
Overview
• The recovery in equity markets continued into March 

but has been showing signs of slowing in pace, al-
though it may again pick up following the most recent 
confirmation by the Federal Reserve that it has effec-
tively abandoned its tightening of monetary policy.

• The Fed now expects to have no rate rises this 
year and maybe one next year, while it will cease its 
program of reducing its massive bond holdings by 
September of this year. This will take a lot of selling 
pressure off the US Treasury bond market, even 
though the rate of issuance of new bonds will continue 
as the US Federal Deficit continues to grow.

• The key questions that were perplexing markets ap-
pear to have been resolved, at least for the next year 
or two. These were:
 ◦ Will the Fed resume interest rate increases and 

quantitative tightening and if so when? Answer: 
Not for another two years or more.

 ◦ When will the tide of cheap money that has 
supported financial asset prices for so long start to 
ebb in big way? Answer: Not until after the 2020 
elections or later.

• For the time being and probably most of this year and 

next, both monetary and fiscal policy are expected to 
be supportive of economic growth as well as financial 
asset prices. Governments in most countries remain 
addicted to deficits. The central banks have now en-
gaged in synchronised policy capitulation in the face 
of market pressure.

• Investors can take comfort that the Fed is not inde-
pendent of Wall Street and will do whatever it takes to 
keep equity markets afloat, while at the same time its 
European and British counterparts are run by former 
investment bankers concerned not to put the major 
banks under the pressure that they experienced in 
the GFC.  Interest rates are expected to remain near 
record lows by historical standards and central bank 
balance sheets will remain bloated for longer with 
unprecedented levels of holdings in bonds and other 
assets.  While this leaves the central banks with little 
capacity to take action when the next major recession 
arrives, it means that equity markets will be supported 
by monetary policy for some time to come.

• The shape of the yield curve, a good forward indicator 
of recessions and downturns in equity markets, is fair-
ly flat but not yet signaling recession or a more severe 
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equity market downturn. 
• Equity market momentum measured over the last 

twelve months has now moved back to neutral, but it 
may take another six to twelve months before it again 
becomes positively supportive.        

• Risks of a significant global recession in late 2020 or 
2021 remain. Recessions are usually preceded by 
a significant equity market downturn so falls of 20% 
or more in equity markets within two years are quite 
possible.

• Factors triggering a recession and equity market sell-
off could include:
 ◦ Failure to resolve the US-China trade dispute with 

impacts on volumes of trade and global supply 
chains. There will be some sort of deal done but 
it may lack real substance and it appears that the 
two sides are drifting apart and having difficulty 
reaching a deal in the next few months.

 ◦ A steep rise to US bond yields driven by the sheer 
volume of borrowing is needed by the US govern-
ment to fund its fiscal deficit.

 ◦ A move back to quantitative tightening (QT) and 

interest rate increases by the US Federal Reserve.
• Overall, we now assess the probability of a recession 

in the next 5 years with a 40% chance of occurring. 
It is now equally likely as a continuation of the slow 
economic growth recovery that we have been in for 
the last ten years.

• In Australia, further weakening of house and apart-
ment prices should be expected, with some adverse 
effect on consumer spending, a major component of 
economic growth in Australia.

• At the same time the export component of GDP is 
fragile. It is narrowly based on a small number of 
commodities (mainly coal and iron ore) being sold 
to a single large customer (China) that is having its 
own slowdown in growth. The leadership of China, 
at its recent annual National Peoples’ Congress, has 
confirmed that its economy is growing slower than 
expected and that they are concerned about balancing 
continued growth stimulus versus debt reduction.

Portfolio investment strategy

Overview cont...

• Our conclusions for portfolio strategy remain unchanged from last month.
• There has been a regime change in equity markets. It is now more sensible to sell the rallies rather than buy the 

dips, until we get to the start of the recovery from the next recession. This may be as late as 2022.
• In such conditions, investors with a shorter horizon of one to three years may feel more comfortable reducing their 

equity exposure even if this sacrifices some returns from equities. This may best be done during the periodic rallies 
in prices which will occur during a period of continuing market volatility in 2019 and beyond.

• Investors with longer term horizons and an ability to tolerate equity market downturns and await the recoveries that 
follow, should remain invested at benchmark or neutral weight in equities, but be aware that there may be further 
falls of up to 20% in the next two years, from which there will be a recovery that may also be faster than expected. 

