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Equity market sell-off: storms don’t last forever 

 Global equity benchmarks have corrected 7% since the beginning of this year due to a trifecta 

of factors: rate concerns, growth worries, and rising geopolitical risks. 

 This drawdown was in line with our expectations; but we believe we are close to the end of 

this turbulent time for equity markets as we see most of the negativity priced in. 

 Beaten-down segments offer higher upside in the near term; for the medium to long-term, we 

think having a more diversified exposure with a strong focus on quality is prudent. 

In our note 2022 Outlook: Catch’22, where we discussed our expectations for the year ahead, we laid out 

a downside risk scenario for equities that saw the possibility of a 10-15% drawdown in equities driven by 

a ‘perceived’ policy misstep by the central banks. We also argued that any such dip is likely to be bought 

as the chances of a recession over the next 12 months remained low. To a large extent this scenario has 

played out – of course with added headwinds including worries about slowing growth and rising 

geopolitical risks. First, concerns about a potentially hawkish Fed caused a sharp rise in real rates. 

Markets perhaps got aggressive with pricing in not only rate hikes but also balance sheet reduction by 

the Fed. Further, market pricing for a 50bps hike in March increased too. Fed’s silence (FOMC blackout) 

in recent days did not help. Second, recent data disappointments in the US (including Empire 

manufacturing index for January and initial jobless claims for the week of 15 January) led to concerns 

about growth. Worth noting that the International Monetary Fund (IMF) recently downgraded its global 

growth outlook (World Economic Outlook Update, January 2022: Rising Caseloads, A Disrupted 

Recovery, and Higher Inflation). Also, with the Q4 2021 earnings season in progress, disappointing 

guidance from some corporates increased concerns about growth too. This has caused a sharp de-rating 

in equities but also raised concerns about broader weakness in the economy. Third, rising geopolitical 

risks associated with Russia and Ukraine concerned risk markets further. All in all, equity markets 

struggled to price the hawkish monetary policy at a time when growth disappointments surfaced, and 

geopolitical tensions increased. On the year-to-date basis as of close January 25, equity markets posted 

a loss of 7%. This performance came against a backdrop of increased volatility – both realised and 

implied. During the week ended January 21, global equities suffered their biggest declines in more than 

a year with the US stocks logging their biggest weekly percentage drop since the onset of the pandemic 

in March 2020. By region, US equities lost c9% so far this year and have underperformed. With the 

exception of UK equities (which are flat) all developed market regions have posted losses. Amongst global 

sectors, information technology and consumer discretionary retracted the most. Some of the long-duration 

themes have corrected sharply too (see exhibit 1 for detailed performance summary). 

Following the sharp sell-off (exhibit 2), we believe we are close to the end of this turbulent time for equity 

markets as we see most of the negativity priced in. Taking a look at the trifecta, while concerns about 

rising rates are valid, perhaps markets got way too ahead of what the US Fed could actually deliver. After 

all, we were worried more about these misplaced market perceptions than the actual hawkish actions by 

the Fed. As such we believe the latest FOMC meeting (which was underway at the time of writing this 

report) would give more clarity on the path of the monetary policy in the US. This should reduce the 

uncertainty and help improve the risk pricing. Relating to the growth concerns, yes – the growth rates 

across the board are likely to moderate looking ahead as the global economy moves into a mid-cycle 

slowdown, but still they remain well above trend in many cases. As we had argued earlier, it is important 

to focus on regions where the growth is expected to accelerate sequentially – we see this in Asia led by 

China; hence our focus on Asia (see The Equity Strategist: Looking to the East, September 13 2021). 

