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Forget what you’ve done 
for the last decade

I grew up in Rome, a city 
inextricably linked throughout 
its history to politics. It was 
there that as a teenager 30 
years ago I first became 
interested in current affairs. 

At the time, the Italian political 
framework which had been in 
place since World War II was being 
dismantled amid a wide-ranging 
corruption scandal. Many political 
parties and senior political figures 
disappeared as a result.

I have been endlessly fascinated by 
political, social and economic trends 
ever since that tumultuous period. 
Fortunately for me, identifying and 
understanding these trends  
is an important part of my job as  
an investor. 

Right now, I believe that we are now 
in the middle of a period of profound 
global change on many levels.  

Climate change is making it 
imperative that the world develops 
a more sustainable growth 
model. Income inequality and 
its negative consequences have 
been exacerbated by the effects of 
quantitative easing. The vulnerability 
of global supply chains has been 
highlighted by the Covid-19 pandemic 
and the war in Ukraine.

These three factors are leading 
to an intense focus on de-
carbonisation and a reassessment 
of the risk of global supply chains, 
as well as much greater levels of 
government intervention.  
The impact on how we need to 
invest is far-reaching.

What does this mean for  
our portfolios? 
Firstly, let’s take the situation in 
Ukraine following Russia’s invasion. 
Above all there is the human 
perspective, which is tragic and 
horrifying. But our clients also need 
us to examine it from an investment 
perspective. This means we need to 
step back and focus on the medium-
term implications of the conflict. 
This translates as more supply 
disruption across a broad range of 
commodities and a greater focus on 
Europe’s energy security. Coinciding 
with a global focus on net zero 
targets and the energy transition, 
this means that commodities and 
resources markets are being pulled 
in opposing directions. 

We have long argued against an 
exclusionary approach to meeting net 
zero commitments. This is because we 
need to also ensure that our portfolios 
have sufficient flexibility to cope with 
different market environments and 
time horizons.  

The path to decarbonisation was 
never going to be linear. Right 
now, there is a case for owning 
commodity-related investments as a 
hedge against inflationary pressures. 
However, we should also be investing 
in the energy transition which, more 
than ever, remains a strategically 
important area. In many instances, 
through an active approach, we 
believe we can identify investments 
which serve both objectives.  

Secondly, there is the prospect of 
rising rates in the face of rising 
inflation. Although technically base 
effects may lead to inflation peaking 
later this year, central banks around 
the world are acutely aware that they 
are behind the curve and are moving 
to tighten monetary policy.  

We’ve previously talked about how 
with interest rates at zero the old 
proverb of “a bird in the hand is 
worth two in the bush” became 
untrue. That’s because the bird in the 
hand (cash or bonds, for example) 
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WE EXPECT EQUITIES TO 
BE CAUGHT BETWEEN 
THE CROSSCURRENTS 
OF RISING INTEREST 
RATES AND COMMODITY 
PRICES, LEADING TO 
THE EXPECTATION OF 
MORE MUTED RETURNS 
THIS YEAR.

was worthless, so investors were 
forced to invest in riskier assets (the 
two in the bush) to generate returns. 
However, rising rates now pose a 
challenge to returns from risk assets. 
That is, the "bird in the hand" starts 
to be worth something.  

While the last 10 years have been 
characterised by tight fiscal policy 
and loose monetary policy, this status 
quo is set for a turnaround. With a 
more interventionist approach from 
the government being accelerated 
by the pandemic and geopolitical 

conflict, we are seeing a return 
to looser fiscal policy and tighter 
monetary policy.

Bond prices have fallen dramatically 
over the last few months, with the 
US 10 year yield rising from a low of 
1.20% in 2021 to more than 2.50% 
and the 10 year German bund rising 
from -0.7% to 0.8%.  

Similarly, the yield on the US credit 
index has risen from 1.75% to 4.5%. 
Percentage changes such as these 
haven't been since the 1980s. At 
these levels we would argue that the 
traffic light for bonds is moving from 
red to amber.  

What prevents us from getting 
more bullish is that investors will 
require more yield to compensate 
for the increased volatility. We 
also need to keep a close eye on 
European bond yields which have 
now moved into positive territory, 
as this removes an important 
underpinning for global yields.

Equity markets have bounced back 
from oversold levels as investors have 
become more accustomed to pricing in 
the risk of the war in Ukraine. Although 
the news is bleak, we now have more 
information on the reaction functions 
of Putin and NATO. However, the risk 
of an even more significant escalation 
can't be discounted.  

At index level, we expect equities to 
be caught between the crosscurrents 
of rising interest rates and 
commodity prices leading to the 
expectation of more muted returns 
this year. However, below the surface 
we still see opportunities for more 
value-oriented investments. Looking 
at the last 20 years, there is still 
plenty to go for with this trend.

In short, it is a time for investors 
to consider what they did in their 
portfolios over the last 10 years -  
and then do the opposite.  

Investors need to take a forward-
looking approach, and to expect 
the unexpected. They might be well 
served by following the White Queen’s 
instructions to Alice in the Lewis 
Carroll novel Through the Looking 
Glass and think of "as many as six 
impossible things before breakfast”.

Watch Johanna’s 
video update  
using this QR code 
or click here
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SUSTAINABILITY VIEWS THIS QUARTER

Sustainability views this quarter

Andy Howard 
Global Head of 
Sustainable Investment

We are in an era of transition. Societies, economies and industries are being 
reshaped by the growing focus on a spectrum of trends including climate change, 
equality, diversity and many more. Old ways of working are being upended and 
more than ever companies will need to adapt to thrive. 

As active managers, we have a critical role to play in supporting that transition. 
Engagement is one of the important tools we can use to influence the companies in 
which we invest.

 

Our Engagement Blueprint and how we are holding boards to account
For this year’s AGM season we have set out our voting and engagement priorities in letters sent to thousands of 
companies around the world. 

As Kimberley Lewis, our Head of Active Ownership, has reiterated in this article on how we’re using our votes in 2022, 
we take our voting very seriously. Last year we voted at more than 7,000 annual general meetings. As an investment 
firm with close to one trillion US dollars under management, we believe this is one of the most powerful ways in which 
we can act in the best interests of our clients.

