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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 was a bit like a gold rush in the markets last 
year. Whilst Omicron sent new case numbers 
through the roof, it has been mercifully less deadly 
than previous variants. Markets applauded this 
development with a wonderful festive-season rally 
in just about all asset classes around the world. 
Developed-market equities enjoyed enormous 
growth in earnings during the year and, as such, 
earned their high valuations around mid-2021. 
Emerging-market equities were less well-heeled, 
but were still able to end the year strongly while 
still looking fairly valued. Global bond markets had 
a somewhat tougher time as the United States (US) 
Federal Reserve (the Fed) turned decidedly more 
hawkish on the interest rate outlook for 2022. 

So, as we kickstart 2022, the markets are 
suggesting a slightly different year: 

	 •	 The	 Fed	 needs	 to	 tackle	 high	 inflation.	 
	 	 Current	inflation	in	the	US	is	at	its	highest	in	 
  40 years, yet bond yields have hardly risen at  
	 	 all.	Despite	 inflation	going	from	3%	to	7%	 
  in a very short period, 10-year yields have  
	 	 only	moved	 from	1.20%	to	1.80%,	 leaving	 
  real rates dramatically negative. This is  
  telling us that the bond market clearly  
	 	 assumes	 that	 inflation	 will	 return	 back	 to	 
  more normal levels relatively soon, closer  
	 	 to	 the	 Fed’s	 target	 of	 2.5%.	 This	 is	 what	 
  the Fed referred to in its original “transitory”  
	 	 description	of	inflation.	This	is	a	dangerous	 
  assumption as many of the components  
	 	 of	current	inflation	don’t	look	that	temporary	 
  to us. The Fed recognised that they may  
  have got things wrong at their December  
  meeting and their subsequent statement  

  made it clear to the market that they are  
  ready and willing to hike interest rates to  
	 	 fight	 off	 inflation	 and	 immediately	 start	 
  reigning in quantitative stimulus measures.  
  This process is commonly referred to as  
  quantitative tightening as bond coupons  
  and maturities are not reinvested by the  
  Fed, allowing their balance sheet to  
  gradually reduce in size.

 • With liquidity tightening, continued  
  company growth may face some headwinds.  
	 	 Our	economics	team	is	confident	that	global	 
  growth, led by the US, has enough  
  momentum, thanks to healthy consumer  
  balance sheets and sentiment, to keep  
  growing despite interest rate hikes. Most  
  developed market equity markets, however,  
  have started the year on the back foot as  
  interest rate fears trip up growth and  
  technology stocks.

But here is the key issue we are facing in 2022:

The	major	reflation	trade	-	that	started	at	the	end	
of March 2020 and carried on to the end of 2021 
- saw global central banks, led by the Fed, create 
a very loose and supportive liquidity environment 
by lowering interest rates and adding quantitative 
easing support to the economy and markets. 
Despite what you thought about valuations or 
pandemic	 risks,	 you	 were	 told:	 “Don’t	 fight	 the	
Fed”. This school of thought became endemic and 
so all asset classes rallied without much volatility. 
Anybody questioning this development was 
castigated by a herd of young, know-it-all buy-the-
dippers. They even ventured into new strategies of 

“MAKE MY DAY!”

01

Written	by	Chief	Investment	Officer,	George	Herman
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buying bankrupt companies; creating short 
squeezes on hedge funds; buying worthless 
assets and creating so much hype that 
even savvy investors started experiencing 
FOMO – fear of missing out. Now it is time 
to question this wisdom. With global central 
banks hiking interest rates and quantitative 
tightening commencing, will these same 
assets still be able to continue on this 
‘fabricated’ growth trajectory?

In addition, several analysts have criticised 
the Fed, saying that they are “behind the 
curve”, implying that they are too late in their 
bid	to	raise	interest	rates	and	fight	inflation.	
In the December Fed statement, the Bank 
boldly stepped out into the street, and like 
a cowboy in a western movie, tipped its hat 
and put a hand on its revolver. Everybody 
else scampered away, except those mighty 
buy-the-dippers, who stared down the Fed 
with their laser eyes. As I dived behind a 
barrel	of	diversification	to	avoid	the	coming	
showdown, I saw the mighty Fed narrow its 
eyes, as it said: “Make my day!” The herd 
of retail traders reached for their margins at 
the	first	dip	in	the	market	and	raced	towards	
them. What followed was an onslaught of 
volatility!

