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The Future Money strategies are run with the aim of providing investors with carefully risk managed 

investment solutions.   

This report is designed to provide an insight into how the four strategies have been managed, along 

with the thought processes behind the investment decisions made by the fund managers. 

 

 

 

 

  



 

Quarterly Report   31 July 2018 to 31 October 2018 

 

The enclosed are comments and opinion only of the Future Money Fund Management Team intended for use by 

professional Financial Advisers. They do not constitute advice or verified factual information. 

MGTS Future Money Real Value 

The move from Majedie UK Income to 

Man GLG UK Income, which was 

discussed in last quarter’s report, has 

now been completed.  This change 

was made to maintain portfolio style 

exposure following a change in 

manager in the Majedie fund. 

 

Following an unexpected jump in UK 

inflation in September, the decision 

was taken to reduce exposure to the 

M&G UK Inflation Linked Corporate 

Bond fund.  While we expect inflation to remain above target for some time, the prospect for further 

upwards surprises are reduced, in our view, and therefore lower is exposure is justified.  

Approximately half of the portfolio is invested in fixed income assets and therefore a position in the 

M&G fund is being maintained for the diversification this provides.  The proceeds from the sale were 

reinvested in the short dated bond tracker funds already held in Real Value. 

 

 

 

Rates increased in the UK 

(November) and US 

(December), with markets 

initially accepting.  FTSE then 

rallied after phase one of Brexit 

talks completed.  Late January 

saw falls in bonds and equities 

as focus returned to rate rises 

and concern over potential 

acceleration in US. 

Pace of expected rate 

rises in the US spooked 

equity markets in 

February.  Fear of a 

US/China trade war 

caused further losses in 

March. April saw fears 

subside as trade talks 

improved. UK stocks 

outperformed as lower 

inflation led to sterling 

weakness. 

UK and US stocks led 

gains in May as surging 

oil prices helped the 

former and economic 

strength helped the 

latter.  US-China trade 

war fears and Brexit 

uncertainty amid the 

Chequers plan kept a 

lid on market 

confidence for the rest 

of the quarter. 

Bonds fell in September 

given economic 

strength. This then 

triggered large equity 

falls as concern of trade 

war impact and US 

interest rates 

questioned economic 

sustainability. 

Conditions similar to 

February falls. 
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MGTS Future Money Real Growth 

The move from Majedie UK Income 

to Man GLG UK Income, which was 

discussed in last quarter’s report, has 

now been completed.  

 

Following an unexpected jump in UK 

inflation in September, M&G UK 

Inflation Linked Corporate Bond was 

removed from Real Growth and 

replaced with L&G Short Dated 

Sterling Corporate Bond Index.  The 

L&G fund focuses on traditional 

corporate bonds, rather than inflation linked, and has a lower cost.  While we expect inflation to 

remain above target for some time, the prospect for further upward surprises are reduced, in our 

view.   

 

The Henderson Strategic Bond fund has recently increased its interest rate sensitivity, which is at 

odds with our preferred positioning.  As such, the fund is being removed from the portfolio, with the 

BlackRock Corporate Bond 1-10 Year Tracker fund being purchased as its replacement. 

 

Rates increased in the UK 

(November) and US 

(December), with markets 

initially accepting.  FTSE then 

rallied after phase one of Brexit 

talks completed.  Late January 

saw falls in bonds and equities 

as focus returned to rate rises 

and concern over potential 

acceleration in US. 

Pace of expected rate 

rises in the US spooked 

equity markets in 

February.  Fear of a 

US/China trade war 

caused further losses in 

March. April saw fears 

subside as trade talks 

improved. UK stocks 

outperformed as lower 

inflation led to sterling 

weakness. 

UK and US stocks led 

gains in May as surging 

oil prices helped the 

former and economic 

strength helped the 

latter.  US-China trade 

war fears and Brexit 

uncertainty amid the 

Chequers plan kept a 

lid on market 

confidence for the rest 

of the quarter. 

Bonds fell in 

September given 

economic strength. 

This then triggered 

large equity falls as 

concern of trade war 

impact and US interest 

rates questioned 

economic 

sustainability. 

Conditions similar to 

February falls. 
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MGTS Future Money Dynamic Growth 

Kames Investment Grade Corporate 

Bond fund has been sold from 

Dynamic Growth and replaced with 

BlackRock Corporate Bond 1-10 Year.  

