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CIO QUARTERLY VIEWS: THE TIMES THEY ARE A-CHANGING

The times they
are a-changing
Johanna Kyrklund
Group Chief Investment Officer
and Co-Head of Investment

D

ear investor, welcome
to the inaugural
edition of the CIO
Lens. Each quarter
we will bring you the
views and opinions
of our investment experts here
at Schroders to help you navigate
the challenging (and changing)
investment times that we find
ourselves in.
At the time of writing, the Omicron
variant of Covid-19 is leading
many countries to reimpose new
restrictions on activity to curb the
spread of the latest variant of the
virus. This is a timely reminder that
the current crisis is far from over,
despite brief respites of normality
when infection rates start to fall, and
we are still living through a profound
period of business and social change.
And these changes are not all related
to Covid-19, although the pandemic
is undoubtedly accelerating this
process. In the past 25 years my focus
has always been on the interest rate
cycle but arguably, going forward,
the pricing and regulation of carbon
as well as the broader shift from
fossil fuels to sustainable sources of
energy will be just as fundamental to
market performance. We are in the
midst of an energy transition akin to
when we went from whale blubber to
oil as our main energy source.
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As an aside, I hated being dragged
around museums as a child, but the
Whaling Museum of Nantucket was
an important exception and it really
highlighted how energy trends shape
the political and economic order.
This is an example of an important
disruptive trend which we aim to
navigate for you through our active
approach to managing money.
So, what should we expect in 2022?
Fund managers tend to have a fairly
miserable disposition because, even
when performance is strong, you
inevitably worry about how you are
going to generate return in

the future. After such a strong year
for markets, this concern is even
more pronounced. Last year, the
vaccine announcements inspired
confidence in a "reopening trade"
which offered high returns with
limited risks.
Looking at our models, we are now
entering a more mature phase of
the economic cycle when growth
momentum peaks and central
banks begin to withdraw support.
Against this backdrop, we expect
equity returns to be more muted
but still positive, supported by solid
corporate earnings.

CIO QUARTERLY VIEWS: THE TIMES THEY ARE A-CHANGING

In the shorter term,
we expect inflation
momentum to peak as
supply bottlenecks ease,
but central banks will
still raise rates.
Inflation is a popular theme, and
we would agree that over the
medium term we are likely to be in
a more inflationary environment
compared to the last decade driven
by rising wages, deglobalisation
and decarbonisation. In the
shorter term, we expect inflation
momentum to peak as supply
bottlenecks ease, but central banks
will still raise rates.
At stock level, it is important to
identify those companies with
pricing power given the risk to
margins that higher input costs
and wages pose, as these will be
better placed to weather the storm.
However, we do not believe that
inflation poses a systemic risk for
markets yet as the willingness of
central banks to start raising rates in
response to inflationary pressures
should help to mitigate any sell-off
at the long end of government bond
yield curves. There is still a role for
bonds in portfolios.
Omicron variant of Covid-19
remains a concern
Covid-19 continues to cause
volatility, with the latest variant,
Omicron, renewing these concerns.

It is important to step back and
acknowledge that we've come a long
way since the first quarter of 2020.
Levels of immunity are considerably
higher, even in the face of mutations;
governments have become more
experienced and react more quickly;
and the processes of how to develop
new vaccines are increasingly efficient
and streamlined. Market participants
have also developed a framework to
consider the virus.

Covid-19 continues to
cause volatility, with the
latest variant, Omicron,
renewing these concerns.
We have moved on significantly from
the extreme uncertainty of early
2020. Nevertheless, Omicron has led
to partial lockdowns and it'll be a slow
start to the year in terms of growth.
In an ideal world, we would be
seeing a strong synchronised global
economic recovery, but the onset of
Omicron makes this less likely. The
one area that could surprise is China
where, unlike other major economies,
policy is turning stimulative.

allowing us some reprieve from
cyclical volatility. Those stabilisers will
be coming off in 2022 and the private
sector will have to take on the baton
of growth. At the same time, rising
rates will put pressure on the frothier
parts of the market, prompting
rotation and volatility. The times they
are a-changing, opportunities remain
but the ability to be flexible and
nimble will be key.
My more technical colleagues would
describe the potential distribution
of outcomes as "platykurtic", a more
muted upside with elevated risks. In
more simple terms, diversify your risk
- this is not a time for big bets.
Best wishes for 2022

Johanna Kyrklund

As fiscal support is reined in,
the private sector will have to
take on the baton of growth
In recent years, we compared the
global economy to a "wobbly bicycle",
where a lack of economic momentum
left us vulnerable to being blown
off course by any gust of wind. The
pandemic forced governments to
put stabilisers on the wobbly bicycle,

Watch Johanna’s
video update
using this QR code
or click here

Schroders CIO Lens

5

SUSTAINABILITY VIEWS THIS QUARTER

Sustainability views this quarter
According to analysis by Bloomberg, ESG assets soared to an unprecedented $37.8
trillion by the end of 2021 and are predicted to grow to $53 trillion by 2025, which
would be a third of all global assets under management.
This rise is mirrored by a growing interest in ESG more generally. For example, the
number of Google searches of the term “ESG” has grown exponentially in the last
couple of years.
That escalating interest is reflected in demands on investment managers. There
are no ifs and buts about sustainability anymore. It is now all about how you do it,
how you implement it, and how you report on what you have done. This is why we
expect an intensifying debate on what a robust sustainable investment process
should look like. This underpins the investment we have made over many years in
research, analysis, active ownership and information systems.

