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Calendar of events 2023
January 1st 
Croatia adopts the Euro and joins the Schengen Area
January 8 
China reopens its borders and eases Covid  
quarantine rules
January 13 to 14 
Czech Presidential Election
January 16 to 20 
World Economic Forum Annual Meeting

February 1st 
Fed Interest Rate Decision
February 2 
ECB Interest Rate Decision

March 16 
ECB Interest Rate Decision
March 22 
Fed Interest Rate Decision

April 2 
Finnish Parliamentary election

May 3 
Fed Interest Rate Decision
May 4 
ECB Interest Rate Decision

June 10 
2023 UEFA Champions League Final  
in Istanbul, Turkey
June 14 
Fed Interest Rate Decision
June 15 
ECB Interest Rate Decision
June 18 
Turkish general election

July 20 to August 20 
2023 FIFA Women’s World Cup in Australia &  
New Zealand
July 26 
Fed Interest Rate Decision
July 27 
ECB Interest Rate Decision

September 9 to 10 
2023 G20 Summit in New Delhi, India
September 14 
ECB Interest Rate Decision
September 20 
Fed Interest Rate Decision
September 23 to October 8  
2022 Asian Games

October 26 
ECB Interest Rate Decision

November 1st 
Fed Interest Rate Decision
November 7 
2023 US Legislative Elections
November 30 to December 12  
28th session of the Conference of the  
Parties (COP 28) in Dubai, UAE

December 13 
Fed Interest Rate Decision
December 14 
ECB Interest Rate Decision 
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rates policy, its refinancing rates reached 2.5%  
in December. 

It was therefore a year of  
monetary policy - something 
that the Russian-Ukrainian  
conflict did not predict  
in the slightest. 

We are likely to see the consequences of these 
monetary policies in the first quarter of 2023: 
there will probably be an economic slowdown 
and it is necessary at this stage to judge how 
deep it will be before deciding on the right 
investment policy to deal with it. 

Investors are swinging between soft-landing 
and hard-landing.

The temptation of soft-landing
In 2022, the eyes of investors have been very 
often drawn to central bank rates. These were 
simply a response to an urgent situation: to 
stem the rise in inflation, which was threatening 
to become endemic. 

The inflation levels observed during the year 
have left their mark and, most importantly, trig-
gered a wave of rate rises by our central bankers 
that we have rarely seen before. US inflation 
reached 9.1% in June and then fell marginally to 
7.1% in November. 

Eurozone inflation reached a maximum level of 
10.6% in October before falling back to 10.1% 
in November. Over the year, US central bank 
rates rose from 0.25% to 4.5% in a few months, 
and the ECB too woke up from a long period 
of hibernation. Putting an end to its negative 

Economy
We should see a soft-landing scenario in 2023: 
a moderate recession accompanied by disin-
flation. The convergence of real rates to higher 
levels is the main symptom: the economy should 
slow down, but this slowdown should be mode-
rate compared to previous cycles.

This scenario is associated with a risk of 
hard-landing: a deeper recession, which is a 
more worrying scenario for markets, especially 
the equities markets. 

Equities 
Historically, the assets most vulnerable to such a 
downturn are equities. There is high uncertainty 
surrounding the downturn: equities are out of 
favour this quarter, but we do not want to be 
underweight in them - market sentiment may 
well carry them for a further period of time.

Bonds 
Bonds are the opportunity of the quarter for us, 
particularly Investment Grade bonds.

Their maturities should protect them from hard 
hits associated with the downturn, while their 
attractive spreads should allow them to hold 
their own despite the risks of the first quarter. 

Alternative investments 
As risk-free rates have risen sharply, the 
attractiveness of alternative investments has 
declined sharply.

The protection they offer during rate rises 
would have helped many investors in 2022. 
Recession phases are generally more difficult 
to manoeuvre for these strategies and we now 
prefer to use bonds over them. 

Summary of our views
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Goodbye accommodative  
monetary policy
The mechanics of central bank rate hikes work 
in the following way: central banks announce 
and implement short term rate hikes on their 
respective yield curves. Market operators begin 
to anticipate that these hikes will continue in the 
future, and nominal long-term rates rise. 

At the same time, the future inflation anticipat-
ed by the bond markets decreases: the central 
bank is credible and its actions should lead to 
lower inflation tomorrow. Rising nominal rates 
and falling inflation premiums mean only one 
thing: real rates (nominal - inflation) rise. 

