
From Policy Risk to Recession Risk
Markets have rallied since our last Outlook, but the Asset Allocation Committee (“the AAC” or “the Committee”) 
expects conditions to remain challenging amid slowing growth and still-high (albeit, likely declining) inflation.  
Central banks’ determination to tighten financial conditions makes a sustained rise in equity market valuations, 
narrowing of credit spreads or decline in bond yields very unlikely in our view. We think investor optimism can fuel 
short-term rallies; however, concerns about continued volatility lead us to favor defensive income and alternative 
diversifiers to mitigate portfolio volatility. 
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Based on 12-Month Outlook for Each Asset Class

Market Views

As of 1Q 2023. Views shown reflect near-term tactical asset allocation views and are based on a hypothetical reference portfolio. Nothing herein constitutes 
a recommendation, investment advice or a suggestion to engage in or refrain from any investment-related course of action. See disclosures at the end of this 
publication, which includes additional information regarding the Asset Allocation Committee and the views expressed. 
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Regional Focus
Fixed Income, Equities and Currency

As of 1Q 2023. Views shown reflect near-term tactical asset allocation views and are based on a hypothetical reference portfolio. Nothing herein constitutes 
a recommendation, investment advice or a suggestion to engage in or refrain from any investment-related course of action. See disclosures at the end of this 
publication, which include additional information regarding the Asset Allocation Committee and the views expressed.

“ I’m surprised by the market’s apparent lack of focus on the potential for aggressive wage rises  
in Europe and Japan. That suggests tighter policy than the market is prepared for, which in turn 
suggests slower economic growth and less support for corporate earnings.” 

 Robert Surgent | Senior Portfolio Manager—Multi-Asset Class
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From Policy Risk to Recession Risk

Government bond yields have drifted lower and equity markets have rallied since our last Outlook. The Asset 
Allocation Committee (“the AAC” or “the Committee”) sees no imminent relief from the current challenging 
mix of slow real growth and tighter financial conditions, however, even as inflation begins to moderate from very 
high levels. We see a growing risk of recession in major economies. Even if we dodge that outcome, we regard 
this unfavorable growth-inflation mix as a big threat to corporate margins and earnings potential. In addition, 
the major central banks have reiterated, in ever more hawkish terms, their determination to tighten financial 
conditions, and in our view, that makes it unlikely that we will see a sustained rise in equity market valuations,  
a sustained narrowing of credit spreads or a sustained decline in government bond yields over the next 12 months.  
The market’s apparent reluctance to believe the central banks’ messaging has been causing volatility and bear-market 
rallies, however, and we believe that will continue through the first half of 2023. This outlook informs the AAC’s 
asset-class views, which have changed little since last quarter: we favor yield over equity risk; we view defensiveness, 
quality and income in equities positively; and we favor alternative diversifiers to mitigate portfolio volatility. 

The AAC Outlook at a Glance

•  Markets may be underestimating the stickiness of inflation and central banks’ determination to beat it—and what that means 
for growth and corporate earnings potential

•  We favor fixed income and credit over equities, and investment grade over high yield

•  Should inflation remain the key risk, equities and bonds are likely to remain correlated, supporting our view on the importance 
of alternative portfolio diversifiers 

Up for Debate:

Will the Bank of Japan trigger a wave of investor flows? 

Will the earnings-related sell-off come sooner or later?

“ The Bank of Japan is positioning itself to join the hawks at  
last, preparing the ground for more aggressive moves once  
the current governor’s successor is in place. That, in turn, 
consolidates the outlook for continued tightening of global 
financial conditions, in our view.”

  Erik L. Knutzen, CFA, CAIA 

Chief Investment Officer—Multi-Asset Class
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The Bank of Japan Prepares to Join the Hawks
Markets spent October and November “fighting the Fed.” Despite the U.S. Federal Reserve (Fed) and the European Central Bank (ECB) 
expressing determination to tighten financial conditions, they loosened in both the U.S. and Europe as equities rallied, government yields 
declined and credit spreads narrowed. Futures markets repeatedly drew back from pricing for a Fed terminal rate higher than 5.0% 
and continue to price for a mid-year policy pivot that would see rates being cut before the end of 2023. (For comparison, we continue  
to anticipate a Fed terminal rate between 5.0% and 5.5% and an ECB terminal rate between 2.25% and 2.75% through 2023.)

