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A collation of recent insights on markets and economies 

taken from the comments made by chairs and 

investment managers of investment companies – have a 

read and make your own minds up. Please remember 

that nothing in this note is designed to encourage you to 

buy or sell any of the companies mentioned. 

Roundup 

The New Year brought a reassessment of the direction of inflation and 

interest rates, with heavy hints of multiple rate rises to come in the US 

this year. This triggered a sharp rotation away from growth-style 

investing. The threat of a Russian invasion of Ukraine has not helped 

sentiment. The net effect has been much more volatile markets. 

UK highlights 

A time to reflect and take note 

Aberforth Smaller Companies’ managers highlight uncertainties that 

stem from the continuing effects of COVID-19 and measures that were 

deployed in 2020 to mitigate the economic damage of the pandemic. 

James Henderson and Laura Foll of Henderson Opportunities look at 

the trends accelerated by the virus. 

Henderson Smaller Companies manager, Neil Hermon, explains why 

smaller companies underperformed over 2021. He also remarks on a 

noticeable pickup in corporate activity. 

Angus Gordon Lennox, chair of Aberforth Split Level Income, suggests 

that bond yields are yet to fully reflect the threat of higher inflation and 

higher interest rates. 

The managers of BlackRock Income & Growth say that after five years 

under a Brexit-induced cloud, the relative position of the UK in the eyes 

of global investors appears to have improved. 
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31/01/22 Change on 
month % 

GBP / USD 1.3447 -0.6 

USD / EUR 0.8902 1.2 

USD / JPY 115.11 0.0 

USD / CHF 0.9272 1.6 

USD / CNY 6.3612 0.1 
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Indicator 31/01/22 Change on 
month % 

Oil (Brent) 91.21 17.3 

Gold 1797.17 -1.8 

US Tsy 10 yr yield 1.7767 17.7 

UK Gilt 10 yr yield 1.302 34.1 

Bund 10 yr yield 0.009 -104.9 

Source: Bloomberg, Marten & Co 
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Global 

(compare global funds here, here and here) 

Alex Crooke of Bankers - 17 January 

Performance 

'We live in interesting times.' - It has been an often-used phrase through this period 

of Covid-19 infection. Robert F Kennedy quoted the expression in 1966 and went 

on to say, 'They are times of danger and uncertainty; but they are also the most 

creative of any time in the history of mankind.' This nicely sums up the investment 

opportunities over the past couple of years. There has been so much creativity, 

including spectacular advancements in medicine, such as new vaccine techniques, 

and software allowing us to work and interact remotely with colleagues and friends. 

While some industries have faced huge uncertainty, it is a remarkable endorsement 

of government support that there are still cinemas, music venues or even airlines 

operating today. 

The stock markets have continued to march to the beat from central banks, the latter 

creating waves of new money and support schemes for wages and corporate loans. 

This massive increase in money supply has historically pushed asset prices higher 

and globally we have seen property, stock markets and resources all reach new 

high prices. At the start of the reporting year, the approval of Covid-19 vaccines in 

December 2020 buoyed the markets to new highs and supported so-called 're-

opening stocks', such as retailers, airlines and resources.  

The vaccines turned out to be difficult to manufacture, and in high demand, which 

led to short supply through the Spring of 2021. Stock markets wobbled and [in] 

March the Chinese stock market fell sharply. The regulators in China started the 

first of their crackdowns on the internet sector, including new rules for the 

ecommerce sector. The government has increased regulation at the same time as 

normalising monetary supply to limit the expansion of the property sector.. 

In the Summer and Autumn of 2021, optimism increased that the vaccines were 

having a significant effect in reducing major illness and governments in most parts 

of the world started reopening their economies. This led to some wildly bullish 

investor behaviour sparking meme stocks, strong new issuance and a return to 

growth investing at any price. The impact of Covid-19 lockdowns was now beginning 

to be felt in terms of dislocated supply chains and strong demand for key 

manufacturing components such as semi-conductors and oil. Prices have risen 

sharply across all commodities and many components of the inflation price indices. 

Central banks initially commented that inflation trends were transitory and reflected 

localised supply bottlenecks but in recent months have admitted that there are more 

fundamental grounds for expecting prices to remain elevated. Investors in stock 

markets over the past decade have favoured growth investing, as opposed to value 

investing, principally driven by favourable factors such as falling interest rates and 

central bank support. Through this year, growth investing still outperformed, but only 

marginally and cyclical value stocks such as banks and industrials delivered very 

strong performance. 

Outlook 

The two key numbers that will determine whether share prices continue to rise are 

corporate earnings and the rate of inflation. The impact of Covid-19 has resulted in 

https://quoteddata.com/sector/investment-companies/global/global/
https://quoteddata.com/sector/investment-companies/global/global-equity-income/
https://quoteddata.com/sector/investment-companies/global/global-smaller-companies/
https://quoteddata.com/company/f0gbr051w1/
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the suspension of large parts of the global economy and the next two years should 

see the world open to trade and travel. Consumers have on average built up savings 

during the lockdowns and are likely to spend these cash deposits as liberties return, 

temporarily raising global economic growth. All of this points to further growth in 

corporate earnings to come, however the pace is uncertain while governments 

respond to new variants in different ways. As in previous economic cycles, we 

expect that share valuations will de-rate as share prices rise at a slower pace than 

earnings. 

The outlook for inflation will dominate central banks' thinking for the year ahead. 

Their response will define the pace of recovery and also determine which sectors 

will lead the market. Our view is that the sharp rise in price inflation is permanent 

and not transitory. Wages are now starting to rise and central banks will struggle or 

be unwilling to enact policy quick enough to supress the price of goods and services 

from rising further. This outturn can be positive for equities, as most companies 

ultimately pass on the price inflation.  

. . . . . . . . . . . 

UK 

(compare UK funds here, here, here and here) 

Managers of Aberforth Smaller Companies - 28 January 

Equity markets performed well in 2021. Following the negative returns of 2020, there 

was a welcome reversal of fortunes for UK equity markets. However, it would be 

remiss to pass over the contrast between this improvement and the development of 

the pandemic – the world is likely to have seen more deaths associated with the 

coronavirus in 2021 than in 2020. The disparity between investment returns is 

explained by the remarkably rapid development of the vaccines, which were 

announced towards the end of 2020. These spurred a powerful rally in share prices 

and allowed equity markets to fulfil their function by discounting a future in which 

the pandemic can be controlled and economic activity can normalise. In due course, 

the rollout of the vaccines allowed demand to begin its recovery, boosted by high 

household savings, loose monetary policy and fiscal support. Corporate profits 

followed, thus starting to justify the rebound in share prices. 

The economic recovery progressed more or less as hoped through 2021. Support 

measures, such as the UK’s Job Retention Scheme, have been gradually phased 

out without, as yet, a significant impact on activity. However, it is notable that share 

prices struggled through the second half of the year. This reflects uncertainties that 

stem both from the continuing effects of the coronavirus itself and from the 

unintended consequences of the stimulus measures deployed in 2020 to mitigate 

the economic damage of the pandemic. Three particular issues stand out for their 

effects on equity valuations: variants of the virus, supply chain constraints and 

inflation. 

