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SUSTAINABLE INVESTMENT UPDATE 

The World Economic Forum (WEF) released its 2022 
Global Risk Report last month, which included the top 
10 global risks by severity over the next 10 years. 
Unsurprisingly, environmental risks dominated the WEF 
report yet again. Climate action failure continues to be 
the most critical threat to the world, followed by risk of 
extreme weather and biodiversity loss. Societal risks, 
such as livelihood and infectious diseases, make up 
another third of the global top 10 risks. 

good morning all!
With January already over, 2022 started with a bump. After nearly two years of 
buoyant equity markets, is the party over? We’ve seen a return to the narratives 
that many onlookers thought would drive 2021 – higher rates, a growth-to-value 
rotation and a resulting US underperformance. So far in 2022, continued inflation 
pressures (see p.3 and p.5) have led to a re-evaluation of the forward path for 
rates, which has pushed fixed-income yields higher and prices lower (see below 
and p.2). The tech sector has been a bloodbath, leading to big losses for 
‘innovative’ growth stocks (p.5) and even former cash cows like Facebook (p.2) 
– sorry, I can’t bring myself to call it ‘Meta’. Elsewhere, we revisit the Zombies 
and see the power of extraordinary returns from just a small proportion of the 
equity market (p.4).

Colour me surprised as Bitcoin continued to trade like a risk asset 
rather than an inflation hedge (p.2). We anticipate continued 
elevated volatility as markets readjust to the new narratives which 
should drive a better outlook for active management – and all eyes 
will remain fixed on fixed income assets and yields.
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January was a busy month as we took our Active Gilt 
and Structured Credit Preferred Lists to the Investment 
Strategy Committee. Active gilts is separate to our LDI 
research and aimed more at our Wealth clients.

Research continues in areas as diverse as impact 
private credit, core infrastructure, UK equities, 
emerging market debt and event driven.  

MANAGER RESEARCH UPDATE 

It’s not been a great 18 months for core fixed income 
(see the left-hand end of this S&P Dow Jones chart), 
while more alternative and income-generative areas 
(the right-hand end) are also experiencing a rough 
start to 2022 after a more positive 2021. With rates 
on the rise and spreads widening modestly, the key 
question is where allocators will start to see value in 
investment-grade (IG) credit. My suspicion is when 
all-in IG yields creep above 3%, we’ll start to see a lot 
more interest. Above 4% and portfolio construction, a 
serious challenge for the last decade, starts to look a 
lot simpler.

FEBRUARY 2022

According to new Carbon Tracker research, rising oil 
prices could create a “stranded asset trap” for energy 
companies. Companies and investors that are bullish on 
short-term signals are risking significant over-
investment if demand starts declining. 

On the other side of the English Channel, European 
countries have been weighing up whether or not to 
label natural gas and nuclear projects as ‘sustainable’ 
under the EU Taxonomy. The debate has largely settled 
as at the beginning of the month, the EU Commission 
proposed to label certain gas and nuclear projects as 
‘sustainable’. 

FIXED INCOME
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Cool visualisation (as ever) from James Eagle, showing the four 
times since 2018 that Facebook has lost more than $200bn in 
market capitalisation. Of course, last week it did it in a single 
day, which rather puts the other occasions to shame. This was 
in response to the social network’s first announced fall in daily 
active users since launch. One thing you can be sure of, if the 
official data is this bad, the reality is worse. The rise of TikTok 
and exogenous factors like Apple’s iPhone privacy setting shift 
are hurting the once-mighty ‘Meta’. 

A good chart by Bianco Research showing the relationship 
between BTC (mkt cap in orange) and the S&P (mkt cap in 
blue) – my take is that as crypto-enthusiasm has spread, BTC 
has become more established as a risk-on asset rather than 
any sort of hedge. Bianco also notes the correlation between 
the pair has risen to a record 75% on a rolling 13-week basis.

Remember this chart? The proportion of the global 
bond market yielding less than 1% halved over the 
past year, from 70% to 34%. Perhaps even more 
interesting is the blue area at the bottom that 
captures the negative yielders – that’s fallen from a 

peak of over 30% to just 9% in the last month. 
Thanks to Schroders for this visualisation, as well as 
the cautionary note that things in the real yield 
space have gotten even worse, given the uptick in 
spot and forward inflation curves.

