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At Crestone’s most recent investment forum, we asked panellists to share their 
views on the likely path of markets and the global economy in 2022.  
In particular, we asked to what extent risks from the recent Delta outbreak, 
stickier inflation, and signs that central banks are starting to withdraw 
stimulus could derail the recovery.

Overall, our panellists believe the recovery remains on track, underpinned by a transition to ‘living 
with COVID’. In this scenario, the will to go back into lockdown is pretty low, and pent-up activity 
should continue to drive a pick-up in growth. Ample spare capacity should see inflation pressures 
ease ahead, even as bond yields trend higher.

Australia’s recovery is widely viewed as delayed not derailed, while relatively attractive valuations 
are likely to see capital flows eventually return to emerging markets—albeit in a more selective 
manner. An ongoing search for yield is favourable for credit markets, and equity markets are also 
likely to be supported by low interest rates, with the rise of non-price-focussed market participants 
flagged as a factor driving sector and stock trends. The pandemic is also seen to have accelerated 
the push to decarbonisation.

Four key themes emerged from the forum
 • The will to return to lockdowns is low—A sustained economic recovery is the most favoured 

outlook, and COVID-19 is seen increasingly as a pandemic of the unvaccinated. With plenty of 
spare capacity and pent-up consumer buying power, policy is likely to remain accommodative 
with growth to advance at an above-trend rate—particularly in the developed economies.

 • Attractive valuations should see capital return to emerging markets—More activist China 
policy and low vaccination rates have seen emerging market equities underperform. Non-China 
economies are in much better shape than in 2013, which is when the last US tapering occurred. 
However, investors may increasingly see emerging markets as a selective opportunity set, with a 
view toward non-China markets.

 • There are still some challenges ahead for domestic equities—Investors are increasingly able 
to look across the chasm to a likely solid economic recovery in 2022. However, after a strong 
earnings reporting season, cost and wage pressures are starting to emerge and company 
outlook statements are weak. However, rates are not seen rising before strong growth is once 
again observed.

 • Tapering is a headwind to fixed income, but tail risks are mis-priced—Risk premia has 
congregated at the low end of historical averages in fixed income markets, suggesting an 
over-confidence in the consensus view. This is largely due to the strength of the improving 
economic outlook. And for this reason, bond yields are expected to keep rising, but not much 
above 2% in the US or Australia.

Living with
Delta
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While global growth has recovered at a record pace in the year following 
the 2020 pandemic-led recession, the world economy is likely to be 
passing peak growth in H2 2021. A few challenges lie ahead. Not only is 
the world adjusting to living with Delta and ongoing flare-ups of the virus, 
but a likely default by Chinese property developer Evergrande is also 
weighing on risk appetite. With tapering on the way, will the global 
economy be able to transition without upsetting the recovery?

HOW LIKELY IS IT THAT WE WILL SEE A SUSTAINABLE RECOVERY NEXT YEAR?

Scott Haslem, Chief Investment Officer at Crestone Wealth Management, opened the 
conversation, highlighting some of the key considerations for investors in the current 
environment and sharing Crestone’s views. He explained that “as we move into 2022, growth 
is likely to normalise at a healthy pace and a recession in the next 18 months seems relatively 
unlikely”. He asked panellists whether a sustainable recovery is likely next year if the world 
reaches vaccination levels that can prevent severe mobility restrictions being reimposed  
en masse.  

David Bassanese, Chief Economist at BetaShares, feels it is very 
possible the recovery could be sustainable. We have enjoyed a 
best-case scenario of a V-shaped recovery in growth. Despite 
COVID-19 dealing the world an incredible shock, and supply-side 
challenges in the US, he explained that there is still plenty of spare 
capacity. Wages are pretty dormant and we are still in an early to 
mid-stage of a new cycle. When US unemployment drops closer to 
4%, he would be more inclined to say we are in a later-cycle 
environment and should exercise more caution. However, there is still 
plenty of capacity for growth to advance at an above-trend rate 
without causing inflation. “We also have policymakers remaining 

accommodative. COVID-19 is increasingly a pandemic of the unvaccinated, particularly for 
the northern hemisphere. US death rates are now back to last year’s highs but the will to go 
back into lockdown is pretty low now. All up, we are looking at a reasonably positive outlook.”

