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Voiceover: Hello, and welcome to Fidelity Connects – a Fidelity Investments Canada podcast – connecting you to the 
world of investing, and helping you stay ahead.

Joining us again today to provide his analysis of global markets is Tom Stevenson, Investment Director at Fidelity 
International, based in London. The G7 summit wrapped up last week in Germany where leaders of the world’s seven 
richest countries discussed a number of global issues, particularly an end to Russia’s war in Ukraine. As fears of a global 
recession loom, we’ve seen the price of oil slipping and commodities such as copper are trading at a 17-month low. 

Among other topics today, Tom and host Pamela Ritchie look at earnings, the bond market, and the big topic of inflation, 
including if a recession is on the horizon. Tom notes that the Bank of England is expected to raise rates this month, and 
shares that the increase in cost of living is hitting people hard in the UK. Wages are front and centre as people are dealing 
with increases in the price of food, energy and more. Tom also explains how this has led to strikes. 

This podcast was Recorded on July 4, 2022.

[01:12]

The views and opinions expressed on this podcast are those of the participants and do not necessarily reflect those of 
Fidelity Investments Canada ULC or its affiliates. This podcast is for informational purposes only, and should not be construed 
as investment, tax, or legal advice. It is not an offer to sell or buy or an endorsement, recommendation or sponsorship of any 
entity or security cited. Read a fund’s prospectus before investing. Funds are not guaranteed. Their values change frequently, 
and past performance may not be repeated. Fees, expenses and commissions are all associated with fund investments.

[00:01:51]

Pamela Ritchie: Well, we can begin on any of these fronts. Let’s put recession as the question that needs to be at least 
looked at more closely. What’s happened literally just today? We had that big meeting as we said last week; world 
leaders crafting maybe a new way forward. What do we need to focus on this morning?

[00:02:11]

Tom Stevenson: You mentioned Germany there and the pressures on German business. I think that’s one key thing that 
came up today. We had some trade figures out of Germany, and they were pretty surprising because they showed the 
first trade deficit for Germany since 1991. That is going right back to a couple of years after the fall of the Berlin Wall, 
the reunification of Germany. Ever since then the powerhouse of the European economy, Germany, has been firing on all 
cylinders. It’s an indication of the significance of what’s going on, in particular with the rising cost of energy in Germany. 
Germany obviously imports a lot of energy from Russia. That’s raised the cost of its imports. And, at the same time, 
because of the sanctions, the export trade from Germany to Russia, and to China as well, has been hit. For the first time 
in just over 30 years, we’ve had a negative trade balance in Europe’s most important economy.
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[00:03:30]

Pamela Ritchie: It’s quite fascinating. When we spoke to you a couple of weeks ago, the world is dealing with travel-
related strikes. This is not a local story. There is a bit of an update in terms of the wages being negotiated for various 
aspects of the British economy. Take us through again where that is today and ultimately what it means for the economy. 

[00:03:56]

Tom Stevenson: Wages are front and centre at the moment. They’re particularly front and centre in the UK, I think, for 
historical reasons and UK-specific reasons. For the last 10-12 years we’ve had an environment of essentially austerity, 
which has pushed down on in particular public sector wages. And then we’ve been hit by this tsunami of inflationary 
pressures, the cost-of-living crisis in the UK, rising energy prices, rising food prices, that has hit a lot of people very hard. 
Unsurprisingly, we’re seeing a response from the unions in a way that we haven’t seen in maybe 30 or 40 years in the 
UK. We had the rail strikes a couple of weeks ago that we talked about. That is now spilling out into other areas of the 
economy. One which may come as a surprise to some people is to hear that barristers, the lawyers -and, in particular, the 
lawyers who work on taxpayer funded legal aid work- are on strike this week. They’re saying: “you would be surprised, 
you would be amazed at how little we are paid to do this really important social service. Essentially, providing justice to 
people that can’t afford it”. So, they’re on strike. 

[00:05:20]

You mentioned travel. We’ve had lots of chaos in the airlines at the airports. Again, this is not a UK-specific problem. 
This is a problem elsewhere but just today, in fact on that, the chief operating officer of EasyJet -which is one of the two 
leading low-cost airlines- actually stood down as a consequence of the chaos at the airport. There’s a lot of talk about 
a rerun of the 1970s and I’m old enough to remember the chaos, the industrial chaos of those years ... just about. I was 
fairly young at the time. 

