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SUSTAINABLE INVESTMENT UPDATE 

We’ve seen lots of big announcements from the UK 
Government over the past few weeks. One of the most 
notable was the country’s Net Zero Strategy, setting 
out how the UK will reach its net-zero ambitions. 
Perhaps even more important for the financial sector, 
the Chancellor outlined plans to ask investors to set 
out their investment strategies’ environmental impact 
under the Sustainability Disclosure Requirements and 
to publish information on how they will transition to  
net zero.

good morning all!
Markets shook off some early Autumn volatility and made fresh highs 
through late October and early November, aided in particular by another 
strong earnings season (below), but also by the impact of strong 
seasonality (p.2), flows and sentiment – shrugging off any impact of the 
newly announced Fed ‘Taper’. That said, strong market returns hide an 
increased level of ‘below the index’ volatility (p.3). Inflation continued to 
accelerate across pretty much all developed markets, including the 
customarily inflation moribund Eurozone (p.3), and helped by a still 
sluggish US jobs recovery (p.5). If you’re concerned, p.2 carries some good 
analysis on the best assets to hold in these environments. We continue to 
talk about equity market concentration (see how this compares historically 
on p.4) – one casualty of the high level of concentration in 
the FAAMG stocks has been manager alpha (p.3). Finally, on 
p.3 we deep dive into UK market valuations – has the UK 
simply become too cheap to ignore at last? Next time around 
we’ll update you on the major takeaways from COP26.
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We took our Private Equity Solutions Preferred List to 
our Investment Strategy Committee, with one new 
manager added, and one rating re-underwritten. Our 
UK Core Property Preferred List was also approved.  

We’ve received RFP responses for our Natural Capital 
research, and meetings with managers are being lined 
up. We’ve also kicked off research into UK Equities. 

MANAGER RESEARCH UPDATE 

US equities is the short answer – 
earnings have been on a tear this year, 
confounding already strong analyst 
expectations. As the chart on the left 
shows, higher earnings-per-share means 
that price-to-earnings ratios are lower 
across pretty much every category of 
US stocks so far this year – and the 
picture is similar across the UK and 
Europe, given their weaker relative share 
price performance. Bubble-schmubble?

NOVEMBER 2021

The DWP opened a consultation seeking views on 
policy proposals to require large pension schemes to 
measure and report the Paris alignment of their 
portfolios. This followed updated guidance from the 
TCFD itself.

All eyes are on COP26, taking place in Glasgow from 31 
October – 12 November.  The goal of COP26 is to 
enhance the targets and commitments that countries 
set in relation to the Paris Agreement and reaching 
net-zero emissions – you can read our summary here. 
COP26 is still ongoing as we publish this piece, but 
keep an eye out for our post-COP26 summary where 
we’ll be sharing our key takeaways. 

WHAT’S UP 20% BUT CHEAPER?

mailto:Pete.Drewienkiewicz%40redington.co.uk?subject=Please%20sign%20me%20to%20up%20to%20the%20TFTL%20newsletter
https://redington.co.uk/natural-capital-whats-the-investment-opportunity/
https://redington.co.uk/publication/cop26/
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I noted a few weeks back that a key factor in favour of year-end 
strength in equity markets was the positive seasonality effect. 
This was back in late October. Since then, markets have moved 
emphatically higher, but history suggests there could be 
another 2-3% of gains running into year-end. Investor 
positioning and flows remain generally supportive as well, with 
November a historically strong month for equity inflows. 

Someone once said something about gilts and nitro-glycerine. 
My memory escapes me, perhaps someone can remind me... 
But if there were ever a market resting on something 
explosive, surely it must be German bunds, where real yields 
just hit their lowest ever point, just as 10-year inflation 
breakevens accelerated to an all-time high of 2.1%?! Despite 
this, 10-year nominal yields remain suppressed at -25bps. I 
would expect these to flirt with the zero-bound over coming 
months.

Schroders have put together a whole host of great 
content around inflation and the best assets to hold 
for inflationary environments. This piece cuts and 
slices the data using four different inflation 
environments based on the relative directions of 
inflation and growth and finds that gold is your clear 

winner for a stagflationary environment. So maybe 
we aren’t in one, then, given that gold hasn’t gone 
anywhere in months? Commodities and REITs 
remain strong performers, even if reflation is more 
their bag. Mental note - need to teach my spellcheck 
the word ‘stagflation’! 

