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Market
Commentary
By Richard Batty

The S&P 500 continued its upward trajectory
during the quarter, regularly recording
fresh record highs throughout September
as markets embraced risk assets once
more. The S&P returned approximately 7%
during the quarter, making it by far the best
performing of the developed markets. In
doing so, the nine-year-long bull market
became the longest in history. September
also marked the ten-year anniversary of the
collapse of Lehman Brothers.

Apple made history during the period by becoming

There is evidence emerging that the trade wars

the first company in the US to attract a market

are hurting all parties. China has already stepped

capitalisation of one trillion dollars after reporting

in to support its currency and the US trade deficit

strong quarterly earnings. Amazon soon followed,

widened by nearly 10% at the latest reading. Recent

also on the back of positive results. Despite the big

research has suggested that the current tariffs will

tech names grabbing the headlines again, there

cost the average American household around $130

was some rotation into value stocks towards the

per annum because of higher import prices.

end of the quarter, with some of September’s best
performing sectors including telecommunications
and utilities.

Despite some companies noting the adverse
effects of the trade wars in their earnings, US
corporate profitability remains high, with very

Trade conflicts continued to create economic

strong second quarter earnings figures. For the S&P

uncertainty during the quarter. President Trump’s

500, Q2 earnings recorded year-on-year growth of

latest round of tariffs came into effect towards the

around 24%, slightly lower than the figure for Q1,

end of the quarter. These consist of a 10% tariff on

but impressive nevertheless. The big tech names

a further $200bn of Chinese imports, potentially

were again the main drivers of growth, however,

increasing to 25% by the end of the year. In

what has been notable in the most recent quarterly

response, Chinese President Xi Jinping announced

earnings season has been the breadth of positive

taxes on over 5,000 US products, worth around

returns: every sector of the S&P registered solid

$60bn. A number of these tariff announcements

earnings and revenue growth.

and their severity are conditional on whether
the other party reciprocates with its own tariffs.
These ongoing back-and-forth retaliatory actions
therefore risk significant escalation going forward.

Within European markets, there was significant
dispersion in returns during the quarter. The
German DAX index was one of the poorer
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performers (-1% return), with the big German

Japanese equities enjoyed their best five-day

exporters beset by global trade war fears. Given

rally in almost two years in September, despite

their relatively high international exposure

fears that Japan’s trade surplus with the US would

compared with their US peers, European

come under scrutiny. Furthermore, the Yen’s

companies, on aggregate, are more sensitive to

status as a safe-haven currency has been, at

global demand for goods and services.

times, unhelpful to Japanese exporters, making

Rising protectionism in key markets such as the US
creates significant uncertainty for them. The bright
spot in Europe was the strength of the French CAC
40 index (+3%), with its greater emphasis on its
domestic economy and President Macron’s efforts
to implement business-friendly reform.
Another notable laggard was the UK market
(down by around 1.5%). Despite some headlinegrabbing deals such as Coca Cola’s acquisition of
Whitbread’s Costa Coffee and the long-running
battle for Sky won by Comcast, the negative
connotations of Brexit have remained in focus,
especially for foreign investors. Outflows from
actively managed funds this year are estimated
at £3.5bn. The UK market now trades at 13.5x
earnings, comfortably below the long-run average,
making UK companies look relatively attractive
compared with their European and American peers.
In addition, miners and oil companies bounced
back in mid-September after a soft few months.
This provided some momentum to the main index
as the end of the quarter approached. UK smaller
companies continue to outperform their larger
peers.

The UK market now trades at
13.5x earnings, comfortably below
the long-run average, making
UK companies look relatively
attractive compared with their
European and American peers.

them less competitive globally. However, the
Nikkei 22 index ended the quarter nearly 8%
higher after September’s strong rally. Japanese
equities remain compelling to investors against
a backdrop of continued easy monetary policy
and fiscal stimulus, relatively cheap valuations,
greater dividend payout ratios and an increasing
shareholder focus in the form of share buybacks.
Emerging markets endured a flat but rocky quarter,
whipsawed by the constantly changing rhetoric
and a tricky macroeconomic picture. Fears also
persist around contagion stemming from crises in
the weaker emerging markets such as Argentina
and Turkey. The general downward trend in returns
has endured all year and investors remain wary
of emerging market equities despite a significant
valuation discount versus developed market
equities. China remains in bear market territory
after another poor quarter, with the MSCI China
Index falling by around 9% on trade war concerns.
One of the bright spots in the emerging markets
space was India. Notwithstanding a sell-off in
September, the Indian market was up by around
4-5% for the quarter and is now in positive territory
for the year. These examples show the contrasting
fortunes of emerging market economies this year.
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Bonds and
Bank Policy
Update
By Richard Batty
The US Federal Reserve (‘Fed’) hiked interest rates again in September to take the base rate
of interest to between 1.75% and 2%. President Trump’s assertion that he was ‘not thrilled’
with recent rate hikes was brushed off by Governor Powell, who defended the Fed’s policy of
gradually increasing interest rates until monetary policy is normalised. Whilst not directly reasserting the Fed’s autonomy, he signalled that the central bank would do what was right for
the economy, regardless of political pressure.
Despite US core inflation falling from a decade

as growth expectations in the US rose. Yields also

high of 2.4% in July to 2.2% in August, the measure

crept higher in Europe; however, a significant yield

remained above the Fed’s target of 2%. In addition,

disparity has developed between US and German

wage growth hit a nine-year high of 2.9% in August

debt. According to Bloomberg, not since the 1980s

as the economy added more jobs than expected.

have US treasuries enjoyed such a handsome

This recent data suggests that strong economic

yield premium over equivalent German bunds. The

growth of 4.2% is contributing to a tighter labour

spread between ten-year US bonds and ten-year

market and there are signs of upward pressure

German bonds currently exceeds 2.6% for example.

on inflation. Short-term rates are expected to rise

This is largely a reflection of a US central bank

further in the US before the end of the year, with at

at a more advanced stage in its normalisation of

least one more rate hike expected. Focus has now

monetary policy.

turned to the outlook for next year, with investors
more closely aligned with the Fed’s projected path
of three rate hikes.

Comments from the European Central Bank (ECB)
President, Mario Draghi did contribute to an
upward push in Eurozone government bond yields

Ten-year US Treasuries rose above 3% again at the

in September as markets interpreted his tone as

end of the quarter as safe haven buying subsided

relatively hawkish. In the speech, he suggested:

and risk assets were embraced once more. Despite

“underlying inflation is expected to increase

3% being an arbitrary number, it does appear to be

further over the coming months as the tightening

a psychological level at which investors are incited

labour market is pushing up wage growth”. Other

to act, with the yield subsequently falling back

ECB board members were quick to play down

below 3%. It is early days in this foray above 3%;

speculation of swifter policy normalisation,

however, markets appear to be more sanguine this

asserting that the current path of inflation was

time round. Yields rose steadily during September

predicated on continuing support from the ECB.

However, Germany’s ten-year bond yield still

Japan’s central bank maintained its loose

reached its highest level (0.51%) since mid-June

monetary policy stance during the quarter, with

and the Euro subsequently strengthened. Despite

Governor Kuroda even stating in an interview that

this pick-up in inflation, the ECB still expects to

the central bank would not raise interest rates

end its asset purchase scheme towards the end

‘for quite a long time’. This is in sharp contrast to

of the year and forecasts that interest rates will

the Federal Reserve and even the ECB. However, a

remain unchanged until at least the summer of

number of policymakers have highlighted the need

2019.

to consider both the positive and negative effects

In August, the Bank of England took the decision to
raise interest rates for the second time in a decade
from 0.5% to 0.75%. Members of the Monetary

of its massive stimulus measures, especially on the
banking system and the continuing failure to meet
the 2% inflation target.

Policy Committee voted unanimously, with
Governor, Mark Carney stating that there would be
further ‘gradual’ and ‘limited’ rate rises to come.
Subsequent inflation data appeared to support
this stance, recording a figure of 2.7% in August, up
from 2.5% in July, with fuel and transport the main
contributors to the increase. Sterling subsequently
strengthened as forecasts for the next interest
rate increase were brought forward to the second
quarter of 2019. An approach by the Treasury to
extend Mark Carney’s tenure as Bank Governor was
widely reported in the media during the period.
Carney is due to leave his role in June; however,
given the timing of the UK’s impending withdrawal
from the EU, the Treasury is keen for him to
stay until 2020 to ‘provide continuity during the

Focus has now turned to the
outlook for next year, with
investors more closely aligned
with the Fed’s projected path of
three rate hikes.

