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Investors capitulate as risks abound  

 
Source: AAII, Bloomberg 

 

The impact of surging commodity and goods inflation, combined with a much more hawkish 
stance by central banks, is rattling financial markets. The US Nasdaq Index is down 25% from 
November highs and has entered bear market territory, while credit spreads have also 
widened notably. It is now consensus that the Fed will hike by 50bps at each of the next two 
FOMC meetings, with some Fed board members even urging a 75bp hike to quickly move to 
a neutral policy rate before year end. We agree that ‘front loading’ rate hikes is appropriate 
given inflation and the current growth dynamic, but we believe that the Fed will adopt a more 
moderate approach later in the year once it becomes evident that the economy is weakening 
and vulnerable. Here we differ from consensus that expects central banks to remain hawkish 
for longer. It should be remembered that financial conditions have tightened appreciably and 
are already impacting economic prospects in both Europe and the US. While the APAC 
region has a more benign inflationary environment, helped by various ASEAN governments 
subsidising food prices, a shift towards tighter monetary policy is also underway. The Reserve 
Bank of Australia has abandoned its ‘patient’ stance, New Zealand’s RBNZ has lifted its 
policy rate by 50bps, the Bank of Korea has raised its policy rate in three steps by 100bps 
and Singapore is steering its currency system to a tighter posture. Notably, however, China’s 
PBoC is the only one of the 43 central banks that we actively follow that has started to loosen 
monetary policy. This should not be a surprise as China’s producer price inflation is subsiding 
and consumer prices remain stable while economic growth is slowing alarmingly.  

China needs to ease policy and provide support amid the negative impact from its ‘dynamic 
zero-Covid policy’, which culminated in major multi-week lockdowns in Jilin province and in 
Shanghai. Estimates show at least one quarter of China’s population and its GDP have been 
affected by severe lockdown measures. Following better than expected growth earlier this 
year, March and April saw a rapid turn for the worse, particularly in services consumption 
while property sales plunged. Industrial production has also been affected due to broad-
based logistical and supply-chain constraints that are even impacting enterprises in 
provinces that are not directly suffering from lockdowns, and export growth is in decline. 
China’s government has realised that its annual growth target is unlikely to be met unless 
drastic support measures are implemented. Last week’s Politburo meeting, led by President 
Xi, scaled up infrastructure investment and liquidity provisioning to SMEs significantly, while 
local governments are improving access to mortgage lending. We believe these measures 
are likely to improve the economic outlook for the second half as long as lockdowns will 
neither be extended nor expanded significantly. 

While there is clearly good reason for the current investor angst, sentiment may be becoming 
too bleak. The ‘bull-bear’ spread, published by the American Institute of Individual Investors, 
has fallen to a 13-year low, with the bull component at a 30-year low. In such an environment 
our cautious pro-risk view should be rewarded over time. 

Market Assessment 

Key developments 

 Global supply-chain issues are 
pushing inflation higher as 
central banks turn more hawkish 

 Risk assets have rolled over 
again, with investor sentiment 
extremely bearish 

 Bond yields continue to surge, 
with the US 10yr yield close to 3% 

Zurich’s view 

China’s dramatic economic 
slowdown in March/April, with GDP 
in the province of Jilin actually 
contracting in Q1, is being tackled by 
a substantial boost to infrastructure 
investment and liquidity provisioning. 
This should help jumpstart the 
economy in the second half of the 
year, provided lockdowns do not 
extend and expand. 

Credit markets have cheapened, 
particularly in Europe where spreads 
are now at typical non-recessionary 
peak levels seen during the post 
Eurozone crisis era. While risks 
remain, it seems investor pessimism 
has become excessive and with 
credit fundamentals still strong, the 
higher yields should attract liability 
driven investors. 

While the MSCI World Equity Index 
has marked a fresh low for the year, 
we stick to our cautiously optimistic 
stance as we perceive investor 
pessimism as overdone. Risk markets 
may remain jittery amid headwinds 
from the Russia-Ukraine war, China’s 
slowdown, supply-chain issues and 
hawkish central banks. However, 
much of this is already reflected in 
prices, while fundamentals remain 
decent. Q1 earnings are proving 
better than expected and margins 
are holding up surprisingly well. Risks 
remain, but we favour a tilt towards 
equities and credit at current levels. 
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 Key developments Zurich’s view 

Global  Global economic activity is resilient, 
but sentiment and new orders have 
weakened  

 Spikes in energy and food prices 
and inflation expectations drift 
higher, leading more central banks 
to bring forward rate hikes 

 Government bond yields snap 
higher and now appear fairly priced, 
though a flat yield curve is signalling 
rising recession risk 

Economic activity is holding up despite the challenging backdrop of 
elevated energy and food prices and a rapid tightening in financial 
conditions. Manufacturing activity continues to expand, but new 
orders, including new export orders, have slumped as lockdowns in 
China weigh on supply and the geopolitical situation takes its toll on 
sentiment. Inflation has risen further, triggering another wave of central 
bank rate hikes. As central banks have brought forward their tightening 
plans, government bond yields have spiked, with pass-through to 
broader financial conditions. This will weigh on activity going forward 
but, with significant private sector buffers in the form of elevated 
savings and healthy balance sheets and strong labour markets, the 
expansion is expected to remain in place. 

