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The ECB ends the year with a bang 

European Central Bank: The ECB increased its policy rates by 50bp and had a very hawkish 

message for markets, indicating that it intends to raise policy rates significantly further. 

Inflation forecasts were revised up significantly, while growth expectations were lowered.  

The ECB also plans to start the balance sheet run-off in March 2023. 

 

US macro: The Fed’s new dot plot was considerably more hawkish, with the median dot 

moving to 5.0-5.25%. Bond investors expect price pressures to subside more rapidly, the 

Fed Funds rate to peak at a lower level and the FOMC to loosen policy in 2H23 already. 

We think investors are pricing a too dovish rate path for 2023, it will probably require a 

prolonged period of tight policy to bring demand and supply back into balance. 

 

Swiss National Bank: The Swiss National Bank increased its policy rate to 1% as it contin-

ues to see elevated inflationary pressures. We forecast another 50bp hike in March and a 

terminal interest rate level of 2% to be reached this summer.  

 

FX: We think that the US dollar has peaked in October and expect further weakness ahead. 

We particularly like USD-JPY shorts, while the upside for EUR-USD longs looks limited.  

 

Swiss equities: Small- and mid-cap valuations relative to large caps have dropped to levels 

typically associated with outperformance over the subsequent 24 months. However, this 

likely only works out once the global manufacturing cycle turns up. 
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ECB-Meeting 

50bp and a very hawkish message 

The ECB increased its policy rates by 50bp and indicated remarkably strongly that it 

intends to raise them significantly further. The ECB also decided to reduce the size of its 

APP bond portfolio by EUR 15 billion/month from March to June by not reinvesting parts 

of the maturing bonds. It will publish further details in February and decide how much it 

will roll off in the second half of 2023 at a later stage. The ECB revised its economic 

forecasts and now expects a shallow and short-lived recession starting this quarter. It 

sees the risks for growth on the downside especially in the short term. It increased its 

forecasts for the inflation outlook and sees risks to the upside. Financial markets’ im-

plied policy rates adjusted to the hawkish tone during the ECB statement and increased 

to slightly above 3%, which is the policy rate we forecast by end 2023. We note that a 

level of 3% is now at the lower end of what is compatible with today’s statements.  

 

In a surprisingly hawkish policy statement and press conference, the ECB delivered four 

main messages: Policy rates have to rise (1) significantly, (2) at a steady pace, (3) until 

they are sufficiently restrictive and that (4) they need to remain at restrictive levels for a 

while. President Lagarde explained that this likely implies several hikes of 50bp at the 

coming meetings and that the ECB would stay on a restrictive course afterwards. She also 

clarified that the step from 75bp hikes in August and October to 50bp now should not be 

interpreted as a “pivot”. She explained that the ECB would have longer to go than the Fed 

and that it would be in for the long haul. We see confirmation for our call that the ECB will 

raise the deposit rate to 3% and won’t lower it in 2023. We also acknowledge that a level 

of 3% is now at the lower end of what is compatible with today’s statements.  

 

The ECB also decided to reduce its balance sheet from March onwards, at a pace of EUR 

15 billion/month by not reinvesting around 50% of the average amount of maturing bonds 

until end-June. It will decide on the future pace of the balance sheet run-off at a later stage 

and publish details on its composition (public/private/green bonds) in February.  

 

The ECB revised its macro forecasts significantly. It now sees substantially higher inflation 

and lower growth in the coming years. The new ECB projections for headline inflation are 

8.4% in 2022, 6.3% in 2023, 3.4% in 2024 and 2.3% in 2025, while core inflation is ex-

pected at 3.9%, 4.2%, 2.8% and 2.4% respectively. The ECB also lowered its growth as-

sessment and expects a recession this winter with negative growth rates of -0.2% in 4Q22 

and -0.1% in 1Q23. While it acknowledges downside risks, it expects the recession to be 

short-lived and shallow. This also implies that job creation is likely to slow and that unem-

ployment could increase in the coming quarters. Still , the ECB expects growth to recover 

once headwinds fade, such that quarterly growth rates recover to at least 0.4% from 4Q23 

until end-2025. 

 

President Lagarde stated that some Governing Council members would have preferred a 

75bp hike and others a 25bp, but that there was as sufficiently large consensus on the 

four main messages. It seems that she and the Governing Council are determined in bring-

ing inflation down, regardless of political considerations and spread developments in the 

euro area (for now). 
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A deposit rate of 3% during and at the end of 

this year is now at the lower level that is com-

patible with today’s ECB messages 

The ECB balance sheet be expected to shrink 

by at least EUR 150 billion in 2023 by not re-

investing maturing bonds 

Inflation is too high and is expected to stay 

above target for too long according to the ECB 

Lagarde secured a broad consensus on the in-

flation fighting course – that now is truly hers 

as well 
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US macro 

Don’t fight the Fed 

The Fed’s new dot plot was considerably more hawkish, with the median dot moving to 

5.0-5.25%. Although Mr. Powell stressed again the need to ‘stay the course’ in order to  

defeat inflation, bond investors expect price pressures to subside more rapidly, the Fed 

Funds rate to peak at a lower level and the FOMC to loosen policy in 2H23 already, most 

probably as the economy falls into recession. While we agree with the latter point, we 

think investors are pricing a too dovish rate path for 2023, it will probably require a pro-

longed period of tight policy to bring demand and supply back into balance.  