[00:05:57]

Pamela Ritchie: You were just a pup. 

[00:06:01]

Tom Stevenson: I was a fairly large pup at that point. There are some similarities; it’s true. 

[00:06:08]

Pamela Ritchie: The price of everything is going up. You and I mentioned this before, but the budget airline model is 
tough. Even if you try and book a seat on Air Canada, they get you because you don’t buy a seat, you buy the ticket and 
then you have to buy your seat and then you have to buy ... the cost of a ticket is certainly not what the sticker says and 
that’s because things are expensive. 

[00:06:33]

Tom Stevenson: Yes. It’s not just the cost, actually, it’s whether the flight is actually going to go. I was at an airport a few 
weeks ago, actually had a very amusing conversation with a lady who said, when you buy a ticket from an airline these 
days, the booking is actually pretty much advisory. There’s no guarantee there. 
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[00:06:55]

Pamela Ritchie: We’ll do our best to make this get off the ground. 

[00:06:59]

Tom Stevenson: Best endeavours, on a best-endeavours basis we’ll get you from A to B. On that, interestingly, the other 
principle low-cost airline here in the UK is called Ryanair and the boss of Ryanair, Michael O’Leary, was saying over the 
weekend that he expects airline fares to rise for the next five years. He’s saying the model just doesn’t work. Of course, 
this is being reflected in all the chaos because the airlines are working on far too fine margins and maybe we just have 
to realize that there are some things that these days we have to pay a bit more for whether that’s food or whether that’s 
airlines. This is part of this inflationary process that we’re working through. 

[00:07:44]

Pamela Ritchie: Fascinating. And how we invest into the areas where there will be an ability to raise those prices, 
the so-called pricing power. Before we get out of all this -because we are kind of talking around the topic of inflation, 
generally speaking- let’s take a look at what the Bank of England, but what all central banks have been put in the 
position of doing. Are they going too far? We often hear that the real effect won’t come in to bite properly for a few 
months down the road but there’s a lot of movement on the central bank front. What do you see from a UK perspective of 
the ECB? 

[00:08:23]

Tom Stevenson: I think it’s a really interesting question of are they going too far? I think it varies from bank to bank. You 
could argue that layering on higher interest rates on an economy which is already feeling pretty fragile, on consumers 
who are feeling the pinch from higher cost of living and on businesses which are feeling the costs from higher input costs, 
is that really the answer? You’re essentially raising interest rates into a recession. Question mark: Is that the right thing to 
do? Clearly, central banks are at different stages of that process. The Federal Reserve has been more aggressive. They’ve 
really been acting on this since the beginning of the year. The ECB is really just getting into its stride. We’re going to get 
the first interest rate rise on the 21st of this month, so in a couple of weeks’ time. It’s likely to be just a quarter point rise, 
they’ve indicated that. So, they’re taking a fairly cautious approach. I think that that reflects the fact that here in Europe, in 
the UK but also in continental Europe, I think there’s more of a focus on the growth story. I think that we’ve kind of moved 
on from the inflation story and the anxiety at the moment is recession, are we likely to move into recession? For many 
people that does feel like a base case, like a central case at the moment now. 

[00:09:51]

Pamela Ritchie: Very interesting. One of the things that will give us some indication on a number of different fronts really 
is the earnings story, which we’re getting ever closer to figuring out. What second quarter earnings for the releases will 
come in the weeks to come. Any thoughts to share, expectations, things that you’ve noticed? Maybe just the pressure of 
those releases of what we’re going to hear. 

[00:10:14]

Tom Stevenson: I think we are seeing a process of reining in expectations for earnings. Last time I looked, around half 
of companies have forecast earnings which are lower than they were three months ago. There is definitely a sense of 
realism coming into those expectations. However, that’s not a disaster because it also suggests that half of them are the 
same or better than they were three months ago. It also suggests that maybe we’re just going to get a bit of a slowdown 
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in earnings, not necessarily a fall into negative earnings growth. I do think that the earnings picture, which we’ll see 
unfold over the next few weeks as earnings season sort of kicks in, is absolutely crucial from a market perspective. 

