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Foreword

Welcome to our latest edition of Market Perspectives which aims to provide much-needed 
onte t and larit  at a time w en olatilit  and un ertaint  weig ing on in estors  minds

e int o  ui ker t an e e ted  rate ikes to ounter ele ated in lation  and a 
lattening ield ur e  are raising on erns o  a entral ank oli  error  or e en otential 

re ession  among some in estors  n t is mont s re ort  we look at ust ow likel  a 
re ession mig t e  and w at it ould mean or e uities  onds  and ot er asset lasses   

ile an in erted ur e as istori all  een a relia le indi ator o  re ession  our e erts 
weig  u  a wider range o  indi ators and o er t eir ig i ture  iew o  urrent onditions  as 
well as e uit  and ond market o ortunities  

it in e uities  it seems rudent to ad ust our li al tilt and introdu e de ensi e se tors  
su  as ealt are  to di ersi  ort olios  e are also onsidering ossi le edging 
strategies  n i ed in ome  ositioning in medium duration onds  and moderate redit 
e osure  still looks a ealing or now

e ond our usual asset lass and inan ial market anal sis  ou ll also ind our latest 
sustaina ilit  insig ts  

s t e risks o  glo al warming or in estors and so iet  e ome learer  t e ormer an 
do mu  to ig t limate ange  uilding net ero ort olios  ut t is need is not ust an 
altruisti  mo e  n or orating net ero anal sis into in estment er orman e anal sis and 
asset lass sele tion  an also el  to limit ort olio risk and identi  res  o ortunities  

s alwa s  we o e ou en o  t e re ort and we t ank ou or entrusting us wit  our 
in estments  

Jean-Damien Marie
and Andre Portelli,
Co-Heads of Investment, Private Bank

 onds  ridging t e ga

>>



In response to the coronavirus pandemic, the American economy saw a swift economic recovery last year following 
t e s ar  ontra tion in  e markets  iews o  t e world  and its e a iour  a e s i ted ui kl  in t e last t ree 
mont s to a mid le s enario  e ne t stage (a late le) is usuall  ollowed  re ession  ile it seems too earl  
to worr  a out a re ession eing on t e ori on  t e re ent lattening o  t e  ield ur e  o ten seen as an indi ator 
o  a downturn  raises uestions

  R N N R

istori all  t e ield ur e as een a relia le leading indi ator o  an u oming re ession  ndeed  t e last si  
meri an re essions started a ter t e di erential etween t e ield on t e ear and t e ear (t e so alled 

)  go ernment onds turned negati e  

it  a  s read around  asis oints ( )  down rom  a ear ago  on erns are emerging in inan ial 
markets  ile we a ear some wa  rom an in ersion  arts o  t e utures ur e a e nonet eless started to in ert  

 t e ur e ontinues to latten  as t e di eren e etween s ort term and long term onds narrows  re ession alls 
will onl  multi l  in our iew

N   R  R  

ile t e  ield ur e s tra k re ord as a leading indi ator o  a re ession is se ond to none  it is still im er e t  irst  t e 
time etween w en in ersion and a eriod o  t ree onse uti e mont s o  ontra tion (or a re ession) egins an ar  
su stantiall  n t e late s  t e ur e irst in erted in e em er  e re ession t at ollowed started  mont s 
later  n t e late s  t e ur e rie l  in erted in  e ore stee ening again and olla sing in earl   e dot

om  re ession o i iall  started in Mar   some t ree ears a ter t e irst in ersion  

Most re entl  t e ur e in erted in ugust  and t ere was a andemi led  las  re ession etween e ruar  and 
ril  ere  t oug  t e re ession was aused  an e ogenous  ealt related s o k  and not a t i al end to t e 

usiness le  s su  we will ne er know i  and w en t is would a e a ened wit out 
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Are recession risks increasing? 
s t e  entral ank e es t e end o  its monetar  largesse  ond ields rise  and geo oliti al tensions in rease  man  in estors are gri ed  t e 
ros e t o  anot er re ession  owe er  timing one is tri k  Man  go to indi ators or downturns ma  e losing t eir e e ti eness  owe er  we elie e 

t at in ation will ease in man  de elo ed e onomies in t e se ond al  o  t e ear  and t e risk o  a re ession in t e s ort term seems o er lown

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 
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 N N   N R  N

Not onl  is t e s a e o  t e  ield ur e e oming an im er e t timing signal or a re ession  ut it is in reasingl  
in luen ed  a tors t at an weaken its redi ti e ower  ter t e allooning o  t e  ederal Reser e s ( ed) 

alan e s eet to  trillion in its asset ur ase rogramme  t e entral ank now owns around a i t  o  t e ountr s 
de t  s a result  ields a ross t e ur e a e een signi i antl  distorted  and ma  not ull  re le t t e true s a e o  
t e  e onom  

e ower o  entral anks to distort ield ur es is also e ident in uro e   stud   t e European Central Bank
s owed t at entral ank asset ur ases lead to a lattening o  t e ur e  sin e t e ields o  longer term onds tend 
to de line  more t an t ose o  s ort term onds  

   N RN MM N N

s dis ussed earlier  t e ield ur e is a use ul  ut im er e t  tool to udge w en a re ession mig t strike  is is w  
in estors tend to monitor a wider range o  indi ators  None is er e t  ut  taken toget er  t e  an el  uild a etter 

i ture o  w ere t e  e onom  is eaded  

ome o  t e most o ular re ession redi tors in lude  t e ield ur e  real interest rates  re ession ro a ilit  models  
and om osites o  leading indi ators  e ta le s ows t at none o  t ese is a sour e o  on ern  at t is stage  is 
does not mean t at a re ession in t e s ort term is im ossi le  t sim l  means t at its ro a ilit  is rat er low

US YIELD CURVE INVERSIONS FORETOLD RECESSIONS IN THE PAST

 re essions as de ined  t e National ureau o  onomi  Resear  and di eren e etween t e  ear and 
ear go ernment ond ields
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Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 

Indicator Trigger Level as of 
28 Feb

Level six 
months prior

 ield ur e slo e ( ear to ear reasuries  ( ) Negati e 110
Real rates Positive % %
New ork ed re ession model o e % % %

eading indi ators inde  Negati e

our es  loom erg  ar la s ri ate ank  e ruar  

our es  loom erg  ar la s ri ate ank  e ruar  
>>

http://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191125~b0ecc8e6f0.en.html
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  N R N  R

ile t e risk o  a re ession is low  om ared to si  mont s ago  t e risk as in reased  is is redominantl  dri en 
 t e ed s mo e to a gradual tig tening o  monetar  oli  rom an ultra a ommodati e stan e  s t e  entral 

ank mo es to in rease interest rates and s rink its alan e s eet  t ere is a on ern t at t e a e o  ikes is too ui k 
and t e domesti  e onom  starts to ontra t  

is is a s enario t at is gaining tra tion in markets  n a t  t e ield ur e s ows t at in  t e ed ma  e or ed to 
ut interest rates again  ile t is ould a en wit out a re ession (a so t landing )  t e market is in reasingl  ri ing 

in a oli  mistake  

N R  R N

e e e t t e ears  narrati e to graduall  e ol e in one o  two wa s as we go into t e summer  n one and  
stag lation ears  similar to t e one e erien ed in t e se ond al  o  last ear ould re emerge  is s enario is most 

likel  to o ur i  in lation sta s ig  (we t ink ri e in reases will e ele ated until t e se ond al  o  t e ear)  growt  
slows rom ele ated le els  and t e ed a ears too rudent  

u  a s enario would e a de ent a kdro  or risk assets  es e iall  i  in lationar  ressures moderate  n t e ot er 
and  talk o  re ession ould dominate e er da  dis ussions i  t e ed is or ed to aggressi el  om at in lation  en  

t e ur e would likel  in ert as more ikes are ri ed in on t e s ort end o  t e ur e  is would e a mu  more 
allenging en ironment or in estors  

