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 ■ May’s reprieve proved short-lived as recession joined inflation 
fears pushing equity/bond prices lower in June. 

 ■ Concerns have risen as the increasingly hawkish Fed rhetoric 
at its June meeting suggests a willingness to trade rising 
unemployment for a softening in inflation ahead of raising the 
prospect of outright recession in both Europe and the US. 

 ■ Similarly, the ECB faces rising inflation just as economic data 
in the single currency area are reflecting the initial slowing 
following Russia’s February invasion of Ukraine. 

 ■ In particular, the impact of shortages of natural gas and diesel 
fuel are becoming more acute in Europe. With a large liquified 
natural gas (LNG) terminal offline in the US combined with 
Russia’s natural gas giant Gazprom’s decision to reduce gas 
deliveries to Germany and Italy, the risk of a further inflation 
rise beyond the 8% reported in May looms on the horizon.

 ■ Markets appear increasingly confident that the European 
Central Bank will announce strong measures to avoid rising 
fragmentation risk within the euro area after some concern 
following the June ECB meeting.  Despite this, euro high yield 
credit markets appear to continue to underprice the prospect 
of a recession on the continent, despite the rising risk that 
one is realised looking ahead.

 ■ As a result, we continue to focus on our fixed income 
alternative strategies to mitigate both the prospect of German 
bund yields resuming their move higher towards 2% and 
credit spreads widening further to better price the prospect 
of a slowing domestic economy.

 ■ As happened in the US, European equity markets have seen 
PEs fail to meaningfully price a slowdown in continental 
economies. However, despite the fact that corporate 
ROE momentum has already rolled over in the Euro area, 
consensus expectations still fall short of the industrial 
slowdown suggested by key leading indicators.

 ■ As a result, with China beginning its slow climb out of 
recession, we have rotated equity exposure from slowing 
developed market economies to at least a stabilising China 
domestic economy looking ahead.  Similarly, we have 
increased Swiss franc exposure in Swiss portfolios to reflect 
a proactive, hawkish Swiss National Bank and a more 
cautious outlook on the continent.

 ■ Overall, however, equity and bond investors should remain 
vigilant about the prospect of softening earnings expectations 
moving into 2H2022.  We have incorporated structured 
product and options strategies to cushion portfolios against a 
repricing of these risks to growth.

RISING RISK OF RECESSION

Rising LT natural gas prices raise the risk of stagflation 
in Europe
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Global economy / Asset allocation

 ■ Recession risks have increased further due to high energy 
prices, war in Europe, ongoing geopolitical tensions and 
more restrictive monetary policy.

 ■ While tourism should drive demand in Q3, headwinds look 
set to push activity below its potential in Q4, on weakening 
domestic demand.

 ■ Inflation expected to remain high the next months, before 
declining later. Central banks will reinforce their tightening 
with aggressive rate hikes over the next three months.

 ■ In this environment, active risk management is key. In 
addition to the protection already in place through put 
options since February, we replaced some directional 
equities with structured products providing upside 
participation while partially protecting downside risk. 

 ■ With earnings at risk with current consensus of 11% growth 
in 2022, we continue to favour quality companies which 
provide better visibility and resilience going forward.

Fixed income

 ■ Government bond yields have reached high levels during 
the month before some temporary easing with building 
recession fears.

 ■ Upside risks remain on bond yields fuelled by still volatile 
inflation and central banks that will deliver substantial rate 
hikes over the next three months.

 ■ Short duration investment grade corporate bonds and 
hedge funds strategies remain preferred within the fixed 
income allocation.

Equities/ Alternatives

 ■ We remain cautious on equities and investors should 
reposition towards high visibility, high quality earnings and 
dividend streams looking through the summer to better 
weather the earnings uncertainty ahead.

 ■ With China’s macroeconomic backdrop improving 
supported by easing monetary and fiscal policy, we started 
to re-enter Chinese markets after having exited last year.

 ■ Hedge funds are particularly valuable in generating alpha 
in markets with high volatility. We rotated some directional 
exposure both in the fixed income space and in equities, 
providing some cushion to any further equity market sell-off 
as well as to rising rates and widening spreads. 

