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March Masterclass Q&A
Research Presentation
[bookmark: _Hlk36461566]Is paying active management fees for bond managers worth it as they consistantly seem to underperform the index?
Active management of fixed income has generally underperformed benchmarks across the past 6 months. However, if you look back over the last 3, 5, 7 and 10 years and compare managers like PIMCO, Western Asset & Perpetual (plus other managers) to their benchmarks, they have been able to provide active return consistently.  Bonds (longer-dated especially) have been losing value as rates start to move upwards. Whilst using an index option for bond exposures can be cost-efficient, there is no ability for the portfolio manager to manage certain risks.

In what regard is/are the current interest rate cycle/s unhealthy?
Put simply, the interest rate cycles over the past 30 years have been various increases in the target policy rate by Central Banks followed by decreases of greater magnitude to. This cycle has repeated since the 90s. Doing this will naturally take your interest rates towards the 0% boundary (which has occurred globally). The closer you get to 0% and the longer you keep rates at or around this level, the harder it becomes to then raise interest rates during recoveries. In my opinion increasing a countries reliance on lower and lower rates, increases the risks of higher rates popping asset bubbles once they eventually rise and subsequently create negative economic environments.

How are governments going to reverse this trend of increasing debt and lower rates?
I don’t think there is an easy answer to this question. Generally, throughout history, events such as the World Wars, The Great Depression, the 1970's levels of inflation, and Government defaults, have served as catalysts for the changing of decade's long economic trends. I would naturally think events like these would likely serve as possible catalysts. Unfortunately, without something as significant as this, I don’t see the trend reversing in the future. These trends reversals however are nearly impossible to predict.

China - demographics and high debt - you would have to think that they may see a significant slow down in GDP growth in the medium term?
I think this has already started to take place. The Peoples Bank of China have already started a round of quantitative easing to soften the fallout from the Evergrande crisis from last year. The issue of overleveraged property giants becoming rerated sent ripples throughout the economy as the government cracked down on 'frothy' parts to of the market. There was a surprising rebound in some industrial data that came out recently, however it is likely China are going into some sort of slowdown. How deep this is difficult to predict as PBOC will step in to ensure markets remain liquid and attempt to support the economy. 

What ARE the implications of Russia defaulting?
The implications of Russia defaulting I don’t think will be as severe as it was in 1998 when the Soviet Union collapsed. Back then this occurred on top of the Asian Financial Crisis. Also, since the invasion of Crimea in 2014 there have been sanctions imposed on Russia. This generally decreased foreign investor dealings with the country and therefore will not have as deep systemic ties as it generally would have to the global economy. There may still be implications of some regards as bond holders will not receive payments. We don’t think this will impact global financial conditions to a large degree. The commodity market has be impacted however.

As demand falls post the covid fiscal spending party and as inflation rises due to global supply chains... what is the efficacy of rate hikes?
Rate hikes generally take 9-12 months to start actually making an impact economically. This lag is a function how long the rate increases take to move through the 'food chain' of lenders. The impact of one rate hike is probably insignificant, however the impact of seven rate hikes in one year will eventually have a significant impact on lending conditions. It took 9 rate hikes to significantly affect economic conditions from 2016-2018 as a comparison and now the world has increased levels of debt which make economic conditions more sensitive to rate increases. 

could you please just reiterate the factors that may add a defaltionary force (eg. finding other supply CHAINS)?
Technology, automation, rising wealth inequality, deflationary demographic trends (aging populations), high levels of debt and low levels of growth.

In a high inflation environment & potentially negative growth, thoughts on the merits of flexible AA & real return (CPI+) strategies vs traditional risk profile approach?
This all depends on the process employed for dynamic or tactical Asset allocations. If done correctly and instantly, they can outperform. We have found that the SAA (traditional risk profile approach provides the best consistent results for meeting a client’s objectives. 

In regard to the different strategies that can be used with fund mangers. You can effectively employ real return (CPI+) strategies - but we would recommend that you look at their overall asset allocations and their historical approach.
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