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A T  A  G L A N C E  

• While asset prices and valuations 
are high, we don’t believe we’re in 
a speculative bubble. 

• Inflation is close to its peak and 
the pace of price increases will 
moderate as Covid-related 
distortions recede over the  
next year. 

• Absolute levels of growth are well 
above trend despite slowing since 
the second quarter. 

• While Covid-related supply 
disruptions are lasting longer  
than expected, they should 
resolve themselves by the first 
half of 2022. 

• Bond yields remain depressed  
but tapering of quantitative  
easing later this year may see a 
modest increase in longer-term 
bond yields. 

• Market positioning is heavily 
tilted toward downside protection 
but we see risk of further market 
upside into the year-end from 
corporate results and continued 
central bank support. 

• We are raising the equity weight 
in portfolios through a 
combination of additional 
exposure to attractively valued 
growth stocks in the US and a call 
option on the S&P500 index. 

• We are introducing a new, 
actively managed Japanese equity 
fund to portfolios to replace the 
current passive ETF approach 
and modestly increase our 
exposure to Japan. 

 

 

W H E R E  A RE  W E  N O W ?  

Asset prices and valuations are both high but we don’t believe we’re in a speculative 
bubble. Notably, our proprietary risk indicators are not extended. The economic cycle 
has rolled over and passed peak growth, but overall activity remains above trend. 

While inflation is high, it is probably close to its peak. Covid-related distortions should 
recede over the next year and the pace of price increases will moderate, but by how 
much is debatable. Questions remain about the stickiness of wage inflation, which is 
where we are most focused. 

Bond markets seem to be accurately predicting monetary policy and we have little 
argument with the forward curve. Quantitative tightening in the US is likely to start 
this year but it is well expected and shouldn’t unsettle markets too much. We expect 
the US Federal Reserve (Fed) to gradually hike rates in late 2022 and 2023. 

There is broader market participation as reopening trades and cyclical sectors have 
performed better in recent weeks, although growth remains the dominant factor, as it 
has since April. We are not taking large bets in portfolios at the moment, and instead 
targeting a modestly above-average level of risk. 

On a 12-month view, we see a small incremental risk of recession creeping into our 
forecasts for the first time. Yet concerns of a de-rating or a large valuation correction 
have diminished somewhat. 

 

M A C RO E C O N O M I C  O V E RV I E W  

There has been a noticeable slowdown in consumer confidence and purchasing 
managers’ indexes (PMIs), mostly related to the spike in Delta cases. China’s growth is 
slowing, but it is unclear at this stage whether the dip in data has been exacerbated by 
temporary lockdowns and floods. Authorities have suggested they can assist through 
fiscal and monetary channels should weakness persist. 

Absolute levels of growth are well above trend going into 2022, even if slower than in 
the second quarter. Covid-related supply disruptions are lasting longer than expected, 
but should resolve themselves by the first half of 2022. The recent moderating of the 
growth backdrop could actually extend the recovery period which may prove a positive 
support for markets. 

Figure 1: Business confidence has started to dip 
Manufacturing PMI surveys have seen a pronounced slowing in China but have also 
started to see a rolling over from very strong levels in the US and Europe. 

 

Source: Saranac Partners. 
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F I N A N C I A L  M A RK E T S  

Fixed income 
Despite concerns of a bubble, we believe we can explain why bond yields are so 
depressed. Secular stagnation in growth over the past decade, primarily due to shifts in 
demographics and ageing populations, unequal income distribution and high debt 
levels has led central banks to keep short-term interest rates at low levels. 

A lack of inflation, given this shortfall in growth, has helped keep interest rates low 
and also driven government bond yields more generally to low levels relative to 
previous decades. These are the key drivers of the low interest rate/bond yield 
environment we have had since the financial crisis. 

In many regions central banks have been unable to cut interest rates low enough to 
stimulate demand or achieve their inflation targets. As a result, they have adopted 
increasingly unorthodox monetary policies, such as quantitative easing (QE), which has 
eased monetary conditions further still. The evidence is mixed about the results. It 
seems to have had only modest impact on long-term bond yields in the US and UK 
but has been more effective in lowering yields in Japan and Europe. 

In our view, increasingly robust and clear central bank guidance is helping to anchor 
short-term bond yields close to 0%, which in turn is influencing the level of long-term 
yields. Short-term yields imply a first rate hike in late 2022 followed by two hikes in 
2023, which we think is reasonable. The shape of the US Treasury yield curve looks 
normal to us. The 1.1% difference between two- and 10-year yields is in line with its 
10-year average. 

Figure 2: US Treasury forward curve 
This chart shows current market forecasts as to where the one-year US Treasury yield 
will be in the future; it implies an increase of 25bp in interest rates by this time next 
year and another 50bp rise in rates within two years. 

 

Source: Saranac Partners. 

