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Paradigm shift 

The war in Ukraine lingers without much progress around 
the negotiation table, despite Russia deciding at the end 
of March to considerably reduce its combat operations 
near the Ukrainian capital and concentrate on the Donbas 
region. While this military repositioning feels like a forced 
withdrawal after the failure of the blitzkrieg wanted by 
Putin, it is unfortunately the harbinger of an armed conflict 
that is likely to last for some time. In March, the markets 
nevertheless attempted to catch their breath, after being 
battered since the beginning of the year. The acceleration 
of the pace of normalization of the FED's monetary policy, 
the publication of more conservative global growth 
forecasts, inflationary pressures and the downward 
revision of corporate earnings were all factors that 
weighed on markets. As we had envisaged in our central 
scenario, the US equity market held up better than the 
European markets, the latter being more economically 
impacted by the sanctions applied to Russia. The 
S&P500 was up 3.6% in March but still recorded its worst 
quarter since the beginning of 2020. It was the so-called 
"value" companies that outperformed in Q1, despite a 
reversal of trend observed last month, when "growth" 
stocks rebounded strongly. As for Europe, it remains 
clearly behind the US market. The Stoxx50 index ended 

the month down 0.42%, while the quarter ended on a drop 
of more than 11%, double the decline of the S&P500. The 
Swiss SMI index rebounded by 2.8% over the last month, 
driven by its two insurance groups (Zurich: +8.3% and 
Swiss Life +6%), as well as by UBS, up 7.5%. Finally, in 
emerging markets, the Shanghai stock market index also 
came under pressure over the month. Concerns about the 
economic impact of the containment measures 
implemented in Shanghai, coupled with the country's 
stance regarding Russia, caused the Shanghai 
Composite Index to fall by more than 6%. On the other 
hand, the IBOVESPA, the main stock index of the São 
Paulo stock exchange, ended the month on an increase 
of 6%. It ended the quarter up by more than 13%, boosted 
by the performance of the energy and materials sectors 
(40% of the index) as well as its financial stocks. The 
interest rate market continued its upward adjustment, with 
the U.S. 10-year ending at 2.34% while the Swiss 10-year 
closed at 0.60%. Monetary tightening policies and rising 
month-to-month inflation figures are not giving the bond 
market any relief for the time being. Finally, there is no 
break in the commodities market either! The war in 
Ukraine continues to put pressure on energy and 
agricultural commodity prices, pushing the RICI index up 
by more than 8% for the period. 
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After the inversion of the 2 and 10 year US bond yield 
curve, the same phenomenon was observed on the 10 
and 30 year curve, reinforcing investors' fears of a major 
economic slowdown in the US. The CPI inflation figures 
for March speak for themselves. The year-on-year 

inflation rate jumped to 8.5%, its highest level in 40 years. 
The Consumer Price Index rose 1.2% over the month, 
driven by increases in gasoline, food and housing prices. 
At this point it is clear that financial conditions are not yet 
restrictive enough to combat this phenomenon. The 
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market expects 7 rate hikes until the end of the year, and 
a more aggressive than expected intervention from the 
FED as early as May (50bps). Could a too strong and too 
fast monetary tightening derail the US or even global 
growth? In any case, this is what the interest rate market 
is showing. Historically, after an inversion of the 2-10 year 
curve in the US, a period of recession occurs after 12 to 
18 months. History also shows that equity markets tend 
to correct about 6 months before a recession, while 
continuing to rise during the first few months following the 
start of a monetary tightening. Vigilance is therefore 
warranted: while such an economic contraction scenario 
remains unlikely to date, its materiality could be reinforced 
as successive central bank interventions take place. 

This past weekend was the first round of the presidential 
elections in France, where the incumbent president 
Emmanuel Macron came out on top with 27.84% of 
favourable votes. For the second time in the history of the 
Fifth Republic, the French are about to re-live the same 
return match. Indeed, it is the candidate of the extreme 
right, Marine Le Pen, who came in second place with 
23.15% of the votes. The second round of the election will 
take place on April 24th with two candidates who had 
already faced each other in the final of the same election 
in 2017. The highlight of this election is the continuation 

of the collapse of traditional parties, victims of both the 
centrist strategy of the party of Emmanuel Macron, and 
the rise of extremist parties. All the votes collected by 
Marine Le Pen, Éric Zemmour and Nicolas Dupont-
Aignan thus exceed 30% of the votes cast. While in 
essence the same recipe is still used - link between 
unemployment, purchasing power, immigration and 
insecurity – when it comes to form, Mrs. Le Pen has 
strongly improved after a long work of de-demonization, 
facilitated these last months by Eric Zemmour and his 
right-of-the-right program. The second round of the 
presidential election therefore looks more complicated 
than that of 2017 for Emmanuel Macron, because Ms. Le 
Pen learned from her mistakes. Mathematically, her 
victory is currently possible, even if a large number of 
parties have called on their voters not to vote for the 
candidate. If she wins, she will have a hard time 
governing, since her party has only six deputies in the 
National Assembly and no senators in the upper house. 
So far, there has been no significant market reaction, but 
some tension could appear as April 24th approaches. The 
migration policy desired by Ms. Le Pen, in contradiction 
with European commitments, or a budgetary policy that is 
more hostile to Europe, are all topics that could create 
disorder within an already fragmented European Union. 
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The deterioration of the economic situation, the tightening of monetary policies, as well as certain exogenous factors such 
as the elections in France, continue to support our more moderate positioning on risky assets. We remain below our neutral 
points for equities, favouring the US market over Europe. The so-called end-of-cycle sectors such as energy and metals, 
combined with the more defensive healthcare sector, form our core portfolio. Despite an inflation spike that we expect by 
the summer, and an equilibrium point on the US 10-year around 2.5-2.7%, we remain underweight in duration on the 
sovereign curves for the time being, awaiting the Fed's next decisions and potential market responses. A more pronounced 
reallocation along the US curve is one of our main thoughts within the investment committee. 
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