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However, the introduction of  vaccines 
in November 2020 can be consid-
ered as the key trigger for global 
equities’ strong ascent and record 
number of all-time highs in US eq-
uity indices over 2021. Even Trump 
supporters’ attempt to invade the 
capitol at the start of the new year 

did not prevent cyclical assets’ rise 
as the reflation trade continued to 
gain steam for most of the first half of 
the year. However, stubbornly high 
inflation figures started to darken the 
outlook and probably gave one or 
two sleepless nights to newly elected 
FED chairman Jerome Powell. 

It takes little for the  
stagflation narrative to  
take over when inflation  
is persistently sticky  
with less than average  
economic growth rates. 

In between Delta and Omicron lies a year rich with events in global financial 
markets. When each mutated coronavirus variant first made their appearance, 
markets initially reacted as they usually do when confronted with uncertainty: 
They sell off! 

A YEAR BETWEEN  
DELTA AND OMICRON!
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A YEAR BETWEEN  
DELTA AND OMICRON!

2021 further had its fair share of 
entertainment with frenzy stocks 
like Gamestop being pushed higher 
in elevator-like manner by a large 
number of short squeezers from 
the retail sector on online trading 
platforms such as Robinhood. This 
kept the appetite for stocks steady 
as new all-time highs were on the 
daily agenda. 2021 has been all 
about the ongoing recovery, both on 
Main-street as well as on Wallstreet. 

GDP figures for the first quarters in 
the US were just as impressive as the 
earnings growth rates witnessed in 
the US corporate sector. Now, with 
some indicators peaking and the 
transition from the early recovery 
into mid-cycle expansion, the «what’s 
next» question emerges more than 
ever. Coupled with central banks 
set to tighten financial conditions in 
2022, the investment outlook is set 
for a challenging environment ahead!

On the political agenda, 
2022 will be marked by 

presidential elections in both 
Italy and France. 

Current forecasts for the US mid-term 
results indicate a loss of seats for the 
Democrats, both in the house and the 
senate. Although the election is still 
11 months ahead, a loss in the mid-
terms is nothing unusual for the presi-
dent’s party following the first year 
of service. It comes without surprise 
that the Democrats pushed as hard 
as they could for the infrastructure 
spending bills to be passed through 
both chambers. Government spend-
ing in the field of the energy transition 
will continue to make the headlines in 
2022, in the US as well as in Europe.

2021 also brought back a 
phenomenon not seen in 
decades: inflation! 

Ongoing issues in supply chains, 
which were further amplified with 
local shutdowns in key Chinese 
ports due to new covid infections, 

made inflation the key scare of the 
past 12 months. The never-ending 
debate of inflation being of transi-
tory nature as opposed to «here-to-
stay» are frequent discussion points 
when meeting with our clients. 

It is generally agreed that 
inflation is predominantly 
driven by supply side issues 
and the inability to meet 
renewed demand from 
consumers, like in areas 
such as new car production 
or the chip shortage, which 
has propelled companies 
operating in that sector, to 
all-time highs. 

The rise in commodity prices like oil 
and gas further kept pressure on fu-
ture inflation expectations. We expect 
these pressures to hold going well 
into 2022 and even the beginning 
of 2023. Companies with little room 

2Y US Breakeven Rates vs 5Y/5Y US Inflation
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for price adjustments or with little 
space on their operational  
margins might have a hard time find-
ing shelter during next year. Com-
panies with high pricing power are 
more at ease to shrug off higher input 
costs coming from higher wages 
and higher energy prices. Protecting 
margins will be one of the main chal-
lenges in 2022, at least for sectors 
that cannot rely on strong growth.

Over the last 10 years, two 
out of three strategists would 
have predicted higher rates 
at the end of each year. 

2022 is probably no different, with 
the consensus for the target 10Y trea-
sury yield to grind back to its 2021 
highs of close to 1.80%. But inevitably 
if there is one asset class where fore-
casts have been consistently wrong, it 
would be the rate forecast. Hence, we 
refrain from phrasing a target rate at 
the end of 2022 for the 10Y treasury, 
but we do predict another highly vola-
tile core rate regime with most pres-
sure to be expected on the short-term 
segment of the yield curve. It feels as 
if Jerome Powell had been hiding his 
cards until his nomination for another 
term was officially announced. More 
than a few were caught on the wrong 
foot by Powell’s hawkish comments 
during the first week of December 
saying that a) inflation might not be 
that transitory and b) the committee 
will discuss accelerating the timetable 
for the tapering of the monthly bond 
purchases sooner than initially  

communicated by June 2022.  
This represents an astonishing  
U-turn from the previous speeches 
and did catch the overall market  
by surprise. Either Jerome Powell  
saw a  window of opportunity as the  
market was ahead of the FED in 
terms of expected rate hikes in 2022, 
or inflation finally started taunting 
some of the FOMC members. 