The forward curve implies that the Fed will raise interest rates close to 2% over the 
next five years and will be able to keep them at this level for some time. We largely 
agree with this outlook. As a result, with the forward yield curve pricing in a sensible 
path for interest rates, there is limited scope to argue that bond yields are currently 
wildly mis-priced. However, tapering of QE later this year may see a modest increase 
in longer-term bond yields, while inflation expectations may rise as well if inflation data 
remains elevated for longer than expected. 

Therefore, we think there is scope for the US 10-year Treasury yield to rise to a 1.5-
1.7% range by year-end. However, we would see any overshoot beyond these levels as 
an opportunity to increase the duration of our fixed income portfolios. 

Equities 
Operational leverage is still highly relevant. So far this year we have seen 20% earnings 
surprises, driving forecast earnings for this year and next significantly higher and at a 
pace faster than the market has risen. Hence equity valuations are actually cheaper 
today than in January. 
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Secular stagnation in growth over 
the past decade, and a lack of 
inflation, has helped keep interest 
rates low and also driven 
government bond yields more 
generally to low levels relative to 
previous decades. 
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Figure 3: Revisions to S&P 500 earnings and valuations 
Strong revisions to earnings forecasts and robust growth has helped lower valuations 
over the year despite decent gains for most markets. 

 

Source: Saranac Partners. 

We believe it is time to differentiate between reopening trades, cyclical stocks and 
broader value characteristics. We still want cyclicals and reopening trades in portfolios. 
Valuation is compelling, relative to growth, and there is little recovery discounted from 
here. However, traditional value areas of the market such as banks and energy have 
already rallied significantly and the easy gains from these sectors may be behind us. 

The speed of reopening has been disappointing, but this means that the recovery is 
more extended and operational leverage should continue to benefit for several 
quarters, rather than a short, sharp bounce. Sensitivity to the Delta variant has hurt 
reopening trade ideas the most, and more so than value. 

We think the most attractive upside remains in these names. There is scope to recover 
their underperformance as developed economies continue to adjust to life with Covid 
and we see six to nine months of above-trend growth ahead. 

Developed markets have significantly outperformed their Emerging Market 
counterparts this year and much of this is due to the fact that China has been a 
meaningful laggard this year, courtesy of slowing growth, negative earnings revisions 
and now a regulatory squeeze. But monetary policy may be swinging from a headwind 
to a tailwind given these growth challenges and a renewed credit cycle in China should 
be a positive for the region. 

Commodities and currencies 
There has been modest volatility in gold recently, which has been trading around 
$1,800 for much of the summer. While it is surprising that it didn’t respond more 
positively to the fall in real bond yields, evidence suggests that central banks have 
picked up their buying of gold reserves. 

China’s curbs on steel production have hit iron ore markets hard, with prices falling 
over 40% from their summer peak. However, the broader commodity complex has 
otherwise been stable.  

Currency volatility has been unusually low, with the market generally lacking 
conviction in a strong foreign exchange view. 

 

P O RT F O L I O  C H A N G E S  

The consensus is that economic growth is now slowing, but a move by many major 
economies to a strategy of living with Covid rather than locking down could see 
above-trend growth continue for longer than expected. The improved participation 
across equity markets and rebound in more cyclical areas suggests this is possible and 
would be supportive of further positive earnings surprises. 
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Despite healthy gains, equity 
markets are cheaper today than at 
the start of the year due to 
powerful earnings growth and 
record positive surprises. 
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Market positioning is heavily tilted toward downside protection but we see risk of 
further market upside into the year-end, given the potential for positive surprises from 
corporate results and continued central bank support. As a result, we are raising the 
equity weight in portfolios through a combination of additional exposure to attractively 
valued growth stocks in the US and a call option on the S&P500 index. 

We are also introducing a new, actively managed Japanese equity fund to portfolios, 
which will replace the current passive ETF approach and modestly increase our 
exposure to Japan. We are funding these changes using the cash that has accumulated 
in recent weeks through the reduction in our fixed income allocation as yields and 
credit spreads had fallen to unattractive levels. 

 

We are adding to our US equity 
allocation through call options 
and new ideas. We are also 
modestly increasing our exposure 
to Japan through a new, actively 
managed Japanese equity fund. 
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Multi-asset strategies 
Performance as of 1 September 2021 

Returns (%) 

Periodic returns of sterling (moderate risk) Performance of sterling (moderate risk) 

 

 

*End August 2021 for Sterling. End July 2021 for RPI (August data not available yet).  

