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he invasion of Ukraine is 
an inflationary shock to 
an already inflationary 

system. And markets – especially 
government bond markets – have 
become increasingly sensitive to 
inflation data and sentiment on 
interest rates.

The prospect of a long war is 
therefore an important element 
of the current environment. 
Stock, bond and commodity 
prices may not ebb and flow 
with major developments on the 
battlefield or the geopolitical 
scene anymore, but we believe 
they do still need to come to 
terms with the war's lasting 
inflationary impact.

As the war drags on, the 
risk of longer-lasting economic 
damage rises. It could come from 
one party attempting to break 
the impasse with an escalation, 
or a gradual heightening of the 
geopolitical stakes. Talk of Finland 
and Sweden applying to join 
NATO would have been almost 
unthinkable at the beginning of 
the year – and it has been met 
with warnings of repercussions.

These geopolitical 
developments are likely to add 
impetus to the retreat from 
globalisation. An important, 

30-year tailwind behind non-
inflationary corporate profitability 
and economic growth could be 
turning into a headwind. As a 
result, the market has started to 
abandon the notion the current 
inflationary episode is 'transitory'.

What might this mean for 
asset allocators? First, it means 
uncertainty remains high. The 
conflict itself could still deliver 
global shocks. Risks to growth 
are rising, but the world's major 
economies currently look strong 
enough to withstand them. At 
the portfolio level, that makes 
a strong case for maintaining 
balance. In equities, this suggests 
a tilt to high-quality, lower-beta 
stocks across the board.

Second, it raises the prospect 
of especially high volatility – but 
also some long-awaited value 
– in fixed income markets. The 
combination of rising yields, a 
resilient economy and robust 
corporate fundamentals is 
creating an opportunity in credit.

Finally, investors may think 
the moment for commodities has 
passed. In contrast, we believe 
the prospect of a drawn-out 
conflict reinforces the potential 
for an extended period of 
commodities outperformance.

Rising costs of a drawn-out war

ordea Asset Management  
has extended its suite 

of climate-focused solutions 
with the launch of the Nordea 
1 - Global Climate Engagement 
Fund.

Nordea has been a 
longstanding proponent of 
climate and environment 
investing since the launch 
of its renowned Nordea 
1 - Global Climate and 
Environment Fund – now 
Europe's largest Article 9 
vehicle – back in 2008. 

The Global Climate 
Engagement Fund is managed 
by Alexandra Christiansen and 
Robert Madsen, members of 
Nordea's Sustainable Thematic 
team.

Instead of focusing on 
leaders in climate solutions, 
it targets companies in the 
earlier stages of transitioning 
towards sustainable business 
models.

"We have witnessed a 
meaningful flight of capital 
out of areas of the market 
deemed 'not green enough' 
and potentially at risk in 
the transition to net zero," 
Christiansen says. "Yet many 
businesses that are carbon 
intensive today will still be 
relevant in the future green 
economy – or even critical to 
enabling the energy transition. 
Our goal is to generate alpha 
by de-risking the fundamentals 
of these companies 
through engagement on 
decarbonisation targets, 
strategy, and capital 
commitments."

Nordea unveils 
Global Climate 
Engagement Fund
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"As the war 
drags on, 
the risk of 
longer-lasting 
economic 
damage rises"
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s we rely on burning fuel to 
create mechanical energy, 

using heat engines like electric 
power plants and gasoline 
powered cars wastes heat energy. 
Data from 2019 shows 32% of 
energy is used and 68% wasted. 

But solutions are at hand. 
Electric cars, for example, ensure 
most of the energy drawn upon 
is used for motion even after 
transmission losses. Replacing 
gas boilers with heat pumps and 

he need to tackle climate 
change is disrupting the 

investment landscape, leading 
to the creation of innovative 
technologies and policy tools.

One market we see as 
attractive in the race to reduce 
emissions is European carbon 
credits, where we think the EU 
policy commitment to reduce 
emissions will lead to a higher 
carbon price over time.

The EU carbon market works 

hile markets have 
understandably been 

fixated on short-term drivers, 
we are also looking at the bigger 
picture, with broader trends 
towards more efficient buildings 
and electric vehicles set to 
continue for years to come.

These trends create 
opportunities for some innovative 
industrial businesses, which can 
be found at appealing valuations 
due to short-term macro factors.

electric water heaters is another 
plus. Integrated design has the 
potential for dramatic energy 
savings from industry, transport, 
and buildings. Many other 
benefits would follow.

Almost 50% of our transition 
to a low-carbon future can come 
from reduced waste and better 
models for a circular economy. 
Renewables can more easily 
power our needs if demand 
becomes half of what it is today.

on a cap-and-trade system, which 
means a maximum amount of 
emissions is set by the scheme 
and a corresponding number 
of carbon permits is either 
auctioned or freely allocated to 
participants – such as utilities.

This incentivises emitters to 
reduce carbon footprints, as they 
have to pay for excess emissions, 
and in turn a higher carbon price 
makes decarbonisation tech more 
commercially viable.

