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Foreword

Welcome to our latest edition of Market Perspectives which aims to provide much-needed 
onte t and arity  at a ti e when o ati ity and un ertainty wei hin  on in estors  inds.
he hint o  qui ker than e e ted US rate hikes to ounter e e ated in ation  and a 
attenin  yie d ur e  are raisin  on erns o  a entra  ank o i y error  or e en otentia  

re ession  a on  so e in estors. n this onth s re ort  we ook at ust how ike y a 
re ession i ht e  and what it ou d ean or equities  onds  and other asset asses.  

hi e an in erted ur e has histori a y een a re ia e indi ator o  re ession  our e erts 
wei h u  a wider ran e o  indi ators and o er their i  i ture  iew o  urrent onditions  as 
we  as equity and ond arket o ortunities. 

ithin equities  it see s rudent to ad ust our y i a  ti t and introdu e de ensi e se tors  
su h as hea th are  to di ersi y ort o ios. e are a so onsiderin  ossi e hed in  
strate ies. n i ed in o e  ositionin  in ediu duration onds  and oderate redit 
e osure  sti  ooks a ea in  or now.

eyond our usua  asset ass and inan ia  arket ana ysis  you  a so ind our atest 
sustaina i ity insi hts. 

s the risks o  o a  war in  or in estors and so iety e o e earer  the or er an 
do u h to i ht i ate han e y ui din  net ero ort o ios. ut this need is not ust an 
a truisti  o e. n or oratin  net ero ana ysis into in est ent er or an e ana ysis and 
asset ass se e tion  an a so he  to i it ort o io risk and identi y resh o ortunities. 

s a ways  we ho e you en oy the re ort and we thank you or entrustin  us with your 
in est ents. 

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

US onds  rid in  the aBeware of overreacting to sudden, sharp market move

>>



n res onse to the orona irus ande i  the eri an e ono y saw a swi t e ono i  re o ery ast year o owin  
the shar  ontra tion in . he arkets  iews o  the wor d  and its eha iour  ha e shi ted qui k y in the ast three 

onths to a id y e s enario. he ne t sta e (a ate y e) is usua y o owed y re ession. hi e it see s too ear y 
to worry a out a re ession ein  on the hori on  the re ent attenin  o  the US yie d ur e  o ten seen as an indi ator 
o  a downturn  raises questions.

 E E ESS  D

istori a y  the yie d ur e has een a re ia e eadin  indi ator o  an u o in  re ession. ndeed  the ast si  
eri an re essions started a ter the di erentia  etween the yie d on the year and the year (the so a ed 

) US o ern ent onds turned ne ati e. 

ith a  s read around  asis oints ( )  down ro   a year a o  on erns are e er in  in inan ia  
arkets. hi e we a ear so e way ro  an in ersion  arts o  the utures ur e ha e nonethe ess started to in ert. 

 the ur e ontinues to atten  as the di eren e etween short ter  and on ter  onds narrows  re ession a s 
wi  on y u ti y in our iew.

  E E  S  

hi e the US yie d ur e s tra k re ord as a eadin  indi ator o  a re ession is se ond to none  it is sti  i er e t. irst  the 
ti e etween when in ersion and a eriod o  three onse uti e onths o  ontra tion (or a re ession) e ins an ary 
su stantia y. n the ate s  the ur e irst in erted in De e er . he re ession that o owed started  onths 
ater. n the ate s  the ur e rie y in erted in  e ore stee enin  a ain and o a sin  in ear y . he dot
o  re ession o i ia y started in Mar h  so e three years a ter the irst in ersion. 

Most re ent y  the ur e in erted in u ust  and there was a ande i ed  ash  re ession etween e ruary and 
ri  . ere  thou h  the re ession was aused y an e o enous  hea th re ated sho k  and not a ty i a  end to the 

usiness y e. s su h  we wi  ne er know i  and when this wou d ha e ha ened without D .
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Are recession risks increasing? 
s the US entra  ank eyes the end o  its onetary ar esse  ond yie ds rise  and eo o iti a  tensions in rease  any in estors are ri ed y the 
ros e t o  another re ession. owe er  ti in  one is tri ky. Many o to indi ators or downturns ay e osin  their e e ti eness. owe er  we e ie e 

that in ation wi  ease in any de e o ed e ono ies in the se ond ha  o  the year  and the risk o  a re ession in the short ter  see s o er own.

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e Multi-asset portfolio allocation
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E UE E  E  S

ot on y is the sha e o  the US yie d ur e e o in  an i er e t ti in  si na  or a re ession  ut it is in reasin y 
in uen ed y a tors that an weaken its redi ti e ower. ter the a oonin  o  the US edera  eser e s ( ed) 

a an e sheet to  tri ion in its asset ur hase ro ra e  the entra  ank now owns around a i th o  the ountry s 
de t. s a resu t  yie ds a ross the ur e ha e een si ni i ant y distorted  and ay not u y re e t the true sha e o  
the US e ono y. 

he ower o  entra  anks to distort yie d ur es is a so e ident in Euro e.  study y the Euro ean entra  ank
showed that entra  ank asset ur hases ead to a attenin  o  the ur e  sin e the yie ds o  on er ter  onds tend 
to de ine y ore than those o  short ter  onds. 

S  US D U  MM E

s dis ussed ear ier  the yie d ur e is a use u  ut i er e t  too  to ud e when a re ession i ht strike. his is why 
in estors tend to onitor a wider ran e o  indi ators. one is er e t  ut  taken to ether  they an he  ui d a etter 

i ture o  where the US e ono y is headed. 

So e o  the ost o u ar re ession redi tors in ude  the yie d ur e  rea  interest rates  re ession ro a i ity ode s  
and o osites o  eadin  indi ators. he ta e shows that none o  these is a sour e o  on ern  at this sta e. his 
does not ean that a re ession in the short ter  is i ossi e. t si y eans that its ro a i ity is rather ow.

US YIELD CURVE INVERSIONS FORETOLD RECESSIONS IN THE PAST

US re essions as de ined y the ationa  ureau o  E ono i  esear h and di eren e etween the US year and 
year o ern ent ond yie ds
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Indicator Trigger Level as of 
28 Feb

Level six 
months prior

US yie d ur e s o e ( year to year reasuries  ( ) e ati e 40 110
ea  rates Positive . .
ew ork ed re ession ode o e . .
eadin  indi ators inde  e ati e . .

Sour es  oo er  ar ays ri ate ank  e ruary 

Sour es  oo er  ar ays ri ate ank  e ruary 
>>

http://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191125~b0ecc8e6f0.en.html
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 U  E S  S

hi e the risk o  a re ession is ow  o ared to si  onths a o  the risk has in reased. his is redo inant y dri en 
y the ed s o e to a radua  ti htenin  o  onetary o i y  ro  an u tra a o odati e stan e. s the US entra  
ank o es to in rease interest rates and shrink its a an e sheet  there is a on ern that the a e o  hikes is too qui k 

and the do esti  e ono y starts to ontra t. 

his is a s enario that is ainin  tra tion in arkets. n a t  the yie d ur e shows that in  the ed ay e or ed to 
ut interest rates a ain. hi e this ou d ha en without a re ession (a so t andin )  the arket is in reasin y ri in  

in a o i y istake. 

