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When the tides of liquidity go out, there will be consequences. 

 
 

A fear of missing out (or FOMO) has driven many asset classes to recent new highs. Elevated 
exuberance is rarely good. High starting points inevitably imply lower future returns. A potentially 
false confidence resides in the fact that policymakers will do what it takes to sustain the boom in 
(almost) everything.  
 
 
2022 is likely to be marked as the first time since the Global Financial Crisis where we see a broad tightening 
of monetary conditions. This will occur at the same time that the recovery boom post the covid-crash will be 
replaced by a transition towards steadier growth. The ongoing coronavirus panic combined with heightened 
geopolitical risks add to uncertainty levels. Against this background, it seems hard to believe that the recent 
party that most pro-risk asset classes have enjoyed will continue. If it does, then it certainly won’t be with the 
same relative linearity witnessed over the past twelve months. Our expectation is for a possible near-term 
reset followed by a potential second half recovery, particularly should monetary conditions loosen once again. 
 
2021 marked the third consecutive year in which the global equity market has generated a double-digit return. 
Certainly, earnings estimates have risen markedly over this period, but expectations (not to mention valuation 
levels) going into 2022 are now correspondingly higher. We also note how market breadth has narrowed 
substantially over this period, with a small number of (mega-cap tech) stocks driving an increasing percentage 
of relative outperformance.  
 
Is Apple the stock market? Well, not quite, but it sometimes feels like that with the company being the first 
ever to be capitalised at over USD 3 Trillion on the first trading of 2022. However, there is a lot going on under 
the bonnet of the market. Declining breadth – at least the portion of stocks that are well off their all-time highs 
on the Nasdaq is high – the average for the Composite is 39 per cent off the all-time highs. 
 
 

 
 
Source: Bespoke Investment, 13th December 2021 

https://cdn.ftspecialist.exponea.com/investors-chronicle1/e/.eJxFzztLA0EABGAQRFAicqWCrKVN9nGb7GYhaNBGaytD1H1pjuQe3u55ikHF2v9gq6Wdtb3E0sLSv2ArHgeS8psphgnAe-Ph_FpNf0YvH68n09vv8vlon70l6-bx5neFPd2t9obeZ05A6MvIe5s3dRpDZV2WjmyUXFjnofPSFw5iylDIOWlRxlGIOi3Et1yXIPy1fG82k8-eaCzOFS5YsJdZmlgplirGwbyNZTQWGxV0sLa3Aw5yaWwO6hhgCnatBgQRfNiFUKXmCnqpxhb6vE8G0JsZ8Yx19Z9kfTqAUgktVagwaxuiFAs7ZlJPHEdGyKTYjkt9lqdF1tTDieG01cbViZAqrk_JHzsNZCw.SP6pKnkT3Tjsqg/click
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We concede that that does include a lot of speculative technology among the 3,600 companies, but even 
companies with a market cap of at least $1bn are on average 28 per cent below their all-time highs. For the 
S&P 500 the average is 11 per cent below their record highs. By inference, this means the stock market is 
being propped up by a few companies. Goldman Sachs says Apple, Microsoft, Nvidia, Tesla and Alphabet 
account for 51 per cent of S&P 500 returns since April 2021. Proverbially standing on the shoulders of giants...  
 
 
Central Banks 
 
After the party comes the inevitable hangover. Since the end of the Great Financial Crisis, a raft of 
unconventional monetary policies has sustained most economies globally and lifted almost all asset prices. It 
is therefore going to be interesting to see what happens now that 2022 will see the withdrawal of the 
metaphorical punchbowl. For the first time in at least a decade, financial conditions look set to tighten 
tangibly. Whether we emerge from this development without consequences akin to a hangover (less 
accommodative financial conditions, lower earnings revisions, lower price to earnings multiples for equities 
generally) remains to be seen: we have the FED rapidly ending their asset purchase program and ready to 
tighten three times in 2022 and a further three times in 2023. The UK has already embarked on its tightening 
cycle with the MPC announcing in mid-December their first increase in rates to 0.25%. The ECB appears to be 
desperate to cling on to providing life support until the end of 2022 at least. Why, we cannot really fathom…  
 
2022 may well be a year of transition: from recovery boom to steady growth, and from hyper-stimulative to 
more hawkish monetary policy. However, global capital markets – apart from a few notable areas such as 
travel and leisure – have generally taken the ever-unravelling pandemic in their stride. Even if the coming year 
will see monetary policy tighten, its broad bias remains very loose, certainly by historic standards. 
 