US  Stocks succumb to high inflation 
and rising rates, with the S&P 500    
-9% in April and the Nasdaq -13% 

 10yr yields close in on 3% as rising 
wage costs and record house price 
gains pile pressure on the Fed 

 Financial tightening is now 
meaningful given market moves and 
the jump in borrowing rates, with 
mortgage rates the highest since 
2008 

While the war in Europe was largely looked through by investors in US 
stocks, the reality of rising inflation and an emboldened Fed has hit 
sentiment. The Nasdaq Index has now entered a bear market, having 
fallen by 25% since November highs, while the S&P 500 is now back 
at levels of a year ago. Investors have been consistently reducing their 
equity exposures in recent weeks and we now have multi-decade lows 
in some sentiment readings. While caution is certainly justified given 
the policy and liquidity environment, not to mention new supply-chain 
disruptions emanating from China, much of this already seems 
reflected in prices. US companies are doing a stellar job of defending 
margins, while stock repurchases, rising dividends and good earnings 
prospects should lend support from current levels. 

UK  Retail sales and consumer 
confidence take a hit, but PMIs are 
still consistent with growth  

 The labour market remains healthy 
for now, with unemployment 
continuing to fall 

 Bank of England commentary 
confirms that it is still on a 
tightening path 

Consumer confidence fell in April to its second lowest level on record 
as measured by the Gfk survey. Retail sales also fell -1.4% MoM in 
March after a -0.5% MoM decline in February. UK household 
spending power is under pressure due to sharply rising prices. 
Inflation accelerated from 6.2% in February to 7.0% YoY in March on 
the CPI measure. However, the labour market remains strong, 
supporting consumer spending. The unemployment rate fell to 3.8% in 
February on the ILO measure. On the corporate side, although the 
S&P Global/CIPS UK Composite flash PMI fell from 60.9 in March to 
57.6 in April it remains well above the 50 expansion/contraction line 
and is still consistent with growth. Meanwhile, Bank of England 
policymakers have confirmed that they remain on a tightening path. 

Eurozone  GDP expands by 0.2% QoQ in Q1, 
while April business surveys are still 
consistent with growth  

 Eurozone inflation hits another 
record high in April, the ECB flags 
the possibility of a quick end to QE 
and rate increases thereafter 

 Emmanuel Macron remains as 
French President after beating 
Marine Le Pen in the second round 
of the elections 

Despite considerable geopolitical uncertainty, the economy still 
appears to be expanding. Eurozone GDP grew 0.2% QoQ (5.0% YoY) 
in Q1, and the April PMI business surveys were resilient. Admittedly, 
consumer confidence has fallen more sharply than business 
confidence, but overall, the surveys are still consistent with a growing 
economy. However, if Russia’s gas supply to Europe were completely 
cut off, it would probably mean partial closure of some factories and 
could lead to recession. Meanwhile, Eurozone inflation hit a fresh 
record high of 7.5% in April. We expect the ECB will end QE quickly in 
Q3 and then raise rates. Finally, incumbent Emmanuel Macron won the 
presidential elections in France and will likely continue with his gradual 
reforms in the country. 

Switzerland  Growth should be strong, supported 
by resilient services while the 
external backdrop becomes more 
challenging 

 While market pricing implies a steep 
hiking path for the SNB, we expect 
caution, with rates on hold in 2022  

 The Swiss franc remains strongly 
valued against the euro, though it is 
weakening sharply against the US 
dollar, on policy divergence 

Economic activity is solid, boosted by strong demand for consumer 
services, while manufacturing and export growth are moderating as 
global conditions become more challenging. Business surveys show a 
re-acceleration in price pressures due to higher commodity prices and 
CPI inflation is set to remain strong in coming months. Domestic price 
pressures are contained though, with services and core inflation below 
1.5% YoY, and wage growth is benign. While market pricing now 
implies rapid SNB tightening, with five rate hikes priced in over the 
coming year, we maintain our view that they will proceed cautiously, 
with the first hike not expected until 2023. 
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 Key developments Zurich’s view 

Japan  Consumption is slowly picking up 
speed amid decreasing new 
Omicron infections 

