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Foreword 

The past quarter was the third quarter in a row in which a balanced stock/bond 

portfolio lost money. Without the gains in July this year, it would have been 

the worst quarter ever for a balanced portfolio. The bond market is going 

through one of the worst years in its history. Overall, 2022 is the fourth worst 

year on record for the equity markets. However, an old Wall Street adage 

states: Markets stop their panicked sell-offs as soon as central banks start to 

panic. Some panic is already evident, though it is not yet enough. However, if 

inflation and growth start to fall in the coming months and central banks re-

spond by stopping monetary tightening, excess liquidity will skyrocket. How-

ever, we are still a long way from this, meaning that a positive trend in risk 

assets will currently continue to represent a bear market rally. 

In this commentary, we would like to present in detail the most important mar-

ket-moving topics for your assets, the detailed development of individual asset 

classes and our assessment of the asset reallocations that have been made. 

 

 

Central banks and inflation 
The third quarter was again dominated by high inflation data and the associ-

ated more restrictive interest rate policy of central banks. Geopolitical risks 

with their impact on energy, commodity and food prices, as well as ongoing 

supply chain problems, have caused prices to rise further and forced central 

banks to further tighten their interest rate hike cycle significantly in order to 

curb persistently high inflation. The current continued rise in producer prices, 

particularly in Europe, which is due in large part to the strong U.S. dollar, indi-

cates that inflation will remain very high in the near future. 

 

 

 



 

 

Source: Adapted from Refinitiv, period: October 31, 2002 – September 30, 2022 

 

 

 
Source: Adapted from Refinitiv, period: November 30, 2010 – September 30, 2022 

 

 

Strong price increases, robust labor market data and rising hourly wages 

prompted the U.S. Federal Reserve to focus on fighting inflation, even at the 

risk of negatively impacting economic growth. This represents a paradigm shift 

in current monetary policy and increases the likelihood that the economy could 

slide into recession. The past quarter marked the fourth time this year that the 

monetary authorities have raised interest rates, including two large rate hikes 

of 75 basis points each, bringing the current range to 3.00 to 3.25 percent. 

The Fed is also hinting at another large interest rate hike for its next meeting. 

The ECB, in turn, also surprised market participants with a 75 basis point in-

crease at its second rate hike. There has never in history been such a strong 

rate increase by the European Central Bank. The ECB also feels compelled 

to raise interest rates faster and more aggressively due to the high price in-

creases and has communicated further interest rate hikes for its next meet-

ings. 
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Source: Adapted from UBS, as of: October 6, 2022 

 

 

However, the European Central Bank must continue to perform a balancing 

act, as yields on government bonds of EU countries from the periphery in par-

ticular have risen significantly, increasing the risk of a new sovereign debt cri-

sis. Central banks are faced with the dilemma of trying to contain inflation with 

their monetary policy, but fiscal policy continues to support demand with more 

and more new support packages, such as in the current energy crisis. For 

example, the new British government under Liz Truss announced a multi-bil-

lion pound tax cut program and put the Britain’s central bank under pressure, 

as this caused yields on government bonds to rise significantly and the pound 

to depreciate. The Bank of England was forced to intervene and decided on a 

bond-buying program to stabilize interest rates and the currency. This shows 

once again how difficult the current monetary policy is for central banks in 

such a challenging environment. 

 

Recession 
The recent bond sell-off has again increased the market’s estimate of the like-

lihood of recession, reflecting flatter yield curves and rising spreads. The mar-

ket’s expected likelihood of recession is above 40 percent, which has histori-

cally indicated an increased risk of equity decline. U.S. earnings expectations, 

on the other hand, have hardly been downgraded so far, while our underlying 

assumption is that the U.S. is heading for a recession. The U.S. equity market 

has barely priced in a recession in terms of earnings forecasts, and in a re-

cession, earnings are typically cut by more than 10 percent within three 

months. In the last four recessions, the average three-month downgrade has 

been 17 percent. 

In the eurozone, economic activity has so far weakened more slowly than ex-

pected. Consumer spending was resilient during the summer given the ongo-

ing catch-up process and strong tourism. On the consumer side, the rise in 

headline inflation will weigh heavily on real spending. On the industrial side, 

the continued decline in forward-looking surveys and declining gas demand 
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(by almost 30 percent in Germany) point to significant production cuts in the 

coming months. As a result, we now see a prolonged recession for the area 

as a whole, with three negative growth quarters from Q4/2022 to Q2/2023. 

