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FOREWORD
When we started writing our weekly
Global Matters articles back in 2015,
we had an ambition to change the way
that we communicated with our rapidly
expanding, global client base. We wanted
to provide easy to digest and topical notes
which relayed the latest thinking from our
investment team to clients, whilst also
offering insight into our approach and the
individual characters across our team.
The Global Matters weekly readership
has picked up greatly over the past five
years and once again we mark the end
of the year by sharing a compendium of
2020’s articles. Across dozens of blogs,
which incorporate a mix of investment
insight with topical twists, this charts our
journey through what has been the most
extraordinary year.
The events of 2020 will be pored over,
studied and relayed for generations to
come. In a single year, a decade’s worth
of change has happened; only a fraction
of that is apparent to us now, but the
legacy of COVID-19 will become clearer
through time. Time will tell but there’s a
reasonable chance that this year could end
up being the catalyst for more meaningful
long-term shifts in markets, brought
about in particular by dramatic changes in
government policy and economies globally.

2

The world will of course remember 2020
for the pandemic and the massive toll it
had on lives and livelihoods, which will
leave scars long into the future. More
narrowly for investors, it brought the
longest economic expansion in history to a
slamming halt, although remarkably returns
for the calendar year will reveal little of the
market turmoil. This crisis must remind
us not to become overly dependent on one
theme or asset exposure. Yes, it’s been a
particularly unusual year, but the potential
for surprises should never be overlooked.
We would like to use this opportunity to
thank all our clients for their support. We
never lose sight of the imperative role that
you play in our business. The reason why
your clients trust us is because you trust us.
From the whole team we wish our readers
all the best in 2021, which we hope will
live up to its potential as a year of strong
recovery around the world.
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The big policy pivots by central banks that drove markets in 2019 will not be repeated in 2020. Equally,
there is no prospect of a reversal of policy; the Fed is on hold but dovish, while tightening remains a
distant prospect elsewhere.
Global manufacturing suffered a recession in the past year but with limited spill-over into consumer and
service sectors. Economies slowed, not stalled, and employment remained strong with real wages rising.
Conditions suggest modest but sustainable growth ahead.
The removal of the worst fears about trade wars and Brexit reduce risks and help to restore confidence
and investment. With the prospect of a hard left government in the UK also despatched, and a
government with the vision to grasp Brexit as an opportunity not a disaster, the prospects for the UK are
much brighter.

“

Reduced risks, positive
effects of monetary
easing and increasing
likelihood of fiscal
stimulus suggest that
the worst of the global
growth pause is behind
us.

“

While inflation
seems a low risk, it
could result in earlier
monetary tightening
than currently expected
and would have a high
impact on markets.

“

January
2020

Following the worst year for equity markets since the financial crisis, 2019 was one of the best. Many
risks failed to materialise: US-China trade wars moved towards a phase one deal, the UK did not fall over
the Brexit cliff edge, the World economy slowed but did not enter recession, China’s debt bubble was
contained and geopolitics caused ripples but no dislocation. Most important was the policy pivot by the
Fed, from a restrictive stance to much looser policy. But corporate earnings were flat, so returns of 28%
from world equities leave valuations materially higher than a year ago. Can this bull market, the longest in
history, continue?

14 January 2020

“

Outlook for 2020
Glyn Owen

Reduced risks, positive effects of monetary easing and increasing likelihood of fiscal stimulus suggest
that the worst of the global growth pause is behind us, providing a better backdrop for the corporate
sector. But risks remain.
With unemployment low across the developed world any pick up in growth, and particularly a shift to
fiscal policy to stimulate growth, could result in higher real wages, pushing up inflation. While this seems
a low risk, it could result in earlier monetary tightening than currently expected and would have a high
impact on markets.

Finally, high debt levels remain a headwind to growth and stability. There are no liquidity shortages, banks
are well capitalised and ultra-low interest rates make debt more affordable than in previous cycles, but
high debt is a constraint to growth and a problem in the event of a turn in the interest rate cycle.
Balancing these risks against the broadly favourable economic and monetary backdrop, we expect
markets to make further progress this year. We see the best opportunities in equities but diversification
remains the cornerstone of our approach, blending core exposure to global equities with infrastructure
and property investments along with non-correlated assets including US Treasuries, specialist fixed
income, liquid alternatives and gold. With true diversification and tactical exploitation of the inevitable
setbacks, we believe that mid to high single digit returns are achievable in 2020.
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We see the best
opportunities in equities
but diversification
remains the cornerstone
of our approach.

“

With true diversification
and tactical exploitation
of the inevitable
setbacks, we believe that
mid to high single digit
returns are achievable
in 2020.

“

That means setbacks in trade wars cannot be dismissed. The President’s unpredictability is already
evident this year, with a dramatic escalation in the dispute with Iran which could further destabilise the
Middle East and deliver an oil supply shock.

“

“

The US Presidential election raises uncertainty, especially if the Democrats select a candidate who would
roll back Trump’s business friendly policies. A second Trump term seems the most likely outcome, and
while this suggests continuity it also means continued unpredictability.
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Several common arguments are made for the continuing lacklustre performance of value stocks. In our
report, we focus on macro factors such as declining growth and the downward path of interest rates, as
well as the success of large technology companies with apparently inaccessible barriers to entry due
to scale. While there is some truth to these arguments, there are uncomfortable echoes of the 2000
technology bubble in this line of thinking. Ultimately, we believe that behavioural factors can provide a
better explanation for some of the extremes we are seeing today, and these factors do not necessarily
favour one style over another.
If you would be interested in reading the full document, please do get in touch with our distribution team.
We would be happy to share our research and respond to any comments/questions you may have.
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“

While there is
some truth to these
arguments, there are
uncomfortable echoes
of the 2000 technology
bubble in this line of
thinking.

Investors are happy to own equities at present with the US stock market regularly making new highs
through last year, giving the impression that confidence is also high. But this observation ignores the
fact that many investors are electing to own shares in high quality, defensive companies, which have
therefore performed extremely strongly in the period since the financial crisis. Investing is about
being able to distinguish between high and low quality companies, but also understanding what
premium to pay for the former and here a huge discrepancy has built up between valuations on the
highest and lowest quality names in the market as a result of investor unease.
Another indicator that, at first glance, appears to suggest animal spirits are alive and well in markets
is the VIX index of implied volatility, which is currently 24% below its long-term average. A low
reading on the VIX is often considered a sign of investor complacency. But underneath the headline
index level the skew between expectations for a big upward move in stock prices versus a big
downwards move is very high, suggesting that within the current low volatility regime – attributed
to unusually active central bank policy, which has served to put a floor under markets – investors are
still nervously looking over their shoulders.
Investors are not the only ones feeling downbeat. Global central banks continue to run extraordinarily
loose monetary policy, with good reason on the most part given few signs of inflation in the system,
but it is nonetheless surprising to hear the Bank of England talking about a further rate cut as recently
as last week. December’s election result coincided with, or likely caused, the biggest jump in CEO
confidence since before the referendum. With a clear mandate, Brexit uncertainty has been removed
and it is instructive at this juncture to cast our mind back to the last time the UK was unencumbered
by political (and perhaps self) doubt, pre the referendum in 2016, when it was the second best
performing major economy behind the United States.
If investor fears around markets are affecting their reality, it is perhaps unsurprising that the ‘most
hated bull market in history’ is also the longest (at 130 months the current bull market in the S&P 500
has passed the previous longest period of expansion that ran for nearly 10 years from October 1990).
There are risks: fear itself can have a huge impact on the global economy and there are also tangible
frictions in the form of trade wars, both of which have a crucial bearing on markets. We remain
broadly diversified in our portfolios to help navigate short term pullbacks, but we continue to believe
it is time in the markets rather than trying to time short term ups and downs, that is key in delivering
on our clients’ investment outcomes. We pay close attention to the global economy and valuation
opportunities, but we try to not let the noise distract us from our clients’ needs for long term real
returns.

“

investors looking for
the next bear market
are affecting its timing.

“

But underneath the
headline index level
the skew between
expectations for a big
upward move in stock
prices versus a big
downwards move is very
high.

“

we continue to believe
it is time in the markets
rather than trying to
time short term ups
and downs, that is key
in delivering on our
clients’ investment
outcomes.

“

To answer this question, we have undertaken a thorough review of the value factor which we will be
publishing this week. In this document we broadly address the following questions: (1) Why should we be
exposed to value? (2) Why has it underperformed? (3) How should we think about our exposure in the
future? At the risk of spoiling the conclusion for our readers, we can reveal that we believe value investing
still has an important role to play within diversified portfolios, particularly at this point in the cycle.

In theory, the idea
that companies have
some ‘intrinsic value’
does not appear
contentious; it seems
almost self-evident
that most of us would
not want to pay any
more than a company
is worth for the
pleasure of owning it.

“

In theory, the idea that companies have some ‘intrinsic value’ does not appear contentious; it seems
almost self-evident that most of us would not want to pay any more than a company is worth for the
pleasure of owning it. It is therefore puzzling that investors have been making substantial profits doing
arguably just that. Of course, in practice it is extremely difficult to agree on a definition of ‘intrinsic value’,
but by most objective measurements it is undeniable that value as a style has been having a torrid time.
While market inefficiencies can explain this phenomenon over the short term, the length of the current
trend requires active investors to challenge long-held convictions and answer the question, ‘are things
really different this time?’

“

“

The power of modern-day market narratives manifests itself most obviously on the rare occasions I find
myself discussing investment-related subjects in a social setting. It will come as no surprise to readers
that such conversations tend to be dominated by a few predictable topics, most of which include the
word ‘Bitcoin’. Thankfully, discussions with my professional colleagues are more varied and instructive
(although whether or not they would make for entertaining dinner party conversation remains doubtful).
While Bitcoin is perhaps an obvious example of the power of trends, us investment professionals can also
be guilty of succumbing to the various fashions of the day.

One of the most
dominant trends
playing out in
markets at present,
and for much of the
past decade, is the
preference for high
growth/momentum
stocks over highly
unfashionable value
stocks.

In 1998, researchers at the Weizmann Institute of Science in Rehovot, Israel, showed that electrons
passing through a membrane behave differently when being observed. In a similar way, investors
looking for the next bear market are affecting its timing. Bear markets are typically preceded by a
period of irrational exuberance, which seems a quantum leap from where the collective mood in
markets is today. Traditional indicators such as the shape of the yield curve and the level of equity
market valuations have proved ineffective thus far in this latest cycle; little surprise perhaps given the
changing rules of the game, with risk free rates (here thinking about US Treasury Inflation Protected
Securities) having declined to zero over the past 23 years. Instead of adhering to any single rule of
thumb, we have preferred to stay invested on behalf of our investors and broadly diversified, to good
effect in 2019.

“

One of the most dominant trends playing out in markets at present, and for much of the past decade,
is the preference for high growth/momentum stocks over highly unfashionable value stocks. It is not
too difficult to imagine why exciting growth companies such as Amazon have a much more compelling
narrative compared to bricks and mortar retailers like Bed Bath and Beyond, but the unusual extent of
value underperformance has occurred almost irrespective of fundamentals.

“

“

While high growth/momentum stocks have performed well for some time, they have historically been
susceptible to momentum crashes which have tended to coincide with bear market periods. As stock
markets reach all-time highs and the US enters its tenth year of economic expansion, we think that having
exposure to value stocks still makes good sense. We have long been of the view that having balanced
factor exposure is the best way to achieve excess returns, and now does not seem the time to abandon
this philosophy.

A Weizmann once said
Richard Stutley, CFA

27 January 2020

“

Value: Alive but not yet kicking
Robert White, CFA

20 January 2020
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Sectors deemed to be most sensitive to this outbreak are luxury retailers, alcohol producers, leisure,
airlines and selective commodity producers with these sectors directly impacted by a fall in customers’
propensity to consume. We are receiving regular updates from the Chinese equity managers we have met
with. One has described the situation in China’s largest city: “Shanghai remains quiet with most streets
fairly empty. Transport has largely stopped with people staying at home and only going out for food and
other necessity shopping.” Chinese consumption, economic growth and certain company earnings are
certainly going to take a hit in the first quarter of 2020, though this slump is currently only expected to be
short lived, as was the case with SARS in 2003. An announcement over the weekend from China’s central
bank that it has now pumped the equivalent of net $22bn into the economy confirms the economic
significance and safe haven assets have moved to price in a negative outlook. US 10 year real yields are
now sub-zero and currently sit at their lowest level since 2013. Gold has also bounced up 4% so far this
year and has shown its tail risk hedging qualities. Times like this show why we typically have an allocation
to the precious metal, and always to safe haven assets more broadly, in portfolios.

Chinese consumption,
economic growth
and certain company
earnings are certainly
going to take a hit in
the first quarter of
2020.

“

Times like this show
why we typically have
an allocation to the
precious metal.

“

Sharp market moves
in the crescendo of
such events provide
opportunities for those
who can be active and
nimble.

“

As at the time of writing the virus has killed 361 people, with more than 17,000 confirmed cases. Fears
have naturally escalated across the globe with cases now confirmed in a host of countries where the
patients had not even visited China. Indeed, last Thursday the World Health Organisation deemed the
outbreak a global emergency, the sixth time it has made such an announcement since 2009. Fears also
stem from the memories of past outbreaks, including SARS (severe acute respiratory syndrome) in 2003
which caused the death of 774 people, Ebola in 2014 which killed over 11,000 people and even the 1918
influenza pandemic which killed an estimated 50 million people. At this stage the current outbreak has
not hit the levels of those stated previously and, without meaning to downplay the developments and
acknowledging the ever-increasing number of casualties, far fewer people have died compared to the
tens of thousands who die each year from seasonal flu. Though the recent developments have of course
been frightening, we do think it is important to keep them in a historical context.

“

“

February
2020

When we talk about risks to our investment outlook, we always warn of the threat of ‘unknown
unknowns’, events that come seemingly out of nowhere that can’t be predicted or planned for. All we
know is at some point they will arise. As all readers will be aware, two have already arisen in the early
stages of 2020, firstly with the tragic incident in Iran when a civilian plane was shot down and secondly
with the outbreak of the new coronavirus in China. Understandably, we have received numerous queries
from clients, notably on the latter, and this Global Matters Weekly seeks to clarify our current stance on
recent events.

“

Unknown unknowns: the Coronavirus
Michael Clough

03 February 2020

Sharp market moves in the crescendo of such events provide opportunities for those who can be active
and nimble. Our current approach, as it has been since the outbreak of these events, has been one to not
panic. We have not made any alterations to portfolios as a result. As the situation continues to unfold
that of course may change as opportunities are presented. Events such as these will come up again in
the future, as they have in the past, and markets will be volatile in the short term. Nonetheless we don’t
believe they should distract us from our long term objectives for clients. We remain diversified across
asset classes so as not to be too affected by large swings in individual companies and sectors.

“

We have not made
any alterations to
portfolios.

“
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The investment jargon is confusing, with lines often blurring between SRI (Socially Responsible
Investing) and ESG (Environment, Social, Governance) funds, although all have a focus on investing
in “good” companies, supporting “good” causes. However, scrutiny from investors and regulators
is leading to improved clarity and transparency around the underlying definitions and processes.
In order to use a more standardised ESG compass many investment managers have adopted the
Principles for Responsible Investment (UNPRI) guidelines, which were developed in 2004 through
a joint initiative led by the United Nations1 and formally launched in 2006. Today the UNPRI has
over 1,000 signatories representing over $70 trillion of assets under management. Estimates of total
assets invested in dedicated ESG strategies vary but we know it is a relatively small share of total
AUM at present which we can be certain will continue to grow.

As well as the ethical
imperative, there
has been greater
recognition of the
financial imperative of a
sustainable investment
approach.

“

the question for 2020
is not ‘if’, or ‘when’, but
rather ‘how’?

So, the question for 2020 is not ‘if’, or ‘when’, but rather ‘how’?

Kenya is a world leader
in the mobile money
transfer business.

Excluding investments in businesses that operate in controversial sectors can also help, but only
to an extent. Selling one’s shares in a business simply passes ownership and voting responsibility
on to the next holder, who may be less attuned to sustainability issues and less inclined to help
drive change in these companies and sectors. Instead, engaging and holding on to investments in
businesses that are willing to change their practices for the better with an intent to transition to a
more sustainable approach may be the more effective strategy. Second derivative exposures must
also be considered – rather than just excluding investments in thermal coal producers for example,
one must consider the secondary industries feeding their sales – energy companies and national
grids, power plants and the like. Furthermore, consideration must be given to the communities that
depend on such industries for their economic livelihood, which speaks to the ‘S’ of ESG. Hence,
what is deemed a “good” or a “bad” company or even sector from an ESG perspective is not always
absolute, and needs careful consideration.

1 ‘Who Cares Wins. Connecting Financial Markets to a Changing World’ – United Nations Global Compact, June
2004.
2 ‘10 Reasons You Should Care About ESG’ – Bank of America Merrill Lynch, September 2019.

“

investment managers
should adopt an
integrated approach,
with ESG issues
assessed across every
aspect of the process.

“

we plan to launch a
Sustainability focused
multi-asset solution
later this year, designed
to meet the needs
of those investors
who wish to raise the
sustainability bar
for their investments
further .

“

“

It is recognised that ESG considerations go well beyond just carbon emissions, to encapsulate a
plethora of other controversial activities – from deforestation or use of plastics, through employment
practices including child labour and gender inequality, to independence of board members and
proxy voting – all factors that represent real risks for businesses that must be better incorporated
into investment decisions. In order to do so investment managers should adopt an integrated
approach, with ESG issues assessed across every aspect of the process. The explosion in data
availability around all these factors will generally help to facilitate this, but given the complexity and
inter relatedness of many of these issues, the qualitative human element that comes with actively
managed strategies will arguably have an edge over rules based, passively managed strategies here.

At Momentum, our business was among the first to sign the UN-PRI back in 2006. We acknowledge
that we are in a privileged position to act as fiduciary to our clients and stakeholders and we do
take these responsibilities seriously. Whilst at a micro level, many of our solutions may not yet be
explicitly measured in terms of ESG credentials, at a macro level ESG considerations are high on our
agenda and integrated into our investment processes - we will continue to strive for best practice
around managing the related challenges. Looking forward, we plan to launch a Sustainability focused
multi-asset solution later this year, designed to meet the needs of those investors who wish to raise
the sustainability bar for their investments further.
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“

“

Kenya is a world leader in the mobile money transfer business. Back in 2007, the in-country challenges
with existing over the counter banking and poor landline telephone infrastructure gave Safaricom
the opportunity to launch M-PESA, the mobile phone-based money transfer system. I wonder if the
significant infrastructure and postal system challenges mentioned above could pave the way for techsavvy online retailers in Africa to leapfrog ahead and lead the world in drone delivery.

Nobody could have missed the global awakening to the debate on climate change over the past
year. The greater frequency of extreme events – fires, storms, flooding – as well as the increased
visibility of movements like Extinction Rebellion have been key driving forces behind this, although
the heightened attention is long overdue. Within the investments industry this has translated into
a marked increase in demand for strategies that focus on sustainability; an inexorable trend that the
whole industry needs to adjust for.