Under almost all possible scenarios for how the year may pan out, it seems hard to step away from the notion 
that investors remain in thrall of what Central Banks (and the Federal Reserve especially) say and do. If the 
projected path of interest rates for the world’s largest economy (the ‘dots plot’ shared by the members of the 
Federal Reserve’s Open Market Committee) is to be believed, then the concept of a ‘normal’ cycle no longer 
exists. By their reckoning, inflation and interest rates will both likely top-out before the end of 2023. Life as we 
knew it pre-GFC may no longer apply. 
 
Beyond the appearance of metaphorical swans of any colour – further pandemic-inspired dislocations and/or 
heightened geopolitical tensions being the most obvious currently – the biggest question with which investors 
will likely have to contend is the possibility of policy error from the Fed (and/or any of its major global 
brethren). In Central Banks we trust – even if fiscal stimulus has clearly helped mitigate catastrophe over the 
last two years – so be they damned should they commit an error. 
 
Ask investors what they see as the largest possible tail risk for 2022 and hawkish Central Banks ranks as the 
number-one concern, per the latest monthly Fund Manager Survey from Bank of America Merrill Lynch. 
Perhaps the most important question to consider then is just what sort of error might the Fed et al make, and 
what would it mean for asset classes? The debate is generally phrased around the notion of the Fed being 
behind the curve, especially in the context of currently very low rates and ongoing asset purchases. Should 
they tighten too late, then yields might get out of control, but an overly pre-emptive move to tightening could 
risk hurting the economy. Further, the longer the Fed waits, the worse its dilemma may become. 
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Inflation 
 
Inflation in the US is currently at its highest rate since 1982 and Jerome Powell’s recent messaging has 
suggested a tone of increasing hawkishness. Much of the fretting around inflation has been around its 
transitory versus permanent nature. Whereas the markets began 2021 in the former camp, our conviction over 
the past year has solidly been towards the latter. We have previously opined that recent inflation was not just 
as a result of the dislocations caused by lockdowns, but that the cost of energy globally has been severely 
under-priced for a long time and continues so to be. Energy is THE core component of every aspect of our 
lives, from the production and delivery of goods to the provision and consumption of services. That input (the 
increase in cost of the provision of goods and services due to the increase in the cost of energy) into the 
measure of inflation is not one that can be magically ignored by the ‘official’ measures of inflation which 
exclude the direct change in the cost of food and energy. Deglobalisation is inherently inflationary (current 
supply chains, by definition, are optimally cheap and so any change to that will logically be sub-optimal, or 
more costly) as are current labour market and demographic dynamics (put simply, supply and demand are 
unbalanced).  
 
Supply chain issues are clearly not going away any time soon, especially if the pandemic has its way. Even at 
present, the JP Morgan Index of Global Purchasing Managers shows that input prices are at their highest in 13 
years. Almost every company corroborates that supply chain shortages will most likely persist into 2022. 
Consider also that wages are also under upward pressure. With 11.2m job openings in the US versus the 
number of unemployed at 7.4m, workers clearly have the upper hand. Indeed, those in the lowest quartile are 
seeing their fastest pay increases in 20 years (per the US Bureau of Labour Statistics). Take also the fact that 
the National Federation of Independent Businesses in the US reports that 51% of organisations cannot fill jobs 
– a third consecutive monthly record – while an unprecedented 42% have been forced to raise compensation. 
If employees have any sense, they are going to ask for higher wages – and given the current levels of 
vacancies, it will be hard for business owners to refuse. Current American consumer price inflation of 6.2% is 
already wiping out hourly wage growth of 4.6%.  Against this background, it may be hard to see inflation 
disappointing any time soon. The Fed therefore likely feels that it has to ‘do something’ – even if it may well 
end up being for the wrong reasons.  
 