N N  R N  N R N

knowledging t e un ertaint  reated  t e on li t in kraine  we elie e maintaining om osure is ke  to in estors  
long term su ess  s su  we sta  in ested and ontinue to re er e uities to onds  et  t ere are allenges a ead  
and olatilit  will likel  remain ele ated or t e oreseea le uture  is ear s in reases in ond ields suggest t at we 
are a roa ing le els w ere it ma  soon e wort  lo king in rates again

n e uities  t e alue li al tilt we su orted going into t is ear as la ed out well  ut t e o ortunit  is graduall  
s rinking and geo oliti al tensions ma  add to t e on usion  ort term in estors ma  need to e e en more 
sele ti e  w ile longer term ones ma  want to start looking at ualit  and growt  sto ks again

Author: Julien Lafargue, CFA, London UK, Chief Market Strategist

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 
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ollowing t e re ent de elo ments in kraine  t e in rease in market 
olatilit  and s ar  lattening o  t e  ield ur e  we remain onstru ti e 

on equities and maintain our tactical preference for cyclicals, value and non-
 e uities  owe er  in iew o  t e re ent worsening o  growt  e e tations 

relati e to in lation e e tations  we elie e t at in estors s ould stri e to 
im ro e di ersi i ation and ado t a more alan ed a roa  in ort olios  

In this article, we discuss our views on the recent repricing of the growth/
inflation n dynamics and their implications for equities and risk assets in 
general  e also ig lig t more de ensi e areas o  t e market  w i  seem 
attractively valued, and could represent diversification opportunities for 
in estors in t e urrent en ironment

   R   N N   N  N 
R R N R   

n e ruar  e uit  and ond olatilit  ontinued to trend ig er  re le ting t e 
rise in geo oliti al tensions and in reasing on erns o  a oli  error  t e  

ederal Reser e ( ed)  

e  ield ur e as ontinued to latten aggressi el  etween mid anuar  
and mid e ruar  t e ur e as lattened   asis oints ( )  or a  
standard de iation mo e  ased on o ser ations o er t e ast i e ears  

This sharp flattening of the yield curve suggests that markets are repricing 
growt  risks  it  ed und utures now dis ounting more t an si   ikes 
in t e ne t  mont s  t ere as een in reasing on erns t at e essi e 

oli  tig tening  t e ed ould derail t e e onomi  re o er  wit  negati e 
im li ations or risk assets

 M R  M   R R N      R   

e at  o  oli  normalisation dis ounted  t e market a ears o erl  
aggressi e  ndeed  we remain o  t e iew t at in lation s ould moderate in t e 
second half of the year, as consumer spending shifts from goods to services, 
and su l ain disru tions a ate  e note t at t e  market is e en ri ing 
an % an e o  a rate ut a ter t e ne t two ears

e outlook or entral ank oli  ma  also e louded  geo oliti al risks  
w i  in reased signi i antl  in e ruar  as Russia atta ked kraine  i all  
the volatility associated with such events is short-lived, and equities recover 

ui kl  et  w et er su  risks t reaten growt  or oost in lationar  ressures  
via higher energy prices, any geopolitical conflict is another reason for central 

anks to tread are ull  

 N RM  R RM  N  R  
N  N   N R  

e ruar s Market Perspectives noted that equities tend to perform well during 
rate iking les  a ter an initial mild s ort li ed ull a k in t e irst ou le o  
mont s ollowing t e irst ike  e now e lore ow e uities usuall  er orm in 

eriods o  lattening ield ur es

tarting wit  ur e in ersion  a re ent anal sis  our in estment ank s 
uro ean trateg  team s owed t at in t e ast eig t  rate les  e uit  

markets eaked  on a erage  ten mont s a ter t e ield ur e in erted (wit in 
a window o  two to  mont s)  ut ne er e ore  

We also looked at how equities generally performed in the months following 
a lattening ield ur e to le els elow  in t e  uro e  and glo all  
using data going a k to  (see ta le  )  it  t e  ear ersus 

ear ield s read alread  elow  we on entrated our anal sis on t ree 

an e uities out er orm as t e ield ur e attens
e situation in kraine is anging ra idl  t is likel  to dominate nan ial markets in t e s ort term  not er on ern or e uit  in estors is t e 

attening in t e  ield ur e  w i  as s arked worries o  an e onomi  downturn  or e en a re ession  o ust ow s ould e uit  in estors osition 
portfolios at such times?

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 

>>

http://privatebank.barclays.com/insights/2022/february/market-perspectives-february-2022/can-equities-outperform-in-an-era-of-rising-interest-rates/
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di erent s enarios o  s reads de lining to ranges o  (i)  to  (ii)  
to  and (iii) in erted  ose t ree s enarios re resent %  %  and 

% o  weekl  o ser ations o er t e eriod  res e ti el

en t e ield ur e lattens to less t an  istor  suggests t at 
equities normally generate superior returns, as long as the curve does not 
in ert  is is true or e uit  er orman e in a solute terms and relati e to 

onds in t e  uro e  and glo all  t makes sense rom a undamental 
standpoint as, at this stage of the cycle, the Fed is usually trying to cool an 
e onom  w i  is growing a o e otential  wit  a strong la our market

However, relative performance within the equity market is less clear-cut 
elow  and aries  region  n all regions onsidered  li als tend 

to outperform defensives modestly in the year following a curve spread of 
 to  elow t at le el  er orman e is less di erentiated  wit  

t e e e tion o  t e  market  w ere li als tend to under er orm 
de ensi es markedl  in t e mont s ollowing in ersion  

M N  R  N 

Based on how equities have tended to perform in periods of flattening, 
and our elie  t at a re ession is not imminent  we remain onstru ti e on 
e uities and risk assets  owe er in iew o  t e re ent growt rate s are  it 
appears prudent to increase portfolio diversification, and add more defensive 
e osure  n order to identi  t ose o ortunities  we looked or ossi le 
dislo ations in t e market  ollowing t e signi i ant in rease in ear ields  

EQUITIES USUALLY GENERATE SUPERIOR RETURNS FROM CURRENT LEVELS OF THE US YIELD CURVE

u se uent annualised er orman e o  e uit  markets ased on arious le els o  t e  ield ur e slo e ( ear minus ear ield s read)  ollowing a 
lattening  ata sin e 

our es  Re initi  atastream  ar la s ri ate ank Resear  e ruar  

S&P 500 S&P 500/10-year US Treasuries US Cyclicals/Defensives
US 10y-2y level 
& flattening Observations Fwd 3m 

CAGR 
Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

%  % %            
%  % %           

 % %       
n onstrained %

European Equities European Equities/10-year Bunds European Cyclicals/Defensives
US 10y-2y level 
& flattening Observations Fwd 3m 

CAGR 
Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

%  % %           
%  % %        

 % %     
n onstrained %

Global Equities Global Equities/10-year US Treasuries Global Cyclicals/Defensives
US 10y-2y level 
& flattening Observations Fwd 3m 

