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Executive summary

As the current wave of the new Omicron variant hasn’t reached its peak 
in many countries yet, the short-term risk of more restrictive lockdown 
measures is elevated.

Equities strongly end 2021 fueled by reduced Omicron concerns, strong 
corporate earnings, and robust economic activity. Going forward, the 
Ortec Finance Momentum Indicator signals weakened, but equity 
momentum remains positive in 2022.

The business cycle is expected to normalize from its peak due to limited 
recovery potential. Additionally, inflationary pressures worsen the Ortec 
Finance Business Cycle Indicator outlook on a 1-year horizon.

Given the persistence of upward price pressures and the broad-based 
economic recovery, we expect central banks to gradually raise interest 
rates in the coming two years. For most countries, we expect that 
inflation will fall below central bank targets from 2022 Q4 onwards.

As triggered by the current highest inflation levels in decades, we 
expect (trend) inflation to be more skewed and volatile than previously 
anticipated.

The outlook is surrounded by substantial uncertainty given elevated 
inflation risks and the current explosive spread of the Omicron variant. 
Accordingly, we expect market volatility and downside risk to remain 
elevated in the short run. 
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Will Omicron lead to new lockdown restrictions?

Our baseline assumption is that the pandemic will not cause any major 
economic disruptions as economies have increasingly adapted to lockdown 
restrictions.

Still, the pandemic’s impact on the economy is accompanied by several sources 
of substantial uncertainty. The reimposition of restrictive containment measures 
could be more prolonged than currently anticipated as there is significant 
uncertainty about the number of hospitalizations that the current wave of Covid-19 
will trigger. In the medium-term, uncertainty remains whether vaccinations 
will provide sustained protection or relief against new virus mutations such as 
the Omicron variant and whether countries manage to get the majority of the 
population vaccinated. Additionally, the scale-down of extraordinary policy support 
measures could reveal the insolvency of certain sectors. On the other hand, there 
is also upside risk to the rapid spread of the Omicron variant in combination with 
continued progress on booster campaigns if it proves to be associated with much 
less severe illness. This could significantly reduce the potency of the pandemic 
beyond the first quarter of 2022 and significantly bring down associated downside 
risks for the global economy. 

1 SARS-CoV-2 variants of concern and variants under investigation (publishing.service.gov.uk)

The Omicron variant has increased the uncertainty about the short-term trajectory 
of the pandemic. According to the most recent data and first studies about 
Omicron, it is clear that this new variant is more contagious but there is also 
increasing evidence that the risk of hospitalization is significantly lower, especially 
after having received 3 doses of vaccines.1 The subsequent question is whether the 
rapid increase in new confirmed cases will still cause hospitals to hit their capacity 
constraints and more restrictive lockdown measures need to be imposed. As the 
current amount of new confirmed cases is more than twice the size of previous 
peaks and the current wave hasn’t reached its peak in many countries yet, the 
short-term risk of more restrictive lockdown measures is elevated. Nevertheless, 
as economies have increasingly adapted to lockdown restrictions, the potential 
economic damage is also likely to be much smaller.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1044481/Technical-Briefing-31-Dec-2021-Omicron_severity_update.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1044481/Technical-Briefing-31-Dec-2021-Omicron_severity_update.pdf
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Equity momentum expected to slow down after 
strong year-end
During the fourth quarter, concerns over the new Omicron variant partly ebbed 
away paving the way for a positive equity run for developed markets towards 
year-end fueled by strong corporate earnings and robust economic activity. Ris-
ing Covid-related hospitalizations and hawkish signals from central banks trig-
gered increased investor concerns but could not prevent developed market equi-
ties from finding their way further up. In the meantime, inflation increased to its 
highest levels since decades, which pushed central banks towards a steeper poli-
cy tightening trajectory. China is heading in a different direction as concerns over 
slowing growth has triggered its central bank to somewhat ease its policy stance. 
Moreover, its zero-tolerance approach towards the spread of Covid-19 and associ-
ated concerns for economic activity sent Chinese equities further down during the 
fourth quarter along with other emerging markets.

Global developed market equity markets gained momentum as they outper-
formed September’s outlook. Out- and underperformance of markets is captured 
by the Ortec Finance Momentum Indicator which continuously adjusts to the 
latest information and events, and drives the short-term intra-year dynamics of 
our outlook. Due to last quarter’s equity market outperformance, the momentum 
outlook somewhat deteriorates but remains positive. Going forward, we expect 
1-year equity returns to profit about 1% from the positive momentum outlook. 
Moreover, the momentum outlook remains surrounded by substantial uncertainty 
given elevated inflation risks as well as the current explosive spread of the Omi-
cron variant. Taking this altogether, we expect market volatility and downside risk 
to remain elevated in the short run.

