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Calendar of events 2022
October 27 - ECB monetary policy meeting 

November 01 and 02 - Fed FOMC meeting
November 07 and 18 - COP 27 - Sharm el-Sheikh
November 08 - US Midterm election 
November 15 and 16 - G20 summit
November 21 to December 18 - 2022 FIFA World Cup 

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

Economy 
The war on inflation is raging and is spread over 
a good number of countries. The accompanying 
rise in rates is rapid and its effects upon the 
economic cycle are now visible. This slowdown 
comes with a dual uncertainty: uncertainty about 
its effectiveness against inflation, uncertainty 
about the depth of the slowdown. These are the 
main risks for the quarter.

Equities 
Equities have been disrupted by the rise in 
rates, giving investors a painful reminder that 
they are enduring. Expectations for growth in 
results have stayed on track: the depth of the 
economic slowdown will tell us if they are right 
or not; if it were to continue, we could still see 
additional stress on the overall market.

Bonds 
The rise in rates will have cost bond investors 
like never before in the last thirty years. Whilst we 
think a substantial part of the size of the tighten-
ing seems to be integrated into the short rates, the 
credit spread for the time being do not indicate 
a profound slowdown – here again, let’s keep an 
eye on the leading indicators of this slowdown 
to judge the price of corporate bonds during  
the quarter. 

Alternative investments 
In these markets that continue to be surprising, 
we are keeping our allocation in uncorrelated 
alternative assets. We are retaining an inter-
est in diversifying solutions and are keeping a 
substantial cash position so as to be able to 
seize opportunities when there is an upturn in 
positive signals.

Summary
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glimpse of the collateral victims of this war on 
inflation: the rise in the rates necessary in order 
to curb inflation now spinning its web alongside 
demand has been costly for shares, bonds and 
commodities – very costly.

Almost none of the classes of assets have 
been spared in 2022; rates have been pushed 
to their limits which has led to a division of the 
valuation multiples across all classes of assets, 
with the exception of commodities and energy. 

The assets most at risks, such as bitcoin, are 
posting losses of more than 50%, but even the 
60/40 portfolio considered as moderately risky 
is on track for one of its worst performances 
since the Great Depression.

The fourth quarter should see the second act 
of this fight against inflation: the rises in rates 
in the United States are slowing down its 
economy and the scarcity of Dollar liquidity 

From inflation to slowdown – a difficult 
year end

In 2022 financial markets are learning an 
important lesson in monetary policy. Whilst 
the central banks were historically perceived 
as a source of support in the financial markets 
– such as the large interventions by Ben 
Bernanke in 2008, Mario Draghi in 2012 or 
more recently the essential pivot of the Fed  
(US Federal Reserve) in 2020 by Jerome Powell 
– all of this was made possible only by the fact 
that inflation had ceased to be a problem. 

With inflation under control, the central banks 
were able to go beyond their role and finally 
give the impression of collaborating actively 
with the States – at the price of sometimes being 
accused of having lost their independence. 

All of this now seems a long way off: the war 
on inflation is raging and has been actively 
shaping the performance of the asset classes 
that make up the bulk of investors’ portfolios for 
three quarters. The third quarter has given us a 
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Performance of different classes of assets in 2022 (as of 30.09)

Graph 1 - Source: Lombard Odier Investment Managers, Bloomberg
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is slowing down the rest of the world. The 
European Central Bank has followed the Fed’s 
lead with some delay: the economy must slow 
down and, and let’s face it, we are not going 
to get rid of 10% inflation with a “technical” 
recession. Demand, which for the time being 
has remained unfailingly solid, will have to 
slow down considerably over the next few 
quarters, and this slowdown is a scenario 
that the markets are struggling to reflect. The 
central banks are exasperated with it and 
this antagonism between the markets and 
the monetary authorities could push them to 
intensify their war by multiplying the rate rises. 

The harbingers of this scheduled recession 
for the moment remain pencilled in with 
consumption that remains decidedly resilient, 
but whether it concerns Q4 or Q1 next year, it 
is at our very gates. How to negotiate this curve 
when we are already caught up in a mad year?

