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WINTER WILL NOT STOP THE CYCLE PROGRESSING

MACROECONOMIC OUTLOOK

The cycle progresses as strong demand and vaccinations continue to underpin 
growth…  
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As we approach the end of 2021, it has been confirmed that although the recovery is ongoing, it is less intense 
than in the early part of the year. This slowdown is despite the fact that, as figure 1 shows, global mobility is still 
on the rise and international flights are clearly recovering. Demand for goods continued to grow at a healthy clip, 
but the economic recovery is now expanding and household spending on services is also beginning to normalise 
(figure 2) as restrictions are gradually lifted.



HOUSE VIEW. NOVEMBER 2021

WINTER WILL NOT STOP THE CYCLE PROGRESSING 6

As for the Covid-19 pandemic, infection rates and particularly vaccination rates invite optimism, although there 
has been less encouraging news coming out in recent weeks that could have an impact in the short term: In China, 
despite new cases remaining in the dozens and lockdowns impacting an insignificant proportion of the population, 
the government has urged people to stock up on basic staples as a precautionary measure in light of the largest 
wave of the virus faced by the country since the pandemic broke out. In Europe, although various countries are 
seeing a spike in cases as colder weather sets in, most of these cases are affecting unvaccinated members of the 
population. In the UK, for example, a third of new cases are in under-15s. As a result, countries such as Austria 
are opting to lock down only those people who are unvaccinated and German regions are following suit. Eastern 
European countries are currently being hit hardest, with the common denominator among these countries being 
poor vaccination rates.

In short, we are looking at a scenario where vaccinations continue to offer strong efficacy levels and the strong 
progress in vaccination campaigns – both in the administration of third doses and in the roll-out to all corners 
of the world – will help to gradually diminish the impact of the virus in a range of areas, including supply chain 
disruptions and international travel, which is vital for the tourism sector. Widespread vaccination throughout 
most of the world has therefore relegated the virus to a less pressing concern, though it will continue to hamper 
the economy and until global herd immunity goals are achieved, there is still a risk of mutations.

…but having recovered to pre-pandemic activity levels, the global economy is now 
entering a less explosive growth phase…

1. NUMBER OF FLIGHTS VS. 2019
 Sources: Bloomberg and Banca March

3. NEW COVID CASES VS VACCINATION
 Sources: Our World in Data and Banca March

2. US HOUSEHOLD SPENDING
 Sources: Bloomberg and Banca March

4. DOSES ADMINISTERED WORLDWIDE
 Sources: Our World in Data and Banca March
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As figure 5 shows, quarterly US GDP growth tailed off to +0.5%, the slowest rate since the lockdown period. 
Looking ahead to Q4, the initial early indicators are coming in at levels compatible with sustained growth in 
activity and suggest that the dip in growth was temporary. For example, business confidence is still above 60 
for the ISM indices (services and manufacturing), which has tended historically to coincide with a strong upturn 
in economic activity over the quarters ahead. Our own economic cycle indicator gives a similar reading, sitting 
comfortably in expansion territory again this month (figure 7). All of this suggests that the weak economic growth 
posted in the second half of this year is a more a cyclical slowdown than a change of trend.

On the economic side, Q3 brought a particularly 
steep slowdown in China and the US. These 
were the economies that led the world out of 
the crisis and the first to recover pre-pandemic 
GDP growth; it was to be expected, therefore, 
that they would also be the first to see the 
growth rate top out.

5. QUARTERLY GDP GROWTH (REGIONS)
 Sources: Bloomberg and Banca March

6.	BUSINESS	CONFIDENCE	-	MANUFACTURERS	(US)
 Sources: Bloomberg and Banca March

7. CYCLE INDICATOR IN “EXPANSION” (US)
 Sources: Bloomberg and Banca March

In contrast with this weaker US growth, the eurozone – which is still lagging behind in the recovery with GDP 
growth falling six points short of 2019 year-end levels – chalked up its second consecutive quarter of robust 
growth, expanding by 2.2% over the quarter and heading for pre-pandemic GDP growth by the end of the year. 

However, when we break down this spike in activity to the national level, it becomes clear that there is a certain 
lack of symmetry between the main economies in the region: Germany, which is highly exposed to global trade 
and heavily dependent on global flows of intermediate and final goods to supply its industrial sector, saw its 
growth taper to +1.8% for the quarter, and we expect this weaker performance to intensify in Q4 with growth of 
under +1%. On the flipside, France – which is less dependent on the industrial sector and on global supply chains 
– posted quarterly growth of +3% and is set to continue to grow at over +1% for the rest of the year. 

This data leads us to conclude that the eurozone will continue to recover, but also that the fastest growth rates 
in our region are now behind us. As a whole, the eurozone bears more resemblance to Germany than to France, 
with heavy dependency on global trade and energy imports; we expect both of these factors to act as headwinds 
at least until the end of winter in the northern hemisphere.
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…the months ahead will bring an economic slowdown, but within an expansive cycle: winter 
will not stop the cycle progressing. 