• Despite the success of the vaccines, the prospect of further 

lockdowns has lingered owing to the emergence of new variants that 

might prove more infectious, virulent or resistant to the vaccines. 

Through 2021 the Delta and Omicron variants highlighted this risk 

and buffeted sentiment to companies that were benefiting from the 

return to normal economic activity. This is a factor that is likely to 

https://quoteddata.com/sector/investment-companies/uk/uk-all-companies/
https://quoteddata.com/sector/investment-companies/uk/uk-equity-and-bond-income/
https://quoteddata.com/sector/investment-companies/uk/uk-equity-income/
https://quoteddata.com/sector/investment-companies/uk/uk-smaller-companies/
https://quoteddata.com/company/e0gbr01nfp/
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remain relevant until levels of immunity around the world are high 

enough to compromise the virus’s ability to evolve. 

• Supply chains have been put under severe stress as demand has 

surged and as the impact of 2020’s lockdowns on industrial 

production and investment plays out. Employment has also been a 

challenge: with indications that elements of the labour force have 

been slow to re-engage after the lockdowns, wage growth is 

accelerating. In the UK, Brexit is an additional complication, though 

it is difficult to disentangle from the effects of the pandemic. These 

issues have combined with rising energy prices to exert pressure on 

households and on corporate profitability, which is being reflected in 

the trading updates of companies around the world, including 

several of the portfolio’s holdings. In 2021, this factor has tended 

merely to take the gloss off results that have been boosted by the 

demand recovery. However, the effect on profits in 2022 is likely to 

be greater. 

• Supply chain constraints, rising wages and energy prices have 

combined to produce some of the highest rates of inflation in 

decades. In the UK, the CPI rose by 5.1% year-on-year in December 

2021, while the rate in the US was 7.0%. As the effects of lockdown 

in 2020 washed through the data, it became clear that this rise in 

inflation is not as transitory as was widely expected at the start of 

the year. There is evidence that the value investment style fares 

relatively well when government bond yields rise, which they often 

do in response to higher inflation. However, in the latter part of 2021, 

there was little evidence of that relationship. It would seem that 

equity markets were focused on the possible responses from central 

banks, fearing that tighter monetary conditions might lower both 

inflation and real economic growth. 

While the effect of these issues will become clearer through 2022, reassurance can 

be taken from the experience of the past two years. 

Equity returns are determined by the progress of corporate profits and the rating 

ascribed to those profits by investors. Inflation and monetary policy are important 

influences on the latter since they affect the discount rates used to value financial 

assets. One of the curiosities of 2021 is that the highest rates of inflation for decades 

have not had a greater impact on the pricing of financial assets. Government bond 

yields in both the UK and US are still below their pre-pandemic levels, while growth 

stocks returned to the fore after weaker relative performance amidst the vaccine 

rally. So far, therefore, the markets appear to be anticipating economic and financial 

conditions little changed from those that have pervaded since the global financial 

crisis: low real economic growth, low inflation, low interest rates and low bond yields. 

It is not clear that today’s inflationary pressures will be short-lived and easily 

controlled. The supply chain problems will be sorted in time, but there may be more 

intractable influences. Under-investment in oil and gas development projects in 

recent years could keep energy prices high. Meanwhile, there is concern that the 

supply of labour has been affected by issues stemming from the pandemic and, in 

the UK at least, by Brexit. Macro-economic data and anecdotes from companies 

indicate that wages are accelerating. 

Inflation raises the stakes. While its recent resurgence clearly does not prevent a 

return to the disinflationary conditions of the past dozen years, it is perplexing that 

the financial markets do not yet harbour more doubt. The chance that bond yields 

prove too low and that growth stocks are too highly valued is higher today than 
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before the pandemic, but that is not reflected in current valuations. Were more doubt 

to creep into valuations, a value investment style should benefit in terms of relative 

performance. However, we should be careful what we wish for – equities struggle 

when monetary policy belatedly plays catch-up and relative gains might be achieved 

against the backdrop of lower share prices. 

Turning back to corporate profits, the outlook is encouraging as economic activity 

normalises and demand continues its rebound from the 2020 recession. There are, 

though, risks. First, the pandemic is still with us and may elicit further measures by 

governments. However, the efficacy of the vaccines means that such measures 

should affect the pace of recovery rather than threaten the recovery itself. Second, 

there are the supply chain problems, which are another recurring feature of 

company trading updates and will take time to resolve. Indeed, energy and labour 

costs may put sustained pressure on corporate margins, with demand also 

threatened by the impact of energy costs on consumer spending. Third, there is the 

chance that central bankers tighten monetary policy to control inflation and thus 

bring about economic slowdown. At this stage, this risk is more speculative since 

monetary tightening, such as the Bank of England’s 0.15% increase in interest rates 

in December, has so far been modest – in most western economies interest rates 

remain deeply negative in real terms. 

So, from the strategic perspective, 2022 feels like a pivotal year as the inflation 

debate comes to a head. Equity valuations will be affected, including those of small 

UK quoted companies. In such uncertain circumstances, the records of these 

companies offer reassurance. They have coped with the global financial crisis, the 

Eurozone crisis, Brexit and the pandemic. Despite their cyclicality they have 

displayed great resilience through each episode. 

. . . . . . . . . . . 

James Henderson and Laura Foll, managerse of Henderson Opportunities - 

28 January 

The COVID-19 vaccination programme and the re-opening of much of the economy 

had a beneficial impact on the portfolio. After the three 'lockdowns' there have been 

labour shortages and supply problems and this led to inflationary pressures picking 

up. However, well positioned companies that have good management teams were 

able to respond by putting their own prices up and therefore protecting their margins. 

These margins were also enhanced by companies focusing hard on their costs 

during the pandemic which meant they were leaner coming out of it. 

The virus accelerated trends that were already in place before it. The move to online 

retailing away from traditional stores is a notable and obvious example. The desire 

to create a better, more sustainable environment has also gained greater impetus. 

Some of the stocks in the portfolio benefited, for example, companies working to 

provide alternatives to fossil fuels have received greater investor support as they 

make progress in their product development. Some of the best contributors to 

portfolio performance this year came from this area. However, it was not only young 

companies that performed well. Some more established businesses came back with 

renewed vigour after the pandemic. Certain of the banks and large retailers are 

examples. 

Outlook 

It is an exciting time to be investing in the UK. Rapid changes within the economy 

are creating real opportunities for those companies with the ability to grasp them. 

For instance, the alternative energy companies have extraordinary potential if they 

https://quoteddata.com/company/f0gbr06x0k/
https://quoteddata.com/company/f0gbr06x0k/
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have the technology that will help the world move away from fossil fuel, while the 

step up in infrastructure spend within the UK is creating opportunities for more 

traditional construction-based businesses. The portfolio is a blend of very different 

businesses. Diversity of businesses and end markets together give us the 

opportunity to invest in the next generation of successful companies.  

. . . . . . . . . . .  

