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Welcome

Investing can be unpredictable. From accelerating rates of 
inflation and rising bond yields to increasing cost of most goods 
and services and slow economic growth, 2022 has been a year 
fraught with uncertainty. Financial markets are experiencing a 
period of immense change, and when markets get rocky, it is 
easy to panic. Whilst the recent market environment has been 
challenging, it does not mean opportunities cannot be found.

Investing in an industry of change was the theme for this year’s 
Square Mile Investment Conference, held in September 2022. 
It was a privilege to be joined by a fantastic line-up of speakers 
from some of the industry’s leading asset managers to discuss 
the recent market environment and help you navigate through 
it. In this inaugural Square Mile Magazine, our sponsor speakers 
share insights from across the event, from the relevance of the 
value vs. growth debate and the opportunities in the UK market 
to the role of alternatives and generating an income in a high 
inflationary environment.

To set the scene, T. Rowe Price’s Ritu Vohora outlines this shift 
we are currently experiencing and the new landscape which 
we find ourselves in, emphasising the importance of time 
horizons and tolerance for risk in a new paradigm. Whilst we 
are experiencing a period of change, Richard Buxton of Jupiter 
Asset Management, argues that the fundamentals remain the 
same, drawing on the growth of the digital world and role of 
‘digital disrupters’.

Turning to the UK market, Premier Miton’s Benji Dawes 
explores the role of change in investing, both in terms of 
creating value and opportunities for investors. Alex Wright at 
Fidelity International continues by arguing the case for the 
UK stocks, the interesting prospects thrown up by the current 
market volatility and his outlook for the rest of the year.

Hugh Sergeant from River and Mercantile 
further states the case for the UK, applying the 
theory of recovery investing for finding value in the 
current market environment. Whilst the value vs. growth 
debate has been a continual point of contention, Baillie 
Gifford’s Stuart Dunbar poses the question of whether this 
is helpful, exploring the merits of the differing approaches to 
investing. 

Whilst today’s market environment re-emphasises the 
importance of a long-term view when it comes to investing, 
where is the middle ground when it comes to generating 
income? Ben Peters from Evenlode explores the balance 
between long-term growth and today’s yield against the 
current backdrop of the global equity market. The search for 
income is further unpicked by Legal and General Investment 
Management’s John Roe who shares his view on the challenges 
and opportunities of income investing, from the divergence in 
growth and value to the key market drivers over the next year. 
Vincent McEntegart at Aegon Asset Management expands 
on the multi-asset perspective, outlining their approach to 
navigating a world of change within their portfolios.

Unfortunately, no asset class has been safe in 2022, however, 
it has been a particularly unnerving year for fixed income 
investors. Whilst you would be forgiven for being cautious when 
it comes to this part of the market, Rebecca Young at Artemis 
Fund Managers discusses the new regime for fixed income 
markets, the characteristics it exhibits and where they do, and 
do not see the opportunities. Invesco’s Stuart Edward expands 
on what the current macroeconomic shift means for investors 
and argues that perhaps taking an unfixed approach to fixed 
income is an advantage in times like these.
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Traditionally, equity and bonds have formed the foundations 
of portfolios. Whilst the case for alternatives has been argued 
strongly over recent years, diversification remains key as 
markets continue to keep us on our toes. Josh Berelowitz of 
J.P. Morgan Asset Management highlights some of the macro 
trends and structural changes shaping the world, emphasising 
the increasingly important role of alternatives. Ajay Dayal from 
ClearBridge Investments (a Franklin Templeton Investment 
Manager) discusses infrastructure’s long-term proposition for 
investors, which is only set to grow over the coming years. 
First Sentier Investor’s Rebecca Myatt expands on the case 
for infrastructure, exploring it as a potential safe harbour for 
investors navigating uncertainty. Along the same theme, Tom 
Walker of Schroders explores the level of inflation protection 
that real assets can offer investors during period of inflation. 

Whilst this theme runs throughout all aspects discussed during 
this magazine, we end on ESG and responsible investment. 
Lazard Asset Management’s Jennifer Anderson discusses 
the heightened regulatory oversight of sustainable products, 
outlining what you can expect when it comes to UK regulation 
and how you, and your business, can begin to prepare for what 
is to come. Finally, George Crowdy of Royal London Asset 
Management argues that whilst this has been a difficult year 
for responsible investment funds, it is crucial to look beyond the 
now for the long-term opportunity set these strategies offer.  

There is no denying that 2022 has been a difficult year for the 
investment industry, and beyond, but as our sponsors have 
articulated throughout the conference, and this magazine, is 
that whilst change can be unnerving, it can create opportunities 
across all corners of the market. 

Thank you to our sponsors

This magazine is a collection of market insights and 
commentary from the 17 sponsor groups of this year’s Square 
Mile Investment Conference. This annual event would not be 
possible without our sponsors and partners, asset managers 
who contribute valuable insight on this ever-evolving landscape.

This review provides general information only. It is not financial advice. If you invest in any of the products mentioned in this review, you do so at your own risk. This is not a recommendation to buy or 
sell any funds mentioned or engage in investment activity with any particular fund manager. Capital is at risk and past performance is not a guide to future performance. The views expressed in this 
article are the opinion of the authors and do not necessarily reflect the views or opinions of Square Mile, it’s subsidiaries or affiliates.



Flexibility is key 
in this uncertain 
world 

The past decade has been dominated by growth stocks, in 
particular the US tech behemoths. The multi-year gains have 
been fuelled by technology unlocking capacity and superior 
earnings growth – as well as a favourable macro backdrop with 
low inflation, low interest rates and abundant liquidity. Strong 
sentiment further propelled segments of the market to extreme 
valuations. The pandemic accelerated this trend by ‘pulling 
forward' future growth and concentrated the gains in a handful 
of stocks. However, we may have reached a structural inflection 
point. 

For investors, understanding your risk tolerance, and 
staying active and diversified, could be critical in navigating 
these challenging currents. 

Rampant inflation, a hawkish Fed and a brutal spike in 
bond yields largely drove the losses in global equities in 
the first half of 2022. While this has been a particularly 
painful period for long duration assets, such as growth and 
technology companies, select value areas of the market 
have provided investors with some shelter from the storm. 

A shifting landscape 

New conditions may compel investors to unlearn some old 
ideas. For example, many investors have been conditioned 
by the post-GFC market environment to believe growth 
should ordinarily outperform value, but this has not always 
been the case. Style cycles have lasted years, but as we 
have seen, regime changes can be abrupt. The renaissance 
of value started over a year ago, but its continued rise in 
2022 has reinforced this as a more durable shift in market 
conditions. 

There are strong signs the environment is shifting. Materially 
higher levels of capital expenditure may be required to 
address capacity requirements in many industries to meet 
decarbonisation goals and address threats posed to supply 
chains as companies focus more locally. One of the longer-
term ramifications of the war in Ukraine, for example, could 
include the push for increased energy independence and an 
acceleration of the green transition. Additionally, governments 
may be more willing to engage in higher levels of fiscal 
spending to withstand future economic shocks and fulfil social 
agendas. 

The combination of both higher capital expenditure and fiscal 
spending is likely to be beneficial to many value-oriented 
companies, as well as put ongoing upward pressure on both 
inflation and interest rates. 

A more sustainable rotation? 

While value can perform both defensively and cyclically, 
it has traditionally led the way out of market troughs and 

into economic 
recoveries. Despite 
increasing concerns about 
a global recession and adverse 
geopolitical developments weighing 
on markets in 2022 - as well as the fact 
defensive sectors like consumer staples, 
healthcare and utilities have outperformed more 
cyclical areas like industrials and financials - the MSCI 
World Value Index has materially outperformed MSCI 
World Growth year-to-date. 

Structural supply issues emerging in the energy and mining 
complexes have driven those sectors sharply higher and 
combined at the same time with the pronounced derating of 
the growth-heavy tech sector. However, this only accounts for 
an element of the dispersion. 

More persistent inflation and rising rates change the 
investment landscape and support a more sustainable rotation 
into value-oriented investments. While previous rotations have 
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been fleeting, a rising-rate environment is pivotal for value, 
given the correlation that exists between higher discount rates 
and the relative attractiveness of shorter duration stocks. In 
addition, typically higher inflation is associated with better 
prospects for energy and mining companies and is positive for 
firms with an existing asset base that should inflate. 

Avoiding the extremes 

Despite value meaningfully outperforming growth year-to-date, 
the price-to-earnings ratio premium for growth relative to value 
remains compelling and well above the median of the last four 
decades.  

Valuation spreads in most countries are still above average 
historical levels, presenting good opportunities for a value-
focused investors. However, it is important to understand 
secular risks and avoid value traps. History teaches us that a 
focus on fundamentals will be critical. 

Previous paradigm shifts offer some unsettling examples of 
markets caught off guard by valuation excesses or external 
shocks—or both. Now is not the time, therefore, to invest in the 
extremes of value or growth. While many secular themes will 
endure - such as the cloud and cybersecurity - regime change 
also paves the way for quality cyclicals to benefit as headwinds 
of the past decade fade and new opportunities emerge, like the 
green transition.  

But the new paradigm 
will require investors to 
pay close attention to their 
time horizons and tolerance for 
risk. Risk tolerance doesn’t usually 
get tested in normal times but tends to be 
during regime shifts.  

Diversification will be key though, as the market 
continues to gyrate with a multitude of cross currents. It is 
no longer a question of value versus growth, and instead one of 
value and growth.  

Important Information 

Past performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. Investors may get back less than the 
amount invested. 

Issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK Financial Conduct Authority.  

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/ or apart, trademarks of T. Rowe Price Group, Inc. 

202208- 2351164 

By Ritu Vohora
Investment Specialist, Capital Markets,
T. Rowe Price
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Richard says that investors must cope with a constant state of 
change and yet some fundamentals remain the same. 

In recent years the biggest change investors have been 
grappling with has been the growth of the digital world.  As 
consumers, corporates and governments migrate more 
activity online, the race has been on to back those new ‘digital 
disrupters’ -- start-up companies looking to displace existing 
businesses with cheaper online equivalents or create new 
markets online, such as home delivery of meals. 

The awesome growth of Amazon over 25 years, combined 
with the ‘winner takes all’ success which comes from creating 
a dominant platform, another example being Google, has 
investors scrambling to back future potential winners, since 
the prize if successful is so enormous.  Clearly, however, 
Amazon and Google are exceptional businesses and whilst 

of the plethora of new 
digital businesses many will 
succeed, such is the level of 
competition that reaching the 
dominance that these two 
firms have will be beyond 
the grasp of many aspiring 
entrepreneurs. 

Remember Nokia 

Moreover, experience teaches that even seemingly unassailable 
companies with dominant market shares can stumble.  Nokia 
dominated the mobile phone handset market for years, but 
lost it completely, a fate which should not be lost on any 
shareholder in Apple. 

In truth, although the digital revolution makes change feel 
particularly seismic and all-encompassing right now, investors 
have always had to deal with change.  Changing macro-
economic environments, changing consumer tastes and habits, 
changing regulation or taxation as well as new technology and 
science. 

Retail galore 

When I started my fund management career, falling inflation, 
interest rates and taxes ushered in a housing, construction and 
consumer boom.  The FTSE100 was chock full of beneficiaries 
of this: building materials companies, building contractors and 
housebuilders alongside retailers galore.  The High Street was 
threatened not by the internet but new out of town shopping 
centres with ample parking, that were springing up all over 
the country.  There were at least four quoted DIY companies, 
operating from huge ‘sheds’ in these new retail parks, 
feeding the nation’s appetite for home improvement, as the 

All change in 40 
years of investing  

Government sold council houses 
to their tenants and home ownership 
soared. 

Blockbuster pharma 

This was a golden age too for pharmaceutical companies, 
with a run of successful blockbuster new drugs, protected by 
long patent lives and rich prices.  No fund manager would 
have risked not holding these stocks at the time, but times 
change, alongside drug patent lives, pricing and buying 
power.  Technology improvement and scientific discovery 
remain alongside unmet patient need but it is a much tougher 
environment for the industry than forty years ago. 

