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Overview 
The fourth quarter of 2021 saw some continued volatility if overall strength in equity markets 
as investors factored in the sharp rise in inflation and the shift in central bank policy, which 
also had an impact on bond markets. The global economy continued to expand in spite of the 
challenges of the latest variant of the Covid-19 virus and corporate profits proved robust.  
 
Central banks had maintained that the increasing rate of inflation was only temporary and 
while the pressure should ease in some areas, such as in the global supply chain, they have 
now adjusted to increases at a higher level and more enduring than in their earlier forecasts. 
Energy costs and used cars were notable features in the Consumer Prices Index rising in the 
US by 6.8% year-on-year in November, the biggest change in forty years, and by 5.1% in the 
UK. The Bank of England raised its short-term interest rates for the first time in three years, if 
only from 0.1% to 0.25% for now as a reverse of the cut it made in 2020. The US Federal 
Reserve, whose chairman Jerome Powell was appointed for a second term, brought forward 
the ending of its programme of asset purchases to March 2022, reducing the amount by 
$30bn a month from January, and indicated that it expects to raise interest rates three times 
over the course of 2022. 
 
This revised approach reflected the degree of economic recovery from the pandemic and the 
improvement in employment in particular; the US has seen substantial rises in the number of 
jobs created and in the UK the unemployment rate fell further than envisaged (to 4.2% as of 
end October) even as the furlough schemes came to an end. Consumer spending remained 
resilient, helped by accumulated savings and greater employment, even as governments cut 
back on their extreme levels of expenditure during the pandemic and raised taxes to cover 
some of the costs they incurred.  
 
There has been pressure from higher prices for goods as well as from the Omicron variant of 
Covid-19, which dented confidence and impacted service sectors, if with some reassurance 
from a lower reported incidence of mortality and from accelerated vaccination campaigns, in 
richer countries at least. This was reflected in modest declines in the indices for purchasing 
managers (from 58.3 in November to 57.7 in December in the US, 58.4 to 58 in the eurozone). 
The weakening economy in China reflected structural shifts, with an ageing population, as 
well as a number of factors such as strict lock-downs, the fall-out from the high debts of the 
Evergrande property group and the government’s moves to limit the reach of entrepreneurs 
or to distribute more widely the benefits of recent economic progress. 
 
China acted in an increasingly assertive manner over Taiwan while tensions remained over 
the Ukraine. There was a positive reception to the appointment of a new prime minister in 
Japan in Fumio Kishida, whose party then did better than first expected in an election, as 
well as to the ‘traffic light’ coalition in Germany formed not too long after the inconclusive 
general election in September. The pending presidential elections in France in April and the 
mid-term elections due in the US in November pointed at continuing divisions that have 
complicated policies. The heat in the world still did not lead to any particular progress at the 
COP26 summit in Glasgow, with the follow-up key.   
 
Companies have continued to benefit from improved demand, sales and profits while the 
recovery in dividend payments has been quicker than expected. The level of corporate 
activity was at record-setting highs. 



 

 
 
Asset returns 
The strong return in December enabled the FTSE 100 index to record a gain of 4.2% over the 
quarter to close at a level of 7385, 14.3% higher over the course of 2021. The FTSE 250 index of 
mid-sized companies made 2% and the FTSE SmallCap index was flat in the quarter if still 
providing returns for the year of 14.6% and 20% respectively. The FTSE AIM All-Share was 
down 2.2% in the period and made a modest 5.2% in 2021, given the impact of its largest 
constituents. The total return for the FTSE All-Share including income was 4.2% for the 
quarter and 18.3% for the year. 
 
In the US, the S&P 500 index rose by 10.7% in the quarter and its return for the year was a 
striking 26.9%. The Dow Jones Industrials index made 7.4% in in the period and its return for 
the year lagged at 18.7%, while modest gains in December limited the returns for the 
technology-oriented NASDAQ to 8.3% in the quarter and 21.4% for the year. For smaller 
companies in the Russell 2000 index the gains were 1.9% and 13.7% respectively.  
 
