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A T  A  G L A N C E  

• Leading economic indicators 
suggest the pace of economic 
growth has picked up and the 
Omicron variant should be just a 
temporary setback. 

• Inflation continues to be high 
around the world but is likely to 
fall back down in 2022 as supply 
shocks are resolved, which would 
give central banks more flexibility 
with regard to monetary policy. 

• Equity markets continue to be 
volatile and rotations between 
value and growth stocks have been 
sharp and sudden, but the earnings 
outlook remains positive. 

• In fixed income markets, the yield 
curve has flattened after shorter-
duration bond yields moved 
higher to reflect a more hawkish 
tone from central banks. 

• On a 12-month view, we have 
seen a shift to a more cautious 
investment environment as the 
tail risk of recession has appeared 
in our forecasts. 

• Expected returns are now lower 
then where they have been for 
much of this year but our appetite 
for risk remains slightly above 
average. 

• Recent market volatility has given 
us the opportunity to introduce 
two structured products whilst we 
have also bought an Asian high 
yield fund to take advantage of 
distressed pricing in the Chinese 
real estate sector. 

 

Global GDP growth slowed significantly during Q3 but has been showing encouraging 
signs of a reacceleration in recent weeks. The Citigroup Global Surprise Indices have 
all turned up as economic data has surprised to the upside, having been in downward 
trends for much of 2021. PMI manufacturing survey data and output numbers have 
also been relatively strong. 

However, the most recent developments in the spread of Covid and the new Omicron 
variant have raised uncertainty levels. It is still far from clear as to whether or not this 
pick-up in growth will be short-lived. However, even if renewed restrictions on 
economic activity are introduced, the market’s reaction may not be extreme if investors 
think they will just be temporary. 

Inflation has continued to climb, in part due to strong commodity prices. Another 
reason is supply chain issues, which are pushing the prices of specific goods much 
higher, such as used cars. We had expected these supply chain disruptions to start to 
be resolved by now but it has become apparent that the problem is as much excess 
demand as it is constrained supply. Demand is showing no signs of easing off just yet 
and the interconnectedness of the global supply chain means these problems now 
seem likely to take another 12 months to fix. 

Figure 1: Economic Surprise Index 
Economic surprise data has turned positive after a period of negative revisions, suggesting 
economic momentum has reaccelerated in recent weeks. It is unclear if the Omicron variant 
will derail this recovery. 

 

Source: Saranac Partners. 

Inflation expectations 
This situation could well maintain inflationary pressures for longer. The US Federal 
Reserve (Fed) has made a clear shift in its outlook on inflation. Recent announcements 
have stopped using the word “transitory” in the inflation outlook and turned more 
hawkish on monetary policy and tapering QE.  

Nevertheless, we expect inflation to peak soon and start to fall back as we move 
through next year. We also recognise the likelihood that inflation will fall back to a 
higher level than the pre-pandemic long-term average. 
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Figure 2: US real wage growth 
Wage growth has failed to keep pace with the recent surge in inflation, meaning real 
wages are negative. Typically, this pattern would be concerning for growth, but the huge 
accumulation of savings over the pandemic may cushion the blow of these falling real 
incomes. 

 

Source: Saranac Partners. 

One concern we have is that wage inflation is failing to keep up with headline inflation, 
and therefore real wages are getting squeezed. Declining real wages can be ominous for 
the global growth outlook. Yet this factor may not impact growth to the usual extent 
because huge savings have been built up through the lockdowns, in addition to 
generous fiscal and monetary policies. These savings may cushion the blow of negative 
real wage growth for a while. 

In fixed income markets, the yield curve has flattened after shorter-duration bond 
yields moved higher to reflect a more hawkish tone from central banks. Another 
reason is the expectation that US interest rates will rise by the middle of 2022 rather 
than the end of this year. However, longer-dated bond yields have generally fallen as 
investors believe inflation will be contained in the long term, while the Omicron 
variant has also pushed up the price of safe-haven assets. 

Figure 3: US yield curve 2yr – 10yr 
The additional yield offered by long-dated bonds over shorter-dated bonds has compressed 
since October as earlier rate hikes have been priced in by the market, which should temper 
inflation over the longer term. 

 

Source: Saranac Partners. 

Equity markets continue to be volatile and rotations between value and growth stocks 
have been sharp and sudden – there have seen two small corrections in the past three 
months. In general, growth has been outperforming value since June, when the Delta 
variant became dominant. 

