
|



|

Executive Summary

2January 2022

• Prefer Real assets over Nominal assets.

• Expect some positive returns from Equities and Commodities.

• Returns in Bonds and Credit will be challenging.

• Returns in Private equity/Venture capital pulled forward to some extent.

Asset Allocation

• Developed Market equities to deliver return of 0 – 5%.

• EM equities screen as cheaper. 

• Volatility to clearly pick up.

• Employ barbell approach to portfolio construction.

Equities 

• Focus on Coupon and Quality in the face of increasing yields  

• Favor a diversified portfolio of Investment Grade credit built around silos of 
Floating Rate Notes, Short dated European and US High Yield whilst being 
conservative on duration

• Too early to go longer along the belly of the curve

Fixed Income 

• Still positive on Crude Oil and the «green» base metals.

• Gold to further experience headwinds from the ongoing re-pricing in real 
rates.

Commodities

• USD strength in 2021 pre-priced alot of the expected US real rates re-pricing.

• G7 GDP to outgrow US in 2022, thus with USD to be range bound for nowCurrencies 
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2021: The year of economic normalization after a large external shock

• 2021 was the year of economic normalization after the pandemic driven recession in 2020.

• In April 2021, we were forecasting overall global real GDP growth of +6.2%, in 2021e, based on US at 6.0%, China at 8.5% 
and G7-ex US at 5.0%. The actual result will be lower growth at +6.0%, due to scaled back expectations for the US, China 
and Germany, as you see below. This is on the back of the covid variant flare-ups during the year as well as the supply
chain bottlenecks plaguing many industries (not only semis). US and China should account for 43% of global GDP in 2021.

• At the same time, we should add that the interplay between GDP growth, inflation, the FED and Covid became increasinly
complex as we progressed during the year. 

• For 2022e, we are forecasting real GDP growth of +4.5% YoY, with US growth decelerating to 3.6%. The key open question
still is whether we can escape the «secular stagnation» environment from 2009 – 2020 during which US growth averaged
only 2.0% with global growth at 3.2%. We have lost some confidence that this will be the case, and now believe the US 
economy should slow down to an exit growth rate of +2.0% YoY by Q4 2022 (fiscal support to see drop-off as of mid-22).
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GLOBAL REAL GDP GROWTH MAP

2017a 2018a 2019a 2020a 2021a 2022e

USA 2.2% 2.9% 2.2% -3.4% 5.6% 3.6%

Japan 1.7% 1.1% 0.7% -4.6% 2.3% 2.7%

Germany 2.5% 1.9% 0.6% -4.9% 2.9% 4.0%

France 2.3% 1.6% 1.5% -8.0% 6.6% 4.3%

UK 1.7% 1.4% 1.3% -9.7% 7.1% 5.0%

Italy 1.5% 1.2% 0.6% -9.0% 6.3% 4.5%

Canada 3.0% 2.1% 1.5% -5.3% 4.8% 4.0%

G7-ex US 2.1% 1.5% 0.9% -7.0% 5.1% 4.2%

China 6.9% 6.7% 6.1% 2.3% 7.8% 5.0%

Developed Markets (DM) 2.3% 2.4% 1.7% -5.0% 5.5% 4.0%

Emerging Markets (EM) 4.7% 4.7% 4.2% -1.9% 6.4% 4.9%

Global GDP growth 3.7% 3.7% 3.1% -3.2% 6.0% 4.5%

Source: Nahmani Grunder.
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..but sticky inflation the key surprise in 2021, leading to a regime shift at the FED

• Inflation overshoot has proven to be much more sticky than we originally anticipated at the outset of 2021, when we
thought core PCE would finish 2021 at 1.8 – 1.9% (versus the November reading at 4.7%). This has triggered a big debate
how persistent this overshoot will be.

