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Outlook at a glance
Current view:  Positive  Neutral  Negative

3 month change (since the previous Investment Outlook): p Upgrade u Unchanged q Downgrade

Asset  
classes

Current 
view

3 month 
change At a glance

Shares u This year will be tough for businesses and households alike. But markets 
like to look through current challenges to better times ahead.

Bonds u Bonds could follow shares higher if central banks decide they have done 
too much and need to support growth rather than fight inflation.

Property u Property continues to reset in line with the rapid monetary tightening in 
2022. That process will lead in due course to a better entry point.

Commodities u The short term outlook for many commodities is negative as growth slows 
but there is a strong structural growth story to play longer term.

Cash u The time is right to put cash to work as the market approaches a cyclical 
low point during 2023. Some dry powder remains essential though.

Regions
Current 

view
3 month 
change At a glance

US p
The risks to the US market are to the downside initially but once interest 
rates peak recovery could be swift. A year to become increasingly positive.

Europe p
Europe’s shares are cheap historically and versus the US. But the outlook 
is also worse in the region, with energy costs a persistent concern.

UK p
The UK faces a tough year from an economic perspective but its stock 
market is unusually cheap and offers investors an attractive yield.

Asia Pacific 
ex‑Japan p

The headwinds that affected Asia and emerging markets in 2022 will 
continue into 2023. But progressively the outlook will improve this year.

Japan u Signs of reform, re-opening after Covid, interest from overseas investors 
and a cheap stock market make a case for Japan this year.
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Remember – the market 
is not the economy
The best thing to say about 2022 is that 
it is over. The stock market peaked within 
a couple of days of the start of the year, 
and it spent the next 12 months looking 
forward with increasing pessimism towards 
what is likely to be a difficult 2023 from an 
economic perspective. In performance terms, 
this translated into a fall of about a fifth for 
global shares. Unusually, the bond market 
followed suit, with a Bloomberg index of both 
government and corporate bonds falling by 
nearly as much.

There were two principal drivers of markets 
last year – inflation and rising interest rates. 
Although both were on investors’ radars at 
the start of the year, the deterioration in the 
outlook for both took markets by surprise. 
Inflation was higher and more persistent 
than forecast and central banks, notably the 
Federal Reserve, responded aggressively 
and then made it clear that interest rates 
would stay higher for longer than many 
investors hoped.

As the chart on the next page shows, there 
was a wide dispersion between the best 
and worst performing asset classes and 
geographical regions. The UK was the 
stand-out performer from a stock market 
perspective, benefiting from the FTSE 100’s 
weighting to commodities. The oil price, 
and so the earnings of energy stocks, 
was the only beneficiary of the invasion 

of Ukraine, which dominated the geo-
political landscape in 2022 and was the 
principal cause of the inflation overshoot. 
Gold was volatile, but in the end lived 
up to its reputation as a safe haven in 
uncertain times.

With the exception of Japan, which like 
the UK benefited from an undemanding 
valuation, there were few safe havens among 
the world’s other stock markets. The US 
suffered from the higher-for-longer rate 
environment. Growth shares, in particular 
the technology stocks which are such an 
important component of the S&P 500 and 
Nasdaq indices, do well when their future 
earnings are discounted back using low 
interest rates. They look less valuable when 
those interest rates are high, so the 4.5 
percentage point rise in US interest rates was 
a massive headwind for Wall Street last year.

The other key global stock markets – in 
Europe and China – had their own different 
but equally testing challenges. Europe 
suffered from its proximity to the Ukraine 
crisis, and in particular its reliance on Russian 
energy. China, on the other hand, was held 
back by its zero-tolerance approach to the 
Covid pandemic. Its first error – locking the 
country down to prevent the virus’s spread 
– was compounded by Beijing’s failure to 
use the time it had bought via that policy to 
prepare for the eventual re-opening.
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Source: Refinitiv, total returns in local currency, 1.1.22 to 31.12.22 

Past performance is not a reliable indicator of future returns. When investing in 
overseas markets, changes in currency exchange rates may affect the value of your 
investment. Investments in emerging markets can be more volatile than other more 
developed markets. There is a risk that the issuers of bonds may not be able to repay 
the money they have borrowed or make interest payments.

For full 5 year figures, see overleaf.

Looking ahead

As we look into 2023, investors find 
themselves at an interesting point of 
disconnect between the economy and the 
stock market. The two always march to 
different beats but this is never more evident 
than the moment when markets begin to 
look through grim headlines to better times 
ahead. Markets always anticipate change in 
the real economy, sometimes by as much as 
six months or so, and it is very likely that 2023 
will see this divergence again.

This is why seasoned investors caution 
against becoming more pessimistic, or 
bearish, as the market falls. No-one rings a 
bell at the bottom of the market and shares 
will not wait for the economic dawn before 
they start to rise again. All they require is 
that the outlook becomes just a little less 
dark. It is all too easy for an investor who 
is focused on the headlines to miss this 
moment. Indeed, the wisest approach is not 
to try to time the inflection point at all but to 
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invest through the cycle and to become more 
optimistic as the bottom approaches.

It is entirely possible that last year’s market 
fall is not the end of the downturn. Although 
valuations fell sharply last year, earnings 
forecasts remain too high if, as seems likely, 
we suffer a recession. At the very least, we 
would expect the October 2022 low point to 
be retested on one or more occasions this 
year. But it would be surprising if the actual 
low was significantly lower than the level 
reached in the autumn.

