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Your destiny is written!
Learning objectives




The Death
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Resurrection!
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Falling off a cliff?
1963 - 1979

FTSE-AIll Share Index Annualised
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When the US sheezes...
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Source: Mornlngstar 31 December 1979. Rebased to 100 at 31 December 1970
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The sun RISES again for equities!
1979 - 1999

Annualised
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9 Source: Morningstar, 31 December 1999. Rebased to 100 at 31 December 1979



Brighter prospects for American equities
1979 - 1999

S&P500 Index Annua.lised
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It was a strange death!
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10 Source: Morningstar, 31 December 1999. Rebased to 100 at 31 December 1979



Stabilising after resuscitation?
Government bond yields
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It WAS the death of fixed income
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A slow demise?
2000 — August 2017
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13 Source: Morningstar, 31 August 2017. Rebased to 100 at 31 December 1999



US Fireworks? No - a damp squib
2000 — August 2017

Annualised
S&P500 Index return:
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..Which leaves us afraid to take risk

— Global
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Are we all showroom dummies?
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Source:http://blogs.wsj.com/moneybeat/2014/05/09/just-how-dumb-are-investors/ . Image source: By Kencf0618 - Own work, CC BY-SA 3.0,
https://commons.wikimedia.org/w/index.php?curid=20347332



Cash dead and buried...

Total return — Cash
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It was the resurrection of fixed income
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But, do we now have an emergency situation?
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18 Source: Bloomberg, 31 August 2017



A fight to the death?
UK equities dividend yield vs 10-year gilt yield
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But who’s death?

19 Source: Bloomberg, August 2016 Image source: mehmetcan / Shutterstock
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FTSE has tumbled in real terms
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20 Source: Datastream, 31 August 2017. Image source: bikeriderlondon / Shutterstock







Could this be a global catastrophe?

Little or no reward for low risk

US equity earnings yield versus 10-year Treasury yield
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What’s the market pricing in?
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22 Source: Datastream, Federal Reserve Bank of New York, 31 July 2017



When assumptions are a grave error...

Lower for longer
Expected returns vs historical normal
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Lower risk assets set to be the key underperformers
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23 Source: AllianceBernstein L.P. Data as of March 30t 2016.



Overreacting to risk isn’t a good thing
Greatest 1 day FTSE All-Share falls in past 25 years
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Source: Financial Express, Schroders, June 2016
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Topic Berkshire Scottish Asset management
Hathaway Mortgage in general

o : Minimal Minimal Immediate
Macroeconomics
Permanent Permanent
Risk definition destruction of destruction of Short-term volatility
capital capital
N Long-term profit Long-tgrm Maintaining assets
Objective . profit
maximisation . | fees
maximisation
Timeframe Permanent 10 years Now

“This is the only profession that completely ignores the record and methodology
of its outstanding practitioners”
James Anderson, Scottish Mortgage Trust

P
Mll\ .

INVESTMENTS

Source: Baillie Gifford with acknowledgement to ‘The Outsiders’ by William Thorndike



Potential deadly outcomes?
Elections: Do they matter?

S&P 500 Index median return
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Interesting but irrelevant!

Source: M&G, Datastream, uselectionatlas.org, 1 June 2016, based on monthly returns from 1 January 1965 to 1 June 2016. Retur?sish_ov-vﬁih_uﬁsédala%te_rmi Image sourec: By
26 Michael Vadon - —This file has been extracted from another file: Donald Trump August 19, 2015.jpg, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?curid=42609338. By
United States Department of State - Official Photo at Department of State page, Public Domain, https://commons.wikimedia.org/w/index.php?curid=7526134
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https://commons.wikimedia.org/w/index.php?curid=42609338

‘Fear is the path to the dark side’

Price-to-book ratio of highest quality quintile (developed markets)
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Vulnerable
to downside
risk?
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Even lower risk equities looking riskier!

27 Source: Bernstern August 2016. Qualrty hrgh return on equrty (ROE) five-year earnings stabrlrty recent strong sales growth and net marglns low cash ratro
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volatility and improving ROE trends
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Image source: By Owain Davies - Own work, CC BY-SA 3.0, https://commons.wikimedia.org/w/index.php?curid=16565805



Value coming back to life?
Value investing typically works two thirds of the time

Rolling 10 year relative performance (%)
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An unusually long period of underperformance by Value
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Source: MSCI, Datastream 31 JuT);QBi?. In_wage sources: By Check-in London - The Ritz Restaurant London, CC BY-SA 20
https://commons.wikimedia.org/w/index.php?curid=38429426 . CC BY-SA 3.0, https://en.wikipedia.org/w/index.php?curid=14515042



Haunted house or Chinese Whispers?
Facts about Emerging Markets

Emerging Market & ——
Developing Economies  World land mass World population
GDP share of World total

...But how much does it represent of your portfolio?

30 Source: Lazard Asset Management as at 2014



Looking at emerging markets WON'T Kkill you!

US is the most expensive market, whilst EM is the cheapest

Price-to-book valuation of major indices
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31 Source: Bloomberg, 31 October 2016
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Taking a risk need not be fatal...
Opportunities in EM corporate bonds

Emerging market corporate spreads vs US and Europe
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Significant risk premium for investing in EM corporate bonds
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32 Source: Bloomberg, 24 May 2017.
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Emerging markets have been an angel!
Bonds since 2000 — August 2017 - Total return
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33 Source: Mornlngstar UK database net income reinvested, price to price. 31 August 2017 Rebased to 100 at 31 December 2000. Images source:
7Zwiebackesser / Shutterstock






Death of M&G Equity Funds

Performance - 5 years

Fund S5 years % pa | Quartile ranking
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Source: Morningstar Inc., UK database, 31 August 2017, Sterling | class shares, net income reinvested, price to price. Image source: Baimieng / Shutterstock




Back from the dead!

Performance — 2016

Fund Quartile ranking

M&G Global Basics Fund

M&G Global Dividend Fund
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36 Source: Morningstar Inc., UK database, 31 December 2016, Sterling | class shares, net income reinvested, price to price. Image source: Mario Pantelic / Shutterstock
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Equities: stories of my Death have been greatly

exaggerated

We’ve been here before, are there lessons to be learnt?
Time in, not timing!

What’s the prognosis?

What is ‘low risk’ in today’s market?



Your destiny is written!
Learning objectives
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