We believe, then, that the most explosive phase of economic growth is now behind us, as the impact of the 
economic reopening on activity levels is now tapering off, as is the support afforded by fiscal and monetary 
stimulus measures. These factors combined suggest to us that the growth rate in 2022 will be weaker than this 
year (figure 8). Our estimates suggest that global GDP growth will close this year at +5.6% and taper slightly to 
4.6% in 2022, which despite being somewhat slower will still vastly outperform the historical average of +2.9% 
since 1980.   

We believe the cycle will remain expansive due to a series of factors: whilst global GDP is now 1% higher than 
it was pre-Covid, it has not yet recovered to the levels forecast before the pandemic broke out (figure 9). If, as 
expected, the medical situation continues to improve and the pandemic is indeed brought under control in 2022, 
the global economy should be able to successfully bridge that gap.

The forced savings triggered by lockdown 
measures will also act as a tailwind in 
the quarters ahead and keep consumer 
spending strong and buoy economic activity. 
In the US, for example, after more than 
five quarters of economic recovery, the 
excess savings accumulated by households 
continues to stand at over 2.5 trillion 
dollars. This is a substantial amount and will 
drive increased spending by US households 
over the months ahead.

8. FORECAST FOR GLOBAL GDP RECOVERY 

 Sources: Bloomberg, Oxford Economics and Banca March

10. EXCESS SAVINGS (US) 

 Sources: Bloomberg and Banca March

9. GLOBAL GDP FORECASTS (YOY)
 Sources: Bloomberg, Oxford Economics and Banca March
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Though the expansionary cycle will continue to progress, there is added uncertainty at this 
point, due to the heightened risks: the slowdown in China… 
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This strong momentum in exports and the construction sector meant H1 GDP growth outstripped government 
forecasts for long-term growth of 5% to 6% year on year - figure 11-. However, this impressive growth also 
unbalanced the country’s economic model: the weight of the secondary sector in economic activity - i.e. industry 
and construction - has accounted for 40% of growth in recent quarters. This explains some of the current 
difficulties the Chinese economy is currently experiencing and the slowdown underway, which was largely 
induced by the authorities.

That being said, although there are significant downside risks stemming from weaker property market activity and high 
debt levels, it is also important to remember that the monetary and fiscal stimulus measures rolled out by China to 
mitigate the impact of the pandemic were more restrained than in other major economies (figure 12). This leads us to 
believe that the Chinese authorities have more room for manoeuvre to adopt counter-cyclical measures to address the 
economic slowdown.

With all this in mind, the macro outlook for China over the quarters ahead is uncertain and characterised by an economic 
slowdown, but for 2022 as a whole, growth is very likely to fall within the government’s forecast range; we expect GDP 
growth to taper from +7.9% at present to +5.5%. Weaker growth in China will impact global growth and is the key factor 
informing our outlook for a downturn in activity in 2022.

China has accounted for over 30% of 
global growth this year, which gives 
us an idea of the sheer scale of this 
economy at the global level. In 2021 
alone, China contributed 1.5 percentage 
points to global GDP growth. In 2022, 
we expect to see that contribution drop 
to 1 p.p., which will be China’s smallest 
contribution to global growth since 
2006.

11. CHINESE GDP 

   Sources: FMI, Bloomberg and Banca March (* fiscal stimulus: additional spending 
   and deferred income. Monetary stimulus: balance sheet expansion BOT)

13. CHINA’S CONTRIBUTION TO GLOBAL GROWTH 
     SHRINKS 
     Sources: FMI, Bloomberg and Banca March

12.	COVID-19	MONETARY	AND	FISCAL	STIMULUS						
     MEASURES
    Sources: FMI, Bloomberg and Banca March (* fiscal stimulus: additional spending 
    and deferred income. Monetary stimulus: balance sheet expansion BOT)

China’s economy needs an analysis of its own; it is currently in a cooldown period triggered by increasing 
regulations and the crackdown on the domestic property market. China was the first global economy to recover 
pre-Covid GDP levels and this steep upturn was driven by both the foreign sector and investment in fixed assets. 
Strong demand for goods worldwide and the desire to spend after the economic reopening fuelled the Chinese 
economy, the global factory, which posted record highs in its trade surplus. 

Retail
7.6

Industry
4.9

Construction
-1.8

-1.6

-25

-20

-15

-10

-5

0

5

10

15

20

25

30

Mar.-18 Sept.-18 Mar.-19 Sept-19 Mar.-20 Sept-20 Mar.-21 Sept-21

Chinese GDP
(by sectors)

Year-on-year GDP

Retail

Industry

Construction

Real estate

Real estate

26%

19%
17% 16%

5%

20% 20%

28%
31%

1%
0%

5%

10%

15%

20%

25%

30%

35%

USA UK Japan Eurozone China

(vs. Dec -19)

Fiscal support* (% GDP) Monetary support* (% GDP)

0%

5%

10%

15%

20%

25%

30%

35%

-4%

-2%

0%

2%

4%

6%

8%

10%

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Contribution by China Global GDP % global growth (10-year average)



HOUSE VIEW. NOVEMBER 2021

WINTER WILL NOT STOP THE CYCLE PROGRESSING 10

The scars inflicted by the pandemic and the paralysis of the global economy are still evident in the business landscape 
and especially on global supply chains, which are currently suffering shutdowns due to the lack of intermediate goods 
and high energy and transport costs.