We expect this wait-and-see 
strategy to continue into 
2022, with the FED trying  
to prepare the market for  
the first rate hike just as  
delicately as they have done 
so with the asset tapering.

However, this scenario is only war-
ranted with continuing solid figures 
on the US economic recovery, but 
above all, inflation numbers gradually 
normalizing. The FED can tolerate 
short-term inflation indications such as 
the 2Y, 3Y break-evens staying con-
siderably higher than the long term 
2% average. But if the 5Y5Y (graph of 
rates) forward break-even indicator 
starts to take off, the FED will have no 
choice but to start raising rates with 
much lesser petting of the market. 
Such a sudden repricing of the short-
term interest rates typically takes 
place within the context of a bear 
flattening and represents the big-
gest risk for global equities in 2022. 
But even without the pressure 
 coming from higher inflation ex-
pectations, global rates should 

continue their normalization 
process and at some point, re-
turn to pre-covid levels, if not in 
2022 as expected, it would be 
the new objective for 2023. 

Within this context of higher global 
rates as long as the mid-cycle transi-
tion is coupled with above potential 
growth and solid corporate earnings, 
we prefer to stay on the sideline 
and underweight this segment in 
our portfolios, especially on devel-
oped nation’s rates. When rates 
are low, or even negative in the 
case of EUR or CHF, the downside 
protection factor is rather limited in 
case of sudden flight to safety. We 
reiterate our preference for Chinese 
governments bonds, with an attrac-
tive risk-reward profile. Investments 
with floating rate components, such 
as FRNs, CLOs, or insurance-linked 
securities that would benefit from 
higher rates, stay on top of our list.

Returns from equity markets will 
reflect this growth that is lower 
than what was observed during 
the early stage of the recovery. 
Equities are still expected to have 
positive returns in a mid-cycle 
environment unless the transi-
tion into late cycle happens very 
abruptly and rather unexpectedly. 

We do expect overall posi-
tive returns from equities  
in 2022, albeit much lower 
than 2021, coupled with  
a higher volatility regime.

R E V I E W  A N D  O U T L O O K
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Especially so in relative terms, as 
European equities trade at a record 
low valuation vs. both US stocks and 
real bund yields–Europe tends to 
outperform in periods of rising yields. 

We expect another year of 
strong GDP growth next  
year and earnings to grow  
at high single digits. 

A weaker Euro also creates a 
tailwind for European  exporters. 
This undermines our over-
weight stance to the region.

We remain underweight regard-
ing emerging markets. Valuations 
start to look appealing, but too 
many headwinds prevent us from 
 getting more constructive, the 
largest being a stronger US Dollar, 
lower vaccine rollouts, tightening 

MORE UPSIDE  
MORE VOLATILITY

Investing in an environment of rising rates is not simple.  
With all likelihood, it will shrink the value of numerous high-growth yet unprofitable 
companies that have been bid-up in the zero-rate environment. 

Being disruptors or not. Many of 
these businesses evolve in the tech-
nology space and find their roots in 
the US, which is well known for being 
a fertile ground for start-ups. More 
mature mega-cap tech companies 
have grown to multi-trillion giants and 
represent a large and on a regional 
level huge part of the market. 

Overall, we see an important 
portion of the US market 
coming under temporary 
pressure in a higher rate 
environment. 

Despite the still healthy growth, 
this drives us to stick to our neutral 
positioning for North America.

European market valuations have 
derated all along 2021, ending 
up looking reasonable as of now. 

in financial conditions, an escala-
tion of tensions between the US 
and China as well as a slowdown 
in economic activity in the latter.

Nevertheless, we expect a 
year where stock picking  
will prevail over country or  
sector selection, as the rise 
in inflation will probably  
increase stock dispersion. 

We will focus on companies with 
high pricing power and a domi-
nant position in their respective 
markets, with high profit mar-
gins, strong balance sheets and 
an excellent management. 

Sector-wise, we keep a barbell 
strategy with cyclicals and defen-
sive picks like Financials, Energy 
and Healthcare on overweight.
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SLOWING THE FALL, 
A CASE FOR  
ALTERNATIVES

Alternative investments have long failed to attract the favors of investors.  
Whether they were still scarred by the Global Financial Crisis and its lot of side  
pockets and gates, pushed away from the asset class by regulation, or simply  
too busy surfing the unprecedented bull wave of the past decade, investment  
professionals have shied away from the asset class.

But the alternative investments  
of today have little in common with 
those of times past. Transparency, 
reasonable fees, better liquidity,  
and regulatory oversight have  
been implemented across the board  
to bring back the respectability  
once lost.

Today, the Hedge Fund industry 
surpasses $4trn in assets, mainly 
driven by institutional investors, nota-
bly pension funds and endowments 
looking to compensate the lack 
of options offered by fixed income 
instrument, while still demonstrating 
sound asset-liability management. 