Andy Howard
Global Head of
Sustainable Investment

The connection between investment returns and sustainable outcomes is becoming deeper and stronger. Companies’
licenses to operate, the sustainability of their business models, and the returns to their investors are increasingly
interconnected.
How companies impact societies and the environment is not just an academic question, it is an increasingly tangible
issue. Carbon pricing, plastics, minimum wages, tax avoidance – these are all factors that are translating into corporate
financial statements, not just social costs.

ESG priorities to watch – including climate change, biodiversity and natural resource constraints
Climate change has long been a focal point for sustainable investment and is, undoubtedly, a critical concern.
But exponentially increasing pressure on finite environmental resources is exposing cracks across a spectrum of
environmental dimensions, bringing a wider range of natural capital issues into focus.
The UN’s COP 15 summit – the biggest biodiversity summit in a decade, which is focused on drawing up a plan to slow
and reverse damage to nature – is due to reconvene in April this year in China after Covid-19 delays. We will be watching
for a Paris-style agreement for nature considering how dramatic the increase in human impacts on the environment
has been since the 1970s.
Last year’s COP 26 climate summit in Glasgow underlined the growing expectations on the private sector to pick up the
mantle of action. So, it is now companies rather than governments making commitments around sustainability issues
such as carbon emissions, deforestation and methane.
Asset managers have an ability to engage with companies to drive change and different outcomes, and to hold them
to account. We welcome the role we have to play in pushing portfolio companies to transition as the global economy
decarbonises. Our active ownership team has set climate change and biodiversity and natural resource constraints as
key priorities for engagement in 2022.
Read more about our six key themes for active ownership here.

Increasing regulatory scrutiny globally hitting all parts of the value chain
While companies’ sustainability practices and ambitions are becoming subject to greater scrutiny by asset
managers, the sustainability practices of asset managers themselves are coming increasingly under the regulatory
lens.
Sustainable finance regulation keeps evolving at a dizzying pace and 2022 will be no different to last year. Indeed,
one pattern that we see is that what used to be a predominantly EU phenomenon is increasingly “spilling over”
to other regions, and most notably Asia. At the heart of this is transparency and the robustness of sustainability
claims.
And it is not just asset managers who are now increasingly scrutinised. Everyone in the investment value chain is facing
similar levels of regulatory change over sustainability practices. For example, asset owners such as pension funds and
insurance companies are targeted by the same or similar transparency and risk management obligations as asset
managers.
Read more about the fast pace of sustainable investing regulation here.

6

Schroders CIO Lens

MOST READ CONTENT THIS QUARTER

Most read content this quarter
Could global cities be the cause of, and solution to,
climate change?
Homer Simpson once famously said: “here's to alcohol: the cause of,
and solution to, all of life's problems”. To paraphrase Springfield’s
most famous resident, we could say a similar thing about big cities
and climate change.
Tom Walker
Co-Head of Global Listed Real Assets

Read the full article here

Is the energy crisis bad for climate change investors?
The global economy is currently facing an acute energy shortage,
with oil, gas, coal, and power prices around the world rising to
all-time highs. The situation is perhaps best summarised by the
chart below. It highlights the combined cost of energy sources as a
percentage of global gross domestic product (GDP).
Simon Webber
Lead Portfolio Manager,
Global and International Equity

Read the full article here

Two charts that show why you should ignore China’s index
Following the regulatory crackdown and increased government
intervention in markets, I am frequently being asked whether the
Chinese stock market is now uninvestable for overseas investors.
Read the full article here

Robin Parbrook
Co-Head of Asian Equity Alternative

Who will win the EV charger race?
Sales of electric vehicles (EVs) have been remarkably strong recently.
In the 12 months to June 2021, sales of EVs were more than 160%
higher than in the same period a year earlier and were up by more
than 130% in the comparable period in 2019 (according to BNEF data).
Isabella Hervey-Bathurst
Portfolio Manager,
Global Climate Change Fund

Read the full article here
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OVERALL ASSET ALLOCATION VIEWS

Overall asset allocation views
maximum negative

neutral

positive

maximum positive

Equities

Government bonds Credit

Commodities

The news around the
Omicron variant has
improved, but the Federal
Reserve (Fed) is back in
play. While we remain
invested for now, it
remains to be seen how
aggressive the Fed will
combat rising inflation.

Compared to last quarter,
we have upgraded our
duration view to a single
negative score. While
the strength of cyclical
momentum has diminished,
peak global liquidity appears
to be behind us. Hawkish
rhetoric by central banks
solidifies our conviction on
imminent policy tightening.
Despite the recent sell-off,
valuations are still expensive
relative to our models.

We remain positive on
commodities as countries
worldwide re-open and
supply remains tight given
underinvestment across
many sectors. At the same
time, this asset class acts
as a hedge if inflation rises
more rapidly than expected.

Importantly, we expect the
delivery of solid earnings
growth will more than
offset the impact of higher
bond yields and tightening
of monetary policy by
central banks.

31 December 2021
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Within the sovereign bond
universe, we are negative
on the US Treasuries and
Japanese government
bonds but neutral on UK
gilts and German Bunds.
We are still positive on EM
debt (EMD) denominated
in USD but are neutral
on EMD denominated
in local currency.

We have upgraded credit to
neutral with fundamentals
continuing to improve.
We expect this to persist,
translating into relatively
low default projections
in developed markets.
But valuations remain
expensive particularly in
the US investment grade
(IG) bond market, so there
is less room for further
spread compression.
Meanwhile, we are
positive on European
credit but neutral on
the US. Fundamentals
are more supportive in
Europe compared to the
US market, which is further
underpinned by the ECB’s
accommodative policy.

Among the commodity
sectors, we have stayed
positive on energy and
industrial metals while
neutral on agriculture
and precious metals.

