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Dear Readers
With the December issue of «Capital and Markets» you have in your hands a
considerably more comprehensive publication on the capital markets and
investment opportunities in 2023 at the end of the year. We take you through
additional regions as well as asset classes and this year again focus on the
topic of sustainability. Detailed articles are devoted to the topics «CO2 emissions trading», «CO2 reduction in the portfolio» or «Green bonds». A special
topic is devoted to equities with high distributions to shareholders, so-called
«Dividend pearls». Of central importance for the medium-term assessment
of the markets is the article «The end of low inflation rates».
As 2022 draws to a close, it is hard to find much that is positive in politics or
economics. A war in the middle of Europe has an immediate impact on millions of people, on the global «security architecture» and on pricing and security of supply in the energy and food markets. Burgeoning inflation was
already an issue at the end of 2021. At that time, however, it was believed
that the massive fiscal packages of the states financed by the central banks
would only become a problem for monetary stability in the short term. In this
environment, no asset class was actually working as a shock absorber. The
drop in the MSCI World of around 17 % is not surprising, but the fact that even
bonds with good credit ratings lost between 8 % (CHF) and 14 % (EUR) is a
bad outcome.
2023 will remain a challenge. The chance is intact that the markets will turn
around again after such a poor investment year in combination with declining inflation. However, this is more likely to be the case in the second half of
the year due to the subdued economic outlook. This publication is intended
to support you in the task of aligning your portfolio with this.
We hope to have drawn your attention, wish you a stimulating read and look
forward to having you as one of our clients in 2023.
Yours faithfully

Markus Wiedemann
Chief Investment Officer
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Market assessment
Economy and interest rates – page 5 to 13
◆ The economic outlook has clouded over. Global growth will
be weak in the coming quarters, so that according to
estimates by the International Monetary Fund the world
economy will grow by only 2.7 % in 2023. The IMF experts
believe it is entirely possible that global growth could be
even lower. However, the rise in consumer prices will slow
down. Nevertheless, the central banks have no greater
scope for interest rate cuts.

◆ The damage assessments of hurricane «Ian» to date show
that the losses relevant for cat bonds should be significantly lower than expected at the beginning of the storm.
◆ After several weak months, gold now shows a strong development due to a weaker U.S. dollar and the expectation of
a flatter interest rate path.

Bond markets – page 14 and 16
◆ The U.S. rate hike cycle is reaching its late phase, which
limits correction risks. By contrast, the ECB is faced with
high pressure to act in the event of double-digit price increases, especially as no decisions have yet been taken to
reduce bond holdings.
Equity markets – page 17 to 23
◆ 2022 will be remembered by us all. The Russian war in the
Ukraine is having an impact on the energy supply, causing
price increases the likes of which have not been seen for
decades. This keeps politics and the economy in non-stop
crisis management.

CHF exchange rates EUR, USD, JPY

Alternative investments – page 24 to 27
◆ Among hedge fund strategies, the two styles Global Macro
and CTA in particular made considerable gains this year.
The market-neutral strategies are still holding near the
zero line.

110

◆ The sharp rise in interest rates in Switzerland led to large
declines in Swiss real estate funds. The price corrections
have contributed to an easing of the agios with stable
NAVs, which underlines the attractiveness of this asset
class.
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Overview of the world economy
GDP growth

Consumer prices

Current account balance in % of GDP

2023

2024

2023

2024

2023

2024

USA

0.8

1.4

5.2

2.5

–3.5

–3.4

Eurozone

0.0

1.5

8.0

2.1

1.0

1.2

Japan

1.5

1.1

2.3

1.0

1.5

2.0

Switzerland

0.5

1.6

2.0

1.3

7.0

7.2

Austria

–0.2

1.9

5.8

2.8

–0.3

0.6

United Kingdom

–0.5

1.1

6.8

2.6

–4.2

–3.4

China

4.8

4.9

2.4

2.1

1.2

1.1

India *

7.0

6.1

6.7

5.1

–3.4

–2.7

Russia

–3.2

1.5

6.4

4.8

6.8

4.0

Brazil

0.8

1.9

5.0

3.9

–1.5

–1.8

Sources: Bloomberg consensus, November 2022 / * The figures refer to a fiscal year (end of March).
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CO2 emissions trading: Good idea, poorly implemented?
Countries and regions use carbon
pricing to achieve climate commitments. In this way, polluters must
bear the societal costs associated
with their greenhouse gas emissions.

impossible. Four G-20 countries currently have no carbon
pricing system and are moving «in the wrong direction», so to
speak. However, there is light on the horizon: The Indian
government recently unveiled a three-phase program to
establish first a voluntary and then a mandatory carbon market.
Simon Öhri
Fund Manager LLB Equities North America ESG

In total, twelve G-20 countries have introduced a national
carbon price. This includes Indonesia, which has passed legislation to introduce a carbon tax – but it is not due to be introduced until 2025. Europe and Canada continue to lead the
G-20 in terms of sound carbon policies. Notably, prices are at
the level needed to limit global warming to 2 degrees Celsius
above pre-industrial levels by the end of the century. The
World Bank estimates a price range of USD 50 to 100 per
metric ton by 2030, and a national carbon price does not
appear to be in sight in the near future in either the U.S.
or Russia. However, a growing number of subnational
measures have come into effect over the past year: Oregon
began its own emissions trading system and Pennsylvania
joined the Regional Greenhouse Gas Initiative (RGGI).
Other countries, including China and South Korea, have also
introduced a cap-and-trade system in the recent past. However, the calibration (too many emission rights and too low a
price) currently makes significant emission reductions
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An emissions trading system such as that of the European
Union (EU) sets a cap on the quantity of emission permits
available. Permit prices are determined by the balance of
supply and demand for emission rights in the absence of
measures such as price floors. Carbon pricing should be considered as part of a package of measures. However, the introduction of a carbon price alone may not provide enough
incentive for the technological innovations needed to achieve
a net-zero world. In addition, further support measures may
be needed to ensure that critical infrastructure is built and
that a just energy transition succeeds.

Major carbon market prices

01

Argentina, Japan and South Africa, for example, have opted
for a carbon tax. Companies and individuals must pay a fixed
price per unit of emissions. The tax can be levied on the supply, sale, import or use of fossil fuels, and the tax rate can vary
by fuel or sector.
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China
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Coverage of national carbon markets
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Of the approximately sixty programs in place globally, carbon
taxes and emissions trading schemes are the most common
systems. The former can guarantee certain Carbon prices,
while the latter are designed to set specific emission reduction levels. A tax does not guarantee a specific emissions
reduction, but it does provide certainty about the price per
unit of emissions. This can be critical to ensuring that the carbon price changes behavior. And it can allow taxpayers to
plan investments. An emissions trading system (with an
absolute cap) can achieve a specific emissions reduction target and send a clear long-term signal for investment plans.
However, the price is determined by market forces, which
means uncertainty for scheme participants.

Emissions covered in % (left scale)
Price (in USD per metric ton, right scale)
Data BNEF
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Global economy facing downturn
The global economy is in a downturn. The slack is likely to persist in
the coming quarters. Inflationary
pressure is expected to ease again in
2023. However, the central banks do
not have any greater scope for interest rate cuts.

Change in policy rate since 31. December 2021
500

(in bp)

400
300
200
100

This year's rise in inflation is only partly due to supply-side
shocks, such as the war in Ukraine or ongoing supply chain
problems. Monetary overshooting in the pandemic has also
contributed. In this respect, central banks are partly to
blame. Supply-side price easing since the middle of the year
has led to a recent slowdown in consumer price inflation in
the US and Switzerland. In the euro zone and the UK, inflation is not expected to peak until the end of the year or early
2023. In our view, the rise in inflation will slow in 2023. In the
USA and the euro zone, however, the average inflation rate
will be above the central banks' targets. This assessment is
supported by empirical studies. For this reason, central banks
do not have any major scope for interest rate cuts for the time
being.
The UN climate targets also require substantial investment
in the energy sector. The International Energy Agency estimates that investment in non-fossil energy sources will have to
be increased globally from the current USD 2,300 billion to
USD 5,000 billion by 2030 to achieve the climate targets. This
increased capital requirement will be met by a demographically induced decline in the savings surplus, and this will result
in higher real interest rates in the medium term.
Peter Goller
Chief economist
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The economic outlook has clouded over. At the end of 2021,
the International Monetary Fund (IMF) was still forecasting
global economic growth of 4.9 % for 2022. In its latest economic outlook, it now expects growth of only 3.2 %. In addition to the energy crisis in Europe and China's restrictive
corona policy, the slower growth is mainly due to inflationrelated losses in real income and higher interest rates. The
downturn in the global economy has already led to a drop in
industrial metal and energy prices. Most recently, the price of
gas in Europe has also fallen because gas storage facilities are
well stocked, and an immediate energy crisis appears to have
been averted. Leading indicators suggest that global growth
will remain weak in the coming quarters. According to IMF
experts, the global economy will grow by only 2.7 % in the
coming year. In 31 of the 72 countries monitored, they do not
rule out a contraction in economic output in at least two consecutive quarters.

Copper

30.04.22

30.06.22

Crude oil Brent

31.08.22

31.10.22

The end of low inflation rates
Encouraged by central bank forecasts, many investors assume that
high inflation will soon disappear.
That will probably happen. But that
doesn't mean that the low inflation
rates of recent years will return.