…and the US is not alone in experiencing multi-decade high rates of inflation. In broad terms, the reflation 
narrative of late 2020 and the early part of 2021 has now, arguably, been replaced by one of destabilisation. 
Think of this as the story for 2022 and beyond; a world of more uncertain growth and higher inflation. Indeed, 
inflation has been the hallmark of the pandemic recovery thus far. At the very least, there appears to be 
overpowering evidence that the low-inflation paradigm of the post financial crisis decade has now ended. 
 
Inflation evidence is abundant. Begin with data from the OECD, a club of rich countries globally. Inflation in the 
12 months to the end of September excluding food and fuel stood at 3.2%, its highest level in almost two 
decades. In the US, the world’s largest economy, headline inflation stood at 6.2% last month, its most elevated 
since 1990. Even on the Cleveland Fed’s ‘trimmed mean’ basis, inflation is at its worst since 2008 (5.3x 
standard deviations above its ten-year norm), while the Atlanta Fed’s ‘sticky’ inflation measure shows its 
highest reading since 1991. When one looks at one-year forward expectations, the University of Michigan’s 
latest reading calls for 4.8% US inflation. Over in Europe, the picture is little better, with headline inflation in the 
Eurozone of 4.1% and core inflation at 2.1%, the highest it has been in almost 20 years. China’s figure is little 
better. By way of anecdote, we also note that Google Trends shows that searches for inflation are at their  
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highest in Google’s history of collecting this data (which goes back to 2004), while Bloomberg notes a record 
number of inflation mentions by corporates on calls over the last earnings season.  
 
The fact that five-year inflation break-evens (i.e. the difference between the nominal yield on a fixed 
investment and the real yield on an inflation-linked investment) in the US have remained consistently below 3% 
can be viewed through one of two lenses. Bulls would assert that the market believes that the Federal Reserve 
is applying (and will continue to apply) the right degree of hawkishness in order to keep inflation under control. 
A less charitable view might be that the market is at risk of stumbling into an abrupt hangover after the party 
finishes. Put another way, the stability in break-evens could be indicative of investor complacency. Under this 
interpretation, a more aggressive tightening of rates is simply not being discounted at all. 
 
It is generally hard to bring an inflation spike under control unless interest rates rise to a point where they are 
above the rate of inflation. Steeply negative real rates are likely to do very little to actually counter inflationary 
pressures. There is a scenario where the ongoing pandemic exacerbates existing supply chain bottlenecks and 
labour market constraints, driving inflation higher regardless of what Central Banks choose to do. 
However, the Fed appears damned either way: if it tightens too early then it risks curtailing a still-nascent 
recovery, but if it tightens too late, then inflation may have got out of control. Of course if you believe the 
Federal Reserve, then core inflation will be 2.0% by the end of 2022. To suggest otherwise might be an 
admission of impotence by the Central Bank… 
 
 
Diverging policy 
 
The investing landscape will likely be further complicated by the fact that globally we will likely see divergent 
monetary policy during 2022. While the Federal Reserve remains primus inter pares – where they lead, others 
tend to follow – the Bank of England (and the Norges Bank) have already hiked while the European Central 
Bank seems determined to hold off from tightening for as long as possible. Most notably, however, China’s 
Central Bank (the PBOC) is loosening policy at present, seeking to ward off a clear slowdown. To the extent 
that there is commonality, we see a scenario of Central Banks globally doing their hardest to prolong the 
lengthy and largely untested monetary experiment that began over a decade ago. Should the Fed become less 
hawkish, then longer duration assets of all hues would likely resume their outperformance. 
 