The earnings outlook remains a positive feature and investors are far from over-
optimistic. However, valuations could be threatened if inflation surprises to the upside. 
We’ve made some changes to portfolios recently by taking advantage of raised 
volatility and also some distressed pricing in specific markets. 
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In fixed income markets, the 
yield curve has flattened after 
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moved higher to reflect a more 
hawkish tone from central banks. 
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I N V E S T M E N T  E N V I RO N M E N T  

On a 12-month view we have seen a shift to a more cautious investment environment 
as the tail risk of recession has appeared in our forecasts and the current environment 
of strong growth has faded. Lower inflation and above-trend growth remain central to 
our outlook in the near term, which is why we continue to favour equity over fixed 
income for now. 

However, expected returns are lower than they have been for much of this year. Our 
risk appetite levels are slightly above average, but have also come down modestly. 

Fixed income 
Recent data has been dominated by strong inflation and job numbers, leading the Fed 
to move to a more hawkish stance and the possibility that it will begin to taper QE 
sooner than planned. The market had already moved to this view and in many ways 
the Fed is simply catching up. 

The yield curve has flattened by 50bp since early October due to upside pressure on 
the front end of the curve combined with a small decline in long-term bond yields. 
This is the market telling us “inflation is not transitory – the Fed will have to hike 
sooner than expected but this may damage the long-term economic outlook”. 

There are now five interest rate hikes between now and 2023 priced into the forward 
curve, but very little after that. The market believes that if the Fed hikes rates to 1.5% 
it will be sufficient to bring inflation under control and back within its 2% target range. 
Forward inflation curves confirm this view because medium-term inflation is still 
priced at 2.1%. However, expectations for inflation over the next two years are much 
higher, at around 3.2%. 

Most recently, the flattening of the yield curve has been accentuated by renewed Covid 
restrictions in Europe, the new Omicron variant and a move to safe-haven assets such 
as long-dated US Treasuries. 

With a flatter curve, the yield offered by bonds with around a six-year maturity are only 
marginally lower than those offered at the long end, so there is little incentive at this 
time to extend duration. 

The short end of the yield curve seems to accurately represent the likely progression of 
monetary policy over the next year. However, we still believe that longer-duration 
bond yields will rise because when the Fed begins to taper QE, the process should 
curb the suppression of real yields.  

Figure 4: 1 Year US Treasury forward curve 
Market forecasts for one-year US Treasuries have moved sharply. Yields over the next two 
years are expected to be much higher than forecast in September, reflecting the belief that 
the Fed will raise rates much sooner. However, there is also a shift in expectations that bond 
yields in the long term will not need to rise as much due to lower inflation and slower 
growth, which is a consequence of earlier rate hikes in the near term. 

 

Source: Saranac Partners. 
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Our risk appetite levels are 
slightly above average, but have 
also come down modestly. 
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Equities 
Q3 company earnings continued the trend of positive surprises, despite concerns over 
margins given the inflationary picture. The degree to which forecasts are revised higher 
is inevitably slowing. One result of rising forecasts for corporate profits is that equity 
markets now appear better valued, despite strong returns. 

Concerns over growth and the reopening of economies due to Covid variants has seen 
growth stocks outperform cyclical and value stocks in recent months. Despite the 
challenges facing the more cyclical areas of the market, we have retained our exposure 
to these kinds of companies because valuations and positive revisions through 2022 
continue to look attractive. 

Typically, we have a bias towards growth stocks. However, we are avoiding those 
companies with the highest valuations and lowest profitability given their vulnerability 
to changes in both the inflation outlook and their own growth dynamics. Growth at a 
reasonable price looks to be the preferred strategy at this point in the economic cycle. 

Commodities and currencies 
The US dollar has once again proved the consensus wrong because it has been the 
strongest major currency this year, despite the overwhelmingly negative view at the 
beginning of 2021. 

Higher inflation and a gradual move in thinking by the Fed to a stance that is likely to 
see interest rates rise in mid-2022 (as opposed to 2024 as was originally expected) has 
supported this upward move in the dollar. In contrast, the euro has seen less 
inflationary pressure, while the ECB has made little change to its policy outlook. 

Sterling has been positioned somewhere in between the dollar and euro. The Bank of 
England has been signalling for some months that it wants to raise interest rates in the 
UK to combat inflation, but has yet to do so due to growth concerns over both Covid 
and Brexit. 

Despite its strength, we believe the dollar looks fairly valued against most other 
currencies. Sentiment has improved and investors are positioned to take advantage of 
further strength. 