 

Fed meeting 

The FOMC was unanimous in its decision to raise the Fed Funds rate to 4.25-4.5%. The 

statement repeated the message that ongoing increases in the policy rate will be appro-

priate, with 17 out of the 19 members who participated to the new round of projections 

anticipating a peak rate of above 5% in 2023. The range of projections, which excludes 

the top and bottom three, lies between 5.1-5.4%, with the median ‘dot’ sitting at 5-5.25%. 

Members see the first rate cuts in 2024 only (as they previously did). These new projec-

tions point to a considerably tighter policy stance than officials had anticipated back in 

September, despite two encouraging CPI reports in between these meetings. Back then, 

no member thought rates would move up to 5%, and the median projection was for a ter-

minal rate of 4.5-4.75% (Exhibits 1-2).  

 

 

Bond investors, however, ignored the more hawkish dot plot, and continue to expect a 

peak rate of around 4.85%. Crucially, they think the Fed will not be able to ‘stay the course’ 

and price about 50bp worth of rate cuts in the back end of next year. So what explains this 

divergence? Investors have become much more relaxed about the inflation outlook, with 

the TIPS market pricing a monthly change in headline CPI hitting a 2% annualised rate for 

the next 12 months. In short, inflation should no longer be an issue. This probably reflects 

much lower commodity prices and a high conviction that the economy will fall into reces-

sion next year, with 85% of yield curves between 3 months and 30 years inverted. 

 

The Fed is far less convinced that the inflation problem is over. True, it is welcoming the 

last two positive CPI reports, but according to Chair Powell these reports support their 

projections that inflation will fall rather than change their outlook. In fact, the new projec-

tions show a higher core inflation rate by the end of next year than previously ant icipated 

(at 3.5% vs 3.1%), although this is largely a function of a higher starting point (4Q22 infla-

tion was revised up). Fed members still expect that their policy stance will bring down GDP 

Raphael Olszyna-Marzys 
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raphael.olszyna-marzys@jsafrasarasin.com 

+41 58 317 32 69 

A more hawkish dot plot 

Exhibit 1: New dot plot  Exhibit 2: New vs old projections 

 

  

 

Source: Federal Reserve, Bank J. Safra Sarasin, 14.12.2022  Source: Federal Reserve, Bank J. Safra Sarasin, 14.12.2022 

The market doesn’t buy this new dot plot as it 

believes the economy will fall into recession, 

bringing down rapidly inflation with it 

FOMC members expect the labour market to 

remain quite strong next year, despite slower 

growth and see inflation falling gradually  
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2022 2023 2024 2025 Longer run

GDP 4Q/4Q 0.5 0.5 1.6 1.8 1.8

September projection 0.2 1.2 1.7 1.8 1.8

Unemployment rate 4Q 3.7 4.6 4.6 4.5 4.0

September projection 3.8 4.4 4.4 4.3 4.0

PCE inflation 4Q/4Q 5.6 3.1 2.5 2.1 2.0

September projection 5.4 2.8 2.3 2.0 2.0

Core PCE inflation 4Q/4Q 4.8 3.5 2.5 2.1

September projection 4.5 3.1 2.3 2.1

Fed funds rate year end 4.4 5.1 4.1 3.1 2.5

September projection 4.4 4.6 3.9 2.9 2.5
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growth to low levels but that it will not tip the economy into recession. 2023 4Q/4Q GDP 

growth was revised down to 0.5%, from 1.2% previously. Indeed, the unemployment rate 

for 2023 was marginally revised up to 4.6%, from 4.4%, which is still only somewhat higher 

than their long-term estimate of 4%. The reason behind this remains the same: in a world 

of suppressed labour supply, employers might be reluctant to shed workers, despite much 

softer demand. This explains why Fed officials believe that inflation will take until 2025 to 

get back to target.  

 

To us, this ‘soft-landing’ scenario is possible but represents the best case rather than our 

baseline view. As explained here, tight policy should eventually lead to more layoffs than 

the Fed anticipates. Our view also diverges from the market: we take the dot plot more at 

face value. Inflation is back for the first time in four decades, and there is a lack of reliable 

precedents. With the labour market seemingly impermeable to all the monetary tightening 

that has happened so far, it seems easy for the Fed to keep on tightening. If it is going to 

be a mistake, it will be tightening policy too much, not too little. 

 

Inflation outlook – an update after the positive November CPI report 

CPI in November came in lower than expected for a second consecutive month. Core 

prices rose by 0.2%, which is pretty much in line with the Fed’s target, and was the small-

est increase since summer 2021. The drop in energy prices meant that headline CPI rose 

only by 0.1% on the month. The annual inflation rate fell to 7.1%, from 7.7%, and is now 

2ppt below the peak reached in June. As expected, core goods prices fell, though the de-

cline was larger than we had anticipated at -0.5%. Services excluding rent was only up 

0.15% on the month. To us, this was particularly surprising given price dynamics for most 

of these services should be closely correlated with the state of the labour market, with 

wages making up the largest cost in delivering these services. The drop in airline fares, 

however, probably reflect lower fuel costs, which might not last (see Table 1 at the end of 

the document). The fall in medical care services was also exaggerated due to the change 

of the index that the BLS uses to calculate health care premiums.  

