
Performance

The Fintax Balanced Fund returned 1.2% in August and the Fintax Growth Fund returned 1.9%. Over the past 12 months 
the Funds have returned 17.2% and 24.5% respectively in US dollar terms. 

August was another positive month for global equity markets as the MSCI World Index returned 2.5%, for a 7th 
consecutive month of market rises. The Funds participated in this market upside over the month, and comfortably 
outperformed global bonds which fell -0.5%. There were several factors supporting investor risk appetite including 
the Fed Chair Powell’s dovish speech at Jackson Hole that calmed investor nerves about an imminent tapering of asset 
purchases, a strong US jobs report, and the passing of the $1 trillion infrastructure bill by the US Senate. 

Portfolio Changes

Japanese equities continue to look exceptionally attractive on valuation grounds, as shown by the price to book (P/B) 
ratios in the graph below. 
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The P/B ratio is a valuation metric that indicates how much investors are willing to pay for a company in relation to 
the reported book value (assets less liabilities) of that company – a low price to book ratio suggests that a company 
is undervalued. As can be seen, the Japanese equity market has a low absolute P/B ratio, with the relative P/B ratio 
between Japanese and global equities being the lowest it has been since 1995. Japanese companies are clearly trading 
at a significant discount relative to global companies, and look reasonably priced relative to their own history.

In addition to attractive valuations, improving capital efficiency and corporate governance should unlock value for 
the holders of Japanese equities, with the accompanying defensive yen exposure providing additional diversification 
benefits to investment portfolios. Given these points, both the Growth and Balanced funds continue to hold Japanese 
equities via dedicated specialist funds in addition to the indirect exposure gained from the Japan content of global 
funds.
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During the month, we replaced our passive Japanese equity fund with the Morant Wright Fuji Yield Fund, an active 
equity manager. Morant Wright specialise in Japanese equities and manage a quality-value strategy focused on buying 
large, mid, and small capitalisation companies with strong balance sheets and sound business franchises, and trading 
at attractive dividend yields. With an indicated dividend yield of 3%, the fund provides immense value in an income 
starved, low yielding environment. The addition of this strategy complements the existing equity managers in the 
Balanced and Growth Funds well and ensures that our overall equity allocation remains well balanced between growth, 
quality and value styles, while still expressing our high conviction views.

China regulatory clampdown – should we be concerned?

A big talking point in media has been the Chinese government’s regulatory clampdown on various industries including 
the internet and e-commerce sector, the food delivery platform Meituan, the ride-hailing company Didi Chuxing 
and more recently the private education sector. Given the size and global importance of China’s economy and stock 
market, these often opaque and abrupt decisions have dampened investor sentiment with the MSCI China Index 
trading 26% below its February peak as at the end of August. Despite the uncertainty, we do not think the Chinese 
government is intent on destroying the private sector, nor does it make China uninvestable, a view which is shared by 
many of the high-quality fund managers with which we invest.

Regulatory tightening cycles are not unusual in China, with peer-to-peer lending, online gaming, coal and steel, and 
healthcare industries undergoing a period of reform in the past. We take account of this higher level of regulatory 
uncertainty, along with other risks, in our valuation models and assign a higher discount rate to Chinese equities and 
Emerging Markets in general. Sharp falls in markets such as those in recent months in China can create opportunities 
and we have been focusing our research efforts to identify the very best specialists in China, with the local knowledge 
and expertise to navigate through this uncertainty and select the best longer-term stocks for investment. 

Importantly, China still needs and wants foreign capital, and a strong, advanced private sector is key to its ambitions to 
be a technologically advanced economy with industrial autonomy. Although sudden regulatory clampdowns inevitably 
have a short-term negative impact on equity prices and investor sentiment, China remains an attractive investment 
case for the long-term given its growth trajectory (albeit slowing) and the attractive investment opportunities on offer 
for active investors.

Outlook

Continuing accommodative monetary and fiscal support and increasing vaccination rates across the globe underpin 
growth prospects, which will be supportive of corporate earnings and rising equity prices going forward. Returns are 
likely to be more volatile and harder to come by in the short term given the strength and pace of the equity market 
recovery we have experienced to date, but patience and diversification across investment styles and global equity 
regions will be well rewarded over time. Notwithstanding this positive outlook for risk assets, we continue to own 
precious metals, defensive currencies such as the yen, cash and equity put options as effective diversifiers and to 
protect against bouts of volatility. 
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