MOVErs and shakers

]

- Alex Harvey, CFA — Senior Portfolio Manager

As someone with a tracker mortgage I'm taking a keen
interest in the widely anticipated cuts in the bank base rate
that are expected to materialise over the course of this year.
| am (perhaps) fortunate to have fixed-rate debt elsewhere -
so my aggregate cost of funding has remained manageable
- but nonetheless, like most homeowners, my monthly
costs have risen in recent years as interest rates (and utility
bills, service charges, insurance etc) have gone up. | even
read this morning that the average cost of a pint of beer in
London is now £5.90. Please tell me where, as I'm sure | pay
more than that!

Whilst UK base rates are of most direct relevance to me,
you won’t be surprised to know that the US ‘risk-free’ rate
sets the global benchmark for lending. In recent years, the
Federal Reserve’s anti-inflationary policy shift has stirred
rates markets from their Quantitative Easing (QE)* induced
slumber. Readers may be familiar with the “VIX index -
sometimes called Wall Street’s ‘fear gauge’ - a measure of
future expectations of US equity market price volatility.
In US bond markets, the equivalent measure is called the
MOVE** index, and without getting too technical, it averages
the one-month forward implied price volatility of 2, 5, 10
and 30-year treasury bond options. A higher number means
higher expectations for bond price (and inversely yield)
volatility; a low number suggests more benign forward
price risk, although other factors such as geopolitics,
liquidity and leverage all play their part. [Note there is also
a lesser-known currency volatility index cousin — Deutsche
Bank’s ‘CVIX” index - calculated as the arithmetic average of
3-month implied volatility for all the major currency pairs].

Ourjobasmanagersofourclients’investments, isto balance
what markets are pricing, against what is a reasonable
expectation of the eventual outcome. Are we paying a fair
price for the market’s embedded return? A little over one
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“Our timetested asset allocation process revolves
around longerterm relative value opportunities. But
when the market MOVEs, you need to MOVE with it.”

month ago, following a pivot in the Fed’s language late last
year, US rates markets had moved to price in a whopping
seven rate cuts of 25bps each (a total of ~175bps) by the end
of 2024. Yet at the same time, US equity markets have been
punching ‘Magnificent’ new highs, jobs growth is on fire and
the housing market - key to US consumers’ financial health
- remains robust.

Ordinarily, Fedrate cutsofthat magnitude would accompany
a sharp slowdown in growth, but the US economy appears
in rude health, recording real GDP growth of 2.5%? for 2023,
of which the Q4 advance data - released in late January -
contributed 3.3% quarter on quarter on an annualised rate
basis (versus ‘only’ 2% consensus expectations). So how do
we square those deep implied rate cuts with a seemingly
vibrant and resilient economy, that is arguably still running
hot? Well, we no longer need to.

In recent weeks some sense has come back into bond
markets, which in our opinion had run too hard, too fast.
The latest Fed ‘dots’ - the projected year end and longer-
term expectations for the Fed Funds target rate made by
each of the Federal Reserve committee members - has a
median year end rate of 4.625%"**. Fed fund futures are
now pricing ~4.6% for the month of December - up from
3.75% just five weeks ago; an implicit tightening. Of course,
just because the Fed and the market are more aligned does
not mean either will be correct, but when prices become so
heavily discounted and are at odds with the fundamentals,
opportunities can be presented to lean against the
embedded pricing. The margin of safety is greater, should

* Quantitative Easing (QE) - the post GFC policy of central banks to purchase government bonds to lower benchmark yields and funding costs for

households and corporates (and governments)

**Merrill Option Volatility Estimate’ - although in 2019 Bank of America Merrill Lynch sold the index to the Intercontinental Exchange ‘ICE’)
***And a range from 3.875% to 5.375% - that higher number being where we are today at the mid point of the current lower and upper Fed target

range

Source: 1Gross Domestic Product, Fourth Quarter and Year 2023 (Advance Estimate) | U.S. Bureau of Economic Analysis (BEA).
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the implied outcome not eventuate (and last year’s much
anticipated US slowdown, which never materialised, is
another good example).

