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Taking stock from 2027

Last year was not an easy one for investors,
with many hammered by the volatility
caused by central bank tightening.

“2022 has not been a great year, to
say the least,” said Jean-Francois
Cirelli, Chairman and Senior Advisor,
BlackRock France, Belgium and
Luxembourg and former CEO of
Gaz de France and GDF Suez.

Repeated inflation surprises have
sent bond yields soaring, crushing
equities and fixed income in 2022.

“It was a perfect storm on the market
and there was clearly no safe haven
for savings in 2022,” added Cirelli.

Going into 2023, recession is
foretold as central banks try to bring
inflation back down to policy targets.
BlackRock Investment Institute, the
asset manager’s research unit, says
in its 2023 outlook that the ultimate
economic damage depends on how
far central banks go to get inflation
down. BIl took an underweight
position on developed markets
equities and an overweight position
on global investment grade credit
and inflation linked bonds.

Cirelliadded that it was also cautious
on private markets and reducing its
holdings of long-term government
bonds “as they are not playing their
role of stabilisers in the portfolio”.

This chimed with the view from
European policymakers. Rahmouni-
Rousseau emphasised that rates
needed to come down below the
neutral rate and be sufficiently
restrictive to have a dampening
effect on demand. She added that
50bp rises should be expected from
the ECB in 2023.

This chimed with the view from
European policymakers. Rahmouni-
Rousseau emphasised that interest
rates will still have to rise significantly
at a steady pace. This means that
additional 50bp increments should
be expected in the next months, as
indicated by ECB President Christine
Lagarde in the December press
conference. She added that interest
rates will need to go beyond the

neutral rate and reach restrictive
territory, so to dampen demand and
contain the risk of an upward shift
in inflation expectations.

Cirelli agreed with the view that
markets were unlikely to revert to
their pre-inflation patterns in the near
term. Instead, he said that investors
are entering into an epoch when
geopolitics drive macroeconomics,
instead of the other way round. The
period of great moderation, where
mostly stable economic activity
dovetailed with low inflation, has
come to an end.

We are now, said Cirelli, “entering
in a new regime characterised
by clearly more volatility on the
markets and the macroeconomics.
This calls for a new investment
playbook and all of the recipes of
the past will not necessarily be the
same again. Clearly, we need to
review the portfolio construction
in this new environment.”

Resilient Eurozone

Costello and Rahmouni-Rousseau were keen to stress that despite the
challenges facing the EU, the jurisdiction had also shown impressive
resilience through the pandemic. Costello said that the region was reaping
the benefits of reforms in the banking sector and the move away from
widespread indexation in labour markets, which has prevented a wage
price spiral from stoking further inflationary pressures.

“If | think of the scale of the shock of Covid and now the terms of trade
shock on energy, coming so close together, and still the third quarter
comes out positive, still robust growth, employment still very high -

record levels,” added Costello.



“Yes, there will be a technical recession but what really surprises me
is actually just the resilience of the economy.”

Both Costello and Rahmouni-Rousseau pointed to the low sensitivity of
eurozone spreads to increases in risk-free rates as a sign of health in
the region’s markets.

Costello noted that the announcement of the €750bn Recovery and
Resilience Facility in combination with the ECB’s Pandemic Emergency
Purchase Programme had reversed the rise in spreads sparked by Covid-
19’s outbreak and set the stage for continued reform and investments in
the EU. He added that agreement on the EU’s Stability and growth pact
would be a key part of this effort going forward.

Navigating 2073

While conscious that tighter monetary conditions are set to remain next year, Cirelli said that 2023 would be a
better year for investors than 2022, as long as they recognised the changed rules of the game.

That may still take time to sink into some corners of the market, with many still buying into a view where rate
cutting begins this year.

“There is this tug of war with markets,” said Rahmouni-Rousseau. “If you look at financial market prices they
actually expect, not only for the ECB but also for the Fed, that we reach a peak in the summer and shortly
after we start cutting rates. The Fed has been very clear in their minutes that they don’t see this, the same
goes for the ECB - we don’t think this is the playbook for markets.”
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with Michele Finocchi Ghersi,
Senior Options Sales Trader,
Susquehanna International Group

Susquehanna recently sponsored
the Euronext Markets Insight
Conference, how do you work with
the exchange?

What current trends are you paying
attention to in your business?



Do you see any changes in the role
electronic market makers will play
in the future?



