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The volatility we have seen the past year inside the equity markets exceeded (on a three year rolling 

basis) what investors had to bear with during the financial crisis of 2008/2009. So it is safe to say, 2022 

was a challenging year from a financial point of view. 

Equity markets were down in 2022 while interest rate increases led to new peaks in bond yields, bringing 

their prices down in a way the market hasn’t seen it for decades. The negative correlation between stock 

and bond prices we have seen in the past broke down spectacularly, and investors had basically no 

safe heavens over the past 12 months.  

So what then is our outlook for 2023? While we are still positive in general on the long time horizon, the 

above mentioned events undoubtedly darkened the short to mid term outlook somewhat.  

It is true that inflation is coming down again, but slower than the central banks of Europe and the United 

States probably hoped for, so we don’t doubt Jerome Powell when he says “Restoring price stability will 

likely require maintaining a restrictive policy stance for some time”, meaning we do not expect a dovish 

turn of the FED or the ECB soon, and expect the interest rates to stay on their respective levels for some 

time.  

In the US, we think the second half of 2023 could see some moderate interest rate cuts, and thus could 

be a good point to pivot again more aggressively into the markets. In Europe, much depends on the 

situation with Energy supply, especially after the embargo on Russian oil (we are having a warm winter 

now, but can we count on it in 2023 again?), and on how investors will see the sovereign debt situation 

in the south of the Eurozone amidst rising interest rates.  

In any case, we think that the burst in inflation will have long lasting effect on the baseline level of future 

price changes, meaning it is perfectly possible that the central banks adjust their mid term target silently 

to levels above 2% annual inflation. 
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BENDURA Market Views 
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The terms attractive / unattractive describe the return potential of the various asset classes. An asset 

class is considered attractive if its expected return is above the local cash rate. It is considered unat-

tractive if the expected return is negative. Very attractive / very unattractive denote the highest conviction 

views of the BENDURA Investment Committee. The time horizon for these views is 3-6 months. 
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Year in Review 

Together with 2002 (bursting of the dotcom bubble) and 2008 (financial market crisis), the year 2022 is 

certainly one of the worst in recent capital market history and can certainly be described as an "annus 

horribilis". It was a year full of difficulties - a multi-crisis year. The beginning of the year, with the encour-

aging progress made in overcoming the covid pandemic, was very promising and the markets looked to 

the new year with great confidence. However, the positive mood and the emerging economic recovery 

were abruptly halted on February 24, 2022, when Russian forces attacked Ukraine. Geopolitics proved 

to be an important driver of the global economy in 2022. 

The Ukraine war not only re-enforced supply chain problems, but plunged the world, and Europe in 

particular, into the most severe energy crisis since the 1970s. The general inflationary trend, which had 

its origins in the Corona crisis and was assessed by central banks as temporary, was driven to its highest 

level since the 1980s by skyrocketing energy prices. 

As a result, central banks around the world weighted the stability of the price level higher than economic 

growth and tightened their monetary policy to combat inflation, in some cases raising key interest rates 

aggressively. The central banks also made it clear to the markets that they take their mandate to ensure 

price stability seriously and will accept lower GDP growth rates or a recession if necessary. As a result, 

interest rates in the USA and Europe are higher than they have been for years, and economic growth 

has cooled noticeably. 

Record high inflation and the associated sharp rise in interest rates have led to a sharp correction in 

share prices worldwide. The MSCI World All Country Indices (MSCI ACWI) closed the year down 

18.36% and the MSCI Emerging Markets down 19.94%. The markets in Europe also showed a negative 

price development. The negative performance of European markets ranged from minus 6.97% (CAC 

40) to minus 14.29% (SMI). The only exception was the British stock index FTSE 100, which ended the 

year 2022 with a plus of 4.31%. 

Likewise, most other asset classes, except commodities, ended the past year in the red. At the sector 

level, the technology sector, which measured by the technology index NASDAQ, lost about 33% was 

one of the biggest losers. In general, growth stocks were among those most negatively affected by the 

sharp rise in interest rates, as central bank policies to combat inflation are a key driver of equity returns. 

Rising key interest rates increase financing costs for companies and the discount rate for future earn-

ings, which weighs on valuations. 

As there is an inverse relationship between interest rates and bond prices, the significant rise in interest 

rates worldwide weighed heavily on bond markets. For example, European government bonds with a 

maturity of 5 - 7 years suffered one of the biggest losses since the beginning of the monetary union. 

Likewise, US government bonds with this maturity recorded one of the biggest losses in at least 30 

years. Emerging market bonds, which are particularly sensitive to interest rate changes and a fixed US 

dollar, suffered even more in 2022. This negative performance is common to all categories of bonds.  
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Global Economy 

Let’s get the cat out of the bag: we and our research partners are aligned in the view that a recession 

with all its consequences will likely occur in 2023. Recessions almost always follow when interest rates 

are above nominal potential GDP growth and indicators such as manufacturing and services PMIs are 

in a clear downtrend (see Chart 1).  