2022 may therefore play out as a year of two parts: crudely, hangover followed by recovery, particularly in the 
event of realisation and subsequent rectification of  possible policy error. After another year of equity 
outperformance, a short and sharp correction may be healthy thing, prompting a relative resetting of 
expectations. Buying the dip has remained a persistent – and generally rewarding – approach. We might 
nuance this observation by highlighting the risk of investing in areas of the market that are excessively 
influenced by liquidity, momentum and crowded trades. When the tide of liquidity goes out, those assets that 
have benefited most may underperform.  
 
The hope remains that policymakers are able to do what it takes both to keep inflation under control and 
manage future expectations appropriately. Equity investors certainly don’t seem concerned for now, given that 
markets globally continue to set new records, bolstered by strong corporate results. The party can continue for 
at least as long as Central Banks remain behind the curve. Enjoy it while it lasts – for it will be hard to time the 
exact ending. 
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Looking ahead 
  
We end this quarter’s missive with an amusing image we came across recently with respect to asset prices, 
and playing to our penchant for using the laws of physics as metaphors to express our views of the markets: 
 

 
 
 
  
The recent ‘plunge’ in the markets, particularly in Crude Oil, towards the end of November in response to the 
identification of the Omicron variant of Covid is testament more to the fragility of the markets due to how 
richly they are priced than from the actual health threat posed by this variant. Staring the markets squarely in 
the face is the looming tapering of bond purchases by the US and other Central Banks, the persistent and more 
than ‘transitional’ inflation and potential interest rate hikes. The speed and magnitude of the change in any of 
these metrics will have a profound effect on the markets in 2022 and beyond. That there will continue to be 
uncertainty surrounding these metrics throughout the year is likely to add to the volatility in prices as the year 
progresses.  
  
Since the bottom of the ‘Covid Crash’ in March 2020, the equity markets have risen relentlessly with barely a 
material correction. This was in large part due to the certainty provide by Central Banks and Governments that 
plenty of liquidity was going to continue to be pumped into the markets to offset the impacts of lockdowns 
and other policy responses. That certainty is now evaporating and consequently we are likely entering a phase 
of increased volatility with the experience of late November a taste of what may lay in store for our 
investments.  
  
That does not mean to say that the party is over and that we have to run for the hills or the seek shelter in 
nuclear bunkers, but it does likely mean that there may well be new winners and losers as the macroeconomic 
situation evolves. As we opined in our 1Q21 Commentary, we still do not think that we are yet in ‘bubble-
popping’ territory, despite inflated prices in many asset classes and sectors. Implicit in that is that as the 
equity markets continue to climb inexorably upwards, we will ever more approach a moment of reckoning.  

https://www.mwcgroup.ch/wp-content/uploads/2021/08/1Q-2021-Market-and-Economic-Overview.pdf
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When that moment arrives and what will cause the bubble to pop is anyone’s guess but, until then, we can 
continue to ride the wave despite the likely increase in turbulence the higher we go. A time will come when we 
ought to get off the carousel, even at the risk of missing out on further and even sizeable gains. Rather that, 
than risking losing that which we have amassed thus far…  
  
That time has not yet arrived, although we expect that over the course of the next couple of years, there may 
be times when it begins to feel like it. We expect that there still remain to come many unforeseeable twists and 
turns and ups and downs in the realm of the Wile E. Coyote. Whatever you do, don’t look down just yet… 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Please find on the next pages the Economic Data Tables. 

https://en.wikipedia.org/wiki/Wile_E._Coyote_and_the_Road_Runner


 
 
 

7 

 

 

Economic Data Table 
December 2021  

Stock Markets Month Q4 21 YTD GDP 
YoY 

Interest 
Rates 

Inflation 
Rate 

United States 4.36% 10.65% 26.89% 4.90% 0.25% 6.80% 

Euro Area 5.79% 6.18% 20.99% 3.90% -0.57% 4.90% 

Germany 5.16% 4.05% 13.05% 2.50% -0.36% 5.20% 

France 6.43% 9.71% 28.85% 3.30% -0.49% 2.80% 

Italy 5.94% 6.47% 23.00% 3.90% -0.55% 3.70% 

Spain 4.92% -0.94% 7.93% 3.40% -0.38% 6.70% 
Greece 2.95% 3.24% 10.43% 13.40% -0.57% 4.80% 

