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Executive summary 
I recently appeared on a panel on the Money stage at the FT Weekend Festival in 
London. Claer Barrett, the FT columnist and podcaster, was the moderator and 
opened by suggesting that the panel would try to stay cheerful – I failed to oblige. I 
thought it might be, therefore, worth repeating some of those off-the-cuff 
comments here and repeating the advice I gave to the attendees. 

The FT Money Panel 

 
Source: Behind the Balance Sheet  

Incidentally, the FT Weekend Festival is a fantastic event and I have attended almost 
all of them as a paying guest (this was my first time as a speaker). Even better, you 
can now catch up on what you missed in person, online. 

I pointed out to the audience that I am a glass half empty sort of person when it 
comes to investing – downside protection is the number one priority in my view. I 
then explained that I was not around as an investor in the 1970s, but that is the only 
period I can recall, other than the 1929 Depression, where the circumstances were 
similar to today. The economic outlook has never been this bad in my experience 
and we start at a point of likely significant over-valuation of markets. You should be 
resigned to seeing your real wealth decline in the next ten years and you should 
have a plan to mitigate the adverse impacts. 

This is not just my view. One of my friends, who manages a billionaire’s family office 
and has immense resources at his disposal, recently passed a similar message to his 
employer. Let’s first look at why the prognosis is so gloomy. 

Most of what I shall discuss is focused on the US and UK, the two most important 
markets for me and my readers, but the symptoms are generally pretty consistent 
globally.  

Valuations 
We start from high levels of valuations relative to history in most markets – equities 
certainly and in almost every region, but especially the US; bonds generally; and 
property. The three main asset classes are all pretty richly valued by historical 

Failing to oblige on remaining upbeat… 

…as dire economic outlook… 

…leads to gloomy prognosis 
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standards. I say this first because valuation is always important. Our recent equity 
correction from the peak is fairly modest.  

The S&P500 started the year at just shy of 4800 and is now at c.3900, a fall of 
c.19%, not great, but hardly a disaster. Five years ago, it was 2461, so it’s up nearly 
60% (before dividends), which is well above long-term historical averages.  

The FTSE100 in the UK has fared better this year, down 4%, partly because of 
sterling’s weakness, and partly because of the weight of energy and commodity 
stocks. It’s down 2% over the last 5 years! Again, before dividends. 

Importantly, equity valuations are generally rich on margins and returns, which are 
also near peaks. They may not revert to historical means, but the odds are certainly 
against further significant gains. 

Bond yields have risen but remain low by long-term standards. And property is still 
close to the peak. 

That we are likely in a bear market is borne out by comparison with past bear 
markets, an exercise which was conducted by Jeremy Grantham of GMO in a recent 
article, “Entering The Superbubble’s Final Act”. 

“… the speed and scale of these bear market rallies. 

From the November low in 1929 to the April 1930 high, the market rallied 46% – a 
55% recovery of the loss from the peak. 

In 1973, the summer rally after the initial decline recovered 59% of the S&P 500's 
total loss from the high. 

In 2000, the NASDAQ (which had been the main event of the tech bubble) recovered 
60% of its initial losses in just 2 months. 

In 2022, at the intraday peak on August 16th, the S&P had made back 58% of its 
losses since its June low. Thus, we could say the current event, so far, is looking eerily 
similar to these other historic superbubbles.” 

Market action since Powell talked tough at Jackson Hole supports this bear market 
premise. Such markets are characterised by higher volatility and sharp rallies; these 
make investing tricky; you therefore need a long-term plan.  

Economics – Short term 
Part of the relief rally came from the hope that inflation in the US was turning with 
a 0% month on month CPI print in July. But, as Greed and Fear pointed out, 18 of 
the 36 CPI components actually accelerated, and if inflation remained at 0% until 
the end of the year, we would still exit 2022 at 5.4% p.a. inflation, hardly a major 
win and much higher than the 2% Fed target. 

This remains critical – Jan Hatzius, Chief Economist at Goldman, Sachs and a cut 
above the average of the breed – stated in a recent Odd Lots podcast that he 
believes the Fed will be aggressive on rate rises until the inflation rate begins with a 
“3”. (Incidentally, I think this is an excellent podcast and Joe Weisenthal and Tracy 
Alloway dig into many otherwise unexplored areas.) 

Clearly, the combination of quantitative tightening (or QT) and higher rates is a 
reversal of the policies which fuelled the market’s rise, and when you add in high 
inflation, and particularly rising energy prices, you have an unattractive cocktail. And 
that ignores the pressure on food supplies, partly related to the Ukraine situation, 
but also to unprecedented drought conditions globally. 

Equity valuations unlikely to see further 

significant gains 

A look to the past supports current bear 

market premise 

In US, end-2022 inflation likely to be 

way ahead of Fed’s 2% target 
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Europe will also suffer the food cost pressures and greater pain from rising energy 
costs and the availability of gas. Martin Wolf in the FT (Europe can – and must – 
win the energy war) discussed the IMF’s assessment of the impact on Germany of 
cutting off Europe’s gas (they predict 1.5/2.7/0.4% of GDP in 2022/23/24).  