The Kames fund has been a strong 

holding for the portfolio over many 

years, but given low returns available 

in the asset class and the relatively 

high cost of the Kames fund, the 

prospect for above average returns 

going forward is reduced, in our 

opinion.  As such, the cheaper, yet 

similarly exposed, BlackRock tracker fund is preferred. 

 

Dynamic Growth has approximately 14% invested in Asia and 7% in Emerging Markets.  These 

positions have suffered in the recent market turbulence, given the trade war related negative 

sentiment.  We view the US/Chinese dispute as a political risk, which is likely to be resolved over the 

medium term and which, in turn, will allow the greater valuations of these regions to return to 

favour.  We are therefore satisfied with the portfolio’s investments here. 

 

Rates increased in the UK 

(November) and US 

(December), with markets 

initially accepting.  FTSE then 

rallied after phase one of Brexit 

talks completed.  Late January 

saw falls in bonds and equities 

as focus returned to rate rises 

and concern over potential 

acceleration in US. 

Pace of expected rate 

rises in the US spooked 

equity markets in 

February.  Fear of a 

US/China trade war 

caused further losses in 

March. April saw fears 

subside as trade talks 

improved. UK stocks 

outperformed as lower 

inflation led to sterling 

weakness. 

UK and US stocks led 

gains in May as surging 

oil prices helped the 

former and economic 

strength helped the 

latter.  US-China trade 

war fears and Brexit 

uncertainty amid the 

Chequers plan kept a 

lid on market 

confidence for the rest 

of the quarter. 

Bonds fell in September 

given economic 

strength. This then 

triggered large equity 

falls as concern of trade 

war impact and US 

interest rates 

questioned economic 

sustainability. 

Conditions similar to 

February falls. 
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MGTS Future Money Income  

The move from Majedie UK Income 

to Man GLG UK Income, which was 

discussed in last quarter’s report, has 

now been completed.  This change 

was made to maintain portfolio style 

exposure following a change in 

manager in the Majedie fund. 

 

The Smith & Williamson Short Dated 

Corporate Bond fund, which had 

been reduced to a 5% allocation in 

the previous quarter has now been 

fully sold and replaced with M&G Emerging Markets Bond.  This fund invests in a range of both 

government and corporate bonds issued in Emerging Market countries.  Given negativity 

surrounding the region this year, valuations are now relatively attractive and the bonds offer high 

levels of yield.  This position is among the smallest of the portfolio’s bond holdings and this is the 

reflection of the higher levels of risk present, but we believe that the risk/reward characteristics are 

favourable and that a small position is attractive. 

 

 

Rates increased in the UK 

(November) and US 

(December), with markets 

initially accepting.  FTSE then 

rallied after phase one of Brexit 

talks completed.  Late January 

saw falls in bonds and equities 

as focus returned to rate rises 

and concern over potential 

acceleration in US. 

Pace of expected rate 

rises in the US spooked 

equity markets in 

February.  Fear of a 

US/China trade war 

caused further losses in 

March. April saw fears 

subside as trade talks 

improved. UK stocks 

outperformed as lower 

inflation led to sterling 

weakness. 

UK and US stocks led 

gains in May as surging 

oil prices helped the 

former and economic 

strength helped the 

latter.  US-China trade 

war fears and Brexit 

uncertainty amid the 

Chequers plan kept a 

lid on market 

confidence for the rest 

of the quarter. 

Bonds fell in September 

given economic 

strength. This then 

triggered large equity 

falls as concern of trade 

war impact and US 

interest rates 

questioned economic 

sustainability. 

Conditions similar to 

February falls. 
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Performance 

 

 

Economic and Market Commentary 

All figures sourced from Morningstar Direct unless otherwise stated.  

31 July 2018 to 31 October 2018  
 
Volatility has steadily increased throughout the quarter with sharp, significant falls recorded in all 
major markets towards the end of the period. Market volatility remains high at the time of writing 
this report and we have set out below the factors which we believe have given rise to these 
conditions, and our expectations going forward.  
 
Looking at the notable IA (Investment Association) sectors, Global Emerging Markets and Asia Pacific 
ex Japan suffered the most severe falls, recording performance of -9.7% and -10.6% respectively, 
whilst Sterling Corporate Bonds returned -0.1%. UK Gilts also fell recording -0.5%. UK All Companies 
fell with a return of -8.4%, Japan -5.1% and Europe ex-UK -8.9%. North America was, once again, the 
best of the main equity markets with a return of -2.1%.  
 