As well as the ethical imperative, there has been greater recognition of the financial imperative of a
sustainable investment approach. For instance, research by BofA Merrill Lynch recently estimated
that buying stocks that rank well on ESG metrics outperformed the market by 3% per year and could
have helped avoid 90% of recent bankruptcies in the US2. Ultimately, these “better” companies
should be rewarded with lower costs of capital and their investors should benefit from reduced risks
in their portfolio.

“

We are all very aware of the transformation of the developed markets’ retail sector from high street and
malls to online and, as an investor in African real estate, we wonder how this trend will manifest itself
where we operate in Africa ex South Africa. Retail penetration in this geography is currently far less
than in developed markets and although there is arguably an opportunity for expansion, we approach
investments in new shopping mall developments with some caution. Whilst the threat from online
retailing is present and growing (for example, it is possible to have goods delivered within a week to Lagos
or Nairobi from China via Ali Baba), it is not nearly as evolved as it is in developed markets. Barriers to
entry are high because locally-based online retailers in Africa would face the same challenges as in store
retailers: (1) low GDP/capita and therefore limited buying power, (2) procurement challenges – periodic
unavailability of hard currency to purchase supplies, (3) competition from local markets – informal streetside markets are still commonplace and culturally popular, (4) transport infrastructure challenges – slow
ports, severely potholed roads, continual congestion and lack of street signs (e.g. Accra has no physical
street name signs – if you don’t have Google Maps, directions are given by landmarks!) and (5) an
unreliable/non-existent postal system.

We are all very aware
of the transformation
of the developed
markets’ retail sector
from high street and
malls to online and, as
an investor in African
real estate, we wonder
how this trend will
manifest itself where
we operate in Africa ex
South Africa.

17 February 2020

“

Casting back thirty years to the early 1990s when I was managing our farm in Zimbabwe, I can distinctly
remember the frustrations of trying to order fertilizer by landline telephone. It took me a week to get
through to the fertilizer company and when I finally succeeded, they couldn’t hear me! Devastating when
your crops are wilting in the field, not to mention the disastrous financial impact personally and for the
wider economy of what was then the breadbasket of Africa. Fast forward to 2010 when mobile phones
were commonplace and provided a reliable service. I wasn’t farming any more, but I can imagine that I
would have been able to swiftly place an order by call or text. Moving forward another 10 years to today,
I am confident that I could place an order via an app on my smart phone. Isn’t technology wonderful for
business?

“

“

Having personally experienced how the mobile telephone has transformed communications and
enabled business in Africa, I wonder if the combination of poor existing infrastructure and technological
advancement could transform the retail sector in emerging markets. Just as Kenya-based Safaricom has
led the world in mobile money transfers, I wonder if there is an opportunity for Africa to pioneer retail
delivery via drone.

Who cares wins
Andrew Hardy, CFA

“

Opportunities to leapfrog in EM
David Lashbrook, CFA

10 February 2020
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Investments as a profession has done a poor job of demonstrating our collective usefulness over and
above a Do It Yourself (DIY) approach. Most legal matters are quickly passed onto a solicitor, accountants
handle all but the simplest tax jobs and while most of us could have a go at amputating our own limb,
few of us would think it worth the risk. For these other professions the benefits of qualifications, training,
experience and resources are either self-evident, indoctrinated, or we are all so petrified of the adverse
consequences of a botched DIY job that we leave it to the experts.
Yet the pitfalls for the unwary in the sphere of investments are huge and despite those risks the allure of
DIY is often too great to ignore. But even in the relatively prosaic world of long only investing in funds
you can be lulled into a false sense of security. In fact, choosing fund managers is a very difficult job
indeed. There are tens of thousands of funds available worldwide – multiples of the number of large cap
stocks available to equity investors and, amongst their ranks, there are some total duds. Whether that be
due to inappropriate fees, misleading labelling, questionable liquidity or insufficient oversight, there are
myriad ways to end up out of pocket even before the movements of the markets are taken into account.
Additionally, although thankfully rare these days, there is also from time to time outright fraud especially
in less well-regulated corners of the markets.
In order to look past labels, understand philosophy, risk controls, culture and so on a combination of
quantitative and qualitative research is essential. Getting to know a portfolio well ahead of investing
by analysing the holdings through time to identify stylistic, sector and regional exposures is essential.
Portfolio concentration, turnover, active share etc also provide important insights into a fund manager’s
modus operandi. Only once we have run the holdings through our systems will we undertake detailed
(and repeated) manager due diligence meetings. We run the agenda and we only consider investing once
we are confident that this is the fund for us. We get access to these managers and any that don’t pass
muster are quickly put aside. This level of research and insight is essential and that is why we believe a
DIY approach to fund selection is a risky business indeed. We believe that detailed research, experience
and insight is essential to have the best chance of achieving our clients’ investment outcomes.
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Investments as
a profession has
done a poor job of
demonstrating our
collective usefulness
over and above a
Do It Yourself (DIY)
approach.

“

the pitfalls for the
unwary in the sphere
of investments are
huge and despite those
risks the allure of DIY
is often too great to
ignore.

March
2020

“

We believe that
detailed research,
experience and insight
is essential to have
the best chance of
achieving our clients’
investment outcomes.

“

Some clients are keen to invest directly in companies whereas others prefer to invest in funds managed
by firms on their behalf. There is a huge amount of variety in terms of different client needs and the fact
that investors are happy to follow their instincts is understandable but also risks creating very imbalanced
portfolios. I think part of the reason why, is that a lot of clients with capital are either successful
businesspeople or are interested in business and so they are not daunted by the prospect of putting
money at risk especially with companies that they are familiar with.

“

“

Thanks to our global client base we have the opportunity to meet advisers and institutional investors
with a very varied mix of underlying client types. Some live in countries that have a very well-established
investment culture and others are more nascent. Regardless of which environment our end users are used
to, the allure of investing on your own, without professional help, is always present. Different geographies
have very different ‘mood music’ from an investor risk perspective: it is interesting to see clients in one
country have a particular preference in terms of risk and investment outcome whereas their neighbours
across a border can have a very different stance. The same goes for the idea of investing globally versus
keeping capital in one’s home market. For some there is a temptation to invest with companies they see
every day whereas for others the allure of global behemoths is too great to ignore.

“

The dangers of DIY
James Klempster, CFA

24 February 2020
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I’d argue today’s moves are not due to the Coronavirus itself, but to the second and third order reactions
to it; OPEC wanting to cut production and the Russian decision not to play ball. The Saudis quickly
countered with the decision to increase production, potentially flooding the market with oil and driving
down prices in a move reminiscent of 2014 when the same protagonists tried to drive US shale producers
out of business. That episode resulted in more efficient US shale extraction and saw the US leapfrog
Saudi Arabia as the world’s largest producer of crude oil. In the years that followed we have witnessed a
shift not only in where power is concentrated within the kingdom, but on their economic focus and intent
to become less reliant on oil revenues going forward.
What we are seeing several months on from the virus’s first appearance is a kin to a metaphorical
mutation as the global economy becomes infected, crossing supply chains and sectors as well as
geographies. In the same way that street vendor Mohamed Bouazizi was ‘Patient Zero’ for what became
the Arab Spring, COVID-19 is likely to be identified as the root cause of what is fast becoming a much
broader issue beyond the scientific sphere. As nations strive to both contain the virus and protect their
economic interests, we should expect frictions to surface. How this plays out remains to be seen but
there are likely to be further second order effects that would not otherwise occur.
Price moves have been extreme, not dissimilar to those seen during the depths of the financial crisis,
albeit cumulative equity drawdown is some way off that. Our role as fiduciaries is to navigate safe
passage for our clients through waters that will inevitably at times be challenging as they are today. Our
seasoned investment process and experienced team allows us to carry out this role effectively, ensuring
the overall portfolio construct remain robust, while staying focused on our clients’ longer-term outcomes.
We remain mindful that risk also presents opportunity and are continually reappraising our portfolio
positioning as the situation evolves.

quality sovereign bonds,
the Japanese Yen and
gold are higher; the
latter to levels not seen
since the height of the
aforementioned Arab
Spring.
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is to navigate safe
passage for our clients
through waters that
will inevitably at times
be challenging as they
are today.

“

1Sources: Bloomberg, Chinese Center for Disease Control and Prevention
2“Unknown unknowns: the coronavirus”, Michael Clough, Global Matters Weekly, 03 February 2020

“

China restarts its
operations and
global governments
and central banks
plan for fiscal and
monetary stimulus,
economies recover
faster than expected
and oversold financial
markets reprice as a
consequence.

“

We came into last week’s rout with lower equity allocations than in most of the last five years in
recognition of elevated valuations and risks. This allowed us to add some risk back on Friday (when we
meaningfully rebalanced our equity allocations, which had fallen below their targets) and to still have
some headroom to take a constructive view going forwards, which we are thinking of implementing via
options. In such a volatile environment, a diversified portfolio is the most efficient way to achieve your
long-term investment outcomes. Breathe, think and act without letting panic take the lead.

In an effort to reduce
contagion, many
countries have been
restricting travel,
cancelling large public
events, suspending
public transportation
and quarantining
people.

On Friday when meeting clients I was reminded how quickly a chart becomes out of date. Looking at
our screens this morning that could not be more clear with asset prices reacting sharply to the largest
percentage fall in oil prices since the first gulf war. As I write equity markets are down significantly
and haven assets such as quality sovereign bonds, the Japanese Yen and gold are higher; the latter to
levels not seen since the height of the aforementioned Arab Spring. Treasury yields have plummeted as
investors have fully priced a three-quarter point cut at the Fed’s next meeting – that coming on top of the
emergency 50bps cut effective March 3rd. These are extraordinary times.

“

“

Real economies are suffering too. In an effort to reduce contagion, many countries have been restricting
travel, cancelling large public events, suspending public transportation and quarantining people. As
previously discussed2, the predictable effects of such measures have been a short-term decline in
economic activity with a deterioration in consumption, growth and investor sentiment. Looking forward,
we believe there are two scenarios likely to take place. In the more negative scenario, infections increase
in western countries and economies hit the brakes further to prevent contagion. Here, a synchronised
global slowdown taking place in an already weak, mature business cycle could increase recessionary
fears and spark a further sell-off. In a more positive scenario, western economies take advantage of the
lead time and cope better with the outbreak with minimal economic disruption. Also, as China restarts its
operations and global governments and central banks plan for fiscal and monetary stimulus, economies
recover faster than expected and oversold financial markets reprice as a consequence. There is elevated
uncertainty out there and it is not easy to evaluate which outcome will play out, nor what is priced into
current market valuations, but we are currently leaning towards the latter scenario.

“

“

As fears of a global pandemic mounted, global equities experienced their worst week since the global
financial crisis and the fastest correction in history, with US and European equities falling -11.5% and
-12.3% respectively, dragging down high-risk credits too, with Euro and US high yield spreads widening
by +91bps and +109bps. With markets tanking and investors seeking optionality and insurance, the
CBOE Volatility Index (so called “Wall St Fear gauge” or simply VIX) rose from ~17 to ~40 over the week.
Interestingly, typical defensive assets delivered downside protection at different times: the gold price
touched an intra-day peak of +2.8% on Monday but lost 6% from then until the end of the week; the
Japanese Yen rose steadily and closed the week with a gain of +4% against the US dollar; US 10 year
Treasury yields, after being almost flat on Monday, narrowed by ~33bps over the following four days to alltime lows (with the market currently pricing in two cuts by the April Federal Reserve meeting).

Breathe, think and act
without letting panic
take the lead.

When the seeds of the Arab Spring were sown in 2010 in a market in Tunisia, few would have foreseen
the chain of events that followed. The resulting wave of civil protest and unrest that rippled across
north Africa led to the collapse of regimes and leaders that had been in place for many decades, most
notably Muammar Gaddafi. Roll forward nearly a decade and 9,123 kilometres and another otherwise
unremarkable marketplace finds itself at ground zero for the current bout of volatility in markets. In
reality there is little to link these events, but the pattern of snowballing and onward contagion is perhaps
not so different as camels’ backs get broken.

“

As of today1, almost two months after the first reported cases of coronavirus, there have been around
89,000 confirmed infections and 3,044 deaths worldwide. People are understandably worried but,
bearing in mind that most infected people (those with mild symptoms, which accounts for around ~80%
of estimated cases) are not accounted for in these numbers, the “effective fatality rate” appears to be a
much smaller ~0.7%.

“

Tipping Point
Alex Harvey, CFA

09 March 2020

“

When markets panic, the only investment mantra I believe in is “breathe, think, act”. Sell-offs can provide
fantastic buying opportunities, but elevated risks often accompany them. After last week’s sharp drop
in global equities, is this now a good entry point or is this a falling knife we do not want to catch? Are
markets overly worried about coronavirus or are more negative prospects not yet priced in? We believe
that, at these levels, risk assets offer attractive long-term expected returns, but more volatility is likely to
come.

“

Breathe, think, act
Lorenzo La Posta

02 March 2020
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Open-ended property funds are not the only way to gain direct exposure to the property
market. At Momentum we gain exposure to the sector for our clients through Real Estate
Investment Trusts (“REITs”) and a private equity vehicle known as the Momentum Africa
Real Estate Fund (“MAREF”) which are suitable for retail and qualified institutional investors
respectively. A private equity style vehicle, such as MAREF, has its advantages and
disadvantages for investors. Investors would be locked into the strategy for the duration of
the fund’s life. This gives the manager time to generate returns undistracted by the impulses
of investor flows. Having said that, this style is illiquid and if the investor requires liquidity
during the life of the fund (the majority are 8+ years), they cannot redeem.

This can occur for many reasons, such as: (1) systematic risk parity strategies will be cutting
positions as volatility and correlations have risen (2) leveraged investors such as hedge funds are
finding it harder to access capital (3) asset managers facing redemptions are being forced to raise
cash and (4) the sheer uncertainty around the situation is creating high demand for cash as people
are becoming more risk-averse. The latter point is best illustrated by the +3.5% outperformance of
global “quality” stocks last week, which typically generate higher than average cash flows and are
generally better placed to withstand economic downturns.

The biggest risk in times of uncertainty is that is it easy for investors to lose sight of their long
term objectives. While cash may seem appealing during a selloff, its value erodes over time in real
terms, and the opportunity cost of being out of the market can be at least equally painful. Over the
long term, share prices are representative of business fundamentals, and well-run companies will
be able to weather the storm and come out stronger on the other side. With equities now looking
significantly cheaper than they were a few weeks ago, now does not seem like the time to sell and
lock in losses. Trying to time markets in this fashion is a highly risky strategy given current levels of
volatility. Instead, the rational approach would be to keep calm, refrain from trading headlines, and
remain mindful of your investment objectives.
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“

Over the long term,
share prices are
representative of
business fundamentals,
and well-run
companies will be able
to weather the storm
and come out stronger
on the other side.

“

So, what is the best course for the rational investor right now? The most obvious conclusion is that
things are going to be volatile across the board. Part of this will be in reaction to rapidly changing
news flow about an unpredictable virus, but the extent of recent price moves (in both directions)
suggests that greed and fear will be having an impact too. In that respect, it is noteworthy that hedge
funds which attempt to profit from prevailing trends in asset prices are in positive territory YTD,
despite the broader selloff.

REITs, similar to private equity vehicles, have a fixed pool of capital for the investment
manager to invest across the sector whilst offering a similar liquidity experience to investing
in publicly traded stocks. REITs are easy to understand from an investor’s perspective:
by leasing space and collecting rent on its acquired real estate, the company generates
income which is then paid out to shareholders in the form of dividends. REITs are required
to distribute 90% of their taxable income to shareholders which is significantly higher, on
average, than other equities. However, because REITs are listed, their share price is driven by
two factors: (1) the valuation of their underlying assets and (2) the relative number of buyers
and sellers of their shares in the stock market. The manager never has to face redemptions,
as investors simply sell their shares in the market if they so wish.
It is critical that any investor in the real estate sector understands and appreciates the
illiquid nature of the underlying asset class. At Momentum, we manage this illiquidity risk
by sizing our real estate exposure appropriately and investing in liquid REITs instead of
open-ended daily investment vehicles, thus avoiding the risks arising from an asset liability
mismatch. Although the listed status of a REIT introduces an element of equity market risk
and pricing volatility which is evident in these uncertain times, investors can still liquidate
their holdings if so required, or indeed add to their holdings at what might prove to be
heavily discounted valuations. Neither of those options are available to holders of most UK
open-ended property funds at this point.

“

gain exposure to the
sector for our clients
through Real Estate
Investment Trusts
(“REITs”) and a private
equity vehicle known
as the Momentum
Africa Real Estate Fund
(“MAREF”).
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REITs are required
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to shareholders which
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on average, than other
equities.
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The manager never has
to face redemptions, as
investors simply sell their
shares in the market if
they so wish.

“

The most peculiar aspect of recent days however has been the mixed performance of safe-haven
assets which typically provide uncorrelated sources of return to risky assets such as equities and
credit. Government bonds dropped 3.5% in price terms last week, with gold and silver also falling
8.6% and 15.1% respectively (although gold and US treasuries are still positive YTD). While asset
price correlations can temporarily break down during periods of crisis, the dislocation between bonds
and equities last week points to indiscriminate selling in the market.

At Momentum we do not invest in open-ended real estate funds because of the clear
liquidity mismatch of offering daily dealing on an illiquid asset such as a property. Due to
the length of time it takes to sell a property, a minimum of 3 months but in time of market
stress often longer, when the sector sees an increased level of redemptions the open-ended
property strategies are unable to cope with the cash demand and therefore suspend dealing.
Gating the fund enables the manager to postpone redemptions over a period of time so
they can raise the cash needed to pay out to investors by selling an asset or raising further
capital. This could be an uneasy time for retail investors who are wanting to reduce their
exposure to the sector but are unable to do so.

“

At Momentum we do
not invest in open-ended
real estate funds because
of the clear liquidity
mismatch of offering daily
dealing on an illiquid asset
such as a property.

“

While asset price
correlations
can temporarily break
down during periods of
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selling in the market.

As we temporarily enter a new way of living, I spent Wednesday night giving my
grandparents a step by step guide on creating a Skype account. After a good 45 minutes
(which felt like weeks) and a lot of patience we managed to complete the process. They
couldn’t quite believe that they could see me and me them as we sat down to eat dinner
together via Skype. With my Grandpa’s interest in the financial markets, especially the real
estate sector, we had a lot to talk about considering six UK open-ended property funds were
suspended last week with the expectation that others will follow this week.

23 March 2020

“

With Europe now officially at the “epicentre” of the pandemic, Spain and France have followed
Italy in announcing emergency restrictions and wide-ranging economic shutdowns in order to limit
the spread of the virus. European equities have been among the hardest hit, with the Eurostoxx 50
down 20.0% last week. By sector, Energy was the worst performer globally as the breakdown in talks
between Saudi Arabia and Russia led to the oil price dropping to levels last seen in 2016. Banks also
sold off which was an additional headwind for markets such as the UK which have greater exposure
to Financials and Energy stocks.