HOW MUCH IMPACT WILL TAPERING HAVE ON MARKETS?

Bassanese does not believe that tapering will have a large impact on the economic  
recovery. Unlike the taper tantrum, he feels this time it will be well telegraphed to the market. 
“Everyone is expecting tapering to be announced in the next few months so you’d think it’s 
already priced into the market.” 
From the perspective of long-maturity bonds, he believes that tapering will only account for 
around 25 basis points. What is expected to have a larger impact on bond markets is when 
the US Federal Reserve (Fed) gets closer to tightening interest rates. At this stage, the Fed is 
expected to start tightening in 2023, so increases in bond yields are something the market 
may have to contend with in H2 2022. In the meantime, Bassanese expects that bonds will 
continue to trade in a range. What will be critical for the market is if US 10-year bonds remain 
below 2% for the foreseeable future, which would support the equity market. Albeit we seem 
to be in the midst of a correction, he does not feel the recovery will be derailed by tapering.
Gopi Karunakaran, Co-Chief Investment Officer at Ardea Investment Management, believes 
two consensus views have formed—one around transitory inflation and one around tapering. 
Investors broadly expect inflation to remain benign with a higher probability of it falling than 
rising. A clear distinction has also been drawn between tapering and rate hikes. He explained 
investors feel that monetary policy is too stimulative—yet the consensus view for the first rate 
hike in the US has been pushed out to February 2023. Any deviation from these consensus 
views could lead to outsized market reactions.

The Crestone view: Global growth is expected to transition to a still 
healthy pace in 2022. With vaccine rates rising, the initial phase of 
central bank tightening is not expected to derail the recovery.

HOW LIKELY IS A SUSTAINABLE 
GLOBAL RECOVERY NEXT YEAR?

“As we move into 2022, 
growth is likely to normalise 
at a healthy pace and a 
recession in the next 18 
months seems  
relatively unlikely.”

SCOTT HASLEM, CRESTONE WEALTH MANAGEMENT



 

“While we are positive on emerging 
markets, for some investors it just seems 
like a difficult place to be.”

SCOTT HASLEM, CRESTONE WEALTH MANAGEMENT
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While all nations entered the pandemic together, we are now emerging 
from the pandemic at different speeds, depending on inoculation rates. 
In emerging markets, several regions have been battling renewed 
outbreaks of the Delta variant And in China, growth looks set to slow 
further due to policy tightening, and downside risks to the outlook have 
risen. We asked panellists if they see capital returning to emerging 
markets and if China currently presents an opportunity to investors.  

WILL CAPITAL RETURN TO EMERGING MARKETS?

Haslem explained that emerging economies (ex-China) remain on track for a solid  
rebound over the next couple of years, although concerns remain that the global  
industrial cycle is passing its peak. “While we are positive on emerging markets, for some 
investors it just seems like a difficult place to be.” 

One of the more recent debates has been around China’s  
seemingly heavy-handed regulatory tactics. Haslem asked  
panellists whether they feel these issues are likely to be structural in 
nature and if capital will return to emerging markets. 

Projit Chatterjee, Managing Director, Senior Equity Strategist at UBS, 
feels the recovery has been a little more nuanced for emerging markets 
for a number of reasons. Firstly, emerging markets were slower to 
vaccinate and were consequently hit harder by the second wave of the 
pandemic. With vaccination rates now expected to reach 70% by 
year-end, he expects the pace of recovery to speed up. With regards to 
tapering, Chatterjee believes that emerging markets are in better shape 

than they were in 2013. Current account data is a good indicator of this, and most emerging 
market countries are expected to post surpluses this year, as opposed to in 2013 when 
most were in deficit. 

“Four of the 2013 ‘fragile five’ (which includes India, Brazil, Indonesia, South Africa and 
Turkey) are in better shape today. While tapering might have an impact, it should be much 
less than the taper tantrum of 2013.”

In terms of emerging market credit, Sonali Pier, Director at PIMCO, explained that  
valuations are pretty disparate and largely depend on where that country is in the  
vaccination cycle. She expects a more synchronised global economic outlook in H2 2022, 
where emerging markets are likely to contribute more to global growth. She explained that 
emerging market credit has lagged developed markets for reasons other than just  
vaccine progress. 