turbulence of Brexit’.
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Europe Teeters
on the Brink
By David Long
Following Theresa May’s recent negotiations
at the EU Summit in Salzburg, David Long,
our Chief Investment officer reflects on
Britain’s progress in reaching a deal with the
EU and discusses his concerns for its future.
Teresa May set off for Salzburg on the 21st
September in a confident mood. Despite
blistering criticism at home from all sides, May
had engineered a binary option: her beleaguered
Chequers plan or no-deal. Time, or the lack thereof,
was her primary weapon and the threat of no-deal
her shield. The combination had successfully kept
both Remainers and Brexiteers at bay back home.
Now she would use the same tactic with Europe.
This was to be her moment of victory.
The EU may have been deeply uncomfortable
with the plan and it no doubt required significant
revision in places but having rejected all other
approaches to Brexit through the weaponisation
of the Irish boarder, the EU had boxed May into
a corner of their own making. Now faced with
the reality of no-deal, the change of mood and
tone across Europe ahead of the Summit seemed
palpable.
Trusting the advice of her Brexit Permanent
Secretary, Ollie Robins that Chequers was a ‘gamechanger’ in Brussels, the Prime Minister took to her
feet to address the EU27 at the pre-Summit dinner.
‘Delaying or extending these negotiations is not
an option’ she stressed before warning the EU to
stop forcing through an ‘impossible’ solution to the
Irish border, and threatening that they must reach

“There can be no fudge, it is
either in or out. ”

agreement by November or the UK will walk away

exacerbate this by making it as painful as possible,

without a deal.

although the extreme exclamations of Project Fear

Twelve hours later the response of the EU was

are little short of laughable.

brutal and humiliating. To sharp intakes of breath

But it is not the UK economy that worries me. It is

Donald Tusk announced that Chequers ‘will not

in pretty rude health, is highly dynamic and has

work’. Angela Merkel said ‘substantial progress’ was

the necessary policy and currency leavers available

needed and, in scenes reminiscent of General de

to see a fairly rapid adjustment and subsequent

Gaulle’s veto of the UK’s entry to the EU in 1967,

recovery from a no-deal Brexit.

Emanuel Macron stuck the knife in. He declared
that the UK’s proposals were ‘not acceptable’

It is the EU that concerns me.

before mocking the choice of the British people

Despite or perhaps because of all the rhetoric and

and cursing those that had pushed for it as ‘liars’.

vitriol, I fear that the EU has grossly miscalculated
the vulnerability of its position. The continent’s

“Europe teeters on the brink
as we approach the top of the
longest period of uninterrupted
post-war global growth. Any
significant downturn could tip
the EU over the edge”

economy remains on life support, with negative
interest rates and quantitative easing still pumping
€30bn a month into the banking system. The ECB’s
balance sheet has more than doubled to €4.5trn
since 2015.
Despite this, it has taken the best part of a decade
to recover the lost ground following the financial
crisis with 0.8% annualised real growth rate over
the past 10 years. Most of this has come in the
last three years as the economy has started to
gain traction, but unemployment remains in

Tereasa May was left visibly furious. Where next

excess of 8%, twice that of the UK or US and youth

for the embattled Prime Minister just days ahead

unemployment in some southern states is close to

of the Tory Party Conference? Ironically, this

40%.

was a rare moment of clarity in an otherwise
bewildering process. There can be no fudge, it
is either in or out. While I doubt the cries for a
re-run of the referendum will prevail, I rather
suspect the UK would vote a second time to leave
in greater numbers. Where there was doubt before,
it must now be clear to all but the most strident
Remainers that the EU is not a club working in
the common interest of its members; it is a gang
prepared to go to any lengths to get what it wants
and prevent others from leaving.

The European banking system remains in a
fragile state and has been the least willing or
able to recognise bad loans for fear of knockon consequences, while debt levels remain
uncomfortably high. On top of this, Europe has
yet to grapple with the migrant crisis that has
stressed European infrastructure and institutions
to breaking point, or come up with any meaningful
response to the rise in popularist politics and
anti-EU sentiment across the continent. To cap
it all, Donald Trump has taken aim at Europe’s

A no-deal exit or perhaps a blind-deal exit

protectionist trade policies and threatens an all-

now seem likely outcomes. Undoubtedly this

out trade war.

will present plenty of short term pain as the
UK economy adjusts, and it may be that the EU
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Europe teeters on the brink as we approach the top

It is an absurdly dangerous strategy that raises the

of the longest period of uninterrupted post-war

very real prospect of a full-blown European crisis

global growth. Any significant downturn could tip

over the next few years that would send shock

the EU over the edge. With interest rates already

waves reverberating around the global financial

negative there is little ammunition left in the

system. Indeed this is a far greater threat to the

monetary policy toolbox and the Euro straight

UK’s long term prospects than the immediate

jacket prevents economies from adjusting through

implications of a no-deal Brexit. Pragmatic

foreign exchange movements.

leadership is now desperately required in Europe,

Despite this, its leaders are determined to pursue
the hardest of Brexits on the basis that it proves
a point and dissuades others from leaving. Rather
than fix the problems by reforming EU institutions
and freeing up the European economy, in classic
European style, the EU has chosen to play a game
of chicken, seemingly in the hope that the UK can
be persuaded to overturn the referendum and
return to the EU fold.

or showboating politicians will be guilty of fiddling
while Rome burns.

Global
Leadership
and the
Nation-State
By Jacques de Villiers
Jacques de Villiers looks at the impact of
global trade policies on the sovereignty
of nations and whether it is directly or
indirectly influenced by global role players.

“...the South African leader may
be left with little or no choice
but to balance populism with
pragmatism in the run-up. ”

The leadership question in South Africa and

calling and setting dates for an election may be

upcoming 2019 general election:

issued before or after the expiry of the term of the

The ANC recently allowed an amendment to
the country’s constitution making it easier to
seize land without compensation in order to
redress skewed ownership patterns. This has
raised concerns about a potential erosion of
property rights. Both equity investors and bond
investors are likely to be unnerved by the African
National Congress’s expropriation of land without
compensation. This policy uncertainty will persist
until land reform laws are finalised. Since this
is not expected to occur until after the 2019
election, the South African leader may be left with
little or no choice but to balance populism with
pragmatism in the run-up.

National Assembly.

International trends and leadership styles
In what now seems like the ordinary, president
Trump recently announced a further round of
tariffs in the form of a 10% tax on $200bn worth
of Chinese imports into the US, rising to 25% at
the end of the year. The President’s rationale
for a number of trade-related tariffs on steel,
aluminium and automobiles has been national
security related. This seldom-used provision of
the trade law has raised a few eyebrows, with
most describing it as a flimsy justification for what
is, essentially, a means of protecting domestic
industries. However, the Commerce Department’s

The last general election occurred on 7th May

investigation concluded that imports of particular

2014 and the term of the National Assembly

metals posed a national security risk and the

ends on 6th May 2019. The National Assembly

administration subsequently applied tariffs and

remains competent to function from the time it is

quotas to these products.

dissolved, or its term expires, until the day before
the first day of polling. If the National Assembly
is not dissolved before 6th May 2019, the election
must be held by 4th August 2019. A proclamation

President Trump’s actions have linked tariffs to
national security, making it almost essential to
have these tariffs imposed on a heavily subsidised
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Chinese steel industry. As it stands, the steel

more export-oriented than these are and as such

industry in China is propped up by Chinese

run a greater risk of losing business in a trade

government subsidies, policies and assistance,

skirmish involving the US.

which has created a highly fragmented domestic
steel sector, made up of many inefficient and

The UK, Brexit and the rest of the world

heavily polluting companies. Trump is attempting

With Brexit bringing certain long-standing issues

to eliminate the huge excess steel capacity

to the fore, such as the recent agreement to end

throughout the world with these measures.

the so-called ‘scallop wars’ between the UK and

The US’s dependence on international trade is
still relatively low in comparison to its European
counterparts and China, but especially the
Eurozone. The Eurozone derives approximately
44% of its Gross Domestic Product (GDP) from
exports, whilst China relies on exports to generate
approximately 19% of its GDP. Japan’s exports
are approximately 15% of GDP and the US sits
at around 11%. We can thus conclude that most
nations, and especially European nations, are

France, how will the UK be affected by Brexit?
Is it unreasonable to expect a country that is
densely populated and tied historically to its old
colonies, to subscribe to the rules of the EU on
immigration? After all, it is an island state for the
most part. We will soon learn what the Brexit deal
will bring, if anything is agreed.

Blue Monday
for Emerging
Markets
By Graham Fisher
Following a fall in the Turkish lira after
an announcement by the Whitehouse,
Graham Fisher, one of our Investment
Managers discusses the Turkish economy
as well as other emerging markets.
Monday 13th August was a blue Monday for
emerging markets, when a fall in the Turkish lira
of 8% against the dollar sent shock waves through
currency and equity markets.
The trigger for this particular fall in the Turkish lira
was the announcement by US President, Donald
Trump that the US was to impose sanctions on the
Turkish justice and interior ministers, in reaction
to the continued detention of American Pastor
Andrew Brunson. He has been held for nearly two
years over alleged links to political groups and a
supposed failed coup. Trump has also approved
the doubling of tariffs on Turkish steel and
aluminium.
Of course, this political spat over an imprisoned

“Turkey has made significant
progress since the debt crisis in
2008.”

American pastor is not an economic or currency
crisis in itself, but it has highlighted a number
of problems in the Turkish economy and other
emerging economies like Argentina and South
Africa.
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Background to Turkish economy
Turkey has made significant progress since the
debt crisis in 2008.

There are also concerns that companies which
borrowed heavily in dollars and euros to profit
from a construction boom will now struggle to
repay debt after the sharp fall in the lira. Erdogan

GDP has almost doubled between 2009 and 2017,
while GDP per capita in dollars has risen by 72%.

is confident that Turkey will weather the economic
storm but others fear that the political set-up is

Unemployment has been stable around 10% and

not conducive to proper economic management.

inflation slowed from 10.4% in 2008 to 7.8% in 2016.

