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The following commentary gives the views of the investment manager at the time of publication.

Key points
− October saw a continued deterioration in risk sentiment as markets buckled under the weight of rising
coronavirus cases in Europe and the US, in addition to uncertainty surrounding the US election
− Most Growth assets generated a negative return, with equities in particular selling off, notably across US,
UK and Japanese markets; Defensive assets were mixed
− The Strategy produced a positive absolute return, with equity hedges, used to reduce risk, providing a
significant offset for losses suffered in the equity book; credit positions also contributed
− Our central scenario for financial markets continues to be that volatility will likely remain elevated in the
coming quarters with additional lockdowns as we head towards winter

Market background

Growth assets

− React positively to
economic strength
− Positive correlation with
equities over time

Defensive assets

− React positively to
economic weakness
− Safe havens in market
crises

Uncorrelated assets

− Variable relationship with
economic growth
− Independent returns to
equities

October saw a continued deterioration in risk sentiment as markets buckled under the weight of rising
coronavirus case numbers in both Europe and the US, and further restrictions were enforced across the
continent. At the beginning of the month US president Donald Trump joined the growing list of world leaders
reported to have contracted COVID-19. Sentiment was not helped by the falling probability of a fiscal
agreement prior to the US election, which itself also remained a source of uncertainty. There was however a
slew of economic data throughout the month that indicated that the recovery still had momentum. The US
economy expanded at a record annualised rate of 33.1% in the third quarter as businesses reopened and
consumer spending was encouraged. Eurozone flash October PMIs surpassed expectations, and strong
industrial data from China indicated that domestic demand is driving the recovery. In the UK, Moody’s
downgraded Britain’s credit status to Aa3, citing weaker economic growth and an erosion of fiscal strength.
Meanwhile, the UK and Europe remain in talks regarding a future trade deal, with no definitive outcome.
The renewed spike in virus cases was coupled with a fresh round of lockdowns across both Europe and the
UK, and the US also starting to see the beginnings of an ‘autumnal wave.’ Growth assets were therefore
negative during the month, led down by developed market equities. October proved challenging for US, UK
and Japanese equities; however, it was European equities that suffered the most, with the benchmark Stoxx
600 falling by -5%. Conversely, emerging market assets – both equities and bonds – outperformed in
October and were in positive territory, lifted by strong data from China as factory activity expanded at its
fastest pace in a decade. Oil was the worst performing Growth asset as prices fell to their lowest level since
May as the widespread lockdowns threatened demand at the same time as Libya ramped up production.
Compared to equities, high yield corporate bonds proved to be relatively resilient through the month; US high
yield generated a positive return and outperformed European high yield, which returned a small negative.
Defensive assets were mixed. Sovereign bonds rallied in Europe with the risk-off sentiment tone and
indications that the European Central Bank would continue and possibly expand on its bonds buying
programme. US Treasuries, on the other hand, fell -1%, as did UK Gilts. Global investment grade corporate
bonds were marginally negative on the month, however this was driven by the US as the prices of European
bonds gained in value. Against this cautious backdrop, the US dollar and Japanese yen generated positive
returns. The Chinese yuan rallied, as although third-quarter GDP missed estimates, strong retail sales and
industrial production for September encouraged investors that the recovery remained intact. Elsewhere
within FX, sterling edged higher on the UK restarting Brexit talks – a week after suspending them –
encouraging investors that both parties could move closer towards a trade deal. As the US dollar
strengthened in value, gold marginally detracted, ending the month just below $1,900/oz.

Past performance is not a reliable indicator of future results, losses may be made.
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Performance review
The Strategy produced a positive absolute return in US dollars, gross of fees 1.
Overall, the continuing risk-off sentiment in October was negative for Growth assets. Against this backdrop,
the Strategy’s equity positions gave back some ground during the month as stock markets weakened and
our holdings underperformed the broader market. Equity hedges, however, which are used to reduce risk,
provided a significant offset for losses suffered in the equity book.
Credit contributed, with European bonds notable beneficiaries of the ECB’s less-than-subtle hints that
further stimulus measures could be on the horizon. Emerging market debt was also a marginal positive
contributor over the month, while positions in both property & infrastructure and developed market
sovereigns were flat.
Elsewhere, modest exposure to the yen and the Chinese renminbi benefited the Strategy, with the former in
demand due to its haven status and the latter due to the encouraging retail and industrial data indicating that
the economic recovery remains intact.