Graph 1 shows the trends in real rates since 
2019: it shows the extent to which 2022 is in 
contrast with the two previous years. The rise in 
real rates is everywhere, even in Japan: good-
bye accommodative monetary policy, hello 
austerity. This rise in real interest rates is likely to 
discourage investment, slowing down econom-
ic activity as a whole and ultimately the inflation 
that feeds on this activity.
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Graph 1 - Source: Lombard Odier Investment Managers, Bloomberg
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Disappointed by inflation,  
not growth

Although the recent trends in inflation figures 
suggest a certain effectiveness of their meas-
ures, Graph 2 shows us the full extent of the 
effect the central banks’ anti-inflation «medi-
cine» is having. Inflation appears to be falling, 
but inflation surprises are also becoming less 
and less significant overall: Graph 2 shows an 
inflation surprise indicator calculated by Citi. 

This combines all the deviations between publi-
cations and economists’ expectations for inflation 
figures. As the reader will notice, these surpris-
es remain positive for the time being but have 
been on a downward trend since June 2022. 

The speed at which these surprises have 
responded to central bank rate hikes is unpar-
alleled in this respect: inflation surprises in the 

second half of 2022 are surging back, and at a 
speed never seen before on the charts. 

For comparison, the inflation shock of 2007 
produced increasingly positive surprises until 
August 2008 - right into the heart of the reces-
sion, but not this time. We are therefore looking 
at a unique situation that the graph does not fail 
to highlight. In addition to the inflation surprise 
index, it shows the trends in a global growth 
surprise index. 

When this is positive, growth has surprised 
economists on the upside. In 2022, while infla-
tion declined, growth did not and continued 
to surprise on the upside. Even today, the 
growth surprises remain positive, as the graph 
shows. This is all the more surprising when we 

After all these emotions, the end of 2022 is therefore an opportunity to take 
stock of these monetary policies. 
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compare the black line in 2022 with its trends 
in previous years: its current level corresponds 
to that of July 2013 or July 2016 - two periods 
of positive growth. 

The graph also clearly shows negative trends 
during the two recessionary periods in the 
graph’s history: 2008 and 2020. Today’s figures 
are quite distinct from such periods. 

The topic of economic slowdown  
or even degrowth will therefore  
be in the spotlight during the  
first quarter of 2023, and is  
sure to keep volatility high in  
the markets until better visibility  
is restored.

Graph 2 - Source: Lombard Odier Investment Managers, Bloomberg

Citi Global economic surprise indices

Disappointed by inflation,  
not growth
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What is meant by this odd term? Investors who 
took an interest in the post-2008 China issue 
may remember it: it is a soft landing in the 
sense that the economy slows down, without 
going into a deep recession. 

With rates having already risen considerably, 
what can be said about the current situation 
in this regard? If economic surprises remain 
positive (graph 2), can we rule out a recession 
scenario? Three different scenarios seem to 
have emerged among investors:

Scenario 1: there will be no recession. A simple 
slowdown will occur, without creating unem-
ployment, but inflation will decrease enough for 
central banks to stop raising their key rates.

Scenario 2: there will be a recession, but it will 
be a shallow one; a technical one. Growth may 
be negative for a few quarters, but unemploy-
ment will not get out of hand. 

A forecast slowdown

If the economic theory is correct, 
the actions of our central bankers 
should eventually create a phase of 
slower growth, or even a period of 
recession. 

The onset of this should put an end to the wall 
of inflation that we have been facing in 2022. 
Usually, when such high inflation arrives on our 
shores, we need a deep slowdown in order to 
stem it. 

The experience of the late 1970s is enlight-
ening in this respect: a double recession was 
needed to stop the inflation which had taken 
a strong hold in our economies. Can we get 
rid of our inflation today without getting to 
that point? At least that is what the Fed and 
ECB are suggesting, and it is a scenario that 
investors are increasingly buying into: the soft 
landing scenario.
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Scenario 3: the recession will be severe, since 
it is only that kind of shock that will be able to 
absorb out-of-control inflation. 

Soft-landing corresponds to scenario 2. This 
is a scenario we are increasingly comfortable 
with, and our portfolios are positioned accord-
ingly. Graph 3 shows the recent trends in 
various economic indicators in the US, China 
and Europe. 

There is a marked slowdown in all three cases - 
so much for scenario 1. For the time being, this 
slowdown is not comparable to that of 2008 or 
2020: an element of support for scenario 2. 

From our perspective, scenario 2 remains the 
most likely based on the data available to us 
so far - and scenario 3 is the risk associated 
with it. It is the type of risk we want to hedge, 
not necessarily the type of scenario we want to 
invest in.
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Sentiment versus Value  
Maximisation: choosing sides

This is all the more of a risk as the stabilisation 
of inflation should itself have a negative impact 
on corporate margins, as production costs are 
slower to fall than sales prices. 

