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Little respite in a structural bear market

 

Source: Bloomberg 

 

Increasingly hawkish central banks and rising recession risk continued to undermine investor 
sentiment in June and bite more forcefully into asset pricing. We think markets will remain 
under pressure until we see clear evidence of inflation peaking and less hawkish central bank 
posturing.  

The S&P 500 experienced one of the most dramatic first half falls and has entered a 
pronounced bear market as investors anticipate that rising interest rates will push economies 
into recession. Analysts’ optimistic earnings estimates are now also being dismissed, given 
slowing economic growth and elevated input prices. Consequently, the imminent Q2 
earnings season will be important for corporate guidance and earnings estimate revisions. 
The bond market sell-off that took place after the Fed accelerated its tightening and the ECB 
signalled a more hawkish path ahead may well represent the high for yields this cycle, though 
volatile trading should be expected, as was seen following the surprising decision by the 
SNB to raise rates for the first time in 15 years.  

The worst seems to be over in China in terms of lockdowns, and economic indicators are 
improving. Supply chain issues are easing while the government is pushing for increased 
infrastructure investment and has targeted policy towards housing and consumption to 
support a rebound in activity. We expect a recovery in the second half of the year, but not 
enough to reach the official growth target rate of around 5.5% for the year. The Chinese 
equity market decoupled from global markets recently as the government relaxed lockdowns 
and provided fiscal stimulus, increasing the perception of its commitment to putting a floor 
under both markets and the economy. In LatAm, the significant tightening in monetary policy 
has still not been able to contain inflation expectations. Central banks have become even 
more hawkish, which leads us to expect high interest rates for longer. Bearish investor 
sentiment instigated a flight to quality, hitting equity markets sharply following strong relative 
performance, with the MSCI LatAm Index losing all of its gains year to date. We think that the 
recovery in infrastructure investment in China could help turn around the recent decline in 
commodity prices, providing support to the region's assets. However, we expect the equity 
market to remain volatile in the short term and regain its attractiveness only once global 
investor sentiment improves and local political uncertainty reduces. 

Overall, we believe it appropriate to look for selective opportunities as financial asset prices 
already reflect considerable pessimism and an imminent recession. However, an 
improvement in the inflation outlook and more pragmatic central banks are needed to take a 
more structural position in favour of risk assets. 

Market Assessment 

Key developments 

 The S&P 500 bounces after 
entering bear market territory, but 
without any structural change to 
its downward trend 

 Bond market volatility remains 
high as central banks continue to 
surprise with tighter policy 

 Investor pessimism increases as 
recession expectations jump 

Zurich’s view 

The equity market has bounced from 
a very oversold level, which had 
created an opportunity for investors. 
However, the high volatility and the 
structural downward trend are 
expected to remain until we see 
tangible signs that inflation has 
peaked and central banks shift to a 
less hawkish stance. 

Government bonds look attractive 
with yields reaching levels that seem 
too high considering the economic 
outlook. However, we believe 
volatility will remain elevated and 
while yields could overshoot to the 
upside, we see them peaking not far 
from current levels.  

Credit markets reflect the tightening 
financial conditions which reinforces 
our view of central banks' 
pragmatism once inflation peaks. 
Investment Grade credit seems to be 
pricing in a recession, especially in 
Europe, while High Yield markets 
have been more complacent and 
remain vulnerable to a downturn. 
Overall, we think a lot of bad news 
has already been priced in and credit 
markets should stabilize. 
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 Key developments Zurich’s view 

Global  Central banks make aggressive rate 
hikes to address inflation, sharply 
tightening financial conditions 

 Inflation remains elevated as energy 
and food prices rise further, but 
supply pressures ease while input 
prices stabilise 

 Slowing growth and assertive rate 
hikes highlight recession risk and 
lead government bond yields down 
from recent highs 

Central banks are hiking rates aggressively, triggering a further 
tightening in financial conditions, while sentiment remains weak. The 
Flash PMIs also show a downshift in growth in June, with soft new 
orders and services activity, particularly in the US and Europe. The 
slump in activity highlights the downward trajectory for growth, but not 
all is bad. Labour markets remain strong and excess savings are not 
yet depleted. Activity in China is rebounding, helping to lift activity 
across the region. Global supply pressures are easing, with declining 
delivery times and a tick lower in input price pressures. We therefore 
maintain our view that economic activity should remain resilient over 
coming quarters, though risk to growth is material. 

