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On an absolute basis the ACUMEN Portfolios have fallen in value since the start of the year. This 
is unsurprising given recent developments. However, on a relative basis the funds have held up 
remarkably well, particularly versus the IA sector peer group against which we measure 
performance. On a 2 and 5-year basis, and since inception, the funds are performing well too.
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There are a variety of reasons for strong relative performance. Specifically, our active currency 
management strategy, commodity carve-out, revamped equity exposure, ESG focus and 
short-duration fixed income bias. Each of these topics are covered in a series of blogs available 
on the insights page of our website. But what I want to focus on here is the common thread 
binding these themes, which find their origin back in June 2020 with our strategic review. 
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At that time, we conducted a review of the funds to build-upon the team’s already strong track 
record. Without changing our fundamental approach to investment management, the review 
culminated in a number of adjustments designed to enhance our overall process. These 
included reducing the overall number of positions in each fund by around 50%, introducing 
technical analysis to enhance risk management and opportunity identification, adjusting our 
currency overlay strategy and shifting towards a new strategic asset allocation better aligned 
with the nuances of the UK investment retail space. 

These strategic changes have contributed to an improvement in investment performance, as 
demonstrated in the chart below. Whilst performance closely mirrored the IA Sector up until 
June 2020, you can see that from that point forwards, subsequent performance has been 
noticeably differentiated. I attribute this positive development to the aforementioned changes 
and the hard work, experience and dedication of the investment team.
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Key Themes

Our core theme this year is economic growth will moderate but remain robust overall even as 
inflation persists at elevated levels. As a result, our investment strategy has been focused on 
short duration fixed income assets, defensive and dividend paying equities, commodity-linked 
equities and commodities. 

It's not just that inflation will persist. We believe we are on the cusp of a new monetary regime 
characterised by structural inflation. This narrative starts with the recent and tragic situation in 
Ukraine and its wide-ranging impact, from human suffering to economics and geopolitics. 
Whilst the official sanctions on Russia effectively excluded commodities, developed market 
private sector companies, predominantly in the west, have opted to voluntarily ostracise Russia 
from international supply chains. That is a serious issue given the heavy dependence, in Europe 
specifically, on Russia which supplies one-third of the regions oil and almost half its imported 
coal and gas. This is aggravated further by logistical factors constraining near-term substitutes 
as well as the existing Covid-19 supply shock.  

But recent developments are merely the tip of the iceberg. For some time now a war has been 
raging between Russia (in part-collusion with China) and the west and only recently has this 
spilled over into broader public awareness. Previously the battlelines were drawn in cyberspace 
(online attacks), actual space (satellite warfare) and in various less-followed regions of the world, 
like Svalbard, where a vital internet connection was recently cut, and parts of Africa, where 
sovereign-backed private militia go head-to-head for resources. There has also been an 
orchestrated move away from dependence on the US dollar, the global reserve currency, which 
has been increasingly weaponised over the last few years. This growing tension is 
representative of a broader war raging beneath the surface. Its consequences could prove far 
reaching and is part of the narrative behind the recent shift from an interconnected world, 
comprising offshore and last-minute supply chains, towards a greater emphasis on security and 
domestic onshore production. In short, a shift away from globalised capitalism, which over the 
last half-century has seen companies maximise production and minimise costs, wages and 
consumer prices, towards a less globalized more fragmented world consistent with a structural 
pick-up in inflation.

Against that backdrop, we are mindful of the primary objective of most central banks to control 
inflation and raise rates to do so. Whilst eleven out of the last fourteen tightening cycles since 
World War II have resulted in recession within a couple of years, we think strong near-term 
economic momentum and a ‘pragmatic’ Fed, during a midterm year, reduces this risk in the 
near-term. With that in mind we think it is too early to make the recession call and maintain our 
preference for equities over bonds. 
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Bond yields, which move inversely to prices, are breaking out of their long-term downtrends.

As equities look set to outperform fixed income in the inflationary environment laid out ahead, 
asset allocators are incentivised to look to dividends and high dividend stocks as a source of 
income over the coupons generated from bonds. Furthermore, from a historical perspective, 
dividend paying strategies have tended to outperform late cycle. The best place to be are 
those companies positioned to benefit from rising rates that have pricing power and can 
deliver dividends.