[00:11:07]

What we’ve had so far this year is we’ve had a very significant reset of expectations in terms of valuations. Valuations 
have fallen by maybe a third, from maybe 25 times expected earnings to maybe 16 times expected earnings. That’s a 
very significant reset. If earnings continue to be delivered; if we do get earnings growth, then maybe that makes sense 
and maybe that’s a fair valuation. However, if we don’t get the earnings coming through; if we do get a decline in 
earnings, then I think even at that valuation level, that might look too expensive. I’ve looked at some data on this and 
it showed that there’s a difference between bear markets which are associated with a recession, an economic and an 
earnings recession, and bear markets which are not associated with either of those cases. The fall or the scale, the size 
of a bear market that’s associated with an earnings recession is maybe 35% compared to the low 20s for a bear market 
which is not associated with no recession. We’re at the 22 already, so it’s absolutely crucial whether we get that earnings 
decline because if we do, then I think there’s further downside for the market. But if earnings stand up, maybe the 
market’s already done its job. So, really crucial time. 

[00:12:33]

Pamela Ritchie: Very interesting. The market always seems to move long before we actually get there. Anything to sort 
of how, ultimately, we discuss inflation, we discuss what investors should or shouldn’t do right now, talked about pricing 
power, what are some of the dos and don’ts? You write a couple of these in your most recent Telegraph article that I 
found very interesting. What is an investor to do and, perhaps, not to do? 

[00:13:00]

Tom Stevenson: I think we’re at that point, we are ahead of a recession -ahead of a potential recession. So, I think there 
is still time to balance your portfolio or to position your portfolio for that eventuality. What I would suggest is that people 
really take a slightly more defensive position, is that they look for quality because we’re at that stage when investors are 
nervous about what’s down the track and they will gravitate towards quality and towards defensiveness. Now, once we’re 
in the recession -if assuming a recession comes- once we’re in the recession and the market starts looking forward to the 
recovery, then I think those more cyclical sectors, the value stocks, will start to come to the fore. But we’re not there yet. 
We’re still at the point where actually companies which can demonstrate growth, which can demonstrate quality and are 
more defensive, those are the ones which are likely to hold up better, I think, over the next six months or so. 

[00:14:06]

Pamela Ritchie: What of the idea of taking a look at the idea of protection? What ultimately do we want to take a look 
at? The bond market has been signalling some things, I feel like we do need to probably come back to the discussion of 
yield curve. We talked about it a lot and then we kind of stopped. But it is a good indicator. 

[00:14:22]

Tom Stevenson: The bond market is a good indicator. The yield curve is a good indicator and I think the bond market is 
very interesting at the moment. 

[00:14:31]

Pamela Ritchie: It is interesting. 
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[00:14:32]

Tom Stevenson: It’s not very often that we say that, but it is very interesting. What we’ve seen is the expectation for the 
terminal rate, that top end where interest rates get to -a week or so ago we were talking about 4%, it’s now down to 
3.5%. I think what we’ve had since those ISM figures last week, the manufacturing data out of the US last week, which is 
disappointing. I think what investors are starting to do is to price in a lower-end point for interest rates. That’s why, just 
since the beginning of July, so Friday, and today we’ve seen a bit more positivity in the market. I think that’s a reflection 
of the fact that people expect central banks are going to struggle to deliver those higher interest rates. I think that’s 
definitely a positive that we could come out of that. 

[00:15:32]

Pamela Ritchie: That is in its full-blown articulation, which is nowhere near at this point. That is actually a pivot that we 
talk about. At the moment, it doesn’t sound like the narrative that’s coming out of any central bank, that’s for sure. 

[00:15:48]

Tom Stevenson: That’s right. Investors are sort of looking through what the central banks are saying and beginning to 
question whether that hawkishness is really going to be deliverable. I think we may well look back, actually, and look 
at 10-year Treasury yields of more than 3% and say “that was quite an interesting entry point for the bond market” 
because that cycle of lower highs in interest rates and bond yields is continuing. People talk about the end of the bond 
bull market. We may not be there yet. Actually, I think securing a 3% yield from a super safe government bond -the U.S. 
government is not going to default on its loan obligations. We know that. If you can lock in a 3% yield when inflation’s 
starting to come down, that might look quite interesting. 

[00:16:45]

Pamela Ritchie: That’s absolutely fascinating. Let’s talk a little bit about what no one’s talking about. We are quite 
focused -and for very good reasons- the concerns of what if and how long and how deep would a recession be, if it were 
to come. We don’t seem to have talked much about what would be generally considered maybe a riskier thing to look 
at like emerging markets, particularly the Chinese markets. They also got some difficult news recently because they found 
more cases, and so the COVID-zero policy perhaps comes back just like it did before. That said, what do you see when 
you look to emerging markets at this moment? How have they done in this first difficult half of the year? 