One such business is Norsk 
Hydro, one of the largest 
aluminium producers in the 
world. Demand for the metal 
predominantly comes from 
the construction and transport 
sectors, where reducing 
emissions is an increasingly 
significant driver of decision-
making. Here, what sets Norsk 
Hydro apart is it produces its 
aluminium using hydroelectricity, 
instead of the traditional coal.

"Almost 50% of our 
transition to a low-
carbon future can come 
from reduced waste"

"The EU commitment 
to reduce emissions will 
lead to a higher carbon 
price over time"

"What sets Norsk Hydro 
apart is it produces 
its aluminium using 
hydroelectricity"

Earth Day 2022: all 
eyes on innovation
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hile Russia's invasion 
of Ukraine has 
brought added 

uncertainty to an already 
volatile period in markets, the 
determination of central banks 
to tackle rising inflation risk is 
unlikely to change. 

After a long period of low 
yields, interest rates are expected 
to surge. This is presenting 
bond investors with an age old 
problem: how can you add yield 
to a portfolio without bringing 
too much exposure to rate risk? 
One such way fixed income 
investors can potentially boost 
yield is by abandoning home bias 
and diversifying across countries.

For most managers, bonds 
issued by their home country 
are seen as key low risk building 
blocks for multi asset portfolios. 
Such bonds are easily understood 
by end investors, provide an 
anchor for riskier assets, and 
avoid currency risk. However, 
we believe investing globally 
comes with significant benefits 

– not least because it increases 
diversification.

For much of the period since 
the global financial crisis, yields 
on government bonds have been 
low. Such low yields have limited 
the capacity of these bonds to 
act as 'safe havens' in times of 
market stress, as well as reduced 
income for investors.

During the pandemic outbreak 
in the first quarter of 2020, 
for example, yields on many 
benchmark government bonds 
fell sharply – which protected 
portfolios in a difficult period. 
However, the yields on bonds that 
were already very low yielding fell 
by less than higher yielding bonds 
from other countries.

US treasury yields, for 
example, fell much more than 
UK gilts in Q1 2020 – while yields 
on Australian and Chinese bonds 
also declined more than gilts. This 
is evidence that higher yielding, 
non-domestic government 
bonds can act as a useful 'shock 
absorber' in periods of turmoil.

Avoid home bias in fixed income

arasin & Partners, the 
£21bn thematic and 

responsible investment 
manager, has evolved its 
investment leadership.

Guy Monson, who has 
enjoyed a long and highly 
successful tenure as CIO, will 
now become chief market 
strategist –  with Jerry Thomas 
and Phil Collins promoted to 
CIO for global equities and 
multi-asset, respectively. 

Monson will remain the 
firm’s senior partner and a 
cornerstone member of the 
investment policy committee 
and the investment strategy 
group, while taking a greater 
focus on client interaction 
and the communication of 
Sarasin & Partners’ positioning 
and strategy. Monson will 
also continue to lead Sarasin 
& Partners' Target Return 
franchise.

Monson comments: "The 
promotion of Jerry and Phil 
to their respective CIO roles is 
an important step and having 
worked with them both for 
many years, I wish them every 
success. I look forward to 
having additional time to help 
formulate Sarasin & Partners' 
outlook for markets, across 
both existing assets and future 
opportunities.

"Providing our clients with 
unusually high levels of service 
and transparency has always 
been a priority for Sarasin & 
Partners, and I am particularly 
excited by the opportunity this 
will give me to articulate our 
strategy and thinking."

Sarasin promotes 
Thomas and 
Collins
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"We believe 
investing more 
globally comes 
with significant 
benefits"
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he ECB is on course to end 
asset purchases and will 
raise rates out of negative 

territory before the year is out.
That said, we caution against 

taking too strong a signal from 
the end of the conventional 
asset purchase programme and 
negative rates. These policies did 
little to re-anchor inflation to the 
ECB's target before the pandemic, 
nor were they particularly 
effective in the crisis itself. Rather, 
it was a bespoke policy tool – the 
pandemic emergency purchase 
programme (PEPP) – that was a 
game-changer in 2020.

It is not surprising ECB staff are 
now working on a tool specific 
for addressing market shocks 
outside of individual government 
control, such as those caused by 
the conflict in Ukraine. Such a 

ur politicians have 
accepted the climate 
change apocalypticism 

as verbatim and will press 
on down the road to rapid 
decarbonisation irrespective of 
any cost/benefit analysis.

They have fallen into the trap 
of focusing solely on the low cash 
cost of intermittent renewable 
production, without realising that 
the value of this energy to the 
grid will always be low and as the 
market share of wind increases it 
will be negative.

Wind energy is protected 
against its own low value to the 
grid by the contract for difference 
(CfD) subsidy, without which, 
even at high energy prices, wind 
projects will not be financially 
sustainable.

A renewable grid will produce 

tool would enable the Governing 
Council to proceed with 
confidence on its normalisation 
path. Ultimately, however, rate 
rises will be capped due to a 
deteriorating macro environment 
going into 2023.

