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2021 was another positive year for risk assets

2021 was less stressful for investors than 2020, but it 

was an eventful year, nevertheless. Markets proved to 

be resilient, overall, and trends were quite entrenched. 

The different asset classes behaved mostly as we 

had expected, with equity markets moving higher, 

credit spreads tightening, and bond yields rising. The 

appreciation of the US dollar was more of a surprise, 

as was the severe underperformance of emerging 

markets, in large part due to heavy-handed regulatory 

interventions in China and political issues in Latin 

America.

The growth of corporate earnings was even stronger 

than forecasted. This growth drove equity prices 

much higher in developed markets, accompanied by 

a compression of valuations. As in 2020, rotations 

between investment styles and sectors were much in 

evidence, with the initial outperformance of value stocks 

being gradually clawed back. The above-average gains 

of the US mega-caps was also striking, making it difficult 

for active managers to beat the returns of indexes.

Central banks are facing serious challenges

Central bankers will be put to the test in the year 

ahead. They will need to find the right balance between 

their fight against inflation pressures, which they have 

underestimated, and the risk of withdrawing liquidity too 

quickly. Their task will not be made easier in view of the 

unpredictable evolution of the pandemic. The Federal 

Reserve has been more forthright than the European 

Central Bank in regard of its plan to unwind its asset 

purchase program and to raise interest rates thereafter. 

Following the projected end of its tapering in March, the 

Fed will then have to decide when to start hiking the 

fed fund rate. Current expectations are for this rate to 

be raised three times by 0.25% in 2022 from the current 

target rate of 0%-0.25%. The Fed’s communication has 

contributed to contain market volatility, at least so far, 

but a policy mistake could easily derail the prevailing 

positive market sentiment and trigger a correction of 

asset prices.         

Markets are likely to look beyond the threat of new 

COVID-19 variants

The global economy is projected to grow 4.9 percent in 

2022, according to the IMF, a growth rate which remains 

above average as the recovery continues. Recurring 

coronavirus outbreaks have created stop-and-start 

economies and governments worldwide will be hoping 

for a smoother recovery in the year ahead. This would 

contribute to resolve some of the ongoing supply chain 

bottlenecks. Each time new COVID-19 variants were 

found, capital markets recovered very quickly from brief 

periods of higher volatility. This behaviour of markets 

should persist, especially if new strains were to prove 

increasingly less virulent, as is the case with Omicron.    

We still favour equities despite their smaller 

appreciation potential

We expect equities to be the main contributors to the 

performance of portfolios in the year ahead. Global 

earnings are forecasted to grow by 10% to 15% and 

they will be the main driver for the equity asset class as 

valuations are not expected to expand from the current 

levels. We anticipate more modest returns for the 

portfolios in 2022. Equities are unlikely to match their 

performances of 2021, whereas the environment will 

remain challenging for fixed income assets as key central 

banks tighten their policies to fight against elevated 

inflation pressures.

EXECUTIVE SUMMARY
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2021: REVIEW OF OUR INVESTMENT THEMES

The different asset classes behaved mostly as expected  

When revisiting our 2021 capital markets’ forecasts, 

we can conclude thankfully that the different asset 

classes behaved mostly as we had expected. Our 

upbeat outlook about the prospects for positive 

portfolio returns was matched by the effective gains 

produced throughout the year. To get it out of the way, 

we got it wrong on the US dollar and our underweight 

positioning represented an opportunity cost. Our fixed-

income allocation, however, worked well overall. The 

portfolios’ exposure to sovereign debt and investment 

grade bonds, which ended with negative yearly returns, 

remained very underweight, and our preference for high 

yield credit, senior secured loans and emerging market 

debt contributed to the portfolios’ performance. Our low 

duration exposure was also appropriate, as the yields 

of the safest bonds have risen. The strong recovery of 

corporate earnings drove equities higher, even if their 

valuations compressed, as fully expected. Following 

a very strong start to 2021, value stocks faded away 

and we were happy to hold a well-diversified exposure 

to equities. Chinese and emerging market equities 

disappointed but frontier markets produced a stellar 

return. European small caps also performed very well, 

to the contrary of US ones. It was also a satisfaction to 

observe that many active managers across different 

asset classes, strategies and regions continued to 

outperform their benchmarks.  

Hedge funds were positive contributors towards the 

performance of portfolios, and they also provided good 

diversification due to low correlation levels. In view of 

the challenges facing fixed income assets, our exposure 

to hedge funds has increased during the past year and 

will likely increase further in the year ahead.

Emerging market equities have proved to be a 

disappointment

The performance of emerging markets’ assets has been 

disappointing and did not match our expectations. Many 

negative factors affected the economies of emerging 

countries in 2021, including slow vaccination rates, the 

disruption of manufacturing sectors due to the spread of 

COVID-19, the impact of China’s unexpected regulatory 

action and concerns over its property sector. The sell-off 

of Chinese equities heavily impacted the performance 

of emerging markets’ indices in view of China’s outsize 

representation as well as its impact on the whole Asian 

region. Latin American equity markets also performed 

poorly overall, with many countries’ equity indices 

recording negative returns for the year, in part due to 

political issues.                    

The well diversified portfolios were able to cope with 

frequent market rotations

As in 2020, significant rotations within equity markets 

across regions, styles, sectors, and market capitalisation 

sizes were frequently observed during the past year. 

The outperformance of European equities over US ones, 

led by more cyclical sectors, lasted until June only. The 

Chinese equity market got off to a strong start until the 

middle of February before the crackdown of internet-

related sectors dragged the market much lower for the 

rest of the year. Other numerous examples could be 

used to show that these rotations took place often, that 

they could be very sudden and, at times, quite violent. 

This largely explains why our equity allocation is well 

diversified and likely to remain so for the time being.
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A stuttering recovery of the global economy   

As fully expected, the global economy rebounded 

strongly in 2021. Following last year’s extreme 

economic contraction, major institutions project that 

2021 global GDP will have grown between 5.5% to 6%, 

the fastest growth rate since 1973. This rate has been 

trimmed recently, however, as industrial production has 

continuously been disrupted by supply chain bottlenecks 

due to the rapid outbreaks of COVID-19 variants. This 

means that a strong recovery in global aggregate 

demand has not been matched by an equal recovery of 

supply. An uneven access to vaccines has also prevented  

 

the economic rebound from being more synchronized. 

