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Is bad news good news again? 

 

Amidst a difficult economic backdrop and ongoing 
financial and political challenges, the month of July 
brought a much-awaited relief rebound to financial 
markets. We have yet to see inverse base effects having 
any impact on observed inflation which continues to 
surprise to the upside with the current economic 
slowdown not having any meaningful effect on prices. In 
the US, July CPI came in at 9.1% YoY, while the estimate 
for July in Europe came in at 8.9%. In July, the ECB acted 
and raised its reference policy rate by 50bps to 0%. This 
finally brought an end to over 8 years of negative interest 
rate environment in the European Union leaving the CHF 
as one of the only main currencies with negative interest 
rate (-0.25%). While the ECB did raise its main 
refinancing rate by more than the consensual 25bps, it 
also announced a new tool to counter “unwarranted 
market dynamics”: the Transmission Protection 
Instrument (TPI) which offers the ECB the possibility to 
purchase specific instruments as means to keep a lid on 
spreads between core countries and European 
peripherals. Financial markets were also bolstered by 
solid earnings from the big tech companies (Facebook 
exempted). Growth and technology stocks which had so 
far been battered led the rebound in the strongest monthly 
gain on the S&P 500 since November 2020 when the 
Covid vaccine was announced. The S&P 500 rose by 
9.2% and the technology loaded Nasdaq by over 12% in 
July alone. The rebound was also felt in Europe as the 
Stoxx50 rose 7.5%, while the SMI rose by 3.8%. Growth 
stocks outperformed value by an important margin in the 
US (+13% vs +5.6%) as well as in Europe (+11% vs 
+4%). The same was observed between cyclicals and 
defensives, with the IT sector (+13.4%) and consumer 

discretionary sector (+19.1%) outperforming Healthcare 
substantially (+3.4%). Giant Amazon was one of the clear 
winners in July, rising over 27% on the back of better-
than-expected operating income for Q2-2022 and 
ongoing strength in its cloud business. However, 
Emerging market equities continued to suffer with the 
Hong Kong index losing over 7% as the real estate sector 
woes continue to represent a heavy burden for the 
Chinese economy. The EUR stood out on currency 
markets, weakening across the board. The ECB’s higher 
than expected hike of its main interest rate did not give 
more than a small push to the EUR. Rather, recessionary 
risks in the European area were more dominant as 
diminishing gas supply issues from Russia weighed 
heavily. Even against the Swiss franc, the EUR was 
trading well below parity at EUR/CHF 0.97 by the end of 
the month. Gold also felt the headwinds of a stronger US 
dollar (DXY dollar index +2.88%) while heightened fears 
of economic slowdown also impacted oil prices which fell 
by 6.8% for the WTI crude, ending the month below USD 
100 at 98.62 for September future deliveries. 

With inflation still hot and central banks raising rates and 
decreasing balance sheets, government yields came 
back down. The US 10Y treasury touched a year-to-date 
high at 3.5% by mid-June before ending at 2.65% by July. 
The same was observed for other developed nations on 
longer term maturities. The bond markets are now 
discounting an upcoming recession expecting that the 
front-loaded interest rate hiking will lead to a general 
economic slowdown. The FED is aware of this but trying 
its best to orchestrate a soft landing. It is however clear 
that only a general slowdown in demand and therefore 
supply will bring down the hottest inflationary period of the 
last 40 years. 
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Decisions by the FED will now be based exclusively on 
incoming data. But more importantly, Powell added that 
the pace of tightening could decelerate (!). Inflation 
expectations have already peaked as seen in the graph 
on the previous page for different break-even maturities 
as well as for the FED’s preferred gauge (forward 5Y5Y). 
With the technical recession being confirmed in the US (2 
consecutive negative GDP prints in the second quarter 
2022 at -0.90% QoQ), the big question remains whether 
this could be THE pivot markets have been waiting for. 
Have equity markets already discounted a recession at 
current levels and have we reached peak inflation and 
consequently peak hawkishness of the FED? When will 
bad news become good news again for equities in 
anticipation of looser central banks supporting falling 
growth? It is probably a bit early to call the events of July 
a pivot. Incoming updates on CPI’s and the US job market 
will give more insight. The negative Q2-2022 US GDP 
received little attention as the surprise factor had already 
been mitigated trough other leading indicators. Contrary 
to other nations, a “technical recession” does not officially 
mean that the US is in a recession. Rather, the official 
economic contraction is announced by the National 
Bureau of Economic Research. An independent body of 

eight economists called the Business Cycle Dating 
Committee has the authority to officially make such a 
declaration, which is not yet the case. This gives it a 
political dimension as well. The upcoming US mid-term 
elections will also prompt President Biden to prefer citing 
the robust US job market as an argument that the US is 
not in a recession. 

The recent rebound is the 4th attempt this year (graphic), 
but the current is the strongest one this year. Are hopes 
for a sustainable rebound warranted or is this another 
classical bear market rally? The second quarter earnings 
season in the US is well underway and proving to be a 
decent one albeit not exceptional. Fears of companies’ 
earnings being squeezed out through higher input costs 
have not materialised so far and moderate consensus 
expectations are beaten. So far, 87% of the S&P 500 
have published their results and 75% of them beat 
earnings estimates with a 6& earnings growth for the 
quarter. It is however important to point out that the 
energy sector was the main contributor to earnings 
growth in Q2-2022, while full 2022 and 2023 estimates 
are being revised down slightly. 
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Although the current rebound is strong and positive momentum is building up, we have not changed anything in our equity 
exposure. We have an important underweight with a tilt on quality and value sectors. We view this current rebound as 
technical and would need to see clear messages by the FED of a deceleration in interest rate hikes /inflation as well as first 
signs that observed inflation rough CPI / PCE is actually slowing down. Our overweight in cash is ready to be deployed 
when we assess that bad news are in fact good news again! 

 

Jean-Christophe Rochat, CIIA 
Chief Investment Officer 
 
www.heritage.ch 
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