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Global perspectives: Position defensively 

 The recent banking mini-crisis may have passed but it leaves little on which 
investors can build a major recovery. Stability has returned to the banking 
sector, market volatility has ebbed and global equity market indices have 
recovered. Most investors have now realised that the global banking system is 
significantly more resilient than during the crisis of 2008. 

 Following the recovery in equity index levels during April, mid-single digit 
consensus earnings growth for global equities seems an insufficiently 
attractive foundation for a major rally. A consistent trend of earnings 
downgrades over the last 12 months calls this modest level of growth into 
question. Earnings estimates for 2023 peaked last year and have been declining 
since. 

 Equity valuations continue to trade at above-average levels in the US and at 
close to long-term averages in other regions. There is no discount on offer for 
the risks of an economic slowdown or geopolitical volatility. We expect the next six 
months to be a difficult period for central bank policymakers as stubbornly high 
inflation readings may leave central banks talking tough but doing relatively little 
tightening as the credit cycle has already turned. 

 Further geopolitical volatility lies ahead as protagonists seek to establish 
credible negotiating positions, ahead of any talks and resolution. The 
outcomes of the expected Ukrainian counteroffensive remain uncertain, as does 
the shadow-boxing between the United States and China on the rules of the 
international order. Current equity valuations do not appear to offer compensation 
for these risks. 

 At the start of 2023, an overtightening of monetary policy was probably the 
single largest risk for global markets. The recent banking mini-crisis crisis has 
conveniently re-set policy rate expectations onto a lower trajectory. Money supply 
and loan survey data suggest that credit growth has slowed considerably during 
Q1, which should leave US interest rates on a declining trend. We believe the pain 
for long-term government bond holders may be over. 

 We maintain a neutral outlook on both global equities and global bonds. As 
earnings estimates continue to be at risk of downgrades, we prefer defensive 
sectors such as utilities, telecoms, pharmaceuticals, defence and selected real 
estate. The food sector is also set to benefit from declining input cost pressures. 
Global equity valuations slightly above their long-term averages offer little 
directional guidance at a time of cyclically low earnings growth.   
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Position defensively 

For over a year, investors have been fixated on the risks of tighter monetary policy. We now believe 
that we are very close to the high-water mark in terms of US interest rates and the focus is likely to 
turn to declining rates of economic growth and easing inflationary pressure. Credit demand has 
been checked by the sharp increase in interest rates seen on both sides of the Atlantic over the 
past 18 months. Following the banking mini-crisis of March, credit supply is likely to tighten. Broad 
money supply growth in Europe, which is correlated to lending growth within the real economy, has 
shrunk sharply over the past 12 months to the end of February, before the banking mini-crisis, 
Exhibit 1. 

Exhibit 1: Money supply growth has diminished since the end of the COVID-19 pandemic 

 

Source: Refinitiv 

Despite stubbornly high wage growth and core inflation at present, we therefore believe the worst is 
over for government bonds. The peak in US policy rates appears to be close at hand, following 
which US short-term interest rates are likely to decline as economic activity slows. 

Exhibit 2: Rebound in global sector indices post resolution of Silicon Valley Bank (SVB) and Credit Suisse 

 

Source: Refinitiv, sector returns 20 March 2023 to 26 March 2023 

While the European Central Bank has some further tightening ahead, it is also likely to be on hold 
by mid-2023. In the UK, the market-implied path of interest rates indicates a peak in May but then 
declines over the following 18 months. With inflation still well-above target but falling, this will be a 
period when central bank policymakers are likely to focus on talking tough on inflation but doing 
relatively little, in acknowledgment of the significant lag between policy actions and their impact on 
the real economy. 
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Low earnings growth suggests modest progress after rebound 
There has been a rapid rebound in global equity markets as investors shifted away from the idea 
that events at SVB and Credit Suisse were the harbingers of another major crisis in the banking 
system, Exhibit 2. Nevertheless, from here mid-single digit 2023 consensus earnings growth seems 
insufficient to underpin a major rally, in our view. A consistent trend of earnings downgrades over 
the last 12 months even calls this modest level of growth into question. Earnings estimates for 2023 
have declined at an accelerated rate since mid-2022. 

Exhibit 3: 2023 consensus global earnings growth – mid-single digit and on a declining trend 

 

Source: Refinitiv 

We believe it is counterintuitive to expect a major market rally in an environment of relatively weak 
earnings growth, a persistent trend of downgrades and global equity price/book valuations above 
long-term averages. In time, there is likely to be a case for investing on the basis of improving 
growth prospects for 2024, but this will be contingent on a less challenging valuation backdrop and 
conviction that the trough in economic activity is at least imminent. 