Source: UBP

PRIORITISING RISK MANAGEMENT
GLOBAL TACTICAL  
ASSET ALLOCATION

A hard landing for the economy is not yet priced in
S&P 500: 12-month forward PER

Eurozone: probability of a recession has strongly increased
Recession probability - Eurozone

Source: Refinitiv

Performance is as end of June 2022
Sources: Refinitiv, UBP

All financial assets sold off during the month
Major Asset Classes Performance

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

70.00%

80.00%

90.00%

100.00%

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

70.00%

80.00%

90.00%

100.00%

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

Probability

Current

8

10

12

14

16

18

20

22

24

26

8

10

12

14

16

18

20

22

24

26

94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Average: 16.6x

-1.6%

-8.4%

-1.8% -1.6%

-10.3%

-20.2%

-5.0%

-1.2%

Global Bonds Global Equities HF Gold

MTD YTD



Union Bancaire Privée, UBP SA | Monthly Investment Outlook | Global Investment Committee | July 2022 4 | 9

Key points:

 ■ The 2023 scenario has been revised down for developed 
countries, facing accumulated risks and tighter monetary 
policy. The fight against inflation by central banks should 
drive domestic demand below potential from Q4-22, and a 
technical recession is forecast in early 2023.

 ■ This recession should be mild and limited but tail risks 
still exist: the Fed could hike rates too strongly and a full 
embargo of energy exports to Europe may generate deeper 
recession.

 ■ Inflation should progressively decline late in 2022 and 
significantly in 2023, but it will take time to get back to 2%.

 ■ Monetary policy will remain in restrictive mode over the next 
few months;  the pace of adjustments in rates could be 
under review once key rates return to neutral or above the 
neutral point.

Western countries to face below potential activity and 
rising recession risks

 ■ The US and European countries seem likely to face falling 
activity at year end and prospects of a technical recession 
have increased under the burden of high energy and 
geopolitical risks combined with tougher restrictive monetary 
policy.

 ■ The eurozone looks most exposed to major downside risks 
as the constraints from energy could rise further entering the 
winter season. High inflation will depress consumers and 
shortages and bottlenecks will dampen industrial activity. The 
tougher ECB’s policy should weigh down on credit supply, 
with fragmentation risks on the rise within the area.

 ■ US domestic demand will slow down sharply as the Fed 
targets subdued growth and below potential activity to regain 
control on inflation; as a result, flat growth may be seen year 
end and a technical recession looks highly probable in early 
2023. 

China: a progressive exit from recession is expected

 ■ Contrary to Western countries, China is expected 
progressively to recover in H2-22 after a recession in Q2. 
Firmer trend in industry and in consumption is expected with 
the combined renewed support of budgetary and monetary 
policy.

DEVELOPED COUNTRIES TO 
FACE A TECHNICAL RECESSION

UBP ECONOMIC OUTLOOK

Source: S&P Global

Source: UBP - Economic & Thematic Research
MER: market exchange rates; PPP: purchasing power parity

Accumulated risks weigh down on the outlook of 
developed countries
GDP y/y % 2021 2022 2023
    

WORLD - MER 5.6 2.6 2.2
- on PPP basis* 5.8 3.0 2.8

USA 5.7 2.0 1.0

Japan 1.8 1.8 1.0

Eurozone 5.3 2.3 1.0

United Kingdom 7.2 3.4 1.0

Switzerland 3.8 2.3 1.3

Brazil 4.8 1.0 1.0

Russia 4.7 (11.0) (2.0)

India 8.5 7.0 6.0

China 8.1 3.7 4.5

Developed countries 5.1 2.3 1.1

Emerging countries 6.3 3.3 3.7

Sources: IMF, UBP

-4

-3

-2

-1

0

1

2

3

4

5

6

7

02 04 06 08 10 12 14 16 18 20 22 24

%

10-year moving
average Stabili-

zation 
scenario 

Sharp 
recession risks

Main 
scenario 

10

20

30

40

50

60

70

80

06.19 09.19 12.19 03.20 06.20 09.20 12.20 03.21 06.21 09.21 12.21 03.22 06.22

US

Eurozone

ChinaJapan

Index

Global

Services: rebounding confidence in China, declining in 
developed countries
Business confidence in services

World growth: from overheating to below potential
World GDP growht scenario



Union Bancaire Privée, UBP SA | Monthly Investment Outlook | Global Investment Committee | July 2022 5 | 9

 ■ US domestic demand was up by an average of 2.3%-2.7% 
in H1-22, as consumption and labour were still resilient. 
Economic surprises have declined but were pointing to an 
orderly slowdown.