Neil Hermon, manager of Henderson Smaller Companies - 26 January 

UK equity markets were broadly flat over the period. In the UK, whilst most COVID-

19 restrictions were relaxed on "freedom day", rhetoric from the government 

remained cautious as the Delta variant continued to spread. Towards the end of the 

period, discovery of the new Omicron variant raised fears that restrictions would 

have to be re-introduced. Global bond yields oscillated during the period which 

resulted in a change of factor leadership in equity markets. In the US, the Federal 

Reserve stepped away from its initial view that inflation was transitory and became 

increasingly hawkish. In September it announced that asset purchase tapering 

would begin soon and by November the market was projecting three interest rate 

rises in 2022. In the UK, the Bank of England decided not to raise rates in 

November. Oil rallied initially but fell sharply in November while sterling depreciated 

against the dollar. 

Smaller companies underperformed larger companies over the period. This was 

driven principally by a rise in bond yields and a gravitation towards value over 

growth stocks. 

Market Outlook 

The COVID-19 outbreak dramatically changed expectations for global economic 

growth. The lockdown measures we have seen across the globe have had a 

profound effect on economic activity. Government actions to protect consumers and 

businesses from the worst impact of the shock softened the blow but ultimately can 

only be short term in nature given the scale of the bail-out required. 

The positive vaccine news announced in November 2020 and the subsequent 

successful vaccination programme has meant life has returned to some sort of 

normality with a consequent rebound in economic activity. Conditions remain fragile 

though and subsequent 'waves' of COVID-19 and new variants of the virus serve as 

reminders that the crisis is not over. 

One of the major concerns facing the equity market is the threat of higher inflation 

and the need for central banks to start tightening monetary policy. There is much 

debate as to whether current indications of inflation, led by commodity, energy and 

logistic costs, are temporary or are of a more permanent nature. A sustained pick 

up in wage inflation will probably force monetary authorities to act more quickly. The 

recent increase in UK base interest rates and indications from the Federal Reserve 

of higher rates gives a good indication as to the likely direction of central bank policy 

in 2022. 

In the corporate sector, conditions are intrinsically stronger than they were during 

the financial crisis of 2008-9. Balance sheets, in particular, are more robust. On the 

whole, so far, the UK corporate sector has performed well during the crisis and most 

companies are beating their initial post COVID-19 earnings and cash expectations. 

We are seeing a noticeable pickup in corporate activity. The IPO market, after a 

quiet 2020, has exploded into life in recent months. Given the amount of companies 

looking to float onto public markets it is important to remain disciplined when sifting 

https://quoteddata.com/company/e0gbr00j99/
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through the multitude of new investment opportunities we have in front of us. 

Likewise, we are also seeing a significant increase in M&A activity as private equity, 

in particular, looks to exploit opportunities thrown up by COVID-19. We expect this 

upsurge to continue in the coming months as UK equity market valuations remain 

markedly depressed versus other developed markets. 

In terms of valuations, the equity market is now trading in line with long term 

averages if we apply pre COVID-19 earnings. Corporate earnings were sharply 

down in 2020 although we have seen a  sharp recovery in 2021 which is likely to 

continue into 2022. 

Although uncertainty remains around short-term economic conditions, the virus will 

pass and corporate profitability and economies are recovering. The movements in 

equity markets have thrown up some fantastic buying opportunities and we expect 

many listed companies to emerge stronger from the downturn. However, it is 

important to be selective as any recovery will be uneven and strength of franchise, 

market positioning and balance sheet will determine the winners from the losers in 

a post COVID-19 world. 

. . . . . . . . . . . 

Angus Gordon Lannox, chair of Aberforth Split Level Income - 25 January 

Predicting the progression of the pandemic has proved far from straightforward, but 

the tentative signs that Omicron is a milder variant are encouraging. Should 

coronavirus concerns diminish, sentiment will improve but the stockmarket will still 

have much to contemplate. Events in Ukraine highlight geopolitical risks, while the 

implications of a sustained bout of high inflation are profound for financial markets 

that have been used to low inflation, low interest rates and low growth for a dozen 

years or so. It is remarkable that the threat of higher inflation and higher interest 

rates is not more amply reflected in bond yields and the valuation of many growth 

stocks. 

. . . . . . . . . . .  

Adam Avigdori and David Goldman, managers of BlackRock Income & 

Growth - 13 January 

Market review 

The end of 2020 was marked by the turbulence that characterised an extraordinary 

year. Equity markets reacted very positively to the Pfizer/BioNTech announcement 

on 9 November that their vaccine had achieved greater than 90% efficacy. 

Importantly, this announcement also led to a significant shift in market leadership 

as companies with ‘value’ characteristics outperformed. UK equity markets were 

further buoyed by progress around Brexit with a deal finally agreed in December. 

Although this exuberance was quickly offset by further lockdowns, both in the UK 

and abroad, following a sharp increase in COVID-19 cases due to a particularly 

contagious variant. 

Global stock markets made a strong start to 2021 as both consumers and 

corporates shrugged off concerns around virus variants. This optimism was 

supported by the initiation of global vaccination programmes and large-scale 

government stimulus. The start of the year also saw a growing number of Initial 

Public Offerings (IPOs) in London as corporate and investor confidence returned. 

The UK market also saw significant inbound mergers and acquisitions across a 

range of sectors highlighting the value on offer. 

https://quoteddata.com/company/aberforth-split-level-income-trust/
https://quoteddata.com/company/f0gbr052qa/
https://quoteddata.com/company/f0gbr052qa/
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More recently, the backdrop has become more balanced and demand from 

consumers and corporates remains robust. However, this has led to a growing 

debate around inflation and interest rates, especially as supply chain challenges 

intensified. Additionally, fiscal and monetary support has started to fade while China 

related shares were impacted by both regulatory changes and systemic concerns 

regarding the potential failure of Evergrande, a struggling Chinese property 

developer. 

The UK market rose over the period, returning 35.4% to the end of October; Oil & 

Gas, Basic Materials, Industrials, and Financials were top performing sectors. 

Outlook 

Notwithstanding the emergence of the Omicron variant, as the world approaches 

some sort of post-COVID-19 normalisation and economies reopen, many 

opportunities and risks are being presented. We are closely monitoring how 

earnings react to factors including the retraction of government stimulus, changes 

in consumer spending and behaviours. Much like the structural change of 

digitisation that arose in the throes of COVID-19, we monitor these factors and 

others for signs of structural change. 

We expect the strain on supply chains with specific industry shortages to continue 

well into 2022 and expect inflationary pressures to persist as a result. We are 

mindful of the potential impact on companies’ margins and have thus sought to 

concentrate the portfolio on those businesses with pricing power which are able to 

protect margins over the medium and long-term. 

After five years under a Brexit-induced cloud, the relative position of the UK in the 

eyes of global investors appears to have improved, helped by the vaccination 

programme, and evidenced by the resurgence in takeover activity as bidders look 

to capitalise on the discount at which UK equities trade relative to global peers. 

Specifically, we have seen acquisitions of real assets and a desire to find free cash 

flow. 

Amidst market normalisation, we have seen cash generation improving and 

dividend payments recovering strongly, almost back to pre-COVID-19 levels. We 

have been positively surprised by how quickly dividends have come back albeit this 

includes large contributions from the mining sector where the likes of Rio Tinto and 

BHP have paid large special dividends. Although these special dividends may not 

persist, we view the outlook for ordinary dividends for the UK market with increased 

optimism as most companies have emerged from the COVID-19 crisis with 

appropriate dividend policies. 