More than a year after vaccines were initially announced, 

the differences in the recovery of countries is striking and 

reflect their policy mix, national health conditions, and 

sector composition. Another issue has been the shortage 

of labour in some sectors, with a range of reasons cited 

for why many people no longer want to return to their 

previous jobs. All this means that even if the economy 

continues to recover, its revival is unbalanced and 

affected by structural changes.

2021: ECONOMIC AND POLITICAL DEVELOPMENTS 

Source: Flightradar24
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Who would have thought that two years later the 

pandemic would still be wreaking so much havoc across 

the globe? A lot of hope had followed the late-2020 

announcements of several vaccines to protect against 

the virus. Unfortunately, vaccination rates are still very 

disparate across the continents and remain too low 

overall to ensure herd immunity and prevent mutations. 

The fast spreading of the latest variant, Omicron, has 

incited some governments to reimpose new restrictions, 

including lockdowns and the closure of borders. Even if 

the current measures will not have the same damaging 

impact on the economy as in 2020, they could still 

hurt certain industries and the confidence levels of 

businesses and households. As an example of how the 

economy fared in 2021, the chart above shows that the 

total number of flights recovered well but remained 

below 2019 levels, nevertheless, without taking into 

consideration occupancy rates. This illustrates the fact 

that the global economy has continued to be much 

affected by pandemic-related issues throughout the past 

year, including disruptions in the transportation, service, 

and manufacturing industries, resulting in a supply chain 

crisis and much higher commodity prices. For many 

countries most reliant on foreign tourism, the recovery 

has been very slow. Despite recent improvements, uneven 

vaccination rates around the world and new COVID-19 

strains are likely to continue impacting this fragile 

recovery.

Economic activity continues to be disrupted by the pandemic
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The chart above shows that suppliers’ delivery times 

have hit record highs since late 2020, both in Europe and 

the United States (a lower index reading reflects longer 

delivery times).

One of the consequences of the lockdowns imposed 

in 2020 was a change of spending patterns. Massive 

fiscal support packages in the advanced economies 

helped households to maintain their disposable income 

during the pandemic. The spending on services such as 

transportation, travel, restaurants, gyms, and leisure, came 

to a screeching halt as many of these services were no 

longer available. Instead, people spent more on a range of 

durable goods, including electronic products, furnishing, 

recreational goods and vehicles. Supply for these goods 

has not been able to match demand due to the closures 

of factories across some of the biggest manufacturing 

countries, the congestion of logistic networks, and the 

constraints on capacity in the face of sudden increases 

of demand. Production capacity and delivery times have 

also been impacted by labour shortages. The shortage 

of semiconductors, for example, forced automakers 

across the globe to halt their production lines at times. 

The disruptions in the global supply chains have been 

one of the main reasons for the spike of inflation and the 

slowdown of GDP growth in the third quarter. It is widely 

accepted that it will take time for these disruption issues to 

be resolved, especially if the Omicron variant were to have 

a lasting impact on production capacities.

Supply bottlenecks have prevented strong demand from being fulfilled

Suppliers’ delivery times in the United States and European Union
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Source: IHS Markit.
Note: PMI=Purchasing Managers’ Index. Readings above 50 indicate faster delivery times,
readings at 50 signal no change, and readings below 50 indicate slower. Source: IMF

Inflation has surpassed all expectations   

Inflation has been one of the hottest topics for the 

financial markets in 2021, with much debate on whether 

it would prove to be only transitory or more structural. 

The debate is still not over, even if major central banks 

have backtracked recently from their longstanding 

“transitory” stance. Inflation data have surpassed 

consensus forecasts, by far, and price pressures do 

appear as being more entrenched. In the US, consumer 

prices accelerated to nearly 7% in November compared 

with a year earlier, their fastest pace since 1982. In 

the Eurozone, inflation numbers have also surpassed 

expectations and reached 4.9% in November, with 

Germany even registering a 6% rise of prices. Part of 

this inflation spike was due to steep price increases that 

immediately followed the COVID-19 lockdowns, and 

these base effects will automatically fade. However, the 

path of price pressures due to supply chain issues is 

more difficult to predict, especially with more disruption 

risks due to the fast spreading of the Omicron strain at 

the time of writing.
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Inflation levels are at multi-decade highs

The hawkish pivot of the Federal Reserve

The chart shows that inflation data has continued to 

accelerate. In the US, inflation has accelerated to its 

fastest pace in 40 years and has been well above market 

expectations. In Europe, inflation is also well above its long-

term average. Whereas the ECB has remained steadfast in 

its commitment not to start raising interest rates in 2022, 

the Federal Reserve has already started to transition away 

from its most accommodative stance to fight inflation.

During the last quarter of 2021, the Federal Reserve turned 

more hawkish as price pressures continued to build up in 

the economy. After starting to taper its purchase program 

in November by $15 billion a month, the pace of tapering 

was then doubled at the early December FOMC meeting. 

This means that tapering should now end in March 2022, 

leaving more leeway for the Fed to raise interest rates 

thereafter. 

The Federal Reserve’s so-called dot plot, which the U.S. 

central bank uses to signal its outlook for the path of 

interest rates, shows officials expect to raise the fed fund 

rate three times both in 2022 and in 2023 by 0.25% each 

time, based on median projections. These projections 

compare to previous expectations in September for only 

one rate hike in 2022 and three in 2023.
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It has been a dramatic year for investors in the Chinese 

capital markets. As shown above, the early-year rally 

of Chinese equities came to a brutal end in February 

as China’s government introduced the first of many 

new regulations across several industries. Key long-

term strategic goals included “Common Prosperity”, 

“National Security”, an orderly expansion of capital 

as well as sustainability and stability, focused on the 

decarbonization agenda and the regulation of financial 

services. Last year’s crackdown proved to be particularly 

hurtful for some sectors and for the country’s mega-

caps. The implementation of anti-monopoly, data 

security and industry-specific regulations will have 

long-lasting implications on the e-commerce, education, 

property, real estate management and healthcare 

sectors. For example, the listed education sector was 

effectively wiped out as it was made “not for profit”, 

basically making it un-investible. Despite the threat of 

more regulations, this year’s correction has thrown up 

opportunities and long-term prospects and valuations 

make the Chinese equity market an attractive one.      