Date Range: 19/04/1978 - 19/04/2022Source: Bloomberg, Titan Asset Management
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Whilst we continue to like equities, we are mindful of the risks. From a market perspective, 
equities tend to perform well during the early stages of a rate hike cycle but tend to turn 
negative if that cycle is prolonged. This risk is exacerbated by the dramatic increase in global 
debt since the financial crisis. There is also the risk posed from lofty valuations and therefore we 
maintain our relative preference for global ex-US equities and for defensive and low volatile 
securities in the US over high-beta cyclicals.

Since we first flagged the theme in Investment Week magazine in November 2021, and our Q1 2022 
Quarterly Perspectives, dividend strategies have gone on to outperform the broader market, with 
further upside potential. 

Date Range: 30/06/1995 - 19/04/2022 Source: Bloomberg, Titan Asset Management
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US equity valuations are at levels that have proven historically vulnerable.  

At this juncture, it is interesting to note that cyclical stocks, which have outperformed defensives since 
March 2020, look set to underperform defensive sectors with 30% relative downside potential.

Date Range: 01/01/1881 - 12/04/2022Source: http://www.econ.yale.edu/~shiller/data.htm, Bloomberg, Titan Asset Management
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Finally, we think commodities and commodity equities are well placed to hedge the portfolios 
from high and persistent inflation and we see no reason why the broad-based index cannot 
exceed prior highs set in 2008. Within the commodity complex we maintain a sizeable 
allocation to gold and gold miners which seem attractively valued given heightened 
uncertainty, the potential for ongoing volatility, attractive relative valuations versus the price of 
oil, and recent breakdown versus the long-term inverse relationship with real yields. 

The year-on-year change in the S&P Goldman Sachs Commodity index closely tracks the US CPI Urban 
Consumer inflation index, making it an effective portfolio hedge.
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Date Range: 31/12/1975 – 18/04/2022Source: Bloomberg, Titan Asset Management
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We see further upside in commodity prices but remain mindful of the historic relationship between the 
broad based index and the gold/oil ratio which is now back at historically relevant levels. 

Date Range: 30/06/1988 - 19/04/2022 Source: Bloomberg, Titan Asset Management
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Fixed Income 

Duration has been the main focus of the first quarter and will continue to stay in the forefront 
of investors minds for the rest of the year. We have benefited from the sharp upward move in 
yields and locked in some profit on our short duration bias. As yields reach key technical levels, 
and to neutralize risk relative to the benchmark, we have subsequently rotated into slightly 
longer duration government bonds. Long-dated yields now look increasingly interesting 
although we think it is too early to invest fully. Aside from being the only part of the curve 
providing positive, albeit small, real yield, recent US economic data has been mixed and could 
begin to show a slower pace of growth in the coming months. 

2
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In credit, we went underweight developed market high yield bonds late last year. Given the 
short duration nature of high yield debt, these firms will have high refinancing costs in the 
coming years and, provided yields stay high, any slowdown in economic growth from the fallout 
of Covid-19, and ongoing tightening of financial conditions, will have a greater impact on these 
credit spreads than those of higher quality corporate debt. To limit the duration risk the 
portfolios are exposed to we maintain our short duration bias in our overweight to European 
sustainably linked and US investment grade corporate debt exposures. 

We have two positions in emerging market debt across the portfolios. We initiated a position in 
Chinese local currency bonds in early 2020, and this position has performed well since 
inception. Low correlation with the majority of the bond market, a growing allocation within 
international bond indices and the People’s Bank of China’s current monetary easing policies 
continues to provide support for this position. We also own a basket of hard currency emerging 
market corporate bonds. The health of the Asian credit market is a key driver of this position and 
recent events have seen some easing of the dislocation between higher and lower quality 
corporate debt in the region.