However, market sentiment has remained posi-
tive for risky assets at the end of 2022, and we 
do not think that playing against this sentiment 
is appropriate either. A neutral position in equi-
ties - the highest position we have had since 
June 2022 - makes sense to us in this context. 

Lastly, we feel that the equity markets continue 
to be confident in the face of various geopolitical 
risks that are still a concern, from the situation 
in Ukraine to Taiwan and North Korea. These 

risks generally have a more severe impact on 
the equity world than on other assets. 

Where bonds are concerned, the situation is 
quite different. In our opinion, there are two 
factors to be taken into account here:

• On the one hand, as the sun rises over a 
period of more difficult growth, it seems 
that duration is an asset. Historically, 
holding bonds (of any kind) allows you to 
benefit from the fall in government rates 
that occurs when the deterioration of the 
economic outlook generates “flight to 
safety” movements - increases in risk aver-
sion in the markets.

If we prefer a soft-landing scenario, how can we best reflect this in our 
portfolios? If a recession is going to happen, it seems clear to us that a 
material overweight in equities is not desirable. Even a technical recession 
should impact business results. 
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European credit spreads versus European cycle indicator

• However, our eyes are not on government 
bonds, but rather on investment grade 
credit. Of course, these bonds expose 
us to the fall in bond rates, but they also 
currently have high spreads that add a 
carrying dimension to our bond exposures.

Here, we believe it essential to consider value 
maximisation. Graph 4 shows the trends in 
European credit spreads (in derivatives) 
compared to the trends in the same busi-
ness survey as presented in Graph 3 for the 
Eurozone. This graph clearly shows how cred-
it spreads are ahead of the business survey: 
they are already showing a slowdown - our 
scenario 2. 

The balance of risks in investment grade cred-
it in this context appears particularly attractive  
to us: this is our main conviction for the first 
quarter of 2023.
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Equities

Alternative investments

Bonds
The performance of equities recovered at the 
end of 2022, ending the quarter at around +10% 
(global equities). 

The rotation continued, with value stocks outper-
forming growth stocks while the emerging world 
continued to underperform the developed world. 
Our positioning in the first quarter is aimed at 
staying step with this return of sentiment, but not 
to be heavily invested in it. We have adopted a 
neutral position in our portfolios.

Whereas we previously had a preference for 
alternative investments and cash, this first pref-
erence has been reduced in our portfolios to 
allow us to increase our exposure to bonds, 

As announced in the previous edition of this 
document, we believe it is time to increase 
our investments in the bond market: if we were 
looking for an entry point during the previous 
quarter, we believe we have found it today. 

These bonds have generated positive returns 
in the fourth quarter (1.8% on Investment 
Grade in Euro and 4.5% in Dollar). We believe 
that these returns should continue to be posi-
tive in a soft-landing scenario.

particularly corporate bonds. These alterna-
tives made sense in a context of rising cash 
rates, but they now face competition from cred-
it with an attractive carry. 
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Activity within the allocation

Conclusion
In conclusion, our thoughts  
for the first quarter of 2023  
are on soft-landing, that limited  
but necessary recession to  
stop the inflation wave we are 
currently experiencing. 

In such an environment, we prefer to take a 
neutral position where equities are concerned 
and to overweight our credit exposure. If 
soft-landing does occur, our positioning may 

Florian Ielpo
Head of Macro, LOIM

We have increased our bond  
exposure during the past quarter, 
more specifically through 
opportunities on direct Investment 
Grade lines with companies known 
for their solid balance sheets. 

This asset class offers attractive yields in a 
context of high interest rates as well as an oppor-
tunity to take advantage of the interest rate cap 
or even expectations of rate cuts. The increase 
came at the expense of high yield bonds, which 

could see their spreads widen if the economic 
slowdown proves more intense than expected.

Where equities are concerned, we have opted 
for a neutral position so as not to miss out on 
positive market performance in the coming 
months, while hedging against downside risk 
by purchasing put options, which will hedge 
part of the equity portfolio until June. 

Finally, we have reduced sector divergences 
from the reference index. Only the energy and 
healthcare sectors are currently overweight.

bring short-term volatility to our portfolios, but 
also returns in the medium term - our manage-
ment horizon. 

Dominique De Riaz 
Chief Executive Officer



13

Asset allocation
World Line Conservative

Based on 12-month forecasts

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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