“

“

“There are decades where nothing happens; and there are weeks where decades happen”. After the
longest bull market on record finally came to an end last week, Lenin’s famous quote concisely sums
up the current mood among investors. The S&P500 officially moved into bear market territory on
Thursday after it breached the 20%level in a record 16 sessions of trading. Such price action reflects
the tragic reality that the coronavirus has now caused the death of thousands globally, and the focus
quite rightly is on limiting its human cost. Amidst the barrage of negative news, it is important for
long term investors to act rationally and take account of the situation as it develops.

(iI) Liquidity of Property
Jackson Franks

“

The Bear Necessities
Robert White, CFA

16 March 2020
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Around the globe, governments have aggressively implemented lockdowns while offering
unprecedented levels of stimulus from central banks (President Trump has just signed the
largest stimulus package in US history worth $2 trillion) to support economies and keep
financial markets operating effectively. As a result, we have strong reasons to believe the
massive but temporary economic shock will be overcome.
Financial markets tend to reflect changes in the outlook for economies and corporate earnings
well ahead of fundamentals and this should mean that most of the negative news is largely
‘priced in’ today. Barring a significant worsening of the virus’ impact such as an uncontrollable
wave of second and third round infections, markets have the potential to recover strongly from
current levels.
The Chinese equity market has been a perfect example of this. The market bottomed at the
beginning of February around the time the spread of the virus peaked there. It subsequently fell
further in the following weeks due to the weaker outlook for growth outside of China, but as of
today it is still by far the best performing major market globally year to date.
We are not epidemiologists and have no edge in forecasting how the pandemic will play out,
but what we can say and are observing is that market participants have moved to discount a
Global Financial Crisis (GFC) style outcome for many risky assets. But this is not 2008; we do
not have a financial crisis today (and the powers that be are doing their best to prevent one),
and we are optimistic that with continued preventative measures in place, the outbreak will be
brought under control. A recovery is a matter of when and not if, and while it is futile trying to
pick the exact turning point, we know that markets are likely to move higher in advance of any
economic and humanitarian recovery.
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impact such as an
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markets are likely to
move higher in advance
of any economic and
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“

China is beginning to lift restrictions and activity levels have materially recovered. Anecdotal
evidence points towards higher footfall on the streets of Shanghai and other major cities plus
rising traffic levels: traffic flow on both highways and business districts is widely reported to be
reaching 70% to 80% of its pre lockdown level. It is reasonable to expect China, the original
epicentre of the COVID-19 crisis, to be ahead of the curve in dealing with the outbreak and that
it will likely lead the way in the economic recovery once the storm passes.

It doesn’t presently
seem appropriate to
add significantly to
portfolio risk: we stick
to our unwavering
belief that a wellconstructed diversified
portfolio is the most
efficient way to achieve
longer term outcomes.

“

The draconian measures taken by the Chinese authorities in late January have shown promising
results in tackling the spread of the virus. While the rate of infections has been accelerating
globally, China has seemingly managed to keep it contained, with only a few cases reported in
the last week, almost all of which were people entering the country from overseas. Shanghai
has had no reported cases for fourteen consecutive days. This is a highly encouraging result
and one from which western countries can draw great hope, although there’s always a degree
of scepticism about the accuracy of statistics released by China. The extent to which citizens in
the west comply with similar measures will have a major impact on slowing the spread of the
virus and determine how long it takes for normal activity to resume.

“

“

We are living in unprecedented times, with much of the world under lockdown due to
COVID-19. There are a multitude of potential outcomes resulting from the increasingly
extreme global measures being taken to prevent its spread and of course many unanswered
questions regarding the lockdown exit strategy or how it all ends. While we are yet to change
our portfolios allocations materially, we are making evolutionary changes to the underlying
holdings to emphasise balance sheet strength. It doesn’t presently seem appropriate to
add significantly to portfolio risk: we stick to our unwavering belief that a well-constructed
diversified portfolio is the most efficient way to achieve longer term outcomes. Nevertheless,
it is instructive to sketch positive scenarios into our outlook and where better to look for
inspiration for a positive spin on events than China, which was the first country to go into full
lockdown at the end of January. What can we learn and more importantly what can we expect?

30 March 2020

“

The long and short of Liquid Alternatives
Stephen Nguyen, CFA
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“

we do a lot of the
work on the way in
before investing in our
managers and that
means we typically
don’t get many
surprises.

“

we have witnessed
managers putting
cash to work in recent
weeks.

“

We will be conducting
many more manager
meetings in the weeks
to come.

The MSCI World index has rallied 26% since the 23rd of March. This may continue – we certainly hope it
does – but it is by no means a one-way bet. While focus gradually shifts towards how countries exit from
the lockdowns, it remains to be seen who is ready to go back to work and play: certainly not people in the
higher- risk age brackets, until such time as a vaccine is developed. The uncertainty over how long it will
take for activity to rebound makes convertible bonds appealing to us. As share prices go up, convertibles
quickly start to look like equity. As share prices come down, convertibles start to look more like debt. In
theory then, convertible bonds have a higher participation rate in equity upside than equity downside and
they are attractive when that asymmetry is undervalued.

“

One area that looks
interesting to us
currently is convertible
bonds, which in many
cases are trading
cheap relative to their
component parts.

“

The uncertainty over
how long it will take
for activity to rebound
makes convertible
bonds appealing to us.

A convertible bond consists of a corporate bond and an equity option. We continue to like the valuations
on credit, although spreads have tightened from their wides following the Federal Reserve’s intervention
in the market, and the embedded equity option is not expensive by historical standards, despite the
high uncertainty over the outlook for global growth. We like the component parts therefore, and we are
happy to see the convertible bonds themselves trading cheap relative to these components. Today many
convertibles are trading close to their straight counterparts, implying little to no value in the conversion
option.
Convertible bonds are favoured by fast growing companies looking to reduce their annual interest bill
by giving away some of their future growth. The current crisis is accelerating trends in online ways of
working and consuming, and many issuers in the convertible bond universe cater to those areas. While
the extent of this shift in behaviour should not be overstated, we are happy to find ourselves in alignment
with it when adding to our convertibles positions.
Convertible bonds have been part of our portfolios for many years. Today they offer many attractive
features in our view. They should not be viewed as a panacea, however, and form only part of a diversified
blend of different asset classes, which is designed to smooth the investment journey for investors.
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“

“
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It was a convertible bond issue that reopened Italy’s debt markets last week, following a hiatus caused
by the coronavirus and the rising cost of borrowing. Convertible bonds come with an array of different
features but in their simplest form they are just like any other bonds, paying coupons at regular intervals
followed by the principal at maturity. They can also be converted into a predetermined number of shares
in the issuer and the value of this option goes up as the company’s share price rises. Should the share
price disappoint, the holder of the convertible still owns a bond with a claim on the business. Convertible
bonds pay lower coupons than similar, non-convertible or straight bonds, and the amount of yield given
up reflects the value of the conversion option.

“

We started working from home on Tuesday 17th March. Since then we have conducted calls with
approximately one-third of all our managers. As long term investors, we have built up strong relationships
over the years with managers. Such relationships help in periods like this, not least through one on one
access to managers in a time when everyone is wanting updates. Regardless of extensive due diligence
before investing with any fund manager, it is crucial to continue questioning and challenging them for
reassurance. It is also important to regularly monitor risks and exposures in their portfolios, as our
multi asset construct depends on each of them fulfilling their role as expected. Conversations are also
important for information on markets which they study day in day out. We will be conducting many more
manager meetings in the weeks to come. That will always continue to be part of our routine regardless of
where we sit.

A lot has changed and at the same time many aspects of our lives and work go on much as before. We
met last week for our regular round of asset allocation meetings just like we always do, only this time via
video link rather than all sat around the desk. One area that looks interesting to us currently is convertible
bonds, which in many cases are trading cheap relative to their component parts: the straight bond and
the equity option. While convertible cars, or drop-tops, tend to dominate the drawdown phase of most
people’s lives, convertible bonds have something to offer in the earlier accumulation phase.

20 April 2020

“

We have made some changes to portfolio asset allocations in recent weeks, but in recognition that we
are just weeks into an episode that is likely to draw out over several months at a minimum, we have
not yet moved risk up in size. That said, our underlying portfolio exposures will also move because we
use active managers. As their portfolios evolve, so do ours. Of course, this makes ongoing monitoring
essential. Whilst there are individual differences, broadly speaking we have witnessed managers putting
cash to work in recent weeks. It has been encouraging that most of our managers have not been making
wholesale changes to their portfolios. A common message has been the desire to fully stress test and
reassess the balance sheet risks in all companies. Even value managers, whose opportunity sets have
broadened greatly, have made minimal changes in aggregate.

Keeping on top of our
managers in times like
this is crucial.

“

Keeping on top of our managers in times like this is crucial. Two questions are key. Firstly, have they
performed as we would expect and if not, why not? Secondly, what changes have they made to their
portfolio and why? For the first question, let me give the example of one of our quality equity managers,
Evenlode. Given their philosophy we would expect them to protect capital more successfully than
the broad market. Whilst they have performed in line with expectations, had they not, we would be
scrutinising their portfolio to understand why. For example, were they carrying more cyclical risk, or
economically sensitive positions than usual, and why was that? Exploring the second question gives
further insights into the behaviours and style discipline of our managers. Let me use the example of RWC,
one of our UK equity value managers. Recently they have been focussing on ensuring the balance sheets
of the companies they own are sound and their businesses can survive this period, when markets are
pricing many of them for significant financial distress. We would much rather hear this than see them
hastily chase more value opportunities that naturally arise after big sell offs. Furthermore, if they have
been initiating new holdings, do they fit their philosophy or are they investing in higher risk positions
we would not typically expect? Importantly we do a lot of the work on the way in before investing in our
managers and that means we typically don’t get many surprises in times such as these.

“

Drop the top
Richard Stutley, CFA

“

In many ways, life has changed so much in recent weeks. Our usual routines suddenly seem distant
memories. In other ways though, some practices haven’t changed at all. The ongoing management of
our portfolios and two key components which underpin this, asset allocation and manager research,
have continued uninterrupted. Of course, the way we carry them out has changed. With asset allocation,
we are no longer sat in one room together, rather all participating through video call and with manager
selection, we are no longer meeting managers in person but instead through voice or video calls. Whilst
several of our updates recently have considered our asset allocation thoughts, we haven’t yet covered our
approach to manager selection.

06 April 2020

“

Some things never change
Michael Clough
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A big factor driving future demand is how will companies approach their office accommodation strategy
going forward? The most efficient layout from a cost perspective is an open plan design with rows of
desks on a square or rectangular floor plate. Individual offices, whilst undoubtedly more productive
because of the reduced interruptions, are much more expensive. And large common areas, such as
board rooms which are used infrequently are the most expensive. Many short term flexi-office providers
incorporate this principle in their business model – they reduce the amount of boardroom per person
and they make sure that board rooms are used productively. In this way, they aim to halve the generally
accepted space requirement of 10 square metres per employee to five.
However, one of the key factors in our successful transition from office to home working is that we are
part of a team who we know well, like and above all, trust. This is something that cannot be easily gained
(or long term maintained) by video conference. Integrating new joiners successfully will be very difficult
to achieve electronically because the new employee needs to be valued. We are inherently gregarious
creatures and the need to feel part of the team is strong. This is better done face to face. As an additional
point, some people may simply be more comfortable and productive working in an office environment.
As investors, we need to constantly innovate and adapt to change. We are watching this trend closely. I
think there will be a decline in demand for office space over the long term because of the improved ability
to work from home. But, I believe this trend will take years, if not decades, to play out because of the
length of existing office lease commitments. We will be ready.

“

Has Covid-19 caused a
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“

Several colleagues and many of my friends believe that they are actually more productive working
from home because of the time saved in commuting and perhaps fewer distractions (unless you are
locked down with a string of children under the age of five!) Vast improvements in video conferencing
technology have enabled many meetings to be successfully held electronically; such meetings were
exclusively held face to face only a couple of months ago. Some things, such as reviewing complicated
spreadsheets (especially someone else’s spreadsheet!) are still clearly easier to achieve when sat around
a table, but COVID-19 has definitely demonstrated that it is possible for many office-bound jobs to be
effectively conducted from home.

“

As a landlord and
investor in real estate,
I am closely watching
how the world adapts
to the global lock down.

“

As a landlord and investor in real estate, I am closely watching how the world adapts to the global
lock down. In our case at Momentum Global Investment Management, the transition from office to
homebound working has been seamless. I wonder if this is going to cause a structural change in the
demand for office space over the medium term as companies renew their current lease commitments and
review their ongoing office accommodation requirements.

“

Covid-catalysed structural change in global real estate
David Lashbrook , CFA

27 April 2020
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As investors, we need
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“
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The unprecedented level and nature of government and central bank stimulus provide further support
for credit markets, with the Fed buying corporate bonds for the first time now as well as even high yield
bonds. Moral hazard issues are impossible to ignore, but the long-term implications of delaying another
wave of creative destruction, in the form of lower growth and productivity, may weigh more heavily on the
shoulders of equity holders than bond holders.
Fixed rate corporate bonds face the same risks as government bonds and many more, but with a careful
and highly selective (i.e. actively managed) approach it is possible to construct a diversified portfolio of
quality credits that can be expected to fulfil their obligations over the next few years and that ultimately
provide much more adequate compensation for the risks borne by their holders.
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if the recovery proves
weaker than expected,
then credit may deliver
better risk-adjusted
returns from current
levels with less
downside risk.

First, let’s focus on the conflict that is present, to a greater or lesser degree, in every fund management
firm. There are three ways most fund managers are able to improve their profitability, namely managing
costs, pushing up ad valorem fees or having a greater pot of money on which to charge a fee. Of the
three, our cost base is the part of our business model over which we have the most control. Increasing
total expense ratios would be perceived as swimming against the tide in most instances and so, for
most fund management firms, the surest route to being more profitable is to increase assets under
management without a proportionate increase in costs.
That is fair enough but as potential investors with these businesses we need to assess assets under
management (AUM) with a level of judiciousness that would make Goldilocks proud: not too big, not too
small, but just right. This applies not only at a firm level but at a strategy level too. Unfortunately there is
no single answer to this conundrum, each potential investment needs to be judged on its merits based on
the asset class, the fund manager’s style, the research requirements and, crucially, the capacity for them
in the markets in which they operate.
Some funds are just too small. There are a number of issues that this can cause for example, funds
hitting minimum fixed fee levels with service providers, such as administrators, which push up TERs; also
if a fund is too small to deal in appropriate ticket sizes, they will struggle to trade effectively. Another
example is the commercial reality of small funds being unlikely to move the dial in terms of a firm’s
revenue line which means it is either a cost drain for a large firm or serious headache for a smaller one.
Most discussions on capacity focus on the opposite problem; that of being too big. The old adage of
super tankers being difficult to steer is true and also applies to fund management but, again, its validity
depends on the type of investment you are contemplating. Some gargantuan funds have no issues with
liquidity because their chosen markets are so deep and utterly liquid. When assessing this risk, one
must look at a manager’s AUM and compare it to the market in question. It is also instructive to look at
the proportion of a company’s securities that they own; large shareholdings are harder to sell, especially
when the going gets tough. It is also worth looking back through a manager’s past to see whether their
portfolios – and results – of yesteryear could be replicated with today’s AUM or whether success in asset
growth comes at the cost of nimbleness and potential alpha.
Generally speaking, we are most comfortable with firms that have a clearly stated policy on closing their
fund due to asset growth and as they grow we continue to assess the appropriateness of this figure.
Firms that do the right thing and close a fund to subscriptions while their size remains in a sweet spot
are to be commended. Curtailing asset growth means the pool the manager has to use remains fit for
purpose and can be deployed effectively to benefit existing investors first and foremost. These firms take
the view that investment houses prosper in the long run thanks to performance so they prioritise having
assets that are ‘just right’ for their market.

“

capacity management
is – from a very
practical perspective –
absolutely essential.

“

Unfortunately there
is no single answer to
this conundrum, each
potential investment
needs to be judged on
its merits.

“

It is also worth
looking back through
a manager’s past to
see whether their
portfolios – and results
– of yesteryear could
be replicated with
today’s AUM.

“

Firms that do the right
thing and close a fund
to subscriptions while
their size remains in
a sweet spot are to be
commended.

“

Implied defaults in credit markets are very high at present, a topic we will be covering in more detail in a
separate note this week. Even with conservative recovery assumptions, realised defaults over the coming
years would have to exceed some of the worst cumulative default experiences in history before investors
lost money, anything less could result in good returns from here. This partly reflects an elevated liquidity
risk premium, which long-term investors should look to harvest.

“

“

In the event of a strong economic recovery from this crisis, returns for stocks should be expected to
outpace the equivalent credits from here. However, if the recovery proves weaker than expected, then
credit may deliver better risk-adjusted returns from current levels with less downside risk. We see a
lot more bad news having been ‘priced in’ to credit markets which creates this more asymmetric return
profile.

There’s no two ways about it: size matters. We live in a society that admires big - The Angel of the North,
the Great Wall - yet we also revere the precision of small - the microprocessor, automatic watches.
When it comes to disadvantages, both large and small also can be found wanting. Needless to say, in the
world of fund management things are equally nuanced. Plenty of academic literature has been devoted
to whether fund manager scale is an explanatory factor for outperformance. Rather than rake over those
nebulous arguments again here, the purpose of this article is to discuss why capacity management is –
from a very practical perspective – absolutely essential if fund managers want to have a decent chance of
delivering on their chosen investor outcomes.

“

Central banks will remain the dominant buyers of government bonds for a long time to come meaning
yields will remain at rock-bottom levels. But with little to no compensation to investors for these risks,
especially over longer horizons where one should normally be rewarded for a longer term, they draw
closer to representing return-free risk . This may prompt investors to focus on shorter term bonds, leaving
central banks to buy up the waves of long dated issuance.
Corporate credit looks more interesting. Coming into this crisis high grade corporate bonds provided
very little yield premium over government bonds, but that changed rapidly during the first quarter as their
higher default and liquidity risks were heavily penalised. Credit allocations tend to compete with equities
in portfolios, given how yield spreads correlate with stock prices thus limiting diversification benefits.
However, there is a case for tilting towards credit now, given the extent to which credit markets have
lagged the recovery seen in equities from the late March lows.

“

With little to no
compensation to
investors for the
risks, government
bonds draw closer to
representing returnfree risk.

“

As well as deteriorating debt dynamics, investors might ordinarily be seeking greater compensation for
inflation risk. Although inflation will be depressed by the consequences of this crisis and the ensuing
global recession, supply shortages could cause it to become an issue for markets sooner than most
expect. Otherwise, the combination of huge fiscal and monetary stimulus injections may stoke higher
inflation further down the line. Having reached their lowest levels since the global financial crisis during
March, inflation expectations have recovered significantly, but are still running well below target. The
resolve of governments and central banks to achieve longer term inflation targets will only be greater now,
as modest inflation is by far the least painful way to reduce the real value of debt burdens over time.

Recent developments
should prompt
investors to consider
increasing allocations
to corporate credit.

Size Matters
James Klempster, CFA

“

Governments will emerge from this crisis saddled with much higher levels of debt to GDP, weighing
down on growth yet further and making budgets increasingly difficult to balance. Despite this borrowing
costs are unlikely to rise, for now at least, as the extraordinary policies of central banks have ensured
government bond yields remain well anchored. The Bank of Japan continues to forge ahead, as
demonstrated by their recent move to extend yield curve control into longer maturities. Such measures,
along with ETF purchases that go beyond credit to even encompass equities, are increasingly being
considered by others.

