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 ■ With the September swoon in risk assets, markets have 
simply moved to unprice the optimism built up over the 
summer about the prospects of a pause in Fed tightening 
and a soft-landing in the US economy.

 ■ Instead, with two hawkish communications – first at the 
Jackson Hole conference in late-August then again following 
the September FOMC – Fed Chair Jerome Powell has 
signalled a durable end to the negative real interest rate 
regime in place since the mid-2000s.

 ■ Markets have begun to price this potential shift in policy with 
a sharp rise in bond yields (again) in September with shorter-
duration bonds repricing the prospect of higher short-term 
rates more meaningfully.  

 ■ With 10-year yields having moved decisively into our 3.5-
4.0% target range, even assuming further, aggressive Fed 
rate hikes ahead, yield curve inversion should mean risk-
reward for investors taking on more duration risk is becoming 
increasingly balanced.  Signs of a stabilisation/decline in core 
inflation would be helpful to tilt risk-reward more meaningfully 
in favour of bond investors.

 ■ Credit spreads, unlike equities, have yet to fully retrace the 
optimism priced into markets over the summer.  Earnings 
downgrades and deteriorating credit quality should be 
the next catalysts to wider spreads ahead.  Admittedly, 
absolute yields are looking increasingly attractive, with USD 
investment grade yields reaching 5.5% and high yield bonds 
approaching the 10% yield levels seen at the height of the 
Euro crisis (2012), high yield energy crisis (2015/16), and the 
global pandemic (2020).

 ■ In equities, the start of earnings season in mid-October will 
be the key driver to the next leg for equity markets.  Earnings 
revisions have been trending lower consistently since early-
July.  We expect these downgrades to accelerate moving 
into year-end. Valuations have begun to reprice the higher 
yields, though remain short of the levels seen as markets 
skirted recession in 2014 & 2019.  

 ■ Increased instability is emerging as anticipated via the FX 
markets with the British pound now joining the Japanese 
yen as weakening sharply in September amidst its new 
government and an aggressive fiscal programme ahead.  

 ■ With the Chinese yuan also showing signs of weakening, 
caution remains warranted with alternative hedge fund 
strategies and structured product strategies key elements of 
our risk management strategy going forward.

THE END OF AN ERA

The Fed has called for an end to the negative real rate 
regime in place since the mid-2000s
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Rising FX volatility may signal growing risks of market 
dysfunction

S&P 500 valuations have de-rated (again) back to  
pre-pandemic averages

Using 1-year Treasuries pre-1976 
Sources: Bloomberg Finance L.P. and UBP

Sources: Deutsche Bank, Bloomberg Finance L.P. and UBP 
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Global economy / Asset allocation

 ■ Developed countries look set to face technical recession in 
the coming quarters; Europe is more exposed to risks of a 
long and deep recession due to energy crisis.

 ■ Inflation has not yet peaked in Europe and concerns remain 
about resilient core inflation in the US.

 ■ Monetary policy should stay restrictive for a while, pushing 
real yields into positive territory and weighing down on the 
economic cycle.

 ■ As a result, though markets have unwound the summer 
rally, we continue to remain cautious against a deteriorating 
macro backdrop going into 2023.  

 ■ We favour quality both in fixed income and equity allocations 
to cushion the prospect of a rise in default rates and 
further cuts to earnings expectations. Companies with 
strong balance sheets and high earnings visibility should 
outperform going forward. 

 ■ We also maintain the asymmetry in portfolios through 
options, structured products and hedge funds to cushion 
downside risks looking towards year-end.

Fixed income

 ■ Government bond yields have rebounded sharply on 
tighter monetary policy, remaining inflation concerns and 
unbalanced UK fiscal expansion.

 ■ US 10y treasuries entered the expected range of 3.50%-
4% and the 10y German Bund had rebounded to above 
2%. Pressure has increased on peripheral spreads with 
uncertainties in Italy post-election.

