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Summary

• 2022 was a very challenging year. Central
banks spent the year pushing interest rates
higher at their fastest pace for decades in the
face of an inflation shock, partly driven by an
excessive post-pandemic stimulus and
second, by the rise in energy and food costs
exacerbated by the war in Ukraine. By the
end of the year, concerns were raised at the
prospect of a slowing global economy and
rising risk of recession; the question being
about what type of recession we get, rather
than whether it happens or not.

• In China, a rising wave of COVID cases
threatens a haphazard transition from a
‘zero-COVID’ to a ‘living with COVID’ policy.
A swift, but seemingly underprepared re-
opening is likely to suppress activity as illness
(and sadly death) spreads fear amongst the
population. Signs that China is grappling with
issues in its property market and has a
government focused on a return to growth
are a more positive story for later this year.

• Consumer confidence is very low and central
banks seek to suppress demand to bring
inflation back down. Offsetting this are strong
consumer balance sheets, low unemployment
levels, and rising (nominal) wages, but the
ferocious collapse in ‘real’ earnings growth will
begin to suppress demand. Lower growth
and falling inflation are the order of the day,
but inflation isn’t done with us yet.

• Central banks’ mood music is diverging. The
Bank of England maintains interest rates won’t
need to be as high as markets were pricing in,
particularly in the wake of September’s
minibudget, which sent UK gilt yields higher.
The US Federal Reserve Chair, Jerome Powell,
is telling markets interest rates will need to go
higher than they are pricing – undermining his
own forward guidance earlier in the year now
means markets don’t believe him. The ECB is
belatedly looking positively hawkish, screaming
for more and more rate rises.

• 2022 was atrocious for fixed income markets.
The US 10 year, the world’s risk-free rate,
saw its yield balloon from 1.6% in January to
4.3% in October, before drifting back towards

3.8% by year end (higher yields mean bonds
trading at lower prices). Longer dated fixed
income was particularly hard-hit – 50-year UK
Government Gilts were down 60% from their
January values at the peak of negativity.
Whilst we continue to use strategic bond
funds and shortdated fixed income funds to
reduce the impact from rising yields, they too
posted deeply negative returns. Whilst there
were few places to hide, after the destruction,
comes the recovery and fixed income
markets are now also providing the potential
for attractive longterm returns.

• The mood in equity markets remains skittish,
but a recovery since the beginning of Q4
holds out some hope, though a Santa relief
relay failed to materialise. The picture though
is through 2022, equity market valuations
have fallen. Some have fallen from expensive
to fair value, such as US equities, others,
particularly the UK and Japan are looking
cheap vs. history. Plenty of bad news was
priced into markets through 2022, which
make prospective long-term returns from
equities look attractive, particularly from
those cheaper markets, albeit a further
catalyst will be required to unlock this.

• Sterling may have strengthened recently but
this was from oversold levels triggered by the
Kwarteng/Truss mini-budget debacle. In
2022, the dominance of the US dollar is the
main currency story.

• Brent Crude started the year just below
$80/barrel, peaking at just shy of
$130/barrel, and finished the year at c$86
per barrel. Gold ranged from $1622-$2052
during 2020 but finished the year broadly
where it started at c$1840oz.
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Hope springs eternal…
Last year was an incredibly challenging year and brought
folly to most market newsletters within just a few short
weeks and so it is with slightly more nervous trepidation
than usual, that I set out our thoughts for the year ahead.
2022 threw everything at us; a slowdown in economic
growth, a surge in inflation; the fastest pace of interest rate
rises since the 1980’s in the States; an invasion of a
sovereign, independent European country; three Prime
Ministers, four Chancellors, one of whom sparked a crash
in the Gilt market and, oh yes, a World Cup in winter. A
quieter 2023 is on everyone's New Year's wish lists.

January delivers a catharsis, a purge of negativity, and a
chance to have a refreshed look at the world and the
portfolios we manage on your behalf. “Pivot” is becoming
an overused word in most investment commentaries,
whether it be central banks, chancellors, or us investment
folk. Things getting ‘less bad’ isn’t usually a cause for
celebration, but with all the trials that 2022 brought, some
relative relief that a difficult year has passed is something
to hold your hat to. Bad years come and bad years go,
often leaving the opportunity of depressed markets for
those long-term investors who can look through such
periods of challenge.

