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RESPONSIBLE INVESTMENT UPDATE

The big RI story in June centered on a previously 
unknown activist hedge fund: Engine No.1. The 
minute investor was successful in nominating 
three nominees to the ExxonMobil board despite 
only owning 0.02% of the firm. This victory was 
made possible due to powerful support from some 
of Exxon’s biggest institutional investors who have 
grown tired of the firm’s reticence to planning for  
a transition away from fossil fuels.

good morning all!
This month, markets have continued to push higher with the MSCI World 
and S&P 500 making fresh highs. At the same time, it appears that the 
market has swallowed the Fed’s narrative on inflation, hook, line and sinker 
(see box below). Indeed, as this bulletin went to press, bond yields looked 
to have thoroughly capitulated on the bearish positioning seen earlier in 
the year, with 10-year Treasury and Gilt yields plummeting 20 basis points 
in three days. I can see both sides of the story – there are areas of the 
economy where price pressures are rampant (see next page) and others 
(see page 3) where they have subsided as rapidly as they materialised.  
I still believe that the structural dynamics around inflation have changed, 
and nowhere more so than in the UK, where the ripples of Brexit are still 
colliding with those from Covid-19. 

Elsewhere I take a look at the challenges facing China on 
its journey to net zero, the UK’s success in breaking the 
back of the Covid pandemic, and we’ve even got some 
dinosaurs for you. What football?
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We’re currently taking a look at Natural Capital, an 
asset class that’s attracting attention as investors 
attempt to be more impactful with their allocations.  
We’ve received some really interesting information 
from our survey of Impact Private Credit funds and 
will take that research to the next stage.
Work continues in Property, Emerging Market Debt, 
Securitised Credit, European Equity and Climate 
Fixed Income.

MANAGER RESEARCH 

Last month we talked about the market’s belief in 
the Fed’s narrative on inflation. The chart on the left, 
from Bank of America’s Global Fund Manager Survey 
in June, should have been a clear steer that the 
upward pressure in bond yields was running out of 
steam – a clear supermajority responding that they 
believed the current inflationary environment was 
transitory. I would make the point that if you wait 
long enough, everything is transitory. For those 
wanting to reset bearish positions, the time is now.

JULY 2021

In total, 457 institutional investors – with a 
combined $41tn in assets – released a statement 
ahead of the G7 summit meeting in June to 
urge governments to raise their climate ambition 
ahead of COP26 in November. 

At the end of June, the UK Government released 
its Green Financing Framework, confirming that 
the proceeds from this gilt issuance will be 
ringfenced so that it is only available to finance 
“Eligible Green Expenditures”. This includes  
clean transportation, renewable energy and 
energy efficiency.

IF YOU WAIT LONG ENOUGH, EVERYTHING’S TRANSITORY

Source: BofA Global Fund Manager Survey

EXHIBIT 1: 72% OF INVESTORS THINK 
INFLATION IS TRANSITORY
Do you think inflation is transitory or permanent?
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While Mr Lumber and Ms Copper have slipped off the 
front pages (see chart on next page), one area that hasn’t 
yet resolved its supply/demand imbalances is global 
shipping, where the graph above shows that some popular 
container rates are still as much as 500% off their 2020 
lows. This will of course moderate as economies re-open, 
but apparently not yet…

It does appear that the UK’s bold success in the vaccine 
race is finally bearing fruit: the link between Covid cases 
and fatalities is breaking down at last – with deaths 
remaining low even as the Delta variant dominates the 
case-load (with an estimated 99% of cases now being 
Delta). Even better news, the case numbers appear to be 
rolling over even ahead of the schools closing down for 
summer, which should improve things markedly. If this 
holds, it should give Boris and Sajid all the ammo they 
need to open up the economy fully on July 19th.  

I’ve included this because I get asked a lot 
about manager performance dispersion in 
private asset classes vs. traditional ones and I 
always forget where I’ve seen the data! This is 
from a note by KKR’s Henry McVey which leans 
on data from Cambridge Associates and 

eVestment. The story it tells is that the 
dispersion between top and bottom quartiles is 
something like 10x as big in private funds as it is 
in the public markets. Staggering stuff and one 
to remember next time you’re considering the 
relevance of manager selection!

