
momentum | Fintax Q2 2019

Portfolio commentary
Global markets continue to rise

Despite a sell-off in May, with global equities falling 6% peak to trough, the quarter ended with Wall Street reaching new 
all-time highs, pulling the MSCI World index of developed markets to new highs as well.

The most dramatic moves were in bonds, however, with yields on 10-year US Treasuries falling by 40 basis points (bps) 
over the quarter to 2%. In Germany 10-year yields are now -40bps, dropping below the ECB’s deposit rate for the first time 
ever, with positive yields available only on maturities above 20 years. These are extraordinary moves given how low rates 
already were at the beginning of the year.

In the red: investors no longer earn interest in Europe

Year to date the Fintax International Balanced Fund has returned 11.7% and the Fintax International Growth Fund has 
returned 12.8%, recouping the losses from the second half of 2018. Gold has been a standout performer in recent months, 
adding 10% in June, as have European equities which rose 5.4% over the quarter in US dollar terms.

Equity manager selection has been a detractor over 12 months, along with regional positioning within equity and our bias 
towards EMEA (Europe, Middle East and Africa) and away from the US stock market. We expect both of these themes 
to reverse and have not locked-in significant amounts of this underperformance through turning-over the portfolio 
unnecessarily.

The Fintax International Balanced Fund has returned +6.3% per annum over the past 3 years, net of all fees, and the Fintax 
International Growth Fund has returned +7.8%. Both Funds are in the second quartile relative to peers over this period 
according to fund data provider Morningstar.
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Global equity markets have performed strongly this year but underlying company earnings have not kept pace, with the 
result that valuations have increased (multiple expansion). However, the equity risk premium – what one stands to earn 
over and above cash and bonds – is still reasonable. As such we retain a reasonable allocation to global equities in the 
fund, with a bias towards EMEA, where pricing is less demanding currently.

Within equities we continue to like the profile of listed infrastructure and our preferred manager, Maple Brown Abbot, has 
performed well thus far in 2019 with gains of 20%. We have a lower exposure to some of the technology names that have 
run the hardest and a higher exposure to some areas that have been under pressure, like retail (selectively chosen) and 
energy shares. This positioning serves as an indication of where we see opportunities to earn good long-term risk-adjusted 
returns.

We remain underweight government bonds, where yields are unattractive. Where we do own government bonds, we 
remain heavily biased to the US where there is scope for yields to move lower and thus drive the price of the bonds we own 
higher. We also have an allocation to inflation-linked bonds, given that markets are currently disregarding the chance of any 
inflation for the foreseeable future.

We think the opportunity in short duration high yield, short duration emerging market debt and loans remains attractive. 
To that end we participated in the latest capital raise by Sequioa, a specialist funder of infrastructure projects 
predominantly in Europe and the US, in the Balanced Fund during June.

We also retain an allocation to gold, which looks fair value in inflation-adjusted terms and relative to other asset prices. 
Gold offers a key hedge in these times of extraordinary monetary policy.

Risky business

US equities look expensive today, particularly the cohort of highly valued Growth stocks, but the outlook for businesses is 
reasonable. Given our belief in the continuation of the cycle, underpinned by supportive monetary policy, we believe we 
should continue holding an allocation to equities and within that an allocation to the US.

There are clear and obvious risks to markets – a hard landing in China; a disorderly Brexit; an inflation surprise (we do not 
subscribe to the view that inflation is dead); or else an environment with significant disinflation/deflation – to name a few. 
Overall these are low probability events and hence we are not looking to protect against them outright. Instead the Funds 
are positioned for our base case, which is continued modest growth, and are reasonably well diversified with defensive 
positions in the form of Treasuries, inflation linked government bonds, gold, cash and (to a lesser extent) listed property 
and infrastructure.

Disruption

Quality and Growth styles continue to outperform while Value struggles. In the past, these kinds of periods have been 
followed by multiyear periods of outperformance for Value. We believe there will be a reversal at some point, but we don’t 
have a crystal ball to tell us when this will occur.

Disruption is one of the key reasons behind the underperformance of Value. As Bill Gates wrote in his book The Road 
Ahead, people tend to overestimate the extent of change in the next two years, and underestimate it over the next 10 years. 
Exploiting these cognitive failures on behalf of other investors is why Value managers outperform: they buy companies that 
are temporarily out of favour (and therefore mispriced) but will bounce back in two years’ time. They avoid those that 
simply won’t be around in a decade (so-called ‘’Value traps’’). During periods of disruption, these forces are amplified and 
our Value managers are currently in the eye of the storm.