The pre-pandemic environment was exceptionally benign for
investors. Monetary policy was very loose, government bond
yields tended to fall and there was a lot of money to be made
in the stock market. This was made possible by inflation,
which remained stable at a low level in the industrialized
countries. We are now experiencing inflation rates that have
not been seen in decades. Forecasts comfort us that this
painful time could soon be over. Inflation rates are indeed
likely to fall next year. But will the benign inflationary environment of recent years return?
Several factors that have kept inflation low are disappearing.
This includes, for example, globalization. While companies
used to be able to outsource their production to low-wage
countries, the pandemic has highlighted the disadvantages
of a supply chain that is spread across the world. As western
countries' relations with China deteriorated, the urge to
bring production domestically or nearby abroad has increased. However, this will lead to higher costs. Europe's
plans for the green transition, military security and energy
supply will require large investments. Fiscal policy will therefore be expansive in the coming years. The aging of society,
especially in Europe, will result in shortages on the labor market and thus in higher wages. These are all factors that favor
inflation.

4 %. This will put central banks in an awkward position.
Fighting inflation will require higher interest rates. Due to
high government debt, however, the central banks will be
under great pressure to keep interest rates as low as possible.
In this respect, higher inflation is not a bad thing: it helps to
deleverage. Precisely for this reason, it could even become a
necessity in the future, because the large mountain of debt
can only be sustained with higher inflation. As a result,
central banks may not be able to raise interest rates to the
levels needed to fight inflation.
A new inflationary environment will have a major impact.
Over the past twenty years, low inflation has turned the correlation between bonds and stocks negative. This phase
should be over and the volatility in the portfolio will increase.
A higher interest rate environment will increase the returns
for bonds. However, there will be no boost from structurally
falling yields, something that boosted returns from 1980
through the pandemic. In the case of equities, on the other
hand, returns will be lower than in the past because higher
interest rates will ensure lower valuations.
Active management will gain in importance in this new environment. Investing will remain challenging, geopolitics
and sovereign debt will continue to create volatility. Active
management can give investors an edge if it recognizes the
opportunities in the market and converts them into added
value with the right tactics.
Roger Wohlwend
Investment Class Researcher Fixed Income

The environment over the next few years will therefore be
different from what investors are used to. The phase of low
inflation, low interest rates and low volatility is over. Rather,
inflation rates will be higher, probably in the range of 2 to
Inflation rate of the advanced countries
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USA: First signs of easing on the labor market
Leading indicators point to slower
growth in the USA, although economists and financial markets still
seem to disagree on the exact course
of the economy. The inflation rate is
expected to decline in the coming
year.

USA: GDP and private final demand
12

(in % qoq AR)

10
8
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The US economy grew again in the third quarter. However,
growth in private final demand weakened. Private final
demand more or less stagnated last quarter. Industrial production, retail sales and employment expanded in recent
months. It is therefore not surprising that estimates of gross
domestic product based on current data for the fourth
quarter again point to growth. Private consumption is likely
to be the mainstay of the US economy, despite high inflation
and depressed consumer sentiment. There is still some
catching up to do in demand for services. Households have
now reduced the savings they accumulated during the
corona pandemic – this is evident from the drop in the savings
rate to 3.1 %.
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Peter Goller
Chief Economist
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US labor market: Openings and quits rate
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Q2 21

Gross domestic product

However, this year's interest rate hikes by the U.S. Federal
Reserve will bring about a downturn. However, economists
and financial market players currently disagree on the exact
course of the economy. While economists are predicting a
downturn as early as the winter half of 2022/23, investors
seem to expect a recession more likely from summer 2023. At
least, this is suggested by the recession probabilities calculated from the interest rate structure of US government
bonds and the risk premiums for corporate bonds.
The rise in consumer prices has slowed recently. However, the
high level of core inflation shows that inflation risks have not
yet been fully averted. However, a price-wage spiral is unlikely. Indeed, the first signs of a slowdown can now be observed on the labor market: The number of job vacancies has
been declining since the summer. Employees also seem to be
finding it harder to find better-paid jobs again, as the declining quit rate shows. The US Federal Reserve will most likely
raise the key interest rate by another 50 basis points to 4.5 %
in December. Subsequently, smaller interest rate steps are to
be expected. The financial markets currently anticipate the
peak of the current interest rate cycle in the first quarter of
2023 at a key rate of 5 %. The US dollar weakened after the
unexpectedly sharp drop in the inflation rate in October. This
is probably a technical correction of an overbought situation.
However, with the dwindling fantasy of higher interest rates,
the high flight of the US dollar is likely to come to an end over
next year.
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Eurozone – More challenges instead of a new beginning
The year 2022 will actually be a year
to forget for the eurozone. And yet it
will be remembered for a long time.
It has brought changes that will
shape the economic and structural
development of the monetary union
for years to come.

At the start of the year, the eurozone was on the way to recover from the pandemic. After governments had supported
the economy in the past two years, they wanted to withdraw
and hand over the role of growth driver to the private sector.
Inflation, while already high, was supposed to calm down,
buoyed by expectations that commodity prices would
normalize and supply chain problems would dissipate.
Russia's attack on Ukraine completely changed the situation.
The outlook for growth has deteriorated dramatically:
another recession is looming. Inflation has now reached
levels that pose a particular threat to people with low incomes. Energy prices have exploded, forcing governments to
support businesses and households.
Like many other countries, the eurozone emerged from the
pandemic with no lasting damage apart from lost work due
to Long Covid. The war in Ukraine, on the other hand, will
fundamentally change the euro zone: it will have to do without cheap Russian gas. As a result, a large part of the euro
zone is being forced to reorganize the energy supply. That
seems to have worked for this winter. The gas storage is full.
If the winter doesn't get too cold and supplies from other
countries don't stop, the countries should be able to manage
without gas rationing.

rio in the coming quarters. We expect a short and shallow
recession followed by a recovery. Inflation rates will remain
high in 2023, but will come back somewhat over the course
of the year.
One open point is the reform of the Stability and Growth
Pact. The fiscal rules are still suspended due to the pandemic
and will not return until 2024. Reform of the rules may not be
a high priority for governments at this time. However, since
the governments will have to present their budgets for 2024
next year, it would be good if a decision was made as soon as
possible on the direction in which the reform would go. After
several proposals were already on the table, the European
Commission has now submitted one itself. Now it's up to
governments to agree on new rules. This will not be easy,
since the four largest member countries already have different positions. The implementation of the new rules in the
laws and contracts will be another challenge, which could
become a major hurdle, especially in the case of far-reaching
changes. Ambitious reform plans are therefore politically
hardly feasible. However, the need for reform is undisputed.
The current set of rules is too complicated and leads to a procyclical economic policy. It would hamper the massive investments needed to achieve climate goals. The reform must also
create trust. The pandemic and the energy crisis have further
increased the high national debt. The task now is to convince
investors that the new fiscal rules will ensure stability and
prevent another debt crisis.
Roger Wohlwend
Investment Class Researcher Fixed Income

The environment remains very difficult. Leading indicators
are still clearly negative. A new shock could jeopardize the
energy situation again at any time. The weak global growth
and the rapid tightening of monetary policy are further headwinds. Therefore, a recession remains the most likely scenaReal GDP growth of the Eurozone
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Switzerland

Austria

The energy crisis in Europe is also
leaving its mark on Switzerland. Yet
Switzerland should avoid a recession. The continuing recovery in the
services sector and the smaller losses in the household's real incomes
will support the Swiss economy.

The Austrian economy is heading for
a recession in the winter half-year
2022/23. Sentiment in industry and
among consumers has deteriorated
sharply, which will soon be reflected
in the «hard» data. Inflation is declining only slowly.

The Swiss economy proved resilient in the third quarter of
2022. Industrial production showed strong growth.
Although higher energy prices have led to losses in the
household's real income, they are lower in Switzerland due to
relatively low inflation rate of around 3 %. Consumption will
make the biggest contribution to economic momentum. The
less pronounced price pressures are due to the SNB's resolute
action. In light of accelerating price increases, it has started
earlier-than-expected interest rate tightening. In addition, it
reduced its foreign currency reserves in the second and third
quarters of 2022, which it had accumulated in recent years.
By doing so, it was able to prevent the weakening of the
Swiss franc and avoid the sharp rise in import prices. The
franc will remain strong. As a small open economy Switzerland cannot escape the difficult international environment.
GDP growth will weaken towards the end of the current year
and be smaller in 2023. According to the KOF Swiss Economic
Institute at the ETH Zurich (KOF) economic output is expected to grow by 2.3 % in 2022 and by 0.7 % in 2023. Thereby, the
service and pharmaceutical sectors will contribute to the
economic dynamics. Construction activity is likely to lose
pace as a result of higher interest rates. In order to secure the
energy supply, corporate investments should support the
economy. Robust development of the Swiss economy can be
expected. Compared to the eurozone, Switzerland is less
likely to slide into recession in 2023.

The strong first half of 2022 was marked by a significant gain
in tourism and a partial easing of supply chain issues in
manufacturing. Thereafter, the outlook has gradually deteriorated into spring 2023. High energy prices and inflation,
which has long since become widespread, are leading to a
loss of purchasing power among households, declining profits among companies and, due to the numerous state transfer payments, higher public debt. The high inflation of meanwhile more than 10 % means that despite rising nominal
consumer spending, inflation-adjusted spending is declining.
In addition, the savings rate fell to 3.2 % in the second quarter
due to high inflation, which is clearly below the long-term
range of 6 to 9 %. Private consumption is therefore coming
under increasing pressure from inflation. This environment is
likely to worsen over the winter, as inflation is not expected
to ease until spring and will probably remain uncomfortably
high at over 5 % on average for the year 2023.