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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This year is the Chinese Year of the Tiger. According to 
the Chinese horoscope, this will be a year of positive 
change.	 Business	 will	 be	 stable,	 finances	 should	 be	
smooth, and it is a good year to save for the future. This 
horoscope is very much in line with what the economic 
fundamentals are telling us at the moment. 

GLOBAL OVERVIEW – HIGH INFLATION, BUT NO 
RECESSION 

On the whole, the global economy had an excellent 
rebound with economies and businesses doing well. 
However,	this	upward	trend	will	not	last	forever,	and	to	
protect against volatility, it is prudent for investors to 
start positioning portfolios for a rainy day. 

Global growth for 2022 is expected to be in the region 
of	 4%	 –	 still	 higher	 than	 trend	 growth	 observed	 pre-
pandemic but slower than the phenomenal growth we 
saw in 2021, which came off a very low base after the 
2020 economic meltdown. There are numerous factors 
that will ensure a healthy global economy in 2022.

There is a huge focus on the green economy after the 
2021 United Nations Climate Conference in Glasgow. 
It appears global economies are taking climate change 
seriously. 

Global monetary policy will remain accommodative. 
Keep in mind that when the United States (US) Federal 
Reserve (the Fed) and the European Central Bank (ECB) 
talk about tapering, they are simply stimulating the 
economy	less.	However,	given	increasing	inflation	risk,	
central banks are likely to end stimulus this year and 

start hiking interest rates. The path to normalising policy 
will take time but will likely start acting as a headwind 
during the latter part of this year. 

Another positive for the global economy is that we 
are likely to see COVID-19 risk factors moderate very 
quickly. With the focus moving to rolling out vaccines in 
emerging market economies, this is paving the way for 
a speedier end to the pandemic. 

Around the world, healthy spending, especially on the 
services side, is picking up. We saw a lot of spending on 
goods for much of 2021, but as economies open and 
consumers	 become	more	 confident,	 they	 are	 shifting	
their spending from goods to services. 

This year will see most countries, especially developed 
market	 economies,	 finding	 themselves	 back	 at	 pre-
COVID levels. Countries like China, the US, members of 
the European Union (EU) and the United Kingdom (UK) 
are already at pre-COVID levels, and the global economy 
is expected to be back to pre-COVID levels during the 
course of the year. This sort of environment will help 
get employment back to normal levels, something we 
expect to happen in the latter part of 2022. 

However,	it	is	important	to	be	aware	that	when	the	world	
starts reaching full employment, we are then starting to 
enter the late part of the current business cycle. When 
this happens, we need to watch out for the potential 
overheating	of	economies.	Add	to	that	higher	inflation	-	
which will be a reality for most of the year - and central 
banks’ action to address this, and we potentially have a 
breeding ground for a looming recession. 

THE YEAR OF THE TIGER 
Written by Chief Economist, Maarten Ackerman

Although we will monitor developments, we do not believe that a 
recession is imminent - there are numerous indicators suggesting 
that	the	risk	of	recession	remains	very	low.	The	first	is	the	US	yield	
curve. Looking at the difference between long-term and short-term 
rates does not indicate any concerns. When this inverts, meaning 
it goes negative or below zero, then we can assume a recession 
is looming. Currently, it is quite elevated and is still increasing, 
implying	a	low	risk	of	recession	in	the	next	12	to	18	months.	

Unemployment	figures	are	still	 improving	which	suggests	a	robust	
economic environment. When unemployment numbers start 
increasing, so too does the risk of recession. But we are not there 
yet, and we do not expect unemployment numbers to rise for at 
least another six to 12 months. In fact, we are not at full employment 
yet, which suggests that the recovery still has some way to go.  

Global trade is at its highest level in history and exports are higher 
than pre-COVID times. This further creates a healthy economic 
environment globally and is not pointing to an imminent recession.

THE UNITED STATES – INFLATION UP, INTEREST RATES TO 
FOLLOW

We can expect the US economy to grow 
at	 around	 3%	 per	 annum	 over	 the	 next	
three years, which is a solid number in the 
current environment. This despite the Fed 
starting to tighten policy. Currently the Fed 
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is tapering its quantitative easing and should complete the 
process	 soon.	The	first	 rate	hikes	are	expected	soon	after,	
probably	as	soon	as	the	first	quarter	of	this	year.

