MAIA Market View
Over the past week, global markets have experienced large sell offs as investorsʼ fears grow that a global
slowdown will occur from Trade Tensions, rising bond yields and continued negative rhetoric coming from the
newly elected Italian government. Even though this news has been in the headlines for some time, global
markets have been too sanguine with lower volatility and higher valuations.
This is not an unhealthy correction and has been driven by a ‘perfect stormʼ of investors becoming less
sanguine, volatility rising and news headlines being negative. This type of correction is a normal occurrence
during a market cycle, it has just been absent in recent years. Volatility has been lower as Quantitative Easing
has inflated prices and markets have been buoyant.
This correction could have further to run due to algorithmic trading kicking in once floors have been breached
and investors taking more risk off the table. This does not mean though that we will be doing the same. These
types of corrections allow the active managers we utilise in the models to invest at better valuations. This will
lead to greater outperformance over time. The markets are not currently pricing in a recession as economic
fundamentals are still positive. The table below shows how most areas are still seeing positive earnings growth,
highlighting that businesses are still being productive, growing, and investing more for the benefit of
shareholders.

Source: Datastream, Bloomberg, IBES, Janus Henderson as at August 2018. 2018 & 2019 EPS growth figures are forecasts
Source: Janus Henderson, Datastream as at August 2018. Revisions since end of 2017

In previous cycles investors would be able to find shelter from falling equity markets by balancing out a
portion of the portfolio with fixed income. This we believe cannot occur again as the inverse relationship
between bond and equities has broken down. Fixed Income yields have fallen so far due to the recession and
subsequent Quantitative Easing programmes, that yields will have to rise and normalise over coming years.
This creates a large conundrum for investors as they do not have the natural hedge from falling markets. This
is where the introduction of an increase in our alternative holdings is helping and should continue to help
protect investors when these corrections occur.
The defined return funds utilised in the models has helped protect in this correction since they continue to
create capital growth even in falling markets due to the underlying investment setup. These types of
investment will continue to be added to over time as we move ever closer to the end of the cycle. These along
with other alternatives, should help provide additional ballast in times of turbulence. *Please see attached

document highlighting the benefits of utilising defined return assets and other alternatives.

It is not a pleasant time for investors and clients, however due to the current underlying fundamentals, this
correction will not go on forever. Once it starts to normalise it will provide better investment opportunities for
the underlying funds in the portfolio. Markets experienced large sell offs in February and March of this year
and very quickly regained those losses. The chart below shows annual returns for markets and the maximum
drawdown experienced each year, which illustrates the risk of selling after a correction is that you will be out of
the market when the rebound occurs.

Source: JPMorgan Guide to the Markets Quarter 4 2018

If you have any further questions please do not hesitate to get in contact.
MAIA Investment Team
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