Ortec Finance Momentum Indicator (Short-term equities and credits)
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Business cycle expected to normalize due to limited 
recovery potential
The Ortec Finance Business Cycle Indicator  is slightly beyond its peak pointing at 
a slowdown in the economic cycle mainly due to increased inflationary pressures. 
Additionally, the current economic outperformance detracts from the future re-
covery potential and worsens the Ortec Finance Business Cycle Indicator outlook 
on a one-year horizon as most of the developed economies are beyond pre-pan-
demic levels. Above trend growth is anticipated to last until the second half of 
2022 given the limited recovery potential as extraordinary policy support is being 
scaled back. On the fiscal front, Biden’s Build Back Better plans (USD 1.7trn) didn’t 
raise a majority in the Senate and are only likely to be passed in a reduced form. 
Additionally, there are signs that excess savings that were accumulated during the 
pandemic and contributed to the current boom in personal consumer expendi-
tures are dwindling, thereby suggesting a normalization of economic activity. The 
expected normalization of the business cycle from its highest peak since 2014 

leads to below trend expected equity returns and above trend credit spreads on 
a one-year horizon. Compared to the previous quarter, the expected trough in the 
business cycle has increased but should not be interpreted to trigger recessionary 
dynamics.

Business cycle risks remain strongly tilted to the downside. Aside from the Covid-19 
related uncertainty, debt-burdened governments and corporates represent a key 
source of concern against the background of prospective policy tightening. On the 
upside, labor markets continue to recover with decreasing unemployment like-
ly providing support to future economic activity. Additionally, leading indicators 
in manufacturing and services still point at an ongoing expansion where supply 
chain bottlenecks seem to have somewhat eased as indicated by declining trans-
portation costs.

Ortec Finance Business Cycle Indicator (medium-term growth, equities and credits)

Slowdown

Contraction

Expansion

Recovery

2 For an interactive and historical perspective on the Ortec Finance Business Cycle Indicator visit: Business Cycle Outlook | Ortec Finance  ·   3 Pandemic-Era ‘Excess Savings’ Are Dwindling for Many - The New York Times (nytimes.com)
4 BDIY Quote - BDI Baltic Exchange Dry Index - Bloomberg Markets

https://www.ortecfinance.com/en/solutions/economic-scenario-generator/business-cycle-outlook
https://www.nytimes.com/2021/12/07/business/pandemic-savings.html
https://www.bloomberg.com/quote/BDIY:IND
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Given the persistence of upward price pressures and the broad-based economic 
recovery, central banks have made significant steps to tighten their policy stance. 
Asset purchase programs are being scaled back globally, where the Bank of Can-
ada has completely stopped its asset purchase program and the US Federal Re-
serve (Fed) has recently signaled that it will scale back asset purchases more 
quickly than previously planned. The projected pace of future interest rate hikes 
has increased as well, where some central 
banks (United Kingdom, New Zealand, Nor-
way, South Korea, and Singapore) have al-
ready implemented their first rate hikes and 
the Fed expects three rate hikes are needed 
in 2022. The European Central Bank, howev-
er, reiterated that a rate hike in 2022 seems 
very unlikely and warned of the risk of pre-
mature tightening. Nevertheless, inflationary 
pressures are also mounting in Europe, which 
raises the possibility that the ECB would 
need to make the same turn in their forward 
guidance.

Labor market developments warrant partic-
ular caution about the inflation outlook and the associated monetary policy re-
sponse. Currently, real wages are negative indicating that current inflation comes 
at the expense of workers without eating up corporate profits. However, given the 
fact that wages are sluggish to adjust and workers might have gained bargaining 
power because of persistent labor shortages, wages could start to catch up soon. 
Signs of further labor market tightening emerged from the most recent US Job 

report where limited employment growth is combined with higher wage growth. 
Consequently, the case is building that the Fed’s goal of maximum employment is 
within reach suggesting that a rate hike is drawing closer as well. 

The European labor market is tightening but wage growth and core inflation re-
main more moderate so far. Accordingly, the ECB seems to have more time be-

fore it needs to hike rates than its Anglo-Saxon 
counterparts. As labor force participation has 
already exceeded pre-pandemic levels, it re-
mains to be seen how much additional slack 
there is left that can absorb current record high 
labor demand and wages start to rise more per-
sistently.  In its turn, this would put more up-
ward pressure on core inflation and European 
interest rates.

We expect central banks to gradually raise in-
terest rates in the coming two years as infla-
tion is elevated and the economic recovery is 
nearing completion. Moreover, we expect that 
inflation will fall below central bank targets 

from 2022 Q4 onwards, with the exception for the US and UK where inflation is 
expected to converge to its target in 2023. At the same time, the inflation outlook 
is surrounded by substantial uncertainty represented by the duration of excess 
demand, supply chain disruptions and the tightness of labor markets. Accordingly, 
we explicitly factor in elevated uncertainty about price inflation, interest rates and 
real wages over a two-year horizon.

Inflation: 
When will it stabilize?