REGIONAL EQUITY VIEWS

Regional equity views
Q1 2022

maximum negative

negative

neutral

positive

maximum positive

Equities
US

UK

Europe ex. UK

Japan

Despite valuations being
expensive relative to history
and their peers, US equities
remain one of our preferred
markets given the strength
of the recovery. There are
also many companies in
the S&P 500 that still have
pricing power to offset
higher costs.

UK equities continue to
offer attractive valuations
relative to history and
other developed markets.

We have downgraded
European ex UK equities
from our maximum
positive stance last
quarter. Compared to
elsewhere, fiscal and
monetary policy remains
supportive with fiscal
spending still significant
this year. The weakness
in the currency is also a
tailwind for the market.

The recent fiscal stimulus
announcement along
with monetary policy
remaining accommodative
are positives for the
Japanese market.

Against this backdrop
where policy is being
tightened, the currency
could be less supportive
of the market. In
particular, a firmer sterling
presents a headwind
to the FTSE 100 index
given its high exposure
to overseas revenues.

But we remain on the
side-lines, as economic
activity in the region is
being hampered by the
impacts of Omicron.
Meanwhile, the exposure
of Europe ex UK equities
to cyclical sectors, such as
industrials, are vulnerable
to a slowdown in global
growth momentum.

However, the strength of
the recovery is hampered by
manufacturers struggling
to boost production due to
supply-chain bottlenecks.
This is likely to be
exacerbated by Omicron.

China

Asia ex. Japan

Emerging markets

Valuations have
cheapened recently so
the market is looking
fair compared to history,
especially for longer
term investors.

We continue to like the
long-term story for Korea
and Taiwan as their
manufacturing outlook
remains bright, with low
semi-conductor inventories
and an environment of
high global demand.
At the same time,
the region is looking
more attractive from a
valuation perspective.

We have upgraded
emerging markets
equities to neutral. They
continue to offer attractive
valuations compared
to other markets, with
recent valuations turning
even more compelling,
particularly outside of Asia.

Meanwhile, we continue
to expect earnings growth
to be delivered to balance
against elevated valuations
and the tightening of
monetary policy by the Fed.
Moreover, we believe the
hurdle to beat earnings
expectations in the coming
quarters are reasonable.

But in the short-term,
moderating Chinese
growth and concerns over
the property sector remain
headwinds for the market.
However, there are some
tentative signs that the
easing in credit growth has
stabilised. We also expect
looser monetary policy
in China this year to be
supportive of the market.

But both fiscal and
monetary policy has turned
less accommodative.
The Bank of England
(BoE) is expected to
increase interest rates
again this year.

But continued supply chain
issues are undermining
manufacturing activity for
these economies.

The potential depreciation
of the currency is also a
tailwind for the region given
the importance of exporters
to the market.

There are also some
signs of improvement in
economic activity showing
in the region especially
in countries outside
China. But we remain
cognisant of a hawkish
Fed and a potentially
stronger US dollar.

31 December 2021
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FIXED INCOME VIEWS

Fixed income views
Q1 2022

maximum negative

negative

neutral

positive

maximum positive

Bond and credit
Government

Investment grade
(IG) corporate

High yield (HY)

Among the sovereign debt markets,
we remain underweight US
Treasuries. We expect the US curve
to flatten and shift higher driven
by a maturing economic cycle and
policy normalisation. Valuations
are still expensive compared
to our fair value estimation.

Our positioning on European IG
credit has become positive while
we have upgraded US IG credit to
a neutral stance.

We have upgraded our rating for
US HY credit from a negative to
a neutral score. Recent spread
tightening, improvement in
fundamentals and valuations have
led us to turn more constructive on
the sector.

With German Bund yields recently
returning to pre-pandemic levels,
we have turned neutral on this
market. This comes despite a
continued monetary divergence
between the European Central
Bank (ECB) and the Fed.
Meanwhile, gilt yields have moved
a significant way in recent weeks
as investors expect more interest
rate rises against a backdrop of
rising inflation. As a result, we are
upgrading the market to a neutral
stance on valuation grounds.
On Japanese government
bonds (JGBs), we have kept an
underweight position. This is
because this market is offering
negative yields, which provide
poor value in a portfolio context.

On the US IG sector, valuations
remain expensive and there is
limited room for further spread
compression and the market is
vulnerable to rising bond yields.
But we see some room for spread
stability and to harvest carry in
this environment.
In Europe, fundamentals and
technicals are more supportive
compared to the US market. For
instance, there is greater M&A
activity among the companies in the
US IG sector, which should drive
increase supply going forward.
Meanwhile, the European IG market
remains underpinned by the ECB.

Inflation-linked

We have retained our neutral score
on US inflation-linked bonds. The
base effects from commodity prices
are likely to ease as we move into
2022. In addition, the tightening
of monetary policy by the Fed is
likely to keep a lid on inflation
expectations further out.
But the risks to the inflation outlook
remains to the upside. In particular,
lockdown restrictions due to
Omicron are likely to worsen and
extend bottlenecks in the supply
chains next year.

31 December 2021
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For European HY credit,
fundamentals appear stronger
than the US given lower leverage
and better interest coverage. This
market also has support from ECB’s
accommodative policy.

EMD
Denominated in USD: Despite
concerns in the Chinese high yield
market, we remain cautiously
optimistic as EM corporates continue
to offer attractive valuations, with
high yield providing the most
potential in terms of further spread
tightening. On the sovereign side,
in spite of Covid concerns, the HY
market is looking more compelling
as HY credit spreads relative to the
IG sector are trading close to tenyear highs.

