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After last month’s strong rebound, the 
performance of financial markets stalled 
in February in a consolidation move that 
spared very few asset classes. This situa-
tion echoes the cautious message we deliv-
ered last month in the wake of a strong and 
sudden rebound. Sadly enough, February 23 
also marks the anniversary of the Russian 
invasion of Ukraine: a “special operation” 
that was supposed to last only a few days or 
weeks and which is now a year old war and 
projected to last for the foreseeable future. 

Once again, the topic of inflation is at the roots of 
financial markets’ sudden reversal. After several 
months of marked disinflation, the subject was less 
at the forefront of investor’s thoughts and had al-
ready been adressed in the minds of the most op-
timistic. The release of a consumer price index at 

6.5% YoY in January, virtually unchanged from 
last month, proved that the decline will be slow. To 
put the disinflation of the past few months into con-
text, it must be said that most of it came from low-
er energy and food (to a lesser extent) contributions  
(see graph 1), where marginal gains are becoming 
harder to achieve.  On the other hand, despite the 
numerous rate hikes done by the Federal Reserve, 
price pressures in Services are failing to abate. With 
more than 500,000 new jobs created last month and 
an unemployment rate falling to a historic low of 
3.4%, wage pressures remain strong and are con-
tributing to those price pressures. Finally, despite 
the drastic increase in mortgage rates and the sub-
sequent decline in existing home sales (down 36% 
over one year), real estate prices are holding up and 
the increased pressures on rents resulting from the 
decline in housing affordability continue to translate 
into a larger shelter component in the CPI basket. 

1. EDITORIAL 
NOT SO QUICK…

G1 : US CPI AND ITS MAIN COMPONENTS

Source : BLS, Banque Eric Sturdza, Jan 20 to Jan 23
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While the economy remained pretty “hot”, mar-
ket participants started to pay more attention to the 
FED’s speech and reached the conclusion that the 
FED fund terminal rate might be higher than previ-
ously expected and that higher short term rates are 
probably in place for longer. Under such conditions, 
the US 10-year yield rose by 40 basis points over 
the month (penalizing investors that went long du-
ration too early), the US dollar that had been under 
pressure strengthened again with a more hawkish 
FED and U.S. markets slightly consolidated. Worth 
noting that on the downturn, US markets contin-
ued to underperform major world indices such as 
the STOXX600, the SPI, the FTSE100 and the 
TOPIX. To help explain this trend, we must con-
sider several factors: 1- The collapse of natural gas 
prices and resulting positive side effects for Europe, 
2- a more significant valuation cushion for stocks in 
the Euro-zone, United Kingdom and Japan, and 
3- a relatively light positioning by global investors 
in these regions.

Once again, the exception remains Chinese assets. 
After three months of violent repricing and skyrock-
eting prices that followed the decision of Chinese 
authorities to considerably loosen zero-covid poli-
cies, the Chinese market is pulling back in Febru-
ary – more significantly in local currency for the 
offshore markets (Hong Kong, ADRs) than the do-
mestic ones (A shares). The Yuan also depreciated 
somewhat and returned to the level reached against 
the USD at the the beginning of the year. While the 
February correction of Chinese equities was pain-
ful (-9% for the MSCI China), it has to be put into 
perspective with the sharp rebound experienced be-
tween November 22 and January 23 (+52%) and is 
reminds us hat the reopening process and the eco-
nomic recovery of China are not linear processes 
and can be a source of volatility, most notably as 
tensions between the US and China remain high. 
The shooting down of a Chinese air balloon is a 
good reminder of that. 

Although the investment environment ap-
pears healthier and more promising after 
the 2022 reset, February reminds us that 
caution is a given, most notably in a mac-
roeconomic context depressed by persis-
tent inflation and with the ongoing war in 
Ukraine. The year 2023 could remain vola-
tile and correction episodes should be used 
as selective opportunities to reposition port-
folios, especially for investors that missed 
Q422 rally.
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The FED: Already ready to stop 
the “small steps” policy?

At the beginning of the month, the Fed validated 
its policy of small steps by unanimously voting for a 
25bp rate hike and by adding that several rate hikes 
will be necessary to reach its terminal rate. At the 
same time, the ECB finally hit hard with a 50bp 
rate hike and also hinted at an additional series of 
rate hikes. Against all odds, it was the US employ-
ment figures that emerged as the major surprise for 
February. With more than 500,000 new jobs created 
and the unemployment rate plunging to 3.4%, the 
US economy is in great shape! The numerous and 
significant rate hikes done by the Fed in 2022 had 
had no impact on the unemployment rate.