Background to Argentinian economy

Fitch forecasts growth of 1.2% for Turkey in 2019
but pointed to considerable uncertainty for the

Argentina has also made significant progress since

economy. Growth was 7% in 2017.

the debt crisis in 2008.

Consumer inflation reached 18% in August and is

GDP has risen by 35% since 2009, while GDP per

expected to rise further as the currency weakens

capita is up by 24%. Unemployment has remained

and interest rates rise. Producer price inflation

between 7% and 9%. Inflation hovered around

was running at 32% in August. The Turkish lira

10% over this period, but rose to 25% in 2017. In

has declined from around 3.78 to the US dollar in

December 2017, the Organisation for Economic

January, to around 6.85 in August at the time of

Co-operation and Economic Development (OECD)

Trump’s announcement. It has since strengthened

was forecasting growth of 3.2% for Argentina in

slightly (see chart).

2018. In May it revised its forecast to 2%. In August

At its MPC meeting on 13th September, the Central
Bank of Turkey hiked interest rates by 6.25% to 24%
in order to try to protect the currency and prevent
further outflows as residents rush to buy foreign
currency. President Erdogan is unhappy with rising
interest rates that will negatively affect growth but
the central bank has little room to manoeuvre.

the Argentinian government expected growth to
be negative for 2018 but is still hoping for growth
in 2019. With inflation now running at around 32%,
the Argentinian peso has fallen from 18.37 to the
dollar in January to almost 40.00 in mid-September
(see chart). Interest rates were raised to 45% a few
weeks ago. In April the government was prompted
to access a $50 billion facility from the IMF. A
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major negative factor for the economy has been a

took a back seat while politicians lined their own

devastating drought that has decimated the harvest

pockets.

of corn and soybeans. Unfortunately, agriculture
is the backbone of the economy. When President
Macri was elected in December 2015, he took
the bold step of removing all exchange controls,
before stabilising the economy and implementing
economic reforms. With hindsight this could have
been a serious error as the currency is now in
free fall. The reintroduction of exchange control in
coming months could be an option.

Although the rand has weakened from 12.5 to the
dollar in January to 15.65 in early September, it has
recovered somewhat to 14.3 currently (see chart).
Still in the aftermath of the Zuma administration
and following drought in the winter rainfall region,
the economy is technically in recession, recording a
decline in Q1 and Q2.
The drought in the winter rainfall region has now
been broken, with dam levels recovering from

Background to South African economy

historically low levels of 20% to over 70% in 5

South African GDP has risen by 33% since 2009,

months. This bodes well for the wheat and wine

while GDP per capita has grown at a slower rate of

industries in the coming season as well as tourism.

18%. This is largely a result of high unemployment

Moody’s has recently upgraded its rating of South

of unskilled workers where the rate has increased

African banks from a negative outlook to a neutral

from about 23.5% in 2009 to 27.5% in 2017. Inflation

outlook. On 21st September President Ramophosa

has declined from 7% to below 5%. Interest rates

announced a $30billion spending programme

remain at multi-year lows.

to stabilise the economy and stimulate growth.
The emphasis will be on agriculture, mining,

Over the past few years South Africa has also
experienced a drought, in both the summer rainfall

infrastructure and tourism.

region and the winter rainfall region. However,

The emerging market crisis could still spread to

probably the most significant overriding negative

other vulnerable countries with shaky economies

factor has been the nine-year presidency of Jacob

but the South African economy is coming off a low

Zuma. Under his tenure corruption and crime

base rather than a high base and we do not believe

escalated, a degree of state capture syphoned

that it should be caught up in any contagion.

billions of dollars from the economy and growth
16
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Passive
Investing
Price War
By Richard Batty
Fidelity Investments recently became the first asset manager to announce a zero-fee index
fund in the US with the launch of its Fidelity Zero Total Market Index Fund and Fidelity Zero
International Index Fund. Richard Batty now explains Fidelity’s price war approach to attract
more customers into the competitive market place.
A relative latecomer to this space, Fidelity has

known as securities lending. Trading strategies that

beaten more established rivals such as BlackRock

profit from falling share prices, often employed

and Vanguard to become the first company to offer

by hedge funds, require borrowing the stock in

such index funds without a management fee.

question. Index fund/ETF providers, with a huge

In what has been an intensifying price war,
Fidelity’s latest approach employs similar tactics
to those used by supermarkets, whereby selected
products are loss making in order to attract new
customers onto its platform. Fidelity will then

pool of largely inactive holdings, are natural
suppliers. This is a common practise whereby a
portion of the revenue returns to investors in the
form of lower expense ratios and therefore tighter
index tracking.

attempt to sell additional products and services to

Some small capitalisation ETFs have already

these new customers in order to generate revenues

experienced what is effectively a negative expense

that will more-than-offset the cost of operating the

ratio, as the revenue from securities lending

zero-fee index funds.

has exceeded the fees (small cap stock lending

Part of the cost of operating an index tracker is the
license fee paid to index providers such as S&P,
FTSE or MSCI to track their particular index. Fidelity
has avoided these fees on their zero-fee funds by
creating its own in-house index, The Fidelity US

generates higher premiums due to relative scarcity
and illiquidity versus large cap stocks). However,
despite the perceived benefits of securities
lending, it does introduce an element of additional
risk, albeit small.

Total Investable Market Index, “a float-adjusted

Whilst index mutual funds make up a much

market capitalisation-weighted index designed to

smaller segment of the passive investment

reflect the performance of the US equity market,

universe compared to exchange traded funds

including large-, mid- and small-capitalisation

(ETFs), the news served to highlight the ongoing

stocks.” The international index tracker will track

strain on the profit margins of the large asset

the Fidelity Global Ex US Index and will use the

management firms, with many of their share prices

same methodology for non-US markets.

under pressure following the announcement.

Costs are also mitigated by lending out shares to
other institutional investors for a fee – a practise

BlackRock’s shares fell by around 7% despite most
of its business being concentrated in the ETF space
via its iShares business.

ETF providers have so far resisted the temptation
to cut fees to zero; however, a price war has been
ongoing for a number of years. At time of writing,
the cheapest ETFs tracking broad market indices
had an expense ratio of 0.03%. Research by JP
Morgan has highlighted the importance of being
the cheapest provider of index tracking products.
It concludes that ETFs with expense ratios in the
cheapest decile (0.15% or less), attracted threequarters of net inflows in the US in 2017.
The rise of passive funds and the squeeze on fees
in this area have also had a knock-on effect on
actively managed funds. According to research by
the Investment Company Institute, the average
cost of US bond and equity funds has slipped from
0.76% and 0.99% respectively in 2000 to 0.48%
and 0.59% in 2017. According to Morningstar, their
research concluded that the average expense ratio
across US funds fell by 8% from 2016 to 2017, the
largest decline since they started tracking the data
in 2000.
While there is no doubt that investors are
benefitting from these ongoing fee wars, there
are some concerns that these developments may
change the structure of the markets for the worse.
Due to ease of trading and lower transaction
costs, these traditionally long-term buy-and-hold
strategies are increasingly viewed as vehicles for
trading, bringing an associated increase in volatility
consequently.

“... despite the perceived
benefits of securities lending, it
does introduce an element of
additional risk”

A Crude
perspective on
the Oil Market

The oil market is not immune to volatility. Over the

By James Fitzpatrick

In 2015 US oil inventories rose dramatically as

last 10 years the oil price has swung dramatically
in both directions. After the 2008 financial crisis,
oil rose 300% from $34 to $126. Five years later
it lost 80% of its value when in 2016 it fell to as
low as $26 per barrel. Despite the introduction
of alternative energy sources, 92% of global
transportation remains dependent on oil.

oil prices fell (see chart). Oil has very complex
supply and demand characteristics; there is high
level speculation and political sensitivity. There

“Global oil demand has grown by
approximately 30 million barrels
per day in the last 25 years.”

are many different types of oil and uses, which
all feed into how the price is derived. Brent is the
largest and most well-known global reference for
oil prices. Brent is extracted from the North sea
and 60% of global crude oil is priced off Brent
crude prices. The second and less well-known

Oil has very complex supply and demand
characteristics; there is high level
speculation and political sensitivity.
There are many different types of oil and
uses, which all feed into how the price is
derived. James Fitzpatrick now reflects on
the market and the supply demand across
the globe.

benchmark oil price is West Texas Intermediate
(WTI) extracted from landlocked oil fields in the
USA. Despite WTI being a higher quality sweeter oil,
it trades at a discount to Brent due to the costly
rail transport. Oil pipelines in the US are expected
to replace some of the rail transport in 2019. This
is expected to reduce the price gap between WTI
and Brent. Fragmented sources of oil that span the
globe mean there can be multiple factors affecting
the price including weather patterns, political
influences and transportation constraints. Oil
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producers are made up of a combination of both

Global oil demand is fast approaching 100 million

private companies and government organizations.

barrels of oil per day and is expected to hit this

Extracting and refining oil is very capital intensive

level by the 4th quarter of 2018. A significant

so requires long-term capital investment to handle

change in the oil industry over the last 8 years

a complex process of extraction and refinement.

can be seen in US oil production. The US has
successfully reduced its dependence on other

The top 7 global oil producers supply 50% of the

countries by more than doubling its internal oil

oil market however on the demand side only

production and almost closing the gap between its

3 consumers make up 50%. These three large

demand and supply.

consumers are the US, Europe and China. The US is
the largest global producer of oil and is currently

OPEC and certain non-OPEC producers, including

producing over 17.5 million barrels of oil per day.