Prior to the Global Financial Crisis, light touch regulation of 
banks encouraged many to operate with terrifyingly high levels 
of leverage and as a result fabulous returns on equity capital 
employed.  Post-crisis, regulations were tightened significantly, 
requiring much higher levels of capital, less leverage, annual 
stress tests of solvency in imagined severe downturns and 
the ring-fencing of retail consumer banking from investment 
banking activities.  Coupled with years of near-zero interest 
rates, it was a pretty grim decade to be a bank shareholder.

 Challenger banks 

Today, however, with very solid capital bases and rising interest 
rates, bank profits are growing, and shareholders are being 
rewarded with attractive dividends and share buybacks.  But 
investors are wary, valuing them cheaply.  Banking, credit 
cards, money transfers are all seeing new online competitors 
undercutting traditional banks.  The jury is out on how much 
bank profitability will be eroded by these new providers or 
whether the banks can compete effectively on both service, 
technology and price. 
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Important Information
Market and exchange rate movements can cause the value of an investment to fall as well as rise, and you may get back less than originally invested.

This communication is intended for investment professionals and is not for the use or benefit of other persons including retail investors.

The views expressed are those of the author at the time of writing and are not necessarily those of Jupiter as a whole and may change in the future. Every effort is made to ensure the accuracy of the 
information but no assurance or warranties are given.

Keeping your data safe and secure is important to us. If you would like to find out more please take a look at our Privacy Policy, which can also be found on the foot of pages on https://link.edgepilot.
com/s/1299ea6b/onDf0l0_ik68hNDbvBfZvg?u=http://www.jupiteram.com/.

Jupiter Unit Trust Managers Limited (JUTM) is authorised and regulated by the Financial Conduct Authority. Registered address is The Zig Zag Building, 70 Victoria Street, London SW1E 6SQ. No part of 
this may be reproduced in any manner without the prior permission of JUTM.

Back in the world of retailing, late adopters of online or 
operators with too much poor real estate have gone under, 
with significant bankruptcies.  But after a huge boost from 
online spending during lockdowns, it appears that some online 
purchasing has drifted back to physical space.  Shopping is 
in part a leisure activity.  The best retailers, like Next, have 
smoothly adapted to a hybrid model of stores and online. 

Inflation is back 

After forty years, inflation is back – which is a big change in 
the operating environment.  Every company is being tested 
as to how much it can control its cost base, seek productivity 
improvements to offset rising wages and costs, or be able to 
pass on cost growth through increased pricing.  Ideally, some 
element of all three measures.  I am nervous of companies 
where all the sales growth and more is coming through 
price increases, as unless your products are mission critical, 
customers are likely in time to shop around for cheaper 
alternatives. 

Research and valuation are key 

So, investors are always dealing with change: changing 
environments as well as changing technology.  What has 
remained constant is the necessity of undertaking good 
fundamental research into your companies, meeting company 
management regularly and keeping an eye on the valuation of 
the business. 

By Richard Buxton
Investment Manager, UK Alpha Equities,
Jupiter Asset Management

Recent years of 
zero interest rates 
and money-printing 
by central banks pushed 
valuations for perceived growth 
stocks to extremely high levels.  But 
ultimately the starting price you pay for 
an equity does indeed have a relationship 
with the future return from that investment.  Pay 
too much for a great business and it may stay a great 
business but be a poor investment. 

For more information on the Jupiter UK Alpha Fund or 
any other Jupiter funds, please contact your Jupiter sales 
representative or the client services team.

Email: clientservices@jupiteram.com
Tel: 020 3817 1050

https://link.edgepilot.com/s/1299ea6b/onDf0l0_ik68hNDbvBfZvg?u=http://www.jupiteram.com/
https://link.edgepilot.com/s/1299ea6b/onDf0l0_ik68hNDbvBfZvg?u=http://www.jupiteram.com/
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How do you think about investing in change? 

Change is a crucial ingredient to consider. The tension that’s 
created when a system is in flux, is often where the value 
is created. Great companies are often pushing against the 
status quo. The phrase “Value exists where there is tension” 
is an axiom amongst brand marketers, because by creating 
tension you push consumers towards action. Think about 
Nike telling us to Just Do It. Tension is uncomfortable, it’s 
affronting, and it creates winners and losers. 

When you look at the UK stock market, what 
opportunities do you see to invest in change? 

The UK stock market is viewed as a collection of “old world” 
industries; companies not associated with being at the 
vanguard of change. This is an unfair characterisation, in 
my view. The UK stock market is a rich and diverse place, 
with many innovative companies. We invest in a number of 
these.  

But the FTSE 100 Index is made up of “old world” 
companies that do not affect change in the world.  

Are you sure? Think about the big under-currents driving 
change in the world today. Some that come to mind for me 
include a growing health burden, climate change, energy 
transitions, connectivity and conflict. Does the FTSE 100 
Index not have companies addressing these big drivers 
of change? Think about the UK’s large energy companies, 
its world leading pharmaceutical companies, and its 
engineering leadership in both industrial and defence areas. 

Surely you aren’t saying Shell and BP are catalysts for 
change? 

Energy is an area undergoing seismic change, on a global 
scale. Shell is a much maligned company, given its emissions 
profile, but it has made huge progress in committing to reduce 
its carbon footprint, in part by investing heavily in renewable 
technologies and the electric transport network. Shell, and BP 
too, both major constituents of the FTSE 100 Index, responded 
decisively to the conflict in Ukraine by cutting their ties to 
Russia, writing down their assets there and showing how they 
are willing to put principal before profit. I’m not arguing these 
companies are wonderful global citizens, but we all must play 
the hand we are dealt, and the steps they are taking to change 
are encouraging, in my view. 

Which industry going through change do you think presents 
the greatest opportunity for investment in the UK? 

There are lots. One that stands out for me is video gaming. 
There are under-currents of change happening there. In fact, I’d 
go so far as to call this the Ragnarok era for the industry. 

What do you mean by that? 

In Norse mythology, Ragnarok was the great uprising of the 
giants against the Gods. It was the Armageddon of the first age. 
A chaotic and bloody battle ensued, and the “old world” order 
was destroyed, with almost all of the Gods and giants killed 
or transformed. When we look at the video games industry 
today, we see eerily similar dynamics at play. The Gods of the 
industry are the incumbent console and game developers and 
publishers. These are iconic companies like Activision Blizzard, 
Take Two Interactive, Sony and Nintendo. It’s today’s tech giants 
who want to come and upend the world order; Microsoft, 
Google, Meta and Amazon. I’d even include Chinese Tencent, 
which owns EPIC Games, in that club. 

How do these tech titans 
plan to attack the video 
games industry? 

Their plan is centred around developing 
streaming platforms they think they can use 
to draw in gamers. They are jostling to become the 
Netflix or Disney+ of the games arena. The problem 
they have is that they don’t have the weapons to win the 
fight. The key weapon here is content, and by content I mean 
established games that players know and love. This is what is 
necessary to draw players in and get them to sign up to their 
subscription platforms. However, they are starting to address 
this. Microsoft struck a huge blow by bidding to acquire 
Activision Blizzard in January, for seventy billion dollars in cash. 
This was a huge move, and, if it is allowed, gives Microsoft 
access and control over enduring franchise content such as Call 
of Duty. The battle has commenced. 

So if the “first age” of gaming is coming to an end, what do 
you think the second age will look like?  

To be clear, we’ve had a number of “ages” in video games. 
They’ve been around since Atari and others brought us arcade 
games in the eighties. To your question, the beauty of investing 
is that we are making assumptions about an uncertain future. 
It is not about gaining certainty, but investing in companies that 
are well placed to adapt to a changing world. The revolution 
is underway. Tencent owned EPIC Games, run by founder Tim 
Sweeney, already has its own game development engine, plus 
great content such as Fortnite, as well as a publishing label. 
Facebook has respawned as Meta. Next generation consoles 
are due shortly from PlayStation and Xbox, and augmented 
reality (AR) games are (finally) arriving. New models, using 
blockchain, and even “Earn-as-you-Play” formats, are being 
experimented with, so things will evolve and emerge that 
haven’t yet been envisaged, using and building on existing 
technology. It’s a fascinating time for the industry. 

Investing in a 
changing industry
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Important Information
The views in this article are those of the fund manager at the time of writing and do not constitute advice. These views are subject to change and do not necessarily reflect the views of 
Premier Miton Investors. 

Whilst every effort has been made to ensure the accuracy of the information contained within this document, we regret that we cannot accept responsibility for any omissions or errors. The 
information given and opinions expressed are subject to change and should not be interpreted as investment advice. Reference to any particular investment does not constitute a recommendation 
to buy or sell the investment. 

Persons who do not have professional experience in matters relating to investments should not rely on the content of this document. 

The Devolver Digital, Nintendo, Team17 Group and Tinybuild stocks are currently held by the Premier Miton UK Growth Fund, as at 31.07.2022. 

Issued by Premier Miton Investors. Premier Portfolio Managers Limited is registered in England no. 01235867. Premier Fund Managers Limited is registered in England no. 02274227.  Both companies 
are authorised and regulated by the Financial Conduct Authority and are members of the ‘Premier Miton Investors’ marketing group and subsidiaries of Premier Miton Group plc (registered in 
England no. 06306664). Registered office: Eastgate Court, High Street, Guildford, Surrey GU1 3DE. 

007354/100822 

Are there ways to invest in this change in the UK stock 
market? 

Absolutely. We are very lucky to have a number of video game 
content owners in the UK. Companies like Team17, TinyBuild, 
Frontier Developments and Devolver. These companies 
own the Intellectual Property that the giants want access to 
themselves. These are small companies relative to the grand 
scale of Meta and Microsoft, but they hold the keys to the 
players’ engagement, and that is crucial. The UK has a long 
history of developing successful video game content. Games 
like Lara Croft Tomb Raider, Worms and even Grand Theft Auto 
are British designs. And we’ve seen UK developers acquired 
already, in recent years. Codemasters and Sumo Digital, both of 
which the Premier Miton UK Growth Fund owned, were taken 
over by foreign game giants. 

What about growth? The industry saw a step up during 
covid, but won’t that fade? 

After a huge step up in the past two years, industry analysts 
Newzoo project further growth in 2022 with revenue of 
$196.8bn forecast and player numbers breaching 3.2bn. 
Despite the delays to next-gen console supply due to 
component supply issues, and major AAA game launch delays, 
the boost of increased live-services is supporting growth.  

With innovative new hardware, including augmented reality, 
coming in future years, and access to multiple platforms such 
as cloud and mobile, the game experience is ever increasing, 
with scope to draw in even more players over time.  

Risks

The value of stock market 
investments will fluctuate, and 
investors may not get back the 
original amount invested. 

Reference to any particular stock does not 
constitute a recommendation to buy or sell the stock. 

Forecasts are not reliable indicators of future returns.

By Benji Dawes
Fund Manager, Premier Miton UK Growth Fund,
Premier Miton Investors



Meet the Manager: Q&A with 
Portfolio Manager, Alex Wright

Alex Wright, Portfolio Manager of Fidelity Special Situations 
& Special Values PLC, reflects on the recent challenges facing 
investors in domestic equities. He analyses how the market 
environment is likely to evolve over the coming months and 
why value stocks and sectors look well placed to reward 
investors. 

Is now the time to buy UK equities? 

It is obviously a very difficult time for investors given all the 
geopolitical and economic issues globally. But as a UK fund 
manager, I feel lucky because while those uncertainties are also 
present for UK equities, the big difference is that valuations in 
the UK are attractive compared to other markets. So, there is a 
lot of uncertainty but also plenty of opportunities. I believe now 
is a good time to invest in UK stocks and pleasingly, we've seen 
strong relative performance from the UK market year-to-date 
compared to other markets. 

To what extent is the market volatility throwing up some 
interesting investment opportunities? 

There has been a huge divergence in performance between 
different parts of the market. The overall UK market has not 
declined significantly in absolute terms, but some companies 
have lost a lot of value, while areas such as oil and gas and 
mining have gained meaningfully. 