S  E SUS E ESS

e e e t the ears  narrati e to radua y e o e in one o  two ways as we o into the su er. n one hand  
sta ation ears  si i ar to the one e erien ed in the se ond ha  o  ast year ou d re e er e. his s enario is ost 
ike y to o ur i  in ation stays hi h (we think ri e in reases wi  e e e ated unti  the se ond ha  o  the year)  rowth 

s ows ro  e e ated e e s  and the ed a ears too rudent. 

Su h a s enario wou d e a de ent a kdro  or risk assets  es e ia y i  in ationary ressures oderate. n the other 
hand  ta k o  re ession ou d do inate e eryday dis ussions i  the ed is or ed to a ressi e y o at in ation. hen  
the ur e wou d ike y in ert as ore hikes are ri ed in on the short end o  the ur e. his wou d e a u h ore 

ha en in  en iron ent or in estors. 

S   E E ED U E

know ed in  the un ertainty reated y the on i t in Ukraine  we e ie e aintainin  o osure is key to in estors  
on ter  su ess. s su h  we stay in ested and ontinue to re er equities to onds. et  there are ha en es ahead  

and o ati ity wi  ike y re ain e e ated or the oreseea e uture. his year s in reases in ond yie ds su est that we 
are a roa hin  e e s where it ay soon e worth o kin  in rates a ain.

n equities  the a ue y i a  ti t we su orted oin  into this year has ayed out we  ut the o ortunity is radua y 
shrinkin  and eo o iti a  tensions ay add to the on usion. Short ter  in estors ay need to e e en ore 
se e ti e  whi e on er ter  ones ay want to start ookin  at qua ity and rowth sto ks a ain.

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

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e Multi-asset portfolio allocation
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o owin  the re ent de e o ents in Ukraine  the in rease in arket 
o ati ity and shar  attenin  o  the US yie d ur e  we re ain onstru ti e 

on equities and maintain our tactical preference for cyclicals, value and non-
US equities. owe er  in iew o  the re ent worsenin  o  rowth e e tations 
re ati e to in ation e e tations  we e ie e that in estors shou d stri e to 
i ro e di ersi i ation and ado t a ore a an ed a roa h in ort o ios. 

n this arti e  we dis uss our iews on the re ent re ri in  o  the rowth
inflation n dynamics and their implications for equities and risk assets in 

enera . e a so hi h i ht ore de ensi e areas o  the arket  whi h see  
attractively valued, and could represent diversification opportunities for 
in estors in the urrent en iron ent.

E US E D U E S UED  E    
E D  E 

n e ruary  equity and ond o ati ity ontinued to trend hi her re e tin  the 
rise in eo o iti a  tensions and in reasin  on erns o  a o i y error y the US 

edera  eser e ( ed). 

he US yie d ur e has ontinued to atten a ressi e y. etween id anuary 
and id e ruary  the ur e has attened y  asis oints ( )  or a .  
standard de iation o e  ased on o ser ations o er the ast i e years. 

This sharp flattening of the yield curve suggests that markets are repricing 
rowth risks. ith ed und utures now dis ountin  ore than si   hikes 

in the ne t  onths  there has een in reasin  on erns that e essi e 
o i y ti htenin  y the ed ou d derai  the e ono i  re o ery  with ne ati e 

i i ations or risk assets.

E M E  M  E E  E E  US E ES 

he ath o  o i y nor a isation dis ounted y the arket a ears o er y 
a ressi e. ndeed  we re ain o  the iew that in ation shou d oderate in the 
second half of the year, as consumer spending shifts from goods to services, 
and su y hain disru tions a ate. e note that the US arket is e en ri in  
an  han e o  a rate ut a ter the ne t two years.

he out ook or entra  ank o i y ay a so e ouded y eo o iti a  risks  
whi h in reased si ni i ant y in e ruary as ussia atta ked Ukraine. y i a y  
the volatility associated with such events is short-lived, and equities recover 
qui k y. et  whether su h risks threaten rowth or oost in ationary ressures  
via higher energy prices, any geopolitical conflict is another reason for central 

anks to tread are u y. 

E U ES M  E M E  E  E D U ES 
E  U  E  E  

e ruary s Market Perspectives noted that equities tend to perform well during 
rate hikin  y es  a ter an initia  i d short i ed u a k in the irst ou e o  

onths o owin  the irst hike. e now e ore how equities usua y er or  in 
eriods o  attenin  yie d ur es.

Startin  with ur e in ersion  a re ent ana ysis y our in est ent ank s 
Euro ean Strate y tea  showed that in the ast ei ht US rate y es  equity 

arkets eaked  on a era e  ten onths a ter the yie d ur e in erted (within 
a window o  two to  onths)  ut ne er e ore. 

We also looked at how equities generally performed in the months following 
a attenin  yie d ur e to e e s e ow  in the US  Euro e  and o a y  
usin  data oin  a k to  (see ta e  ). ith the US year ersus 

year yie d s read a ready e ow  we on entrated our ana ysis on three 

an equities out er or  as the yie d ur e attens
he situation in Ukraine is han in  ra id y. t is ike y to do inate nan ia  arkets in the short ter . nother on ern or equity in estors is the 
attenin  in the US yie d ur e  whi h has s arked worries o  an e ono i  downturn  or e en a re ession. So ust how shou d equity in estors osition 

portfolios at such times?

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e Multi-asset portfolio allocation
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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 inin  to ran es o  (i)  to  (ii)  
to  and (iii) in erted. hose three s enarios re resent   and 

 o  week y o ser ations o er the eriod  res e ti e y.

hen the yie d ur e attens to ess than  history su ests that 
equities normally generate superior returns, as long as the curve does not 
in ert. his is true or equity er or an e in a so ute ter s and re ati e to 

onds in the US  Euro e  and o a y. t akes sense ro  a unda enta  
standpoint as, at this stage of the cycle, the Fed is usually trying to cool an 
e ono y whi h is rowin  a o e otentia  with a stron  a our arket.

However, relative performance within the equity market is less clear-cut 
e ow  and aries y re ion. n a  re ions onsidered  y i a s tend 

to outperform defensives modestly in the year following a curve spread of 
 to . e ow that e e  er or an e is ess di erentiated  with 

the e e tion o  the US arket  where y i a s tend to under er or  
de ensi es arked y in the onths o owin  in ersion. 

M S  E U   

Based on how equities have tended to perform in periods of flattening, 
and our e ie  that a re ession is not i inent  we re ain onstru ti e on 
equities and risk assets. owe er in iew o  the re ent rowth rate s are  it 
appears prudent to increase portfolio diversification, and add more defensive 
e osure. n order to identi y those o ortunities  we ooked or ossi e 
dis o ations in the arket  o owin  the si ni i ant in rease in year yie ds. 

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

Su sequent annua ised er or an e o  equity arkets ased on arious e e s o  the US yie d ur e s o e ( year inus year yie d s read)  o owin  a 
attenin . Data sin e 

Sour es  e initi  Datastrea  ar ays ri ate ank esear h  e ruary 

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

.   .  .  .  .  .  .  .  .  .  .  .  .  .

.   .  .  .  .  .  .  .  .  .  . .  .  .  
 .  .  .  .  .  . .  .  .  . .  .  .  

