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“Rising inflation
and tapering lead
to a potential
turning point”

EXPECTED GRADUAL OF REMOVAL OF MONETARY ACCOMMODATION
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HOW ACTIVE INVESTORS
SHOULD PROFIT IN 2022

Flexibility is the order of the day. The
once popular "buy and hold" investment
strategy may no longer be relevant, and
investors need to adapt more quickly.
Rising inflation, high equity valuations
and increasing volatility will provide
opportunities for dynamic investment
managers in 2022.

Conditions for active investment management
are favourable this year, with rising inflation,
which is expected to remain high, even if the
current supply bottlenecks see further easing.
Rising inflation tends to reduce the diversifi-
cation benefits of a portfolio. Add to this
the fact that the year began with very high
equity valuations worldwide: Apple, for
example, reached a record stock market
value of 3000 billion US dollars for the

first time in January 2022. In comparison,
this is four times more than the value of

the Swiss gross domestic product (GDP).
For the world's top 100 companies by
stock market value, the unweighted mean
and valuation average for 2022 is a price-
to-earnings (P/E) ratio of 31.5, well above
the long-term average of 18 times earnings.

VOLATILITY CREATES OPPORTUNITIES

Of course, having conviction is important,
and selecting stocks according to the high
conviction strategy does have its uses.
High conviction is a focused management
style with a clear investment philosophy
expressed through more concentrated
portfolios for longer holding periods. But
conviction is often elusive, and it is therefore
equally important to be able to reposition
oneself. With the current environment, now
is not necessarily the time to be a passive
investor. Active investing has become even
more attractive, considering that volatility
generally offers greater opportunities.

During periods of economic recovery and
loose monetary policy investing passively
from an asset allocation and equity perspec-
tive is a good strategy, and investors could
benefit from the rising markets of the last
decade with asset classes such as equities
and real estate trending steadily upwards.

When there were bouts of volatility, central
banks usually came to the rescue - and inves-
tors were able to buy in when prices fell.
However, those who continue to invest
passively could end up missing their targets.
Over the next five years, market returns are
likely to be much lower than before. What
if interest rates rise rather than fall? What
happens if we have a more volatile envi-
ronment in the future because central banks
can no longer be as accommodative due

to higher inflation? Rising inflation and the
steady reduction in stimulus (tapering) lead

a potential turning point. The old patterns
have changed. If bonds and equities be-
come positively correlated, bonds will no
longer provide the same level of defensive
characteristics as in the past.

GET ACTIVE

It has become difficult to find high yields in
the capital market, and the outlook is sobe-
ring: all major asset classes from equities to
bonds to real assets are likely to yield lower
returns than in the past 30 years. Equity
returns over the next few years are likely to
be driven primarily by growth in corporate
earnings and dividends, rather than technical
factors. In such an environment, an active
approach to asset allocation becomes increa-
singly important. It requires both clear
convictions and a willingness to reconsider
one's thinking as market dynamics evolve.

We continue to favour funds that are
uncorrelated with traditional asset classes.
Furthermore, in the context of increased
volatility, uncertain markets and increased
inherent risks, the sub-strategies we favour
have at least one of the following charac-
teristics: diversification, trading approach,
focus on liquidity, relative value style, search
for idiosyncratic opportunities, dispersion
and convexity. Many of these alternatives
have historically shown low correlation to
equity price movements and should therefore
dampen volatility.
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IMPORTANT INFORMATION - This content is being provided
by REYL & Cie Ltd or/and its affiliates (hereinafter referred to as
"REYL") solely for information purposes and is not intended to
be a solicitation or offer, recommendation or advice to buy or
sell interests inany financial instrument mentioned in it, to effect
any transaction, or to conclude any transaction of any kind
whatsoever, in particular to any recipient who is not a qualified,
accredited, eligible professional or institutional investor. It is
intended for the sole use of the recipient and may not be
forwarded, printed, downloaded, used or reproduced for any
other purpose. It is not intended for distribution/offering to, or
use by, natural or legal persons that are nationals of a country or
subject to a jurisdiction of which the laws or regulations would
prohibit such distribution/offering or use. Whilst REYL shall use
reasonable efforts to obtain information from sources which it
believes to be reliable, REYL, its directors, officers, employees,
agents or shareholders assumes no liability regarding this
content and give no warranty as to the accuracy, completeness
or reliability of any mentioned data and thus assumes no liability
for losses arising from the use of this content. The information,
opinions and assessments contained in the present document
shall apply at the time of publication and may be revoked or
changed without prior notice. This content is intended only for
recipients who understand and are capable of assuming all risks
involved. Before entering into any transaction, recipients should
determine if the relevant financial instrument mentioned in
the content suits particular circumstances and should ensure
that they independently assess (together with their professional
advisers) the specific risks, the legal, tax, accounting conse-
quences and eligibility requirements of any purchase, holding
or sale of financial instruments mentioned in the content.
REYL, its directors, officers, employees, agents or shareholders
may from time to time have interests and/or underwriting
commitments in the financial instruments described herein.
REYL makes no representation as to the suitability of the
mentioned information, opinions or securities and financial
instruments. Historical data on the performance of the financial
instruments or on the underlying assets are no indication for
future performance. The present content has been compiled
by a department of REYL which is not an organisational unit
responsible for financial research.REYL is subject to distinct
regulatory requirements and certain services and/or financial
instruments may not be available in all jurisdictions or to all
recipient types. Recipients are therefore responsible to comply
with all applicable laws and regulations. There is no intention
to offer services and/or financial instruments in countries or
jurisdictions where such offer would be unlawful under the
relevant laws and regulations.
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