In Europe the FTSE Eurofirst 300 rose by 7.5% over the quarter to make 23% for the year, 
with the French and Italian markets outpacing those in Germany and Spain over the year. As 
in the US the Euromoney index of smaller companies lagged with gains of 2% in the period 
and 13.2% for the year. In Japan the Nikkei 225 index was down 2.2% in the quarter and 
made only 4.9% for the year, although the broader TOPIX was up by 10.4% over 2021. 
 
The MSCI Emerging Markets index in US$ terms was 1.7% lower over the quarter and down 
by 4.6% in the year, with Brazil doing worst of the main markets. The Shanghai index saw a 
gain of 2% and so 4.8% for 2021 although the difficult year for the Hang Seng index in Hong 
Kong saw it 14% lower in 2021. The MSCI Frontier Markets index rose by 0.4% in the period 
and 16.5% for the year; the market in Vietnam saw gains of 11.6% and 35.7% respectively. 
 
In bond markets, the UK 10-year gilt yield dipped from 1.02% to 0.97% over the quarter and 
the total return for the FTSE Gilts All Stocks index was 2.4% if a negative 5.2% for 2021 as a 
whole, when the yield had started at 0.2%. The yield on ten-year US Treasuries rose from 
1.49% to 1.51% and in Germany the 10-year bund yield moved from -0.2% to -0.18%. Over the 
quarter and the year there were positive returns from index-linked stocks while emerging 
market bonds were notably weaker in US$ terms.    
 
Sterling rose modestly by 0.4% over the quarter against the US$ to close at a rate of $1.35:£, 
just 1% weaker over the year, while against the euro it ended the period up 2.2% at €1.19:£, so 
6.3% stronger for the year. The price of gold managed a gain of 4.1% over the quarter to close 
at $1829 per troy ounce although it ended the year down 3.6%. The price of Brent oil rallied 
in December but still ended the quarter 2% lower at $78 per barrel, if still up by over a half on 
the start of the year.  

The prices of the major metals were mixed over the quarter and over the course of 2021, 
when aluminium made 42% and palladium lost 22%. The major agricultural commodities 
were mostly up in the quarter and sharply higher in the year.  

The Vix index of expected volatility in the US market fell back by a quarter in the period and 
ended the year lower by a similar amount overall. 

 
 



 

 
 
Outlook 
There remains a degree of optimism on the scope for further economic growth, in spite of the 
pressures from variants in the virus, supply shortages and the dampening effect on demand 
of higher inflation. Much will depend on the extent to which companies can manage the 
evolving conditions and maintain margins, and the extent to which much of the recent 
recovery is already in the share price for quoted companies. Stock markets are likely to see a 
continued rotation overall into the more inflation-sensitive sectors as well as some further 
developments in alternative assets given the challenging environment for many fixed income 
elements.  
 
Omicron as a variant has appeared to be highly contagious and yet much less likely to lead to 
an admission to hospitals (themselves under strain over staff shortages) than the Delta strain, 
in part as an increasing proportion of the population has had a form of Covid or a course of 
vaccinations. The arrival of the new year saw over a million new cases in the US and a surge 
in many other countries; the Johns Hopkins University tally has reached over 331m cases 
globally to date (including 15.4m in the UK) and some 5.4m deaths, although The Economist 
has calculated a toll of over 17m deaths in total from the virus since end 2019 – and there is 
an apparently over 50% implied probability of a further 2.5m deaths in 2022. The Chinese 
authorities have been taking a typically robust approach to any recent outbreaks, imposing a 
strict lock-down on the 13m inhabitants of Xi’an, whose movements may be as minimal as its 
terracotta army.  
 
These restrictions have been a factor in the marked slow-down in the reported rate of growth 
in China, where the structural and cyclical issues have included a decreasing level of benefits 
from a growing population and urbanisation, an impact from Evergrande on the property 
sector (prices for new properties in larger cities fell in September for the first time since April 
2015), fuel shortages and President Xi Jinping’s wider approach in espousing what is known 
as common prosperity - which he has said is not the same as egalitarianism. 
 
Higher energy prices or shortages have been a feature in other countries, while businesses 
worldwide are still contending with the disruption to global supply chains, with shortages in 
stock compounded by a lack of staff in certain sectors and accompanied by sharp rises in the 
cost of shipping and the cost of living. Some of these shortages will ease while still being 
likely to lead to some lower forecasts of global economic growth. The latest variant was also 
a consideration in the International Monetary Fund pushing back the date of its January 
report; the IMF had forecast global expansion of 5.9% for 2021 and then 4.9% in 2022. For 
developing countries the challenge has been in low levels of vaccination and high levels of 
debt, a proportion of which is due for repayment.  
 