CAGR 
Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

Fwd 3m 
CAGR 

Fwd 6m 
CAGR

Fwd 12m 
CAGR 

Fwd 24m 
CAGR

%  % %    
%  % %  

 % % 
n onstrained %

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 

a le notes

 li al and de ensi e indi es mentioned in t is note re er to ar la s ri ate ank s market a  weig ted indi es  denominated in  
li als in lude inan ials  onsumer dis retionar  industrials  energ  asi  materials  te nolog  ardware  

e ensi es in lude ealt are  onsumer sta les  tele oms  utilities  real estate  so tware and om uter ser i es
R stands or om ound annual growt  rate >>
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   N   R RM  R N  N   

s dis ussed re iousl  li al and t i all  alue oriented se tors  su  as inan ials  energ  industrials  and asi  
materials  tend to ene it rom ig er ields and in lation  onsistent wit  t e in rease in  ear ields  t is 

ositioning as worked well so ar t is ear

e M  orld alue inde  ad out er ormed growt   % in  as o   e ruar  and de elo ed market 
li als out er orming de ensi es  %  led  energ  on t e ositi e side (u  %)  and in ormation te nolog  and 

ommuni ation ser i es on t e negati e side (down % and % res e ti el )  

e relations i  as een strongl  orrelated in t e ast  and t e re ent mo es are onsistent wit  istori al atterns 
(see art)  

owe er  wit in li als  some se tors a ear to a e o ers ot  om ared to t eir istori al relations i  ( eta ) wit  
ields  w ile ot ers a e lagged (nota l  industrials)  

e energ  se tor in arti ular seems to a e run a ead o  its undamentals  ile t e se tor s ould ontinue to e 
su orted  ig er energ  ri es (u  to a ertain oint)  in lation  and geo oliti al risks  we elie e it o ers less alue 
t an industrials at t is oint in time  ould e ents in kraine roaden signi i antl  or e ome more entren ed  t e 
energ  se tor would not e immune rom a road ased market sell o  

or in estors looking to in rease t eir e osure to more de ensi e arts o  t e market  t e ealt are se tor a ears 
attra ti e  ndeed  unlike onsumer sta les and utilities  w i  a e er ormed etter t an e e ted gi en t eir in erse 
relations i  wit  ields  t e er orman e o  ealt are as een onsistent wit  t e mo e in ields  

it in st les  small a s ontinue to stand out  ot  ta ti all  and stru turall  ndeed  smaller om anies a e lagged 
t eir larger eers  des ite t e rise in ields  w i  is unusual  n t e ot er and  alue s out er orman e ersus growt  
a ears slig tl  o erdone  suggesting t at some onsolidation ma  e on t e ori on

Author: Dorothée Deck, London UK, Cross Asset Strategist
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TRACKING GLOBAL CYCLICALS VERSUS DEFENSIVES WITH US 10-YEAR TREASURY YIELDS

ased on si mont  er entage anges in t e relati e total returns o  glo al li als ersus de ensi es  against t e 
a solute si mont  ange in  ear reasur  ields

our es  Re initi  atastream  ar la s ri ate ank  e ruar  

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 
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N  R R

e ma ro allenges a ing ountries mig t e aria le  and ould e 
a e ted  t e Russian krainian risis  ut  t e o erar ing em asis seems 
to e on rote ting t e e onom  and onsumers  rom entren ed  and 
ele ated in lation  n meri a  t e  ederal Reser e ( ed) admitted t at it 

as to e more nim le  in t e entral ank s ig t against ig er in lation  e 
recent minutes revealed that, “most participants noted that, if inflation does 
not mo e down as t e  e e t  it would e a ro riate or t e ommittee to 
remo e oli  a ommodation at a aster a e t an t e  urrentl  anti i ate

i en t e im ortan e o  t e uture ed oli  to t e ond market  t e uestion 
is ow a aster a e  ould la  out  t seems er  likel  t at t e entral ank  
at the very least, will hike faster than the three hikes in 2022 implied in its “dot 

lot  ro e tions  

i en anot er re ord rint in in lation or anuar  at % on an annualised 
asis  it seems more likel  t at t e entral ank ma  a e to settle or u  to 

i e  asis oint ( ) ikes t is ear  li ting t e u er limit rom % to 
%  at said  t e ed will also onsider t e geo oliti al risk and inan ial 

onditions  n t e s ort term in lationar  ressures are unlikel  to im ro e  
and an  energ related disru tions will not el

R   

e rate market ri es in si  rate ikes or  w i  is re le ted in t e 
signi i ant rise o  t e ear ield rom % a k in e tem er  to o er 

%  n t e ast  ears (w i  a e seen se en rate iking les) t e 
2-year yield started to rise from its prevailing lows on average five months
a ead o  li t o  in t e le

is time  t e ear ield started to lim  t irteen mont s ago  illustrating 
t e e e tional degree o  market e itement  is li t o  eu oria  is 
also re le ted in t e le el o  t e ear ield  e iking le as not e en 
started  and t e di eren e etween t e ond ield and t e oli  rate is 

 is is t e iggest stee ness sin e  etween t e ear ield 
and t e a tual oli  rate during  or in ad an e o  a iking le  

N  N  N  N N

t irst glan e  t e ield ur e seems lat  ut t e eadline latness (di eren e 
ear and ear reasur  ields) o erlooks t e urrent ur e d nami s  

e latness an onl  e witnessed at t e long end  wit  t e di eren e 
etween t e ear and ear ields a mere  is means t at in estors 

o tain onl   ield more  dou ling t e tenor e ur e at t is oint is t e 
lattest seen sin e  

ile a stee ening at t e s ort end as regularl  een a om anied  
a flattening at the long end, the magnitude of the recent steepening and 
lattening is sur risingl  ig   istori al standards  

ut w at does t e e e tional stee ness and latness at t e res e ti e 
segments of the curve imply? The steepness at the short end suggests a high 

on i tion in t e market o  a stee  iking le  ile re ent sa e a en lows 
have led to lower yields at the longer end, the flatness at this point of the curve 
hints of confidence that the Fed can tame inflation in the medium to longer 
run  s t e market eing too om la ent  
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at does a at  ield ur e mean or ond in estors   
ile geo oliti al tensions are likel  to im a t glo al ond markets o er t e medium term  in t e long run it is rimaril  dri en   entral ank oli  

wit  t e market ri ing in a ast a e o  normalisation  s t e market getting too e ited
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 loser look at t e ear ield in om arison to ast iking le atterns ro ides more insig ts  e orward rate ur e 
oints to a  oli  rate o  % in two ears  time (e ui alent to eig t  ste s)  uring t e last si  les sin e 

 t e ed iked   (e ui alent to   mo es) in a two ear eriod  ig t  ikes a ears moderate  
om arison  owe er in most rior eriods o  rising rates  ields were su stantiall  ig er  uring t e last su  eriod t e 
ed iked eig t times  wit  se en o  t em o urring in a two ear time rame  

R N   R

ile eig t in reases are ar rom a normal  ased on re ious iking les  t e ear ield tends to o ers oot  
uring t e last si  les t e ield o ers ot t e eak in t e oli  rate  around  on a erage (see art)  is 

im lies t at o ten t e market ore ast at least t ree ikes more t an o urred  wit  t e e e tion eing t e era o  
stag lation in  and  

ile t e ed ma  still li t t e oli  rate a o e %  t e urrent ri ing o  ikes im lies t at t e market uts a ig er 
ro a ilit  on a s enario o  e essi e in lation ultimatel  or ing t e  entral ank to ad ust   

e a e written in our re ious u li ations t at t e ed as drasti all  anged its ourse  t re iousl  was willing 
to let t e e onom  run ot  looking t roug  a eriod o  ig er in lation  to rote t t e road re o er  in t e o  
market  owe er  t e narrati e as anged  o  late  to a more awkis  one  in attem ts to sto  in lation e oming 
entren ed  nd wit  t e latest in lation readings eing o er %  t e entral ank is running against time  s su  it 

seems lausi le t at t e ed is tr ing to ront load ikes as mu  t e geo oliti al un ertainties and market onditions 
allow   to kee  long run in lation e e tations an ored  