Our Engagement Blueprint, published last month on the active ownership section of our website, sets out in detail our 
six priority engagement themes. These are: climate change, corporate governance, diversity & inclusion, human capital 
management, human rights, natural capital and biodiversity.  

Of course, the war in Ukraine – a tragedy which is continuing to unfold – has focused our attention and concern. It also 
has underlined the importance of our active and fundamental investment strengths. We have been quick to engage 
with companies we own with operations in Russia, but it has also added urgency to the demand for cleaner energy,  
as fund manager Mark Lacey discusses in this article. 

Our Group Chief Executive Peter Harrison summed this up in the foreword to our Annual Sustainable Investment 
Report 2021.

How asset management is changing
We have been focused on bringing objective measures to portfolios and demonstrating action, rather than relying 
on aspirations and intentions.

Societal, political and regulatory focus on sustainability and sustainable investment is intensifying. Issues like 
climate change, biodiversity loss, inequality discrimination and corruption present risks and opportunities to 
businesses and investments, and in many cases will require significant and sustained capital reallocation. Asset 
managers are unavoidably at the centre of those pressures and can play a critical role in tackling them.

Historically, the purpose of asset management has been capital allocation, that is, deciding what economic activities 
to invest in to achieve an optimal risk-return outcome for their clients. But what used to be one- or two-dimensional 
is now multi-dimensional. 

First, what makes a good risk-return outcome has changed. Integration of ESG in investment decisions is the new 
normal. Second, there is a new dimension next to backward looking measures risk and return; impact. Third, the 
asset managers’ role in connecting savers with capital to investments that need capital is waning in most markets, 
relative to their increasingly important role of stewardship and oversight over the investments they have made. 

Through our range of award-winning proprietary tools we are building a fuller picture of the risks, opportunities 
and impacts of our investments and communicating these to our clients. Importantly, they are not static. As our 
understanding of sustainability evolves, we review our tools and their functionality. 

Schroders’ insights are further enriched by thematic research that looks not only at the immediate issue of climate 
change but also at the broader sustainability agenda, with topics such as natural capital, human capital, human 
rights, sustainable innovation and technology. 

These are the themes we expect to shape our future and our investments in the long-term and set the context for 
our active ownership goals. For example, our research on humans’ impact on nature is only the first in a series of 
natural capital thematic research. It covers deforestation, sustainable food and water, pollution and the circular 
economy, and has spurred engagement with exposed companies.
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What does Russia’s invasion of Ukraine mean for markets?
Our “rolling” live blog brought together the views of investors, 
economists and analysts from around Schroders on the market 
impact of the devastating war in Ukraine over its first few weeks.

Read the full article here

Andrew Rymer 
Senior Investment Content 
Strategist, Emerging Markets

Which equity sectors can combat higher inflation?
" Our research has found that equities outperformed inflation 90% 
of the time when inflation has been low (below 3% on average) 
and rising – this is where we are today. But when inflation was high 
(above 3% on average) and rising, equities fared no better than a 
coin toss. Fortunately, not all sectors are equally affected and some 
may prove more resilient than others if inflation takes off."

Read the full article here

Sean Markowicz 
Strategist

Three lessons from three years of sustainable investing 
in Europe
" We would not assume that a strongly-governed or socially-aware 
company must therefore have a positive environmental footprint. 
And similarly we must not fall foul of thinking that a company with 
a positive environmental footprint would automatically excel in its 
social or governance practices."

Read the full article here

Nicholette MacDonald-Brown 
Head of European Blend Equities

Most read content this quarter

MOST READ CONTENT THIS QUARTER

What I learned on my first trip to Brazil in two years
" Rising food prices have been in the headlines globally, given the 
implications of Russia’s invasion of Ukraine. In Brazil, the impact of 
drought in January of this year has already put upward pressure 
on some food prices. With food export prices now rising, this will 
undoubtedly exacerbate existing domestic food price inflation. 
Chatting to shopkeepers dovetailed with these points, and domestic 
companies we met reported weak demand as disposable incomes 
are pressured by inflation. Many of these companies are also facing 
higher raw material and/or labour costs, which will only add to 
pressure on profit margins."

Read the full article here

Pablo Riveroll 
Head of Latin American Equities
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OVERALL ASSET ALLOCATION VIEWS

Overall asset allocation views

Government bondsEquities

We have downgraded our 
view on equities to negative 
this quarter, after Russia’s 
war in Ukraine added more 
uncertainty to an already 
volatile market. Against a 
backdrop of geopolitical 
risk, peaking growth 
momentum and rising 
interest rates, we prefer 
to take risk on other axes. 
Although the geopolitical 
risk premium might 
stabilise, higher commodity 
prices serve to accentuate 
stagflationary risks and 
leave us still concerned 
about equity valuations.

After a dramatic move 
upward in yields, we 
have now closed our 
underweight position in 
government bonds.   
The Fed is expected to be 
aggressive in its response to 
inflation but this is reflected 
in the shorter end of the 
curve.  Longer maturities 
are still vulnerable to sticky 
inflation, however. And 
with the significant increase 
in volatility, investors will 
demand compensation in 
the form of higher yields

Commodities

Given the stagflationary 
environment (slowing 
economic growth and 
increasing inflation), 
we remain positive on 
commodities as a hedge 
against the ongoing 
inflationary concerns.  
The increased geopolitical 
risks stemming from 
Russia’s invasion of 
Ukraine combined with the 
imbalance between supply 
and demand is likely to 
remain supportive of this 
asset class. Among the 
commodity sectors, we 
have stayed positive on 
industrial metals. Precious 
metals and agriculture have 
been upgraded to positive 
whilst energy has been 
downgraded to neutral.

maximum positiveneutralnegativemaximum negative positive

Credit

We continue with an 
overall neutral rating for 
credit. With inflationary 
pressures increasing across 
the globe, the pressure 
remains on central banks 
to raise rates and, as such, 
we are taking a cautious 
stance on credit. We 
downgraded mid-quarter to 
negative as we felt strong 
fundamentals seen thus far 
could be peaking; escalating 
tensions in Ukraine also 
presented a clear and 
immediate catalyst in terms 
of deteriorating sentiment. 
Later, we upgraded back 
to neutral reflecting the 
widening of spreads.