Denominated in local currency:
We have upgraded our positioning
on local EMD to a neutral stance.
Valuations and carry are compelling,
with the yield differential between
emerging markets and developed
market trading at its highest
levels in the post-GFC era. Many
emerging market countries are
also further along the path of
monetary policy normalisation.

COMMODITIES VIEWS

Commodities views
Q1 2022

maximum negative

negative

neutral

positive

maximum positive

Commodities

With regards to the energy sector,
we remain positive and expect prices
to grind higher. Despite ongoing
growth concerns due to Omicron,
the demand for oil continues to
return. Global inventories also
continue to be drawn down as the
market remains in deficit.
We have stayed positive on industrial
metals. Despite demand slowing
in China, demand in the rest of the
world should recover strongly as
activity normalises. Policy stance
in China has also turned more
proactive amid weakening data.
Meanwhile, metal inventories remain
low, which should support prices.
On agriculture, we have stayed
neutral. Agricultural prices have
come off historical highs, but
they remain elevated. Expected
yields on US soybean and corn
crops have rebounded for this
harvest. But a spike in fertiliser
prices risks a decrease in
expected supply this year.
We have remained neutral on
precious metals, as we believe
prices to be range-bound. A firmer
US dollar and the tightening in
monetary policy by the Fed are
headwinds to the gold price.
But gold appears better priced
against real yields, which may
be attractive if we have reached
peak Fed hawkishness.

31 December 2021

Schroders CIO Lens

11

PRIVATE ASSETS VIEWS

Private assets views
Q1 2022

Private equity

Nils Rode
Chief Investment Officer,
Private Assets

Private equity has attracted capital
inflows throughout the pandemic and
performance has been very strong.
The active ownership of private
equity assets and its industry split particularly the high representation
of healthcare and tech – meant the
pandemic had a very limited impact
and allowed private equity to thrive.
Looking ahead, we believe the “longtail” of private equity transactions
offers great opportunities for next year.
We think small/mid-sized and venture
capital deals offer greater scope to
deliver value than larger transactions,
where there is greater competition.
We continue to see healthcare,
technology and consumer as the three
most interesting sectors within buyouts.
Even though competition for such deals
has further increased given the boost
that the pandemic has given to these
sectors, we continue to see attractively
priced opportunities in the small and
mid-sized segment of the market.
On the venture and growth capital side,
we see more opportunities to capture
the complexity premium in earlier
stages compared to later stages. We
see the most attractive opportunities for
disruption across technology, healthcare,
and climate tech. One emerging theme
in technology is “the future of work” as
many companies will have a permanent
hybrid work environment with officebased and remote teams. Within
healthcare, we are exploring companies
focused on drug discovery platforms
with potential break-through therapies
in solid tumours, cardiovascular, and
organ regeneration. Climate tech is one
of the new emerging themes focused on
technologies that reduce CO2 emissions.
There are two other areas we would
single out: Emerging markets and GPled transactions. As many developing
economies emerge from the pandemic,
we are seeing opportunities to meet
funding and capacity gaps. GDP and
demographic trends mean certain
emerging markets are maturing at an
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impressive rate. The “GP-led” market
is another interesting space. GP-led
transactions allow fund managers
to keep and develop some of their
most attractive portfolio companies
for a longer time period than they
would otherwise be able to do. They
represent an increasingly important
share of the secondaries market.

Private debt
As with most other areas of private
assets, we believe investors in
private debt can gain a competitive
edge by seeking out more
specialist, unique deals or those
in harder-to-access markets.
In securitised credit we are seeing the
best opportunities in sectors that have
strong fundamentals, like consumer
and housing, as well as sectors that
require capital to reposition ahead of
change (real estate). With the ability
to own securitised debt, to lend or
to finance, there is the flexibility to
move across credit opportunities,
technical opportunities, or to capitalise
on more complex structures or
assets and to provide liquidity.
As banks are adjusting their risk
appetite, there are continued
opportunities for direct lending to step
in and fill the gap. We see attractive
direct lending opportunities in the
US, Europe and Asia-Pacific. Less
mature markets can be particularly
attractive. An example is Australia,
where there are unique structures with
comparatively low leverage, and lots of
value in smaller loan size range while
for larger transactions, we are seeing
the terms and conditions being eroded.

PRIVATE ASSETS VIEWS

Private assets views
Q1 2022

Infrastructure

Real estate

Within infrastructure, the energy
transition, digitalisation and essential
infrastructure are the most interesting
sectors in our view. Furthermore,
we observe that for mid-sized deals,
dynamics are more attractive than for
large transactions, both in terms of
valuations and in terms of the ability to
deploy capital in a timely manner.

The pandemic saw many supply chains
strengthened by holding more stock
and substituting with local supply,
and there has been a huge increase
in healthcare investment. All of this
has been good news for data centres,
laboratories, logistics, self storage
and vertical farms. Conversely, it has
been negative for business hotels,
traditional offices and in-store retail.

Infrastructure has moved beyond stake
ownership in regulated utilities and
public projects like roads, schools,
bridges, hospitals. Investors in modern
infrastructure markets need to actively
manage assets, and view them
as ecosystems.
The best investors see the incremental
value beyond an asset’s principal usage.
Why can’t a rail network or a power grid
be used to supply an additional service,
such as communication cables? Airports,
similarly, may be “anchored” by landing
fees, but the real value is achieved
through maximising the profit from the
shopping, food and beverages. The
more you try to treat the asset as a living,
breathing business rather than a set of
inflation-linked cashflows, the more likely
you are to drive additional value.
A natural extension of this mindset is
knowing the effect an asset has on
the surrounding world. In owning an
infrastructure asset we have been
given a social licence. Yes, there may
be a regulator to keep some people
honest and to meet the minimum
requirements in terms of delivery. We
take our social responsibility further.
We are very serious in our intent to
deliver the best services we can, within
the risk return profile. Infrastructure
assets are strategic and essential assets
for a community, and therefore require
a local perspective.
It’s important being on the ground,
to speak the language, to create
the trust needed to find under-theradar opportunities, and better risk/
return profiles.