For the first time in a long time, supply is currently unable to meet the increase in demand. Far from abating, 
rising energy costs and supply chain pressures remain intense. The deployment of the forced savings accumulated 
throughout lockdown and the extraordinary monetary and fiscal stimulus measures rolled out have allowed for 
a swift economic recovery, but have also generated imbalances. These imbalances are evident across most global 
economies and are entirely attributable to the impact of the pandemic, which makes it hard to predict when they 
might begin to dissipate. 

Despite the recent inflation figures, we continue to argue that the increase in prices is transitory, 
though not short-lived: we will not see more contained inflation rates until towards the end of 
next year.

…and supply chain issues will hamper global economic activity.
The other factor impacting 
global growth to the downside 
is the imbalance between the 
fierce demand for goods and raw 
materials - energy, in particular - 
and supply levels which are still 
adapting to the normalisation in 
consumer spending. 

14. BOTTLENECKS ARE INTENSIFYING 
     Sources: Bloomberg and Banca March

15. CHAIN REACTION: CONGESTION AT PORTS HAMSTRINGS GROWTH 
     Sources: Bloomberg and Banca March
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Against this backdrop, the struggle to re-launch production chains continues to be evident in delayed deliveries 
of all types of goods; naturally, this means adjustments are being made via pricing. This is all playing out during a 
seasonal peak in consumption of goods and energy demand in the northern hemisphere, which leads us to believe 
that although we have not yet seen inflation top out, we are likely not far off.

This trend is reflected in the latest inflation figures coming out on both sides of the Atlantic, which were higher 
than expected once again.

Secondly, the hefty fiscal and monetary stimulus measures adopted to buoy activity during the pandemic, coupled 
with the significant backed up demand, are another cause for concern in terms of a possible change of inflation 
regime. As figure 17 shows, we have seen structural changes in the past that have led to these kinds of events. 

However, in our view it would be premature to talk about uncontrolled, persistently high inflation, as we believe 
productivity will continue to increase in a more digitalised world with heavy investment in improving energy 
efficiency. Unlike the scenario back in the 70s, productivity growth is currently high, and rising in line with labour 
costs. As figure 18 shows, the during the Great Inflation of the 70s, labour costs were growing at double-digit 
rates, far faster than at present.

(* Used cars, car rental, car insurance, accommodation, plane tickets and eating out). 

In the US, the significant hike in inflation 
in October was driven largely by energy 
costs, which accounted for almost a third 
of the monthly increase in inflation and 
pushed the general rate to its highest 
point in 30 years (+6.2%). However, it is 
also important to note that service prices 
are also increasing, which suggests that 
inflationary pressure is now beginning to 
impact more shopping basket items.

Fears around an ensuing period of high inflation 
and low growth have been triggered largely by 
changing economic policies. Firstly, there has 
been a shift in recent years towards protectionism 
– reflected in Brexit and the US-China trade war 
– which will now be coupled with the possible 
changes to global logistics chains generated 
by the situations experienced throughout the 
pandemic, rethinking the Just In Time model and 
procuring greater proximity to supplies. Clearly, 
smaller global trade would mean sacrificing the 
competitive advantages available, and therefore 
an increase in the price of global goods and 
services.

16. INFLATION COMPOSITION US 
    Sources: Bloomberg and Banca March 

17. USA: INFLATION REGIMES (ANNUAL AVERAGE) 
    Sources: Bloomberg and Banca March 

In the short term, ongoing bottlenecks - which are unlikely to abate in the first quarter of next year - and persistently 
high energy prices will add to incipient upside pressure on salaries. In any case, although consumer prices will continue 
to rise at a faster pace than before the summer, we do not believe we are looking at a change of inflation regime.
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What’s more, as 2022 gets underway, the base effect of higher energy prices will begin to diminish (figure 19) as 
the OPEC will gradually reverse the production cuts applied during the pandemic, which should cap the rise in 
crude prices in the region of $85-90 a barrel. As for gas, whilst it is true that stockpiles in Europe are 15% lower 
than usual and we are at the mercy of political relations with Russia, we do not foresee a supply issue. In fact, 
Gazprom has already started filling some of the ramifications of Nord Stream 2, now that Russia has satisfied 
its own storage needs. Also, at current gas and electricity prices, demand is beginning to be destroyed in certain 
industries and foundries, which are beginning to halt production and cut demand.

