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Please note that the views, thoughts and ideas expressed in this document reflect the opinion of Geoff Barker
and the CQS Asian Macro Fund team, given the opportunity set and parameters the Fund operates within.

Outlook for the Global Economy and Markets
The Shape of Things to Come

Of course, a turnaround in these “transitory” factors will
not count for much if energy prices keep spiralling and
absorb consumers’ discretionary income, notably in Europe.
What is really needed to dispel uncertainty would be a
breakthrough in the Russia-Ukraine war. This seems like a
tall order today, with Putin’s Russia treated as a pariah
state, but were Russia to gain territory and then declare a
ceasefire then some of the tail risks could drop out.
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The chorus of voices now calling for global recession has
become a cacophony. If there is one thing that we should
have learned over the last couple of years, it is to beware
of bold predictions. The current economic “cycle” has little
resemblance to any in recent memory, being subjected to
unusual shocks – trade sanctions, Covid, war etc – and
horribly skewed by unconventional policy responses.

disruptions to production and shipping. Chinese purchasing
managers are reporting rapid improvements in supplier
delivery times and producer prices are dropping. In the US,
producer margins that widened sharply to take advantage of
goods shortages have similarly peaked out.
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Investors should keep in mind that equities can undergo
bear markets even without recession. The Wall Street
collapse of 1987 – Black Monday – was triggered by sharply
rising rates and did not presage any meaningful growth
slowdown. Neither is a GDP recession needed to generate
a decline in corporate earnings. Profits can be more
susceptible to margin compression, driven by cost increases
and perhaps amplified by exchange rate volatility, than to
changes in top-line sales. Such cost pressures are obviously
pertinent to the earnings outlook today.
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Talk of global recession overlooks wide disparities in the
sectoral and regional growth pictures. China has already
had a “double-dip” recession and is gradually emerging from
the latest lockdown-induced decline in activity. Several
European economies, including the UK, are probably now
back in recession thanks to surging energy prices but
tourism supports others. Japan remains vulnerable to
import cost pressure but is “opening up” domestically. The
US has been the strongest link thus far. By sector, industrial
activity and international travel are weak but domestic
services are in better shape.
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Our base case has been that recession in Europe and
weakness in Asia would be transmitted to the US via the
exchange rate, crimping the profits of multinationals.
Meantime, the US Federal Reserve would continue to
tighten monetary conditions until unemployment began to
rise – to tame labour costs – thereby making an outright
contraction in the economy all but inevitable.
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This still seems plausible but there is scope for positive
surprises. To begin with, inflation could start to fall more
quickly than now anticipated as supply-side shocks dissipate.
China has been adapting its zero-Covid policy to limit

The point to recognize is that there are many tactical
permutations and non-economic variables at play. Rather
than being dragged into the maelstrom of short-term noise,
it would be helpful to take a step back and try to discern
the larger forces shaping the long-term outlook.
Regardless of the timing of the next recession, our view is
that we are witnessing a paradigm change in the global
growth outlook and a more challenging era for investors in
financial markets.
The heart of the issue is that most major countries have
exhausted the scope for increasing leverage – the ratio of
debt to GDP. The so-called “debt super-cycle” – that was
given a new lease of life in the aftermath of the global
financial crisis in 2008 by the expansion of central banks’
balance sheets – has finally reached its zenith and a period
of retrenchment is likely.
The secular downtrend of inflation since the 1980s allowed
central banks to run asymmetric policies, keeping rates too
low for too long. Cheap money encouraged greater
borrowing – by households, by companies and by
governments, in Europe, in the US and in China.
As the deflationary forces of globalization, deregulation and
demographics have been replaced by cost-push from Cold
War, ESG and shrinking workforces, so productivity has
been steadily eroding. Covid has served to accelerate the
process, triggering inflation and forcing a reversal in policy.
1

The global economic challenge therefore is to stem the
declining trend of productivity and ultimately improve the
“growth-inflation” trade-off. This is no small matter since
geo-political divisions are not going to disappear, and there
will be inexorable pressure on government budgets from
pension and welfare burdens.
Without an improvement in productivity, the avenue of
simultaneously easy fiscal and monetary policies is closed
off by inflation – as we are now experiencing. The global
economy will be condemned to a series of shorter boombust cycles.