 

So will this positive development turn out to be a false dawn as it was back in summer 

2021, or the confirmation of a more sustained downtrend in inflation? As our forecasts 

show, core inflation should fall steadily over the next 10 months to reach 3% in 3Q23, but 

it should then take until the end of 2024 to get back to target (Exhibit 3). Headline inflation 

should fall more rapidly and drop below 2% before rebounding, reflecting the large decline 

in energy prices and the associated base effects. To showcase our thinking, it is useful  to 

break core inflation into three broad categories: core goods inflation, housing services 

inflation (rent of shelter), and inflation in core services other than housing (Exhibit 4).  

 

 

To us, this ‘soft-landing’ scenario remains a 

best case one. We also think the market is too 

optimistic about the future path for the Fed 

Funds rate  

A large drop in core goods was largely behind 

the positive November CPI report. But core 

services came in lower than expected too 

We see inflation falling to 3% by Q3 next year. 

Afterwards it should take until the end of 

2024 to get back to target 

Exhibit 3: Inflation to fall in 2023, 2024 could prove more difficult  Exhibit 4: Breaking down core inflation into three key categories 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022 
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Lagged effects from the strong dollar, an easing of supply chain constraints, lower com-

modity prices, and the inventory build-up all mean that core goods will continue to act as 

a strong deflationary force over the next 6-9 months (Exhibits 5-6). The direction of travel 

is clear, though the speed at which core goods inflation will come down remains uncertain. 

 

 

While rent inflation has still not peaked, the rate of change in the price of new leases has 

fallen sharply in recent months (in some cities, they are now falling) , and it’s just a matter 

of time before these get reflected in CPI figures (only a small fraction of  existing leases 

gets renegotiated every month) (Exhibit 7). Given that rents account for 40% of the core 

CPI basket, they matter greatly for the inflation outlook. Over time, rents tend to follow 

house prices (but not only). If we are right in our view that prices will fall by around 15% 

from their peak, rent inflation should also drop sharply in the second half of next year and 

in 2024 (Exhibit 8). 

 

 

The outlook for the final category – services excluding rents – is perhaps the most uncer-

tain one, at this stage. But how prices evolve in this category will be crucial in determining 

how easy or difficult it will be for core inflation to move down eventually from the 3-4% 

range to 2%, the Fed’s target (the first leg down will be largely driven by goods then rents). 

For core CPI, this category accounts for about 35% of the basket, but for core PCE, the 

Fed’s favourite measure, it accounts for 55%. As mentioned above, the labour market is 

believed to hold the key to understanding inflation in this category given that wages are 

making up the largest cost in delivering these services.  

 

Core goods should act as a significant defla-

tionary force for the next 6-9 months 

Exhibit 5: Lower mark-ups as supply-chain tensions ease  Exhibit 6: Retailers need to get rid of their inventories  

 

 

 
  Source: Macrobond, Bank J. Safra Sarasin, 13.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 13.12.2022 

Rent inflation is likely to peak in 1H next year, 

then fall materially over the subsequent 18 

months 

Exhibit 7: New lease inflation is coming down  Exhibit 8: Rent inflation tracks house prices with a long lag 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022 

Core services excluding rents holds the key for 

future inflation. Prices dynamics in this cate-

gory are largely a function of labour market 

tightness 
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The problem is that demand for workers far exceeds the supply of available workers, by 

about 4.3 million (Exhibit 9). As a result, nominal wages have grown at a pace well above 

what would be consistent with 2% inflation over time. The other problem, as Mr. Powell 

reminded us in his November 30 speech and again yesterday, is that this excess demand 

is largely the reflection of a shortfall in the labour force of about 3½ million people. This 

shortfall, in turn, can be explained by a big drop in the participation rate due to excess 

retirements since the start of the pandemic (accounting for about 2/3 rd of the shortfall) 

and slower working-age population growth due to a big drop in net immigration and excess 

deaths during the pandemic. If labour supply doesn’t pick up meaningfully, which seems 

likely given the nature of the shortfall, demand will need to be brought down meaningfully 

towards that lower supply level in order to bring wage pressures down. Whether the Fed 

has the will to go all the way is another question.  

