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HOUSE VIEWS

Strong recovery to continue in advanced economies. Growth will probably be lower after this year's rebound
but should remain dynamic. Company and household finances look strong and built-up savings should keep
consumption ticking over. Monetary and financial conditions are also helpful, with real interest rates still clearly
negative. Prices remain under upward pressure from base effects, supply chain tensions and labour supply
inelasticity, but these all should gradually decline allowing inflation to ease back in the New Year; though it is
likely to exceed central bank targets for some months yet. Another COVID wave could pose a threat to mobility,
but greater vaccine take-up and new treatments should limit its reach.

A higher-growth environment will bring higher inflation – albeit mostly short-lived – prompting central
banks in several countries to shift to a restrictive monetary policy stance. The Federal Reserve (Fed) will likely
continue tapering its asset purchase programme and will start hiking rates in 2022, despite this, compared to its
long-term history the monetary policy in context remains exceptionally loose. The European Central Bank (ECB),
meanwhile, will likely stick to its highly accommodative policy as Eurozone inflation remains more modest.
Although rate hike expectations at the next meeting have reduced for the Bank of England, we are still likely to
see interest rates increasing at some point in the next few months to regain credibility following confusing policy
messages.

We are moderately risk-on with a continued preference for equities in most strategies. We believe the case
for risk-taking is well supported given a robust strong economic backdrop and continued positive momentum for
risk assets. Nonetheless, we are wary of expensive valuations and risks from factors such as the Omicron variant,
stubbornly high inflation, the potential for central bank policy errors and Chinese real estate contagion.
Therefore, we continue to hold a stable of safe-haven assets including cash, government bonds, gold, and
defensive alternatives (e.g. low-volatility hedge funds, Tail Risk Protection Note).

In accordance with the applicable regulation, we inform the reader that this material is qualified as a marketing document. CA25/H1/21
Unless otherwise specified, all statistics and figures in this report were taken from Bloomberg and Datastream on 26/11/2021

Recovery To Continue into New Year
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PROCESS AND CONVICTIONS

Expensive valuations give us some cause for concern. As
such, we hold a stable of diversifiers (government bonds,
gold, hedge funds and a Tail Risk Protection Note) in order
to help offset downside risk.

We are moderately risk-on and have a bias towards equities,
which is well supported by a strengthening economic
backdrop and strong price momentum.

We favour regions that are likely to benefit from a cyclical
recovery. Equity exposure is tilted towards the Eurozone,
Japan and the UK.

Environmentally-linked policymaking, legislation and
consumer behaviour are irreversible. We favour companies
that are contributing positively to these themes.

Momentum 

Economic Scenario

Recovery

ExpansionSlowdown

Contraction

Valuations

CheapNeutralExpensive

Sentiment

Over-BearishNeutralOver-BullishNegative Positive

Our VaMoS™ framework puts our 
investment philosophy into practice
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OUR ASSET ALLOCATION

The table below presents the latest conclusions of the Kleinwort Hambros Investment Committee:

Source: Kleinwort Hambros 6-December-2021

*Duration: underweight/short = Up to 5 years, neutral/medium = 5-7 years, overweight/long = 7+ years. HY = High Yield bonds (higher return but 
greater risks), IG = Investment Grade bonds (higher quality but lower return)
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FIXED INCOME

Between a Rock and a Hard Place

Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and value
of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you
invest.

The advent of the new Covid variant upended plans for what could have been a coordinated, gradual
tightening of monetary policy. Central bankers find themselves in an uncomfortable position between
stubborn inflation and rising uncertainty, but we expect yields to continue rising in the medium term.

Sovereigns
US. The yield of the 10-year treasury note trended upwards throughout most of November to 1.65%, reflecting
strong stubborn inflation and expectations that the Federal Reserve (Fed) will start hiking rates by summer 2022.
The Fed had already announced its plans for tapering, cutting net securities purchases by USD 15 billion a month,
however the advent of the Omicron variant, the resulting bout of uncertainty, and stubbornly high inflation data
caused Fed Chair Jay Powell to suggest a more accelerated plan of action. Investors struggled to make sense of the
action and a volatile November saw yields dipping to 1.35% before recovering again to 1.46%. We expect the Fed to
begin a gradual cycle of funds rate hikes in H2 2022 as 10-year yields continue to rise and remain Underweight.

UK. As in the US, Omicron derailed the Bank of England’s latest rhetoric suggesting a sooner-rather-than-later
reversal of the historically low interest rate policy. Yields on 10-year gilts dropped accordingly from their highs of
120bps in October to 72bps in early December, erasing much of the summer’s upward trend. Nonetheless, we do
not see much additional downside potential and expect yields to return to positive momentum as the latest wave
of Covid uncertainty subsides. We are Underweight.

