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Inflection points

So far, 2022 is shaping up to be a very different year than 2021. The 
Russia-Ukraine conflict has created the greatest European security threat 
since World War II, and the extent of the humanitarian crisis is, at this 
point, unknowable. What is certain is that the related economic shock will 
reverberate through markets for some time to come, and we expect the 
global economy as we know it will change. 

The conflict in Ukraine isn’t the only factor affecting global markets.  
The world’s uneven emergence from COVID-19, supply chain disruptions, 
and sharply higher inflation are just some of the trends reshaping the 
investment landscape this year. We’ve devoted much of this issue of  
Global Intelligence to exploring these and other inflection points. 

Our Chief Economist Frances Donald offers a view of how she’s  
incorporating the Russia-Ukraine conflict into her global macroeconomic 
outlook. She and her team also look at five trends shaping the U.S. labor 
market, many of which have been exacerbated by the pandemic. Émilie 
Paquet and Alex Grassino of our multi-asset solutions team take the  
topic of inflation one step further by modeling the impact of higher prices 
on retirement portfolios. Oliver Williams and Recep Kendircioglu of our 
real assets team explain how innovations in agriculture infrastructure can 
help food production overcome today’s supply chain vulnerabilities while 
also encouraging sustainability. The conflict in Ukraine has spotlighted 
another key sustainability issue: the world’s vulnerability to highly volatile 
petroleum prices and the challenge of getting to net-zero emissions by 
2050. Fred Isleib and Omar Soliman of our ESG team use a proprietary 
framework to assess how well the world’s banks are living up to their 
net-zero pledges and offer suggestions on how to move forward. Finally, 
three of our most senior fixed-income portfolio managers discuss where 
they’re finding investment opportunities given the convergence of higher 
inflation, tighter monetary policy, and low yields. 

We’re pleased to provide our latest thinking on issues that we believe will 
affect investors in the months and years to come. At Manulife Investment 
Management, our global footprint and diverse capabilities enable us to 
offer both the insight of our experts around the world and the product 
solutions to help investors realize the possibilities. We hope you enjoy this 
issue of Global Intelligence, and we welcome your feedback. 
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Global Intelligence | Macroeconomic outlook  

Incorporating the 
Russia-Ukraine  
conflict in a global 
macro outlook

Frances Donald
Global Chief Economist and Strategist

Key takeaways

•  The economic repercussions of the conflict amount to a 
stagflationary shock to the global economy. A return to 
a Goldilocks macro environment in H2 2022 now seems 
less likely.

•  Russia’s prominence in the commodities market implies 
that commodity inflation will be the main channel  
through which the conflict will affect global growth and  
inflation expectations.

•  Global desynchronization could become more observable 
over the course of the year as the effects of the conflict 
will be felt unevenly around the world.
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While it's still early days in the conflict between Russia  
and Ukraine, we cannot dismiss its impact on our medium- 
term outlook. We offer a framework for considering the 
evolving situation.

Geopolitical developments are anathema to macro  
strategists. They’re difficult to predict and time, can be 
violently disruptive to market pricing—although usually for 
short periods—and they tend to distract market participants 
from focusing on core longer-term themes. When they 
occur, seasoned macro strategists typically highlight the 
benefits of looking past the headlines and focusing on where 
we are in the business cycle, the direction of interest rates, 
and the strength of the consumer.

And yet, as we’ve spent the past several weeks reflecting 
on the implications of a Russia-Ukraine conflict, we cannot 
dismiss its impact on our global macro views. Although 
many assets have already rebounded from their initial  
sell-off, we’d caution that there are reasons to consider 
how the situation will affect our medium-term outlook.

A stagflationary  
economic shock
Indeed, the conflict and its repercussions amount to a 
stagflationary economic shock, which is hitting the global 
economy at a moment in which it was already suffering 
from painful inflation and signs of a growth slowdown to 
come. While the magnitude of the shock isn’t yet known—
and will be a function of the evolution of events—the 
trajectory of this particular geopolitical event is sufficient 
for us to:

•  Add conviction to our existing call that the first  
half of 2022, particularly the second quarter, could  
be mired in stagflationary dynamics (lower growth, 
higher inflation), persistent volatility, and more  
frequent bouts of risk aversion

•  Lower our conviction that the second half of  
2022 will be an easy return to a Goldilocks  
scenario (stable growth and lower inflation)

As these are still early days, I’d stress that these are  
changes in our convictions around our base case, not  
a change in our outlook overall.

Commodity inflation  
is critical
To start, the main channel through which this conflict  
will affect global growth and inflation forecasts is  
through commodities. As Sue Trinh recently explained,  
the Russia-Ukraine conflict needs to be monitored very 
closely, particularly given Russia’s critical role in  
commodity markets:

“Russia is the world’s leading exporter of natural gas 
(17.1% of global production) and the second-largest 
exporter of crude oil (12.1%). For context, Saudi Arabia 
accounts for 12.5% of the crude market. 

Russia and Ukraine are also significant agricultural  
producers: Their combined wheat, barley, and maize exports 
represent 21% of the global total, and together they supply 
60% of the world’s sunflower oils. Russia and Belarus also 
account for approximately 20% of total fertilizer exports, 
which is vital for global food production.

Meanwhile, Russia is one of the world’s largest producers 
of critical metals. It’s the biggest exporter of palladium 
(20.7% of total volume) and ranks second after Chile in 
terms of refined copper (7.1%). The country also holds the 
third position for nickel (11.2%) and aluminum (9.0%).”

Our three-part framework  
for assessing the situation
Understanding this, we’ve constructed a simple framework 
through which we incorporate this evolving conflict in  
our outlook.

1	 	Another	stagflationary	shock. Our regular readers 
may be familiar with our view that the first half of 2022 
(especially late Q1 and Q2) is likely to see stagflationary 
dynamics (higher inflation than comfortable, lower 
growth than comfortable). The higher-inflation-than- 
comfortable component of isn’t controversial, and the 
ongoing run-up in energy (and food) prices, exacerbated 
by the Russia-Ukraine conflict, is readily observed.

  But the second-order impact of sharply rising energy 
and food prices is a growth shock, as energy demand 
has notoriously limited elasticity; that is, even if gas 

https://www.manulifeim.com/institutional/global/en/viewpoints/market-outlook/economic-impact-of-russia-ukraine-conflict
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prices or heating costs soar, we still need to get to work 
and to stay warm, and consumers either have to use 
savings or cut back in other areas of spending. This is 
on top of negative real wage growth and weak consumer 
confidence data in most major economies. U.S. personal 
income data also out in late February showed income 
rose 0.0% month over month, and spending only rose 
off the back of declines in the savings rate. That’s not a 
healthy consumer backdrop for experiencing another 
price shock. We expect to be thinking much more about  
the global consumer’s exposure to energy in the  
weeks ahead.

  We’ve already been operating with the expectation that 
high costs would cramp growth, but the Russia-Ukraine 
conflict compounds the issue and is consistent with 
ongoing yield curve flatteners. It also potentially throws 
a wrench into our expectation that inflation would begin 
cooling after February and would sharply decline to 
2% in most major economies by year end. We’re still 
comfortable with the path of that decline, but its speed 
may be affected by these tensions.

  Combined with supply chain disruptions that may limit 
inventory rebuilds that we hoped would fuel growth  
in the second half of 2022, our call for a return to  
Goldilocks by year end is looking less than solid.

2	 	A	potential	slowdown	in	central	bank	tightening. 
Central bankers were out in droves this week and few 
could avoid addressing the Russia-Ukraine conflict.  
Most highlighted the uncertainty this has injected into 
the outlook and downplayed the likelihood of a 50 basis 
point (bps) hike in March. Meanwhile, markets have gone 
from pricing in a 50bps hike as a near certainty two 
weeks ago to now having a one-in-five chance. That’s  
consistent with our central bank outlook, which has 
made the point that the odds of a 50bps hike were  
overpriced. Indeed, we continue to believe the U.S.  
Federal Reserve (Fed) can hike three times this year in 
total, along with quantitative tightening, whereas the 
market is still pricing in six to seven hikes in the next  
12 months.

  The Fed is once again in a situation in which inflation  
is coming from global and supply-side developments; 
interest-rate hikes will do little to cool energy-driven  

inflation precipitated by geopolitical developments. 
But both the pressure coming from some moderate 
increases in services inflation and the political challenges 
associated with 7%+ year-over-year prints probably 
mean they’re still on the path to normalization.

  The biggest reason we expect the Fed to pivot more 
dovishly this year is because we expect the narrative to 
turn away from high inflation toward low growth.  And 
if we’re correct that the Russia-Ukraine conflict will 
compound the growth shock, then we have even more 
conviction in our call that the market is overpriced—both 
in that it still has a 20% chance of a 50bps hike priced 
into March but also because of how much tightening it 
believes the Fed will engage in over 2022. Should the 
Fed pivot, it will be able to resteepen the curve, which is  
desperately needed, and support an extension of the cycle.

  The Russia-Ukraine conflict isn’t solely about the  
U.S. central bank, of course. We expect more dovish 
commentary from the Bank of Canada, the Bank of  
England, and, most important, the European Central 
Bank as it assesses the stagflationary dynamics at play.

3	 	Relative	impacts/trades. We expect the theme of 
global desynchronization to become more important 
over the course of 2022. While the stagflationary shock 
emanating from the Russia-Ukraine conflict is global in 
nature, its effects will be felt unevenly around the world. 
In terms of major macro economies, Europe is most 
exposed to the growth destruction from higher energy 
prices, given its natural gas exposure and existing  
weaknesses. Indeed, recession odds for Europe will 
climb in the coming year (although recession isn’t our 
base case). We believe the United States is in a better 
position to absorb some energy and food price inflation, 
although the country, in absolute terms, is worse off.

  As Sue Trinh covered, emerging markets are, on 
balance, weakened, but those economies that can 
absorb higher food and energy prices (e.g., Singapore 
and Malaysia) or those with least exposure to liquidity 
shocks (e.g., Indonesia and the Philippines) could be 
relative outperformers. It’s also likely that global export 
momentum slows somewhat, and so those economies 
less reliant on foreign demand may enjoy a mild  
relative advantage.

https://www.manulifeim.com/institutional/global/en/viewpoints/market-outlook/global-interest-rate-outlook-central-banks-hawkish?cid=GB-EN_MIM_IN_OS_Employee_ThoughtLeadership_MarketOutlook________TW___GlobalInterestRateOutlook_FrancesDonald&utm_source=OS&utm_medium=Employee&utm_campaign=ThoughtLeadership_MarketOutlook&utm_term=GlobalInterestRateOutlook_FrancesDonald&utm_content=GB-EN_MIM_IN________TW__
https://www.manulifeim.com/institutional/global/en/viewpoints/market-outlook/economic-impact-of-russia-ukraine-conflict
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Five trends 
shaping the U.S. 
labor market 

Frances Donald
Global Chief Economist and Strategist

Alex Grassino
Head of Macro Strategy,  
North America

Erica Camilleri
Global Macro Analyst

Key takeaways

•  Record resignations and a persistently low labor force  
participation rate have sparked concerns about the health  
of the labor market, given its impact on inflation, growth,  
and productivity.

•  COVID-19 made certain trends in the labor market more  
observable and accelerated others—in many instances, 
these developments are structural in nature.

•  We should reassess established tools and frameworks  
used to understand the labor market because they may  
not fully capture important changes that have taken place  
in recent years.
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The United States is facing a major labor shortage that’s 
restraining the speed of the economic recovery and 
pushing wages higher, and theories abound regarding 
what’s driving the staff shortage. We take a closer look.

