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We are once again facing an energy shock, surging inflation and higher wages

Two recessions, wage surge and prices soar - stagflation

Britain in the Seventies
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Sharp increases in rates have typically triggered recessions 

So will it be different in the 2020’s?
1. The terminal level for US rates is likely far lower than in previous cycles
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Central bank forecasts 2022

• Global Interest rates 
7rate rises US, 3 UK , 
None Euro

• QE: To fall significantly 
from $2.9tr in 2021, to 
$470bn in 2022 & 
negative $ 1.1 trillion 
(QT) in 2023

• QT: BOE begins Q2 
2022, Fed Q3 and ECB 
stops bond purchases Q3



Not the same level of energy impact on the real economy

Oil prices rose almost 10 fold in the 1970’s Oil prices today c.50% higher than pre-COVID 

2. Oil price shock in the 1970’s was of a different magnitude
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Renewables use surges while energy intensity continues to fall

The dominance of oil in primary energy set to fall sharply while energy efficiency continues to climb

Source US Energy Information Administration 2019 & BP Energy Outlook 2022

3. The nature of global energy markets has changed
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The impact of technology and flexible Chinese manufacturing will mitigate inflation pressure

The growth of technology Chinese exports limit pricing power across the world economy

4. The growth of global technology & Chinese manufacturing 
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Weekly average earnings are climbing as unemployment falls Just one person chasing every vacancy – a record

Source: BOE Monetary Policy Report Nov 2021

5. Where is the greatest inflation risk - most likely in labour 
markets where there are elements of the 1970’s
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It’s tightness in the labour market that concerns me most”
Andrew Bailey BOE Nov 2021



Global strategy update – March 2022

Bonds Strong underweight 
• Strong UW Government Bonds – global inflationary pressures remain elevated
• UW Investment Grade Credit – yield spreads too narrow – UK charity & infrastructure issues offer social impact benefits

Equities Neutral 
• Global Neutral  – earnings remain robust but central bank liquidity support fading
• UK Neutral - dividend support and valuation attractive – M&A likely 
• EM  Neutral - policy tightening and virus risks still acute – political risk on the rise

Alternatives Strong Overweight
• OW Other Alternatives– infrastructure and renewables beneficiaries of fiscal spend – liquidity issues remain
• OW Uncorrelated Alternatives – gold positions as hedge against central bank policy error and political risk

Cash Strong Overweight 
• No currency preference
• Consider portfolio insurance 

Risks Current: Valuations stretched, bond market risk as policy tightens, inflation higher for longer on energy shock 
Longer-term: Tight labour markets, China/Taiwan, real bond yields normalise, climate transition risks
Ukraine: Russia ceases European gas exports, NATO dragged into border war, further nuclear warnings

Source: Sarasin & Partners, March 2022

Outlook: Early stages of energy price shock – global economy 
remains resilient – echoes of the 1970’s in wage pressure
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Important information

If you are a private investor, you should not act or rely on this document but should contact your professional advisor. 

This document has been approved by Sarasin & Partners LLP of Juxon House, 100 St Paul’s Churchyard, London, EC4M 8BU, a limited liability partnership 
registered in England & Wales with registered number OC329859 which is authorised and regulated by the Financial Conduct Authority with firm reference 
number 475111. 

It has been prepared solely for information purposes and is not a solicitation, or an offer to buy or sell any security. The information on which the document is 
based has been obtained from sources that we believe to be reliable, and in good faith, but we have not independently verified such information and no 
representation or warranty, express or implied, is made as to their accuracy. All expressions of opinion are subject to change without notice. 

Please note that the prices of shares and the income from them can fall as well as rise and you may not get back the amount originally invested. This can be 
as a result of market movements and also of variations in the exchange rates between currencies. Past performance is not a guide to future returns and may 
not be repeated. 

Neither Sarasin & Partners LLP nor any other member of the Bank J. Safra Sarasin group accepts any liability or responsibility whatsoever for any consequential 
loss of any kind arising out of the use of this document or any part of its contents. The use of this document should not be regarded as a substitute for the 
exercise by the recipient of his or her own judgment. Sarasin & Partners LLP and/or any person connected with it may act upon or make use of the material 
referred to herein and/or any of the information upon which it is based, prior to publication of this document. If you are a private investor you should not rely on 
this document but should contact your professional adviser. 

© 2022 Sarasin & Partners LLP – all rights reserved. This document can only be distributed or reproduced with permission from Sarasin & Partners LLP.
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