 

 

Table 1: Energy, core goods, transportation and medical care services saw big price drops 

 
Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022 

 

The problem is that structural factors appear 

to have depressed labour supply. If supply 

doesn’t come up, demand will need to be su-

pressed 

Exhibit 9: Excess demand for labour has boosted wage inflation  Exhibit 10: Wage growth of 5-6% is inconsistent with 2% inflation 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 14.12.2022 
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SNB meeting 

50bp hike and no indication of a pause next time 

The Swiss National Bank (SNB) increased its policy rate to 1% as we and markets ex-

pected. It continues to see elevated inflationary pressures and doesn’t exclude the ne-

cessity to counter them with higher policy rates next year. The reason for this can be 

found in the inflation projections that sit at 2.1% by the end of the forecast horizon – 

hence above the target corridor of 0% to 2%. Compared to September, inflation fore-

casts are slightly lower for 2022 but slightly higher for 2025. SNB Chair Thomas Jordan 

confirmed that the SNB has sold FX reserves in the past months and that it intends to 

do so in the next months as well. We forecast another 50bp hike in March and a terminal 

interest rate level of 2% to be reached this summer. We also expect the Swiss franc to 

appreciate toward 0.95 EUR-CHF and to 0.90 USD-CHF until end 2023. 

 

The wording of the SNB statement was a tad more hawkish than markets might have ex-

pected as there was no indication that the SNB could pause or slow down its rate hikes. 

Markets saw a risk of a smaller hike than the 50bp delivered by the SNB. Chair Thomas 

Jordan stated that inflationary pressures have increased, also because of higher inflation 

abroad. As a result, the SNB increased its inflation forecast for 2025 to 1.8% from 1.7%. 

The last quarter of its projection horizon now shows an inflation rate of 2.1%, which is an 

indication that monetary conditions are not yet sufficiently tight. The SNB forecasts GDP 

growth to slow to 0.5% in 2023, but does not see a recession. The SNB maintained its 

tiering system of reserve remuneration in which the lower rate remains 50bp below the 

policy rate.  

 

Monetary conditions are a combination of financing conditions and the exchange rate. 

Chair Jordan confirmed that the SNB has sold foreign reserves and intends to do so in the 

coming months without targeting a specific exchange rate level. Given the marginal up-

ward move of the nominal and the slight decline of the real effective exchange rate, we 

assume that this was just to prevent a depreciation of the Swiss franc (Exhibit 1). Monetary 

aggregates have declined as a result of the SNB FX interventions and its liquidity absorb-

ing open market operations. Additionally, the demand for cash fell as banks don’t charge 

negative interest rates anymore (Exhibit 2). 

 

Finally, Jordan explained that in case the SNB balance sheet would show negative equity, 

it would need to be rebuilt over time through its own operations and that no disbursement 

to the public sector could be made until reserves are at their mandatory level again.  
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No indication that the SNB’s job is done al-

ready 

SNB confirmed FX interventions in the past 

months 

Negative equity would lead to a period in 

which no disbursement of future profits would 

be made 

Exhibit 1: The exchange rate didn’t move much since the last meeting  Exhibit 2: Monetary aggregates are shrinking rapidly 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022 
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FX markets 

Further dollar weakness ahead 

We think that the US dollar has peaked in October and expect further weakness ahead. 

We particularly like USD-JPY shorts, while the upside for EUR-USD longs looks limited. 

Furthermore, USD-CHF shorts and AUD-USD longs should be a good way to benefit from 

expected dollar weakness. 

 

With 0.1% versus an expected 0.3% mom and 7.1% versus an expected 7.3% yoy, the 

growth in US consumer prices slowed further in November, surprising once again to the 

downside. Following the release, the DXY dollar index slid by more than 1%. Year to date, 

the dollar has closely followed UST 10y yields, which were on an upward trend until Octo-

ber and hence constituted the primary source of dollar strength in 2022 (Exhibit 1). Yet 

the recent moderation in US consumer prices has changed the market narrative of Fed 

policy rates peaking well above 5%. In anticipation of a slowing hiking cycle, the retrace-

ment in US rate expectations was particularly pronounced, which has led to a drop in UST 

yields across the curve and reversed the dollar upward trend. 

 

While we acknowledge that dollar weakness kicked off a bit earlier than we had expected, 

the currency’s move broadly follows historical patterns. In particular, the dollar is mimick-

ing the dynamics it showed throughout the past two Fed rate hiking cycles – 2004-06 and 

2016-18. During both episodes, the dollar embarked on a downward trend well before the 

Fed policy rates reached their peak (Exhibit 2). 

 

 

In spite of the recent weakness, the dollar’s real effective exchange rate reveals that the 

currency remains very strong by historical standards (Exhibit 3). And from a current ac-

count perspective, the picture is similar (Exhibit 4), while the misalignment with funda-

mentals has moderated as of late. In combination with a US cycle that is potentially slow-

ing fast, this suggests that dollar weakness trend is likely to extend into 2023. This begs 

the question which dollar pairs will move most. 