When you see this degree of volatility, it does throw up new 
opportunities. However, you have to be aware of the risks in 
terms of higher inflation and slower economic growth. And 
while we are excited about the new ideas that are coming 
into the portfolio today, we are keeping some dry powder to 
reinvest. There are a range of possible outcomes going forward 
and the uncertainty about those outcomes is unusually high. 

We have seen some outperformance 
from value stocks and sectors this year. 
Can this continue? 

It is pleasing to see the UK market, and value investing 
in particular, finally outperforming. Unlike the previous 
short, sharp value rallies seen over the last 10 years, what’s 
different this time is that value stocks have been outperforming 
even as markets have been falling. 

This is particularly encouraging and something that we have 
not seen since 2007. The last 15 years have been marked by 
low interest rates, low inflation and low growth. With low cost 
of capital and low discount rates, some growth companies 
have seen astronomical valuations compared to where they've 
been historically. This has been a headwind for the value style 
which focuses on lower rated companies where cash flows and 
earnings are much shorter dated. 

The current environment of higher inflation, positive interest 
rates and economic volatility is what we have seen over the 
last 100 years. The last 10-15 years have been an outlier. So 
as a value manager, I very much hope we are returning to that 
more normal world. It may feel uncomfortable as you can't just 
buy and hold a small subset of companies as many investors 
have done. In this new environment, you need to be agile and 
constantly looking for new ideas, which plays to our strengths 
in fundamental research. 

What differentiates your portfolios from others? 

Investors are spoilt for choice in the UK in terms of the number 
of funds that they can invest in. We have over 200 competitors 
in the IA UK All Companies sector, but when you drill down, 
most of these funds have a growth style. 

11
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Over the last 10 years or so, investors across the globe 
have gravitated to growth stocks because of their strong 
outperformance. Indeed, there are very few value managers 
left in the UK and our portfolios are fairly differentiated. 
From my point of view, this is a good thing as there's less 
competition, not just for flows, but also in terms of the types 
of stocks we look for. It is much harder to add stock specific, 
idiosyncratic alpha if you're just doing the same thing that other 
investors are doing. In contrast, if you're looking at a sector that 
has been overlooked and where there's much less competition, 
you stand a very good chance of finding those hidden gems 
that can add significant value. 

By Alex Wright
Portfolio Manager of Fidelity Special 
Situations & Special Values PLC, 
Fidelity International

Can you outline your current positioning and outlook for the 
rest of the year? 

Our aim is to ensure that the portfolios are always strongly 
diversified. We have around 100 holdings in Special Situations 
and 115 in Special Values. We have about 50% invested in mid 
and small caps, with broad exposure to a range of sectors. 

This is particularly important given the uncertain economic 
environment. We don't know exactly how the current 
inflationary pressures and growth slowdown are going to 
affect companies. As a result, we want to ensure we've got 

exposure across 
the market in both 
defensive and cyclical 
areas. For example, this year 
our holdings in consumer cyclical 
areas have had a tough time, but our 
exposure to banks, life insurance and oil 
and gas stocks have held up well. 

Whatever the economic backdrop, we are looking for 
stock specific, idiosyncratic performance to come through 
and that’s what we have seen so far this year. 

For more investment perspectives from Fidelity International, 
please visit our website. 

Please note that this interview took place in July 2022. 

Important Information 
This information is for investment professionals only and should not be relied upon by private investors. Past performance is not a reliable indicator of future returns. Investors should note that the 
views expressed may no longer be current and may have already been acted upon. Changes in currency exchange rates may affect the value of investments in overseas markets. The Fidelity Special 
Situations Fund has the potential of having high volatility either due to its composition or portfolio management techniques. The Fidelity Special Situations Fund and Fidelity Special Values PLC can 
use financial derivative instruments for investment purposes, which may expose them to a higher degree of risk and can cause investments to experience larger than average price fluctuations. 
Investments in smaller companies can carry a higher risk because their share prices may be more volatile than those of larger companies. The shares in the investment trust are listed on the London 
Stock Exchange and their price is affected by supply and demand. The investment trust can gain additional exposure to the market, known as gearing, potentially increasing volatility. Reference in this 
document to specific securities should not be interpreted as a recommendation to buy or sell these securities, but is included for the purposes of illustration only. Issued by Financial Administration 
Services Limited and FIL Pensions Management, authorised and regulated by the Financial Conduct Authority. Fidelity, Fidelity International, the Fidelity International logo and F symbol are 
trademarks of FIL Limited. 

https://professionals.fidelity.co.uk/?utm_term=ws_uk_equities%26utm_campaign=ws_stratpartners%26utm_medium=native_content%26utm_source=squaremile%26utm_content=conference-blog
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Recovery Investing 
in Times of Change 
Like most living things, we believe companies have life cycles, 
going through times of great success and times of failure, 
then change.  It is due to that up and down nature of life and 
investment that practically all companies are Recovery stocks at 
some point in their lives.  

The core investment philosophy at River and Mercantile (R&M) 
is called PVT, short for Potential, Valuation and Timing. This 
focuses on the three factors that we think drive share prices 
higher over the medium term. Potential simply describes 
companies that can grow their shareholder value at an above 
average pace over the medium term, and we believe that 
Recovery type stocks can do this as they emerge from the 
unfavourable decline phase of their life cycle. 

A classic Recovery PVT stock is characterised by having a 
depressed level of profitability and investor sentiment vs 
history, but where we believe that no long-term impairment 
to the business franchise has taken place and, as a result, as 
its fortunes improve so will the company be able to recover 
and likely surpass previous levels of profitability. As Recovery 
stocks have depressed profits and a difficult recent history, 

they are very much out-of-
favour and at the bottom 
of their cycle - the market 
values the business off its 
depressed levels of profits, 
rather than recovered levels 
of profits. The gap between 
the valuation at the low 
point and the valuation once 
profits are recovered is very 
material, often over 100%. 

The Timing part of Recovery investing is critical; resist the 
temptation to apply significant capital as shares are falling, 
wait for existing or new management to enact change, to 
put in place self-help programmes and to cut costs and 
focus on their best businesses. And also wait for other 
investors to become interested in the investment story, for 
share price technicals to pick-up and for profits and cash 
flow, and perhaps the economic cycle, to become more 
supportive. It is at this point that we become most bullish, 
as the catalysts for change and recovering returns emerge. 

“The only constant 
in life is Change”
- Heraclitus 

At R&M we believe that 
as a result of all companies 
having a life cycle the universe 
of potential Value and Recovery 
stocks extends across nearly all shapes 
and sizes of company. Recovery stocks can 
be found amongst traditional, lower growth and 
deeper value sectors, such as commodity producers, 
but at the same time they can also be found amongst fast 
growing business that are suffering some form of temporary 
dislocation to their delivery of growth, resulting in depressed 
profits and sentiment. Because the opportunity set is large, one 
does need a systematic way of identifying these Recovery PVT 
anomalies; we use our own proprietary screening platform that 
helps us repeat our investment approach day-in and day-out. 
Recovery, Value, Multi-Cap, across all sectors - it doesn’t work 
in all market environments but over time it creates material 
wealth and it should always be clear to our investors what we 
stand for.  

Hugh Sergeant cumulative UK Equity Returns over his career:

The ES R&M UK Equity High Alpha Fund was launched on 28.11.2006. Performance since that date is sourced from River and Mercantile Asset Management LLP. Performance for the IA UK All 
Companies sector average is sourced from FE fundinfo. Source for other data: The WM Company, Lipper Hindsight. 1992 to 2001 = segregated account with FTSE All-Share Index +2% target, 
managed by Hugh during his time at PDFM/UBS. 2003 to 2005 = The SocGen UK Growth Fund, managed by Hugh at his time at SG Asset Management. Performance is not shown for Q1 to Q3 for 
2002 and most of 2006 as Hugh was on gardening leave due to moves to SGAM and R&M, respectively. *N.B The 2002 return is Q4 2002 (30.09.2002 to 31.12.2002) and the 2006 return is from 
31.12.2005 to 31.03.2006 and 28.11.2006 to 31.12.2006. Returns are calculated gross of fees using close of business prices for Hugh Sergeant’s UK Equity track record. The IA UK All Companies 
sector is an average taken of the entire sector which is therefore a mixture of fund share classes that are both net and gross of fees and have been calculated using noon prices. Data to 31 March 
2022, cumulative. The value of investments and any income generated may go down as well as up and is not guaranteed. An investor may not get back the amount originally invested. Past 
performance is not a guide to future performance. 
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Important Information 
This article has been prepared and issued by River and Mercantile Asset Management LLP (trading as “River and Mercantile” and “River and Mercantile Asset Management”). River and Mercantile 
Asset Management LLP is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 453087). 

The value of investments and any income generated may go down as well as up and is not guaranteed. An investor may not get back the amount originally invested. Past performance is not a reliable 
guide to future results. Changes in exchange rates may have an adverse effect on the value, price or income of investments. 

Please note that individual securities named in this article may be held by the Portfolio Manager or persons closely associated with them and/or other members of the Investment Team personally 
for their own accounts. The interests of clients are protected by operation of a conflicts of interest policy and associated systems and controls which prevent personal dealing in situations which 
would lead to any detriment to a client. 

Now applying the theory of Recovery investing and change 
to current markets, the numerous and well publicised 
health, economic and geo-political dislocations witnessed 
over the last couple of years have created multiple bargain-
basement recovery opportunities across all sectors, from 
deep value commodity producers to asset light and fast 
growing (in a normal year) digital platforms. What holds 
all these opportunities together is uncertainty. There is, 
understandably, a lot of nervousness in financial markets at 
the moment and as a result, investors are prepared to pay 
a big premium for certainty and a very large discount for 
uncertainty. It is in the latter camp that we are hunting. 

From commodity producers such as Harbour Energy, a leading 
North Sea energy producer where profits and the balance 
sheet are recovering strongly from a depressed level a couple 
of years ago but where on-going uncertainty has resulted in 
a free cash flow yield of over 30%; to Industrials such as RHI 
Magnesita, a global leader in refractories for the steel industry 
where the uncertain impact of inflation and an economic 
downturn has resulted in the stock being on a PE of 4; to Real 
Estate stocks such as Capital & Counties, owner of much of 
Covent Garden which has seen strong footfall recovery after 
Covid but where sentiment and the valuation remain depressed 
because of uncertainty about the consumer and the UK’s 
place in the world; and Lloyds Bank, seeing returns recovering 
strongly after Covid and benefitting from higher interest rates, 
but which continues to trade at a big discount  to book value 
because people like worrying about the uncertainty of banks; 

and then last but not least one of our de-rated digital platforms, 
MoonPig, where a fall-off in post lock down growth has 
created a period of uncertainty, slower revenue and profits 
momentum and a material de-rating of the shares but where 
continued capturing of market share will act as a catalyst for a 
re-rating. 

Certainty is back at a premium whilst at the same time our 
Recovery portfolios have rarely been cheaper, with the ES R&M 
UK Recovery Fund trading, on average, at 1.2x BV and below 
10x PE. Timing the nadir is a fool’s errand. At this point in the 
cycle it makes more sense to spend ones time sifting through 
the increasing number of ever-cheaper stocks with the goal of 
unveiling tomorrow’s multi-bagger Recovery stocks. 

To find out more about the ES R&M UK Recovery Fund or to 
speak to a member of the team, please visit riverandmercantile.
com. 

By Hugh Sergeant 
Head of Value & Recovery Strategies, 
River and Mercantile

By Eduard Hernandez  
PVT Equities and Analyst, PVT Equities,  
River and Mercantile

http://www.riverandmercantile.com
http://www.riverandmercantile.com
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What now for growth?

Late in 2020 one of our senior analysts wrote: 

“I hear suggestions that a rally by 
value investments is imminent. 
I disagree. I believe that the 
opportunity to uncover and invest in 
great growth businesses is as strong 
as ever.” 

Hubris? Over-confidence? The perspective of someone 
who has only ever invested in a super-low interest rate 
environment? What we can say for sure is that shortly after 
this was written, we saw a big rally in value against growth. The 
long, slow outperformance of growth that had been evident 
since mid-2007, and that had exploded upwards in 2020, 
reversed significantly. Growth, as defined by MSCI indices, 
underperformed value by 19 per cent in the 18 months to end 
July 2022. Those at the high growth end of the spectrum saw 
considerably worse declines in that 18-month period. 

