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RESPONSIBLE INVESTMENT UPDATE

We have recently announced our commitment  
to becoming net zero, both as a business and  
as an adviser.

As part of this, we are aligning our default client 
advice with achieving the goals of the Paris 
Agreement, reaching net zero by 2050 at the 
latest. As a business, we will become net zero  
by the end of 2021. 

good morning all!
With the Biden administration mooting a giant $4 trillion 
package of stimulus, coming hot on the heels of March’s 
just-signed-off $1.9 trillion package, the theme of April’s 
narrative in markets was all about inflation. Bridgewater called 
the dynamic a “massive fiscal stimulus, accommodated by 
monetary policy… in the context of what is increasingly looking 
like a cyclical boom”. 

Combine this with a global supply chain which is still somewhat 
disrupted, and we are seeing strong moves in 
producer price indices, forward inflation breakeven 
rates and commodity markets. I’ve tried to bring 
together some of the most interesting and relevant 
snapshots on the topic for this month’s Thoughts 
from the Loft. 
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We’ve kicked off a refresh of our UK Property 
research, since that asset class is in a very different 
place to where it was pre-COVID. We’re also 
mapping out what the Impact Private Credit 
universe looks like with a view to rating some  
funds that can help our clients with their net  
zero commitments.  
Research continues in Emerging Market Debt, Tech 
Equity, Climate Fixed Income and Securitised Credit.

MANAGER RESEARCH UPDATE 

Unsurprisingly, inflation expectations are 
on the rise, with the 10-year Breakeven 
Inflation Rate rising to nearly 2.5%, the 
highest levels seen since early 2013. 
Nonetheless, the chart on the right 
shows that even this level is very much 
within the range seen under the modern 
Federal Reserve. I think there’s a real 
chance of a breakout move towards  
3% in the coming months if input price 
pressures do not subside.

INFLATION EXPECTATIONS

MAY 2021

US 10-year Breakeven Inflation Rate

Why?
Because we recognise that as an adviser to  
over £500bn of client assets, allocated across 
150+ managers, we have a responsibility to use 
our influence as a force for good, creating  
positive change.

How? 
As outlined in our 7-point climate action plan, 
we’re taking steps to fully integrate sustainability 
alongside wider objectives – helping each of our 
clients set the right emissions reduction  
pathway for them.  
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The FT highlighted the above chart, showing that for 
three of the five groups assessed, household savings 
actually increased during the pandemic, creating a 
pent-up pot of money which many analysts believe will 
be unleashed into the economy over the coming months 
as things open up. More expensive holidays and other 
‘up-spending’ seem more likely than additional haircuts 
– some of that spending is likely gone forever.

SPENDING THE COVID PENNIES? Against a backdrop of rising 
inflationary expectations, 
the Bloomberg Commodity 
index has returned 15.78% 
for the year, the best first 
four month return of any 
year on record dating back  
to 1973. 

Copper prices broke through 
the $10,000 per ton mark, 
while US Lumber Prices are 
up more than 250% in the 
last 12-months, adding more 
than $24,000 to the price of 
the average single-family 
home, according to the 
National Association  
of Homebuilders. 

THE ASSETS TO MATCH
A neat graphic from Schroders showing the best asset 
classes for four inflation paradigms, witness the 
performance of commodities (see chart on left).

Past performance is not a guide to future performance and may not be 
repeated. Source: Datastream Refinitiv and Schroders. Data from March 1973 to 
December 2020, except TIPS from March 1997.
Notes: based on a monthly rolling 12-month returns relative to the 
contemporaneous rate of inflation, where frequency <50% (red), 50%<X<67% 
(amber), >67% (green). Low/high inflation is defined as the average inflation 
rate over the preceding 12-month period. Rising/falling is defined as the change 
in the inflation rate over 12 months (infit+0 – infit-12). % of total periods refers 
to number of rolling 12-month periods in each inflation regime.
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The chart above, from Bank of America’s (‘BoA’) Equity 
Research Team, was much-tweeted over the past few 
weeks. It shows that the number of mentions of the word 
‘inflation’ during S&P500 earnings calls have tripled 
versus the same time last year – by far the biggest jump 
seen since this data set was first tracked in 2004. 

BoA’s analysts noted that this data point “has led CPI by 
a quarter with 52% correlation and points to a robust 
rebound in inflation ahead” while citing price increases in 
raw materials, transportation and labour as the major 
drivers. So, pretty much everything then?

There are countless examples of 
real-world price increases going 
temporarily parabolic. To illustrate this 

point, Lumber has tripled in price in  
a year (see chart above) and Copper  
has doubled (see chart below).
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The issue with trying to time 
markets using simple models  
is that, as the Schroders chart 
above shows, historically, 
expensive markets have often 
gone on to become more 
expensive. Their analysis is based 
on choosing to sell out of the 
S&P500 every time it was more 
than 50% over-valued using the 
Cyclically-Adjusted Price to 
Earnings ratio. We’ve found that 
you can create lots of pretty 

models that appear to work well 
out-of-sample, but when you 
shorten the data-set to only 
include what a market participant 
would have known at the time, 
they mostly fall over, meaning 
that following them would risk 
leaving you under-invested in  
a market that continues to rise, 
including for most of the 2000s 
and much of the 2010s. Not  
a good look.

Far be it from me to cast aspersions 
on the good name of EV car 
manufacturer / regulatory credit 
seller, Tesla, but I loved this graphic 
showing how the ‘sort-of’ profitable 

company makes its money. It was 
good enough for the S&P 500 
inclusion committee so it ought to 
be good enough for you too, right?

NOTE TO SELF: TIMING MARKETS IS HARD
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Floor 6 One Angel Court, 
London EC2R7HJ

+44 (0)20 7250 3331 
info@redington.co.uk

redington.co.uk

The Alex team continues to cynically capture  
the spirit and evolving corporate culture of the 
pandemic-WFH experiment!

http://redington.co.uk