• Some longer-term investors may want to consider the opportunity of using short term rallies to move some of their 
portfolios into cash pending reinvestment at lower prices after subsequent market declines. It is important to remem-
ber that it is very difficult to get both legs of such market timing moves right.
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Table 1: Recommended asset allocation positioning for portfolios for 
investors with a longer-term horizon of five years or more: 

• For longer term investors with horizons of five years or more, which would take them beyond a major downturn and 
recovery episode, keep a neutral or benchmark weight to Australian equities and International equities. Stay invest-
ed for the recovery.

• Stay short in interest rate duration in fixed interest to avoid capital losses as bond yields increase.
• Avoid traded securities with credit risk, as credit spreads are too tight to offer adequate return for risk.
• Hold a major underweight to AREITs (Listed Property Trusts) and be selective about unlisted property assets – mini-

mum yield of 6% p.a., weighted average lease expiry (WALE) longer than the life of the fund or trust, maximum debt 
of 45% of gross assets, good tenants, and great managers with a proven track record.

• In the longer run beyond the next year or so, the prospects are for greater increases in short term interest rates 
in the USA relative to interest rates in Australia. This means that eventually the AUD is more likely to fall than rise 
against the USD, so International investment on a three to five-year horizon should be unhedged. 

• Overweight cash and well managed alternative equities which have a proven capacity to make asset allocation 
shifts in response to evolving market conditions.

For investors with a longer-term horizon of five years or more
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RECOMMENDED ASSET 
ALLOCATION RELATIVE TO 
BENCHMARK OR NEUTRAL:

ZERO
MAJOR 
UNDER 
WEIGHT

MINOR 
UNDER 
WEIGHT

NEUTRAL OR 
BENCHMARK 

WEIGHT

MINOR OVER 
WEIGHT

MAJOR 
OVER 

WEIGHT
ASSET CLASS
Cash X
Fixed interest X
Property X
Australian equities X
International equities X
Alternative equities X

For investors with a shorter-term horizon of one to five years:  
• Reduce the allocation to Australian and International equities to between 60% and 80% of benchmark or long-term 

strategic asset allocation in Australian and /or International equities. This could be implemented by selling into rallies 
in the next six to twelve months, which can be expected in volatile market conditions.

• In fixed interest, stay short in credit duration and in interest rate duration.
• Stay well underweight in listed property securities (AREITS and GREITS).
• Overweight cash and well managed alternative equities which have a proven capacity to make asset allocation 

shifts in response to evolving market conditions.



• Copper and oil prices firmed over the course of the 
month, indicating some continued strength in the glob-
al growth outlook, even as major forecasters such as 
the IMF reduced their forecasts for global GDP growth 
in 2019 and 2020.

• Foreign exchange rates changed little except for a rise 
in the Pound Sterling, as optimism grew about some 
resolution of Brexit, notwithstanding the political chaos 
in Westminster.

• Interest rates in the USA were little changed with the 
key spread between the two and ten year Treasury 
bonds unchanged at 0.16% p.a., so that the yield 
curve is still not flagging a recession.

• Interest rates in Australia eased across all maturities 
as the RBA kept its rate on hold for yet another month 
and the reported rate of economic growth moderated. 
Financial markets are now pricing in an RBA rate cut 
of 0.50% p.a. by early 2020.

• Equity markets continued their rebound, albeit at a 
slower pace. The US S&P 500 reached a four month 
high and has nearly recovered all of the losses in 
late 2018. European markets were the strongest 
during the month, in contrast to weakening economic 
forecasts. The recent announcement by the Europe-
an Central Bank that it would keep monetary policy 
easier for an extended period of time seems to have 
dominated investor thinking and offset concerns about 
weaker economic growth when it comes to evaluating 
the value of investing in equities.

