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The attention of financial markets in the final months of 2022 
will be primarily on one key issue: the path of inflation. In the 
US, UK and eurozone, markets would like to see a quick return 
towards 2% central bank targets. That would simultaneously 
restore policy credibility, ease pressure on interest rates, 
soothe concerns about an impending recession and underpin 
equity valuations. A trio of ingredients are in place for those 
favourable winds to blow. Key commodity prices have fallen 
back (see Figure 1). Supply chain pressures have eased (see 
Figure 2). And, from San Francisco to central London, there is 
a softening of conditions in the housing market. However, 
optimism about the trend in inflation has been misplaced 
throughout 2022. There is, therefore, a good deal of 
nervousness about whether the decline will materialise.

OVERVIEW

Sources: Freightos and New York Fed via Refinitiv. Data as at 1 October 2022.
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1. Weakening of commodity prices 

2. Freight rates and supply chain pressures

The focus of financial markets remains firmly on inflation. Expectations for a 
decline have been misguided in the past, but we are optimistic that it will now 
recede. We expect the headwinds that have faced markets to ease.

4. Inflation in advanced economies*

*US, UK, eurozone and Japan CPI, weighted by GDP at Purchasing Power Parity (PPP).
Source: Refinitiv and EFGAM calulations. Data as at 1 October 2022.
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Sources: Refinitiv (actual data) and Oxford Economics (forecasts). Data as at 1 October 2022.
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3. Advanced economies’ CPI inflation rates

Rear view mirror
We are cautiously optimistic that as we travel through late 
2022 and into 2023, the inflation spike will retreat into the 
distance. Projections from one mainstream forecaster are 
shown in Figure 3. But the journey is unlikely to be smooth. 

Sources: Refinitiv. Data as at 1 October 2022.
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Food and energy prices (often excluded from inflation 
measures to give a guide to ‘underlying’ conditions) currently 
contribute more than two percentage points to the average 
inflation rate in advanced economies. They ‘eat up’ central 
banks’ inflation allowance. Adding in the contribution from all 
other items, the average inflation rate in advanced economies 
is around 8% (see Figure 4). That is not a picture which suggests 
that central bank interest rate increases can be reversed 
quickly. Equally, however, we think there will soon come a time 
when it is appropriate for them to pause and to assess the 
tightening which has already taken place. That is especially the 
case in those economies (notably the US and UK) where 
important market interest rates (particularly for mortgages and 
corporate debt) have already risen sharply. In that sense, 
financial markets have already effected a tightening.

Obstacles in the road
Although we are optimistic about a retreat in inflation rates, 
there are two main obstacles in the road ahead. First, in the 
US economy, ‘shelter’ costs – actual and implied rents – 
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*Treasury Inflation-Protected Securities. Source: Refinitiv. Data as at 1 October 2022.
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5. Real yields: back to ‘normal’

6. Global excess savings: still around US$5 trillion

Source: Refinitiv and EFGAM calulations. Data as at 1 October 2022.
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reversal in real interest rates has been rapid and has caused 
some market dislocation, we see positive rates as generally a 
good sign of appropriate market pricing. 

Higher interest rates and bond yields have heightened 
concerns about recession. Certainly, in continental Europe, the 
area most directly affected by the war in Ukraine, a near-term 
recession seems likely; but for the US we still judge any 
recession as unlikely before 2023 and, even then, mild. Excess 
savings built in the pandemic still remain high and will help 
cushion any downturn in consumer spending (see Figure 6).

account for around one-third of the consumer price index. 
They tend to lag the trend in house prices. So, the most 
recent softening of house prices may well not show up in 
lower consumer price inflation for some time. Second, and 
much more fundamentally, for two decades the world 
appears to have been in a state of continued crisis. The global 
financial crisis morphed into the eurozone crisis; the Russian 
invasion of Ukraine came before the Covid pandemic was fully 
in retreat; and the current cost of living crisis is part of a 
bigger energy security and climate change crisis. By their very 
nature such crises are hard to predict: we simply do not know 
what might lie ahead.

Of course, the policy response to such crises in the past has 
been to ease monetary policy - to cut interest rates and 
expand quantitative easing1 and, more recently, use various 
fiscal support measures (such as the furlough schemes in 
response to the Covid pandemic and energy price caps in 
response to higher oil and gas prices). The big question raised 
by this is whether such activism can be expected in the future. 

Large reversals in policy interest rates have followed previous 
tightening periods, notably in the US. That may happen again 
but fiscal policy flexibility is limited. The reaction to recent UK 
fiscal largesse (a weaker value of sterling, a rise in UK gilt yields, 
a rebuke from the IMF and unprecedented Bank of England 
intervention to support the government bond market) is a 
warning signal for other policymakers considering easing.

The rise in government bond yields we have seen in 2022 can 
also be seen as an overdue adjustment to low rates. For some 
time we have highlighted the unusually low, indeed often 
negative, levels of real bond yields, such as those on Treasury 
Inflation-Protected Securities (see Figure 5). These have now 
reverted to positive, albeit still low, rates. Although that 

7. US dollar index

Sources: Refinitiv and BIS. Data as at 1 October 2022.
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1 Memorably, Erik Brynjolfsson, Stanford economics professor, commented that “The one thing we’ve learned … is that if the Martians invaded Earth, our first response 
would be to lower interest rates.”