However, we have also seen a
bifurcation of “haves and have-nots”
in the various sub markets. We expect,
for example, shop and shopping centre
rents in Europe to continue to fall
through 2022-2023 as retailers move
more of their business on-line. On
the other hand, rents on food stores
and out-of-town big box units selling
bulky goods should track inflation.
Similarly, we estimate that remote
working will cut office take-up in
Europe by around 15% in the shortterm. However, demand should
remain for offices which are energy
efficient, provide flexibility and are
attractive to skilled staff. This means
that prime office rents in some cities
- including Amsterdam, Frankfurt,
London and Stockholm - are likely to
increase over the next two years.
The main casualty will be secondary
offices in cheaper locations.
Here, rents are too low to make
refurbishment viable, especially given
the jump in the price of building
materials over the last 12 months.
The polarisation in demand by type
and quality within the retail and office
markets demonstrates that investors
need to treat each building as a
business in itself. This means offering
the right services and support to each
tenant. We believe that investors who
adopt a “hospitality” mindset will
achieve superior performance, both in
financial returns and ESG objectives.
With a focus on driving value through
operational expertise, we see
interesting investment opportunities
in the hospitality sector, living sector
(including social housing), but also
prime office and “last mile” industrial/
logistics that benefit from the new
trends in working, living and playing.

More detail on our private assets
views for 2022 can be found here
Schroders CIO Lens

13

ECONOMIC RISK SCENARIOS

Economic risk scenarios
Stagflationary risks predominate

When we are constructing portfolios
that invest across multiple assets classes,
it is important for us to understand
asset class valuations in the context of
the economic cycle. This requires us
to outline a baseline scenario that we
believe encapsulates our growth and
inflation expectations over the coming
year, and we revisit this quarterly.
Our baseline view may turn out not to
be true and so we also consider other
scenarios that might pose a risk to
our portfolios, and the deviation from
the baseline in terms of growth and
inflation expectations. We also take
views from our economists on the
probability of the baseline and each
scenario being correct.
Scenario probabilities
5%

5%
8%
2%

64%
16%

Baseline

Oil price shock

Creative destruction

China hard landing

Carbon tariffs

Supply side inﬂation

In our baseline scenario we expect
global growth to slow in 2022 (to 4%)
mainly driven by the US and China.
Slower growth in the US is due to a
fading of policy stimulus and pent-up
demand as well as higher inflation.
Whereas for China, slower growth
predominantly reflects tighter financial
conditions, weaker real estate activity
and consumer weakness from the
zero-tolerance strategy of Covid-19.
Although we have downgraded our
forecast for European growth, the
region is still expected to outperform
the US next year due to stronger
pent-up demand and consumption.
Meanwhile, growth in Japan and
Germany should pick up this year as
bottlenecks in the industrial sector
dissipate and fiscal policy supports
activity. Looking ahead to 2023, global
growth should slow further (to 3.2%)
driven by developed markets. While
growth in emerging markets (EM)
should slow, growth will likely remain
higher given a policy response from
China and more excess capacity in
wider EM. In terms of changes to
the forecast this quarter, the outlook
moves in a stagflationary direction as
we make broad based upgrades to
inflation, mainly driven by higher oil
prices and on-going cost pressures
stemming from supply bottlenecks. This
has a knock-on impact to the consumer
resulting in a downgrade for growth.

Source: Schroder Economics Group,
31 December 2021.

The macro impact of our baseline
scenario is that headline inflation in
the US is expected to remain elevated
in Q1 2022 at 6.2% as bottlenecks
persist pushing up core CPI to 5.6% y/y.
Thereafter inflation should fall through
2022 (to 5% by mid-2022 and 3% by the
end of the year) as commodity related
base effects wash through the index
and supply disruptions ease. Core CPI
inflation eases but stays above 2%
in 2022 and cyclical pressures build
again in 2023, edging up inflation to
2.3% in H2 2023. As the economic cycle
matures, we expect a tightening of
monetary policy. The Federal Reserve
(Fed) is on track to end QE in mid-2022.
We then expect the Fed to raise rates by
25 bps in December 2022 with a further
100 bps of rate hikes in 2023.
Meanwhile, a strong labour market
paves the way for the Bank of England
(BoE) to hike interest rates in Q1 2022
(taking the base rate to 0.5%). Lower
inflation and fiscal tightening lead to
a pause, which resumes in H2 2023.
The European Central Bank (ECB) ends
its pandemic emergency purchase
programme (PEPP) in Q1 2022, but
then boosts its pre-pandemic QE, which
continues through the forecast period.
The ECB and Bank of Japan (BoJ) are
expected to keep interest rates on hold
through to the end of 2023, the latter
under yield curve control. China is set to
continue to ease monetary policy cutting
the reserve requirement ratio (RRR) and
one-year loan prime rate (to 11% and
3.65%, respectively, by the end of 2022).

Scenario grid – growth and inﬂation deviations from baseline
Cumulative 2021-2023 Inﬂation vs. baseline forecast
2

Stagﬂationary

Reﬂationary

Supply side inﬂation
Oil price shock

1

Carbon tariffs
0

Baseline

China hard landing

Creative destruction

-1

-2

Deﬂationary
-2

Productivity boost
-1

Source: Schroder Economics Group, 31 December 2021.
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ECONOMIC RISK SCENARIOS

Deviations from Baseline: Summary of risk scenarios

Oil Price
shock

Summary

Macro impact

Strong demand meets tight supply in the
oil market, pushing the oil price to $120/
barrel, where it remains until the second
half of 2022. The knock-on impact to
demand helps the oil price to fall steadily
to $85/barrel by the end of 2023.