In the first half of the year, it will probably 
pay to be defensive, to focus on quality and 
to ensure a portfolio is well-diversified across 
asset classes and geographies. The rise in 
interest rates last year has made bonds a 
viable income alternative for the first time in 
many years. As and when central banks turn 
their attention to supporting the economy 
rather than fighting inflation, rates will revert 
to a more neutral level, giving fixed income 
investments a further boost.

After a year in which bonds and shares 
both fell, there is a plausible case to be 
made for both asset classes to rise this 
year. Shares could benefit as investors 
look through recession to the recovery 
beyond; bonds could bounce as the inverse 
relationship between yield and price 
becomes favourable again.

It is also worth asking what could go right 
in 2023 – especially at a time when the 
nights are long, we are enduring a winter of 
discontent and the cost of living is painfully 
high. An earlier pivot by the Fed and other 
central banks; an unexpected improvement 
in the Ukraine situation; better news on 
Covid in China. All of these would have a 
significantly positive impact on depressed 
market sentiment.

When the market environment improves, 
investors will want to be fully invested. 
To be so, they must position themselves for 
the recovery well before it appears on the 
horizon. It is psychologically hard to force 
yourself to do this, but essential.
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(as at 31 December) 2018 2019 2020 2021 2022

S&P 500 -4.4 31.5 18.4 28.7 -18.1

FTSE 100 -8.7 17.3 -11.6 18.4 4.7

MSCI Europe -14.3 24.6 5.9 17.0 -14.5

Nikkei 225 -10.3 20.7 18.3 6.7 -7.3

MSCI Emerging Markets -14.2 18.9 18.7 -2.2 -19.7

Gold -2.8 18.0 21.0 -4.3 -0.7

Oil (WTI Crude) -19.5 30.4 -52.4 67.5 25.5

US 10yr Treasuries -0.1 9.5 12.6 -2.4 -17.0

China CSI 300 -23.6 39.2 29.9 -3.5 -19.8

Copper -17.5 3.4 26.0 25.7 -14.1

Real Estate (S&P Global REIT) -4.8 24.5 -8.1 32.5 -23.6

Source: Refinitiv, total returns in local currency from 31.12.17 to 31.12.22

Past performance is not a reliable indicator of future returns. Overseas investments 
will be affected by movements in currency exchange rates. Investments in emerging 
markets can be more volatile than other more developed markets. There is a risk 
that the issuers of bonds may not be able to repay the money they have borrowed 
or make interest payments. When interest rates rise, bonds may fall in value. Rising 
interest rates may cause the value of your investment to fall.

Acknowledgements – The views in this report are derived from a variety of sources 
within and outside Fidelity International. They are based on the house view of the 
Fidelity investment team and other sources. However, the report is written for a UK 
personal investing audience and the ideas are explicitly linked to our Select 50 list. 
We consider this the best way for our investors to implement the ideas discussed in 
this Outlook. We would like to thank, in particular: Wen-Wen Lindroth, Neil Cable, Steve 
Bramley, Jeremy Osborne, Gary Monaghan, Leigh Himsworth, Jeremy Podger, Ayesha 
Akbar and Natalie Briggs.
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While this quarterly Investment Outlook aims to keep investors abreast of developments 
in a range of different asset classes and geographical areas, recent events have shown 
how difficult it can be to predict how these will perform in any given circumstances. This is 
particularly relevant today as the investment landscape changes due to persistently high 
inflation and a co-ordinated tightening of monetary policy. Investors are having to relearn 
investment lessons from previous eras. In this evolving environment, the importance of 
diversification cannot be overstated even if a simple bond/equity split has failed to deliver 
more recently. Investing is proving to be more challenging than ever against a fast-changing 
backdrop, but opportunities are emerging. 

For a video update on each asset class and region, scan the QR code on each article or visit 
fidelity.co.uk/investmentoutlook

Managing investment risk is about balancing the chance of loss with the potential for returns 
over time. A higher level of investment risk – usually found in individual equities – often 
means that the potential for growth is greater, but there’s also a greater possibility that the 
value of your investments might fall. At the other end of the spectrum, cash carries little or no 
investment risk other than the possibility that inflation will eat into the value of your savings. 
Bonds, especially those issued by governments, can be lower in investment risk, but they’re 
also likely to deliver lower potential returns. Inflation and rising interest rates can also be 
very damaging to the value of bonds over time due to their fixed income and fixed return of 
capital at maturity. This image shows the level of risk associated with the potential returns of 
a range of asset classes. A good way of ensuring your investments have a suitable level of 
risk is to diversify your portfolio across this risk-return spectrum.

Cash funds Bond funds Alternatives Equity funds Individual equities

Lower risk – lower potential return Higher potential return – Higher risk

The risk-return spectrum

Asset classes and 
world stock markets
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For a brief video update on shares, scan the QR code 
or visit fidelity.co.uk/investmentoutlook

Shares
Current view  Positive | 3 month change u Unchanged

The key drivers of stock markets in 2022 
were clear at the beginning of the year and 
remained so – inflation and interest rates. 
Markets did not fall because these issues 
were unexpected but because they turned 
out to be bigger problems than forecast.