31 March 2022

8 Schroders CIO Lens



REGIONAL EQUITY VIEWS

Regional equity views
Q2 2022

Equities

While the US economy is 
relatively less vulnerable to 
geopolitical concerns given 
its energy independence, 
our expectation of rising 
real yields poses a valuation 
challenge for US equities, 
leading us to shift to a 
negative stance.

US

We have kept a neutral 
view on UK equities as 
high exposure to defensive 
stocks and commodities in 
the FTSE 100 index means 
the market should be 
better able to withstand 
geopolitical deterioration 
relative to other markets. 
UK inflation is set to 
peak at close to 9% this 
year, driven by higher 
energy prices; however, 
the government has 
announced additional 
measures designed to 
support the UK consumer.

UK

We are neutral on Japan as 
the recent Covid outbreak 
has worsened supply 
constraints. A global 
recovery is crucial for this 
market, but nevertheless it 
should be less affected by 
the situation in Europe. The 
government has introduced 
gas subsidies which should 
support growth in the form 
of household consumption 
and provide some relief 
from high energy prices.

Japan

We remain neutral as 
China is in a different 
phase of the cycle 
compared to its global 
counterparts and should 
remain relatively shielded 
from geopolitics. The 
increasingly stagflationary 
environment globally will 
reduce global growth, and 
hence Chinese exports. 
This will be exacerbated by 
the resurgent number of 
Covid cases and lockdowns 
in some of its major cities.

China

We have kept a neutral 
view on Asia ex Japan as 
equity markets face a 
challenging environment 
in the near term. Ongoing 
supply chain issues have 
been exacerbated by 
the Russian invasion of 
Ukraine. Korean elections 
are imminent and removal 
of this political uncertainty 
should act as a tailwind for 
the region. 

Asia ex. Japan

We have downgraded 
European ex UK equities 
to negative since the 
last quarter. With 
inflation skyrocketing 
and sanctions on Russia 
seeping into the system, 
we believe European 
equities have more to 
lose in the near term. 
The region‘s heavy 
dependence on Russia 
for oil and gas has 
created uncertainty 
about the security of 
supply, and despite the 
European Commission’s 
plan to speed up the roll-
out of renewable energy, 
fears remain that high 
energy prices will weigh 
on both business and 
consumer demand. 

Europe ex. UK

We have downgraded 
our view on emerging 
market (EM) equities to 
neutral despite cheap 
valuations. The market 
outlook has deteriorated 
with geopolitical risk in 
eastern Europe, energy 
and food price inflation 
and recession risk all 
playing a role. EM have so 
far withstood the hawkish 
pivot in monetary policy, 
but with inflation above 
target and rising almost 
everywhere, additional 
upward pressure on 
energy costs is likely to 
force central banks to raise 
interest rates further than 
previously expected.

Emerging markets

31 March 2022

maximum positiveneutralnegativemaximum negative positive
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FIXED INCOME VIEWS

Fixed income views 
Q2 2022

Bond and credit

After a dramatic move upward 
in yields, we have reduced our 
underweight position in US 
government bonds and we see 
value in the short end of the US 
yield curve, where significant rate 
hikes have been priced. Longer 
maturities are still vulnerable to 
sticky inflation, however.  And with 
the significant increase in volatility, 
investors will demand compensation 
in the form of higher yields.

We remain negative on German 
government bonds.  Given the impact 
of higher energy prices on growth in 
Europe, we believe the ECB will delay 
tightening monetary policy, leading 
to a steepening curve in Germany.  

Meanwhile, we upgraded gilts 
to neutral as yields have moved 
significantly in recent weeks, 
although we believe there will 
be fewer rate rises than the 
market is pricing in. We expect 
inflation to peak in April.

Finally, we maintain our negative 
score for Japanese government 
bonds, the market continues to 
offer negative yields which provides 
poor value in a portfolio context. 
The Bank of Japan is not expected 
to intervene anytime soon.

Government Investment grade 
(IG) corporate

Our position on European and US IG 
credit is unchanged overall, but we 
made some changes under the 
surface. We downgraded both 
regions following the outbreak of 
war in Ukraine. In the US, market 
volatility given the uncertainty 
around central banks and 
geopolitical risks turned us negative. 
Later, we upgraded back to neutral 
reflecting the widening of spreads. 
We are more positive on European 
credit versus the US market as a 
combination of international and 
domestic pressure, paired with the 
rising rate environment, lead us to 
believe that the ECB will remain 
supportive for the near term. Unlike 
its counterpart in Europe, we think 
Fed policy is unlikely to support the 
credit market anytime soon.

High yield (HY)

We have retained our neutral score 
on US HY credit. Valuations and 
higher future supply are what limit 
our enthusiasm for the US. We have 
downgraded our rating for European 
HY credit to neutral, valuations have 
moved a long way and fundamental 
momentum appears to be peaking. 
Earnings uncertainty has picked 
up and concerns about economic 
growth are rising.

Russia’s invasion of Ukraine is 
throwing a curveball to the central 
bank reaction function. However, 
the priority for the Fed remains to 
contain inflation, which is at a 40-
year high.

We have downgraded our view on 
US inflation linked bonds to negative 
as real rates may increase in order 
to control rising inflation.

Inflation-linked

Denominated in USD: We maintain 
a positive stance. EM corporates 
offer very compelling valuations and 
low default rates, making EM bonds 
attractive despite the macro risks.

EMD

maximum positiveneutralnegativemaximum negative positive

31 March 2022

Denominated in local currency: 
We downgraded our view on EMD 
local to negative over the quarter. 
The economic environment 
has changed significantly in 
EM, with stagflationary risks 
intensifying due to Russia’s 
invasion of Ukraine.  Recessionary 
risks are also mounting.
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COMMODITIES VIEWS

Commodities views 
Q2 2022

With regards to the energy sector, 
we have downgraded our view to 
neutral. While the supply of oil has 
tightened further since Russia’s 
invasion of Ukraine, Chinese 
authorities have on the other hand 
imposed lockdowns following 
a fresh surge in Covid cases. As 
China is the largest oil importer in 
the world, the risks of a prolonged 
lockdown is likely to dampen the 
demand outlook for energy.

