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EDITORIAL 

Just as the Delta variant spreads across the globe, for-
cing some countries to implement partial lockdown mea-
sures, a new variant (Omicron) – thought to be four times 
more contagious – has been discovered. This negative Co-
vid news flow has caused a return of volatility and pessi-
mism in financial markets. Our take is more positive. First, 
while it is true that the spreading of Delta is a surprise, 
vaccines are working pretty well. Germany, for instance, 
is suffering a tsunami of new cases (almost twice the le-
vel at the peak of the prior wave) but hospitalisations and 
deaths are much lower. Relative to daily new cases, the 
daily fatality rate currently stands at 0.6%, as compared 
to 3.2% during the last wave. And this, in a country where 
the fully vaccinated cohort is lower than in many other 
places (69% vs. 
78% in France). 
Second, as regards 
Omicron, econo-
mies, governments, 
companies and 
consumers have all 
demonstrated an 
impressive ability 
to adapt and inno-
vate since the start 
of the pandemic 
and this will likely 
continue. It takes 
Moderna only 30 
days to come up 
with a new version 
of its vaccine for a 
normal mutation, 
100 days in the case of a multiple mutation such as pre-
sented by Omicron. Pfizer’s newly developed pill should 
also drastically decrease hospitalisation rates and the 
company is busy at work on the new variant.

Global GDP should continue to grow at an above “nor-
mal” rate in 2022, estimated at ca. 4% in the US, 4.4% in the 
European Union (EU), 5.5% in Asia ex-Japan and 2.8% in 
Japan. The Chinese property market is THE risk to moni-

Winter coming?

tor, but authorities have taken the appropriate stabilisation 
measures and further stimulus lies ahead. Thus far, the 
Chinese high yield issues have not spread to other ratings 
or regions.

Inflation data continues to well exceed central bank tar-
gets (the core CPI stands at 4.6% in the US and 2.6% in the 
Eurozone), primarily because of surging demand in the face 
of supply chain disruptions, of fast increasing commodity 
prices and of base effects. With somewhat slower growth in 
2022 and improved logistics, price pressures should abate 
in the latter half of 2022 – but not fall back to the levels that 
prevailed during the Covid recession, because of structural 
changes such as de-globalisation. Some signs of normalisa-

tion are emerging 
in commodities 
such as aluminium, 
iron ore, platinum, 
palladium and 
lumber, as well as 
in shipping (Baltic 
dry index). DRAM 
prices have also 
started to cool 
down, even though 
the huge supply-de-
mand imbalance in 
semiconductors is 
not about to disap-
pear.

The combina-
tion of rising infla-
tionary pressures 

and still firm economic growth is driving central banks 
to begin (or consider beginning) to taper/tighten policy. 
Of the 32 largest central banks worldwide, 10 have already 
hiked their deposit rate in 2021 and the trend should conti-
nue. This tightening cycle is expected to be very smooth 
and should not derail the economy. Prior to the 1990, 2001 
and 2008 recessions, the real Fed Fund rate moved up for 
years, by a magnitude of ca. 3%, before economies were 
hurt. A very different picture to our scenario for 2022.

US Fed Fund real rate (Fed fund rate minus core CPI)
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17 of the 20 largest countries currently have real rates 
that are negative across the entire curve (1- to 30-year matu-
rities). At 40-year lows, real interest rates are exacerbating 
the misallocation of capital and hurting savers, but they 
cannot be deemed a headwind for economies. Companies 
can obtain financing or refinancing at very attractive rates. 
Moreover, with cash literally burning the hands of inves-
tors, there is plenty of dry powder for risky assets.

The latest earnings season ended on a very firm note, 
with a large number of companies beating estimates. 
Growth was strong across all regions, particularly so in 
cyclical sectors, and managements appear to be regaining 
visibility. Interestingly, looking at the US and Europe to-
gether, only ca. 65 companies issued profit warnings. In 
more than 70% of the cases, this was attributed to “supply 
chain disruptions”. For the remaining 30%, a “constrained 
labour market” or “inflation” were mentioned. Supply 
chain disruptions do not mean revenue destruction. Ac-
cording to a SocGen study, within the S&P 500 index, 200 
companies are experiencing increased supply chain dis-
ruptions and 100 consider them to be meaningful. Only 
11 expect demand destruction to be permanent, while for 
the vast majority it is simply a matter of revenues being pu-
shed out to 2022. In the automotive industry, for instance, 
the number of unsold vehicles in 2021 because of shortages 
stands at around 7.7 million, for a value of some USD 210 
billion. As such, MSCI World 2022 earnings growth is ex-
pected to be firm, in high single-digit territory. In addition, 
with companies having strengthened their balance sheets 
and now seeing their cash flow improve, cash should conti-
nue to be returned to shareholders through dividends and 
share buyback programmes.