The disinf lation process came to a halt. If the cur-
rent trend were to continue, we could expect the 
Fed to press hard (again) on rate hikes and stop - at 
least temporarily - its policy of “small steps” which 
consists of raising rates by 25bp increments at each 
FOMC. So, is a 50bp rate hike back on the table 
for the March meeting? This is all the more like-
ly since, historically, during periods of disinflation, 
the Core PCE (the inflation measure favored by the 
Fed) falls 30% less quickly than the headline CPI 
(the one closely watched by market participants and 
the general public). Fed funds will probably be clos-
er to 6% than 5% in the coming months, raising 
the question whether the US economy will be re-
silient enough to withstand the shock.

If the current trend were to continue, 
we could expect the Fed to press hard 
(again) on rate hikes and stop – at least 
temporarily – its policy of “small steps”.

The January bull market 
fizzled out

If Fed funds were to go above 5.5%, should we re-
vise our recession probabilities? The strength of 
the US economy will be tested despite its robust la-
bor market. This leads us to forecast the continued 
inversion of the yield curve with the 2-year yield 
struggling and the 10-year yield likely to go back to 
the 4% level, paving the way for a 100bp inversion.

We were skeptical at the beginning of the year: fixed 
income markets were moving too fast and too far. 
Today, it is critical to remain cautious, unless the 
objective is to build “Buy and Hold” portfolios with 
a fixed maturity. In such a context, we take advan-
tage of 2-year real rates above 2% from a “buy and 
hold” perspective (Buy & Hold: investors buying 
bonds with the aim to keep them till maturity). We 
continue to raise the duration of our Core portfo-
lios at the margin and as long rates tighten. Final-
ly, with regards to credit markets, we find euro-de-
nominated corporate bonds much more attractive 
than the USD ones. The sharp correction in Feb-
ruary, which wiped out much of the performance 
of a very good January, has two major advantag-
es: 1- It offers a second chance to those who were 
still massively underweight in bonds at the end of 
2022, and 2- it presents us with some very interest-
ing opportunities, such as the ability to build “Buy 
& Watch” 3-year maturity EUR Investment Grade 
portfolios yielding now close to 4%.

2. FIXED INCOME 
TEMPORARY DISINFLATION?
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After January that was dominated by re-
newed optimism in equities, February 
presented as a “back to reality” check. By 
mid-February, both the Eurostoxx 50 and 
the Nadsaq100 were posting a similar and 
outstanding performance of nearly 14% 
YTD. At the same time the S&P500 was up 
by 6.50% for the year and even the Chinese 
market (Hong Kong listed stocks) rebounded 
to around +12% YTD at the end of January.

It looked like a new phase emerged in February... 
Volatility regained some ground and the VIX is 
now heading at speed towards its post-covid aver-
age of around 24% after having touched a 18% low 
in early February.

Investors are focusing again on macroeconomic 
data against the backdrop of J. Powell’s still quite 

“hawkish” speech. US economy resiliency, coupled 
with a stickier inf lation (as seen in the last month-
ly update) suggests continued rate hikes and high-
er than anticipated short term rates, thus implying 
a higher terminal rate for the FED funds of 5.4% 
by Summer 2023. 

No surprise in such environment to see investors 
welcoming good economic data as bad news for eq-
uities, as it strengthens the US central bank’s cur-
rent hawkish stance.

Having a look at Q4’22 results, 95% of US listed 
companies have now released their quarterly re-
sults: Sales were broadly in line with expectations 
– which had been heavily revised downwards for 
2022 – and earnings generally surprised on the up-
side – with the notable exception of the communi-
cation services sector and media companies / tel-

G2 : CITIGROUP ECONOMIC SURPRISES US VS. S&P500

Source : Bloomberg, Banque Eric Sturdza, Jan. 22 to Feb. 23
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cos which suffered the most. On a more negative 
note, guidances proved pretty cautious and this mes-
sage translated as consensus of continued lowered 
earnings estimates. As a consequence, this year’s 
performance looks pretty disconnected with earn-
ings growth expectations, at least in the short term.

The payroll figures, inf lation measures, US GDP 
data and retail sales, all surprised on the way up and 
contributed significantly to the rebound of the US 
Citi Economic Surprise Index. Last Autumn, the 
index’s change in direction was concomitant with 
a downward move in the S&P 500 (see chart 2).

