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Bear flattening amid stagflation fears 

Concerns about stagflation haunt investors as supply bottlenecks in the global economy are 
persisting for longer than expected, with supply not matching the quicker than expected post-
Covid demand recovery driven by massive fiscal and monetary support measures in major 
economies. We believe these fears are overdone, given the still solid global growth outlook. As 
the Fed is expected to taper before year end, market participants have shifted their 
expectations of Fed policy rate hikes forward, with the first hike expected for summer 2022, a 
move that we think is more likely to happen in early 2023. Short rates have risen quicker than 
long rates, which characterises a bear flattening of the US yield curve. 

The global cycle of policy rate hikes started earlier this year and has accelerated recently in 
some countries. Brazil’s Selic rate has surged from 2% to 7.75%, with the latest hike of 150bps 
bigger than consensus had expected. Chile’s policy rate has been hiked three times since July 
from 0.5% to 2.75%. In Asia, the Bank of Korea lifted its policy rate by 25bps in August, and 
we expect another rate hike this month, while both Singapore and New Zealand have also 
started to tighten monetary policy. In Australia, shorter dated yields surged as the RBA did not 
defend its yield target following a higher-than-expected inflation print. 

We stick to our view that the surge in inflation is largely transitory as some commodity prices 
like natural gas and copper appear to be topping out and as we do not yet see a broad-based 
impact on wages, though the impact of higher inflation on purchasing power in the low- to 
middle-income bracket deserves attention. It is also worth keeping a close eye on the impact of 
inflation on corporate earnings, particularly companies’ ability to pass through higher input 
prices to consumers. Both the US and Eurozone Q3 earnings season is in full swing, with more 
than half of all companies having reported. In the US, the beat-miss ratio of 82% stands above 
its historical average, even though it has receded somewhat. Bank results have been 
favourable, while big tech companies shown mixed results. In the Eurozone, earnings have 
outpaced high expectations. As technical support levels have held for markets and investors 
have returned to buy the dip, our bullish conviction for stocks has increased, with seasonal 
trends expected to keep upward momentum going. Notwithstanding short-term setbacks, we 
remain constructive for risk assets, while we think that bear flattening in the bond market 
seems overdone. 
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Market Assessment 

Key developments 

• Global supply-chain disruptions and a
resurgence of Delta infections in
Europe hamper the growth outlook

• China’s property giant Evergrande has
avoided default for now, but risks
remain

• Short-term yields surge on fears of
early tightening by global central
banks

Zurich’s view 

Medium-term, global consumption 
should benefit from an increase in the 
Covid vaccination rate in many regions, 
though the risk of new variants is ever-
present. Supply chain disruptions seem 
to have peaked, but a return to normal 
will take more time than consensus had 
previously expected. China’s ongoing 
slowdown is a concern, but some 
targeted stimulus is expected to come 
through. A new fiscal package is in the 
offing in Japan following the LDP 
winning an absolute majority in the 
Lower House elections despite some 
losses.   

The softer tone in credit over the 
previous weeks is ebbing, and the credit 
rally is likely to resume amid a decent 
economic outlook and a strong earnings 
season. That said, given tight spread 
levels, credit performance should 
continue to lag that of stocks on a risk 
adjusted basis. Overall, our outlook for 
risk assets, particularly equities, remains 
constructive both from a fundamental 
and a technical perspective. We favour 
Eurozone, Japan, and UK equities.  

Following the rise in bond yields, the 
recent drift lower should be no surprise, 
but does not change our view that some 
upside potential remains in place given 
the central banks’ recognition of 
inflationary pressures. 
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  Key developments  Zurich’s view 

Global  • Global growth is strong, but momentum 
has eased, mainly reflecting a normalisation 
in the manufacturing sector from stretched 
levels 

• Inflation rises further on higher energy 
prices and ongoing supply chain issues, now 
also leading to a more marked pickup in 
inflation expectations 

• Central banks accelerate rate hikes, which 
should help to contain inflation pressures 

 Global growth momentum eases as growth in developed economies 
falls back from a stretched level while emerging markets see a small 
rebound, mainly reflecting improving conditions in Asia as Covid 
restrictions are eased. Central banks accelerate tightening, with rate 
hikes in both emerging and developed economies as inflation rises 
further amid strong growth and a supportive fiscal stance. The 
continued rise in oil and gas prices will further delay the expected 
normalisation in inflation and has pushed inflation expectations 
higher. Central bank tightening will weigh on financial conditions 
and should help to contain growth and underlying price pressures 
going forward. 