[00:17:27]

Tom Stevenson: There is a sort of conventional wisdom about emerging markets, isn’t there? that if things are going badly 
for developed markets, then they’re probably going worse for emerging markets. I just wonder whether we’ve reached a 
point where that conventional wisdom needs to be questioned. If you look at the structural issues with emerging markets, 
their debts-to-GDP, their forex reserves, their currencies, they are actually in a much stronger position than they have been 
during previous crises. They also moved rather more quickly. The central banks of some of these emerging markets moved 
rather more quickly than the developed markets did. The Fed, the Bank of England, the ECB kind of playing catch-up now 
but the central banks of some of these big emerging markets are in a rather stronger position. They don’t have the inflation 
problem that maybe we do have here. In a way, things have been turned slightly on their head and I think that emerging 
markets, again, start to look a bit interesting when viewed against the developed markets.
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[00:18:40]

Pamela Ritchie: So interesting. Many of them didn’t spend as much on the fiscal side through the pandemic because 
they couldn’t, it just wasn’t possible. They didn’t have the funds to do that in the way that other countries did. As you say, 
the debt-to-GDP is a different story. 

[00:18:55]

Tom Stevenson: It is a different story. It’s not as high and proportionately the percentage rise was less in the emerging 
markets than it was in some developed markets. 

[00:19:07]

Pamela Ritchie: I feel like I have to ask you, when is too early to be taking a look at that further? I know you don’t have 
all the answers, but it looks early ... or not? 

[00:19:19]

Tom Stevenson: I don’t know that it is early. It’s a good question cause it’s a question about market timing. 

[00:19:27]

Pamela Ritchie: I know you can’t time the market. 

[00:19:29]

Tom Stevenson: You can’t do it. It’s so difficult. Managing this transition is something that happens over time. I guess what 
I’m saying is this is now a time to start thinking about increasing the weighting towards emerging markets vis-a-vis developed 
markets. Not necessarily making a dramatic move from one to the other but, just at the margin, adjusting that balance. 

[00:19:54]

Pamela Ritchie: That’s fascinating. Such an interesting area to look at. We know that the cacophony of voices and 
concerns, genuine concerns, is just not really taking that into account in the same way. Are UK investors demonstrating a 
home bias investing or are they looking to the U.S. markets at a potentially discounted price? How do you see flows in 
terms of UK investors? 

[00:20:20]

Tom Stevenson: That’s a nice question because traditionally we’ve always cautioned against home bias because the 
UK market a) it represents a relatively small part of the global economy, so you wouldn’t want too much exposure to the 
home market and b) it’s tended to underperform the U.S. over many, many years. Now year-to-date in this very interesting 
and difficult six-month period when -let’s not forget, we’ve seen the S&P 500 fall by 20%, its worst performance since 1970. 
It’s been an astonishing year. During that period, the UK market has actually held up remarkably well mainly because 
of its exposure to the parts of the market sectors which have done better -commodities, oil and gas- big parts of the UK 
market. Actually, home bias over the last six months would have been a pretty good idea. 

[00:21:21]

The second part of that question was interesting as well. Are there opportunities in the U.S. where things have been 
oversold? Yes, I think there definitely are. It’s related to what we were talking about before with the interest rate question. 
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If we are seeing peak inflation and peak interest rate expectations, that’s ultimately good for the growth stocks, which 
flourish in a low interest rate environment and which have been hit so hard by this rising interest rate environment. 
I wonder whether some of those really heavily sold off technology stocks, many of which we know -the NASDAQ is 
down 30%- but we’ve seen many pretty solid companies -Amazon was down 40%. Amazon is not a fly-by-night small 
company and it’s down 40%. I think that the second part of that question is very interesting because I do think there are 
opportunities in the hard-hit sectors in the U.S. 

[00:22:21]

Pamela Ritchie: Let’s go into the question of commodities just a little bit there. There is this question. We’ve seen the oil 
price falter; we’ve seen certainly copper just down in the absolute dredges. It’s amazing to watch some of that commodity 
action, actually. Any thoughts on where has that sold off too much? 