Russia, started withholding oil supplies towards

This is followed by Russia at 11.3 million bpd and

the end of 2017 to end a global glut and prop up

Saudi Arabia at 10.1 million bpd. Saudi Arabia’s

prices.

historical dominance in the oil market has been

Looming U.S sanctions being imposed on Iranian

achieved via its membership in The Organization

oil will come into force in Nov 2018. Currently

of the Petroleum Exporting Countries (OPEC). The

Iran produces 3.8 million barrels of oil per day,

OPEC block of countries currently accounts for 40%

which accounts for 3.8% of the global crude oil

of the global oil supply.

supply. Certain countries have started to reduce

Global oil demand has grown by approximately 30

the oil they import from Iran (see chart below). It

million barrels per day in the last 25 years. Almost

is anticipated that sanctions will have a limited

all the growth in oil demand over the last 25 years

impact of only 700 000 bpd which is less than 1%

has come from China and Asia. The Organisation

of global supply. Saudi Arabia and Iraq do have

for Economic Co-operation and Development

capacity to fill the supply gap that will be left by

(OECD) countries like the US, Canada, Europe and

Iran but OPEC have not been clear on exactly how

UK all have almost flat oil demand profiles over

they will meet the shortfall. This lack of clarity

the same 25-year period.

amongst other things has led to higher oil prices
and Brent crude has risen to trade just below $80
a barrel.
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Outlook for Oil
Oil demand has historically been robust and

not hampered by the same politics as many of the

during the 2008 crisis demand for oil was fairly

other oil producing countries and does not have

inelastic. Unless we see a severe global slowdown

ageing wells. However, the US needs oil prices

or market collapse, global oil demand is expected

above $100 per barrel if it is to continue to sustain

to continue its growth of 2% per year.

this rate of production growth. The US pipelines

The sensitivities are far more evident on the
supply side of the oil market. OPEC’s spare
production capacity has been in decline and is
close to a 12-year low. Production decreases in

are expected to be completed in 2019 and this
could alleviate some of the forecasted supply
pressures. While the global supply uncertainties
persist, the oil market remains bullish.

Venezuela and Iran have been due to political
reasons however much of the forecasted
production declines for other producers are
structural. This is mainly due to old oil fields with
high well decline rates. Since 2008 the number
of global oil discoveries has been in decline and
every year there have been fewer discoveries than
the year before. The US accounted for 60% of the
growth in global production since 2010. The US is
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“With Germany’s specialisation
in capital goods, the country
has benefitted from the broadbased global upswing

Germany in
Focus
Q3 2018

Paul Martinez reflects on Germany’s
performance in the last quarter and the
effect it has had on German household
prices.

By Paul Martinez

Based on recent data and estimates, German

from other EU countries, has also kept wages from

economic growth is expected to remain solid,

rising more vigorously. Recent collective bargaining

backed by robust world trade, a strong labour

outcomes suggest a modest increase in wage

market and significant capital investment.

growth. Unions and employers have negotiated

Healthy employment gains have pushed the

non-wage benefits, such as a better work-life

unemployment rate to a record low (currently

balance through more possibilities to reduce their

3.4%) dropping by 9.3% compared with July 2017.

working time temporarily.

Germany’s thriving labour market underpins
consumption and helps improve job quality as
the number of full-time workers grows strongly.
Moreover, broad-based wage growth benefits
lower income earners in particular. Employment
growth has been strongest in health care as well as
personal and administrative services, moderating
aggregate wage growth. Strong immigration, mostly

Q2 GDP came in at 0.5% following an upwardly
revised 0.4% expansion in the previous quarter,
beating the market consensus of 0.3%. Positive
contributions to the GDP growth came from
domestic demand, mainly boosted by gains
in household consumption and government
spending. The current account surplus,

approximately 8% of GDP, is projected to drop

Housing demand and construction has been

on the back of strong domestic demand, fuelling

boosted by immigration, rising household incomes

imports. This has dropped steadily since 2015

and low interest rates. However, the construction

when it was 9%. Fiscal policy is moderately

sector has now reached capacity constraints,

expansionary, but solid cyclical revenue growth

limiting faster growth going forward. House prices

should maintain the budget balance in surplus.

have risen considerably, especially in urban areas,

With Germany’s specialisation in capital goods,

where the supply of buildable land is scarce.

the country has benefitted from the broad-based

Access to affordable housing is increasingly

global upswing. In the context of high capacity

difficult for lower and middle-income households.

utilisation and easy credit, this has promoted

However, prices are still below long-term averages

strong machinery and equipment investment.

and mortgage lending has been in line with

However, in the first quarter, strikes and a flu

income growth, suggesting that financial risks

outbreak lowered manufacturing production

remain limited.

temporarily. Government spending also decreased
before the new government took office in March.
Business sentiment remains high despite a
recent decline related to concerns about rising
protectionism. Low interest rates, high capacity
utilisation and an increase in housing demand
continues to support strong residential and
business investment. However, there has been a
slowdown in consumption as higher inflation curbs
real wage growth.

The government’s fiscal stance is projected to
remain expansionary throughout this year and into
2019, with the government announcing plans to
reduce unemployment insurance contributions by
0.3% and to shift about 0.5% of health insurance
contributions from employees to employers. The
government also plans substantial tax rebates
and grants for families with children who want to
buy a home. All of these measures should boost
household demand. In addition, government

A number of economists have suggested that

spending to better integrate refugees, improve

fiscal space is available to increase spending

childcare provision and upgrade schools’ digital

on education, broadband investment and low-

equipment is expected to rise. Most of these

emission transport infrastructure, all of which

measures were announced in the government’s

would strengthen productivity in the long term.

coalition agreement.
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Overall tax reductions and spending increases are
projected to amount to 0.5% of GDP between 2017
and 2019. Nonetheless, strong cyclical tax revenue
growth is likely to increase the government surplus
to 1.5% of GDP by 2019. The fiscal stance appears
appropriate, as most of the envisaged measures
promote long-term growth and inclusiveness, and
there are no indications of overheating in the
economy. However, subsidies for owner-occupied
housing could push up house prices further, given
capacity constraints and overall relatively inelastic
housing supply. Higher house prices risk further
reducing access to affordable housing for lowerincome households.
Concerning the financial markets, the DAX, which
is the benchmark index for the German equity
market, has had a turbulent first half of the
year and is down about 6% year-to-date. Car
manufacturers and banks have contributed the
most to these losses. Volkswagen, which has
suffered from the emissions scandal, is down over
21% year-to-date and Daimler has fallen around
12% over the same period. Both companies have
also been impacted by the new tariffs imposed
by the US on car imports. Deutsche Bank and
Commerzbank have also had a difficult start to
the year, with their share prices down 25% and
15% respectively. Deutsche Bank has struggled
to deliver sustainable long-term profits after
multiple strategy and management reshuffles, and
is due to drop out of the Euro stoxx 50 index of
leading European stocks. Another stock that has
weighed on the index has been Bayer (down 25%),
which acquired US peer Monsanto for $63 billion
including debt. There has been several positive
stories in the index too. Deutsche Bӧrse, Vonovia
and SAP have all returned between 15% and 30%.

“Volkswagen, which has
suffered from the emissions
scandal, is down over 21%
year-to-date and Daimler has
fallen around 12% over the
same period.”

Risk and
Return
Relationship
By Matthew Seaward

The relationship between risk and return
is a key facet of portfolio management
and is often misunderstood. Matthew
Seaward now hopes to remove the shadow
cast over this particular area of finance
and try to explain some portfolio theory
and some of the ideas which are used in
Capital International Group products like
Prism and, more broadly, in the investment
management industry.
The relationship between risk and return is a

with the highest expected return per unit of risk
(‘Sharpe ratio’), and leverage or de-leverage the
portfolio to suit their risk preferences. This can
be seen in Capital International Group’s PRISM
product, where we use a traditional balanced
portfolio as our central master investment strategy,
and distribute the return based on an enhanced
risk return relationship, which is better than
one can traditionally receive in the market. The
strategy works because both low-risk and high-risk
investors help each other to achieve the enhanced
return.

key facet of portfolio management and often
misunderstood, with many under the assumption
that this relationship is linear. I am hoping to
remove the shadow cast over this particular area
of finance and try to explain some portfolio theory
and some of the ideas which are used in Capital
International Group products like Prism and, more
broadly, in the investment management industry.
Two common industry terms are ‘Beta’ and ‘CAPM’:
Beta is a measure of volatility and/or systematic
risk. It is often used in the capital asset pricing
model, which calculates the expected return of an
asset relative to expected market returns using the
beta and the risk free rate.