Consumption, the anchor point  
of the cycle
The American Federal Reserve delivered its first 
rate rise in March 2022. Starting with a simple 
rise of 0.25%, the Fed subsequently continued 
its programme of monetary tightening at pace: 
a 3% rate rise, delivered in 5 separate rises, 
namely an average rise of 60 Basis Points per 
meeting, something never seen in the three 
previous decades. 

It is estimated that a rise of 1% in interest rates 
in the United States generates a destruction 
in economic growth of the order of 2% in the 
following four quarters. The 3% rate rises should 
therefore lead to an overall removal of 6% from 
the growth of the country between March 2023 
and March 2024. 

This slowdown process should already have 
been seen in the country’s consumption figures 
and by the rest of the world given the systemic 
importance of the country. And yet, American 
consumption has increased by 1.3% in the first 
quarter, by 2% in the second quarter and is 
expected to be 1.4% for the third quarter: is there 

Performance of different classes of assets in 2022 (as of 30.09)
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really an anomaly in the American consumer? 
The consequences of an economic miracle 
should not be read into this: this only concerns 
the consequences of activist fiscal and mone-
tary policies in 2020 and 2021. To be convinced 
of this, it is enough to observe Graph 2. This 
Graph compares the extent of the budget deficit 
(in terms of Gross Domestic Product) accumu-
lated between 2020 and 2021 and the surprise 
in inflation that 2022 reserved for us. Two essen-
tial conclusions may be drawn from this graph. 
Firstly, inflation is not a global problem. Whilst 
the United States and Great Britain are facing 
inflation that is higher than expected, countries 
like Switzerland and China are not facing the 
same situation. The second point arises from 
the first: 

If we are all confronted with the 
same problem of costs (with almost 
a structural change) but we do not 
all have the same final inflation, 
this is because inflation does not 
come along with the supply but from 
demand that is fiscally stimulated. 

This explains the aggressiveness of the central 
banks: combating inflation with demand is their 
mandate, and they have been slow to see the 
size of the problem.
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The multiple fiscal aids have led to a distribu-
tion of money that defies the imagination even 
of its greatest supporters: in the United States 
for example, the Treasury has sufficiently 
distributed aid such that its budget deficit has 
attained 27% of its Gross Domestic Product 
(GDP), namely – for an order of size – about 10 
times the Maastricht criteria or even 15 years of 
growth of future GDP. All of this money has not 
been spent and an approximate account can be 
produced, presented in Graph 3. 

The growth in the wealth of American house-
holds is unprecedented and was concentrated 
in 2020 and 2021. Since then, several factors 
have participated in its drawback, connected as 
a whole with the increase in prices: the increase 
in the cost of living on the one hand, and the 
decline in the media in which this money was 
invested on the other hand. 

The price of goods and services has increased 
more quickly than salaries overall, exceeding 
the strict framework of the United States.

Excess saving in the firing line
Subsequently, the costs of financing have 
increased with the rate rises: financing a house 
purchase in the northern hemisphere is more 
expensive today than a year ago. 

Lastly, numerous investment  
vehicles used to grow these  
savings, whether it be crypto-
currency, shares or bonds,  
have fallen by up to 50%. 

All of these factors mean that this saving is now 
only 7% above its 2019 level. The phenome-
non that protected American consumption up 
until now is coming to an end, and this indi-
cates the intention of the central banks: 10% 
inflation cannot be got rid of simply by moder-
ating demand.
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Don’t save the growth soldier 
This slowdown in demand is the main instrument 
used by the central banks to curb the galloping 
inflation that we are currently experiencing. We 
must understand to what degree the slowdown 
that is being experienced today worldwide is 
programmed by our central banks: the ques-
tion is now whether sufficient attention has been 
paid to them. 