Tough sledging on Main Street
For now, we remain in an economic environment that is
seeing consumers having to spend down savings or take
on debt to counter an incredibly hostile wage backdrop of
negative income growth. The squeeze in incomes is
particularly acute but feeds into a longer-term story stretching
back to the beginning of the millennium, which has seen a
declining amount of corporate post-tax profits going to the
labour force as corporate profits have expanded.

The spending power people have from earned income is
collapsing, which has combined with decades of declining

trade union membership as well as government policies,
such as zero-hour contracts to undermine the collective
(or individual) bargaining power of labour.

In a low-inflation, low interest rate world, the drip-drip
effect of wages very slowly drifting behind inflation can be
absorbed, like it was in the years that followed the global
financial crisis when between 2008-13, wages fell behind
inflation. US and UK consumers have frequently been
happy to continue buying stuff they don’t really need with
money they don’t really have as long as they have a job.
This was particularly the case when cheap loans, 0%
interest deals abounded and debt-servicing costs
collapsed. We are now at a pressure point, with inflation at
multi-decade highs, acute real terms wage falls, and
interest rates at levels outside the conscious memories of
many younger workers. This challenging outlook is
compounded by the prospect of a steady stream of low
interest mortgage deals requiring re-financing at higher
rates in the coming years (or in the US a reluctance to
move as doing so would trigger giving up long-term, low
interest rate mortgages).

Market Outlook

Source: Bank of England, Consumer Credit Flows
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All this is set to further undermine consumer confidence
from an already weak position but, for now at least, the
unemployment picture remains relatively benign. Much of
the outlook for the real economy will be how hostile the
jobs market becomes, and the number of vacancies in the
UK economy is already beginning to roll over.

2023 – It’s Goodnight from Me and
Goodnight from Him 
The Two Ronnies comedy sketch show seemingly ran for
about 150 years of the twentieth century, being repeated
twice a day, every day for the entire 1980’s. Despite
saturating TV scheduling, there were some notable
sketches, one standout being the Mastermind sketch, with
Ronnie Corbett choosing to “Answer the Question Before
Last”. A quick Google search and YouTube link will raise a
chuckle or two through early January…

Throughout 2022, markets too were searching, but
couldn’t find answers to two key questions. First, when is
inflation peaking? Second, when are central banks going
to stop raising interest rates? 2022 delivered confused

messages, 2023 is likely to clarify both and dare I say it,
the chance of a pivot or two.

On inflation, there are early signs it is peaking in the US
and tentative signs of something similar in the UK. As we
work through 2023, the conveyor belt of time that
compares prices from 12 months prior will see us move
through the spike in energy prices from early 2022, and
with it, inflation numbers should begin to fall. Inflationary
forces across the economy aren’t uniform and don’t walk
in lockstep and as the chart shows, US goods inflation (a
large component here is new and used car prices) is
already heavily falling and has been through most of last
year. Falling goods and energy prices are the ‘quick wins’
of the disinflation story and will help push inflation lower
during the early part of the year.

In the UK and even more so in Europe, the impact of rising
energy costs has been more acutely felt given our reliance
on external supply, particularly from Russia. Inflation
across the service economy is more resilient and likely to
persist in keeping inflation higher than policy rates through
the course of this year. The outlook for wages and hiring
intentions here will be key to how persistent inflation is
throughout this year. In the UK, the outlook is being
shaded by how employers react to a reducing pool of
labour (emigration, ill-heath and a rising number of early
retirees) may well encourage employers to hoard labour.

Clarity on this will emerge this year but we are not likely to
see a return to something resembling a target policy rate
of inflation until 2024.

On interest rates, any rate changes take time to feed through
to the economy and we have yet to witness the full impact
of those that were pushed through during 2022. History
suggests central banks tend to overtighten policy, resulting in
an increased risk of a recession and 2023 is unlikely to prove
any different. In the face of a weakening economy, the Bank
of England is closing in on the end of its rate rising cycle, with
smarter people than I believing 4% will be the peak rate, but

U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: Nondurables in U.S. City Average
[CUSR0000SAN], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/CUSR0000SAN,
December 16, 2022.

https://fred.stlouisfed.org/series/CUSR0000SAN
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then maintaining that through 2023. Members of the MPC
have been at pains to talk markets down from the
expectation of seeing interest rates in the region of 6%
(which was the case after the Kwasi minibudget) and have
recently become more cautious with the tone of their
comments when discussing future rate rises.