Waldemar Lukas
Investment Class Researcher Fixed Income

Ronald Plasser
Fund Manager Bonds
GDP growth and leading indicator
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Industry is also feeling the headwind of high energy prices. In
our main scenario, however, we do not expect any mandatory volume restrictions for gas. A recession over the
winter is nevertheless likely to be unavoidable. After GDP
growth of over 4 % in 2022 as a whole, this figure is likely to
be in slightly negative territory next year. Only the labour
market is unlikely to feel a damper due to the glaring labour
shortage, with the unemployment rate expected to remain
below 5 % in 2022 and 2023.

Data Bloomberg
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Real GDP, Austria
Purchasing managers index manufacturing, Austria (right scale)
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Asia
China continues to struggle with
the effects of the rigorous Covid-19
policy. In addition, the upheaval in
the real estate sector continues.
Both will slow down GDP growth.
The latest measures to support the
economy will only unfold with a
delay.

India lifted the containment measures against Covid19 early. It is taking advantage of the geopolitical
tensions for cheap energy imports. A diversification of
production chains is emerging, which will benefit the
country. In addition, the digitalisation effort of the last
few years is gradually paying off. Growth will remain
dynamic.

China faced an unfavourable economic environment in 2022.
The lack of effective vaccines necessitated the strict corona
policy. In addition, the upheaval in the real estate sector increased in ferocity. The global economy struggled with higher
energy prices, reflected in weak external demand in China.
These factors have slowed Chinese GDP growth. The recently
launched programmes to deal with the pandemic and the
real estate crisis will not be able to unleash new momentum
for the economy until early 2023. The Party Congress in October 2022 marked a change in Chinese economic policy. According to the government, China faces two threats: On the
one hand, the pandemic has exposed the increasing instability of supply chains, the transition from «just-in-time»
to «just-in-case» can be observed in several industrialised
countries. On the other hand, the United States and its allies
regard China as a rival and are now pursuing a protectionist
trade policy towards China. China is reacting to this by focusing its economy more on domestic demand. The strategy of
«two circuits» (dual circulation) was formulated for the fiveyear plan, in which the domestic and foreign economies are
of equal value – it is now to be implemented earlier. The new
appointment to the Politburo in October 2022 made it clear
that the government will play a greater role in Chinese economic policy in the future. GDP growth beyond the 6 % mark
is unlikely in the coming years.

Compared to China, India has chosen a less strict approach
to the coronavirus. The country benefited from its many
years of experience and the strength of its domestic pharmaceutical industry. The Indian economy benefited from a
swift lifting of protective measures. In addition, India regards
Russia as a strategic trading partner. The accelerated
purchase of Russian energy imports at a larger discount was
able to dampen the rise in inflation in India. Moreover, India
is emerging as a winner in the diversification of production
pursued by international companies. Prime Minister Modi
had initiated the «Make in India» campaign before the pandemic, which is now experiencing an upswing. The expansion of the industrial sector will contribute to economic
dynamism for the time being. Moreover, the efforts of recent
years in digitisation based on biometrics (Aadhaar programme, eKYC, eSign) are beginning to pay off. India can
maintain and further expand its role as a leading provider of
IT services. Although the pace of expansion of the Indian economy will slow down as a result of the pandemic-related
special effects coming to an end, India will have the strongest
GDP growth among the large emerging markets economies
in the next few years. An expansion rate of around 6 % is quite
realistic. The Indian central bank will therefore continue its
restrictive monetary policy until the first quarter of 2023.
However, it is likely to slow down the pace of interest rate
tightening.
Waldemar Lukas
Investment Class Researcher

Chinas economy is characterised by weakness

In contrast, India's economy is solid
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Central and Eastern Europe Latin America
With Russia's attack on Ukraine,
above-average inflation rates, high
interest rates and a significant economic slowdown, the region has
been fully gripped by the crisis. A
turnaround is on the horizon for
2023, towards more growth and less
inflation.

High inflationary pressures and the resulting monetary
tightening have worsened the economic outlook across
Latin America, but a turnaround is already in sight in
many countries. The recent decline in inflation in
Brazil looks promising. In Argentina, however, a new
crisis is looming with the recent currency collapse.

Russia's war in Ukraine has made Central and Eastern Europe
the only major world region not to show aggregate economic
growth in 2022. Unsurprisingly, the two warring parties
experienced the deepest economic slump, which, moreover,
has already lasted the entire year. In contrast, many other
countries in the region had a good economic start to the year,
but rising inflation became an increasing problem. Poland,
the Czech Republic, Hungary and Romania, for example, will
reach inflation rates of around 15 % on average in 2022,
which is far above Western European levels. The central
banks countered with massive interest rate hikes. The negative economic effects unfolded mainly in the second half of
2022, with a recession likely over the winter of 2022/23 in
almost all countries.

Latin America navigated relatively unobtrusively through the
turbulent global economic environment last year. Although
inflation rose strongly in the Latin American countries due to
higher commodity prices, this year's average inflation rates of
around 8 % in Mexico or 9.5 % in Brazil are no worse than the
data in Western Europe and the USA. Latin American central
banks have raised their interest rates sharply, with key rates
at 13.75 % in Brazil, 11.25 % in Chile, 11 % in Colombia and
10 % in Mexico at the end of November 2022. These high
interest rates are weighing on the economy, and accordingly
we expect a recession across the continent over the winter of
2022/23.

Despite a cyclically uncomfortable start to the year, however,
there is already light at the end of the tunnel. Thanks to the
already easing inflationary pressure, the interest rate peak
has probably been reached by now and it is quite possible
that 2023 will see the first interest rate cuts in the region. The
bond market is already reacting with yield declines. For the
second half of 2023, we are optimistic that the economy will
pick up again.
However, Turkey is likely to deviate from this scenario, as the
central bank here cut interest rates in 2022 despite high inflation. Conversely, interest rate hikes could become necessary
in 2023 after the presidential elections.

Inflation, however, has recently shown a downward trend
reversal. Brazil stands out particularly positively, where inflation has halved from 12 % to 6 % since the summer. This
should give central banks the leeway in 2023 to reverse some
of this year's interest rate hikes. This should allow the economy to regain momentum already in the second half of
2023.
One country will cloud the Latin American statistics, however: Argentina is once again struggling with its high national debt, which is currently leading to a renewed decline in the
currency. Inflation rates of over 100 % and a deep recession
are on the horizon for Argentina in 2023.
Ronald Plasser
Fund Manager Bonds

IMF GDP growth forecasts
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Gulf States
The robust demand for energy commodities is benefiting the Gulf
States (GCC). The consequences of
the pandemic have been overcome.
The GCC benefit from the structural
reforms initiated in the Corona
crisis. However, economic momentum will slow down in 2023.
The war against Ukraine initiated by Russia benefited the
Gulf States (GCC). The rapid and marked rise in energy prices
provided new stimulus to the economies. The fading pandemic and the accompanying recovery outside the oil economy provided additional economic momentum. Next year,
these effects are expected to slowly fade out and result in
average GDP growth.

Projections of economic growth
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Saudi Arabia will have the strongest GDP growth since 2011
by the end of 2022. Fiscal consolidation was implemented in
previous years through the introduction of corporate and
consumption taxes – this is now paying off. In addition to
pent-up demand, increased oil revenues will contribute to
the pronounced economic activity. In view of the higher
energy demand, the country has greatly expanded investment. This is reflected in the brisk construction activity. Increased household incomes are benefiting the retail sector. In
2023, the pace of expansion will slow as a result of fading
special effects and lower external demand. Overall, the Saudi
Arabian economy is robustly positioned. In addition to the
supply of fossil fuels, Saudi Arabia will benefit from the
demand for renewable energy such as hydrogen in the
medium term. Investment in building the necessary infrastructure is becoming increasingly important. Irrespective of
this, the oil sector will continue to maintain its leading role in
the domestic economy.
In the UAE, the oil sector continues to be the decisive factor
for the economy. Given the high energy prices, capacity is currently being expanded. This will drive economic activity. At
the same time, the waning of the pandemic is enabling economic recovery in sectors such as tourism, construction and
financial services. In the current year, the UAE has successfully established itself as a centre for companies doing business with Russia. Notwithstanding the strong recovery, the
authorities continue to pursue diversification of the domestic economy. In this regard, support for medium-sized
companies will be increased in the coming years. In addition,
the government has launched initiatives to facilitate the
creation of start-ups. Against the backdrop of a weaker
global economy, GDP growth is expected to be less dynamic
in 2023. However, the country will be able to achieve growth
of around 4 % in the coming years.
Waldemar Lukas
Investment Class Researcher
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Green bonds – More funds for climate protection
The global market for green bonds is
growing rapidly. At the same time,
the regulation of sustainability
aspects is progressing continuously.
Green bonds accompany the ecological transformation of various sectors and contribute to climate protection.
The global market for green bonds has well doubled in the
past two years, both in terms of total volume and the number of outstanding securities. After the first green placement
by the European Investment Bank in 2007 (as a «Climate
Awareness Bond»), the segment initially received a boost
from (development) banks and utilities. In recent years, however, the dominance of sovereign issuers increased sharply.
Historically, there has been a strong focus on placements in
euros and other European currencies, which together
account for a market share of around 70 %.
Meanwhile, in the manufacturing sectors, the diversity of
issuers is steadily increasing. For example, sustainable senior
unsecured bonds from Evonik and Covestro, representing the
basic materials industry, came onto the market for the first
time this year. Furthermore, the US chip manufacturer Intel
made its debut with a green bond. One step further are carmakers Mercedes Benz and Volkswagen, which placed green
bonds for the first time in September 2020 and increasingly
developed a sustainable yield curve compared to conventional bonds. Remarkably, the first green bonds from the Wolfsburg based automotive company initially traded up to
20 basis points more expensive. Now, it entails only minor
differences with further distance to the emissions scandal. In
the case of government bonds, too, the temporary overvaluation of green bonds has abated.
The EU Taxonomy Regulation defines which economic activities count as environmentally sustainable investments and
specifies the following six environmental objectives:
1)
2)
3)
4)
5)
6)