 
Asset allocation (average across all portfolios, %) 

  

 
Changes over the past month (%) Changes over time (%) 

 Sterling Change    

 

Cash and government bonds 9.4 0.0    

Cash and equivalents 9.4 0.0    

Government bonds 0.0 0.0    

Credit 24.9 0.0    

Investment grade bonds 12.9 0.0    

High yield bonds 7.0 0.0    

Emerging market bonds 5.0 0.0    

Equities 44.8 0.0    

Developed market equities 38.3 0.0    

Emerging market equities 6.5 0.0    

Alternatives 21.0 0.0    

Commodities 5.5 0.0    

Alternatives 15.5 0.0    

      

 

Performance figures from inception (28 September 2016) to end May 2017 are based on model portfolios, simulated from a full record of trading decisions and execution levels are readily 
available for review. Performance figures from June 2017 onwards are based on an aggregation of actual client portfolios whose mandate most closely follow the Moderate Risk model. 
Dividends have been included on an accruals basis in both cases. All performance is shown exclusive of fees as charging structures may vary. Your capital is at risk and past performance is 
not a reliable indicator of future performance. 
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Equity strategies 
Performance as of 1 September 2021 
Returns (%) 

Sterling Euros and US dollar 

 

 2017 2018 2019 2020 2021 
Since 

inception* 
Rolling 

12m YTD 
Last 

month 

Euros 10.9 -4.0 36.7 9.1 22.8 15.4 35.8 22.8 3.1 

MSCI World  
(EUR, Total Return Net) 

7.5 -4.1 30.0 6.3 22.2 12.6 31.5 22.2 3.0 

US dollar 26.2 -8.6 34.3 19.0 18.5 18.2 34.0 18.5 2.7 

MSCI World  
(USD, Total Return Net) 

22.4 -8.7 27.7 15.9 17.9 15.4 29.8 17.9 2.5 

*Since inception figures are annualised. 

 
Top 10 holdings (%) Regional exposure Sector exposure 

Holding Weight (%) 

ALPHABET INC-CL A 5.0 

FACEBOOK INC-CLASS A 4.5 

MICROSOFT CORP 4.3 

DISCOVER FINANCIAL SERVICES 4.2 

UNITEDHEALTH GROUP INC 4.0 

ADOBE INC 3.8 

INTUITIVE SURGICAL INC 3.7 

LVMH MOET HENNESSY LOUIS VUI 3.6 

UNITED RENTALS INC 3.5 

EUROFINS SCIENTIFIC 3.5 
   

Performance figures from inception (1 January 2017) are based on a model portfolio, simulated from a full record of trading decisions and execution levels are readily available for review. 
Dividends have been included on an accruals basis. All performance is shown exclusive of fees as charging structures may vary. Your capital is at risk and past performance is not a reliable 
indicator of future performance. Actual fe.es paid by the client portfolios excluded. Fees may vary. 

 

Credit strategy 
Performance as of 1 September 2021 
Returns (%) Asset allocation and performance measures 

 

Issuer type Weight (%) Yield to maturity (bps) Modified duration Composite rating 

Core IG allocation 73.0  198.5  4.47  BBB 

Developed markets 51.0  184.7  4.58  BBB 

Emerging markets 18.0  230.9  4.72  BBB+ 

Asset backed securities 4.0  229.2  1.98  A+ 

High yield satellite 27.0  448.0  3.04  BB 

Developed markets high yield 12.0  434.0  1.74  B+ 

Emerging markets high yield 3.0  410.0  4.16  B 

Corporate hybrids 4.0  415.6  3.11  BBB- 

Financial subordinated 8.0  499.4  4.54  BB+ 

Total portfolio 100.0  265.9  4.08  BBB- 
 

 Credit strategy Benchmark 

 USD 
GBP 

(hedged) 
EUR 

(hedged) USD 
GBP 

(hedged) 
EUR 

(hedged) 

Last month 0.1 0.1 0.04 0.1 0.1 0.1 

Rolling 12m 2.8 2.6 1.9 1.6 1.3 0.7 

2020 6.5 6.0 5.2 1.9 1.4 0.6 

2019 8.5 6.6 5.3 3.7 1.9 0.6 

Since inception 16.7 14.0 11.3 6.7 4.2 1.8 

Since inception 
(annualised) 

6.0 5.0 4.1 2.5 1.6 0.7 

 

Performance figures from inception 31/12/18 are based on an actual client portfolio whose mandate most closely follows the Diversified Credit Strategy. All performance is shown inclusive 
of fees. Since inception, the portfolio has experienced zero defaults. Your capital is at risk and past performance is not a reliable indicator of future performance. 
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16 St James’s Street 

London SW1A 1ER 

+44 (0)20 7509 5700 

 

Saranac Partners Limited is authorised and 
regulated by the Financial Conduct Authority 
Registered in England & Wales  
Company No 09587905 

This document does not constitute specific investment advice to buy or sell any investment or enter 
into any contract for investment services. Specific investment mandates may not permit some of the 
strategies discussed. Information contained in this document may not be distributed, published or 
reproduced in whole or in part or disclosed by relevant persons to any other person. The distribution 
of any document provided at or in connection with this document in jurisdictions other than the 
United Kingdom may be restricted by law and therefore persons into whose possession any such 
documents may come should inform themselves about and observe any such restrictions. Saranac 
Partners Limited is authorised and regulated by the Financial Conduct Authority. Any personal data 
you disclose to Saranac Partners will be treated as confidential and will be processed in accordance 
with our Privacy Notice which can be found at www.saranacpartners.com 

 