• The main culprits of the overshoot are: (1) Service level disruptions from repeated virus variants (2) Ongoing supply chain
challenges (3) A surprising lack of recovery in the labor particiaption rate in the US (still at 61.9%, versus 63.4% pre-covid), 
putting upward pressure on wage growth (+4.7% YoY in December 2021). The latter is key to watch in terms of gauing
whether higher inflation expectations can ultimately become structurally entrenched.

• We now think core PCE will close 2021 at +4.5% YoY, before moderating towards 2.5% by end-2022. Our base case still 
calls for wage growth to decelerate during 2022, especially after covid-era unemployment benefits were ended at the end 
of September 2021. This should bring people back into the workforce.

• Given the above, the FED has become extremely uneasy about this persisting inflation backdrop since September, and
has been pushed to drop its patient approach adopted under the AIT framework. The time to move away from emergency
pandemic monetary settings have thus been pulled forward, with a normalization in monetary policy already under way.

• On the FED’s monthly quantitative easing (QE), which had amounted to $ 120bn per month since March 2020, FED 
already started the tapering process in November 2021, only to increase the pace of the taper in December, such that it
will end asset purchases in March 2022 already. Our previous forecast in April was this would happen by the end of 2022.

• At the same time, it is now also clear that FED will engage in an interest rate lift-off either with the March or May 2022 
FOMC meeting, versus our forecast in April 2021 that rate lift-off would only happen by mid-2023.
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US economy no longer needs highly accommodative monetary policies

• FED will clearly use all tools available to bring inflation back to its mid-term comfort zone of around 2.0%. This entails
tightening monetary conditions in the economy, with an eye to potentially allow for a run-off of the FED balance sheet at 
one point during late 2022. 

• FED’s balance sheet increased from $ 4.1 trillion at the end of 2019 to $ 8.8 trillion at the end of 2021 (39% of US GDP).

6January 2022

Core PCE, 2016 - 2021 US Financial Conditions Index (FCI) at all-time lows (extremely easy)
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Financial markets in 2021: The year of DM equities and Commodities
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• The standout performers in what was a difficult year for financial markets were clearly developed market (DM) equities
(+20%) and commodities, especially Crude Oil (+55%) and Copper (+25%). DM equities returns were driven by the better
than expected corporate earnings cycle, slightly offset by a de-rating in valuation multiples.

• Within Global equities, contrary to the strong returns for DM equities, MSCI Emerging Markets (EM) declined by -5% for
the year, dragged down by China and Brazil. And, US equities were again a clear outperformer within DM, while a clearly
narrowing market breadth during H2 2021 made stock selection extremely tricky even in the US. For example, 5 stocks
(AAPL, MSFT, GOOGL, TSLA and NVDA) made up for 50% of S&P 500 returns between April – December 2021.

• Global Credit achieved a disappointing total return of -3% in 2021, due to higher rates and slighly wider spreads. The 10-
year Treasury rate closed the year up by +60bps YoY at 1.51%, after reaching a high of 1.74% in March. 

• Gold declined by -4% for the year, despite long-dated real rates staying surprisingly stable at around -1.0%.

• USD appreciated against all major currencies, as expectations of a re-widening in real rate differentials were priced in 
following signs of the regime shift at the FED. EURUSD was down -7% during the year, closing 2021 at 1.1370.
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2021 Global Risk Radar
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Global Equities S&P 500 SMI EuroStoxx 600 MSCI DM MSCI EM

31-Dec-21 4,766.2                                  12,875.7                  487.8                                        3,231.7                    1,232.0                              

31-Dec-20 3,756.1                                  10,703.5                  399.0                                        2,690.0                    1,291.3                              

In local currency 26.9% 20.3% 22.2% 20.1% -4.6%

FX impact 0% -3.0% -6.9%

% change (USD terms) 26.9% 16.7% 13.8% 20.1% -4.6%

Bonds  Global Credit US BBB spread US HY spread (BarCap) 10-year Treasury US yield curve 3m/10y 