“

“

Bonds, issued by both governments and corporates, will always have a significant role to play in multiasset portfolios due to their inherent stability and reliable cash flows, which provide much needed
balance for other riskier positions. However, recent developments spurred on by the COVID-19 crisis
should prompt investors to consider de-emphasising the focus on government bonds from this point and
increasing allocations to corporate credit.

11 May 2020

“

Risk & Opportunities in Fixed Income
Andrew Hardy, CFA

04 May 2020
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The impact of losses must be measured across two dimensions: space and time. The deeper the loss
or the longer its duration, the more the portfolio will have to recover from a drawdown to achieve its
investment goal over the investment horizon. It’s intuitive, but here is where the first irrational behaviour
appears: people tend to be more afraid of an overnight 30% crash than one of similar depth but spread
over, for instance, 2 years. The former is more extreme and highly unusual, but the latter is more
detrimental to long-term returns as it not only erodes capital, but time too.
Long-term destruction of capital can be mitigated, or even avoided, by effective asset allocation and
diversification. Asset classes such as defensive equities, high yield bonds or emerging market debt
can help mitigate equity risk without significantly affecting the overall portfolio expected return, while
government bonds, cash, gold or liquid alternatives can offer even lower correlation to risk assets, with
the main drawback being lower long-run expected returns.
Extreme, sudden losses, such as that which global equities experienced earlier this year (-34% in USD in
just over a month), are instead very hard to completely hedge against as they are often accompanied by
a lack of liquidity and widespread selloffs across most asset classes, dramatically reducing diversification
benefits. One of the few effective ways of protecting capital (or even posting substantial gains) during
sharply falling markets is by betting on an increase in volatility via put options or via futures on volatility
indices. For instance, buying short term futures on the CBOE Volatility (VIX) Index would have returned
+300% during the Great Financial Crisis and +350% during this year’s rout. Similarly put options can
be used to cap the maximum loss a portfolio can suffer. The caveat is that these strategies are very
expensive and tend to bleed value every day that such wide moves do not happen: the same volatilitybuying strategy has indeed lost 40% per annum, on average, since Dec ’05 to today. Therefore, continued
long volatility exposure makes financial sense only when driven by a short-term negative view on equity
markets and a fair assessment of costs and benefits.
At Momentum, we spend a lot of time considering downside risk scenarios and always strive to provide
our clients with a more stable journey toward their goals. Our multi-asset, multi-strategy portfolios offer
ample breadth along with genuine diversification and are strategically built to offer the best expected
long-term outcome given a certain risk profile. On an ongoing basis, though, we also assess market
conditions and shorter-term dynamics and tilt our portfolios accordingly, always mindful of costs,
potential outcomes and, of course, the chances of our views being wrong.
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“

Long-term destruction
of capital can be
mitigated, or even
avoided, by effective
asset allocation and
diversification.

June
2020

“

we spend a lot of time
considering downside
risk scenarios.

“

How people perceive financial losses and how they would behave pre-emptively in the expectation (or
fear) of potential drops in their portfolio value is highly personal, as it depends on a combination of
experience, emotions and personality. However, we, in our aim to act as rational investment professionals,
focus on understanding three things: how a potential risk affects the long-term performance versus the
objective, what can be done to reduce the chances of this happening and how its cost compares to the
long-term benefits.

“

The impact of losses
must be measured
across two dimensions:
space and time.

“

Financial losses come in many shapes and forms and investors rightly spend a considerable amount of
time worrying about them but managing loss aversion poorly can make the long-term outcome even
worse. It is important to pick the right battles, to trade off cost of protection with loss severity and to not
lose sight of the ultimate investment goals.

“

Steering Clear of Losses
Lorenzo La Posta, CFA

18 May 2020
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Looking at betting data provides another interesting perspective. Rather than dispassionately weighing
up statistical data to make decisions, many bettors are influenced by all sorts of often irrational factors.
Studies have shown that gamblers are more inclined to back favourites over underdogs, as well as
beloved local or otherwise glamorous teams, despite being offered relatively poor odds. Bookmakers
of course are well aware of this fact, and through accurate assessment of the odds as well as a strong
understanding of customer behaviour, they are able to generate healthy profits.
The behavioural and emotional biases present in sports and betting markets are examples of the sort of
thinking that influences all human decision making, and behavioural finance theory has been successful
in describing how this also applies to investment decisions. Markets are after all a social construct where
fair price is determined by the assessment of independent buyers and sellers. Investors can find irrational
comforts in their favourite stocks, overpaying for recent winners or familiar names they know well from
their domestic market. They can also be swayed by the power of crowds, following popular opinion rather
than making difficult decisions on their own merits.
Making correct investment decisions is inherently more complex and consequential than predicting the
outcome of a sporting fixture, and so it is important that investors are well informed and aware of the
potential for emotional biases to impact decision making. There is no shortage of historical data and
academic theory to inform decisions, but such information needs to be understood in a contemporary
context and applied appropriately.
Our goal as active managers is to apply this knowledge correctly to help our clients achieve their
investment goals. Inefficient markets provide specialist managers with the opportunity to generate
excess profits in their areas of expertise, while our diversified approach to portfolio construction targets
factors that have been shown to generate long term returns while limiting risk. We believe this is the best
way to maximise the odds of success, and over the long term is certainly preferable to betting against the
bookmakers!

“

1 https://freakonomics.com/2011/12/18/football-freakonomics-how-advantageous-is-home-fieldadvantage-and-why/
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The great thing about
professional sport
is that so much is
captured by data, the
quality and depth of
which is extremely rich.
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of historical data
and academic theory
to inform decisions,
but such information
needs to be understood
in a contemporary
context and applied
appropriately.

“

“

planning for the
‘known unknowns’ that
inevitably crop up in
our line of work.

Perhaps the most undisputed statistical phenomenon in sport is the concept of home team advantage.
This has been present across different sports over long time periods, and in the Premier League
specifically it is estimated to increase the chances of winning by around 16%. The reasons for this are
debated by statisticians and laymen alike, but empirical evidence points to social pressure exerted by
home crowds on referees as a contributing factor1. Recent results in the Bundesliga seem to support this
theory, as the home win rate has dropped from 40% to 21% since teams have started to play so-called
“ghost games” without supporters physically present.

“

“

We know that if our
clients stay invested,
they are likely to
reach their financial
goals, so it’s important
they don’t de-risk at
what often proves
with hindsight to be
a compelling buying
opportunity.

“

Against a rapidly changing investment landscape, and with bond yields at ever lower levels, it would be
unwise to rely solely on observed historical data to inform expectations about future cross asset class
returns. We believe that robust scenario testing is an important tool in managing future portfolio paths
that may look like past episodes, but which are unlikely to perform the same way. We cannot predict
when performance will peak and trough, but we know at times it will. By keeping our eyes open to all
eventualities, we stand a greater chance of not missing the proverbial rocket.

“

While markets continue their remarkable rebound, the most important event for many people this
month will be the return of the Premier League, something that cannot come soon enough for loyal fans
(particularly Liverpool supporters). The resumption of top flight football provides a welcome distraction
during these trying times as the German Bundesliga has already shown, even if the atmosphere is
somewhat diminished by empty stadiums. The great thing about professional sport is that so much is
captured by data, the quality and depth of which is extremely rich. This is something it has in common
with financial markets and – like financial markets – reveals interesting insights into the nature of human
decision making which can be instructive for investors.

08 June 2020

“

In our strategic portfolio modelling we run millions of simulations to derive a long-term portfolio
allocation that has the highest probability of achieving our client’s long-term investment goal. We
concurrently manage for shorter-term drawdown risk which we know most clients have limited tolerance.
We know that if our clients stay invested, they are likely to reach their financial goals, so it’s important
they don’t de-risk at what often proves with hindsight to be a compelling buying opportunity. Of course,
NASA’s journeymen have no such choice; once onboard there’s no getting out halfway through!
As well as all the pre-launch planning – akin to our strategic portfolio modelling – there is a huge
amount of equipment testing and manoeuvre practising that goes into managing for the actual journey.
Astronauts work for hours underwater on a replica of the ISS in the Neutral Buoyancy Laboratory (i.e.. a
pool) at NASA’s Johnson Space Center in Houston. They plan for different eventualities to mitigate risk
as much as possible when it comes to the actual spacewalk. It is not dissimilar to planning for the ‘known
unknowns’ that inevitably crop up in our line of work.

“

Curveballs are not just
earthly phenomena.

“

The mechanics of space travel and earth orbit work precisely because of the predictability that the laws of
physics impose on objects in space. I can roll forward literally to the year 2400 in the Star Walk app and it
will show me exactly what I will see, in any direction, at any time. If only we were afforded such certainty
in financial markets! The last few months are testament to the fact that we can’t control risk, but that
we can and should manage for it. Like any SpaceX payload whose cargo is on a journey, the destination
and time of arrival is largely known, but the path to it is full of potential hazards. Curveballs are not
just earthly phenomena. NASA’s margin for error is zero which is why so much preparation, planning
and testing happens ahead of any mission launch. We as investors are afforded a few more degrees of
freedom, but like NASA we want to reduce uncertainty as much as possible to ensure a smoother flight
and the eventual safe arrival at the destination.

“

The last few months
are testament to the
fact that we can’t
control risk, but that
we can and should
manage for it.

“

On Saturday night at 22:11 hours I was fortunate enough to see the International Space Station (ISS)
blazing across the darkening London skyline at 17,000mph. For budding astronomers the Star Walk app
points out where and when to look, and with it orbiting over 15 times per day you’ve plenty of opportunity
to view it (the stunningly clear UK skies obviously help, as does the night sky to spot it reflecting the sun
from above the horizon). The reason for my keen interest on Saturday however, was to catch a glimpse of
the SpaceX rocket carrying two astronauts to the ISS, supposedly visible to the naked eye. Sadly, I failed
to spot it, but I think it will go down in history as a seminal event in the history of space exploration as a
private US company has for the first-time ferried NASA astronauts to the heavens.

Playing the odds
Robert White, CFA

“

The SpaceX Factor
Alex Harvey, CFA

01 June 2020
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We take significant
confidence from
the experience our
managers have across
all aspects of property
asset management,
which we believe will
be an important factor
in delivering positive
shareholder returns in
these testing times and
beyond.

The level of support from governments and central banks globally has bolstered investors’
confidence that the market will not retest the March lows. Authorities have reacted with
extraordinary measures both in terms of magnitude and speed. We have witnessed measures that
have never been taken before such as the Fed buying sub investment grade credit (to support the
‘fallen angels’) and the UK government’s coronavirus job retention scheme (CJRS). These actions
have certainly calmed the storm.
There are also other explanations for the risk asset rebound rooted in investor psychology. Market
momentum and herding behaviour among investors as a result of ‘FOMO’ - the fear of missing out
- is another driver behind the rise in prices. Awareness of other peoples’ success spurs investors to
jump on the bandwagon.
So, what are the risks to this recovery? Markets remain vulnerable to a turn in sentiment so a
second wave of Covid-19 and renewed lockdowns would likely be a major setback. Even before
the pandemic, valuations were at lofty levels which might have contributed to the sharpness of
the sell-off in March. Today markets are almost back to similar levels so other things being equal
– which they are not – they would be sensitive to a pull back. Increasing geopolitical risks such
as worsening US/China relations should not be ignored. Shorter term and more local challenges,
for example in the UK when the business rates holiday period and the CJRS scheme winds down,
will increase the pressure on businesses. We are less concerned over the medium to longer term
outlook as this is an event driven shock and we view it as more transitory in nature; a very sharp
fall in economic output but a recovery that is less drawn out than a post Global Financial Crisis.

“

On the back of this very strong rebound in risk assets it is prudent to pause and reflect. We remain
optimistic, but we acknowledge the various risks posited above and have adjusted portfolio
positioning to retain upside whilst protecting downside, balancing perceived risks and returns to
ensure our investors have the highest probability of achieving their stated portfolio outcome whilst
reducing shorter term pain.
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The market is
forward-looking, and
investors have already
accounted for what is
likely to be a severe
drop in second quarter
earnings, followed by a
sharp recovery.

“

Economic data on the
other hand is backward
looking and only tells
us about what has
happened in the past.
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terms of magnitude
and speed.

“

Markets remain
vulnerable to a turn in
sentiment so a second
wave of Covid-19 and
renewed lockdowns
would likely be a major
setback.

“

“

We should also acknowledge that the composition of the stock market and the economy is very
different. Large tech firms (Microsoft, Facebook, Google, Amazon and Apple) represent around
25% of the S&P 500 index, whereas their combined revenues account for less than 10% of US
GDP. These large companies also generate a large proportion of their revenues overseas. Stock
indices are mostly weighted towards larger companies which may be more likely to survive the
downturn and this size bias, may therefore, underplay the impact of the wider economic damage.

With most countries
globally facing what
could be the worst
economic collapse in
the post-war era, it
is surprising to see
markets and most risk
assets continue their
remarkable rebound.

“

the actual impact
to landlords of the
evolving market is
hard to quantify
and showcases the
importance of taking
an active approach
to the sector and the
property market in
general.

Conventional wisdom says the market’s comparatively modest net decline since the start of
the pandemic is due to the fact that the market is forward-looking, and investors have already
accounted for what is likely to be a severe drop in second quarter earnings, followed by a sharp
recovery. Stock prices reflect a series of expected future earnings, discounted to the present day.
Hence, they don’t only reflect what is happening now, but also what is forecast for the next several
years. Economic data on the other hand is backward looking and only tells us about what has
happened in the past.

“

“

At Momentum, we gain our property exposure by investing directly and indirectly through diversified
listed REITs. With the office and retail sector going through structural changes it is important to be
invested in managers that take an active approach to their assets and tenants. We take significant
confidence from the experience our managers have across all aspects of property asset management,
which we believe will be an important factor in delivering positive shareholder returns in these testing
times and beyond.

“

“

The office market prior to COVID-19 was already in transition but what had been expected to evolve
over time transformed overnight. Flexible working is not new to the sector but the trend has accelerated
due to the pandemic. Consequently, there will be a reduced demand for office space as businesses will
look to down-size when leases expire due to a decrease in staff numbers in the office at any one point in
time. However, it is hard to pinpoint what the exact decrease in demand will be. Even though businesses
will look to reduce employee desk space, we may well see an increase in demand for meeting rooms,
more square footage per employee and an increase in size of common areas due to social distancing
rules. Ignoring the current economic conditions and tenant defaults, the actual impact to landlords of the
evolving market is hard to quantify and showcases the importance of taking an active approach to the
sector and the property market in general.

“

For the majority of businesses rent is one of the highest cost items on their P&L, so with the successful
transition of moving to home working overnight why would businesses continue to keep paying for space?
I believe there are two main reasons: (1) to maintain and integrate your business culture within the team
and (2) collaboration, idea generation and staff training. Although the transition to working from home
has been seamless, businesses are questioning how sustainable it is for their employees. Employers must
remember that their staff are all in different phases in their careers and life. Some employees will be living
in a one bedroom apartment and others a home with a designated quiet workspace which will have an
impact on the sustainability of that individual’s productivity of home working. Personally, I do not believe
working from home permanently is sustainable, however, I do believe the cultural shift to more flexible
working in the developed world will have a significant impact on the office sector.

There are few certainties in markets and economies and with most countries globally facing what
could be the worst economic collapse in the post-war era, it is surprising to see markets and most
risk assets continue their remarkable rebound. The shape of the recovery in risky assets certainly
looks V-shaped today, as most markets have posted gains of around 30% since bottoming near
the end of March. Is this a true reflection of what is going on in the underlying economy or is there
a big disconnect?

“

“

For those of you that don’t know, this Friday is the mid-point of summer in the northern hemisphere and
as I have a Swedish partner this means there will be a celebration. Midsummer, or Midsommar in Swedish, there will be a reduced
is an annual celebration in Sweden which consists of a never-ending lunch party involving flowers in
demand for office
space.
your hair, dancing around a pole and singing songs while drinking unsweetened, flavoured schnapps. If
that doesn’t sound fun enough you also get to down large quantities of pickled herring served with new
potatoes, chives and sour cream, an acquired taste for sure. The Midsommar celebrations coincide with
the middle of the year and I find it a great time to reflect on the prior six months and what the second
six might bring. With COVID-19 impacting the way we have worked in the first half of the year let’s look
forward at what the second half of the year may entail for the office sector.

The Great Disconnect?
Stephen Nguyen, CFA

22 June 2020

“

Looking Forward
Jackson Franks

15 June 2020
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First, some caveats. True diversification requires careful research, analysis and consideration. There
is no ‘free lunch’ available from just assembling a portfolio that is diversified only by names – a list of
different companies or funds that have similar return drivers or characteristics. Also, although defensive
assets are often regarded as the best diversifiers for a portfolio, they usually reduce long term return
potential. Instead, the ‘free lunch’ argument is strongest when one considers investments with similar
return prospects but different drivers and characteristics. This underpins the long-term case for a multiasset investment approach; combining asset classes and individual securities that are less than perfectly
correlated, resulting in portfolio volatility that is lower than the sum of the parts.

“

There is only one free
lunch in finance –
diversification.

“

Well diversified
portfolios are more
relevant than ever
in today’s market
environment and
should continue to be
the strategy of choice
for long term investors.

“

Not that there aren’t enough acronyms flying around the investment world already, but today I will
reference a lesser known one – only to debunk it. TANSTAAFL: “there ain’t no such thing as a free lunch”.
The etymology is uncertain, but the principle is intuitive; there aren’t many things in life that come for free
without some form of cost, be it direct or indirect, explicit or implicit. However, there is one (and only
one) in finance – diversification. Most famously highlighted by Harry Markowitz, Nobel Laureate and
pioneer of investment theory, this has underpinned several decades of progress towards building more
sophisticated, more resilient approaches to portfolio management. Although well diversified portfolios
have arguably disappointed versus expectations this year, we believe they are more relevant than ever in
today’s market environment and should continue to be the strategy of choice for long term investors.

“

TISATAAFL
Andrew Hardy, CFA

29 June 2020

However, through the crisis period in February and March, well diversified strategies lagged some that
were more narrowly invested. High growth stocks and government bonds mostly held up well, but most
other asset classes were hit much harder and cross asset correlations rose to their highest levels in over
20 years. Volatility spiked to over 5x the level of the prior five years in the case of corporate bonds and
listed real estate, while even global government bonds collapsed 9% over a 10-day period in March. Some
Such an extreme and
of these moves were consistent with past crises, but the extent of the underperformance of areas such as
unexpected scenario
real estate and infrastructure and the sell-off in corporate bonds were very unusual.

“

Perhaps the coronavirus will threaten portfolios once again, but risks abound and it’s the ones that catch
investors by surprise that we should worry about most. There are many known unknowns that could
come into greater focus, such as around the US election or a resurgence in trade wars, as well as many
unknown unknowns. As was well put by another Nobel Laureate, Neils Bohr: “prediction is very difficult,
especially if it’s about the future!”. At a time when explicit portfolio insurance - in the form of traditional
defensive assets or options strategies - is relatively expensive, genuine diversification should be ever more
appealing.
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Periods of dislocation
present opportunities
to multi-asset investors
and the specialist
managers we allocate
to.