Un 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

.   .  .  . .  .  .  .  .  .  .  .  .  .

.   .  .  .  .  .  . .  .  .  . .  .  .  
 .  . .  .  .  . .  .  . . .  .  .  

Un 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

.   .  .  . . . .  . . . .  . . .

.   .  .  . . . . . . . . .  . .  
 .  . . . . . . . . . .  .  .  

Un onstrained . . . . . . . . . . . .

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e Multi-asset portfolio allocation

a e notes

   y i a  and de ensi e indi es entioned in this note re er to ar ays ri ate ank s arket a  wei hted indi es  deno inated in USD. 
  y i a s in ude inan ia s  onsu er dis retionary  industria s  ener y  asi  ateria s  te hno o y hardware. 
  De ensi es in ude hea th are  onsu er sta es  te e o s  uti ities  rea  estate  so tware and o uter ser i es.

 stands or o ound annua  rowth rate. >>
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  E U ES E D  E M E  U D  ES 

s dis ussed re ious y  y i a  and ty i a y a ue oriented se tors  su h as inan ia s  ener y  industria s  and asi  
ateria s  tend to ene it ro  hi her yie ds and in ation. onsistent with the in rease in US year yie ds  this 

ositionin  has worked we  so ar this year.

he MS  or d a ue inde  had out er or ed rowth y  in  as o   e ruary  and de e o ed arket 
y i a s out er or in  de ensi es y  ed y ener y on the ositi e side (u  )  and in or ation te hno o y and 
o uni ation ser i es on the ne ati e side (down  and  res e ti e y). 

he re ationshi  has een stron y orre ated in the ast  and the re ent o es are onsistent with histori a  atterns 
(see hart). 

owe er  within y i a s  so e se tors a ear to ha e o ershot  o ared to their histori a  re ationshi  ( eta ) with 
yie ds  whi e others ha e a ed (nota y industria s). 

he ener y se tor in arti u ar see s to ha e run ahead o  its unda enta s. hi e the se tor shou d ontinue to e 
su orted y hi her ener y ri es (u  to a ertain oint)  in ation  and eo o iti a  risks  we e ie e it o ers ess a ue 
than industria s at this oint in ti e. Shou d e ents in Ukraine roaden si ni i ant y  or e o e ore entren hed  the 
ener y se tor wou d not e i une ro  a road ased arket se o . 

or in estors ookin  to in rease their e osure to ore de ensi e arts o  the arket  the hea th are se tor a ears 
attra ti e. ndeed  un ike onsu er sta es and uti ities  whi h ha e er or ed etter than e e ted i en their in erse 
re ationshi  with yie ds  the er or an e o  hea th are has een onsistent with the o e in yie ds. 

ithin sty es  s a  a s ontinue to stand out  oth ta ti a y and stru tura y. ndeed  s a er o anies ha e a ed 
their ar er eers  des ite the rise in yie ds  whi h is unusua . n the other hand  a ue s out er or an e ersus rowth 
a ears s i ht y o erdone  su estin  that so e onso idation ay e on the hori on.

Author: Dorothée Deck, London UK, Cross Asset Strategist
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ased on si onth er enta e han es in the re ati e tota  returns o  o a  y i a s ersus de ensi es  a ainst the 
a so ute si onth han e in US year reasury yie ds

Sour es  e initi  Datastrea  ar ays ri ate ank  e ruary 
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S  ES

he a ro ha en es a in  ountries i ht e aria e  and ou d e 
a e ted y the ussian Ukrainian risis. ut  the o erar hin  e hasis see s 
to e on rote tin  the e ono y  and onsu ers  ro  entren hed  and 
e e ated in ation. n eri a  the US edera  eser e ( ed) ad itted that it 
has to e ore ni e  in the entra  ank s i ht a ainst hi her in ation. he 
recent minutes revealed that, “most participants noted that, if inflation does 
not o e down as they e e t  it wou d e a ro riate or the o ittee to 
re o e o i y a o odation at a aster a e than they urrent y anti i ate .

i en the i ortan e o  the uture ed o i y to the ond arket  the question 
is how a aster a e  ou d ay out  t see s ery ike y that the entra  ank  
at the very least, will hike faster than the three hikes in 2022 implied in its “dot 

ot  ro e tions. 

i en another re ord rint in in ation or anuary  at .  on an annua ised 
asis  it see s ore ike y that the entra  ank ay ha e to sett e or u  to 

i e  asis oint ( ) hikes this year  i tin  the u er i it ro  .  to 
. . hat said  the ed wi  a so onsider the eo o iti a  risk and inan ia  
onditions. n the short ter  in ationary ressures are un ike y to i ro e  

and any ener y re ated disru tions wi  not he .

E  E D E  E D

he rate arket ri es in si  rate hikes or  whi h is re e ted in the 
si ni i ant rise o  the year yie d ro  .  a k in Se te er  to o er 

. . n the ast  years (whi h ha e seen se en rate hikin  y es) the 
2-year yield started to rise from its prevailing lows on average five months 
ahead o  i t o  in the y e. 

his ti e  the year yie d started to i  thirteen onths a o  i ustratin  
the e e tiona  de ree o  arket e ite ent. his i t o  eu horia  is 
a so re e ted in the e e  o  the year yie d. he hikin  y e has not e en 
started  and the di eren e etween the ond yie d and the o i y rate is 

. his is the i est stee ness sin e  etween the year yie d 
and the a tua  o i y rate durin  or in ad an e o  a hikin  y e. 

S EE ESS D ESS  E

t irst an e  the yie d ur e see s at. ut the head ine atness (di eren e 
year and year reasury yie ds) o er ooks the urrent ur e dyna i s. 

he atness an on y e witnessed at the on  end  with the di eren e 
etween the year and year yie ds a ere . his eans that in estors 

o tain on y  yie d ore y dou in  the tenor. he ur e at this oint is the 
attest seen sin e . 

hi e a stee enin  at the short end has re u ar y een a o anied y 
a flattening at the long end, the magnitude of the recent steepening and 

attenin  is sur risin y hi h  y histori a  standards. 

ut what does the e e tiona  stee ness and atness at the res e ti e 
segments of the curve imply? The steepness at the short end suggests a high 

on i tion in the arket o  a stee  hikin  y e. hi e re ent sa e ha en ows 
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 the arket ein  too o a ent  

Page 9

hat does a at US yie d ur e ean or ond in estors   
hi e eo o iti a  tensions are ike y to i a t o a  ond arkets o er the ediu  ter  in the on  run it is ri ari y dri en y  entra  ank o i y  

with the arket ri in  in a ast a e o  nor a isation. s the arket ettin  too e ited
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S  SU ES S  E  ED ES U D  E E EME 

 oser ook at the year yie d in o arison to ast hikin  y e atterns ro ides ore insi hts. he orward rate ur e 
oints to a US o i y rate o  .  in two years  ti e (equi a ent to ei ht  ste s). Durin  the ast si  y es sin e 

 the ed hiked y  (equi a ent to   o es) in a two year eriod. Ei ht  hikes a ears oderate y 
o arison. owe er in ost rior eriods o  risin  rates  yie ds were su stantia y hi her. Durin  the ast su h eriod the 
ed hiked ei ht ti es  with se en o  the  o urrin  in a two year ti e ra e. 