Stagflationary: Higher oil prices push up inflation further via
energy and input costs. This reduces disposable income and
hurts sentiment leaving households reluctant to drawdown
their savings, which has a knock-on impact on consumption.
Net exporters of oil gain from the terms of trade shock
and raise production. Central banks have different reaction
functions, with the Fed and the ECB hiking more than the
baseline, while the BoE moves a little slower in 2023.

The Covid-19 shock results in a permanent
increase in the adoption of technology
allowing businesses to improve efficiency.
Overall, the pandemic sparks new, more
efficient ways of working and those
Creative
destruction unemployed retrain and adapt to areas
where there is higher demand for labour.

China Hard
Landing

Carbon
tariffs

Supply side
inflation

Productivity boost: The world experiences higher
growth as productivity rises. However, an improvement
in supply keeps inflation falling towards sub-2% by
the end of 2023. Consequently, central banks remove
liquidity fairly slowly as in the baseline forecast,
but the Fed and ECB raise rates a little faster.

China re-starts its deleveraging drive
with the result that the authorities
overtighten policy. The credit impulse
continues to fall from here and in turn
this takes a toll on activity. Growth slows
to 1.5% by the end of 2022 as the RMB
slides to 7. Fiscal and monetary policy
is loosened, but the rebound sees
growth limited to under 4% in 2023.

Deflationary: Lower growth in China presents a demand
shock for the rest of the world who take a hit to their exports.
Inflation is also lower as a result of lower growth and lower
commodity prices. The People’s Bank of China (PBoC) respond
by cutting the one-year Loan Prime Rate (LPR) to 3% and the
RRR to 8% by the end of next year. The Fed and BoE still raise
rates in 2022 and 2023, but by less than in the baseline.

As pressure continues for policymakers to
fight climate change, the major developed
economies decide to enact 25% tariffs
on goods with a high carbon content
in production. Tariffs are implemented
one year after the COP meeting in Q4
2022. The policy also gets the support
of protectionists who would like to see
more onshoring. China faces the brunt of
the tariffs, given it has the highest total
carbon emissions embodied in exports,
while India is also pressured to make a
greater effort to reduce carbon emissions.

Stagflationary: As the policy measures are announced, the
US and China get a boost as countries attempt to stockpile
imports though this pushes up import and commodity
prices. As consumers are faced with higher prices, real
disposable income falls along with demand. In turn, weaker
trade weighs on global growth. In the short term, capital
expenditure is also paused by the need for firms to review
their supply chains to greener energy sources. In China, the
renminbi is allowed to weaken in order to absorb some of
the increase in tariffs; however, more punitive levies follow.
These reverberate through the supply chain causing economic
growth to slow. Responding to weaker growth, the Fed waits
to 2023 to hike rates and China cuts rates by more than the
baseline. Meanwhile the BoE and ECB respond to higher
inflation hiking rates in 2023 by more than the baseline.

The current bottlenecks in the industrial
sector last for longer than expected and
have knock-on impacts through global
supply chains. Commodity markets also
struggle with supply shortages. As vaccine
immunity fades, countries struggle with
Covid-19 variants leading to restrictions
which amplify the disruption in supply and
cause labour shortages. Meanwhile the
labour participation rate in the US does
not improve, while mismatch between
worker skills and jobs in the post covid
economy means the NAIRU rises and
available slack is less than in the baseline.

Stagflationary: Commodity prices continue to rise due to
shortages in supply. This adds to inflation and energy price
base effects do not wash out. Meanwhile, this feeds through
to underlying inflation, which is also pushed up from supply
side constraints and higher costs through global supply
chains. Even though growth slows through 2022, demand
still outpaces supply in the labour market and wages rise.
This results in persistent inflation above 5% in the US through
2022 leaving the Fed hiking interest rates to 1.5% by the
end of the year and 2.75% by the end of 2023. All other
central banks hike rates in this scenario except the BoJ.

Source: Schroders Economics Group. 31 December 2021.
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MARKET RETURNS

Market returns

Equity

EM equity

Governments
(10-year)

Commodity

Credit

EMD

Currencies

Total returns

Currency

December

Q4

2021

US S&P 500

USD

4.5

11.0

28.7

US Nasdaq 100

USD

1.2

11.3

27.5

UK FTSE 100

GBP

4.8

4.7

18.4

EURO STOXX 50

EUR

5.8

6.5

24.1

German DAX

EUR

5.2

4.1

15.8

Spain IBEX

EUR

5.2

-0.3

10.8

Italy FTSE MIB

EUR

5.9

7.7

27.3

Japan TOPIX

JPY

3.4

-1.7

12.7

Australia S&P/ ASX 200

AUD

2.7

2.1

17.2

HK HANG SENG

HKD

-0.3

-4.7

-11.8

MSCI EM

LOCAL

1.5

-0.8

0.1

MSCI China

CNY

-3.2

-6.2

-21.6

MSCI Russia

RUB

-1.4

-6.5

21.6

MSCI India

INR

2.6

0.0

28.9

MSCI Brazil

BRL

3.0

-4.3

-11.2

US Treasuries

USD

-0.1

0.9

-2.4

UK Gilts

GBP

-1.4

0.7

-5.7

German Bunds

EUR

-1.6

-0.2

-3.3

Japan JGBs

JPY

-0.1

0.1

0.0

Australia bonds

AUD

0.8

-1.2

-4.3

Canada bonds

CAD

1.6

1.2

-5.2

GSCI Commodity

USD

7.6

1.5

40.4

GSCI Precious metals

USD

2.9

4.1

-5.1

GSCI Industrial metals

USD

5.0

6.7

29.6

GSCI Agriculture

USD

3.0

5.8

24.7

GSCI Energy

USD

11.0

-1.3

60.7

Oil (Brent)