The US Federal Reserve Chair, Jerome Powell, is telling
markets interest rates will need to go higher than they are
pricing – undermining his own forward guidance earlier in the
year is coming back to haunt him and has resulted in markets
not believing him. Expect the Fed to start cutting rates in late
'23. The ECB, led by President Lagarde is looking positively
hawkish, screaming for more and more rate rises.

By the end of this year, the newspaper headlines will be
less focused on a cost-of-living crisis and more on a
slowing economy. For ‘forward looking’ markets, much of
this year’s distress on ‘main street’ was discounted
through the course of 2022. In fixed income, whilst there
were few places to hide, 2023 offers the prospect for a
recovery as the rate rising cycle draws to its end. Fixed
income markets are more relevant again as a source for
providing the potential for attractive long-term returns.
High single digit starting yields and the prospect of a more
positive interest rate backdrop, plus relatively strong
corporate balance sheets make us believe we will see a
recovery in the early half of next year.

The mood in equity markets remains skittish, but the big
picture is that valuations have become more attractive.
Some have fallen from expensive to fair value, such as US
equities, others particularly the UK and Japan are looking
cheap versus history. Plenty of bad news was priced into
markets through 2022, which makes prospective long-
term returns from equities look attractive, particularly from
those cheaper markets, albeit a further catalyst will be

required to unlock this. Having said that, pressure on
corporate earnings will grow. Wall Street analysts (usually a
pretty happy bunch) start each year forecasting earnings
growth of “high single digit/let’s call it 8%”, then spend
most of the following year gradually revising these
expectations lower. According to FactSet, for full year
2023, analysts are forecasting S&P 500 earnings growth
of a more muted 5.1%. Worse still, if you strip out the
energy sector for which they are anticipating another
bumper year, the rest of the market posts negative
earnings growth of -1.8%. We find greater comfort
allocating to markets, such as the UK and Japan, that
have more of a valuation safety net for now, whilst
recognising the challenges they face.

China – Moving on 
There has been an amazingly swift retrenchment from
China's zero-COVID policies with implications not only for
China, its economy and the health of its citizens, but also
for the prospect of better-than-expected global growth
prospects in 2023.

Whether it be from political pressure served up by public
protests against ongoing zero-COVID policies or whether the
ending of so many restrictions was borne from the reality
that the virus is already spreading through the majority of
China's cities, China’s zero-COVID policy became
implausible to enforce. With relatively few elderlies fully
vaccinated in comparison to the likes of the UK or US, the
sudden removal of restrictions comes with risks. There are
25 million over-60s in China who have received no jabs and
58 million need a booster, with now only belated attempts to
encourage the elderly to get jabbed. This doesn’t give
confidence that preparations for a ‘living with COVID’ China
have taken place, whether this is with vaccinations,
stockpiling anti-viral drugs or preparing hospitals.



What appears now to be an almost rushed transition from
zero-COVID to a ‘living with COVID’ policy, without planning
or preparation for a re-opening, raises the prospect of a
stressed healthcare system and a cautious to emerge
population who have limited amounts of natural immunity
and with it, sadly, many deaths. It’s likely to be a stressful
transition phase, but the prospect of a quicker than
expected return to normality, which if examples here and
elsewhere offer any kind of guide, suggests consumers
quickly return to the shops, cinemas and eateries.

There are other tensions in China that are being tackled by
the government. In its property market, banks are being
encouraged to finance property firms to complete building
projects that have been suspended; tax breaks to encourage
reinvestment of capital from property sales are in force until
the end of next year and the central bank reduced the
amount of capital banks were required to keep in reserve to
facilitate increased lending to the sector. A slow, protracted
unwind from China’s property bubble is in the ‘least worst’
outcome of options for government policymakers.

The near-term outlook for China remains bumpy and
problematic and the risk from a disorderly exit from
zero-COVID policies is likely to trump the longer-term
positives of a supportive central bank, a government
focused on re-starting growth and a re-emergence of a
consumer spending populace.

Growth and Inflation Numbers: 
Thanks, as ever, to our friends at Schroders for the latest
consensus forecasts, which are:

As discussed above, the real economy is in for a hard time
during this year. Slowing activity and rising costs will all
weigh heavily on the economic outlook. Inflation will be
falling – expect to see the word ‘disinflation’ becoming the
investment commentary word of the year – but if the
consensus is correct, it’s going to be a slow, stickier
decline than we’d all hoped for.