“Central banks in emerging markets simply lacked the fire power of developed markets 
over the past year. There is still some spread tightening left in emerging markets, but it 
takes that really selective bottom-up approach to decipher between who will be the  
winners and losers.” 

In terms of relative value, PIMCO is underweight emerging markets and is starting to 
rebuild a more neutral position.

WILL CAPITAL RETURN TO 
EMERGING MARKETS?

“Four of the 2013 ‘fragile five’ 
are in better shape today. 
While tapering might have an 
impact, it will be much less 
than the taper tantrum  
of 2013.”

PROJIT CHATTERJEE, UBS
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DOES CHINA PRESENT AN OPPORTUNITY FOR INVESTORS?

Chatterjee feels that China is on a different trajectory to the rest of emerging markets. 
While China was quick to recover from the pandemic, he believes that it is currently 
experiencing more of a slow-down than a pick-up. 

Pier finds it difficult to extrapolate the situation in China more broadly. For example, she 
sees foreign direct investment likely to struggle in China (due to Evergrande and Macau 
gaming) and would not extrapolate that to other emerging markets. However, she does see 
that some lending by China could impact other emerging markets.

Pier also noted there are hazard trades investors should be aware of. For example, the belt 
and road initiative has actually led to more direct investment in countries outside China. 
She highlighted that there are certain issues that may make investors wary of investing in 
China, such as concerns about whether they will be paid out if there is a default, as well as 
issues in the property and gaming sectors, and the desire of the Government to reduce 
illicit money by cutting dividends without actually working with individual companies. 
Nevertheless, she feels that memories can be short when valuations are attractive.

Chatterjee feels China can take a longer-term view to tackling certain structural challenges 
and objectives than most countries which may have elections every four to five years, and 
many of these issues are driven by the vision and agenda of China’s top leadership. There 
is, therefore, a structural element to regulatory issues in China—although regulation does 
still tend to come in waves. 

“The intensity comes in cycles and it’s difficult to say how long this cycle will last. We are 
probably somewhere in the middle or maybe a bit closer to the end. There is probably more 
to come but most sectors and companies will likely adjust to the new normal.”

The opportunity set that China presents in terms of quality companies 
and new investment areas is likely to remain. Therefore, UBS does not 
expect investors to stay away from China. He explained that some 
institutional investors have even taken this as an opportunity to top up 
exposure, while wholesale investors have withdrawn capital in more 
recent months. Bassanese added that when emerging markets initially 
emerged as an investment idea, it was regarded as a convergence 
trade. However, over the years it has become more of a disparate trade.

“Increasingly, investors have to look at it less as an asset class block 
and more as a selective opportunity set.”

When asked if China will ease further in response to events that have unfolded in the 
property sector, Bassanese answered that he feels China will restimulate as required. 
“Ultimately, China still has the policy tools to support its economy.”

   
 

The Crestone view: We remain underweight emerging market 
equities, with a view to closing that position over coming months should 
China policy conditions improve and economic momentum post the 
Delta wave show signs of strengthening into 2022.

“Increasingly, investors have 
to look at it less as an asset 
class block and more as a 
selective opportunity set.”

DAVID BASSANESE, BETASHARES
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While several months of weaker economic data lie ahead, rapid 
vaccination rates, combined with plans to re-open major states in Q4, 
have improved Australia’s 2022 outlook. However, as we slowly adjust to 
living with Delta, the earnings outlook is challenged, and the prospect of 
international borders re-opening could drive away spending power at a 
time when it is most needed. We asked panellists what their longer-term 
view is for the domestic economy and what the pivot towards 
decarbonisation means for investors. 

WHAT IS THE LONGER-TERM VIEW FOR AUSTRALIA?

While the immediate outlook is weak, Bassanese feels that people seem to have learnt to 
look across the chasm. “Looking at vaccination rates, the re-opening is not far away, so you 
would expect a bounce back in growth. We also have a lot of spending power still to come 
through and household savings rates are high.” 

Bassanese believes the Reserve Bank of Australia (RBA) will not raise rates until 2024, and 
it will first want to see a strong economy with unemployment near 4%. He feels the outlook 
is good, despite near-term pressures, but that the earnings outlook for companies is not as 

good as it is in other markets, and that the domestic market is not as 
dynamic as other markets around the world.