. . . . . . . . . . . 

Global emerging markets 

(compare global emerging markets funds here) 

Ross Teverson, manager of Jupiter Emerging & Frontier Income - 28 

January 

Market review 

Over the period, MSCI benchmark returns for key markets were as follows: China -

11.1%; Taiwan 38.7%; India 44.0%; MSCI Frontier Markets 25.7%; Mexico 48.0%; 

Russia 54.9%; and Brazil 15.2%. Emerging and frontier market equities generally 

performed well, with the Chinese market being a notable exception. Taiwan, which 

https://quoteddata.com/sector/investment-companies/global/global-emerging-markets/
https://quoteddata.com/company/jupiter-emerging-frontier-income-trust-jefi/
https://quoteddata.com/company/jupiter-emerging-frontier-income-trust-jefi/
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is one of the Company's largest single country exposure, outperformed the asset 

class on continued strength in the technology sector. Some of the markets where 

sentiment had been most impacted by the pandemic, such as Mexico and India, 

also performed strongly over the period. 

China's underperformance over the period can be explained by several factors. 

Having been seen as a relative safe haven during the pandemic, the valuations of 

some Chinese companies had become quite stretched by October 2020. The 

resultant lack of valuation support, combined with heightened regulatory scrutiny of 

large private firms and growing concerns over property sector indebtedness, came 

together to weigh heavily on Chinese equities. We have long held the view that 

China's weighting in the Company's MSCI Emerging Market benchmark represents 

a high level of single- country risk for an asset class as diverse as emerging markets. 

During the second half of the Company's financial year, some of the "reopening" 

enthusiasm that buoyed smaller emerging and frontier markets towards the end of 

2020, waned. This was in part due to slower vaccination progress relative to 

developed markets and only a nascent resumption of tourism activity in markets 

such as Georgia, Turkey and Kenya. However, it is encouraging to see that vaccine 

rollouts accelerated during the second half of 2021 and tourist arrivals in most 

markets continued to recover. 

It was pleasing to see that second and third quarter earnings announcements from 

the Company's holdings were in most cases characterised by impressive year-on-

year earnings growth.  

Outlook 

While many smaller emerging and frontier markets remain a long way behind 

developed markets and China in terms of their vaccine programmes, there was a 

marked acceleration in vaccinations during the second half of 2021, which bodes 

well for a continued recovery in economic activity in 2022. 

In a world where the valuations for many asset classes look high relative to history, 

the opposite continues to hold true for most companies and sectors within emerging 

and frontier markets, despite the potential for strong long-term growth. As investors 

continue to look past the impact of the pandemic, we expect that the scope for 

operational recovery and re-rating from attractive valuations will be positive for stock 

performance. 

We remain positive on the outlook for earnings and dividends at both a company 

and an asset class level in 2022. Consensus dividend forecasts imply a strong level 

of dividend growth. 

. . . . . . . . . . .  

Asia Pacific 

(compare Asia Pacific funds here, here and here) 

Ian Hargreaves and Fiona Young, managers of Invesco Asia - 24 January 

Chinese internet companies have been struggling with regulatory tightening and 

concerns over a broader economic slowdown. There are multiple strands to recent 

policy action, although the emphasis is on the need for more inclusive economic 

growth and ‘common prosperity’. New measures introduced have been focused on 

combating anti-trust practices, ensuring data security as well as safeguarding 

employees and families. 

https://quoteddata.com/sector/investment-companies/asia/asia-pacific/
https://quoteddata.com/sector/investment-companies/asia/asia-pacific-income/
https://quoteddata.com/sector/investment-companies/asia/asia-pacific-smaller-companies/
https://quoteddata.com/company/f0gbr052rm/
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When we examine the absolute earnings impact from these changes, it appears 

small relative to the market reaction. We added exposure to some of our holdings 

when the fall in share prices appeared to be excessive during peak negativity. This 

proved judicious given the subsequent rebound but the bigger issue for earnings is 

not the direct impact of regulation, but the prospect that company management will 

restrain profit growth in the hope of avoiding additional regulatory scrutiny. We 

would distinguish between companies with a corporate culture vulnerable to 

attracting scrutiny versus those with a more prudent approach to doing business, 

better aligned to the government’s goals and regulatory trends. 

Longer-term, the regulatory tightening may prove positive if it leads to healthier 

competition. The abundance of capital available to loss-making ventures allowed 

them to take market share from businesses relying on organic growth. However, it 

seems far-fetched to expect the government to permanently undermine one of the 

more vibrant sectors of the economy, particularly one so potentially instrumental in 

narrowing the technology gap with the US (a key government aim). The sector 

remains an interesting opportunity set with the levelling of the playing field. 

At headline level the valuations of Asian markets have pulled back from what we 

considered to be unsustainable levels at the turn of the year (see chart below). We 

do not believe that this is the end of the cycle, more of a pause as earnings and 

growth of book value catch-up. 

Markets are pricing in a continued improvement in earnings, which feels logical to 

us given that the recovery from the Covid-pandemic is still at a tentative stage in 

some parts of world, with a tailwind from stimulus measures and relatively low 

inventories on a global basis. The financial system is also in a much better place 

than investors initially feared, a marked difference to the backdrop in the recovery 

from the global financial crisis. 

However, it is reasonable to expect a more gradual uptrend in earnings from here, 

still positive but with the rate of change likely to have peaked. On one hand, supply 

chain disruptions remain a feature of the post-Covid backdrop, with unmet demand 

spilling well into 2022. On the other, inflationary pressures are likely to depress the 

operating margins of price takers. As markets digest these complexities and 

potential policy changes, there is much scope for active stock pickers to capitalise 

on misunderstood, idiosyncratic opportunities, especially given that valuation 

discrepancies within markets and sectors remain wide. 

As conditions gradually normalise, with travel restrictions lifted on the back of higher 

vaccination rates, we find scope for optimism towards re-opening plays in areas 

such as Thailand and Indonesia. Consumption has generally been weak, which 

contrasts with strong demand seen in developed markets, but we would caution 

extrapolating recent trends too far into the future. 

Although the initial benefit of massive monetary and fiscal stimulus measures has 

been realised and is likely to remain a tailwind to economic activity for a while longer, 

a riskier point for markets lies ahead as governments in developed markets are 

forced to start charting a course back to policy orthodoxy. This contrasts with Asia’s 

conventional policy stance. 

Finally, inflationary pressures are likely to remain a focus for investors. We feel that 

the best way to insure our portfolio against a more adverse inflation outcome is to 

avoid stocks whose current market valuations cannot be justified by their future 

cashflows even at current low interest rates. We believe this is an environment that 

suits our investment approach, with a laser focus on valuation, seeking to find 
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opportunities where the market has failed to correctly price the multi speed nature 

of the recovery. 

. . . . . . . . . . .  

North America 

(compare north American funds here and here) 

Gary Robinson and Kirst Gibson, managers of Baillie Gifford US Growth - 25 

January 

Investing in innovation and entrepreneurship is hard. Bravery is necessary from both 

entrepreneurs and investors. Uncertainty and volatility must be embraced. Opening 

your mind to possibility is essential. 

