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Macro Matters
by Richard Stutley, CFA

When | raise the issue of the importance of macro, | tend to get the
same responses, which fall into two categories: 1. It can't be done;
no one has a good record predicting macroeconomic variables

like GDP growth. 2. Why bother? Even if you had perfect foresight
of what these variables were going to be, you wouldn't be able to
predict the market's reaction.

Addressing the second point first, the reason predicting
macroeconomic variables is desirable is that they have a bearing
on your future payouts from any investment: if GDP growth is
weak or negative, company sales are likely to be lower; if inflation
is high, the squeeze on real incomes is likely to have a similar effect
by reducing consumer discretionary spending; if interest rates go
down, holders of government bonds stand to profit, other things
being equal.

The biggest factor affecting the performance of most companies
is not the size of the wider economy, but whether anyone

actually wants to spend money on their product. Hence while
every company has a sensitivity to macroeconomic variables as
described above, that is not to say that idiosyncratic risk is not key.
At times, the macro is dwarfed by these company specific factors,
at which point macro doesn't matter, but this will not be true at

all times and for all companies. Ignoring cyclical businesses and
companies with less than perfect finances in order to avoid having
to think about the outlook for growth and interest rates, curtails
one's investment universe.

Predicting key variables like growth, interest rates and inflation is
extremely difficult, even for professional forecasters*. However,
establishing reasonable bounds for key variables is more
achievable. For example, are central bank rates of 10% in the US
likely next year? We are realistic about our forecasting abilities
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but we do not assume that anything between plus and minus 10%
carries an equal probability. We pay close attention to historical
norms. The hurdle to moving away from these norms is high, given
that this time is rarely different. In many instances history reveals
the natural level of key variables, to which they revert over time by
virtue of the natural stabilisers that exist within economies.

As with all big problems, the key is to reduce it into something
manageable, which for us means a set of four scenarios. Currently
we believe the most likely outcome for the global economy is a
strong rebound in growth, with higher attendant inflation than
during the pre-pandemic period. In each of these scenarios we
don't immediately assume asset class x will go up and asset class
y will go down. Instead we think about what is likely to happen to
the key variables that influence investment returns. For example,
by trying to understand what is likely to happen to company sales
in a range of scenarios, we can then interrogate the price we're
being asked to pay for equities today. This means we can tolerate
a recession without running into cash, if we think the price we're
paying for equities and credit adequately compensates us for this
scenario.

The key distinction is between a top down investment approach
akin to an investment clock, and using macro as an input to

a bottom-up, valuation driven approach. We don't believe in
investing on the basis of macro, but nor do we ignore it. Macro
variables don't tell you what investment returns are going to be:
they contribute to the payouts you are going to receive in future, at
which point you need to decide what you are going to pay for those
payouts today.

1T Stark, ‘Realistic Evaluation of Real-Time Forecasts in the Survey of Professional Forecasters’, Federal Reserve Bank of Philadelphia Research,

philadelphiafed.org, 2010
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Global equities rose 0.6% last week
Brent crude rose 3.2% last week to $71.9 a barrel
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Gold fell -0.6% to $1891.6 per ounce

G7 nations agree in principle for a minimum
global corporation tax of at least 15% on overseas
earnings

»

»

»

»

»

»

»

»

US equities rose 0.6% last week

Final services and composite PMls for May
generally showed upgrades from the flash

Rest of the World/Asia
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readings, with the composite PMI revised up to @

68.7 from the flash reading of 68.1, its highest
reading since the series began in 2009

ADP's report of private payrolls came in at +978k
in May beating expectations of +650k, marking
the biggest rise since last June

The ISM services index rose to a record 64.0,
beating expectations of 63.2

Weekly initial jobless claims for the week ending
29th May fell to a post-pandemic low of 385k,
against expectations of 387k

The US job report showed +559k new jobs in May,
missing expectations of +675k

The ISM prices paid figure of 80.6 reached the
second highest level on record

The Federal Reserve's Beige Book showed the US
economy growing at a “moderate pace” during the
observation period of early-April to late-May

UK

UK equities rose 0.8% last week
May's final manufacturing PMI rose to a record
high of 65.6

75% of the adult population in the UK have now
received a first vaccine dose and more than half
have now received both doses of the vaccine
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The benchmark Global Emerging Markets index
returned 1.6% last week

Japanese equities rose 0.7% over the week
Chinese equities rose 0.8% last week

Japan's services PMI reading came in at 46.5 and
the composite reading at 48.8, revised up from
the flash readings of 45.7 and 48.1 respectively

China's Caixin services PMI came in at 55.1, down
from 56.3 in April, bringing the composite to 53.8,
from 54.7 in April

China's May exports grew 27.9% year-on-year,
against expectations of 32.1%, while imports came
in at 51.1% year-on-year, against expectations of
53.5%

Europe
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European equities rose 0.9% last week

The flash CPI reading in the Euro Area rose to
+2.0% in May, against expectations of +1.9%, the
highest reading since November 2018