N N 

ile t e in lationar  allenges a ing ountries mig t e slig tl  di erent and are likel  to e im a ted  t e 
Russian kraine risis  t e o erar ing em asis o  entral anks seems to e to rote t t e e onom  and 

onsumers  rom entren ed  and ele ated in lation  

This leads to the crucial question concerning the longer end of the curve: how far can long end yields rise? Historically, 
t e long end tried to anti i ate t e terminal  or neutral  rate or t e ed (t e rate at w i  t e e onom  rea es trend 
growt  wit out in lation running awa  or a oiding de lationar  tenden ies)  

uessing t is neutral rate tends to e more o  an art t an a s ien e  and is o ten onl  dis o ered at t e oint o  no 
return  or instan e  t e realising t at it ad iked one too man  times  n  taking t e oli  rate to % ro ed too 
mu  or t e e onom  and inan ial markets  is time t e rate market im lies an e en lower terminal oint  leading to 
t e des ri ed latness in t e ur e  
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our es  loom erg  ar la s ri ate ank  e ruar  
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n a t  t e ear ro e ted ear orward rate is onl   ig er t an t e urrent s ot rate  w ile t e entire ear 
ro e ted ur e is in erted (t at is  w en s orter term ields are ig er t an longer ields)  somet ing t at usuall  onl  

o urs during t e later ase o  a iking le  learl  not at t e outset  is illustrates t e market e e tation t at 
% ould mark t e ti ing oint  

RM N  R  RM R M M

ording to arious studies  a su stantiall  ele ated ig er terminal rate would eit er re uire a mu  ig er trend or 
e uili rium growt  or t e e essi e stag lation seen in s  ot  s enarios seem less likel  in our iew

urt ermore  ig er le erage means t at t e e onom  is less likel  to wit stand rates su stantiall  e ond %  
n addition  t e market is redis o ering t e im ortan e o  olding longer onds during geo oliti al un ertainties  

owe er  t e aggressi e iking e e tations  om ined wit  de ressed ields (leading to earl  stage in ersion) at t e 
medium to longer end  lea es room or olatilit  

A reduction in monetary accommodation and increasing uncertainty over the long-term inflation path could lift the 
term remium out o  negati e territor  is  in turn  ma  s ark more olatilit  at t e long end  us ing ields at t at 

oint o  t e ur e  at least tem oraril  ig er  

 ositioning at t e medium oint o  t e ur e  in om ination wit  moderate redit e osure  seems more a ealing 
in t is en ironment  

Author: Michel Vernier, CFA, London UK, Head of Fixed Income Strategy
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inan ial markets a e een arti ularl  olatile t is ear  s in lation ontinues to sur rise  rea ing t e ig est 
annual le el sin e  in t e  leading entral anks are more o used on rate ikes t an on de ending t eir initial 
transitor  narrati e  

ne o  t e main uestions a ead o  monetar  tig tening is ow well will e uities er orm w en rates are rising  

istori all  e uities usuall  under er orm in t e irst ou le o  mont s ollowing t e initial rate ike  owe er  t e  
tend to uild u  resilien e during t e iking le and ultimatel  er orm relati el  well t erea ter (see e ruar s 
Market Perspectives)

M R  N R N  R  

n lation un ertaint  and t e risk o  o er aggressi e oli  tig tening are among t e main on erns on in estors  
minds  ou led wit  eig tened medi al and oliti al risks  t e  raise dou ts o er t e strengt  o  uture growt  

is is e oed in t e  e onomi  oli  un ertaint  ( ) inde  itting its ig est le el in e em er  (see 
art  )

en t oug  oli  un ertaint  as a ated somew at t is ear  it as remained ele ated largel  due to in lation dri en 
un ertaint  around  monetar  oli  and ma  lim  again on urrent geo oliti al e ents

sset ri ing t eor  suggests t at some o  t ese e e ts s ould alread  e ri ed in  due to market e i ien  
lt oug  t e   inde  is not a redi tor o  inan ial rises  its largest s ikes o urred in   and  

during e uit  sell o s  and a ted as ar ingers o  urt er downside risk

Page 12

e ond di ersi ation  tail risk edging
ersistent u ward in ationar  ressures  a nearing  rate iking le  as well as medi al and geo oliti al risks add to t e risk o  slower e onomi  

growt  or an e uit  market sell o  ta ing nim le  eing di ersi ed  and onsidering tail risk edging ma  e t e ke  or ort olio resilien e in oming 
mont s
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The macro picture and outlook for equities remain positive in our view, as economies prepare to shift from pandemic to 
endemi  as  omes under more ontrol  and glo al markets reintegrate  

at said  we a knowledge t at a risk o  regime ma  last or a w ile  e ore ma ro un ertaint  is resol ed and e uities 
re ound  s su  it ma  e time to onsider edging strategies t at an mitigate t e im a t o  otentiall  ad erse  
e treme market mo es  

n a t i al alan ed ort olio  e uities re resent t e ke  growt  dri er  e li side is t at t e  e ose in estors to ot  
olatilit  and otential losses  autious in estors seeking rote tion against e uit  drawdowns a e t ree ower ul 

tools at t eir dis osal  strategi  di ersi i ation  ta ti al di ersi i ation  and tail risk edging strategies

R N R  N  R N 

e irst line o  de en e or an  ort olio is di ersi i ation t roug  a stru tured and diligent in estment ro ess  
ra ting a well di ersi ied ort olio is a ke  tenet or in estment su ess and growing wealt  o er t e long term  

ur strategic asset allocation ( ) is t e edro k o  our in estment ro ess  and it re resents t e o timal long term 
ositioning in a range o  asset lasses  e  design is guided  our in estment iloso  w i  re ol es around 

the principles of long-term investing, wealth preservation, international multi-asset class diversification, and optimal 
risk return trade o

reading a ital a ross di erent asset lasses an el  in estors to na igating risks and kee  ort olio olatilit  
under ontrol  or e am le  de elo ed go ernment onds ma  earn sta le and se ure in ome  and t i all  ro ide 

rote tion w en e uities tank  Meanw ile  ommodities and ot er real assets usuall  o er a edge against rising 
in lation  

edge unds generate returns using d nami  trading strategies  le eraging e osures to e uities and i ed in ome  
o ten  t e means o  long s ort strategies and deri ati es  e  an sta ilise ort olio returns  and ro ide signi i ant 
di ersi i ation ene its on a erage  ast  ut not least  in estors a le to a e t some ort olio illi uidit  an ind return 
and di ersi i ation o ortunities in a range o  ri ate markets  
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e   inde  is a usiness news ased indi ator t at tra ks general state o  t e e onom  ( ig er le els 
orres ond to eriods o  ele ated ma roe onomi  un ertaint )

our es  loom erg  ar la s ri ate ank  e ruar  
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etting t e long term asset allo ation oli  rig t is im ortant or su ess ul in esting  o a ie e t at goal  t e  
s ould re le t t e aseline  most likel  a orward looking s enario w i  lends arious ma ro inan ial onditions o er 

usiness les  s su  t e  re resents an o timal ort olio mi  or a dis i lined long term in estor a a le o  
looking ast intermittent market olatilit  

li al market g rations and outs o  ele ated un ertaint  an result in ort olio losses   ta ti al asset allo ation 
( ) and se urit  sele tion ro ess is t ere ore riti al to generate al a and s elter ort olios in downward trending 
e uit  markets o er s orter ori ons (t ree  mont s)  

 de isions alter t e o timal long term asset allo ation mi  to etter align ort olios wit  medium term e onomi  
s enarios  uring eriods o  market stress  ta ti al s i ts are ne essar  to redu e e osure to risk  assets  or 
e am le  reallo ating to de ensi e and  low eta e uities  redit risk an e redu ed  mo ing e osure rom lower  
to ig er redit ualit  n a ross asset asis  in reasing allo ation to sa e a en assets  like go ernment onds  
gold  t e  dollar  and a anese en  usuall  ro ides ort olio rote tion  

t is im ortant to re ognise t at t ere is no uni ersal re i e or an o timal  s dis ussed re iousl  e uit  
drawdowns su stantiall  di er in nature  t is ne essar  to e lore  and understand  t e otential im a t o  arious 
ma ro inan ial a tors on e uit  sell o s  owe er  t is does not diminis  t e im ortan e o  t e  as t e se ond 
line o  de en e in a ort olio   