E S  E E

hi e ei ht in reases are ar ro  a nor a  ased on re ious hikin  y es  the year yie d tends to o ershoot. 
Durin  the ast si  y es the yie d o ershot the eak in the o i y rate y around  on a era e (see hart). his 
i ies that o ten the arket ore ast at east three hikes ore than o urred  with the e e tion ein  the era o  
sta ation in  and . 

hi e the ed ay sti  i t the o i y rate a o e  the urrent ri in  o  hikes i ies that the arket uts a hi her 
ro a i ity on a s enario o  e essi e in ation u ti ate y or in  the US entra  ank to ad ust.  

e ha e written in our re ious u i ations that the ed has drasti a y han ed its ourse. t re ious y was wi in  
to et the e ono y run hot  ookin  throu h a eriod o  hi her in ation  to rote t the road re o ery in the o  

arket. owe er  the narrati e has han ed  o  ate  to a ore hawkish one  in atte ts to sto  in ation e o in  
entren hed . nd with the atest in ation readin s ein  o er  the entra  ank is runnin  a ainst ti e. s su h  it 

see s ausi e that the ed is tryin  to ront oad hikes as u h the eo o iti a  un ertainties and arket onditions 
a ow   to kee  on run in ation e e tations an hored. 

 U E E

hi e the in ationary ha en es a in  ountries i ht e s i ht y di erent and are ike y to e i a ted y the 
ussian Ukraine risis  the o erar hin  e hasis o  entra  anks see s to e to rote t the e ono y  and 
onsu ers  ro  entren hed  and e e ated in ation. 

This leads to the crucial question concerning the longer end of the curve: how far can long end yields rise? Historically, 
the on  end tried to anti i ate the ter ina  or neutra  rate or the ed (the rate at whi h the e ono y rea hes trend 

rowth without in ation runnin  away or a oidin  de ationary tenden ies). 

uessin  this neutra  rate tends to e ore o  an art than a s ien e  and is o ten on y dis o ered at the oint o  no 
return  or instan e  the rea isin  that it had hiked one too any ti es. n  takin  the o i y rate to .  ro ed too 

u h or the e ono y  and inan ia  arkets. his ti e the rate arket i ies an e en ower ter ina  oint  eadin  to 
the des ri ed atness in the ur e. 
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o arison o  the ed s eak o i y rate  year reasury eak yie d  and year reasury eak yie d in ast si  US 
rate-hiking cycles 

Sour es  oo er  ar ays ri ate ank  e ruary 
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U E S S E S

n a t  the year ro e ted year orward rate is on y  hi her than the urrent s ot rate  whi e the entire year 
ro e ted ur e is in erted (that is  when shorter ter  yie ds are hi her than on er yie ds)  so ethin  that usua y on y 

o urs durin  the ater hase o  a hikin  y e  ear y not at the outset. his i ustrates the arket e e tation that 
.  ou d ark the ti in  oint. 

E M  E  E M EM UM

ordin  to arious studies  a su stantia y e e ated hi her ter ina  rate wou d either require a u h hi her trend or 
equi i riu  rowth  or the e essi e sta ation seen in s. oth s enarios see  ess ike y in our iew.

urther ore  hi her e era e eans that the e ono y is ess ike y to withstand rates su stantia y eyond . . 
n addition  the arket is redis o erin  the i ortan e o  ho din  on er onds durin  eo o iti a  un ertainties. 

owe er  the a ressi e hikin  e e tations  o ined with de ressed yie ds ( eadin  to ear y sta e in ersion) at the 
ediu  to on er end  ea es roo  or o ati ity. 

A reduction in monetary accommodation and increasing uncertainty over the long-term inflation path could lift the 
ter  re iu  out o  ne ati e territory. his  in turn  ay s ark ore o ati ity at the on  end  ushin  yie ds at that 

oint o  the ur e  at east te orari y  hi her. 

 ositionin  at the ediu  oint o  the ur e  in o ination with oderate redit e osure  see s ore a ea in  
in this en iron ent. 

Author: Michel Vernier, CFA, London UK, Head of Fixed Income Strategy

. 
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inan ia  arkets ha e een arti u ar y o ati e this year. s in ation ontinues to sur rise  rea hin  the hi hest 
annua  e e  sin e  in the US  eadin  entra  anks are ore o used on rate hikes than on de endin  their initia  
transitory  narrati e. 

ne o  the ain questions ahead o  onetary ti htenin  is how we  wi  equities er or  when rates are risin  

istori a y  equities usua y under er or  in the irst ou e o  onths o owin  the initia  rate hike. owe er  they 
tend to ui d u  resi ien e durin  the hikin  y e and u ti ate y er or  re ati e y we  therea ter (see e ruary s 
Market Perspectives).

M  U E  ES U

n ation un ertainty and the risk o  o er a ressi e o i y ti htenin  are a on  the ain on erns on in estors  
inds. ou ed with hei htened edi a  and o iti a  risks  they raise dou ts o er the stren th o  uture rowth. 

his is e hoed in the US e ono i  o i y un ertainty (E U) inde  hittin  its hi hest e e  in De e er  (see 
hart  ).

E en thou h o i y un ertainty has a ated so ewhat this year  it has re ained e e ated ar e y due to in ation dri en 
un ertainty around US onetary o i y  and ay i  a ain on urrent eo o iti a  e ents.

sset ri in  theory su ests that so e o  these e e ts shou d a ready e ri ed in  due to arket e i ien y. 
thou h the US E U inde  is not a redi tor o  inan ia  rises  its ar est s ikes o urred in   and  

durin  equity se o s  and a ted as har in ers o  urther downside risk.

Page 12

eyond di ersi ation  tai risk hed in
ersistent u ward in ationary ressures  a nearin  US rate hikin  y e  as we  as edi a  and eo o iti a  risks add to the risk o  s ower e ono i  
rowth or an equity arket se o . Stayin  ni e  ein  di ersi ed  and onsiderin  tai risk hed in  ay e the key or ort o io resi ien e in o in  
onths.
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E E ED U E  S  UDE E 

The macro picture and outlook for equities remain positive in our view, as economies prepare to shift from pandemic to 
ende i  as D  o es under ore ontro  and o a  arkets reinte rate. 

hat said  we a know ed e that a risk o  re i e ay ast or a whi e  e ore a ro un ertainty is reso ed and equities 
re ound. s su h  it ay e ti e to onsider hed in  strate ies that an iti ate the i a t o  otentia y ad erse  
e tre e arket o es. 

n a ty i a  a an ed ort o io  equities re resent the key rowth dri er. he i side is that they e ose in estors to oth 
o ati ity and otentia  osses. autious in estors seekin  rote tion a ainst equity drawdowns ha e three ower u  

too s at their dis osa   strate i  di ersi i ation  ta ti a  di ersi i ation  and tai risk hed in  strate ies.