The risk return relationship in global markets has
been examined at length in academia. Three of
the most famous and early papers on this topic
were Sharpe (1964), Lintner (1965) and Black (1972),
who all believed that there was a significant

The capital asset pricing model (CAPM) is a model

relationship between beta and expected returns as

that describes the relationship between systematic

per the CAPM. In 1992, Farma and French expanded

risk and expected return for an asset. The basic

on these studies, creating the 3-factor model

premise is that all agents invest in a portfolio

(FF3). Although academics and investors alike
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believe risk and return have a significant positive

The model also assumes the proxy for risk is

relationship, there are contrarians who believe

beta. This is a historical measure of the risk an

that there is a relationship between expected

investor is exposed to while holding a security

return and negative market risk premium.

and, although it cannot be determined by

Why is the CAPM important?

the theoretical market portfolio, it is typically
calculated using a prominent market index (e.g.

In short, the CAPM is useful in portfolio

FTSE100, S&P500, FTSE all world) and widely

construction. It took the principals of Markowitz,

accepted to be the best measure of systematic

expanded on them and highlighted two different

risk. Sharpe expanded on this by drawing a graph

types of risk specific and systematic. Specific risk

of the CAPM, with the security market line (SML).

or unsystematic risk can be significantly reduce

This graph depicts the linear relationship between

through diversification. They then made the

expected return and beta. By plotting this and

assumption that the “market portfolio” carries

placing the beta and expected return of an asset

no specific risk. Through the market portfolio

on the graph, one can choose securities, which

and the risk-free asset, an investor can create

have a low beta relative to their returns.

a portfolio based on their ‘risk appetite’. This
allowed Sharpe and Lintner to define the premium
investor’s demand for taking on risk in the market
as opposed to a risk-free asset. This positive
relationship is called the ‘market risk premium’,
and by subtracting the risk-free rate from this, it
provides the value investors need to satisfy the
extra risk.

However, the CAPM isn’t without its critics. Many
academics believe that there is only a positive
risk relationship in bull markets. Studies have
been conducted criticising the CAPM, including
those from the perspective of behavioural finance.
Prospect theory (Kahneman and Tversky: 1979), the
idea that losses and gains are valued differently,
is often thought of as a substitute for expected
Ever since the introduction of the CAPM, financial

utility. We can hypothesise that people choose

professionals and academics have extensively

a preference based on uncertain outcomes. One

tested it throughout global equity markets. The

argument, which follows on from the concepts of

CAPM states that investors should be compensated

prospect theory, is the possibility of a relationship

in two ways; for the time value of their money and

between risk and return sensitivity to a target

the risk (beta) incurred. The model helps calculate

price point. This suggests that a company with a

the return needed for the risk taken, or the return

domain of gains tends to be risk averse, whilst in

they should expect.

the domain of losses a company tends to take on
risk.

Another criticism of the model is that it uses
beta as a systematic risk measurement and is
henceforth not inclusive enough. Nevertheless,
academics and industry professionals still use
market betas as measures of risk in many cases.
There are also elements of convenience in using
a single factor in the CAPM. Though it makes the
model easy to compute and understand, if there
is no systemic risk or if it is deemed to not be an
appropriate measure, it should not continue to be
relied on.
The same trend can be witnessed throughout all
the variables except in interest rates. We theorise
that this may be because announcements relating
to interests rates are relatively controlled by using
either of the two models.
In my opinion, beta only plays a significant role
in markets that are efficient. When the market
is either not acting as efficiently as it should or
there are political or other more complex risks,
beta will not play as much of a vital role. As most
markets are described as ‘semi-strong’, it can be
said that unless a study is conducted over an
extremely long length of time, a relationship might
not ever be apparent. The cited literature firmly
suggests that while beta does play an important
role in predicting market return, their relationship
is by no means perfect. Given the importance of
various models and methods used for estimation
in financial decision-making, it is surprising that
so few academic studies have focused on the
shortcoming of beta as an efficient predictor.
Despite its flaws, the CAPM and FF3 are still some
of the only models to evaluate the risk return
relationship in finance, and it is unlikely that they
will be replaced in the near future.

“As most markets are described
as ‘semi-strong’...
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Emerging
Market Debt
By Matthew Seaward
Matthew Seaward shares his insights into
sovereign defaults and fiscal policy both
historically and in emerging markets. He
review the US Federal Reserve policy as
well as other more domestic influences
on emerging market debt.

As capital incomes in
emerging markets increase,
we anticipate a corresponding
deepening in local bought
and denominated sovereign
debt.

Spreads on government bonds are at their

Sovereign defaults are not only limited to emerging

simplest an expression of differences in the level

markets and frontier economies. The first country

of a country’s development. This single number

to default on its debts was Greece in 377BC.

encompasses risk, expected return and other

Spain has defaulted the most with a string of

characteristics of a state or region. These collective

defaults through 1550 to the 1800s. In Spain’s case,

expressions also reflect factors such as bond

economists used the quantity theory to link an

supply and demand, political risk, economic risk,

influx of Latin American gold to a relatively high

expected inflation, solvency and expected changes

annual inflation rate of 1-1.5% (low by modern

in the exchange rate. Identifying the impact

standards but high at the time given prevailing

of fiscal influences on spreads can be of great

momentary policy). Prices subsequently rose six

importance for the conduct of fiscal policy going

fold during the following 150 years, however, Spain,

forward, thus optimising fiscal policy as to avoid

unlike other European countries, did not debase

negative impacts on yields.

their currency until 1599.

The US housing collapse and the subsequent

In the last couple of decades the focus has been

global financial crisis forced investors to rethink

on emerging market economies with crises such

their long held distinctions between emerging

as the Latin American debt crisis at the beginning

markets and developed markets. Emerging

of the 80s, the Mexican events of 1994-95 and

markets have traditionally been seen as a rather

later events such as the Russian crisis in 1998,

obscure sector of the global bond market. It is

Ecuador in 1999, Argentina 2001 and Uruguay in

my belief that after the financial crisis of 2008,

2003. Although sovereign defaults are a larger risk

three underpinnings helped the sector to emerge

in emerging market debt, I do not believe that

from obscurity: (1) Good risk-adjusted returns (2)

all emerging markets should be tarred with the

The diversification prospects and (3) The growing

same brush. While some might warn of contagion

share of EMD relative to developed market debt.

in the EMD, as you can see from the graph below,

As capital incomes in emerging markets increase,

Thailand, along with many other Asian countries,

we anticipate a corresponding deepening in local

have been relatively unaffected by the recent

bought and denominated sovereign debt.

problems in Turkey and Argentina.
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Since sovereign debt contracts are unenforceable

Although EMD has been inherently more risky

and the government has the option to default on

than developed market debt, investors have

the outstanding debt, what is the incentive for the

been rewarded for this as represented in the

countries to pay? In cases of default, the economy

graph above. Below I have attached a histogram

experiences an output loss and is temporarily

of the monthly return over the past five years for

excluded from international credit markets. The

Emerging Market USD denominated debt (EMD

JPMorgan Core Emerging Market Bond Index, (which

USD), US TREASURES, US CORPORATE and US

tracks dollar-denominated debt) has climbed over

HIGH YIELD and the descriptive characteristics

1% since the end of 2017. At the time of writing,

of the data. The distribution on EM USD is rather

the yield hit 6.7%, a level not seen since 2009.

unusual in financial markets and indicates that

While in 2016 the yield did reach 6.5%, it’s a sign

large gains or large losses tend to be unlikely. Of

of weakness playing out in these markets. Several

course the sample size used does make the data

factors have played into the weakness of this debt.

rather statistically insignificant nevertheless it is an

One major factor is the tightening of monetary

interesting observation. As evidenced by the chart,

policy by the US Federal Reserve. With the five-year

US dollar denominated EMD has produced similar

US treasury notes hovering around 2.7%-2.9%, and

returns to US HIGH YIELD debt over the period,

ten-year notes yielding just below 3%, investors

with reduced volatility and superior diversification

don’t see the risk premium as substantial enough

benefits compared with other asset classes. The

to compensate them for holding EMD over US

standard deviation (spread of returns) of EMD

government debt.

USD (1.313%) vs US HIGH YIELD (1.442%) is lower,
indicating that US HIGH YIELD is a more volatile
asset.

Descriptive Statistics
N
Minimum Maximum
Statistic Statistic Statistic
EMD USD
59 -3.08%
3.07%
US TREASUREIS
59 -2.67%
2.59%
US CORPORATE
59 -2.68%
3.03%
US HIGH YIELD
59 -2.60%
4.44%

Mean Std. Deviation
Skewness
Kurtosis
Statistic
Statistic
Statistic Std. Error Statistic Std. Error
0.361%
1.313% -0.160
0.311 -0.064
0.613
0.133%
0.897%
0.033
0.311
1.572
0.613
0.307%
1.059% -0.081
0.311
0.811
0.613
0.459%
1.442%
0.124
0.311
0.601
0.613

With US HIGH YIELD having a mean monthly return

case for EMD, especially when it is denominated in

over the past 5 years of (0.46%) and EM USD lower

USD or any other hard currency. The second part

at (0.36%), the case could be made that high yield

of this article will follow in about 6 weeks’ time

investors have been compensated for the extra

and will continue to look at the EMD with more

risk they are taking. While that might be true, it is

examples and an in-depth look at recent events in

important to bear in mind that because US HIGH

EMD.

