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June 6, 2022 The recent volatility across capital markets is challenging established norms around how the 
path forward may unfold. Here are some key thoughts:  

•	 Inflation is rising globally, but the pace of acceleration depends on where you are. The 
US consumer price index (CPI) has risen by over 8% in the past year, similar to Europe’s 
7.4% increase. These are the highest levels since the early 1980s. China sits at approxi-
mately 2.1%, which has been increasing slowly but still near multi-decade lows.1 

•	 Gross domestic product (GDP) growth is expected to decelerate globally, with emerging 
markets recovering before developed markets. The International Monetary Fund (IMF) 
forecasts US GDP growth to slow in 2022 relative to 2021, and then slow again in 2023 
relative to 2022.2 China is expected to also slow in 2022 but then re-accelerate in 2023. 
These two economies account for 42% of total global GDP.3

•	 Expectations for future inflation are leading to diverging central bank action globally. In 
the US, higher retail gasoline prices have historically led to higher expectations of inflation, 
leading to higher actual inflation. The Federal Reserve is on a path of monetary tightening. 
Meanwhile, China’s zero-COVID policy has impacted demand, which has muted inflation. 
This has allowed for China’s policymakers to have flexibility in maintaining or lowering rates.

•	 Fears of recession are rising. Even with positive factors such as elevated consumer 
savings, rising wages across sectors and increased corporate capital spending, capital 
markets are increasingly concerned about slowing economic growth globally.

•	 Volatility has increased at an accelerated rate in traditionally safer fixed income sectors.  
Historically, government bonds have a negative correlation to stocks, providing a diversifi-
cation benefit in volatile times4. This year, fixed income has been as or more volatile than 
equities. Globally, stocks are down roughly 6% year-to-date, while bonds are down about 
13%.5 Longer-duration fixed income and growth stocks have seen the largest declines.

•	 Maintain strategic asset allocation. The current volatility may be an opportunity to 
reallocate your portfolio holdings toward your long-term allocation targets. Over the longer 
term, this strategy has had the effect of helping to “buy low and sell high.” 

•	 Higher volatility can also provide opportunity to reset allocations. Going forward, 
achieving a diversified portfolio may include both a wider array of alternative assets and a 
more creative re-allocation of traditional assets. We also believe adjusting exposure to 
forces such as shifting geopolitics, changing demographics and accelerating innovation 
will likely have an outsized impact on portfolio returns over the next decade and beyond.
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WHAT ARE THE RISKS?  
All investments involve risks, including possible loss of principal. The value of investments can go down as well as up, and investors 
may not get back the full amount invested. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting individual  
companies, particular industries or sectors, or general market conditions. Bond prices generally move in the opposite direction of interest rates.  
Thus, as the prices of bonds adjust to a rise in interest rates, the share price may decline. Special risks are associated with investing in foreign 
securities, including risks associated with political and economic developments, trading practices, availability of information, limited markets and 
currency exchange rate fluctuations and policies. Investments in emerging markets, of which frontier markets are a subset, involve heightened 
risks related to the same factors, in addition to those associated with these markets’ smaller size, lesser liquidity and lack of established legal, 
political, business and social frameworks to support securities markets. Because these frameworks are typically even less developed in frontier 
markets, as well as various factors including the increased potential for extreme price volatility, illiquidity, trade barriers and exchange controls, 
the risks associated with emerging markets are magnified in frontier markets. To the extent a strategy focuses on particular countries, regions, 
industries, sectors or types of investment from time to time, it may be subject to greater risks of adverse developments in such areas of focus than 
a strategy that invests in a wider variety of countries, regions, industries, sectors or investments. China may be subject to considerable degrees 
of economic, political and social instability. Investments in securities of Chinese issuers involve risks that are specific to China, including certain 
legal, regulatory, political and economic risks.

Endnotes
1.	 Source: US Bureau of Economic Analysis, China National Bureau of Statistics, Eurostat, Macrobond.
2.	 Source: IMF, as of April 2022.  There is no assurance any estimate, forecast or projection will be realized.
3.	 Source: World Bank as of 2020 using current US dollars.
4.	 Diversification does not guarantee profit nor protect against the risk of loss. 
5.	 Global stocks are defined as the MSCI All Cap World Equity Index and global bonds are defined as ICE BofA Developed Markets Sovereign index as of May 31,2022. Indexes are unmanaged and one 

cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an indicator or a guarantee of future results. 
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IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or 
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be 
reproduced, distributed or published without prior written permission from Franklin Templeton.
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date 
and may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and 
may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis 
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, 
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go 
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of 
future performance. All investments involve risks, including possible loss of principal.
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in 
that connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material 
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from 
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or 
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be 
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) 
is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this informa-
tion and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user. 
Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their dis-
tributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further 
information on availability of products and services in your jurisdiction.
Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintem-
pleton.com - Franklin Distributors, LLC, member FINRA/SIPC, is the principal distributor of Franklin Templeton U.S. registered products, which 
are not FDIC insured; may lose value; and are not bank guaranteed and are available only in jurisdictions where an offer or solicitation of such 
products is permitted under applicable laws and regulation.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, Victoria, 3000. 
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Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Netherlands: Franklin Templeton International Services S.à r.l., Dutch Branch, World Trade Center Amsterdam, 
H-Toren, 5e verdieping, Zuidplein 36, 1077 XV Amsterdam, Netherlands. Tel: +31 (0) 20 575 2890. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and 
regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-
4284100 Fax: +9714-4284140. France: Issued by Franklin Templeton International Services S.à r.l., French branch, 55 avenue Hoche, 75008 Paris France. Hong Kong: Issued by Franklin Templeton 
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