
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