During the quarter the North American equity market appeared to be disconnected from other 
global equity markets, shrugging off the losses being experienced in the UK, Europe, Asia and 
Emerging Markets. This changed in October as US investors succumbed to the anxiety being felt 
elsewhere and the S&P 500 fell nearly 10% before recovering slightly.  
 
Whilst these falls are a concern the bigger global economic picture remains positive. The 
International Monetary Fund (IMF) estimated that global growth would be 3.7% in both 2018 and 
2019. Although this represented a downgrade from the 3.9% previously estimated (mainly due to 
trade tensions which are discussed later), it remains a healthy level of growth and should be 
supportive of future company earnings growth. In addition, market valuations are also attractive, the 
FTSE 100 has a dividend yield of 4.73% and a price/earnings ratio of 12.78, which is below the 15 
year average of 17.76. The figures are similar for European and Asian markets. North American 
markets are less attractive, with a dividend yield of 2.06% for the S&P 500, and a price/earnings ratio 

Year to Month End 1yr 3yr 5yr

01/01/2018 01/11/2017 01/11/2015 01/11/2013

31/10/2018 31/10/2018 31/10/2018 31/10/2018

MGTS Future Money Income R Acc -3.12 -2.20 14.36 22.25

MGTS Future Money Real Value R Acc -1.84 -1.21 10.22 16.57

MGTS Future Money Real Growth R Acc -2.15 -1.47 15.27 21.77

MGTS Future Money Dynamic Growth R Acc -5.35 -4.38 19.76 24.00

2017 2016 2015 2014 2013

MGTS Future Money Income R Acc 7.30 9.21 2.60 4.59 13.03

MGTS Future Money Real Value R Acc 4.61 7.28 1.10 4.87 8.57

MGTS Future Money Real Growth R Acc 6.66 9.61 1.76 4.60 11.40

MGTS Future Money Dynamic Growth R Acc 10.36 13.88 1.45 3.11 16.86

Source: Morningstar Direct.  Currency: Pound Sterling. Total return. Past performance is no guarantee of future performance.  The value of 

investments can fall as well as rise and investors may not get back their original investment.
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of 16.18 which is slightly above the long term average of 15.771. The price/earnings ratio is a 
measure of how a company’s earnings relate to the share price. The lower the figure, the more 
attractive the valuation.  
 
When looking for explanations for market moves it is natural to attempt to identify a simple cause 
which relates to an effect, however during this quarter there have been multiple variables and it is 
difficult to quantify the effect of each and how these have interacted with each other. There has 
been a significant rise in geopolitical tensions and new risks have been added to existing areas of 
concern, creating unease as investors are now feeling that elevated tensions may become the new 
normal position.  
 
Specific issues such as Saudi Arabia murdering a journalist within their Turkish embassy, Trump 
withdrawing from an agreement with Russia to limit the development of medium range nuclear 
missiles, Trump imposing sanctions against Iran after scrapping a 2015 agreement to curb their 
nuclear program, and Italy directly challenging the EU by planning a budget which breaks their 
previous agreement with regard to issuing debt have all contributed in some way to elevated 
concerns.  
 
Although it is difficult to identify the impact of each of these factors, the area of political risk which 
has gathered momentum is the escalating trade dispute between the US and China. We previously 
commented that the US was opening up too many trade disputes with grievances made against 
Europe, Canada and Mexico in addition to China, and noted that this would be difficult to manage 
successfully. This point appears to have been recognised as rapid compromises have been reached 
with all but China.  
 
During this quarter, market sentiment has shifted from expecting a resolution to the China trade war 
before the end of 2018, to concern that both sides may be digging in for what may become a multi-
year stand-off. This change in expectations has driven sentiment lower and there is a risk of this 
dispute creating contagion which damages economic confidence.  
 
Why did the US market continue to rise for the first two months of the quarter whilst other markets 
fell in value? This is an unusual situation as large companies generally trade globally and are linked 
to global growth rather than domestic economies. As a consequence there is generally a high degree 
of correlation between the share prices of these companies, however this broke down for the first 
two months of the quarter. Up until the end of September the IA North American sector was up 
4.2% whilst the IA UK All Companies and IA Europe ex UK sectors had fallen 1.8% and 2.0% 
respectively.  
 
We believe this divergence was driven by the perceived security of the dollar, which attracted assets 
as concerns grew. In turn, this increased liquidity drove up the value of US markets whilst other 
markets saw liquidity move in the opposite direction. The effect was particularly noticeable in 
respect of Asia and Emerging Markets where the concerns relating to trade wars were the highest. In 
addition, US companies have reported particularly strong earnings which were ‘fluffed up’ by tax 

                                                           
1 1 All figures from Bloomberg as at 30th October 2018.  
 