YIELD has positive skewness, it is over estimating
the mean, while EMD USD is under-estimating the
mean. Overall I think there is a relatively strong
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What can an
investment
platform
learn from
Disney World?

I believe that there is a lot
that Discretionary Investment
managers can learn from Disney.
After all, we’re in the business of
helping clients fulfil their own
financial dreams and aspirations.

To begin the trip, we spent a week not far from
New York, staying with my wife’s uncle who lives
on Upper Greenwood Lake in New Jersey. Then we
were lucky enough to have 10 days in Orlando at

By Antony Kelsey
The school holidays have finished and
most people are now back to work. Many of
you reading this article will probably have
had some time away with friends or family.
For me this year, we had the rare luxury of
a holiday in the USA.

Disney and the Florida theme parks!
Holidays are most definitely not the time to be
thinking about work, however, some of the things
we encountered could not fail to resonate with me
in their relevance to my professional life.
CIG CEO, Greg Ellison, often challenges CIG
directors to think of companies that are marketleading in their sector and consider how their
approach could assist our business. So, here is my
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list of eight things that I believe Disney excels at

We at CIG are passionate about our investment

that have direct application to delivering a leading

platform proposition. To find out more and to

international investment platform:

understand how we try to deliver to the Disney

1. Clear vision - everyone knows what Disney is
about, what Disney stands for and customers
understand what they can expect when they visit

magic to our clients, contact the Business
Development team at businessdevelopment@
capital-iom.com

the parks.
2. Variety - Disney is not one-dimensional but
offers a wide range of complementary services and
attractions.
3. Broad appeal - Disney may not appeal to
everyone but the company clearly aims to please a
broad spectrum of customers, whatever their age
and background.

Anthony on holiday with his family at Disney World Florida.

4. Innovation - Disney never stands still but is
constantly evolving and improving for its customers.
5. Trust - Disney has clear values and a
demonstrable track record meaning that customers
trust the company and feel safe within its services.
6. Customer Service - Anyone who has had any
experience of Disney will know how well-trained
the staff are and the excellent levels of service that
abound across all its areas and all personnel.
7. Value for money - I cannot mention Disney
without mentioning cost! Yes, Disney is expensive
but you would struggle to find a customer that does
not say it offers value for money.
8. Dreams - a big element of the Disney magic is of
course that it inspires people to fulfil their dreams!
The eight points mentioned above are of course
only part of what it takes to create a successful
investment platform.
But I believe that there is a lot that Discretionary
Investment managers can learn from Disney. After
all, we’re in the business of helping clients fulfil
their own financial dreams and aspirations.
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The
Maybot
By Greg Ellison

It was excruciating, cringe-worthy and
mildly amusing watching Theresa May
busting her awkward moves at the recent
reception held for her in Cape Town.

“...any Peter Crouch style, semirobotic, long-since tested dance
repertoire.”

During the welcoming festivities, the Prime Minister

Bless her though, Teresa May had a go. I actually

found herself surrounded by dancing children and

admire her for it. She was making an effort to

adults alike, all of whom appeared to move with

connect with her hosts, to share in their joy of the

buckets of rhythm, whilst she sadly seemed to

moment. If she does end up with spare time on

lack the same timing and coordination. However,

her hands in the next couple of years on the back

as I watched the scenes unfold on the news and

of manoeuvres in the Conservative Party, I doubt

partially covered my eyes at the same time, my

the producers of Strictly will be snapping her up as

mind began to wander. What would I have done

quickly as they did her old adversary Mr Balls.

in such a situation? I’m pretty sure I couldn’t have
done much better! Would I have resisted the urge
to pull out my best Saturday night moves? What
would Cameron have done? Or Blair? I’m sure
Obama would have carried it off but Trump? Let’s
not go there. Gordon Brown? That would have been
a disaster. I’m pretty certain Mrs Thatcher would
have got through it without resorting to any Peter

So, the PM is on tour in South Africa, Nigeria
and Kenya visiting a contingent of ministers and
business people, half of which are pleasingly
representing SMEs. Mrs May is there to forge a
greater partnership between the UK and Africa at
a time when the UK needs all the friends it can get
with a looming, uncertain Brexit ahead.

Crouch style, semi-robotic, long-since tested dance

I’ve written previously ‘In search of common

repertoire.

wealth’ about the UK’s efforts to re-invigorate old

friendships around the world having overly-focused

company and was elected Mayor of Johannesburg.

on its European alliance for the past 70 odd years.

Today, the island has significant connections with

Africa undoubtedly offers huge opportunities and

South Africa with hundreds of South Africans

an equal scale of challenges for British businesses

employed on the island in growth sectors like

in terms of trade.

Financial Services, IT, e-commerce and e-gaming.

At Capital International we’ve been doing business
in Africa for many years and in the past 4 years
we’ve had an office in Cape Town. The growth

Not only does this influx of talent strengthen our
business community, but it has also made a great
difference to the quality of our local rugby teams!

that we’ve seen from the continent has played a

At Capital International, with people on the ground

very significant part in the growth that we’ve seen

in Africa and in the Isle of Man and with great

across the Group. This year we’ve had to take on

experience in supporting the asset management,

more office space to accommodate our increasing

IFA, fiduciary, insurance and e-gaming sectors, we’re

headcount which is approaching 25 in Cape Town as

really well placed to work with businesses that

well as the 90 odd people in our Isle of Man HQ.

have an interest in Africa. We must therefore forgive

Whilst the PM aims to strengthen the links with
the UK, the Isle of Man has enjoyed excellent
relationships in Africa for decades. From the 1870s,

Theresa May for her limited rhythm and applaud
the UK and Isle of Man’s ongoing efforts to promote
opportunity and greater links between our nations.

many Manx miners set sail for South Africa to
work in the diamond industry and by 1930 one of
them, Dan Corlett, had created a huge construction
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CIG welcomes
Pete Fisher
By Peter Fisher
Capital International Group is delighted to
announce the appointment of Peter Fisher
as Senior Treasury Manager reporting to
Head of Finance, Paul Atherton.
Liverpool-born Peter has been based on the Isle
of Man for thirteen years since relocating with his
job at Barclays, where he spent 19 years working
within Risk and Treasury. Peter has spent the
last 10 years as a Foreign Exchange Trader on the
Trading Desk at Barclays.
An accomplished endurance runner, Peter
completed the Marathon Des Sables, which is
known as the ‘toughest footrace on earth’ in
the Sahara Desert in April this year. The race
consists of six marathons back-to-back over the
course of seven days, with runners carrying all
their own equipment and food. By completing
this incredible challenge, Peter managed to raise
£6,500 for the Special Care Baby Unit (the SCBU) at
Nobles Hospital, Isle of Man. Commenting on his
achievement, Peter said “I am a very determined
person and I like a challenge! I learned a lot about

“I am a very determined person
and I like a challenge! I learned a
lot about myself in the desert”

myself in the desert, and I would recommend
anyone to try to take yourself out of your comfort
zone. You may surprise yourself and complete
something that you thought you couldn’t do.
Nothing is impossible!”

Pete mid-race in the world famous Marathon des Sables.

This impressive attitude extends to Peter’s outlook

On his appointment, Peter said, “I am delighted

on his new role. As Senior Treasury Manager, Peter

to join Capital International Group at this very

takes responsibility for both corporate and retail FX

important stage as we look to move forward with

execution, money markets and cash management;

the Banking Licence Application. This is a great

all which will be put to great use as the Group

opportunity for me and a really exciting time to be

has recently applied for a banking licence under

joining the Group.”

the Island’s Alternative Banking Regime. Until the
Group receives the licence, Peter is putting his
great experience to use in the Capital Treasury
Services business.

Group Chief Executive Officer Greg Ellison said “I
am delighted to welcome Peter to the Group. We’ve
hired some outstanding local talent recently and
Peter’s arrival is a further sign of our progress and

Peter’s positive work ethic has also been reflected

he’ll play a really important role in our ambitious

in his experience since joining the Group, where he

plans in the future.”

has described the feel of the office as ‘positive and
upbeat’.
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Treat Everyday
as a
Learning Day
By James Shimmin

James Shimmin reflects on his first six
months at Capital International Group.

This was the great advice that my lifelong friend
David Boyles gave me many years ago, and its
relevance is as pertinent to my current position as
I look back on my first six months back at Capital
International Group than at any time in my life to
this date. I say ‘back’ at the Group, as I was lucky
enough to do some consulting work here in 2017,
and even then I was made to feel like a member
of the team immediately.
Having played or watched rugby for most of my
life, the draw to being part of a collective, reliable
unit where you can exceed your own expectations
as well as those of the team has always been a
strong motivator for me. Resultantly, when I was
given the opportunity to come back on a full-time
basis in January 2018 I jumped at the chance!
The role was that of Compliance Officer for the
‘alternative banking structure’ that the Group
is developing in order to address a noticeable
necessity within the local and international
marketplace. The position was somewhat akin to
my old rugby position of ‘hooker’; at the centre

of the action with the need to bond with your

to contribute their wider knowledge to contribute

colleagues to take the project forward.

in taking the company forward.

