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Amity International Fund – Q4 2018 Commentary 
 
Quarter to end Dec 2018 

 
Performance 

 3 Month 6 Month 1 Year 3 Years 5 Years 10 Years 

Fund Performance (B share class) -11.51% -9.97% -9.81% 28.30% 30.30% 124.12% 

FTSE World TR GBP -10.90% -5.38% -3.09% 42.34% 65.29% 196.41% 

IA Global -11.55% -8.17% -5.72% 33.03% 46.29% 151.88% 

Sector Quartile 2 3 4 3 4 4 
Source: Morningstar.  Figures compared on a Bid to Bid basis with Net Income Reinvested.   

 
Review 
 

The final quarter of 2018 was particularly challenging for equity markets. Rising US central bank interest rates, a 

material slowdown in business confidence across the Eurozone, moderate Chinese economic growth and rising 

geopolitical concerns (including Brexit, Italian politics and the ongoing trade conflict between the US and China) all 

weighed on risk appetite among investors. Consequently, the FTSE World Index fell 10.9% over the three-month 

period (total return basis, sterling terms) with a return to more synchronised market performance relative to the 

prior quarter. Crude oil prices declined heavily on concerns of oversupply, in the face of a weakening outlook for 

global demand. Industrial metals were weaker, as deteriorating Chinese macroeconomic data weighed on demand 

expectations. 

 

The US equity market declined materially in the fourth quarter and underperformed the broader global equity 

market. The S&P 500 Index declined by 11.5%, while, the tech-heavy Nasdaq fell 15.4% on a total return basis 

(GBP). The primary catalyst for the correction was the hawkish commentary by the Federal Reserve, following their 

decision to raise interest rates in December, reflecting the continued stability in economic data, including robust 

employment.  In Asia Pacific, equity markets recorded negative returns across the region, as persistent concerns 

over the US-China trade conflict and the pace of US interest rate hikes dominated investor sentiment. The strong 

US Dollar continues to be a negative force for emerging market economies, with tensions persisting around the fair 

value for Chinese Renminbi. The managed deleveraging within the Chinese shadow financing system has created 

tighter than expected conditions weighing on discretionary consumer spending. Overall, economic output slowed 

to 6.5% growth in the third quarter, its weakest point since the global financial crisis. China’s policymakers sought 

to stimulate the economy with a combination of monetary and fiscal measures, which included cutting the banks’ 

reserve requirement ratios and boosting credit for small and private companies. 

 

In continental Europe, equities fell 10.9% in Sterling terms as regional economic data continued to point to slowing 

momentum in the Eurozone economy. December’s purchasing managers’ index reached 51.3, its weakest level in 

over four years. The “gilets jaunes” protests in France and ongoing weak demand for new cars were among the 

factors weighing on activity. As expected, the European Central Bank confirmed the end of its bond-buying 

programme in December and reiterated that interest rates would remain on hold “at least through the summer of 

2019”.  

 

UK equities fell 10.3% over the period amid continued uncertainty surrounding the UK’s exit from the European 

Union. Many UK domestic-focused sectors performed poorly as worries of a “no deal Brexit” intensified after the 

UK published its draft EU Withdrawal Agreement (endorsed by EU leaders), triggering another period of intense 

political uncertainty. A “meaningful vote” on the agreement was deferred until January, in turn sparking a no 

confidence vote in Prime Minister’s leadership of the Conservative Party, which she won by 200 to 117. However, 

the Prime Minister then failed to win concessions from the European Union that could have made the UK Parliament 

more likely to pass her Brexit withdrawal-agreement proposal. Consequently, the British pound was volatile with 

associated impact on those companies that have translational exposure. UK third-quarter GDP growth came in at 

0.6% quarter-on-quarter as expected, up from 0.4% in the second quarter and the fastest pace since the fourth 

quarter of 2016. 
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Performance & Activity 

It was a challenging quarter for equity markets, with the underlying Amity International portfolio falling 11.5% in 

Sterling terms, slightly more than the 10.9% decline in global markets for the quarter.  The fund finished second 

quartile for the period. The fund’s geographic allocation was marginally positive, with most markets recoupling in 

terms of downward correlation, a typical characteristic of pronounced market corrections. The narrow market 

leadership that has beset markets unwound to a degree with the strongest performers such as Amazon and Apple 

correcting between 20-30% over the quarter. Overall, the FAANG index fell 18% over the quarter. Another recent 

headwind, Crude Oil, participated in the correction, with Brent Crude falling 34% from a recent four year high, 

reflecting the broad concerns on growth. In contrast defensive sectors performed strongly with the fund’s 

overweight allocation to Healthcare and Telecoms contributing to positive performance, augmented by strong stock 

selection within both sectors. The fund’s overweight allocation to Consumer Goods and Industrials sectors were 

the primary detractors.  