Geopolitical risks could remain but are unlikely to materially alter the outlook for equity markets if rate 

concerns and growth worries start to abate. Technically too, market sentiment has turned bearish (we 

use this as a contrarian indicator). Net bullish sentiment recorded on the American Association of 

Individual Investors (AAII) survey has fallen to low levels (exhibit 3). Equity put-call ratio rose sharply in 

recent weeks (exhibit 4). VIX index, a measure of implied volatility has risen sharply causing the VIX 

futures curve to invert. SKEW index, a measure of tail risks has started to normalise from recent highs 

(exhibit 5). Valuations of equities remain attractive relative to bonds (exhibit 6). In absolute terms, equity 

valuations have corrected and are now at relative levels that indicate positive outlook for equity markets 

(exhibit 7). In terms of opportunities, the near-term upside is perhaps in those segments that have 

corrected more in recent weeks. However, we think having a more diversified exposure with a strong 

focus on quality is prudent. By region, we continue to hold moderate overweights across Asia, UK and 

US. Sector wise, we stick with our overweight in industrials, communication services, and IT. However, 

consumer staples and healthcare have a defensive appeal. We continue to like large caps. We would 

keep our strong focus on quality, strong balance sheet, and cash flow generative businesses across.  
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Exhibit 1: Performance of various equity segments – sorted by their 1M performance 