Equity valuations too high given risks 
Despite one of the most significant periods of monetary policy tightening of the last quarter-century 
– and a banking mini-crisis within the last month – we estimate global equity valuations remain 8% 
above long-term average levels on a price/book basis. 

Exhibit 4: Equity markets still trade at an average 8% premium on a price/book basis 

 

Source: Refinitiv, Edison calculations. Note: Price/book versus 15-year average. 

This provides precious little cushion against any further volatility, whether related to the banking 
sector, the significant uncertainty in terms of the extent of any slowdown during 2023 or geopolitical 
events.  
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Geopolitical risk is rising, long-dated and difficult to price 
The rest of the world can be grateful that the conflict in Ukraine has been largely contained within 
the borders of the country, but it is much too early in our view to assume that economic impacts 
have been eliminated. A cold winter in Europe could once again create considerable pain for 
consumers later in the year. Furthermore, events in Sudan show that the tentacles of Russian 
activities are widespread. 

It is clearly challenging for portfolio managers to incorporate the qualitative narratives of Russian 
aggression and the increasingly powerful role China seeks in world affairs into portfolios. The 
BRICS (Brazil, Russia, India, China, South Africa) acronym is no longer an investment concept, but 
the leading geopolitical rival to the ‘Group of Seven’ leading industrialised countries. After decades 
of relative stability, we expect an uncomfortable and extended period of power projection, whether 
in respect of Ukraine, Taiwan or influence in Africa. 

China and Russia have sensed that established power structures and dispute resolution 
mechanisms, such as the world’s post-World War ll (WW2) multilateral institutions, are ripe for 
challenge. In response, the United States and its allies, which have dominated international affairs 
in the post WW2 era, are having to invest significantly to protect the status quo, whether phrased in 
terms of protecting democracy and the right of self-determination, human rights or respect for 
existing borders. This is occurring through increasingly strident diplomacy and trade sanctions and 
more recently, in weaponry and military capability. One side’s ‘rules-based international order’ is 
another’s ‘Cold War mentality’. Even the phrase ‘a nuclear war must never be fought’ has two 
alternative implications. 

In theory, this daily drumbeat of power projection should not necessarily lead to a major conflict, but 
instead represent the establishment of credible opening positions for negotiations in future years. 
There are echoes of the nuclear arms race of the previous century. 

However, while fears of a hot war between the major powers may prove misplaced, the impact on 
global economic growth is likely to be real and negative. Global trade barriers will become 
increasingly restricted if each side tries to demonstrate that it can do without the other. Trade 
barriers have been rising since the Trump era. 

In developed economies, there has been a belated realisation that unfettered trade has arguably 
been an enabler in the rise of authoritarianism in developing nations, rather than creating the 
conditions for democratic change and a convergence of social values. In this respect, while national 
security implications should always have been the priority, the recent US emphasis on ‘friend-
shoring’ and US restrictions on technology transfers into China are only likely to increase economic 
frictions and cut economic growth.  

The economic peace dividend at the end of the Cold War was globalisation, which was enormously 
beneficial to global corporate profitability. This new period of geopolitical negotiation is likely to 
reverse at least some of these benefits over time. Geopolitical negotiation is a long-dated, large and 
uncertain factor similar to climate change, the kind of risk markets are notorious for failing to 
discount ahead of time. There are few obvious beneficiaries, apart from the defence sector. Over 
the next 10 years, ongoing geopolitical competition means the risks are that economic growth will 
be slower and valuations lower, compared to the prior decade. 

Conclusion 

The recovery from the banking mini-crisis is welcome and will give comfort that the weakest links in 
the financial chain have been dealt with. That there has not been a cascade of collapsing 
institutions is a testament to the improvements in banking sector regulation since 2008.  
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Following the recovery in equity index levels during April, mere mid-single digit consensus earnings 
growth for global equities seems an insufficiently attractive foundation for a major rally. A consistent 
trend of earnings downgrades over the last 12 months even calls this modest level of growth into 
question. 

Equity valuations continue to trade at above-average levels in the US and at close to long-term 
averages in other regions. There appears to be no discount on offer for the risks of a slowdown or 
further geopolitical volatility. 