Inflation	will	be	the	Fed’s	priority	this	year	as	 it	 is	currently	
at	a	30-year	high	of	7%,	way	above	 their	 target	of	around	
2.5%.	The	markets	are	watching	the	US	closely	to	see	how	
quickly	 they	can	get	 inflation	down	and	what	 the	 resulting	
policy	action	will	be.	However,	we	think	this	is	a	very	different	
inflationary	 environment	 to	what	 the	world	 experienced	 in	
the	‘70’s.	The	supply	shock	back	then	(oil	related)	could	not	
be	quickly	resolved	and	resulted	in	global	high	inflation	for	

a	 number	 of	 years.	 The	 current	 inflationary	 environment	
has predominantly been the result of supply issues caused 
by COVID-19, the European energy crisis, a shortage of 
shipping containers and limited labour participation. But we 
expect	 these	 inflationary	pressures	to	work	themselves	out	
over	the	next	12	to	18	months.	During	this	period	inflation	is	
likely to remain sticky before it moves closer to target.

Adding	to	 the	US	 inflation	problem	 is	 labour	participation.	
The number of job openings in the US stands at a record 
high,	with	almost	11	million	positions	needing	to	be	filled.	
Many of the open posts are lower-paying jobs, especially in 

the service, hospitality and tourism sectors. This is fuelling 
inflationary	pressure	as	employers	are	having	to	pay	people	
more	to	fill	these	positions,	which	will	keep	inflation	higher	
for longer. 

The US consumer is doing well. US retail sales are good, 
beating expectations, and headline retail sales are currently 
18%	above	pre-COVID	levels.	This	is	a	function	of	pent-up	
demand and people having more savings, having not spent 
as much during months of lockdown and working from 
home. But this increase in consumer demand is also driving 
inflation	 as	 it	 is	putting	pressure	on	 supply.	 Following	 the	
slump	due	to	the	Delta	variant,	US	consumer	confidence	is	
once again on the up, and we are seeing a strong increase in 
consumers looking to buy big ticket items like new homes, 
automobiles and appliances – likely a sign that consumer 
spending will continue to be strong in early 2022. Consumer 
health is also good. We are seeing a fall in the number 
of	 financial	 delinquencies,	 like	 mortgage	 defaults,	 which	
spiked at the beginning of the pandemic as people lost 
their jobs. Consumer health is back to pre-COVID levels, 
and	financial	delinquencies	are	the	 lowest	 they	have	been	
in three decades. 

EUROPE – MANUFACTURING BOOMING DESPITE 
COVID-RELATED CHALLENGES

Across the Atlantic, in Europe, we are expecting similar 
growth	figures	to	the	US,	around	3%	per	annum	over	the	next	
three years. The region’s fourth COVID wave has, however, 
impacted	 consumer	 confidence	and	economic	 activity,	but	
with this wave the eurozone has made the decision to keep 
manufacturing open. As such, the industrial side of the 
economy continues to do well, and the services are now 
also recovering, both of which are paving the way for strong 
numbers in 2022. The region’s Purchasing Managers Index 
(PMI) stands at 60, pointing to a healthy expansion (anything 
above 50 means the economy is expanding). 

Unemployment is lower than pre-pandemic levels, so it has 
been a very sharp recovery on the job market. As is the case 
in the US, wages are going up, which will underpin increased 
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consumer demand, ultimately impacting the service industry 
positively too. Many businesses are saying that they are 
battling with staff shortages, despite employment levels 
being	at	all-time	highs.	Consumer	confidence	is	also	picking	
up but currently remains slightly below pre-pandemic levels 
with the Business Climate Index at an all-time high. While 
consumers are still mindful of COVID, we believe a positive 
for 2022 will be that as soon as consumers see this pandemic 
is under control, they will fully join the economy again, which 
will increase service spend in Europe. 

Europe’s most important economy, Germany, has new 
leadership. Olaf Scholz has taken over from Angela Merkel 
as the Federal Chancellor. We will see how this change 
plays out in the German coalition government in 2022. This 
change in leadership should pave the way for a fairer, more 
liberal Germany, with a focus on green energy and a green 
economy, as the agenda is heavily focused on climate issues. 
Given the pandemic and consumer concerns, the ECB 
has been a bit slower than the US in terms of tightening 
monetary policy. Unless things change dramatically in early 
2022, they are likely to delay tapering but that will depend 
on	 what	 COVID,	 growth	 and	 inflation	 numbers	 dictate	
over the next couple of months. ECB President, Christine 
Lagarde, announced after last month’s meeting that the 
governing council had agreed on a “step-by-step reduction 
in the pace of asset purchases” in 2022 while judging that 
“monetary	accommodation	is	still	needed”	for	inflation	to	hit	
its medium-term target. 