We therefore believe that it is unlikely that we are looking at the onset of a severe global inflation cycle. Although 
we believe the weak inflation registered in the years preceding the Covid-19 outbreak is now a thing of the past, 
we also consider that there are still structural trends – such as population ageing and technological progress – 
which, combined with the scars this crisis will inflict on the productive landscape and labour market, will contain 
inflation in the medium term. With that in mind, although the risk is currently skewed towards a more sustained 
increase in inflation, our baseline outlook is that this sharp rise in consumer prices will begin to taper off as of 
mid-2022.

18. PRODUCTIVITY AND LABOUR COSTS
Sources: Bloomberg and Banca March

20.  EXPECTED INFLATION LEVELS
  Sources: Bloomberg, Oxford Economics and Banca March

19. BASE EFFECT OF ENERGY PRICES
Sources: Bloomberg and Banca March
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Although an increasing number of economies 
have hiked benchmark rates, these economies 
still represent just a fraction of global GDP: 
just 12% (figure 21). Other countries, such as 
Australia, have ended yield curve control, whilst 
Canada finalised its bond purchase programme 
back in October and has announced its intention 
to raise rates in April.

21. CENTRAL BANKS RATE CHANGES
Sources: Refinitiv and Banca March

22. RECENT MOVES BY DEVELOPED MARKET CENTRAL BANKS
Sources: Central banks and Banca March

CENTRAL BANKS AND FIXED INCOME

The Fed has begun tapering, but net purchases will continue until mid-2022.

After over a year and a half of ultra-expansionary policies, the Fed has decided the time has come to start tapering 
its monthly $120bn asset purchase programme as of this November. The process will be gradual, with additional 
reductions of €15bn in November and December and flexibility to review the pace over the course of 2022, so 
we still expect to see net purchases until June, when the balance sheet will hit a record 9 trillion dollars. This 
decision sees the Fed start to converge with the other developed economies, which - with the exception of the 
eurozone – have already begun to adopt a less accommodative rhetoric due to rising inflation and supply chain 
bottlenecks. However, the Fed is still lagging behind the group of countries that have already started raising rates.
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The ECB will taper stimulus measures gradually. 

The European Central Bank is signalling a very slow tapering of stimulus measures; even slower than the Fed. On 
the back of climbing inflation rates in the eurozone, the ECB is standing firm in its messaging and has shifted the 
focus of debate to next year, insisting that price hikes will begin to ease in 2022. It is also planning to extend its 
purchase programme beyond March, the official end date for the PEPP.

We continue to recommend short durations in government debt. 

Despite the volatility, we are seeing further drops at the long end of the curve in government debt, lending 
support to our recommendation to keep durations short in this asset class. In the US, 10-year Treasury yields 
have risen in recent weeks to around 1.6%; our baseline scenario is for a yield of 2% at 12 months. In Europe, bund 
yields remain negative, although our outlook is for a yield of 0.1% also at 12 months.

The illiquidity premium is more instrumental than ever before, amid low interest rates and 
record low credit spreads. 

It is very likely to extend the APP programme, albeit 
at a slower pace. To do so, the ECB would set a 
specific amount for the remainder of 2022, which 
would complement the €20bn a month under the 
APP and could be deployed flexibly. With all this in 
mind, we believe the ECB will gradually moderate 
its ultra-dovish discourse over the months ahead 
to adapt to increased inflationary pressure; this is 
already evident in forward curves such as the Euribor, 
which are already pricing in hikes in the second half of 
next year (figure 23).

Dwindling coupon yields across almost all fixed 
income segments are forcing investors to consider a 
broader catalogue of assets. Against this backdrop, 
the illiquidity premium offered by private debt 
markets – i.e., the extra yield offered by an asset to 
compensate for the fact that it is harder to trade – 
is particularly compelling and provides an additional 
source of returns totalling in the region of 2% to 
3% per year. When base rates and spreads are very 
low, as they are in Europa, this premium is magnified. 
Private debt in this region can offer almost twice the 
yield offered by European high yield, all thanks to the 
illiquidity premium.

23. 3M EURIBOR AND FORWARD CURVE DEC ‘22
Sources: Bloomberg and Banca March

24. CREDIT YIELDS
Source: Banca March
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This is because loans tend generally to be offered to companies with a series of covenants in place, linked to 
the companies’ fundamentals; generally levels measured in terms of leverage ratios like net debt over EBITDA. 
If these levels are broken, executive powers are conferred upon the lenders, which can even force asset sales to 
generate cash and service the loan.

In the current scenario of abundant liquidity, private debt offers a strong risk/return profile, offering larger 
coupons and lower credit risk than other fixed income options, in exchange for sacrificing immediate liquidity.

As well as offering a more attractive coupon, private debt also offers low exposure to rate fluctuations – a low 
duration – thanks to the greater tendency to offer financing at a variable rate and generally with short maturities, 
allowing it to outperform other credit segments in rate hike scenarios like the present. 