This type of project is ‘so Capital’ in that it

Over the past 30 years that I have spent working

highlights our three core values: promoting the

within the financial sector, I have experienced

pursuit of ‘Innovation’, whilst maintaining the

many technological/regulatory challenges and

highest level of ‘Integrity and Excellence’. These

some periods of rapid change. I have found

are just not idle words only fit for a billboard,

that this has allowed me to bring fresh insight

but the real mantra by which the Long family

to the challenges faced by the Group today.

and the Group Board have used to take this

One such example was when I joined the GDPR

company forwards over the years. More recently,

implementation team, and was working with Doug

the combination of Greg Ellison, Anthony Long,

Hornby and Paul Moran to address a number of

David Long and Werner Alberts has allowed the

issues within a challenging deadline. I had spent

formation of additionally strong foundations upon

a great deal of the past 2 years working on such

which the future for the Group is rapidly being

issues within Trust and Corporate Service Provider

built upon.

and Advisory environments, and was able to
articulate and help by implementing these insights

The position was somewhat
akin to my old rugby position
of ‘hooker’; at the centre of the
action with the need to bond
with your colleagues to take
the project forward.

to face the new challenges.
Somewhat akin to the modern game of rugby, in
periods of fast-paced changes players need to
be versatile, willing to change position producing
new challenges both personally and professionally
and always ready to meet the needs of their team.
Such a challenge came my way when recently I was
offered the ‘once in a career’ opportunity to take
a leading role in launching two initiatives for the
future of Capital International Group.

What strikes me as most remarkable is the pace by
which the company has enacted the changes, and
the willingness of its Board and loyal staff to take
on the challenge of change head-on. The Group
has spread its international footprint with strong
and continued growth of the business in South
Africa, allowing it to be a material contributor to
the overall ‘family’.
I have seen this first hand. As soon as I re-joined,
I was not only involved in the planning for the
future bank’s compliance infrastructure, but I was
encouraged to share my experience and expertise
to support and guide other areas of material
change within the business. The Group looks

I am therefore now in the process of developing a
new Internal Audit Department with Kerry Austin
as Audit Manager, whilst also taking on the mantle
of Group Data Protection Officer (DPO). Both of
these initiatives, alongside my other commitments,
will stretch me personally and take me into new
territory, but with challenge comes the chance to
grow; developing my own experience and expertise.
Hence why as I stand at this virtual crossroads.
Every day really is a learning day, and it is made
most rewarding and enjoyable when that is taking
place within a dynamic team in which you are not
just a number!

beyond the paper CV and instead to the individual
and their skills, always encouraging the individual
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Luke
Turns 18!

Luke Fitzpatrick has turned 18! Luke was our
youngest member here at CIG, joining for summer
at just 14 years old.

Events

Castletown
Cup

Senior Project and Change Manager, Oliver
Steriopulos (left), presented the Capital
International Group sponsored ‘Castletown Cup’ on
Saturday 14 July.
While we are no longer headquartered in
Castletown, the Group is proud to continue our
affiliation with the Castletown Golf Links, and this
and this prestigious competition which forms part
of their annual Golf Week! Held on Saturday 7th
July, over 100 competitors signed up to battle it out
in misty conditions on the scorched links.
The winner was David Allan with a nett 65, pipping
larger than life 2018 Castletown Captain Mike
Horsthuis to the post on countback! Third place
went to Francis Thoday with a nett 66.
The Group will also be sponsoring another
competition at the Castletown Golf Links later
in the summer, where the coveted ‘Capital
International Group Jaret Jug’ will be up for grabs!

iGBL!VE 2018
Amsterdam

Craig Dalton and Antony Kelsey from our Business
Development team were delighted to attend iGBL!VE
2018 in Amsterdam in July. A great turn out where
great conversations were held with gambling
companies looking to take advantage of our
treasury and payment solutions.
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Guests enjoying the warm weather.

Summer
BBQ
On Saturday the 4th of August, Heather and Peter
Long hosted our summer barbecue for colleagues
and families! The sun was shining and the
children were able to play in the stunning gardens
whilst their parents relaxed. In true South African
fashion Werner made his way over to the ‘Braai’
(BBQ) and cooked up some delicious burgers and
hot dogs for the guests. A fantastic afternoon was
had all round!

Always time for a quick selfie!
Werner cooking up a storm.

Jeremy making the most of the nibbles.

Sport and
Dining Event
An Evening
with David
Gower and
Henry Blofeld

The Sporting and Dining Club bring leading
celebrities and inspiring speakers from the worlds
of business, entertainment, sport and politics to
speak at the fantastic events that we host for our
membership and that we organise for other clients
and charities.
Coming together with some of our clients to enjoy
the evening, described by Wendy Oliver as ‘a
brilliant, funny evening with fabulous speakers!’
Guests include Tim Shallcross from Optimus.
Ben Arthur from Turnstone. Dave Solly from SMP
Partners. Ed Walter from MAC financial.

David Gower OBE
Former Professional Cricketer, David Gower OBE.
As England’s second highest ever runs scorer in
Test Match history, Gower shared his memories,
experiences and answered questions at the event
about his illustrious career and what the future
holds for the world of cricket.
Gower also reflected upon his long career in the
studio as commentator and anchor, firstly with the
BBC and then for Sky.

Henry Blofeld OBE
Henry Calthorpe Blofeld, OBE nicknamed “Blowers”
by Brian Johnston, is a retired English sports
journalist, broadcaster and one of cricket’s most
famous commentators.
For over fourty years, Blofeld’s voice on the BBC has
been acclaimed for style, wit and substance.
Henry Blofeld in conversation with David Gower.
You can read more about Sporting and Dining Club
at www.sportinganddiningclub.com/
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Mac Group
Golf Day

Capital International Group had the privilege of
hosting a team consisting of Ray Kelly of Welton
Play, Tom Wollin of Plan.Com, Jamie Crellin of
Integrated Capabilities and our very own Craig
Dalton, Business Development Manager.
We sponsored the prize for nearest the pin on
the 18th Hole and, being good sports our team all

Friday 27th June saw the inaugural Mac
Group Golf Day in aid of The Scout
Association Isle of Man’s 2019 trip to the
‘World Jamboree!’

missed the green!
Craig said, “The course was in incredible condition
considering the lack of rain. The food and service
at Ramsey Golf Club was excellent, and the event
was brilliantly organised by Ed Walter and his team
at Mac Financial.
There were some good scores on the day, we came
4th (just missing out on the prizes). The Thomas
Miller team would have come second were it not
for deciding to deduct 10 less shots than they
should have to the net score! Microgaming won the
competition, a longest drive prize, a nearest the
pin prize and first prize in the raffle. However they
kindly donated back into the prizes as the recipient
felt too guilty having already picked up 3 prizes on
the day.

Helen Jones
Visits the Isle
of Man

Jay, Andy, Helen and Doug heading for a drink in the Thirsty Pigeon.

Helen Jones, our Business Development Manager in
South Africa paid a visit to the Isle of Man to learn
more about the work we do here and how we can
improve to bring the two offices closer together.
This also included a dinner at the Court House and
a mandatory trip to the pub, the Thirsty Pigeon.

Helen and Hendrika enjoying drinks with the IoM office.
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Charity

Buddies
Beach Clean
Capital International Group got their
hands dirty during a cloudy day in July.
The Group arranged the voluntary activity of
cleaning the Port Erin beach alongside the
charity Beach Buddies, and used bags and pickups to clear any waste.
Although the day got off to a damp and grey
beginning, it was a hugely successful project
topped off with the sun coming out!
Matthew Seaward, out of our investment team
collected the most recyclables. Taking a different
approach, as there wasn’t that much plastic
on the beach, Matthew went to the grassier
headline area and found many beer cans and
bottles. He even found a car window screen
wiper. Bill the Beach Buddies organiser said
“He isn’t surprised by anything he sees these
days, because there are lots of things people
find on beaches. He didn’t say well done, he
just made the statement. He was going to
recycle the recyclable materials. Matthew trusts
that Bill will dispose of all the materials in the
correct manner. The Group believe that this is
an extremely important cause that more people
should get involved with. It was also a fun
activity that all ages were excited to be involved.
We cannot wait to get involved in further
projects with Beach Buddies to help keep our
beautiful island clean and pristine.

Samaritans
On the 12th of July, a team of dedicated Samaritans
came in to our office and shared a very touching
presentation about what the Samaritans do for
people in need. This is an incredible charity that is
driven by mostly volunteers taking time out of their
own life to help others. Within the Group, we have
a dedicated active member of staff that join the
charity on a weekly basis to be on the other side of
the line. To be a listener when there is no one else
to talk to.

Forces Wives
Challenge
Kai Botha, our Marketing Manager, had
the pleasure of meeting Cathryn Floate,
a passionate Forces Wife who is raising

Your brochure details the story of how
the FWC came about, but how did things
develop after the initial idea? What is your

awareness of the Forces Wives Challenge,
an initiative that brings the community of
British Armed Forces wives and partners
together through a series of physical and
mentally challenging expeditions.

story up to now and how have you gained
traction as an organization?

As proud sponsors of the FWC, we at Capital
International recognise that independent charities
rely tremendously on private funding. The Q&A
below covers the beginnings of the FWC and the
obstacles and challenges that forces wives face
and overcome.