Eurozone. Sovereign yields dipped last month as the health picture took a turn for the worse. Yields on the 10-
year German Bund slid back below -0.3%. The European Central Bank (ECB) is likely to sustain security purchases
in 2022 with inflation set to drop back towards 2% and economic recovery easing back in some member states. We
remain Underweight Eurozone sovereign bonds.

Credit
Developed markets. Spreads widened somewhat in
response to fears for renewed economic restrictions
following the rise of Omicron as US Credit spreads over
government bonds exceeded 100bps for the first time
since March. Nonetheless, spreads remain exceptionally
tight by historical standards and offer limited protection
against further rate hikes. We are Underweight.

Emerging markets. EM debt markets remained
relatively calm all things considered. Alarming inflation
in Turkey and a looming real estate crisis in China did
not translate into a broader EM sell-off and even the
possibility of a new global wave of Covid cases fueled by
the new variant was taken in stride by investors.
Spreads rose marginally but do not sufficiently
compensate for inherent risks in our view. We are
Underweight.

Sources: KH, Bloomberg, 07/12/2021

Sovereign bonds yields (%)
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EQUITIES

Not the First Rodeo

Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and value
of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you
invest.

Even if the uncertainties concerning COVID and economic recovery could generate some volatility, the
context for risk assets will remain globally favorable. We continue to favour cyclically sensitive markets
with attractive valuations such as the Eurozone, Japan, and the UK.

United States. On 24th November, the day before South African scientists announced a new variant of the novel
Coronavirus, the US flagship equity index S&P 500 stood at just above 4,700 points, an all-time high. Chaos ensued
over the next few days as investors assessed the development, and the index lost -4% in value. 1.5 weeks later the
S&P stands just below 4,700 points, testing all-time highs. US stocks are exceptionally resilient, drawing support
from further earnings growth in 2022 in a still dynamic economy. Financial conditions remain generally helpful
despite Jay Powell’s changing rhetoric on accelerated tightening. Nonetheless, exceptionally high valuations
cause us some concern and we remain Underweight the US to seek more attractively valued opportunities
elsewhere.

United Kingdom. Over the two-week period following the November 24th announcement, the UK’s flagship
FTSE 100 index was the only one amongst its peers posting a positive return; +0.87%. High vaccination rates and a
sophisticated track-and-trace system should all but prevent new, strict Covid restrictions and the latest
uncertainty may sway the Bank of England to extend its loose interest rate policy a while longer despite high
inflation readings. We appreciate the attractive valuations and remain Overweight.

Eurozone. Attractively priced and with some of the best earnings outlooks of the main developed markets,
Eurozone equities continue to offer interesting upside. The latest wave of COVID cases has led some states to
clamp down in the run-up to Christmas, but higher vaccination rates and new treatments should limit the wave's
reach. We remain at Overweight.

Japan. Despite an exceptionally high vaccination rate and low case numbers Japan chose to impose strict
restrictions to counter the latest Omicron variant. In the medium term however, corporate earnings growth should
be helped by the stronger economic recovery that finally seems to be taking hold and Japanese equities remain
attractively priced for the time being. We are Overweight.

Emerging markets. While China's economy will
likely continue its slowdown in 2022, the authorities
look to have the fire-power to avoid any brutal crash.
On this reading, stocks look attractive given the still
healthy medium-term growth outlook for China and
wider Asia. We are Neutral.

Global Opportunities. Environmentally-focused
equities have huge impetus behind them, and we have
taken a meaningful position in most strategies. We aim
to capture the upside in irreversible trends in
environmentally linked policymaking, legislation and
consumer behaviour. As a result, we have invested in
companies at the forefront of natural resource
efficiency (e.g. renewable energy, energy efficiency,
sustainable agriculture and forestry) and the
protection of ecological integrity (e.g. water support
and technologies, waste management and recycling,
as well as pollution control).

Gross operating surplus

Sources: SGPB, Macrobond, Eurostat, BEA, ONS, 10/2021

100=19Q4
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CURRENCIES

Forward Looking

Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and value
of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you
invest.

It is unclear if the Bank of England (BoE) believes in forward guidance or not. Either way markets are trying 
to analyse every comment and will scrutinise the next BoE rate announcement. The US dollar is still 
leading the way as markets price in a hike for the end of next summer. 

