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Review – Difficult month to end the year 

 

Financial markets fell significantly in December and led to one of the worst endings to the year in recent 

decades. The main factor behind the broad weakness were once again the central banks, which surprised 

with statements regarding a more restrictive monetary policy in an unusual synchronicity. The US Federal 

Reserve made the start. The Fed committee and its President Jerome Powell have emphasized that the 

fight against inflation enjoys high priority and that, if the worst comes to the worst, a significant economic 

slowdown will be accepted. Contrary to expectations, European Central Bank President Christine Lagarde 

then announced further significant increases in key interest rates over the course of 2023. This 

unexpectedly clear statement by the ECB, which is generally known for its hesitation, has had a noticeable 

impact on the global financial markets. Finally, the Japanese central bank BoJ unexpectedly tightened 

monetary policy for the first time in years at its meeting in December. As a result, all central banks in the 

industrialized countries are now in a tightening mode (which is often severe). Accordingly, the market 

reaction was unfriendly, with price fluctuations being amplified by the thin market liquidity at the end of 

the year. On the equity side, valuation-sensitive segments such as technology and growth stocks lost 

disproportionately. At the same time, bonds have posted negative returns as interest rate hikes have 

dominated December. Gold posted a positive return last month despite rising interest rates. The precious 

metal is benefiting from the pronounced weakness of the US Dollar. Coming to commodity developments, 

it is worth noting that crude oil prices were relatively stable in December. In this context, increasing global 

recession risks are a negative factor, but the entry into force of the price cap on Russian oil has also 

increased supply concerns. 

 

Equity markets around the world ended December with negative returns. The worst performing markets 

were Japan (-6.7%), the United States (-5.9%), and Europe (-4.3%). The Swiss equity market also ended 

the past month with a negative return (-3.3%). 

 

GDP 22 GDP 23 CPI 22 CPI 23 Actual 3 Mths 12 Mths Actual 3 Mths 12 Mths Actual 3 Mths 12 Mths

Switzerland 2.0 0.6 2.9 2.1 1’704 → ↗ 1.44 1.40 1.35 - - -

Germany 1.7 -0.6 8.8 6.5 14’456 → ↗ 2.34 2.30 1.90 - - -

Eurozone 3.2 -0.1 8.5 6.1 3’967 → ↗ - - - 0.99 0.98 1.01

United Kingdom 4.4 -1.0 9.1 7.2 7’646 → ↗ 3.57 3.50 3.20 1.11 1.12 1.14

United States 1.9 0.3 8.0 4.0 3’818 → ↗ 3.76 4.00 3.50 0.94 0.96 0.94

Japan 1.4 1.2 2.4 1.8 25’821 → ↗ 0.43 0.25 0.20 143 142 140

GDP 22 GDP 23 CPI 22 CPI 23 Actual 3 Mths 12 Mths Actual 3 Mths 12 Mths Actual 3 Mths 12 Mths

Asia ex Japan 3.2 4.7 2.7 3.1 635 → ↑ - - - - - -

China 3.0 4.8 2.1 2.3 68 → ↑ 2.84 2.75 2.90 6.88 7.15 6.90

Currencies (vs USD)
Emerging Markets
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Most interest rates on ten-year government bonds rose significantly last month. Interest rates have risen 

the most in Germany (+0.64% to 2.57%), the United Kingdom (+0.51% to 3.67%), and Switzerland 

(+0.50% to 1.62%), while they have fallen slightly in China (-0.08% to 2.84%). 

 

Currency markets moved within normal ranges in December. The Swiss Franc strengthened against the US 

Dollar (+2.3% to CHF 0.92) and the British Pound (+1.9% to CHF 1.12), but weakened slightly against the 

Euro (-0.6% to CHF 0.99). The US Dollar continued to weaken against the Euro (-2.8% to USD 1.07). 

 

Alternative investments have had mixed returns over the past month. While the gold price was higher at 

the end of the month (+3.1% to USD 1,824 per troy ounce), the oil price fell slightly (WTI, -0.4% to USD 

80.26 per barrel). Hedge funds closed last month unchanged. 

 

 

Outlook – Light at the end of the tunnel 

 

The medium-term market outlook remains risky. Inflation rates have peaked and will fall noticeably over 

the course of the year. However, a real normalization of inflation rates to pre-2020 levels is not realistic 

for the time being. This depends on labor markets, especially in Europe and the United States. These still 

turn out to be completely dried up. So many companies are desperately looking for willing workers. 

However, the frequently propagated "work-life balance" seems to be widespread, and during the Corona 

pandemic many older workers retired early from the labor market. In the United States, labor force 

participation (i.e. the number of people in work in relation to those of working age from 16 to 65) is just 

under 62%, far below the long-term average of 66-68%. So the solution seems obvious. Some of these 

workers are to be forced into the work process by means of wage increases and an economic slowdown. 

Due to falling inflation rates, global central banks are likely to end their tightening of monetary policy over 

the course of the year, but will keep the general level of tightening at a high level for a long time. As a 

result, monetary policy will continue to weigh on fundamentals and lead to corporate earnings 

disappointments. Thus, sustainable advances on the equity markets are not plausible in the medium term. 

Bonds (especially quality bonds), on the other hand, are likely to benefit moderately from the end of interest 

rate hikes and the fall in inflation. Finally, China remains an important market driver. China is doing 

everything it can to support its ailing real estate market in order to restart growth in the world's second 

largest economy. The years of Corona restrictions have paralyzed the economy. Epidemiologists see the 

peak of the Corona wave at the end of January. After that, a stabilization and even a moderate recovery 

of the Chinese economy could be expected. This development, flanked by the current US Dollar weakness, 

should support emerging market equities in 2023. 

 

Based on the above statements, we assume slight recessions in Europe and the United States for the 

coming year, although Switzerland should be able to avoid one. Equity markets act as leading indicators. 

They are likely to bottom out sometime in the first half of the year and then start an upswing. The 

corrections continue to offer entry opportunities in selected areas/sectors. We continue to favor Switzerland 

and the United States over Europe, with a focus on high-quality companies that benefit from long-term 

trends. We remain positive on Asia and China in particular, but we are adjusting our focus on China slightly 

due to the change in background following the party congress. In the future, we would like to focus on 

strategically important sectors - in accordance with the new direction of the government. 

 

Market participants expect the US Federal Reserve to raise interest rates three more times by mid-2023. 

Things are a bit different in Europe, where five to six interest rate hikes by the ECB are currently priced in. 

The Swiss National Bank SNB is also likely to raise interest rates further. 
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Trade policy disputes and geopolitical developments can continue to lead to strong movements on the 

currency markets. The Swiss Franc always serves as a safe haven during such periods. 

 

Hedge funds continue to benefit from a normalization of correlations, volatilities and dispersion. They 

typically thrive when dispersion is high and correlations low, because then they can take full advantage of 

their trading techniques. 
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