US dollar strength
The other key issue, looking ahead, is whether the US dollar 
can continue strengthening (see Figure 7). The relative stance 
of monetary policy (a pause in US tightening as other 
economies catch up) and the fact that the dollar is nearing 
historic peaks in real terms suggest to us that the favourable 
winds helping the dollar will recede. 



4  |  Insight Q4 2022

8. Asset market performance

ASSET MARKET PERFORMANCE

2 Global bond returns are measured by the Bloomberg Barclays Global Aggregate Bond Index, which comprises government and investment grade corporate debt from 
developed and emerging markets issuers in 24 countries. Global equity returns are measured by the MSCI World Index which represents large and mid-cap equities 
across 23 developed markets.

9. Bond market returns

10. Equity market returns

Bond and equity market returns were negative across almost all markets in the first 
three quarters of 2022. The underlying cause was higher inflation, leading to higher 
interest rates and bond yields. The US dollar strengthened against most currencies. 

Local currency terms US dollar terms
Source: Refinitiv. 10-year benchmark bond total returns. Data for year to date as at 30 September 2022.
Past performance is not necessarily a guide to the future. 
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Source: MSCI. Data for year to date as at 30 September 2022.
Past performance is not necessarily a guide to the future.
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Asset market performance
Global bond and equity market returns were both negative 
in the first three quarters of 2022. Returns from both asset 
classes in US dollar terms were around -20% (see Figure 8).2 
Rising inflation and actual and expected increases in policy 
interest rates pushed up bond yields around the world, with 
a consequent fall in bond prices. Such rising interest rates 
and yields put pressure on equity markets, which were also 
concerned about slowing economic growth and corporate 
earnings. In most markets, local currency returns were 
undermined in US dollar terms by currency weakness.

Bond markets 
There were substantial increases in government bond yields, 
driving down bond prices, across the major markets in the 
first three quarters. These ranged from increases of around 
230 basis points (in 10-year yields in the US, Germany and 
Australia) to over 300 basis points in Italy and the UK. The 
latter two bond markets were undermined by political 
uncertainties and fears of higher government borrowing. The 
Japanese bond market remained comparatively stable, with 
the Bank of Japan continuing its purchases of government 
bonds, keeping 10-year yields below 0.25%. However, the 
yen weakened sharply (by around 20%) against the US dollar 
during the first three quarters of the year, undermining 
returns in US dollar terms. With sterling and the euro also 
weakening against the US dollar, UK and eurozone bond 
markets produced negative returns in US dollar terms of 20-
35% (see Figure 9).

Equity markets
Brazil was the one major equity market where positive local 
currency returns were augmented in US dollar terms by a 
strengthening of the currency (see Figure 10). Brazil acted 
early and aggressively to raise interest rates which, by later 
in 2022, was proving successful in moderating actual and 
expected inflation and improving the outlook for economic 
growth. Political developments were also particularly 
important (see the Latin America section on page 10).

Returns in the other main equity markets were clustered 
around the -25% return seen in the US market. The Chinese 
equity market remained weak. There were continued concerns 
about the property market and the zero Covid policy’s 
impact on growth. The steps towards opening up the Hong 
Kong economy helped produce better returns there than in 
mainland China. 

Sources: Barclays Bloomberg (bonds); MSCI (equities). Data for year to date as at 30 September 2022. 
Past performance is not necessarily a guide to the future. 
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UNITED STATES

Sources: FRED and Refinitiv. Data as at 1 October 2022.
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Sources: FRED and Refinitiv. Data as at 1 October 2022.
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11. US CPI inflation: post-Covid, post-World War 2

Historic parallels provide some reassurance that inflation can fall. Additionally, 
financial conditions have tightened. But wage growth remains stubbornly high.

Historic parallels
The post-Covid surge in US consumer price (CPI) inflation has 
some aspects in common with the post-World War 2 surge 
(see Figure 11).3 In particular, much of the increase then, as 
now, came from commodities and reflected supply chain 
problems rather than excess demand (see Figure 12). As those 
supply chain pressures eased, so did inflation. This is one 
reason for us to expect that US inflation will, indeed, subside. 
The November CPI reading, released on 13 December, will be 
important, especially as it coincides with a Fed policy meeting.

Labour market
Set against this is the fact that wage inflation, reflecting 
a tight labour market, has risen sharply. The year-on-year 
change in the employment cost index (which takes into 
account other employment costs, as well as wages) is running 
at its fastest rate since the early 2000s (see Figure 14). The 
tricky balancing act remains, therefore, reducing wage 
inflationary pressures without bringing about a recession. 

12. US CPI inflation: commodities

13. US Fed Funds, mortgage and corporate bond rates

14. US wage growth

Sources: Atlanta Fed and Refinitiv. Data as at 1 October 2022.
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The other important reason for expecting a slowdown in 
underlying inflation is that financial conditions have already 
tightened appreciably. Mortgage rates have risen sharply (see 
Figure 13) and that is now clearly exerting some downward 
pressure on house prices which will eventually reduce the 
‘shelter’ component of US inflation. Higher corporate bond 
yields also represent a tightening of financial conditions and 
the US dollar strength reduces imported inflationary pressures. 
Financial markets, in a sense, have done the Fed’s work.