USD

11.4

-0.2

51.1

Gold

USD

2.4

3.5

-4.0

Bank of America/ Merrill Lynch US high yield master

USD

1.9

0.7

5.4

Bank of America/ Merrill Lynch US corporate master

USD

-0.2

0.2

-1.0

JP Morgan Global EMBI

USD

1.4

0.0

-1.5

JP Morgan EMBI+

USD

1.8

-0.3

-4.5

JP Morgan ELMI+

LOCAL

0.3

0.8

2.6

Spot returns

Currency

December

Q4

2021

EUR/USD

1.0

-1.9

-7.1

EUR/JPY

2.5

1.3

3.7

USD/JPY

1.4

3.2

11.5

GBP/USD

2.4

0.5

-0.9

USD/CNY

-0.3

-1.5

-2.1

USD/AUD

-2.5

-0.6

6.1

USD/CAD

-1.5

-0.3

-0.9

Source: Refinitiv Datastream, Schroders Economics Group. 31 December 2021.
Note: Blue to red shading represents highest to lowest performance in each time period.
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Important information
Marketing material for professional clients only. Investment
involves risk.
This material is for professional investors or advisers
only. It is not to be provided to retail clients. Investment
involves risk.
Any reference to sectors/countries/stocks/securities are for
illustrative purposes only and not a recommendation to
buy or sell any financial instrument/securities or adopt any
investment strategy.
The material is not intended to provide, and should not be
relied on for, accounting, legal or tax advice, or investment
recommendations.
Reliance should not be placed on any views or information
in the material when taking individual investment and/or
strategic decisions.
Past Performance is not a guide to future performance and
may not be repeated.
The value of investments and the income from them may
go down as well as up and investors may not get back the
amounts originally invested. Exchange rate changes may
cause the value of investments to fall as well as rise.
Schroders has expressed its own views and opinions in this
document and these may change.
Information herein is believed to be reliable but Schroders
does not warrant its completeness
or accuracy.
Insofar as liability under relevant laws cannot be excluded,
no Schroders entity accepts any liability for any error or
omission in this material or for any resulting loss or damage
(whether direct, indirect, consequential or otherwise).
This document may contain “forward-looking” information,
such as forecasts or projections. Please note that any such
information is not a guarantee of any future performance
and there is no assurance that any forecast or projection
will be realised.
This material has not been reviewed by any regulator.
Not all strategies are available in all jurisdictions.
Schroders may record and monitor telephone calls for
security, training and compliance purposes.
For readers/viewers in Argentina: Schroder Investment
Management S.A., Ing. Enrique Butty 220, Piso 12,
C1001AFB - Buenos Aires, Argentina. Registered/Company
Number 15. Registered as Distributor of Investment Funds
with the CNV (Comisión Nacional de Valores). Nota para los
lectores en Argentina: Schroder Investment Management
S.A., Ing. Enrique. Butty 220, Piso 12, C1001AFB - Buenos
Aires, Argentina. Inscripto en el Registro de Agentes de
Colocación y Distribución de PIC de FCI de la Comisión
Nacional de Valores con el número 15.
For readers/viewers in Brazil: Schroder Investment
Management Brasil Ltda., Rua Joaquim Floriano, 100 – cj.
142 Itaim Bibi, São Paulo, 04534-000 Brasil. Registered/
Company Number 92.886.662/0001-29. Authorised as an
asset manager by the Securities and Exchange Commission
of Brazil/Comissão de Valores Mobiliários (“CVM”) according
to the Declaratory Act number 6816. This document is
intended for professional investors only as defined by the
CVM rules which can be accessed from their website www.
cvm.gov.br.
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For readers/viewers in Switzerland: Marketing material for
professional clients and qualified investors only. This document
has been issued by Schroder Investment Management
(Switzerland) AG, Central 2, CH-8001 Zurich, Switzerland a fund
management company authorised and supervised by the Swiss
Financial Market Supervisory Authority FINMA, Laupenstrasse 27,
CH-3003 Bern.
For readers/viewers in the European Union/European
Economic Area: Schroders will be a data controller in respect
of your personal data. For information on how Schroders might
process your personal data, please view our Privacy Policy
available at www.schroders.com/en/privacy-policy or on request
should you not have access to this webpage. Issued by Schroder
Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736
Senningerberg, Luxembourg. Registered No. B 37.799.
For readers/viewers in the People’s Republic of China: Issued
by Schroder Investment Management (Shanghai) Co., Ltd. Unit
33T52A, 33F Shanghai World Financial Center, 100 Century
Avenue, Pudong New Area, Shanghai, China, AMAC registration
NO. P1066560. Regulated by Asset Management Association of
China (“AMAC”) This material has not been reviewed by the AMAC.
For readers/viewers in the United Arab Emirates: Schroder
Investment Management Limited, located in Office 506, Level 5,
Precinct Building 5, Dubai International Financial Centre, PO Box
506612 Dubai, United Arab Emirates. Regulated by the Dubai
Financial Services Authority. This document is not subject to any
form of approval by the DFSA. Accordingly, the DFSA has not
approved any associated documents nor taken any steps to verify
the information and has no responsibility for it. This document
is intended to be for information purposes only and it is not
intended as promotional material in any respect. This document
is intended for professional investors only as defined by the DFSA
rules which can be accessed from their website www.dfsa.ae.
For readers/viewers in the United Kingdom: Schroders will be a
data controller in respect of your personal data. For information on
how Schroders might process your personal data, please view our