For now the cost pressures are substantial. The UK saw an increase in the consumer prices 
index (CPI) of 5.2% in November and the rate is likely to continue to rise to a peak around 
April, when the change in the energy price cap is forecast to see a rise from £1277 to £1900 in 
the typical cost. The rate of inflation in the eurozone was 4.9% in November, the highest level 
since the introduction of the euro, and in the US CPI was 7% in December, the highest rate 
for forty years. Property, used cars, food and fuel have been features while energy costs have 
continued to rise in 2022, with Brent crude up by a tenth in the first half of January to $87 a 
barrel, higher than in October (before the sharp fall in November over the Omicron variant) 
and prompting talk of it testing the previous high of $115 in 2014. 
 
 



 
 

Central banks have increasingly accepted that the rate of inflation is proving both higher and 
more enduring than many had anticipated, while in the US and UK the unemployment rate 
has quite quickly moved back to near-normal levels after the surge during the pandemic. The 
jobs market does reflect a number of different dynamics, including a lower participation rate 
as students stay on as they see little prospect of a decent job and people opt for retirement 
early as they can afford not to deal with the cares of employment. 
 
The challenge for central banks lies in managing a gradual tightening of their policy so as not 
to unnerve consumers nor deter business investment; in the US there is some extra sensitivity 
as retail ownership of the stock market has been at record levels, such that any weakness in it 
could have a sharp impact. The expected rises in interest rates are still modest and in part a 
move from their abnormally low levels before and during the pandemic; they are unlikely to 
benefit savers for a while, as banks or building societies defer any rise in deposit rates.  
 
Changing expectations on interest rates may provide some additional volatility and further 
drive the rotation in markets, favouring sectors that would benefit, such as commodities and 
financials, against those that have seen high valuations based on minimal interest rates, such 
as in technology and consumer discretionary goods. The high share price ratings in these 
latter sectors have been one element in the high level of corporate activity: the value of 
mergers and acquisitions was 64% higher in 2021 than in 2020 and 54% higher than in 2019 
before the pandemic, with the total number of deals over 62,000. Companies have raised new 
funds and re-financed debt, while the momentum has held for now, given Microsoft’s $75bn 
bid for Activision and Unilever’s initial offer of £50bn for a range of consumer products from 
GlaxoSmithKline.   
 
There remains a degree of political and geopolitical tension, including with Russia’s intent 
over Ukraine. Taiwan is still the most likely flash-point in the rivalry between China and the 
US while the Americans have a new law banning goods made with forced labour in Xinjiang. 
Presidential elections in Italy in January and in France in April may cause some uncertainty 
while in the US the mid-term elections in November are likely to see an increased degree of 
division between the parties as well as the Democrats losing control of the Senate at least. 
The environment would benefit from a degree of global co-operation that the COP26 summit 
showed was not universal. 
 
 
Asset allocation 
Our quarterly investment committee decided broadly to maintain the current allocation by 
asset class allocation, which for all mandates is close to a longer-term neutral position for 
equities if still at the lower end for fixed income. In equities we have favoured regions such 
as south-east Asia as well as Continental Europe and the UK, as part of a preference for the 
exposure they provide to the more inflation-sensitive sectors. Our approach for fixed income 
is to find some income generation and some protection against the rise in bond yields, such 
as through inflation-linked securities. The allocation to alternative assets should serve to 
offset the volatility in equity or bond markets and to provide a useful source of income as 
well as some protection against inflation, such as in infrastructure. Our long-term strategy is 
to keep portfolios fully invested, especially when deposit rates are minimal. 
 
We have included a summary of the asset allocation by mandate as well as the usual ranges 
in the appendix. 
 
 



 

 
 
UK 
  

• Economic recovery reasonable if challenges 

The UK has seen some decent economic growth and a recovery in the labour market, with a 
decline in the unemployment rate to 4.1% in the latest data even as the furlough schemes 
came to a close. The challenges include the issues in trade with the European Union. 