N  R N   R  

n ast a ed markets  e treme mo es an o ur ui kl  Moreo er  w en a risis its  large negati e um s in asset 
ri es tend to luster  resulting in e uit  market drawdowns o  %  uring su  meltdowns  olatilities and 
orrelations rise s ar l  and li uidit  dries u  t t at oint  man  in estors ma  look or rote tion e ond t e 

di ersi i ation ene its o ered  t e  and  

ail risk edges  su  as u ing ut o tions on t e underl ing ( or instan e  a sto k market inde  t at re resents a 
en mark or t e e uit  e osure in t e ort olio)  are er ei ed as a ol  grail during market orre tions and risis 
eriods  u  edges ro ide t e t ird line o  de en e in a ort olio  and t e ultimate rote tion o  wealt

e demand or tail risk edges o ten eaks w en t e market is selling o  w i  auses a s ar  in rease in t eir ri es  

ownside rote tion e omes ro i iti el  e ensi e re isel  w en in estors need it t e most  

is is understanda le as s stemati  edging wit  ut o tions  a strateg  w i  would ro ide a rote tion against 
t e tail risk at all times  is rat er e ensi e  or e am le  a ot eti al strateg  t at u s and rolls at e iration one
mont  at t e mone  ( M) uts on   would a e in urred an a erage ost o  a out % annuall  o er t e last 
two de ades ( ee art on age )

owe er  sa e a en assets an disa oint as well  anging ma roe onomi  onditions ma  im a t orrelations  
ossi l  diminis ing t eir rote ti e ower  Moreo er  sa e a en assets usuall  ro ide low in ome and re resent a 

drag on er orman e o er longer in estment ori ons  s su  t ere is a trade o  etween ort olio return and risk  

ail risk edges  su  as u ing ut o tions on t e 
underl ing  are er ei ed as a ol  grail during market 
corrections and crisis periods”
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e ke  to unlo king e e ti e tail risk edges is to redu e t e e osure to downside risk  ut also to limit t e edging 
osts  deall  a edging rogramme s ould generate more mone  w en a risk s enario realises t an t e  lose 

ot erwise  ere ore  t e est andidates or tail risk rote tion are assets and strategies t at rodu e on e  a o s  

ur uantitati e anal sis indi ates t at as   reasuries  and our rote ti e ut o erla  strateg  a e ro ided 
most onsistent rote tion during t e uarters w en t e   lummeted more t an %  old  ma ro edge 
unds  and t e  e ange rate a e also osted ositi e returns on a erage in t ese eriods  ut doing so more 

in re uentl  (see art on le t and side o  )  

ased on t ese results  it is tem ting to on lude t at t e rote ti e ut o erla  is t e est tail risk edge  owe er  t is 
would e t e wrong on lusion to rea  not least due to t e ollowing two reasons

irst  t e a erage annual er orman e o  t is strateg  sin e  (in luding all market regimes) is negati e  n a t  it as 
t e worst long term er ormer among t e se en strategies o ered   

e ond  i  we a andon t e idea o  a s stemati  im lementation o  t e rote ti e ut o erla  t en t e er orman e 
during e uit  down markets would e worse t an s own in t e art  u  er orman e during stressed eriods is 

ossi le onl  i  we a e a s stemati  edging rogramme  or i  t e timing o  t e ur ase is er e t (or ust e ore t e 
e uit  orre tion starts)   
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our es  loom erg  ar la s ri ate ank  e ruar  
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o understand etter t e im a t o  in estment ori on on t e er orman e o  t e ot eti al ut rote tion o erla  we 
al ulated t e strateg s distri ution o  returns  sin e  or olding eriods ranging rom one to ten ears (see art)

e a erage return is negati e  ranging rom % to %  worsening as t e olding eriod in reases  Moreo er e ond 
t e our ear in estment ori on  s stemati  u ing and rolling o  one mont  M   uts as ne er deli ered 

ositi e returns  e s ort end o  t e er orman e ur e  o ers some o e  owe er t e dis ersion o  returns is 
e tremel  ig
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e est  worst and a erage uarterl  er orman e o  se eral sa e a en assets and t e ut o tion o erla  strateg  
(one mont  M   uts) during eriods w en   lost more t an %  sin e  erage returns or 
t e ull sam le (i e  a ross all market regimes) are re orted in t e arent esis on t e a is
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 R  N   

ut o tions are designed to ro ide a dire t edge o  t e underl ing asset or strateg  n ra ti e  t e  an e ro i iti el  
e ensi e  es e iall  i  used s stemati all  owe er tail risk edging wit  o tions is an attra ti e a roa  w en 
im lemented as a targeted strateg   

dmittedl  our anal sis merel  s rat es t e sur a e o  an im ortant to i  or e am le  one ould stud  t e o timal 
sele tion o  mone ness  and maturit  or ut o tions  tion strategies  su  as ut s reads and ollars  all o tions on 

olatilit  indi es  and redit de ault swa s  are also good andidates or tail risk edging

e ke  takeawa  is t at in estors o ten a e a stee  risk return trade o  w en u ing rote tion against e uit  market 
di s  is ig lig ts t e im ortan e o  a well di ersi ied ort olio along a strategi  asset allo ation wit  some ta ti al s i ts 
in t e irst la e

Authors: Nikola Vasiljevic, Zurich, Switzerland, Head of Quantitative Strategy; Lukas Gehrig, Zurich, 
Switzerland, Quantitative Strategist                           
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Man  ountries and om anies a e made net ero 1 commitments to 
a knowledge t eir res onsi ilit  and intent to im ede urt er limate 

ange  redu ing t eir green ouse gas ( ) emissions  

n estors ma  e asking t emsel es w et er t e  s ould  or an  e making 
similar commitments to align their portfolios with the Paris Accords goal of a 
net ero ar on e onom   

s an indi idual or amil  i  ou want to su ort t e transition to a net ero 
economy, the most direct approach remains to invest in companies providing 

limate solutions  as e lained in to er s Market Perspectives

owe er  t ese entures will likel  a ount or a ra tion o  an  in estors  
e isting  or uture  ort olio  Not all om anies will dri e t e transition ia 
t eir rodu ts or ser i es  at said  all usinesses ontri ute to  and are 
a e ted  limate ange  and t e e orts to ada t or mitigate its e e ts  

o w at an in estors do  is arti le o uses on t e likel  ma orit  o  an 
in estors  ort olio  e laining w at a net ero ort olio is  and w  an 
in estor mig t de ide to align t eir ort olio in t is wa  

N R N N   N  R  R  

Like many aspects of this evolving field, there is no single agreed view of what 
onstitutes a net ero ort olio  r ow to arri e at one  

The Paris Aligned Investment Initiative starts to clarify what a “Paris Aligned” 
portfolio means, stating that “implementing an investment strategy that is 

onsistent wit  a ie ing t e goal o  glo al net ero emissions  2

To understand that more clearly, and the implications for investors, the 
de inition an e roken down into two arts

