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RESPONSIBLE INVESTMENT UPDATE

Managers of ESG-labelled investment funds have 
faced increased scrutiny over their credentials in 
recent weeks, particularly from the US and Europe. 

Just recently, the U.S. Securities and Exchange 
Commission and BaFin, Germany’s financial 
regulator, have initiated a review into Deutsche 
Bank’s asset management arm, DWS, following 
claims it overstated its ESG assets. 

good morning all!
The old adage “sell in May and go away” was wrong in 2021. Unless, that is, 
you were an investor in Brazil or certain segments of the Chinese stock 
market, which saw increased investor disquiet as Beijing took an 
increasingly interventionist approach to a number of sectors including 
education for profit and internet stocks. We also saw increased volatility in 
the Chinese debt market, where a number of large property developers 
teeter on the edge (p.2).

The inflation hubbub that was so prevalent early on in the “great 
reopening” has almost entirely disappeared (p.3) despite the persistent 
challenges in supply chains (see below and p.3). My view continues to be 
that a longer period of higher inflation may be on the 
cards, particularly if labour markets remain tight as 
workers need coaxing back to work. 

I also take a look at the age-old question of “who’s buying 
all that debt?” on p.4, the soaring price of Carbon futures 
(p.2), the ever-so-long-awaited rally in Japanese stocks 
(p.2) and the outlook for Covid in the UK (p.5) as 
children return to school. 
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We’re in the process of researching the government 
bond space – both UK and Global – and, following 
such a large take-up of our renewable infrastructure 
research, we’re coming back to it again. The 
renewables sector has evolved quite a lot over the 
last 18 months with many new funds appearing.

MANAGER RESEARCH UPDATE 

The Delta variant and the hard lockdown policy still being 
pursued in China have kept container rates high, even as 
most inflationary indicators have reverted. Getting goods 
from China to the US and Europe, and even from Europe 
to the US, remains extremely expensive vs. pre-pandemic 
times. 

Australia abandoned its zero-Covid policy in the face of 
Delta, but we can expect China to persist for the time 
being at least, meaning shipping rates are likely to remain 
painfully high. Still, it’s all transitory in the end, isn’t it?

SEPT 2021

Consequently, Gary Gensler recently said that the 
SEC is considering more stringent disclosure 
requirements for investment funds, perhaps 
similar to the European Sustainable Disclosure 
Regulation, which was introduced in March.

On another note, the FRC has published its list of 
successful signatories to the updated UK 
Stewardship Code, which sets high standards of 
stewardship for those investing money on behalf 
of UK savers and pensioners. We’re delighted that 
Redington was among the list of approved 
signatories. 

CAN’T GET THERE FROM HERE
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It’s been an awfully long time coming, but the Japanese 
stock market recently hit its highest level in 30 years, 
aided by the announcement that stand-in PM Suga would 
not run for re-election. That news has market onlookers 
anticipating a more ambitious program of reform. We 
remain positive on Japanese stocks where we see a 
confluence of top-down (governance improvements, 
further stimulus) and bottom-up (a huge tail of 
under-covered mid cap stocks and a dearth of boutique 
investment managers) dynamics coming together to 
create a fertile environment for stronger returns.

A great chart on the right showing the staggering rise in 
Carbon Emissions Futures pricing. After trading below 
€10 for nearly 7 years, these contracts have been on a 
one-way tear since 2018, recently closing above €60 for 
the first time. Some (including James Eagle) have 
speculated that carbon could become a cost of 
production like land, labour and capital.

There’s been an awful lot going on in the riskier 
ends of the Chinese debt markets over the 
summer; many onlookers were expecting 
state-owned bad debt giant Huarong to enter a 
restructuring, but instead it was able to secure a 
largely state-backed capital injection in August. 
Evergrande, the largest of China’s property 
developers, on the other hand, now teeters on 

the edge, with more than $300bn of liabilities 
and an alleged plan to suspend payment on its 
bank loans as early as mid-September. Beijing is 
going to have some challenges managing 
through the froth in the residential property 
markets without putting too much strain on 
external funders or the property companies, 
which are already on the ropes.

POUR A LITTLE SUGA ON ME CALLED IT HUARONG AGAIN

CO-2 THE MOON 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.
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There’s something up with markets. Not 
only are they racing higher against a 
challenging backdrop, but they’ve done so 
with fewer and fewer major drawdowns as 
the chart on the left shows – the S&P 500 
hasn’t had a 5% drawdown in more than 200 
days. The recovery from drawdowns has 
also become shorter (see below right) with 
the average recovery from a 2-sigma move 
now just 2.6 days.

Part of this is due to flows; 2021 has 
continued to see extremely strong inflows 
to global equity markets. I suspect that it’s 
also got something to do with the chart 
below – which shows that stock margin is at 
an all-time high. The combination of higher 
flows and elevated borrowing gives me 
some concern as to the resilience of the 
“most-hated equity rally” – if stock prices 
were to drop rapidly, there appears to be 
less dry powder to support the market than 
one might usually anticipate.

The inflation headline bonanza that we experienced earlier in the 
year has run out of gas (haha) over the past few months, as the data 
on news trends from Arbor Research (above) shows. Nonetheless, 
there are still areas where price pressures remain, be they shipping 
(as noted on the front page) or natural gas prices, which, unusually, 
have spiked over the warmer months, exacerbated by the low level 
of reserves depleted by the pandemic winter of 20/21.

UP, UP AND AWAYYY RUNNING OUT OF GAS
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One thing I always find fascinating 
is who actually buys each country’s 
Government debt. Of course, since 
about 2008, the main answer has 
been “the Central Bank”, but the 
chart above illustrates the extent 
to which the share of US debt 
being purchased by the Fed has 
exploded since the pandemic. 

Possibly more importantly, regular 
market followers also know 
perfectly well that if the Fed hadn’t 
stepped in, yields would be 
substantially higher. Indeed, as the 
chart on the right shows, they were 
headed higher and fast, until the 
Fed intervened back in March 2021, 
just as things were beginning to 
get messy. 

YOU CAN BUY YOUR OWN WAY

A great chart showing that nearly 60% of 
China’s energy consumption in 2019 still 
came from coal; making China the world’s 
largest polluter – having effectively taken on 
carbon emissions from the rest of the world 
by becoming the biggest producer of 
everyone else’s imports. China has pledged 
to achieve carbon neutrality by 2060, by 
which point permanent climate change will 
almost certainly be assured; can the other 
world leaders strike a deal at COP26 in 
Glasgow for India and China to cut their 
emissions quicker? The two nations think 
westerners should pay for their 
decarbonisation and will drive a hard bargain.

10-YEAR TREASURY YIELD JAN’20 TO SEP’20
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As we all know by now, the UK’s vaccination effort has done a decent job of 
shearing (not breaking, but substantially weakening) the link between Covid 
cases and hospitalisations and deaths, allowing the country to persist with a 
broad reopening, despite elevated case numbers. The chart above shows the 
dramatic rise in cases in Scotland since their schools went back in late August, 
hence illustrating why the Government is so keen to push ahead with 
vaccinating 12- to 15-year-olds. It remains to be seen whether teaching unions 
will have the stomach for projected case numbers over the coming months.

SCHOOL’S OUT FOR THE… WINTER? VISUALISATION, VISUALISED…
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