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Multiple economic indicators point to challenging times ahead for 

investors. Here’s a summary of our market analysis providing insights to 

our investment approach in navigating through periods of uncertainties. 

–
 

The first half of the year witnessed an accelerated deterioration in global economic conditions mainly due to the 4Rs: 

Russia, Rates, Risk and Recession. The Ukrainian-Russian conflict threatened international stability and triggered supply 

chain issues, trade frictions and increased commodity prices. The stock market is off to its worst start since the 1970s, 

wiping out $3 trillion in retirement savings. Historic inflation readings, which reached 8.6% year-over-year increase in 

May and 9.1% year over year increase in June, caused hawkish interventions from central banks, such as a 75bps rate 

hike initiated by the Federal Reserve - a move last seen in 1994 - with a potential 100 bps increase in July. ECB President 

Christine Lagarde recently warned that she “doesn’t think we are going back to that environment of low inflation”, 

while Fed Chair Jerome Powell said that restoring price stability was “likely to involve some pain” where the worst 

would come from failing to tackle the high inflation. 

 

A combination of geopolitical uncertainty and unorderly economic figures is the perfect recession recipe as they largely 

depend on factors outside the Fed’s control. Despite strong numbers coming from the labor and housing markets, 

investors’ sentiment remains skeptical while the Fed tries to navigate through deteriorating conditions to achieve a “soft 

landing”. 
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Are we already in a recession? As of July 1, the Atlanta Fed’s GDPNow tracker, a running estimate of real GDP growth 

based on available economic data, is pointing to a 2.1% decline in output in the second quarter, following a 1.6% decline 

in the first quarter.  After high CPI reports, expectations of a slowdown in U.S. growth for the last two quarters were 

reflected in the inverting 2Y-10Y yield curve as it reached its deepest level since 2000, which historically has been a 

good predictor of a recession. Other indicators also cause concern, notably copper prices that exhibited a 30% decline 

from their most recent highs in 2022; a bear market in copper historically preceded every recession in the past 30 years. 

 

 

As investors brace for tightened financial conditions, geopolitical tensions are still vastly present with repercussions 

widely felt across the global supply chain, but more pronounced in Europe. 

 

We expect the second half of the year to remain fragile in terms of macro indicators with several red flags such as low 

ISM Manufacturing Index readings, deepening yield curve inversion, and tightening financial conditions. We believe 

that the main theme going forward is the FED’s position and capacity to subdue inflation while avoiding a hard landing, 

and the level at which earnings will reflect the new inflationary environment.  

 

 

 

The traditional 60/40 portfolio had its worst first half of the year on record. Despite adjusted valuations, there are reasons 

to believe that prices could adjust further with corporate earnings revisions yet to be reflected. Corporate layoffs, 

particularly in the technology sector, give some color on what to expect in spite of solid labor market and strong PMI 

readings. Upcoming earnings should shed more clarity and gravity on the economic effect of the companies reporting, 

as higher interest rates combined with supply chain bottlenecks are widely expected to cause a slowing down in both 

revenues and profitability.
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Furthermore, geo-political tensions remain elevated as a Russian embargo could significantly affect natural gas flows to 

Europe with “catastrophic” consequences for the global market, especially on GDP in the Euro area as the EUR continued 

its decline, reaching parity with the USD for the first time in 20 years. 
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At the start of the year, we advised investors that we're heading to a new phase: from low inflation to high inflation, 

low interest to high interest, and less volatility to more volatility. Therefore, we kept a large amount of dry powder. 

 

Where do we stand now? We see inflation continuing to be sticky in the short term, interest rates continuing to go up, 

and volatility remaining high. However, the big change to the start of the year has been valuations, as the sell-off we 

saw in the first half of the year moderated valuations across asset classes and removed the excesses in the market.  

 

Our team diligently spent time assessing the macro picture, conferring with many sponsors globally, and outlining the 

current and expected market opportunities for the next 12 months. Two themes relating to the credit asset class 

emerge as our current focus: 

 

• High yield, loans, structured credit  - where we are seeing dislocation and technical sell-off mainly from 

mutual funds 

 

• The financial sector - namely, U.S. community banks where valuations are attractive, balance sheets are 

healthy, and are inflation beneficiaries 

 

The areas that we are focused on today are more public in nature and expressed in our dislocation themes. While we 

are private market investors, we do not shy away from expressing our views in the public markets in times like these 

when public markets offer us the ability to make sizeable returns without the need to be illiquid. Having been invested 

in private markets for many years, we recognize that it will not take long before the market re-prices for the private 

market asset classes which we started to see happening in our deal pipeline, particularly in the private debt and real 

estate debt space.  

 

This environment strongly reminds us of the importance of staying committed to a rigorous investment process and a 

disciplined approach to investing. Through nearly two decades of investing across varying economic conditions, we 

have appreciated the value of long-term focus, thoughtful deal selection, prudent risk management, and portfolio 

construction. 

 

Contact the Petiole team today to know more about our expert views on the current and future investment landscape.
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This presentation was issued by Petiole Asset Management AG (“PAM”) on July 22,2022 and is provided to you for informational purposes only and 

contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior written consent. 

 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation S” of 

the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any other 

regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United States of 

America to residents and citizens of the United States of America or to “US Persons”. 

 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may be 

subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject to change 

as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and opinions expressed 

in this presentation were obtained from sources believed to be reliable and in good faith, no representation or warranty, express or implied, is made 

as to their accuracy or completeness. The information contained herein is not a substitute for a thorough due diligence investigation. Past performance 

is not indicative of and does not guarantee future performance. The performance data do not take account of the commissions and costs incurred on 

the issue and redemption of units. Exit timelines, prices and related projections are estimates only, and exits could happen sooner or later than expected, 

or at a higher or lower valuation than expected, and are conditional, among other things, on certain assumptions and future performance relating to 

the financial and operational health of each business and macroeconomic conditions. 

 
PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether created 

by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made available by or on behalf 

of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the materiality of the information and the 

integrity of the quoted source and (b) the investor has no claim against PAM. 

 
To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking statements 

are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control and may cause actual 

performance, financial results and other projections in the future to differ materially from any projections of future performance, results or 

achievements expressed or implied by such forward-looking statements. Investors should not place undue reliance on these forward-looking 

statements. PAM undertakes no obligation to update any forward-looking statements to conform to actual results or changes in PAM’s expectations, 

unless required by applicable law. 

 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such projection 

or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in attempting to make 

such projections and forecasts, (b) the investor is familiar with such uncertainties, (c) the investor takes full responsibility for making its own evaluation 

of the adequacy and accuracy of all such projections and forecasts so furnished to it and (d) the investor has no claim against PAM. 

 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that should 

be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and should not 

be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial product, nor does it 

amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an offer in the future. 

 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is authorized 

as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 
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