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As we head into the second half of 2022, I would like 
to convey to you my outlook on the financial markets. 

Inflation, interest rates and growth are currently the 
main drivers affecting global financial markets. On any 
trading day, the interplay of these three factors pretty 
much explains the gyrations in financial markets. The 
key question now is whether inflation, and central 
banks’ response – to keep hiking rates – will cause a 
smooth or sharp deceleration in growth, or even cause 
major economies to go into recession. Markets are, 
thus, trying to figure out what kind of growth profile 
we are heading towards. 

In our note last month, we highlighted that risks were 
building and talked about the need to position portfolios 
defensively for volatility, inflation, lower growth and 
higher rates. At the same time, we argued that despite 
the increased risk of economic slowdown, we did not 
see an imminent recession, as services consumption and 
corporate earnings remain strong. This is still our view 
for 2022, but for 2023 risks are higher.

In fact, fi nancial  markets generally discount 12 to 18 
months into the future, and since we published our 
House View for May 2022, the developments are a 
textbook response to fears of recession. Stocks have 
underperformed, corporate credit spreads have 
widened; and cyclical sectors have underperformed 
defensives. Even crude oil, one of the few assets – if 
not the only one – that has stayed strong, has been 
weak recently. 

Thoughts of  the CEO
Risks of recession: not inevitable, but increased probability

Clearly, macro concerns of recession are dominating 
investor sentiment. In this letter, I will bring the key 
factors to your attention in an attempt to assess if 
and when we should expect a recession and its likely 
magnitude.

In addition, I will analyse how energy demand 
and supply are driving infl ation, for if we want to fix 
today’s energy crisis, we must acknowledge its 
underlying causes. In previous editions of the House 
View, I have talked about the role of supply chain 
disruptions and rising energy prices in the current 
in� ationary environment. It is widely understood 
how the con� ict in Ukraine is making matters worse 
by pushing food and energy prices up sharply and 
further disrupting global supply chains. However, the 
supply and demand imbalances in energy markets 
(which were already present before Russia invaded 
Ukraine on February 24th) have now moved front 
and centre of the global economy. Moreover, newer 
energy dislocations and realignments are taking place 
(e.g. Russia shift ing its energy exports to China; 
Europe signing new contracts elsewhere).
Th is letter thus looks at the forces behind recession 
fears, in� ation expectations and the current energy 
crisis, and helps you better understand their impact on 
your portfolios.

Yours Sincerely,

Karam Hinduja
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Shocks to the economy and the energy crisis

Over the past year, inflation and inflation expectations have been high and accelerating, rendering the 
consensus, that inflation would slow down with the gradual end of supply chain bottlenecks, incorrect. Quite 
the contrary, U.S. headline Consumer Price Index (CPI) in May grew at the fastest year-on-year pace since 
1981. This is due in part to strong demand and in part to supply chain di�culties caused by the disruptive e�- 
ects of the pandemic, including an insufficient supply of oil inventories relative to the rebounding demand.     
� ese problems were made worse by the “zero-Covid-19” policy in China, and Russia’s invasion of Ukraine.

We do not think we are out of the woods yet for most of these problems. While the demand for goods is slowing 
down, the demand for energy remains high relative to supply. While, the saying goes, the cure for high oil prices 
has traditionally been high oil prices, the cost of energy appears to have room to rise further before it leads to so-
called demand destruction. �e last two major oil peaks occurred in 1980 when nearly 8% of U.S. GDP, or 7.2% 
of global GDP, was spent on oil. In 2007, the U.S. consumed 6.9% of GDP in oil (7.8% globally). At present, the 
U.S. consumes just 3.5% and globally only 4.0% of GDP. According to Goehring & Rozencwajg, a fundamental 
research �rm  focused exclusively on contrarian natural resource investments, a Brent price of USD150 would 
raise oil expenditures as a percentage of GDP to 6.0%-7.0%, more consistent with these previous market peaks. 
� is  implies that there could still be further room for higher prices.