The Euro Area manufacturing PMI was revised up
from the flash reading to 63.1vs 62.8

The Euro Area composite PMI was revised up to
571 from the flash reading of 56.9, its strongest
reading since February 2018

Producer price inflation for April rose to +7.6% as
expected, its highest level since 2008

Germany's retail sales for April fell by -5.5%,
weaker than the -2.5% expected

Unemployment in Germany fell by -15k in May,
worse than the -9k expected, while the wider
Euro Area saw employment fall to 8.0% in April,
against expectations of 8.1%, marking its lowest
level since last June

In Italy, growth in Q1 was revised up to +0.1%,
from a -0.4% contraction previously estimated

Past performance is not indicative of future returns. Source: Bloomberg Finance L.P.,, returns in local currency unless otherwise stated.
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Market Summary investments
Cumulative returns

Week ending

Month to date YTD 2021 12 months
04 June

Asset Class / Region Currency

Developed Markets Equities

United States usb 0.6% 0.6% 13.1% 37.4%
United Kingdom GBP 0.8% 0.8% M.7% 14.7%
Continental Europe EUR 0.9% 1.5% 14.5% 27.4%
Japan JPY 0.7% 1.9% 9.6% 24.8%
Asia Pacific (ex Japan) usD 1.0% 0.1% 7.3% A.7%
Australia AUD 1.6% 1.9% 12.5% 25.5%
Global usD 0.6% 0.8% 12.2% 371%

Emerging Markets Equities

Emerging Europe usD 2.8% 2.7% 15.5% 28.2%
Emerging Asia usD 1.2% -01% 5.8% 43.8%
Emerging Latin America usD 49% 41% 10.4% 38.3%
BRICs usD 1.7% 0.5% 52% 36.3%
China usD 0.8% -0.6% 11% 30.8%
MENA countries usD 1.2% 11% 19.2% 39.1%
South Africa usb 2.7% 1.2% 21.4% 53.2%
India usDhD 11% 0.1% 12.9% 63.5%
Global emerging markets usD 1.6% 0.4% 7.7% 42.6%
US Treasuries usb 0.2% 0.2% -3.4% -2.8%
US Treasuries (inflation protected) usD 0.2% 0.2% 11% 8.0%
US Corporate (investment grade) usD 0.2% 0.2% -2.6% 3.8%
US High Yield usD 0.3% 0.3% 2.5% 12.9%
UK Gilts GBP -0.3% -0.3% -6.7% -6.0%
UK Corporate (investment grade) GBP 0.0% 0.0% -3.7% 3.5%
Euro Government Bonds EUR 0.2% 0.2% -3.3% 1.6%
Euro Corporate (investment grade) EUR 0.2% 0.2% -0.6% 41%
Euro High Yield EUR 0.3% 0.3% 2.8% 10.9%
Japanese Government JPY -01% -01% -0.4% -0.4%
Australian Government AUD 0.0% 0.1% -31% -2.0%
Global Government Bonds usbD 0.2% -0.1% -3.9% 1.6%
Global Bonds usD 0.1% -01% -2.9% 3.4%
Global Convertible Bonds usD 0.2% 0.0% 11% 21.9%
Emerging Market Bonds usD 0.2% 0.2% -3.8% 3.2%

Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.
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Cumulative returns

Week ending

Asset Class / Region Currency 04 June Month to date YTD 2021 12 months
Property

US Property Securities usD 2.9% 2.9% 21.6% 32.1%
Australian Property Securities AUD 2.6% 2.6% 6.1% 18.3%
Asia Property Securities usD 0.0% 0.9% 8.4% 14.7%
Global Property Securities usb 1.9% 1.9% 151% 28.3%
Currencies

Euro usD -0.3% -0.5% -0.5% 7.3%
UK Pound Sterling usD -0.2% -0.3% 3.8% 12.4%
Japanese Yen usD 0.3% 0.0% -5.7% -0.5%
Australian Dollar usb 0.3% 0.0% 0.6% 1.7%
South African Rand usD 2.4% 2.3% 9.1% 25.9%
Swiss Franc usb 0.0% -0.1% -1.6% 6.3%
Chinese Yuan usb -0.4% -0.4% 21% 1.2%

Commodities & Alternatives

Commodities usb 2.5% 2.5% 26.9% 59.5%
Agricultural Commodities usb 3.1% 31% 22.7% 59.5%
Qil usb 3.2% 3.7% 38.8% 79.8%
Gold usb -0.6% -0.8% -01% 10.2%
Hedge funds usb 0.2% 0.1% 3.6% 12.8%

Source: Bloomberg Finance L.P. Past performance is not indicative of future returns.
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For more information, please contact:

Anastasiya Volodina
Distribution Services

E: distributionservices@momentum.co.uk
T. +44 (0)207 618 1806

Important notes

This document is only intended for use by the original recipient, either a Momentum GIM client or prospective client, and does
not constitute investment advice or an offer or solicitation to buy or sell. This document is not intended for use or distribution
by any person in 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 professional intermediaries. This document is 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 document is issued. 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, London 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 2021