Kate Howitt, Portfolio Manager at Fidelity International, explained that 
Australia’s latest reporting season has been strong, with cashflows and 
dividends the high points. She noted that banks have been writing back 
potential bad debts and the iron ore price had delivered some very strong 
earnings for companies in Western Australia. However, she also sees cost 
and wage inflation starting to emerge: “With borders closed, this has 
meant companies aren’t getting enough workers, and the workers they do 
have are flexing their pricing-power muscles.”

Howitt explained that, while outlook statements have been weak, this is not surprising as 
we are exiting a period of substantial government stimulus and investors have become 
wary of trying to predict the future. One area of concern is the potential impact on domestic 
growth if Australians resume spending oversees and tourists and overseas students are 
slow to return to Australia, particularly if the iron ore price remains deflated. 

With regards to back-stops that Australia has historically depended on during risk-off 
environments, Haslem acknowledged that the Australian dollar has not provided much 
protection recently: “Typically when you see global markets down, the Australian dollar is a 
relief valve”. 

WHAT DOES THE PIVOT TOWARDS DECARBONISATION MEAN FOR INVESTORS?

The trend towards sustainable investments was highlighted as pivotal by all panellists. 
Howitt explained that, following the Global Financial Crisis, decarbonisation was regarded 
as a ‘luxury’. However, the pandemic has accelerated the push to decarbonisation, and a 
range of sectors are choosing to compete on green credentials rather than trust. Over the 
long term, she said this has broad implications, such as what the energy index will look like 
in 2050. She added that it is expected to cost around $150 trillion to decarbonise the global 
economy, which presents a huge opportunity set.  

WILL AUSTRALIA’S GROWTH 
RECOVERY BE DELAYED?

“Companies aren’t getting 
enough workers, and the 
workers they do have are 
flexing their pricing-power 
muscles.”

KATE HOWITT, FIDELITY INTERNATIONAL
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Panellists acknowledged that one of the unintended results of the pivot to  
decarbonisation is ‘greenflation’. This is where prices rise for metals and minerals that are 
essential to solar and wind power and other renewable technologies. Pier added that  
investors also need to be aware of ‘greenwashing’, which is where investments claim to be 
sustainable when they are, in fact, only making token gestures towards sustainability.  
However, by having better dialogue with issuers, she believes this can lead to 
improved outcomes.

 
The Crestone view: We remain overweight equities and underweight 
bonds for Australia. We expect a strong growth recovery in H1 2022 to 
underpin renewed earnings momentum and bring forward the RBA’s 
2024 timing for the first rate hike.



 

The trend towards sustainable investments 
was highlighted as pivotal by all panellists. 
The pandemic has accelerated the push to 
decarbonisation, and a range of sectors are 
choosing to compete on green credentials. 
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The investment world is increasingly coalescing on a consensus view that 
the economic recovery will remain on track. The recovery is expected to 
be supported by loose policy and inflation is not expected to be a 
structural threat. Panellists were asked if opportunities can still be 
found in fixed income markets, what the outlook is for long-term bond 
yields, and if there are any risks that could unsettle the current  
‘goldilocks’ environment.

CAN OPPORTUNITIES BE FOUND IN FIXED INCOME MARKETS?

Karunakaran feels the investment world is drawing a clear distinction between tapering 
and rate hikes. This means that risk premia broadly in fixed income markets has drifted 
down to the very low end of historical ranges: “If we look at things like term premia in 
government bond markets, credit spreads, high yield credit, and market pricing of volatility 
have all congregated towards the low end of historical ranges.” 

Karunakaran explained that because risk premia is so low, investors are not being paid 
enough to bet on those base cases. He feels the ‘blunt’ beta in fixed income does not look 
that compelling. However, he noted that whenever a strong consensus view forms, other 

scenarios are often de-emphasised and become under-priced—
potentially quite substantially. This is something Ardea Investment 
Management is seeing in rate markets currently, given transitory 
inflation. The right tail, which represents the scenario of inflation 
rising, and the left tail, which represents the scenario where we 
slip into a disinflationary environment, are not being priced. When 
you look at a broad measure like the ‘Move Index’, which is the 
VIX Index equivalent for rate markets, Karunakaran explained that 
this is sitting in the bottom quartile of where it has been 
historically. Dig a bit deeper and spot rates for interest volatility 
are actually very low. This is set against a background of demand 
and supply tension i.e. bond supply on one end and tapering on 
the other. A similar picture is developing at the front end of 
Australian swap rates. He explained that these asymmetric-type 
opportunities are cheap in rate markets currently. 