Global regions* 1Y YTD 6M 3M 1M 

GCC 43.3% 6.9% 18.9% 4.1% 7.0% 

EM LatAm -0.6% 4.2% -9.2% 2.8% 5.7% 

UK 15.4% 0.3% 6.0% 1.6% 1.4% 

EM EMEA 13.9% -0.7% 3.0% -7.7% -0.6% 

EM -12.3% -1.7% -6.8% -6.4% -0.7% 

Canada 19.6% -2.7% 3.0% -4.3% -1.5% 

APac ex Japan -14.1% -2.8% -8.0% -7.2% -1.8% 

Japan -5.1% -3.9% -1.8% -4.5% -4.3% 

Europe ex UK 6.5% -7.7% -5.6% -6.3% -6.4% 

ACWI 6.4% -7.2% -3.1% -5.7% -6.4% 

DM 9.4% -7.9% -2.6% -5.6% -7.2% 

US 11.7% -9.2% -2.5% -5.9% -8.5% 

Global Sectors* 1Y YTD 6M 3M 1M 

Energy 42.2% 11.1% 26.7% 4.4% 11.9% 

Financials 22.4% 0.0% 6.4% -3.3% 0.7% 

Consumer Staples 9.0% -3.5% 1.6% 2.0% -2.0% 

Materials 7.2% -3.9% -2.4% -2.1% -2.3% 

Utilities 2.9% -5.0% 1.7% 0.4% -3.3% 

Real Estate 14.0% -6.9% -2.7% -4.2% -4.3% 

Industrials 7.0% -6.8% -4.7% -5.9% -5.6% 

Health Care 1.7% -9.5% -5.8% -6.1% -8.5% 

Communication Services -4.7% -8.7% -14.0% -11.2% -9.2% 

Consumer Discretionary -7.2% -10.1% -9.6% -11.2% -9.5% 

IT 5.8% -13.0% -4.7% -7.1% -12.6% 

Global factors and themes* 1Y YTD 6M 3M 1M 

Dividend yield 12.1% -1.4% 2.7% 2.9% -0.2% 

HK Tech** -45.8% -1.9% -23.8% -17.8% -1.0% 

Value 13.8% -2.3% 2.8% -0.9% -1.1% 

Large cap 6.9% -7.0% -2.6% -5.1% -6.2% 

Small cap 1.2% -8.3% -6.3% -9.9% -7.2% 

Mid cap 3.6% -8.5% -5.5% -8.8% -7.5% 

Quality 6.0% -10.2% -6.0% -6.9% -9.4% 

Momentum -12.3% -11.1% -8.3% -13.5% -10.5% 

Growth -1.1% -12.0% -8.9% -10.5% -11.7% 

Nasdaq-100** 5.4% -13.3% -6.2% -8.7% -13.2% 

NYSE FANG+** -5.5% -13.9% -11.9% -16.8% -14.1% 

US Large Cap Growth 5.8% -14.2% -8.2% -10.3% -14.3% 

Select countries* 1Y YTD 6M 3M 1M 

Brazil -5.4% 8.0% -16.1% 5.1% 9.8% 

Saudi Arabia 43.0% 7.9% 15.7% 2.3% 8.2% 

Qatar 21.9% 7.5% 18.3% 6.6% 7.3% 

Kuwait 31.3% 5.0% 15.7% 7.1% 4.9% 

Hong Kong -6.3% 4.4% -8.3% -1.5% 4.8% 

South Africa 2.9% 4.5% 1.3% 0.1% 4.0% 

UAE 35.6% 2.4% 22.1% 10.6% 3.1% 

UK 15.4% 0.3% 6.0% 1.6% 1.4% 

India 21.3% -1.9% 8.8% -2.7% 1.0% 

Taiwan 10.3% -1.2% 6.3% 7.0% 0.7% 

China -32.7% -1.2% -17.2% -13.9% -0.1% 

Spain 1.3% -2.5% -5.2% -6.0% -0.3% 

Canada 19.6% -2.7% 3.0% -4.3% -1.5% 

Mexico 15.0% -5.3% 2.1% -1.5% -4.0% 

Germany 0.3% -5.2% -8.7% -6.6% -4.2% 

France 15.4% -5.4% -1.1% -1.6% -4.2% 

Japan -5.1% -3.9% -1.8% -4.5% -4.3% 

China A -10.1% -5.7% -5.1% -6.0% -5.4% 

Australia -2.8% -7.6% -7.6% -10.5% -7.0% 

Switzerland 8.0% -8.7% -2.3% -1.8% -7.4% 

US 11.7% -9.2% -2.5% -5.9% -8.5% 

South Korea -24.2% -8.5% -18.1% -8.7% -9.6% 

Netherlands 3.9% -13.6% -11.3% -15.9% -12.3% 

Russia -3.0% -17.9% -16.4% -31.2% -17.5% 
 

Source: MSCI, NYSE, Hang Seng, Nasdaq, Refinitiv, and ADCB Asset Management | Notes: *based on MSCI total return indices in 

USD terms as at close of January 25, 2022; **price return indices in USD terms as at close of January 25, 2022. Past performance may 

not be indicative of future results. 
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Exhibit 1: Performance of various equity segments – sorted by their 1M performance (continued) 