“

Risks abound and it’s
the ones that catch
investors by surprise
that we should worry
about most.

“

There’s a natural tendency to concentrate portfolios into yesterday’s winners, either through a passive
approach that chases winners by design or as the path of least resistance. Some of the greatest value
that professional investment managers can add is through countering the behavioural biases that so
often undermine investor returns. Periods of dislocation create high levels of mispricing and present
opportunities to multi-asset investors like us and the specialist managers we allocate to. As markets
have rebounded since late March many multi-asset strategies have exceeded expectations, particularly
those which were invested for the long term and didn’t cut risk at that point of most pain. We believe
this outperformance can continue as many parts of markets – including sub-investment grade bonds,
real estate securities and value stocks – remain at depressed levels and are paying investors handsomely
as providers of capital whilst they wait for a recovery. Many offer yields in the mid to high single digits,
compared to near zero for most high growth stocks and government bonds.

“

“

Instead, such an extreme and unexpected scenario should remind us of the fundamental reason for
seeking diversification. In what is a similarly possible and extreme theoretical scenario of a cyber virus,
the market moves may have been turned on their head with investments in the physical world holding
up instead of those in the digital world. The so called ‘FANGS’ (comprising Amazon, Netflix and the like)
may be great businesses and ones that we all enjoy the benefits of, but with a universe of thousands of
securities to choose from, should an investor in US equities really have nearly a quarter of their money in
those few companies like passively managed strategies have?

“

This talks to why well diversified strategies did not provide as much downside protection as may have
been expected but should not be viewed as undermining the long-term case for portfolio diversification.
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Seasonal reoccurrence of the virus is one of a number of key ‘known unknowns’ that we have spent
time discussing as a team. We expect the policy response from now on to vary between regions
and municipalities, rather than being set at the national level. Further, given how discriminatory the
virus is by age, we expect to see a continued shift towards insulating the most vulnerable members
of society while keeping those at lower risk as economically active as possible. Together these
policies should reduce the economic impact of further waves of the virus. The better preparedness
of the world is one of the reasons we remain broadly constructive on the outlook for the global
economy and markets, notwithstanding pockets of the global equity market where valuations have
come back too far and too fast. We remain invested in growth assets including equities and credit,
while at the same time seeking to build resilience in our portfolios through multiple uncorrelated
investments, including inflation linked bonds, real assets, gold and derivatives.

1Wingfield-Hayes, R. (4 July 2020). BBC News, Tokyo. Coronavirus: Japan’s mysteriously low virus
death rate
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Less than 1 in 100,000
Japanese citizens have
died from COVID-19,
almost 50 times lower
than in the United
States.

One established high street retailer faced a backlash in March as it attempted to keep stores
open (and thus exposing employees to health risks) despite government orders for all nonessential retailers to close. Another, a pub operator, was criticised after its chairman stated
‘I don’t see why employees shouldn’t work for supermarkets for the time being’ after their
premises were closed. Hardly a message that would make you feel valued as an employee.
These are more blatant examples of ‘S’ errors of judgement. The developing news in Leicester
over the past week has taken a different form and has highlighted transparency difficulties
when evaluating social risks in a company. The factory in question manufactures clothes for a
popular online fashion retailer here in the UK and that company has come under scrutiny for its
association with the supplier.
Social criteria can be difficult to measure and they don’t necessarily lend themselves to
quantitative metrics that environmental and governance matters might. Whilst simple screens
may highlight certain ESG risks at a company, the story in Leicester this past week has shown
that to have a true understanding of these risks investors must do more and engage with
companies at a much deeper level.

“

it is likely that policy
going forward will
increasingly shift to
insulating the most
vulnerable members of
society while keeping
those at lower risk as
economically active as
possible.

“

The reasons for this outcome continue to be debated. While there is limited evidence of higher
immunity among Japanese citizens, one thing that is clear is that they are more familiar with the
policies adopted to combat the spread of the virus. Japanese citizens started wearing face masks
during the 1919 flu pandemic and the practice has never really stopped; it is generally accepted
that people suffering from colds and coughs should wear one. Japan also established a track and
trace system as far back as the 1950s following a tuberculosis outbreak, that has been used to good
effect during this latest public health crisis. These policies have been embraced by other countries
and while the better average health of Japan’s citizens (Japan has lower incidence of heart disease
and obesity) is something the rest of the world is unlikely to be able to replicate any time soon,
they should contribute to better outcomes in any seasonal reoccurrence of the virus.

“

“

Economies cannot cope with multiple rounds of shutdowns on the scale of the first quarter, but
one country in particular gives hope that these measures may not be the only way to combat the
virus. Despite its high population density and older population, and despite the fact that it imposed
a much less stringent shutdown compared to other countries, Japan has experienced a remarkably
low mortality rate thus far. Less than 1 in 100,000 Japanese citizens have died from COVID-19,
almost 50 times lower than in the United States1.

Critics have said the coronavirus pandemic and resulting economic implications might push
ESG discussions down the agenda once again with strong balance sheets and profits trumping
attractive ESG scores. That certainly doesn’t look to be the case. There have been noises for
years of interest in sustainable strategies but flows have never really followed. That appears
to be changing now. Last week Blackrock announced they have already doubled inflows into
their sustainable ETF strategies so far this year when compared to 2019 as a whole. Elsewhere,
Morningstar revealed, in their 2020 Q1 Global Sustainable Fund Flows report, their sustainable
universe amassed over $45bn of net inflows in the first quarter this year, compared to a $385bn
net outflow for the overall fund universe.
The past few months have shown that companies can be punished for not keeping up and
abiding by sustainable principles. As signatories to the UN Principles for Responsible Investment
(PRI), Momentum is committed to ensuring the managers we invest in understand and assess
the environmental, social and governance risks in each of their companies and fully account for
them in their analysis and evaluation. With one eye on our managers it would be remiss not to
also look more inwardly, leading ESG considerations to be more explicitly showcased in our own
solutions going forward.
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Coronaviruses are part of the family of viruses that includes the common cold. Colds and flu occur
more regularly in the winter as a result of people spending more time indoors in close proximity
to one another. Viruses carried in small droplets in the air, like COVID-19, also spread further in
cold air with low humidity. Hence there is a chance that infection rates will rise again in the winter
months.

You tend not to hear too much from the city of Leicester here in the UK but it has played host
to a number of historical events over the years and I’m proud to say I lived there for nine years
before being drawn to the bright lights of London. In 2013, the remains of King Richard III
who was killed at the Battle of Bosworth in 1485 were unearthed underneath a car park in the
city centre. Then in 2016, Leicester City Football Club completed one of the greatest sporting
successes of all time by winning the Premier League title, a result that bookmakers priced
at a very unlikely 5000/1. Unfortunately, Leicester has been in the news for more upsetting
reasons recently. A spike in renewed coronavirus cases forced the city back into lockdown as
the remainder of the country began to ease restrictions. Then, just a week ago, reports came out
suggesting that workers in a factory were being paid below the national minimum wage whilst
working in unsafe conditions. The inexorable growth of environmental, social and governance
(ESG) awareness has been impossible to ignore. We started the year with a huge emphasis
on the ‘E’ with Extinction Rebellion’s vehement protests highlighting environmental concerns.
However, several stories since then and throughout the coronavirus pandemic have pushed the
‘S’ agenda higher.

13 July 2020
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we think the world is
significantly better
prepared for new
waves [of the virus]
and hence the impact
should be smaller.

Socially (Un) Acceptable
Michael Clough

“

“
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The summer solstice, or ‘longest day of the year’, took place in the northern hemisphere just over
two weeks ago, putting those of us that live here on a path of gradually shortening days towards
winter. It’s not all bad news: July and August are typically the warmest months in the UK, but after
that temperatures will also steadily decline. It remains to be seen whether, like other airborne
viruses, COVID-19 is more infectious in winter, leading to a fresh spike in cases, but in any event
we think the world is significantly better prepared for new waves and hence the impact should be
smaller. Therefore, while acknowledging this risk to markets, it has not persuaded us to de-risk the
portfolios further.

06 July 2020
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Lessons from Japan
Richard Stutley, CFA
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When you look at what the UK market has been hit with in recent months, and what the rest of
year holds (think Brexit), it is perhaps not surprising that investors want to take some profits off the
table after the second quarter rebound. The first quarter collapse in bond yields and commodity
prices did little for an index heavy on financial and energy names. It was the perfect storm
descending on an already choppy sea. As oil prices dived and the global economy ground to a halt,
UK equity prices sank as earnings got heavily discounted. Then when the market added nearly
10% in Q2 – and 17% in the case of small caps – the loss aversion bias kicks in as investors lock in
the quarter’s gains, despite remaining down for the year to date. The pain of giving up those gains
outweighs the prospect of further upside, leading investors to sell early.
Dividend cuts compound the problem for UK equities in a regional market previously well liked for
its income. We may finish the year seeing dividend payouts cut by a third or more as companies
look to retain more cash on the balance sheet and build a buffer for the quarters ahead; the
forward-looking dividend yield has fallen by almost a percentage point compared to a year ago.
We have seen a lot of share issuance recently as companies have tapped markets, both to fund
ongoing business and in some cases no doubt to fund future acquisitions, so it’s rational to retain
more cash than bear the cost of raising it through equity issuance. Some will do both.
UK GDP contracted by 10.4% in the three months to April and fell by 20.4% month on month
from March to April, a record drop since the monthly data began in 1998. Industrial production,
construction and retail are all notable areas that suffered. On the political front, the UK is now
stepping up the latest round of negotiations with the EU in order to strike a deal ahead of the end
2020 deadline. With most of Europe about to head out of the proverbial home office for August on
their summer vacations, we shouldn’t expect much headway on this in the coming weeks.
Despite much seemingly negative newsflow we should remember that the UK remains a cheap
market today, at its widest discount versus the US since before the 2016 referendum when forward
price earnings were almost the same across the two markets. Since then sentiment has been
firmly against the UK and positioning remains heavily underweight. This leaves the UK as one of
the cheapest of the major developed markets today. Even with the lower dividend payouts, UK
equities yield a multiple of corporate bonds, and many times gilts. With around two thirds of
revenues coming from overseas, UK equities are a cheap way to access a more globally derived
equity earnings stream.
1Calastone - Fund Flow Index – July 2020
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We must resist the urge to be too reactionary about the longer-term impacts of this crisis,
however. Social distancing has been effective and at the start we dutifully followed the stringent
rules despite recent signs of fatigue. The virus has demonstrated how seamlessly we can work
remotely and converse globally without getting on a plane and yet, a virtual conversation still lacks
the nuance of true human interaction. A couple of months holed up at home does not roll back on
millennia of evolution, and so assumptions that office space, airlines and physical retail stores are
all relics are likely to be overdone.

“

We must resist
the urge to be too
reactionary about the
longer-term impacts of
this crisis.

“

When considering the impact on businesses, some will be deeply scarred by this crisis. It is
difficult to envisage business travel, for example, returning to 2019 norms for the foreseeable
future. It is difficult to see how leisure businesses will be anything but hamstrung by social
distancing and cleanliness requirements. The best businesses, even in these chastened sectors,
will find a way to prosper but the weak could perish . That is why balance sheet strength and good
management are key and that is why we believe active management of investment portfolios still
has such a pivotal role to play. The best active managers are able to identify the businesses that are
best placed to succeed - even in otherwise unloved corners of the stock market.

The best businesses,
even in chastened
sectors, will find a way
to prosper but the weak
could perish.

After a bumper few months for equity markets, a recent report1 from Calastone, the global funds
network, showed June was one of the worst months on record for outflows from UK equity funds.
That follows positive UK market performance for each of April, May and June. The selling was
broad based with even passive funds showing a rare negative flow print, so why the rush for the
door and are investors cashing in their UK equity chips too early?

“

Whether the economic recovery is V shaped remains to be seen, but the performance of stocks is
unquestionable – the market recovery has almost been as sharp as the pullback earlier in the year,
meaning that global investors have had to weather both a bear and a bull market within a matter
of weeks. It’s not surprising that investors are feeling a little punch drunk, and a period of relative
inactivity in the markets provides an opportunity for us all to take stock and reassess how we think
things will go from here.

“

“

Now that we have retraced much of the falls, the question is ‘how much is in the price?’ We feel
that much of the developed world is through the period of maximum economic pain. The selfimposed lockdowns are being tentatively unwound and while we are yet to see concrete evidence
in the economic data, we can assume that the last month or so will see an improvement in terms of
consumption. If we continue on this trajectory, the second half of 2020 may make up some of the
huge amount of lost ground from the first half.

The human impact
has been deep and
terrible, but this is not
the first pandemic we
have faced nor will it
be the last. Humanity
is resourceful, agile,
adaptable and
humanity will find ways
to exist and flourish
again despite the virus.

“

At the start of the lockdown we made the strong case that while the short-term risks are large
and palpable, the virus wasn’t unpicking the very fabric of society nor the efficacy of capital
markets to reward judicious investments. Some businesses will fall by the wayside through this
extraordinarily difficult period, but to presume that all businesses would be materially wounded
in perpetuity seemed too gloomy a prediction for us. Added to this was the certainty that we will,
collectively get through the short-term pain caused by the virus. The human impact has been
deep and terrible, but this is not the first pandemic we have faced nor will it be the last. Humanity
is resourceful, agile, adaptable and humanity will find ways to exist and flourish again despite the
virus.

“

“

How to sum up 2020 so far? A rollercoaster is probably the best way to describe it; both from an
emotional perspective but also in terms of what the markets have been up to. Over the first quarter,
market participants went from being blissfully ignorant to a state of panic as the significance of
global lockdowns became apparent and investors were left wondering what the crisis would mean
for the economy and companies; not to mention the humanitarian cost.

How flow can you go?
Alex Harvey, CFA

27 July 2020

“

2020 - a rollercoaster ride
James Klempster, CFA

20 July 2020
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Consumer behaviours
have always changed,
but they never did so
at such a speed.

In the final scene of the movie, Blondie is pointing his gun at Angel Eyes: is he going to kill him?
Consumer behaviours have always changed, but they never did so at such a speed. Online shopping
was already eating away at high-street retail and streaming services had been attracting people away
from cinemas for a while when the coronavirus hit. Lockdowns, social distancing rules and contagion
fears have forced people to change their habits and rapidly adapt to a new normal, accelerating some
pre-existing trends.
In general, e-commerce, logistics, videoconferencing, online gaming & entertainment and
pharmaceuticals were the absolute winners at the expense of airlines, cruise ships, trains, cinemas,
traditional retail and tourism & hospitality. Electronic Arts, a videogame maker, posted a spectacular
87% sales growth and 468% earnings growth compared to 12 months before; Amazon reported +40%
in sales, +97% in earnings; Netflix +25% and +165%; PayPal +22% and +48%; eBay +7% and +58%;
Domino’s Pizza +13% and +36%. Most companies in the latter group, instead, suffered large losses and,
despite the financial aid received by governments, some have failed to survive. As conditions begin to
ease and people go back to their pre-COVID lives, some earnings are flowing back to the most harmed
sectors, but the permanent consequences of the pandemic are still to be evaluated. Certainly, there
will always be demand for shopping, holiday, entertainment and transportation related services but
the nature and intensity of the demand are evolving and this will ultimately determine who is going to
survive in a post-pandemic world. Evolution and creative destruction are necessary and, after all, “when
a man with a pistol meets a man with a rifle, the man with a pistol will be a dead man”2.
In the same scene, Tuco (the Ugly) is tied into a hangman’s noose: is he going to break free? While
some companies managed to take advantage of this crisis, no country was left unharmed and
all suffered severe humanitarian costs and vast economic damage. The United States saw their
GDP contract as much as -9.5% over Q2 (the worst quarterly data since the late 40s) and the
unemployment rate jump from 4.4% to 14.7% in April, to then retrace to a still elevated 11.1% as of June.
European countries suffered worse economic contractions but displayed better employment data:
Germany, Italy, France, Spain reported respectively -10.1%, -12.4%, -13.8% and -18.5% change in GDP
(quarter-on-quarter) with unemployment rates at 4.2%, 8.8%, 7.7% and 15.6%. As lockdowns are lifted
across the globe and economies go back to some sort of ’normality‘, businesses are doing as much as
possible to recover some of the losses and return to profitability. Market sentiment is improving, as
reflected in expansionary manufacturing PMI numbers: between 51.0 to 53.5 in July 2020 for the five
countries, compared to 30.8 to 36.1 in April. Governments and central banks have offered enormous
monetary and fiscal support to real economies and financial markets, but the long-term damage to
businesses, consumers and institutions themselves is still being assessed and ultimately depends on
many factors, some of which are still very uncertain (speed/length of recovery, potential second waves,
progress with vaccines etc…).

“

“
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“Year 1862: amid the chaos of the American Civil War, the three gunslingers Blondie, Angel Eyes and
Tuco (a.k.a. the Good, the Bad and the Ugly1) are competing to put their hands on a buried cache of
gold, but onl– “…wait! I got it wrong. It was something like: “Year 2020: amid the chaos of a global
pandemic, some industries thrive (the Good) as others go through a rough patch (the Bad), while
countries, economies and societies strive to recover from their wounds (the Ugly)”. This year, the
outcomes have been more extreme than most Hollywood creations. Let’s just hope there will be no
sequel to this tragic period.

03 August 2020

“

Spaghetti Western
Lorenzo La Posta, CFA

No country was left
unharmed.

Spoiler alert! In the actual movie finale, Blondie kills Angel Eyes and runs away with half of the treasure,
Tuco breaks free and keeps the remaining half. We do not take sides when discussing which companies
should survive, but we hope for the best possible outcome for people, economies and societies.
1“The Good, the Bad and the Ugly”, Sergio Leone, 1966
2“A Fistful of Dollars”, Sergio Leone, 1964

40

41

One important factor to analyse is an organisation’s culture. While a lot of this is intangible,
much flows from the business structure and the overall incentivisation framework for the team.
Investment teams with long term incentives and a vested interest in the business are likely to be
more aligned with investors, particularly during tough times. Another key area is understanding the
specifics of particular manager styles. This gives more context to past performance, and helps us
to better understand the causes rather than simply relying on it as a forward predictor of returns.
Our approach has not only helped us identify the top talent in investing ahead of their peak, but
also provides the structure for us to build diversified portfolios with complementary performance
drivers. Our blend of funds with contrasting styles and philosophies provides resilience through
different economic environments, which is especially helpful when uncertainty remains high.