Was this foreseeable? Some would argue that it was, as 
inflation was taking hold even before the Russian invasion of 
Ukraine. The standard policy response to higher inflation is 
higher interest rates, which in conventional wisdom reduces 
the present value of the future profits of companies, raises the 
cost of borrowing for those who are leveraged and makes it 
harder for early-stage companies to raise finance. So, markets 
have reacted pretty much as we would have expected, with 
the magnitude of the growth correction most severe for those 
companies with the most future-dependent profitability. 

What are we to make of this? That growth will only recover 
when markets start to anticipate lower inflation and lower 
interest rates? To some extent this is probably true and we may 

have seen the beginnings of it as recession looms over further 
interest rate increases. But here’s the thing – at least at Baillie 
Gifford – we don’t think any of this actually matters very much. 

All growth is not equal. Some growth companies are indebted, 
some aren’t. Some have entrenched competitive advantages 
and therefore pricing power, some don’t. Some are creating 
whole new business models and products, others are locked in 
a fierce battle to undercut their competitors in the face of rising 
costs. Some earlier stage companies are well-funded and have 
a path to profitability, some have flaky business models and 
in a different funding environment would never have got off 
the ground. Some are cashflow positive, some continue to be 
reliant on now harder-to-secure external funding. 

On the value side, some companies are cheap because 
investors have become hugely myopic and risk-averse. 

Quite a few growth stocks have 
become value stocks in the past 
18 months, without any real change 
in their operational prospects. Some other 
‘value’ companies are cheap because they are 
in irreversible decline as their business models or 
products are replaced by newer, better ones.   

Thinking about growth and value as opposing forces therefore 
isn’t very helpful. Really what we are talking about is differing 
investment horizons and approaches to investing. Simplistically, 
value is about buying companies that are currently under-
appreciated by the market relative to their tangible value or 
earnings. Growth (at least to us) is about buying companies 
that are secularly under-appreciated by the market relative to 
their future earnings. No one’s actually trying to invest in the 
opposite of a value stock, are they?  
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Important Information 
The value of your investment and any income from it can go down as well as up and as a result your capital may be at risk. This article does not constitute, and is not subject to the protections 
afforded to, independent research. Baillie Gifford and its staff may have dealt in the investments concerned. The views expressed are not statements of fact and should not be considered as advice 
or a recommendation to buy, sell or hold a particular investment. Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the Financial Conduct Authority (FCA). 

To invest in growth successfully requires both a very long 
investment horizon and the stoicism to stick with it, especially 
when horizons shorten. Importantly, clients of growth investors 
need to exhibit the same quality – there is plenty of evidence 
that style and returns-chasing by investors is far more 
damaging to individuals’ returns than the rotation of growth 
versus value or indeed other style categorisations. 

One of the most under-appreciated characteristics of stock 
markets is that in the long term market-wide returns are driven 
by an incredibly narrow range of companies. Research shows 
that most stocks – whether value or growth at any particular 
time – simply do not contribute much in terms of lifetime 
returns. From 1990 to 2018, if you had bought and held every 
available stock in global stockmarkets, 61 per cent of them 
would have returned less than a US Treasury-bill. Only 38 
percent did better, offsetting the losses of the first 61 per cent. 
But the truly astonishing statistic is that the top 1.2 per cent of 
companies increased in value by an amount equivalent to the 
entire rise in global stock markets over that time. 

If you can find a manager who can trade stock valuations 
better than average then this narrowness doesn’t matter all 
that much, as market fluctuations will certainly offer timing 
opportunities. But for long-term buy-and-hold investors 
with no skill in market timing – that would be us – very few 
companies are really all that interesting. It’s not about growth 
or value, it’s about trying to identify the very, very small 
number of companies that have the potential to be truly world-
beating. Is that even possible? – of course, it’s not easy and 
those who try to do it will be wrong a lot because we are trying 
to see 5-10 years into the future and beyond. But we think such 
companies do have common characteristics – quality, resilient 
management with very long horizons (often still founder-
controlled), cultural strength, large and flexible application of 

By Stuart Dunbar 
Partner, Baillie Gifford

their technologies 
and business 
models, and much 
higher than average R&D 
spend. Some of those companies 
will multiply their earnings many, 
many times and in the long run it is this 
which drives portfolio returns – not style, 
not macroeconomics, not interest rates and not 
inflation.       

To return to the writings of our senior analyst: on the face 
of it he was wrong, but only because he thought the words 
‘on a 10-year view’ were implied. Our world is still in the 
foothills of applying synthetic biology, artificial intelligence and 
personalised medicine to real-world problems, and the energy 
and ecommerce revolutions have far to go. Valuations of 
companies in those areas will fluctuate, but those that execute 
well and achieve worthwhile margins will drive stock market 
returns. As they always have done.
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Equity investing should, in my view, be always viewed a long-
term endeavour. This is sometimes equated with a buy-and-
hold approach to equities, and whilst there is a relationship 
between having a long-term view and the average holding 
period of a stock, these two things are not the same.  

Investing with a view to generating income casts an interesting 
light on the question of long-termism; if I have a long-term 
view, how do I weight getting dividends right now versus 
receiving them some time in the future? For some, ‘income 
investing’ means investing for yield right now, whilst ‘growth 
investing’ means putting all of the yield into the (sometimes 
very distant) future. 

At Evenlode our approach is 
something of a middle ground; we 
look for companies that deliver 
some yield today, whilst having 
good prospects of growing their 
operations, and therefore that yield, 
in the future.  
We think ours is a sensible approach to equity investing but 
it is by no means the only one. Whatever the approach, the 
investor faces numerous challenges relating to change. At the 
company level, what has been successful historically might not 
work in the future as the competitive landscape changes and 
new technologies emerge that facilitate novel distribution and 
business models. For example, in the fast-moving consumer 
goods industry, companies like Nestlé, P&G and Unilever have 
had to evolve their marketing strategies to include digital 
advertising alongside ‘traditional’ media, and embrace digitally-

Balancing long-term growth with today’s 
yields, in an ever changing environment

to change one’s mind even if it is fundamentally long-term in 
nature. We have, indeed, changed our mind on some individual 
companies in the past and will no doubt do so again in the 
future. 

At the equity market level, for listed businesses we are almost 
continuously given a price at which we can buy a company 
that we might be interested in, and a price at which we can 
sell those we already own. Should one wish to, it is possible to 
see how the market’s collective mood is changing minute-by-
minute, second-by-second. These price movements represent 
a constant state of change, an axis along which investors must 

enabled sales and distribution. Questions have been raised as 
to whether these companies are able to evolve quickly enough, 
whether the barriers to new entrants have been lowered by 
new technology, and whether the consumer’s relationship with 
brands has fundamentally changed over the years. That these 
businesses all feature in portfolios managed by Evenlode will 
tell you that we think they retain the competitive characteristics 
to succeed in a changing world. This is not taken for granted 
however, and it is our belief that any investment case should 
be routinely reconsidered, and that criticisms of companies be 
analysed and fed into the investment process. Investors should 
have a process, and that process should include the ability 
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make decisions. It is easy to become spellbound by these 
moves, and the big ones hit the headlines. US networking giant 
Cisco was down in the double digits in percentage terms on one 
day earlier in 2022 as its quarterly results showed the impact 
of supply chain restrictions on its ability to sell networking gear 
to customers. That is eye-catching for sure, but here are some 
other stats: the stock is down by -20% over a year at the time 
of writing (14 July 2022), and up +54% over five years (in US 
dollars. Source: Factset). Different timescales paint different 
pictures. What really matters though is what the price is right 
now, relative to the company’s prospects right now. Prices 
move on much shorter timescales to company fundamentals, 
and sometimes that creates opportunities on both the buy and 
the sell sides of a trade. At Evenlode we reflect the changes by 
incrementally altering position sizes as relative valuations move 
around, what we call the portfolio ‘nudge’. In this way we seek 
to use the change that the market brings in the form of share 
price moves to our clients’ advantage, whilst keeping a firm eye 
on the long run prospects for a company. 

Evolving a portfolio in this way brings us back to income, and 
holding periods. Reflecting changing valuations will tend to 
mean that the yield today is maintained at a reasonable level, 
as lower valuations mean larger yields. Changing holding sizes 
gradually generally also leads to longer holding periods. 

Whilst an investment process should be built on solid 
foundations, it should always be open to new information and 
ideas. One trend that has gathered momentum with investors 

By Ben Peters
Fund Manager & Director, 
Evenlode Investment Management Limited

is awareness 
of matters 
of sustainability. 
‘Sustainable’, ‘responsible’, 
‘ESG’, whatever the title there has 
been a wealth of new information and 
perspectives on companies that has been 
made available in recent years which should 
not be ignored. At Evenlode, our Stewardship 
team has grown and evolved as well and now covers 
matters ranging from proxy voting to carbon impact and 
analysis.   This landscape will almost certainly develop in the 
coming years, adding to the continuously changing picture that 
investors must navigate. 
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John Roe, Head of Multi-Asset Funds at LGIM, shares his views 
on the current income investing landscape, how it’s evolving 
and what the future might hold given global market dynamics.

With the divergence between growth and value being so 
stark over recent years, does investing for income limit your 
universe? 

To use a fishing analogy, the more constraints placed on an 
investor, the fewer the places they can go fishing and the less 
diverse the catch is. Now, we don’t need every ocean in the 
world to get a wide range of fish, but equally if the constraints 
get tight then what is left available to us will share lots of 
common characteristics and will lack diversity. 

In our view, it is ok to tilt towards higher-income assets 
as long as the total return remains the primary objective. 
Diversification plays an important role in risk management, and 
so we think to preserve that we can’t push the income too far. 

For example, investing in inflation-linked bonds, commodities 
and high-growth stocks will inevitably be limited. We want 
to avoid pushing for such high income that we’re left too 
heavily concentrated in areas like high yield, emerging market 
debt and the highest-yielding equities – as all three share a 
lot of common characteristics and risks. We’ve turned down 
requests for very high-income solutions, as we see them as 
unsustainable and inconsistent with our investment beliefs. 

 Given the UK’s aging population, do you see demand for 
natural income solutions increasing? 

Yes, as part of a broader trend in solutions for retirees wanting 
to take regular drawdown. At the margin, taking natural income 

reduces sequencing risk – which is where long-term outcomes 
are impaired by taking fixed amounts from assets while they’re 
at depressed prices.  

Of course, when we talk about natural income, it’s actually 
calculated in quite a convoluted way.  It’s easy to explain 
that income from investments can contribute to retirement 
spending and simplicity has real value for people. If income 
funds can help give retirees more peace of mind that’s a 
positive for their wellbeing and happiness. 

There are other ways to tackle sequencing risk, and we’ve 
already seen a wide range of those in different parts of 
the market. Regardless of the approach taken, I think’s it’s 
important that it doesn’t come at the cost of sacrificing a 
focus on total return, which again comes back to a balanced 
approach to income, rather than seeing it as the be all and end 
all. 

How do you see the outlook for income growth given the 
sharp rise in inflation? 

In the short-term, it’s potentially bad news as the cost-of-living 
crisis threatens global economies and may increase defaults 
and dividend cuts. Longer-term, there are two positives in there 
for income growth. 

Firstly, even within fixed income, assets like high yield bonds 
only have an average term of about five years. So, if inflation is 
sustained and interest rates continue to rise, those maturing 
bonds will be able to be invested at higher yields. 

We believe the main area for sustainable income growth will 
be in equities and alternatives, so it’s important income funds 

have suitably high allocations in these areas. If 
inflation remains high for a long time, then in the long 
term we’d expect that to feed into companies’ revenues 
and profits. 

A big threat for income growth is concentration risk, particularly 
with uncertainty so high. For example, it’s highly likely that an 
income fund would have had some Russia exposure going 
into the year, but that needs to be sized in a way that doesn’t 
threaten long-term income growth. The same goes for other 
types of concentration risk. 

What do you see as the key market drivers over the next 
year? 

