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Portfolio commentary
Performance review

Last quarter was a strong period for most asset classes with global equities adding 9% in US dollars. Safe haven 
government bonds were the only major asset class to produce a negative return in the quarter, with US Treasuries 
down 1%.

Over the quarter the Fintax International Balanced Fund returned 7.6% and the Fintax International Growth Fund 
returned 9.1% to take their returns for the year to 19.7% and 22.2% respectively. Both Funds are top quartile versus 
peers over 1, 3 and 5 years, according to data provider Morningstar.

The key factor supporting investment returns in 2019 was the shift in central bank policy towards renewed 
loosening, led by the US Federal Reserve, in response to slowing growth and low inflation in the global economy. 
Policy makers have been regularly criticised in the post financial crisis period, but, once again, they acted decisively 
when confronted with signs of slowing activity.

Lower US interest rates allayed fears of a recession in 2019 and supported equity market returns
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There was no resolution to the big macro risks in 2019 but the global economy muddled through and we are arguably 
closer to resolving some of these issues than we were at the start of the year: Trump’s unpredictability means that 
trade war risks have not been eliminated, but if history is any guide, then it shows that a deal will ultimately get done. 
With Brexit, trade negotiations start from a position where the UK and EU already have a deal in place, and many 
side deals on parts of the future relationship have already been agreed.

Benign conditions and low but positive growth all contributed to good returns from most asset classes in 2019, and 
the Funds participated fully in those returns.

Blending investment styles

Value managers, including several leading South African fund managers, continued to struggle in 2019. Contrarius, 
our deep Value global equity manager, have seen their energy and retail positions driven to significant discounts. 
Their long term approach means they are able to hold on to stocks during periods of weakness and several of these 
positions rebounded in the fourth quarter. Bed Bath & Beyond, the US retail chain, returned 64% in the fourth 
quarter, turning it around from being one of the worst performing stocks to the best for the year.

Nonetheless they remain under pressure at the start of the new year following the sharp decline in the oil price and 
hence it is critical to blend Value alongside Quality and Growth managers like Morgan Stanley and Sands, who 
each returned in excess of 30% in 2019.
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Value as an investment style has been out of favour for almost the entire last decade, while Growth and Quality 
have led the market gains. History tells us this will not continue indefinitely and so we retain a balanced exposure 
to different styles, sectors and managers across the Funds. To this end we elected to add Artisan, a leading global 
equity manager based in Chicago, to both Funds in December to further diversify our manager blend.

Old meets new

Stenprop returned over 30% last quarter in dollar terms. Stenprop’s property portfolio is increasingly concentrated 
in the UK and the company therefore benefited from the UK election outcome and the emphatic victory for the 
Conservative party. In contrast Ediston, our other UK direct property manager, produced a negative return in 2019. 
The contrasting fortunes of Stenprop and Ediston reflects the key nexus between the new economy and the old.

UK assets respond positively to the election result

1.22

1.24

1.26

1.28

1.30

1.32

1.34

11,000

11,200

11,400

11,600

11,800

12,000

12,200

12,400

12,600

12,800

30/09/2019 31/10/2019 30/11/2019

UK equities

Sterling exchange rate - Price of 1 GBP in USD (RHS)

Election day, 12 December

Stenprop cater to internet-enabled small businesses and offer an online platform for renters to manage their space 
requirements. Ediston on the other hand are heavily invested in retail sites, at a time when traditional bricks and 
mortar retail is losing market share to online-only sellers.

Stenprop has caught the attention of investors while Ediston has been sold down indiscriminately, despite the fact 
that its assets continue to perform well. We are happy to retain both exposures, giving us exposure to both the new 
economy and the old, at an exciting time for the UK economy, with many of the political uncertainties which have 
damaged confidence and investment now removed.

The importance of gold

Gold as an investment is criticised for not producing a yield. We think this misses the universal relevance of gold. 
The intrinsic value of gold is recognised the world over, and its scarcity means there is no risk of a glut weighing 
down prices. Hence it serves a role as a global store of value, outside the financial system and immune from the 
shenanigans of politicians and central bankers. Gold’s impressive returns in 2019, up almost 20%, is evidence of the 
uncertainty surrounding today’s unorthodox monetary policy, and hence we believe it is prudent to retain a position 
in both Fintax Funds.
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Where next?

The question is whether the bull market, now the longest in history, can continue and what might derail the benign 
conditions of the past year.

It is highly unlikely that we will see the same cuts in interest rates that helped deliver 2019’s high returns. Equally, 
however, there is no realistic prospect of a reversal of policy any time soon, so interest rates are unlikely to act as a 
headwind over the coming year either.

The trade wars are by no means over and Western economies are still laden with large quantities of debt, hence we 
scrutinise the incoming data continuously for signs of stress. The coronavirus remains largely contained to mainland 
China, but China’s importance to the global economy is much greater today than it was back in 2003 at the time of 
the SARS outbreak. Chinese consumption, economic growth and certain company earnings will  be impacted in the 
first quarter of 2020, but our base case scenario is for a short, sharp contraction in activity followed by an equally 
fast recovery, as was the case with SARS in 2003. 
We have levers at our disposal, including hedging instruments like options, should we feel the need to reduce risk 
in the Funds.

However we are broadly optimistic. Some earnings growth should be sufficient to give us reasonable single digit 
gains for equities and while some companies look expensive, others are available at attractive discounts. We 
remain broadly diversified across equities, bonds, infrastructure, property, cash and gold, meaning the Funds should 
be able to navigate a range of different environments.

Source: Bloomberg / Morningstar.  Returns in US dollars unless otherwise stated, December 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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