Outlook 2022 – Q2
Our investment views
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Calendar of events 2022
April 10 - French presidential election first round
April 14 - ECB monetary policy meeting
April 24 - French presidential election second round

October 02 - Brazilian general election
October 27 - ECB monetary policy meeting
October 30 and 31 - G20 summit

May 03 and 04 - Fed FOMC meeting
June 09 - ECB monetary policy meeting
June 14 and 15 - Fed FOMC meeting

November 01 and 02 - Fed FOMC meeting
November 07 and 18 - COP 27 - Sharm el-Sheikh
November 08 - US Midterm election
November 21 to December 18 - 2022 FIFA World Cup

July 21 - ECB monetary policy meeting
July 26 and 27 - Fed FOMC meeting

December 13 and 14 - Fed FOMC meeting
December 15 - ECB monetary policy meeting

September 07 - Brazil bicentennial Independence
September 08 - ECB monetary policy meeting
September 11 - Swedish general election
September 20 and 21 - Fed FOMC meeting

Summary
Economy

Bonds

The war in Ukraine and the sanctions against
Russia are having many repercussions, particularly in Europe, where inflation is expected to
remain high and growth to slow.

There has been a significant increase in volatility on long-term rates. After being crushed
at the start of the Ukraine invasion, they have
returned to their initial levels. Where direct lines
are concerned, we have increased our investments where issuers show quality balance
sheets despite this though environment.

Equities
The geopolitical and economic consequences
of the Ukrainian crisis have severely reduced
visibility with respect to equities. As a result,
we have moved our allocation from overweight
to underweight.

Alternative investments
Commodity strategies and Global Macro funds
are performing well, whereas long/short equity
strategies are not. This is likely to continue as
long as inflation rises, and the war carries on.

3
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INFLATION EVOLUTION
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In this document, we will share
with you our views and investment
recommendations for the second
quarter of 2022.
The images of 24 February 2022 will stay with
us forever. Despite the scale of Vladimir Putin’s
military manoeuvres over the past year on the
Ukrainian border, the scenario that is currently
unfolding before our eyes seemed difficult to
imagine until recently for most observers.
But the war is real. And we are now witnessing
a crisis that has sent more than three million
refugees on the road in less than a month.
Beyond the humanitarian tragedy, this conflict is
taking place during a time of high inflation, and
its consequences limit our short-term visibility.
In order to gain a better understanding, we will
try to focus on the various possible scenarios,

but also on the economic and financial
consequences of the conflict and the position of
the central banks.
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The war in Ukraine: what are
the scenarios?
The conflict between Ukraine and Russia is
causing instability for two reasons. The first is
the violence of the threats made by Vladimir
Putin and his entourage. This language, which is
widely repeated in the media, reflects the level
of tension generated by the situation. It also
suggests the worst in the event of a confrontation between Russia and NATO. The second
reason is an economic one. Firstly, because
the sanctions imposed by Western countries
are unprecedented, although it is still difficult
to measure their impact. Secondly, because
Russia and Ukraine export many commodities

related to energy, industrial metals, and grains.
Many experts have already spoken about wheat,
which many countries are extremely dependent
on. The direct consequences of these events
are soaring prices on the commodity markets.
At a time when we are already experiencing
high inflation, if this sudden rise continues, it
could lead to a recession that central banks will
find difficult to manage.

Scenario one: Escalation of tensions
and widening of the conflict

troops in the east of the country portends a
lasting conflict

This scenario is the least likely of all. NATO has
reaffirmed that it does not wish to enter into
direct conflict with Vladimir Putin. The organisation is also very careful to stay within certain red
lines. In this context, it has repeatedly expressed
its refusal to establish a no-fly zone in Ukrainian
airspace. This decision would undoubtedly lead
to a major escalation. But neither side seems to
want that to happen.

Scenario two: Stalemate and
increased sanctions

If the Ukrainians continue to stand up to Russia
and there is no ceasefire between the warring
parties, the conflict may well reach stalemate.
Russia would then continue its bombing strategy
to make the people comply, with the humanitarian consequences that we know. The West would
then impose new sanctions, including a probable embargo on Russian energy products. The
consequences would be soaring prices and
inflation under increasing pressure, with a risk
of shortages. This is the scenario that seems
the most likely despite the positives comments,
from both sides, which suggest a possible
exit from the crisis in what we hope will be
near future. The recent consolidation of Russian

To understand the situation and prepare portfolios for future events, several scenarios should
be considered.