• World economic growth is slowing but is not yet near a 
recession. The OECD, a major multinational economic 
cooperation organisation, is now projecting global real 
growth in GDP to be 3.3% p.a. in 2019, picking up 
slightly to 3.4% p.a. in 2020. The organisation sees 
US real GDP growth slowing to 2.6% p.a. in 2019 and 
Australian growth at 2.7% p.a., which is slower than 

1. Where are we now?
Table 2: Financial market movements - financial year to date
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Market indicator
Level at 

31/12/2017
Level at 

13/02/2019
Level at 

13/02/2019
In local 

currency
In AUD

Equity Markets 
S&P ASX 200 6065 6068 6161 1.5% 1.5%
USA: S&P 500 2673 2744 2810 2.4% 2.8%
UK: FTSE 100 7687 7133 7159 0.4% 4.0%
Germany: DAX 12917 11126 11572 4.0% 4.4%
France: CAC 5312 5056 5306 4.9% 5.3%
Japan: Nikkei 225 22764 21185 21290 0.5% 0.3%
China: Hang Seng 29919 28259 28807 1.9% 2.3%
Currencies 
USD/AUD 0.7805 0.7124 0.7097 0.4%
GBP/AUD 0.5731 0.5522 0.5328 3.6%
YEN/AUD 87.92 78.81 78.94 -0.2%
EUR/AUD 0.6501 0.6282 0.6261 0.3%
Interest rates % p.a.
Aus: 90 day bank bill    1.78 2.00 1.85 -15.0%
Aus: 10 year govt bond 2.41 2.15 1.98 -17.0%
US: Fed funds rate 1.42 2.40 2.40 0.0%
US: 10 year govt bond 2.67 2.60 2.62 2.0%
Commodities 
Copper  US $ per tonne  7247 6106 6472 6.0% 6.4%
Gold USD/ounce  1302 1315 1309 -0.5% -0.1%
Oil USD/barrel (WTI) 60 54 58 8.7% 9.1%

Change since 13/03/2019



Where are we now? cont...

   Investment Market Conditions UPDATE                                                           March 2019 Madison Financial Group           5

its estimate of 2.9% p.a. just three months ago and is 
below the RBA estimate of 3.0% p.a. Europe is in a far 
worse position at 1.0% p.a. while the Brexit affected 
UK economy is expected to grow just 0.8% p.a. in 
2019.

• It was recently reported that Australian real wage 
growth in 2018 was just +0.5% p.a. and there is 
evidence in the latest national accounts that GDP per 
capita has been growing more slowly than inflation for 
the last two quarters, giving rise to the term Per Capita 
Recession.

• Chinese authorities, at their annual National Peoples’ 
Congress held this month, have been warning of the 
risks of extended leverage and the need to reduce 
it without triggering too steep a fall in growth, while 
maintaining employment growth. The Chinese govern-
ment in 2019 is targeting real GDP growth in the range 
6.0-6.5% p.a., the lowest for decades, with inflation at 
3.0% p.a., compared with the recent 2.0% p.a. Money 
supply is planned to grow in line with nominal GDP 
i.e. 9.0% to 9.5% p.a. so that they are not envisaging 
that there will be a credit or liquidity squeeze on either 
the public or private sector. The Chinese authorities 

do appear to be concerned about the risks of tackling 
the high level of debt that has built up while keeping 
growth at a level adequate to support social order. 
They are expected to tread carefully but mistakes 
are possible. The National Development and Reform 
Commission says, “it will control the pace and intensi-
ty of its deleveraging efforts and that shadow banking 
risks will be resolved in an orderly way.”

• There has been a build-up of risky debt elsewhere 
in the world. In the US there is a large volume of 
corporate bonds and a significant proportion of those 
which are now classified as investment grade could 
be downgraded by rating agencies, leading to forced 
sales and losses. Losses in the corporate bond mar-
ket could spread to the equity market.

• All of this is of some concern, but indicators that have 
been useful historically are not yet signalling a reces-
sion in the USA or more widely around the globe. The 
eventual unwinding of excessive debt will probably be 
a catalyst for financial market losses and a recession, 
but probably not until 2021 or later. Meanwhile the real 
economy and the financial markets are afloat on a tide 
of cheap money.

2. Equity markets overall assessment
The overall assessment of equity markets is central to deciding how much of the portfolio to allocate to growth assets 
over time. Our current overall assessment of equity markets, which is summarised in Table 3, considers:
• The Valuation of equities comparing current prices to long term Fair Prices;
• The Momentum of equity market price movements; and
• Qualitative indicators that consider the impact of fiscal and monetary policy as well as economic and political fac-

tors.

Table 3: Summary of equity markets assessments
Equity Markets Assessment - 14 March 2019

Asset class Australian equities International equities 
Valuation indicator (scenario weighted, lower is better) 87% 87%
Momentum indicator based on last 12 months price movements NEUTRAL NEUTRAL
Qualititative indicator POSITIVE BUT WEAKENING POSITIVE BUT WEAKENING



The recovery in equity markets since New Year has almost 
but not quite recovered the falls in the latter part of 2018. 
The reduction in the ten-year bond yield in Australia has 
improved the relative long-term valuation of equities from 
the point of view of an Australian investor. This has left 
both Australian and International equities in the cheaper 
end of the Fair Price range. 

