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A journey through the markets.

* noun 
  To travel from one place to another. A course of travel. A journey, especially a  
  long or meandering one.
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It seems that the worst of the COVID-19 
pandemic is now behind us, from an economic 
perspective, as nearly 7 billion vaccines have been 
administered globally. This has led to a reduction 
in the successive waves of deaths globally and to 
the hope that global herd immunity can indeed be 
achieved. New mutations of the virus are bound 
to affect us for some years to come, but at least 
the world is learning how to live and deal with the 
threat. Global economies have rebounded sharply 
and in many cases are now ahead of where their 
trend extension would have been at the end of 
2019.

Last quarter, we highlighted the impending peak 
in economic growth rates globally was well and 
truly in our sights. It is now abundantly clear that 
the second quarter of 2021 indeed saw the peak 
of growth for most of the developed world, and 
emerging markets will follow soon. There’s one 
important aspect about this specific cycle though, 
and that is that we’re not expecting global growth 
to go into a recessionary contraction, but merely 
to slow down from record levels to normal long-
term averages. So, despite talking about a phase 

of economic slowdown that is upon us now, it’s 
merely a deceleration of growth.

Equity earnings followed the growth cycle perfectly, 
and we experienced massive global earnings 
growth for the year up to end of September. 
Bloomberg consensus is for another 25% of 
earnings growth during the next 12 months. This 
very strong earnings period will materially derate 
equity valuations and dispel fears of overvalued 
equity markets globally. However, earnings alone 
aren’t going to deliver a smooth ride and a glossy 
gift to equity owners. This post-pandemic festival 
faces several speedbumps ahead.

Inflation has become the hottest topic under 
discussion, as the Federal Reserve’s Federal 
Open Market Committee (FOMC) described the 
current surge in inflation as merely transitory and 
no cause for concern. Supply-chain bottlenecks 
and overall disruptions, however, are leading 
to enormous shortages across a wide variety of 
products, causing a strong surge in prices. Add 
to this a consumer starved of services for the past 
18 months, with a healthy discretionary spending 
balance, and you have surging prices for services 
too. This fiery inflation cocktail is bound to be 
with us somewhat longer than what the FOMC 
anticipated with their original statement.

This fear of higher inflation and how that might 
impact the Federal Reserve’s (FED) actions has 
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Global economies have rebounded 
sharply and in many cases are now 
ahead of where their trend extension 
would have been at the end of 2019.

Written by Chief Investment Officer, George Herman
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shown up in the world’s most important bond market. United 
States treasuries started selling off, pushing their yields higher, 
and with them the global risk-free rate. Discounting future 
earnings at higher yields, leads to lower present values and so 
equity markets became more volatile as yields began rising. 
Now add to this a European energy crisis, with oil, gas and coal 
prices going through the roof, and you have inflation front and 
square ahead. Should the FED become overly concerned about 
inflation getting ‘out of control’, the market will fear faster, or 
sharper rate increases than what has already been priced into 
markets. Such rate hikes could cause market turbulence as 
various future rate scenarios get discounted by risk assets.

The other factor that started influencing the market’s assessment 
of future conditions is the Chinese regulatory environment. 
China, or maybe President Xi Jinping himself, decided to 
intervene in several industries under the theme of ‘common 
prosperity’. Several regulations were published in quick 
succession to regulate a variety of issues across the healthcare, 
education, technology and property sectors. Everything from 
the time children can spend on electronic games, to the prices of 
property, came under the spotlight. These regulations, literally 
by the stroke of a pen, rendered specific companies out of 
business and/or bankrupt. President Xi called this ‘communism 
with a Chinese flavour’. His motives are clear, as he tries to gain 
valuable support in his bid to be elected as lifetime leader of 
China during party elections early next year. The fact that the 
largest property development company in the world is being 
forced into bankruptcy is merely fodder in this political game 
with such an enormous prize. Real estate, credit, and investment 
markets globally are now all grappling with the possibility of 
knock-on effects and trying to discount ‘China-risk’.

So, the major global factors to watch now, are economic growth 
slowdown, inflation, the FED’s reaction to inflation, and Chinese 
policy actions. 