STILL WORKING… ALL THAT GLITTERS

BEDS OF NITRO-GLYCERINE?
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: Frederik Ducrozet, Twitter.



3  |  THOUGHTS FROM THE LOFT

A veritable smorgasbord of graphs  
and charts from JPM, who this month 
upgraded the UK to ‘overweight’, 
primarily on valuation grounds.

The first chart shows the 
long-running pattern of annual UK 
underperformance, punctuated by 
2020’s stinging -24% relative return.

The second shows the UK vs. the 
MSCI World on a relative 
price-to-book basis, illustrating that 
the UK is trading c.30% cheaper than 
its long run price-to-book median 
relationship.

Finally, given that one usual riposte  
to the UK’s value proposition is its 
unappealing sector mix, the third 
chart assesses the UK on a 
sector-neutral basis vs. the Eurozone 
and finds that, even on that basis, it’s 
at around 10% cheaper and more than 
1 standard deviation so. 

We tend to agree, but it’s hard to find 
anywhere to buy the UK from without 
cutting US holdings – which have 
been stellar performers. If you’re 
going to dip a toe in the UK, though,  
I would recommend doing it through 
the more diverse route of the 
FTSE350, rather than focusing  
on large-caps. 

This is interesting. Despite the fact that no major US Index has had a >10% 
drawdown through 2021 so far (as shown by the chart above), it hides 
quite a lot of action under the surface (as shown by the table below) where 
virtually every member of the S&P500, NASDAQ and Russell 2000 has had 
a 10% drawdown over the year.

Investors have benefited a lot from the growth-value and intra-index 
diversification this year, although this is potentially another reason for the 
poor performance shown in the chart on bottom of this page.

BoA highlights the 2021 active manager fee bonfire of 2021 – with just 1% 
of active growth managers and 31% of core managers outperforming, 
compared to 77% of value managers. Concentration in large-caps has been 
one contributor to this, as has the strong performance of energy, just when 
nobody wanted to own it.

CHEEP LIKE BUDGIE SOMETHING ABOUT DUCKS PADDLING

ALPHA, AS ELUSIVE AS EVER
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I’ve reproduced a couple of graphics here 
from Bianco Research, showing the level 
of concentration now present in 
large-cap US stocks. The left-hand chart 
shows the sector weight allocated to the 
sector that the largest stock sits in (yes, 
technically FAAMG isn’t a true sector, but 
it’s illustrative nonetheless), while the 
right-hand chart shows the total weight 
allocated to the largest five stocks. 
What’s interesting about that right hand 
chart is that it looks as though the 

broader market diversity that we saw 
through the 80s, 90s and 2000s might 
have been the outlier, as the last decade 
has seen a return to the concentration 
levels of the 60s and 70s and the old 
‘nifty fifty’ Bloomberg’s John Authers also 
picks up on this theme in a good piece 
here.

CONCENTRATING? I HOPE SO, THE INDEX IS

Cool little chart showing the average 
net return of major asset classes 
alongside what you pay to own them. 
Would you rather pay 2.5% to make 
12% in PE or 50bps to make 10.5% in 
REITs? It all depends on how highly 
you value illiquidity, I guess. Frankly, 
hedge funds probably look a worse 
stand-out than PE on value for money 
– however you cut it – on a historical 
basis at least.

GET WHAT YOU PAY FOR?

https://www.bloomberg.com/opinion/articles/2021-11-08/low-bond-yields-are-a-polarizing-issue-for-fang-dominated-stocks
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Great chart – thanks to calculated risk blog for this one – showing the percentage of 
job losses and subsequent recoveries for all post-WWII recessions (US data). Two big 
takeaways for me – first up, just a reminder of how savage the GFC was in 
employment terms – prior employment levels weren’t reached for a full five years after 
the recession started. And second, even considering the remarkable ‘V-shape’ of the 
2020 recession, you can see the oft-cited ‘K’ effect – there are still substantial job 
losses out there even as the economy looks largely back to normal. Part of this is the 
big participation rate puzzle we’ve seen, and part of it is employers refusing to fully 
commit to pre-pandemic hiring levels due to continued uncertainty.

YOU AIN’T SEEN NOTHING, STOCKS BEST BOND? THE WINNER IS…

MORE OF OUR THOUGHTS...
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