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WHAT A START TO THE YEAR 

 

In early January, we were moderately positive for financial markets in 2023, and 

particularly for the classical ‘balanced’ portfolio: we obviously didn’t expect global 

markets to move up so strongly in such a short period of time. However, the move 

higher in equity markets is far from being homogenous: so far this year what has been 

leading Europe higher is not what has led the US higher. In fact, we think that the US 

market is going up for the wrong reasons, (see below), while European markets, 

particularly Eurozone ones, are going up for the right ones. In view of recent economic 

and company data, we continue to feel comfortable in our sizeable overweight to 

European equities: 

- European data has been much better than expected. Europe avoided a 

recession, and leading indicators are signaling expansion again. 

- Inflation is finally slowing; the EU economic council just revised its target down 

to 5.6% for 2023. 

- A milder winter has bolstered gas reserves, and Europe avoided a much-

dreaded energy crisis. 

- The reopening of China has been relatively smooth: the peak in Covid infections 

arrived quickly, and official figures show a continued and rapid decline in deaths. 

- European earnings have been very resilient, led by banks, energy companies, 

luxury, but even industrial companies on lower gas prices. European companies 

should also benefit from China led Asian growth: Asia now accounts for over 

20% of revenue for the STOXX600 companies. 

- Europe is still relatively cheap, both historically as well as in relative terms, at 

12.5 times forward earnings, and its discount to the US, now currently around 

26%, should shrink materially. 

- Dividends, equity risk premia and other ratios, such as Economic Value to 

EBITDA, are equally supportive. 

- Very low exposure of US investors: according to estimates, only 3% is currently 

allocated to European equities, despite a weight of 20% in the indices. 

We decided nonetheless to take advantage of market conditions and partially hedge 

our exposure, by buying protections that mature in September. In our list of threats to 

a positive development for financial markets, published in January, we listed a direct 

escalation between NATO and Russia: needless to say, we are particularly worried 

about the West delivering ever more powerful weapons to Ukraine, and Russia 

amassing troops on the border. The odds of some sort of truce, or at least a pause in 

fighting, are diminishing by the day. 
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EQUITY MARKETS: A TALE OF TWO STORIES 

 

As the major headwinds of 2022, inflation, hawkish central banks and a collapse in 

housing activity are receding, and as economic prospects for Europe and China are 

improving, it is unsurprising to see positive equity markets so far this year. However, 

as noted above, Europe and the US are not pulled upward by the same sectors. 

The sectors leading the way higher in Europe have been cyclicals, industrials, the few 

technology names, banks and the travel and hospitality sector. 

In the US, the technology mega caps led the charge higher, along with the so-called 

non-profitable or high beta stocks: looking at the proxy ARK investment of Cathie 

Wood, it is up 27% so far this year. The US rally in these names happened on hopes 

that interest rates will go lower soon, that the revenue recession is over, that digital 

advertisement spending will recover, that subscribers to streaming services will 

increase and a hype on the perspectives of AI chatbots. We believe these hopes are 

misplaced, and therefore expect the repricing of US stocks and indices, against the 

rest of the world, to continue in 2023, reflecting earnings and margin declines. 

The move higher also received further impetus from the return of retail investors: some 

investment banks estimate their volume surged to levels last seen in 2021. For 

example, in early February, a typical ‘Reddit’ name, such as AMC Entertainment, was 

up almost 70% for the year. 

Defensive sectors such as energy, utilities, healthcare and food and beverage, on both 

sides of the Atlantic, lagged the market. Unsurprisingly, defensives markets, such as 

the UK and Switzerland, trailed global indices, while the reopening of the domestic 

Chinese market, after the domestic New Year, has been a clear disappointment. 

 

TREASURY BONDS AND CURRENCIES: ‘MUCH ADO ABOUT NOTHING’ 

As perspectives brightened up, particularly for US inflation, the US dollar tumbled to 

levels last seen in April of last year, while the US 10-year Treasury yield fell to below 

3.4%. Rapidly though, on the back of a surprisingly strong job report, the US dollar 

retraced all its losses, as yields went back to where they had started the year. 