Outlook and strategy
The global economy has continued to recover from the material lockdown induced contraction experienced
through the first half of the year. As we look forward, there is a relatively high degree of uncertainty about the
path of the economic recovery and further coronavirus outbreaks and localised lockdowns will continue in
the coming quarters. However, economic activity in major economies is recovering and human ingenuity
continues to make advances in combating Covid-19, evidenced through quicker testing, the tracking and
tracing of outbreaks, treatments and the expected distribution of a vaccine in the near future. At the same
time, we continue to take encouragement from the policy response to the global pandemic, with the speed
and magnitude of the measures that have been announced and implemented over the past nine months
being unprecedented. We believe the ongoing and aggressive monetary response is constructive for asset
markets and the broader fiscal support reduces the tail risk of more pronounced economic weakness, and it
should aid a faster bounce back in activity as economies continue to recover.
Our central scenario for financial markets continues to be that volatility will likely remain elevated in the
coming quarters with additional lockdowns as we head towards winter. We believe investors will continue to
have to weigh up the potential longer-term economic damage caused by efforts to contain the coronavirus
outbreak, the path of new lockdowns and the likely approval and distribution of a vaccine in the coming
months, while monetary and fiscal stimulus continues to provide underlying support. Risk premia have
compressed considerably from the relatively extreme levels reached in late March and April but remain
elevated relative to history in many areas. We continue to see opportunities for medium-term investors as a
result, although these have become more specific rather than broad based. We will continue to take
advantage of opportunities as they are presented by market volatility.
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Based on gross-of-fee composite returns of various managed accounts and pooled funds. Net returns will be lower and
relative returns may differ according to share class held and applicable fee level.
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Specific risks
Currency exchange: Changes in the relative values of different currencies may adversely affect the value
of investments and any related income. Default: There is a risk that the issuers of fixed income investments
(e.g. bonds) may not be able to meet interest payments nor repay the money they have borrowed. The
worse the credit quality of the issuer, the greater the risk of default and therefore investment loss.
Derivatives: The use of derivatives may increase overall risk by magnifying the effect of both gains and
losses leading to large changes in value and potentially large financial loss. A counterparty to a derivative
transaction may fail to meet its obligations which may also lead to a financial loss. Interest rate: The value
of fixed income investments (e.g. bonds) tends to decrease when interest rates rise. Equity investment:
The value of equities (e.g. shares) and equity-related investments may vary according to company profits
and future prospects as well as more general market factors. In the event of a company default (e.g.
insolvency), the owners of their equity rank last in terms of any financial payment from that company.
Emerging market (inc. China): These markets carry a higher risk of financial loss than more developed
markets as they may have less developed legal, political, economic or other systems.

Important information
The information may discuss general market activity or industry trends and is not intended to be relied upon as a forecast,
research or investment advice. The economic and market views presented herein reflect Ninety One’s judgment as at the
date shown and are subject to change without notice.
There is no guarantee that views and opinions expressed will be correct, and Ninety One’s intentions to buy or
sell particular securities in the future may change. The investment views, analysis and market opinions expressed may not
reflect those of Ninety One as a whole, and different views may be expressed based on different investment
objectives. Ninety One has prepared this communication based on internally developed data, public and third party
sources. Although we believe the information obtained from public and third party sources to be reliable, we have not
independently verified it, and we cannot guarantee its accuracy or completeness. Ninety One’s internal data may not be
audited. Any decision to invest in securities or strategies described herein should be made after reviewing the relevant
offering document and conducting such investigation as an investor deems necessary and consulting its own legal,
accounting and tax advisors in order to make an independent determination of suitability and consequences of such an
investment. This material does not purport to be a complete summary of all the risks associated with this Strategy. A
description of risks associated with this Strategy can be found in the relevant offering document or other disclosure
document for the Strategy or Funds within the Strategy. Copies of such documents are available free of charge upon
request. Ninety One does not provide legal or tax advice. Prospective investors should consult their tax advisors before
making tax-related investment decisions.
In the US, this communication should only be read by institutional investors, professional financial advisers and their eligible
clients, but must not be distributed to US persons apart from the aforementioned recipients. In Australia, this document is
provided for general information only to wholesale clients (as defined in the Corporations Act 2001). In Hong Kong, this
document is intended solely for the use of the person to whom it has been delivered and is not to be reproduced
or distributed to any other persons; this document shall be delivered to institutional and professional investors only. It is
issued by Ninety One Hong Kong Limited and has not been reviewed by the Securities and Futures Commission of Hong
Kong (SFC). The Company’s website has not been reviewed by the SFC and may contain information with respect to nonSFC authorised funds which are not available to the public of Hong Kong. In Singapore, this document is for professional
investors, professional financial advisors and institutional investors only. In Indonesia, Thailand, The Philippines, Brunei,
Malaysia and Vietnam this document is provided in a private and confidential manner to institutional investors only. For
Funds within the Strategy that are registered for sale in Switzerland, copies of the Prospectus, latest annual and semiannual Report & Accounts, Articles of Incorporation and Key Investor Information Documents may be obtained from the
Swiss Representative and Paying Agent, RBC Investor Services Bank S.A., Esch-sur-Alzette, Zurich Branch, Bleicherweg 7,
CH-8027 Zurich, Switzerland. Except as otherwise authorised, this information may not be shown, copied, transmitted, or
otherwise given to any third party without Ninety One’s prior written consent. © 2020 Ninety One. All rights reserved.
Issued by Ninety One.