Climate change mitigation
Climate change adaptation
The sustainable use and protection of water and
marine resources
The transition to a circular economy
Pollution prevention and control
The protection and restoration of biodiversity and
ecosystems

Green bonds accompany the ecological transformation of
various sectors, with the allocation of issue proceeds being
designated to corresponding projects. Suitable measures
include, for example, the expansion of renewable energies,
improvements in energy efficiency, clean transport solutions
or the construction of certified sustainable buildings («green
buildings»). These investments not only contribute to climate
protection according to EU taxonomy. Disproportionately
often, positive effects can also be derived for the Sustainable
Development Goals (SDG) of the United Nations such as
«Sustainable Cities and Communities» (SDG 11), «Affordable
and Clean Energy» (SDG 7) and «Climate Action» (SDG 13).
Stefan Rösch
Fund Manager Bonds
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To date, criteria for technical implementation have been published for the first two objectives (EU Commission Delegated
Regulation 2021/2139 of June 4, 2021). The regulation of
sustainability aspects is making continuous progress. For
example, the future EU Green Bond Standard will create
further transparency and protect the reputation of sustainable bonds by avoiding «greenwashing». At the same time,
regular publications of Green Finance Reports will become
the market standard, which can also be used to measure the
practical implementation of the Green Bond Framework.
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Bond markets
The U.S. rate hike cycle is reaching
its late phase, which limits correction risks. By contrast, the ECB is
faced with high pressure to act in
the event of double-digit price increases, especially as no decisions
have yet been taken to reduce bond
holdings.

Price developments in the eurozone and the USA
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Even before the surprisingly sharp drop in U.S. inflation
figures on November 10, the Federal Reserve's path seemed
mapped out with a key interest rate peak of around 5 % in
spring 2023. At the same time, the reduction of the U.S.
Federal Reserve's balance sheet is close to the target of
USD 95 bn per month. As a result, the market is likely to have
discounted the lower demand for government bonds. Yields
on ten-year US Treasuries did not encounter resistance until
they reached 4.3 %, their highest level in almost fifteen years.
However, the yield spread of up to 200 basis points over the
comparable German Bund has a distorted effect. Due to
regulatory requirements, the availability of high-quality AAA
bonds in the euro area has become tighter, with the result
that yields on German government securities are trading well
below the EUR swap curve. By contrast, the yield advantage
of the USD on the swap curve (10 years) has recently narrowed to a good 100 basis points, which is only slightly above
the long-term average.
The ECB's agenda is less clearly foreseeable because its rate
hike cycle is likely to be completed later. Finally, unlike in the
USA, inflation has not yet peaked. Stronger market fluctuations between inflationary pressure and economic concerns
are therefore likely to accompany EUR bonds for a longer
period. The ECB's inflation forecasts have been consistently
missed, meaning that valuable time was lost for monetary
tightening in the first half of the year. At the December meeting, an inflation estimate for 2025 will be published for the
first time, which could reveal a need for further action.
Moreover, the reduction of the bond volume on the ECB's
balance sheet has not yet been addressed. The ongoing shift
from monetary to fiscal policy is likely to cause yields to rise
due to supply-side factors. Ultimately, an expansion of EU
funding cannot be ruled out either, which would require concessions to investors in the event of reduced central bank
demand.
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Bonds have become more attractive due to higher yield
levels. For USD bonds, we consider the further correction
potential to be limited. More uncertainties exist in the euro
area, but a basis swap at a high level with a very flat maturity
curve signals that the yield upswing is increasingly exhausted. Corporate bonds now offer high premiums, which
adequately compensate for the increased economic risks.
Stefan Rösch
Fund Manager Bonds
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Inflation-linked bonds

High-yield bonds

The negative performance of inflation-linked bonds in 2022 will go
down in history. But the increased
real yields and the reasonably
attractive break-even inflation
make the «linkers» look much more
interesting for 2023.

After central banks have hiked a lot,
bonds once again have an attractive
yield to maturity. So do high-yield
bonds. Has this risky bond class
become attractive as a result? Should
investors consider to increase their
exposure?

Inflation-linked bonds have had a historically bad year. The
expansionary monetary policy of the relevant central banks
had pushed real yields into deep negative territory. In the
past year, they have started to return to normal. This led to
some very significant movements. While we believe that real
yields were clearly too low in an environment of growing economies, the current level is in line with our economic expectations for 2023. Real yields should therefore only rise again
somewhat in the second half of the year – but we do not
expect any pronounced pressure on total returns over the
course of the year.

With a loss of almost 18 %, high-yield bonds have had their
second-worst year since 1999. Only in 2008, at the time of
the Great Financial Crisis, was the loss even higher. As bad as
this performance is, it is better than that of government and
corporate bonds – even though the option adjusted spread of
high yield bonds has widened. The short duration helped in
this environment of rising interest rates. At 9.1 %, the yield to
maturity is the highest in 11 years, excluding the pandemic,
where the yield was briefly higher in spring 2020.

Break-even inflation (BEI) is the second key figure that is
important for inflation-linked bonds. In short, it is the
market's expectation of average annual inflation over the life
of the «linker». If the investor's own inflation expectations are
higher than this ratio, it is more profitable for him to invest in
the inflation-linked bond. If one's own inflation expectations
were lower, one should prefer the normal government bond.
Since we assume that average inflation rates will be higher in
the coming years, the current BEIs are too low from our
perspective. This would argue for an outperformance of the
linkers. Even though inflation-linked bonds seem to have
behaved counterintuitively over the past two years, they
should not be missing from any diversified portfolio in 2023.
Mirko Mattasch
Head Fixed Income Management

Nevertheless, it is not a good time to increase the exposure.
The environment is deteriorating. The economy is weakening, a US recession is imminent next year, banks are tightening credit conditions, the default rate will rise. It is questionable whether the high yield market has already discounted
this scenario. Spreads have risen, but significantly less than
spreads of investment grade corporate bonds. It is therefore
likely that high yield spreads will go even higher if the
economy develops in line with expectations in the coming
quarters or if these expectations are disappointed. High-yield
bonds are therefore unlikely to be very popular with investors
in the coming months. However, a technical factor could support the performance. The supply of high-yield bonds is
falling quite sharply this year because the volume of new
issues is significantly lower than in previous years and has
been unable to compensate for the redemptions.
Roger Wohlwend
Investment Class Researcher Fixed Income

Real yields on ten-year inflation-linked bonds
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Is a CO2 reduction in your portfolio important to you?
If you answer yes to this question,
then a financial investment that
focuses on the decarbonization target may be of interest. In this
regard, everything revolves around
the EU's Paris Aligned Benchmark
rule.

Paris-Aligned Benchmark – Performance comparison
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The 2015 Paris Agreement commits all parties to reduce global warming to well below 2°C compared to the pre-industrial period. The EU has taken this target as an opportunity to
formulate minimum criteria for investment concepts that
take a possible path toward the Paris climate target. Minimum requirements were identified as, for example, the
exclusion of controversial weapons, compliance with social
norms and CO2 reduction.
Based on this framework, index providers developed the socalled Paris-Aligned Benchmarks (PAB). However, these index
concepts not only adhere to the minimum criteria, but go
beyond them with marked improvements and further restrictions. For example, MSCI Inc. aims to use its PAB index to
reduce the transition risk of companies that specifically promote business models with a low carbon transition score and
target a self-decarbonization pathway in the index portfolio
of 10 %.
The top chart shows the MSCI World Climate Paris-Aligned
Index. It illustrates very well that there is a high degree of synchronization with the traditional equity index and at the
same time a net zero strategy on CO2 can be implemented in
the portfolio. A tracking error of about 1.5 % confirms this
fact.
Concerning the PAB sector allocation, it is important to
emphasize that it is certainly not IT versus energy. Understandably, the energy sector is rather non-existent in the PAB
concept, given the high emission rates of the sector. In addition to IT stocks, the industrial, financials and real estate sectors are strikingly overweighted. A look at the emission
values clearly shows the merits of this concept. At all known
and measured CO2 levels, i.e. at Scope 1, 2 and 3 values, a PAB
approach can show noticeable reductions compared to the
current values of the non-PAB benchmark.
This innovative index concept can be attractive to the CO2focused investor, but also to all other global equity investors.
For the investor it is important to deal with the allocation
differences, to understand the impact on the portfolio and to
estimate the tracking error. We are very happy to advise you
in this process.
Bernhard Schmitt
Head Equity & Multi Manager Management
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Equity strategy