However, we still expect the recession to be moderate. Continued inflationary 

pressures and a further weakening of the euro suggest that the ECB will ex-

tend its rate hike cycle despite the impending recession. However, as eco-

nomic data will continue to deteriorate, proponents of a tighter interest rate 

path, who currently guide ECB policy, will have limited opportunity to imple-

ment further large increases. At the height of the crisis, energy costs will ac-

count for about 15 percent of European GDP. The market is underestimating 

the depth, breadth and structural impact of the crisis in this respect. We be-

lieve these will be even more profound than the oil crisis of the 1970s. Unfor-

tunately, this means that Europe will not be able to stave off a significant down-

turn despite all the aid governments are providing to families and businesses. 

Europe could face an even bigger problem next winter, with no end in sight to 

the energy crisis. If Russian gas supplies continue to fail, it is possible that 

countries will not be able to effectively fill their storage facilities next summer. 

 

Asset classes 

Equity markets 
As we expected, the third quarter was very volatile on the equity markets. After 

a recovery rally at the beginning of the quarter, the downward trend continued. 

Reasons for the positive development during the first part of the quarter were 

a possible spike in inflation, low valuations and low expectations as well as 

very negative positioning. In the second half of the quarter, however, the eq-

uity markets had to endure further price losses as the expected turnaround in 

interest rates failed to materialize. Although the MSCI World index was down 

only slightly overall (-0.1 percent) due to the fall in the euro, it is now down 

around 14 percent for the year to date. The S&P 500 index ended the quarter 

slightly up in euro terms (1.3 percent) - but completely erased an earlier gain 

of 17 percent recorded at the beginning of the quarter through mid-August. 

This is the first time since 1938 that the benchmark index closed a quarter 

with a negative return of -5.3 percent in USD terms, having previously risen 

by more than 10 percent. All the major equity markets are back in a bear mar-

ket after the renewed correction from mid-August. Japan (-2.2 percent) and 

Europe (Stoxx 600: -4.8 percent) underperformed in the last quarter and have 

also underperformed so far this year. For this reason, our overweight in the 

US equity market has had a positive impact. 



 

 
Source: Adapted from Refinitiv, period: June 30, 2022 – September 30, 2022 

 

The German DAX index ended the third quarter down around 5 percent. The 

Chinese stock market (MSCI China: approx. -18 percent). Sector performance 

proved much more encouraging compared with the second quarter. Four of 

the eleven GICS sectors (IT, energy, cyclical consumer goods, industry) gen-

erated positive returns, which is encouraging as the IT, cyclical consumer 

goods and industry sectors are among those in which the equity market first 

anticipates the end of a recession. 

 

 

Source: Adapted from Refinitiv, period: June 30, 2022 – September 30, 2022 

 

 

Another bright spot was the quarterly performance of growth (+1.6 percent) 

and small cap (+1.4 percent) investment style factors, which were ahead of 

quality companies (-0.7 percent), value stocks (-0.8 percent) and low-volatility 

stocks (-1.4 percent). This may indicate that, as we mentioned in our last Q2 

capital markets commentary, the market is already very negatively positioned 
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for the former factors and, accordingly, much of the negative outlook appears 

priced in. 

 

 
Source: Adapted from Refinitiv, period: June 30, 2022 – September 30, 2022 

 

 

 

 
Source: Adapted from Refinitiv, period: September 30, 2021 – September 30, 2022 
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Source: Adapted from Refinitiv, period: September 30, 2021 – September 30, 2022 

 

While some central banks (Reserve Bank of Australia, Bank of England) have 

clearly been cornered by the impact of higher mortgage rates on households 

and appear to be less concerned about the core rate of consumer price infla-

tion, others continue to opt for monetary tightening (Bank of Canada, Reserve 

Bank of New Zealand, Riksbank). The Fed is strongly influenced by the cur-

rent inflation rate, despite the obvious lag effects. Thus, U.S. financial condi-

tions tightened dramatically in the last quarter as Powell rebuffed a possible 

turnaround in interest rates. Expectations for interest rate hikes in the U.S. 

have shifted even further upward and now stand at a target rate for the key 

interest rate of over 4.70 percent. Against this backdrop and the sharp rise in 

real interest rates, equity valuations, such as the price/earnings ratio of the 

S&P 500, fell again at the end of the quarter. 