The consensus has ended up being wrong many times in currency markets in recent 
years. However, we do not yet see the extremes in views that have occurred previously 
and so the positive momentum in the dollar may continue. 

Dollar strength is often a headwind for gold and other commodities. Yet the main 
move in these markets in November was the drop in the oil price following the 
announcement of the Omicron variant. Travel restrictions and slower economic 
growth could damage oil demand just as OPEC is raising supply, which would be good 
news for motorists who are facing petrol prices not seen for over a decade. 

 

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

Recent market volatility has given us the opportunity to introduce two structured 
products to portfolios, which offer us double-digit returns along with defensive 
characteristics. 

One structured product is based around the Brazilian equity market, which has fallen 
by 30% since the summer following a sharp rise in both inflation and interest rates. 
The second note is based on European industrial names, which fell sharply in the 
recent market correction but we believe the longer-term outlook is positive. 

We have also introduced an emerging market debt fund, which is well placed to take 
advantage of the dislocation in the Chinese real estate market. Bonds in this sector are 
now pricing in widespread defaults and yields are high. We expect the issues in this 
sector to be worked through in an orderly fashion given its importance to the Chinese 
economy and the consumer, so this looks an attractive entry point. 

Concerns over growth and the 
reopening of economies due to 
Covid variants has seen growth 
stocks outperform cyclical and 
value stocks in recent months. 
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Multi-asset strategies 
Performance as of 1 December 2021 

Returns (%) 

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

 

 

*End October 2021 for Sterling. End October 2021 for RPI (November data not available yet).  

 
Asset allocation (average across all portfolios, %) 

  

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

 Sterling Change    

 

Cash and government bonds 8.7 -0.9    

Cash and equivalents 8.7 -0.9    

Government bonds 0.0 0.0    

Credit 25.5 0.0    

Investment grade bonds 14.5 0.0    

High yield bonds 7.0 0.0    

Emerging market bonds 4.0 0.0    

Equities 47.9 0.0    

Developed market equities 41.0 0.0    

Emerging market equities 6.9 0.0    

Alternatives 17.9 0.9    

Commodities 5.5 0.0    

Alternatives 12.4 0.9    

      

 

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 December 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 24.3 14.8 26.5 24.3 0.0 

MSCI World  
(EUR, Total Return Net) 

7.5 -4.1 30.0 6.3 27.0 12.8 29.4 27.0 0.6 

US dollar 26.2 -8.6 34.3 19.0 14.4 16.4 19.0 14.4 -2.7 

MSCI World  
(USD, Total Return Net) 

22.4 -8.7 27.7 15.9 16.8 14.3 21.8 16.8 -2.2 

*Since inception figures are annualised. 

 
Top 10 holdings (%) Regional exposure Sector exposure 

Holding Weight (%) 

MICROSOFT CORP 4.1 

UNITEDHEALTH GROUP INC 4.0 

ALPHABET INC-CL A 3.9 

UNITED RENTALS INC 3.9 

LVMH MOET HENNESSY LOUIS VUI 3.7 

PIONEER NATURAL RESOURCES CO 3.6 

TOTALENERGIES SE 3.4 

ADOBE INC 3.3 

DISCOVER FINANCIAL SERVICES 3.3 

BAYERISCHE MOTOREN WERKE AG 3.2 
   

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 December 2021 
Returns (%) Asset allocation and performance measures 

 

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

Core IG allocation 73.0 241  4.2  BBB 

Developed markets 51.0 232  4.4  BBB 

Emerging markets 18.0 265  4.4  BBB+ 

Asset backed securities 4.0 248  1.7  A+ 

High yield satellite 27.0 480  3.0  BB 

Developed markets high yield 12.0 467  2.0  B+ 

Emerging markets high yield 3.0 400  3.3  B 

Corporate hybrids 4.0 452  2.9  BBB- 

Financial subordinated 8.0 543  4.3  BB+ 

Total portfolio 100.0 305  3.9  BBB- 
 

 Credit strategy Benchmark 

 USD 
GBP 

(hedged) 
EUR 

(hedged) USD 
GBP 

(hedged) 
EUR 

(hedged) 

Last month -0.3 -0.3 -0.4 0.1 0.1 0.1 

Rolling 12m 0.3 0.1 -0.5 1.5 1.4 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 15.1 12.4 9.6 7.1 4.6 2.0 

Since inception 
(annualised) 

5.0 4.1 3.2 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 

 