D E S   E  U  

he irst ine o  de en e or any ort o io is di ersi i ation throu h a stru tured and di i ent in est ent ro ess. 
ra tin  a we di ersi ied ort o io is a key tenet or in est ent su ess and rowin  wea th o er the on  ter . 

ur strategic asset allocation (S ) is the edro k o  our in est ent ro ess  and it re resents the o ti a  on ter  
ositionin  in a ran e o  asset asses. he S  desi n is uided y our in est ent hi oso hy  whi h re o es around 

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

S readin  a ita  a ross di erent asset asses an he  in estors to na i atin  risks and kee  ort o io o ati ity 
under ontro . or e a e  de e o ed o ern ent onds ay earn sta e and se ure in o e  and ty i a y ro ide 

rote tion when equities tank. Meanwhi e  o odities and other rea  assets usua y o er a hed e a ainst risin  
in ation. 

ed e unds enerate returns usin  dyna i  tradin  strate ies y e era in  e osures to equities and i ed in o e  
o ten y the eans o  on short strate ies and deri ati es. hey an sta i ise ort o io returns  and ro ide si ni i ant 
di ersi i ation ene its on a era e. ast  ut not east  in estors a e to a e t so e ort o io i iquidity  an ind return 
and di ersi i ation o ortunities in a ran e o  ri ate arkets. 
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he US E U inde  is a usiness news ased indi ator that tra ks enera  state o  the e ono y (hi her e e s 
orres ond to eriods o  e e ated a roe ono i  un ertainty)

Sour es  oo er  ar ays ri ate ank  e ruary 
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E U   S S

ettin  the on ter  asset a o ation o i y ri ht is i ortant or su ess u  in estin . o a hie e that oa  the S  
shou d re e t the ase ine  ost ike y a orward ookin  s enario whi h ends arious a ro inan ia  onditions o er 

usiness y es. s su h  the S  re resents an o ti a  ort o io i  or a dis i ined on ter  in estor a a e o  
ookin  ast inter ittent arket o ati ity. 

y i a  arket yrations and outs o  e e ated un ertainty an resu t in ort o io osses.  ta ti a  asset a o ation 
( ) and se urity se e tion ro ess is there ore riti a  to enerate a ha and she ter ort o ios in downward trendin  
equity arkets o er shorter hori ons (three  onths). 

 de isions a ter the o ti a  on ter  asset a o ation i  to etter a i n ort o ios with ediu ter  e ono i  
s enarios. Durin  eriods o  arket stress  ta ti a  shi ts are ne essary to redu e e osure to risky assets. or 
e a e  rea o atin  to de ensi e and  ow eta equities. redit risk an e redu ed y o in  e osure ro  ower  
to hi her redit qua ity. n a ross asset asis  in reasin  a o ation to sa e ha en assets  ike o ern ent onds  

o d  the US do ar  and a anese yen  usua y ro ides ort o io rote tion. 

t is i ortant to re o nise that there is no uni ersa  re i e or an o ti a  . s dis ussed re ious y  equity 
drawdowns su stantia y di er in nature. t is ne essary to e ore  and understand  the otentia  i a t o  arious 

a ro inan ia  a tors on equity se o s. owe er  this does not di inish the i ortan e o  the  as the se ond 
ine o  de en e in a ort o io.  

E   S   U S 

n ast a ed arkets  e tre e o es an o ur qui k y. Moreo er  when a risis hits  ar e ne ati e u s in asset 
ri es tend to uster  resu tin  in equity arket drawdowns o  . Durin  su h e tdowns  o ati ities and 
orre ations rise shar y  and iquidity dries u . t that oint  any in estors ay ook or rote tion eyond the 

di ersi i ation ene its o ered y the S  and . 

ai  risk hed es  su h as uyin  ut o tions on the under yin  ( or instan e  a sto k arket inde  that re resents a 
en h ark or the equity e osure in the ort o io)  are er ei ed as a ho y rai  durin  arket orre tions and risis 
eriods. Su h hed es ro ide the third ine o  de en e in a ort o io  and the u ti ate rote tion o  wea th.

he de and or tai  risk hed es o ten eaks when the arket is se in  o  whi h auses a shar  in rease in their ri es. 

Downside rote tion e o es rohi iti e y e ensi e re ise y when in estors need it the ost. 

his is understanda e as syste ati  hed in  with ut o tions  a strate y whi h wou d ro ide a rote tion a ainst 
the tai  risk at a  ti es  is rather e ensi e. or e a e  a hy otheti a  strate y that uys and ro s at e iration one

onth at the oney ( M) uts on S   wou d ha e in urred an a era e ost o  a out .  annua y o er the ast 
two de ades (See hart on a e ).

owe er  sa e ha en assets an disa oint as we . han in  a roe ono i  onditions ay i a t orre ations  
ossi y di inishin  their rote ti e ower. Moreo er  sa e ha en assets usua y ro ide ow in o e and re resent a 

dra  on er or an e o er on er in est ent hori ons. s su h  there is a trade o  etween ort o io return and risk. 

ai  risk hed es  su h as uyin  ut o tions on the 
under yin ...  are er ei ed as a ho y rai  durin  arket 
corrections and crisis periods”
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S  U  E  

he key to un o kin  e e ti e tai  risk hed es is to redu e the e osure to downside risk  ut a so to i it the hed in  
osts. dea y  a hed in  ro ra e shou d enerate ore oney when a risk s enario rea ises than they ose 

otherwise. here ore  the est andidates or tai  risk rote tion are assets and strate ies that rodu e on e  ay o s. 

ur quantitati e ana ysis indi ates that ash  US reasuries  and our rote ti e ut o er ay strate y ha e ro ided 
ost onsistent rote tion durin  the quarters when the S   u eted ore than . o d  a ro hed e 

unds  and the UD e han e rate ha e a so osted ositi e returns on a era e in these eriods  ut doin  so ore 
in requent y (see hart on e t hand side o  ). 

ased on these resu ts  it is te tin  to on ude that the rote ti e ut o er ay is the est tai  risk hed e. owe er  this 
wou d e the wron  on usion to rea h  not east due to the o owin  two reasons.

irst  the a era e annua  er or an e o  this strate y sin e  (in udin  a  arket re i es) is ne ati e. n a t  it has 
the worst on ter  er or er a on  the se en strate ies o ered.  

Se ond  i  we a andon the idea o  a syste ati  i e entation o  the rote ti e ut o er ay  then the er or an e 
durin  equity down arkets wou d e worse than shown in the hart. Su h er or an e durin  stressed eriods is 

ossi e on y i  we ha e a syste ati  hed in  ro ra e  or i  the ti in  o  the ur hase is er e t (or ust e ore the 
equity orre tion starts).  
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he u u ati e and ro in  annua  er or an e o  uyin  one onth at the oney ( M) S   uts and ro in  
ea h onth at the e iration  sin e 

Sour es  oo er  ar ays ri ate ank  e ruary 
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E  E  E MES E S  

o understand etter the i a t o  in est ent hori on on the er or an e o  the hy otheti a  ut rote tion o er ay  we 
a u ated the strate y s distri ution o  returns  sin e  or ho din  eriods ran in  ro  one to ten years (see hart).

he a era e return is ne ati e  ran in  ro  .  to .  worsenin  as the ho din  eriod in reases. Moreo er eyond 
the our year in est ent hori on  syste ati  uyin  and ro in  o  one onth M S   uts has ne er de i ered 

ositi e returns. he short end o  the er or an e ur e  o ers so e ho e  howe er the dis ersion o  returns is 
e tre e y hi h.
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he est  worst and a era e quarter y er or an e o  se era  sa e ha en assets and the ut o tion o er ay strate y 
(one onth M S   uts) durin  eriods when S   ost ore than  sin e . era e returns or 
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he er or an e o  uyin  one onth at the oney ( M) S   uts and ro in  ea h onth at the e iration 
over different holding periods, since 2000

