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Global Investment Commentary
Summary
2021 was all about Covid, one
way or another. Yes, a few other
factors were at play – such as
Brexit here in the UK, or Evergrande
in China – but these were largely
overshadowed by the impact of
the global pandemic.
As we move into 2022, investment
debate remains centred on
inflation, which itself has
been driven by political and
economic responses to Covid.
While economic and corporate
fundamentals seem solid, the
global recovery is still shaky and
could be derailed by over-zealous
central bankers who raise rates too
much or too soon.
Despite the many risks that
abound, equity markets have
continued to climb the wall of
worry, offsetting losses on the fixed
income side and helping multiasset investors to another year of
solid returns.
Commentary

• Strong economic growth to
moderate in 2022
• Inflation can no longer be
considered transitory, and
is a key concern
• Central banks risk making
a policy error
Equity markets rallied early in
December as the first medical
studies began to indicate that
Omicron, while more readily
transmissible, was also less
severe than previous strains of

US and global Purchasing Managers’ Indexes (PMI) for manufacturing
Data as of Nov 30 2021

Source: Institute for Supply Management and J.P.Morgan/IHS Markit/Haver Analytics.

Covid. Although several countries
imposed measures to try limit its
further spread, sentiment was not
dampened too much, and most
share prices ended the month well
into positive territory.
2021 saw economic growth
rebound strongly from the
lockdown lows of 2020. The
prevailing view – which we agree
with – seems to be that economic
growth will continue to recover, but
at a more moderate, sustainable
pace. Of course, there are risks to
this view, largely centred around
inflation and central banks’
response to this almost-forgotten
phenomenon.
For most of the year, central
bankers in developed markets
resisted calls to raise rates, insisting
that this bout of inflation was
“transitory” and would ease of its
own accord, and that in any event
rate rises would have little impact
on energy prices and supply chain
disruptions that were causing the
higher prices. However, Fed chair
Jerome Powell has now conceded
the point, accepting that “it’s
probably a good time to retire that
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word (transitory)”. While inflation is
still likely to ease in 2022 through
the impact of base effects, other
factors such as wage growth will
serve to keep it somewhat higher
than we’ve become accustomed to
in recent years. With this in mind,
the Bank of England’s Monetary
Policy Committee voted 8-1 to
raise rates from 0.1% to 0.25%, and
the Fed is doubling the pace at
which it is winding down its asset
purchase programme. The Fed
also signalled a likelihood that they
would hike rates in 2022.
But with Covid – and the everpresent risk of new strains –
creating a febrile environment for
growth, central bankers will fear
making a policy error. If they raise
rates too soon or too much, just
at the point that economies take
a turn for the worse, they may
cause lasting damage. So it’s likely
that this will remain a hot topic for
much of the coming year.

Continued overleaf...
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its rebound, albeit at a slower
pace, and companies should be
able to deliver decent earnings
growth. But with all these
questions lingering, 2022 looks
set to provide further bouts of
volatility.

December 2021 Performance

UK
December rate hike had been
priced in, but high risk of policy
error
The Bank of England finally
raised rates to 0.25% at their
December meeting. Investors had
been expecting this move since
November, so there was very little
immediate market impact. But the
potential for policy error is high:
the rate hike came in the face
of rising Omicron infections, and
although the symptoms appear
milder, it is nevertheless leading
to high absenteeism, which may
in turn put pressure on economic
growth. Despite this, we are for
now maintaining our moderate
overweight position: UK shares are
cheap relative to other developed
markets (although this is partly
due to the sector make-up of the
UK stock market, with relatively
high exposure to banking and oil);
dividend yields are attractive in
the continued hunt for income;
and M&A activity is providing
support. The UK was the highestperforming regional equity market
in December, with growth of 4.8%.

Source: Morningstar Direct

12 Month Performance

Source: Morningstar Direct

How long will the supply chain
disruptions continue? Will reluctant
workers re-enter the labour force?
In deciding on Covid measures,
how will governments balance the
health of their citizens with that of
their economies?
The inflation question is crucial, as
it impacts all of us - as consumers,
as savers, as borrowers and as
investors. It impacts fixed income
markets, as higher inflation eats
away more of the real value of
the future cash flows that a bond

