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Foreword

Welcome to our latest edition of Market Perspectives which aims to provide much-needed 
æonteût and æïarity� at a tiðe when ùoïatiïity and unæertainty weiêhinê on inùestorsđ ðinds.
Ýhe hint oé quiæker¡than¡eûóeæted US rate hikes to æounter eïeùated inéïation� and a 
éïatteninê yieïd æurùe� are raisinê æonæerns oé a æentraï åank óoïiæy error� or eùen óotentiaï 
reæession� aðonê soðe inùestors. Òn this ðonthđs reóort� we ïook at íust how ïikeïy a 
reæession ðiêht åe� and what it æouïd ðean éor equities� åonds� and other asset æïasses.  
àhiïe an inùerted æurùe has historiæaïïy åeen a reïiaåïe indiæator oé reæession� our eûóerts 
weiêh uó a wider ranêe oé indiæators and oééer their Đåiê óiætuređ ùiew oé æurrent æonditions� as 
weïï as equity and åond ðarket oóóortunities. 
àithin equities� it seeðs órudent to adíust our æyæïiæaï tiït and introduæe deéensiùe seætors� 
suæh as heaïthæare� to diùersiéy óortéoïios. àe are aïso æonsiderinê óossiåïe hedêinê 
strateêies. Òn éiûed inæoðe� óositioninê in ðediuð¡duration åonds� and ðoderate æredit 
eûóosure� stiïï ïooks aóóeaïinê éor now.
Ëeyond our usuaï asset æïass and éinanæiaï ðarket anaïysis� youđïï aïso éind our ïatest 
sustainaåiïity insiêhts. 
Ês the risks oé êïoåaï warðinê éor inùestors and soæiety åeæoðe æïearer� the éorðer æan 
do ðuæh to éiêht æïiðate æhanêe åy åuiïdinê net ýero óortéoïios. Ëut this need is not íust an 
aïtruistiæ ðoùe. Ònæoróoratinê net ýero anaïysis into inùestðent óeréorðanæe anaïysis and 
asset æïass seïeætion� æan aïso heïó to ïiðit óortéoïio risk and identiéy éresh oóóortunities. 
Ês aïways� we hoóe you eníoy the reóort and we thank you éor entrustinê us with your 
inùestðents. 

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

US åonds� åridêinê the êaóBeware of overreacting to sudden, sharp market move
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Òn resóonse to the æoronaùirus óandeðiæ� the Êðeriæan eæonoðy saw a swiét eæonoðiæ reæoùery ïast year éoïïowinê 
the sharó æontraætion in " " . Ýhe ðarketsđ ùiews oé the worïd� and its åehaùiour� haùe shiéted quiækïy in the ïast three 
ðonths to a ðid¡æyæïe sæenario. Ýhe neût staêe (a ïate æyæïe) is usuaïïy éoïïowed åy reæession. àhiïe it seeðs too earïy 
to worry aåout a reæession åeinê on the horiýon� the reæent éïatteninê oé the US yieïd æurùe� oéten seen as an indiæator 
oé a downturn� raises questions.

Ê ßÒÊËÕE ÛEÌESSÒØ× Ò×DÒÌÊÝØÛ

Ñistoriæaïïy� the yieïd æurùe has åeen a reïiaåïe ïeadinê indiæator oé an uóæoðinê reæession. Òndeed� the ïast siû 
Êðeriæan reæessions started aéter the diééerentiaï åetween the yieïd on the ! ¡year and the "¡year (the so¡æaïïed 
ē"¦! Ĕ) US êoùernðent åonds turned neêatiùe. 

àith a "¦!  sóread around %  åasis óoints (åó)� down éroð !% åó a year aêo� æonæerns are eðerêinê in éinanæiaï 
ðarkets. àhiïe we aóóear soðe way éroð an inùersion� óarts oé the éutures æurùe haùe nonetheïess started to inùert. 
Òé the æurùe æontinues to éïatten� as the diééerenæe åetween short¡terð and ïonê¡terð åonds narrows� reæession æaïïs 
wiïï onïy ðuïtióïy in our ùiew.

×ØÝ Ê ÙEÛÏEÌÝ ÌÛâSÝÊÕ ËÊÕÕ

àhiïe the US yieïd æurùeđs traæk reæord as a ïeadinê indiæator oé a reæession is seæond to none� it is stiïï iðóeréeæt. Ïirst� the 
tiðe åetween when inùersion and a óeriod oé three æonseæutiùe ðonths oé æontraætion (or a reæession) åeêins æan ùary 
suåstantiaïïy. Òn the ïate ( đs� the æurùe éirst inùerted in Deæeðåer !)((. Ýhe reæession that éoïïowed started !( ðonths 
ïater. Òn the ïate ) đs� the æurùe årieéïy inùerted in !))(� åeéore steeóeninê aêain and æoïïaósinê in earïy "   . Ýhe ēdot¡
æoðĔ reæession oééiæiaïïy started in Maræh "  !� soðe three years aéter the éirst inùersion. 

Most reæentïy� the æurùe inùerted in Êuêust " !) and there was a óandeðiæ¡ïed� ēéïashĔ reæession åetween Ïeåruary and 
Êóriï " " . Ñere� thouêh� the reæession was æaused åy an eûoêenous� heaïth¡reïated shoæk� and not a tyóiæaï end to the 
åusiness æyæïe. Ês suæh� we wiïï neùer know ié and when this wouïd haùe haóóened without ÌØßÒD¡!).
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Are recession risks increasing? 
Ês the US æentraï åank eyes the end oé its ðonetary ïarêesse� åond yieïds rise� and êeoóoïitiæaï tensions inærease� ðany inùestors are êrióóed åy the 
órosóeæt oé another reæession. Ñoweùer� tiðinê one is triæky. Many êo¡to indiæators éor downturns ðay åe ïosinê their eģeætiùeness. Ñoweùer� we åeïieùe 
that inĥation wiïï ease in ðany deùeïoóed eæonoðies in the seæond haïé oé the year� and the risk oé a reæession in the short terð seeðs oùeråïown.

Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation
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ÝÑE Ò×ÏÕUE×ÌE ØÏ ÌE×ÝÛÊÕ ËÊ×ÔS

×ot onïy is the shaóe oé the US yieïd æurùe åeæoðinê an iðóeréeæt tiðinê siênaï éor a reæession� åut it is inæreasinêïy 
inéïuenæed åy éaætors that æan weaken its órediætiùe óower. Êéter the åaïïooninê oé the US Ïederaï Ûeserùeđs (Ïed) 
åaïanæe sheet to z) triïïion in its asset¡óuræhase óroêraððe� the æentraï åank now owns around a éiéth oé the æountryđs 
deåt. Ês a resuït� yieïds aæross the æurùe haùe åeen siêniéiæantïy distorted� and ðay not éuïïy reéïeæt the true shaóe oé 
the US eæonoðy. 

Ýhe óower oé æentraï åanks to distort yieïd æurùes is aïso eùident in Euroóe. Ê study åy the Euroóean Ìentraï Ëank
showed that æentraï åank asset óuræhases ïead to a éïatteninê oé the æurùe� sinæe the yieïds oé ïonêer¡terð åonds tend 
to deæïine åy ðore than those oé short¡terð åonds. 

ÒS Ê US DØà×ÝUÛ× ÒMMÒ×E×Ý�

Ês disæussed earïier� the yieïd æurùe is a useéuï� åut iðóeréeæt� tooï to íudêe when a reæession ðiêht strike. Ýhis is why 
inùestors tend to ðonitor a wider ranêe oé indiæators. ×one is óeréeæt� åut� taken toêether� they æan heïó åuiïd a åetter 
óiæture oé where the US eæonoðy is headed. 

Soðe oé the ðost óoóuïar reæession órediætors inæïude� the yieïd æurùe� reaï interest rates� reæession óroåaåiïity ðodeïs� 
and æoðóosites oé ïeadinê indiæators. Ýhe taåïe shows that none oé these is a souræe oé æonæern� at this staêe. Ýhis 
does not ðean that a reæession in the short terð is iðóossiåïe. Òt siðóïy ðeans that its óroåaåiïity is rather ïow.

US YIELD CURVE INVERSIONS FORETOLD RECESSIONS IN THE PAST

US reæessions as deéined åy the ×ationaï Ëureau oé Eæonoðiæ Ûesearæh and diééerenæe åetween the US ! ¡year and 
"¡year êoùernðent åond yieïds
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Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation

Indicator Trigger Level as of 
28 Feb

Level six 
months prior

US yieïd æurùe sïoóe (! ¡year to "¡year Ýreasuries� (åó) ×eêatiùe 40 110
Ûeaï rates Positive ¡ .')] ¡!. #]
×ew âork Ïed reæession ðodeï Êåoùe " ] &. ] !(.)]
Õeadinê indiæators indeû ×eêatiùe '.# (.'

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
>>
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ÕØà ËUÝ Ò×ÌÛEÊSÒ×Ð ÛÒSÔ

àhiïe the risk oé a reæession is ïow� æoðóared to siû ðonths aêo� the risk has inæreased. Ýhis is óredoðinantïy driùen 
åy the Ïedđs ðoùe to a êraduaï tiêhteninê oé ðonetary óoïiæy� éroð an uïtra¡aææoððodatiùe stanæe. Ês the US æentraï 
åank ðoùes to inærease interest rates and shrink its åaïanæe sheet� there is a æonæern that the óaæe oé hikes is too quiæk 
and the doðestiæ eæonoðy starts to æontraæt. 