 

N  R   N M N

Having recognised the risks and opportunities around climate change and 
transition efforts, many have already started to account for climate change in 
t eir in estment de ision making  

 net ero ommitment as more s e i i  im li ations to e onsistent  
wit  t e glo al  emissions goal o  eing net ero   is adds 
a comparative element for your decision-making and performance 
measurement  

nderstanding t e at wa s to a ie e t is goal at t e le el o  ountries  
se tors  and om anies s ould el  to in orm t e de ision on ow to in est  

ose on or a ead o  t ese tra e tories ma  e more attra ti e ( rom a 
limate ers e ti e) t an t ose t at are not  s well  assessing t e net ero 

commitments against plans, and against the progress made to achieve them, 
or t ese entities  an el  in estors to udge limate readiness  and ideall  to 

a ie e t e net ero goal to limit glo al warming to C  

As a result of this framing, portfolio temperature alignment methodologies and 
tools are a aila le to assist in estors wit  assessing t eir ort olios against an 
im lied tem erature rise  

Again, while variations in calculation methodologies and underlying challenges 
around issues  su  as data ualit  e ist  t ese ro ide a er orman e  
measurement or in estors  e estimated tem erature o  ort olio 

oldings ena les a sim li ied metri  or in estors to understand t eir a ital s 
ontri ution to limate ange  or om are in estment strategies ased on a 

net ero raming  

Page 18

ow an ou re uild our ort olio to oin t e net ero ourne    
inding out ow in estors an ad ust t eir ort olios to make t eir own net ero ommitments  onsistent wit  onstru ting aris ligned  ort olios

1 Various definition exist on what constitutes “net zero” at a corporate or country level. Based on the Science-Based Targets initiative (SBTi), broadly the implications are to reduce GHG emissions to residual levels to achieve a 1.5 centigrade pathway, and then neutralising any residual 
emissions that can’t be avoided. 

2 Paris Aligned Investment Initiative, Net Zero Investment Framework, Oct 2021 https://www.parisalignedinvestment.org/media/2021/10/Net_Zero_Investment_Framework_final.pdf
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N  R    R  

e ond assessment  t e a o e de inition im lies t at net ero is a ro ess o  in esting  not on a res ri ed set o  
ort olio oldings   im lementing an in estment strateg  in estors a e le i ilit  on t e a roa  t e  take to 

a ie e net ero  

Most re uentl  t is means tilting ort olios eit er awa  rom ig  ar on intensit  se tors or om anies  or toward 
lower intensi e ones  lread  in estors an use t e ar on oot rints  or uanti i ation o   emissions  on an 
a solute or relati e asis  to in orm t ese de isions  m lementing a net ero ro ess re uires more a ti e monitoring 
and lear de ision guidelines against t e a kdro  o  t e glo al transition  as well as in reasing e e tations to redu e 
t ese emissions  

le i ilit  in a roa  also means t at our in estments ma  ar  onsidera l  o maintain a di ersi ied se tor 
allo ation or a ort olio  it s ossi le ar on intensi e se tors ma  remain as oldings  t t e most e treme end  ossil 
uel rodu ers ould e in luded i  t e  a e aris aligned net ero lans3  ile less likel  it does indi ate or in estors 

t e im ortan e o  understanding  or de ining  t e arameters and ro ess to e used  

 N R   N R  N  N  R  R  

rom a urel  in estment stand oint  aris aligned ort olios ma  el  in estors to a oid risks or to generate al a  

dditionall  in estors ma  a e ersonal  et i al iews a out limate ange  ikel  t ese will e around se tors or 
om anies t at generate t e greatest ro ortion o   emissions  n estors ma  not want to own or und an  o  

t ese om anies  gi en iews a out ast or otential limate damage linked to t ese organisations  en  di estment 
and or e luding t ese oldings is an a e ta le wa  to align t e ort olio to t eir ersonal iews  or t e moment  
we re o used on t e in estment ase  rat er t an et i al one  

Returning to t e inan ial aims  t e risk and reward o ortunities will e generated  t e relations i  o  ort olio 
oldings to t e im a t o  limate ange  and t e e orts to address  is is most learl  seen t roug  s enarios or 
ow s e i i  industries and ountries will need to o erate to align wit  a net ero e onom

s an illustration o  t is  t e nternational nerg  gen  as u lis ed arious s enarios or t e energ  e onom  and 
transition roadmaps . onsidering t e s enario o  Net ero missions   (N ) s ow ases ow net ero 
scenarios can provide insight to investors5 (see art)  

3While possible, this is an unlikely scenario, and notably for portfolios booked in Europe, requirements around the EU Green Taxonomy and Principle Adverse Impacts. However, even within this EU framework, 
debates about what classifies as “green”, most recently around the inclusion of gas and nuclear sectors, remain. 
4 IEA (2021), World Energy Outlook 2021, IE Paris https://www.iea.org/reports/world-energy-outlook-2021; 
5 Net Zero by 2050, IEA, May 2021 https://www.iea.org/reports/net-zero-by-2050
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en re iewing t is s enario  we an see  or e am le  t e N  suggesting t at t e annual installation o  new 
renewa le ele tri it  a a it  must tri le   to meet net ero goals  r t at   ossil uel demand will need 
to all  t ree uarters  to less t an % o  total energ  su l  ut also  urrent go ernment unding ommitments 
o   illion are insu i ient to meet t e  illion t oug t to e needed or lean energ  inno ation

l ing similar s ien e ased s enario anal sis like t ese  in estors an use net ero anal sis to limit ort olio 
risks and spot opportunities.

l ing similar s ien e ased s enario anal sis
in estors an use net ero anal sis to limit ort olio risks 
and spot opportunities”

MM N   R N N  R  RN  

limate ange is in reasingl  e oming a ke  in estment a tor or ort olio onstru tion  asset allo ation  and 
se urit  sele tion  ile t ere is no one si e its all  a roa  to net ero ort olios  t e o erall intent an e 
in or orated into an  in estor s ort olio  

riti all  de ar onising our in estments does not ange glo al emissions  w i  an e a om lis ed  unding 
limate solutions  owe er  it an still generate ene its or our ort olio  and ontri ute to in a wider mo ement to 
rote t our lanet

Authors: Damian Payiatakis, London UK, Head of Sustainable & Impact Investing
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is ear got o  to a um  start  wit  market olatilit  s iking in res onse to sur risingl  ig  in lation  and a 
otentiall  more awkis  monetar  oli  res onse  ere is ner ousness a out ow e onomies mig t are as 

interest rates rise  n estors were also it  a s ar  orre tion in man  te  sto ks  as in estors swit ed into alue 
sto ks rom growt  ones  and large mo es in res onse to earnings  

dding to t e risk o  sentiment are mounting geo oliti al risks  wit  t e ossi ilit  o  and now t e realisation o  
armed on li t etween Russia and kraine ausing large swings in indi es in re ent weeks  gainst t is a kdro  
t ere are also t e allenges o  t e orona irus andemi  w i  ontinues to linger (al eit wit  redu ed se erit )  

n times o  un ertaint  une e ted and dramati  e ents an lead to iolent market mo es  ometimes t e  are 
s ort li ed  and t e market will oun e s ortl  a ter  s su  markets re uentl  o errea t to news  at least initiall  
For investors, having an awareness of these reactions and triggers – which seem to run counter to the efficient market 

ot esis  an el  t em to na igate su  eriods etter  

M N N  N  N R  

ording to models o  rational de ision making  indi iduals make udgements on t e likeli ood o  e ents o urring 
ased on a onditional ro a ilit  rule  w i  is u dated gi en new or additional e iden e  