A shrinking labor market?
Some call 2021 the year of the Great Resignation, a 
period during which a record number of U.S. workers said 
goodbye to work for good. It’s a trend that’s been picked up 
by the media and widely framed as a collective response 
to the pandemic. Readers were treated to moving profiles 
of individuals who left work to care for the young and the 
vulnerable and others who decided to call time on the 
rat race to embrace a simpler, more meaningful life. It’s 
an appealing narrative that appears to be supported by 
economic data.

More than 4.3 million workers left their positions in  
December, following the record 4.5 million set in November, 
bringing the tally of those who resigned from their roles in 
2021 to nearly 47.5 million, which is roughly 12.5 million 
more than all of 2020.¹ This coincided with reports of 
a sustained labor shortage, thereby sparking concerns 
about the long-term health of the U.S. labor market. 

U.S. workers are leaving their jobs at the fastest pace in 20 years (%)
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0

1

2

3

4

5

6

7

12/2012/1812/1612/1412/1212/1012/0812/0612/0412/0212/00

Source: U.S. Bureau of Labor Statistics, Manulife Investment Management, as of January 14, 2022. The gray areas represent recessions.

Some observers have been quick to note that resigning 
differs from leaving the workforce permanently. This is  
why economists have been focusing on the labor force 
participation rate (LFPR), which measures the percentage 
of the population that’s either working or actively looking 
for work, a metric that offers a more representative  
perspective of the U.S. labor market. That said, the LFPR  
fell more than five percentage points during the first wave 
of the COVID-19 outbreak, between February and April 
2020, and has since only recouped just over half of what 
 it lost, lending credence to those concerns.  

There’s been no shortage of research illustrating how the 
pandemic has dampened our desire to resume work—the 
fear of contracting COVID-19, stimulus checks, care 
responsibilities, and school closures—but labor supply 
remained stubbornly constrained even as some of these 
factors dissipated in the second half of 2021. While  
early retirement (those aged 55 and above) and falling 
immigration contributed to the situation, they’re only part 
of a bigger picture.

It would be overly simplistic to view recent developments 
in the labor market as a net new disruption brought about 
by the pandemic. Historical data suggests what we’re 
experiencing is a multidecade trend: The total LFPR for 

https://www.bls.gov/news.release/jolts.nr0.htm
https://www.bls.gov/news.release/archives/jolts_01042022.htm
https://www.cnbc.com/2021/10/20/6-reasons-why-americans-arent-returning-to-work.html
https://www.pewresearch.org/fact-tank/2021/11/04/amid-the-pandemic-a-rising-share-of-older-u-s-adults-are-now-retired/
https://www.census.gov/library/stories/2021/12/net-international-migration-at-lowest-levels-in-decades.html
https://www.census.gov/library/stories/2021/12/net-international-migration-at-lowest-levels-in-decades.html
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“Although we expect 
workers to continue to 
hold the upper hand 
in 2022, and perhaps 
in 2023, there’s an 
emerging trend that 
may place a cap on 
how long this could 
last: automation.”

those over the age of 16 peaked in early 2000 and has 
been falling ever since. Similarly, the employment-to- 
population ratio peaked at 64.6% in March 2000 and 
currently sits at 59.5%. Perhaps the question that requires 
answering isn’t when U.S. workers will heed the call to 
return to work, but do we need to revisit the way we look  
at the labor market?

Our understanding of the concept of work has changed 
in the past few decades, including what we (as workers) 
expect to get out of it and how work should fit into our 
lives. Meanwhile, the unending drive toward increased 
productivity and efficiency has also informed our 
experience of work. Within this context, we highlight 
five trends (many of which predate COVID-19) that we 
believe will shape the labor market.

1  Job seekers versus 
employers: the balance 
of power has shifted
Persistent labor shortages can shift the balance of power 
between employers and workers, giving additional leverage 
to those who are able and willing to work, enabling them to 

demand better  
wages and perks 
such as flexible 
working hours and 
choice of location.

The law of supply 
and demand  
suggests that  
workers with the 
most bargaining 
power will be  
concentrated in  
sectors in which shortages are most acute and, in this 
instance, the honor goes to the leisure and hospitality  
segments. The media, thankfully, brought some much- 
needed levity to the troubling development by highlighting 
the lengths that employers are willing to go to hire staff, 
from generous hiring bonuses to pledges to invest in  
innovations to make a barista’s job easier to free canapes 
for aspiring waiters and waitresses. Curiously, while wage 
growth is highest in leisure and hospitality, the industry 
is still facing staffing shortages. What happened to our 
economic model, which basically states that higher wages 
attract more workers? Clearly, workers are looking for more.

U.S. labor force participation rate has been declining since 2000 (%)
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Source: U.S. Bureau of Labor Statistics, as of January 7, 2022. The gray areas represent recessions.

https://fred.stlouisfed.org/series/EMRATIO
https://fred.stlouisfed.org/series/EMRATIO
https://www.reuters.com/markets/commodities/pilots-ramp-agents-us-airlines-go-all-out-staff-up-2021-11-23/
https://www.cnbc.com/2021/10/27/starbucks-hikes-wages-will-hit-15-an-hour-in-2022.html
https://www.nytimes.com/2021/06/08/business/economy/jobs-hiring-incentives.html
https://www.businessinsider.com/inflation-beat-wage-growth-for-all-but-hotel-restaurant-workers-2022-1?r=US&IR=T
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“It’s impossible to 
know how much of  
the U.S. workforce  
will be able to WFH 
permanently,  
but there are  
suggestions that 
the numbers could 
ultimately land 
somewhere  
between 20%  
and 25%.”

The thirst and demand for higher wages and better working 
conditions isn’t new. This can be seen in the surge in the 
number of workers involved in major work stoppages since 
2017 (understandably, data for 2020 is distorted by the 

pandemic). While we’re 
a long way from where 
we were in the 1970s, 
it’s obvious that the 
idea of collective  
bargaining might be 
gaining traction, and 
the pandemic has  
perhaps tipped the 
odds in the job  
seeker’s favor.

The longer workers 
can hold onto their 
bargaining power, 
the more they’re likely 
to reap the rewards, 

from higher pay to additional benefits. From an economic 
perspective, their bargaining power will also be relevant 
to longer-run inflationary dynamics. That said, there’s a risk 

that labor-dependent companies might change tack and 
address their staffing situation differently. Although we 
expect workers to continue to hold the upper hand in 2022, 
and perhaps in 2023, there’s an emerging trend that may  
place a cap on how long this could last: automation.

The rise in automation is a thematic trend that was in place 
before COVID-19 and that’s accelerated in the past two 
years: It’s a powerful force that will reshape the labor  
market. In the first nine months of 2021, companies  
in North America ordered 29,000 robots—a record  
number—to speed up production amid difficulties in hiring. 
Tellingly, robot manufacturers found themselves fielding 
orders from relatively unexpected parts of the economy. 
Fast-food restaurants and hotels, for example, turned to 
technology and robots to replace workers who were  
difficult to retain given the high-interaction nature of their 
roles (which heightens the risk of exposure to COVID-19). 
In our view, the offset between labor shortages and the 
speed and effectiveness that automation promises will 
become a critical component of the medium-term labor 
market dynamics, wages, and price pressures in the  
years ahead.

Number of workers involved in major stoppages (1975–2020)
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Source: U.S. Bureau of Labor Statistics, Manulife Investment Management, January 2022.

https://edition.cnn.com/2021/11/12/tech/robot-automation/index.html
https://edition.cnn.com/2021/11/12/tech/robot-automation/index.html
https://www.nytimes.com/2021/07/03/business/economy/automation-workers-robots-pandemic.html
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2  Changing work  
preferences
Flexible work arrangements or, more specifically, working 
from home (WFH), have become a defining feature of life 
for many of us in the past two years. No longer a perk 
that managers can use to occasionally incentivize staff, 
it became a necessary component of working during the 
pandemic. Like kids who have been introduced to candy, 
we now expect it, and we find it difficult to revert to life as  
it was before.

Redefining homework

By some estimates, WFH accounted for 5% of fully paid 
workdays in the United States before the pandemic— 
that quickly rose to 60% before stabilizing around the  
40% mark. It’s impossible to know how much of the U.S.  
workforce will be able to WFH permanently, but there  
are suggestions that the numbers could ultimately land 
somewhere between 20% and 25%. We believe this  
will have a positive impact on LFPR, as a more flexible  
approach to work removes potential barriers to  
employment (e.g., care responsibilities, geography). 

Such a shift would undoubtedly have a far-reaching impact 
on the economy. While it’s difficult to foretell what’s going 
to happen and to what extent things will change, it wasn’t 
hard to see early on in the pandemic that the WFH trend 
would translate into growth opportunities for those in the 
business of creating software and hardware that make 
remote working possible. But where there are winners, 
there are also going to be losers, and we question whether 
the broad economic consensus has fully internalized what 
WFH means to the economy and to growth.

Employed persons who worked from home on days worked (%)

(Averages for May to December, 2019 and 2020)

n  2019n  2020
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Source: U.S. Bureau of Labor Statistics, Manulife Investment Management, July 28, 2021.

A recent study found that WFH could reduce consumer 
spending in major city centers by 5% to 10%, a  
development that could alter expected growth trajectories 
for major cities and regional towns. Equally important is  
how remote working might affect productivity. While it’s 
widely accepted that WFH has boosted productivity, it 
stands to reason that the actual impact on productivity will 
differ from industry to industry and role to role. It’s also  
important to recognize that WFH isn’t for everyone,  
regardless of whether it’s an option. Space and setting  
are key considerations, not to mention concerns (among 
some) that WFH could diminish prospects for promotion. 
Meanwhile, research has also shown that in some cases,  
remote workers were less productive. We could write several 

https://www.weforum.org/agenda/2021/07/work-form-home-hybrid-working-covid-pandemic-us-office
https://www.barrons.com/articles/ive-been-studying-work-from-home-for-years-heres-whats-coming-51641330825
https://www.bloomberg.com/news/articles/2021-05-04/productivity-surge-during-covid-could-mean-gdp-growth-around-the-world
https://scholar.harvard.edu/files/eharrington/files/harrington_jmp_working_remotely.pdf


Global Intelligence 1H 2022 Macroeconomic outlook  12

papers on WFH, but our point is that a range of economic 
indicators—from growth to productivity to housing  
markets—needs to be reevaluated in the context of a  
new way of working.

3  Deglobalization and the 
emphasis on supply chain 
sustainability
If there’s one thing we’ve learned about global trade in the 
past two years, it’s the fragility of the global supply chain. 
Lockdowns and port closures have led to shortages of all 
kinds, from semiconductors to toilet rolls, and highlighted 
the drawbacks of being overly dependent on global trade 
and the just-in-time mode of production.

That said, the slow march toward deglobalization began 
before the COVID-19 outbreak, crystalized perhaps by  
several events between 2016 and 2018, including Brexit 
and escalating trade tensions between the United States 
and China. A concept that’s closely associated with 
deglobalization is the idea of bringing jobs back home, an 
initiative that received a further boost when U.S. President 
Joe Biden signed two executive orders—one on supply 
chain sustainability and another relating to jobs—shortly 
after he took office in 2021.

According to a widely cited report, the United States was 
on track to add nearly 140,000 jobs in 2021 through 
reshoring alone; a related push to attract investments into 
the country added roughly 86,000 jobs to the tally. There’s 
reason to believe this trend will continue: A survey of U.S. 
manufacturing executives last year showed that a quarter of 
them planned to shift some parts of the production process 
back to the United States in addition to the reshoring  
activities that had taken place in the previous three years.

