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Market comment

The combined impact of pandemic-induced supply bottlenecks and the war in
Ukraine has forced the US Federal Reserve and, to a lesser extent, other Western
central banks (except the Bank of Japan) to normalise monetary policy abruptly
after a decade of financial repression. Starting last November, interest rates have
moved straight up, led by the US. From record-low interest-rate levels, this yield
reset has triggered the worst bond market rout since bond returns have been
recorded. The end of free money has, in turn, triggered a repricing of all risk assets
across the entire spectrum. The current economic environment is characterized by
high US nominal gross domestic product growth, but activity is slowing. In this
context, US inflation should start to slowly roll over. Global bond markets continued
their correction on an unprecedented scale. Since peaking last year, before central
banks started to reduce their monetary accommodation, the broad Bloomberg
Global Aggregate Bond Index lost more than 12% on a total-return basis. The Global
Government Bond Index fared even worse, losing 19%, more than the Global High
Yield Index, which has fallen 14%. Despite the apparent doom and gloom on the
markets, just as US macroeconomic readings remain robust, equities are not pricing
in a recession. The S&P 500 touched a key level this week, dipping below the 4,000
mark, which was last visited on the way up in March 2021, just as global liquidity
growth was peaking.
Beginning of April we bought AGCO. AGCO manufactures and distributes
agricultural machinery and related replacement parts worldwide.
The company is focusing its sustainability efforts on soil health and on soil carbon
sequestration, with a commitment to develop new sensors and other technologies
to improve soil health. Capturing carbon in the soil and increasing yields is a winwin for farmers and the environment, and AGCO remains committed to developing
solutions to capture, measure and implement good soil health practices. Toward the
end of April, we finally decided to sell PayPal. We decided to cut the loss and to sell
PayPal after its Q1 earnings release. FY guidance was taken down again and the
outlook remains uncertain. As well, a near term catalyst for a rerating of the stock is
missing. We see better opportunities elsewhere and will reinvest the proceeds as
soon as possible.
So far 2022 was not a year for quality and growth companies but rather for so called
value companies which are “old economy”. The best performing companies in the
best-in-class index were traditional energy stocks, followed by mining and mining
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equipment as well as other commodity related companies. This made the mandate
that excludes those kinds of companies underperform the index.
Looking at the long-term big picture, we see 2022 as the year of the ‘Great Reset’,
the true transition point to the new era of monetary and fiscal policy, and
deglobalisation. This is the right time to start preparing portfolios for the new
reflationary regime. There are three key elements to keep in mind. First, investors
should reconsider their geographical allocation, as financial markets are no longer
immune to geopolitical affairs; the risk of capital confiscation has risen significantly
since the start of the war in Ukraine. Second, even more emphasis in the portfolio
should be put on the allocation to real assets. Third, it is time to steer funds to those
companies that should adapt well and profit from the onshoring trend – which
includes previously shunned commodity and energy producers.
Fortunately, we can say that past performance is no guidance for future
performance. A rapid return to a more neutral level of interest rates is priced in, and
credit spreads have widened above their long-term averages. Importantly, the US
and European private sectors do not show any sign of endogenous imbalances, such
as those seen in 2001 (excessive capital expenditures in the internet sector) or 2008
(excessive housing sector investment). Moreover, inflation should start to roll over
as the commodity supply-chain bottleneck effects from the pandemic and the war
in Ukraine start to fade. Julius Baer Research does not expect a commodity super
cycle, and there is no general physical shortage of commodities.
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Allocation per asset class

Monthly gross performance YTD - Benchmark and portfolio
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Development of equity - comparison with equity indices
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