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The global cycle has further to run

Despite nervousness around North Korean brinksmanship,
devastating hurricanes, and the approaching US debt ceiling,
global equity markets produced their tenth consecutive positive
return last month, the longest run of gains in over thirty years.
The MSCI World index has delivered a total return of 15.4% in
local currency terms over that period and has risen by over 230%
since the lows of March 2009. The US has been the strongest
performing market over this period, gaining 337%, making it the
third largest US bull market in history. Equity valuation levels are
high, including the popular cyclically adjusted Shiller PE measure
which has climbed to a level of 30, a multiple of earnings that was
only surpassed briefly during 1929 and for several years during
the dot com bubble. With statistics like these it is easy to draw
a bearish conclusion; that equities are expensive and this bull
market is on its last legs. However, our view is that this current
cycleis sustainable and still has further to run. Several factors lead
us to this conclusion.

To begin with, the global economy is in a synchronised growth
phase, the likes of which have not seen in this current cycle until
recently. Mosteconomicindicators-includingpurchasingmanager
indices, survey data, consumer confidence and unemployment
levels - show healthy economies around most of the world, which
has resulted in global GDP growth reaching 3.8%, its fastest pace
for seven years. Thisimprovementin fundamentals has produced
a strong rebound in business confidence and corporate profits,
which has led a recovery in capital expenditures.

Meanwhile, levels of core inflation around the developed world
remain low and below the 2% targets of the major central banks,
while market expectations for inflation have dipped over the last
couple of months. Thisis giving central banks the breathing room
to continue running very loose monetary policy. Although the Fed
and ECB are likely to withdraw a significant amount of liquidity
over the next couple of years, they will retain much larger balance
sheets than before the crisis and real interest rates will remain
low, even in the US where the current rates cycle is expected to
peak out at over 2% below the highs of previous cycles. This is
understandable given the considerable headwinds to global
growth, particularly from demographics, low productivity growth
and high debt levels, none of which are likely to reverse anytime
soon.

These factors have underpinned growth in corporate profits,
which have rebounded strongly from the commodity driven shock

of 2015, and also equity valuation levels. Although valuations
have moved higher across most markets they are generally not at
extreme levels and should fall as earnings growth comes through.
Unless inflation begins to pick up meaningfully - which seems
unlikely, but could lead to more aggressive tightening of monetary
policy - then it makes sense for equities to sustain highervaluation
levels while bond yields remain near their lowest levels in history.

These observations are all well-known and generally are not
controversial. However, they are vital to understanding the
sustainability of this current cycle. GMO’s Jeremy Grantham,
one of the world’s leading value investors, recently wrote a letter
titled ‘This Time Seems Very, Very Different’; apart from being
recommended reading for those in search of a more detailed
and eloquent opinion around this topic, it’s notable given he is
probably one of the last investors that would expected to make
such an argument! To be clear, the portfolio managers do not
think investors should expect global equities to continue to
compound returns at 15% per annum, as they have since 2009,
but they do expect low positive returns in excess of anything
available in bond markets. While the managers have lower equity
allocations across the portfolios than eighteen months ago,
reflecting the risk/reward trade-off not being as compelling as it
was at the start of 2016 after markets had sold off aggressively,
they retain meaningful allocations and will look to use any further
dips in markets as buying opportunities.

Markets have been exceptionally benign of late but that (probably)
won’t go on forever. If history is any guide then a setback is
overdue - implied volatility is bouncing off all-time lows and this
is the third longest period between falls of over 3% for the S&P
500 since World War Il. There are various serious risks out there
that could trigger a correction, particularly around geopolitics
and central bank policy, but there has always been something to
worry about throughout history so any such setback should not
come as a surprise and would probably be healthy for the longer
term. Indeed there were plenty of negative events in the last year
that could have reasonably been expected to prompt a correction,
but instead markets have continued to climb the wall of worry,
much to the surprise of most investors. The managers of the core
portfolios have always stressed the difficulty of market timing
around particular events or risks, instead encouraging a longer
investment horizon, and this recent phase certainly supports that.
Itis important to stay invested.

Source: Bloomberg. Returns in US dollars unless otherwise stated.
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The Marketplace

Oil prices rose 2% on the week with Brent at USD 53.9
Gold rose 1.9 % to 1347, its third week of gains

Risk appetite returns as treasuries retreat, stocks
advance

Apple set to launch the iPhone 8 and X models this week
Hurricane Irma devastates the Caribbean and Florida

Market Focus

us

Hurricane Irma leaves 1.4M homes without power in
Florida. It has a force three times greater than Hurricane
Harvey

The S&P 500 Index was down 0.6% last week at 2,461
with financial stocks notable underperformers

The Dow Jones index ended the week at 21798, down
0.9%

Nasdaq was down -1.2% at 5913

US treasury yields decline towards 2%

UK

Construction shrank for the fourth month in a row
though manufacturing rose 0.5% in July- mainly on the
back of 14% increase in vehicle output. A mixed picture
for Q3 so far

UK Equities finished the week down 0.8% with the FTSE
100 closing at 7377

+ BoE expected to leave benchmark rate unchanged
at 0.25% as CPI accelerated and consumers feel the
squeeze

+ Parliament to vote on the second reading of repeal bill -
Labour whipped to vote against but expected to pass.

