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Expectation not hope - investing shouldn’t be a gamble

Investment and gambling are often conflated but the reality
is that investment and the mindset required to undertake
investment is wholly different from that of a gambler. A
dictionary definition® of investment might be “the action
or process of investing money for profit”, whereas gambling
might come up as “play games of chance for money” or
“take risky action in the hope of a desired result”. There are
clear differences in the premises. While investing may be
risky in a manner akin to gambling, the major difference is
the motive behind the behaviour. While gambling may be a
‘game’, investing is often of such importance that it is anything
but. Furthermore, whereas gamblers may bet in the hope
of a desired result an investor puts money at risk with an
expectation of achieving a profit.

Is it a reasonable expectation for an investor to expect profit?
Clearly notallinvestments pay off, but theintention, universally,
at the start of an investment must be an expectation of a gain.
Looking at long term stock market history, while they can be
volatile, they have tended to go up over time and so a naive
buy and hold strategy of an index of stocks should fulfil the
key requirement for an investment because investors in equity
markets have the wind at their backs. Clearly if investments
are made in failing companies, or in fundamentally overvalued
stocks or markets, investors could lose money that they
cannot make back, but under normal circumstances they will
be fine provided they are patient. The investment markets are
set up to provide a good mechanism such that the benefit of
increasing share prices should pass to the end investor (minus
frictional costs and probably some fees).

Gambling, on the other hand, is not quite so egalitarian. There
is a whole sector whose purpose it is to make a profit out of
taking the other side of the bet. | have no issue with this. If we
define gambling as “playing games” why shouldn’t an industry
be built around profiting from binary win / lose outcomes? It
is the setting of the odds that ensures that the true expected
probability of an outcome is not reflected in the pricing of the
chance of that outcome. For bookmakers to make a profit they
must strike a fine balance between offering enticing odds but
also skewing them sufficiently to give a good probability of

profit for the firm. In fact, the provider of bets may be said
to be an investor as per our earlier definition because their
business has an expectation of profit. In which case, you as
the user must expect a loss because the system itselfis closed.
So while gamblers may win from time to time on average they
lose.

While there are companies associated with investing that
must also achieve a profit the generation of their profit is not
binary as it is for gambling. There is not simply a winner or a
loser. Rather, the markets through time provide ample spoils
for all to share. However, this dichotomy between gambling
and investment may be too simplistic. In order to have a
diversified portfolio effective hedging will require investments
into asset classes that we think will not do well most of the
time. Portfolio hedges are really in place to only work when
your base case doesn’t play out, which by definition, should
not be too often. So, in fact, it could be argued that hedged
trades are, oddly, more akin to a gamble than the actual core
investment strategy of a portfolio, because the expectation
forthe risk control is not to make a profit unless the base case
investment view expressed in the portfolio is wrong.

Clearly, therefore, there are stark differences between
investment and gambling. The investment profession
doesn’t do itself any favours, however, because professional
investors regularly slip into using gambling parlance and
terminology that can muddy the waters. Trades that may
entail higher relative risk or uncertainty may be referred to
as a ‘punt’ for example, but we must remind ourselves that
for a trade to be an investment rather than a gamble there
must be an expectation of a profit. At Momentum, we believe
that investments should be targeted to achieve a specific
investment outcome, rather than speculating on whether the
returns of a particular market or benchmark will do the trick
in funding long term liabilities. We want our investors to not
only avoid gambling when investing their capital, but also
have a reasonable expectation in terms of their investment
outcome.

* Source: https://en.oxforddictionaries.com/

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

Icvi2 |1



—>

IMPERIUMCAPITAL momentum

<> NEWPORT

Weekly Digest Week ending 26 March 2017

The Marketplace

« Risk-off week led by US equities & dollar weakness
« PMIs suggest strong growth in Europe

« Sterling strengthens following UK inflation pickup
« UK PM to trigger Article 50 on Wednesday

« Oil prices continue to fall

Market Focus

uUs

« Fading hopes of higher economic growth under the
Trump regime last week appeared to cause a rotation
out of risk assets and into safe haven assets such as
government bonds, gold, and the Japanese yen.

+ Global developed market equities broadly fell 0.9%,
led by US equities which retreated by 1.4%. Global
government bonds, meanwhile, rose 1.1%, with yields on
10-year US Treasury bills ending the week at 2.37%, their
lowest level since late February.

« Markets appeared to be spooked by Trump’s difficulty
in garnering enough support within the Republican
Party to pass his Affordable Health Care Act; it was seen
by some as an early indicator of how successfully the
new President would be able to implement his planned
policies.

« The US dollarindex fell by 0.7% over the week: its third
consecutive weekly decline.

Continental Europe

+ The composite Purchasing Manager Index for the euro
area in March beat expectations by rising by 0.7 points to
56.7, well above the 50 level which separates expansion
from contraction. Both elements of the composite index
(manufacturing and services) rose.

« Economists have said the latest numbers suggest
Eurozone GDP growth of 0.6% for the first quarter of the
year.

+ The euro rose 0.5% versus the US dollar last week, and
has continued to rise following the PMI data on Friday.
At time of writing the currency is up another 0.6% at USD
1.09.