• Government complications   

The government has been dealing with distractions that have dented its working majority in 
parliament and may lead to some changes as well as to some bold initiatives in the interim to 
restore traction. The dealings with the EU may be less frosty if still testing, especially over the 
issues in the north of Ireland.  

• Bank of England raising rates if modestly   

The high rate of inflation led the Bank of England’s Monetary Policy Committee to almost 
make a move in November and then by a majority of 8:1 to agree a rise in the interest rate 
from 0.1% to 0.25% in December, with a further rise to 0.5% expected this quarter. 
  
Continental Europe 
 

•  Economy awaiting boost from recovery fund and renewed tourism 

The recovery in the eurozone has been tempered by the challenges for the car industry given 
the shortage of semiconductor chips and for tourism given continued restrictions related to 
the coronavirus; the Spanish economy remains the weakest of the major economies. The 
benefits should start to flow from the Next Generation recovery fund, first set at €750bn and 
funded in stages.  

 

• New coalition in Germany and elections due in France 

In Germany the Social Democrat Olaf Scholz succeeded Angela Merkel as the chancellor in a 
coalition with the Greens and the liberal Free Democrats, the first three-party government 
since the 1950s. The government has a detailed agenda and promised the biggest industrial 
modernisation in a century, with an emphasis on climate protection. The potential move by 
Mario Draghi from prime minster of Italy to president has created some uncertainty after the 
stability he brought to his current role, while the first round of the French presidential 
election due in April 2022 may be close. The continent faces issues over Russia and the Nord 

Stream 2 gas pipeline in particular. 

 

• Inflation high and ECB needing to revise approach  

The eurozone has seen a high rate of inflation and the European Central Bank is likely to 
adjust its gradualist approach. This may be easier now that Jens Weidmann has stepped 
down as president of the Bundesbank in Germany, a role he held from 2011 to end 2021 in 
which he was a critic of quantitative easing as well as an influential member of the ECB’s 
governing council.  
 
 



 

 
 
United States of America  
 

• Strong US economy and boost from stock market 

The US economy has maintained its recovery, if with some pressure from the latest variant of 
the coronavirus and if with regional variations as before, in part climate-related. The non-
farm payrolls in December saw a lower increase than expected at 199,000 although there was 
a further fall in the rate of unemployment to 3.9%. Consumer confidence has also benefitted 
from robust property prices and from the strong stock market in 2021, although the current 
year has brought greater volatility as well as pressure from higher consumer prices. 

• Political divisions ahead of mid-term elections 

The political division in the US remain intense and the Biden administration has struggled to 
secure agreement for its ambitious spending plans - although the latest opposition to its 
$1.75trn Build Back Better bill has come from the Democratic senator Joe Manchin. The rallies 
that Donald Trump has attended have pointed to his standing for president again in 2024.  In 
the elections in November the Democrats are almost certain to lose control of the Senate and 
quite likely to see their majority in the House of Representatives eroded by the typical mid-
term swing as well as President Biden’s lack of popularity. 
 

• Federal Reserve tapering support and ready to raise rates 

The US Federal Reserve has brought forward the ending of its programme of asset purchases 
to March 2022, reducing the amount by $30bn a month from January. It expects now to raise 
interest rates three times over the course of 2022 and its latest statements under its chairman 
Jerome Powell, who secured a second term, have become more definitive.  
 
Japan, north-east Asia and Australasia 
 

• Hope for fresh reform impetus in Japan  

For Japan the new prime minister Fumio Kishida, having secured a reassuringly robust 
majority in the general election on 31st October, appears committed to maintaining the reform 
process as well as fiscal support. Japanese companies have seen a continuing benefit from 
their own focus on corporate reform and the potential for enhanced returns on capital. 

• Region dependent on trade and stability 

For countries in the region an important economic imperative is trade, for which the easing 
of shortages and shipping costs will be a benefit. The political considerations remain rich, 
with North Korea vaunting its hypersonic missile and China increasing its pressure on 
Taiwan in a pivotal year.  
 

• Australia still balancing Chinese issues  

The Australian economy has seen a good recovery in demand for its commodity resources 
although it is having to deal with the slowing rate of growth in China as well as political 
tensions with this important trade partner.  
 
