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Europe: Recession versus Stagnation 

In recent weeks, the market’s focus has started to shift away from high inflation in developed market economies, to the possibility of a 
broad-based recession. Risk assets remain under pressure as the rationale to hold long risk positions continues to deteriorate. Looking 
back on recent years, the market tends to think that a recession is imminent to justify poor risk asset performance. The most notable 
examples of this were 4Q15-1Q16 and the 4Q18 period. Worth pointing out that the only time the world went into a recession post-GFC, 
was in fact at a time when no one was concerned about such a scenario (i.e., before Covid). 

When we think about the market going forward, there are two distinct scenarios under which we can perhaps witness a recession: 

1. Extreme central bank hawkishness:  If developed market central banks prioritise bringing inflation down over prioritising 
growth, by changing interest rates, it is possible to imagine a scenario where central banks tilt the world into a deep recession in 
an unsuccessful attempt to manage inflation. The main reason for this is because a lot of high inflation prints exist due to high 
energy and commodity prices (particularly in Europe), which interest rate changes cannot resolve.  

2. Russia cuts off gas to Europe: If Russia decides to pre-emptively cut gas supply to Europe, the region will go into a 
recession. Germany, as one of the biggest importers of Russian gas, could see its GDP decline anywhere from 2% to 5% in 
such a scenario. Further, if Germany is in recession, it is certain that all other European Union countries would be too. However, 
it’s worth pointing out that in this scenario, what we would see is a regional as opposed to a global recession, as it seems 
unlikely that the US or China would be materially affected. 

In terms of central bank reaction function, we think that despite their hawkish rhetoric so far, when faced with a decision to choose 
between inflation or growth, central banks will eventually choose growth. Forcing an economy into a deep recession will go against any 
central bank’s medium-term objective of controlling inflation. If the ECB, for example, forces Europe into a recession by raising interest 
rates too high, the region would consequentially require a significant fiscal and monetary response. As for the US, we think the Fed is 
likely to try and get the Fed Fund rate to around 2.5% as quickly as it can, and there is no reason to think that the US won’t be able to 
handle such a hike.  

As for the possibility of a European recession due to Russian gas cut off, important to keep in mind that a Russian gas cut off is one of 
the few scenarios from which we would see a sizeable fiscal response across Europe. In such a scenario, it is likely that individual 
countries would use the Covid playbook and try and use their government balance sheet as a way to protect the consumer and corporate 
balance sheet. The response on the individual state level has the potential to be very swift. We also think that there would be a Europe-
wide response, not dissimilar to ‘Next Generation EU’ response to the Covid crisis, however this might take a few more months to 
finalise.  

Absent the above two scenarios, we struggle to think that world economy in its current “steady state” is veering towards a meaningful 
recession. Our view from the start of the year has been that with the fiscal impulse fading across the DM world, growth is likely to be 
anaemic in Europe and even in the US and thus the environment we are facing is one of stagnation rather than a deep recession. 
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Important Information 
  

 This information must not be reproduced or circulated without prior permission. 

Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than when specifically stipulated 
by an appropriately authorised firm, in a formal communication with the client. Fidelity International refers to the group of companies which form the global investment 
management organisation that provides information on products and services in designated jurisdictions outside of North America. This communication is not directed at and 
must not be acted upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for 
distribution or where no such authorisation is required. Unless otherwise stated all products are provided by Fidelity International, and all views expressed are those of 
Fidelity International. Fidelity, Fidelity International, the Fidelity International logo and F symbol are registered trademarks of FIL Limited. FIL Limited and FMR LLC are 
separate companies with some shareholders in common. FIL Limited assets and resources as at 31/12/2021 - data is unaudited. Research professionals include both 
analysts and associates.  

Fidelity Funds “FF” is an open-ended investment company (UCITS) established in Luxembourg with different classes of shares. 

Austria: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus and 
KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors and from our 
European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 L-1021 Luxembourg as well as from the paying agent in Austria, 
UniCredit Bank Austria AG, Chitinase 6-8, 1010 Vienna, or on www.fidelity.at. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de 
Surveillance du Secateurs Financier). 

Belgium: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from FIL 
(Luxembourg) S.A. and CACEIS Belie NV, with head office at Havanan 86C, B320, 1000 - Brussels, the financial service provider in Belgium. Issued by FIL (Luxembourg) 
S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secateurs Financier). 