Looking ahead the big questions also seem 
clear. Again, the uncertainty is not around the 
issues themselves, but their scale and timing. 
We think investors will be focused on three 
factors: inflation and interest rates remain in 
the spotlight; in addition, markets will watch 
earnings and valuations closely; the final 
factor will be sentiment and fund flows.

The bear market is now a year old. This makes 
it relatively short in historic terms (the average 
duration is about 19 months). By itself this 
argues for the October low not being the end 
of the correction and we would expect that 
low point to be retested.

Of the other triggers for a shift from bear 
to bull the one that is closest is valuation. 
The average multiple of price to earnings 
started falling in 2021, before the market 
peaked last January. The fall in valuations has 
now met the usual peak to trough contraction 
of around a third, so while multiples could fall 
further the reset has now largely happened.

Another key trigger is earnings. Forecasts are 
coming down, but expectations are still high 
when you consider that a recession now looks 
inevitable in the UK and Europe and possible 

in the US. The average fall in company profits 
during a recession is around 18% and current 
forecasts are nowhere near that today.

For the market to turn sustainably higher, 
inflation must be seen to have peaked and 
interest rates to have started falling. The key 
uncertainty here is whether central banks 
will wait too long to pivot, making recession 
deeper than necessary.

The final catalyst for a turn in the market is 
weak sentiment but we are nowhere near 
excessive pessimism. In fact, equity fund flows 
have been curiously strong throughout the last 
year’s bear market.

So, we are probably not at the bottom just 
yet. But timing the turning point is impossible 
so we would encourage investors to start 
positioning for recovery now. Dripping money 
back into the market during the final months 
of the bear market will ensure a full exposure 
to the rally when it comes.

The Select 50 offers a wide range of 
global equity. For more cautious, value-
focused investors we like the Dodge & Cox 
Worldwide Global Stock Fund. A more 
high-octane, aggressive option which could 
do well if there is a sharp initial recovery, 
is the smaller company focused Edinburgh 
Worldwide Investment Trust.
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For a brief video update on bonds scan the QR code 
or visit fidelity.co.uk/investmentoutlook

Bonds
Current view  Positive | 3 month change u Unchanged

The big questions for all bond investors 
are: how far central banks go in their bid to 
conquer inflation; when they decide enough 
is enough and pivot to easier policy; and 
whether they change direction in time to 
avoid a deep and prolonged recession? 

What does seem likely is that interest rates, 
and so bond yields, will probably settle at 
a significantly higher level than we have 
become used to since the financial crisis.

Once the necessary adjustment in valuations 
has been navigated this will ultimately be 
good news for bond investors. The asset 
class will become more competitive from 
an income perspective than it has been for 
many years.

Recession – and how deep and long it turns 
out to be – is a key question for anyone 
considering a bond investment today. On 
the face of it, the growing risk of recession 
argues for government bonds, which will 
become more valuable if rate-setters are 
forced into easing policy.

The question is deciding when that might 
happen and how far it will go. Currently, 
markets appear to be pricing in a more 
aggressive easing of policy than central banks 
are actively contemplating. Obviously, the 
future path of inflation will be a key 
driver of this.

Recession will also determine whether 
corporate bonds are, or are not, attractive at 
today’s yields. Especially in the US, a sharp 
economic downturn would be likely to push 
default rates much higher than is currently 
priced in. Company failures were around five 
times as high during the financial crisis as 
investors are currently expecting.

We think there is a real possibility that central 
banks have already tightened too far and too 
fast. This may well lead to inflation coming 
down much faster than expected in 2023 
(good for government bonds) but with nasty 
knock-on consequences for default rates (bad 
for corporates). The risk/reward balance 
looks better at the higher quality end of the 
bond spectrum.

This is why one of our fund picks for 2023 is the 
Colchester Global Bond Fund, a specialist in 
global government bond investing. A passive 
alternative to this fund would be the iShares 
Global Government Bond ETF.

Important information: There is a risk that 
the issuers of bonds may not be able to repay 
the money they have borrowed or make 
interest payments. When interest rates rise, 
bonds may fall in value. Rising interest rates 
may cause the value of your investment to fall.
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For a brief video update on property scan the QR code 
or visit fidelity.co.uk/investmentoutlook

Property
Current view  Neutral | 3 month change u Unchanged

A bit like the equity market, property may not 
have yet reached its low point in the current 
cycle but most likely it will in 2023.

Property is an inherently illiquid asset and 
values take longer to catch up with changes 
in the economic backdrop. This is one of the 
reasons why real estate investment trusts 
(REITs) can often trade at a wide discount to 
their stated asset value.

The rapid increase in interest rates last year 
completely changed the yield arithmetic 
for property. In 2021 all real estate sectors 
and regions traded at a yield premium to 
investment grade corporate bonds. By last 
year the relationship had reversed and 
investors were able to get a higher yield 
from bonds.

The repricing of property required to correct 
that imbalance will probably continue through 
the first half of 2023. There will then be some 
excellent opportunities to pick up assets at 
attractive prices.

The hope is that there will not be a 
wholesale withdrawal of capital from the 
sector like the ones that characterised the 
1990s recession and financial crisis years. 
Rather a short, sharp pricing adjustment 
could be completed by the middle of this 
year when interest rates should be stabilising 
and hopefully starting to ease back.

In some ways, the property market may see a 
return to a more rational pricing environment. 
For years, low interest rates and a desperate 
search for yield meant there was little 
differentiation between sectors, property types 
or locations. That is likely to change, creating 
opportunities for active property investors.