5 Employment Situation Summary - 2021 M13 Results (bls.gov) ·   6 Economic Research: Where Is The Wage Inflation? Not In Europe | S&P Global Ratings (spglobal.com)
7 The IMF and Bank of England explicitly factor in elevated inflation volatility in the short run as well.

https://www.bls.gov/news.release/empsit.nr0.htm
https://www.spglobal.com/ratings/en/research/articles/211216-economic-research-where-is-the-wage-inflation-not-in-europe-12222974
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Beyond the cycle: low for longer

Beyond short-term momentum and medium-term cyclicality, the Ortec Finance 
Trend Indicator covers the long-term outlook many decades into the future. This 
outlook is driven by global economic developments, and accounts for regional 
differences.
Global economic growth, inflation and interest rates are evolving around the low-
est trend levels seen since World War II. Nonetheless, we remain mildly optimistic 
about the long run. We expect that the trend in growth will improve, driven by 
technological progress, structural reforms, and the rise of Emerging Markets or 
combinations of these positive long-term forces. Growth will recover first, fol-
lowed by inflation, and finally interest rates will normalize.

As triggered by the current highest inflation levels in decades, we expect (trend) 
inflation to be more skewed and volatile than previously anticipated. As confi-

dence in fiat currency and the associated institutions backing it is a pre-condition 
for price stability, the potential lack of it translates to asymmetry in long-term 
expected inflation. Although we do not anticipate broad-based institutional ero-
sion, the OFS includes scenarios where confidence is lacking, and inflation is high 
for a prolonged period. Consequently, inflation scenarios have more upward than 
downward dispersion.
With the Covid-19 pandemic and unprecedented policy stimulus, the economy 
and financial markets have entered uncharted territory: valuations are high, debt 
levels have rapidly increased, and interest rates are at historically low levels. In 
combination with developments such as climate change, the consensus amongst 
economists and market participants about where the economy is going has di-
minished significantly. Altogether, the long-term outlook is accompanied by sig-
nificant long-term uncertainty.

Ortec Finance Trend Indicator (long-term inflation)

8  Among others, Turkey and Argentina have proven that institutional weakness and low confidence can be associated with prolonged periods of high inflation. 
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Our approach

At Ortec Finance, we are committed to helping our clients manage the complexity 
of investment decision-making. We believe that models in general – and scenario 
models in particular – are the most helpful tools to improve investment decisions, 
because of the consistency, objectivity, transparency, and efficiency that working 
with proper models in a proper way can bring [1: Relevance of scenario models].

We primarily follow a data and model-driven approach to construct our scenarios 
and resulting outlook. To ensure that our scenarios are as realistic as possible, we 
augment our approach with views and expert opinion [2: Ortec Finance scenario 
approach]. This outlook is the result of our model-driven approach applied to all 
information available at the end of December 2021.
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Ortec Finance Economic Scenario Generator

The Ortec Finance Economic Scenario Generator integrates short and long 
investment horizons consistently across all asset classes and economies [3: 
Ortec Finance Economic Scenario Generator]. Instead of the traditional com-
plex, inconsistent and inefficient mix of models, a wide range of investment 
and risk management applications (ALM, SAA, ORSA, ECAP etc.) can now be 
served with one model.

By using one integrated and consistent methodology, the Ortec Finance Eco-
nomic Scenario Generator provides realistic stochastic risk and return sce-
narios for all relevant time horizons and balance-sheet-level applications in 
one go. This approach brings important consistency and efficiency to enter-
prise-wide investment decision-making and risk management processes. 

Its proprietary frequency domain methodology, combined with dynamic fac-
tor models, has been developed specifically to capture the complex realities 
of financial and economic markets for all horizons and asset classes at any 
point in time. This is substantiated by back-testing results that indicate a 10% 
outperformance compared to competing approaches.

Contact Hens.Steehouwer@Ortec-finance.com for more information.

More information
[1] Read more in whitepaper Relevance of scenario models

[2] Read more in whitepaper Ortec Finance scenario approach

[3] Find out more our Economic Scenario Generator 

mailto:Hens.Steehouwer%40Ortec-finance.com?subject=
https://www.ortecfinance.com/en/insights/whitepaper-and-report/whitepaper-relevance-of-scenario-models
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
https://www.ortecfinance.com/solutions/economic-scenario-generator
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Disclaimer

Please note that this report has been prepared with care using the 
best available data. This report may contain information provided by 
third parties or derived from third party data and/or data that may 
have been categorized or otherwise reported based upon client di-
rection. This report is not intended as an investment advice. Ortec 
Finance assumes no responsibility for the accuracy, timeliness or 
completeness of any such information. Ortec Finance accepts no 
liability for the consequences of investment decisions made in 
relation on information in this report. All our services and activ-
ities are governed by our general terms and conditions which 
may be consulted on www.ortecfinance.com and shall be 
forwarded free of charge upon request.
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