Market
Matters
MARCH 2022

All Financial Services are provided by The Clifton Business Consultancy Limited which is Authorised and Regulated by the
FINANCIAL CONDUCT AUTHORITY Registered in England 4708833. Registered Office: 227 Canford Lane, Westbury on Trym, Bristol, BS9 3PD.

Market Matters
March 2022
Ukraine-Russia crisis

W

elcome to the March 2022
issue of Market Matters from
The Clifton Business Consultancy.
On the 24 February the Russian
President, Vladimir Putin, ordered
a military invasion against Ukraine.
A war that many considered
unthinkable had begun. Russia’s
invasion of Ukraine has sent
shockwaves through pretty much
every asset class across the globe.
But if you are a long-term investor
the best course of action for most
individual investors is to keep calm
and carry on.

Selling into a falling market is the
opposite of what successful investors
do. Equally important is the fact that
no one knows what Russia’s invasion
of Ukraine ultimately means for
everything from energy prices to
monetary policy. And then there’s the
case that, historically speaking, stocks

tend to recover quickly after being
derailed by international turmoil.
LONG-TERM MINDSET
It’s only human nature to want to sell
your investments in a down market.
Why? Most of us are risk-averse
and want to avoid losing more of our
money. However, when it
comes to investing, a logical
approach and a long-term mindset
are required to outsmart the shortterm down markets.
Trying to navigate the ups and
downs of market returns, investors
seem to naturally want to jump in at
the lows and cash out at the highs.
But no one can predict when those
will occur. It’s common investment
knowledge to buy low and sell high.
But if investors decide to panic
sell their investments because the
market has a bump in the road,
they’re essentially following the

opposite strategy and ‘buying high
and selling low.’
TIME-TESTED STRATEGIES
Managing the volatility of our
emotions is more important than the
volatility of the markets, which we
can’t manage. There are a number
of time-tested strategies to help
investors deal with market volatility.
Two of the most prevalent are: invest
for the long-term, and maintain
realistic performance expectations
when it comes to returns.
By coupling these strategies with
maintaining proper portfolio
diversification and avoiding the
pitfalls of market timing, investors
have the foundation needed to help
manage their overall exposure to
market volatility.
HISTORICAL AVERAGE
Historically, the stock market has

02

Market Matters

been up more than down. Often
after a lengthy bull market, some
investors may lose sight of the
fact that their investments could
generate negative returns. In
order to keep market volatility
in perspective, it’s important to
maintain realistic expectations
about your investments, especially
if returns move closer to their
historical average.
It’s important to focus on longterm goals and not become
distracted by short-term volatility.
While losing money in the financial
markets is never easy to accept,
remember the old adage: Time is
on your side. Typically, the longer
an investment portfolio is held, the
more likely overall positive results
are realised. The lesson here is
to prepare for the long haul and
try not to overreact to periods of
uncertainty.

“RUSSIA’S INVASION
OF UKRAINE HAS SENT
SHOCKWAVES THROUGH
PRETTY MUCH EVERY
ASSET CLASS ACROSS
THE GLOBE. BUT IF
YOU ARE A LONG-TERM
INVESTOR THE BEST
COURSE OF ACTION
FOR MOST INDIVIDUAL
INVESTORS IS TO KEEP
CALM AND CARRY ON.”

On the 24 February the Russian
President, Vladimir Putin, ordered a
military invasion against Ukraine. A
war that many considered unthinkable
had begun. Russia’s invasion of
Ukraine has sent shockwaves through
pretty much every asset class across
the globe. But if you are a long-term
investor the best course of action for
most individual investors is to keep
calm and carry on.
Selling into a falling market is the
opposite of what successful investors
do. Equally important is the fact that
no one knows what Russia’s invasion
of Ukraine ultimately means for
everything from energy prices to
monetary policy. And then there’s the
case that, historically speaking, stocks
tend to recover quickly after being
derailed by international turmoil.
LONG-TERM MINDSET
It’s only human nature to want to sell
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your investments in a down market.
Why? Most of us are risk-averse and
want to avoid losing more of our
money. However, when it comes to
investing, a logical approach and a
long-term mindset are required to
outsmart the short-term down markets.