Another key differential will continue to be 
between properties that are truly sustainable 
in terms of energy efficiency and other rapidly 
evolving regulations and those that are not. 
This carries risks for investors that are not 
on top of the changing landscape, but also 
opportunities for those with an edge.

The Select 50 offers both active and 
passive investment options. The Balanced 
Commercial Property Trust is a closed-
ended investment trust, arguably the best 
way to invest in the sector. Passive investors 
should consider the iShares Global Property 
Securities Equity Index Fund. 

Important information: Funds in the 
property sector invest in property and land. 
These can be difficult to sell so you may not 
be able to cash in this investment when you 
want to. There may be a delay in acting on 
your instructions to sell your investment. The 
value of property is generally a matter of a 
valuer’s opinion rather than fact.
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For a brief video update on commodities, scan the 
QR code or visit fidelity.co.uk/investmentoutlook

Commodities
Current view  Neutral | 3 month change u Unchanged

Commodity prices were a mixed bag in 
2022. A key driver, obviously, was the war in 
Ukraine and its impact on Russian energy 
supply. Equally important were fluctuations 
in the value of the dollar, in which most 
commodities are priced. The lockdown 
and abrupt re-opening of China as its zero 
Covid policy was rigidly defended and then 
abandoned is having an ongoing impact on 
demand too.

Oil is the key commodity in most baskets of 
natural resources, so its sharp rise in the first 
half of the year and equally dramatic decline 
in the second has been the key influence on 
total returns for investors. Such was the scale 
of the rise in the oil price in the aftermath of 
the invasion of Ukraine that, despite recent 
falls, commodities still ended 2022 as the 
best performing asset class for the second 
year running.

Whether 2023 turns out to be the third year 
in a row will depend in large part on how 
deep and protracted the economic downturn 
is this year. Commodity pricing is much more 
volatile than for other assets because it 
performs an economic function of matching 
supply and demand in the short term. 

In the longer run, commodity prices are 
determined by structural demand and by 
investment in new capacity. Changes in 

demand might relate to the greening of 
energy infrastructure – building wind turbines 
or rolling out electric vehicles, for example. 
The investment question is partly a question 
of price – is it worth investing? – but also 
competition for capital.

Gold is largely driven by real interest 
rates, with gold becoming more attractive 
as inflation runs ahead of interest rates 
and bond yields. In this negative real rate 
environment, gold’s major drawback – its 
lack of yield – is less of a headwind. This is 
one of the reasons that gold acted as a 
useful hedge last year.

Whether that continues to be the case this 
year, if inflation falls more quickly than 
expected and central banks keep rates higher 
for longer, is questionable. Equally, however, 
the precious metal may retain its lustre if 
interest rates start to fall and a higher level of 
inflation is considered politically acceptable.

Gold can be a useful diversifier in a 
balanced portfolio and the Select 50 offers a 
pure investment through the iShares Physical 
Gold ETF and an indirect investment through 
gold mining shares via the Ninety One 
Global Gold Fund.
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For a brief video update on the United States, scan the 
QR code or visit fidelity.co.uk/investmentoutlook

United States
Current view  Positive | 3 month change p Upgrade

The US was hard hit in 2022 by rapidly rising 
interest rates. Its weighting to high-growth 
technology stocks, the value of which is 
greater in a low interest rate environment, 
ensured that it was in the eye of the 
monetary tightening storm last year.

The fall on Wall Street was largely about 
lower valuation multiples, with the squeeze 
in price-earnings ratios that began in 2021 
continuing throughout 2022. By contrast 
corporate earnings held up as the strong US 
jobs market kept recession at bay.

Looking forward then, the outlook for a soft 
economic landing and so resilient company 
profits will be key to whether US markets 
stabilise or stage one more leg down this year.

The second key driver of markets this year 
will be the trajectory of inflation and therefore 
whether or not the Federal Reserve feels it 
can take its foot off the monetary brake by the 
early summer. The current expectation is that 
interest rates will rise to a peak of about 5.25% 
by May and then pause before starting to fall 
back to a more neutral level later in the year.

So, the optimistic view is that inflation rolls 
over, that rates peak and quickly retreat, that 
earnings remain flat year on year and that 
investors start to look through this transition 
year to renewed growth in 2024. Were all 
that to fall into place, it would be reasonable 
to expect the S&P 500 to end the year at 
around 4,000 with momentum on its side.

The more pessimistic view is that there is a 
harder landing for the economy which leads 
to a decline in corporate earnings and in turn 
reduced risk appetite for investors. Lower 
earnings and a less optimistic valuation 
multiple could send the benchmark back to 
the low 3,000s. A rally would therefore start 
from a lower base and take longer.

The balance of these two possible scenarios 
argues for a relatively defensive approach 
to the US to start with this year, becoming 
more positive as the year goes on. Obviously 
finessing the market in this way is not really 
practical for most investors, so our suggestion 
is to drip feed money into the US equity 
market steadily through the year across a 
range of investment styles.

The Select 50’s US funds make this a 
relatively simple matter. The Brown Advisory 
US Sustainable Growth Fund is a good 
growth-focused option and complements the 
more value-focused approach of the Dodge 
& Cox Worldwide US Stock Fund. For more 
adventurous investors, and maybe waiting 
until a bit later in the year for this, the T Rowe 
Price US Smaller Companies Equity 
Fund is worth considering. And for low-
cost US exposure, we have the Vanguard 
S&P 500 ETF.