CHINA – UNCERTAINTY HAMPERS GROWTH

In the Chinese economy, there have been a lot of moving 
parts. The Winter Olympics are taking place in China for 
the	 first	 time	 this	 year.	 Although	 athletes	 will	 be	 allowed	
to participate, numerous countries are boycotting by not 
sending their diplomats to the Games, posing an interesting 
geopolitical challenge for the Chinese. 

In addition, the Presidency has passed its historical 
resolution. The document is a summary of the past 100 
years and looks at the party’s key achievements and its 

future direction. There have only been three of these issued 
since	 the	party	was	 founded,	 the	first	passed	 in	 1945	and	
the	second	in	1981.	The	document	serves	to	give	President	
Xi Jinping the same standing as Chairman Mao Zedong, 
father of the People’s Republic of China. This document 
has brought quite a few radical regulations into play. The 
major one is Common Prosperity – aimed at making Chinese 
society more equitable. While there is nothing wrong with 
the sentiment, the document has also introduced many 
disruptive regulations on the country’s industries. 

Although the Chinese recovery has been strong and they 
are back to pre-COVID levels, this recovery has been very 

unbalanced. There has been a lack of policy support and 
also a huge lag in consumption. The government is looking 
to move its economy away from exports and infrastructure 
development towards consumption. As such, they are loathe 
to provide stimulus to the economy and, while it is still 
growing, growth is slower than the country experienced pre-
pandemic. 

A contributing factor to China’s slower growth is that 
consumer	confidence	 remains	 low.	COVID	 lockdowns	have	
prevented	consumers	 spending.	Confidence	has	also	been	
hampered by the power outages over the last year. Chinese 
retail sales are not that strong going into 2022 – in fact, they 
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are the lowest they have been in two decades. This shows 
that Chinese consumers are not spending as much as they 
can to keep the country’s growth rate up. 

The strong slowdown in the real estate market is also 
negatively impacting economic growth. But China’s lack of 
stimulus to infrastructure and property development has now 
resulted in corporate giants like property group, Evergrande, 
finding	themselves	on	the	brink	of	default.	

The government has also tightened regulation across 
numerous sectors, including technology, education 
and property, further increasing policy uncertainty. This 
uncertainty is expected to continue, which will make it more 
difficult	for	businesses	to	operate	in	the	Chinese	economy	as	
if it is a free market. China needs a much more balanced and 
inclusive macroeconomic policy. 

Macroeconomic policy was addressed during December’s 
Central Economic Work Conference which had a very pro-
growth	 agenda,	 with	 a	 targeted	 growth	 of	 around	 5%	 in	
2022. To achieve this, there has been a commitment by 
the	Central	 Bank	 to	 commence	with	 fiscal	 easing,	 starting	
with pro-consumption measures to get the economy going 
and give green infrastructure a boost. They have also cut 
corporate	tax	rates	and	lowered	the	repo-rate	by	0.5%.	We	
do not believe this is enough to address the uncertainty 
currently surrounding the Chinese economy. We may even 
see more pro-consumption measures being announced. 
The green agenda is very much an issue China is grappling 
with.	They	have	set	targets	to	phase	out	coal	by	2030,	with	
80%	of	their	energy	coming	from	renewable	energy	sources	
and 15 million electric vehicles being produced by the same 
deadline. This new focus may provide China with a green-
infrastructure boost. 

The Chinese have been very slow in their support for the 
economy,	and	we	expect	that	they	will	battle	to	maintain	5%	
growth in 2022. But the measures they have implemented 
pale in comparison to what they have done historically. 
This may address sentiment, but it will not address other 
uncertainty within the economy. 

OUR APPROACH

Since the lows of 2020, last year saw the markets more than 
double. The S&P 500 had its longest unbroken run of all-
time	highs	since	1997	and	it	closed	at	record	highs	65	times	
during 2021. So, the question has to be, where to from here? 
Due	 to	substantial	financial	and	policy	 support,	economies	
are	recovering,	and	companies	are	generating	good	profits.	
As such, international growth assets have done well. 