The market movements of the last three months have also 
shifted momentum based on trailing twelve month indica-
tors from decisively negative to neutral. It may take up to 
six to twelve months to become positive again. 

The Qualitative factors that affect financial markets are 
still positive. In late 2018 there had been indications from 
central banks of a reduction in the stimulus from monetary 
policy. This has now been paused or slightly turned around 
with all of the major central banks now making more 
conciliatory statements about interest rates being lower for 
longer or at least not escalating too much too soon. These 
qualitative factors are summarised in Table 6. In particular, 
monetary and fiscal policy in most major countries, are still 
both supportive of earnings growth for equities and of eq-
uity prices in general, but their effect is lessening. Addition-
ally, political and economic risks are growing even though 
the last few weeks have appeared somewhat calmer.

Table 4: Earnings per share growth rates for equity markets

Equity markets overall assessment cont...
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Valuation is the most important part of our assessment for 
longer-term investment strategy because the momentum 
and qualitative effects tend to be shorter term in their 
effects. We continually assess the ratio of Current Market 
Price to the assessed Long-Term Fair Price of the same 
market. The lower this ratio, the more attractive long-term 
investment in a particular share market appears. The Fair 
Price of an equity market is the price at which the market 
should trade in order to achieve the long-term Fair Value 
Return. In turn, the Fair Value Return is the return required 
to fairly compensate for risk. It equates to the current 
long-term government bond yield in the investor’s home 
country plus a margin or equity risk premium. We have 
continued to assume a required equity risk premium of 5% 
p.a. for developed equity markets and 8% p.a. for emerg-
ing markets. For example, this means that an Australian 
investor investing in the US equity market should expect 

to earn a total return over ten years of 6.85% p.a. if they 
are being fairly compensated for equity risk.

A key assumption that we employ in the assessment of 
the long-term Fair Price is the long-term rate of growth in 
earnings per share. In turn, this depends on assumptions 
about the long-term rates of inflation and real economic 
growth as well as the rate of issuance of new equity or 
buy backs of equity. 

We monitor and adjust our long-term assumptions about 
inflation and real economic growth in the major developed 
countries as well as in the major developing economies 
where necessary. Table 4 below, sets out our current 
assessment of this critical factor for the Australian equity 
market as well as the major International equity markets. 

3. Equity market valuations

Scenario 1 base EPS growth assumptions: average over ten years
as at 14 March 2019

Real GDP growth Inflation EPS growth
% p.a. % p.a. % p.a.

USA S&P 500 2.25% 2.00% 3.25%
China Hang Seng 4.00% 2.50% 2.50%
Japan Nikkei 225 1.75% 1.50% 2.25%
Britain FTSE ALL SHARE 1.75% 2.50% 2.25%
Germany DAX 1.75% 2.00% 1.75%
France CAC 1.75% 2.00% 1.75%
Australia ASX S&P 200 2.50% 2.00% 2.50%
UNCHANGED SINCE LAST MONTH



Together with the bond yield, these estimates of EPS 
growth are the key assumptions used to derive the long 
run Fair Price estimates in the analysis set out below in 
Table 5. These assessments are made for a number of 
scenarios of what may happen over the next ten years. 
Each scenario implies a different financial market regime 
and with its different relative returns for the various asset 
classes. 

For the purposes of the equity market fair value assess-
ments we have reviewed the three long -term scenarios 
for the next ten years and they are as follows:
• Scenario 1: Modest earnings growth where inflation 

and interest rates do not rise by much. This is good 
for valuation of equities. There is a mild recession 
within the next three to five years, but it is milder than 
that of 2008-2009. We have reduced the likelihood 
of this scenario occurring from 50% to 40%. In this 
scenario we are assuming that the ten-year Australian 
bond yield will rise from the current 1.85% p.a. to 
around 2.8% p.a. This extra yield margin of +0.95% 
p.a. provides a buffer of safety in our valuation analy-
sis.