 ■ Hedge fund strategies remain preferred within the fixed 
income allocation. Rising yields would create opportunities 
to capture more attractive carry in high quality investment 
grade credit looking ahead.

Equities/ Alternatives

 ■ Given the more difficult environment that companies will 
have to face in coming months, earnings estimates for next 
year have yet to be cut meaningfully. Moreover, equities 
have become increasingly expensive relative to bonds given 
the sharp rise in yields in recent weeks.

 ■ We continue to look to alternative strategies to navigate the 
elevated volatility environment over the months ahead.

Sources: IMF, UBP

REMAINING CAUTIOUS
GLOBAL TACTICAL  
ASSET ALLOCATION

Sources: Refinitiv, BofAML, UBP

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

Another difficult month for nearly all financial assets
Major Asset Classes Performance
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Key points

 ■ The 2023 outlook has been revised down due to technical 
recession in sight over the next quarters in developed 
countries.

 ■ Emerging countries, notably in Asia, offer a relatively more 
constructive outlook as China should see firmer growth in 
2023.

 ■ Inflation should decline from its peak, but only progressively 
leaving inflation still above 2% in 2023.

 ■ Restrictive monetary policy expected to stay in place for the 
coming next quarters as central bankers focus on inflation 
fighting to the detriment of growth and employment.

Asia offers a relatively more constructive 2023 
outlook

 ■ Activity in China should benefit from renewed fiscal and 
monetary measures expected after the next Party Congress 
in October. As a result, 2023 growth should reach 5.2% 
as headwinds from Covid policy and the property sector 
should be less of a drag.

 ■ Asian countries should see 4.2% aggregate growth in 2023 
as positive demographic trends and sound fundamentals 
help to enable the region to grow despite USD strength and 
rises in key rates in 2022.

US: the Fed targets slower domestic demand to drive 
lower inflation

 ■ US domestic demand should slow significantly in coming 
quarters, facing still high inflation and tighter financial 
conditions. Job creation should also decelerate.

 ■ Downside risks point towards a deeper contraction in 
demand and major reversal in labour, rather than the soft 
landing expected by the Fed.

Europe: rising risks of a deep and long recession

 ■ The UK and the eurozone are the most exposed to the 
energy crisis, while inflation has not yet peaked leaving  
central banks forced to move interest rates into more 
restrictive territory.

 ■ Activity should contract in the quarters ahead and could 
well be depressed until Q2-23. Risks of rationing of gas 
and electricity during the winter are significant, despite 
governments’ efforts to save energy and to cap gas and 
electricity prices with renewed targeted supports.

IS A GLOBAL RECESSION 
INEVITABLE?

UBP ECONOMIC OUTLOOK

Sources: BEA, Bloomberg, Finance L.P. and UBP

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

Weak global growth expected in 2023

GDP y/y % 2021 2022 2023
    

WORLD - MER 5.6 2.7 1.7
- on PPP basis* 5.8 3.0 2.4

USA 5.7 1.6 0.6

Japan 1.8 1.6 1.2

Eurozone 5.4 2.9 (0.5)

United Kingdom 7.2 3.4 (0.3)

Switzerland 4.3 2.1 0.8

Brazil 4.8 2.0 1.0

Russia 4.7 (6.0) (3.0)

India 8.5 7.2 6.5

China 8.1 3.5 5.2

Developed countries 5.1 2.3 0.4

Emerging countries 6.3 3.5 3.9

Sources: IMF, UBP
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 ■ Monetary policy should reinforce the tightening trend in key 
rates over the coming months. The exit from the global 
pandemic and the prevailing energy crisis have extended the 
inflation rebound challenging central banks’ inflation control.

 ■ In emerging countries, central banks have adjusted key rates 
rapidly, notably in Latin America. In developed countries, the 
hiking cycle has begun later.

