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Executive Summary

Economy

▪ Leading indicators point to a 

significant slowdown in global 

GDP growth. We further reduce 

our estimates for the U.S. and 

the Euro area.

▪ Declining consumer sentiment 

across many countries indicates 

slowing consumer spending on 

high inflation, rising rates, and 

geopolitical uncertainties.

▪ Monetary tightening will further 

reduce economic activity and 

dampen price pressures, so that 

inflation is expected to peak 

during Q2/2022.

▪ In our baseline scenario we 

expect global growth to remain 

positive in 2022 and 2023. The 

biggest risk is over-tightening on 

sticky inflation leading to a 

recession in the U.S. and the 

Euro area.

Equities

▪ Valuation multiple contraction 

continued in May. The P/E-ratio 

of the MSCI World Index is now 

slightly below its historic longer-

term average.

▪ The reporting season for the 

first quarter of 2022 was solid, 

but company guidance for the 

full year often cautious.

▪ Earnings estimates for the next 

12 months start to flatten on 

moderating activity and rising 

input costs.

▪ Sentiment among professional 

and retail investors remains 

pessimistic. 

▪ We are slightly underweight in 

equities relative to respective 

benchmarks. Our aim is to use 

weakness in quality stocks to 

carefully increase positions.

Fixed Income

▪ Consumer prices continue to 

surprise to the upside in the 

U.S. and the Euro area.

▪ Central banks are behind the 

curve and have to tighten 

aggressively to bring inflation 

down to more moderate levels. 

▪ We expect hikes of 175bps in 

the U.S., 100bps in the Euro 

area, and 50bps in Switzerland 

over the coming 12 months.

▪ Rising bond yields and higher 

credit spreads made fixed 

income investments increasingly 

attractive in recent months.

▪ We remain neutral in fixed 

income, keep duration below 

benchmark, and continue to 

overweight investment grade 

credit.

Currencies

▪ After a strong run since the start 

of the year the U.S. Dollar 

depreciated against most major 

currencies.

▪ This decline was driven by peak 

hawkishness regarding Fed 

tightening and a rebound of risk 

assets towards end of May.

▪ The SNB seems determined to 

keep inflation in Switzerland at 

low levels. We expect the SNB 

to follow the ECB in tightening 

monetary policy. 

▪ Structural factors point to a likely 

depreciation of the U.S. Dollar 

against the Swiss Franc in the 

longer term.

Commodities

▪ As global growth slows and the 

peak of inflation is approaching, 

the potential for commodities as 

an asset class seems limited

▪ The decision of the EU to halt 

the majority of Russian oil 

imports within 6 months and to 

prohibit oil tanker insurance will 

increase supply uncertainties in 

the short term.

▪ As oil supply grows faster than 

demand, the oil market seems 

balanced in the medium to 

longer term.

▪ Gold continues to consolidate 

from March highs. Geopolitical 

and macroeconomic  risks still 

speak in favor of gold as a tail 

hedge in a multi-asset portfolio.
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Equity markets remained volatile in May and downwards pressure 

persisted on sticky inflation data and an unfriendly macroeconomic 

backdrop. Most markets finally closed the month in the greens, as 

China seems to prepare for a reopening on falling Covid cases. In 

the U.S., the Philadelphia Fed manufacturing index fell to the lowest 

level since May 2020. Other regional manufacturing indices from 

New York, Chicago or Richmond started to weaken as well. At the 

same time, inflation remains strong in the U.S. and across Europe. 

During the second half of May there were tentative signs of 

stabilization in equity markets, as European cyclical started to slightly 

outperform defensives and equities in general started to perform 

better.

Fed rhetoric has remained hawkish in May against the background of 

high inflation prints. However, this did not result in a further increase 

in high quality bond yields. Instead, government bond yields slightly 

declined, and credit spreads moved sideways. As markets seem to 

have already priced prospective central bank tightening to a large 

extent, declining yields and rising spreads have been predominantly 

driven by growth concerns.

Falling stock markets, rate hikes, and rising yields have resulted in a 

significant tightening in financial conditions. The big question is 

whether financial conditions have tightened enough to slow down 

economic activity and reduce inflation risks. The recent depreciation 

of the U.S. Dollar against most major currencies might be a first sign 

that market expectations may have reached peak hawkishness 

regarding the Fed’s policy path. Despite a weaker Dollar, gold 

continued to decline and closed the month at $1837 per ounce.

