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A summary follows on the next page

“Welcome to our 2023 investment 
outlook. Along with my colleague 
and Chief Investment Strategist 
Lenny McLoughlin, I am delighted 
to share with you what we believe 
will be the key drivers for markets 
in the year ahead.” 

– Anthony MacGuinness, Chief Investment Officer, ILIM

Look out for our other videos over the coming week 
with more sector-focused insights for 2023. 

Lenny McLoughlin
Chief Investment Strategist
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Investment Outlook summary

> Persistent, high inflation and rising rates of 2022  
unlikely to be repeated in 2023

While there were several issues which impacted markets 
last year, the single most important was the unexpected 
persistence of high inflation and the resultant aggressive 
tightening of monetary policy by central banks to combat this.

The good news is that the shocks from inflation and 
significant hiking of rates by central banks are unlikely to be 
repeated this year. Inflation appears to have peaked with US 
inflation down from a high of 9.1% year-on-year to 7.1%, while 
Eurozone inflation has fallen from 10.6% year-on-year to 9.2%. 

This is driven mainly on the goods side with falling energy 
prices, shipping rates back to pre-Covid levels, the ending 
of log jams at global ports and a general easing of global 
supply bottlenecks. 

Forecast Peak Central Bank Rates

Source: Bloomberg

On the services side, inflation remains high and is usually 
slower to fall once it has risen. One key driver is wage 
inflation, which remains firm given the tightness in global 
labour markets.

The US Fed raised rates by 425 basis points (bps) last 
year and is guiding to another 75bps before pausing. The 
European Central Bank (ECB) increased rates by 250bps with 
the market expecting another 150bps before it stops. Both 
equities and bonds should gain relief from greater visibility 
and clarity around the impending peak in rates.
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“Overall, inflation is expected to moderate 
this year to low single digits, although is 
still likely to remain above central banks’ 
inflation targets of 2%.”

The last 12 months have been tumultuous 
for investors with inflation at a 40-year high, 
the fastest Federal Reserve (Fed) rate hiking 
cycle since 1980, a global economic slowdown 
and escalating geopolitical tensions resulting 
in negative returns for most asset classes. 

The future path for inflation and central bank 
policy remains the dominant focus for markets in 
the near term. 

In this year’s investment outlook, we share our 
views on:

1. Whether inflation and interest rates  
have peaked; 

2. Whether recession is a foregone conclusion; 
and

3. The outlook for corporate earnings and 
markets in the coming 12 months. 
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> Growth in 2023 expected to slow further 

> However, if recession occurs, it could be relatively 
short and shallow 

Global growth in 2022 is estimated to have fallen to around 
2.9% from expectations of 4.2% at the start of the year. 
Growth this year is expected to slow further to 1.8% with the 
significant rise in rates having a lagged impact on activity. 

Fears over a possible global recession have risen as both 
business and consumer confidence have fallen, given the 
multitude of factors which have buffeted the economy, 
and with excess savings built through Covid close to being 
depleted. 

There are, however, potential offsets to these recession 
fears:

> The reopening of the Chinese economy;

> Easing of the squeeze in real incomes as inflation 
moderates; and 

> Stabilisation of sentiment

If a recession does occur, it could be relatively short and shallow. 
The global economy is expected to recover by the second half 
of 2023. 

Hopes for a “soft landing” and the avoidance of a recession 
have recently improved as inflation has fallen, activity 
has proven to be resilient and central banks have felt 
more comfortable guiding a slower pace in rate hikes. 
Furthermore, stretched consumer and corporate balance 
sheets are not evident to the same extent as they were on 
previous occasions.

Equities
> We expect equities to end 2023 higher – although 

shorter term downside possible 

Equity markets are forward looking and, with a recovery in 
growth expected by the end of 2023 / early 2024, we believe 
equities will end the year higher. Shorter term, they may be 
vulnerable to some further downside if earnings forecasts 
are revised down to reflect the weaker growth backdrop and 
margin squeeze. 

Fixed Income
> Worst year on record

> We see improving inflation dynamics with more 
attractive yield opportunities in 2023

In bond markets, the high in yields has probably already 
been seen, with inflation having peaked and central banks 
pausing rate hikes in coming months.