Hopes for a turnaround in U.S. central bank policy were further dashed by the 

U.S. consumer price inflation index for August. As inflation becomes increas-

ingly entrenched, a recession will ultimately be needed to weaken the labor 

market and restore price stability. The outlook now is that the Fed will continue 

tightening until there is real weakness in the labor market or stress in the cap-

ital markets, such as what occurred late last quarter in the UK with a sudden 

about-face in monetary policy. The actions of some central banks have 

demonstrated to investors how the uncovering of financial problems can trig-

ger a rapid reversal of central bank policy. Although markets are focused on 

inflation dynamics, there is an increasing need to consider the health of capital 

markets. The trade-off between fighting inflation and maintaining financial sta-

bility poses significant challenges for central banks. So far, panic has not been 

sufficient, as evidenced by the downward trend in equity prices. 

 

Bond markets 
Bond markets continued to be very volatile in the third quarter due to the cen-

tral banks’ tighter monetary policy and high inflation. The above-mentioned 

paradigm shift by central banks with their focus on curbing inflation and the 
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significant interest rate hikes again caused yields to rise sharply, particularly 

at the end of the last quarter. Yields on 10-year U.S. and German government 

bonds climbed back to their annual highs of mid-June, and yields on 2-year 

U.S. Treasuries reached a new annual high of 3.88 percent, their highest level 

since 2008. 

 

 
Source: Adapted from Refinitiv, period: October 01, 2002 – September 30, 2022 

 

 

The U.S. yield curve remained inverted, i.e. yields on short-dated 2-year U.S. 

Treasuries are trading higher than those on 10-year Treasuries, indicating an 

emerging recession. British government bond prices fell particularly sharply 

due to the tax cut program announced by the new Prime Minister Liz Truss. 

Furthermore, credit spreads in the corporate, subordinated and high-yield 

bond segments widened noticeably due to weak economic data and reces-

sionary trends. Issuers with weaker credit ratings came under particular pres-

sure. The current very restrictive interest rate policy is having an especially 

negative impact on interest rate-sensitive sectors, such as real estate. With 

the U.S. dollar remaining very firm, bonds from emerging markets also contin-

ued to be very weak. Losses on the bond markets thus continued in the third 

quarter, albeit no longer at the pace of the previous quarter, as the capital 

markets have presumably priced in the interest rate hikes and an emerging 

recession to a large extent. 

 

Currencies 
Geopolitical risks and the tight monetary policy of the U.S. Federal Reserve 

continued to give the U.S. dollar a tailwind in the third quarter. The euro weak-

ened significantly against the U.S. currency, reaching a 20-year low of USD 

0.95 at the end of September. This was due on the one hand to the Ukraine 

conflict and on the other to the rather hesitant tightening of monetary policy by 

the ECB compared with the American central bank. Furthermore, the Euro-

pean single currency is under pressure from ongoing debates about the frag-

mentation of government bonds in the eurozone and fears of a renewed 
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sovereign debt crisis. The weak euro is also keeping inflation data in the eu-

rozone high, as this has led to a massive increase in energy and commodity 

prices. The euro has already lost around 14 percent against the U.S. dollar 

this year. 

 

 
Source: Adapted from Refinitiv, period: September 30, 2002 – September 30, 2022 

 

The British pound has come under even greater pressure against the U.S. 

dollar this year, as tax cut plans in the UK have caused turbulence and doubts 

have arisen about the sustainability of government debt. The pound lost heav-

ily again last month and at times was down more than 20 percent against the 

U.S. dollar for the year. The euro also gained against the pound, albeit by a 

much smaller margin of 5.8 percent at the end of the quarter. 