Heather, our founder, openly recalls being sat at
the kitchen table with another FW who lived next
door. They were chatting over a glass of wine when
heather pitched the idea and unsurprisingly it
was received with great enthusiasm! Heather then
shared her vision with FW friends and contacts,
who offered their support and time to get things
moving. An initial meeting was held within the
wider community to pitch the idea and since
then momentum has organically took its course.
Others have come forward to volunteer with many
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seeing it as an opportunity to drive change, make a

committee to deliver our promises and organise

difference in other people’s lives but also improve

the events. Membership is currently around the

their own – that’s certainly how it was for me.

150 mark, and they either came across us through

You are aiming to grow to a national
level. This is a huge target! What kind of
responses have you been receiving from
those you have approached? What are
the biggest challenges you have faced in
gaining support so far?
From the early days it was clear there was
definitely a need for an organisation like the FWC.
This has facilitated natural growth and as FWs
move up and down the country from one posting
to another, they spread word of what the FWC is

friends or via Facebook. We have had such a
fantastic response given that we haven’t really put
ourselves out there just yet – mainly to ensure we
can cope with the volume!

There is a current focus on the activity
launch challenges for FWC but how do FW
that aren’t doing the activities get involved
behind the scenes of these challenges?
There are so many opportunities and most of the
FWs come forward as they want to get involved
where there can. For example, we have organised

about and what we’re hoping to achieve.

mini fitness challenges such as putting together

The response so far has been overwhelming to

Yorkshire 3 peaks. As we’ve mentioned, everything

some extent, but in the most rewarding way and
it’s all positive. People are excited, energised
and keen to get involved – we couldn’t have
hoped for a better response. So many people
have come forward to offer support, including ex
and non-military individuals, it has been hugely
encouraging.

How did you meet the other members of
the team to get the project going? Outside
the team shown in your brochure, how
many members have you accumulated so
far? Where did these members hear about
FWC?

a tough-mudder team or meeting up to do the
is organised for the wives by the wives, we have
fashion designers who’ve designed and sourced
t-shirts, drivers to ferry people to different
locations, event organisers – the list goes on!

The FWC is seeking to combat loneliness by
uniting the community through adventure
and challenge – how do you plan on doing
this?
With partners away for such long periods of
time and often living far from friends and
family, loneliness is something that can affect
many people in our community. FWC strives to
combat loneliness by providing opportunities to

As a new FW in a new location, I was keen to make

experience the same teamwork, sense of belonging

friends and settle into military life. Fortunately

and achievement our partners experience in the

I happened to stumble across the FWC meeting

Armed Forces. Facing adversity together generates

where the team initially pitched the concept.

comradeship and a safe and understanding

I got chatting to a few people, made some friends
and very swiftly I found myself on the committee
working on various projects to get the concept
truly off the ground.
From there, some great friendships have grown and
many an hour has been spent working with the

community where people feel comfortable sharing
their struggles openly. We hope that the FWC
will raise awareness of the issue and break the
stigma surrounding loneliness. It will make people
realise that they are not alone and there is always
someone to reach out to when they are struggling.

The ‘Ojos del Salado’ flagship event will
be looking to gain media interest. What
kind of media interest have you had so
far and what, ultimately, would be the
best kind of coverage you would hope to
receive? What would be the best outcome of
such coverage for the FWC outside raising
general awareness?
We are excited that a media production company,
Intrepid TV, have heard about our story and are
filming our journey with the goal of releasing a
documentary. Loneliness affects all sectors of
society, not just the military community, so we
hope that people across the nation will really
connect with our message and see the power of
uniting through adventure and challenge.

FWC is an official partner of the Royal
British Legion’s Thank You 100 campaign.
How did this come about?
RBL were introduced to us via a contact and
they immediately understood our concept and
wished to offer us their support. They are hugely
experienced in understanding and relentlessly
working on behalf of the military community and
we are very excited about working alongside them.
It is an honour to be an official partner of the Royal
British Legion’s Thank You 100 campaign. While
many things have changed, there are still those
who serve, sacrifice and change our world and
we wish to recognise and support them along our
journey too.

The FWC provides a sense of purpose and
a sense of belonging to FW. Could you give
some example stories of members who
have experienced this?
Many of the FW’s talk of a boosted confidence
to get out there and take on other challenges,
whether they be physical, career-based or in life in
general. Setting their sights on one goal has only
driven them to seek more.
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Our challenges, events and regular meetings have

your partner is around, work is going well and

created a sense of community and an opportunity

family is on top form – on those days you have the

to make new friends. Human contact and

strength to ‘Reach In’ and help others. Some days

friendship are essential for a sense of belonging

are more of a struggle and you need to ‘Reach

and the FW facilitates access to these in more

Out’ and ask for that help. FWC has facilitated

challenging circumstances. For more examples

friendships to be made across the country from

please follow our #ThisIsMe stories where Forces

Scotland to the south coast.

Wives share their FWC journey.

How does the FWC go about supporting
the FWs to overcome personal challenges
such as raising children alone, or providing
support on ‘lonely’ days? Do you have any
examples of smaller networks brought
together by the FWC? Alternatively, are there
other networks for this?
FWC has generated a community of like-minded
people who support each other through tough

Outside sponsorship, could you give a brief
overview of other ways people could get
involved in supporting the FWC?
Spreading the word about us is a great place to
start. We’d love people to join our community,
simply follow us on social media and spread the
word. Then there is of course time. Time is of huge
value, whether it is volunteering at events, offering
to help out with marketing or baking a cake for the
finish line!

times. Life as a FW can be like a roller-coaster,
some days you feel on top of the world maybe

Manx
Wildlife Trust
On the 25th of July we were visited by
two members of the Manx Wildlife Trust,
Graham Makepeace-Warne and Andrew
Dubbeldam. Graham and Andree presented
the Group with our new Gold Membership
certificate, and discussed with staff
members the vision, history and current
projects of the charity.

Graham Makepeace-Warne (centre) and Andree
Dubbeldam (right) presented Kai Botha, our
Group Marketing Manager (right) with the Gold
Membership certificate.
We can’t wait to get actively involved with the
projects to help protect our island’s unique
environment and habitats.

Rob and Sue before the race.

Granite Mann
Off Road
Triathlon

John coming into finish his leg.

This weekend saw two mixed teams from
Capital International compete in the
‘Granite Mann Off Road Triathlon’ at Cringle
reservoir. The event is held in aid of the Isle
of Man Children’s Centre and includes a
400m swim in 10°C water, a technical 10km
mountain bike ride and a steep 5km run.
Find out how both teams performed here.
Setting off at 7.50am Sunday morning, the
drive down to Cringle reservoir was one of
dread and regret as the rain splattered against
the windscreen and a thick grey cloud hung
overhead. Despite the poor weather conditions,
the two Capital teams ‘C’mon Trileen’ (Rob Sheen,
Lyndon Powell and Charlotte Looker) and ‘Capital
Triceratops’ (Sue Powell, John Venables and Peter
Fisher) gathered at the registration tent with
smiles on their faces excited for challenge ahead.
The first part of the event was a 400m (16 length)
swim between three buoys in the reservoir.
Donning his new, neon-orange wetsuit and with
a streamline, freshly shaven head Rob bravely
plunged into the reservoir with Powerhouse
Powell (Sue), following closely behind. With a
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water temperature of just 10 degrees, the wetsuit-

the first lap. Despite falling off twice, John managed

clad swimmers shivered in unison like a huddle

to maintain his lead in the second lap finishing

of penguins in a blizzard. After being in the water

strongly as 3rd fastest with Lyndon close behind as

for just a few seconds and with little time to

7th fastest in the team competition.

acclimatise, the claxon suddenly sounded and
the swimmers jetted off towards the first buoy.
Both Sue and Rob started strongly and made
good ground for their teams. Mr Sheen however
had ‘polished’ off a banana beforehand and so
sped into the lead. After just under 7 minutes Rob
emerged from the cold depths in 8th position and
Sue just a minute later in 10th .

Then came the final leg of the event – the run.
Marathon man, Peter Fisher was first to set off after
receiving his timing chip from teammate John.
For a roadrunner, the 5km course provides quite
the challenge with many steep sections, slippery
terrain and obstacles to dodge. Despite having
mountain biked from Douglas to Cringle in the rain
that morning, Fisher finished in an impressive time

Dazed and panting heavily, the transition proved

of 27.14, with fastest female, Charlotte Looker just

difficult as the swimmers had to waddle up a

one place behind.

grassy bank, remove the timing device from their
wrists with frozen fingers and hand it to the
mountain bikers. Despite Sue finishing slightly
behind rapid Rob, her and John’s transition was
silky smooth, and they managed to gain back some
vital seconds.

There was a definite sense of relief at the finish
line as the sun finally appeared from behind the
clouds. Everybody thanked Paul Moran for holding
the coats and we warmed up with some tea. Both
teams performed fantastically in the event; C’mon
Trileen finished third in mixed team event but were

The mountain bike course followed a tricky 10km

topped by Capital Triceratops’s incredible 1st place

route through the trees including wide fire-track

finish in the same competition. Sue, John and Pete

as well as technical single-track sections. Over the

were later presented with a handmade trophy for

two-lap course, Lyndon was quick and gained a few

their efforts and both teams went home elated

places but was overtaken by valiant Venables in

with what they had achieved.
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