The situation priced in at present is that we will see significant defaults over the months ahead – the implied 
probability of default stands at 33.7% – particularly in the Chinese property sector. However, the latest 
developments show willing on the Chinese regulator’s part to raise financing limits for companies in the sector to 
avoid a disorderly collapse. Currently, these concerns are contained at the lower-rated end of the credit market, 
as spreads on Chinese investment grade credit, which has a weighting of 12% in the property sector, stand at just 
20 bps higher than the average for the last decade and a long way off the record highs at which Chinese high 
yield is trading. 

One might think that this additional yield 
comes with greater credit risk, given that 
private debt is not traded on listed markets, 
away from the watchful eye of ratings agencies, 
and does not comply with trading criteria for 
listed bonds. However, the historical data 
show the opposite to be true: default rates for 
private debt over most periods are lower than 
those for traditional high yield bonds, and are 
significantly lower at times of financial market 
stress, such as in 2008 and 2020.

Asian credit is still being heavily impacted by the 
Chinese property sector crisis. News of further 
property developer defaults - Kaisa Group was 
the latest - is fuelling uncertainty. The HY index in 
China offers a yield at maturity of 22% on dollar-
denominated bonds despite the fact that the property 
sector accounts for 55% of the index. In the case of 
Asian HY, which is yielding 13%, Chinese corporate 
debt accounts for 35%, of which the property sector 
represents 26%.

25. DEFAULT RATES: LOANS VS. HIGH YIELD
Sources: Bloomberg, BofAML and Banca March

26. CREDIT SPREADS HY AND EM BY REGION  
Source: Banca March

The weight of China’s property sector is putting pressure on emerging market credit, 
especially high yield. 
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EQUITIES

Corporate earnings drive developed market equities to record highs. By sectors, energy, tech 
and financials are spearheading YTD gains.
Following a slight dip in late September, equity markets overcame the risks and are trading near record highs in 
the West. This robust performance is despite the challenges around regulations in China, more persistent than 
expected price hikes, confirmation that the Fed is set to begin tapering and the recent increase in Covid-19 cases. 
In our view, there are two core factors driving this strong equity market performance. Firstly, good central bank 
communication policies, with the Fed at the helm, pointing to a gradual withdrawal of stimulus measures and 
subsequent rise in flexible rates, in line with macro-economic conditions. Secondly, the outstanding growth in 
corporate earnings, which are still undergoing upgrades and even allowing for more compelling stock market 
valuations.

By regions, US equities continue to outstrip their European counterparts, with a stellar performance by the 
Nasdaq tech sector index (+10% since the end of September, +27 YTD), cementing the US’s leadership position 
despite forecasts for stronger European growth in the quarters ahead. On the flipside, emerging markets continue 
to underperform their developed counterparts, hampered by regulatory risk and a weak property market in China 
and a strong dollar. By sectors, technology continued to perform exceptionally well, in stark contrast with the 
weak recent performance of the energy sector, although both sectors continue to head up the year-to-date gains, 
along with financials. 

Profit generation is one of the core components 
explaining the impressive performance of equity 
markets over the course of this year. Before 
earnings season began, the S&P 500 saw earnings 
forecast upgrades worth a total of 11%, the 
steepest upgrades in 20 years.

To date, almost 90% of the S&P 500 names have 
posted earnings with a positive surprise ratio 
of 81% for earnings, outperforming consensus 
expectations by 10% with particularly strong 
performances by health and tech.

Strong earnings growth means that despite new highs, valuations are more attractive. 
Corporate earnings outperformed the demanding Q3 estimates, which had already 
undergone the most significant upgrades in two decades.

27. PERFORMANCE OF INDICES  
Sources: Bloomberg and Banca March

29. MSCI AC WORLD (PER FWD 12 MONTHS)  
Sources: Bloomberg, Refinitiv and Banca March

28. PERFORMANCE BY SECTOR  
Sources: Bloomberg and Banca March
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Earnings are growing at a rate of 45% and sales are up by 19%. Aside from the energy sector, which is posting very 
strong growth but not like-for-like – losses last year – materials, technology and industrials are reporting the best 
figures, whilst consumer staples and consume discretionary are lagging furthest behind.

As a result of this situation, despite new market highs, rather than becoming more expensive, valuations have 
actually gotten cheaper. Figure 29 shows that the PE ratio of the MSCI World is down by 8.3% since the beginning 
of the year. 

Europe has performed similarly well, though corporate earnings announcements are a little later, so the sample is 
somewhat less representative; not all Stoxx 600 companies have published full results. To date, more than 70% 
of the Stoxx 600 names have reported results, with earnings growth of 67% and revenue growth of 18%. If we 
put the energy sector to one side, industrials and materials are performing the best, with property and consumer 
discretionary bringing up the rear.     

This positive trend sets 2021 apart as a highly unique year. Earnings forecast upgrades since the beginning of 2021 
have been the steepest in 20 years, unlike the traditional downgrades that tend to happen over the course of 
most years (figure 30). 