By coupling these strategies with
maintaining proper portfolio
diversification and avoiding the
pitfalls of market timing, investors
have the foundation needed to help
manage their overall exposure to
market volatility.

Trying to navigate the ups and
downs of market returns, investors
seem to naturally want to jump in at
the lows and cash out at the highs.
But no one can predict when those
will occur. It’s common investment
knowledge to buy low and sell high.
But if investors decide to panic
sell their investments because the
market has a bump in the road,
they’re essentially following the
opposite strategy and ‘buying high
and selling low.’

HISTORICAL AVERAGE
Historically, the stock market has
been up more than down. Often after
a lengthy bull market, some investors
may lose sight of the fact that their
investments could generate negative
returns. In order to keep market
volatility in perspective, it’s
important to maintain realistic
expectations about your investments,
especially if returns move closer to
their historical average.

TIME-TESTED STRATEGIES
Managing the volatility of our
emotions is more important than the
volatility of the markets, which we
can’t manage. There are a number
of time-tested strategies to help
investors deal with market volatility.
Two of the most prevalent are: invest
for the long-term, and maintain
realistic performance expectations
when it comes to returns.
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It’s important to focus on long-term
goals and not become distracted by
short-term volatility. While losing
money in the financial markets is
never easy to accept, remember
the old adage: Time is on your side.
Typically, the longer an investment
portfolio is held, the more likely
overall positive results are realised.
The lesson here is to prepare for the
long haul and try not to overreact to
periods of uncertainty.

HELPING YOUR
INVESTMENTS CREATE
THE FUTURE YOU WANT
We understand the impact
your wealth has today and
for generations to come.
That’s why we work with you
to help your investments
create the future you want.
We listen to you and build
our service around your
vision. To find out more
please contact us – we look
forward to hearing from you.

INFORMATION IS BASED ON OUR CURRENT
UNDERSTANDING OF TAXATION LEGISLATION
AND REGULATIONS. ANY LEVELS AND BASES
OF, AND RELIEFS FROM, TAXATION ARE
SUBJECT TO CHANGE.
THE VALUE OF INVESTMENTS AND INCOME
FROM THEM MAY GO DOWN. YOU MAY NOT
GET BACK THE ORIGINAL AMOUNT INVESTED.
PAST PERFORMANCE IS NOT A RELIABLE
INDICATOR OF FUTURE PERFORMANCE.
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Monthly
Market Review
Crisis full extent and fallout on markets

A

t the time of publishing this issue we do not know the full extent and
fallout on markets due to the Ukraine-Russia crisis. Some investors
rushed to safety after the Russian attack on Ukraine, sending stocks tumbling
— some key benchmarks are at or near correction levels — while gold and
government bonds leapt.
What we do know however is that war is inflationary. War makes international
trade harder. War consumes resources faster and is a terrible source of
resource misallocation. Our Monthly Market Review proceeds the Russian
attack on Ukraine.

05

UK

U

K equities were broadly
unchanged over the month.
Large cap equities rose, with some
sectors recording very strong
absolute returns, while small and
mid cap equities recorded losses.
The internationally diversified
large cap resources stocks, and
banking and tobacco companies
outperformed. These sectors were,
respectively, the three largest
positive performance contributors
as investors rotated towards some
deeply out of favour areas of the
market.
In contrast to the volatile market
conditions, consensus earnings
growth estimates for UK quoted
companies remained steady.
Meanwhile, a number of consumerfacing companies were able to
deliver positive earnings surprises
in the month, notably some of the
UK’s biggest retailers.
The latest monthly GDP data from
the Office for National Statistics
revealed that UK output grew a
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strong. This was ahead of consensus
expectations for growth, and saw
the economy recover to its prepandemic peak.
Fears that the full impact of
inflationary and interest rate trends
had yet to fully hit home, however,
continued to impact sentiment
towards many of the domestically
focused companies. Worries around

a potential cost of living crisis also
weighed on sentiment. Many COVID
restrictions introduced before
Christmas to tackle the Omicron
variant were lifted. Despite this, a
number of the companies in the
travel and leisure sectors, which are
reliant on economies reopening,
extended share price losses
from last year following negative
earnings surprises.
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EUROZONE