The notable exception to all this has been Japan, where conditions tightened despite the Bank of Japan’s (BoJ) negative interest-rate 
and yield curve-control policies. With BoJ governor Haruhiko Kuroda’s term due to end in April, core inflation running at 3.7%, large 
companies offering above-inflation pay settlements and the yen losing a third of its value against the U.S. dollar, market participants had 
been anticipating a change to the yield curve-control policy, most likely in the first quarter of 2023. 

In the event, the BoJ surprised the market by adjusting the policy on December 20. Japan’s 10-year government bond yield will now be 
allowed to move in a 50-basis-point range either side of a target of zero, wider than the previous range of 25 basis points on either side. While 
it retained its negative rate policy and increased its monthly bond purchases in order to smooth the adjustment, we regard this as a signal 
that the BoJ is positioning to join the hawks at last, preparing the ground for more aggressive moves once Kuroda’s successor is in place. 

That, in turn, consolidates the outlook for continued tightening of global financial conditions in our view. While the Japanese yen and 
global fixed income markets responded in that vein, with a substantial jump in yields, outside of Japan itself the reaction from equity 
investors was more muted, suggesting a continued reluctance to adapt fully to the newly hawkish tone. 

Equities: A Defensive Stance
If market participants are underestimating how tight conditions might become, that means they are likely underestimating the stickiness 
of inflation, the coming, policy-induced economic slowdown and the impact of all this on corporate earnings potential. That view continues  
to underpin our underweight view across the board on equities, and it informed the downgrade in our view on commodities last quarter, 
from a strong to a moderate overweight. 

Source: FactSet. S&P Global. Chart shows the Manufacturing Purchasing Managers’ Indices published by the Institute for Supply Management (U.S.), S&P Global  
(Eurozone) and au Jibun Bank (Japan). Data as of December 4, 2022. Nothing herein constitutes a prediction or projection of future events or future market behavior. 
Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed or any historical results. Investing entails risks, including 
possible loss of principal. Past performance is no guarantee of future results.

ECONOMIC SLOWDOWN: MANUFACTURING APPEARS TO BE CONTRACTING
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There has been a lot of commentary over the past six months concerning the failure of most sell-side equity analysts to cut their 
corporate earnings forecasts for 2023. Another way to frame this is as a disagreement between top-down analysts, most of whom tend 
to think that the current unfavorable growth-inflation mix must be a threat to earnings, and most bottom-up analysts, whose stress 
testing does not result in a meaningful hit to the profit estimates for the stocks they are looking at. The AAC has discussed how the 
extreme divergence of real and nominal growth has been clouding this picture and making forecasts difficult. 

The consensus view on the AAC is that earnings are likely to decline from current levels (equivalent to $220 per share for the S&P 500 
Index) and force bottom-up analysts to rethink their estimates for 2023 (where the consensus sits at $230 per share). One reason, 
which we pointed out last quarter, is that current earnings quality, defined by the extent of use of accruals in accounting, is as poor as 
it has been for at least 30 years. We anticipate significant write-offs. In addition, while high inflation is currently showing up in top-line 
sales and costs are largely being passed on, a slowdown in which inflation is falling from a very high level is likely to result not only 
in falling sales, but a steeper decline in checkout prices compared with the average mild recession. 

Within our broad-based underweight view on equities, our defensive stance also comes through in the nuances. European and 
emerging markets have a larger weighting to cyclical companies, banks and commodity businesses, and that informs the AAC’s 
marginally favorable view of U.S. over non-U.S. equities. We also favor large caps, defensive sectors and equity income. 

Japan was the one non-U.S. equity market where we had an overweight view last quarter, and that has now been downgraded  
to neutral. Japanese equities have benefitted from the increasingly accommodative stance of the BoJ relative to its peers during 2022, 
as well as the resulting weakness in the yen and the resilience of the global economy. All of those factors now appear to be rolling 
over—and domestic wage inflation is an additional growing headwind. The AAC still sees Japan as a source of opportunity for active 
managers able to select from smaller, more domestically oriented companies, or from the financial sector that could benefit from  
a steepening yield curve, but it can no longer justify an overweight view on the market as a whole. 

