
1  |  Thoughts From The Loft 
 MAY 2022
MAY 2022

THOUGHTS 
FROM THE 
LOFT

Pete Drewienkiewicz

From the worst start to the year 
ever for stocks and bonds to 
employees’ top concerns about 
returning to the office; hear 
what our CIO of Global Assets, 
Pete Drewienkiewicz, has to say 
about markets this month.
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The best way to describe April’s markets was probably “not much fun” as the stock-bond 
correlation crisis continued to bite and Central Banks continued to gradually remove the world’s 
punch bowl. 

The MSCI World fell more than 8%, while bond yields rose more than 50bps in all core markets against the backdrop 
of persistent inflation. Equities and bonds are off to one of their worst starts to the year ever (p.5); growth, the Nasdaq 
(p.5) and Venture Capital (see below) appear to have borne the brunt of the move while retail traders have lost their 
shirts (p.4) and the SEC has put its boot into the SPAC market (p.7). But is the growth to value rotation over, or just 
getting started? We check in with a couple of experts on p.6. Despite the stickiness of today’s inflation numbers, 
markets appear relatively sanguine about the ability of Central Banks to bring inflation under control in the medium 
term (p.4) – if they fail then bonds certainly have further yield upside (p.4). Opportunities, however, are starting to 
emerge in selective areas of fixed income (p.6) – we’re trying to remain nimble with regards to these and will update 
you next month.

 TIMBERRRRR 
 
Refinitiv operates a venture capital (VC) index which attempts to 
replicate VC performance using a combination of liquid, publicly 
listed assets. Sounds good right? How’s it been doing? Pretty well; up 
nearly 54% in 2019, 68% in 2020 and another 23% and change in 2021. 
How about 2022? Down 46% YTD. Yikes. Peeking at their factsheet, it 
looks to have had reasonable correlation with Cambridge Associates’ 
own VC index. It’ll be interesting to see ‘real’ venture performance 
coming in for Q1.

https://www.refinitiv.com/content/dam/marketing/en_us/documents/fact-sheets/venture-capital-index-fact-sheet.pdf
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The end of April marked the deadline for the 
next round of applications for organisations 
to become signatories to the FRC’s 
Stewardship Code. Having gained signatory 
status last year, we submitted our second 
report to the FRC in April. The disclosures 
against the code form part of our wider 
Sustainable Investment report, which is 
available on our website. The report sets out 
our progress in integrating stewardship and 
sustainability throughout our business, and 
our plans for 2022 and beyond. 

As of April, disclosing in line with the TCFD 
(Taskforce on Climate-related Financial 
Disclosures) has become mandatory for over 
1,300 of the UK’s largest firms, including 
listed companies, banks and insurance 
companies. The mandate’s aim is to increase 
climate-related engagement between 
investors and the companies they invest in, 
as well as compelling businesses to increase 
their environmental ambitions and accelerate 
action. 

The $130 trillion alliance which unites the 
world’s financial institutions in moving 
towards net-zero portfolios has received 
some criticism of becoming a “smokescreen” 
to hide the finance sector’s foot dragging on 
decarbonisation. Critics argued that there 
has been little indication that major GFANZ 
members are serious about their net-zero 
goals as they don’t seem to be withdrawing 
from financing fossil fuel industries. Mark 
Carney, the chair of GFANZ, responded saying 
that the sector is doing a better job than is 
implied by the headlines but change takes 
time. He said that expecting banks to eliminate 
all financing of carbon-intensive industries is 
unrealistic and also highlighted that efforts are 
being slowed by Russia’s war on Ukraine. 

MANAGER RESEARCH UPDATE 

We’ve been spending a lot of time on climate transition equity strategies – both active and passive – that look to align to the Paris 
Agreement. Several of our clients are exploring this area; if you are too, please drop us a line!

SUSTAINABLE INVESTMENT UPDATE 
the latest news...

https://redington.co.uk/publication/redingtons-2022-sustainable-investment-report/
mailto:nick.samuels%40redington.co.uk?subject=Thoughts%20From%20The%20Loft
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JUST GETTING STARTED?

JPM’s Strategy Team published the chart 
above last week, illustrating the relationship 
between US inflation expectations (black 
line) and the nominal 10-year bond yield (blue 
line). Their message was soothing – we’ve 
moved a long way and there doesn’t appear 
to be too far to go – although that places 
a lot of faith in the recent fall in forward 
expectations (see right). If you expect 
inflation to remain sticky (as many, including 
Bridgewater, do) then based on the above 
you might anticipate a further 100bp rise in 
nominal bond yields. At which point, frankly, 
they’d look pretty good, I think.

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.

DIAMOND HANDS? 
 
Just a great chart at right from Morgan 
Stanley who’ve estimated the total P&L of 
retail trading since the start of 2020 using 
public data. As you’ll of course remember, 
this went awfully well for a while (right up to 
about February 2021) and has since gone… 
rather worse, by most accounts, now trailing 
the S&P by some 30%+. How did they get the 
data for my personal account?!