Equity valuations are rich but continue to recede, with 
earnings momentum exceeding that of prices. Over the last 
18 months, the MSCI World index has gained 36%, while its 
price/earnings ratio has declined from 21x to 19x. The grea-
ter the cyclicality of a region or sector, the more striking 
this development.

With diminishing support from the central banks, volati-
lity is expected to make a comeback in 2022. Still, this is not 
the beginning of winter for risky assets – supported as they 
are by above-average GDP and earnings growth, as well as 
negative real yields. We maintain our overweight of risky 
assets, equities notably, and underweight of bonds and 
cash. Within equities, cyclical regions and sectors should 
be preferred as they combine strong earnings growth and 
attractive valuations (e.g. industrials, automakers and en-
ergy). Rising interest rates should continue to favour the 
financial sector, with banks in particular having plenty of 
cash to return to shareholders and real estate being the no-
table exception. That said, Chinese authorities have taken 
the appropriate steps to stabilise their real estate market 
and a major bond default is already priced in. The Chinese 
equity correction can thus be viewed as an interesting in-
vestment opportunity within a diversified portfolio. 
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USD vs GBP ○

EUR vs GBP ○

EUR vs JPY ○

The interest differential and central bank policy argue in favour of the GBP but upside is limited.

Neutral view: the EUR is now expensive against the JPY, constraining appreciation potential. 

With the FED leading the monetary tightening, closely followed by the BOE, the USD should appreciate 
against  the  GBP.

EUR vs CHF

USD vs CHF ○ Neutral view although the interest rate differential is now moving in favour of the USD - to be 
confirmed by a break of the 0.94 resistance.

Currencies

EUR vs USD With the FED expected to be more hawkish than the ECB, the USD should continue to appreciate.

Despite an already significant upmove, valuation metrics such as the producer purchasing power partity 
continue to point toward CHF appreciation.

Emerging ○
Some emerging currencies and issuers present attractive 
opportunities, especially those whose central banks have 
hiked rates.

Emerging markets are relatively exposed to the spread 
of a more malign variant of Covid.

High Yield ○ Hard currency EM debt has corrected and now offers 
interesting opportunities.

High yield bonds could suffer more if the USD makes 
further gains.

Corporates (IG) ○
Credit spreads  corrected at the end of 2021, providing an 
opportunity to add exposure when the pandemic 
situation becomes clearer.

Spreads remain relatively low and could move up 
further in an episode of sustained financial turmoil.

Bonds

Developed Sovereigns ○
Government yields now price in a plausible path of 
monetary tightening and should remain stable during 
the coming months.

Yields could correct upwards if price indices keep rising 
very fast.

Japan ○ Growth is accelerating in the external sector, while
consumer spending is slowly recovering. Persisting supply-chain issues, hampering exports.

Asia Pacific ex-Japan ○
Power shortages and Covid outbreaks make the 
recovery unsteady, but monetary and fiscal policy are 
increasingly supportive.

Spillover of real estate troubles, increasing producer 
price pressures.

Switzerland ○
Although the pace of growth is likely to slow this winter 
because of production bottlenecks, corporate profits 
remain well-oriented.

An out-of-control health situation could force 
governments to take stringent measures, which could 
have a negative impact on a fragile growth. 

Europe ○ Full-year GDP growth is expected to exceed 4%, well 
above potential, and EPS should reach an all-time high.

The Chinese slowdown will likely weigh on European 
growth during the first half of 2022.

Equities

US ○
Broad-based growth continues in the US, with 
employment and income rising. Corporate profitability 
remains strong.

Lingering supply-chain issues and a tight labour market 
pushing up inflation.

Cash ○

Gold ○
Negative real yields mean that gold remains attractive. 
It lack sufficient momentum, however, to warrant an 
overweight stance.

A significant rise in real interest rates would be a drag 
on this non-yielding asset.

