
 

INVESTMENT REVIEW – December 2021   
 
The month of November saw most equity markets struggle given concerns over the persistence of the 
rate of inflation and of the coronavirus, in spite of strong corporate earnings. 
 
The threat from new variants of the Covid-19 has been consistent and presents a challenge in finding  
a balance between containing the disease or maintaining some normal economic life. The latest one to 
arise in omicron is further down the Greek alphabet than the dominant delta strain and is in need of 
further research, to assess whether it is as harmful as it seems transmissible and whether the current 
vaccines can prove effective against it. For now the uncertainty has not helped sentiment and the 
renewed restrictions have hindered sectors, such as in transport and hospitality, that had hoped to be 
past the worst and to have sufficient resources to survive. 
  
There is one potential positive impact from the sharp recent fall in energy prices, which have been an 
important component of the increased rate of inflation across the world. In Germany the rate rose to 
6% for November from 4.1%, the highest level since 1992 soon after reunification if reflecting some 
changes in the basket of goods, and for the eurozone as a whole the rate was higher than expected at 
4.9%. This has contributed to political tension, with parties in France preparing for the polls in April, 
although Germany did see the formation of a coalition government after the inconclusive election in 
September, led by the Social Democrats with the Free Democrats and the Greens. 
 
The European Central Bank has accordingly faced pressure to reduce its monetary stimulus, as has 
the US Federal Reserve which may accelerate the ending of its programme of asset purchases, due to 
run to mid-2022. Central banks have been reluctant to move to raise interest rates, in part as they have 
wanted to see a complete economic recovery with full employment and in part as they are conscious 
of the issue of higher interest charges for heavily-indebted countries, companies and individuals. To 
an extent there has been a degree of fiscal rather than monetary tightening, as governments cut back 
on their extreme levels of expenditure during the pandemic and raise taxes to cover some of the costs 
they incurred. President Biden’s decision to appoint Jerome Powell for a second term as chairman of 
the Fed, if after a challenge from Lael Brainard and now in tandem with her, precluded his proposing 
a rise in rates in case his successor would not. 
 
There has certainly been an increased realisation that the current level of inflation is not proving as 
temporary or transitory, however defined, as the central banks first envisaged. There are grounds for 
the rate to move lower, given the shift in comparative data, an end to supply bottlenecks and an 
easing in energy prices, while the renewed restrictions around the world will dampen consumer 
demand. Yet once a higher rate of inflation becomes more established it can become more embedded, 
as companies look to increase prices and as workers expect a rise in wages. There was an interesting 
or indicative agreement between John Deere and its staff and trade unions following a strike in 
October: the company spoke of the need to retain people in a competitive marketplace so offered an 
immediate salary increase of 8-10% with a further 5% in each of 2023 and 2025, as well as quarterly 
adjustments for the cost of living, a feature that had faded from previous agreements. 
  
Global economic growth has been robust in spite of the slowing rate in China, given structural and 
cyclical factors as well as the pressure on companies from an apparently increasingly ideological 
regime. Governments have still sought to provide some support: in Japan Fumio Kishida, who won 
the elections at end October, started his party’s push for economic growth with a stimulus package 
that included cash pay-outs to lower-income sectors, while in the US the House of Representatives 
signed the Biden administration’s $1.75tn Build Back Better bill, which passes to the Senate. The 
COP26 summit in Glasgow should lead to greater investment in new infrastructure, if nothing else. 
 
Companies have broadly seen improved sales and profits as well as the benefit of an enhanced 
corporate focus. General Electric’s decision to split into three separate companies, followed by a 
similar move at Toshiba, reflected poor returns on investment in the conglomerate, while Johnson & 
Johnson’s decision to spin off its consumer products division continued a trend for pharmaceutical 
companies such as GlaxoSmithKline and Pfizer. 
 



 
 
The FTSE 100 index fell by 2.5% over the month to close at a level of 7059, while the FTSE 250 index of 
mid-sized companies was also down 2.5%, the FTSE SmallCap 3.3% lower and the FTSE AIM All-
Share off 2.9%. The total return for the FTSE All-Share including income was -2.2% for the month. 
 
In the US, the S&P 500 index declined by 0.8% in the month and the Dow Jones Industrials index fell 
3.7%, although the technology-oriented NASDAQ managed a small gain of 0.3%. As in the UK 
smaller companies fared worse, with the Russell 2000 index down by 4.3%.  
 
In Europe the FTSE Eurofirst 300 lost 2.6% over the month, with the French market proving more 
resilient at -1.6% and the Spanish one under pressure at -8.3%, while the Euromoney index of smaller 
companies was off 2.4%. In Japan the Nikkei 225 index was down by 3.7% in the month and the 
TOPIX by 3.6%. 
 
The MSCI Emerging Markets index in US$ terms fell by 4.1% over the month, although the Shanghai 
index saw a small gain as investors considered the recovery potential in China after a difficult year to 
date – although the Hang Seng index in Hong Kong fell by 7.5%. The MSCI Frontier Markets index 
was 4.8% lower, although the Vietnamese market ended up 2.4%. 
 
In bond markets, the UK 10-year gilt yield fell sharply from 1.03% to 0.81% and the total return for the 
FTSE Gilts All Stocks index was 3%, with index-linked stocks doing particularly well. In Germany the 
10-year bund yield moved from -0.11% to -0.35% while the yield on ten-year US Treasuries declined 
from 1.55% to 1.44%. There were positive returns from other sovereign bonds such as US Treasuries, 
although high yield debt and emerging market bonds weakened giver the potential pressure from 
higher interest rates.    
 
Sterling fell by 2.8% over the month against the US$ to close at a rate of $1.33:£, while against the euro 
the decline was 0.9% at a rate of €1.17:£. The price of gold did not benefit from concerns over higher 
rates of inflation and was down 0.5% over the month to close at $1775 per troy ounce. The price of 
Brent oil fell by 16.9% to end the month at $70 per barrel, if still up by a third on the start of the year.  

The prices of metals were lower, if by only 1.4% for copper, and the prices of the major agricultural 
commodities were mixed, with coffee stronger over the month. The Vix index of expected volatility in 
the US market rose sharply, up by two-thirds and so a fifth for the year to date. 
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