The equity market was not the only Chinese asset 

class that had a torrid time in 2021. The Chinese high-

yield bond market started to plunge from September 

onwards due to Chinese real estate developers coming 

under severe pressure as they struggled to repay their 

debt. The slump of the housing market and new market 

regulations impacted highly leveraged real estate 

companies, including Evergrande, which has a total of 

$300 billion in liabilities. Fantasia, Kaisa, Sinic Holdings 

and Shimao Group are some other property developers 

that have been in financial distress with the value of 

their bonds collapsing. So far, this debt crisis has not 

had a major impact on global financial markets. The 

amount of money owed to creditors outside the country 

is relatively low and investors appear to believe that 

Chinese authorities will be able to limit the damage.

CONCLUSIONS 

The main conclusion that we can draw from last year’s 

economic and political developments is that the global 

economy has partially recovered but is still some 

distance from its pre-pandemic state. Vaccination 

efforts need to be sustained and vaccination rates 

boosted in the most vulnerable countries, with the hope 

that pandemic-related risks and restrictions gradually 

recede. The full resolution of supply chain disruptions 

cannot be expected before the second half of 2022 

and certain sectors must also find a way of dealing with 

labour shortages. Finally, central banks will have to tread 

carefully to simultaneously contain inflation pressures 

and support the ongoing economic recovery as they 

transition towards a less accommodative policy. 
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A tough year for China’s capital markets
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EQUITIES 

For most developed equity markets, the performances 

recorded in 2021 were above consensus expectations. An 

even more powerful rebound of earnings than forecasted 

was the main driver of this performance, especially as 

equity valuations compressed, quite significantly in some 

cases. Most companies managed to maintain their profit 

margins, despite cost pressures, and ongoing share 

buybacks were another supportive factor. The forward 

price-to-earnings ratio of global equities has effectively 

declined from around 20x at the end of 2020 to around 

17.5x a year later, with US equities now valued at 21.1 

times their next twelve months estimated earnings, 

compared to 22.7x a year ago. 12-month forward P/Es of 

European and Japanese equities dropped from 18.3x and 

18.8x to 16.1x and 14.4x, respectively. Following a strong 

start to the year, large cap value stocks gave up all their 

outperformance relative to growth ones, mainly because 

of the gradually fading reopening trade.                

2021 performances 

Even if 2021 was much less stressful for investors than 

2020, it was still an eventful year. A mob attack on 

the US Capitol, a trading frenzy of US shorted stocks, 

an early-year jump of bond yields, a spike of inflation, 

China’s heavy-handed regulatory interventions and 

property sector woes, a surge of power prices, and a 

Federal Reserve turning more hawkish were just some of 

the events that affected markets during the last twelve 

months. Markets proved to be resilient, overall, and 

trends tended to be quite entrenched; equity markets 

were largely positive, commodity prices rocketed, credit 

spreads tightened, short-term Treasury yields rose, and 

the US dollar appreciated during most of the year.                                                             

2021: THE FINANCIAL MARKETS

     End 2020 End 2021 2021 performance

EQUITIES

S&P 500   3756.1 4766.2 + 26.9%

Euro Stoxx 50   3552.6 4298.4 + 21.0%

MSCI EM   1291.3 1232.0 - 4.6%

YIELDS      

UST 10-year   0.92% 1.51% + 59bps 

Bund 10-year   - 0.57% - 0.18% + 39bps

BBB EU   0.44% 0.95% + 51bps

CURRENCIES      

EUR/USD   1.222 1.137 - 7.0%

USD/CHF   0.885 0.913 + 3.2%

GBP/USD   1.367 1.353 - 1.0%

USD/JPY   103.3 115.1 + 11.4%

EUR/CHF   1.081 1.038 - 4.0%

COMMODITIES      

CRB Index   167.8 232.4 + 38.5%

Oil, WTI   $ 48.5 $ 75.2 + 55.1%

Gold   $ 1898 $ 1829 - 3.6%
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As shown in the chart above, the S&P 500 Index 

outperformed the EuroStoxx 50 Index in 2021, largely 

thanks to the strong returns of some of the US mega-

caps. Alphabet, Microsoft, Tesla, and Apple were 

amongst the main contributors, with annual gains 

ranging from 31% to 63%. Until the middle of June, the 

more cyclical European equity market had been ahead 

of the US one, but it has lagged significantly since. 

Emerging market equities had a tough year, with China 

dragging down other Asian markets and Brazil, the 

largest South American market, also performing poorly, 

in large part due to political issues.           

Global equity markets got off to a shaky start in 2021 as 

10-year Treasury yields nearly doubled during the first 

quarter, from 0.9% to 1.74% at the end of March, and 

as US equity markets were hit by a bout of volatility 

triggered by retail investors. The ensuing retreat of 

bond yields and the acceleration of the vaccine rollout, 

on top of strong earnings’ reports, then contributed 

to a powerful run of the MSCI World Index until early 

September. Equity markets were then temporarily hit by 

rising inflation pressures, the more hawkish stance of the 

Federal Reserve, the collapse of the Chinese property 

group, Evergrande, as well as supply chain disruptions. 

The rally of equity markets resumed in October, with 

investors being reassured by solid corporate results 

despite rising costs. The end of the year has proven to 

be more volatile for equity markets. The news of a new 

COVID-19 variant, Omicron, and the more hawkish tone 

of Jerome Powell, the Fed’s chair, spooked investors 

towards the end of November. Even if markets have 

since rebounded, the level of uncertainty has risen and 

dented some of the market’s confidence, especially in 

view of increased pandemic-related restrictions.
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COMMODITIES 

CRB Index   

The Refinitiv/Core Commodity Index extended its 

rebound, which had started at the end of April 2020, and 

ended 2021 much higher, with the bulk of commodity 

prices appreciating considerably. Energy, industrial metals, 

lumber, soft commodities, and livestock all recorded 

strong gains, whereas precious metals depreciated. 

