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2023 recession fears recede
 Last year, supply chain shocks, tight labour markets 

and an energy crisis obliged global central banks 
to raise interest rates sharply to put the brakes on 
the global economy, and thus curb soaring inflation. 

 In contrast, the start of 2023 saw a partial reversal 
of these effects: supply chains renormalised, energy 
prices collapsed from their late-2022 peaks, and 
central banks approached the end of their rate hiking 
cycles. These factors, coupled with the surprisingly 
fast reopening of the Chinese economy following 
COVID restrictions, have greatly improved economic 
momentum, thus abating fears of deep or prolonged 
recession. 

Global liquidity up after falling in 2022
 Another positive for economic growth and financial 

markets so far this year is the new wave of fresh 
global liquidity. Since last November, the People’s 
Bank of China and the Bank of Japan have injected 
substantial additional liquidity into their financial 
systems, in order to bolster domestic growth and 
to maintain a cap on their respective long-term bond 
yields. These central bank actions resulted in an 
8% increase in global money supply by mid-February. 

Stock & bond markets continue 
to rebound
 Improving economic sentiment and a new wave of 

global liquidity have been the two key motors behind 
the rebound in global stock and corporate bond 
markets since October 2022. 

 After adopting a positive stance on investment-
grade corporate bonds and on World ex-US stocks 
late last year, we are now looking for positive returns 
from these markets over 2023. Economic momentum 
and liquidity are two encouraging tailwinds. 
We can add reassuring corporate earnings results 

(particularly in Europe), robust balance sheets, 
and modest valuations versus history for these asset 
classes. Share buybacks should provide good further 
support for stock markets, with strong cash flows 
in the Energy, Materials and Financial sectors set 
to be returned to investors, in part via dividends 
and buybacks.

Reversal of long-term trends?
 Even if the former growth stock darlings which 

performed so well post-COVID have rallied 
impressively over the year to date, we do not believe 
that this is sustainable in the longer term. Just 
as the post-2008 period of ultra-low interest rates 
has ended, so too has stock market leadership by 
US large-cap growth stocks, in our view. We retain 
a bias towards World ex-US stocks, towards 
the Value investment style rather than Growth, 
and believe in a long-term positive trend for 
Commodities and related Equities given growth 
in demand and limited long-term investment 
in new production. 

 But some trends do not change, such as the 
need for more sustainable energy, goods and services 
provision in order to accelerate energy security 
and reduce environmental damage, after a year 
when more coal was burned than ever before.

Highlighting 3 investment themes
 We add a new theme to this update: 

“When consistent losers become winners” examines 
the potential for long-term underperforming asset 
classes (Chinese Equities, Emerging Market bonds 
and silver) to benefit from a robust “mean reversion” 
effect. We also offer fresh angles on our two existing 
themes: reinforcing the security of inputs 
(raw materials, semiconductor chips), and 
accelerating investment in the energy transition 
boosted by government incentives.

The worst  
may already be  
behind us
A more moderate slowdown and improved 
global liquidity support financial markets
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WHEN 
CONSISTENT LOSERS 

BECOME WINNERS

History underlines that persistent underperformance over 
2-3 consecutive years from either country stock markets 
or asset classes can subsequently lead to impressive 
double-digit returns during the following year. We know 

that 2022 was a difficult year for most investment assets, but in 
order to profit from this “mean reversion” effect, we look at regions 
and asset classes that had also suffered in 2021, to identify 
potential rebound candidates

Three regions and asset classes stood out: Chinese equities, 
Emerging Market sovereign bonds and silver. All three have heavily 
underperformed their broad asset classes (equities, bonds, 
commodities) since late 2020 or early 2021. In each case, we see 
strong fundamental drivers to underpin any rebound in 2023. 

OUR RECOMMENDATIONS

We prefer a variety of equity, bond and commodi-
ty-based solutions for this theme: direct lines, funds, 
structured solutions and trackers. This “reversion to the 
mean” theme has several sub-themes:

 Chinese equities: both onshore (China A-shares) and 
offshore (Hong Kong-listed) stocks and stock indices, or 
a combination of the two via the MSCI China Index.

 Emerging Market sovereign 
bonds: in both hard currency 

(US dollar) and local 
currency.

 Silver: both exposure to 
the underlying commodity 
(including via precious 
metals funds/trackers) and 
also to silver commodity 
producers.

RISKS

 The US Federal Reserve raises its benchmark Fed 
Funds rate well beyond the expected 5%-5.25% peak 
rate, which could result in a deeper global economic 
slowdown than expected.