Developed markets face twin threats: recession risks, and the 
central banks fighting inflation. The dynamics in the US and 
Europe are quite different though. 

In the US, wage inflation is at its highest since the early 
1980s and with unemployment very low, the Federal Reserve 
is dealing with a real risk of a regime shift where inflation 
becomes entrenched. At the same time, the US economy is 
slowing, and there is huge uncertainty over the path for future 
rate hikes. 

That balance is very different in Europe, including the UK, 
where wage growth is much lower and so real incomes 
are being hit much harder. In addition, high energy prices 
in Europe are like a tax on the economy, with much of the 
revenue going to overseas producers – while in the US, by 
contrast, most energy is domestically generated. So, the focus 
quite rightly is currently on recession risks, even though some 
further rate hikes are expected. 

The challenges and opportunities of 
income investing in a high inflationary 
environment



20

It is not even clear if rapid rate hikes are the right policy in the 
face of a huge inflation spike. Yes, there’s a narrative to justify 
them, but the actual evidence for wage-price inflation spirals is 
pretty mixed. So, there is also an increased likelihood of policy 
mistakes over the next year. 

So, what do you think that means for income funds? 

Well, not only are the dynamics across the US and Europe 
quite different, but China is similarly important, and faces 
very different issues. China’s Zero-Covid policy was successful 
initially, but could not cope well with variants that are five to 
size times as infectious. Plus, the issues in the property sector 
need resolving and there is continued pressure on technology 
stocks from regulation. 

That just reinforces the importance of diversification. We 
think it’s better to prepare, not predict, as there’s so much 
uncertainty. For example, economists and investors have done 
a terrible job at inflation forecasting over the last 15 years – so 
we believe it’s better to recognise that than have excessive 
confidence on the direction we are headed. 

By John Roe
Head of Multi-Asset Funds, 
Legal & General Investment Management

Important Information
For professional clients only. Past performance is not a guide to the future. The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get 
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based on it, and (b) is not a recommendation to buy or sell securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Legal & General Investment 
Management Limited. Registered in England and Wales No. 02091894. Registered Office: One Coleman Street, London, EC2R 5AA. Authorised and regulated by the Financial Conduct Authority, No. 
119272.

Key risks:  
Diversification is no guarantee against a loss in a declining market. Assumptions, opinions and estimates are provided for illustrative purposes only. There is no guarantee that any forecasts made will come to pass. 



Dark clouds engulfed equity and bond markets in the first 
half of 2022 and the gloom is continuing into the second 
half of the year. Vincent McEntegart explains the options for 
investors and how he is positioning Aegon AM’s multi-asset 
income portfolios.  

Persistent rather than transitory inflation started the rot. 
Russia’s invasion of Ukraine added an energy crisis to a global 
economy that was already slowing due to lockdowns in China 
and a soaring US dollar.  

Central banks are currently tightening monetary policy to 
contain runaway inflation, although are doing so as economic 
growth is stalling. Economies are in unfamiliar terrain and 
many investors are understandably unsure what to do.   

One of the strengths of multi-asset funds is that they can 
diversify across different asset classes to provide more stable 
returns and dampen drawdowns during weak markets. This 
normally works well, although has been much less effective 
in 2022. In the US a ‘60%/40%’ equity/bond model portfolio 
had its worst start to a year since the 1970s. The return for 
the equivalent model in the UK was better, because the main 
constituents of the UK domestic equity market (big oil, miners, 
tobacco, banks) outperformed the tech-heavy US index.  

It would be nice to think that the second half of 2022 will be 
more rewarding, but the top-down macroeconomic outlook 
is problematic. The major economic blocks face significant 
headwinds:  

• In the US, the Federal Reserve is raising interest rates 
to bring down inflation and unwinding QE quantitative 
easing (QE) measures. QE boosted asset prices, so 
its reversal may have the opposite effect. The Fed do 
not want a recession, but it will be difficult to avoid 
given the consequences of higher interest rates and 

quantitative tightening.  
• In Europe, the energy crisis is 

forcing demand destruction and 
reducing the output from companies 
that are the heaviest consumers of 
natural gas.  

• In Asia, China’s zero covid policy and strict 
lockdowns have lowered growth, clogged global supply 
chains and added to inflationary pressures. 

Of course, the macroeconomic outlook improves greatly if 
inflation comes down, the energy crisis abates and/or China 
re-opens. All three would be great news, but even one of these 
would be welcome. 

What about at the corporate level?  

Earnings growth is slowing, profit margins are under pressure 
and valuation multiples are compressing. Higher input costs 
(energy, labour, regulation, etc) and lower sales are ubiquitous. 
Companies that have pricing power have scope to increase 
revenues and sustain margins, despite higher input costs. If this 
slowdown becomes a contraction, they will not be immune. 

Among all this uncertainty, one thing is clear - government 
bond yields have reset higher and credit spreads have widened. 
These higher yields reflect more risk across all markets.  

• Higher sovereign yields are needed because of 
inflation risks and the switch from loose to tighter 
monetary policies.  

• Credit spreads were too low and defaults are rising in 
anticipation of a more difficult economic environment. 

• Commercial real estate yields have risen because 
leveraging the spread between rental income and 
borrowing costs is more challenging.  

Positioning for 
higher yields 
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• Equity yields have risen to pre-covid levels. Overall, 

earnings have held up, although sector dispersion 
is significant. Energy companies are posting record 
earnings while consumer-related sectors are being hit 
by higher costs. The excess yield from equities over 
bonds has reduced, altering the relative preferences of 
investors.

Yields may not yet have peaked and credit spreads can widen 
further. Timing the market bottom will be difficult, although 
once spreads reach a certain level, time in the market is more 
important than timing the market.  

So what actions are we taking within our multi-asset income 
portfolios? 

The yields and spreads now on offer mean it is the right time to 
begin re-building our fixed income allocations. If we can achieve 
our 5% income target by locking in some of these higher yields 
then it makes sense to do so. 

In recent years, historically low yields and spreads made 
fixed income securities increasingly less attractive on all three 
dimensions of income, total return and diversification. Lower 
allocations to fixed income made room for higher allocations to 
bond proxies and alternatives. Now, as fixed income markets 
become more attractive, we have switched some bond proxies 
and alternatives back to credit markets.  

By Vincent McEntegart
Co-manager, Aegon Diversified Monthly Income Fund, 
Aegon Asset Management
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Bond proxies and alternatives will continue to have an 
important role in our portfolios. For example: 

• In real estate we still like so-called ‘beds and sheds’, 
which are private residential assets and industrial 
warehouses.  

• We like renewable energy, where listed vehicles offer 
attractive yields, total returns and diversification 
benefits within multi-asset income portfolios. 

Our cash allocations are higher than normal, 5-10% rather than 
a typical 0-5%.  

If inflation is slow to come down and interest rates must go 
even higher, then cash will be available to invest in assets at 
better entry levels. But with inflation exceeding 10%, that cash 
is losing 10% of its purchasing power net of deposit interest 
rates. On the flip side, if inflation comes down more than 
anticipated, rate rises will slow and risk markets will rally.  

Either way, we will be ready. 
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Bonds: all change 

Investing in bonds today means navigating a new environment. 
Financial markets are undergoing a process of regime change: 
the sheer intensity of the inflationary pressures seen across 
much of the developed world today make this cycle different to 
those that immediately preceded it. This, in turn, will demand a 
different response from central banks. The relatively quiescent 
inflation of recent cycles meant the hurdle rate for central 
banks to turn on the taps of QE was much lower. So the go-to 
investing ‘playbooks’ that many bond investors developed and 
refined through these previous experiences may be of little use 
today. More broadly, the lessons learnt are less applicable now 
– and poor guides as to what will happen next.  

Source: Bloomberg, Thematic Research as at 31 May 2022. 
Lines represent business cycles from 1879 until 2022. The latest cycle is 2020-2022. 

Why we believe we are in a new regime for fixed-income 
markets  

Central banks across major developed world markets have 
the unenviable task of normalising their extraordinary policy 
stance. Given how intense inflationary pressures are, that task 
is an urgent one. They also face the challenge of trying to cool 
inflation at a time when economic growth in slowing – and, in 
the case of the ECB, trying to tighten policy while also keeping a 
lid on spreads in peripheral markets.  

The peak rate of inflation across many core developed markets 
may finally be in sight. But that does not mean the fight against 
inflation has been won. The tightness of labour markets and 
the broadening of inflationary pressures make it likely that 
it will take time for inflation to normalise to levels that we 
were once accustomed to. In this context, and in contrast to 
previous cycles, we cannot assume that central banks will be 
forthcoming with a backstop to markets.  

Three characteristics of the new regime in bond markets 

After artificially suppressing volatility though QE for a long time, 
the role of central banks in markets has flipped: they are 
now a source of volatility.  Linked to this, we are seeing more 
dispersion and the credit market is starting to discriminate 
between different credit stories to a far greater extent.  

Areas of the fixed-income universe that were key beneficiaries 
of an environment awash with liquidity now look 
vulnerable. These include corporate hybrids, European 
peripheral debt (corporate and government), emerging-market 
debt and CCC high-yield credit. 

FOR PROFESSIONAL INVESTORS AND/OR QUALIFIED INVESTORS AND/OR FINANCIAL INTERMEDIARIES ONLY. NOT FOR USE WITH OR BY PRIVATE INVESTORS. 

We are seeing evidence that the recent (and historically 
unusual) environment in which we saw a near-zero default 
rate in the high-yield market is fading. We appear to be 
moving back toward a more normalised default environment, 
in which a low single-digit percentage of borrowers default.  

Where we see opportunities – and where we don’t 

Fixed-income markets have experienced a broad and 
meaningful repricing across the board in 2022 so far. After 
those falls, we believe a lot of the heavy lifting is likely behind 
us – and we are now seeing select opportunities in both credit 
markets and government bonds. We can confidently say we 
have a healthy income cushion; that is not something we could 
say at the outset of this year.  

US inflation across business cycles since 1879
A different regime requires a different response
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By Rebecca Young
Co-manager of the Artemis Strategic Bond Fund, 
Artemis Fund Managers

• In government bond markets, the upside/downside 
scenario analysis is more balanced at these new, 
higher yield levels than it was when the year began. 
We have even seen some value starting to emerge 
in specific pockets of the government bond market. 
Our bias is towards those economies that are 
fundamentally weaker or more sensitive to higher 
rates, such as the UK & Canada; we believe this will 
constrain the efforts of their central banks to tighten 
monetary policy. 

Important Information
This is a marketing communication. Refer to the fund prospectus and KIID/KID before making any final investment decisions. CAPITAL AT RISK. All financial investments involve taking risk which 
means investors may not get back the amount initially invested. 
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The fund is an authorised unit trust scheme. For further information, visit www.artemisfunds.com/unittrusts. 

Third parties (including FTSE and Morningstar) whose data may be included in this document do not accept any liability for errors or omissions. For information, visit www.artemisfunds.com/third-
party-data. 

Any research and analysis in this communication has been obtained by Artemis for its own use. Although this communication is based on sources of information that Artemis believes to be reliable, 
no guarantee is given as to its accuracy or completeness. 

Any forward-looking statements are based on Artemis’ current expectations and projections and are subject to change without notice. 
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• In credit markets, the new regime means investors 
are having to work harder. The environment in which 
a rising tide lifted all boats is long gone; instead, the 
‘stockpicking’ skills of credit managers are beginning 
to show through (indeed, the withdrawal of QE should 
mean active managers more broadly will be given an 
opportunity to shine).  

• In our view, at this is the time to retain a ‘quality 
bias’ to credit allocations. In a slowing growth 
environment, we are avoiding dipping down into 
lower-quality credit. We currently favour BB and 
BBB-rated credits. In this part of the credit spectrum, 
corporate fundamentals (including as measured by 
balance sheets, interest coverage, margins, liquidity 
levels, termed-out debt stacks) generally remain 
strong, the risk of default is very low but income levels 
are still relatively attractive (for example BBB-rated, 
sterling-denominated bonds generate a yield to worst 
of 4.4%; BB-rated bonds produce a yield to worst of 7.3 
%*).  