Sources: FRED and Refinitiv. Data as at 1 October 2022.
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Close attention will be on the trend in the unemployment 
rate to assess whether this is happening. The Sahm indicator, 
named after its inventor, has been a reliable indicator 
of the onset of recession in the past. It is based on the 
unemployment rate compared to its recent lowest rate. Just 
a small rise in the rate (0.3 percentage points) coincided 
perfectly with the onset of recessions in 2001 and 2007. In 
current circumstances, if the unemployment rate were to rise 
to 3.9% that would be the signal that a recession has started.

3 Credit for this observation goes, particularly, to Dick Hokenson, Inflation Hysteria Redux, 21 September 2022.
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UNITED KINGDOM

The ingredients for a reduction in UK inflation seem to be already in place. However, 
uncertainty about policy direction remains a key issue. 

Bringing inflation down 
The UK first set an inflation target in 1992, shortly after 
the UK left the European Exchange Rate Mechanism, when 
sterling was linked to the Deutschemark. Five years later, 
the new Labour government granted the Bank of England 
independence in setting policy, reaffirming and slightly 
revising the inflation target. Although the inflation target 
has been met most of the time, we are now seeing the 
fourth major overshoot during the inflation targeting period. 
Encouragingly, all three previous overshoots were followed 
by major declines (see Figure 15). It is instructive to assess 
the reasons why. Much lower oil and commodity prices 
were a feature of all three periods; two of the three saw a 
UK recession. None of the periods saw higher interest rates; 
and all of the periods saw sterling weaken against the US 
dollar. On that basis, the current combination of lower oil and 
commodity prices; a likely recession; and higher interest rates 
seems a sure recipe for inflation coming back down. It may 
well constitute overkill.

prospects. Faster broad money growth preceded the recent 
upsurge in inflation; the more recent slowdown supports the 
case for lower inflation in the future (see Figure 16). 

15. UK inflation target

*MPC= Bank of England Monetary Policy Committee. Forecast adjusted to account for fuel price cap announced
in September 2022. 
**Target was first set in October 1992 for RPI (Retail Price Index) inflation of 0-4%. In May 1997, it was revised to
2.5% +/-1%  and further revised in December 2003 to CPI inflation of 2% +/-1%. 
Sources: Bank of England and Refinitiv. Data as at 1 October 2022.
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16. UK broad money and inflation

*CPI from 1989; RPI beforehand. Sources: Bank of England and Refinitiv. Data as at 1 October 2022.

1965 70 75 80 85 90 95 00 05 10 15 20 25
-5

0

5

10

15

20

25

30

%
 c

ha
ng

e 
on

 y
ea

r

Inflation* M4 Money Growth, advanced 10 quarters

Source: IMF Fiscal Monitor database via Refinitiv. Data as at 17 October 2022.
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17. UK government debt
Banks, money and inflation
At the same time that the Bank of England was given 
independence in 1997, banking supervision was taken away 
from it (and transferred to the Financial Conduct Authority). 
One criticism of that move was that the Bank became too 
technocratic, concentrating on inflation targeting itself and 
less on assessing monetary growth and credit conditions – 
driven, primarily, by the banking system. 

Banking supervision was handed back to the Bank after the 
global financial crisis, but even since then there has been 
a notable absence of attention paid to money and credit 
growth. This was of pivotal importance in the assessment 
of inflation and broader economic prospects in the 1970s 
and 1980s. A downplaying, indeed disregard, of it has been 
a fundamental weakness in the assessment of UK Inflation 

Fiscal-monetary interaction
The government’s September ‘mini-budget’ plans, involving 
a substantial easing of fiscal policy, have now largely been 
overturned following the adverse financial market reaction: 
notably, a substantial fall in long-dated government bond 
prices and in sterling’s exchange rate against the US dollar. 
The emphasis is now on ensuring fiscal sustainability. The 
IMF’s latest forecasts show this is set to be achieved, with 
government debt steadily falling relative to GDP (see Figure 
17). It is most unlikely to rise on a multi-year basis, as has 
been seen in Japan, for example. 

Indeed, there is a risk that fiscal policy verges on being too 
tight, easing the need for monetary policy tightening. Given 
the swings in policy direction seen in September-October, 
however, the outlook is uncertain.
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EUROZONE

Setting eurozone interest rates in the face of deteriorating inflation 
expectations, weak and divergent growth and a strong US dollar will continue to 
pose a challenge.

Cardinal principles
Isabel Schnabel, ECB Governing Council member, recently 
claimed that “a cardinal principle of optimal monetary policy in 
a situation of above-target inflation is to raise nominal rates by 
more than the change in expected inflation”.4 While that 
sounds straightforward, the practical implementation is not. 
Inflation expectations are hard to measure: on two financial 
market-based measures (see Figure 18) German inflation 
expectations stand at around 2.0-2.5%. German households 
expect inflation over the next 12 months to be 5%; but Italian 
households forsee 8%.5 ‘Nominal rates’ could refer to ECB 
policy rates (0.75%) but equally they could refer to longer-term 
bond yields which vary from 2% in Germany to 4% in Italy. 

overall weak growth in 2023 (see Figure 19). But the core 
economies (Austria, Germany, France and Italy) face much 
weaker growth than the periphery (Greece and Ireland, for 
example).