But energy is not the only factor of production that is
mispriced. We should also expect to see property prices –
that have been the source of speculation in many major
cities over the last few decades – peak out and begin a
multi-year adjustment. The combination of rising mortgage
costs, retirement of the baby-boom generation, higher
taxes and the drying-up of demand from China and Russia is
a toxic brew.
A substantial decline in the cost of real estate over the next
decade or more, bringing down rents, will help to restore
profitability for small businesses and release purchasing
power for younger generations who have a higher
propensity to spend. Improved affordability will boost
productivity in the real economy. But the adjustment will
not be painless for investors.
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Neither should investors place much store in expensive
government investment programmes – even if we could
afford them. Top-down directives are no substitute for the
market when it comes to allocating capital efficiently. The
march towards authoritarianism in China and in parts of the
developing world does not bode well.
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Of course, what will happen in practice is that discipline will
be imposed by markets. The primary mechanism will be
higher borrowing costs, as central banks withdraw from
their QE policies, and as widening credit spreads reprice
risk. A period of Schumpeterian creative destruction will
follow thereby reallocating resources to stronger hands.
But this may take a number of cycles to play out.

China remains a key risk to global growth for both the
reasons cited above. China was a primary beneficiary of
globalization, but its growth model is now broken and there
is no quick fix to its bloated and overvalued property
sector. While a closed capital account keeps the economy
liquid and reduces the risk of a financial crisis, there is no
obvious growth driver.

To improve efficiency, we need to see a new wave of
private capital investment focused on innovation, be it in
new energy sources, battery storage, biotechnology,
blockchain, artificial intelligence etc. The countries that
create the conditions for such investment will emerge with
greater vitality.

Investors should be aware that changes in the global
economy are bringing with them a shift in the political
zeitgeist. Cheap money and access to credit were partial
substitutes for weaker income growth for the mass of
western consumers. But, since the housing crash in 2008,
politicians have been under pressure to re-distribute
income. Rising inflation intensifies this pressure.
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Although there may be specific projects that require public
support, the best advice is for governments to “get out of
the way.” Reduce red tape, simplify tax codes, improve the
quality of education and training, enforce anti-trust
legislation, and do not offer bailouts.

Another major change to the shape of the global economy,
stemming from the end of globalization and the trend
towards “on-shoring” of production facilities, is likely to be
an end to the “mercantilist” growth model. Countries that
subsidize their exporters via exchange rate intervention,
favourable tax treatment, lower energy costs and the like,
and that fail to nurture a vibrant domestic economy (often
because of over-regulation) will struggle.

What is the process that will drive this outcome? What are
the likely contours of the new economic paradigm?
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To begin with, there cannot be a new wave of private
capital investment unless it is profitable for companies to
expand and take risk. The main barrier to such expansion is
the cost of energy. Most countries are paying the price for
failing to secure reliable power supply and for imposing
unrealistic and artificial timelines on the transition from
fossil fuels to green energy sources.

sa

The first order of business – starting in Europe, Japan and
parts of EM – has to be a period of “demand destruction”
to bring down energy costs and restore profitability.