 

Exchange rate forecast 
June 30, 

2022 
6-month 12-month 

EUR/USD 0,98 0,97 1,05 

EUR/GBP 0,88 0,90 0,88 

EUR/NOK 10,67 10,50 10,80 

EUR/CHF 0,97 0,93 0,92 
 

Source: Adapted from Goldman Sachs, as of: October 13, 2022 

 

Commodities 
Since the last quarter, the broad-based Bloomberg Commodity Index has 

risen by a further 3 percent in euro terms, posting a positive year-to-date per-

formance of 31 percent. Despite the recent weakness of crude oil prices in the 

third quarter with -6 percent in USD (Bloomberg Brent Crude Subindex) as 

well as the continued pressure on gold prices due to rising real yields, euro 

investors benefited from the exchange rate development of the currency pair 

(EUR/USD) which fell below parity. 
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Source: Adapted from Refinitiv, period: January 01, 2022 – September 30, 2022 

 

The third quarter of this year was characterized by decreasing market liquidity, 

increasing volatility and decreasing investor confidence in positive commodity 

prospects. After reaching highs in June, commodity indexes lost nearly 25 

percent as prices corrected on a weaker economic outlook, a contracting EU 

economy and continued lockdown measures in China. Despite slowing de-

mand, inventory relief from a further strengthening of the structural supply sit-

uation is barely noticeable. 

Price buoyancy in crude oil from the first half of the year lost significant mo-

mentum this quarter, trading at roughly the same level as before the Russia–

Ukraine war in early February. Although the oil market remains fundamentally 

tight, the drag factors of a global economic slowdown with comparatively high 

recession fears, the zero-COVID strategy in China, weakness in the Chinese 

real estate sector and the still ongoing outflows from the U.S. Strategic Petro-

leum Reserve (SPR) led to a price slide. 

 

 
Source: Adapted from Yahoo Finance, period: January 01, 2022 – September 30, 2022 
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The oil price reflects market participants’ uncertainty about low growth expec-

tations and risk aversion as a result of rigorous monetary tightening in the U.S. 

and Europe, with many oil positions unwound and annual gains locked in due 

to extreme price volatility. However, the structural supply situation was further 

exacerbated by a lack of investment, low spare capacity and inventories, in-

evitably requiring higher prices. 

 

Pressures on crude oil prices created by a possible global recession and 

weakening demand led OPEC+ to decide to cut production in November from 

August levels as a proactive approach to stabilizing the market. From the per-

spective of OPEC+, the cut represents a return to the old oil order and results 

in appropriate investment incentives. Further supply tightening will occur to-

ward the end of the year due to European sanctions on Russian tanker oil and 

the ceasing of outflows from the U.S. SPR. 

 

Record high gas and electricity prices pose further uncertainties for the econ-

omy. A physical gas shortage can probably be averted by increased pur-

chases from Norway and the Netherlands in spite of a widespread cessation 

of gas supplies from Russia to Europe. Concerns about an economic slump 

in Europe, and above all in Germany, are extremely high due to enormously 

increased costs, production cuts, even higher inflationary pressure, rising in-

terest rates and strong uncertainty among companies and consumers. 

 

The key factor behind the recent weakness in gold prices has been the Fed’s 

tighter monetary stance. Since the peak in March, the gold price has fallen by 

around USD 400 per ounce and is at a level similar to the beginning of 2020. 

Although the risks of recession are rising, the dynamic is not yet strong enough 

to benefit from the increasing uncertainties. In earlier periods of interest rate 

increases, recession risk was a more important driver of gold prices than real 

interest rates. Furthermore, the bearish U.S. dollar has been one of the big-

gest stress factors in recent months, appreciating significantly against other 

currencies so far this year. A likely recession in the U.S. at the beginning of 

2023 has not yet fully entered investors’ field of vision, as the focus to date 

has been on the energy crisis in Europe. 

 



 

 
Source: Adapted from Yahoo Finance, period: January 01, 2022 – September 30, 2022 

 

Global demand concerns also put further pressure on silver as an industrial 

metal in the third quarter. A slowdown in economic growth and deteriorating 

demand prospects from silver’s industrial applications overshadowed price-

supporting developments on the supply side. However, inventories are limited 

and a subsequent recovery in demand could be problematic if the tide turns. 