To a large extent this divergence reflects the second 
complication: the differential impact of trade with Russia; and 
the effects of the slowdown of the Chinese economy. The 
overall eurozone trade balance with those two economies has 
worsened (see Figure 20), but the impact has been larger on 
the core economies. 

So, although the cardinal principle sounds clear, its 
interpretation is not so straightforward.

Three complications
Setting ECB policy faces three further complications. First, the 
eurozone most likely faces a recession in the short-term and 

18. ECB policy rate and euro inflation expectations

19. Eurozone: Divergent GDP growth in 2023

Source: Consensus Economics via Refinitiv. Data as at 1 October 2022.
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20. Eurozone trade balance with China and Russia

Source: Refinitiv. Data as at 1 October 2022.
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21. Euro against US dollar and exchange rate index

Third, the weakness of the euro against the US dollar may 
itself become a more important issue (see Figure 21). The 
concern is that it leads to an increase in imported inflation. 
However, the euro’s overall nominal exchange rate index has 
actually been stable to stronger recently, mitigating 
concerns about inflation and competitiveness. Building a 
consensus around ECB policy will be a difficult task for 
Madame Lagarde.

4 Monetary policy and the Great Volatility, https://tinyurl.com/36e72zh6
5 https://tinyurl.com/mryc449a
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SWITZERLAND

The Swiss National Bank raised rates by 0.75% in September, ending the era of 
negative policy rates. However, we see the SNB as more dovish than the move 
would suggest. 

Swiss interest rate expectations
Despite raising rates by an unprecedented 75 basis points to 
0.50% in late September, the Swiss National Bank (SNB) sent a 
surprisingly dovish signal to markets. While other central 
banks, including the US Federal Reserve and the European 
Central Bank, are keen to indicate that they will continue to 
increase rates forcefully to counter high inflation, the SNB 
only reiterated that further rate increases “cannot be ruled 
out”. Hence, although another rate increase before the end of 
2022 remains possible, it is not certain that it will actually 
happen, let alone be as large as another 75 basis points, as 
markets expect (see Figure 22).

Swiss franc valuation
Furthermore, the SNB recognition that the global economy has 
slowed “considerably”, represents a downside risk to growth in 
a small open economy like Switzerland (see Figure 24). The 
downside risks to growth are exacerbated by the preannounced 
policy tightening by central banks around the globe. In addition, 
weaker global demand will help to ease supply chain 
bottlenecks that have pushed prices higher following the 
reopening of the global economy after the pandemic. Finally, 
the strength of the Swiss franc supports the SNB’s cautious 
approach. Since mid-June, the trade weighted exchange rate of 
the franc has risen by more than 5%. Furthermore, the 
fundamentals continue to support a rise of the Swiss franc 
vis-à-vis the other major currencies in the longer run, and that 
would help to contain inflation in Switzerland.

23. Swiss inflation

24. Swiss business confidence and GDP growth

Source: Refinitiv. Data as at 1 October 2022.

2001 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
22

29

36

43

50

57

64

71

78

85

PM
I I

nd
ex

-8

-6

-4

-2

0

2

4

6

8

10

%

PMI index Export market PMI GDP,  change on year (rh axis)

In fact, the SNB set a high bar for new, aggressive rate 
increases. The new SNB conditional forecast sees quarterly 
inflation at 3.4% year-on-year until the first quarter of 2023. It 
is then expected to decline to 1.6% in early 2024 before rising 
again towards 2% in mid-2025. So, unless inflation exceeds 
the short-term forecasts, the SNB could conclude at its 
December meeting that the policy rate needs only a small 
increase to ensure that inflation falls back and stays within 
the 0-2% target range in the medium term.

Profile of the inflation outlook
That potentially cautious stance rests on good foundations. 
Current high inflation mainly reflects exogenous shocks to 
energy and food prices that are beyond the influence of 
monetary policy. With the increase in interest rates, the SNB 
aims to prevent the spread of inflationary pressures to other 
goods and services. It is encouraging that Swiss producer 
price inflation has recently declined because of weaker 
commodity prices (see Figure 23). If these trends persist, the 
high correlation between Swiss producer and consumer 
prices suggests that CPI inflation will indeed fall in the first 
quarter of 2023.

22. Implied Swiss 3-month interbank rates

Source: Refinitiv. Data as at 1 October 2022.
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As SNB President Jordan has noted, central banks should 
consider the risk of overtightening, potentially leading to the 
return of too low inflation, if not deflation.

Source: Refinitiv. Data as at 1 October 2022.
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ASIA

Source: Factset. Data as at 1 October 2022.
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25. China: expected GDP growth in 2022 and 2023

26. China: central bank balance sheet

27. China: money and inflation

*M1 from 1978-1981. Sources: John Greenwood, IMF and Refinitiv. Data as at 1 October 2022.
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China’s economy has weakened but policy easing means we expect improved 
conditions in 2023. Other Asian economies are well positioned to benefit from 
easier credit conditions.

