HOUSE VIEWS
MARCH 2022

Momentum Turns Negative
While we are still only in the first quarter, the year already feels much longer. It began with a sudden shift in the
tectonic plates of monetary policy, with central banks grappling with stubborn, persistent inflation by signalling
higher rates. The volatility has been exacerbated – greatly – by the Russian invasion of Ukraine. The human toll is
grim; and it is tasteless to discuss the markets and make investment decisions in the context of such suffering.
Nonetheless, it is our job, and we must proceed with the task at hand.
Firstly, we must recognise that our previous assumptions on inflation are too sanguine in the new context of the
war. Until recently, oil prices were elevated but moderating; supply chain issues were widespread but easing. The
current geopolitical crisis has sent oil and gas prices rocketing upwards alongside other commodities. In turn, this
has exacerbated supply chain issues as fuel costs are the chief input cost in shipping. While we still believe
inflation will moderate in time as oil prices settle and consumption patterns revert to pre-pandemic trends (i.e.
more services and fewer goods), it is reasonable to expect the inflation peak to be higher, and come later, than
prior to the outbreak of this war.
Secondly, as the upside risk to inflation has increased, so too has the downside risk to economic growth.
Economic growth globally is still robust, and Russia accounts for less than 2% of global GDP at current market
prices. Nonetheless, higher commodities prices will act as a drag on consumption, and some initial estimates
suggest Eurozone and UK GDP could be about 0.5 percentage points lower than previously expected for 2022.
Furthermore, Russia is a major global producer of not just natural gas and crude oil, but also potash, platinum,
palladium, nickel and wheat; Ukraine is also a major producer of corn and barley. Supply for each will be
curtailed, perhaps severely, impacting growth. For example, palladium is an important metal for the automotive
industry, which is already suffering from a shortage of semiconductors.
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Thirdly, the dispersion of outcomes for financial markets has widened. There is of course increased volatility. That
is not uncommon. However, there is also renewed radical uncertainty. A concept popularised by the former Bank
of England head Mervyn King, radical uncertainty describes a situation where historical data provides no useful
guidance to future outcomes. No one knows how long the Ukrainian war will last or what the Russian president is
thinking. Few expect this conflict to spill over to the rest of Europe, but until recently, few expected things to get
as far as they have done. Many, including us, were too optimistic, and reliant on rationality. Clearly, all
expectations on inflation, growth and returns from financial assets must be taken with a pinch of salt given the
radical uncertainty posed by the carnage occurring on Europe’s eastern flank. It is fair to assume that the shorter
this horror lasts, the less the long-term damage to markets; the longer it lasts, the bigger the downside economic
impact will be.
Bottom Line
As always, we choose to rely on our investment process, which is designed to guide our risk-taking appetite and
investment decisions at all times, but especially when the outlook is cloudy and uncertain. Our process is telling
us the following:
•

The economic outlook remains robust judging by the forward looking indicators we measure. There is no
recession on the horizon, and economies are likely strong enough to absorb higher rates and a gradual
“normalisation” of monetary policy. Purchasing Managers’ Indices (PMI) for most major global economies are
well into expansionary territory, it remains easy and cheap for most households and companies to borrow
money, jobs are plentiful and corporate revenues, earnings and margins are all at (or near) record territory.

•

Valuations had been our biggest source of concern coming into this year, but have moderated as prices
for equities have fallen this year while earnings have moved up. Bear markets rarely occur with earnings
healthy and rising. Moreover, while equities are still not cheap globally, particularly in the US, they are cheaper
than they were, and they still remain more attractive than government bonds, where the real yields remain
negative. It is also worth remembering that equities tend to be a better hedge against inflation than bonds, as
do commodities.

•

Momentum for equities is now negative. This is the most significant change in our investment process, and one
that we must recognise. Could momentum bounce back into positive territory? Of course it could, and if and
when it does, we will take that into consideration. For now, this is a strong signal to cut some risk. It pays to
remember that bull markets, such as we have been in until recently, tend to deflate over many months, not
“burst”, as is commonly perceived. Incidentally, the only remaining asset class with positive momentum at
present is commodities.

•

Sentiment in markets is neutral by the factors we look at. Anecdotal measures of sentiment may be
signalling oversold but we are still very much in a “normal” sell-off, and global equities are down less than 10%
from their peaks (as of 3 March 2022).

On the balance of the factors above, we have chosen to cut our equity weight from Overweight to Neutral,
and gain exposure to commodities. Some may rightly ask if it’s too late to buy commodities given their stunning
rise over the last year, and especially recently. However, we believe they are likely tilted asymmetrically to the
upside: should the conflict worsen, commodity prices may still increase markedly; should the conflict subside
(e.g. say China brokers a face-saving peace for all), commodity markets will likely remain tight given years of
underinvestment in areas such as oil and gas. In any event, given that the inflation outlook has changed as a
result of the war, the risk / reward equation of holding commodities – a natural inflation hedge - is now more
favourable.
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PROCESS AND CONVICTIONS
Our VaMoS™ framework puts our
investment philosophy into practice
Economic Scenario
Contraction

Valuations

Recovery

Slowdown

Expansion

Expensive

Momentum

Negative

Neutral

Cheap

Sentiment

Positive

Over-Bullish

Neutral

Over-Bearish

We have moved to a neutral allocation to equities, which
remain supported by a robust economic backdrop.

