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SUSTAINABLE INVESTMENT UPDATE 

The Intergovernmental Panel on Climate Change 
(IPCC) presented the latest evidence on the observed 
and future impacts of climate change on both human 
and natural systems and humanity’s ways of adapting 
to them. The report comes at a challenging time, when 
the pandemic and geopolitical events are forcing a 
realisation that better resilience is required in many 
areas of life, including energy and food systems. 

good morning all!
Unsurprisingly, much of this month’s content touches on the impact of Russia’s 
invasion of Ukraine, a tragic development which has untold human and financial 
consequences. Financially, the crisis is set to put continued inflationary pressure 
onto central banks, who find themselves faced with probably the most 
challenging test of their mandates since the 1970s. 

Below we consider how inflation has seen-off the returns of traditional asset 
classes in the past. On page 2 we look at government bond markets through a 
handful of different lenses, observing the cratering of Russian debt assets, the 
resilience (so far!) of Chinese government bonds, and get an update on the 
biggest holders of US government debt. Page 3 charts the evolving mix of world 
stock markets and asks, ‘when is one market too big?’, and we also check in with 
the evolving attitude to remote working. Page 4 is home to the one 
chart everyone should be looking at this month, considering the 
relationship between oil price spikes and the economy, before page 
5 takes a quick peek at the not-so-glittering history of M&A. 
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This month, our Investment Strategy Committee 
approved our event-driven Preferred List. We continue 
to believe such funds are a good diversifier to both 
equity and credit.

As ever, work continues in a number of areas, including 
passive climate equity, impact private credit, natural 
capital and global government bonds.

MANAGER RESEARCH UPDATE 

A great graphic (data from DMS) showing the 
relationship between inflation and real asset 
returns. It clearly illustrates the problem that 
persistent inflation presents to traditional asset 
allocators, with negative real returns for both 
equities and bonds becoming increasingly 
prevalent in periods of higher inflation. At the 
moment, we’re still in the area highlighted, with 
a fair way to go before inflation tips over into 
the top five percentiles where things get really 
messy – expect the siren call of alternative 
investments to increase.

MARCH 2022

The IPCC report brings to light the importance of 
focusing on climate adaptation, alongside mitigation. 
Investing in climate adaptation is an important 
investment opportunity that will come to the fore for 
many investors. You can read our summary of the 
report here. 

The Financial Reporting Council (FRC) has published 
the list of new signatories to the UK’s stewardship 
code. 74 new signatories were added in this round, 
which brings the combined assets managed under the 
standard to £33tn. 

REAL-LY BRUTAL

mailto:Pete.Drewienkiewicz%40redington.co.uk?subject=Please%20sign%20me%20to%20up%20to%20the%20TFTL%20newsletter
https://redington.co.uk/climate-change-is-harming-the-planet-faster-than-we-can-adapt/
https://www.linkedin.com/in/pete-drewienkiewicz-3971351b/
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Interesting piece from Gavekal (via the Daily Shot) showing 
that, since the start of 2020, Chinese government bonds have 
not only had the best return of any major risk-off asset, but also 
delivered that return more smoothly than alternative asset 
choices. Now, a nearly 10% strengthening of the Chinese Yuan 
has helped matters, as well as a modest yield compression over 
the period, as the 10-year has dropped nearly 50bps in yield 
over the past 12 months, from around 3.30% to 2.80%. We 
expect to see more interest in Chinese fixed income from a wide 
range of investors over coming years.

As far as owners of US Treasuries go, Russia, with some $4bn, 
is a minnow, holding much of its reserves in gold and a diverse 
mix of foreign currencies, largely at other central banks (much 
of which is now frozen) – but long-term leading holder China 
has been overtaken in recent years by Japan, which now finds 
itself the largest overseas holder of US government debt. The 
UK, curiously, is number three, while big holding company and 
financial jurisdictions Ireland and Luxembourg prop up the 
top five (see chart on the right from the US Treasury dept.).

It wasn’t just MSCI and Russell that took the step of 
expunging Russian assets from their indices – JP 
Morgan, who runs the most-commonly followed set of 
emerging market debt indices, took the same decision 
in early March. Although the collapse had not been 
quite as precipitous, you can see on the chart above 
that the market value of combined local currency 

government debt (blue line), hard currency 
government debt (red line) and Russian corporate 
debt (grey line) collapsed to a fraction of its previous 
levels (which were recent highs) – some $155bn of 
debt knocked down to just $40bn at the end of 
February’s marks, while Russian CDS (credit-default 
swaps - right hand chart) spiked to 4,000bps.