31-Dec-21 294.2 1.21% 2.70% 1.51% 1.47%

31-Dec-20 303.9 1.09% 3.27% 0.91% 0.84%

% change (USD terms) -3.2%

10-year inflation breakeven 10-year US REAL yield

31-Dec-21 2.59% -1.04%

31-Dec-20 1.99% -1.08%

Currencies EURUSD CHFUSD GBPUSD USDJPY

31-Dec-21 1.1370 1.0962 1.3532 115.08

31-Dec-20 1.2216 1.1301 1.3670 103.25

% change -6.9% -3.0% -1.0% 11.5%

Commodities Global BBG index Gold Copper Iron ore WTI Crude Oil

31-Dec-21 99.2 1828.6 9720.5 159.5 75.2

31-Dec-20 78.1 1895.1 7766.0 152.9 48.5

% change 27.1% -3.5% 25.2% 4.3% 55.0%
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2022: The year of normalization from pandemic-era monetary policies

• With inflation running hot and the unemployment rate on track to finish 2022 at 3.5% or lower, 2022 will shape as the
year during which the FED was hard pressed to revert from emergency, pandemic-era policies, in our view.

• Our base case calls for ongoing healthy economic growth with a trendlike, 2% exit growth into 2023, as well as the current
inflation overshoot moderating meaningfully as we move into H2 2022. The largest uncertainty is on this inflation outlook, 
especially with respect to wages and shelter costs, which could challenge the key tenats of our macro framework.

• Financial conditions in the US continue to be extremely accomodative, and FED has now embarked on a major policy shift
to change that. This will entail rate increases from «close to zero» today, as well as potentially quantitative tightening (QT) 
via the gradual reduction of the FED balance sheet,

• FED Funds Futures markets are already pricing in a total of 7 rate hikes between now and the end of 2024, with a FED 
Funds rate of 1.82% by end-2024. This would take short-term rates back to what we regard to be the neutral territory of
1.75% - 2.0%.
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… with 3 rate increases in 2022 by the FED specifically

• Fed Funds Futures markets are now pricing in 3 rate hikes by end-2022, up from 2 at the end of November 2021 and zero
as late as September 2021.

• Net net, markets have now pulled forward the timing for the rate lift-off from mid-2023 to H1 2022, interestingly without
much impact on global equity markets. The corporate earnings story has been too strong.

• We agree with the above path for rates, and believe the FED Funds rate will close 2022 at an effective rate of 0.85%.
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Let’s get ready for higher 10-year real rates in 2022: Upwards re-pricing to -0.50%

• Under our base case scenario, our big call for 2022 is that long-dated US real rates will need to re-price upwards to at 
least -0.50% levels, from -1.04% at the end of 2021, but still remain negative. Real rates were at +0.15% at end-2019.

• This re-pricing should take place via a combination of higher nominal long-dated Treasury rates as well as a stronger
move lower in inflation expectations (10-year breakevens) from 2.47% today. Interestingly, this has partially already taken
place rather swiftly in the first days of 2022, with the 10-year Treasury rate going to 1.78% (+27bps ytd) and 10-year real 
rates increasing to -0.66% (+38bps ytd) as of 14 January.

• Longer duration assets, and especially equities, are priced off US 10-year real rates, and, as such, valuation multiples 
should continue to compress during 2022. Our investment framework, as always, aims to find those opportunities where
this real rates adjustment is already more than adequately priced into underlying asset prices (Ex: parts of US Software).

• Our forecast for US real rates assumes that 10-year nominal rate will finish 2022 within a range of 1.75% - 2.0%. This is
based on our view that the ST neutral rate for the US economy is 1.75% - 2.0%, also given the 2018 experience when the
FED’s move to increase rates to 2.4% nearly caused a recession. The above view also implies 3Mo10s yield curve spread of
100bps at the end of 2022.

