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Welcome to the Q1-2022 
‘Quarterly Perspectives’ 

Publication

1

During the fourth quarter the ACUMEN Portfolios largely outperformed the benchmark. Whilst 
we lagged slightly overall last year, performance since the 30th of June 2020, which marks the 
start of our strategic review process, remains strong as does performance inception-to-date 
versus the current respective IA sectors.
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Footnotes: Performance quoted net of OCF.
inception-to-date as of 31/12/21
Source: Lipper for Investment Management, Titan Asset Management Ltd.
1. The IA Sectors have been updated to reflect the most appropriate sector subject to internal (Tavistock Wealth & IFSL) and external 
(FCA) review.

Inception Date:
3 : 25/06/2017
4 : 01/10 2014
5 : 09/10/2014
6 : 24/02/2016
7 : 25/06/2017
8 : 25/06/2017
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Key Themes

Our core theme in 2022 will be the year of full global economic recovery and a return to 
pre-pandemic normality. Covid-19 will fade into the spring and summer months and is unlikely to 
meaningfully re-emerge due to a combination of mass population immunity and ongoing 
human ingenuity.

Source: Bloomberg, Titan Asset Management Limited
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Over the last few months, economic activity has picked up with the Citi economic surprise index 
turning positive in the UK, US, China and Eurozone.  

This will drive a strong cyclical recovery and pick-up in global mobility. The increase in 
accompanying corporate and household demand will emerge against a backdrop of still easy, but 
tightening, monetary policy. As a result, we remain constructive on equities over bonds with a 
preference for cyclical and value stocks, commodities and commodity-linked equities. 
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Sectors that previously benefited from the pandemic and extreme monetary accommodation 
will face growing headwinds from rising rates. Examples include unprofitable and high-multiple 
growth stocks, electric vehicle makers and subsets of ESG. 

We forecast modest gains for the S&P 500 versus global ex-US equities where Europe and the UK 
look set to outperform. This rationale is predicated on attractive relative valuations and our 
expectations for high, but moderating, inflation and higher bond yields. In the US, we forecast the 
10-year Treasury yield will breach 2% later this year. 

Despite the hawkish central bank rhetoric, negative real interest rates should continue to support 
equities relative to fixed income in 2022. 
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Source: Bloomberg, Titan Asset Management Limited
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US inflation will persist but should peak this year, even with higher energy prices.

Within emerging markets, our EM rotation model points to a better year for Chinese equities. 
China struggled last year for a variety of reasons including power shortages, regulatory changes 
and the self-induced crackdown on credit. Whilst the Evergrande saga will remain, we think 
slowing growth is likely to be met with policy support, as evidenced by the recent reduction in 
lending rates at a local level.

Source: Bloomberg, Titan Asset Management Limited
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We recently took profit on our Russia position and rotated into Chinese mainland equities. 
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Finally, commodities stand to benefit as supply constraints remain versus surging demand 
resulting from the sustainable transition. We retain our commodity carve-out across the ACUMEN 
Portfolio range. 

What are the key risks to this view? Firstly, as markets adjust to tighter monetary policy moving 
forward, we cannot discount the potential for a well overdue correction. 

Other key risks include increased geopolitical tension, particularly the Ukraine and Iran, political 
risk stemming from important elections in Europe and the US and the high degree of uncertainty 
over the future trajectory of inflation. As such it will remain important to adopt a balanced 
approach and tight risk management practises.        

To summarise, we retain a positive strategic outlook for risk assets, but risks remain, and we 
expect more volatility ahead. Given this market dynamic, we retain our barbell strategy whilst 
leaning further into some of the aforementioned key themes. This includes undervalued UK and 
European equities, dividend equities and parts of the commodity complex. 

The Goldman Sachs Bull/Bear market indicator, which has a good track record for flagging market 
tops, is now approaching the danger zone. 

