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The S&P 500 is in correction territory as market constituents paint an ugly picture

 
Source: Bloomberg 

 

The horrors in the Middle East take a shocking human toll, but with oil prices contained 
investors have focused on elevated interest rates, an underwhelming earnings season and 
reduced exposures to risk assets. The US equity markets are in correction territory, down 
more than 10% from summer highs, and corporate defaults rising, making the outlook 
particularly opaque as the end of the year comes into sight. While stocks may bounce from 
the recent sell-off, we see economic and corporate headwinds building that will refocus 
investor attention away from the risks of high interest rates towards those of slowing activity 
and worsening financial metrics. 

There is no doubt that the resilience of the US economy has surprised us, but it seems to be 
the global outlier. Despite the Fed’s policy rate being at a 22-year high, the latest readings on 
consumption and the labour market suggest that the important holiday season could be 
good for spending, which would keep the Fed sounding hawkish. But with 30yr fixed 
mortgage rates hitting a multi-decade high of over 8%, auto loan rates spiking and corporate 
refinancing costs ballooning, we still believe there is a growing vulnerability. This is much 
more evident in other countries. Activity in the Eurozone and the UK remains recessionary, as 
confirmed by latest data. Better prospects for Japan have dimmed recently, and China is 
struggling to bolster a fragmented and unbalanced growth picture. Consequently, while 
investors have been unsettled by rising fiscal deficits and the emphasis of policy makers on a 
higher-for-longer rate outlook, growth fears are likely to resurface.  

The recent re-steepening of yield curves lends credence to this. Having been inverted for the 
longest period in decades, a notable steepening from inverted levels has historically been a 
precursor of recessions as investors start to look towards changing monetary policy. The 
current earnings period is also showing ominous signs. Consumer sensitive sectors, from 
autos and credit cards to shipping companies and luxury brands, all indicate challenging 
times ahead. What is notable from the chart above is the undercurrent within equity markets, 
notably in the US. Following a robust first half of the year, an increasingly broad swath of 
listed stocks have turned lower. Banking stocks failed to recover from their near death 
experience in the spring and are even lower today, perhaps indicative of rising defaults and 
credit risks, while small cap companies are also down on the year as high funding costs and 
squeezed margins scare investors. 

Market Assessment 

Key developments 

 Middle East atrocities inflict a 
brutal human cost, but oil supply 
has not been disrupted and 
prices remain below September 
levels 

 The ECB pauses after 10 
consecutive rate hikes with 
regional inflation showing 
meaningful improvement 

 Yield curves steepen appreciably 
as 10yr Treasury yields breach 
5% before moderating 

Zurich’s view 

We believe that we are approaching 
an inflection point for investors as 
fears shift from interest rate and 
inflation concerns to that of growth. 
The combination of sticky core and 
services inflation and hawkish central 
bank policy has pushed yields 
dramatically higher and undermined 
risk assets. Surging real yields will be 
a profound headwind for economic 
activity in many developed 
economies and is adding to an 
already disruptive funding 
environment for both corporates and 
households.  

The scale of the move in yields 
seems overdone and government 
bonds will be attractive once 
negative momentum starts to turn. 
Credit markets remain unattractive 
offering minimal risk premia with 
compressed spreads that are not 
representative of a mature cycle and 
rising defaults. Equities may be 
oversold short term and may well 
bounce, but they are at risk of further 
downside given poor market 
technicals and still deteriorating 
fundamentals. 
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 Key developments Zurich’s view 

Global  Global growth remains below trend 
as services activity weakens while 
manufacturing momentum ticks 
higher  

 Inflation continues to fall, but sticky 
services inflation remains 
problematic 

 Government bonds remain unloved 
on concerns around fiscal excesses 
and still sticky inflation 

Growth dynamics are divergent, with solid growth in the US while 
activity remains downbeat in Europe and China. The Flash PMIs 
surprised to the downside in October on the back of weaker services 
activity while manufacturing ticked higher, with further signs that the 
global industrial cycle may be past its trough. Inflation continues to fall, 
but services inflation is still elevated and oil prices have rebounded. 
Central banks are mostly done hiking but will maintain their hawkish 
guidance for now as underlying inflation trends remain elevated. Bond 
yields have surged despite geopolitical turmoil, which will provide 
additional headwinds for the global economy in the months ahead. 