Valuations have softened but momentum is negative, giving
us some cause for concern. As such, we hold an increased
stable of diversifiers: cash, government bonds, gold, hedge
funds, commodities and a Tail Risk Protection Note.

We favour less expensive regions, which are less sensitive to
a rising rate environment such as the UK and the Eurozone.

Environmentally-linked
policymaking,
legislation and
consumer behaviour are irreversible. We favour companies
that are contributing positively to these themes.
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OUR ASSET ALLOCATION
The table below presents the latest conclusions of the Kleinwort Hambros Investment Committee:
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Source: Kleinwort Hambros 2-March-2022
*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
Short-term Upheaval

The escalation in the Russia/Ukraine conflict should provide central banks with a get-out-of-jail-free card on
the most aggressive policy actions, however the coming months will be likely be marked by a gradual
tightening of monetary policy. We remain Underweight on both Government Bonds and Credit.

Sovereigns
United States. Despite their collapse in response to Russia’s invasion of Ukraine, yields on US sovereign debt
are likely to remain on a general upward trend as inflation stays high longer than expected and the Federal
Reserve tightens monetary policy. Financial markets are expecting six quarter-point rises over the year and the Fed
to start shrinking its balance sheet in the second half. While the short end of the curve has reacted to the tighter
policy outlook, long yields remain stubbornly below 2%, reflecting the escalation in geopolitical risks. In light of an
economy that should remain healthy, with inflation locked into a rising trend for the next few months and the start
of Fed tightening, we remain Underweight on Treasuries.
United Kingdom. The Bank of England has begun its tightening cycle, likely following the Fed’s trajectory
going forward. It has been suggesting it could move quickly and push the policy rate beyond neutral, however the
Ukraine conflict might delay the schedule. Either way, the environment suggests little upside for Gilts and we
remain Underweight.
Eurozone. The conflict at its borders will likely cause a rethink at the European Central Bank (ECB), which at its
January meeting had suggested it could halt asset purchases and start hiking rates faster than it projected at end2021 as inflation continues to surprise on the upside. Sovereign yields have collapsed in response to the change in
tack with the 10-year Bund briefly falling back below zero after paying positive returns for the first time since 2019.
In the medium term however, high inflation and still vigorous economic activity should continue to play against
European bonds. We therefore remain Underweight.

Credit
Developed. Spreads have widened on both
investment grade and high yield following the escalation
of the Russia/Ukraine conflict. Uncertainty has crept
into expectations for economic growth as well as
monetary policy, and spreads remain too low to
effectively accommodate the additional risk. We are
Underweight.

Monetary rates: spread between the 2Y
forward rate and the current rate

Emerging markets. Although many regions offer
attractive carry as the major economies are still sitting
on substantial foreign currency reserves, the growth
outlook for emerging economies outside Asia remains
weak. We remain Underweight.

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.
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EQUITIES
Momentum Turning Negative

While the economic environment remains robust in most regions, equity momentum has turned negative,
and we have reduced our equity exposure to Neutral. We see little support for an outsized recovery in Japan
and continue to focus on regions which can benefit from a cyclical recovery such as the UK or the Eurozone.
United States. Recent months brought high volatility and some big corrections to US equity markets. If all
sectors posted declines during these months, the bigger corrections concerned IT values. Overall valuations may
have come off their peak, but they remain high compared to other regions and vulnerable to a further correction.
Also, price pressures in the United States remain strong, with a broadening to items less exposed to transitory
effects. While likely slower than previously expected following the Russian invasion, the Federal Reserve will
tighten policy weighing especially on stock market segments that already look overpriced, notably Growth stocks.
We have slightly reduced exposure to a volatile US market with some segments still looking very expensive and
remain Underweight
United Kingdom. In contrast to the downward trend of the beginning of the year, the flagship British equity
index, FTSE 100, is the only one showing gains in the aftermath of the Russian Invasion, thanks to very low
valuations on the one hand and the weight of oil and mining companies in the index on the other. Thus, the rise in
commodity and energy prices is benefiting this market, which is rich in cyclical companies. We are Overweight.
Eurozone. The Ukraine conflict has taken a toll on Eurozone equity markets, but they still appeal more than the
US market because of relatively cheap valuations. Also, while the Eurozone may be feeling inflationary effects,
these are still less threatening than in the United States – the big difference being the lack of wage inflation in the
Euro area. This will allow the ECB to remain more accommodative than the Fed in the medium term. Monetary
policy changes will be proportionately more modest, helping support equity markets. The Euro area is especially
exposed to the Ukraine conflict and to pressures on energy prices. Short term, commodity prices will continue to
hurt the economy; longer term however we believe the fundamentals are strong and prices of the region’s equities
attractive. We remain Overweight.
Japan. Global equity markets have underperformed since
the turn of the year and Japan’s market was not spared. It
still has very low inflation and a very accommodative
central bank however we are a long way from a favorable
environment for equities, and Japanese stocks’ relatively
weak upside give little hope for a strong recovery in the
short term. We have exited most positions and are
Underweight.