• The relatively cautious market tone means 
concessions offered in the primary bond market 
remain elevated. This is creating relatively attractive 
entry points to the bonds of quality companies 
(we have recently participated in bond issues by 
McDonalds and PepsiCo).  

In our opinion, 
the lower probability 
that central banks 
will resort to QE makes 
certain areas of the fixed-
income markets – and certain ways 
of investing in them – far less attractive. 
If investors are to successfully navigate this 
new regime, flexibility will be essential. Having the 
tools to access the full spectrum of fixed-income assets 
(and the insight to profit from them) will be vital if bond 
investors are to find the optimal blend to suit our new, post-QE 
reality. 

*Source: BofA Merrill Lynch as at 10 August 2022
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Flexibility is key in 
this uncertain world 
Our approach to management is based on aligning risk and 
reward through active management of the bond markets. This 
means being able both to find opportunities to take more risk 
when it is being rewarded (with yield) and to identify situations 
where the reward for risk is not attractive. Equally, it means 
having the ability within our product mandates to adapt our 
portfolios when the environment or investment opportunities 
change. 

Of all our products, this approach is most clear in the Invesco 
Tactical Bond Fund (UK). It is designed to be flexible. We can 
manage all the risks of the bond market actively and in wide 
ranges. Over the history of the fund, we have done just that. 
When things change, we can too. 

The big central bank pivot  

And a lot has changed in 2022! Macroeconomic conditions 
have shifted and so have market valuations across all parts 
of the bond universe. At the heart of this was the significant 
pivot from global central banks, finally acknowledging that 
the transitory inflation narrative had passed its sell-by-date. 
As recently as September last year, the Fed Funds rate was 
0.25% and market expectations were for just one more 25bps 
increase over the following year. By the end of Q1 2022, the 
interest rate landscape had radically transformed; US Treasury 
yields had moved to reflect the expectation of a further 250bps 
of tightening over the following twelve months, culminating 
– if fulfilled – in the most aggressive tightening cycle in 40 
years. The back-to-back 75bps rate increases in June and July 
exemplified the Fed’s new ‘laser focus’ on inflation. There has a 
similar shift to a much higher rate profile in Europe.  

The impact from this monumental change in the monetary 
policy landscape, coupled with the economic fallout from the 
Russia-Ukraine war, has led to a sharp adjustment in valuations 

across a swathe of asset classes. In government bond markets, 
yield curves have flattened significantly as more aggressive 
central bank policy is priced in the face of accentuated 
downside growth risks. Credit spreads have adjusted higher 
too, meaning that outright yields on good quality corporate 
bonds look a lot more attractive than they were.  

What’s our view? 

The big picture view is that the trade-off between growth and 
inflation is far less benign than it has been for a long time and 
this means that central bank response functions have changed. 
No longer will they come riding to the rescue at the first sign of 
market turbulence. This is good news for bond holders in the 
long run. Valuations should be more commensurate with the 
underlying risks, and not distorted by unconventional central 
bank policies. The upshot is that, although this journey to a new 
normal has been painful, yields are looking a lot more attractive 
than they were.  

We came into the year sceptical on 
market valuations and hence defensively 
positioned, especially in terms of our duration 
exposure, which was close to zero at the start of 
the year. We have since increased this by taking off 
duration hedges and adding some government bond and 
longer dated corporate bond exposures. We have seen some 
attractive opportunities elsewhere too, adding selectively in 
high yield, AT1s and Emerging Markets. 

We would, however, not advocate significantly adding risk from 
here; valuations have improved for sure but macroeconomic 
uncertainty has increased too. Central banks have the 
unenviable task of balancing growth and inflation risks and 
the two are intrinsically linked. While downside growth risks 
abound, it is possible that inflation remains stickier than many 
currently expect, even if it peaks on a year-on-year basis at 
some point in the near future. That would in turn lead to a 
more aggressive response from the central banks. Hence a 
more cautious and incremental approach is warranted. 
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For us, it’s about building into more attractive yield levels 
selectively and taking advantage of the greater levels of macro 
and market volatility that are likely to remain a feature of the 
investment landscape for some time. We have the tools to do 
just that. 

Discover (un)fixed income 

We know investors are living through an unprecedented period 
of market disruption and volatility. As we face these new 
realities, we think taking an unfixed approach to fixed income is 
an advantage. 

From active to passive, from mainstream to innovative, we have 
the expertise, the strategies and the flexibility needed to match 
your objectives as markets evolve. 

Find out more

Investment risks 

The value of investments and any income will fluctuate (this 
may partly be the result of exchange-rate fluctuations) and 
investors may not get back the full amount invested.  

The securities that the Fund invests in may not always make 
interest and other payments nor is the solvency of the issuers 
guaranteed. Market conditions, such as a decrease in market 

liquidity for the securities in which the Fund invests, may mean 
that the Fund may not be able to sell those securities at their 
true value. These risks increase where the Fund invests in high 
yield or lower credit quality bonds. 

As the fund can rapidly change its holdings across the fixed 
income and debt spectrum and cash, this can increase its risk 
profile. 

The fund has the ability to make significant use of financial 
derivatives (complex instruments) which may result in the fund 
being leveraged and can result in large fluctuations in the value 
of the fund. Leverage on certain types of transactions including 
derivatives may impair the fund’s liquidity, cause it to liquidate 
positions at unfavourable times or otherwise cause the fund 
not to achieve its intended objective. Leverage occurs when the 
economic exposure created by the use of derivatives is greater 
than the amount invested resulting in the fund being exposed 
to a greater loss than the initial investment. 

The fund may be exposed to counterparty risk should an entity 
with which the fund does business become insolvent resulting 
in financial loss. 

The fund may invest in contingent convertible bonds which may 
result in significant risk of capital loss based on certain trigger 
events. 

Important Information 
This article is for Professional Clients only and is not for consumer use. 

All information as at 4 August 2022 and sourced by Invesco, unless otherwise stated. 

Where individuals or the business have expressed opinions, they are based on current market conditions, they may differ from those of other investment professionals and are subject to change 
without notice. 

This article is marketing material and is not intended as a recommendation to invest in any particular asset class, security or strategy. Regulatory requirements that require impartiality of investment/
investment strategy recommendations are therefore not applicable nor are any prohibitions to trade before publication. 

For the most up to date information on our funds, please refer to the relevant fund and share class-specific Key Investor Information Documents, the Supplementary Information Document, the 
Annual or Interim Reports and the Prospectus, which are available on the Invesco website. 

Issued by Invesco Fund Managers Limited, Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority. 

By Stuart Edwards
Fixed Interest Fund Manager, 
Invesco

The fund’s 
performance may 
be adversely affected by 
variations in interest rates. 

The fund has the ability to invest 
more than 35% of its value in securities 
issued by a single government or public 
international body. 

https://digital.invesco.com/uk/en/search-for-income-sm
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Macro strategies: The 
increasing importance of 
alternative assets 
As volatility continues to challenge markets, investors are 
having to look beyond traditional balanced portfolios to new 
investment opportunities. As a result, liquid alternatives are 
becoming increasingly popular in the search for enhanced 
returns and portfolio diversification. In this paper, we share 
how to employ a macro process to deliver a differentiated 
return profile. 

We believe that the cyclical macroeconomic backdrop, as 
well as long-term structural changes shaping the world, are 
significant drivers of asset prices. Organising these changes 
into a set of macro themes provides a framework to focus our 
research efforts in areas that we believe will have the most 
impact and offer attractive investment opportunities. Our 
themes can be categorised as either secular (typically long 
term) or cyclical (medium to shorter term), with a cyclical macro 
theme per major geographic region. 

Long-term trends

Our secular themes capture structural trends and changes that 
are creating new opportunities or disrupting existing industries 
and consequently offer potential investment opportunities. Our 
secular framework is based on understanding these structural 
macro drivers and their influence on sectors, industries and 
market structures.   

For example, secular trends that we expect to have widespread 
influence in the coming years include the response to climate 
change which reflects the increased focus on sustainability 
from governments, companies and individuals, presenting 
multi-year opportunities across industries, such as power 
generation and construction, as efforts are made to transition 
to a lower carbon economy.  

The widespread adoption of new technologies is another 
secular theme where we have identified a number of 
investment opportunities that we expect to persist over the 
long term, such as the acceleration in adoption of cloud 
computing, widespread use of software and electronic 
payments.  

A further secular theme relates to consumer demand in 
emerging markets, where we are seeing the growth of the 
middle class leading to rising demand for financial services, and 
we hold select Indian banks which are high quality and well-
placed to benefit from rising financial penetration across the 
country. 

Medium to short term trends 

For our cyclical themes, our approach to assessing each 
region considers where we are in the macro cycle through a 
proprietary framework focussed on the evolution of economic 
conditions and the prospective policy response before looking 
at the resulting implications for asset prices.  

For each region, we determine the current phase in the macro 
cycle, which is one of expansion, slowdown, contraction 
or recovery, by considering whether economic conditions 
are above or below trend and improving or deteriorating. 
To determine the phase per region, we consider a number 
of components, including growth, inflation, sentiment and 
liquidity. The analysis for each component is driven by our 
fundamental macro research, which draws on a broad range of 
macro data, news flow and policy responses.  

Once we have established the macro cycle phase and assessed 
the potential policy response, we consider the types of 

exposure that traditionally benefit from 
the current environment, based on historical 
precedent. We consider any potential investment 
strategy in the context of how these exposures might 
respond to the unique characteristics of the current macro 
cycle. 

Macro cycle phase by component and region 

Source: J.P. Morgan Asset Management, as at 18 July 2022. US 
theme includes Canada. Opinions, estimates, forecasts, projections 
and statements of financial market trends are based on market 
conditions at the date of the publication, constitute our judgment 
and are subject to change without notice. There can be no 
guarantee they will be met

As illustrated above, we currently see the US, Europe and Asia 
Pacific ex-China as being in contraction, driven by weaker 
growth, sentiment and liquidity as a result of tighter monetary 
policy, negative fiscal impulses, negative real disposable 
income growth, geopolitical uncertainty and cautious sentiment 
across businesses, consumers and market participants. 
Inflation remains elevated, although with some signs of this 
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peaking, specifically on goods and commodities. While China is 
in recovery, it looks like a tepid recovery by historical standards 
with limited stimulus and weak confidence. 

This rapidly deteriorating outlook leaves us cautious on risk 
assets across the board. To reflect this worsening backdrop, we 
are maintaining a cautious portfolio as we expect risk assets to 
remain vulnerable and are favouring more defensive, higher 
quality equity exposure in sectors such as technology, health 
care and utilities which should be well placed to navigate 
the twin challenges of higher inflation and slowing economic 
momentum. We are maintaining a low level of equity risk with 
protection via equity derivatives, and are holding defensive 
relative value equity strategies, short credit risk and defensive 
currency pairs, as well as a modest gold allocation. 

The increasing importance of alternative assets 

The unprecedented pace of change and macro developments 
so far this year acts as a reminder of the importance of 
designing robust portfolios, re-emphasising the important role 
alternatives can play within an investment allocation. 

We have seen episodes where correlations between traditional 
assets have broken down and bonds had their worst quarterly 
performance in Q1 2022 since the 1980s, failing to cushion 

equity losses. 
This could continue 
to support demand for 
other assets and the use of 
alternative strategies.  

The flexibility of our investment process, 
reflecting themes over multiple time horizons 
and the breadth of our investment universe enable 
us to deliver on our objective of generating positive 
returns in varying market environments over the long term. 

By Josh Berelowitz
Portfolio Manager, Macro Strategies, 
J.P. Morgan Asset Management
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Investing in 
Infrastructure: 
Why Now? 

With equities weaker in 2022 and trading on fast-moving events 
such as the Fed’s aggressive rate hikes and war in Ukraine, 
infrastructure’s long-term proposition has been looking more 
attractive to investors. This is because infrastructure returns 
are driven by investment plans in essential services, which span 
ten or more years into the future, accelerate over time, and 
provide considerable predictability compared to more volatile 
equities. 