 ■ Central banks in developed countries, except Japan, must 
deliver substantial rate rises to cap medium-term inflation 
expectations and avoid second round effects.

 ■ In H2-22, rises in rates mark more than a simple 
normalisation in Western countries. The target is to push 
rates above neutral level and to maintain them in restrictive 
territory until inflation declines significantly.

 ■ Central banks have rejected any pivot in policy, as well as a 
slower pace in adjustments in H2-22, pointing towards higher 
terminal rates associated with a long period of tight financial 
conditions. In addition, quantitative tightening could reinforce 
the grip of monetary policy on Western economies

 ■ Domestic demand, credit to the private sector and housing  
likely to suffer in the next quarters from this tougher stance.

 ■ Separately, while inflation is expected to decline progressively 
in the coming quarters, volatility in sub-sectors could reveal 
different dynamics between headline and core inflation 
arguing in favour of a continued tough monetary stance.

 ■ As seen in the 70s and the 80s, the current high inflation and 
willingness to bring inflation down to targets require a more 
severe monetary tightening than expected entering 2022, 
which should end this current economic cycle.

 ■ As Chair Powell outlined, the benefits of this policy lie in the 
medium term by creating conditions for a better-balanced 
future cycle. However, this comes at the cost of a recession 
in the near term, with no real control on the magnitude and 
the length of the contraction.

 ■ To counterbalance the rises in real interest rates and to 
rebuild a new economic cycle, the leading forces should be 
stronger R&D and higher productivity gains: these should 
result from targeted government actions and renewed private 
investment cycle notably coming from opportunity emerging 
from climate change and new energy sectors.

WILL THE NEW MONETARY 
REGIME BREAK UP THE CYCLE? 

UBP ECONOMIC OUTLOOK

Sources: Bloomberg Finance L.P., UBP

Sources: BEA, UBP

Sources: BEA, UBP
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 ■ Bond markets faced a renewed sell-off with a sharp rise 
in government bond yields over the past weeks. Tighter 
monetary policy and renewed inflation concerns put pressure 
on yields, and the large fiscal expansion in the UK fuelled 
turmoil in UK assets and triggered a sharp fall in GBP with 
spillover effects on markets.

 ■ Larger tax cuts than expected in the new UK budget, 
associated with postponed fiscal consolidation, and larger 
government bond issuance triggered a crisis of confidence in 
markets. 

 ■ While UK government measures to cap energy prices in the 
short run were seen as positive, worries were heightened 
by large tax cuts for high income earners and corporates 
which may oblige the Bank of England to accelerate its 
tightening and to raise its terminal rates well above 4%. With 
major turbulence in markets and spillover effects into the UK 
pension system, the Bank was obliged to renew temporary 
bond buying activity, favouring long bonds, to stabilise 
markets and secure the pension fund industry. This action 
will not exclude a major tightening at the Bank’s next meeting 
and puts pressures on the government to deliver a medium-
term sustainable plan on budgetary policy.

 ■ The Fed meeting was also clear that a restrictive stance 
should prevail as inflation remains too high.  While headline 
inflation peaked on lower energy prices, core US inflation 
remained volatile and has not peaked yet. To stay credible, 
the Fed favoured higher terminal rates of 4.6%, which fuelled 
volatility in the 2-year yields segment and further yield curve 
inversion.

 ■ Government bonds yields surged in the eurozone despite 
rising recession risks and escalating geopolitical tensions. 
Inflation has not yet peaked even with measures to cap 
electricity-gas prices, and the ECB maintained hawkish 
communications. 10y German Bund yields rose above 
2% and pressures built again on peripheral spreads. The 
new Italian government must deliver a 2023 budget which 
complies with European Commission recommendations to 
continue to benefit from EC Recovery funds.

