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Quarter Three 2021 – Global Equity & Moderate Portfolio Performance

After several quarters of strong gains, global equities fell back during September.
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Equities certainly had a promising start to quarter three thanks to a robust earnings season. But markets had to contend 
with global growth concerns over the spread of the delta variant and the prospect of policy tightening by the US 
Federal Reserve (Fed), as inflation rose sharply. In addition, increased regulatory oversight by the Chinese authorities, 
energy supply concerns and uncertainty over the US debt ceiling dampened investors’ sentiment in September.

It is not a surprise that inflation is higher than it was last year, however prices have risen much quicker than expected.  
Business investment is booming, however consumer demand is so strong that the supply chain is struggling to keep up.  
The labour market has also rebounded since the pandemic with a high demand for workers in many sectors, resulting in 
an increase in wages.  As consumers are now utilising some of the vast amount of savings that they accumulated during 
the pandemic and demand is high, companies are passing on these high wage bills to the consumer by increasing prices.
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In the US, the Federal Reserve (the Fed) announced that it will 
soon (probably this month) begin to slow the pace of its asset 
purchases, with purchases set to come to an end by around the 
middle of next year. The Fed also released its projections for 
interest rates over the next few years, with the central expectation 
now being for US interest rates to increase to 1.75% by the end 
of 2024.  The Fed’s 2021 inflation expectations have also been 
revised up sharply again, a sign that the Fed is beginning to 
acknowledge the persistence of current inflationary dynamics.

An additional concern on the horizon in the U.S. is the debt 
ceiling talks.  The 18th October was the date that the U.S. Treasury 
Department estimated that it would run out of money, however 
the U.S. Senate has agreed a short term suspension of the ceiling 
until 3rd December.  This agreement did take the pressure off 
of the Democrats and the Republicans to agree a compromise, 
however this is only a short term fix.  If both parties do not 
reach an agreement before December 3rd then the U.S. Treasury 
may have to default on it’s obligations and we could also see 
another government shutdown just weeks before Christmas.

In the UK, the Bank of England (BoE) delivered a similarly hawkish 
shift, suggesting that it could put interest rates up before the 
end of the year.  The annual inflation rate jumped more in August 
than at any time since the BoE was granted independence.  It did 
however slightly fall in September from 3.2% to 3.1%. During 
his Budget announcement in October the Chancellor admitted 
that inflation could hit 5%, echoing the warnings of the Bank 
of England’s chief economist a few days previously. The Office 
of Budget Responsibilities (OBR) has predicted that consumer 

price inflation will average 4.1% in 2022. This means the UK 
is far from through the worst of its inflationary problems and 
will offset some of the spending promises made in the Budget. 

The questions for the MPC will be what to do and how quickly. 
It will not want to tighten policy too early, as this could 
undermine the recovery from the pandemic and damage 
living standards. But if it tightens too late, the inflation genie 
could well and truly escape from its bottle, forcing the BoE to 
be much more aggressive with subsequent interest rate rises.

The European Central Bank (ECB) has also announced a 
reduction in the pace of its asset purchases, but in contrast 
to the Fed, was keen to stress that this was not the beginning 
of a process of tapering purchases down to zero. As the 
Fed and BoE set out on a path towards higher interest 
rates, the ECB looks likely to be left behind.  This stance 
could however come under pressure given the potential 
impact of record high gas and electricity prices on inflation.

The price of natural gas in Europe has surged to record levels 
over the last few weeks adding to inflationary pressures.  
Concerns are that consumer consumption across Europe 
could reduce as higher utility bills erode consumer spending 
power.  Growth in the European industrial sector could 
also be affected if there is a colder winter and the 
constraints on energy supply within Europe continue.

Natural Gas & Oil Six Month Performance



Many of the supply and demand drivers behind the price 
rises are global in nature, highlighted by the fact that China 
is also suffering energy shortages and is rationing power in 
some provinces.  Most of the recent surge in price is a result of 
shortages of natural gas, which has for a long time been seen as 
a ‘transitional’ fuel for power generation.  Compared to coal it 
produces the same energy, but with half the C02 emissions.  It is 
however not seen as a long term solution, but is seen as a useful 
stop gap until coal is phased out.  For this reason there has been 
limited investment in natural gas and greater focus has been on 
renewables.  In addition to this, gas in storage is low globally and 
is far below normal levels as we approach the winter months.

Europe is very reliant on Russia for its gas supply, however 
storage levels in Russia have also been depleted.  Russia is 
also waiting for Europe to approve the Nordstream 2 pipeline, 
so it is very unlikely that gas volumes from Nordstream 2 
shall reach the European market before the end of the year.
  
The global demand for energy and the shortage of natural gas 
has also increased the demand for oil.  The U.S. benchmark 
West Texas Intermediate (WTI) has been trading at a seven 
year high in excess of $78 a barrel with Brent Crude trading 
at a three year high of $81.8.  The oil price is continuing 
to rally as power generators switch to crude oil due to the 
shortage of natural gas.  There have been calls from around 
the world for OPEC+ to pump more oil as governments fear 
energy price inflation.  At the start of October however 
OPEC+ said that it would stick to it’s current output policy, 
benefiting from the rebound in energy demand globally.

The negative news from China was relentless in the third 
quarter. First, China’s move to turn private tutoring companies 
into non-profit organisations worried some investors, who 
started to question whether similar actions could be applied 
to other sectors. Then, more regulations on the technology 
sector were announced, including a ban on children playing 
computer games for more than three hours per week. Finally, 
investors had to contend with fears around the potential default 
of Chinese property developer Evergrande and the potential 
spill over effects into the Chinese economy and markets.

As already stated China is also now suffering energy shortages 
and many of the affected provinces are important sectors of 
industrial activity, not just for China but globally.  In a recent 
article Schroder’s estimate that those provinces facing restrictions 
generated around 75% of China’s 2020 GDP and 85% of exports.

It is very timely that concerns regarding an energy crisis have 
surfaced now, as the UK is currently hosting COP26 (the 26th 
Conference of Parties).  Global leaders from almost 200 countries 
have come together to discuss climate objectives and, more 
importantly, revisit the commitments made as part of the 2015 
Paris Agreement.  The main aims of the Paris Agreement were 
to keep global temperatures from warming above 1.5 degrees 
Celsius and effectively reach net zero greenhouse gas emissions 
by 2050.  Countries were asked to submit their own emission 
reduction targets and review them every five years.  This is the 
first meeting since the end of the first five year period and we 
now know that the proposals set out in 2015 were not sufficient.

COP26 can only be deemed a success if all countries agree to 
update their targets for the next decade.  Prior to the start of 
the conference  110 parties, including the UK, European Union 
and the U.S. had submitted new plans.    The Chinese  President  
Xi  Jinping is  not attending and instead  offered a written 
statement asking for  richer nations to do more to support 
developing countries.   He   also made no new pledges to cut 
emmissions, which is concerning bearing in mind that  China is 
responsible  for the highest amount  of global carbon emmissions.

As you can see from this overview the current environment for 
investors is complicated and we expect market volatility to 
become more apparent over the coming months.  How long 
inflationary pressures will continue is unknown, however the 
growing consensus is that inflation may be more persistent rather 
than transitory, as has been consistently stated by Central Banks.
  
The current pressures are however expected to stabalise over 
the medium term, before easing back to pre Covid levels, as 
supply chain bottlenecks are ironed out and demand normalises.  
We therefore recommend that you remain focused on your 
investment objectives during these unnerving times and resist 
making changes to your long term investment strategy.

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
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• 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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