We Predict a Riot

It’s been a challenging year in many respects for the fund
management sector, but does next year bring any relief? We sit
down with some of London’s top investment managers to find out

What surprised you most about the
market in 20197

UMFORLD, FUND MANAGER,

DISI ASSET MANAG :

¢ surprising thing about the stock
marker in 2019 was the wide difference of
performance of individual companies. In
particular, the demise of the high soreer
in terms of reail companies and propercy
companics, CONSIruction companics and
those with dedpy accounting were all
negarive performers. On the positive side,
the out-performance of smaller companics
was pleasing to sce.

JEREY DEL MISSIER, FOUNDER,

COPPER STREET CAPITAIL:

I have been quite surprised by the speed
and extent of the Central Bank capitulation
o the marker’s demand for lower rates.

“I'he rush w reduce rares and contemplare
further accommuodarive policies — despice
the lack of supportive economic evidence
(the US) or confidence in the efficacy of
such policics (Europe) — has been surprising
as well This has resulted in 2 soronger
recovery in risk assets than we were
anticiparing, with the excepion of Anancials
equirics, which have suffered from che
flarcening of the yield curve.

SANIY BIIATIA, CIO, PEMBROKE E
MARKETS — A BENNBRIDGE BOU
We have been most surprised abour how
willing the markews have been o take an
optimistic view on favourable trade war

resolution. We believe this is the beginning
of a more antagonistic reladonship berween
the USA and China as they both vie for hard
and soft power on the global srage.

CYRIL DELAMARE, CEOQ AT MONTLAKE:
The dislocarion beoween cquiry markers
and incerest rares is most Surprising.
ity markers have ripped powerfully
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upwards in 2019, while the US wen-year
rate has collapsed from 3.23% in Ocrober
2018 w 1.50% currendy. Rates are
signalling problems shead, bur equities,
particularly in the US, just seem largely
unaffecred by macro factors.

RAJAT SILARMA, C
OFF R, VAR CAPITAL:

After the US en-year yiclds dropped from
around 3.2% ar the beginning of 2019, we
cxpected it say in the region of 2.3-2.6%.
“The severity of the subsequent decline across
the entire yicld curve ok me by surprise.

TOM RODERICK, EMERGING MARKETS
PORTFOLIO MANAGER, TRIUM CAPITAL:
While neither a big bond marker or couicy
marker rally would have been surprising

to see b appening on its own, it is surprising
w see borh ar the same time.

Which market sectors are likely to
offer the best investment opportunities
over the next 12 months?

RS: In the face of slowing global growth,
companics capable of generating high
revenuc and carnings growth irrespective

of the general macrocconomic environment
will in our view continue wo arrract the
arrentions of investors. As a resule, we are
selectively overweighe a few high growth
companics in the tech space, and we
maincain overweight exposure w high-
quality stocks, which tend to perform
berter in periods of heighrened volarlicy.

Jons: Looking ar financials, credic will
remain the best performing pare of the
capiral strucrure in the first par of the year,
as low rares feed demand for fixed income
assers. | believe the marker will scarr pricing
in rarc hikes again and we are likely m see
coordinared stimularive fiscal policy, and
this will lead mw equiry ourperformance. »
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URDAMENTALS

» CD: More defensive arcas of the marker
are likely oo provide the best investment
opportunitics. This includes equiry secrors
like urilities and healthcare. We would

also look for areas of the marker thar have
high dispersion between winners and

losers, which should creae excellent alpha
opporunitics. Again, a secor like healcheare
comes up as an arca of the marker which

has consistendy high dispersion.

si: We believe thar domestic consumprion
in CmCrging markers remains strong and

will be boosted by growing incomes and
demographics. The best oppartunirics are in
domestic services like healthcare and banking,

Are you particularly bearish about
any specific areas?

Jom: At a high level, T am very nervous
abasur ceneral bank everreach in dheir desire
w find a ‘moncrary policy’ solution for cvery
problem. We are in uncharted werritory in this
respect, and the facr thar we are also unfazed
by the very high levels of governmene
indebredness means this is almost certain
w end very badly. “The question is when
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£ & Potential hurdles for
markets to overcome in
2020 include the US/China
trade war, Brexit, inverted
yield curves and slowing
growth expectations 33

So | would avoid long duration and be
cautious ahour any asser whene valuations
are dependent on unsustainably low races
and infinice liquidicy.

e High yicld credic could be an
exceptionally tricky arca if the marker
wrns. “The spread over investment grade
i= ar mulri-year lows and the absolure
yield is also bow, making these inscrumenns
highly vulnerable o a scll off, partcularly
as liquidity may become a problem as
everynne trics m cxit ar the same fime.

rs: High yicld bonds as an asser class, both in
developed and emerging markers. We think

credit spreads are nor anractive enough m
sufficicnely compensate for the risks invesors
are taking by holding these positions.