The upshot is that financial markets have lost their policy
backstop. The so-called “Fed put” is gone… and the bar for
restarting any QE programme is very high.
Many commentators seem persuaded that balance sheets
are in good shape and any recession will be short and
shallow with relief coming once inflation falls. The truth is
that global debt-GDP ratios are too high, and credit has
been artificially cheap. The game is over – it’s payback time!
Geoffrey Barker
13th July 2022
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IMPORTANT INFORMATION:
This document has been issued by CQS (UK) LLP which is authorised and regulated by the UK Financial Conduct Authority, CQS (US), LLC which is a
registered investment adviser with the US Securities and Exchange Commission, and/or CQS (Hong Kong) Limited, which is authorised and regulated by
the Hong Kong Securities and Futures Commission. The term “CQS” as used herein may include one or more of CQS (UK) LLP, CQS (US), LLC, and
CQS (Hong Kong) Limited or any other affiliated entity. The information is intended solely for sophisticated investors who are (a) professional investors
as defined in Article 4 of the European Directive 2011/61/EU or (b) accredited investors (within the meaning given to such term in Regulation D under
the U.S. Securities Act of 1933, as amended) and qualified purchasers (within the meaning given to such term in Section 2(a)(51) of the U.S Investment
Company Act 1940, as amended). This document is not intended for distribution to, or use by, the public or any person or entity in any jurisdiction
where such use is prohibited by law or regulation.
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This document is a marketing communication prepared for general information purposes only and has not been delivered for registration in any
jurisdiction nor has its content been reviewed by any regulatory authority in any jurisdiction. The information contained herein does not constitute: (i) a
binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer, recommendation or solicitation to buy or sell shares or
interests in any fund or investment vehicle managed or advised by CQS (a “CQS Fund”) or any other security, commodity, financial instrument, or
derivative; or (iv) an offer to enter into any other transaction whatsoever (each a “Transaction”). Any decision to enter into a Transaction should be
based on your own independent investigation of the Transaction and appraisal of the risks, benefits and appropriateness of such Transaction in light of
your circumstances. Any decision to enter into any Transaction should be based on the terms described in the relevant offering memorandum,
prospectus or similar offering document, subscription document, key investor information document (where applicable), and constitutional documents
and/or any other relevant document as appropriate (together, the “Offering Documents”). Any Transaction will be subject to the terms set out in the
Offering Documents and all applicable laws and regulations. The Offering Documents supersede this document and any information contained herein.
The Offering Documents for CQS UCITS range of funds is available here in English (US persons will not be eligible to invest in CQS managed UCITS
funds save to the extent set out in the relevant Offering Document). A copy of CQS’ Complaints Policy, which sets out a summary of investors’ rights, is
available here in English. CQS may terminate the arrangements for marketing or distribution of any CQS Fund at any time.
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Nothing contained herein shall give rise to a partnership, joint venture or any fiduciary or equitable duties. The information contained herein is provided
on a non-reliance basis, not warranted as to completeness or accuracy, and is subject to change without notice. Any information contained herein
relating to any non-affiliated third party is the sole responsibility of such third party and has not been independently verified by CQS. The accuracy of
data from third party vendors is not guaranteed. If such information is not accurate, some of the conclusions reached or statements made may be
adversely affected. CQS is not liable for any decisions made or action taken by you or others based on the contents of this document and neither CQS
nor any of its directors, officers, employees or representatives accept any liability whatsoever for any errors or omissions or any loss howsoever arising
from the use of this document.
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Information contained in this document should not be viewed as indicative of future results as past performance of any Transaction is
not indicative of future results. Any investment in a CQS Fund or any of its affiliates involves a high degree of risk, including the risk
of loss of the entire amount invested. The value of investments can go down as well as up. Future performance is subject to taxation which
depends on the personal situation of each investor and which may change in the future. Investments may lead to a financial loss if no guarantee on the
capital is in place. An investment in any CQS Fund will involve a number of material risks which include, without limitation, risks associated with adverse