 

Over the past weeks, EUR-USD has seen a remarkable recovery, driven by an improvement 

in euro area sentiment – a reflection of the diminished likelihood of a European energy 

shortage and easing global supply pressures. The recent move has diminished the gap 

between exchange rate and short-term yields (Exhibit 5). Yet we do not expect the gap to 

close completely given that it partly represents the deterioration in Europe’s energy terms 

of trade, which are unlikely to reverse anytime soon. On the back of a cold December, gas 

Dr. Claudio Wewel 

FX Strategist 

claudio.wewel@jsafrasarasin.com 

+41 58 317 32 26 

Expectations of a slowing Fed hiking cycle are 

weighing on the US dollar 

In the last two Fed hiking cycles, the dollar has 

peaked well ahead of policy rates 

Exhibit 1: USD has largely followed movements in the UST 10y yield  Exhibit 2: In previous cycles, USD peaked well ahead of policy rates 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022 

In our view, USD weakness should extend into 

2023, begging the question which dollar pairs 

will be the most trending 

It probably won’t be the euro… 
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prices have inched higher again. Moreover, the war in Ukraine and slowing industrial pro-

duction are set to remain challenges for the euro. In consequence, we do not expect EUR -

USD to rise much further from here. 

 

 

In our view, USD-JPY will move most in 2023. Contrary to other developed economies, 

Japanese inflation prints continue to inch higher (Exhibit 6), which increases the odds for 

a BoJ policy shift in 2023 (see «2 out 3 scenarios point to BoJ dropping YCC», Cross-Asset 

Weekly 2022/11/04). We think that the BoJ is likely to abandon its yield curve control in 

the second half of 2023, when it sees more evidence of Japanese wages picking up. We 

expect that a narrowing UST-JGB yield differential should reverse much of the yen’s year-

to-date decline versus the dollar. 

 

The Swiss franc should remain a good place to be. Due to low domestic inflation (Swiss 

inflation is lower than in any other G10 economy), Swiss real yields are much more attrac-

tive than their euro area counterparts. What’s more, Switzerland’s economy is relatively 

resilient to a weakening US economy. This is reflected in a negative correlation between 

ISM and Swiss franc, which should push USD-CHF lower (Exhibit 7). 

 

Within the group of commodity currencies, we think that the Australian dollar should do 

comparatively well as AUD-USD valuations look historically cheap. Given China’s im-

portance as a trading partner to Australia, the currency should benefit from a pickup in 

Chinese activity on the back of China’s COVID reopening (Exhibit 8). We note that a suc-

cessful vaccination rollout will probably require some time, yet it will prove necessary for 

a sustainable recovery to materialize. 

 

 

Exhibit 3: USD continues to be expensive  Exhibit 4: USD substantially above fair value  Exhibit 5: Part of the FX-yield gap to remain 

 

 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022 Source: IMF, Bloomberg, Bank J. Safra Sarasin, 15.12.2022  Source: Bloomberg, Bank J. Safra Sarasin, 15.12.2022 

USD-JPY likely to move most  

USD-CHF shorts remain a good place to be 

AUD-USD longs should benefit from Chinese 

reopening 

Exhibit 6: Japanese inflation edges higher  Exhibit 7: CHF to gain on weaker US activity  Exhibit 8: AUD-USD offers China exposure 

 

 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022 
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Swiss equities 

Making a positive case for small- and mid-caps 

Small- and mid-cap valuations relative to large caps have sharply dropped as a result of 

the underperformance over the past 1.5 years. Looking at the SMIM vs the SMI, they are 

now at levels which would typically be associated with outperformance over the subse-

quent 24 months. The view around the fundamental drivers of such a trade is less clear-

cut. If China were to succeed in restarting its economy, the global manufacturing cycle 

may find a trough and reverse some of detrimental dynamics for small - and mid-cap 

indices over past quarters. An improving manufacturing cycle - while the US economy is 

still slowing - would likely not only improve the outlook for cyclical sectors and styles 

(such as small- and mid-cap), but also weigh on the US dollar. This has been another key 

headwind for the SMIM vs SMI trade over the past 1.5 years. 

 

Small- and mid-cap indices across developed markets have been one the weakest per-

forming equity market segments over the past 12 months. Index levels have fallen by 15% 

to 25% in 2022, unequivocally underperforming their large-cap peers.  

 

As a result, valuations relative to large-caps have fallen to multi-year lows, and are now at 

levels which would typically be associated with medium-term outperformance. The Swiss 

SMIM mid-cap index here stands exemplary for most small- and mid-cap indices. 

 

The premium of the SMIM’s 12-month forward PE over the SMI has fallen to 9%, from 

around 60% at the beginning of last year (Exhibit 1). This marks the lowest relative valua-

tion level since 2016 and is only slightly above par to the SMI’s PE, which has only been 

breached once in the past 15 years, during the Global Financial Crisis. More than just 

looking attractively valued, there has been a tendency for the SMIM to outperform over 

the following 24 months once it traded at a PE premium of less than 30% (Exhibit 2).  

 

 

Yet for this to happen, fundamental drivers also need to fall into place, and that’s where 

it becomes trickier.  

 

The index is dominated by industrials and financials, while more defensive sectors play a 

less prominent role. This makes the SMIM (like most other small- and mid-cap indices) 

strongly pro-cyclical and is a key reason why it has suffered disproportionately over the 

past year (Exhibit 3). The second major headwind for the SMIM vs the SMI has been the 

strength in the US dollar. The SMI’s large US exposure, with more than 25% of total SMI 

sales generated in the region, turn FX into a key support factor in periods of US dollar 

Wolf von Rotberg 

Equity Strategist 

wolf.vonrotberg@jsafrasarasin.com 

+41 58 317 30 20 

Small- and mid-cap indices have been among 

the weakest equity market segments in the 

past 12 months 

Relative valuations are now clearly attractive, 

followed by outperformance in the past 

Exhibit 1: Small- and mid-cap valuation premiums are at 6 year lows  Exhibit 2: Current valuations were typically followed by outperformance 

 

 

 
Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022  Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022 
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strength. The SMIM’s sales exposure has a stronger European bias with some of its major 

constituents having large Asia & China businesses. 

