
 1 INTERNAL USE ONLY 

Greater asset volatility expected in 2022 

 
Source: Bloomberg  (MSCI ACWI, Bloomberg Global Aggregate Treasuries, Corporate, Commodities, Gold USD per ounce) 

 

Risk assets performed well again in 2021, with the MSCI World up 16.8%, the third annual 
double-digit percentage gain in a row. The index has nearly doubled compared to its crisis 
low marked in March 2020. Government bonds gave up most of their prior year gains, while 
credit performed somewhat lacklustre. In regional terms, the equity benchmark indices in the 
US and a few Continental European markets performed in the upper 20% range, while some 
Eastern European markets surged. In Asia, the best performing markets ⎯ Vietnam, India, 
and Taiwan ⎯ gained more than 20%, while China’s Hong Kong listed ‘H’-shares tumbled 
about 23%, with heavy-weight internet related stocks perceived as victims of China’s 
common prosperity policies being the major drag. In Latin America, Mexican stocks 
performed well, while Brazilian equities tumbled by nearly 24%. Brazil was one of the few 
markets to post a second consecutive year of negative returns.  

As we outlined in our Economic and Market Outlook 2022, we believe 2022 will see a shift 
back to basics, as imbalances prevail and liquidity is reduced. Global equities remain the 
preferred asset class but are expected to experience a bumpier track, with lager pullbacks 
than those experienced last year, which were small in a historical context. The pattern 
observed last year, with equity index setbacks being used as buying opportunities, 
particularly by individual investors, may continue, but is unlikely to be so predictable. Global 
liquidity injections are expected to slow amid a more pronounced tightening of rates by 
central banks. Earnings growth should remain robust, but at a slower pace than experienced 
over the last two years as the cycle ages, which should lead to more idiosyncratic moves in 
stocks. 

Emerging market equities have underperformed global equities by more than 60% over the 
last ten years. A year ago, this asset class was favoured by many investors, but relative 
returns have been dismal following a short-term spike higher early last year. The MSCI EM as 
the main benchmark index is dominated by four Asian markets, with a combined index weight 
of nearly 75%. These are China, Taiwan, South Korea, and India, while these indices 
themselves are dominated by a few heavyweight individual companies in the tech and 
internet space. With that, the character of emerging market equities as an asset class has 
changed significantly over the last ten to twenty years. Considering reasonable valuations 
and now cautious investor positioning, we believe investment opportunities in this asset class 
will emerge in 2022. Signs of stabilisation and supportive domestic policies are needed to 
increase our conviction. 

Market Assessment 

Key developments 

 Covid infections surge to record 
highs globally, dominated by the 
new Omicron variant,  with 
Europe at the core. 

 Supply chain bottlenecks prevail. 

 Global equities climb to new 
record highs, while long-term 
yields move higher. 

Zurich’s view 

Overall, we expect higher volatility 
and larger divergences within asset 
classes compared to last year.  

Covid will remain a topic for 
investors. However, it is unclear 
whether the current fourth wave with 
record-high global infections will 
create havoc or be the link to the 
pandemic developing towards an 
endemic with lower hospitalisation 
and intense care rates over time. 
Investor behaviour suggests that the 
latter is being discounted, which 
favours equities as the asset class of 
choice. 

While US stocks should perform well, 
Japan and Europe are well 
positioned for relative gains given 
their cyclical exposures. Emerging 
markets are starting to look 
interesting, but stability is needed to 
raise our appetite. As volatility is 
expected to increase, timing will 
become a crucial factor this year. 

We expect credit spreads to remain 
rangebound in the short term. 
Pressures from heavy supply and 
higher yields are likely to cause some 
spread volatility, although long-term 
drivers of investor demand from a 
search for yield should remain intact. 
Upside potential for bond yields 
remains given central banks’ 
increased recognition of inflationary 
pressures. 
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 Key developments Zurich’s view 

Global  Economic activity ends 2021 strong, 
with encouraging signs of easing 
supply constraints and ramped up 
industrial production. 

 Inflation remains unsettling, but 
there are tentative signs that 
upward price pressure is easing. 

 Central banks respond to higher 
inflation with tapering and rate 
hikes, confirming that they remain 
committed to their inflation targets. 