If Russia shuts off Europe’s gas, it will be a disaster for Germany. I calculate the IMF’s 
impact at c.$110-120bn in 2023. That seems much too low – BASF’s revenue is just 
shy of $100bn, obviously not all sourced from Germany but that is a good context. 
If Russian gas stops, Ludwigshafen (BASF’s massive chemicals complex) surely will 
have to close, but it’s the knock-on effects which really matter – car factories will 
close because they will be short of components, as will large swathes of German 
industry. This sounds much larger than a $100bn problem – $200bn, $300bn, could 
it be more? A friend at a large hedge fund agreed the IMF forecasts look highly 
conservative. 

In the UK, I spent time with the management of John Lewis this week. It’s a well-
run business and the team is sensible and not afraid to talk. This was prior to new 
PM Truss making any policy announcements and the team were all expressing 
concern about the next two years. I expect that the news of fuel price caps will have 
been a great relief, although clearly there will be a price to pay at some point. It 
made me think that survival is the most important goal in any consumer facing 
enterprise – conservative financing and a quality management team will count for a 
lot, going forward. 

An area which has gone relatively uncovered, which is a surprise to me, is China. 
Obviously the zero-Covid policy is a disaster (although it is helping depress Chinese 
oil demand, which is down 6-7m b/d and capping oil price rises). But the Chinese 
real estate sector is one of the largest asset classes in the world and it’s in dire straits. 
This is important as it’s a major component of Chinese household wealth; the middle 
class often invest in second and third properties. 

Since the scale of Evergrande’s problems surfaced, confidence in the sector has 
been receding. Sales are now running down 30% (by floor space), and starts are 
down 35%. Home prices are in decline and unless this is reversed, volumes may not 
pick up. Recent initiatives to relax interest rates and deposit requirements may not 
be enough to persuade speculative investors. They clearly form a large part of 
incremental demand, although I have never seen any good estimates of the degree. 

The problem for China is that residential real estate is an engine of economic growth. 
It’s not just the 20-25% of GDP it represents. Local municipalities often rely on land 
sales for 30-40% of their revenues and this is already drying up with sales at 2000 
levels, according to Greed and Fear. Megan Greene in a recent article in the FT 
stated that 30 real estate companies there have now defaulted. She puts real estate 
at 60% of local government revenues and 70% of household wealth.  

This looks to be a real crisis. Chinese growth may not even hit the 3.5% consensus 
level for 2022. Major US companies like Tesla and Apple rely heavily on China sales. 
I would be worried about Apple, which is on a consensus P/E of 25.5x for the year 
to 9/22, falling to 24.1x next year. With the strength of the dollar, the impact of 
inflation, the lack of an exciting new phone and general economic weakness, I 
wouldn’t be in a hurry to add – forecasts are surely at risk. 

To be fair, not everyone views the short term as negatively as I do. There is hope 
that Government support, like the new UK Prime Minister’s initiative to cap energy 
bills, will limit the damage. Here is a take from one wag on Fintwit. 

 

In Europe, rising energy costs and food 

cost pressures causing pain  

Chinese real estate sector, a major 

component of Chinese household 

wealth, in dire straits… 

...putting short-term Chinese growth 
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View from Fintwit 

 
Source: https://twitter.com/agnostoxxx/status/1567465888009306112    

Somehow, I doubt it will be that easy. 

Economics – Longer term 
Grantham’s piece flags a number of longer-term issues, which I also think are 
important. 

Labour force availability – demographics are now working against us. More 
pensioners and fewer workers, when we already have full employment and are 
struggling to fill vacancies.  

Climate – drought conditions are affecting not only farming. Waterways for 
transport are being affected, notably the Rhine. My recent visits to the Boulder and 
Glen Canyon Dams highlighted low water levels and the risk of electricity supply to 
LA. Grantham writes: 

“French nuclear power stations have had to reduce production because rivers are too 
hot to be used for cooling; China has had to halve its hydropower (18% of its 
electricity), which has also been reduced in Canada, Norway, India, and elsewhere by 
low water levels.” 

And high temperatures are affecting agriculture. 

Moreover, the issue of food availability which he cites as a short-term issue could 
also become a longer-term problem with population growth, higher energy costs 
inflating the cost of fertiliser and climate impacts. 

Meanwhile, productivity growth has been very slow; we have the longer-term issue 
of de-globalisation, which is inherently inflationary (and likely to be accelerated by 
the weakness of the RMB); and financial repression is possible or even likely with 
Russell Napier arguing that Government will force savers to buy their bonds, which 
means a reduction in equity exposure. 

Climate and workforce availability 

longer-term red flags 

https://twitter.com/agnostoxxx/status/1567465888009306112
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The solution 
Even in the 1970s, it was possible to make a real return by buying the right equities. 
I know this all sounds terribly gloomy, but the good news is I am finding lots of 
interesting stocks at valuations which look sensible even with a gloomy economic 
backdrop. I don’t expect the market to repeat its performance of the last decade, 
but there are lots of individual stocks which will make you money in the next 10 
years, especially in the UK and particularly in the small cap space, where Hardman 
& Co can help. 

 

Look to UK small cap space for some 

individual performers, even against 

gloomy backdrop 
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or 
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about 
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity.  

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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