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From China’s Zero-Covid 
strategy to the rollercoaster 
that is credit; hear what our 
CIO of Global Assets, Pete 
Drewienkiewicz, has to say 
about markets this month.
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After the fun that was April, May was a calmer month, with equities gaining very marginal ground 
– although things have obviously deteriorated since then, particularly in the more exuberant 
areas (see p.4).

Perhaps the biggest news in May was the Fed’s announcement of its plan to shrink its balance sheet gradually. This will 
lead to a sea change in market dynamics, which is illustrated in the chart and segment below. This withdrawal of liquidity 
is likely to have implications for asset returns (p.5), volatility and liquidity (which are linked, see p.4) and, of course, 
Government bond yields, which have continued to rise emphatically after drawing breath in May. We see stress building 
in credit markets (p.5) as well as peripheral Government bond markets (p.6). Finally, inflation remained strong in May, with 
the much-anticipated peak in US CPI failing to materialise. With that theme continuing, we examine implications for PE 
markets (p.6) and consider when China might be able to exit its current “Zero-Covid” strategy (p.4). Finally, check out p.7 
for a possibly surprising insight into the world of ESG-ratings as they pertain to company size.

 BACK THAT TRUCK UP, QUANTITATIVE  
 TIGHTENING EDITION
 
Look, you don’t need to see this thing close up for me to tell you 
exactly what is shows – it’s the change in major Central Bank balance 
sheets on a 12-month rolling basis. The US is green, the Eurozone is 
teal and Japan is blue. It’s about to go negative and stay there for as 
long as the Fed manages to stay off its long-term liquidity habit. This 
will be the biggest withdrawal of market liquidity that anyone has 
ever seen, and hence we are clearly entering a new market regime – 
people love to say, “don’t fight the Fed”, which to me seems to imply 
a prolonged period of portfolio caution so long as this liquidity 
drainage persists.
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With AGM season well underway, we’ve 
seen founders’ voting power help Meta and 
Amazon fend off ESG proposals. Both tech 
giants received shareholder resolutions 
aimed at increasing scrutiny on social 
issues facing the industry. However, none 
were approved at the AGMs due to their 
founders’ voting power. Jeff Bezos holds 10% 
of Amazon’s voting stock; Mark Zuckerberg 
owns nearly 13% of Meta but controls more 
than 50% of the company’s voting rights, 
providing him with a veto on every vote. 

Back in April, the government launched the 
Transition Plan Taskforce (TPT) to develop 
a gold standard for climate transition plans. 
The UK is the first country to introduce 
mandatory disclosure requirements for 
corporate transition plans. As part of its 
mandate, TPT has already launched a public 
consultation on its initial, sector-neutral 
framework for credible climate transition 
plans. 

Across the English channel, in response to 
sharpened concerns of energy supply shocks 
and rising prices following Russia’s invasion 
of Ukraine, the European Commission has 
unveiled a €210bn plan for the European 
Union to end its reliance on Russian fossil fuels 
by 2027. The move also aims to quicken the 
block’s transition to green energy. Dubbed 
REPowerEU, the plan includes a switch to 
importing more non-Russian gas, a faster 
rollout of renewable energy and more effort to 
save energy.

MANAGER RESEARCH UPDATE 

Questionnaires for our annual Sustainable Investment Survey have been shipped - a big thank you to all the asset managers filling 
these in, it really is appreciated! Do look out for the published survey in Autumn. Let’s hope for significant improvement across climate, 
stewardship, D&I and everything else from last year’s survey. 

SUSTAINABLE INVESTMENT UPDATE 
the latest news...

https://redington.co.uk/publication/sustainable-investment-survey-2021/
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SOME MIGHT SAY
This one seemed like a truism to me, but then 
I sat on a conference round table the other 
day where another consultant told me that 
liquidity was still excellent despite the market 
volatility. Fortunately, we have JPM on hand 
to show us how market depth is “strongly” 
inversely correlated to the VIX. Liquidity has 
been getting steadily worse in everything 
in 2022, from Treasuries to equities via 
corporate bonds and secondary private 
assets. Caveat possessor!

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.

WE GOTTA GET OUT OF 
THIS PLACE 
 
A great recent piece from Schroders, from 
which the chart on the right is lifted, showing 
the challenges facing China as it considers 
exiting its Zero-Covid strategy. The success 
of the strategy so far, combined with some 
vaccine-scepticism, has left the country with 
some 100 million over 60s “under-vaxxed”, 
making an early exit from the strategy an 
extremely risky path to take. The article 
considers the human losses experienced in 
Hong Kong when Omicron finally ran riot in 
a similarly vulnerable population; Schroders 
projects as many as 1.5 million deaths in 
over-60s if the CCP were to perform a rapid 
volte-face.