One thing to bear in mind, though, is that reshored U.S. 
wages will likely be higher than offshore wages, therefore 
creating an additional wage-cost pressure that could be 
inflationary. In our view, however, the bigger question is 
whether these reshored positions can be filled.

That said, the return of jobs and investment should be seen 
as a positive for the U.S. economy, but it highlights an issue 
that we had hinted at earlier—the gap between the jobs 
that are on the market and people who are actively seeking 
jobs. Research has suggested that the next generation of 
U.S. workers, the Zoomers (those born between 1997 and 
2012), aren’t all that interested in frontline manufacturing 
work, viewing these positions as low-skilled and potentially 
low-paying jobs. Taking that into account, we can't help but 
wonder if reshoring would contribute to creating a bigger 
mismatch between labor demand and supply?

Moving jobs back to the United States

are planning to reshore 
production/invest

are likely to be created by 
reshoring plans

1,800+ 220,000
firms jobs

Source: Reshoring Initiative, Barron’s, September 22, 2021.

https://edition.cnn.com/2021/12/03/tech/global-shortage-gaming-consoles/index.html
https://www.abc.net.au/news/2020-03-06/queensland-toilet-paper-accidental-purchase/12031070
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/02/24/executive-order-on-americas-supply-chains/
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/02/24/executive-order-on-americas-supply-chains/
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/01/25/executive-order-on-ensuring-the-future-is-made-in-all-of-america-by-all-of-americas-workers/
https://reshorenow.org/blog/reshoring-initiative-ih2021-data-report/
https://www.gtreview.com/supplements/gtr-scf-2021/reshoring-not-easy-seems/
https://www.sdcexec.com/professional-development/hiring/news/21578800/parsable-inc-covid19-changes-gen-z-view-point-on-manufacturing-jobs
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4  Mapping the disconnect 
between employers and 
job seekers
Many would agree that the much-discussed skills gap—the 
difference between the skills possessed by job seekers and 
the actual skills needed to perform their work effectively—is 
a key reason behind the current labor squeeze. Once again, 
it wouldn’t be right to pin the blame on the pandemic, as this 
is an issue that’s long troubled employers.

In 2016, a study revealed that 92% of U.S. employers 
thought that American workers weren’t as skilled as they 
needed to be. This finding was echoed in a recent survey, 
which noted that one in four small businesses identified labor 
quality as their biggest problem. That said, it’s fair to say 
that the COVID-19 outbreak also had a considerable impact 
on the kinds of skills needed for the jobs that are available.

Identifying mismatches: skills, geography, 
and preferences

The pandemic has led to a sharp spike in demand for 
healthcare professionals, and hospitals around the 
country are struggling to find nurses to fill open positions, 
but these are specialized jobs that require months, if not 
years, of training. Similarly, the shift to online shopping 
has meant a surge in demand for truck drivers, but the job 
entails adopting a lifestyle that may not appeal to many—
it’s a perfect example that illustrates the gap that can 
exist between open positions and the kind of jobs that job 
seekers want. Geography, obviously, is another issue: The 
open positions may not be where job seekers are located. 
Once again, it’s more complex than a simple trade-off 
between wages and leisure.

Finessing the automated hiring process

Employers, especially larger organizations, are increasingly 
relying on technology to help them recruit the best talent. 
This makes sense, given that an average job listing typically 
attracts around 250 applications; however, there’s growing 
concern that automated hiring processes might actually be 
an obstacle to effective hiring.

A study by Harvard Business School warned that commonly 
used automated resumé-scanning software could be  
rejecting millions of perfectly viable candidates as a result  
of using overly simplistic screening criteria. Criticisms  
have also been leveled at the adoption of asynchronous 
video interviews, where applicants’ responses to a  
predetermined set of questions are recorded through an 
automated process—candidates found these experiences 
impersonal, confusing, and exhausting. These negative 
experiences can be demotivating and discourage job seekers 
from continuing with their search. The potential problems 
with technology-assisted hiring don’t stop there: The New 
York City Council recently passed a bill to crack down on 
AI-assisted hiring due to rising concerns about hidden biases 
within these programs. The issue isn’t necessarily new, but 
with rising adoption, greater scrutiny is needed. 

5  The evolution of gig workers
It’s difficult to quantify the number of gig workers there  
are in the United States due to the flexible and often  
nonpermanent nature of gig work. That said, the latest 
data available from the U.S. Federal Reserve corroborates 
key studies, suggesting that at least one in four adults 
spends a few hours a month engaging in gig work and, 
among them, nearly one in ten is a full-time gig worker. 

How many workers are a part of the gig economy?

Engaged in some 
capacity

More than 1 in 4workers 
are engaged in 
some capacity

  More than 

1 in 4

Source: U.S. Federal Reserve, May 2021.

https://www.adeccousa.com/employers/resources/skills-gap-in-the-american-workforce/
http://www.nfib-sbet.org/wp-content/uploads/2020/04/SBET-March-2020.pdf
https://www.forbes.com/sites/jenamcgregor/2021/12/28/the-most-in-demand-jobs-of-2021/?sh=669dfb141428
https://www.nytimes.com/2022/01/23/health/covid-mississippi-nurses.html
https://www.hbs.edu/managing-the-future-of-work/Documents/research/hiddenworkers09032021.pdf
https://blogs.sussex.ac.uk/policy-engagement/files/2021/10/Automated-job-interviews-and-the-implications-for-young-jobseekers.pdf
https://www.brookings.edu/blog/techtank/2021/12/20/why-new-york-city-is-cracking-down-on-ai-in-hiring/
https://www.reuters.com/article/us-amazon-com-jobs-automation-insight-idUSKCN1MK08G
https://www.federalreserve.gov/publications/2021-economic-well-being-of-us-households-in-2020-executive-summary.htm
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Pressure to protect 
gig workers’ right 
to be classified as 
employees is rising 
at the local, state, 
and federal levels.

The pandemic highlighted the vulnerability of this sizable 
part of the economy, which is mostly made up of workers 
from a lower-income group. The inherent irony here is  
that while the many gig workers who deliver food items 
to consumers and important supplies to hospitals during 
lockdowns were recognized as essential frontline workers, 
they remain the most likely to be let go when demand 
ebbs—an experience endured by many of their peers who 
worked in the services sector. Much of this relates to  
an ongoing debate about how these workers should  
be categorized: Are they independent contractors  
or employees?

Pressure to protect 
gig workers’ right 
to be classified as 
employees—and 
therefore gain access 
to benefits such as 
healthcare, sick pay, 
and better wages— 
is rising at the local, 
state, and federal 

levels. This pits policymakers against many app-based 
disruptors (and, in some cases, voters) that have since 
become industry titans.

It’s likely that California’s experience with Proposition 22 will 
be replicated this year across the country given the stakes 
involved. Gig work-centered firms are keen to demonstrate 
to investors that they have a viable business model, while 
policymakers are expected to ensure that workers are 
treated fairly and paid in an equitable manner. How this  
unfolds could have a material impact on the financial  
markets and the U.S. economy going forward.

The evolving gig economy poses a different kind of challenge 
to economists. Despite its growing importance to the overall 
economy, traditional employment measures aren’t fully 
capturing the value of gig work. The Federal Reserve Bank of 
Boston published an interesting paper in 2016 suggesting 
that both the U.S. employment rate and participation rate  
in 2015 would have been higher if all informal workers were 
classified as being employed. Arguably, the implications on 

key economic data such as productivity and GDP growth 
could also be significant. Perhaps the gig economy 
can best be characterized as one of the biggest known 
unknowns in terms of metrics that can be used to gauge 
economic growth.  

Seeing the bigger picture
As tempting as it might be to frame recent developments in 
the labor market as a result of COVID-19, it’s important to 
remember that much of it predates the pandemic. The bulk 
of what we’re witnessing is structural in nature and, for 
the most part, has been decades in the making. Crucially, 
society’s attitude toward work is changing.

It’s a shift that goes far beyond how and where we perform 
our work; it also goes beyond our traditional thinking about 
where and how workers choose to work. This change is 
taking place amid our growing reliance on technology to do 
work that was previously performed by humans, including 
the very act of recruiting. It’s a potent mix that we believe 
will have an important impact on productivity and growth, 
which is becoming harder to measure because the tools 
that we’re using may be nearing expiry.

At this point, it’s become even more important for us to 
adopt a critical mindset and to continue questioning  
established conventions—it’s the only way we can  
get closer to understanding change and seeing the  
bigger picture.

1 U.S. Bureau of Labor Statistics, as of February 1, 2022. 

https://www.pewresearch.org/internet/2021/12/08/the-state-of-gig-work-in-2021/
https://techcrunch.com/2021/08/20/californias-gig-worker-prop-22-ruled-unconstitutional-by-superior-court/
https://www.nytimes.com/2021/07/15/nyregion/nyc-gig-workers-pay.html
https://www.bostonfed.org/publications/research-department-working-paper/2016/who-counts-as-employed-informal-work-employment-status-and-labor-market-slack.aspx
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Inflation’s impact 
on retirement 
portfolios: 
quantifying the 
future cost today

Émilie Paquet, FSA
Head of Strategic Initiatives and Innovation

Alex Grassino
Head of Macro Strategy,  
North America

Key takeaways

•  Inflation is a global phenomenon that can have devastating 
impacts on retirement portfolios.

•  The future negative effects of rising inflation can be  
quantified to enlighten investors today.

•  There are actions that investors can take to mitigate the 
potential impacts of rising inflation in the long term.
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“So I think the  
word transitory has 
different meanings 
to different people … 
I think it’s probably 
a good time to  
retire that word.”
U.S. Federal Reserve  
Chair Jerome Powell,  
November 30, 2021

For most of the developed world over the last few decades, 
inflation hasn’t been top of mind. Since the Great Inflation 
of the mid-1960s to the early 1980s, the Consumer Price 
Index (CPI) has risen at a much more tolerable pace in 
the majority of the developed world, so it hasn’t been the 
greatest concern for consumers or investors.

But that’s changing. 
With inflation rates in 
countries across the 
world hitting peaks  
not seen in decades—
including the world’s 
largest economy, the 
United States— 
inflation is a new  
reality we can no 
longer ignore.

Rising prices are  
easily noticed by 

consumers, since they hit us right in the wallet when paying 
at the pump or the grocery store. But investors and pension 
plan members might not notice the far more detrimental 
impact inflation might have on their portfolios quite as 

easily, since they don’t see the direct consequences on a 
daily basis like consumers do. Because of this, retirement 
savers may not have a financial plan in place to counteract 
inflation in the future. What’s also not well understood is 
how even small increases in inflation can have outsize 
negative impacts on retirement goals.

How much can a small increase in inflation affect you as an 
investor? What actions can you take now to compensate? 
In this paper, we discuss our forecast for inflation, quantify 
how much rising prices can affect investors’ retirement 
plans, and discuss the changes that can be made to 
increase the odds of reaching their goals. 

There's no escaping rising prices

Inflation rates in selected countries/regions—December 2019 vs. December 2021

n  December 2019 n  December 2021

EurozoneOECDUnited StatesUnited 
Kingdom

JapanItalyGermanyFranceCanada

2.2

4.8

1.5

2.8

1.5

5.3

0.5

3.9

0.8 0.8
1.4

4.8

7.0

2.3

6.6

2.2

1.3

5.0

Source: Organisation for Economic Co-operation and Development (OECD) data, as of February 3, 2022. Inflation is defined as year-over-year 
increases in December 2019 and 2021 headline Consumer Price Index for each country/region.

