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Thoughts of the CEO 
“The probability of a global recession has increased, creating opportunities for some.”

The beginning of the second half of the year has seen rising 
recession worries seemingly displace interest rate concerns. 
Since my last letter, the investor mood has become even 
more cautious. What has changed in the market narrative is 
the realisation that central banks seem willing to remain on 
the path of hiking interest rates, despite a worsening global  
growth outlook. One by one, leading central banks have 
now formally and openly distanced themselves from their 
previous gradualist forward guidance. Central banks are 
now deliberately signalling that they do not actually know 
what will happen to the interest rate trajectory. This means 
that, as investors, we need to be prepared for more volatility 
and a wider range of outcomes. 

As investors assess the prospects of the world’s three 
large economic engines – the US, China and Europe – it is 
the latter which currently appears more vulnerable. Europe 
is viewed as more vulnerable because the large euro area is 
fragmented on the fiscal side: each member state has its own 
ministry of finance. We are seeing this well-known structur-
al issue now worrying debt markets, both for government 
and corporate debt. 

Credit spreads on corporate bonds have been rising 
since the beginning of the year. As with equity investments, 
rising capital costs and increasing fears of recession have af-
fected this asset class. What is striking, however, is the signif-
icantly stronger increase in credit spreads for euro bonds 
than for corporate bonds in US dollars. Credit spreads on 
euro-denominated corporate bonds are almost at the level 
they reached at the height of the Corona crisis. 

This divergent pattern between euro and US dollar cor-
porate bonds was last seen eleven years ago during the Euro-
pean debt crisis. Investor confidence in European assets 
seems to be crumbling once again. In this context, investors 
will be keeping a watchful eye on the spreads of eurozone 

government bonds. While the European Central Bank has 
announced a new monetary tool to fight excessive spread 
widening between eurozone government bonds, markets are 
nervous about this untested tool in the current high inflati-
on context. 

The weakness of the euro against the US dollar also re-
flects the eurozone’s vulnerabilities. Reliance on Russia for a 
large chunk of natural gas has contributed to the eurozone’s 
much higher producer price inflation than in the US (36% 
vs. 11%). The textbooks tell us that this big differential must 
eventually be reflected in the exchange rate, which is exactly 
what we saw. Given the sharper rise in European gas prices 
and the prospect of real shortages in the winter months, we 
must expect European inflation rates to remain stubbornly 
high. The first interest rate hike by the ECB in July cannot 
yet change this trajectory. For any sustainable turn in the eu-
ro’s fortunes, we need to see sustainably lower eurozone in-
flation.

Our investment conclusions, which we explain in more 
detail in the following pages, include the advice to tempo-
rarily hold more cash than usual and to continue to under-
weight equities. And in fixed income, we have an even 
stronger preference now for shorter-term US Treasury 
bonds. For investors with a long-term investment horizon 
and a greater tolerance for volatility, we would be happy to 
discuss selected opportunities with you.

Yours sincerely,
 
Karam Hinduja
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Risk of continued rising interest rates
Capital market interest rates are still far below inflation rates and thus the risk of continued rising interest rates 
has not yet disappeared. We, therefore, continue to recommend our clients to temporarily hold more cash than 
usual, to underweight their broader equity positions in the portfolio, and in fixed income to prefer the short 
end of US Treasuries. We take some profits on carbon credits because a potential recession would reduce indus-
trial activity and, thus, the need for corporations to bid for credits. We also recommend some exposure to gold.

Fig. 1: World equities still not cheap if the reference is a recession 
Development of the price-earnings-ratio of the MSCI World Index since 1995

The deteriorating corporate sentiment is in-
creasingly reflected in corporate earnings.  
Meanwhile, equity market valuations have also 
come back – not only on the basis of current 
earnings, but also those based on earnings over 
the past 10 years. Although the equity markets 
thus appear more attractive in terms of valua-
tion, they are still expensive compared to earli-
er recession phases.