OPEC+ members seem to be operating at full capacity without room for increasing production. This is 
consistent with the U.S. Department of Energy’s announcement that they would release up to 45 million barrels 
of oil from the Strategic Petroleum Reserve, their largest-ever release to date. In addition, an impending 
rebound in Chinese demand threatens to strain a global market already constrained by tight supplies. This 
would contribute to persistent levels of in�ation.
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When will the hiking cycle peak?

This chain of inflationary shocks has put more pressure on the U.S. Federal Reserve (the “Fed”) and other major 
central banks to tighten monetary policy, while making it more difficult for them to bring inflation down 
without disrupting economic growth. Since 1955, each time inflation has risen above 5%, the Fed has had to raise 
the Fed Funds Rate above the CPI. The upper boundary of the Fed Funds Rate is now 1.75%, while U.S. CPI is 
8.6%. We actually think the Fed might not need to raise interest rates that much this time as the economy, with 
debt to GDP levels near all-time highs, is much more sensitive to higher rates. In addition, as supply chain 
bottlenecks gradually resolve, disin�ation might be aided by a rising supply of goods and services before demand 
starts to fall.

US Fed Funds Rate versus U.S CPI

US Fed Effective Funds Rate

U.S CPI
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Source: U.S: Bureau of Labor Statistics; Board of Governors of the Federal Reserve System, Federal Funds E� ective Rate, retrieved from FRED, Federal Reserve Bank of 

St. Louis; https://fred.stlouisfed.org/series/FEDFUNDS, June 29, 2022.
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What will be the cost of bringing in� ation down?

Since 1955, there has never been a quarter with average infl ation  above 4.0% and unemployment below 5.0% 
that was not followed by a recession within two years. Over the next few quarters we expect the growth rate of 
developed economies to decline as a result of contractionary fi scal  policy, a high dollar, higher mortgage rates, 
high energy prices and increasingly lower consumer confi dence. While a recession does not seem inevitable, in 
our view, the probabilities of a recession in 2023 are more signifi cant.  For us, the key questions are when, and 
how shallow or deep the recession shall be.

Global consumer indicators are sending market risk signals, but they are nowhere near record lows. In June 
2022, the measure of consumer con� dence published by the Conference Board, a research group organization 
responsible for several widely tracked economic indicators, fell to 98.7 from 103.2, below the consensus of 100.0. 
While this is the lowest level since February 2021, even aft er this drop, the Conference Board’s measure is well 
above its record low of 25.3 in February 2009. Th is                                                    survey, where people are asked about the state of the labour 
market and business conditions, as well as their own fi nances, is refl ective of the low unemployment rate of 3.5% 
in the U.S., a sign that the economy is not at imminent risk.

Conference Board Consumer Confidence Index

CB Consumer Confidence Index
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In this regard, we do not expect demand to collapse, as there appears to be pent-up demand for labour, vehicles, 
houses and consumer products that have been in short supply over the pandemic. In addition, demand for 
travel, leisure and entertainment is surging. Th e              household debt service ratio in the U.S., which we think is 
representative for debt payments relative to disposable personal income in much of the developed world, is 
rising but still low compared to the past 40 years. China, despite being more focused on stimulating their local 
economy carefully and therefore less likely to support global markets than in previous recessionary periods, is in 
an easing cycle. Not all engines are slowing simultaneously. Banks in the U.S. and Europe today have more loss-
absorbing capital than in the 2008/2009 fi nancial  crisis. The current banking system is likely less fragile than 
before.

In summary, while we expect economic growth to be challenged, our base case is that a recession would be mild 
and short-lived. In any case, we must acknowledge that investor sentiment can change very quickly. All it would 
take for sentiment to improve is a slightly better inflation reading in coming weeks and months. This is critical 
as it will determine whether investors see the U.S. Federal Reserve as being able to do what they say they hope to 
do, i.e. engineer a “soft     landing”  where both in�ation and growth move closer to target, without recession. 