In Europe, the sound of cannon fire continues to 
impact inf lation expectations (particularly energy) 
as Ukraine sadly enters a second year of invasion by 
Russia. The rhetoric remains the same but NATO 
still cannot convince Putin to sit down at the nego-
tiating table. The Russian leader seems increasingly 
isolated, especially when he threatens to use nucle-
ar weapons. A peace agreement between Kiev and 
Moscow still seems distant, while NATO countries 
have just ratified new sanctions against the Krem-
lin and strengthened their military and economic 
support for President Zelenski.

The reopening of China and the avoidance of an en-
ergy crisis so far have allowed the European econ-
omy, as we expected, to recover strongly and eco-
nomic surprises are in full swing. The CAC 40 
broke through all-time highs by exceeding 7,350 
points on the Paris stock exchange, buoyed in par-
ticular by the luxury goods sector and the strong re-
bound in the automotive sector (STXE Auto&Parts 
+18.9% YTD).

As the question of soft landing for the US 
economy or a recession resurfaces, we would 
not be surprised to see some profit-taking 
in equities and the start of a consolidation 
phase in the major developed markets.
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5. PERFORMANCES

EQUITIES IN LOCAL CURRENCIES

FIXED INCOME, CURRENCIES AND COMMODITIES

Source : Bloomberg, Banque Eric Sturdza, 28/02/2023
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Legal information

This document intends to provide information and opinions on dif-

ferent matters. It is intended only for this purpose. This document 

does not constitute an advice, an offer nor a solicitation by Banque 

Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy 

or sell any financial instrument or to subscribe to any financial in-

strument. This document does not contain any recommendation per-

sonal or generic and does not take into account the investment ob-

jectives, financial situation or needs, or knowledge and experience 

of any persons. This document does not contain any offer or any 

solicitation to purchase or subscribe to any financial services or to 

participate in any financial strategy in any jurisdiction. It does not 

constitute an advertisement or an investment recommendation or a  

research or strategy recommendation. Moreover, it is provided for 

informational and illustrative purposes only and does not contain fi-

nancial analysis. This document mentions and presents benchmarks 

which may only be used for comparison. The information provided 

must not be relied on and must not be the only source to make a de-

cision about financial investments. It is also not a legal or tax advice, 

or any recommendation about any kind of financial services and is 

not intended to constitute any kind of basis on which to make a de-

cision on a financial investment. Banque Eric Sturdza SA is not re-

sponsible and may not be held responsible for any loss arising from 

decision taken on the basis of the information provided in this doc-

ument or for any liabilities arising from such decision. Although all 

due diligence has been performed to ensure that this information is 

accurate at the time of its publication, no guarantee is given regard-

ing its accuracy, exhaustiveness or reliability. The information pro-

vided may change, even immediately after publication and there is 

no obligation to provide an up to date information at any time. Fur-

thermore, the information provided in this document do not intend 

to provide all the legal and necessary information on financial in-

struments or on issuers. Other publications from Banque Eric Stur-

dza SA may in the past or in the future reach different conclusions 

from the information contained in this document. Furthermore, the 

present document and the information provided do not in any way 

engage the responsibility of Banque Eric Sturdza S.A., its affiliated 

companies, or its employees. 

Information on risks

Investments are subject to a variety of risks. Before taking any deci-

sion of investment or entering in any transaction, any investor should 

request detailed information on the risks associated with the decision 

of investment and with the financial investment. Some type of prod-

ucts are in general bearing higher risks than others but general rules 

cannot be relied on. It is remembered that past performance is not 

a reliable indication of future results and that historical returns and 

past performance as well as financial market scenarios are not relia-

ble indicator of future performance, significant losses remaining al-

ways possible. The value of any investment depends also on the fact 

that the base currency of the portfolio is different from the currency 

of the investment subject to the foreign exchange rates. The exchange 

rates may f luctuate and adversely affect the value of the investment 

when it is realized and converted in the base currency of the portfolio. 

Distribution information

This document is not directed towards specified jurisdictions or to-

ward specific person or entity resident in a specific jurisdiction and 

doesn’t constitute any act of distribution, in jurisdiction where such 

publication or such distribution is contrary to the applicable law or 

regulation or would be contrary to any mandatory license require-

ment. This document is provided for the sole use of its recipient and 

must not be transferred to a third person or reproduced.

We are renovating our main building. In the 
meantime, we are happy to welcome you in 
our temporary offices. 
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