2
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Equities 

Equity markets suffered their worst quarter since the pandemic in the face of the devastating 
conflict in Ukraine, rising inflation and central bank policy normalisation. As previously outlined 
in recent blogs, our portfolios were well positioned for the heightened volatility and inflationary 
shocks leading to strong outperformance year-to-date vis a vis our peer group.

As mentioned in the key themes section, we have increased exposure to dividend paying 
strategies across select regions as we believe they are well positioned in the current regime. 
While bond yields have risen sharply, real yields remain negative (at the time of writing) and 
income via dividend payments look attractive over bond coupons. We put particular emphasis 
on companies with strong cashflows that can grow and sustain their dividend yields. With 
interest coverage ratios around 30-year highs, more corporates should be able to achieve this 
even with slowing economic growth. Furthermore, these strategies are more geared to the 
value factor which tends to perform better in rising rate and inflationary environments. 

Date Range: 30/09/2009 – 07/04/2022  Source: Bloomberg, Titan Asset Management
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In January we forecast that real yields would rise and turn positive during the course of this year, 
benefiting value stocks. As shown in the chart above, this strategy has played out since that call.  

UK large caps offer attractive dividend yields while trading at relatively low multiples. These 
factors combined with their exposure to commodity cycles along with defensive sectors such as 
healthcare and consumer staples leaves them well positioned in this environment.

In the US, healthcare remains one of our preferred sectors given strong balance sheets, relative 
pricing power and reasonable valuations across the sector. Additionally, the defensive 
characteristics of these stocks mean they are more insulated from continued market volatility. 
We also favour defensiveness in our equity allocations via low volatility smart beta solutions 
which add resilience to the portfolios amid the elevated macroeconomic and geopolitical risks. 

The outlook for European equities has dampened since Russia’s invasion of Ukraine. Europe’s 
energy dependence on Russia leaves them vulnerable to economic contraction should either 
side disrupt the energy trade. While this is in neither side’s economic interest and the 
European indices have bounced strongly from their lows, we are cautious with our European 
exposure. We continue to be underweight emerging market equities with tight stop losses 
around our Chinese equity investments in the face of Covid lockdowns, regulatory risk and 
geopolitical tensions.

Date Range: 30/09/2018 - 20/04/2022 Source: Bloomberg, Titan Asset Management
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We opened a position in US healthcare stocks at the bottom of its channel which has since performed 
strongly vis a vis the MSCI World.

Developed equity markets are now higher than when the war begun as investors buy the dip.

Date Range: 31/12/2003 – 22/04/2022Source: Bloomberg, Titan Asset Management

0.25

0.35

US Healthcare Relative Value

R
atio

2019201720162015 2020 2021 2022

Date Range

0.20

0.15

2018201120102009 2012

0.30

2013 20142008

Entry

Healthcare Sector / MSCI World

2007200620052004

Date Range: 25/02/2022 – 31/03/2022 Source: Bloomberg, Titan Asset Management

100

Global Stocks Post Invasion

Perform
ance (Indexed to 100)

Feb 2022 March 2022

Date Range

95

105

90

MSCI AC World
S&P 500
Stoxx 600
MSCI Asia Pacific
MSCI Emerging Markets

2



Physicals 

The first quarter saw war in Ukraine and subsequent sanctions turbocharge returns in physical 
assets already subject to tightening conditions and structural demand changes due to chronic 
underinvestment. Consequently, base metal, energy, property and agriculture indices 
outperformed global equity and bond indices, and our tactical overweight to this theme has 
contributed to strong relative performance so far this year. The demand for commodities is 
evident by the fact that twenty-one of the twenty-eight major commodity indices are trading in 
backwardation; a sign people will pay more for immediate delivery.

This index tracks the number of commodities in backwardation. Since oil prices turned negative in 
2020, we have seen a steady increase in spot demand for commodities. With supply constrained and 
inflation high, this sets the stage for further outperformance.
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Date Range: 31/12/2007 – 31/03/2022Source: Bloomberg, Titan Asset Management
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Looking to the future, four key drivers will determine the price 
movement in physical assets. 

The likelihood of a resolution to the war with Ukraine; thus, beginning the process 
of supply chain normalization.