We have continued to retain 
our positive score on industrial 
metals. Demand outside of 
China appears to be recovering 
strongly as economic activity 
normalises with the impact of the 
Omicron variant being less severe. 
The policy focus on renewable 
energy should also help to bring 
substantial long-term upside.

Commodities

31 March 2022

maximum positiveneutralnegativemaximum negative positive

On agriculture, we upgraded our 
view to positive. Ukraine and Russia 
are vital to the global food supply 
chain and account for more than a 
quarter of global wheat trade and 
about a fifth of corn production.  
The crisis is therefore likely 
to add more pressure to an 
already stretched global supply 
chain, therefore pushing 
prices to higher levels.

The view on precious metals 
has been upgraded to positive. 
Following the Fed’s decision to 
increase interest rates by 0.25% 
(with further rate hikes expected 
through the rest of 2022), it appears 
that we are one step closer to peak 
Fed hawkishness. This combined 
with rising recession risks and 
better entry levels therefore 
makes gold more attractive. Gold 
also provides a hedge against the 
stagflationary risks; however, it also 
benefits from being less cyclically 
exposed when compared to the 
broader commodity indices.
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Private assets views 
Q2 2022

In a stagflationary market environment, 
private equity strategies and business 
models that are less dependent on the 
overall economy are especially well 
positioned. This includes strategies 
that focus on capturing a “complexity 
premium”, or skill premium. 

Active buy-and-build strategies – in 
which a portfolio company is expanded 
by buying competitor firms in the same 
space – are one example. Another 
might be the creation and fast growth 
of disruptive companies in the area of 
technology, bio-technology or climate 
tech. Non-cyclical industries, such 
as the healthcare sector, also remain 
particularly interesting in a market 
environment with today’s challenges.

For the same reason, we believe the 
best opportunities are in the “long-tail” 
of private equity transactions. This is 
the portion of the market comprising 
smaller and mid-sized investments, 
that represent 95% of all transactions 
and 50% of all transaction volume. We 
think these small and mid-sized deals, 
as well as early stage venture capital 
investments, offer greater scope to 
deliver value than larger transactions.

In terms of regional allocations, 
surveying the human tragedy in 
Ukraine has shocked us as much as 
he rest of the world. As investors, the 
shock further emphasises the case for 
global diversification within private 
equity. While Europe is most exposed, 
other regions are less so. No region, 
of course, is free of risks, but the 
combination of different world regions 
can help to balance and diversify a 
private equity portfolio. 

We continue to see the North America, 
Western Europe, China and India as 
the most attractive regions from a 
private equity investment perspective. 
Additionally, interesting new 
opportunities can be found in emerging 
and frontier markets on a very selective 
basis, especially in Latin America, 
Africa and Asia, where there are often 
opportunities to target certain impact 
objectives in addition to financial 
objectives.

Sustainability and impact are key value 
drivers for private equity investments. 
ESG integration has now become the 

As Johanna has already 
highlighted, the spectre of 
stagflation is front of mind for 
investors right now and the 
horrific war in Ukraine has 
added to investor uncertainty. 

So what does this mean for 
private assets?

Private equity

When inflation is high and rising, and 
interest rates are expected to rise fast, 
it is important for private debt investors 
to focus on real returns and potential 
default risks. Overall, we see private 
debt strategies that benefit from variable 
interest rates as attractive. Those that 
are linked to non-cyclical industries 
(such as healthcare) or tangible 
underlying assets (such as real estate 
and infrastructure), are particularly so. 

In an environment with increasing 
economic uncertainty, uncorrelated 
strategies such as insurance linked 
investments also offer particularly 
interesting opportunities in our view.

In the current market, we are focusing 
on direct lending strategies, where 
coupons are floating rate, interest 
coverage and loan-to-value ratios remain 
conservative and valuations of small 
and mid-sized companies have been 
more stable in recent years than at the 
larger end of the market. Furthermore, 
the large universe of smaller and mid-
sized companies supports selectivity 
and diversification. This can allow 
direct lending portfolios to reduce 
company-specific risks and reduce the 
dependence on the overall economy.

Infrastructure debt is backed by essential 
assets, many of which have a limited 
correlation with the overall economy. 
Here again, we see the most interesting 
opportunities in the smaller to mid-
sized segment where the universe 
of target investments is large, which 
allows both to be highly selective and 
to deploy capital at a steady pace.

Real estate debt also benefits from 
being backed by tangible assets, which 
provides strong downside protection, 
as well as a floating rate component. 
Furthermore, rents in real estate are 

Private debt

PRIVATE ASSETS VIEWS

industry standard. Impact investing is 
the next phase. In our view it is clear 
that any portfolio company that is 
especially well positioned with regard 
to sustainability and impact has better 
chances to be exited at a higher 
valuation than companies that are not.
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PRIVATE ASSETS VIEWS

Real estate is widely considered to be 
– to a certain degree –  a “safe haven” 
investment that provides long-term 
protection against inflation. In the 
short-term, real estate performance 
is likely to be shielded from adverse 
market developments. Most real estate 
contracts are inflation-linked, and the 
real estate market still benefits from 
a historically high yield spread over 
government bonds.  Nevertheless,  
real estate is not immune to stagflation. 
Lower growth and rising inflation 
can put pressure on real returns.

We believe it is key to remain highly 
selective, and to target the areas of 
real estate are already benefiting 
from long-term trends, of which 
there are numerous examples. 

Changing demographics are driving 
increased demand for affordable 
housing. The continued rise in 
e-commerce combined with more 
regionalisation is increasing demand 
for “last mile” industrial and logistics. 
Convenience-led retail warehousing 
is growing at the expense of shopping 
centres and high street retail.

The focus on sustainability and social 
impact will continue to sharpen. The 
pandemic accelerated many changes 
under way in how we live, work and 
play. As a consequence, we expect 
demand for well run, efficient offices 
(and other premises), with attractive 
services and flexible terms that fitting 
tenant needs, to remain robust.