Our investment philosophy acknowledges that the future is 
uncertain and bound to surprise. This philosophy ensures that 
we analyse various future scenarios and implement investment 
solutions that are well diversified to navigate through periods of 
high volatility.
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Having reached peak growth post the pandemic recession, 
the world is moving onto the second stage of its economic 
recovery. Phenomenal growth came off a very low base 
following the COVID-19 lockdowns of 2020. Although not 
as severe, last year’s economic decline was reminiscent of 
the depression of the 1930s. The subsequent sharp rebound 
in global economic activity has seen a significant rise in 
commodity prices and growth assets across the globe. 
The second phase of the recovery, however, means global 
growth is starting to slow. 

Moving from peak growth to slower, but still solid, economic 
growth, what can we expect from financial markets going 
forward? Although global economic growth will slow over 
the next two to three years, it is likely to remain well above 
capacity. The slowdown in economic growth does not mean 
we are entering another recession – far from it. Right now, 
given strong economic fundamentals, coupled with very 
accommodative monetary and fiscal stimulus, we expect 
global growth to average around 4% over the next few 
years – which is some of the best growth we have seen in 

decades. However, given the speed of the recovery we will 
soon see a rethinking of monetary and fiscal stimulus from 
global central banks, which will create some headwinds for 
the global economy and financial markets. 

Current growth is being supported by four key factors. 
The first is that household spending is up, which is driving 
global consumption. As the pandemic abates, we are seeing 
very high savings rates, meaning there is excess cash to be 
spent, especially in the United States (US) where consumers 
are sitting with very healthy personal balance sheets. 
US consumers have also paid back a lot of their debt, so 
there is room to increase credit spending if need be. The 
second factor driving growth is the building of inventories 
from a supply point of view after many have been depleted 
due to last year’s lockdowns. Thirdly, there is the ongoing 
support from central banks. Although there is talk about the 
tapering of asset purchases, this is merely a slowing down 
of support. Currently central banks are maintaining very 
accommodative policies. Finally, the vaccine rollouts across 
the globe are continuing, and this will allow economies to 
open up fully, which will further support economic growth 
in the longer term. It was estimated that at least 25% of the 
world’s population would have been vaccinated by the end 
of September 2021. 

Despite this healthy economic 
backdrop, there are a number of 
issues that are developing from 
the return to economic normalcy. 
Supply-chain bottlenecks have 
arisen, and we are starting to see 

ECONOMIC OUTLOOK
The world after peak growth
Written by Chief Economist, Maarten Ackerman
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inflation building in the system. Shortages of shipping 
containers around the world are increasing the cost of 
moving goods around the globe. Sending a container from 
Asia to Europe is currently ten times more expensive than 
it was at the same time last year. This is feeding through to 
the end price being paid by consumers. Increased consumer 
demand is adding pressure to the supply chain, while 
manufacturing woes have increased, as major economies 
are experiencing labour shortages which are driving up 
wages, further building inflationary pressure in the system. 
But the resolution of these issues, coupled with the higher 
base effect of the data over the next 12 months, should 
see inflation reverting back to central bank targets over the 
next few years. As such, we do not feel inflation is of major 
concern in the longer term. 

THE US ECONOMY SURPASSES PRE-COVID LEVELS

The US economy surpassed its pre-COVID economic levels 
in the second quarter of this year, just nine months after the 
bottom of the recession last year. The speed of this recovery 
is unprecedented, and is largely due to the fiscal support 
from the US government and the US Federal Reserve (the 
Fed). The same speed of recovery can be seen in company 
earnings, which have bounced back as the economy opens 
up. 

From a labour perspective, the stimulus cheques and the 
unemployment benefits from the federal government came 
to an end at the end of September. However, despite the 
record-high job openings, employment is not back to pre-
COVID levels. Employers are battling to fill positions due to 
people receiving support and/or being unwilling to return 
to work. But we expect this will change later in the year now 
that the support has come to an end. 

In addition to government support, US labour supply is 
being impacted by a number of factors. Work and lifestyle 
changes, brought on by the pandemic, has meant people are 
looking for alternative employment because in some cases 
“old jobs” are no longer available or in existence. However, 
with the economy opening up, there is a huge demand for 

employees in tourism and hospitality, but there are currently 
not enough people to fill these positions. Another factor 
impacting the labour market is the increase in wealth that we 
have seen over the last year. As asset prices have increased, 
many people have seen their wealth grow, meaning they 
have been able to take early retirement and have exited the 
job market. Ultimately, all of these factors point to higher 
labour costs, as businesses need to pay more to get people 
into positions. 