market developments, currency and exchange rate risks, risk of counterparty or issuer default, and risk of illiquidity. Any assumptions, assessments,
targets (including target returns and volatility targets), statements or other such views expressed herein (collectively “Statements”) regarding future
events and circumstances or that are forward looking in nature constitute CQS’ subjective views or beliefs and involve inherent risk and uncertainties
beyond CQS’ control. Any indices included in this document are for illustrative purposes only and are not representative of CQS Funds in terms of
either composition or risk (including volatility and other risk related factors). Unless stated to the contrary CQS Funds are not managed to a specific
index.
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The information contained herein is confidential and may be legally privileged and is intended for the exclusive use of the intended recipient(s) to which
the document has been provided. In accepting receipt of the information transmitted you agree that you and/or your affiliates, partners, directors,
officers and employees, as applicable, will keep all information strictly confidential. Any review, retransmission, dissemination or other use of, or taking of
any action in reliance upon, this information is prohibited. Any distribution or reproduction of this document is not authorized and prohibited without
the express written consent of CQS, or any of its affiliates. Unless otherwise stated to the contrary herein, CQS owns all intellectual property rights in
this document.
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CQS is a founder of the Standards Board for Alternative Investments (“SBAI”) (formerly, the Hedge Fund Standards Board) which was formed to act as
custodian of the alternative investment managers’ industry best practice standards (the “Standards”). By applying the Standards, managers commit to
adopt the “comply or explain” approach described in the Standards. CQS is a signatory of the UN Principles for Responsible Investment and a supporter
and participant of certain other responsible investment related industry associations.
PRI Note:
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PRI is an investor initiative in partnership with UNEP Finance and the UN Global Compact. GMv8.
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Distribution in the European Economic Area and the UK: In relation to each member state of the EEA and the UK (each a “Relevant State”) which has
implemented the Alternative Investment Fund Managers Directive (Directive (2011/61/EU)) (the “AIFMD”)/as AIFMD forms part of local law of the
Relevant State, this document may only be distributed and Shares may only be offered or placed in a Relevant State to the extent that: (1) the Fund is
permitted to be marketed to professional investors in the Relevant State in accordance with AIFMD (as implemented into the local law/regulation / as it
forms part of local law of the Relevant State); or (2) this document may otherwise be lawfully distributed and the Shares may otherwise be lawfully
offered or placed in that Relevant State (including at the initiative of the investor).
Information required, to the extent applicable, for Distribution of Foreign Collective Investment Schemes to Qualified Investors in
Switzerland:
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The representative in Switzerland is ARM Swiss Representatives SA, Route de Cité Ouest 2, 1196 Gland, Switzerland. The distribution of Shares of the
relevant CQS Fund in Switzerland will be exclusively made to, and directed at, qualified investors (the “Qualified Investors”), as defined in the Swiss
Collective Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing ordinance (the “Swiss Distribution Rules”). Accordingly,
the relevant CQS Fund has not been and will not be registered with the Swiss Financial Market Supervisory Authority ("FINMA"). The paying agent in
Switzerland is Banque Cantonale de Genève, 17, quai de l’Ile , 1204 Geneva, Switzerland. The relevant Offering Document and all other documents used
for marketing purposes, including the annual and semi annual report, if any, can be obtained free of charge from the representative in Switzerland. The
place of performance and jurisdiction is the registered office of the representative in Switzerland with regards to the Shares distributed in and from
Switzerland. CQS (UK) LLP (as the distributor in Switzerland) and its agents do not pay any retrocessions to third parties in relation to the distribution
of the Shares of the relevant CQS Fund in or from Switzerland. CQS (UK) LLP (as the distributor in Switzerland) and its agents do not pay any rebates
aiming at reducing fees and expenses paid by the relevant CQS Fund and incurred by the investors. GMNAv1
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CQS (UK) LLP
4th Floor, One Strand,
London WC2N 5HR,
United Kingdom
T: +44 (0) 20 7201 6900
F: +44 (0) 20 7201 1200

CQS (US) LLC
152 West 57th Street,
40th Floor, New York,
NY 10019, US
T: +1 212 259 2900
F: +1 212 259 2699

CQS (Hong Kong) Limited
1308 One Exchange Square,
8 Connaught Place, Central,
Hong Kong, China
T: +852 3920 8600
F: +852 2521 3189

CQSClientService@cqsm.com | www.cqs.com
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