Ýhis is a sæenario that is êaininê traætion in ðarkets. Òn éaæt� the yieïd æurùe shows that in " "#� the Ïed ðay åe éoræed to 
æut interest rates aêain. àhiïe this æouïd haóóen without a reæession (a ēsoét ïandinêĔ)� the ðarket is inæreasinêïy óriæinê 
in a óoïiæy ðistake. 

SÝÊÐÏÕÊÝÒØ× ßEÛSUS ÛEÌESSÒØ×

àe eûóeæt the åearsđ narratiùe to êraduaïïy eùoïùe in one oé two ways as we êo into the suððer. Øn one hand� 
ēstaêéïation éearsĔ siðiïar to the one eûóerienæed in the seæond haïé oé ïast year æouïd re¡eðerêe. Ýhis sæenario is ðost 
ïikeïy to oææur ié inéïation stays hiêh (we think óriæe inæreases wiïï åe eïeùated untiï the seæond haïé oé the year)� êrowth 
sïows éroð eïeùated ïeùeïs� and the Ïed aóóears too órudent. 

Suæh a sæenario wouïd åe a deæent åaækdroó éor risk assets� esóeæiaïïy ié inéïationary óressures ðoderate. Øn the other 
hand� taïk oé reæession æouïd doðinate eùeryday disæussions ié the Ïed is éoræed to aêêressiùeïy æoðåat inéïation. Ýhen� 
the æurùe wouïd ïikeïy inùert as ðore hikes are óriæed in on the short¡end oé the æurùe. Ýhis wouïd åe a ðuæh ðore 
æhaïïenêinê enùironðent éor inùestors. 

ÙØSÒÝÒØ×Ò×Ð ÏØÛ ÑEÒÐÑÝE×ED U×ÌEÛÝÊÒ×Ýâ

Êæknowïedêinê the unæertainty æreated åy the æonéïiæt in Ukraine� we åeïieùe ðaintaininê æoðóosure is key to inùestorsđ 
ïonê¡terð suææess. Ês suæh� we stay inùested and æontinue to óreéer equities to åonds. âet� there are æhaïïenêes ahead� 
and ùoïatiïity wiïï ïikeïy reðain eïeùated éor the éoreseeaåïe éuture. Ýhis yearđs inæreases in åond yieïds suêêest that we 
are aóóroaæhinê ïeùeïs where it ðay soon åe worth ïoækinê in rates aêain.

Òn equities� the ùaïue¦æyæïiæaï tiït we suóóorted êoinê into this year has óïayed out weïï� åut the oóóortunity is êraduaïïy 
shrinkinê and êeoóoïitiæaï tensions ðay add to the æonéusion. Short¡terð inùestors ðay need to åe eùen ðore 
seïeætiùe� whiïe ïonêer¡terð ones ðay want to start ïookinê at quaïity and êrowth stoæks aêain.

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

Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation
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Ïoïïowinê the reæent deùeïoóðents in Ukraine� the inærease in ðarket 
ùoïatiïity and sharó éïatteninê oé the US yieïd æurùe� we reðain æonstruætiùe 
on equities and maintain our tactical preference for cyclicals, value and non-
US equities. Ñoweùer� in ùiew oé the reæent worseninê oé êrowth eûóeætations 
reïatiùe to inéïation eûóeætations� we åeïieùe that inùestors shouïd striùe to 
iðóroùe diùersiéiæation and adoót a ðore åaïanæed aóóroaæh in óortéoïios. 

Òn this artiæïe� we disæuss our ùiews on the reæent reóriæinê oé the êrowth¦
inflation n dynamics and their implications for equities and risk assets in 
êeneraï. àe aïso hiêhïiêht ðore deéensiùe areas oé the ðarket� whiæh seeð 
attractively valued, and could represent diversification opportunities for 
inùestors in the æurrent enùironðent.

ÝÑE US âÒEÕD ÌUÛßE ÑÊS ÌØ×ÝÒ×UED ÝØ ÏÕÊÝÝE× ÊÝ Ê× 
EáÝÛÊØÛDÒ×ÊÛâ ÙÊÌE 

Òn Ïeåruary� equity and åond ùoïatiïity æontinued to trend hiêher� reéïeætinê the 
rise in êeoóoïitiæaï tensions and inæreasinê æonæerns oé a óoïiæy error åy the US 
Ïederaï Ûeserùe (Ïed). 

Ýhe US yieïd æurùe has æontinued to éïatten aêêressiùeïy. Ëetween ðid¡Óanuary 
and ðid¡Ïeåruary� the æurùe has éïattened åy $! åasis óoints (åó)� or a #.  
standard deùiation ðoùe� åased on oåserùations oùer the óast éiùe years. 

This sharp flattening of the yield curve suggests that markets are repricing 
êrowth risks. àith Ïed éund éutures now disæountinê ðore than siû "%åó hikes 
in the neût !" ðonths� there has åeen inæreasinê æonæerns that eûæessiùe 
óoïiæy tiêhteninê åy the Ïed æouïd deraiï the eæonoðiæ reæoùery� with neêatiùe 
iðóïiæations éor risk assets.

ÝÑE MÊÛÔEÝ MÊâ ËE ØßEÛÙÛÒÌÒ×Ð ÝÑE ÙÊÌE ØÏ US ÛÊÝE ÑÒÔES 

Ýhe óath oé óoïiæy norðaïisation disæounted åy the ðarket aóóears oùerïy 
aêêressiùe. Òndeed� we reðain oé the ùiew that inéïation shouïd ðoderate in the 
second half of the year, as consumer spending shifts from goods to services, 
and suóóïy¡æhain disruótions aåate. àe note that the US ðarket is eùen óriæinê 
an ( ] æhanæe oé a rate æut aéter the neût two years.

Ýhe outïook éor æentraï åank óoïiæy ðay aïso åe æïouded åy êeoóoïitiæaï risks� 
whiæh inæreased siêniéiæantïy in Ïeåruary as Ûussia attaæked Ukraine. Ýyóiæaïïy� 
the volatility associated with such events is short-lived, and equities recover 
quiækïy. âet� whether suæh risks threaten êrowth or åoost inéïationary óressures� 
via higher energy prices, any geopolitical conflict is another reason for central 
åanks to tread æareéuïïy. 

EÚUÒÝÒES ×ØÛMÊÕÕâ ÙEÛÏØÛM àEÕÕ àÑE× âÒEÕD ÌUÛßES 
ÏÕÊÝÝE×� U×ÝÒÕ ÝÑEâ Ò×ßEÛÝ 

Ïeåruaryđs Market Perspectives noted that equities tend to perform well during 
rate¡hikinê æyæïes� aéter an initiaï ðiïd¦short¡ïiùed óuïïåaæk in the éirst æouóïe oé 
ðonths éoïïowinê the éirst hike. àe now eûóïore how equities usuaïïy óeréorð in 
óeriods oé éïatteninê yieïd æurùes.

Startinê with æurùe inùersion� a reæent anaïysis åy our inùestðent åankđs 
Euroóean Strateêy teað showed that in the óast eiêht US rate æyæïes� equity 
ðarkets óeaked� on aùeraêe� ten ðonths aéter the yieïd æurùe inùerted (within 
a window oé two to !( ðonths)� åut neùer åeéore. 

We also looked at how equities generally performed in the months following 
a éïatteninê yieïd æurùe to ïeùeïs åeïow !  åó in the US� Euroóe� and êïoåaïïy� 
usinê data êoinê åaæk to !)(  (see taåïe� ó'). àith the US ! ¡year ùersus 
"¡year yieïd sóread aïready åeïow % åó� we æonæentrated our anaïysis on three 

Ìan equities outóeréorð as the yieïd æurùe ĥattens�
Ýhe situation in Ukraine is æhanêinê raóidïy. Òt is ïikeïy to doðinate Ĥnanæiaï ðarkets in the short terð. Ênother æonæern éor equity inùestors is the 
ĥatteninê in the US yieïd æurùe� whiæh has sóarked worries oé an eæonoðiæ downturn� or eùen a reæession. So íust how shouïd equity inùestors óosition 
portfolios at such times?

Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation
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diééerent sæenarios oé sóreads deæïininê to ranêes oé (i) % åó to !  åó� (ii)  åó 
to % åó� and (iii) inùerted. Ýhose three sæenarios reóresent !!]� !#]� and 
(] oé weekïy oåserùations oùer the óeriod� resóeætiùeïy.

àhen the yieïd æurùe éïattens to ïess than !  åó� history suêêests that 
equities normally generate superior returns, as long as the curve does not 
inùert. Ýhis is true éor equity óeréorðanæe in aåsoïute terðs and reïatiùe to 
åonds in the US� Euroóe� and êïoåaïïy. Òt ðakes sense éroð a éundaðentaï 
standpoint as, at this stage of the cycle, the Fed is usually trying to cool an 
eæonoðy whiæh is êrowinê aåoùe óotentiaï� with a stronê ïaåour ðarket.

However, relative performance within the equity market is less clear-cut 
åeïow % åó� and ùaries åy reêion. Òn aïï reêions æonsidered� æyæïiæaïs tend 
to outperform defensives modestly in the year following a curve spread of 
% åó to !  åó. Ëeïow that ïeùeï� óeréorðanæe is ïess diééerentiated� with 
the eûæeótion oé the US ðarket� where æyæïiæaïs tend to underóeréorð 
deéensiùes ðarkedïy in the ðonths éoïïowinê inùersion. 