Overweight Marketweight Underweight Main Drivers Risks

Global Asset Classes

Bonds ○
The credit segments of bond markets will probably 
continue to be supported by accommodative policies and 
the economic recovery.

Another bout of market turmoil.

Stocks ○
Above "normal" GDP growth should continue in 2022, 
estimated at ca. 4% in the US, 4.4% in the EU, 5.5% in 
Asia ex-Japan and 2.8% in Japan. 

Chinese property developers and a spillover of the real 
estate fallout.

○

○

ALLOCATION GRIDS
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SWITZERLAND

Hindered recovery and volatility
The spread of the Delta and Omicron variants, rising prices, a stronger Swiss franc, supply chain 
bottlenecks and production delays: this is the environment that the Swiss economy is facing as it 
enters 2022. Growth will certainly be affected, but it has a number of strengths that should help 
it weather these temporary storms without too much damage.

While Switzerland, unlike other European countries, 
broke above its pre-crisis level of wealth a few months ago, 
the marked recovery could well stall going forward. Indeed, 
the country is facing several challenges in this 2021/2022 
winter that could impact its growth rate. Without even 
mentioning the various variants that are circulating, put-
ting strain our hospital system and instilling a high degree 
of uncertainty, there are currently significant supply chain 
bottlenecks that are impeding production. According to 
a recent study by Economiesuisse, more than 80% of the 
companies surveyed report issues in sourcing semi-finished 
products – there is a shortage of components and semicon-
ductors, as well as materials such as aluminium, wood or 
plastics – and the situation seems to have deteriorated fur-
ther in the final weeks of 2021. A third of these companies 
also mention a shortage of qualified personnel. That is five 
times more than a year ago. In this context, price hikes seem 
inevitable, as half of the companies in the panel confirm, 
with plans to raise their prices by 2% to 5% in 2022. 

Given these headwinds, the State Secretariat for Eco-
nomic Affairs has revised its 2022 growth forecast down to 
+3.0% from +3.4% three months ago. A pace that remains 

above the average of the last few years.
As regards inflation, despite the price hikes that are ex-

pected in 2022 to pass on part of the increase in costs, it 
should remain at a manageable level and one that is very 
low by international standards (graph 1). It is true that the 
overall index is up 1.5% over the past 12 months, with un-
derlying inflation (excluding fresh products, energy and 
fuel) up 0.7%, levels that not been seen in a decade. Still, 
the strength of the Swiss franc, as well as a more favourable 
energy mix than in other countries – Swiss households be-
ing largely less dependent on gas and coal – should help to 
avoid runaway inflation.

Substantial inflation differential between Switzerland and its main trading partners
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In real terms, the Swiss franc has tended to depreciate during 
recent months

Never have foreign exchange reserves on the SNB’s balance 
sheet been so high

This substantial inflation differential between Switzer-
land and the rest of the world has, during recent months, 
pushed the Swiss franc vs. euro up to levels not seen since 
2015, when the floor was abandoned. 

In an attempt to counter this appreciation against our 
main trading partner’s currency, the Swiss National Bank 
(SNB) has had to intervene heavily over the past two mon-
ths, injecting Swiss francs to buy other currencies. Never 
have foreign exchange reserves on the SNB’s balance sheet 
been so high: at over CHF 900 billion, they have tripled in 
the space of 10 years and today account for more than 90% 
of the total balance sheet and nearly 130% of the country’s 
GDP. 

But while the Swiss franc’s nominal value is at a peak, its 
real value is close to the level that prevailed between 2011 
and 2015. In real terms, the Swiss franc has even tended to 
depreciate during recent months (graph 2). As long as the 
inflation differential with Switzerland’s trading partners 
pushes the franc down in real terms, it could continue to 
appreciate in nominal terms without Swiss companies lo-
sing competitiveness. This is a reassuring prospect for our 
economy.

In view of the many uncertainties prevailing at the onset 
of this new year, a list to which can be add the covert tra-
de war between China and the US, the Chinese real estate 
market issues and worries regarding an overly rapid rise in 
US interest rates that would hamper a fragile recovery, it 
is not surprising that volatility has once again become the 
norm in the equity market. Such volatility is likely to prevail 
until the skies clear. As for whether it is still wise to invest 
in equities after two years of strong gains, the answer is yes, 
given the few alternatives available to investors on the one 
hand, and still positively trending corporate earnings on 
the other. That said, it will be more important than ever to 
favour companies boasting a strong pricing power, able to 
keep up their margins in such an environment, as well as 
those that continue to invest heavily in innovation, para-
mount to long-term success.