While higher interest rates have been the main reason for 
the correction on the stock markets since the beginning of 
the year, fears of a recession have dominated recently. In the 
US, consumer dynamics are clearly in the recessionary range 
and in Europe, too, the dynamics continue to deteriorate. 
The stock markets reacted to this with a largely negative per-
formance. In mid-June, the S&P 500 was officially in bear 
market territory with a correction of around 22 percent 
from the January peak. It reversed some of these losses in 
July. 

China’s response has been somewhat different
The only regional exception has been China. The Chinese 
stock market recovered thanks to the easing of Corona 
lockdown measures as well as fiscal policy support an-
nouncements. Monetary policy in China also appears to 
have more headroom as a result of lower inflation than in 
the US or Europe. This partially reflects greater use of price 

controls in China. The recent reimposition of new lock-
down measures in some of the major Chinese cities has, 
however, already put a new damper on the market and is a 
reminder of the volatile situation we are in. 

Carbon credits: weaker in a recessionary context
We have become neutral on carbon credits over the short 
term. While higher coal use in Europe is resulting in higher 
emissions and should contribute to keep the price of car-
bon credits around current levels, a potential recession 
would reduce industrial activity and, therefore, the need 
for corporations to bid for credits. This would, in turn, be a 
negative factor for European carbon prices.

Over the longer term, we continue to believe that higher 
carbon prices are essential for Europe to achieve its emission 
reduction targets. As such, investors who want to be exposed 
to the European carbon credits market need to be prepared 
for potential price corrections and elevated volatility.
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The overvaluation of the US dollar continued 
to increase this year. According to our pur-
chasing power parity calculations based on 
producer prices, the fair exchange rate is signif-
icantly lower.

Fig. 2: The US dollar has become even more overvalued
Trade-weighted US dollar, relative to its purchasing power parity

liquid assets that have maintained their value relative to oth-
er assets. Despite this, the historical data show that, during 
past recessionary periods, gold outperformed equities. 
Moreover, on average, the higher the price losses of the S&P 
500, the stronger gold performed.

All in all, if recession fears persist or materialize while 
the pace of interest rate hikes slows down, either as a result 
of a moderation in inflation or as a result of central banks’ 
failure to raise rates past a certain level, then demand for 
gold should, in our view, start to build a bullish momentum.

Gold’s characteristics in recessions
We have turned more positive on gold, particularly as a 
portfolio diversifier and as a potential insurance against the 
erosion of economic, political, and social trust. Earlier this 
year, demand for gold was boosted from USD 1,799 in Jan-
uary to USD 2,040 in March, then corrected significantly in 
response to the tightening from central banks and the strong 
dollar, bringing the year-to-date performance of gold to 
negative territory. Our improved view on gold is under-
pinned by the higher risk of a recession in the US and Eu-
rope, which would be felt in emerging markets as well, and a 
slower pace of interest rate increases by central banks at 
some point in the next 12-18 months. This scenario should 
at some point prompt a further defensive rotation out of eq-
uities into bonds and gold. 

Over several decades, there has been a positive correla-
tion between flows into gold and flows into higher-quality 
government bonds as these two asset classes have, since 
1986, never underperformed stocks during months with 
strong negative stock performance. In addition, we believe 
the role of gold as a portfolio diversifier could be more im-
portant in the current higher inflationary context than in re-
cent recessionary cycles, if the positive correlation we have 
seen so far this year between stocks and bonds reappears 
more frequently.

That being said, we must note that gold is not immune 
to sell-offs in the wake of economic shocks. One reason for 
this is that investors needing liquidity tend to first sell the 
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GDP Growth Inflation Interest 
Rates 

Money 
Growth M1 

Trend 2021 2022E 2021 2022E Q3 2021 y/y 7/2022
USA 1.6 5.7 2.0 4.7 7.0 2.5 7.2

Eurozone 1.0 5.3 2.0 2.6 7.0 0.50 8.1

UK 1.7 7.4 3.0 4.0 8.5 1.25 7.7

Switzerland 1.4 3.7 2.2 0.6 3.5 -0.25 3.3

Japan 1.1 1.7 1.5 -0.2 2.0 -0.10 5.6

China 4.5 8.1 4.0 -1.6 2.5 4.35 5.8

Brazil 1.2 4.6 0.0 8.3 10.0 13.25 0.8

India 5.0 8.3 6.5 5.1 7.0 4.9 12.2

Russia – – – 6.7 – 8.0 4.3

World 2.9 6.1 2.5 4.7 7.0 – –
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Global Asset Allocation Preferences – August 2022 
“Defensive – as the probabilities for a global recession have increased significantly.”