During May, we remained slightly underweight in equities relative 

to the respective benchmarks in all multi-asset-mandates. At the 

most recent meeting of our Investment Committee we decided to 

remain cautious and stay the course. We currently do not expect a 

broad and sustained rebound in risk assets in the near term. While 

equity valuations are increasingly attractive, uncertainties over 

how inflation and growth will be impacted by monetary tightening 

remain the key challenge. Sentiment of professional and retail 

investors remains at pessimistic levels, pointing to likely oversold 

conditions across risk assets in the very short term.

Investment Review

[Source: Bloomberg, VSWA] 
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Global Economy

Weaker than expected macroeconomic releases in May show that 

headwinds to global growth have increased in recent weeks. The 

spread of Omicron in China has resulted in downward revisions in 

global growth forecasts, while sticky inflation has led to upward 

adjustments of inflation estimates. Major central banks, which are 

seemingly behind the curve, are expected to engage in monetary 

tightening to bring inflation down to levels more in line with their 

mandate of price stability. Higher rates will reduce consumer 

spending and business investments, negatively impacting growth. 

We further reduce our forecast for global real GDP growth in 2022 

from 3.0% to 2.9%.

For the U.S., we reduce our real GDP growth forecast for 2022 

from 3.2% to 2.7%, largely driven by an increasingly hawkish Fed 

stance and important leading indicators pointing to slowing 

economic activity. As published by the University of Michigan, 

consumer sentiment deteriorated further in May to a new decade 

low as rising concerns over inflation dimmed the outlook for the 

economy, which is strongly dependent on consumer spending. 

The drop in sentiment was mainly driven by negative views on 

buying conditions for houses and durables. The university’s index 

of buying conditions for durable goods dropped to the lowest level 

on record in May. Inflation is outpacing wage gains and there are 

signs that pay increases may have peaked. Consumers expect 

prices to increase by 5.3% in 2023 and to rise by an average 

annual rate of 3% over the coming five to 10 years. Minutes of the 

May meeting of the Federal Open Market Committee (FOMC) 

indicated a broad consensus for returning the Fed funds rate to 

more neutral levels. Despite stressing data dependence of 

monetary policy in a highly uncertain environment, participants 

noted that a restrictive stance may well become appropriate.    

We further reduce our forecast for Euro area GDP growth from 

2.8% to 2.6% for 2022. The Euro area composite Purchasing 

Managers Index (PMI) decreased by 0.9 points to 54.9 in May. 

The release was below consensus expectations, reflecting a 

decline in services and a slight improvement in the manufacturing 

component. Across countries, the weakening was led by the 

periphery and France, partially offset by an increase in Germany. 

The report showed a weakening in new orders, with new export 

orders edging further down and remaining in the contraction zone.[Source: Vontobel, VSWA] 
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Global Economy

As inflation weighs on real wages, the disparity between robust 

business confidence and recession-territory consumer confidence 

has widened further in recent months. In May, the mood among 

consumers remained close to the lows seen during the early days 

of the Covid pandemic, during the Euro area sovereign crisis in 

2012, and during the great financial crisis in 2008. Low confidence 

suggests that high prices will likely continue to weigh on demand 

in the near future. The Russian invasion of Ukraine has impacted 

inflation, intensifying the cost-of-living crisis across the region. 

This has led European Central Bank (ECB) officials demanding for 

interest rate hikes for the first time in more than a decade.

The Swiss KOF Economic Barometer declined in May and now 

stands at 96.8 points, which is 6.2 points lower compared to April 

and below its long-term average. The downwards move of the 

gauge was driven by indicators across almost all branches of the 

Swiss economy. According to April data, the Purchasing Manager 

Index for Switzerland’s manufacturing sector slightly decreased, 

but remained comfortably in growth territory. Industrial output rose 

by 7.9% in the first quarter of 2022 compared to a year ago. In our 

view, the outlook for the Swiss economy remains favorable. Our 

estimate for Swiss real GDP growth in 2022 remains at 2.5%.