E

urozone shares fell amid
caution over the outlook for
US interest rates and the uncertain
situation in Ukraine. There was a
sharp divergence between value
and growth segments of the
market. The MSCI EMU Value Index
registered a positive return. Lowly
valued areas of the market such
as energy and financials were the
strongest sector performers.
By contrast, highly valued areas,
especially those that had performed
well in 2021, were among the
main laggards. In particular,
within the IT sector, software and
semiconductors saw steep falls, as
did the healthcare equipment and
services sub sector.

“EUROZONE SHARES FELL AMID
CAUTION OVER THE OUTLOOK FOR US
INTEREST RATES AND THE UNCERTAIN
SITUATION IN UKRAINE.”

Soaring food and energy prices
contributed to a rise in annual
inflation. European Central Bank
President Christine Lagarde
rejected suggestions that the
ECB should start to raise interest
rates more quickly than planned
in response to the above-target
inflation.
Data showed that eurozone GDP
increased quarter-on-quarter,
taking the region’s economy back
to its pre-pandemic size. The flash
eurozone composite purchasing
managers’ index slipped to an
11-month low, given weakness in
services due to the Omicron wave,
which saw some countries impose
restrictions on activity.

The manufacturing sector PMI rose
to a five-month high. (The PMI
indices, produced by IHS Markit,
are based on survey data from
companies in the manufacturing
and services sectors. A reading
above 50 signals expansion).
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US

U

S stocks fell over the period.
Investors had already been
eyeing expected rate hikes with
caution when escalating tensions
between the US and Russia over
Ukraine added to worries, putting
markets in reverse.
Comments from Federal Reserve
(Fed) Chair Jerome Powell
suggested a hike in March is
extremely likely, underpinned by
high inflation and a strong labour
market. Chair Powell said: “reducing
our balance sheet will occur after
the process of raising interest rates
has begun. Reductions will occur
over time in a predictable manner
primarily through adjustments to
reinvestments so that securities roll
off our balance sheet.”
On the inflation outlook, he
noted that, while the base case
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remains that inflation will decline
substantially in the second half of
2022, there are risks that it could
continue to surprise on the upside.
In the meantime, early estimates
put Q4 GDP growth at 6.9% (quarter
on quarter, annualised), above
expectations of a 5.5% increase.
The potential for sanctions to
deter Russian activity in Ukraine
pushed energy stocks significantly
higher. Other sectors were largely
weaker. Consumer discretionary
and real estate were among the
weakest market sectors in a month
of widespread declines. Tech stocks
also lagged the market as inflation
concerns outweighed short-term
optimism over the upcoming
earnings season.
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JAPAN

T

he Japanese stock market
ended with a loss over the
period. Small cap indices yet again
underperformed the broader
market, with particularly sharp
declines seen in the technologyfocused Mothers market.

“THE CHANGE IN
OUTLOOK FOR US
INTEREST RATES ALSO
HELPED TO ACCELERATE
A CHANGE IN MARKET
DYNAMICS. IN JAPAN,
THIS WAS ESPECIALLY
EVIDENT IN THE
OUTPERFORMANCE OF
VALUE-STYLE STOCKS
AT THE EXPENSE OF
GROWTH.”