The fact that in this environment the MSCI World has lost
«only» just under 17 % since the beginning of the year is still
positive in this respect. However, the differences between
the various sectors, industry groups and individual stocks are
much more significant (see page 19). Since the beginning of
October, the market has recovered somewhat from its low
point (–25 %). A significant role in this was played by speculation in the market as to whether the US Federal Reserve will
move less quickly than previously feared when it comes to
further interest rate hikes. Central banks have pumped an
enormous amount of liquidity into the markets in recent
years; in every crisis since 2008 the sums have increased,
most recently approaching USD 5 trillion. High inflation is
now forcing the monetary guardians not only to raise interest rates, but also to cut their balance sheets. This means
that something fundamental is changing in the current
crisis: the governments in the industrialised countries are
trying to mitigate the effects of rising energy prices with ever
larger fiscal packages, while monetary policy must become
even more restrictive if it wants to retain its main goal and
credibility.
The markets have reacted to this development since the
beginning of the year with a strong re-rating of its valuation
(see chart below). The third quarter of 2022 was once again
successful for the corporate sector and in total the analysts'
expectations were even beaten. It is noticeable that order
books have often grown faster than sales, which continues
to indicate that supply chains are not functioning optimally.
The next quarters will clearly be more difficult: In Germany,
for example, the producer price index rose by 46 % year-onyear in October! Consumer prices rose by 11.4 % at the same
time. We do not expect that companies everywhere will be
able to pass on these exorbitant additional costs to consumers within a short period of time. The expectation for the
EBIT margin of 14.5 % for 2023 is still at a record level – we
expect that these currently high profit margins will come
under significant pressure. In sum, we do not expect corporate profits to grow in 2023, but rather to be noticeably
below those of 2022, not only for Europe but for the entire
MSCI World. Share prices will follow part of this movement
before turning upwards again.
Christian Zogg
Head Equity and Fixed Income Management
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2022 will be remembered by us all.
The Russian war in the Ukraine is
having an impact on the energy supply, causing price increases the likes
of which have not been seen for
decades. This keeps politics and the
economy in non-stop crisis management.
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Overview of global sectors
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Christian Zogg
Head Equity and Fixed Income Management
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We currently recommend building a heavyweight in more
defensive sectors: These include pharmaceuticals and, within
the communications sector, the classic telecom service providers. Broadly positioned banks should be able to benefit
even more significantly from higher interest rates next year,
and insurers are usually good at pushing through price increases. At the same time, we continue to focus on energy
and basic materials, because we see a lot of negative news
already priced in here. If China were to grow more strongly
again, demand for energy and metals would jump – that
would be a profit driver. The recent calming of prices on the
energy markets could also be deceptive if the geopolitical
situation were to escalate again. In this case, energy stocks
would then be an insurance policy against such adversity, so
to speak.

(MSCI sectors indexed, in USD)

130

11

After the rise in interest rates in recent months and the subsequent correction in the valuation of many highly valued
stocks, the aim in the following months is to hold shares that
will also weather a possible upcoming «earnings recession»
well. The recent price rally in mid-November could tempt
investors to bet on the beginning of a new «bull market» and
to take a too cyclical position too early. In the coming
quarters, many companies will face cost increases for energy
and labour, which first have to be passed on.

140

.1
2

In contrast to the previous year, 2022 was characterised from
the outset by the fact that a slight decline in corporate profits
was expected for some sectors. These included basic materials (–7 %), financials (–0.7 %) and communications (–1.3 %).
For energy, a plus of almost 20 % was already expected in
January. In the meantime, the estimates for the whole year
are plus 130 %! In this respect, a performance of just over
30 % is still modest, although the sector has thus become significantly cheaper over the year (see also table). In terms of
price-earnings ratios, most sectors are trading close to their
10-year averages. This shows that the situation has eased
considerably in terms of equity valuations. However, three
sectors stand out that are clearly below this level. These
include energy, basic materials and financials (banks, insurance companies). Investors' scepticism about mediumterm profit potential is clearly noticeable here.

Performance of global sectors 2022

11

For the second time in a row, the
energy sector managed to take first
place – with a performance of over
plus 30 %. All other sectors are in the
red, in some cases by more than
30 %. This also includes the technology sector, which dominated in
previous years.

MSCI World Total Market
MSCI World Consumer Staples
MSCI World Industrial

* Maximum P/E ratio for sector consumer staples at 47.3x in August 2020
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Switzerland

Austria

War in Ukraine, inflation and possible recessions – the forecast for
2023 seems difficult. We therefore
take a look at which stocks are
among the favorites of a selection
model that calculates soberly and
quantitatively.

After the geopolitical shock, the
economy performed better than
expected. However, the near future
will be challenging. Nevertheless,
we see some companies in a good
position, so we put their valuations
in perspective.

The LLB has used a quantitative stock selection model since
2006. Each stock is assigned to a decile: decile 1 indicates the
highest expected return – decile 10 the lowest. The model
has a good performance track record. We thus take the
opportunity to highlight some of the most promising stocks
according to this model: the pharmaceutical heavyweights
Novartis and Roche as well as Galenica and u-blox in decile 1
and Kuehne + Nagel, Holcim, Logitech and UBS in decile 2.
We would like to emphasize that we are also positive on
these stocks from a fundamental point of view.

While 2021 was still a record year with a performance of
almost 40 %, there was little positive news to report from the
Austrian stock market in 2022. The Russia-Ukraine war, the
energy crisis and, not least, the associated economic
concerns weighed heavily on the Vienna Stock Exchange. As
is known from past crises, there is some catch-up potential in
the market as soon as international investors pick up on the
attractive valuations.

The healthcare stocks Galenica, Roche and Novartis are
attractively valued and offer defensive qualities. U-blox, on
the other hand, is a bit riskier as a hardware designer in terms
of its business model. However, thanks to a very low valuation and a strong price trend, the share still makes it into
decile 1. Holcim, Logitech and UBS are also fundamentally
riskier. Nevertheless, Holcim and Logitech are among the
companies with low volatility within their sectors. UBS, on
the other hand, convinces with a shareholder-friendly investment policy. Kuehne + Nagel, on the other hand, is one of the
best companies in Europe in terms of financial quality. That's
not surprising considering the company has achieved an
87 % (!) return on equity over the past four quarters (see chart
below).
Thomas Kühne
Fund Manager LLB Equities Switzerland ESG

Although the industrial sector is still helping Austria to
achieve solid growth this year, the order situation is currently
deteriorating and is likely to enter a slight recession over the
winter. However, economists expect slight growth again
from the second quarter of 2023. The index valuation is currently at a 6x price-to-earnings ratio, the lowest since the
global financial crisis. The dividend yield of 5.3 % and EV/
EBITDA of 3.6x appear attractive. In this exciting environment, we favor the banking and insurance sector on the one
hand, which should outperform due to the changed interest
rate cycle. On the other hand, we like the expansion course of
Andritz, Wienerberger and Mayr-Melnhof, which also have
some pricing power due to their market leadership. The
state-owned companies Verbund and OMV score with their
focus on more sustainable energy, but currently bear the
stumbling block of government regulation. We are currently
exercising caution in the real estate sector.
Paul Pichler
Fund Manager LLB Equities Austria

P/E ratio vs. return on equity

Underperformance since the start of the war
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Europe

North America
The looming recession and doubledigit inflation limit the upside
potential of European equities. We
see opportunities in classic value
stocks in the insurance, energy,
materials and pharma sectors.

After 2022 was dominated by global
supply chain issues and rising inflation, we view managing the rising
cost of financing and capital investment discipline as key to a successful 2023 in the U.S. equity market.

European equities trade at an estimated EV/EBITDA multiple
of 8.0x for 2023. The 24 % discount to the global equity market is currently double that of the last sixteen years. The 2023
free cash flow yield of over 7 % is also above average. European equity market earnings growth for 2022 is estimated at
19.5 %. The energy sector plays the main role, but especially
in the third quarter, many other sectors also show very good
results. A technical recession over a few quarters can no
longer be ruled out. We expect slightly declining net earnings
per share or at least zero growth in 2023. In our view, the current valuation only partly reflects a decline in earnings.

Movements in interest rates and the widening of credit
spreads have significantly increased the cost of debt for
US companies. In particular, companies that have financed
themselves with floating-rate bonds will report higher interest expense in the coming years. Against the backdrop of the
energy transition, we are therefore cautious on many utility
companies in the US and recommend an underweight in this
sector. We are also cautious on telecom as well as media
companies given their high debt levels. In addition to stocks
from the energy sector, we recommend adding commodityproducing companies to the portfolio. The US energy sector
is benefiting from early deleveraging and significantly reduced investment plans. We also remain positive on the healthcare sector. Here, however, we advise pharmaceutical stocks
as well as service providers, while biotech companies no
longer seem attractive.