GO EAST, YOUNG MAN? NOW YOU SEE IT, NOW YOU DON’T

BIG IN JAPAN
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.
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You should just buy <insert company or regional stock market here> and be done with it, is the usual 
refrain. Most recently, the US has been the topic of that conversation, having outperformed other 
markets spectacularly over the past decade-plus. But that story omits a significant chunk of survivor 
bias. As the authors of Credit Suisse’s Global Investment Returns Yearbook show in these charts, 
which rather topically show that Russia made up around 6% of 1899’s global stock market. Of course, 
today is also the second time that investors in that particular market have been wiped out, after the 
expropriation of Russian assets after 1917. Indeed, the same happened to Chinese assets after 1949. 
What the pie charts below don’t highlight, of course, is the amazing round trip experienced by Japan, 
which rose from just 1% of the world market to peak at 40% in early 1989, before falling back as the 
bubble burst to stand at 6% today.

How much of one global market is too much? There is no easy answer; investors who want to match 
the market end up experiencing all of these highs and lows. Some argue for an equally weighted 
regional approach, which through history has nearly kept pace with the market-cap weighting, but 
which has experienced a brutal decade as the US came back into favour. Domestic US investors surely 
have the easiest call – eschew a tempting home bias that could see equity portfolios weighted at over 
60% to the US, maintaining better diversification and risk profiles.

Some cracking stats from Civic Science who’ve been tracking the 
evolution in job satisfaction of remote (charts above) and on-site 
workers (below). We now see that remote workers are now half as 
happy (42% identifying as “unhappy”) as on-site workers (just 21%). 
These two charts show more detail than that – with a cross-section by 
age, which interestingly shows that the disparity is most jarring at 
younger ages, where presumably the social environment of on-site 
work can be particularly valuable and supportive for workers. None of 
this is very positive for the future development of the long-term 
remote working model. Lots more valuable stuff at the Civic Science 
website here. Not so catchy, but maybe a few more will be “workward 
bound” this year as WFH fatigue sets in.

SHIFTING SANDS WORKWARD BOUND?

https://www.credit-suisse.com/media/assets/corporate/docs/about-us/research/publications/credit-suisse-global-investment-returns-yearbook-2022-summary-edition.pdf
https://civicscience.com/remote-workers-report-more-job-unhappiness-especially-gen-z/
https://civicscience.com/remote-workers-report-more-job-unhappiness-especially-gen-z/
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You’ll have seen some version 
of the chart above (and left) 
over the past few weeks – 
historically whenever oil prices 
have jumped 50% from trend, a 
US recession (the grey bars) 
has followed, as sure as night 
follows day. As you can see, the 
relationship has weakened 
somewhat since the 1970s and 
on the positive side, we have a 
strong economy and supportive 
monetary policy this time 
around. On the negative side, 
we still have supply chain 

issues and an impending 
agricultural supply disaster as a 
result of the war in Ukraine. JP 
Morgan analysts believe that oil 
prices will stay at a minimum of 
$120/bbl for months with a 
significant risk of a spike to 
$185+. Barring a rapid 
resolution to the conflict in 
Ukraine, then, recession 
beckons, something the 
Treasury curve (upper-right 
chart) has been telling us for a 
while now with its relentless 
flattening.

SOME OIL WITH YOUR CURVE PANCAKE?

As we showed earlier, the 
market value of Russian 
stocks and bonds was 
effectively vapourised over 
the last few weeks – but 
the chart on the left shows 
how small the Russian 
stock market was relative 
to those of China and 
Hong Kong, even before 
the wipeout.
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Or maybe, ‘M&A doesn’t pay’? What is the very worst way to grow? “Go do 
acquisitions,” according to study author Aswath Damodaran. “This is something we’ve 
known for 40 years, and as you look at M&A study after M&A study, collectively, this is 
not a process that creates value, and I’m afraid the disease is spreading.” Why is that? 
Acquiring companies tend to consistently overpay for their prize. “I’ve seen companies 
destroy 20 years of hard work in one day with one acquisition. I remember when 
Eastman Kodak was a great company…. Until the day they bought Sterling Drugs…. 
overpaid by $2.2 billion and that was the beginning of the end for the company 
because, after that, nobody trusted them.” You heard it here.

MERGERS AND ACCIDENTS JUST A THOUGHT

This Market Communication will be provided to clients as Minor Non-Monetary Benefits and not for the 
purpose of providing unsolicited research. Nothing in this communication is intended to create any 
fiduciary obligation above that is required by regulation. Any trading or investment decisions you take are 
solely in reliance of your own analysis and judgement. Unless indicated, these are the views of the author’s 
and may differ from those of the firm. While the information may be based on or have been obtained from 
sources believed to be reliable, we do not represent this is accurate or complete and we may not update 
this information. Reproduction or redistribution of this information is prohibited except with written 
permission from us. In the UK, this communication is directed to those persons who are professional 
clients and eligible counterparties (as defined by the Financial Conduct Authority) only. 
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