China’s economic activity was negatively impacted by renewed 

Covid lockdowns, but the worst seems to be over as we have 

recently seen early signs of improving public health conditions and 

supply chains. The People’s Bank of China just cut interest rates 

for 5-year mortgages for more proactive support of the property 

market. In a recent teleconference, Premier Li stressed the need 

to support the Chinese economy after very weak April activity data 

and an anemic recovery in May. Thus, policy support should lead 

to a growth rebound in the second half of the year.

Strong demand resulting from the reopening boom and 

supply-chain pressures led to high and rising global 

inflation. The Russian invasion of Ukraine exacerbated 

price pressures in certain commodities. Central bank 

tightening will dampen activity and reduce inflation. We 

further reduce our forecast for global real GDP growth for 

the current year from 3.0% to 2.9%.
[Source: Vontobel, VSWA] 
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Equities

Equity markets continued their correction during the first half of 

May on hawkish comments from Fed officials and a further 

slowdown of macroeconomic leading indicators. The focus of 

investors has started to shift from inflation to growth worries and 

recession risk. Stock markets finally started a broad relief rally 

across sectors and regions towards end of May from heavily 

oversold levels as market sentiment and risk appetite had 

become quite bearish and markets had already priced future 

policy tightening to a large extent. Cyclicals outperformed 

defensives and bonds rallied alongside stocks. Across sectors, 

energy, utilities, and financials outperformed, whereas 

consumer discretionary, consumer staples, and technology 

stocks underperformed.

Despite positive stock markets, valuation multiples continued to 

slightly contract in May, driven by rising earnings estimates. The 

Price-to-Earnings (PE) ratio of the MSCI World index, the most 

important global equity market gauge, currently stands at 15.8, 

which is slightly below its average valuation during the past 10 

years. Having corrected significantly since the start of the year, 

valuations of the majority of major equity markets are now 

trading below their longer-term averages. In our view, this is a 

very healthy development and equity markets are increasingly 

attractive from a longer-term perspective. History shows that the 

valuation of equity markets and prospective returns are clearly 

correlated. Lower valuation leads to higher prospective returns 

and vice versa. From that perspective, the market correction 

from December highs has considerably increased expected 

returns over the next five or 10 years across equity markets.

Unlike in previous reporting seasons the majority of companies 

gave a very conservative guidance, often citing rising input cost 

pressures and supply-chain issues as the main reasons for their 

cautious stance. Consensus earnings estimates for the next 12 

months already started to flatten in major indices and we expect 

this trend to continue over the coming months. Rising earnings 

are the single most important driver of equity market returns. As 

this driver becomes weaker, upside in stocks seems limited, at 

least in the shorter term.

It should come as no surprise that investor sentiment decreased 

to quite bearish levels during the recent selloff in risk assets. In 

early May, retail investor sentiment fell to the most pessimistic 

levels since the great financial crisis of 2008 and only slightly 

improved since. Recession-like sentiment data are confirmed by 

other indicators as well. Put/call-ratios, equity futures positions, 

volatility, hedge fund positioning, as well as flow data in the 

higher risk fixed income segment all point to high risk aversion 

among professional investors.

In a historical perspective, corrections have usually been good 

buying opportunities. Since 1950, there have been more than 

30 corrections of 10% or more in the S&P 500. Buying the S&P 

500 after a significant correction would have resulted in a 

median return of 15% during the subsequent 12 months, with 

the probability of a positive return having been around 75%. 

The same is true for other major equity markets as well.

The reporting season for the first quarter of 2022 was again 

successful, with earnings growth slightly exceeding consensus 

estimates in the U.S. as well as in Europe. For the S&P 500, 

66% of index members beat sales estimates, while even 75% 

reported above earnings estimates. For the Euro Stoxx Index, 

76% of constituents surpassed sales estimates and 68% beat 

earnings estimates.

While pressures on stocks may very well persist in the 

shorter term, longer-term return expectations of equities 

have clearly improved since the start of 2022 due to a 

decline in valuation multiples. We will use weakness in 

markets or individual stocks to add positions and move 

the equity quota from slightly underweight back to 

neutral.

