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RESPONSIBLE INVESTMENT UPDATE

While the focus has long been on climate-related 
issues within the RI space, Inclusion and Diversity 
(I&D) is another topic that’s gaining momentum. 
As part of the Diversity Project, a group of UK 
asset owners, representing £125bn in AUM, 
recently committed to reviewing fund managers’ 
I&D efforts when selecting and monitoring 
managers, with an objective to build an investment 
industry that embodies a more balanced 
representation of diverse societies.

good morning all!
Despite continued investor concerns over the spread of the Delta and 
Beta variants, most markets remain close to – or at – all time highs. 
Merger and acquisition activity continues unabated (see segment below) 
and many market participants see a brighter future for the relative 
performance of private equity (see p.3). Core bonds are still back in vogue; 
indeed, their rousing performance over the past two months has turned 
them back into a diversifying asset from a cross-correlation perspective 
(see p.2). Despite generally calm markets, we believe there are a small 
handful of areas that merit concern, whether it’s perceived bubbles (see 
p.2), increased retail participation in stock markets (see p.3) or Chinese 
credit markets (see p.5), where recent property sector jitters and Beijing 
intervention have driven a dramatic divergence of Asian 
high yield performance vs. its investment grade 
counterpart. Markets remain expensive, and none more so 
than the US (see p.4), but what can investors do? Finally 
– and perhaps most importantly – as we were going to 
press, the IPCC’s latest report on climate change (see 
p.5) hit the desk. More on that next time around.
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The first stage of our emerging market debt 
research has been concluded, with our 
recommended hard currency managers signed off 
by our Investment Strategy Committee in July. 
 
We’re kicking off a refresh of our private equity 
solutions research and work continues in UK 
property, European equity and securitised credit.

MANAGER RESEARCH UPDATE 

Bain Capital’s latest mid-year private equity 
review showed that, faced with a perception of 
lower forward-looking returns for public 
markets, the industry continued to “supersize” 
itself. If H1’s pace is maintained,  2021’s deal 
volume is poised to be the largest in history. 
The review finds that “deal value, exit value, and 
fund-raising are all on pace to approach or cross 
$1trillion by year-end. If that bears out, the 
industry will have essentially tripled in size over 
the 10 years starting in 2011”. 

AUGUST 2021

The Asset Owner Diversity Charter aims to 
increase the level of diversity and inclusion 
information shared by fund managers in hopes 
that this will improve diversity, in all forms, across 
the investment industry. 

We’ve been involved in the Diversity Project since 
its inception and are also signatories to the new 
Charter. Our role as consultants will involve 
holding asset managers to account on their I&D 
efforts.  

BUYOUTS ON FIRE
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In last month’s piece, I talked about the evolving cross 
correlations between bonds and equities and the extent to 
which those correlations had become more positive. As 
ever I spoke too soon, as the 50-day correlations of 
risk-off asset classes collapsed over the past few weeks, 
heading back to firmly negative territory, which above 
chart from Arbor Research clearly shows. 

The S&P 500 is almost 100% higher than its March 2020 
levels at the height of pandemic-fear, needing just a 
couple more % to realise the fastest doubling on record, 
as highlighted by Jeroen Blokland of True Insights. He 
also notes that we are now entering the weakest period 
of the year for equity markets, especially during the first 
year of a US Presidency. 

JP Morgan’s analysis shows that several of the 
most “bubbly” asset class areas, namely SPACs, 
IPOs, and Bitcoin, have moderated thus far in 
2021, even as broader equity markets have 
recorded strong gains – and JP analysts believe 

the fact that “stocks moved higher when a 
number of the ‘hot’ areas lost 20-50% is already 
a big positive” for the resilience of global equity 
markets as loose monetary conditions begin to 
tighten.

AND JUST LIKE THAT… COMING OFF THE BOIL?

WATCH OUT BELOW!
Source text. This 
information has been 
provided solely for 
informational purposes 
and is not an offer, or 
solicitation of an offer, or a 
recommendation to buy or 
sell any security or 
instrument listed herein.

Source: LPL Research, 
Factset
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KKR’s Henry McVey writes some great macro 
overviews. The charts on the right are from 
May’s piece, in which he discusses relative 
private equity performance. The performance 
of private vs. public equity markets has 
narrowed over the past 5 years as public 
markets have performed strongly and the 
value factor has struggled. 

McVey notes: 
“we found…private…asset classes actually 
tend to perform better [in] mid-to-late cycle…, 
which helps to boost their performance 
relative to liquid markets over the life of a 
fund. One can see this in the charts right… 
when public markets returns are less than 
15% per year… then Private Equity as an asset 
class almost always outperforms Public 
Equities. In fact, the illiquidity premium 
actually moves [up] to 6-10% when Public 
Equity market returns are less than 10%.”