 

Outlook and tactical positioning 

We remain relatively defensive within the equity allocation, as we believe the 

relationship between growth and inflation will remain challenging. Despite all 

this, we still plan to slightly increase the equity allocation over the next 12 

months. Changing political pressure reflecting increasing signs of weakening 

labor markets could lead to a softening of the Fed’s two-percent target, espe-

cially if inflation expectations remain firmly fixed. The more financial conditions 

have changed compared to previous episodes, the more likely the market is 

to be concerned about the growth risks of tightening, and the more susceptible 

markets are to relief when inflation or labor market news is more benign. In 

our view, central banks will debate with increasing controversy how quickly 

they should raise interest rates as they weigh hot inflation against rising stress 

in financial markets. This would serve as confirmation that the United States 

has entered an era of structurally higher inflation, which would favor equities 

over government bonds in the long run. 

 

The illiquidity of the U.S. government bond market suggests that the Fed may 

have already lost control of it and that it is no longer functioning properly. The 

U.S. will need to refinance much of its USD 23 trillion in debt within the next 

three years, meaning that the U.S. Treasury’s interest burden will increase 

significantly over the next few years. The Fed needs to reverse the trend in 

interest rates within the next six months, otherwise the U.S. Treasury will spiral 

into debt. How long it will take for the Fed to admit this and how much addi-

tional pain it will tolerate before capitulating is another question. In our view, it 

is very likely that the Fed has already tightened monetary policy more than the 

economy can handle. However, given the lag in which changes in monetary 
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policy are reflected in the data, we will not know for sure for several months. 

Yet with the Fed withdrawing liquidity from the markets at an extremely ag-

gressive pace, the risk of a monetary policy error is very high, which is why 

volatility remains elevated for market movements in both positive and negative 

directions. 

 

Numerous leading indicators, from supply chain pressures and commodity 

prices to profit margins and inflation expectations, all point to a pronounced 

cyclical decline in inflation in the near future. A good sign of increasing global 

weakness is the accelerating collapse in shipping container freight rates, 

which is also a sign that commodity inflation has likely already reached its 

peak. The TIPS market assumes that inflation will generally return to the Fed’s 

two-percent target next year and remain there for the foreseeable future. That 

belief, in turn, has fueled speculation about a turnaround in policy. But just 

because we are seeing a decline in inflation does not mean the bear market 

is over. For a new bull market, we need a clear increase in excess liquidity—

the difference between real money growth and economic growth—the best 

medium-term leading indicator of stock performance. Currently, money supply 

growth is down, inflation is high, and economic growth is still positive (at least 

in the Q3 forecasts), so excess liquidity is low. However, if inflation and growth 

begin to decline in the coming months and the Fed responds by ceasing mon-

etary tightening, excess liquidity will skyrocket. However, we are still a long 

way from this, meaning that an equity stock market trend will represent an-

other bear market rally. 

 

Such a year-end bear market rally is possible if inflation shows clear signs of 

easing. For this reason, our tendency will be to develop equity exposure 

slightly during periods of weakness and sell into the strength of the bear mar-

ket rally (“Buy the dip, sell the rip”). Longer-term inflation expectations have 

declined in recent months along with falling gas prices, alleviating investor 

concerns about de-anchoring. If realized inflation turns out to be surprisingly 

low, this could be a catalyst for slightly lower real interest rates and higher 

equity valuations. A near-term rally accompanied by encouraging inflation 

data would be amplified by equity investors’ low positioning and attractive sea-

sonality. In addition, recently passed tax legislation in the U.S. provides for a 

tax on corporate cash used for share buybacks starting in January. Compa-

nies have an incentive to postpone planned share buybacks into the fourth 

quarter to avoid these additional costs. 

 

The reporting season is equally critical to the equity market’s performance for 

the remainder of the year. Early forecasts from corporate executives (more 

than 10 percent of the S&P 500’s market capitalization have preannounced 

earnings) have shown that corporate profitability will be impacted by a number 

of factors. CEO confidence for the coming six months has fallen to levels last 

seen in 1980. Given the above risks, we expect negative revisions to S&P 500 

consensus estimates for 2023—but expect a low hurdle to exceed earnings 

expectations given some negative advance announcements. The vast 



 

majority (about 60 percent according to surveys) of investors expect the re-

porting season to lead to falling equity prices and are positioned accordingly. 

Therefore, surprisingly good quarterly figures (low hurdles) could provide ad-

ditional tailwind for the markets. 