Time will bear out that some of the business models that are under pressure currently are not in fact permanently impaired. 
Nonetheless, we always retain a balance of investment styles in the portfolios – including Quality and Growth – and hence 
we will continue to participate in markets while we wait for a Value reversal.
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A focus on frictions

There is much to admire about iShares, the exchange-traded fund (ETF) business. Success of passive investing is as 
much to do with the invention of the ETF structure as is it is the disappointing performance of many active managers. 
iShares looked at the industry of daily dealing open-ended funds on the one hand, and listed closed-end funds on the 
other, and focused on removing frictions like illiquidity and large discounts to fair value.

This focus on frictions can be seen in one of the portfolio’s holdings – Stenprop – in particular. It currently takes a long 
time to execute leases in the UK and Stenprop aim to radically reduce this. Part of their strategy is to reduce the leakage 
that occurs in the value chain of property investing. This reduction in leakage means gross rental yields will end up 
being much healthier net rental yields, to the benefit of us as investors.

Stenprop continue to transition their portfolio to multi-let industrial properties, and have been selling their non core 
assets at or above net asset value. The property they own is underpinned by the value of the land, which provides a 
backstop to the investment’s price.

New additions

We see better value in floating rate fixed income as opposed to fixed rate debt currently, after the sharp falls in interest 
rate expectations so far this year, and have therefore made two new additions in the Balanced Fund: the TwentyFour 
Income Fund and the Sequoia Economic Infrastructure Income Fund.

In both cases these are investments in closed end listed vehicles, so that we avoid the liquidity mismatch between 
open-ended funds and less liquid underlying securities: selling a loan in an orderly fashion can take weeks but certain 
fund managers still promise to return investor capital the next day. Both strategies offer net yields in the region of 8% in 
dollar terms.

Outlook

Despite the strong returns this year, and the powerful support to valuations from low inflation and exceptionally low 
interest rates, uncertainty remains high. The record amount of capital chasing negative yielding instruments is a clear 
indication of the general uncertainty. Aside from the slowdown in growth, the unfolding trade wars and the negative 
impact on corporate earnings, other concerns, including a no deal Brexit, continue to worry investors. Some caution then 
is warranted in the short term.

However, while trade and manufacturing have been weak, the key service sector has remained firm, employment has 
been strong and the consumer is generally in good shape. There are no signs of systemic financial problems and an 
ensuing liquidity crunch.

While some consolidation is overdue we therefore believe that the cycle has further to run and any falls in markets will 
give rise to opportunities to add to risk assets, while at all times maintaining careful diversification in the portfolios.

Source: Bloomberg / Morningstar.  Returns in US dollars unless otherwise stated, June 2019
Past performance is not indicative of future returns. 
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Important notes

This document is only intended for use by the original recipient, either a MGIM client or prospective client, and does 
not constitute investment advice or an offer or solicitation to buy or sell. This document is not intended for use or 
distribution by any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an 
unlawful recipient.  The original recipient is solely responsible for any actions in further distributing this document, 
and in doing so should be satisfied that there is no breach of local legislation or regulation.  This document should 
not be reproduced or distributed except via original recipients acting as professional intermediaries.  This document 
is not for distribution in the United States.

Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control 
regulations in countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding, 
transfer, redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this document is issued.  Data, models and other statistics are 
sourced from our own records, unless otherwise stated.  We believe that the information contained is from reliable 
sources, but we do not guarantee the relevance, accuracy or completeness thereof.  Unless otherwise provided under 
UK law, MGIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the 
correctness of opinions expressed. 

The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that 
an investor may incur losses, including a loss of the principal invested.  Past performance is not generally indicative 
of future performance.  Investors whose reference currency differs from that in which the underlying assets are 
invested may be subject to exchange rate movements that alter the value of their investments. 

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds 
to actively manage underlying asset holdings in the pursuit of achieving mandated performance objectives.  Annual 
investment management fees are payable both to the multimanager and the manager of the underlying assets 
at rates contained in the offering documents of the relevant portfolios (and may involve performance fees where 
expressly indicated therein). 

Momentum Global Investment Management (Company Registration No. 3733094) has its registered office at 
The Rex Building, 62 Queen Street, London EC4R 1EB.  

Momentum Global Investment Management Limited is authorised and regulated by the Financial Conduct Authority 
in the United Kingdom, and is an authorised Financial Services Provider pursuant to the Financial Advisory and 
Intermediary Services Act 37 of 2002 in South Africa. 
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