 ■ The political and monetary priorities of fighting against 
inflation have obliged the Fed to target growth below its 
potential during several quarters to bring inflation closer to 
2% and to rebalance the labour market from being too tight 
according to the FOMC’s views.

 ■ In terms of growth momentum, this means that activity 
should slow down significantly in H2-22: domestic demand 
has to fall below a 2% trend for several quarters to alleviate 
inflationary pressures from the US cycle.

 ■ As a result, consumption and the housing sector should 
enter a more pronounced slowdown in the coming quarters 
as Fed policy will be tightened significantly; this will add 
monetary constraints to already existing downside pressures 
on net incomes due to record high inflation.

 ■ Facing slowing demand, firms will adapt their production, 
moderate their investment spending over the medium term 
and will finally reduce their demand for labour. The Fed’s 
scenario forecasts that the unemployment ratio will rebound 
to 4% by the end of next year, but upside risks exist.

 ■ Fine-tuning an economic slowdown via strong rises in 
interest rates and a shrinking balance sheet looks particularly 
challenging for the Fed. M. Powell has recognised it in front 
of Congress during his latest testimony. In such a context, 
recession risks are rising rapidly and look as significant as 
they are in Europe, but due more to the Fed action than the 
war in Europe.

 ■ Growth should show a hard landing from the 5.7% realised in 
2021 to 2% in 2022 and just 1% in 2023. Downside risks on 
GDP growth should finally materialise from Q3-22 and over 
the Q4-22/Q2-23 period, with a technical recession to be 
seen around Q1-23 as domestic demand is likely to contract 
during this period.

 ■ No major new support is expected from budgetary policy, 
except some possible relief in gasoline tax ahead of the next 
mid-term elections; it is also too early to bet on any shift in 
the Fed’s rhetoric until inflation has delivered a clear peaking 
signal and key rates look to be above their neutral point.

THE FED TO PUSH THE US 
ECONOMY TO THE VERGE 
OF A RECESSION

UBP ECONOMIC OUTLOOK

Sources: BEA, UBP

Sources: Census Bureau, University of Michigan

Source: UBP
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 ■ The repricing in government bond yields has continued over 
the past month, with concerns still in markets about volatile 
inflation and the confirmation of tougher monetary policy and 
substantial rate hikes over the coming months.

 ■ The US 10y Treasury yields have reached 3.47 % over past 
weeks and the 10y German Bund 1.76%. The US 2y TY was 
particularly volatile and rebounded over the month (3.42%), 
leading to some flattening of the US yield curve. 

 ■ Pressures on bond yields increased in the eurozone with 
ongoing upside risks on inflation and after the ECB failed 
to present a credible anti-fragmentation plan for the area. 
Spreads of peripherals have significantly increased and 
obliged the ECB to have an urgent meeting and to promise a 
new detailed plan in July.

 ■ The ECB proposed to reuse PEPP coupons to reinvest 
into peripheral bonds under a flexible scheme. However, 
the new plan must show significant dedicated amounts, 
probably more than the reinvestment of the PEPP coupons, 
and a clear strategy on spreads to be credible. The lack 
of consensus among governors could lead to some 
disappointment in the plan and ongoing pressures over the 
next months on peripheral spreads.

 ■ Government bond yields have temporarily eased with 
renewed fears of recession in developed countries. Prospects 
of tougher monetary policy and a fall in activity have driven 
some flows into government bonds after the building of large 
short positions. Nevertheless, upside risks remain on yields 
due to the peak in inflation still being some distance away 
and the open window for larger adjustments in key rates 
by central banks over the next months. Our targets on US 
10y Treasury yields remain unchanged at 3%-3.5% and 2% 
on 10y German Bunds and preference still goes to short 
duration positioning on average.

 ■ Credit spreads remained under pressure with prospects 
of a fall in activity. Fundamentals have deteriorated notably 
in Europe and corporate bond spreads have widened in 
parallel with the end of the ECB’s purchases. High volatility is 
expected in global credit spreads with concerns on growth 
and inflation, and a cautious strategy remains in place with 
a focus on credit quality. Preference still goes to hedge fund 
strategies within the fixed income allocation.

Performance is as end of June 2022
Sources: Refinitiv, UBP

PREFERENCE FOR HEDGE FUNDS 
AND INVESTMENT GRADE CREDIT

GLOBAL BONDS 

Source: Bloomberg Finance L.P.