REMEMBER MYSPACE? GOOD NEWS, BAD NEWS

BTC THE NEW VIX?
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:  
Bianco Research

https://www.linkedin.com/in/jameseagle/?originalSubdomain=ch
https://www.forbes.com/sites/kateoflahertyuk/2021/11/06/apples-new-iphone-privacy-features-cost-facebook-10-billion/?sh=58326b031cd5
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One of the possibly surprising sources of 
some great macro reading is mega-alts shop 
KKR, where Head of Global Macro (and CIO 
of KKR’s own balance sheet) Henry McVey 
writes some excellent content, from which 
I’ve nabbed the two charts on the right. 

In short, they summarise why KKR’s view is 
that inflation will be broader and more 
persistent than most commentators 
anticipate; the top chart shows the sheer 
scale of the fiscal Covid-19 pandemic 
response globally – 3x the size of that 
delivered in 2009. The bottom chart shows 
how 2020’s stimulus was finally directed at 
end consumers rather than financial markets 
– moving inflation from asset prices to goods 
and services. KKR notes that 24 of the 26 
headline inputs to US CPI are now above the 
Fed’s long-term 2% inflation target. 

From an investment perspective, many 
companies maintain pricing power (see 
‘shrinkflation’ on right) meaning equities, 
floating-rate credit, real assets and more 
complex, collateral-based cash flows look 
attractive into the rising rate environment.

Hat tip to Christof Leisinger for reminding me of this phenomenon. 
How do brands maintain pricing power? Raising prices seems the most 
obvious way, but it’s far cleverer to shrink the product. 

In this picture, Procter and Gamble’s Colgate has shrunk 20% overnight 
at the same price point. 

This has been going on slowly for years but I’d expect it to pick up over 
the coming months as companies try to hike prices without incurring 
consumer and investor wrath. On the latter point, there’s an interesting 
collision coming down the line as increasingly environmentally 
conscious investors must take a dim view of increasing the amount of 
packaging per unit of product sold. 

THIS TIME IT’S DIFFERENT… SHRINKFLATION

https://www.kkr.com/our-firm/leadership/henry-h-mcvey
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One thing that always surprises 
me is how much of the excess 
return in equities is generated 
by a very small number of 
stocks. The author of the study 
cited by the KKR chart above 
explains the phenomenon in 
this FT column – noting that 
the same data has two 
contradictory conclusions 
– that the identification of 
winners can generate 
substantial ‘alpha’, but that the 
only way to ensure capturing 

them may be to invest passively 
in a simple index product. It’s 
interesting to see how both 
conclusions make sense. 

Meanwhile, Schroders analysis 
on the right shows that the UK 
delivered a greater share of 
1,000% returning stocks (63 out 
of 915, or 6.9%) over the past 
decade than the US (where 
5.7% of stocks increased 
ten-fold), almost certainly 
confounding common 
perceptions.

HOLD YOUR WINNERS (AND LOOK FOR THEM IN UNEXPECTED PLACES?)

Deutsche Bank research (chart at left) 
shows that nearly one in five listed 
companies in the US is now a 
“zombie”, with debt-servicing costs 
higher than profits. While there may 
be sensible tax reasons for that 
outcome, it’s telling that this has come 
through a period of low and falling 
interest rates. With rates now on the 
rise, will firms take a different track, or 
will this get worse?

https://www.ft.com/content/2a03208c-0d06-45b5-b81b-1ad8d2936877
https://www.ft.com/content/2a03208c-0d06-45b5-b81b-1ad8d2936877
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Warren Buffett famously won a gamble with a fund-of-funds over whether a passive 
equity index would outperform hedge funds over the 10-years to December 2017. For 
the last two years, his Berkshire Hathaway has been engaged in a harder battle – 
against Cathie Wood’s ARK Innovation strategy. As the FT charts above, it’s been the 
ultimate growth vs. value tussle – but in this race, the hare has been rocket-launched 
by Buffett’s investment in Apple, which has grown nearly 350% since he started 
buying in 2016

TORTOISE VS. ROCKET HARE IT’S EVERYWHERE
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