ÒMÙÕÒÌÊÝÒØ×S ÏØÛ EÚUÒÝâ ÊÕÕØÌÊÝÒØ× 

Based on how equities have tended to perform in periods of flattening, 
and our åeïieé that a reæession is not iððinent� we reðain æonstruætiùe on 
equities and risk assets. Ñoweùer� in ùiew oé the reæent êrowth¦rate sæare� it 
appears prudent to increase portfolio diversification, and add more defensive 
eûóosure. Òn order to identiéy those oóóortunities� we ïooked éor óossiåïe 
disïoæations in the ðarket� éoïïowinê the siêniéiæant inærease in ! ¡year yieïds. 

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

Suåsequent annuaïised óeréorðanæe oé equity ðarkets åased on ùarious ïeùeïs oé the US yieïd æurùe sïoóe (! ¡year ðinus "¡year yieïd sóread)� éoïïowinê a 
éïatteninê. Data sinæe !)( 

Souræes� Ûeéinitiù Datastreað� Ëaræïays Ùriùate Ëank Ûesearæh� Ïeåruary " ""
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Ýaåïe notes�

¡    Ìyæïiæaï and deéensiùe indiæes ðentioned in this note reéer to Ëaræïays Ùriùate Ëankđs ðarket¡æaó weiêhted indiæes� denoðinated in USD. 
¡  Ìyæïiæaïs inæïude éinanæiaïs� æonsuðer disæretionary� industriaïs� enerêy� åasiæ ðateriaïs� teæhnoïoêy hardware. 
¡  Deéensiùes inæïude heaïthæare� æonsuðer staóïes� teïeæoðs� utiïities� reaï estate� soétware and æoðóuter serùiæes.
¡ ÌÊÐÛ stands éor æoðóound annuaï êrowth rate. >>



Page 8

  EÚUÒÝÒES ÝE×D ÝØ ÙEÛÏØÛM àEÕÕ ÊÛØU×D ÑÒÔÒ×Ð ÌâÌÕES 

Ês disæussed óreùiousïy� æyæïiæaï and tyóiæaïïy ùaïue¡oriented seætors� suæh as éinanæiaïs� enerêy� industriaïs� and åasiæ 
ðateriaïs� tend to åeneéit éroð hiêher yieïds and inéïation. Ìonsistent with the inærease in US ! ¡year yieïds� this 
óositioninê has worked weïï so éar this year.

Ýhe MSÌÒ àorïd ùaïue indeû had outóeréorðed êrowth åy !%] in " ""� as oé "# Ïeåruary� and deùeïoóed ðarket 
æyæïiæaïs outóeréorðinê deéensiùes åy $]� ïed åy enerêy on the óositiùe side (uó �!(])� and inéorðation teæhnoïoêy and 
æoððuniæation serùiæes on the neêatiùe side (down ¡!'] and ¡!$] resóeætiùeïy). 

Ýhe reïationshió has åeen stronêïy æorreïated in the óast� and the reæent ðoùes are æonsistent with historiæaï óatterns 
(see æhart). 

Ñoweùer� within æyæïiæaïs� soðe seætors aóóear to haùe oùershot� æoðóared to their historiæaï reïationshió (ēåetaĔ) with 
yieïds� whiïe others haùe ïaêêed (notaåïy industriaïs). 

Ýhe enerêy seætor in óartiæuïar seeðs to haùe run ahead oé its éundaðentaïs. àhiïe the seætor shouïd æontinue to åe 
suóóorted åy hiêher enerêy óriæes (uó to a æertain óoint)� inéïation� and êeoóoïitiæaï risks� we åeïieùe it oééers ïess ùaïue 
than industriaïs at this óoint in tiðe. Shouïd eùents in Ukraine åroaden siêniéiæantïy� or åeæoðe ðore entrenæhed� the 
enerêy seætor wouïd not åe iððune éroð a åroad¡åased ðarket seïï¡oéé. 

Ïor inùestors ïookinê to inærease their eûóosure to ðore deéensiùe óarts oé the ðarket� the heaïthæare seætor aóóears 
attraætiùe. Òndeed� unïike æonsuðer staóïes and utiïities� whiæh haùe óeréorðed åetter than eûóeæted êiùen their inùerse 
reïationshió with yieïds� the óeréorðanæe oé heaïthæare has åeen æonsistent with the ðoùe in yieïds. 

àithin styïes� sðaïï æaós æontinue to stand out� åoth taætiæaïïy and struæturaïïy. Òndeed� sðaïïer æoðóanies haùe ïaêêed 
their ïarêer óeers� desóite the rise in yieïds� whiæh is unusuaï. Øn the other hand� ùaïueđs outóeréorðanæe ùersus êrowth 
aóóears sïiêhtïy oùerdone� suêêestinê that soðe æonsoïidation ðay åe on the horiýon.

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

Ëased on siû¡ðonth óeræentaêe æhanêes in the reïatiùe totaï returns oé êïoåaï æyæïiæaïs ùersus deéensiùes� aêainst the 
aåsoïute siû¡ðonth æhanêe in US ! ¡year Ýreasury yieïds

Souræes� Ûeéinitiù Datastreað� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
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SÑÒÏÝÒ×Ð ÙÛÒØÛÒÝÒES

Ýhe ðaæro æhaïïenêes éaæinê æountries ðiêht åe ùariaåïe� and æouïd åe 
aééeæted åy the Ûussian¦Ukrainian ærisis. Ëut� the oùeraræhinê eðóhasis seeðs 
to åe on óroteætinê the eæonoðy� and æonsuðers� éroð ēentrenæhedĔ and 
eïeùated inéïation. Òn Êðeriæa� the US Ïederaï Ûeserùe (Ïed) adðitted that it 
has to åe ðore ēniðåïeĔ in the æentraï åankđs éiêht aêainst hiêher inéïation. Ýhe 
recent minutes revealed that, “most participants noted that, if inflation does 
not ðoùe down as they eûóeæt� it wouïd åe aóóroóriate éor the æoððittee to 
reðoùe óoïiæy aææoððodation at a éaster óaæe than they æurrentïy antiæióateĔ.

Ðiùen the iðóortanæe oé the éuture Ïed óoïiæy to the åond ðarket� the question 
is how a ēéaster óaæeĔ æouïd óïay out� Òt seeðs ùery ïikeïy that the æentraï åank� 
at the very least, will hike faster than the three hikes in 2022 implied in its “dot 
óïotĔ óroíeætions. 

Ðiùen another reæord órint in inéïation éor Óanuary� at '.%] on an annuaïised 
åasis� it seeðs ðore ïikeïy that the æentraï åank ðay haùe to settïe éor uó to 
éiùe "% åasis óoint (åó) hikes this year� ïiétinê the uóóer ïiðit éroð  ."%] to 
!.%]. Ýhat said� the Ïed wiïï aïso æonsider the êeoóoïitiæaï risk and éinanæiaï 
æonditions. Òn the short terð inéïationary óressures are unïikeïy to iðóroùe� 
and any enerêy¡reïated disruótions wiïï not heïó.

ÝàØ´âEÊÛ âÒEÕD àEÕÕ ÊÑEÊD

Ýhe rate ðarket óriæes in siû rate hikes éor " "" whiæh is reéïeæted in the 
siêniéiæant rise oé the "¡year yieïd éroð  ."] åaæk in Seóteðåer� to oùer 
!.%]. Òn the óast #) years (whiæh haùe seen seùen rate¡hikinê æyæïes) the 
2-year yield started to rise from its prevailing lows on average five months 
ahead oé ēïiét¡oééĔ in the æyæïe. 

Ýhis tiðe� the "¡year yieïd started to æïiðå thirteen ðonths aêo� iïïustratinê 
the eûæeótionaï deêree oé ðarket eûæiteðent. Ýhis ēïiét¡oéé euóhoriaĔ is 
aïso reéïeæted in the ïeùeï oé the "¡year yieïd. Ýhe hikinê æyæïe has not eùen 
started� and the diééerenæe åetween the åond yieïd and the óoïiæy rate is 
!"%åó. Ýhis is the åiêêest steeóness sinæe "  $ åetween the "¡year yieïd 
and the aætuaï óoïiæy rate durinê� or in adùanæe oé� a hikinê æyæïe. 

SÝEEÙ×ESS Ê×D ÏÕÊÝ×ESS Ò× Ø×E

Êt éirst êïanæe� the yieïd æurùe seeðs éïat. Ëut the headïine éïatness (diééerenæe 
! ¡year and "¡year Ýreasury yieïds) oùerïooks the æurrent æurùe dynaðiæs. 
Ýhe éïatness æan onïy åe witnessed at the ïonê end� with the diééerenæe 
åetween the %¡year and ! ¡year yieïds a ðere ! åó. Ýhis ðeans that inùestors 
oåtain onïy ! åó yieïd ðore åy douåïinê the tenor. Ýhe æurùe at this óoint is the 
éïattest seen sinæe "  '. 

àhiïe a steeóeninê at the short end has reêuïarïy åeen aææoðóanied åy 
a flattening at the long end, the magnitude of the recent steepening and 
éïatteninê is surórisinêïy hiêh� åy historiæaï standards. 