Dollar index (DXY). The dollar strengthened 3.5% against a basket of G10 currencies in November as the
Federal Reserve is still expected to win the race in monetary tightening compared with most of the developed
world. The greenback has followed US yields higher, and it is not far away from overbought territory according to
momentum indicators. The Omicron Covid variant caused panic in the markets temporarily, but the disruption
seems to have been contained so far.

GBP/USD. Currently the futures market is pricing in a 23% chance of rate hike on 16th of December. The
likelihood of a rate hike has receded significantly, but the recent comments from the BoE have been somewhat
confusing. Labour data in November showed an improvement, and the next data release will be announced two
days before the rate decision. The UK workforce is still missing over 500,000 employees compared to the beginning
of the pandemic, and a close eye will be kept on wage inflation in the coming months. Overall, we remain Neutral
on the GBP as the BoE looks likely to keep pace with the Fed’s monetary tightening. We have adjusted our forecast
down from 1.3700 to 1.3500 to factor in the recent move to the downside.

EUR/USD. The euro lost over 4% versus the dollar and traded down to the 1.1200 level last month as the
worsening public health situation in Europe and prospects of a relatively more hawkish Fed have kept the euro
contained. Longer term, we believe the US' more advanced phase of policy tightening and growth gap compared
to the Eurozone should tip the scales toward a strengthening dollar. That said, in the near term there is space for
the single currency to challenge the 1.1400 level. Overall, we remain underweight the euro and have revised down
our forecast to 1.1600 for the first quarter of next year.

EUR/GBP. This currency cross is currently trying to break the 0.8600 level (GBP/EUR 1.1628). Brexit challenges
still appear to be having a limited affect on EUR/GBP. In our view the euro is still likely to make up some lost
ground as the pound has given up some of its 2021 gains. Considering this, our forecasts for next year have been
shifted upwards.

USD/JPY. The JPY ended the month at 115, down 1.5% on the month and 11% since the start of the year. This
weakness in the yen reflects the country's weak economic growth, hampered by health measures and various
economic uncertainties. That said, we remain Neutral on the JPY. The yen is still a safe-haven currency and
inflationary pressures remain low (0.1% underlying inflation in October).

Emerging Market FX against USD.
Emerging market currencies weakened sharply
against the dollar, the hardest hit being the
Turkish lira, which shed 20% during the month as
the Central Bank of Turnkey cut policy rates
despite inflation running at over 20%. Globally, the
prospect of Fed monetary tightening, a slowing
Chinese economy and rising political risks look like
a bad combination for emerging market
currencies.

Currencies variation over 1 month against USD  (%)

Sources: SGPB, Macrobond, 25/11/2021
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Commodities
Oil. The recent rise in the dollar, up 7% versus its currency basket year to date and 2% over the quarter, has halted
the spike in the oil price. Moreover, the US and China have agreed a coordinated release of strategic oil reserves to
try and drive prices down as well as OPEC+ – led by Saudi Arabia – sticking to their production increase targets.

Gold. The price of gold is 6% lower year-to-date. However, in a year in which equities rallied strongly, it makes
sense for safe-havens to have sold off - the Japanese yen suffered a similar fate, losing nearly 10% versus the US
dollar. Nonetheless, we continue to hold gold as valuations remain high for equities and real yields are well into
negative territory. Furthermore, we believe it provides important safety and diversification in multi-asset
portfolios, especially in the event of a sell-off in risk assets.

Hedge Funds. In unstable market conditions hedge funds can help a portfolio, but selectivity is key. We prefer
strategies which hold their own in bear markets, such as Merger Arbitrage, trend followers and Equity long/short.
These strategies provide relatively safe, uncorrelated sources of returns from equities, our most significant
allocation across balanced and growth multi-asset strategies and provided positive contributions to returns – and
lowered risk – especially during periods of volatility.

Income Producing. In Target Return strategies, we continue to hold attractive sources of income across a
broad range of alternative asset classes; specialist real estate (medical centres and student accommodation),
infrastructure (social, digital) and specialist lending (property, pharmaceutical royalties, economic infrastructure).

ALTERNATIVES

Diversification is still key

We remain Overweight on gold due to its safe-haven properties in the event of a market downturn. Hedge
funds offer another protection against turbulence. Elsewhere, pressure on commodities should ease back
to normal in 2022. Our Tail Risk Protection Note performed well over the recent market volatility spike.

Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and value
of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you
invest.

The recent rise in the dollar has slowed the rise 
in oil prices

Sources: SGPB, Macrobond, ICE, 2021

Tail Risk Protection Note. Tail risks are typically
understood as unlikely but severe crisis events which
shock markets and dramatically impact the value of risk
assets negatively. The dot-com bust at the turn of the
century and the Great Financial Crisis in 2008 and 2009
are examples of such events.