Credit, however, one of our strong convictions in late 2022, continued to perform solidly 

so far this year. Corporate credit, hybrids, subordinated financials, and Asian credit all 

outperformed the global benchmarks, delivering returns between 3 and over 5% in 

2023: we believe that, with the current developing macro-economic environment, they 

will continue to add value to our portfolios.  
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CENTRAL BANKS 

The tone has clearly changed: chairman Powell, of the US Federal Reserve, sounded 

almost triumphant when he announced that the disinflation process had started, after 

the last FOMC meeting. The question is not anymore about central banks ‘pivoting’ to 

pause, or implementing smaller rate hikes, but rather when they will start to lower rates 

and by how much. We think the market is currently a bit optimistic, as US inflation will 

stay above target over the next 12 months: markets are implying that rates will drop by 

around 1% between October 2023 and May 2024.  

However, there is one factor we shouldn’t belittle or forget: the US presidential 

business cycle. The campaign will start in earnest this summer, and the incumbent 

president usually focuses on shoring up the economy to get re-elected. As central 

banks are not really independent anymore, we believe the Federal Reserve will at least 

not stand in the way.  
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STRATEGY  

As noted above, we decided to introduce some protections on our European exposure, 

and its strong outperformance versus the US, by purchasing options with a maturity in 

September.  

 

 

POSITIONING 

Overall Exposure 

We are slightly Underweight Equities, and Neutral Fixed Income, with a Gold position, 

partially USD and JPY hedged. Long a partial protection on European equities. 

Equity: Underweight 

We have a very sizeable Overweight to Continental Europe and a very sizeable 

Underweight in US equities, Neutral UK, Neutral Japan, Overweight Asia ex Japan. 

Thematic Equities 

Health Improving Technologies and Services, Asian Technology, European Family 

Holdings, European COVID Recovery, the UN’s 17 Sustainable Development Goals, 

Emerging Markets Healthcare. 

Fixed Income: Neutral 

Underweight High Yield in EUR and USD. Overweight Investment Grade EUR and 

USD Bonds, Underweight Sovereigns. Long US Municipal Infrastructure Bonds, Long 

Hybrids, long Financial Credit & Long Asian Bonds. 

Currencies: Portfolios have a 5% USD exposure. 

Commodities: Overweight 

Long Gold. 
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CONVICTION THERMOMETER 
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MARKET OVERVIEW AS OF 30TH JANUARY 2023 
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This document has been prepared by Sunline Pte Ltd. It is not intended for distribution, publication, or use in any 

jurisdiction where such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to 

whom it would be unlawful to address such a document. 

This document is provided for information purposes only and does not constitute an offer or a recommendation to 

purchase or sell any security. It contains the opinions of Sunline Pte Ltd, as at the date of issue. These opinions do 

not take into account individual investor circumstances, objectives, or needs. No representation is made that any 

investment or strategy is suitable or appropriate to individual circumstances or that any investment or strategy 

constitutes a personal recommendation to any investor. Each investor must make his/her own independent 

decisions regarding any securities or financial instruments mentioned herein. Before entering into any transaction, 

an investor should consider carefully the suitability of a transaction to his/her particular circumstances and, where 

necessary, obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, 

and accounting consequences. 

The information and analysis contained herein are based on sources believed to be reliable. However, Sunline Pte 

Ltd does not guarantee the timeliness, accuracy, or completeness of the information contained in this document, 

nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well as 

the prices indicated may change without notice. This document may contain articles from other financial sources. 

These sources are always mentioned when included. 

Past performance is no guarantee of current or future returns, and the investor may receive back less than he 

invested. The value of any investment in a currency other than the base currency of a portfolio is subject to foreign 

exchange rate risk. These rates may fluctuate and adversely affect the value of the investment when it is realized 

and converted back into the investor’s base currency. The liquidity of an investment is subject to supply and 

demand. Some products may not have a well-established secondary market or in extreme market conditions may 

be difficult to value, resulting in price volatility and making it difficult to obtain a price to dispose of the asset. 

This document has been issued in Singapore by Sunline Pte Ltd. Neither this document nor any copy thereof may 

be sent, taken into, or distributed in the United States or given to any US person. 