In summary, there are numerous 
areas of private assets that can help 
mitigate the problems posed by an 
uncertain and inflationary market. 
Additionally, the variety within 
private markets means investors 
can combine various assets into 
custom solutions that are resilient to 
a wide range of market scenarios.

More detail on our private assets 

Real estate

views for 2022 can be found here

correlated with inflation over time, giving 
the underlying assets against which we 
are lending a natural inflation hedge.

Securitised products and asset-based 
finance can play in important role too. 
Floating-rate securities are prevalent 
in the mortgage-backed, asset-backed 
and collateralised loan obligations 
(CLO) sectors. The securities, backed 
by housing debt, real-estate debt and 
consumer debt, can add diversification 
within a floating rate allocation, as well 
as to different types of corporate risk 
via leveraged loans or direct lending.

As a non-correlated strategy, insurance 
linked securities (ILS) can improve the 
diversification of any private debt portfolio. 
In addition, ongoing insurance market 
dynamics – which drive ILS returns - mean 
investors are benefitting from rising yields. 
Insurance rates and the yields available 
to ILS investors – began increasing as a 
result of natural catastrophes through 2017 
and 2018 which caused risk premiums 
to “harden” (rates are increasing). We 
expect this hardening trend to continue 
into 2022, and possibly beyond.

The war in Ukraine has made energy 
independence a key strategic priority 
for Europe. This will significantly 
accelerate the energy transition away 
from fossil fuels that was already under 
way. Energy infrastructure investments 
are well-positioned to help accelerate 
these developments. Renewable 
energy infrastructure investments in 
wind and solar farms will be essential in 
delivering this transition. Other energy 
infrastructure investments, related to 
liquified natural gas (LNG) and gas 
transport and storage are also likely to 
play a vital role. We also see attractive 
opportunities in other infrastructure 
areas related to digitalisation and other 
essential infrastructure.

While many of the most attractive 
infrastructure investment opportunities 
can be found in Europe, we also see 
opportunities to make sustainable 
infrastructure investments in emerging 
markets on a highly selective basis.

Infrastructure
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ECONOMIC RISK SCENARIOS

As we discussed last quarter, when we 
build portfolios of various assets we do 
so with our baseline scenario in mind. 
Based on the balance of probabilities, this 
is in our view the most likely economic 
backdrop in terms of growth and 
inflation. Of course, this is not set in stone 
and we revisit it every quarter. It is also 
accompanied by our “risk scenarios”. 
These are what we have identified as the 
most likely risks that could potentially 
derail our baseline scenario. We explore 
these on the next page.

So what is our current baseline scenario? 

In the US, we think a slowdown is 
inevitable after rapid GDP growth of 
5.7% in 2021, but buoyant labour market 
conditions and further run-down of 
excess savings should still ensure that the 
economy registers a robust expansion of 
3.5% this year and 2.1% in 2023. Inflation 
has continued to overshoot expectations 
and with the risk of second round effects 
refusing to go away, the Fed raised its 
benchmark interest rate by a quarter of a 
percentage point in March. This was the 
first increase since 2018 . We expect the 
Fed to raise rates six more times this year 
to take the terminal rate to 2.25% in 2022. 
The Fed is also likely to start shrinking its 
balance sheet in May this year.

In the eurozone, we think growth will 
slow but remain solid at 3.3% for 2022 
and 2.6% in 2023. Households are 
expected to reduce their savings rate 
to more normal levels, and activity gets 
a boost from government spending as 
the EU recovery fund kicks in. Annual 
inflation is forecast to rise from 2.6% in 
2021 to 4.2% in 2022, before falling back 
to 2.1% in 2023. However, the European 
Central Bank remains dovish, it ended 
its pandemic emergency purchase 
programme (PEPP) in March 2022, but 
is likely to maintain its pre-pandemic 
QE programme until Q1 2023, and only 
raising rates in the second half of 2023. 

In the UK, growth should slow from 
7.5% to 4.3% in 2022 as the boost from 
re-opening the economy begins fade. 

Household spending remains high 
as excess savings are reduced, but 
inflation reduces purchasing power. CPI 
inflation is forecast to rise from 2.6% in 
2021 to 5.6% in 2022, mainly driven by 
higher energy prices. Inflation is then 
forecast to fall back to 1.7% over 2023. 
Meanwhile, a strong labour market 
supports the BoE in  continuing to hike, 
taking the base rate to 1.25% by the end 
of this year. Lower inflation and fiscal 
tightening lead to a pause for the rest of 
the forecast.

Meanwhile in emerging markets, most 
countries have so far taken the hawkish 
pivot in global monetary policy in their 
stride. Solid external positions coupled 
with relatively high interest rates should 
continue to offer some buffer as the 
Fed tightens the screws. However, 
while these solid fundamentals should 
prevent an EM crisis, growth is still set to 
slow as fading impetus from exports to 
developed markets and higher domestic 
interest rates start to bite.

What are the risks?

The balance of risks is tilted in a 
stagflationary direction, as four of our 
five risk scenarios bring weaker output 
and three have higher inflation. We 
still see the largest risk of supply side 
inflation though also place a high weight 
on the stagflationary Russian aggression 
continues scenario and the deflationary 
consumer recession scenario.

Stagflationary risks predominate
Economic risk scenarios

Baseline
Consumers re-leverage
Consumer recession

Russian aggression continues
China hard landing

Supply side inflation

Scenario probabilities

59% 9%

5%

5%

13%

9%

Source: Schroder Economics Group,  
31 March 2022.

Scenario grid – growth and inflation deviations from baseline
Cumulative 2022/2023 inflation vs. baseline forecast

Cumulative 2022/23 growth vs. baseline forecast

Supply side inflation 

China hard landing

Baseline

 

Russian 
aggression
continues

Consumers
re-leverage

Consumer
recession

Previous
baseline 

Consensus

-3

-2

-1

0

1

2

3

-3 -2 -1 0 1 2 3

Stagflationary Reflationary

Productivity boostDeflationary

Source: Schroder Economics Group. 25 February 2022. Please note the forecast warning at the back of the document.
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ECONOMIC RISK SCENARIOS

Source: Schroders Economics Group. 31 March 2022.