Comparing the correlation since 1970 between price-earnings ratios and consumer inflation (see chart), no upside
potential is evident in the short term. The peak of inflation in
Europe is still ahead of us, which limits the upside potential
of European equities in the short term. In the current environment, we believe value stocks are more attractively
valued than growth stocks. We prefer companies with attractive dividend yields and moderate payout ratios. Our main
focus for 2023 is on the following value stocks: A. P. MøllerMaersk, BMW, Euronext, NN Group, SSE, Rio Tinto and
Swedish Orphan.
Jose Javier Lodeiro
Fund Manager LLB Equities Europe ESG

We continue to recommend a neutral weighting in the
heavyweights. While Alphabet, Amazon and Meta boast a
healthy balance sheet, the lack of cost discipline in some
cases is rather problematic in the current environment. Apple
and Microsoft do have this discipline, but their shares are still
trading well above the market in terms of valuation. We are
therefore currently focusing on attractive second-tier stocks
such as Adobe, Paypal and Booking.com.
Simon Öhri
Fund Manager LLB Equities North America ESG

Inflation depresses P/E ratio of European stocks

Current debt characterictics by sector
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Pacific

Emerging markets
The year 2022 shows that even in the
face of great uncertainty, there are
factors that allow to draw conclusions about future returns. Relying on such well-recognized return
factors should continue to provide
decisive advantages when investing
in stock markets.

2022 was again disappointing for
investors invested in emerging market equities, as these markets
already delivered significantly lower
returns than the industrialised
countries in 2021. China in particular pushed performance significantly into the red.

In 2020 equity markets in the Asia-Pacific region were not
able to detach from the difficult global circumstances. The
impact of the tough geopolitical mix and adverse economic
conditions took its toll. Distortions on the energy markets,
recession worries, tensions between China and the USA, increasing inflationary pressure or China's zero-covid policy
will continue to cloud the economic outlook in the foreseeable future and make simple forecasts even more difficult.

A major break in the composition of the relevant market indices resulted from the ejection of the Russian stock market in
March following the start of the war in the Ukraine. The outlook for earnings growth in the emerging markets was
already lower than for the developed industrialised countries
at the beginning of the year with a plus of 5.5 %, which dampened expectations from the outset. The strong US dollar
then provided additional headwinds in the course of the year.
From a regional perspective, the Latin American markets
with Brazil and Mexico performed significantly better than
the Asian markets (see chart). Once again, China (H-shares)
delivered a disappointing performance, also underpinned by
shrinking corporate earnings. However, with a weight of
29 % within emerging markets, the yellow giant remains by
far the most important market. We recommend maintaining
an underweight here.

Taking a closer look at the current year shows that even in
difficult times, the focus on well-established return factors
provides a good basis of decision-making. Therefore, our
stock selection process will continue to focus on five factors,
which are shown in the chart below. It illustrates the development of our five factor premia for selected Asian stock
markets (i.e. HK, JP, AU, NZ and SG). Despite all uncertainties
since the beginning of 2022, Value, Momentum, Investment
and Low-Volatility demonstrated a very good explanatory
power with regards to future stock returns. Only the quality
factor fell short of its expectations. Based on the empirically
well-documented and scientifically sound factors, we are
convinced that the focus on a systematic stock selection process and a well-diversified portfolio implementation will continue to prove useful, even in the face of sustained systematic
uncertainty. Hence, we focus on profitable and defensive
companies that are reasonably valued despite their shareholder-friendly capital management and positive momentum.

We would continue to bet on Brazil at the beginning of 2023.
Now that political uncertainty has disappeared basically
with a peaceful change of government, one can turn more to
economic fundamentals again. The market is dominated by
the three sectors of financials, basic materials and energy,
which together account for around two-thirds. In our view,
these sectors in particular are undervalued, not only in Brazil
but also globally. Valuation remains cheap with a P/E ratio of
7x for 2022 and is also clearly below the long-term average.
Christian Zogg
Head Equity and Fixed Income Management

Dr. Georg Peter
Fund Manager LLB Equities Pacific ESG
Accumulated LLB factor premiums
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Shares with high payout on the upswing
Dividend-focused stocks have posted
impressive returns this year. This
investment approach is promising
because the valuation of such stocks
is easier and the ongoing return provides a basic return.

The fund outperforms
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Fund Manager LLB Dividend Pearls Global ESG
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The LLB Equities Dividend Pearls Global ESG (CHF) Fund
invests in just such companies. In addition to a high dividend
yield, the fund also takes low volatility into account when
selecting stocks. As the first chart shows, the fund has performed significantly better than the overall market this year.
In addition, despite regional and sectoral diversification, the
dividend yield is higher than in any individual sector, as the
second chart shows. If you add the share buybacks, the socalled shareholder yield even reaches 8 %. This means that an
attractive return can already be foreseen from the current
income. The 50 stocks within the fund are weighted according to the principle of equal weighting. A portfolio size of
50 stocks offers sufficient diversification to minimize company-specific fluctuations. We rely on an equalization of the
portfolio components, since classic approaches to portfolio
optimization react very sensitively to errors in the estimation
of the input parameters. In addition, the last chart shows
that equal-weight portfolios outperform their passive
capitalization-weighted counterparts over the long term.

90
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Valuing a stock is inherently difficult. How will future profits
develop? Which risk premium is fair considering the business
model? Although the answers to these questions are difficult
to find for every stock, there are still certain differences. For a
biotech stock with only one drug in development, the stock's
valuation will depend entirely on an assessment of that
drug's likelihood of success and sales potential. If we set this
probability of success at 40 % instead of 20 %, the fair value of
the stock doubles. Such a company will also use all financial
means for the development of the drug and will not pay any
dividends. At the other end of the spectrum, there are companies that have an established, defensive, and profitable
business model and little need for incremental capital. As
part of a shareholder-friendly distribution policy, these companies distribute a large part of the free cash flows they
generate (simply put: operating profit minus investments).
The valuation of such a stock approaches that of bonds: the
cash flows can be estimated relatively well and reach the
investors directly.

Buyback yield
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Convertible bonds

Real estate equities

Due to the significantly higher interest rates, convertible bonds are
once again becoming more more attractive for investors. We also expect
an increase in issuing activity. In
the portfolio context we continue to
consider Pacific convertible bonds as
attractive investment ideas.

Global real estate equities
A roof over your head remains one of
the basic needs of mankind. Residential real estate benefits accordingly and offers some protection
against inflation.

Issuing activity in 2021 was severely curbed by the rise in
government bond yields and the outbreak of the Ukraine
conflict. The primary market came to a standstill, particularly
over the summer months. Since November, we have observed a quiet awakening. Companies are refinancing via
convertible bonds by buying back outstanding convertible
bonds below par, while at the same time issuing new debt
capital. We expect this trend to continue in the first half of
2023. From an investor's perspective, the benefits are twofold: First, existing convertible bond investments benefit
from a potential buyback including a premium, and second,
the new instruments have higher coupons and more reasonable conversion premia in the range of 30 % to 40 %. Taking
into account the lower share prices, attractive entry opportunities arise here, where you finally get paid again for waiting
for rising equity markets.

Inflation is also a dominant theme in stock selection. In this
regard, there are differences within the real estate stock sector, as some companies have fixed lease contracts with a
longer duration. This is often the case in the US office sector,
but it is not the case everywhere: in Switzerland or Spain, for
example, office rents are usually linked to the development of
consumer prices.

In the portfolio construction, we will pay attention in the
coming months to a favorable profile of the instruments and
to the difference of the yield of the CB instrument compared
to conventional corporate bonds of the same issuers. Particularly in Europe as well as in the Asian region, the illiquidity
of recent months has led to individual convertible bonds
having significantly higher yields to maturity. In addition, we
recommend switching convertible bonds that have only
limited equity sensitivity into instruments with a higher
delta.
Simon Öhri
Fund Manager LLB Convertible Bonds ESG

There is no contractual inflation link in the US residential real
estate segment. But the rental period is usually only one year.
Thus, inflation can be passed on in a timely manner. For
example, homeowner Mid-America, focused on southern
US regions, has increased rents by 2.6 % in 2020 and 5.2 % in
2021. A rent increase of 14 to 15 % is now being targeted for
this year. As the chart below shows, Mid-America has steadily
increased its dividend per share since the financial crisis. All
in all, many real estate shares are therefore directly or indirectly inflation-protected. This also puts the currently
rather low yield difference to (fixed coupon) bonds in into perspective. In contrast, the dividend yield of real estate stocks
is exceptionally high compared to the overall stock market.
We therefore take a constructive view for the segment. Our
favorites include US residential real estate stocks such as
Mid-America and Camden, the Swiss office and residential
real estate stock Allreal and the Spanish real estate company
Merlin.
Thomas Kühne
Fund Manager LLB Equities Real Estate Global

Distribution of the CB prices
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Real estate
Direct investment Europe
The positive development cycle for
real estate since 2008 has come to an
abrupt end due to the geopolitical
upheavals and the resulting consequences – energy crisis, inflation
and increased interest rates.

Swiss real estate funds
Even if many can't stand hearing
the word «interest rate turnaround»
anymore, the sharp rise in interest
rates in Switzerland has led to the
biggest «drawdown» in the history
of Swiss real estate funds.

After years of «yield compression», we are once again confronted with rising yields – and thus with (slightly) falling
prices. No use category can escape this trend, but good properties in the respective segment are affected to a much lesser extent. The significant increase in inflation causes leases
to «run into» index adjustments, which means higher current
rental income. Under the ceteris paribus assumption, this
results in higher property values. However, there remains the
question of the enforceability of the indexations, as tenants
are also confronted with other cost increases, notably in the
energy sector.