Decades-high inflation 
should abate, but we expect 
long-term inflation to be 
higher than before
With inflation running rampant in economies across the 
world, there are concerns about whether these levels  
represent a new normal. Our view is that this debate will 
soon be put to bed and that the recent inflation prints  

https://www.federalreservehistory.org/essays/great-inflation
https://www.federalreservehistory.org/essays/great-inflation
https://www.bls.gov/news.release/cpi.nr0.htm
https://www.bls.gov/news.release/cpi.nr0.htm
https://www.bls.gov/news.release/cpi.nr0.htm
https://www.eia.gov/todayinenergy/detail.php?id=50758
https://www.nytimes.com/2022/02/03/business/economy/food-prices-inflation-world.html
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we’ve seen are more the exception than the rule: We  
expect that as supply chain bottlenecks improve, CPI 
growth will moderate.

Our long-term views have evolved over the last couple  
of years. Before the pandemic, we expected inflation to  
average about 1.8% over the long run. Even though we 
think inflation will moderate toward 2% by the end of 
2022, we do believe structural shifts that have taken place 
because of the pandemic (as well as other factors) might 
result in an inflation rate that’s slightly higher than what we 
saw in the decade following the Global Financial Crisis.

Deglobalization is one factor that we believe may  
contribute to higher prices going forward, but there are 
two others that threaten to lead to price increase as  
well: First, with lower participation rates and a potential 
labor skills mismatch, higher pressure on wages could 
be a factor over the long term. Second, higher oil prices 
could drive inflation in the long term if the supply of green 
energy doesn’t properly counterbalance a tightness 
in oil supply (despite its relatively small weighting, the 
change in energy prices is one of the largest contributors 
to changes in CPI). In all, we expect that inflation will 
ultimately settle somewhere slightly above 2%.

The new inflation 

>4.0%

The overheat
(2021)

The unwind
(2022)

The new inflation
(2023 and beyond)

2.0%–2.5%A gradual return 
to 2.0% from Q2

Source: Macrobond, Manulife Investment Management, as of December 6, 2021.

Higher inflation doesn’t  
necessarily mean higher  
asset class returns
In an ideal world, investors would be able to perfectly 
offset the effects of higher inflation in the future with asset 
classes that can deliver higher returns. But because 
of the murky relationship between CPI and different 
asset classes, relying on riskier assets alone without a 
corresponding change in overall risk profile may not be 
enough to compensate for the increase in inflation. The 
reason for this is the correlation between asset classes.

There’s only a moderate correlation between inflation and 
bond yields, for example. Over the past 40 years, we’ve 
seen a correlation of about 0.48 between headline CPI and 
U.S. 30-year bond rates (the relationship weakens as you 
move closer to the short end of the yield curve). Intuitively, 
this quasi-relationship makes sense, as central banks’ most 
critical tool to control inflation is to raise policy rates, which 
would flow through to other market-determined rates.

Unfortunately, the relationship breaks down further as we 
head into risky assets such as stocks. In the same 40-year 

https://www.manulifeim.com/institutional/global/en/global-macro-outlook
https://www.manulifeim.com/institutional/global/en/global-macro-outlook
https://www.manulifeim.com/institutional/global/en/viewpoints/market-outlook/five-trends-shaping-us-labor-market
https://www.manulifeim.com/institutional/global/en/viewpoints/market-outlook/five-trends-shaping-us-labor-market
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timeframe, the correlation with the CPI has been barely  
noticeable for broad U.S. equities (–0.14), U.S. growth 
stocks (0.17), and U.S. value stocks (0.25). The correlation 
does begin to look a little better for commodities (about 
0.30), but not necessarily enough for us to consider them  
to be an ideal inflation hedging tool over the long run. 

In short, our view is that portfolio diversification is key for 
long-term success, but we don’t necessarily believe that 
asset allocation should be used as a stand-alone tool to 
compensate for higher inflation. 

Correlation between U.S. CPI and ...

U.S. large-cap 
stocks

-0.14

U.S. large-cap 
growth stocks

0.17

U.S. large-cap 
value stocks

0.25

Commodities

0.30

Source: Manulife Investment Management, Macrobond, as of February 7, 2022. Correlation coefficients are based on monthly returns over 40 
years. U.S. large-cap stocks are represented by the S&P 500 Index, U.S. large-cap growth stocks by the S&P 500 Growth Index, U.S. large-cap 
value stocks by the S&P 500 Value Index, and commodities by the CRB Raw Industrials Index.

Even small increases  
in inflation can have  
large impacts on  
retirement portfolios
In a world in which inflation may increase by only a few 
basis points (bps), should investors even be worried? And 
if asset allocation isn’t an ideal tool to hedge inflation away, 
what can be done to mitigate the effects of inflation?

We set out to answer a more specific and practical question:

If I’m X years old and plan to retire at age 65, and expected 
inflation increases by Y%, how much more must I invest  
today to receive a predetermined amount of real (i.e., inflation 
adjusted) income drawn from my portfolio in retirement?

To work this out, we determine the average investor’s 
expected-inflation duration (EID). The EID indicates how 
sensitive future payments from your portfolio (i.e., income 
drawn from your retirement portfolio) are to rising inflation: 
The higher the EID, the lower the real income that can  
be drawn from that portfolio, given a certain change in  
inflation.1 As a general rule, the younger you are, the higher 
your EID. This makes intuitive sense, as the further you  
are from retirement, the more you’re affected by a higher 
inflation rate, since that higher inflation rate has more 
years to affect your portfolio.

Using the EID, we can calculate the cost of a higher 
inflation rate in the future on today’s investor. The cost is in 
terms of the change in the required portfolio today (RPT). 
The RPT is the amount that must be invested today in order 
to receive a predetermined, inflation-adjusted payment 
from an investment portfolio starting from age 65 until 
death. For example, our model tells us that an average 
30-year-old (let’s call her Donna) who wants to receive 
$50,000 of real income per year from her retirement  
portfolio starting at age 65 until her death, has an RPT  
of $242,257; that is, an investor who wants to receive  
an average of $50,000 of yearly income under current  
inflation conditions would need to invest $242,257 today.2

If we factor in Donna’s EID, we can calculate the likely cost 
that an increase in inflation has on her portfolio. This cost 
is the increase in the RPT that’s required because of the 
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change in expected inflation. As a general rule, for every 1% 
increase or decrease in expected inflation, the RPT changes 
about 1% in the same direction for every year of EID.

Mathematically this rule is:

ΔRPT%	=	ΔI	x	EID

Or, more simply:

The	impact	(in	percent)	that	an	increase	 
in	inflation	has	on	a	portfolio	=	 
The	expected	change	in	inflation	 

x	The	investor’s	EID

Take Donna, whose EID is 47.6 and who we learned needs a 
$242,257 portfolio under the previous inflation conditions 
to meet her income needs of $50,000 per year in retirement. 
If expected inflation increases by 0.4%—an increase we 
think is entirely possible—then she'll need to increase her 
investment portfolio by 19.1% (0.4% x 47.6) to $288,491 
in order to receive the same $50,000 of real income each 
year in retirement. 

EID is the key to quantifying inflation's impact 

EID assuming retirement at age 65

65605550454035302520
Current age

57.8
52.7

47.6
42.5

37.5
32.4

27.3
22.3

17.2
12.8

Source: Manulife Investment Management calculations, as of February 1, 2022. Expected-inflation duration (EID) is a concept calculated by the 
Manulife multi-asset solutions team.

So that seemingly small 0.4% increase in expected 
inflation? It necessitates a nearly 20% larger investment 
portfolio today!

The outsize impacts of inflation

Donna
Old inflation Change

Donna
New inflation

Inflation rate 1.8% 0.40% 2.2%

Age 30 — 30

EID 47.6 — 47.6

Real income 
needs

$50,000/
year

— $50,000/
year

Required  
portfolio today

$242,257 19.1% $288,491

One important point is that the impact of rising inflation on 
the investor changes with the investor’s EID, which, in turn, 
is affected by the investor’s age and years to retirement.  



Global Intelligence 1H 2022 Multi-asset investing  20

For example, we can see that a 40bps increase in expected  
inflation raises the RPT of a 65-year-old by 5.1%, but that 
same 40bps increase has a 23.2% cost on a 20-year- 
old investor. 

Changes in expected inflation have different impacts, depending on your age

Change in retirement portfolio today under various changes in expected inflation

n  Expected inflation +40bps

n  Expected inflation +70bps

n  Expected inflation +100bps

20

25

30

35

40

45

50

55

60

65

Ag
e

Change in retirement portfolio today (%)

5.1
9.0

12.8
6.9

12.1
17.3

8.9
15.6

22.4
10.9 19.2

27.5
13.0 22.8

32.6
15.0

26.3
37.7

17.0 29.9
42.8

19.1 33.4
47.9

21.1 37.0
53.0

23.2
40.6

58.1

Source: Manulife Investment Management calculations, as of February 1, 2022.

Preparing portfolios for  
inflation could mean making 
some tough decisions
We can now see that even small increases in inflation can 
have a large impact on retirement planning. Given that asset 
allocation alone isn’t a sufficiently reliable hedge, investors 
are left with few choices for preparing.

Add money to the portfolio today

The simplest solution—although likely the hardest to actually 
make happen—is to inject funds into the retirement portfolio. 
The amount would be the difference between the RPT before 
and after the change in expected inflation.  

Additional	capital	needed	=	RPTAfter		–	RPTBefore

If Donna’s RPT was $242,257 before the expected change 
in inflation and is $288,491 now, the solution is to add 
$46,234 to her portfolio today. 

Decrease income needs

The second solution doesn’t require additional capital up 
front; instead, it requires that investors accept that they’ll 
receive a smaller income in retirement; in other words, if 
investors can’t put more money in their portfolio today, they 
can decrease the amount they receive in retirement. The 
decreased income can be calculated as:

Revised	real	income	in	retirement	=
Prior	real	income	in	retirement	/	(1	+	ΔRPT%)

In Donna’s case, she would have to change her  
expectations for real income in retirement from $50,000  
a year to $50,000/(1 + 0.191), or $41,981 annually.

Postpone retirement

The third option is to delay retirement. But for how long?  
This depends on the change in expected inflation and the 
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“The fact of the  
matter is that there’s 
no one-size-fits-all 
solution to a problem 
as large as  
rising inflation.”

age of the investor. If Donna (age 30) were seeking to keep 
her $50,000 of yearly real income at retirement without  
adding funds to her retirement portfolio today, she would 
need to retire 44 months (a little over three and a half  
years) later than originally planned.

Today’s new inflation reality 
requires new tools for  
retirement planning
Inflation affects us all in one way or another, and almost 
certainly in a negative way. Clearly, none of the solutions 
above are ideal or even feasible for many investors, since 
they involve either reduced income later, increased  
investment now, or working for longer.

The fact of the matter is that there’s no one-size-fits-all 
solution to a problem as large as rising inflation. Building  
a retirement portfolio takes years of planning and  
discipline, and even the best plans can come under  
stress by any number of factors, whether economic,  
market, or otherwise.

While we can’t 
control inflation 
or predict it with 
absolute precision, 
we can quantify 
both the financial 
toll it takes and the 
difficult decisions 
that must be made 
to counteract its effects. These are critical tools that are 
now available to investors so they can plan a comfortable 
retirement in a world of higher inflation.

Pushing back your retirement age is quantifiable (if not ideal) 

Additonal months needed to postpone retirement due to a 0.4% increase in expected inflation
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1 In calculating the EID, we assume a fixed expected return on assets such as equities and bonds. 2 This is a hypothetical mathematical illustration 
only. Figures are based on assumptions as set out, and individual circumstances may vary. This is under certain assumptions about real interest 
rates and asset class returns according to the multi-asset solutions team’s model. 