Summary Macro impact

 
Russian 
aggression 
continues

Russia continues to occupy the Ukraine and 
turns its attention to its new neighbours 
prompting tensions with Eastern Europe 
(Poland, Romania, Hungary, Slovakia) and 
the Baltic states. NATO members respond 
and there is a build up of troops which 
keeps tension and the risk of conflict 
high. Oil prices rise to $150/ b and stay 
there for much of 2022 whilst food prices 
also rise further. Significant disruption to 
Eastern European economies and Russia. 
Extended refugee crisis across Europe.

Stagflationary: The rise in commodity prices drives inflation 
even higher putting a major squeeze on consumers and 
business. Economic activity slows significantly: directly through 
disruption to trade and finance and indirectly as business 
confidence slumps and firms put their plans on hold. Europe 
is particularly badly impacted, as not only is the localised gas 
market hit, but security concerns prompt households and 
businesses to retrench. Net exporters of oil gain from the 
terms of trade shock and raise production. Russia falls into 
this category, though loss of businesses with Europe leads to 
a worse outcome for its growth than in the baseline. Central 
banks hold back on tightening monetary policy and re-focus 
on providing liquidity, despite the high rate of inflation.  

Consumers 
re-leverage

Strong labour markets put households 
in a buoyant mood, encouraging not 
only the spending of excess savings 
accumulated during the pandemic, but 
also a period of increased leverage. 

Reflation: This results in stronger household consumption 
and GDP growth, but also higher inflation as companies 
re-discover their pricing power. The service sector recovers 
more quickly, as old patterns of spending return. Central 
banks realise that they are very behind the curve, and raise 
interest rates faster, taking rates above neutral. For example, 
the Fed funds rate reaches 3.25% at the end of the forecast. 

China Hard 
Landing 

Relatively small stimulus measures 
already in place fail to arrest the slump in 
China’s domestic economy. In particular, 
new housing sales and starts continue 
to fall sharply, forcing more developers 
into default, while negative spill overs on 
confidence drag on consumption. GDP 
growth slows to just 1.9%  in 2022 and 
the renminbi depreciates to 7.15/$. Fiscal 
and monetary policy is loosened, driving 
a rebound in growth to 6.5% in 2023.

Deflationary: Lower growth in China presents a demand shock 
for the rest of the world who take a hit to their exports with 
commodity producers being particularly affected. Inflation is 
also lower as a result of lower growth and lower commodity 
prices. The PBoC respond by cutting the one year Loan Prime 
Rate (LPR) to 3% and the Reserve Requirement Ratio (RRR) 
to 8% by the end of next year. The Fed and BoE still raise 
rates in 2022 and 2023, but by less than in the baseline. 

Consumer 
recession

Supply bottlenecks delay households 
from spending their pent-up savings and 
rising food and energy inflation shock 
them into saving more, causing a slump 
in consumption. Companies suddenly 
realise that they have over-produced, and 
start to cut back output and hiring, which 
re-enforces the negative sentiment building 
amongst households. As inventories build, 
retailers start to compete again, offering 
greater discounts to clear excess stock. 

Deflationary: As households slash spending, economies 
fall into a technical recession in the middle of this year. 
Household consumption stabilises by the end of the year, 
but the recovery is slow, as households maintain an elevated 
savings rate as the labour market weakens. Weaker demand 
and slowing production causes oil prices to fall back, which 
combined with retailers clearing inventories, helps inflation 
fall back sharply. US inflation sinks to 1.7% for 2023. Emerging 
markets also struggle as they see a big fall in demand for 
exports, of both finished goods and commodities. Central 
banks end the forecast with looser policy than in the baseline. 
The Fed reverses course, taking fed funds rate back to 
0.5%, while the ECB extends QE and foregoes hikes.

Supply side 
inflation

The current bottlenecks in the industrial 
sector last for longer than expected and 
have knock on impacts through global 
supply chains. Commodity markets 
also struggle with supply shortages. 
Meanwhile, wages accelerate by more than 
in the baseline in response to tight labour 
markets. The labour participation rate in 
the US does not improve, whilst mismatch 
between worker skills and jobs in the post 
covid economy means the NAIRU rises and 
available slack is less than in the baseline.

Stagflationary: Commodity prices continue to rise due to 
shortages in supply. This adds to inflation and energy price 
base effects do not wash out. Meanwhile, this feeds through 
to underlying inflation, which is also pushed up from supply 
side constraints and higher costs through global supply 
chains. Even though growth slows through 2022, demand 
still outpaces supply in the labour market and wages rise. 
This results in persistent inflation, averaging 6.2% in the US 
in 2022. This leaves the Federal Reserve hiking interest rates 
to 2% by the end of 2022 and 4% by the end of 2023. All 
other central banks also hike rates faster in this scenario. 

Deviations from Baseline: Summary of risk scenarios
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Market returns
 Total returns Currency March Q1 YTD

Equity

US S&P 500 USD 3.7 -4.6 -4.6

US Nasdaq 100 USD 4.3 -8.9 -8.9

UK FTSE 100 GBP 1.4 2.9 2.9

EURO STOXX 50 EUR -0.4 -8.9 -8.9

German DAX EUR -0.3 -9.3 -9.3

Spain IBEX EUR -0.3 -2.6 -2.6

Italy FTSE MIB EUR -1.5 -8.1 -8.1

Japan TOPIX JPY 4.3 -1.2 -1.2

Australia S&P/ ASX 200 AUD 6.9 2.2 2.2

HK HANG SENG HKD -2.8 -5.7 -5.7

EM equity

MSCI EM LOCAL -2.0 -6.1 -6.1

MSCI China CNY -7.7 -13.9 -13.9

MSCI Russia RUB - - -

MSCI India INR 4.3 0.1 0.1

MSCI Brazil BRL 6.0 16.0 16.0

Governments  
(10-year)