pays. It impacts equities as it can
lead to higher input costs and
lower margins for companies; on
the other hand, it can also give
companies a degree of pricing
power which may more-thanoffset those higher input costs. And
if inflation leads to rate rises, it
impacts the relative attractiveness
of equities versus bonds.
Our base case is for equity
markets to continue to climb
the wall of worry: underlying
economic growth should continue
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US
Equity gains justified by
company earnings growth, but
valuations remain high
While US markets did not end the
year on a high, the S&P500 index
did notch up 70 record highs
during the year. While 2020 was
mostly about multiple expansion –
when share price growth outstrips
underlying earnings growth –
growth in profits has accounted
for most of the gains in the S&P
500 index in 2021.
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Corporate earnings growth has
been excellent, with year-on-year
estimates standing at about 45%.
Although the level of earnings
growth is expected to moderate
next year in the face of input
cost pressures and supply chain
challenges, we still expect solid
performance. However, monetary
policy is beginning to tighten:
the Fed will end its bond-buying
programme by March 2022 and
interest rates are likely to rise in
the first half of 2022. With US
share price valuations at fairly
high levels, this creates some risk,
so we remain neutral.
Europe
Europe strongly linked to global
trade, so Covid poses a risk
In line with the US Fed, the
European Central Bank also
announced in December that
it would reduce the pace of its
asset purchase program, citing
the on-going economic recovery
and progress towards its mediumterm inflation target. The ECB has
a difficult job, in that it needs
to incorporate the needs of 19
different countries in a single
policy, and any moves to raise
rates could reignite financial
tensions in the region. ECB officials
have so far maintained their
narrative that monetary policy
measures will do little to curb the
underlying causes of current price
rises, and have resisted raising
rates: this has been positive for
European equity markets. However,
we have maintained a neutral
position: significant exposure to
international trade (especially
Germany) means companies in
the region could be vulnerable
to ongoing supply chain issues
caused by increased Covid
restrictions and this could weigh
on growth in 2022.
Rest of the World
While central banks in most
developed markets are

tightening, Chinese monetary
policy is easing
Policymakers in Japan also
decided to tighten monetary policy,
tapering their corporate debt
buying program while extending
emergency pandemic funding
by six months until the end of
September 2022, in an effort to
support small and medium-sized
firms. But in China, monetary
policy was eased as the People’s
Bank of China lowered the reserve
requirement ratio (RRR) for banks
by 50 bps. This is the second cut
this year, aiming to promote a
steady decline in financing cost,
and injecting long-term liquidity to
boost economic growth.
Evergrande, the embattled property
developer, was declared in default
when it failed to pay $1.2bn interest
due to international investors in
mid-December; the company’s
shares were briefly suspended
in early January. This poses an
ongoing concern with potentially
wide-ranging consequences in
China and beyond.
Fixed income
Bond markets starting to hint at
weaker growth outlook
Inverted yield curves – when
long-dated bonds trade with
yields lower than those of shortdated bonds – have historically
suggested that a recession is due.
Currently, yield curves are not
yet completely inverted, but they
are inverted at the long end (US
20-year Treasuries have higher
yields than 30-year Treasuries),
and the rest of the yield curve is
flattening – shorter-dated yields
are rising and closing in on the
yields of longer-dated bonds.
While recession indicators are not
yet flashing red, this does suggest
that investors are becoming
concerned about the risk that
interest rate hikes pose to global
growth. As noted above, our base
case is for economic growth to
continue in 2022, and so we have
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maintained underweight exposure
to fixed income markets, but in
recent weeks we have moved back
towards neutral.
Investment-grade credit markets
will see less support from
government buying programs in
2022, but many companies have
refinanced already, locking in
historically low rates, and so this
lower demand will be balanced by
lower supply.
Conclusion
We still expect the global recovery
to continue, aided by monetary
policy that is still very supportive,
fiscal programs that are coming
on stream, pent-up consumer
demand and high cash balances.
Companies should do well in
this environment, despite the
higher inflation levels. But we
cannot ignore the risk of policy
error, especially in the face of
on-going Covid risks, so we have
maintained our overall neutral
stance in equities. Within equities,
we still have a preference for UK
and Japan, where share price
valuations are less expensive
than elsewhere. On the fixed
income side, we’ve been running
with slightly underweight bond
exposure for some time but given
the risk of weaker-than-expected
global growth, we’ve moved closer
to neutral in recent weeks.
Continued overleaf...
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Market Round Up
Performance of major markets

December

12 Months

Sterling Terms

Local Currency

Sterling
Terms

Local
Currency

UK (FTSE 100)

4.75%

4.75%

18.44%

18.44%

US (S&P 500)

2.06%

4.48%

29.89%

28.71%

Europe (MSCI Europe Ex UK)

3.94%

5.32%

16.73%

24.44%

Asia (MSCI Asia Pac Ex Japan)

-0.47%

1.89%

-2.00%

-2.90%

Japan (TOPIX TR JPY)

-0.36%

3.45%

2.02%

12.74%

China (SSE Composite)

-0.28%

2.13%

8.53%

4.80%

Emerging Markets (MSCI EM IMI)

-0.49%

1.88%

-1.64%

-2.54%

All World (MSCI ACWI)

1.59%

4.00%

19.63%

18.54%

World Govt Bonds (FTSE WGBI)

-2.93%

-0.62%

-6.11%

-6.97%

Source: Morningstar.