Economic activity ended 2021 on a strong note, helped by brisk 
industrial production and tentative signs of easing supply constraints 
as delivery times edged lower and unfilled orders continued to be 
worked down. This is encouraging, but surging Omicron infections 
makes further supply improvements challenging near term. Demand 
should be resilient though, boosted by elevated savings and strong 
labour markets and capex spending, and we anticipate the global 
economy will continue to expand over the coming months. Inflation is 
elevated but there are some signs that upward price pressure is 
easing, along with energy prices. Central banks have shifted towards a 
tightening trajectory, which should help to alleviate some imbalances 
and anchor inflation expectations. 

US  The Fed doubles the tapering pace 
and signals three rate hikes in 2022. 

 The S&P 500 ends the year close 
to its record high. 

 Business activity remains very 
strong while price pressure shows 
signs of easing. 

The S&P 500 ended 2021 on a strong note, close to its record high. 
Growth remains strong with neither the rise in new Covid cases nor a 
more hawkish Fed causing a major setback. As expected, the Fed is 
accelerating the tapering process, which is expected to conclude by 
March, and is now signalling three rate hikes in 2022. The FOMC has 
fallen behind the curve given strong growth, a healthy labour market 
and rapidly rising inflation, but is now signalling its willingness to close 
the gap. Meanwhile, business activity remains buoyant, though the 
ISM Manufacturing Index receded to 58.7 in December, indicating a 
slowdown in momentum. On a positive note, the price component 
dropped to the lowest since November 2020, underlining our view 
that inflation is about to peak soon. 

UK  The Bank of England lifts the Bank 
Rate to 0.25% from 0.1% with more 
hikes expected in the first half of 
2022. 

 Headline inflation has accelerated 
to 5.1% YoY in November, the 
highest in a decade. 

 The labour market continues to 
improve with the unemployment 
rate ticking down to 4.2%. 

The BoE put more weight on elevated inflation rates than on potential 
growth disruptions caused by a rise in new Covid cases. Following up 
on earlier indications that a move is imminent, the MPC lifted the Bank 
Rate to 0.25% from 0.1% in December. Although the BoE’s somewhat 
fluctuating communication ahead of the rate hike injected 
unnecessary volatility into financial markets, a strong labour market 
and high inflation rates justify the beginning of the tightening cycle, 
with more rate hikes likely in the first half of the year unless the 
economy is severely disrupted by the latest rise in Covid infections. 
Meanwhile, the employment situation has further improved with the 
unemployment rate ticking down to 4.2% in October. 

Eurozone  The ECB confirms PEPP will end in 
2022, with only a modest increase 
in the APP. 

 The ‘traffic light’ coalition takes 
power in Germany, focusing on 
accelerating the green transition. 

 The Italian parliament will vote on a 
new president on January 24 with 
current PM Mario Draghi in 
contention. 

At its monetary policy meeting in December, the ECB confirmed that 
PEPP will end in March 2022 and that another QE programme, the 
APP, will increase in size, but only for a period of two quarters. This 
was somewhat less dovish than expected, but it still means that 
investors have more clarity on the monetary policy outlook for the 
region. Meanwhile, Olaf Scholz took power as Chancellor in Germany 
leading a so-called ‘traffic light’ coalition. The new government has 
ambitious plans to accelerate the green transition. Finally, in Italy it has 
been announced that Parliament will vote on January 24 to decide the 
next President. If the current Prime Minister, Mario Draghi, is elected it 
could precipitate fresh elections in the country. 

Japan  Industrial production has been 
picking up steam, driven by a 
catchup in auto production. 

 Economic activity is expected to 
soften slightly in Q1. 

 The outlook for Japanese equities 
remains solid. 

While supply bottlenecks will remain an issue for some time, stronger 
auto production was the driving force behind a solid industrial 
production recovery in November that came in far above consensus 
expectations, but in line with our view. Retail sales are recovering, but 
consumer confidence is stalling, most likely because of fears of 
another surge in virus infections, despite the very low level of current 
new cases. Winter bonuses, an important part of total income, fell in 
services related sectors but appear to have risen marginally overall. 
Both the latest Tankan survey and the Composite PMI for December 
suggest that economic activity will soften slightly in Q1. Equities had a 
volatile start to the year but should benefit from a weaker yen, 
attractive valuations and increasing attention from foreign investors. 
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 Key developments Zurich’s view 

China  New Covid infections are picking up 
again, resulting in new mobility 
restrictions. 

