
-4

-2

0

2

4

6

8

10

12

Nov 19 Jan 20 Mar 20 May 20 Jul 20 Sep 20 Nov 20 Jan 21 Mar 21 May 21 Jul 21 Sep 21

Index Latest Value Long term Median

Performance

In a difficult month for markets, the Fintax Balanced Fund returned -2.3% in September and the Fintax Growth Fund 
returned -2.8%, compared with benchmark returns of -3.2% and -3.7% respectively. Over the past 12 months the 
Funds have returned 17.1% and 24.4% respectively in US dollar terms. 

The unbroken run of seven months of gains in global equities came to an abrupt halt in September with a return 
of -4.2% in the MSCI World Index, which wiped out all the gains of the preceding two months. The Funds offered 
protection from the worst of the falls, with both holding up much better than the broad equity indices. Traditional safe 
haven assets held up better than equities but nevertheless produced negative returns, with global government bonds 
-2.1% and gold -3.1%. 

Significant rise in risk aversion

The headwinds to markets have strengthened in recent weeks and this has been reflected in higher volatility and 
risk aversion. The widely used VIX index of volatility of the US equity market rose sharply to 26 in late September, 
having been trading for most of the past four months around 17-18. Momentum’s proprietary risk aversion index, 
which encompasses a much wider range of risk barometers, moved to its highest levels since the early weeks of the 
pandemic in 2020.
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Aside from the fact that markets were due a correction after such a long unbroken run of gains this year, and global 
developed equities had doubled from the pandemic lows of March 2020, several negative factors came together 
during September to trigger the sell-off. For the first time since the pandemic outbreak, the news on Covid was well 
down the list of investor concerns, and if anything was somewhat positive as the impact of the delta variant began to 
fade and the fear of new variants emerging has not, as yet, been realised.
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Inflation has become the dominant narrative in recent months: will the sharp rise we have seen be transitory as central 
banks expect or be persistent, which could trigger an abrupt change to monetary policy and undermine asset prices? 
The consensus view remains that it will be transitory, and a number of pandemic-induced one-off factors will unwind 
in due course. But the confidence in this outcome was given cause to waver in September as energy prices soared and 
supply chain disruptions intensified, leading to shortages and price rises of many goods and materials. At the margin, 
central banks responded by taking a somewhat more hawkish approach to the pace and timing of withdrawal of 
stimulus measures, leading to a significant rise in bond yields.

The political impasse in the US over Biden’s spending packages and the looming Treasury debt ceiling, which if not 
lifted raises the possibility of the government being unable to fulfil its financial obligations, unnerved investors. Clearly 
this is a very low risk event but one with an extremely high impact. And on top of that, the regulatory clampdown in 
China continued to spread, encompassing a wide range of sectors, while the authorities’ drive to reduce leverage and 
remove unscrupulous operators from the key property development industry brought the country’s second largest 
developer, Evergrande, to its knees and threatens more. Property accounts for 15% of China’s GDP and close to 30% 
indirectly, so the unwinding of the bubble is likely to lead to collateral damage and knock growth. 

At the same time, China is wrestling with its own energy shortages and as a result has restricted production across a 
range of industries and regions with a consequent impact on growth. 

Against that veritable ‘wall of worry’ it is understandable that markets should correct. But the key factors triggering 
the correction, especially the fear of a more sustained rise in inflation and the implications for monetary policy, 
undermined traditional capital protection assets, government bonds. Their extraordinarily low yields, with the vast 
majority yielding well below 2% and therefore with real yields well into negative territory, means that their usual role of 
providing income and capital protection has been substantially diminished.  While they would hold up well in systemic 
crises which destabilise risk assets and drain liquidity from the financial system, they otherwise offer very poor returns, 
no protection from a sustained rise in inflation, and higher correlation to risk assets than historically has been the case. 

We therefore make use of options strategies in both Funds to provide protection from market corrections. The 
premium paid to buy protection is a cost to the Funds but has been relatively low during the long period of low 
volatility we have been through this year; the cost is then rewarded handsomely during significant market corrections 
such as that in September. During the month we re-struck our put options on the S&P 500 index, providing protection 
at an index level of 4450. The fall in the market meant that by month end the value of these options had increased by 
50%, providing the certain protection which no other asset or financial instrument could offer, at low cost and with full 
liquidity. Subject to pricing, we will continue to make use of these instruments to provide capital protection, alongside 
our other defensive and diversifying assets, which includes gold, cash and the yen.

Outlook

The markets clearly face headwinds, but many of today’s immediate problems will be resolved in the months 
ahead. The impact of the pandemic will progressively fade over the next 12 months, and the combination of highly 
accommodative monetary policy and continuing fiscal support will underpin risk assets. The outcome of the inflation 
conundrum - transitory or persistent – remains the key to the longer term performance of markets and asset classes, 
but we share the consensus view that the current high levels of inflation reflect a number of abnormal factors and one-
off price spikes which will dissipate over coming months, and during the course of next year the inflation rate will begin 
to fall back towards the longer run rate of around 2%. While we recognise the risks, particularly around inflation, and 
continue to build in some protection across the portfolios, we do not believe that this is an environment for a sustained 
fall in markets. We should be prepared for some periods of volatility and bouts of weakness, and will maintain a range 
of defensive, diversifying assets, but expect markets to make further, albeit more subdued, progress through 2022.
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Important Notes - This document is only intended for use by the original recipient, either a Momentum Global Investment Management 
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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.

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.
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