Asset-
Class View Constitu-

ents We favour We avoid Commentary

Cash +
Temporarily increase cash for defensive profiles 
in times of heightened uncertainty and risk 
aversion.

Fixed  
Income +

Segments
Treasuries, 
investment  

grade credit.

Convertibles, 
High Yield, 

Emerging Mar-
kets.

Aggressive rate hikes by central banks increase 
risk of economic slowdown or recession. Nom-
inal rates likely to top out in the near-term, 
making fixed income investments look attrac-
tive relative to risk assets.

Duration Short term.

Avoid long duration as we expect aggressive in-
terest rate increases and persistent inflationary 
pressure. For investors with specific income tar-
gets, we are starting to see attractive yields in 
the medium part of the curve.  
Reach out to us for advice on how to balance 
duration risk and income generation in your 
portfolios.

Equities –

Markets US, China
Europe, Emerg-

ing Markets.

Continued uncertainty from Russia-Ukraine 
conflict and rising risk of economic downturn 
and energy crisis. Heightened uncertainty war-
rants reduction in exposure to risk assets.

Themes

Quality value. 
Dividends. 
Consumer  

staples, health-
care and agri-

cultural stocks.

Highly levered, 
long duration 

equities. Avoid 
cyclicals.

Focus on companies with robust pricing power. 
Value stocks generating real cash flow. Divi-
dend growth.

Alter- 
natives

+
REITS, listed  
infrastructure, 

gold.

Illiquid  
alternatives.

Uncorrelated assets, hedged from inflation, 
limited risk of earnings downgrade.
We are becoming neutral on Carbon credits as 
we weigh the positives (more use of coal) and 
the negatives (increased risk of recession, lead-
ing to lower energy use).

VIEW: ++ VERY ATTRACTIVE   + ATTRACTIVE   = NEUTRAL   - UNATTRACTIVE   -- VERY UNATTRACTIVE
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Figure of the Month  
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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

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, offering 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 be-
tween East and West, our institution remains the only Indian-owned Swiss bank in history. With an active pres-
ence in Switzerland, India, UAE and the UK, S.P. Hinduja Banque Privée offers 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.

The future of banking is emerging at the intersection of profit and purpose.

1
Last month, the Swiss franc broke through parity against the euro, meaning that it cost less than one Swiss franc to 
buy one euro.  The main reason for the appreciation remains Switzerland’s lower inflation relative to the euro area. 
As long as the Swiss National Bank does not credibly explain that it is aiming for higher inflation than in the euro 
area, the franc’s strength will continue.

mailto:info%40sphinduja.com?subject=
http://sphinduja.com
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Disclaimer
This his report has been exclusively prepared and published by S.P. Hinduja Banque Privée SA (“SPH”). This publication is for your informa-
tion only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or any other specific product. The analysis 
contained herein is based on numerous assumptions. Different assumptions could result in materially different results. Certain services and 
products are subject to legal restrictions and cannot be offered worldwide and/or on an unrestricted basis. Although all information and opin-
ions 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 invest-
ments 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 difficult or even impossible. Trading and owning futures, options, and all other derivatives is very risky and there-
fore requires an extremely high level of risk tolerance. Past performance of an investment is no guarantee for its future performance. Some in-
vestments 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 effect on the price, value or income of an investment. SPH is of necessity 
unable to take into account the particular investment objectives, financial situation and needs of our individual clients and we recommend that 
you take financial and/or tax advice as to the implications (including tax liabilities) of investing in any of the products mentioned herein. This 
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. This report is for distribution only under such circumstances as may be permitted by applicable law.

EDITORIAL DEADLINE : AUGUST 9, 2022


