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Positive signs on inflation should not be ignored. 
 

Overall, the trends noted throughout 2022 
continued in December, with volatility, doubts 
and uncertainty again dominating. 

2022 will go down as the worst year for a 
diversified portfolio in over 50 years! So we’re 
obviously happy to see the back of it. 

We are all starting 2023 with very many 
questions as to how the economic and financial 
cycle will develop. However, there was no real 
change in the underlying problems on the 
evening of 31 December. Inflation remains a key 

issue, as does the length of the cycle of 
monetary tightening by the major central banks. 
Similarly, investors continue to be confronted 
with a range of uncertainties when trying to 
assess the likely strength of the economy in 2023. 
This inevitably leads to questions about 
corporate earnings growth for the coming 12 
months. 

As we leave behind a difficult year, it is tempting 
to get carried away on a wave of pessimism. 
However, we should not ignore certain more 
positive signs that have appeared over the 
course of the last few months. Some indicators 
appear to point to a turnaround as regards price 
rises, with the trend slowing, at least in the US. 

We believe that this current move is likely to 
continue over the coming quarters, 
bringing inflation back to much lower 
levels by the end of 2023. 

This should, at least partially, remove 
what was one of the main burdens 
for financial markets in 2022. This 
point is all the more important, since 
we anticipate an end to the process 
of monetary tightening in the US by 
the start of spring 2023, following on 
from confirmation of better inflation 
numbers. 

Such a development would certainly 
have a favourable impact on bond 
markets, where we have significantly 
increased our weighting since 
summer 2022. In addition, it should 

support our scenario of a decline in the US dollar 
in the medium term. However, the extent of 
decline is likely to be limited. In other words, we 
are not anticipating a decline in the dollar so 
abrupt as to cause turbulence in the financial 
markets. 

A weaker dollar should also bolster both our 
emerging equity and gold positions. Despite the 
erratic performance of these investments over 
the last 12 months, we have held onto our 
positions, in anticipation of more favourable 
behaviour in the coming quarters. 

Whilst we are keen to highlight these more 
positive economic developments coming into 
play, this is not to diminish the challenges facing 
us, not least that of economic growth. 

Indeed, it is bound to slow in the short term, 
following on from the hikes in key rates over 
recent quarters, the pressure on the real cost of 
capital that we are facing and/or given the 
clearly less favourable financial conditions. 

For several months, our assessment of the 
economy has been based on the strong 
likelihood of a recession in 2023. The most 
recent data available is unlikely to change this 
assumption. 

However, there are several important factors 
that make it difficult to 
categorise the type of 
recession that is 
coming. Firstly, there 
is the war in Ukraine, 
even if the resulting 
energy crisis has 
recently taken a 
positive turn; next, is 
China’s decision to 
abandon its zero-
Covid policy, which 
could result in a 
significant recovery in 
activity in the spring 
providing a boost for 
the global economy; 
lastly, there is the 
issue of whether the 

“2023 will move towards a turnaround in the economic and financial 
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decline in inflation mentioned above is 
sustainable, without which any hope of a modest 
recession will be in vain. In contrast, given the 
data at our disposal, it seems unreasonable to 
rule out the possibility of serious economic pain 
in the coming months. 

As we previously stated, we have increased our 
bond holdings in recent months. Meanwhile, our 
equity exposure has been reduced to an 
underweight position, following the rally in 
October and November. 

Our underexposure is in line with our 
expectations of downward pressure on 
corporate earnings, particularly during the 
coming two or three quarters. However, we are 
sticking to our scenario of a contained decline in 
earnings growth, in line with our economic 
scenario. 

Whilst we believe that the strong pressure on 
valuations that took place in 2022 is drawing to a 
close, the earnings issue is clearly crucial to the 
stock market outlook for 2023. We do not 
consider our target of 4,050 for the S&P 500 
index by year-end to be overly optimistic, 
particularly as our general scenario is that 
significant volatility will continue in the short 
term and we do not rule out a return to levels of 
around 3,600-3,550 during the current quarter. 

In such an environment of high short-term risk 
and limited potential on a 12-month horizon, we 
are comfortable with a defensive position in risky 
assets for the start of 2023. 

In conclusion, the start of this new year has not 
done anything to alter significantly the difficult 
climate prevailing in 2022. However, some 
recent developments seem to signal a reduction 
in uncertainty, which we cannot but welcome. 

These developments are behind our decision to 
stick with our positive stance on gold, bonds and 
emerging assets. In addition, they support our 
cautious stance on the US currency. 

On the other hand, restricted visibility on the 
economy and earnings growth justifies 
maintaining a defensive approach to risky assets, 
at least in the short term. 

2023 should be characterised by a turnaround in 
the economic and financial cycle, with the end to 
the process of monetary tightening playing an 
important role in this. This is highly likely to 
provide us with opportunities to adjust the 
direction of our investment policy, particularly as 

we are not convinced that bonds will remain 
attractive over the medium to long term. 

For the time being, we maintain the same 
strategic orientation as at the end of 2022 whilst 
awaiting greater visibility on the major issues 
facing all investors. 

Once again, we wish you a happy and 
prosperous year, and thank you for your 
renewed confidence during this highly 
challenging period. 

 

Geneva, 8 January 2023
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constitute an offer or recommendation to buy or sell a security or carry out any kind of transaction. Neither does it constitute any other kind of advice, particularly to 
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sources deemed reliable. However, it cannot guarantee that the information is relevant, accurate or exhaustive. Consequently, PP and its directors, executives, 
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specific risks and eligibility criteria, as well as legal, tax and accounting implications, and own interpretation of the information. PP accepts no liability regarding the 
suitability or unsuitability of the information, opinions, securities or products mentioned herein. Past performance of a security is no guarantee as to its future 
performance. The content has been prepared by a department of PP that is not an organisational unit responsible for financial analysis. PP is subject to different 
regulatory and prudential requirements. Not all securities and investment products may be available in all jurisdictions or to all recipient types. Recipients must 
therefore comply with local regulations. There is no intention on PP’s part to offer securities or investment products in countries or jurisdictions where such an offer 
would be unlawful under the relevant domestic law. 
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