12 months foward price to earnings ratio

Emerging markets. In emerging countries, regional
divergences continue to materialize. China appears
attractive due to a controlled landing of its economy and a
potential rebound of its activity. Latin American indices
have shown gains in a context of high commodity prices
and significant carry. We have cut some exposure but
remain Neutral.
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.
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FX RATES
Dollar Strengthens

Intense geopolitical tensions and the Fed's lead in the monetary policy tightening cycle will support the
dollar over coming months.
Dollar index. The dollar has gained 2.5% against a basket of currencies in the last three weeks as geopolitical
risks have mounted. Despite rumours of a ceasefire, they have moved in the opposite direction. The Federal
Reserve is tightening policy before the other big central banks in developed economies and geopolitical risks
should continue for the next few weeks, which should support the USD.
EUR/USD. Rising geopolitical risks and the Fed set to tighten policy before the ECB will keep the dollar strong.
The USD remains bid with the assumption of its status as a safe-haven currency. Despite a busy economic
calendar, the market remans focused on war headlines which continue to support the USD.
GBP/USD. The Fed has issued a slightly less hawkish stance for the March policy decision, as apposed to an
aggressive one. It seems now a 50-basis point increase is less likely. Everything still looks in place for a 25-basis
hike. Analysts expect cable to move downwards as the Fed catches up with rate hikes over the coming months.
EUR/GBP. The pair is currently trading at its lowest level since mid-2017. Worries about the effect on Europe due
to the energy crisis and its heavy reliance on Russian gas has increased its vulnerability.
USD/JPY. The yen remained unchanged against the dollar over the month. The Bank of Japan left monetary
policy unchanged, continuing to control the yield curve with underlying inflation still running at a negative -1.1% in
February. The sharp divergence in monetary policies should help the dollar against the yen. But a number of risks
(geopolitical, equity markets) and the inflation gap should limit downside pressure on the JPY.

EM FX (vs USD). Before the invasion of Ukraine,
emerging market currencies, especially in Latin
America’s, were on an uptrend versus the dollar,
buoyed by a high spread in real rates and high
commodity prices. However, if political risks
persist, they will tend to put downward pressure
on emerging market currencies.

Rise in the dollar and in the spread between
German and American sovereign rates

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.
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ALTERNATIVES
Further Diversification

Alternative investment strategies (hedge funds) and safe-haven assets like gold have been good diversifiers
given the geopolitical risks of the Russia/Ukraine war. Inflationary pressures have become more entrenched
on a changed supply outlook leading us to add commodities.

Commodities
Oil. Crude is currently trading at over USD 110 per barrel for the first time since 2014, with its most recent leg up
due the Ukraine / Russia War, as Russia is the world's second-largest oil exporter. Unless we see a de-escalation,
price pressures will remain strong and major disruptions to delivery may emerge, squeezing supply still further.
Other factors are also pushing up oil prices: strong demand as the world emerges from Covid, the end of Covidrelated health measures, the strategy of OPEC+ and the lack of producer investment in recent years. All of which
points to expensive oil, at least for the short-term future.
On the other hand, a ramp-up of shale oil production in the United States and the possible return of Iranian oil to
the market would tend to ease price pressures. The US and other oil producers have said they will release strategic
stockpiles to ease price pressures at around 70 million barrels, this is a drop in the ocean compared to Russian
output and is the equivalent of just 6 days of Russian production levels. On balance, we believe the risks are likely
tilted asymmetrically to the upside.
Gold. Gold prices are on the rise, propelled by geopolitical tensions, recent turbulence on equity markets and the
spectre of inflation persisting for longer than expected. Gold has gained 8% over the month and now changes
hands at nearly USD 1,930/oz, a high since August 2020.

Hedge Funds
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.

Oil has reached its highest levels since 2014
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.
We believe the Tail Risk Protection Note offers our
portfolios yet another critical source of safety and
complements the existing diversifiers.

US WTI Oil Price per Barrel
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Source: Bloomberg, 03/03/2022
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.
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IMPORTANT INFORMATION – PLEASE READ
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.
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IMPORTANT INFORMATION – PLEASE READ
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.
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IMPORTANT INFORMATION – PLEASE READ
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 2022. All rights reserved
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