It is essential to have a good understanding that 
even though it has up until now been a question 
of the case of the United States, this monetary 
phenomenon is global and the slowdown even 
more general in view of what is currently happe-
ning in China. Graph 4 shows the development 
of the nowcasting indicators following growth 
in the three large economic zones: The United 
States, China and the Euro zone. 

These indicators are easy to read: they vary 
between 0% (very weak economic conditions) 
and 100% (very strong economic conditions). 

The three zones are now seeing  
their respective indicators go  
beyond 50% and in the case of  
China and the United States  
beyond the limit separating  
recession and growth (45%). 

It is fruitless to anticipate a change of direction 
in monetary policy based on these indicators: 
yes, the slowdown is accelerating to the point 
of disrupting the results of companies in the 
course of the coming seasons for announcing 
results but no, neither the Fed nor the ECB will 
pay any attention to it. Their objective is to drive 
inflation down to a tolerable and stable level, and 
the recession that they are doing their utmost to 
provoke is their best ally to achieve this.
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There is a principal scenario anticipating a 
slowdown in growth coupled with a fallback 
in inflation. It is the principal scenario of the 
markets, and valuations have been frequent-
ly revisited in the third quarter to reflect this. 
Shares have as a result shed more than 6 % of 
their levels in June and bonds more than 3%. 
The take-off of sentiment which stretched from 
July to the first weeks of August has been pain-
fully stamped on, and the fall in shares from the 
high point of his period to the end of the quarter 
has attained almost 17%. 

The “dip buyers” or low-point buyers 
have been severely punished in this 
market episode. 

However, in view of the weak positioning of 
risky assets, the burning should not be too 
much for them and the temptation to sustain the 
market at current levels should remain strong.  
To judge the attractiveness of shares now, it is 

important to envisage risk scenarios that accom-
pany the main scenario in order to understand 
better the risk–yield relationship in the market 
today. At this stage, we think that there are two 
risk scenarios whose probability has recently 
increased, as follows:

On the one hand, a deflationary recession:   
monetary policy has an effect but at the price 
of an actual recession. This recession causes 
corporate results to decrease,  and the decrease 
has a high cost for shares. We are beginning 
the results season which will offer greater visi-
bility and will dictate the direction of the market.  
This time, the fall in rates related to the rapid 
fall in inflation could offset a part of this earn-
ings effect, and equities could see their prices 
stabilize from their lows. From a global portfolio 
viewpoint, a preference for bonds, alternative 
assets   and liquidity over equities is required in 
this context.

Attractive valuations?
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On the other hand, and this is the worst scenar-
io: the action by the central bank creates a 
recession but the recession   leads to a limited 
moderation of inflation.  This scenario is like that 
of the first period   of rate rises in 1979 during 
the Volcker era.  This scenario of real stagflation 
will require what it necessitated in 1981: a new 
period of rate rises in order in the end to revert,  
much later, to the first risk scenario. This stag-
flation scenario should be   accompanied by a 
further joint fall in   shares, bonds and commod-
ities, leaving only cash as a refuge for investors.

We think the first scenario above  
is the most probable: the slowdown 
is already palpable and the 
moderation of inflation that should 
result from it should be seen in  
the figures to be published in  
the coming months. 

With the exception of investors in the ener-
gy sector, no one has been spared in 2022. 
Graph 5 shows the performance in the different 
sectors and heavy losses can be seen going up 
to (minus) -35% in the area of communications. 
Although we think that part of the way has been 
covered, it cannot be excluded that the finan-
cial markets will continue to correct, especially 
if expectations and geopolitics for the next six 
months deteriorate.
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The last element that we sometimes forget, so 
dominant have macro-economic phenomena 
become for financial markets, is the importance 
of geopolitical risk and its consequences on the 
financial markets. Yes, the war in Ukraine is less 
in the headlines than the central banks, but this 
situation could degenerate, with terrible human 
but also economic consequences, especially 
for the Eurozone. 