US  • The S&P 500 index reaches a new all-time 
high, seven weeks after the previous one 

• Business activity remains robust though 
labour market bottlenecks keep holding 
back growth in some sectors 

• Inflation rates remain elevated as shelter 
costs are rising following the strong pickup 
in house prices 

 It took the S&P 500 index seven weeks to reach a new record high 
following a setback of more than 5%. The turnaround was helped by 
a decent start into the Q3 corporate earnings season, shifting 
investors’ focus back to supportive fundamentals and away from 
long-term growth worries. The short-term resolution on the US debt 
ceiling also helped to lift sentiment. Meanwhile, business activity 
continues to expand at a solid pace though persistent labour market 
bottlenecks keep holding back growth in a number of sectors. 
Mirroring the improving employment situation, initial jobless claims 
fell to 290’000, marking a post-recession low. Finally, headline CPI 
inflation ticked up to 5.4% YoY in September while core CPI stayed 
at 4%. Rising shelter costs were a major contributor, a trend that is 
likely to continue for a while given the strong rise in house prices. 

UK  • Business activity regains momentum in 
October, driven by a pickup in services 

• Inflation rates take a break but are likely to 
reaccelerate in the coming months 

• The BoE is sending strong signals about its 
intention to hike rates soon 

 Business activity reaccelerated in October, driven by a marked pickup 
in the service sector. Meanwhile, manufacturing activity was held 
back by staff shortages and ongoing supply chain disruptions. The 
Composite PMI rose to 56.8, the highest since July. Persistent supply 
shortages and rising wages keep driving up input price inflation. 
Headline inflation receded to 3.1% YoY in September but is likely to 
pick up again in the coming months given ongoing price pressure in 
the pipeline. The Bank of England is increasingly worried about the 
inflationary environment and rising inflation expectations. Given that 
several members of the MPC have been hinting at a potential rate 
hike in the near future, expectations for the BoE’s rate path have 
steepened markedly. 

Eurozone  • Inflation surges even higher in October on 
the back of record high energy inflation 

• The ECB attempts to push back on rate hike 
expectations, but financial markets remain 
unconvinced  

• Eurozone GDP increases more than 2% in 
Q3, while Q4 will see a slowdown in growth 
but to a still above trend pace 

 Eurozone inflation surged to a fresh multi-year high in October, 
driven by record high energy inflation. Headline inflation rose from 
3.4% in September to 4.1% in October, while core inflation 
increased from 1.9% to 2.1%. While inflation should moderate in 
2022 as various base effects moderate, financial markets have 
nonetheless priced in a first deposit rate hike by the ECB in late 
2022. We think this is unlikely and the ECB has also tried to push 
back against this perception, but it is facing a difficult 
communication challenge. Inflation is also surging partly because of 
the economic rebound from Covid. The Eurozone grew 2.1% in Q2 
and 22.2% QoQ in Q3. We expect growth to moderate in Q4 and 
Q1 2022, though to a still above-trend pace. 

Switzerland  • Growth stabilises after easing back from 
elevated levels, with both external demand 
and domestic spending remaining 
favourable 

• Consumer price inflation moderates, with 
benign core and headline price pressures 

• The SNB is expected to remain on hold for 
the foreseeable future, despite a hawkish 
shift among many other central banks 

 After easing back from an elevated level, growth has stabilised at a 
more balanced level. It remains well above trend, supported by 
strong external demand and a favourable domestic backdrop, with 
ongoing improvements in the labour market and resilient consumer 
confidence. Export values are on a firm up track, which bodes well 
for investment and job creation, while the retail sector is benefiting 
from less cross border trade. Inflation surprised on the downside in 
September, with core and headline CPI inflation remaining benign. 
While a more hawkish outlook is now being priced in for global 
central banks, we continue to expect the SNB to leave monetary 
policy unchanged for the foreseeable future, though some measures 
to contain house price appreciation are likely. 
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  Key developments  Zurich’s view 

Japan  • New Covid cases have collapsed while the 
state of emergency has been lifted 

• The ruling LDP wins an absolute majority in 
the Lower House election 

• Japanese equities have given up about 70% 
of their recent outperformance versus 
global equities 

 The situation has improved markedly on the Covid front and 
consumption has cautiously picked up again. Manufacturing activity 
has also stabilised, though the auto sector is still suffering from 
supply chain bottlenecks in some ASEAN countries. The quarterly 
corporate Tankan survey suggests that managers are looking through 
the crisis and have become more optimistic in both the service and 
manufacturing sector. Despite some losses, the ruling LDP secured an 
absolute majority in the Lower House election and remains in power 
with its coalition partner Komeito. Japanese equities have stabilised 
but have given up about 70% of the strong outperformance versus 
global equities achieved in September, while the JPY has appreciated 
versus the USD to levels last seen five years ago. 

China  • China’s economic activity slowed down 
significantly in Q3 and into October 

• Strict Delta related restrictions are hitting 
consumption, while the property sector is in 
a downturn 

• The rally in ‘H’-shares appears to be 
dwindling, while ‘A’-shares remain 
rangebound 

 China’s economic activity slowed significantly in Q3 and into Q4. 
Cautious consumption amid various Delta related restrictions and the 
slowdown in the property sector keep economic activity lacklustre, 
even though exports and manufacturing investments remain solid. 
The government’s deleveraging policies remain dominant, though 
some more targeted stimulus is expected to come through soon. 
Property developer Evergrande avoided default due to a last-minute 
payment to bond holders and has started to proceed with ten 
residential construction projects. While domestic ‘A’-shares remain 
rangebound, investor interest in some beaten internet plays in the 
‘H’-share segment had become evident before the most recent 
setback occurred. The CNH has strengthened. 