A quick note regarding the level of GDP for the UK – this
looks surprisingly strong. Surprise! It isn’t. It looks elevated
because the ONS revised down previous forecasts and
pulled that growth into 2022’s numbers. Overall, UK GDP
is just reaching back to its pre-pandemic levels. 

Portfolio Outlook 
Broadly, we remain comfortable with the asset allocation
and fund selection in portfolios and are more optimistic
at the prospect of positive returns in future years than
we have been for some time. Some of our strategic
bond managers spent 2022 increasing duration (taking
the view that market yields will start falling, translating to
positive returns) and a question we are asking ourselves
is whether to increase this further at a portfolio level. In
Cautious and Conservative models, we sold the most
defensive fixed income fund, as we felt its role of
providing protection in a volatile environment was
complete and we rotated the proceeds across a select
few existing funds.
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Global Economy

China

Emerging Markets

US

EU

UK

GDP (%) 
2022

2.7

3.3

3.1

1.8

3.2

4.3

GDP (%) 
2023

1.5

4.5

3.3

0.2

-0.1

-0.9

CPI (%) 
2022

7.6

2.2

7.8

8.1

8.5

8.9

CPI (%)
2023

5.1

2.4

5.8

4.1

2.5

5.8
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Conclusion: 
We are not entering 2023 with a hop, a skip and a
jump as much of the impact of what happened during
2022 is yet to be felt in the real world. The impact of
central bank rate rises will come home to roost with
many continuing to find rising bills and rising costs a
huge challenge. The war in Ukraine weighs heavily
over the energy supply complex, early signs that this
winter’s storage facilities have been filled in Europe
augurs well, but energy supply in 2023 will continue to
be challenging and volatile.

As I said at outset, bad years come, and bad years go.
2022 saw some significant falls in value, but with it came

the creation of value in several asset classes and
sectors that we haven’t seen for many years.

Fixed income is likely to start recovering sooner than
equities, but from where we’re looking today, a
foundation for solid returns from both asset classes
exists as we move on from a very difficult year.

We thank you for continuing to place your trust in us in
managing your portfolio. Finally, from all of us in the
investment team, Emma, Will, Becky, Kim, Hayley and
me, we wish you a very happy New Year and hope 2023
brings health, happiness and joy to all your homes.

Amongst other changes, we changed the Asian equity
fund in Growth and Aggressive models, bringing in Fidelity
Asia Pacific Opportunities. In the Income model, we
replaced Fidelity Global Enhanced Income with its ‘sister’
fund, Fidelity Global Dividend, sacrificing some headline
income for better long-term capital growth prospects.

Team News 
We were delighted to see Emma Clarke, my Investment
Manager colleague, selected as a finalist in the Fund
Selector category at the Investment Week, Women in
Investment Awards during the quarter. Reaching the final
eight was a fantastic achievement and deserved
recognition for Emma, who has been fundamental in
deepening the level of our fund research since her joining.

We also welcome Will Redmond to the team, joining just as
we entered the festive period. Will has spent three years
working as a fund analyst at another wealth manager and
he joins to bolster our team fund research resources.

Sell now, pay later 
The last few years have been marked by seismic events
that have triggered large bouts of market volatility, most
notably during the global economic shutdown of 2020,

sparked by the onset of the pandemic. On such
occasions, when portfolio returns fell by more than 10%
during a quarter, we were obliged by our regulator to
inform you of the drop. I’m pleased to say clients, with the
stewardship of our consultants, have recognised that
selling assets in the immediate aftermath of significant falls
in value isn’t usually the best option, but inevitably these
letters raised concerns.

No one likes to see portfolio falls in value, but in difficult
years it is often more about surviving, dusting yourself
down and being in a position to move forward again.
These are, after all, long-term portfolios designed to meet
your long-term requirements. The government has
decided to remove the requirement to send ‘10% drop
letters’ with effect from later this year, but has also
confirmed they will take no action against firms who don't
issue letters in the period up to the rule formally ending.

Clearly, our chief hope and ambition is to not find portfolios
down by such amounts but to ensure we remain to
concentrate our efforts on portfolio management and in
agreement with our colleagues in our compliance team,
we’ve taken the decision to suspend issuing any 10%
drop notifications from now on.
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Review of Q4 2022
Market Returns – a whistle-stop tour of some of
the movers and shakers during the quarter.