China: missing the growth target  
Expectations for Chinese GDP growth this year have been 
progressively revised down, especially since the summer 
(see Figure 25). The depressing effect of continued problems 
in the housing sector – weak new construction activity and 
new home sales – and the impact of the zero Covid policy 
have been the main explanations. Looking to 2023, consensus 
expectations are for growth to return to the government’s 
5.5% target. This seems a reasonable expectation to us for 
three main reasons.

Reasons for a rebound
First, the central bank, the People’s Bank of China (PBoC), 
continues to expand its balance sheet. Now, that is mainly 
because of the acquisition of domestic assets rather than 
(as was the case in the past) foreign assets (notably foreign 
exchange reserves), as shown in Figure 26. Effectively, this is 
China’s version of the quantitative easing pursued by western 
central banks. 

Second, money and credit growth have remained relatively 
subdued as a deliberate act of policy. Concern that faster 
money and credit growth could stoke higher inflation is, of 
course, well-founded in China’s monetary history – not just 
the experience of the expansion after the global financial 
crisis but during the 1980s and 1990s (see Figure 27). Modest 
money growth recently has meant that domestic Chinese 
inflation has remained under control. Third, consumer price 
inflation was only 2.5% year-on-year in August 2022, having 
risen from a rate recently close to zero. In that context, 
inflation does not act as an obstacle to further easing.

Credit in other emerging economies
Credit growth in China since 2007 has been strong (see 
Figure 28) – hence the recent emphasis on restraining further 
growth. In other Asian economies, however, credit growth 
has been much more restrained. That is a key reason why we 
think there are relatively more interesting opportunities in 
those markets: credit growth can facilitate economic growth 
in the coming years with, hopefully, the lessons learned from 
China’s experience cautioning against any over-exuberant 
expansion.

28. Asian credit*/GDP ratios

*Credit to private non-financial sectors. Source: BIS via Refinitiv. Data as at 1 October 2022.
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Brazil reacted quickly and aggressively to rising inflation. The result, now, is a decline 
in inflation and improved growth.

Brazil’s reaction to higher inflation  
Producer price inflation in Brazil – an indicator which leads 
more general consumer price inflation by around six months 
– started rising in early 2020. The policy response was initially 
relatively slow – it was only when consumer price inflation 
had started to rise that interest rates were increased. But 
once that ratcheting up of interest rates started, it was 
determined and aggressive. In total, there have now been 
twelve increases in Brazil’s policy interest rate, taking it to 
13.65% (see Figure 29). First, producer price and now consumer 
price inflation have turned decisively lower. Interestingly, 
Brazil’s central bank was not given full autonomy until 2021: 
perhaps, therefore, its actions can be interpreted as an 
exercise of its new-found freedom.

Rising to the challenge
Encouragingly, the pessimism about Brazil’s growth prospects 
which was widely evident at the start of the year (a pessimism 
which we did not share) proved unfounded: economic growth 
projections for the full year have been revised steadily higher 
since April/May. This is even more impressive given the 
downward trend in advanced economies’ growth over the 
same period (see Figure 31).

29. Brazil: inflation and policy rate

Source: Refinitiv. Data as at 1 October 2022.
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30. Latin America: 2-year government bond yields (local currency)

Source: Refinitiv. Data as at 1 October 2022.
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Encouragingly, 2-year local currency bond yields now seem to 
have stabilised (see Figure 30) and the Brazilian real has been 
one of the few currencies in the world to gain against the US 
dollar in 2022.

Political uncertainty
The major challenge facing Brazil in the rest of the year 
relates to political uncertainty. With neither incumbent 
President Bolsonaro nor former President Lula obtaining an 
absolute majority in the first round of elections in October 
2022, the second round run-off also looks likely to be tight. 

A return to office for Lula, who led Brazil from 2003 to 2010, 
would mark an extraordinary political comeback. He was 
jailed in 2017 following a corruption investigation. He was 
released in November 2019 and his criminal convictions were 
later annulled, paving the way for him to seek a return to the 
presidency.

Bolsonaro has been criticised for an initially slow response to 
Covid and has faced possible impeachment. 

In terms of economic policies, Lula’s pledge to reform policy 
resonates with calls around the world. It remains to be seen 
how much either candidate can achieve once elected, given 
the notoriously fragmented nature of the Brazilian legislature.

Source: Factset. Data as at 1 October 2022.
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SPECIAL FOCUS: THE ‘G’ IN ESG

As ESG (Environmental, Social and Governance) investing has become much more 
popular in recent years, the ‘G’ – governance element – has tended to be 
overshadowed by the ‘E’ and ‘S’ factors. A reappraisal is needed. 