The cyclical recovery, pent-up demand and supply 

bottlenecks all contributed to the higher prices, as did 

significant base effects for some commodities, and for oil 

in particular. 

The past year has seen oil prices continue to rally and 

recover all the previous year’s losses. The rollout of 

vaccines and the gradual reopening of certain parts of 

the economy contributed to boost demand for oil while 

OPEC+ countries maintained their tight discipline in terms 

of production. The rally came to a halt in November, 

however, as oil prices recorded their biggest monthly fall 

since March 2020 as new lockdowns in Europe sparked 

demand concerns, at a time when supply was to gradually 

pick up. 
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Gold

2021 has been a volatile year for gold prices. They got off 

to a very poor start due to the rapid rise of US Treasury 

yields and the appreciation of the US dollar during the 

first quarter. After dropping by 11% to $1’685 per ounce 

in March from an end-2020 level of $1’898, gold prices 

then spiked up to $1’908 as bond yields retreated, the 

US dollar weakened, and signs of accelerating inflation 

appeared. Gold prices have since declined and been 

evolving in a trendless manner around the level of $1’800 

per ounce.              
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The chart shows the highly correlated behaviour of 10-

year Treasuries and Bunds for most of the year. The 10-

year spread between Treasuries and Bunds has largely 

remained within a 1.6% to 1.8% range, except for March, 

when trends diverged significantly. Despite marked 

differences between the Federal Reserve and the ECB 

in terms of policy normalisation, the 10-year spread has 

been little affected, in contrast to the 2-year spread 

which has widened considerably.

10-year U.S. and German government bond yields and spread
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Emerging Market Debt and U.S. High Yield spreads

High yield credit spreads tightened at a fast pace 

during the first half of 2021. They have since widened 

somewhat, especially during November when risk assets 

were challenged. As in the case of other emerging 

markets’ assets, EM debt has struggled because of dollar 

appreciation, woes in the Chinese property sector and 

political tensions.

US HY debt spread over UST
EM debt spread over UST
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DEBT INSTRUMENTS 

Government bond yields trended much higher during the 

first quarter, with those of US Treasuries leading the way, 

as markets priced in higher levels of US federal spending 

and rising inflation expectations. 10-year Treasury yields 

thus climbed from an end-2020 level of 0.91% to 1.74% at 

the end of March. A similar trend was observed on Bunds, 

but to a lesser degree, as the ECB effectively stepped 

up the weekly pace of its emergency bond-buying 

programme to rein in the rise of Eurozone bond yields 

and to reassure investors of its ongoing support. During 

the summer, bond yields gradually declined, with those 

of 10-year Treasuries and Bunds dropping from 1.74% and     

- 0.11% to 1.17% and - 0.50%, respectively. Since then, yields 

have risen, but the most notorious trend has been the 

flattening of the US yield curve; its short end has moved 

higher in anticipation of Fed tapering and of interest rate 

hikes which should begin in 2022.
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The chart shows that the dollar index has trended 

higher for most of the year, largely because of rising 

US Treasury yields in view of a more hawkish Federal 

Reserve. Persistent inflation pressures have been the 

main reason for the Fed to finally decide that it needed 

to act. After starting to taper its assets purchase 

program in November, the US central bank announced at 

its December 14-15 meeting that it would accelerate its 

tapering. Projections also showed that FOMC members 

now expect three interest rate hikes in 2022, a big 

change compared to only a few months ago. In contrast, 

the ECB has remained much more dovish, with no rate 

hikes expected next year. This has largely explained the 

depreciation of the EUR/USD parity.      

CURRENCIES 

The main trend observed in the currency markets in 2021 

was the appreciation of the US dollar against most other 

currencies. In fact, the strength of the dollar means that it 

ended the year close to its end-2019 levels against major 

currencies such as the euro and the British pound. The 

Chinese Renminbi and the Taiwanese dollar were amongst 

some of the rare currencies that did appreciate against 

the greenback. The worst performers, within the major 

crosses, were the Japanese yen, the Swedish krona, the 

Brazilian real and the South Korean won. Despite the 

strong rally of commodities, the currencies of producing 

countries depreciated, as did most emerging markets’ ones. 

The Turkish Lira made the headlines once again as higher 

inflation was fought by the unorthodox policy of cutting 

interest rates; from a starting rate of 7.4 liras per dollar, the 

USD/TRY parity briefly tripled before ending 2021 at 13.3 liras 

per dollar.
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Debt instruments’ market performance in 2021 (USD)

 World Government Bond Index  - 2.1% 

 US Credit AAA  - 1.5% 

 US Credit BBB/BB  + 1.9% 

 Global Emerging Market Sovereign  - 2.8% 

 US High Yield  + 5.4% 
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HFRX Global Hedge Fund Index

HFRX Global Hedge Fund Index
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 HFRX Global Hedge Fund Index  + 3.7% 

 HFRX RV FI Convertible Arbitrage Index  + 3.6% 

 HFRX Multi-Emerging Markets Index  + 2.7%* 

 HFRX RV FI Corporate Index  + 3.4%* 

 HFRX Equity Hedge Index  + 12.1%

 HFRX Macro Multi-Strategy Index  + 7.4%* 

 HFRX Event Driven Index  + 0.5% 

 HFRX Equity Hedge Short Bias Index  - 8.4%* 

 HFRX Macro Systematic Diversified CTA Index  - 0.7% 

 

Hedge Fund strategies’ performances in 2021 (*end November)

HEDGE FUNDS 

The market conditions for hedge funds have continued to 

improve in 2021. Investors have increasingly been turning to 

hedge funds to diversify their portfolios and been relying less 

on fixed-income assets for this purpose. The threat of inflation 

also explains why hedge funds have been more in demand 

throughout the past year as safe fixed-income assets remain at 

risk of losing money, as was the case in 2021. A normalisation 

of monetary policies and extended valuations on many assets 

are other reasons that have boosted the appeal of alternative 

strategies. Hedge fund performance, at a global index level, has 

been solid and led by long biased equities, whereas systematic 

CTA funds have produced lower returns. 