30.  EARNINGS: A VERY UNIQUE, POSITIVE YEAR  
  Sources: Bloomberg, Refinitiv and Banca March

31. S&P 500. EARNINGS FORECASTS BY SECTOR  
Sources: Bloomberg, Refinitiv and Banca March

In the short term, seasonal factors will play in equity markets’ favour, although we believe 
the largest risk to the markets at the moment is persisting inflation through the first quarter 
of 2022. 

Although equity markets have chalked up impressive gains, we are now heading into a period where seasonal 
factors will play in their favour and limit the likelihood of profit taking. November, December and January are 
traditionally the best months for equities, as evidenced by figure 32, which shows the monthly gains of the S&P 
500 since the 1940s.

However, unrelenting pressure from inflation – impacted heavily by temporary factors linked to the reopening of 
the economy and energy prices – is the largest threat at present to equities over the months ahead, especially 
if the current trend remains constant throughout Q1 2022. Figure 33 shows the sensitivity of equities, measured 
using PE ratios, to severe increases in inflation: the high figures coming out of the US recently are within an 
acceptable range, but higher, sustained inflation could trigger a market correction.
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Although the current pace of stock market gains is unsustainable and we are now heading 
into a more volatile scenario, we recommend staying invested and following a resta 
immobile, or “stay quite still” strategy. We also recommend harnessing corrections to 
continue to generate returns into 2022.

All bull markets will inevitably suffer corrections, 
and despite the events of 2021, this cycle will be no 
exception. In fact, in the last cycle, which started in 
2009, we saw profit taking of almost 20% followed 
by one of the longest recoveries of all time: 9 years, 
with trough to peak gains of 230%.

The more mature phase of the cycle we are now 
approaching will inevitably mean an increase in 
volatility. In early 2022, the markets will be subjecting 
central banks, especially the Fed and the ECB, to 
constant scrutiny.

Central banks will need to demonstrate that they have the situation under control and are able to continue to roll 
out gradual stimulus tapering measures without acting too hastily. Aside from the increasingly inevitable profit 
taking we will see over the months ahead, the trend remains unchanged. 

Although we will see the first rate hikes between late 2022 and early 2023, we do not see this increase in 
the cost of capital as a severe enough threat to bring the economic cycle to an end. In figure 34, we show 
how contrary to popular belief, equity markets rise when interest rates climb, because of the perception of an 
economic improvement that has already been underway for some time. At least, this has been the case in eight of 
the nine last economic cycles. The only exception was the period of stagflation in the 70s, and we do not expect 
a repeat of that situation, as the relative position of the OPEC at that time and the degree of energy dependency 
are not comparable.

32.  S&P 500: MONTHLY PERFORMANCE   
  Sources: Bloomberg, BLS and Banca March

34.  S&P 500 RETURNS WHEN INTEREST RATES RISE (*)   
  Sources: Bloomberg and Banca March

33. PE RATIOS S&P 500 VS INFLATION OVER 12 
MONTHS   
Sources: Bloomberg, BLS and Banca March

(*) Taking as point 0 the lowest yield on 10-year US Treasuries following the financial crises in 1976, 1983, 1986, 1993, 1998, 2003, 2012, 2016 
and 2020.
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Rising inflation invites us to focus on sectors which stand to benefit from higher interest 
rates and which have market power. 

By sectors, we are shifting towards a more balanced strategy, paring down the cyclical 
component: we have cut the industrial sector to neutral due to the vulnerability of its 
margins in a scenario of higher inflation.

Once again, the technology sector continues to outperform thanks to strong corporate 
earnings and the “intangible” component of certain companies, such as software and internet 
content. We maintain our optimistic outlook, especially for mid-caps.

Despite the constant bottlenecks and rising raw 
material prices, it is interesting to see how profit 
margins continue to rise, and in the case of US 
companies, are actually in the region of record highs.  
We feel it is unlikely that this situation will last, and 
we recommend adopting a more defensive strategy 
for the months ahead.

Following a strong relative performance of 4.5% 
versus the MSCI Europe since September last year, 
which was when we upped industrials to overweight, 
we are now heading into a different landscape. With 
margins in the sector at highs, pressure on the cost of 
inputs and raw materials could start to take its toll. 
Figure 36 shows how inflation tends to anticipate a 
drop in margins a year in advance.

The latest data on producer price indices reveal year-on-year increases of 11.8% in the US and 16% in Europe, 
the highest since 1980 and 1982, respectively. Another clear example of the risk we are seeking to mitigate and 
the increased threat to the sector at the moment is the recent announcement by Vestas, Europe’s largest wind 
turbine manufacturer, which has slashed its earnings forecast for 2022 due to the pressure on margins from rising 
steel and transport costs. 

In the current scenario of high energy, transport and raw material prices, which we continue to believe will be 
temporary but not harmless, we recommend cutting exposure to the industrial sector, especially to companies 
with limited capacity to pass on cost hikes to their customers.