Source: Manulife Investment Management calculations, as of February 1, 2022
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From farm to fork: 
overcoming supply 
chain vulnerabilities 
with agriculture 
infrastructure 
innovations 

Oliver S. Williams IV, CFA
Global Head of Agriculture Investments

Recep C. Kendircioglu, CFA, FRM
Global Head of Infrastructure Investments

Key takeaways

•  Global events are challenging the agriculture sector to explore 
changes in farm-to-consumer supply chains to achieve greater 
efficiency in the use of scarce inputs, reduce the sector’s 
carbon footprint, and minimize waste.

•  Investments in agriculture infrastructure and associated  
technological advances can help strengthen global food  
supply chains by increasing operational efficiencies,  
lowering costs of production, and decreasing food losses.
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With global food supply chains facing vulnerabilities, 
we take a closer look at how innovations in agriculture 
infrastructure can offer a sustainable path forward while 
creating opportunities for investors along the way.

The agriculture industry  
faces challenges 
The past two pandemic years have seen the agricultural 
sector perform well as the shift to at-home food preparation  
fueled strong demand from consumers. This surge, 
however, paired with logistical bottlenecks, created supply 
disruptions resulting in higher food prices, highlighting the 
vulnerabilities of existing global supply chains.

With a growing world population and rising incomes, global 
food systems will need to deliver 56% more food by 2050. 
Investments in agriculture infrastructure and associated 
technological advances can help strengthen global food 
supply chains by increasing operational efficiencies, lowering 
costs of production, and decreasing food losses. These 
advances can also contribute to climate change adaptation 
and mitigation by reducing the use of water, fertilizer and 
pesticides, displacing fossil fuel use, and minimizing waste 
throughout the agricultural supply chain. It’s estimated that 
global growth will boost food demand by 20,500 trillion
calories by 2050—a potential opportunity for investors to 
make a positive difference.

The world needs to close a 56% food gap by 2050

Total calorie consumption globally 

2050 (Baseline)2010 (Base year)

13,100
trillion 

calories

20,500
trillion 

calories

56%
Food gap

Source: “Creating a sustainable food future,” World Resources Institute, 
July 2019. Data includes all crops intended for direct human 
consumption, animal feed, industrial use, seed, and biofuels. 

Improving production  
efficiencies with indoor  
grow spaces 
While open-field farming is the dominant form of agriculture 
production across the United States, operations are 
limited to specific growing seasons and are sensitive to 
weather patterns. As a result, the country imports 32% 
of fresh vegetables and 55% of fresh fruit consumed by 
Americans annually; imports, however, are susceptible to 
inconsistencies in quality and long supply chains.

Water efficiency in greenhouse operations

250 L
Water usage 
per kg of lettuce

Open-field production Greenhouse production

20 L
Water usage 
per kg of lettuce

Source: “Comparison of Land, Water, and Energy Requirements  
of Lettuce Grown Using Hydroponic vs. Conventional Agricultural 
Methods,” International Journal of Environmental Research and  
Public Health, June 2015.

Controlled environment agriculture (CEA) offers several 
advantages to open-field farming. By controlling light, 
humidity, and temperature levels, this technology creates 
environments conducive to almost year-round growth 
for certain fruits and vegetables with limited exposure to 
weather conditions. The advantages of CEA include:  

• Improved and more consistent crop yields

•  Shorter supply chains, as greenhouses can be located 
closer to their end markets, which can also reduce 
carbon emissions associated with transportation to  
the consumer

• More efficient use of fertilizers and no use of pesticides

•  Water conservation through efficient irrigation methods 
and recycling of water and nutrients 

https://research.wri.org/sites/default/files/2019-07/WRR_Food_Full_Report_0.pdf
https://research.wri.org/sites/default/files/2019-07/WRR_Food_Full_Report_0.pdf
https://research.wri.org/sites/default/files/2019-07/WRR_Food_Full_Report_0.pdf
https://research.wri.org/sites/default/files/2019-07/WRR_Food_Full_Report_0.pdf
https://www.fda.gov/food/importing-food-products-united-states/fda-strategy-safety-imported-food
https://www.fda.gov/food/importing-food-products-united-states/fda-strategy-safety-imported-food
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC4483736/?_ga=2.119163402.2085015775.1643645618-287977506.1643645618
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC4483736/?_ga=2.119163402.2085015775.1643645618-287977506.1643645618
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC4483736/?_ga=2.119163402.2085015775.1643645618-287977506.1643645618
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Supporting demand with  
greenhouse infrastructure

Greenhouses, the traditional form of CEA infrastructure, 
have been in use for centuries. However, technological 
advances such as LED lighting, computer monitoring 
and control systems, precision irrigation, and water and 
nutrient recycling systems have expanded the applicability 
of greenhouses to a wider range of crops and  
geographical locations.

While greenhouse production across the United States has 
risen over the last several years, current greenhouse supply 
can’t adequately meet consumers’ demand for year-round 
produce. An investment opportunity exists to bring efficient 
and sustainable food production closer to rising consumer 
demand by strategically building greenhouse infrastructures 
near major highways and population centers. This would, at 
the same time, minimize supply disruption risk by reducing 
the length of current supply chains.

Greenhouse production in the United States is on the rise

Total greenhouse vegetables and fresh-cut herbs in the United States

n  Number of greenhouse vegetable farms (LHS) n  Million square feet of growing space (RHS)
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Source: Table 39, Floriculture and Bedding Crops, Nursery Crops, Propagative Materials Sold, Sod, Food Crops Grown Under Glass or Other Protection, 
and Mushroom Crops: 2017 and 2012, 2017 Census of Agriculture-United States Data, USDA, National Agriculture Service, 2017. LHS refers to 
left-hand side; RHS refers to right-hand side.

Next-generation agriculture infrastructure

Vertical farming, a next-generation development in CEA, 
has the potential to become a larger component of overall 
food production. Instead of farming food on a single level, 
as in open-air farming and greenhouse operations, this 
method incorporates advanced technology to vertically 
stack crops in a highly controlled environment to achieve 
greater crop production on the same land area footprint. 
However, vertical farming is early in its industry lifecycle 
and, given high energy costs and intensive capital  
requirements, is likely to remain largely focused on 
high-value crop production.

A sustainable path forward

With the agriculture industry facing a future characterized 
by natural resource scarcity, supply chain vulnerabilities 
and more frequent extreme weather events, the greater 
incorporation of CEA technology into food production 
offers a sustainable path forward. While open-field farming 
will likely remain the dominant form of food production, the 
continued innovation and application of CEA technology is 
creating opportunities to meet growing food demand with 
fresh, locally sourced, sustainably produced products. 

https://www.nass.usda.gov/Publications/AgCensus/2017/Full_Report/Volume_1,_Chapter_1_US/st99_1_0039_0039.pdf
https://www.nass.usda.gov/Publications/AgCensus/2017/Full_Report/Volume_1,_Chapter_1_US/st99_1_0039_0039.pdf
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Solar is one of the  
fastest-growing  
alternatives.

Agriculture plus solar power 
equals carbon reduction
For an industry relying heavily on fossil fuels, renewable 
energy presents another opportunity to fortify food supply 
chains while reducing carbon emissions.

Among the various sources of renewable energy, solar is 
one of the fastest-growing alternatives. Solar panels consist 
of photovoltaic cells that convert the sun’s radiation into 
electricity. The integration of solar panels into farming 
operations can:

• 	Create	energy	self-sufficiency	and	production	 
resiliency—Solar energy allows farms to replace 
existing fossil fuels used in powering farm equipment 
such as water pumps, lights, electric fences, and  
storage. By transitioning to renewable energy, farms 
can become more energy self-sufficient and improve 
operating profit margins. 

  Example. Manulife Investment Management operates  
an investor-owned tree nut farm in California. At the time 
of purchase, the farm operated 60 electrical groundwater 
pumps and irrigation wells. Through collaboration with 

PG&E, the local utility provider, four nonproductive areas 
on the farm were identified where solar arrays were 
installed to produce electricity. By maximizing previously 
underproducing land, the farm is now able to sustainably 
produce the 
energy needed 
to operate the 
pumps and wells. 
This transition 
reduced the 
cropland’s energy cost by 80% and is expected to offset 
93% of the property’s energy demand in the long run.                                                                                                                                            

Cost of solar energy has dropped 

n  Blended average photovoltaic system price ($/Watt, LHS) n  Installed capacity (MWdc, RHS)
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Source: “Solar Industry Research Data,” Solar Energy Industries Association, 2020.  LHS refers to left-hand side; RHS refers to right-hand side.

• 	Reduce	carbon	emissions	by	replacing	fossil	
fuel	energy	production—Solar energy generated on 
the farm can be sold to local utility providers. This not 
only helps local communities reduce fossil fuel energy 
consumption, but it can also provide farmers with a 
secondary source of income.                                                                                                                                         

  Example. In 2020, Manulife Investment Management 
participated in a project to bring solar energy to a 
Massachusetts community while also maintaining the 
ground for local farmers. The project, which involves 
co-developing the same area of land for solar energy 

https://www.seia.org/solar-industry-research-data
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and agriculture production, on completion is expected 
to produce enough energy to power 1,800 homes each 
year, while maintaining the ground for growing and  
harvesting cranberries. 

By moving toward energy self-sufficiency, farms can 
streamline operations by creating greater cost control over 
certain aspects of operations while simultaneously building 
production resiliency. While the transition to solar energy 
infrastructure is capital intensive, it directly contributes 
to the long-term sustainable management of farmlands 
and croplands that helps decarbonize the economy while 
providing a return on investment.

Reducing waste through  
cold storage infrastructure 
slows climate change
Reducing food waste is another way to fortify supply chains 
while reducing the agriculture sector’s greenhouse gas 
(GHG) emissions. Food waste occurs at every stage of the 
food supply chain. Over 2.5 billion tonnes of food is wasted 
each year—approximately 40% of all food produced 
globally; it’s also estimated to contribute to ~10% of total 
global GHG emissions.

Controlled atmosphere solutions 

Food waste on the farm occurs for a variety of reasons. 
While some loss is inevitable, perishable crops, such as 
fruits and vegetables, are highly susceptible to market 
supply-and-demand conditions. If markets can’t absorb 
seasonal fluctuations in crop production, food may be left 
in the fields to rot.

An efficient and effective solution to temporary supply- 
and-demand imbalances is controlled atmosphere  
(CA) storage, which extends the shelf life of food while  
maintaining quality. It goes a step above simple  
refrigeration, combining infrastructure facilities and  
innovative technology to create the ultimate environment 
for storing crops by controlling temperature, oxygen, 
carbon dioxide, and humidity levels.

For example, at Manulife Investment Management’s apple 
processing facility in Yakima County, Washington, this 
technology is used to slow down the respiration rate of 
apples to ensure they stay crisp, colorful, flavorful, and 
nutritious. While apple harvest season is typically between 
mid-August and October, consumption is year-round. CA 
infrastructure enables the apple industry to store fruit 
at harvest and then match quality apples with consumer 
demand over the following winter and spring months.