The tone for the equity market was
set by the release of the minutes
from the US Fed meeting, and the
associated change in expectations
for US interest rates. Although
this had a negative impact on
sentiment, such a move is still very
unlikely to be followed by the Bank
of Japan in the foreseeable future.
The change in outlook for US
interest rates also helped to
accelerate a change in market
dynamics. In Japan, this was
especially evident in the
outperformance of value-style
stocks at the expense of growth.
Much of this relative gain in
value stocks was concentrated in
financial-related sectors including
banks and insurance.

to remain below the Bank of Japan’s
target even as one-off factors drop
out and the full impact of higher
energy prices is felt. The primary
factor in this is the very low level of
wage increases in Japan, without
which we are unlikely to see the
type of upward spike in inflation
that is underway elsewhere.
The other major factor was the
sharp pick-up in COVID infections,
driven by the Omicron variant. The
absolute number of infections in
Japan has remained remarkably
low throughout the pandemic,
but the latest variant has again
demonstrated a higher level of
risk aversion. The government has
so far avoided re-imposing the
state of emergency, but Japan’s
borders remain closed to foreigners.
The overall impact of Omicron
has been to push out further the
expectations for a full recovery of
Japan’s domestic economy.

Meanwhile, Japanese inflation
remains very subdued and is likely
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ASIA (EX JAPAN)

A

sia ex Japan equities recorded
a modest decline amid a
volatile month of trading sparked
by the Fed’s plan to tackle higher
inflation by raising interest rates,
starting in March. With investors
already concerned about rising
oil prices, global supply chain
problems and geopolitical
tensions between Russia and
Ukraine, the prospect of sustained
hikes in the cost of borrowing
by the world’s biggest economy
further weakened sentiment
towards many Asian markets.

plan sparked selling by overseas
investors, with losses led by the
technology sector. Malaysia also
ended the month in negative
territory, while declines in
India, Singapore and Taiwan were
more modest.
The Philippines was the bestperforming index market, with
more muted gains achieved by
Hong Kong, Indonesia and Thailand.

South Korea was the weakest
market in the MSCI Asia ex Japan
Index, as foreign investors became
increasingly risk averse. Chinese
shares also ended the month
in negative territory as global
concerns over the Fed’s rate hike

EMERGING MARKETS

T

he S&P GSCI Index recorded a
positive return driven higher
by a sharp increase in energy prices
during the month. Energy was the
best-performing component of
the index during the month, with a
sharp rise in the price of natural gas
and strong gains for gas oil, heating
oil and crude oil. Prices were
boosted by supply shortages and
political tensions in eastern Europe
and the Middle East.
The agriculture component
achieved a more modest gain.
Industrial metals achieved a mixed
performance over the month,
with strong gains for aluminium
and nickel, but weaker prices for
copper and lead. Precious metals
was the only component to record
a negative performance over the
month, with price declines for both
gold and silver.
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GLOBAL BONDS

G

overnment bond yields
lurched higher, while stock
markets fell sharply and corporate
bonds also declined, as investors
focused on continued elevated
inflation and impending tightening
from the Federal Reserve (Fed). The
US dollar index hit its highest level
since mid-2020.

Fed Chair Powell’s comments
indicated the US central bank would
consider all options for the future
path of policy. Markets took this
as paving the way to potentially
a more aggressive tightening
trajectory. Year-on-year US
consumer price inflation registered
the highest since 1982.
The US 10-year Treasury yield rose
from 1.51% to 1.78%. However,
the 2-year yield bore the brunt of
the sell-off, rising from 0.73% to
1.18% given its greater sensitivity to
interest rates.
The German 10-year yield rose from
-0.18% to 0.01%, above 0% for the
first time since May 2019. Concerns
over the Omicron variant started
to fade and numerous European
countries eased lockdown measures.
The Italian 10-year yield increased
from 1.18% to 1.37%.