 An intensification of geopolitical tensions between 
the US and China could undermine the expected 
Chinese economic recovery and investor confidence in 
Emerging Market including Chinese assets.
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The US Inflation Reduction Act represents nearly USD 
400 billion of additional federal spending directed 
towards clean energy. Meanwhile Europe is 
responding with its own clean energy investment 

initiatives. This will turbocharge investment in solar and 
wind power, and associated battery storage. If anything, 
solar power has become the cheapest source of new 
renewable electricity generation, owing to more efficient 
solar panel designs and the advent of regulations mandating 
the installation of solar panels in new buildings in California 
and France, for example. 

The need for greater energy security remains a key 
driver behind both clean energy and energy conservation 
investment in Europe. Moreover, replacing Russian pipeline 
natural gas and reducing overall gas and electricity demand 
are near-term priorities. The circular economy is an 
important tool in decreasing indirect energy consumption 
in the production/provision of goods and services.

OUR RECOMMENDATIONS

We prefer equity solutions for this theme: direct 
lines, funds and trackers. Other attractive 
solutions include private equity funds investing 
in energy infrastructure. This theme has 
several sub-themes:

 Beneficiaries of the US Inflation Reduction 
Act and European equivalents, boosting 
investment in renewable energy generation, 
infrastructure and storage, including solar 
energy, industrial battery storage, 
biomethane collection and green hydrogen.

 Circular economy leaders: more 
energy-efficient design, greater emphasis 
on repair, reuse and recycling of goods and 

services (e.g. via the sharing economy).

 Software and industrial 
systems aimed at improving 
productivity and lowering 
energy consumption in 
manufacturing, services 
and transport industries.

RISKS

 Production costs and thus the price 
of the energy transition are rising sharply. 
Without strong government support, 
the transition could slow down, given 
that many countries are heavily indebted 
and the cost of debt rocketed in 2022. 
Very tricky fiscal and societal choices 
must be made. 

 Today it is difficult to source essential 
materials and components. This is 
particularly the case for areas in which 
demand is growing rapidly (e.g. lithium), 

because supply is struggling to keep up 
with the pace of demand. This could 
hamper the transition. 

 Generally speaking, energy is a cyclical 
sector. Energy prices fluctuate considera-
bly in tandem with economic growth, 
but also with geopolitical events that are 
often unpredictable and uncontrollable. 
Return on investments can therefore be 
highly volatile and sometimes lower than 
expected.
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SCARCITY 
AND SECURITY ARE THE 
NEW WATCHWORDS

The treble tides of COVID-19, conflict and climate change have laid bare the 
fragile nature of the global world order, and of the economy. Pre-existing 
megatrends of maximally efficient just-in-time supply chains, ultra-cheap 
access to money, the peace dividend, and plentiful supply of energy and essential 

raw materials have all begun to reverse. Long-term underinvestment in commodities 
supply and production is also a key factor in driving commodities prices higher over 
time. 

In today’s world of heightened geopolitical tensions, fast-rising prices and increasing 
shortages of energy and other commodities, new trends of energy & raw materials 
security, nearshoring of goods production, and technological security have emerged. 

The increasing prevalence of global weather volatility in the form of floods and 
droughts highlights once again the focus on food and water security, with access to 
affordable food and clean water both key UN sustainability development goals. 

OUR RECOMMENDATIONS

Investable sub-themes of this 
new era megatheme include:

 Food security and alternative 
food sources: innovations in 
agricultural sciences 
(productivity and climate-
friendly fertilisers for example), 
precision/vertical farming 
and ways to reduce waste 
in the value chain. Technologies 
for water efficiency, recycling, 

and desalination. Climate-
friendly alternative proteins and 
sustainable packaging.

 Reshoring and securing 
supply chains: industrial 
automation and product 
lifecycle management software. 
Mining, alternative sources 
of industrial commodities, 
and related technological 
innovation. 

 Efficiency, reuse, and 
recycling: investment in circular 
economy leaders, plus focus 
on local production of energy, 
goods & services. Water 
recycling and Technologies 
for water efficiency, recycling 
and desalinisation.

 Cybersecurity and Safety: 
cybersecurity, personal and 
industrial safety.

KEY RISKS

 A major global recession would likely 
create severe demand destruction for 
energy and raw materials, driving down 
commodity prices, and thus hurting the 
profits of commodity-producing companies. 
It is, however, unlikely to jeopardise 
long-term trends.

 Investment solutions for this theme 
mainly relate to equities. Despite the 
theme’s relevance and attractive expected 
returns, such solutions are subject to 
movements in global equity markets.
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