It is important to note that we do not have a heightened
sense of any tail risks materialising. Nonetheless, we are
cognisant that current valuations for most assets are
high, and this exacerbates the potential drawdowns in
the event of a risk event. We believe the Tail Risk
Protection Note offers our portfolios yet another critical
source of safety and complements the existing
diversifiers.

.
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This document is provided for information purposes only. It does not constitute and under no circumstances should it be 
considered in whole or in part as an offer, a solicitation, or a contract. It is intended to be used by the recipient only and may not 
be passed on or disclosed to any other persons and/or in any jurisdiction that would render the distribution illegal. 

It is the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable 
laws and regulations of the relevant jurisdictions. This document is in no way intended to be distributed in or into the United 
States of America nor directly or indirectly to any U.S. person.

This document is intended to report solely on the services, products, investment strategies and opportunities provided by or 
identified by the Kleinwort Hambros group (“Kleinwort Hambros Group”). The services, products, investment strategies and 
opportunities described herein may not be suitable for all clients. Potential clients should consult their financial adviser to assess 
the suitability of any proposed transaction before taking any action. 

Financial Promotion

This document is a Financial Promotion.

Tax, Accounting and Legal

Any services and investments may have tax consequences and it is important to bear in mind that the Kleinwort Hambros Group 
does not provide tax advice. The level of taxation depends on individual circumstances and such levels and bases of taxation can
change. You should seek professional tax advice in order to understand any applicable tax consequences. In addition, the 
material is not intended to provide, and should not be relied on for, accounting or legal purposes and independent advice should
be sought where appropriate. 

Some products and services are not available in all Kleinwort Hambros Group entities. Their availability depends on local laws 
and tax regulations. In addition, they have to comply with the Societe Generale Group Tax Code of Conduct. Furthermore, 
accessing some of these products, services and solutions might be subject to other conditions, amongst which is eligibility.

Hedge funds

The document may include funds which have not been specifically approved for sale in the jurisdiction of the recipient. In view of 
this, special care should be exercised when investing in this type of fund. We draw your attention to the following: 

- Shares of this type of fund carry no guaranteed return of capital, which, under certain circumstances, may lead to the loss of
your entire investment; 

- The investment management methodology implies a degree of risk linked, among other factors, to the use of derivatives, 
leverage and short selling; and

- The terms and conditions applicable to redemption may continue to expose you to risk during the period between the 
redemption request and execution (usually prior notice of 45 calendar days before the last business day of the end of each 
quarter is required but can be longer for some investments). 

Some funds are subject to extended redemption periods or a restriction is placed on the amount of withdrawals from the fund 
during a redemption period. This is known as gating. The implementation of a gate on a hedge fund is up to the hedge fund 
manager. The purpose of the provision is to prevent a run on the fund, which would impact on its operations. Investors should
consider a hedge fund with a gate as illiquid, as withdrawals from these funds are restricted.

Limitation 

Information herein is believed to be reliable, but the Kleinwort Hambros Group does not warrant its completeness or accuracy 
and it should not be relied on or acted upon without further verification. The Kleinwort Hambros Group disclaims any 
responsibility to update or make any revisions to this document. Opinions, estimates and expressions of judgment are those of
the writer and are subject to change without notice. As such, the Kleinwort Hambros Group, Societe Generale and its other 
subsidiaries shall not be held liable for any consequences, financial or otherwise, following any action taken or not taken in 
relation to this document and its contents.

IMPORTANT INFORMATION – PLEASE READ
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Marketing

If you do not wish to receive this document in the future, please let your private banker know or call us on +44 (0) 207 597 3000. 
Telephone calls may be recorded.

Legal and Regulatory Information

This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros:

United Kingdom

SG Kleinwort Hambros Bank Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 
Authority and the Prudential Regulation Authority. The firm reference number is 119250. The company is incorporated in England 
and Wales under number 964058 and its registered address is 5th Floor, 8 St James’s Square, London SW1Y 4JU.

Channel Islands

SG Kleinwort Hambros Bank (CI) Limited is regulated by the Jersey Financial Services Commission ("JFSC") for banking, 
investment, money services and fund services business. The company is incorporated in Jersey under number 2693 and its 
registered address is PO Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. 

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is also regulated by the Guernsey Financial Services Commission 
("GFSC") for banking, investment and money services business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St 
Peter Port, Guernsey, GY1 3AE.