Source: FactSet, MSCI. Data as of December 21, 2022. Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety 
of factors, actual events or market behavior may differ significantly from any views expressed or any historical results. Indexes are unmanaged and are not available  
for direct investment. Investing entails risks, including possible loss of principal. Past performance is no guarantee of future results.

JAPAN EQUITIES’ OUTPERFORMANCE PEAKED IN OCTOBER
TOPIX Total Return Index (JPY) cumulative 2022 YTD outperformance over MSCI All Country World Total Return Index (USD), percentage points
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Fixed Income: Tactically Cautious

As well as favoring income within equities, we continue to favor fixed income over equities. The yield on a two-year U.S. Treasury 
bond is fast approaching the earnings yield of the S&P 500 Index, a relative level not seen since before the Global Financial Crisis. 
Yields in most major credit markets more than doubled during 2022. Why buy equities rather than bonds unless one believes there  
is an excessive equity risk premium to be harvested (which seems unlikely to us) or that substantial share buybacks will push up equity 
yields (which also seems unlikely, as it is now cheaper to issue equity and more costly to issue debt to fund buybacks)?

Source: FactSet. Data as of November 30, 2022. Nothing herein constitutes a prediction or projection of future events or future market behavior. Due to a variety  
of factors, actual events or market behavior may differ significantly from any views expressed or any historical results. Indexes are unmanaged and are not available for 
direct investment. Investing entails risks, including possible loss of principal. Past performance is no guarantee of future results.

ESPECIALLY IN THE U.S., THE CASE FOR EQUITIES OVER BONDS HAS DIMINISHED QUICKLY 
Spread of equity index earnings yield over local two-year government bond yield
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(1– 3 Years) (Short Duration High Yield), ICE BofA Global Hybrid Corporate Index (Corporate Hybrids). Nothing herein constitutes a prediction or projection of future 
events or future market behavior. Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed or any historical results. 
Indexes are unmanaged and are not available for direct investment. Investing entails risks, including possible loss of principal. Past performance is no guarantee 
of future results.
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As such, the AAC continues to regard credit as a more favorable way to take risk, over equites. Within fixed income, the Committee now 
tactically favors investment grade over high yield, largely because the relative-value differential has narrowed and because members 
from our Fixed Income team anticipate some technical headwinds in high yield markets at the start of the year. Default estimates 
for the coming slowdown remain benign, as corporate leverage is generally still lower and cash holdings still higher than before 
the COVID-19 pandemic—but this has led to inflows and some spread-tightening through the fourth quarter, and we think it may  
be prudent to allow the market to absorb the new year’s new issuance before looking for more attractive entry points in high yield. 

Similar to last quarter, the AAC again debated the relative merits of private credit versus public high yield. The fundamental outlook 
for both is quite similar. Default forecasts are comparable. Private credit has slightly lower interest coverage ratios, on average, but 
this is balanced by the “private-sponsor put”—the idea that incipient debt issues are simpler to address at companies with one  
or two private owners that have more flexibility to inject equity capital. In technical terms, over the coming few months the busy 
issuance calendar perhaps counts against high yield; by contrast, our Private Markets team believes there is substantially less dry 
powder in private lending than tends to be reported, leading to less competition for transactions. Ultimately, the Committee left  
its views on the two asset classes unchanged while continuing to favor both relative to equities. 

Alternatives: Still an Important Source of Diversification

While the AAC clearly favors fixed income over equity, it is important to recognize that tightening financial conditions suggest little 
scope for declining bond yields or narrower credit spreads, any more than they suggest a sustained equity market recovery. For that 
reason, the AAC maintains its overweight view on most alternative investment classes. 

In liquid alternatives, we continue to favor global macro and trading-oriented strategies, and we see an attractive opportunity  
in Insurance-Linked Strategies, where premiums have in many cases doubled in the wake of Hurricane Ian. 