13Investment Outlook – Q1 2023

http://www.fidelity.co.uk/investmentoutlook
https://video.fidelity.tv/view/752fZiJMFvsVg2dhneFK6H


For a brief video update on Europe, scan the QR code 
or visit fidelity.co.uk/investmentoutlook

Europe
Current view  Neutral | 3 month change p Upgrade

European stock markets had a volatile and 
ultimately disappointing 2022. This is hardly 
surprising when you consider the region’s 
proximity to the key geo-political event of 
the year and its vulnerability to soaring 
energy costs.

In that context, investors will probably 
view a 15% fall for the year as a whole 
as a reasonable result. Things looked 
considerably worse at the end of September 
when European markets were down 30%.

The big rally in the fourth quarter removes 
some of the valuation attraction of European 
shares but they still stand at a big discount 
to the US market. The question is how much 
of that remains justified by a still challenging 
economic situation.

The first consideration is how far corporate 
earnings might fall this year if, as seems 
certain, the region suffers a recession. 
Typically, European earnings can fall as much 
as 30% in an economic downturn, but we 
expect a milder slowdown this time thanks 
to the region’s sector bias to commodities 
and financials and exposure to China’s 
re-opening. 

The second concern is the extent to which 
energy costs return as a significant problem 
later this year. The winter so far has been 
relatively mild and storage facilities were 

restocked relatively easily. Doing so again 
this summer might prove trickier if there is 
more competition from a recovering China 
for global supplies.

The re-opening of China should be good 
news for Europe. China is a key engine 
of growth and European markets are 
international, with a fifth of sales in the Stoxx 
600 coming from Asia Pacific. The market has 
been quick to price this in, however.

The recent rally puts European shares on 
around 12 times earnings. A cheap valuation 
provides some protection against a growth 
slowdown but it will not shield investors 
completely. Valuations are not at historically 
low levels and during periods of high inflation 
like the 1970s they were significantly lower.

The Select 50’s Europe category provides a 
good spread of investment styles. Growth 
opportunities can be played via the Comgest 
Growth Europe Fund. 

A more defensive, value-focused option would 
be the Schroder European Recovery Fund. 
The passive option is the Vanguard FTSE 
Developed Europe ex UK ETF.
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For a brief video update on the United Kingdom, scan the 
QR code or visit fidelity.co.uk/investmentoutlook

United Kingdom
Current view  Positive | 3 month change p Upgrade

The economic outlook could hardly be more 
challenging this year, with most observers 
expecting the UK to have a tougher 2023 
than any of its G7 counterparts. At the same 
time, the FTSE 100 is cheap historically and 
versus other comparable stock markets.

The UK economy contracted in the third 
quarter, and this is likely to mark the start of a 
protracted, if not necessarily particularly deep, 
recession. There are four key areas of concern.

The first is the soaring cost of energy, which 
is already squeezing consumer spending. 
Although some were able to increase savings 
during the pandemic, these tended to be 
wealthier households which have a lower 
propensity to spend. It is the cost-of-living 
shock for the poorest that will hit consumption 
hard this year.

The next concern is inflation, which may be 
rolling over but remains higher than in the US 
and Europe thanks in part to labour market 
constraints. Wages have remained resilient 
despite the slowing economy, suggesting that 
this source of inflation could be sticky. 

The housing market is a key driver of 
sentiment in the UK and thanks to soaring 
mortgage costs and the high number of fixed 
rate loans due to be renewed over the next 
couple of years, house prices look vulnerable. 

Finally, the fiscal outlook is tougher than it 
was. The tightening announced in the Budget 
in the autumn is backloaded but starts to 
kick in this year, with higher taxes and lower 
spending. On top of all this, the Bank of 
England faces a credibility test. As long as 
the Fed keeps up the attack on inflation, 
the Bank will have to follow suit to avoid 
collateral damage to sterling.

There are two pieces of good news to counter 
this gloomy outlook. First, as we know, the 
UK stock market is unusually global and it is 
weighted towards sectors that will perform 
relatively well in an inflationary environment, 
such as energy and financials. Second, the 
market is cheap. The FTSE 100 trades on a 
single digit multiple of expected earnings. 

Having an exposure to the UK paid off 
in 2022 and it should remain a part of a 
balanced portfolio, not least for its income 
attractions with a yield on the FTSE 100 
of over 4%. Income seekers should look 
at the Franklin UK Equity Income Fund. 
Other options on the Select 50 include 
Liontrust UK Growth Fund and Fidelity 
Special Situations Fund. We also have 
low-cost passive funds tracking the FTSE 100 
and FTSE 250.
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For a brief video update on Asia and emerging markets, scan 
the QR code or visit fidelity.co.uk/investmentoutlook

Asia and emerging markets
Current view  Positive | 3 month change p Upgrade

Asian and emerging market shares have 
been hit in the past year by a nasty cocktail 
of rising interest rates, slowing growth and a 
strong dollar. These challenges will remain in 
place in the first half of 2023, so patience will 
be required.

The first and last of the three challenges – 
interest rates and the dollar – are of course 
linked which suggests that a key event this 
year will be the point at which it becomes 
clear that the Fed feels its inflation-fighting 
job is done. 