TRANSITORY, MOI? MANAGER DISPERSION – ALTS & TRADITIONAL

BREAKING THE LINK
DAILY CHANGE IN COVID CASES – ENGLAND
7 day moving average. Cases by specimen date.

Performance: Net IRR: Inception to Date, % Vintage Years 2000-2015
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Source: Cambridge Associates, eVestment
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Another great graphic from James Eagle 
here which I’ve snipped a couple of time 
clips from to show the staggering growth 
in Chinese Co2 emissions since 1986 
alongside those of the G7 nations. 

On the face of it, it appears that the G7  
has actually become less carbon-intensive 
over the 20+ year time period, but of 
course the G7 has effectively been 
outsourcing its manufacturing-related 
emissions to China in a major way, and 
China still depends on coal for more than 
half of its primary energy.

China is currently aiming to hit “peak” 
Co2 emissions before 2030 and achieve 
carbon neutrality by 2060; but the chart 
on the bottom right shows the enormity 
of the challenge in achieving a 
Paris-consistent outcome if China isn’t 
playing ball, which is hard given that it 
still needs to cater to an underlying 
growing energy demand, unlike most 
Western nations.

Worth checking back in on Lumber and Copper, which got 
tonnes of press in the first part of the year as they soared to 
recent highs. Lumber has now fallen more than 50% while 
Copper is off a rather more modest 8% since the highs in early 
May. This highlights that at least part of the inflationary 
pressures being seen are, as the Fed contends, down to 
temporary supply/demand imbalances as a result of Covid-19.

CARBON & CHINA TIMBERRR…
CHINA’S CO2 EMISSIONS ALMOST SURPASS 
THE G7

Source: Bloomberg

Source: Bloomberg
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It’s important to remember that these correlations are inherently 
unstable. We all think about the handful of periods when stocks 
and bonds have fallen together – the taper tantrum back in 2013 
being a memorable one, but we’ve seen a few similar episodes – 
without remembering that it’s only been the last 20 years that 
bond-stock correlations have stayed meaningfully negative. The 
charts above show the longer- and shorter-term histories, the left 
one shows the 5-year rolling correlation between the two asset 
classes, while the right shows the 1-month correlations, hence the 
different shapes of the more recent history.

Bridgewater notes that this is a matter of environments: stocks 
and bonds tend to have a negative correlation in a growth surprise 
environment but positively correlated when there is an inflation 
surprise environment.  

This really highlights the portfolio construction challenges in the 
current market environment.

Extraordinary equity market inflows continued apace through H1, showing that more 
money has now been invested in equity markets in 2021 than in the previous 20 years!

STOCK-BOND CORRELATIONS

Source: Bloomberg

*Chart shows rolling 5 year correlation of annual returns betwen the S&P 500 and a 10-year US govt. bond; data as 
at 31 Dec 2018. Source: Ardea Investment Management, Bloomberg, R. Shiller Yale Data

CORRELATION BETWEEN US STOCKS AND BONDS LONG TERM US BOND VS. EQUITY CORRELATION

H1 ANNUALISED INFLOW TO EQUITIES 
LARGEST EVER
Equity flows in H1 ($bn)

H1 ANNUALISED EQUITY INFLOWS 
GREATER THAN PRIOR 20 YEARS
Annualised equity flows in H1 vs. cumulative historical ($bn)

Source: BofA Global Investment Strategy, EPFR; note H1’21 is annualised
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Goldman Sachs research highlights that the value of debt issued by 
struggling “Zombie” companies has dropped to its lowest level since 
2009 off the back of the restructurings seen in the US High Yield 
market in 2020. In fact, 70% of that debt comes from just five issuers. 
Creative destruction is alive and well, in the US at least. Anyone seen  
a similar analysis of the European market?! 

BEGONE ZOMBIES! THIS GUY MUST HAVE TWINS…

Source: @dinoman_j on Twitter
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