Furthermore, “a stronger backdrop for Value, 
which is consistent with our framework, also 
tends to foreshadow better returns for 
Private relative to Public Equities. One can 
see this in Exhibit 41 (the charts on the right). 
This relationship makes sense… because 
buyout deals are generally tied to some sort 
of value-unlocking thesis”. Worth a subscribe.

Despite generally benign markets, it’s fair to say that we’ve 
seen some fun and games in certain areas – and there seems 
to be a consensus that increased retail trading activity is 
behind some of this. These participants have been 
disproportionately active in certain (“meme”) stock names, like 
AMC, GameStop and Blackberry, as well as in single name and 
index options (see chart above from Goldman Sachs). So far 
this has played out well; the chart below from Kailash Capital 
shows that the most traded stocks are outperforming as 
strongly as they did in 2000-2001.

PRIVATE VS. PUBLIC IT’LL ALL END IN TEARS, WON’T IT?!
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I pinched these charts from John Authers’ always excellent “Points of Return” 
blog, which has had some great discourse on the big inflation debate, but in this 
particular edition turned its attention to the rampant outperformance and ensuing 
priciness (see chart on bottom right – the red highlight is all mine!) of the US 
equity market. Indeed, the US equity market now makes up nearly two-thirds of 
the MSCI Index. But what can equity investors do? John points out that most of 

the world is cheaper than the US on a CAPE basis, though recent JP Morgan 
analysis showed that historically, over the past 50 years, around 75% of US out or 
underperformance was reversed over the following decade. We think for those 
brave enough, taking a modest and diversified underweight to the US market may 
finally be compensated over the coming years.

BACKTEST - 
SCHMACKTEST

US MARKET OUTPERFORMANCE – CAN IT CONTINUE?

A great SSRN paper (email 
me for the link) showed 
that factor-based ETFs 
delivered annual excess 
returns of approx. 5% over 
the three years prior to their 
launch, while the average 
excess performance since 
launch is 0%. No surprise 
there then?
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The chart above shows the index yield on Chinese high yield (purple) 
against the Global High Yield and US High Yield indices (light and dark blue, 
respectively). You can see that the market is typically sceptical of 
sub-investment grade Chinese paper (given the nearly 4% spread that 
persists even when things are good), but something certainly seems to have 
come unstuck in the past couple of months, however you look at it, with our 
credit managers reporting that some 15% of the Chinese high yield market is 
now trading at distressed levels. As I understand it, this is due to concerns 
over whether huge Chinese property developer Evergrande will be able to 
refinance around $7.5bn of USD-denominated bonds that come due in 2022. 
The developer has more than $300bn in total liabilities, meaning it could be 
a “systemic” shock, and the bond issues of other similar companies, as well 
as education-focused corporations hit by last week’s crack-down, have 
widened materially. This isn’t an area you want to close your eyes and buy, 
so we’ll be very much leaving the analysis up to our unconstrained credit 
managers to pick through the wreckage and see if there’s anything that 
merits further interest.

CHINA’S HIGH YIELD MARKET PLUMMETS TOO LATE ALREADY?
With apologies for the depressing (but probably accurate) strap line, just 
as we were going to press, the International Panel on Climate Change 
released its firmest warning yet, suggesting that climate change is now 
inevitable and at least partially irreversible, with temperatures already set 
to rise more than 1.5 degrees in the next two decades. The chart below, 
reconstructed by the BBC, shows the result of the Panel’s backdated work 
incorporating human impact:

The panel found that global surface temperature was 1.09 Celsius higher 
in 2011 to 2020 than between 1850 and 1900, while the past 5 years have 
been the hottest during that period. 

The report represents eight years of work completed by hundreds of 
experts and seems likely to put paid to at least some of the climate 
change scepticism we have hitherto seen.  The question now is whether 
the COP26 gathering in Glasgow at the end of October can elicit 
substantive enough commitments from the 197 countries present to 
radically change the path of climate change, which  appears to be the 
biggest threat that humanity has ever seen.
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The Bloomberg chart above accompanied an interesting piece about the 
reduced tolerance that investors are showing for the earnings reports of  
2020’s growth stock winners.  But I actually think the more interesting 
story is the blue line – showing a basket of “vaccine beneficiaries” picked 
by Barclays. After having been up nearly 20% YTD (as recently as 
mid-June), that basket of stocks is now only up around 8%, giving up 
nearly all its gains through the first half of July. Interestingly, the 
“Lockdown Winners” basket is actually down for the year – if you looked 
at the share prices of some value stocks you might question whether we 
had a vaccine for Covid-19 at all…

LOCKDOWN WINNER, CHICKEN DINNER THE WORLD’S TOP 100 FIRMS

Source: PwC, the Visual Capitalist
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PwC’s latest release 
of the 100 world’s 
largest companies, 
here visualised by 
the Visual Capitalist, 
shows that China and 
the Rest of the World 
still have a long way 
to go in unseating  
the United States, 
home of 59 of the  
top 100 firms.

https://www.linkedin.com/company/redington-ltd/