• Scenario 2: Faster earnings growth where inflation 
and interest rates rise to around 3.5% p.a. This higher 
rate of inflation is bad for fixed interest and also im-
pacts equity valuation, offsetting some of the effects of 
faster earnings growth. We continue to rate this sce-
nario with a 20% likelihood of occurring i.e. not very 
likely, as it depends on fiscal and monetary stimulus 
in China working and there being no significant policy 
maker mistakes in any major country.

• Scenario 3: A more significant recession where infla-
tion and real interest rates fall significantly and may 
even turn negative. There is a risk of the economy 
being trapped in a zero or negative growth pattern. 
We now rate this scenario with a 40% likelihood of 
occurring. A recession of this nature is more likely to 
occur after 2020 than before, unless there is a major 
deterioration in the US-China trade dispute in the next 
few months.
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Equity market valuations cont...

Table 5: Fair Price assessments for the Australian and International    
equity markets - 14 March 2019

Economic Scenario: 
One :Continued 

moderate growth 
Two : Faster growth

Three: Relapse into 
recession 

SCENARIO WEIGHTED 
PRICE TO FAIR VALUE

Probability of scenario 40% 20% 40%

Country

Ratio of current market 
value to long term fair 

value

Ratio of current market 
value to long term fair 

value

Ratio of current market 
value to long term fair 

value

Ratio of current market 
value to long term fair 

value
% % % %

USA 84% 80% 86% 84%
China 91% 87% 100% 94%
Japan 87% 83% 91% 88%
Britain 99% 95% 104% 100%
Germany 87% 83% 93% 89%
France 107% 102% 113% 108%
Australia 87% 82% 90% 87%
Global 87% 83% 90% 87%

Red is expensive (above 120%)                        Purple is more or less fair value (80% to 120%)                        Green is cheap (below 80%)

Notwithstanding the recovery in all major equity markets in the last month, they are all in the cheaper end of the Fair 
Price range. Overall, the valuation factors are supportive of investment in equities and are compelling for longer-term 
investors.



Qualitative factors used in the overall assessment
Overall our current assessment is that the positive qualitative factors (supportive monetary and fiscal policy) outweigh 
the negative factors (the risk of mistakes by policy makers). Our summary of the qualitative factors and their effects on 
equity market returns for each major region is set out in Table 6. 

Table 6: Qualitative factors affecting equity markets over the next 3 years 
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Region Monetary Policy Fiscal Policy Economy Politics and Public Policy Overall

USA

Fed policy is still supportive 
of asset prices as it has 
indicated a pause in the 

reduction of its holdings of 
bonds and in short-term 

interest rate increases. Both 
of these could resume, but 

this is not likely for at least a 
year.

Positive but the effect of the 
2017 Trump tax cuts will run 
out by 2020. Meanwhile the 

rise in Federal borrowing 
needed may eventually push 

the US ten-year Treasury 
bond yields up above 3.5% 

p.a. - a rise of 1% p.a.

Has been positive but has 
recently reached an inflexion 
point and growth is expected 

to slow down especially if 
trade tensions with China are 

not  actually resolved.

Has been positive but 
volatile. Following the US 
mid-term elections will be 
much less positive for the 
economy and corporate 

earnings, as shown by the 
partial closure of the Federal 

Government which may 
reoccur.

Positive but 
becoming much less 

so in 2019 and 
2020.

China

Positive. The PBOC, the 
central bank, has been 

injecting liquidity into the 
banking system to ward off 

risks from its policy of 
deleveraging as well as from 
the trade dispute with the 

USA.

Positive as there is a need for 
continued spending on 

infrastructure, health care 
and education. Fiscal deficit 

is 3.6% of GDP.

Positive but with a strong 
prospect of a decline in the 
rate of growth towards 5% 
p.a. or below over the next 
three years.  This degree of 

decline would be adverse for 
global growth.

Positive, but the main risk is 
if the policy makers make a 
mistake, such as reining in 

credit growth too quickly as 
they seek to deleverage the 

economy.

Positive but now 
more fragile than at 
any time since the 

GFC.

Japan 

Positive with the BOJ 
continuing to keep short 
rates negative and bond 

yields near zero.

Positive with fiscal deficit of 
3.8% of GDP adding to 

overall demand.

Positive but stalling slightly 
with real GDP growth easing 

back.

Positive and stable compared 
to other major countries.

Positive.

Europe 

Positive as the ECB maintains 
its portfolio of bonds, while 
keeping its key interest rate 

at -0.4% p.a. This was 
recently reaffirmed by the 

ECB.