Ëut what does the eûæeótionaï steeóness and éïatness at the resóeætiùe 
segments of the curve imply? The steepness at the short end suggests a high 
æonùiætion in the ðarket oé a steeó hikinê æyæïe. àhiïe reæent saùe¡haùen éïows 
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. Òs the ðarket åeinê too æoðóïaæent� 

Page 9

àhat does a ĥat US yieïd æurùe ðean éor åond inùestors�  
àhiïe êeoóoïitiæaï tensions are ïikeïy to iðóaæt êïoåaï åond ðarkets oùer the ðediuð terð� in the ïonê run it is óriðariïy driùen åy  æentraï åank óoïiæy� 
with the ðarket óriæinê in a éast óaæe oé norðaïisation. Òs the ðarket êettinê too eûæited�

Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation
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ÑÒSÝØÛâ SUÐÐESÝS ÝÑÊÝ EÒÐÑÝ ÏED ÑÒÔES àØUÕD ×ØÝ ËE EáÝÛEME 

Ê æïoser ïook at the "¡year yieïd in æoðóarison to óast hikinê æyæïe óatterns óroùides ðore insiêhts. Ýhe éorward rate æurùe 
óoints to a US óoïiæy rate oé "."%] in two¡yearsđ tiðe (equiùaïent to eiêht "%åó steós). Durinê the ïast siû æyæïes sinæe 
!)(#� the Ïed hiked åy "' åó (equiùaïent to !! "%åó ðoùes) in a two¡year óeriod. Eiêht "%åó hikes aóóears ðoderate åy 
æoðóarison. Ñoweùer� in ðost órior óeriods oé risinê rates� yieïds were suåstantiaïïy hiêher. Durinê the ïast suæh óeriod the 
Ïed hiked eiêht tiðes� with seùen oé theð oææurrinê in a two¡year tiðe éraðe. 

ØßEÛSÑØØÝÒ×Ð ÝÑE ÝÊÛÐEÝ

àhiïe eiêht inæreases are éar éroð aånorðaï� åased on óreùious hikinê æyæïes� the "¡year yieïd tends to oùershoot. 
Durinê the ïast siû æyæïes the yieïd oùershot the óeak in the óoïiæy rate åy around ( åó� on aùeraêe (see æhart). Ýhis 
iðóïies that oéten the ðarket éoreæast at ïeast three hikes ðore than oææurred� with the eûæeótion åeinê the era oé 
staêéïation in !)(  and !)(!. 

àhiïe the Ïed ðay stiïï ïiét the óoïiæy rate aåoùe "]� the æurrent óriæinê oé hikes iðóïies that the ðarket óuts a hiêher 
óroåaåiïity on a sæenario oé eûæessiùe inéïation uïtiðateïy éoræinê the US æentraï åank to adíust.  

àe haùe written in our óreùious óuåïiæations that the Ïed has drastiæaïïy æhanêed its æourse. Òt óreùiousïy was wiïïinê 
to ïet the eæonoðy run ēhotĔ� ïookinê throuêh a óeriod oé hiêher inéïation� to óroteæt the åroad reæoùery in the íoå 
ðarket. Ñoweùer� the narratiùe has æhanêed� oé ïate� to a ðore hawkish one� in atteðóts to stoó inéïation åeæoðinê 
ēentrenæhedĔ. Ênd with the ïatest inéïation readinês åeinê oùer ']� the æentraï åank is runninê aêainst tiðe. Ês suæh� it 
seeðs óïausiåïe that the Ïed is tryinê to éront¡ïoad hikes as ðuæh the êeoóoïitiæaï unæertainties and ðarket æonditions 
aïïow�  to keeó ïonê¡run inéïation eûóeætations anæhored. 

Ò×ÏÕÊÝÒØ× ÙUÕÕ´EÏÏEÌÝ

àhiïe the inéïationary æhaïïenêes éaæinê æountries ðiêht åe sïiêhtïy diééerent and are ïikeïy to åe iðóaæted åy the 
Ûussian¦Ukraine ærisis� the oùeraræhinê eðóhasis oé æentraï åanks seeðs to åe to óroteæt the eæonoðy� and 
æonsuðers� éroð ēentrenæhedĔ and eïeùated inéïation. 

This leads to the crucial question concerning the longer end of the curve: how far can long end yields rise? Historically, 
the ïonê end tried to antiæióate the terðinaï� or neutraï� rate éor the Ïed (the rate at whiæh the eæonoðy reaæhes trend 
êrowth without inéïation runninê away or aùoidinê deéïationary tendenæies). 

Ðuessinê this neutraï rate tends to åe ðore oé an art than a sæienæe� and is oéten onïy disæoùered at the óoint oé no 
return� éor instanæe� the reaïisinê that it had hiked one too ðany tiðes. Òn " !)� takinê the óoïiæy rate to ".%] óroùed too 
ðuæh éor the eæonoðy� and éinanæiaï ðarkets. Ýhis tiðe the rate ðarket iðóïies an eùen ïower terðinaï óoint� ïeadinê to 
the desæriåed éïatness in the æurùe. 
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Ìoðóarison oé the Ïedđs óeak óoïiæy rate� "¡year Ýreasury óeak yieïd� and ! ¡year Ýreasury óeak yieïd in ïast siû US 
rate-hiking cycles 

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
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ÌUÛßE SÑØàS Ò×ßEÛSÒØ×

Òn éaæt� the !¡year óroíeæted %¡year éorward rate is onïy !%åó hiêher than the æurrent sóot rate� whiïe the entire !¡year 
óroíeæted æurùe is inùerted (that is� when shorter¡terð yieïds are hiêher than ïonêer yieïds)� soðethinê that usuaïïy onïy 
oææurs durinê the ïater óhase oé a hikinê æyæïe� æïearïy not at the outset. Ýhis iïïustrates the ðarket eûóeætation that 
"."%] æouïd ðark the tióóinê óoint. 

ÝEÛMÒ×ÊÕ ÛÊÝE� ÝEÛM ÙÛEMÒUM

Êææordinê to ùarious studies� a suåstantiaïïy eïeùated hiêher terðinaï rate wouïd either require a ðuæh hiêher trend or 
equiïiåriuð êrowth� or the eûæessiùe staêéïation seen in !)( s. Ëoth sæenarios seeð ïess ïikeïy in our ùiew.

Ïurtherðore� hiêher ïeùeraêe ðeans that the eæonoðy is ïess ïikeïy to withstand rates suåstantiaïïy åeyond "."%]. 
Òn addition� the ðarket is redisæoùerinê the iðóortanæe oé hoïdinê ïonêer åonds durinê êeoóoïitiæaï unæertainties. 
Ñoweùer� the aêêressiùe hikinê eûóeætations� æoðåined with deóressed yieïds (ïeadinê to earïy staêe inùersion) at the 
ðediuð to ïonêer end� ïeaùes rooð éor ùoïatiïity. 

A reduction in monetary accommodation and increasing uncertainty over the long-term inflation path could lift the 
terð óreðiuð out oé neêatiùe territory. Ýhis� in turn� ðay sóark ðore ùoïatiïity at the ïonê end� óushinê yieïds at that 
óoint oé the æurùe� at ïeast teðóorariïy� hiêher. 

Ê óositioninê at the ðediuð óoint oé the æurùe� in æoðåination with ðoderate æredit eûóosure� seeðs ðore aóóeaïinê 
in this enùironðent. 

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

. 
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Ïinanæiaï ðarkets haùe åeen óartiæuïarïy ùoïatiïe this year. Ês inéïation æontinues to surórise� reaæhinê the hiêhest 
annuaï ïeùeï sinæe !)(" in the US� ïeadinê æentraï åanks are ðore éoæused on rate hikes than on deéendinê their initiaï 
ētransitoryĔ narratiùe. 

Øne oé the ðain questions ahead oé ðonetary tiêhteninê is how weïï wiïï equities óeréorð when rates are risinê� 

Ñistoriæaïïy� equities usuaïïy underóeréorð in the éirst æouóïe oé ðonths éoïïowinê the initiaï rate hike. Ñoweùer� they 
tend to åuiïd uó resiïienæe durinê the hikinê æyæïe and uïtiðateïy óeréorð reïatiùeïy weïï thereaéter (see Ïeåruaryđs 
Market Perspectives).

MÊÌÛØ U×ÌEÛÝÊÒ×Ýâ ÏÕÊÛES UÙ

Ònéïation unæertainty and the risk oé oùer¡aêêressiùe óoïiæy tiêhteninê are aðonê the ðain æonæerns on inùestorsđ 
ðinds. Ìouóïed with heiêhtened ðediæaï and óoïitiæaï risks� they raise douåts oùer the strenêth oé éuture êrowth. 
Ýhis is eæhoed in the US eæonoðiæ óoïiæy unæertainty (EÙU) indeû hittinê its hiêhest ïeùeï in Deæeðåer " "! (see 
æhart� ó!#).

Eùen thouêh óoïiæy unæertainty has aåated soðewhat this year� it has reðained eïeùated ïarêeïy due to inéïation¡driùen 
unæertainty around US ðonetary óoïiæy� and ðay æïiðå aêain on æurrent êeoóoïitiæaï eùents.

Êsset óriæinê theory suêêests that soðe oé these eééeæts shouïd aïready åe óriæed in� due to ðarket eééiæienæy. 
Êïthouêh the US EÙU indeû is not a órediætor oé éinanæiaï ærises� its ïarêest sóikes oææurred in "  !� "  (� and " " � 
durinê equity seïï¡oéés� and aæted as haråinêers oé éurther downside risk.
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Ëeyond diùersiĤæation� taiï¡risk hedêinê
Ùersistent uóward inĥationary óressures� a nearinê US rate¡hikinê æyæïe� as weïï as ðediæaï and êeoóoïitiæaï risks add to the risk oé sïower eæonoðiæ 
êrowth or an equity ðarket seïï¡oģ. Stayinê niðåïe� åeinê diùersiĤed� and æonsiderinê taiï¡risk hedêinê ðay åe the key éor óortéoïio resiïienæe in æoðinê 
ðonths.
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ÑEÒÐÑÝE×ED U×ÌEÛÝÊÒ×Ýâ ÌÊÕÕS ÏØÛ ÙÛUDE×ÌE 

The macro picture and outlook for equities remain positive in our view, as economies prepare to shift from pandemic to 
endeðiæ� as ÌØßÒD¡!) æoðes under ðore æontroï� and êïoåaï ðarkets reinteêrate. 