Scenario three: De-escalation

In this scenario, Ukraine and Russia would
agree on a ceasefire and engage in constructive discussions. At the end of March, this issue
seemed to take shape with the declarations of
the Ukrainian president evoking the possibility
that his country would not join NATO against
security guarantees. This option would be in line
with the neutrality status demanded by Moscow,
but as we can see, discussions are still fragile.
We estimate today that the probability of this
scenario is 40%, the second one is closer than
50% because the recent events suggest possible long and difficult negotiations. Lastly, we
consider the first scenario as unlikely.
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What consequences would the
various scenarios have on the
economic system?
The three scenarios outlined above
have different consequences. They
do not therefore lead to the same
positioning in the portfolios.
The impact of the first scenario would obviously be very negative, although it is difficult
to imagine. However, as it is very unlikely to
happen, we will instead focus on the other two
eventualities.

Stalemate

Although it appears less dramatic than the
first scenario, the possibility of stalemate
in the conflict would have many direct and
indirect consequences, especially for the European Union, whose energy mix is 69% fossil
fuel (36% oil, 22% gas and 11% coal). In total,
energy imports from Russia account for 30%
of the energy supplied within the EU. Its energy dependence is therefore significant. In the
event of a shutdown or embargo on hydrocarbons, the price of these raw materials would
soar, and Europe could face power cuts. Russia
and Ukraine also export other commodities.
The two countries alone produce 40-50% of
neon, an essential element in the manufacture
of semiconductors. We should remember that
during the Donbass crisis and Russia’s annexation of Crimea in 2014, the price of neon soared
by 600%. Russia and Ukraine are also major
exporters of wheat. More than 30% of the world’s
wheat comes from this region, which supplies
much of the Middle East and North Africa. As a
reminder, the increase in wheat prices in 2011
was one of the triggers for the Arab Spring.
Given that the levels reached in 2022 will be
much higher than the increases back then, this
factor represents a significant risk. Russia also
exports 40% of palladium, a metal used in the
automotive industry to make catalysts. If the

conflict carries on, the destruction of specific
infrastructure and the implementation of embargoes would cause a colossal reduction in supply
in this area.
The upward pressure on prices would be very
significant at a time when inflation is already
high (7.9% over the past year for the US; 5.6%
for the EU). Inflation would therefore be too high
to maintain positive growth in Europe, which
could lead to a major recession. Companies’
performance would drop dramatically, causing a downturn in financial markets. Eventually,
however, inflation would fall, impacted by the
decrease in demand.

De-escalation

The third scenario is the least negative of all. If
a de-escalation were to happen before the end
of the spring, this reduction in tension would
limit the risks. Nevertheless, growth in Europe
and the US would remain under pressure due to
rising inflation. European growth could even be
temporarily negative.
US growth would still be in positive territory,
even if revised downwards. In this case, inflation
should reverse its trajectory, as lower growth
will de facto lead to lower prices. In this context,
company growth should remain positive and
risky assets should continue their recovery. It
should be noted that if the negotiations drag on,
strong episodes of volatility are possible. This
poses an additional difficulty for central banks,
which will not have the same room for manoeuvre as during the COVID-19 crisis.
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How are the central banks
positioning themselves?
US FED FUNDS TARGET RATE
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The context of high inflation is putting
central banks to the test, particularly
in the United States.
Unlike the ECB, the Fed has a dual mandate. It
is the guarantor of price stability but must also
ensure a strong labour market. There are two
reasons why the Fed took so long to normalise
its monetary policy: firstly, in order to ensure
that the labour market could absorb the reversal of its policy, and secondly, because inflation
is not only caused by excess demand, but also
by an inability to meet supply. For the Fed, the
war in Ukraine has come at a bad time. The
central bank can no longer delay its normalisation, as inflation levels are too high to continue
with an accommodating policy. Moreover, the
conflict is likely to push prices even higher.
Normalisation is therefore the direction taken
by the Fed, which raised its key rate by 0.25%
in March; this rate is expected to be raised six
more times in 2022 to reach between 1.75%
and 2% by the end of the year. The market
reacted positively to this announcement, as

expectations were for a double increase in
March and seven consecutive increases by
2022. So despite the crisis, the Fed is sticking
to its guns for now. Recent statements tend to
confirm a 50 bps rise at the next meeting in
May and a faster than expected reduction in
the Fed’s buyback.
On the other side of the Atlantic, the last ECB
meeting was enlightening. Before the invasion
began, the market expected the Central Bank
to raise rates in October 2022. Then, after the
start of the war, expectations were for March
2023 and ultimately went back to December
2022. Finally, the ECB announced that it would
discontinue its easing programme sooner than
expected by reducing its purchases more
sharply. So the war and the resulting fears
of inflation have changed the trajectory of its
monetary policy. If central banks cannot intervene to ease financial conditions, European
governments could help to cushion the blow.
However, the lack of visibility remains strong
and volatility high. The events therefore call
for caution.
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Asset allocation
S&P 500 DIVIDEND YIELD VERSUS US 10 YEAR TREASURY YIELD
3.50%
3.00%
2.50%
2.00%
1.50%
1.00%
0.50%
0.00%