Czech Republic: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from 
our European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank 
Czech Republic a.m., Meleta's 1525/1, 14092 Prig 4 - Michel, Czech Republic. The KIID is available in Czech language. Issued by FIL (Luxembourg) S.A., authorised and 
supervised by the CSSF (Commission de Surveillance du Secateurs Financier).  

Croatia: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus and 
KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, from our European 
Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent Zagrebačka banka d.d., Trg bana 
Josipa Jelačića 10, 10000 Zagreb. 

Denmark/Finland/Italy/Luxembourg/Norway/Portugal/Spain/Sweden: We recommend that you obtain detailed information before taking any investment decision. 
Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the current annual and semi-
annual reports free of charge from our distributors and from our European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 L-1021 
Luxembourg. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secateurs Financier). 

France: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus and 
KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge upon request at FIL Gestion, authorised 
and supervised by the AMF (Auto rite des Marches Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris. The document is available in French upon request. If you do 
not wish to receive documents in English dedicated to Professional, please contact your Fidelity contact. Issued by FIL Gestion, authorised and supervised by the AMF 
(Auto rite des Marches Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris. 

Germany: Any performance disclosure is not compliant with German regulations regarding retail clients and must therefore not be handed out to these. Investments should 
be made on the basis of the current prospectus/Key Investor Information Document (KIID), which is available along with the current annual and semi-annual reports free of 
charge from FIL Investment Services GmbH, Postface 200237, 60606 Frankfurt/Main or www.fidelity.de. For German Wholesale clients issued by FIL Investments Services 
GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Institutional clients issued by FIL (Luxembourg) S.A., 2a, rue Albert Borschette BP 2174 L-1021 
Luxembourg. For German Pension clients issued by FIL Finance Services GmbH,  Kastanienhöhe 1, 61476 Kronberg im Taunus. 

Hungary: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from our 
European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our distributor Raifeisenbank 
Zentralbank Österreich AG, Akademia u. 6, 1054 Budapest. The KIID is available in Hungarian language. Issued by FIL (Luxembourg) S.A., authorised and supervised by 
the CSSF (Commission de Surveillance du Secteur Financier).  

Liechtenstein: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, 
from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in 
Liechtenstein, VP Bank AG, Äulestrasse 6, 9490 Vaduz. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du 
Secteur Financier) and FIL Investment Switzerland AG, authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA. 

Netherlands: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, 
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. In the Netherlands, documents are 
available from FIL (Luxembourg) S.A., Netherlands Branch (registered with the AFM), World Trade Centre, Tower H, 6th Floor, Zuidplein 52, 1077 XV Amsterdam (tel. 0031 
20 79 77 100). The Fund is authorised to offer participation rights in the Netherlands pursuant to article 2:66 (3) in conjunction with article 2:71 and 2:72 Financial 
Supervision Act. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). 

Poland: This material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding Information Constituting 
Recommendations Concerning Financial Instruments or Issuers Thereof dated October 19, 2005. No statements or representations made in this document are legally 
binding on Fidelity or the recipient and not constitute an offer within the meaning of the Polish Civil Code Act of 23 April 1964. We recommend that you obtain detailed 
information before taking any investment decision. Investments should be made on the basis of the current prospectus, the KIID (key investor information document) and the 
Additional Information for Investors, which are available along with the current annual and semi-annual reports free of charge from our distributors, from our European 
Service Centre in Luxembourg FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg, from the representative office in Poland or on www.fidelity.pl. 
Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). 

Slovakia: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from our 
European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank 



Slovakia, a.s., Sancova 1/A 81333, Slovakia. The KIID is available in Slovak language. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF 
(Commission de Surveillance du Secteur Financier). 

Romania: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with the current 
annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette 
BP 2174 L-1021 Luxembourg. The KIID is available in Romanian language 

Switzerland: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the articles of incorporation as well as the current annual and semi-annual reports 
free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and 
from the representative and paying agent in Switzerland, BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich. Issued by FIL 
Investment Switzerland AG, authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA. 

UK: The Key Investor Information Document (KIID) is available in English and can be obtained from our website at www.fidelityinternational.com. The Prospectus may also 
be obtained from Fidelity. Issued by FIL Pensions Management. Authorised and regulated by the Financial Conduct Authority. 

 

FIPM: 6235 
 

 

 


