
 

 
Investment strategy 
 

 

Investment Committee Update 
 

October 2021 

  

 

 

saranacpartners.com 
 

A T  A  G L A N C E  

• The pace of growth has started to 
slow following an explosive 
period as the world recovered 
from the pandemic and 
economies reopened. 

• One of the main issues 
concerning markets is how long it 
will take for supply and demand 
rebalances that have pushed the 
pace of inflation to fade. 

• Labour markets continue to 
struggle with their own 
imbalances. Unemployment 
remains relatively high but 
employers are unable to fill all of 
their vacancies. 

• We believe the spike in inflation 
is a temporary phenomenon that 
will soon settle down as supply 
bottlenecks resolve themselves 
and last year’s depressed rates fall 
out of the annual calculations. 

• China faces a number of 
challenges, including a slowing 
economy, government 
crackdowns on the private sector 
and the recent default by property 
giant Evergrande. 

• With the pace of global growth 
above its long-term average and 
central banks continuing to 
support markets, we believe 
equities will outperform bonds. 

• The main risk to this view is 
inflation, which continues to 
unsettle markets. We’re taking 
advantage of these volatile 
conditions using structured 
products. 

 

At the beginning of the year, we highlighted some of the key market dynamics we were 
thinking about, foremost being the debate over growth and the efficacy of vaccinations 
in allowing economies to return to ‘normal’. The answer was unequivocal as growth 
exploded in the second quarter and vaccinations proved effective such that much of 
the Western world moved on to thinking about living with Covid rather than trying to 
eliminate it altogether. 

The debate has now progressed to consider the extent to which that explosive growth 
is likely to slow, and whether or not the resultant imbalances between demand and 
supply will have long-term implications for inflation. We have been spending a lot of 
time questioning the inflation outlook. 

In particular, there is growing concern that the inflation we see today could prove to 
be less transitory than central banks would have us believe. The prospect of high 
inflation combined with slowing growth has led to a sudden surge in the topic of 
stagflation across the media. 

It is still the case that supply chain disruptions are forcing producer prices higher. A 
shortage of shipping containers, skyrocketing shipping rates, congestion at ports and a 
dearth of truck drivers are contributing to push up input prices. There are also high-
profile shortages in sectors such as semiconductors, which are having a 
disproportionate effect on some industries. They include auto manufacturers where 
production rates have fallen sharply and prices of new and used cars are rising. 

In addition, over recent months there has been a vicious squeeze on energy prices, 
here in the UK and across Europe but also in Asia and China in particular. Natural gas 
and coal prices have hit record highs and volatility in these commodity prices have 
soared. Consumers and many industrial companies are facing painfully higher energy 
and fuel costs over the winter months. 

Labour markets are out of balance 
Furthermore, imbalances are not restricted to just the global supply chain and energy 
markets. Labour markets continue to struggle to correct their own imbalances as 
unemployment rates remain higher than they were pre-Covid in most developed markets. 

Yet employers complain of a chronic shortage of suitable labour for job openings. For 
example, UK job vacancies topped 1 million for the first time ever in the three months 
to August. Meanwhile, vacancies in the US rose to 10.9 million in July, according to the 
JOLTS survey, which is also a record (figure 1). 

This tightness in the jobs market is seeing wage inflation respond accordingly – wages are 
rising at a rate not seen in many years. They are up 4.3% in the US over the past year and 
they’ve risen 6.8% in the UK in the three months to June compared with last year. 

Investors are questioning whether these supply shocks are sufficiently large and 
widespread to make a permanent difference to the inflation picture going forward. We 
have our doubts, as many of the arguments for higher inflation highlighted above have 
strong counterarguments. 
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Figure 1: Job vacancies in UK and US 
Employers on both sides of the Atlantic are finding it difficult to find workers even 
though unemployment rates remain relatively high. 

 

Source: Saranac Partners. 

There is an important distinction between a one-off adjustment in prices, caused by 
supply shocks, and persistent and pervasive inflation. A shift to a different regime of 
high inflation implies that the price pressures we are seeing now are continuous and 
will still be in force next year. 

Base effects here are an important consideration. High inflation levels today are partly 
a consequence of very depressed prices this time last year. As we roll forward into 
2022 these comparisons will look very different. Energy prices are now up over 100% 
compared with last year, and it is highly likely that their contribution to overall 
inflation next year will be significantly lower, if not negative. 

Although they are painful, supply chain bottlenecks are likely to gradually resolve 
themselves. Shipping rates should fall as capacity comes on-line, ports will function more 
normally as Covid restrictions ease (in part due to vaccinations) and other disrupted forms 
of transport, such as air cargo, will come back on-line as international air travel resumes. 