US Treasuries USD -4.1 -7.0 -7.0

UK Gilts GBP -1.7 -5.4 -5.4

German Bunds EUR -3.6 -6.3 -6.3

Japan JGBs JPY -0.2 -1.2 -1.2

Australia bonds AUD -5.4 -9.4 -9.4

Canada bonds CAD -4.5 -7.1 -7.1

Commodity

GSCI Commodity USD 9.6 33.1 33.1

GSCI Precious metals USD 2.7 6.7 6.7

GSCI Industrial metals USD 7.0 17.7 17.7

GSCI Agriculture USD 6.2 22.0 22.0

GSCI Energy USD 12.5 46.1 46.1

Oil (Brent) USD 6.2 37.1 37.1

Gold USD 2.0 6.5 6.5

Credit
Bank of America/ Merrill Lynch US high yield master USD -0.9 -4.5 -4.5

Bank of America/ Merrill Lynch US corporate master USD -2.6 -7.7 -7.7

EMD

JP Morgan Global EMBI USD -1.1 -9.3 -9.3

JP Morgan EMBI+ USD -1.7 -16.2 -16.2

JP Morgan ELMI+ LOCAL -6.0 -5.6 -5.6

Spot returns Currency March Q1 2021

Currencies

EUR/USD  -0.9 -2.2 -2.2

EUR/JPY  4.4 3.1 3.1

USD/JPY  5.4 5.4 5.4

GBP/USD  -1.9 -2.8 -2.8

USD/CNY  0.6 -0.2 -0.2

USD/AUD  -3.4 -3.2 -3.2

USD/CAD  -1.5 -1.1 -1.1
Source: Refinitiv Datastream, Schroders Economics Group. 31 March 2022. 
Note: Blue to red shading represents highest to lowest performance in each time period.

MARKET RETURNS
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Important information
Marketing material for professional clients only. Investment 
involves risk.

This material is for professional investors or advisers 
only. It is not to be provided to retail clients. Investment 
involves risk.

Any reference to sectors/countries/stocks/securities are for 
illustrative purposes only and not a recommendation to 
buy or sell any financial instrument/securities or adopt any 
investment strategy.

The material is not intended to provide, and should not be 
relied on for, accounting, legal or tax advice, or investment 
recommendations.

Reliance should not be placed on any views or information 
in the material when taking individual investment and/or 
strategic decisions.

Past Performance is not a guide to future performance and 
may not be repeated.

The value of investments and the income from them may 
go down as well as up and investors may not get back the 
amounts originally invested. Exchange rate changes may 
cause the value of investments to fall as well as rise.

Schroders has expressed its own views and opinions in this 
document and these may change.

Information herein is believed to be reliable but Schroders 
does not warrant its completeness  
or accuracy.

Insofar as liability under relevant laws cannot be excluded, 
no Schroders entity accepts any liability for any error or 
omission in this material or for any resulting loss or damage 
(whether direct, indirect, consequential or otherwise).

This document may contain “forward-looking” information, 
such as forecasts or projections. Please note that any such 
information is not a guarantee of any future performance 
and there is no assurance that any forecast or projection 
will be realised.

This material has not been reviewed by any regulator.

Not all strategies are available in all jurisdictions.

Schroders may record and monitor telephone calls for 
security, training and compliance purposes.

For readers/viewers in Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, 
C1001AFB - Buenos Aires, Argentina. Registered/Company 
Number 15. Registered as Distributor of Investment Funds 
with the CNV (Comisión Nacional de Valores). Nota para los 
lectores en Argentina: Schroder Investment Management 
S.A., Ing. Enrique. Butty 220, Piso 12, C1001AFB - Buenos 
Aires, Argentina. Inscripto en el Registro de Agentes de 
Colocación y Distribución de PIC de FCI de la Comisión 
Nacional de Valores con el número 15.

For readers/viewers in Brazil: Schroder Investment 
Management Brasil Ltda., Rua Joaquim Floriano, 100 – cj. 
142 Itaim Bibi, São Paulo, 04534-000 Brasil. Registered/
Company Number 92.886.662/0001-29. Authorised as an 
asset manager by the Securities and Exchange Commission 
of Brazil/Comissão de Valores Mobiliários (“CVM”) according 
to the Declaratory Act number 6816. This document is 
intended for professional investors only as defined by the 
CVM rules which can be accessed from their website www.
cvm.gov.br.
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For readers/viewers in Switzerland: Marketing material for 
professional clients and qualified investors only. This document 
has been issued by Schroder Investment Management 
(Switzerland) AG, Central 2, CH-8001 Zurich, Switzerland a fund 
management company authorised and supervised by the Swiss 
Financial Market Supervisory Authority FINMA, Laupenstrasse 27, 
CH-3003 Bern.

For readers/viewers in the European Union/European 
Economic Area: Schroders will be a data controller in respect 
of your personal data. For information on how Schroders might 
process your personal data, please view our Privacy Policy 
available at www.schroders.com/en/privacy-policy or on request 
should you not have access to this webpage. Issued by Schroder 
Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 
Senningerberg, Luxembourg. Registered No. B 37.799.

For readers/viewers in the People’s Republic of China: Issued 
by Schroder Investment Management (Shanghai) Co., Ltd. Unit 
33T52A, 33F Shanghai World Financial Center, 100 Century 
Avenue, Pudong New Area, Shanghai, China, AMAC registration 
NO. P1066560. Regulated by Asset Management Association of 
China (“AMAC”) This material has not been reviewed by the AMAC.

For readers/viewers in the United Arab Emirates: Schroder 
Investment Management Limited, located in Office 506, Level 5, 
Precinct Building 5, Dubai International Financial Centre, PO Box 
506612 Dubai, United Arab Emirates. Regulated by the Dubai 
Financial Services Authority. This document is not subject to any 
form of approval by the DFSA. Accordingly, the DFSA has not 
approved any associated documents nor taken any steps to verify 
the information and has no responsibility for it. This document 
is intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by the DFSA 
rules which can be accessed from their website www.dfsa.ae.

For readers/viewers in the United Kingdom: Schroders will be a 
data controller in respect of your personal data. For information on 
how Schroders might process your personal data, please view our 
Privacy Policy available at www.schroders.com/en/privacy-policy 
or on request should you not have access to this webpage. Issued 
by Schroder Investment Management Limited, 1 London Wall 
Place, London EC2Y 5AU. Registered Number 1893220 England. 
Authorised and regulated by the Financial Conduct Authority.