Percent of total production that goes to waste

Other

Meat and animal products

Cereals and pulses

Roots, tubers, and oil crops

Fruit and vegetables

Fish and seafood 44%

26%

15%

14%

12%

6%

Source: “Driven to waste: the global impact of food loss and waste on farms," WWF-UK, 2021. Global farm stage loss and waste were calculated using a 
compilation of 2,172 farm stage food loss and waste data points. Data availability was unevenly spread across commodity group and global region, 
with cereals and fruit and vegetables better represented than others (particularly in sub-Saharan Africa and South and Southeast Asia) and fish and 
dairy products having the fewest data points.

https://wwf.panda.org/wwf_news/?3211466%2FOver-1-billion-tonnes-more-food-being-wasted-than-previously-estimated-contributing-10-of-all-greenhouse-gas-emissions
https://wwf.panda.org/wwf_news/?3211466%2FOver-1-billion-tonnes-more-food-being-wasted-than-previously-estimated-contributing-10-of-all-greenhouse-gas-emissions
https://wwf.panda.org/wwf_news/?3211466%2FOver-1-billion-tonnes-more-food-being-wasted-than-previously-estimated-contributing-10-of-all-greenhouse-gas-emissions
https://wwf.panda.org/wwf_news/?3211466%2FOver-1-billion-tonnes-more-food-being-wasted-than-previously-estimated-contributing-10-of-all-greenhouse-gas-emissions
https://wwfint.awsassets.panda.org/downloads/wwf_uk__driven_to_waste___the_global_impact_of_food_loss_and_waste_on_farms.pdf
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A more integrated  
agriculture  
infrastructure  
investment approach 
could offer a new  
paradigm that  
leverages a  
combination of deep 
expertise in each 
industry to maximize 
success through  
closer partnerships.

CA technology is also used in food transportation, the vital 
link between farms and consumers. It works in the same 
way, extending the life of food during delivery by road, 
rail, marine, or aviation methods. However, investments in 
infrastructure logistics are needed to shorten and boost 
the efficiency of supply chains to further reduce potential 
food waste during transportation.

Meeting the growing demand for food isn’t just about  
increasing supply; it requires maximizing better handling 
and delivery of agricultural products to the consumer. 
CA technology creates a more resilient supply chain and 
reduces food waste and, in so doing, mitigates GHG  
emissions and climate impacts.

Agriculture infrastructure 
can offer investors  
compelling opportunities
To meet future demand and increase supply chain resiliency, 
the agriculture industry needs to continue to adapt and 
evolve. Through innovations in agriculture infrastructure 
and technology, investment opportunities exist to optimize 
and boost value creation from every part of the supply chain 
in a sustainable manner, but this type of transformation 
requires capital—and investors are stepping up.

In the past, a farmland and cropland or infrastructure  
asset manager would source investment opportunities 
separately. Now, a more integrated agriculture infrastructure 
investment approach could offer a new paradigm that 
leverages a combination of deep expertise in each industry 
to maximize success through closer partnerships. For 
example, while a farmland and cropland manager can 
forecast production and food that will be in high  
demand, the infrastructure manager can source the  
right infrastructure to enable production, storage, and 
processing and can coordinate transportation to deliver  
it to the consumer in peak demand.  

Both the public sector and institutional investors have a 
role to play. On the public sector side, governments are 
acknowledging the need to address climate change by  
offering various programs, grants, and incentives that 
enable farms to undertake agriculture infrastructure 
investments. For institutional investors, investments can 

be made directly or through asset managers that have 
extensive expertise in farmland and cropland investing, 
infrastructure investing, or both. Traditionally,  
agriculture and infrastructure investments have offered 
stable cash flow and long-term capital return.

Optimizing food supply 
chains today for a  
sustainable path tomorrow
Since the  
beginning of the 
pandemic, empty 
grocery store 
shelves have 
become a more 
frequent sight due 
to adverse weather 
conditions,  
material shortages, 
and transportation 
bottlenecks. While 
these supply chain 
struggles should  
be temporary in  
nature, the expected 
growth in population over the next 30 years will put more 
and more pressure on food production capabilities and 
global supply chains, especially given the challenges in the 
face of climate change.  

Investments in agriculture infrastructure can help fortify 
food supply chains in a sustainable manner while offering 
investment opportunities across multiple asset classes. 
Those who embrace change early may be best positioned 
to thrive.
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Net-zero emissions: 
pledges abound, 
but few banks 
are actually on a 
path to meet their 
commitments 
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Director, Environmental, Social, and Governance 
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Key takeaways

•  Banks are acknowledging the pivotal role they play—and the  
risks they face—in the transition to a net-zero greenhouse gas 
emissions global economy.

•  Our analysis of the sector suggests that commitments continue to 
outpace action, and while it’s still early, we suspect banks will face 
both challenges in developing credible climate action plans and 
increased pressure to build resilience against climate change.

•  Industry guidance and examples of real climate leadership do 
exist within the banking sector and can help illuminate a path 
forward for banks that have made less progress.
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“Of the 36 banks we 
analyzed—75% of  
the MSCI ACWI's bank  
sector weight—we 
believe only 3 are fully 
aligned with the Paris 
Agreement today.”

Banks and other financial institutions have a central role to 
play in decarbonizing the planet. Through their role in capital 
formation and the creation of credit and innovative financial 
instruments, banks can help accelerate this transition by 
shifting the mix of their loan portfolios and other financing  
activities away from heavy emitters and toward more 
sustainable actors across different industries—including 
renewable alternatives in energy, industrials, and materials. 
Climate change and the uncertainty of an orderly transition 
also create significant risks for banks with exposure to 
carbon-intensive industries.

While many of the world's largest banks have expressed 
support for the Paris Agreement, even setting their own 
targets for reaching net-zero emissions by 2050, the 
majority lag the pace of change necessary to hit those 
targets, in our view. Many continue to finance new fossil 
fuel infrastructure as they work within the reality of client 
transition plans and the world's reliance on fossil fuels. 
Indeed, a relationship with a fossil fuel producer in the 
loan arm or investment banking can create internal  
conflict with the rest of an organization, hindering a  
bank’s ability to be a more effective steward in the  
transition to a net-zero economy.

How can investors assess whether a bank’s net-zero  
pledge will effectively steer the organization’s assets under 
management, capital formation, and credit activities to  
be Paris-aligned? How well does a bank understand the  
climate-related risk embedded in its loan portfolio? And 
which banks are on track to achieve their zero-emission 
commitments? At Manulife Investment Management, we 
developed a proprietary assessment framework to find  
out. While its primary function is to provide guidance to 
portfolio management teams, the framework offers a 
sobering scorecard on how the global banking sector is 
progressing on its climate pledges. Of the 36 banks we  
analyzed—75% of the MSCI All Country World Index’s 
(ACWI’s) bank sector weight—we believe only 3 are fully 
aligned with the Paris Agreement today.

Climate change is  
increasingly viewed  
as a systemic risk
The consideration of systemic risk has grown dramatically 
in recent decades, beginning with the 2008 global financial 
crisis and, more recently, due to the global pandemic. 
Climate change is clearly another such risk. In 2021 
alone, wildfires, heat, flooding, and other weather-related 
events upended communities around the world and caused 
billions of dollars in damage.

Corporations 
with exposure to 
physical climate 
risks are beginning 
to feel the  
repercussions  
of these  
catastrophes,  
and even find 
themselves the 
targets of victims 
looking for accountability. In 2019, California’s PG&E filed 
bankruptcy over its massive wildfire liabilities. In 2020, 
bushfire victims in Australia filed an Organisation for 
Economic Co-operation and Development complaint against 
ANZ Bank for financing fossil fuel projects. Climate action 
group Ceres reported a doubling of climate proposals winning 
majority votes in the 2021 proxy season,¹ and Exxon 
Mobil lost three board seats to an activist investor seeking, 
among other things, to force the company to more quickly 
adapt its business model to the risk of climate change.

Transition risk is also real and growing. A disorderly  
transition to decarbonization—triggered by a change in 
regulation, public sentiment, carbon pricing, or a rapid 
drop in renewable energy prices—would affect not just 
the fossil fuel industry but the manufacturers, agriculture, 
construction, and transportation industries that rely on  
it. Consider the growing but uneven status of carbon taxes 
and pricing. Today, 18 European nations have implemented 
carbon taxes, ranging from €1 per metric ton in Poland to 
more than €100 per metric ton in Sweden.  

https://www.manulifeim.com/institutional/global/en/viewpoints/sustainability/energy-system-disruption-opportunities-investors
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Canada’s much-contested carbon tax features a gradual 
price increase that reaches CAD$170 per metric ton by 
2030. China launched the largest operational carbon 
market in the world with its national emissions trading 
scheme.² Meanwhile, the EU’s carbon trading allowance 
price nearly tripled from the start of 2021 through early 
February of this year.³ The cost of emitting carbon is coming 
into view worldwide but remains far from predictable. We 
can imagine the impact on a manufacturer of a sudden 
spike in carbon pricing, a new regulation that limits carbon 
emissions, or the reputational damage from a tipping point 
in consumer sentiment. The historical underpricing of these 
risks creates greater risk for the banking system as a whole.

Banks acknowledge the  
crucial role they play in the 
pace of decarbonization—
but most are moving slowly
The 2015 Paris Agreement articulated three primary 
objectives designed to help earth avoid the most negative 
impacts of climate change:

1  A temperature goal to limit global warming to well 
below 2°C—preferably to 1.5°C

2  An adaptation goal to give much more attention  
to fostering climate adaptation and resilience,  
not just mitigation

3  A finance goal, making finance flows consistent  
with a pathway toward low-carbon and climate- 
resilient development

Three years later, the Intergovernmental Panel on Climate 
Change clarified the pace of change required to meet the 
agreement’s temperature goal, calling for a roughly 45% 
reduction of global emissions by 2030 to stay on track.⁴  
In other words, delay isn’t an option.

Implementing these bold objectives will require  
unprecedented changes to systems, behavior,  
technologies, and whole economies, but it’s the third  
goal that shines light on the enormity of this task. Given their 
central role in lending and financing the real economy, along 
with asset management and capital markets activity, banks 
must play a crucial part in steering finance flows toward net 

zero. Yet to a certain extent, banks have flown under the 
radar for many investors.

This is beginning to change. Partly in response to growing 
pressure, a number of banks have made net-zero-by-2050 
commitments to honor the spirit of the Paris Agreement and 
have signed on with organizations created to facilitate the 
transition to a lower-carbon economy. The Science-Based 
Targets initiative (SBTi), for example, was established in 
2015 to help private sector companies set science-based 
emissions reduction targets, and its more than 2,000 
members include many banks. The organization brings 
a robust target-setting and verification process that is 
crucial to keeping decarbonization initiatives on track. More 
recently, the industry-led Net-Zero Banking Alliance brings 
together banks around the world committed to aligning their 
lending and investment portfolios with net-zero emissions 
by 2050. Its signatories, which have grown from 43 to 103 
in the course of just a few months, span 40 countries and 
represent 44% of global banking assets. Signatories must 
commit to setting decarbonization targets for 2030 within 
18 months of joining, with a focus on maximizing their  
impact in greenhouse gas (GHG)-intensive sectors.  
Moreover, signatories commit to annually publishing  
absolute emissions and emissions intensity in line with  
best practice and, within a year of setting targets, disclose 
progress against a board-level-reviewed transition strategy.

While these commitments are encouraging, they should  
not overshadow the current state of practice in the banking 
sector, in which hundreds of billions of dollars in bank 
financing is provided to the fossil fuel industry each year. 
And while many of the world's largest banks have decreased 
their fossil fuel lending since the adoption of the Paris  
Agreement, many others have increased their exposure.⁵ 

Commitment versus action
Given the growing risks and compressed timeframe for 
cutting emissions, investors are left wondering how to tell 
which banks are putting their money where their mouths 
are. Despite all the research and thinking on what it means 
for a company to be net zero, important initiatives such 
as the Transition Pathway Initiative⁶ or the Climate Action 
100+ benchmarks⁷ are, as of yet, silent on the progress 
made by banks.

https://www.unepfi.org/net-zero-banking/
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At Manulife Investment Management, our work in  
sustainable investing includes developing new frameworks 
for analyzing climate-related risks. In 2019, for example, 
we developed a sovereign debt environmental, social, 
and governance (ESG) model to highlight ESG exposures 
across 200 sovereign issuers. By better understanding 
each issuer’s exposure to ESG risks, as well as the  
momentum of change within each country, our portfolio 
managers can make more informed decisions about the 
potential resilience of their portfolios.