Slowing growth is likely to be a longer-term 
issue and one that has a particular impact 
on Asian markets, the fortunes of which are 
closely linked to the ups and downs of the 
global economy. The good news is that the 
outlook for growth in China should improve. 
Equally, the base case is that the US is 
heading for a relative soft landing. 

Corporate earnings are going through 
a period of sub-par growth with just 3% 
pencilled in for this year before a significant 
improvement to 12% or so next year. With 
valuations having fallen to low double 
digits, markets are fairly priced and so it is 
reasonable to expect them to move in line 
with earnings. As with many other markets 
discussed in this report, the first half of the 
year is a time to position portfolios for better 
returns later in the year and into next.

It is hard to generalise about such a varied 
investment landscape and there is plenty of 
difference between different markets in terms 
of growth potential and valuation. India, for 
example, is one of the most exciting markets 
in terms of growth but also far and away the 
most expensive destination in the region.

Likewise, China has many country-specific 
factors. Its politics, geo-political influence, 
demographics and, recently, its idiosyncratic 
Covid policy mean it is a special case. 
Re-opening is the key to China this year. 
Longer term it is clearly a positive. In the 
short run a rise in infections makes things 
less predictable.

A diversified portfolio should definitely have 
an exposure to Asia and other emerging 
markets. The Select 50 has a good spread 
of funds with different investment styles and 
geographic focus. Growth focused options 
include the Comgest Growth Emerging 
Markets Fund, Fidelity Asian Smaller 
Companies Fund and Stewart Investors 
Asia Pacific Leaders Sustainability Fund. 
Value investors should look at Schroder 
Oriental Income Fund, an investment trust, 
and Lazard Emerging Markets Fund.
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For a brief video update on Japan, scan the QR code 
or visit fidelity.co.uk/investmentoutlook

Japan
Current view  Positive | 3 month change u Unchanged

Japan was one of the better-performing 
markets in 2022 in local currency terms, in 
large part due to its low starting point from 
a valuation perspective. On only around 12 
times expected earnings, much of the bad 
news was priced in at the start of the year 
and the Nikkei went largely sideways.

Due to Japan’s persistent low interest rate 
policy, however, the yen plumbed new 
depths during the year and this made 
holding Japanese assets less attractive to, in 
particular, dollar-based investors.

There are, however, a number of positive 
signs as we enter 2023 that suggest that 
Japan may be on the cusp of a period of 
outperformance again. A combination of 
policy shifts within both government and the 
Bank of Japan point to a renewed sense of 
reform in Japan, which typically is what grabs 
the attention of overseas investors.

On the political front, the year old Kishida 
regime is seen to be flexing its muscles in 
a bid to persuade Japanese companies 
to share some of the benefits of the 2012 
Abenomics reforms with workers who have 
endured stagnant wages for years. Above-
inflation wage growth is seen as a key to 
driving sustainable demand-driven inflation.

Meanwhile on the monetary policy front, the 
Bank of Japan recently surprised the market 
by tweaking the bands within which it pegs 

Japanese bond yields close to zero. This is 
being viewed as a first step towards Japan 
joining the rest of the world’s push towards 
normalised interest rates. This in turn has 
boosted the yen making Japanese shares 
more attractive to foreign buyers.

These reforms are key to changing the 
perception of Japan a decade after the 
excitement of Abenomics persuaded 
investors that the country was serious about 
putting growth and the rights of shareholders 
at the top of the agenda. The early stages 
of a new reform push tend to be the best 
moment to get exposure to Japan.

Other positives include: post-Covid re-
opening, which will boost tourism and the 
country’s service sector; higher defence 
spending as regional tensions increase; and 
the market’s low valuation. Japan was a good 
diversifier last year, and I would expect it to 
be so again in 2023.

The Select 50 offers a balance of growth 
potential through the Baillie Gifford 
Japanese Fund and a more contrarian, 
value focus via the Schroder Japan Growth 
Fund, an investment trust that specialises in 
smaller companies. Passive investors can get 
exposure to the Japanese market through the 
iShares Core MSCI Japan ETF. 
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In summary
Hope springs eternal at this time of the 
year. This is particularly the case after such 
a difficult year for investors as 2022 turned 
out to be. It would be naïve to think that the 
issues that dogged markets last year will 
simply disappear because the calendar has 
flipped over, but there are good reasons to 
believe that the next 12 months should be 
better than the last.

The key point to remember is that financial 
markets are discounting mechanisms. They 
are not really interested in what is going 
on today but what they expect to happen 
tomorrow. Last year was all about high and 
persistent inflation and rising interest rates. 
This year the real economy will bear the brunt 
of central banks’ assaults on rising prices, but 
markets will start to look through the ongoing 
challenges to better times ahead.

This is why patience will be a virtue this 
year. The time to position your portfolio for 
the recovery is before it begins. Markets 
move quickly and waiting for signs of green 
shoots will ensure that you are too late to 
benefit. The first half of 2023 will be a time to 
grit your teeth and get fully invested again. 
Dripping money into the market month by 
month will reduce the risk of investing heavily 
ahead of another leg down and should 
ensure that some of your investments are 
made close to the bottom of the cycle.

The Select 50 is a great way to get 
exposure to the various themes and ideas 
discussed in this report so please do take 
the time to explore the funds listed on the 
next few pages. Here’s to a happy and 
prosperous 2023.
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Welcome to Fidelity’s 
Investor Centre
Come and meet us face-to-face at our 
Investor Centre in London, which is 
conveniently located opposite Cannon 
Street station. 