Source: Bloomberg, Titan Asset Management Limited
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Fixed Income

Central banks continue to dictate market direction and recent changes in their sentiment have 
been reflected in the volatile start to the new year. It has been clear to us since before Covid-19 that 
inflation was becoming more prominent through labour, wage and supply dynamics. 
Fast-forward two years and, although we are now seeing strong CPI readings, some measures are 
indicating a sustained continuation of high global price pressures ahead. This is, in part, why 
monetary policy can no longer remain as loose as markets have become acclimatised to. Central 
banks can justify excessive stimulus when economic growth is low, and inflation is insignificant. 
However, above-trend inflation has become a key political topic because it acts as a regressive tax. 
We have seen yields in the US rise as of late and we expect further steepening in the Treasury 
curve going forward. As such, we continue to weight our government bond exposure in the front 
end of the US yield curve.

This perspective is also reflected in our corporate exposure. We remain underweight duration in 
our investment grade exposure in the US, opting to take this duration risk in Europe where the 
ECB is taking a less hawkish approach than other developed market central banks therefore 
providing more monetary support to the economy. Given this tightening of credit conditions, as 
well as technical factors in the market, we have taken profit on some of our high yield exposure 
and are now net underweight high yield within our fixed income portfolios, with a bias for higher 
quality credits.
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Within our emerging market exposure, we continue to favour Chinese local currency sovereign 
debt. Chinese yields have fallen, bucking the general recent trend of global major bond markets. 
This traditionally indicates weaker forecasted growth, however, the currency has yet to weaken 
following a strong 2021. 

We have further sought to capitalise on China’s distinctly separate stage of the business cycle. 
Since the summer the volatility in the Chinese high yield property sector has had significant 
ramifications on emerging market debt, particularly in the corporate space. Last quarter we 
discussed the widening spread between hard currency corporates and sovereigns and in 
November we took advantage of this opportunity by switching our exposure into emerging 
market corporates. Although we are aware of the risk posed by defaulting Chinese property 
developers, we view the lack of contagion between Asian high yield and investment grade debt, 
and the People’s Bank of China’s recent credit stimuli, as catalysts for future spread compression 
in this market. 

Performance of Short Duration and 
Long Duration Bonds Since Trade Date
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Our tactical short duration exposure in US corporate bonds initially outperformed US all maturity 
corporate bonds before coming back in line. Rising longer dated yields have driven recent 
outperformance.
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Equities 

Last year 13 out of 14 Wall Street strategists surveyed in the “CNBC Market Strategist Survey” 
undershot their year-end S&P 500 forecasts with the index notching a seismic total return of 27.8%. 
The magnitude of the gains were unexpected as investors were undeterred by new Covid variants, 
inflationary pressures, supply-chain bottlenecks and central bank tapering plans. As we enter the 
new year, the consensus is equity market gains are likely to be much more muted relative to the 
year just passed. 

As discussed last quarter, we positioned the portfolios for greater volatility which came into 
fruition as the new omicron variant and central bank policy took centre stage. Within developed 
markets, the year ended with growth stocks at a record level of outperformance against their 
value counterparts. This valuation gap, in conjunction with a continuation of the economic restart, 
should favour value names this year although we expect the path to take a few twists and turns 
along the way. Dividend paying equities offer a compelling opportunity as do European equities 
which are cyclically geared and reasonably valued, coupled with a relatively accommodative 
European Central Bank. In a similar vein, we are monitoring Japanese equities which could have 
upside potential particularly if we see a continuation of shareholder friendly policies to deliver 
favourable return on equity.

In emerging markets, we took profit on our prior investments in Taiwan and Russia and whilst we 
have reduced our overall allocation, we recently opened a position in mainland Chinese equities. 
Valuations are suppressed after a tumultuous year for the nation’s equity markets as asset 
allocators shunned the region; peak pessimism may have been reached as more institutions have 
begun to turn positive on the asset class. We believe mainland equities are less exposed to 
regulatory headwinds from both sides of the globe vis-à-vis their offshore peers but remain 
cognisant to the risks.

Chinese 10-Year Yield Behaving Differently

Date Range
Source: Bloomberg, Titan Asset Management Date Range: 11/07/2021 – 14/01/2022 
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Chinese government bonds are behaving very differently from other major economies.
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Date Range: 31/12/2017 – 31/12/2021Source: Bloomberg, Titan Asset Management Limited
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The monumental rally in high growth unprofitable technology stocks has finally hit a bump in the 
road amid the Fed’s hawkish pivot.