 The ailing property market will have 
to overcome a difficult Q1 before 
stabilising. 

 The MSCI China continues to 
underperform global equities. 

China is suffering from lockdown measures in the semiconductor hub 
of Xian and the harbour of Ningbo, as new Covid infections reach a 
post-Wuhan high. The zero Covid strategy and the upcoming Winter 
Olympics are pressuring authorities to keep rising infections in check, 
which will backfire on consumer confidence and the services sector. 
Further bankruptcies in the property sector amid a challenging 
repayment schedule seem likely. On a positive note, the annual 
Central Economic Work Conference concluded with a call to add 
stimulus to both the fiscal and monetary fronts, which should help to 
overcome a difficult Q1 and lay the ground for economic recovery in 
Q2. Chinese equities continue to underperform global equities but 
may offer an attractive entry point over the course of the year. 

Australia  The labour market heals much faster 
than expected in Q4. 

 There are initial signs of easing 
home prices amid tightening 
lending standards and rate rises. 

 Equities gain traction while bond 
yields rise noticeably. 

Australia’s labour market has rapidly gained back its strength post 
lockdown. The December jobless rate came in at 4.6%, moving below 
the 5.2% pre-pandemic rate. Despite the Q3 lockdown, output only 
dropped by 1.9% QoQ, faring much better than expected. Overall, the 
economy is on a solid footing going into 2022. Yet, Covid uncertainty 
persists as new cases linked to the Omicron variant have surged. So 
far, hospitalisation rates and ICU admissions remain low, and we do 
not expect severe restriction measures. Meanwhile, the rise in home 
prices has slowed, suggesting the housing boom should soon run its 
course. Equities showed a volatile performance into the new year, 
while bond yields rose sharply, reflecting normalising economic 
conditions and the prospect of tightening monetary policy. 

ASEAN  Manufacturing activity continues to 
rebound. 

 New Covid cases rise, with initial 
signs that Omicron is spreading. 

 ASEAN equities rebound but 
remain rangebound. 

December PMIs showed steady rebounds in manufacturing activity. 
Order backlogs and suppliers’ delivery time dropped further, 
suggesting supply bottlenecks are easing. Central banks have been 
largely on hold as inflation remains anchored. The spread of Omicron 
has raised fears of recovery disruptions. However, the rise in new 
cases remains contained. Singapore and Thailand have delayed their 
border reopening plans in an effort to limit imported Omicron cases. It 
is hoped that improving vaccination rates will curb hospitalisations. 
Overall, we think governments will resist implementing severe 
domestic measures. ASEAN equities have recovered but are likely to 
perform rather rangebound amid a still fragile stage of the economic 
recovery and tightening global financial conditions. 

LatAm  Central banks continue tightening 
to fight against high inflation, 
despite the economic deceleration. 

 MSCI Mexico outperformed the 
MSCI EM during December, gaining 
12.9% making it one of the best 
performing EMs of 2021. 

 In Chile, the leftist Gabriel Boric was 
elected president by a larger than 
expected margin and with a high 
participation rate. 

The monetary authority raised the policy rate by 125bps to 4% in Chile, 
announcing additional hikes planned for Q1 2022. The Central Bank of 
Brazil raised another 150bps to 9.25%, signalling a similar hike again 
for the next meeting. Banxico hiked by 50bps to 5.5%, adopting a 
more hawkish stance and removing any mention that inflation is 
transitory. All five members voted in favour of a hike, with only one 
dissenter who voted for an increase of only 25bps. In Brazil, GDP 
contracted at an annualised rate of 0.37% in Q3 2021, resulting in a 
technical recession. Investment and the external sector were the main 
drags to economic activity on the demand side. Despite the 
deterioration in economic activity the equity market rose 2.85%, after 
having fallen for five consecutive months. 
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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. 

 