“While the Swiss franc’s nominal value is at 
a peak, its real value is close to the level that 

prevailed between 2011 and 2015“
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EUROPE

A new all-time high?
The Chinese slowdown will likely weigh on European growth during the first half of 2022, after 
which momentum should improve again. GDP is projected to grow at an above 4% pace for the 
full year, well exceeding potential, and earnings per share (EPS) are expected to reach an all-time 
high. Company balance sheets are sound and both dividends and share buyback programmes 
should continue to increase.

More than a year down the Covid road and Europe 
is again in partial lockdown. This time though, only the 
non-vaccinated population is being targeted, in a bid to 
push up the overall level of protection. The new wave of 
contaminations is proving worst in Germany, where daily 
new cases are almost double what was witnessed at the 
worst of 2020-2021. Fortunately, hospitalisations and deaths 
are almost two times lower than at the prior peak. Vaccines 
are working and new lockdowns are also increasing the 
willingness of the non-vaccinated cohort to get the shot. 
Vaccination ratios are rising significantly, economies are 
much more flexible and the efficiency in finding solution 
for new variants continues to improve. According to its 
CEO, Moderna should have an Omicron booster by the end 
of Q1, while Pfizer’s antiviral drug “should be 89% effective 
at preventing high-risk people from being hospitalised 
or dying from Covid” and “lab studies suggest that the 
treatment is effective against the new Omicron variant of 
the virus”.

After stunning 2021 GDP growth of 5.1%, the European 
economy should remain above potential in 2022, with ca. 
4.2% growth expected vs. a “normal” pace in the 1% to 1.5% 
range – and broad participation of all countries in the region. 
China was first to come out of the Covid recession (5 months 
ahead of most developed countries) but also first to slow 

“Greater supply chain disruptions do not mean 
the destruction of demand, but rather that 

revenues are being pushed out to 2022.“

down, in addition to facing a serious real estate problem. In 
our view the latter will be contained, and further stimulus 
be injected by Chinese authorities to help their economy 
regain strength. We are thus not overly worried, although 
we do expect China’s slowdown to weight on European 
growth during the first half of 2022. 

Eurozone CPI: goods vs. services CPI
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DJ Stoxx 600 operating margin and euro area CPI

Europe is not immune to inflationary pressures, but 
these are mostly limited to goods and natural resources. 
The overall CPI has gone through the roof (up 4.9%, from 
negative territory in 2020), but the core CPI is at a much 
more reasonable level (up 2.6%). Prices of goods are rising 
at a 5.6% pace, those of services at 2.7%, while wages have 
barely moved (+1.35%). Overall inflation is expected to 
normalise to 2.4% in 2022 and then be much lower in 2023. 

According to the latest quarterly European Commission 
business survey, 23% of manufacturing firms in the euro 
area see the lack of material and/or equipment as a key 
factor limiting production. These shortages have a limited 
incidence on prices but are hurting productive capacity and 
sales. An incredibly large portion of 2021 potential revenues 
are being postponed to 2022.

While 2022 should thus see inflation back down, over the 
long-term it is likely to remain well above its pre-Covid level 
given the moderate “deglobalisation” trend. Companies 
have learned that it is capital to produce locally in order 
to limit supply chain disruptions. Germany’s Minister for 
the Economy has for instance stressed the importance of 
producing semiconductors in Germany and intends to 
encourage and support the industry to do so: “…we must act 
if we want to preserve our technological sovereignty”.

Firm growth, rising inflation but also a spreading Delta 
(and now Omicron) variant have put the European Central 
Bank (ECB) in the difficult position of being forced to taper 
but not too much. It will probably end its EUR 15-20 billion 
weekly Pandemic emergency purchase program (PEPP) 
during the first quarter of 2022 but continue – perhaps 
even increase – its EUR 20 billion monthly Asset purchase 
programme (APP), and also leave its deposit rate unchanged 
for at least the entire year. The SNB will follow suit, i.e. 
remain dovish for a long time. As for the Bank of England, 
given the much higher inflation level, it is expected to start 
hiking rates this year.