TR: Eastern Europe as its success is in lange
part leveraged on the back of Germany.

st We believe induserials will continue w
scrugple due w global overcapacicy and char
Chinese industry will continue to hollow
out global comperitors.

What is the biggest risk to hedge
fund performance in 20207
TR: Not surviving 2019, .

’3: The major risks relare wo polidcal or
geopolitical events. We are concerned abour
the potential binary ourcomes of 3 few
specific issues; on a glohal scale particularly
trade wars and the relationship berween

the US and China, and in the European
coneext the seemingly never-ending Brexic
negotiarions. The Fed is also walking a
tghtrope walk in the face of presidendal
threars and growing marker turmoil and
could impact performance.

Jon: A reversal in policy and a move

s higher rares would significandly hur
markers. “This is by far the bigpes risk.
There are also likely o be several key
clecrions where the ourcomes — and the
cxrreme divergence in cconomic implications
— will lead 1o increased uncereainy.

58: Agreed. The biggest risks o hedge fund
performance will come from further policy
uncertainty around rrade and incerest rares.
We believe the trade issues are part of a
wider China containment straregy and there
is significant room for a policy misstep.

€D: Position concentration. We are lare cycle
and during this phase of the marker, people
get surprises o the downside in their positions.
Being oo concentrared is a big
diversificd approach rends w work bewer.

- A more

How do you expect the realisation

of Brexit to impact the market?

TR: | don't expeer Brexir o realise for quite
somc dme. The most likely ourcome is
continued exeension uncil there is a clear
majority for any specific ourcome.

rs: With the surcome highly uncerain,

we cxpect the UK marker as well as Sterling
w stay volatile and remurns o sway ander
pressure compared w other developed
marker peers. Ir's a market thar we are
underweight for the time being.

Jom: My cencral probabilicy remains

that the realisation of Brexic and dhe
consequent reducton in uncerrainey will
lead to significant ourperformance of UK
assers, deal or no deal. The biggest chreac
s this surcome is a polirical change w a
government commirted o higher taxation
and confiscatory policies, which would be
bad for bath the economy and markers.

i Cerrainry as o the road ahead will
allow markes w correctly price assers. From
that perspective, the realisation of Brexic
should provide a positive impact o markers,
not necessarily in terms of pushing equity
markers higher, but in erms of allowing
asser prices w be driven by fundamenals
and nor specularion. The acrual imipace

on fundameneals though depends on

what the realisarion acrually encails and

ar present this is not really snmething in
which anybody has an edge. Fundameneal
driven markews though are typically good
for active managers, which could help cheir
performance relative w passive indices.

what should investors expect from

a performance perspective in 2020?
iy There are porential hurdles for markers
w awercome, including the US /China
wrade war, Brexic, inveroed yicld curves

and general slowing growth expecrations.
Affter a strong 2019 5o far, investors should
lower their rerurn expecrations from more
risky markers generally and focus on more
defensive and alpha allocarions.

sB: We think there’s scope for 3 global reflaton

erade similar w 2006/ 17 if cenural bank
policy is supportive and we ger a repricve
from the US-China crade war Current cheap
valuations and low interest rares provide a
favourable entry poine for emerging markers

as many downside risks arc already priced in.

RS We cxpecr a continuarion of the
must recent trends from the second
half of 2019, with both equiry and bond
markers generating considerably lower
rewrn alonpside higher volariliny further
amplifying overall marker uncerainey.

JoM: | believe markers will do berer in
the first half of the year chan the second,
and most likely the frst quarter will see
the strongest performance. In any evenr,

I don’t think it will be a vintage year, and
given some of the potential shocks iv could
acrually be quire challenging.

TR: | think it depends on the resule of the
2020 presidential elections. A democraric
vicrory would likely mean higher infladon
and lower equity price. Whoever replaces
“T'rump is unlikely w care as much abour
the $&* 500 than him. A republican vicory
would mean the opposite, more of the same
with equiry markers continuing o do well
even as the consumer suffers. H
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