In private equity, we continue to make the important distinction between the outlook for existing investments, which have generally 
been high-quality but bought at high valuations, and the outlook for investments made over the next three or four years with today’s 
dry powder. We are already beginning to see attractive transactions, particularly among “take-private” deals, where investors are 
getting the benefit of lower valuations for public relative to private companies, and “carve-outs,” as large companies prepare for 
the slowdown by selling off some of their non-core divisions. Private equity secondaries look increasingly like a buyer’s market to us, 
and we see a growing opportunity set in specialist capital solutions. All of this fits with one of our general themes for 2023: being  
a provider of liquidity when traditional sources of liquidity, particularly bank capital, have dried up. 

The AAC also maintains its overweight view on private real estate. We think core real estate valuations still need to adjust downward, 
but value-add and opportunistic investments, non-traditional sectors and private real estate secondaries could offer attractive 
opportunities. There are also interesting dynamics in listed real estate investment trusts (REITs). Here, public market valuations for 
core assets have already adjusted, potentially overshooting in many cases. Moreover, the pressure from investor redemptions faced by 
some high-profile private REITs might enable public REITs to buy assets from them at a discount—again underlining the advantage 
of being a liquidity provider in the current environment.

To sum up, the AAC heads into 2023 concerned that equity markets in particular may be underestimating not only the potential 
stickiness of inflation and central banks’ determination to tame it, but also the growth- and profits-sapping impact of those dynamics. 
This leads us to remain cautious in our asset-class views and focused on the search for alternative portfolio diversifiers. We also 
continue to believe that investors can benefit from a nimble, tactical stance, acting as liquidity providers, as the cross-currents from 
economic data releases, central bank messaging and evolving investor sentiment generate the potential for heightened volatility and 
value opportunities. 
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UP FOR DEBATE: 
WILL THE BANK OF JAPAN TRIGGER A WAVE OF INVESTOR FLOWS? 

While the Bank of Japan (BoJ) chose to surprise the markets 
with the early adjustment to its yield curve-control policy, it was  
also careful to try to limit the impact and kick off its transition in  
an orderly way. 

First, there was the timing. Fewer traders are at their desks  
in late December than during the first quarter, which is when the 
markets had anticipated the adjustment. It also gives investors 
three months to digest the decision before BoJ governor Haruhiko 
Kuroda hands over to his successor, enabling that successor  
to frame tightening as a continuation of policy rather than risk 
being labelled as more hawkish than Kuroda. 

Second, alongside allowing 10-year yields to trade in a wider 
range around zero, the BoJ increased its monthly bond purchases 
from ¥7 trillion to ¥9 trillion ($68.2bn). The overall policy 
change sends out a message that the BoJ is becoming less 
accommodative and joining the world’s central-bank hawks, but 
the numbers tell a subtler, more incremental story. 

As a result, the impact on the local rates market was relatively 
subdued. It quickly moved to price for an exit from negative 
policy rates, but one that would be orderly and gradual. 

The impact was stronger elsewhere, however. The yen 
strengthened substantially. Japanese equities sold off, with 
the notable exception of the banks that stand to benefit from 
a steeper yield curve. And worldwide, government bond yields 
jumped. This was perhaps partly a recognition that the last major 
dovish holdout among the major central banks is positioning to 
turn hawkish. Mostly, however, the move came in anticipation 
of a major repatriation of capital by Japanese yield-seeking 
investors—some of the biggest jumps were in Australian bond 
yields, where Japanese investors are a big presence.

Could this be the beginning of a major, disruptive wave  
of portfolio flows?

One argument against that is that Japanese long-term holders  
of foreign bonds are sitting on substantial mark-to-market losses, 
which would be a big incentive not to sell now. But what if they 
have already sold many of those assets? According to Deutsche 
Bank, Japanese portfolio flow data show a record amount  
of foreign bond liquidation over the last 12 months. 

The fact that this happened while the yen went through one 
of its most dramatic ever depreciations strongly suggests that 
the proceeds of these liquidations were not repatriated—and 
indeed, Deutsche Bank also notes that Japanese investors have 
accumulated almost $100bn of U.S. dollar cash balances over 
the past year.1 

That doesn’t mean the dam will break immediately. There is still 
a five-percentage-point yield differential between the U.S. dollar 
and the yen, and a four-percentage-point yield pick-up between 
dollar cash and the Japanese 10-year yield cap, even after the 
recent policy change. 