en onsidering ur asing an indi idual sto k  orming a iew on t e ro a ilit  o  making a gain  ased on ast 
er orman e  and ou re ei e news t at a e ts t at ro a ilit  our elie s s ould e u dated wit  t e res  

in ormation  a l ing an a ro riate weig t to it  

owe er  resear  in e erimental s olog  suggests t at most eo le o errea t to une e ted and dramati  
news e ents  n re ising t eir elie s  indi iduals tend to o erweig t re ent in ormation and underweig t rior data  

is iolates a asi  statisti al rin i le  t at e tremeness o  news s ould e moderated  onsiderations o  
ro a ilit  eo le ma  make in estment oi es ased on small amounts o  data  ignoring ase rate in ormation  

ne reason or t is is t e a aila ilit  euristi  a mental rule o  t um  t at leads us to assign more weig t to e ents 
t at are easier to re all  e im li ation or in estors is t at in res onse to une e ted and dramati  news e ents  
such as a geopolitical act of aggression, they may assign more weight to the event and its consequences versus 

istor  t an t e  s ould
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Beware of overreacting to sudden, sharp market moves    
Man  in estors a e a tenden  to o errea t to dramati  and une e ted e ents  like s ort term alls in nan ial markets  eing aware o  and 
understanding  ow ogniti e iases mig t a e t ou an el  lead to etter long term in estment de isions  
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 M R   M     N R

e t eor  o  e i ient markets suggests t at mis ri ings aused  indi idual in estor iases s ould e ar itraged awa  
owe er market sentiment is t e sum o  t e mood o  indi idual in estors  and t ere ore  an indi idual s o errea tion ma  

at times e seen in t e o erall market  at least in t e s ort term  

n a seminal stud  o  market e i ien  resear ers e amined t e uestion o  w et er t e market o errea ts  and ound 
t at t e em iri al e iden e ased on mont l  in estment returns data was onsistent wit  t e ot esis t at t e 
market does o errea t  e e e t was ound to e as mmetri   it was larger or negati e rea tions t an ositi e

ademi  literature o ines t at sto k ri e re ersals mig t e due to s ort term o errea tions to news  wa es o  
un usti ied o timism or essimism a out uture earnings  and ear and normati el  e essi e risk remia  to name a ew  

N M N  N M  R M

n im ortant as e t in t is dis ussion is sentiment  or t e attitude o  in estors toward a arti ular se urit  or market  

n t e same wa  as t e  e erien e t at e treme emotions an a e t ow we see t e world  so too an t at e said 
o  t e market  entiment o ten e omes e essi el  earis  or ullis  and an rom t knee erk res onses rom 
in estors  

on ersel  i  sentiment is er  earis  some ma  a  too mu  attention to negati e news  and not enoug  to 
ositi e e ents  ose t at take a u  t e di  a roa  to in esting  ma  see t is as an o ortunit  lternati el  

sentiment an e so earis  t at in estors ling to an  ositi e news  and e en o errea t to it

dditionall  as re ious u les and su se uent ras es a e s own  t ese e isodes an e sel ul illing  ig lig ting 
t e role o  e e tations in market d nami s  e ruar s Market Perspectives s owed t at  onsumer sentiment 
was at its lowest le el sin e t e start o  t e andemi  and its lowest in a de ade   mont  on  it ontinues to weaken  

re ious troug s in sentiment a e ollowed ma or geo oliti al s o ks  w i  is a ossi ilit  de ending on ow t e 
situation in kraine e ol es  

s we a e re iousl  dis ussed  sto ks do rise most o  t e time  and are more likel  to rise i  t ere as ust een a sell
o  making sta ing in ested a etter strateg  t an attem ting to time t e market  

RN N  R    N   R  

m lied olatilit  is a metri  ased on o tions markets and a tures t e market s iew o  ow olatile a se urit s ri e 
mig t e in t e uture  

arnings announ ements are e ents w i  attra t mu  interest as well as onsidera le new data on indi idual 
om anies  re uentl  im lied olatilit  s ikes e ore earnings announ ements and olla se a ter u li ations as t e 

unknown as e ome known (see art)  nterestingl  t e a ter t e a t realised olatilit  is t i all  lower  ig lig ting 
t at un ertaint  tends to e o er ri ed  market arti i ants
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IMPLIED VOLATILITY SPIKES AND SUBSEQUENT COLLAPSES AROUND EARNING ANNOUNCEMENTS

m lied olatilit  or a arti ular  e uit  wit  allouts or earnings releases relating to t at om an  in a eriod 
etween  and 

our es  loom erg  ar la s ri ate ank  e ruar  
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errea tion is not limited to one o  e ents  it is also a eature o  market momentum   stud  e amining t e 
di eren e etween im lied olatilit  and realised olatilit  o  a sto k ollowing s ar  ri e mo ements ound t at 
ollowing a all o  at least %  im lied olatilit  o  uts e eeded t e e ost realised olatilit  o  t e underl ing sto k 

 %  or a ri e dro  o  at least %  t e olatilit  di eren e was %

ne e lanation gi en or t e di eren e is t at ut o tions e ome o er ri ed ollowing e treme re ent ri e dro s  
due to t e demand generated  ani king in estors  ollowing ri e rises  all o tions e ame similarl  o er ri ed  

e rationale ere is t at in estors e ome o erl  e ited ollowing s ar  ri e rises and u  alls to take ad antage o  
anti i ated urt er rises

R  R N R N  R R N  

or long term in estors  it is im ortant to res ond to market e ents in a measured and ro ortionate wa  Rea ting to 
s ort term market news ma  de iate rom long term goals  and is a risk to e ognisant o   

elow are some uestions t at ma  e wort  onsidering w en a ed wit  unsettling news  

• While dramatic, is the news fundamentally significant to investors?

• Is the event likely to have a long-lasting impact on my portfolio?

oes market sentiment seem e essi el  ullis  or earis

• Am I placing the right weight on this event, versus historical data?

m  onsidering t e ossi le o ortunities as well as t e risks

 N R N RM 

ere is alwa s un ertaint  on t e ori on  is ma  lead to news w i  sur rises  ot  on t e u side and t e 
downside  u  e ents an lead to in estor and market o errea tion in t e s ort term  motions la  a sur risingl  
signi i ant role in in esting  u ess ul in esting re uires in estors to a e an a re iation or  and ontrol o er  
t eir eelings  

Author: Alexander Joshi, London UK, Behavioural Finance Specialist 

Page 23

Focus – Recession Equities i ed in ome uant n esting sustaina l e a ioural nan e Indian multi-asset portfolio allocation 