After the worst year on record for US and European 
government bonds, we see the return and diversification 
prospects as more favourable in 2023. We believe fixed 
income markets will present more attractive yield 
opportunities for Defined Benefit investors looking to hedge 
liabilities and Multi Asset investors seeking income.

“The global economy is expected to 
recover by the second half of 2023.”
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Alternatives and Real Assets 
> We continue to see attractive opportunities in 

alternative assets 

Alternatives and real assets such as infrastructure and 
physical real estate proved relative safe havens in 2022, at 
a time when bonds and equities were falling in tandem.

Our Multi-Asset team continues to see several attractive 
opportunities:

> Value to outperform growth, given the higher yield 
environment;

> Insurance linked securities, due to higher premiums 
post Hurricane Ian last year.

We continue to see strong institutional demand for 
infrastructure assets – but expect 2023 to be more 
challenging for real estate investors, with higher yields 
likely to impact investment activity and valuations across 
core European markets. Such pricing dynamics should 
create opportunities for long-term investors to lock in 
higher yields and capture long-term value. 

Properties with strong sustainability characteristics, 
defensive income focused sectors like residential, and 
markets with strong inflation aligned rents, are expected 
to be most resilient.

ESG
> Short-term headwinds; long-term opportunities 

Short-term headwinds materialised for ESG investing in 2022 
with the war in Ukraine causing energy prices to surge and 
energy stocks to soar. Yet this also strengthened the case for 
an accelerated energy transition to enhance regional energy 
security and to reduce geopolitical dependencies.

Sustainable investing has 
become deeply politicised 
in the US and faces greater 
regulatory scrutiny in Europe, 
but we still expect to see 
capital investment in this area 
as it presents opportunities for 
risk management and growth 
for all investors. 
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Conclusion
> Near-term challenges persist; we believe 

in staying diversified and see lower 
valuations at start of 2023 creating 
opportunities for long-term investors

In summary, investors will continue to face 
a challenging environment this year with the 
lingering impacts of Covid, the ongoing war in 
Ukraine, the end of near-zero interest rates and 
concerns about recession. 

Longer-term investors should try to look 
beyond these short-term challenges and 
uncertainties. The lower valuations at the 
start of 2023 should set up opportunities, 
in particular, for those with well diversified 
portfolios aligned to their risk tolerances. 

I would like to thank Lenny and all the team for 
their contributions to this year’s investment 
outlook. Thank you for your support throughout 
the year, and we wish you all well in the year 
ahead – from all of us here at ILIM.

Anthony MacGuinness
CIO, ILIM

Source: Bloomberg, ILIM
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Contact us

Phone (01) 704 1200  
Fax 01 704 1918 
Website  www.ilim.com 
Write to Irish Life Investment Managers, Beresford Court, Beresford Place, Dublin 1
Irish Life Investment Managers is regulated by the Central Bank of Ireland. Irish Life Investment Managers Limited is registered as an Investment Adviser with the Securities and 
Exchange Commission (the “SEC”). Irish Life Investment Managers Limited holds an International Adviser Exemption in Manitoba and Ontario pursuant to NI 31-103. This material is 
for information only and does not constitute an offer or recommendation to buy or sell any investment and has not been prepared based on the financial needs or objectives of any 
particular person. It is intended for the use of institutional and other professional investors.

This is intended as a general review of investment market conditions. It does not constitute investment advice and has not been prepared based on the financial needs or objectives of 
any particular person, and does not take account of the specific needs or circumstances of any person.
The author cannot make a personal recommendation for any person and you should seek personal investment advice as to the suitability of any investment decision or strategy to your 
own needs and circumstances. Any comments on specific stocks are intended as an objective, independent view in relation to that stock generally, and not in relation to its suitability to 
any specific person.
ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past performance may not be a reliable guide to future performance. 
Investments may go down as well as up. Funds may be affected by changes in currency exchange rates. Irish Life Investment Managers Limited is regulated by the Central Bank of Ireland.
Figures referenced herein have been sourced from ILIM and Bloomberg. Forecast figures have been prepared by ILIM based on reasonable assumptions, internal data and data sourced 
from Bloomberg.
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