1 https://insights.som.yale.edu/insights/does-mutual-fund-s-past-performance-predict-its-future
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Given all of the above, selecting the best managers from a global universe of funds requires a
particular level of care. At Momentum we have developed a mixture of quantitative and qualitative
tools to help us in this respect, and we spend a lot of time talking with investment managers to fully
understand their philosophy, process and areas of expertise. Our longevity and pedigree in working
this way also gives us the advantage of tracking how funds, investors and management companies
develop over time, providing us with greater conviction in our conclusions.
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investment managers
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their philosophy,
process and areas of
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For those gamers out there, who have ever enjoyed the likes of SimCity, TROPICO or even Age
of Empires, former R&B singer and now entrepreneur Akon is set to bring our gaming visions to
reality. Akon, originally from Senegal, announced in January 2020 that his vision is becoming
ever closer to reality as he finalised the agreement to develop Akon City. Akon City is set to
be developed over the next 10 years in two phases. Situated near Mbodième, a small coastal
village in the west of Senegal, Akon City will be 100% cryptocurrency based with AKoin (a
cryptocurrency established by Akon) at the centre of all transactional life. Additionally, Akon
City’s energy resources will be renewable, with a focus on solar energy led by the charity Akon
established in 2014, Akon Lighting Africa, which has already scaled solar power solutions
throughout 18 African countries to date, impacting millions of households. Although many
people may question Akon’s futuristic vision, it spurred me to think about how global real estate
may look 10 years from now, and it could be very different.
Fast forward ten years and questions from children born within this decade may be very strange
to anyone born prior to COVID-19; what was a shopping mall? What do you mean you travelled
to the same building every day to work? Hold on, you used to wait one to three days for a
delivery? There is no doubt that COVID-19 has had an impact on the global real estate market
but with the sector made up of tangible assets a reversionary value can be attributable to each
development, despite the be all or end all trends being reported in sub-sectors today.
Over the next decade, I believe landlords will spend less CAPEX on acquiring new assets and
subsequently use this capital to realise the reversionary value of their existing portfolios’ nonperforming assets instead of selling them at substantial discounts. Let’s take shopping malls
and retail warehousing as an example. These are normally developed within a town centre or
a mile outside, which results in having a fantastic catchment area. Most of these assets are
not underperforming due to the location or supporting infrastructure but instead are being
impacted by the underlying cashflows of tenants due to the change in the way consumers
shop. With ‘last mile’ deliveries the most expensive and important factor to the success of
ecommerce, landlords of shopping centres and retail warehouses could utilise the location of
their assets to move with the consumer spending trends. Recently, Simon Property Group, a
mall operator, announced they are in talks with Amazon about turning their department-store
sites into Amazon fulfilment centres. I suspect this trend will continue and ten years from now
deliveries will be one to three hours, not one to three days.
In addition, with the global economy entering its worst recession since World War II, first time
home buyers looking to get on the property ladder may be forced to wait longer. This however
does create an opportunity within the private rental sector (PRS). With the trend of employees
and employers looking at more flexible working conditions there is growing demand for more
residential and working space per household. Over the next ten years landlords may well look to
regenerate all or part of their non-performing assets into residential units to rent directly to the
market.
Although I don’t see the world being run on cryptocurrency anytime soon, I do believe the real
estate assets we see today will look and feel very different ten years from now. We take comfort
from the experience our managers have amassed across all the operational aspects that come
with owning property and the active approach to managing their assets and tenants. We know
our managers are highly skilled in the form of their asset management capabilities which
will doubtless be an important factor in delivering positive shareholder returns as the world
progresses.

17 August 2020
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On top of this, a recent study by James Choi of Yale School of Management has shown that over
the period between 1994-2018, funds with historically strong returns have statistically failed to
outperform poorly performing funds over the subsequent 10 years1. This raises questions over the
utility of using past performance data as a guide to the future.

“

“

When looking to allocate capital during periods of economic crisis, it is natural to look for
managers who have been through tough periods before and have come through them with flying
colours. This process is complicated by several factors. Firstly, the average US fund has a life of less
than nine years and so probably would not have been around during the last great crisis. Secondly,
even if the same structure is still going, the original portfolio managers may have moved on,
creating uncertainty around how much knowledge has been retained within the business. Thirdly,
there is always a question as to how similar the current crisis is to any preceding ones (and finding
an investor with experience of the last global pandemic in 1918 would be challenging to say the
least…).

Fast Forward 10 Years
Jackson Franks

“

The latest in the long line of unprecedented events this year has been the release of US GDP
figures which revealed an annualised -32.9% decline during the second quarter. While annualising
the period from April to June is somewhat misleading given the highly unusual circumstances, it is
nonetheless a startling figure which was certainly not in anyone’s forecasts at the start of the year.
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In a world where unprecedented events seem to be happening with regular occurrence, it is more
important than ever to find stewards of capital with the talent, temperament and expertise to
navigate through such uncertain times. This is no easy task and recent studies have reminded us
that past performance in isolation is not a sufficient guide. Here at Momentum, we believe the key
lies in thorough due diligence backed by an experienced and independent research team.

10 August 2020
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Safe Hands in Troubled Times
Robert White, CFA
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A simple balanced portfolio is likely to face return and diversification headwinds as mentioned above, so
we think the better approach is to have a carefully constructed strategic asset allocation (SAA), investing
in a wide range of asset classes, designed to meet clients’ specific outcomes. The focus should be on
outcomes rather than benchmarks. Clients need more meaningful and detailed outcomes aligned to their
needs.
We spend a lot of time deriving the optimal SAA for our clients. Our optimisation is multi-faceted and
goes beyond simply maximising returns for a given amount of risk. We include a wider range of asset
classes in our SAA’s to increase the naturally occurring diversification benefits. We consider how those
asset classes behave in combination with one another. We assess not only the probability of achieving the
return target over the investor’s time horizon, but also the extent of any shortfall versus this target in the
majority of adverse scenarios. We then look at the likely range of returns over shorter time periods, such
as 12 months. We pay attention not only to the outcomes but also to the path of returns.
Based on these optimisation metrics, we then generate thousands, sometimes millions, of possible
portfolio combinations, by varying the weights of one asset class over another. Unfortunately, there is
no simple equation which tells us which portfolio will deliver the best outcomes on our key optimisation
metrics, so instead we combine the team’s years of experience with the help of our quantitative
calculations to arrive at the optimal SAA.
Rather than a simple conventional ‘balanced’ approach of holding an allocation between equities and
bonds, the extensive work and output of our SAA process allows us to have more sophisticated tools and
a better starting point to begin the journey with our clients.
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In order to achieve your goals, first and foremost they need to be clearly defined and appropriately
aligned. Traditionally, the investment management industry has tended to focus more on benchmarks
than on client objectives. This can result in mismatches between clients’ needs and the outcomes they
experience. The conventional balanced benchmark was the popular 60/40 benchmark (a combination
of 60% equities and 40% bonds). This is not a bad starting point and has worked well through the great
bull market in bonds. However, given where markets are today, with the US equity market currently sitting
at an all-time high and sovereign bond yields hovering near zero, and in many instances negative, it is
questionable whether this simple portfolio design can deliver sufficient returns for investors in the future.
At today’s historically low yield levels, bonds offer significantly less protection and diversification benefit
compared to the past. In this new low rate environment, the traditional ‘balanced’ portfolio may no longer
be balanced. Investors need to look outside the box for additional tools and search beyond traditional
investments in area such as alternatives, credit, convertibles, real assets and precious metals.
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Defining success is not straight forward, achieving it is even more difficult, so it is imperative to have a
detailed and thorough plan. Success might be reaching your savings goals of buying a house, funding your
children’s education or retiring at a certain age. The journey may be long or short depending on the nature
of the goal, but one’s experience of that journey is of great importance. Research shows that the smoother
the journey, the more likely one will see it through and there is nothing more damaging to achieving one’s
financial goals than giving up halfway through the journey.

24 August 2020

“

The Road Map to Success
Stephen Nguyen, CFA

“

We pay attention not
only to the outcomes
but also the path of
returns.

“
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*Deutsche Bank Chart of the Day, by Jim Reid. 22nd July 2020.
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“

gold has been a good
store of value over
the long term and as
this year has proven,
it is a reliable hedge
in times of heightened
uncertainty.

The odds of a trade deal between the UK and EU have fallen in recent weeks, with the latest round of
trade talks yielding little progress and with the UK government seeking to pass new legislation that goes
against aspects of the Withdrawal Agreement. Under the terms of the agreement, signed in January,
Northern Ireland is part of the UK customs territory but remains more closely aligned with EU regulations
in order to avoid the need for customs checks along its border with the Republic of Ireland: in short, a soft
border has been drawn down the Irish Sea. Ensuring that border is not too strong is a concern for the UK
government as well as Unionists in Northern Ireland and this is what the new legislation aims to qualify.
Whether or not the legislation is approved by Parliament at the first time of asking, it demonstrates what
the UK government is prepared to do to ensure the free passage of goods between the UK mainland and
Northern Ireland; it thus serves as a reminder that reducing the most restrictive barriers to trade is in
both side’s interests, otherwise the Irish problem will not go away.
In terms of the market moves, a no deal Brexit with the sudden raising of barriers to trade would be
unambiguously bad in the short run for both the EU and the UK, given the large amount of trade that
goes on unencumbered between the two currently. However, one needs to consider the extent to which
this is already priced in, given the weak performance of UK assets in the years following the referendum.
UK assets have a meaningful risk premium built in and sterling and mid cap stocks adjusted lower in
response to the news last week. Today’s entry point is attractive, plus there is still time for a deal as long
as both sides can be pragmatic about what is needed: at this stage a ‘skinny deal’ would suffice, with
phased introductions of customs checks on areas not covered by the deal and hence time for further
agreements to be introduced in key areas, rather than one comprehensive deal by the end of this year. For
these reasons we are comfortable to stay invested in the UK in our portfolios.
In the US, a win for the Democrats would seem to be the less market-friendly outcome given Biden’s
pledge to fund his “Build Back Better” programme by raising taxes, but it will remain to be seen which
campaign pledges ultimately become policy and markets may react positively to the prospect of
more predictable policymaking. There are more signs of mispricing in the US, with US assets having
significantly outperformed post Trump’s tax reforms and deregulation, some of which is likely to be rolled
back under a Biden presidency. Further, the US stock market has become concentrated in a few mega
cap tech stocks, which are in the crosshairs whichever party eventually wins in November. With markets
priced richly despite these risks, we have index put options in place beyond the election in our eligible
portfolios.
Politics matters but, as investors, how we approach binary events like elections is more important. In
the absence of clear mispricing, we will not take an extreme position in either direction, given the low
probability of us correctly predicting the outcome. Overall, today we still think it is right to stay invested
in portfolios while building a diversified defensive bucket. We will let our partners know should that
change.

Pragmatism is an
important part of
investing and tells us
that positioning too
aggressively around
political events like
Brexit and the US
election is risky.
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Forecasting aside, gold has been a good store of value over the long term and as this year has
proven, it is a reliable hedge in times of heightened uncertainty. From a portfolio management
point of view, it also has little to no correlation with other asset classes and so acts as a powerful
diversifier. We have held physical gold across our portfolios for several years and fully intend to
maintain our allocations at these levels.

2020 has provided
near perfect conditions
for a sharply rising
gold price.

“

The main downside risk that could tarnish gold arises if central bank policy instead tightens relative
to the market’s ultra-loose expectations: it nearly halved in the years following the euro crisis once
the Fed began moving away from unlimited asset purchases. Or falling inflation expectations could
push real yields higher to put a dent in the price. However, such developments look unlikely, for the
time being.

“

Two big events are looming, the US election on November 3rd and Brexit, with a practical deadline of 15
October and an actual deadline of the end of this calendar year. We need to be realistic about our ability
to forecast the outcomes of these events. The track record of both professional forecasters and betting
markets is poor and has only been getting worse: Trump’s election in 2016 and the Brexit referendum
were both highly unexpected outcomes and, in the case of the former, so was the market’s positive
reaction.

“

“

Considering the path from here, a plausible bullish scenario is based around central bank policy
remaining ultra-loose around the world, potentially compressing real yields yet further and
eventually prompting a further pick-up in inflation. Supporting this, the recent adjustment to the
Federal Reserve mandate gives a clear indication of what we should expect to see more of from
central banks in years to come; a willingness (if not desire) to allow inflation to overshoot in the
short term, in order to support growth and reduce debt burdens. Such conditions could lead to a
much greater speculative premium to fair value than we see today.

This year real yields
have sunk to their
lowest levels on record,
which readily supports
gold’s ascent.

“

The most reliable estimators of the fair value of gold are based around real interest rates. It
stands to reason that since gold pays no income, the opportunity cost of holding it decreases as
yields decline, therefore price moves inversely with real yields. This year real yields have sunk to
their lowest levels on record, at around -1.0% on ten-year US inflation linked bonds, which readily
supports gold’s ascent. Similarly, the yellow metal tends to do well as inflation expectations
increase; while such measures collapsed earlier this year, most are now back to where they were
at the beginning of the year and remain on a rising trajectory. Other factors that are generally
believed to support the gold price include heightened risk aversion – tick; a weaker dollar – tick; and
increases in money supply – big tick. Thus 2020 has provided near perfect conditions for a sharply
rising gold price.

“

Realpolitik is the art of designing policy based on practical rather than ideological considerations: what
works, not what we think should work. Pragmatism is an important part of investing and tells us that
positioning too aggressively around political events like Brexit and the US election is risky, because both
the result and the market outcomes are difficult to predict. Given a low probability of correctly predicting
either, we need to see evidence of significant mispricing in order to introduce large positions in our
portfolios.

“

‘Gold bugs’ see the yellow metal going much higher from here with the most bullish scenarios
built around fiat money debasement and a return to some sort of gold standard to keep central
banks in check. The more mainstream view is that it is a good store of value, particularly in real
terms i.e. adjusted for the effects of inflation, as has been the case over many centuries. Deutsche
Bank* recently compiled some interesting long-term return statistics; since 1971, when the Bretton
Woods system came to an end, the real gold price is up 7 times, compared to oil and silver which
have only doubled. Longer term returns are less spectacular: over the preceding 111 years back to
1860, gold fell by three quarters in real terms - enough to test the patience of even the most ardent
gold bulls, but well ahead of inflation over the last 160 years nonetheless.

since 1971, when the
Bretton Woods system
came to an end, the
real gold price is up 7
times.

“

Arguably gold has been in a bubble for thousands of years. With no income yield, its price is
sustained by the expectation that there will be someone else willing to purchase it from the owner,
generally at a higher price than it was acquired for (a.k.a. the greater fool theory). Although
difficult to model or predict, that largely speculative investment angle is a far more significant
driver of the gold price than the marginal usage in jewellery or industry. But having been prized
since the early days of civilisation, it seems unlikely that gold will lose its allure anytime soon.
Value is in the eye of the beholder.

“

RealPolitik
Richard Stutley, CFA

14 September 2020

“

Gold has outshone most other investments in 2020, having broken through to new all-time highs in
July, surpassing levels last reached nearly 10 years ago. Year to date the bullion price has increased
by 27%, trumping all broad equity markets and most other assets – only the tech heavy NASDAQ
index has kept pace. Over five years, gold has risen by over 70%. Today’s market and economic
conditions go a long way towards justifying these gains though and we remain committed holders
within our multi-asset portfolios.

“

Yellow metal, green lights
Andrew Hardy, CFA

07 September 2020
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we have our risk
management processes
to rely on.

“

Filtering the truly
valuable information
from the noise allows
investors to focus on
what really matters.

“
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The US has led markets higher thanks in no small part to a concentrated list of mega cap tech names
that are benefitting from the trend to stay at home. Outside of the US, most major stock markets
are still underwater year to date and as a result look to have a reasonable discount for the embattled
environment that we find ourselves in today. There are risks to this view, of course, because if the
growing ‘lockdown light’ moves into a more draconian curtailment of economic activity then there is a
case to be made that there is more downside to come. Conversely, it also seems likely that a quick and
successfully rolled out vaccine programme is not fully priced in. Hence, there is arguably both a negative
potential surprise out there as well as a positive one.
Placing too great a reliance on either outcome playing out would be to put a lot of faith on low quality
data and such behaviour is akin to speculation. Perhaps a muddle through is the least intellectually
satisfying answer but it has some merit, insofar as we are all becoming more adept at operating in a
locked down manner and consumption and economic activity are seemingly continuing today rather than
being snuffed out. Governments and central banks, while lacking the desire or the capacity to continue
with the levels of almost limitless generosity that we saw earlier in the year, are still alive to the idea of
keeping the economy ticking over, keeping as many people employed as possible and keeping businesses
in suspended animation wherever possible rather than letting them collapse.
Uncertainty remains and we believe the present environment lends itself to prudent, well diversified
portfolio management. It is in these sorts of environments that we are reminded why we target
delivering outcomes for our clients over their time horizons because performance against peers or a
benchmark just might not cut it in the years ahead.

“

The acute economic
pain of the first couple
of quarters is behind us
but there is still, rightly,
plenty of debate going
on as to what shape
the economic recovery
might take.
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Winners in golf are determined over four rounds, not just after playing one great round. As investors, of
course we deal with different horizons but the message is the same. At Momentum, we focus on the long
term, remain committed to the fundamentals and stick to our processes. That’s how we seek to keep our
client’s portfolios on course and out of the rough.

That level of certainty is possible with a long enough time line: the temporal element to conundrum
remains key, however, and one of the most difficult parts of the COVID puzzle to unpick because
shorter term news flow will have a big impact on markets regardless of the long term direction. This is a
particularly important question in light of the past couple of weeks as we have seen, in Europe at least,
a rolling back of the erstwhile opening up of economies. The first lockdown created an unprecedented
supply and demand shock - which was totally of our own volition, of course – but government largesse
kept economies heading in the right direction albeit at a glacial pace. Now, Europe is entering autumn,
a time where seasonally one would expect to see an increase in coughs and the flu and is doing so
on the back foot with rising case numbers in Germany, Spain, France and the UK as well as rising
hospitalisations (albeit at a mercifully much lower rate than earlier in the year).
The acute economic pain of the first couple of quarters is behind us but there is still plenty of debate
going on as to what shape the economic recovery might take. After a strong rebound in activity over the
summer, there are some concerning signs out there that the recovery is running out of steam even before
lockdown light was introduced. From an investment perspective, however, there can be no debate about
the shape of the stock market recovery, as global stocks have bounced back almost as abruptly as they
fell forming a quintessential V shape. Now that we have retraced much of the falls, the question is ‘how
much is in the price?’.

“

The world’s best golfers are laser-focused on their objectives. Tiger Woods arguably did this better
than any other sportsman in his prime. He wasn’t going to let crowd noise distract him from winning
championships. As investors there is so much information available to us today from so many sources.
Filtering the truly valuable information from the noise allows investors to focus on what really matters and
that is certainly a prerequisite for making sensible decisions.

“

it is crucial not to
compound mistakes.

This week heralds the start of the final quarter of 2020. What an extraordinary year it has been thus
far. Of course, for investment managers, the key area to focus on is what next? This question can have
multiple different dimensions. For example, the answer might be very different if we are focusing on the
long term as opposed to the short term. We have made the point repeatedly that in the long run we will
cast this virus off. It remains a truism that the virus is not unpicking the very fabric of society nor is it
destroying the functioning of capital markets and as a result, from an investment perspective at least, we
will get through this.