We believe that the risk of a recessionary environment 
is	at	 least	18	 to	24	months	away,	which	paves	 the	way	 for	
companies to do well over the next two years. If you look 
at current expectations for earnings growth in 2022, we still 
have	double	digit	growth,	around	20%,	meaning	we	are	 in	
an environment where growth assets should still be good. 
This year, returns may be slightly lower than 2021, but they 
will	definitely	beat	inflation	which	is	currently	a	high	hurdle	
around the world. 
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Scenario modelling has formed part of Peregrine’s 
investment philosophy for two decades. It enables 
us to better understand potential market outcomes 
and construct stronger portfolios. The Asset 
Management	team	has	a	three	year,	core	or	“High	
Conviction” scenario view, which is expressed 
as macro and market assumptions. These 
assumptions	 include	 economic	 growth,	 inflation,	
interest rates, price-earnings (PE) multiples, and 
credit spreads amongst others. Our asset valuation 
models produce expected returns for various asset 
classes, based on these expectations. This section 
is	used	to	summarise	our	High	Conviction	view	and	
the resulting asset signals. 

The global economy is expected to remain strong, 
growing above capacity in 2022 and slowing 
towards	 capacity	 growth	 thereafter.	 Inflation	 is	
to remain well above central bank targets during 
2022 but assumed to moderate thereafter. The 
economic environment is healthy, unemployment 
has	fallen	sharply,	and	inflation	is	at	40-year	highs	
in the United States (US) – we assume there will be 
rate hikes by the US Federal Reserve this year, with 
gradual increases thereafter.  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 macro 
environment for equities when viewed over three 
years and global equity expected returns are 

neutral	 and	 therefore	 attractive	 relative	 to	 fixed	
income. Earnings rebounded sharply in 2021 
leaving market valuations (trailing PEs) much closer 
to our assumed exit or fair value PE assumptions in 
most regions. Earnings are projected to continue 
to grow at a healthy pace, underpinned by real 
economic growth. The investment horizon is 
crucial, as quantitative tightening and interest rate 
hikes are likely to cause volatility across all markets 
in the near-term.

The United Kingdom (UK) is expected to follow 
the global trajectory with decent economic growth 
and	 sticky	 inflation	 in	 2022,	 both	 moderating	
thereafter. The Bank of England is expected to 
raise interest rates further, alongside the global 
tightening cycle. London listed companies posted 
a strong earnings recovery in 2021, and healthy 
further growth is projected over the next three 
years. The UK continues to stand out as one of the 
more attractive global markets from a valuation 
perspective. Fixed income, with current negative 
real rates, remains unattractive.

From a medium-term valuation perspective, and 
under	 our	 High	 Conviction	 scenario,	 UK	 and	
emerging-market equities have an above-neutral 
expected return outlook, while developed market 
equity	is	at	neutral.	UK	and	US	fixed	income	remain	
below neutral. The overall, medium-term signal is 
therefore overweight equities and underweight 
cash	and	fixed	income.	See	the	table	below	for	a	
summary of our Asset Class Valuation Signals. 03

ASSET VALUATION SIGNALS 
Written	by	Investment	Strategist	and	Portfolio	Manager,	Harold	Strydom
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MEDIUM-TERM ASSET CLASS VALUATION SIGNALS

Outlook	shown	reflects	the	signals	from	Peregrine	Wealth’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	0%	real	return	for	Cash,	2%	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.	

UK Cash
UK Gov Bonds
UK Credit
UK Listed Property
UK Equities

US Cash
US Gov Bonds
US Credit
Gold
Global Alternatives
Global Property
Global Equity
EM Equity

Negative real interest rates. 
Unattractive but remain a key diversifying asset.
Narrow spreads and low risk free base yield.
Fundamentals vary accross sub-sectors; rising bond yields a risk.
Valuations attractive and moderate earnings growth expected.

Negative real rates. 
Unattractive but remain a key diversifying asset.
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.
Healthy	earnings	growth	expected,	but	valuations	above	fair	value.
Valuations attractive and moderate earnings growth expected.

Below 
Neutral

Neutral
Outlook

Above
Neutral

Local assets

Global assets
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CLICK	HERE

https://www.peregrine.gg/
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