Beta normalization plays*** 1Y YTD 6M 3M 1M 

Energy Eq. & Services 53.1% 25.2% 37.9% 11.9% 26.3% 

Oil Gas & Consumable Fuels 41.8% 10.5% 26.2% 4.1% 11.3% 

Aerospace & Defense 17.6% 1.8% -0.2% -2.1% 2.9% 

Airlines 0.5% 0.0% -4.4% -5.0% 1.2% 

Constr. & Engg. 11.6% -1.2% 2.3% -1.2% 1.0% 

Industrial Congloms. 2.4% -4.3% -8.2% -6.7% -3.1% 

Tobacco 19.4% 7.0% 7.1% 7.6% 8.3% 

Diversified Telecoms. 1.1% 2.5% -2.1% 1.7% 2.3% 

Real Estate Mgmt. & Dev. -7.2% 0.1% -10.8% -9.9% 1.2% 

Transportation Infra. 4.3% -3.7% 0.2% -4.0% -2.1% 

Gas Utilities 3.3% -3.6% -3.8% 3.1% -2.7% 

Indp. Pwr. Prod. & R'wable E'city Prod. 5.0% -5.1% 12.0% -1.2% -5.1% 

Hotels Restau. & Leisure 3.0% -7.9% -7.5% -7.9% -7.2% 

Banks 26.8% 2.5% 10.3% -2.2% 3.4% 

Consumer Finance 33.8% 2.5% -3.0% -8.1% 3.0% 

Insurance 15.9% 1.5% 7.3% -0.3% 2.7% 

Thrifts & Mortgage Finance -2.6% -2.7% 1.4% -12.3% 0.2% 

Build back better themes****   YTD 6M 3M 1M 

5G beneficiaries  -3.8% -2.7% 1.9% -3.8% 

ESG leaders   -7.4% -2.3% -6.8% -7.3% 

EVs, battery and other equipment producers -9.0% -0.9% -8.4% -9.2% 

Innovations in solar, wind &hydrogen fuel cells -10.5% -10.8% -22.1% -11.9% 

Fintech  -12.5% -16.8% -18.5% -13.1% 

Medical and robotic equipment   -10.7% -5.7% -10.5% -13.7% 

Automation and AI  -13.1% -5.1% -12.4% -14.1% 

IoT and cloud platforms   -13.7% -11.6% -15.2% -15.0% 

Ed tech  -15.6% -17.7% -18.1% -16.1% 

Health tech   -16.3% -22.9% -22.7% -16.6% 

Tech hardware that supports innovation  -15.1% -0.8% -4.4% -17.0% 

Biotechnology   -18.6% -25.6% -24.5% -18.3% 
 

Source: MSCI, Philadelphia Stock Exchange, Nasdaq, iEdge, Factset, Refinitiv, and ADCB Asset Management | Notes: ***based on 

MSCI total return indices in USD terms as at close of January 25, 2022; 17 industries/sub-industries (six cyclical, seven defensive and 

four financials) identified in our analysis The Equity Strategist: COVID-19 induced changes to market sensitivities present opportunities, 

September 21 2020 as ways to play the near-term opportunity of beta normalization. Past performance may not be indicative of future 

results. ****Three structural themes (comprising of twelve sub-themes) which could also potentially benefit from investments aiming to 

build back better, a post-COVID world (see The Equity Strategist: Global Equity Outlook 2021: The unabnormal, January 19 2021). 

Performance shown is based on benchmarks as at close of January 25, 2022; benchmarks were identified as follows: Automation and 

AI: MSCI ACWI IMI Autonomous Technology & Industrial Innovation Net USD, Ed tech: MSCI ACWI IMI Future Education Index Net 

USD, Fintech: MSCI ACWI IMI Fintech Innovation Net USD, IoT and cloud platforms: MSCI ACWI IMI Next Generation Internet 

Innovation Net USD, Tech hardware that supports innovation: Philadelphia Stock Exchange Semiconductor Index, 5G beneficiaries: 

iEdge-Factset Global 5G Index (Net Total Return), Biotechnology: MSCI ACWI IMI Genomic Innovation Net USD, Health tech: Nasdaq 

Lux Health tech index, Medical and robotic equipment: MSCI ACWI IMI Robotics Index Net USD, ESG leaders: MSCI ACWI ESG 

Leaders Gross Total Return USD RT Index, EVs, battery and other equipment producers: MSCI ACWI IMI Future Mobility Net USD and 

Innovations in solar, wind and hydrogen fuel cells: MSCI ACWI IMI Efficient Energy Index Net USD. Past performance may not be 

indicative of future results. 

 

Exhibit 2: Global equity sell-off was quick and prominent 

 

Source: MSCI, Refinitiv, and ADCB Asset Management 
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Exhibit 3: Sentiment has turned net bearish  Exhibit 4: Positioning has turned cautious 

 

 

 

Source: American Association of Individual Investors (AAII), 

Refinitiv, and ADCB Asset Management 

 Source: Chicago Board Options Exchange (CBOE), Refinitiv, 

and ADCB Asset Management 

 

Exhibit 5: VIX has risen but SKEW normalised  Exhibit 6: Relative valuation is still an attraction 

 

 

 

Source: Chicago Board Options Exchange (CBOE), Refinitiv, 

and ADCB Asset Management 

 Source: Stock Market Data Used in "Irrational Exuberance" 

Princeton University Press, 2000, 2005, 2015, updated 

(Robert J. Shiller Data), and ADCB Asset Management | 

Notes: *Inverse of 10Y CAPE, **Adjusted for inflation 

 

Exhibit 7: Equity valuations indicate possibility of stabilisation or mean reversion 

 

Source: MSCI, I/B/E/S, Refinitiv, and ADCB Asset Management 
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