Slowing economic growth in China versus the ability to stimulate a commodity 
intensive economy.

The speed and severity of the US rate hiking cycle and the impacts on inflation and 
growth.

Whether commodity prices will begin exhibiting signs of demand destruction 
after such an exceptional rally.

Whilst many commodities have pared back some of the gains made this year price tightness 
has not meaningfully abated and lingering uncertainty will likely see energy prices continue to 
trade higher. Reduced spare capacity from key suppliers must be weighed against covid 
lockdowns in China and the Fed hiking cycle. Further, geopolitical tensions such as the Iran 
nuclear deal and US shale rulings could bring or remove meaningful supplies depending on 
the outcome.

Chinese demand will be the crucial determinant of base metal prices in the short-term. 
However, we believe the People’s Bank of China will provide necessary stimulus to moderate 
this risk. Inelastic supply and ongoing tensions in producing regions such as Chile will likely 
provide support for further upside this year. On the demand side, increasing defense budgets 
resulting from Russian aggression will provide support to metals, coupled with longer-term 
pushes for decarbonization.

Gold has enjoyed a strong start to the year, missing the 2020 record high by only a few dollars. 
Markets finally view gold as a hedge against geopolitical tail-risks and our continued exposure 
in both the physical metal and gold miners conveys limited faith in the ability of central banks 
to curb this inflation in a timely manner. 

In an environment of continued volatility, demand growth fears and high inflation we believe 
that physical assets will continue to benefit the funds whilst providing meaningful 
diversification from traditional asset classes.
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Foreign Exchange 

The first quarter of 2022 has seen further US dollar appreciation as investors weigh up 
compounding inflation fears, resulting in a progressively aggressive Federal Reserve rate hike 
cycle. The other driver of recent US dollar strength has been the escalation of the 
Russia-Ukraine war as investors reallocate towards safe haven assets, increasing the demand 
for US dollars in the process. Furthermore, the Fed has recently signaled to the market how they 
plan on trimming assets from their $9bn balance sheet, pushing up the price of US dollars in the 
process. In an effort to unwind stimulatory quantitative easing and slow the raging inflationary 
pressures the Fed may need to tighten at almost twice the pace it has done in the past. Growing 
risk aversion has come at the detriment of the UK pound, a currency which tends to act as a 
pro-risk asset. The currency has fallen from 1.37 at the beginning of the year to just 1.30 versus 
the US dollar. We have benefited from this move given our decision last year to unwind almost 
all of our equity and commodity linked underlying US dollar exposure. 

Looking forward, the big question for investors is where each currency sits in their respective 
hiking cycle. Two currencies which have been behind the curve are the euro and Japanese yen. 
Both the European Central Bank and Bank of Japan have defended their loose monetary policy 
stance, in an effort to avoid suffocating economic growth. 

Further afield, some emerging market currencies have been surprisingly resilient, given it has 
been mostly a story of risk aversion. Resource rich nations such as Australia, and those in Latin 
America, have thrived in an environment of higher commodity prices, via additional demand for 
their currencies via a pick-up in demand for their exports. 

The US dollar has appreciated markedly against a basked of developed market peers, as shown in the 
chart above. During the second half of last year, we increased exposure to the dollar versus the UK pound. 

Date Range: 31/12/2020 – 10/04/2022 Source: Bloomberg, Titan Asset Management
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ESG Investing

In our Q1 Quarterly Perspectives publication we proposed two ways to play the decarbonisation 
trade: backing the innovators building the technologies and systems necessary to move away 
from fossil fuels, or via exposure to the price of carbon in cap-and-trade schemes like the EU 
Emissions Trading System. Since the Russian invasion of Ukraine began, a proxy for the first 
strategy is up about 20%, and a proxy for the second strategy, is down about -10%. For colour, the 
MSCI All Country World equity index was up about 5% over the same period. The negative 
correlation between these strategies, albeit measured over a short period, is exactly the sort of 
opportunity we discussed at the beginning of 2022. 