6 https://tinyurl.com/2d86y8uz
7 See, in particular: Berg, Florian and Kölbel, Julian and Rigobon, Roberto, ‘Aggregate Confusion: The Divergence of ESG Ratings’ (15 August 2019). Forthcoming Review of 

Finance, Available at SSRN: https://ssrn.com/abstract=3438533 or http://dx.doi.org/10.2139/ssrn.3438533
8 Comments made by Jason Jay, MIT Sloan Sustainability Initiative and EFGAM Future leaders panelist: ESG — Climate Saviour or Greenwashing? 

https://www.youtube.com/watch?v=C96iovYccSU
9 https://www.ft.com/content/ebfdf67d-cbce-40a5-bb29-d361377dea7a

The ‘G’ in ESG investing refers to the governance factors 
which are considered alongside ‘E’ (environmental) and ‘S’ 
(social factors). Although G factors tend to have been 
overshadowed by the other two, one influential study shows 
a closer link between governance factors and corporate 
financial performance than the other two (see Figure 32).

those that have good governance as well as social and 
environmental practices (see Figure 33). 

32. ESG and corporate financial performance

33. G: overlap with E and S 

Source: Friede, Busch and Bassen, ‘ESG and financial performance: aggregated evidence from more than 2000
empirical studies’. Journal of Sustainable Finance & Investment, 15 December 2015.
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Effective governance is, however, far from a new concept. The 
first formal corporate governance code emerged in the UK in 
1992 following the work of the Cadbury Committee. Much of 
what it recommended (an audit committee meeting at least 
twice a year and the separation of the roles of CEO and chair) 
is still included in corporate governance codes. Importantly, 
however, there is now a much greater emphasis on board 
leadership and company purpose. 

Old ‘G’
Opinions on what interests should be prioritized in corporate 
decision-making are split. The ‘traditional’ view was that 
good governance involved maximising financial returns for 
shareholders. In August 2019, however, an important step was 
taken when major corporations worldwide declared as part 
of the Business Roundtable6 that companies should commit 
to lead their companies for the benefit of all stakeholders 
– customers, employees, suppliers and communities – along 
with shareholders. Companies should support the 
communities in which they work and protect the environment 
by embracing sustainable practices. 

In terms of asset management, the choice of assets to satisfy 
these requirements would therefore be at the intersection of 

E S

G Ideal mix

Source: EFGAM for illustrative purposes only.

ESG ratings 
It is hard to object to such a principle but in practice ESG 
assessments are not black or white but rather are on a scale. 
ESG ratings are sometimes compared to credit ratings but 
the ratings of different ESG rating agencies often diverge.7 
Investing according to ESG considerations, even with such 
imperfect ratings, involves reallocating capital according to 
ESG metrics. But there is scepticism about whether this can 
really ‘change the world’.8 Rather, the evidence is that more 
active pressure on improving governance is a more effective 
route.

Activist investors
The actions of Engine Number 1 in utilising its 0.02% stake in 
Exxon to effect governance changes are particularly notable 
in this respect.9 It argued that the company’s climate 
approach and its financial underperformance were deeply 
intertwined and that only changes to the board and strategy 
would fix it. Exxon responded to the pressure with its own 
climate initiatives, including new emissions reductions 
targets and the creation of a low-carbon business. It 
appointed three new board members. 

We think we will see many more examples of such 
governance changes. It is set to become one of the most 
important themes of coming years. 



 