 

Quarterly Report   31 July 2018 to 31 October 2018 

 

The enclosed are comments and opinion only of the Future Money Fund Management Team intended for use by 

professional Financial Advisers. They do not constitute advice or verified factual information. 

cuts and will not be repeated. Nevertheless this created a ‘sugar rush’ for investors at a time of rising 
geopolitical risk.  
 
Investment markets have clearly given ‘round one’ of the trade wars to the US, but the next rounds 
are likely to be more evenly matched. The resilience of the US market crumbled in October as 
company results began to reference the impact of trade tariffs on future earnings and expectations 
have been lowered in many cases. The US market is more vulnerable to lower earnings expectations 
as share valuations there are higher, reflecting future optimism. Any serious knocks to confidence 
will undermine these higher valuations more than other markets, which are already pessimistically 
priced.  
 
Just as markets are beginning to price in a long term trade dispute we feel that the pressure to 
resolve this situation is growing quickly. The damage, now being felt domestically, will increase the 
pressure on Trump to find a solution. Underlying this trade dispute is a fair argument around the 
way that China forces companies to share intellectual property in order to access their markets. This 
provides China with an unfair advantage as the intellectual property they access for free is 
increasingly valuable in the modern, technologically advanced global economy. Given this inequality 
at the heart of the dispute we feel that there is room for a compromise to be achieved.  
 
Although investment professionals generally make sensible decisions which contribute to orderly 
markets and share prices which reflect future expectations, there are occasions where things go very 
wrong, with the recent Argentina experience providing an example. In June 2017 Argentina issued a 
100 year bond with an attractive coupon of 7.125%, which is fairly brave for a country with a 
chequered history of debt repayment. The issue was oversubscribed by more than three times, 
demonstrating the international demand for high yielding debt. Unfortunately, less than 12 months 
into the 100 year period, trouble hit as familiar concerns relating to high inflation, trade deficits and 
fiscal deficits sent prices and the Peso tumbling. The investors who were unsuccessful due to the 
oversubscribed issue must now be grateful for the misplaced enthusiasm of other investors.  
 
Why were investors so keen to purchase this bond? The answer lies in investors replacing the proven 
idea of the risk curve with an alternative which we are describing as the ‘stupidity curve’. The risk 
curve, simply put, suggests that if you mitigate all of the risks which can be reduced through strong 
due diligence and diversification (unsystematic risk), then long terms returns will increase as you 
take more risk, while short term losses may also be greater. In recent years the idea that equities are 
high risk and bonds are low risk has been generally adopted and is supported by data from the most 
recent 30 year economic cycle.  
 
Low risk investors who require greater yields than the current low interest rates offered on risk free 
assets seek higher yielding assets. However, they are not conscious of the increased risk to capital as 
yield rises, which reflects the likelihood of failure. Bond trades have become overcrowded, resulting 
in a situation where the risk to capital appears to be increasing exponentially for a relatively small 
increase in the yield available. The result is that a 100 year bond issued by Argentina, with a poor 
history for debt repayment is oversubscribed, whilst the FTSE 100 has a dividend approaching 5% 
but is deemed too risky for many investors as it is an equity market.  
 
It is not a coincidence that the cracks in fixed interest markets are appearing following the beginning 
of an interest rate rising cycle in the US, and a move from quantitative easing (printing money) to 
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quantitative tightening (cancelling money) in other major economies. The 30 plus year cycle of 
falling interest rates is now reversing and this will have a long term impact on the way investment 
markets perform and correlate. The Federal Reserve has raised interest rates three times so far this 
year, with the target range now and 2-2.25%, and is expected to make a further increase in 
December. The UK has raised interest rates once to 0.75% and the ECB have begun to scale back 
their quantitative easing program. The effect of this is that the amount of money flowing into the 
Global economy, which supported asset prices for many years, is diminishing, and valuations will 
move back to standing on their own fundamentals.  
 
Inflation is continuing to be pushed upwards by a variety of factors including trade wars, strong oil 
prices, upward wage pressure and continued global economic growth. The return on cash in most 
markets is negative when adjusted for inflation, except for the US where the difference is small.  
 