Europe

+ ECB officials mulling cutting asset purchases to EUR40
-20Bn

+ Manufacturing PMIs climbed to 57.4 in August from 56.6
inJuly

+ Euro Stoxx 600 closed the week at 376, down 0.6%

+ The Daxincreased 1.3% to 12304

Asia

+ Nikkei closes +2% on the week at 19545

+ The Hang Seng finished the week down 1%

+ Yen fell 0.7%, the biggest fall in a month

+ North Korea missile test failed to materialise restoring
some confidence to markets

Andrew Hardy (CFA) & James Jones

Source: Bloomberg. Returns in US dollars unless otherwise stated.
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Currency returns

8 Sep. 2017 to date

Asset Class/Region Currency

Week ending Month YTD 2017 12 months

Developed Market Equities

United States Usb -0.6% -0.4% 11.0% 14.5%
United Kingdom GBP -0.8% -0.7% 6.7% 11.8%
Continental Europe EUR -0.1% 0.4% 8.4% 13.3%
Japan JPY -1.6% -1.5% 6.2% 21.0%
Asia Pacific (ex Japan) usD 0.1% 0.4% 27.8% 19.8%
Australia AUD -0.6% -0.3% 3.5% 10.1%
Global usb 0.0% 0.3% 13.8% 14.8%

Emerging markets equities

Emerging Europe usb 0.3% 0.6% 16.8% 23.7%
Emerging Asia usD 0.1% 0.2% 32.1% 21.5%
Emerging Latin America usD 1.0% 2.4% 27.8% 20.4%
BRICs UsD 0.3% 0.7% 32.7% 23.9%
MENA countries usDb 0.8% 0.8% 6.3% 14.9%
South Africa UsD -2.2% -1.5% 18.1% 11.1%
India UsD -0.6% 0.3% 30.4% 17.1%
Global Emerging Markets UsD 0.0% 0.4% 28.8% 20.3%
US Treasuries usD 0.6% 0.4% 3.7% -0.4%
US Treasuries (inflation protected) usb 0.9% 0.8% 3.3% 1.0%
US Corporate (investment grade) usb 0.5% 0.2% 5.6% 2.9%
US High Yield UsD 0.1% 0.2% 6.2% 8.4%
UK Gilts GBP 0.8% 0.5% 3.2% -1.6%
UK Corporate (investment grade) GBP 0.5% 0.3% 4.9% 1.9%
Euro Government Bonds EUR 0.4% 0.2% 0.3% -2.5%
Euro Corporate (investment grade) EUR 0.2% 0.1% 2.1% 0.7%
Euro High Yield EUR 0.1% 0.2% 5.6% 6.8%
Japanese Government JPY 0.1% 0.2% 0.4% -1.0%
Australian Government AUD 0.5% 0.8% 3.2% -1.2%
Global Government Bonds usb 1.4% 1.3% 8.4% -0.7%
Global Bonds uUsh 1.1% 1.0% 8.3% 0.9%
Global Convertible Bonds usb 0.5% 0.8% 9.5% 6.2%
Emerging Market Bonds usb 0.8% 0.8% 9.7% 3.5%

Source: Bloomberg
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Asset Class/Region Currency V;e;ekp?;gilr;g tMoc:jr;ttZ YTD 2017 1> monthe

Property

US Property Securities usb 0.7% 1.1% 4.1% -2.0%
Australian Property Securities AUD 1.2% 1.4% -4.3% -1.5%
Asia Property Securities usb 1.3% 1.0% 23.3% 12.5%
Global Property Securities UsD 1.2% 1.3% 12.9% 4.4%
Euro usb 1.4% 1.2% 14.3% 6.8%
UK Pound Sterling UsD 1.8% 2.3% 6.7% -0.8%
Japanese Yen usb 2.2% 2.1% 8.5% -5.0%
Australian Dollar usb 1.1% 1.7% 12.0% 5.5%
South African Rand Usb 0.0% 0.7% 5.9% 9.4%
Swiss Franc usb 1.9% 1.6% 7.7% 2.7%
Chinese Yuan usb 1.2% 1.7% 7.2% 2.8%

Commodities & Alternatives

Commodities uUsb 0.0% 0.4% -2.6% 1.6%
Agricultural Commodities usb 1.0% 1.1% -2.6% -0.7%
Oil usb 2.0% 2.7% -5.4% 7.6%
Gold usb 1.9% 2.3% 16.9% 0.7%
Hedge funds Ush 0.2% 0.2% 4.0% 5.2%

Source: Bloomberg
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Important notes

This document is only intended for use by the original recipient,
eitheraMomentum GIM client or prospective client,and does not
constitute an offer or solicitation to any personin 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
professionalintermediaries. This documentis not for distribution
in the United States.

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, and is an authorised Financial Services Provider pursuant
to the Financial Advisory and Intermediary Services Act 37 of 2002 in
South Africa.

© Momentum Global Investment Management Limited 2017
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