S&P 500 Dividend Yield

US 10 Year Yield

Equities
Equity markets have had one
of the worst starts to a year in
their history.
At its lowest point, the S&P 500 was down over
12%, the Stoxx 600 15%, and the SMI over 13%.
The MSCI China was down over 30%. The war
in Ukraine, high inflation, and the resurgence of
COVID-19 in China were the main catalysts for
this decline. In addition, stock turnover - from
growth to value - is the highest it has been since
the start of the pandemic.
These factors not only have an impact on prices and investor confidence; they also have
concrete effects on corporate earnings growth.
It is therefore difficult to see any fundamental improvement in equities in the short term at
this time. For this reason, we have decided to
reduce our equity exposure from overweight
to underweight. Until we have more visibility

regarding the situation in Ukraine, it is difficult
to be optimistic with respect to this asset class.
If the discussions become more concrete, risk
could be added to portfolios, but it is still too
early to do this. We are also keeping an eye
on the performance of equity markets in China.
Indeed, the authorities have at last announced
strong support measures for the economy,
which have had an immediate effect on equities, despite the rise in COVID-19 cases. As a
result, we may reduce some of our exposure to
emerging markets and increase our exposure to
Chinese equities during the quarter. Depending
on the evolution of the pandemic.
On the other hand, we have not changed our
sector preferences from last quarter within our
direct lines. We have maintained our overweight
call on energy, healthcare, and financials.
Where these direct lines are concerned, we do
not wish to divest from companies with strong
balance sheets and pricing power.

8

• Activity within the equity
allocation
Within the Swiss, Euro, and World
Line portfolios, we have reduced
our equity exposure by reducing the
weight of the Capital Group
New Perspective Fund.
We have not changed our opinion on the quality
of this fund, but its beta with the MSCI All Country
World is close to one. It therefore faithfully follows
market fluctuations and allows us to easily
manage the risk of the equity allocation of the
portfolios. We moved from overweight to neutral
in the first week of March and then from neutral to
underweight on 18 March. Here is the concrete
impact on the equity weighting in the various
profiles:

•
•
•

Conservative Profile: from 32.2% to 29.2%
Balanced Profile: from 51.5% to 46.6%
Dynamic Profile: from 82.5% to 74.7%

We have therefore increased the cash weighting, which now represents between 12 and 18%.

We also performed an arbitrage within our
funds by selling the Alliance Bernstein International Healthcare fund and buying the iShares
S&P 500 Energy fund. Energy stocks should
continue to outperform, especially in the US,
whereas healthcare stocks have not sufficiently
cushioned the market downturn.
Concerning direct lines, we averaged the positions Meta Platforms (Facebook). This stock
suffered especially during the correction, but
we are sure of its business model. We therefore
decided to realign the weighting to return to the
initial position.
We also took profits on Cheniere Energy, which
has achieved a performance of 32% since
the start of the year. The company distributes
liquefied natural gas in the US, Europe, and
Asia. The conflict in Ukraine has led to fears of
a Russian gas shortage, and the price surge
has boosted the stock. We therefore believe it
is reasonable to take profits today in order to
restore the position to its original weighting.
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Bonds
Bonds suffered at the start of the year. Rapidly rising inflation pushed up sovereign yields,
causing US 10-year bonds to rise from 1.53%
to 2.24% and German bonds from -0.18% to
0.40%. The start of the war in Ukraine dealt a
second blow to bond prices as credit spreads
widened. However, bonds are holding up well

compared to equities. We therefore maintain our
confidence in the issuers we hold in our portfolios, despite inflation and the risk of recession.
The issuers in question have healthy balance
sheets and current yield levels represent an
opportunity.