The increased volatility of stock prices over the past six months has led to questions 

of bubbles, overheating, growth vs. value and what remains exciting. These 

questions are not unfounded, but most interestingly they are representative of the 

human condition; the human brain is wired to handle incremental change. The 

changes the pandemic has rendered have been fast and wide reaching. It is easier 

to believe we are heading toward a period of stasis, where the new 'normal' is 

bedded down. But what if we are at the tip of the iceberg of what change is still to 

come? 

New innovations often feel odd at first. They don't sit naturally in our view of the 

world, and the early user experience is often subpar. However, we work to ensure 

we don't dismiss innovation out of hand.  

In times of change, it is valuable to recognise those things that will remain constant. 

The path for companies driving structural change may not be straight; some paths 

will weave and wend and turn out to be dead ends. Other paths will branch new 

opportunities and take us in directions we might not be able to imagine currently. 

But our rucksack is laden with optimism, patience and excitement. In a world of 

asymmetric returns, we believe it is better to venture, than not venture at all. 

. . . . . . . . . . . 

Russia 

(compare country specialist funds here) 

Gill Nott, chair of JPMorgan Russian - 25 January 

Overview 

The Russian economy has recovered well from the lows of the 2020 recession 

caused by the start of the Covid-19 pandemic. Although the level of vaccination in 

Russia was relatively slow to start with, largely due to vaccination reticence , it is 

picking up now and the economy has largely remained open. The rise in oil and gas 

prices has enabled the Government to extend considerable support to the domestic 

economy, both through public sector investment in medical services, infrastructure 

and defence projects as well as by direct payments to households in the form of 

increased pensions and one-off payments. The economy is growing currently at 

around 4% p.a. with industrial production growing at around 7% p.a. 

https://quoteddata.com/sector/investment-companies/north-and-south-america/north-america/
https://quoteddata.com/sector/investment-companies/north-and-south-america/north-american-smaller-companies/
https://quoteddata.com/company/baillie-gifford-growth-trust-usa/
https://quoteddata.com/company/baillie-gifford-growth-trust-usa/
https://quoteddata.com/sector/investment-companies/global/country-specialist/
https://quoteddata.com/company/f0gbr06x0o/
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With the domestic economy set to grow strongly (subject to any setback caused by 

the Omicron variant of Covid-19), the choice of consumer-focused stocks will be 

important going forward as we expect this sector to deliver more value.  

There were a number of IPOs in Russia this year, which is a welcome development 

while the market remains on a very low price earnings ratio compared to more 

developed markets 5.1x (RTSI$) vs 20x (MSCI World Index) and offers a very 

attractive yield 7.2% vs 1.8%. Data based on Bloomberg's consensus. Sanctions 

remain a concern.  

Outlook 

The key themes of strong energy price levels and continued political uncertainty are 

likely to be strongest influencers on the outlook for the Company. Russia, like the 

rest of the world, faces the challenge of managing the continuing impact of the 

Covid-19 pandemic. In Russia vaccination rates are around 60% and increasing. 

Nevertheless, the new variant, Omicron, will present a challenge and it remains to 

be seen what the impact of this wave of infections will be on the wider Russian 

economy. 

The strength of the market for Russia's key exports of oil and gas are positives for 

Russian and this gives the Government the flexibility to support the domestic 

economy. However, as in other major economies, with the prospect of rising inflation 

lying ahead, the Russian Central Bank has acted quickly with increases to interest 

rates and further rises are expected. 

Increased political tensions around Ukraine also have the potential to derail the 

more positive economic outlook. The recent deterioration in US and Russia relations 

has arisen as the new US President seeks to assert his authority and the Russian 

government is testing the limits of US and European commitment to the region. The 

latest attempts to reduce tensions have involved negotiations between Biden and 

Putin, NATO and Russian Officials but so far have failed to result in any significant 

thawing of relations. The political risk associated with investment in Russia was 

further highlighted following the unrest in Kazakhstan which threatened to engulf the 

country in early January 2022, and at the time of writing the outcome remains 

uncertain. 

. . . . . . . . . . . 

Flexible investment 

(compare flexible investment funds here)  

David Warnock, chair of BMO Managed Portfolio - 25 January 

As Governments and Central Banks acknowledge that inflation has moved from 

being "transitory" to "sustained", this has reflected in a tapering down of monetary 

stimulus and the start (albeit from very low levels) of increases in interest rates. The 

Bank of England increased UK rates in December. The key theme in 2022 will be 

the speed and magnitude of interest rate rises and the chances of a policy mistake 

have increased. 

For equity markets, volatility will likely increase and against a background of higher 

inflation and rising interest rates, positive equity returns may be harder to achieve. 

One of the features of the past decade has been the superior level of corporate 

earnings growth in the US, almost entirely due to the technology sector. In particular, 

the Growth Portfolio has benefitted from a number of investment companies with 

https://quoteddata.com/sector/investment-companies/global/flexible-investment/
https://quoteddata.com/company/bmo-managed-portfolio-growth-bmpg/
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significant exposure in this area. Although earnings growth will remain strong from 

the US, the high valuations accorded to many companies in the technology sector 

may come under pressure in an environment when inflation is higher and interest 

rates start to rise. As economies continue to recover, the ability to grow earnings 

may not be so scarce and investors may begin to question the extent of the valuation 

premium of "growth" companies. At a market level this favours non-US equities, with 

European stock markets well placed, as is the UK stock market which is the most 

lowly valued. 

. . . . . . . . . . . 

Investment managers of Ruffer – 17 January 2021 

At Ruffer we always focus on capital preservation and eschewing the mania. A 

significant source of outperformance has been not owning the frothiest areas of the 

market when the cycle turns. Today there appears to be a lot of froth. To set the 

scene it is worth recapping some of the extraordinary things that happened in 2021. 

2021 might be remembered as the year investors tumbled down a rabbit hole and 

entered financial wonderland. The stock market went mainstream in a fashion not 

seen since the late 1990s. Investors have poured more than US$1 trillion into equity 

funds in the past 12 months - more than the combined inflows of the past 19 years. 

Global M&A topped US$5.8 trillion, surging more than 50% and marking the fastest 

year over year growth since the 1990s (Source: Financial Times, 30 Dec 2021). IPO 

capital raised and stock buyback volumes also broke to record highs. 

SPACs (Special Purpose Acquisition Companies), effectively blank cheque shells, 

were all the rage. In 2021, more than 500 - double the previous record year - 

underwent their initial public offering, raising just over US$100bn (Source: Reuters, 

23 Dec 2021). These were often backed by celebrities (Serena Williams, Andre 

Agassi, Shaquille O'Neill, and Jay-Z) and operate in hot sectors such as space 

exploration or electric vehicles. 

Celebrities were also courted by cryptocurrency companies flush with cash from 

their own boom. Matt Damon and Tom Brady starred in high profile television 

commercials and crypto.com paid US$700m for the naming rights for the LA Lakers 

stadium (Source: LA Times, 16 Nov 2021). This venture capital tsunami helped 

cryptocurrencies to a total market capitalisation of US$3 trillion (Source: Bloomberg, 

8 Nov 2021). 

Events like the GameStop or AMC short squeezes revealed a tribal, anarchic and 

often bizarre mix of new participants for whom apps like RobinHood had gamified 

trading. 