Where do valuations go from here?
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And it is time private 
investors grabbed  
their seat at the table.

Knowing what will drive this bull 
market to a halt is a tough predic-
tion to make but geopolitical risk, 
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As of December 14, 2021, 2pm

EQUITIES LAST PRICE YTD %

S&P500 4709.85 25.39 

Eurotoxx 600 478.02 19.80 

Nikkei 29066.32 5.91 

China A shares 3851.90 5.81 

Brazil 107431.20 -9.73 

India Nifty 17248.40 23.36 

Russia RTSI$ 1603.63 15.58 

MSCI World Local 2425.62 20.68 

MSCI EM Local 69 489.5500 -3.07 

SMI Index 12779.19 19.39 

FIXED INCOME LAST PRICE YTD %

US Govt 438.23 -2.30

EU Govt 258.19 -1.64

US IG Corp 3511.81 -1.37

US HY Corp 2440.74 4.39

EU IG Corp 155.26 -0.40

EU HY Corp 436.88 3.97

CURRENCIES LAST PRICE YTD %

Dollar Index 95.9830 6.72 

Euro 1.1332 -7.24 

GBP 1.3353 -2.32 

Yen 114.1500 -9.55 

AUD 0.7211 -6.28 

CHF 0.9224 -4.03 

Brazil Real (BRL) 5.6828 -8.61 

Turkish Lira (TRY) 15.4886 -51.96 

India Rupee (INR) 76.0950 -3.98 

China Yuan (CNY) 6.3678 2.50 

JPM EM FX 51.5560 -11.03 

COMMODITIES LAST PRICE YTD %

Crude Oil 71.12 46.58 

Natural Gas 3.91 53.96 

Gold 1783.40 -5.89 

Silver 22.21 -15.91 

Copper 430.20 22.25 

RICI Global 3080.05 35.95 

RICI Agriculture 1159.52 30.89 

RICI Energy 329.96 56.31 

RICI Basic Metals 1745.13 30.90

RICI Precious Metals 2160.27 -11.91 

new covid variants, record levels 
of government debt, inflation, and 
central bank policy mistakes all mean 
that a storm could be  brewing, and 
investors need to be ready. There is 
an unprecedented amount of specu-
lation built into markets while private 
investors have been cornered into a 
lack of diversification rarely seen in 
the past. No one can blame them, as 
even the most astute investors found 
themselves forced to close other-
wise well thought out shorts–nota-
bly Michael Burry who successfully 
predicted the US CDO crisis and was 
forced to close his short on Tesla.

So, what is there left to do? 
We believe that alternative 
investments may be part  
of the answer. They typically 
benefit from dispersion and 
provide better opportunities 
for short and long positions, 
and volatility can be very 
supportive of strategies that 
structurally have a high  
vega (implied volatility), such 
as convertible arbitrage. 

Considering the current elevated 
valuations observed in the market, 
especially in the smaller high growth 
and low earnings segment, coupled 
with unprecedented amounts of 
balance sheet cash, a normaliza-
tion could lead to a new round 
of consolidations and a boom in 
M&A activity. This could be very 
supportive of merger arbitrage 
and event driven strategies. Ulti-
mately, alternative strategies offer 
a diversification proposition away 
from traditional asset classes. Not 
just diversification by asset class, 
but real diversification based on 
underlying performance drivers.

This year, the index for  
equity long/short hedge 
funds returned 9.8%, vs.  
17.3% for the MSCI World. 

Far from a strong sales argument, 
although one could expect an  
inversion of these figures in a more 
discerning environment. However, 
the average balanced EUR port folio 
returned 7.5%, with a volatility  
of around 5%, while the HFRI Fund of 
Funds Composite Index delivered  
a slightly lower 6% with a volatility of 
less than 1.5%!! Much more compelling 
and a testament to the diversification 
that can be achieved by increasing 
exposure to alternative strategies.
Furthermore, new segments  
have become available to private 
investors, notably private debt. 

Shadow banking and  
bespoke structures have 
grown dramatically over  
the past five years offering 
uncorrelated, resilient  
and high yielding oppor-
tunities historically  
reserved to large players. 

Bridge financing, factoring, market-
place lending and asset-backed 
financing opportunities can now 
be accessed through regulated, 
relatively liquid structures. They 
require thorough due diligence 
and particular attention to the qual-
ity of underlying assets but are 
worthy of every consideration.

Considering the current en-
vironment, risk assets have 
provided investors with more 
than their share of excess 
return and reinvesting some 
of those returns into diversi-
fying strategies could prove 
to be the winning strategy  
in 2022. 

Supportive of this argument, there 
has been an increase in demand for 
alternatives that have demonstrated 
little sensitivity to risk assets over the 
past months, a dynamic that should 
perdure in the new year to come. 
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