Source: Bloomberg Finance L.P.

0

100

200

300

400

500

600

700

800

01
.1

7

04
.1

7

07
.1

7

10
.1

7

01
.1

8

04
.1

8

07
.1

8

10
.1

8

01
.1

9

04
.1

9

07
.1

9

10
.1

9

01
.2

0

04
.2

0

07
.2

0

10
.2

0

01
.2

1

04
.2

1

07
.2

1

10
.2

1

01
.2

2

04
.2

2

BP

Greece
Italy

Spain

Portugal

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

15 16 17 18 19 20 21 22

%

1 standard deviation

Real yield

Inflation 
expectations

%

-0.7%
-1.8% -2.4%

-3.4%

-6.8% -7.0% -6.2%

-9.2%

-12.2%
-13.9%

-12.2%
-14.0%

-15.1%

-20.3%
US Gov. EU Gov. US Corp

IG
EU Corp

IG
US HY EU HY EMD

(USD)

MTD YTD

Peripherals spreads in the eurozone under stress
Government bonds (10 y) spreads with Germany

Inflation expectations have just stabilized in the US
US inflation expectations and real yield (based on 10-year TIPS)

Risky segments of fixed income suffered most
Fixed income performance



Union Bancaire Privée, UBP SA | Monthly Investment Outlook | Global Investment Committee | July 2022 7 | 9

 ■ June was another tough month for equities with investors 
increasingly concerned about a recession due to 
disappointing economic data, higher-than-expected inflation, 
ongoing hawkish central bank rhetoric and the threat of a 
Russian gas cut-off in Europe.

 ■ Ahead of the reporting season, earnings estimates stayed 
broadly flat over the last month; consensus 2022 EPS growth 
projections for global equities remained unchanged at 11%, 
with little difference between regions: 14% for Europe and 
10% for the US.

 ■ Q2 EPS growth expectations for the S&P 500 index rose 
back to 6% thanks to energy (+18 pp to 215%), offset by 
a further decline for consumer discretionary (-3 pp to -4%). 
Estimates for other sectors were largely unchanged.

 ■ Ex energy, the expected EPS growth rate for Q2 falls to -2% 
y/y on a 7% increase in revenues. Some margin pressures in 
Q2 are therefore already included in earnings estimates, but 
not for the coming quarters, which looks unrealistic. Indeed, 
expectations for H2 are higher at 11% (about 7% ex energy).

 ■ Most companies should beat Q2 earnings estimates by 
a relatively wide margin, probably thanks to better-than-
expected revenues, but guidance is most likely to be rather 
cautious in the current environment.

 ■ The magnitude of downgrades will be highly dependent on 
how fast economic activity slows down in H2, especially 
consumer spending. With our economic scenario in favour of 
a significant downturn in H2, we expect earnings estimates 
to be revised down meaningfully to emerge finally with barely 
positive growth in 2022. In our base-case scenario, profits 
are likely to decline next year as companies will probably 
have lost their ability to raise prices.

 ■ We have added Chinese equities to our portfolio after their 
poor performance over the last year. Economic activity has 
likely bottomed while further stimulus is likely. Moreover, the 
credit impulse has turned, PMIs are rebounding and the 
regulatory uncertainty appears to be reducing. All these argue 
for a recovery in corporate profits.

 ■ The asymmetric strategies implemented in our portfolios 
reflect our caution on equities. Moreover, we continue to 
focus on companies which should be able to generate robust 
earnings and cash flows despite the major slowdown in 
activity that we expect. 

Sources: Refinitiv, UBP

EARNINGS ESTIMATES WILL 
NEED TO ADJUST LOWER

GLOBAL EQUITIES 

Sources: Refinitiv, UBP

Performance is as end of June 2022
Sources: Refinitiv, UBP
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 ■ Markets continued to sell off during the month and suffered 
one of the worst first-half year performances in history with 
global equities at -20%. To make matters worse, global 
bonds have also been hit with -14% by the end of June. 
Investors are increasingly concerned about a recession due 
to the squeeze on consumers from higher prices and higher 
borrowing costs as central banks seek to fight inflation.

 ■ Recession risk is growing with Europe most exposed due to 
its  high dependence on energy. A technical recession also 
looks highly probable in the US.

 ■ As a result, in addition to the protection through put options 
already in place since February, we added another layer by 
rotating 30% of directional equity exposure into structured 
products which provide upside participation while limiting 
downside risk. 