The table below shows Investment Association
sector average returns broken down by asset
class and geography, this time in sterling. The US
dollar was strong in 2022 vs. sterling, yen and
euro but there was a step change in Q4 ’22;
sterling rallied from its lows post the Kwasi mini-
budget, and the US dollar weakened against a
broader mix of currencies.

Most asset classes enjoyed a reversal of fortunes
in the final quarter of 2022. Index-Linked Gilts,
North American equities and UK direct property,
the latter two of which have enjoyed positive
returns throughout 2022, fell to the bottom of the
pile, while some of those asset classes that had
been in the doldrums enjoyed a positive end to
the quarter.

Europe excl. UK equities finished the quarter in
low double-digit territory. In what has been a
tumultuous year in general, Europe felt the impact
of the war in Ukraine more sharply than other
equity markets, due to not only its proximity but
also Russian energy dependency. UK equities
broadly benefitted during the quarter with high
single-digit returns thanks to its high exposure to
energy, resources and financial stocks.

The chart shows the returns in local currency across a cross sample of major indices.

IA Sector Returns

Sector : IA Europe Excluding UK TR in GB 

Sector : IA UK Equity Income TR in GB 

Sector : IA UK All Companies TR in GB 

Sector : IA Sterling Corporate Bond TR in GB 

Sector : IA Global Equity Income TR in GB 

Sector : IA Sterling High Yield TR in GB 

Sector : IA Sterling Strategic Bond TR in GB

Sector : IA Asia Pacific Excluding Japan TR in GB 

Sector : IA Japan TR in GB 

Sector : IA Global TR in GB 

Sector : IA Global Emerging Markets TR in GB 

Sector : IA UK Gilts TR in GB 

Sector : IA North America TR in GB 

Sector : IA UK Index Linked Gilts TR in GB 

Sector : IA UK Direct Property TR in GB

Data from FE Analytics 

Q4 2022

12.6

10.8

9.7

5.7

5.5

4.8

3.9

3.7

3.4 

2.2

1.8

1.6

-0.6

-2.0

-7.1
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Emerging markets, specifically those with proximity to
China fared less well during the quarter as China rushed
to transition from a zero-COVID policy to a ‘living with
COVID’ policy. The murky Chinese property market is an
added headwind for the region and akin to Europe, we
anticipate a tough start to the year.

The following table shows the winners and losers in terms
of the industrial sector for the quarter in local currency:

Old economy sectors, those that have not advanced
significantly from a technology perspective, finished the

quarter in poll position. It was a difficult year for most
sectors but there was a notable improvement for all
sectors during the quarter with energy, industrials and
materials performing well. Sectors that had been the
darlings over the last decade, technology and consumer
discretionary (which hides within it names such as Tesla
and Amazon), which have been hurt by consumers
tightening their belts, were relegated to the bottom of the
performance table.

There has been a notable style divergence throughout
2022, with ‘value’ as an investment style significantly
outperforming ‘growth’ during the quarter and indeed, the
year. Growth stocks have been particularly hard hit as a
'growth' company’s value today is based on its potential
cash flows and profits in the future. When we believe
interest rates will remain elevated in the future (as we
currently do), the value of those future cash flows and
profits become less valuable to us today. We refer to these
assets as 'long duration assets’ because their value is
based on their long-term profitability. In short, rising
interest rates are never a friend of growth stocks.

Q4 2022

15.4

13.7

12.2

11.6

10.9

8.1

7.7

4.4

4.2

-3.1

MSCI Sector Returns (TR)

Index : MSCI ACWI/Energy TR

Index : MSCI ACWI/Industrials TR 

Index : MSCI ACWI/Materials TR 

Index : MSCI ACWI/Financials TR 

Index : MSCI ACWI/Health Care TR

Index : MSCI ACWI/Consumer
Staples TR

Index : MSCI ACWI/Utilities TR 

Index : MSCI ACWI/Information
Technology TR 

Index : MSCI
ACWI/Telecommunications
Services TR 

Index : MSCI ACWI/Consumer
Discretionary TR

Data from FE Analytics
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Fixed Income
It has been a difficult year for fixed income and index-
linkers particularly, who finished the quarter in negative
territory. Even short-dated fixed income, which usually
provides downside protection, did not provide as
much as we would usually expect. Pain was felt in the
long-dated gilts which bore equity-like risk in 2022.
Despite a difficult year, Q4 ’22 has seen a recovery in
fixed income markets and defaults remain low.

We continue to use strategic bonds but have reduced
short-dated fixed income funds and have tentatively
started to increase duration; the fall in fixed income
markets provided an opportunity to add to select pockets
of value within fixed income.