Manufacturing has been negatively impacted by these labour 
shortages, as well as by increased manufacturing costs and 
freight costs, with the US manufacturing producer price 
index (PPI) jumping to its highest level since 1970. These 
factors have resulted in a slowdown of US manufacturing 
activities. Although this is adding to the US economic 
slowdown, we believe this is a short-term issue. In the last 
quarter we have also seen a surge in the US consumer price 
index (CPI), which is being driven by a significant increase in 
car prices, especially amongst second-hand cars, as demand 
for those has risen. The new car market has been knocked, 
as manufacturers cannot get cars off the production line due 
to the supply-chain bottlenecks.

Other sectors of the economy are looking much more 
promising. Transport, hotels, and restaurants have all 
rebounded to pre-COVID levels, as the economy opens 
up and spending shifts back to services rather than goods, 
as has been seen over the past few months. However, US 
consumer confidence has been dampened by the spread of 
the Delta variant, and confidence figures have been pulled 
back from an all-time high a few prints back. Despite the 
softness in consumer sentiment, high rates of savings have 
seen retail sales and consumer spending remaining fairly 
solid – comparable to some of the best levels we have 
seen in the last 25 years. Consumer spending has also been 
further enhanced by low interest rates, meaning the cost of 
servicing debt is currently very low. As such, many consumers 
have paid off a lot of their debt, creating a very safe buffer 
for future spend, as consumers can start spending on credit 
again, if need be. 

From a policy perspective, Fed chair, Jerome Powell, 
confirmed in his Jackson Hole speech that the US economy 
is doing well, despite a slowdown in manufacturing. Service 
industries are picking up, the consumer is in a good space, 
and unemployment is being addressed. Given these factors, 
we expect to see an easing of monetary stimulus in the US, 
and a reduction in the volume of bonds the Fed is buying 
– currently the US Fed is buying $120 billion in bonds each 
month in order to stimulate the economy. Although there 
is a lot of contradictory information coming out from Fed 
policy makers, it is expected that tapering should start by 
the end of the year. But this does not mean the end to 
stimulus, rather just a reduction in the amount of stimulus. 
Given the strength of the US economy, we believe that the 
country will achieve an average growth rate of around 4% 
per annum over the next three years.

EU NEXT TO APPROACH PEAK GROWTH 

The European Union (EU) is set to reach its peak growth 
around the end of the year, achieving pre-COVID economic 
levels by the last quarter of 2021. The region’s rebound has 
been fuelled by their vaccine rollout and economies opening 
up. EU employment levels are improving and are currently 
at a five-year low. As in the US, there are issues with labour 
supply in the United Kingdom (UK) and EU. EU citizens have 
been getting financial support from governments, which 
has exacerbated labour shortages as people are not being 
incentivised to return to work. Also, as an example, the UK 
is experiencing a shortage of truck drivers after Brexit saw 
the EU truck drivers return to the continent. This is now 
spilling over to other industries and resulting in knock-on 
effects across the economy – fast food outlets are unable 
to obtain key ingredients with many outlets forced to close 
temporarily.

More evidence of an improving economy is the purchasing 
manager’s index (PMI) which has reached a 20-year high, 
the services industry – a key driver of the economic recovery 
– reaching a 15-year high, as well as consumer confidence 
which is also up across the region. But like the US, the EU 
is dealing with supply constraints, which is keeping a lid on 
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EU manufacturing growth, especially in Germany, which is 
a big manufacturer and exporter. Another headwind for 
the region’s economic recovery is the spread of the Delta 
variant. Despite this, confidence levels are still up and 
are currently at 20-year highs. This is supporting strong 
household spending and should keep doing so into the near 
future. 

From a policy point of view, the European Central Bank 
(ECB) has made it clear that it will only increase interest 
rates if the region’s inflation stabilises at 2%. As the ECB 
is not expecting inflation to rise over the medium to long 
term, they may allow inflation to run a little bit higher than 
2% for a while longer, before looking to increase interest 
rates. But we do not believe interest rate hikes are imminent 
for Europe. However, the ECB is looking to cut back on 
its stimulus and has indicated that it will taper its bond 
purchasing for the remainder of the year. Yet, the ECB has 
reiterated that if the economic situation deteriorates, it will 
continue its support of the economy. 