We therefore anticipate growing repatriation flows as BoJ policy 
moves closer to that of the ECB and the Fed, but we do not see  
a major economic incentive for repatriation as things stand. 

That informs our view that adjustments to the BoJ’s transition 
in both Japanese and global bond markets can still be orderly. 
It also informs our still incremental overweight view on the yen, 
where we are long-term bullish, but see near-term headwinds in 
yield differentials. This outlook could change quickly, however, 
and we think investors should be especially watchful during the 
time around the leadership transition at the BoJ.

1  George Saravelos, “Here is the Japanese wall of money” (December 20, 2022) at  
https://research.db.com/Research/Article?rid=bc63f8b9_eb0d_44c6_bd24_5 cac4c391bb_604&kid=RP0001&wt_cc1=IND-3028641-0000
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UP FOR DEBATE: 
WILL THE EARNINGS-RELATED SELL-OFF COME SOONER OR LATER?

This time last year, the AAC was anticipating a year of heightened 
volatility, but debating whether the major bouts were more likely 
to come in the first or the second half of the 2022. 

Those worrying about the first half of the year got it right. 
Inflation started to run away, central banks made an aggressively 
hawkish pivot, real rates soared, and equity market valuations 
plummeted. By contrast, in the second half of 2022 the MSCI 
World Index gained 3.2%. 

A year later, the Committee is engaged in a very similar debate. 
For six months, we have been arguing that most of the correction 
in equity markets so far can be accounted for by the rise in real 
rates. We believe there is still an earnings outlook downgrade 
to come that will result in a second leg of this bear market.  
But again, there is uncertainty about whether this will come 
sooner or later in 2023. 

On the face of it, this might seem strange. The intuitive outlook 
would be that recent earnings forecast downgrades build 
momentum through the first half of the year and get quickly 
priced in by the market, giving us the trough in equities around 
or shortly after the trough in economic growth. History suggests 
that equity bear markets have tended to bottom-out early 
in recessions and begin their recoveries before the return to 
economic growth. 

So why the doubts?

First, the macro picture in the first half of 2023 is likely to be very 
unusual. For sure, growth is likely to be slowing and earnings 
forecasts are likely to be declining; but inflation is likely to be 
easing from its current, punishingly high level, central banks 
are likely to be tapering or even pausing rate increases, and 
the dollar could be weakening. That is not an obvious recipe for 
outright bearishness.

Second, the technical backdrop could be supportive to equities. 
Algorithmic trading programs appear to have been short equities 
for some time, now, including volatility-determined strategies 
that respond to what’s going on in bond markets. Should rates 
markets stabilize, those strategies could switch to being long and 
leveraged in equities. 

Finally, there is deep uncertainty on the Committee about when 
the economic recovery will begin and what it might look like—
and therefore, what the market could be pricing for in the fourth 
quarter of 2023 and beyond. 

Some AAC members think that market participants remain 
anchored to expectations shaped by the post-2009, pre-
pandemic environment, whereas we believe we are more likely 
to emerge into a more challenging “old normal” of structurally 
higher inflation and rates, potentially paired with additional 
structural growth headwinds. Should the market begin to adopt 
the same view later this year, it could prompt more pessimistic 
long-term discounting, even as we recover from the cyclical 
trough in growth. 

The Committee is split fairly evenly between those who take the 
more intuitive view and those who express doubts. 

Where do they find consensus? On two points. Equity markets 
did not reach their lows for this cycle in mid-October 2022. 
And, throughout 2023, the ability to trade tactically could  
be advantageous when it comes to navigating this confluence  
of macro, technical and fundamental cross-currents.
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EQUITIES
U.S. Equities 
•  The Committee maintained its underweight views on U.S. large caps and U.S. small- and mid-caps.
•  We believe earnings estimates will be revised downward meaningfully over the coming months. 
•  The AAC continues to favor lower beta equity exposure for defensiveness and reduced exposure to rising rates, and value over 

growth, with a defensive tilt via high-quality, income-oriented stocks.
•  That said, we see continued potential for technical market rallies, particularly in the first half of 2023.  

Non-U.S. Developed Market Equities 
•  The Committee maintained its underweight view.
•  The AAC has downgraded its view on Japan from overweight to neutral following the policy change at the BoJ, while the growth 

and inflation outlook for Europe remains highly uncertain, and earnings estimates still appear over-optimistic. 