Ýhat said� we aæknowïedêe that a risk¡oéé reêiðe ðay ïast éor a whiïe� åeéore ðaæro unæertainty is resoïùed and equities 
reåound. Ês suæh� it ðay åe tiðe to æonsider hedêinê strateêies that æan ðitiêate the iðóaæt oé óotentiaïïy adùerse� 
eûtreðe ðarket ðoùes. 

Òn a tyóiæaï åaïanæed óortéoïio� equities reóresent the key êrowth driùer. Ýhe éïióside is that they eûóose inùestors to åoth 
ùoïatiïity and óotentiaï ïosses. Ìautious inùestors seekinê óroteætion aêainst equity drawdowns haùe three óoweréuï 
tooïs at their disóosaï ¢ strateêiæ diùersiéiæation� taætiæaï diùersiéiæation� and taiï¡risk hedêinê strateêies.

DÒßEÛSÒÏÒÌÊÝÒØ× ÏØÛ ÝÑE ÕØ×Ð ÛU× 

Ýhe éirst ïine oé deéenæe éor any óortéoïio is diùersiéiæation throuêh a struætured and diïiêent inùestðent óroæess. 
Ìraétinê a weïï¡diùersiéied óortéoïio is a key tenet éor inùestðent suææess and êrowinê weaïth oùer the ïonê terð. 

Øur strategic asset allocation (SÊÊ) is the åedroæk oé our inùestðent óroæess� and it reóresents the oótiðaï ïonê¡terð 
óositioninê in a ranêe oé asset æïasses. Ýhe SÊÊ desiên is êuided åy our inùestðent óhiïosoóhy� whiæh reùoïùes around 
the principles of long-term investing, wealth preservation, international multi-asset class diversification, and optimal 
risk¡return trade¡oéé.

Sóreadinê æaóitaï aæross diééerent asset æïasses æan heïó inùestors to naùiêatinê risks and keeó óortéoïio ùoïatiïity 
under æontroï. Ïor eûaðóïe� deùeïoóed êoùernðent åonds ðay earn staåïe and seæure inæoðe� and tyóiæaïïy óroùide 
óroteætion when equities tank. Meanwhiïe� æoððodities and other reaï assets usuaïïy oééer a hedêe aêainst risinê 
inéïation. 

Ñedêe éunds êenerate returns usinê dynaðiæ tradinê strateêies åy ïeùeraêinê eûóosures to equities and éiûed inæoðe� 
oéten åy the ðeans oé ïonê¡short strateêies and deriùatiùes. Ýhey æan staåiïise óortéoïio returns� and óroùide siêniéiæant 
diùersiéiæation åeneéits on aùeraêe. Õast� åut not ïeast� inùestors aåïe to aææeót soðe óortéoïio iïïiquidity� æan éind return 
and diùersiéiæation oóóortunities in a ranêe oé óriùate ðarkets. 
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Ýhe US EÙU indeû is a åusiness news¡åased indiæator that traæks êeneraï state oé the eæonoðy (hiêher ïeùeïs 
æorresóond to óeriods oé eïeùated ðaæroeæonoðiæ unæertainty)

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
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ÊÝÝE×UÊÝÒ×Ð ÌâÌÕÒÌÊÕ SàÒ×ÐS

Ðettinê the ïonê¡terð asset aïïoæation óoïiæy riêht is iðóortant éor suææesséuï inùestinê. Ýo aæhieùe that êoaï� the SÊÊ 
shouïd reéïeæt the åaseïine� ðost ïikeïy a éorward¡ïookinê sæenario whiæh åïends ùarious ðaæro¡éinanæiaï æonditions oùer 
åusiness æyæïes. Ês suæh� the SÊÊ reóresents an oótiðaï óortéoïio ðiû éor a disæióïined ïonê¡terð inùestor æaóaåïe oé 
ïookinê óast interðittent ðarket ùoïatiïity. 

Ìyæïiæaï ðarket êyrations and åouts oé eïeùated unæertainty æan resuït in óortéoïio ïosses. Ê taætiæaï asset aïïoæation 
(ÝÊÊ) and seæurity seïeætion óroæess is thereéore æritiæaï to êenerate aïóha and sheïter óortéoïios in downward¡trendinê 
equity ðarkets oùer shorter horiýons (three¡!" ðonths). 

ÝÊÊ deæisions aïter the oótiðaï ïonê¡terð asset aïïoæation ðiû to åetter aïiên óortéoïios with ðediuð¡terð eæonoðiæ 
sæenarios. Durinê óeriods oé ðarket stress� taætiæaï shiéts are neæessary to reduæe eûóosure to risky assets. Ïor 
eûaðóïe� reaïïoæatinê to deéensiùe and  ïow¡åeta equities. Ìredit risk æan åe reduæed åy ðoùinê eûóosure éroð ïower¡ 
to hiêher¡æredit quaïity. Øn a æross¡asset åasis� inæreasinê aïïoæation to saée¡haùen assets� ïike êoùernðent åonds� 
êoïd� the US doïïar� and Óaóanese yen� usuaïïy óroùides óortéoïio óroteætion. 

Òt is iðóortant to reæoênise that there is no uniùersaï reæióe éor an oótiðaï ÝÊÊ. Ês disæussed óreùiousïy� equity 
drawdowns suåstantiaïïy diééer in nature. Òt is neæessary to eûóïore� and understand� the óotentiaï iðóaæt oé ùarious 
ðaæro¡éinanæiaï éaætors on equity seïï¡oéés. Ñoweùer� this does not diðinish the iðóortanæe oé the ÝÊÊ as the seæond 
ïine oé deéenæe in a óortéoïio.  

àÑE× ÒÝ ÛÊÒ×S� ÒÝ ÙØUÛS 

Òn éast¡óaæed ðarkets� eûtreðe ðoùes æan oææur quiækïy. Moreoùer� when a ærisis hits� ïarêe neêatiùe íuðós in asset 
óriæes tend to æïuster� resuïtinê in equity ðarket drawdowns oé $ ¡% ]. Durinê suæh ðeïtdowns� ùoïatiïities and 
æorreïations rise sharóïy� and ïiquidity dries uó. Êt that óoint� ðany inùestors ðay ïook éor óroteætion åeyond the 
diùersiéiæation åeneéits oééered åy the SÊÊ and ÝÊÊ. 

Ýaiï risk hedêes� suæh as åuyinê óut oótions on the underïyinê (éor instanæe� a stoæk ðarket indeû that reóresents a 
åenæhðark éor the equity eûóosure in the óortéoïio)� are óeræeiùed as a hoïy êraiï durinê ðarket æorreætions and ærisis 
óeriods. Suæh hedêes óroùide the third ïine oé deéenæe in a óortéoïio� and the uïtiðate óroteætion oé weaïth.

Ýhe deðand éor taiï risk hedêes oéten óeaks when the ðarket is seïïinê oéé� whiæh æauses a sharó inærease in their óriæes. 

Downside óroteætion åeæoðes órohiåitiùeïy eûóensiùe óreæiseïy when inùestors need it the ðost. 

Ýhis is understandaåïe as systeðatiæ hedêinê with óut oótions ¢ a strateêy whiæh wouïd óroùide a óroteætion aêainst 
the taiï risk at aïï tiðes ¢ is rather eûóensiùe. Ïor eûaðóïe� a hyóothetiæaï strateêy that åuys and roïïs at eûóiration one¡
ðonth at¡the¡ðoney (ÊÝM) óuts on S�Ù %   wouïd haùe inæurred an aùeraêe æost oé aåout &.$] annuaïïy oùer the ïast 
two deæades (See æhart on óaêe !%).

Ñoweùer� saée¡haùen assets æan disaóóoint as weïï. Ìhanêinê ðaæroeæonoðiæ æonditions ðay iðóaæt æorreïations� 
óossiåïy diðinishinê their óroteætiùe óower. Moreoùer� saée¡haùen assets usuaïïy óroùide ïow inæoðe and reóresent a 
draê on óeréorðanæe oùer ïonêer inùestðent horiýons. Ês suæh� there is a trade¡oéé åetween óortéoïio return and risk. 

ēÝaiï risk hedêes� suæh as åuyinê óut oótions on the 
underïyinê...� are óeræeiùed as a hoïy êraiï durinê ðarket 
corrections and crisis periods”
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ÒÝđS ÊÕÕ ÊËØUÝ ÌØ×ßEáÒÝâ 

Ýhe key to unïoækinê eééeætiùe taiï risk hedêes is to reduæe the eûóosure to downside risk� åut aïso to ïiðit the hedêinê 
æosts. Òdeaïïy� a hedêinê óroêraððe shouïd êenerate ðore ðoney when a risk sæenario reaïises than they ïose 
otherwise. Ýhereéore� the åest æandidates éor taiï risk óroteætion are assets and strateêies that óroduæe æonùeû óay¡oéés. 

Øur quantitatiùe anaïysis indiæates that æash� US Ýreasuries� and our óroteætiùe óut oùerïay strateêy haùe óroùided 
ðost æonsistent óroteætion durinê the quarters when the S�Ù %   óïuððeted ðore than ! ]. Ðoïd� ðaæro hedêe 
éunds� and the ÓÙâÊUD eûæhanêe rate haùe aïso óosted óositiùe returns on aùeraêe in these óeriods� åut doinê so ðore 
inérequentïy (see æhart on ïeét¡hand side oé ó!&). 

Ëased on these resuïts� it is teðótinê to æonæïude that the óroteætiùe óut oùerïay is the åest taiï risk hedêe. Ñoweùer� this 
wouïd åe the wronê æonæïusion to reaæh� not ïeast due to the éoïïowinê two reasons.