Currencies

Whilst the story of the year was a strong US dollar,
particularly against sterling, the story of the quarter was 

the dollar weakening, partly against an oversold sterling
but also against a broader range of currencies.
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Japan flies against global trends and in many cases, this
represents an attractive attribute. Whereas high inflation,
aggressive central bank policies and fears of recession
loom in many parts of the world, Japan pushes back
against this with low inflation, supportive central banks, a
fiscally supportive government coupled with corporate
reforms, cheap equity valuations and the potential for a
recovery in a depressed yen.

The Bank of Japan surprised everyone with an
announcement their policy of pinning the market interest
rate on 10-year Japanese government bonds to a target
of 0.25%, was being adjusted to allow those yields to
drift higher to 0.5%. You could consider yourself
justified in shrugging your shoulders and saying, “so
what”, and you’d be largely right in doing so, were it not
for the fact that the inactivity of the Bank of Japan over
recent years, means that any movement demands an
attempt to interpret the signal. In the real world there
will be minimal impact (the Bank didn’t adjust anything
else such as the policy rate for example), but the signal
it sends, lends two possibilities.

1) It buys breathing space allowing the Bank of Japan
to continue its yield curve control (the name given
to the policy of controlling the yield on its bonds)
making it more sustainable over the long term.
There are downsides, one is the amount of bonds
the central bank has had to hoover up from the
market to control the yield – by value, the Bank of
Japan recently passed the point of holding over half
of all Japanese government bonds.

2) Alternatively, it sets the ground for a broader and
more sweeping reassessment of these
unconventional policy measures in advance of a
change in the Bank of Japan Governor in April next
year, easing the transition for a future Governor.

Only time will tell, but any change will lessen the
downward pressure on the yen.

Improving Corporate Reform
During 2022, the Japanese stock market undertook a
restructuring and governance reform into Prime, Standard
and Growth sections, with Prime listed companies being
the most sought after. The reforms seek to sustainably
increase corporate value for shareholders, by ensuring
better liquidity (and ignoring cross-shareholdings between
companies in this calculation), more transparent and
independent Boards and greater incorporation on ESG
matters. Outside of these corporate reforms, other
reforms, such as to encourage Japan's hidden asset of
highly educated women into the workplace are ongoing.

Value
Compared to the MSCI World Index, MSCI Japan has a
higher dividend and lower valuation metrics than the
global peer.

Conclusion
Japan inevitably has hurdles to overcome. Poor
demographics, high levels of debt and traditional
reluctance on encouraging women into the workplace and
immigration to boost its economy hinder.

Tailwinds come from an improving corporate governance
framework focused on unlocking Japan’s relatively
attractive valuation and improving shareholder returns,
coupled with a potential currency booster if the Bank of
Japan adjusts policy. 

Japan

Dividend Yield

Price/Earnings
Ratio

Price/Book
Ratio

MSCI Japan

2.50%

14.15

1.27x

MSCI World

2.08%

17.98

2.84x



Labour isn’t working
The strapline from the famous Conservative Party poster
ran in advance of the 1979 election, showed a queue
snaking outside an unemployment office. The election
followed the Winter of Discontent, characterised by
widespread strikes, unions demanding double-digit pay
rises and rubbish stockpiled in Leicester Square. Does all
this, apart from the rubbish stockpiles, sound ominous?
(Although on that matter, I’m well informed by “Disgruntled
of Tunbridge Wells”, that the suspension of local recycling
collections until the New Year is a pretty close second).

Just before Christmas, The Economist ran an article

charting the decline of Britain compared to a group of
other countries (including the US, France and Germany
amongst others) which showed since the onset of the
financial crisis in 2007, GDP per person (adjusted to
neutralise currency strengths/weakness) was the lowest of
its peers, as was the productivity of the British workforce
over the same period. Part of the reason for the decline in
productivity has been levelled at falling numbers of over
50’s in work and the rising numbers of those classed as
"inactive", both of which moved in opposite directions at
the beginning of the pandemic in early 2020.

w: hfmcwealth.com 12
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Blowin’ In The Wind
In the early days of the pandemic, it was younger workers
who found themselves economically inactivei as the bars,
restaurants and the gig economy shut down. However, the
long-term trend that emerged through the next couple of 

years was the primary group of workers leaving the
workforce were those aged 50-64 (the pink/salmon
section of the bar in the chart below).