Further geopolitical volatility lies ahead as protagonists seek to establish credible negotiating 
positions, ahead of any talks and resolution. The outcomes of the expected Ukrainian 
counteroffensive remain uncertain, as does the shadow-boxing between the United States and 
China on the rules of the international order. This is a long-dated, uncertain dynamic, involving 
unravelling aspects of globalisation, and is likely to impinge on potential economic growth over time. 

At the start of 2023, an overtightening of monetary policy was probably the single largest risk for 
global markets. The recent banking mini-crisis crisis has conveniently re-set policy rate 
expectations onto a lower trajectory. Money supply and loan survey data suggest that credit growth 
has slowed considerably during Q1, which should leave US interest rates on a declining trend.  

We believe the pain for long-term government bond holders may be over, and in an environment 
where estimates continue to be at risk of downgrades, we prefer defensive equities such as utilities, 
telecoms, pharmaceuticals, defence and selected real estate. The food sector is also set to benefit 
from declining input cost pressures.  

We maintain a neutral outlook on both global equities and global bonds. Global equity valuations at 
a little above their long-term averages offer little directional guidance at a time of cyclically low 
earnings growth.   

 



 

 
General disclaimer and copyright  
This report has been prepared and issued by Edison. Edison Investment Research standard fees are £60,000 pa for the 
production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. 
Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and 
related IR services for the client but does not get remunerated for any investment banking services. We never take 
payment in stock, options or warrants for any of our services. 
Accuracy of content: All information used in the publication of this report has been compiled from publicly available 
sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report and 
have not sought for this information to be independently verified. Opinions contained in this report represent those of the 
research department of Edison at the time of publication. Forward-looking information or statements in this report contain 
information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and 
therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, 
performance or achievements of their subject matter to be materially different from current expectations.  
Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or 
consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in connection 
with the access to, use of or reliance on any information contained on this note. 
No personalised advice: The information that we provide should not be construed in any manner whatsoever as, 
personalised advice. Also, the information provided by us should not be construed by any subscriber or prospective 
subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in 
the report may not be eligible for sale in all jurisdictions or to certain categories of investors. 
Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of 
interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any positions in 
the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison 
may have a position in any or related securities mentioned in this report, subject to Edison's policies on personal dealing 
and conflicts of interest. 
Copyright: Copyright 2023 Edison Investment Research Limited (Edison). 

 
Australia 
Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate 
Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial Services 
Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for 
"wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice given by Edison AU is 
general advice only and does not take into account your personal circumstances, needs or objectives. You should, 
before acting on this advice, consider the appropriateness of the advice, having regard to your objectives, financial 
situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you 
should read any relevant Product Disclosure Statement or like instrument. 

 
New Zealand  
The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in 
their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the 
Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation 
or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this document. For the 
purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only 
and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining 
from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the 
extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of 
the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not 
be relied upon in making an investment decision. 

 



 

United Kingdom 
This document is prepared and provided by Edison for information purposes only and should not be construed as an 
offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing 
communication under FCA Rules, this document has not been prepared in accordance with the legal requirements 
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of 
the dissemination of investment research.  
This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional 
experience in matters relating to investments, i.e. investment professionals within the meaning of Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth 
companies, unincorporated associations or other bodies within the meaning of Article 49 of the FPO and (iii) persons to 
whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is 
available only to such persons. It is not intended that this document be distributed or passed on, directly or indirectly, to 
any other class of persons and in any event and under no circumstances should persons of any other description rely on 
or act upon the contents of this document.  
This Communication is being supplied to you solely for your information and may not be reproduced by, further 
distributed to or published in whole or in part by, any other person.

 
United States  
Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the 
Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide publication of general 
and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the 
needs of current and/or prospective subscribers. As such, Edison does not offer or provide personal advice and the 
research provided is for informational purposes only. No mention of a particular security in this report constitutes a 
recommendation to buy, sell or hold that or any security, or that any particular security, portfolio of securities, transaction 
or investment strategy is suitable for any specific person. 
 

 



London │ New York │ Frankfurt 

20 Red Lion Street 

London, WC1R 4PS 

Edison Investment Research Limited is registered in England. Registered office: 20 Red Lion Street, London, WC1R 4PS. Company number 4794244.     www.edisongroup.com 


	2 Strategy.pdf
	Global perspectives: Position defensively
	Position defensively
	Low earnings growth suggests modest progress after rebound
	Equity valuations too high given risks
	Geopolitical risk is rising, long-dated and difficult to price

	Conclusion