KEEPING THE FAITH  
 
Colour me surprised, but so far, it’s not 
so much bond market vigilantes as bond 
market patsies – despite the spike in 
shorter-term breakeven expectations 
(blue line), longer term, 5y5y forward 
expectations (red line) have remained 
very moderated and indeed have recently 
moved back below 2.5%. Considering 
that US CPI notably failed to fall back by 
as much as economists had anticipated 
last week, this seems like an almost 
inappropriate level of trust for Jay Powell 
et al. Have a peek at the left-hand column 
for what might happen next…
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THE STOCK-BOND 
CORRELATION CALAMITY 
A few interesting titbits here – it’s been 
pretty well the worst start to the year 
ever for both stocks (as measured by the 
S&P500) and bonds (US Treasuries). After 
hundreds of ‘the end of 60/40 portfolios?’ 
articles, that portfolio finds itself down 10% 
before the mid-year point after making the 
best part of 10% a year for the last decade. 
Observers said it couldn’t go on forever, and 
of course, it didn’t. 

What’s particularly interesting is that 
despite sentiment towards risk assets 
(the blue line in the chart at top right) has 
soured significantly, positioning (the black 
line) hasn’t changed that much and remains 
modestly overweight. 

The truth of the matter is that many 
investors are running imbalanced 
portfolios after an extraordinary decade 
of concentrated returns. What’s been 
working? Alternatives, so chastised for 
many years after disappointing, have been 
doing sterling work in portfolios that still 
hold them, with macro funds and systematic 
strategies across both long-short equity 
and trend holding court.  

It might be interesting to know that so far, the 2022 Nasdaq sell-off 
has been worse than the popping of the 2000 and 2008 bubbles at 
the same point of the capitulation (see above). The 2000 move went 
on a whopping 650 days. That said, the relative move has already 
been pretty big – according to Schroders, growth investors have 
given up all of their long growth/short value gains since Covid started 
(see below). Nonetheless – as the next page shows, we think that this 
style rotation has further to run.

DOES IT HURT YET?
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STILL VALUE IN THE VALUE?

As we noted on the prior page, value has moved a long way vs. growth over the 
past five months. How far has it moved on a global basis though and is there 
further to go? Two doyens of value investing attempt to answer this question 
in the charts above. The first, from AQR, shows the rich/cheap of a sector and 
dollar-neutral value portfolio on a z-spread basis. Thus measured, the spread 
of cheap to rich has moved from the 100th percentile to the 95th, implying that 

this still has further to run. Meanwhile, on the right you’ll see GMO’s analysis 
– they cut the numbers a different way and instead show the ratio of the price 
to fair-value metrics for each sector – note that outside of energy and perhaps 
financials, these remain very elevated and indeed in some cases still at highs. 
Given the extent to which these long-short implementations provide portfolio 
diversification, we’re happy to agree with both firms for now.

It’s easy to have missed it, given everything that’s been going on so far in 2022, but the destruction in Asian high 
yield continues unabated, where new bond issuance has shrunk to a trickle amid continued spread volatility – the 
red line at left tracks Asian $ bonds vs. their US counterparts in blue. We are, however, starting to see managers 
selectively dip their toes into this melting pot.

MEANWHILE, EAST OF HERE
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I TOLD YOU IT WAS ALL ABOUT THE COMMUTESPAC-LASH

The SEC quietly (well, probably just quietly for us in the UK) is mooting a relatively 
significant shift in the rules surrounding the origination of SPAC (or Special Purpose 
Acquisition Companies, if you prefer the full name). Interest in SPACs, which experienced 
record issuance years in 2020 and 2021, has cooled significantly as the froth has come off 
the markets. The SEC spotted that the “regulation-lite” route to market effectively offered 
an arbitrage against the much more rigorous rules governing new IPOs and has determined 
to crack down – against which backdrop several large banks announced intentions to scale 
back or end their participation in the SPAC market. Say goodbye to this one.

Source: Robeco
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WANT TO HEAR MORE 
OF OUR THINKING?

Sustainable Investment ReportMost Significant Votes

Manager research update 
Q1 2022

What is impact private credit?

grab yourself a cuppa and  

   have a read of these...

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. 

Redington Ltd. 
Floor 6 One Angel Court 
London EC2R 7HJ 
+44 (0)20 7250 3331 
redington.co.uk 

   

Pete Drewienkiewicz 
(0)20 7250 3331

   

PLEASE EMAIL ME TO SIGN UP 
TO OUR NEWSLETTER OR CALL 
IF YOU FANCY A CHAT 

https://redington.co.uk/publication/redingtons-2022-sustainable-investment-report/
https://redington.co.uk/most-significant-votes-w-e-13th-may-2022/
https://redington.co.uk/publication/manager-research-update-q1-2022/
https://redington.co.uk/what-is-impact-private-credit/
https://www.linkedin.com/company/redington-ltd/
mailto:info%40redington.co.uk?subject=Thoughts%20From%20The%20Loft
https://www.linkedin.com/in/pete-drewienkiewicz-3971351b/
mailto:pete.drewienkiewicz%40redington.co.uk?subject=Thoughts%20From%20The%20Loft