 

In terms of stock selection, primary positive contributions came from Deere as trade negotiations appeared to 

favour US agricultural equipment. In Asia, Taiwanese based electromagnetic compatibility tester Sporton 

International rose as a key beneficiary of increased global connectivity and 5G, which is seeing increased interest 

as the technology ramps up. In a similar vein, the fund’s telecom holdings BT and Telefonica were the top two 

performing stocks over the quarter.  In terms of negatives, Bingo Industries, the Australian circular economy leader, 

was the primary detractor as competition authorities in Australia signalled intent to review its recent acquisition, 

which had previously driven significant outperformance. The fund continues to view the long-term investment case 

as attractive regardless of recent corporate activity.  

 

In terms of fourth quarter transactions, we exited Swedish active safety leader Veoneer based on strong price 

performance, very high valuation and rising concerns on the auto industry cycle. The fund also sold out of Public 

Bank in Malaysia following strong relative outperformance and full valuation relative to the rest of Asian banking 

sector. The fund added to its position in NXP Semiconductors prior to its Q3 results as we felt consensus 

expectations were too low following the Qualcomm’s failed bid attempt. We also added to our holding in German 

power chip-maker Infineon Technologies, as despite the lower visibility within its end markets, the sharp 30% 

decline experienced since June offered an attractive valuation given our long-term perspective. To manage the 

fund’s broad exposure to microchips, we took some profits in Sony given the consistently strong performance since 

purchase. Within the insurance sector we trimmed our position in Dutch insurer a.s.r Nederland following very 

strong performance and re-invested the proceeds into the Asian orientated peer, Prudential, which has significantly 

underperformed comparably.  

 

Outlook 

Given the uncertain outlook for 2019, particularly the long-term impact of global trade tensions, US monetary policy 

is expected to remain data dependent. Overall, leading indicators have slowed, particularly in Europe and China, 

while lagging indicators such as employment remain robust. Our central case is that global growth moderates over 

the course of 2019, as the business cycle matures in the US and experiences a diminishing impact from fiscal 

stimulus.  In Asia, we continue to monitor the impact of deleveraging by Chinese authorities as they seek to reduce 

the non-bank finance expansion seen in recent years, whilst trying to maintain stable economic growth in excess 

of 6%. Recent data suggests the deleveraging policy has been more effective, leaving increased potential for 

targeted stimulus measures. Despite an underlying desire to embark on monetary policy normalisation, the 

European Central Bank’s policy remains exceptionally loose, with limited core inflationary concerns likely to drive 

any near term tightening bias. In the UK, the short-term path taken to exit the EU remains critical to the outlook for 

the economy and prospects for Sterling. Any further delay to Brexit is unlikely to be positively received by Business, 

although the case remains favourable over exiting without any agreement in place 

 

Overall, the fund remains cautiously positioned. Despite the moderate increase in weighting in the first half of last 

year, we maintain the underweight exposure to US equities due to elevated relative valuation, peaking profit 

margins, fading fiscal stimulus, withdrawal of quantitative easing and the aging business cycle. The stronger dollar, 

rising mortgage costs and international trade protectionism could all present headwinds to both the domestic and 

wider global economy.  Those US companies we do hold are exposed to attractive long-term sustainable themes, 

and tend to have a global earnings stream. Regions early in their recovery, namely, Europe and Asia, continue to 

be attractively valued, particularly given the recent underperformance due to deteriorating trade tensions.    
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Further Information 
To obtain further information please speak to your normal EdenTree representative, visit 
www.edentreeim.com or call our support team on 0800 011 3821. 
 
This document has been prepared by EdenTree Investment Management Limited for Financial 
Advisors, other intermediaries and other investment professionals only. It is not suitable for private 
individuals. This document has been produced for information purposes only and as such the views 
contained herein are not to be taken as advice or recommendation to buy or sell any investment or 
interest thereto. 
 
A full explanation of the characteristics of the investments is given in the Key Investor Information 
Document (KIID). Any forecast, figures, opinions statements of financial market trends or investment 
techniques and strategies expressed are unless otherwise stated, EdenTree Investment 
Management’s own at the date of this document. They are considered to be reliable at the time of 
writing, may not necessarily be all-inclusive and are not guaranteed as to accuracy. There is no 
guarantee that any forecast made will come to pass. Please note that the value of an investment and 
the income from it can fall as well as rise as a result of market and currency fluctuations, you may not 
get back the amount originally invested. Past performance is not necessarily a guide to future returns. 

http://www.edentreeim.com/

