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Market Update  
 
30 Year Peak 
Boris Johnson is battling to save his premiership, a Russian invasion of Ukraine looks increasingly 
likely and covid continues to infect around 100,000 people a day.  Three large stories there, but to 
investment markets these are all side notes to the biggest news of the day, inflation.  In the UK, the 
December reading of CPI has just been released showing that prices are rising at annual rate 5.4%.  
This is the highest level since March 1992 and yet interest rates are just fractionally above their 
lowest ever levels.  A similar story can be found in the US, where their 7% inflation is the highest 
point since 1982! 
 
Mounting Concern 
2% is the target level of inflation in both countries and therefore there is clearly a major disparity 
between how accommodative monetary policy currently is and how out of hand inflation appears to 
be getting.  This is causing increasing disquiet in markets, yet to claim that the central banks are 
losing control would be an overreaction.   
 
Sound Logic 
With the Bank of England and its peers seeking to support the economic recovery from the covid 
induced recession and the fragility we have seen since with intermittent lockdown restrictions, they 
have been reluctant to raise interest rates prematurely for fear of denting economic activity.  This 
concern has been supported with the view that if they had acted too early and growth did then fall, 
with interest rates as  low as they are, there would be few tools available to stimulate the economy 
once again.  While if inflation grew too high, there is plenty of room to raise rates to cool things 
down.  This was sound logic and so few were calling for more aggressive interest rate moves.  Having 
said that however, the latter scenario is emerging and action to tackle high inflation is now required. 
 
Transitory to Persistent 
The terms ‘transitory’ and ‘base effects’ were favoured by central bankers for much of 2021, as early 
signs of rising inflation were dismissed as unimportant given they were simply a reflection of how 
poor economic conditions were in 2020 and so a short term uplift was always likely.  These 
arguments remain true to a certain degree, as covid related factors are still present in inflation 
numbers.  Supply chains are struggling to catch up with high demand as factories and shipping still 
suffer from bottlenecks as workers self-isolate, for instance.  As such, as we move through 2022, 
some inflationary pressures are likely to fall of their own accord.  Yet, this is highly unlikely to subdue 
inflation completely.  The longer the inflation surge has continued the broader the price rises are felt 
across the economy, with raising costs no longer limited to covid-specific factors.  Wages are one 
such area.  With unemployment very low, salary demands are increasing.  Another area is energy 
costs.  Gas and oil prices are at multi-year highs, and with these yet to fully pass through to 
consumers, there is still going to be upward pressure on inflation over the coming months.   
 
Tightening is Coming 
Central banks are therefore beginning to move.  The Bank of England raised interest rates in 
December 2021 and is likely to do so again multiple times this year.  Quantitative Easing has also 
been stopped and is expected to be partially unwound in the coming months.  Once again, in the US, 
a similar direction is also being taken.          
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The Challenge must be Carefully Managed 
What does this mean for markets then?  Well, in broad terms it makes things more challenging.  
Higher interest rates slow economic output and therefore dampen corporate profitability.  What’s 
more, investors appraising equities use interest rates in their valuation models, where a higher 
interest rate further discounts the justified price of a stock.  Central banks are aware of this 
relationship however and so will be careful to move gradually in this direction.  If they are successful, 
then higher rates can be achieved with minimal equity market disruption.     
 
Optimising Exposure 
Hoping that central banks do a good job is not the only defence against higher rates, however.  
Given the wide variety in driving factors behind the multiple industrial sectors of the global 
economy, not all equities react equally.  Over much of the past decade both inflation and interest 
rates have been low and in this environment companies with high growth rates have performed very 
well, while those with less exciting futures, yet attractive current valuations, have lagged.  This has 
resulted in the US equity market leading the way, given the high number of fast growth technology 
companies there are in the country.  Meanwhile, the UK, with its higher number of long established 
banking and energy firms, has struggled on a relative basis.   
 
Changing Leadership 
With inflation high and interest rates expected to rise, it therefore seems likely that a change in 
market leadership is approaching.  This may fade given that inflation is likely to calm later in 2022, 
yet in the meantime assets more suited to an inflationary world are more appealing.  While short 
term, markets so far this year agree with this sentiment, with the UK’s FTSE 100 gaining 3% to the 
20th of January, while the US’ S&P 500 has lost nearly 7% over the same period (in sterling terms).   
 
So Long as Inflation is the Headline 
As highlighted, this is only a short term trend so far and any number of factors could emerge to 
disrupt it (Russian miliary action perhaps being one example). Yet, given the scale of US equity 
dominance over the past decade, a changing of the guard does seem increasingly likely and 
especially so in a inflationary world where interest rates are on the rise. 
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Important Information  

Please note that the contents are based on the author’s opinion and are not intended as investment 
advice. This information is aimed at professional advisers and should not be relied upon by any other 
persons.  
 
Any research is for information only, does not constitute financial advice or necessarily reflect the 
views of the author and is subject to change.  
 
It remains the responsibility of the financial adviser to verify the accuracy of the information and 
assess whether the fund is suitable and appropriate for their customer.  
 
Past performance is not a reliable indicator of future performance. The value of investments and the 
income derived from them can fall as well as rise and investors may get back less than they invested. 
 
Important information about the funds can be found in the Supplementary Information Document 
and NURS-KII Document which are available on our website or on request. 
 
For any information about the Future Money funds please contact the authorised corporate 
director, Margetts Fund Management Ltd, on 0121 236 2380, admin@margetts.com or at 1 
Sovereign Court, Graham Street, Birmingham B1 3JR.  A copy of their Terms of Business which 
relates to investments into the funds can also be obtained using these contact details.   
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