[00:22:46]

Tom Stevenson: The whole commodity space is a mixed bag because obviously the energy side of it has done so well. 
The oil price is up 40% first half of this year. The copper price down 15% in the first six months of the year. Copper is often 
called Dr. Copper. It’s a kind of bellwether for economic activity around the world. A 15% decline in the copper price, 
I think it’s telling us something very interesting about expectations for economic activity and potential recession. We’ve 
seen that flow through into the commodity-related stocks. The miners in particular have had a very bad time of it recently 
because of those falling prices in metal. And it’s not just copper. Copper’s the headline one: down below $8,000 a ton. It 
was over $10,500, I think, not so very long ago. Plenty of other metals, nickel, iron ore, they’ve also fallen back. 

[00:23:54]

Pamela Ritchie: Let’s go back to some of the key thoughts that you had in your Telegraph article, what investors do now. 
What are 2 to 3 key market themes that you might advise advisors to use when they’re speaking to their own client? 

[00:24:11]

Tom Stevenson: That’s a nice question. One thing which I’ve always sort of hung onto is something that was said to me by 
a very wise investor. Many people would have heard of Anthony Bolton -the Fidelity investor, now retired but still very much 
involved with Fidelity as a company. He was in recently talking to portfolio managers here at Fidelity and he reminded 
us of something that he has always said, which is that as an investor, you should always avoid the temptation to become 
more bearish as the market falls. That is human nature, isn’t it? You watch markets falling. You look for safety, you look 
for safe havens and, of course, it’s the exact opposite of what you should be doing. As the market falls, you should be 
looking for those opportunities which was the previous question pointed to. Things have been sold off so much maybe 
there are opportunities. I just think that is such a good bit of advice to give to clients: don’t get more bearish as the market 
falls start to get more bullish in a contrarian way. I’d like to pass that on, I think it’s fantastic advice. 

[00:25:34]

Pamela Ritchie: That is very good, that’s very good advice. To what extent [do] you feel that global markets have been 
impacted by the sanctions that have been placed on Russia? I don’t know if you can completely tally it up but there’s 
certainly areas where it’s very clear there’s been an impact. 
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[00:25:51]

Tom Stevenson: There clearly has been an impact. We talked about Germany earlier on. It’s particularly an issue for 
those open economies with big exports and imports where trade is an important part of their overall economic balance 
sheet. I think that the sad thing about the war is that it doesn’t look like it’s going away any time soon. We look like we’re 
digging in for an attritional phase of this war, so I don’t think that those sanctions are going to go away. Even when 
the war is over, I think that such a lot of damage has been done to the trust between countries that I think the open 
globalization which we enjoyed for so many years is probably a thing of the past. It’s not dead; globalization isn’t going 
to go away. It’s still going to be there. But I think it’s going to be a less open world than it was. I think that’s the long-term 
impact on markets. 

[00:26:59]

Pamela Ritchie: Very interesting and as you say, resist the urge, as you say, to go ahead and become more bearish. 
Any closing thoughts? I just wanted to make sure we’ve covered everything that you feel like investors need to be paying 
attention to. 

[00:27:14]

Tom Stevenson: We are in the middle of the year. It’s been a very difficult first six months. We talked about the stock 
market, the bond market has fallen, commodities have fallen, cryptocurrency -it’s been across the board. Most investments 
have had a difficult six months. We’ve had a strong start to the second half of the year. I would just look back to 1970. 
I mentioned that this was the worst performance since 1970. Back then, the market fell 21% in the first six months of the 
year. It rose by 26% in the second six months. No one’s suggesting that’s going to happen this year, but it does show that 
markets are quick to price in bad news; they’re also quick to price in the better news when it comes. 

[00:27:57]

Pamela Ritchie: Fantastic. Tom Stevenson, thank you for starting off our second half of the year with you today and for 
your time. All the best. 

[00:28:06]

Tom Stevenson: Thanks, Pamela. 

Ending: [28 :08]

Voiceover: Thanks for listening to the FidelityConnects podcast. If you haven’t done so already, please subscribe to 
FidelityConnects on your podcast platform of choice - and if you like what you’re hearing, leave a review or a 5-star rating.

You can visit fidelity.ca for more information on future live webcasts - and don’t forget to follow Fidelity Canada on Twitter. 
Thanks again, see you next time.

[end of podcast]
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may not be repeated.

If you buy other series of Fidelity funds, the performance will vary largely due to different fees and expenses. Investors who buy Series F pay investment management fees and expenses 
to Fidelity. Investors will also pay their dealer a fee for financial advice services in addition to the Series F fees charged by Fidelity.
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should be evaluated according to an investor’s investment objectives and tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any 
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