• Lastly, a few words on the downside case to this view: if inflation does not moderate during 2022, despite a normalization
in supply chain issues, potential deceleration in wage growth and the initial impact of the shift in monetary policy, the FED 
would clearly be promted to become more aggressive than what is priced into Fed Funds Futures markets, even possibly
into restrictive from neutral territory. The risk here would be that this would heighten the probability of a potential policy
mistake, with the economy tipping into a recession as the FED overreacts. To be watched carefully but not our base case. 
As a reminder, all bear markets have historically been associated with a US recession.
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10-year US real rates averaged +0.58% between 2015 - 2019 
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Prefer real assets (Equities and Commodities) over nominal assets (Bonds)

14

• Higher real rates will translate into lower valuation multiples and higher corporate spreads in 2022. We already partially
experienced this during 2021, and expect it to continue in 2022. In global equities, especially with DM equities, the
exceptionally strong corporate earnings story in 2021 was able to more than compensate this initial de-rating in multiples. 
For example, S&P 500 managed to generate a return of +26.9% in 2021, with an expected EPS growth of +46.0% YoY
partially offset by P/E multiples decreasing from 26.0x to 22.6x. EPS growth will slow down in 2022.

• Within our market playbook for 2022, we nonetheless continue to clearly prefer real assets, namely equities and
commodities, over nominal assets, such as bonds and credit.

• Within global equities, we see a «fat and flattish» trading range for developed market equities with a view that overall
market indices should eke some minimal returns for the year. Our 2022 equity market playbook is thus to continue 
focusing on bottom-up stock selection as a way of augmenting returns in excess of overall equity market returns which 
should be capped to 5% at best over the next 12 months, in our view. EM, and especially China, valuations screen as more
attractive, albeit necessitating a particular focus on country specific policy risks.

• One other important aspect of 2022 should be much higher volatility when compared with 2021. At the index level, S&P 
500 experienced 4 instances of shallow, 5% only drawdowns during last year and a realized volatility of 13%. With the
regime shift at the FED and some degree of uncertainty as to the inflation outlook, we think we will see deeper
drawdowns this year. We would thus advice investors to be agile and more tactical during 2022, and use eventual 
pullbacks as a buying opportunity to manage overall exposure levels. Our overall portfolio construction framework 
remains one of a barbell approach between quality, secular growth and deep cyclicals with commodities exposure.

• We continue to prefer equities over credit globally, and we are entering 2022 feeling even more negative on credit, 
forecasting slightly higher long-term nominal rates with some widening in credit spreads. 

• On Gold, our expected further re-pricing in real rates towards -0.5% should prove to be a headwind and is not priced in, 
we think. Gold prices reached an all-time high of $ 2,064 per oz. on 6 August 2020 when US real rates hit a low of -1.08% 
and EURUSD was above 1.18.
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Global Equities: 0% - 5% upside potential over next 12 months

• We use S&P 500 as a global barometer for Global equities, since the US economic trends and FED policy continue to be 
the major drivers of global markets, and current valuation differentials do not justify meaningful regional differences in 
2022, especially in the developed world.

• S&P 500 average P/E was 18.2x between 2015a – 2019a, albeit with an average 10-year real rates average of +0.58% 
during this period. On our EPS estimates, S&P 500 P/E 2022e is currently at 19.9x. This multiple still is a 10% premium to 
historical average, but justifiable given that we still foresee real rates in negative territory for the foreseeable future.

• Our new base case scenario for the S&P 500 by end- 2022 is 4,630 – 4,864, implying a return of +4% from here at best.

• This fair value range assumes an EPS of $ 233.9 in 2022e (versus $ 211 in 2021e) with a P/E 2022e target multiple of 
19.8x – 20.8x. This target multiple is a function of 10-year nominal Treasury rates forecast of 1.75% - 2.0% by end-2022 
with an equity risk premium (ERP) of 3.05% (versus 2.9% by end-2021 and a historical average of 3.2% between 2015 –
2019). The higher ERP assumed for 2022 is driven by the fact we expect real rates to move higher.  