According to Preqin data, global hedge funds are poised to 

achieve positive inflows for the first time in three years. Strong 

returns and an investor shift to alternative assets, especially 

because of challenging conditions for fixed income assets, are the 

main drivers of these inflows. Preqin data shows that hedge funds 

have attracted a total of $41 billion in the first three quarters of the 

year, compared to outflows of $97 billion and $45 billion in 2019 

and 2020, respectively. The global hedge fund industry’s overall 

assets under management have grown to a record of more than 

$4 trillion this year.
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The chart above shows that PMI Indexes remain in 

expansion territory (readings above 50) even if the 

Chinese Caixin Manufacturing index has been gyrating 

around the neutral level of 50 recently. One can observe 

that manufacturing activity has been solid both in the US 

and the Eurozone. For the services sector, the index has 

been trending lower in the Eurozone since the summer, 

whereas the US Non-Manufacturing PMI has just dropped 

in December after reaching the fastest pace of expansion 

in the services sector since the series began in 1997.

The global economic outlook remains highly uncertain 

even if global GDP growth in 2022 should remain above 

long-term trend. The recovery has been very uneven 

across the regions, largely because of large disparities in 

vaccine access and in policy support. In the near term, it 

is difficult to envisage that this divergence in economic 

prospects will change significantly anytime soon. The 

pandemic has continued to have a major impact on 

economic activity, and it is most likely that it will be no 

different in the year ahead, unfortunately, even if there are 

signs that the virus could become less virulent. The latest 

developments due to the Omicron variant show, however, 

that governments are still struggling to keep their 

economies fully open and to protect their health care 

systems. The low vaccination rates in many regions mean 

that these will remain breeding grounds for new strains 

of the virus and, even in the more benign scenarios, 

coronavirus outbreaks could continue to restrict mobility 

and production capacity. This also means that it is 

impossible to predict how quickly inflation pressures will 

recede and when the disruptions to the supply chains will 

be fully resolved.        

The World Bank and the IMF estimate that global GDP 

will climb by 4.3% and 4.9%, respectively, in 2022. From 

a regional perspective, the consensus anticipates GDP 

growth of around 4% in the US, 5% in China and 4% in the 

Eurozone. In the current highly uncertain environment, 

these forecasts could end up being well off the mark, 

both on the upside and the downside. Many headwinds, 

including supply shortages and inflation pressures, are 

expected to gradually ease. A faster pace of vaccine 

rollout in emerging and developing economies is to be 

hoped for and would contribute to some catch-up of their 

lagging economies.
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2022: ECONOMIC OUTLOOK

Leading indicators: Purchasing Manager Indexes

Global GDP growth should remain above long-term trend in 2022
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Supply constraints should gradually decrease

The threat of persistent elevated inflation

One of the key topics in 2021 has been the disruption 

of supply chains. Stress in the supply chain was already 

apparent before the pandemic as trade tensions between 

the US and China had escalated under Trump’s presidency. 

With the arrival of COVID-19, weaknesses in the “just-

in-time” supply chains were brutally exposed, at a time 

when demand for a wide range of goods exploded thanks 

to generous fiscal policies. Apart from the recurrent 

shutdowns of factories due to virus outbreaks, dislocations 

were also observed in the container market, shipping 

routes, ports, air cargo, trucking lines and railways. The 

situation is showing signs of improvement with finished 

goods’ inventories starting to rise, shipping costs easing 

and backlogs in ports being off their peaks. There are 

also signs that capacity in container shipping and ports is 

increasing. 

Inflation has been the other hot economic topic the past 

year as consumer prices have surpassed expectations 

by a wide margin to reach multi-decade highs. Several 

special factors have pushed inflation rates up, including 

rising commodity prices, high transport costs, and supply 

bottlenecks. In addition, there was the base effect of the 

extraordinary low oil prices during most of 2020 and 

the spike of energy prices in the autumn of 2021. Rising 

wages and labour shortages have also contributed to push 

prices higher. Many of these special and base effects will 

gradually fade out in the months ahead even if it is difficult 

to predict when supply bottlenecks will be resolved. 

However, inflation rates are unlikely to fall all the way back 

to pre-pandemic levels. The tightness of labour markets, 

especially in the US, should result in wage inflation as 

businesses struggle to retain and attract staff. This should 

be less of an issue in the Eurozone where labour markets 

are less flexible. It also probably explains why the European 

Central Bank is showing less urgency to tighten its 

monetary policy than the Federal Reserve and the Bank of 

England.

The chart shows that shipping costs appear to have 

peaked. In 2022, capacity constraints and labor shortages 

should also ease, taking some of the pressure off supply 

chains and delivery times. However, many businesses 

believe that there’s unlikely to be a swift relief from 

supply chain disruptions and that constraints will hinder 

production until the second half of 2022.
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Shipping costs appear to have peaked
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Even if the global trend points to an unwinding of 

generous stimulus measures, the likelihood of additional 

fiscal support in Europe, Japan, and the United States, 

combined with the spending of pent-up savings by 

consumers and businesses, should support global 

growth prospects for 2022. 

In the eurozone, the fiscal policy will remain 

expansionary amid more cooperation. The resistance 

of the stronger countries to further integration is 

diminishing and the strict fiscal rules of the Stability 

and Growth Pact have been suspended for 2022. 

The pro-European coalition in Germany should be 

more flexible in terms of budget rules and more open 

to support for countries of Southern Europe. Also, 

other national governments appear committed to 

implementing the reforms linked to the release of 

European money from the recovery fund. As an 

example, Italy will receive a total of €191.5 billion from 

the €750 billion fund between now and 2026, with a 

substantial part to be paid out in 2022.  

Under the leadership of the new Prime Minister, Fumio 

Kishida, the Japanese economy will also benefit 

from additional fiscal support. The government has 

announced a ¥43.7tn ($383bn) stimulus package which 

includes generous cash handouts for households and 

help for struggling businesses, to boost the country’s 

lagging recovery from the pandemic. Finally, in the 

United States, Joe Biden is continuing to look for a way 

of passing the Build Back Better Act, a $1.75 trillion 

investment in social programs and climate policy. A 

failure to get the bill approved by the US Senate would 

be a major setback for Biden and the Democratic party 

ahead of the November 2022 mid-term elections.