Sour es  oo er  ar ays ri ate ank  e ruary 
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S S  ED  US E  

ut o tions are desi ned to ro ide a dire t hed e o  the under yin  asset or strate y. n ra ti e  they an e rohi iti e y 
e ensi e  es e ia y i  used syste ati a y. owe er tai  risk hed in  with o tions is an attra ti e a roa h when 
i e ented as a tar eted strate y.  

d itted y  our ana ysis ere y s rat hes the sur a e o  an i ortant to i . or e a e  one ou d study the o ti a  
se e tion o  oneyness  and aturity or ut o tions. tion strate ies  su h as ut s reads and o ars  a  o tions on 

o ati ity indi es  and redit de au t swa s  are a so ood andidates or tai risk hed in .

he key takeaway is that in estors o ten a e a stee  risk return trade o  when uyin  rote tion a ainst equity arket 
di s. his hi h i hts the i ortan e o  a we di ersi ied ort o io a on  a strate i  asset a o ation with so e ta ti a  shi ts 
in the irst a e.

Authors: Nikola Vasiljevic, Zurich, Switzerland, Head of Quantitative Strategy; Lukas Gehrig, Zurich, 
Switzerland, Quantitative Strategist                           
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Many ountries and o anies ha e ade net ero 1 commitments to 
a know ed e their res onsi i ity  and intent to i ede urther i ate 

han e y redu in  their reenhouse as ( ) e issions. 

n estors ay e askin  the se es whether they shou d  or an  e akin  
similar commitments to align their portfolios with the Paris Accords goal of a 
net ero ar on e ono y y .

s an indi idua  or a i y  i  you want to su ort the transition to a net ero 
economy, the most direct approach remains to invest in companies providing 

i ate so utions  as e ained in to er s Market Perspectives.

owe er  these entures wi  ike y a ount or a ra tion o  any in estors  
e istin  or uture  ort o io. ot a  o anies wi  dri e the transition ia 
their rodu ts or ser i es. hat said  a  usinesses ontri ute to  and are 
a e ted y  i ate han e  and the e orts to ada t or iti ate its e e ts. 

So what an in estors do  his arti e o uses on the ike y a ority o  an 
in estors  ort o io  e ainin  what a net ero ort o io is  and why an 
in estor i ht de ide to a i n their ort o io in this way. 

U DE S D   E  E  

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

he aris i ned n est ent nitiati e starts to ari y what a aris i ned  
portfolio means, stating that “implementing an investment strategy that is 

onsistent with a hie in  the oa  o  o a  net ero e issions y . 2 To 
understand that more clearly, and the implications for investors, the 
de inition an e roken down into two arts.

E  E  S  SSESSME

Having recognised the risks and opportunities around climate change and 
transition efforts, many have already started to account for climate change in 
their in est ent de ision akin . 

 net ero o it ent has ore s e i i  i i ations to e onsistent  
with the o a   e issions oa  o  ein  net ero y . his adds 
a comparative element for your decision-making and performance 

easure ent. 

Understandin  the athways to a hie e this oa  at the e e  o  ountries  
se tors  and o anies shou d he  to in or  the de ision on how to in est. 

hose on or ahead o  these tra e tories ay e ore attra ti e ( ro  a 
i ate ers e ti e) than those that are not. s we  assessin  the net ero 

commitments against plans, and against the progress made to achieve them, 
or these entities  an he  in estors to ud e i ate readiness  and idea y to 

a hie e the net ero oa  to i it o a  war in  to . C. 

As a result of this framing, portfolio temperature alignment methodologies and 
too s are a ai a e to assist in estors with assessin  their ort o ios a ainst an 
i ied te erature rise. 

Again, while variations in calculation methodologies and underlying challenges 
around issues  su h as data qua ity  e ist  these ro ide a er or an e  

easure ent or in estors. he esti ated te erature o  ort o io 
ho din s ena es a si i ied etri  or in estors to understand their a ita s 

ontri ution to i ate han e  or o are in est ent strate ies ased on a 
net ero ra in . 

Page 18

ow an you re ui d your ort o io to oin the net ero ourney    
ind out how in estors an ad ust their ort o ios to ake their own net ero o it ents  onsistent with onstru tin  aris i ned  ort o ios.

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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E  E  S  ESS 

eyond assess ent  the a o e de inition i ies that net ero is a ro ess o  in estin  not on a res ri ed set o  
ort o io ho din s. y i e entin  an in est ent strate y  in estors ha e e i i ity on the a roa h they take to 

a hie e net ero. 

Most requent y  this eans ti tin  ort o ios either away ro  hi h ar on intensity se tors or o anies  or toward 
ower intensi e ones. ready  in estors an use the ar on oot rints  or quanti i ation o   e issions  on an 

a so ute or re ati e asis  to in or  these de isions. e entin  a net ero ro ess requires ore a ti e onitorin  
and ear de ision uide ines a ainst the a kdro  o  the o a  transition  as we  as in reasin  e e tations to redu e 
these e issions. 

e i i ity in a roa h a so eans that your in est ents ay ary onsidera y. o aintain a di ersi ied se tor 
a o ation or a ort o io  it s ossi e ar on intensi e se tors ay re ain as ho din s. t the ost e tre e end  ossi  
ue  rodu ers ou d e in uded i  they ha e aris a i ned net ero ans3. hi e ess ike y  it does indi ate or in estors 

the i ortan e o  understandin  or de inin  the ara eters and ro ess to e used. 

S U D ES S E E ES ED   E  E   

ro  a ure y in est ent stand oint  aris a i ned ort o ios ay he  in estors to a oid risks or to enerate a ha. 

dditiona y  in estors ay ha e ersona  ethi a  iews a out i ate han e. ike y these wi  e around se tors or 
o anies that enerate the reatest ro ortion o   e issions. n estors ay not want to own or und any o  

these o anies  i en iews a out ast or otentia  i ate da a e inked to these or anisations. hen  di est ent 
and or e udin  these ho din s is an a e ta e way to a i n the ort o io to their ersona  iews. or the o ent  
we re o used on the in est ent ase  rather than ethi a  one. 

eturnin  to the inan ia  ai s  the risk and reward o ortunities wi  e enerated y the re ationshi  o  ort o io 
ho din s to the i a t o  i ate han e  and the e orts to address. his is ost ear y seen throu h s enarios or 
how s e i i  industries and ountries wi  need to o erate to a i n with a net ero e ono y.

s an i ustration o  this  the nternationa  Ener y en y has u ished arious s enarios or the ener y e ono y and 
transition roadmaps4. onsiderin  the s enario o  et ero E issions y  ( E) show ases how net ero 
scenarios can provide insight to investors5 (see hart). 