Emerging Markets Equities 
•  The Committee maintained its underweight view.
•  There may now be value opportunities in commodity-exporting countries, and in Asia as China emerges from its recent COVID-19 

lockdowns, but overall we believe deteriorating global sentiment informs against seeking risk exposure in emerging markets.

FIXED INCOME
Investment Grade Fixed Income 
•  The Committee maintained its overweight view, and upgraded its views on U.S. government securities and asset- and mortgage-

backed securities.
•  We now marginally favor investment grade over high yield due to relative value moving in its favor recently and potential technical 

headwinds against high yield in the first quarter of 2023.
•  At current yields, we believe investment grade may offer some diversification during the economic slowdown.

Non-U.S. Developed Market Bonds 
•  The Committee maintained its underweight view.
•  Inflation and central bank hawkishness have started to push government bond yields back up, notably in Japan since the policy 

change at the BoJ, but non-U.S. central banks still have some way to go to catch up with the Fed on policy tightening.

High Yield Corporates 
•  The Committee maintained its neutral view. 
•  The AAC believes the general strength of corporate balance sheets will support credit markets as economic growth slows, but 

continues to favor the highest-quality issuers and short duration. 
•  It continues to favor high yield over equities as a way to take portfolio risk, but within fixed income it now marginally favors 

investment grade due to relative value moving against it recently and potential technical headwinds in the first quarter of 2023.

Emerging Markets Debt 
•  The Committee upgraded its view from underweight to neutral.
•  The AAC upgraded its view on emerging markets debt from underweight to neutral given attractive relative yields and the potential 

to benefit from a softening dollar and China re-opening.
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REAL AND ALTERNATIVE ASSETS
Commodities 
•  The Committee maintained its overweight view.
•  While the AAC remains strongly positive when it comes to the supply side of the fundamental equation, there are recession risks 

building around the demand side. 
•  We regard commodities as a potential hedge for any upside growth surprise from China over the coming months.

Hedge Funds 
•  The Committee maintained its overweight view. 
•  During the ongoing economic slowdown, the AAC sees a growing role for alternative investments that have tended to exhibit 

uncorrelated returns, mitigate the volatility of traditional asset classes or take advantage of that volatility; this reflects a favorable 
view of active management, in general. 

•  We favor strategies that are fundamentally uncorrelated (such as Insurance-Linked Strategies, where we now also see attractive 
value), that seek to harvest a volatility premium (such as option put-write strategies) or that take advantage of global macro trends 
or short-term trading opportunities.

Private Equity 
•  The Committee maintained its overweight view.
•  The ability to create value away from the potential volatility of the public markets may provide some portfolio stability as the cycle 

matures.
•  We favor businesses with strong pricing power, low fixed labor costs and limited commodity inputs, as well as real asset exposures 

in real estate and infrastructure.
•  New commitments to vintages raised at the turn of cycles and the start of economic and market downturns have historically 

performed well, largely due to their investments being made while equity valuations were declining; we are beginning to see  
the first of these downturn opportunities in “take-private” and “carve-out” transactions. 

Private Debt  
•  The Committee maintained its neutral view.
•  While corporate fundamentals remain quite strong, relative value over public high yield bonds is not as attractive as it was  

before 2022, and refinancing risk is slightly higher than in public markets over the next two years. 
•  The AAC continues to see opportunities in special situations and capital solutions, such as providing preferred stock capital  

to private companies. 

Private Real Estate 
•  The Committee maintained its overweight view.
•  The sector’s inflation sensitivity is attractive.
•  We believe post-pandemic growth dynamics will continue to support key sectors such as data centers, warehouses, industrial  

and multi-family residential.
•  Rising rates and a deteriorating macro environment have soured investor sentiment and may be opening up value opportunities. 
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CURRENCIES
USD  
•  The AAC maintained its neutral view.
•  The currency is still overvalued based on purchasing power parity (PPP) metrics, but the recent correction means it no longer looks 

very expensive relative to interest rate differentials, in our view.
•  Higher growth expectations for the U.S. relative to the rest of the world, together with its domestic energy capacity, could support 

the dollar, especially during times of heightened risk aversion.
•  These factors are balanced by the potential for weakening U.S. economic data and easing geopolitical tensions, together with 

negative real yields at the short end of the U.S. curve and the keenness of market participants to position for a Fed policy pivot  
in 2023.

