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We expect companies 

to provide conservative 

forward guidance, 

which underlines the 

importance of holding 

top-quality companies 

with pricing power that 

can protect their 

margins.

Spring brought an end to the negative market returns, with March delivering

positive total returns for both the US (S&P 500: 3.71%) and European markets

(Stoxx Europe 600: 1.13%), despite the continued war in Ukraine and the

spiraling inflation.

Inflation is still running wild, rising 7.9% over the last 12 months in the US, the

highest in 40 years, and reaching 7.5% in Europe. Leading indicators give a

bleak picture, as consumer confidence is falling in the United States. According

to the University of Michigan, consumer sentiment reached 59.4, the lowest in

more than ten years. The situation in Europe is the same where the Eurozone

Consumer Confidence dropped to -19.6, an even lower level than the beginning

of the pandemic.

The Fed approved a 0.25% interest rate hike, the first increase since December

2018, and indicated an increase at each of the following six meetings, which can

be a 0.5% raise if needed, as well as signaling the start of unwinding its massive

Balance sheet. We also witnessed the 2y and 10y treasury yield briefly invert,

which historically has been a solid leading indicator of recession.

The Fed's shift towards being extremely hawkish in order to curb the spiraling

inflation rekindled fears that the Fed would tighten too aggressively and tip the

world's largest economy into a downturn or even a recession. The question now

is; will the Fed be able to control the inflation without pushing the economy into

recession? ... It remains to be seen.

Across the Atlantic, both energy and raw-material costs increased, leading to

higher inflation. The war in Ukraine renewed fears of the European economy

slowing down. At the same time, sanctions keep on coming on Russia with the

latest ban on coal imports from the EU. It is only a matter of time when oil and

gas will be impacted either by sanctions from the EU side or by Russia stopping

the flows. In that situation, the European economy will struggle given its high

reliance on Russian gas, which significantly hurts its growth and might lead to a

recession.

The upcoming earnings season will indicate the impact of soaring prices on both

consumer demand and companies' profitability. We expect companies to provide

conservative forward guidance, which underlines the importance of holding top-

quality companies with pricing power that can protect their margins.
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