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No rain, no rain

Economic data has been confusing for a while.
Thankfully, there's a central bank hiatus just big enough
to slip Wimbledon into.

Markets and economic data are something of an enigma.
They have been for a while. Many people expect the major
economies to drop into a mild recession toward the end
of the year as the double-march of interest rates starts to
bite the indebted. Europe has already entered technical
recession and the UK economy grew just 0.1% in the first
quarter. The US posted 0.5%, or 2% annualised. Yet while
manufacturing sectors are already struggling, the larger
services part of most advanced economies has been
surprisingly resilient.

Generally, companies are reporting lower profits as
expenses rise faster than prices on their wares. While
unfortunate for investors, this isn't a sign of crisis -
average profit margins are falling back from historically
high levels. Wages are growing rapidly, and are outpacing
inflation in the US. That's not the case in Europe and the
UK, however, where neither executives nor households
are particularly happy.

Faced with lots of contradictory signals, it's more
important than ever to take as broad a view as possible
on the global economy, focusing on the data that tends
to foretell tomorrow, rather than headline-grabbing
developments that are dramatic but released months
late or lag economic growth. This exercise is why we
think that mild recessions are still in order for advanced
nations later this year, and why we believe our current
cautious positioning remains appropriate.

Our analysis has also helped us set out a path for changing
that positioning in time. We've found that, historically, bull
markets have generally been preceded by a combination
of at least some the following five conditions: (i) valuations
falling to historically cheap levels; (ii) a trough in leading
indicators of the economy; (iii) earnings estimates
downgraded to reflect the weak economic outlook; (iv) a
large market fall that drives many people to dump stocks
in fear; and (v) the end of the US Federal Reserve's rate-
tightening efforts. None of these have occurred so far. You
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can read more about our views on this on page six of our
Q1 Investment Insights magazine.

The next major monetary policy meeting will be the US
Federal Reserve on 25-26 July, followed the next day by the
European Central Bank. That means you should be safe

to watch Wimbledon in peace. Will Novak Djokovic bag

his fifth consecutive win and a mind-boggling 24th Grand
Slam title? But the age-old question bubbles beneath:

will the world-renowned British weather hold out? After
baking London to dust in early June, the rain arrived
halfway through the Ashes and the medium-term forecast
looks menacing.

We're going with the optimistic view: most forecasts seem
to end up wide of the mark these days. With some positive
waves, we're sure the clouds will burn off and the weather
will slip south, perhaps to cool off the French riots. We
could all do with an enjoyable summer this year.

A gilt lining to recession

One important thing to note is that while we expect a
recession, that doesn't mean that investors should exit the
market wholesale. We may be wrong: a recession may not
arrive. We may be right, but it could take much longer for

it to arrive than we had expected. When investing - like
anything in life - it's never advisable to put all your eggs

in one basket. Removing yourself completely from capital
markets is itself a huge red or black decision. Many studies
show that people tend to take their gains too early and buy
back in too late, and in doing so miss out on a lot of returns.

Markets are volatile - over time you will see them rise
and fall markedly. This can be disconcerting, but research
and history shows that it's best to ride out these ups and
downs. That is why we stress that investments should be
made for five or 10 years plus. The key is to ensure that
you don't find yourself in the position where you are a
forced seller, because that is when you crystalise losses
and lose money for good.

Rather than making a binary, in or out' call on stocks, we
have tilted our portfolios toward businesses and assets
that should fare better in a downturn. Those that are less
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reliant on accelerating activity in the wider economy
for increasing their profits, those that have contractual
revenues that must be paid, those that provide services
that can't easily be dispensed with in tough times, and
those that can comfortably repay their debts.

One other area which could do well even as the economy
slows is UK government bonds (gilts). They are looking
more attractive than they have in years, with five-year
bonds now yielding 4.8% compared with 0.3% in early
July 2021. Even though the Bank of England isn't done
raising interest rates yet, we think it will be in the next
few months as inflation falls further and the economy

weakens. If UK interest rates are indeed approaching their
peak, then gilts should offer attractive returns over the
coming years - they've nearly always performed well after
the last rate rise in a cycle.

If you would like to hear more about what's going on in
the global economy and how it affects the way we invest,
please join us for our next Investment Insights webinar on
Tuesday 11 July at 12.30pm. You can register here.

If you have any questions or comments, or if there's anything
you would like to see covered, please get in touch by emailing
review@rathbones.com. Wed love to hear from you.
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Important information

This document is published by Rathbones Investment Management Limited
and does not constitute a solicitation, nor a personal recommendation for the
purchase or sale of any investment; investments or investment services referred
to may not be suitable for all investors. No consideration has been given to the
particular investment objectives, financial situations or particular needs of any
recipient and you should take appropriate professional advice before acting

The price or value of investments, and the income derived from them, can go
down as well as up and an investor may get back less than the amount invested
Rathbones Investment Management Limited will not, by virtue of distribution of
this document, be responsible to any other person for providing the protections
afforded to customers or for advising on any investment. Rathbones Investment
Management International is the registered business name of Rathbones
Investment Management International Limited which is regulated by the Jersey
Financial Services Commission. Registered office: 26 Esplanade, St Helier,

Jersey JE12RB. Company Registration No. 50503

Rathbones Group Plc is independently owned, is the sole shareholder in each of
its subsidiary businesses and is listed on the London Stock Exchange. Rathbones
is the trading name of Rathbones Investment Management Limited, which is
authorised by the Prudential Regulation Authority and regulated by the Financial
Regulation Authority and the Prudential Regulation Authority. Registered office
Port of Liverpool Building, Pier Head, Liverpool L3 INW. The information and
opinions expressed herein are considered valid at publication, but are subject

to change without notice and their accuracy and completeness cannot be
guaranteed. No part of this document may be reproduced in any manner
without prior permission

Any views and opinions are those of the author, and coverage of any assets in no way reflects an investment
recommendation. Past performance should not be seen as an indication of future performance. The value of
investments and the income from them may go down as well as up and you may not get back your original
investment. Fluctuations in exchange rates may increase or decrease the return on investments denominated

in a foreign currency.
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