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Equity markets have been more volatile since early September, but the earnings season is off to a good 
start and this has allowed US stocks to bounce back to recent highs. And this down and up movement 
clearly illustrates the tug of war between the healthy earnings that we should continue to see during the 
mid cycle stage, on the one hand, and the increased uncertainties on the other hand. 

So while we remain invested to capture that continued global earnings growth and the continuation of 
the economic cycle, we are also trying to pinpoint the main specific areas of risk, and manage those 
risks in our investment strategy. 

Now, some of the risks are geographical.

For example, we downgraded Chinese equities and hard currency bonds to neutral in recent months, 
because uncertainty around regulation, some stress in the real estate sector and energy shortages 
may mean that risk appetite will remain mixed there in the short term. We also see growing challenges 
for the UK economy, due to supply chain and labour market shortages, planned fiscal tightening and 
interest rate hikes, probably in early 2022.

So far, it is the currency that has taken most of the hit, and we maintain our bearish view on Sterling. But 
we think that those macro challenges for the UK will remain in place for some time, and this should start 
to weigh on stocks as well. So we take profit on our UK equity overweight and downgrade it to neutral. 

Those supply chain issues have sectoral consequences as well, around the world. Industrial companies 
are seeing good demand for their goods, but if they just cannot produce their products or get it to their 
customers because of issues with components or transportation, then revenues will nevertheless be 
impacted as well. So this month, we downgrade global and Asian industrials to a mild underweight, and 
European industrials to neutral.

The last change we’re making this month is in the bond space, and we believe that EM local currency 
bonds are challenged by mixed global sentiment towards Emerging Markets, and by the strength of the 
US dollar against many emerging market currencies. Emerging Market local currency bonds are typically 
the most volatile part of the fixed income spectrum, so by downgrading this asset class to neutral, we 
reduce the overall risk of our portfolio a little bit.

The downgrades of UK equities and Emerging Market local currency bonds allow us to put some 
more money to work in hedge funds, which should have an interesting opportunity set in the current 
environment. And because equities will probably see less upside and more volatility, hedge funds should 
be a valuable addition in the portfolio because they can provide less correlated exposure. We particularly 
like multi-strategy, macro, event driven and distressed strategies. 

So overall, we remain invested and believe equity and credit performance should remain respectable 
as the cycle continues. But by being more selective and by moving into hedge funds that can exploit 
the relative value opportunities, we make our portfolios more resilient to the volatility that we may well 
continue to see.
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