Australia  • Rebounds in confidence indices and PMIs 
signal a potential recovery in economic 
activity 

• Despite more hawkish global central banks, 
the RBA is maintaining its stance on 
keeping its policy rate ultra-low until 2024 

• Equity markets are rejuvenated as global 
stocks rebound and domestic conditions 
improve 

 With more than 70% of the population fully vaccinated, New South 
Wales and Victoria reopened at the end of October. Leading 
indicators suggest that a recovery is forthcoming. As high saving 
rates and generous government cash transfers helped cushion 
income losses during lockdowns, the recovery in consumption is 
likely to be brisk, especially towards the upcoming holiday season. 
The RBA kept its stance on no rate hikes until 2024, which is more 
dovish than other major central banks. However, we think much will 
depend on the inflation outlook, which looks more concerning amid 
longer than expected global supply chain disruptions. With the ASX 
200 Index shrugging off its September losses, we think the uptrend 
in equities has further to run amid the reopening optimism. 

LatAm  • Brazil announces increased social spending 
and changes to the spending cap, eroding 
the fiscal outlook, undermining confidence, 
and increasing inflation expectations 

• MSCI LatAm continues to fall, mainly due to 
the fiscal outlook in Brazil, while equities in 
Argentina continue to outperform 

• Inflation accelerates in LatAm, with most 
central banks tightening and more hawkish 
statements in Brazil, Chile and Mexico 

 In Brazil, the acceleration in inflation to 10.25% YoY, the announced 
increase in the cash-transfer social program and changes to the 
spending cap rules, and the increase in breakeven inflation pushed 
the Banco Central do Brasil to accelerate tightening and raise the 
Selic rate by 150bps to 7.75%. The equity market fell ~6.7%, and 
the BRL depreciated ~3.3%, one of the worst performing emerging 
market currencies. In Chile, inflation surprised to the upside, reaching 
5.3% YoY, and the Banco Central de Chile accelerated the tightening 
pace, increasing the MPR by 125bps to 2.75%, and modifying the 
forward guidance. Equity market and sovereign yields benefited from 
the lower likelihood of the fourth pension funds withdrawal approval 
but still performed negatively during the month. 
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Disclaimer and cautionary statement 

This publication has been prepared by Zurich Insurance Group Ltd 
and the opinions expressed therein are those of Zurich Insurance 
Group Ltd as of the date of writing and are subject to change 
without notice. 

This publication has been produced solely for informational 
purposes. The analysis contained and opinions expressed herein 
are based on numerous assumptions concerning anticipated 
results that are inherently subject to significant economic, 
competitive, and other uncertainties and contingencies. Different 
assumptions could result in materially different conclusions. All 
information contained in this  publication have been compiled 
and obtained from sources believed to be reliable and credible 
but no representation or warranty, express or implied, is made by 
Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) 
as to their accuracy or completeness.  

Opinions expressed and analyses contained herein might differ 
from or be contrary to those expressed by other Group functions 
or contained in other documents of the Group, as a result of 
using different assumptions and/or criteria. 

The Group may buy, sell, cover or otherwise change the nature, 
form or amount of its investments, including any investments 
identified in this publication, without further notice for any 
reason.    

This publication is not intended to be legal, underwriting, 
financial investment or any other type of professional advice. No 
content in this publication constitutes a recommendation that any 
particular investment, security, transaction or investment strategy 
is suitable for any specific person.  The content in this publication 
is not designed to meet any one’s personal situation. The Group 
hereby disclaims any duty to update any information in this 
publication. 

Persons requiring advice should consult an independent adviser 
(the Group does not provide investment or personalized advice). 

The Group disclaims any and all liability whatsoever resulting 
from the use of or reliance upon publication. Certain statements 
in this publication are forward-looking statements, including, but 
not limited to, statements that are predictions of or indicate 
future events, trends, plans, developments or objectives. Undue 
reliance should not be placed on such statements because, by 
their nature, they are subject to known and unknown risks and 
uncertainties and can be affected by other factors that could 
cause actual results, developments and plans and objectives to 
differ materially from those expressed or implied in the forward-
looking statements. 

The subject matter of this publication is also not tied to any 
specific insurance product nor will it ensure coverage under any 
insurance policy. 

This publication may not be reproduced either in whole, or in 
part, without prior written permission of Zurich Insurance Group 
Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither Zurich 
Insurance Group Ltd nor any of its subsidiaries accept liability for 
any loss arising from the use or distribution of publication. This 
publication is for distribution only under such circumstances as 
may be permitted by applicable law and regulations. This 
publication does not constitute an offer or an invitation for the 
sale or purchase of securities in any jurisdiction. 
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