(*) Core inflation (delayed 4 quarters).

35.  PROFIT MARGINS BY REGION   
  Sources: Bloomberg and Banca March

36.  MARGINS IN THE CAPITAL EQUIPMENT SECTOR 
  VS INFLATION (*)  

  Sources: OECD, MSCI, Bloomberg and Banca March
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We continue to overweight financials, the most cyclical bet in our portfolios. 

Third quarter earnings and rising rates support our positive outlook for the financial sector. Since 10-year US 
Treasury yields bottomed out on 3 August, the global financial sector has gained 6.8%, outperforming the index 
by 3.5% over the period. The key drivers behind this performance were rate fluctuations, the return to dividend 
payouts and better-than-expected corporate earnings. 

In all regions, earnings per share have recovered to pre-Covid levels, and are particularly strong in the US. However, 
if we look at how this performance has been reflected in dividend payouts, Europe is still lagging significantly 
behind and the restriction on dividend payments was lifted in September. 

As for earnings, US financial sector names smashed expectations by 17.9% in Q3, thanks to a widespread reduction 
in loan loss provisions and a substantial contribution from fees stemming from increased corporate transactions 
this year. For example, at J.P. Morgan, fees from M&A activity were up 187% year on year, and income from 
investment banking services were up 52%. Earnings are also up across the board in Europe, with positive surprises 
from virtually all the banks that have posted results. The same is true of profits, with aggregate positive surprises 
of 21%, the highest of all the Stoxx 600 sectors. 

The strong results posted by companies in the sector 
have allowed tech stocks to outperform, despite 
their greater sensitivity to the outlook for higher 
interest rates.

The sector’s capacity to grow and maintain margins, 
particularly the software segment, Nasdaq 100 and 
the FAANG stocks, has allowed it to outperform 
the rest of the market, including in the two periods 
this year when forecasts for increases in long-term 
rates were most pronounced: In Q1, when 10-year US 
Treasury yields hit a year-high of 1.77% in late March, 
and over the last three months.

*Core inflation (delayed 4 quarters).

In an environment like the present where raw material 
costs are on the rise, there are some companies – 
like software providers – that stand to benefit, as the 
“intangibility” of their costs, which are knowledge-
based, affords greater protection for their margins.

Tech is still the best way to maintain exposure to 
one of the best long-term trends facing the economy 
today: digitalisation.

37.  RELATIVE PERFORMANCE IN RESPONSE TO   
      EPISODES OF RISING RATES 2021 

  Sources: MSCI, Bloomberg and Banca March

38.		MARGINS	IN	THE	SOFTWARE	SUB-SECTOR	VS.	
      INFLATION (*)

  Sources: OECD, MSCI, Bloomberg and Banca March
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In conclusion, the path of rising interest rates ahead is one of the main reasons to stay invested in the financial 
sector. What’s more, in a macro-economic landscape that we believe is favourable, there will be moderate growth 
in credit volumes and further reductions to loan loss provisions, which will support the sector’s figures for Q4. 
Likewise, the removal of restrictions on dividends and share buybacks, especially in Europe, will act as a further 
catalyst for the value offered by the sector.   

40.  DPS SINCE 28 FEBRUARY 2020
  Sources: Refinitiv and Banca March

42.  INDEX COMPARISON BY SECTORS
  Sources: Bloomberg and Banca March

39.  EPS SINCE 28 FEBRUARY 2020
  Sources: Refinitiv and Banca March

41.  PEAK TO TROUGH MSCI CHINA AND CSI 300
  Sources: Bloomberg and Banca March

China: compelling valuations, limited momentum and awaiting government measures. 

We believe the majority of the damage has already been done in the downturn in Chinese equities, which are 
down 30% since market highs. However, the catalyst we expect to be decisive in fuelling a convincing rally has 
yet to arrive: a shift by the government and the Chinese central bank towards monetary and fiscal policies that 
help stimulate the credit market. The downturn has also been heavily concentrated in sectors related with the 
internet, such as online retail, media and education; the losses sustained by these sectors accounts for 72% of the 
drop in the MSCI China since February highs.
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43.  PRICE TO BOOK VALUE: CHINA VS WORLD
  Sources: Refinitiv and Banca March

At the fundamental level, we are still seeing profit 
downgrades for the Chinese aggregate index in 2022: 
13% since the beginning of the year. However, the 
news on the technology sector is starting to look a 
bit more positive.