US  The Fed lifts rates by 75bps, the 
biggest step since 1994, indicating 
rising frustration at the pace of 
inflation 

 The S&P 500 enters bear market 
territory, falling 24% from peak to 
trough, before rebounding 

 Economic activity keeps expanding, 
but the pace has slowed markedly 

Despite its earlier guidance, the Fed accelerated its tightening path 
and lifted the fed funds target rate by 75bps to a range of 1.5% to 
1.75%, the largest step since 1994. While moving closer to the terminal 
rate the acceleration also points at some desperation on the part of 
the Fed. Although core inflation is showing signs of rolling over some 
components remain stubbornly high in the near term, keeping up the 
pressure on the Fed. More tightening is likely to come in the coming 
months, but we doubt that the Fed will be able and willing to move all 
the way to its projected rate of 3.75% given the rapid deterioration of 
some economic indicators. Meanwhile, the S&P 500 has entered bear 
market territory as tighter monetary policy and a weaker outlook weigh 
on investors’ minds. 

UK  Headline inflation ticks up to 9.1% 
YoY in May, the highest in more 
than four decades 

 The Bank of England lifts the Bank 
Rate to 1.25% despite a weaker 
economic outlook 

 Consumer sentiment falls to a 
record low as rising living costs 
weigh on consumers’ minds 

Headline CPI inflation ticked up to 9.1% YoY in May, the highest in 
more than four decades. While the recent fall in energy prices will help 
to mitigate the overall price pressure, inflation will remain far above the 
BoE’s target for the foreseeable future. The BoE reacted by lifting the 
Bank Rate by another 25bps to 1.25% with more tightening expected 
in the coming months. Rising living costs and a deteriorating 
economic outlook continue to weigh on households’ minds with 
consumer sentiment falling to a new record low in June. While 
business activity is expanding at a decent pace according to the latest 
set of PMIs, retail sales fell in May. The FTSE 100 is holding up 
relatively well given the volatility in markets though it has started to 
underperform given the recent fall in yields and energy prices. 

Eurozone  Inflation hits record highs on energy 
prices and rising core inflation, ECB 
to raise rates in July and September 

 Business surveys point to slowing 
growth in H2 while reduced gas 
supplies increase the chance of a 
recession this winter  

 Consumer confidence is extremely 
depressed, but record low 
unemployment should support 
spending 

The Eurozone’s economic resilience appears to be fading. The latest 
PMI data, while still consistent with growth, show a sharp fall in 
business confidence. Forward-looking indicators in the survey such as 
new orders, were particularly weak. In addition, consumer confidence 
remains at multi-year lows. For now, the labour market remains healthy 
while supply-chain blockages appear to be diminishing. However, the 
slowdown in growth momentum combined with the recent reduction in 
the supply of gas from Russia to Europe, increases recession risks 
around the turn of the year, especially if there is no resolution to the 
geopolitical crisis. Meanwhile, inflation continues to hit record highs 
and the ECB is planning to raise rates in July and in September as a 
result, bringing the era of negative policy rates to a close. 

Switzerland  The SNB hikes rates for the first 
time in 15 years, abandoning the 
view that the franc is highly valued 

 The hawkish policy shift 
strengthens our conviction that 
domestic inflation pressures are 
likely to remain benign 

 Economic activity is expected to be 
resilient despite a stronger franc, 
but downside risk has risen 

The SNB delivered a surprise 50bp rate hike in June, moving ahead of 
the planned ECB lift-off in July and abandoning its long-held view that 
the Swiss franc is highly valued. The reason for the hawkish shift 
appears to be a desire to reduce the risk of a sharp weakening of the 
franc and a surge in imported inflation, given aggressive policy 
tightening in the rest of the world. It is a change in regime that 
reinforces our view that domestic inflation pressures will remain 
benign in Switzerland. It also puts the SNB in a more challenging 
position should elevated economic and geopolitical risk materialise. 
We are leaving our growth outlook for Switzerland unchanged for now, 
but with a stronger franc and a weaker external backdrop the risk to 
growth has tilted to the downside. 
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 Key developments Zurich’s view 

Japan  The manufacturing sector is still 
suffering from supply chain 
bottlenecks 

 Consumption recovers markedly, 
though the outlook is more cautious 

 Japanese equities rally and 
outperform global equities as the 
yen depreciates 

Consumption has recovered following a stabilisation on the Omicron 
front. Retail sales rose for the third month in a row in May, while the 
Services PMI marked an eight-year high in June. However, looking 
forward, we note that consumer confidence is deteriorating markedly 
following its impressive recovery from Covid lows, impacted by 
concerns about food and energy inflation as well as supply chain 
bottlenecks for durable goods. Supply chain issues are still lingering in 
the manufacturing sector as confirmed by a deteriorating 
Manufacturing PMI in June, with the new order components even 
falling below the 50 mark. Japanese equities have outperformed 
global equities since April, notably as the USDJPY surged to a 23-year 
high above 136. 