Conclusions  

Consensus expectations are for the global economy 

to continue growing at a pace above its long-

term trend in 2022. This outlook is clouded by a 

significant level of uncertainty, however, due to the 

unpredictable path of the pandemic, as well as ongoing 

risks related to persistent inflation pressures and 

supply chain dislocations. Our base case scenario is 

constructive, nevertheless, and we are optimistic, but 

not overconfident, that the virus will have a lesser 

damaging impact on economic activity in the year 

ahead. 

We expect inflation pressures to gradually decline but 

would be surprised if inflation were to drop back to 

pre-pandemic rates, especially in the US and in the UK. 

Fading base effects are a given, but other factors are 

more difficult to predict, wage inflation being the main 

one. There have been a lot of structural changes in the 

labour markets, with shortages observed across several 

sectors, and it remains to be seen how easily these can 

be resolved, and at what cost.   

As always, political, and geopolitical risks are wild 

cards. Presidential and general elections in France and 

Brazil, as well as US mid-term elections in November 

could result in significant policy changes. The build-

up of Russian troops near the border with Ukraine, 

US-China tensions and Iran’s nuclear development are 

amongst the many threats that could trigger unrest in 

2022.

Fiscal action to be scaled down but will remain supportive 
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A more limited upside potential for portfolio returns    

From a starting point where most assets are richly valued, 

we are much more cautious than a year ago about 

the prospects for financial markets’ performances. We 

therefore anticipate more moderate positive portfolio 

returns in 2022. We expect equity markets to move higher 

and to contribute positively despite a slower growth of 

corporate earnings, and valuations being very unlikely 

to expand. The contribution of the global fixed income 

asset class in the year ahead is likely to oscillate around 

low single digits depending on the movement of core 

bond yields. These expectations explain why we have 

been increasing our allocation to alternative strategies, 

which are much less reliant on the direction of markets to 

generate returns.             

Markets are facing rising levels of uncertainty 

The latest pandemic-related developments have thrown a 

spanner into the more optimistic scenarios and added to 

the rising levels of uncertainty faced by markets. Investors 

also appear to be struggling to draw definitive conclusions 

relative to the outcome of the latest FOMC meeting. 

What is certain is that markets will have to cope with 

some monetary tightening and reduced emergency fiscal 

tailwinds. Other unanswered questions relate to the clearing 

of disruptions to supply chains and to inflation pressures. All 

this to say that markets appear as being more fragile than 

a year ago. However, we remain of the opinion that markets 

will look beyond the shorter-term concerns related to 

Omicron and corporate results will support equity markets.                    

2022: FINANCIAL MARKETS’ OUTLOOK

DEBT INSTRUMENTS’ OUTLOOK 

Sovereign bonds are still an unattractive asset class 

Our outlook on core government bonds has not changed 

since last year, and they remain unattractive. In our base 

case scenario, we expect bond yields to rise in view of 

ongoing economic growth momentum, the unwinding 

of quantitative easing, and policy normalization. Even if 

the major central banks should proceed carefully, their 

policies are turning less accommodative. For portfolio 

construction purposes, some exposure to the most 

highly rated sovereign debt is unavoidable, but the risk/

reward of the asset class is unappealing. 

Corporate credit should continue to offer positive 

returns  

Our outlook on corporate credit remains positive, 

especially on high yield, even if its performance will be 

constrained by the current low spreads and the risk 

of rising core government bond yields. The ongoing 

search for positive yield, the favourable demand/supply 

balance, strong corporate fundamentals, and low default 

rates still provide support for high yield credit. In the 

current market conditions, senior loans should represent 

an attractive alternative.       

Opportunities in emerging market debt    

Emerging market debt has had a tough time recently, 

largely due to the Chinese property sector crisis, but 

this stress has also thrown up attractive opportunities. 

We consider that this market segment presents upside 

potential, and we remained exposed to a very active 

strategy.
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EQUITY OUTLOOK 

The performance of equities will largely rely on the 

growth of earnings       

As was already the case in 2021, the main support for 

higher equity prices in the quarters ahead should be 

provided by the ongoing growth of corporate earnings. 

Even with a difficult comparison to stellar earnings 

growth in 2021, analysts still expect global earnings 

to grow by around 10% in the year ahead. With share 

buybacks likely to increase from a record-high, capital 

expenditure, mergers and acquisitions, and dividends 

are other supportive factors for equity prices. There 

are of course risks to this constructive outlook, but our 

expectation is for the return of global equities to be 

in the low double-digits in our base case scenario. If 

confirmed, this would only add to the outstanding run of 

equities since the 2007-2008 Great Financial Crisis.                            

Valuations are likely to compress further 

From a long-term perspective, equity valuations are very 

high for certain parts of the market but are still quite 

attractive for others. We fully expect the ongoing trend 

for a gradual derating of valuations to be extended. 

This will have as an effect to temper the support 

provided by the anticipated growth of earnings in 2022.  

Europe, Japan, and emerging markets have derated 

quite significantly during the past year and appear as 

attractive from a valuation standpoint. That is one of the 

reasons why we still feel comfortable with our moderate 

overweight equity allocation.            

A more fragile environment for equity markets     

The latest developments relative to the Omicron variant 

and to central banks’ monetary policies have only added 

to the rising uncertainty that investors must confront 

at present. Inflation pressures and the disruption 

of supply chains are some of the other key issues 

currently weighing on markets and definitive answers 

are impossible to come by at this stage. This explains 

the recent hesitancy of equity markets and it will likely 

take some time before the horizon clears up. From a 

contrarian viewpoint, it also means that a favourable 

resolution of some of these issues would most likely then 

turn into a supportive factor for the markets.

ALTERNATIVES 

Hedge funds should play a larger part in the portfolios  

We are positive on the outlook for hedge funds and 

have been adding to the number of strategies in the 

portfolios. In view of the challenges faced by the 

most defensive fixed income assets, hedge funds will 

continue to play a growing part in terms of portfolio 

diversification. We have been focused on market neutral 

type strategies to reduce the beta of portfolios.             