15

2015a 2016a 2017a 2018a 2019a 2020a 2021e 2022e

Operating EPS 118.20 119.08 132.95 162.91 164.58 144.6 211.1 233.9

Growth (YoY) 0.7% 11.6% 22.5% 1.0% -12.2% 46.0% 10.8%

 

Price low 1867.6 1829.1 2257.8 2351.0 2447.9 2237.4 3700.7

Price high 2130.8 2271.7 2690.2 2930.8 3240.0 3756.1 4793.1  

Price close 2043.9 2238.8 2673.6 2506.9 3230.8 3756.1 4766.2 4662.85

  

P/E low 15.8 15.4 17.0 14.4 14.9 15.5 17.5

P/E high 18.0 19.1 20.2 18.0 19.7 26.0 22.7

P/E close 17.3 18.8 20.1 15.4 19.6 26.0 22.6 19.9

P/E range 15.8 - 18.0 15.4 - 19.1 17.0 - 20.2 14.4 - 18.0 14.9 - 19.6 15.5 - 26.0 17.5 - 22.7

Source: Nahmani Grunder.

S&P 500 EPS per calendar year with P/E bands, 2015a - 2022e
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Global Equities: No meaningful regional differences in DM markets in 2022e

• In order to become more bullish, one would need to forecast higher EPS growth above our current +10.8% YoY (needs a 
better margin uplift than our current +10bps to 12.6%), which is clearly not our base case currently. We will look at the 
upcoming Q4 earnings season for potential signs. The clear risk is too much tightening by FED beyond what we expect.

• Regionally, we have had a strong preference on US equity markets over the last 6 years, and the S&P 500 has indeed
outperformed Europe and Emerging Markets (EM) by 90% and 79%, respectively, over this period, driven by much
superior EPS growth, higher ROIC and relatively attractive valuation multiples. We now see a temporary end to this
outperformance by US equities during 2022, as there could be a convergence in EPS growth near-term. However, we also 
think the current consensus calling for a period of US equity market underperformance will ultimately prove to be wrong.  
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* Europe now trades at a 20% P/E

discount to the US, versus

a historical average of -13%.

.. But, historically, US EPS growth

was +10.1% p.a. between 2015

- 2021, versus only +4.4% for Europe

P/E 10-year Treasury Implied ERP Long Real rates

2011 12.8 1.88% 5.9%

2012 13.7 1.76% 5.5%

2013 16.8 3.03% 2.9%

2014 17.6 2.17% 3.5%

2015 17.3 2.27% 3.5% 0.77%

2016 18.8 2.45% 2.9% 0.55%

2017 20.1 2.41% 2.6% 0.44%

2018 15.4 2.69% 3.8% 0.98%

2019 19.6 1.92% 3.2% 0.15%

2020 26.0 0.91% 2.9% -1.08%

2021 22.6 1.51% 2.9% -1.04%

Average 15 - 19 18.2  3.2% 0.58%

Source: Nahmani Grunder.

Implied Equity Risk Premium (ERP) for S&P 500

10-year nominal P/E 2022e S&P 500

1.25% 23.3 5,449      

1.50% 22.0 5,145      

1.75% 20.8 4,864   

2.00% 19.8 4,630   

2.25% 18.9 4,420      

Source: Nahmani Grunder

S&P 500 scenario analysis, end-2022e

S&P 500 Europe Stoxx 600 MSCI EM Discount SXXP/SPX

2015 17.3 16.9 13.2 -2.3%

2016 18.8 17.0 12.8 -9.6%

2017 20.1 16.0 15.2 -20.4%

2018 15.4 12.9 12.9 -16.2%

2019 19.6 16.2 14.7 -17.3%

2020 26.0 22.4 21.2 -13.7%

2021 22.6 17.3 13.6 -23.2%

2022e* 19.9 15.9 12.7 -20.2%

* as of 14 January 2022

Ave. 15 - 19 18.2 15.8 13.8 -13.4%

Source: Nahmani Grunder.   