Valuation is admittedly not attractive but, thanks to the 
strong earnings growth, has been receding lately. Over the 
past nine months, the Stoxx 600’s price to earnings ratio has 
come down from 19x to 15x. The greater the cyclicality of a 
region or sector, the more striking this development.

All told, the European economy could continue to 
slow down during the first half of 2022, somewhat hurt 
by the Chinese deceleration. But this situation should 
be temporary, with full-year European GDP growth well 
above potential (probably greater than 4%). A growth rate 
exceeding 4% in the Eurozone but below 4% in the US 
would be a rather rare occurrence, which could lead to 
European equities outperforming their US peers during 
the latter half of 2022.   

Despite supply chain bottlenecks and increasing raw 
materials/goods prices, companies are not reporting 
margin pressure. Contrary to common belief, history 
shows that rising inflation is not generally associated 
with deteriorating operating margins (see graph 2). This 
is because inflation tends to move up during periods of 
strong economic – hence also company revenue – growth.

Following a strong 2021, EPS should continue to grow 
at a high single-digit pace in 2022. With companies having 
strengthened their balance sheets and now seeing their 
cash flow improve, cash should continue to be returned 
to shareholders via dividends and share buyback 
programmes. Dividends are expected to grow 25-30%, 
bringing the Stoxx 600’s yield to around 2.7%. Earnings 
dynamics are at their best in two decades and 12-month 
forward EPS have finally broken their 2007 peak (ahead of 
the Great Financial Crisis).

Europe forward 12-month EPS at an all-time high
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UNITED STATES

What outlook for inflation?
Inflation is proving persistent and will continue to gain ground for some time. Easing supply-
side constraints and an increase in labour force participation will be the mitigating factors to 
monitor – in addition to central bank policy. Some parts of the equity markets have undergone 
a significant correction as monetary policy tightens, but the broad indices are holding up and 
the operating environment remains very favourable.

Times are interesting for US monetary policy. The Federal 
Reserve (Fed) introduced its updated policy framework, 
that is its strategy to achieve the dual goal of stable prices 
and maximum sustainable employment, a little over a year 
ago. The idea was to make sure that jobs gains be broad and 
inclusive, and to put off significant policy tightening until 
the labour market gets back to the fine state it was in before 
Covid struck.

Now, pressure is mounting because inflation is proving 
stronger and more persistent than expected. The two main 
factors explaining the forecast error have been supply-side 
issues and labour force participation. 

On the supply side, the most important problems 
pertain to limited global shipping capacity, which has 
pushed costs up for businesses and consumers, as well as 
shortages of microchips, that have forced many factories to 
cut production.

The increase in labour force participation was very 
sluggish throughout the autumn and is now only slowly 
picking up. Enhanced unemployment benefits and other 
handouts, alongside closures of day care facilities, have kept 
participation low. Even fast rising wages have thus far failed 
to push up participation meaningfully (see graph 2).

US GDP growth expectations

“The two main factors explaining the 
forecast error have been supply-side issues 

and labour force participation.“
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Average hourly earnings growth and labour force 
participation rate

Petteri Pihlaja, Advisor
Antti Tilkanen, Advisor

Nasdaq average price change from 12-month high, by market 
cap quintile

Both these factors, supply issues and low worker 
participation, are essentially transitory, and should thus not 
become a structural source of inflation. They will continue 
to dissipate, although the timing is uncertain. Core inflation 
will continue to climb for some time (a few months at least), 
and the Fed is managing the risk of falling too far behind 
the curve by accelerating its tightening. Going forward, 
however, growing labour force participation – or an increase 
in the labour supply – should mitigate wage growth. At the 
same time, strong capital goods orders should increase 
labour productivity. These two real economy factors will be 
key in determining the medium-term path for inflation.

Fiscal policy has played a big role on the demand side, 
the large-scale Covid relief packages having supported 
many households. But it can also be counterproductive, 
with supply chains not able to accommodate demand 
smoothly. The expansionary fiscal path continues, most 
lately in the form of a USD 1.2 trillion infrastructure bill 
that includes significant funding for roads, bridges etc. as 
well as climate change mitigation elements. With labour 
shortages already hampering growth, this bill’s economic 
productivity is unclear. 