Structured products to benefit from bouts of volatility  

In view of the challenge of finding investments that offer 

real diversification benefits for the portfolios, we will 

continue investing into a range of structured products. 

We will stick to our opportunistic approach as we 

continuously monitor market conditions to optimize the 

entry point for the different types of structures.
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CURRENCY OUTLOOK 

The US dollar likely to remain well bid   

We expect the US dollar to remain firm in 2022 as it 

will continue to be supported by the Federal Reserve’s 

monetary policy normalisation process. The end of the 

QE tapering programme has been brought forward by 

the FOMC, and it should then be followed by interest 

rate hikes. These are likely to push front-end yields 

higher and widen the interest rate differential further in 

favour of the dollar. Strong US growth dynamics and a 

less synchronized global growth could also benefit the 

dollar, even if the Fed’s hiking cycle could be derailed by 

a pronounced slowdown of emerging markets’ growth. 

Another risk for the USD is that the market positioning 

on the dollar has turned long over the last quarters, thus 

reducing some potential for additional buying of the 

greenback.          

The euro appears as unlikely to rebound in the short 

term

In view of the divergent monetary policies of the Federal 

Reserve and the ECB, there is a high probability that 

the euro will remain on the back foot at the beginning 

of 2022. The restrictive measures introduced by many 

European countries due to the fast spreading of the 

Omicron variant at the time of writing represent another 

factor that could weigh on the common currency. The 

slowdown of Chinese growth is also likely to have a 

greater effect on the euro than the USD due to the much 

higher level of Eurozone exports to China. Of course, the 

euro would benefit from a hawkish shift of ECB policy or 

if the Fed failed to match rate hike expectations.

The Swiss National Bank to continue capping Swiss 

franc appreciation

The Swiss franc has appreciated against the euro despite 

interventions by the Swiss National Bank. With a large 

current account surplus, low inflation dynamics and the 

prevailing weakness of the euro, the Swiss franc is likely to 

continue facing ongoing appreciation pressure in the near 

term. This means that the SNB is likely to maintain its active 

FX policy to prevent further appreciation of its currency.

GOLD OUTLOOK 

Gold to continue playing a strategic role         

Gold has lagged many other commodities in 2021, 

maybe due to investors’ belief that inflation would prove 

to be transitory and to concerns over nominal rate 

hikes. We continue to hold gold as a strategic asset, 

nevertheless. The need for portfolio diversification and 

a potential pick-up in demand for real assets should be 

supportive for gold prices, especially in a context where 

real interest rates are likely to remain negative. Gold is 

also a hedge against the more extreme risks.       

A more favourable environment for gold   

In contrast to many other assets, the starting point looks 

quite favourable for gold prices. Gold’s valuation is at an 

extreme low relative to broader commodity prices, it is a 

store of value which has historically acted as an inflation 

hedge, and there appears to be a shift of investor 

sentiment underway in view of the persistent inflation 

pressures.  
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2022: ASSET ALLOCATION  

CASH (2%) 

Our allocation to cash is underweight

The allocation to cash was reduced to underweight at 

the beginning of the year and has even been decreased 

a little more since then. The cash was deployed across 

equity and alternative strategies to further diversify 

return streams.

EQUITIES (55%)

The allocation to equities is overweight

The portfolios have an overweight allocation to equities. 

Our expectations for the performance of equities in 

the year ahead are lower than at the onset of 2021, and 

we would be happy to end 2022 with high single digit 

returns. The main reason for the equity overweight is 

due to valuations that remain more attractive relative 

to other asset classes. Overall, they have compressed 

during 2021 and are now closer to long-term averages 

for many regions. Equity returns will be primarily driven 

by higher earnings even if their pace of growth will 

logically decline in the quarters ahead. We have 

maintained a diversified portfolio allocation across 

regions, investment styles, sectors, themes, and market 

cap sizes.   

US small caps, emerging markets and Japanese 

equities offer catch-up potential 

It has not been a great year for all the portfolios’ equity 

strategies, and we would expect some of them to 

outperform next year. US growth small caps have had 

a tough time and now trade at a discount relative to 

DEBT INSTRUMENTS (27%)

Our allocation to fixed-income assets is underweight

From a year ago, our global fixed-income allocation 

has decreased from 36% to an underweight exposure 

of 27%. There have been some price effects, but this 

much lower allocation is largely due to the removal of 

several positions, including European high-yield credit, 

short duration bonds and the trimming of unconstrained 

bond funds. These trades were taken in consideration 

of historically low yields, tight spreads, and a rising 

duration risk. Our exposure to debt instruments includes 

high-yield credit in developed and emerging markets, 

convertible bonds, as well as European secured senior 

loans. Our exposure to investment grade bonds remains 

very underweight and includes corporate and sovereign 

debt as well as recently reduced unconstrained bond 

funds. The overall duration risk of the fixed-income 

allocation is low.  

A more challenging environment for credit and 

emerging market debt

We have reduced our exposure to high-yield bonds 

in view of lower return potential and more attractive 

opportunities elsewhere. High-yield corporate bonds 

should nevertheless continue to benefit from the search 

for positive yields, improving corporate fundamentals and 

good market technical conditions. From a starting point 

of lower yields, tighter spreads and rising duration risks, 

the upside appears limited, however. Emerging market 

corporate debt is another bond market segment that we 

like and remain exposed to. There again, the space must 

face several headwinds, but the recent market correction 

has thrown up opportunities. We are confident that the 

managers of the fund we are invested into will be able to 

continue delivering solid returns.
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COMMODITIES (0%) 

Our allocation to commodities is neutral

We do not hold any direct investments into commodities.   

ALTERNATIVES (13%)

The allocation to hedge funds is overweight 

Our allocation to hedge funds is now overweight. During 

the past year, we increased our allocation to this space by 

boosting our exposure to the Global Macro fund and by 

adding two new strategies: Event-Driven and Long/Short 

European Credit. The new additions can be considered 

as market neutral strategies in view of the low correlation 

to traditional assets. The Event-Driven is focused on M&A 

activity which is likely to remain very much in evidence. 

The L/S European credit strategy is split between 

corporate credit and financial credit and is implemented 

via a very flexible and opportunistic approach. In the 

current market environment, the hedge fund exposure 

must be seen as a kind of substitute for safer fixed 

income assets, and we are deliberately targeting lowly 

volatile funds for this purpose.                  

