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RESPONSIBLE INVESTMENT UPDATE

May was a big month for climate-related 
engagement and voting. With AGM season 
underway, investors are seeking a stronger 
response to climate change. Shareholders at 
ExxonMobil backed Engine No. 1’s campaign to 
overhaul the company’s board, handing the new 
directors a mandate to push for a more aggressive 
strategy to drive down emissions. Meanwhile, 
investors in Chevron approved a measure for the 
company to set stringent targets on the emissions 
from its products. 

good morning all!
And welcome to June’s edition of Thoughts From The Loft – accompanied 
for the first time by some sunshine, which I’m sure has been at least 
partially responsible for the reluctance of many employees to get back  
to the office despite the loosening of regulations – more on this later.

Once again, the news wires have been filled with foreboding around 
inflation, but is it a case of ‘buy the rumour, sell the fact’? Last week’s  
price action would seem to suggest that market participants were so 
overwhelmingly positioned for higher rates that even a giant 5% CPI  
print out of the US saw rates collapse lower into the weekend.

The other big area of drama has been responsible 
investment (see column on right), where a couple of 
climate-activist protests came to a spectacular climax  
at the end of May. Is it ‘tipping’? I don’t know, but make  
no mistake, these were the first meaningful shots fired  
in what will be one of the hardest-fought battles of the 
next decade.
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We finished our research into Tech Equity, and have 
kicked off a refresh of our European Equity research.  
We have started to look at Impact Hedge Funds for 
the first time as we continue to source impactful 
investments suitable for lower-risk allocations.  
Research continues into Emerging Market Debt, 
Climate Fixed Income, Impact Private Credit and 
Securitised Credit.

MANAGER RESEARCH UPDATE 

I’m sure you’ve seen a few headlines on the strength of the 
flows into the equity market. As you can see from the chart 
on the left, spurred on by the stimulus checks made to 
support US households through Covid-19, 2021 is already in 
a league of its own in terms of cumulative equity fund flows, 
and it’s not even the end of June yet! 

This is one of the main reasons why most market onlookers 
remain positive on equities despite challenging valuations 
across many areas of the globe.
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Cumulative Equity Flows ($m)

In a similar vein, the Dutch court ordered Royal 
Dutch Shell to accelerate and deepen its 
emissions reduction plan. The oil giant needs to 
cut its global carbon emissions by 45% by the end 
of 2030. 

The sea change in the fossil fuel battle comes as 
the International Energy Agency (IEA) published 
its first comprehensive report exploring a path to 
net zero. To reach net zero by 2050, the IEA says 
all new oil and gas exploration projects must stop 
from this year and spending on low-carbon 
technologies needs to be scaled up.
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The Bank of England released  
a great discussion paper in their 
‘Greening Monetary Policy’ series 
covering the options for greening 
their Corporate Bond  
Purchase Scheme. 

I don’t know who helped the  
BoE draft it, but the resulting 
document is essentially a ‘how to’ 
in ESG for fixed income, first 
laying out their broad principles: 

•   Incentivising companies to 
achieve net zero

•   Leading by example while 
learning from others

•   Ratcheting up expectations  
through time

The four main tools they intend  
to use to achieve these goals are 
shown in more detail below. Even 
the little icons feel a bit 
Redington-y, if I do say so myself…!

After much discussion, the G7 
sealed a new ‘historic’ agreement  
on taxing multinationals – James 
Eagle’s graphic (above) might  
lead you to think that the impact 
of the agreement will be modest, 
but the real meat of the deal is the 
new methodology which shifts  
a company’s tax base to where 
they earn revenue rather than  

where they’re headquartered. The 
Wall Street Journal called it  
a ‘tax surrender’ for the US for 
which “workers, consumers and 
shareholders will pay”. Emotive 
language and, in my opinion at 
least, not entirely fair. We shall see 
– there’s a lot of road to cover 
before a truly global consensus on 
corporate taxation is reached.

HOW TO ESG WITH THE BANK OF ENGLAND GLOBAL TAXATION DEAL

https://www.wsj.com/articles/yellens-global-tax-surrender-11622995058
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I thought it would be a bit of fun to 
compare GMO’s expected returns 
from the end of March 2020 to their 
most recent numbers (April 2021). 
What you can see is that their most 
attractive asset at the market’s nadir 
was Emerging Value stocks, with a 
7-year expected return of nearly 12%. 
Fast forward to April 2021 and that 
number has collapsed to just 2.2%. 
But wait, doesn’t that mean that 
Emerging Value must have returned 
70% since then?