[Source: Bloomberg, VSWA] 
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Fixed Income

Government bond yields slightly declined during May across the 

maturity spectrum, which sounds quite counterintuitive given 

persistently high inflation pressures. However, with markets 

having priced peak Fed hawkishness and the slowing of leading 

indicators increasing recession fears, declining yields were a 

natural reaction after the strong upwards move since the start of 

the year. Credit spreads moved lower during early May’s risk-off 

environment and recovered thereafter.

The upcoming meeting of the Federal Open Market Committee 

(FOMC) on June 15 will very likely result in an additional rate 

hike of 50 basis points, which would then bring the Fed Funds 

Rate to 1.50%. June also marks the beginning of the Fed’s 

balance sheet reduction, which will happen at a pace of USD 50 

billion per month. That amount is expected be increased to USD 

90 billion in September. To put this into perspective, the Fed’s 

current balance sheet stands at USD 9 trillion, whereas the U.S. 

annual GDP amounts to roughly USD 22 trillion.

U.S. headline consumer price inflation rose by 8.3% in April and 

core inflation by 6.2% from a year earlier. Euro area headline 

consumer price inflation stood at 7.4% and core inflation was 

recorded at 3.5% in April compared to a year ago. Inflation in 

Switzerland is still low in a global context, with April headline 

and core data recorded at 2.5% and 1.5%, respectively. 

Consensus expectations are that the peak of U.S. inflation is 

already behind us, while the Euro area will most likely see rising 

consumer prices over the coming months with a likely peak in 

inflation in the fourth quarter of 2022.

A positive aspect of the bond market carnage since the start of 

2022 is that fixed income investments became much more 

attractive as expected future returns improved considerably. To 

calculate prospective real returns, investors need to take 

inflation over the coming years into account. A common fallacy 

is to use current inflation data, such as the recent CPI print of 

8.3%, to calculate inflation-adjusted returns. Such an approach 

is wrong because it assumes that inflation will remain at high 

levels until maturity of the respective bond investment.

U.S. inflation will likely peak in the second quarter, while 

Europe is still on an upwards trend. Prospective real 

yields are now positive in the U.S., at least for mid- to 

longer term corporate bonds. We continue to prefer 

credit over government debt and keep duration below 

benchmarks.

There are two commonly used market-based indicators of 

expected inflation in the future: 10-Year Breakeven Yields and 

5-Year-5-Year Inflation Swaps. Both indicators measure the 

average inflation investors expect over a time frame of 10 years 

and they currently stand at 2.7%. Using 2.7% as a forecast for 

average inflation, most mid to long-term USD denominated 

corporate bonds currently provide positive real yields. Market-

based inflation expectations also play an important role in the 

Fed’s decision making and provide immediate feedback. So far, 

inflation expectations are well anchored below 3%. Thus, the 

market seems confident the Fed will be able to dampen inflation 

through a combination of interest rate hikes and balance sheet 

reduction. In our discretionary mandates we took the 

opportunity and bought various corporate bonds with maturities 

between 3 and 6 years. Attractive yield and spread levels justify 

a neutral position on fixed income in our view. We remain 

overweight corporates and underweight government bonds on a 

relative basis. In terms of duration we prefer to stay below 

benchmark.
[Source: Vontobel, VSWA] 
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Currencies

After having strongly appreciated against most major currencies 

since the start of the year, the U.S. Dollar consolidated in May. 

The depreciation against all G10 currencies was predominantly 

triggered by peak hawkishness regarding the Fed’s future hiking 

path and also by a rebound in risk assets during the final days 

of May, which is typically supportive for cyclical currencies. 

The appreciation of the USD has likely run its course 

and further upside seems quite limited given peak 

hawkishness in the market’s expectation of the Fed’s 

tightening path. Structural drivers are still pointing to 

longer-term potential for USD depreciation, especially 

against the Swiss Franc.

Speculative short positioning is still high in Japanese Yen, 

Swiss Franc, and British Pound against the USD. Speculative 

investors are neutrally positioned in the Euro and have long 

positions in high carry Emerging Market currencies, such as the 

South African Rand, the Brazilian Real, or the Mexican Peso.

As ECB officials started to debate faster rate hikes, front-end 

rate differentials have recently moved in the Euro’s favor. While 

further ECB hawkishness could continue to drive the EUR 

higher versus the USD, tail risks from the was between Russia 

and Ukraine certainly exist. We reduce our 12 months forecast 

for EUR/USD from 1.16 to 1.13.