Ïirst� the aùeraêe annuaï óeréorðanæe oé this strateêy sinæe "    (inæïudinê aïï ðarket reêiðes) is neêatiùe. Òn éaæt� it has 
the worst ïonê¡terð óeréorðer aðonê the seùen strateêies æoùered.  

Seæond� ié we aåandon the idea oé a systeðatiæ iðóïeðentation oé the óroteætiùe óut oùerïay� then the óeréorðanæe 
durinê equity down ðarkets wouïd åe worse than shown in the æhart. Suæh óeréorðanæe durinê stressed óeriods is 
óossiåïe onïy ié we haùe a systeðatiæ hedêinê óroêraððe� or ié the tiðinê oé the óuræhase is óeréeæt (or íust åeéore the 
equity æorreætion starts).  
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Ýhe æuðuïatiùe and roïïinê annuaï óeréorðanæe oé åuyinê one¡ðonth at¡the¡ðoney (ÊÝM) S�Ù %   óuts and roïïinê 
eaæh ðonth at the eûóiration� sinæe "   

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
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àÑE× ÙÛØÝEÌÝÒØ× ËEÌØMES EÛØSÒØ× 

Ýo understand åetter the iðóaæt oé inùestðent horiýon on the óeréorðanæe oé the hyóothetiæaï óut óroteætion oùerïay� we 
æaïæuïated the strateêyđs distriåution oé returns� sinæe "   � éor hoïdinê óeriods ranêinê éroð one to ten years (see æhart).

Ýhe aùeraêe return is neêatiùe� ranêinê éroð ¡&.$] to ¡'.#]� worseninê as the hoïdinê óeriod inæreases. Moreoùer� åeyond 
the éour¡year inùestðent horiýon� systeðatiæ åuyinê and roïïinê oé one¡ðonth ÊÝM S�Ù %   óuts has neùer deïiùered 
óositiùe returns. Ýhe short end oé the ēóeréorðanæe æurùeĔ oééers soðe hoóe� howeùer the disóersion oé returns is 
eûtreðeïy hiêh.
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Ýhe åest� worst and aùeraêe quarterïy óeréorðanæe oé seùeraï saée¡haùen assets and the óut oótion oùerïay strateêy 
(one¡ðonth ÊÝM S�Ù %   óuts) durinê óeriods when S�Ù %   ïost ðore than ! ]� sinæe "   . Êùeraêe returns éor 
the éuïï saðóïe (i.e. aæross aïï ðarket reêiðes) are reóorted in the óarenthesis on the û¡aûis

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Deæeðåer " ""
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Ýhe óeréorðanæe oé åuyinê one¡ðonth at¡the¡ðoney (ÊÝM) S�Ù %   óuts and roïïinê eaæh ðonth at the eûóiration 
over different holding periods, since 2000

Souræes� Ëïooðåerê� Ëaræïays Ùriùate Ëank� Ïeåruary " ""
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ÒS ÝÊÒÕ´ÛÒSÔ ÑEDÐÒ×Ð ÒÕÕUSÒßE� 

Ùut oótions are desiêned to óroùide a direæt hedêe oé the underïyinê asset or strateêy. Òn óraætiæe� they æan åe órohiåitiùeïy 
eûóensiùe� esóeæiaïïy ié used systeðatiæaïïy. Ñoweùer� taiï risk hedêinê with oótions is an attraætiùe aóóroaæh when 
iðóïeðented as a tarêeted strateêy.  

Êdðittedïy� our anaïysis ðereïy særatæhes the suréaæe oé an iðóortant toóiæ. Ïor eûaðóïe� one æouïd study the oótiðaï 
seïeætion oé ēðoneynessĔ and ðaturity éor óut oótions. Øótion strateêies� suæh as óut sóreads and æoïïars� æaïï oótions on 
ùoïatiïity indiæes� and æredit deéauït swaós� are aïso êood æandidates éor taiï¡risk hedêinê.

Ýhe key takeaway is that inùestors oéten éaæe a steeó risk¡return trade¡oéé when åuyinê óroteætion aêainst equity ðarket 
diós. Ýhis hiêhïiêhts the iðóortanæe oé a weïï¡diùersiéied óortéoïio aïonê a strateêiæ asset aïïoæation with soðe taætiæaï shiéts 
in the éirst óïaæe.

Authors: Nikola Vasiljevic, Zurich, Switzerland, Head of Quantitative Strategy; Lukas Gehrig, Zurich, 
Switzerland, Quantitative Strategist                           
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Many æountries and æoðóanies haùe ðade ēnet ýeroĔ1 commitments to 
aæknowïedêe their resóonsiåiïity� and intent to iðóede éurther æïiðate 
æhanêe åy reduæinê their êreenhouse êas (ÐÑÐ) eðissions. 

Ònùestors ðay åe askinê theðseïùes whether they shouïd� or æan� åe ðakinê 
similar commitments to align their portfolios with the Paris Accords goal of a 
net¡ýero æaråon eæonoðy åy " % .

Ês an indiùiduaï or éaðiïy� ié you want to suóóort the transition to a net ýero 
economy, the most direct approach remains to invest in companies providing 
æïiðate soïutions� as eûóïained in Øætoåerđs Market Perspectives.

Ñoweùer� these ùentures wiïï ïikeïy aææount éor a éraætion oé any inùestorsđ 
eûistinê� or éuture� óortéoïio. ×ot aïï æoðóanies wiïï driùe the transition ùia 
their óroduæts or serùiæes. Ýhat said� aïï åusinesses æontriåute to� and are 
aģeæted åy� æïiðate æhanêe� and the eģorts to adaót or ðitiêate its eģeæts. 

So what æan inùestors do� Ýhis artiæïe éoæuses on the ïikeïy ðaíority oé an 
inùestorsđ óortéoïio� eûóïaininê what a net ýero óortéoïio is� and why an 
inùestor ðiêht deæide to aïiên their óortéoïio in this way. 

U×DEÛSÝÊ×DÒ×Ð Ê ×EÝ ãEÛØ ÙØÛÝÏØÕÒØ

Like many aspects of this evolving field, there is no single agreed view of what 
æonstitutes a net ýero óortéoïio. Ør how to arriùe at one. 

Ýhe Ùaris Êïiêned Ònùestðent Ònitiatiùe starts to æïariéy what a ēÙaris ÊïiênedĔ 
portfolio means, stating that “implementing an investment strategy that is 
æonsistent with aæhieùinê the êoaï oé êïoåaï net¡ýero eðissions åy " % .Ĕ2 To 
understand that more clearly, and the implications for investors, the 
deéinition æan åe åroken down into two óarts.

×EÝ ãEÛØ ÊS Ê× ÊSSESSME×Ý

Having recognised the risks and opportunities around climate change and 
transition efforts, many have already started to account for climate change in 
their inùestðent deæision¡ðakinê. 

Ê net ýero æoððitðent has ðore sóeæiéiæ iðóïiæations to åe ēæonsistentĔ 
with the êïoåaï ÐÑÐ eðissions êoaï oé åeinê net ýero åy " % . Ýhis adds 
a comparative element for your decision-making and performance 
ðeasureðent. 

Understandinê the óathways to aæhieùe this êoaï at the ïeùeï oé æountries� 
seætors� and æoðóanies shouïd heïó to inéorð the deæision on how to inùest. 
Ýhose on or ahead oé these traíeætories ðay åe ðore attraætiùe (éroð a 
æïiðate óersóeætiùe) than those that are not. Ês weïï� assessinê the net ýero 
commitments against plans, and against the progress made to achieve them, 
éor these entities� æan heïó inùestors to íudêe æïiðate readiness� and ideaïïy to 
aæhieùe the net ýero êoaï to ïiðit êïoåaï warðinê to !.%C. 

As a result of this framing, portfolio temperature alignment methodologies and 
tooïs are aùaiïaåïe to assist inùestors with assessinê their óortéoïios aêainst an 
iðóïied teðóerature rise. 

Again, while variations in calculation methodologies and underlying challenges 
around issues� suæh as data quaïity� eûist� these óroùide a ēóeréorðanæeĔ 
ðeasureðent éor inùestors. Ýhe estiðated teðóerature oé óortéoïio 
hoïdinês enaåïes a siðóïiéied ðetriæ éor inùestors to understand their æaóitaïđs 
æontriåution to æïiðate æhanêe� or æoðóare inùestðent strateêies åased on a 
net ýero éraðinê. 
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Ñow æan you reåuiïd your óortéoïio to íoin the net ýero íourney�   
Ïind out how inùestors æan adíust their óortéoïios to ðake their own net ýero æoððitðents� æonsistent with æonstruætinê ēÙaris¡ÊïiênedĔ óortéoïios.

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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×EÝ ãEÛØ ÊS Ê ÙÛØÌESS 

Ëeyond assessðent� the aåoùe deéinition iðóïies that net ýero is a óroæess oé inùestinê� not on a óresæriåed set oé 
óortéoïio hoïdinês. Ëy ēiðóïeðentinê an inùestðent strateêyĔ inùestors haùe éïeûiåiïity on the aóóroaæh they take to 
aæhieùe net ýero. 

Most érequentïy� this ðeans tiïtinê óortéoïios either away éroð hiêh æaråon intensity seætors or æoðóanies� or toward 
ïower intensiùe ones. Êïready� inùestors æan use the æaråon éootórints� or quantiéiæation oé ÐÑÐ eðissions� on an 
aåsoïute or reïatiùe åasis� to inéorð these deæisions. Òðóïeðentinê a net ýero óroæess requires ðore aætiùe ðonitorinê 
and æïear deæision êuideïines aêainst the åaækdroó oé the êïoåaï transition� as weïï as inæreasinê eûóeætations to reduæe 
these eðissions. 