China  An improvement on the Omicron 
front and public stimulus measures 
will help to kickstart the economy 

 Infrastructure, as well as the 
property and labour markets are key 
targets for stimulus measures 

 Chinese equities are outperforming 
global equities as the pessimism of 
foreign investors recedes 

Following a very challenging Q2, with the economy coming close to a 
standstill due to the impact of broad lockdown measures, growth is 
starting to pick up steam again. New Omicron infections have receded 
significantly, and there are no ‘high-risk’ districts any longer. Lockdown 
and quarantine measures have been eased, and support for the ailing 
property sector has been kicking in. Speeding up infrastructure 
investments in the second half of the year will be key to coming closer 
to the official ‘around 5½%’ growth target for this year. Even though we 
are more optimistic than consensus, we agree that it will be a huge 
challenge. Meanwhile, both domestic ‘A’-shares and Hong Kong listed 
‘H’-shares have significantly outperformed global equities as the 
pessimistic views of foreign investors recedes. 

Australia  The RBA hiked the cash rate by 
50bps to 0.85% in June, and a 
further 50bp rate hike is expected in 
July 

 The Australian labour market 
remained strong in May, driving 
participation to a record high 

 Leading economic indicators like 
consumer confidence show signs of 
weakness 

In Australia, the RBA increased the cash rate by 0.50% vs. the market 
forecast of 0.25%, attempting to lower inflationary pressures in the 
economy. The RBA governor announced that he now expects year-
end headline CPI to reach 7.0%, up from the previous forecast of 5.9%. 
The Australian labour market remains tight, with 60k new jobs created 
in May, exceeding market expectations of 25k. However, leading 
economic indicators are moderating as higher interest rates are 
starting to impact consumer confidence, which has trended down to 
lowest level since August 2020. The Australian equity market has 
been impacted by negative global sentiment, declining by 7%. 

ASEAN  Inflation continues to accelerate on 
rising food and energy costs   

 Food and fuel subsidies come 
under review 

 Bank Indonesia remains an outlier, 
maintaining rates while ASEAN 
peers are tightening 

In Malaysia, headline/core inflation continues to accelerate, and we 
believe that inflation will likely hit the higher end of BNM’s forecast of 
2.2-3.2% YoY given persistently high input costs following the 
government’s decision to adjust/remove the ceiling price for food 
subsidies. While electricity tariffs have been maintained despite rising 
fuel costs, there is upside risk from subsidy adjustment too. In 
Indonesia, BI placed more emphasis on global growth concerns than 
inflation risk but acknowledged that inflation would slightly exceed its 
2-4% target and is prepared ‘to adjust interest rates if signs of higher 
core inflation are detected.’ We anticipate a 75bp hike in H2 as we 
believe BI’s stance will harden in the face of rising US/ECB rates that 
may be a drag on the rupiah. 

LatAm  The outlook for financial markets 
deteriorates on global economic 
outlook concerns and hawkish 
central banks behaviour 

 Banxico accelerated tightening, 
mentioning that it will continue to 
hike amid more persistent inflation 

 A decline in unemployment, resilient 
private consumption, and solid 
services have improved  Brazil’s 
short-term growth expectations 

Following the fall in global markets and the drop in commodity prices, 
the LatAm equity market underperformed EMs. The MSCI LatAm 
Index lost all its gains of the year, mainly driven by Brazil, where the 
increase in fiscal uncertainty has negatively impacted the market. In 
Chile, despite the negative performance for the month, the IPSA 
maintains a positive cumulative return, being one of the best 
performing equity markets globally this year. The FX market is under 
pressure, with the BRL and the CLP the worst-performing EMs 
currencies in June. The CLP reached its lowest historical level, 
clouding the inflation outlook and challenging central bank policy. The 
MXN remained supported as Banxico accelerated tightening, raising 
the policy rate by 75bps to 7.75%. 
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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. 
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