Similarly, our net-zero banking framework seeks to  
understand which banks are taking concrete steps to  
meet their stated commitments within the framework of 
the Paris Agreement. To answer that question, we completed 
a detailed assessment of the 36 largest banks in the MSCI 
ACWI, which together represent 75% of the banking sector 
weight as of February 2022. The framework assesses 
banks across three types of indicators:

1	 	Critical	indicators—Those considered the baseline 
for appropriate risk management by banks (as indicated 
in the figure below)

2	 	Insightful	indicators—Where banks have recognized 
capital at risk and have taken proactive steps to  
quantify and mitigate it (e.g., executes scenario analysis 

of different warming scenarios to assess the bank’s 
sector/regional exposure and the creditworthiness  
of clients)

3	 	Progressive	indicators—Where banks are attempting 
to be leaders in the space with innovative approaches to 
building resiliency (e.g., proactively self-adjusting capital 
reserve requirement levels based on findings of carbon 
pricing stress tests and other scenario testing)

Each category of indicators is weighted and the results 
scored to provide an overall score for each bank, as adapted 
from the Institutional Investors Group on Climate Change 
Net Zero Investor Framework. These scores are arranged 
based on the four categories of net-zero alignment:

1	=	Aligned

2	=	Moderately	aligned

3	=	Moderately	unaligned

4	=	Unaligned

Overview of our net-zero banking framework 

Examples of 
critical indicators

Assign scores based 
on categories of 
net-zero alignment

Assess banks along multiple 
weighted indicators

•  Climate stress testing 
    of loan portfolio
•  Predetermined capital 
    allocation tool, dedicated         
    green asset project financing, 
    and/or transition program
•  Public commitment not to  
    provide lending to entities  
    engaged or linked to 
    inappropriate deforestation
•  Discloses operational carbon     
    profile across scope 1 and  
    scope 2 emissions
•  Board-level oversight of 
    decarbonization strategy

Insightful 
indicators

35%

20%

Progressive 
indicators

Critical 
indicators

45%

1  Aligned

2  Moderately aligned

3  Moderately unaligned

4  Unaligned

Source: Manulife Investment Management, 2022.

The index-weighted score of the 36 banks in our study was 
2.30, which signals that most banks in the MSCI ACWI lie 
somewhere between moderately aligned and moderately 
unaligned. Only three of the banks in our cohort were 

https://www.iigcc.org/resource/net-zero-investment-framework-implementation-guide/
https://www.iigcc.org/resource/net-zero-investment-framework-implementation-guide/
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aligned, despite the fact that more than two- 
thirds of the banks are signatories of the Net-Zero 
Banking Alliance. Four banks were unaligned.

While there is admittedly some subjectivity in  
the formulation, weighting, and scoring of our 
framework, the outcome is nonetheless  
disconcerting. The nearly 20 indicators in the  
assessment represent concrete steps banks 
should take to evaluate and mitigate their  
exposure to climate change. Most banks haven’t 
set interim decarbonization targets for their loan or 
investment portfolios or made public commitments 
around lending to entities linked to inappropriate 
deforestation practices, for example. Many of the 
world’s largest banks may be failing to gauge their 
future resilience in the face of disorderly transition, 
carbon price shocks, or other tail risks.

What success looks like
The following examples describe banks that, in our  
estimation, have gone well beyond commitments and are 
taking bold action in transitioning their financing activities.

Bank	A—For the past decade, Bank A, 
headquartered in Scotland, has been the 
U.K. renewables sector’s leading lender.  
It’s also the top lead manager for green, 
social, and sustainability bonds issued  

by U.K. corporates. The bank achieved net-zero carbon 
status on its direct operations and has committed to making 
them climate positive by 2025. Bank A conducts climate 
stress testing of its loan portfolio and links executive 
compensation to its decarbonization strategy. The bank 
makes extensive use of forward-looking models to assess 
climate-related risks and manage progress toward targets. 
It monitors and discloses its loan exposure across more 
than a dozen of what it considers heightened climate-related 
risk sectors.9

Bank	B—Bank B has made progress 
against its sustainability commitments  
for more than 20 years. Headquartered  
in the Netherlands, the bank transitioned 
all its buildings to 100% renewable  

electricity in 2020 and has reduced its scope 1, scope 2, 
and scope 3 (business travel) emissions by roughly 75%  
below its 2014 baselines.10 Renewables now account for 
nearly two-thirds of its power generation financing, and 
lending to thermal coal mining has fallen by 90% since 
2017. The bank monitors, discloses, and stress tests its 
exposure to nine climate-sensitive sectors within its loan 
portfolio and has established interim targets for achieving 
alignment with the Paris Agreement. Its decarbonization 
strategy is strengthened by board-level oversight and is 
linked to executive compensation.11

The way forward
The Paris Agreement’s objectives are bold but 
clear: Organizations need to take action by 
aligning their emissions trajectories with the 
latest science and having their emissions 
reduction targets validated by a certified third 
party such as the SBTi. The initiative provides a 
useful foundation for net-zero target setting in 
the financials sector8 and draws attention to the 
wide variation in net-zero commitments among 
financial institutions, including for the boundaries 
set for targets (e.g., all GHG emissions or just 
CO2), the inclusion of financing activities, and 
whether portfolio companies are measured on 
scope 1 and scope 2 or whether scope 3 is also 
included. We’ve seen that financial institutions 
set targets with differing timeframes, from short 
to long term, and that mitigation strategies 
may vary significantly from exclusion policies, 
divestment and engagement with companies, 
to a focus on investment in climate solutions. 
Standardization would be helpful, as these  
variations make it difficult to compare, assess, 
and evaluate the credibility of financial  
institutions’ goals, progress, and efforts.

The Partnership for Carbon Accounting Financials 
has similarly filled a gap in how banks assess and 
disclose emissions associated with their loans and  

https://carbonaccountingfinancials.com/
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investments. The industry-led association has worked  
to establish a harmonized accounting standard so banks 
have a starting point to set science-based targets and align 
their portfolio with the Paris Agreement. We also look to the 
useful disclosure guidance provided by the Task Force on 
Climate-related Financial Disclosures¹² (TCFD) to include 
important information such as the disclosure of a company’s 
net-zero transition plan and measurement of progress 
toward its stated targets. The role of the board and senior 
management in the oversight and accountability for the  
transition plan should be articulated, including whether 
incentives align with the issuer’s climate goals. Companies 
should also clarify how they’ll maximize transition-related 
climate opportunities and how their financial planning  
supports the transition plan and strategy. The TCFD 
guidance requires transparency on climate policy actions, 
including whether industry associations align with the goal 
of net-zero GHG emissions by 2050 and, if not, how this risk 
is addressed by company management. Finally, banks must 
make significant progress in their stewardship practices,  
engaging with loan portfolio companies and others to 
ensure that their entire financial ecosystem is progressing 
toward their net-zero emissions targets.

At Manulife Investment Management, our way forward  
includes strong stewardship of the investments we  
manage on behalf of clients—not only to protect the health 

of individual investments but also to foster the strength and 
sustainability of the systems on which those investments 
depend. With our public markets portfolios, these  
stewardship activities include direct engagements,  
collaborative engagements, and proxy voting. We engaged 
in more than 200 discussions with financials issuers in 
2021, for example, and climate-related issues made up 
more than a third of our engagements. Our collaborative 
engagements include participating in the United Nations 
Environment Programme Finance Initiative, which brought 
together 20 of the world’s largest investors to advance  
the recommendations of the TCFD. Finally, we use our  
influence as an institutional investor to support climate- 
related shareholder proposals at banks around the world, 
including proposals requesting concrete plans for Paris 
Agreement alignment and exposure reduction targets, as 
well as requests for increased climate-related disclosures.

We recognize that carbon-emitting industries have financing 
options beyond banks, that the actions banks take around 
the world are guided by a complex set of realities—regional, 
regulatory, and client-specific—and that change will be  
uneven. As the risks of climate change rise in the years 
ahead, we will continue to serve as active owners and help 
encourage banks to match their net-zero commitments  
with actions.

MSCI ACWI banking sector alignment with Paris Agreement

Unaligned

Moderately unaligned

Moderately aligned

Aligned 8%

39%

42%

11%

Source: Manulife Investment Management, February 2022.

1 “As climate risks skyrocket, largest asset managers vote for more climate-related shareholder proposals, tipping support to recard levels in 
2021,” Ceres. 2 Carbon Pricing Dashboard, World Bank, 2022. 3 Ember-Climate.org, 2022. 4 Reference: https://www.ipcc.ch/sr15/, 2022  
5 BankTrack, 2021. 6 Tool-Transition Pathway Initiative 7 Companies | Climate Action 100+ 8 “Foundations For Science Based Net-Zero Target 
Setting in the Financial Sector,” sciencebasedtargets.org, November 2021. 9 Bank A, Climate-related disclosures report, 2020. 10 Scope 1 
emissions generally refer to those from owned or controlled sources, scope 2 from purchased sources consumed by a company (e.g., electricity), 
and scope 3 from indirect sources in a company’s value chain. 11 Bank B, 2021 Climate Report. 12 Task Force on Climate-related Financial 
Disclosures, P141021-2.pdf (fsb.org), October 2021.
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https://www.transitionpathwayinitiative.org/sectors
https://www.climateaction100.org/whos-involved/companies/
https://sciencebasedtargets.org/resources/files/Foundations-for-Science-Based-Net-Zero-Target-Setting-in-the-Financial-Sector.pdf
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Key takeaways

•  Investors today face a range of challenges, from high inflation 
and tightening policy to low yields and tight spreads.

•  The temptation to reach for yield by increasing credit risk or 
extending duration is understandable, but often impractical.

•  We believe there are ample opportunities for investors to  
cast a wide net and then actively target select segments.
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The past year delivered a raft of new challenges for fixed- 
income investors in addition to the persistent headwinds 
that have characterized the market for several years. First, 
the familiar: Yields have remained practically nonexistent  
in many high-quality segments of the market, while spreads 
in riskier areas have returned to prepandemic levels and 
are again historically tight. Price signals continued to be 
unreliable indicators of risk as central banks—particularly 
the U.S. Federal Reserve (Fed)—continued the bond- 
buying programs that they began in the wake of the 
COVID-19 pandemic. As for the new pitfalls to navigate,  
inflation has returned with a vengeance, hitting a 40-year 
high in the United States as well as parts of Europe;  
meanwhile, the supply chain disruptions and labor force 
shortages that contributed show no near-term signs  
of abating.

The Fed, for one example, seems to understand the  
inevitability of its next move and has recently begun 
to taper the volume of its monthly bond purchases; its 
consensus forecast, meanwhile, calls for about three rate 
hikes in 2022. Against this backdrop of stubbornly high 
inflation and increased monetary tightening, there’s also 
the prospect of slower economic growth. The consensus 
estimate for U.S. GDP growth in 2022 is 3.8%—a  
meaningful slowdown from 2021, although still above  
the longer-term trend.