Ïïeûiåiïity in aóóroaæh aïso ðeans that your inùestðents ðay ùary æonsideraåïy. Ýo ðaintain a diùersiéied seætor 
aïïoæation éor a óortéoïio� itđs óossiåïe æaråon intensiùe seætors ðay reðain as hoïdinês. Êt the ðost eûtreðe end� éossiï 
éueï óroduæers æouïd åe inæïuded ié they haùe Ùaris¡aïiêned net ýero óïans3. àhiïe ïess ïikeïy� it does indiæate éor inùestors 
the iðóortanæe oé understandinê� or deéininê� the óaraðeters and óroæess to åe used. 

SÑØUÕD Ò×ßESÝØÛS ËE Ò×ÝEÛESÝED Ò× Ê ×EÝ ãEÛØ ÙØÛÝÏØÕÒØ� 

Ïroð a óureïy inùestðent standóoint� Ùaris¡aïiêned óortéoïios ðay heïó inùestors to aùoid risks or to êenerate aïóha. 

Êdditionaïïy� inùestors ðay haùe óersonaï� ethiæaï ùiews aåout æïiðate æhanêe. Õikeïy these wiïï åe around seætors or 
æoðóanies that êenerate the êreatest óroóortion oé ÐÑÐ eðissions. Ònùestors ðay not want to own or éund any oé 
these æoðóanies� êiùen ùiews aåout óast or óotentiaï æïiðate daðaêe ïinked to these orêanisations. Ýhen� diùestðent 
and¦or eûæïudinê these hoïdinês is an aææeótaåïe way to aïiên the óortéoïio to their óersonaï ùiews. Ïor the ðoðent� 
weđre éoæused on the inùestðent æase� rather than ethiæaï one. 

Ûeturninê to the éinanæiaï aiðs� the risk and reward oóóortunities wiïï åe êenerated åy the reïationshió oé óortéoïio 
hoïdinês to the iðóaæt oé æïiðate æhanêe� and the eééorts to address. Ýhis is ðost æïearïy seen throuêh sæenarios éor 
how sóeæiéiæ industries and æountries wiïï need to oóerate to aïiên with a net ýero eæonoðy.

Ês an iïïustration oé this� the Ònternationaï Enerêy Êêenæy has óuåïished ùarious sæenarios éor the enerêy eæonoðy and 
transition roadmaps4. Ìonsiderinê the sæenario oé ×et ãero Eðissions åy " %  (×ãE) showæases how net ýero 
scenarios can provide insight to investors5 (see æhart). 

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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àhen reùiewinê this sæenario� we æan see� éor eûaðóïe� the ×ãE suêêestinê that the annuaï instaïïation oé new 
renewaåïe eïeætriæity æaóaæity ðust trióïe åy " #  to ðeet net ýero êoaïs. Ør that åy " %  éossiï éueï deðand wiïï need 
to éaïï åy three¡quarters� to ïess than " ] oé totaï enerêy suóóïy. Ëut aïso� æurrent êoùernðent éundinê æoððitðents 
oé z"% åiïïion are insuééiæient to ðeet the z)  åiïïion thouêht to åe needed éor æïean enerêy innoùation.

Êóóïyinê siðiïar sæienæe¡åased sæenario anaïysis ïike these� inùestors æan use net ýero anaïysis to ïiðit óortéoïio 
risks and spot opportunities.

ēÊóóïyinê siðiïar sæienæe¡åased sæenario anaïysis...
inùestors æan use net ýero anaïysis to ïiðit óortéoïio risks 
and spot opportunities”
ÌØMMÒÝÝÒ×Ð ÝØ âØUÛ Øà× ×EÝ ãEÛØ ÓØUÛ×Eâ 

Ìïiðate æhanêe is inæreasinêïy åeæoðinê a key inùestðent éaætor éor óortéoïio æonstruætion� asset aïïoæation� and 
seæurity seïeætion. àhiïe there is no ēone¡siýe éits aïïĔ aóóroaæh to net ýero óortéoïios� the oùeraïï intent æan åe 
inæoróorated into any inùestorđs óortéoïio. 

Ìritiæaïïy� deæaråonisinê your inùestðents does not æhanêe êïoåaï eðissions� whiæh æan åe aææoðóïished åy éundinê 
æïiðate soïutions. Ñoweùer� it æan stiïï êenerate åeneéits éor your óortéoïio� and æontriåute to in a wider ðoùeðent to 
óroteæt our óïanet.

Authors: Damian Payiatakis, London UK, Head of Sustainable & Impact Investing
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Ýhis year êot oéé to a åuðóy start� with ðarket ùoïatiïity sóikinê in resóonse to surórisinêïy hiêh inéïation� and a 
óotentiaïïy ðore hawkish ðonetary óoïiæy resóonse. Ýhere is nerùousness aåout how eæonoðies ðiêht éare as 
interest rates rise. Ònùestors were aïso hit åy a sharó æorreætion in ðany teæh stoæks� as inùestors switæhed into ùaïue 
stoæks éroð êrowth ones� and ïarêe ðoùes in resóonse to earninês. 

Êddinê to the ērisk¡oééĔ sentiðent are ðountinê êeoóoïitiæaï risks� with the óossiåiïity oé� and now the reaïisation oé� 
arðed æonéïiæt åetween Ûussia and Ukraine æausinê ïarêe swinês in indiæes in reæent weeks. Êêainst this åaækdroó� 
there are aïso the æhaïïenêes oé the æoronaùirus óandeðiæ� whiæh æontinues to ïinêer (aïåeit with reduæed seùerity). 

Òn tiðes oé unæertainty� uneûóeæted and draðatiæ eùents æan ïead to ùioïent ðarket ðoùes. Soðetiðes they are 
short¡ïiùed� and the ðarket wiïï åounæe shortïy aéter. Ês suæh� ðarkets érequentïy oùerreaæt to news� at ïeast initiaïïy. 
For investors, having an awareness of these reactions and triggers – which seem to run counter to the efficient market 
hyóothesis ¢ æan heïó theð to naùiêate suæh óeriods åetter. 

EáÊMÒ×Ò×Ð Ò×DÒßÒDUÊÕ Ò×ßESÝØÛS 

Êææordinê to ðodeïs oé rationaï deæision¡ðakinê� indiùiduaïs ðake íudêeðents on the ïikeïihood oé eùents oææurrinê 
åased on a æonditionaï óroåaåiïity ruïe� whiæh is uódated êiùen new or additionaï eùidenæe. 

àhen æonsiderinê óuræhasinê an indiùiduaï stoæk� éorðinê a ùiew on the óroåaåiïity oé ðakinê a êain� åased on óast 
óeréorðanæe� and you reæeiùe news that aééeæts that óroåaåiïity� your åeïieés shouïd åe uódated with the éresh 
inéorðation� aóóïyinê an aóóroóriate weiêht to it. 

Ñoweùer� researæh in eûóeriðentaï ósyæhoïoêy suêêests that ðost óeoóïe oùerreaæt to uneûóeæted and draðatiæ 
news eùents. Òn reùisinê their åeïieés� indiùiduaïs tend to oùerweiêht reæent inéorðation and underweiêht órior data. 
Ýhis ùioïates a åasiæ statistiæaï órinæióïe ¡ that eûtreðeness oé news shouïd åe ðoderated åy æonsiderations oé 
óroåaåiïity� óeoóïe ðay ðake inùestðent æhoiæes åased on sðaïï aðounts oé data� iênorinê åase rate inéorðation. 

Øne reason éor this is the aùaiïaåiïity heuristiæ� a ðentaï ruïe oé thuðå that ïeads us to assiên ðore weiêht to eùents 
that are easier to reæaïï. Ýhe iðóïiæation éor inùestors is that in resóonse to uneûóeæted and draðatiæ news eùents� 
such as a geopolitical act of aggression, they may assign more weight to the event and its consequences versus 
history than they shouïd.
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Beware of overreacting to sudden, sharp market moves    
Many inùestors haùe a tendenæy to oùerreaæt to draðatiæ and uneûóeæted eùents� ïike short¡terð éaïïs in Ĥnanæiaï ðarkets. Ëeinê aware oé� and 
understandinê� how æoênitiùe åiases ðiêht aģeæt you æan heïó ïead to åetter ïonê¡terð inùestðent deæisions. 
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ÝÑE MÊÛÔEÝ ÒS MÊDE UÙ ØÏ ÝÑESE Ò×ßESÝØÛS

Ýhe theory oé eééiæient ðarkets suêêests that ðisóriæinês æaused åy indiùiduaï inùestor åiases shouïd åe aråitraêed away. 
Ñoweùer� ðarket sentiðent is the suð oé the ðood oé indiùiduaï inùestors� and thereéore� an indiùiduaïđs oùerreaætion ðay 
at tiðes åe seen in the oùeraïï ðarket� at ïeast in the short terð. 

Òn a seðinaï study oé ðarket eééiæienæy� researæhers eûaðined the question oé whether the ðarket oùerreaæts� and éound 
that the eðóiriæaï eùidenæe åased on ðonthïy inùestðent returns data was æonsistent with the hyóothesis that the 
ðarket does oùerreaæt. Ýhe eééeæt was éound to åe asyððetriæ ¢ it was ïarêer éor neêatiùe reaætions than óositiùe.