Slightly positive with Euro 
area fiscal deficit at just 0.7% 

of GDP.

Positive with modest growth 
but  Brexit is still  a major 

threat to EU growth.

Has now come back to 
neutral and the prospect of 
turning negative if there is a 
fiscal crisis in Italy or if Brexit 

is not resolved well.

Positive but weaker 
in 2019.

Great 
Britain

Positive with the BoE still 
keeping its interest rate near 

a multi-century low.

Positive due to fiscal deficit 
running at 1.7% of GDP.

Brexit is still a major threat to 
the British economy.

Negative and divided. There 
is much uncertainty about 
Brexit and hence about the 

government.

Positive but 
weakening or 

turning negative as 
Brexit approaches.

Australia 

Positive with the RBA rate 
more likely to be unchanged 

till late 2019 but could be  
cut earlier if economic 
indicators worsen. The 

markets are expecting a rate 
cut of 0.5% p.a. within  a 

year.

Slightly positive with Federal 
deficit at a low level of 0.9% 

of GDP.

Positive due to infrastructure 
spending by the states.

Negative due to lack of 
policy focus by Federal 

government and the 
upcoming election.

Positive but 
weakening.

Overall the qualitative factors remain positive but less so than they were a year ago. We still have a situation where 
monetary and fiscal policy in most major countries are supportive of earnings growth for equities and of equity prices in 
general.
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5. Where to next?

This document and its contents are general in nature and do not constitute or convey personal advice. It has been prepared without consideration of anyone’s financial situation, needs or financial objectives. 
Formal advice should be sought before acting on the areas discussed. This document is a private communication and is not intended for public circulation other than to authorised representatives of the 
Madison Financial Group and their clients. The authors and distributors of this document accept no liability for any loss or damage suffered by any person as a result of that person, or any other person, 

placing any reliance on the contents of this document.

• Equity markets are likely to continue to recover in the 
short run over the next few months, but the outlook 
over the next year or two includes the risk of a more 
significant downturn. Mistakes by policymakers and 
politicians appear to be more likely and of greater 
consequence than in the last ten years. The Federal 
Reserve could yet resume interest rate rises too soon 
or too vigorously. As well, it is conceivable that the US 
and Chinese presidents could make mistakes that are 
of consequence to global financial markets. 

• The Federal Reserve has paused its interest rate 
increases and its program of quantitative tightening. 
Eventually these will both need to resume. 

• Our mainstream scenario over next three years to five 
years is essentially unchanged since last month and is 
as follows:
 ◦  Short term interest rates in the US may be stable 

in 2019 but are still likely to rise to 3.0% p.a. over 
the next two years and above 4.0% p.a. within five 
years.

 ◦ In Australia, the RBA rate stays at 1.5% p.a. for 
the next year with some possibility of a fall to 
1.25% p.a. or even 1.00% p.a. if the economy 
stalls badly, but then eventually rises towards 
3.5% p.a. (the RBA neutral rate) by 2022.

 ◦ Long-term bond yields in the US rising above 
3.5% p.a. within the next two years in order to 
fund the fiscal deficit.

 ◦ The AUD weakens towards USD 0.65 or lower, 
adding to International equity returns for Austra-

lian investors as well as assisting the earnings 
of Internationally focused Australian companies; 
Equity prices in most developed markets will rise 
modestly in early 2019, driven by EPS growth, 
which continues for the next year or two but is 
likely to falter after that, especially if either the ten 
year bond yield is significantly above 3.5% p.a. or 
if it is lower than the two-year bond yield (due to 
the latter rising more).

• The main risks to this mainstream scenario include:
 ◦  The US ten-year Treasury bond yield could well 

rise more quickly to a level closer to 4% p.a., 
leading to a major shift from equities to bonds. If 
this occurs, then a fall of 20% or more in equity 
markets could easily occur within the next two 
years; 

 ◦ The US China trade war is not settled and be-
comes more severe or more protracted and a 
recession is triggered sooner rather than later;

 ◦ A financial crisis arising in Italy or via defaults in 
emerging market entities such as major corpo-
rates or governments transmit stress to the entire 
global economy via the banking system, causing a 
crisis and a major world recession;

 ◦ Political instability in Britain (following a hard Brex-
it) or in France, severely disrupts their economies 
and financial markets, spreading to the whole of 
Europe or beyond.


