
This year, all asset classes have experienced 
significant drawdowns. After these movements, the 
relative attractiveness of the different markets has 
changed and, for the first time, investment grade 
bonds look attractive. With economic growth slowing 
and inflation coming down next year, investment flows 
could favour fixed income.
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From 2009 until recently, the relative valuation of fixed income securities was not attractive compared 
to equities. But in recent months this has changed and the earnings yield (EPS/Price) of the S&P500 is 
now very similar to the yield of the USD investment grade bond market: 

S&P500 relative valuations
Source Bloomberg
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A probable scenario for 2023 could see : 

• Very low earnings growth next year (consensus is +3.1%), with the risk tilted to the downside.

• Weak economic growth with a risk of recession.

• Inflation coming down.

In such a scenario, the investment grade fixed income market offers a better risk/reward ratio than 
equities in the US.
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In the euro area, the situation is similar but less extreme.

The yield on the investment grade bond market is the highest since 2011, but the earnings yield on the 
equity market is still much higher.
After many years of TINA (“There Is No Alternative”) in favour of the equity market (and other risky 
assets), fixed income is back in the mix and can attract significant flows.

We have finished a terrible 2022, and 2023 will be challenging, but we think it is time to be 
constructive on fixed income.
For equity markets, it is better to wait and have a clear view of when the economic slowdown will hit 
bottom. It is possible that in the next few months it is time to start adding exposure to the equity 
market as well.
To become positive on equities, we need at least one of the following conditions:

1. Cheap valuations: not yet the case in the US.

2. A pivot by the Fed to raise valuations: sill far away and difficult in 2023.

3. Better-than-expected earnings: risk is more on the downside.

4. The expectation of a growth reacceleration: equity markets anticipate the economic cycle by 6
months on average.

In the coming months, equities should be bought if there is a new correction and valuations become 
cheaper (point 1) or if a recovery in China after the end of the Zero Covid strategy gives a positive 
impulse to global growth in the second half of 2023 (point 4, too early to bet on this).
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Euro Stoxx relative valuations
Source Bloomberg
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