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The months of November and December are all about expectations management in most family homes in the UK, as 
(occasionally unrealistic) children’s expectations for Christmas presents come into conflict with the economic realities 
of family budgets. It is little different in global equity markets—particularly in 2022. 

Investors are hoping for a seasonal gift from Federal Reserve (Fed) Chair Jerome Powell and his colleagues in the 
Policy Committee. A pivot away from the rapid pace of monetary tightening would be high on the Christmas wish list 
for many after a punishing 2022. With cash balances high, according to fund manager positioning surveys—any such 
change of tone by the Fed would likely release a substantial rally in equity markets. 

As ever, however, it pays to be realistic and Powell certainly set a fairly cautious tone at his month-end press 
conference. He talked repeatedly of the need for rates to potentially go higher than he had previously expected (and 
stay there) for longer. Why did anyone expect anything else? The Fed is clearly determined to establish its inflation-
fighting credibility after years of being challenged by markets. It has certainly not been obvious who is leading who 
in recent years, with periods of equity and credit market volatility often appearing to steer monetary policy, rather 
than the opposite.  

Policy makers probably don’t enter that job to be popular, but the current incumbents have certainly not been 
courting popular opinion in recent months. The Fed has been engaged in almost unprecedentedly fast monetary 
tightening in recent months, to put the inflation “genie” back in the bottle (we’ll not devote any time here to 
considering the Fed’s own role in creating that genie). During this process, interest rate hikes (and expectations of 
more to come) have lifted US mortgage rates above 7%. These levels have not been seen for more than 20 years (well 
beyond the career horizons of many equity market participants). In the process, the monthly service cost of a US 
mortgage has risen 50%, relative to the same time last year. This increased cost of living (along with higher energy 
costs) will doubtless weigh on consumption over time.  

The cost of the change in monetary policy regime is not only being felt by US consumers, however. The value of the 
US government bonds that the Fed bought so aggressively during the years of quantitative easing have been falling 
sharply too. Although the losses on these purchases are only accounting entries at this stage, they are significant— 
running into hundreds of billions of US dollars. 

Having invested so much in getting to the point where financial conditions may finally be having some impact on 
economic activity (and investors’ approach to risk), why would the Fed make any explicit announcement, sounding 
the all clear and encouraging a return to the exact set of conditions that they are trying to change? Instead, it seems 
more likely to us that any shift in approach will be far more nuanced when it does come. It will be at least as important 
to watch what the Fed are doing as what they are saying.   

We believe that we are probably past the period of peak inflation and near the point of peak hawkishness on monetary 
policy. What happens next, however, and what will not? It will hopefully surprise none of our clients that we think 
that we have high conviction around one thing that will not happen—that is a quick return to the policy (or economic) 
conditions that have characterized much of the last 20 years. The cost of raising capital is expected to prove higher 
for longer and the impact of this will likely be felt for years to come—even after the Fed stops hiking rates. Similarly, 
the investor positioning that has accumulated over the years of loose monetary policy will take some time to reflect 
this new reality. Our sense is that a lot of people still expect a quick return to the familiar themes that have proven 
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popular (and profitable) over the last few years. The derating of the technology and communication services sectors 
likely has more to go as these views are challenged.   

It is often difficult to separate what we need from what we want. Our view is that what the world needs will inform 
investment spending in the coming years—rather than what we want. We are continuing to position for this via 
increased exposure to structural requirements, such as cheaper energy and affordable healthcare.  

In conclusion, 2022 has been a punishing year for equity investors and investor expectations continue to be 
dampened by macroeconomic risks, from potential Fed policy error to an escalation of the conflict in Ukraine. Some 
of the factors that have shaped 2022 look less likely to recur in 2023 (for instance, supply chain duress because of 
COVID containment) but others will likely last longer (most notably a higher cost of capital, even if peak US interest 
rates are in sight). We are cautiously optimistic that less aggressive monetary policy will eventually make 2023 a kinder 
year for equity markets but there may yet be shocks to overcome.  

Against such an uncertain background, we are continuing to focus on Future Quality companies with proven cash 
generation and where their valuations look attractive even if the equity risk premium remains elevated. Some of these 
companies have not been in the vanguard of market leadership over the last decade or so but history tells us that this 
is a positive. Market leadership post a bear market (like the one in 2022) is very rarely the same as that leading into it.    

 

 

 

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are 
recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not 
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. Opinions stated in this document may change without notice. 

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell. 

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements. 

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 
AM is strictly prohibited. 

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional 
clients as defined in the FCA Handbook of Rules and Guidance. 

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630). 

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of 
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management 
Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 



 

For sophisticated investors only • en.nikkoam.com 3 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko 
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only 
and must not be passed to, issued to, or shown to the public generally. 

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement 
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait. 

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United 
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 
full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients. 

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors. 

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 
whatsoever nature within the territory of the Sultanate of Oman. 

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be 
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 
regarding the Strategies should be made to Nikko AME. 

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request. 

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof). 

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 

 
 