Billion-dollar start-ups, colloquially known as 'Unicorns' because of their rarity, 

became customary. 2021 saw more than 300 minted. Of these Rivian, a new electric 

truck manufacturer, became the first company in history to achieve a US$100bn 

valuation with less than US$1m of revenue (Source: The Guardian, 10 Nov 2021). 

The previously arcane world of derivatives was popularised, with the value of 

options traded surpassing stocks for the first time ever. Tesla alone trades more 

than US$200bn notional value per day, which is several multiples of the entire UK 

or European exchanges (Source: Financial Times, 23 Nov 2021). Lastly, Elon Musk 

was named Time magazine Person of the Year - echoing Jeff Bezos in 1999 at the 

peak of the dot.com bubble (after which the Amazon share price fell more than 

90%). 

https://quoteddata.com/company/f0000008lg/
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In short, there was an excess of excesses, and this makes us cautious. As venture 

capitalist Josh Wolfe said "Overloaded with credulity and fuelled by greed. The 

masses have thrown caution to the wind and diligence to the dogs." 

It was the best of times 

As you might expect, underneath all these signs of rampant capitalism, the 

underlying economy is doing well; pent-up demand, strong growth and household 

net worth at all-time highs have combined with continuing monetary and fiscal 

stimulus to produce this environment. 

The Atlanta Federal Reserve 'NowCast' has US Q4 2021 real GDP at 7%; add 6% 

CPI inflation and you get a 13% nominal growth rate. The growth picture is similarly 

robust in Europe and the UK. One would have to go back around 50 years to find a 

similar surge. 

With this backdrop, does the US really need the easiest financial conditions on 

record? Of course, this is helping us, and many others, make good returns for their 

investors, but policymakers are still running emergency levels of monetary and fiscal 

policy support when the economy is firing on all cylinders with a tight labour market. 

The Goldman Sachs Financial Conditions Index is a composite including interest 

rates, equity valuations, borrowing costs and currency data to assess how 'easy' or 

'tight' financial conditions are. This offers a broader gauge than the blunt tool of 

interest rates. The message is clear - we've never had it so easy. 

The inflation conundrum 

Looking at 2022, the fly in the ointment is inflation - from energy and housing to 

wages, raw materials, and food. In a nutshell, too much money is chasing too few 

goods. There is no denying the inflationary impulse has endured longer than many 

expected. Inflation is currently at its highest level in around 40 years and has made 

a clear break from the previous trend. 

We are now experiencing the common knowledge of inflation; it is dinner party 

chatter. Everyone knows that everyone knows there is inflation, which makes raising 

prices or asking for a pay rise that much more palatable. This is how reflexive 

processes are born and many are risking their credibility by failing to acknowledge 

it. Former Treasury Secretary and Harvard Professor Larry Summers said, "I believe 

the gap between the Treasury & Fed statements and the everyday experience of 

businesses and consumers has perhaps never been wider." 

The Federal Reserve and several administrations have spent a decade post-

financial crisis trying to create inflation and now, like tomato ketchup from a glass 

bottle, they've got too much all at once. 

The Biden Administration (and others around the world) will struggle to implement 

their high spending, deficit-fuelled big society, or climate change programs, if 

inflation stays elevated. Additional stimulus at this point would be like pouring 

gasoline on a fire. Even the Modern Monetary Theorists confess the only constraint 

on government spending is the emergence of inflation. Thus, putting this genie back 

in the bottle is imperative. 

Perhaps because of these political pressures, the reaction function of the Federal 

Reserve is different this cycle. The Fed has moved from pre-emptive to reactive with 

a lag. They are deliberately behind the curve. 

The devil and the deep blue sea 

If, and it remains an if, inflation in advanced economies persists above 2%, central 

banks will have to decide between the devil and the deep blue sea. Do they stick 
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with the current run-it-hot strategy, out of concern for financial stability and 

encouraging a broad and inclusive labour market recovery? Or do they revert to 

their more traditional policy approach, getting 'ahead of the curve', tightening those 

easy financial conditions but running the risk of a policy-induced recession, market 

tremors and the accompanying political fallout? 

As former Federal Reserve Chair McChesney Martin once said - "the job of the Fed 

is to take away the punch bowl just as the party gets going". We believe they are 

coming under increasing pressure to poop the party. This is relevant because the 

economic boom and asset prices have floated higher on a sea of abundant liquidity 

and stimulus. 

The Fed may have to choose between either financial market pain or inflation pain. 

To tackle the inflation pain they need to withdraw liquidity and raise rates - but that 

will almost certainly cause market pain. What the real economy needs today (higher 

interest rates), financial markets can't stomach. Stock markets are up 40% over two 

years (Source: Ruffer LLP, Factset), yet wealth inequality is at all-time highs in a 

boiling hot economy. 

In reality, tapering amounts to less easing rather than meaningful tightening; interest 

rates will remain negative in real terms and near multi-century lows. But prices are 

set at the margin - markets respond as much to flows as they do to the stock - and 

financial conditions will tighten. Flows and liquidity have been crucial to this bull 

market, and they may be about to reverse. 

Alternatively, if they don't tighten then the inflation pain will continue and will 

arguably get worse because the economy is strong, inflation is a reflexive 

phenomenon and policy remains extremely stimulative. The real risk-free rate is 

around -6%. As Jerome Powell famously said before the 2018 market wobble - we 

are a long way from neutral. The last time the Fed tried to raise interest rates 

meaningfully the S&P 500 promptly fell 18% (Source: Ibid), forcing Governor Powell 

to reverse course. 

In a highly financialised world, the conundrum for policy makers is that in taming 

inflation and moderating growth they must reverse the very conditions that have 

been so beneficial for markets. 

Investment consequences 

The return of inflation has brought with it a new dilemma. Markets love certainty, but 

pricing uncertainty is hard. The long-standing complacency around low and stable 

inflation can be seen in term premium - the extra yield earned as compensation for 

the uncertainty that comes with lending for longer periods - which has progressively 

fallen and is now zero or negative. The end of this certainty points to asset prices 

falling and yield curves steepening. 

Inflation insouciance 

The wisdom of crowds ensures that usually the consensus opinion in markets is 

correct, but occasionally markets are poor at predicting the future - particularly at 

turning points. 

We currently have the highest reported inflation since 1982. What is really 

fascinating, however, is the forward looking inflation expectations priced into the 

inflation swaps market. Markets don't believe the world has changed. They are 

priced for a return to the low growth, low inflation, low rate post-GFC environment. 

At the market bottom in April 2020 (the peak of lockdowns), the market was seeing 

deflation in the short term, but looking out a few years our magical, miracle-working 

policy makers would have inflation right back at their 2% long term target. 
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The market was completely wrong - it thought we would be experiencing deflation 

and very low inflation in 2021, instead we got 6% inflation. Today with inflation 

already high, the inflation swaps market is saying inflation will stay high for a while 

but looking out a few years will gravitate back to 2%. 

This is the power of the paradigm of central banker omnipotence. This is the 

insouciance of markets undeterred despite a glaring forecast error in recent history. 