 Production remains negatively 
impacted by supply-chain issues in 
the auto sector 

 Japanese equities are 
outperforming global equities, while 
yen depreciation holds on 

Japan’s economy is slowly recovering as retail sales are picking up 
following the end of the Covid-related quasi state of emergency in all 
provinces amid a slowdown in new Omicron infections. However, 
consumer confidence has been negatively impacted by rising retail 
prices. Core CPI measures are expected to switch from negative to 
positive territory in April as the negative base effect from the 
administrative cut in mobile phone charges will be out of the way. 
Machinery and chemical production is picking up steam, while auto 
production has experienced another setback amid renewed supply-
chain issues. The Bank of Japan is keeping its monetary policy stable 
for now. Japanese equities are outperforming global stocks, while the 
USDJPY has surged above 130 from 115 at the start of the year. 

China  China’s Omicron lockdowns 
negatively impact China’s economy 
in March/April 

 Services consumption, property 
sales and production logistics are 
heavily impacted 

 Both China’s ‘A’ and ‘H’ shares keep 
suffering 

Extended Omicron related lockdowns in Jilin province and Shanghai 
have led to a collapse in services consumption and property sales. 
The negative impact is now extending to the industrial sector amid 
increasing supply chain problems. The government has reiterated its 
dynamic zero-Covid policy, urging support from the public amid signs 
of local public unrest. The focus has shifted towards accelerating 
fiscal support particularly through a major boost to infrastructure 
investment. Monetary policy support is given through window 
guidance, for example by urging banks to support SMEs, while access 
to mortgage loans has been improved by local governments. Both 
domestic ‘A’ shares and Hong Kong listed ‘H’ shares continue to 
suffer, underperforming global equities. 

Australia  Australia’s headline inflation rate 
has increased to 5.1%, the highest 
level since 2001 

 The RBA starts the rate hiking cycle 
with a 25bp hike on May 3 

 Australia's equity market pulled 
back in April, and bond yields 
continue to track higher 

The Australian economy continues to grow at a robust pace, with the 
unemployment rate at a historical low of 4%, and expected to decline 
further. Headline CPI increased by 5.1% YoY in Q1 2022, driven by 
increases in fuel and housing. RBA commentary has become more 
hawkish, with concerns over higher domestic and global inflation. On 
May 3 the RBA started the hiking cycle with a 25bp hike. Bond yields 
have continued to increase, with the 3yr government bond yield rising 
above 3%. Australia's equity market declined slightly by 0.8% in April 
but has outperformed global equities year to date, benefiting from the 
large index weights of commodity companies. 

ASEAN  GDP growth forecasts are firm as 
economies reopen 

 Inflation appears contained, with 
fuel subsidies still in place 

 Equity markets remain volatile 

In Malaysia, the central bank forecasts stronger real GDP growth of 
5.3-6.3%, supported by domestic growth. Latest headline inflation for 
March was unchanged at 2.2%, while core inflation inched up to 2%. 
Although the inflation numbers are within the bank’s target inflation 
rate of 2-3%, there is still a possibility that rates may be raised as early 
as July if the MYR comes under pressure against key currencies. In 
Indonesia, Bank Indonesia (BI) downgraded its GDP growth forecast 
by 20bps to 4.5-5.3%. As the largest palm oil exporter in the world, the 
on-off moves to restrict its export in order to tame high cooking oil 
prices might be challenging given the limited infrastructure to store 
surplus oil, amid mounting pressure from buyers to resume shipments. 
We expect volatility to remain prevalent in the MSCI ASEAN Index. 

LatAm  The MSCI LatAm Index 
underperformed other EMs, while 
currencies depreciated 

 Mexico’s economy returned to 
growth in Q1 amid strong US 
demand for manufactured goods 
and a recovery in the service sector 

 The energy bill to restore state 
control of the electricity sector in 
Mexico did not reach the majority 
needed in Congress 

The MSCI LatAm Index contracted 13.8% in April, affected by the risk-
off attitude in global markets, the fall in commodity prices, and 
currency depreciation. In general, economic activity indicators looked 
positive in Q1, but the impact of the war in Ukraine on global growth, 
the tightening cycle in the US, and the rise in Covid cases in China are 
significant risks for LatAm. In Mexico, the unemployment rate fell from 
3.7 to 3% in March, increasing the participation rate. Retail sales 
jumped 0.8% MoM in February, while Q1 GDP grew 0.9% QoQ, driven 
by the industry and service sectors that rose 1.1% QoQ each. In Brazil, 
services output disappointed in February, contracting 0.2% MoM. 
However, retail sales increased 2.1% MoM, with almost all components 
surprising to the upside and expanding. 
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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. 

 