Shortages in the semiconductor space are expected to clear over the next two quarters, 
allowing production rates for autos to normalise and pricing to be more competitive. 
Lastly, labour markets are expected to continue to repair and the labour force expand 
again as generous benefit programmes end, schools reopen and parents are able to 
return to the workforce, and important sectors such as hospitality and leisure come 
back on-line. 

Inflationary pressures are likely to fade 
All of these factors make a strong case for inflationary pressures to wane next year and 
the current environment to prove transitory (figure 2). However, changes to labour 
market structure and global supply chains could result in inflation settling at a higher 
level than was prevalent pre-Covid, but this may be no bad thing given inflation has 
typically fallen short of central bank targets over the past decade.  

Our scenario probabilities recognise that the outcome is not clear cut and there is a 
risk that price pressure could lead to a more permanent and meaningful shift in wage 
expectations. Wage inflation is the most important factor when considering future 
inflation. It carries far more weight than commodity price inflation, and a rising spiral 
of wage demands and wage pressure would be a significant development. 

The past three decades has seen a gradual shift of economic value from workers to 
companies, as witnessed by the rising margins enjoyed by most companies. A reversal 
of this trend would be important with regard to equity market valuations.  

It is important to note that inflationary expectations, as set by the market, have remained 
contained throughout this period, with the recent exception of the UK. The country has 
its own set of economic challenges, which are exacerbating supply disruptions and may 
take longer to resolve. 
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There is an important distinction 
between supply shocks which 
create a one-off adjustment in 
prices and persistent and 
pervasive inflationary pressure. 
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Figure 2: Inflation has been spiking higher recently 
Supply shortages and transportation challenges are just two of the factors pushing up 
the prices of products around the world. 

 

Source: Saranac Partners. 

Although the pace of economic growth is slowing, it is still well above the long-term 
trend and this slowdown was inevitable from the torrid pace seen in the second 
quarter. Aggregate demand looks robust as economies reopen and consumers have 
accumulated significant savings over the past 18 months, which should keep economic 
growth buoyant and we believe it will remain above trend well into 2022. This is not 
the outlook of a stagflationary environment and we think concerns about a return to 
no growth and high inflation are misplaced. 

China’s economy faces a number of challenges 
China has been an important topic recently. The pace of economic growth has slowed 
sharply, the government has tightened the regulatory backdrop, a prominent real estate 
company has defaulted on its debt and the country is facing meaningful energy 
shortages. These challenges have caused the Chinese equity market to fall 5% this year, 
underperforming global equity markets by 15%. 

We have meaningful exposure to the Chinese market, which has hurt performance this 
year. We analysed the exposure of our total equity positions and find that 14% of their 
aggregate revenues derive from China. Given China represents about 19% of global 
GDP, this does not look high and the data is somewhat skewed by the fact that we 
hold two China stocks where the vast majority of revenues are domestic. 

However, we also find that a quarter of our individual stock holdings have China 
revenues that are between 20% and 80% of their total revenues, and so can be 
considered sensitive to Chinese trends. We believe our exposure to China is 
appropriate in the overall portfolio context, particularly as we think its economy is now 
closer to a trough than a peak and could become a more positive contributor to 
returns in the near future. 

Commodity markets have been volatile 
Imbalances within the commodity markets have been a significant source of inflation 
stress this year and natural gas in particular has become the poster child for supply 
shortages and price squeezes (figure 3). We think there are a number of idiosyncratic 
problems facing some of the energy markets now. High demand has been one issue as 
economies have reopened and looked to make up lost ground. 

However, there have also been disruptions to supply, in particular within the 
renewable energy sector as wind power in Europe and hydroelectric power in China 
have fallen well short of expectations. This situation has raised the important question 
of security of energy supply and the challenges facing the global economy in its 
transition away from fossil fuels. In the meantime, it has created price disruptions in 
energy markets that contribute to the overall inflation picture today. 
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Imbalances within the 
commodity markets have been a 
significant source of inflation 
stress this year and natural gas in 
particular has become the poster 
child for supply shortages and 
price squeezes. 
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Figure 3: Energy costs are rising 
Both natural gas and oil prices have increased recently for a variety of reasons. 

 

Source: Saranac Partners. 

Commodity markets are cyclical and high prices usually lead to increased supply and 
lower prices. Although we believe this relationship remains true, the supply response 
may be less rigorous than has been the case in the past as the energy sector has seen 
access to capital become increasingly difficult. 

Environmental pressure on the sector is seeing capital allocated more towards 
renewable sources of energy, while the financial sector is becoming constrained in its 
ability to lend to the energy sector due to environmental concerns. This may lead to 
long-term energy prices being higher than previously forecast, although we think they 
will fall over the next year. 

 

I N V E S T M E N T  S T RA T E G Y  

We see the macroeconomic outlook of being one of slowing growth, but growth that 
remains above trend. Inflation is likely to remain above trend but we think the rate of 
inflation will decline as we move into 2022. 