Karunakaran explained that one way you can enhance yield is to sell optionality either 
outright or embedded optionality in various structures. Yield-seeking inflows are 
suppressing the value of volatility and the side effect of this is that risks associated with 
those segments of markets are being under-priced.

Howitt flagged the rise of non-price-focussed market participants. She said that most 
market participants are investing based on some other proxy of outperformance. This  
could be as simple as index inclusion or non-inclusion, risk parity, thematic, or 
sustainability. This can lead to investors ignoring intrinsic value and whether they are 
overpaying for an investment.

Pier added that central banks are not only providing liquidity, they are also doing the 
purchasing. The search for yield has led investors to lower-quality parts of the spectrum. 
The phenomenon around squeezing the option premium is in every market, even in the 
compression from high yield to investment grade. Part of the reason for the low pricing of 
tail risks is that the economic outlook looks good. While there will be volatility along the 
way, the trend is quite clear and this is why consensus congregation keeps occurring.

WHAT DOES THIS MEAN FOR 
FIXED INCOME MARKETS?

“Term premia in government 
bond markets, credit 
spreads, high yield credit, 
and market pricing of 
volatility have all 
congregated towards the low 
end of historical ranges.”

GOPI KARUNAKARAN, AREDEA INVESTMENT 

MANAGEMENT
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WHAT IS THE OUTLOOK FOR LONG-TERM BOND YIELDS?

Bassanese explained that BetaShares uses an econometric model for bond yields—the 
Fed funds rate and where the market expects it to be over the next 12 months. He sees 10 
year-bond yields at around 2% and struggles to see them moving over 2.5%. While he feels 
there is a low probability of a bear market in equities (20% decline), corrections of around 
10% may happen, particularly when the Fed tightens policy.

Karunakaran warned that a huge amount of stimulus needs to be funded through bond 
issuance. He also explained that the biggest buyer of bonds (i.e. the Fed) is signalling it will 
reduce its bond-buying program. This will lead to localised demand and supply imbalances 
in various segments of the US Treasury market. He explained that interest rate options 
provide asymmetric pay-off profiles to position for scenarios where consensus disappoints. 
And when this does happen, there tends to be an outsized price reaction.

Howitt does not see interest rates rising much above 2%. This, she believes, is what is 
underpinning elevated valuations in so many assets as investors search for yield. A concern 
is that investment markets will remain in a permanent goldilocks environment where 
interest rates will never rise high enough to upset the current valuation paradigm, yet there 
will still be an expectation that earnings will normalise. 

WHAT COULD UNSETTLE THE CURRENT INVESTMENT ENVIRONMENT?

Karunakaran believes the market could be under-pricing the ability for a structural change 
in so-called transitory inflation drivers, while Bassanese feels the most obvious risk is an 
uncontrollable new variant of COVID-19. Howitt feels the possibility the Beijing put might 
not be what it used to be. Perhaps authorities are now operating on a longer time horizon 
and have shifted away from the traditional model of propping up sectors.

The Crestone view: Fixed income remains an important defensive 
asset for portfolios, as well as a source of tactical liquidity. However, 
we remain underweight government bonds as we foresee 10-year yields 
continuing to move higher to between 2.0% and 2.5% in H1 2022.
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WHERE ARE YOU ALLOCATING YOUR 
INCREMENTAL DOLLAR?

“Asymmetric opportunities 
around tail risks.” 
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DAVID BASSANESE
CHIEF ECONOMIST 
BETASHARES
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“Technology firms in China.” “A picks-and-shovels play on 
decarbonisation: Macquarie 
Group.” 

“There may be value in ‘rising 
stars’ within credit markts– 
i.e. companies moving from 
high yield to investment  
grade status.” 

“Chinese assets that are 
oversold and parts of the 
financial sector, such as 
insurance and privately- 
owned banks.” 
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