BURNING RING OF FIRE 
 
Hell hath no fury like a cryptocurrency 
bagholder scorned. The chart above tracks 
the aggregated market capitalisation of 
the top 100 digital assets out there. And 
it doesn’t look so great, especially against 
a backdrop where certain people seem to 
have been told that the assets were an 
inflation hedge. Possibly the most ironic 
part of the collapse of the “everything 
bubble” will be the digital-asset fans 
who thought they were well shot of the 
regulated financial system begging for a 
bail-out of their unregulated assets. Will 
the carnage impact traditional markets? 
We’ve yet to see.

https://www.schroders.com/en/insights/economics/when-can-china-relax-its-zero-covid-strategy/
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This takes us almost up to the end of May. 
Since then, things have gotten a fair amount 
messier, particularly in the Crypto-universe 
(see chart on prior page). I think there are 
two points to make here: first, commodities 
(the right-hand purple bar above) are 
behaving pretty much as Bridgewater 
tells us they should in “stagflationary” 
environments – the chart on the right 
shows the performance of the asset class 
in periods where inflation is rising, and 
growth is falling (in red) and all others (in 
blue). The second point is that pretty well 
all conventional assets are failing in this 
environment – with a US 60/40 portfolio 
down some 15%+. The portfolio that got you 
into this mess might not be the portfolio 
that gets you out of it.

The above chart from the fantastic database at the St. Louis Fed shows 
the option-adjusted spread on US (in blue) and European (in red) high 
yield bonds since late 2020 – to avoid all the extreme silliness around 
Covid. Then I show a longer-term history of the same thing below going 
back to 2007. A few things to note. If we are really heading into a major 
recession (recessions are the shaded areas on the chart below), then 
spreads still look a little anaemic. If we aren’t, this is probably a reasonable 
buying opportunity. We are in the latter camp – we think defaults are a real 
thing but aren’t going to be hugely problematic while the real economy 
remains in fine fettle. I think that tactical evaluations of opportunities in 
credit will be much more important for the next decade than they were in 
the 2010s, for what little it’s worth.

CREDIT IS A ROLLERCOASTER 
(JUST GOT TO RIDE IT?)NOWHERE TO RUN (OR IS THERE?)
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DON’T WORRY, BE HAPPY (KEEP ON COMMITTING?)

A cynic might call this piece ‘the revenge of the private equity apologists’, but 
I think it’s a well-timed and well-considered piece of analysis that Jim Strang 
highlighted to me. DealEdge uses its impressive data set to consider the 
potential impact of prolonged inflation on private equity returns. What are the 
takeaways? 

First, PE deals originated in a  more inflationary environment seemed to 
perform pretty well (chart on the left) and the performance of the bottom 

quartile seemed to improve meaningfully. Looking at sectors (chart top right), 
you can see that the inflationary environment was particularly supportive 
for financial services, technology and healthcare deals, while industrials and 
business services struggle to match their ‘pre-inflation’ returns. Overall deal-
by-deal dispersion appeared to increase (the red lines are taller than the green 
ones), which seems to make sense given that inflation often leads to a more 
volatile environment, as we’re currently witnessing.

Quietly, with an awful lot of other noise going on, we’re witnessing 
a little canary chorus from the Eurozone periphery – the so-called 
“PIGS” of Portugal, Italy, Greece and Spain have seen their debt 
cheapen meaningfully against ‘core Europe’ in 2022; and so far, 
there has been nothing of a ‘whatever it takes’ moment from the 
ECB – Lagarde doesn’t look to have much of the Draghi about her, 
but it’s still early days in this crisis rhyme. Watch this pressure 
cooker as financial conditions worsen.

THREE-ISH LITTLE PIGS
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DATA, BEAUTIFULLY BREACHEDBIGGER THEY COME, THE HARDER THEY FALL?

A really interesting piece of analysis here – hat tip to Trym Rikler at 
Gabler who pulled it out of the Journal of Environmental Investing. 
Essentially what is shows is that across the board and across all five 
major ESG ratings agencies, larger companies are receiving higher 
scores. Is that because they are actually doing more, or because they 
are able to spend more time being transparent and user-friendly 
about what they are doing? You tell me, but it seems strange and 
possibly lazy to me.

Source: Information is Beautiful

https://www.thejei.com/wp-content/uploads/2017/11/Journal-of-Environmental-Investing-8-No.-1.rev_-1.pdf
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WANT TO HEAR MORE 
OF OUR THINKING?

Equity styles: Quality is 
in the eye of the beholder

Most Significant Votes

What is impact private credit?Investment Edge Q2 2022

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 
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information. Reproduction or redistribution of this information is prohibited except with written permission from us. In the UK, this communication is directed to 
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