The first strategy rerated, in part, because policymakers in the West, and especially in Europe, 
have accelerated plans to decarbonise their economies in response to the invasion, the jarring 
immediacy of which has injected urgency into the transition away from fossil fuels to a far 
greater extent that the dense Intergovernmental Panel on Climate Change reports and COP 
gatherings have been able to in recent years. Perhaps surprisingly (considering the dramatic 
headlines about rising fuel costs since the invasion began), this strategy also outperformed an 
equity proxy for fossil fuels (those companies operating in oil & gas exploration & production) 
over the same period. The second strategy derated primarily because the invasion has added 
a headwind to economic growth in Europe. Lower growth usually implies lower greenhouse 
gas emissions, and lower emissions implies less demand for emissions allowances. We 
decided to keep both strategies on our watchlist, mindful that the ongoing invasion has 
caused an increase in volatility across financial markets generally and these strategies 
specifically. For example, the 90-day annualised volatility for the aforementioned strategies 
are 40% and 70% respectively whilst the equivalent number for the MSCI All Country World 
equity index is just 20%.  

Another theme covered previously was the evolution of the ESG ecosystem; specifically, that 
the ecosystem continues to grow larger and smarter. A fine example of this growth, and a 
possible third way to play the decarbonisation trade, is the Engine No. 1 Transform Climate ETF, 
which was launched in March (in the USA and therefore out of scope). Rather than focus on the 
smaller, newer companies usually found under the bonnet of decarbonisation-relevant ETFs, 
the purpose of the Engine No. 1 ETF, unique among passive product providers, is to allocate 
capital to larger incumbents in emissions-heavy industries and encourage executives, through 
engagement, to shift business models and balance sheets away from fossil fuels. Engagement 
with companies like Ford and Occidental is certainly part of the decarbonisation story, and 
companies like BP show that the transition is possible, but investors should avoid leaning too 
heavily into the broad-based dead cat bounce in emissions-heavy industries of late. Some 
industries, like thermal coal, are already in structural decline, and not all companies will be as 
willing as BP to drastically change their business model.

2
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Final Thoughts

Also known as the fear gauge, the VIX is a popular and widely used measure of equity market 
volatility. The VIX is expressed as a percentage which represents the expected movement range 
for the S&P 500 where the probability of that outcome occurring is within one standard 
deviation (occurs 68% of the time). As shown below, the post-Covid average is around 25 which 
means that the annualised upward or downward change of the S&P 500 is likely to be no more 
than 25%. This is consistent with periods of heightened risk and elevated uncertainty - initially 
caused by the Covid outbreak and more recently exacerbated by the Russian invasion of 
Ukraine. In contrast, the pre-Covid era is consistent with a much lower levels of volatility, around 
15. Bottom line, markets are more volatile now than they were when we launched our first fund 
in October 2014. 

Date Range: 24/02/2022 to 31/03/2022Source: Bloomberg, Titan Asset Management
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In the key themes section, we wrote about the potential for a new world order characterised by 
deglobalisation and persistent inflation. If that narrative turns true, then volatility levels will 
remain elevated for some time. This has consequences for financial markets and the performance 
of the funds. 

There have been short-term periods of outperformance and underperformance across the 
ACUMEN Portfolios. This is natural for actively managed strategies and the heightened volatility 
has certainly exacerbated this. However, overall, the ACUMEN Portfolios have performed very well 
during this period. Indeed, as detailed in the opening section on performance, our active 
investment style has generated significant relative alpha for our clients. To ensure this remains 
the case moving forward we endeavour to constantly review our base case investment outlook, 
prepare for alternative scenarios and to adapt when required to the ever-evolving market climate.  

Tavistock Asset Management Limited is authorised and regulated by the Financial Conduct Authority with FRN 
955719. Tavistock Asset Management Limited is a wholly owned subsidiary of Tavistock Investments Plc. This content 
is for financial intermediaries, it is not aimed at the general public. This document is published and provided for 
informational purposes only. The information contained within constitutes the author’s own opinions. Tavistock Asset 
Management do not provide financial advice. None of the information contained in the document constitutes a 
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Date Range: 31/12/2013 - 20/04/2022 Source: Bloomberg, Titan Asset Management
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