Note to readers/viewers in Australia: Issued by Schroder 
Investment Management Australia Limited Level 20, Angel Place, 
123 Pitt Street, Sydney NSW 2000 Australia ABN 22 000 443 274, 
AFSL 226473. It is intended for professional investors and financial 
advisers only and is not suitable for retail clients.

Note to readers/viewers in Hong Kong S.A.R.: This document 
is intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by Securities 
and Futures Ordinance (“SFO”) (and any rules made thereunder) 
or as otherwise permitted under the Hong Kong laws. Issued by 
Schroder Investment Management (Hong Kong) Limited. Level 33, 
Two Pacific Place, 88 Queensway, Hong Kong. This material has 
not been reviewed by the Securities and Futures Commission of 
Hong Kong.

Note to readers/viewers in Indonesia: This document is 
intended to be for information purposes only and it is not intended 
as promotional material in any respect. This document is intended 
for professional investors only as defined by the Indonesian 
Financial Services Authority (“OJK”). Issued by PT Schroder 
Investment Management Indonesia Indonesia Stock Exchange 
Building Tower 1, 30th Floor, Jalan Jend. Sudirman Kav 52-53 
Jakarta 12190 Indonesia PT Schroder Investment Management 
Indonesia is licensed as an Investment Manager and regulated by 
the OJK. This material has not been reviewed by the OJK.

For readers/viewers in Israel: Note regarding the Marketing 
material for Qualified Clients or Sophisticated Investors only. 
This communication has been prepared by certain personnel of 
Schroder Investment Management (Europe) S.A (Registered No. 
B 37.799) or its subsidiaries or affiliates (collectively, “SIM”). Such 
personnel are not licensed by the Israeli Securities Authority. 
Such personnel may provide investment marketing, to the extent 
permitted and in accordance with the Regulation of Investment 
Advice, Investment Marketing and Investment Portfolio 
Management Law, 1995 (the “Investment Advice Law”). This 
communication is directed at persons (i) who are Sophisticated 
Investors (ii) Qualified Clients (“Lakoach Kashir”) as such term 
is defined in the Investment Advice Law; and (iii) other persons 
to whom it may otherwise lawfully be communicated. No other 
person should act on the contents or access the products or 
transactions discussed in this communication. In particular, this 
communication is not intended for retail clients and SIM will not 
make such products or transactions available to retail clients.

Note to readers/viewers in Japan: Issued by Schroder 
Investment Management (Japan) Limited 21st Floor, Marunouchi 
Trust Tower Main, 1-8-3 Marunouchi, Chiyoda-Ku, Tokyo 100-0005, 
Japan Registered as a Financial Instruments Business Operator 
regulated by the Financial Services Agency of Japan (“FSA”). Kanto 
Local Finance Bureau (FIBO) No. 90 This material has not been 
reviewed by the FSA.

Note to readers/viewers in Malaysia: This document has not 
been approved by the Securities Commission Malaysia which 
takes no responsibility for its contents. No offer to the public to 
purchase any fund will be made in Malaysia and this presentation 
is intended to be read for information only and must not be 
passed to, issued to, or shown to the public generally. Schroder 
Investment Management (Singapore) Ltd does not have any 
intention to solicit you for any investment or subscription in any 
fund and any such solicitation or marketing will be made by an 
entity permitted by applicable laws and regulations.

Note to readers/viewers in Singapore: This document is 
intended to be for information purposes only and it is not intended 
as promotional material in any respect. This document is intended 
for professional investors only as defined by Securities and Futures 
Act to mean for Accredited and or Institutional Clients only, 
where appropriate. Issued by Schroder Investment Management 
(Singapore) Ltd (Co. Reg. No. 199201080H) 138 Market Street #23-
01 CapitaGreen, Singapore 048946. This document has not been 
reviewed by the Monetary Authority of Singapore.

Note to readers/viewers in South Korea: Issued by Schroders 
Korea Limitedn26th Floor, 136, Sejong-daero, (Taepyeongno 1-ga, 
Seoul Finance Center), Jung-gu, Seoul 100-768, South Korea . 
Registered and regulated by Financial Supervisory Service of Korea 
(“FSS”)This material has not been reviewed by the FSS.

Note to readers/viewers in Taiwan: Issued by Schroder 
Investment Management (Taiwan) Limited 9F., No. 108, Sec. 5, 
Xinyi Road, Xinyi District, Taipei 11047, Taiwan. Tel +886 2 2722-
1868 Schroder Investment Management (Taiwan) Limited is 
independently operated. This material has not been reviewed by 
the regulators.

Note to readers/viewers in Thailand: This document has not 
been approved by the Securities and Exchange Commission which 
takes no responsibility for its contents. No offer to the public to 
purchase any fund will be made in Thailand and this presentation 
is intended to be read for information only for professional 
investors as defined by regulations and it is not intended as 
promotion material in any respect. It must not be passed to, 
issued to, or shown to the public generally. Schroder Investment 
Management (Singapore) Ltd does not have any intention to solicit 
you for any investment or subscription in any fund and any such 
solicitation or marketing will be made by an entity permitted by 
applicable laws and regulations.
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Important Information: This information is a marketing communication. This
information is not an offer, solicitation or recommendation to buy or sell any financial
instrument or to adopt any investment strategy. Information herein is believed to
be reliable but we do not warrant its completeness or accuracy. Any data has been
sourced by us and is provided without any warranties of any kind. It should be
independently verified before further publication or use. Third party data is owned or
licenced by the data provider and may not be reproduced, extracted or used for any
other purpose without the data provider’s consent. Neither we, nor the data provider,
will have any liability in connection with the third party data. Reliance should not be
placed on any views or information in the material when taking individual investment

and/or strategic decisions. Schroders has expressed its own views and opinions in this
document and these may change. The value of investments and the income from them
may go down as well as up and investors may not get back the amounts originally
invested. Exchange rate changes may cause the value of any overseas investments to
rise or fall. For your security, communications may be recorded or monitored. Issued
in September 2021 by Schroder Investment Management Limited, 1 London Wall Place,
London EC2Y 5AU. Registration No. 1893220 England. Authorised and regulated by the
Financial Conduct Authority.
603456. UK003156.
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