In the second half of last year US rates surged higher. At the
same time US CPI (the consumer price index of inflation)
was falling. This meant that inflation adjusted bond yields
were rising even faster. Consequently, late last year real
yields - a measure of forward-looking inflation adjusted
bond yields - had breached 2.5% across the US yield curve
(from as low as negative 2% in late 2021). In October you
could buy the 5 year ‘TIPS’ (Treasury Inflation Protected
Security) and earn a real return (after inflation) of 2.6% per
annum - that’s almost 14% compounded over 5 years. With
the coupon and principal of that bond linked to US CPI,

that return is guaranteed if you hold the bond to maturity.
At Momentum this was a strong signal for us to add to our
already increasing bond allocations, and on 18 October we
purchased nominal treasury bonds at a yield of 5.25%. Two
months later, in the week before Christmas, we trimmed
that back at a yield over 100bps lower for a near 16.5%
holding period return.

It is unusual for us to be that active with our tactical
positioning, over what is a relatively short timeframe. Our
time-tested asset allocation process revolves around
longer-term relative value opportunities. But when the
market MOVEs, you need to MOVE with it. And it might just
be time to MOVE back in.
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The Marketplace

- Global equities rose 0.2%
- USinflation figures came in hotter than expected, leading
markets to significantly pare back interest rate cut

Market Focus

Us

- US equities fell 0.4%

- The headline Consumer Price Index (CPI) result came in at
0.3% month-on-month (vs 0.2% expected), with the year-
on-year value at 3.1% (vs 2.9% expected)

- Headline US retail sales fell 0.8% month-on-month (vs a
0.2% fall expected)

- Industrial production for January came in softer than
anticipated, falling 0.1% month-on-month (vs a 0.2%
increase expected)

- The headline January Producer Price Index (PPI) rose
0.3% month-on-month (vs 0.1% expected), and 0.9% in
year-on-year terms (vs 0.6% expected)

Europe

- European equities rose 1.3%

— Eurozone GDP for Q4 came in flat, while the year-on-year
figure showed a 0.1% increase as expected.

- Industrial output increased 2.6% month-on-month (vs a
0.2% decline expected)

- Germany ZEW investor expectations for February rose to
19.9 (vs 17.3 expected), but current sentiment fell to -81.7
yesterday (vs -79.0 expected), the lowest reading since
June 2020

expectations
- Brent crude rose 1.6% last week to $83.47 per barrel
- Gold fell 0.5% to $2,013.59 per ounce.

UK

- UK equities rose 2.1%

- UK headline CPI rose 4.0% year-on-year (vs 4.1%
expected), while core rose by 5.1% (vs 5.2% expected)

- The economy slipped into a technical recession in the
second half of last year, as GDP fell by a larger-than-
expected 0.3% quarter-on-quarter in Q4 (vs an expected
0.1% decrease), taking the year-on-year measure to -0.2%

- Retail sales rebounded in January with volumes
increasing 3.4% (vs a 1.5% increase expected) following
the 3.2% decrease in December

- Year-on-year house prices declined 1.4% in December,
marking the sixth consecutive month of declines

- Industrial production rose 0.6% year-on-year (vs a 0.4%
decline expected)

Asia/Rest of The World

- Global emerging market equities rose 2.1%

- Japanese equities rose 2.6%, while Chinese equities rose
3.7%

- China’s services activity expanded at a slightly slower
pace in January, as the Caixin services PMI (Purchasing
Manager’s Index) edged down to 52.7 from 52.9 in
December as new orders fell

- The Japanese Q4 GDP results came in below expectations
falling 0.4% quarter-on-quarter (vs a 1.1% increase
expected), up from -2.9% in Q3.