A new paradigm

Beyond the cyclical risks, investors need to consider that global markets may have reached a structural 
infl ection point - an end to the era of ample liquidity, low infl ation,  and low interest rates that followed 
the 2008–2009 global fi nancial crisis.

Central bank liquidity was critical for stabilizing economies and markets during both the Great Financial Crisis 
and the coronavirus pandemic. As necessary as this liquidity was, it came at the cost of pushing valuations for 
many risk assets toward historical extremes. 

However, the new paradigm could also off er potential opportunities for investors with the skills and 
research capabilities needed to seek them out. 
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Positioning 

Our focus continues to be on protecting portfolios from the current uncertainty and high volatility. Real assets 
such as infrastructure or certain real estate* that can provide uncorrelated returns and protection from infl- 
ation remain our preferred option. With the reset in fi xed income valuations and widening credit spreads we 
are also starting to see opportunities for investors seeking income. Broadly speaking, we recommend actively 
managing the duration of fi xed income portfolios (keeping it short for conservative investors and selectively 
adding medium duration bonds for investors with a longer-term investment horizon), diversifying economic 
cycle risk and considering allocations to countries with easing monetary policies.

In equities, we favour shares of quality companies with strong and sustainable or growing dividends and small capita-
lisation value stocks. Energy, mining (copper, lithium, nickel) and agricultural commodity (fertilizers) stocks also 
have the potential to outperform in the current environment of supply imbalances and strong demand for resources. 

*Reach out to us for advice.

Current Asset Allocation

Global Asset Allocation Preferences July 2022

Asset Class Opinion Constitutents We favour We avoid Commentary

CASH + Temporarily increase cash for defensive profi les in 
times of heightened uncertainty and risk aversion.

FIXED INCOME +

Segments

Treasuries and

investment grade

credit.

Convertibles, High 

Yield, Emerging 

Markets.

Aggressive rate hikes by Central Banks increase 
risk of economic slowdown or recession. Nominal 
rates likely to top out in the near-term, making 
fi xed income investments look attractive
relative to risk assets.

Duration Medium term.

Aggresive interest rate incresases and presistent 
infl ationary pressure create uncertainty on long 
duration bonds. At current levels, we see
attractive yields in the medium part of the curve.

EQUITIES -

Markets U.S.

Europe,

Emerging

Markets.

Persistent uncertainty owing to Russia-Ukraine 
confl ict and rising risk of economic downturn. 
Heigthened uncertainty warrants
reduction in exposure to risk assets.

Themes

Value, Dividends,

Quality. Energy and

commodity stocks.

Highly levered, 

long duration 

equities.

Focus on companies with robust pricing power. 
Value stocks generating real cash fl ow. Dividend 
growth.

ALTERNATIVES +
Carbon, REITS, listed

infrastructure.

Illiquid

alternatives.

Uncorrelated assets, hedged from infl ation,
limited risk of earnings downgrade.

++ Very attractive    + Attractive    = Neutral    - Unattractive    -- very unattractive
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Figure of the Month

Enough rice to feed 500 million people over one year 
will be lost this season as a result of surging fertilizer 
prices, according to the International Rice Research 
Institute in Los Banos, Philippines. Th ey estimate that 
rice yields could drop as much as 10% this season as 
farmers cut back on the use of fertilizers in response to 
rising prices caused by the global confl ict between 
Russia and Ukraine and the associated supply chain 
issues. Humnath Bhandar, a senior agricultural 
economist at the institute believes this is “a very conser-
vative estimate” should the war continue and aff ordable 
fertilizers remain unavailable for farmers.

500

FAO Food Price Index

J F            M             A              M             J J              A              S             O             N             D

170

160

150

140

130

120 

110

100

90

80

2020 2021 2022 2019

Source: FAO. 2022. Food Outlook – Biannual Report on Global Food Markets. Rome. https://doi.org/10.4060/cb9427en.