 
 



 

 
China, India and Emerging Markets  
 

• Chinese economy slowing and new stimulus 

The Chinese economy continued to see a slower rate of growth, at a reported 4% in the fourth 
quarter of 2021 down from 7.9% in the second and 4.9% in the third. The authorities have 
eased monetary policy, with a cut in interest rates intended to stimulate demand, while they 
maintain their rigorous approach over Taiwan, Hong Kong and Xinjiang in a year when 
President Xi is looking further to consolidate his dominant position. 
 

• Confidence in India  

India has seen renewed confidence even as a further wave of the pandemic has taken hold, 
with the capital Delhi imposing a fresh lock-down and dealing with a degree of pollution too. 
Prime Minister Narendra Modi was forced in November to reverse unpopular farm reforms 
and his party faces tests in elections in various states, including Uttar Pradesh. 

• Broader emerging markets dealing with stronger US$  

Emerging markets (which are not quite the same as developing economies) face a challenge 
in the low level of vaccination rates in a number of countries as well as the high level of debt, 
especially if held in US$ as many currencies have weakened sharply, that in Turkey due to 
the unorthodox economic approach.  
 
Property, commodities, gold and other alternatives 
 

• Property markets robust and new opportunities 

The property market retains its attractions and companies have raised substantial funds to 
invest in the more promising areas of opportunity, such as logistics. 

• Oil price volatile and commodity demand variable 

The price of energy has been volatile and mostly high, reflecting a tight control of production 
and concerns over potential disruption, in Russia and the Middle East. Demand for other 
commodities may ease if proving robust for specialist metals.  
 

• Gold dull  

Gold bullion has seen its price correlated as usual to real interest rates, while there has also 
been some regulatory pressure that has made it more expensive for banks to hold reserves as 
well as a potential alternative in cryptocurrencies: the combined value of bitcoin and ether is 
about a tenth of the estimated $12trn of gold holdings if volatile (with bitcoin moving by an 
average of 3.5% a day over the last five years, as against 0.6% for gold, which had itself been 
volatile in the 1970s).     
 

• Income and resilience from other assets 
 
There remains an appeal in real assets which can provide an element of income as well as 
funds that help to hedge portfolios against the volatility of equity and indeed bond markets.  
 
Julian Cooke – Director                                                                                          18th January 2022 
 



 

 
 
 
 
 
 
Appendix – asset allocation ranges and indicative current allocation 
 

Mandate   Bonds Equities Alternatives Cash 

Cautious Range 40 - 60% 15 - 35% 10 - 30% 0 - 25% 

  Current 40% 24% 28.5% 7.5% 

Cautious Balanced Range 30 - 50% 30 - 50% 10 - 30% 0 - 25% 

  Current 30% 42% 23% 5% 

Balanced Range 20 - 40% 45 - 65% 10 - 30% 0 - 20% 

  Current 20% 59% 18.5% 2.5% 

Balanced Growth Range 10 - 30% 60 - 80% 5 - 30% 0 - 20% 

  Current 10% 70% 17.5% 2.5% 

Growth Range 0 - 20% 70 - 90% 0 - 25% 0 - 20% 

  Current 5% 80% 12.5% 2.5% 
 
 
 
Vintage Asset Management, 7a Wyndham Place, London W1H 1PN 
Tel.: 020 7989 3110  
Email: info@vintageassetmanagement.co.uk 
www.vintageassetmanagement.co.uk 
 
Vintage Asset Management Limited is authorised and regulated by the Financial Conduct 
Authority, No. 489408.  
 

 
 
 
 
IMPORTANT NOTICE: Any forecasts, figures, opinions or investment techniques and 
strategies set out, unless otherwise stated, are Vintage Asset Management’s own. They are 
considered to be accurate at the time of writing, but no warranty of accuracy is given and no 
liability in respect of any error or omission is accepted. They may be subject to change 
without reference or notification to you. The views contained herein are not to be taken as an 
advice or recommendation to buy or sell any investment and the material should not be 
relied upon as containing sufficient information to support an investment decision. It should 
be noted that the value of investments and the income from them may fluctuate and 
investors may not get back the full amount invested.  

http://www.vintageassetmanagement.co.uk/