European dividend
derivatives upbeat
amid uncertainity

After the shock of the 2020 European dividend ban,
the market for dividend derivatives has recovered and
is now evolving. Products and trading strategies have
expanded to capture the new parameters created by
pandemic politics. Market participants can now trade
dividend exposures in Europe, Asia and the US, and rely
on increasingly deep liquidity in a variety of contracts.
As the asset class’s unique return profile attract new
investors beyond the market’s original base, the future
for dividend derivatives is promising.

Dividend derivatives began life as a solid but fairly niche
market. Banks and other structured product issuers
that needed to hedge dividend exposures mainly sold
that risk to hedge funds. In its early days, this activity
was conducted in an OTC swaps market. But trading
rapidly moved onto screen with the successful launch
of dividend futures on exchanges like Euronext. The
universe has since expanded to include options contracts
and use equity collateral for financing.

The market suffered its greatest challenge in 2020 as
a new form of political risk hit the asset class and

From left to right: Charlotte Alliot, Group Head of Institutional Derivatives (Euronext),
Cédric Baron, Head of Multi Asset Strategies (Generali Investments), Benjamin
Clerget, Portfolio Manager [Hudson Bay Capital] and Gabriel Messika, Head of
Index Forward Trading Europe (JP Morgan)

threatened to derail activity against the backdrop of the
Covid-19 outbreak. The first shock came as companies
cancelled already announced dividend payments. This
was swiftly followed by an ECB ban on bank divided
payments until late 2021.

This upended the risk calculus that futures traders
had used to take positions in the market. But instead of
stymying activity, the market has recovered, rebounded
and is now poised to grow further as its participants
expand and diversify.

“The range of investors trading dividends is a lot
wider than it was in the past. These can be active fund
managers, passive managers, insurance compan ies
and retail investors that are looking to trade dividends
now,” said Gabriel Messika, Head Of Index Forward
Trading Europe at JP Morgan.



Banking and energy prospects
boost bullishness

This positivity is partly driven by the predominance of the banking and energy sectors
in the European dividend market. Both offer higher yielding opportunities compared
to other sectors.

This sectoral concentration, particularly in banking, partly reflects its predominance in
European structured product exposures. In the current environment of rising interest
rates and energy price inflation this should be positive for harvesting returns from
the asset class. Banks’ profits have been supported by rising interest income, while
energy price inflation has boosted the sector’s earnings and by turn, dividends. In
this way, the product can also serve as an inflation hedge.

This bullish case is tempered by political risk though, especially for energy
names. Political attention is already focused on energy companies’ large profits
during a cost-of living crisis, with windfall taxes a common part of the discourse in
many jurisdictions.



For banks, the picture looks more benign.

“We were all traumatised by the dividend ban back in 2020 but | would say that today the banking sector is
very different,” said Benjamin Clerget, Portfolio Manager at Hudson Bay Capital. “It has very strong balance
sheets. Like in the US, the sector does a lot of buybacks now, so they can cut these before the dividend. And
itis one of the very few sectors to improve its profitability with higher rates, with the direct channel between
higher rates and profits for banks.

So it should be a very rosy outcome for distributions to shareholders in banks.”

Options market grows

One effect of the realisation of political risk that stunned the
market in 2020 has been the growth and shifting dynamics of
the dividend options market. This remains a younger sibling to
the futures market. But demand for contracts is growing, in part
because of participants’ desire to hedge against political risk.

Markets participants have seen a rise in demand for puts that
some investors are using to protect against future dividend
bans. This in turn has fuelled other new trading strategies,
with some longer-term investors buying call options to gain
exposure to the dividend market and financing that by selling
put options (due to the risk of dividend

cancellation in the market, buyers

are willing to pay a higher premium

for downside protection).

| am anticipating much more
need for hedges and investment
using the dividend market. This

This all points to a deepening and market offers a better way to
expanding market and one which hedge inflation than holding
is well suited to helping investors shares, it can help investors
navigate the new world of heightened to fix their long-term revenues
inflation and volatility. coming from equities. So there

are many new opportunities and
new players that we expect to come into the market
with the new challenges that we are facing.

GABRIEL MESSIKA
Head of Index Forward Trading Europe at JP Morgan
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with Jean-Pierre Aubin,
Co-Global Head of BGC
Partners Group

What impact did the volatility of How has BGC responded to Brexit?
2022 have on BGC and your clients?

What does 2023 have in store for
markets and for BGC?

What were the key trends in fixed
income trading in 20227

What impact is the electronification
of fixed income markets having on
BGC?
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