Has concrete gold lost some of its luster as a result? We do
not think that the prices of many Swiss real estate funds will
fall below the Corona lows. At present, market participants
seem to be focusing on the effects of the strong interest rate
movement on real estate valuations, and currently on the
high interest rate sensitivity of the funds. Certainly, interest
rates affect the valuation of real estate portfolios in that, in
discounted cash flow (DCF) models, the present value of
future real estate income such as rents is affected by an increased discount rate. In short, rising interest rates lead to
higher discount rates, which in turn decrease the valuation of
a property.

However, crisis always means opportunity. The real estate
submarket office Central Europe, above all Germany and
Austria, is basically healthy with reasonable rent levels and
low vacancy rates. The challenge now is to take on the challenges associated with new sustainability guidelines and to
pay particular attention to environmental compatibility. The
demands of the modern working world and changed internal
communication processes also need to be considered.
The current times are challenging. Nevertheless, real estate
remains an indispensable component of a differentiated
portfolio. With its natural inflation hedge and crisis resilience, the Real Estate Direct Europe asset class will emerge
stronger from this situation.

As a result of higher interest rates, there are also other transmission effects from an investor's point of view. In Switzerland, rents are linked to the reference interest rate. This
average interest rate determines whether rents can be adjusted. Via this mechanism, rental income will rise steadily in
the coming months, counteracting the DCF-induced low
valuation. Looking at the overall market of Swiss real estate
funds, no extraordinary changes in net asset values (NAV)
can be observed. In the current year, there have only been
slight declines in book values for individual funds from the
commercial sector. With stable NAVs, the price corrections
have contributed to an easing of the agios, which underlines
the attractiveness of this asset class.

Louis Obrowsky
Managing Director LLB Immobilien KAG

Bernhard Schmitt
Head Equity and Multi Manager Management

Prime yields in real estate

Swiss real estate funds and interest rates
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Alternative investments
Commodities
2022 was characterized by sharply
rising raw material prices in the
first half of the year. We expect commodity price increases to moderate
but see signs of structurally rising
prices in the coming years.

Gold
2022 was also a difficult investment year for gold, a safe
haven asset. Despite rising inflation, the precious
metal lost around –4 % in value. At the same time, however, the dollar also rose sharply in the same period,
which puts the weakness of the gold price into perspective for international investors.

The modern economy is dependent on a small number of
basic materials. These include cement, plastics, steel and
ammonia, the base material for artificial fertilizers. All these
fundamental «building materials» are currently produced
with heavy use of fossil fuels. The decarbonization of the economy therefore aims to redefine and significantly modernize
these very production processes. The «Holy Grail» of the
energy transition lies in finding alternative, green energy
sources to produce building materials on the one hand and
making the creation process as energy efficient as possible on
the other. To successfully manage this energy transition,
however, experts estimate that, in an initial phase, significantly more raw materials than before will be needed to
create the necessary structures. New machines will have to
be designed, new manufacturing plants built, new wind turbines erected and adequate transport and storage solutions
for energy created.

For 2023, we do not expect the U.S. dollar to continue to
trend toward strength. If the interest rate differential with
Europe or Asia narrows, the reserve currency should trend
weaker and relieve the pressure on gold prices. The same is
also indicated for US interest rates: An end to interest rate
hikes or even a return to stimulative monetary policy measures by the Fed in the event of a recession in the U.S. would
boost the gold price.

The resulting demand currently and in the medium term
meets a limited supply of raw materials. In recent years of
low prices, companies in the mining and oil production sectors have invested little in the development of new resources.
Supplier companies were forced to implement cost-cutting
measures, which had a massive negative impact on their
business structure. The economy can only respond to an – at
least temporary – surge in demand for raw materials with an
inelastic supply response. This is likely to result in further
volatile increases in commodity prices.

In the opposite case, if the central bank must aggressively
raise interest rates again and continues to reduce liquidity in
the market, the initial market reaction in the precious metal
would probably be clearly negative. However, this would
apply not only to gold, but to a wide range of high duration
assets. In such a challenging environment, it is likely to be
rather difficult to be positive on U.S. dollars and government
bonds as safe haven assets. Physical gold, on the other hand,
as an asset that is nobody's liability, could well see a surge in
demand – in a second round.
Currently, few investors are interested in the yellow metal,
despite the attractive outlook in terms of the possibility of
increasing volatility in interest rates. From this perspective,
holding a gold position still makes a lot of sense for us – just
in case.
Timo Gruber
Investment Class Researcher Commodities

Development of commodity prices
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Alternative investments
Hedge funds
Rising interest rates have led to losses for stocks and bonds this year. In
this environment, the individual
hedge fund strategies have also had
to prove their worth.

Cat bonds
With the impact of hurricane «Ian» on the Florida
mainland, the cat bond market has received a noticeable damper. The well-known Swiss Re Cat Bond Index
has lost almost 10 % because of this event.

The two styles Global Macro and CTA achieved particularly
good results. The market-neutral strategies are still holding
close to zero. Fixed-income oriented managers are dragged
into negative territory along with the weak bond markets.

This is only the first reaction of the market participants in the
ongoing price formation. The exact assessment of all claims
as well as the resulting effects for these individual Cat Bonds
will take more time. As the loss assessments to date show,
the losses relevant to the Cat Bonds should be significantly
lower than initially expected. However, the losses caused by
the floods are fundamentally not reflected through this market. In addition to high wind speeds, «Ian» caused a devastating storm surge in southwest Florida between Fort Myers
and Naples. When determining the amount of damage, the
accurate representation of replacement values is of great
importance. This is all the more true since real estate prices,
construction costs and the volume of construction in Florida
have risen markedly in recent quarters. The current so-called
industry loss estimates range from USD 45 to 55 billion,
covering the two states affected by the landfalls, Florida and
South Carolina.

For global macro managers, we are positive for 2023, favoring
approaches that are diversified across asset classes and
regions. Given the challenging inflation scenarios, managers
have reduced their risks. The outlook for quantitative strategies is also positive, in our view. The focus on quantitative
macro strategies (trend following, etc.) is based on the
assumption that the funds are well positioned to weather
the volatile interest rate, inflation and currency environment.
The equity long/short funds currently show a relatively low
net and gross exposure. This risk discipline makes us optimistic about this investment style. Therefore, we believe that
positioning in equity L/S managers with a low beta and
tactical bias is attractive for an uncertain macroeconomic
scenario. We would be cautious about event-oriented strategies. Although announced M&A events can offer attractive
returns, long deals in particular face a difficult environment
due to the financing side.
We also recommend investing in a diversified manner in the
area of liquid strategies. The attractive styles shown – such
as Global Marco and CTA – can be portfolio focal points.

So, what does this mean for cat bonds? For insurers and reinsurers alike, this bad insurance year will add a very expensive
event from a claims cost perspective. Thus, the propensity of
reinsurers to place more risks through cat bonds increases,
which will further increase risk premiums. In addition, the
market for existing bonds is operating at above-average
levels in terms of risk premiums. These two effects alone
underline its current attractiveness.
Bernhard Schmitt
Head Equity and Multi Manager Management

Hedge fund performance in 2022 and outlook
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Investment strategies and tactical asset allocation
Strategies at a glance

Tactical asset allocation

As part of our LLB Comfort asset management, we offer our
clients a broad range of investment strategies that fulfil all
the requirements in relation to investment horizon, sustainability and the use of different asset classes. All our strategy
models have an outstanding risk/return ratio.

The dwindling interest rate speculation weighs on the USD
Weaker inflation in the US weighed heavily on the US dollar.
FX markets expect the Fed to taper rate hikes in December
2022. Given the high level of US inflation, some interest rate
expectations are exaggerated. The recent weakening of the
US dollar has gone too far. A technical recovery is likely. The
US dollar remains neutrally weighted in the currency allocation. We are sticking to the underweighting of the euro in the
franc strategies.

LLB strategy models
The LLB strategy models make investments with different
weightings in classical asset classes such as money market
investments, equities, and bonds. In addition to government
and corporate bonds, we also consider convertible bonds,
inflation-linked bonds, and high-yield bonds. We pay the
utmost attention to the high quality of the securities. We
offer six different risk/return models, each in three reference
currencies (CHF, EUR, and USD). We call these models Fixed
Income, Conservative, Yield, Balanced, Growth, and Stocks.
Both the risk and return expectations and the necessary
investment horizon for the investor increase in that order.
Investment themes
We offer you four different sustainable portfolio management lines: World ESG, Switzerland ESG, Alternative ESG and
Passive ESG. We also offer the strategy World as ESG+, «Plus»
means with significantly higher sustainability standards. You
will find further details on the following pages or in our LLB
Comfort publications. Further details can be found on the
following pages or in our LLB Comfort publications.