 ■ Credit alternatives and hedge fund strategies provide useful 
shelter in this highly volatile environment. Looking ahead, with 
absolute USD investment grade yields near 6%, levels last 
seen prior to the 2008-09 Global Financial Crisis we have 
begun seeking out more opportunities in high-quality, hold to 
maturity credit looking ahead. Performance is as end of September 2022

Sources: Refinitiv, UBP

LOOKING FOR OPPORTUNITIES 
IN HIGH GRADE CREDIT

GLOBAL BONDS 

Sources: Bloomberg Finance L.P.

Sources: Bloomberg Finance L.P.
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 ■ With historic central bank hikes, the war against inflation far 
from over, and a series of crises in Europe, equity markets 
gave back their summer gains in September.

 ■ Despite the darkening outlook for global activity, equity 
analysts have remained reluctant to make any real cuts to 
earnings estimates.

 ■ Earnings revision ratios were flat to slightly negative in most 
regions and sectors, except in Japan where the weaker yen 
continues to support earnings upgrades.

 ■ 2022E EPS growth projections for global equities remained 
steady over the last month at 11%, with 17% for Europe, 8% 
for the US and 10% in China, all unchanged. The expected 
earnings growth rate in Japan increased by 2 pp to 13%.

 ■ Despite the slowdown in business activity, the ratio of 
negative to positive pre-announcements for Q3 has been 
lower than in previous quarters. This suggests that the bar 
for Q3 earnings is low enough, i.e. zero earnings growth 
expected for the S&P 500 index ex energy.

 ■ As always, guidance will be key. With the environment 
becoming more difficult for companies nearly every day, risks 
to earnings are clearly tilted to the downside, particularly for 
2023 for which current estimates imply a slight increase in 
margins. Amid rising interest rates, higher tax rates, rising 
wages and a further significant deceleration in economic 
activity, this looks highly unlikely.

 ■ In past downturns, equities only troughed after the bulk of 
EPS cuts had materialised. While consensus estimates still 
point to a 6% rise globally, actual earnings growth is highly 
likely to turn negative into 2023 in our base-case economic 
scenario.

 ■ Moreover, equity markets historically reach a bottom only 
after a Fed rate cut, but the prospect of seeing the central 
bank pivot is still a long way off. 

 ■ Equities have already de-rated quite meaningfully with the 
12-month forward PE for global equities recently down below 
this year’s low seen in June (14x). However, we still see more 
valuation risk to equities from higher yields and as a result of 
increasing recession risks.

 ■ We therefore remain cautious on equities and keep our 
protection that we have implemented during the year. 

Sources: Refinitiv, UBP

DARKENING OUTLOOK FOR 
CORPORATE PROFITABILITY

GLOBAL EQUITIES 

Sources: Refinitiv, UBP

Performance is as end of September 2022
Sources: Refinitiv, UBP
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 ■ We have used September to reposition our protection 
strategies in light of the macro risks coming into view 
entering the autumn.

 ■ We have increased the sensitivity of our put strategies in 
European equities as winter energy shortages, the prospect 
of a post-election fiscal confrontation between the new 
Italian government and the European Commission, plus a 
likelihood that overly optimistic earnings expectations for 
2023 begin to fall more rapidly going into year-end.

 ■ We retain our asymmetric equity exposure via structured 
products which have performed well amidst the September 
sell-off. These strategies provide protection on the downside 
while maintaining some exposure to upside moves, which 
will be valuable should policy action – as seen from the 
Bank of England recently – become more concerted looking 
into year-end.

 ■ With recession risks building and with US 10-year yields 
having reached our 3.5-4.0% target range, we have 
continued slowly to add duration in the USD government 
space.  Though some upside risks may exist, absent a 
sustained inflation shock, risk-reward is at worst balanced 
and at higher yield levels, beginning to tilt in favour of 
investors looking ahead.

ADDING GOVERNMENT BONDS
RECENT CHANGES

Sources: Refinitv. and UBP 

Sources: Refinitv. and UBP 

Sources: Refinitv. and UBP 
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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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