Indicators suggest that EU growth will slow down in 2022, 
but we expect growth in the EU over the next few years to 
be strong, although not quite at US levels. It should average 
around 3.6% over the next few years. This is the best growth 
we have seen for the eurozone in a number of decades. 

CHINA – CHANGING GEARS FOR COMMON 
PROSPERITY 

China has been in the spotlight recently as a number of 
their policies have been causing volatility and concern 
in global markets. China’s current developmental model 
moved away from their previous single-high-growth (at high 
cost) approach, towards multiple policy perspectives which 
include growth, productivity, de-carbonisation, financial 
stability, and importantly, common prosperity, which is 
aimed at more inclusive growth for all of its citizens. As part 
of China’s structural transformation, government has started 
implementing various important regulatory changes, which 
have hit the Chinese property sector, in particular, in recent 
months. China’s largest property developer, Evergrande, 

has been a significant casualty of this approach, and the 
move has had a negative impact on markets and sentiment 
in recent months. 

China’s long-term policy, which forms part of President 
Xi Jinping’s social objectives for the country, is to achieve 
greater inclusive growth, encourage competition within the 
Chinese economy and to get consumption – rather than 
fixed asset investment and exports - to be one of the main 
drivers of growth. The government is no longer looking for 
growth for the sake of growth. So, although the country 
will continue to be a major global manufacturing hub, they 
want to support development and technology that is there 
to benefit its population of 1.4 billion. Industries – like the 

manufacture of semiconductors –  which create more jobs, 
are getting government support, but social media giants 
and private educational companies, for example, that 
only make a handful of people wealthy or benefit only the 
wealthy, are feeling the wrath of Chinese regulators. Going 
forward, we can expect to see more government control 
and regulatory crackdowns as government follows its longer 
term ambitions. This, however, will not be market friendly 
and will continue to add volatility to the global financial 
system. 

China was the first major global economy to reach peak 
growth, back in 2020. Since then, the Chinese economy has 
lost notable growth momentum with policy, including (over)
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tightening in the first half of this year, the impact of the Delta 
variant, and various production challenges all pulling growth 
lower.  The current slowdown is broad based, covering both 
the demand and supply sides of the economy. The outbreak 
of the Delta variant is adding to China’s woes. We have seen 
a drop in Chinese retail sales, industrial cement sales and car 
sales, which are all printing softer. In addition, the country is 
also dealing with labour shortages, but for slightly different 
reasons to the US and the EU. In China, young people are 
trying to get out of factory jobs and are moving to the 
service sector, migrant workers are staying at home for fear 
of contracting new strains of COVID-19, and the country’s 
aging population is starting to retire, creating a shrinking 
workforce. 

From a policy perspective, in July the Chinese central bank 
has cut the reserve requirement for banks by half a percent, 
for the first time since April 2020. They are also providing 
ample liquidity into the banking sector to ensure smooth 
functioning. But beyond this, they are being less supportive 
than other major economies in terms of fiscal stimulus. This 
is likely to change as China has already started issuing more 
local government bonds, which should support economic 
activity going forward. We are expecting the Chinese 
economy to grow at around 5% per annum for the next 
three years, which is still solid for an economy of that size. 

INVESTMENTS – ECONOMIC GROWTH REMAINS 
HEALTHY 

In the current investment landscape, global economic 
prospects remain healthy with above capacity growth 
expected. This is positively impacting company earnings and 
the fundamentals of equity markets. Company valuations 
seem reasonable at these levels and are not overstretched. 
As global economies emerge from the fallout of the 
pandemic with huge amounts of government debt, it is likely 
that interest rates will be kept lower for longer. Governments 
are currently looking for negative real interest rates or what 
they call financial repression – where governments keep 
rates low so that they can afford their debt. They will also 

hope to see increased inflation which will deflate away the 
value of the debt, over the next couple of years. 

Over the next three to five years, Peregrine will remain 
focused on quality assets. We will remain significantly 
underweight in fixed income assets like cash and 
government bonds that have negative real yields. We will 
manage volatility in the portfolio by investing in alternatives, 
including hedge funds or protected equity strategies that 
protect against downside risks. 