There’s no need to book an appointment. 
Simply pop in if you need support with any 
of the below:

 ■ Help with opening an account – whether 
you’re a new or existing customer we can 
support you with application forms and 
verifying identification documents. 

 ■ Assistance with legal documents – 
such as helping with Power of Attorney 
certification, or showing you what to do 
when someone you love dies who invests 
with us. 

 ■ General investment guidance – we can 
also take you through the online tools on 
guidance that are on offer.

If you’d like to find out more about our 
Wealth Management and Advice services 
(for anyone who has over £100k to invest or 
more complex financial needs), please get 
in touch to make an appointment. 

Or, if you’re already a Wealth Management 
member, the Investor Centre is a great place 
to catch up with your Relationship Manager 
or Adviser.

How to find us:

FENCHURCH STREET

UPPER THAMES STREET 

LOWER THAMES STREET

LO
N

D
O

N
 B

R
ID

G
E

QUEEN VICTORIA STREET 

 

QUEEN VICTORIA STREETCANNON STREET  

 

CANNON STREET 

A
10

SO
U

TH
W

A
RK

 B
RI

D
G

E

CHEAPSIDE

KIN
G

 W
ILLIA

M
 STREET

CANNON
STREET

MANSION
HOUSE

HMS Belfast

Borough Market

Southwark
Cathedral

The Royal Exchange

Millenium Bridge

St Paul’s Cathedral

Shakespeare’s
Globe

BANK

MONUMENT

LONDON
BRIDGE

  111 Cannon Street 
London 
EC4N 5AR

We’re open Monday to Friday, from 9am to 
5pm, excluding bank holidays.

  Soraya Wetherell, 
Investor Centre Manager

Pop in or call 
us to make an 
appointment:

0800 368 6818

19Investment Outlook – Q1 2023



The Select 50:  
Our favourite funds – 
selected by experts
With thousands of funds to choose from, building your portfolio can be a real challenge but 
Select 50 can help you choose from the range of funds available on our website. For more 
information on how these funds are selected visit fidelity.co.uk/select. The Select 50 is not 
advice or a personal recommendation to buy funds. Equally, if a fund you own is not on the 
Select 50 we’re not recommending you sell it. You must ensure that any fund you choose to 
invest in is suitable for your own personal circumstances. 

Please be aware that past performance is not a reliable indicator of what might 
happen in the future. The value of investments and the income from them can go down 
as well as up, so you may not get back what you invest. For funds that invest in overseas 
markets, the returns may increase or decrease as a result of currency fluctuations. 
Investments in small and emerging markets can be more volatile than other more 
developed markets. For funds launched less than five years ago full five-year performance 
figures are not available. 

Standardised performance data (%) over the past five years

%  
(as at 31 December) 2018 2019 2020 2021 2022

Morningstar  
Fund Rating

Asia and emerging markets

Comgest Growth Emerging Markets Fund -14.4 12.0 12.6 -19.6 -11.8 JJ

Fidelity Funds – Asian Smaller Companies -3.4 0.8 11.5 16.3 5.2 JJJJJ

HSBC MSCI All Countries Far East ex Japan ETF -8.5 13.9 21.7 -7.6 -12.6 JJ

iShares Core MSCI Emerging Markets ETF -9.3 12.7 14.9 0.7 -10.2 JJJJ

Lazard Emerging Markets Fund -13.3 13.9 -2.4 6.7 -5.1 JJJ

Schroder Oriental Income Fund -6.0 15.6 5.9 6.7 0.3 JJJJ

Stewart Investors Asia Pacific Sustainability Fund 5.4 3.8 24.2 12.9 -9.0 JJJJJ
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%  
(as at 31 December) 2018 2019 2020 2021 2022