GERMAN 10 YEARS YIELD VS US 10 YEAR YIELD
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• Activity within the bond
allocation
World Line Mandate
We have sold the bonds remaining in the Dynamic profiles by selling the Lombard Odier Asia
Value Bonds and Pictet Global Emerging Debt
funds. We also reduced the US High Yield in the
Balanced profiles. The Pictet Strategic Credit
fund was sold in the Fixed Income, Conservative and Balanced profiles as it held up well
during the widening of the credit spread, but
we looked for more opportunities in some direct

lines. Furthermore, the aim of these transactions
is to free up cash until there is a more favourable
environment in which to deploy it. Within direct
lines, we decided to sell the Gunvor bond as the
trading company deals a lot in Russian oil. On
the other hand, we have increased the weighting of certain bonds such as the perpetual 4.50%
Credit Suisse and the 3.73% British American
Tobacco 2040.
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Swiss Line management mandate
As far as the funds are concerned, we carried
out the same transactions as for the World Line
mandates. We also reduced the weighting of the
Pictet Chinese Local Currency fund to take the
profits generated since the beginning of the year.

In direct lines, we increased the weighting of
perpetual bonds such as the 3.0% Credit Suisse
and the 3.375% UBS, as the yields are currently
very attractive.

Sector

Weight
on 28.12

Weight
on 28.03

Change

Communication services

0.00%

0.00%

0.00%

Consumer Discretionary

4.86%

4.58%

-0.28%

Consumer Staples

19.86%

19.67%

-0.19%

Energy (OW)

-

-

-

Financials (OW)

18.14%

19.55%

+1.41%

Healthcare (OW)

34.48%

35.51%

+1.03%

Industrials

9.80%

8.76%

-1.04%

Georg Fischer

We like Georg Fischer because it is well managed and is one of the preferred
company of the consensus in the sector. The company is specialized in the
auto components conception and production.

Information Technology

4.77%

4.68%

-0.09%

Logitech

Logitech was one of the best companies to play during Covid lockdowns. Its
products are among the bests in the market and the company benefits from
structural trends like gaming and home office.

Materials

8.09%

7.26%

-0.83

Real Estate

0.00%

0.00%

0.00%

Utilities

0.00%

0.00%

0.00%

New

Exited

Rationale

UBS

We introduced UBS as the stock is trading at low valuation and the
consensus is optimistic on the upside potential of the share price.

Alcon

Both companies are really interesting as long-term investments. Alcon and
Lonza are well managed, and their expected growth should continue to
support the price dynamics.

Lonza
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Euro Line Management Mandate
The transactions carried out in bond funds in
the World Line and Swiss Line mandates were
replicated in the Euro Line mandates. We also
carried out transactions on the direct lines. We
decided to sell the 3.875% Trafigura 2026 bond.
As Gunvor seems to be in the same situation

as Trafigura, we prefer to remain cautious. On
the other hand, we increased the weighting
of the 2.5% Renault 2028 bond, as the yield
is attractive, and the French government will
certainly support the manufacturer in the event
of problems.
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Alternative investments
Given the current situation, alternative investments may well succeed. This is shown by the
Frere Hall fund, which has achieved a performance close to 30% since the start of the year.
However, over the same period, long/short equity
strategies have been struggling. We must therefore act with caution. With this in mind, we have
decided to put in sell our entire position in the
Prima Capital fund at the end of 2021. We are
thus increasing our cash position with the expectation that we will be able to redeploy this cash

in strategies that are adapted to this very volatile
situation. It should be noted that carbon credits
suffered in the first quarter. The reason for this is
the extreme rise in the price of fossil fuels. This
increase reduces the demand for carbon energy, which mechanically reduces the need to buy
carbon credits. The Kraneshares Global Carbon
Strategy fund is down 8% for the year. However,
we will not reduce our position in this regard, as
there should continue to be strong demand for
this credit in the medium term.

Conclusion
As inflation stands, the geopolitical and macroeconomic consequences of the war in Ukraine
should continue to cause volatility throughout
the year.
As you will have understood, this situation limits
our visibility, but we are no less vigilant in staying on track and getting through this difficult
period with you. Given the uncertainties, we are
choosing to be cautious in order to reduce the

risks, while waiting for a concrete sign of calm to
reinvest part of our cash.

Dominique De Riaz
Chief Executive Officer
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Asset allocation

World Line Conservative
UNDERWEIGHT

EQUITY
Global equities
Emerging markets equities
Domestic equities
Small cap equities

FIXED INCOME
Government bonds
Inflation linked bonds
Corporate credit (US)
Emerging markets bonds
High yield bonds
Convertible bonds
ALTERNATIVE
INVESTMENTS
Metals
Alternative funds

CASH

Based on 12-month forecasts

SLIGHTLY
UNDERWEIGHT

NEUTRAL

SLIGHTLY
OVERWEIGHT

OVERWEIGHT

EU Ecolabel

www.telomere.ch

