
The Fintax International Balanced Fund returned +2.3% in May and the Fintax Interna-
tional Growth Fund returned +2.4%. Returns were comparable between the two Funds 
due to the strong performance of our credit positions in the Balanced Fund, with emerg-
ing market bonds in particular rallying strongly.

Areas that have been out of favour so far in 2020, such as Value stocks, small cap 
stocks and listed property, have all outperformed in recent weeks and while it is too ear-
ly to predict with any confidence that a change in market leadership is now underway, a 
period of outperformance is overdue.

Current yields on the Funds are 2.3% in Balanced and 2.0% in Growth, compared to 
0.7% for 10 year US Treasuries and -0.4% for 10 year German bunds. Government bond 
yields are extremely low and while we expect them to remain range bound for some 
time (economies are too weak to tolerate higher interest rates currently), longer term 
we expect interest rates to move higher and the prices of these bonds to fall: hence we 
have a low allocation today in the Balanced Fund, purely as a form of insurance, and zero 
exposure in the Growth Fund. The fixed income component in the Balanced Fund is cur-
rently yielding 4%, the most attractive it has been in the past 5 years.

Global equities have continued to rally hard, propelled by a huge upside surprise on 
US employment at the start of June that pointed to a much quicker reopening of the 
US economy than anticipated. Nonetheless the rate of transmission of the coronavirus 
remains close to one in several populous US states like Texas and Florida, raising the 
chances of a second wave of infections. Risks and uncertainties remain high, and mar-
kets appear to be discounting an optimistic outcome to the economic damage caused 
by the pandemic.

As a result we believe that markets have moved too far and too fast from the lows. We 
have not elected to restrike our equity put options, by selling them and buying new ones 
at closer to the current level of the S&P 500 index. The profile of equity put options is 
that the commitment (the premium paid upfront) can go to zero and will do so more of-
ten than not, on the basis that equity markets tend to go up over time. Instead, we elect-
ed to sell some equity outright: 2% in the Balanced Fund, with proceeds going towards 
investment grade and high yield debt, and 4% in the Growth Fund, to fund a purchase of 
convertible bonds.
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There are few, if any, cheap defensive assets currently. We have discussed the rich val-
uations on government bonds above and also the profile of put options: we don’t want 
to own too much of either and hence we complement these positions with allocations 
to cash and gold. While gold has performed well year to date, prices are still well below 
their historical peak when one takes inflation into account. Given the worst shock to 
employment since the second World War, and with huge volumes of money printing by 
central banks, we think there may be room for prices to go higher.

We are in the midst of an extraordinary monetary loosening cycle, with interest rates 
being kept low in order to prop up spending in the economy. This combination is pos-
itive for growth assets like equities and with few signs of capacity constraints or infla-
tion, it is reasonable to expect this environment to persist. Our general stance remains 
cautious however: we are in uncharted territory and increased downside protection in 
the form of S&P equity puts, gold and cash is, therefore, warranted.
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