Stock markets have reacted to the persistent inflation, 
viewing it as the sign that the need for faster tightening 
remains. The biggest impact has been on the prices of 
high-growth companies. Even though inflation distortions 
complicate real rate estimations, it is obvious that signs 
of a normalisation of monetary policy is affecting longer-
duration assets. Soon after the onset of the Covid pandemic, 
many Americans found themselves with more than USD 
1 trillion in excess savings, with also lesser spending 
opportunities, which led to record inflows into equity 
markets. Combined with an ultra-expansionary monetary 
policy, high-growth companies that benefited from the 
economic changes brought about by Covid were pushed 

The Nasdaq index is a prime example. Following a 20% 
gain this year, it is hovering close to all-time highs. That said, 
the average Nasdaq stock has seen its price drop 40% since 
the recent highs (unweighted average). The explanation lies 
in the four behemoths – Apple, Microsoft, Alphabet and 
Amazon – of a 3600-strong index holding on to their record 
price level and together weighing a third of the index. The 
highest valuations have fizzled, but the index’s overall price 
to forward earnings ratio stands at 30x, some 50% above the 
pre-pandemic multi-year average. To be fair, it is possible 
that profit growth will remain durably higher than the 
Nasdaq’s historical 12%, but this does seem rather unlikely. 
The most probable scenario is that valuations drift down 
gradually as the near-future rapid profit growth is realised 
and the longer-term view shifts to a more normal pace.

up into bubble valuation territory by trend-following 
investors, a situation that has been reversing over the past 
month. Meanwhile, the broader indices have hardly been 
impacted. 
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ASIA

How is 2022 shaping up for China?
The Chinese government seems committed to stabilising its economy and property market in 
2022. This will have very little impact on the country’s economic structure, however. 

Chinese authorities experienced a rough second half of 
2021, with the bursting of the property market bubble. It will 
not be an easy task for them to bring down – in a controlled 
manner – debt levels in the property sector. Still, and even 
though consumers, whose majority of wealth is held in real 
estate, will be affected, this must be done. Evergrande’s 
default had been looming for months and, as of December, 
the company officially ran out of assets to sell. Contagion is 
already underway, with Kaisa Group (amongst others) also 
defaulting on its obligations.

The Chinese government will most likely support and 
aim to stabilise housing prices over the next year but a 
controlled restructuring awaits Evergrande Group, and 
possibly others. The country’s overall growth will be 
impacted, with a slower GDP pace most likely to be accepted 
next March. This is necessary, as real estate investments 
will not be the major growth driver during the restructuring 

phase. Debt levels constitute a major headwind that cannot 
easily be resolved. If history repeats itself, debt will be 
transferred to other state-owned or local government 
investment vehicles without massive write-offs. This would 
obviously not provide a permanent fix, but would give some 
breathing room for a possible pickup in consumption. 

“The government will most likely accept a 
lower GDP growth rate than in the past.“

China 2022 GDP forecast
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China CPI and PPI

Chinese per capita consumption expenditure and disposable 
income (YoY %)

Petteri Pihlaja, Advisor
Antti Tilkanen, Advisor

Indeed, weak private consumption continues to be the 
problem for the Chinese economy, with its growth set 
to decelerate over the next quarters, following the brief 
rebound. The Party recently ended its economic work 
conference, during which declarations were once again 
made about focusing on “stability and progress” in 2022. 
Fiscal policy shall be “proactive”, while monetary policy 
will be conducted in a “prudent, flexible and appropriate” 
manner. As usual, Chinese government policy is very 
broadly defined with little information regarding specific 
measures to improve the situation. The difficult reality is 
that the imbalances throughout the Chinese economy are 
huge and persistent. Also, on many occasions, policies are 
contradictory. It is for instance almost impossible to reduce 
the debt load in the property sector while micromanaging 
housing prices at current high levels.

Inflation has been a major problem as of late in western 
countries, mainly because of high demand for all products 
and supply-side disruptions. China is also affected by the 
high commodity prices but is lacking noticeably on the 
demand side. High factory gate prices will continue to 
prevail as long as the global supply chain issues remain. 
Consumer price inflation will most likely not become a 
problem if supply can meet demand sometime during 2022. 
The situation in one very lean global manufacturing chain, 
that of semiconductors, is not very encouraging though. 
Throughout the pandemic, industry specialists have been 
pushing back the goal post as regards a normalisation of 
demand and inventories. The latest estimations predict 
that equilibrium will be reached sometime late 2022, at 
best. The supply side is an important factor in determining 
prices but major changes in demand in certain markets 
would also speed up stabilisation. Crypto mining, for 
example, currently consumes a great amount of hardware 
and a significant drop in prices would decimate demand 
very rapidly.