Firstly, sales on Singles Day, Alibaba’s biggest 
online event, totalled a record 85 billion dollars, 
outperforming 2020’s figures by 5 billion dollars. 
Secondly, the scrutiny of Didi Global looks set to 
come to an end, as the company has indicated that it 
could re-launch its apps in China by year-end, which 
would suggest that like Uber, the restrictions on the 
application may be lifted.                                                        

We continue to await government measures and greater security in terms of internet regulations before opening 
an overweight position in China. Meanwhile, we recommend holding positions, as there is still upside potential 
in the medium term.                                                        
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CURRENCIES

At current levels, we see minimal upside for the dollar against the euro. We recommend 
waiting for levels above 1.20 EUR/USD to raise exposure to the greenback.
The dollar continued to climb against the dollar to stand at 1.146 EUR/USD, propelled by various different 
tailwinds. Firstly, increased expectations of interest rate hikes following the tapering of stimulus measures by 
the US, and secondly, the lower energy dependency of the US in comparison with Europe. Against the current 
backdrop of rising energy prices, the US will be the leading global producer of crude oil and derivatives this year, 
lending additional support to the dollar. 

In the current scenario, having climbed more than 6% from the levels of 1.22 EUR/USD registered this summer, 
we believe that the US dollar is now trading at a level that leaves room for additional appreciation. In that sense, 
the current positioning of the market, which is very much in the greenback’s favour – see figure 42 – means the 
currency is more exposed to possible negative surprises. There are also other factors at play, such as the new $1.2 
trillion fiscal support package for the US economy, to be channelled into infrastructure investments; this will have 
a negative impact on the already high twin deficits – the fiscal and current account deficits – which has historically 
been bad news for currency performance.  

It is this outlook for monetary normalisation that is affording a degree of support to the pound, which climbed to 
0.843 EUR/GBP before falling back to 0.855 EUR/GBP, similar to early October levels. 

Contrary to all expectations, the Bank of England left 
sterling interest rates untouched at its last meeting 
at a record low 0.10%. It also decided to keep its 
quantitative easing programme in place at 895 billion 
pounds – almost a trillion euros – in order to get the 
economy back on track, despite the current temporary 
spike in inflation. This decision by the BOE’s Monetary 
Policy Committee (MPC) came in spite of the fact that 
much of the market was pricing in a rate hike of 15 bps 
to 0.25%. 

In any case, the central bank maintained its outlook 
for stricter monetary policy, saying it would probably 
have to raise the bank rate from its record low of 0.1% 
“in the coming months”. 

We remain neutrally positioned on sterling in the range of 0.90-0.85 EUR/GBP, bearing in 
mind the challenges facing the UK economy, and await potential opportunities.

44. VALUATION OF USD VS. EUR   
Sources: Bloomberg, Refinitiv and Banca March

46.  STERLING INTEREST RATE CURVE  
Sources: Bloomberg and Banca March

45. DERIVATIVE POSITIONS VS EUR/USD   
Sources: Bloomberg, Refinitiv and Banca March
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That being said, however, the UK economy is facing more moderate growth due to supply issues and in particular 
to energy prices, which have left some factories with no choice but to close, unable to absorb the extra costs. 
Further headwinds for the pound, largely attributable to Brexit, include the outlook for a weaker performance of 
the country’s foreign sector due to its dependence on the EU for trade – approximately 50% of total exports pre-
Brexit –, increased customs bureaucracy and the potential political noise around a new referendum in Scotland. 

In light of these factors, we do not foresee any additional catalysts for the British currency and we remain 
neutrally positioned in sterling, with a target range of 0.90-0.85 EUR/GBP, as we await better opportunities to 
buy.

Banca March Market Strategy Team:

Joan Bonet Majó
Pedro Sastre
Paulo Gonçalves, CAIA
Luis Coello
Adrián Santos



HOUSE VIEW. NOVEMBER 2021

WINTER WILL NOT STOP THE CYCLE PROGRESSING 25

IMPORTANT REMARK:

The contents of this document are merely illustrative and do not pretend, are not and cannot be considered 
under any circumstances as an investment recommendation towards the contracting of financial products. This 
document has only been prepared to help the customer make an independent and individual decision but does 
not intend to replace any type of advice needed for the contracting of such products. The terms and conditions 
described in this document are to be viewed as preliminary terms only, subject to discussion and negotiation as 
well as to the agreement and final drafting of the terms affecting the transaction, which will appear in the contract 
or certificate to be issued. Consequently, Banca March, S.A. and its customers are not bound by this document 
unless both parties decide to embark on a specific transaction and agree on the terms and conditions concerning 
the final documents to be approved. Banca March, S.A. does not offer any guarantee, expressly or implicitly, in 
relation with the information shown in this document. All terms, conditions and prices contained in this document 
are merely informative and subject to modifications depending on the market circumstances, changes in laws, 
jurisprudence, administrative procedures or any other issue which may affect them. The customer should be 
aware that the products mentioned in this document may not be appropriate for his/her specific investment 
targets, financial situation or risk profile. For this reason the customer must make his/her own decisions by taking 
into account such circumstances and by obtaining specialised advice in tax, legal, financial, regulatory, accounting 
issues or any other type of information required. Banca March, S.A. does not assume any responsibility for any 
direct or indirect costs or loss which may result from the use of this document or its contents. No part of this 
document can be copied, photocopied or duplicated in any way or through any means, redistributed or quoted 
without a previous written authorisation by Banca March, S.A.