We took profit on sizeable gains of 40% relative outperformance in our Taiwanese equity position.
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Physicals 

2022 begins with three key macro drivers for real assets. Firstly, the hawkish tone from the Fed 
and its subsequent implications. Secondly, the threat of new Coronavirus variants to supply chains 
and global demand. Lastly, sustained high inflation, currently driven by energy and food will 
impact real assets.

Acknowledging this, we believe that the fundamental tailwinds remain consistent from the last 
publication; that of structural mismatches as we decarbonise, the residual hangover on value 
chains from reduced capex and exploration and more recently, logistical constraints from 
localised shutdowns and closures. Initiatives such as Joe Biden’s Build Back Better Package and a 
reduction in corporate bank rates at a local level in China lead us to expect demand for industrial 
metals and base energy to increase, with inventory data for oil, copper, aluminium, and others 
under steady draw downs. Footfall, traffic, and airline data is consecutively positive in the US and 
elsewhere, despite Covid cases still increasing globally.

These are symptoms of a supply constrained economy and ignores the impact of much of these 
assets in our longer-term transition towards sustainability. With OPEC+ inventories 6% lower than 
the 5-year average, and governments in Europe and Asia enacting emergency policy to counter 
the effect of higher energy costs, risks remain skewed to the upside. A class of base metals will 
play an increasingly pivotal role, and while supply-side issues helped maintain strong 2021 
performance, structural demand is set to rise higher this year and beyond.

In the ACUMEN Portfolios we retain exposure to an energy and metals led commodity index, 
energy infrastructure as well as exposure to precious metals. We are actively exploring further 
exposure into base metals.
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Plotting rising US GDP vs falling US production highlights issues ahead for global supply and demand. 
As demand from consumers and producers roars back, a lack of capex and labour mobility has left 
supply gaps. This chart is indicative of post-pandemic dislocations in many real assets. 

Foreign Exchange 

Currency markets recently turned their attention away from the pandemic to focus on the 
ominous monetary tightening lurking in 2022 and beyond. We see the US dollar doing well in this 
environment, for at least the first half of the year, whilst markets reprice to an aggressively higher 
yield environment with subsequent knock-on implications for other parts of the global economy. 
The fundamental driver of this rerating comes from the changing views around growth and how 
inflation, coupled with the dramatic stimulus from 2020, will flow through the economy. The once 
believed “transitory” nature of inflation has evolved most recently to that of a more permanent 
fixture of the economic landscape with sticky rising salaries and supply bottlenecks persisting. 

Risks to this outlook would be an inflation slowdown or for global growth to undershoot 
significantly leaving the Fed no option but to turn on the taps again. The euro and Japanese yen 
should underperform given their position in the economic cycle vis-à-vis the US, with little appeal 
in the way of yields. These currencies will likely be used as funding currencies for higher yielding 
ones in the revival of the carry trade. Conversely, the Bank of England, which surprised markets 
last year with a surprise 0.15% rate hike, is now looking at disappointing growth data and a 
worsening current account deficit which may weigh on the currency to the potential benefit of 
UK equities.  

In emerging markets, we remain selective in our currency exposure rotating our Russian rouble 
preference to a Chinese yuan exposure in Q4 of 2021, which has since held up comparatively well 
with an improving trade surplus.

Date Range: 31/08/2015 – 31/12/2021 Source: Bloomberg, Titan Asset Management Limited
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Relative bond yields reflect the uneven nature of the economic recovery and a key driver for global 
currencies this year. 

US Yields Trend Up Against Global Peers

Date Range

Yield
 Sp

read
 (%

)

Source: Bloomberg, Titan Asset Management Date Range: 31/12/2020 – 31/12/2021 

0.85

0.90

0.95

0.80

0.75

0.70

0.65

0.60

0.55

Jan Feb Mar Apr Jul Aug Sep Oct Nov DecMay Jun

Bloomberg US Aggregate - Bloomberg Global Aggregate

ESG Investing

Each year, we have noticed the conversation about the ESG ecosystem grow larger and smarter. 
Our primary, if uncontroversial, prediction for 2022 is that this trend will continue, specifically 
regarding the increasingly appreciated reality that the transition to a more sustainability-minded 
planet will not be environmentally or politically impact-free. For an even 10, here are a further 9 
predictions for the year ahead:

1 Demand for ESG expertise will balloon across the organisation chart (from the board to entry 
level employees) and across all industries. 