Despite still low inflation in Switzerland the Swiss National Bank 

(SNB) has frequently communicated its readiness to respond if 

price pressures would persist. The SNB has also mentioned to 

consider external inflation pressures when determining the 

appropriate policy, which confirms its focus on keeping inflation 

at low levels. Nevertheless, we expect the SNB to act after the 

ECB and increase our 12 months forecast for USD/CHF from 

0.90 to 0.93.

[Source: Vontobel, VSWA] 
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Commodities

Crude oil moved higher in May on the EU’s decision to reduce 

oil imports from Russia by 90% until the end of 2022 and to 

prohibit European companies from providing insurance for the 

transport of Russian oil. As a result, WTI rose from $104.7 to 

$114.7 per barrel. Despite tailwinds from a comeback in air 

traffic, oil demand estimates have been reduced in recent 

weeks on the expectation of slowing global growth.

OPEC continues to argue that high oil prices are not driven by 

fundamentals and that the global demand and supply balance

Oil prices will likely stay elevated in the short term on 

fears of Russian output losses. In the longer term, oil 

should trade around $100 per barrel as supply will be 

able to meet demand. Gold remains a tail hedge in the 

current environment of geopolitical and macroeconomic 

risks. We remain overweight gold in our multi-asset 

mandates.

remains stable despite sanctions on Russia. However, Saudi 

Arabia has recently indicated that it is prepared to increase 

production if Russia’s output falls substantially due to sanctions. 

While a market shortfall would need to be addressed via higher 

supply from other producers, many OPEC countries struggle to 

increase production due to many years of underinvestment. We 

expect uncertainties to remain high in the short term and oil 

prices to stay elevated. Our forecast for WTI for the next 3 and 

12 months remains unchanged.

Gold remained under pressure in May on sizeable outflows from 

global gold ETFs and a reduction in net long future positions on 

COMEX. Nevertheless, gold remains one of the best performing 

asset classes since the beginning of the year, which is quite 

remarkable given the background of a strong USD and strongly 

rising bond yields. While monetary tightening will continue to be 

a headwind for gold, macroeconomic and geopolitical risk will 

likely remain supportive. Our gold forecast for the next 3 and 12 

months remains unchanged.

[Source: Vontobel, VSWA] 
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Important Disclosures

The views expressed herein represent the opinion of Vontobel Swiss Wealth Advisors AG (“VSWA”). VSWA is a Switzerland-based investment adviser that is registered with the U.S. Securities and Exchange Commission and has the status of an Exempt International 

Adviser in the Canadian provinces of Alberta, British Columbia, Nova Scotia, Ontario and Québec. Vontobel Swiss Wealth Advisors is a wholly owned subsidiary of the Vontobel Group.

The information set out in this presentation is deemed to constitute “marketing material” within the meaning of Art. 68 of the Swiss Financial Services Act. This report is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any 

investment instruments. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results. All information and opinions expressed in this report were obtained from sources believed to be reliable and in good 

faith, but no representation or warranty, express or implied, is made as to their accuracy or completeness. Past performance of an investment is not indicative of its future performance. Some investments may be subject to sudden or large falls in value and on realization you 

may receive back less than you investment or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value, or income of an investment. This document may contain forward-looking statements, generally identified by our use 

of forward-looking terminology such as "may", "will", "expect", "intend", "anticipate", "estimate", "believe", "continue", “forecast”, “see” or other similar words. Readers of this report should be aware that there are various factors that could cause or contribute to such differences 

including, but are not limited to, changes in general economic and business conditions, industry trends, changes in government rules and regulations (including changes in tax laws) and increases in interest rates. Accordingly, readers are cautioned not to place undue reliance 

on these forward-looking statements, which speak only as of the date of this outlook. We do not make any representations or warranties (expressed or implied) about the accuracy of any such forward-looking statements or the performance or valuation of any investment 

instrument or strategy discussed in this report. 

This report may not be reproduced or copies circulated without prior authority from VSWA. VSWA expressly prohibits the unauthorized distribution and transfer of this report to third parties for any reason. Since VSWA does not provide tax advice and is unable to take into 

account the particular tax implications of an investment instrument, we recommend that you seek specific advice from a specialized tax advisor prior to making any investment decision.
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