 

One month before the 2022 midterm elections, polls and prediction markets 

point to a divided government as the most likely outcome. Prediction markets 

expect Republicans to win control of the Senate, the House of Representa-

tives, or both houses of Congress. Equities usually perform positively after 

midterm elections (the year after midterm elections is the best year in the four-

year U.S. presidential cycle) as political uncertainty decreases, especially if 

Congress and the Senate are dominated by different parties. Healthcare and 

IT equities have historically outperformed in the months following midterm 

elections, and recent correlations suggest they are likely to outperform again 

this year if the market scenario of a divided government plays out. For this 

reason, we are maintaining our overweight in these sectors. Should a short-

term recovery occur, it could be led by the covering of short positions in tech-

nology and cyclical consumer goods, which we continue to see as the most 

attractive sectors when the market recovers. 

 

In bonds, we continue to expect high volatility in the short term, as the current 

inflation data and restrictive monetary policy will create uncertainty. Although 

the capital market has to a large extent already priced in the interest rate in-

creases already announced, it will continue to wait for the first signs of slowing 

inflation and a possible interest rate turnaround associated with this. Corpo-

rate bond credit spreads have also already widened significantly, but revalua-

tion remains dependent on recession risks and could lead to further increases 

in risk premiums in the event of a deep recession. We still do not see a sharp 

rise in defaults, but we give preference to the market segments with higher 

credit ratings. In particular, the subordinated segment with good credit ratings 

in the investment grade range is showing the first opportunities. We also con-

sider the U.S. interest rate level at the short end of the interest rate structure 

with maturities of two to four years to be attractive. Due to the uncertainties 

regarding the interest rate paths of the central banks, we remain underweight 

in the bond segment for the time being. If there are signs of an end to the cycle 

of interest rate hikes in the future, we will probably gradually reduce the un-

derweight. 

 

Due to the tight oil market and against the backdrop of lower OPEC+ produc-

tion, the cessation of U.S. strategic reserve releases, European bans on Rus-

sian seaborne oil imports and the switch from gas to oil this winter, we expect 

a global oil market deficit in the third quarter of 2022 and in 2023 with volatile 

price developments. 

 

At the current price level of gold, the interest rate hike expectations seem to 

be priced in, but the multiple increasing (geo)political and economic risks have 

yet to be. Historically, the price of gold has risen significantly after a turnaround 



 

in key interest rates in the USA. Unless the energy crisis continues to escalate 

significantly, especially in Europe, USD strength does not seem to be set in 

stone. Therefore, the tactical direction of the gold price in the current environ-

ment of restrictive policy and ongoing recession fears will be determined by 

the shifts in the Fed’s priorities between fighting inflation and supporting 

growth. 

 

We remain positive on commodities in the medium to long term as this asset 

class offers diversification benefits for traditional bond/equity portfolios. In the 

short term, we see high volatility, falling prices and increasing growth con-

cerns. Due to our top-down macro view now in the short term, we currently 

have a lower allocation to commodities. The current liquidity allocation has an 

overweight to equities and bonds to minimize risk due to the high uncertainties 

in the capital markets. In our view, the liquidity asset class had a better risk-

return ratio than risk assets such as equities and bonds. We plan to reduce 

this overweight in the future, depending on economic developments and weak 

market phases. 

 

Kind regards 

LUNIS Vermögensmanagement AG 

Investment Office 

 

(October 14, 2022) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

Disclaimer 

 
 This document is a marketing communication of LUNIS Vermögensmanage-
ment AG, Friedrichstraße 31, 60323 Frankfurt am Main, Germany. It is pro-
vided for information purposes only and does not claim to be complete. It does 
not constitute an offer, recommendation or solicitation to buy or sell financial 
products and is not a substitute for the advice and risk disclosure provided by 
your personal adviser. If you have any individual tax and/or legal questions, 
please consult a member of the tax and/or legal professions. Although this 
document has been prepared with great care, LUNIS Vermögensmanage-
ment AG cannot accept any liability for the accuracy, completeness or useful-
ness of its contents. Liability for willful intent and gross negligence remains 
unaffected. LUNIS Vermögensmanagement AG, Friedrichstraße 31, 60323 
Frankfurt am Main, Germany. 