In the final days of this reporting period, US technology stocks, which have driven market returns, 
have seen elevated volatility, due to a combination of higher interest rates threatening their funding 
models and the risk of trade wars now impacting the US outlook. The US has a naturally high 
exposure to technology and these businesses are often capital hungry and therefore vulnerable to 
higher borrowing costs. As the momentum fades, we expect the realisation of their high valuations 
and emerging headwinds to dampen the forward-looking performance of this market sector.  
 
In summary, we believe that the recent falls are a normal correction in a long term upward market. 
The turbulence could be short lived if the trade dispute is resolved between the US and China, or a 
longer term factor if both sides dig in. The longer the dispute continues the more the damage will be 
felt equally between both economies. Politically, China will be able to fend off negative public 
opinion for longer than the US with ‘round 2’ of this dispute possibly going to China.  
 
The move to higher interest rates, accompanied by higher inflation, will lead to more volatility, and 
we believe that the experience of 2018 is more representative of future market conditions than 
2017, where investors saw the S&P 500 increase each calendar month. Volatility has and will 
continue to push anxious investors out of markets but we expect investors who accept the volatility 
and have an appropriate investment time frame will achieve real returns. Value investment styles 
are expected to swing from underperformance to outperformance as the uncertainties reduce the 
attraction of companies with high long term growth expectations, evidence of this has been 
observed in the short term.  
 
We have not sought to mention Brexit in detail in this update as our previous comments remain 
relevant and there is an abundance of commentary in respect of this subject available to investors.  
 
Strategy  
Current events have not led to any change in the current strategy. We remain underweight to fixed 
interest investments, where we do hold them we favour those with low sensitivity to the expected 
interest rate increases.  
 
There is a considerable upside potential in the event that the key political risk represented by the 

China / US trade dispute is resolved and the impact would be more positive for Asia and Emerging 

Markets in our view.   
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Asset Class Review 
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The table overleaf shows the performance of the major asset classes. This highlights the range of 

returns delivered over time and shows the risks in trying to predict individual winners. 

 

Diversified portfolios, such as the four Future Money funds, can deliver attractive investment returns 

whilst reducing the effects of large swings in performance.  Via such a structure, investors can own a 

professionally managed portfolio with exposure actively positioned across asset classes. 

 

Year to Date 

2018 so far has been a year of markets second guessing economic strength and heightened political 

risk.   

In both February and October equity markets fell following losses in bond markets, as economic 

strength in the US and consequent interest rate hikes led to losses in bonds and then equities as 

fears surfaced that tighter monetary conditions would choke off the current expansion.   

Rumbling along in the background has been a growing trade war, started by the US and principally 

aimed at China.  A trade war is unlikely to deliver any winners, with both the US and China set to 

suffer from higher prices and lower trade.  Having said that, one winner from the dispute so far has 

been the US dollar.  The dollar has been a favoured asset in this time of uncertainty and 

consequently has helped US stocks be the best investment of the year to date, in sterling terms. 

With markets largely driven by political factors despite underlying economic strength, both fixed 

income and most equity markets have lost money.  Property, on the other hand, which is slower to 

react and less likely to reflect short term volatility, given its lower liquidity and longer trading 

process has produced the second best returns of the year to date.  With the returns driven more by 

domestic factors, the UK commercial property sector has performed reasonably well, reflecting the 

underlying strength of the UK economy. 

China has seen the worst of the market reaction so far and GDP growth has fallen slightly below 

expectations at 6.5%.  There also exist concerns that protracted tariffs will further hinder the 

economy.  This has therefore led to significant equity falls, both in China, but also in the wider Asia 

Pacific and Emerging Markets regions, of which China is a large constituent and which contains many 

countries whose economies are dependent on the strength of China, the regional superpower.  Asia 

Pacific ex Japan and the Emerging Markets are typically considered to be higher risk regions and 

therefore in the ‘risk-off’ mood which has been present this year, these regions have experienced 

the biggest losses.  Should progress be made on a resolution to the trade war then it may be 

expected that these regions benefit accordingly.  
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Important Information 

Please note that the contents are based on the author’s opinion and are not intended as investment 

advice. This information is aimed at professional advisers and should not be relied upon by any other 

persons.  

Any research is for information only, does not constitute financial advice or necessarily reflect the 

views of the author and is subject to change.  

It remains the responsibility of the financial adviser to verify the accuracy of the information and 

assess whether the fund is suitable and appropriate for their customer.  

Past performance is not a reliable indicator of future performance. The value of investments and the 

income derived from them can fall as well as rise and investors may get back less than they invested. 

Important information about the funds can be found in the Supplementary Information Document 

and NURS-KII Document which are available on our website or on request. 
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