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Advisory Portfolio Service 2021 Performance – Moderate Risk Portfolio

Inflation shall be the influencer of Central Banks and markets throughout the year.
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Past performance is no guide to the future and future yields cannot be guaranteed. Unit prices can fall as well as rise

Last year saw the global economy continue on its path to recovery as 
economies re-opened and society started to venture out, however we 
have not as yet returned to pre-Covid normality.  

As the year progressed the economic aftermath of the pandemic 
became apparent with supply chain disruption and escalating 
consumer demand leading to a surge in global inflation and energy 
prices.  

December also saw concerns regarding the Omicron variant impact 
markets and remind us that Covid still has the ability to disrupt 
economies and our lives.

The chart below compares the performance during last year of a 
typical Moderate risk Advisory Portfolio Service portfolio, shown in 
blue, to that of the portfolio benchmark (AFI Balanced Index) in green 
and the FTSE 100 in red.
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Advisory Portfolio Service Two Year Performance – Moderate Risk Portfolio

The coming year is expected to be shaped by inflation and in 
particular how policymakers and markets react to it.  Both the Bank 
of England and the U.S. Federal Reserve have already announced 
measures to confront growing inflationary pressures and further 
actions shall be closely watched by markets.  

There are a number of factors that are currently fueling global 
inflation, some of which are expected to ease quickly, while others 
could be more persistent.  Supply chains continue to be unable to 
keep pace with the demand for goods, which is above pre Covid 
levels.  This demand is driving inflation higher and shall continue 
to until demand falls, and supply chains are moving once more.  
There is however growing concern that supply chain bottlenecks 
could worsen if China imposes further lockdown rules in a move 
to stop the Omicron variant spreading.  China has a zero-tolerance 
approach to Covid infections and currently 20 million people are 
in lockdown.  This only accounts for 1.5% of China’s population, 
however with the Omicron variant being extremely transmissible 
concerns are that this number could quickly rise and impact 
manufacturing and shipping.

The employment markets in both the UK and the U.S are adding 
additional inflationary pressures as wages are increasing.  In the 
UK the market has been affected by Brexit in the lower wage 
divisions of hospitality and healthcare.   Workers have also used 
the experiences of the pandemic to rethink their careers and move 
to employers offering more flexibility or higher salaries.  The U.S. 
now has more job vacancies than there are unemployed, and the 
number of available workers has fallen.  This is resulting in rising 
salaries and employers struggling to retain their existing staff.  
The chart overleaf highlights the current differential between the 
unemployment rate and job openings in the U.S.

As the previous chart shows , the FTSE 100 performed very well 
last year recording its best year since 2016.  The performance of 
the index was driven by its high exposure to Value companies 
including Financials, Oil and Mining stocks.  This was a reversal 
of the performance seen in 2020, when the Moderate portfolio 

significantly outperformed the FTSE 100.  The chart below takes 
into consideration both years performance and highlights the 
outperformance of the APS portfolio during the period of the 
pandemic.

Past performance is no guide to the future and future yields cannot be guaranteed. Unit prices can fall as well as rise
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The final weeks of 2021 saw the Federal Reserve move away from its 
mantra that rising inflation was transitory, to that of a more aggressive 
and active approach to bring rising prices under control.  Jay Powell, 
the chair of the Federal Reserve has since warned that high inflation 
is a ‘severe threat’ to the U.S. recovery.  Inflation in the U.S. currently 
stands at 7%, which is the first time it has reached this level since 1982.  

The Fed is also taking a much more aggressive approach on interest 
rates and expects interest rates to rise three times this year, with 
the first pencilled in to be soon after the end of the asset purchase 
programme in March.  Jay Powell has also stated that if inflation 
persists at higher levels longer than expected they will raise rates 
more over time.

U.S. Labour Market

Source: JP Morgan Asset Management.  Labour force participation recovery assumes the participation rate goes back to the level from February 2020 and 
that they are recorded as unemployed – Data as of 31st December 2021

Since the start of the recovery, as well as facing supply chain delays 
businesses have also had to contend with soaring commodity prices.  
This includes materials required for manufacturing products, but also 
escalating energy prices.  The costs for materials have decreased from 
their previous highs, however the price of energy has continued to 
escalate and is expected to rise further this year.  Companies have 
been passing these costs onto consumers as they are better off than 
they were prior to the pandemic and consumer spending remains 
strong.

The rise in energy prices is also having a detrimental affect on 
consumer spending across the UK and Europe.  A review of the energy 
price cap in the UK is due to be announced by Ofgem on 7th February 
and implemented from April.  At that time the cap is predicted to rise 
by about 50%, bringing the average annual household cost of gas 
and electricity up from £1,277 to almost £2,000.  This could result in 
inflation in the UK rising to around 7% and put considerable pressure 
on household and public finances.

An additional factor putting pressure on energy prices is the                    
geopolitical tensions between Russia, the U.S. and Europe regarding 
possible military action by Russia in the Ukraine.  The price of gas 
had fallen back across Europe as traders imported vast quantities of 
liquified gas from Asia.  Rising tensions regarding the Ukraine have 
however seen gas prices rise and Russia is now being accused of 
restricting sales of gas at a time when supplies are tightening.