>>



Page 24

Markets seem to e e a ing to t e la ook we laid out in our Outlook 
2022. ndeed   ur e alls  in lation s ares  and t e a e at w i  
monetar  oli  is normalised are t e t ree ke  ulnera ilities and risks w i  
we ig lig ted or ndia s e onom  e ountr  as demonstrated strong 
resilien e to t e s read o  t e mi ron ariant  and we ontinue to elie e 
t at t is ear is likel  to e ara terised  slower growt  ig er in lation  
and ele ated olatilit

ile it is di i ult to redi t so alled la k swan e ents  su  as Russia s 
on li t wit  kraine  t e risks to t e ndian e onom  and markets  emanate 

more from any impact of high oil prices and from other imported inflation 
om onents  m orted items a e a % weig ting in ndia s onsumer 

in lation inde  ( )  a ording to ar la s e onomists  ut t e  ontri ute to 
almost al  o  t e eadline retail in lation num ers  

n t e ot er and  t e remaining % o  t e  asket ontinues to 
generate little additional u ward in lationar  ressure  e latest ore ast o  
a normal monsoon rom k met  an ndian weat er ore asting om an  

oints to a oura le guidan e on ood ri es in t e ountr

  N    R  

e e e t eadline in lation rints in man  leading e onomies to moderate 
in t e se ond al  o  t e ear  ut w et er t is would e ast enoug  to deter 

entral anks rom aggressi el  li ting interest rates and redu ing s stemi  
li uidit  is a moot oint  is ma  reate urt er ressure on e onomi  
growth in developed markets, although an imminent recession appears a 
remote ossi ilit  or now

n ndia  we elie e t at t e market is ri ing in too man  rate ikes  e 
Reser e ank o  ndia (R ) le t rates on old at its last oli  meeting  

seemingl  rein or ing its a ommodati e redentials  owe er  lo al ond 
in estors keenl  await some guidan e on ow t e R  as a anker to t e 
go ernment  lans to manage a ig  su l  o  go ernment onds due in t e 

oming is al ear  es e iall  wit  t e ond u ing rogramme   t roug  
en Market erations  eing ontradi tor  to redu ing li uidit

n e ruar s udget or t e is al ear  t e go ernment ontinued 
to rioritise sustaina le growt  wit  modest is al onsolidation to su ort 
t e e onom  e en ouraging re i al in t e e onom  or orate earnings  

usiness  and in estor sentiment indi ates t at t e demand led re o er  
le is likel  to widen  o ar  re ent growt  as een olarised around a ew 

se tors  ut t ere are signs t at t is is also roadening

N N 

e urrent olatilit  in t e ndian e uit  market is ro a l  more down to 
geopolitical tensions, rather than any, fundamental, growth concerns over 
medium to long term  n t e s ort term  t e ndian e uit  market is likel  to 
mo e in line wit  glo al ones  owe er  o er t e medium  to long term  lo al 
sto ks a ear to e in a etter osition  gi en t e ositi e earnings growt  

eing seen and t at is likel  to ersist

e so alled Ni t  earnings  t ose rom t e  largest ndian om anies 
 market a italisation  are ore ast to rise  om ounded a erage growt  

rate o  % etween is al ears  and  u  e e tations  and 
lenti ul li uidit  ro ide am le su ort  

e resilien e o  e uit  markets to negati e sur rises ma  e urt er aided 
 strong domesti  in lows  rogressi e go ernment oli ies  and im ro ing 

e onomi  indi ators  e elie e t at t e li al growt  returning to t e 
ndian e onom  as some legs to go  e go ernment s t rust to o er t e 

an ndian e uities s ine in eriods o  eig tened glo al un ertaint     
e ros e ts or ndian e uities seem to e im ro ing  aided  ealt ier ros e ts or t e manu a turing se tor  and a relati el  a ommodati e 

entral ank  e  a ear etter la ed to weat er t e anti i ated storms rom ele ated in ation and ig er rates t an man  ot er markets  
taggering in estments  a ro riate di ersi ation and a ti e management s ould el  to add to risk udgets t roug  satellite allo ations  
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rodu tion linked in enti e s eme ( ) to arious se tors as im ro ed 
on iden e among entre reneurs  el ing to under in growt  ros e ts  
dditional a a it  an e seen eing reated in most se tors too  el ing 
reate a manu a turing led re o er  in ndia

 R M N R N  R M R

anks wit  strong or orate loan ooks  non anking inan ial om anies  
domestic cyclicals, like utilities, commercial vehicle manufactures and some 
lenders to t em  along wit  real estate  look well ositioned to ene it rom 
a resurgen e in manu a turing  imilarl  attra ti e usinesses in t e a ital 
goods and engineering sector may also see premium valuations, irrespective 
o  w et er in lation sta s ele ated or not

Manufacturing related to the defence sector may present a long-term 
growth opportunity as more defence equipment is made locally rather than 

eing im orted  imilarl  t ere are o enings in t e green and sustaina ilit  
t emes in t e ountr

usinesses t at ene it rom t emes su  as ormalisation  inan ialisation  
and digitisation in t e e onom  ontinue to attra t in estor interest  imilarl  

usinesses ene iting rom inno ati e usiness models and glo al su l  
ains di ersi i ation ontinue to a eal

  R   R  N N  
M N  

The recent market corrections tempted us to raise our tactical stance on 
ndian e uities to an o erweig t rom a mont  ers e ti e  Near term 

risks ontinue  in terms o  geo oliti al risks  u oming state assem l  
ele tions  near term in lationar  ressures  and t e  entral ank s more 

awkis  stan e on interest rates  n turn  an  o  t ese risks ould rom t 

spikes in volatility,  potentially providing ample opportunities to use tactical 
udgets to to u  in estments

n lig t o  t e re ent ele ated olatilit  le els  se tor rotations  and ottom
up investment opportunities, we continue to prefer active management with 
a o us on ualit  and sustaina le usinesses wit  strong earnings growt  
momentum  

N N 

is ear is likel  to e o  two al es  wit  t e irst eing one o  sta le 
re eren e rates (like t e re o rate)  ut ig  le els o  olatilit  n t e se ond 

al  more larit  on t e monetar  and is al oli  ronts s ould emerge  
e R  mig t li t rates  and take a  ste s to normalise oli

ndian ond markets are e e ted to remain olatile t roug out t is ear  
eo oliti al e ents  ele ated ommodit  ri es (es e iall  rude oil) and t e 

 rates tra e tor  are likel  to add olatilit  to domesti  ond markets

Assuming that we see a normal monsoon season and that the inflation 
tra e tor  is managea le  we anti i ate t at t e eak ndian ear 
so ereign en mark rate will e around %  n  o ers oots to t is estimate 
ma  reate good entr  oints to add duration to ort olios

For now, we continue to favour our twofold strategy of conservative duration 
ositioning in li uid assets and roll down strateg  n t e re erred  to 

ear maturit  segment  we a our a ar ell strateg  kee ing t e a erage
ort olio maturit  to around t ree ears

R N

t a ort olio le el  in reasing e osure to sele t redit remains an o tion 
or dis erning in estors  ost normalisation o  rate oli  t e om etiti e 

en ironment wit in se tors ma  ange  so relati el  lower redit ond 
in estments need are ul anal sis  

e remain iased to se tors t at stand to ene it rom go ernment oli  
and udgetar  initiati es  su  as ower  inan ing or mi ro  small  and 
medium enter rises  rural ousing  and rural in rastru ture  at said  a 

ottom u  a roa  remains riti al w ile adding names  n t at onte t  
identifying rating upgrade candidates, or “rising stars”, remains a key 
o ortunit  in ndian markets  s su  a ti e management will remain ke . 

  N  R R  R  R

We see merit in allocating high yield and structured private credits at this 
stage o  t e e onomi  re o er  is stan e is su orted  redit s reads 
trading at historically tight levels and demand far outweighing supply in the 

u li  de t markets

it  t e latest set o  R  restri tions on anks and non anking inan ial 
companies, and enhanced guidelines on credit mutual funds, more 
o ortunities are a aila le in ri ate de t markets  es e iall  in t e mid
market and real estate a ked redit segments  it  risk a etite in
t is area o  t e market still muted  w ile traditional arti i ants a stain
o ortunities to uild ort olios wit  an attra ti e risk remium in 
look likel

ig  ield ri ate de t as traditionall  een less a e ted  rate iking 
les t an u li  onds  rudent sele tion  di ersi i ation  and monitoring 

remain ke  w en in esting in ri ate redits  s su  delegating t ese to 
active managers can help to navigate any new hidden stresses in markets,  
as t e entral ank redu es li uidit  and starts raising rates.

Author: Narayan Shroff, India, Director-Investments
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