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The persistence and strength of inflation was 
a major driver of volatility in 2022, yet while 
inflation may reach its peak in the coming 
quarters, investors should not expect a de-
cline in volatility anytime soon.

The data also underlines the scale of volatility 
recorded last year. The VIX equity volatility 
Index ended above its historical average on 
94% of trading days; the bond market’s 
MOVE Index was above average on 87% 
of trading days; and the S&P 500 moved 
by more than 2% on a daily basis 61 times 
compared to only 7 in 2021. 

Against this backdrop, central banks were 
forced to raise rates aggressively to preserve 
their main asset: credibility. The collective 
failure to recognise and control inflation 
could still lead to sustained second-order 
inflationary pressures and a hard landing for 
economies.

Despite this, we believe that markets may 
find some relief in a potential peak both in 
inflation and in central bank hawkishness in 
the next quarters. However, we expect vola-
tility to remain elevated and prone to sudden 
spikes in 2023, as the headwinds that hinde-
red markets in 2022 will gradually dissipate. 

All of this means that investors should expect 
to continue facing a range of challenges in 
the year ahead, including, but not limited to, 
the impact of geopolitical tensions, higher 
than expected inflation, and global monetary 
policy tightening.

This persistently volatile environment means 
active management should make all the 
difference. When stocks are offering solid, 
steady returns, passive investing is the way 
to go, but as volatility increases, picking the 
right themes and stocks becomes integral to 
success. 

In addition, 

we advise investors to 
tilt exposure toward 
defensive parts of the 
equity and fixed  
income markets, 

develop strong risk management and diver-
sify by considering new asset class allocations 
(e.g. alternatives).

DEFENSIVE ALLOCATION TO EQUITIES 
AND BONDS

The right mix of listed equities and bonds can 
offer an effective hedge in volatile markets. 
However, investors need to minimise the 
impact of (unfortunate) timing.

- Risk management techniques are critical to 	
	 minimise the risk of mis-timed investments.
- One way to help reduce vulnerability is by 
 	considering high quality investment-grade 	
	 bonds (including sovereigns) and divi		
	 dend-paying stocks. Investors may be able 
 	to collect regular income, while leaving 	
	 the investments untouched until the market 	
	 recovers.
- Renewable energy is a fastest-growing  
	 segment within the infrastructure sector, 	
	 which is an effective diversifier: long-term 	
	 investments in tangible assets with relatively 	
	 steady, low volatile, inflation-linked cash 	
	 flows and low correlation to capital market 	
	 cycles.
- Among defensives, utilities is also an attractive 
	 sector along with large cap high-dividend 	
	 stocks. 
- Active fixed-income total return strategies 	
	 rather than seeking income delivery through 	
	 buy-and-hold approaches. Total return can 	
	 be achieved by managing duration risk and 	
	 driven by global macro views.

DIVERSIFICATION TO ALTERNATIVE 
INVESTMENTS

Diversification also provides a cushion in 
times of volatility. The best way to achieve 
this when there is a high correlation between 
stocks and bonds is by investing in alternatives.
- Hedge funds can facilitate diversification, 	
	 not just when markets are volatile, but in 
 	the long-term. They invest in many different 	
	 strategies that are not correlated to tradi-	
	 tional markets and can enhance long-term 	
	 risk adjusted returns. In the first 11 months 	
	 of 2022, hedge funds outperformed, with 	
	 the HFRI Fund Weighted Composite Index 	
	 posting a return of –4.1%, compared to a 
 	16% decline in the MSCI All Country World 	
	 Index and a 15% loss for the Bloomberg 	
	 Global Aggregate Total Return Index over 	
	 the same period. 
- Global macro managers may also offer 		
	 sources of relatively attractive, uncorrelated 	
	 returns in a high volatility regime, along 	
	 with variable bias and multi-strategy funds. 	
	 The latter combines different strategies and 	
	 allow investors to build a diversified hedge 	
	 fund portfolio without investing in multiple 	
	 individual funds. 

Despite the various challenges facing investors 
in 2023, elevated volatility can also prove to 
be an opportunity for investors who seek ways 
to diversify their portfolios to defensive alloca- 
tions and consider alternative asset classes. 
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IMPORTANT INFORMATION - This content is being provided 
by REYL & Cie Ltd or/and its affiliates (hereinafter referred to as 
“REYL”) solely for information purposes and is not intended to 
be a solicitation or offer, recommendation or advice to buy or 
sell interests inany financial instrument mentioned in it, to effect 
any transaction, or to conclude any transaction of any kind 
whatsoever, in particular to any recipient who is not a qualified, 
accredited, eligible professional or institutional investor. It is 
intended for the sole use of the recipient and may not be 
forwarded, printed, downloaded, used or reproduced for any 
other purpose. It is not intended for distribution/offering to, or 
use by, natural or legal persons that are nationals of a country or 
subject to a jurisdiction of which the laws or regulations would 
prohibit such distribution/offering or use. Whilst REYL shall use 
reasonable efforts to obtain information from sources which it 
believes to be reliable, REYL, its directors, officers, employees, 
agents or shareholders assumes no liability regarding this 
content and give no warranty as to the accuracy, completeness 
or reliability of any mentioned data and thus assumes no liability 
for losses arising from the use of this content.  The information, 
opinions and assessments contained in the present document 
shall apply at the time of publication and may be revoked or 
changed without prior notice. This content is intended only for 
recipients who understand and are capable of assuming all risks 
involved. Before entering into any transaction, recipients should 
determine if the relevant financial instrument  mentioned in 
the content suits particular circumstances and should ensure 
that they independently assess (together with their professional 
advisers) the specific risks, the legal, tax, accounting conse-
quences and eligibility requirements of any purchase, holding 
or sale of financial instruments mentioned in the content. 
REYL, its directors, officers, employees, agents or shareholders 
may from time to time have interests and/or underwriting 
commitments in the financial instruments described herein. 
REYL makes no representation as to the suitability of the 
mentioned information, opinions or securities and financial 
instruments. Historical data on the performance of the financial 
instruments or on the underlying assets are no indication for 
future performance. The present content has been compiled 
by a department of REYL which is not an organisational unit 
responsible for financial research.REYL is subject to distinct 
regulatory requirements and certain services and/or financial 
instruments may not be available in all jurisdictions or to all 
recipient types. Recipients are therefore responsible to comply 
with all applicable laws and regulations. There is no intention 
to offer services and/or financial instruments in countries or 
jurisdictions where such offer would be unlawful under the 
relevant laws and regulations.