Structured products benefit from periods of higher 

volatility   

We remain opportunistic in our allocation to attractive 

structured products. Our focus has been to capture 

above-average levels of volatility and to target products 

offering income with a limited level of risk. We also look 

for solutions which offer some protection for the equity 

exposures.

GOLD (3%) 

Our allocation to gold is neutral            

We have a 3% exposure to gold. Even if gold has not been 

a positive contributor in 2021, it must be viewed primarily 

as a portfolio diversifier and a hedge against several risks, 

including inflation. Despite the tightening policy moves 

of key central banks, gold has held up well and should 

continue to benefit from an environment where real 

interest rates are likely to remain negative.

large caps, contrary to what is usually the case. Growth 

in the technology and healthcare sectors should also 

provide renewed support for this high-beta strategy. 

Emerging markets’ equities have underwhelmed in 2021 

and several headwinds should recede. Chinese monetary 

and fiscal policies should become less restrictive, and 

the worst impact of the regulatory crackdown appears 

to be over. Asian economies should also experience an 

economic and earnings recovery, with strong growth 

momentum for the technology hardware sector. Finally, 

we like Japanese equities due to their cheap valuations, 

their attractive earnings growth outlook, supportive 

monetary and fiscal policies, as well as ongoing 

shareholder-friendly corporate actions.
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FFG PORTFOLIO CONSTRUCTION 

The construction of an investment portfolio and the 

selection of its individual components are the result of a 

well-defined investment process. This process begins with 

the determination of the client’s risk profile, base currency, 

and the chosen investment strategy. This framework will 

then lead to the tactical positioning of the portfolio within 

strategic asset allocation ranges for each asset class. 

The choice of the base currency is of particular importance 

as it will affect the way the investment strategy is carried out; 

firstly, through the determination of the most appropriate 

level of hedging of currency exposures (if any) and then, by 

the selection of the best-suited underlying investments.     

The determination of the allocation to the different asset 

classes is the main driver of the portfolio’s performance and 

serves as the keystone around which the other investment 

decisions are taken. The role of your investment manager 

at the Forum Finance Group is to build portfolios based 

upon all the relevant information and through the selection 

of investment products from a pre-determined approved 

investment universe.

Each individual investment has a specific role to play, and 

the selection of any product is based on both its inherent 

features as well as its complementary properties within the 

portfolio. It is necessary to fully understand each investment 

product to be able to predict to a large extent its behaviour 

depending on different market scenarios and to better 

evaluate its purpose in relation to the other assets.

Therefore, the performance of any specific investment 

should not be measured against its peer group without 

taking into consideration the remainder of the portfolio. 

Typically, the portfolios’ risk budget will be spread across 

directional assets such as equities, commodities, and high-

yielding debt. The portion of the portfolios dedicated to 

the preservation of capital will be invested into assets less 

correlated to market trends, such as funds of hedge funds, 

highly rated bonds, and certain structured products.
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STRUCTURED PRODUCTS 

From our point of view, structured products provide an 

alternative way of investing into traditional asset classes 

such as equities, debt instruments and commodities. The 

different structures of these products vary considerably, and 

the selection of a specific structure is not only a function 

of the prevailing market conditions and the outlook for the 

underlying asset, but also a function of the capacity of the 

product to mitigate risk within the portfolio. 

Structured products are classified within the most relevant 

asset classes at any defined moment. This allows us to better 

analyse the overall levels of risk of each asset class than if 

structured products were classified separately. Structured 

products are, by nature, hybrid instruments and the evolution 

of their different components will determine whether it 

becomes necessary to reclassify any structured product into 

a different asset class.

HEDGE FUNDS 

The Forum Finance Group invests into Funds of Hedge 

Funds and, for the clients that have approved this asset class 

in their mandates, into Single Hedge Funds.

Funds of Hedge Funds offer diversification and low volatility, 

while Single Hedge Funds focus on specialist strategies with 

an emphasis on risk management. We consider Single Hedge 

Funds to be genuine alternatives to the traditional asset 

classes, providing access to outstanding fund managers and 

improving the risk-return profile of portfolios.  

Whereas Funds of Hedge Funds will continue to be classified 

as a separate asset class, most single manager hedge 

funds will be classified within the traditional asset classes, 

when applicable. Therefore, as an example, the allocation 

to equities will not only include the direct equity positions 

and the investments into equity funds but may also include 

strategies such as Long/Short equities or Event Driven 

equities.
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ASSET ALLOCATION GRID 2022

For our balanced accounts, we apply the following grid:  

ALLOCATION JANUARY 2022

SHORT-TERM DEPOSITS 0 – 20% 2%

DEBT INSTRUMENTS* 15 – 55% 27%

Investment grade bonds 5 – 45% 7%

EM & high-yield bonds 0 – 20% 10%

Specialist bonds 0 – 15% 10%

EQUITIES* 20 – 60% 55% 

Developed markets 15 – 50% 46%

Emerging markets 5 – 30% 9%

COMMODITIES 0 – 15% 3%

Physical gold 0 – 5% 3%

Other commodities 0 – 10% 0%

ALTERNATIVE INVESTMENTS 0 – 25% 13%

 Hedge funds 0 – 15% 13%

 Other 0 – 10% 0%

100%

* Includes Long-biased hedge funds and structured products

DISCLAIMER  

The Forum Finance Group S.A. (FFG) is authorised by FINMA as asset manager and registered with the SEC as investment 

adviser. Although every care has been taken by The Forum Finance Group S.A. (FFG) to ensure the accuracy of the 

information published, no warranty can be given in respect of the accuracy, reliability, up-to-datedness or completeness 

of this information. FFG disclaims, without limitation, all liability for any loss or damage of any kind, including any direct, 

indirect or consequential damages, which might be incurred through the use of this document. The entire content of 

this document is subject to copyright with all rights reserved. You may not reproduce (in whole or in part), transmit (by 

electronic means or otherwise), modify, or use for any public or commercial purpose this document without the prior 

written permission of FFG. Please go to www.ffgg.com for our full disclaimer.
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