“

In any sport at the highest level it is crucial not to compound mistakes. Doing so is a sure-fire way to end
up with a sub optimal result. Top level golfers don’t just turn up to the first tee with a caddie by their side
and take it from there. They will have played practice rounds in advance, taken notes on undulations,
understood where the good misses are and where simply not to hit it. They have a process to fall back
on if things don’t go their way. Unfortunately, we don’t have opportunities for ‘dry-runs’ when investing
but we have our risk management processes to rely on. Scenario analysis, or modelling expected returns
over a horizon using current allocations and a set of market variables, is a practice we adopt and is a
useful tool for understanding risk exposures. Similarly, regularly reviewing attribution provides a deeper
understanding of where, and in what quantity, risks are in portfolios relative to strategic asset allocations.

never lose sight of the
fundamentals.

“

Behavioural aspects and emotion are always present at any level in golf. A golfer who sees competitors
pulling away might become far more risk seeking, leading them to attack flags they ordinarily might not,
which can bring danger into play. Regardless of the emotion, it is important to never lose sight of the
fundamentals. For the golfer, that’s their grip on the club, their posture or ball position in their stance. All
three are often reasons for poor shots, admittedly along with a long list of technical reasons too. For us
investors, we should never lose sight of the fundamentals either. It can be easy to blindly follow the crowd
or chase fashionable momentum stocks that have led the market higher. Such behaviour is dangerous and
can come back to bite. Instead, investors should rationally assess the prevailing economic environment
and not be afraid to go against the grain.

“

The Long & Short of What’s Next
James Klempster, CFA

28 September 2020

“

The past week was an exciting one for golf fans around the world. Normally, by this time of year, all four
of golf’s major tournaments have been played and people like me must find alternative entertainment
until the following April when the Masters tournament comes back around. This year has obviously been
far from normal and the Covid pandemic meant the US Open, normally held in June, was pushed back
to a late summer week in September. The US Open is regularly dubbed the ‘toughest test in golf’. One of
the reasons is long, thick grass (known as rough) which sits unsettlingly closely to the finely manicured
fairways, punishing any marginally errant shot. Within equities, growth exposure has been the equivalent
of finding the fairway this year, whilst sole exposure to value has been akin to hacking through the deep
rough.

“

Staying out of the Rough
Michael Clough

21 September 2020
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Convertible bondholders may earn a coupon, but it is usually lower than that which would be paid on
the straight bond equivalent as the equity option acts as a sweetener. It is why convertible bonds can be
attractive to issue for higher growth companies who may not generate enough cash to service traditional
debt and who often prefer to recycle earnings into the business. By the same notion, convertible
bonds can prove to be a lifeline to an imperilled business needing a capital injection. Step in Carnival
Corporation, the global operator of 10 cruise line brands. When the business hit the proverbial reef
earlier this year, they needed to raise cash quickly to help finance the ~$1bn a month needed to stay
afloat, literally. $4bn of the $6.25bn raised came from a straight bond paying a whopping 11.5% coupon
while $1.75bn was issued in 5.75% convertible bonds (and the rest from a watered-down equity raise).
Issued at $100 the convertibles traded up to nearly $260 and now rest closer to $170. At the same time,
the 11.5% coupon bonds traded up from $99 to $112, while the equity has marched nearly 80% higher
since the two bonds were issued in early April. With the convertible bond sharing in almost all the equity
upside it has been the clear risk adjusted winner of the three.
At a broader level, a portfolio of global convertibles has also performed remarkably well year to date.
They suffered less than half the drawdown of global equities in March, yet have tracked almost one for
one on the way back up as expectations of higher volatility (which serves to make the embedded option
more valuable) and a flood of cheap issuance has supported the asset class. At Momentum, we can
use asset classes like convertibles to improve the journey for our clients, investing with several small
but well-established teams in this somewhat niche and underrepresented asset class. We owned these
types of bonds at the start of the year, added on several occasions after markets bottomed, and continue
to favour the asset class today given the richness in some sectors and potential uncertainty that lies
ahead. For convertible bonds these are not uncharted waters. While they are not risk free assets, they
should provide ballast if and when the next storm whips up.

an asset class that we
at Momentum have
long favoured owning
in our multi asset
portfolios: convertible
bonds.

“
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equity; if it goes down
it behaves more like a
corporate bond.
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These ‘floating petri dishes’, as they became known, also inadvertently shone a light on an asset class
that we at Momentum have long favoured owning in our multi asset portfolios: convertible bonds. We
have written about these before – most recently in April - but following strong performance they warrant
further praise. These types of corporate bonds are more complex than their ‘straight’ bond equivalents,
but it is worth spending a few moments to consider their attributes and what they bring to an investor’s
portfolio. In its simplest form, a convertible bond is a corporate bond with an embedded call option that
allows the bondholder to convert the debt into equity if certain conversion criteria are met. The effect
of pairing a call option with a corporate bond is that if the underlying equity goes up, the bond behaves
more like equity; if it goes down it behaves more like a corporate bond. This ‘convexity’ effect – which
extends to a portfolio of convertibles - thus plays a useful and impartial role in self-allocating into and out
of risk as equity markets rise and fall.

“

“

October
2020

If readers cast their minds back to February this year, they will remember the horror that unfolded on
the high seas with dozens of cruise ships being forced to stay at sea as the first wave of Coronavirus
took hold. The poster child for the industry was the ‘Diamond Princess’, a Gem-class cruise ship with
a capacity of nearly 2700 passengers and 1100 crew, which eventually anchored at Yokohama port in
Japan where passengers had to remain on board and self-isolate for several weeks. The world watched
on thinking perhaps this would be contained to Asian shores but of course this was wrong as we now
know. Global equities would continue to make gains for almost three weeks after the cruise liner had
docked before freefalling, only to reach a bottom just over a month after that. Far from plain sailing.

05 October 2020

“

The Perfect Storm
Alex Harvey, CFA

“

At Momentum we can
use asset classes like
convertibles to improve
the journey for our
clients.

“
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It is not easy to be critical, challenging and sceptical and it is even harder to be so in a constructive,
appropriate way. Yet, we do our best to provide our clients with ever-improving investment solutions and
means to achieve their objectives, which are our ultimate goals.

While US-China relations have undoubtedly soured under the Trump presidency, polls from The Pew
Research Centre show that anti-Chinese sentiment is rife among both major parties and has been
increasing this year1. Attempts to constrain China’s rising influence were taken under the Obama
administration, and whoever wins the election, it is likely that there will be continued tension which goes
beyond pure trade issues.

Firstly, China’s brand of communism is nothing like that of USSR; their economic success has largely
come from the embrace of free market principles through reforms instigated under the leadership of
Deng Xiaoping, a far cry from the Soviet command economy of the post-war era. Secondly, this relative
openness has meant that both economies are fundamentally interconnected and rely on each other
for healthy sustainable growth. Over the last year, the Chinese Communist Party have relaxed foreign
ownership rules, allowing US companies to own majority stakes in Chinese financial institutions for the
first time, and the country’s 400 million-strong middle class are already an important market for US
businesses.
Investors should however be cognisant of the potential risks of a deterioration. The US and China
combined make up over a third of world GDP in purchasing power terms, and any move towards
decoupling could be painful. The most crucial battleground remains over technology, as the recent
bans of TikTok and Huawei show. New developments in areas such as AI, machine learning, robotics
and quantum computing all have the potential to revolutionise economic productivity and military
capabilities, and China’s goal to be world leading in these industries is an explicit aim of the “Made in
China 2025” initiative.

“

we strive to practice
what we preach.

Given the importance of these industries, it is possible that the grounds have been laid for two distinct
competing global technology platforms to emerge, each remaining closed to the other using different
hardware and operating in different jurisdictions. This would increase production costs for companies
and may even shut them off from certain markets, creating problems for some of today’s technology
giants.
We could also see the development of separate global financial systems, as the US becomes less willing
to supply capital to its competitors. America has already made it more difficult for Chinese companies to
maintain US listings through the Holding Foreign Companies Accountable Act, and China has also taken
initial steps down this path with the creation of its own global payments system (CIPS). These changes
are incremental at present however, and the primacy of the dollar reserve system remains firmly intact
for now.
How should investors position for such uncertainty? While some may be tempted to simply avoid
China in their portfolios, we believe this would be a costly and ineffective strategy. Instead, we believe
careful selection of positions and effective diversification is the best defence, and we run our portfolios
accordingly.
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Lastly, we strive to practice what we preach. We challenge ourselves and our own research process
looking for evidence that our scepticism is indeed useful and value-adding, rather than just a cynical
characteristic. Practically, we often try to prove that, everything else being equal, the managers we select
perform better than the ones we discard, or that our sophisticated portfolio construction models provide
better outcomes than simplistic ones. Every time the evidence goes against our a priori, we learn a lesson
and improve our process.

“

Another area where we
want to be evidencedriven is around
‘common knowledge’.

“

Another area where we want to be evidence-driven is around ‘common knowledge’, here referring to wellestablished concepts that many believe being univocally true simply because they have often been so or,
worse, because that is what others say. After all, as human beings it is very easy to fall foul of cognitive
biases. The first ‘common knowledge’ examples I can think of are: a low risk investor should have more
bonds, gold is the ultimate defensive asset, Japanese Yen and Swiss Franc are safe havens, higher risk
means higher return etc… All these statements are, perhaps, true on average or have proved to be true in
many instances in the past. Does that make them univocally true? No, it does not. Finance and economics
are social sciences which evolve with humanity and they are, by definition, non-deterministic systems.
This must be taken strongly into account when developing forecasting models, bringing investment ideas
forward and building appropriate portfolios for our clients.

With the US election now just two weeks away, investors are busy forming expectations on the result
and looking at the potential policy implications of either a Biden or Trump victory. While there is plenty
of short term focus on the eventual shape of any additional stimulus package to emerge from Congress,
perhaps the most important issue for long term investors will be how US-China relations develop from
here. For those wanting a detailed outline of our thinking on this issue, we have recently published a
thought piece in addition to this week’s blog which is available here.

The prominence of two ideologically opposed superpowers invites comparisons with the Cold War era,
when the US and Russia extended their influence via proxy states and maintained exclusive economic
and political systems with little mutual cooperation, occasionally leading to military conflict. Such
comparisons are somewhat exaggerated and there are plenty of reasons to be optimistic that the
relationship will take on a completely different dynamic.

“

One of the more frequent instances where we tend to be sceptic is when researching managers and
investment strategies. After all, when someone wants to sell you something, they will often highlight
the positives and gloss over the negatives, voluntarily (or not) displaying and explaining in the most
propaedeutic way for their single goal: convince you to invest with them. Not accusing anyone of being
a liar (which, I am sure, no professional is), this is often the reality of a sales pitch. So, as part of our
extensive manager due diligence, we analyse a fund’s holdings in various ways to understand to what
extent the portfolio is aligned with the stated investment philosophy and process, while also trying to
learn about what has not (yet) been disclosed. We might challenge the investment team based on sector
or country allocation, fundamental factor exposures, style tilts or trading activity as we expect all risk
exposures and holdings to have a clear, meaningful and coherent explanation. In addition, we discuss
specific stocks to understand what drove certain decisions to try and gauge whether past results were
due to luck or skill. We have the highest standards when looking for long term investments and the people
behind them must be proper stewards of capital.

“

where we tend to
be sceptic is when
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“

Pythagoras was a clever man: philosopher, cosmologist, musician and mathematician. His famous
theorem within Euclidean geometry is one we all learn at school, despite the 2500 years that have now
gone by since the man lived. His opinions were so well respected that his disciples across Magna Graecia
would appeal to his assertions, rather than to evidence or reason, as a watertight argument. They would
simply use the formula “ipse dixit”, literally meaning “he said so”. We, at Momentum, are no Pythagoreans
and do not accept dogmatic assertions from anyone, nor do we blindly trust common knowledge. All we
trust is evidence and when this is not given to us, the scavenger hunt begins.

Relationship Problems
Robert White, CFA

19 October 2020

“

12 October 2020

“

Ipse dixit? No thanks
Lorenzo La Posta, CFA

1https://www.pewresearch.org/fact-tank/2020/07/30/republicans-see-china-more-negatively-thandemocrats-even-as-criticism-rises-in-both-parties/
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Environmental, Social and Governance (ESG) investing is at the forefront of most investors’ minds and
the real estate sector is no exception. A survey published by Bentall Kennedy, Real Property Association
of Canada (REALPAC) and the United Nations Environment Programme Finance Initiative (UNEP FI),
which included investment managers representing over $1 trillion in assets under management from
North America, Europe, and the Asia-Pacific region found that 93% of investors include ESG criteria in
real estate investment decisions. At Momentum we are no different. The built environment is currently
responsible for 40% of global energy consumption, 25% of global water consumption and is emitting
1/3 of greenhouse gas (GHG) emissions. At Momentum we believe it is vital for the sector to manage
and reduce these levels and we expect the same of our Real Estate Investment Trusts (REITs) in which
we invest.
Momentum invests both directly and indirectly into the real estate sector via MAREF (Momentum Africa
Real Estate Fund), a pooled vehicle facilitating investment in African real estate for our clients and REITs.
Even though these are two different investment approaches, the ESG criteria does not differ. Quantifying
ESG criteria within the real estate sector is simpler than other sectors due to the tangible living nature
of a property. Environmental factors consider water and energy consumption as well as emissions from
the building. Social factors consider the societal impact of the development (infrastructure, housing,
job creation etc) as well as the health and wellbeing of its occupiers. This has become an even more
important factor due to COVID-19. Governance factors consider aspects such as diversity and reputation
which can be applied to both the landlord (if invested indirectly) and the occupiers. In addition, safety
measures such as fire safety will be applicable towards governance scores.
Within MAREF we set high standards regarding our ESG principles which was commended by winning
the Best Green Building at the Africa Property Investment Awards in 2019. MAREF contributes to the
global initiative and economic impact of efficient water and power resource utilisation by benchmarking
to IFC EDGE or LEED specifications. IFC EDGE and LEED are green building certification systems which
is comparable to BREEAM in the UK. In terms of the social aspect of ESG, one of MAREFs core principles
is job creation. Throughout the construction period MAREF upskills staff so those with the most basic
jobs can be trained in more specialist roles and thereby strengthening their future employability. MAREF
prides itself on offering international Grade A standard facilities in developing markets thanks to the
expertise of our sister company and developers, Eris Property Group (fellow subsidiary of Momentum
Metropolitan Holdings).

26 October 2020

“

Best Green Building
at the Africa Property
Investment Awards
in 2019.

“

ESG: Don’t be a Spectator
Jackson Franks

November
2020

The indirect investments, the REITs in which MGIM’s daily dealing funds invest, each have an ESG
policy to which they adhere and are held accountable. As an example, Ediston Property Investment Co
PLC (EPIC), a UK REIT in which we invest, strive for the highest environmental standard to minimise its
environmental footprint with proactive management of energy, waste, water, material and associated
carbon emissions. This is showcased through their day to day management of their assets where they
look to minimise the carbon footprint of their portfolio whilst maintaining a high level of service for their
occupiers.
At Momentum we are committed to playing our part in creating a more sustainable world, both directly
and indirectly. To achieve this everyone needs to part take in driving ESG implementation forwards. Don’t
be a spectator.
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Most major economies collapsed in the second quarter of this year. However, we have seen a strong
pickup in activity in the third quarter, due to the easing of lockdowns, while the intervention measures
taken by governments and central banks globally to prevent a massive deflationary shock have gone a
long way to replace the loss of income for businesses and individuals. With no clear end to the pandemic
in sight, inflation is likely to be subdued in the near term, but further out is it plausible to expect it to pickup?
In late August the Fed announced changes to its long-term monetary policy strategy. Among other things,
they announced an average target level of inflation of 2% over the business cycle. This means the Fed will
be more tolerant of deviations around the 2% number in the short term, and so there is some scope to
overshoot which could potentially lead to a bias towards, and tolerance of, higher inflation.
For inflation to undershoot we would need to see more restrictive monetary policy sooner should
business activity accelerate. This outcome would be less popular in the post COVID environment and
higher rates would be damaging for corporates and the more highly indebted governments relying on
Dollar funding markets. On the other hand, generating an overshoot requires rates to be kept low, whilst
enabling unemployment to fall back to the pre COVID low levels. This is a more popular policy option
but one which could potentially result in structurally higher inflation. Policymakers globally seem to
be more tolerant of an inflationary response to this crisis, and of course that would help to debase the
huge amount of debt governments have taken on in recent years. It does, however, limit their ability to
respond to future slowdowns in growth if rates have not normalised to higher levels as business activity
accelerates; a trap in which Europe is currently caught.
Both supply and demand factors may drive potentially higher inflation post COVID. The supply side
may be constrained as businesses need to build local supply chains which pushes up costs, while on the
demand side there should be positive effects from the increased fiscal response to this crisis.
The counter argument is that structurally disinflationary forces such as demographic and technological
advances are still present and as a result could serve to put a cap on inflation. If the growth trajectory post
COVID surprises to the downside, then inflation is likely to stay under the radar. Finally, any shift towards
austerity would be a risk, albeit one that looks unlikely at this stage.
If inflation were to materialise, albeit only moderately higher, we would expect nominal bonds to struggle
whilst equities to a certain degree will be able to pass on some of their rising input costs in the form
of higher prices at the till. Cash and shorter duration assets should fare better but given the negative
real yields on offer, the returns are less exciting. Commodities should do well and potentially emerging
markets equity as these firms are used to operating in higher inflationary environment. Real assets and
inflation linked bonds should be considered in such environment.

“

With no clear end to
the pandemic in sight,
inflation Is likely to be
subdued in the near
term, but further out is
it plausible to expect it
to pick-up?.

“

It has been one of the main discussion points of the past three years, five years and even decades in
the case of Japan: will inflation return? Low prices and ultra-low rates must surely end at some point; or
maybe not... We are amid a pandemic and going through a period of depressed economic activity, so why
would inflation even register on investors’ radars? As an asset allocator, it is imperative we consider what
might happen to inflation and inflation expectations in the coming years in order to effectively build robust
portfolios for our clients.

Cheque List
Michael Clough

09 November 2020

Over the weekend we had confirmation that Joe Biden has won the race to become the next President
of the United States of America. Despite Trump claiming election fraud, vowing legal action and thus
refusing to concede, Biden is set to take up residence in the White House. One of the main talking points
in the run up to this election was around a second stimulus package to help sustain the US economic
recovery after a record 31% (annualised) collapse in GDP in Q2. Prior to the election discussions had
reached an impasse, putting even greater importance on the composition of US Congress – including the
House of Representatives and the Senate – which, at least for this issue, is arguably more important than
who actually sits in the White House.
On the eve of the election one poll had Biden with an 8 percentage point lead over Trump and
expectations for a ‘blue wave’, or in other words having Biden in the White House and a Democrat
controlled House of Representatives and Senate, had risen. This outcome would make it a lot easier to
pass through Biden’s agenda, including an extensive stimulus package. This had helped push government
bond yields higher in the days coming up to the election with extensive stimulus a tailwind for higher
inflation. As results came through last week it seemed likely that Congress would remain divided, with
Republicans looking like they would hold the Senate, although this now doesn’t look to be confirmed
until January with run-off elections in the state of Georgia. Investors began to question whether Biden’s
policies could be implemented in full. Equity investors took well to this, pushing US equities up over 7%
last week as bond yields fell back.

“

The size of the stimulus
measures we have
seen so far this year,
both on the fiscal side
by governments and
the monetary side by
central banks, have been
extraordinary .

