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  INVESTMENT PERSPECTIVE 

   
  The positive sentiment observed in markets since mid-June ended in the 

middle of August. Equity markets were resilient to rising bond yields intially, 
but then gave back all of their gains to end the month much lower; the MSCI 
World Index in local currencies dropped by 3.6%, with European equities 
underperforming and EM ones holding up better. The rise of bond yields was 
steep, with European sovereign debt being the most negatively impacted;     
2-year Bund yields climbed by 92bps to end August at 1.18%, with 10-year 
ones rising by 72bps. The size of these moves was reflected by the 4.9% 
monthly drop of the Euro Broad Investment-Grade Index, dragging it down to 
a year-to-date decline of 12.9%. The high correlation between bond and 
equity markets remains entrenched and the comments by Jerome Powell at 
Jackson Hole only reinforced this relationship. The month of August also saw 
the US dollar appreciate strongly, as investors turned to one of the only 
remaining safe haven assets.             
 
Jerome Powell’s Jackson Hole speech was eagerly awaited by investors. The 
Fed chair spoke for less than ten minutes but that was long enough to trigger 
a significant fall of equity markets as the S&P 500 Index lost 3.4%. Powell 
emphasised the central bank’s resolve to hike interest rates to curb inflation. 
He said that the Fed “must keep at it until the job is done” and that this would 
bring “some pain to households and businesses”. He pushed back against the 
notion of raising rates and cutting them soon afterwards. Investors are also 
bracing themselves for a more hawkish European Central Bank. The ECB is 
widely expected to raise rates by a half percentage point at its next policy 
meeting on September 8, with some policymakers even pushing for a more 
aggressive move to raise rates by 0.75%.               
 
FED FUNDS’ EXPECTATIONS CLIMB BACK TO JUNE LEVELS       
 

 

The chart shows that the market-implied Fed funds rate by February 2023 has 
risen back to its mid-June level as investors have shifted their expectations 
once again. Hopes that the Fed would have finished hiking rates soon after 
the end of 2022, with an ensuing series of rate cuts through next year, were 
gradually brushed aside. Investors now appear to be agreeing that the Fed’s 
hiking cycle will last longer, and that it is less likely to perform a drastic pivot 
to cut rates in 2023. This renewed change of stance was one of the drivers for 
the recent weakness of equity markets following their summer rally.                                    

FED CHAIR POWELL CUTS 
HOPES FOR AN EARLY 
PIVOT TO RATE CUTS      

3.9% 
THE EXPECTED PEAK LEVEL 
OF THE FED’S POLICY RATE 

HAS CLIMBED AGAIN    

KEY ECONOMIC DATA PUBLISHED 

IN AUGUST 

 China's Caixin PMI Manufacturing   
Index dropped to 49.5 in August,   
below market expectations of 50.2.  

 China's July exports rose by 18% 
(YoY), above forecasts of 17%;         
imports grew by 2.3%, less than  
forecasts of 3%. 

 Economic sentiment in the Euro-
zone slipped in August (ZEW survey 
at - 54.9 vs. - 51.1 in July). The PMI 
Composite number declined from 
49.9 in July to 49.2 (forecast of 49).   

 In Germany, economic sentiment 
(ZEW survey) fell in August (- 55.3 vs.  
- 53.8 in July). The IFO Business        
Climate Index edged down to 88.5, 
above expectations of 86.8.  

 US consumer confidence rose to 
103.2 in August, (forecasts of 97.4). 

 The Markit US Manufacturing PMI  
Index fell to 51.3 in August, below 
forecasts. The Services PMI was 
much lower than expected, at 44.1.  

 US payrolls in the private sector     
rose by 471K in July compared to 
forecasts of + 230K, with June num-
bers being revised upwards from       
+ 381K to + 404K.  
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 INVESTMENT STRATEGY 
 
During our last investment committee, we decided to reduce 
our equity allocation to underweight. The strong summer 
rally of equities provided an opportunity to exit some of our 
positions at higher prices, with the objective to raise the level 
of cash and to contain some of the portfolios’ volatility. We 
have mostly, but not exclusively, acted on European positions 
as Europe remains the most fragile region. The energy crisis, 
inflation pressures and the increasing risk of a recession have 
led us to turn more cautious, especially as the recent rally 
was quickly losing momentum. The level of uncertainty on 
many issues remains high and, in certain cases, represents 
too much of a binary risk. The higher level of liquidity will 
provide more flexibility to rebuild positions if equity markets 
were to correct in the upcoming months.        
 
Bond markets also still need to find an equilibrium level. The 
message sent by Jerome Powell means that yields are more 
likely to keep on rising and at risk of further hurting the 
prices of equities. As long as bond markets remain as volatile, 
it will be difficult for other asset classes to stabilise.  
      

   

WE HAVE REDUCED OUR EQUITY 
ALLOCATION FOLLOWING THE 

SUMMER REBOUND  

 PORTFOLIO ACTIVITY/NEWS 
 
Following a good start, August ended up by being a negative 
month for the portfolios. With both equity and bond markets 
posting negative returns, there were only a limited number 
of positions ending August in positive territory. The best 
contributions were provided by frontiers markets’ equities, 
the metal mining fund, the trend-following CTA strategy, 
emerging markets bonds and equities, as well as high-yield 
bond funds. European Small Caps and other European equity 
funds, the global technology fund, and the European 
sovereign debt fund, due to its long duration, were the 
portfolios’ main detractors. For portfolios not denominated 
in USD, the US dollar exposure was a positive contributor.   
 
Despite the negative performance observed in most markets 
in August, it was somewhat reassuring to note that emerging 
and frontier markets produced positive returns. At a time 
when it is challenging to find assets which are less correlated, 
the broad diversification within the portfolios enables to 
benefit from these different trends. The fact that Chinese 
authorities are attempting to stimulate their economy when 
developed markets are facing more restrictive conditions 
explains this contrast in terms of market performance.  
 
  
 
 
 
 
 

 
 

 End 2021 July 2022 August 2022 MTD 2022 

      Equities      

S&P 500 4’766.2 4130.3 3955.0 - 4.2% - 17.0% 
Euro Stoxx 50 4'298.4 3708.1 3517.3 - 5.1% - 18.2% 
MSCI EM 1’232.0 993.8 994.1 + 0.0% - 19.3% 

      Yields      

UST 10-year 1.51% 2.65% 3.19% + 54 bps + 168 bps 
Bund 10-year - 0.18% 0.81% 

2.65 

1.54% 

2.65 

+ 73 bps + 172 bps 
BBB EU 0.95% 2.84% 3.82% + 98 bps + 287 bps 

      Currencies      

EUR/USD 1.137 1.022 1.005 - 1.7% - 11.6% 
USD/CHF 0.913 0.952 0.978 + 2.7% + 7.1% 
EUR/CHF 1.038 0.973 0.983 + 1.0% - 5.3% 
GBP/USD 1.353 1.217 1.162 - 4.5% - 14.1% 

      Commodities 
premières 

     

CRB Index 232.4 292.1 290.4 - 0.6% + 25.0% 
Oil (WTI) USD 75.2 98.6 89.6 - 9.2% + 19.1% 
Gold USD 1’829 USD 1’766 USD 1’711                 - 3.1% - 6.5% 
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