The UK 10-year yield increased from
0.97% to 1.31% and the 2-year yield
from 0.68% to 1%. The UK Consumer
Prices Index (CPI) rose by 5.5% in the
12 months to January 2022, up from
5.4% to December 2021. This is the
highest CPI 12-month inflation rate
in the National Statistic series, which
began in January 1997, and it was
last higher in the historical modelled
series in March 1992, when it stood
at 7.1%.
Corporate bonds had a difficult
month, registering negative total
returns and underperforming
government bonds as spreads
widened. Europe performed well
relative to the US. The European
transportation sector did relatively
well as numerous countries lifted
lockdown measures.
Emerging market (EM) debt saw
negative returns. Local currency
bond yields rose further, while EM
currencies broadly performed well
especially in Latin America. Central
and eastern European currencies
lagged in aggregate. The Russian
rouble weakened given political
concerns and the threat of sanctions.

returns, with investment grade
sovereign bonds impacted in
particular by moves higher in
global yields. EM corporate bonds
outperformed global credit
markets. Investment grade bonds
are the highest quality bonds
as determined by a credit rating
agency; high yield bonds are more
speculative, with a credit rating
below investment grade.
Amid sharp declines for
global equities convertible
bonds were able to provide little
protection. Valuations became
slightly more expensive though
most global regions are trading
around fair price.
Please note any past performance
mentioned is not a guide to future
performance and may not be
repeated. The sectors, securities,
regions and countries discussed
are for illustrative purposes only
and are not to be considered a
recommendation to buy or sell.

EM hard currency (US dollar
denominated) bonds saw negative
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Focusing on
long-term horizons
A strategy that reflects your risk tolerance
and time horizon

I

ts important not to try and secondguess how the Ukraine-Russia
events will impact on markets – or
even attempt to make a bet on them
– instead you need patience and
not to panic. Focus on your longterm horizons – at least five to ten
years – investment periods that have
historically fared much better.
When the markets are going down,
it’s only natural we are panicked and
we fear losing more of our money.
We understandably want to take
action to protect whatever is left
of our investments. Our brains are
not wired to accept losses. So, our
natural reaction to losses during a
market downturn is flight, not fight.
Panic selling is driven by fear, market
sentiment, and short-term noise.

Thats why sensible diversification
– owning a mix of assets, including
shares, bonds and alternative
investments such as property – can
help protect investment portfolios
over the long-term. When one
area of a portfolio underperforms,
another part should provide
important protection.
RISK TOLERANCE AND
TIME HORIZON
If you have a well-diversified
portfolio, then it’s more important
than ever to stay the course. You
have a strategy in place that reflects
your risk tolerance and time horizon,
so remain committed. This will
help you navigate through periods
12

of uncertainty when some other
investors maybe panicking or
acting out of fear. Volatility is not
all bad, as long as you are prepared
to take advantage of the unique
opportunities it brings.
Be aware of the psychological
effect this type of volatility has on
you as an investor, and resist the
urge to be reactive. When you turn
on the radio or television, or log on
to Twitter or Facebook, you might
assume volatility is a terrible thing,
requiring all investors to react and
make changes to their portfolio
immediately.
PROPER DIVERSIFICATION
AND PERSEVERANCE
It’s important to understand that this
movement is not all bad for investors.
Some commentators may talk about
volatility as a detriment to markets
and investors, but not mention the
opportunities that arise for investors
during periods of market volatility.
No one knows how severe any
Ukraine-Russia market turbulence
will be or what the market will do
next. It could be over quickly or
become more protracted. However,
no matter what lies ahead, proper
diversification and perseverance over
the long term are very important.
UPS AND DOWNS OF DIFFERENT
TYPES OF MARKET CONDITIONS
It’s likely that these events will
continue to have an impact on