 

 

As mentioned above, the global cycle has been slowing for the past 1.5 years and a trough 

does not appear in sight, at least when looking at global central banks and their lagged 

impact on the consumer. One hope, which may not be completely unjustified, is a manu-

facturing rebound in China. In the past 15 years, China has always come to the rescue 

when the rest of the world was slowing. This happened not only in 2008 after the Global 

Financial Crisis, but also in 2012 and in 2015/16. Whenever the global cycle started to 

cool and China felt that global demand was waning, they ramped up credit growth, which 

helped the global manufacturing cycle to re-accelerate. Typically, the domestic cycle in 

China picked up with a 6-month lag to the rise in the credit impulse (1st derivative of credit 

growth, Exhibit 4). Another 3 months later, the global manufacturing PMI tends to follow 

(Exhibit 5).  

 

Whether this plays out this time around remains to be seen. While it appears obvious that 

the government is desperate to stimulate the economy, rising infection numbers and a 

cooling housing market may make it a lot tougher to translate credit growth into economic 

growth. 

 

 

If the global manufacturing cycle were to bottom in the coming months, driven by a Chi-

nese stimulus, this may also lead to a reversal of the support factors for the US dollar. The 

US cycle has so far clearly led the rest of the world post-COVID. This is reflected by the 

strong divergence between the US non-manufacturing ISM, which is one of the best prox-

ies for US GDP, and the manufacturing ISM, which is more closely correlated to the global 

Exhibit 3: Key driver of SMIM vs SMI trade is the manufacturing cycle  Exhibit 4: A weaker US dollar also helps the SMIM vs the SMI 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022  Source: Macrobond, Bank J. Safra Sarasin, 15.12.2022 

The US will likely slow further. China is the 

wildcard to restart the global manufacturing 

cycle 

Exhibit 5: China’s cycle has typically been a function of credit growth   Exhibit 6: The global manufacturing cycle follows with a 3-month lag 

 

 

 
Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022  Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022 

A bottoming in the global manufacturing cycle 

would likely lead to a softer US dollar 

-5

-4

-3

-2

-1

0

1

2

3

4

5

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

2011 2013 2015 2017 2019 2021 2023

SMIM vs SMI, 6m chg Global PMI mfg, 6m chg (rhs)

-15%

-10%

-5%

0%

5%

10%

15%-25%

-15%

-5%

5%

15%

25%

2009 2011 2013 2015 2017 2019 2021

SMIM vs SMI, 6m chg USD TWI, 6m chg

-10

-5

0

5

10

-30%

-20%

-10%

0%

10%

20%

30%

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
China credit impulse Caixin PMI mfg, 12m chg, 6m lag (rhs)

-15

-10

-5

0

5

10

15

20

-15

-10

-5

0

5

10

15

20

2006 2008 2010 2012 2014 2016 2018 2020 2022
Caixin PMI mfg, 12m chg Global PMI mfg, 12m chg, 3-month lag (rhs)



 

 

Cross-Asset Weekly 

16 December 2022 

12 | Cross-Asset Weekly 

manufacturing cycle (Exhibit 6). In a scenario in which the US economy continues to slow, 

driven by central bank tightening and increasing pressure on the consumer, while the rest 

of the world (most notably China) find a bottom, the US dollar should weaken. This would 

remove a key headwind for a SMIM vs SMI relative trade 

 

 

While so far purely hypothetical and subject to large obstacles, a case can be made for a 

trough in the global manufacturing cycle over coming quarters. This would likely not only 

reverse the trajectory of the US dollar, but also help small- and mid-cap equities to start 

recovering from their relative lows. Although the jury remains out on fundamentals, rela-

tive valuations are speaking a clearer language: Small- and mid-caps are cheap and in the 

past these valuation levels provided the basis for medium-term outperformance.

Exhibit 7: The US dollar is a function of the services vs manuf. cycle  Exhibit 8: Small- and mid-cap valuations are attractive in most regions 

 

 

 
Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022  Source: Refinitiv, Bank J. Safra Sarasin, 15.12.2022 
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Economic Calendar 

Week of 19/12 – 23/12/2022 

Country Time Item Date Unit 

Consensus 

Forecast Prev. 
 