Past performance is not indicative of future returns. Source: Bloomberg. Returns in local currency unless otherwise stated.
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Currency returns

Asset Class/Region Currency Week ending Month

16 Feb. 2024 to date YTD 2024 12 months

Developed Market Equities

United States UsD -0.4% 3.4% 5.1% 23.8%
United Kingdom GBP 2.1% 1.3% 0.1% 0.1%
Continental Europe EUR 1.3% 1.3% 3.3% 10.0%
Japan JPY 2.6% 2.9% 10.9% 34.5%
Asia Pacific (ex Japan) usb 2.0% 3.7% -1.2% -0.2%
Australia AUD 0.2% -0.3% 0.9% 7.7%
Global usb 0.2% 2.6% 3.8% 19.7%

Emerging markets equities

Emerging Europe usD 1.3% 3.0% 5.4% 30.4%
Emerging Asia usD 2.3% 5.0% -0.5% 0.6%
Emerging Latin America usbD 0.9% 0.9% -4.0% 19.8%
BRICs USD 2.5% 4.5% -1.3% -3.2%
China USD 3.7% 6.9% -4.5% -21.1%
MENA countries usbD 1.8% 3.4% 3.6% 9.7%
South Africa UsD 0.9% -2.8% -8.4% -7.0%
India UsD 1.2% 1.6% 1.9% 23.2%
Global emerging markets UsD 2.1% 4.2% -0.7% 3.1%
US Treasuries usD -0.5% -1.7% -1.9% 1.7%
US Treasuries (inflation protected) Usb -0.2% -1.5% -1.4% 1.7%
US Corporate (investment grade) usb -0.4% -1.7% -1.5% 5.2%
US High Yield UsD -0.4% -0.2% -0.2% 10.4%
UK Gilts GBP -0.1% -1.9% -4.2% -1.7%
UK Corporate (investment grade) GBP 0.2% -1.0% -2.0% 4.1%
Euro Government Bonds EUR 0.3% -1.3% -1.7% 4.0%
Euro Corporate (investment grade) EUR 0.1% -1.0% -0.9% 5.5%
Euro High Yield EUR 0.3% 0.1% 1.0% 8.8%
Japanese Government JPY 0.0% 0.2% -0.6% -0.5%
Australian Government AUD -0.3% -0.9% -0.7% 1.9%
Global Government Bonds Usb -0.4% -2.0% -3.6% 0.0%
Global Bonds Ush -0.3% -1.8% -3.0% 2.3%
Global Convertible Bonds usb 0.1% 0.5% -1.6% 2.8%
Emerging Market Bonds usb 0.1% -0.1% -1.4% 7.9%

Source: Bloomberg. Past performance is not indicative of future returns
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Currency returns

Asset Class/Region Currency Weekiending Month 1D 2024 12 months
16 Feb. 2024 to date

Property

US Property Securities usD 0.3% 1.1% -3.1% -0.4%
Australian Property Securities AUD 2.7% 4.9% 6.2% 8.8%
Asia Property Securities usb 0.6% -0.9% -6.5% -9.3%
Global Property Securities Usb 0.5% -0.1% -3.9% -0.2%
Euro usb -0.1% -0.7% -2.6% 0.8%
UK Pound Sterling usb -0.2% -0.9% -1.2% 4.9%
Japanese Yen usb -0.6% -2.6% -6.2% -10.8%
Australian Dollar UsD 0.3% -0.8% -4.3% -5.2%
South African Rand UsD 0.9% -1.1% -3.2% -3.9%
Swiss Franc usb -0.7% -2.4% -4.7% 4.9%
“Chinese Yuan Usb 0.0% -0.3% -1.3% -4.7%

Commodities & Alternatives

Commodities UsD -0.1% -0.9% 0.7% -1.0%
Agricultural Commodities UsD -1.3% -1.0% 0.5% -0.1%
Oil usb 1.6% 2.2% 8.3% -2.0%
Gold usD -0.5% -1.8% -2.4% 9.3%

Source: Bloomberg. Past performance is not indicative of future returns
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Important notes

This document is for information purposes only and does
not constitute any investment advice. This document is only
intended for use by Newport Distribution Ltd and their clients.
This does not constitute an offer or solicitation to any person in
any jurisdiction in which it is not authorised or permitted, or to
anyone who would be an unlawful recipient.

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
documentisissued. 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, Momentum GIM 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, EC4R 1EB

Momentum Global Investment Management Limited is authorised
and regulated by the Financial Conduct Authority in the United
Kingdom.

© Momentum Global Investment Management Limited 2024
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