The possibility of sanctions against Russia have also escalated 
after a cyber attack on Ukraine government websites.  The Ukraine 
government have advised that “all evidence points to Russia being 
behind the attack”.  If sanctions are imposed on Russia, it is unclear 
what affect they would actually have, and there is also the possibility 
that they could have a negative outcome on the European economy.  
Over the last few years Russia has reduced its reliance on the global 
financial system by expanding its foreign exchange reserves and 
reducing its U.S. dollar exposure.  Russia has also created the National 
Wealth Fund that accumulates surplus oil and gas revenue.  This had 
a value of $190 billion as at the third quarter 2021 and is predicted to 
be worth $300 billion by 2024.
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The issue with financial sanctions is that 40% of Europe’s gas imports 
come from Russia and also a quarter of its oil.  If financial sanctions 
were imposed, then a gateway will need to remain open for Europe 
to pay for these commodities.  Russia could also retaliate to sanctions 
being imposed by limiting the supply of gas and oil.  If sanctions were 
imposed and Russia retaliates or if Russia invades the Ukraine, we 
would expect significant volatility across global markets, a rise in the 
price of oil and further inflationary pressures.

In 2021, Chinese equities significantly underperformed global equities 
contributing to the  underperformance of Emerging Market equities 
vs. Developed Markets. Unforeseen regulatory intervention from 
Beijing into the property and education sectors impacted investor 
sentiment towards China.   Investors became concerned that further 
regulations could be introduced into other sectors, and the negative 
sentiment spread to the mega technology companies.

China Underperformance  - 2021

Past performance is no guide to the future and future yields cannot be guaranteed. Unit prices can fall as well as rise

When compared to the developed markets China is moving in the 
opposite direction economically by easing rather than tightening 
monetary policy.  Economic growth in China in the fourth quarter of 
2021 slowed to 4% year on year. This is down from 4.9% in the third 
quarter, and a slowdown in exports, coupled with continued problems 
in the real estate sector, look set to weigh on activity in the near 
term.  The easing in monetary policy reflects the growing concerns of 
Chinese policymakers about downside risks to the economy and it is 
hoped that supportive fiscal and monetary policy shall continue on a 
larger scale this year.

There are a number of factors that could affect markets this year and 
many outcomes that could make markets switch sentiment quickly.  
Many of these as stated lead back to inflation and the actions of 
Central Banks, and in particular the Federal Reserve.  A concern is 
however that the current environment, where Central Banks are 
trying to predict the course of inflation, could lead to policy error.  
With this level of uncertainty, particularly during the first half of the 
year, periods of market volatility should be expected.

As the year progresses inflation is predicted to rise and peak mid 
year.  It is then expected to remain elevated, gradually falling back 
during the second half.  Inflation readings shall influence Central 
Banks and markets throughout the year and particular focus shall be 
on when inflation rates stop rising and how far they retreat once they 
have peaked.  If they fall back, but remain elevated at 4% or above, 
then markets could become more volatile and Central Banks could 
become more aggressive in their actions and possibly raise interest 
rates at a faster pace than markets are currently expected.

This year is going to be a year of transition and we do expect that there 
will be periods of volatility on the way.  We recommend however that 
you remain focused on your investment objectives and resist making 
changes to your long-term investment strategy.
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Should you have any queries or concerns, please do not hesitate to 
contact your Investment Director.

Kevin Hunt, Dip PFS, Cert PFS (DM)
Investment Manager
Technical Team

                                                                                                          



• Past performance is no guarantee of comparable future results.  Unit prices can fall as well as rise.
• Diversification does not guarantee investment returns and does not eliminate the risk of loss.
• The projected results and statements contained within this document that are not historic facts are based  

on current expectations.  
• Any statements made speak only as of the date of this document and involve risks, uncertainties and other factors that may cause 

actual results, performance or actions to be materially different from any future results, performance or actions.
• Assumptions and projections made involve judgments with respect to, among other things, future economic, competitive and 

market conditions and future business decisions, all of which are impossible to predict accurately and are beyond the control of 
Burley Fox Limited.

• Burley Fox Limited does believe that any assumptions made for projected results or forward looking statements are reasonable as 
at the date of this document.  Any of the assumptions made could be inaccurate and, therefore, there  
can be no assurance that the projected results or forward looking statements made will prove to be accurate.

• In light of the significant uncertainties inherent in the projected results and forward looking statements within this document, the 
inclusion of such information should not be regarded as a representation as to future results or that any forward looking statements 
shall be achieved

The General Data Protection Regulations (GDPR) became effective in the UK from the 25 May 2018. Burley Fox Limited has published a 
new Privacy Policy so you understand how we use and protect your data.  A copy of this document can be found on our website here.

https://www.burleyfox.com/documents/BFL-Privacy-Notice-2018-V1.pdf

Risks & Disclosures
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