Year-End P/E multiples for Major Equity Indices

January 2022



|

Fixed Income: Rate concerns at the forefront of FI returns in 2022 

• Corporate credit returns were largely negative, with the Global Credit index down -3.2% in 2021. There were pockets of 
outperformance via  the lower rated aspect of the credit spectrum , notably US High Yield. On a fundamental basis, credit 
metrics strengthened in 2021 (Corporate Leverage decreased and Interest coverage was the strongest since early 2000). 
2022 will see further rating upgrades across the credit curve and a larger number of rising stars. 

• Credit yields and forward looking returns across the Fixed Income spectrum will continue to be challenged by the fact that    
financial conditions are expected to tighten over the course of 2022, one should start building greater global credit quality 
within a portfolio. 

• With record tight spread levels and rising risk free premiums from multi decade lows, for investors requiring exposure to 
credit, global investment grade, notably US Investment Grade (IG) , Low A rated to BBB’s within the 3 - 5 year duration 
bucket stand out as being the most attractive together with tactical silos of European rated Perpetuals/Hybrids and short 
dated High Yield. when looking for positive yielding and fundamentally sound rated corporates in 2021. 
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Index (Local CCY) 2021 Return % YTW % OAD (YRS) OAS (BPS)

China Aggregate 5.65 2.94 5.66 22

US High Yield 5.28 4.21 3.83 283

Pan European High Yield 4.21 3.55 3.93 318

Global High Yield 0.99 4.85 4.26 380

US Aggregate -1.54 1.75 6.78 36

Euro Aggregate -2.85 0.2 7.57 57

Global Credit -3.21 1.75 7.32 89

Global Aggregate -4.71 1.31 7.54 35

Global Treasuries -6.6 0.94 8.59 11
Source: Nahmani Grunder - Bloomberg
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Nahmani Grunder in Zurich and Geneva

Bahnhofstrasse 13 – 8001 Zurich  Cours de Rive 10 - 1211 Genève 11
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IMPORTANT INFORMATION – MATERIAL WITH NON-PERSONALISED RECOMMENDATIONS
This document is issued by Nahmani Grunder & Cie AG. It is not intended for distribution, publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be
unlawful to address such a document. This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any security or financial instrument. It contains the opinions of
Nahmani Grunder & Cie AG, as at the date of issue. These opinions and the information herein contained do not take into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is
suitable or appropriate to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own independent decisions regarding any securities or financial
instruments mentioned herein. Tax treatment depends on the individual circumstances of each client and may be subject to change in the future. Nahmani Grunder & Cie AG does not provide tax advice. Therefore you must verify the above and all
other information provided in the document or otherwise review it with your external tax advisors. Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where
necessary, obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and analysis contained herein are based on sources considered to be reliable. However,
Nahmani Grunder & Cie AG does not guarantee the timeliness, accuracy, or completeness of the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well
as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, and the investor may receive back less than he invested. The investments mentioned in this
document may carry risks that are difficult to quantify and integrate into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are higher in the case of
derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and characteristics and to and bear their associated risks. On request, Nahmani Grunder & Cie AG will be pleased to
provide investors with more detailed information concerning risks associated with given instruments. The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may
fluctuate and adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject to supply and demand. Some products may not have a well-established
secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest that all of
the opinions expressed accurately reflect their personal views about any given instruments. Nahmani Grunder & Cie AG may hold positions in securities as referred to in this document for and on behalf of its clients.
Switzerland: This document has been approved for issue in Switzerland by Nahmani Grunder & Cie AG, an external asset manager member of Swiss Association of Asset Managers (SAAM).
This document may not be reproduced (in whole or in part), transmitted, modified, or used for any public or commercial purpose without the prior written permission of Nahmani Grunder & Cie AG.
© 2022 Nahmani Grunder & Cie AG – all rights reserved
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