Morningstar  
Fund Rating

Bonds

AXA Sterling Credit Short Duration Bond Fund -0.3 3.2 2.3 -0.1 -4.2 JJJJ

Colchester Global Bond Fund  - - 7.5 -7.3 -4.2 JJJ

iShares Global Corporate Bond ETF 1.7 8.4 6.8 -2.7 -5.9 JJJ

iShares Global Government Bond ETF 5.2 2.5 5.7 -5.7 -7.9 JJJ

JPM Global High Yield Bond Fund -3.7 12.8 4.3 5.7 -10.8 -

Legal & General Emerging Markets Government 
Bond Index Fund

-1.2 9.0 -0.9 -8.3 -0.3 JJJ

M&G Corporate Bond Fund  -2.5 11.3 6.0 -1.8 -15.3 JJJJ

M&G Emerging Markets Bond Fund 0.6 12.0 2.3 -1.4 -2.2 JJJJJ

M&G Global Macro Bond Fund 3.7 4.4 8.8 -4.0 -3.2 JJJ

Royal London Short Duration Global Index 
Linked Fund

-0.6 4.2 4.9 4.7 -4.7 JJJJJ

Vanguard Global Short-Term Bond Index Fund 0.3 2.7 2.8 -0.9 -5.8 JJJJ

Europe

Comgest Growth Europe ex UK Fund -1.0 28.3 18.6 26.1 -16.3 JJJJJ

Schroder European Recovery Fund  -12.6 15.5 -6.9 17.3 6.6 J

Vanguard FTSE Developed Europe ex UK ETF -9.7 20.5 8.6 16.1 -7.0 JJJJ

Global

BNY Mellon Long Term Global Equity Fund 2.7 24.8 14.5 19.7 -9.3 JJJJ

Dodge & Cox Worldwide – Global Stock Fund -7.8 18.8 2.2 21.4 4.9 JJJJ

Edinburgh Worldwide Investment Trust -3.4 33.5 87.7 -21.0 -39.8 JJJ

Fidelity Global Dividend Fund 2.2 20.5 6.0 12.8 0.2 JJJJ

Fidelity Global Special Situations Fund  -6.5 22.3 17.8 16.6 -10.4 JJJJ

Rathbone Global Opportunities Fund -0.5 26.3 31.3 20.5 -20.4 JJJJJ

Schroder Global Recovery Fund -8.1 17.9 -7.3 23.9 1.6 JJ

Vanguard FTSE All-World ETF -4.7 22.0 12.2 20.0 -8.4 JJJJ

Japan

Baillie Gifford Japanese Fund -12.6 18.5 18.6 1.1 -13.8 JJJJ

iShares Core MSCI Japan ETF -9.2 14.7 11.0 1.6 -6.2 JJJJ

Schroder Japan Growth Fund -16.3 9.2 3.8 9.6 -2.1 JJJ

The Select 50 is liable to be changed between publication dates for the Investment 
Outlook. For the most up‑to‑date list please visit www.fidelity.co.uk/select50
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Source: Morningstar from 31.12.17 to 31.12.22. Basis: bid to bid with income reinvested in GBP. Excludes initial charge. The 
fund’s primary share class according to the IA is shown. For the latest yields please call 0800 41 41 61 or visit fidelity.co.uk

%  
(as at 31 December) 2018 2019 2020 2021 2022

Morningstar  
Fund Rating

North America

Brown Advisory US Sustainable Growth Fund  - - - 31.0 -22.8 -

Dodge & Cox Worldwide – US Stock Fund -2.2 19.5 2.3 32.6 2.8 JJJJ

T.Rowe US Smaller Companies Equity Fund -0.6 32.8 25.7 16.8 -10.2 JJJJJ

Vanguard S&P 500 ETF -0.1 26.5 13.7 31.0 -9.0 JJJJJ

Alternatives

Balanced Commercial Property Trust -4.4 -2.4 -28.3 37.8 -11.8 -

First Sentier Global Listed Infrastructure Fund -6.3 23.9 -7.6 15.1 -2.0 -

International Public Partnerships Limited  2.4 13.8 6.9 4.4 -6.7 -

iShares Global Property Securities Equity Index 
Fund

0.1 17.7 -11.8 28.3 -15.4 JJJ

iShares Physical Gold ETC - 14.6 19.9 -2.8 11.8 -

Ninety One Diversified Income Fund 0.5 5.5 4.7 1.5 -5.4 JJJJ

Ninety One Global Gold Fund -0.6 37.1 24.2 -11.7 1.0 JJJJ

Pyrford Global Total Return Fund  -1.6 5.1 2.3 3.3 1.4 JJJJJ

UK

Fidelity Special Situations Fund  -13.5 21.7 -12.0 23.7 -0.5 JJJJ

FTF Franklin UK Equity Income Fund -8.9 23.7 -11.4 17.9 2.3 JJJJJ

iShares Core FTSE 100 ETF -8.8 17.2 -11.5 18.3 4.7 JJJJ

Liontrust UK Growth Fund  -6.1 19.9 -8.3 21.0 -1.1 JJJJJ

Vanguard FTSE 250 ETF -13.4 28.6 -4.7 16.7 -17.5 JJJJ

Before you invest, please ensure you have read Doing Business with Fidelity and the Key 
Investor Information Document (KIID) or Fund Specific Information Document (FSI), relevant 
to your chosen fund(s). These documents give you all the information you need to know 
about Fidelity, including details of the objective, investment policy, risks, charges and past 
performance associated with the fund(s). Instructions on how to access these documents 
can be found at fidelity.co.uk/importantinformation. If you do not have a computer or 
access to the internet please call Fidelity on 0800 41 41 61 to request a printed copy of the 
documents. The Full Prospectus is also available on request from Fidelity.
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It feels that even the most straightforward of 
finances have been complicated by the current 
economic and political landscape. So, if you’re 
still wondering what to do with your portfolio – 
even after reading this Investment Outlook – don’t 
worry, our financial advisers are here to help. 

Personal financial advice
Our financial advisers can really help cut through 
the noise when so much change is afoot and bring 
a fresh perspective to your finances. They will:

 ■ Advise on the investment approach of 
your portfolio 

 ■ Help give you greater peace of mind

 ■ Maximise your tax efficient investments

Financial advice will only be suggested if it’s 
right for you. That’s why a free, no-obligation, 
informal chat is offered in the first instance.

Important Information – The value of investments 
can go down as well as up so you may get back 
less than you invest. 

Not sure what to  
do next? Our financial 
advisers can help.

Simply call 
0800 222 550

Or, visit 
fidelity.co.uk/ 
advice

http://www.fidelity.co.uk/services/advice
http://www.fidelity.co.uk/services/advice
http://www.fidelity.co.uk/advice
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go further:

 ■ Over 400 investment professionals 

around the world
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UK investors

 ■ Detailed investment approach 
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