US  GDP grew at an annualised rate of 
4.9% in Q3, driven by a substantial 
pickup in consumption 

 Headline CPI inflation slowed from 
0.6% MoM in August to 0.4% in 
September, leaving the annual rate 
at 3.7% 

 The housing market remains under 
pressure as real yields soar 

The economy and particularly consumer spending have shown 
remarkable resilience given the Fed’s most aggressive tightening in 
decades. GDP grew at an annualised rate of 4.9% in Q3, driven by a 
substantial pickup in consumption. This is unlikely to last, however, as 
growth headwinds are intensifying. The housing market remains under 
pressure, consumer sentiment deteriorated in October, and soaring 
real yields will weigh on spending and investment. Meanwhile, 
headline CPI inflation slowed to 0.4% MoM in September from 0.6% 
the month before, leaving the annual rate at 3.7%. Core CPI rose 0.3% 
MoM, the same as in August, leading to a slowdown in the annual rate 
from 4.3% to 4.1%. Following a short break, stock markets continued 
their decline with the S&P 500 falling to the lowest level since May. 

UK  Growth headwinds persist with 
PMIs signalling a modest 
contraction 

 Inflation remains elevated as rising 
fuel costs compensate other 
components 

 High living costs and a deteriorating 
economic outlook weigh on 
consumer confidence 

Business activity continues to face headwinds with the Composite 
PMI basically unchanged at 48.6 in October and in contractionary 
territory for three months now, signalling a modest decline in GDP. 
Encouragingly, cost pressures have continued to moderate, and softer 
employment conditions are expected to reduce wage pressure going 
forward. Meanwhile, headline inflation remained at 6.7% YoY in 
September as rising fuel costs have compensated for disinflation in 
other components. Core inflation ticked down to 6.1% YoY from 6.2% 
the month before. Households continue to feel the pressure of high 
living costs and a deteriorating economic outlook. Accordingly, 
consumer sentiment worsened substantially in October, which is also 
reflected in a significant slowdown in spending. 

Eurozone  The ECB sees current policy as 
sufficiently restrictive and shifts its 
policy emphasis to the weak growth 
outlook though inflation risks remain 

 Data, primarily on the sentiment 
side, are consistent with stagnating 
growth and mild contractions rather 
than a severe downturn 

 Eurozone bonds yields rise less 
than peers; equities give back all of 
their year to date gains vs the US 

The economic outlook is weak, and we expect a mild recession in 
coming quarters. Data is consistent with stagnation rather than a 
severe downturn. Labour markets measures, such as overall 
employment levels, are still historically strong. However, job vacancies 
and wage growth are falling. The ECB is signalling it is comfort with 
rates at 4%, placing more weight on the poor growth outlook. There are 
risks of complacency, but recent data do suggest a genuine slowing in 
inflation. The full effects of tightening are yet to be felt. We see highly 
rated government bonds as more insulated from further price falls 
while the outlook for peripheral bonds is more mixed. Equities have 
retraced their recent gains vs the US as investor optimism has 
unwound. We see limited catalysts for outperformance here. 

Switzerland  Growth remains well below trend, 
but further declines are arrested 

 Inflation falls faster than expected 
with domestic and core price 
pressures easing 

 The SNB keeps rates on hold as 
inflation improves and the currency 
remains strong 

The Manufacturing PMI surprised to the upside in September, with 
both current output and orders backlogs rising from deeply 
contractionary levels. This is encouraging and consistent with leading  
global trade data that indicate that the industrial sector may be 
troughing, which is also visible in the decent rebound in Swiss exports 
in Q3. The Services PMI also improved, with downbeat sentiment over 
the summer period appearing to ebb, likely reflecting a combination of 
easing inflation concerns, a dovish shift from the SNB, and 
stabilisation in the banking sector. We maintain our below consensus 
forecast but expect the economy to remain relatively resilient in the 
months ahead. 
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 Key developments Zurich’s view 

Japan  The MSCI Japan has given up 
some of its prior gains in the last 
weeks 

 JGB yields are heading higher, up 
another 19bps in October 

 The yen has managed to climb 
above 150 with BoJ intervention 
looming 

The MSCI Japan is trading at the bottom of a five-month old 
rollercoaster range, with technical support at around 1,320 for the 
200-day moving average.  Following its rally from April to June, the 
index failed to break higher, even though Japan is the most favoured 
equity market in the APAC region, according to positioning and 
sentiment surveys. The BoJ has de facto limited YCC, changing its 
need to intervene above the 1% JGB yield mark to ‘can’ instead of 
‘must’. Investor focus is now moving to a potential end of the BoJ’s  
negative interest rate policy (NIRP). The earnings reporting season for 
fiscal half-year results will also move into focus in November. Finally, 
we expect more details about the fiscal stimulus program and the 
supplementary budget, which investors will also keep a close eye on. 