The relative predictability of infrastructure returns is delivered 
by regulated and contracted assets, which are our focus as 
we build infrastructure portfolios. With regulated assets such 
as water, electricity and gas transmission and distribution, a 
regulator determines the revenues a company should earn 
on its assets. Because demand for these assets is steady and 
the regulator determines revenue, this mechanism leads to 
a relatively stable cash flow profile over time. Additionally, 
regulated assets are often monopolies and are typically 
defensive and generate high amounts of income. 

We also focus on on user-pay assets, which include airports, 
ports, rail, toll roads and communication infrastructure — these 
are long-term concession contracts leveraged to the growth 
in the underlying economy, which is to say to the volumes 
of people and cargo flying, moving through ports or along 
railways, or using cellular towers.  

Infrastructure’s Inflation Hedge 

Two key features of infrastructure should interest investors 
right now. First, its power as an inflation hedge. Broadly, 
infrastructure is able to adjust to inflationary environments 
due to the largely pre-programmed way it builds inflation into 
regulation and contracts. This applies to both regulated utilities, 
which regularly reset their allowed returns with regulators to 
account for inflationary cost increases, and user-pays assets, 
such as toll roads or rail, as both types of infrastructure 
generate inflation-linked revenues. Dividend yields are 
attractive and, in our portfolios, have grown above inflation, 
closely tracking the asset growth of the underlying companies 
(Exhibit 1). 

Infrastructure’s pricing power comes from the essential nature 
of its assets: even at times of economic weakness, consumers 
continue to use water, electricity and gas; drive cars on toll 
roads, and use other essential infrastructure services. The 
income we look for from infrastructure is also underpinned 
by long-term contracts, which ensure a steady flow of revenue 
over a long period. 

Exhibit 1: Infrastructure Dividends, Above Inflation, Linked 
to a Growing Asset Base 

Source: ClearBridge Investments. ClearBridge Global Infrastructure 
Income Strategy. Data as of 30 June 2022. 

The Move Toward Net 
Zero 

The second key feature driving 
interest in infrastructure is its central 
role in decarbonisation. Infrastructure and 
utilities are at the forefront of this effort and can 
offer investors a stable return on equity without taking 
technology risk. Annual power sector capital spending is 
expected to increase from US$760 billion in 2019 to US$2.5 
trillion (in 2019 dollars) by 20301, mostly on solar, wind and 
other renewable energy generation and on modernising and 
extending electricity networks. In our estimation, spending 
on wind and solar energy infrastructure will flow through 
to allowed returns for regulated utilities building out these 
resources. 

Electric vehicles have also been gaining more consumer 
acceptance. In some estimates, 20% of vehicles sold annually 
today are electric, but by 2030, that is expected to increase to 
60%, although figures differ from country to country.  

Other consumer transportation changes might result from 
global decarbonisation. Rising fuel prices and rising emissions 
also affect air travel. Airlines could be taxed if flights are too 
short, making rail and public transit look more appealing to 
some consumers.  

And while energy infrastructure pipelines have seen renewed 
interest as energy security has become a strategic priority (in 
Europe, for example), midstream pipelines are also beginning 
to facilitate an energy transition through hydrogen or carbon 
capture and storage, developing technologies that will only 
have an increasing role in net-zero efforts. 

So there are several areas of infrastructure benefiting from 
decarbonization tailwinds, not to mention other secular trends 
like 5G driving investment in communication towers, and with 
its ability to largely pass-through inflation as well as provide 
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current income, infrastructure’s attractiveness now is no 
surprise.  

We believe the opportunity set for infrastructure investors is 
only set to grow, with a number of powerful drivers, as well 
as attractive valuations and potential dividends that income-
seekers should find appealing. 

To that end, the FTF ClearBridge Global Infrastructure Income 
Fund brings to bear a robust stock selection approach, 
scouring developed and emerging markets for listed and 
liquid infrastructure opportunities that are well-positioned to 
benefit from inflation pass-through mechanisms as well as 
the generational move toward decarbonisation. Focusing on 
regulated and contracted utilities and user-pay assets, the fund 
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aims to deliver stable returns with steady and growing cash 
flows as well as dividends that increase over time, offering 
some predictability in a volatile market. 
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Global listed infrastructure – 
a safe harbour for investors? 

Infrastructure describes the physical assets that provide 
basic services to modern society, including utilities, 

transport and communication assets. The 
fundamental, essential nature of the services 

provided gives global listed infrastructure 
qualities that can be beneficial to an 

investment portfolio.    

A hedge against inflation? 

Global listed infrastructure 
has outperformed global 
equities as inflation has 
risen over the past year. 
This is a reflection of listed 
infrastructure being a price 
maker, not a price taker. 
Infrastructure’s tangible 
assets provide essential 
services, using contracted 
or regulated business 
models. These assets 
consistently demonstrate 

the ability to pass through 
the effects of higher input 

costs and inflation to the 
end user. This can be achieved 

through regulated real returns 
for utilities, or through contracts 

which explicitly link tolls or fees to the 
inflation rate.  

Infrastructure’s capital intensive nature 
provides high barriers to entry which have 

allowed incumbent operators in other sectors, such 
as mobile towers and freight rail, to achieve similarly 

robust pricing results even without explicit inflation links. 
Analysis by First Sentier Investors’ listed infrastructure team 
has found that more than 70% of assets owned by listed 
infrastructure companies have effective means to pass-
through the impacts of inflation to customers, to the benefit 
of shareholders.  The following chart illustrates how listed 
infrastructure has outperformed global equities when inflation 
was higher.  

Is listed infrastructure recession proof? 

Listed infrastructure has also demonstrated an ability 
to provide most of the upside in rising equity markets, 
while offering protection from falling ones. This pattern of 
performance is underpinned by global listed infrastructure’s 
consistently strong pricing power, predictable cash flows, 
and relative immunity to economic cycles. This ability to hold 
up in falling markets has enabled the asset class to generate 
higher returns than global equities over the past 20 years, with 

Infrastructure Performance During Periods of Inflation

Source: Bloomberg and First Sentier Investors

less risk, as measured by standard 
deviation of returns1. 

First Sentier Investors’ listed infrastructure team 
have undertaken modelling to estimate the potential 
impact of a recession on different sub-sectors within the 
asset class. This modelling assumes a -3% change in GDP 
(from a previously-assumed GDP growth rate of +2% to a 
decline of -1%), with associated multiplier effects on industrial 
production, housing starts, commodities etc. This analysis 
suggests listed infrastructure may suffer less than half the 
earnings impact relative to broader markets in this scenario, 
represented by the S&P 500 index. 

Structural growth drivers 

Providing further support to infrastructure as an investment 
is the extent to which it positively aligns to structural growth 
themes occurring across the globe. Decarbonisation, the 
electrification of transport, and ever-growing demand for 
online connectivity all require unprecedented investment in 
supporting infrastructure. These themes are not transitory and 
will not be derailed by an economic downturn. 

For example, we are optimistic about the substantial 
investment opportunities associated with the decarbonisation 
of the world’s energy needs. Utilities, which represent about a 
half of the listed infrastructure opportunity set, are positioned 
to derive steady, regulated earnings growth by building solar 
and wind farms, and by upgrading and expanding the networks 
needed to connect these new power sources to the end 
user. US utility companies Entergy, NextEra Energy and PPL 
Corp recently increased their earnings guidance as a result 
of additional investment in these areas – a welcome contrast 
to the turmoil seen elsewhere in financial markets. The roll-
out of electric vehicles is expected to provide an additional 



32

1Source: As at 30 June 2022, comparing the FTSE Global Listed Infrastructure 5050 Index with the MSCI World Index. 
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Expected change in earling from recession scenario

Source: First Sentier Investors as at 30 June 2022

By Rebecca Myatt 
Portfolio Manager, First Sentier Investors

data traffic growing by 40% during the March quarter of 2022, 
compared to the same period a year earlier; and the forecast 
that mobile network traffic will increase at a compound annual 
growth rate of 29% through to 2027. This bodes well for well 
for continued capital expenditure into mobile networks, to the 
benefit of Towers.  

Conclusion 

Listed infrastructure offers a relatively safe harbour for 
investors navigating an increasingly uncertain and volatile 
world. Across a range of economic environments and world 
events, the asset class has shown an ability to out-perform 
many other asset classes over the medium to long term. 

There is no reason to believe this enduring quality is less today 
than it has ever been. We believe listed infrastructure remains 
a compelling opportunity and should be considered a core 
component within investors’ portfolios. 

boost to utilities in the medium term – first from investment 
opportunities associated with linking EV charging stations to 
the grid; and then from higher overall demand for electricity.   

Digitalisation is another key theme for the asset class. 
Structural growth in demand for mobile data (underpinned by 
an ever-growing reliance on digital connectivity) continues to 
support steady earnings growth for Towers and Data Centres, 
insulating them from the ebbs and flows of the broader global 
economy. The adoption of 5G technology over the medium 
term will require networks to handle increased data speed, and 
a much higher number of connected devices. Statistics from 
the 2022 Eriksson Mobility Report highlighted the continuation 
of this theme. Key points including global mobile network 

Expected change in earnings from recession scenario
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Real assets and inflation: 
Resilience, The Rolling Stones 
and Rates 

“A storm is threatening my very life 
today. If I don’t get some shelter, 
I’m gonna fade away.” 
Gimme Shelter, The Rolling Stones 

It is clear that The Rolling Stones appreciated how essential 
shelter (residential) is to every human, no matter your 
profession or location. It is this basic human necessity 
that is the key reason housing is included, along with 
transportation and food, as one of the three largest 
components of (US) CPI. 

Real Estate – the clue is the title 

The cost of housing has dramatically increased since the 
start of 2021. Owners of residential assets are able to 
generate a real return, as their cash flows keep up with, and 
in some cases exceed, inflation levels. 

It is not just the residential sector that can provide inflation 
protection, many leases across all types of sub sectors have 
explicit rental escalators tied to inflation. In the real estate 
sector, there are also leases with fixed escalators or rent 
reviews at specific times. These all give the landlord an 
opportunity to ensure their income generates a real return; 
that is, one that is above inflation.

Historical inflation protection  

The essential nature of many real assets such as residential 
(everyone needs a place to live), healthcare (everyone gets 

sick at some point) or data centres (everyone communicates 
digitally) is one of the reasons why investors have historically 
been protected from inflation.  

Bank of America analysed the correlation of various asset 
classes with US CPI from 1950–2020 and stated that “real 
assets are a hedge against inflation … diversify portfolios … are 
scarce”. This is a strong endorsement from a research piece 
spanning seven decades.  

Real returns 

Schroders also carried out similar research, looking back 
to 1973 to determine which asset class returns exceeded 
inflation. The table below again demonstrates that Real Estate 
Investment Trusts (REITs) can provide investors with real 
returns during all types of inflation (low and rising, high and 
falling etc).

Past performance is not a 
guide to future performance 
and may not be repeated. 
The value of investments 
and the income from them 
may go down as well as up 
and investors may not get 
back the amounts originally 
invested. Any reference to 
sectors/countries/stocks/
securities are for illustrative 
purposes only and not a 
recommendation to buy 

or sell any financial instrument/securities or adopt any 
investment strategy. 

Not all real assets are created equally 

The pandemic has led to a clear acceleration of trends that 
were already present in markets, such as ecommerce and 
working from home. These long term, structural issues have 
continually weakened the pricing power owners of assets such 
as retail and offices have. Therefore, the ability to pass on 
inflationary increases to tenants in these buildings is severely 
limited. 

Low levels of demand and high amounts of supply are a toxic 
combination for any market. We believe that certain sub 
sectors will continue to see challenged operating environments 
over the medium to long term. Therefore, it has never been 
more important to select the right type of real estate to own. 

Inflation regime Rate of 
occurence US Treasuries US Equities US Reits Commodities

Low (<3%) and rising 24% 57% 90% 69% 67%

High (>3%) and rising 26% 47% 48% 67% 83%

High (>3%) and falling 26% 80% 76% 80% 37%

Low (<3%) and falling 23% 84% 81% 79% 28%

Source: Datastream Refinitiv and Schroders, March 1973 - December 2020.  Past performance is not a guide to future 
performance and may not be repeated. The value of investments and the income from them may go down as well as up 
and investors may not get back the amounts originally invested. Any reference to sectors/countries/stocks/securities are 
for illustrative purposes only and not a recommendation to buy or sell any financial instrument/securities or adopt any 
investment strategy. 