Privacy Policy available at www.schroders.com/en/privacy-policy
or on request should you not have access to this webpage. Issued
by Schroder Investment Management Limited, 1 London Wall
Place, London EC2Y 5AU. Registered Number 1893220 England.
Authorised and regulated by the Financial Conduct Authority.
Note to readers/viewers in Australia: Issued by Schroder
Investment Management Australia Limited Level 20, Angel Place,
123 Pitt Street, Sydney NSW 2000 Australia ABN 22 000 443 274,
AFSL 226473. It is intended for professional investors and financial
advisers only and is not suitable for retail clients.
Note to readers/viewers in Hong Kong S.A.R.: This document
is intended to be for information purposes only and it is not
intended as promotional material in any respect. This document
is intended for professional investors only as defined by Securities
and Futures Ordinance (“SFO”) (and any rules made thereunder)
or as otherwise permitted under the Hong Kong laws. Issued by
Schroder Investment Management (Hong Kong) Limited. Level 33,
Two Pacific Place, 88 Queensway, Hong Kong. This material has
not been reviewed by the Securities and Futures Commission of
Hong Kong.
Note to readers/viewers in Indonesia: This document is
intended to be for information purposes only and it is not intended
as promotional material in any respect. This document is intended
for professional investors only as defined by the Indonesian
Financial Services Authority (“OJK”). Issued by PT Schroder
Investment Management Indonesia Indonesia Stock Exchange
Building Tower 1, 30th Floor, Jalan Jend. Sudirman Kav 52-53
Jakarta 12190 Indonesia PT Schroder Investment Management
Indonesia is licensed as an Investment Manager and regulated by
the OJK. This material has not been reviewed by the OJK.
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For readers/viewers in Israel: Note regarding the Marketing
material for Qualified Clients or Sophisticated Investors only.
This communication has been prepared by certain personnel of
Schroder Investment Management (Europe) S.A (Registered No.
B 37.799) or its subsidiaries or affiliates (collectively, “SIM”). Such
personnel are not licensed by the Israeli Securities Authority.
Such personnel may provide investment marketing, to the extent
permitted and in accordance with the Regulation of Investment
Advice, Investment Marketing and Investment Portfolio
Management Law, 1995 (the “Investment Advice Law”). This
communication is directed at persons (i) who are Sophisticated
Investors (ii) Qualified Clients (“Lakoach Kashir”) as such term
is defined in the Investment Advice Law; and (iii) other persons
to whom it may otherwise lawfully be communicated. No other
person should act on the contents or access the products or
transactions discussed in this communication. In particular, this
communication is not intended for retail clients and SIM will not
make such products or transactions available to retail clients.
Note to readers/viewers in Japan: Issued by Schroder
Investment Management (Japan) Limited 21st Floor, Marunouchi
Trust Tower Main, 1-8-3 Marunouchi, Chiyoda-Ku, Tokyo 100-0005,
Japan Registered as a Financial Instruments Business Operator
regulated by the Financial Services Agency of Japan (“FSA”). Kanto
Local Finance Bureau (FIBO) No. 90 This material has not been
reviewed by the FSA.
Note to readers/viewers in Malaysia: This document has not
been approved by the Securities Commission Malaysia which
takes no responsibility for its contents. No offer to the public to
purchase any fund will be made in Malaysia and this presentation
is intended to be read for information only and must not be
passed to, issued to, or shown to the public generally. Schroder
Investment Management (Singapore) Ltd does not have any
intention to solicit you for any investment or subscription in any
fund and any such solicitation or marketing will be made by an
entity permitted by applicable laws and regulations.
Note to readers/viewers in Singapore: This document is
intended to be for information purposes only and it is not intended
as promotional material in any respect. This document is intended
for professional investors only as defined by Securities and Futures
Act to mean for Accredited and or Institutional Clients only,
where appropriate. Issued by Schroder Investment Management
(Singapore) Ltd (Co. Reg. No. 199201080H) 138 Market Street #2301 CapitaGreen, Singapore 048946. This document has not been
reviewed by the Monetary Authority of Singapore.
Note to readers/viewers in South Korea: Issued by Schroders
Korea Limitedn26th Floor, 136, Sejong-daero, (Taepyeongno 1-ga,
Seoul Finance Center), Jung-gu, Seoul 100-768, South Korea .
Registered and regulated by Financial Supervisory Service of Korea
(“FSS”)This material has not been reviewed by the FSS.
Note to readers/viewers in Taiwan: Issued by Schroder
Investment Management (Taiwan) Limited 9F., No. 108, Sec. 5,
Xinyi Road, Xinyi District, Taipei 11047, Taiwan. Tel +886 2 27221868 Schroder Investment Management (Taiwan) Limited is
independently operated. This material has not been reviewed by
the regulators.
Note to readers/viewers in Thailand: This document has not
been approved by the Securities and Exchange Commission which
takes no responsibility for its contents. No offer to the public to
purchase any fund will be made in Thailand and this presentation
is intended to be read for information only for professional
investors as defined by regulations and it is not intended as
promotion material in any respect. It must not be passed to,
issued to, or shown to the public generally. Schroder Investment
Management (Singapore) Ltd does not have any intention to solicit
you for any investment or subscription in any fund and any such
solicitation or marketing will be made by an entity permitted by
applicable laws and regulations.
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