China  The MSCI China continues to head 
south with shallow signs of a 
potential bottoming 

 China remains the most unloved 
equity market in the region 

 The yuan is holding steady 

The MSCI China continued to hover in its three-month downward 
sloping trading channel. Investors focused on the prevailing property 
market problems, ignoring signs of an economic recovery and public 
stimulus measures. Surveys show that Chinese equities are the most 
unloved and underweighted equity market in the APAC region, with 
valuations at the bottom of a multi-year channel. At the end of October 
some cautious optimism appeared to return to the market after the 
NPC standing committee approved a RMB 1tn budget expansion to 
support infrastructure investment, raising the fiscal deficit from 3.0% of 
GDP to ~3.8%. Signs of an improvement in the US-China relationship 
and hopes of more monetary easing following President Xi’s visit to 
the PBoC also added to some optimism. 

Australia  Despite dropping in October, 
Australian equities keep 
outperforming global equities 

 While overall consumption is rising, 
per-capita consumption is falling 

 Although inflation is falling on a YoY 
basis, it exceeded consensus 
expectations in Q3 

The MSCI Australia has been hovering in a 1,365 – 1,500 range so far 
this year, but broke below it towards the end of October. Conversely, 
on a basis relative to the MSCI World, Australian equities have steadily 
crawled upwards, marking a five-month high at the end of October. 
Investors are focussing on consumption and inflation trends. Retail 
sales rose much more quickly in September than consensus had 
anticipated, underpinning solid private consumption, which is still 
being supported by the drawdown of savings accumulated during the 
Covid period. However, consumption is falling on a per-capita basis 
when taking into account that immigration has massively exceeded 
forecasts. Higher than expected inflation data for Q3 will keep the 
RBA on alert. 

ASEAN  The MSCI ASEAN tumbles, 
underperforming global equities 

 Regional central banks remain 
hawkish 

 The Indonesian rupiah continues to 
depreciate 

While the MSCI ASEAN fell about 13.5% in the three months from 
August to October, it underperformed the MSCI World by only 2.5%. 
The MSCI Malaysia held rather steady and Vietnam suffered the most 
in the month of October. Singapore’s Monetary Authority (MAS) 
maintained its hawkish stance. As FX policies are already rather 
restrictive, we do not expect any change in policy for the time being. 
Meanwhile, Bank Indonesia surprisingly hiked its policy rate by 25bps 
to 6% in order to tame its six-month long currency depreciation trend. 
Malaysia’s 2024 budget shows that fiscal tightening is on its way, 
mainly in the form of cutting subsidies, which will spur inflation and 
keep Bank Negara Malaysia on guard. The Bank of Thailand raised its 
policy rate by 25bps to 2.5%, which it considers to be the neutral rate. 



Appendix 1

US Europe ex UK UK Switzerland Japan APAC ex. Japan China Brazil Mexico
12m Trailing P/E 20.84 15.20 11.29 18.52 15.56 14.14 14.35 5.33 13.05
12m Trailing P/B 3.90 1.96 1.74 3.17 1.29 1.61 1.40 1.46 1.98
12m Trailing P/CF 14.12 9.10 5.71 17.37 9.24 8.40 7.52 3.82 8.72
Dividend Yield 1.67 2.93 3.69 3.02 2.53 3.06 2.40 13.04 3.82
ROE 18.70 12.91 15.37 17.10 8.26 11.39 9.74 27.43 15.13

US Europe ex UK UK Switzerland Japan APAC ex. Japan China Brazil Mexico

12m Trailing P/E 1.21 0.88 0.65 1.07 0.90 0.82 0.83 0.31 0.76
12m Trailing P/B 1.52 0.77 0.68 1.24 0.50 0.63 0.55 0.57 0.77
12m Trailing P/CF 1.27 0.82 0.51 1.56 0.83 0.76 0.68 0.34 0.79
Dividend Yield 0.74 1.29 1.62 1.33 1.11 1.34 1.05 5.74 1.68
ROE 1.26 0.87 1.04 1.15 0.56 0.77 0.66 1.85 1.02

Data as of Feb

x-axis 03/05/2023 30 16/11/2023 x-axis 03/05/2023 30 16/11/2023

03/05/2023 30 01/12/2023 x-axis 03/05/2023 30 01/12/2023
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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. 

 