Although the outlook remain promising over the long-
term, there are some short term risks building that could 
create an environment where markets could blow off some 
steam. Some of these are geopolitical risks and include the 
US withdrawal from Afghanistan, and China’s tension with 

Taiwan. Also, China and Russia are playing bigger roles in 
redrawing the map of Asia, so there is a powershift happening 
in the region. This, together with the US potential tapering of 
assets, peak growth and the possibility of commodity prices 
retracting, we could see a further reduction of liquidity in 
the system. These headwinds, however, are expected to 
be temporary and won’t derail the current recovery, cause 
an imminent recession or impact the long-term economic 
fundamentals of large global economies. 

As we head towards the end of this year, with these potential 
short-term dark clouds building, clients can rest assured that 
the same philosophy and processes that protected their 
wealth through various cycles over the past three decades, 
will again give them the optimal outcome as we move 
towards and into 2022. 
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Scenario modelling has formed part of our 
investment philosophy for two decades, and it 
enables us to better understand potential market 
outcomes and construct stronger portfolios. The 
asset management team has a core or “High 
Conviction” scenario three-year view, which is 
expressed as macro and market assumptions 
like economic growth, inflation, interest rates, 
price-earnings (PE) multiples, credit spreads, etc. 
Our asset valuation models produce expected 
returns for various asset classes, based on these 
assumptions. This section will be used going 
forward to summarise our High Conviction view 
and the resulting asset signals. 

The global economy is recovering from the 
pandemic-lows of last year, and our High Conviction 
scenario assumes above capacity global economic 
growth over the next year, and more moderate 
growth thereafter. Earnings rebounded strongly in 
the third quarter of 2021 across all regions. More 
moderate, but still attractive, earnings growth 
is projected globally over the next three years. 
Global equity market valuations, or PE ratios, fell 
sharply as earnings rebounded and are close to our 
exit or fair value PE assumptions. We assume PEs 
will remain above historical averages in this zero to 
negative real rate environment for the foreseeable 
future. 

Global inflation will likely remain sticky for the next 
year or so, but the rise in inflation is assumed to 
be mostly transitory when judged over a three-
year period. The United States (US) is a key region 
where inflation is expected to average above 
“target”. We assume two short-term interest rates 
hikes in the US towards the end of our three-year 
modelling horizon, while in most other developed 
market rates are to remain at zero/negative. 
Developed market 10-year bond yields are 
assumed to rise from current deeply negative real-
yield levels to be in line with inflation three years 
from now – that is zero percent real yields. Overall, 
this is still an accommodative environment, but the 
rise is likely to cause volatility across all markets. 

From a medium-term valuation perspective, and 
under our High Conviction scenario, developed 
and emerging market equities – have an above 
neutral expected return outlook. Domestic bonds 
have moved to above neutral, while US and global 
fixed income remain below neutral. US cash is also 
currently giving below neutral valuation signals. 
The overall (medium-term) signal is therefore 
overweight equities and underweight cash and US 
fixed income. See the table below for a summary 
of our Asset Class Valuation Signals. 

02

FUNDS
Asset valuation signals
Written by Investment Strategist and Portfolio Manager, Harold Strydom



10

Wealth management solutions for the globally connected

MEDIUM-TERM ASSET CLASS VALUATION SIGNALS

Outlook shown reflects the signals from Peregrine’s asset valuation models and is based on each asset class’s 3-5 year expected return. The model’s expected return is compared to what 
investors historically expected from these asset classes. As example a Neutral Outlook will be roughtly 1% real return for Cash, 3% for Bonds, 4% for Gold and 6% for Equity and Property. 
Note that no currency views taken and currencies are assumed to change in line with inflation differentials for modelling purposes. 

US Cash
US Gov Bonds
US Corporates
US HY Bonds
Gold
Global Alternatives
Global Property
Global Equity
EM Equity

Negative real rates. 
Unattractive but remain a key diversifying asset.
Narrow spreads and low risk free base yield.
Narrow spreads and low risk free base yield.
Negative real rate environment and sticky inflation.
Deliver longer term attractive risk-adjusted returns.
Fundamentals vary accross sub-sectors; rising bond yields a risk.
Valuations more attractive and futher earnings growth expected.
Valuations attractive and futher earnings growth expected.

Below 
Neutral

Neutral
Outlook

Above
Neutral

Global assets
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CLICK HERE

https://www.peregrine.gg/
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