Economic Projections (31/12/2021)
Economic Growth
Country/Region

Real GDP YOY Growth (%)

2021

2022

2023

Nov

Dec

Nov

Dec

Nov

Dec

UK

7.0

6.9

5.0

4.8

2.1

2.2

USA

5.5

5.6

3.9

3.9

2.5

2.5

Eurozone

5.1

5.1

4.2

4.2

2.3

2.5

Japan

2.0

1.8

2.6

2.9

1.3

1.4

China

8.0

8.0

5.3

5.2

5.3

5.3

Asia

7.0

7.0

5.5

5.5

5.3

5.3

Emerging Markets

6.4

6.4

5.0

5.0

4.8

4.8

Source: Bloomberg.

Interest Rates
Country/Region

Central Bank Interest Rates (%)

2021

2022

2023

Nov

Dec

Nov

Dec

Nov

Dec

UK

0.25

0.25

0.65

0.65

1.1

1.1

USA

0.25

0.25

0.55

0.75

1.25

1.55

Eurozone

0.00

0.00

0.00

0.00

0.05

0.05

Japan

0.00

0.00

0.00

0.00

0.00

0.00

China

4.35

4.35

4.35

4.30

4.30

4.30

Source: Bloomberg.
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Foreign Currency Exchange Rates
Currency Pair

Exchange Rate

2021

2022

2023

Nov

Dec

Nov

Dec

Nov

Dec

GBP/USD

1.35

1.35

1.38

1.37

1.42

1.40

EUR/GBP

0.84

0.84

0.84

0.84

0.84

0.84

EUR/USD

1.14

1.14

1.17

1.15

1.18

1.16

USD/JPY

114.00

115.08

115.00

115.00

113.00

115.00

EUR/JPY

130.00

130.90

132.00

130.00

132.00

133.50

USD/CNY

6.41

6.36

6.42

6.46

6.45

6.23

Source: Bloomberg.

Risk Warnings
The following is a summary only of some key items in the Prospectus.
Capital is at risk. Investors in Protected Cell Company (PCC) must have the financial expertise and
willingness to accept the risks inherent in this investment.
Past performance is not a reliable indicator of current or future performance and should not be the
sole factor considered when selecting funds.
The Master funds will be exposed to stock markets. Stock market prices can move irrationally and be
affected unpredictably by diverse factors, including political and economic events.
It should be appreciated that the value of Shares is not guaranteed and may go down as well as up
and that investors may not receive, on redemption of their Shares, the amount that they originally
invested.
Investment in the Company should only be undertaken as part of a diversified investment portfolio.
Investment in the Shares should be viewed as a medium to long term investment.
Shares may not be redeemed otherwise than on any Dealing Day.
There will not be any secondary market in the shares of the Company.

Regulatory Information
This material is for distribution to professional clients only and should not be distributed to or relied
upon by any other persons. The Cells referred to are a cell of Marlborough International Fund PCC
Limited (the ‘Company’), a protected cell company incorporated in Guernsey and authorised as
a Class B Collective Investment Scheme under the terms of the Protection of Investors (Bailiwick
of Guernsey) law, 1987, as amended. Investment may only be made on the basis of the current
Prospectus, this can be found on the website www.marlboroughinternational.gg.
Marlborough International Management Limited is incorporated in Guernsey. Registration No. 27895.
Regulated by the Guernsey Financial Services Commission. It is not protected by any investor
compensation scheme.
Licensed under The Protection of Investors (Bailiwick of Guernsey) Law 1987. Guernsey Office: Town
Mills South, La Rue du Pre, St Peter Port, Guernsey GY1 3HZ. Tel: +44(0)1204 589336.

Marlborough International Management Limited, Town Mills South,
La Rue du Pre, St Peter Port, Guernsey, GY1 3HZ, Channel Islands
Investor Support: +44 (0)1204 589 336
Email: enquiries@marlboroughgroup.com
Website: www.marlboroughinternational.gg
Administrator: EPEA Fund Services (Guernsey) Limited, Suites 7 & 8, Fourth Floor,
Windsor House, Le Pollet, St Peter Port, Guernsey, GY1 1WF
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