Monday, 19.12.2022 

GE 10:00 IFO Expectations Dec Index -- 80.00 

US 16:00 NAHB Housing Market Index Dec Index 34.00 33.00 
 

 

Tuesday, 20.12.2022 

JN 06:00 BOJ 10yr Yield target Dec20 % -- 0.00% 

GE 08:00 PPI MoM Nov mom -- -4.20% 

 08:00 PPI YoY Nov yoy -- 34.50% 

US 14:30 Building Permits Nov 1'000 1500k 1526k 

 14:30 Housing Starts Nov 1'000 1400k 1425k 
 

 

Wednesday, 21.12.2022 

US 13:00 MBA Mortgage Applications  Dec16 wow -- 3.25% 

 16:00 Existing Home Sales MoM Nov mom -5.20% -5.20% 

 16:00 Conf. Board Expectations Dec Index -- 75.40 
 

 

Thursday, 22.12.2022 

US 14:30 Initial Jobless Claims Dec17 1'000 -- -- 

 14:30 Chicago Fed Nat. Activity Index Nov Index -- -0.05 

 16:00 Leading Index Nov mom -0.40% -0.80% 

 17:00 Kansas City Fed Manf. Activity Dec Index -- -6.00 
 

 

Friday, 23.12.2022 

JN 00:30 Natl. CPI Ex Food, Energy YoY Dec  yoy -- 2.50% 

US 14:30 Durable Goods Ex Transp. MoM Nov P mom 0.00% 0.50% 

 14:30 Cap. Goods Orders Nondef Ex Air Nov P mom 0.00% 1.50% 

 16:00 U. of Mich. 5-10 Yr Inflation Dec F % -- 3.00% 

 16:00 New Home Sales  Nov P 1'000 600k 632k 
 

Source: Bloomberg, J. Safra Sarasin as of 15.12.2022 
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Market Performance 

Global Markets in Local Currencies 

Government Bonds Current value Δ 1W Δ YTD TR YTD in % 

Swiss Eidgenosse 10 year (%) 1.23 7 136 -8.9 

German Bund  10 year (%) 2.08 15 226 -16.2 

UK Gilt  10 year (%) 3.24 20 227 -14.5 

US Treasury  10 year (%) 3.48 -10 197 -12.3 

French OAT - Bund, spread (bp) 51 4 13  

Italian BTP - Bund, spread (bp) 208 18 73  
 

 

Stock Markets Level P/E ratio 1W TR in % TR YTD in % 

SMI - Switzerland 10’880 17.8 -1.1 -13.1 

DAX - Germany 13’986 11.1 -2.0 -12.0 

MSCI Italy 753 7.6 -2.0 -12.0 

IBEX - Spain 8’219 10.3 0.1 -2.2 

DJ Euro Stoxx 50 - Eurozone 3’836 11.5 -2.2 -7.7 

MSCI UK 2’136 9.6 -0.6 6.6 

S&P 500 - USA 3’896 17.7 -1.7 -17.0 

Nasdaq 100 - USA 11’345 21.9 -2.5 -29.9 

MSCI Emerging Markets 960 11.5 -0.9 -19.6 
 

 

Forex - Crossrates Level 3M implied 

volatility 

1W in % YTD in % 

USD-CHF 0.93 7.7 -0.8 1.4 

EUR-CHF 0.99 6.0 0.4 -4.5 

GBP-CHF 1.13 7.7 -1.3 -8.3 

EUR-USD 1.07 8.1 1.2 -5.9 

GBP-USD 1.22 9.5 -0.4 -9.6 

USD-JPY 137.2 10.6 0.5 19.2 

EUR-GBP 0.87 6.8 1.6 4.1 

EUR-SEK 10.98 7.1 0.9 7.2 

EUR-NOK 10.49 9.2 -0.4 5.1 
 

 

Commodities Level 3M realised 

volatility 

1W in % YTD in % 

Bloomberg Commodity Index 114 17.3 2.7 14.3 

Brent crude oil - USD / barrel 81 38.4 7.8 3.2 

Gold bullion - USD / Troy ounce 1’784 16.8 -0.3 -1.7 
 

Source: J. Safra Sarasin, Bloomberg as of 15.12.2022 
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Important legal Information 

This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of financial research 

conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this docu-

ment. 

This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and complete. The Bank 

has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Possible errors or incomplete-

ness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential 

damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the views contained in this document. Third 

party data providers make no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data pro-

vided and shall have no liability for any damages of any kind relating to such data.  

This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services. It should 

not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are reminded to read 

all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax advice that you 

need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in error please 

return or destroy it. 

Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate fluctuations. 

Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Information containing forecasts 

are intended for information purpose only and are neither projections nor guarantees for future results and could differ significantly for various 

reasons from actual performance. The views and opinions contained in this document, along with the quoted figures, data and forecasts, may 

be subject to change without notice. There is no obligation on the part of Bank or any other person to update the content of this document. The 

Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this document. 

Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. 

This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such 

distribution is prohibited and may only be distributed in countries where its distribution is legally permitted. 

Bloomberg 

“Bloomberg®” and the referenced Bloomberg Index/Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg 

Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes 

by Bank J. Safra Sarasin Ltd. Bloomberg is not affiliated with Bank J. Safra Sarasin Ltd, and Bloomberg does not approve, endorse, review, or 

recommend the financial instrument(s) mentioned in this publication. Bloomberg does not guarantee the timeliness, accurateness, or com-

pleteness of any data or information relating to the financial instrument(s) mentioned in this publication. 