Since January 2020 within the 50-64 cohort, the number
of non-working individuals rose from 37,000 to 386,000 by
July 2022, before dropping back to 302,000 by the end of
October. Whereas, in the 16-24 age group, whilst there
were initially just under 6,000 economically inactive people
in January 2020, the numbers ballooned to c290,000 in
the three months between January and March 2021, just a
year later. This subsequently fell back to 67,000 by the
end of April 2022. It should also be noted the total number
of people deemed economically inactive was still over
500,000 in the latest set of dataii.

In response to this, the government plans to encourage
those who have left the workforce to have a ‘midlife MOT’,
a health and wealth check. Presumably, the intention is to
highlight how assumptions many may have made early in
the pandemic may need to be reviewed given double-digit
inflation and difficult investment conditions. Inflation isn’t
an equal arbiter and neither is the necessity to work.
Currently, the inflation driven by rising food, energy and
rent costs, disproportionately impacts lower income
workers as they spend a greater percentage of their
disposable income in these areas.

Handle with Care
Looking under the bonnet and into the numbers a little
more, an MOT may bring some unwelcome news for
those hoping for a swift return of many more experienced
workers.

Whereas the majority of those closest to traditional
retirement age, left work to retire or because they no
longer wanted to work (64%), in the younger 50-54 age
group, just 16% shared those same motivators. In fact,
half of the 50–54 year old workers, who left paid work, did
so due to either stress, illness, mental health reasons or
disability, rather than leaving from a position of financial
strength. Only 38% felt they have the retirement provisions
to meet their needs.

An overworked and under-resource NHS will play a key
part in returning these workers to the economy – and with
it an £8 billion production boost to the UK economyiii. With
the NHS being short of almost 50,000 nurses, 12% job
vacancy rates and a 7.2 million backlog in the waiting list
queue, the solution won’t be quick.
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Source: Office for National Statistics

Ain’t going to work on Rishi’s farm no more
Weak wage bargaining power remains prevalent, despite
an increase in unions taking workers out on strike. The
percentage of British workers who are in a union is
currently only about 25% of the workforce, whereas this
peaked in the early 1980s at around 50%. Tougher
legislation has contributed to a decline in union power
since and looking at a chart showing how many days had

been lost due to strike action, the most striking feature is
just how passive labour has been over the last 30 years or
so. Rising costs have brought into sharp focus the reality
of sub-inflation pay rounds, and a more determined public
sector workforce determined to have their voice heard
resulting in a ballooning in the total number of days lost
due to strikes to rival any of the millennium, with the
exception of 2011.
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Not dark yet
Britain is set to have amongst the lowest growth in major
economies this year and tackling the UK’s productivity gap
will take a multi-faceted and long-term approach. I’m
keeping a straight face when I say Liz Truss had a point –
we do need growth and we do need to tackle the ‘levelling
up agenda’ which stretches far beyond a political strapline
to impact the health, wealth, happiness and life
expectancies of all Britons. Why should someone born in
Blackpool have a healthy life expectancy of 56, but
someone in Richmond upon Thames have one nearing
70? We just can’t borrow our way all the way there.

A dear former colleague always said you shouldn’t deliver
problems but should deliver solutions to the problem
identified. There is no one solution, let alone an MOT, that
will drive the changes required. The root causes and
required reforms will drill down into the country’s health
and education systems, its overly centralised form of
government, it's social care provisioning as well as an
economy dominated by its southeastern quadrant. And
yes, some personal ownership too.

The solutions do not belong in these pages, but they will
(or should) be found in the pages of the manifestos for
government at the next election.

Views and opinions are my own and not of any
organisation I may or may not be associated with in a
professional or personal capacity.

1. People not in employment who have not been
seeking work within the last 4 weeks and/or are
unable to start work within the next 2 weeks.” Office
for National Statistics Definition iiThroughout, I have
heavily drawn on the data released in the ONS
“Reasons for workers aged over 50 years leaving
employment since the start of the coronavirus
pandemic: wave 2”. 
To read the full report click here

2. According to the Institute for Public Policy Research,
who estimated approx. 1/3 of workers who have left
the workforce since the pandemic was for health-
related reasons and sought to calculate the
economic impact. 
IPPR, Health & Prosperity Report, April 2022

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/articles/reasonsforworkersagedover50yearsleavingemploymentsincethestartofthecoronaviruspandemic/wave2
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