EUR 
•  The AAC maintained its neutral view. 
•  The euro is undervalued based on purchasing power parity (PPP) metrics, and while the eurozone current account has deteriorated, 

it remains in surplus, and Europe’s terms of trade have improved recently.
•  The pivot to a more hawkish stance by the ECB is drawing capital flows back to Europe—and its solution for peripheral eurozone 

spread dislocation could enable the central bank to achieve a higher terminal interest rate, and better address the inflation threat.
•  China’s slowdown has been negative for Europe’s cyclical economy, and much therefore depends on how China navigates away 

from its lockdown policies.
•  The ongoing geopolitical crisis could mean persistent high energy costs for manufacturers and consumers, as well as general 

inflationary pressure.

JPY 
•  The AAC maintained its overweight view.
•  Both PPP and real exchange rates suggest the JPY is undervalued, market participants are very short the currency, and the Bank  

of Japan has surprised the market with a loosening of its yield curve control policy. 
•  This remains a cautious view, however, as shorter-term dynamics such as wide interest rate differentials and the resulting high  

cost of hedging U.S. dollar exposures back to the yen continue to act as headwinds against the currency.

GBP 
•  The AAC maintained its underweight view.
•  Despite being undervalued in terms of PPP and interest rate differentials, stagflation concerns are elevated as the Bank of England 

is hiking rates into an economic slowdown and the government is pursuing fiscal consolidation.
•  The U.K. is exhibiting the weakest post-pandemic growth of any G10 economy, and its balance of payments is a concern in light  

of tight liquidity in financial markets.

CHF 
•  The AAC maintained its neutral view. 
•  The Swiss franc is still very overvalued on PPP measures and, as one of the most attractive currencies for funding carry trades,  

it could weaken as global yields rise.
•  The Swiss National Bank slowed the pace of its rate hikes to 50 basis points, but did not rule out further interventions  

in the foreign exchange markets as a secondary tool to fight inflation.
•  That said, Switzerland has a positive current account balance and currently appears to be trading on its status as one  

of a shrinking group of havens, with the deteriorating geopolitical situation being a cause of recent strength. 
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Index Definitions

The TOPIX Index is a free-float adjusted market capitalization-weighted index of an extensive proportion of the Japanese stock market.

The S&P 500 Index consists of 500 U.S. stocks chosen for market size, liquidity and industry group representation. It is a market value-weighted index (stock price 
times number of shares outstanding), with each stock’s weight in the Index proportionate to its market value. 

The STOXX Europe 600 Index is a subset of the STOXX Global 1800 Index. With a fixed number of 600 components, the Index represents large, mid and small 
capitalization companies across 17 countries of the European region: Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, 
Norway, Poland, Portugal, Spain, Sweden, Switzerland and the United Kingdom.

The MSCI All Country World Index is a market value-weighted index of more than 2,700 stocks from 23 developed and 24 emerging countries. 

The Bloomberg Global Aggregate Bond Index, is a broad-based, market capitalization-weighted bond market index representing intermediate-term investment 
grade bonds traded worldwide.

The ICE BofA U.S. High Yield Index tracks the performance of below investment grade, but not in default, U.S. dollar-denominated corporate bonds, and includes 
issues with a credit rating of BBB or below, as rated by Moody’s and S&P, greater than one year of remaining maturity and a minimum amount outstanding of $100m. 

The ICE BofA Euro High Yield Index tracks the performance of below investment grade, but not in default, euro-denominated corporate bonds, and includes issues 
with a credit rating of BBB or below, as rated by Moody’s and S&P.

The J.P. Morgan Emerging Markets Bond Global Diversified Index measures total returns for traded hard currency debt instruments in the emerging markets, 
and includes weighting caps. 

The Bloomberg U.S. High Yield Index (1-3 Year) tracks the performance of the bonds in the Bloomberg U.S. High Yield Bond Index with maturities of three years 
or less.