UK

« Inflation data from the Office for National Statistics
showed the Consumer Prices Index (CPI) rising to 2.3%
in February, up from 1.8% in January and its highest
level since September 2013.

« Sterling rose 1.0% against the US dollar on the day and
ended up 0.8% for the week at USD 1.25, whereas UK
equities, following on from losses in the US, fell 1.1%.

« Some are now questioning whether the rise in inflation
above the Bank of England’s 2% target might tempt
them to raise interest rates earlier than previously
expected.

« Meanwhile Theresa May announced on Monday that
she will trigger Article 50 on March 29th by sending a
letter of intent to the president of the European Council,
Donald Tusk.

Oil & Gold

« Data showing US oil inventories rising by nearly 5
million barrels (versus expectations for an increase of
2.8 million) over the week commencing March 13th
aided the continuing slide in oil prices last week.

+ The price of Brent crude oil fell 1.9% over the period
to USD 50.8 per barrel, its lowest weekly close since
November 25th.

+ Over the weekend a group of OPEC country ministers,
as well as some from producer countries that sit
outside of the cartel, met to discuss whether a global
pact to limit oil supply should be extended by six
months. The effect on oil prices has been minimal,
however, following a rumoured lack of progress during
the meeting.

« Gold, meanwhile, benefitted from the risk-off sentiment
over the week by rising 1.5%, and is up on Monday
morning another 1.1%, at USD 1,256.8.

James Klempster (CFA) & Oliver Bickley

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

Asset Class/Region Currency Week ending Month

24 March 2017 to date

YTD 2017 12 months

Developed Market Equities

United States Usb -1.4% -0.7% 5.0% 16.9%
United Kingdom GBP -1.1% 1.3% 3.9% 25.1%
Continental Europe EUR -0.3% 2.8% 5.4% 17.0%
Japan JPY -1.4% 0.6% 1.7% 16.5%
Asia Pacific (ex Japan) UsD -0.2% 2.9% 12.6% 20.6%
Australia AUD -0.8% 1.3% 2.8% 18.2%
Global usD -0.9% 0.5% 5.8% 16.1%

Emerging Market Equities

Emerging Europe usD 0.5% 3.1% 2.8% 18.1%
Emerging Asia usb 0.2% 3.8% 13.9% 21.0%
Emerging Latin America usD 0.6% 0.9% 12.5% 29.0%
BRICs usb 0.0% 2.3% 12.2% 27.6%
MENA countries usD -0.1% -0.7% 0.7% 12.5%
South Africa usDh 2.0% 8.9% 14.0% 26.1%
India usD -0.4% 4.7% 15.9% 22.3%
Global Emerging Markets ush 0.4% 3.6% 12.6% 21.9%
US Treasuries usD 0.7% -0.1% 0.7% -0.9%
US Treasuries (inflation protected) UsD 0.9% 0.0% 1.5% 3.0%
US Corporate (investment grade) usD 0.7% -0.3% 1.1% 4.0%
US High Yield usD -0.2% -1.1% 1.8% 15.8%
UK Gilts GBP 0.3% -0.4% 0.8% 6.6%
UK Corporate (investment grade) GBP 0.1% -0.3% 1.2% 9.2%
Euro Government Bonds EUR 0.6% -0.9% -1.8% -1.7%
Euro Corporate (investment grade) EUR 0.1% -0.7% -0.1% 2.3%
Euro High Yield EUR 0.0% -0.2% 1.7% 9.0%
Japanese Government JPY 0.1% -0.1% -0.4% -1.7%
Australian Government AUD 0.6% 0.1% 0.8% 1.6%
Global Government Bonds usD 1.1% 0.3% 1.6% -2.2%
Global Bonds usD 0.9% 0.3% 1.5% -1.0%
Global Convertible Bonds usD -0.3% 0.2% 3.2% 4.9%
Emerging Market Bonds usD 0.9% 0.7% 4.1% 8.6%

Source: Bloomberg
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Currency

jeecendig | wonth | vaowr | 12months
Property
US Property Securities usb 0.1% -3.3% -0.1% 4.6%
Australian Property Securities AUD -0.1% -0.7% -2.4% 1.0%
Asia Property Securities uSb 0.6% 2.6% 11.1% 13.8%
Global Property Securities UsD 0.3% -0.7% 3.7% 6.6%

Euro usb 0.5% 1.8% 2.7% -3.3%
UK Pound Sterling Usb 0.8% 0.6% 1.1% -11.7%
Japanese Yen usb 1.6% 1.0% 5.5% 1.8%
Australian Dollar usb -1.2% -0.7% 5.9% 1.2%
South African Rand uUsb 2.3% 5.4% 10.0% 24.2%
Swiss Franc usb 0.6% 1.3% 2.9% -1.5%
Chinese Yuan usb 0.2% -0.3% 1.0% -5.3%

Commodities & Alternatives

Commodities usb -0.9% -4.3% -3.2% 10.0%
Agricultural Commodities usb -1.6% -2.1% 0.8% 3.1%
Oil usD -1.9% -8.6% -10.6% 25.6%
Gold uUsD 1.5% -0.6% 8.3% 2.6%
Hedge funds uSsD -0.3% -0.3% 1.4% 6.1%

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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