Switzerland 5.89% 10.59% 20.29% 4.10% -0.75% 1.50% 

United Kingdom 4.61% 4.21% 14.30% 6.80% 0.25% 5.10% 

Brazil 2.85% -5.55% -11.93% 4.00% 9.25% 10.74% 

Russia -2.66% -7.71% 15.15% 4.30% 8.50% 8.39% 

India 2.08% -1.48% 21.99% 8.40% 4.00% 4.91% 

China 2.24% 1.52% -5.20% 4.90% 3.80% 2.30% 

Japan 3.49% -2.24% 4.91% 1.40% -0.10% 0.60% 
MSCI World Equity Index 3.90% 6.39% 16.80%       

 

Bond Indices Monthly Q4 21 YTD 

Barclays Capital U.S. Aggregate Bond Index 
-0.78% -0.82% -3.90% 

Barclays Global Aggregate ex-USD Float-
Adjusted Index (Hedged) -3.62% -3.16% -5.79% 

J.P. Morgan Government Bond Index Emerging 
Markets Global Core Index (Local Currency) 0.35% -4.57% -14.04% 

Barclays Global Aggregate ex USD 10% Issuer 
Capped (Hedged) Index 

-1.73% -0.89% -2.99% 

The Bloomberg Barclays Global Aggregate 
Bond Index -0.35% 0.00% -1.90% 

 

https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
https://etfdb.com/index/barclays-global-aggregate-ex-usd-10-issuer-capped-hedged-index/
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Currencies Monthly Q4 21 YTD Price 

EUR/USD 0.28% -1.84% -6.93% 1.14 

GBP/USD 1.76% 0.42% -1.05% 1.35 

EUR/GBP -1.43% -2.26% -5.92% 0.84 

USD/CHF -0.70% -2.07% 3.04% 0.91 

EUR/CHF -0.41% -3.87% -4.10% 1.04 

USD/JPY 1.72% 3.42% 11.50% 115.08 

GBP/CHF 1.05% -1.66% 1.97% 1.23 
 

Commodities Monthly Q4 21 YTD Price 

Gold 3.08% 4.08% -3.59% 1828.39 

Oil (WTI Crude, NYMEX) 12.09% 0.25% 56.68% 75.63 
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Disclaimer 
 
The information provided in this Newsletter is being provided solely for educational and informational 
purposes and should not be construed as investment advice, advice concerning particular investments or 
investment decisions, or tax or legal advice. Similarly, any views or opinions expressed in this newsletter 
are not intended and should not be construed as being investment, tax or legal advice or 
recommendations.  
 
Investment advice should always be based on the particular circumstances of the person to whom it is 
directed, which circumstances have not been taken into consideration by the persons expressing the views 
or opinions appearing in this newsletter. MWC Group has not verified and consequently neither warrants 
the accuracy nor the veracity of any information, views, or opinions appearing in this newsletter. You 
should always take professional investment advice in connection with, or independently research and 
verify, any information that you find or views or opinions which you read in our newsletter and wish to rely 
upon, whether for the purpose of making an investment decision or otherwise. MWC Group does not 
accept liability for losses suffered by persons as a result of information, views, or opinions appearing in this 
newsletter. 
 
Manentia Wealth Consulting Group Limited (Reg. No. C 80087) is authorised and regulated by the Malta 
Financial Services Authority under the Investment Services Act (Cap. 370) to provide investment services 
and enrolled under the Insurance Distribution Act (Chapter 487) to act as an insurance brokers. Manentia 
Wealth Consulting Group Limited is owned by Manentia Wealth Consulting Group AG, registered in 
Switzerland (company registration number CH-170.4.010.039-7). Manentia Wealth Consulting Group AG is 
FINMA authorized  (number 29575) and member of Polyreg (www.polyreg.ch). 
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