Well… no, sadly it isn’t quite as 
simple as that – as GMO kindly 
explained for me: 

Although Emerging Value has 
returned around 50% in local 
currency terms over the time period 
in question, emerging market 
fundamentals have not been as good 
as expected (earnings and div yield). 
So, as P/E earnings ratios have 
updated, poorer earnings have  
made Emerging Value less attractive 
on a forward-looking basis. In 
addition, US sanctions on China 
have removed several large 
attractively priced companies from 
the Emerging Value opportunity set, 
notably China Mobile. The chart above, from Moody’s via the FT, charts the dramatic drop in credit 

recovery rates over the past year. We had been concerned for some time that 
looser lending documentation and the “layering” of incremental debt onto 
already indebted companies would lead to lower recovery rates, and it’s finally 
playing out. Time to beef up your modelled loss given default…

WHAT A DIFFERENCE A YEAR (AND A BIT) MAKES...

GMO 7-year asset expected returns 31 March 2020 GMO 7-year asset expected returns 30 April 2021

Source: Moody’s, FT

RECOVERY RATES DROP DURING CORONAVIRUS CRISIS
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“It’s just transitory” is the new “we were on a break”. The evidence is 
stacking up but, at least for now, the market is believing the Fed’s 
narrative. Nordea plotted the annual CPI print against the level of  
the 10-year note (see right), which shows how much of an outlier the 
current level is – and that was before the 5% print was released! James 
Eagle’s chart below shows that the whole forward breakeven curve in 
the US remains becalmed (see his LinkedIn for  
a much smarter animated version of the below….)

The St Louis Fed produces a “Price Pressures Measure” – see bottom 
right – which measures the probability that inflation will exceed 2.5% 
over the coming 12 months. It spiked to 83% in May and will move higher 
in June. Hat-tip to Robeco’s Jeroen Blokland for the heads-up on this 
one. Just as well the “Bond Vigilantes” haven’t woken up yet.

IT’S JUST TRANSITORY

The breakeven inflation rate is the expected inflation rate. So a 5-year breakeven is 
the annual inflation rate that the market is pricing in for the next five years. This 
curve covers inflation expectations from 2-20 years ahead.
Source: US Federal Reserve

HOW INFLATION IS BEING PRICED IN

TRANSITORY INFLATION STILL FULLY BELIEVED BY MARKET

US – PRICE PRESSURES

Source: fred.stlouisfed.org

https://www.linkedin.com/posts/jameseagle_inflation-bondmarket-bond-activity-6808736523291254784-M4X6


5  |  THOUGHTS FROM THE LOFT

Some great charts here from the Economist, showing two sides of the 
same coin – does working from home allow you to be more productive 
or not? It’s a simplification, but broadly nearly 80% of employees (top 
left) say more productive or the same, while nearly 40% of Employers 
(top right) think their employees are less productive! 

For what it’s worth, my theory here is it’s just perspective. Employers 
never factored in people’s commuting time into their working week the 
way employees did. Employees feel they’ve got that time back – 
employers didn’t see it and don’t care. 

Related to this, of course, is what 
happens to offices? The 
Economist again chipping in with 
a great chart showing rising 
vacancy rates in the US and UK. 
Some of this will be transitory 
(haha!) as companies with 
expiring leases give them up to 
figure out what the future looks 
like – but I wouldn’t want to own 
a lot of non-prime office space 
right now, however you look at it. 

THE WFH PRODUCTIVITY PUZZLE

Source: The Economist, Aggregation of nationally representative employee surveys

Source: JLL, The Economist

Source: The Economist, Aggregation of employer surveys

TUMBLE OUT OF BED AND STUMBLE TO THE KITCHEN
“Does working from home allow you to be more or less productive?”
% of workers responding

POUR YOURSELF A CUP OF AMBITION
“Does remote work result in more or less productivity among your employees?”
% of managers responding
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A big part of the thesis for owning cryptocurrencies is their “limited 
supply”. Only, the supply of crypto is up almost 500% (in Bitcoin terms) 
during this period whereas the supply of dollars is up a more modest 
140% since mid-2013. This, of course, is a result of the rush to “create” 
cryptocurrencies, which leaves anyone buying them confused over 
which will win out. This, combined with the continued regulatory risk, 
are the two main reasons why I remain sceptical of a long-term strategic 
position in this asset.

WAIT, YOU CAN PRINT CRYPTOS?! NATIONAL DEBT TO GDP VISUALISED

http://redington.co.uk