The ICE BofA Global Hybrid Corporate Index tracks the performance of investment grade non-financial hybrid corporate debt publicly issued in major domestic 
and Eurobond markets.

The duration and characteristics of past market/economic cycles and market behavior, including any bull/bear markets, is no indication of the duration and characteristics 
of any current or future be market/economic cycles or behavior. Nothing herein constitutes a prediction or projection of future events or future market behavior.  Due  
to a variety of factors, actual events or market behavior may differ significantly from any views expressed or any historical results.

A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors. You may have a gain or a loss if you sell your bonds prior to 
maturity. Of course, bonds are subject to the credit risk of the issuer. If sold prior to maturity, municipal securities are subject to gain/losses based on the level of interest 
rates, market conditions and the credit quality of the issuer. Income may be subject to the alternative minimum tax (AMT) and/or state and local taxes, based on the 
investor’s state of residence. High-yield bonds, also known as “junk bonds,” are considered speculative and carry a greater risk of default than investment-grade bonds. 
Their market value tends to be more volatile than investment-grade bonds and may fluctuate based on interest rates, market conditions, credit quality, political events, 
currency devaluation and other factors. High yield bonds are not suitable for all investors and the risks of these bonds should be weighed against the potential rewards. 
Government bonds and Treasury bills are backed by the full faith and credit of the United States Government as to the timely payment of principal and interest. Investing 
in the stocks of even the largest companies involves all the risks of stock market investing, including the risk that they may lose value due to overall market or economic 
conditions. Small- and mid-capitalization stocks are more vulnerable to financial risks and other risks than stocks of larger companies. They also trade less frequently 
and in lower volume than larger company stocks, so their market prices tend to be more volatile. Investing in foreign securities involves greater risks than investing 
in securities of U.S. issuers, including currency fluctuations, interest rates, potential political instability, restrictions on foreign investors, less regulation and less market 
liquidity. The sale or purchase of commodities is usually carried out through futures contracts or options on futures, which involve significant risks, such as volatility  
in price, high leverage and illiquidity. 

This material is provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy, sell 
or hold a security. This material is general in nature and is not directed to any category of investors and should not be regarded as individualized, a recommendation, 
investment advice or a suggestion to engage in or refrain from any investment-related course of action.  Neuberger Berman is not providing this material in a fiduciary 
capacity and has a financial interest in the sale of its products and services. Neuberger Berman, as well as its employees, does not provide tax or legal advice. You should 
consult your accountant, tax adviser and/or attorney for advice concerning your particular circumstances. Information is obtained from sources deemed reliable, but there 
is no representation or warranty as to its accuracy, completeness or reliability. All information is current as of the date of this material and is subject to change without 
notice. Any views or opinions expressed may not reflect those of the firm as a whole. Neuberger Berman products and services may not be available in all jurisdictions  
or to all client types. Investing entails risks, including possible loss of principal. Investments in hedge funds and private equity are speculative and involve a higher degree 
of risk than more traditional investments. Investments in hedge funds and private equity are intended for sophisticated investors only. Indexes are unmanaged and are 
not available for direct investment. Past performance is no guarantee of future results.

The views expressed herein are generally those of Neuberger Berman’s Asset Allocation Committee, which comprises professionals across multiple disciplines, including 
equity and fixed income strategists and portfolio managers. The Asset Allocation Committee reviews and sets long-term asset allocation models, establishes preferred 
near-term tactical asset class allocations and, upon request, reviews asset allocations for large, diversified mandates and makes client-specific asset allocation 
recommendations. The views and recommendations of the Asset Allocation Committee may not reflect the views of the firm as a whole, and Neuberger Berman 
advisors and portfolio managers may recommend or take contrary positions to the views and recommendations of the Asset Allocation Committee. The Asset Allocation 
Committee views do not constitute a prediction or projection of future events or future market behavior. This material may include estimates, outlooks, projections and 
other “forward-looking statements.” Due to a variety of factors, actual events or market behavior may differ significantly from any views expressed.

This material is being issued on a limited basis through various global subsidiaries and affiliates of Neuberger Berman Group LLC.  
Please visit www.nb.com/disclosure-global-communications for the specific entities and jurisdictional limitations and restrictions.

The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman Group LLC.
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