“

Inflated Expectations?
Stephen Nguyen, CFA

02 November 2020

The size of the stimulus measures we have seen so far this year, both on the fiscal side by governments
and the monetary side by central banks, have been extraordinary and are certainly a leading factor in
explaining why risk assets, both equities and credit, have recovered so meaningfully since the steep falls
in the first quarter. In March, Trump introduced a package in excess of $2 trillion, equivalent to over 10%
of 2019 GDP, to boost the domestic economy which included handing cheques directly to households. To
give an extent of its scale, following the financial crisis in 2008, the US fiscal package equated to around
5% of GDP, implemented over a number of years rather than months.
On the monetary side, in March the Fed committed to effectively unlimited Treasury bond purchases to
stabilise financial markets – in April it was reported they were buying over $40bn of assets each day. This
has slowed to $120bn per month at present. Again, to apply some historical context, the central bank’s
balance sheet assets grew from around $900bn to $2.2trn in the immediate aftermath of the 2008 crisis
after its first round of quantitative easing (QE). Over the next six years, two further QE programmes
followed taking total assets to $4.5trn. In response to coronavirus, the Fed’s asset purchase program
has seen total assets rise from $4.2trn to $7.2trn in just eight months. This underpinning of largely
government bonds (but to an extent corporate bonds too having started purchasing these assets for
the first time) had kept bond yields rooted lower, which also served to help equities by virtue of a lower
discount rate when discounting future cash flows.
There is no doubt stimulus has been key to risk asset recovery and this will continue going forwards.
Whilst monetary policy is set to remain very accommodative, there remains uncertainty around future
government stimulus in the US. In managing portfolios to client outcomes what matters to us most are
valuations and fundamentals. For now, we remain cautious at the top down level on a market dominated
by a small cohort of growth stocks with lofty valuations that we think have stretched too far, but
optimistic for our active fundamental managers to find upside opportunities in the wider market.

It is difficult to anticipate the inflationary trajectory, so at Momentum we believe in smart diversification
and robust portfolio construction, in order to maximise our chances of delivering on the outcome. We aim
to avoid our portfolios becoming exposed to any one scenario by allocating investments that can benefit
incrementally from both higher inflation and a disinflationary environment. At the margin, the risk today of
higher than expected inflation in the future has increased and as a result we took the opportunity over the
summer, while prices remained somewhat depressed, to add to our inflation linked bonds, funding largely
from their increasingly asymmetric nominal counterparts.
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16 November 2020

Just as impressive as the vaccine announcement, was the instantaneous response from global stock
markets. US equities were up nearly 4% in early hours of trading on Monday, hitting a record high,
before pulling back later in the day. Cyclical stocks, which are likely to be greater beneficiaries of a
faster reopening of economies than was previously thought possible, experienced even stronger rallies;
the UK and European large-cap equity benchmarks ended the day up 4.7% and 6.4%, respectively. This
sharp reaction to the vaccine news was seen across multiple asset classes: oil prices surged, gold fell,
and bond yields pressed higher, with the 10-year Treasury yield rising to 0.95%, its highest level since
March.
The news catalysed a wave of optimism across risk-assets, with investors rotating away from secular
growth and towards cyclical value, with the MSCI Value index outperforming the MSCI Growth index by
around 6% last week. Investor appetite was revived for some of the most challenged sectors including
energy and financials, and these sectors performed better than the primary stay-at-home beneficiaries.
To highlight this divergence over the course of the week, Rolls-Royce, which makes and services jet
engines, rose +35% while Zoom, a beneficiary of the growth in remote working, fell -19%.
So, is this the point at which we see a sustained rotation from growth into value? The preference for
high growth/momentum stocks over highly unfashionable value stocks has been a dominant trend that
has played out in markets for much of the past decade and has widened even further as global markets
have reacted to the impact of Covid-19. In fact, the relative valuation between value and growth is
currently at its widest dispersion in history.
The response to the positive vaccine news seems rational: it helps alleviate a major source of
uncertainty that has plagued investors through most of 2020 and improves the outlook for cyclical
stocks and sectors. However, it is very early days to say whether this rotation will be sustained. We
have made the point repeatedly that in the long run we will cast this virus off, and the recent news flow
supports this view, but downside risks do remain. The economy today is still in a precarious position,
with much of the world now seeing high and rising numbers of Covid-19 cases. In the US, there has
been a resurgence in cases with the number of hospitalisations reaching a new high, while in Europe,
many countries have moved back into some form of national lockdown. It is no time for complacency,
particularly for policymakers as the recovery will require ongoing support and resistance to the urge to
tighten prematurely. In addition, questions remain on the safety and longevity of the vaccine as well as
constraints on production. The logistics behind mass vaccination are not to be under-estimated; the UK
manages to vaccinate around 15 million people for the flu each year and this takes around four months.
To vaccinate around the 50 million people aged over 18 will be a huge logistical challenge. Nonetheless,
the recent vaccine news provides some light at the end of what has been an unexpectedly long and dark
tunnel.
Further progress made by other vaccine front-runners including Moderna and AstraZeneca would
continue to fuel confidence about a broader economic recovery in 2021 and improve investor sentiment
towards value and cyclical sectors. However, we do not recommend building portfolios that are
beholden to a single macroeconomic outcome, but instead acknowledge the uncertainty inherent
in all forecasts. Therefore, we maintain our philosophy of building diversified portfolios, with a
balanced factor exposure, as we believe this is the most effective way to achieve our client’s long-term
investment outcomes.
1 https://www.pfizer.com/news/press-release/press-release-detail/pfizer-and-biontech-announcevaccine-candidate-against
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“

The news catalysed
a wave of optimism
across risk-assets, with
investors rotating away
from secular growth
and towards cyclical
value.

“

News last week of a potentially highly effective vaccine against Covid-19 has raised hopes that there
is an end in sight to what has been an extremely challenging time for countries around the world. The
virus has claimed the lives of 1.25 million people and paralysed the world economy. The Pfizer and
BioNTech finding was the result of the first independent analysis of any Covid-19 vaccine in phase 3
trials – the final stage before commercial licensing – and it was found to be 90% effective, a level well
above expectations. To put this into context, the widely-used measles vaccine is 97% effective and the
season flu vaccination is between 40% and 60% effective. This is an important milestone on our path
towards potentially ending this pandemic and the developers of the vaccine described it is a “great day
for science and humanity”1.

Road to Recovery
Andrew Hardy, CFA

23 November 2020

Following a third consecutive Monday of hugely encouraging news in the fight against COVID-19, global
equities are well on track to delivering their best one month return in over a decade, up 11% and counting.
Vaccine developments have propelled economically sensitive sectors such as energy, financials and
industrials higher in November – with tech stocks in the slow lane for a change – resulting in one of the
most rapid shifts in market leadership ever seen in markets. The recovery potential in ‘value’ stocks
remains massive in our opinion, particularly in the areas hardest hit by the pandemic, but investors don’t
necessarily have to take on high levels of risk or sacrifice quality in their portfolios, in order to access this
opportunity. The infrastructure sector is a prime example of an area that we believe has plenty of open
road ahead.
Infrastructure stocks – which span the owners of toll roads, airports, pipelines, utilities and beyond –
are typically regarded as being defensive, due to reasonably steady and predictable demand for their
services, even during periods of economic contraction. That hasn’t been the case this year due to the
unique nature of the crisis and the crippling effect of national lockdowns and travel restrictions; the
sector has lagged broader global equity markets by over 10% while certain parts, notably the first three
subsectors listed above, remain much more depressed despite a recent bounce. There are a few reasons
to question the market’s assessment at this point.

“

The path to recovery is
rarely a smooth one; while
uncertainty remains high,
the usually defensive and
more predictable nature of
infrastructure is appealing
whilst it remains out of
favour.

“

Light at the end of the tunnel
Christopher Butcher

Firstly, despite the sector often being maligned for its pedestrian growth rates – the flip side of more
dependable levels of returns – the prospects for longer term growth look good in many areas. For
instance, communications towers are benefiting from the rollout of 5G networks, while utilities are
expected to enjoy higher growth rates as a result of substantial investment in renewable energy
sources. Toll roads could even come out of this crisis stronger, as commuters potentially steer more
towards private modes of transport in future, as opposed to public ones. The strong possibility of a large
infrastructure investment bill in the United States at some point would add another substantial growth
dimension, with many other governments also eyeing infrastructure as a leading candidate for stimulus
spending.
Secondly, the sector should benefit more than most others from low interest rates. That is because
infrastructure businesses typically carry higher levels of debt, but also because their steady cash flow
and dividend streams become more attractive on a relative basis. Readily achievable yields of 3-4% with
the potential for growth over time start to look very attractive when compared against most government
bonds around the world yielding 1% or less. Add to that the benefit of being able to pass through the
effects of inflation – which nominal bonds can’t offer and which we feel may become more of an issue for
investors in the future – and we could well see a long period of outperformance from the sector driven by
a global search for yield, as was the case following the global financial crisis.
Then there is the rebound potential for earnings across the sector, particularly amongst areas that have
been hardest hit by the pandemic. That’s most relevant for toll roads, airports and pipelines, where
there is arguably only limited rebound potential priced in at present. Admittedly air travel in particular
is unlikely to recover to pre-pandemic levels for several years, but infrastructure businesses are valued
based on their long-term cash flow generation potential, and a return to normality is likely well within
such a horizon. Nonetheless a selective approach is warranted in order to avoid some of the inevitable
potholes that lie in wait, not least amongst those businesses without sufficient resources to weather
what will likely be a tough winter in the northern hemisphere.
The path to recovery is rarely a smooth one; while uncertainty remains high, the usually defensive and
more predictable nature of infrastructure is appealing whilst it remains out of favour. As the world
gradually casts COVID-19 off over time, these characteristics will increasingly come back into focus
and be prized. Now is the time for building solid foundations in portfolios in order to deliver on future
outcome targets.
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With global equities on track to deliver their best-ever month, against a backdrop of the deepest
recession since the Second World War, investors are understandably questioning whether markets
have come back too far and too fast. Valuations appear rich in certain areas but trying to time the
market is notoriously difficult and can lead to disappointment. At times like this it is worth reflecting
on the common ways in which investors suffer permanent impairment of capital as opposed to short
term fluctuations in the value of their investments. While the history of finance is long and varied, three
factors appear time and again in this regard: counterparty risk, leverage and liquidity. This is a good
place for investors to start when appraising risk in their portfolios.
Your counterparty is whoever holds your money, be it an individual, a company, a fund or a country.
Given that exposure to a counterparty is a feature of most investments, it only becomes a risk when
investors have too much exposure to one counterparty. Things can go wrong for a variety of reasons:
while cases of fraud – from Barings Bank, to Enron and more recently Wirecard – receive the most
attention, by far and away the most common reason for your counterparty reneging on their obligations
is that things simply didn’t work out as planned.
The answer to this risk is to be diversified: give money to a number of different counterparties and
accept that some won’t pay it back. Also evaluate what residual value there is in your investment if
things go wrong. If the only residual value is inventory – i.e. there are no durable assets in the business
that can be repurposed – then be prepared to get back very little of your original investment should
things not work out.
The next two risks – leverage and liquidity – are ultimately about the same thing: being forced out of
your investment and into cash at a poor price, commonly referred to as a fire sale.
Asset prices display excess volatility which means they overreact to new information. Often this
overreaction sees asset prices fall significantly below fair value. While these instances of mispricing
typically resolve themselves in time, meaning investors ultimately only suffered a loss on paper, the
danger is that investors are forced to sell at these depressed prices and therefore do not participate in
the asset’s subsequent recovery. For example, an investor in the S&P500 index would have lost 20% of
their stake from the start of 2020 if they had been forced to sell at the end of March; that same investor
would have instead made 1% if they had been able to hold on to their assets another three months until
the middle of July; and 14.5% to Black Friday.

“

At times like this it is
worth reflecting on
the common ways in
which investors suffer
permanent impairment
of capital as opposed to
short term fluctuations
in the value of their
investments.

“

A brief history of how to lose money
Richard Stutley, CFA

30 November 2020

December
2020

Leverage means debt and debt must be serviced regularly and eventually repaid. These obligations can
often only be satisfied by selling assets. Hence leverage may come at a greater cost than simply the
interest charge on the borrowing, if it precipitates a fire sale. Given that the golden rule with liquidity is
never to need it – i.e. avoid the situation where you have to sell an asset to meet a payment – it is clear
why leverage and liquidity go hand-in-hand and need to be carefully monitored.
There are prudent steps investors can take to manage their liquidity. Most importantly, understand how
long it takes for transactions involving your asset to complete, and what the average transaction size is:
don’t expect to be able to sell your asset more quickly or in greater size than the average deal, without
offering a discount.
In sum, history shows that appropriate diversification is the first step to protecting one’s wealth.
Secondly, try and minimise the chances of being forced out of one’s assets and into cash, due to
excessive leverage or else liquidity needs. Taking note of these lessons from history is not guaranteed to
safeguard investors’ wealth but it may prevent them from losing money in some of the more common
ways.
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07 December 2020

Wolves work together to hunt for food, protect their territory and expand their reach. United they stand,
divided they fall. Led by two alphas, they know they are only as strong as the weakest of them. Also, they
have a set social structure and rules by which each wolf has its own function but everyone, including the
alphas themselves, takes care of and raises the pups. It’s all about the team.
I joined Momentum three years ago and the first thing that struck me was the extent of the pack
behaviour that presented before my eyes. I was a pup when I found myself a family willing to accept me
on board and to teach me how to be a better hunter. Sure, the prey we stalk is investment returns rather
than animals and our means of communication are not as cool as howls, but ultimately, we have a very
strong sense of teamwork. We know that, if we want to provide our clients with the best services, we have
to excel in each single part of the investment proposition, from the actual investment idea to its execution,
from marketing and client relations to operations management, from the legal, compliance and financial
processes to the human and technological resources.
Each one of us brings something unique to the table: area of expertise, past experiences, approach to
problem-solving, intellectual curiosity, cognitive or behavioural characteristics. Our differences are valued
more than our similarities, and everyone is incentivised to contribute as much as possible, to speak up,
to take on responsibilities and become accountable for a certain area of the overall process. In addition,
rephrasing a famous book quote, “help will be given at Momentum to those who ask for it”. From day
one I have been told to ask for help anytime I needed it, to not be afraid of showing areas of weakness, to
learn from my colleagues and to always be available to them, to return the favour. After all, we share the
common objective of providing the best service to our clients and teamwork is embedded in our culture.
We very recently welcomed into our pack a few more wolves to expand our territory and our hunting and
defence capabilities. A variety of high-quality professionals, business lines and intellectual property is
joining us from what was Seneca Investment Managers, to form an even stronger team. Thanks to strong
cultural fit and complementary offering, Momentum’s newly expanded fund management business in the
UK now has physical presence in London and Liverpool, providing outcome-based investment services to
clients all over the world, with scale, nimbleness and dynamism. It will be our clients who will ultimately
benefit the most from it, through now having access to an even stronger platform, but I have to admit I am
looking forward to working with the new colleagues, to sharing knowledge with and learning from them, to
challenging and being challenged.

“

At times like this it is
worth reflecting on
the common ways in
which investors suffer
permanent impairment
of capital as opposed to
short term fluctuations
in the value of their
investments.

“

When I was a kid, the concept of wolves being dangerous, aggressive animals was instilled in me: they
growl, they stalk, they kill. Yet, have you ever heard spine-tingling howls breaking through the night? It is
primordially majestic. As I grew up, I found myself seeing wolves as fascinating, widely misunderstood
creatures. I had to find my own pack.

Scotched Eggs
Alex Harvey, CFA

14 December 2020

Of the five weekly blogs I will have written this year, none of them have been untarnished by Covid
19 with my first – Tipping Point – penned on 9th March as markets tumbled into the Corona induced
abyss. From the pre Covid peak on 12th February the market hit its lows just ‘28 days later’1 , with
the streets of London and cities around the world looking eerily similar to those in Danny Boyle’s rage
inducing horror of the same name. Reassuringly for investors equity markets are now comfortably
higher from those levels. Roll forward to December and after two national and several tiered local
lockdowns here in the UK there are signs of life on the high street and hope for 2021 with the vaccine
rollout gathering pace just five weeks after the first vaccine discovery was announced. That is a
stunning achievement however you look at it, and credit to those making it possible.
Since the end of ‘Lockdown 2.0’ in the UK, people have been able to return to previously ‘non-essential’
shops, get a haircut, go to the gym and enjoy a game of tennis or a round of golf. And those not living
in the highest tier 3 risk areas have even been able to pay a visit to the 19th hole or that quintessentially
British institution, the pub. The rules of the game have changed, however, as masks, table service and
‘track and trace’ are order of the day should you want to sup a festive ale this Christmas. And if you
live in a single person household then technically speaking you should be drinking alone (a worrying
sign) unless you are having a ‘business’ meeting with your colleagues = friends. The source of greatest
entertainment about the recent relaxing of rules relates to the ‘substantial’ meal that needs to be
purchased should you wish to order an alcoholic beverage. Demand for scotch eggs has reportedly
surged tenfold in recent weeks. The Co-op – a chain of local grocery stores in the UK – has reported
a 26% year on year increase in sales; in the first week of December alone sales of the savoury snack
rose 11%. [Readers should note quality varies markedly in this market; active selection most definitely
trumps passive].

“

There are signs of life
on the high street and
hope for 2021 with
the vaccine rollout
gathering pace just five
weeks after the first
vaccine discovery was
announced.

“

A Pack of Wolves
Lorenzo La Posta, CFA

Despite the hype, I’ve yet to find an establishment that will accept the purchase of a lowly single
scotch egg as a substantial meal. Instead we’re being subjected to new menus of bar snacks designed
for this state of post lockdown semi-stasis. My jaw dropped last week when my portion of croquetas
(croquettes to you and me) contained just two of the savoury delights. Given this tapas style dish is
commonly shared it felt considerably unsubstantial for the £8.50 chain pub privilege. The big plate
they arrived on also suggested darker forces at play. Later that week when my nachos were charged
at £9.50 rather than the £8.50 stated on the menu, I was told by the waitress that she thought she
had removed all of the ‘old menus’ but this one must have slipped through. It won’t take many more
partial lockdowns to make that 12% mark-up felt. Adding to this sense of culinary robbery, the UK
government’s ‘Eat out to Help Out’ scheme in August reportedly saw some menu prices rise on the
back of the government’s subsidy that funded a 50% food discount of up to £10 per person. It is
unlikely these prices will revert fully once we reach the new end state, whatever form that takes.
Now, I’m really not bothered by the extra quid here or there and we must do everything we can to
support our local shops, pubs and eateries – make no mistake about that - but there is a common
thread here. What is arguably being served up – more by unintended stealth than by design - is
something we’re told is not on our menus; inflation. As readers will know our portfolios are designed
to outperform inflation by a margin over time, and having that margin becomes even more important
if headline inflation becomes warped by shrinkflation (the croquetas) or a lowering in quality (corner
shop scotch eggs). So, if you want to keep up with the bar snacking Joneses next Christmas then you’d
better cook up some inflation beating returns.
1Global equities bottomed out on 23rd March, 28 trading days after 12th February
2The Guardian, 6th December 2020
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