The Eurozone has the specificity of having a 
large part of its inflation vulnerable to energy 

In conclusion, we think that at this stage of the 
financial and monetary cycle, any risk is far 
from over. The war on inflation will continue 
into the fourth quarter but a substantial part 
of this war has already been anticipated by 
the rates markets, making sovereign bonds 
potentially interesting in the coming months. 
We think the prognosis for equities is more 

prices, which the ECB has to deal with. This is 
one more risk, which can both help central banks 
by slowing demand further, but also disrupt 
their policy. Britain demonstrated this with its 
unfunded “mini budget”, requiring the Bank of 
England to moderate its fight against inflation to 
avoid seeing the country’s pension funds shat-
tered. The temptation for European countries to 
protect their citizens from energy inflation will be 
strong, but such measures would be extremely 
inflationary, diverting the ECB from what should 
be its number one objective.

The geopolitical backdrop

Prudence and opportunism
compelling and prudence in our allocations 
is required; we always keep a pool of liquidi-
ty available to seize opportunities as visibility 
approaches. This fourth quarter is set to follow 
this path for the remainder of the year: vola-
tility and a great need for flexibility, provided 
that our central banks persevere in their drive 
against inflation.
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Equities

Alternative investments

Bonds
The performance of equities is clearly in the red 
in the quarter, with the equities markets having 
at last started to pay attention to the narrative 
of the central banks. The MSCI World index 
has fallen by about 6% for a third consecutive 
quarter of negative performance. The increase 
in the monetary and geopolitical risks has led  
us to adopt a prudent position. Our equities  
allocations at this beginning of the quarter 
remains reduced in order to establish a cash 
reserve allowing us to grasp opportunities 
should the economic situation in the fourth  
quarter turn out to be better than expected.

Also this quarter, an alternative uncorrelated 
pocket has turned out to be essential for more 
effective management of market uncertainty; it 
has in particular helped to generate a contribu-
tion to performance of more than 1.2% since the 

In the normalisation of current rates, the bond 
markets have suffered considerably on both 
sides of the Atlantic. The Bloomberg Glob-
al Aggregate index has lost a little under 7% 
over the quarter, bringing its performance for 
the year to (minus) -19.9%. Part of this nega-
tive performance was reflected in the returns 
of corporate bonds, which followed the lead of 
sovereign bonds. At this stage, we are combin-
ing bonds and cash, but expect entry points in 
the period in the coming weeks.

start of the year, thereby imparting an interesting 
diversification to our portfolios. It is by combining 
cash and alternatives that the investor can try to 
get through this volatile year. We are maintaining 
our positions in this class of assets.
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Activity within the allocation
The majority of our activity in our 
portfolios has been in funds and 
equities. 

During the quarter we continued to reduce our 
exposure to equities, and implemented risk 
hedges to protect against a sharp fall in the 
equity market, which we closed in preparation 
for the start of the new quarter. 

Our fixed income portion was little changed due 
to the good quality of the yields of the issuers we 
own directly. 

In our Swiss and World Line portfolios, we also 
increased our exposure to the energy sector, 
and took some profits on a direct line at the end 
of the quarter (USD Mandate: Cheniere Energy: 
30% profit taking).

Conclusion
A few questions remain  
unanswered as we enter the  
fourth quarter; the macroeconomic 
environment and geopolitics 
continue to bring significant 
uncertainty to the markets, and  
we prefer to proceed with caution 
while remaining constructive. 

These conclusions are reflected in our posi-
tioning, and we remain underweight the equity 
market in our portfolios. Cash and diversifica-
tion sources such as alternative investments 
remain a valuable tool to cope with the current 
market conditions, with a growing interest 
in sovereign bonds. US bond markets offer 
attractive yields, so we remain overweight US 
corporate bonds. 

Florian Ielpo
Head of Macro, LOIM

The end of the year promises to be eventful, 
and it is not impossible that monetary tighten-
ing will end in early 2023, which should initially 
benefit global equity markets.
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Based on 12-month forecasts

Asset allocation
World Line Conservative

UNDERWEIGHT SLIGHTLY
UNDERWEIGHT NEUTRAL SLIGHTLY

OVERWEIGHT OVERWEIGHT

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
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