Inflation should not become a major obstacle for 
the Chinese government and its stabilisation plans. As 
always, China retains a total control over its economy 
and will be able to handle the property market debt load. 
The real question is whether the outcome will materially 
transform the country’s economic structure. It is fairly 
obvious at this point in time that the answer is no. The 
government will set a somewhat lower GDP growth rate 
target for 2022 (5% or below) and then achieve it by once 
again reigniting the infrastructure build-up alongside 
loosening restrictions in the real estate market later in 
the year. 
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FIXED INCOME
The Omicron variant poses a short-term risk to economic activity, but growth should remain positive 
in the major economies. This will probably lead government bond yields to rise moderately. We see 
opportunities arising in credit markets, which have corrected, as well as in emerging markets.

Major government bond markets posted strong returns 
during the second half of 2021, thereby regaining more 
ground after the losses experienced during the selloff 
earlier in the year. The 7- to 10-year maturity segment of US 
Treasuries is down ca. 2% for the full year.

Looking ahead, the Omicron variant might cause a short-
term bout of risk aversion, but we expect economic growth 
to remain positive, allowing the Fed to withdraw some of 
the monetary stimulus enacted because of the pandemic. 
The US central bank has announced that, absent a negative 
surprise, it will end quantitative easing in March 2022, 
which would open the door to a first rate hike in June, 
followed by two others in September and December.

US Treasuries are now pricing in approximately the same 
path of hikes over the next two years as the policymakers’ 
median projection, a scenario that seems plausible and leaves 
the short end of the curve fairly valued in our opinion. Bonds 

DEVELOPED MARKET SOVEREIGNS

Waiting for the right moment to add credit exposure.
Credit markets corrected during the last weeks of 2021, 

with spreads over government bonds moving up from 
ca. 0.8% to 1% for investment grade credit and from ca. 
2.8% to 3.1%-3.3% for high yield. Further widening might 
occur if economic activity is temporarily affected by a 
new wave of Covid. Looking further out, credit remains 
supported by the benign economic outlook and the still-
accommodative monetary policy. We expect credit to 
outperform government bonds over a one-year horizon and 
are therefore waiting for the right moment to add exposure, 
especially at the short-end of the credit curve.

DEVELOPED MARKET CORPORATES

Selected 10-year nominal government bond yields

US and pan-European corporate option-adjusted spreads

Federal Reserve balance sheet and federal funds target rate 

with longer maturities appear somewhat rich, warranting 
a cautious stance. Still, nominal government bonds are our 
safe haven of choice should risky assets undergo a major 
correction. We also continue to diversify our exposure across 
the major markets, notably by holding Chinese government 
bonds.

Global yield by segment: government, corporates (investment grade 
& high yield) and emerging (USD & local currency)
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Barclays emerging spreads & local yield

LOCAL CURRENCY EMERGING MARKET DEBT

A few emerging currencies offer attractive potential 
returns.

Turning to local currency EM debt, several central banks 
in Asia, Europe and Latin America have hiked policy rates to 
contain inflationary pressures, making their long-end bonds 
and currencies relatively more attractive. This comes after 
two years of underperformance for EM currencies, which 
leaves several of them with cheap valuations. We therefore 
recommend carefully adding some exposure to EM local 
debt. One exception is the Chinese renminbi, which has 
recently posted a strong performance and may correct as 
monetary policy is eased.

EM debt offers attractive opportunities.
Hard-currency emerging debt underperformed other 

credit segments in 2021, mostly because of USD appreciation 
and credit issues in the Chinese real estate sector. During 
the final quarter of the year, the average spread of hard 
currency EM debt over US Treasuries rose from ca. 3.25% to 
3.45% for sovereigns and from 3.8% to 4.25% for corporates, a 
significant increase. We added exposure to Asian high yield 
markets after Chinese authorities started to ease monetary 
policy and displayed some willingness to stop the credit 
crunch that is spreading in the real estate sector. We look 
to focus on issuers that are relatively solid but whose bonds 
have suffered from growing risk aversion.

HARD CURRENCY EMERGING MARKET DEBT

Christophe Pella, CFA 
Advisor

US and pan-European high-yield option-adjusted spreads

BRUELLAN FIXED INCOME PROJECTION
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