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IN THIS WEEK’S BOTTOM LINE 

Looking into the crystal ball 

In recent weeks analysts and economists have been making predictions on what will move markets 

and drive economic growth in the coming year. Markets are forward looking and as the year draws to 

a close, we look at the most important themes that will shape the year ahead. 

BOTTOM LINE: 

Inflation: 

No discussion about the global economy will be complete without considering the impact inflation 

will have on the markets in the coming year. The latest inflation reading out of the US marked a 

three-decade high capping a year-on-year growth of 6.8%. Similarly, Germany reported its 

preferred harmonised index of consumer prices which shot up by 6% last month, a figure not printed 

since reunification. Fiscal and monetary stimulus by the developed world aided economies to 

bounce back from one of the worst recessions in modern history. Households satisfied pent up 

demand for goods after a period of unprecedented high savings and suppliers could not keep up. 

Inflation has been building steadily during the year. Early evidence emerged from purchasing 

managers’ indexes (PMI’s) across the world where lead times on inputs deteriorated month after 

month, causing input costs to spike while manufacturers successfully passed the higher costs on to 

consumers.  

The services sectors remained subdued due to restrictive measures following subsequent waves of 

covid-19 infections and only experienced price pressures toward the latter stage of the year as 

firms struggled to fill vacancies. A surge in energy prices in Europe and the United Kingdom have 

exacerbated the situation. As a result, industries and countries experienced an uneven recovery 

and central banks have been reluctant to start hiking interest rates in fear of stunting economic 

growth. Labour shortages remain a concern and the employment cost index in the US, a key metric 

for the US Federal Reserve, has hit a thirty-year high of 1.3% quarterly growth in the third quarter. 

Labour participation rates have also been falling and talk of “transitory” inflation has cooled. It is 

now widely expected that inflationary pressure will remain well into the new year and that we 

could see central banks hiking rates at a faster pace than initially communicated. The US and UK 

could see rates of 1% and 0.75% by the end of next year according to Investec Chief Economist, 

Philip Shaw. 

Pandemic: 



 

 

The pandemic will continue its trajectory from a pandemic to an endemic disease according to 

journalists at The Economist. Early anecdotal evidence suggests that the latest variant, Omicron, 

are already showing signs that the virus is mutating towards becoming more transmittable but less 

deadly. Advances in vaccines and the introduction of pills, which significantly reduce the risk of 

hospitalisations, will continue to brighten the outlook for 2022. However, uneven distribution of 

vaccines to poorer countries creates a hot bed for future mutations and poses a significant threat 

to global health. There is no better time to heed the World Health Organisation’s mantra of “No 

one is safe until everyone is safe.” 

Travel: 

Travel in 2022 will become more expensive and will impact on the tourism industry. During the 

lockdowns of the last two years, businesses have been lauded for the speed of their innovation and 

adoption of technology to overcome restrictions in travel. The pandemic has accelerated the 

migration of business into the digital sphere and as a result industry experts expect business travel 

to be less than half the level pre-pandemic. The tourism industry relies on expensive business 

travel to subsidise leisure travel and we could see holidays becoming significantly more expensive 

in the next few years.  

Crypto and digital currencies and the future of finance: 

The recent rise and fall of the Squid Game meme coin has highlighted the need of regulation in an 

industry that has risen into mainstream finance. After being minted following the meteoric rise of 

the Netflix production, Squid Game, the meme coin followed a similar trajectory and rose 230 000% 

to $2,856 before plummeting to zero and leaving punters “rugged”. Tom Standage, deputy editor of 

The Economist compares crypto currencies to Napster, the illegal music sharing website of the 

nineties. The concept of a “jukebox in the sky” was appealing, but totally illegal and it took several 

years for the idea and the technology to be developed and turned into a successful and legal 

business model by Spotify. Similarly, he sees that regulation and the “domestication” of the crypto 

industry could shape the finance industry in the next few years. On top of that, central banks are 

also poised to issue digital currencies and China has made significant strides in that regard. 

Amongst some of the benefits is that it will allow central banks greater control of cutting rates 

below zero or to stimulate the economy more effectively. 

Global Economic Growth: 

Developed economies have rebounded strongly and most will have recovered to pre-pandemic 

levels by the end of the year. The threat of persistent inflation and imminent rate hikes, pose 

significant headwinds to sustained growth and the risk of future covid-19 variants looms large. That 

said, economists are predicting economic momentum to carry into next year. Investec predicts that 

global economic output will be 5.5% larger this year, easing to 4.5% by the end of 2022. Capital 

Economics forecasts global growth to peak this year at 6% and then fading faster to 4% and 3.5% in 

the next two years. The Organisation for Economic Co-operation and Development have similar 



 

 

predictions, putting global growth for the year at 5.6% and moderating to 4.5% and 3.2% in 

subsequent years. Despite global economic growth easing in the next few years, financial markets 

will continue their steady march ahead. Earnings will continue to catch up with stretched 

valuations, allaying investors’ fears of an imminent bear market. According to Capital Economics, 

the S&P 500 will stagnate in the next few years and will end 2023 on the same level as this year. 

Germany’s DAX 30 is expected to perform well once supply bottlenecks clear, especially in 

semiconductors, boosting its auto industry. The UK, Japan and emerging markets will see stock 

markets improve more modestly.  

The best weapon against uncertainty and volatility in the year ahead is diversification. The risk of 

persistent inflation, rising interest rates and covid-19 resurgence will no doubt cause short term 

volatility, but will present opportunities for the savvy investors that a have a well-diversified 

portfolio that can weather the storm. 
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