Farmers are now experiencing in� ated costs and decreasing revenues which will drastically a� ect global supply. With 
food prices reaching unprecedented levels, hundreds of millions of people, predominantly from lower-income 
groups, are at risk of hunger. If not acted upon immediately, this could lead to social unrest, particularly in less 
economically developed countries. 

The war has blocked almost all of Ukraine’s fertilizer 
exports which typically exit via the Black Sea ports now 
largely controlled by the Russian Navy, thus severely 
restricting trade. Russia’s exports are restricted by 
sanctions. Combined, Russia and Belarus provide about 
40% of the world’s exports of potash and 28% of 
fertilizers made from nitrogen, phosphorous and 
potassium. Russia also exported 11% of the world’s urea 
and 48% of the ammonium nitrate in the past.

As a result, fertilizer prices have doubled over the past 
12 months making it extremely difficult for global 
production to be financially viable. Farmers of many 
emerging market countries are being priced out from 
the supply. This could lead to a full-blown food crisis if 
prices are not curbed. Other key food resources and 
groups have gone up in price too. Th e Food and 
Agriculture Organization (FAO) of the United 
Nations estimates that the global food import bill will 
rise by USD 51bn in 2022, of which USD 49bn refl ects 
higher prices.
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S. P. Hinduja Banque Privée – A family-owned Swiss Bank with Indian roots.

S.P. Hinduja Banque Privée S.A. is an innovative Swiss bank with roots in India, o� ering wealth management 
and investment advisory services to entrepreneurial clients. We partner with clients to create exponential 
economic and social impact, as our family has aspired to do for over 100 years.
Founded in Geneva in 1994 by Srichand Parmanand Hinduja with a vision to provide clients with a bridge 
between East and West, our institution remains the only Indian-owned Swiss bank in history. With an active 
presence in Switzerland, India, UAE and the UK, S.P. Hinduja Banque Privée o� ers its clients the reliability of 
Swiss regulatory oversight, while providing specialized access to high-growth markets. 

We are a private bank with an entrepreneurial spirit, embracing collective action and building creative solutions 
that advance the world, economically and socially.

� e future of banking is emerging at the intersection of pro� t and purpose.

Contact:
S.P. Hinduja Banque Privée S.A.
Place de la Fusterie 3bis
1204 Geneva 
Switzerland

Phone: +41 58 906 08 08
Fax:+41 58 906 08 00
Email: info@sphinduja.com
Website: sphinduja.com

Disclaimer
� is his report has been exclusively prepared and published by S.P. Hinduja Banque Privée SA (“SPH”). � is publication is for your information only and is not 
intended as an o� er, or a solicitation of an o� er, to buy or sell any investment or any other speci� c product. � e analysis contained herein is based on numerous 
assumptions. Di� erent assumptions could result in materially di� erent results. Certain services and products are subject to legal restrictions and cannot be o� ered 
worldwide and/or on an unrestricted basis. Although all information and opinions expressed in this document were obtained from sources believed to be reliable and 
in good faith, no representation or warranty, express or implied, is made as to its accuracy or completeness. All information and opinions indicated are subject to change 
without notice. Some investments may not be readily realizable if the market in certain securities is illiquid and therefore valuing such investments and identifying 
the risks associated therewith may be di�  cult or even impossible. Trading and owning futures, options, and all other derivatives is very risky and therefore requires an 
extremely high level of risk tolerance. Past performance of an investment is no guarantee for its future performance. Some investments may be subject to sudden and 
large falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse 
e� ect on the price, value or income of an investment. SPH is of necessity unable to take into account the particular investment objectives, � nancial situation and needs 
of our individual clients and we recommend that you take � nancial and/or tax advice as to the implications (including tax liabilities) of investing in any of the products 
mentioned herein. � is document may not be reproduced or circulated without the prior authorization of SPH. SPH expressly prohibits the distribution and transfer 
of this document to third parties for any reason. SPH will not be liable for any claims or lawsuits from any third parties arising from the use or distribution of this 
document. � is report is for distribution only under such circumstances as may be permitted by applicable law.