 ■ In the equity space, we continue to favour companies with 
high quality earnings visibility and strong balance sheets. 
They should outperform in an environment of elevated 
macro uncertainty and mounting profit margin pressure.

 ■ After having exited China’s markets last year, we started 
to make a comeback as economic activity seems to have 
bottomed while further stimulus is likely. In addition, Chinese 
equities provide diversification benefit in the context of a 
global portfolio thanks to their low correlation with other 
markets.

 ■ In the fixed income space, although interest rates came off 
from recent highs, risk of higher yields and wider spreads 
remains, especially as the potential for a liquidity and/
or prolonged inflationary shock looms. We continue to 
rely on alternatives in credit arbitrage and absolute return 
strategies, which are less sensitive to interest rate volatility.

 ■ We maintain our overweight of USD as a hedge against a 
continued market sell-off.  USD usually outperforms during 
market stress. 

 ■ We increased Swiss franc exposure in Swiss portfolios to 
reflect a proactive, hawkish Swiss National Bank and a more 
cautious outlook on the continent. In addition, the safe-
haven status of CHF could be a helpful hedge against any 
pickup in market volatility. 

ADDING ADDITIONAL 
PROTECTION AND RETURNING 
TO CHINESE EQUITIES

RECENT CHANGES

Sources: Refinitiv, Datastream, UBP 

Sources: Refinitiv, UBP 

Sources: Refinitiv, UBP 
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The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any 
tax advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to 
whom it was delivered. This document may not be reproduced, either in whole or 
in part. UBP specifically prohibits the redistribution of this document, in whole or 
in part, without its written permission and accepts no liability whatsoever for the 
actions of third parties in this respect. This document is not intended for distribution 

in the US and/or to US Persons or in jurisdictions where its distribution by UBP 
would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, 
and is subject to regulation by the Financial Conduct Authority (FCA) and limited 
regulation by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and 
no other person should act upon it. The financial products or services to which this 
material relates will only be made available to a client who meets the professional 
client and/or market counterparty requirements. This information is provided for 
information purposes only. It is not to be construed as an offer to buy or sell, or a 
solicitation for an offer to buy or sell any financial instruments, or to participate in 
any particular trading strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary 
Authority (HKMA) and a registered institution regulated by the Securities and Futures 
Commission (SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities 
may only be offered or sold in Hong Kong by means of documents that (i) are 
addressed to "professional investors" within the meaning of the Securities and 
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made 
thereunder (the "SFO"); or (ii) are defined as "prospectuses" within the meaning of 
the Companies Ordinance (Chapter 32 of the Laws of Hong Kong) (the "CO") or 
constitute offers to the public within the meaning of the CO. Unless permitted to do 
so under the laws of Hong Kong, no person may issue or have in their possession 
for the purpose of issuing, whether in Hong Kong or elsewhere, any advertisement, 
invitation or document relating to the securities, directed at, or likely to be accessed 
or read by, the public in Hong Kong, except where the securities are intended to be 
disposed of only to persons outside Hong Kong, or only to "professional investors" 
within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), 
is an exempt financial adviser under the Financial Advisers Act 2001 of Singapore 
to provide certain financial advisory services, and is exempt under section 99(1) 
of the Securities and Futures Act 2001 of Singapore to conduct certain regulated 
activities. This document has not been registered as a prospectus with the MAS. 
Accordingly, this document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, whether directly or 
indirectly, to persons in Singapore other than (i) institutional investors; or (ii) accredited 
investors as defined under the Securities and Futures Act 2001 of Singapore. This 
advertisement has not been reviewed by the Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the 
Commission de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy 
in accordance with the European passport – held by its parent company, Union 
Bancaire Privée (Europe) S.A. – which is valid across the entire European Union. The 
branch is therefore authorised to provide services and conduct business for which 
its parent company, Union Bancaire Privée (Europe) S.A., has been authorised in 
Luxembourg, where it is regulated by the Luxembourg financial supervisory authority, 
the Commission de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a 
comparable solicitation under the Principality of Monaco's laws, but might be made 
available for information purposes to clients of Union Bancaire Privée, UBP SA, 
Monaco Branch, a regulated bank under the supervision of the Autorité de Contrôle 
Prudentiel et de Résolution (ACPR) for banking activities and under the supervision 
of the Commission de Contrôle des Activités Financières for financial activities.
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