Bermuda: EFG Wealth Management (Bermuda) Ltd. is an exempted company incorporated in 
Bermuda with limited liability. Registered address: Thistle House, 2nd Floor, 4 Burnaby Street, 
Hamilton HM 11, Bermuda. 
Cayman Islands: EFG Bank is licensed by the Cayman Islands Monetary Authority for the conduct 
of banking business pursuant to the Banks and Trust Companies Law of the Cayman Islands. EFG 
Wealth Management (Cayman) Ltd. is licensed by the Cayman Islands Monetary Authority for 
the conduct of trust business pursuant to the Banks and Trust Companies Law of the Cayman 
Islands, and for the conduct of securities investment business pursuant to the Securities 
Investment Business Law of the Cayman Islands. 
Chile: EFG Corredores de Bolsa SpA is licensed by the Comisión para el Mercado Financiero 
(“Ex SVS”) as a stock broker authorised to conduct securities brokerage transactions in Chile and 
ancillary regulated activities including discretionary securities portfolio management, arranging 
deals in securities and investment advice. Registration No: 215. Registered address: Avenida 
Isidora Goyenechea 2800 Of. 2901, Las Condes, Santiago.
Cyprus: EFG Cyprus Limited is an investment firm established in Cyprus with company No. 
HE408062, having its registered address at Kennedy 23, Globe House, 6th Floor, 1075, Nicosia, 
Cyprus. EFG Cyprus Limited is authorised and regulated by the Cyprus Securities and Exchange 
Commission (CySEC) 
Dubai: EFG (Middle East) Limited is regulated by the Dubai Financial Services Authority with a 
registered address of Gate Precinct Building 05, Level 07, PO Box 507245, Dubai, UAE.
Guernsey: EFG Private Bank (Channel Islands) Limited is licensed by the Guernsey Financial 
Services Commission. 
Hong Kong: EFG Bank AG is authorised as a licensed bank by the Hong Kong Monetary Authority 
pursuant to the Banking Ordinance (Cap. 155, Laws of Hong Kong) and is authorised to carry out 
Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) 
regulated activity in Hong Kong.
Jersey: EFG Wealth Solutions (Jersey) Limited is regulated by the Jersey Financial Services 
Commission in the conduct of investment business under the Financial Services (Jersey) Law 
1998. 
Liechtenstein: EFG Bank von Ernst AG is regulated by the Financial Market Authority 
Liechtenstein, Landstrasse 109, P.O. Box 279, 9490 Vaduz, Liechtenstein. 
Luxembourg: EFG Bank (Luxembourg) S.A. is listed on the official list of banks established in 
Luxembourg in accordance with the Luxembourg law of 5 April 1993 on the financial sector 
(as amended) (the “Law of 1993”), held by the Luxembourg supervisory authority (Commission 
de Surveillance du Secteur Financier), as a public limited company under Luxembourg law 
(société anonyme) authorised to carry on its activities pursuant to Article 2 of the Law of 1993. 
Luxembourg residents should exclusively contact EFG Bank (Luxembourg) S.A., 56 Grand Rue, 
Luxembourg 2013 Luxembourg, telephone +352 264541, for any information regarding the 
services of EFG Bank (Luxembourg) S.A. 
Monaco: EFG Bank (Monaco) SAM is a Monegasque Public Limited Company with a company 
registration no. 90 S 02647 (Registre du Commerce et de l’Industrie de la Principauté de Monaco). 
EFG Bank (Monaco) SAM is a bank with financial activities authorised and regulated by the 
French Prudential Supervision and Resolution Authority and by the Monegasque Commission 
for the Control of Financial Activities. Registered address: EFG Bank (Monaco) SAM, Villa les 
Aigles, 15, avenue d’Ostende – BP 37 – 98001 Monaco (Principauté de Monaco), telephone: +377 
93 15 11 11. The recipient of this document is perfectly fluent in English and waives the possibility 
to obtain a French version of this publication. 
People’s Republic of China (“PRC”): EFG Bank AG Shanghai Representative Office is approved 
by China Banking Regulatory Commission and registered with the Shanghai Administration 
for Industry and Commerce in accordance with the Regulations of the People’s Republic of 
China for the Administration of Foreign-invested Banks and the related implementing rules. 
Registration No: 310000500424509. Registered address: Room 65T10, 65 F, Shanghai World 
Financial Center, No. 100, Century Avenue, Pudong New Area, Shanghai. The business scope 
of EFG Bank AG Shanghai Representative Office is limited to non-profit making activities only 
including liaison, market research and consultancy. 
Portugal: The Portugal branch of EFG Bank (Luxembourg) S.A. is registered with the Portuguese 
Securities Market Commission under registration number 393 and with the Bank of Portugal 
under registration number 280. Taxpayer and commercial registration number: 980649439. 
Registered address: Av. da Liberdade, No 131, 6o Dto – 1250-140 Lisbon, Portugal.
Singapore: The Singapore branch of EFG Bank AG (UEN No. T03FC6371J) is licensed by the 
Monetary Authority of Singapore as a wholesale bank to conduct banking business and is an 
Exempt Financial Adviser as defined in the Financial Advisers Act and Exempt Capital Markets 
Services Licensee as defined in the Securities and Futures Act. 
Switzerland: EFG Bank AG, Zurich, including its Geneva and Lugano branches, is authorised and 
regulated by the Swiss Financial Market Supervisory Authority (FINMA). Registered address: 
EFG Bank AG, Bleicherweg 8, 8001 Zurich, Switzerland. Swiss Branches: EFG Bank SA, 24 quai du 
Seujet, 1211 Geneva 2 and EFG Bank SA, Via Magatti 2 6900 Lugano.
United Kingdom: EFG Private Bank Limited is authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, 
registered no. 144036. EFG Private Bank Limited is a member of the London Stock Exchange. 
Registered company no. 2321802. Registered address: EFG Private Bank Limited, 116 Park Street, 
London W1K 6AP, United Kingdom, telephone +44 (0)20 7491 9111. In relation to EFG Asset 
Management (UK) Limited please note the status disclosure appearing above. 
United States: EFG Asset Management (UK) Limited is an affiliate of EFG Capital, a U.S. Securities 
and Exchange Commission (“SEC”) registered broker-dealer and member of the Financial 
Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection Corporation 
(“SIPC”). None of the SEC, FINRA or SIPC, have endorsed this document or the services and 
products provided by EFG Capital or its U.S. based affiliate, EFGAM Americas. EFGAM Americas is 
registered with the SEC as an investment adviser. Securities products and brokerage services are 
provided by EFG Capital, and asset management services are provided by EFGAM Americas. EFG 
Capital and EFGAM Americas are affiliated by common ownership and may maintain mutually 
associated personnel. This document is not intended for distribution to U.S. persons or for the 
accounts of U.S. persons except to persons who are “qualified purchasers” (as defined in the 
United States Investment Company Act of 1940, as amended (the “Investment Company Act”)) 
and “accredited investors” (as defined in Rule 501(a) under the Securities Act). Any securities 
referred to in this document will not be registered under the Securities Act or qualified under 
any applicable state securities statutes. Any funds referred to in this document will not be 
registered as investment companies under the Investment Company Act. Analysts located 
outside of the United States are employed by non-US affiliates that are not subject to FINRA 
regulations.