ICE Data Indices 

Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim 

any and all warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular pur-

pose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates or their 

respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or complete-

ness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an 

“as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not sponsor, endorse, or 

recommend Bank J. Safra Sarasin Ltd, or any of its products or services. 

J.P. Morgan 

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index 

is used with permission.  The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval.  Copyright 2020, J.P. 

Morgan Chase & Co.  All rights reserved. 

MSCI Indices 

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not 

be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute 

investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. 

Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The 

MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. 

MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, 

the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, time-

liness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the fore-

going, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without 

limitation, lost profits) or any other damages. (www.msci.com) 
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SMI 

SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the source of SMI Indices® and the data comprised therein. SIX Swiss Exchange has not 

been involved in any way in the creation of any reported information and does not give any warranty and excludes any liability whatsoever 

(whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and 

fitness for any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI Indices® or 

its data. Any dissemination or further distribution of any such information pertaining to SIX Swiss Exchange is prohibited. 

Distribution Information 

Unless stated otherwise this publication is distributed by Bank J. Safra Sarasin Ltd (Switzerland). 

The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to 

nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central Bank 

of The Bahamas. 

Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle 

East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised 

and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser. This material 

may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority (“DFSA”). The 

DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these Funds. Accordingly, 

the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the information set out in 

the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to re-

strictions on their resale. Prospective purchasers should conduct their own due diligence on the Units. 

Germany: This marketing publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-

8, 60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. Insofar as 

information on investment funds is contained in this publication, any product documents are available on request free of charge from J. Safra 

Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative 

investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures pre-

sented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the 

asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure 

described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general 

possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation, 

we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products 

and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 

Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend 

to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services 

institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business 

operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (sec-

tion 267 (2) and (3) HGB). 

Gibraltar: This marketing document is distributed from Gibraltar by Bank J. Safra Sarasin (Gibraltar) Ltd, First Floor Neptune House, Marina Bay, 

Gibraltar to its clients and prospects.  Bank J. Safra Sarasin (Gibraltar) Ltd whose Registered Office is 57/63 Line Wall Road, Gibraltar offers 

wealth and investment management products and services to its clients and prospects. Incorporated in Gibraltar with registration number 

82334. Bank J. Safra Sarasin (Gibraltar) Ltd is authorised and regulated by the Gibraltar Financial Services Commission. Telephone calls may 

be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. Where this publication is provided to you 

by Bank J. Safra Sarasin (Gibraltar) Limited: This document is approved as a marketing communication for the purposes of the Financial Ser-

vices Act 2019. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that 

applies to us, and in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation before 

making any investment, including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass 

this document on to others, apart from your professional advisers. If you have received it in error please return or destroy it. 

Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong 

Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under 

the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong). 

Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its 

registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance 

du Secteur financier – CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the 

author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products 

or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio 

management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of the products or instruments mentioned 

therein. The information provided in this document is not intended to provide a basis on which to make an investment decision. Nothing in this 
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document constitutes an investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appro-

priate for individual circumstances. Each client shall make its own appraisal. The liability of the Luxembourg Bank may not be engaged with 

regards to any investment, divestment or retention decision taken by the client on the basis of the information contained in the present docu-

ment. The client shall bear all risks of losses potentially incurred as a result of such decision. In particular, neither the Luxembourg Bank nor 

their shareholders or employees shall be liable for the opinions, estimations and strategies contained in this document. 

Monaco: In Monaco this document is distributed by Banque J. Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco” and 

regulated by the French Autorité de Contrôle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de Contrôle 

des Activités Financières («CCAF»). 

Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Sarasin Asset 

Management S.A., Panama, regulated by the Securities Commission of Panama. 

Qatar Financial Centre (QFC): This material is intended to be distributed by Bank J. Safra Sarasin (QFC) LLC, Qatar [“BJSSQ”] from QFC to 

Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC) LLC is authorised 

by QFCRA. This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or regulated by the 

Regulatory Authority. Any issuing document / prospectus for the Fund, and any related documents, have not been reviewed or approved by the 

Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund that they would have to information 

of a fund registered in the QFC; and recourse against the Fund, and those involved with it, may be limited or difficult and may have to be pursued 

in a jurisdiction outside the QFC. 

Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore 

Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the Singapore 

Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore. 

United Kingdom: This document is distributed from the UK by Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch, 47 Berkeley Square, London, 

W1J 5AU, to its clients, prospects and other contacts. Bank J. Safra Sarasin (Gibraltar) Ltd offers wealth and investment management products 

and services to its clients and prospects through Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch. Registered as a foreign company in the 

UK number FC027699. Authorised by the Gibraltar Financial Services Commission and subject to limited regulation in the United Kingdom by 

the Financial Conduct Authority and the Prudential Regulation Authority. Registration number 466838. Details about the extent of our regula-

tion by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request. Registered office 57 - 63 Line Wall 

Road, Gibraltar. Telephone calls may be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. 

Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that applies to us, and 

in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation relating to any investment, 

including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass this document on to 

others, apart from your professional advisers. If you have received it in error please return or destroy it. 
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