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Market comment 

 

 

 
2022 was a year of huge macroeconomic surprises and overall unidirectional markets, 
including steadily higher interest rates and a steadily rising US dollar. The 
consequence was the worst combined decline in bonds and equities on record. Equity 
markets across the globe came under immense pressure in 2022, driven by a sharp 
tightening in liquidity conditions as a response to sky-high inflation rates and 
geopolitical jitters. What made this sell-off so unique is that it was almost entirely 
driven by ‘multiple deratings’, i.e. declining valuations. The end of financial repression 
and the associated rise in bond yields has been painful, especially for highly valued 
segments of the equity markets. Market expectations proved spectacularly wrong this 
year. They move sharply when outcomes deviate massively from ex ante implied 
economic and financial expectations. In 2022, even the US Federal Reserve (Fed) 
missed the outlook for interest rates by a record margin, as US gross domestic 
product (GDP) growth proved far more resilient than expected and inflation therefore 
turned out to be very sticky. Admittedly, the start of the war in Ukraine exacerbated 
the inflation spike, but even without this war, Western central banks would be fighting 
inflation for the first time in a generation.  
 
Related to portfolio action, we switched out of ST Microelectronics into Infineon early 
December. We decided to switch STMicro into Infineon Technologies because we see 
a more favourable product mix at Infineon going forward. Infineon as the leading 
manufacturer of power semiconductor components and modules globally an with its 
business mix should profit more from growing use of power semiconductors for 
electro-mobility, renewable energy production and efficient energy management. 
Mid-December we bought Merck KGaA. Merck KGaA is a global pharmaceutical and 
chemicals company. Merck has utilized its presence in the emerging markets with its 
strong access initiatives that improve the availability and affordability of medicines 
in the underserved developing countries. Merck is well-positioned to capture the 
market in the developing countries as it has undertaken initiatives to strengthen local 
health care systems, including capacity building and supply chain programs, as well 
as initiatives to improve access to medicines. Further we started to extend the bond-
duration by adding a mid-term US Treasury bond. 
 
If anything, 2022 has reminded us that forecasting the future is difficult, especially in 
the short run. In the wake of the strongest and fastest US monetary-tightening cycle 
in decades, many market pundits predict a recession in the US in 2023. Currently, 
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markets are in fact discounting a soft-landing scenario. The anticipation of interest-
rate cuts, as early as the end of 2023, points in this direction. In our view, the main 
policy-mistake risk from now on does not involve interest-rate hikes but rather a 
reduction of the Fed’s balance sheet. We expect positive nominal and inflation-
adjusted bond returns in US dollars in 2023. Equities are priced at average long-term 
valuation levels. They are still exposed to downwards earnings revisions, but equity 
investors will participate in the companies’ ability to raise prices and capitalize on a 
higher nominal GDP growth path. Equities will thus constitute a good source of 
medium-term wealth preservation and creation in the new investment regime. 
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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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