We believe the macroeconomic environment has changed, but the investment 

environment has not yet caught up. This is the opportunity - because the market is 

complacent about these risks, they are not priced in. Long term inflation 

expectations rising would be hugely beneficial for inflation-linked bonds. 

Hard choices 

Longer term, our conviction is high that a new regime of more persistent and malign 

inflationary pressures has begun, but the journey before us is still unclear. This 

means we are as worried about inflation volatility as we are a higher average level 

of inflation. 

One pathway involves a direct route to our inflationary destination; the other a path 

first through financial disruption and disinflationary dangers. 

If we have not entered a new regime, we return to The Great Moderation of low and 

stable growth and inflation. Our portfolio will underperform equities in this benign 

scenario, but we still believe we have enough to generate a positive return. We 

believe this would be a fleeting scenario rather than an endpoint because of the 

changes to the political economy post-covid-19. There is now a populist desire and 

a political mandate for greater levels of stimulus to kickstart the economy, tackle 

climate change, increase wages and to redistribute wealth to those with a higher 

propensity to spend, which moves you back to the first question. 

If we have moved into a new regime, our base case, there are two likely scenarios 

depending on whether policymakers try to tame inflationary pressures. 

1. Tightening induced slump - inflation stays high and policymakers stem 

inflation with a sharp tightening of both monetary and fiscal policies. This 

could trigger declines in most asset classes, but especially in more highly 

valued, speculative sectors. In the portfolio we believe our unconventional 

protections in equity puts and credit protections would spring to life and 

help the portfolio as they did in Q1 2020. 

2. Inflationary boom - inflation remains high but central bankers keep 

monetary and fiscal policy loose due to political pressure and to assist 

achieving soft goals like redistributive wage growth and climate change. 

Bonds and bond proxies look vulnerable in this environment. In the portfolio 

inflation-linked bonds with the duration hedged via payer swaptions and 

gold exposure would be two pure expressions of rising inflation. Value 

stocks and those sensitive to real GDP growth would do very well. 

Regardless of the path, inflation risk, an absent concern throughout the careers of 

most investors, will need to be priced once again. Therefore, we have built a 

portfolio robust to both 'left-tail' and 'right-tail' outcomes. 

What does a financial tightening look like? 

Quantitative easing is being withdrawn and asset purchases are scheduled to stop 

by March 2022 (in the US). Interest rates are likely to begin rising after that and 

many smaller central banks globally are already moving in this direction including 

the Bank of England. The fiscal impulse is likely to turn negative as large covid-

related stimulus packages roll off and taxes increase. The US dollar is rising, the 
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DXY index up 7% for 2021 (Source: Ruffer LLP, Factset). Rising commodity prices, 

particularly energy, are squeezing cash flows at a corporate and household level. 

Homer Simpson's ideal investments 

Homer Simpson once observed that beer was the cause of, and solution to, all of 

life's problems. We view the 15% of the portfolio allocated to energy stocks and 

financials as having similar characteristics. 

Beginning with energy, given current economic strength one of the few visible risks 

to derail the economy in the short term is rising energy prices. This naturally acts as 

a brake on growth, and as a tax on the consumer (particularly in Europe and Asia). 

Our allocation to energy stocks, covered in the June 2021 Annual Report, offers a 

neat hedge to this risk and an interesting each-way bet - one major source of crisis 

could be a spike in the asset we own, or alternatively, the stocks are highly geared 

to a continuation of economic growth and re-opening. We continue to engage with 

the companies we own to help and encourage them on the energy transition 

journey. 

With financials, it is simply that these assets benefit from rising rates or a steepening 

yield curve. This is a rare and valuable characteristic. One clear risk to the economy 

and market is that the Fed raises rates too fast. In this scenario bank earnings will 

be mechanically rising due to a widening net interest margin and the banks are still 

highly provisioned due to unused covid loss reserves. In the event the economy 

keeps performing, banks are an excellent proxy for improving economic prospects 

and will continue to benefit from rising collateral values and diminishing loan losses.  

These two themes exemplify what we try to achieve in the portfolio. We have strong 

views, and we express them boldly in our asset allocation. However, we are not 

return maximising, we are regret minimising. Rather than thinking about how much 

we might make if we are right, we start by thinking how we can ensure we preserve 

capital if we are wrong. From that foundation, we can build the rest of the portfolio 

to capture returns. 

Conclusion 

One thing is clear - no one asset, nor single strategy, can guarantee success in this 

path-dependent world. We are in uncharted waters from a market and economy 

perspective, nobody knows how all of this will play out. 

Instead, for a new regime, investors will require a diverse toolkit - flexible, adaptable, 

and robust. How are we positioned for this world? 

For bad market outcomes we've got the unconventional toolkit- index-linked bonds, 

credit protection, payer swaptions, gold exposure, and equity put options.  

For rosier outcomes - because there's a chance we have another roaring twenties, 

we've got attractively priced GDP- and inflation-sensitive equities. 

Where we think investors don't want to be is in the middle of the road - a resumption 

of the old regime of low and stable growth and inflation. The winners of that regime 

- growth stocks, long duration assets such as venture capital and renewables and 

conventional government bonds - look to us like they offer no asymmetry and are 

already pricing in victory. As liquidity is drained from markets these crowded trades 

look to us the most dangerous. 
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Growth capital 

(compare growth capital funds here) 

Richard Watts and Nick Williamson, managers of Chrysalis Investments - 26 

January 

Market 

The late-stage private market saw ongoing investor confidence over the year. This 

was mirrored by listed markets, such as the NASDAQ, which rose 29%; the S&P 

500, which rose 28%; and the FTSE All Share, which rose 24%. The NASDAQ in 

particular saw its overall performance driven by a few of its biggest companies 

(FANMAGs).  

The prior year saw a substantial outperformance by the tech-heavy NASDAQ, 

versus the S&P 500, which we believe reflected investor confidence in the likely 

performance of tech-based business models in the teeth of the COVID-19 crisis. 

Last year marked more of a "normalisation" as the rollout of vaccine programmes 

gave confidence that more traditional business models would recover. The fact that 

the NASDAQ performed in line with the wider US market and consolidated its gains 

of the prior year suggests the COVID-19 driven boost to tech businesses is seen to 

be permanent by the market, a hypothesis we would agree with. 

The late-stage private market saw approximately £38 billion of capital invested in 

the first nine months of 2021, more than twice that seen over the whole of 2020. We 

see this as clear evidence that other investors are now latching onto the trend we 

identified some years ago: that of companies staying private for longer. It also likely 

reflects the growing scale of a number of these private companies, and thus their 

growing capital requirements. 

There has also been an increase in crossover activity. When we analyse the number 

of deals that have occurred in the key late-stage European private market in the first 

nine months of 2021, at least one major crossover investor participated in 15% of 

deals, more than double the activity levels of two years' ago. 

This activity suggests investors are beginning to adapt their investing behaviour to 

access innovative and disruptive companies that are choosing to stay private for 

longer. 

Outlook 

We are optimistic about opportunity in the year ahead. Our long association with 

public markets tells us that most public market investors have a much shorter-term 

investment horizon than that needed for successful growth investing, where 

maximisation of value creation can often take some years to achieve.  