% of rolling 12-month periods when asset class returns exceeded inflation rate, 1973-2020
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Who has the pricing power today? 

The concept of investing in Global Cities strategies is predicated 
on pricing power. Focusing on locations where economic 
growth is consistently the strongest means that landlords 
maximise their chances of passing on increased costs to their 
tenants. 

It is clear that there are certain sub sectors which are 
characterised by very low levels of supply. For example, 
obtaining planning permission, in cities, to build data centres, 
warehouses, self storage or student accommodation is 
incredibly difficult. Yet the demand for these types of assets 
continues to grow. 

Inflation reduces supply 

The pricing power in certain sub sectors is set to increase as 
the cost of raw materials reduces the amount of construction 
starts.  

There are two key reasons for the lack of new inventory 
entering the market. Firstly, the pandemic led to an initial 
slowing in new supply as sites were shut down. Secondly, 
dramatic increases in the costs of raw materials and supply 
bottlenecks have resulted in lower margins for developers.   

Whilst this is frustrating for developers the silver lining is that 
it increases both the value and the demand placed on existing 
assets. 

Real Assets and interest rates 

Many investors worry about the impact rising interest rates will 
have on the real estate sector.  However, history demonstrates 
that this should not be a cause for concern.  At the start of the 
last two rate hiking cycles the global REIT sector has finished 
with positive total returns. 

Pricing power and ‘mission critical’ 

To maximise the protection that real assets can offer investors 
during periods of inflation there are two key ingredients that 
we look for. Firstly, does the landlord have pricing power? Do 
they own assets that have growing demand and low levels (or 
zero) of supply. Secondly, are the assets crucial to the tenants 
that lease the space or can they find another building easily?  

In the key Global Cities competition for land is strong and 
supply of available space is low resulting in pricing power for 
landlords.

Important Information 
Marketing material for professional clients only. Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down 
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By Tom Walker
Co-Head of Global Real Estate Securities,
Schroders

Without pricing power 
investors will realise that 

“You can’t always 
get what you want” 

To find out more about the Schroders Global Cities 
funds, visit our website, contact your usual Schroders’ 
representative or call our Business Development Desk on 0207 
658 3894. 

http://www.schroders.com
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Keeping Pace with ESG 
Regulatory Changes  
The heightened regulatory oversight of investment products 
labelled or marketed as sustainable continues across key 
markets and regions. Several jurisdictions, including the UK 
and US, are either preparing to implement or drafting new 
or revised rules that will affect investment advisers and 
their clients. Meanwhile, the second stage of the European 
Sustainable Finance Directive Regulation (SFDR) is also on the 
horizon, while changes to MiFID II add further complexity. 
Navigating these waves of ESG regulation presents a major 
challenge for financial institutions and advisers, but also 
a commercial opportunity for those able to demonstrate 
differentiation and value-add for clients. 

ESG Regulation is Reshaping the Investment Product 
Landscape  

New and enhanced ESG regulation seeks not only to increase 
transparency in the market, but also to direct more capital 
towards sustainable activities through clearer classification 

systems, such as green taxonomies. While there are nearly 
twice as many funds categorised as Article 6 under SFDR, 
cumulative flows into Article 8 and 9 funds reached $902 billion 
between January 2019–2022, outpacing non-ESG funds by 50%.1 
Over half of funds in Europe are now categorised as Article 8 
or 9, with the latter attracting capital at the fastest rate.2 This 
evidences the growing investor preference for sustainable 
investment offerings, as well as the pressure on money 
managers to reclassify funds or offer new products to meet 
higher client expectations and regulatory hurdles. 

Changes to MiFID Add Further Complexity  

Changes to MiFID II, which came into force in Europe in early 
August, include new requirements around “sustainability 
preferences”. Advisers will be responsible for assessing which 
investments match an investor’s sustainability objectives and 
will need to understand the different approaches taken by 
the investment houses managing the financial products to be 

able to properly advise on them. Advisers 
could focus on products—or a combination 
of products—that are defined by SFDR as 
“sustainable investments”, or aligned with the EU 
Taxonomy, or consider Principal Adverse Impacts.3 Each 
approach has its strengths and weaknesses. 

What to Expect From Upcoming UK Regulation 

The UK is devising its own sustainability disclosure framework 
post-Brexit, the Sustainability Disclosure Requirements (SDR). 
We include the proposed UK rules below, showing the different 
product category types. Overall, we see many similarities 
between the UK and EU approaches, but the decision by the 
Financial Conduct Authority to offer more product categories, 
ranging from “Responsible” to “Transitioning”, may help to 
better distinguish between products at different stages along 
the path of ESG adoption than SFDR achieves with its more 
limited categories.

Source: Financial Conduct Authority. As at November 2021 

[1] Source: GS Sustain. SFDR One Year On. https://www.goldmansachs.com/insights/pages/gs-
research/gs-sustain-sfdr-one-year-on/report.pdf
[2] Source: Morningstar. https://www.morningstar.com/en-uk/lp/sfdr-article8-article9 
[3] Principal Adverse Impacts, or PAIs, are a broad selection of environmental and social metrics 
set out by the EU, such as GHG emissions, fossil fuel exposure and board diversity. 

Potential Approach to Sustainable Product Classification in the UK
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Three Steps to Prepare For More Regulation  

With the SDR still in draft, the extent to which implementation 
and the product labels will differ from SFDR is still not entirely 
clear. However, we outline three steps advisers can consider in 
preparation for more stringent regulation: 

1. Get to know the terminology: Being familiar with 
the building blocks of ESG will be important to 
understanding the differences between ESG 
Integration, Sustainable Investment, and Impact 
Investing. The SDR will ultimately help to categorise 
funds, but it will be important to explain the concepts 
behind these different approaches, and how this 
relates to broader risk and return objectives. (For 
further information please read: 5 Aspects of 
Incorporating ESG Considerations | Lazard Asset 
Management) 

2. Know your firm’s sustainable investment strategy 
and how this might impact your ability to incorporate 
sustainability preferences: The extent to which advisers 
may be able to match their clients’ sustainability 
preferences may be limited by the brand, strategy, 
products, and resources of an individual business. It 
will be important for wealth managers to determine 
the extent to which sustainable investment is part of 
the firm’s DNA and whether that is determined by their 
client base or other business factors. It also requires 
the firm to take a view regarding the size of the 
opportunity in the future and the extent to which that 
can drive new business.  

3. Develop a framework for assessing funds suitable 
for sustainable portfolios: When looking to build 
sustainable client solutions it is advisable to look at 

the credentials of the provider and evidence of how 
this is applied at the strategy level. It can be helpful 
to reference manager research that assesses how an 
asset management firm is embedding ESG within its 
investment decision-making, particularly for funds 
that point to ESG Integration as the “main approach”. 
Other key factors include who is responsible for 
incorporating ESG into the investment research and 
how the firm is resourced to do that. For sustainability-
focused and thematic funds, the robustness of the 
framework for identifying and evidencing sustainable 
investments and ensuring that they meet the 
regulatory thresholds is arguably the most important 
consideration. 

Longer term, the integration of sustainability preferences into 
client advice could impact model portfolios and traditional 
asset allocation in ways that are not fully understood today. 
Identifying firms that genuinely and robustly implement their 
approach to sustainable investment should support better 
outcomes for advisers and their clients and give them the 
confidence to endure the evolving regulatory landscape.   

By Jennifer Anderson
Co-Head of Sustainable Investment & ESG, 
Lazard Asset Management

Important Information 
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2022 has been a difficult year for sustainable investors. There 
has been a perfect storm of sustained high inflation, which has 
put sharp upward pressure on interest rates and impacted 
the valuation ascribed to longer-duration growth stocks (i.e. 
companies expected to deliver a higher proportion of their 
cashflows further in the future). This combined with the impact 
of the Russian invasion of Ukraine and retaliatory sanctions 
has pushed up the price of environmentally damaging carbon-
based fuels, such as oil and gas. This has led to market 
conditions that are diametrically opposed to how sustainable 
funds invest and where we think long-term value will be 
created.

Most sustainable funds will embed a long-duration, low-
carbon strategy. Ours certainly do. On carbon, the path to 
decarbonisation has been clear given that the environmental 
consequences of climate change are becoming more apparent 
as each year passes. Recent events will probably distort this in 
the short term, as the social and economic consequences of 
energy shortages will take a higher priority in policy making. 
However, we think that this could actually accelerate the longer 
term trend of de-carbonisation: energy based on domestic 
renewables is going to look better than energy that relies on 
pipelines or foreign policies of other countries.

Sustainable investing is ‘slow’ investing 

Looking at the long duration or ‘Growth’ bias in our sustainable 
strategies, the basic premise of our investing approach is that 
the world will look very different, both environmentally and 
socially, in the future. This premise is based on each generation 

overall living in a cleaner, safer, healthier and more inclusive 
society than the previous one. We believe that those companies 
on the right side of this transition will, over time, create value 
for investors, while those on the wrong side will destroy value. 

But time horizons are a key part of this. Even compared to 
traditional investment horizons, typically three to five years, 
those for sustainable investment are longer as the challenges 
that sustainable investing seeks to address will take many years 
to resolve. Finding a cure for cancer, decarbonising energy and 
moving from the physical to the digital world will not happen 
overnight. This is the essence of the long-duration bias of our 
sustainable funds.

Even the most powerful trends have cycles within them. If 
we look at the adoption of technology, or progress made in 
improving healthcare through new medicines, it is a story of 
transformative change punctuated by some more challenging 
times. Equally, the most successful investments of the last 
decade have had periods when they underperformed due to 
factors outside their control. Ultimately though the benefit of 
investing in structural trends such as healthcare, rather than 
cyclical ones, such as commodity prices, is that the former is 
permanent, whereas the latter is temporary.

What matters in the long term? 

Our approach is not one where we make predictions about 
macroeconomic factors. We believe our core strength is 
identifying strong investment prospects at a microeconomic 
level based on both financial and sustainable factors. We then 

Looking beyond a 
difficult period
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aim to build diversified portfolios comprising stocks with the 
potential for growth (and capital appreciation) over the long 
term. When we look at these micro, company and industry-
specific drivers, we see them largely unchanged in the long 
run. In fact, one interesting aspect about the recent weakness 
in this area is that in our holdings at least, we are not seeing a 
lot of negative news at a company level: trading performance, 
management quality, business strategy – in general we are 
not seeing a deterioration in these areas for the companies 
we own, meaning share price falls are being driven by that 
broad de-rating. Sustainable funds can seem like thematic 
vehicles – investing in areas such as healthcare or renewables 
– but we believe this year validates our philosophy of investing 
in companies. These need to meet sustainable and financial 
hurdles, as this then gives us comfort that they can weather 
these more difficult periods. 

Given we are in bear market territory, it is entirely normal that 
investors are feeling downbeat and concerned as they see 
central banks continue to hike rates and asset prices come 
under pressure. At these times, we follow two key mantras. 
The first is not to panic – short-term market cycles can prompt 
investors to change their investment process or strategy – to 
‘do something’. We believe that for long-term investors, doing 
nothing is as likely to be successful as doing something. The 
second is to make sure we see the opportunity. We believe 
that successful investors can sow the seeds of future returns in 
bear markets. Lower prices are better entry points than higher 
prices as, over time, economies grow, and markets make new 
highs. In hindsight, it would have been wrong to sell when the 
Global Financial Crisis or Covid pandemic hit stock markets – 
indeed, the opposite turned out to be true. Only time will tell if 
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now is a buying 
opportunity, but at 
least asking whether it 
could be is a very effective 
antidote to the pervasive 
negativity we are currently seeing.

Past performance is not a guide to future 
performance. The value of investments and the 
income from them may go down as well as up and is 
not guaranteed. Investors may not get back the amount 
invested.

By George Crowdy
Sustainable Fund Manager,
Royal London Asset Management

http://www.rlam.com
http://www.rlam.com
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