Êæadeðiæ ïiterature oóines that stoæk óriæe reùersaïs ðiêht åe due to short¡terð oùerreaætions to news� waùes oé 
uníustiéied oótiðisð or óessiðisð aåout éuture earninês� and éear and norðatiùeïy eûæessiùe risk óreðia� to naðe a éew. 

SE×ÝÒME×Ý ÌÊ× ËEÌØME EáÝÛEME

Ên iðóortant asóeæt in this disæussion is sentiðent� or the attitude oé inùestors toward a óartiæuïar seæurity or ðarket. 

Òn the saðe way as the  eûóerienæe that eûtreðe eðotions æan aééeæt how we see the worïd� so too æan that åe said 
oé the ðarket. Sentiðent oéten åeæoðes eûæessiùeïy åearish or åuïïish� and æan óroðót knee¡íerk resóonses éroð 
inùestors. 

Ìonùerseïy� ié sentiðent is ùery åearish� soðe ðay óay too ðuæh attention to neêatiùe news� and not enouêh to 
óositiùe eùents. Ýhose that take a ēåuy the dióĔ aóóroaæh to inùestinê� ðay see this as an oóóortunity. Êïternatiùeïy� 
sentiðent æan åe so åearish that inùestors æïinê to any óositiùe news� and eùen oùerreaæt to it.

Êdditionaïïy� as óreùious åuååïes and suåsequent ærashes haùe shown� these eóisodes æan åe seïé¡éuïéiïïinê� hiêhïiêhtinê 
the roïe oé eûóeætations in ðarket dynaðiæs. Ïeåruaryđs Market Perspectives showed that US æonsuðer sentiðent 
was at its ïowest ïeùeï sinæe the start oé the óandeðiæ� and its ïowest in a deæade. Ê ðonth on� it æontinues to weaken. 
Ùreùious trouêhs in sentiðent haùe éoïïowed ðaíor êeoóoïitiæaï shoæks� whiæh is a óossiåiïity deóendinê on how the 
situation in Ukraine eùoïùes. 

Ês we haùe óreùiousïy disæussed� stoæks do rise ðost oé the tiðe� and are ðore ïikeïy to rise ié there has íust åeen a seïï¡
oéé� ðakinê stayinê inùested a åetter strateêy than atteðótinê to tiðe the ðarket. 

.

EÊÛ×Ò×ÐS ÙÛØßÒDE Ê ÕØØÔ Ò×ÝØ ÝÑESE ËEÑÊßÒØUÛS 

Òðóïied ùoïatiïity is a ðetriæ åased on oótions ðarkets and æaótures the ðarketđs ùiew oé how ùoïatiïe a seæurityđs óriæe 
ðiêht åe in the éuture. 

Earninês announæeðents are eùents whiæh attraæt ðuæh interest as weïï as æonsideraåïe new data on indiùiduaï 
æoðóanies. Ïrequentïy� iðóïied ùoïatiïity sóikes åeéore earninês announæeðents and æoïïaóse aéter óuåïiæations as the 
unknown has åeæoðe known (see æhart). Ònterestinêïy� the aéter¡the¡éaæt reaïised ùoïatiïity is tyóiæaïïy ïower� hiêhïiêhtinê 
that unæertainty tends to åe oùeróriæed åy ðarket óartiæióants.
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Øùerreaætion is not ïiðited to one¡oéé eùents� it is aïso a éeature oé ðarket ðoðentuð. Ê study eûaðininê the 
diééerenæe åetween iðóïied ùoïatiïity and reaïised ùoïatiïity oé a stoæk éoïïowinê sharó óriæe ðoùeðents éound that 
éoïïowinê a éaïï oé at ïeast ! ]� iðóïied ùoïatiïity oé óuts eûæeeded the eû¡óost reaïised ùoïatiïity oé the underïyinê stoæk 
åy "%.#]. Ïor a óriæe droó oé at ïeast " ]� the ùoïatiïity diééerenæe was "'.%].

Øne eûóïanation êiùen éor the diééerenæe is that óut oótions åeæoðe oùeróriæed éoïïowinê eûtreðe reæent óriæe droós� 
due to the deðand êenerated åy óaniækinê inùestors. Ïoïïowinê óriæe rises� æaïï oótions åeæaðe siðiïarïy oùeróriæed. 
Ýhe rationaïe here is that inùestors åeæoðe oùerïy eûæited éoïïowinê sharó óriæe rises and åuy æaïïs to take adùantaêe oé 
antiæióated éurther rises.

ÊÛE âØUÛ Øà× ÛEÊÌÝÒØ×S ÙÛØÙØÛÝÒØ×ÊÝE�  

Ïor ïonê¡terð inùestors� it is iðóortant to resóond to ðarket eùents in a ðeasured and óroóortionate way. Ûeaætinê to 
short¡terð ðarket news ðay deùiate éroð ïonê¡terð êoaïs� and is a risk to åe æoênisant oé.  

Ëeïow are soðe questions that ðay åe worth æonsiderinê when éaæed with unsettïinê news� 

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

¬ Òs the eùent ïikeïy to haùe a ïonê¡ïastinê iðóaæt on ðy óortéoïio�

¬ Does ðarket sentiðent seeð eûæessiùeïy åuïïish or åearish�

¬ Êð Ò óïaæinê the riêht weiêht on this eùent� ùersus historiæaï data�

¬ Êð Ò æonsiderinê the óossiåïe oóóortunities as weïï as the risks�

ÏØÌUS Ø× âØUÛ ÕØ×Ð´ÝEÛM ÐØÊÕS

Ýhere is aïways unæertainty on the horiýon. Ýhis ðay ïead to news whiæh surórises� åoth on the uóside and the 
downside. Suæh eùents æan ïead to inùestor and ðarket oùerreaætion in the short terð. Eðotions óïay a surórisinêïy 
siêniéiæant roïe in inùestinê. Suææesséuï inùestinê requires inùestors to haùe an aóóreæiation éor� and æontroï oùer� 
their éeeïinês. 

Author: Alexander Joshi, London UK, Behavioural Finance Specialist 

Page 23

Ïoæus ¢ Ûeæession Equities Ïiûed inæoðe Úuant Ònùestinê sustainaåïy Ëehaùiouraï Ĥnanæe Multi-asset portfolio allocation

>>



Page 24

- = +
Cash and short duration bonds
Fixed income
Deùeïoóed ðarket êoùernðent åonds
Ònùestðent êrade åonds
Ñiêh yieïd åonds
Eðerêinê ðarket åonds
Equities
Deùeïoóed ðarket equities
Eðerêinê ðarket equities
Other assets
Alternative trading strategies
Commodities

ē¡Ĕ Denotes a æautious ùiew  
ē�Ĕ Denotes a neutraï ùiew  
ē�Ĕ Dentotes a óositiùe ùiew

ÌÊSÑ Ê×D SÑØÛÝ DUÛÊÝÒØ× ËØ×DS 

• Ðiùen the onêoinê unæertainty� and in order to ðanaêe óortéoïio risks� 
we ðaintain a óreéerenæe éor hiêher¡quaïity and ïiquid oóóortunities.

ÏÒáED Ò×ÌØME

• àe see onïy ïiðited oóóortunities in éiûed inæoðe

• àe ðaintain a sðaïï óreéerenæe éor deùeïoóed ðarket êoùernðent åonds 
as a hedêe aêainst óossiåïe ðaæroeæonoðiæ ùoïatiïity

• Òn æredit� we óreéer the hiêher quaïity seêðent� aïthouêh� as sóreads 
haùe reæoùered reðarkaåïy éroð their hiêhs� our risk åudêet is aïïoæated 
towards equities

• Òn hiêh yieïd� seïeætion is key� and our eûóosure is ïow� êiùen the tiêhtness 
oé sóreads. àe óreéer hiêh yieïd and eðerêinê ðarket (EM) hard æurrenæy 
deåt oùer EM ïoæaï æurrenæy deåt� æonsiderinê the risk éaæinê their 
eæonoðies and æurrenæies.

EÚUÒÝÒES

• àe åeïieùe that equities reðain reïatiùeïy ðore aóóeaïinê than åonds in 
the current environment

• âet� we reðain hiêhïy seïeætiùe in our aïïoæation

• Òn ïine with our ïonê¡terð inùestðent óhiïosoóhy� our óortéoïios reðain 
geared towards high-quality, cash-generative, and conservatively-
æaóitaïised åusinesses

• Ês a éunætion oé our åottoð¡uó seïeætion� we æurrentïy see ðore 
opportunities in developed market equities compared to their emerging 
óeers.  

ÊÕÝEÛ×ÊÝÒßE ÝÛÊDÒ×Ð SÝÛÊÝEÐÒES ·ÊÝS¸

• Ýhere are a ïiðited nuðåer oé oóóortunities in the ÊÝS sóaæe� as the æost¦
åeneéit trade¡oéé æan åe æhaïïenêinê

• Øur éoæus is on strateêies oééerinê diùersiéiæation åeneéits thanks to their 
ïow¡æorreïation to equity ðarkets.

ÌØMMØDÒÝÒES

• As a risk-mitigating asset, gold remains the only direct commodity 
eûóosure we hoïd in óortéoïios

• Ïroð a óortéoïio ðanaêeðent óersóeætiùe� we åeïieùe our risk åudêet is 
åetter sóent outside oé the asset æïass.

Author: Julien Lafargue, London UK, Chief Market Strategist

Multi-asset portfolio allocation    
Ñere are the ïatest asset aïïoæation ùiews oé Ëaræïays Ùriùate Ëank within the æonteût oé a ðuïti¡asset æïass óortéoïio. 
Øur ùiews eïsewhere in the óuåïiæation are aåsoïute and within the æonteût oé eaæh asset æïass. 
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