Bonds remain unchanged
The decision at the last asset allocation meeting in October
to upgrade investment grade bonds to neutral has paid off so
far. There is no reason to adjust the weighting. Government
bond yields are likely to have peaked. They will trend sideways in the coming months. Therefore investors can expect
positive returns.
Equities: Into 2023 with a neutral equity weight
Economic risks continue to increase at present. Stubborn
inflation is being fought by the central banks with further increases in interest rates, which on the one hand represents a
cost factor for companies, but on the other hand also a higher
obstacle for the valuation of financial assets, including equities. In absolute terms, the rather moderate valuation offers
some downside protection. However, history shows that
equity prices bottom out in the course of a recession and not
before, but we are still a long way from that point. We therefore remain rather cautious for the next few months and
recommend keeping the equity position at a neutral weight.
Real estate and alternative investments (incl. cat bonds)
Global real estate stocks have lost disproportionately in value
since the beginning of the year compared with the stock and
bond markets. As a result, some valuation models are again
showing an attractive entry opportunity. In addition, most
cash flows are inflation-protected. We therefore remain
neutrally weighted in real estate stocks. We also maintain a
neutral weighting in hedge funds. For 2023, we are positive
on global macro and CTA strategies, favoring liquid approaches that are diversified across asset classes and regions.
Following Hurricane Ian, risk premiums in the cat bond market have increased to above average levels. We currently consider the asset class attractive and maintain our positioning.
Regarding commodities, we remain predominantly invested
in gold. The precious yellow metal should benefit from the
fact that interest rate differentials against the USD are narrowing, which should also tend to weaken the greenback.
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LLB Comfort – our discreationary portfolio management
Securing and profitably managing your assets is our
most important concern. As an effective and capable
partner, we are happy to support you in all aspects of
asset management. Since 1 August 2022, the LLB offers
investment advisory and portfolio management mandates with varying degrees of sustainability. We offer
each client the right sustainable investment solution
according to their preferences.
Macroeconomic, regulatory, and sociodemographic factors
together with sustainability requirements, increase the complexity of management tasks. At the same time, investors are
rightly demanding increasing flexibility from their asset
managers and consideration of their individual needs. The
range of services offered by LLB Comfort – the asset management mandates of the LLB – is based on these requirements.
By working together with us in this way, you enjoy the following benefits:
◆ You can be certain that your assets will always be looked
after in the best possible way and that your wishes will be
taken into account.
◆ Through permanent monitoring of your portfolio, we strive
to improve performance continuously. This means that our
specialists systematically search the market for risk premiums and investment opportunities and use them to your
advantage.
◆ You gain more time for other aspects of asset management
because you delegate routine tasks to the specialists of LLB
Asset Management.
◆ Your personal client advisor is still your direct contact for all
financial matters. Your client advisor will also be happy to
assist you with other tasks in the management of your
assets.
◆ You choose the degree of sustainability you want – we have
the right solution.
◆ The LLB offers sustainability at no additional cost, which
means sustainable investments are equally affordable as
traditional forms of investment.
◆ We provide you with regular, transparent, and comprehensive information about the development of your assets –
with reporting that presents the investment performance
transparently and is verified in accordance with international standards (GIPS).

By far the most important factor for investment success
is the choice of a suitable strategy. Our client advisors
have the knowledge and the means to work with you to
find the investment strategy that is tailored to your personal situation.
As individual as our clients are, so different are their needs.
We analyse your current asset situation and your investment
objectives. We take into account factors such as your earnings expectations, your risk tolerance, your sustainability
expectations and your investment horizon. We pay particular
attention to your life situation and your liquidity requirements. In a next step, we work with you to define the investment strategy that suits you best. Based on your investment
profile, we make broadly diversified investments and actively
manage your assets.
Our experience shows that investors' needs are usually
focused on a few typical risk-return profiles. We present
these strategies on the next page. We offer these profiles in a
risk-controlled and optimised manner in the reference
currencies CHF, EUR, and USD. We are happy to include any
of your expectations that may go beyond this. Together, we
design an investment strategy that is right for you.
Optimisation and performance
We use a systematic, value-oriented process when selecting
securities and funds. Under this process, we invest in securities with favourable valuations and take advantage of their
long-term potential to generate above-average returns. At
the same time, we take the LLB sustainability criteria into
account in the selection process. We strive for broad diversification both among asset classes and among individual
securities within asset classes, given that diversifiable risks
are not compensated by the markets. Our globally diversified
asset allocation results in high foreign currency exposures.
We hedge most of these exposures and invest the freed-up
risk budget in return-generating asset classes.
Under our agreement with the client, we deviate from the
contractually determined weights of the asset classes to a
defined extent. In doing so, we make the best possible use of
special market conditions. In our investment committee, we
think in terms of earnings expectations over 12 months. We
periodically and systematically examine quantitative and
qualitative factors. Using our proprietary optimisation software, we construct efficient portfolios that make use of a
predefined risk budget to maximise expected returns. We
provide an overview of our wide range of products on the
following pages.

◆ We explain our investment decisions in an understandable
way – especially because we are convinced that demanding
and well-informed clients are the best partners for the long
term.
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Legal information
No offer
The information contained in this publication constitutes neither an
invitation nor an offer, nor a recommendation to buy or sell investment
instruments or to enter into transactions of any kind. The information
in this publication does not constitute an aid for the reader in making
decisions. Please consult a qualified person before making investment
decisions.
Sales restrictions
The contents of this publication are not directed or meant for persons
subject to a jurisdiction that prohibits the distribution of the publication or the investment funds referred to therein (due to the nationality
of the persons concerned, their domicile or any other reason). Persons
who come into the possession of this publication must inform themselves about any possible restrictions and comply with them. In particular, the units of the investment funds described in this publication are
not registered under the United States Securities Act of 1933 and, other
than in connection with a transaction that does not violate that Act,
may not be offered, sold, resold, or delivered, directly or indirectly, in
the United States, to citizens or residents of the United States, or to
corporate or other legal entities established or managed under the law
of the United States. The term «United States» encompasses the United
States of America, all of its constituent states, its territories and possessions, and all areas under its sovereign jurisdiction.
Risk warning
Please note that the value of an investment may fall as well as rise. The
future performance of an investment cannot be derived from its past
price development. Investments in foreign currencies are subject in
addition to exchange rate fluctuations. Investments involving high
volatility can be subject to strong price fluctuations. These price fluctuations may equal or even exceed the value of the invested amount. The
preservation of the invested capital cannot therefore be guaranteed.
Further information about risks can be obtained from the Liechtensteinische Landesbank AG. In addition, this information can be obtained from the brochure Risks in securities trading issued by the Liechtenstein Bankers Association, or from the brochure «Special risks in
securities trading» issued by the Swiss Bankers Association.
No warranty / No guarantee
All information has been compiled by the LLB and/or its Group companies with great care. The information and opinions presented here originate from sources which the LLB and/or its Group companies deem to
be reliable. Nevertheless, the LLB Group provides no undertaking or
guarantee for the accuracy, completeness, or currency of the information contained in these publications. The contents of the information
contained in these publications may be changed at any time due to certain circumstances, but the LLB and its Group companies are under no
obligation to update any information once it has been published.

Explanation
Possible conflicts of interest are indicated by the following numbers
placed next to the names of issuers:
The Liechtensteinische Landesbank AG and/or its Group companies
1. have more than a 5 % stake in the issuer,
2. have substantial financial interests in relation to the issuer,
3. participated during the last twelve months in the management of a
consortium which placed financial instruments of the issuer in the
form of a public offering,
4. act as a market-maker in the financial instruments of the issuer,
5. have during the last twelve months concluded an agreement for services in connection with investment banking services with issuers
who themselves or whose financial instruments are the subject of
the financial analysis, or have received a performance or the promise
of a performance from such an agreement,
6. have concluded an agreement for the production of financial analysis
with issuers who themselves or whose financial instruments are the
subject of the financial analysis.
Responsible for the preparation of this publication
Liechtensteinische Landesbank AG
Städtle 44, PO Box 384
9490 Vaduz, Liechtenstein
Competent regulatory authorities
◆ Competent regulatory authority in the Principality of Liechtenstein
FMA Financial Market Supervisory Authority Liechtenstein
Landstrasse 109, P. O. Box 279, 9490 Vaduz, www.fma-li.li
◆ Competent regulatory authority in Switzerland
Swiss Financial Market Supervisory Authority FINMA
Laupenstrasse 27, 3003 Berne, www.finma.ch
◆ Competent supervisory authority in Austria
Austrian Financial Market Authority FMA
Otto-Wagner-Platz 5, A-1090 Vienna, www.fma.gv.at
Global Investment Performance Standards (GIPS)
The company definition in accordance with the Global Investment Performance Standards (GIPS), includes all the asset management mandates as well as all the investment funds of Liechtensteinische Landesbank AG which are managed by LLB Asset Management AG. The company claims compliance with the GIPS. A list of all composites and a
description of them can be obtained from LLB Asset Management AG,
Vaduz, telephone +423 236 95 00. The Global Investment Performance
Standards are a trademark of CFA Institute. CFA Institute has not been
involved in the preparation or review of this report/advertisement.

Exclusion of liability
To the extent allowed by law, the LLB and its Group companies exclude
all liability for losses or damages of any kind (both direct and indirect
damages as well as consequential damages) which arise from the use of
or in connection with this publication.
Basic methodical approaches to financial analysis
LLB and its LLB Asset Management AG responsible for financial analysis
have summarised the basic methodological principles of financial analyses on which the individual investment recommendations are
founded in their white paper «Theory and Methodology of Securities
Analysis by LLB Asset Management AG». This document (in German)
can be accessed at the following link: www.llb.li/securities-analysis.
Additional information
Further information about our publications, in particular
◆ Summary of the important sources of information
◆ Valuation principles and methods
◆ Explanation of the meaning of the recommendations
◆ List of all recommendations as well
◆ Information on conflicts of interest
can be requested at www.llb.li/legal-notes . We are providing this information also free of charge in paper form.
Internal organisational and regulatory measures to prevent conflicts of interest
The Liechtensteinische Landesbank and any of its Group companies
concerned have implemented internal organisational measures to prevent possible conflicts of interest from arising and, if these do occur, to
disclose them.
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