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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hen re iewin  this s enario  we an see  or e a e  the E su estin  that the annua  insta ation o  new 
renewa e e e tri ity a a ity ust tri e y  to eet net ero oa s. r that y  ossi  ue  de and wi  need 
to a  y three quarters  to ess than  o  tota  ener y su y. ut a so  urrent o ern ent undin  o it ents 
o   i ion are insu i ient to eet the  i ion thou ht to e needed or ean ener y inno ation.

yin  si i ar s ien e ased s enario ana ysis ike these  in estors an use net ero ana ysis to i it ort o io 
risks and spot opportunities.

yin  si i ar s ien e ased s enario ana ysis...
in estors an use net ero ana ysis to i it ort o io risks 
and spot opportunities”

MM   U   E  E  U E  

i ate han e is in reasin y e o in  a key in est ent a tor or ort o io onstru tion  asset a o ation  and 
se urity se e tion. hi e there is no one si e its a  a roa h to net ero ort o ios  the o era  intent an e 
in or orated into any in estor s ort o io. 

riti a y  de ar onisin  your in est ents does not han e o a  e issions  whi h an e a o ished y undin  
i ate so utions. owe er  it an sti  enerate ene its or your ort o io  and ontri ute to in a wider o e ent to 
rote t our anet.

Authors: Damian Payiatakis, London UK, Head of Sustainable & Impact Investing
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his year ot o  to a u y start  with arket o ati ity s ikin  in res onse to sur risin y hi h in ation  and a 
otentia y ore hawkish onetary o i y res onse. here is ner ousness a out how e ono ies i ht are as 

interest rates rise. n estors were a so hit y a shar  orre tion in any te h sto ks  as in estors swit hed into a ue 
sto ks ro  rowth ones  and ar e o es in res onse to earnin s. 

ddin  to the risk o  senti ent are ountin  eo o iti a  risks  with the ossi i ity o  and now the rea isation o  
ar ed on i t etween ussia and Ukraine ausin  ar e swin s in indi es in re ent weeks. ainst this a kdro  
there are a so the ha en es o  the orona irus ande i  whi h ontinues to in er (a eit with redu ed se erity). 

n ti es o  un ertainty  une e ted and dra ati  e ents an ead to io ent arket o es. So eti es they are 
short i ed  and the arket wi  oun e short y a ter. s su h  arkets requent y o errea t to news  at east initia y. 
For investors, having an awareness of these reactions and triggers – which seem to run counter to the efficient market 
hy othesis  an he  the  to na i ate su h eriods etter. 

E M  D DU  ES S 

ordin  to ode s o  rationa  de ision akin  indi idua s ake ud e ents on the ike ihood o  e ents o urrin  
ased on a onditiona  ro a i ity ru e  whi h is u dated i en new or additiona  e iden e. 

hen onsiderin  ur hasin  an indi idua  sto k  or in  a iew on the ro a i ity o  akin  a ain  ased on ast 
er or an e  and you re ei e news that a e ts that ro a i ity  your e ie s shou d e u dated with the resh 

in or ation  a yin  an a ro riate wei ht to it. 

owe er  resear h in e eri enta  sy ho o y su ests that ost eo e o errea t to une e ted and dra ati  
news e ents. n re isin  their e ie s  indi idua s tend to o erwei ht re ent in or ation and underwei ht rior data. 

his io ates a asi  statisti a  rin i e  that e tre eness o  news shou d e oderated y onsiderations o  
ro a i ity  eo e ay ake in est ent hoi es ased on s a  a ounts o  data  i norin  ase rate in or ation. 

ne reason or this is the a ai a i ity heuristi  a enta  ru e o  thu  that eads us to assi n ore wei ht to e ents 
that are easier to re a . he i i ation or in estors is that in res onse to une e ted and dra ati  news e ents  
such as a geopolitical act of aggression, they may assign more weight to the event and its consequences versus 
history than they shou d.

Page 21

Beware of overreacting to sudden, sharp market moves    
Many in estors ha e a tenden y to o errea t to dra ati  and une e ted e ents  ike short ter  a s in nan ia  arkets. ein  aware o  and 
understandin  how o niti e iases i ht a e t you an he  ead to etter on ter  in est ent de isions. 
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E M E  S M DE U   ESE ES S

he theory o  e i ient arkets su ests that is ri in s aused y indi idua  in estor iases shou d e ar itra ed away. 
owe er arket senti ent is the su  o  the ood o  indi idua  in estors  and there ore  an indi idua s o errea tion ay 

at ti es e seen in the o era  arket  at east in the short ter . 

n a se ina  study o  arket e i ien y  resear hers e a ined the question o  whether the arket o errea ts  and ound 
that the e iri a  e iden e ased on onth y in est ent returns data was onsistent with the hy othesis that the 

arket does o errea t. he e e t was ound to e asy etri   it was ar er or ne ati e rea tions than ositi e.

ade i  iterature o ines that sto k ri e re ersa s i ht e due to short ter  o errea tions to news  wa es o  
un usti ied o ti is  or essi is  a out uture earnin s  and ear and nor ati e y e essi e risk re ia  to na e a ew. 

SE ME   E ME E EME

n i ortant as e t in this dis ussion is senti ent  or the attitude o  in estors toward a arti u ar se urity or arket. 

n the sa e way as the  e erien e that e tre e e otions an a e t how we see the wor d  so too an that e said 
o  the arket. Senti ent o ten e o es e essi e y earish or u ish  and an ro t knee erk res onses ro  
in estors. 

on erse y  i  senti ent is ery earish  so e ay ay too u h attention to ne ati e news  and not enou h to 
ositi e e ents. hose that take a uy the di  a roa h to in estin  ay see this as an o ortunity. ternati e y  

senti ent an e so earish that in estors in  to any ositi e news  and e en o errea t to it.

dditiona y  as re ious u es and su sequent rashes ha e shown  these e isodes an e se u i in  hi h i htin  
the ro e o  e e tations in arket dyna i s. e ruary s Market Perspectives showed that US onsu er senti ent 
was at its owest e e  sin e the start o  the ande i  and its owest in a de ade.  onth on  it ontinues to weaken. 

re ious trou hs in senti ent ha e o owed a or eo o iti a  sho ks  whi h is a ossi i ity de endin  on how the 
situation in Ukraine e o es. 

s we ha e re ious y dis ussed  sto ks do rise ost o  the ti e  and are ore ike y to rise i  there has ust een a se
o  akin  stayin  in ested a etter strate y than atte tin  to ti e the arket. 

.

E S DE    ESE E U S 

ied o ati ity is a etri  ased on o tions arkets and a tures the arket s iew o  how o ati e a se urity s ri e 
i ht e in the uture. 

Earnin s announ e ents are e ents whi h attra t u h interest as we  as onsidera e new data on indi idua  
o anies. requent y  i ied o ati ity s ikes e ore earnin s announ e ents and o a se a ter u i ations as the 

unknown has e o e known (see hart). nterestin y  the a ter the a t rea ised o ati ity is ty i a y ower  hi h i htin  
that un ertainty tends to e o er ri ed y arket arti i ants.
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Sour es  oo er  ar ays ri ate ank  e ruary 

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e 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/


errea tion is not i ited to one o  e ents  it is a so a eature o  arket o entu .  study e a inin  the 
di eren e etween i ied o ati ity and rea ised o ati ity o  a sto k o owin  shar  ri e o e ents ound that 
o owin  a a  o  at east  i ied o ati ity o  uts e eeded the e ost rea ised o ati ity o  the under yin  sto k 
y . . or a ri e dro  o  at east  the o ati ity di eren e was . .

ne e anation i en or the di eren e is that ut o tions e o e o er ri ed o owin  e tre e re ent ri e dro s  
due to the de and enerated y ani kin  in estors. o owin  ri e rises  a  o tions e a e si i ar y o er ri ed. 

he rationa e here is that in estors e o e o er y e ited o owin  shar  ri e rises and uy a s to take ad anta e o  
anti i ated urther rises.