While it is true that inflation is slowing down, and this will certainly not escape the central banks either, 

we don’t see how a recession can be avoided without interest rate cuts. Even when there are no further 

rate hikes, the monetary policy is already in tight territory and will have its effects on the course of the 

economy. Central banks will be reluctant to cut rates as long as inflation is not coming down faster and 

the unemployment rate is not reacting quicker to the tightening.  

One could argue that increased aggregate demand could help, when inflation comes down and real 

wages therefore stay high for a while, but the central banks would most likely see this as a negative sign 

for their goal of price stability and tighten even further. 

However, we expect the coming recession to be a mild one. Why? Because there is no extraordinary 

economic shock (yet) that would establish a severe recession scenario as we have seen during the 

financial crisis of 2008/2009 or the 1973 oil crisis. Furthermore, private sector debt is not as big a prob-

lem as it was in the past: especially US households have largely deleveraged their balance sheets in 

the last decade. Another point is the excess savings households have built up during the pandemic.  
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Chart 1: Weak Economic Indicators. Source: BCA Research, www.bcaresearch.com 
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Equities 

As we have argued before, we are not convinced that the markets have even priced in a mild recession 

yet. If we look at the US, earnings have not yet adjusted enough to be consistent with a recession 

scenario. Scenario analysis has shown that an upside case would need the 10-year treasury yields to 

come back to below 2% for the S&P 500 to end on higher levels during a recession scenario as it is 

today, which we find unlikely if the recession turns out to be relatively mild.  

The recent outperformance of cyclicals over defensive sectors is not consistent with a recession sce-

nario, therefore we keep our sector recommendations in that regard. Also on the mid term falling interest 

rates in a recession would favour growth over value and large caps over small caps. 

Furthermore we expect global equities ex-US to underperform, but especially Europe could catch up if 

Chinese growth surprises to the upside.  

We expect China to go through easing policies in 2023, but whether this will merely stabilize the situation 

or boost the economy, has yet to be seen. For now we remain cautious regarding China related assets.  

 

Chart 2: Possible Outcomes for the S&P500 in a mild Recession. Source: BCA Research, www.bcaresearch.com 
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Fixed Income 

Considering our stance towards short term interest rate prospects, it is not clear whether we have seen 

bond yields’ peaks yet. However, if we are right and we are heading into a recession in 2023, it will 

require interest rate cuts sooner or later to improve economic conditions again.  

A dovish turn will bring yields down and prices up on the longer term horizon. So while investors might 

still be in for some future losses, it is a reasonable stance to have a certain position in the bonds market.  

We expect the correlation between bond and stock prices to come down again, which would make the 

diversification effect of bonds more attractive again.  

In our view, 2% is a likely floor for the 5-year and 10-year Treasury yield in a mild-to-average recession 

scenario. 

 

Chart 3: Possible Floor for 5 year Bond Yields. Source: BCA Research, www.bcaresearch.com 
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Commodities and Currencies 

In accordance with our mild recession view, we expect oil to move higher in the beginning of the reces-

sion, but to trade sidewards afterwards due to a combination of weaker oil demand and tight supply 

controls.  

As mentioned many times before, industrial metals will largely depend on whether China can boost its 

economic growth again in 2023.  

Regarding gold, we have seen that inflation was not the driver of gold prices in the recent past, but 

rather an inverse relationship to the dollar and real interest rates. What helped the gold price in 2022 

was the geopolitical risk situation. Therefore, we recommend a modest positioning in gold only as long 

as the conflict in Ukraine is not resolved, and any major diplomatic breakthrough should make investors 

alarmed about their gold position.  

Regarding currencies, and especially the US dollar, we expect that a recession will first drive the dollar 

up. But since the bond yields are higher in the US than the euro area for example, a decline in yields 

would harm the US dollar in comparison to the Euro.   
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Disclaimer 

This information and opinions were provided on the basis of trusted and reliable information sources. 

The published information was put together with utmost care. However, we do not assume any guaran-

tee for the completeness, accuracy and up-to-dateness of the information contained in this publication. 

Its content can change anytime. The opinions stated in this document reflect the view of BENDURA 

BANK AG on the date indicated in this document. There is a possibility that the content of previous 

and/or future publications does/will not match that of this document. There is no obligation to inform the 

recipients about this. 

The information in this documentation constitutes neither an offer to buy, keep, or sell the mentioned 

financial products, nor legal, financial, bookkeeping, or tax advice. The presented financial products may 

be unsuitable for a particular investor depending on their investment goal, timeframe, risk-tolerance, 

personal and economic circumstances. The content of this documentation does not replace personal-

ized advice of a qualified expert. 

The above-mentioned financial instruments might not be authorized in every country. The content of this 

documentation is not intended for people who are subject to a legal system that prohibits the use and/or 

distribution of this information and/or using and accessing it, or makes this conditional upon a license.  

Contributors to this publication can be invested directly or indirectly in the stocks listed in this publication.  

BENDURA BANK AG rejects any liability for possible losses resulting from the use of the above infor-

mation. No guarantee can be made to investors that they will get back the invested amount. Any invest-

ment included in this documentation is associated with risks (e.g. interest or currency risk, credit risks, 

as well as political and economic risks). 


