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OBSERVATIONS FROM 2020
the good, the bad and the ugly

Good: ESG investing

Bad: Covid 19 / Lockdown

Ugly: Companies everyone was 
shorting (see later) and the fall out 
from the Covid Pandemic

2021 OUTLOOK: THEMES 
AND OPPORTUNITIES
• Global Renewables

• Private Credit

• Reinsurance

good morning all!
In March 2020 as the pandemic hit home, I quickly realised how lost I 
was without the interaction and intelligence that my interactions with 
my colleagues created – I felt blind to market moves and struggled to 
see the important pieces of the puzzle. On Tuesday the 17th of March (it 
took me a day to find a cordless mouse after my laptop trackpad gave 
out!) I started researching and writing a (mostly) daily email to clients 
and colleagues to help them see what was going on, to find the signal in 
all the noise, and provide relevant insights, data and perspectives from 
around the market. 

Very little of it is my own work, I am merely the curator of a 
lot of clever people’s “stuff”, who in turn I try to credit 
wherever possible. This publication represents the “best of” 
those musings over the month of January. I hope you enjoy it 
– and please get in touch with any feedback, suggestions, 
or killer questions you’d like to see covered in the future.
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THINGS I DIDN’T THINK 
WOULD WORK, BUT DID…
1.  Unprofitable Companies (see later)

2.  China: we expected a rally but not 40%

3. Bitcoin

THINGS I THOUGHT WOULD 
WORK, BUT DIDN’T…
1. Short the GBP

2.  Value Stocks

3. Short Tesla

As we went to press, the predictable was happening, with Gamestop down more 
than 75% from recent highs. For those tempted by these types of shenanigans 
the Wall Street Journal counsels caution.

https://www.wsj.com/articles/if-you-want-to-buy-gamestop-stock-for-fun-heres-why-you-should-think-twice-11612261800
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RESPONSIBLE INVESTING 
UPDATE
The key initiatives and focus for 2021:

•  deepening our research on 
carbon-reduction targets in light  
of getting to net zero; 

•  enhancing our framework for 
assessing the effectiveness of  
asset managers’ engagement 
activities, and; 

•  helping our larger pension scheme 
clients disclose in line with  
the recommendations of the 
Taskforce on Climate-related  
financial disclosures.

MANAGER RESEARCH 
UPDATE: WHAT THE  
TEAM ARE UP TO
•  Refreshed research into Trend 

Following and Private Rented  
Sector Property with both  
preferred lists signed off by 
Redington’s investment committee 
during January. 

•  Research continues into areas such 
as Impact Equity, ABS strategies 
targeting between L+200-500, EM 
Debt and EM Equity.

Mean Reversion in equity markets: believe in it 
or not? Over the long run, we can find evidence 
that markets trend as we can for valuations 
reverting to the mean. For fun, we’ve shown 
here how AQR and GMO see asset returns 
playing out over the coming years.

There are some big differences: AQR reckons 
US equities can make 3.8% real, vs. a loss of 
6.6% real predicted by GMO. What’s behind 
such a big gap? Basically, it’s down to mean 
reversion in valuations. AQR don’t price any in 
mean reversion from what they admit are 
“high” levels, whereas GMO assumes that 
valuations return to long-term mean multiples. 
Given the low interest rate environment, it’s 
probably fair to say that modest mean 
reversion is as much as we’ll see.

EXPECTED RETURNS SERVED TWO WAYS

FIRST AQR

THEN GMO

So what do they agree on, and what do they disagree on? 
In short, this is the difference between mean reversion and 
no reversion. 

Source: AQR

Source: GMO
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STOCKS
So, do we all hate profitable companies now or something?
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Or is it just we all love companies that everyone else hates? 

more risk at less return?

Looking at the Investment Grade credit market, it’s fair to 
say that the combination of record low yields and record 
high index duration isn’t an appealing one. Add into the mix 
the presence of high corporate leverage and it’s a potentially 
combustible mix for a usually very safe asset class.

Another reason why we continue to favour active 
management of credit and managers who can assess a 
broad range of underlying credit asset classes.

Source: Bloomberg   |   Bianco Research LLC Source: Bloomberg   |   Goldman Sachs   |   Bianco Research LLC
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