2 ESG data providers will be subject to greater regulatory scrutiny because M&A activity has 
concentrated influence and also because methodologies and applications are often 
misunderstood. With more transparency and greater understanding, ESG ratings will become 
poly-focal, meaning specific ratings will be used for specific analyses. 

3 Impact investment (where a dual mandate is established) will become commonplace, even for 
passive methodologies, due to the appeal of Article 9 of the SFDR. As AUM grows, it will be 
important for investors to communicate their impact in comparable ways.

4 Divestment tends to shift stranded assets into private markets where, due to fewer reporting 
requirements, the incentive to prioritise sustainability is weaker. Engagement will be seen as a 
useful tool to prevent this otherwise easy arbitrage opportunity. This responsibility (to engage) will 
fall on passive product providers too.
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5 There are two ways to express confidence in the clean energy sector. The first is to back the 
innovators building the technologies and systems necessary to move away from fossil fuels. For 
public equity investors, this was mostly a bad trade in 2021. The second is to go long the price of 
carbon in cap-and-trade schemes like the EU Emission Trading System. Doing so increases the 
cost of doing business for companies which are reliant on fossil fuels. This was a much better trade 
in 2021. A combination of these approaches benefits from diversification and will be more popular 
in 2022. 

6 Viewed holistically, purportedly cleaner technologies like Electric Vehicles might not be as 
clean as expected. Supply chains will be in the spotlight in 2022 as the quality and quantity of 
Scope 3 emissions data improves.

7 Due to COP26, the environment (E) was the primary focus of investors in 2021. Solutions to 
related global challenges like to food / nutrition and water / waste will capture attention and 
capital in 2022, as will social (S) issues.

8 Sustainable debt capital markets will begin to shift their focus from climate change mitigation 
strategies to adaptation strategies. This will be catalysed by an IPCC report on the subject, 
scheduled for publication in mid-2022.

9 For those feeling that efforts to solve the unsustainability challenge are too piecemeal or 
disingenuous, we recommend reading Factfulness, the last, brilliant book written by the late Hans 
Rosling. When measured against the Factfulness ‘Rules of Thumb’, the unsustainability challenge 
will seem a little more manageable in 2022.
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The EU Trading Emissions System is up almost 150% in 2021 with only 3 down months. The growing 
number, and size, of exchange traded products mean this theme can be implemented across the 
funds in 2022. 
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Final Thoughts

Last quarter we wrote about the potential for dividend paying equity strategies, which had 
lagged the broader market, to catch-up on a total return basis. The below chart 
accompanied this commentary. It shows how pessimistic markets become in the immediate 
aftermath of a crisis and the slow path to recovery thereafter.  

Implied Dividend Rates Too Pessimistic?

Date Range
Source: Bloomberg, Titan Asset Management Date Range: 30/09/2005 - 31/12/2027
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Since we released our last note on this topic, which was also published in Investment Week 
magazine, dividend strategies have outperformed the broader market. This is shown in the chart 
below which shows the performance of the MSCI World High Dividend Yield index relative to the 
MSCI World. It is interesting to note that the ratio has bottomed-out at levels consistent with the 
dot-com crash and great financial crisis, with strong upside potential. 
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Dividend Equities to Rebound
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Over the last three months the ACUMEN Income Portfolio has outperformed the rest of the ACUMEN 
range, and its peer group, ranking in the first quartile for performance. 

The rationale for this trade is simple. As equities look set to outperform fixed income in the 
inflationary environment laid out ahead, asset allocators are incentivised to look to dividends and 
high dividend stocks as a source of income over the coupons generated from bonds. 
Furthermore, from a historical perspective, dividend paying strategies have tended to outperform 
late cycle and if inflation does persist, then the best place to be is in those companies positioned 
to benefit from rising rates that have pricing power and can deliver dividends. This brings us to 
those cyclical names we highlighted in the key themes section making equity dividend strategies 
one of preferred implementation vehicles for 2022. 
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