Monetary policy is extremely accommodative at the moment but is likely to tighten at a 
very gradual pace once the US Federal Reserve (Fed) starts to taper its bond purchases 
later this year. Emerging market monetary policy has already started to tighten and is, 
unusually, well ahead of the developed world in that regard. 

In such an environment we think equities will outperform bonds. Earnings growth and 
monetary policy tailwinds are the key drivers for equity outperformance here. 
However, we are not overly bearish on fixed income as inflation rates should soon 
start to decline from current levels and central banks are keen to maintain real interest 
rates at negative levels to sustain the recovery. 

Indeed, the recent rise in bond yields (the US 10-year Treasury yield has risen from 
1.2% to 1.6% since August) already reflects much of the higher inflationary 
environment and modest shift to a more hawkish policy stance by the Fed. We would 
be looking for entry points back into the bond market if yields rise beyond 1.75%. 

Risks to this view are centred on the inflation picture. If inflation continues to rise 
from here then there is the possibility of a more rigorous central bank reaction, which 
is not priced in. Equity market valuations could also be threatened. 

We are making only small changes to portfolios. The broad asset allocation looks 
appropriate at this time, with an above-average exposure to equity markets and low 
duration risk in our fixed income holdings. 

The recent small correction in equity markets has generated some volatility, and we are 
looking to take advantage of these conditions using structured products. We introduced 
two structures to portfolios last year, which have matured in recent months and met their 
objectives. We are now looking to reinvest the proceeds into similar strategies. We are also 
switching some of our emerging market exposure from a broad, large-cap approach to a 
more targeted strategy focused on mid-cap domestic Chinese stocks. 
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Monetary policy is extremely 
accommodative at the moment 
but is likely to tighten at a very 
gradual pace once the US Federal 
Reserve (Fed) starts to taper its 
bond purchases later this year. 
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Multi-asset strategies 
Performance as of 1 October 2021 

Returns (%) 

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

 

 

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

 
Asset allocation (average across all portfolios, %) 

  

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

 Sterling Change    

 

Cash and government bonds 9.2 -0.2    

Cash and equivalents 9.2 -0.2    

Government bonds 0.0 0.0    

Credit 26.5 1.6    

Investment grade bonds 14.5 1.6    

High yield bonds 7.0 0.0    

Emerging market bonds 5.0 0.0    

Equities 45.9 1.1    

Developed market equities 39.5 1.2    

Emerging market equities 6.4 -0.1    

Alternatives 18.5 -2.5    

Commodities 5.5 0.0    

Alternatives 13.0 -2.5    

      

 

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 October 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 18.4 14.2 32.1 18.4 -3.6 

MSCI World  
(EUR, Total Return Net) 7.5 -4.1 30.0 6.3 19.3 11.8 30.3 19.3 -2.4 

US dollar 26.2 -8.6 34.3 19.0 12.1 16.5 30.5 12.1 -5.4 

MSCI World  
(USD, Total Return Net) 22.4 -8.7 27.7 15.9 13.0 14.1 28.8 13.0 -4.2 

*Since inception figures are annualised. 

 
Top 10 holdings (%) Regional exposure Sector exposure 

Holding Weight (%) 

ALPHABET INC-CL A 4.4 

UNITEDHEALTH GROUP INC 4.2 

VISA INC-CLASS A SHARES 4.1 

MICROSOFT CORP 4.0 

DISCOVER FINANCIAL SERVICES 4.0 

LVMH MOET HENNESSY LOUIS VUI 3.6 

INTUITIVE SURGICAL INC 3.6 

TJX COMPANIES INC 3.6 

PIONEER NATURAL RESOURCES CO 3.5 

UNITED RENTALS INC 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 October 2021 
Returns (%) Asset allocation and performance measures 

 

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

Core IG allocation 73.0 214  4.4  BBB 

Developed markets 51.0 202  4.5  BBB 

Emerging markets 18.0 249  4.7  BBB+ 

Asset backed securities 4.0 223  2.1  A+ 

High yield satellite 27.0 453  2.9  BB 

Developed markets high yield 12.0 440  1.7  B+ 

Emerging markets high yield 3.0 359  3.3  B 

Corporate hybrids 4.0 434  3.1  BBB- 

Financial subordinated 8.0 516  4.5  BB+ 

Total portfolio 100.0 279  4.0  BBB- 
 

 Credit strategy Benchmark 

 USD 
GBP 

(hedged) 
EUR 

(hedged) USD 
GBP 

(hedged) 
EUR 

(hedged) 

Last month -0.5 -0.5 -0.5 0.1 0.1 0.1 

Rolling 12m 2.8 2.6 1.9 1.5 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 16.2 13.5 10.7 6.9 4.4 1.8 

Since inception 
(annualised) 

5.6 4.7 3.8 2.4 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 

 