office at Bahrain Financial Harbour, West Tower – 14th Floor, Kingdom of Bahrain.
Bahrain: EFG AG Bahrain Branch is regulated by the Central Bank of Bahrain with registered
the Banks and Trust Companies Regulation Act, 2000 as a Bank and Trust company.
Bank & Trust (Bahamas) Ltd. is also licensed by the Central Bank of The Bahamas pursuant to 
in securities, arranging deals in securities, managing securities and advising on securities. EFG 
and is authorised to conduct securities business in and from The Bahamas including dealing
Bahamas pursuant to the Securities Industry Act, 2011 and Securities Industry Regulations, 2012 
Bahamas: EFG Bank & Trust (Bahamas) Ltd. is licensed by the Securities Commission of The 
purposes of the financial services that we provide to you.
• agree to notify us in writing within 5 business days if you cease to be a ‘wholesale client’ for the 
as a wholesale client; and
client or do not provide us with information or evidence satisfactory to us to confirm your status 
• agree that we may cease providing financial services to you if you are no longer a wholesale 
confirm your status as a wholesale client;
• agree to provide such information or evidence that we may request from time to time to
• warrant to us that you are a ‘wholesale client’;
the course of us providing financial services to you, you:
Act. Accordingly, by accepting any documentation from us prior to the commencement of or in 
you must be a ‘wholesale client’ within the meaning given by section 761G of the Corporations 
In order that we may provide financial services to you, and for us to comply with the Class Order, 
Your Status as a Wholesale Client
legislation and any other relevant policies or documents issued by the FCA.
requirements. The UK regulatory requirements refer to legislation, rules enacted pursuant to the 
financial services to you will be prepared in accordance with those laws and regulatory 
any offer or other documentation that you receive from us in the course of us providing
regulatory requirements of the United Kingdom which are different to Australia. Consequently 
The financial services that we provide to you are regulated by the FCA under the laws and 
UK Regulatory Requirements
Act) in respect of the financial services we provide to you.
Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) (Corporations 
Conduct Authority (FCA) regulated firms which exempts it from the requirement to hold an 
operation by ASIC Corporations (Repeal and Transitional Instrument 2016/396) for UK Financial 
Investments Commission (ASIC) Class Order CO 03/1099 (Class Order) exemption (as extended in 
EFG Asset Management (UK) Limited notifies you that it is relying on the Australian Securities & 
ASIC Class Order CO 03/1099
Registration No. 536771) under the laws of the United Kingdom which differ from Australian laws. 
and is authorised and regulated by the Financial Conduct Authority of the United Kingdom (FCA 
services licence in respect of the financial services it provides to wholesale clients in Australia 
Asset Management (UK) Limited is exempt from the requirement to hold an Australian financial 
(UK) Limited is regulated and authorized by the Financial Conduct Authority No. 536771. EFG 
Park Street, London W1K 6AP (telephone number +44 (0)20 7491 9111). EFG Asset Management
limited company with registered number 7389746 and with its registered office address at 116 
This document has been prepared and issued by EFG Asset Management (UK) Limited, a private 
Information for investors in Australia:

please note the following:
If you have received this document from any affiliate or branch referred to below, 

Street, London W1K 6AP, United Kingdom, telephone +44 (0)20 7491 9111.
registered no. 7389746. Registered address: EFG Asset Management (UK) Limited, 116 Park
Management (UK) Limited is authorised and regulated by the UK Financial Conduct Authority, 
EFG group and the worldwide subsidiaries and affiliates within the EFG group. EFG Asset 
This document has been produced by EFG Asset Management (UK) Limited for use by the
an authorised member of the EFG group.
or distributed (in whole or in part) to any other person without prior written permission from 
themselves of and observe any restrictions. This document may not be reproduced, disclosed 
law or regulation and persons who come into possession of this document should inform 
The availability of this document in any jurisdiction or country may be contrary to local
from any action or inaction on the part of the recipient in reliance on this document.
limitation) liability for incidental or consequential damages, arising from the same or resulting 
herein, and each member of the EFG group expressly disclaims any liability, including (without 
of any errors or omissions herein, or reliance upon any opinion or statement contained
permissible by law, no member of the EFG group shall be responsible for the consequences
necessarily reflect the position of any member of the EFG group. To the fullest extent 
to change without notice. This document may contain personal opinions which do not 
information may be incomplete or condensed. Any opinions in this document are subject
be reliable, no member of the EFG group represents or warrants its accuracy, and such 
Although information in this document has been obtained from sources believed to
information in this document.
your particular circumstances prior to making any investment or if you are in doubt as to the 
or particular needs of the recipient. You should seek your own professional advice suitable to 
document does not take into account the specific investment objectives, financial situation
recommendation as to any particular course of action or inaction. The information in this 
general information only and is not intended as investment advice or any other specific 
security, other financial instrument or other product or service. This document is for
not intended to be a final representation of the terms and conditions of any investment, 
solicit, any investment, security, other financial instrument or other product or service. It is
advertisement, public offering or placement of, nor a recommendation to buy, sell, hold or 
This document does not constitute and shall not be construed as a prospectus,

limited to, possible loss of all or part of the principal invested.
Investment products may be subject to investment risks involving, but not 
well as rise, and past performance is no indicator of future performance. 
The value of investments and the income derived from them can fall as

Important Information




