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

Key points
− Markets continued to rebound in the third quarter as economies continued to recover from their lows,
but September saw a sharp pull back in response to rising coronavirus cases
− The Strategy produced a positive absolute return, benefiting from the rally in Growth assets, in particular
credit, as further compression in credit spreads overall which saw prices rise across investment grade
and high yield corporate bonds
− Within the equity book there was some turnover as a result of our bottom-up security selection process,
with seven names being added and one name being sold; The Strategy’s duration and credit rating were
in line with the previous quarter, at 1.9yrs and BBB+
− Our central case scenario remains that following a short-term shock to growth, the policies of strict
isolation coupled with the rapid and meaningful response by policymakers will curtail the impact of a
deep recession.

Market background
Overall, markets continued to rebound through the third quarter of 2020 as economies recovered from their
post lock-down lows, the commitment for widespread fiscal and monetary policy support remained, while
economic data and corporate earnings generally surprised to the upside. However, September saw a pullback in markets against a backdrop of concerns over a second wave of COVID-19 infections, the related
economic impact and heightened political risk.

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

Most Growth assets generated a positive return during the third quarter. Global equities were led by Asia exJapan, with China in particular delivering strong returns, and emerging markets outperforming developed
markets. Following the S&P 500’s biggest five-month gain since 1938, the market then corrected
aggressively in September driven by a mega cap sell-off – the very stocks that had powered the market to
fresh highs over the quarter. The exception was the UK market which lagged to the extent of producing a
negative return during the review period as the country suffered a much larger GDP contraction than its
European peers, whilst concerns around Brexit also intensified. As risk assets traded higher, there was a
compression in credit spreads overall which saw prices rise across high yield corporate bonds with Europe
outperforming the US. Emerging market debt was positive at the margin, as a weaker US dollar and low
developed market yields continued to provide a tailwind. Oil was flat on the quarter, as prices were driven by
supply and demand forces that ebbed and flowed throughout, with steady gains over the summer months
reversed in September.
Despite the risk-on mood that prevailed through most of the penultimate quarter of 2020, Defensive assets
also rose on average. Developed market sovereign bonds were broadly flat on the quarter, whilst investment
grade corporate bonds gained in value in both Europe and the US. The US dollar weakened through the
quarter, suffering its worst performance since mid-2017. The Japanese yen appreciated versus the US dollar,
whilst sterling weakened. Gold enjoyed a positive quarter, in part helped by the tailwinds of a weaker US
dollar and an increase in inflation expectations; the safe-haven asset at one point reached a record high of
$2,063/oz, before falling back by the end of September.

Performance review
The Strategy produced a positive absolute return in US dollars, gross of fees 1. The Strategy benefited from
the continued rebound in Growth assets through the third quarter, led by a further rally in equities, but in
particular credit. Having added meaningfully to credit in the second quarter, we benefitted from having
1

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.

Past performance is not a reliable indicator of future results, losses may be made.
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greater exposure as there was further compression in credit spreads overall which saw prices rise across
investment grade and high yield corporate bonds. Our equity selections outperformed the broader equity
market, and our equity hedges – which are used to reduce risk – also contributed positively as they were
predominantly focused on weaker European equities, with equity call options providing further returns.
Other Growth assets, such as property and infrastructure, also contributed positively, whilst emerging market
debt positions marginally detracted. Within FX, there was a negative impact of hedging much of the
Strategy’s currency exposure back to base (USD) however this was partially offset by an active position in
the Japanese yen – a currency held for its safe haven attributes – which appreciated versus the US dollar.
Finally, despite the risk-on mood through the quarter, developed market sovereign bonds contributed,
attributed to our exposure to New Zealand government bonds on further policy easing.

Activity and positioning
Net equity exposure marginally increased from 12% to 13% through the quarter however just over half of
physical equity exposure is hedged. Despite some improving economic data, following the rally seen in equity
markets since the lows on the 23 March, valuations are now less compelling given the uncertainties that
remain and the tail risks surrounding the US election and whether there is a successful agreement regarding
additional fiscal stimulus. Within the equity book there was some turnover as a result of our bottom-up
security selection process, with seven names being added and one name being sold. Overall, there was a
slight increase to emerging market equities.
Elsewhere, one REIT holding was sold following a period of strong performance. Fixed income exposure was
broadly in line with the previous quarter, across corporate bonds, emerging market debt and developed
market sovereign bonds. Corporate bonds remain the largest risk exposure, whilst the majority of developed
market sovereign bonds continues to be focused on higher yielding markets such as Canada, Australia and
New Zealand. The Strategy’s duration and credit rating were in line with the previous quarter, at 1.9yrs and
BBB+ respectively. 97% of the Strategy continued to be hedged back to base currency (USD), although
throughout the quarter we added to Japanese yen for its risk-reductive properties before taking profits.

Outlook and strategy
Our central case scenario remains that following a short-term shock to growth, the policies of strict isolation
coupled with the rapid and meaningful response by policy makers will curtail the impact of a deep recession.
So far this appears to be playing out, with governments globally beginning to ease lockdown restrictions,
favourable base effects for growth, and fiscal and monetary stimuli, creating conditions for a gradual revival
of economic activity in a phased manner as we go through the final quarter of the year.
The risks that could derail our central case, however, also remain. There is a risk that lockdown measures fail
to contain the virus and that this extended disruption is too much for businesses to withstand, even with the
significant policy maker support. We are already seeing an increase in restrictions in some regions as
concerns focus on a second wave of COVID-19 cases. The extent of the scarring will become increasingly
apparent as each nation moves through their respective exit strategies. The high probability of a risk-case
evolving in which we see prolonged dampening of activity, is also against a backdrop where there are tail
risks surrounding the US election and the agreement of additional fiscal stimulus, as well risks assets having
already rallied significantly off the lows seen in March, and there is a lack of historical precedent for riskier
assets such as equities recouping losses in a straight from such a sharp loss as the one in the first quarter of
2020. As such, just over half of our equity exposure is hedged but with scope to redeploy dry powder and
increase our net equity as the risk environment improves. We continue to hold cheap, out-the-money, equity
call options which will help participation in market upside should markets move higher.
As income investors, we continue to find compelling opportunities with a number of asset classes still paying
attractive risk premia. We remain optimistic over the medium-term on credit, as we see room for spreads to
compress further although it is important to be selective. The emerging market bond exposure remains short
duration, with the majority of currency risk hedged back to base. More generally, we have little active
currency risk; we have a small exposure to select emerging market currencies where we see value, as well as
a long Japanese yen exposure offering the portfolio strong defensive characteristics in difficult times. Finally,
we have 1.9 years of duration, retaining moderate exposure to the higher yielding markets such as Canada,
New Zealand, Australia. Overall, we continue to focus on securities with sustainable income and upside
potential. We expect security selection to drive the portfolio’s future return generation, with diversification
and risk management used to navigate through volatile markets.
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Specific risks
Geographic / Sector: Investments may be primarily concentrated in specific countries, geographical regions and/or
industry sectors. This may mean that the resulting value may decrease whilst portfolios more broadly invested might
grow. Currency exchange: Changes in the relative values of different currencies may adversely affect the value of
investments and any related income. Developing market: 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. Investing in China:
Investment in mainland China may involve a higher risk of financial loss when compared with countries generally
regarded as being more developed. 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. bankruptcy), the owners of their equity rank last in terms of any financial payment
from that company. Derivatives: The use of derivatives is not intended to increase the overall level of risk. However, the
use of derivatives may still lead to large changes in value and includes the potential for large financial loss.

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.