markets over the coming months
and even years. However, major
events causing markets to fall,
particularly in the short term, is
something we’ve seen time and
time again. And it doesn’t mean that
markets won’t recover, so try not to
worry too much.
History shows again and again that
the ups and downs of different
types of market conditions are part
and parcel of investing, and there
have been many times in the past
when events have caused shortterm corrections.
EXPERIENCE OF DEALING WITH
DIFFERENT TYPES OF MARKET
Stock markets around the world are
experiencing some very turbulent
activity, so investors will need to be
able to cope with some pain. The key
to remember when stock markets fall
is to remain calm. Don’t panic. Don’t
frantically sell. If you can avoid it,
don’t even log into your investment
account.
At moments like this, the skills and
experience of professional financial
advice comes into its own, helping
to take the emotion out of your
decisions and tactically exploit
market dislocations and rebalance
portfolios appropriately.
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Six principles of investing
How to invest your money and avoid costly mistakes
1. HAVE A STRATEGY
AND STICK TO IT
It is one thing to have a target, but
a sound investment strategy can
be the difference between simply
hoping for the best and actually
achieving your investment goals.
You can review your plan regularly
with your professional financial
adviser and make adjustments
when necessary, but staying
focused on your plan will help you
to not be distracted by short-term
market uncertainty.
2. THINK TWICE BEFORE PUTTING
ALL OF YOUR MONEY IN CASH
Putting all of your money in cash
can seem appealing as a safe and
secure option – but inflation is
likely to eat away at your savings
as we have started to see recently
with UK inflation rising to its
highest level in almost 30 years.
Add to this rising energy costs
that could worsen any inflationary
shock and sap economic growth.
For most people with longer-term
investment plans, cash needs to be
supplemented with investment in
other asset classes that can beat
the perils of inflation and offer
better capital growth potential.

3. DIVERSIFY AND ALWAYS
CONSIDER YOUR INVESTMENTS
AS A WHOLE
When markets are fluctuating, it’s
all too easy to worry about the
performance of certain investments
while forgetting about the bigger
picture. But when one asset class
is performing poorly, others may
be flourishing in the same market
conditions. A diversified portfolio,
including a range of different
assets, can help to iron out the ups
and downs and avoid exposing
your portfolio to undue risk.
4. START INVESTING EARLY
IF YOU CAN
As a general rule, the earlier in
life you start investing, the better
your chances of long-term growth.
Compound growth (the ability to
grow an investment by reinvesting
the earnings) is a powerful force
but it takes time to deliver. The
right time to invest is when you
and your financial adviser have
formulated a clear financial plan
that requires growth.
5. ‘ACTIVITY BIAS’: THE URGE TO
‘JUST DO SOMETHING’
Some investors suffer from what

behaviourists call ‘activity bias’:
the urge to ‘just do something’ in
a crisis, whether the action will be
helpful or not. When investments
are falling in value, it can be
tempting to abandon your plans
and sell them – but this can be
damaging because you won’t be
able to bene!t from any recovery in
prices. Markets go through cycles,
and it’s important to accept that
there will be good and bad years.
Short-term dips in the market tend
to be smoothed out over the long
term, increasing the potential for
healthy returns.
6. NO SUBSTITUTE FOR A
STRATEGY THAT’S TAILORED
SPECIFICALLY FOR YOU
Every single investor’s needs are
different and, while the points
above are good general tips, there’s
no substitute for a strategy that’s
tailored specifically for you. What’s
more, in volatile times, professional
financial advice can help you take
the emotion out of investing and
provide an objective view. It may
just be the best investment you
ever make.
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Summary
Long-term investment plan

G

lobal markets typically rebound from war and disaster, and
they are likely to do so this time, too. Global markets usually
weaken as wars approach, strengthen long before wars end and
treat human calamity with breathtaking indifference.

That’s been a common historical pattern, anyway. And, with some
important caveats, it seems to be playing out with Russia’s latest
aggression toward Ukraine. Investors with diversified portfolios and
a long-term investment plan should be well-prepared in case of an
escalation as well as a relaxation of tensions.
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“GLOBAL MARKETS TYPICALLY
REBOUND FROM WAR AND
DISASTER, AND THEY ARE LIKELY
TO DO SO THIS TIME, TOO. GLOBAL
MARKETS USUALLY WEAKEN AS
WARS APPROACH, STRENGTHEN
LONG BEFORE WARS END AND
TREAT HUMAN CALAMITY WITH
BREATHTAKING INDIFFERENCE.”
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