While peripheral spreads 
appear to have found a value 
point assuming a 'slow go' ECB 
reaction function, should the ECB 
need to top market expectations 
for 200bps of rate hikes over the 
two years, we are likely to see a 
return to spread widening and 
fragmentation risks, with Italy and 
Greece looking most vulnerable.

Conversely, the cautious 
ECB approach to withdrawing 
accommodation could continue 
to weigh on the euro as the rate 
differential relative to the US 
looks set to widen.

abundant electricity for a few 
days annually and prohibitively 
expensive and unreliable power 
the rest of the time, resulting in 
demand destruction and supply 
rationing. In our view, this is a 
monumental misallocation of 
capital and a generational policy 
folly.

The economic consequences 
may well be deindustrialisation, 
loss of blue-collar manufacturing 
jobs, loss of energy security and 
economic recession, akin to that 
witnessed in the 1970s with the 
OPEC oil shocks and the three-day 
week.

This will create an economic 
stagflation resulting in rising 
interest rates, structural inflation, 
and negative real returns on 
all asset classes apart from 
commodities for investors.

The ECB moves gradually

UK wind power folly
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Fresh £10m 
investment for 
Panthera

"Italy and 
Greece look 
the most 
vulnerable"

"This is a 
monumental 
misallocation 
of capital"

anthera Biosciences 
has secured £10m of 

investment from BGF and 
Gresham House Ventures, the 
latter investing on behalf of 
the Baronsmead VCTs.

Since launching in 
late 2019, with an initial 
investment from Gresham 
House Ventures and Catapult 
in 2020, Panthera Biosciences 
has grown to become a major 
player in the UK, with nine 
sites and a rapidly growing 
order book. 

The new investment will 
allow Panthera Biosciences 
to further grow its network 
of dedicated clinical trial sites 
across the UK and Western 
Europe.

Maya Ward, investment 
director at Gresham House 
Ventures, says: "There is a 
sizeable market opportunity 
given patient recruitment is a 
major pain point and expense 
for sponsors in bringing new 
drugs to market, which a 
specialist site management 
organisation like Panthera 
Biosciences can help address. 
We are delighted to continue 
our support for them on this 
exciting journey."

Panthera Biosciences 
chairman John Lyon added: 
"We are very pleased to have 
the backing of such reputable 
and respected investment 
houses as BGF and Gresham 
House Ventures, which will 
supercharge our expansion. In 
the next 12 months we aim to 
become the preferred provider 
for our clients across Europe."
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ecarbonisation has 
become one of the most 
important themes among 

investors, both in recognition 
of the risks arising from the 
transition to a low-carbon 
economy and the enormous 
opportunities. 

According to the International 
Renewable Energy Agency 
(IRENA), $131trn of investment 
is needed to finance the energy 
transition needed to meet the 
1.5°C warming target by 2050. 
This equates to an average 
annual investment of $4.4trn, 
equivalent to about 5% of global 
GDP. Between now and 2050, 
more than 80% of the $131trn 
total must be invested in energy-
transition technologies. 

While current government 
strategies have amounted to a 
commitment of about $98trn 
by 2050, a significant increase 
in private investment is also 
required. The overall financial 
benefits from decarbonisation 
greatly outweigh the costs. 
Under the 1.5°C scenario, every 
$1 spent on the transition is 
estimated to yield human and 
environmental benefits valued 
at between $2-$5. In cumulative 
terms, the additional $30trn cost 
from now to 2050 will result in a 
payback of between $61trn and 
$164trn.

Several trends are now 
shaping the energy transition 
in favour of decarbonisation. 
First, it is now consensus that an 
energy transition grounded in 
renewable sources of energy and 

efficient technologies is the only 
way to give the world any hope of 
limiting global warming by 2050. 

Second, renewable technology 
costs have plummeted to the 
point new fossil-based electricity 
is no longer an attractive option. 
Certain renewable technologies, 
such as wind and solar power, are 
becoming cost-competitive with 
conventional energy generation. 
While the costs of renewables will 
decrease progressively, the cost 
of thermal generation is likely to 
remain volatile and dependent on 
commodities.

Third, geopolitical events are 
encouraging more countries to 
consider ways to become energy 
independent. For example, in 
response to the invasion of 
Ukraine by Russia – which is the 
main supplier of crude oil, natural 
gas and solid fossil fuels to Europe 
– the EU announced a plan for 
achieving energy independence 

The decarbonisation megatrend
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'well before 2030' through 
greater use of LNG and energy 
storage, and swifter adoption of 
renewables.

We have been carefully 
selecting companies with 
leading technologies within the 
long-term structural theme of 
decarbonisation. For example, 
hydrogen is a key enabler in 
the move to carbon neutrality, 
with forecasts it will account 
for 12% of global energy use by 
2050. The next stage of the story 
is efficiently scaling up green 
hydrogen production.

Multinational chemical 
company Linde currently has 
the largest liquid hydrogen 
capacity and distribution network 
globally, with 1,000km of pipeline 
to supply customers and 200 
hydrogen refuelling stations. The 
engineering company aims to 
quadruple its annual sales from 
hydrogen in the next 10-15 years.
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"$131trn of 
investment 
is needed 
to finance 
the energy 
transition"