The solution is not more 
risk—nor is it to avoid risk
The “easy” answer to these challenges would be to dial 
up risk in a fixed-income portfolio, increasing allocations 
to high-yield corporates or high-yielding emerging-market 
debt. Or an investor could reach for yield by extending 
duration—while keeping fingers crossed that moderating  
economic growth and inflation will be enough to keep  
longer-term rates from jumping materially higher. Of 
course, few institutional investors have the luxury of simply 
increasing their risk budget—particularly doing so because 
the market looks uninviting. But significantly dialing down 
risk is no winning formula either. Fixed-income investment  
mandates aren’t simply about playing defense. For any 
investor seeking to generate a certain level of income or 
total return, taking major overweight positions in, say, 

short-duration bonds or Treasury Inflation-Protected  
Securities isn’t a particularly attractive option, either.

Naturally, the course we advocate at Manulife Investment 
Management is an active one. Challenging markets like  
today’s call for pursuing targeted opportunities—and 
ideally, several of them in concert. In this piece, we’ll take 
a closer look at how we’re navigating some key areas of 
the market—particularly those beyond core sectors—and 
what tactics might serve investors well in light of the 
unique challenges of today’s bond markets.

Duration is not the enemy
One common presumption, even among seasoned  
investors, is that shorter duration assets have offered  
protection during periods of monetary tightening. But  
history paints a somewhat different picture. Looking back 
on past tightening  
cycles in the  
United States can  
be particularly 
instructive.  
Between June 
2004 and May 
2005, the federal 
funds rate rose 
from 1.0% to 
3.0% through a 
gradual series of quarter-point rate hikes. Yet the return 
for the Bloomberg U.S. Aggregate Bond Index during that 
time was nearly four times higher than the return for the 
Bloomberg 1–3 Year U.S. Aggregate Bond Index, a proxy 
for short-dated debt.

The reason, of course, is that the shape of the yield 
curve often changes as monetary policy shifts from an 
accommodative stance to a tightening one, with different 
factors driving the two ends of the curve. The short end, 
as we know, is driven by the central bank’s policy concerns 
regarding inflation and the economy, while the long end is 
much more a reflection of market demand and investors’ 
appetite for risk. If a central bank is looking to tamp down 
inflation while investors are starting to wonder about a 
slowing economy, that’s a pretty good recipe for a flattening 
yield curve. And that’s exactly what we saw when the Fed 

“Challenging  
markets like  
today’s call for  
pursuing targeted  
opportunities— 
and ideally, several of 
them in concert.”
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started tightening in 2004, and again in 2016 through 
2018. The key point here is that trying to predict the level 
of interest rates is a notoriously difficult undertaking and  
one that often offers limited upside. We think there’s  
much more to be gained by adjusting a portfolio to  
account for the shape or relative steepness of the curve.

The yield curve flattened significantly during the past two tightening cycles
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Source: Federal Reserve Bank of St. Louis, as of February 15, 2022. The 10-year U.S. Treasury (UST) minus 2-year UST values reflect the difference 
in yields between USTs with 10- and 2-year maturities. Lower values indicate a flatter yield curve.

Don’t wait on a rising tide to 
lift all corporate bonds
Corporate bonds are, for many investors, a key part of  
any “plus” allocation, and taking an active approach to  
that segment of the market is a good way to seek out  
incremental value. We believe we’re essentially midcycle 
in the United States as well as in much of the developed 
world and that tilting a portfolio toward consumer cyclicals 
over consumer staples makes sense. The economy still 
hasn’t fully emerged from the shadow of COVID lockdowns 
and we believe there’s still runway left in the so-called 
reopening trade as 2022 progresses.

We are mindful of valuations, however, with spreads in both 
investment grade and high yield extremely tight; there’s  

not a lot of room for widespread price appreciation. But 
there may be some: The fundamentals within much of 
the corporate bond landscape have been improving and 
upgrades have accelerated. Investors tend to focus on 
so-called rising stars—issues that get upgraded from the 
high-yield space to investment grade—but within just the 
investment-grade segment of the market, there’s been 
meaningful activity. In the third quarter of 2021 alone, 
upgrades outpaced downgrades by a huge margin: more 
than $100 billion versus just $14 billion. The upgrade/
downgrade trend over the full year last year was about  
1.6 to 1.0, which historically is a significant differential.

The other key point to remember about credit spreads is 
that they can move sideways for long stretches of time. 
Going back to a prior example, investment-grade credit 
spreads were rangebound for a full three years, trading 
at basically 80 to 100 basis points over U.S. Treasuries 
from mid-2004 to mid-2007. During that period—which 
featured clockwork short-term interest-rate hikes—the 
investment-grade sleeve of the Agg generated an excess 
annualized return of around 87 basis points. An active  
allocation would’ve had the potential to exceed even that, 
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and we’d argue that’s not a bad place to land from a risk/ 
return perspective in an environment of steadily rising rates.

Corporate credits spreads can—and have—remained rangebound for long stretches
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Source: Federal Reserve Bank of St. Louis, as of February 15, 2022. High-yield bond and investment-grade bond spreads are based on the yields of the 
Intercontinental Exchange (ICE) Bank of America (BofA) U.S High Yield Index and the ICE BofA U.S. Corporate Index, respectively. The former tracks the 
performance of below-investment-grade U.S. dollar-denominated corporate bonds publicly issued in the U.S. domestic market and includes issues with 
a credit rating of BBB or below; the latter tracks the performance of U.S. dollar-denominated investment-grade corporate debt publicly issued in the 
U.S. domestic market. It is not possible to invest directly in an index. Past performance does not guarantee future results.

Patience and diligence can 
uncover opportunities in  
securitized debt
Sometimes opportunities can be hiding in plain sight; 
asset-backed securities (ABS) are one such example. The 
segment represents a relatively small part of the Agg and 
in benchmark-oriented strategies consists primarily of 
the most garden-variety ABS: auto loans and credit card 
receivables, specifically.

But if investors are willing to roll up their sleeves and  
consider adding a bit of structural complexity, instead  
of just credit risk, there are attractive opportunities in 
many areas of the ABS market, including whole business 
securitizations, time-shares, single-family rentals,  
equipment leases, shipping container leasing, and more. 
These overlooked and underused segments of the market 
present some opportunity for incremental excess returns 

that aren’t as correlated with other pure credit segments  
of the market.

Another securitized segment worthy of a closer look is 
agency mortgage-backed securities (MBS). There’s an old 
adage to “own what the Fed is buying.” While we’re not sure 
that’s much of a bedrock for an investment strategy, the 
corollary is worth considering. As the Fed continues—and 
possibly accelerates—the tapering of its bond purchases 
(which include agency MBS), the drop in artificial  
demand could translate into higher yields—yields, in other 
words, more commensurate with the risks. We’ve been 
underwhelmed by the risk/reward profile in agency MBS for 
several years, but should yields in that space tick higher, the 
segment may merit closer attention from active investors.

International allocations  
provide diversification on 
multiple levels
While much of the developed world is marching to the  
same drummer when it comes to monetary policy and 
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“While much of the 
developed world 
is marching to the 
same drummer 
when it comes to 
monetary policy and 
combating inflation, 
the situation in  
emerging markets  
is a little different  
in some  
noteworthy ways.”

combating inflation, 
the situation in 
emerging markets is a 
little different in some 
noteworthy ways. 
Inflationary pressures 
surfaced in a number 
of emerging markets 
quite a bit earlier than 
they did in the United 
States or Europe; 
central banks, in many 
cases, were also 
therefore quicker to 
act. Mexico, South  
Africa, South Korea, 

and Chile have already begun raising short-term interest 
rates, just to name a few examples.

This discrepancy in timing—in when each central bank 
began the process of tightening policy—may seem like  
a small detail, but it can actually be the locus of some 
meaningful investment opportunities. South Korea, for 

example, began hiking interest rates in August 2021 and 
today its base rate stands where it did at the start of 2020. 
We believe the market has priced in more rate hikes this 
year than we believe are likely to be necessary. That kind  
of priced-in expectation for higher rates—if they don’t  
ultimately materialize—can create opportunities at  
the short end of the curve when expectations and  
reality reconverge.

Turning to South Africa, the central bank there began  
the process of normalizing rates in November 2021.  
But what makes that market appealing is that, nominally, 
10-year debt is yielding more than 9%, with positive real 
yields of around 4%; the yield curve in South Africa is 
already comparatively steep, with a more than 400 basis 
point difference between the 2- and 10-year bonds. In  
our minds, the risk of meaningfully higher long-term rates 
or a steeper curve is more than offset by the incremental 
income offered.

There is yield to be found for investors with a global view

10-year government bond yields
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Source: Trading Economics, as of February 15, 2022.

Nuances are one thing; there are other countries that are 
at different points in the economic cycle, entirely—where 
there’s little to no inflationary pressure, economic activity 
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needs a jump-start, and the central bank is much more 
focused on implementing stimulative measures. The best  
example of this today is probably China. The PBoC has 
already cut rates twice in 2021, but we believe there’s  
a strong likelihood of further rate reductions in 2022.  
In the context of a global portfolio, adding that kind of  
macroeconomic diversification to the mix—where the  
trajectory of rates and monetary policy can serve as a  
tailwind—can be a big advantage.

Currency exposure can add 
uncorrelated alpha
Macro- and fundamental-level diversification benefits  
aren’t all that international bonds bring to the table:  
Tactical currency positioning remains one of the best  
diversification tools available to an investor. The question  
is, as always, how and where to pursue it.

One of the most straightforward ways to implement a bullish 
view on a currency is to own the country’s bonds outright. 
To stick with the China example, adding China government 
bonds to a U.S.-focused portfolio offers tremendous  
diversification benefits. The correlation between rates in 
the United States and China has historically been around 
0.1, which means, directionally those markets’ movements 
have been essentially independent. And because foreign 
ownership of China bonds remains such a small percentage 
of the overall market, longer-term rates aren’t whipsawed 
by investor flows or risk-driven trades.

But owning a bond and its base currency are, ultimately, 
independent decisions. An investor can choose to buy a 
foreign-denominated bond based on attractive fundamentals 
and hedge away the currency risk. Or an investor can own 
a currency outright through FX positioning without buying 
the underlying bond. The hard part, of course, is deciding 
between the two.

There are many factors that affect whether a currency 
is strengthening or weakening—inflation, the economic 
trajectory, the direction of rates—but our research suggests 
that currencies tend to trend up and down over longer-term 
arcs that can last five years or more. So if you believe that 
the U.S. dollar may be near a bit of an inflection point—as 

we generally do—and that it could begin to transition from 
a strengthening cycle to a weakening one, that transition 
opens many doors for investors who are willing and able  
to implement a stance on currency in their portfolios.

Active management was 
built for challenging markets
With compressed spreads, high inflation, and tightening 
monetary policy part of the investment landscape in so 
many markets, it’s not a particularly bold stance to say 
that a passive, blanket allocation in fixed income might 
not be an ideal approach. Allow us, then, to put more of a 
stake in the ground by saying that for active managers with 
sufficient scale and global resources, there are abundant 
opportunities in today’s market. The key lies first in being 
able to effectively pursue them.

At Manulife Investment Management, our global fixed- 
income team is composed of more than 150 investment 
professionals on 10 distinct teams around the globe, from 
Boston to Beijing. Having that breadth and depth of talent 
and resources is a vital component of delivering results—
especially in markets as challenging and nuanced as  
this one. The second key to capturing opportunities is  
to allow for a broader mandate. Opportunities do exist 
throughout the fixed-income universe, but a narrowly  
defined strategy—limited to, say, only U.S. investment- 
grade bonds or only emerging-market sovereign debt—will 
by definition miss many of the most compelling pockets for 
generating potential alpha. We believe casting a wide net 
and broadening the opportunity set is always a good idea. 
Pairing that mindset with an active and targeted approach 
may be a luxury in certain markets; we’d argue that in 
today’s market, it’s more of a necessity.
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