The company (including the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of 
UK regulated mortgage business and its firm reference number is 310344. This document has not been authorised or reviewed by 
the JFSC, GFSC or FCA.

Gibraltar

SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for 
the conduct of banking, investment and insurance mediation business. The company is incorporated in Gibraltar under number 
01294 and its registered address is 32 Line Wall Road, Gibraltar.  

Compensation Scheme

United Kingdom

SG Kleinwort Hambros Bank Limited is covered by the Financial Services Compensation Scheme ("FSCS"). The FSCS can pay 
compensation to eligible depositors or investors if a bank is unable to meet its financial obligations. Most depositors and 
investors – including most individuals and businesses – are covered by the scheme. 

In relation to investment services compensation will be payable, however, only in circumstances where we have been in default
to you of our obligations. It will not be available merely because your investments have not performed as well as you had 
expected unless we are somehow at fault.

For further information about the schemes (including the amounts covered and eligibility to claim) please contact your Private 
Banker or refer to the FSCS website: www.fscs.org.uk.

IMPORTANT INFORMATION – PLEASE READ
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Channel Islands

SG Kleinwort Hambros Bank (CI) Limited is a participant in the Jersey Bank Depositors Compensation Scheme (the “JBDC 
Scheme”). The JBDC Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of 
compensation is capped at £100,000,000 in any five year period. Full details of the JBDC Scheme and banking groups covered are 
available on the States of Jersey website www.gov.je/dcs or on request.

SG Kleinwort Hambros Bank (CI) Limited – Guernsey Branch is a participant in the Guernsey Banking Deposit Compensation 
Scheme (the “GBDC Scheme”). The GBDC Scheme offers protection for “qualifying deposits” up to £50,000, subject to certain 
limitations. The maximum total amount of compensation is capped at £100,000,000 in any five year period. Full details are 
available on the GBDC Scheme’s website www.dcs.gg or on request.

Please note the Channel Islands are not part of the UK and when you conduct business with SG Kleinwort Hambros Bank (CI) 
Limited you will not be eligible for: (a) the protections provided under the UK's Financial Services and Markets Act 2000 other 
than protections relating specifically to UK regulated mortgage business; or (b) referring complaints to the UK’s Financial 
Ombudsman Service.  However SG Kleinwort Hambros Bank (CI) Limited’s UK regulated mortgage business is covered under the 
UK's Financial Services Compensation Scheme ("FSCS"). You may be entitled to compensation from the FSCS if SG Kleinwort 
Hambros Bank (CI) Limited cannot meet its obligations in relation to UK regulated mortgage business. This depends on the 
circumstances of the claim. For further information about the FSCS (including the amounts covered and eligibility to claim) 
please contact your Private Banker or refer to the FSCS website: www.fscs.org.uk.

Gibraltar

SG Kleinwort Hambros Bank (Gibraltar) Limited is a participant in the Gibraltar Deposit Guarantee Scheme (the “Deposit 
Scheme”). Most deposits denominated in currencies of the European Economic Area and Euros are covered. Further details of the
Deposit Scheme are available on request or can be found at www.gdgb.gi. The Deposit Scheme does not apply to fiduciary 
deposits.

SG Kleinwort Hambros Bank (Gibraltar) Limited is a participant in the Gibraltar Investor Compensation Scheme (the “Investor 
Scheme”). [Payments under the Investor Scheme are limited to 90% of a client’s total eligible investments which qualify for  
compensation subject to a maximum payment to any one client of €20,000 (or the sterling equivalent).] [Note: include the limit 
wording if the document is not a Financial Promotion (limits not required for Financial Promotions/Advertisements.)] You may be 
entitled to compensation from the Investment Scheme if we cannot meet our obligations. Further details of the Investor Scheme
are available on request or can be found at www.gics.gi. If you would not normally be classified as a retail client you may not be 
eligible for this scheme. 

General 

Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe
Generale Group. Societe Generale is a French bank authorised in France by the Autorité de Contrôle Prudentiel et de Resolution, 
located at 61, rue Taitbout, 75436 Paris Cedex 09 and under the prudential supervision of the European Central Bank. It is also 
authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority.

Further information on the Kleinwort Hambros Group including additional legal and regulatory details can be found at: 
www.kleinworthambros.com

Any unauthorised use, duplication, redistribution or disclosure in whole or in part is prohibited without the prior consent of 
Societe Generale. The key symbols, Societe Generale, Societe Generale Private Banking and Kleinwort Hambros are registered 
trademarks of Societe Generale. 

© Copyright the Societe Generale Group 2021. All rights reserved

IMPORTANT INFORMATION – PLEASE READ