E U   E S E   

or on ter  in estors  it is i ortant to res ond to arket e ents in a easured and ro ortionate way. ea tin  to 
short ter  arket news ay de iate ro  on ter  oa s  and is a risk to e o nisant o .  

e ow are so e questions that ay e worth onsiderin  when a ed with unsett in  news  

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

s the e ent ike y to ha e a on astin  i a t on y ort o io

Does arket senti ent see  e essi e y u ish or earish

  a in  the ri ht wei ht on this e ent  ersus histori a  data

  onsiderin  the ossi e o ortunities as we  as the risks

US  U  E M S

here is a ways un ertainty on the hori on. his ay ead to news whi h sur rises  oth on the u side and the 
downside. Su h e ents an ead to in estor and arket o errea tion in the short ter . E otions ay a sur risin y 
si ni i ant ro e in in estin . Su ess u  in estin  requires in estors to ha e an a re iation or  and ontro  o er  
their ee in s. 

Author: Alexander Joshi, London UK, Behavioural Finance Specialist 

Page 23

o us  e ession Equities i ed in o e uant n estin  sustaina y eha ioura  nan e Multi-asset portfolio allocation

>>



Page 24

- = +
Cash and short duration bonds
Fixed income
De e o ed arket o ern ent onds
n est ent rade onds

i h yie d onds
E er in  arket onds
Equities
De e o ed arket equities
E er in  arket equities
Other assets
Alternative trading strategies
Commodities

 Denotes a autious iew  
 Denotes a neutra  iew  
 Dentotes a ositi e iew

S  D S  DU  DS 

• i en the on oin  un ertainty  and in order to ana e ort o io risks  
we aintain a re eren e or hi her qua ity and iquid o ortunities.

ED ME

• e see on y i ited o ortunities in i ed in o e

• e aintain a s a  re eren e or de e o ed arket o ern ent onds 
as a hed e a ainst ossi e a roe ono i  o ati ity

• n redit  we re er the hi her qua ity se ent  a thou h  as s reads 
ha e re o ered re arka y ro  their hi hs  our risk ud et is a o ated 
towards equities

• n hi h yie d  se e tion is key  and our e osure is ow  i en the ti htness 
o  s reads. e re er hi h yie d and e er in  arket (EM) hard urren y 
de t o er EM o a  urren y de t  onsiderin  the risk a in  their 
e ono ies and urren ies.

E U ES

• e e ie e that equities re ain re ati e y ore a ea in  than onds in 
the current environment

• et  we re ain hi h y se e ti e in our a o ation

• n ine with our on ter  in est ent hi oso hy  our ort o ios re ain 
geared towards high-quality, cash-generative, and conservatively-

a ita ised usinesses

• s a un tion o  our otto u  se e tion  we urrent y see ore 
opportunities in developed market equities compared to their emerging 

eers.  
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Investments can fall as well as rise in value. Your capital or the income generated from your investment may be at risk.
This document is for information purposes only. It is general in nature and does not take into account specific investment objectives, financial situation, knowledge, experience or particular needs of any particular person. It should not be relied upon in considering the merits of any particular transaction. It does not constitute a prospectus, offer to buy or
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tax, accounting, legal and regulatory advice. 
Any offer or entry into any transaction with Barclays as a party, requires Barclays’ subsequent formal agreement which will be subject inter alia to internal approvals and execution of binding transaction documents. Terms and conditions if any herein are indicative and subject to change and/or negotiation between us. Full details of final terms and conditions
will be contained in a prospectus or offering or other document.
Investment products may be subject to investment risks, including, but not limited to, market and currency exchange risks, fluctuations in value and possible loss of principal invested. Where investments are concerned, past performance does not predict or guarantee future performance. Investments can fall as well as rise in value. Your capital or the
income generated from your investment may be at risk. The value of any investment may also fluctuate as a result of market changes.
Although any content in this document from other sources is believed to have been obtained from sources which are reliable, we neither represent nor warrant its accuracy or completeness, nor the timeliness or reliability of such information set out herein. Where information in this document has been obtained from third party sources, we believe those 
sources to be reliable but we do not guarantee the information’s accuracy. Information set out herein may be incomplete or condensed. Barclays is not responsible for information stated to be obtained or derived from third party sources or statistical services. Any past or simulated past performance including back-testing, modelling or scenario analysis 
contained herein is no indication as to future performance. No representation is made as to the accuracy of the assumptions made within, or completeness of, any modelling, scenario analysis or back-testing. You should carry out your own due diligence and verification of such information accordingly. This document may become outdated and/or its 
contents subject to changes at any time and without prior notice to you, and in that regard, we are under no obligation to update or correct this document or inform you in relation to any such changes to the contents herein. Any estimates and opinions from Barclays as may be included in this document constitute our judgement as of the date of the 
document and may be subject to change without notice, and we have no obligation to provide revised estimates or opinions. 
Unless expressly stated, products are not guaranteed by Barclays Bank PLC or its affiliates or any government entity.
This document is not a product of the Barclays Research department. Any views expressed may differ from those of Barclays Research.
This document is strictly confidential and may be being made available to selected recipients only. It may not be reproduced or disclosed (in whole or in part) to any person without our prior written permission. Barclays or its affiliates may act upon or use material in this publication prior to publication. The manner of distribution of this document and the
availability of the products and services may be restricted by law or regulation in certain countries and persons who come into possession of this publication are required to inform themselves of and observe such restrictions.
Barclays Bank PLC (“Barclays”), its affiliates, and their respective directors, employees, and agents (“Barclays Group”) make no representation or warranty as to the accuracy, completeness, timeliness or reliability of the contents of this document. To the maximum extent permitted by law, no member of the Barclays Group accepts any liability whatsoever
for any direct, indirect or consequential losses (in contract, tort or otherwise) (including, without limitation, any liability arising from fault or negligence on the part of any of them) for any loss whatsoever arising from the use of or reliance on this document or its contents or otherwise arising in connection with it.
The contents of this document have not been reviewed or approved by any regulatory authority.
Barclays offers wealth and investment products and services to its clients through Barclays Bank PLC registered in England and operates in India through its subsidiaries, including Barclays Securities (India) Private Limited (BSIPL), Barclays Wealth Trustees (India) Private Limited (BWTIPL) and Barclays Investments & Loans (India) Private Limited (BILIPL). 
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the National Securities & Depositories Limited (NSDL): DP ID: IN-DPNSDL- 299-2008, Investment Adviser: INA000000391. BSIPL is also registered as a Mutual Fund Advisor having AMFI ARN No. 53308. The registered office of BSIPL is at 208, Ceejay House, Shivsagar Estate, Dr. A. Besant Road, Worli, Mumbai – 400 018, India. Telephone No: +91 22 
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