As we look at how the late-stage private market is developing, it t is growing very 

quickly; the crossover model is proving disruptive, as evidenced by its growing 

market share. 

. . . . . . . . . . . 
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Private equity 

(compare private equity funds here) 

Alan Gauld, manager of Standard Life Private Equity - 27 January 

In terms of specific risks to the private equity industry, the market is currently 

accumulating record levels of 'dry powder' (capital raised but not yet invested) due 

to the increasing popularity of the asset class with investors. Whilst businesses in 

general are staying private for longer, these high levels of dry powder are likely to 

lead to additional competition for deals in the coming years. However, data suggests 

the vast majority of this capital is being accumulated at the larger end of the market.  

We have said many times over the years that the private equity model of active 

ownership thrives on the opportunities that present themselves during periods of 

market dislocation and economic headwinds. Having controlling ownership of 

underlying businesses provides the opportunity for private equity firms to respond 

more efficiently and effectively to changing market circumstances and to directly 

add value to their portfolio companies, whether that is through operational initiatives 

such as digitalisation or ESG, or through inorganic initiatives such as buy and build. 

While the prospect of inflation and interest rate rises currently dominates headlines, 

we remain confident in the private equity model. 

Property 

(compare UK property funds here, here, here, and here) 

Peter Lowe, manager, BMO Real Estate Investments – 24 January 

The final quarter of 2021 saw continued positive momentum in the UK real estate 

market, with the sector delivering further strong returns driven by capital growth and 

with investment volumes eclipsing the pre-pandemic levels seen in 2019. While 

much of the focus has rightfully been on the industrial, logistics and distribution 

markets, which posted a total return in excess of 38% for the year ended 31 

December 2021 (MSCI Monthly Index), market dynamics improved more widely 

across those sectors that had suffered through the early periods of the pandemic. 

Retail warehousing continues to perform, with robust occupational demand and 

income resilience leading to yield compression. The office, high street retail and 

leisure sectors saw improving occupier and investor sentiment across selected sub-

sectors. Business confidence linked to improving economic growth forecasts, a 

robust labour market and the apparent dominance of a milder Omicron variant gives 

reason for optimism heading into 2022 despite some economic headwinds, most 

notably in the form of further Brexit disruption, inflationary and cost of living 

pressures, and the potential for rising interest rates. 

. . . . . . . . . . . 

Alex Short, manager, AEW UK REIT – 20 January 

Strong capital growth this quarter was largely driven by the performance of the 

industrial assets. It continues to be a challenging period for the high street retail 

sector, but with valuations stable again this quarter, we are starting to see cause for 

selective optimism. We are often seeing divergence between high street retail and 

retail warehousing assets, in terms of both tenant and investor demand, with this 

being evident in retail warehousing valuations. 

https://quoteddata.com/sector/investment-companies/other-sectors/private-equity/
https://quoteddata.com/company/standard-life-private-equity-slpe/
https://quoteddata.com/sector/investment-companies/property/property-uk-commercial/
https://quoteddata.com/sector/investment-companies/property/property-uk-residential/
https://quoteddata.com/sector/investment-companies/property/property-uk-healthcare/
https://quoteddata.com/sector/investment-companies/property/property-uk-logistics/
http://quoteddata.com/company/F0000002TK/
http://quoteddata.com/company/F00000VS8E/
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. . . . . . . . . . . 

Michael Morris, chief executive, Picton Property – 27 January 

Continued strong investment and occupational demand in the industrial sector again 

led to very positive during the quarter. There remains a supply/demand imbalance, 

especially in the South East multi-let market, which is continuing to drive rental and 

capital growth. 

. . . . . . . . . . . 

Ben Fry, manager, Residential Secure Income – 27 January 

The secular tailwinds remain strong. As the nation continues to adapt to post-

pandemic working and living patterns, the ageing population and rising house prices 

continue to drive demand for high quality retirement property and affordable homes. 

Our portfolio of inflation-linked rental housing continuing to deliver both inflation-

protected income and meet homeowners' needs for affordable rents. 

. . . . . . . . . . . 

Kenneth MacKenzie, manager, Target Healthcare REIT – 27 January 

The [care home] sector's long-term fundamentals remain highly compelling, and we 

are well placed to capitalise on these through our broadening occupier mix and 

balance sheet strength. In our role as an engaged landlord, we have worked closely 

with all our tenants as they have dealt with challenges of the latest COVID outbreak. 

We are tentatively confident that we are through the worst and that the portfolio is 

well-placed to perform through 2022, albeit the pandemic's residual effects may 

result in some limited asset management initiatives being required in the short-term 

to protect income and value. 

. . . . . . . . . . . 
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IMPORTANT INFORMATION 
  

This note was prepared by Marten & Co (which 

is authorised and regulated by the Financial 

Conduct Authority).  

This note is for information purposes only and 

is not intended to encourage the reader to deal 

in the security or securities mentioned within it.  

Marten & Co is not authorised to give advice to 

retail clients. The note does not have regard 

to the specific investment objectives, 

financial situation and needs of any specific 

person who may receive it. 

Marten & Co may have or may be seeking a 

contractual relationship with any of the 

securities mentioned within the note for 

activities including the provision of sponsored 

research, investor access or fundraising 

services. 

This note has been compiled from publicly 

available information. This note is not directed 

at any person in any jurisdiction where (by 

reason of that person’s nationality, residence 

or otherwise) the publication or availability of 

this note is prohibited. 

Accuracy of Content: Whilst Marten & Co uses reasonable efforts to obtain information from sources which we believe to be reliable and to ensure 

that the information in this note is up to date and accurate, we make no representation or warranty that the information contained in this note is 

accurate, reliable or complete. The information contained in this note is provided by Marten & Co for personal use and information purposes generally. 

You are solely liable for any use you may make of this information. The information is inherently subject to change without notice and may become 

outdated. You, therefore, should verify any information obtained from this note before you use it. 

No Advice: Nothing contained in this note constitutes or should be construed to constitute investment, legal, tax or other advice. 

No Representation or Warranty: No representation, warranty or guarantee of any kind, express or implied is given by Marten & Co in respect of any 

information contained on this note. 

Exclusion of Liability: To the fullest extent allowed by law, Marten & Co shall not be liable for any direct or indirect losses, damages, costs or 

expenses incurred or suffered by you arising out or in connection with the access to, use of or reliance on any information contained on this note. In 

no circumstance shall Marten & Co and its employees have any liability for consequential or special damages. 

Governing Law and Jurisdiction: These terms and conditions and all matters connected with them, are governed by the laws of England and Wales 

and shall be subject to the exclusive jurisdiction of the English courts. If you access this note from outside the UK, you are responsible for ensuring 

compliance with any local laws relating to access. 

No information contained in this note shall form the basis of, or be relied upon in connection with, any offer or commitment whatsoever in any 

jurisdiction. 

Investment Performance Information: Please remember that past performance is not necessarily a guide to the future and 

that the value of shares and the income from them can go down as well as up. Exchange rates may also cause the value of 

underlying overseas investments to go down as well as up. Marten & Co may write on companies that use gearing in a number 

of forms that can increase volatility and, in some cases, to a complete loss of an investment. 
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